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To the President of the Senate and the
Speaker of the House of Representatives

The accompanying report presents a compilation of General Ac-
counting Office findings and recommendations for improving Govern-
ment operations and relates for the most part to fiscal year 1969,

The compailation 18 organized so that the findings and recommen-
dations are identified with and grouped generally on the basis of func-
tional areas of the Government's operations, regardless of the agencies
involved Because findings developed in one agency frequently have ap-
plication in others, this arrangement facilitates consideration of all
findings 1n each functional area in all agencies,

Because of the great interest in economic opportunity programs,
all of our findings on these programs are grouped under "Economic Op-
portumity Programs,' beginning on page 3 Findings of a functional
nature in these programs are also referred to in the report sections
concerning each function

The purpose of this report 1s to provide a convenient summary
showing, by functional areas, the opportunities for improved operations
which have been identified by our Office in carrying out its audit respon-
sibilities These responsibilities are derived from the Budget and Ac-
counting Act, 1921, and other laws which require us to independently
examaine, for the Congress, the manner in which the Government agencies
are discharging their financial responsibilities,

The report summarizes the corrective actions taken by the agen-
cies on our recommendations Certain of these actions involve changes
made 1n policies and procedures through the issuance of revised direc-
tives and instructions The effectiveness of these actions is dependent
on the manner in which the directives and instructions are implemented
and on the adequacy of the supervision and internal reviews of the oper-
ations For this reason, to the extent deemed appropriate, it 1s our
policy to review and evaluate the effectiveness of corrective actions

taken by the agencies.
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The financial benefits attributable to our work cannot always be
fully measured. However, our records show that savings identified
during fiscal year 1969, which were attributable to the work of the
General Accounting Office, amounted to $187.6 mallion. Of this
amount, $20.4 million consisted of collections and $167.2 million rep-
resented other measurable savings. Approximately $65 million of the
latter amount 1s recurring in nature and wall continue 1n future years.
A summary of these savings appears beginning on page 178 of this
report,

Additional financial savings which are not fully or readily mea-
surable are listed beginning on page 187.

For the convemience of the committees of the Congress and of
others, the back of the report contains indexes of (a) agencies to which
the findings and recommendations relate and (b) the applicable Federal
budget functional classifications. The table of contents also shows the
Federal budget functional classification for each item reported.

Copies of this report are being sent to the Director, Bureau of
the Budget, and to officials of the Government agencies for their infor-
mation and consideration in connection with their operations.

ies (7

Comptroller General
of the United States
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FEDERAL PROGRAMS

DISABILITY COMPENSATION BENEFITS

1 REDUCTION IN DISABILITY
COMPENSATION PAYMENTS—~In August
1968 we reported to the Secretary of Labor
on the Department of Labor’s implementa-
tion of the statutory provision permitting a
reduction 1n disabiity compensation pay-
ments for claimants who have attamned 70
years of age and have a probable decreased
wage-earning capacity due to old age Such
reductions are authorized by the Federal
Employees’ Compensation Act of 1916, as
amended, which 1s administered by the Bu-
reau of Employees’ Compensation

Our examunation at four of the Bureau’s
10 district offices showed that the Bureau was
compensating 746 claimants who were 70
years of age or older but that the cases of
only 47 claimants had been reviewed pursuant
to the governing statute and that compensa-
tion for eight of the 47 claimants had been
adjusted downward because of a determina-
tion that therr wage-earning capacity had
probably decreased We found that the four
district offices we visited had developed vari-
ous policies and procedures of their own for
mmplementing the age-70 provision, which
resulted m inconsistent treatment to claim-
ants We found also that claims examuners
were not making sufficient reviews of age-70
cases

Duning our review in 1966, we proposed
to the Darector, Bureau of Employees’ Com-
pensation, that he issue revised structions
and appropriate pohcy guidelines for the
mmplementation of the age-70 provision of the
act We suggested that the cases of all claim-
ants who had attamned age 70 be reviewed to
provide them with consistent treatment under
the act The Bureau 1ssued revised instructions
to 1ts distnict offices m December 1966 to
ensure a review of age-70 cases at a specified
time 1 order that the Bureau might exercise

the discretion granted by the age-70 provision
of the act

In our draft report, we suggested also
that the Department strengthen its manage-
ment controls over the operations of the
Buieau by establishing a formal program of
internal audit designed to bring to the atten-
tion of management officals matters such as
those noted during our review

The Department agreed that a program
of internal audit was an absolute necessity
and advised us that orgamizational and fund-
ing changes had been made 1n the Bureau that
would permut the staffing of an Office of
Program Analysis and Evaluation that reports
to the Director (B-157593, August 29, 1968)

ECONOMIC DEVELOPMENT ASSISTANCE

2 PROVISION FOR REPAY-
MENT OF FEDERAL FUNDS-In a report to
the Assistnat Secretary for Economic Devel-
opment, Department of Commerce, we com-
mented on several techmical assistance proj-
ects for which recipients had not been
required to enter into repayment agreements,
although the projects appeared to be smmlar
1n scope to other approved projects for which
the Economic Development Administration
(EDA) had entered into repayment agree-
ments with project recipients EDA pohcy
provides that repayment of technical assist-
ance funds 1s to be considered when projects
will benefit a private individual or business

We found that among the reasons con-
sideted for not obtaming repayment agree-
ments were the unwillingness of the recipients
to repay the cost of the technical assistance
provided and the financial mability of the
recipients to make repayment at the time of



application We believe that unwillingness to
repay 1s not a valid reason for excluding
repayment agreements Also, since repayment
1s to be made only from the future net profits
of the firm recewving the assistance, we believe
that a determination by EDA not to enter
mto a repayment agreement 1s not justifiable
merely because of a lack of funds at the time
of apphcation

Subsequent to the begmning of our re-
view, new repayment guidelines were agreed
to by EDA’s Office of Technical Assistance
(OTA) and EDA’s Office of Business Develop-
ment (OBD), which required EDA to enter
into repayment agreements with all recipients
of Management and Operations (M&O) tech-
nical assistance, except for unusual situations
to be specially handled by arrangements be-
tween OBD and OTA We were informed that
these gmdelines were expected to strengthen
the mmplementation of the agency’s repay-
ment policy and ensure its uniform apph-
cation

We believe that the provisions of the new
gudehnes, 1f apphed on a consistent and con-
tinuing basis, will ensure that repayment of
M&O techmical assistance will be required on
a uniform basis We noted, however, that the
new guidelines provided only for repayment
of the Fedetal costs of M&O technical assist-
ance projects and not for other techmical
assistance projects We noted further that the
provisions of the guidelnes had not been es-
tablished as agency procedures We therefore
recommended that the provisions of the new
gmdelmes be incorporated mto the agency’s
formal written procedures and that the proce-
dures also include provisions for repayment of
the Federal costs for all applhicable techmcal
assistance projects

In December 1968 an Economic Devel-
opment Order was 1ssued 1 accordance with
our recommendation (Report to Assistant
Secretary for Economic Development, De-
partment of Commerce, June 10, 1968)

3 SUPPLEMENTARY GRANT
ASSISTANCE FOR PUBLIC WORKS AND
DEVELOPMENT FACILITY PROJECTS-In
February 1969 we reported to the Congress
on improvements needed 1 procedures for
determining supplementary grant assistance
for public works and development facility
projects approved by the Economic Develop-
ment Admuristration (EDA), Department of
Commerce Procedures established by EDA
provide that the amount of a supplementary
grant to an applicant for a project eligible for
grant assistance be computed by reducing the
estimated cost of the project by the lesser of
the applicant’s share of the cost of the project
or 50 percent of such cost and by the amount
of the direct grant The applicant’s share of
the cost of a project 1s generally considered to
be the amount of a loan that could be amor-
tized by the revenues that the project could
be reasonably expected to generate over a
30-year period and cannot be less than the
applicant’s mimimum share determined by
maximum grant rates set by EDA The apph-
cant may finance his share of project costs
from his own funds or by obtaming a loan
from EDA or private interests

We reviewed the records pertaming to
the supplementary grants of $3 1 mulhon,
awarded by EDA to applicants of 18 projects
located in EDA’s western and nudeastern
areas We noted that, in deterniming the
amount of the supplementary grants for the
18 projects, EDA did not consider all avail-
able revenues or the revenues were incorrectly
computed, or were based on questionable
data, or were reduced by excessive charges for
project expenses On the basis of our review,
we beheve that 17 of the supplementary
grants totahng over $2 6 mullion should not
have been made and that one supplementary
grant of about $400,000 should have been re-
duced by about $57,000

We recommended that the Secretary of
Commerce require that EDA



—Establish for all projects for which
supplementary grant assistance s re
quested specific guidelines for determin-
ing the revenues that such projects
could reasonably be expected to gen-
erate

—Provide for detalled review by officials
in EDA area offices and Washington
headquarters of supplementary grant
determinations, including an evaluation
of all factors entering into such determi
nations

—include a provision in all grant agree-
ments for adjustment of the amount of
the supplementary grant upon discovery
of a computational error

--Determine the amount of a supplemen-
tary grant for a project on the basis of
revenues which may be generated dur-
ing the useful life of the project, for a
40-year period, or for a period equal to
the maximum loan repayment period
permitted by the applicable bhond stat-
utes, whichever is less

—Consider annual payments on existing
indebtedness of a project as an expense
of the project for only those periods for
which such payments will be made

Also, we noted that, although EDA’s
authonzng legislation requires that revenues
be considered i determumng the amount of
any supplementary grant, EDA did not re-
quire consideration of net project revenues in
mstances where the basis grant from one Fed-
eral agency and the supplementary grant from
EDA did not exceed 50 percent of the project
costs

Our report suggested that, because of the
impact of the EDA policy on amounts of
grant assistance provided to applicants and in
the mterest of providing financial assistance
to as many needy projects as possible, the
Congress mught wish to express 1ts views as to
whether EDA should consider project reve-
nues when an EDA grant supplementary to a

basic grant by another Federal agency does
not result in the total Federal grant contribu-
tion exceeding 50 percent of project costs

In July 1968 the Assistant Secretary for
Economic Development informed us that gen-
erally EDA did not agree with our findings
and proposals He stated, however, that EDA
not only concurred with our proposals to pro-
vide more adequate supervisory review of sup-
plementary grant determunations but had
taken what 1t believed to be the requusite
steps to ensure that the supervisory reviews
are carried out We noted, however, that the
Assistant Secretary had not required nor had
EDA developed detailed supervisory review
guidelines for evaluating supplementary grant
determinations, and we therefore recom-
mended adoption of our proposal (B-153449,
February 4, 1969)

ECONOMIC OPPORTUNITY PROGRAMS

4 SPECIAL REVIEW- This item
relates to a special review by the General
Accounting Office that covered a number of
separate economic opportunity programs The
various findings for each of the programs are
presented 1 summary form, and the recom-
mendations are dmected toward improve-
ments 1 the effectiveness of the total ants-
poverty effort, as well as the mdividual
programs This treatment differs from that
given the other items in this report, which
generally are presentations of individual find-
mgs and recommendations related to a single
functional area of the Government’s opera-
tions

Title I of amendments enacted on
December 23, 1967, to the Economic Oppor-
tumty Act of 1964 (42 US C 2701) authotr-
1zed and directed the Comptroller General of
the Umited States to make an mvestigation of
programs and activities financed, in whole or
m part, by funds authorized under the act to
defermine—

“(1) The efficiency of the admnis-
tration of such programs and actwities



by the Office of Economic Opportunmity
and by local public and private agencies
carrying out such programs and activi-
ties, and

“(2) The extent to which such pro-
grams and activities achieve the objec-
tives set forth in the relevant part or title
of the Economic Opportunity Act of
1964 authorizing such programs or activ-
1ties 7

A report on our overall findings and
recommendations was submutted to the Con-
gress on March 18, 1969

Fifty-nine supplementary reports on our
examination were submitted to the Congress
as they were completed on (a) our field exam-
mations where such work was performed, (b)
our review of management functions of the
administering Federal agencies, (¢) our pro-
gram evaluation work on a national basis, and
(d) the special studies performed for us under
contract

Our overall findings and recommenda-
tions, as summarized 1 chapter 2 of our
March 18, 1969, report are set forth below
Our findings were grouped under the follow-
g broad categorics

1 The financial dimensions of the total
Federal antipoverty effort, and the
part played by the Office of Econom-
1ic Opportumty (OEO)

2 The extent to which the objectives
set forth m the act had been
achieved

3 The efficiency with which the pro-
grams authornized by the act had been
adminstered

4 The actions which should be taken
to realize more effective and econom-
1cal use of the resources available for
reducing poverty

TOTAL FEDERAL ANTIPOVERTY
EFFORT

In terms of the Federal budget, the
Economic Opportunmity Act of 1964 repre-
sented a relatively small mcrement to the
already existing programs for aiding the poor

The aggregate of all Federal programs for
assistance to the poor amounted to $22 1
billion m fiscal year 1968 and an estimated
$24 4 billion 1n fiscal year 1969 The projec-
tion for fiscal year 1970 1s $27 2 bilion
Increases in Federal programs in recent years
have been accompanied by a reduction 1n the
number of the poor, based upon the defini-
tion used by the Social Security Administra-
tion, from about 34 mullion in 1964 to 22
million in 1968 Although Federal programs
for assistance to the poor undoubtedly con-
tnibuted importantly to this reduction, much
of the reduction can be attributed to the
expansion of the national economy in recent
years

In monetary terms, the funds appropri-
ated for programs authonzed by the Eco-
nomic Opportunity Act (31 8 billion 1n 1968
and $1 9 billion 1n 1969) are small 1n 1elation
to the total Federal effort In other terms, the
role of OEO s significant—1t 1s the only
Federal agency exclusively devoted to anti-
poverty, 1ts programs are, for the most part,
innovative 1 one or more aspects, and 1t
shares with the Economuc Opportumty
Council the responsibibity for coordimating
antipoverty activities of other Federal
agencies, at least nine of which, in addition to
OEO, adminster significant programs directed
to assisting the poor

OVERALL PERSPECTIVE

The accomplhishments achieved under the
Economic Opportunity Act should be
apprassed 1n the lhght of the difficulties
encountered by the agency (OEO) created to
carry out the purposes of the act These diffi-
culties include



—The urgency of getting programs under
way as quickly as possible

—Problems in developing a new organiza-
tion and 1n obtaining experienced per-
sonnel

—Problems in establishing new or modi-
fied organizational arrangements at the
local level

—The delays and uncertainties in obtain-
ing congressional authorizations and
appropriations

—The problems of working out relation-
ships with other agencies and with State
and local governments

—Lack of consensus as to the meaning of
poverty, 1 e, who are the poor for pur-
poses of receiving assistance

Our review properly and 1nevitably
focused on problems, shortcomimngs, and
recommended 1mprovements OEO and other
participating agencies expressed agreement
with many of our conclusions and recommen-
dations and had mitiated actions to deal with
certan of these problems

Achievements of the programs author-
1zed by the act can be assessed only mn judg-
mental terms This 1s so for several reasons
the programs are new, they deal with such
mtangible concepts as the economic and
social levels of disadvantaged people, they
impose requirements and are subject to condi-
tions which are not amenable to reliable, and,
1n some cases, any quantitative, measurement
More specifically

—Criteria are lacking by which to deter-
mine at what level of accomphishment a

program 1s considered acceptably
successful

—The methods for determining program
accomplishments have not yet been
developed to the point of assured reli-
ability

—The large volume and variety of perti-
nent data necessary for ascertaining pro-
gram results were, and stil! are, either
not avallable or not reliable

—Program results may not be fully per-
ceptible within a relatively short time
frame

—Other programs—Federal, State, local,
and private—aimed at helping the poor,
as well as changes in local conditions—
employment, wage scales, local atti-
tudes—have their effect upon the same
people who recewe assistance under the
programs authorized by the act

—Amendments to the act and revisions In
agency guidelines at various times have
necessitated redirection of programs
and other changes which have affected
the progress of programs in the short
run

ACHIEVEMENT OF OBJECTIVES

The basic objective of the Economic
Opportunity Act 1s to strengthen, supple-
ment, and coordinate efforts to provide to
everyone the opportunity for education and
traming, the opportunity to work, and the
opportunity to live 1n decency and digmity

Toward the achievement of this objec-
tive, the act authorized a series of programs
and activities designed to bring new
approaches to the task of ehminating poverty
and to supplement efforts authornzed by
other legislation The programs authorized by
the act can be grouped in five broad cate-
gories—Community Action, Manpower,
Health, Education, and Other

An important and basic objective 1s coor-
dmation of the programs authorized by the
act with one another and with related pro-
grams administered by other agencies This
coordmating task was assigned to the Eco-
nomic Opportunmity Council created by the
act and to OEO, the former having the domu-
nant role



The Counci never functioned effectively
and, as recast by the 1967 amendments, has
not been established

OEO, preoccupied with setting up the
machmery to get a new agency started and
then with its responsibility for mitiating and
admunistering programs authorized by the act,
was not able to devote as much effort to 1its
coordinating function as that function de-
manded This coordinative task was made
difficult by the necessity of OEO’s influ-
encing the actions and policies of older estab-
hshed agencies, OEO, a new agency of lesser
status 1n the Federal hierarchy, was unable to
bring together all programs related to attack-
g poverty As a consequence effective coor-
dmation has not been achieved, we beheve
that 1t cannot be so achieved under the exast-
ing orgamzational machmery

An important part of the overall pro-
gram management process 1s the evaluation of
petformance and accomplishments Evalua-
tions during the first years of OEO operations
were too small 1n scope and too unrelated to
one another to provide satisfactory informa-
tion on the achievement of objectives, nation-
ally OEO has more recently responded to the
provisions of the 1967 amendments to the
act, which directed an expansion of evalua-
tion efforts

Community Action Program

The Community Action Program (CAP)
was mtended by the act to be the means of
bringing a unified effort to bear on the prob-
lems of the poor in urban and rural commu-
nities through projects designed to organize
community residents, to engage the poor in
the planning and 1mplementation of projects,
and to be an orgamized advocate for the poor
i effectuating changes which would expand
the availability of services to the poor

The program has achieved varying suc-
cess 1 1nvolving local residents and poor
people mn approximately 1,000 communities,
1t has been an effective advocate for the poor
n many communities and appears to have
gamned acceptance m most communities as a

mechamism for focusing attention and action
on the problems of the poor, and 1t has intro-
duced new, or expanded existing, services to
the poor CAP, however, has achieved these
ends in lesser measure than was reasonable to
expect 1 relation to the magnitude of the
funds expended Thus shortfall 1s attributable
principally to deficiencies in administiation
that should be evaluated in the hght of the
nature of the program and the fact that it has
been m operation for a relatively short time

Manpower programs

Unemployment and the lack of those
capabilities that enable individuals to obtain
employment are major causes of poverty To
attack these causes, OEQ currently invests
approximmately one half of its resources mn
manpower development, framng, and
employment programs, a significant portion
of this effort 1s focused on youth The pro-
grams have provided framing, work experi-
ence, and supportive services to the partici-
pants Apparent results—in terms of enhanced
capabilities, subsequent employment, and
greater earnings—are limited

The Concentrated Employment Program
(CEP), duning the short period 1t has been in

" exastence, has shown some promise of con-

tributing meaningfully to the coordmation of
existing manpower programs in specific target
areas There 1s evidence, however, that there 1s
an especial need for better coordination with
the federally funded State employment secu-
nity agencies and with the Job Opportunities
m the Busmess Sector (JOBS) program spon-
sored by the National Alhance of Business-
men

Through the institutionalized training of
the Job Corps program, corps members have
had opportunity to receive certam benefits,
many of which are not subject to precise
measurement, however, post—Job Corps
employment experience, which 1s measurable,
has been disappomnting In the hght of the
costly training provided by the Job Corps pro-



gram, we doubt that the resources now being
applied to this program can be fully justified
Our doubt 1s especially applicable to the con-
servation center component of the program

The in-school and summer components
of the Neighborhood Youth Corps (NYC)
program have provided enrolled youths with
some work experience, some additional
mcome, mmproved attitudes toward the com-
munity, and greater self-esteem If 1t 1s intend-
ed, however, that these components continue
to have as a principal objective the reduction
of the school dropout problem, greater flexi-
bility should be provided 1n the use of funds
for such things as the enlargement of existing
school curriculums, more intensive and pro-
fessional counseling, and tutoring for poten-
tial diopouts

We question the need for retaining the
NYC out-of-school component as a separate
entity The objective of this component seems
to be encompassed 1n other existing programs,
particularly the Manpower Development and
Trainmg Act (MDTA) program, with which
the out-of-school component could be
merged As presently operated the out-of-
school component has not succeeded m
providing work trammg m conformity with
clearly expressed legislative intent

The work experience and training pro-
gram, soon to be replaced by the work incen-
tive (WIN) program, has enabled persons on
the welfare rolls to obtain employment and
assume more economically gainful roles 1n
society On the other hand the program
experienced deficiencies 1 certain functions
of administration which detracted from the
accomphshment of the program’s mssion

Our limted review of locally imtiated
employment and job creation programs under
CAP revealed varying degrees of success

The available data showed that most of
the manpower programs experienced high,
early dropout rates which strongly mndicated
that many enrolices received little or no
actual help

Health programs

The Comprehensive Healthk Services Pro-
gram 1s a rather recent mnovation and, partly
because of delays in the program’s becoming
opetational, has reached only a portion of 1ts
mtended population Many of those that it
has been able to reach have been provided, for
the first time, with readily accessible medical
care on a comprehensive basis Uniform plans
and procedures are needed to evaluate OEO’s
and the Department of Health, Education,
and Welfare’s health projects during the devel-
opment phase and on a long-range basis More
appropriate and equitable standards need to
be established for determining ehgibility for
free and retmbursable services

The family planning programs are also of
recent origm, and only lhimted data as to
results was available

Education programs

Head Start (for pre-school-age children)
has been one of the most popular programs in
the economic opportunity portfolio Potential
long-range effects cannot yet be measured

Available evidence suggests, however,
that Head Start children at the locations
visited made modest gains mn social, motiva-
tional, and educational characteristics and
were generally better prepared for entry into
regular school than were thewr non-Head Start
counterparts The children also benefited
from medical and dental services, although
some did not benefit because of delays in pro-
viding these services, from well-balanced
meals, and from group-mnstruction activities
The program, however, has not succeeded 1n
getting sufficient involvement by parents of
Head Start ctuldren, which 1s a primary objec-
tive of the program

The Upward Bound program has pro-
vided participants with opportunities to over-
come handicaps 1n academic achievement and
mn motivation, to complete high school, and
to enter college National statistics show that
Upward Bound students have lower high
school dropout rates than 1s considered nor-



mal for the low-mcome population, have
higher college admission rates in comparison
with the national average for hgh school grad-
uates, and have college retention rates above
the national average for all college students
The extent to which inehgible youths are
accepted detracts from the effectiveness of
the program

Other education programs have exper-
enced some success by raising the enrollees’
proficiency in basic educational skills and by
culturally enriching their lives, howevel, the
management of such programs was mn need of
mmprovement

Other programs

The Legal Services program has 1m-
proved the phght of the poor by affording
them legal representation and educating them
as to their legal nights and responsibilities The
success of this program in assisting the poor
to form self-help groups, such as coopeiative
and business ventures, has been limited, and
few Legal Services projects have engaged in
efforts to bring about law reform

An overall evaluation of the performance
of the Volunteers in Service to America
(VISTA) program 1s a complex task, because
VISTA volunteers are involved 1n a variety of
functions alongside personnel of other pro-
grams

The Migrants and Seasonal Farmworkers
program in Arizona has been beneficial 1n
helping mgrant adults to obtain or qualify for
employment and in preparing preschool
mgrant children to enter elementary school
Program effectiveness could be increased by
more closely relating education and tramning
courses to the specific needs of program
participants and by hmiting participation to
the target population

The Economic Opportumty Loan Pro-
gram (transferted to the Small Busimness Ad-
ministration in 1966) would better achieve the
objective for which 1t was established if 1t
offered greater assistance to borrowers to aid
them 1n 1mproving therr managenal skills and
if 1t were carried on with greater administra-

tive efficiency The Economic Opportunity
Loan Program for low-income rural families
administered by the Department of Agricul-
ture made only a himited contnbution to
bettering the mcome of a majority of loan
recipients mncluded in our review Our evalua-
tion, which was based on borrowers’ opera-
tions for a 1-year period, did not peimut an
assessment of whether program objectives
would be achieved n succeeding years Inade-
quate counseling and supervision and lack of
defimtive ehgibiity criteria tended to limt
program effectiveness (For additional infor-
mation on our findings and recommendations
related to these two loan programs see 1tems

5 and 12)

EFFICIENCY OF ADMINISTRATION

The effectiveness of the total anti-
poverty effort 1s dependent, in considerable
measure, on the manner in which individual
programs and activities are admimstered It
was to be expected that establishment of a
new OEO (in 1964) having responsibility for
launching innovative (1e, unprecedented)
programs and for difficult or impossible coor-
dimation would create many admnistrative
problems in the early years of operations
Also, the emphasis placed in 1964 on getting
programs under way and obtammng results
quickly did not leave sufficient time to plan
and establish well-designed and tested admin-
istrative machinery Although progress has
been made in the past 4 years, the administra-
tive machinery 1s still 1n need of substantial
improvement

Program and project managers, 1n most
programs, have not been provided with ade-
quate guidance and momtoring by OEO and
other responsible Federal agencies There 1s
need for impioved policies and procedures to
strengthen (1) the process by which program
partictpants are selected, (2) the counseling of
program participants, (3) the supervision of
staff, (4) job development and placement, (5)
the ways i which former program partici-
pants are followed up on and provided with
further assistance, and (6) the recordkeeping
and reporting necessary to permit more effec-
tive evaluations of accomphshments and more



adequate accountability for expenditures
Some of these shortcomungs can be attributed
to msufficient and inexpernienced staff, partic-
ularly at the local level

The Commumity Action Program, for
which a substantial portion of OEO funds
are expended, requires greater effort to aid
the local CAAs build effective administrative
machinery, more adequate program planning
and evaluation, and better operational pro-
cedures and tramned personnel at the neigh-
borhood centers Also more support should
be given to mnovative efforts of the type
currently underway at OEO to evaluate
CAPs

The admunistrative support to the anti-
poverty programs will have to be substantially
augmented and improved to achieve satisfac-
tory effectiveness of antipoverty efforts with
the limited resources available

For substantially all programs, partic-
ularly the manpower programs, payroll proce-
dures need to be strengthened to afford ade-
quate control aganst irregularities, procure-
ment practices should be modified to hmt
purchases to what 1s demonstrably needed
and the lowest cost, and more effective proce-
dures are needed to ensure the utilization and
safeguarding of equipment and supplies and
therr timely disposttion when they become
excess to needs Closer attention should be
given to claims for non-Federal contributions
so that only valid items supported by ade-
quate documentation are allowed

Many of the adminstrative deficiencies
wdentified 1 our examination could have been
avorded or corrected sooner if requisite
auditing and monitormng by responsible local
and Federal agencies had been more timely
and comprehensive

PRINCIPAL RECOMMENDATIONS

We behieve that, to provide more effec-
tive means for achieving the objectives of the
Economic Opportunity Act, revisions are
needed in the programs and organization
through which the effort to elimimate poverty

has been outhined in the act Accordingly, we
offered the following recommendations

Community Action Program

1 CAAs and OEO should mstitute
efforts to

a  Improve the planning of local
projects

b  Generate greater cooperation
among local public and private
agencies

¢  Stimulate more active partict-
pation by the poor

d Develop means by which the
effectiveness of programs can
be evaluated and require per-
odic evaluations to be made

e  Strengthen the capability of
the neighborhood centers to
carry out themr functions of
identifying 1esidents 1n need
of assistance 1n the target areas
and of following up on refer-
rals made to other units or
agencies for rendering needed
services

2 OEO should consider mcludmg
mcome among the ehgibility re-
quirements for those component
programs, such as education and
manpower, which are directed to
mdmiduals or farmlies and which
mvolve a significant umit cost and
for which mncome 1s not now an eh-
gibility requirement

3 OEO should give greater emphasis
to research and pilot projects that
offer promuse of alleviation of pov-
erty m rural areas and should en-
courage CAAs 1n rural areas to
broaden the range of activities that
will contribute to economic devel-
opment



The Congress should consider
whether additional means are neces-
sary and desirable to assist residents
of rural areas that cannot build the
economic base necessary for self-
sufficiency, to meet their basic
needs

Manpower programs

5

The Secretary of Labor should take
further steps to ensure that

a  Full use 1s made of the exist-
ing facilities and capabilities of
the State employment security
agencies in connection with
CEP operations

b CEP operstions are coordi-
nated fully with the JOBS pro-
gram

The Congress should consider,
whether the Job Corps program
particularly at the conservation cen-
ters, 1s sufficiently achieving the
purposes for which 1t was created
to justify its retention at present
levels

The Congress should consider

a  Redefining and clarifying the
purposes and imtended objec-
tives of the NYC in-school and
summer work and traimng
programs authomzed for stu-
dents m section 123(a)(1) of
the Economuc Opportunity
Act of 1964, as amended

b  Establishing specific and realis-
tic goals for programs author-
1zed and relative priorities for
the attainment of such estab-
lished goals

The Congress should consider

10

merging the NYC out-of-school pro-
gram, currently authorized in sec-
tion 123(a)(2) for persons 16 and
over, with the MDTA program

The Secretary of Labor, to make
the WIN program effective, should
give close and contmuing attention
to the problem of enrollee absen-
teeism and ascertain the causes of
early terminations and absenteeism
and how these causes may be allevi-
ated or eliminated through addi-
tional services, modification of pro-
gram content, or other means

Health programs

10

11

The Director, OEQO, through his
cognizant program office, should
define the circumstances under
which health centers may finance
costs of hospitalization, establish
more appropriate and equitable cri-
terta to be used m determining the
ehigibility of applicants for medical
care, and, 1n accordance with grant
conditions, require centers to claim
reimbursement from third parties

Increased attention should be given
by both the Director of OEO and
the Secretary of Health, Education,
and Welfare to the coordination of
the agencies’ health efforts and the
development of umform standards
for evaluating health projects and
programs mcluding fammly-planming
programs, both during the develop-
ment phase and on a longrange
basis

Education programs

12 The Director, OEQO, should direct

and assist local Head Start officials
to make further efforts to mmvolve
more parents of Head Start chuldren



in the program m order to enhance
the opportunity for developing the
close relationship between parents
and their children that 1s so vital to
the children’s social and educa-
tional growth

13 The Director, OEO, should improve
procedures for the recrmitment and
selection of participants in the
Upward Bound progiam
14 The Director, OEO, should require,
as prerequusites to funding locally
mnitiated education programs
a  Determinations as to whether
the program will conflict with
existing programs duected to
the poor and whether it could
be financed with other than
OEO funds

b  The identification of available
resources and facilities which
could be used in the program
to reduce the expenditure of
Iimited OEO funds

¢ The identification of conple-
mentary education programs
through which further educa-
tional assistance could be
afforded to OEO program
graduates

Other programs
15 The Director, OEQO, should

a  More clearly define program
objectives and major goals to
the Legal Services project di-
rectors and mstruct them on
the methodology of engaging
m activities directed toward
economic development and
law reform

11

16

17

18

b  Make efforts to develop and

mmplement measures of the
extent to which Legal Services
projects are achieving national
program priorities and objec-
tives

To mmprove procedures leading to
the assignment of selected apph-
cants to the VISTA regional tram-
mg centers, the Director, OEO,
should give consideration to the
feasibihty of requiring that apph-
cants be interviewed and given
aptitude tests before they are con-
sidered ehgibihty for VISTA

fraining

The Director, OEQ, should require,
with respect to the Migrant and

Seasonal Farmworkers program,
that

a  Systematic employability
plans be prepared whereby
participants’ handicaps can be
1dentified at the time of enroll-
ment so that an appropnate
curriculum may be developed
to meet such needs

b  Participants’ progress m the
program be periodically re-
viewed

¢ Data on participants’ post-
program experience be main-
tained

The Admunistrator, Farmers Home
Administration, Department of
Agriculture, should

a Conduct a study pnmanly
aimed at

1  Establishing mummum
standards with respect to



the amount of supervi-
sory assistance that
should be given borow-
ers under the Economc
Opportunity Loan Pro-
gram in order to ensure
that they receive ade-
quate guidance

2  Determuming, consistent
with the foregoing stan-
dards, the quantity and
types of supervision
needed and the loan ac-
tivity level which can be
sustained within the
supervisory capabulities
available

b  Revise Farmers Home Admin-

istration structions as to
loan eligibility to requure
appropriate consideration of
net assets and the recording of
the circumstances considered
to justify the making of loans
to apphcants whose incomes
and/or assets exceed specified
amounts

Coordnation and organization

19 A new office should be established

20

21

in the Executive Office of the Presi-
dent to take over the planning,
coordimation, and evaluation func-
tions now vested by the act in the
Economic Opportunity Council and
OEO

OEO should be continued as an
independent operating agency out-
side the Executive Office of the
Prestdent, with responsibility for
administermg CAP and certain
other closely related programs

Funding and adminmstration of cer-
tain programs now funded by OEO

12

22

23

should be transferred to agencies
which admumster programs that
have closely related objectives

The proposed new office in the
Executive Office of the President
should have responsibility for
ensuring coordmation of activities
of local Cities Demonstration Agen-
cies and CAAs If this new office 1s
not established, consideration
should be given to placing this
responsibility under the Secretary
of Housmg and Urban Develop-
ment

The Congress should direct that a
report be submitted on longer
term actions required to coord:-
nate and to maximize the use of
community action and citizen par-
ticipation efforts in federally
assisted antipoverty programs

The evaluation function

24

General

25

The recommended new office in
the Executive Office of the Presi-
dent should further develop the
evaluation function with respect to
antipoverty programs

The responsible Federal agencies
should give particular attention to
providing for more frequent and
comprehensive audits of all anti-
poverty programs

(B-130515, March 18, 1969)

5 DIRECTION AND CONTROL

OVER RURAL LOAN PROGRAM OPER-
ATIONS—Our review of the economic oppor-
tunity (EQ) loan program, which 1s adminis-
tered by the Farmers Home Administration



(FHA), Department of Agriculture, and 1s
designed to assist low-income rural families n
raising and mamtammg therr income and Iiv-
g standards, showed that, although the pro-
gram had helped a number of individuals to
raise their mncome significantly, the majority
of borrowers had made less or shghtly more
mcome from their loan-financed enterprises
duning a l-year period than was needed to
meet payments on loan principal

We stated our belief that, when viewed
from the standpoint of permanently bettering
the mcome of loan recipients, the program’s
contribution, with respect to the majority of
loan recipients, had been very limited Our
conclusions, however, were based on an evalu-
ation of the borrowers’ operations for a
1-year period, although the loans had repay-
ment periods averaging 10 years Therefore
our evaluation did not permut a positive
assessment of whether in succeeding years the
loans will achieve their ultimate objectives

We stated our belief also that

—the lack of adequate counseling and
supervision by FHA had had a bearing
on the indicated hmited progress of the
borrowers,

—the lack of precise loan ehigibiity cri-
teria had resulted in loans’ being made
to indwviduals whose reported financial
condition and background indicated
that they were not in the proverty cate-
gory,and

—~FHA needed to strengthen its planning
and management information system in
order to enable 1t to adequately assess
the results of the program and to plan
Its future direction

In addition, FHA was unable to reliably
determine the administrative costs of carrying
out the EO loan program As a result, the
total administrative costs mnvolved 1n carrying
out the program, substantial amounts of
which came from funds made available for

~
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FHA’s regular program, had not been fully
disclosed to the Congress

In view of the foregoing findings, we
basically recommended

—That FHA (a) establish minimum stand-
ards with respect to the amount of
supervisory assistance that should be
given EQ borrowers to ensure that they
receive adequate guidance, (b} deter-
mine, consistent with the foregoing, the
amount of supervisory effort needed to
maintain the loan level activity within
the supervisory capabilities available,
and (c) establish procedures and con-
trols to ensure that supervision Is fur-
nished to borrowers at the desired level,

—That FHA revise its instruction so that
an applicant’s net assets are appropri-
ately considered and, in those cases in
which an applicant’s net income or net
assets exceed those specified, that
proper justification be shown in the
records for making an EQ loan under
such circumstances, and

—That FHA strengthen its management
system for the EO loan program by pro-
viding data which can be used by its
managers to (a) define more precisely
the number of rural families whose
incomes are deficient and who represent
potential borrowers, (b) identify the
problems that exist In reaching and
aiding certain groups, such as the aged
and nonfarm families, (¢} determine
more effectively the amount of loan
funds that will be needed in the future,
and (d) formulate the framework by
which loan performance can be readily
and effectively evaluated

Although not agreeing with many of our
findmgs and recommendations, FHA advised
us 1 March 1969 that it recognized the need
for

—1mproving borrower counseling and
supervision,



—documenting Justification for making
loans to individuals whose income or
asset posttion appeared to make him
ineligible, and

—improving rts system of program evalua-
tion by refining performance data and
increasing FHA's analytical capabilities
in developing trends and problems in
low-income rural areas

(B-130515, August 21, 1969)

6 ACCOUNTING AND INTER-
NAL CONTROL-In January 1969, we re-
ported to the Charrman of the Senate Com-
mittee on Approprations, at his request, on
our review of Government funds utihized
under the first two of three Department of
Labor contracts with Youth Pride, Inc , Wash-
mgton, D C Our review revealed numerous
weaknesses 1n PRIDE’s system of accounting
and 1nternal controls Also, enrollees inter-
viewed by us made numerous allegations of
improprieties and 1wregularities involving
principally expenditures of payroll (Informa-
tion 1ndicating that Federal criminal laws
might have been wiolated was referred by us
to the Department of Justice ) Accordingly,
we could not conclude that all funds ad-
vanced to PRIDE by the Department of
Labor had been properly expended and ac-
counted for and 1t was not feasible to
determine, with any degree of accuracy, the
full extent to which funds may have been
misused The weaknesses in the system of
accounting and mternal controls were sub-
stantially corrected during our review, but we
pomted out that no system could be expected
to provide complete protection agamst all
types of fiscal irregularities

We concluded that the Department
should have satisfied itself, in conjunction
with awarding contracts to PRIDE, that
PRIDE’s accounting procedures and internal

14

controls provided reasonable safeguards over
Federal funds Also, we concluded that, 1f the
Department had required PRIDE to adhere to
conventional and accepted standards of ac-
counting and mternal control, many of the
unresolved questions and doubts concerning
the use of funds under the first two contracts
could have been avoided

We recommended that the Department
monitor PRIDE’s accounting and 1internal
control procedures and perform periodic tests
of transactions and procedures to ensure satis-
factory performance by PRIDE (B-164537,
January 16, 1969)

7 COMPLIANCE WITH CON-
TRACTUAL REQUIREMENTS-In January
1969, we reported to the Chairman of the
Senate Committee on Appropmations, at his
request, on our review of Governmenti funds
utihized under the first two of three Depart-
ment of Labor contracts with Youth Prde,
Inc , Washington, D C We noted that PRIDE
had not comphed with certain requirements
of 1ts contracts with the Department and with
certaim Government regulations relative to
keeping records, submitting reports, handling
project funds, obtaining departmental approv-
al for certain transactions, determining ehgi-
bility of enrollees, and adhering to limitations
on travel allowances We were informed that
some requirements had been waived orally by
the Department

We recommended that (a) the Depart-
ment monitor PRIDE’s operations on a con-
tinuous basis to ensure that PRIDE 1s comply-
ing with apphicable contract requirements and
(b) the Department reduce all waivers of
contract requirements to writing (B-164537,
January 16, 1969)

8 CONTRACTS FOR FINANC-
ING ON-THE-JOB TRAINING-In a report
submitted to the Congress in November 1968,



we pointed out that certain contracts awarded
by the Department of Labor to private firms,
principally in the Los Angeles County area of
California, to conduct on-thesjob (OJT) tramn-
mmg for disadvantaged and hard-core unem-
ployed had served primanly to reimburse the
employers for OJT which they would have
conducted even without the Government’s
financial assistance These contracts were
awarded even though the mtent of the con-
tracts was to mduce new or additional train-
ing efforts beyond those usually carried out

We found that the Department of Labor
had not developed adequate gwidelines and
procedures for its field personnel in imple-
menting the “maintenance-of-effort” clause
which 1s mcluded in every OJT contract to
ensure that the contractor’s previous traimmng
efforts are mamtained at no cost to the Gov-
ernment Prior to awarding the contracts, the
Department of Labor did not ascertain either
the number of employees normally tramned by
the employers or their traming costs

Our review showed that the Department
had not established standards and guidehnes
prescribing the length of traming 1n the vari-
ous occupations that the Government would
support under OJT contracts We found that,
as a result, the Department had awarded OJT
contracts in which the weeks of training sup-
ported by the Government varied, even
though the training provided by each of the
employers was for essentially the same skills
or occupations

In addition, we found a need for better
coordmation of the OJT program in the Los
Angeles County area because contracts were
bemng promoted, developed, and administered
independently by different orgamzations on
behalf of the Department of Labor Conse-
quently, there sometimes were differences in
costs for each employee and 1n weeks of train-
g provided for the same occupation

Although the Department carmed out
most OJT projects through cost-reimburse-
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ment contracts, we believe that these projects
could have been operated more efficiently
and economucally if fixed-price contracts had
been used in situations where the Department
had obtained cost experience and was negoti-
ating a follow-on or similar-type contract

We recommended that the Secretary of
Labor prescribe appropriate procedures for
use by the contracting officials in deternining
levels of prior tramning effort and in estab-
lishing the costs to be reimbursed under OJT
contracts

In addition, we suggested that the De-
partment take steps to establish reasonably
uniform standards and guidelines governing
the length of training the Government should
support for particular occupations under OJT
contracts Moreover, we suggested that the
Secretary of Labor estabhish appropriate pro-
cedures to properly coordinate the develop-
ment and admimstration of OJT contracts
and develop a policy to requare the use of
fixed-price contracts where appropnate

The Secretary of Labor agreed with most
of our findings and pointed out corrective
actions planned or taken The Secretary
questioned, however, whether the Depart-
ment should engage 1n a costly administrative
process to determine compliance with the
mamtenance-of-effort clauses of the contracts
in the absence of a statutory requirement
therefor

In our opinion, the Department’s policy
of including maintenance-of-effort clauses in
all OJT contracts was formulated as an inter-
pretation of legislative intent, and we therefore
questioned whether any substantive change of
policy regarding the mantenance-of-effort
concept was proper without first obtaimng
congressional approval We therefore urged
that the Secretary of Labor take corrective
action in accordance with our recommenda-
tion on this 1ssue (B-146879, November 26,
1968)



9 YOUTH WORK-TRAINING
PROJECTS (DETROIT)-In a report sub-
mutted to the Congress in December 1968, we
pointed out the need for the Department of
Labor to increase the effectiveness of the
Neighborhood Youth Corps (NYC) program
which was bemg operated by several program
sponsors in Detroit, Michigan

The Economic Opportunity Act of 1964
authornized the establishment of the NYC pro-
gram for the purpose of providing funds and
technical assistance to organizations willing to
operate work-traimning projects for students
and unemployed young men and women from
low-income families NYC activities in Detroit
began i February 1965, and Federal funds
authonzed through June 1968 totaled about
$16 million

We found a need for more careful screen-
mg of youths applying for the out-of-school
component of the NYC program, to ensure
that the youths whom the program 1s in-
tended to benefit were enrolled A substantial
number of the enrollees m the out-of-school
component in Detroit did not meet the De-
partment’s criteria for enrollment or could not
be 1dentified by us as having met the critena,
because the sponsors had not recorded suffi-
cient information in the enrollees’ records to
support positive determinations of eligibihity

Also there was a need for reasonable
follow-up procedures, to identify those
youths who needed further advice and assist-
ance and to serve as a basis for program evalu-
ation and redirection, for improved super-
visory controls of the timekeeping records for
NYC enrollees 1 the n-school component
sponsored by the Detroit Board of Education,
and for more effective momtoring of spon-
sors’ operations 1n Detroit by the Bureau of
Work-Training Programs, Department of
Labor

In addition, we found that the Detroit
Board of Education had not contributed i1ts
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requured share for costs of an NYC project in
the summer of 1965 This was caused by the
Department of Labor’s policy which per-
mitted NYC sponsors to include, in the pay-
ment for therr share of the project expends-
tures, other Federal funds which they
received while admunistering programs for
other Federal agencies We stated that, gen-
erally, where a Federal grant requires non-
Federal matching funds to be provided,
Federal or required non-Federal matching
funds under another Federal grant may not be
considered as meeting the grantee’s matching
requirements

We recommended various actions to be
taken to screen NYC youths adequately,
strengthen follow-up and payroll procedures,
and intensify the Department’s monitoring
activiies We also suggested that the Secretary
of Labor should take the necessary steps to
ensure, with respect to future NYC agree-
ments, that sponsors will not claim, as part of
theirr required 10-percent share, funds which
had been advanced to them under other Fed-
eral grant programs

The Secretary of Labor advised us that
the Department and the sponsors had miti-
ated corrective actions and that every effort
was bemg made to adjust to the requirement
that a sponso1’s share of the program costs
not be denived from other Federal funds or
funds obtained from non-Federal sources
previously used to match Federal funds under
other programs (B-162001, December 26,
1968)

10 YOUTH WORK-TRAINING
PROJECTS (LOS ANGELES COUNTY)}-In
January 1969 we reported to the Congress on
the need for substantial improvements by the
Department of Labor and the sponsor in sev-
eral aspects of the administration of the
Neighborhood Youth Corps (NYC) program
operated i Los Angeles County, Califorma



NYC activities 1n Los Angeles County began
in February 1965, and Federal funds author-
1zed through June 1968 totaled about $34 4
mllion

We concluded that the NYC program 1n
Los Angeles mught not always have reached
those youths in need of the program as de-
fined by the Bureau of Work-Tramning Pro-
grams We found that a substantial number of
youths enrolled mn the NYC program m Los
Angeles County did not meet the eligibility
criteria established by the Department, or we
could not readily venfy their ehgibility be-
cause the files did not show that the sponsor
had ehlicited from the enrollees sufficient
mmformation upon which to make sound de-
terminations of eligibility

We found also that there was a need for
the sponsor to evaluate the effectiveness of
the omentation programs bemg given by its
subsponsors to new NYC enrollees, to improve
the quality of work supervision and increase
counseling services given to enrollees, to n-
crease enrollment of NYC enrollees 1n sup-
plemental education programs and improve
class attendance by those youths enrolled 1
such programs, and to provide increased
emphasis on job-development and follow-up
services for enrollees whose participation in
the NYC program had terminated

In addition, we noted the need for im-
provement by the sponsor m controls over
wages and salanes paid to enrollees and the
admnistrative staff, for documentation of the
non-Federal contributions to the NYC pro-
gram, for timehness mn auditing the activities
of its subsponsors, and for communication
between NYC administrators

We recommended, in general, that the
Department of Labor momtor the imple-
mentation of corrective actions planned by
the sponsor and 1its subsponsors to improve
eligibility determimations and ensure that such
mmpiovements are accomplished on a tumely
basis
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On January 16, 1969, we were advised
by the Department of Labor of the corrective
actions taken or to be taken by the Depart-
ment, the sponsor, and the Cahforma State
Employment Service on our findings and
recommendations (B-165214, January 7,
1969)

11 YOUTH WORK-TRAINING
PROJECTS (PHILADELPHIA AND PITTS-
BURGH)-In a report to the Secretary of
Labor m Aprl 1969, we pomted out a num-
ber of deficiencies in the admimstration of
the Neighborhood Youth Corps (NYC) pro-
gram 1n Philadelphia and Pittsburgh that
warranted attention by the Departmént of
Labor NYC activities began m Philadelphia
duning March 1965 and in Pittsburgh during
June 1965, and Federal funds authorized
through June 30, 1968, totaled about $26 5
mllion

We concluded that, for 40 percent of
1,123 youths enrolled in the NYC program in
Philadelphia and Pittsburgh, ehgibility criteria
established by the Department had not been
met or ehgibility of the youths could not be
readily ascertained because records supporting
the sponsors’ eligibiity determinations were
not complete

We found a need for the sponsoring
organizations to take appropnate action to
increase enrollment and improve attendance
of NYC youths mn supplementary education
programs, to adequately support in-kind con-
tributions claimed as the sponsors’ share of
project costs, to improve the controls over
payroll operations, and to consider use of
avallable Government sources of supply 1n
acquiring office equipment and supplies

In addition, we believed that there was a
need for more effective monitoring of sponsor
operations by the Department to improve
program effectiveness and to ensure compl-
ance with work-training contracts



We recommended that the Department
obtain the needed improvements mn screening
procedures of the sponsors in Philadelphia
and Pittsburgh and that the Department
intensify 1ts momtoring of these procedures in
these cities We recommended also that the
Department assist and encourage the sponsors
to mmprove other aspects of the admmstra-
tion of the NYC program

On June 19, 1969, the Assistant Secre-
tary of Labor for Admmistration advised us
that the sponsors were currently reviewing
and carefully monitoring all enrollee records
for ehgibility, utihzing gwidance mformation
(school attendance and grades) and income
cniteria published by the Office of Economic
Opportunity and by the Department of
Labor He stated also that additional man-
power resources which the Department of
Labor had authormzed i these areas would
allow for more frequent and detailed monitor-
mg of sponsors’ total operations and for pro-
viding technical assistance to the sponsors

The Assistant Secretary also adwvised us
that the Department of Labor agreed with our
other findings and recommendations and out-
Imed the corrective actions being taken by the
Department and the sponsors (B-165666,
Apnl 8, 1969)

12 ADMINISTRATION OF ECO-
NOMIC OPPORTUNITY LOAN PRO-
GRAM-In an Aprnl 1969 report to the Con-
gress, we expressed the opmion that the
effictency of the admimistration of the Eco-
nomic Opportunity Loan (EQL) Program by
the Small Busmess Administration (SBA) could
be substantially improved We also stated
that, in some cases, the effectiveness with
which the program achieved the objectives of
the Economic Opportunity Act could be in-
creased

In our evaluation of the administration
of the program we relied, to the extent we
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considered feasible, on the results of the re-
view made by SBA’s Audits Division Our
survey also included a review of three 1eports
on studies of the EOL Program which were
issued i February 1966 and in June and
December 1967 by two consulting firms

Our survey showed that

—SBA had made only limited analyses of
program information for evaluating the
effectiveness of the program

~The lack of specific guidelines for ap-
plying the various loan eligibility cri-
teria appears 1o have resulted in ques-
tionable interpretations of the criteria
in some cases, however, we concluded
that inadequate consideration of exist-
ing guidelines by SBA officials was the
basic cause for questionable interpreta-
tions

—The stated objective of the Economic
Opportunity Act with respect to im-
proving managerial skills employed in
small business concerns had not been
fulfilled

—SBA needed to improve its evaluation
of the applicants’ ability to repay loans

The internal auditors in their review also
noted a need for improvement of various pro-
cedures 1n the review, approval, and adminis-
tration of loans We stated that the conective
action taken by SBA concernming the need to
mmprove certain procedures brought to man-
agement’s attention by the internal auditors
should, if properly implemented, improve the
administration of the EOL Program

We recommended that, in order that the
Congress and SBA may be 1 a position to
better evaluate the effectiveness of the pro-
gram for meeting the objectives of the act,
SBA, throughout the term-ofithe loan, obtain
imformation regarding the number of persons
employed by the borrower, that SBA make
further efforts to provide more specific in-
structions and gwdance to SBA employees



for use 1n therr review and approval of EOLs,
and that SBA intensify its efforts to obtam
adequate fmancial data from the loan
apphcant and that loan specialists intensify
their analysis of the data

In commenting on our findings n No-
vember 1968, the Administrator of SBA
expressed general agreement with the matters
pointed out but did not favor our proposals for
specific corrective action He stated that, in
the opmion of SBA, actions already taken
would eliminate the weaknesses outlined n
the report (B-130515, April 23, 1969)

13 CONSOLIDATION AND
COORDINATION OF PRESCHOOL PRO-
GRAMS AMONG FEDERAL AGENCIES-In
a report submitted to the Congress in Feb-
ruary 1969, we compared the preschool pro-
grams operated 1n Los Angeles County,
California, during the 1966-67 school year by
the Office of Economic Opportunity (OEQO)
and by the Office of Education and the Social
and Rehabilitation Service, of the Department
of Health, Education, and Welfare (HEW) We
reported that differences existed in the types
and degrees of services provided to the en-
rollees m the areas of education, health, nutri-
tion, and social services in three federally
supported preschool programs In the area of
program admunistration, we reported that
differences existed 1n such areas as (a) age and
mcome enrollment criteria, (b) staff qualifi-
cation requirements and salanies paid, (c) staff
workload and responsibility, (d) program
duration, and (e) program evaluation

On the basis of our review, we believe
that, to realize maximum benefits from the
preschool programs and to avoid inconsisten-
cies and possible mequrties among disadvan-
taged children being served, there 1s a need for
coordinated dwrection of the programs among
the Federal agencies and a need for considera-
tion of the deswrability of prescribing com-
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parable crntenia for enrollment, comparable
guidelines for services, and a standard term of
enrollment among the preschool programs
Further, we believe that there 1s a need for
evaluation of the comparative degrees of
success that have been attaned in the various
programs, since, i our opinion, such an evalu-
ation would form a constructive base for
future programs

The need for more effective coordina-
tion of Federal programs was recogmzed in
section 631 of the Economic Opportumty
Act of 1964, as amended December 23, 1967
This section provided for reestablishing the
Economic Opportunity Council, in part, to
assist the President of the United States i
providing for the coordmation of Federal pro-
grams and activities related to the act and in
resolving differences arsing among Federal
departments and agencies with respect to such
programs and activities

The responsibilities of the Economic
Opportunity Council, the Director of OEQO,
and participating Federal departments and
agencies 1n combining, coordmating, and con-
solidating programs are further defined 1n sec-
tions 632, 633, and 634 of the act

In view of the inconsistencies and pos-
sible inequities m serving disadvantaged chal-
dren and the need to achieve a more
coordmated effort mn administering the pre-
school programs, we proposed that the Eco-
nomic Opportunity Council determine
whether the varous preschool programs
administered by OEO and by the Social and
Rehabilitation Service and the Office of Edu-
cation, HEW, should be consolidated under a
single Federal agency

Pending such a determination we pro-
posed that the Secretary, HEW, together with
the Director, OEO, and the Economic Oppor-
tunity Council—as authonzed by part B of
title VI of the Economic Opportunity Act—
take such actions as might be required to
strengthen the coordination among the vari-



ous preschool programs and to consider the
need for comparable criteria to be applicable
to the programs in the imterest of providing
more equal service to participating, disad-
vantaged children

We were informed by OEO that as of
November 30, 1968, the President had not
yet appomnted members to the Economic
Opportunity Council reestablished by the
Economic Opportumty Amendments of
1967, however, both HEW and OEQ advised
us of actions taken by them that were respon-
sive to our proposals

The Acting Director of OEO mformed us
that, pursuant to a directive from the White
House dated Apnl 10, 1968, the Secretary of
HEW had established a Federal Panel on Early
Childhood The OEO letter advised us that
the Panel, which was composed of representa-
tives of Federal agencies administering related
programs on early childhood, had been asked
to develop, among other things, plans for the
most effective use of operating, research,
traming, and techmical assistance funds avail-
able to the departments and agencies m ways
which would support the objectives of all

Also, the directive provided that the plan
be developed so as to ensure that program
coordination, both mm Washington and 1n the
field, would be continuous and that services
would be available wherever needed under
common standards and prionties and n ways
that would actively mvolve State, local, and
private agencies

The Secretary of HEW, in his letter of
October 4, 1968, stated that the Panel was
currently engaged in a senies of studies and
working on a program called the Community
Coordimated Child Care Program, which were
addressed directly to the kind of matters dis-
cussed 1n this report

In addition to the above, the Congress,
under section 309 of the Vocational Educa-
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tion Amendments of 1968, directed the Presi-
dent to make a special study of where the
responsibiity for admimistering the Head
Start program should rest and to submut the
findings of this study to the Congress not
later than March 1, 1969 On February 19,
1969, the President submutted the special
study to the Congress and also directed that
preparation be made for the delegation of
Head Start to HEW In accordance with the
President’s dmrective, responsibility for the
Head Start program was delegated to HEW
effective July 1, 1969 (B-157356, February
14, 1969)

14 TRANSFER OF HEAD START
ENROLLEE RECORDS~We reported to the
Congress 1 February 1969 that the Office of
Economic Opportunity (OEQ) policy which
requires that records of children enrolled m
the Head Start program be transferred to the
elementary schools subsequently attended by
the children was not bemg fully followed in
the program administered by the Economic
and Youth Opportumity Agency of Greater
Los Angeles (EYOA) Transfer of these
records, which contained important data on
the children’s Head Start performance and the
extent of health services provided, 1s neces-
sary to ensure that the children are not de-
prived of certain benefits of the program

Durmng our wvisits to certain delegate
agencies, we noted that the records of chil-
dren enrolled i the Head Start program had
not been transferred because their parents had
not submitted to the elementary schools the
postcard form which was furnished to the
parents by the delegate agencies for use by
the schools 1n requesting the records After
we discussed this matter with EYOA officials,
EYOA adopted a revised procedure which
provided fo1 the delegate agencies to hand-
carry the Head Start enrollees’ records to the
appropnate schools



By letter dated July 12, 1968, the Act-
ing Director, OEO, mformed us that exact
procedures for the transfer of records could
be worked out only at the local level and that
the 1966 guidelines directed that provision be
made for the transfer of the health records of
Head Start enrollees

Subsequently, OEO officials acknowl-
edged to us that, apparently because of an
oversight, the OEO Head Start guidelnes
1ssued mn September 1967 did not contain a
requirement for the transfer of enrollee
records to the elementary schools attended by
the former Head Start enrollees We therefore
recommended that the Director of OEO revise
the Head Start gmidelines to require the trans-
fer of enrollee records to the elementary
schools attended by former Head Start en-
rollees (B-157356, February 14, 1969)

15 INCREASED ENROLLMENT
IN THE HEAD START PROGRAM-We
reported to the Congress mm February 1969
that we believe that the enrollment of chil-
dren 1n the Head Start classes m Los Angeles
County could be increased if the Office of
Economic Opportunity (OEQO) class enroll-
ment criteria were revised to give recognifion
to the average daily attendance of enrollees
The Head Start class size recommended by
OEO was 15 children with a maximum and
minmmum enrollment of 20 and 12 children,
respectively We found that the enrollments mn
Head Start classes were limited by the Eco-
nomic and Youth Opportunities Agency of
Greater Los Angeles (EYOA) to 15 children
and that additional children could have been
enrolled since the average daily attendance for
the classes of selected delegate agencies was
about 12 children

After we brought this matter to EYOA’s
attention, EYOA advised 1ts delegate agencies
1 March 1967 to increase the enrollment 1n
their classes As a result of the increased en-
rollment, a total of 523 additional children
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were being served by Aprd 30, 1967 We
estimated that these children had been accom-
modated during the remamning 4 months of
the program year at an additional cost of
about $39,000, or about $355,000 less than
we estimated would have been requured to
establish new classes to serve a like number
of children

We proposed that the Director of OEO,
to increase the number of children participat-
ing in the Head Start programs and to obtain
the maximum benefits from the resources
provided by OEO, revise the nstructions per-
tamning to class enrollment to provide that
grantees, in setting class levels, give recogni-
tion to the average daily attendance

By letter dated July 12, 1968, the Act-
mg Drrector of OEO mformed us that OEO
believed that grantees should be encouraged
only as a last resort to enroll additional chil-
dren where absenteeilsm becomes an acute
problem He mnformed us also that OEO
stressed that Head Start teachers and social
woikers should not consider absent children
expendable or replaceable but rather should
give them the intensive attention needed to
overcome the dropout problem

The mtent of our proposal was, n part,
to permut a greater number of children to
attain the benefits of the Head Start program
Although we agree with the concept advanced
by OEO, we believe that, as a practical mat-
ter, actions cannot be taken that would re-
duce absenteeilsm to a pomnt where OEQO’s
recommended student-to-teacher ratio would
be met

We therefore recommended that the
Director of OEQO revise Head Start OEO
guidelines to require Head Start grantees to
enroll a sufficient number of children to
ensure that the average class attendance 1s 1n
hine with OEO’s desired staffing patterns, giv-
ing due consideration to prior enrollment and
attendance statistics and to the need to iden-
tify, and take appropnate action or cor-



rect, the causes of absenteeism (B-157356,
February 14, 1969)

16 INCOME ELIGIBILITY STAND-
ARDS-In a report submitted to the Acting
Director of the Office of Economic Oppor-
tunity (OEO) 1 September 1968 on our review
of the Legal Services program operating in the
cities of Philadelphia and Pittsburgh, Pennsyl-
vania, we reported that, under the OEO legal
services program guidelines, the delegate agen-
cies were permitted to adopt eligibility stand-
ards that contamed higher income Iimitations
than those used in other OEO programs We
also reported that the attorneys participating
1n the Pittsburgh program were not following
the ehigibility standard adopted for their pro-
gram but were following standards that the
attorneysmdividually determined to be appro-
priate

The director, Legal Services program, in-
formed us that vanations from OEO’s general
income critenia were justified because (a) re-
gional differences existed in the cost of living,
(b) the uniform poverty standard would be
mappropnate because of the hgh cost of legal
services, and (c) 1t was desirable to have the
same mcome standard as that of the local
legal aid society

We questioned whether these reasons jus-
tified the use of differing income ehgibility
standards in the legal services program We
believe that regional differences in the cost of
Iiving and 1n the cost of the services offered
would exist with respect to other programs
funded by OEO Aside from this question, we
believe imnequalities can result when attorneys
in a particular program are permutted to indi-
vidually establish criteria

We recommended that OEQO review the
propriety of its policy of permitting the estab-
lishment of mncome ehgibility standards 1n the
legal services program which may vary from
OEQ’s generally applicable guidelines We also
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recommended that attorneys of the Pitts-
burgh program be required to apply income
ehgibility standards on a uniform basis to all
persons assisted (Report to the Acting
Director, Office of Economic Opportunty,
September 5, 1968)

177 ADMINISTRATION AND
OPERATION OF THE HEAD START PRO-
GRAM-In February 1969 we reported to the
Congress that our review of the Office of
Economic Opportumity (OEO) Head Start
services provided by delegate agencies of the
Economic and Youth Opportunmities Agency
of Greater Los Angeles (EYOA) showed that

—Services were not being made available
on a basis that would permit all disad-
vantaged children throughout the
county to have an equal opportunity to
participate in the program

~Children were not enrolled 1n classes in
sites nearest to their homes, which re-
sulted in not keeping to a mintmum the
bussing of children and the traveling by
agency personnel to children’s homes
and by children's parents to classes

—Some class sites of delegate agencies
were widely dispersed As a result,
supervision could not be provided on
the most efficient and economical basis

We reported also that the delegate agencies

—~Had employed certain persons who did
not meet OEQ’s prescribed quahfica-
tions for the positions without docu-
menting the agencies’ Justification for
deviating from the requirements

—Had leased certain classroom space at
rates that exceeded those specified 1n
OEO guidelines and approved budgets
and had accepted certain classroom
space as a non-Federal share of program
costs although such action was
specifically prohibited by OEO
guidelines



"—Were not fully documenting
expenditures of Federal funds

—Were not determining the eligibility of
children from military families for
enrollment 1n the program In
accordance with OEQ's criteria

We proposed that, to reduce mstances on
noncomphance with OEO-prescribed critena,
mstructions, and procedures, the Darector,
OEO, reevaluate the allocation of QEQ’s
program resources sO as to ensure that
sufficient emphasis 1s bemg given by OEO
regional office personnel to mamtamn a close
workmg relationship at the local level We
proposed also that the Director, OEO,
reemphasize to the Western Regional Director
the need for timely and effective guidance,
supervision, and review of the planning and
operations of EYOA’s Head Start program

The Acting Director of OEO informed us
that OEO had been acutely aware of the need
to develop effective momtoring systems, to
provide useful guimdelines to Head Start
programs, and to ensure that needed program
information flowed smoothly from OEO
through the grantee to the delegate agencies
He informed us also that OEO had been
working to build up the staff of the regional
offices to a level sufficient to provide the
needed guidance, supervision, and review
(B-157356, February 14, 1969)

18 ENTERTAINMENT COSTS-—We
reported to the Director of Job Corps mn
October 1968 that, during our review of acti-
vities of the Albuquerque Job Corps Center
for Women, Albuquerque, New Mexico, we
noted that certain costs of questionable allow-
abihity had been inculuded in vouchers sub-
mitied to the Office of Economic Oppor-
tunity (OEQ), by the contractor, Packard Bell
Electronics Corporation, for reumbursement
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under contract OEO-2480 Included 1n these
costs were several instances where expense
reports submutted by Center personnel for
reimbursement by Packard Bell included the
costs of food and/or entertainment furmshed
to OEO employees

Although 1t 1s recogmized that OEO’
Standards of Conduct for Employees provide
that employees may accept 1ood and refresh-
ment of nominal value 1in the ordmary course
of a luncheon or dmner meeting or other
meetings when the employee’s attendance at
the meeting 1s mn the mterest of OEO, we
reported that the frequency with which cer-
tam OEO employees had accepted food
and/or entertainment provided by contractor
officials warranted the attention and review
of OEO

As a result of our report, Job Corps
changed 1ts policy to state “***that all con-
ference meals and/or entertammment 1n which
Job Corps employees and contractor per-
sonnel participate, will be on a ‘dutch treat’
basis, without exception™ (Report to
Duiector of Job Corps, Office of Economic
Opportunity, October 2, 1968)

19 JOB CORPS GRADUATION
REQUIREMENTS-In a report to the Direc-
tor of Job Corps, Office of Economic Oppor-
tumty, 1n September 1968 on our review of
the operations of the Omaha Job Corps
Center for Women and the Excelstor Springs
Job Corps for Women we reported that the
respective centers differed in their require-
ments for graduation and that the opinions of
various staff members appeaied to be the con-
trolling factor in determiming whether a corps-
woman had qualified for graduation

The Excelsior Springs Center’s require-
ments for graduation m a vocation consisted
of completion of courses such as Home and
Family and World of Work, completion of the



basic educational courses required to bring
the achievement level of the corpswoman up
to the grade equivalent level designated for
the vocation selected, and completion of the
vocational educational courses and on-the-job
traming (OJT) designated for the vocation
selected

Our review of the Excelsior Springs
Center records for selected corpswomen who
graduated durning the period of our review or
had supposedly completed their tramnng
except for OJT revealed little information as
to when and the manner in which they had
obtamned the achievement level required for
graduation Although the records reviewed
generally indicated the various courses taken
by the corpswomen, there was little docu-
mentation 1n the files to show when and how
the corpswomen had attamed the specific
skills required for that vocation According to
center officials, the teachers determined
whether the corpswomen had progressed to
the level required for graduation

At the Omaha Center officials advised us
that there weie two basis prerequisites for
graduation The first prerequusite consisted of
a collective evaluation by teachers and staff
members that the corpswoman was employ-
able The other prerequusite was the satis-
factory completion of the first three steps of
a personal development program which con-
sisted of five “Life Skills” steps Center offi-
cials stated that although the enrollees were
encouraged to complete all five steps, only
the first three steps were required to be com-
pleted prior to graduation Our review of
Center records for 37 enrollees who were
graduated in April 1967 showed that only 24
of the 37 had completed the three required
steps

We reported that there was a need to
develop and apply umform standards for
determining when a corpswoman was quali-
fied for graduation to ensure that graduates
had achieved acceptable standards of conduct
Or progress
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In December 1968, OEO reported that
all women’s centers had established gradua-
tion criteria covering vocational, academic,
and social achievement (Report to Director
of Job Corps, Office of Economuic Oppor-
tumty, September 19, 1968)

20 ADMINISTRATION OF HEAD
START GRANTS-In May 1969 we reported
to the Acting Director, Office of Economic
Opportunity (OEQ), that OEO needed to (a)
immprove controls over grantees’ financial re-
porting to ensure prompt disposition of
unobhgated funds remaining with grantees at
the end of the grant period and (b) strengthen
accounting controls over funds returned to
OEOQ by grantees

We evaluated OEO’s policies and proce-
dures for controlling grant funds and made an
examination of fiscal and other records for
selected Head Start program grants at OEO
Headquaters 1n Washington, D C, and the
OEO regional offices in San Francisco, Cali-
fornia, New York, New York, and Austin,
Texas

We found that, because OEO had not
effectively administered the financial report-
1ng requirements of the grant programs, 1t had
no accurate knowledge of the status of Fed-
eral funds in the hands of grantees or the
amounts which should have been returned to
OEO For example, our review at OEO Head-
quarters of selected Head Start grants funded
1n fiscal year 1965 showed that OEO had not
received the 1equired financial reports from
81 grantees who had recewved Federal funds
totaling about $9 million Our review at the
OEO regional offices also showed that
grantees were not submitting the requured
financial reports

To correct this situation, we recom-
mended that OEO Headquarters issue orders
and nstructions to emphasize the need for
strict enforcement of grant program require-



ments and to establish effective controls over
the programs

In addition to the above, we found that
the financial reports of 105 grantees that had
recetved Federal funds totaling over $4
mllion showed a total of about $350,000 1n
unexpended funds We were unable to find
any evidence that OEO had received or depos-
ited any of these funds Upon subsequent
examination of the funds received by OEO,
we noted that $82,000 of the $350,000 had
been received and deposited i the U S Treas-
ury but that most of these funds had not
been entered mto OEO’s accounting records
at the time of receipt

We believe that 1t 1s one of manage-
ment’s prime responsibilities to ensure that
the agency comply with the laws and regula-
tions applicable to the receipt and disburse-
ment of public monies We recommended that
management ensure that funds recewved are
promptly entered into the accounting records
We recommended also that OEO continue 1ts
actions to recover the unexpended balances of
Head Start grants (Report to the Acting
Director, Office of Economic Opportunity,
May 9, 1969)

21 ELIGIBILITY CRITERIA FOR
THE HEAD START PROGRAM-In a report
submitted to the Congress in February 1969,
we reported that over 490 children who were
enrolled 1n the Head Start classes m Los
Angeles County were ineligible on the basis of
the family income criterion established by the
Office of Economic Opportunity (OEO) We
also reported that about 200 children who
were enrolled in the program—some of whom
may be included in the group of over
490—did not meet the OEO age criterion
Since funds were not made available to serve
all the ehgible children m Los Angeles
County, 1t appeared that the enrollment of
mnehgible children deprived engible, disadvan-
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taged children of an opportumity to partic-
1pate m the program

It appeared also that medical services
wete provided to about 100 children and that
dental services were provided to about 580
children who were not entitled to the services
under OEO’s policy and 1ts grant agreement
with the Economic and Youth Opportunities
Agency of Greater Los Angeles (EYOA)
because controls had not been established to
prevent the furnishing of the services to such
children

We estimated that program costs alloca-
ble to services provided to the enrollees dur-
ing the 1966-67 program period amounted to
a mummum of about $451,000 for children
who did not meet the age criterion and about
$30,000 for children who wete not entitled to
recerve medical and dental services

OEO established income and age criteria
for determining eligibihty of children for
enrollment in the program and for deter-
mining the extent of medical and dental serv-
ices to be provided, however, OEO did not
establish adequate controls for ensuring full
comphance with the criteria

We believe EYOA’s practices in admun-
istering eligibility requirements evidenced a
need for improving the effectiveness and time-
liness of guwidance, commumcation, and
review by OEO and EYOA and a need for
improving the cooperative planming between
EYOA and 1ts delegate agencies so that serv-
1ces can be provided to those chuldren who are
entitled, under program guidelines, to such
services

After we brought our findings to
EYOA'’s attention, 1t 1ssued instructions to 1ts
delegate agencies requiring that immediate
steps be taken to comply with OEO’s mcome
eligibility requirements Subsequently, we
wete advised by EYOA that 491 inehgible
enrollees had been dropped from the program
and that they had been promptly replaced by



eligible children We estimated that the
replacement of the 491 meligible children n
the program with eligible chuldren resulted in
the redirection of funds of about $259,000
during the 3-month period ended August 31,
1967 EYOA advised us also that 1n the future
only disadvantaged children ehgible under
OEO age and income criteria would be
enrolled in the program

We proposed that the Director of OEO
(a) reemphasize to grantees and their delegate
agencies the need to comply with eligibility
criter1a, (b) have the Western Regional
Director evaluate the effectiveness of the
actions taken by EYOA to more fully comply
with the eligibility criterta and of the efforts
by EYOA’s field representatives, and (c)
encourage the full participation by the dele-
gate agencies in the preparation of the Head
Start proposals

The Acting Director of OEQO, 1n com-
menting on our findings and proposals by
letter dated July 12, 1968, informed us that
OEO had taken the following actions toward
attaining the objectives of our proposals

—Several complementary systems had
been developed for evaluating the effec-
tiveness of grantee recrurting and
screening efforts and for developing
guitdelines which would help the
grantees accomphish that task

—A specially recruited staff had made site
visits to about 780 Head Start programs
in 1966 and 1967 for the purpose of
focusing special aitention on problems
of Income eligibility, and, as a result,
Head Start guidelines had been revised

—The Director’s office had issued special
instructions to Regtonal Directors on
the importance of ensuring that income
ehgibility guidelines were observed

—~The OEQ Western Regional Office had
established a special office in Los
Angeles to tmprove communication and
coordination with delegate agencies

26

—EYOA had mitiated weekly meetings
with the program directors of iis dele-
gate agencies OEO guidelines stressed
the need for greater participation by the
delegate agencies and by the Head Start
parents 1n program planning, and the
Head Start application was designed to
make this reguirement effective

(B-157356, February 14, 1969)

22 ACCOUNTING CONTROLS
OVER CASH ADVANCES-In June 1969 we
reported to the Congress on our review of
selected aspects of payments and charges to
Job Corps members by the Office of
Economic Opportunity Operations, Finance
Center, US Army (OEOO-FCUSA), Indian-
apolis, Indiana, for the Office of Economic
Opportunity (OEQ), that there was a need to
mmprove financial controls over Job Corps
allowances

Under an interagency agreement, OEOO-
FCUSA makes payments for the Job Corps to
all corps members for various types of allow-
ances In calendar year 1967 such payments
amounted to about $105 milhon and OEOO-
FCUSA was remmbursed by OEO in the
amount of $1 6 million for the cost of this
operation

From a statistical sample, we estimated
that 1n 1967 Job Corps centers did not report
cash advances of about $125,000 to OEOO-
FCUSA because of inadequate accounting
controls We estimated that, if the advances
had been properly reported, about $115,000
could have been deducted from separation
payments

We also found that unexcused absences
for which corps members were not entitled to
allowances were not properly reported to
OEOO-FCUSA and that OEO’s policy requur-
ing recovery by the Job Corps centers of the
unused poition of Government-furnished
transportation or meal fickets was not being



implemented and OEOO-FCUSA was not
notified so that the amount due terminated
corps members could be reduced by the value
of the unreturned tickets

Although about 5,600 termunated corps
members reenroll annually and our tests
showed that many reenrollees may have debts
outstandmmg from prior enrollment, policies
and procedures did not call for collection of
such debts upon readmittance

We proposed that OEO conduct a study
of all areas affecting corps members’ allow-
ances to establish a set of umform policies
and to develop adequate instructions and
guidehines for use by center directors 1n estab-
hishing better control over advances and other
amounts due or to be collected from corps
members

OEQO and the Department of the Army,
in commenting on the draft report, expressed
general agreement with our findings and pro-
posals and advised us of a number of correc-
tive actions taken or to be taken

We believe that, if the actions taken or
bemng taken by OEO and OEOO-FCUSA are
satisfactorily implemented, overall control
over corps members’ pay and allowances
should be materially strengthened However,
we understand that OEOO-FCUSA does not
plan to reconcile amounts claimed by centers
to reimburse ther imprest funds with
amounts advanced to corpsmen for certain
needs

We therefore, recommended that the
Director, OEO, make the necessary arrange-
ments with the Department of the Army to
have OEOO-FCUSA reconcile all types of
advances at least on a test basis (B-130515,
June 30, 1969)

FEDFERAL-AID AIRPORT PROGRAM

23 AIRPORT SPONSORS USE OF
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FUNDS DERIVED FROM SALES OF DO-
NATED FEDERAL LAND-We reported that
airport sponsors had used proceeds derived
from the sale of Government-donated land to
offset (a) the sponsors’ share of the cost of
Federal-aid airport program (FAAP) projects
and (b) the cost of airport developments not
eligible for Federal participation under FAAP
In some cases, funds derived from the Govern-
ment (proceeds from sale of Government-
donated land and FAAP funds) were sufficient
to offset substantially all of a sponsor’s invest-
ment 1n 1ts arrport The Federal Aviation Ad-
ministration’s (FAA’s) policy permitted air-
port sponsors to dispose of land donated
under the Surplus Property Act if, among
other things, the sponsor agreed to apply the
proceeds to the operation, maintenance, or
mmprovement of a public arrport We sug-
gested that (a) FAA’s procedures be revised to
require airport sponsors to use the proceeds
derived from the sales of donated Federal
land to offset costs of airport development
eligible for Federal assistance before giving
additional FAAP funds to the sponsors and
(b) determune the status of the unexpended
proceeds and assure 1itself that such proceeds
will be used for specific airport purposes

FAA revised 1ts policy to eliminate the
mequitable-matching aspect we objected to
and to provide greater assurance that proceeds
from sales of donated Fedeial land would be
used for specific airport purposes FAA also
agreed to take action to ensure that unex-
pended proceeds would be used for specific
airport purposes (B-164497(1), September
24, 1968)

FEDERAL-AID HIGHWAY PROGRAM

24 FEDERAL EMERGENCY RE-
LIEF FUNDS—In a letter to the Secretary of
Transportation i June 1969, we questioned
the propriety of using Federal emergency
funds to finance 100 percent of the cost of a
four-lane bridge and approaches to replace the
two-lane Silver Bridge which collapsed at



Point Pleasant, West Virginia, in December
1967

The replacement bridge, estimated to
cost about $161 mllion, was relocated
downstream from the old bridge, and about
$7 6 mullion of the estimated cost was direct-
ly related to the cost of constructing ap-
proaches

Federal highway legislation authorizes
the use of Federal emergency funds for the
repair or reconstruction of highways seriously
damaged as a result of disasters or catastrophic
failures The Secretary of Transportation i1s
authorized to finance, with emergency relief
funds, up to 100 percent of the replacement
cost of a comparable facility if the Secretary
determines 1t to be m the public interest

We concluded that two-lane bridge and a
four-lane bridge were not comparable in size
and capacity and advised the Secretary that
the action taken in approving the use of Fed-
eral emergency funds to finance 100 percent
of the cost of constructing a four-lane bridge
and approaches, as a comparable replacement
for the old bridge, was not consistent with the
enabhing legislation or the policies estabhished
by the Federal Highway Admimistration to
mnplement such legislation

We recommended that Federal participa-
tion with emergency funds be limited to the
estimated cost of a two-lane facility built to
current design standards In addition, we rec-
ommended that Federal participation with
emergency funds in the cost of the ap-
proaches be muted to the estimated cost of
constructig or reconstructing the existing ap-
proaches to a replacement bridge at the old
location to the extent that such cost resulted
from the catastrophe (B-166132, June 30,
1969)

25 FEDERAL PARTICIPATION IN
COSTS OF STATE HIGHWAY SAFETY
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PROGRAMS-Our review showed that the
Federal Highway Administration (FHWA),
Department of Transportation, had estab-
hished a policy for participation in the cost of
State highway safety activities which permit-
ted the Stales to use the cost of their ongoimng
safety activities to match Federal funds made
available for additional safety efforts under-
taken pursuant to the Highway Safety Act of
1966 We noted that, as a result of this policy,
some States were obtammg full reimburse-
ment for the cost of federally approved addi-
tional highway safety activities undertaken
and that other States were sharing in the cost
of such activities

Because FHWA’s policy did not appear
to us to be consistent with the intent of Con-
gress, as expressed m the enabling legislation
and 1ts legislative history, and because 1t ap-
peared that FHWA was admimstering the pro-
gram mequitable among the States, we recom-
mended to the Secretary of Transportation
that FHWA revise 1ts policy to ensure that the
matching of Federal and State funds be ap-
plied to the cost of additional safety efforts
and that the practice of using expenditures
for existing State activities for matching Fed-
eral funds be discontinued

The Department of Transportation dis-
agreed with our interpretation of the enabling
legislation and declined to accept our recom-
mendation Basically, the Department be-
heved that the intent of the Congress was to
permut the States to match the available Fed-
eral funds with expenditures for ongoing safe-
ty activities of the States We believe that the
enabling legislation or the legislative history
does not support the Department’s position

We suggested to the Congress that it
might wish to consider providing whatever ad-
ditional gmdance 1t deemed necessary to clari-
fy 1ts mntent with respect to the manner and
extent to which Federal funds are to be used
for funding State lighway safety programs
(B-165355, June 19, 1969)



26 IMPROVED APPRAISAL
PRACTICES FOR RIGHT-OF-WAY ACQUI-
SITIONS—We reported that, from at least
1961, surveillance by Federal Highway Ad-
ministration (FHWA), Department of Trans-
portation, nght-of-way personnel n the State
of Rhode Island had shown confinumng weak-
nesses 1n the State’s appraisal documentation
During this same period, the FHWA auditors
had reported stmilar weaknesses and had ques-
tioned the reasonableness of the appraisals
that were bemg used as a basis for Federal
participation We found that FHWA had not
taken appropriate corrective action to require
the State to make timely improvements

We examined 22 appraisal reports for
properties costing a total of about $1 § mul-
hon and concluded that all of these appraisals
were either incomplete or inadequate with re-
spect to the documentation supporting the
valuation of the land or improvements

We recommended that the Federal High-
way Admunistrator institute an approprate
plan of action, including, 1f necessary, suspen-
sion of Federal participation in State right-of-
way costs, to (a) obtain the improvements
required 1n the State right-of-way acquisitions
control system and (b) provide assurance that
adequate support exists for the amount of
Federal participation in the State’s claims

The Federal Highway Admnistrator
agreed that improvements were needed in the
appraisal activities mn Rhode Island and re-
vissd FHWA’s appraisal policy to provide
specific requirements which are consistent
with generally accepted appraisal practices
and which will provide FHWA, State, and fee
appraisers with meanmingful critenia for the
preparation and evaluation of appraisal re-
poits used as a basis for Federal reimburse-
ment

In addition, the Federal Highway Ad-
munistrator promused other corrective action,
mcluding (a) expansion of mspection-in-depth
activities, (b) imtensification of surveillance,
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and (c) requirement that States be advised, in
writing, of deficiencies noted Documentation
for appraisals obtamed by the State in prior
years are currently bemg reexammned
(B-164497(3), November 19, 1968)

FEDERAL AID TO EDUCATION

27 ADJUSTMENT OF FEDERAL
CONSTRUCTION GRANTS-The Office of
Education (OE), Department of Health, Edu-
cation, and Welfare (HEW), makes grants to
mstitutions of higher education under title I
of the Higher Education Facilities Act of
1963 to assist in financing the construction of
academuc facilities intended primanly for
undergraduate use In a March 1969 report to
the Congress, we expressed the belief that
opportunities existed for Federal grant funds
to be used in a more effective and equitable
manner in accomplhishing this objective

Our review showed that OE had not
established adequate procedures for making
timely reductions in grant amounts for such
reasons as decreases 1n estimated construction
costs or iehgibility of certamn costs for
Federal financial participation We found
that OE, rather than reduce amounts of
Federal grants as a result of reductions in the
costs of facilities as orngmally approved,
allowed many grantee institutions to retain
and use such grant funds for procurement of
additional 1items not included n project
budgets approved at the time the grants were
awarded For 24 projects 1t appeared that
reductions of about $500,000 in grants could
have been made except that OE had author-
1zed the mnstitutions to retamn and use such
grant funds, generally for procurement of
additional equipment, although the grantee
mstitutions had provided assurances that they
would adequately equip the projects

We expressed the belhief that Federal
grant funds could have been made available
for other eligible projects 1f appropriate grant



reductions had been made on a timely basis
after a need for such reductions became
apparent We poimnted out that at July 1967
about $755,000 of title I funds had been
made available for return to the U S Treasury
rather than used for the title I program
because required reductions of grants awarded
in fiscal year 1965 were not made by OE until
the time had expired within which the funds
could have been legally oblhigated for other
construction piojects

We recommended that HEW require

—That grant adjustment practices be
strengthened with a view toward reduc-
ing grants for decreases In estimated
project costs and that such reductions
be made on a timely basis

—That project files applicable to existing
grants be reviewed for the purpose of
reducing grants in those cases where
information available indicates that
eligible development costs will be less
than the estimated cost on which the
grants were based

HEW concurred 1in our recommendations
and stated that actions had been taken or
would be taken to strengthen grant adjust-
ment practices followed by OE (B-164031(1),
March 4, 1969)

28 USE OF FACILITIES CON-
STRUCTED WITH FEDERAL FINANCIAL
ASSISTANCE— In a report to the Congress in
December 1968, we pointed out the need for
the Office of Education (OE), Department of
Health, Education, and Welfare (HEW), to
strengthen 1ts controls for determining com-
plhiance with statutory restrictions on the use
of academic facilities constructed with
Federal financial assistance

The Higher Education Facilities Act of
1963 authorizes Federal assistance for con-
structing, among other things, facilities to be
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used as classrooms, laboratories, libraries, and
“related facilities necessary or appropnate for
the mstruction of students

We found that the regulations issued by
HEW were not clear as to the type of facilities
considered as not being “related facilities
necessary or appropriate for the instruction of
students,” and that, because of the absence of
adequate guidelines, some OE representatives
had not determuned whether the facilities
were being used 1n comphance with applicable
restrictions

Although we found indications of only a
few violations of the use restrictions
apphcable to academic facilities constructed
with Federal assistance, we believed that there
was a need for OE to (a) 1ssue more definitive
guidelines setting forth the criteria and
methods to be used in ascertaming whether
mstitutions were complying with applicable
restrictions on the use of facthties constructed
with Federal financial assistance and (b) make
reviews to ascertain whether there was com-
phance with such restrictions

HEW informed us that OF was devoting
more attention to the refinement of appl-
cable guidelnes and was developing plans for
making systematic compliance reviews
beginning 1n fiscal year 1969 (B-164031(1),
December 23, 1968)

29 PROCEDURES TO DETER-
MINE COMPLIANCE WITH INTENDED
USE OF GRANT FUNDS-In a September
1968 report to Congressman Glenard P Lips-
comb and to the Federal grantor agencies -
volved, we presented the results of our review
of the administration and use of Federal
grants for an educational laboratory theater
project ;n Los Angeles The project, which
provided for the establishment of a theater
group to present four selected plays to second-
ary school students during the school year
1967-68, was funded jointly by the US



Office of Education, Department of Health,
Education, and Welfare, and by the National
Endowment for the Arts of the National
Foundation on the Arts and the Humanities

We found that the accounting records
and procedures used by one of the grantees
mvolved had been adequate to account for
the receipt and expenditure of Federal grant
funds but that the other grantee had not
established accounting procedures to provide
for the identification and recording of costs in
a manner that would permit a determination
of whether expenditures of Federal grant
funds had been for the purposes intended and
were otherwise proper and whether Federal
grant funds had remamed and were returnable
to the Government at the end of the grant
penod

We expressed the belief that there was a
need for the Federal grantor agencies to take
effective action to clanfy the responsibilities
of grantees and contractors under the educa-
tional laboratory theater program, partic-
ularly with regard to the fiscal aspects, and to
assist such parties in resolving problems which
tend to hinder efficient administration of the
program

Officials of the Federal grantor agencies
subsequently informed us of certain steps that
were being taken to correct the deficiencies
noted m our report (B-162965, September
13, 1968)

30 DISBURSING STUDENT-AID
FUNDS—In March 1969 we reported to the
Acting Commussioner of Education, Depart-
ment of Health, Education, and Welfare,
on our examination mto the admimstration at
a college 1n Califormia of certain aspects of the
Federal programs for financial aid to students
We pointed out that, duning the four aca-
demic semesters ended with the 1968 fall
semester, $64,515 in loans under the National
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Defense Student Loan program and grants
under the Educational Opportunity Grant
program had been paid to 98 students who
did not meet their school enrollment or
attendance requirements

We found that the full amounts of loans
and grants had been disbursed to the students
for the entire semester about 10 days prior to
formal registration and that, during the period
between the receipt of a loan and/or grant
and formal registration, the students were able
to adjust their planned courses of study and, 1n
some cases, fell below the minimum required
number of credits or completely withdrew
from school We expressed the belief that the
practice of disbursing the full amount of aid
for the semester before completion of regs-
tration lent itself readily to the occurrence of
such a situation

College officials informed us that they
were aware of the problems arsing from this
practice and had instituted some changes mn
registration and aid-disbursement procedures
aimed at mummizing instances of noncom-
pliance with the requirements of the federally
assisted loan and grant programs The changes,
which are planned for mitiation with the 1969
fall semester, include the implementation of a
procedure whereby students generally will be
required to coordmate registration with
receipt of aid Additionally, disbursement of
aid to a student who has been authorized to
recewve both a loan and a grant will be made
1n two installments—~the loan will be paid first,
at the beginnming of the semester, and the
grant will be paid at a later date

In April 1969, 1n response to our sugges-
tion, the Acting Commissioner of Education
mformed us that all schools participating 1n
the student-aid program would be urged to
adopt payment procedures that would pro-
hibat the disbursement of loans and grants
before registration (Report to Acting Com-
missioner of Education, Department of
Health, Education, and Welfare, March 18,
1969)



FEDERAL REGULATORY ACTIVITIES

31 REGISTRATION OF PESTI-
CIDE OF QUESTIONABLE SAFETY-Our
review showed that there was a need for the
Agricultural Research Service (ARS), Depart-
ment of Agriculture, to resolve questions of
safety involving certain uses by the public of
pesticide pellets contaming the chemical
Iindane

We found that ARS registered lindane
pellets for use 1n vapornizing devices on a con-
tinuous basis i certain commercial and in-
dustnal establishments—such as restaurants
and other food handling establishments—even
though there had been long-term opposition
to this practice by the Public Health Service
and Food and Drug Administration, Depart-
ment of Health, Education, and Welfare, as
well as other Federal, State, and private
organizations We pomted out that the con-
troversy associated with the use of the pellets
stemmed from varying conclusions as to the
adequacy of the scientific data that was avail-
able to prove that the continuous vaporiza-
tion of lindane pellets in certain commercial
and industrial establishments was safe

We noted that ARS had not resolved
questions of safety raised by other Federal
agencies and by State and private orgamza-
tions, nor had it taken action to restrict or
disapprove the use of lindane pellets 1n
vaporizers m certain commercial and indus-
inal establishments affer the products were
first registered with the agency in the early
1950’s We expressed the opmmon that the
very existence of differences of opimion by
various interested orgamzations emphasized
the need for ARS to taken action to resolve
the question of safety to human health We
recommended that the Secretary of Agricul-
ture review the ARS pohcy of registering
the pellets with a view toward resolving the
question

The Department of Agriculture’s Dnec-
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tor of Science and Education, in commenting
on our recommendation, stated in November
1968 that ARS planned to meet with (a)
representatives of other Federal agencies to
determine steps necessary to resolve lindane
problems and (b) medical experts who serve
as collaborators to ARS for advice and coun-
sel on the use of pesticides

Subsequently, m April 1969, ARS mitr-
ated action to cancel the registration of
hindane products for use in vaporizing devices
In 1its letter to registrants, ARS cited our
report to the Congress and stated that, on the
basis of 1ts reevaluation of the toxicology of
lindane, the results of 1its recent laboratory
studies, and the opmion of its medical ad-
visors, the continned regstration of the
products was contrary to provisions of the
Federal Insecticide, Fungicide, and Rodent-
cide Act (B-133192, February 20, 1969)

LAND ACQUISITION

32 ACQUISITION OF LAND FOR
MIGRATORY WATERFOWL REFUGES-
In a report to the Congress m September
1968, we pointed out that the Bureau of
Sport Fisheries and Wildlife, Department of
the Interior, had acquired or scheduled for
acquisition approximately 60 percent of its
Federal objective, or 2 7 million acres of land,
at an estimated cost of about $205 million,
without, 1n our opmion, having establhished
adequate goals and guidelines for determimng
migratory waterfowl needs

We expressed our opmion that, as a
result of not having developed more specific
goals and guidelines, the Bureau, in several
mstances, had acquired greater quantities of
suitable habitat than were required to meet
the needs of waterfowl] in particular geograph-
ical areas, had acquired, or had scheduled for
acqusition, substantial amounts of biolog-
cally unessenfial peripheral refuge lands to



gain control of suitable habitat, and had
established refuges 1n areas of relatively low
value to waterfowl

Bureau officials advised us that the
Bureau’s long-range population objective had
just recently been defined and that research
was expected to gradually provide more defi-
mtive measurements of habitat requirements
than the observed use and empirical judgment
on which the program then rehed

We recommended that the Secretary of
the Interior require the Director of the
Bureau to establish appropriate waterfowl
population goals and related land mvestment
guidelines for future guidance of operating
officials We stated that these goals should be
established, by specific geographical areas
within each flyway, as standards upon which
acquisitions of suitable habitat could be
rationally planned and coordinated, taking
mto consideration the matters discussed in
our report

We recommended also that the Secretary
consider hmiting future acquisittons until
such goals and guidelnes are developed to
help ensure that the limited funds available
will be used to the best advantage We recom-
mended further that prior acquisitions be
reevaluated 1 light of such goals and guide-
lines 1 order that lands not needed to meet the
needs of the mugratory waterfowl refuge pro-
gram mught be scheduled for sale or exchange

At the time our report was 1ssued, the
Department mformed us that it was not 1n a
position to comment on our conclusions and
recommendations because a Secretanal Advi-
sory Board had recently conducted a study on
what the national wildhfe refuge system
should be and 1ts conclusions and recommen-
dations were under detailed review

In February 1969, the Department in-
formed us that 1t agreed with our recommen-
dations for improvement but disagree with
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some of the imformation in our report and

could not accept our findings and conclusions
1n total

The Department further advised us that
numerous actions were bemg taken to
improve the admimistration of this program,
including (a) developing a system approach as
a framework for improved planmng, (b) con-
ducting a study on the organization and goals
of the refuge system, and (c) revising the
Department’s realty manual to require full
reporting of the cost and justification for
acquiring land on the periphery of waterfowl
refuges and full reporting of all sigmificant
factors affecting land acquusition to the Migra-
tory Bird Conservation Commission which is
responsible for overseemng this program
(B-114841, September 11, 1968)

LOAN PROGRAMS

33 ESTABLISHING AND CON-
SISTENTLY APPLYING PROCEDURES
FOR MAKING LOANS-In August 1968, we
reported to the Congress that the Bureau of
Reclamation had not established adequate
procedures for administering the small recla-
mation projects loan programs and that, where
procedures had been established, the Bureau
had not always required their consistent appli-
cation i makmg loans Generally, the portion
of a loan attributable to providing water for
irrigation purposes 1s repayable without
interest, the portion attributable to providing
water for domestic, municipal, and mmdustrial
purposes 1s repayable with interest

The legislation establishing the small
reclamation projects loan program indicates
that projects constructed with loan funds are
to be primanly for wrigation purposes We
found, however, that, of the 34 loans totaling
about $83 6 million made by the Bureau of
Reclamation through June 1, 1967, five had
been made for projects which, on the basis of
information submutted by the loan applicants,
would benefit pnmanly domestic, industnal,



or municipal water users instead of wrmgation
users These five loans totaled $10 million We
recommended that the Secretary of the
Interior require that consideration be given to
the proposed project design in determining
whether the loan 1s primarily for irnigation
purposes and that loans be fully repaid when
nonirrigation usage reaches 50 percent

Our review showed that three loan recip-
lents were being allowed to repay over sub-
stantially longer periods of time than war-
ranted, and we estimated that the delay in the
return of funds to the Government would
cost about $3 2 mullion in interest We recom-
mended that repayment periods be based on
the repayment capacity expected to result
from the project and that the repayment
periods be shortened when the cost of pro-
Jects proves to be less than estimated

We stated that, in our opinion, an under-
recovery of about $2 9 mullion 1n interest
would result due to madequate procedures
for allocating project costs between interest-
bearing and non-interest-bearing costs and
that an underrecovery of about $220,000
mterest would result due to inappropriate
crteria in allocating project construction
advances to these purposes We recommended
that procedures be improved for allocating
costs for repayments of interest

In addition, we found that the Govern-
ment was incurring additional interest costs of
about $515,000 because two loan recipients
had been permitted mordinate amounts of
ttme 1n which to begin repayments We
recommended that loan repayment begin at
the time when project benefits, as onginally
planned, are first realized

Department of the Interior officials
agreed that the small reclamation loan pro-
gram could be improved with more positive
and formal polictes and procedures
(B-114885, August 27, 1968)
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34 INTEREST COMPUTATION
PROCEDURES FOR PRICE-SUPPORT
LOANS-Our review of repayments by agr-
cultural producers on selected 1967-crop
loans made by the Commodity Credit Corpo-
ration (CCC), Department of Agniculture,
showed that the amount of mterest collected
by CCC under the existing method was an
estimated $300,000 less than the amount that
would have been collected under the previous
method This difference was attributable
mamly to CCC’s policy of disregarding the
month of repayment for interest computa-
tions

Under the gramn price-support program
prior to crop year 1964, a borrower was
charged interest at a rate of 3 5 percent a year
on the amount repaid for the actual number
of days that a loan was outstanding In 1964,
CCC adopted a policy which provided for a
simplified method under which the borrower
was charged a rate of 30 cents per $100 re-
paid (fractions disregarded) for each calendar
month or fraction thereof that the loan was
outstanding, excluding the calendar month of
repayment No interest was charged if the
loan was repaid m the same month as dis-
bursed or if the amount of loan repayment
was less than $100

To determine the effect of the simplified
method of computing interest, we selected a
random sample of 1,064 loans involving $4 4
mullion of repayments For this sample, we
computed the effective interest rate for the
mterest received, as well as the amount of
interest that would have been received had 1t
been computed on the basis of 3 5 petcent a
year Our computations showed that the over-
all effective annual interest rate charged on
these loans was 3 394 percent

In view of the fact that the change m
policy for computing mterest resulted m a
loss of mmcome to CCC, we recommended that
the policy be reevaluated We suggested two



methods that appeared to be mere equi-
table—-either (a) charge interest on a daily
basis or (b) retain the existing basis but in-
clude the full month of repayment in comput-
ing interest In a reply dated July 1, 1969, the
Department acknowledged the need for im-
provements 1n matters of interest assessments
and collections and mmformed us that 1t ex-
pected to make changes in 1970 (Report to
the Executive Vice President, Commodity
Credit Corporation, April 25, 1969)

35 DESIGNATING EMERGENCY
AREAS FOR AGRICULTURAL CREDIT-
Pursuant to the Consohdated Farmers Home
Admuinistration Act of 1961, as amended (7
USC 1921), emergency agricultural loans
may be made by the Farmers Home Adminis-
tration (FHA), Department of Agriculture, to
established farmers and ranchers if there 1s a
general need for credit 1n an area as a result of
a natural disaster and if the need cannot be
met by private, cooperative, or other FHA
sources

We found that the emergency area desig-
nations for three of the 14 counties included
in our review were not warranted because
they were based on erther mnadequate repre-
sentations concerning the extent of crop

damage and the general need for credit or
the possible future effects of a disaster on
crop damage and credit We found also that
the designations in three other counties
should not have been made on a county
basis since the area affected by the occur-
rence of a natural disaster was confined
to much smaller, well-defined parts of each
county, or the actual damages were linited to
relatively minor crops of a few farmers Be-
cause of the emergency designations i these
three counties, loans were made to individuals
who had not suffered production losses as a
result of a natural disaster

Unwarranted emergency designations
result in the reduction of the amount of funds
available to alleviate the credit needs of others
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who have been affected by a natural disaster
and who are unable to obtamn funds from
private or cooperative credit sources Also, an
unwarranted designation results in emergency
loans to farmers and ranchers who otherwise
might be served by other credit sources, in-
cluding the FHA loan programs, at higher
interest rates

We proposed that FHA revise its proce-
dures to encourage the use of emergency
loans to indviduals who have suffered demon-
stiated losses from natural disasters so that
the designation of emergency areas can be
postponed until such tume as the general need
for agricultural credit caused by a natural
disaster can be accurately deternuned

Subsequently, FHA strengthened 1its pro-
cedures for recommending emergency area
designations and revised 1ts loan-making
policy so that emergency loans will be pro-
vided only to those borrowers who have
demonstrated substantial production losses as
aesult of a natural disaster

Our review showed also that emergency
loans were being made when other FHA loan
funds, at a higher interest rate, were available
Section 321(a) of the Consohdated Farmers
Home Admunistration Act of 1961 requires,
in part, a determination that there exists a
general need for agricultural credit which can-
not be met from other responsible sources,
including FHA programs prior to designation
of a county for emergency loan assistance No
documentation was available to show that this
determination had been made prior to such
designation of the 14 counties included 1n our
review

FHA contended that emergency area
designations could be made before other avail-
able FHA funds were exhausted and that Con-
gress never contemplated that a disaster desig-
nation should be withheld as long as such
funds were available We found no specific
criteria 1n the enabhing legislation or pertinent



legislative history indicating the intent of the
Congress 1n this matter We suggested that the
Congress might wish to clarify the law regard-
g the use of funds in other loan programs
before the use of emergency loans 1s ap-
proved

The Department of Agriculture advised
the Chairman of the House Committee on
Government Operations in May 1969 that (a)
our report correctly showed the Department’s
position on designating emergency areas and
making 3-percent emergency loans when
other programs funds are available and (b) be-
cause this had been a long-standing practice
without congressional objection, the Depart-
ment did not see a need for legislation on this
matter

We beheve that, since the law or perti-
nent legislative history 1s not sufficiently clear
regarding the use of funds from other pro-
grams before emergency loan funds are used,

clarification of existing legislation 1s needed
(B-114873, March 24, 1969)

36 INTEREST COSTS ON REPAID
LOANS-In September 1967 we reported to
the Congress on our review of the mterest
rates the Commodity Credit Corporafion
(CCC), Department of Agriculture, charged
producers on price-support loans and on stor-
age facibty and equipment loans We ex-
pressed the opinion that CCC should provide
for recovery of 1ts cost of financing loans

We pomnted out that, although CCC paid
as high as 5-3/4 percent a year on 1ts borrow-
mgs from the US Treasury, CCC continued
to charge interest at the rate of 3-1/2 percent
a year on price-support loans and 4 percent a
year on faciity and equipment loans We
estimated that CCC could mcur about $7 6
million more 1 interest costs for financing
repaid price-support loans for the 1966 crops
than it would collect from producers We esti-
mated also that CCC could mcur about
$154,000 more n interest costs for financing

36

storage facility and equpment loans during
1966 than 1t would recover from producers

We recommended that the CCC Board of
Durectors revise CCC’s policy on interest rates
to provide that producers pay mterest on
future price-support loans which are repaid
and on future storage facility and equipment
loans at a rate not less than the rate CCC pays
to finance the loans In November 1967, the
Secretary of Agriculture informed us that the
interest rates charged producers would not be
increased at that time

In a letter dated January 24, 1969, to
the new Secretary of Agriculture, we re-
opened this matter by pomnting out that, sub-
sequent to the issuance of our report, the mn-
terest rate paid by CCC had reached an all-
time high of 6-5/8 percent on borrowings
from financial institutions In a letter dated
June 25, 1969, the Department advised us
that, effective May 30, 1969, the annual in-
terest rate charged producers for storage facil-
1ty and equipment loans had been increased
from 4 percent to 6 percent We were advised
also that the CCC Board of Directors had con-
cluded that the interest rate on price-support
loans should remam unchanged at that
time

On the basts of CCC’s estimate of storage
facility and equipment loans to be made m
fiscal year 1970, we estimated that CCC
would earn an additional $400,000 1n interest
for the first year that the loans are outstand-
mg We estimated that the additional mterest
over the remamning 4 years of the loans would
amount to $600,000, resulting 1n a total addir-
tional interest mncome of $1,000,000 on the
loans expected to be made 1 fiscal year 1970
Additional terest revenues will also be
earned by CCC on such 5-year loans to be
made 1n ensuing years (B-114824, September
21, 1967)

37 ADMINISTRATION OF THE
DISASTER LOAN PROGRAM-In a May
1969 report to the Congress, we expressed the



opmion that certam aspects of the Small Busi-
ness Administration’s (SBA’s) disaster loan
program relating to the 1964 earthquake in
Alaska could have been admunistered in a
more effective and efficient manner

Our review showed that the Admnis-
tration wairved SBA’s long-established policy,
formahzed and pubhshed 1 the Code of Fed-
eral Regulations, which generally precluded
assistance to borrowers having the capabihities
to finance the repair or replacement of their
damaged property We concluded that, as a
result, loans were approved by SBA to bor-
rowers who could have furnished the financ-
ing needed to replace or repair thewr destroyed
or damaged property

We also concluded that

—SBA needed to improve communication
of changes n established rules and regu-
lations Regulations generally prohibit-
ing loans for the expansion or enlarge-
ment (upgrading) of repaired or
replacement property had been waived
erroneously and the regulations gener-
ally prohibrting refinancing of existing
loans had been waived without ade
quate guidelines for administering the
new policy We stated that, as a result
loans were approved In amounts n
excess of those which should have been
approved

—Some loans were approved even though
SBA did not adequately review or docu-
ment the information necessary for
determining the ehigibility of the appli-
cant, the reasonableness of the amount
requested, or the allowability of the use
of certain funds

—In a number of instances, the amount of
a loan had been based on the cost of
replacing destroyed property in Alaska
even though the borrower planned to
relocate in another State where the cost
of replacing the property would be sub
stantially lower Prior to the completion
of our review, however, SBA made
appropnate changes in 1ts policy
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We estimated that the unnecessary or
questionable disbursements, assuming that the
loans will be fully disbursed, would total about
$16 million and that, on the basis of the dif-
ference between the interest charged to bor-
rowers and the higher interest rate paid to the
Treasury, additional costs to SBA would be
about $1 8 million

We recommended that rules and regula-
tions published mn the Code of Federal Regu-
lations be wawved or changed only through
formally documented and distributed proce-
dures and that, when waivers are made,
adequate guidelines be issued for their imple-
mentation We recommended also that proce-
dures be strengthened for determining eligibal-
1ty and the amount of financial assistance that
should be made to the disaster loan applhicant

In commenting on our findings, the
Administrator stated that SBA had been
aware of the specific weaknesses noted by us
and was 1n general agreement with the matters
pomnted out in the report He stated further
that action had been taken to prevent recur-
rence of the weaknesses The Administrator
stated, however, that establishing or changing
agency policy was within his legal authority

Although we did not question the legal-
ity of the loans made, we expressed the belief
that a waiver of a long-standing loan policy,
estabhished in accordance with congressional
intent, should not have been made in the
absence of clanfymng legislation (B-163451,
May 28, 1969)

38 REPAYMENT OF LOANS-In
January 1969 we reported to the Adminis-
trator, Small Busimess Administration (SBA),
the need to obtam reasonable assurance of
applicants’ ability to repay loans from earn-
mgs SBA guidelines for administering the
displaced busmess loan (DBL) program pro-
vide that, 1n reviewing applications for DBLs,
consideration be given to the applicant’s abil-
ity to repay the loan from earmnmgs Our



review of the Boston Regronal Office files for
mne DBLs which were dehnquent or 1n the
process of hquidation showed that the files
pertaining to seven of these loans did not
contain adequate information for SBA to con-
clude that the apphicants had the ability to
repay the loans from earnings

We discussed these loans with regional
officials who stated that the SBA guidelines
did not require as a condition of loan
approval, a determination that the apphcant
had the ability to repay the loan from earn-
mngs and that the law did not require that the
applicant must be able to repay the loan from
earnings

We recognmized that the law 1s silent with
respect to whether DBLs should be repaid
from earmings Nevertheless, we beheve that 1t
1s mcumbent upon SBA officials responsible
for loan review and approval to determine
that there 1s reasonable assurance that a DBL
apphicant has the ability to repay aloan from
earnings and to document the basis for reach-
g such a conclusion and that the determina-
tion 1s necessary to adequately protect the
Government’s mvestment

We recommended, therefore, that SBA
revise 1ts guidelines to (a) specifically require
regional officals to authonze DBLs only
when there appeared to be a reasonable assur-
ance that the applicants could repay the loan
from earmings and (b) requure regional offi-
cials to document thewr basis for concluding
that the apphcant had the ability to repay the
loans On January 27, 1969, SBA guidelines
were revised in accordance with our recom-
mendations (B-162445, January 9, 1969)

LOW-RENT HOUSING PROGRAMS

39 FINANCING OF COMMUNITY
FACILITIES—In a report submitted to the
Congress 1 January 1969, we expressed the
opmion that interpretation by the Housing
Assistance Administration of the Degartment
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of Housing and Urban Development (HUD) of
its authonty for allowing local housing au-
thorities (LHAs) to provide community facili-
ties as part of low-rent public housing projects
was not free from doubt and that, mn a pro-
gram mvolving many milhons of dollars of
Federal funds, any such doubt should be
removed. The commumty facthties discussed
m this report are general-purpose, onsite, 1n-
door faciliies constructed or acquired by
LHAs to accommodate programs involving
recreation, health, welfare, employment, and
educational activities We also stated that the
statutory provisions for the neighborhood
facilities grant program needed clanfication
regarding contributions by LHAs

We noted that HUD based its interpreta-
tion of authonty for allowing LHAs to pro-
vide community facilities as part of low-rent
pubhc housing projects on section 2(1) of the
US Housing Act of 1937, which defines the
term “low-ient housing” as embracing “all
necessary appurtenances thereto ” We found
that the legislative hustory of section 2(1) of
the act shed no hight on congressional intent
as to what were considered to be necessary
appurtenances

HUD stated that community facilities
are needed for the successful development
and management of public housing projects
and that reasonable expenditures for these
facilities are ehgible for inclusions in project
development costs We did not say that
HUD’s interpretation of 1ts authonty was con-
trary to law, nor did we question the benefits
that could result from commumty facilities
We stated our opmion that HUD’s interpreta-
tion was not free from doubt and that, m a
program involving many milhons of dollars of
Federal funds, any such doubt should be re-
moved

We found also that HUD permutted
LHAs to contribute funds toward the cost of
neighborhood facilities to be developed under
the Federal grant program authorized by sec-



tion 703 of the Housing and Urban Develop-
ment Act of 1965 Federal grants for neigh-
borhood facilities discussed herein may not
exceed two thirds of the development cost of
the facilities

HUD’s procedure m approving applica-
tions for grants under section 703 1s to allow
LHAs to participate m financing the develop-
ment of neighborhood facilities up to the
maximum amount HUD would authonze the
LHAs for the development of project com-
munity facilities under the low-rent public
housing program Under this procedure, the
LHA’s contnibution 1s deducted from the
total cost of the neighborhood facility, a
Federal grant 1s approved, if otherwise appro-
pnate, for two thirds of the remaming cost,
and a local source other than the LHA con-
tributes the other one third This procedure
results in local sources, other than LHAs,
financing less than one third of the total cost
of the facilhity

In a case where an LHA contributes
funds applicable to federally aided housing
toward the cost of neighborhood facilities,
the Federal Government will ultimately be
financing not only the amount of the neigh-
borhood facilities grant under section 703 of
the 1965 act but also the amount of the
LHA’s contribution thereby providing total
Federal financmg m excess of the maximum
Federal grant assistance provided under the
section 703 neighborhood facilities grant pro-
gram

We expressed the belief that Congress
might wish to consider

—Clarifying the statutory authority of
HUD with regard to authorizing and
financing the development of project
community facilities as part of the low-
rent public housing program

—Clarifying the provistons of section 703
of the Housing and Urban Development
Act of 1865 with regard to contri-
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butions by LHAs toward the cost of
developing neighborhood facilities
under the Federal grant program estab-
lished by the act

(B-118718, January 17, 1969)

MEDICARE PROGRAM

40 ELIGIBILITY OF HOSPITALS
TO PARTICIPATE IN THE MEDICARE
PROGRAM-In December 1968, we reported
to the Congress that the Social Secunty
Admnistration (SSA), Department of Health,
Education, and Welfare, had been slow 1n
resolving the status of 42 hospitals that.the
Texas State Department of Health had in1-
tally determuned to be eligible for participa-
tion 1n the Health Insurance for the Aged
(Medicare) program but had subsequently de-
termined not to be meeting the standards and
had therefore recommended that their partici-
pation in the program be terminated The defi-
ciencies note by the State Department of
Health included fallure of the hospitals to
provide 24-hour nursing service, madequate
equipment 1n operating rooms, fire hazards,
unsanitary condifions for handling food, and
1mmadequate control over drugs

By April 1968, the status of 16 of the 42
hospitals had been resolved, but action on the
remainmg 26 hospitals was still pending
although the State’s recommendations for
termination of participation were 1mtially
made from 8 to 19 months earlier We con-
cluded that the delays in resolving the status
of these hospitals were partially due to the
absence of specific time limits within which
hospitals should have been required to elimi-
nate significant deficiencies or lose therr ehgi-
bility to participate i the Medicare program

We recommended that the Secretary of
Health, Education, and Welfare direct SSA to
(a) emphasize to State agencies the need for
establishing such time himuts and (b) initiate



prompt action to terminate participation in
the Medicare program of hospitals that inex-
cusably fail to correct their deficiencies
within the established time limuts

Officials of SSA stated that instructions,
issued to State agencies in August 1968, were
intended to provide for time-phased plans to
correct deficiencies but agreed that additional
emphasis was desirable and that the guidelines
would be strengthen and amplified

In June 1969, SSA issued instructions
requiring State agencies to obtamn a written
plan for correction of any sigmficant defi-
ciencies disclosed during each survey of a
facility, including expected completion dates
These mstructions also state that one of the
purposes of the plan 1s to support future ter-
mmation proceedings if, as a last resort, such
action becomes necessary Also, we were
advised by SSA that, as of June 24, 1969, the
status of 39 of the 42 hospitals had been
resolved (B-164031(4), December 27, 1968)

41 DETERMINING THE REASON-
ABLENESS OF PHYSICIANS' CHARGES-
In June 1969, we reported to the Secretary of
Health, Education, and Welfare (HEW) that
revised fee ceilings established, effective June
1968, by Massachusetts Medical Service
(Blue Shield) operating under a contract with
the Social Security Admimstration (SSA) to
make payments of Medicare claims for physi-
cians’ services in Massachusetts had been
developed by methods which, 1n our opinion,
resulted m the establishment of fee limita-
tions for certain surgical procedures which
were 6 to 10 percent higher than such hmita-
tions would have been had Blue Shield used
methods recommended by SSA We reported
also that, for services furnished during 1967,
Blue Shield had made numerous payments in
excess of the then-existing fee limitations
without the required supervisory review to
determine whether the ligher payments were
justified, such possible overpayments which
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we specifically i1dentified amounted to about
$25,000

Blue Shield advised us that it had re-
quested SSA approval of a revised method for
developing reasonable charges for physicians’
services We believe that the revised method
should result in the development of more
appropnate fee imitations Blue Shield agreed
to undertake recovery of overpayments 1n the
manner we suggested and stated that 1t had
mstalled a quahty control system which was
designed to minimze the incidence of unyusti-
fied payments in excess of reasonable charges

We recommended that the Secretary of
HEW require that a review be made by SSA of
the actual data to be used by Blue Shield in
developing any new reasonable charge limita-
tions for the purpose of determining whether
Blue Shield’s new system, when implemented,
conforms with the intent of the apphcable
SSA regulations We recommended also that
the Secretary of HEW require appropriate
follow up by SSA on the adequacy of Blue
Shield’s actions to recover overpayments and
of the quality control measures established to
reduce the incidence of possible overpay-
ments

SSA officials advised us 1n February
1969 (a) that Blue Shield’s proposed method
for developing reasonable charges for physi-
cians’ services had not yet been approved and
that SSA was in the process of issumg new
mnstructions limiting future increases in the
criteria for determuming reasonable charges
and (b) that SSA would follow up with Blue
Shield on recovery of overpayments
(B-164031(4), June 30, 1969)

MORTGAGE ASSISTANCE AND
INSURANCE ACTIVITIES

42 LIABILITY FOR DAMAGE TO
ACQUIRED HOME PROPERTIES—In a re-
port to the Secretary of Housing and Urban
Development 1n May 1968, we expressed the



behef that there was a need for the Depart-
ment of Housing and Urban Development
(HUD) to consider adopting a policy on waste
damage—damage caused by unreasonable use
and abuse of properties—which would provide
an mcentive to mortgagees to protect the
collateral securing their investment m mort-
gages msured by the Federal Housing Admin-
istration (FHA) and which, at the same time,
would be economical for FHA to admn-
1ster FHA statistics showed that the amount
of waste damage charged to mortgagees under
FHA regulations had decreased to the point
where 1t was practically nil

We expressed the behef that 1t did not
appear to be economical for FHA to retain
the waste damage regulations as they were
wrnitten We stated that, in our opimion, how-
ever, the principle which FHA had followed
from the inception of the mortgage msurance
program—that mortgagees were responsible
for waste damage—was sound Moreover, we
noted no indication that the Congress had in-
tended for FHA to absorb such expenses as
waste damage 1n connection with FHA-
msured loans We stated also that 1t appeared
that mortgagees were assuming greater risks in
therr conventional lending than they were
willing to accept in 1938 when FHA imtially
established the current waste damage regula-
tions

We recommended that the Department
(a) undertake an evaluation of FHA waste
damage regulations and policies with a view
toward formulating regulations which would
be economucal for FHA to administer and
which would retain the principle of mortgagee
responsibility for waste damage and (b) for-
mulate and implement at the opportune time
the necessary revisions to the regulations

We recommended also that, if 1t was
deemed impracticable or undesirable to revise
the waste damage regulations to obtam the
stated objectives, the regulations be abolished
to save the significant administrative and in-

41

spection costs mcurred m administering the
regulations

In July 1968, the Assistant Secretary-
Commussioner, FHA, informed us that, on the
basis of 1ts study of the waste damage regula-
tions, FHA concluded that 1t would be more
economical to abolish the regulations and
effect significant savings of administrative and
inspection costs associated with administening
the regulations The regulations were abol-
1shed 1n July 1968 (B-114860, May 2, 1968)

43 MAINTENANCE OF MULTI-
FAMILY HOUSING PROJECTS-Our re-
view showed that seven multifamily housing
projects in Alaska, with mortgages msured by
the Federal Housmg Admmistration (FHA)
totaling about $12 milhon had seriously
deteriorated over a period of years because
the mortgagors had not performed necessary
maintenance work on the projects

The files for the seven projects showed
that inadequate maintenance had been a
major factor contnbuting to a high vacancy
rate for all the projects and to eventual mort-
gage default for five of the projects FHA
acquired the title to four of these projects and
assumed the mortgage loan for one project, at
a total cost of about $7 7 million The main-
tenance problems on the other two projects
were encountered after FHA had acquired the
mortgage loans on the projects

In our report to the Secretary of Hous-
ing and Urban Development in October 1968,
we expressed the behef that the deterioration
of the project properties m Alaska could have
been prevented or minimized 1f FHA had had
effective means of enforcing mortgagor com-
phance with the maintenance provisions of
the mortgage insurance agreements The
Director of FHA’s insunng office in Anchor-
age mformed us that he had no means, other
than persuasion, to obtain correction of mam-
tenance deficiencies and that efforts to per-
suade were generally unsuccessful



We also stated in the report that the
difficulty expenenced by FHA m enforcing
adequate mamtenance of projects in Alaska
might exist 1 other areas of the Umted
States Our analysis of 61 FHA-insured multi-
family projects acquired by FHA, nationwide,
by virtue of default and sold during fiscal year
1967 showed that FHA officials had attrib-
uted madequate maintenance as a contrib-
uting cause for the eventual mortgage default
of about 25 percent of the projects sold

The project regulatory agreement, which
sets forth the nghts and responsibihities of
FHA, the mortgagee, and the mortgagor, pro-
vides that the mortgagor satisfactorily mam-
tam the property The agreement provides
also for the establishment and mamtenance of
a fund for the replacement of a project’s
structural components and mechamcal equip-
ment The mortgagor 18 required to make
monthly payments to the mortgagee, to be
held mn escrow The escrow fund can be used
for replacement purposes only upon approval
by FHA

In our report, we expressed the belhef
that the regulatory agreements should require
mortgagors to establish and maintan a stmilar
fund for maintenance of projects throughout
the hife of the mortgages in amounts sufficient
to provide for adequate mamntenance, particu-
larly i the later years of the mortgage We
stated further that when, in the judgment of
FHA, the qualty of project maintenance 1s
madequate to properly maintain the project
property and the morfgagor, after due notice,
has not taken action to improve the mainte-
nance, the mortgagee or FHA should have the
right to make the needed repairs using the
funds held i escrow

Therefore we recommended that con-
sideration be given to the iclusion, in the
regulatory agreements for future multifamly
housing projects msured by FHA, of pro-
visions that would (a) require mortgagors to
place mn escrow with the project mortgagees
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momnies which could be used for project main-
tenance and (b) give the mortgagees or FHA
the nght to use such funds, as necessary, to
prevent any impawrment of project property
caused by mortgagors’ madequate main-
tenance practices (B-114860, October 29,
1968)

44 INCREASED APPLICATION
FEES FOR HOME MORTGAGE INSUR-
ANCE—Our review of fees assessed apphicants
by the Federal Housing Administration
(FHA), Department of Housing and Urban
Development (HUD), for processing home 1n-
surance applications showed that the fees
were msufficient to recover the full cost of
processing applications We estimated that, in
fiscal years 1966 and 1967, costs unrecovered
by fees amounted to about $33 mulhion, or
about 37 percent of the cost of processing
apphcations for insurance in those years

All costs of the FHA home mortgage
msurance programs, including the unrecov-
ered cost of processing applications for mort-
gage insurance, are borne by mortgagors
through payment of fees and premiums and
investment earnings thereon Our review
showed that about 50 percent of the apphca-
tions processed by FHA did not result in
mortgage msurance and that the unrecovered
cost of processing these applications was
therefore borne by mortgagors participating
1n the mortgage msurance programs

FHA cost estimates showed that the
exasting fees of $45 for an apphcation pertain-
ing to new housing and $35 for an apphication
pertaming to existing housmg would have to
be increased to $70 and $56, respectively, to
result in the full recovery of the processing
costs

In our report to the Congress mn July
1968, we expressed the behef that FHA
should follow the Government’s general
policy regarding charges for services per-
formed by Federal agencies and establish fees,
and adjust them annually as necessary, to



recover, to the extent practicable, the full
cost of processing applications for mortgage
msurance on home loans from all applicants
The additional net income which would result
from increasing fees to recover application
processing costs would serve to increase the
reserves for future losses on FHA home mort-
gage msurance programs Such reserves were
below the requirements which FHA deemed
necessary to cover estimated future losses in
the event of a development of adverse busi-
ness conditions

The Assistant Secretary-Commuissioner,
HUD, FHA, i commentmg on this matter,
stated that an increase mn application fees
would discourage individuals from applying
for federally msured home mortgages Appl-
cation fees, however, are a one-time expense
of home-ownership, and we believe that fee
mcreases of $25 and $21 would not be any
more likely to discourage those who desire to
purchase homes than would the fees that had
been established 1n the past

Accordingly, we recommended that the
Secietary of HUD require FHA to establish
application fees at levels which would recover
the cost of processing applications for mort-
gage insurance We recommended also that
FHA be required to ascertain, annually, appli-
cation processing costs and to adjust its fees,
to the extent practicable, for increases or
decieases 1 such costs (B-114860, July 8,
1968)

45 SELECTION OF PURCHASERS
OF RESIDENTIAL PROPERTIES-Our
review of the sales of acquired single-family
residential properties by the Federal Housing
Administration (FHA), Depaitment of Hous-
mg and Urban Development (HUD), showed
that FHA’s selection of purchasers by a draw-
ing, when more than one offer was received
for a property, often resulted 1n the selection
of purchase offers which wete not the most
favorable to the Government Generally, the
mortgage loans for these sales were insured by
FHA Many of the loans were financed by the
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Government National Mortgage Association
(GNMA)

FHA statistics showed that its rate of
reacquisition of previously acquired residen-
tial properties was several times as high as the
rate applcable to its initial acquisition of
properties

In our report to the Congress in March
1969, we stated that FHA could reduce the
number of 1ts reacquisitions of residential
properties and the amount of borrowings by
the Government needed to complete FHA’s
sales of these properties if 1t would select
purchasers on the basis of the offers which are
the most advantageous to the Government
We pomted out that the Veterans Adminis-
tration (VA) was using an evaluation proce-
dure to select the purchaser when more than
one offer was received for a VA-acquired

property

HUD stated that selection of a purchaser
by a drawmg provided a fairr and impartial
means of offering properties to all potential
home buyers HUD also said that this proce-
dure was mn hne with the policy objective of
providing a greater opportunity for lower n-
come families to own therr own homes,
embodied by the Congress in the Housing and
Urban Development Act of 1968

Although selection of purchasers by a
drawing would presumably give all persons
who bid on an FHA-acquired property an
equal chance to be selected, it does not en-
sure, but leaves to chance, the selection of a
lower mcome family In our report, we ex-
pressed the opimion that selection of pur-
chasers through an evaluation of offers, with
consideration bemng given to lower mcome
families to the extent that FHA believes
appropriate, would give FHA more assurance
that 1t 1s contributing to the goals of helping
lower income families become home owners

Moreover, we expressed the belief that
the selection of purchasers on the basis of an
evaluation of the purchase offer terms re-



cewved and such other considerations as FHA
believes appropriate would tend to mimimize
FHA reacquisitions of properties and the
amount of GNMA financing required to com-
plete the sales

We recommended that, when more than
one offer 1s received for an FHA-acquired res:-
dential property, the Secretary of HUD re-
quire FHA to select the purchaser on the basis
of an evaluation of the purchase offers re-
cetved and such other considerations as may
be appropriate (B-114860, March 19, 1969)

46 COLLECTION OF MORTGAGE
INSURANCE PREMIUMS—-Our review
showed that remittance of premiums by mort-
gagees on a monthly basis, rather than on the
existing annual basis, would permut the Fed-
eral Housing Administration (FHA), Depart-
ment of Housing and Urban Development
(HUD), to mvest these funds, on the average,
about 6 months earher We estimated that
additional mterest income resulting from ear-
her investment would amount to approxi-
mately $650,000 annually for new, insured
mortgages during the first full year of opera-
tion and would increase, as new mortgages
were msured 1n subsequent years, to more
than $4 million a year

The Assistant Secretary-Commuissioner,
HUD, FHA, advised us that 1t would not be
appropniate to change premium payment
procedures at the time because of mortgage
market conditions He stated that the desir-
ability of a change would be considered at a
more favorable time

In our report to the Congress in Septem-
ber 1968, we expressed the belief that it
would be advisable for FHA to plan in ad-
vance for the time when a change in proce-
dures 1s appropriate so that the change can be
made on a timely basis We recommended
that the Secretary of HUD imtiate a study to
determine the most feasible and economical
manner to implement the administrative
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changes required to collect the premiums on a
monthly basis and revise FHA regulations, at
such time as deemed appropriate, to requre
monthly collection of premums (B-114860,
September 26, 1968)

47 PURCHASE OF TITLE INSUR-
ANCE-In a report to the Congress in August
1968, we expressed the belief that the Federal
Housing Administration (FHA), Department
of Housing and Urban Development (HUD),
could realhize substantial savings if 1t discon-
tinued the practice of purchasing title msur-
ance and furnished private lending mstitutions
that finance the purchase of home properties
with guarantees that their mnvestments would
be protected from title defects anising prior'to
the purchases We pomted out that similar
guarantees were bemg made by FHA to the
Government National Mortgage Association
when 1t financed the purchase of FHA home
properties

Our review showed that FHA received
assurances of good title at the time 1t acquired
properties, and, 1 our opmion, FHA should
be aware of any actions dunng the period 1t
held the properties which could affect their
title at the time of sale

During our review of records relating to
the sales of FHA home properties in Flonda
and Georgia in 1966, we noted that title
examinations conducted m connection with
these sales showed only a few minor title
defects which generally had occurred prior to
FHA'’s acquisition of the properties and which
had been corrected virtually without cost to
FHA Therefore 1t appeared to us that FHA’s
nsks of guaranteeing the investment of lend-
ers agamst title defects wotild be minimal We
estimated that FHA incurred costs of about
$881,000 and $687,000 in fiscal years 1965
and 1966, respectively, to provide title insur-
ance on properties in Floridda and Georgia sold
to purchasers who obtamed private financing

Although the number of properties sold



to purchasers who obtained private financing
dechned substantially 1n fiscal years 1967 and
1968 because of the stringency in the mort-
gage money market, FHA anticipated that, in
general, the total volume of acquisitions and
sales of home properties expenienced 1n the
preceding several years would continue Also,
FHA anticipated that the increase in FHA’s
interest rate ceiling, together with improve-
ments i the mortgage money market, would
result 1n about 67 percent of the sales 1n fiscal
year 1969 being privately financed On the
basis of FHA’s sales forecasts, we estimated
that FHA could save about $2 7 mulhon,
nationwide, 1n 1969 and substantial amounts
thereafter by discontinuing the purchase of
title insurance in connection with sales of
home properties

In commenting on our report, the Assis-
tant Secretary-Commuissioner, HUD, FHA,
agreed that discontinuing the purchase of title
msurance would be desirable and financially
advantageous for FHA He pointed out, how-
ever, that he did not think that action should
be taken in this regard until there was im-
provement in the availabiity of prnvate fi-
nancing for sales of FHA properties

Although purchase of FHA home prop-
erties with private financing totaled less than
10 percent of the sales in fiscal years 1967
and 1968, we esttmated that FHA’s cost of
providing ftitle insurance in these years
amounted to more than $400,000 In our
opimon, the realization of such savings by dis-
continuing the purchase ot fitle insurance
should not be delayed pending improvement
1n the availability of private financing for sales
of FHA home properties

We therefore recommended that the
Secretary of HUD require FHA to take
prompt action to discontinue the practice of
purchasing title insurance and to adopt a
policy of furnishing private lenders, who
finance purchases of home properties sold by
FHA, with guarantees that their investments
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will be protected against title defects ansing
pnior to the purchase of such properties

HUD subsequently 1ssued regulations in
connection with a plan that 1t beheved would
accomplish the intent of our recommendation,
however, comphance with the regulations by
lenders was not being required as of May
1969, because the Department continued to
believe that, in view of conditions in the
mortgage money market, such action would
have an adverse effect upon efforts to obtam
private financing In a letter to the Secretary
of HUD 1n June 1969, we stated that, in view
of the worthwhile savings that could be
achieved through the use of FHA title
guarantees mn heu of title mnsurance, we be-
heved that every effort should be made to
mmplement the plan (B-114860, August 26,
1968)

48 CONSTRUCTION COST CERTI-
FICATIONS FOR INSURED MORT-
GAGES—On the basis of our review, we
concluded that the mortgagors’ cost certifica-
tions for Rossmoor Leisute World develop-
ments did not reasonably ensure that the
mtent of the cost certification provision of
section 227 of the National Housing Act was
being carned out We found that, under cir-
cumstances where the construction contracts
between the mortgagors and the builder were
not the result of meaningful arm’s-length
negotiations, the Federal Housing Adminis-
tration (FHA), Department of Housing and
Urban Development (HUD), did not require
that the mortgagors’ certifications be sup-
ported by certifications of construction costs
actually mcurred by the builder At the time
of our review, FHA had insured, or had com-
mitments to msure, mortgages totaling about
$265 mulhion for five Leisure World develop-
ments which were planned to eventually total
more than $1 billion

Legislative history indicated to us that
the general purpose of the cost certification
provision was to ensure that an FHA-nsured



mortgage loan would not exceed a specified
percentage of actual project costs and that
this provision was made applicable to the
multifamily cooperative housing program con-
ducted under section 213 of the act (the
section under which Rossmoor Leisure World
mortgages were imsured) to ensure that the
primary benefit of the program would be
reduced costs to the consumers

We stated our opmion that the builder’s
total mvolvement in the developments as the
originator, principal promoter, and owner of
the land created a situation which was not
conducive to meanmgful arm’s-length negotia-
tions and that, under such circumstances, the
builder’s certifications of actual construction
costs were needed to ensure that any econ-
omies 1 construction would accrue to the
benefit of the cooperative consumers as con-
templated under section 213 of the act

Our review showed that the amounts
paid from mortgage proceeds for construction
had been based prmmarily on FHA cost esti-
mates which did not take into account pos-
sible economues available to the builder due to
the large size of the developments and, in
some cases, the relatively continuous nature
of their construction Because neither we nor
FHA had the authonty to audit the builder’s
records, we were unable to ascertain the costs
actually incurred or the profit, if any, realized
by the builder

FHA, the sponsor of the Leisure World
developments, and the builder did not agree
that bmlder’s certifications of actual construc-
fion costs were necessary Therefore we sug-
gested n our report to the Congress mn Feb-
ruary 1969 that the Congress might wish to
consider clanfying whether builders’ certifica-
tions of actual construction costs 1n support
of mortgagors’ certifications are necessary,
under the circumstances described 1n our
report, for providing an effective and mean-
mngful mplementation of the cost certifica-
tion requurements of section 227 of the
National Housing Act
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In Apnl 1969, the Secretary of HUD -
formed us that action would be taken in
accordance with an earher proposal made by
us that HUD, as a condition for continuing to
msure mortgage loans for Rossmoor Leisure
World developments, require the builder to
certify to the actual cost of construction
(B-158910, February 19, 1969)

PUBLIC ASSISTANCE PROGRAMS

49 PARTICIPATION IN ADMIN-
ISTRATIVE EXPENSES-Our review of the
Department of Health, Education, and Wel-
fare’s (HEW’s) financial participation 1n cer-
tain administrative expenses for public assist-
ance programs 1n the State of Missourn
revealed a need for certain improvements in
HEW’s controls over State admunistration of
the public assistance programs to help ensure
that the claims made for Federal financial par-
ticipation are 1n accordance with the existing
Federal and State regulations and require-
ments

We found that certamn expenses apph-
cable to nonfederally aided programs had
been claimed for Federal financial participa-
tion and that Federal financial participation
at a 75-percent rate had been claimed for
certain expenses which appeared to have been
qualified for only a 50-percent rate On the
basis of our review, we estimated that Federal
payments for such claims in the State of
Missourt may have amounted to as much as
$11 mullion in fiscal years 1964 through
1966

Prior to September 1, 1962, the Social
Security Act authorized Federal payments to
States of 50 percent of the total amount
expended by the States in the administration
of therr federally aided public assistance pro-
grams Effective September 1, 1962, the
Public Welfare Amendments of 1962 author-
1zed for such programs, among other things,
75-percent Federal financial participation 1n
State admunistrative expenditures incurred for



providing those services designed to help indi-
vidual recipients attain self-care and self-
support or to strengthen family life (generally
referred to as defined social services)

Federal requirements established by
HEW specify that, for the purpose of claiming
Federal funds, a State plan of public assist-
ance programs must iclude a cost allocation
plan that provides for (a) distinguishing the
costs of administering federally aided public
assistance from all other administrative costs
of the agency in such a manner that no part
of the costs of administering other programs
18 charged to the federally arded programs, (b)
allocating the costs of admimistering the
federally aided public assistance programs
among the¢ various Federal programs on a
reasonable basis, and (c¢) deterruning, within
each federally aided public assistance pro-
gram, the amount that 18 subject to 75-
percent Federal financial participation and
the amount that 1s subject to 50-percent
Federal financial participation

Although the methods and procedures
followed by the State in arriving at the
amounts claimed for Federal financial partici-
pation were, 1n some cases, 1n accordance
with the existing State plan which was
approved by HEW, our review indicated that
such claims had resulted in the payment of
Federal funds to the State 1n greater amounts
than the costs allocable to the federally aided
programs

These matters were 1eported to the
Secretary, HEW, in June 1969 with our
recommendation that the Missour: State cost
allocation plan be thoroughly reviewed and
that the State be required to submut formal
revisions to the plan, as are deemed appro-
prniate  With respect to past payments that
were made to the State of Missoun for admin-
1strative expenses, we recommended that the
Admnistrator, Social and Rehabilitation Serv-
1ice, HEW, be required to review the basis of
such claims—gwving recognition to the matters
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noted during our review--and to seek equi-
table adjustments for any excessive payments
made to the State In July 1969 HEW agreed
to take actions in line with our recommenda-
tions (B-164031(3), June 12, 1969)

50 PARTICIPATION IN COSTS OF
SERVICES TO HANDICAPPED INDIVID-
UALS— Our review of the practices and pro-
cedures followed by the Arkansas Rehabilita-
tion Service 1n claiming Federal financial par-
ticipation in costs of providing services to
handicapped individuals under the Federal-
State vocational rehabilitation program
showed that, 1in 1ts claims, the Arkansas
Rehabilitation Service had overstated, by
about $396,000, the costs shown as being
mcurred by the State in support of vocational
rehabiitation programs The overstatement
resulted primarily from errors and nmusunder-
standings by the Arkansas State Hospital-a
third party—-in computing expenses relating to
food services

In a February 1969 report to the
Admnistrator, Social and Rehabilitation Serv-
1ce, Department of Health, Education, and
Welfare, we stated our belief that the admini-
stration of third-party participation in the
Federal-State vocational rehabilitation pro-
gram could be immproved by requiring State
vocational rehabilitation agencies to include
in third-party agreements descriptions of the
specific procedures to be used in arriving at
the costs to be claimed for Federal financial
participation In our opimion, the inclusion of
such specifics in agreements between State
vocational rehabilitation agencies and third
parties would also aid the Department in
reviewing the propriety of claims made by the
States for Federal financial participation

State officials agreed that, because voca-
tional rehabilitation expenditures had been
overstated, the State’s claim for Federal finan-
cial participation would require an adjust-
ment They stated, however, that the Arkansas
State Hospital had provided certain other
services 1 support of the vocational rehabili-



tation program, such as fire protection and
security services, which had not been claimed
as costs related to the program and that any
adjustment should recognize these factors
Although consideration of these factors in
making an equitable adjustment may be
appropniate, we believe that the State’s posi-
tion further exemplifies the desirability of
having an exphcit written agreement on the
matter of allowable costs

Officials of the national office of the
Rehabilitation Services Administration, Wash-
mgton, D C, advised us that new mstructions
to the States concerming third-party expend-
1tures were bemg developed and that these
mstructions would require the State voca-
tional rehabilitation agencies to establish pro-
cedures designed to ensure that claims for
Federal financial participation based upon
expenditures made by third parties are
proper (Report to Administrator, Social and
Rehabilitation Service, Department of Health,
Education, and Welfare, February 20, 1969)

51 PROCEDURES FOR REPORT-
ING INDIVIDUALS AS REHABILI-
TATED-Because success or failure ot the
vocational rehabilitation program of the
Social and Rehabilitation Service, Department
of Health, Education, and Welfare, 1s gauged,
to a great extent, by the number of individ-
uals reported to have been rehabilitated, we
reviewed the reporting practices being
followed by the States and the Department
and reported our findings to the Congress in
November 1968

We reviewed the case records for 853
people selected from 12,861 cases 1n six
States, which involved, 1 addition to services
provided by the States, expenditures of $100
or less for purchased services, such as training
and hospital care Of the 853 cases examined,
we questioned the reporting of the individuals
in 516, or 60 percent, of the cases as having
been rehabilitated In 363 cases the case
records did not contain evidence that substan-
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tial rehabilitation services were provided to
the individuals, 1n 98 cases, ehgibility of
the individuals for rehabilitation services was
not documented, and, 1n 55 cases, individuals
were reported as rehabilitated more than once
when only an extension of imtial rehabilita-
tion services had been provided to them

Our review also showed certain weak-
nesses 1n the internal controls established by
the State rehabilitation agencies for reviewing
casework actrvities and reporting on program
accomplishments In addition, we found that,
although program reviews by the Department
had pomnted out certain weaknesses in the
States’ admunistration and reporting of pro-
gram activities, these reviews did not indicate
the basic causes of the weaknesses, nor did
the reviews include an evaluation of the
actions taken, if any, by the States
attempting to correct the underlying causes of
the weaknesses

Department and State agency officials
indicated that, for the most part, the matters
disclosed by our review resulted from poor
case recording practices and madequate case-
work procedures The Department agieed to
improve Federal guidelines on casework
review procedures and the standards to be
followed by the States in reporting on pro-
gram accomplishments The Department
agreed also to review the States’ casework
activities and work with the States in estab-
lishing appropriate management controls
(B-164031(3), November 26, 1968)

RAILROAD RETIREMENT ANNUITIES

52 IMPROVED PROCEDURES
FOR IMPLEMENTING AMENDATORY
LEGISLATION-In a November 1968 report
to the Congress, we pointed out that at least
2,500, and possibly as many as 6,300, persons
had not been paid additional or increased
annuities to which they were entitled under
amendatory legislation enacted in 1965
These persons included 358 spouses of rail-



‘Toad employee annuitants who had not been
paid because the Railroad Retirement Board
notices concerming their possible entitlement
to annuities had not been understood by the
persons 1nvolved The persons 1nvolved
included some with language difficulties,
some with limited education, and some with
mental or physical disabilities Other persons
had not been paid therr annuity 1ncreases
unless they requested them Others had not
been paid their increases because of an made-
quacy n the Board’s automated operations

Under the amendatory legislation the
Board had processed increases in annuities, or
additional annuity payments, to approxi-
mately 400,000 annuitants After we brought
the cases noted 1n our review to its attention,
the Board took steps to pay appropnate per-
sons the annuity payments due them The
Board also agreed to establish procedures for
evaluating the general effectiveness of Board
notices and to make timely reviews of the
procedures used to implement amendatory
legislation

We estimated that, during the first year
following the effective dates of the amenda-
tory legislation, the additional annuity pay-
ments to the persons noted m our review
would total at least $157,400, and possibly as
much as $273,200 The additional payments
would continue to be paid during the
remainder of the individuals’ periods of eligi-
bility, and we estimated that the total pay-
ments during such periods could amount to
between $700,000 and $1 2 mlhon
(B-114817, November 29, 1968)

SLUM CLEARANCE AND
URBAN RENEWAL ACTIVITIES

53 ALTERNATIVE METHODS OF
PERFORMING DEMOLITION ACTIVI-
TIES-Our review of the demolition activities
of various cities, to which the Department of
Housing and Urban Development (HUD)
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provided grants amounting to two thirds of
the costs of demolition, indicated that the
practices followed by some cities of using
therr own employees instead of contractors
for the demolition of unsafe buildings and of
awarding demolttion contracts for mdividual
structures instead of groups of structures may
not have resulted in the lowest possible costs

The Assistant Secretary for Renewal and
Housing Assistance agreed that more specific
guidance 1 HUD’s procedures regarding the
methods of offering contracts was needed
Subsequently, HUD issued mstructions which
provide that demolition contracts be awarded
for groups of structures contemplated for
demolition within reasonable periods and
located m the same neighborhoods

Regarding the cities’ use of their own
employees for demolition instead of contrac-
tors, the Assistant Secretary stated that HUD
believed that the use of city employees to
demoblish structures should be permutted
where 1t was local practice, was more expedi-
tious, and served other desirable purposes,
such as the development of employment
opportunities for the jobless and unemployed

In our report to the Congress 1n Novem-
ber 1968 we expressed our agreement that the
use of city employees in demolishing struc-
tutes might be justified under certamn situa-
tions and, i hne with this VIEW, We recom-
mended that the Secretary of HUD revise
departmental regulations to require cities to
use the most economical methods of demol-
shing structures under the Federal demolition
grant program unless other methods are Justi-
fied (B-118754, November 12, 1968)

54 MANAGEMENT OF REHABILI-
TATION PROGRAM-In an Apnl 1969
report to the Congress, we pomnted out that
mproved management and mcreased empha-
sis by the Department of Housing and Urban
Development (HUD) was essential 1f HUD was
to meet 1ts planned goal of rehabilitating



about 130,000 dwelling umts during the fiscal
years 1969 through 1971, or an average of
about 43,000 unmts annually

Our review showed that the completed
rehabilitations for the 4 5-year period ended
December 31, 1967, averaged 13,000 units a
year, or about 30,000 unts less than the aver-
age annual goal for fiscal years 1969-71 We
also found that a large percentage of the
rehabilitation accomphshments reported were
questionable as they did not meet applicable
standards An inspection of 150 selected
properties 1 three projects showed that 78
percent of the properties did not meet estab-
lished property rehabihitation standards for
the areas and that 69 percent did not meet
local housing code standards even though the
properties were reported as having been
rehabilitated by the local public agencies
(LPAs)

We found that HUD admunistrative re-
views at the local level were not adequately
disclosing (a) the actual progress of rehabili-
tation work, (b) the weaknesses in LPA proce-
dures and practices for deterrmning when a
property was rehabihtated, and (c) the failure
of LPAs to carry out a required program for
follow-up code inspections

We recommended that the Secretary of
HUD undertake a reassessment of the rehabili-
tation program based on in-depth reviews at
the project level to identify and resolve
weaknesses, problems, or difficulties such as
those noted m our review and any others
which impede project completion We recom-
mended also that the Secretary require HUD
representatives to strengthen ther admims-
tration of rehabilitation projects at the local
level

The Assistant Secretary for Renewal and
Housing Assistance advised us that HUD had
mcreased 1ts emphasis on rehabilitation and
that mstructions would be ssued strength-
enmng HUD’s administration of the program
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He advised us further that, within the lumits
of available personnel, HUD’s regional offices
would conduct surveys of rehabilitation proj-
ects Subsequent to the issuance of our re-
port, HUD issued instructions aimed at
strengthening 1ts administration of the pro-
gram (B-118754, April 25, 1969)

b5 FEDERAL SHARING IN
RECOVERED DEMOLITION COSTS-In
November 1968, we reported to the Congress
that the Department of Housmg and Urban
Development (HUD) had made grants 1o cities
to cover two thirds of the costs of demol-
1shing unsafe or unimhabitable structuies even
though the cities subsequently collected some
portion of the cost from the owners of the
properties On the basis of the recovery ex-
perience of the cities included in our review,
which recewved 41 percent of the demolition
grants made by HUD, we expressed the opimn-
1on that such grants could have been teduced
by about $400,000 if the grants had been
hmited to two thirds of the net demolition
costs

The Assistant Secretary for Renewal and
Housing Assistance agreed that there was a
need for corrective action and established a
policy which provides that the Federal Gov-
ernment be reimbursed for up to two thirds
of the net amount recovered by cities prior to
project completion Since it appeared that
many recoveries of demolition costs were
made by cities after projects were considered
completed, we recommended that the Secre-
tary extend the period of Federal participa-
tion m recoveries of costs so as to include
recoveries made after the completion of
demolition activities (B-118754, November
12, 1968)

56 ADMINISTRATION OF CODE
ENFORCEMENT PROGRAM-ALt the request
of members of the Congress from Ilhnoss, we
made a hmited examination into the status,
objectives, and expected accomphshments of
a code enforcement project in Chicago and



mto the Department of Housing and Urban
Development (HUD) responsibilities and
administrative practices relative to the prog-
ect Our report on this examination issued in
January 1969, showed that overall progress of
the project had been slower than anticipated,
that a small number of Federal loans and grants
had been made to the project to assist in get-
ting buildings into comphance with codes,
and that HUD had not established nor exer-
cised adequate controls over periodic pay-
ments by HUD against the Federal grant
the project

Inview of our findings, we recommended
that the Secretary of HUD (a) have a current
comprehensive review made of the Chicago
project to identify the problems mmpeding
project progress, (b) estabhish requirements to
provide for more systematic site visits by HUD
for the purpose of reviewing progress, and (c)
strengthen controls over HUD progress pay-
ments under the program

HUD advised us that the apphcation for
this project was adequate for approval pur-
poses but that, since the time of approval, 1t
had become apparent that Chicago would not
be able to complete the project within the
required 3-year pertod

HUD advised us furthe: that 1t was tak-
g action to strengthen contiols over progress
payments by revising 1ts requisitioning proce-
dure and that certain other actions were being
taken to improve the financial management
aspects of the code enforcement program
(B-164469, January 10, 1969)

TAXES

57 PROCESSING CLAIMS FOR
REFUNDS OF FEDERAL INCOME
TAXES-Increased mterest costs were mcur-
red by the Internal Revenue Service (IRS),
Department of the Treasury, as a result of
avordable delays in processing claims for re-
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funds of Federal income taxes These n-
cieased mterest costs were incurred because
substantial periods of time had elapsed be-
tween the dates when the claams for refund
were filed and the dates the refunds were
paid Because we were denied access to the
necessary records, we were unable to deter-
mne the specific causes for delays and the
reasonableness of the time taken by IRS to
process claims

In our report to the Secretary of the
Treasury on the results of our review of rec-
ords made available to us, our test of selected
income tax refunds, and the result of internal
audit reviews, we recommended that IRS (a)
prescribe appropnate time standards for proc-
essing claims for mcome tax refunds and (b)
establish an effective reporting system to per-
mit an evaluation of the claims-processing per-
formance m relation to the standards

In commenting on our report at appro-
pniation heanings held in May 1969, IRS in-
formed the House Appropriations Commuttee
that a new system for controlling returns
would provide for a monthly mventory of
clazms on hand by class of return and for the
establishment of the age of claims in the in-
ventory (B-137762, September 27, 1968)

58 INTEREST PAYMENTS ON
CERTAIN FEDERAL INCOME TAX RE-
FUNDS-Our review of the payment of in-
terest by the Internal Revenue Service, De-
partment of the Treasury, on income tax re-
funds attnibutable to corrected or amended
income tax returns showed that interest costs
to the Government could be reduced Also,
better treatment was accorded taxpayers fil-
ing claims for income tax refunds subsequent
to filing the initial tax returns than taxpayers
claitming refunds on their imitial tax returns

Excessive interest costs are mcurred be-
cause interest accrues on 1efunds claamed by
correction or amendment to income tax re-
turns for the period from the prescribed due



date for fiking the return until the refund 1s
cerfified for payment Taxpayers may correct
or amend their returns for periods up to 3
years and receive mterest for the entire pern-
od For refunds claimed on mitial returns,
however, the Internal Revenue Code provides
an nterest-free pertod of 45 days following
the prescnibed due date or the date of receipt
of the return, 1f later, for the Internal Reve-
nue Service to process the claims

In commenting on our findings, the As-
sistant Secretary of the Treasury for Tax
Policy advised against a change i legislation
on the basis of his behef that the Congress had
recognized that interest should be paid under
such circumstances masmuch as the Govern-
ment had the use of the taxpayers’ money He
contended also that legislation might be pro-
posed which would make 1t unnecessary for
taxpayers to pay mterest on tax deficiencies
until the exprration of a reasonable period
after the notice of deficiency was mailed to
them

We believe that a change in the code
would result 1n reducing interest costs to the
Government and m placing taxpayers on a
similar interest-allowance basis Consequently,
m our September 1968 report, we suggested
that the Congress might wish to consider
amending section 6611 of the Internal Reve-
nue Code to provide that interest on refunds
resulting from taxpayers’ furmshing mforma-
tion to correct or amend their mmcome tax re-
funds accrue from the dates the claims are
filed and that the Internal Revenue Service be
authonized to establish a reasonable period
after such claims are filed within whach inter-
est-free refunds may be made

Also, in commenting on our findings the
Assistant Secretary for Tax Policy said that,
although the suggestions proposed by us were
Iimited to sitwations involving income tax re-
funds, there did not appear to be any reason
to treat refunds of mncome taxes differently
from refunds of exise, employment, or estate
taxes
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Accordingly, we suggested that the Con-
gress might wish to also consider amending
the statutory provisions applicable to such re-
funds (B-137762, September 19, 1968)

TIMBER APPRAISALS AND SALES

59 RECOGNITION OF TIMBER
PRODUCT VALUES-We reported to the
Secretary of Agriculture in February 1969
that the Forest Service could improve 1ts con-
trols over the valuation of national forest
timber by clanfying its policy guidelines on
the recogmtion of end-product and by-
product values and by estabhishing procedures
to ensure more complete and systematic
accumulation of information needed to prop-
erly implement the guidelines We concluded
that such mmprovements would provide more
certainty that the Forest Service would re-
ceive a farr return from its sales of national
forest timber and, at the same time, would
provide equitable treatment to its timber
purchasers

We found that Forest Service policy in
respect of timber appraisals required that
value of products bemng produced from the
timber in accordance with “local marketing
conditions” and “industry practices of the
vicinity” be 1ecogmized The pohicy gmdelines
did not specify what was meant by “local” or
“vicimity” nor specify the mdustry volume
and/or the value of end products and by-
products that would require appraisal recogm-
tion As a result, officials m the three regions
where we made our examination had different
mterpretations of the guidelines m regard to
the recogmtion of plywood/veneer values,
which, we beheve, could result in considerable
variances 1n appraised values

In addition, the three regions had no
systematic method for accumulating and
documenting mformation on local purchasers’
utilization of national forest timber We con-
cluded that such mformation was pertinent 1f
Forest Service regional officials were to objec-



tively implement the Forest Service appraisal
policy on the recognition of approprate end-
product and by-product values

We recommended that the Forest Service
(a) clanfy its end-product and by-product
appraisal recognition guidelines and (b) estab-
hsh requirements for accumulating and docu-
menting timber utilization data needed to
properly implement such guidelines

In an Aprnl 1969 letter, the Under Secre-
tary of the Department of Agriculture stated
that the Forest Service had clanfied its in-
structions for the recogmition of by-product
values along the hines of our tecommendation
and that a new method was being employed
in one area and studied in another area to
achieve representativeness in determining end
product selling values 1n timber appraisals He
added that the Forest Service would instruct
those regions, using the method discussed 1n
our report, to carefully examine theirr moni-
toring system to be sure that they are alert to
the continumg need for recogmtion of new
end products The recognition of end-product
values, as discussed mn our report, will be
mmplemented 1n one region but must await the
completion of recovery studies in another
(B-125053, February 18, 1969)

60 DEVELOPMENT OF UNIFORM
POLICIES AND PROCEDURES FOR THE
SALE OF MARGINAL FEDERAL
TIMBER-In a September 1968 report to the
Darector, Bureau of the Budget, we expressed
the behef that the Forest Service, Department
of Agriculture, and the Bureau of Land Man-
agement (BLM), Department of the Interior,
should develop uniform and precise policies
and procedures for appraising and selling mar-
gimal timber Such policies and procedures
would result in a more uniform treatment to
purchasers of Federal timber and, at the same
time, provide the Federal Government and
others with a fair return for the sale of the
public timber resources
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We found that in the western sections of
Oregon and Washmgton BLM and the Forest
Service did not have adequate or uniform pro-
cedures for appraising or selhing margmal
timber which was being harvested for the pro-
duction of low-grade plywood or pulpwood
We found that timber puichasers who har-
vested material amounts of marginal timber
would generally be charged for such timber 1f
they purchased 1t from the Forest Service but
would not be charged if they purchased it
from BLM Moreover, purchasers of the Forest
Service timber were not ensured of umform
treatment by the 10 national forests in the area

We recommended that the Durector,
Bureau of the Budget, request BLM and the
Forest Service to jomtly develop umform
policies and procedures for appraising and
selling marginal Federal timber

In March 1969 the Deputy Director,
Bureau of the Budget, advised us that the
Department of Agriculture and the Depart-
ment of the Interior were jointly completing
the preparation of uniform policies and proce-
dures for appraising marginal logs included in
regular timber sales (B-125053, September
30, 1968)

61 APPRAISING PULP TIMBER IN
ALASKA-The Forest Service, Department of
Agniculture, manages over 90 percent of the
180 billion board feet of commercial timber
in the State of Alaska, the major portion of
which 1s suitable for pulp Thus, for the
majority of pulp timber offered for sale in
Alaska, Forest Service appraisals establish the
minimum acceptable selling price

Forest Service appraisal gwidelines re-
quire that pnces from the local pulp-log
market be used as the starting point for ap-
praising the national forest pulp timber The
guidelines provide also that the prices be ob-
taned from a reasonably free competitive log
market We found, however, that a reasonably
free competitive market, composed of an ade-



quate volume of pulp-log sales between inde-
pendent buyers and sellers, did not actually
exist in Alaska

We found also that, primanly because of
the Secretary of Agniculture’s regulation re-
quiring that national forest fimber receive
primary manufacture in the State and because
of the Forest Service’s policies with respect to
the definition of primary manufacture, the
pulp-log market 1n Alaska was limited to sales
to the two existing pulpmulls A third pulpmli
1s planned The competition 1 this market
was further imited because of the topography
m the State, the guaranteed timber supply of
the pulpmlls, and the indebtedness of certain
mdependent loggers to the pulpmulls We
stated our belef that the present log market
in Alaska was not sufficiently competitive to
constitute a proper source for obtaimning the
pulp-log prices used in appraising Federal
timber

In a report to the Secretary of Agricul-
ture 1mn July 1968 we recommended that the
Secretary (a) reevaluate the regulation 1equir-
g primary manufacture of national forest
timber 1n Alaska and erther modify the 1egula-
tion or specify the condition justifying its
retention and (b) request the Forest Service
to thoroughly review all possible alternative
methods for appraising pulp timber in Alaska

In October 1968, the Secretary advised
us that, m accordance with our recommenda-
tion, the Department was asking the Forest
Service to review alternative procedures for
appraising timber in Alaska Our first recom-
mendation was considered no longer applica-
ble because of a new law, passed subsequent
to the issuance of our report, hmiting the
export of unprocessed logs from Federal lands
located west of the 100th mendian, which
includes Alaska (B-125053, July 26, 1968)

TRAINING ACTIVITIES

62 APPROVAL AND ADMINIS-
TRATION OF INSTITUTIONAL TRAINING
PROJECTS—In July 1968 we reported to the
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Assistant Secretary for Manpower, Depart-
ment of Labor, on our review of the proce-
dures and piactices followed by the Bureau of
Employment Secunty, Department of Labor,
and by the Office of Education, Department
of Health, Education, and Welfare, 1n approv-
ing and admunistering an institutional tramning
project to tramn 45 men as skipjack tuna fish-
ermen 1 Hawau under the Manpower Devel-
opment and Tramung Act of 1962, as
amended (MDTA)

On the basis of our review, it appeared
to us that the traming project was not ade-
quately planned or developed 1 consonance
with existing needs for such tramming in Hawan
and that costs mcurred were disproportionate
to the results achieved This seemed evident
from the fact that direct Federal costs of
$187,589 resulted 1n the traming of only nine
fishermen It appeared to us also that the
project was of questionable benefit at the out-
set, i the light of evidence available at the
time of approval that skipjack tuna fishing 1s a
seasonal occupation in Hawan and thus train-
ees would not be provided with the full-time
employment that 1s required by MDTA

We recommended that the Manpower
Administration reexamine the rewiew and
approval procedures applicable to MDTA
training projects to determine what further
evaluation and control procedures may be
necessary to ensure that MDTA trammng
courses are designed to provide for tramning 1n
occupations leading to full-time and perma-
nent employment

In October 1968 the Assistant Secretary
for Administration advised us that, in this
instance, approval of the project had been
given on the basis of definite assurances from
prospective employets that tramees would be
employed full-time following traming, how-
ever, the full-time employment promsed was
not provided The Assistant Secretary stated
that this project was one of the early MDTA
mstitutional tramning projects approved and
that the gwidelines and instructions i the



MDTA handbook mught not have been clear
and exphlicit regarding approval of tramning for
seasonal-type occupations He stated that the
Department believed that the revised MDTA
handbook would be responsive to our sug-
gestions with regard to seasonality and ade-
quate evaluation and control procedures for
planning and developing projects (Report to
the Assistant Secretary for Manpower, De-
partment of Labor, July 29, 1968)

UNEMPLOYMENT INSURANCE

63 APPEALS OF BENEFIT
DETERMINATIONS-In April 1969 we
reported to the Assistant Secretary for Man-
power, Department of Labor, that there was a
need for improvement in the adjudication of
claimant and employer appeals 1n connection
with benefit payments to unemployed per-
sons under the unemployment nsurance pro-
gram The review was made at the regional
manpower office in Boston, Massachusetts,
and at the State employment security agen-
cies 1n Maine, Massachusetts, and Rhode
Island

We found that the States’ appeals offi-
cers were not including in therr written deci-
sions the specific reason or 1easons for their
reversal of the benefit determinations made
by local officials We found also that benefit
determinations made at the local offices had
been reversed upon appeal because the local
offices had not made complete or effective
fact-finding investigations at the time that the
determinations were made and that appealed
cases in the State of Maine were not being
timely reviewed and adjudicated It appeared
to us that the delays were contrary to the
objective of the unemployment msurance pro-
gram of having prompt and proper payments
made to claimants determined to be eligible
and that there was a need for more intensive
momtoring of the State agencies’ appeals and
adjudication activities by the regional man-
power office to mmprove the effectiveness of
the unemployment msurance program
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Durnng the review, we discussed our find-
ings with the regional administrator in
Boston, who agreed, in general, with our
views on the need for improvements m the
matters discussed above and advised us that
appropriate corrective action would be taken
(Report to the Assistant Secretary for Man-
power, Department of Labor, April 25, 1969)

VETERANS BENEFITS

64 USE OF EDUCATIONAL AND
VOCATIONAL COUNSELING SERVICES
PROVIDED BY SCHOOLS-In November
1968, we reported to the Congress that the
Veterans Adminmstration (VA) had been refer-
rning war orphans to contract guidance centers
to receive vocational and educational counsel-
ing without first determining each individual’s
counseling needs We found that, of the est1-
mated $941,000 in fees which VA paid guid-
ance centers to counsel war orphans during
fiscal year 1967, about $376,000 was for
counseling beneficiaries who were attending
secondary schools that had approved counsel-
ing programs under the National Defense
Education Act and about $312,000 was for
counseling beneficiaries who were 1n colleges
ot technical schools that provided counseling
services to students

We proposed that VA obtain and con-
sider all pertinent information relating to the
beneficiaries’ educational and counseling
background for the purpose of determining
whether referral to guidance centers for adds-
tional counseling 1s necessary We proposed
also that VA encourage those beneficianes
attending schools which have counseling avail-
able to utilize the counseling services available
to them mn their schools

The Deputy Admnisirator of Veterans
Affairs stated that VA was in general agree-
ment with our report and had adopted new
mandatory procedures to ensure that bene-
ficiaries needing less than comprehensive
counseling would not be referred to guidance



centers but would be counseled by VA coun-
selors on the basis of greatly abbreviated m-
terviews Although the Deputy Admunistrator
stated that VA would encourage potential ap-
plicants attending high school to utilize the
counseling services available to them 1n thewr
schools, he indicated that he believed that
many colleges and technical schools did not
provide their students with comprehensive
counseling services We found however, that a
substantial number of colleges maintamed
professionally staffed guidance departments
We recommended therefore, that VA encour-
age ehgible persons who have been accepted
for admussion to, or who are enrolled 1n, these
schools, to utilize, where approprnate, the
counseling services available at the schools

In March 1969 the Admnistrator of
Veterans Affaus advised the Chairman, Com-
mittee on Government Operations, House of
Representatives, that, in response to our rec-
ommendations, VA had improved 1its proce-
dures for directing beneficiaries to available
counseling services outside the VA to ensure
that full advantage 1s taken of all counseling
services available and that no unnecessary
duplication of effort occurs He stated also
that a substantial improvement 1in utilization
of overall resources had resulted and would
continue to accrue (B-118660, November 15,
1968)

65 GOVERNMENT'S CONTRIBU-
TION TO THE COST OF SERVICEMEN'’S
GROUP LIFE INSURANCE-Public Law
89-214, authonzing the Servicemen’s Group
Life Insurance program, provides that mem-
bers covered by the program bear the cost of
normal mortahty claims and that the Govern-
ment bear the cost of mortalities traceable to
the extra hazards of war In addition, the law
prescribes a formula for the computation of
the Government’s costs

On the basis of our review of the legisla-
tive history of the authonzing legislation, we
beheve that the Congress mtended that the
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Government bear all mortality costs traceable
to the extra hazards of war We found,
however, that application of the formula con-
tamed m the law to compute the Govern-
ment’s costs resulted in servicemen’s contri-
buting about $15 mllion during fiscal year
1968 for the costs of death claims traceable
to the Vietnam conflict

Accordingly, 1n a report to the Congress
in May 1969, we suggested that, 1n order to
implement the mtent of the legislation—that
the Government bear all mortality costs trace-
able to war—the Congress might wish to con-
sider amendatory legislation changing the
formula contained in the law

The Veterans Admnistration advised us
that 1t agreed, in general, with the data
presented 1 the report and that changing the
formula would require a change in the law
On June 16, 1969, House bill 12157 was in-
troduced The purpose of the bill 1s to ensure
that the United States bear all of the cost of
servicemen’s group life insurance traceable to
the extra hazards of war (B-114859, May 29,
1969)

WAGE RATE DETERMINATIONS

66 ESTABLISHING THE MINI-
MUM WAGE RATES FOR FEDERALLY
FINANCED HOUSING CONSTRUCTION-In

a report submitted to the Congress in Septem-
ber 1968, we pointed out that the mmmum
wage rates prescribed by the Department of
Labor, under the Davis-Bacon Act, for con-
struction of four federally financed housing
projects in the Washington, D C, metropol-
tan area were sigmificantly higher than the
wage rates paid in the area on comparable pri-
vate residential construction We pointed out
that the Department had, for the most part,
prescribed the negotiate wage rates applicable
to commercial-type building construction mn
the Washington metropolitan area as the mini-
mum wage rates payable on federally financed
military famuly housing and low-rent public
housing construction in the area We con-



cluded that the higher mimmimum wage rates
prescribed by the Department for construc-
tion of four federally financed housing pro-
Jects durning the fiscal years 1965, 1966, and
1967, had resulted or would result in extra
construction costs estimated at $1 4 million

We recommended that the Department
(a) prescribe the prevailing wage rates for rest-
dential housing construction 1n the Washing-
ton metropolitan area as the minimum rates
applicable for similar military family housing
and for low-rent public housing projects in
the area, (b) make greater use of onstite sur-
veys to supplement and verify data obtained
from interested parties, (c) undertake a gen-
eral reexamination of 1ts policies and practices
for making wage determinations for mlitary
and other federally financed and subsidized
housing throughout the country, and (d)
show 1 1ts area wage determunations the rest-
dential construction wage rates found to be
prevailing in the area of the housing construc-
tion

During our review the Department of
Labor changed 1ts policy in regard to two
other military family housing projects 1n the
area and prescribed the wage rates generally
prevailing for private residential construction
in the area as the mimimum wage rates for the
construction contracts for these housing pro-
jects The Secretary of Labor informed us
that the Department would continue to pre-
scribe separate and different wage rates, as
distingnished from the rates for industrial and
commercial construction, for military housing
construction, wherever the separate and dif-
ferent rates prevail on housmng work in the
area

The Secretary stated that, although the
Department currently lacked adequate facil-
ities for collecting wage information in vari-
ous parts of the country, four additional field
representatives had been requested Since the
Secretary’s comments regarding 1ts new policy
appeared to be directed principally to the
mmimum wage rates for military family hous-
mg, we expressed the belief that the policy
should be extended to other federally con-
structed and assisted housing, especially to
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low-rent public housing in the Washington
metropolitan area and in other areas of the
country (B-164427, September 13, 1968)

WATER RESOURCES DEVELOPMENT
PROGRAM

67 IMPROVED PROCEDURES
FOR NEGOTIATING CONTRACTS WITH
WATER USERS- In our October 1968 re-
port to the Congress, we noted that water had
been delivered to users north of the city of
Sacramento, California, through releases from
Shasta Dam and Reservon after its com-
pletion 1n 1944 but that it was not until 1964
that the Federal Government was able to
reach agreement with the users as to the
amount of “Federal water” made available by
the project for which the users were required
io pay $2 an acre-foot Calculations made by
the Bureau of Reclamation showed that, dur-
ing the 20-year period of mnegotiations
(1944-63) the water users had used, without
charge, about 6 nullion acte-feet of project
water, valued at $12 mllion

We reported that at December 1967 the
Bureau had concluded, or had pending, 141
contracts with water users covering about
2,300,000 acre-feet of water These contracts
will, 1n our opinion, permit the water users to
use, without charge, 950,000 more acre-feet
of water annually, with a contract value of $2
an acre-foot, than was available for use in
an average year prior to the operation of
Shasta Dam and Reservorr

We recommended that the Secretary of
the Interior, n future negotiations of this
nature, establish, prior to construction of a
project, definite limits as to the quantity of
water that would be available without the
project and the maxmmum period of time to
negotiate acceptable agreement with the
users We recommended also that, if accept-
able agreements cannot be reached within
these limts, the Congress be advised of the



matter, including the possibility that litigation
might be required after the project 1s con-
structed to ariive at a reasonable settlement
In this way the Congress can reconsider the
authorization of the project

In December 1968, the Department
advised the Bureau of the Budget that 1t
agreed with the substance of our recommen-
dations The Department stated, however,
that the procedures used n preparing feas:-
bility reports prior to authorization, preparing
definite plan reports to firm up developments
after authonzation, and processing of annual
appropriations through the executive and
legislative branches were all aimed at avoiding
such situations as arose with the Sacramento
River diverters in the Central Valley Project
(B-125045, October 18, 1968)

FEDERAL PROGRAMS-GENERAL

68 ELIGIBILITY OF WwWIDOWS
FOR FEDERAL BENEFITS—Our compar-
son of mnformation obtained from marriage
records in seven States, for hmited periods,
with data obtained from the records of five
Federal agencies—the Department of Health,
Education, and Welfare, the Veterans Admin-
istration, the U S Cival Service Commussion;
the Railroad Retirement Board, and the
Department of Labor-showed that benefit
payments had been made to 47 widows who
were mehlgible for such benefits because they
had remarried

Subsequent to our reporting of these
cases, the agencies terminated benefit pay-
ments 1 135 cases and, in the 12 remaimng
cases which had been previously terminated,
took action to correct improper termination

dates In addition, action was taken 1n an
effort to collect the overpayments which

amounted to about $82,000 If these benefit
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payments had been continued, they could
have amounted to about $1 2 million

In a report to the Congress in August
1968, we stated that we believed that the five
Federal agencies could strengthen their proce-
dures for identifying widow beneficiaries who
become meligible for benefits because of their
remarriage by obtaming information from
State marriage records for comparison with
data in the agencies’ files

We recommended that the Director,
Bureau of the Budget, arrange with the five
agencies to make feasibility studies to deter-
mune whether the benefits to be derved from
using State marriage record data for iden-
tifying widow beneficiaries’ unreported or
incorrectly reported remarnages would
exceed the costs of such a program and to
evaluate the results of the studies and, if war-
ranted, (a) make arrangements for obtaining
from the various States data on widows who
have remarnied and (b) assign to one of the
agencies the 1esponsibility for receiving State
marnage record data and for converting such
data to a form usable by each of the agencies
for 1dentifymg ineligible beneficiaries and
incorrect benefit payments

The Director, Bureau of the Budget,
advised us that the Social Security Admin-
istration, Department of Health, Education,
and Welfare, had under way a study nvolving
the matching of its beneficiary rolls with mar-
nage records of 15 States and that the Bureau
of the Budget would arrange for interagency
participation in this study The Director states
also that, 1if, after evaluating this study, it
appeared that a more extensive study was
desirable, the Bureau of the Budget would
take the lead in making the arrangements By
Septemeber 1969, the study being made by
Social Security Admunistration had not been
completed (B-164031(4), August 22, 1968)



INTERNATIONAL ACTIVITIES

FOREIGN ASSISTANCE PROGRAMS

69 ADMINISTRATION AND MAN-
AGEMENT OF FOREIGN ASSISTANCE TO
COLOMBIA—At the request of the Chairman
of the Senate Foreign Relations Committee,
we reviewed the admnistration and manage-
ment by the Agency for International Devel-
opment (AID) of 1ts economuic assistance pro-
gram for nonproject purposes 1n Colombia
Nonproject assistance financed imports 1m
support of Colombia’s development program
without tymg the imports to specific projects
Project assistance has been directed to mdivid-
ual capital projects or techmical assistance

Economuc assistance to Colombia from
all soutces from 1946 through December
1967 totaled $1 6 billion Of this amount,
$430 mlhion was provided by AID, 91 per-
cent of which was made available during the
Alliance for Progress, which was formulated
m late 1961 AID’s program in Colombia 1s 118
third largest 1n Latin America

Our report, 1ssued 1n July 1968, showed
that Colombia’s aggregate economic and
social progress during the first 5 years of the
Alliance for Progress (1962-66) was less than
AID and Alhance goals During the Alhance,
AID has not made systematic or substantive
evaluations of Colombia’s piogress and per-
formance 1n many areas There has been a
sertous lack of basic data in Colombia, and no
substantial progress has been made durmng the
Alliance toward developmg a system for
timely gathering and assessing of basic data
In Colombia, AID

—Did not develop a system for accumu-
lating prior expertence for application
in developing its future strategy

—Was not explicit or definite, in many
Instances, In 1ts goals and 1argets
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—Did not tailor 1ts level of assistance to
specific levels of country performance

AID made no independent overall review of
the adequacy and effectiveness of AID strat-
egy for achieving US and Alhance develop-
mental objectives in Colombia

Accordmgly, we proposed that the
Administrator, AID, take the actions neces-
sary to

—Ensure that substantive evaluations are
made on a systematic basis of Colom-
bia’s performance and progress in each
key area affecting its economic and
soctal development

—Develop alternative annual levels of
assistance for Colombia tailored to spe-
cific levels of Colombian performance

—Develop a method of incremental fund-
ing whereby the release of AID assis-
tance 1s condrtioned on, and proportion-
ate to specific improvements in Colom-
bian performance

—Require that the overall effectiveness
of AID assistance strategy 1in Colombia
be reviewed at appropriate intervals
by knowledgeable internal or external
officials who have no responsibility
for management of the program

AID did not agree with our proposals
that substantive evaluations be made in each
key area and that AID develop alternative
annual levels of assistance for Colombia tai-
lored to specific levels of Colombian perform-
ance AID took the position that substantive
evaluations had been carried out We do not
agree that they have been carried out, and we
have pomnted out a great number of areas
where they had not been



Furthermore, we beheve that AID has
not developed an annual level of assistance for
Colombia tailored to specific levels of Colom-
bian performance, as previously discussed
The failure to do so, mn our opinion, 1S con-
trary not only to AID’s stated policy and
public pronouncements but also to prudent
management and thus the proposal deserves
reappraisal

Because of the fundamental importance
of these two matters to the effectiveness of
the AID program 1n Colombia, we highlighted
these matters for the Committee’s further
consideration (B-161798, July 8, 1968)

70 MANAGEMENT OF PROP-
ERTY ACQUIRED FOR FOREIGN ASSIS-
TANCE-In August 1968 we reported to the
Congress that from fiscal year 1963 to
December 31, 1967, the Agency for Interna-
tional Development (AID) rehabilitated and
distnbuted excess property that originally
cost $119 million AID’s Excess Property
Regional Office in Europe accounted for $39
milhon of the $119 million, and the rehabili-
tation was performed, for the most part, by a
foreign contractor under a contract adminis-
tered by AID Our review showed that there
was a cntical need for AID to strengthen its
adminstration and management relating to
the rehabilitation and distribution of excess
property

AID had generally followed a practice of
distributing excess property on a first-come-
first-served basis, without considering whether
the rehabilitated property would substitute
for new procurement or whether 1t would be
used by the recipient country as supplemental
assistance Some countries were able to obtamn
early commitments for the property under
AID’s first-come-first-served formula Other
countries reported a “preemption of desirable
material’”’ before therr needs had been
constdered

The extent of AID surveillance over the
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quality of the rehabilitation work by private
contractors abroad was not sufficient to
ensure that the equipment was in a satis-
factory operating condition before being
distributed to the recipient countries

We noted deficiencies in AID’s negotia-
tion and admunistration of 1ts primary con-
tract in Burope for repair and rehabilitation
of excess property These deficiencies related
to

—hmited use of competition 1n award of
the repair contract and in award of the
contracts for transportation of excess
property as well,

—contract labor rate increases without
adequate supporting cost data,

—a farge portion of the repair work’s not
being covered by contract

—Inadequate negotiation of labor hours
worked and billed for by contractor,
and

—unnecessary costs incurred in the pro-
curement of repair parts and materials
from local sources

The results of our review were made
available to the Special Subcommittee on
Donable Property, House Committee on Gov-
ernment Operations, and to the Subcom-
mittee on Foreign Aid Expenditures, Senate
Committee on Government Operations, which
were concurrently conducting reviews relating
to aspects of AID’s program for advance
acquisttion of excess property The reports
resulting from these congressional reviews dis-
cuss the deficiencies described in this report
and 1nclude recommendations to AID for
improving 1ts management of the program

Agency officials have agreed, 1n general,
with our findings and have taken, or are
taking, a number of specific corrective
actions These actions will



—emphasize the use of excess property as
a substitute for new procurement,

—upgrade the quality of the rehabilitation
work, and

—strengthen and improve the negotiation
and administration of present and future
excess property rehabilitation contracts

(B-146993, August 2, 1968)

UNITED STATES BALANCE-OF-
PAYMENTS POSITION

71 BALANCE OF PAYMENTS
ASPECTS OF MILITARY OFFSHORE PRO-
CUREMENT ({a)~In September, 1968, we
reported to the Assistant Secretary of Defense
(Installations and Logisfics) on the results of
our review of an offshore (1e outside the
United States) procurement of railroad cars in
Japan to fill requirements 1n Vietnam

We concluded that the offshore procure-
ment of 172 railroad cars at a cost of $1 75
million could have been avoided had regula-
tions, designed to munimize dollar outflow,
been observed 1n spirit as well as in letter

Our review showed that the procurement
had been made offshore on the basis of urgent
need and short delivery time Our examina-
tion of the data, however, showed that a
combination of overstated estimates of deliv-
ery time from the United States and under-
stated estimates of delivery time from Japan
probably had been instrumental in leading to
the decision to buy offshore We concluded
that the railroad cars could have been deliv-
ered from US sources as soon as from
Japanese sources, and at a comparable cost,
had procurement action been started within a
short time after the urgent need for the cars
was first identafied

We made no specific recommendations
with regard to this particular procurement
because of the “isolated mstance” nature of
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the transaction However, we brought the
matter to the Department’s attention for such
action as 1t considered necessary (B-163389,
September 10, 1968)

72 BALANCE OF PAYMENTS
ASPECTS OF MILITARY OFFSHORE PRO-
CUREMENT (b)—In December 1968 we
reported to the Secretary of Defense the
results of our review of selected offshore pro-
curement, 1 e procurements from sources out-
side the Umited States

This particular report dealt solely with
offshore procurements of prefabricated build-
ngs which, in our opmmon, could have been
procurred 1 the United States had Depart-
ment of Defense (DOD) regulations, designed
to minimize dollar outflow, been followed

Our review showed that in April 1965
the US Auir Force decided to buy, through
the Air Force Logistics Command and from
US suppliers, 384 airanflatable, portable
shelters to fill an urgent need 1n Vietnam The
cost of these shelters, with modifications, was
$8 9 million

The portable shelters failed to pass test
conditions and were deemed unsatisfactory
for use mm Vietnam Most of the shelters are
now 1n storage

The series of problems encountered in
obtaining acceptable awr-inflatable shelters put
off consideration of suitable alternatives until
late February 1966, about 10 months after
the decision had been made to buy the inflat-
able shelters At this pownt in fime, the Air
Force Logistics Command directed the pro-
curement of prefabricated metal buildings to
meet known requirements for structures in
Vietnam Consequently, two contracts were
awarded to US suppliers for 288 prefabn-
cated metal buildings costing $1 9 million All
buildings were to be delivered by December
1966

Apparently knowledge of this action did



not filter down to procurement officials mn
Vietnam because, between August 1966 and
April 1967, the 7th Air Force in Vietnam
awarded to foreign firms in Singapore seven
contracts amounting to $896,937 for 65 pre-
fabricated buildings

We concluded that the time lost 1n trying
to develop a satisfactory arr-inflatable shelter,
during a period of rapid buildup 1n the field,
intensified pressures on using activities to
obtain buildmgs from any readily available
source, urespective of higher cost or of gold-
flow considerations When the normal supply
system does not respond to customer needs,
as m this case, using activities are motivated
to bypass 1t Although this 1s understandable,
we believe that local commands should be dis-
couraged from locally procuring costly mate-
rial until they have exhausted prospects of
obtamning 1t through regular supply channels

We suggested that it would be instructive
for this case history to be brought to the
attention of DOD’s subordinate commands
The Air Force concurred (B-163389,
December 30, 1968)

73 BALANCE OF PAYMENTS
ASPECTS OF SPECIAL LETTERS OF
CREDIT-We examined mto a special pro-
gram, know as Policy Determination 31
(PD-31), mounted by the Agency for Interna-
tional Development (AID), to help in com-
bating adverse balance-of-payments effects of
offshore procurements (1e, purchases from
sources outside the United States) financed
by AID We reported the results of the review
to the Admumstrator, AID, in November
1968

As an agency providing techmcal
assistance and capital to developing nations,
AID has had an important role to play in con-
tributing to improvements in the US
balance-of-payments position For example,
m 1959 AID termunated 1ts policy of allowing
1ts assistance to be used for imports from any
free-world nation, and, since that time, has
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mcreasingly tied assistance to procurements
from U S sources

Exceptions to procurement from U S
sources have been permitted in the case of
eight developing countries In these countries,
commodities financed by AID can be ob-
tamed for use in third countries, provided
that payment for the commodities 1s by
special letters of credit that can be used to
buy only goods of American origin

In examining mto PD-31 special letter-
of-credit transactions, we observed that two
developing countries were using dollar credits
under the program to finance agncultural
products exported under the Department of
Agriculture’s (USDA’s) Commodity Credat
Corporation (CCC) barter program In our
opmion, this use reduced the balance-of-
payments advantages that could otherwise
have been realized

During the period of our review (July
1967 through March 1968), $46 8 million was
disbursed to US suppliers for goods pur-
chased by nations participating in the PD-31
program Our test comprised $31 million of
these transactions

This test showed that transactions total-
mg $3 3 million were 1dentified specifically on
vouchers as representing payments on behalf
of India and Taiwan to US exporters for
agricultural commodities exported under CCC
barter contracts It 1s possible that other agr-
cultural exports financed under the PD-31
program may have been barter transactions,
although not identified as such since there
was no requirement to mclude this informa-
tion on the vouchers

Since a major objective of both programs
(barter and PD-31) 1s to realize balance-of-
payments advantages, we concluded that
overall advantages had been reduced by hav-
mg the funds of one Government agency
(AID) used to finance exports of another
Government agency (USDA)



We discussed the results of our test with
AID officials duning our review In September
1968, AID took steps to amend outstanding
PD-31 letters of credit to prohibit their use in
payment for export of agricultural commod-
1ties under the CCC barter program Appro-
priate notification of the amendment was
made to central monetary authorties of the
PD-31 source countries and to the US banks
mvolved m the program (B-146820, Novem-
ber 22, 1968)

74 IMPROPER PAYMENT OF
PORT CHARGES ON FOREIGN-AID SHIP-
MENTS-In May 1965 we reported to the
Congress that the Agency for International
Development (AID) had made, and was cur-
rently making, mmproper payments for ocean
shipments of surplus agricultural commodities
donated by the Umited States to US volun-
tary relief agencies under title ITI, Pubhc Law
480 Our test showed improper payments on
shipments to an aid-recipient country because
ocean shipment tanff rates included port
charges comprsing consular, unloading, han-
dling, warehousing, and transportation
charges properly chargeable to the recipient
country under the terms of agreements
between the voluntary relief agencies and the
country This situation resulted from the
farlure of AID and the voluntary rehef agen-
cies to examine adequately the makeup of the
tarff rates which included these charges

As a condition for delivering donated
foodstuffs to the people of the recipient
country, the voluntary rehef agencies had
entered into special agreements Under these
agreements, the country agreed to admit the
donated commodities free of all import
duties, taxes, and fees for consular services
and to furnish the necessary funds to pay all
port expenses, mcluding chaiges for unload-
mg, warehousing, handling, and transporting
of commodities

We recommended that AID, in conjunc-
tion with the Department of State and the
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voluntary rehef agencies, undertake negotia-
tions with the recipient country to obtain
agreement for a refund of such amounts as
had been mmproperly paid for ocean trans-
portation m the past We recommended also
that AID determine the extent to which such
port charges were bemg improperly paid mn
other countries and undertake to obtam
appropnate refunds

We recommended further that, to
provide for more effective reviews of tanffs in
the future, the Federal Maritime Commission
require all ocean carriers of U S -financed
cargo to itermze and separately state in their
tanffs the several factors constituting all port
charges and nontransportation charges
mmposed by a foreign government or constit-
uent agencies thereof In addition, we recom-
mended that, fo prevent improper payments
in the future, AID establish a requirement
that the U S voluntary relief agencies arrange
with steamship companies for presentation of
billing documents which show separately all
charges that are for the account of the foreign
governments

AID did not seek refunds and took no
action untidl the Subcommittee on Foreign
Aid Expenditures, Senate Commaittee on Gov-
ernment Operations, held hearings 1n March
1968 to determuine what action had been
taken to ensure that payments for ocean
transportation on foreign-aixd commodities,
both economuc and mulitary, do not imnclude
port charges We assisted the Subcommuttee in
the accumulation of data used and testified to
during the hearings

The responsible agencies agreed at the
hearings that, through the use of a statistical-
average approach, they would cease to finance
port charges in the major aid-recipient coun-
tries The Administration estimated that,
under the new procedures scheduled to go
mnto effect no later than January 1, 1969, an
annual budgetary and balance-of-payments
savings of about $16 million would be
achieved (B-146820, May 20, 1965)



75 PAYMENT OF CASH IN LIEU
OF GOVERNMENT TRANSPORTATION
REQUESTS IN EXCESS - CURRENCY
COUNTRIES—In Aprl, 1969 we reported to
the Congress on the Peace Corps practice of
paymng US dollars 1n heu of furmishing Gov-
ernment Transportation Requests (GTRs),
payable mm US -owned excess foreign cur-
rency, to volunteers returming from foreign
posts upon completion of thewr tours of duty

During the 17-month period ended
November 30, 1968, 492 Peace Corps volun-
teers returning from India were paid
$181,759 1 cash for return transportation to
the United States in lieu of bemng furmshed
with GTRs payable in excess rupees at virtu-
ally no cost to the US Government Simi-
larly, in Tunisia, during fiscal years 1966 and
1967, 187 Peace Corps volunteers were paid
about $64,000 1n cash for return transporta-
tion to the Umted States in heu of being
furnished GTRs payable 1n excess dinars

We concluded that the use of dollar
payment, rather than excess foreign cur-
rencies, for transportation costs of returning
volunteers resulted in increased costs Cash
payments of dollars abroad to returning vol-
unteers in lieu of transportation home also
adversely affects the US balance of pay-
ments to the extent the dollars are spent with
foreign organizations and individuals

We recommended to the Director of the
Peace Corps, m a letter dated July 29, 1968,
that the policy of paying dollars in heu of
furnishing GTRs payable in U S -owned
excess foreign currency be terminated unless
1t was determined that the contmuation of
the practice was essential to recrmaitment and
therefore to the Peace Corps program

The Director of the Peace Corps was not
m full agreement with our findings, however,
he recogmized that Peace Corps policy, with
respect to return transportation of volunteers,
would tend to have an adverse effect on the
balance-of-payments of the United States
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Subsequent to the 1ssuance of our report
to the Congress, the Director of the Peace
Corps undertook a review of this question and
concluded that the considerations cited i our
report were paramount over former Peace
Corps policy and stated that all new volun-
teer applicants would be advised, prior to
therr enrollment as volunteers, that the cash-
in-heu-of-GTR privilege would not be avail-
able 1f, at the time of the termination of therr
Peace Corps service, they were stationed m a
country which had been designated by the
Treasury Department as an excess-currency or
near-excess-currency country (B-145883,
April 23, 1969)

76 GREATER UTILIZATION OF
US-FLAG VESSELS TO IMPROVE THE
US BALANCE-OF-PAYMENTS POSITION
(a)=In April 1969, we advised the Admnis-
trator, Agency for International Development
(AID), that we had identified an area where
we believed AID could help to mmprove the
US balance-of-payments position without
meurring additional costs or adversely affect-
ing the objectives of one of its programs

We had reviewed selected overseas ship-
ments of donated agricultural commodities
and other supphes exported by voluntary
relief agencies to Paraguay AID finances the
ocean transportation costs of these shipments

Our review showed that about $200,000
a year had been paid to foreign-flag carmers
for these shipments Voluntary rehef agencies
have followed a policy of using foreign-flag
carriers exclusively because (a) U S -flag ves-
sels did not offer direct service and were
required to transsmp the cargo and (b) US -
flag vessels would not accept financial respon-
sibility beyond the point of transshipment

QOur review showed, however, that the
foreign-flag carrier was also transshipping the
commodities on most shipments We dis-
cussed the financial responsibility aspect with
representatives of the two US lines saihng
from North Atlantic and Gulf ports These



representatives agreed that, in the past, they
had accepted financial responsibility only to
the point of transshipment The U S lnes,
however, have since changed their position
and have advised us that they will now accept
financial responsibility to the final
destination

We beheve that, for the most part, the
voluntary relief agencies had complied with
the AID policy of using U S -flag vessels In
our opmion, however, cargoes were being
shipped to Paraguay on foreign-flag vessels
when U S -flag vessels could have been used
under then-current conditions

We suggested (a) that AID take the
actions necessary to change the certification
required of the voluntary rehief agencies so
that future requests for reimbursement of
transportation costs can be supported by
certifications that U S -flag vessels were not
available, without reference to shipment on a
direct basis, and (b) that AID notify the vol-
untary relief agencies of the change in the
US hnes’ position with regard to financial
responsibility and that AID consider these
vessels as being available when future requests
for rexmbursement of transportation costs are
made

AID did not agree with our first sugges-
tion because 1t beheved that the use of U'S -
flag vessels whenever they were available via a
transshipment route, as against a foreign-flag
direct route, would distort normal shipping
patterns and would greatly increase the risk of
loss and damage to cargo and would result 1n
unjustified higher transportation costs AID
did agree with our second suggestion and has
advised the voluntary rehef agencies that
reimbursement will no longet be made for
freight on non-U S -flag vessels to Paraguay
(B-163536, April 22, 1969)

77 GREATER UTILIZATION OF
US-FLAG VESSELS TO IMPROVE US
BALANCE-OF -PAYMENTS POSITION
{(b)—In June 1969 we reported to the
Department of Agriculture (USDA) the re-
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sults of a review of selected shipments of agri-
cultural commodities exported under title I of
the Agncultural Trade Development and
Assistance Act of 1954 (Public Law 480) The
purpose of the review was to determine
whether opportunities existed to increase the
use of US -flag vessels for the shipment of
these commodities Our review was linited to
shipments which moved on liner terms at con-
ference rates and was directed toward examun-
ing into the circumstances surrounding the
use of other than US -flag vessels “Liner
terms” means that all loading and unloading
charges are mcluded m the taniff rates paid
“Conference rates” are fixed ocean freight
tanffs established by an mternational confer-
ence of steamship companies

We 1dentified an area where we felt that
USDA could help to improve the US
balance-of-payments position without incur-
rng additional costs and without adversely
affecting the objectives of the title I program

Simply stated, we believe that USDA
could increase the use of U S -flag vessels for
cargoes which move at conference rates Our
report showed that ocean transportation costs
amounting to over $416,000 had been paid to
foreign carriers when U S -flag vessels were
available These shipments were made under
sales agreements signed during fiscal year
1968 and the first 6 months of fiscal year
1969

The law requires that at least 50 percent
of the gross tonnage be transported on pr1-
vately owned U S -flag vessels, to the extent
that such vessels are available Although the
quantity shipped on U S -flag vessels exceeded
the minimum 50 percent 1equirement, we
believe that USDA could ship a greater per-
centage on U S -flag vessels and, by so doing,
improve the U S balance-of-payments
position

We concluded that USDA procedures did
not properly consider our balance-of-pay-
ments position because USDA personnel



made no special effort to maximize the per-
centage which could be shipped on U S -flag
vessels

We informed USDA that we believed
that, when the ocean freight costs are the
same, U S -flag vessels should be used in pref-
erence to foreign-flag vessels and that US -
flag vessels should be used to the maximum
extent possible We suggest also that, during
negotiations for future shipments of these
commodities, consideration be given to in-
cluding, in the sales agreements, provisos giving
preference to U S -flag vessels over those of
other countries (B-163536, June 30, 1969)

UTILIZATION OF US OWNED OR
CONTROLLED CURRENCIES

78 ADMINISTRATION OF INTER-
EST EARNED ON FOREIGN CURRENCY -
In April 1969, we reported to the Secretary
of Defense that U S -owned local currency
funds generated from the sale of agncultural
commodities i the Republic of the Philip-
pines and allocated for common defense pur-
poses had been withdrawn from a US
Treasury account far in advance of actual dis-
bursement needs and invested in interest-
bearing time deposits and short-term piomis-
sory notes by the Joint U S Military Advisory
Group (JUSMAG)

The mterest earned on these mvestments
was used to finance Philippine construction
projects, m accordance with project agree-
ments Our review of applicable laws showed,
however, that the interest should not have
been used for construction programs but,
rather, should have been deposited in the U S
Treasury as mascellaneous receipts Therefore
we beheve that JUSMAG was without legal
authority to include m the project agreement
(or at least to agree to) a provision for the use
of interest by the Philippine Government

We proposed that all interest earned on
time deposits and paid or credited subsequent
to June 30, 1968, no longer be available to
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finance construction projects We further pro-
posed that, as outstanding time deposits
mature, principal not requured for current
expendrtures be returned, along with the
interest, to the Treasury

We have been advised that, as a result of
our review, JUSMAG has discontinued the
practice of purchasing promissory notes, that,
m hne with our proposal, JUSMAG has
deposited the equivalent of $100,600, repre-
senting inferest paid from July 1, 1968,
through April 30, 1969, with the Treasury,
and that, as remaming time deposits mature,
JUSMAG will deposit addifional interest of
about $111,300 In addition, the equivalent
of about $255,700 representing principal
currently not needed has been deposited with
the Treasury, to be held until needed by
JUSMAG

In view of the practices described above,
we recommended that a review be made of
arrangements with other countnies to ascer-
tam whether the arrangements permut the
premature withdrawal of funds and permt or
require, without legal authonty, the use of
any interest earned on these funds to augment
or supplement approved programs We rec-
ommended also that Department of Defense
officials review the adequacy of financial con-
trols over U S -owned foreign currency main-
tammed outside the accounts of the Treasury,
as well as the necessity for and legality of
such arrangements (B-146820, April 24,
1969)

79 MANAGEMENT OF FOREIGN
CURRENCY -In June, 1969, we reported to
the Secretary of Agniculture on our review of
the financial management procedures of the
Department of Agrnculture relating to the
coliection of foreign currency proceeds from

sales of agricultural commodities under title I
of Public Law 480

Our review showed that certain countries
had been late in making required foreign



currency deposits and that about 41 percent
(or $36 mlhon worth of foreign currency) of
the amount due the United States had been
recerved more than 30 days late

Inasmuch as these foreign currencies are
deposited by the US Government 1n
interest-bearing accounts, the delinquent
deposits have probably resulted in a loss of
interest income to the US Government In at
least two countries, this loss of interest
mcome can result in mcreased dollar outflow

We made several suggestions which, we
believe, will expedite the collection of these
foreign currencies We also suggested that
future title 1 foreign currency sales agree-
ments provide for payment of a penalty to
the Umited States when deposits are not made
within a reasonable period of time
(B-146820, June 26, 1969)

80 USE OF EXCESS FOREIGN
CURRENCY BY PROJECT HOPE—-In Febru-
ary, 1968, the Agency for International
Development (AID) made a $1 5 mullion for-
eign assistance dollar grant to Project Hope to
finance the operating costs of the vessel SS
HOPE for carrying out a medical traming and
teaching program 1 Ceylon Project Hope
attempted to buy 1ts local currency needs
from the US Government but was advised
that no local currency was available for sale
even though Ceylon was an excess-currency
country, that 1s, the U.S Government had
available for its use, amounts of Ceylon cur-
rency substantially in excess of 1ts normal,
expected requirements for approximately 2
years

We advised officials of the Treasury
Department and AID of thus situation i Apnl
1968 and suggested that, since Ceylon was an
excess-currency country it would reduce
budgetary expenditures and benefit the U S
balance of payments 1f a means could be
found to make US-owned excess Ceylon
rupees available for sale to Project Hope
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As a result of our suggestion, AID
directed the US Mission 1n Ceylon to make
U S -owned rupees available from the accom-
modation account for sale to Project Hope
During fiscal year 1969 the SS HOPE pur-
chased approximately $243,000 worth of
excess rupees from the US Government
because of this action (Letter to Secretary of
Treasury and to Admumistrator, AID, April 3,
1968)

81 USE OF FOREIGN CUR-
RENCIES IN LIEU OF US DOLLARS-In
December 1968, we reported to the Depart-
ment of State that we had observed instances
where we believed that U S-owned excess
Yugoslavian dinars could have been used to
pay costs being paid 1 dollars

Dollar payments n heu of dinar pay-
ments were being made to certaimn annutants
residing i Yugoslavia even though we could
find no justification m the files for granting
such payments in some cases while in other
cases the amount of dollars needed or the
period of time the dollars were required was
not shown Further, we found that there were
no follow-up procedures in effect with regard
to payments granted on a permanent basis
This appeared to be important, since many of
the payments granted on a permanent basis
wete granted for travel purposes

In July 1965, Social Security, Veterans
Administration, Railroad Retirement, and
other pension and disability payments made
to annuitants residing in Yugoslavia were
changed from dollars to U S -owned excess
dinars As of September 1967, these pay-
ments amounted to the equivalent of approxi-
mately $407,000 a month, however, about
$18,700 worth of pension payments were
being made 1n dollars each month, mostly on
a permanent basis, for various reasons In our
opmion, these dollar payments were largely
unnecessary

The records showed that, as of Novem-
ber 1967, 163 annuitants residing 1n Yugo-
slavia were recerving dollar payments on a



permanent basis directly from the Umted
States In addifion, a few recipients were
converting their dinar checks fo dollars at the
Embassy 1 Belgrade Also, there were a smalli
number of annuitants receving dolar pay-
ments on a temporary basis Information
provided to us indicated that the amount of
dollar payments being made directly from the
United States was increasing

We recommended that the Department
amphfy existing instructions pertamning to
approving requests for dollar payments to
annuity recipients residing in Yugoslavia to
provide guidehnes as to the circumstances
under which requests for dollar payments
may be approved, particularly in the case of
US citizens In addition, we recommended
that the Department direct the Embassy to
undertake a review of all then-current cases of
dollar payments to annuitants with the view
to terminating those which were not justified
We pointed out that, although our review was
Ilimited to Yugoslavia, the Department might
wish to consider amphifying 1ts mnstructions to
1ts Embassies 1 other excess-currency coun-
tries

On February 4, 1969, the Department
mmformed us that it was amplifying existing
mstructions to provide guidelines as to cir-
cumstances under which dollar payments n
Ireu of local currency payments may be
approved and to emphasize the necessity for
mmmediate and periodic reviews of the need
for continuing dollar payments The instruc-
tions wil be furmshed to the American
Embassies in all countries in which 1t 1s the
policy to pay resident US Government
annuitants 1n excess, Or near excess, curiency
(Report to Deputy Under Secretary of State
for Administration, December 9, 1968)

82. ACCOMMODATION EXCHANGE
TRANSACTIONS IN EXCESS-CURRENCY
COUNTRIES—In October 1968, we reported
to the Department of State on our review of
selected policies and practices regarding ac-
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commodation exchange transactions mn six
excess-currency countries India, Israel, Paki-
stan, Tunisia, United Arab Republic, and
Yugoslavia Balances of local currency avail-
able for US uses in these countries substan-
tially exceeded the normal operating require-
ments of the US Government for
approximately 2 years, as determined by the
U.S Treasury Department

Our review showed that the Department
of State permitted non-American US Gov-
ernment employees mn excess-Currency coun-
tries to recewe salary payments and certain
other enftitlements m the currency of coun-
tries to which they were traveling or immi-
grating When the travel was to countries in
which the Umted States did not hold excess
currency, an expenditure of dollars was re-
quured to purchase those currencies This
contributed to the current US deficit
balance-of-payments position and constituted
an additional budgetary cost

We identified about $70,000 in such
payments on an annual basis i the six coun-
tries covered 1 our review

We recommended to the Department of
State that 1t 1ssue instructions prohibiting this
practice 1n excess-currency countries

In January 1969, the Department
informed us that 1t had revised 1ts regulations
to provide for and limut the conditions under
which payment to non-Americans would be
made 1n other than local currency Exceptions
anticipated are few and are based on condi-
tions of employment as required by local
custom and the prevailing situation in the
country (B-146749, October 2, 1968)

INTERNATIONAL ACTIVITIES-
GENERAL

83 DIFFICULTIES IN ARRANG-
ING AIR SUPPORT SERVICES FOR US
CONTRACTORS IN VIETNAM-In Novem-
ber 1968, we reported to the Congress that



the Government of Vietnam (GVN) had de-
med certain U.S contractors working on mili-
tary programs in Vietnam permission to op-
erate, or obtain through subcontract with a
US carrer, amrlift services required to fulfill
their assignments

The GVN cated the Agreement of the
1944 Convention of International Civil Avia-
tion to support its refusal The US Govern-
ment and GVN are signers of the agreement
which provides that each contracting country
have the nght to refuse permission for the
awrcraft of another contracting country to
take on, m 1ts terntory, passengers, mail, and
cargo carried for remuneration or hire and
destined for another point within its territory
The agreement provides further that it is
apphicable only to civil aircraft and is not
applicable to “‘state’ aircraft and that aircraft
uvsed m mulitary, customs, and police services
are considered to be state aircraft

As a result, one contractor obtained air-
hift services from a joint ventiure of a U S air
cairier and a Vietnamese air carrier A
15-percent premium, based on gross revenues
and amounting to $1 2 milhon, was paid to
the Vietnamese carrier primarnly for
clearances for the US carrier to operate n
this capacity in Vietnam

Another US contractor, after using the
services of the Vietnamese air carrier, tried to
establish 1ts own amrlift capability by pur-
chasing two aircraft Only after a delay of 1
year and at an estimated additional cost of
$282,000 was the contractor able to operate
1n Vietnam

Because of the cost-reimbursable fea-
tures of the contracts, these additional costs
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are ultimately borne by the U S Government
We concluded that the additional expense and
the unnecessary complication of the con-
tractors’ operational problems had resulted
from the lack of an overall working agreement
between the two Governments We concluded
also that 1t was mnapproprate for contractors
to have to pay premmums for permmssion to fly
contract amrcraft into, within, or out of Viet-
nam when operating in support of US mali-
tary programs

We recommended that the US Govern-
ment continue its efforts to obtain an agree-
ment or a working arrangement with GVN to
permit the operation of contract commercial
arrcraft on an exclusive-use basis for logistic
arr support of US Government programs mn
Vietnam We had proposed that, should these
efforts fail to produce satisfactory results, the
Secretary of Defense determine whether the
contractors’ air support requirements could
be satisfactorily filled by alternative means

The Departments of Defense and State
agreed, n general, with our findings and pro-
posals Department of Defense officials
advised us that a review had been made and
that they had concluded that awrhft support
should continue to be provided by commer-
cial support and that mihitary airlift would be
utilized whenever feasible We were advised
that the US Embassy in Saigon and the U S
Military Assistance Command, Vietnam, were
continuing thewr efforts to negotiate a satis-
factory working agreement We were
mformed that the 15-percent premiums had
been ehiminated in July 1968 and that an
interim arrangement had been in effect from
that time, pending formulation of a final
agreement (B-159451, November 14, 1968)



PROCUREMENT

CONTRACT ADMINISTRATION

84 ADMINISTRATION OF PRICE
ESCALATION CLAUSES-The Army
awarded a fixed-price contract for ammuni-
tion items, which provided for an upward or
downward adjustment of price if the contrac-
tor expenenced an increase or decrease 1 the
prices paid 1ts suppliers of brass ammumtion
cups, a component of the ammunition items
The contract provided further that the con-
tractor (a) notify the contracting officer of
any changes m the prices of the brass cups,
(b) submut a proposal for an equitable adjust-
ment of the contract price by reason of such
changes, and (c) certify, on the final mvoice
submutted under the contract, that either it
had not expenenced a decrease in the cost of
the brass cups or, if 1t had, it had given notice
of all decreases

We found that the Chicago Region of the
Defense Contract Adminstration Services (a
Component of the Defense Supply Agency),
which was responsible for administration of
the contract, had not established controls to
ensure that contractors comphed with their
reporting and certifying responsibihities under
price escalation clauses Consequently 1t was
not aware that the contractor had expen-
enced price decreases on purchases of brass
cups and should have proposed a downward
adjustment of the contract price to the Army
We estimated that the downward adjustment
of the contract price should have been about
$248,000

We discussed our findings with the Army
and the contractor, and they took steps to
negotiate an adjustment We discussed our
findings also with officials of the Chicago
Region of the Defense Contract Admunistra-
tion Services, and they established procedural
controls for surveillance of price escalation
clauses
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In response to our report on these find-
mgs, 1ssued to the Secretary of Defense m
October 1968, the Army stated that the con-
tractor had mnformally agreed to make settle-
ment n the amount of $215,975 (B-156806,
October 2, 1968)

85 LEASING RATHER THAN
PURCHASING LAND AND BUILDINGS BY
CONTRACTORS-We found that the leasing
by contractors of land and buildings to be
used almost exclusively in the performance of
Government contracts had resulted in greater
costs to the Government than would have
been the case if the facilities had been pur-
chased by the contractors Had the facilities
been purchased, acquisition costs recoverable
by the contractors would have been linuted to
the amount of depreciation

We reviewed this matter as 1t related to
the land and buildings at 20 locations of 17
major contractors Our report on the review
was 1ssued to the Congress 1n October 1968
We estimated that the additional costs to the
Government could have amounted to about
$55 8 million by the end of the imitial periods
of the leases at the locations we reviewed
They could amount to as much as $99 3 mul-
lion if all renewal options of the leases are
exercised

The decision to lease or purchase rested
with the contractor However, because con-
tractors stood to gaimn by leasing or, in some
cases, at least avoid the nsk attendant on
ownership, contractors may have been swayed
toward a course of action more costly to the
Government since equal treatment was ac-
corded costs associated with either course of
action m negotiating profits and fees

The weighted guidehines of the Armed
Services Procurement Regulation for the
negotiation of contractors’ profits or fees did



not make approprnate distinction between
owned and leased facilities and therefore did
not offer any motiwvation to contractors to
select the method of acquisition most eco-
nomical to the Government We suggested to
the Department of Defense that, m negoti-
ating profits and fees, consideration be given
to the methods used by the contractor m
acquiring real property for use under Govern-
ment contracts

In January 1969 the Department advised
us that 1t was considering new guidelines for
negotiating profits and fees that would take
mto account the contractor’s mvestment in
facilities More recently, however, the Depart-
ment advised us that further consideration of
this matter had been deferred for about a
year (B-156818, October 23, 1968 )

86 CORPORATE EXPENSES
CHARGED TO CONTRACTS—ATt the request
of the Chamrman, House Committee on Ap-
propriations, we reviewed the policies of the
Department of Defense (DOD), the Atomic
Energy Commussion (AEC), and the National
Aeronautics and Space Admnistration
(NASA) for allowmg corporate general and
administrative expenses to be charged to cer-
tain Government contracts at Government-
owned, contractor-operated plants Our re-
port on the review was 1ssued to the Congress
m November 1968

On the basis of our review at 17 such
plants, we found differences among
Government agencies 1n their policies
governing the payment of corporate expenses
under Government contracts DOD and NASA
generally paid such expenses mcurred 1n the
performance of the contract or 1n the normal
conduct of a contractor’s busimness as a whole
AEC generally paid such expenses when
mcurred 1 the performance of the contract
but not when incurred m the normal conduct
of a contractor’s business as a whole

As a result, the costs to the various agen-
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cies of the Government for essentially the
same type of work, performed in the same
plant, differed by substantial amounts

DOD, AEC, and NASA agreed mn general
with our findings and conclusions

We made no recommendations pending
completion of a pertinent study we are con-
ducting The study, directed by Public Law
90-370 to be completed by December 31,
1969, involves the feasibihty of applying um-
form cost-accounting standards to all negotr-
ated prnime contract and subcontract defense
procurements of $100,000 or more The
study encompasses an analysis of differences
n contract cost principles established by Gov-
ernment agencies for allowing corporate gen-
eral and administrative expenses (B-124125,
November 14, 1968)

87 NONCOMPETITIVE CON-
TRACT AWARD —Pursuant to a request from
a congressional committee, we reviewed the
procurement procedures employed by the
National Institutes of Health (NIH), Depart-
ment of Health, Education, and Welfare
(HEW), 1n awarding a contract on a noncom-
petitive basis to an educational imstitution,
even though seven commercial firms had
responded to a published announcement
requesting qualfied sources to submut evr-
dence of therr competence and reliability for
performing the required work

In our report to the charrman of the
committee, we pointed out that, although we
had found no legal basis for questioning the
validity of the contract, the handling of the
procurement transaction by NIH had been
deficient because (a) adequate consideration
had not been given to the resumes submited
by the seven prospective contractors which
responded to the published solicitation for
quahifications and (b) responsible officials n
the sponsoring NIH institute and in the
research contracts section had not adequately



coordinated therr actions leading to the con-
tract award

We suggested that the Director, NIH,
immprove the surveillance exercised over the
contracting practices of the institutes and
dwvisions at NIH and the coordination among
responsible officials We suggested also that
periodic reviews of the contracting activities
of NIH be conducted by the reponsible audit
group to ensure that such actvities are carned
out effectively and economically and in
accordance with Federal laws and regulations
and prescribed policies and procedures
governing the award of contracts

The chairman released our report 1n July
1968 and requested the Secretary of HEW to
comment on the report and inform him of the
steps that would be taken to remedy the
problems discussed therein In his reply of
October 1968, the Secretary stated that (a)
HEW would 1nifiate a review of its procure-
ment policies, practices, and procedures to
develop methods for preventing the 1ecur-
rence of actions similar to those found by us,
(b) NIH had held a series of tramning sessions
on the negotilation and administration of
research contracts, and (c¢) NIH contracting
activities would be included as part of the
HEW Audit Agency’s regularly scheduled
audit activity (B-163367, March 22, 1968)

88 ADMINISTRATION OF COM-
PUTER PROGRAMMING CONTRACTS-In
June 1969 we reported to the Mantime Ad-
ministrator that Marntime Admimstration
entered mto two contracts in 1966 with an
outside programming firm for the preparation
of computer programs to process certain
cargo statistics gathered by the Division of
Trade Studies, Office of Government Aid
The contracts were mmitially scheduled for
completion within 6-1/2 months of the con-
tract dates At the time of our review, how-
ever, the computer programs were not com-
plete, although the contractor had been
working on them for over 29 months
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As a result of the delay in providing
workable computer programs, unprocessed
source data had been accumulating over the
29-month period m the Division of Trade
Studies, reports which, according to Manitime
officials, were needed in connection with cer-
tain Maritime activities were not available,
and the computer system was not being fully
utilized for the trade statistics program used
as the justification for 1ts acquisition

We believe that Mantime’s administra-
tion of these contracts was 1neffective because
of

—a lack of written documentation to sup-
port oral agreements between the con-
tractor and the Office of Data Systems
to modify contract requirements,

—the absence of contract provisions re-
quiring the submission of periodic sta-
tus reports,

—the practice of the Office of Data Sys-
tems of approving progress payments
with no assurance that work had been
performed,

—inadequate documentation to support
extensions of time for completion of
the contracts and Increase in contract
costs, and

Inadeguate monitoring of activities of
the contractor during the contract
period

We recommended that Maritime, to re-
ceive maximum benefits from 1ts automatic
data processing equipment and to improve
the admumistration of contracts, (a) 1equire
the operating unit responstble for administra-
tion of contractors’ activities to monitor con-
tractors’ work at all times and, when apph-
cable, ascertain the reasons for contractors’
failure to meet completion dates, (b) include
i future contracts of this type a requuement
for submussion of progress reports on a regu-
larly scheduled basis, (c) requure that all agree-



ments and proceedings at meetings concerning
changes 1 the scope of the contract work be
documented and included in the permanent
contract files, and (d) require contractors to
submut adequate justification for any requests
to extend or amend a contract (Report to

Marnitime Admmustrator, Department of Com-
merce, June 24, 1969)

For additional items related to “Con-
tract Admustration,” see section on
“Economic Opportumty Programs,”
items 7 and 8

Note

CONTRACTING POLICIES
AND PRACTICES

89 EVALUATION OF COMPETI-
TIVE PROPOSALS—We reviewed the proce-
dures of the Air Force for evaluating competi-
tive proposals in the award of negotiated
contracts for the operation and maintenance
of the Ballistic Missile Early Warning System
(BMEWS), the Distant Early Warning Line
(DEW Line), and the White Alice Communica-
tion System Our report on the review was
1ssued to the Congress in April 1969

At the time of award of contracts for the
operation and maintenance of the three sys-
tems, the Department of Defense (DOD) was
prohibited by law from awarding such con-
tracts for more than 1-year periods A yearly
award to a different contractor, selected
through competitive negotiation, involves
change-over costs (hiring and tiaming of new
personnel and obtammg required securnty
clearances) each year To reduce such costs,
the Air Force was retamning competitively
selected contractors for 3-year periods The
competitive selection of contractors was based
on the price proposals for only the first year
of the 3-year pertod—in hine with DOD policy
that contractors’ proposals for subsequent

years not be considered m awarding contracts
for the first year

This method gave the mcumbent con-
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tractors a sigmficant advantage over compets-
tors For example, had the Air Force been
permitted to consider each offeror’s first-year
proposal combined with option prices pro-
posed for the second and third years, it would
have been found that the proposal of a com-
petitor for the BMEWS contract, rather than
that of the mmcumbent contiactor, was the
more favorable About $8 8 mullion mght
have been saved by award of the contract to
the competitor

We suggested that, where there was rea-
sonable certainty that (a) the options for the
second and third years will be exercised and
(b) failure to consider the option prices for
the second and third years would result in
substantially increased costs, DOD explore
the means to amend, or deviate {rom, its
pohcy DOD advised us that revisions to its
policy were being considered

On July 5, 1968, the President signed
legislation (Public Law 90-378) that author-
1zed certain contracts for services and nci-
dental supplhies to extend beyond 1 year
(multiyear contracts) The legislation 1s apph-
cable to contracts awarded for services or
mcidental supphes outside the Umted States
that are funded by 1-year appropriations and
therefore 1s applicable to the operation and
mamtenance contracts of the type discussed
mn our report This legislation should help
alleviate some of the problems in the negotia-
tion and award of such contracts (B-162839,
April 25, 1969)

90 PROCUREMENT OF JEWEL
BEARINGS—The Willhlam Langer Jewel Bear-
ing Plant, Rolla, North Dakota, was estab-
lished by the Government in 1952 as a
Government-owned, contractor-operated
domestic source of jewel bearings used in
defense 1tems to eliminate dependency upon
foreign sources of supply which could be cut
off in the event of war The Langer plant was
a mandatory source for jewel bearings con-
tamed 1n 1tems purchased by the Government



and for jewel bearings purchased for the
national stockpile Because available informa-
tion mdicated that the plant was not being
fully used, we made a survey of the puichas-
ing and stockpiling of jewel bearings with the
objective of examining mto comphance with
the mandatory-source requirements and the
adequacy of the existing stockpile to meet its
objectives Our report on the survey was
1ssued to the Congress in April 1969

We found that there was a need for

—Better enforcement of the mandatory
requirement for the purchase and use of
the bearings produced in the plant

—Greater compliance with the require
ment for the use of military-standard-
size bearings

—Review of the adequacy of the jewel
bearing stockpile

We proposed

—That the mandatory-source requirement
included tn contracts for purchases over
$2,500 be entended to purchases under
$2,500 when the item being purchased
was a Jewel bearing or a mounted jewel
bearing

—That nstructions be 1ssued explaining
the bases for granting waivers of the
mandatory-source requirement

—That current mulrtary standards for
Jjewel bearings be studied and updated
where appropriate and that the Armed
Services Procurement Regulation
{ASPR) be revised to point out the need
to use military-standard bearings

—That the jewel bearings in the stockpile
be analyzed to determine whether they
were applicable to military end 1tems
currently in use and could be used In
the event of mobilization

The agencies involved expressed agree-
ment with certam of our proposals The
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Department of Defense, however, did not
agree with our proposal that ASPR be revised
to pomnt out the need to use mulitary-standard
bearings We recommended that the Depart-
ment reconsider 1ts position on this matter
(B-159463, Apnil 17, 1969)

91 PROCUREMENT OF TECHNI-
CAL MANUALS-We made a review of the
Army’s procurement of techmical manuals
used by maintenance personnel m overhauling
uninstalled aircraft engines A report on this
review was 1ssued to the Secretary of the
Army 1n October 1968 The Army followed
the practice of procuring these manuals from
the engme contractors mn manuscript form
and furnishing the manuscripts to air-frame
contractors tor inclusion in the overall awrcraft
maintenance manual

We found that the processing of the en-
gine maintenance manuscripts by the airframe
contractors had not resulted in any substan-
tive changes mn the supphed technical data We
believed that the Army could improve the
delivery time of the engine maintenance in-
structions to its using activities and also could
effect cost reductions of about $100,000
annually by having engine manufacturers pre-
pare therr manuscripts m reproducible form
Such action would avoid the need for process-
g of the matenal by the awrframe contrac-
tors It would also conform with the practices
followed by the Air Force and the Navy
which procure simlar data from their engine
contractors

Following our discussion of these find-
ings with officials of the Army, they agreed to
adopt procedures similar to those followed by
the Awr Force and the Navy (B-161671,
October 3, 1968)

92 PAYMENT FOR SERVICES ON
LUMP-SUM OR ANNUAL INSTALLMENT
BASIS— In January 1969, we stated in a
report to the Secretary of the Intertor that
our review of a contract executed mn June
1965 with a private power company for the
transmussion of Federal power disclosed that



the Government would incur additional costs
of about $525,000 This additional cost
would be mcurred because the Bureau of
Reclamation elected to make a $2 6 million
lump-sum payment to the company for the
use of the company’s transmussion facilities
for 50 years when 1t would have been more
economical to have made 50 annual payments
of $100,000 The company had given the
Bureau the opmion of using erther method

The Bureau elected to make a lump-sum
payment based upon a comparative cost
analysis of the two alternatives, using
present-value techniques by applymg interest
rates prescribed in Senate Document 97,
Eighty-seventh Congress, second session
Senate Document 97 established the proce-
dures to be used in discounting future bene-
fits and costs in determining the feasibility of
water resources projects The discount-rate
determination, as prescribed m Senate Docu-
ment 97, required the use of the average rate
of interest payable on Treasury obligations
which, upon orginal issue, had terms of
matunty of 15 years or more

Although the Bureau 1s required to
follow the nterest-rate critenia set forth
m Senate Document 97 for determining the
feastbility of a water resources project, such
a requirement does not exist for deciding
whether 1t would be in the Government’s
mterest to contract for a service on a lump-
sum-payment basis or by making periodic
payments over a specified number of years
Because the average-yield interest rate which
1s the average yield of long-term Treasury
bonds neither due nor callable before a
given number of years, in o opmion, more
accurately reflects the real mterest cost
to the Government, we believe that rate
should have been used mn considering the
two methods of contracting for facilities
and services This rate, based on current
market prices, appears in the monthly
Treasury bulletin Had the Bureau used the
average-yield rate, the present worth of the
annual payments would have been about
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$525,000 less than the $2 6 million lump-sum
payment We believe that an analysis on this
basis would have caused Bureau officials to
select the annual-payments option offered by
the private power company

We recommended that the Department
1ssue nstructions requuinng that any future
evaluation mvolving an option of making a
lump-sum or long-term payment include the
use of a discount rate which more accurately
reflects the interest cost to the Government
We recommended also that the specific types
of obligations to be used in establishing an
appropriate discount rate be obtamned from
the Secretary of the Treasury (B-135805,
January 31, 1969)

93 DISCOUNTS GRANTED GEN-
ERATING AND TRANSMISSION COOPER-
ATIVES—In our August 1968 report to the
Congress, we reported that the Department of
the Interior had stated that the rate structure
of the Eastern Division of the Missourt River
Basm Project, for the sale oi electrical power
by the Bureau of Reclamation had not been
set up to cover (a) the cost of constructing
Government-owned transmussion facilities or
(b) the cost of using the lines of third parties
(wheeling) for delwvery of power to customers
located within short distances of a Bureau of
Reclamation substation Nevertheless, the
Department has followed a policy of allowing
generating and transmussion cooperatives
(G&Ts) 1n the market area discounts 1n lieu of
wheeling of all firm power dehvemes, al-
though, in certamn instances, some deliveries
are for G&T members located within short
distances from a Bureau substation

Bureau customers other than members
of a G&T located near a Bureau substation are
required to build therr own transmission
facibhities or make theirr own wheeling ar-
rangements This 1nconsistency in policies
provides certain G&Ts and therr members with
price advantages not available to other Bureau



customers located within short distances from
a Bureau substation

We examuned into the discounts granted
to two G&Ts and noted that about $300,000
of the discounts had been granted on power
deliveries to member customers whose distri-
bution systems were 1n close proximity to the
Bureau’s substations

We suggested that the Secretary of the
Interior direct the Bureau to reexamine, in
connection with future contracts or contract
amendments with G&Ts, discounts granted in
heu of wheeling power short distances We
suggested also that such discounts be limited
to those dghveries which conform to the
wheeling policy on which the power rates
were established

The Department did not agree with our
suggestions The Department stated, however,
that 1t would have no objection to making a
cost finding to determine whether the amount
of discounts allowed the G&Ts was 1n confor-
mance with the contract provision that, if
average wheeling costs are less than 1 muill a
kilowatt-hour, the lower cost apply

We continued to believe that our sugges-
tions had menit and therefore recommended
that they be adopted We recommended also
that the Depattment’s cost finding study on
the relationship of wheehing costs to the
discounts being granted to G&Ts be based on
the wheehng policy on which the rates were
established and that consideration be given to
all alternatives, including estimates of the
Bureau’s cost of constructing and operating
1ts own transmission lnes, to provide direct
service to members of G&Ts that are eligible
for such service at Bureau expense
(B-125042, August 6, 1968)

94 RENEWAL OF CONTRACTS
FOR TRANSPORTATION OF MAIL-In a
report 1ssued to the Postmaster General in
August 1968, we pointed out that some star
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route contracts for intercity highway trans-
portation of mail by private carniers that had
been mmitially awarded for 4-year periods after
advertising for competitive bids had been
renewed by the Post Office Department with-
out readvertising and without documenting
the justification for not readvertising Our ex-
amination 1nto selected contracts in the
Seattle Postal Region showed that the service
costs on many of these contracts had in-
creased substantially after the award of the
mnitial contracts We found that the costs had
mcreased from 25 percent to 600 percent of
the last advertised contract amount It was
our opmion that the Department’s istruc-
tions did not provide the specific guidelines
necessary to enable regional personnel to
determine when the scope of changes 1n serv-
ice warranted readvertising

The Deputy Postmaster General, in com-
menting on our report, advised us that the
Department concurred 1n our finding and that,
accordingly, mstructions had been 1ssued May
21, 1969, establishing some definite guide-
Imes by which regional officials can make de-
termunations as to whether star route con-
tracts should be renewed or readvertised
(B-114874, August 2, 1968)

95 USE OF GOVERNMENT PER-
SONNEL RATHER THAN CONTRACTOR-
FURNISHED EMPLOYEES—We found that
the Federal Aviation Admnistration (FAA),
by revising 1ts present arrangements for peri-
odically required maintenance inspections on
certain of 1ts Burope-based aiwrcraft, could real-
1Ze a substantial reduction n costs of mainte-
nance services The maintenance mspections,
comprising safety, service, and numbered
inspections (routne 1inspections performed
every 300 flying hours), are performed under
a contract with a foreign airline

We found that the types of inspections
made by the US Air Force on 1ts aircraft
based in Germany were very similar to the
mspections required for FAA aircraft and pro-
posed that FAA consider arranging with the



Air Force for the mamtenance mspection of
FAA’s aircraft FAA accepted our proposal
and contacted the Air Force in Europe The
Air Force, however, concluded that the ini-
tially estimated savings could not be achieved
because the estimate of additional manpower
requued to service FAA aircraft had been
understated

FAA therefore mitiated a study to ascer-
tain a more economical arrangement for in-
spection of 1ts aircraft, the results of which
showed that the safety and service inspec-
tions, which would otherwise cost about
$84,300 under contract, could be performed
at Arr Force installafions by FAA personnel
for about $40,700, a saving of about $43,600
annually The study showed also that 1t would
be more economical to have the contractor
continue making the numbered inspections

Accordingly, we suggested that the FAA
Admunistrator approve the proposed plan to
revise the arrangements for obtaming safety
and service inspections of FAA-owned aircraft
in Europe The FAA Admnistrator stated
that, to the extent permussible under the Pres-
1dent’s directive of January 18, 1968, which
requires a reduction of American presence
overseas, FAA would expand 1ts m-house
maintenance capabilities

We were advised by FAA officials that,
as of June 1969, FAA had been unable to
assume the mspection functions mainly be-
cause the Department of State and the Bureau
of the Budget had declined to authorize an
mcrease 11 the number of FAA positions over-
seas FAA plans to utilize impending position
reductions in the Pacific Region (Tokyo) to
provide the additional positions needed in
Europe (B-164497(1), September 18, 1968)

96 USE OF THE FORMAL
ADVERTISING METHOD OF CON-
TRACTING—We reported to the Congress n
January 1969 on savings available through the
General Services Administration’s (GSA’s) use
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of the formal advertising method of con-
tracting rather than through the contracting
method known as second-phase negotiation

Under the second-phase method, GSA
requests supphiers of similar items to submut
prices at which they are willing to sell their
products to the Government GSA then
affords those suppliers which have submutted
higher price offers an opportunity to meet the
lowest price offered The supphers which
agree to meet the lowest price are awarded a
contract and are hsted in a GSA Federal
Supply Schedule as available suppliers for the
item Federal agencies then may purchase
their requirements at the same cost from any
Iisted supplier for that 1tem

We had previously 1ssued three reports to
the Congress which showed that the use of
formal advertising rather than the second-
phase method of contracting was practical
and that the Government could realize sub-
stantial savings through its effective use
These reports concerned contracts for the
procurement of light bulbs, automotive tires
and tubes, and aircraft tires We therefore
undertook a review to determine whether
GSA was using the second-phase negotiation
method to establish contracts for other com-
modities

We found that GSA used the
second-phase method in its contracting for
three additional groups of commodities
—sound-recording and instrumentation tapes,
heavy-duty electrical batteries, and lithograph-
1c printing plates Each of these commodi-
ties 1s purchased in amounts of about $4
mllion a year Our review indicated that (a)
formal advertising was practical for many of
the 1tems 1n the groups because Federal speci-
fications had been established and a sufficient
number of supphers existed to permit effec-
tive competition for the Government’s
requirements and (b) GSA could enhance 1ts
opportunity to obtamn fair and reasonable
prices for the remaining items through inde-
pendent negotiations with individual sup-
plers



We stated our belief that the second-
phase method did not encourage maximum
price competition because, by affording sup-
phers the opportunity to match lower offered
prices, GSA provided no incentive for the sup-
pliers to mitially submit the lowest prices at
which they are willing to sell This method
resulted 1n additional supphers rather than in
more favorable offered prices

We recommended to the Admunistrator
of General Services that GSA (a) discontinue
its use of the second-phase method of con-
tracting, (b) take the necessary steps to use
formal advertising in establishing Schedule
contracts where practical, and (c) use inde-
pendent negotiations in establishing Schedule
contracts for items that are not susceptible to
formal advertising

In August 1968 the Admmnstrator
advised us that GSA agreed that formal adver-
tising should be used n establishing Schedule
contracts whenever practical and feasible and
that due consideration should be given to the
total cost of supply He further advised us
that the existing Federal specifications for
sound-recording and instrumentation tapes,
heavy-duty electrical batteries, and hthog-
raphing plates were not adequate for competr-
tive procurements and that, untid the specifi-
cations could be appropriately revised, GSA
planned to award future Schedule contracts
through mdependent negotiations GSA sub-
sequently advised us that progress was being
made 1 the development of specifications
adequate for formal advertising (B-163379,
January 10, 1969)

97 USE OF FORMAL ADVERTIS-
ING FOR PURCHASING PROPANE-In
August 1968 we reported to the Congress that
during the period August 1965 to July 1966,
the General Services Admunstration (GSA)
awarded four negotiated contracts, amounting
to about $818,000, to the same suppler of
propane for Kincheloe Air Force Base in
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Michigan under noncompetitive conditions
We noted that GSA had not taken effective
action to foster competition for the base’s
propane requirements The review indicated
further that, despite the existence of tight
market conditions, propane suppliers might
be influenced to enter into competition

We proposed to GSA officials several
specific steps that we believed would tend to
encourage competition among propane sup-
pliers These steps mnvolved primanly the
tailoring of GSA’s contract terms to conform
more closely with the propane industry’s
practices and with the needs of the using acti-
vity

GSA revamped 1ts contract terms in hine
with our proposals and the solicited sugges-
tions of selected propane supphers and form-
ally advertised for the base’s fiscal year 1968
propane requirements Nine responsive bids
were received The price obtamned was 27 per-
cent lower than the previous year’s negotiated
price even though the average producers’
prices had increased 20 percent The price
obtained represented a reduction of about
$144,000 1 the cost of the estimated quan-
tities compared with the previous contract
price

In May 1968, GSA mformed us thar
the combined efforts of General Accounting
Office and GSA representatives resulted mn a
more advantageous fiscal year 1968 contract
and that GSA’s preliminary evaluation indi-
cated that the fiscal year 1969 contract would
be even more advantageous

The history of GSA’s propane procure-
ment constitutes a useful case study for pro-
curement instructional purposes because of
the specific i1llustrations 1t provides of practr-
cal steps that may be taken to obtain compe-
tition and, for that matter, to increase compe-
tition where formal advertising 1s used
(B-164531, August 26, 1968)



98 COMPETITIVE NEGOTIATIONS-
We reviewed the selection, negotiation, and
award of certain contracts at the National
Aeronautics and Space Admmstration’s
(NASA’s) Manned Spacecraft Center (MSC)
for the purpose of deterniming whether the
practices followed were m accordance with
the requirements set forth in the United
States Code (10 U S C 2304(g))

Briefly, 10 U S C 2304(g) provides that,
n all negotiated procurements 1n excess of
$2,500 ““*#** written or oral discussions shall
be conducted with all responsible offerors
who submut proposals within a competifive
range, price and other factors considered
The statute does not provide defimtive guid-
ance with respect to what 1s to be included in
the written or oral discussions and leaves to
the contracting agency the responsiblity for
deterrmning the competitive range

Our review of the NASA procurement
instructions, 1ssued to implement the statu-
tory requirements, also indicated a need for
further clarification concerning the written or
oral discussions and the determination of
competitive range Because of this lack of
definitive guidance in the statute and in
NASA’s implementing procurement instruc-
tions, varying interpretations have been
applied by different source selection and con-
tracting officers

We reviewed the selection of proposals
for negotiations 1n 47 awards made by MSC
during the period January 1, 1965, through
June 30, 1967 In 17 of the 47 awards, the
selection officers had limited negotiations to
a single offeror, ‘even though the records
showed that other offerors had submutted
proposals that appeared to us to be competr-
tive 1n price and other factors The justifica-
tions for negotiations with only one offeror
raised questions concermng the determina-
tions of competitive range and compliance
with the requirement for oral or written dis-
cussions with all offerors within that range
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However, the absence of more exphcat gud-
ance in the statute and i1n NASA procurement
regulations and instructions gave source selec-
tion officials considerable leeway 1n satisfymg
the statutory requirements

At the completion of our fieldwork, we
discussed these matters extensively with
NASA officials, who generally concurred in
our conclusion that there was a need for more
defimtive guidance to source selection offi-
cials As a result of these discussions, Procure-
ment Regulation Directive No 69-5 was
1ssued March 10, 1969 This directive provides
additional gmidance concerming (a) the deter-
mination of the offerors within the competi-
tive range and (b) what 1s to be included 1
the aral or written discussions We expressed
the belief that issuance of this directive
should result in more consistent and improved
procurement practices (Report to the Acting
Administrator, National Aeronautics and
Space Administration, March 18, 1969)

99 CONVERSION OF AN ADVER-
TISED, FIXED-PRICE CONTRACT-We re-
ported that in September 1964 the National
Aeronautics and Space Admunistration’s
(NASA’s) Kennedy Space Center (KSC)
awarded a fixed-price contract for the manu-
facture of certain launch support equipment
for the Apollo program In December 1965
the contract was converted to a cost-plus-
a-fixed-fee contract with an effective date
retroactive to the date of the origmal con-
tract Conversions of this nature are unusual
The original amount of the contract was
about $11 5 mulhon, upon 1its essential com-
pletion, the contract amounted to about
$30 7 mallion

We expressed the opmion that sufficient
information was available prior to the award
of the contract to indicate that an advertised,
fixed-pnice-type contract was not suitable
Although drawings and specifications for the
equipment were available for bidding pur-
poses, changes 1n design were being processed



both before and after the bids were recewved
Moreover additional design changes of an
unknown magmtude, related to the then
ongoing space vehicle design effort, were
bemg contemplated

In such circumstances, where 1t 1s not
known with a reasonable degree of certainty
that the contract requirements can be defined
sufficiently to permit the appropriate use of a
fixed-price contract, we expressed the behef
that the option of using a cost-type contract
should be held open as long as practicable We
also expressed the belief that the problems
discussed 1n the report were caused by an
unnecessary adherence to a decision which,
while well motivated, was not entirely real-
istic at the time 1t was made and became less
so as tume went on

NASA officials stated that a significant
number of design changes outside the control
of KSC indicated, in retrospect, that a cost-
rexmbursable-type contract would have been
more suitable In this regard, we were advised
that NASA’s procurement regulations would
be revised to provide additional guidance deal-
ing with the appropriate use of fixed-price
contracts where there are design uncertainties
and significant potential research and develop-
ment effort To assist NASA procurement
officials 1n dealing with similar problems, our
report was the subject of an article in NASA’s
“Procurement Countdown,’” an internal publi-
cation which 1s circulated to all NASA
procurement activities (Report to the Acting
Administrator, National Aeronautics and
Space Admunistration, B-162547, November
29, 1968)

100 CONTRACTING FOR SECU-
RITY GUARD AND FIRE PROTECTION
SERVICES—We 1eported that our review of
the relative costs of contracting directly for
security guard and fire protection services
rather than contracting mdirectly through a
prime contractor showed that annual savings
estimated at moie than $200,000 could be
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achieved 1f the Kennedy Space Center (KSC),
National Aeronautics and Space Administra-
tion (NASA), contracted directly for these
services These savings could be obtamned
through the elimimation of allowances to the
prime contractor for direct costs, corporate
general and administrative costs, and profit
We noted that the responsible KSC organiza-
tional units maintamed operational control
over the subcontracted functions and thereby
rendered questionable, 1n our opinion, the
need for management of these services by the
prime contractor

We suggested that NASA reevaluate the
method of contracting for the services
mvolved—giving consideration to comparative
costs and management responsibilities-before
any new contracts for these services are
awarded NASA advised us that our sugges-
tions would be considered as a part of a larger
study by NASA of support services costs at
KSC and that an attempt was bemng made to
reduce costs and profit under the present con-
tractual arrangement As of June 1969 no
change had been made in the method of
acquinng the security guard and fire protec-
tion services, however, we received mform-
ation which indicated that the prime contrac-
tor’s profit and general and administrative
expenses apphicable to these services had been
reduced (B-133394, July 15, 1968)

101 PROCUREMENTS UNDER A
CATALOG- OR MARKET-PRICE EXCEP-
TION TO PUBLIC LAW 87-653—Our review
of selected negotiated, sole-source, fixed-price
contracts awarded by the National Aeronau-
tics and Space Adnunistration’s (NASA’s)
Marshall Space Flight Center (MSFC) on the
basis of the established catalog- or market-
price exception to the cost or pricing data
requuirements of Public Law 87-653 indicated
that MSFC contracting officers had not
obtamned and venfied sufficient information
on which to determine that the selected pro-
curements qualified for the catalog- or
market-price exception



We expressed the belief that, for effec-
tive 1mplementation of the established cata-
log- or market-price exception, contracting
officers should be required to obtamn and
verify, to the extent deemed appropmate, evi-
dence showing that substantial sales of an
item have been made to other than Govern-
ment customers at the catalog price

Because we beheved that a lack of
specific guidance in the NASA Procurement
Regulation was the primary reason for the
MSFC contracting officer’s not obtaming and
veiifying sufficient information in deter-
muning whether the proposed catalog prices
qualified for exception to the cost or pricing
data requirements of Public Law 87-653, we
proposed to NASA officials that the NASA
Procurement Regulation be amended to
require

—The contractor to submit and certify to
the accuracy, completeness, and cur-
rency of sales data supporting the pro-
priety of his claim that the items
offered are exempt from the cost or
pricing data requirements of Public Law
87-653

—The contracting officer to indepen-
dently verify the contractor’s claim of
sales of the items to the general public

On March 10, 1969, NASA 1ssued a pro-
curement directive which, 1f effectively imple-
mented, should substantially achieve the
objectives of our proposals We had proposed
also that certain other changes in the NASA
Procurement Regulation would be desirable
We agreed, in general, during subsequent dis-
cussions with NASA officials, that further
modifications of the procurement regulations
should be considered on a broader govern-
mental base since other agencies and depart-
ments of the Federal Government, more
specifically the Department of Defense, have
a common 1nterest (Report to the Admni-
strator, National Aeronautics and Space
Administration, B-162009, April 10, 1969)

81

FACILITIES, CONSTRUCTION,
AND LEASING

102 DETERMINING REQUIRE-
MENTS FOR FACILITIES—In July 1968 we
1ssued to the Congress a report on our review
of the acquusition by the Air Force of certain
test, launch, and tracking facihties for the
TITAN III booster program and a classified
satellite program We found that these facili-
tzes had been acquired in accordance with the
ornginal plans which had not been reevaluated
and updated despite indications that require-
ments, because of changing circumstances,
were substantially less than orginally esti-
mated Had the plans been reevaluated and
updated, we believe that a substantial portion
of the estimated costs of about $26 3 million,
mcurred for the following facihties, could
have been saved

—Rapid-taunch, mobile features of the
TITAN 11 launch complex, Cape Ken-
nedy, Florida—estimated construction
cost of about $23 8 million

—Basic data recording instrumentation
and four storage buildings, Edwards Air
Force Base, California—estimated pro-
curement and construction cost of
about $820,000

—Tracking and readout eguipment In-
stalled prematurely in Alaska—esti-
mated cost of about $17 million to
maintain equipment In a caretaker
status until needed

In response to our findings and proposals
for strengthening the planning procedures for
facilities acquisition, the Air Force advised us
that 1t recognized the problem and was devel-
oping cnteria specifications for application
withmn its existing review system The Direc-
tor of Defense Research and Engmeerng
advised us that the Army and Navy had re-
viewed thewr regulations and that the Navy
would modify 1ts existing procedures to pro-
vide additional safeguards



We recommended that the Secretary of
Defense take action to ensure that the proce-
dures of the mulitary departments hmit the
acquisttion of facilities to those actually
needed to fulfill firm program requirements
On September 4, 1968, the Director of De-
fense Research and Engineering replhied to this
recommendation on behalf of the Secretary
of Defense The Director stated that the
Department of Defense believed that existing
procedures of the Army, Navy, and Air Force
were adequate 1f fully adhered to He stated
also that the Air Force and the Navy were
takimng steps to strengthen their existing proce-
dures (B-164027, July 3, 1968)

103 DETERMINING REOQUIRE-
MENTS FOR MILITARY HOUSING-We
made a survey of the policies, procedures, and
practices of the Department of Defense n
determining requirements for family housing
and bachelor officers’ and enlisted quarters
The survey was directed toward arriving at an
mformed opmion as to the general reliability
of the studies, conducted by military imstalla-
tions, which formed the basis for the fiscal
year 1968 request to the Congress for authori-
zation and funds to build additional accom-
modations at specific locations Our report on
the survey was issued to the Congress in Feb-
ruary 1969

We found that, although the family
housing studies of the installations included 1n
our survey were complex and, in our opinion
unnecessarily costly, the results of the studies
were of questionable vahdity, principally
because proper evaluations had not been
made of existing available housing in nearby
communities For example, we 1dentified
about 950 vacant rental umits that met De-
partment of Defense critenia in the vicimity of
the Naval Air Station, Alameda, Cahforma,
and of the Naval Supply Center and the Naval
Hospital, Oakland, Califormia This was about
600 more units than the 332 units identified
in the studies of the three installations Fur-
thermore, accoiding to the Federal Housing
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Administration, there were about 15,800
vacant rental units at that time 1 the counties
1n which the three nstallations are located

We also found lesser shortcomings in the
studies which added to the unrehability of the
results of the family housing studies

Our survey also showed a need for im-
provement m the determnation of require-
ments for bachelor officers’ quarters We
found instances where the need for construc-
fion of additional quarters had been deter-
mined (a) without adequate consideration of
the quarters available at a nearby mstallation
or of the housing facilities available m the
communty, (b) on the basis of questionablc
classification of existing quarters as bemng
unswtable—including permanent-type struc-
tures completed in recent years, and (c) on
the basis of overstated projections of future
personnel strength

The mulitary audit agencies and the in-
stallation internal review groups were gen-
erally not conducting independent audits and
checks of the 1equurements for family housing
and bachelor officers’ quarters at the mstal-
lations included in our survey

We recommended to the Secretary of
Defense that

—Procedures be revised to provide more
comprehensive studies of the availabil-
ity both current and prospective, of
private housing in the community

—The military departments be required to
establish a program for training key per-
sonnel in the policies, procedures, and
practices to be followed in family hous-
Ing surveys

—The family housing surveys be simpli-
fied

—The requirements computations made
by nstallations for family housing and



bachelor officers’ quarters be given
appropriate attention by the military
audit agencies

The Assistant Secretary of Defense (In-
stallations and Logstics) agreed, in general,
with our conclusion that the determunations
of requirements were in need of improvement
and outhned cotrective actions along the hines
we recommended He did not agree, however,
with our conclusion that the studies which
formed the basis for the fiscal year 1968 pro-
gram were of questionable validity
(B-133316, February 18, 1969)

104 MILITARY BUILDING PRO-
GRAM IN THAILAND-Appropriations for
rmuilitary construction in Thajland amounted
to about $395 mullion from fiscal year 1965
through fiscal year 1969 In a report 1ssued to
the Congress 1n June 1969, we presented our
findings that the organizational structure
established to administer the program 1n Thar-
land was not adequate to enfoice Department
of Defense (DOD) policies regarding austere
construction and to coordmate the siting of
proposed construction projects As a result

—The types and costs of personnel hous-
ing differed substantially from DOD-
prescribed austerity standards Some of
the housing projects cost an estimated
$3 3 million more than they would have
cost had DOD standards been adhered
to

—The lack of coordmation among the
various organizations responsible for
base development in Thailand resulted
In mistakes In the selection of project
sites and 1n wasted design costs

We suggested that, in future mulitary
construction programs of the nature of the
Thailand program, the Secretary of Defense
establish a single authonty, sufficiently
staffed, to ensure that all facets of the pro-
grams are adequately coordinated and con-
trolled

83

The Deputy Assistant Secretary of De-
fense advised us that, as a result of lessons
learned 1 Southeast Asia, a central orgamza-
tion and control such as that employed in
Vietnam 1s advocated i the DOD pubhshed
guidance He adwvised us further that, in con-
sonance with this policy, the Commander,
US Forces, Korea, had been provided with
authonty to exercise strong, centralized man-
agement and direction of the current con-
struction program in Korea (B-159451, June
12, 1969)

105 LEASING OF COMMUNICA-
TIONS FACILITIES IN EUROPE—-OQur re-
port to the Congress on an earlier review
(B-161992, September 22, 1967) presented
our findings that savings could be obtained 1f
the military commands 1n Europe effectively
used spare Government-owned communica-
tions circuits 1 place of leased lines A
follow-on review was undertaken to ascertamn
what actions the Department of Defense had
taken or planned to take to obtam better use
of these spare circuits Our report on the
follow-on review was 1ssued to the Congress 1n
Apnl 1969

We found that actions taken by the De-
fense Communications Agency, Europe
(DCA-E), and other mulitary agencies 1n
implementing our earlier recommendations
had reduced lease costs by about $1 1 million
as of Qctober 1968 with a corresponding ben-
eficial effect on the balance-of-payments
problem

We found also that the military services
and other Government agencies were mdividu-
ally contracting for leased lines In the opin-
1on of DCA-E, additional savings could be
realized and better service could be obtamed
through the establishment of a centralized
leasing agency m Europe

We suggested that the Secretary of De-
fense consider establishing a central leasing
agency 1n Europe to achieve further savings



The Department of Defense concurred with
this suggestion and on July 8, 1969, advised
us that such an agency had been determined
to be feasible and that a field office of the
Defense Commercial Communications Office
would be established in Europe 1n fiscal year
1970 (B161992, April 29, 1969)

106 NEED FOR IMPROVED COOR-
DINATION OF TRANSMISSION LINE
DESIGN AND CONSTRUCTION PRAC-
TICES—In our August 1968 report to the
Congress, we stated that, although there has
been some mmprovement in coordination of
transmission line construction practices since
our prior report to the Congress (B-114858,
April 29, 1966), we found that the Bureau
of Reclamation and the Bonnewville Power
Administration (BPA) had independently de-
signed thewr respective sections of a 500-
kilovolt (KV) alternating-current hme The
two agencies also specified a number of
construction practices which differed signifi-
cantly m terms of cost and, in some cases,
reliability and safety standards We estimated
that there was a difference of aboutl $37
million between the estimated cost for design-
g and constructing the Bureau’s 94 3-mile
section of the 500-KV line and the estimated
cost for designing and constructing the adjoin-
ing 94 3-mile BPA section

During our review we noted that the
Bureau and BPA were to parficipate in the
construction of a 750-KV direct-current line
and that the two agencies were planning to
follow many of the differing practices for the
design and construction of their respective
sections of the 750-KV line In view of the
opportunity for the Government’s achieving
economies through increased coordmation,
we discussed our findings with Bureau and
BPA officials 1n April 1967 and formally
advised the agencies and the Department of
the Interior of our findings by letters dated
June 6, 1967

Upon completion of our review, we
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formally submitted our findings and proposals
to the Department of the Interior for com-
ment In March 1968, the Director of Survey
and Review, Department of the Interor,
informed us that the Department did not take
1ssue with the general thesis of the report—
that improvements should be possible from
more uniformity in the practices of the large
power agencies In response to our proposal,
he informed us that the Assistant Secretary,
Water and Power Development, had
appointed a task force, chaired by a member
of his immediate staff and including represen-
tatives of the Bureau, BPA, and the South-
western Power Admumstration, to study
agency practices and inconsistencies and to
recommend affirmative improvement policies

The action taken by the Department was
consistent with our proposal and should result
in 1mmproved coordmation We plan to follow
the progress of the study and, when the study
18 completed, to review and evaluate the
results as well as any action subsequently
taken (B-114858, August 5, 1968)

107 STRENGTHENED POLICIES
AND PROCEDURES TO REDUCE COST OF
RAILROAD RELOCATIONS—In our Decem-
ber 1968 report to the Congress, we reported
that the Bureau of Reclamation, Department
of the Interior, had provided four railroad
companies with replacement facilities which
were better than the facilities being replaced
because Bureau instructions did not clearly
define the Government’s obligation for equi-
valent replacement In those instances where
sufficient information was available to esti-
mate the costs involved, we beheve that the
Bureau could have saved about $436,000 by
providing only those replacement facilities
needed to meet the Government’s obligation
for equivalent replacement

We suggested that the Bureau revise its
instructions to (a) require a more formal
description of existing facilities and detailed
comparisons between existing and proposed



replacement facilities, (b) require that pro-
posed relocation agreements be reviewed for
policy compliance by the Chief Engineer and
significant concessions deemed necessary 1n
the agreements be approved by the Commis-
sioner of Reclamation, (c) assure Bureau
negotiators that condemnation 1s an available
recourse action when 1t 1s beheved that the
railroads are requesting more than should be
provided, and (d) require that nominal or sal-
vage value be considered as the basis for pay-
ment for facilities that will not be relocated

In response, the Department agreed,
with one exception, to implement our sugges-
tions In March 1969, however, the Depart-
ment advised the Bureau of the Budget that
the Department agreed with all of our sugges-
tions (B-114885, December 30, 1968)

108 CHANGES IN PLANS DURING
DEVELOPMENT OF FACILITIES-In a re-
port 1ssued to the Congress in August 1968,
we pomted out that the Post Office Depart-
ment had incurred additional costs at the
completed, major mechamzed mail-handling
facilities at Buffalo, Cincinnati, Omaha, and
Toledo totaling about $4 8 mullion for adds-
tional construction work, for changes in
mechamized mail-handhing systems, and for
rental of space in the completed buildings
that had not been used pending completion of
the mechanization Also, as a result of
changes, the Department experienced delays
ranging from 13 to 34 months in obtaimng
full use of the facilities

We believed that many of the changes m
plans for the facilities would have been
unnecessary and that most of the additional
costs and delays mught have been avoided if
the Department had had adequate procedures
for planning and contracting for the buildings
and mechamized mail-processing systems We
believed also that, with adequate procedures,
the Department would have had available
information on which 1t could have made firm
and sound decisions regarding building and
mechanization needs
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The Department had recognized the
need for adequate planning and had taken, or
was 1n the process of taking, actions to
mmprove the procedures used for planning

major mechamzed facihities These actions
included

—Revising contract provisions to provide
for terminating mechanization contracts
at the convenience of the Government

—Revising agreements-to-lease to require
payment of hquidated damages by les-
sors in cases where buildings are not
completed 1in time to avoid delays In the
installation of mechanized systems by
other contractors

—Strengthening the Department’s re-
search and engineering capabilities and
upgrading the prior Office of Research
and Engineering to bureau status

—Establishing a Major Facilities Review
Committee to improve coordination of
the efforts of the various groups in-
volved n planning and constructing
facilities

—Establishing a program for standardizing
the mechanization to be Installed In
future facilittes and for developing de-
talled criteria for certain of these sys-
tems

—Improving long-range planning through
the development and annual up-dating
of a 5-year program for equating major
facthity plans with manpower and fiscal
resources

—Shortening the time required for devel-
oping new facilities through concurrent
planning by different organizational
groups

In commenting on our draft report, the
Deputy Postmaster General advised us of cer-
tain other actions which the Department was
taking to improve the planming for major
facilities In our opinion, the actions that the
Department had taken and planned to take
would, if properly implemented, result in 1m-



proving the planning for major facilities
(B-114874, August 23, 1968)

109 COORDINATION OF PLANS
FOR JOINT PROJECTS—-Our review of se-
lected aspects of the Post Office Department’s
program for extension and modermzation of
Government-owned post office buildings n-
dicated that the Department needed to co-
ordmate 1ts plans for jomnt projects with the
General Services Administration (GSA) earhier
than was required by its procedures in order
to avoiud delays i commencing work on the
projects A jomnt project 1s one on which the
Department provides funds for work on the
portions of the building used for postal oper-
ations and GSA provides funds for work on
the portions of the building used by other
Federal agencies

We found that extension and moderniza-
tion projects in the Boston Postal Region gen-
erally had taken from 6 to 8 years of planning
time and that the completion of such projects
had been delayed because the Department
had not timely coordinated project plans with
GSA As a result sufficient funds had not
been requested to permit the work to com-
mence promptly

We recommended that the appropnate
Post Office Department officials be instructed
to revise the Department’s procedures to re-
quire that (a) GSA be nformed, at the earhest
practicable date, of the Department’s plan for
extending and modermizing postal space 1 a
Government-owned building and (b) the De-
partment’s planning for each joint extension
and modermization project be coordimated
with GSA to the extent that the two agencies
will be m a position to timely request ap-
propriations for financing the project in the
same fiscal yea1

In commenting on our report, the
Deputy Postmaster General agreed that early
coordination between GSA and the Depart-
ment 1s necessary to effectively plan, develop,
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and complete extension and modernization of
Federal buildings on a timely basis He stated
further that, as a result of a meeting with top
management of GSA, a jomnt working commut-
tee was established to review, on a quarterly
basis, all major facility projects proposed
either by GSA or by the Department
(B-162585, July 31, 1968)

110 ESTABLISHING SPACE AND
MECHANIZATION REQUIREMEN1S-On
the basis of our review of the Post Office De-
partment’s planning for four completed facil-
ities and four facilities under development, we
believed that, in estimating future mail vol-
umes, the Department had not given adequate
and timely consideration to the probable
changes 1 mail volumes and distribution re-
sponsibilities that would result from full im-
plementation of previously approved nation-
wide mail distribution plans As a result, the
mail-processing capacities of the eight facil-
1ties may vary substantially from the capac-
itres that will be needed 1n the future to proc-
ess the mail under the Department’s long-
range mail distribution plans

The two principal nationwide mail distri-
bution plans that we believed the Department
had madequately considered were (a) the
Nationwide Integrated Postal Service (NIPS)
plan which was mnitiated in January 1960 and
which provided for establishing sectional
centers in metropolitan areas, with the centers
having responsibility for processing mail origi-
nating 1, or destined for, the post offices in
assigned geographical areas and (b) the zone
improvement plan, commonly referred to as
the ZIP code plan, which was announced 1n
November 1962 and which provided a meth-
od for simphfying the routing of mail by
usimng five-digit numernical codes to identify
destinations by the 551 sectional centers
These two plans have had and will continue to
have, substantial effects on mail volumes at
specific facilities throughout the mnation
These mail distribution plans are being imple-
mented by the Department as rapidly as facil-



1ties, equipment, and other resources become
available

With respect to the facilities covered by
our review, we found that the effects of full
immplementation of the NIPS and ZIP code
plans on the volumes of mail to be processed
and the related space and mechamzation
needs had not been evaluated by the Depart-
ment until long after the plans for the facil-
ities had been established Further, when such
evaluations were made, the effects of changes
1 mail distribution plans were not considered
for some categories of mail

For example, the mail-handling facilities
at Buffalo, Cincinnati, Omaha, and Toledo
were planned on the basis of mail-volume data
obtained between 1957 and 1959, which was
prior to the establishment of the NIPS plan in
January 1960 Although construction of these
facilities was not started until June 1961 or
later, we found no evidence that the data
mitially used m planming the buildings and
mechamized mail-handling systems had been
adjusted to give full consideration to the ef-
fect that mmplementation of the NIPS plan
would have on the volumes of mail to be
processed

As the planning for these four facilities
was m the prelimnary stages and the con-
tracts for the construction of the buildings
and the installation of mechamzed equipment
had not been awarded, we believed that the
Department had had adequate time to evalu-
ate the impact that the NIPS plan would have
on mechanization and building needs

So that the Department could give full
and timely consideration, m planning facil-
ities, to the changes i mail volumes that
would result from implementation of ap-
proved nationwide mail distribution plans, we
believed that the distribution and operations
concept for each facility should specifically
set out a description of existing and proposed
operations, the changes expected to result
from mmplementation of all approved mail dis-
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tribution plans, and the proposed time
schedule for implementing these plans

The Deputy Postmaster General, in com-
menting on our draft report, stated that the
formal distribution and operations concept
for each proposed new postal facility already
spelled out the functions of the new building
as related to the Department’s nationwide
long-range plannmg, including the existing
operations which were to be continued

We recommended that the Postmaster
General require that the Department’s plan-
ning personnel establish, for each proposed
new facility, a clearly defined distribution and
operations concept contamming, among other
things, (a) the changes 1n mail distribution re-
sponsibilities that will result from full imple-
mentation of all approved national mail distr1-
bution plans, (b) the proposed time schedules
for implementing these plans, and (c) any
special mstructions that may be needed to en-
sure that space and mechamization require-
ments are determined on the basis of the
types and quantities of mail that reasonably
may be expected (B-114874, August 23,
1968)

111 DEVELOPMENT OF DRAW-
INGS AND SPECIFICATIONS FOR HOS-
PITAL CONSTRUCTION-In September
1968, we reported to the Congress that the
Veterans Admmstration (VA) needed to
improve 1ts reviews of drawings and specifica-
tions prepared by architect-engineers (A-Es)
before solicitation of hospital construction
bids We found that 181 change orders costing
about $655,800 had been 1ssued under two
construction contracts because VA had not
detected, in 1ts review of the drawings and
specifications prepared by A-Es, numerous
errors and omussions m the documents and
because officials of one of the hospitals had
recommended changes after the construction
work had been started

We found also that the amount of time
devoted to the review of the construction



documents by VA often had been less than
that authorized, because of conflicting sub-
mussions of such documents by other A-Es
designing hospital projects VA did not have
written procedures and/or requirements for
scheduling the submussion and review of draw-
mgs and specifications prepared by A-Es, and
its practices did not provide for reviews of the
construction documents by local hospital offi-
cials during the design stage of a new hospital
project

VA concurred, 1n general, with our pro-
posals and established standard operating pro-
cedures for scheduling and reviewing the work
of A-Es (B-133044, September 9, 1968)

112 DEVELOPMENT OF WORKING
DRAWINGS AND SPECIFICATIONS FOR
HOSPITALS-In June 1969, we reported to
the Congress that the Veterans Admunistra-
tion (VA) could improve 1ts hospital construc-
tion program and avoid unnecessary costs
through more effective administration of that
program We found that, for seven VA
hospital projects under design or construction
duning fiscal years 1961 through 1968, VA
had authorized architect-engineers to start the
development of working drawings and specifi-
cations before 1t acquired the selected hos-
pital sites even though such documents were
fully useful only for the construction of the
building on the site for which the design was
prepared For two of these projects, the work-
ing drawings and specifications, which were
developed at a cost of about $1 6 million, will
have himited use, or possibly no use, in the
construction of these projects principally be-
cause VA was unable to acquire the selected
hospital sites

We expressed the belief that VA should
first acquire the land and then develop the
working drawings and specifications because
(a) unforeseen changes may occur which could
affect land negotiations and (b) the working
drawings and specifications could have hmited
use or no use if the selected hospital site can-
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not be acquired soon after completion of such
documents

We therefore recommended that the
Admnistrator of Veterans Affairs (a) estab-
hish a firm policy requuring that hospital sites
be acquired before starting the development
of working drawings and specifications and
(b) 1n implementing this policy, emphasize to
responsible agency officials that every reason-
able effort be made to acquire the selected
hospital sites by the time scheduled for start-
g the development of working drawings and
specifications The Deputy Admunistrator of
Veterans Affairs advised us that VA did not
agree that hospital sites must always be
acquired before starting the design of hospital
buildings (B-133044, June 6, 1969)

113 BRENEGOTIATION OF LEASE
AGREEMENT-On March 1, 1968, 1n a letter
to the Drirector, National Bureau of Standards
(NBS), Department of Commerce, concerning
our review of NBS’s lease agreement with a
unwversity, for NBS occupied space m the
umversity’s mstitute for laboratory astrophys-
ics building, we estimated that NBS’s annual
rental rate of $137,400 would, over the useful
Ife of the facihities, result in the umversity’s
recerving about $81,000 1n excess of the cost
of constructing and financing the portion of
the facilities bemg used by NBS

We suggested that it would be reasonable
for NBS to renegotiate the lease agreement
consistent with NBS’s commitment to the
unwersity concerning its participation in the
mstitute and i recognition of the estimated
useful hfe of the facility and the Govern-
ment’s contribution to the cost of the facil-
ities The Darector, NBS, by letter dated Apnl
25, 1968, agreed in general with our findings
and suggestions He stated that NBS had re-
considered the basis for armving at a rental
rate and concluded that a reduced rental
would be appropnate

As a result of our suggestions, officials of
the NBS Boulder Laboratones met in May



1968 with representatives of the umversity in
regard to renewal of the lease for fiscal year
1969 In July 1968 the umversity informed
NBS that the annual rental rate would be re-
duced by $8,000 to $129,400 and that the
rental rate was contingent upon costs actually
mcurred and the rate would be determined on
a year-to-year basis (Report to Director,
National Bureau of Standards, Department of
Commerce, March 1, 1968)

PROCUREMENT PROCEDURES
AND PRACTICES

114 REQUIREMENTS CONTRACT-
ING FOR SMALL PURCHASES—About 70
percent of the Department of Defense (DOD)
procurement efforts were being spent on a
large number of transactions for small
purchases—supphes and related needs 1n
amounts which did not exceed $2,500 Al-
though small purchases accounted for more
than two thirds of all DOD procurement
transactions i fiscal years 1966 and 1967,
they amounted to only 4 percent of the total
DOD procurement dollars Procurement regu-
lations provide several methods for making
small purchases We undertook a review to
consider whether one such method—
requirements contracting—would be more
economical than frequent small purchase
transactions and to evaluate the performance
of certain other small-purchase operations
Our report on the review was 1ssued to the
Congress in February 1969

A requurements contract provides for
filing all purchase requirements for specific
supplies during a specified contract pertod,
with dehiveries to be scheduled by timely
placement of orders upon the contractor The
advantages of requirements contracting are
twofold It permits supplies in storage depots
to be mamntamed at lower stock levels, and 1t
provides a means of obtaining lower unit
prices through purchases in larger quantities

The military departments generally were
not accumulating sufficient information con-
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cerning small purchases (volume of purchases
by Federal Stock Class and by vendors) to
serve as a basis for deterrumng the most
economical and appropriate procurement
methods We found *hat, at those purchasing
activities where such information was being
accumulated and was being used to contract
for estimated annual requuements, favorable
prices were being obtamed and administrative
costs were bemng reduced We expressed the
opimon that substantial savings could be
realized 1f this practice were more commonly
used

We recommended that the Department
of Defense

~-Accumulate information on the volume
of purchases at selected installations for
selected commodities as a basis for as-
certaining the most beneficial procure-
ment method

—Provide further guidelines tv installa-
tions for determining when a require-
ments contract or some other method
would be appropriate for procurement
of a particular commodity or class of
items

In response, the Department stated that
a test was bemng conducted which might pro-
vide a basis for anticipating the needs for
requirements-type contracts and that our
recommendations would be considered fur-
ther at the conclusion of the test

The Department 18 pursuing 32 objec-
tives for more effective and efficient small-
purchase operations and has furnished us with
periodic reports on the status of these efforts
We plan to review, at a later date, the 1mple-
mentation of actions taken by the Depart-
ment (B-162394, February 5, 1969)

115 APPLICATION OF THE ECO-
NOMIC ORDER QUANTITY PRINCIPLE IN
PROCUREMENT ~The economic order quan-
tity (EOQ) 1s that quantity which strikes a
balance between (a) the higher procurement



costs but lower storage costs of frequent pur-
chases 1 small quantities and (b) the lower
procurement costs but higher storage costs of
less frequent purchases i larger quantities In
a report 1ssued to the Congress 1n June 1969,
we presented our findings that applicable
Department of Defense (DOD) mstructions
for the use of the EOQ pnnciple were sound
but were 1n need of revision with respect to
what types of items should be covered and
when cost factors should be revised

We found that current and accurate cost
data were not available or were not being used
by the military services in computing require-
ments under the EOQ principle On the basis
of the best cost data available, we estimated
that, if the cost factors were updated and
used

—The Air Force, by initiating a one-time
additional investment of $50 million In
inventory, could reduce 1ts annual oper-
ating costs between $12 million and
$17 mitlion

—The Navy could reduce its investment In
inventory by about $4 million and 1ts
annual operating costs by about
$500,000

—The Army could reduce its investment
in mnventory by about $200 000 and its
annual operating costs by about
$400,000

In response to our suggestions for im-
proving the application of the EOQ principle,
DOD stated that current instructions were
being revised and that they would provide
firm cntena relating to deviations from the
EOQ concept DOD stated also that the cost
factors would be revised and updated period-
ically (B-133396, June 30, 1969)

116 PROCUREMENT OF EQUIP-
MENT FOR ACADEMIC FACILITIES—-In an
April 1969 1eport to the Acting Commus-
stioner of Education, Department of Health,
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Education, and Welfare, we discussed certain
situations pertamming to the equipping of aca-
demic facilities constructed with Federal
financial assistance, which, we believed,
should have been considered by the Office of
Education (OE) in its efforts to efficiently
administer activities under the academic facili- -
ties construction program

We found that, in procuring movable
equipment for academic facilities, grantees
had not always followed the mstructions con-
tained 1 the OE procurement guide and had
not always developed meamngful equipment
specifications designed to ensure adequate
competition We expressed the behef that the
maximum benefits available from competitive
procurement practices are not realized when a
grantee mstitution does not provide prospec-
tive supphers with equipment specifications
that clearly show the quality and quantity of
equipment desired or when only one supplier
1s solicited for each item of equipment

Our review also showed a need for OE to
disseminate information to grantee institu-
tions as to the maximum allowable prices for
certam 1tems of equipment Although the
maximum prices which would be approved
for some 1tems of furniture were listed m an
operations manual prepared by OE, we were
advised that the manual had not been made
avallable to institutions which purchased
equipment with Federal financial assistance
We pomted out that two federally assisted
construction projects had been equipped with
certain furmture that had cost more than the
maximrum allowable prices established by OE
for such equipment and that a third project
had acquired equipment more elaborate than
appeared to be required and for which OE
had not established a maximum price

We recommended that OF reemphasize
to grantees the importance of preparing
meammgful equipment specifications and of
soliciting more than one suppher, whenever
feasible, as an aid to achieving maximum
economies 1 the use of Federal grant funds



for equipping academic facihities We recom-
mended also that OE expand the list of equip-
ment 1tems for which maximum eligible prices
had been established to include additional
items of equipment which, on the basis of OF
expeitence, had been purchased in more
elaborate form than required for the project
purposes and provide such list to all mstitu-
tions recewving Federal financial assistance m
the construction of academuc facilities

We were informed in June 1969 that OE
planned to take action along the lines of our
recommendations (Report to the Acting
Commussioner of Education, Department of
Health, Education, and Welfare, April 17,
1969)

117 POTENTIAL ECONOMIES IN
DRUG PROCUREMENT-—We reported to the
Secretary of Health, Education, and Welfare
m September 1968 on opportunities for econ-
omies in drug procurement by the Indian
Health Service (formerly Division of Indian
Health), Health Services and Mental Health
Admnistration

We pointed out that savings could be
reahzed 1f greater emphasis were placed on
the benefits of centralized and competitive
buyimng through the Public Health Service sup-
ply center or through Veterans Admunistra-
tion supply depots and if the volume of drug
products purchased by field installations
directly from manufacturers and local whole-
sale establishments, totaling about $1 million a
year, were reduced We believed that there was
a need for considering the benefits to be
derived from the establishment of a program-
wide drug formulary which, together with
better iformation on drug usage by field
mstallations, would help in determiming the
drugs that would be procured centrally on a
competitive basis and generally at lower prices
than drugs procured locally

We pomted out also that drug-pricing
methods in some contracts with pnvate
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pharmactes which furnish prescriptions to
Indian beneficiaries were based on cost-plus-
percentage-of-cost features that were not con-
ducive to economical drug purchasing as they
might encourage the dispensing of higher cost
drug products than might be needed We
recommended that remmbuisement to the
pharmacies be based on actual acquisition cost
plus a fixed professional fee

We pomnted out further that, in some
locations, recurring or repetitive-type pre-
scriptions for Indians treated in non-Govern-
ment faciities had been filled by pnivate
pharmacies, with the result that the benefits
“of lower cost drugs obtamable from Indian
Health Service pharmacies had not been
obtamed

In response to our recommendattons for
strengthenmg the controls over drug procure-
ments and reahzing the possible economies
mdicated by our review, the Assistant Secre-
tary, Comptroller, nformed us in December
1968 of a number of actions that would be
inttiated He stated, however, that the Indian
Health Service did not consider 1t desirable to
require the filing of recurring or repetitive-
type prescriptions from Indian Health Service
pharmacies because this procedure would
preclude the pharmacies which are not
located in the vicinity of the Indian benefi-
ciaries from providing direct oral mstructions
on the proper use of the drugs (B-164031(2),
September 30, 1968)

118 BETTER PRICES AND PUR-
CHASE DISCOUNTS THROUGH VOLUME
PROCUREMENTS—In a March 1969 report
to the Joint Committee on Atomic Energy,
we reported that, although the Atomic
Energy Commission (AEC) generally provided
for a system of managing equipment 1n an
effective and efficient manner, certain econo-
mies would be available through more
effective use of volume procurements

We reported that, when the procure-



ments by AEC contractors were considered 1n
total, there were a number of 1tems purchased
1in large quantities Although i1n some
mstances contractors, by consolidating their
requirements, had realized savings through
receving volume discounts, we found that
certain items of equipment had been pur-
chased individually or in small quantities We
suggested that better exchange of procure-
ment mformation and earlier forecasting of
requirements should pernut the procurement
of like 1tems in large quantities, which would
provide opportunities for obtaimmng better
prices We suggested also that additional
opportunities for economies 1n procurement
were availlable through more extensive use of
such special arrangements as the offer-of-sale
agreement which was mnovated by AEC and
which 1s being used, to some extent, at certain
mstallations This agreement provides for a
purchase discount based on the volume of
procurements within a specified period of
time

We discussed our findmgs with AEC offi-
cials, who were receptive to our suggestions
They pomnted out that they had been giving
continuing attention to these areas and
advised us that they would confinue to
emphasize their efforts (B-160731, March 14,
1969)

119 COMMERCIAL PROCURE-
MENT VERSUS IN-HOUSE FABRICA-
TION-In a report submtted to the Congress
n October 1968, we pomted out that, in two
cases 1n which the Atomic Energy Commis-
ston (AEC) had procured products for its own
use from private industry, the products might
have been manufactured m AEC-owned,
contractor-operated plants at lower costs The
estimated costs of about $8 8 mllion to pro-
cure the products commercially were about
$1 8 mullion more than 1t mught have cost to
manufacture them imm AEC’s contractor-
operated plants

We found that AEC had authorized con-
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tinued commercial procurement of fuel
assemblies for the High Flux Isotope Reactor
at Oak Ridge, Tennessee, at an estimated cost
of $72 million to further its longrange
efforts to establish an efficient, stable, compe-
titive mndustry for supplying test and research
reactor fuel Information available to AEC at
the time the procurement was authorized
mdicated that the assemblies might have been
fabricated 1n-house at savings of about $1
mullion

We found also that AEC had drected
that the manufacture of certamn berylhum
metal parts at 1ts contractor-operated plant at
Golden, Colorado, be discontinued in favor of
commercial procurement of the parts AEC
considered reasonable the prices offered by
mdustry and believed that commercial pro-
curement would assist 1n maintaining industry
capacity to meet possible future needs We
believe that about $800,000 could have been
saved on about $1 6 million worth of com-
mercial procurements 1f production at the
AEC plant had been allowed to continue

We questioned whether the considera-
tions cited by AEC justified incurring the
additional costs We recommended that, for
products 1mvolving sigmficant costs, which are
solely or primarily for AEC’s needs and which
are capable of beimng produced in available
AEC-owned, contractor-operated facilities,
AEC advise the Joint Committee on Atomic
Energy of 1ts plan to purchase such products
from commercial sources when incremental-
cost comparisons show that substantial sav-
ings mght be achieved through in-house pro-
duction AEC believed that the decisions
made m the two cases cited by us were justi-
fied under the circumstances AEC, however,
agreed to accept our recommendation
(B-164105, October 22, 1968)

120 ACQUISITION OF LAND FOR
RESERVOIR PROJECTS-In February 1969,
we reported to the Congress that the Corps of
Engimneers, (Civil Functions), Department of



the Army was acquiring fee title to thousands
of acres of reservoir project land when less
costly flowage easements would have sufficed
or when no mterest in the land was required
for water control purposes We estimated that
the additional cost of acquining fee fitle to
388 selected tracts at seven reservoir projects
amounted to about $2 7 million

We recogmized that fee acquisition may
have been destrable to satisfy purposes other
than water control We found, however, that
the Corps had not identified the additional
cost incurred for other project purposes,
mainly recreation and fish and wildlife, even
though the Fish and Wildhfe Coordmation
Act indicates that the Congress desires cost
information relating to land acquired for fish
and wildlife purposes We found also that the
total cost of the land acquired for recreation
purposes had been paid for by the Federal
Government even though some of these costs
may have been properly fmanced by non-
Federal interests under the cost-sharing pro-
visions of the Federal Water Project Recrea-
tion Act

In response to our proposals, the Depart-
ment of the Army stated that information on
acreages and approxmnate costs to be incurred
for such purposes as recreation and fish and
wildhfe could be furnished to the Congress, if
1t was desired With respect to the additional
financing which may have been available from
non-Federal sources, the Department stated
that this would tend to decrease recreational
development by local nterests and, at some
future date, could cause substantial adminis-
trative problems

We expressed the behief that the Con-
gress, 1 prescribing the nature and extent of
reservorr project purposes, might wish to
require that the Corps rdentify, for congres-
sional consideration, the cost incurred 1n
acquiring greater nterests mn land than are
needed for water control purposes, the pur-
poses for which such mterests are acquired,
the related acreages, and the benefits to be
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dertved from such iterests We stated that
the Congress might also wish to express its
mtent as to whether the additional costs in-
curred for recreation and fish and wildhfe
purposes shall be treated as separable costs
and be subject to cost sharing under the pro-

visions of the Federal Water Project Recre-
ation Act (B-118634, February 3, 1969)

121 UTILIZATION OF EXCESS
FEDERAL PERSONAL PROPERTY BY
STATE EMPLOYMENT SECURITY AGEN-
CIES—In a report submitted to the Congress
mn September 1968, we stated that the Bureau
of Employment Security, Department of
Labor, could have realized savings 1if the
Bureau had established and implemented a
policy which would have enabled the State
employment security agencies to acquire ex-
cess Federal personal property for use in their
State and local offices The Bureau proce-
dures permitted State agencies to use Federal
funds to purchase personal property rather
than acquire such property through the excess
Federal property program of the General
Services Administration (GSA)

On the basis of our review of employ-
ment security offices in the State of Califor-
nia, we estimated that about $68,000 could
have been saved if excess Federal personal
property had been made available to furnish
these offices To the extent that excess Fed-
eral personal property 1s available, additional
substantial savings to the Federal Government
could be possible through reduced expendi-
tures for replacement and purchase of addi-
tional equipment in the more than 2,000
State and local employment security offices,
nationwide

In response to our inquiry, the Depart-
ment of Labor advised us that the Bureau did
have the authonty to make excess Federal
personal property available to the State agen-
cies and that 1t was implementing our sug-
gested policy to enable the State employment
security agencies to acquire excess Federal



personal property for use in their State and
local offices A departmental official also ad-
vised us that, as a result of our proposal, the
Department had made arrangements with
GSA for State agencies to procure supplies,
equipment, and services through GSA supply
sources

In March 1969, the Department 1ssued
mstructions urging all State agencies to use
GSA supply sources to the maximum extent
possible and urging those State agencies that
are precluded from making such procure-
ments to seek appropriate amendments of
their State laws or regulations The Depart-
ment’s structions to the States stated that
1ts recent comparison of commercial and GSA
prices for 13 selected items purchased by
State agencies revealed that GSA prices were
usually lower thlan commercial prices The
Department advised the States that the ap-
propriation request for fiscal year 1970 for
grants and for supplies and equipment had
been reduced by $2 mullion 1n anticipation of
the savings to be realized by State agency pro-
curements through GSA supply sources
(B-133182, September 25, 1968)

122 MICROFILM PROCUREMENT
AND USE-Our review of the procurement
and use of muciofilm at the Internal Revenue
Service (IRS), Department of the Treasury,
showed that substantial savings were possible
if IRS service centers procured needed micro-
film 1n shorter lengths that more nearly corre-
sponded with those received for copying pur-
poses from the National Computer Center and
if procurements were made 1n sufficient quan-
tittes to qualify for maximum volume dis-
counts offered by the supplier We found that,
during the microfilm reproduction process
at one service center, substantial quantities
of film on each roll purchased were not being
used and were eventually destroyed The un-
used film resulted because the lengths of films
procured by the service center averaged 100
feet more than the length of the master roll
furnished by the Computer Center for repro-
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duction purposes We found also that the sup-
plier of mucrofilm offered a discount as high
as 15 percent 1f orders for film were for at
least 1,764 rolls

In commenting on our findings, IRS
agreed that substantial savings were possible
and 1nstructed all field offices to purchase
shorter rolls of film Also, IRS has asked the
supplier of the film for the maximum dis-
count on each order, regardless of size, in
view of IRS’s overall requirement (Letter to
Assistant Commussioner (Administration), In-
ternal Revenue Service, January 22, 1969)

123 OFFICE FURNITURE PRO-
CUREMENTS—-Our review of procurement
and disposal of office furniture at field offices
of the Internal Revenue Service (IRS), Depart-
ment of the Treasury, showed that, by chang-
g 1ts office furniture standards to conform
with Federal Property Management Regula-
tions (FPMR) requirements, IRS could effect
cost reductions on future furniture procure-
ments, particularly at its seven service centers
where operating space will be mcreased by
about 500,000 square feet by 1971

Excessive costs are incurred because the
IRS office furniture standards do not 1ecog-
nize regurements that the least expensive line
be purchased and that the use of executive-
type furniture be hinuted to employees 1n the
appropriate GS grades The requirement to
purchase the least expensive line was estab-
lished by the General Services Administration
at the President’s January 1965 request to re-
duce substantially the then-current rate of
spending for new furmiture and typewriters

In commenting on our findings, we were
advised that the office furniture standards had
been developed for IRS’s furmiture replace-
ment program 3-1/2 years before the Presi-
dent’s request and that 1t did not seem to be
good management to discontinue the replace-
ment program which was 90-percent com-
plete



The President’s request to reduce the
rate of spending for new furmture did not
exempt ongoing programs Also, m view of the
anticipated future expansion of IRS activities,
particularly at service centers, and the resul-
tant opportunities for effecting economies
during future furmture procurements, we rec-
ommended that IRS revise 1ts office furniture
standards to conform with FPMR require-
ments to purchase the least expensive line and
restrict the use of executive-type furmiture to
employees 1n the appropriate GS grades

Subsequent to the issuance of our report
to the Secretary of Treasury in May 1969, the
Acting Commussioner of Internal Revenue
advised us that IRS had revised 1ts office
furniture standards to make them consistent
with FPMR requirements which would ensure
that executive furmture will be procured only
for officials who qualify under the regula-
tions The Acting Commuissioner advised us
also that IRS did not agree that it had not
comphed with FPMR’s requirement relating
to the purchase of the least expensive line He
said, however, that IRS would continue to
work closely with GSA 1n all procurement
actions to be sure that IRS obtamns the least
expensive equipment determined to meet the
requirements (B-133327, May 29, 1969)

124 STANDARDIZATION OF
DRUGS AND PHARMACEUTICAL SERV-
ICES—In a June 1969 report to the Congress
on our review of certain aspects of pharmacy
operations at hospitals and chmcs, we com-
mented that there were opportunities for
reducing the cost of drugs used by the Veter-
ans Admmstration (VA) installations 1n
metropolitan areas through increased stand-
ardization of commonly used items and their
dosages

We commented that centralized bulk
compounding and purchasing facilities would
contribute to improved patient care by pro-
viding medications that are not commercially
available, more assurance of the quahty of
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drugs compounded, and better assistance to
research and tramming activities

Also, we expressed the belief that the
increased standardization and resultant de-
crease 1n drug costs could be achieved through
the use of area interstation therapeutic agent
and pharmacy commuittees, acting in concert
with centrahzed bulk compounding purchas-
ing facilities

We therefore recommended that (a) the
Administrator of Veterans Affairs provide for
the formation of interstation therapeutic
agent and pharmacy committees in geograph-
1cal areas contamming several VA medical facil-
ities and (b) the committees, when estab-
lished, and with the encouragement and assist-
ance of the VA Central Office, study the
feasibility of establishing centralized bulk
compounding and purchasing operations with-
in their respective geographical areas

VA concurred in our iecommendations
and stated that 1t would establish interstation
commuttees with responsibilities as proposed
(B-133044, June 30, 1969)

1256 COST FACTORS USED IN
ECONOMIC ORDER QUANTITY FOR-
MULA-In April 1969 we reported to the
Director, National Bureau of Standards, De-
partment of Commerce, that the General
Services Admnistration’s Federal Property
Management Regulations (FPMR 101-27 102)
required the use of the economic order quan-
tity (EOQ) prmnciple of stock replenishment
by civilian agencies and recogmzed the need
for periodic review of the cost factors used to
formulate EOQ tables This method of replen-
ishment utilized a mathematical formula to
determme the order size which would mim-
mize total procurement and inventory-
carrying costs The reliabihity of the formula
was dependent on the accuracy of the pro-
curement and mventory cost factors used in
the calculations

The Boulder Supply Section of the



Boulder Laboratories located at Boulder,
Colorado, used an EOQ table in the replen-
ishment of storeroom stock However, the
table 1 use had been developed over 3 years
before and the procurement and mventory
cost factors used in the formula had not been
subsequently reviewed or updated

Since the reliability and effectiveness of
the EOQ principle of stock replemishment was
dependent on the accuracy of the cost factors
used m developing the EOQ table, we con-
cluded that the Boulder Supply Section
should review the cost factors to determine
whether they were still appropriate

We therefore recommended that the
Boulder Supply Section review, and revise 1f
necessary, the procurement and mventory-
carrying cost factors used in the EOQ for-
mula We recommended also that action be
taken to provide for the periodic review of
these cost factors In July 1969 the Director
of the Bureau advised us that the cost factors
would be reviewed (Report to Director,
National Bureau of Standards, Department of
Commerce, Apnl 29, 1969)

126 LEASING COPYING MA-
CHINES-We made a review of copymg
machines leased by the Department of Com-
merce to determune the availability of ma-
chmes which could provide services at a more
economcal cost We mformed the Assistant
Secretary for Admmistration by letter that, m
our opinion, more economical machines were
available and that cost had not been con-
sidered in approving the leasing of copying
machines We suggested that the Department
establish detailed procedures to provide guid-
ance 1n identifymng the most economical
machine that could meet requirements

The Assistant Secretary replied that he
did not believe that it would be efficient for
each agency to engage in the expensive re-
search and testing that would be required to
develop and update criteria for the selection
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of copying machines He stated that this task
should be performed by the General Services
Administration (GSA) for the use and benefit
of all Federal agencies He also advised us that
the Department was in the process of con-
ducting a study of copymg equipment and
services 1n the Commerce Building in Washing-
ton, D C, to develop an optimum plan relat-
g to fast copy technology

By letter report to the Assistant Secre-
tary 1n April 1969, we restated our position
pomting out that correspondence between
GSA and the Assistant Secretary indicated
that GSA was of the opiton that the imposi-
tion and exercise of control on the use of
copymg machine equipment could best be
administered by each agency imvolved We
also suggested that the copymng machine
market be kept under constant review by the
Department 1n order to take advantage of sav-
mngs generated by technological advances
(Report to Assistant Secretary for Adminis-
tration, Department of Commerce, April 1,
1969)

127 OUTFITTING VESSELS
ACTIVATED FOR USE IN SOUTHEAST
ASIA—In November 1969 we reported to the
Congress that the Marittime Admimstration,
Department of Commerce, had not estab-
lished adequate procurement procedures to
gude three coast district offices in purchasing
equipment and supply items for outfitting
vessels withdrawn from the National Defense
Reserve Fleet for service mm Southeast Asia
Each district developed 1ts own methods and
procedures for accomplishing the procure-
ment function, and, as a result, Maritime did
not, in our opinion, take advantage of oppor-
tunities for realizing significant economies in
the procurement of outfitting 1tems for the
vessels

We found that separate and uncoordi-
nated purchases by the imndividual districts of
12 items selected for review resulted mn sig-



nificant differences in the prices paid for the
items On the basis of these differences, we
beheve that program expenditures might have
been reduced by about $195,000 through
improved procurement procedures Also, Mar-
1time had not taken full advantage of the eco-
nomies available by using Government sources
of supply Many small supply items, such as
handtools, paints, and cleaning supplies, were
available but generally were not purchased
from Government sources of supply

We recommended that the Acting Mari-
time Administrator establish uniform procure-
ment procedures to be followed by the coast
district offices for outfitting vessels from the
reserve fleet Such procedures should mclude
provision for (a) standardizing outfitting
ttems and establishing umform specifications
for standard items, (b) making maximum use
of consohdated purchases through central
procurement and obtaming formal competi-
tion, and (c) utdizing Government sources of
supply whenever possible

In June 1968 the Acting Maritime
Admnistrator advised us that a study group
had been appomted to study the complete
logistic support system of the operation He
stated that the study group had defined high
volume, high cost, logistical support materials
which were susceptible to purchasing through
central procurement, as well as from Gov-
ernment supply sources Also, the district
coast directors had engaged in negotiations
with their respective General Services Admin-
istration supply outlets to arrange for opti-
mum use of these supply sources m providing
for the logistic needs of the Government-
owned ships Finally, standard requisitions
for stores’ equipment and subsistence items
had been developed by the study group and
mmplemented by the Coast Districts to ensure
more positive control over material usage and
to minimmze over ordering

We beheve that the actions taken by

Maritime were responsive to our recommen-
dations and, if properly implemented, would
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benefit not only the present operation of the
ships 1 support of the activities in Southeast
Asia but should also greatly benefit the Gov-
ernment should Maritime be requested to acti-
vate the reserve fleet ships in the future
(B-118779, November 4, 1968)

128 USE OF BLANKET PURCHASE
AGREEMENTS—In April 1969 we reported
to the Director, National Bureau of Stand-
ards, Department of Commerce, that during
our survey at the Boulder Laboratones
located at Boulder, Colorado, we noted that
established dollar limitations may have
restricted- the use of blanket purchase agree-
ments (BPAs) and that by lifting such restrict-
10ns possible savings could be effected

We observed that, of $4 8 million worth
of supplies and equipment procurement at
Boulder 1n fiscal year 1968, BPAs or reserva-
tions were utihized for only about $858,500
We did not determine the relative administra-
tive cost to the Boulder Supply Section for
purchasing 1tems by using BPAs compared to
mdividual purchase orders However, a 1964
General Services Administration (GSA) report
on a study of purchasing and contracting
operations at Bureau headquarters showed
that the cost to purchase each hine item was
25 cents under BPAs and $2 47 on informal
(open market) purchases On the basis of the
GSA study, 1t appears that savings could be
effected if greater use were made of BPAs for
replenishing storeroom 1tems

Procurement officials at Bureau head-
quarters in Gaithersburg, Maryland, informed
us that the dollar limitations were established
to ensure that mndividual purchase orders will
be prepared for all purchases of nonexpend-
able capital items m excess of the himitations
According to a Bureau official, the prepara-
tion of individual purchase orders assured that
the items purchased would be capitalized and
recorded on the property management
records, and thus the Bureau would be pro-
vided with a means of mternal control over
such purchases Our survey showed, however,



that the same internal control could be
accomplished under the BPA system Procure-
ment officials at Bureau headquarters agreed
with our view and on February 24, 1969, the
Chief, Procurement Section, removed the
Bureau’s dollar imitations on the use of BPAs
for all Bureau procurement

However, m discussing the possible mn-
creased usage of BPAs, we were advised by a
Boulder procurement official that all pur-
chases must be identified with an mndividual
project number for fiscal purposes and that
use of a single BPA for numerous projects was
unsatisfactory for this purpose We recognized
the need to associate all purchases with the
mdividual project number for fiscal purposes,
however, this need did not preclude the use of
BPAs for storeroom replenishment since each
storeroom had a separate project number and
a separate BPA could be established for each
vendor supplymg a particular storeroom We
therefore recommended that the Boulder Lab-
oratories make greater use of BPAs where
practical and feasible i the procurement of
supplies, including storeroom replenishment
items

In July 1969 the Director of the Bureau
advised us that the use of BPAs for storeroom
replenishment purchases was feasible and that
appropriate BPAs were being negotiated
(Report to Director, National Bureau of
Standards, Department of Commerce, April
29, 1969)

129 ACQUISITION OF TELETYPE-
WRITERS—In September 1968 we reported
to the Congress that the General Services
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Admimistration (GSA) did not evaluate ade-
quately the relative financial advantages of
acquiring teletypewriters and related mainte-
nance by means other than leasing because
GSA believed that the results of a cost com-
parison would not have sufficiently overcome
policy and other noncost considerations

We estimated that, after the present con-
tract expires, the acquisition of the teletype-
writers by an alternative method or the nego-
tiation of a new leasing arrangement more n
hne with the cost of an alternative method
could result in cost reductions ranging from
$2 4 mullion to $5 mullion over the remaimng
useful life of the teletypewriters

We also reported that GSA’s ability to
pursue the most economucal alternative at the
expiration of the present leasing arrangement
would be limited because the tanff filed by
the contractor for the Advanced Record
System service contamned a provision which
restricted GSA to using a leasing arrangement
in acquiring teletypewriters for use by civil
agencies

We recommended that, prior to the expt-
ration of the present contract, the Adminis-
trator of General Services mitiate action to
ehiminate the tanff provision that prohbits
the use of Government-furmished teletype-
writers by GSA and other civil agencies We
recommended further that the Administrator,
in future commumications procurements,
give consideration to alternative means of
obtaining the services and to the relative costs
thereof so that the means most favorable to
the Government may be determined
(B-162104, September 12, 1968)



RESEARCH AND DEVELOPMENT

RESEARCH AND DEVELOPMENT-
GENERAL

130 CONTRACTING FOR RE-
SEARCH WITH GOVERNMENT-SPON-
SORED, NONPROFIT ORGANIZATIONS-
On April 30, 1962, the President transmtted
to the Congress a report entitled “Govern-
ment Contracting for Research and Develop-
ment ” Extensive hearings were subsequently
held by the House Committee on Government
Operations, and the subject has continued to
be highly mmportant Government expendi-
tures for research and development have
mcreased from about $10 3 billion 1n 1962 to
about $17 3 billion 1n 1969 About 80 per-
cent of the expenditures are admumstered
under contracts

We reviewed one of the more controver-
sial elements in the 1962 report the purpose,
amount, and use of the fee or management
allowance—to the extent of about $9 million
annually--provided in contracts with
Government-sponsored, nonpiofit orgamza-
tions Our report on the review was 1ssued to
the Congress in February 1969

The guidehnes in the 1962 report advo-
cated the payment of fees to nonprofit organ-
1zations for the following reasons (a) to
provide some degree of operational stability
and flexibility to orgamzations otherwise
bound to the limitations of cost financing of
specific tasks and (b) to conduct some inde-
pendent, self-imitiated research in order to
obtain and hold highly competent scientists
and engineers

We concluded that the purpose estab-
Iished for the fee 1n 1962 had not been ac-
complished satisfactorily and that the fee had
not been administered m accordance with the
1962 gwidelnes In some instances the non-
profit orgamizations were accumulating the
fees to permut diversification into new fields
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and were not using them to any appreciable
extent to conduct independent research Also,
the fees paid to the organizations and the
bases used for determming the amounts varied
significantly among Government agencies

We noted also that no action had been
taken with respect to an important recom-
mendation 1n the 1962 report that considera-
tion be given to the establishment of Govern-
ment ‘“‘institutes ” The recommendation
envisioned that such institutes would be
separate corporate entities, subject to the
supervision of a Cabmet officer or agency
head, and would provide a means for conduct-
ing 1n-house research and development
programs

With respect to fees for sponsored non-
profit organizations, many Government agen-
cies agreed that there was a need for
Government-wide guidelines With respect to
the establishment of Government institutes,
the agencies felt, in general, that the subject
warranted consideration

We expressed the belief that, in view of
the changes in the 7 years after the policies on
contracting for research and development
were established, the subject of the proper
role of Government-sponsored nonprofit
organizations was of sufficient importance to
warrant a Presidential-directed mteragency or
commission study As an alternative we
recommended

—That the Bureau of the Budget prescribe
Government-wide guidance to agencies
in establishing and contracting with
sponsored nonprofit organizations

~That the Bureau of the Budget and the
Cwil Service Commussion conduct a
follow-on study to consider what types
of organizations could best assist the
Government in fulfilling s research and
development mussions, tncluding con-



sideration as to the desirability and feas-
ibility of establishing Government
Institutes

(B-146810, February 10, 1969)

131" FUNDING OF RESEARCH
AND DEVELOPMENT EFFORTS—During a
review 1n a confractor’s plant, we noted that a
substantial amount of research and develop-
ment effort was being financed with procure-
ment funds rather than research and develop-
ment funds We therefore extended our
review to the contracting agency, the Auir
Force Space and Missile Systems Organization
(SAMSO) Ou report was 1ssued to the Con-
gress in May 1969

We found that, during the period 1964
to 1967, SAMSO had awarded supplemental
agreements totaling $22 5 mullion to three
MINUTEMAN muissile motor contractors for a
product immprovement program These agree-
ments were financed with nmussile procurement
funds Most of the work performed, however,
mvolved, 1n our opinmion, research and develop-
ment effort rather than product improvement
and should have been financed with research
and development funds

SAMSO officials cited an Air Force pro-
curement instruction as thewr authority for
the financing We found, however, that the
disclosure and approval procedures of the
mstruction had not been followed As a re-
sult, no higher level of authority had had the
opportunity to consider the matter

We proposed that (a) full disclosuie be
made 1n program budget submissions to allow
for ready detection and critical evaluation of
sigmficant provisions for product improve-
ments by officers having budget approval
responsibility and (b) research and develop-
ment effort be procured with research, devel-
opment, test, and evaluation funds rather
than funds appropriated for the procurement
of approved equipment We suggested also
that the Air Force clarify the provisions of its
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mstructions and that the Secretary of Defense
examine into the matters discussed i our
report to determine 1f similar situations
existed 1 other Air Force programs or m
other organmizations within the Department of
Defense

The Department of Defense advised us
that 1t had revised 1its instruction and that the
Air Force was revising and updating its in-
struction The Department advised us also
that the Army and Navy had stated that they
had no knowledge of any funding deviations
of the type discussed in our report and that a
review by the Aiwr Force Logistics Command
had not disclosed similar instances

We believe that the actions taken or
bemng taken should preclude recurrence of
circumstances such as those discussed in our
report (B-146876, May 7, 1969)

132 CONTROL OVER AMMUNI-
TION DEVELOPMENT-The Army Matenel
Command 1s responsible for developing con-
ventional ammumnition required by the Army,
Air Force, and Manne Corps We made a re-
view of the management controls over these
operations Our report on the review was
issued to the Congress in September 1968

The Army had established procedures
reasonably adequate for enabling management
to identify and to correct deficiencies mn
ammunition prior to completion of develop-
ment The procedures mncluded five distinct
m-process reviews, or periodic evaluations, at
specified pomts mn the development process

In our opmion, Headquarters, Army
Matenel Command, was not adequately momni-
toring the development programs or requiring
project managers to perform the necessary
reviews Insufficient management control had
been, in large part, responsible for the devel-
opment and production of unacceptable
ammunition in the past

In our review of 11 items of conven-



tional ammunition that were m the develop-
mental stage, we found that the following two
items had been approved for production al-
though none of the required m-process re-
views and evaluations had been performed
during the course of their development

—73,000 rounds of howitzer cartridges at
a cost of $21 million

—115,000 rounds of recoilless rifle car-
tridges at a cost of $31 million

For the remamng nine items we re-
viewed, we found that, on the basis of therwr
respective stages of development, a total of 30
reviews and evaluations should have been
made, however, only six had been made

Although reviews had been made by the
Army Audit Agency of certamn operations in
ammunition, they had not covered the man-
agement of mn-process reviews

In bringing our findings to the attention
of the Department of Defense we proposed
that

—The Army clanfy existing reporting in-
structions to ensure that proposed and
completed actions in development pro-
grams are recorded arid reported
through command channels

—The Army mamtain closer supervision
over research and development activities
to ensure that in-process reviews actu-
ally are made

—The Army Audit Agency include in-
process reviews in its audit programs

The Army, m its reply on behalf of the
Department of Defense, stated its agreement
with these proposals and cited corrective
measures that had been taken (B-157535,
September 27, 1968)

133 ARSENAL MANAGEMENT OF
AMMUNITION RESEARCH AND DEVEL-
OPMENT—-The Picatinny Arsenal, operated
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by Department of the Army, 1s the principal
agency in the Department of Defense for the
research and development of conventional
ammunition for the Armed Forces As stated
m our report 1ssued to the Congress in
November 1968, we found that the Arsenal
needed to improve its management of re-
search and development to prevent the possi-
ble premature mass production of ammum-
tion

There was a need for improvement 1n the
accuracy and completeness of information
rehed upon to deternune when an item of
ammunition was ready for mass production,
m the 1nvestigation and correction of deficien-
cies disclosed by development tests, and mn
the scheduling and performing of production
engineering reviews There was also a need for
improvement 1n testing ammunition perform-
ance under vanious chimatic conditions prior
to production, in the performance of reviews
at cnitical points 1n the research and develop-
ment process, and m the scope of internal
audit reviews of management

We found that (a) the Arsenal and other
Army organizations involved i the research
and development process were not complying
with the existing policies and procedures and
(b) there was aneed to strengthen management
controls to ensure compliance with these
policies and procedures

The Assistant Secretary of the Army
(Research and Development) stated that cor-
rective actions had been taken or planned on
these findings (B-157535, November 27,
1968)

134 INDIRECT COST OF FEDER-
ALLY SPONSORED RESEARCH-In ac-
cordance with a request by the Chairman,
House Commuttee on Approprations, and a
similar requirement m the House Conference
Report on the Department of Defense Appro-
pnation Act for 1969, we made a study of
indwrect cost of federally sponsored research,



performed primarily by educational mstitu-
tions The purpose was to assist the legislative
and appropriaiion committees in achieving a
realistic and uniform formula for ascertaming
indirect costs on research grants

In fiscal year 1968, about $1 4 billion in
Federal funds were obligated to colleges and
umversities for basic and apphed research
The principal sources of the funds were the
Department of Health, Education, and
Welfare, $655 million, the Department of
Defense, $226 mllion, the National Science
Foundation, $211 million, the Atomic Energy
Commission, $90 million, and the National
Aeronautics and Space Administration, $89
million

In June 1969, we reported to the Con-
gress on the results of the study The report
contained the following conclusions

—A uniform formula, in the sense of a
uniform percentage rate to be appled
to direct cost or some element thereof,
will not result in a realistic or equitable
determination of indirect cost based on
sound accounting principles

—It 15 not feasible to determine indirect
cost by a fixed method ar procedure
apphed uniformly under all conditions
There 1s not enough standardization
among research institutions and projects
to permit use of a uniform formula or a
fixed method of determining indirect
cost

—Uniform principles and guidelines can be
used, however, for determining indirect
cost, provided that they have sufficient
flexibility to be applicable to differing
circumstances in an equitable manner
Such principles and guidelines are pro-
vided in Bureau of the Budget (BOB)
Circular No A-21 Revisions to A-21
have been made from time to time with
the assistance of the Government agen-
cles administering research programs
and after discussions with represent-
atives of the educational nstitutions A
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need exists, however, for further
changes in the provisions and adminis-
tration of A-21

~To the extent that cost sharing—a
sharing in the cost by the research nsti-
tution—is to be required, relating cost
sharing to the total cost of the research
Is more appropriate than imposing a
limrt on the rate of indirect cost Such a
imit does not adequately provide for
variations In the levels of indirect costs

—It appears highly desirable that some
flexibility in requiring cost sharing be
provided because of the diverse circums-
tances and considerations mnvolved Cost
sharing could be handled by negotiation
between the responsible Government
agency and the awardee within such re-
strictions as the Congress may impose

—Participants would have to consider
those policy or program aspects as may
be pertinent to the research involved,
such as (a) the degree of interest in the
research, (b} the nature of costs to be
incurred, {(c) the effect of the work on
the academic programs and the financial
condition of the institution, and (d) the
desirability of using a particular institu-
tion for a specific project

The report contained the recommenda-
tion that BOB and the adminsstrative agencies
concerned consider providing more specific
gwdance mn A-21 1n certam areas and more
uniformity in implementing 1ts provisions

It also contained the observations that

—Even with the most specific guidance
practicable, variations are to be expected
in the levels and rates of indirect cost
These variations occur because of the
different kinds of research, the methods
of operation, the nature of facilities,
and the organization of research activi-
ties

—If cost sharing is to continue asa require-
ment for grants, a need will exist, on a



Government-wide basis, for
well-defined, uniform standards govern-
ing the use of contracts or grants for
research Such guidance will be neces-
sary for consistent application of cost
sharing GAQO considers such criteria
and guidance to be both feasible and
destrable

BOB informed us that, in connection
with the next revision of A-21, 1t would strive
toward the objective of providing more spe-
cific gmdance 1n the areas identified as need-
ing improvement BOB also stated that an in-
teragency study had been mitiated to give
consideration fo reducing inconsistencies
among agencies m terms and conditions of
contracts and grants

As part of this study, BOB 1s also ex-
ploring the possibility of establishing guide-
lines as to when a grant or a contract should
be used, as well as whether a new type of
mstiument, such as a research agreement,
should be developed to replace some of the
current grants and contracts

For the consideration of the Congress,
the report contamned the observation that
there were divergent views on the question as
to whether the mstitutions engaged in re-
search should or should not share in the cost
These differing views cause recurring
problems If a consistent policy 1s to be
followed by the various agencies concerned,
there will be a need for gudance from the
Congress or the executive branch

We suggested that the Congress mght
wish to consider accomplishing this gmidance
through one of the interested congressional
commuittees The committee so charged could
obtain the views, recommendations, and sup-
porting argumentation from the major execu-
tive agencies concerned and from
representatives of mstrtutions engaged n re-
search work It could recommend legislation
to establish a umiform Government-wide
policy as to whether the recipients of research
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grants would be required to share in the cost
of research and, if so, the circumstances in
which cost sharing shall be required, the
degree of sharnng, and the flexibility to be
allowed 1n 1ts implementation

This approach seems to provide an ef-
fective means of presenting pertinent informa-
tion and views of representatives of the
Congress A uniform policy could be formu-
lated and proposed and a final decision could
be made by the Congress for resolution of this
recurring problem

We also expressed the belief that, if
mandatory cost sharing 1s to be required, as
an alternative, the necessary control over
cost-sharing policies of the individual agencies
could be obtaned through the normal con-
gressional legislative and appropration
hearings On the basis of such congressional
review, the agencies could be required to
make any necessary revisions in their policies
(B-117219, June 12, 1969)

135 USEFULNESS OF GOVERN-
MENT-SPONSORED RESEARCH-We
pomted out in an August 1968 report to the
Congress that, in our review of research proj-
ects m medicmal chemistry sponsored by the
National Institutes of Health (NIH), Depart-
ment of Health, Education, and Welfare
(HEW), we had found that many research
mvestigators being supported with NIH grants
were unable to obtain the screening and test-
g services considered necessary to determine
the usefulness of compounds prepared during
their research toward the development of new
drugs for the prevention and treatment of
human diseases and disabilities

Investigators stated that after 1962, when
HEW revised 1ts patent procedures, they
were no longer able to obtain the cooperation
of the pharmaceutical industry and that no
adequate substitute services were available
We noted that, because of the difficulties they
were encountering, some investigators were



redirecting their research efforts away from
drug development We noted also certam
difficulties in the adminstration of HEW regu-
lations concernmg invention nights that
needed resclution to facilitate the discovery
of potential new drugs

In response to our proposal that HEW
effect more timely determinations of inven-
tion mights and clanfy the circumstances
under which such determinations may be
made, we were informed that certain meas-
ures had been or would be taken to encourage
screening and testing of new compounds We
recommended that the Secretary of HEW
develop and put mnto effect such policies and
procedures, 1n addition to these measures, as
are necessary to provide adequate screemng
and testing of compounds to facilitate the
development of potential drugs

In October 1968 the Assistant Secre-
tary, Comptroller, informed us that HEW was
utiizing a new basic institutional patent
agreement with all qualified grantee institu-
tions and that wider use of this patent agree-
ment would alleviate part of the difficulties
grantee investigators had encountered 1n
obtaining screening services He fuither
informed us that the Department would con-
tinue to make such changes in 1ts patent
policies as are necessary to foster the fullest
utihization of compounds prepared during
research sponsored by NIH (B-164031(2),
August 12, 1968)

136 DETERMINATION OF ALLOW-
ABLE COSTS AND RECOVERY OF OVER-
PAYMENTS~ Our review of grants awaided
by the National Institutes of Health (NIH),
Department of Health, Education, and Welfare
(HEW), to six selected grantee institutions for
the establishment and operation of general
clinical research centers showed that five
grantees had recewved grant funds 1n excess of
allowable costs We identified overpayments
estimated to total about $678,000, out of
total reimbursements of $2 3 million to the
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six grantees, for costs of hospitalization of
center patients and for indirect costs of center
operations

The overpayments for hospitalization
costs occurred because NIH (a) in the 1nital
years of the program had reimbursed the nsti-
tutions on the basis of a cost formula which
resulted in allowing costs 1n excess of those
based on actual patient-days, (b) had not ade-
quately reviewed the patient per diem rates
proposed by the imnstitutions, and (c¢) had not
examined into the propriety of the institu-
tions’ reimbursement claims The over-
payments for indirect costs occurred because
NIH (a) accepted clamms for indirect costs
based on certain direct costs for which related
mdirect costs were also being claimed through
hospitalization reimbursement and (b)
allowed the legal maximum rate rather than
applying lower overhead rates that had already
been negotiated or hegotiating appropriate
rates with the mstitutions

We found that NIH had taken certam
actions toward recovering overpayments and
precluding future overpayments In particular,
NIH had discontinued use of the cost reim-
bursement formula for hospitalization costs
and had recognized the need for reviewing
hospitalization charges by 59 general clinical
research centers and making adjustments 1n
those cases where overpayments had been
made because of the use of the formula

Since extended delays had occurted in
the determination and settlement of the cases,
however, we recommended that the Sec: etary
of HEW direct that (a) the HEW Audit
Agency make audits of grantees’ records
wherever they had not been made and (b)
NIH, on the basis of such audits, make timely
settlements of all grants which mvolved over-
payments resulting from excessive allowances
for hospitalization and indirect costs

In March 1969, the Assistant Secretary,
Comptroller, of HEW informed us that NIH
(2) had requested prionty audits on 16 gen-



eral chnical research center grants, (b) had
collected $91,000 of excessive allowances for
hospitalization costs classified as accounts
recewvable at the time of our report, and (c)
was reviewing indirect cost information to
determine the appropriateness of indirect cost
charges to center grants and would proceed
with settlements where overpayments were
found (B-164031(2), December 26, 1968)

137 ANALYSIS OF ESTIMATED
AND ACTUAL COSTS OF CERTAIN
MAJOR RESEARCH FACILITIES—In a re-
port to the Congress dated February 20,
1969, we pomted out that, through fiscal year
1968, the costs of the capital facilities and
equipment comprising the Atomic Energy
Commussion’s (AEC’s) zero gradient synchro-
tron (ZGS) accelerator and experimental com-
plex at the Argonne National Laboratory
totaled about $108 5 mullion Of this amount,
about $51 4 mullion represented the cost of
constructing 1ts basic facilities and about
$57 1 mullion represented the cost of addr-
tions, modifications, improvements, and
equipment acquisttion

We stated that, 1n our opinion, the signif-
1cant difference between the amount author-
1zed for the basic ZGS facilities—about $42
million—and the costs of about $1085
million for the facilities and equipment that
constituted the ZGS complex illustrated a
fundamental problem with large accelerator
projects, namely, that requests for authoriza-
tion of a basic accelerator do not provide the
Congress with complete information regarding
the total estimated costs of associated facili-
ties and equipment or the related future
funding requirements

With respect to the 200 billion electron
volt accelerator under construction at Weston,
Illinoss, we noted that AEC expected to mcur
costs of about $153 mullion for facilities and
equipment through June 30, 1977—the fifth
year following the date estimated for obtain-
ing the 1initial particle beam from the
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accelerator—in addition to the $250 mullion
estimated cost of the basic project

We suggested that AEC establish a proce-
duie requinng that future requests for author-
1zation of accelerator projects and other
research devices—such as reactors—include, as
information, estimated cost data concerning
all capital costs expected to be ncurred
during the construction of the project and for
a specific time after completion of construc-
tion—perhaps 5 years We suggested also that
AEC furnish the Joint Committee on Atomuc
Energy with periodic information showing the
total costs mcurred for the capital facilities
and equipment constituting the entire experi-
mental complex AEC agreed to accept our
suggestions (B-159687, February 20, 1969)

138 BUDGETING, FINANCIAL
CONTROL, AND ESTABLISHMENT OF
RESEARCH PRIOR ITIES—During our review
of the biology and medicine 1esearch program
of the Atomic Energy Commission (AEQ),
which was performed at the request of the
Joint Commttee on Atomic Energy (JCAE),
we noted that the procedures for establishing
research priorities, both at the laboratories
coyered 1n our review and within AEC’s Divi-
sion of Biology and Medicine (DBM), were
informal and not generally documented

In our report to JCAE m April 1969, we
proposed that a more systematic method of
selecting new research areas for the program
be established through the use of Separate
budget submussions by the laboratories, cover-
g the requested funding (a) for projects
already under way and (b) for proposed new
projects m the order of prionty determined
by the laboratories DBM agreed to consider
our proposal and subsequently advised JCAE
that 1t intended to take steps to improve pro-
cedures for identifymg and selecting new
research projects, including the 1dentification

by the laboratories of the order of prionty for
new projects

We noted also that DBM obtamned data



annually from 1ts contractor-operated labora-
tories providing detailed justifications of each
proposed research area and prepared estimates
of the costs to be allocated to each such area
It was not DBM’s general practice, however,
to inform the laboratories of the amounts
which 1t believed should be allocated to each
research area or to require the laboratories to
report actual costs at the research area level
DBM rehed on analyses of costs obtaned
from AEC’s monthly cost-budget reports
which compared estimated and actual costs
by budget category and sub-category and on
continuing informal contacts with labora-
tories to determune whether costs of individ-
ual research areas were substantially cifferent
from those that were anticipated

We suggested that, in addition to the cur-
rent practice of providing the laboratores
with financial plans showing the amounts allo-
cated at the budget category and subcategory
level, DBM separately advise the laboratories
of estimated amounts allocated to each
research area We suggested also that, in order
to capitalize on information readily available
that should further strengthen DBM’s adminis-
tration of 1ts research program, DBM arrange
for periodic reporting by the laboratories of
actual costs at the research area level DBM
advised us that 1t had adopted a procedure for
providing the laboratories with data on esti-
mated amounts allocated to each research
area and that 1t planned to give further con-
sideration to requesting periodic reports of
actual costs at that level

We found also that the scope of work
included under research areas identified
laboratory budget documents submitted to
AEC Headquarters varied considerably among
the various laboratories covered i our review
Substantial differences were noted in the
number of projects covered by individual
research areas In some cases, one research
area covered many related projects, in others,
several research areas covered only one
project
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We suggested that DBM limit the scope
of research work included under each 1esearch
area to assist 1n placing responsibility for the
progress of specific research projects and to
facihitate the identification of requested fund-
ing for new and existing projects DBM agreed
that some instances probably existed in whach
the scope of research work included under
individual research areas could be reduced
DBM subsequently advised us that it was
reviewing this matter with the laboratories
(B-165117, Apnl 16, 1969)

139 EFFORTS TO RESOLVE LAB-
ORATORY MANAGEMENT PROBLEMS—In
our review of the policies and procedures for
managing the biology and medicine 1esearch
program of the Atomic Energy Commussion
(AEC), we noted that, at two of AEC’s
contractor-operated laboratories, significant
management problems had continued unre-
solved over long periods of time

In an April 1969 report to the Jomnt
Commuttee on Atomic Energy, we stated that,
in our opimon, when problems arise at AEC
contractor-operated laboratonies that could
adversely affect research activities and prompt
and satisfactory resolution 1s not made by
contractor or laboratory officials, the prob-
lems should become a matter of immediate
concern to AEC and forceful action should be
taken to the extent necessary to resolve the
problems

AEC mamntains a policy of generally not
intervening 1n laboratory internal manage-
ment problems, and 1ts Division of Biology
and Medicine (DBM) did not agree that more
forceful action had been needed to resolve the
problems at the two laboratories We stated in
the report, however, that, in our opinion, the
extended period of time during which the
management problems existed warranted
further action on the part of DBM
(B-165117, April 16, 1969)

140 EVALUATION OF RESFARCH
PROJECTS—In a report submitted to the



Joint Committee on Atomic Energy (JCAE)
m April 1969 on our examination into the
policies and procedures used by the Atomic
Eneigy Commission (AEC) and six of its
contractor-operated laboratories in managing
the biology and medicine research program,
we pomted out that the various formal com-
mittees which had been established by AEC
and 1ts contractors to periodically review the
research program did not appear to provide
laboratory officials with sufficient in-depth
program evaluations to assist them signifi-
cantly m the management of the program
These reviews appeared to be directed primar-
ily to the overall performance and direction
of the research program, and recommenda-
tions, for the most part, were made m broad
general terms

One laboratory, however, had imple-
mented a review procedure involving the
periodic rating of individual research projects,
which appeared to be an excellent mechanism
for providing management assistance to labo-
ratory officials

We suggested that AEC’s Davision of
Biology and Medicine (DBM) encourage its
other laboratories to adopt smmlar project
rating systems to provide laboratory manage-
ment with a systematic means of periodically
evaluating the quality of individual project
research efforts DBM agreed that some sort
of formal rating system would be useful for
review purposes and stated that 1t intended to
discuss the matter with the laboratores
(B-165117, April 16, 1969)

141 PROGRAM FOR SCREWWORM
ERADICATION-Qur review showed that,
although we considered the screwworm eradi-
cation program of the Agricultural Research
Service (ARS), Department of Agriculture
generally successful, certain operations of the
program could be mmproved and economies
could be achieved

The techmique used to eradicate screw-
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worms, a parasite destructive to livestock,
nvolves mass production of screwworm flies,
therr sterilization by apphcation of gamma
rays emitted by Cobalt 60, and thewr system-
atic release from aircraft over infested areas
Native female flies that mate with the sterile
factory-reared males lay infertile eggs, incapa-
ble of hatching

We found that ARS might not have been
releasing the minmmum quantities of fhes
needed to achieve the objectives of the pro-
gram because mformation on all factors rele-
vant to such determimnations was not available
to decisionmaking personnel We expressed
the opmion that the use by ARS of all rele-
vant mformation would ensure the accomp-
lishment of program objectives with the least
number of flies and the lowest resultant pro-
gram costs

We found also that economies could be
achieved and more satisfactory meat products
needed for the production of flies could be
obtamed by ARS if contract provisions gov-
erming the quality of meat were enforced We
pointed out that personnel at the operating
plant tnmmed fat from the meat purchased
for the program, without ARS’s obtaming
price adjustments, even though contract
specifications required the removal of the fat
by the suppliers of the meat in order that it
might be placed directly mnto the production
process without trimming by ARS personnel
Moreover, we found that mnventory records of
meat were not current, complete, or ac-
curate, which precluded the effective use by
program personnel of mnventory data

We proposed that ARS establish specific
guidelines and procedures for documenting all
relevant mformation used by management m
making decisions that regard the quantities of
flies to be released We proposed also that
ARS direct program officials to enforce con-
tract provisions and establish and implement
an adequate system of inventory records and
mternal controls

ARS, m commenting on our proposals,



mformed us that it planned to add expert
epidemiologists to the screwworm eradication
program staff in order to more effectively
plan fly drops and document the reasons for
each release and to develop methods for recall
of essential information to be apphed m
future fly-release decisions ARS also advised
us that its meat contract specifications had
been revised and that 1ts eradication program
staff had been mnstructed to adhere closely to
specifications and to nsist on full compliance
with specifications by meat suppliers Also,
ARS stated that 1t had changed its method for
conducting and reporting imventornies to a
method that would provide the controls sug-
gested by us (B-133192, March 20, 1969)

142 NEGOTIATING MANAGE-
MENT FEES-—-Under the terms of its cost
reimbursement contract for the operation of
Kitt Peak National Observatory, the National
Science Foundation agreed to pay the con-
tractor, a private nonprofit corporation, an
annual management fee which was mtended
to provide for the normal operating expenses
of the contractor not reimbursable under the
contract and to enable the contractor to accu-
mulate capital equivalent to about 2 years’
corporate expenses In a report submitted to
the Congress 1n December 1967, we pointed
out that the fees negotiated between fiscal
years 1958 and 1966 had enabled the contrac-
tor to accumulate a corporate reserve of more
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than four times the corporate expenses
mcurred dunng fiscal year 1966

We recommended that the Foundation,
in negotiating the management fee for the
next contract period, give appropriate con-
sideration to the reserve accumulated by the
contractor before determining the level of
funding The Director agreed with our views
and, duning negotiations of the 2-year con-
tract effective October 1, 1968, 1n recognition
of the contiactor’s accumulated corporate
reserve and related corporate assets, negoti-
ated a reduction in the annual fee from
$130,000 to $70,000 a year

Simularly, the Foundation negotiated
reduced management fees under 2-year con-
tracts, effective in fiscal year 1969, for the
operation of two other Foundation-supported
national research centers—the Cerro Tololo
Inter-American Observatory m Chile, South
Amernica, and the National Radio Astronomy
Observatory in Green Bank, West Virginma—
because of the accumulation of corporate
reserves by the operating contractors For one
of the centers, the annual fee was reduced
from $50,000 to $30,000 and for the other
center from $125,000 to $100,000 annually
Thus, the total aggregate annual fee reduction
for the three centers was $105,000, or
$210,000 for the 2-year contract periods
(B-133338, December 14, 1967)



INTERNAL MANAGEMENT PRACTICES
AND RELATED CONTROLS

ACCOUNTING AND FISCAL MATTERS

143 FUNDING PRACTICES FOR
PROCUREMENT OF SPARE PARTS-In a
prior review of the ability of the military sup-
ply systems to respond to mcreased demands,
we observed that some supply-support prob-
lems were apparently the resulf of the prac-
tice of releasmg procurement funds on a
piecemeal basis Therefore we undertook a
hmited examination mto the effects of such
funding practices on the procurement of aero-
nautical spare parts by the Air Force Our
report on the examination was issued to the
Congress 1n August 1968

We found that in fiscal years 1966 and
1967 the Department of Defense released
funds to the mulitary departments on a piece-
meal basis The Air Force, m turn, released
funds to 1ts procurement centers on a piece-
meal basis and without advance notice as to
the amounts that would be made available or
when they would be made available

The funds made available to the procure-
ment centers were less than the funds needed
to cover computed requirements The mcre-
mental funding created additional difficulties
for the procurement centers in their manage-
ment of the linited funds 1n that

—Spare parts could not be purchased In
larger, more economical quantities

—Prices were increased by contractors be-
cause of delays by the procurement
centers In placing orders

—Administrative costs of procurement
were Increased because of additional
paper work

—Procurement on a piecemeal basis in-
creased the likelthood of shortages of
spare parts which could adversely affect
the operational readiness of the aircraft
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The Assistant Secretary of Defense
(Comptroller) stated that the numerous fund
releases m fiscal years 1966 and 1967 were
neither desirable nor economuical but were
necessary under the then-existing circum-
stances Further, we were informed that the
Air Force attempted, 1n fiscal year 1968, to
reduce the number of separate fund alloca-
tions to the Air Materiel Areas We were in-
formed also that the other mulitary depart-
ments pursued the same objective and that
the Office of the Secretary of Defense was
cooperating in every way possible

We pomted out that silar conditions
could recur and could again necessitate close
fund control and incremental releases of
funds We recommended that, in that event,
consideration be given by the Department of
Defense and the military departments to the
additional costs and other adverse effects of
mcremental fund releases and that efforts be
made to reduce the practice to a minimum
We recommended also that as much mforma-
tion as possible be furnished to mventory
management activities as to amounts of funds
that would be available and the probable
release dates, to facilitate the planming of
their procurement programs The Department
of Defense agreed (B-164301, August 27,
1968)

144 ADMINISTRATION OF THE
FOREIGN MILITARY SALES FUND-The
Department of Defense administers a revolv-
g fund known as the Foreign Military Sales
Fund which has been utilized for extending
credit to foreign mulitary sales customers
under provisions of the Foreign Assistance
Act of 1961, as amended (FAA) FAA re-
quires that an integral set of accounts be
maintained for the loans and sales made under
the act

The Mihtary Assistance Comptroller



recognized the need for an integral accounting
system on a commercial basis and established
accounting records for this purpose as of July
1, 1965, the date the requirement was effec-
tive These accounts were designated “pro-
prietary accounts ’ The proprietary accounts
are mtended to provide the basis for
preparation of financial statements and to
provide an appropriate basis for auditing
“in accordance with principles and procedures
applicable to commercial corporate trans-
actions

In April 1969 we reported to the Secre-
tary of Defense that improvements were
needed 1f accounting records and related
financial statements of the fund were to ade-
quately disclose the fund’s financial condi-
tion We found that the fund’s accounting
records were not in proper condition for
auditing 1n accordance with principles and
procedures applicable to commercial transac-
tions, because these records were not main-
tamned on the accrual basis or in a current
condition and because accounting practices
being followed posed difficulties 1n attempt-
ing verfication of the records We noted that
financial statements for the fund had not
been prepared on the accrual basis and that,
consequently, substantial balances had been
omutted We also questioned the accuracy of
stated balances for loans recervable and ques-
tioned certain other aspects of accounting and
reporting

In view of recent legislation mnitiating an
estimated 10-year period of fund hqudation,
which began June 30, 1968, and directing
that assets of the fund be available for dis-
charge of its habilities and for transfer, from
time to time, to the general fund of the Tieas-
ury during the hquidation period, we beleve
that 1t 1s of particular importance to get the
fund’s accounting records on a sound basis

We suggested that the Secretary of De-
fense direct that the accounting records of the
fund be placed on the accrual basis as quickly
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as possible and that prompt action be taken
to analyze and adjust the accounts to 1eflect
the correct and proper balances

The Deputy Director of Military Assis-
tance responded that steps were being taken to
put the fund’s accounting system on the
accrual basis but that full implementation was
not considered feasible prior to the extension
of the accrual basis to all Department of De-
fense accounting systems He advised us that
special efforts were bemg made to improve
the accounting records and that, by arrange-
ment with the Treasury Department, the Mili-
tary Assistance Comptroller would continue
to maintain the accounts durmng the hquida-
tion period (B-165731, Apnl 16, 1969)

145 ACCOUNTING SYSTEMS IM-
PROVEMENT EFFORTS-In a letter to the
Director, United States Information Agency
m February 1969, we stated that, on the basis
of observations made during our work with
Agency representatives in the development of
an mmproved financial management system,
we concluded that the present direction and
level of the effort being made and those
planned mght not be appropriate to accom-
plish, on a timely basis, the sizable and com-
plex tasks of designing, developmg, and m-
stalling an adequate accounting system

We urged the establishment of an ac-
counting system development plan and the
application of an adequate number of techm-
cally qualified personnel to accomplish the
work called for by the plan An appendix to
our letter listed specific accounting system
problem areas which, we belheved, requured
attention by the Agency

We suggested, that, if 1t were found
impracticable to provide the needed capabihity
mm-house, consideration be given to engaging a
recognized national public accounting firm
for portions or all the design and 1installation
phases of the process and to provide com-
petent m-house staff to work with the con-



tractor and to operate and maintain the sys-
tem after 1ts installation

In March 1969 we were informed by the
Director that a working group of responsible
officials within the Agency had been estab-
lished and, on the basis of that group’s recom-
mendation, Agency funds had been budgeted
to engage a qualified national public account-
ing firm to aid 1n the design and development
of the system He stated also that competent
m-house staff would be available to work with
the public accounting firm and that the steer-
mg group would be continually available to
guide this effort Subsequent to the Director’s
letter, we were mnformed by Agency officials
that a contract had been awarded on June 16,
1969, to a nationally recogmzed firm for
assistance m designing an improved account-
g system (B-115365, February 10, 1969)

146 DEVELOPMENT OF AC-
COUNTING SYSTEM-In August 1969 we
reported to the Director of the Peace Corps
on the extent of progress being made and the
deficiencies requiring correction in order to
achieve an adequate accounting system We
urged the Peace Corps to strongly support the
current effort to design and install an 1m-
proved accounting system We also recom-
mended that the Corps provide adequate
resources to maintain the improved account-
ing system after 1ts installation and to review
it 1n operation under an adequate internal
audit program to ensure that the system will
operate effectively as a tool of management
(B-165743, August 15, 1969)

147 ACCOUNTING SYSTEM
IMPROVEMENTS (a)—As a result of our review
of the Agency for International Development
(AID) accounting system for the advance
acquisition of excess property, we pointed
out to AID officials the need to incorporate
certain revisions before the system design
could be fully approved by the Comptroller
General These revisions related to

—Recognizing rehabilitation costs applica-
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ble to future periods as inventory rather
than as expense In order to achieve a
more appropriate matching of costs and
revenue In a given accounting period

Recording in the accounts and disclos-
ing in financial reports the cost and
related hLability for accrued annual
leave

Allocating, as part of the cost of the
advance acquisition of excess property
program, a portion of the applicable
expenses pald from the adminisirative
expenses appropriation

—Establishing appropriate budgetary
accounts and procedures to provide for
adequate fund control in each of the
branch offices

We mformed the Administrator, AID, by
letter dated December 31, 1968, of our ap-
proval of the design of the proposed account-
ng system, subject to incorporation of the
above revisions Currently, through the coop-
erative efforts of the respective staffs, AID 1s
in the process of making the necessary
changes to incorporate in the accounting
system the revisions cited in our letter
(B-158381, December 31, 1968)

148 ACCOUNTING SYSTEM IM-
PROVEMENTS (b)—We reviewed the design
aspects of the Agency for International Devel-
opment (AID) foreign currency accounting sys-
tem, which was submitted to the Comptroller
General for approval in June 1968 We
pomted out to AID officials the need to
(a) provide consistency 1n the recognition of
accrued expenditures in both proprietary and
budgetary accounts, (b) make necessary
technical refinements and language clarifica-
tion apphcable to accounting controls and
procedures and account titles contained in the
foreign currency accounting manual, and
(c) provide information concerning all foreign
currency funds to which the system 1s
apphcable

By letter dated January 16, 1969, we



informed the Admnistrator, AID, of our ap-
proval of the design of the proposed system,
subject to incorporation of the above revisions

In May 1969, AID submitted a revised
foreign currency accounting manual which
gave effect to and incorporated the changes
agreed upon by our respective staffs as a basis
for full approval of the design of the account-
ing system (B-158381, January 16, 1969)

149 FINANCING AND ACCOUNT-
ING POLICIES—In our report to the Congress
i May 1969, we estimated that the additional
cost to the Government of obtamming funds 1n
fiscal year 1968 through the Export-Import
Bank of the Umited States (Bank) 1ssuance of
participation certificates rather than direct
Treasury borrowing might total $11 9 mllion
over the next 4 years In commenting on this
aspect 1n our prior report on the Bank, the
Fiscal Assistant Secretary of the Treasury
pomted out that the benefits derived through
the sale of participation certificates out-
weighed the difference in interest costs

We noted further that sales of certificates
of beneficial interest, beginmng 1n fiscal year
1969, were not sufficiently different from
sales of participation certificates to warrant a
different accounting treatment in the budget
or 1n the Bank’s financial statements We be-
heve that, unless the buyer takes possession of
the loan mstrument executed by the origmal
borrower and 1s free to dispose of this mnstru-
ment without restriction by the US Govern-
ment, certificates of beneficial mterest are a
method of financing, not sales of assets We
understand that the executive branch plans to
reflect the sales of certificates of beneficial
interest of the Bank as borrowings, begmmng
with fiscal year 1971

We noted also that the Bank had not
found a techmique for monitoring the effec-
tiveness of the discount loan program and
that the Bank did not consider several legal
restrictions to be apphcable erther to the sup-
porting loans used by commercial banks to
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obtain the discount loan or to the use of the
proceeds

We discussed a Bureau of the Budget hmi-
tation on the Bank’s direct loans for export
sales of commercial aircraft and the need for
ensuring that the Bank’s financing of such
transactions does not displace financing avail-
able 1 foreign markets and thus result mn a
less favorable immediate effect on the U S
balance of payments

Regarding the discount loan program, we
recommended that the Bank’s management
seek methods to refine and improve upon the
monitoring of this program, to enable deter-
mmation of the program’s impact on financ-
ing exports The Bank, however, does not
behieve that the impact of the discount loan
program 1s completely measurable

We recommended that the Bank docu-
ment the nonavailability of commercial bank
credit as part of the approval process for
direct loans, including awrcraft credits The
Bank does not beheve that documentation of
nonavailabiity of commercial bank credit
would further ensure noncompetition with
commercial banks

We beheve that definttive criteria need to
be established 1n approving credit through the
export expansion program, under which $500
milhion of the Bank’s loan, guarantee, and
msurance authonty was set aside to extend
credit on the basis of more hberal critena for
determining the hkelthood of repayment The
Bank beheves that, as experience 1s gamed m
the export expansion program, overall pro-
gram guidance will be developed

We proposed that the Congress might
wish to consider whether legal restrictions
apphcable to other Bank programs should be
made apphcable to the discount loan pro-
gram (B-114823, May 29, 1969)

150 IMPROVEMENTS IN EMBASSY
AND CONSULATE ADMINISTRATIVE
ACTIVITIES (a)-In December 1968, we



reported to the Department of State a num-
ber of areas where, we believed, improve-
ments should be made n the Embassy and
consulate admunistrative operations in Thai-
land Among the findings reported were

—Premature year-end procurements of
household furnishings and equipment

-Need for adequate property-receiving
practices, adequate warehousing facih-
ties, and improved management of
warehouses and expendable supplies

—Need for improvements in records of
motor pool operations and in vehicle
disposal procedures

—Need for improvements in cash control
procedures, Including periodic unan-
nounced counts, more timely deposits
of receipts, greater internal controls
over collections, and reduction of on-
hand cash balances

~Need for improvements in timekeeping
and payroll records and greater control
over overtime work

Embassy and consulate officials generally
agreed with our suggestions, and corrective
actions had been taken or were planned

We were mformed by an Embassy offi-
cial that, except for an mspection made by
the Foreign Service Inspector in March 1967,
no nspections or audits had been made of the
Embassy and consulate activities in Thailand
in recent years We recommended that a pro-
gram of periodic mternal audits would pro-
vide timely detection of mmadequate admnis-
trative activities The need for internal audit
coverage of posts overseas had been recog-
nmzed by the Department, and steps were
being taken to expand its program of audits,
to increase the number of personnel assigned
to the program, and to include reviews of
Embassy activities (Report to the Deputy
Under Secretary of State for Admunistration,
December 12, 1968)
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151 IMPROVEMENTS IN EMBASSY
AND CONSULATE ADMINISTRATIVE
ACTIVITIES (b)-In a report to the Depart-
ment of State in July 1968, we stated that
mternal audits of admimstrative activities had
not been performed at the Embassy and con-
sulates 1 the Federal Republic of Germany
since 1961 We stated further that a large
number of the following matters, which
needed correction, would probably not have
anisen 1f penodic internal audits had been
made

—Embassy and consulate cleaning service

could have been acquired at less cost by
direct hire rather than by contract

—Apartments were leased n excess of
needs

—Costs of apartments operated as tran-
sient quarters were not being fully re-
covered

—Motor pools were not being economi-
cally operated or adequately managed

—Equipment on hand was in excess of
needs

—Charges levied for personal services
rendered were Inadequate to recover
costs

—lInadequate controls existed over cashier
funds, invoices, distribution of certain
expenses, and repar and maintenance
of office equipment and machines

—Regulations were not being followed
in computing overtime, recording
recetvables, reporting assets, document-
Ing sources of supply and prices, obli-
gating funds, making year-end pur
chases, taking annual inventories,
preparing time and attendance reports,
and distributing paychecks

With respect to each of our findings, we
made specific suggestions for corrective ac-
tions Department officials agreed, 1n general,



with our suggestions, and corrective actions
have been taken or are planned We plan, as
part of our review of Department of State
activities, to examine actions taken on our
recommendations (B-133017, July 19, 1968)

152 ACCOUNTING PROCEDURES
AND CONTROLS APPLICABLE TO AUTO-
MATED CENTRAL PAYROLL SYSTEM-
Our review of the Department of Health, Edu-
cation, and Welfare (HEW) automated central
payroll system revealed numerous errors in
employees earmings, leave, and payroll deduc-
tions, errors 1n the issuance of savings bonds,
delays i1n forwarding payroll deduction
checks, and cash and checks left in an
unlocked file drawer Our review revealed also
that, although HEW internal auditors or
special study groups had previously com-
mented on the inadequacies of the central
payroll system, effective corrective action had
not been taken

In a report issued to the Congress n
January 1969, we expressed the opinion that
HEW’s payroll system needed substantial
improvements to fulfill the requirements for
an effective payroll system Among the
improvements that we believed to be needed
were (a) the establishment of effective con-
trols over checks, cash, documents, and mag-
netic tapes, (b) the development and use of
predetermined control totals, programmed
controls, and system documentation, (c) the
1ssuance of revised instructions for applying
pertment payroll laws and regulations, and (d)
the provision of more effective supervision of
payroll activities

In response to our suggestions, HEW m1x-
tiated a number of actions to improve 1ts pay-
roll system, mcluding a complete redesign of
the system Also, HEW took steps to
strengthen 1ts staff responsible for admin-
istering the payroll system and to correct
errors 1 the data in the system In our report,
we recommended, among other things, that
the Secretary of HEW assign a high priornity to
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redesign of the payroll system and that he
keep these efforts under close surveillance
until the redesign 1s successfully completed
(B—164031, January 17, 1969)

153 USE OF OPERATING FUNDS
FOR BUILDING RENOVATION-In Febru-
ary 1969, we reported to the Secretary of
Health, Education, and Welfare that about
$535,000 of National Cancer Institute (NCI)
funds had been used without statutory
authority for the renovation of an existing
Atomuc Energy Commuission (AEC) produc-
tion building to provide facilities for a
research laboratory at the Oak Ridge National
Laboratory, Oak Ridge, Tennessee The new
laboratory was financed jomntly by AEC
and NCI

NCI funds had been used for stripping
and decontaminating the building and for
relocating 1ts equipment In our opimion, the
conversion of this bwlding constituted a
public improvement within the meanming of
that term as used 1n 41 US C 12, which pro-
vides that no contract be entered mnto for any
public improvement which shall bind the
Government to pay a larger sum of money
than the amount appropriated for the specific
purpose

It was our view that, since the appropri-
ation 1nvolved was not specifically made avail-
able for the repairs and improvements, the
expenditures made for such purposes were
improper Because more than 3 yeais had
elapsed since the expenditures had been
made, we were precluded from taking any
action agaimnst the accountable officer We
suggested, however, that copies of our report
be furnished to cogmzant officials so that
they would be made aware of this matter and
could take steps to preclude future mmproper
expenditures of this nature (B-164031, Feb-
ruary 18, 1969)

154 MAXIMIZING THE INVEST-
MENT OF EXCESS CASH FUNDS—At the
request of the Chairman, Natural Resources



and Power Subcommuttee, House Commuittee
on Government Operafions, we recommended
in October 1968 on (a) whether the unin-
vested cash balance of about $3,612,420 of
moneys held i trust for Indians by the
Bureau of Indian Affawrs, Department of the
Interior, on June 30, 1967, was excessive and
(b) how well the changes made by the Depart-
ment of the Interior in 1fs auditing of Indian
Service Special Disbursing Agent activities
were working out in practice In a March
1966 report to the Congress, we stated that
trust funds substantially 1n excess of then-
current disbursement needs had not been
mvesied by the Bureau, which had resulted m
significant losses of interest mcome to Indian
peoples We also expressed the opimnion in our
1966 report that the Bureau’s Office of Audit
should direct special attention to its audits of
Indian Service Special Disbursing Agent activi-
ties

In our March 1966 report we also
pointed out that the Department had advised
us that, 1n accordance with our proposal, an
mnvestment program would be established
during the centrahzation of the Bureau’s
accounting system We also stated that the
Department, in 1ts Septermber 21, 1967,
letter to the Chairman, had stated that a cen-
tralized program for the investment of excess
trust funds was then fully operational In our
review, however, we found that, although the
mvestment activities had been centrahzed at
that time, the Bureau had not developed an
adequate program for maximizing the invest-
ment of unneeded cash funds

We stated also that, in our opmion, to
maximze the investment of excess funds, the
Bureau should develop a formal program for
mvestment planning which would provide (a)
for determining the funds available for invest-
ment on the basis of monthly estimates
of receipts—revenues and matunhg mvest-
ments—and of disbursement requirements, and
(b) for mvestment lhiquidity so that funds
would be available to meet unanticipated
fluctuations 1n disbursement requirements
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We concluded that, if the Bureau had estab-
lished such a program, about $3 mullion of the
$3 6 mullion of the ummnvested funds de-
posited with the Treasury at June 30, 1967,
could have been mvested to produce addi-
tional income

In commenting on our finding in August
1968, the Department advised us that the
Bureau had adopted a new policy with respect
to investing money held mn trust for Indians
According to the Department, the new policy
provides for maintaining, as nearly as possible,
a fully invested position as well as for retamn-
mg the ability to meet unpredictable cash
demands by placing a portion of the funds in
hiquid investments

In Septemeber 1968, we discussed the
Bureau’s new policy with the Deputy Assis-
tant Commussioner for Admunistration We
were advised that, effective July 1, 1968, the
Bureau had adopted an investment program 1n
which monthly estimates of net disbursement
(excess of disbursements over receipts) needs
are prepared and all funds 1n excess of these
estimates are invested in interest-bearing time
deposits with commercial banks We were
further informed that the disbursing agent
was attempting to arrange the maturity dates
on all new investments so that time deposits
would mature near the beginning and ending
of each month and had negotiated agreements
with various banks that permutted the
redemption of time deposits prior to their
maturity dates without penalty or loss of
mnterest earned to the date of redemption If
properly implemented, the investment pro-
gram adopted by the Bureau should, 1n our
opinion, substantially contribute toward
maximizing the investment of excess cash
balances

Regarding the Chairman’s question as to
the effectiveness of the internal audit effort as
1t relates to the activities of the Indian Service
Special Disbursing Agent, we stated that the
Department’s Director of Audit Operations



had mformed us that audits of this actvity
had not been made after the internal audit
activity was consolidated at the Department
level but that an audit was then i process
This internal aundit work has been completed
and an evaluation 1s planned (B-114868,
October 10, 1968)

155 LUMP-SUM INSTEAD OF AN-
NUAL PAYMENT N LIEU OF TAXES—Our
audit of the Virgin Islands Corporation, cur-
rently 1n hiquidation, showed that a payment
of about $1 mullion 1n lieu of taxes was made
by the Corporation to the Virgin Islands
Government i fiscal year 1968 Applicable
law provided that an annual payment m heu
of taxes be made by the Corporation to the
Virgin Islands Government Such payments
had not been made, however, for the period

covering, 1 general, from fiscal years 1953 to
1966

We pointed out in a report dated May
23, 1969, that, mn our opinion, although the
Corporation had acted within 1ts legal author-
ity in acknowledging the hability, the statu-
tory requirement for makmg the payment in
lieu of taxes initially had been established to
afford the Government of the Virgin Islands
year-to-year financing and was not intended
to provide financing in the form of a lump-
sum payment upon hquidation Further, we
suggested that the Congress might wish to
consider whether 1t was appropriate for the
Corporation, during hquidation, to make to
the Virgin Islands Government the lump-sum
payment of about $1 million 1n lieu of taxes
(B-114822, May 23, 1969)

156 USE OF IMPREST FUND-We
reported to the Commussioner, Immugration
and Naturalization Service (INS), Department
of Justice, that our review of selected opera-
tions of 1ts Frankfurt, Germany, district
office showed that the imprest fund had been
used for payment of compensation to typists
employed on an hourly basis Such payments
were not 1n accord with the established INS
policy for use of the imprest fund
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In our opmmon, the utihzation of the
mmprest fund to pay compensation to typists
was not conducive to adequate review and
control of staffing by the INS Central Office
i Washington, D C Further, this means of
paymg additional persons did not disclose the
true staffing posture and permitted local man-
agement to avoud 1ts responsibihity to comply
with Executive orders to reduce overseas
employment We beheve that, if additional
employees could have been fully justified,
they should have been employed under the
then-existing INS policy and fully disclosed in
management reports

In February 1969 we were informed by
the Commussioner, INS, that the Frankfurt
office had been mnstructed to discontinue pay-
ment for typing services, other than for
emergency or special need, from the mmprest
fund (B-125051, August 30, 1968)

157 ADJUSTMENTS AFFECTING
PRIOCR YEARS’ TRANSACTIONS-Our
examination of the fiscal year 1968 financial
statements of Federal Prison Industries, Inc
(FPI), Department of Justice, showed that
accounts weie not maintamed for recording
adjustments effecting prior years’ fiansac-
tions This resulted in overstating or under-
stating current fiscal year transactions

For example, during fiscal year 1969, an
adjustment of about $84,000 was made to
current sales for a reduction in the price of
shoes sold to the Defense Supply Agency
during fiscal year 1968 As a result profits for
fiscal year 1969 will be understated

We recommend that, to ensure that only
current fiscal year transactions are shown in
FPI financial statements, an account be
established for recording adjustments affect-
ing prior years’ transactions

The Assistant Attorney General for
Admunistration informed us that necessary
corrective action would be taken to provide
for adjusting prior years’ transactions in the



retamned earnings account maintained by the
Washington Office (B-114826, April 14,
1969)

158 LIMITATION ON FUNDS
AVAILABLE FOR VOCATIONAL TRAIN-
ING OF PRISONERS—-Our exanmunation of
the financial statements of Federal Pnson
Industries, Inc, Department of Justice, for
fiscal year 1968 showed that, during fiscal
year 1968, the corporation’s expenses for
vocational tramnmng of prisoners, after deduct-
1mg revenues, were 1n excess of the limitation
set by the Congress and the apportionments
made by the Bureau of the Budget on the
amount of funds available fo: that purpose
The excess expenditure of funds constituted a
violation of the AntrDeficiency Act, as
amended

We recommended that the Attorney
General, 1n accordance with the requirements
of 31 USC 665(1)(2), report to the Pres:-
dent, through the Director of the Bureau of
the Budget, and to the Congress all pertient
facts and furnish a statement of the action
taken concerning the violation of the Anti-
Deficiency Act

On January 8, 1969, the Attorney Gen-
eral reported on this matter to the President,
through the Director of the Bureau of the
Budget, and to the Speaker of the House of
Representatives and the President of the
Senate The Attorney General stated that the
overexpenditure had resulted from an
accounting judgment and was not a willful
and knowing act intended to circumvent the
will of the Congress

We believe that the legislative histories of
the appropnation acts which established the
expenditure limitations for the vocational
traming program do not clearly show whether
the Congress intended such annual Iimitations
as being inclusive or exclusive of revenues
Accordingly, we suggested to the Congress
that 1t might wish to consider clarifying the
legislative 1intent as to whether revenues

117

derived from vocational tramning activities
may serve to reduce the expenses subject to
the congressional limitations placed on the
vocational training program (B-114826,
February 11, 1969)

159 STATEMENT OF PRINCIPLES
AND STANDARDS FOR ACCOUNTING
SYSTEM—We reviewed the statement of the
Department-wide accounting principles and
standards of the Department of Justice sub-
mutted on April 14, 1969, to the Comptroller
General for approval Both during the devel-
opment of the statement of accounting princi-
ples and standards and after its formal sub-
mission, representatives of the General
Accounting Office worked closely with the
accounting officials of the Deparment and
made numerous suggestions, most of which
were accepted For example, we made sugges-
tions resulting in changes with respect to (a)
measurement of the amounts of accruals, (b)
recording of disbursements, (¢) acqusition of
property, (d) leave lhabilities, and (e) review
of financial reports (and reporting proce-
dures)

The Department-wide accounting princi-
ples and standards were approved by the
Comptroller General in May 1969
(B-157162, May 29, 1969)

160 STATEMENT OF PRINCIPLES
AND STANDARDS FOR ACCOUNTING
SYSTEM-We reviewed the “Precepts, Princi-
ples, and Procedures” proposed for adoption
by the US Civil Service Commaission as guide-
lines for revising and modernizing 1ts adminis-
trative accounting system submitted 1n
November 1967 As a result of cooperative
efforts between Commission and General
Accounting Office representatives, several
improvements were made to the proposed
guidelines to bring them into conformuty
with the principles and standards prescribed
by the Comptroller General

In November 1968 we informed the
Charrman of the Commission that, on the



basis of our review, the statement of precepts,
principles, and procedures of the admunistra-
tive accounting system of the Commuission
were deemed to be adequate and in con-
formity with the principles and standards pre-
scribed by the Comptroller General and that
the statement was approved (B-115338,
November 18, 1968)

161 ACCOUNTING SYSTEMS IM-
PROVEMENTS-We reviewed and tested in
operation four accounting systems which the
US Civil Service Commission had submutted
i June 1967 for approval of the Comptroller
General These systems related to the Federal
employees’ retirement and disability, health
benefits, group life insurance, and retired
employees’ health benefits programs

As a result of cooperative efforts
between Commussion and General Accounting
Office representatives, several improvements
designed to clanfy orgamizational responsibili-
ties and to further illustrate procedural steps
were incorpoiated in the accounting manual
Also, the Commussion agreed to make further
refinements to its accounting manual which
will be reviewed by us when fully imple-
mented

In November 1968 we informed the
Charrman of the Commussion that, on the
basis of our review and tests, we deemed these
accounting systems to be adequate and in
conformuty with the principles, standards, and
related requirements prescribed by the Comp-
troller General and that the four accounting
systems were therefore approved (B-115338,
November 25, 1968)

162 DISBURSEMENTS FROM
HIGHWAY TRUST FUND-We found that
the rexmbursement policy established by the
Federal Highway Admnstration (FHWA),
Department of Transportation, provided for
rexmbursements to the States for certan
amounts withheld from progress payments to
the contractors even though these amounts
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had not been paid by the States Reimburse-
ments to the States for the costs of highway
construction are made from revenues mn the
Highway Trust Fund Revenues not 1equired
for immediate remmbursement are mvested n
special 1ssues of the Treasury, and interest
earned from these mvestments accrues to the
Highway Trust Fund

In a report to the Congress 1 September
1968, we pointed out that, during fiscal years
1965 and 1966, the Highway Trust Fund
could have realized additional investment in-
come m excess of $1 2 million on funds held
by four selected States if rermbursements had
not been made to the States until such time as
payments had been made by the States to the
contractors

We reported that the policy had not re-
sulted 1n the most economucal method of re-
mmbursing States for certan elements of hgh-
way construction costs and recommended
that the policy be revised to provide that re-
imbursements to the States for amounts with-
held from progress payments to the contrac-
tors not be made until such time as the pay-
ments are made by the States (B-162919,
September 17, 1968)

163 ACCOUNTING SYSTEMS
IMPROVEMENTS-In July 1968, we re-
ported to the Commussioner of the District of
Columbia that the Distnict Government’s
statement of basic accounting concepts, prin-
ciples, and standards did not meet the stand-
ards which would permit the Comptroller
General to approve it The central problem
with the statement related to how the finan-
cial management and accounting systems
development work was to be organized and
responsibility establhished

In a letter to the Comptroller General 1n
August 1968, the Commissioner of the
District of Columbia stated that policies
related to the statement must be discussed
thoroughly before certain decisions can be
made which are, at least in part, related to
some far-reaching changes 1n District o1gamiza-
tion and practices (B-140997, July 17, 1968)



Note For additional items related to “Ac-
counting and Fiscal Matters,” see sec-
tion on “Economic Opportumty Pro-
grams,” items 6 and 22

AUDITING

164 INTERNAL AUDIT OF CIVIL-
IAN PAYROLL OPERATIONS—In response
to the Comptroller General’s request of Sep-
tember 3, 1963, the armed services initiated a
program to review and strengthen their pro-
cedures for internal audit of civihan pay and
allowances As stated in our 1eport 1ssued to
the Congress m June 1969, we reviewed the
revised audit programs and the work per-
formed by internal audit staffs at 132 military
mstallations and found that, despite sigmifi-
cant progress made over the past 5 years,
many mmprovements still were needed mn the
mternal audit of civilian payroll operations in
the Department of Defense We proposed that
the Secretary of Defense, to bring these im-
provements about

—Revise internal audit programs to in-
corporate the specific 1tems we had
identifted as omitted from coverage in
the current internal audit programs

—Expand internal audit coverage In the
areas of salary rates and accuracy of
leave records

—Make internal audits at least biennially
at each military installation and increase
the extent of detalled review of transac-
tions when sigruficant deficiencies are
encountered

The Department of Defense agreed with
these proposals and stated that i1t proposed

—To instruct the military services to con-
sider developing biennial audit sched-
ules for the civihan payroll function

—To ensure that audit coverage would be
given to the matter of proper salary
rates and that detailed document exami-
nation would be made to the extent
necessary

On July 29, 1969, the Assistant Secre-
tary of Defense (Comptroller) advised us that
appropmnate instructions had been 1ssued and
that his office would provide surveillance over
the progress 1n i1mplementing them
(B-152073, June 5, 1969)

165 ORGANIZATIONAL PLACE-
MENT AND PERFORMANCE OF INTER-
NAL AUDIT FUNCTION-In January 1969
we reported to the Congress that, on the basis
of our review, we believed that the Agency
for International Development (AID) could
make the AID/Washmgton internal audit
function more effective by improving 1ts stat-
ure through a better recognition of the im-
portance of mternal audit as a tool of top
management in controlling operations, by
placing 1t higher in the AID organization, and
by coordinating i1t with other review func-
tions

We found also that (a) the scope of
AID’s internal audit coverage had not been
broad enough to prévide systematic coverage
of significant aspects of all AID-financed
activities and operations in Washington and 1n
the field, (b) AID needed to improve the
timelness of 1ts audit reviews and reports on
contractor performance under AID contracts
and to requre contracting officers to take
more positive corrective aclions on its audit
recommendations, and (c) deficiencies 1n
AID’s mternal audit plans for 1967 had been
only partially corrected 1n 1ts plans for 1968

The Assistant Admuinisirator for Admini-
stiation agreed, 1n general, with our findings
and suggestions, with the exception of relo-
cating the imnternal audit function to a higher
level As an alternative, AID expanded the
duties and responsibilities of 1ts Deputy As-
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sistant Admunistrator for Admuinistration to
mclude overall comphance review 1 the
broadest sense and coordmation of the audit,
review, and mspection functions We beheved
that the necessary mdependence and objec-
tivity would be obtaimned only if the internal
auditor were made directly responsible to the
highest practicable level, preferably the Ad-
ministrator but at least an official who reports
directly to the Admunistrator

We recommended to the Administrator
that reconsideration be given to relocating the
mnternal audit function from 1ts present subor-
dinate position to the highest practicable
level In May 1969, the President advised the
Congress of the creation of a new position of
Auditor-General in AID who would report
directly to the AID Administrator The posi-
tion was filled by the Admimistrator on June
16,1969 (B-160759, January 17, 1969)

166 ORGANIZATIONAL AND
OPERATIONAL FEATURES OF INTER-
NAL AUDIT-In a report issued to the
Congress 1 April 1969 on the results of our
review of the internal audit function at the
United States Information Agency (USIA), we
reported that the internal audit had been
apphed mainly to housekeepmg-type activities
and to levels of coverage and reporting below
those that would be of maximum benefit to
top management and that there was need to
improve the quahty of internal audit work by
identifying and reporting on the causes of
deficiencies and documenting more fully the
audit work performed

We concluded that the internal audit
could be made more effective through recog-
nition of the importance of internal audit as a
tool of top managment in controlling opera-
tions and through the improvement of the
stature and mdependence of the function by
relocating 1t to the highest practicable level,
preferably where 1t would report to the
Director, Deputy Director, or at least to an
official who reports directly to the Director
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We recommended that USIA raise the
organizational standing of the internal audit
activities and coordinate them with the other
management review activities, broaden and
refine the internal audit programming ap-
proach, performance, and reporting require-
ments, adjust the use of the auditing effort, as
required, to ensure balanced coverage of es-
sential internal audit areas, and continue its
recruitment efforts to fill authonized positions
and vacancies

In May 1969, n reply to our report, the
Director indicated that, on the basis of our
recommendation, USIA had imitiated the fol-
lowing actions to make internal audit a more
effective management tool

—The audit function, together with the
inspection function, would be relocated
in a new organizattonal unit headed by
an Assoclate Director reporting directly
to the Director and the Deputy Director

—Audit reports would be made directly to
the Director and Deputy Director

—Internal audit and field program ap-
praisal would be conducted jointly by
teams comprising inspectors and audi
tors

—Auditors and inspectors would be
charged with broadened responsibilities
for assessing program execution and re-
lated management activities without
forgetting the financial and accounting
audit requirements

—Efforts would be made to clarify the
underlying causes of defictencies found
and to address recommendations to the
correction of those causes as well as the
deficiencies
The Director’s reply mdicated that USIA
did not plan to implement our recommenda-
tions relating to the need for adequate de-
scriptions in working papers of the audit work
performed and for supervisory reviews of
audit work performance (B-160759, April 8,
1969)



167 ORGANIZATIONAL PLACE-
MENT AND COVERAGE OF INTERNAL
AUDIT-The Department of Health, Educa-
tion, and Welfare (HEW) had made significant
mmprovements 1n the orgamizational structure
and operation of 1ts audit function These
immprovements mcluded (a) vesting responsi-
bility for the entire audit function mn a single
organization, (b) establishing an aggressive
recruitment and staff development and tramn-
ing program, (c) broadening the scope of its
audits, and (d) adopting plans for improving
audit service to top management

Because the head of the HEW Audit
Agency was under the general supervision of
the Assistant Secretary, Comptroller, who was
responsible for many of the activities subject
to internal audit, we recommended, in a
report 1ssued to the Congress in May 1969,
that, to safeguard the existence of an ade-
quate degree of independence, the Secretary
(a) satisfy humself that the official to whom
the internal auditors report not only permits
but also encourages the exercise of latitude 1n
setting the scope of work and 1n reporting on
results of internal audits, (b) concern himself
with the scope, effectiveness, and staffing of
the internal audit function and with the ade-
quacy of attention paid to audit findings and
recommendations, and (c) provide the inter-
nal auditor with direct access to the Secretary
when the internal auditor deems this neces-
sary to fulfillment of his responsibilities

We had some reservations as to whether,
under the HEW Audit Agency’s existing
arrangement of organization and staffing, ade-
quate independent internal review coverage
could be given to the external audits of
grantees and contractors We recommended
that the Secretary, from time to time, satisfy
himself as to the adequacy of the internal
review coverage bemg afforded by the HEW
Audit Agency to the manner in which 1ts
external audit responsibilities were bemng dis-
charged (B-160759, May 9, 1969)

168 IDENTIFICATION OF BASIC
MANAGEMENT WEAKNESSES UNDER-
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LYING ADVERSE CONDITIONS-On the
basis of our examination of the activities of
the Office of the Government Comptroller of
the Virgin Islands for fiscal years 1966 and
1967, we expressed the behef, in a June 1969
report to the Congress, that the effectiveness
of the Comptroller’s audits of the insular
government would be enhanced if greater
emphasis were piaced on (a) identifying basic
management weaknesses which permitted the
occurrence of adverse conditions found dur-
ing his audits and (b) developing recommen-
dations directed not only to any action
required as to the specific matters reported
but, more importantly, also to the needed
improvement m the management system

We noted in many cases the reports
1ssued by the Comptroller did not disclose the
basic weaknesses in the insular government’s
management system even though such weak-
nesses appear to have existed because (a)
numerous instances of adverse condifions
were found in the activities audited and (b)
subsequent follow-up audits of the activities
disclosed that smmilar deficiencies continued
to occur

Instead, we found that the reports
directed attention primanly to the need for
action to correct the specific adverse condi-
tions and, as a result, the 1dentification of the
basic management weaknesses and the deter-
mination of the necessary actions to correct
such weaknesses rested with the insular
government On the basis of follow-up audits
made by the Comptroller, which disclosed
that i many instances prior reported defi-
ciencies m the government operations con-
tinued to exust, it appears that the responsible
officials of the msular government may not
always have 1dentified and corrected the ‘tfasw
management problems

The msular government, rather than the
Comptroller, 1s responsible for developing and
mstalling methods, systems, or procedures
On the basis of the knowledge he has
obtamned from his review work, however, the



Comptroller should be as specific as possible
as to the action which he thinks should be
taken This approach, mn our opimnion, would
be more time-consuming than merely develop-
mg and reporting on individual instances of
waste or mefficiency We beheve, however,
that such a practice would provide for effec-
tive utilization of the Comptroller’s audit
staff in that it would provide greater assur-
ance that long-range improvements are made
to mumimuze recurrence of deficiencies in the
msular government’s operations

Accordingly, we recommended that the
Secretary of the Interior direct the Comp-
troller to place greater emphasis on mnquiring
mto the basic causes of adverse conditions
disclosed m his audits of activities of the
Government of the Virgin Islands and to
formulate recommendations for preventing
sitmilar occurrences m the future

In April 1969, the Director of Survey
and Review, in commenting for the Depart-
ment, advised us that, as a matter of audit
pohicy, the Department and the Comptroller
concurred with the underlying principle upon
which our proposal was based and that the
Comptroller would devote additional effort to
wdentifying weaknesses in the management
system of the isular government In this
regard, the Director of Survey and Review
advised the Comptroller, also in Aprl 1969,
that the Director’s office would be working
further with the Comptroller mn developing
audit criteria to improve the effectiveness of
the Comptroller‘s audit activities, including the
additional emphasis needed to identrfy weak-
nesses 1n the management system causing the
adverse conditions identified m s reports
(B-114808, June 30, 1969)

169 IMPROVEMENT IN INTERNAL
AUDITING—We reported that the Federal
Aviation Admnistration (FAA) could sub-
stantially improve the utilization of its mter-
nal audit resources by (a) admunistratively
centralizing the field and headquarters mnter-
nal audit function mnto a single mnternal audit
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organization whose director would report to
the highest practicable level in the agency, (b)
separating the advisory function from the n-
ternal audit staff, (c) ensuring that all signifi-
cant areas of FAA’s operations are audited on
a systematic basis, and (d) providing more fre-
quent audits of payroll operations and related
expenditures

The FAA Administrator agreed to (a)
consolidate the mternal audit staffs mto a
centralized mternal audit orgamization, (b)
separate the advisory services function from
mternal audit staffs, and (c) take action to
ensure that all significant areas of the Admin-
1stration’s operations are audited on a sys-
tematic basis

Subsequently, the Secretary of Transpor-
tation decided that the various Department of
Transportation internal audit functions, in-
cluding those of FAA, would be consohdated
at the Department level (B-160759, July 2,
1968)

170 AUDIT POLICIES AND PRAC-
TICES—In our report of June 1969 to the
Darector, National Science Foundation (NSF),
we expressed our opmion that, for the most
part, the mternal and external reviews of
NSF’s Internal Audit Office were somewhat
too himted in scope and that there was room
for certain improvements to strengthen the
effectrveness of the audit work and increase
its usefulness to management

We found that the audit reviews were
generally limited to financial-type audits of
NSF’s internal operations and of individual
grants and contracts at grantee institutions
and contractor locations Generally, these
reviews were not directed toward an evalua-
tion of the manner in which NSF’s program
responsibilities for the support of research
and education 1n the sciences had been carned
out We stated our belief that comprehensive
management-type reviews of selected major
support programs were needed for a proper
evaluation of program management and the



accomplishment of desired objectives and that
the mmtiation of such reviews should be given
high prionity in NSF’s audit plans

The Darector agreed that the effective-
ness of the Internal Audit Office’s work and
1ts usefulness to management would be
increased by broadening the scope of audit
He mformed us that NSF planned to increase
the scope of audit reviews to the extent that
1ts limited manpower resources would permit

In addition, we proposed certain other
improvements n NSF’s audit activities, such
as the establishment of formal follow-up pro-
cedures regarding the implementation of
nternal audit recommendations and of proce-
dures for formal coordination between the
Internal Audit Office and the Management
Analysis Office to avoid possible duplication
of work and to provide for maximum cooper-
atton The Foundation informed us of 1ts
agreement with these proposals and of action
that had or would be taken to carry them out
(B-160759, June 17, 1969)

MANAGEMENT INFORMATION
SYSTEMS

171 AIR FORCE MILITARY PER-
SONNEL DATA SYSTEM-The Air Force
maintains a computerized personnel data
system to provide the information needed for
management of its malitary personnel The in-
formation provided by the system is used as
the basis for management decisions affecting
overall planning and budgetng and for dect-
sions affecting individual officers and enhsted
men 1n such personnel actions as assignments,
promotions, separations, and retirements We
examined mto the operation of the system for
the pertod April through October 1967 The
examination was directed primarily toward
evaluation of the data recorded in the system
and did not include an overall evaluation of
the operation Our report on the examination
was 1ssued to the Congress 1n July 1968
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We found that the data m the system
was not sufficiently rehable to serve manage-
ment purposes effectively Our examination
of the recorded personnel data for 378
officers—an average of 85 items of informa-
tion for each officer—showed that 366 of the
378 data printouts had one or more errors
The errors averaged five for the record of each
officer A simular examination of the recorded
personnel data for 480 enlisted men—an aver-
age of 52 items of information for each en-
listed man—showed that 457 of the 480 data
printouts had one or more errors The errors
averaged three for the record of each enhsted
man

In our opmion the errors stemmed from

—Lack of adequate review procedures to
ensure the accuracy of personnel in-
formation

—Absence of standards for evaluating the
reliability of the data in the system

—Ineffective guidance and instruction to
personnel at base level by higher levels
of command

—Inadequate staffing and training of per-
sonnel at base level

The Air Force agreed, in general, with our
findings and proposals for corrective action
and mformed us of steps taken to strengthen
1ts management of the personnel data system
These actions, if properly mmplemented and
momtored, should improve the rehability of
the data in the system (B—164471, July 25,
1968)

172 SUPPLY MANAGEMENT
DATA SYSTEM FOR TANK AND AUTO-
MOTIVE VEHICLES AND REPAIR
PARTS—The Army Tank-Automotive Com-
mand (TACOM) has the mussion of providing
tank and automotive vehicles and repair parts
for all the mmlitary services in the United



States and overseas As a part of our continu-
mg program of review of management activi-
ties at TACOM, we examined mto supply
management, giving particular attention to
problems 1n 1ts computenzed supply manage-
ment data system

For several years, TACOM had been
unable to achieve the desired levels of supply
support During the period February 19635 to
November 1967, for example, stock requisi-
tions filled on time ranged between 33 and 78
percent compared with the objective of 85
percent established by the Army Materiel
Command In November 1967, only 46 per-
cent of the requisitions were filled on time

In our report issued to the Congress in
September 1968, we stated that the situation
stemmed primarily from the presence of 1nac-
curate data in the computerized supply man-
agement records Although TACOM and
higher command officials had recognized the
seriousness of this problem and had taken
action to mmprove the accuracy of the data,
these efforts generally had been unsuccessful
A 1967 study showed, for example, that
about $94 milhon worth of matenal recorded
as duean had in fact been recerved and that
about $83 mullion worth of matenal had been
recerved but had never been recorded as due-
m These conditions can cause inventory
managers to either procure unneeded supplies
or fail to procure needed supplies

In our opmion, the prime factor retard-
mg mmprovement of supply support effective-
ness was the lack of coordimation, evaluation,
and follow-up efforts to clear up the com-
putenzed supply management records Other
factors—imposition of additional work loads,
major reorganizations, and saturation of com-
puter capacity—also had adverse effects

We proposed that the Secretary of De-
fense estabhsh a coordinated supply manage-
ment program at TACOM to

—Improve supply records
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—Prevent additional invalid data from
entering the records

—Review addtional work loads or special
programs to be imposed on TACOM, to
prevent unnecessary nterference with
the current management improvement
program

—Establish measures to maintamn organi-
zational stability at TACOM and to pre-
vent the constant movement of experi-
enced supply personnel

—Review the use being made of the exist-
ing automatic data processing equip-
ment with the objective of eliminating
or reducing lower priority projects so
that the equipment can be used for
matters vitally in need of correction

The Army, in 1ts reply on behalf of the
Secretary of Defense, agreed with these pro-
posals and stated that actions in keeping with
the proposals either had been taken or were
planned (B-146772, September 23, 1968)

MANAGEMENT PRACTICES-
GENERAL

173 ADMINISTRATION OF US
PARTICIPATION IN THE WORLD HFALTH
ORGANIZATION-In a report to the Con-
gress 1n January 1969 on our review of the
US Government’s financial participation in
the World Health Organization (WHQ), we
stated that executive agencies had not ob-
tamed the specific analytical information rela-
tive to proposed and continuing WHO proj-
ects and programs needed to identify
programs whose justification might be ques-
tionable or which could be accomplished with
greater economy and efficiency Budget and
operational data furnished to members of
WHO by 1ts secretaniat has been too sketchy
and incomplete to make firm assessments
regarding implementation of WHO projects
and programs

The United States has no systematic pro-



cedure for evaluating WHO projects and pro-
grams Those attempts which have been made
by the United States and by United Nations
agencies have fallen far short of what 1s re-
quired by US officials to make independent
judgments relative to the efficiency and effec-
tiveness of WHO operations In three of the
last four years, the Umnited States voted
agaimnst adoption of the budgets proposed by
the WHO secretariat on the basis that the
budgets were higher than the Unmited States
considered appropriate The proposed budgets
were adopted, however, on the votes of other
members, and the Umted States thus contrib-
uted to budgets greater than it wished to
support

Although U S interests appear to have
been reflected in certain WHO programs—
notably malara and smallpox eradication—it
was difficult to determine to what extent U S
objectives had been met over the years
because the executive branch had not decided
on the relative order of magnitude which 1t
believed appropriate for the various WHO
programs

We recommended that the Departments
of State and Health, Education, and Welfare
take actions directed toward obtaining the
pertinent factual data necessary to make suffi-
cient analysis of WHO programs and budgets
mn order to exert meaningful mfluence on the
programs and budgets

The Departments of State and Health,
Education, and Welfare agreed, in principle,
with most of the recommendations The De-
partment of State pointed to actions being
taken on a United Nations-wide basis to seek
mmprovements in fiscal and administrative
practices of international orgamizations The
executive agencies, however, did not mndicate
any intention to actually implement the
recommendations

Although the executive agencies indi-
cated a willingness to work for improvements
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in the fiscal and adminmistrative practices of
international orgamizations, we believe that
more aggressive action was needed by the ex-
ecutive agencies 1n order to solve the specific
and basic problems discussed in the report
(B-164031(2), January 9, 1969)

174 OBSERVATIONS ON THE
VIETNAM PACIFICATION PROGRAM
HAMLET EVALUATION SYSTEM-At the
request of the Chairman, House Foreign Af-
fairs Committee, we reviewed selected aspects
of the Hamlet Evaluation System (HES) used
by the Military Assistance Command 1n Viet-
nam (MACV) to assist mn the measurement
and reporting on the status of the pacification
program of the Government of Vietnam
(GVN) The results of our review, which in-
volved the Department of State as well as the
Department of Defense, were reported to the
Commttee in January 1969

Pacification 1s the term given to the pro-
cess of establishing or reestablishing GVN
local government at any level—from the indi-
vidual hamlet to the national level—to meet
the needs of the people of the Repubhc of
Vietnam

These processes include establishment
and maintenance of territorial security, ehmi-
nation of the Viet Cong underground govern-
ment or infrastructure, building or rebmilding
of a political system that includes participa-
tion of the people, and mitiation of progres-
sive economic and social activities

We were requested to include in our re-
view the statistical-gathering process, the data
consolidation process, and the dissemination
of the resulting information We were re-
quested also to mnclude 1n our report observa-
tions on the rehability and usefulness of the
mformation being developed

It 1s our understanding that the system,
based largely on subjective judgments of U S
evaluators, was established to provide trends



indicating pacification progress and was not
expected to result in precise measurements

As an indicator of trends and as a device
for 1dentificauvion of problem areas requiring
additional pacification effort the data gen-
erated by HES appears to serves a beneficial

purpose

We believe, however, that the value of
HES as a management tool could be en-
hanced We found that there was a need for
mmproving the rehability of the system be-
cause certain US evaluators

—need more training In the techniques
and procedures of the system,

—are unfamiliar with the Vietnamese cul-
ture and luggage,

—have too many hamilets to evaluate each
month,

—are unable to become adequately famil-
1ar with thewr areas because their assign-
ments as evaluators are of such short
duration, and

—do not always have the benefit of the
experience of their predecessors

We believe that the system would be more
meaningful 1f

—hamiet security and hamilet social, eco-
nomic, and political indicators were
reported separately,

—a separate reporting category were
established for certain marginally rated,
relatively secure hamlets,

—certain of the evaluation questions
asked were modified to elicit more ob-
Jective responses, and

—assessments were made of the impact of
refugee flow and other variables which
may tend to diminish the rehability of
the results released to the Congress and
to the public
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HES statistics and reports on the status
of the pacification program are distributed to
the Congress, to US Government agencies,
and to the public The reports are 1ssued with-
out the quahfications necessary to alert recipr-
ents that the material was based on subjective
Judgments of the evaluators or that the infor-
mation, 1 some cases, was not based on the
personal knowledge of the evaluators

The need to improve HES has been of
continumg concern to US officials, and
measures have been and are bemng taken to
deal with the problems found in the system
Such effort should contmmue Moreover, infor-
mation based on HES, dissemiated to the
Congress and to the pubhc, should be care-
fully qualified

Subsequent to the issuance of our
report, the Deputy, Civil Operations and Rev-
olutionary Development Support, MACV,
forwarded to us, by letter dated May 13,
1969, a set of specific actions mitiated by his
staff to deal with the major pomnts rased in
our report (B-164785, January 16, 1969)

175 ACTIVITIES OF THE CENTER
FOR CULTURAL AND TECHNICAL
INTERCHANGE BETWEEN EAST AND
WEST-In a May 1969 report to the Congress,
we stated that there was a need for a more
systematic method of making objectively
based evaluations of the effectiveness of the
East-West Center’s various activities Center
officials were aware of this need and were tak-
ing steps to establish evaluation procedures
The purpose of the Center, which was estab-
lished by a grant-n-aid agreement between
the Department of State and the University of
Hawau pursuant to the Mutual Security Act
of 1960, 1s to promote better relations and
understanding between the Umted States and
the nations of Asia and the Pacific thiough
cooperative study, traming, and research

We found that there was no maste1 plan
which indicated the location of proposed



future facilities and prospective sites of addi-
tional land that would be made available to
the Center Because of an icreasing scarcity
of land resulting from the expansion of the
umversity, a need existed to identify the
long-range land requirements of the Center

Under the grant agreement, the university
1s primarily responsible for the operation of
the Center It does not, 1 practice, however,
play a role in the formulation of Center
policy nor in the decision making process at
the Center commensurate with that responsi-
bility Thas situatton did not appear to affect
the ability of the Center to achieve 1fs objec-
tive 1n a satisfactory manner

We recommended that the Secretary of
State

—take the necessary steps to ensure that
goals are defined and that evaluations
are made of the effectiveness of Center
activities 1n order that the Department
and the Congress may have a sound
basis for assessing the extent to which
the statutory purposes are being at-
tained,

—work with the various organizations
concerned to develop a tentative, long-
range land-use plan for the Center, ac-
ceptable to both the Department and
the university, with emphasis on estab-
lishing the location of prospective facili-
ties on land provided under the existing
agreement and on identifying the possi-
ble future needs for additional land, and

—consider revising the grant-in-aid
agreement to reflect the actual responsi-
bility and consequent authority of the
university over Center operations

The university. agreed that there was a
need for the development of a long-range plan
for the future expansion of the Center and
that additional land should be made available
as needed The Department pomted to the
provision for land in the grant agreement and
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to the commitment of the umversity to make
additional land available as needed

The Department felt that 1t was unneces-
sary to revise the grant agreement in view of
the close working relationship that existed be-
tween the East-West Center and the univer-
sity This position was supported by the uni-
versity which belheved that the agreement
should not be revised until the nature of the
relationship, which 1s still changing, becomes
clearer (B-154135, May 20, 1969)

176 MAINTENANCE OF DUPLICA-
TIVE RECORDS-—-At three of the Foreign
Service posts serviced by the Department of
State’s Regional Finance and Data Processing
Center (RFDPC) Paris, France, we found that
duplicative and unnecessary records were
being maintamed Mantammg such records
reduces the potential tangible benefits -
tended to be reahized from the centralized
system at RFDPC

Accordingly, 1 a report to the Depart-
ment mn January 1968 we recommended that
steps be taken to eliminate certain duphcative
and unnecessary records at Foreign Service
posts serviced by RFDPC In October 1968
the Department informed us that the con-
tinued use of certain records was desired but
that the use of transmittal logs of documents
sent by the posts to RFDPC would be ehm-
nated (B-146703, January 31, 1968)

177 UPDATING OPERATIONS
MANUALS—-We found that manuals relating
to operations of the Department of State’s
Regional Finance and Data Processing Center
(RFDPC) Pars, France, had not been updated
for several years and, because of their obsoles-
cence, did not provide adequate written guid-
ance to operating personnel or meamngful
relable mmformation to audit and other review
groups Officials at RFDPC concurred with
the need to update the manuals

In a report to the Department i January



1968, we recommended that steps be taken to
ensure appropriate updating and current
maintenance of the RFDPC manuals and their
integration and/or coordination with the
Department’s system of manuals and circular
instructions

The Department’s reply of October 1968
stated that the RFDPC manual of operations
covering accounting and disbursing operations
had been updated as we recommended On
June 30, 1969, however, the Department
mformed us that 1t would not implement our
recommendation that the manuals be inte-
grated and/or coordmated with the Depart-
ment’s system of manuals and circular mnstruc-
tions because 1t considered the material in
REDPC manuals to be merely supplementary
instructions to the Department’s Foreign
Affarrs Manuals (B-146703, January 31,
1968)

178 STORAGE PRACTICES AT
EXHIBITS WAREHOUSE-In October 1968
we reported to the Assistant Secretary for
Adminsstration, Department of Health, Edu-
cation, and Welfare (HEW), that our review at
HEW’s exhibits warehouse had revealed condi-
tions which indicated 1nadequate house-
keeping operations and inefficient space utili-
zation

Collections of trash and rubbish existed 1n
large quantities, thousands of envelopes were
scattered over the floors, many crates contaimn-
ing exhibits were open or broken, damaged
parts from the exhibits were scattered on the
warehouse floor, and exhibits appeared to be
stored ;n a haphazard manner rather than
according to an orderly plan Also, the asles
of the warehouse were either crowded or
completely blocked, and fire extinguishing
equipment could be reached only by walking
over the top of exhibit crates Further, the
roof of the exhibits warehouse leaked

We recommended that HEW take appro-
priate actions to (a) inspect the fire-fighting
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equipment to determuine 1ts usefulness, (b)
mspect the exhibits warehouse to determine
1ts adequacy and make a thorough cleanup,
and (c) improve the mnspection and enforce-
ment procedures in a manner designed to
obtain more efficient and proper utilization
of space

The Department advised us in November
1968 that the conditions reported by us at
the warehouse had been corrected and that,
to ensure proper housekeeping in the exhibits
warehouse, a specific designation of responsr
bility had been made for inspection and main-
tenance, as well as for follow-up inspection of
the facility (Report to the Assistant Secre-
tary for Admnistration, Department of
Health, Education, and Welfare, October 2,
1968)

179 MANAGEMENT OF COST RE-
DUCTION PROGRAM-We reviewed the
Agency for International Development (AID)
Cost Reduction and Management Improve-
ment Program, to determine the status of im-
plementation of the program and to identify
areas where the program might be improved

We found that (a) AID had adopted a
low-keyed approach to the program devoting
a munmmum of manpower and other resources
to it, (b) the programs in fiscal years 1967
and 1968 had been geared primanly to com-
pithng material suitable for inclusion 1n the re-
quired semiannual reports to the President
and only mncidentally to fostering a sense of
cost consciousness throughout the orgamza-
tion, (c) support for the program by top
management was lacking, some officials ex-
pressed a negatve attitude toward 1t, and (d)
the program was not promoted actively and
therefore resulted i limted participation by
AID personnel It was our view that programs
such as the cost reduction program must have
the full support of top management and the
broad participation of AID personnel in order
to be successful

Accordmngly, m our April 1969 report to



the Adminstrator, AID, we recommended
that

—the program be redirected so that it
serves not only as a reporting medium
for cost reduction actions but, more
importantly, also as a means to stimu-
late and encourage a sense of cost con-
sciousness within AID,

—top management demonstrate full sup-
port for the program and be more ac-
tively involved in 1t, possibly through
the establishment of a cost reduction
committee at the assistant administrator
level,

—the program be actively promoted and
publicized throughout the year, and

—certain internal guidelines governing the
program be revised and others be more
closely adhered to These guidelines
concern the criteria for cost reductions,
reporting requirements, review and vali-
dation of savings, and dissemination of
cost reduction information

(B-163762, Apnl 21, 1969)

180 COST REDUCTION AND MAN-
AGEMENT IMPROVEMENT PROGRAM-In
a report to the Secretary of the Interor 1ssued
m May 1969, we pointed out that, on the
basis of our review of selected cost reduction
projects or subprojects which accounted for
about $13 6 million of the approximate $22
milhon reported by the Department of the
Interior in fiscal year 1968, we believed that
many did not quahfy as vahd cost reductions
under the criteria established by the Bureau of
the Budget (BOB) m 1ts Circular No A-44 We
pointed out also that the reported costs
savings were not being effectively validated
and that, generally, cost reduction ideas were
not bemg disseminated for possible wider
apphcatm\n

We believe that many projects reported
as cost reductions did not iesult from new,
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improved, or itensified management actions
or from elhmunation or curtailment of low-
prionity activities under the qualifying circum-
stances established by BOB We also noted
that, ;n some mstances, cost savings had been
significantly understated or had not been ver-
fied In addition, as a result of not dissem-
nating the cost reduction ideas within the
Department and not indicating to BOB the
possible application of these 1deas to other
agencies, the potential for wider application
had not been realized

We recommended that the Department
of the Interior 1ssue guidelines to the bureaus
reemphasizing the requirements of BOB Cir-
cular No A-44 We recommended also that
procedures be established to require that cost
reduction projects be presented in sufficient
detail so as to allow a determination of therr
possible wider application and that they be
reviewed for propriety and reasonableness as
well as for possible wider application by indi-
viduals having overall knowledge of the opera-
tions of the Department and other executive
agencies before submussion to BOB We
recommended further that directives be 1ssued
to all employees concerning the importance
of the cost reduction program (B-163762,
May 20, 1969)

181 MANNER OF CARRYING OUT
COST REDUCTION PROGRAM-Bureau of
the Budget (BOB) Circular No A-44, Revised,
provided for establishment of a formal Gov-
ernment-wide cost reduction program and
established critena for carrying out the pro-
gram with vartous Federal agencies The
Department of Agriculture imitiated 1ts pro-
gram 1n June 1965 For fiscal year 1968, the
Department claimed savings of about $343
mullion under the program

Our review indicated that the Depart-
ment had taken aggressive action to encourage
employee participation 1n the program and to
disseminate results of the program throughout
the Department—features which, in our opin-



1on, are essential to the proper operation of a
cost reduction program

We found instances, however, where the
Department instructions and constituent-
agency gurdelines did not agree with require-
ments established for the program by BOB
As a result, agencies were claiming savings for
management practices which had been in
effect for several years, were not reporting
nonquantifiable savings, and were not explain-
g the use to be made of savings

Also, on the basis of our review of a
random sample of 24 cost reduction reports
for fiscal year 1968 mvolving claimed savings
of about $119 mullion, we beheved that the
savings claimed in many of the reports were
questionable The situation occurred pr-
marily, i our opmion, because procedures for
validating clarmed savings were not adequate
We found that personnel responsible for such
validations rarely vahdated reported actions
against program criteria and that, i some
mstances, such personnel were not indepen-
dent of the unit claiming the savings

We recommended that the instructions
of the Department and its constituent agen-
cies be revised

--to confine the reporting of savings re-
sulting from a cost reduction action to
those that occur within the 12-month
period following intiation of the ac-
tion,

—where necessary, to provide that, In ac-
cordance with BOB instructions, non-
quantifiable savings are to be reported,
and

where necessary, to conform to BOB's
instructions requiring explanations of
the use of savings and descriptions of
the specific benefits to be derived when
savings are reprogrammed

We recommended also that the Depart-
ment ensure that vahdating personnel are
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truly independent of the umt claimng the
savings and are aware of program critenia for
claimed savings and that the Department 1ssue
more detailed validation procedures
(B-163762, July 31, 1969)

182 CRITERIA FOR DELIVERY
OF MAIL IN RURAL AREAS—We noted 1n-
consistencies within and between regions in
the standard of mail delivery service provided
by the Post Office Department to rural
patrons who were served by box delivery star
routes Star route contracts generally provide
for intercity lughway transportation of mail
and may provide also for delivery and collec-
tion service to individual patrons’ boxes along
the route Postal regional officers were not
applymg uniform criteria in determimng when
box dehivery service on other than a daily
basis could be provided

We found that the existing instructions
had resulted 1n 1inconsistent interpretation and
apphication of departmental policy by the
various regional offices Although there 1s no
mention m these instructions concerning the
frequency of service on other than a daily or
triweekly basis, two of the regions covered n
our review—San Francisco and Seattle—had
box delivery star routes with delivery frequen-
cies of 1, 2, 3, 4, 5, and 6 days a week An
official of the San Francisco Region advised
us that the region varied the frequency of
delivery on the basis of family density

The Seattle cniteria would allow estab-
hshment of box delvery star route service
with a density as low as one quarter of a
farmly a mule, although the Department -
structions did not appear to authorize estab-
hishing service for less than 13 families a mile

Of the 272 box delivery star routes in
the Seattle Region at the time of our review,
195 had fewer than 1-1/2 famlies a nmle We
noted that 92 of these routes did not meet
the Seattle Region’s family density criterta for
the level of service provided



We believed that the inconsistency 1n the
criterta applhied by various regional offices
with regard to the establishment and fre-
quency of service by box delivery star routes
indicated the need for clanfication of depart-
mental instructions, to obtamn a reasonable
degree of uniformity in the standard of postal
service provided to rural patrons mn different
parts of the country under similar circum-
stances

In commenting on our report, the
Deputy Postmaster General stated that, dis-
cretionary authonity, as allowed the Post-
master General under existing statutes, was
necessary because of an extreme number of
variables encountered in conditions affecting
delivery He agreed, however, to take action
to provide additional gmidelines for establish-
mg frequencies at which dehveries would be
performed on box delivery star routes
(B-114874, August 2, 1968)

183 ADMINISTRATION OF CON-
STRUCTION PROJECTS-We reviewed se-
lected projects for the construction of shore
umit and awviation facilities included m the
Coast Guard’s acquisition, construction, and
improvement (AC&I) program for fiscal years
1965 through 1968, with emphasis on the ef-
fectiveness of the Coast Guard’s programs for
managmg 1ts construction projects and keep-
mmg the Congress mformed of significant
changes m the scope and/or funding of con-
struction projects

In our letter report to the Commandant,
we poimnted out that there was a need for the
Coast Guard to develop a more defimitive pro-
gram for keeping the Congress mnformed of
significant changes n the scope and/or fund-
g of its construction projects Furthermore,
we stated that such a program should provide
for full disclosure of facts relating to specific
projects which are of interest to members of
the Congress and to congressional commuit-
tees

We recommended that the Coast Guard’s
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program for keeping the Congress mformed
be expanded to include specific guidelines for
office chiefs and program managers to follow
n evaluating the significance of changes in the
scope and/or funding of construction pro-
jects We recommended also that guidelines be
developed regarding the type of information
that should be furnished to the Congress for

those projects mn which significant changes are
made

In May 1969, the Commandant of the
Coast Guard stated that the Coast Guard
agreed with the evaluations set forth in our
report and mformed us of the specific actions
bemg taken to remedy the situation He
stated also that the appropmate instruction
would be revised to ncorporate these
changes (Report to Commandant, Coast
Guard, Department of Transportation, Feb-
ruary 25, 1969)

184 CONTROLS OVER DOCUMEN-
TATION -In December 1968 we reported to
the Area Director of the Economic Develop-
ment Admunistration’s Western Area Office
on the results of our review of the busmess
loan program in that area We reviewed se-
lected loan files of the Department of Com-
merce i Washington, D C, and m the area
office to evaluate procedures followed m
processing, approving, and admimstering proj-
ect loans Our review showed that complete
documentation was lacking 1 several of the
project files in the area office, although some
of the information was available 1n Washing-
ton

We believed that the documentation of
significant facts would assist both field and
Washington management in evaluating and
approving loan applications and that complete
documentation of mmformation obtamed sub-
sequent to approval would aid loan servicing
officials 1n recogmzing adverse conditions We
therefore suggested to the Area Director that
he institute procedures which would ensure
that all sigmificant information pertaming to
each loan project was documented and that
area office files contained all pertinent infor-



mation, mcluding that developed at other
locations In January 1969 the Deputy Assis-
tant Secretary for Economic Development
advised us that procedures had been instituted
to ensure that the pertinent documents were
m the Western Area Office files (Report to
Area Director, Western Area Office, Eco-
nomic Development Admimstration, Depart-
ment of Commerce, December 6, 1968)

185 CONTROLS OVER DISTRIBU-
TION OF PUBLICATIONS-In a repoit to
the Director, Office of Field Services (OFS),
Department of Commerce, we commented
that, although controls over Government
Printing Office publications sent to field of-
fices appeared generally satisfactory, controls
over Department of Commerce publications
sent to field offices were not adequate be-
cause records were not mamtamed to show
quantities received and quantities sold or
otherwise distributed As a result, we were
unable to ascertain whether all receipts appl-
cable to the sale of publications were col-
lected and accounted for

Subsequent to our report, the Director,
OFS, advised us that his office and the Office
of Admimstration for Domestic and Interna-
tional Busmness instituted a review of OFS’s
procedures concerning the sale of publications
and agreed that the procedures needed
strengthening

As a result of our report, OFS, in
November 1968, issued procedures for the
receipt, sale, and distribution of processed
publications (Report to Director, Office of
Field Services, Department of Commerce,
September 29, 1967)

186 QUALITY ASSURANCE CON-
TROLS (a)-Although the Apollo reliability
and quahty assurance plan, 1ssued by the
National Aeronautics and Space Administra-
tion (NASA) 1n August 1965, prescrbes cer-
tan requirements for the preparation and
approval of quality assurance plans with
respect to each management level, and for the
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performance of periodic quality audits, we
found that certamn of these requirements had
not been fully implemented by the respon-
sible management levels

We found that the Headquarters Apollo
rehabiity and quality assurance office had
not fully carried out 1its responsibilities for
seeing that the NASA centers had prepared
and issued adequate quality assurance plans
covering their Apollo quahty assurance activi-
ties and that that office had not made pen-
odic audits of the quality assurance activities
of the centers

We found that, 1n addition to the lack of
adequate center plans, the qualhty assurance
plans of some prime contractors at two of the
centers either had not been approved or had
not been approved on a timely basis and that,
at the time of our review, only one of the
centers was continuing to make the required
periodic audits of contractors

We expressed the opmion that the objec-
tives and benefits that were expected by
NASA management with the issuance of the
Apollo rehability and qualhity assurance plan
were not being fully realized because many of
the requirements applicable to the two areas
of the plan (a) were not being implemented or
(b) were not bemg implemented 1n the man-
ner called for by the plan

Although we acknowledged that
mmprovements had been made during our
review 1 both plan preparation and the
undertaking of audits, we proposed to the
NASA Admnistrator that a special study be
made of the Apollo quality assurance program
with particular emphasis on

~—Assessing the adequacy of recent ac-
tions by Apollo program management
to obtain more complete implementa-
tion of the program requirements for
plans and audits and, where necessary,
recommending any further actions re-
quired to ensure the necessary compii-
ance



—Reviewing and evaluating the extent of
compliance with other important re-
quirements of the Apollo rehability and
quality assurance plan

NASA advised us that, although the
Apollo rehability and qualty assurance plan
had not been fully implemented, the func-
tion, as performed, coupled with other man-
agement controls, had been responsive to
Apollo needs and had provided acceptable vis-
1ibility for Apollo program management
NASA further advised us that a special study
team had been established 1n accordance with
our proposal The study was subsequently
completed and a number of recommendations
were made to improve quality assurance in
the Apollo program (B-156556, March 11,
1969)

187 QUALITY ASSURANCE CON-
TROLS (b)—During testing, the S—IVB-503
stage of the Saturn launch vehicle was acct-
dently destroyed The National Aeronautics
and Space Administration (NASA) and the
McDonnell Douglas Corporation (MDC)—
manufacturer of the stage—attributed the
cause of the accident to the use of nonspecifi-
cation weld wire in the fabrication by an
MDC subcontractor of a high pressure titan-
1um sphere used to store helium 1n the stage,
commercially pure titantum wire was used
instead of the specified titanium alloy wire

Under NASA policy, contractors are to
mstitute quality assurance programs which
will provide for early and prompt detection of
actual or potential errors, system imcompati-
bility, margmal qualty, and trends or condi-
tions which could result in unsatisfactory
quality products We expressed the belief
that, if estabhished quality assurance proce-
dures had been effectively carned out by
MDC and the subcontractor, the accident
probably would not have occurred
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We found that, 1n some cases, MDC and
the subcontractor had not effectively per-
formed certain quality assurance procedures
In other cases, anomahes disclosed by tests
called for by these procedures were not given
approprniate attention As a result the receipt
and use of the nonspecification weld wire
remained undetected until afier the accident
The deficiencies noted by us related to a
breakdown i the subcontractor’s inspection
of matenals received, an apparent inattention
to the adverse results of certain weld tests,
and an apparent lack of adequate inspection
by MDC at the subcontractor’s facility

NASA relies on 1ts own quality assurance
organization and those of other Government
agencies and contractors to ensure the receipt
of an acceptable product, and each organiza-
tion has certain responsibilities and functions
which must be carried out We expressed the
belief that each of the orgamizations did not
effectively carry out 1ts quality assurance
functions i this situation and that each must
be held accountable 1n varying degrees when a
defective product gets through the system

We suggested that (a) provision be made
1n NASA procedures for greater dissemination
by NASA of information on significant qual-
1ty assurance deficiencies (procedural or
otherwise) noted at subcontractors’ facilities
to NASA quality assurance organizations and
its prime contractors, (b) NASA balance 1ts
surveillance efforts by providing more empha-
sis on comprehensive surveys of subcon-
tractor’s compliance with quality assurance
provisions, and (c¢) recommendations by the
NASA accident investigation board to improve
quality assurance procedures with respect to
the manufacture of titamum pressure vessels
be adopted and apphed to other contractors
NASA indicated substantial compliance with
each of our suggestions (B-156556, April 15,
1969)



MANPOWER UTILIZATION

COORDINATION

188 CIVILIAN PERSONNEL AT
MILITARY INSTALLATIONS—Our findings
m an mvestigation, made at the request of a
Congressman, of the practices at an Air Force
base in detailing (assigning) civilian employees
to work on other than their regular jobs led us
to an expanded review of the practices fol-
lowed at 10 industrial-type mulitary installa-
tions 1n the Department of Defense Our
report on the review was 1ssued to the Con-
gress 1n November 1968

The head of an executive department or
a military department 1s permitted by law to
detail employees among the bureaus and
offices of his department except those em-
ployees requued by law to be excluswvely
engaged on some specific work Details mn
excess of 30 days are required to be recorded
as personnel actions and the records man-
tammed permanently in the agency’s official
personnel folders

We found many nstances where large
numbers of employees were bemng “loaned”
or “borrowed” between shops for extended
penods 1n excess of 30 days without appropri-
ate personnel action to credit the individuals
for the time nvolved, and we found instances
where details either had not been recorded or
had been mmproperly recorded

Details 1 excess of 6 months (now 120
days), because they conflict with the prin-
ciples of proper job evaluation, are required
to be approved by the local office of the Civil
Service Commussion We found many n-
stances where the required approvals had not
been obtamed We also found instances of
employees’ bemg detailed to higher and lower
grade positions and employees’ bemg given
temporary promotions to fill vacancies

Little evidence was found that internal
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audit and review staffs of the military depart-
ments or the Civil Service Commission mspec-
tion teams had found these types of defici-
encies or, 1f they had, that they had identified
the causes and made approprate recommen-
dations

The Secretary of Defense and the Cham-
man, Civil Service Commussion, agreed, mn
general, with our suggestions for corrective
measures The Department outhined to us the
actions that had been taken in each of the
military departments and in the Defense
Supply Agency These actions should protect
the mterests of both the employee and the
Government The Civil Service Commussion
advised us that 1t would issue further gumde-
lines to 1ts inspectors to ensure more specific
coverage of detaiing in therr inspections
(B-160879, November 15, 1968)

189 SHORTAGE CATEGORIES OF
CIVILIAN MANPOWER SKILLS—-We found
a lack of consistency, precision, and depth of
coverage i the definition and identification
of cntical shortages of civihlan manpower
skills and 1 the procedures for deahng with
them Management of shortage categories of
skills was largely decentralized even at the
mstallation level As a result, problems of
ciwvilian staff imbalances were considered over
too narrow a range of circumstances and
prionties

We expressed the behef that better crr-
tena are needed for identifying and reporting
shortages m skills to ensure that the best
direction 1s given to current recruitment and
placement efforts and to long-range personnel
programs, such as training and career develop-
ment

In our report 1ssued to the Secretary of
Defense 1n June 1969, we recommended that
uniform Defense-wide criteria and guidehnes
for the identification of shortage-category



skills be established on the basis of their
impact upon assigned missions We recom-
mended further that the military departments
establish reporting procedures to ensure that
periodic centralized attention 1s given to
shortage-category skills (B-146824, June 26,
1969)

190 MILITARY PERSONNEL AT
AIR BASES IN THAILAND-In a report
1ssued to the Congress in May 1969, we pre-
sented our findings that Air Force units par-
ticipating 1 Southeast Asia operations and
stationed i Thailand had not received on a
timely basis the personnel needed for support
of their programs The principal cause of the
shortage of personnel was the limitation on
the number of US mulitary personnel per-
mitted m Thailand under existing country-to-
country agreements

Had there been no such imitation, how-
ever, there still would have been a shortage of
personnel because there were not adequate
data and cntena to develop base level man-
power requirements and management engl-
neering teams were not being use effectively
to determine and review manpower needs at
base level The situation could have been
alleviated somewhat if properly tramned and
experienced personnel had been assigned to
these bases and if local nationals had been
utilized to a greater extent

We suggested that the Air Force could
mmprove its management of manpower re-
souices by

—Reporting all known manpower require-
ments

—Studying the adwisibility of improving
management engineering teams

—Increasing the use of local nationals

—Studying the means by which the man-
power authorization system could be
improved 1o provide the capability to
adjust manpower authorizations in sup-
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port activities concurrently with major
changes in work load

The Air Force concurred, 1n general, 1n
our findings and outhned the actions taken as
a result of our review The Air Force did not
beheve, however, that there was a need for
the suggested study of the manpower authori-
zation system

We suggested also that the Congress may
wish to consider the level of existing country
cetlings on US personnel, the process by
which such ceilings are adjusted, and therr ef-
fect on the conduct of operations in South-
east Asia (B-165863, May 23, 1969)

191 TEMPORARY DUTY ASSIGN-
MENTS—-We examined about 1,000 travel
vouchers showing payments of per diem to
mihitary personnel of the Awr Force assigned
to temporary duty (TDY) to attend courses
of mstruction We found that, of 190 of the
personnel who had reported to their assigned
TDY locations earlier than necessary, 148 had
reported 1 day early and 42 had reported
from 2 to 10 days early Payments of per
diem were made to 146 of these individuals at
rates ranging from $1 to $16 a day, depending
on the availability of Government quarters
and messmg facilities

Of greater significance than the unneces-
sary per diem payments by reason of early
reporting 1s the meffective utihization of the
personnel involved We were mformed that
those mdividuals who arrive 1 or 2 days early
are not normally assigned duties for such
days Those who arrive more than 2 days
carly erther are encouraged to take leave until
processing time or are assigned to general or
squadron duties

In a report 1ssued to the Secretary of the
Arr Force m April 1969, we expressed our
opmion that the major cause of the early re-
porting was the faillure to comply with the
prescribed require.ment of the Air Force that
the travel orders include the statement “indi-



vidual will report to TDY station no earher
than—(hour and date) ” We found that the
hour and date had been omitted from 422 of
the orders mcluded 1n our test, the class start-
mg date had been omitted from 197 orders,
and the starting hour and date of the class had
been omutted from 131 orders

In response to our report, the Air Force
outhned certain actions taken to ensure that
all tramnees arrive at traming centers on the
established reporting dates (B-166508, April
2,1969)

PLANNING

192 COMPUTATION OF REQUIRE-
MENTS FOR TRAINING OF ENLISTED
PERSONNEL IN SPECIALTY SKILLS~Our
examination of 3,042 records of enlisted per-
sonnel at 19 mlitary installations showed
numerous errors These errors mdicated that
the traming requirements, computed on the
basis of the erroneous records, had been un-
derstated by about 86,000 mdividuals for
other skills

We presented these findings in a report
1ssued to the Secretary of Defense m June
1969 Since we had made a number of sug-
gestions for improvement 1n our prior reports
on mlitary personnel data systems and rec-
ords of this type, we made no new proposals
for comrective action (B-164471, June 4,
1969)

MANPOWER UTILIZATION-
GENERAL

193 USE OF CIVILIANS IN LIEV
OF MILITARY PERSONNEL~In a report to
the Congress, dated May 1969, we concluded
that, although the Coast Guard had converted
many of the military billets cited 1n a previous
GAO report to civilian positions, this action
was not a part of a continuing program di-
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rected toward makmg full use of civilian per-
sonnel We therefore proposed that the Com-
mandant of the Coast Guard implement a pro-
gram that would convert military billets essen-
tially civihan m character to positions that
would be filled by civilian personnel We also
suggested that formal guidelines, goals, re-
ports, and follow-up procedures be estab-
lished so that management could maintain
vigilance over the program and measure its
achievements

The Commandant informed us that the
Coast Guard was 1n general agreement with
the recommendation that “full responsibility
for the implementation of the (conversion)
program be centered in Headquarters, and
that formal guidelines, goals, reports, and fol-
low-up procedures (should) be estab-
lished » The Commandant stated, how-
ever, that Public Law 90-364, which limits the
number of civilan employees 1n executive
agencies, would have an mmpact on the pro-
gram He stated that, as long as these restric-
tions on civiian employment remamed mn
effect, little or no progress on the conversion
program could be expected

Because of the substantial savings attan-
able by civihamzation—using civihan rather
than malitary personnel for civihan-type
duties—and because of the adverse effect of
Public Law 90-364 on civiliamization pro-
grams of the Coast Guard and the Department
of Defense, this matter was brought to the
attention of the Congress (B-114851, May 8,
1969)

194 CONSOLIDATION OF FLIGHT
INSPECTION ACTIVITIES AT FRANK-
FURT-In September 1968, we reported to
the Congress on our review of selected activ-
ities of Federal Aviation Admunistration’s
(FAA’s) European Region Our review
showed that, by consohidating the activities of
the Beiwrut flight mspection group with the
flight mspection group at Frankfurt, oper-



ating costs could be reduced without impair-
ing operational effectiveness

In our examination into the feasibility of
consolidating the flight mspection activities of
the Bewrut and Frankfurt groups, we evaluated
the fiscal year 1967 work load of the two
groups and considered the effect that the
transfer of the Beirut functions to Frankfurt
would have on both the logistics and the costs
of flight-checking the navigational aids 1n
areas which were being served by Beirut On
the basis of our analysis of the work loads of
both groups, we concluded that consolidation
could result 1n savings of about $215,000 an-
nually Such consolidation could provide ad-
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ditional benefits by making feasible the per-
manent replacement of the four-engine DC-4
arcraft used by the Bewrut group with the
more economically operated two-engme T-29
aircraft which was assigned, on a loan bass, to
the Frankfurt group This would also elmi-
nate the need to incur costs for mamntaining
about $350,000 worth of aircraft spare parts,
avionics equipment and spares, and shop
equipment used to service the DC-4

FAA agreed with our proposals and
stated that action had been mitiated to con-
sohdate the Berrut and Frankfurt flight in-
spection groups The consohidation was
completed on June 30, 1968 (B-164497(1),
September 18, 1968)



PAY, ALLOWANCES, AND EMPLOYEE BENEFITS

FEDERAL EMPLOYEES' HEALTH
AND INSURANCE PROGRAMS

195 MEDICAL BENEFITS FUR-
NISHED TO EMPLOYEES OVERSEAS-Ina
report to the Congress m May 1968 we
recommended that the Department of State
and the Civil Service Commuission (CSC) coop-
eratively initiate action to mmmmize the costly
effects of the Government’s form of participa-
tion mn the two Federal health programs avail-
able to Foreign Service employees

We were advised by letter dated Novem-
ber 13, 1968, from the Deputy Assistant
Secretary for Budget, Department of State,
that the American Foreign Service Protective
Association (AFSPA) had approved changes
in 1ts Foreign Service Benefit Plan, effective
January 1, 1970, whereby the plan would
provide benefits for covered services oveiseas
on the same basis as for services in the United
States, which would ebhminate the difference
1n deductible items This would include ex-
tension to benefits and services now covered
by the Department’s Medical Program AFPSA
agreed to include this commitment 1n 1ts 1969
contract with CSC

CSC and the Bureau of the Budget con-
curred that this action by AFSPA achieved
the objective of our report (B-162639, May
23, 1968)

196 AMOUNTS CHARGED FOR
EXPENSES OF MAINTENANCE AND
OPERATION AND RISK CHARGE-The
Civil Service Commission’s group 1nsurance
policy with the Shenandoah Life Insurance
Company provided that Shenandoah be reim-
bursed for all expenses of mamtenance and
operation under the group policy but not in
excess of 2 percent of gross premiums The
policy provided for an allowance for indirect
costs equal to 66-2/3 percent of total direct
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costs In addition, the mnsurer was to be
allowed a rnisk charge equal to 1 5 percent of
gross premums

We found that Shenandoah’s method of
allocating certain direct expenses to the group
policy on the basis of the ratio of the number
of group insurance certificates under the
policy to the total number of all Shenandoah
group 1nsurance certificates in force had been
inequitable because less time had been
expended on a per-certificate basis in the
maintenance and operation under the Com-
misston’s group insurance policy than had
been expended under other group insurance
policies 1ssued by Shenandoah

We found also that the risk-charge rate
had remained unchanged since 1956, although
in 1961 the Commussion had authorized
Shenandoah to retain a contingency 1eserve
fund—currently $6 mllion, or about 1-year’s
premiums—to provide for possible adverse
fluctuations in future charges under the

pohcy

In a February 1968 report to the Execu-
tive Director of the Commission, we 1ecom-
mended that the Commuisston (a) request
Shenandoah to revise its method of distrib-
uting expenses under the group policy with
the view of providing a more equitable basis
for allocating direct expenses and eliminating
the method of reimbursing Shenandoah for
indirect expenses through a fixed percentage
of direct expenses and (b) look into the possi-
bility of obtamning an appropriate reduction in
the nisk charge 1n view of the availability of
the contingency reserve, which was not 1n
existence at the time the nisk charge was
estabhished

The Executive Director advised us m
October 1968, that the Commussion had
entered into an agreement with Shenandoah,
effective January 1, 1968, to combine the risk



charge of 1 5 percent of gross premuums with
the provision for allocation of both direct and
indirect expenses, which amounted to about
17 percent of gross premiums for calendar
year 1967, mnto one retention rate of 2 25
percent of gross premiums, which would
reduce Shenandoah’s retention for these items
by about 30 percent We estimated that thas
action would result 1n savings to the program
of about $57,000 annually (Report to Execu-
tive Director, U S Civil Service Commussion,
February 19, 1968)

197 METHOD OF COMPUTING
INTEREST EARNINGS ON CONTINGENCY
RESERVE FUND-In February 1968 we
reported to the Executive Director of the
Civ1l Service Commuission that certain insur-
ance prermum funds paid by the Commussion
to the Shenandoah Life Insutance Company,
under a group nsurance policy covering
former members of ceitain Federal
employees’ beneficial associations, had not
been constdered for the appropriate period of
time 1n the computation of interest earned on
contingency reserve funds As a result, pre-
mium funds equivalent to one quarterly insur-
ance prermum, which averaged about $1 5
milbon 1 1967, did not earn interest for a
period of about 6 months during each policy
year

We recommended that the Commussion
request Shenandoah to revise its method of
computing interest earned on the contingency
reserve funds to give appropriate effect to the
full time during which insurance premuums
under the group policy were available to
Shenandoah We recommended also that
Shenandoah be requested to recompute the
interest earnings for applicable prior years 1n
accordance with such revised method and
make appropriate refunds to the Commission

The Commussion’s Executive Darector
advised us in October 1968 that Shenandoah
had agreed to make appropriate revision 1n
the method used for computing interest on
the contingency reserve funds and that adjust-
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ments would be made retroactively to 1961
when the contingency reserve fund was -
tially authorized by the Commaission

Shenandoah subsequently paid $243,840
to the Commuission representing additional
mterest on contingency reserve funds for
policy years 1961 through 1967 We esti-
mated that the revised method for computing
interest would result in potential additional
mierest earnings to the Commaisston of about
$39,000 annually (Report to Executive
Director, US Civil Service Commussion,
February 19, 1968)

198 INVESTMENT OF FUNDS IN
EXCESS OF CURRENT NEEDS—Under the
Government-wide Service Benefit Plan of the
Federal Employees’ Health Benefits Program
(FEP), the Civil Service Commuission remits
subscription charges twice a month to the
contractor who uses the funds primanly for
retmbursing local Blue Cross and Blue Shield
plans for benefits paid, making advances to
local plans, and paying other allowable
charges The contractor 1s 1equired to invest
all funds on hand that are mn excess of those

needed to discharge promptly the oblhigations
mcurred

We found that funds in excess of the
amounts needed to meet current obligations
had not been invested by the contractor Qur
analysis of the contractor’s four non-interest-
bearing checking accounts maintamned for
FEP activities showed that the combined cash
balances averaged $10 million a day durmg
the period covered by our review Because of
the substantial balances maintamned in these
non-interest-bearing checking accounts, we
suggested that the contractor adopt a policy
that funds in excess of those needed to meet
current obligations be invested either with
local banks or 1n short-term securities

The contractor subsequently took action
whereby the balances in the four checking
accounts were reduced so as not to exceed a
combined total of $280,000 and the excess



funds were mvested We estimated that the
change m policy should produce additional
interest mcome for FEP of about $400,000

annually

199 APPROVAL OF PHYSICIANS’
FEES—Our review showed that the Bureau of
Employees’ Compensation, Department of
Labor, had not adopted an official medical
fee schedule for use by its district offices’
voucher examiners 1n evaluating the reasonable-
ness of bills submitted by private physicians
for their services performed for Federal em-
ployees In certain States, where State indus-
trial commussion fee schedules were required
to be considered by the Bureau voucher ex-
aminers, we found that, in many instances,
fees ranging up to $375 more than the maxi-
mum amounts shown in the schedules had
been paid without written justifications or ex-
planations to support such payments In May
1969 we reported to the Congress that, on the
basis of our review, 1t appeared that the
Bureau routinely had paid all bills submitted
and that each voucher examiner had relied on
his own personal judgment and past experr-
ence 1 approving such bills and did not have
an official standard for guidance

We proposed to the Secretary of Labor
that the Bureau develop appropriate geo-
graphical area fee schedules for use by Bureau
voucher examiners i determining the reason-
ableness of the fees claimed for medical serv-
1ces and msert 1n each case file an adequate
justification for the payment of a physician’s
fee that 1s higher than the fee prescribed n
the fee schedule

In January 1969, the Bureau issued in-
structions remunding personnel of their re-
sponsibilities to determine whether medical
fees are reasonable and to enter written justi-
fications 1 the case records when signifi-
cantly higher fees are approved We were ad-
vised by the Acting Assistant Secretary of
Labor for Admmistration that local fee
schedules, generally based on Blue Cross and
Blue Shield rates, would be used by the Bu-
reau for determining the reasonableness of
medical fees (B-157593, May 29, 1969)
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200 INCREASED USE OF FED-
ERAL MEDICAL FACILITIES-In a report
submitted to the Congress in May 1969, we
pomt out that the Bureau of Employees’
Compensation, Department of Labor, was
making no substantial effort to use less costly
available Federal medical facilities for the
treatment of disabled Federal employees We
found that the Bureau routinely referred dis-
abled Federal employees to more expensive
private physicians and hospitals without giv-
ing consideration to using Federal hospitals
and medical facilities operated by the Veter-
ans Admunistration (VA) and the Department
of Defense that were located in the same area

We estimated that the Bureau could have
achieved annual savings of about $120,000 at
just one of 1ts 10 district offices, 1f one com-
mon type of disablement requiring hospital-
1zation had been treated in Federal instead of
private hospitals We concluded that, nation-
wide, substantial savings were attamable by
the Bureau through increased utihzation of
less costly, available Federal medical facilities

We recommended that the Department
revise 1fs procedures to require, where
practicable, the maximum utilization of avail-
able Federal medical facilities for treatment
of disabled Federal employees In January
1969, the Bureau issued nstructions to re-
mind 1ts personnel to make every effort to use
VA and malitary medical facilities 1n appropri-
ate cases We recommended further that the
Secretary direct the Bureau to make selective
reviews of 1ts field activities, on a periodic
basis, to determine whether the January 1969
mstructions are being properly implemented
(B-157593, May 29, 1969)

201 REIMBURSEMENT OF DRUG
COSTS—Our review showed that Department
of Labor voucher examiners were approving
disabled Federal employees’ claims for reim-
bursement of drug costs without requining
sufficient information for properly evaluating
the reasonableness of the claams Regulations
by the Bureau of Employees’ Compensation,
Department of Labor, state that vouchers
must contain sufficient itermzation so that
the charges may be properly evaluated by the
medical voucher examiners to determine, with



reasonable certainty, whether the charges are
appropriate The regulations state also that
bills should be itemuzed to clearly show dates
of treatment, character of services or supplies,
and the amount charged for each

In a May 1969 report to the Congress,
we pointed out that, at four Bureau district
offices, we reviewed 142 payments for drugs
totaling about $13,255 For 49 of the pay-
ments, the vouchers contained the necessary
mformation, but, for the remaimng 93 pay-
ments totaling $6,915, the vouchers did not
show either the descriptions or the quantities
of the drugs, thus the voucher provided no
basis for determining the propriety of the
claims

We recommended that the Secretary of
Labor direct the Bureau to require that claims
submutted by disabled Fedeial employees for
retmbursement of drug costs be supported by
descriptions and quantities of the drugs pur-
chased so as to provide the necessary data for
determining the propriety of the claims and
the reasonableness of the drug prices We rec-
ommended further that the Secretary explore
with the Veterans Admstration (VA) the
feasibility of having the Bureau authorize dis-
abled Federal employees to purchase prescrip-
tion drugs at contract prices from pharmacies
which have pricing agreements with VA

The Department of Labor disagreed with
our proposal regarding the need to obtain in-
formation necessary to determine the reason-
ableness of prescription drug costs The cost,
such as salartes of Bureau personnel, of
obtaining such information was considered by
the Bureau to far outweigh the advantages of
the proposal We recommended that the
Bureau, within its present staffing capabilities,
consider the use of statistical-sampling tech-
niques to strengthen contiol over amounts
paid for prescription drugs Such sampling, 1n
our opimon, would not require additional
staff (B-157593, May 29, 1969)

GOVERNMENT-FURNISHED HOUSING,
LODGING, AND MEALS

202 PHASEQUT OF EMPLOYEE
HOUSING UNITS-In a report to the Admun-
istrator of Veterans Affairs in July 1968, we
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concluded that 1t was not economically feas:-
ble to continue the operation of housing
quarters for nonkey personnel at the Perry
Point, Maryland, hospital We estimated that,
on the basis of the hospital’s forecast of oper-
ations for the 10-year period ending June 30,
1975, operating, maintenance, and renovation
costs for these unmits would exceed rental reve-
nues by about $863,000 Our review also
showed that sufficient private housing was
available 1n the area of the hospital to accom-
modate the nonkey employees who are not
required by Veterans Administration (VA)
policy to reside on the hospital grounds

We recommended that the Admuinistrator
of Veterans Affairs (a) determine and justify,
on an individual basis, the number of houses
needed at the Perry Point hospital for em-
ployees who, under current agency policy and
regulations, are not designated key personnel
but whose residence on the station 1s essential
for effective operation of the hospital and (b)
plan for the closing of unneeded houses with-
1 a specified time pertod We recommended
further that similar action be taken for other
VA hospitals operating housing i excess of
that required under VA policy

In response to our report, the Admnis-
trator stated that, although VA would not
close the housing umits at the Perry Point
hospital immediately, and force the employ-
ees to leave, VA mtended fo phase out the
housing units as it becomes uneconomical to
continue operating them in the future He
stated also that VA would continue to review
its requirements for operating quarters at
other VA stations and would phase out such
quarters when they are not required or cannot
be maintamed on an economical basis

In June 1969, VA advised us that certain
vacant quarters at Perry Point had been closed
and earmarked for demolition and that 1t was
developing a revised policy on retention of
housing quarters encompassing the entire VA
system and including such factors as justifica-
tion for continued maintenance expenditures



without written authorization or docu-
mentation for the changes and their
effect on the system

Program source decks, which are
punched cards containing computer
instructions In computer langucge, were
not secured but were readily available
to unauthorized personnel

We discussed these matters with Travelers
officials who advised us that instructions to
mprove the mternal controls mn these two
areas had been 1ssued i September 1968

We recommended that the Social Secunty
Admnistration (SSA) request the HEW Audit
Agency or the SSA Contract Performance
Review Branch to mmclude this area in their
next audit at Travelers and 1n their regular
reviews at other carriers We recommended
also that SSA emphasize to all carriers tne
importance of, and necessity for, adequate
controls over Medicare payments

SSA officials advised us in June 1969
that implementation of the mstructions 1ssued
by Travelers in connection with our recom-
mendation for strengthening internal controls
over the automatic data processing system
would be verified by SSA regional office
representatives during thewr next trip to
Travelers headquarters The officials advised
us also that the adequacy and effectiveness of
fiscal intermediaries’ internal controls over
Medicare payments would contmue to be
evaluated in the future by the HEW Audit
Agency and the SSA Contract Performance
Review Branch and that the SSA Bureau of
Health Insurance was preparing an instruction
to all fiscal intermediaries emphasizing the
mmportance of proper controls over Medicare
payments (Report to the Commuissioner of
Social Security, March 12, 1969)

217 ADMINISTRATION AND CON-
TROL OF AUTOMATIC DATA PRO-
CESSING ACTIVITIES=In June 1969 we

reported to the Maritime Admstrator, De-
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partment of Commerce, that during our review,
we noted several areas needing improvement
in the admmstration and control of the Mari-
time Admunistration’s Automatic Data Pro-
cessing activities These areas mclude (a) con-
trol and use of magnetic tapes, (b) procedures
and controls over classified data, tapes, and
reports, (¢) resambursements for other Govern-
ment agencies’ use of Maritime’s computer
system, and (d) recording and reporting of
computer utilization

Durmg our observations of Maritime’s
computer room operations, we noted that
adequate written procedures for the control
and use of magnetic tapes had not been devel-
oped and implemented We recommended
that Maritime develop and implement written
procedures to (a) improve the controls over
tape use and storage mcluding the establish-
ment of retention dates for all records which
are stored on magnetic tapes, (b) limit access
to the tape library, and (c) provide for
prompt return of tapes to their storage loca-
tions after each use In implementing this
recommendation, we suggested that consider-
ation be given to the feasibility of installing a
tape vault to improve physical control over
magnetic tapes

We noted several weaknesses in the stor-
age of magnetic tapes, punched cards, and
program documentation contaming security
classified information We also noted that one
of the computer operators, who operated the
computer during processing of the classified
data, did not have a secunity clearance

We believed that Maritime had not re-
cerved full reitmbursement from other Govern-
ment agencies for the use of i1ts computer
system and that Maritime’s computer costs
had been oveistated and the using agencies’
appropriations augmented to the extent that
retmbursements had not been recerved We
therefore recommended that the Office of
Data Systems strengthen 1ts control over retm-
bursable use of 1ts computer system

We found that Mantime’s utilization



stations for the six mediators be the principal
cities where the mediators performed the
greater part of their duties

In April 1969, the Executive Secretary,
NMB, advised us that the present system of
establishing the home of the mediator as his
duty station had proven the most satisfactory
method and that he did not believe that the
changes we suggested would be in the best
interests of NMB He cited the dependency of
the case load upon actions of others and the
nregular work hours of the mediators as
factors supporting the present procedure

In July 1969, we advised the Chairman,
NMB, that we could not perceive how the
dependency of NMB’s case load upon the
actions of others and the irregularity of the
mediators’ work hours could have any signifi-
cant bearing on where official duty stations
should be designated We stated that we could
find no legal basis which would permit the
designation of a mediator’s home as his offi-
cial duty station where the predominant
amount of his official business 1s performed at
a different location Accordingly, we sug-
gested that as long as the six mediators con-
tinue to perform the predominant portion of
therr work at certain locations, their official
duty stations be redesignated to those loca-
tions We stated that such redesignations
should be made within a reasonable period of
time or we would have to take exception to
future payments for the mediators’ transpor-
tation between their homes and their princi-
pal places of duty and for per diem while at
then principal places of duty (Report to
Chairman, National Mediation Board, January
29, 1969)

206 USE OF PERSONALLY
OWNED AUTOMOBILES-In our January
1969 report to the Chairman of the National
Mediation Board (NMB), we noted that over-
payments of $1,441 had resulted primarily
from allowing remmbursement for the use of
personally owned automobiles on official
business as opposed to common carriers and
from remmbursements for travel expenses in-
curred for personal reasons We also noted
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man-hours valued at $1,795 that should prop-
erly have been charged to employees’ leave
because the hours represented excess travel
time incurred in travel status for personal
reasons We discussed the deficiencies with
officials of the NMB who 1ssued appropriate
mstructions to correct the deficiencies noted
(Report to Chairman, National Mediation
Board, January 29, 1969)

PAY, ALLOWANCES, AND
BENEFITS-GENERAL

207 PER DIEM PAYMENTS TO
MILITARY PERSONNEL ON EXTENDED
TEMPORARY DUTY ASSIGNMENTS-We
previously reported to the Congress
(B-153839, October 16, 1964) that the Navy
was incurring substantial unnecessary costs
because prospective crew members assigned to
ships under construction at commercial ship-
yards were not being required to use available
Government quarters and messing facilities
and were bemg paid per diem allowances
mstead

As a result of that report, the Navy dis-
contmued the practice mm the New Orleans,
Loussiana, area and required the prospective
crew members to use the facilities at a nearby
naval mstallation During a recent survey we
noted that these facilities had been closed and
that the practice of paying per diem had been
remstated m September 1965 We undertook
a review to determine whether consideration
had been given to the alternative of providing
Government quarters and messing facilities
Our report on the review was issued to the
Congress in March 1969

We found that, although local officials
were aware that the 1964 decision to close
the facilities would result in the payment of a
substantial amount 1 per diem, no studies
had been made to determine the cost effect
of retaming a small portion of the existing
facilities for use by the prospective crew
members On the basis of studies mitiated



duning the course of our review, the Navy
concluded that savings of about $2 7 million
could be realized over a 46-month period by
rehabihitating the quarters and messing facih-
ties previously closed at the nearby naval
installation A contract was awarded 1n
November 1968 for the renovation of the
facilities needed to support prospective crew
members

The actions that the Navy had taken fol-
lowing our 1964 report did not include estab-
lishment of effective controls, including
appropriate internal reviews, for maintaining
continued surveilllance over payments of per
diem to prospective crew members assigned in
the New Orleans area It was not until April
1967 that the Navy 1ssued mstructions which
provided, m part, for increased control and
surveillance over payments of per diem to
Navy personnel on temporary duty assign-
ments (B-153839, March 24, 1969)

208 CIVILIAN EMPLOYEES’
LEAVES OF ABSENCE-We reviewed the
maintenance of leave of absence records for
civiian employees at 28 mulitary organiza-
tions of the Department of Defense Our re-
port on the review was 1ssued to the Congress
in February 1969

At most of the organizations mncluded mn
our review, we found that the adminstrative
controls over the records were not adequate
for ensuring clerical accuracy or comphance
with applicable laws On the basis of our tests,
we estimated that these organizations averaged
about 14,800 errors annually with a monetary
value of about $493,000 These errors mcluded
mstances 1n which the civilian employees had
been given more leave than they were entitled
to and instances in which the errors had de-
prived the employees of leave that they had
earned

The 28 organizations included 1n our
review constituted a small but representative
part of the more than 400 Department of
Defense organizations 1n the United States
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that maintain such records Thus it seems
probable that the total errors on a Depart-
ment-wide basis would be many times that
disclosed by our review

The errors could be attributed primarly
to faillure of management to establish and
operate an effective system for identifying
and correcting clerical inaccuracies A contrib-
utory cause 1mn some mstances was the failure
to mamtain a complete file of the applicable
administrative regulations and instructions
We found also a need for more emphasis on
reviews of leave admnistration by the Army
Audit Agency and the Navy Area Audit Serv-
ice, as well as by the local administrative
review groups in the Army and Navy

We proposed to the Secretary of Defense
that

—A method be established for identifica-
tion of clerical errors

—Payroll offices be provided with the
instructions needed to properly admin-
ister laws and regulations applicable to
employees’ leave

~—Internal audrt of leave be intensified

The Assistant Secretary of Defense
(Comptroller) stated that each mlitary de-
partment would ensure establishment and
mamtenance of adequate controls to identify
clerical errors and would ensure also the avail-
ability of admunistrative regulations and
mnstructions He stated further that his office
would mamtain close surveillance over the
progress attamed by the military departments
In mmproving clerical accuracy i leave ac-
counting (B-152073, February 7, 1969)

209 NIGHT DIFFERENTIAL PREM-
IUM PAY-Subsequent to our issuance of a
report to the Congress in February 1964, the
Post Office Department amended 1its regula-
tions to provide that city delivery carriers be
scheduled to report for duty prior to 6 am



only when absolutely necessary and achieved
annual savings of about $108,000 in night dif-
ferential costs by adjusting the starting times
for many such carriers

We reported to the Postmaster General
m May 1968 that, on the basis of our follow-
up review at nme post offices in the Chicago
Postal Region and our limited work at 14
large post offices in other postal regions, 1t
appeared to us that the actions taken by the
Department subsequent to the 1ssuance of our
prior report had not been fully effective We
pointed out that, at the nine post offices in
the Chicago Postal Region covered by our re-
view, 1,162 (about 26 percent) of the 4,436
city delvery carriers serving residential routes
had been scheduled to commence work prior
to 6 am We estimated that potential savings
m mght differential costs of about $39,000
annually could be achieved if these carriers
started their workday at 6 a m or later

After we brought this matter to their at-
tention, officials of the Chicago Postal Region
took action to reduce the might differential
costs bemng mcurred i that region At five of
the 14 post offices where we had performed
only lmmited work, however, some city de-
hivery carriers still were scheduled to report
for duty prior to 6 am

We recommended that the Postmaster
General amend exusting regulations to provide
more specific criteria for determining under
what circumstances 1t 1s absolutely essential
for city delivery carriers serving residential
routes to report for duty prior to 6 am We
recommended alsc that postmasters be re-
quired to justify, i writing, to the regional
offices the mstances m which they determine
that 1t 1s absolutely necessary for such carriers
to report for duty priorto 6 am

The responsible Deputy Assistant Post-
master General mformed us that, in most in-
stances, 1t was unnecessary for city delivery
carriers serving residential areas to report for
duty prior to 6 am He stated that his staff
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would look into the apparent need for im-
proved management controls and that our rec-
ommendations would be considered

In July 1968 the Deputy Postmaster
General advised us that action had been taken
to reduce the cost of night differential pay for
city delivery carriers serving residential routes
On the basis of information furnished by De-
partment officials, we estimate that the action
taken will result in annual savings of about
$128,000 1n night differential costs We were
advised also that action had been taken to
improve the controls over the use of might
differentral pay on residential routes
(B-114874, May 2, 1968)

210 PAYMENT OF PER DIEM-Ina
letter report to the Commandant on our re-
view of the per diem payments made by the
Coast Guard to advance ciew members of
high-endurance vessels constructed or under
construction at Avondale Shipyards, Inc,
New Orleans, Louisiana, we pointed out the
need to establish procedures requiring respon-
sible officials to consider alternative methods
of providing quarters and messing facilities for
personnel on extended temporary duty prior
to authonzing the payment of per diem

We noted that the advance crew mem-
bers for six vessels, while assigned to Avon-
dale, were authorized the payment of per
diem 1n accordance with the provisions of the
Jommt Travel Regulations We found that, prior
to authonizing these payments, the responsi-
ble Coast Guard officials had not adequately
considered, nor were they required to con-
sider, alternative and less costly means of pro-
viding quarters and messing services We
noted, however, that the Department of the
Navy required that consideration be given to
alternative means of providing quarters and
messing services for its advance crews on
temporary duty prior to authorizing the pay-
ment of per diem We noted also that a Navy
crew assigned to a ship under repair at Avon-
dale had recently used available commercial
quarters and messing facilifies i relatively
close proximity to the contractor’s yard



We believed that, if the responsible Coast
Guard officials had been required to use alter-
native means of providing quarters and mes-
sing services to these crews, such as available
commercial facilities, substantial savings could
have been realized For example, on the basis
of costs recently experienced by the Navy, we
estimated that, if the Coast Guard had used
available commercial facilities in relatively
close proximity to Avondale for housing and
messing the advance crews, the costs would
have been reduced by about 58 percent, or
about $152,000 Moreover, with respect to
the assignment of the advance crews for the
remaining three vessels, we estimated that sav-
mgs of about $52,000 could be reahzed if
available commercial facilities were used 1n
lieu of the payment of per diem

We recommended to the Commandant
that appropnate instructions be 1ssued to re-
quire responsible officials to consider alterna-
tive methods of proniding quarters and mes-
sing facilities for personnel assigned to tempo-
rary duty at stations for extended periods of
time and that justifications be submitted to
Headquarters 1 all instances where per diem
18 authorized to be paid to such personnel
The Acting Commandant agreed that savings
were possible and stated that defimitive in-
structions were beimng developed to provide
that responsible Coast Guard officials give full
consideration to alternative methods of pro-
viding quarters and subsistence for personnel
assigned to extended periods of temporary
duty (B-146898, November 6, 1968)
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211 MAINTENANCE OF ATTEN-
DANCE AND LEAVE RECORDS-Our re-
port to the Commussioner of the District of
Columbia 1n January 1969 on pay, time, and
leave operations in the District showed that
there was a confinuation of previously
reported weaknesses

In the Recreation Department, errors
were found in 75 percent of the time-and-
attendance 1ecords for 92 employees There
were also numerous discrepancies 1n the
annual and sick leave balances in the time-
-and-attendance records of the Department of
Buildings and Grounds The time-and-attend-
ance records of certain employees i the
Recreation Department and the Board of
Education showed that, at various times, the
employees were on duty at two different loca-
tions for the same period of time Since fiscal
year 1965, District internal auditois have
reported sumlar discrepancies and have con-
cluded that no sigmificant mmprovements in
the accuracy of time, pay, and leave records
have been accomplished

We suggested that the District of Colum-
bia Government mtensify its efforts to
mmprove the administration and supervision of
employee time, pay, and leave operations
Our suggestion was concurred m, and on May
23, 1968, a memorandum was 1ssued to the
heads of departments and agencies empha-
sizing the need to strengthen time, pay, and
leave administration by increased supervision
and training where needed and by improved
mternal controls to ensure more accurate
records (B-118638, January 3, 1969)



AUTOMATIC DATA PROCESSING SYSTEMS

ACQUISITION OF AUTOMATIC
DATA PROCESSING SYSTEMS

212 INTERCHANGEABILITY OF
COMPUTER COMPONENTS—In June 1969
we reported to the Congress on the results of
our study of the acquisition by Federal agen-
ctes of peripheral equipment for use with
Automatic Data Processing (ADP) systems
The report pomted out that it was common
practice for Government ADP managers to
obtain all requared ADP equipment from com-
puter systems manufacturers even though
certain items of equipment could be procured
moie economically from the original manu-
facturers or from alternate sources of supply

We 1dentified selected computer compo-
nents that were directly interchangeable
(plug-to-plug compatible) with certamn other
systems manufacturers’ components and were
available at substantial savings We found that
a number of private orgamzations had -
stalled available equipment of this type and
had achieved substantial savings Yet we
found only a few nstances where Federal
agencies had availed themselves of this eco-
nomical means of acquiring computer compo-
nents We expressed the belief that central
agency leadership could provide impetus
which would achieve similar savings in the
Federal Government

We estimated that, if plug-to-plug com-
patible components were used to replace
stmilar components rented by the Govern-
ment, annual savings would be at least $5
million If such components were to be pur-
chased, savings would exceed $23 mullion

We expressed the belief also that, in ad-
dition to the estimated savings in acquiring
plug-to-plug compatible components, savings
are also avalable in the acqusition of
non-plug-to-plug components from sources
other than the systems manufacturers We es-
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timated that the purchase cost of such com-
ponents, then bemg leased for about $50
million, from the systems manufacturers
would be about $250 nullion, whereas the
acquisttion price for stmilar components from
an alternative source of supply probably
would be about $150 mullion, a difference of
about $100 milhon However, the potential
savings must be evaluated m light of costs as-
sociated with combining the components into
a total computer system

The report contained the recommen-
dations that

—The head of each Federal agency take
action to implement steps requiring re-
placement of leased components that
can be replaced with more economical
plug-to-plug compatible units

—The Bureau of the Budget, and the Gen-
eral Services Administration provide
more specific guidelines for the evalua-
tion and selection of plug-to-plug com-
patible equipment and for other compo-
nents

—Pending the issuance of specific policies,
the factors described n the report be
used by Federal agencies to evaluate
alternate sources of ADP equipment,
and

—Inasmuch as third-party leasing arrange-
ments generally result in savings 1n com-
parison with rental arrangements avall-
able from equipment manufacturers,
the head of each Federal agency con-
sider this method of procurement when
purchase of the equipment s deter
mined not to be advantageous

The use of plug-to-plug compatible com-
ponents for Federal ADP equipment 1s cur-
rently being studied by the General Services
Administration Present plans call for GSA to
study also the acquisition of other compo-
nents and peripheral equipment from alter-



nate sources at a later date We expressed the
belief that the GSA study 1s important and
that 1t should be accelerated to provide a basis
for promulgating more specific policies for
the guidance of Federal agencies in obtaining
ADP components from the most economical
source of supply

In September 1969 our report was given
specific consideration by top Federal ADP
managers at a conference on the selection and
procurement of computer systems by the
Federal Government The conference was
conducted at the Federal Executive Institute
by the Bureau of Budget and was attended by
officials of agencies which were major users of
ADP systems 1n the Federal Government The
report of the conference, which summarnzed
the consensus of the participants, contamned
the following statement

—Leased peripheral equipment compo-
nents in systems now installed should
be replaced by components available
from Independent peripheral manu-
facturers or other sources If It I1s deter-
mined that such components are com-
parable compatible, reliable, less ex-
pensive, and can be adequately main:
tained Similar consideration should be
given when adding to or modifying
exsting systems These determinattons
should be made on a case-by-case basis
in constderation of the particular cir-
cumstances that exist

(B-115369, June 24, 1969)

213 FEASIBILITY STUDIES PRIOR
TO EXPANSION OF AUTOMATIC DATA
PROCESSING OPERATIONS—In our report
to the Attorney General, Department of
Justice, 1n April 1969, we commented on (a)
the increased use and expansion of automatic
data processing (ADP) operations and facili-
ties within the Department without the bene-
fit of feasibility studies and (b) the possibleac-
qusition of separate ADP facilities by two
constituent organizations
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We recommended that the Department
establish a central ADP management group
responsible for directing and coordinating the
development and operation of ADP facilities
on a Department-wide basis

The Department informed us, in April
1969, that central ADP authority had been
assigned to 1ts Office of Management Support
for the acquusition and operation of ADP facil-
ities for the Department, excepting only the
Federal Bureau of Investigation (B-166549,
April 16, 1969)

UTILIZATION OF AUTOMATIC DATA
PROCESSING SYSTEMS

214 SHARING OF AUTOMATIC
DATA PROCESSING EQUIPMENT-The
General Services Admumistration (GSA) 1s
responsible for Government-wide administra-
tion of the computer-sharing program and has
established sharing exchanges to serve as clear-
inghouses for information on available com-
puter time and on needs for such time As a
part of this program, the Bureau of the
Budget (BOB) requures that utilization reports
be submitted to GSA of computers mn the
hands of Government agencies and in the
hands of those contractors whose full com-
puter costs are borne directly by the Govern-
ment under cost-reimbursement-type con-
tracts

The Department of Defense (DOD)
mstructions for utiization reporting are con-
sistent with the BOB requirement Thus the
mstructions exclude from the utilization re-
porting system those computer facilities of
contractors whose computer costs are charged
(a) mdirectly to Government cost-type con-
tracts, (b) directly or mdirectly to Govern-
ment fixed-price contracts, or (¢) to commer-
cial sales

We believe that the Government may be
able to obtan needed computer services from
those contractors who have cost-type con-
tracts but whose computers facilities are not



mcluded n the computer utilization reporting
system and that such action would result i
savings to the Government Accordingly, in a
report 1ssued to the Secretary of Defense n
March 1969, we expressed the view that the
Government-wide sharing system now applica-
ble to Government agencies and to con-
tractors who charge total computer operating
costs to Government cost-reimbursable-type
contracts could be extended to provide a
clearinghouse through which contractors hav-
ing computer facilities available could be con-
tacted by agencies needing such facilities The
contractors, as well as the Government,
should gamn by the increased utilization
Copies of the report were furmshed to GSA
and BOB with a request for their views

BOB agreed with the central thought
expressed m our report and stated that the
GSA was looking mto the matter m its en-
tirety DOD stated that 1t would cooperate
with GSA m 1ts study (B-115369, March 31,
1969)

215 CONTROLS OVER USE OF
COMPUTER AND ADP MATERIALS-Dur-
ing our review of the State Department’s
automatic data processing (ADP) function m
the Regional Finance and Data Processing
Center (RFDPC) Pans, France, we found
mternal management control system weak-
nesses which enhanced the nsk of unwar-
ranted orunauthornized use of ADP equipment
and endangered the security and integrity of
ADP programs and related documentation

We found that unsupervised console
operators had access to ADP equipment and
all documentation and matenals needed to
operate the computer for unauthorized pur-
poses, administrative reviews were not beimng
performed to ensure that employees were fol-
lowing prescribed procedures for modifying
programs and related documentation, and
essential documentation was i French and
therefore an impediment to effective manage-
ment control and review efforts
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The details of our findings and specific
recommendations for strengthening general
management control and communication
processes were presented to the Deputy
Under Secretary of State for Administration
1n a report 1ssued in January 1968 In a letter
i October 1968 the Department informed us
that actions had been taken on some of our
recommendations, namely (a) documentation
not essential for the operation of the equip-
ment had been removed from the console
operators’ possession, (b) software tapes were
bemng stored in the tape DIibrary, (c) pro-
cedures had been instituted to prohibit unau-
thonized personnel eccess to the computer
1oom durng nonworking hours, and (e) essen-
tial documentation was bemng written m both
English and French

In a letter in June 1969, the Department
mmformed us that, contrary to specific recom-
mendations made n our report, 1t would not
mstitute, for all work shifts, a procedure
whereby programs, documentation, and tapes
would be available to authorized personnel
only for the period of time required for the
execution of a computer routme and that
action to fireproof the tape hbrary and the
computer room, as our report also recom-
mended, had been deferred (B-146703,
January 31, 1968)

216 IMPROVEMENTS IN CON-
TROLS OVER USE OF COMPUTER-In
March 1969, we reported to the Commis-
sioner of Social Security, Department of
Health, Education, and Welfare (HEW) that,
during our review of the Travelers Insurance
Company’s activities as a carrier under the
supplementary medical insurance portion of
the Medicare program, we had observed the
following weaknesses 1n internal controls over
the automatic data processing system for pro-
cessing supplementary medical insurance
claims that concewvably could result in
unauthorized use of the system for personal
gamn

—Computer program changes were made



without written authorization or docu-
mentation for the changes and their
effect on the system

Program source decks, which are
punched cards containing computer
instructions In computer langucge, were
not secured but were readily available
to unauthorized personnel

We discussed these matters with Travelers
officials who advised us that instructions to
mprove the mternal controls mn these two
areas had been 1ssued i September 1968

We recommended that the Social Secunty
Admnistration (SSA) request the HEW Audit
Agency or the SSA Contract Performance
Review Branch to mmclude this area in their
next audit at Travelers and 1n their regular
reviews at other carriers We recommended
also that SSA emphasize to all carriers tne
importance of, and necessity for, adequate
controls over Medicare payments

SSA officials advised us in June 1969
that implementation of the mstructions 1ssued
by Travelers in connection with our recom-
mendation for strengthening internal controls
over the automatic data processing system
would be verified by SSA regional office
representatives during thewr next trip to
Travelers headquarters The officials advised
us also that the adequacy and effectiveness of
fiscal intermediaries’ internal controls over
Medicare payments would contmue to be
evaluated in the future by the HEW Audit
Agency and the SSA Contract Performance
Review Branch and that the SSA Bureau of
Health Insurance was preparing an instruction
to all fiscal intermediaries emphasizing the
mmportance of proper controls over Medicare
payments (Report to the Commuissioner of
Social Security, March 12, 1969)

217 ADMINISTRATION AND CON-
TROL OF AUTOMATIC DATA PRO-
CESSING ACTIVITIES=In June 1969 we

reported to the Maritime Admstrator, De-
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partment of Commerce, that during our review,
we noted several areas needing improvement
in the admmstration and control of the Mari-
time Admunistration’s Automatic Data Pro-
cessing activities These areas mclude (a) con-
trol and use of magnetic tapes, (b) procedures
and controls over classified data, tapes, and
reports, (¢) resambursements for other Govern-
ment agencies’ use of Maritime’s computer
system, and (d) recording and reporting of
computer utilization

Durmg our observations of Maritime’s
computer room operations, we noted that
adequate written procedures for the control
and use of magnetic tapes had not been devel-
oped and implemented We recommended
that Maritime develop and implement written
procedures to (a) improve the controls over
tape use and storage mcluding the establish-
ment of retention dates for all records which
are stored on magnetic tapes, (b) limit access
to the tape library, and (c) provide for
prompt return of tapes to their storage loca-
tions after each use In implementing this
recommendation, we suggested that consider-
ation be given to the feasibility of installing a
tape vault to improve physical control over
magnetic tapes

We noted several weaknesses in the stor-
age of magnetic tapes, punched cards, and
program documentation contaming security
classified information We also noted that one
of the computer operators, who operated the
computer during processing of the classified
data, did not have a secunity clearance

We believed that Maritime had not re-
cerved full reitmbursement from other Govern-
ment agencies for the use of i1ts computer
system and that Maritime’s computer costs
had been oveistated and the using agencies’
appropriations augmented to the extent that
retmbursements had not been recerved We
therefore recommended that the Office of
Data Systems strengthen 1ts control over retm-
bursable use of 1ts computer system

We found that Mantime’s utilization



records did not show all of the computer
room activities which should be reviewed by
management as part of its evaluation of com-
puter operations We therefore 1tecommended
that Maritime, to improve the efficiency of 1ts
computer room operations, (a) provide a de-
tailed schedule for the operators and tape
Iibrarian sufficiently in advance of the sched-
uled starting times, (b) prepare daily sched-
ules and utihization runs on a compatible
basis, and (c) identafy all delays, 1dle periods,
and reruns on the utiization run We recom-
mended also that the time clock be used to
record all beginnmng and ending times for
computer jobs and that management review
the time cards occasionally for handwnitten or
altered times and require an explanation for
such changes (Report to Maritime Admims-
trator, Department of Commerce, June 24,
1969)

218 CENTRALIZATION AND
SHARING OF COMPUTER FACILITIES
—Certain departments and agencies of the
District of Columbia Government were
acquiring therr own computers or were con-
tracting for data processing services rather
than using existing District computer facilities
to the extent that time was available on those
facilities Additional unused time would have
been available on the existing facilities had
they been operated at higher rates of effi-
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ciency Also there 1s a need for improvement
m certamn computer operations which have a
bearing on the efficiency of operations and
which have resulted in some duphcation of
data processing

The Management Office of the District
has responsibility for planming, developing,
directing, and coordinating a program for the
effective use of data processing systems and
equipment in the several agencies Although
certain 1mprovements in equipment sharing
have been achieved, 1t has been difficult for
the Management Office to fully discharge 1ts
responsibilities for a coordmated data process-
mg program because funds for the program
are largely budgeted and approved for the use
of the individual agencies

We suggested to District officials that
theie was a need for more participation and
shaning of computer facihties among District
agencies and that the budgeting for the facil-
ties should be on a District-wide basis rather
than an individual agency basis We also
suggested a need to improve the efficiency of
certain computer systems

District officials agreed i general with
our findings, and corrective actions were
being taken, or planned, for expanded coordi-
nation of data processing and sharing of com-
puter systems (B-166723, July 31, 1969)



PROPERTY MANAGEMENT

CONTROL OVER PROPERTY

219 ARMY AND AIR FORCE SUP-
PLIES IN EUROPE-In August 1968 we
1ssued a summary report on the movement of
Amernican Forces from France (Operation
FRELOC) 1 1966-67 (B-161507, August 7,
1968) In that report we pomted out that,
duning the operation, control had been lost
over large quantities of supphes and equip-
ment

In a report issued to the Congress m
June 1969, we presented details of the prob-
lems connected with controls over inventores
mn Europe as summanzed i the August 1968
report

We found that control over assets moved
from France by the Army and the Air Force
had been msufficient to ensure that shipments
were recewved at the correct destinations in
the quantities and 1 the condition specified
The loss of control was, n our opinion,
symptomatic of a long-standing problem the
high mcidence of error in the stock records
The need to move most of the supphes and
equipment stored in France on short notice
highhghted the magnitude of the stock-record
maccuracies

The problem was further comphcated by
the lack of advance information on shipments
at the new receiving stations, the loss of docu-
ments needed for inspection and accounting
purposes, the late mspection of receipts, the
delayed recording of receipts, and the short
period of time available to physically move
the stocks

At the conclusion of our examination,
months after the move, 1t appeared that the
Army still did not know, with any degree of
certainty, the quantities, locations, or condi-
tions of its mventories n Europe The Air
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Force, on the other hand, had been able to
correct most of 1ts stock records because of
the sigmificantly smaller volume of assets
moved and the prompt action of the Air
Force to physically inventory the assets at the
new locations

In response to these findings, the Depart-
ment of Defense imnformed us of the actions
taken after the conclusion of our fieldwork
The Department stated that the Army had
taken steps to overcome 1ts mventory control
problems and that the Air Force, for the most
part, had accounted for its inventories
(B-161507, June 30, 1969)

220 ARMY SUPPLIES IN KOREA—
Our prior reviews of supply operations 1n the
Eighth U S Army in Korea had shown that
substantial management improvements were
needed to ensure that using umts timely ob-
tamed necessary supplies In June 1969 we
ssued to the Congress our report on a follow-
up review

Our follow-up review showed that
needed supphes were still not being obtamed
and stocked i Korea 1n the proper quantities
Because of maccurate and incomplete finan-
cial and supply records, the Army found 1t
difficult to forecast, with a reasonable degree
of accuracy, the amount of funds needed to
purchase proper quantities and types of sup-
ples to support the mlitary units in Korea

Available funds were used, to a great ex-
tent, to obtain supphes mn small quantities to
meet mmdividual requests of Army umits 1n
Korea mstead of used to obtamn larger quanti-
ties for depot stocks

We made certamm suggestions for im-
provement m the stock records and in the
budgeting and funding procedures concerning
the Army m Korea We suggested that the
Army Audit Agency increase the scope of 1ts



reviews 1 Korea In reply the Army advised
‘us of actions taken or planned which, 1f effec-
tively carried out, will provide better control
over supply and financial management
matters (B-166312, June 30, 1969)

221 CONTROLS OVER ECONOMI-
CALLY REPAIRABLE EQUIPMENT-Air
Force regulations provided for the return of
certain unserviceable items to designated
depots for repair 1f they could not be repaired
at the Air Force base level The regulations
however, permitted the bases to condemn the
1tems as scrap if (a) they were beyond repair,
(b) reparr costs exceeded 65 percent of re-
placement costs, or (¢) therr condemnation
was specified by applicable techmcal orders
Duning 6 months of 1967, Air Force bases
condemned about $6 7 million worth of the
type of items designated for repair at the
depots managed by the three Air Materel
Areas mcluded 1 our review The condemna-
tion of a substantial portion of these items
was based on determinations that repair costs
were excessive in relation to replacement
costs

We tested 78 items that had been con-
demned at five bases and found that 51 of
them could have been reparred for amounts
significantly less than repacement costs Many
of the condemned 1tems were 1n short supply
and, 1n some cases, action had been taken to
procure additional items Our report on these
findings was 1ssued to the Congress in October
1968

The prnimary reason for improper con-
demnation was that mamtenance personnel at
the bases had made their determinations with-
out adequate knowledge of depot repair costs,
procedures, and capabilities We proposed
that the Air Force regulations be revised to
require the bases to return the items to the
depots unless the bases were advised that the
items are (a) not needed in Air Force stocks,
(b) obviously beyond repair, or (¢) authorized
for disposition under Air Foice techmical
orders

153

The Air Force advised us that its anal-
yses indicated that the magnitude of improper
condemnations did not warrant mstructing
the bases to return such items to the depots
The Air Force stated, however, that certain
revisions were being made n existing regula-
tions to require (a) the reporting of cost data
to, and approval of the cost data by, the item
managers prior to condemnation of items by
the bases and (b) establishment of a review
board at each base to maintain surveillance
over condemnations based on cost criteria

We were of the opinion that the special-
1zed repair activities at the depots were the
only organmizations qualified to estimate the
costs to repair items for which they were re-
sponsible and, for that reason, the action
taken by the Air Force would serve only to
reduce but would not prevent improper con-
demnation of repairable items We therefore
recommended that Air Force reconsider our
proposal In response, the Air Force revised
1ts instructions to prohibit condemnation at
field level of all items which are designated as
bemg repairable and which have a unit cost of
$300 or more (B-146874, October 23, 1968)

222 MANAGEMENT OF MAG-
NETIC COMPUTER TAPE-At June 30,
1967, the Federal Government was operating
about 3,700 computers at various locations
throughout the world and had accumulated
over 10 mullion reels of magnetic tape, valued
at about $200 mullion, to serve these com-
puters The magnetic tape mventory of the
Department of Defense—about 6 million reels
valued at about $125 million—is about 60 per-
cent of the Government-wide total

Our review of the practices of the De-
partment of Defense n the procurement, use,
and disposition of 1ts magnetic computer tape
showed a need for centralized management of
these operations Although the Department
has generally established centralized controls
over 1ts automatic data processing operations,
1t has, 1 our opmion, given inadequate atten-
tion to similar controls over 1ts magnetic tape



At the time of our review, the Air Force was
the only service that had centralized its man-
agement of magnetic tape Our report on the
review was 1ssued to the Congress in Sep-
tember 1968

We found that, in the absence of central-
1zed management, local military commands

had

—Computed tape requirements without
adequate knowledge of the quantity or
condition of the tape on hand

—Procured tape without adequate regard
to quantity discounts and other advan-
tages of centralized procurement

—Accumulated large quantities of used
tape without testing 1t or attempting to
rehabilitate 1t for further use

We found also that, in some cases, no
specific instructions had been established for
determuning when tape was unserviceable, for
disposing of unserviceable tape, or for 1eport-
mg and screening serviceable excess tape for
possible use by others

The Department of Defense was 1n gen-
eral agreement with our proposals for correc-
tive action The Department advised us that

—Action had been taken to screen tape
for reuse

—Consideration would be given to con-
solidating tape procurements through-
out the Department

—Studies would be made on the need for
a uniform method of computing re-
quirements for tape and the need for
guidance in the control and use of tape

(B-164392, September 18, 1968)

223 MANAGEMENT OF NONEX-

PENDABLE PERSONAL PROPERTY
OVERSEAS-In March 1969, we reported to

the Congress that there was a need for the
Department of State to improve its manage-
ment and control over nonexpendable per-
sonal property located at foreign posts The
specific areas in which we noted that improve-
ments were needed were

—Financial controls

—Physical inventory taking
—Property recordkeeping
—Physical security arrangement

—ldentification and disposition of excess
property

— Procurement

In addition, we noted a need for greater
internal audit surveillance over this activity by
the Department We recommended that

—The Department develop and mple-
ment a satisfactory property accounting
system that would meet the principles
and standards of the Comptroller Gen-
eral for property accounting, as set
forth in 2 GAO 125 (¢}, including the
basis for control over property

—The Department bring our report to the
attentton of the appropriate foreign
post officials and instruct them to re-
view their controls and procedures ap-
phcable to property management and to
report to the Department whether such
controls and procedures comply with
Department regulations

—Appropriate follow-up procedures be
established to determine whether cor-
rective action promised by the foreign
posts was actually implemented

—Detailed and timely site audits be made
of all aspects of property management at
foreign posts

—Ether the funds advanced to foreign
post empoyee assoclations for procure-
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ment of personal property be reim-
bursed or the property purchased pe
identified as Government-owned prop-
erty and included in the foreign posts’
property Inventory

Department of State officials agreed, in
general, with our findings and recommenda-
tions, and corrective actions have been taken
or are planned

By amrgram dated March 25, 1969, the
Department informed all diplomatic and
consular posts of our findings and recom-
mendations and nstructed all posts to review
existing controls and procedures for non-
expendable personal property and to take
necessary action to ensure that prescribed
Department regulations are followed The air-
gram also stated that Department internal
auditors and Foreign Service Inspectors would
give special attention to control and manage-
ment of nonexpendable personal property
(B-165867, March 12, 1969)

224 MANAGEMENT CONTROLS
OVER SALVAGEABLE MAGNETIC
TAPE—-Pursuant to our continuing audit of
the operations of the Umted States Informa-
tion Agency (USIA), we 1eviewed selected
operations of the International Broadcasting
Service (IBS) at its offices 1n Washington,
D C Our review was directed primanly to-
ward ascertaming whether the IBS was ade-
quately managing i1ts magnetic tape inventory
and disposal records

Our report to the Director, USIA,
October 1968, showed that generally the
Technical Services Division of IBS was per-
forming an effective tape salvage operation
We noted, however, that using activities dis-
carded used tape by placing it in trash bins
rather than in designated salvage bins, which
reduced the effectiveness of the salvage opera-
tions Conversely, we found that clearly non-
reclaimable tape 1tems had been shipped from
the relay station i Greece to the Umnited
States at an expense that could have been
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avoided 1f proper screening had taken place
In addition, this shipment crowded storage
areas and further reduced the effectiveness of
the salvage operation

We believe that these questionable prac-
tices occurred, in part at least, from alack of
formal policies and instructions concermng
the screenmg and salvage of tape and related
items When we brought these matters to the
attention of IBS officials, they agreed to
examine mto the preparation of informative
salvage mstruction that would stress economy
through more effective screenming and salvage
of tape and tape-related 1tems

In addition to the matters discussed
above, our review mdicated a need for the
development of formal cnitena to be used by
technicians performing tape reclamation and
for improvement in housekeeping and firesafe
conditions m the salvage technicians’ work-
room and 1n the IBS storage area

When we brought these matters to the
attention of IBS officials, they took cor-
rective action by having fire hazards removed,
by having the storage area reorgamized, and by
commencing research into proper tape salvage
criteria

Subsequent to the issuance of our re-
port, the Deputy Director of USIA informed
us that the used tape which had been placed
in trash bins had been madvertantly placed
there 1mn the course of moving the Technical
Services Division from one floor to another
Since further inspections of the trash bins did
not reveal any other mncident of this kind, he
concluded that this had been an 1solated
mcident In regard to the shipment of non-
reclaimable tape from Greece to the United
States, he concluded that this had been a case
of bad judgment and he stated that steps had
been taken to ensure that such an incident
would not be repeated (Report to Director,
USIA, October 25, 1968)



225 MANAGEMENT OF EQUIP-
MENT— In a June 1969 report to the Secre-
tary, Department of Health, Education, and
Welfare (HEW), we presented the results of
our review of an Indian agency’s administra-
tion of certan aspects of educational projects
which had been funded under title I of the
FElementary and Secondary Education Act of
1965

We found that certain equipment pur-
chased with title T funds either had been used
for non-title I purposes or had not been used
at all We expressed the opmion that such
equipment was 1 excess of the needs of
approved title I activities at the agency

We found also that, although cogmizant
officials of the Indian agency were aware that
equipment purchased with title I funds was
bemng used for non-title I purposes, they did
not consider this to be contrary to the title I
program requirements We stated that, in view
of the situations found during our limited
review and the apparent misunderstanding on
the part of the Indian agency officials con-
cerning the requirements of the title I pro-
gram, we believed that there was need for
action by the Office of Education to effect
adherence to program requirements with
respect to title I equipment purchases at the
agency

We recommended that the Commissioner
of Education take action to assure himself
that appropriate officials of the Bureau of
Indian Affars and the Indian agency are
aware of and are complying with the require-
ment that title I funds be used only for
approved title I activities We recommended
also that the Commussioner request the HEW
Audit Agency to schedule, at an early date, a
review of title I activities at the Indian
agency, particularly with respect to the pro-
priety of equipment purchases and uses

The Commussioner subsequently advised
us that prompt action would be taken to over-
come the weaknesses m administration
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revealed i our report and that the HEW
Audit Agency had been notified of our
recommendation relating to review of title I
activities at the Indian agency (B-164980,
June 5, 1969)

226 IMPROVEMENTS ACHIEVED
IN THE MANAGEMENT OF SUPPLIES-In
July 1968, we submaitted a report to the Con-
gress on our review of improvements achieved
i the management of supplies by the Bureau
of Indian Affairs, Department of the Interior
Our review at the Bureau’s Navajo and
Aberdeen Area Offices showed that proce-
dures for maintaimning proper stock levels of
school supphes had been deficient Navajo
Area schools were generally ordering supphes
without reference to stocks on hand, and nine
schools had purchased supphes valued at
about $125,000 1n excess of needs Each of
these schools had accumulated substantial
quantities of supplies sufficient to meet needs
ranging from 54 years to 38 years In addi-
tion, at six of the nine schools, about 21,000
books were imn storage and the purchase of
about 1,400 books had been approved while
books similar m type and number were on
hand and 1n excess

We concluded that there was a need for
(2) 1mproved mstructions for determining the
type and quantity of supples to be purchased
to meet future requirements, (b) more critical
reviews by area office officials of purchase
order justifications for determining whether
those items planned for procurement are war-
ranted both as to type and quantity, (c)
improved procedures for identifying excess
stocks and for distributing them to other
schools 1n need of such stocks, and (d) vigr-
lant surveillance by central office officials
over the procurement functions delegated to
the field office level, to ensure such functions
are, 1n fact, carried out economucally and effi-
ciently

In response to our findings and pro-
posals, the Bureau took action to improve
supply operations at 1ts field locations Specif-



1cally, the Commissioner of Indian Affairs
1ssued instructions to all Area Directors to (a)
take specific action to reveal excess stocks,
(b) provide for elimination of excess stocks
by redistmbution, and (c) provide for consid-
eration of stocks on hand in comjunction with
new procurement Also, all Division Heads
and Branch Chiefs i the central office were
mformed that the supply operation was a
total Bureau problem requiring all officials to
be alert to any weakness in this area In addi-
tion, the Bureau informed us that an inven-
tory of supphes had been taken at all loca-
tions and that excess supplies had been
redistributed

We believe the corrective actions taken
should significantly improve the system of
control to prevent unnecessary or premature
procurement (B-114868, July 31, 1968)

227 MANAGEMENT CONTROL
AND UTILIZATION OF COPYING
MACHINES-In May 1969, we reported to
the Attorney General, Department of Justice,
on the need to improve management control
and utilization of the Department’s copymg
machmes We believe that, had adequate feasi-
bility studies been made before acqusition,
the production capacities of the copymng
machines would have been more commen-
surate with reproduction requirements

We concluded that annual savings of
about $67,000 could be realized by changes
i the use and location of certamn copymg
machmes and operators

We recommended that, to provide maxi-
mum efficiency and economy 1in the acquisi-
tion and use of copying machines, the Attor-
ney General (a) centralize the management of
copymg machmes, (b) have adequate feas:-
bility studies made prior to the future acquist-
tion of copymg machmes, and (c) have
pertodic reports prepared to provide manage-
ment with the data necessary to evaluate
copying machine costs and usage (Report to
the Attorney General, Department of Justice,
May 26, 1969)
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228 PHYSICAL AND ACCOUNT-
ING CONTROLS OVER EQUIPMENT-In
our March 1969 report to the Joint Com-
mittee on Atommc Energy on our review of
the Atomic Energy Commission’s (AEC) poli-
cies, procedures, and practices relating to the
management of equipment, we pointed out
that AEC’s policies with respect to Head-
quarters and field office surveillance and with
respect to funding and capitalization provided
for sound management of equipment We
noted certain deficiencies in practices at some
facilities, however, which indicated a need for
AEC Headquarters, field office, and con-
traclor property management personnel to
expand and improve their equipment surveil-
lance activities

We reported that AEC operating con-
tractors under the jurisdiction of two AEC
operations offices had acquired some 1tems of
equipment which were not classified in the
accounting records and reports as capatal
equipment, although the items appeared to
meet AEC’s criteria for capitalization The
noncapitalization of these items resulted, in
our opinion, from the contractors’ failure to
properly implement AEC’s procedures for the
classification of equipment and to follow
theit own established procedures We also
noted that, although AEC 1n 1964 had recog-
nized a problem in the Argonne National Lab-
oratory’s distinguishing between capital and
expense charges in connection with the zero
gradient synchrotron accelerator and had
made efforts to correct 1t, the problem had
not been fully resolved at the time of our
Teview

AEC’s capitalization policy at the
Nevada Test Site provided that property
located 1n certain forward areas be expensed
because 1t may be subjected to damage during
nuclear test operations We noted that AEC
planned to construct a cafeteria in a forward
area at an estimated cost of about $485,000,
the cost to be funded from an operating
expense appropriation Discussions with AEC
personnel 1ndicated that the possibility of



damage to this building from test operations
would be fairly remote Also, because of the
test ban treaty, atmospheric testing had not
been conducted since 1962 Because of these
factors, we suggested that AEC reevaluate 1ts
capitalization policy regarding property
located 1n forward areas

We found that AEC’s onsite reviews of
equipment management activities of its field
offices and its operating contractors generally
appeared to be comprehensive 1in nature At
certain contractor locations, however, the
onsite reviews, 1n our opinion, weie too
limited 1n number and/or in scope to permit
adequate evaluations of the equipment man-
agement activities

At one facihity we found that there was a
need for improvement in the physical inven-
tory procedures and practices, especially in
regard to the timelmess of follow-ups to
locate nussing items Also, we suggested that
AEC’s inventory-taking procedures recognize
that there may be situations where 1t would
be advantageous for the operating con-
tractors’ mnventory teams to identify obviously
unused or unusable 1tems Notations concern-
mg such items would provide a basis for
necessary follow-up review

We discussed our findings on funding
and capitalization, physical mventory prac-
tices, and onsite reviews with AEC, and
actions have either been taken or agreed to,
which, 1f properly implemented, should cor-
rect or improve the conditions noted
(B-160731, March 14, 1969)

229 ACCOUNTING FOR AND CON-
TROL OVER NONEXPENDABLE PER-
SONAL PROPERTY-Our review of the
policies, procedures, and practices relating to
the management of nonexpendable personal
property acquired by the Washington head-
quarters of the Federal Highway Admmistra-
tion, Department of Transportation, showed a
number of weaknesses 1n the accounting for,
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and control and utilization of, nonexpendable
personal property

We noted, and reported to the Federal
Highway Administrator in April 1969, a need
for approprniate corrective action to ensure (a)
complete, accurate, and reliable property
records, (b) uniform accounting for property
and a monthly reconciliation of property
records with the general ledger, and (c) ade-
quate control by property custodians to pro-
vide maximum utilization and physical safe-
guards agamnst unnecessary waste and loss
resulting from theft, deterioration, lack of
adequate mamntenance, and other forms of
dwversion We were informally advised that
appropriate corrective action was being taken
to correct the problems noted (B-164497(3),
April 30, 1969)

230 STRENGTHENING SUPPLY
MANAGEMENT FUNCTION-Our review
confirmed prior expressions by Federal Avia-
tion Administrartion’s (FAA’s) study groups
as to the need for management action to
strengthen admnistration of the supply man-
agement function m the European Region
Our review of a random selection of reparable
and high-cost expendable items showed that,
on the basis of FAA’s criteria for establishing
stock levels, about 68 percent of the reparable
items and 85 percent of high-cost expendable
items reviewed exceeded authonzed stock
levels We noted also that, because recelpts
and 1ssues of FAA-owned inventory 1n cust-
ody of the foreign mamtenance contractor
were not being posted on a timely basis to the
ventory stock cards, the records did not re-
flect the current inventory at the contractor’s
plant An examnation of invoices for the
overhaul of three engines during fiscal year
1965 showed that FAA had paid the contrac-
tor about §15,000 for various quantities of
parts priced on the US Auir Force 1n Europe’s
stock list at about $6,700

FAA officials in Brussels agreed that the
control over spare-parts imventories was in
need of improvement and stated that steps



would be taken to correct the sifuation In
September 1967, the Assistant Administrator
of the European Region informed us that ad-
ditional manpower had been authorized and
that a review of the mventory at the maimnte-
nance contractor’s plant had been made that
resulted in the reduction of the number of
line 1items by about 50 percent

In March 1968, the FAA Administrator
stated that additional supply specialist posi-
tions had been authonized and that the head-
quarters logistics function had mmtiated action
to aid the region i i1mplementing existing
supply systems and procedures
(B-164497(1), September 18, 1968)

231 MANAGEMENT OF STOCKS
WITH LIMITED SHELF LIFE-In a report in
December 1968, to the Admumistrator of Gen-
eral Services, we pointed out that the General
Services Admunistration’s (GSA’s) manage-
ment mformation system did not show the
quantity and value of disposals of deterio-
rated hmuted-shelf-life stocks Although the
regional offices mamntained memorandum
records of individual stock disposals, no effort
had been made to accumulate this data and to
apprise management of losses being mcurred
We concluded that GSA was not fully aware
of the extent of the problem and, therefore,

was not in a position to direct attention to 1ts
solution

Therefore, we proposed to GSA that
data on disposals of hmited-shelf-life stock be
accumulated and reported as part of the
management information system so that prob-
lem areas may be tdentified and necessary cor-
rective action taken

In May 1968, GSA advised us that, in
response to our suggestions, action had been
taken to improve the management of limited-
shelf-life stocks (B-161319, December 23,
1968)

232 CONTROL OVER EQUIP-
MENT—Our reveiw showed that the financial
and detailed property records at the National
Aeronautics and Space Adminstration’s
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(NASA’s) Goddard Space Fhght Center
(GSFC) were incomplete and, in some cases,
mnaccurate because GSFC was not complying
with agencywide property accounting proce-
dures for controlling equipment and that
equipment was not always recorded in the
financial and detailed property records when
received GSFC had a recorded inventory of
$274 mullion in equipment as of December
31, 1967, which was located at GSFC and at
installations throughout the world

Further, we found that GSFC had not
taken action to locate 1,277 1tems of equip-
ment, valued at about $1 7 million, that were
mussing at GSFC and at 13 other locations as
of March 31, 1967

Although the need for better control of
equipment was previously brought to the
attention of NASA and GSFC officials 1n
1964 by the NASA Audit Division and correc-
tive action was promused by GSFC, the situa-
tion had not been fully corrected at the time
of our review partly because of ineffective
follow-up action on the internal audit find-
ngs

NASA agreed with and mmitiated correc-
tive action on our recommendation that 1t (a)
take a complete physical inventory of equip-
ment, (b) record equpment not previously
tecorded, (¢) determine the whereabouts of
equipment not located during the current and
previous physical inventories, and (d) imple-
ment the necessary controls at GSFC to
1easonably ensure that equipment is properly
accounted for and that the data related
thereto 1s relably reported (B-164674,
August 28, 1968)

233 MANAGEMENT OF MATER!-
ALS—Our review of the procedures and prac-
tices followed by a contiactor with the Na-
tional Aeronautics and Space Administration
(NASA) for controling materals, including
high-cost complex items, acquired for NASA’s
Apollo program showed that complete, cur-



rent, and accurate data essential for effective
management were not readily provided In
certain cases, accountability for materials was
lacking completely

We expressed the opimion that accurate
and fimely information on the status of
material resources was essential if responsible
management officials were to confine nvest-
ment in matenals to the mmimum necessary
for effective, efficient, and economical pro-
gram management Effective materials man-
agement 1s particularly essential for the
Apollo program since the total cost of maten-
als will be 1n the billions of dollars and certam
indwvidual parts and components, such as
those discussed m this report, cost tens of
thousands of dollars

Although several NASA reviews of the
contractor’s property control system dis-
closed a number of deficiencies in procedures
and practices which were reported to the con-
tractor, NASA approved this system as bemng
adequate to properly protect the mnterests of
the Government We expressed the belief that
NASA should not have approved the system
because sufficient action to correct the defici-
encies had not been taken

Lower echelons in NASA had been
aware of many of the problems involved but
had taken no steps to inform NASA top man-
agement We expressed the behef that, where
significant critical issues have developed and
resolution has not occurred within a reason-
able period of time, the matter should be
brought to the attention of top management
1n order to effect required improvements

NASA stated 1ts agreement with our sug-
gestion that 1t 1ssue operating mstructions
requiring property management officials to
alert NASA top management to situations—
such as those described in our report—where
corrective actions had not been accomplished
at the operating level on a timely basis Proce-
dures and practices were bemg revised accord-
mgly Subsequent to our review, the contrac-
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tor made a number of procedural changes n 1ts
property management system to improve
organizational practices over the control of
property To ensure early and continued
mmprovement in the contractor’s program of
materials management, NASA arranged to
have 1ts responsible field office monitor prog-
ress and to report quarterly to NASA Head-
quarters This arrangement, was discontinued,
however, after NASA determmed that the
contractor had made sufficient improvement
m materials management (B-158390, Novem-
ber 8, 1968)

MAINTENANCE, REPAIR,
AND OVERHAUL

234 MAINTENANCE OF REAL
PROPERTY-We examined mto the feasibil-
ity of consolidating the eight separate real
property mamtenance activities operated by
the military services on the island of Oahu,
Hawan, and the 16 i the area of Norfolk,
Virgimia These locations were selected for
examination because the relatively hmited
geographical areas involved contaned large
concentrations of muihtary mstallations and
facilities Our report on the examination was
1ssued to the Congress in August 1968

On the basis of our examination, we con-
cluded that consolidation of the maintenance
activities at the two locations was feasible and
would result 1n economes We estimated that
the consohdations could result in

—Annual savings of about $3 4 million In
operating costs ($2 4 million on Oahu,
$960,000 at Norfolk)

—Annual savings In an indeterminate
amount in replacement costs for equip-
ment

—Release of equipment valued at about
$2 2 million for possible use elsewhere
(81 million on Oahu, $12 million at
Norfolk)

We proposed that the Secretary of De-



fense consider consohidating real property
maintenance organizations on Oahu and 1n
the Norfolk area, each under a single manager
and with supporting subactivities as appropri-
ate We proposed also that the Secretary con-
duct studies at other locations having large
concentrations of mulitary installations, to
ascertan the feasibility of consolidation We
cited New Orleans, Los Angeles, San Fran-
cisco, New York, and Washington, D C, as
examples of such concentrations

In response, the Assistant Secretary of
Defense (Installations and Logistics) advised
us that his office had established an inter-
departmental committee, under the Depart-
ment of the Navy, to develop measures for
effecting maximum consolidations on QOahu,
at Norfolk, and at other locations of highly
concentrated mihitary installations We were
further advised that the committee was estab-
Iishing local interdepartmental committees on
Oahu and at Norfolk

The guidelines provided to the local
committees indicated that the nstallation
commandmg officers mvolved would decide
the extent of consolidation In our report we
recommended that decisions as to the extent
of consohdation of real property maintenance
activities be made on the basis of independent
studies and that such decisions be made bind-
ing on the installations mvolved

On October 4, 1968, the Assistant Secre-
tary of Defense (Installations and Logistics)
advised us that the recommendations of the
local interdepartmental commttees would be
made binding on the installations involved
after review and approval by the military
departments, by the Washington Interdepart-
mental Committee, and by his office
(B-164217, August 5, 1968)

235 MAINTENANCE OF VEHI-
CLES —Our report on an earlier review
(B-133244, November 30, 1962) presented
our findings that the Air Force and the Army
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could substantially reduce their costs of main-
tenance and repair of vehicles if their opera-
tions were conducted as efficiently as those of
the Navy In the report we made a number of
recommendations for impioving vehicle main-
tenance operations

In our follow-up review we found that,
although action had been taken in the inter-
venmg years to improve management, the Air
Force and the Army could reduce costs by
about $8 mullion a year 1if additional controls
were established to ensure that only necessary
maintenance 18 performed Our report on the
follow-up review was 1ssued to the Congress in
December 1968

Maintenance costs of the Air Force and
the Army were higher than the Department of
Defense goal, which the Navy met, principally
because a larger number of maintenance man-
hours were being expended We concluded
that, ;n most instances, this was attributable
to

—Use of military personnel (primarily by
the Awr Force)

—Too frequent performance of preventive
maintenance

~Performance of uneconomical repairs

—Duplication of effort in accumulating
needed data

Although the maintenance program of the
Department of Defense appeared to provide
adequate gwidance, effective controls had not
been established to ensure uniform mterpre-
tation and applhication of the guidance

We recommended that the Secretary of
Defense direct the Air Force and the Army to
take the steps necessary to provide more com-
plete and more rehable maintenance data for
management use and to provide for periodic
internal audits of the reporting procedures and
maintenance practices in their respective vehi-
cle maintenance shops



The Assistant Secretary of Defense
(Installations and Logistics) agreed, in general,
that further economues could be achieved but
did not concur with our estimates of potential
cost reductions He stated that the Joint Com-
mittee for Administrative Use Motor Vehicles
had been requested to review both the main-
tenance practices and the reporting proce-
dures among the military departments to
determine those areas lacking umiformity and
to make appropriate recommendations The
review had been completed, but, as of August
31, 1969, the results had not yet been evalu-
ated (B-133244, December 3, 1968)

236 REPAIR OF ELECTRONIC
COMPONENTS AND ASSEMBLIES-The
Navy Electronic Supply Office (ESO) 1s the
central mventory control pomt for electronic
components and assemblies and 1s responsible
for managing the repair of such items About
11,000 items have been designated by ESO
for mandatory return by the users for depot-
level repair when the necessary work 1s be-
yond the capabiity of lower maintenance
levels

As stated i our report issued to the
Congress 1n Maich 1969, we found that there
was a need for substantial improvement in the
management of the repawr program More
specifically, ESO (a) had not given appropri-
ate consideration to reparr as an alternative to
procurement of new items, (b) did not have
accurate techmcal data available regarding the
reparability of items or the i1dentification of
reparr sources, (¢) had not established ade-
quate coordination with Navy repair facilities,
and (d) had not taken timely action to require
field activities to ship unserviceable items to
the repair facilities As a result, unnecessary
procurements were made, needed 1tems were
not repaired, and some 1items were repaired
although stocks of serviceable items on hand
were sufficient to meet expected needs

During our review, we discussed our sug-
gestions for improvement with ESO officals
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and they took certain actions which we con-
sidered responsive to our suggestions In addr-
tion, we proposed that the Secretary of the
Navy ensure that (a) the efforts of ESO 1n
1dentifymng repawrable items and appropriate
repair sources are effectively coordinated with
the efforts of other Navy activities and (b)
surveillance by the Department of the Navy 1s
placed over the corrective measures necessary
for the prompt implementation of an efficient
and effective repair program

The Navy concurred m these proposals
and advised us of actions taken to implement
them We beheve that the actions taken by
the Navy should result 1n a more efficient and
effective program (B-133313, March 19,
1969)

237 MANAGEMENT OF REPAIR
AND MAINTENANCE OF BUILDINGS AND
UTILITIES— Our review of the policies and
practices of the Bureau of Indian Affairs
(BIA), Department of the Interior, for control-
ling expenditures to repawr, maintam, and
rehabihitate buildings and facilities showed
that large sums had been programmed and
expended to repair, improve, and rehabilitate
old buildings Some of these buildings were
demolished shortly after they had been exten-
sively repamred or rehabilitated, and others
were scheduled for demolition 1n the near
future

We found that this situation had occur-
red because BIA had no procedures for eval-
uating systematically existing facilities to
determine thewr remaining useful life, establish
replacement standards, and deternune dates
beyond which 1t would be uneconomcal to
make further repawrs or improvements In
addition, we noted that the Major Alteration
and Improvement (MA&I) funds and Repair
and Maintenance (R&M) funds had been used
interchangeably to finance the same type of
projects and that, in some 1nstances, the costs
of supporting services had not been charged
to the proper fund Use of R&M and MA&I
funds i this manner does not ensure the con-



trol of funds by the Bureau in the manner
that the Congress mtended when 1t made
separate appropriations for those specific pur-
poses

We recommended that the Bureau revise
1ts system for the management of buildings and
facilities to provide for (a) information on the
condition, economic useful lhife, and planned
uses of all buildings and the historical and
foreseeable repair and improvement costs for
individual buildings, (b) development of a
long-range building replacement program, (c)
repau and mamtenance criterta concerning
the frequency, manner, and extent of repair
and improvement work consistent with the
economuc life of each building, and (d) strong
central organization with the necessary autho-
rity to guide and control this activity

We recommended also that the Bureau
take whatever action 1s necessary to ensure that
R&M and MA&I funds are used only for the
purposes for which appropnated

In a letter dated May 14, 1968, the
Department agreed with our recommenda-
tions and advised us that BIA was developing
a management information reporting and con-
trol system along the lines of the recommen-
dations Also, the Department informed us
that, since such a system was highly complex,
considerable time would be required to effec-
tuate 1t fully On June 18, 1969, we were
advised by BIA officials that some of our
recommendations had been implemented and
that work was continumng on implementing
others (B-114868, September 25, 1968)

UTILIZATION AND DISPOSAL
OF PROPERTY

238 PROCESSING OF REQUISI-
TIONS FOR MATERIALS—In a prior review
of the ability of the military supply systems
to respond to mcreased demands, we observed
that the manner in which supply requisitions
were processed under the Military Standard
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Requisitioming and Issue Procedures (MIL-
STRIP) system precluded realization of the
maximum benefits of the system Therefore
we undertook a limited examination, at se-
lected installations of the Army, Navy, and
Air Force, of the processing of requisitons
under the MILSTRIP system Our report on
the examination was 1ssued to the Congress mn
September 1968

The MILSTRIP system 1s designed to

—Provide uniformity of procedures for all
requistioners and suppliers of stock

—Meet essential requirements of all the
military services

—Provide for interservice supply transac-
tions and Intraservice supply-support
operations

—Accommodate the requisitioning on
stocks of the General Services Admin-
istration

We found that the MILSTRIP system
had improved the processing of requisitions
Maximum benefits of the MILSTRIP system
had not been realized, however, because large
numbers of requisitions contamed erroneous
or mcompatible data and could not be pro-
cessed routmely As a result, many of the
requisitions were returned to the originators
for additional information or revision and
resubmission Resubmission of requisitions 1s
time-consuming, causes significant delays, and
reduces supply-support effectiveness

The primary causes of erroneous or non-
current information on requsitions, 1 our
opinion, were

—Preparation of requisitions by untrained
and mnadequately supervised individuals

—Inadequate review of requisitions before
forwarding them to the next higher sup-
ply level

—Absence of cumrent and compatible
catalog data at various supply levels



We also found that the Defense Supply
Agency (DSA) had not fully carried out its
responsibility for surveillance of the MIL-
STRIP system Systematic surveillance by
DSA could have identified the problems so
that appropniate corrective actions could have
been taken

The Department of Defense agreed, mn
general, with our findings and proposals for
corrective measures The Department stated
that DSA had recently orgamized a separate
surveillance group to perform frequent onsite
reviews of operations, assess adequacy of train-
mg, and make recommendations for systems
and traming improvements The Department
stated further that its directive on the MIL-
STRIP system had been revised to define re-
sponsibilities more exphicitly, that a study was
bemng made of the requirement for, and the
frequency of, catalog changes, and that, pend-
ing completion of the study, a moratorium
had been declared on umt-of-issue changes
(B-164500, September 17, 1968)

239 DONATION AND USE OF
GOVERNMENT-OWNED SURPLUS
MERCURY—-The General Services Admini-
stration (GSA) made surplus mercury avail-
able to the Department of Health, Education,
and Welfare (HEW) for donation for educa-
tional and pubhc health purposes Because
most of the mercury used in the United States
1s imported and because 1ts purchase tends to
adversely affect the U S balance-of- payments
position, the mercury was made available with
the special requirement that State agencies
limit donations to a 12-month supply which
donees otherwise would have purchased on
the commercial market Also, mercury was
not to be acquired for use 1n the furtherance
of mstitutional programs being financed by
Government contracts or grants

We found that many donees had receved
mercury 1n significantly larger quantities than
we believed should have been provided under
the special conditions applicable to the
mercury donations or could have been justi-
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fied by apparent need Large quantities of the
mercury were stored and remained unused for
an extended period of time It appeared to us
that some of the mercury had been used for
uneconomical purposes or, contrary to the
special donation conditions, for donee pro-
grams financed under Government contracts
or grants Because of the way i which the
mercury donation program was carried out,
one of the major program objectives intended
to be accomplished by the special conditions
mposed by GSA--the achievement of max-
mmum favorable effect on the U S balance-of-
payments position-was not accomplished

In a report to the Congress in March
1969, we expressed the belief that the adverse
conditions surrounding the mercury donation
program were caused, in part, by (a) misunder-
standings of the special conditions applicable
to the program, (b) madequate warehousing
procedures by State agencies and madequate
controls over mercury inventories by donees,
(c) allocations and donations based on unreal-
istic or imadequate determinations of need,
and (d) mmadequate and untimely surveillance
over implementation of the program by HEW
and State agencies

HEW agreed, m general, with our
recommendations for strengtheming the
administration of the surplus property pro-
gram but did not agree with our proposal that
State agencies be provided with more explicit
guidehnes for use 1n evaluating the reasonable-
ness of mstitutions’ requests for surplus pro-
perty Instead, HEW preferred to continue to
stress to State agencies the need for exercising
good judgment and reasonable surveillance to
prevent stockpiling (B-164031, March 21,
1969)

240 UTILIZATION OF EQUIP-
MENT-During our review of the Atomic
Energy Commussion’s (AEC’s) policies, pro-
cedures, and practices relating to the manage-
ment of equipment, which was performed at
the request of the Joint Committee on



Atomic Energy (JCAE), we found that AEC
generally provided for a system of managing
the equipment 1 an effective and efficient
manner We noted some areas, however,
where, we believed, improvements could be
made at one or more of the contractor-
operated facilities under the jurisdiction of
the seven AEC operations offices reviewed

We found that at certain of AEC’s facili-
ties more effective use of some stored and
infrequently used equipment could be
obtamned by (a) closer survelllance of equip-
ment 1n storage and rejustification of its
retention, (b) greater use of equipment pools,
and (¢) more frequent management walk-
through inspections and onsite reviews
Although the cost of equipment 1n storage
was substantial, 1t represented a small percent-
age of AEC’s total investment in equipment
For example, the records at two operations
offices showed that the investment 1n capital
equipment, at acquisition cost, amounted to
about $25 billion, of which about $41
million, or about 16 percent, represented
equipment 1n storage exclusive of equipment
in standby Also, in many cases, the equip-
ment was umque to AEC’s operations or
would require long lead times to acquire and
therefore was retained as backup equipment
to ensure contmuity of operations

We found that at some facilities, how-
ever, equipment had been in storage for a
number of years without being properly clas-
sified and without adequate reviews for justr-
fication for retention In some instances the
custodian of the equipment had no further
need for 1t Because this equipment was gen-
erally held by or for specific individuals or
groups, only limited use was made of report-
1ng procedures to advise prospective users that
the equipment was available for potential use

We found that AEC’s operating con-
tractors were not taking full advantage of the
benefits to be obtamned from pooling equip-
ment Although we found that some con-
tractors were operating effective pools, we
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noted instances where, we believed, AEC
could obtamn still greater utilization of its
equipment through more extensive use of
equipment pools and by consohdating
machine shops at certain facilities

In a report submutted to JCAE 1n March
1969, we pointed out the need for AEC to
take action at some facilities to obtain better
utilization of certain equipment that was m
storage and/or infrequently used and to avoid
the accumulation of large quantities of such
equipment AEC was receptive to our
suggestions and took, or agreed to take,
actions which, 1f properly implemented,
should result in improved equpment utiliza-
tion (B-160731, March 14, 1969)

241 USE OF MOTOR VEHICLES
AND ESTIMATING VEHICLE NEEDS-We
1eported to the Congress in September 1968
that the Corps of Engieers, (Civil Functions),
Department of the Army, did not consider
daily use along with annual mileage in deter-
mining the number of vehicles needed by each
Corps’ district We estimated that the equiva-
lent of 97 vehicles, or shghtly more than 10
percent of the general-purpose vehicles re-
viewed, were not used on at least 80 percent
of the workdays of the 3- to 6-month test
periods used for our review We estimated that
the net replacement value—excess of average
acqusition cost over average resale value—of
the 97 vehicles was about $113,000

We reported also that annual muleage
records for 861 vehicles assigned and available
for use for about a 1-year period at the seven
Corps’ districts reviewed showed that 333
vehicles, or 39 percent, had not met the
Corps’ standard of 10,000 miles a year and
that 78 vehicles, or 9 percent, had been driven
less than 5,000 miles during the year

We expressed the opmnion that the Corps’
utthzation criteria, which was based solely on
muleage, was not consistent with either the
criteria provided by the General Services
Administration (GSA) for the guidance of



Government agencies or the criteria that GSA
employed for its interagency motor pools

We recommended that the Secretary of
the Army direct the Chief of Engineers to
establish critena for evaluating vehicle utihiza-
tion which would provide that daily usage
mformation be considered m conjunction
with annual mileage

We recommended also that the Chief of
Engineers mmitiate a Corps-wide review of vehi-
cle utilization for the purpose of establishing
the number of vehicles needed under normal
conditions, giving full consideration to daily
usage of such vehicles and alternative sources
of transportation for meeting peak require-
ments, and that excess vehicles 1dentified by
the review erther be transferred to locations
needing additional vehicles, with the objective
of reducing future vehicle procurement, or be
declared excess where appropriate

At some Corps’ districts, responsible
officials concurred i our findings and took
action either to sell the excess vehicles or to
pse them to meet increased work require-
ments The Department of the Army, how-
ever, did not indicate that any action would
be taken to implement our recommendations
(B-164534, September 19, 1968)

242 DISPOSITIONS OF SURPLUS
HOUSING—In a follow-up to a previous re-
view made m 1962, we examined into the
actions taken by the Federal Housing Admin-
istration (FHA), Department of Housing and
Urban Development (HUD), for the prompt
and economical disposal of surplus housing
buillt under the national defense housing in-
surance program to serve the needs of workers
or military personnel engaged in defense
activities

As a result of our previous review, we
had recommended that FHA dispose of those
properties identified as having only potential
salvage value, reappraise the potential market
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for the remaining properties, and develop an
effective plan for the prompt and economacal
disposal of the remaining properties

Our follow-up review of the disposition
of defense housing acquired by FHA 1n the
Savannah River area of South Carolina and
Georgia, which was an area covered by our
previous review, and in the Lone Star, Texas,
areca showed that there continued to be made-
quate emphasis on the timely disposal of de-
fense housing which appeared to be surplus to
housing needs 1n these areas

We found that FHA had incurred sub-
stantial costs, m addition to 1ts mitial costs of
acquisition, to retain, for extended perods,
houses that appeared to have little potential
for sale as residential properties because of
the oversupply of housing in the areas We
found further that the proceeds received by
FHA from the sale of these houses-which
had been retained for 9 years or longer—had
not been sufficient for FHA to recover its in-
vestment i the houses and that, mm most
cases, the costs of retention alone had ex-
ceeded the sales proceeds In our opmion,
more timely action by FHA to dispose of
houses that appeared to be surplus would
have reduced the losses mcurred by FHA 1n
its investment in these houses

In November 1967, after the results of
our review were brought to the attention of
the Secretary of HUD, nstructions were
issued by FHA to all insuring offices empha-
sizing the need to give special attention to
disposing of those acquired properties which
had been on hand for an extended period of
time In addition, we were later informed that
FHA was also placing more emphasis in areas
where there appeared to be a mited market
for FHA-owned houses, on the sale of the
houses for demolition or removal (B-114860,
August 16, 1968)

243 UTILIZATION OF AIR-
CRAFT-We found that, on the basis of the



prescribed cniteria used to justify assigning a
Beechcraft Queen Air aircraft owned by the
Federal Aviation Administration (FAA) to the
European regional office and the costs of
available commercial transportation, the re-
tention of the aircraft could not be economuc-
ally justified

We pomted out that, during an 8-month
availability perniod, the aircraft had been
flown about 200 hours, or about 43 percent
of the anticipated usage projected on an an-
nual basis Also, we could find no evidence of
its use as a demonstration awrcraft, which had
been cited as one of the principal purposes for
assigning 1t to the European Region

On the basis of our analysis, we esti-
mated that, during September and October
1965, the use of commercial air transporta-
tion for administrative and parts-dehivery trips
would have cost about $3,831 less than costs
imncurred by the use of the Queen Air Also,
because only one of the two employees who
made the flights was needed to handle FAA’s
business, 7 man-days were lost and 8 addi-
tional days’ per diem costs were incurred We
therefore proposed that the Queen Air ar-
craft be reassigned if it could not be effec-
tively utihized at the European regional office
The Assistant Administrator to the European
Region stated that the Queen Air aircraft
would be reassigned to the Frankfurt flight
mspection fleet and would be equipped with a
portable flight inspection system for use as a
backup for the T-29 aircraft now used for
flight inspections

In March 1968, the FAA Administrator
stated that the Beechcraft Queen Air aircraft
had been reassigned to Frankfurt for use in
flight 1inspection, proficiency flying, and
demonstrations (B-164497(1), September 18,
1968)

244 USE OF THE COMPETITIVE-
BID BASIS OF SELLING SILVER TO
SMALL BUSINESS CONCERNS—In a draft
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report, we proposed that the method of sel-
ling silver by the Department of the Treasury
to small business concerns be changed from a
noncompetitive-bid to a competitive-bid basis
so that the Government rmght recetve the full
benefits of price competition

The Treasury advised us that 1t was n
accord with our general conclusion that the
best assurance to the Government that the
silver would be disposed of at a fair price was
to obtain competitive bids and that this meth-
od for sales of silver to small business con-
cerns was adopted May 27, 1969

We estimated that future sales to small
business concerns could result in additional
revenue to the Government of about
$445,000 for the estimated remaming quan-
tity of silver available for sale (B-163084,
August 4, 1969)

245 MANAGEMENT OF LABORA-
TORY EQUIPMENT-In a report submifted
to the Congress in July 1968, we expressed
the belief that there was a need for improve-
ment 1n the management of laboratory equip-
ment by the National Bureau of Standards
(NBS) and the Environmental Science
Services Admmnistration (ESSA), Department
of Commerce, at the Boulder Laboratories

Our review showed that NBS and ESSA
had not established, for the Boulder Labora-
tories, a systematic program and adequate
procedures to identify and dispose of un-
needed equipment Also, we found that the
Boulder Laboratories, to a large extent, had
not taken advantage of the benefits to be
deiived through the use of equuipment pools
Our review showed also that established pro-
cedures for the control and admunistration of
rent-free loans of equipment by the Boulder
Laboratories were not being followed by the
property management office

We recommended (a) that a systematic
program be established for periodic and con-
trolled inspections of laboratory facilities to



wdentify, reassign, or dispose of unneeded
equipment, (b) that provision for more exten-
sive use of equipment pools be established,
where appropriate, and (c) that all outstanding
loans of equipment be reviewed to identify
equipment which was not directly benefiting
the Laboratories and was unneeded, unneeded
equipment be declared excess, and procedures
for the systematic periodic follow-up of loans
of equipment be instituted

NBS and ESSA expressed general agree-
ment with our findings and recommendations
and took corrective action m line with our
recommendations In this respect, NBS and
ESSA had 1dentified unused or excess equip-
ment having an acquisition cost of
$1,184,418, had made more extensive use of
equipment pools, and had reviewed all out-
standing equipment loans (B-164190, July 9,
1968)

246 CIRCULARIZATION OF EX-
CESS PROPERTY LISTS TO FEDERAL
AGENCIES-The General Services Adminis-
tration (GSA) 1s responsible for promoting
the maximum use of property that 1s declared
excess by Federal agencies by transferring
that property to other Federal agencies where
needed Fedetal agencies are required to
report promptly to GSA regional offices
excess property generally used by other
Government agencies The regional offices
then undertake extensive efforts to determine
whether other agencies need the property

In March 1969 we reported to the Con-
gress that the Federal Awviation Admunistra-
tion (FAA) was permitted to report 1ts excess
property to GSA’s Area Utilization Officer
who 1s responsible for undertaking only
limted efforts to determine whether other
agencies need the property Our review
showed that, if GSA had followed the
required procedures, 1t could have transferred
some of the FAA property to the Department
of Defense (DOD) and thereby reduced the
number of DOD’s commercial purchases We
found that DOD had requirements for about

168

$200,000 worth of FAA excess property
After we brought this matter to GSA’s atten-
tion, property costing about $68,000, which
was still available, was transferred to DOD
activities

We suggested that GSA take action to
ensure that (a) Federal agencies are reporting
their excess property to GSA regional offices
in accordance with Federal Property Manage-
ment Regulations and (b) GSA adequately cu-
culanze excess property lists to Federal agen-
cies for their ieview GSA agreed with the sug-
gestions and stated that the agency had taken
action to bring about the desired mmprove-

ments in GSA’s utiization program practices
(B-146929, March 21, 1969)

247 MANAGEMENT OF GOVERN-
MENT PARKING FACILITIES—In a report
to the Congress 1 June 1969, we expressed
the belief that the General Services Adminis-
tration (GSA) could mncrease the utilization
of Government parking facilities and reduce
the need to rent commercial parking space
Our review showed that (a) GSA could mn-
crease the utilization of Government parking
facilities, where there are many parking
spaces, by authonizing more cars to park in
the facilities than there were parking spaces,
(b) GSA’s critera for the assignment of park-
ng spaces at Government facilities were not
being followed, with the result that Govern-
ment cars were using commercial spaces while
low-priority employees’ cars were occupying
Government-owned spaces, (¢) GSA’s building
managers generally sought to meet the park-
mg needs of tenant agencies by utihzing the
parkmg facilities which they managed and
usually did not consider the availability of
parking spaces at nearby Federal buildings,
and (d) GSA did not consider whether econ-
omies would result from centrahzed procure-
ment of parking spaces where several agencies,
located near each other, were independently
renting commercial spaces for parking their
cars



In response to our proposals, GSA took agement of Government parking facilities, and

corrective action and revised the Federal Prop- mstructed its regional offices to report on
erty Management Regulations m accordance therr plans for improving the utihzation of all
with our suggestions for improving the man- parking facilities managed by GSA

(B-155817, June 16, 1969)
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TRANSPORTATION ACTIVITIES

TRAFFIC MANAGEMENT

248 USE OF MILITARY AIR-
CRAFT TO TRANSPORT BAGGAGE
BETWEEN THE UNITED STATES AND
EUROPE-In January 1962 we reported to
the Congress on the then-inadequate use of
space on mihtary aircraft for transporting
unaccompanied baggage of mihitary personnel
In response to our review, the Department
of Defense (DOD) indicated that steps had
been or would be taken to ship as much bag-
gage as possible on military awrcraft

Our follow-up review showed, however,
that durng calendar year 1966 commercial
carriers were still bemng used extensively to
move baggage between the Umted States and
Europe even though there was a substantial
amount of unused space on military aircraft
We estimated that savings in excess of $1
million annually could be achieved 1f the
space on mulitary awrcraft were used to the
extent practicable for moving baggage

In response to our recommendations,
DOD officials agreed that the military aircraft
were not fully utihzed They indicated that
baggage or other priomty muilitary maternal
would be used m the future to achieve better
utihzation of muhtary amcraft (B-133025,
September 26, 1968)

249 USE OF MILITARY AIR-
CRAFT TO TRANSPORT BAGGAGE
BETWEEN THE UNITED STATES AND
POINTS IN THE PACIFIC AND SOUTH-
EAST ASIA-In response to our January
1962 report to the Congress, the Department
of Defense (DOD) stated that action had been
or would be taken to ship as much mihitary
baggage as possible on military arrcraft

Information developed m our follow-up
survey, however, showed that commercial
carriers were still bemg used extensively to
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transport baggage between the Umted States
and pomts m the Pacific and Southeast Asia
even though there was sufficient unused space
on mlitary aircraft to accommodate most of
the baggage We estimated that more effective
use of this space would result i savings of
about $6 million annually

To improve aircraft utihzation, DOD
made the unused space from Vietnam avail-
able to commercial forwarders for returning
baggage to the Umited States The forwarders
reduced their rates to compensate for use of
the military airhft Our analysis of the rates,
however, showed that they were high n rela-
tion to the services provided, and we con-
cluded that sigmificantly greater savings could
be achieved if the Department of Defense
managed 1ts own baggage shipments and used
mihtary aircraft directly

DOD officials agreed that greater utiliza-
tion of military aircraft was possible and that
the forwarders’ rates on baggage transported
on military aircraft may have been high They
mdicated that measures would be taken to
improve awcraft utiization and that they
would continue to negotiate for further
reductions 1 the forwarders’ rates They did
not agree that DOD should manage its own
shipments from Vietnam

In view of the difficulties experienced by
DOD 1n attaining maximum use of military
arrcraft, we mtend to evaluate the results of
the corrective measures planned by DOD
(B-133025, May 6, 1969)

250 TRANSPORTATION AND
TRAFFIC MANAGEMENT ACTIVITIES IN
THE FAR EAST AND SOUTHEAST ASIA-
We surveyed transportation and traffic-
management activities in the Far East and
Southeast Asia to evaluate the responsiveness
of the transportation systems to the supply-



support demands of military forces m South-
east Asia

We found that the systems had been
generally responsive and that the difficulties
which caused delays in recerving cargo during
the earlier stages of the military buildup had,
for the most part, been allewated The prob-
lem of backup of vessels waiting to discharge
their cargoes had been significantly improved

Several areas, however, were noted
which appeared to offer opportumities for
substantial savings These areas include oppor-
tunrties for

—Reductions in port handling costs by
routing traffic through the port at Subic
Bay rather than the port at Manila in the
Philippines

—Reduction of excess airlift between
Japan and Korea

—Reduction of transportation costs by
establishing a printing plant for the
Stars and Stripes newspaper in Vietnam

—Better utilization of existing military
facihities

These areas were called to the attention
of appropnate Department of Defense (DOD)
officials m our survey report, and many of the
areas were subsequently reviewed in detail
Separate reports were 1ssued as deemed appro-
pniate

DOD officials agreed in general with our
overall observations, and measures had been
taken or planned to effect improvements in
several areas Other areas are being studied mn
greater depth by DOD 1n an effort to resolve
additional problems indentified during our
survey (B-165683, April 30, 1969)

251 COMPARISON OF COSTS OF
THE VARIOUS METHODS OF SHIPPING
HOUSEHOLD GOODS— Our review of over-
seas household goods shipments handled by
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commercial forwarders between the United
States and Germany showed that the Depart-
ment of Defense (DOD) could save about $3
mullion annually by managmng 1ts own ship-
ments and procuring the required underlying
transportation services directly The use of
the higher cost forwarder services resulted
primarily from 1naccuracies in the pre-
shipment estimates of the cost of the various
shipping methods which made 1t appear that
the forwarder method of shupping was the
least costly

We reported our findings to the Congress
and recomended that the Secretary, DOD,
make a comprehensive study leading to a
complete revision of the DOD’s methods and
pohcies for management of 1ts overseas house-
hold goods program and the procurement of
services therefor

DOD officials agreed in general that the
method of making cost comparisons was m
need of revision, and they indicated that a
study to develop a more accurate means to
accomphsh the comparison was 11 process
(B-152283, January 5, 1969)

252 SAVINGS BY USING THE
MILITARY PORT OF SUBIC BAY (Philip-
pines)—Our review of military cargo shipped
to the Philippmes showed that savings of
over $500,000 m port handling costs could
be achieved annually by routing all Air Force
cargo through the military port of Subic Bay
rather than through the commercial port of
Mamila We found that the Subic Bay port
was operating at less-than-full capacity and
could accommodate the additional cargo

The use of Subic Bay would result m
additional savings and other benefits by (a)
greater use of contamers for which lower port
handling costs are applicable, (b) better utili-
zation of vessels controlled by the Military
Sea Transportation Service, (c) a reduction 1n
mlitary personnel at the port of Manila, and
(d) improvement in the mternational balance-



of-payments position of the United States

In response to proposals made during
our review, the Department of Defense
(DOD) indicated that mitiation of contamer-
ship services at Subic Bay had resulted in the
shift of a significant part of the Manila work
load to Subic Bay and that a continuation of
this trend was expected

In our opmion, this phased reduction
based on continued expansion of the con-
tamership program at Subic Bay should gradu-
ally reduce the cargo work load through
Manila to a level that will result in substantial
savings We believe, however, that the savings
to be achieved from routing cargo through
Subic Bay warrants a phased reduction in the
use of Manila regardless of whether plans for
continued expansion of the containerization
program matenalize For this reason, we
mtend to momitor DOD’s progress in routing
cargo through Subic Bay (B-166017, June 3,
1969)

2563 USE OF SURFACE TRANS-
PORTATION TO DISTRIBUTE PRINTED
MATTER-We found that air transportation
was used extensively to ship routine printed
forms and publhcations from Japan to Korea,
Okinawa, and Vietnam, although less costly
surface transportation was available and could
have met the delivery requirements

We estimate that the Department of
Defense (DOD) can save over $650,000 a year
by diverting future shipments of routme
printed matter from commercial air to surface
transportation In addition, space—valued in
excess of $750,000—on military amrcraft can
be made available for arrhifting needed rmli-
tary matenal if routine printed matter nor-
mally shipped on these aircraft 1s also diverted
to surface transportation

The airhifting of routine printed matenal
apparently resulted from the Army’s standard
practice of sending routine forms and publica-
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tions through the mail without designating a
particular mode of transportation or without
restricting the use of costly air transportation

Dunng the review, we made several
proposals designed to divert routine printed
matter from awr transportation to surface
transportation In response, DOD agreed with
our finding and took corrective measures As
a result, 97 percent of the printed matter
shipped between the above-named points was
moved by surface transportation (B-165683,
June 30, 1969)

254 CONSOLIDATION OF SMALL
FREIGHT SHIPMENTS—We reviewed the
shipping practices of mulitary and civil agen-
cies and 1identified savings of mllions of
dollars annually that could be achieved 1f the
Government follows the practice of many
private businesses and consohdates its small
freight shipments We found that, by consoli-
dating small freight shipments to obtain the
lower transportation rates applicable on larger
shipments, the Government could save about
$3 milhon a year on shipments from just
three consohidation areas to Seattle and San
Francisco The potential savings and benefits
Government-wide would be sigmficantly
greater

Both the Department of Defense (DOD)
and the General Services Administration have
expressed a willingness to accept and imple-
ment proposals made during our review In a
recent consohdation test responsive to our
work, DOD reported that 1t was able to con-
sohdate 2 5 mlhon pounds of freight from a
single consolidation pomt (Philadelphia) to a
single destination area (Oakland, Cahforma)
dunng a 6-month penod and thereby save
approximately $92,000 This represents a sav-
ngs of about $3 50 a hundredweight

DOD considered the test highly success-
ful, and 1t 15 in the process of establishing
Philadelphia as a permanent contract consol-
dation facility Studies will now be made by



DOD to implement the concept between addi-
tional shippmg pomts (B-117196, June 30,
1969)

255 USE OF TRANSPORTATION
RESOURCES IN EUROPE-We released a
classified report to the Congress on our review
of the orgamizational structure for traffic

management in Europe on December 31,
1968

Our review covered the orgamization and
function of all military transportation and
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traffic management activities in central
Europe and revealed a need for more central
control and coordmation by the Department
of Defense (DOD) 1n the use of transportation
resources

As a result of our report, DOD took
action and was planming other action to im-
prove traffic management and controls over
transportation resources These improvements
should significantly influence the effective-
ness and operational effictiency of DOD’s
transportation within Europe (B-165007,
December 31, 1968)



MISCELLANEOUS MATTERS

USER CHARGES

256 RATES CHARGED FOR
FLIGHT INSPECTION SERVICES-Wg¢
found that reimbursement rates established
by the Federal Aviation Admunistration
(FAA) for flight nspection services furnished
to foreign countries m the Europe, Africa,
Middle East Region were not sufficient to
fully recover FAA’s costs of providing such
services This practice by FAA 1s contrary to
the provisions of title V of the Independent
Office Appropriation Act 1952 (31 USC
483a) and the Bureau of the Budget’s policy
expressed i 1ts Circular No A-25 which re-
quires that the cost computations cover the
direct and indirect costs to the Government
of carrying out the activity

Although FAA adopted a policy of re-
quiring the full recovery of all costs incurred
i providing services to others, our review
showed that charges assessed against foreign
governments for fhight inspection services
were still not sufficient to recover costs Some
of the costs mcurred in the operation of the
flight mnspection groups but excluded from
the cost base were (a) salanes of the group
chief and admunistrative employees, (b) group
overhead costs, and (c) salaries of some
European headquarters flight mspection em-
ployees During fiscal years 1965, 1966, and
1967, 1dentifiable revenue losses, resulting
from the exclusion of these costs from the
cost base, totaled about $375,000 We esti-
mated also, on the basis of reimbursement
rates for fiscal year 1968, that costs would
exceed revenues by about $25,000

Also excluded from FAA’s cost base for
determination of reimbursement rates were
indirect costs, such as depreciation of struc-
tures, equipment, and aircraft, interest on the
Government’s mvestment m those facilities,

174

and an appropriate share of management and
SUpErvisory costs

We recommended that the FAA Admn-
istrator direct that rexmbursement 1ates for
flight inspection services furnished to foreign
countries be mcreased so that full costs there-
of would be recovered as required by law,
Circular No A-25, and FAA’s stated pohicy A
similar recommendation had been included 1n
a report on rates charged for flight inspection
services (B-133127, March 26, 1964) we 1s-
sued to the Congress Subsequent to our 1964
report, FAA had increased the resmbursement
rates for such services, however, the imncreases
were still not sufficient to fully recover the
costs of providing the services

In a letter dated March 25, 1968, the
FAA Admunistrator expressed agreement with
our proposal, stating that the agency had initi-
ated a review to establish resmbursement rates
for flight mspection services furnished to for-
eign countries in accordance with statutes,
Bureau of the Budget circulars, and FAA pol-
1cies

In June 1969 we were advised by FAA
offictals that the review had not yet been
completed and that a decision regarding the
mclusion of indirect costs mto the flight -

spection rates structure had not yet been
reached (B-164497(1), September 18, 1968)

MISCELLANEOUS MATTERS-
GENERAL

257 MOVEMENT OF AMERICAN
FORCES FROM FRANCE (OPERATION
FRELOC)-In response to strong congres-
sional mterest concerning the movement of
Amencan Forces from France (Operation
FRELOC), we undertook a broad survey cov-
ering military supply matters, disposition of
surplus matenal, disposition of real property



and related personal property, and construc-
tion requirments arsing from the movement
of supphes and personnel by the Army and
the Air Force Our report on the survey was
1ssued to the Congress in August 1968

We found that, despite the magnitude of
the move from France and the relatively short
pertod of time available (March 1966 to April
1, 1967), the Army and the Air Force were
able to relocate their personnel, supphes, and
equipment on time and 1 a generally effec-
tive manner As could be expected mn an oper-
ation of this nature, however, many diffi-
culties arose, some of which were directly
related to problems existing prior to the
move

The most significant problems noted by
us were as follows

—Control was lost over large gquantities of
supplies and egutpment, including
weapons, ammunition, and medical sup-
plies Inaccurate inventory records con-
tributed to this situation

—Supplies were shipped to locations with
inadequate storage facilities while avail-
able facilities were not used

—Requirements for construction of add-
tional ammunition storage facilities
were overstated

—Some of the fixtures and personal prop-
erty removed from former French bases
were used ineffectively

—Some usable personal property was not
removed from French bases

Some of these problems were compli-
cated by the fact that the Secretary of De-
fense did not approve new locations until
relatively late dates Officials of the Depart-
ment of Defense stated that the delays were
caused by problems associated with gold flow,
relations with foreign governments, and the
need to formulate acceptable lines of com-
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munications to support American Forces
(B-161507, August 7, 1968)

258 LIABILITY OF THIRD PAR-
TIES FOR COSTS OF MEDICAL CARE OF
INJURED PERSONNEL—-The Federal Medr-
cal Care Recovery Act provides for recovery
from third parties, under certain circum-
stances, of costs imcurred by the mhtary
departments for medical care of mulitary
personnel and their dependents injured by the
third parties Implementing regulations of the
military departments provide that appropnate
legal officers be promptly notified when n-
juries, sustammed i circumstances nvolving
potential hability of third parties, are cared
for at a mulitary medical faciity or at a civil-
1an medical facility and paid for by the mul-
tary department

We found that these regulations had not
been properly implemented The implement-
ing procedures established at the medical
facility level were not uniform among, or
within, the mmlitary departments At some
facilities no procedures had been estabhshed
for reporting information on outpatient visits
by mihtary members and their dependents
and on care furmshed to military members by
civihian medical facilities

In a report issued to the Secretary of
Defense mn December 1968, we recommended
that the operating procedures of the mihtary
departments at the medical facility level be
revised, where necessary, to require that all
pertinent data be promptly furnished to
appropriate legal officers with respect to all
ijunies or other circumstances where third-
party liability may be mvolved and where
medical care 1s furnished to military personnel
or therr dependents On January 31, 1969,
the Department of Defense outhined to us
certain procedural changes mitiated by the
mulitary departments, which are generally n
consonance with our recommendation
(B-133142, December 2, 1968)

259 DISTRIBUTION OF PETRO-
LEUM PRODUCTS IN THAILAND-At the



request of Senator Willam Proxmire, we
made an investigation of the operations of the
Navy Fuel Supply Office in Bangkok, Thai-
land The request was based upon information
furnished to the Senator that theft of petro-
leum, o1, and lubricants in Thailand was
widespread and that this was due to weak-
nesses in the systems for distributing the
petroleum products and for processing the
documents which mitiated payment for the
products and for related services

In our report, 1ssued to the Senator in
January 1969, we expressed the opinion that
the control systems for distribution and the
procedures for processing of Government
documents for payment were deficient and
did not adequately protect the interests of the
Government The principal weakness was that
the Sub-Area Petroleum Office 1n Thailand
and the Inspector of Petroleum in Bangkok
signed documents which acknowledged deliv-
ertes of petroleum products by contractors
without having obtained independent and
documented verification from the receving
bases that the dehvenes had, in fact, been
made to them

Theft of petroleum products was appar-
ently perpetrated primarily by collusion and
forgery Therefore even a more sophisticated
system of contiol may not have detected such
irregularities

We proposed to the Commander, U S
Military Assistance Command, Thailand, that

—~All  procedures currently in effect
in Thailand for controlling receipt of,
and payment for, bulk aviation fuel also
be extended to bulk ground fuel

—A system be established at a reasonably
high level of responsibiity for moni-
toring the full implementation of all
prescribed procedures for both aviation
and ground fuels at all levels of respon-
sibility

The Command furnished us with data show-
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mg that action had been taken m line with
these proposals

We proposed also, and the Department
of Defense agreed with our proposal, that the
distribution and management of petroleum
products m Thailand be mcluded m future
audits of activities m Thailand (B-163928,
January 9, 1969)

260 SECURITY CONTROLS AT
AIR ROUTE TRAFFIC CONTROL CENT-
ERS—Certain of the radarscopes located n
the air route traffic control centers (centers)
and used by the Federal Aviation Administra-
tion (FAA) to control air traffic display infor-
mation which s used also by the Aerospace
Defense Command (ADC), US Aiwr Force,
and other mulitary elements Because of the
jomt-use aspect of these radarscopes, classi-
fied information about the national air de-
fense system 1s obtamable by correlating data
displayed over the radarscopes and other data
pertaining to equipment settings and the an-
craft Radarscope displays of this nature are
classified by ADC as secret, and FAA there-
fore 1s required to maintain appropnate secur-
1ty controls over such displays

In May 1969, we reported to the Secre-
tary of Transportation that although un-
cleared persons were generally demed access
to classified mmformation displayed ove: these
radarscopes at most centers, violations still oc-
curred at some locations We found that
guards without clearance, jamitors, and, 1n
some 1nstances, the general public had been
permitted access to classified mmformation dis-
played on joint-use radarscopes

In our opmion these conditions occurred
because (a) field personnel had not complied
with secunty instructions which permit only
guards with clearance to patrol areas where
classified information 1s stored or displayed
over jomt-use radarscopes, (b) FAA had not
established adequate procedures to ensure
that jamitors would be prevented from gaming
access to classified mnformation while working



in areas where classified imformation was
erther stored or displayed over joint-use radar-
scopes, and (c) FAA’s Office of Complance
and Secunty had not made sufficient reviews
of security practices at the centers for the
purpose of ascertaming whether security 1n-
structions were being comphed with

We proposed that the FAA Administra-
tor direct that action be taken to improve the
security practices at the centers We also sug-
gested that such actions include (a) pertodic
reviews of FAA headquarters security prac-
tices at the centers, including evaluations as to
the adequacy of mspections made by regional
office security personnel, and (b) obtaiming
security clearances for all center personnel, in-
cluding janitors, who have access to restricted
areas We proposed further that, where 1t 18
nol practicable to obtan security clearances,
action be taken to ensure that all such persons
are kept under continuous observation and
that the classified data 1s covered or otherwise
protected from observation

177

The Commander, ADC, agreed with our
proposals that (a) contractor guards and jam-
tors whose duties require unescorted entry in-
to areas contamning classified data should have
“secret” security clearances and (b) contrac-
tor guards be required to patrol restricted
areas at the centers when those areas are not
occupied by security-cleared FAA operating
personnel or otherwise protected by adequate
security measures

The Assistant Secretary for Administra-
tion, Department of Transportation, agreed
with our findings and cited certain specific
corrective actions, consistent with our propo-
sals, that had been taken or were planned to
improve security practices at the centers

We believe that the corrective actions
taken and planned by the Department should,
if properly implemented, strengthen the
security controls and practices at the centers
(B-157073, May 23, 1969)



FINANCIAL SAVINGS ATTRIBUTABLE TO THE
WORK OF THE GENERAL ACCOUNTING OFFICE

The measurable savings atiributable to the work of the General Accounting Office
during fiscal year 1969 are summarized in the following schedule and, except for coilec-

tions, are described more fully in the accompanying histing

There are also savings resulting from our work which are not fully or readily measur-
able 1n financial terms A number of examples of savings of this nature have also been

described

Also described are several examples of where our examination of agency and con-
tractor operations resulted i savings and benefits to others (1e, realized or potential
benefits other than those directly to the Government)

A number of the savings mcluded mn this section have also been discussed 1n more

detail 1 the related sections on findings and recommendations

Collections and Other Measurable Savings
(000 omitted)

DEPARTMENTS

Army

Navy

Aur Force

Defense

Agriculture

Commerce

Health, Education, and Welfare
Housing and Urban Development
Interior

Justice

Labor

Post Office

State (including AlD, Peace Corps, and USIA)
Transportation

Treasury
AGENCIES

Atomic Energy Commission

Cwil Service Commission

General Services Administration

National Aeronautics and Space Administration
National Science Foundation

Office of Economic Opportunity

Railroad Retirement Board

Selective Service System

Veterans Administration

Regulatory agencies

Total for departments and agencies

Transportation audit
General claims work

Total

aincludes $1,606,000 resulting from reviews of Defense international activities

Other
Measurable

Collections Savings Total
$ 933 $ 18,083 $ 19,016
339 36,067 36,396
166 2,454 2,620
365 39,844 40,2092
8 462 470
1 193 194
891 3,418 4,310
15 602 617
8 10,645 10,5663
- 1 1
8 780 788
7 142 149
31 20,013 20,044
188 29,270 29,458
2 105 107
- 213 213
244 496 740
- 950 950
2,284 2,284
- 123 123
164 - 164
1 - 1
- 13 13
3 824 827
- 342 342
3,374 167,215 170,589
14,167 14,167
2,819 - 2,819
$20,360 $167,215 $187,675




DETAILS OF OTHER MEASURABLE SAVINGS

Details of other measurable financial savings including additional revenues attributable to the
work of the General Accounting Office during the fiscal year 1969 totaling $167,215,000 are listed
below Approximately $65 million of the savings or additional revenues are recurring 1n nature and
will contmue m future years The items listed consist largely of realized or potential savings in
Government operations attributable to action taken or planned on findings developed 1n our exami-
nation of agency and contractor operations In most instances, the potential benefits are based on
estimates and for some 1tems the actual amounts to be realized are contingent upon future actions

or events

ACTION TAKEN OR PLANNED

Supply Management

Savings resulting from reducing the
number and size of Coast Guard
buoy tenders commensurate
with expected levels of opera-
tions—Transportation (estimat-
ed annual savings, $2,120,000,
nonrecurring, $26,500,000)

Savings due to a reduction in
stock levels at Navy supply
depots in the Far East as a re-
sult of eliminating duplicate
and nvalid demand data used
in determining stock needs—
Navy (nonrecurring)

Avoidance of procurement as a re-
sult of revised Department of
Defense policy under which
there Is more extensive recap-
ping of arrcraft tires—Army,
Navy, Air Force (estimated an-
nual savings)

Savings due to a reduction In
inventories resulting from a re-
duction in the time allowance
for obtatning stock for use in
Vietnam Time experienced
obtaining stock had been sub-
stantially less than that used In
establishing stockage objectives
and enabled corresponding re-
ductions 1n procurement funds
required and appropriated—
Army {nonrecurring)

Estimated
Savings

Savings due to cancellation of reg-
ussitions  for supplies which
were excess to Marine Corps
needs 1in the Far East—Navy
{nonrecurring)

Savings resulting from reduction
in inventories due to revision
of procedures in ehminating
duplication between Navy In-
ventories and GSA inventories
held for Navy use and from re-
duced investment, manage-
ment, and warehousing costs—
Navy (estimated annual sav-
ings, $473,000, nonrecurring,
$6,500,000)

Savings resutting from funds rehn-
quished from an amount that
was earmarked for the procure-
ment of fertilizer and nsecti-
cides, which had been over pro-
grammed, and was excess to re-
quirements of an aid-receving
country—Agency for Interna-
tional Development (nonrecur-
ring)

Price reductions under existing
contracts or proposed admend-
ments resulting from reviews of
prices negotiated—Army, Navy,
and Air Force (nonrecurring)

Savings resulting from reduction
by the Army in Europe of its
depot-level inventory for sub-

$ 28,620,000

12,705,000

10,000,000

9,600,000
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$ 9,400,000

6,973,000

3,200,000

2,059,000



ACTION TAKEN OR PLANNED

Supply Management--Continued

sistence to support Air Force
requirements—Army {nonrecur-
ring)

Savings resulting from use of less
costly rations by the Army In
Europe and overstocked “C”
rations made available to meet
requirements 1n Southeast
Asia—Army (estimated annual
savings, $1,400,000, nonrecur-
ring, $500,000)

Cancellation of plans to procure
material for the Far East in ex-
cess of needs—Army, Navy,
and Air Force {nonrecurring)

Procurement of packaged petro-
leum products will be avoided
through the use of stock prev-
ously held as prepositioned war
reserves—Defense {nonrecur-
ring)

Savings by reclaiming needed
aeronautical spare parts and
components from excess modi-
fication Kits—Navy and Air
Force {nonrecurring)

New procedures adopted to en-
sure full recovery of messing
and merchandising losses previ-
ously absorbed by the Govern-
ment in connection with con-
tract for logistical support at
Kwajalein Missile Test Site—
Army {nonrecurring)

Savings by reclaiming engine parts
and components from excess
arrcraft engines and using them
to satisfy stock reguirements—
Navy (nonrecurring)

Cancellation of plans to purchase
radio equipment from an ltal-
lan contractor and procuring
the equipment from US
sources at lower prices—
Defense {nonrecurring)

Savings  resulting from the
deobhgation of funds which
were provided for the procure-
ment of petroleum, oil, and

Estimated
Savings

$ 2,027,000

1,900,000

1,755,000

1,100,000

1,043,000

579,000

569,000

522,000
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lubricants  for the police
department of a foregn
country that no longer needed
assistance from the United

States—Agency  for  Inter-
national Development (non-
recurring)

Cancellation of plans to purchase
equipment for armored person-
nel carriers from an {talan
contractor, which will be
acquired from U S sources at
lower prices-Defense (non-
recurring)

Savings by canceling purchase
request for materal identified
as being unnecessary In the
Navy's program for repar of
electronic items—Navy (non-
recurring)

Savings resulting from the n-
creased use by agencies and
contractors of General Services
Administration formally adver-
tised contracts for rental cars
(estimated annual savings)

Savings realized through use of
requirements contracts for
repetitive small purchases and
greater use of the General Serv-
Ices Administration as a supply
source—Defense (estimated
annual savings)

Price reduction resulting from
review of administration of the
price-escalation clause in a con-
tract for ammumition tems—
Army (nonrecurring)

Savings resulting from reduction
In cost of acquiring a computer
for the Grand Junction Office
—Atomic Energy Commission
{(nonrecurring)

Savings through procurement of
more economical containers
for the shipment and short-
term storage of external fuel
tanks for F-4 awcraft—Air
Force {nonrecurring)

Cancellation of plans to procure

$

500,000

416,000

400,000

350,000

252,000

216,000

148,000

147,000



Estimated
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ACTION TAKEN OR PLANNED Savings
Supply Management-Continued Payments to Government Employees
Industrial plant equipment for and Other Individuals
use In contractor’s plant—Air Termination of unauthorized fam-
Force (nonrecurring) $ 101,000 ily separation allowance pay-
Cost reduction effected by requir- ments being made to military
INng engine contractors to pre- personnel—Defense {estimated
pare their engine maintenance annual savings) $ 9,700,000
instructions In reproducible Savings resulting from using civil
rather than final form and thus service employees for work
eliminate the need for aircraft previously performed by con-
contractors to process such tractor-furnished employees—
data—Army (estimated annual National Aeronautics and
savings) 100,000 Space Adminstration (esti-
Microfilm procurement practices mated annual savings) 2,100,000
revised to obtain maximum dis- Reduction of labor costs in the
counts through ordering suffi- contracts of two federally
cient quantities and lengths financed military housing pro-
compatible with needs—Treas Jects because of adjusted wage
ury {estimated annual savings) 92,000 rate determination—Labor (non-
Procurement of industrial plant recurring) 779,000
equipment canceled after dis- Termination of variable reenlist-
closure that similar equipment ment bonus payments to Navy
was In storage—Army {(nonre- and Air Force enlisted person-
curring) 85,000 nel who reenlisted to serve In
Savings by canceling orders with posttions not requiring the use
arrcraft contractor and procur- of their critical skills—Defense
ing aerospace ground equip- (nonrecurring) 764,000
ment at lower cost from equip- Savings In per diem payments
m e nt manufacturers—Defense resulting In rehabilitation of
{(nonrecurring) 75,000 Government quarters and mess-
Cancellation of work requests to ing facilities for prospective
prevent manufacture of un- crew members assigned to ships
needed aeronautical parts— under construction—Navy {esti-
Navy (nonrecurring) 59,000 mated annual savings) 700,000
Savings by obtaining ice cream Savings in night drfferential com-
products and certain other per- pensation resulting from ad-
ishable subsistence 1tems lustments to the working hours
through combined procure- of certain city delivery carriers
ment with other Installations serving residential areas—Post
and through existing contracts Office Department (estimated
—Veterans Administration annual savings) 128,000
(estimated annual savings) 29,000 Correction of the method of com-
Savings resulting from changing puting the pay of school teach-
pricing practice for vendor ers of the Overseas Depend-
repair of Government equip- ents” School—-Army (estimated
ment to provide industrial pric- annual savings) 72,000
ing of all items over Reduction in or elimmation of
$5,000—-Navy (estimated an- preferential allowances pad to
nual savings) 15,000 some individuals employed by



Estimated
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ACTION TAKEN OR PLANNED Savings
Payments to Government Employees Discontinuance of use charge
and Other Individuals—-Continued being made against Federal
Atomic Energy Commussion grants and contracts financing
contractors (nonrecurring) $ 40,000 the operations of a university-
Savings resulting from revision of owned research vessel after the
EroceduresCl telating to the worI:c vessel's acquisttion cost had
ours and compensation o been fully recovered—National
couriers and escorts engaged In Science Foundation (estimated
shipment duties—Atomic En- annual savings) $ 11,000
ergy Commussion (nonrecur-
ring) 25,000
Savings resulting from the use by Interest Costs
Customs employees ofa rough- Reduction In interest costs result-
?U’lt\l/ ;ype umfo;m msj:read of a ing from revised letter-of-credit
ull-aress umirorm-—ireasury procedures for withdrawing
{estimated annual savings) 12,000 Government funds under
health research grants—Health,
Education, and Welfare (est:-
Loans, Contributions, and Grants mated annual savings) 95,000
Reduction in Government share Savings in Interest costs resulting
gf c?stts '”Cu":d under the from procedural lmprovemen;
emolition grant program re- enabling earlier deposit o
sulting from changes in admini postal receipts—Post Office
strative practices and regula- Department (estimated annual 11,000
tions—Housing and Urban savings) '
Development (estimated an-
nual savings, $434,000, nonre-
curring $168 000) 602,000
Increase In interest rates charged Leasing and Renta: (I:ostsd
on storage equipment and faci- Cancellation o eaie cflrcwts In
lity loans—Agriculture {estr- fEurope and tr(asns er orcircuitry
mated annual savings) 400,000 r:mDIe:se to( overnm;nt-owni
Cancellation of the undisbursed ed— een;ZSBes(;cggate annua
portion of a loan because the savmg;ém 000’) , nonrecur: 827 000
borrower failled to construct s Fing, ! i ’
approved facilities—Commerce avnrfngs on mterc:mpany easing
(nonrecurring) 185,000 o automa’ucb atf process:;g
Reduction i the amount of Fed- e;?mplr)nlent fy imiting  the
eral financial participation In ? owability 0 mterclomp:ny
employee fringe benefits and easing COSt:j to normal owhar- 783,000
other program costs Incurred S ship costs—Navy (nonrecumng: ’
by a city school district— avings by including the cost o
Health, Education, and Welfare space rental in the total
(nonrecurring) 124,000 amount required to be repard
Reduction m grant for hosprtal to the US Treasury from
construction resulting from power revenues of the Bonne-
adjustment of cost allocation ville Power Administration—
between Federal and non-Fed- Interior (estimated annual sav-
eral shares—Health, Education, ings) 760,000
and Welfare (nonrecurring) 74,000 Savings resulting from exercising a



ACTION TAKEN OR PLANNED

Leasing and Rental Costs--Continued

purchase agreement entered
into by the Air Force for a
building in Colorado Springs,
Colo —Air Force (nonrecur-
ring)

Savings resulting from purchasing
rather than continuing to lease
printing and reproduction
equipment by Rock lIsland
Arsenal—Army (nonrecurring)

Reduction in laboratory space
rental cost resulting from rene-
gotiation of lease agreement—
Commerce (nonrecurring)

Rental Income

Increased rental rates and utiity
charges for Government-owned
quarters—Health, Education,
and Welfare {estimated annual
savings)

increased rental rates charged pri-
vate telephone companies for
pole attachments—Transporta-
tion (estimated annual savings)

Additional rental income for use
of Government-owned indus-
trial equipment in the posses-
sion of a contractor—Aur Foice
(estimated annual savings)

Construction, Repair, and
Improvement Costs
Cancellation of plans to construct
ammunition storage factlities in
Europe—Army (nonrecurring)
Savings resulting from negotiating
reduction i price proposed for
modification to contract for
construction In the Philip-
pines—Navy (nonrecurring)
Savings through improved specifi-
cations for construction of
transmission towers—Intenor
{estimated annual savings)
Savings through the conversion of

Estimated
Savings

$ 527,000

8,000

8,000

92,000

12,000

6,000

1,900,000

1,000,000

911,000
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boiler plants to enable the use
of more economical fuels—
Veterans Administration (esti-
mated annual savings)

Reduction in Federal participation
In the cost of a frontage road
because of revised design stan-
dards—Transportation  (non-
recurring

Manpower Utilization

Labor efficiency increased in the
repair program for inoperable
and overage aeronautical com-
ponents at Naval Air Rework
Facility, Norfolk, Va—Navy
{nonrecurring) .

Savings resulting from consolida-
tion of the activities of the
Federal Awviation Administra-
tton’s Bewrut and Frankfurt
groups that are responsible for
inspecting and testing naviga-
tional systems—Transportation
{estimated annual savings)

Reduction in the use of military
personnel at nonappropriated-
fund activities at military
bases—Army and A Force
{(estimated annual savings)

Utiization of U S -owned Foreign
Currencies
Savings resulting from the utiliza-
tion of U S-owned excess
Ceyion rupees in lieu of dollars
to finance the People to People
Health Foundation, [nc—
Agency for International
Development (nonrecurring)
Savings resulting from the utiliza-
tion of U S -owned excess for-
eign currencies in lieu of dol
lars to pay salaries and other
benefits to non-American
employees in certain foreign
countries—State (estimated
annual savings)

$ 657,000

423,000

1,230,000

215,000

99,000

243,000

70,000



ACTION TAKEN OR PLANNED

Transportation.

Savings resulting from the elimi-
nation of payments of port
charges for shipments to ad-
recewing countries—Agency for
International Development
(estimated annual savings)

Savings in cost of transporting
baggage between the United
States and points in the Pacrfic
through direct Government
management of shipments,
more effective use of military
trans-Pacific airlift, and reduc-
tions in conmercial transporta-
tion rates—Defense (estimated
annual savings)

Savings from consolidation of
Government small freight ship-
ments to obtain lower trans-
portation rates offered by car-
riers on larger shipments—
Defense and General Services
Administration (estimated an-
nual savings)

Reduction i cost of moving
household goods of military
personnel between the United
States and Europe by more
accurate comparison of ship-
ping mode costs—Defense (esti-
mated annual savings)

Savings in commercial transporta-
tion costs resulting from use of
available space on military an-
craft to transport baggage or
priority military cargo between
the United States and Europe—
Defense (estimated annual sav-
ings, $1,282,000, nonrecurring,
$412,000)

Cancellation ot plans to build a
new cold storage warehouse 1n
Vietnam 1o store perishable sub-
sistence rtems—Defense (non-
recurring)

Savings in cost of transporting
routine printed matter from
Japan to points in the Pacific

$ 16,000,000

Estimated
Savings

by dwerting shipments from
commercial air carriers to less
costly surface transportation—
Defense (estimated annual sav-
Ings)

Reduction in operation costs of
LOGAIR (airhft service under
contract to Air Force} by sub-
strtuting a stop at Whiteman
Air Force Base, Mo, on an as-
needed basis for a daily stop on
a regularly scheduled basis—
Air Force (estimated annual
savings)

Savings in administrative costs re-
sutting from revised procedures
for payment and audit of small
transportation claims—Army
{estimated annual savings)

Savings resulting from the use
of LOGAIR aircraft for ship-
ping parcel post type rtems—
Air Force (estimated annual
savings)

5,938,000

3,000,000 Savings by distributing ammuni-

tion shipments n sufficient
quantities to meet the guaran-
teed minimum weight for each
vehicle—Army {estimated an-
nual savings)

Savings In air transportation costs
resulting from the substitution
of less costly truck transporta-
tion for LOGAIR service—Air
Force (estimated annual sav-
ings)

2,900,000

Reduction In transportation costs
by comparing the potential
charges of the available air car-
riers—National Aeronautics and
Space Administration (esti-
mated annual savings)

Savings by the elimination of serv-
ice of two passenger boats
operating between Bolling Air
Force Base and the Pentagon—
Air Force (estimated annual sav-
Ings)

1,694,000

1,200,000
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$ 650,000

202,000

170,000

97,000

51,000

32,000

31,000

26,000



Estimated
ACTION TAKEN OR PLANNED  Savings
Other Items

Reallocation of nonreimbursable
flood control benefits in con-
nection with the San Luis Unit
Central Valley Project—interior

Savings resuiting from the Federal
Communications Commission
arrangement for sharing use of
Its computer and thereby obvi-
ate the need for lease of a com-

(nonrecurring) $ 5,000,000 puter by another agency (non-
Estimated savings due to cancel- recurring) $ 342,000
fation of plans to acquire land Savings through change In the
at Bureau of Sport Fisheries method of financing the opera-
and Wildlife Migratory Water- tions of the Office of the
fowl Refuges—Interior (nonre- Government Comptroller of
curring) 3,624,000 the Virgin Islands from Federal
Recognition of addrtional costs— appropriations to revenues
principally overhead allocable which otherwise would be
to certification and other reim- transferable to the insular
bursable services performed by government—Interior (esti
the Food and Drug Administra- mated annual savings) 250,000
tion—resulting in transfer of Reduction of management fees
surplus funds Rfronlw theFAdc; paid to contractors for opera-
gnnlls;;z:‘ggn :ppfggr:g‘:?)n u:c_ tion of three national research
counts—Health, Education, and centers—National Science
Welfare (nonrecurring) 1,934,000 Foundation (estimated annual
Addrtional annual revenue result- Savslerll‘g:gfr)} Utility costs in West 105,000
Ing from increases in fees Germany as a result of obtain-
charged by the Food and Drug Ing certain tax exemptions—Air
Adminstration for certifica- Force (estimated annual sav-
tion of antibotics—Health, ings, $85,000, nonrecurring
Education, and Welfare (esti- $1go.000) " ' 95.000
mated annual savings) 1,100,000 Savings resulting from participa- I
Elimination of annual appropri- tion of more hospital depart-
aton for 1969 for Medical ments in the program to re-
Education for National De- cover silver from X-ray and
fense Program—Defense (non- photographic processes—
recurring) 700,000 Veterans Administration (est-
Ehmination of a 15-percent pre- mated annual savings) 92,000
mium payment for contract air Reduction of corporate general
support services furnished to and admirustrative charges to
US contractors by the Gov- certan cost-type contracts—
ernment of Vietnam—State National Aeronautics and
(estimated annual savings) 567,000 Space Administration (nonre-
Additional interest income to the curring) 80,000
Government-wide Service Ben- Reduction in a contractor’s mini-
efit Plan under the Federal mum fee as a result of using
employees’ health benefits pro the most current cost data
gram resulting from the con- avallable before the start of
tractor’s investing program negotiations—National Aero-
funds not immediately re- nautics and Space Administra-
quired to meet current obliga- tion (nonrecurring) 73,000
trons—Civil Service Commis- Savings from improved coordina-
sion (estimated annual savings) 400,000 tion in the use of office copy



Estimated

ACTION TAKEN OR PLANNED Savings
Other ltems--Continued members—Veterans Administra-
machines by constituent agen- tion {estimated annual savings,
cies of the Department of Agri- $7.000, nonrecurring, $19,000) ¢ 26,000
culture {estimated annual sav-
ings) $ 62,000 Savings as a result of a bulk-bid
Savings resutting from the reduc- contract for roof repairs on
tion in charges allowed under a houses acquired through fore-
segment of the Federal Em- closure by the Veterans Ad-
ployees’ Group Life Insurance ministration (estimated annual
program—Cmwil Service Com- savings) 20,000
mission (estimated annual sav- Saving through revision of admims-
ings) 57,000 trative leave policies relative
Additional interest income result- to State hoidays—Selective
ing from revised method of Service System (estimated an-
computing Interest on contin- nual savings) 13,000
gency reserve funds held by an Annual reimbursement from non-
insurer under the Federal Em- appropriated-fund activities
ployees’ Group Life Insurance increased for utility services
program—Cwil Service Com- provided by military bases—
mission {estimated annual sav- Army and Air Force (estimated
Ings) 39,000 annual savings) 12,000
Savings through charging the serv-
icemen’s group lfe msurance Miscellaneous rtems (estimated an-
program with direct admni- nual savings) 13,000
strative expenses, the cost of
which will be borne by covered Total other measurable savings $167,215,000
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ADDITIONAL FINANCIAL SAVINGS NOT FULLY OR
READILY MEASURABLE

Many significant financial benefits,
either one-time savings or recurring savings,
that are attributable to the work of the
General Accounting Office are not fully or
readily measurable 1n financial terms These
benefits result from actions that are taken or
that are to be taken by the departments and
agencies to ehiminate unnecessary expenditures
or otherwise correct deficiencies brought to
light 1n our audit reports A tew examples of
these actions identified during the fiscal year
1969 are described below

CHANGES IN AGENCY POLICIES,
PROCEDURES, AND PRACTICES

Redistribution of Excess Supplies from
Vietnam to Activities with Requirements
for the Supplies

We found significant quantities of excess
supplies In Vietnam resulting from (1) inadequacies in
management data, (2) errors in data processing
programs, (3) unforeseeable fluctuations in consump-
tion rates, and {4) receipt of unusable items

In our opmion, prompt identification and
redistribution of excesses were required not only
because the depots in Vietnam had limited storage
space but also because other military activities could
probably have utilized substantial quantities of this
material in lieu of placing additional requirements on
the supply system

We discussed the matter of excesses with
Department of Defense officials in November 1967
and suggested that there was a need to identify and
redistribute these excesses to the maximum extent
possible to fulfill alternate requirements As a result,
the Secretary of Defense designated the Department
of the Army, as executive agent for the Department
of Defense, to ensure that excess materials of all
services In the Pacific area would be promptly
dentified and made available for redistribution The
Commander in Chief, Pacific, was given the task of
establishing a special agency to supervise the
redistribution of such material
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In May 1968 the Pacific Utilization and
Redistributton Agency (PURA) was established to
screen excesses within the Pacific Command and to
arrange for redistribution to ensure full utilization of
known excesses During the period May 1968 to April
1969 about $98 6 million worth of excess materials
were redistributed by PURA to fill alernate
requirements Operating costs of PURA for the same
period amounted to about $300,000 Making these
excess supplies available to aclivities wth require-
ments for them enables very significant reductions in
procurement funds which would otherwise be
required to obtain such supplies

Air Force Procedures Revised to Preclude
Condemnation of Unserviceable Items That
Can Be Economically Repaired

During previous survey work, we found that
spare  parts—pumps, Tfilters, cylinders, valves,
etc —repairable at the depot level were being scrapped
at several Air Force bases During a 6-month period in
1967, Air Force bases condemned and disposed of
unserviceable parts, designated as depot reparrable,
valued originally at $6 7 million We selected 78 1tems
from the scrap yards of five Air Force bases and
found that 51, or 654 percent could have been
repaired for amounts significantly less than replace-
ment costs

We 1ssued a report to the Congress in October
1968 The report included our proposal that the A
Force revise its regulations to require bases to return
all rtems to depot-level repair activities unless the
bases have been advised that the 1tems are (1) not
needed in Arr Force stock, (2} obviously beyond
repair, or {3) authorized for disposition under Air
Force technical orders

In January 1969, Air Force instructions were
revised to prohibit condemnation at field level of all
items that are designated as being repairable and that
have a unit cost of $300 or more We expect this
action to result in significant recurring savings

Redistribution and Use of Inactive Industnal
Plant Equipment at Rock Island Arsenal, lilinois

We found that the Army’s Rock Island Arsenal
had about $2 million worth of industnal plant



equipment 1n preserved storage, most of which had
not been used for periods ranging from 5 to 10 years
The equipment was being retained and reported to
the Defense Industrial Plant Equipment Center as
actively in service

We reported our findings at the Rock Island
Arsenal to the Commanding Officer of the Army
Weapons Command in April 1967 We also 1ssued a
report to the Congress in May 1968, which included
this matter

We suggested that arsenals retain only inactive
equipment when 1t 15 scheduled for use within the
immediate future and approved by the US Army
Materiel Command, or when 1t 1s held as part of a
mobilization package which 1s approved by the
Assistant Secretary of Defense

Subsequent to our review, Rock Island Arsenal
performed a study of the equipment we dentified,
and 1t placed about $810,000 worth of the
equipment n active use at Rock Island Arsenal and
reported about $400,000 worth of equipment to the
Defense Industrial Plant Equipment Center as excess,
thereby making it available for redistribution

Action Taken By Military Supply Depots
to Redistribute Excess Items

Our work at various locations disclosed that
certain i1tems, managed by supply depots in the
United States, were in excess stock positions at
supply activities in the Far East Although many of
these items were currently being purchased, cancella-
tion actions could not be taken by the depots

We recommended that the supply depots review
those items for which we had dentified excesses to
determine whether other supply activities had current
need for their use

The supply depots confirmed that the excesses
did in fact exist and therefore took action to have
them redistributed As a result supplies worth more
than $1 million which were excess to various Far East
activities of the military services were made available
to other activities which had current needs that the
supply depots had not been able to fili

Savings by Consolidating Small
Freight Shipraents

The section, “Details of Other Measurable
Savings,” contains our estimate of savings of $3
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million that will be achieved on freight shipments
consolidated at only three points to obtain the
advantage of lower transportation rates The overall
potential for savings by consolidating shipments at
additional points s significantly greater and could
amount to many millions of doilars annually

Savings 1n the Cost of Transporting
Routine Printed Matter from Japan to
Points in the Pacific

tncluded under measurable savings is $650,000
in commercial air transportation costs that will be
avoided by the Department of Defense through
utihzation of less costly surface transportation to
distribute routine printed matter In addrtion to
identifying these savings, we identified space valued
at $750,000 on military aircraft that will be made
available for arhifting priority military material by
diverting routine printed matter from military
aircraft to surface transportation The actual savings
that will result from the dwversion of routine printed
matter from mulitary awrcraft will depend on the type
and quantity of cargo loaded In the space vacated
by the printed matter and the transportation costs
avoided by such action

Savings by Routing Cargo Through the
Military Port of Subic Bay in the
Republic of the Philippines

In a classified report to the Congress, we
identified savings of over $500,000 a year in port
handling costs which could be achieved by routing
cargo to and from Clark Air Base through the military
port at Subic Bay, rather than through the port of
Manila A significant reduction in the workload at
the Mantla port has taken place since the time of our
review The Department of Defense has indicated
that some of the workload was shifted as a result of
the contamership program which was initiated prior
to our review Therefore, the actual savings
attributable to our work cannot be determined
precisely

Payment of Dollars in Lieu of
U S -owned Local Currency to Certain
Annuitants Residing in Yugoslavia

Our report to the Department of State In
December 1968 showed that doliar benefit payments,



in lieu of US-owned excess foreign currency
payments, were being made to certan annurtants
residing in Yugoslavia Generally annuities are paid in
foreign currency, however, annuitants who wish to
receive dollar payments are required by regulations to
justify the need for payment in dollars

The conditions under which annuitants may be
paid dollars rather than local currency include (1)
unusual situations in which US citizens might find
themselves in Yugoslavia, when the needs for dollar
payments are substantiated, and (2) meeting financial
obligations in the United States, such as payment of
life insurance premiums In these cases the payees are
required to submit written statements and documen-
tary evidence of the obligations, stating the
amounts, purposes, and addresses of the remittees in
the United States

As of September 1967, about $18,700 worth of
pension payments were being made in dollars each
month to annurtants residing in Yugoslavia, mostly
on a permanent basis In our opinon these dollar
payments were largely unnecessary

We examined into the propriety of paying
annuitants dollars rather than local currency in 17
instances In all instances the annuitants resided in
the Belgrade consulate region We were unable to
locate any records showing the basis for approving
dollar payments in 11 of these cases In the six cases
where records were available, the justification for
approving the dollar payments consisted of a general
statement by the applicant as to why the dollars were
needed, such as travel or medical purposes

We recommended that the Department amplify
existing instructions pertaining to approving requests
for dollar annuity payments to recipients residing In
Yugoslavia to provide guidelines as to the circum-
stances under which requests for dollar payments
may be approved, particularly in the case of US
citizens In addition, we recommended that the
Department direct the Embassy to undertake a review
of all cases of current dollar payments to annuitants
with the view of terminating those payments which
are not justified and that periodic follow-up reviews
be made on dollar payments to annuttants

Although our review was limited to Yugoslavia,
we suggested that the Department might wish to
consider furmishing American Embassies 1n other
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excess currency countries with amplifying mnstruc-
tions as in the case of Yugoslavia

On February 4, 1969, the Department
informed us that 1t was amphfying existing
instructions to provide guidelines as to the circum-
stances under which dollar payments may be
approved in heu of local currency payments and to
emphasize the necessity for immediate and periodic
reviews of the need for continuing dollar payments
The nstructions will be furnished to American
Embassies in all countries in which 1t 15 the policy to
pay resident U S Government annurtants in excess or
near-excess currency

Deobhgation of Funds for a Development
Loan Project in Nigeria

Our review disclosed that a $1 6 mithon Agency
for International Development (AID) loan project In
Nigeria, to finance the procurement of 85,000
telephone instruments and related equipment In a
telecommunications expansion program, was not
being implemented as planned and was not being
effectively monitored by the Mission

At the time of our review, we found that (1)
only 3,100 of the 33,000 telephones which had been
delivered to the telephone company had heen
installed, (2} one phase of the expansion program
involving the mstallation of 10,000 telephones had
been indefinitely postponed, (3) about 60 percent of
the telephones currently on order had not been
delivered, and (4) the Mission had not been
monttoring this procurement and had not received
required reports on the project’s status

We concluded that better monitoring of this
loan was essential to ensure that the equipment
procured would be effectively utilized and that the
revenues anticipated from placing the telephones in
service would accrue We discussed the matter with
the Mission, and we were subsequently informed by
AID that, since efforts to speed up telephone
installations had proven only partially successful,
agreement had been reached with the Nigerian
Government to reduce the loan coverage from 85,000
instruments to 59,000 and that negotiations were
under way to amend the contract with the supplier

On June 25, 1969, AID deobligated $300,000
from the loan AID informed us that 1t was 1ssuing



instructions to ensure that reports required under
AID loan agreements would be obtained

Savings by Use of Excess
Federal Personal Property

In our report to the Congress in September
1968, we stated that the Department of Labor had
allowed certain Youth Opportunity Centers n
California to be equipped with new furniture and
equipment at a time when excess Federal furniture
and equipment were avatlable We estimated that, If
excess Federal personal property—furniture and
equipment—had been made available to the State of
Califorma to furmish Youth Opportunity Centers,
about $68,000 could have been saved on purchases
made during the last half of fiscal year 1965 In
addition, to the extent that excess Federal personal
property s available, substantial savings to the
Federal Government could be possible through
reduced expendrtures for the replacement and
purchase of additional equipment in the more than
2000 State and local employment offices in the
country and for the furnishing of equipment to new
offices

In bringing this matter to the attention of the
Secretary of Labor, we suggested that the Depart-
ment reexamine 1ts legislative authority applicable to
the administration of the employment security
programs with a view toward establishing a policy
that would provide for the use of excess Federal per-
sonal property by State employment security
agencies

Departmental officials advised us that (1) the
Department did have legisiative authority to make
excess Federal personal property available to the
State employment security agencies, (2) the Depart
ment was in the process of revising its procedures to
require all State agencies which were permitted by
their State laws, to make use of such property to the
extent possible, and (3) the other State agencies
would be Instructed to request exemptions from the
provision of the State laws which precluded the utili-
zation of the excess property The Department antici-
pated that all State agencies would ultimately make
use of excess Federal personal property and advised
the States that the fiscal year 1970 grants appropria-
tion request for supplies and equipment had been
reduced by $2 million in anticipation of the savings
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to be realized by State agency procurements through
General Services Administration supply sources

Increased Program Effectiveness
Through improvement in Controls
Over Urban Rehabilitation Activities

From the inception of the rehabilitation
program 1n 1854 through December 31, 1967, the
Department ot Housing and Urban Development
(HUD) approved 380 urban renewal projects
involving rehahilitation of 212,849 dwelling umits
The Federal grants in connection with these projects
totalled over $1 8 billion The established goal for the
rehabilitation program for fiscal years 1969 through
1971 was 130,000 dwelling units, or about 43,000
units a year

In a report to the Congress in April 1969, we
pointed out that (1) in the 4-1/2-year period ended
December 31, 1967, the rehabilitations reported as
completed amounted to only 13,000 units a year and
(2) our review indicated that even these reported re-
habilitation accomplishments were questionable

Our report cited certain weaknesses which had
impeded the completion of projects These weak-
nesses were (1) the lack of local public agency (LPA)
supervisory close-out Inspections of rehabilitated
properties before they were classified as rehabilitated,
(2) the lack of systematic reinspections of rehabil-
Itated properties as a means of ensuring their con-
tinued maintenance, and (3) the lack of complete
HUD nspections of rehabilitated properties and
evaluations of results achieved by the LPAs

We recommended that the Secretary of HUD
undertake a reassessment of the rehabihtation
program We recommended also that the Secretary
take certain steps to strengthen HUD reviews and ad-
ministration of rehabilitation projects

In hine with our recommendations, all HUD
regional administrators were instructed (1) to require
LPAs 1o 1ssue a certificate of completion when a
project property meets rehabihitation standards, (2)
to require LPAs to carry out a program of periodic
sampling and survelllance of rehabilitated properties
to ensure therr continued maintenance, and {3) to
develop an inspection system to evaluate LPA compli-
ance with project rehabilitation standards



Provision for Repayment
of Federal Funds

In a report to the Department of Commerce in
June 1968, we commented on several of the Eco-
nomic Development Administration’s (EDA’s) tech-
nical assistance projects for which recipients had not
been required to enter into repayment agreements,
although the projects appeared to be similar in scope
to other approved projects for which EDA had
entered Into repayment agreements with project re-
cipients EDA policy provides that repayment of
technical assistance funds i1s to be considered when
projects will benefit a private individual or business

Subsequent to the beginning of our review, new
repayment guidelines were agreed to by EDA’s Office
of Technical Assistance (OTA) and EDA’s Office of
Business Development {OBD), which require EDA to
enter into repayment agreements with all recipients
of Management and Operations (M&O)} technical
assistance, except for unusual srtuations to be spe-
cially handled by arrangements between OBD and
OTA We were informed that these guidelines were
expected to strengthen the implementation of the
agency's repayment policy and ensure its uniform
application

We noted that the new guidelines provided only
for repayment of the Federal costs of M&O technical
assistance projects and not for other techrucal assist-
ance projects We noted further that the provisions of
the guidelines had not been established as agency pro-
cedures We therefore recommended that the provi-
sions of the new guidelines be incorporated into the
agency's formal written procedures and that the pro-
cedures also include provisions for repayment of the
Federal costs for all applicable technical assistance

In January 1969 the Director of the Office of
Technical Assistance informed us that procedures had
been 1ssued in hine with our recommendation

Savings Available by Improving
Administration of the Small
Reclamation Projects Loan Program

In our August 1968 report to the Congress
concerning the administration of the small reclama-
tion projects loan program by the Bureau of Reclama-
tion, we pointed out that, in our opinion, the Bureau
had not established adequate procedures for adminis-
tering the program and that, where procedures had
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been established, the Bureau had not required their
consistent application in making |loans

Generally, the portion of a loan attributable to
providing water for wrigation purposes Is repayable
without Interest, the portion attributable to providing
water for domestic, municipal, and tndustral
purposes 15 repayable with interest The legislation
establishing the small reclamation projects loan pro-
gram indicates that the projects constructed with loan
funds are to be primarily for irrigation purposes Our
review Indicated a need for the Bureau to establish
procedures to ensure that loans are made for projects
which are primarily for irngation

Also, we found that (1) some loans were not
required to be repaid as rapidly as was justified by the
increased earnings resulting from the projects con-
structed with loan funds and, as a result, the delay in
the return of funds to the Government in these cases
will cost about $3 2 million In interest, (2) an under-
recovery of about $3 1 million would result due to
the inappropriate allocation of cost and construction
advances between interest-bearing and non-interest-
bearing project purposes, and {3} the Government
was Incurring additional interest costs of about
$515,000 because two loan rectpients had been per-
mitted an mnordinate amount of time 1n which to
begin repayment of their loans

Our report contained several recommendations
directed at eliminating similar deficiencies In the
future The Department of the Interior officials
agreed that the small reclamation loan program could
be improved with more positive and formal policies
and procedures and subsequently advised us that pro-
cedures had been issued or action had been taken to
accomplish several of our recommendations We were
also advised that other procedures and actions were
being considered consistent with the remainder of our
recommendations

Improvement in Instructions Governing
the Relocation of Railroad Facilities

Our report to the Congress In December 1968
disclosed that the Bureau of Reclamation could have
saved about $436,000 by providing railroad com-
panies only those replacement facilities needed to
meet the Government's obligation for equivalent re-
placement



We proposed that Bureau instructions be revised
to {1} require more formal descriptions of existing
facilities and detailed comparisons between existing
and proposed replacement facilities to determine the
Government's obhgation for equivalent replacements,
{2) reguire that proposed relocation agresments be
reviewed by the Chief Engineer for policy compliance
and that significant concessions be approved by the
Commussioner of Reclamation, {3) ensure Bureau ne-
gotiators that condemnation is an available recourse
action when the railroads are requesting improved re
placement facilities which should not be provided,
and (4) require that nominal or salvage value be con-
sidered as the basis for payment for facilities that will
not be relocated

The Department of the Interior has agreed with
our four suggestions, and Bureau instructions have
been ssued which are consistent with the first three
of our proposals We expressed the belief that these
Instructions 1f properly implemented by the Bureau,
will be effective In reducing the costs of future rail-
road relocations

Savings by Reduction in Costs of
Medical Treatment Provided to Disabled
Federal Employees

Our report to the Congress in May 1969 revealed
that the Bureau of Employees’ Compensation, De-
partment of Labor, had not made adequate use of less
costly available Federal medical faciities for the
treatment of disabled Federal employees We esti-
mated that annual savings of $120,000 would have
been possible at just one of the Bureau’s 10 district
offices if Federal rather than private facilittes had
been used for treating one common type of dis-
ablement requiring hosptalization

In bringing this matter to the attention of the
Secretary of Labor we proposed that the Bureau use
available Federal medical facilities to the maximum
extent possible for the treatment of disabled Federal
employees

In January 1969, the Bureau issued instructions
to the 10 district offices to remind Its personnel to
make every effort to use Veterans Administration and
military medical facilities whenever possible We ex-
pressed the belef that the action taken will result in
substantial savings
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Pohicy Revised to Require Awrport
Sponsors to Use the Proceeds Derived
from the Sales of Donated Federal Land
for Specific Awrport Purposes

Our report to the Congress in September 1968
showed that airport sponsors had used proceeds de-
rived from the sales of donated Federal land 1o offset
(1) the sponsors’ share of the cost of Federal-aid
airport program {FAAP) projects and (2) the cost of
arport developments not eligible for Federal partici-
pation under FAAP In some cases, fundsderived from
the Government (proceeds from sale of Federal-
donated land and FAAP funds) were sufficient to
offset substantially all of a sponsor’s investment In
Its airport We reported that Federal Aviation Admin-
istration (FAA) policy relative to Government surplus
land donated to sponsors of public airports provided
that such land could be disposed of by airport spon-
sors if, among other things, the sponsors agreed to
apply the net proceeds from the sale of such property
to the operation maintenance, or improvement of
public airports

This policy resulted in the matching of FAAP
funds with funds derived from sale of land formerly
owned by the Government, and we suggested that
FAA establish a policy to require airport sponsors to
use the proceeds derived from the sales of donated
Federal land to offset costs of arport development
eligible for Federal assistance before giving addtional
FAAP funds to the sponsors

FAA revised i1ts policy to eliminate the inegqui-
table matching aspect caused by applying proceeds
from the sales of donated Federal land to meet the
sponsors’ share of project costs and to provide greater
assurance that such proceeds would be used for spe-
cific arport purposes

Opportunity for Economies m Counseling
Services Provided by the Veterans Administration

In a report to the Congress in November 1968
concerning counseling services provided to children
eligible for educational benefits under the War
Orphans Educational Assistance Act of 1956, we
pointed to a need for the Veterans Administration
{VA) to (1) obtain and consider all pertinent infor-
mation relating to the beneficiaries’ education and
counseling background to determine whether referral



to guidance centers for counseling was necessary and
{2) encourage potential applicants attending high
schools and beneficiaries who have been accepted for
adrmussion to, or are enrolled in, colleges or technical
schools to utihze the counseling services available to
them in their schools

We estimated that, of the $941,000 in fees
which VA paid guidance centers 1o counsel war
orphans during fiscal year 1967, about $376,000 was
for counseling beneficiaries who were attending
secondary schools that had approved counseling
programs under the National Defense Education Act
and about $312,000 was for counseling beneficiaries
who were In colleges or technical schools that
provided counseling services to students

As a result of our review, VA adopted new man-
datory procedures to ensure that beneficiaries
needing less than comprehensive counseling would
not be referred to guidance centers but would be
counseled by VA on the basis of greatly abbreviated
interviews In addition, VA reported that (1) it had
improved 1ts procedures for directing beneficiaries to
available outside counseling services to ensure that
full advantage 1s taken of all counseling services and
that no duplication of effort occurs and {2) a substan-
ttal improvement in utilization of overall resources
had resulted and would continue to accrue

Savings by Requiring Municipalities
Participating m Demohition Grant Programs
to Award Demolition Contracts on a
Competitive Basis for Groups of Structures

Qur review of demolition activities of various
cities to which the Department of Housing and Urban
Development {HUD) made grants amounting to two
thirds of the costs of demolition Indicated that the
practices followed by some cities of awarding demoli-
tion contracts for individual structures instead of
groups of structures and of using city employees
instead of contractors to demolish unsafe buildings
may not have resulted In the lowest possible costs
under the demolition grant program

After we brought our findings in this regard to
the attention of the Secretary of HUD revised regula-
tions were Issued providing that (1) demolition con-
tracts be awarded for groups of structures contem-
plated for demolition within reasonable periods and
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located in the same neighborhoods and (2) maxtmum
use be made of competitive bidding in awarding
demolition contracts

Improved Management and Utilization
of Laboratory Equipment

In a report to the Congress in July 1968, we
pomnted out that the National Bureau of Standards
{NBS) and Environmental Science Services Adminis-
tration (ESSA) had not established, for the Boulder
Laboratories, a systematic program and adeguate
procedures to identify and dispose of unneeded
equipment We also found that the Boulder Labora-
tories, to a large extent, had not taken advantage of
the benefits to be derived through the use of equip-
ment pools and that estabhshed procedures for the
control and adminstration of rent-free loans of
equipment by the Boulder Laboratories were not
followed by the property management office On the
basis of our review, we concluded that there was a
need for improvement in the management of labora-
tory equipment at the Boulder Laboratories

As a result of our review, walk-through nspec-
tions by NBS officials at the Boulder Laboratories
during March and April 1968 resulted in the identifi-
cation of 950 pieces of unused or excess equipment
with an initial acquisition cost of $730,000 During
the period July through November 1968, ESSA iden-
tified property having an acquisition cost of
$273,346 as being excess to the needs of the individ-
ual laboratory to which 1t was assigned, and property
having an acquisition cost of $181,072 was deter-
mined to be excess to the needs of the ESSA
Research Laboratories and was turned over to GSA
NBS planned to establish a systematic program of
walk-through inspections by August 1, 1969

As of August 1968, NBS had two division-level
equipment pools 1 operation and consideration was
being given to the establishment of a central pool
During fiscal year 1968 ten equipment loans were
terminated as a result of a review of all outstanding
loans

At June 30, 1969, ESSA had equipment pools in
operation in two individual laboratories and a central
equipment pool containing general purpose type
equipment ESSA was planning to develop means for
expanding the central pool and/or establishing addi-
tional individual laboratory pools by July 1, 1969



All outstanding equipment loans had been reviewed
and ESSA had implemented improved procedures for
the systematic periodic follow-up of equipment loans
effective July 1, 1969

Savings Through Improved Management
of Automatic Data Processing Operations
and Facilities

In our report to the Attorney General, Depart-
ment of Justice, In April 1969, we commented on the
increased use and expansion of Automatic Date Pro-
cessing (ADP) operations and facihties within the
Department without the benefit of feasibility studies
and the possible acquisition of separate ADP facilities
by the two constituent organizations

we recommended that the Department establish
a central ADP management group responsible for
directing and coordinating the development and oper-
ation of ADP faciirties on a Department-wide basis

The Department informed us in April 1969 that
central ADP authonity had been assigned to rts Office
of Management Support for the acquisition and oper-
ation of ADP facilities for the Department, excepting
only the Federal Bureau of Investigation

Improvement in Reviews of Drawings and
Specifications Prepared by Architect-Engineers
Before Solicitation of Construction Bids

In a report to the Congress in September 1968
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concerning review n the Veterans Administration
(VA) of drawings and specifications prepared by
architect-engineers (A-Es), we pointed to a need for
the VA to improve its scheduling and reviewing pro-
cess of these documents

Our findings indicated that, for two hospital
projects, (1) VA had not detected numerous errors
and omissions in drawings and specifications and {2)
officials of one of the hospitals had recommended
certain design changes after the construction work
had been started We concluded that many of the
errors and omissions 1n the contract documents were
of the type that should have been foreseen before the
award of the construction contracts and that VA
should have given more attention to the scheduling
and reviewing of these documents

VA informed us that it agreed with our recom-
mendations and that 1t had established standard oper-
ating procedures for scheduling and reviewing the
work of A-Es Subseguently, we were further
informed that written procedures concerning reviews
of drawings and specifications by hospital officials
were under review by agency officials In this regard,
we noted that during the design phase of a recent
hospital project, the contract drawings and specifica-
tions were furnished to hospital officials for therr
review



SAVINGS AND BENEFITS TO OTHERS

Savings and benefits to others consist of
realized or potential benefits other than those
directly to the Government, which are
attributable to action taken or planned on
findings developed in our examnation of
agency and contractor operations The more
significant savings or benefits to others
identified during the fiscal year are described
below

Improved Procedures for implementing
Amendatory Legislation Affecting
Railroad Retirement Annurties

At least 2,600 and possibly as many as 6,300
persons had not been paid additional or increased
annutties to which they were entitled under amend-
atory legislation enacted in 1965 These persons
Included 358 spouses of railroad employee annuitants
who had not been paid primarily because Railroad
Retirement Board notices concerning their passible
entitlement to additional annuities had not been
understood by the persons involved The persons
involved included some with language difficulties,
some wrth limrted education, and some with mental or
physical disabilities Other persons had not been patd
because they had not requested therr annuity
increases or because of an inadequacy In the Board's
automated operations

After we brought the cases noted in our review to
the Board's attention, steps were taken (1) to pay
appropriate persons the annuities due them and (2) to
establish procedures for evaluating the general effec-
tiveness of Board notices and to make timely reviews
of the procedures used to implement amendatory
legislation We estimated that, during the first year
following the effective dates of the amendatory legis-
lation, the additional annuity payments to the
persons noted in our review would total at least
$157,400 and possibly as much as $273,200 The
additional payments would continue to be paid
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during the rematnder of the individuals’ periods of
ehgibility

Increased Student Participation in
an Educational Laboratory Theatre
Project in Los Angeles at No Extra Cost

In our review of the activities of the educational
laboratory theatre project in Los Angeles during rts
mitial period—-April 1967 to September 1968—we
found that only about 73 percent of the available
seats purchased by the Los Angeles Unified School
District for students’ viewing of plays were being
used This percentage subsequently dropped to 67
The theatre project 1s jointly funded by the Office of
Education in the Department of Health, Education,
and Welfare and the National Endowment for the
Arts of the National Foundation on the Arts and the
Humanities and has provided for showing four plays
to students in the initial and subsequent project
period

Since the contract between the School District
and the group presenting the plays required a fixed
payment for each performance, regardless of the
number of students attending, we inquired by letter
Into the possibilities for increasing the use of available
seats

After we made our inquiry, we found that about
81 percent of the available seats had been utilized for
the first two plays presented in the 1968-69 school
vear We estimated that about 4,300 more students
would view the four plays in that school year than
had viewed the four plays shown during the previous
year with no increase In the fixed payments made
under the contracts with the School District The
Increase In seat utilization was due primarily to the
addition of students from schools not previously
participating Further increases in seat utihization are
planned



INDEX BY GOVERNMENT AGENCY

Agency

AGRICULTURE, DEPARTMENT OF
Agricultural Research Service
Commodity Credit Corporation
Farmers Home Administration
Forest Service

ATOMIC ENERGY COMMISSION

CIVIL SERVICE COMMISSION

COMMERCE, DEPARTMENT OF
Economic Development Administration
Environmental Science Services Administration
Maritime Administration
National Bureau of Standards

DEFENSE, DEPARTMENT OF

Air Force, Department of the
Army, Department of the

Corps of Engineers (Cwvil Functions)
Defense Communications Agency
Defense Supply Agency

Navy, Department of the

DISTRICT OF COLUMBIA GOVERNMENT

EXECUTIVE OFFICE OF THE PRESIDENT
Bureau of the Budget
Economic Opportunity, Office of

EXPORT-IMPORT BANK OF THE UNITED STATES
GENERAL SERVICES ADMINISTRATION

HEALTH, EDUCATION, AND WELFARE, DEPARTMENT OF
Education, Office of
Health Services and Mental Health Administration
National Institutes of Health
Social and Rehabilitation Service
Social Security Administration
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Item

77,79, 181
31, 141
34, 36,73
4,5,35
b9, 60, 61

86, 118, 119, 134, 137, 138, 139, 140, 228,
240

68, 81, 130, 160, 161, 188, 195, 196, 197,
198

126, 185

2,3,184

245

88, 127, 217

113, 125, 128, 245

71,78, 83, 85, 86, 90, 103, 104, 114,

115, 134, 144, 164, 174, 188, 189, 192, 208,
214, 222, 234, 235, 246, 248, 249, 250, 251,
252, 2563, 254, 255, 257, 258, 259

72,89, 91, 102, 115, 131, 143, 171, 190,
191, 219, 221, 235, 238, 252, 257

22, 84,91, 102,115, 132, 133, 172, 208,
219, 220, 235, 238, 257

120, 241

105

84, 238

91, 102, 115, 207, 208, 235, 236, 238, 259

163, 211, 218

130,214

4,13, 14,15, 16, 17, 18, 19, 20,
21,22

149

96, 97, 126, 129, 214, 231, 246, 247, 254

4, 68, 134, 162, 167, 173, 178, 239
13, 27, 28, 29, 30, 62, 116, 225
117

87,135, 136, 153

13, 49, 50, 51

40, 41, 81, 216



Agency

HOUSING AND URBAN DEVELOPMENT, DEPARTMENT OF

Federal Housing Administration

INTERIOR, DEPARTMENT OF THE
Bonneville Power Administration
Government Comptroller of the Virgin Islands
Indian Affairs, Bureau of
Land Management, Bureau of
Reclamation, Bureau of
Sport Fisheries and Wildlhife, Bureau of

JUSTICE, DEPARTMENT OF

LABOR, DEPARTMENT OF

NATIONAL AERONAUTICS AND SPACE ADMINISTRATION

Item

39, 63, 54, 55, 56
42, 43, 44, 45, 46, 47, 48, 242

180

106

168

154, 226, 237

60

33, 67, 92, 93, 106, 107
32

156, 157, 158, 169, 213, 227

1,4,6,7,8,9,10,11, 62,
63, 66, 68, 121, 199, 200, 201, 204

86, 98, 99, 100, 101, 134, 186, 187,

232,233
NATIONAL FOUNDATION ON THE ARTS AND THE HUMANITIES 29
NATIONAL MEDIATION BOARD 203, 205, 206

NATIONAL SCIENCE FOUNDATION
POST OFFICE DEPARTMENT
RAILROAD RETIREMENT BOARD
SMALL BUSINESS ADMINISTRATION
STATE, DEPARTMENT OF
Agency for International Development
Peace Corps

TRANSPORTATION, DEPARTMENT OF
Federal Aviation Admimstration

Federal Highway Administration
United States Coast Guard

TREASURY, DEPARTMENT OF THE
Internal Revenue Service

UNITED STATES INFORMATION AGENCY
VETERANS ADMINISTRATION
VIRGIN ISLANDS CORPORATION

MULTIAGENCY FUNCTIONS

134, 142, 170

94, 108, 109, 110, 182, 209

52, 68, 81

4,12,37,38

81, 82, 83, 150, 151, 173, 174, 175, 176,
177, 195, 215, 223

69, 70, 73, 74, 76, 80, 147, 148, 165,

179
75,146

23, 95, 169, 194, 229, 230, 243, 246, 256,
260

24, 25, 26, 162

183, 193

244
57, 58, 122, 123

145, 166, 210, 224
64, 65, 68, 81, 111, 112, 124, 202
165

90, 130, 212
197



Code

050

150

250

350

400

500

550

INDEX BY FUNCTIONAL CLASSIFICATION OF THE FEDERAL BUDGET

Function

NATIONAL DEFENSE
051 Defense—Nilitary

057 Military assistance
058 Atomic energy
059 Defense related activities

INTERNATIONAL AFFAIRS AND FINANCE
151 Conduct of foreign affairs

1562 Economic and Financial assistance

153 Foreign information and exchange activities
154 Food for Freedom

SPACE RESEARCH AND TECHNOLOGY
251 Space research and technology

AGRICULTURE AND AGRICULTURAL RESOURCES
351 Farm income stabilization

352 Financing farming and rural housing

355 Research and other agricultural services

NATURAL RESOURCES

401 Water resources and power
402 Land management

404 Fish and wildiife resources

COMMERCE AND TRANSPORTATION
501 Aur transportation

502 Water transportation

503 Ground transportation

505 Postal service

506 Advancement of business

507 Area and regional development

COMMUNITY DEVELOPMENT AND HOUSING
551 Concentrated community development

552 Community environment

553 Community facilities

5556 Low and moderate income housing aids

556 Maintenance of the housing mortgage market
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Item

71, 72, 83, 84, 85, 89, 90, 91, 102,

103, 104, 105, 114, 115, 130, 131, 132, 133,
134, 143, 164, 171, 172, 188, 189, 190, 191,
192, 207, 208, 219, 220, 221, 222, 234, 235,
236, 238, 248, 249, 250, 251, 252, 253, 255,
257, 2568, 259

144, 174

118, 119, 134, 137, 138, 139, 140, 228, 240
86, 214, 254

82, 150, 1561, 173, 174, 176, 177, 195, 215,
223

69,70, 73, 74, 75, 76, 146, 147, 148,

149, 165, 179

145, 166, 175, 224

77,79

98, 99, 100, 101, 134, 186, 187, 232, 233

34, 36
35
31, 141, 181

33, 67, 92, 93, 106, 107, 120, 241
59, 60, 61
32

23, 95, 169, 194, 230, 243, 256, 260
88, 127, 183, 193, 210, 217

24, 25, 26, 162, 229

94, 108, 109, 110, 182, 209

12, 37, 38, 113, 125, 128, 185, 245
2, 3, 154, 184, 226, 237

5,6,7,16
53, 54, 55, 56

39

39

42, 43, 44, 45, 46, 47, 48, 242



Code

Function

600 EDUCATION AND MANPOWER

601
602
604
605
609

Elementary and secondary education
Higher education

Manpower tratning

Science education and basic research
Other education and manpower aids

650 HEALTH AND WELFARE

651
652
653

Health
Income security payments
Social and individual services

800 VETERANS BENEFITS AND SERVICES

801
802
803
804
805

Veterans service connected compensation
Veterans non-service-connected pensions
Veterans readjustment benefits

Veterans hospitals and medical care
Other veterans benefits and services

850 INTEREST

852

Interest on refunds of receipts

900 GENERAL GOVERNMENT

904
905
906
908
909
210

Central fiscal operations

General property and tecords management
Central personnel management

Law enforcement and justice

National Capital region

Other general government

199

13,14, 15,17, 20, 21, 29, 225
27,28, 30,116

8,9,10, 11,18, 19, 22, 62

134, 142,170

29, 63, 66, 121, 203, 204, 205, 206

40, 41, 87, 117, 134, 135, 136, 1563, 216
52, 68, 81, 161, 195, 196, 197, 198
49, 50, 51, 1562, 167, 178, 239

68, 81

68

64
111,112,124
65, 202

57,58

122, 123, 244

96, 97, 129, 231, 246, 247
1, 68, 160, 199, 200, 201
156, 157, 158, 159, 213, 227
163, 211, 218

155, 168

GP O 887 922





