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

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

The compllatlon IS organized so that the findings and recommen- 
datlons are ldentlfled with and grouped generally on the basis of func- 
tional areas of the Government’s operations, regardless of the agencies 
involved Because fmdings developed m one agency frequently have ap- 
pllcatlon m others, this arrangement facllltates conslderatlon of all 
fmdmgs m each functional area m all agencies. 

Because of the great interest m economic opportunity programs, 
all of our findings on these programs are grouped under “Economic Op- 
portunity Programs,” begmmng on page 3 Findings of a functional 
nature m these programs are also referred to m the report sections 
concernmg each function 

The purpose of this report IS to provide a convenient summary 
showing, by functlonal areas, the opportumtles for improved operations 
which have been identlfled by our Office in carrying out its audit respon- 
s lbllltle s These responslbllrttles are derrved from the Budget and Ac- 
countmg Act, 1921, and other laws which require us to independently 
examine, for the Congress, the manner m which the Government agencies 
are discharging their financial responslbllltles. 

The report summarizes the corrective actions taken by the agen- 
cies on our recommendations Certam of these actions mvolve changes 
made m pollcles and procedures through the issuance of revised dlrec- 
tives and mstructlons The effectiveness of these actions is dependent 
on the manner m which the directives and mstructlons are implemented 
and on the adequacy of the supervlslon and internal reviews of the oper- 
ations For this reason, to the extent deemed appropriate, It IS our 
policy to review and evaluate the effectiveness of corrective actions 
taken by the agencies. 
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The frnanclal benefits attributable to our work cannot always be 
fully measured. However, our records show that savrngs ldentlfied 
durmg fiscal year 1969, whch were attributable to the work of the 
General Accounting Office, amounted to $187.6 million. Of this 
amount, $20.4 million conslsted of collections and $167.2 rmlllon rep- 
resented other measurable savings. Approximately $65 rmlllon of the 
latter amount IS recurrmg m nature and ~111 continue in future years. 
A summary of these savings appears begmnmng on page 178 of tbrs 
report. 

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

For the convenience of the committees of the Congress and of 
others, the back of the report contains indexes of (a) agencies to which 
the fmdmgs 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 mfor- 
matlon and conslderatlon m connection with their operations. 

Comptroller General 
of the United States 
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DISABILITY COMPENSATION BENEFITS 

1 REDUCTION IN DISABILITY 
COMPENSATION PAYMENlS-In August 
1968 we reported to the Secretary of Labor 
on the Department of Labor’s rmplementa- 
tron of the statutory provrsron permrttmg a 
reduction m drsabrhty compensation pay- 
ments for claants who have attamed 70 
years of age and have a probable decreased 
wage-earnmg capacity due to old age Such 
reductions are authonzed by the Federal 
Employees’ Compensatron Act of 19 16, as 
amended, which 1s adrmmstered by the Bu- 
reau of Employees’ Compensation 

Our exammatron at four of the Bureau’s 
10 drstnct offices showed that the Bureau was 
compensatmg 746 clalmants who were 70 
years of age or older but that the cases of 
only 47 clannants had been revrewed pursuant 
to the governmg statute and that compensa- 
tron for eight of the 47 clannants had been 
adjusted downward because of a determma- 
bon that then wage-earnmg capacity had 
probably decreased We found that the four 
drstnct offices we visited had developed van- 
ous pohcres and procedures of then own for 
Implementmg the age-70 provrsron, whrch 
resulted m mconsrstent treatment to clam- 
ants We found also that claims exammers 
were not making sufficient revrews of age-70 
cases 

Durmg our revrew m 1966, we proposed 
to the Dnector, Bureau of Employees’ Com- 
pensatron, that he issue revrsed mstruchons 
and appropnate pohcy gmdehnes for the 
lmplementatron of the age-70 provrsron of the 
act We suggested that the cases of all chum- 
ants who had attamed age 70 be revrewed to 
provrde them wrth consistent treatment under 
the act The Bureau issued revrsed mstructrons 
to Its drstnct offices m December 1966 to 
ensure a revrew of age-70 cases at a specrfied 
time m order that the Bureau rmght exercise 

1 

the drscretron granted by the age-70 provrsron 
of the act 

In our draft report, we suggested also 
that the Department strengthen Its manage- 
ment controls over the operatrons of the 
Bureau by estabhshmg a formal program of 
mtemal audrt designed to brmg to the atten- 
tron of management officals matters such as 
those noted dunng our review 

The Department agreed that a program 
of internal audit was an absolute necessrty 
and advrsed us that orgamzatlonal and fund- 
mg changes had been made m the Bureau that 
would per-nut the staffing of an Office of 
Program Analysrs and Evaluatron that reports 
to the Dnector (B-157593, August 29, 1968) 

ECONOMIC DEVELOPMENT ASSISTANCE 

2 PROVISION FOR REPAY- 
MENT OF FEDERAL FUNDS-h areport to 
the Assrstnat Secretary for Economrc Devel- 
opment, Department of Commerce, we com- 
mented on several technical assrstance proJ- 
ects for which recipients had not been 
reqmred to enter mto repayment agreements, 
although the projects appeared to be srnnlar 
m scope to other approved proJects for which 
the Economrc Development Admrmstratron 
(EDA) had entered mto repayment agree- 
ments with project recipients EDA pohcy 
provrdes that repayment of technical assrst- 
ante funds IS to be consrdered when projects 
wrll benefit a private mdrvrdual or busmess 

We found that among the reasons con- 
sidered for not obtarmng repayment agree- 
ments were the unwrlhngness of the recipients 
to repay the cost of the techmcal assistance 
provided and the financial mabihty of the 
recipients to make repayment at the trme of 



apphcatlon We believe that unwllhngness to 
repay 1s not a vahd reason for excluding 
repayment agreements Also, smce repayment 
1s to be made only from the future net profits 
of the fnm recelvmg the assistance, we beheve 
that a determmatlon by EDA not to enter 
into a repayment agreement 1s not Justifiable 
merely because of a lack of funds at the time 
of apphcatlon 

Subsequent to the begmnmg of our re- 
view, new repayment gmdelmes were agreed 
to by EDA’s Office of Techmcal Assistance 
(OTA) and EDA’s Office of Busmess Develop- 
ment (OBD), which required EDA to enter 
mto repayment agreements mth all reclplents 
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 gmdehnes were expected to strengthen 
the nnplementatlon of the agency’s repay- 
ment pohcy and ensure Its umform apph- 
cation 

We beheve that the provisions of the new 
guldehnes, if apphed on a consistent and con- 
tmumg basis, ~111 ensure that repayment of 
M&O techmcal assistance urlll be required on 
a uniform basis We noted, however, that the 
new guldehnes provided only for repayment 
of the Federal costs of M&O technical asslst- 
ante projects and not for other techmcal 
assistance proJects We noted further that the 
provlslons of the guldehnes had not been es- 
tabhshed as agency procedures We therefore 
recommended that the provrslons of the new 
gmdelmes be mcorporated mto the agency’s 
formal wrltten procedures and that the proce- 
dures also mclude provlslons for repayment of 
the Federal costs for all applicable techmcal 
assistance projects 

In December 1968 an Economic Devel- 
opment Order was issued m 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-h 
February 1969 we reported to the Congress 
on Improvements needed m procedures for 
determmmg supplementary grant assistance 
for pubhc works and development facility 
proJects approved by the Econormc Develop- 
ment Admmlstratlon (EDA), Department of 
Commerce Procedures established by EDA 
provide that the amount of a supplementary 
grant to an apphcant for a project ehglble for 
grant assistance be computed by reducmg 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 dn-ect grant The apphcant’s share of 
the cost of a project 1s generally consldered 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 
apphcant’s mmlmum share determmed by 
maximum grant rates set by EDA The apph- 
cant may finance hi share of project costs 
from SLY own funds or by obtammg a loan 
from EDA or private interests 

We renewed the records pertammg to 
the supplementary grants of $3 1 rmlhon, 
awarded by EDA to applicants of 18 proJects 
located m EDA’s western and nudeastern 
areas We noted that, m determlmng the 
amount of the supplementary grants for the 
18 projects, EDA did not consider all avail- 
able revenues or the revenues were mcorrectly 
computed, or were based on questlonable 
data, or were reduced by excesswe charges for 
project expenses On the basis of our renew, 
we beheve that 17 of the supplementary 
grants totaling over $2 6 m&on 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 



-Establrsh for all projects for which 
supplementary grant assistance 1s re 
quested speclflc guidelmes for determm- 
trig the revenues that such projects 
could reasonably be expected to gen- 
erate 

-Provide for detailed review by offlclals 
In EDA area offices and Washington 
headquarters of supplementary grant 
determlnatrons, lncludlng an evaluation 
of all factors entering Into such determl 
nations 

-Include a provision In all grant agree- 
ments for adjustment of the amount of 
the supplementary grant upon discovery 
of a computatlonal error 

--Determme 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 bond stat- 
utes, whichever IS less 

-Consrder annual payments on exlstrng 
indebtedness of a project as an expense 
of the project for only those periods for 
which such payments WIII be made 

Also, we noted that, although EDA’s 
authonzmg le@slatlon reqmres that revenues 
be consldered m deterrmmng the amount of 
any supplementary grant, EDA did not re- 
quae conslderatlon of net proJect revenues m 
mstances where the baes grant from one Fed- 
eral agency and the supplementary grant from 
EDA &d not exceed 50 percent of the project 
costs 

Our report suggested that, because of the 
impact of the EDA pohcy on amounts of 
grant assistance provided to apphcants and m 
the mterest of provldmg financial assistance 
to as many needy projects as possible, the 
Congress nught Msh to express Its 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 m the total Federal grant contnbu- 
tlon exceedmg 50 percent of project costs 

In July 1968 the Asslstant Secretary for 
Econormc Development informed us that gen- 
erally EDA did not agree with our findmgs 
and proposals He stated, however, that EDA 
not only concurred with our proposals to pro- 
vlde more adequate supervisory review of sup- 
plementary grant determmatlons but had 
taken what It beheved to be the requlsrte 
steps to ensure that the supervisory reviews 
are camed out We noted, however, that the 
AssIstant Secretary had not required nor had 
EDA developed detailed supervisory review 
gmdehnes for evaluatmg supplementary grant 
de termmatlons, and we therefore recom- 
mended adoptlon of our proposal (B-l 53449, 
February 4,1969) 

ECUNOMICOPPORTUNITYPROGRAMS 

4 SPECIAL REVIEW- This item 
relates to a special review by the General 
Accountmg Office that covered a number of 
separate econormc opportumty programs The 
various fmdmgs for each of the programs are 
presented m summary form, and the recom- 
mendations are directed toward lmprove- 
ments m the effectiveness of the total antl- 
poverty effort, as well as the mdlvldual 
programs Thus treatment differs from that 
aven the other items m this report, w&h 
generally are presentations of mQvldua1 fmd- 
mgs and recommendations related to a single 
functlonal area of the Government’s opera- 
tions 

Title II of amendments enacted on 
December 23, 1967, to the Economic Oppor- 
tumty Act of 1964 (42 U S C 2701) author- 
lzed and directed the Comptroller General of 
the United States to make an mvestlgatlon of 
programs and actlvltles financed, m whole or 
m part, by funds authorized under the act to 
determme- 

“( 1) The effclency of the admmls- 
tratlon of such programs and a&n&es 
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by the Offlce of Econonuc Opportunity 
and by local public and private agencies 
carrymg out such programs and actlvl- 
ties, and 

“(2) The extent to which such pro- 
grams and actlvltles aclzleve the objet- 
tlves set forth m the relevant part or title 
of the Econonuc Opportunity Act of 
1964 authonzmg such programs or actlv- 
ities ” 

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

Fifty-mne supplementary reports on our 
exarmnatlon were subrmtted to the Congress 
as they were completed on (a) our field exam- 
matlons where such work was performed, (b) 
our review of management functions of the 
adrmmstermg Federal agencies, (c) our pro- 
gram evaluation work on a national basis, and 
(d) the special studies performed for us under 
contract 

Our overall fmdmgs and recommenda- 
tions, as summanzed m chapter 2 of our 
March 18, 1969, report are set forth below 
Our fmdmgs were grouped under the follow- 
mg broad categories 

1 The financial dlmenslons of the total 
Federal antipoverty effort, and the 
part played by the Office of Econom- 
1c Opportunity (OEO) 

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

3 The efficiency with which the pro- 
grams authonzed by the act had been 
admmls tered 

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

TOTAL FEDERAL ANTIPOVERTY 
EFFORT 

In terms of the Federal budget, the 
Econormc Opportunity Act of 1964 repre- 
sented a relatively small mcrement to the 
already exlstmg programs for admg the poor 

The aggregate of all Federal programs for 
assistance to the poor amounted to $22 1 
b&on m fiscal year 1968 and an estimated 
$24 4 bllhon m fiscal year 1969 The projec- 
&on for fiscal year 1970 1s $27 2 b&on 
Increases m Federal programs m recent years 
have been accompamed by a reduction m the 
number of the poor, based upon the defml- 
tlon used by the Social Security Admmlstra- 
tlon, from about 34 m&on m 1964 to 22 
rmlhon m 1968 Although Federal programs 
for assistance to the poor undoubtedly con- 
tnbuted nnportantly to thrs reduction, much 
of the reduction can be attnbuted to the 
expansion of the national economy m recent 
years 

In monetary terms, the funds appropn- 
ated for programs authorized by the Eco- 
nomic Opportunity Act ($1 8 billion m 1968 
and $1 9 bllhon m 1969) are small m lelatlon 
to the total Federal effort In other terms, the 
role of OEO 1s significant-lt 1s the only 
Federal agency exclusively devoted to anti- 
poverty, its programs are, for the most part, 
mnovatlve m one or more aspects, and it 
shares with the Econonuc Opportunity 
Council the responslblhty for coordmatmg 
antipoverty actlvltles of other Federal 
agencies, at least nme of which, m addition to 
OEO, adrmmster slgmficant programs directed 
to asslstmg the poor 

OVERALL PERSPECTIVE 

The accomphshments achieved under the 
Economic Opportunity Act should be 
apprased in the light of the dlfficultles 
encountered by the agency (OEO) created to 
carry out the purposes of the act These Qffl- 
cultles include 
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-The urgency of getting programs under 
way as quickly as possible 

-Problems in developmg a new organlza- 
tlon and In obtaining experienced per- 
sonnel 

-Problems In establishing new or modi- 
fied organlzatlonal arrangements at the 
local level 

-The delays and uncertalntles In obtam- 
Ing congressional authorlzatlons and 
appropriations 

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

-Lack of consensus as to the meanmg of 
poverty, I e , who are the poor for pur- 
poses of recelvmg assistance 

Our review properly and mevltably 
focused on problems, shortcommgs, and 
recommended improvements OEO and other 
particlpatmg agencies expressed agreement 
mth many of our conclusions and recommen- 
dations and had mltlated actlons to deal with 
certam of these problems 

Achievements of the programs author- 
ized by the act can be assessed only m Judg- 
mental terms Thus IS so for several reasons 
the programs are new, they deal with such 
mtanBble concepts as the economic and 
social levels of disadvantaged people, they 
impose reqmrements and are subject to condl- 
tlons which are not amenable to reliable, and, 
in some cases, any quantitative, measurement 
More specifically 

-Criteria are lacking by which to deter- 
mine at what level of accomplishment a 
program IS considered acceptably 
successful 

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

-The large volume and variety of pertl- 
nent data necessary for ascertaining pro- 
gram results were, and still are, either 
not available 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 rn local condltlons- 
employment, wage scales, local atti- 
tudes-have their effect upon the same 
people who receive assistance under the 
programs authorized by the act 

-Amendments to the act and revisions In 
agency guidelines at various times have 
necessitated redlrectlon 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 IS to strengthen, supple- 
ment, and coordmate efforts to provide to 
everyone the opportunity for education and 
trammg, the opportumty to work, and the 
opportumty to hve m decency and dignity 

Toward the achievement of this objet- 
tlve, the act authonzed a series of programs 
and activltles designed to bring new 
approaches to the task of ehmmatmg poverty 
and to supplement efforts authonzed by 
other legslatlon The programs authonzed by 
the act can be grouped m five broad cate- 
genes-Community Action, Manpower, 
Health, Education, and Other 

An important and basic objective IS coor- 
dination of the programs authonzed by the 
act mth one another and with related pro- 
grams adnumstered by other agencies Thus 
coordmatmg task was assigned to the Eco- 
nonuc Opportunity Council created by the 
act and to OEO, the former having the dorm- 
nant role 



The Councli never functloned effectively 
and, as recast by the 1967 amendments, has 
not been estabhshed 

OEO, preoccupied with setting up the 
machmery to get a new agency started and 
then ulth its responslblhty for mltlatmg and 
admmlstermg programs authonzed by the act, 
was not able to devote as much effort to Its 
coordmatmg function as that function de- 
manded ms coordmative task was made 
difficult by the necessity of OEO’s mflu- 
encmg the actions and pohcles of older estab- 
hshed agencies, OEO, a new agency of lesser 
status m the Federal herarchy, was unable to 
bnng together all programs related to attack- 
mg poverty As a consequence effective coor- 
dmatlon has not been achieved, we beheve 
that It cannot be so acheved under the exlst- 
mg organizational machmery 

An important part of the overall pro- 
gram management process 1s the evaluation of 
performance and accomphshments Evalua- 
trons durmg the first years of OEO operations 
were too small m scope and too unrelated to 
one another to provide satisfactory mforma- 
tlon on the achievement of obJectIves, nation- 
ally OEO has more recently responded to the 
provlaons of the 1967 amendments to the 
act, which directed an expansion of evalua- 
tion efforts 

Commumty Action Program 

The Commumty Actlon Program (CAP) 
was mtended by the act to be the means of 
brmmg a umfied effort to bear on the prob- 
lems of the poor m urban and rural commu- 
nltles through projects deslgned to orgamze 
commumty residents, to engage the poor m 
the plannmg and Implementation of projects, 
and to be an organized advocate for the poor 
m effectuatmg changes whch would expand 
the avsLllab&ty of services to the poor 

The program has acheved varymg suc- 
cess m mvolvmg local residents and poor 
people in approximately 1,000 commumtles, 
it has been an effective advocate for the poor 
m many commumtles and appears to have 
gamed acceptance m most commumtles as a 

mechanism for focusmg attention and action 
on the problems of the poor, and it has mtro- 
duced new, or expanded exlstmg, services to 
the poor CAP, however, has acheved these 
ends m lesser measure than was reasonable to 
expect m relation to the magnitude of the 
funds expended T~H shortfall 1s attributable 
prmclpally to deficiencies m admmlstlatlon 
that should be evaluated m the light 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 
capabllltles that errable mdlvlduals to obtam 
employment are maJor causes of poverty To 
attack these causes, OEO currently invests 
approximately one half of its resources m 
manpower development, trammg, and 
employment programs, a significant portion 
of this effort 1s focused on youth The pro- 
grams have provided trammg, work expen- 
ence, and supportive services to the par&cl- 
pants Apparent results-m terms of enhanced 
capabtitles, subsequent employment, and 
greater eammgs-are hrmted 

The Concentrated Employment Program 
(CEP), durmg the short penod it has been m 
existence, has shown some prormse of con- 
tnbutmg meanmgfully to the coordmatlon of 
existing manpower programs m specific target 
areas There 1s evidence, however, that there 1s 
an especial need for better coordmatlon with 
the federally iunded State employment secu- 
My agencies and wrth the Job Opportumtles 
m the Busmess Sector (JOBS) program spon- 
sored by the National Alliance of Busmess- 
men 

Through the mstltutlonahzed trammg of 
the Job Corps program, corps members have 
had opportimlty to receive certam benefits, 
many of which are not subject to precise 
measurement, however, post-Job Corps 
employment experience, which 1s measurable, 
has been dlsappomtmg In the light of the 
costly trammg provided by the Job Corps pro- 
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gram, we doubt that the resources now being 
applied to this program can be fully Justified 
Our doubt IS especially applicable to the con- 
servatlon center component of the program 

The m-school and summer components 
of the Neighborhood Youth Corps (NYC) 
program have provided enrolled youths with 
some work experience, some addltlonal 
mcome, improved attitudes toward the com- 
munity, and greater self-esteem If it 1s mtend- 
ed, however, that these components continue 
to have as a pnnclpal ObJective the reduction 
of the school dropout problem, greater flexl- 
blhty should be provided m the use of funds 
for such thmgs as the enlargement of exlstmg 
school cumculums, more mtenslve and pro- 
fessional counsehng, and tutormg for poten- 
tlal dropouts 

We question the need for retammg the 
NYC out-of-school component as a separate 
entity The objective of thus component seems 
to be encompassed m other exlstmg programs, 
particularly the Manpower Development and 
Trammg Act (MDTA) program, urlth which 
the out-of-school component could be 
merged As presently operated the out-of- 
school component has not succeeded m 
provldmg work trammg m conforrmty with 
clearly expressed legislative mtent 

The work experience and trammg pro- 
gram, soon to be replaced by the work mcen- 
tlve (WIN) program, has enabled persons on 
the welfare rolls to obtam employment and 
assume more econormcally gamful roles in 
society On the other hand the program 
experienced deficlenaes m certam functions 
of admmlstratlon which detracted from the 
accomphshment of the program’s mlsslon 

Our hrmted review of locally mltlated 
employment and Job creation programs under 
CAP revealed varymg degrees of success 

The avsulable data showed that most of 
the manpower programs experienced tigh, 
early dropout rates which strongly indicated 
that many enrollees received httle or no 
actual help 

Health programs 

The Comprehensive Health Semces Pro- 
gram 1s a rather recent mnovatlon and, partly 
because of delays m the program’s becommg 
operational, has reached only a portion of Its 
intended population Many of those that It 
has been able to reach have been provided, for 
the first time, mth readily accessible medical 
care on a comprehensive basis Umform plans 
and procedures are needed to evaluate OEO’s 
and the Department of Health, Education, 
and Welfare’s health projects durmg the devel- 
opment phase and on a long-range basis More 
appropnate and equitable standards need to 
be estabhshed for determmmg ehglblhty for 
free and reimbursable semces 

The farmly plannmg programs are also of 
recent ongm, and only hnuted data as to 
results was available 

Education programs 

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

Avalable evidence suggests, however, 
that Head Start children at the locations 
vlslted made modest gams m social, motlva- 
tlonal, and educatlonal charactenstlcs and 
were generally better prepared for entry mto 
regular school than were their non-Head Start 
counterparts The cmdren also benefited 
from medlcal and dental semces, although 
some &d not benefit because of delays m pro- 
viding these services, from well-balanced 
meals, and from group-mstmctlon activities 
The program, however, has not succeeded m 
gettmg sufflaent mvolvement by parents of 
Head Start cmdren, which IS a primary objet- 
tlve of the program 

The Upward Bound program has pro- 
vlded partlclpants wth opportumtles to over- 
come hankcaps m acadermc achievement and 
m motivation, to complete h@ 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-income population, have 
h&er college adrmsslon rates m comparison 
mth the national average for high school grad- 
uates, and have college retention rates above 
the natlonal average for all college students 
The extent to which mehgble youths are 
accepted detracts from the effectiveness of 
the program 

Other education programs have expen- 
enced some success by rasmg the enrollees’ 
protiaency m basic educational slulls and by 
culturally ennchmg then hves, however, the 
management of such programs was m need of 
nnprovement 

Other programs 

The Legal Services program has lm- 
proved the phght of the poor by affordmg 
them legal representation and educatmg them 
as to their legal rights and responslblhtles The 
success of this program m asslstmg the poor 
to form self-help groups, such as coopelatlve 
and busmess ventures, has been lirmted, and 
few Legal Semces projects have engaged m 
efforts to brmg about law reform 

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

The mgrants and Seasonal Farmworkers 
program m hzona has been beneficial m 
helpmg rmgrant adults to obtam or qualify for 
employment and m preparmg preschool 
nngrant cbldren to enter elementary school 
Program effectiveness could be mcreased by 
more closely relatmg education and trammg 
courses to the speaflc needs of program 
participants and by hmltmg partlclpatlon to 
the target population 

The Econormc Opportumty Loan Pro- 
gram (transfened to the Small Busmess Ad- 
mnustration m 1966) would better a&eve the 
objective for whch it was estabhshed If it 
offered greater assistance to borrowers to ad 
them m lmprovmg then managerial slulls and 
if it were carned on wth greater adrmmstra- 

tlve effiiclency The Economc Opportunity 
Loan Program for low-income rural farmhes 
admmlstered by the Department of Agr~cul- 
ture made only a hnuted contnbutlon to 
bettermg the mcome of a maJonty of loan 
recipients mcluded m our review Our evalua- 
tion, which was based on borrowers’ opera- 
tions for a l-year period, &d not pelmtt an 
assessment of whether program objectives 
would be acbeved m succeedmg years Inade- 
quate counsehng and supervIsion and lack of 
definltlve ehgbfity cntena tended to hunt 
program effectiveness (For addtlonal mfor- 
mation on our findmgs and recommendations 
related to these two loan programs see items 
5 anti 12) 

EFFICIENCY OF ADMINISTRATION 

The effectiveness of the total antl- 
poverty effort 1s dependent, m considerable 
measure, on the manner m which mdlvldual 
programs and actimtles are admmlstered It 
was to be expected that estabhshment of a 
new OEO (m 1964) havmg responslblhty for 
launchmg innovative (1 e , unprecedented) 
programs and for &fflcult or lmposslble coor- 
dmatlon would create many admmlstratlve 
problems m the early years of operations 
Also, the emphasis placed m 1964 on gettmg 
programs under way and obtammg results 
quickly &d not leave sufficient time to plan 
and estabhsh well-designed and tested admm- 
lstralzve machmery Although progress has 
been made m the past 4 years, the admmlstra- 
tive machmery IS still m need of substantial 
improvement 

Program and project managers, m most 
programs, have not been provided with ade- 
quate guidance and momtormg by OEO and 
other responsible Federal agencies There 1s 
need for imploved pohcles and procedures to 
strengthen (1) the process by which program 
partlclpants are selected, (2) the counselmg of 
program participants, (3) the supervlslon of 
staff, (4) Job development and placement, (5) 
the ways m which former program partla- 
pants are followed up on and provided wth 
further assistance, and (6) the recordkeepmg 
and reportmg necessary to perrmt more effec- 
tive evaluations of accomphshments and more 
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ade quate accountablhty for expenditures 
Some of these shortcommgs can be attributed 
to msufficlent and mexpenenced staff, park- 
ularly at the local level 

The Commumty Action Program, for 
wkch a substantial portlon of OEO funds 
are expended, requires greater effort to aid 
the local CAAs build effective admmlstratlve 
machmery, more adequate program planmng 
and evaluation, and better operational pro- 
cedures and tramed personnel at the nelgh- 
borhood centers Also more support should 
be aven to mnovatlve efforts of the type 
currently underway at OEO to evaluate 
CAPS 

The adrmmstratlve support to the antl- 
poverty programs w111 have to be substantially 
augmented and Improved to achieve sawfac- 
tory effectiveness of antipoverty efforts wth 
the hrm ted resources avdable 

For substantially all programs, partlc- 
ularly the manpower programs, payroll proce- 
dures need to be strengthened to afford ade- 
quate control agamst irregulantles, procure- 
ment practices should be modlfled to hrmt 
purchases to what 1s demonstrably needed 
and the lowest cost, and more effective proce- 
dures are needed to ensure the utihzatlon and 
safeguardmg of eqmpment and supphes and 
their timely &spo&on when they become 
excess to needs Closer attention should be 
aven to clanns for non-Federal contributions 
so that only vahd Items supported by ade- 
quate documentation are allowed 

Many of the adrmmstratlve deficlencles 
identified m our exammatlon could have been 
avoided or corrected sooner If requlslte 
audltmg and momtormg by responsible local 
and Federal agencies had been more timely 
and comprehensive 

PRINCIPAL RECOMMENDATIONS 

We beheve that, to provide more effec- 
tive means for achlevmg the obJectlves of the 
Economsc Opportumty Act, revlslons are 
needed m the programs and orgamzatlon 
through which the effort to ehmmate poverty 

has been outlmed m the act Accordmgly, we 
offered the followmg recommendations 

Community Actlon Program 

1 CAAs and OEO should Institute 
efforts to 

Improve the plannmg of local 
prolects 

Generate greater cooperation 
among local pubhc and pnvate 
agencies 

Stimulate more active particl- 
patlon by the poor 

Develop means by wbch the 
effectiveness of programs can 
be evaluated and require perr- 
o&c evaluations to be made 

Strengthen the capablhty of 
the neighborhood centers to 
carry out their functions of 
ldentifymg lesldents m need 
of assistance m the target areas 
and of followmg up on refer- 
rals made to other units or 
agenees for rendermg needed 
serwces 

2 OEO should consider mcludmg 
mcome among the eh~blhty re- 
qmrements for those component 
programs, such as education and 
manpower, wkch are dnected to 
mdlvlduals or farmhes and which 
mvolve a slgnlflcant unit cost and 
for which mcome 1s not now an eh- 
Bblhty reqmrement 

3 OEO should gve greater emphasis 
to research and pdot proJects that 
offer pronuse of alleviation of pov- 
erty m rural areas and should en- 
courage CAAs in rural areas to 
broaden the range of actlvltles that 
will contibute to econonuc devel- 
opmen t 
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4 The Congress should consider 
whether addltlonal means are neces- 
sary and desnable to assist residents 
of rural areas that cannot build the 
econormc base necessary for self- 
suffiaency, to meet their basic 
needs 

Manpower programs 

5 The Secretary of Labor should take 
further steps to ensure that 

a Full use IS made of the exist- 
mg facfilties and capablhtles of 
the State employment secur@ 
agencies m connection with 
CEP operations 

b CEP oper%tions are coordl- 
nated fully with the JOBS pro- 
gram 

6 The Congress should consider, 
whether the Job Corps program 
particularly at the conservation cen- 
ters, IS sufflclently achevmg the 
purposes for which it was created 
to Justify Its retention at present 
levels 

7 The Congress should consider 

a Redefiing and clarlfymg the 
purposes and intended obJec- 
tlves of the NYC m-school and 
summer work and tramng 
programs authonzed for stu- 
dents m section 123(a)( 1) of 
the E c ononuc Opportunity 
Act of 1964, as amended 

b Estabhshmg specific and reahs- 
tic goals for programs author- 
ized and relative pnontles for 
the attainment of such estab- 
hshed goals 

8 The Congress should consider 

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

9 The Secretary of Labor, to make 
the WIN program effective, should 
gve close and contmumg attention 
to the problem of enrollee absen- 
teeism and ascertam the causes of 
early termmatlons and absenteeism 
and how these causes may be allevl- 
ated or ehmmated through addl- 
tlonal services, mo&fication of pro- 
gram content, or other means 

Health programs 

10 The Director, OEO, through his 
cognizant program office, should 
define the cn-cumstances under 
which health centers may finance 
costs of hospltahzatlon, establish 
more appropnate and eqmtable cn- 
tena to be used m determmmg the 
ehgrbfity of applicants for medical 
care, and, m accordance Mth grant 
condltlons, reqmre centers to claim 
reimbursement from third parties 

11 Increased attention should be Bven 
by both the Director of OEO and 
the Secretary of Health, Education, 
and Welfare to the coordmatlon of 
the agencies’ health efforts and the 
development of umform standards 
for evaluating health projects and 
programs mcludmg famdy-planmng 
programs, both durmg the develop- 
ment phase and on a long-range 
basis 

Education programs 

12 The Director, OEO, should direct 
and assist local Head Start offlaals 
to make further efforts to mvolve 
more parents of Head Start children 
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m the program m order to enhance 
the opportumty for developmg the 
close relationship between parents 
and their children that 1s so vital to 
the chldren’s social and educa- 
tional growth 

13 The Dn-ector, OEO, should improve 
procedures for the recrmtment and 
selection of participants m the 
Upward Bound progam 

14 The Director, OEO, should requue, 
as prerequisites to fundmg locally 
initiated education programs 

a Determmatlons as to whether 
the program ill conflict mth 
existing programs dnected to 
the poor and whether it could 
be financed urlth other than 
OEO funds 

b The ldentlficatlon of available 
resources and fac&tles whch 
could be used m the program 
to reduce the expendture of 
limited OEO funds 

C The ldentlficatlon of conple- 
mentary education programs 
through which f&her educa- 
tional assistance could be 
afforded to OEO program 
graduates 

Other programs 

15 The Director, OEO, should 

a More clearly define program 
objectives and major goals to 
the Legal Semces project dl- 
rectors and mstruct them on 
the methodology of engagmg 
m actlvltles directed toward 
e con ormc development and 
law reform 

b Make efforts to develop and 
implement measures of the 
extent to which Legal Semces 
projects are achevmg national 
program pnontles and objet- 
tives 

16 To nnprove procedures leadmg to 
the assignment of selected apph- 
cants to the VISTA regonal tram- 
mg centers, the Dlsector, OEO, 
should give conslderatlon to the 
feaslbtity of requlrmg that apph- 
cants be interviewed and given 
aptitude tests before they are con- 
sidered ehglbtity for VISTA 
traimng 

17 The DIrector, OEO, should requn-e, 
vvlth respect to the Migrant and 
Seasonal Farmworkers program, 
that 

a Systematic employablhty 
plans be prepared whereby 
participants’ handicaps can be 
identified at the time of enroll- 
ment so that an appropnate 
cumculum may be developed 
to meet such needs 

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

C Data on participants’ post- 
program experience be mam- 
taned 

18 The Adrmmstrator, Farmers Home 
Administration, Department of 
Amculture, should 

a Conduct a study pnmarrly 
aimed at 

1 Establishing rmmmum 
standards mth respect to 
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the amount of supervl- 
sory assistance that 
should be gven bonow- 
ers under the Economc 
Opportumty Loan Pro- 
gram m order to ensure 
that they recewe ade- 
quate guidance 

2 De t ernumng, consistent 
with the foregomg stan- 
dards, the quantity and 
types of supervision 
needed and the loan ac- 
tivity level whch can be 
sustained within the 
sup ervlsory capablhtles 
available 

b Revise Farmers Home Admm- 
istration mstructlons as to 
loan ellglblllty to require 
appropnate conslderatlon of 
net assets and the recordmg of 
the cwumstances consldered 
to Justify the makmg of loans 
to apphcants whose incomes 
and/or assets exceed specified 
amounts 

Coordmation and orgamzatlon 

19 

20 

21 

A new office should be estabhshed 
m the Executive Office of the Presl- 
dent to take over the plannmg, 
coordmatlon, and evaluation func- 
tions now vested by the act m the 
Econonuc Opportunity Council and 
OEO 

OEO should be contmued as an 
mdependent operating agency out- 
side the Executive Office of the 
President, with responslblhty for 
admlnlstermg CAP and certam 
other closely related programs 

Fundmg and admmlstratlon of cer- 
tam programs now funded by OEO 

12 

should be transferred to agencies 
which adrmmster programs that 
have closely related obJectives 

22 The proposed new office m the 
Executive Office of the President 
should have responslblhty for 
ensunng coordmatlon of actlvltles 
of local Cities Demonstration Agen- 
cies and CAAs If thts new office 1s 
not establlshed, conslderatlon 
should be given to placing tks 
responslblhty under the Secretary 
of Housmg and Urban Develop- 
ment 

23 The Congress should direct that a 
report be subrmtted on longer 
term actions required to coordl- 
nate and to maxlmlze the use of 
community action and cltlzen par- 
tlclpatlon efforts m federally 
assisted antipoverty programs 

The evaluation function 

24 The recommended new office m 
the Executive Office of the Presl- 
dent should further develop the 
evaluation function mth respect to 
antipoverty programs 

General 

25 The responsible Federal agencies 
should gve particular attention to 
provldmg for more frequent and 
comprehensive au&ts of all antl- 
poverty programs 

(B-130515, March 18, 1969) 

5 DIRECTION AND CONTROL 
OVER RURAL LOAN PROGRAM OPER- 
AT IONS-Our review of the economic oppor- 
tumty (EO) loan program, which 1s adms- 
tered by the Farmers Home Admmlstratlon 



(FHA), Department of Agxulture, and 1s 
designed to assist low-income rural famlhes m 
ralsmg and mamtammg their mcome and lm- 
mg standards, showed that, although the pro- 
gram had helped a number of mdlvlduals to 
rase thex mcome slgmficantly, the majority 
of borrowers had made less or shghtly more 
mcome from their loan-financed enterprises 
dunng a l-year perrod than was needed to 
meet payments on loan prmapal 

We stated our behef that, when viewed 
from the standpomt of permanently bettermg 
the mcome of loan reclplents, the program’s 
contrtbution, with respect to the majority of 
loan reclplents, had been very hmlted Our 
conclusions, however, were based on an evalu- 
ation of the borrowers’ operations for a 
l-year period, although the loans had repay- 
ment periods averagmg 10 years Therefore 
our evaluation did not pernut a positive 
assessment of whether m succeedmg years the 
loans urlll achieve then ultnnate objectives 

We stated our behef also that 

-the lack of adequate counselrng and 
supervlsron by FHA had had a bearing 
on the Indicated bmlted progress of the 
borrowers, 

-the lack of precise loan elrgrbllrty err- 
terla had resulted In loans’ being made 
to mdrvrduals whose reported financial 
condmon and background indicated 
that they were not rn the proverty cate- 
gory, and 

-FHA needed to strengthen its planmng 
and management tnformatlon system in 
order to enable It to adequately assess 
the results of the program and to plan 
Its future drrectron 

In addition, FHA was unable to rehably 
determme the admmlstratlve costs of carrying 
out the EO loan program As a result, the 
total admmlstrative costs mvolved m carrying 
out the program, substantial amounts of 
which came from funds made avadable for 

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

In view of the foregomg fmdmgs, we 
basically recommended 

-That FHA (a) establish mmrmum stand- 
ards with respect to the amount of 
supetvrsory assistance that should be 
given EO 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 actrvrty within 
the supervrsory capabllrtres available, 
and (c) establish procedures and con- 
trols to ensure that supervision IS fur- 
nrshed to borrowers at the desired level, 

-That FHA revise Its mstructron 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 specrfled, that 
proper justrflcatton be shown in the 
records for making an EO 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 famrlres 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, (c) 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 effectrvely evaluated 

Although not agreemg mth many of our 
findmgs and recommendations, FHA advised 
us m March 1969 that It recognized the need 
for 

-improving borrower counselrng and 
supervision, 
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-documenting ]usttflcatlon for makmg 
loans to lndlvlduals whose Income or 
asset posltlon appeared to make him 
mellglble, and 

-improvIng its system of program evalua- 
tion by reftnlng performance data and 
increasing FHA’s analytlcal capabIlItIes 
In developmg trends and problems in 
low-income rural areas 

(B-1305 15, August 2 

6 ACCOI 

, 1969) 

NTING AND INTER- 
NAL CONTROL-In January 1969, we re- 
ported to the Chairman of the Senate Com- 
rmttee on Appropriations, at tis request, on 
our review of Government funds uttized 
under the first two of three Department of 
Labor contracts with Youth Pride, Inc , Wash- 
mgton, D C Our review revealed numerous 
weaknesses m PRIDE’s system of accounting 
and internal controls Also, enrollees mter- 
viewed by us made numerous allegatlons of 
lmproprletles and n-regulantles mvolvmg 
prmclpally expenditures of payroll (Informa- 
tion mdlcatmg that Federal cnmmal laws 
m&t have been vlolated was referred by us 
to the Department of Justice ) Accordmgly, 
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 it was not feasible to 
determme, with any degree of accuracy, the 
full extent to which funds may have been 
misused The weaknesses m the system of 
accountmg and mtemal controls were sub- 
stantially corrected durmg our review, but we 
pomted out that no system could be expected 
to provide complete protection agamst all 
types of fiscal lrregularltles 

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

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

We recommended that the Department 
monitor PRIDE’s accounting and internal 
control procedures and perform penodlc 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 Appropnatlons, at his 
request, on our review of Government funds 
utilized under the first two of three Depart- 
ment of Labor contracts mth Youth Pnde, 
Inc , Washmgton, D C We noted that PRIDE 
had not comphed with certain reqmrements 
of Its contracts with the Department and with 
certam Government regulations relative to 
keeping records, submlttmg reports, handhng 
project funds, obtammg departmental approv- 
al for certain transactions, determlmng ehgl- 
b&y of enrollees, and adhenng to hnutatlons 
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- 
tmuous basis to ensure that PRIDE 1s comply- 
ing with apphcable contract requirements and 
(b) the Department reduce all waivers of 
contract requirements to wrltmg (B-164537, 
January 16,1969) 

8 CONTRACTS FOR FINANC- 
ING ON-THE-JOB TRAINING-In a report 
submitted to the Congress m November 1968, 
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we pointed out that certam contracts awarded 
by the Department of Labor to private firms, 
pnnapally m the Los Angeles County area of 
California, to conduct on-the-Job (OJT) tram- 
mg for disadvantaged and hard-core unem- 
ployed had served pmnanly to rennburse 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 tram- 
mg efforts beyond those usually camed out 

We found that the Department of Labor 
had not developed adequate guldehnes and 
procedures for Its field personnel m zmple- 
mentmg the ‘cmamtenance-of-effort” clause 
which 1s mcluded m every OJT contract to 
ensure that the contractor’s previous trammg 
efforts are maintained at no cost to the Gov- 
ernment Prior to awardmg the contracts, the 
Department of Labor did not ascertam either 
the number of employees normally tramed by 
the employers or their trammg costs 

Our review showed that the Department 
had not established standards and guldehnes 
prescnbmg the length of trammg m the van- 
ous occupations that the Government would 
support under OJT contracts We found that, 
as a result, the Department had awarded OJT 
contracts m which the weeks of trammg sup- 
ported by the Government vmed, even 
though the trammg provided by each of the 
employers was for essentially the same skills 
or occupations 

In addltlon, we found a need for better 
coordmation of the OJT program m the Los 
Angeles County area because contracts were 
bemg promoted, developed, and administered 
independently by different orgamzatlons on 
behalf of the Department of Labor Conse- 
quently, there sometimes were differences m 
costs for each employee and m weeks of tram- 
mg provided for the same occupation 

Although the Department camed out 
most OJT proJects through cost-relmburse- 

ment contracts, we beheve that these projects 
could have been operated more efficiently 
and econonucally if fixed-price contracts had 
been used m situations where the Department 
had obtamed cost experience and was negotl- 
atmg a follow-on or similar-type contract 

We recommended that the Secretary of 
Labor prescribe appropnate procedures for 
use by the contractmg officials m determmmg 
levels of pnor trammg effort and m estab- 
hshmg the costs to be rennbursed under OJT 
contracts 

In addition, we suggested that the De- 
partment take steps to establish reasonably 
uniform standards and guldehnes govermng 
the length of trammg the Government should 
support for particular occupations under OJT 
contracts Moreover, we suggested that the 
Secretary of Labor establish appropnate pro- 
cedures to properly coordmate the develop- 
ment and admmlstratlon of OJT contracts 
and develop a pohcy to requre the use of 
fixed-price contracts where appropriate 

The Secretary of Labor agreed \;vlth most 
of our findmgs and pointed out corrective 
actions planned or taken The Secretary 
questloned, however, whether the Depart- 
ment should engage m a costly admmlstratlve 
process to determme compliance with the 
mamtenance-of-effort clauses of the contracts 
m the absence of a statutory requirement 
therefor 

In our opmlon, the Department’s pohcy 
of including mamtenance-of-effort clauses m 
all OJT contracts was formulated as an mter- 
pretatlon of legslatlve intent, and we therefore 
questioned whether any substantive change of 
pohcy regarding the mamtenance-of-effort 
concept was proper without first obtammg 
congressional approval We therefore urged 
that the Secretary of Labor take corrective 
action m accordance with our recommenda- 
tion on this issue (B-146879, November 26, 
1968) 
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9 YOUTH WORK-TRAINING 
PROJECTS (DETROIT)-In a report sub- 
rmtted to the Congress m December 1968, we 
pomted 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 m Detroit, tichlgan 

The Econormc Opportunity Act of 1964 
authorized the estabhshment of the NYC pro- 
gram for the purpose of provldmg funds and 
technical assistance to orgamzatlons willing to 
operate work-trammg projects for students 
and unemployed young men and women from 
low-income farmhes NYC actlvltles m Detroit 
began m February 1965, and Federal funds 
authorized through June 1968 totaled about 
$16 m&on 

We found a need for more careful screen- 
mg of youths applymg for the out-of-school 
component of the NYC program, to ensure 
that the youths whom the program 1s m- 
tended to benefit were enrolled A substantial 
number of the enrollees m the out-of-school 
component m Detroit Qd not meet the De- 
partment’s cntena for enrollment or could not 
be identified by us as having met the cntena, 
because the sponsors had not recorded suffi- 
clent mformatlon m the enrollees’ records to 
support posltlve determmatlons of ehgrblhty 

Also there was a need for reasonable 
follow-up procedures, to identify those 
youths who needed further advice and asslst- 
ante and to serve as a basis for program evalu- 
ation and redirection, for improved super- 
vlsory controls of the tlmekeepmg records for 
NYC enrollees m the m-school component 
sponsored by the Detroit Board of Education, 
and for more effective momtonng of spon- 
sors’ operations m Detroit by the Bureau of 
Work-Tralnmg Programs, Department of 
Labor 

In addltlon, we found that the Detroit 
Board of Education had not contributed Its 

requved share for costs of an NYC project m 
the summer of 1965 This was caused by the 
Department of Labor’s pohcy which per- 
mitted NYC sponsors to include, m the pay- 
ment for their share of the project expendl- 
tures, other Federal funds which they 
received while adnumstermg programs for 
other Federal agencies We stated that, gen- 
erally, where a Federal grant requves non- 
Federal matching funds to be provided, 
Federal or required non-Federal matchmg 
funds under another Federal grant may not be 
considered as meetmg the grantee’s matchmg 
requirements 

We recommended vmous actlons to be 
taken to screen NYC youths adequately, 
strengthen follow-up and payroll procedures, 
and intensify the Department’s momtonng 
activities We also suggested that the Secretary 
of Labor should take the necessary steps to 
ensure, with respect to future NYC agree- 
ments, that sponsors wdl not clam, as part of 
then- required lo-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 mltl- 
ated corrective actions and that every effort 
was bemg made to adJust to the requirement 
that a sponsol’s share of the program costs 
not be derived from other Federal funds or 
funds obtamed 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 m sev- 
eral aspects of the admmlstratlon of the 
Neighborhood Youth Corps (NYC) program 
operated m Los Angeles County, California 
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NYC actn&es m Los Angeles County began 
m February 1965, and Federal funds-author- 
ized through June 1968 totaled about $34 4 
milhon 

We concluded that the NYC program m 
Los Angeles nught not always have reached 
those youths m need of the program as de- 
fined by the Bureau of Work-Trammg Pro- 
grams We found that a substantial number of 
youths enrolled m the NYC program m Los 
Angeles County did not meet the eh~blhty 
cntena estabhshed by the Department, or we 
could not readily venfy then ehglblhty be- 
cause the files did not show that the sponsor 
had ehclted from the enrollees sufficient 
mformation upon which to make sound de- 
termmations of ehgbfity 

We found also that there was a need for 
the sponsor to evaluate the effectiveness of 
the orientation programs bemg gven by its 
subsponsors to new NYC enrollees, to improve 
the quahty of work supervision and increase 
counseling services gven to enrollees, to m- 
crease enrollment of NYC enrollees m sup- 
plemental education programs and nnprove 
class attendance by those youths enrolled m 
such programs, and to provide increased 
emphasis on Job-development and follow-up 
services for enrollees whose partlclpatlon m 
the NYC program had termmated 

In addltlon, we noted the need for lm- 
provement by the sponsor m controls over 
wages and salaries pad to enrollees and the 
admmlstratlve staff, for documentation of the 
non-Federal contnbutlons to the NYC pro- 
gram, for tlmehness m auditing the activities 
of its subsponsors, and for commumcatlon 
between NYC admmlstrators 

We recommended, m general, that the 
Department of Labor momtor the lmple- 
mentatlon of corrective actions planned by 
the sponsor and its subsponsors to nnprove 
eh@bllty determmatlons and ensure that such 
improvements are accomphshed on a timely 
basis 

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 Servxe 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 Aplll 1969, we pomted out a num- 
ber of deficiencies m the adrmmstratlon of 
the Neighborhood Youth Corps (NYC) pro- 
gram m Phlladelphla and Pittsburgh that 
warranted attention by the Department of 
Labor NYC activities began m Ptiadelptia 
durmg March 1965 and m Pittsburgh durmg 
June 1965, and Federal funds authorized 
through June 30, 1968, totaled about $26 5 
m&on 

We concluded that, for 40 percent of 
1 ,123 youths enrolled m the NYC program m 
Ptiladelphla and Pittsburgh, ehglbllty cntena 
estabhshed by the Department had not been 
met or ehgblllty of the youths could not be 
readily ascertained because records supporting 
the sponsors’ eh@b&ty determmatlons were 
not complete 

We found a need for the sponsormg 
orgamzations to take appropnate actlon to 
increase enrollment and improve attendance 
of NYC youths m supplementary education 
programs, to adequately support m-lurid con- 
tnbutions clanned as the sponsors’ share of 
project costs, to unprove the controls over 
payroll operations, and to consider use of 
available Government sources of supply m 
acqumng office equipment and supphes 

In addltlon, we beheved that there was a 
need for more effective momtonng of sponsor 
operations by the Department to improve 
program effectiveness and to ensure comph- 
ante with work-trammg contracts 
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We recommended that the Department 
obtam the needed nnprovements m screemng 
procedures of the sponsors m Pluladelphra 
and Pittsburgh and that the Department 
mtenslfy its momtormg of these procedures m 
these &es We recommended also that the 
Department assist and encourage the sponsors 
to improve other aspects of the adrmmstra- 
tlon of the NYC program 

On June 19, 1969, the As&ant Secre- 
tary of Labor for Admmlstratlon advised us 
that the sponsors were currently reviewmg 
and carefully momtormg all enrollee records 
for ehgblllty, utihzmg guidance mformatlon 
(school attendance and grades) and mcome 
cntena pubhshed by the Office of Econormc 
Opportumty and by the Department of 
Labor He stated also that addltlonal man- 
power resources which the Department of 
Labor had authonzed m these areas would 
allow for more frequent and detailed momtor- 
mg of sponsors’ total operations and for pro- 
vldmg technical assistance to the sponsors 

The Assistant Secretary also advised us 
that the Department of Labor agreed with our 
other findings and recommendations and out- 
hned the corrective actions bemg taken by the 
Department and the sponsors (B-165666, 
Aprrl8, 1969) 

12 ADMINISTRATION OF ECO- 
NOMIC OPPORTUNITY LOAN PRO- 
GRAM-In an April 1969 report to the Con- 
gress, we expressed the opmlon that the 
efflaency of the admmlstratlon of the Eco- 
nomic Opportunity Loan (EOL) Program by 
the Small Busmess Admmlstra$on (SBA) could 
be substantially improved We also stated 
that, m some cases, the effectiveness mth 
which the program achieved the objectives of 
the Econormc Opportumty Act could be m- 
creased 

In our evaluation of the adrmmstratlon 
of the program we rehed, to the extent we 

considered feasible, on the results of the re- 
view made by SBA’s Audits Dlvlslon Our 
survey also included a review of three reports 
on studies of the EOL Program which were 
issued m February 1966 and m June and 
December 1967 by two consultmg firms 

Our survey showed that 

-SBA had made only limited analysesof 
program mformatlon for evaluatrng the 
effectiveness of the program 

-The lack of speclflc guIdelines for ap- 
plying the various loan ellglbllrty crl- 
terla appears to have resulted In ques- 
tionable interpretations of the criteria 
In some cases, however, we concluded 
that inadequate conslderatlon of exlst- 
mg guldelmes by SBA officials was the 
basic cause for questionable mterpreta- 
tlons 

-The stated objective of the Economic 
Opportunity Act with respect to Im- 
proving managerial skills employed In 
small busmess concerns had not been 
fulftlled 

-SBA needed to improve Its evaluation 
of the applicants’ ability to repay loans 

The mternal auditors m then review also 
noted a need for improvement of various pro- 
cedures m the review, approval, and adnums- 
tration of loans We stated that the coflectlve 
action taken by SBA concemmg the need to 
nnprove certam procedures brought to man- 
agement’s attention by the mternal auditors 
should, if properly Implemented, nnprove the 
admmlstration of the EOL Program 

We recommended that, m order that the 
Congress and SBA may be m a posltlon to 
better evaluate the effectiveness of the pro- 
gram for meeting the objectives of the act, 
SBA, throughout the term-of&he loan, obtam 
mformation regardmg the number of persons 
employed by the borrower, that SBA make 
further efforts to provide more specific m- 
structlons and guidance to SBA employees 
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for use m thev review and approval of EOLs, 
and that SBA intensify its efforts to obtam 
adequate fmanclal data from the loan 
apphcant and that loan speclahsts mtenslfy 
their analysis of the data 

In commenting on our fmdmgs 111 No- 
vember 1968, the Adrmmstrator of SBA 
expressed general agreement vvlth the matters 
pointed out but &d not favor our proposals for 
specific corrective action He stated that, m 
the opmlon of SBA, actions already taken 
would ehmmate the weaknesses outlmed m 
the report (B-130515, Aped 23,1969) 

13 CONSOLIDATION AND 
COORDINATION OF PRESCHOOL PRO- 
GRAMS AMONG FEDERAL AGENCIES-In 
a report submitted to the Congress m Feb- 
ruary 1969, we compared the preschool pro- 
grams operated m Los Angeles County, 
California, durmg the 1966-67 school year by 
the Office of Economic Opportumty (OEO) 
and by the Office of Education and the Social 
and Rehabllltatlon Service, of the Department 
of Health, Education, and Welfare (HEW) We 
reported that differences exlsted m the types 
and degrees of services provided to the en- 
rollees m the areas of education, health, nutn- 
tlon, and soaal services m three federally 
supported preschool programs In the area of 
program admmlstratlon, we reported that 
differences existed m such areas as (a) age and 
Income enrollment cntena, (b) staff qualifi- 
cation requirements and salanes pad, (c) staff 
workload and responslblllty, (d) program 
duration, and (e) program evaluation 

On the basis of our renew, we belleve 
that, to reahze maxunum benefits from the 
preschool programs and to avoid mconslsten- 
cles and possible mequltles among dlsadvan- 
taged children being served, there IS a need for 
coordmated dlrectlon of the programs among 
the Federal agencies and a need for consldera- 
tlon of the deslrablllty of prescnbmg com- 

parable cnterra for enrollment, comparable 
guldelmes for services, and a standard term of 
enrollment among the preschool programs 
Further, we believe that there IS a need for 
evaluation of the comparative degrees of 
success that have been attamed m the various 
programs, smce, m our opmlon, such an evalu- 
ation would form a constructive base for 
future programs 

The need for more effective coordma- 
tlon of Federal programs was recogmzed m 
section 631 of the Economic Opportumty 
Act of 1964, as amended December 23, 1967 
This section provided for reestabhshmg the 
Economic Opportumty Council, m part, to 
assist the President of the Umted States m 
provldmg for the coordmatlon of Federal pro- 
grams and activltles related to the act and m 
resolving differences arrsmg among Federal 
departments and agencies with respect to such 
programs and actlvltles 

The responslbllltles of the Economic 
Opportumty Council, the Director of OEO, 
and partlclpatmg Federal departments and 
agencies m combmmg, coordmatmg, and con- 
sohdatmg programs are further defined m sec- 
tions 632,633, and 634 of the act 

In view of the mconslstencles and pos- 
sible mequltles m servmg disadvantaged chll- 
dren and the need to achieve a more 
coordmated effort m admmlstermg the pre- 
school programs, we proposed that the Eco- 
nomlc Opportunity Council determme 
whether the vanous preschool programs 
adrmmstered by OEO and by the Social and 
Rehabllltatlon Service and the Office of Edu- 
cation, HEW, should be consohdated under a 
smgle Federal agency 

Pendmg such a determmatlon we pro- 
posed that the Secretary, HEW, together with 
the Dn-ector, OEO, and the Econonuc Oppor- 
tunity Council-as authonzed by part B of 
title VI of the Econormc Opportunity Act- 
take such actions as might be required to 
strengthen the coordmation among the van- 
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ous preschool programs and to consider the 
need for comparable cntena to be applicable 
to the programs m the mterest of provldmg 
more equal service to partlclpatmg, dlsad- 
vantaged cMdren 

We were mformed by OEO that as of 
November 30, 1968, the President had not 
yet appomted members to the Economic 
Opportumty Council reestabhshed by the 
Economic Opportumty Amendments of 
1967, however, both HEW and OEO advlsed 
us of actions taken by them that were respon- 
sive to our proposals 

The Acting Duector of OEO informed us 
that, pursuant to a dlrectlve from the White 
House dated Aplll 10, 1968, the Secretary of 
HEW had estabhshed a Federal Panel on Early 
CMdhood The OEO letter advised us that 
the Panel, which was composed of representa- 
tlves of Federal agencies adnumstelvlg related 
programs on early chldhood, had been asked 
to develop, among other thmgs, plans for the 
most effective use of operatmg, research, 
trammg, and techmcal assistance funds avail- 
able to the departments and agencies m ways 
which would support the obJectives of all 

Also, the dn-ectlve provided that the plan 
be developed so as to ensure that program 
coordmation, both m Washmgton and m the 
field, would be contmuous and that semces 
would be available wherever needed under 
common standards and pnontles and m ways 
that would actively mvolve State, local, and 
private agencies 

The Secretary of HEW, m tis letter of 
October 4, 1968, stated that the Panel was 
currently engaged m a series of studies and 
workmg on a program called the Commumty 
Coordmated Clzlld Care Program, which were 
addressed directly to the kmd of matters dls- 
cussed m this report 

In addition to the above, the Congress, 
under section 309 of the Vocational Educa- 

tion Amendments of 1968, directed the Press- 
dent to make a special study of where the 
responslblllty for admmlstermg the Head 
Start program should rest and to subrmt the 
fimdmgs of this study to the Congress not 
later than March 1, 1969 On February 19, 
1969, the President subrmtted 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 duectwe, responslblllty 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 m February 1969 that the Office of 
Econormc Opportunity (OEO) pohcy 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 m 
the program admmlstered by the Econormc 
and Youth Opportumty Agency of Greater 
Los Angeles (EYOA) Transfer of these 
records, which contamed nnportant data on 
the chldren’s Head Start performance and the 
extent of health services provided, 1s neces- 
sary to ensure that the children are not de- 
paved of certam benefits of the program 

Durmg our visits to certam delegate 
agencies, we noted that the records of ch& 
dren enrolled m 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 m requestmg the records After 
we discussed this matter with EYOA officials, 
EYOA adopted a revised procedure wlvch 
provided fol the delegate agencies to hand- 
carry the Head Start enrollees’ records to the 
appropnate schools 
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By letter dated July 12, 1968, th’e Act- 
mg Director, OEO, Informed us that exact 
procedures for the transfer of records could 
be worked out only at the local level and that 
the 1966 guldelmes duected that provlslon be 
made for the transfer of the health records of 
Head Start enrollees 

Subsequently, OEO offlclals acknowl- 
edged to us that, apparently because of an 
oversight, the OEO Head Start gmdelmes 
issued m September 1967 did not contam 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 revlSe 
the Head Start guldehnes 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 m February 1969 
that we believe that the enrollment of ch.& 
dren m the Head Start classes m Los Angeles 
County could be mcreased If the Office of 
Economic Opportunity (OEO) class enroll- 
ment cntena were revised to give recogmtlon 
to the average ddy attendance of enrollees 
The Head Start class size recommended by 
OEO was 15 children with a maximum and 
mmmmm enrollment of 20 and 12 cudren, 
respectively We found that the enrollments m 
Head Start classes were hmlted by the Eco- 
normc and Youth Opportumtles Agency of 
Greater Los Angeles (EYOA) to 15 cluldren 
and that additional children could have been 
enrolled smce the average dtiy attendance for 
the classes of selected delegate agencies was 
about 12 ctidren 

After we brought this matter to EYOA’s 
attention, EYOA advised its delegate agencies 
m March 1967 to increase the enrollment m 
then- classes As a result of the increased en- 
rollment, a total of 523 additional cmdren 

were being served by April 30, 1967 We 
estimated that these children had been accom- 
modated dunng the remammg 4 months of 
the program year at an additional cost of 
about $39,000, or about $355,000 less than 
we estnnated would have been reqmred to 
estabhsh new classes to serve a hke number 
of children 

We proposed that the Director of OEO, 
to increase the number of children partlclpat- 
mg m the Head Start programs and to obtam 
the maxnnum benefits from the resources 
provided by OEO, revise the mstructlons per- 
taming to class enrollment to provide that 
grantees, m setting class levels, gwe recogm- 
tlon to the average dtiy attendance 

By letter dated July 12, 1968, the Act- 
mg Director of OEO informed us that OEO 
beheved that grantees should be encouraged 
only as a last resort to enroll additional ch& 
dren where absenteeism becomes an acute 
problem He mformed us also that OEO 
stressed that Head Start teachers and social 
workers should not consider absent children 
expendable or replaceable but rather should 
gve them the mtenslve attention needed to 
overcome the dropout problem 

The mtent of our proposal was, m part, 
to permit a greater number of chldren to 
attam the benefits of the Head Start program 
Although we agree with the concept advanced 
by OEO, we beheve that, as a practical mat- 
ter, actions cannot be taken that would re- 
duce absenteeism to a point where OEO’s 
recommended student-to-teacher ratio would 
be met 

We therefore recommended that the 
Dn-ector of OEO revise Head Start OEO 
guldehnes to requve Head Start grantees to 
enroll a sufficient number of children to 
ensure that the average class attendance IS m 
hne mth OEO’s desired staffing patterns, g~v- 
mg due conslderatlon to pnor enrollment and 
attendance statlstlcs and to the need to lden- 
tlfy, and take appropnate action or cor- 
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rect, the causes of absenteeism (B-157356, 
February 14,1969) 

16 INCOME ELIGIBILITY STAND- 
AR DS-In a report submrtted to the Actmg 
Dn-ector of the Office of Economrc Oppor- 
tunity (OEO) m September 1968 on our review 
of the Legal Services program operating m the 
cities of Phrladelphra and Prttsburgh, Pennsyl- 
vania, we reported that, under the OEO legal 
services program gurdelmes, the delegate agen- 
cies were permitted to adopt ehgrbrhty stand- 
ards that contamed higher Income hmltatrons 
than those used m other OEO programs We 
also reported that the attorneys partrapatmg 
m the Pittsburgh program were not followmg 
the ehgrbrhty standard adopted for then pro- 
gram but were followmg standards that the 
attorneys mdrvrdually determmed to be appro- 
prrate 

The director, Legal Services program, m- 
formed us that vanatrons from OEO’s general 
income cntena were Justified because (a) re- 
gronal differences exrsted m the cost of lmmg, 
(b) the uniform poverty standard would be 
mappropnate because of the hrgh cost of legal 
services, and (c) it was desnable to have the 
same Income standard as that of the local 
legal ard socrety 

We questioned whether these reasons JUS- 
trfied the use of drffermg mcome ehgrbrhty 
standards m the legal servrces program We 
beheve that regonal differences m the cost of 
hvmg and m the cost of the services offered 
would exist wrth respect to other programs 
funded by OEO Asrde from thrs questron, we 
believe mequahtres can result when attorneys 
m a partrcular program are pernutted to mdr- 
vrdually estabhsh cnterra 

We recommended that OEO review the 
propnety of its pohcy of pernuttmg the estab- 
hshment of mcome ehgrbrhty standards m the 
legal services program which may vary from 
OEO’s generally applicable gurdehnes We also 

recommended that attorneys of the Prtts- 
burgh program be required to apply mcome 
ehgrbrhty standards on a uniform basrs to all 
persons assrsted (Report to the Actmg 
Dnector, Office of Economrc Opportumty, 
September 5, 1968) 

17 ADMINISTRATION AND 
OPERATION OF THE HEAD START PRO- 
GRAM-In February 1969 we reported to the 
Congress that our review of the Office of 
Econormc Opportunity (OEO) Head Start 
services provided by delegate agencies of the 
Econornrc and Youth Opportumtres 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 opportunrty to 
participate in the program 

-Children were not enrolled In classes In 
sites nearest to their homes, which t-e- 
sulted In not keeping to a mmlmum the 
bussing of children and the traveling by 
agency personnel to children’s homes 
and by chtldren’s parents to classes 

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

We reported also that the delegate agencres 

-Had employed certain persons who did 
not meet OEO’s prescribed quallfrta- 
tlons for the posmons without docu- 
menting the agencies’ ]ustlflcatlon for 
deviating from the requirements 

-Had leased certain classroom space at 
rates that exceeded those specified in 
OEO guidelines and approved budgets 
and had accepted certam classroom 
space as a non-Federal share of program 
costs although such actron was 
speclflcally prohibited by OEO 
guidelines 



-Were not fully documenting 
expenditures of Federal funds 

-Were not determining the ellglblllty of 
children from mllltary families for 
enrollment In the program In 
accordance with OEO’s criteria 

We proposed that, to reduce mstances on 
noncomphance wth OEO-prescribed cntena, 
mstructlons, and procedures, the Director, 
OEO, reevaluate the allocation of OEO’s 
program resources so as to ensure that 
sufflclent emphasis is being Bven by OEO 
regonal office personnel to mamtam a close 
workmg relationstip at the local level We 
proposed also that the Director, OEO, 
reemphasize to the Western Regonal Director 
the need for timely and effective guidance, 
supervlslon, and review of the plannmg and 
operations of EYOA’s Head Start program 

The Actmg Director of OEO informed us 
that OEO had been acutely aware of the need 
to develop effective momtonng systems, to 
provide useful guldehnes to Head Start 
programs, and to ensure that needed program 
lnformatlon flowed smoothly from OEO 
through the grantee to the delegate agencies 
He informed us also that OEO had been 
workmg to bulld up the staff of the regtonal 
offices to a level sufficient to provide the 
needed guidance, supervlslon, and review 
(B-l 57356, February 14,1969) 

18 ENTERTAINMENT COSTS-We 
reported to the Director of Job Corps m 
October 1968 that, durmg our review of actl- 
vltles of the Albuquerque Job Corps Center 
for Women, Albuquerque, New Mexico, we 
noted that certam costs of questionable allow- 
ability had been mculuded m vouchers sub- 
mitted to the Office of Econonnc Oppor- 
tunity (OEO), by the contractor, Packard Bell 
Electromcs Corporation, for rennbursement 

under contract OEO-2480 Included m these 
costs were several instances where expense 
reports submitted by Center personnel for 
reimbursement by Packard Bell included the 
costs of food and/or entertainment furmshed 
to OEO employees 

Although it 1s recogmzed that OEO’s 
Standards of Conduct for Employees provide 
that employees may accept food and refresh- 
ment of nommal value m the ordmary course 
of a luncheon or dmner meetmg or other 
meetmgs when the employee’s attendance at 
the meeting 1s m the interest of OEO, we 
reported that the frequency mth which cer- 
tam OEO employees had accepted food 
and/or entertamment provided by contractor 
officials warranted the attention and review 
of OEO 

As a result of our report, Job Corps 
changed its pohcy to state “***that all con- 
ference meals and/or entertamment m whch 
Job Corps employees and contractor per- 
sonnel participate, ~111 be on a ‘dutch treat’ 
basis, without exception ” (Report to 
Dnector of Job Corps, Office of Economic 
Opportunity, October 2, 1968) 

19 JOB CORPS GRADUATION 
REQUIREMENTS-h a report to the Dlrec- 
tor of Job Corps, Office of Econonuc Oppor- 
tunity, m September 1968 on our review of 
the operations of the Omaha Job Corps 
Center for Women and the Excelsior Sprmgs 
Job Corps for Women we reported that the 
respective centers differed m their requlre- 
ments for graduation and that the opmlons of 
vanous staff members appealed to be the con- 
trolling factor m deternumng whether a corps- 
woman had qualified for graduation 

The Excelsior Sprmgs Center’s requlre- 
ments for graduation m a vocation consisted 
of completion of courses such as Home and 
Farmly and World of Work, completion of the 
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basic educatlonal courses required to brmg 
the achievement level of the corpswoman up 
to the grade equivalent level designated for 
the vocation selected, and completion of the 
vocational educatlonal courses and on-the-Job 
trammg (OJT) designated for the vocation 
selected 

Our review of the Excelsior Sprmgs 
Center records for selected corpswomen who 
graduated during the penod of our review or 
had supposedly completed their tralmng 
except for OJT revealed httle mformatlon as 
to when and the manner m which they had 
obtamed the achievement level required for 
graduation Although the records reviewed 
generally indicated the various courses taken 
by the corpswomen, there was httle docu- 
mentation m the files to show when and how 
the corpswomen had attamed the specific 
skills required for that vocation Accordmg to 
center officials, the teachers determined 
whether the corpswomen had progressed to 
the level required for graduation 

At the Omaha Center offlclals advised us 
that there wele two basis prerequisites for 
graduation The first prerequlslte consisted of 
a collectwe evaluation by teachers and staff 
members that the corpswoman was employ- 
able The other prerequlslte was the satls- 
factory completion of the first three steps of 
a personal development program which con- 
sisted of five “Life Sk&” 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 pnor to graduation Our review of 
Center records for 37 enrollees who were 
graduated m Apti 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 uniform standards for 
determmmg when a corpswoman was quah- 
fied for graduation to ensure that graduates 
had aclzleved acceptable standards of conduct 
or progress 

In December 1968, OEO reported that 
all women’s centers had established gradua- 
tion cntena covermg vocational, academic, 
and social achievement (Report to Director 
of Job Corps, Office of Econormc Oppor- 
tunity, September 19, 1968) 

20 ADMINISTRATION OF HEAD 
START GRANTS-In May 1969 we reported 
to the Actmg Director, Office of Econonuc 
Opportunity (OEO), that OEO needed to (a) 
improve controls over grantees’ financial re- 
porting to ensure prompt dlsposltlon of 
unobhgated funds remaining mth grantees at 
the end of the grant penod and (b) strengthen 
accounting controls over funds returned to 
OEO by grantees 

We evaluated OEO’s pohcles and proce- 
dures for controlhng grant funds and made an 
exammatlon of fiscal and other records for 
selected Head Start program grants at OEO 
Headquaters m Washmgton, D C , and the 
OEO regonal offices m San Francisco, Call- 
forma, New York, New York, and Austin, 
Texas 

We found that, because OEO had not 
effectively adnumstered the fmanclal report- 
mg requirements of the grant programs, It had 
no accurate knowledge of the status of Fed- 
eral funds m 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 
m fiscal year 1965 showed that OEO had not 
received the lequlred financial reports from 
81 grantees who had received Federal funds 
totaling about $9 nulhon Our review at the 
OEO reglonal offices also showed that 
grantees were not submlttmg the required 
financial reports 

To correct tlus situation, we recom- 
mended that OEO Headquarters issue orders 
and mstructions to emphasize the need for 
strict enforcement of grant program require- 
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ments and to establish effective controls over taged clnldren of an opportunity to partlc- 
the programs lpate m the program 

In addition to the above, we found that 
the financial reports of 105 grantees that had 
received Federal funds totalmg over $4 
rmlhon showed a total of about $350,000 m 
unexpended funds We were unable to fmd 
any evidence that OEO had received or depos- 
lted any of these funds Upon subsequent 
exammatlon of the funds received by OEO, 
we noted that $82,000 of the $350,000 had 
been received and deposited m 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 beheve that it IS one of manage- 
ment’s prrme responslbllltles to ensure that 
the agency comply with the laws and regula- 
tions apphcable to the receipt and dlsburse- 
ment of public monies We recommended that 
management ensure that funds recewed are 
promptly entered mto the accounting records 
We recommended also that OEO contmue its 
actlons to recover the unexpended balances of 
Head Start grants (Report to the Actmg 
Director, Office of Economic Opportunity, 
May 9, 1969) 

21 ELIGIBILITY CRITERIA FOR 
THE HEAD START PROGRAM-h a report 
submitted to the Congress m February 1969, 
we reported that over 490 ctidren who were 
enrolled m the Head Start classes m Los 
Angeles County were mehgible on the basis of 
the farmly income cntenon established by the 
Office of Econonuc Opportunity (OEO) We 
also reported that about 200 chJdren who 
were enrolled m the program-some of whom 
may be included m the group of over 
490-did not meet the OEO age cntenon 
Smce funds were not made available to serve 
all the ehgble chldren m Los Angeles 
County, it appeared that the enrollment of 
mehgble &ldren deprived eilgble, dlsadvan- 

It appeared also that medlcal services 
were provided to about 100 ctidren and that 
dental services were provided to about 580 
children who were not entitled to the services 
under OEO’s pohcy and its grant agreement 
with the Econormc and Youth Opportumtles 
Agency of Greater Los Angeles (EYOA) 
because controls had not been established to 
prevent the furmshmg of the services to such 
children 

We estimated that program costs alloca- 
ble to services provided to the enrollees dur- 
mg the 1966-67 program penod amounted to 
a nummum of about $451,000 for children 
who did not meet the age cntenon and about 
$30,000 for cluldren who wele not entitled to 
receive medical and dental services 

OEO estabhshed Income and age cnterla 
for determmmg ehgblhty of children for 
enrollment m the program and for deter- 
mmmg the extent of medical and dental serv- 
ices to be provided, however, OEO did not 
establish adequate controls for ensurmg full 
comphance with the cntena 

We beheve EYOA’s practices m admm- 
lstermg ehgblhty requirements evidenced a 
need for lmprovmg the effectiveness and time- 
liness of guidance, commumcatlon, and 
review by OEO and EYOA and a need for 
lmprovmg the cooperative planning between 
EYOA and its delegate agencies so that serv- 
ices can be provided to those children who are 
entitled, under program guldehnes, to such 
services 

After we brought our findings to 
EYOA’s attention, it issued mstructlons to its 
delegate agencies requn-mg that immediate 
steps be taken to comply with OEO’s income 
ellgblhty requirements Subsequently, we 
wele advlsed by EYOA that 491 mehglble 
enrollees had been dropped from the program 
and that they had been promptly replaced by 
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eligible children We estimated tha’t the 
replacement of the 491 mehglble children m 
the program with ehgble children resulted m 
the redirection of funds of about $259,000 
during the 3-month penod ended August 3 1, 
1967 EYOA advised us also that m the future 
only disadvantaged children eliable under 
OEO age and income cnterla would be 
enrolled m the program 

We proposed that the DIrector of OEO 
(a) reemphasize to grantees and their delegate 
agencies the need to comply v&h ellglblhty 
criteria, (b) have the Western Reglonal 
Director evaluate the effectiveness of the 
actions taken by EYOA to more fully comply 
wth the ehglblhty cntena and of the efforts 
by EYOA’s field representatives, and (c) 
encourage the full partlclpatlon by the dele- 
gate agencies m the preparation of the Head 
Start proposals 

The Acting Director of OEO, m com- 
mentmg on our findings and proposals by 
letter dated July 12, 1968, informed us that 
OEO had taken the follomng actlons toward 
attammg the objectives of our proposals 

-Several complementary systems had 
been developed for evaluatmg the effec- 
tiveness of grantee recruttlng and 
screenrng efforts and for developmg 
guIdelInes which would help the 
grantees accomplish that task 

-A specially recruited staff had made site 
vlsrts to about 780 Head Start programs 
In 1966 and 1967 for the purpose of 
focusing special attention on problems 
of Income ellglbllrty, and, as a result, 
Head Start guldelmes had been revised 

-The Director’s office had Issued special 
InstructIons to Regional Directors on 
the importance of ensurtng that Income 
ellglblllty guldelmes were observed 

-The Of0 Western Regional Office had 
established a special office in Los 
Angeles to improve communication and 
coordination with delegate agencies 

-EYOA had mltlated weekly meetings 
with the program directors of 1% dele. 
gate agencies OEO guIdelInes stressed 
the need for greater partlcipatlon by the 
delegate agencies and by the Head Start 
parents In program planning, and the 
Head Start appllcatlon was deslgned to 
make this requirement effective 

(B-157356, February 14, 1969) 

22 ACCOUNTING CONTROLS 
OVER CASM 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 
Econonuc Opportunity Operations, Finance 
Center, U S Army (OEOO-FCUSA), Indlan- 
apohs, Indiana, for the Office of Econormc 
Opportumty (OEO), that there was a need to 
improve financial controls over Job Corps 
allowances 

Under an interagency agreement, OEOO- 
FCUSA makes payments for the Job Corps to 
all corps members for vanous types of allow- 
ances In calendar year 1967 such payments 
amounted to about $105 mllhon and OEOO- 
FCUSA was reimbursed by OEO m the 
amount of $1 6 mllhon for the cost of ths 
operation 

From a statlstlcal sample, we estimated 
that m 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 pohcy requlr- 
mg recovery by the Job Corps centers of the 
unused pal tlon of Government-furmshed 
transportation or meal tickets was not bemg 
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implemented and OEOO-FCUSA was not 
notified so that the amount due termmated 
corps members could be reduced by the value 
of the unreturned tickets 

Although about 5,600 termmated corps 
members reenroll annually and our tests 
showed that many reenrollees may have debts 
outstandmg from pnor enrollment, pohcles 
and procedures did not call for collection of 
such debts upon readmittance 

We proposed that OEO conduct a study 
of all areas affectmg corps members’ allow- 
ances to establish a set of uniform pohcles 
and to develop adequate mstructlons and 
guldehnes for use by center directors m estab- 
hshmg better control over advances and other 
amounts due or to be collected from corps 
members 

OEO and the Department of the Army, 
m commentmg 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 
being taken by OEO and OEOO-FCUSA are 
satlsfactonly implemented, overall control 
over corps members’ pay and allowances 
should be matenally strengthened However, 
we understand that OEOO-FCUSA does not 
plan to reconcile amounts claimed by centers 
to reimburse then- lmprest funds with 
amounts advanced to corpsmen for certam 
needs 

We therefore, recommended that the 
Director, OEO, make the necessary arrange- 
ments mth 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) 

FEDERAL-AID AIRPORT PROGRAM 

23 AIRPORT SPONSORS USE OF 

FUNDS DERIVED FROM SALES OF DO- 
NATED FEDERAL LAND-We reported that 
anport sponsors had used proceeds derived 
from the sale of Government-donated land to 
offset (a) the sponsors’ share of the cost of 
Federal-ad airport program (FAAP) projects 
and (b) the cost of airport developments not 
ehgble for Federal partlclpatlon under FAAP 
In some cases, funds derived from the Govern- 
ment (proceeds from sale of Government- 
donated land and FAAP funds) were sufflaent 
to offset substantially all of a sponsor’s mvest- 
ment m its arport The Federal Avlatlon Ad- 
mmlstratlon’s (FAA’s) pohcy permitted an- 
port sponsors to dispose of land donated 
under the Surplus Property Act If, among 
other thmgs, the sponsor agreed to apply the 
proceeds to the operation, maintenance, or 
improvement of a public airport We sug- 
gested that (a) FAA’s procedures be revised to 
require an-port sponsors to use the proceeds 
derived from the sales of donated Federal 
land to offset costs of arport development 
ehgble for Federal assistance before glvmg 
addltlonal FAAP funds to the sponsors and 
(b) determine the status of the unexpended 
proceeds and assure Itself that such proceeds 
~11 be used for specific airport purposes 

FAA revised its pohcy to ehmmate the 
meqmtable-matchmg aspect we objected to 
and to provide greater assurance that proceeds 
from sales of donated Federal land would be 
used for specific airport purposes FAA also 
agreed to take actlon to ensure that unex- 
pended proceeds would be used for specific 
arport purposes (B-l 64497( 11, September 
24, 1968) 

FEDERAL-AID HIGHWA Y PROGRAM 

24 FEDERAL EMERGENCY RE- 
L I E F FU N D S-In a letter to the Secretary of 
Transportation m June 1969, we questloned 
the propnety of usmg Federal emergency 
funds to finance 100 percent of the cost of a 
four-lane bndge and approaches to replace the 
two-lane Sliver Bndge which collapsed at 
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Point Pleasant, West Vn-gmla, m December 
1967 

The replacement bndge, estimated to 
cost about $16 1 m&on, was relocated 
downstream from the old bridge, and about 
$7 6 m&on of the estimated cost was dn-ect- 
ly related to the cost of constructmg ap 
proaches 

Federal h&way le@slatlon authorizes 
the use of Federal emergency funds for the 
repar or reconstruction of tighways senously 
damaged as a result of disasters or catastrophic 
falures The Secretary of Transportation IS 
authonzed to finance, with emergency relief 
funds, up to 100 percent of the replacement 
cost of a comparable facMy If the Secretary 
determmes it to be m the public interest 

We concluded that two-lane bridge and a 
four-lane bndge were not comparable m size 
and capacity and advlsed the Secretary that 
the action taken m approvmg the use of Fed- 
eral emergency funds to finance 100 percent 
of the cost of constructmg a four-lane bndge 
and approaches, as a comparable replacement 
for the old bndge, was not consistent with the 
enabling le@slatlon or the pohcles established 
by the Federal Kghway Admmlstratlon to 
implement such leaslation 

We recommended that Federal partlclpa- 
tlon with emergency funds be hmlted to the 
estimated cost of a two-lane faclllty built to 
current design standards In addltlon, we rec- 
ommended that Federal partlclpatlon mth 
emergency funds m the cost of the ap- 
proaches be hrmted to the estimated cost of 
constructmg or reconstructmg the exlstmg 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 

PROGRAMS-Our review showed that the 
Federal Highway Admmlstratlon (FHWA), 
Department of Transportation, had estab- 
hshed a pohcy for partlclpatlon m the cost of 
State lughway safety actlvrtles which pent- 
ted the Stales to use the cost of their ongomg 
safety actlvltles to match Federal funds made 
avdable for additional safety efforts under- 
taken pursuant to the highway Safety Act of 
1966 We noted that, as a result of this pohcy, 
some States were obtammg full relmburse- 
ment for the cost of federally approved addl- 
tlonal h&way safety actlvltles undertaken 
and that other States were sharmg m the cost 
of such actlvltles 

Because FHWA’s pohcy Qd not appear 
to us to be consistent with the intent of Con- 
gress, as expressed m the enabhng legslatlon 
and Its legslatlve history, and because It ap- 
peared that FHWA was admmlstermg the pro- 
gram mequltable among the States, we recom- 
mended to the Secretary of Transportation 
that FHWA revise its pohcy to ensure that the 
matchmg of Federal and State funds be ap- 
phed to the cost of additional safety efforts 
and that the practice of usmg expenditures 
for exlstmg State actlvltles for matchmg Fed- 
eral funds be dscontmued 

The Department of Transportation dls- 
agreed wrth our mterpretatlon of the enablmg 
legslatlon and declined to accept our recom- 
mendation Basically, the Department be- 
heved that the intent of the Congress was to 
perrmt the States to match the avalable Fed- 
eral funds mth expen&tures for ongoing safe- 
ty actlvltles of the States We believe that the 
enabling le@slatlon or the IeBslatlve history 
does not support the Department’s posltlon 

We suggested to the Congress that it 
might msh to consider provldmg whatever ad- 
ditional guidance It deemed necessary to clatl- 
fy its mtent wth respect to the manner and 
extent to whch Federal funds are to be used 
for fundmg State h&way safety programs 
(B-165355, June 19, 1969) 
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26 IMPROVED APPRAISAL 
PRACTICES FOR RIGHT-OF-WAY ACQUI- 
SITIONS-We reported that, from at least 
1961, surveillance by Federal H&way Ad- 
numstratlon (FHWA), Department of Trans- 
portation, nght-of-way personnel m the State 
of Rhode Island had shown contmumg weak- 
nesses m the State’s apprasal documentation 
Durmg 0~s same period, the FHWA auditors 
had reported slrmlar weaknesses and had ques- 
tioned the reasonableness of the apprasals 
that were bemg used as a basis for Federal 
partlclpatlon We found that FHWA had not 
taken appropnate corrective action to require 
the State to make timely improvements 

We exammed 22 apprasal reports for 
properties costing a total of about $1 5 mll- 
hon and concluded that all of these apprasals 
were either mcomplete or madequate with re- 
spect to the documentation supportmg the 
valuation of the land or nnprovements 

We recommended that the Federal Hlgh- 
way Adrmmstrator institute an appropnate 
plan of action, mcludmg, if necessary, suspen- 
sion of Federal partlclpatlon m State rrght-of- 
way costs, to (a) obtam the improvements 
required m the State right-of-way acqulsltlons 
control system and (b) provide assurance that 
adequate support exists for the amount of 
Federal partlclpatlon m the State’s claims 

The Federal Highway Adnunlstrator 
agreed that improvements were needed m the 
appra& actlvltles m Rhode Island and re- 
vised FHWA’s apprasal pohcy to provide 
specific requirements which are consistent 
unth generally accepted apprasal practices 
and which will provide FHWA, State, and fee 
apprasers with meaningful cntena for the 
preparation and evaluation of apprasal re- 
pelts used as a basis for Federal relmburse- 
ment 

In add&on, the Federal mghway Ad- 
numstrator pronused other corrective action, 
mcludmg (a) expansion of mspectlon-m-depth 
activities, (b) mtenslficatlon of survedlance, 

and (c) requirement that States be advlsed, m 
wlltmg, of deflclencles noted Documentation 
for apprasals obtamed by the State m pnor 
years are currently bemg reexammed 
(B-l 64497(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 
mstltutions of tigher education under title I 
of the I-hgher Education Faclhtles Act of 
1963 to assist m financmg the construction of 
acadermc faclhtles intended pnmanly for 
undergraduate use In a March 1969 report to 
the Congress, we expressed the belief that 
opportumtles existed for Federal grant funds 
to be used m a more effective and equitable 
manner in accomphshmg this ObJective 

Our review showed that OE had not 
estabhshed adequate procedures for making 
timely reductions m grant amounts for such 
reasons as decreases m estimated construction 
costs or mehgblhty of certam costs for 
Federal financial partlclpatlon We found 
that OE, rather than reduce amounts of 
Federal grants as a result of reductions m the 
costs of faclhtles as ongmally approved, 
allowed many grantee mstltutlons to retam 
and use such grant funds for procurement of 
additional items not included m prodect 
budgets approved at the time the grants were 
awarded For 24 projects it appeared that 
reductions of about $500,000 m grants could 
have been made except that OE had author- 
lzed the mstltutions to retam and use such 
grant funds, generally for procurement of 
additional equipment, although the grantee 
mstltutions had provided assurances that they 
would adequately equip the projects 

We expressed the belief that Federal 
grant funds could have been made available 
for other ehgble projects if appropriate grant 
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reductions had been made on a timely basis 
after a need for such reductions became 
apparent We pointed 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 
m fiscal year 1965 were not made by OE until 
the time had expn-ed wthm which the funds 
could have been legally obligated for other 
construction piojects 

We recommended that HEW require 

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

-That project files applicable to exlstmg 
grants be revlewed 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 m our recommendations 
and stated that actions had been taken or 
would be taken to strengthen grant adJust- 
ment practices followed by OE (B-l 6403 l(l), 
March 4, 1969) 

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

The tigher Education Faclhtles Act of 
1963 authorizes Federal assistance for con- 
structing, among other thmgs, facllltles to be 

used as classrooms, laboratones, hbrarles, and 
“related fac&ties necessary or appropnate for 
the mstructlon of students ” 

We found that the regulations issued by 
HEW were not clear as to the type of faclhtles 
considered as not being “related faclhtles 
necessary or appropnate for the mstructlon of 
students,” and that, because of the absence of 
adequate guldehnes, some OE representatives 
had not determmed whether the faclhtles 
were bemg used m comphance with apphcable 
restrictions 

Although we found mdlcatlons of only a 
few vlolatlons of the use restnctlons 
apphcable to acadermc facllltles constructed 
wth Federal assistance, we believed that there 
was a need for OE to (a) issue more definitive 
guidelines setting forth the cntena and 
methods to be used m ascertaining whether 
mstltutions were complymg wrth applicable 
restnctlons on the use of facllltles constructed 
wrth Federal financial assistance and (b) make 
reviews to ascertain whether there was com- 
phance wth such restnctlons 

HEW informed us that OE was devoting 
more attention to the refinement of apph- 
cable guldehnes and was developing plans for 
making systematic comphance reviews 
begmnmg m fiscal year 1969 (B-16403 l(l), 
December 23, 1968) 

29 PROCEDURES TO DETER- 
MINE COMPLIANCE WITH INTENDED 
USE OF GRANT FUNDS-h a September 
1968 report to Congressman Glenard P Lips- 
comb and to the Federal grantor agencies m- 
volved, we presented the results of our review 
of the admmstration and use of Federal 
grants for an educatlonal laboratory theater 
project m Los Angeles The project, which 
provided for the establishment of a theater 
group to present four selected plays to second- 
ary school students dunng the school year 
1967-68, was funded Jomtly by the U S 
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Office of Education, Department of Health, 
Education, and Welfare, and by the National 
Endowment for the Arts of the Natlonal 
Foundation on the Arts and the Humamtles 

We found that the accounting records 
and procedures used by one of the grantees 
involved had been adequate to account for 
the receipt and expenditure of Federal grant 
funds but that the other grantee had not 
established accountmg procedures to provide 
for the ldentlflcation and recordmg of costs m 
a manner that would permit a determmatlon 
of whether expenditures of Federal grant 
funds had been for the purposes intended and 
were othemse proper and whether Federal 
grant funds had remamed and were returnable 
to the Government at the end of the grant 
pellod 

We expressed the behef that there was a 
need for the Federal grantor agencies to take 
effectrve action to clarrfy the responslbllltles 
of grantees and contractors under the educa- 
tional laboratory theater program, partlc- 
ularly mth regard to the fiscal aspects, and to 
assist such parties m resolvmg problems which 
tend to hmder efficient admmlstratlon of the 
program 

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

30 DISBURSING STUDENT-AID 
FUNDS-h March 1969 we reported to the 
A&ng Commlssloner of Education, Depart- 
ment of Health, Education, and Welfare, 
on our exammation mto the adnumstratlon at 
a college m Cahforma of certam aspects of the 
Federal programs for financial md to students 
We pointed out that, durmg the four aca- 
dermc semesters ended mth the 1968 fall 
semester, $64,5 15 m loans under the National 

Defense Student Loan program and grants 
under the Educational Opportumty Grant 
program had been pad 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 regstratlon and that, during the period 
between the receipt of a loan and/or grant 
and formal reastratlon, the students were able 
to adjust then- planned courses of study and, in 
some cases, fell below the rmmmum required 
number of credits or completely mthdrew 
from school We expressed the behef that the 
practice of dlsbursmg the full amount of ald 
for the semester before completion of regs- 
tratlon lent Itself readily to the occurrence of 
such a situation 

College officials informed us that they 
were aware of the problems ansmg from this 
practice and had instituted some changes m 
re@ratlon and aid-disbursement procedures 
amed at mmlmlzmg instances of noncom- 
pliance v&h the requirements of the federally 
assisted loan and grant programs The changes, 
which are planned for mltlatlon mth the 1969 
fall semester, include the lmplementatlon of a 
procedure whereby students generally ~11 be 
required to coordinate regstratlon with 
receipt of aid Ad&tlonally, disbursement of 
ad to a student who has been authonzed to 
receive both a loan and a grant ~11 be made 
m two mstallments-the loan ~11 be paid first, 
at the begmnmg of the semester, and the 
grant will be paid at a later date 

In Aplll 1969, m response to our sugges- 
tlon, the Actmg Comrnlssloner of Education 
informed us that all schools partlclpatmg m 
the student-ald program would be urged to 
adopt payment procedures that would pro- 
tiblt the disbursement of loans and grants 
before reglstratlon (Report to Acting Com- 
mlssloner of Education, Department of 
Health, Education, and Welfare, March 18, 
1969) 
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FEDERAL REGULATORY ACTIVITIES 

31 REGISTRATION OF PESTI- 
CIDE OF QUESTIONABLE SAFETY-Our 
review showed that there was a need for the 
Agrrcultural Research Service (AR@, Depart- 
ment of Agrrculture, to resolve questions of 
safety mvolvmg certam uses by the pubhc of 
pestrclde pellets contammg the chemrcal 
hndane 

We found that ARS regrstered hndane 
pellets for use m vaponzmg devices on a con- 
tmuous basis m certam commercral and m- 
dustrral estabhshments-such as restaurants 
and other food handhng estabhshments-even 
though there had been long-term opposrtron 
to this practrce by the Pubhc Health Service 
and Food and Drug Admmstratron, Depart- 
ment of Health, Education, and Welfare, as 
well as other Federal, State, and prrvate 
orgamzatrons We pomted out that the con- 
troversy associated with the use of the pellets 
stemmed from varying conclusrons as to the 
adequacy of the screntrfic data that was avarl- 
able to prove that the contmuous vaporrza- 
tron of hndane pellets m certam commercral 
and mdustrral estabhshments was safe 

We noted that ARS had not resolved 
questrons of safety rarsed by other Federal 
agencres and by State and private orgamza- 
trons, nor had rt taken actron to restrict or 
disapprove the use of lmdane pellets m 
vaporizers m certam commercral and mdus- 
tnal estabhshments after the products were 
fmt reastered wrth the agency m the early 
1950’s We expressed the opmron that the 
very existence of differences of opmron by 
various mterested orgamzatrons emphasized 
the need for ARS to taken actron to resolve 
the question of safety to human health We 
recommended that the Secretary of Agrrcul- 
ture review the ARS pohcy of regrstenng 
the pellets with a view toward resolvmg the 
questron 

The Department of Agrrculture’s Dnec- 

tor of Science and Education, m commentmg 
on our recommendatron, stated m November 
1968 that ARS planned to meet with (a) 
representatrves of other Federal agencres to 
determine steps necessary to resolve lmdane 
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 mrtr- 
ated action to cancel the regrstratron of 
hndane products for use m vaponzmg devices 
In its letter to regrstrants, ARS c.tted our 
report to the Congress and stated that, on the 
basis of its reevaluatron of the toxtcology of 
lmdane, the results of Its recent laboratory 
studres, and the opmron of its medrcal ad- 
visors, the contmued regrstratron of the 
products was contrary to provlsrons of the 
Federal Insectlade, Fungrade, and Rodentr- 
crde Act (B-l 33 192, February 20,1969) 

LAND ACQUISITION 

32 ACQUlSiTlON OF LAND FOR 
MIGRATORY WATERFOWL REFUGES- 
In a report to the Congress m September 
1968, we pointed out that the Bureau of 
Sport Flsherres and Wrldhfe, Department of 
the Interror, had acqun-ed or scheduled for 
acqursruon approxrmately 60 percent of its 
Federal obJective, or 2 7 million acres of land, 
at an estimated cost of about $205 mrlhon, 
without, m our opmlon, having estabhshed 
adequate goals and gurdelmes for determmmg 
migratory waterfowl needs 

We expressed our opmron that, as a 
result of not having developed more specrfic 
goals and guldehnes, the Bureau, m several 
mstances, had acquned greater quantrtres of 
surtable habitat than were requrred to meet 
the needs of waterfowl m partrcular geograph- 
ical areas, had acquned, or had scheduled for 
acqursrtron, substantral amounts of btologr- 
tally unessential peripheral refuge lands to 
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gam control of suitable habltat, and had 
estabhshed refuges m areas of relatively low 
value to waterfowl 

Bureau officials advlsed us that the 
Bureau’s long-range population objective had 
Just recently been defined and that research 
was expected to gradually provide more defi- 
mtlve measurements of habltat requn-ements 
than the observed use and emplncal Judgment 
on whch the program then rehed 

We recommended that the Secretary of 
the Interror require the Dlrector of the 
Bureau to estabhsh appropriate waterfowl 
population goals and related land investment 
guldehnes for future guidance of operatmg 
officials We stated that these goals should be 
estabhshed, by specific geographical areas 
mthm each flyway, as standards upon which 
acqulsllons of sultable habltat could be 
rationally planned and coordmated, takmg 
into conslderatlon the matters dlscussed m 
our report 

We recommended also that the Secretary 
consider hnutmg future acqulsltlons until 
such goals and guldehnes are developed to 
help ensure that the hrmted funds avllable 
will be used to the best advantage We recom- 
mended further that pnor acqulsltlons be 
reevaluated m light of such goals and gulde- 
hnes m order that lands not needed to meet the 
needs of the rmgratory waterfowl refuge pro- 
gram m&t be scheduled for sale or exchange 

At the time our report was issued, the 
Department informed us that it was not m a 
position to comment on our conclusions and 
recommendations because a Secretma Advl- 
sory Board had recently conducted a study on 
what the national wlldhfe refuge system 
should be and its conclusions and recommen- 
dations were under detaled review 

In February 1969, the Department m- 
formed us that it agreed with our recommen- 
dations for improvement but &sagree mth 

some of the Information m our report and 
could not accept our fmdmgs and conclusions 
in total 

The Department further advised us that 
numerous actions were bemg taken to 
improve the adnumstratlon of this program, 
including (a) developmg a system approach as 
a framework for improved planmng, (b) con- 
ducting a study on the orgamzatlon and goals 
of the refuge system, and (c) revlsmg the 
Department’s realty manual to require full 
reportmg of the cost and Justlficatlon for 
acqunmg land on the penphery of waterfowl 
refuges and full reporting of all slgmficant 
factors affectmg land acqulsltlon to the tigra- 
tory Bird Conservation Commlsslon which 1s 
responsible for overseemg this program 
(B-l 14841, September 11, 1968) 

LOANPROGRAMS 

33 ESTABLISHING AND CON- 
SISTENTLY APPLYING PROCEDURES 
FOR MAKING LOANS-h August 1968, we 
reported to the Congress that the Bureau of 
Reclamation had not established adequate 
procedures for admmlstermg the small recla- 
mation projects loan programs and that, where 
procedures had been established, the Bureau 
had not always required thev consistent apph- 
cation m makmg loans Generally, the portmn 
of a loan attnbutable to provldmg water for 
Irrigation purposes 1s repayable mthout 
interest, the portion attnbutable to provldmg 
water for domestic, mumclpal, and mdustnal 
purposes 1s repayable with interest 

The legslatlon estabhshmg the small 
reclamation projects loan program indicates 
that projects constructed urlth loan funds are 
to be pnmanly for mgatlon purposes We 
found, however, that, of the 34 loans totalmg 
about $83 6 rmlhon made by the Bureau of 
Reclamation through June 1, 1967, five had 
been made for projects which, on the basis of 
mformatlon subrmtted by the loan applicants, 
would benefit pnmanly domestic, mdustnal, 



or mumclpal water users instead of irrigation 
users These five loans totaled $10 mllhon We 
recommended that the Secretary of the 
Intenor require that conslderatlon be given to 
the proposed proJect design m determmmg 
whether the loan 1s prlmarlly for lrngatlon 
purposes and that loans be fully repald when 
norm-ngatlon usage reaches 50 percent 

Our review showed that three loan reclp- 
lents were being allowed to repay over sub- 
stantially longer penods of time than war- 
ranted, and we estimated that the delay m the 
return of funds to the Government would 
cost about $3 2 nulhon m interest We recom- 
mended that repayment periods be based on 
the repayment capacity expected to Iesult 
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, m our opmlon, an under- 
recovery of about $2 9 m&on m interest 
would result due to madequate procedures 
for allocating project costs between mterest- 
bearmg and non-interest-bearmg costs and 
that an underrecovery of about $220,000 m 
interest would result due to mapproprlate 
cntena in allocating prodect 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 mcurrmg addltlonal interest costs of 
about $515,000 because two loan recipients 
had been pernutted mordmate amounts of 
time m which to begm repayments We 
recommended that loan repayment begm at 
the time when project benefits, as ongmally 
planned, are first realized 

Department of the Intenor offlclals 
agreed that the small reclamation loan pro- 
gram could be improved mth more posltlve 
and formal pollcles and procedures 
(B- 114885, August 27, 1968) 

34 INTEREST COMPUTATION 
PROCEDURES FOR PRICE-SUPPORT 
LOANS-0~ review of repayments by am- 
cultural producers on selected 1967~crop 
loans made by the Commodity Credit Corpo- 
ration (CCC), Department of Amculture, 
showed that the amount of mterest collected 
by CCC under the exlstmg method was an 
estimated $300,000 less than the amount that 
would have been collected under the previous 
method Thus difference was attributable 
mamly to CCC’s pohcy of dlsregardmg the 
month of repayment for interest computa- 
tions 

Under the gram price-support program 
pnor to crop year 1964, a borrower was 
charged interest at a rate of 3 5 percent a year 
on the amount repad for the actual number 
of days that a loan was outstanding In 1964, 
CCC adopted a pohcy which provided for a 
slmphfled method under wkch the borrower 
was charged a rate of 30 cents per $100 re- 
pad (fractions disregarded) for each calendar 
month or fraction thereof that the loan was 
outstandmg, excludmg the calendar month of 
repayment No interest was charged if the 
loan was repad m the same month as dls- 
bursed or if the amount of loan repayment 
was less than $100 

To determme the effect of the slmphfied 
method of computmg mterest, we selected a 
random sample of 1,064 loans mvolvmg $4 4 
nulhon of repayments For this sample, we 
computed the effective mterest rate for the 
mterest received, as well as the amount of 
mterest that would have been received had it 
been computed on the basis of 3 5 percent a 
year Our computations showed that the over- 
all effective annual mterest rate charged on 
these loans was 3 394 percent 

In view of the fact that the change m 
pohcy for computmg mterest resulted m a 
loss of mcome to CCC, we recommended that 
the pohcy be reevaluated We suggested two 

34 



methods that appeared to be mere equl- 
table-either (a) charge interest on a dtiy 
basis or (b) retam the exlstmg basis but m- 
elude the full month of repayment m comput- 
mg interest In a reply dated July 1, 1969, the 
Department acknowledged the need for nn- 
provements in matters of mterest assessments 
and collections and mformed us that it ex- 
pected to make changes m 1970 (Report to 
the Executive Vice President, Commodity 
Credit Corporation, Apnl25, 1969) 

35 DESIGNATING EMERGENCY 
AREAS FOR AGRICULTURAL CREDIT- 
Pursuant to the Consohdated Farmers Home 
Admmlstratlon Act of 196 1, as amended (7 
U S C 1921), emergency agricultural loans 
may be made by the Farmers Home Admmls- 
tration (FHA), Department of Agriculture, to 
estabhshed farmers and ranchers if there IS a 
general need for credit m an area as a result of 
a natural disaster and if the need cannot be 
met by pnvate, cooperative, or other FHA 
sources 

We found that the emergency area deslg- 
natIons for three of the 14 counties included 
m our review were not warranted because 
they were based on either madequate repre- 
sentations concermng 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 m three other counties 
should not have been made on a county 
basis smce 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 hrmted to 
relatively mmor crops of a few farmers Be- 
cause of the emergency designations m these 
three counties, loans were made to mdlvlduals 
who had not suffered production losses as a 
result of a natural disaster 

Unwarranted emergency designations 
result m the reduction of the amount of funds 
available to allevlate the credit needs of others 

who have been affected by a natural disaster 
and who are unable to obtam funds from 
pnvate or cooperative credit sources Also, an 
unwarranted designation results m emergency 
loans to farmers and ranchers who otherwise 
might be served by other credit sources, m- 
cludmg the FHA loan programs, at h@er 
interest rates 

We proposed that FHA revise rts proce- 
dures to encourage the use of emergency 
loans to mdlvlduals who have suffered demon- 
stlated losses from natural disasters so that 
the designation of emergency areas can be 
postponed unti such time as the general need 
for agricultural credit caused by a natural 
disaster can be accurately detenmned 

Subsequently, FHA strengthened its pro- 
cedures for recommendmg emergency area 
deslgnatlons and revised its loan-makmg 
pohcy so that emergency loans unll be pro- 
mded only to those borrowers who have 
demonstrated substantial production losses as 
a I esult 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 avdable 
Section 321(a) of the Consohdated Farmers 
Home Admmlstratlon Act of 1961 reqmres, 
m part, a determmation that there exists a 
general need for agricultural credit which can- 
not be met from other responsible sources, 
mcludmg FHA programs pnor to designation 
of a county for emergency loan assistance No 
documentation was a&able to show that ths 
determination had been made pnor to such 
designation of the 14 counties included m our 
review 

FHA contended that emergency area 
deslgnatlons could be made before other avall- 
able FHA funds were exhausted and that Con- 
gress never contemplated that a disaster deslg- 
nation should be withheld as long as such 
funds were available We found no specific 
cntena m the enabhng legslation or pertment 
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legtslative history mdlcatmg the intent of the 
Congress m this matter We suggested that the 
Congress might wish to clarify the law regard- 
mg the use of funds m other loan programs 
before the use of emergency loans is ap- 
proved 

The Department of Agriculture advised 
the Chanman of the House Committee on 
Government Operations m May 1969 that (a) 
our report correctly showed the Department’s 
posltlon on designating emergency areas and 
makmg 3percent emergency loans when 
other programs funds are avtiable and (b) be- 
cause this had been a long-standmg practice 
without congressional obJectIon, the Depart- 
ment did not see a need for legslation on this 
matter 

We beheve that, since the law or pertl- 
nmt IeBslatlve history 1s not sufflclently clear 
regarding the use of funds from other pro- 
grams before emergency loan funds are used, 
clarrflcatlon of existing leglslatlon 1s needed 
(B-l 14873, March 24,1969) 

36 INTEREST COSTS ON REPAID 
LOANS-h September 1967 we reported to 
the Congress on our review of the interest 
rates the Commodity Credit Corporation 
(CCC), Department of Amculture, charged 
producers on price-support loans and on stor- 
age facility and equipment loans We ex- 
pressed the opmlon that CCC should provide 
for recovery of its cost of fmancmg loans 

We pomted out that, although CCC pad 
as h& as S-3/4 percent a year on its borrow- 
ings from the US Treasury, CCC contmued 
to charge interest at the rate of 3-l/2 percent 
a year on price-support loans and 4 percent a 
year on fachty and equipment loans We 
estimated that CCC could mcur about $7 6 
million more m interest costs for financmg 
repad price-support loans for the 1966 crops 
than it would collect from producers We estl- 
mated also that CCC could incur about 
$154,000 more m mterest costs for financmg 

storage facility and equipment loans durmg 
1966 than it would recover from producers 

We recommended that the CCC Board of 
Directors revise CCC’s pohcy on interest rates 
to provide that producers pay mterest on 
future price-support loans which are repad 
and on future storage fachty and equipment 
loans at a rate not less than the rate CCC pays 
to finance the loans In November 1967, the 
Secretary of Awculture informed us that the 
Interest rates charged producers would not be 
increased at that tune 

In a letter dated January 24, 1969, to 
the new Secretary of Amculture, we re- 
opened this matter by pomtmg out that, sub- 
sequent to the Issuance of our report, the m- 
terest rate pitld by CCC had reached an all- 
time tigh of 6-5/8 percent on borrowings 
ff-om financial mstltutlons In a letter dated 
June 25, 1969, the Department advised us 
that, effective May 30, 1969, the annual m- 
terest rate charged producers for storage facll- 
lty and eqmpment loans had been mcreased 
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 basis of CCC’s estunate of storage 
faclhty and equipment loans to be made m 
fiscal year 1970, we estnnated that CCC 
would earn an addltlonal$400,000 m interest 
for the first year that the loans are outstand- 
mg We estimated that the ad&tlonal mterest 
over the remammg 4 years of the loans would 
amount to $600,000, resultmg m a total addl- 
tional mterest income of $l,OOO,OOO on the 
loans expected to be made m fiscal year 1970 
Additional interest revenues ~111 also be 
earned by CCC on such 5-year loans to be 
made m ensumg years (B-l 14824, September 
21, 1967) 

37 ADMINISTRATION OF THE 
DISASTER LOAN PROGRAM-h a May 
1969 report to the Congress, we expressed the 
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opmlon that certam aspects of the Small Busl- 
ness Admmstratlon’s (SBA’s) disaster loan 
program relating to the 1964 earthquake m 
Alaska could have been adnumstered m a 
more effective and efficient manner 

Our review showed that the Admmls- 
tratlon waved SBA’s long-estabhshed pohcy, 
formalized and pubhshed m the Code of Fed- 
eral Regulations, which generally precluded 
assistance to borrowers havmg the capablhtles 
to finance the repan or replacement of their 
damaged property We concluded that, as a 
result, loans were approved by SBA to bor- 
rowers who could have furmshed the fmanc- 
mg needed to replace or repm their destroyed 
or damaged property 

We also concluded that 

-SBA needed to Improve commumcatron 
of changes In estabhshed rules and regu- 
latlons Regulattons generally prohrblt- 
rng loans for the expansion or enlarge- 
ment (upgrading) of repaired or 
replacement property had been waived 
erroneously and the regulatrons gener- 
ally prohibiting refinancing of exlstmg 
loans had been waived without ade 
quate guidelines for admmrsterrng the 
new policy We stated that, as a result 
loans were approved In amounts rn 
excess of those which should have been 
approved 

-Some loans were approved even though 
SBA did not adequately revtew or docu- 
ment the InformatIon necessary for 
determining the ellglbllrty of the apple- 
cant, the reasonableness of the amount 
requested, or the allowabrlrty 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 
stantrally lower Prior to the completion 
of our review, however, SBA made 
appropriate changes In Its policy 

We estimated that the unnecessary or 
questionable disbursements, assuming that the 
loans ~11 be fully disbursed, would total about 
$16 mllhon and that, on the basis of the dlf- 
ference between the interest charged to bor- 
rowers and the higher interest rate pad to the 
Treasury, additional costs to SBA would be 
about $1 8 m&on 

We recommended that rules and regula- 
tions pubhshed m the Code of Federal Regu- 
lations be waved or changed only through 
formally documented and dlstnbuted proce- 
dures and that, when wavers are made, 
adequate guldelmes be issued for then ample- 
mentation We recommended also that proce- 
dures be strengthened for deternumng eh@bll- 
lty and the amount of fmanclal assistance that 
should be made to the disaster loan apphcant 

In commentmg on our fmdmgs, the 
Admmlstrator stated that SBA had been 
aware of the specific weaknesses noted by us 
and was m general agreement with the matters 
pomted out m the report He stated further 
that action had been taken to prevent recur- 
rence of the weaknesses The Adnumstrator 
stated, however, that estabhshmg or changmg 
agency pohcy was w&m his legal author@ 

Although we did not question the legal- 
ity of the loans made, we expressed the belief 
that a waver of a long-standing loan pohcy, 
estabhshed m accordance with congressional 
intent, should not have been made m the 
absence of clmfymg leaslation (B-l 6345 1, 
May 28, 1969) 

38 REPAYMENT OF LOANS-In 
January 1969 we reported to the Admmls- 
trator, Small Busmess Admmlstration (SBA), 
the need to obtam reasonable assurance of 
applicants’ ability to repay loans from earn- 
mgs SBA guldehnes for admmlstermg the 
displaced busmess loan (DBL) program pro- 
vide that, m revlewmg apphcatlons for DBLs, 
conslderatlon be gwen to the applicant’s abll- 
lty to repay the loan from earnmgs Our 
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review of the Boston Regronal Office files for 
nme DBLs whrch were delmquent or m the 
process of hqurdatron showed that the files 
pertalrung to seven of these loans drd not 
contam adequate mformatron for SBA to con- 
clude that the apphcants had the abrhty to 
repay the loans from earnmgs 

We discussed these loans with regronal 
ofticrals who stated that the SBA gurdehnes 
did not requrre as a condition of loan 
approvaI, a determmatron that the applrcant 
had the abrhty to repay the loan from earn- 
mgs and that the law did not require that the 
apphcant must be able to repay the loan from 
earnings 

We recogmzed that the law IS silent with 
respect to whether DBLs should be repard 
from earnmgs Nevertheless, we believe that rt 
IS mcumbent upon SBA officrals responsrble 
for loan revrew and approval to determine 
that there IS reasonable assurance that a DBL 
applicant has the abrhty to repay a loan from 
earnmgs and to document the basis for reach- 
mg such a conclusron and that the determma- 
tron 1s necessary to adequately protect the 
Government’s mvestment 

We recommended, therefore, that SBA 
revise its gurdehnes to (a) specrfically require 
regronal officrals to authonze DBLs only 
when there appeared to be a reasonable assur- 
ance that the apphcants could repay the loan 
from earnings and (b) reqmre regronal offi- 
cials to document then basis for concludmg 
that the applicant had the abrhty to repay the 
loans On January 27, 1969, SBA gurdehnes 
were revised m accordance wrth our recom- 
mendations (B-l 62445, January 9, 1969) 

LOW-RENT HOUSING PROGRAMS 

39 FINANCING OF COMMUNITY 
FACILITIES-In a report subnutted to the 
Congress m January 1969, we expressed the 
opmron that mterpretatron by the Housing 
Assrstance Adrmmstratron of the Department 

of Housmg and Urban Development (HUD) of 
rts authonty for allowing local housmg au- 
thorities (LHAs) to provrde commumty facrh- 
tres as part of low-rent pubhc housmg proJects 
was not free from doubt and that, m a pro- 
gram mvolving many mrlhons of dollars of 
Federal funds, any such doubt should be 
removed. The commumty facrhtres drscussed 
in thrs report are general-purpose, onsite, m- 
door facrhtres constructed or acquired by 
LHAs to accommodate programs mvolvmg 
recreation, health, welfare, employment, and 
educatronal actrvrtres We also stated that the 
statutory provisrons for the nerghborhood 
facrhtres grant program needed clanficatron 
regardmg contrrbutrons by LHAs 

We noted that HUD based Its mterpreta- 
tron of authorrty for allowing LHAs to pro- 
vide community facllrtres as part of low-rent 
pubhc housmg projects on section 2( 1) of the 
U S Housing Act of 1937, which defines the 
term “low-lent housmg” as embracmg “all 
necessary appurtenances thereto ” We found 
that the legislatrve hrstory of sectron 2(l) of 
the act shed no light on congressronal intent 
as to what were consrdered to be necessary 
appurtenances 

HUD stated that commumty facrhtres 
are needed for the successful development 
and management of pubhc housmg proJects 
and that reasonable expemhtures for these 
facrlrtres are ehgrble for mclusrons m project 
development costs We did not say that 
HUD’s mterpretatron of its authorrty was con- 
trary to law, nor did we questron the benefits 
that could result from commumty fadrtres 
We stated our opmion that HUD’s mterpreta- 
tron was not free from doubt and that, m a 
program mvolvmg many mrlhons of dollars of 
Federal funds, any such doubt should be re- 
moved 

We found also that HUD permrtted 
LHAs to contribute funds toward the cost of 
nerghborhood facrlrtres to be developed under 
the Federal grant program authonzed by sec- 
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tron 703 of the Housmg and Urban Develop- 
ment Act of 1965 Federal grants for nergh- 
borhood facrhtres drscussed herem may not 
exceed two thrrds of the development cost of 
the facrhtres 

HUD’s procedure m approvmg apphca- 
trons for grants under sectron 703 1s to allow 
LHAs to partrcrpate m financmg the develop- 
ment of neighborhood facrhtres up to the 
maxrmum amount HUD would authorrze the 
LHAs for the development of project com- 
mumty facrlrtres under the low-rent pubhc 
housmg program Under thrs procedure, the 
LHA’s contrrbutron 1s deducted from the 
total cost of the nerghborhood facrhty, a 
Federal grant 1s approved, rf otherwrse appro- 
prrate, for two thnds of the remarmng cost, 
and a local source other than the LHA con- 
trrbutes the other one thrrd Thrs procedure 
results m local sources, other than LHAs, 
financmg less than one thrrd of the total cost 
of the facrhty 

In a case where an LHA contributes 
funds apphcable to federally arded housmg 
toward the cost of nerghborhood facrhtres, 
the Federal Government wrll ultimately be 
financmg not only the amount of the nergh- 
borhood facrhtres grant under section 703 of 
the 1965 act but also the amount of the 
LHA’s contrrbutron thereby provrdmg total 
Federal fmancmg m excess of the maxrmum 
Federal grant assrstance provided under the 
section 703 nerghborhood facrhtres grant pro- 
gram 

We expressed the behef that Congress 
m&t wish to consider 

-Clarlfytng the statutory authorrty of 
HUD with regard to authorizing and 
fmancrng the development of project 
community faclhtles as part of the low- 
rent public housmg program 

-Clarrfylng the provisions of section 703 
of the Housmg and Urban Development 
Act of 1965 with regard to contrl- 

butions by LHAs toward the cost of 
developing neighborhood facllltles 
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-h December 1968, we reported 
to the Congress that the Social Securrty 
Admmrstratron (SSA), Department of Health, 
Education, and Welfare, had been slow m 
resolvmg the status of 42 hosprtals that the 
Texas State Department of Health had ml- 
trally determined to be ehgrble for partrcrpa- 
tron m the Health Insurance for the Aged 
(Medicare) program but had subsequently de- 
termined not to be meetmg the standards and 
had therefore recommended that then partrcr- 
patron m the program be terminated The deli- 
crencres note by the State Department of 
Health included farlure of the hospitals to 
provide 24-hour nursing service, inadequate 
equipment m operating rooms, fire hazards, 
unsanitary con~trons for handling food, and 
inadequate control over drugs 

By Aprrl 1968, the status of 16 of the 42 
hospitals had been resolved, but action on the 
remammg 26 hospitals was stall pendmg 
although the State’s recommendatrons for 
termmation of participatron were initially 
made from 8 to 19 months earlier We con- 
cluded that the delays rn resolving the status 
of these hosprtals were partially due to the 
absence of specrtic time hmrts wrthm which 
hosprtals should have been required to ehmr- 
nate srgrnfrcant defrcrencres or lose their eh@- 
brhty to partrcrpate m the Medicare program 

We recommended that the Secretary of 
Health, Education, and Welfare Qrect SSA to 
(a) emphasrze to State agencres the need for 
estabhshmg such time hmrts and (b) initiate 
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prompt actlon to ternunate participation in 
the Medicare program of hospitals that mex- 
cusably far1 to correct then- deficlencles 
wrttin the established time lmuts 

Offlclals of SSA stated that mstructlons, 
issued to State agencies in August 1968, were 
Intended to provide for time-phased plans to 
correct deficlencles but agreed that addItional 
emphasis was desirable and that the guidelines 
would be strengthen and amphfled 

In June 1969, SSA issued mstructlons 
requlrmg State agencies to obtam a w&ten 
plan for correction of any slgmficant defi- 
clencles disclosed during each survey of a 
faclhty, mcludmg expected completion dates 
These mstructlons also state that one of the 
purposes of the plan IS to support future ter- 
mination 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-16403 l(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 cellmgs established, effective June 
1968, by Massachusetts Me&Cal Service 
(Blue Sheld) operatmg under a contract with 
the Social Security Adnumstratlon (SSA) to 
make payments of Me&care clanns for physl- 
clans’ services m Massachusetts had been 
developed by methods which, m our oplmon, 
resulted m the estabhshment of fee hmlta- 
tlons for certain surgical procedures which 
were 6 to 10 percent h@er than such limita- 
tions would have been had Blue Shield used 
methods recommended by SSA We reported 
also that, for services furmshed dunng 1967, 
Blue Skeld had made numerous payments m 
excess of the then-exstmg fee hmltatlons 
without the required supervisory review to 
deterrmne whether the higher payments were 
Justified, such possible overpayments which 

we speckally identified amounted to about 
$25,000 

Blue Sheld advised us that it had re- 
quested SSA approval of a revised method for 
developmg reasonable charges for physlclans’ 
services We believe that the revised method 
should result m the development of more 
appropriate fee hmltatlons Blue SheId agreed 
to undertake recovery of overpayments in the 
manner we suggested and stated that it had 
installed a quahty control system wbch was 
designed to mmmuze the incidence of unJustI- 
fied payments m 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 m 
developing any new reasonable charge hnuta- 
tlons for the purpose of determmmg whether 
Blue StileId’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 
Sheld’s actions to recover overpayments and 
of the quahty control measures established to 
reduce the incidence of possible overpay- 
ments 

SSA offlclals advised us m February 
1969 (a) that Blue Skeld’s proposed method 
for developmg reasonable charges for physl- 
clans’ services had not yet been approved and 
that SSA was m the process of lssumg new 
mstructions lmutmg future increases m the 
cnterra for determmmg reasonable charges 
and (b) that SSA would follow up mth Blue 
Shield on recovery of overpayments 
(B-l 6403 l(4), June 30, 1969) 

MORTGAGE ASSISTANCE AND 
INSURANCE ACTIVITIES 

42 LIABILITY FOR DAMAGE TO 
ACQUIRED HOME PROPERTIES-h a re- 
port to the Secretary of Housmg and Urban 
Development m May 1968, we expressed the 
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behef thiit there was a need for the Depart- 
ment of Housmg and Urban Development 
(HUD) to consider adoptmg a pohcy on waste 
damage-damage caused by unreasonable use 
and abuse of properties-which would provide 
an mcentlve to mortgagees to protect the 
collateral securmg the= mvestment m mort- 
gages msured by the Federal Housmg Admm- 
lstratlon (FHA) and which, at the same time, 
would be economical for FHA to admm- 
lster FHA statistics showed that the amount 
of waste damage charged to mortgagees under 
FHA regulations had decreased to the pomt 
where it was practically ml 

We expressed the behef that It did not 
appear to be econonucal for FHA to retam 
the waste damage regulations as they were 
written We stated that, m our opuuon, how- 
ever, the prmclple which FHA had followed 
from the mceptlon of the mortgage msurance 
program-that mortgagees were responsible 
for waste damage-was sound Moreover, we 
noted no mdlcation that the Congress had m- 
tended for FHA to absorb such expenses as 
waste damage m connection with FHA- 
insured loans We stated also that It appeared 
that mortgagees were assummg greater risks m 
theu conventional lendmg than they were 
tilmg to accept m 1938 when FHA lmtlally 
estabhshed the current waste damage regula- 
tions 

We recommended that the Department 
(a) undertake an evaluation of FHA waste 
damage regulations and pohcles mth a view 
toward formulatmg regulations which would 
be econonucal for FHA to admmlster and 
which would retam the prmclple of mortgagee 
responslbihty for waste damage and (b) for- 
mulate and implement at the opportune time 
the necessary revlslons to the regulations 

We recommended also that, If It was 
deemed nnpractlcable or undesuable to revlSe 
the waste damage regulations to obtam the 
stated obJectmes, the regulations be abolished 
to save the significant adnumstratlve and m- 

spection costs mcurred m adrmmstermg the 
regulations 

In July 1968, the Assistant Secretary- 
Commlssloner, FHA, mformed us that, on the 
basis of its study of the waste damage regula- 
tions, FHA concluded that it would be more 
econormcal to abohsh the regulations and 
effect slgmficant savmgs of admmlstratlve and 
mspectlon costs associated urlth adrmmstermg 
the regulations The regulations were abol- 
ished m July 1968 (B-l 14860, May 2, 1968) 

43 MAINTENANCE OF MULTI- 
FAMILY HOUSING PROJECTS-Our re- 
vew showed that seven multlfamlly housing 
projects m Alaska, with mortgages insured by 
the Federal Housmg Admmlstratlon (FHA) 
totaling about $12 rmlhon had senously 
deteriorated over a penod of years because 
the mortgagors had not performed necessary 
mamtenance work on the projects 

The files for the seven projects showed 
that inadequate mamtenance had been a 
major factor contnbutmg to a tigh 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 m&on The mam- 
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- 
mg and Urban Development m October 1968, 
we expressed the behef that the deterioration 
of the proJect properties m Alaska could have 
been prevented or rmmrmzed If FHA had had 
effective means of enforcmg mortgagor com- 
phance wth the maintenance provlslons of 
the mortgage insurance agreements The 
Director of FHA’s msurmg office m Anchor- 
age informed us that he had no means, other 
than persuasion, to obtam correction of mam- 
tenance deficlenaes and that efforts to per- 
suade were generally unsuccessful 

41 



We also stated m the report that the 
difficulty experienced by FHA m enforcmg 
adequate mamtenance of projects m Alaska 
might exist m other areas of the Umted 
States Our analysis of 61 FHA-msured multl- 
family proJects acquved by FHA, natlonwde, 
by virtue of default and sold durmg fiscal year 
1967 showed that FHA officials had attrrb- 
uted inadequate mamtenance as a contnb- 
utmg cause for the eventual mortgage default 
of about 25 percent of the projects sold 

The project regulatory agreement, which 
sets forth the rights and responslblhtles of 
FHA, the mortgagee, and the mortgagor, pro- 
vldes that the mortgagor satisfactordy mam- 
tam the property The agreement provides 
also for the estabhshment and mamtenance of 
a fund for the replacement of a project’s 
structural components and mechamcal equp- 
ment The mortgagor 1s required to make 
monthly payments to the mortgagee, to be 
held m escrow The escrow fund can be used 
for replacement purposes only upon approval 
by FHA 

In our report, we expressed the behef 
that the regulatory agreements should require 
mortgagors to estabhsh and mamtam a snndar 
fund for mamtenance of proJects throughout 
the hfe of the mortgages m amounts sufficient 
to provide for adequate mamtenance, partlcu- 
larly m the later years of the mortgage We 
stated further that when, m the Judgment of 
FHA, the quahty of proJect mamtenance is 
inadequate to properly mamtam the project 
property and the mortgagor, after due notice, 
has not taken action to Improve the mamte- 
nance, the mortgagee or FHA should have the 
right to make the needed repus using the 
funds held m escrow 

momes which could be used for proJect mam- 
tenance and (b) gve the mortgagees or FHA 
the nght to use such funds, as necessary, to 
prevent any impanment of proJect property 
caused by mortgagors’ inadequate mam- 
tenance practices (B-l 14860, October 29, 
1968) 

44 INCREASED APPLICATION 
FEES FOR HOME MORTGAGE INSUR- 
AN C E-Our review of fees assessed apphcants 
by the Federal Housmg Adnumstration 
(FHA), Department of Housing and Urban 
Development (HUD), for processing home m- 
surance apphcatlons showed that the fees 
were msufficlent to recover the full cost of 
processing apphcatlons We estimated that, m 
fiscal years 1966 and 1967, costs unrecovered 
by fees amounted to about $33 rmlhon, or 
about 37 percent of the cost of processmg 
apphcations for msurance m those years 

All costs of the FHA home mortgage 
msurance programs, mcludmg the unrecov- 
ered cost of processmg apphcations for mort- 
gage insurance, are borne by mortgagors 
through payment of fees and premmms and 
investment earnmgs thereon Our review 
showed that about 50 percent of the apphca- 
tlons processed by FHA did not result m 
mortgage msurance and that the unrecovered 
cost of processmg these apphcatlons was 
therefore borne by mortgagors pticlpatmg 
m the mortgage msurance programs 

FM cost estimates showed that the 
exlstmg fees of $45 for an apphcatlon pertam- 
mg to new housmg and $35 for an apphcatlon 
pertammg to exlstmg housmg would have to 
be increased to $70 and $56, respectively, to 
result m the full recovery of the processmg 
costs 

Therefore we recommended that con- In our report to the Congress m July 
sideration be gven to the mcluslon, m the 1968, we expressed the behef that FHA 
regulatory agreements for future multlfarmly should follow the Government’s general 
housmg projects msured by FHA, of pro- pohcy regardmg charges for services per- 
vlslons that would (a) require mortgagors to formed by Federal agencies and estabhsh fees, 
place m escrow with the project mortgagees and adjust them annually as necessary, to 
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