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PREFACE

This document was prepared tc supplement the Congres-—
sional Budget Office's background paper, "Reducing the
Federal Budget: Strategies and Exampleg," February 1980.
The CBO report identifies possible ways to reduce Federal
spending and increase Federal revenues.

Because GAC has issued reports relevant to many of
these areas of possible savings and increased revenues,
it censidered that congressional purposes would be served
by preparing a single document consclidating CEC's ana-
lyses with discussions of GAQ's work bearing on the same
issues.

If you are interested 1in obtaining additional infor-
mation on the matters discussed or ccpies of the GAO re-
ports cited in this supplement, please contact our Office
of Congressional Relatlons on 275=-35388.

dlue (0

Comptroller General
of the United States
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Management £ffictencies. Savings could be made through consolida;ing

programs, ending duplication, ferreting out fraud and abuse, and im-

proving program administration.




STRATEGY I: MANAGEMENT EFFICIENCIES CBO Proposal

Administrative Improvements inm Public Assistance Progranms

Savings by Fiscal Year Cumulative

(in millions of dollars) Fiva~Year
1981 1982 1943 1984 1985 Savings
32s 35¢ 375 400 440 1,890

One possible means of reducing the cost of public assistance
programs would be to establish a nationwide monthly income re—
porting system, along with a one—-month retrospective accounting
system. In the current system, the varlous programs use several
different accounting periods. The Supplemental Security Income
(SS1) program calculates bermefits on the basis of income expected
over the coming quarter (quarterly prospective), the Aid to
Families with Dependent Children (AFDC) program has no specific
rules. but is usually monthly prospective, and the food stamp
program is monthly prospective. Reporting changes in inccme
status- is usually a respounsibility of the recipient between
periods of recertificatiom.

This proposal would determine each month's benefits on the
basis of the previous mouth's income. The recipient would be
required to mail a monthly income status form to the public
assgistance office before benefits were calculated and 2 check
mailed. A 1976-1977 pilot program suggests. that such changes
could result not only in budgetary savings but also in simplified
eligibility determination, more rapid processing of initial
applications, and increased responsiveness to changing needs
of recipients.

The major savings would be generated through the monthly
reporting requirement, which would reveal changes in income not
reported or detected under the current discretionary system.

Such a systewm would improve the efficiency of program operation
through more accurate calculations of benefits for those with
fluctuating iacomes. and by wmore rapid elimination of those who
have: becomer ineligible-

§7-988 0. - 80 - 3 ) 2




Administrative Improvements in

Public Assistance Programs

GAQ Supglementary Discussion

GAQ Viewse.

Historically, recipients of public assistance benefits
have been reluctant to report changes in their circumstances
that may reduce their benefit level. Our work has shown
that even when changes in circumstances are reported promptly
by the recipients, the administrative agency may fail to ad-
just benefits promptly. For example, recent quality control
findings for the AFDC program show that about one=third of
all case errors are due to the recipients' failure to report
and about another one-third are due to the agency's failure
to act promptly. We believe that monthly reporting along
with a l-month retrospective accounting system would go a
long way toward reducing these errors. In our May 1878 re-
port to the Chairmen, Senate Committee on Finance and House
Committee on Ways and Means, we pointed out that if SSI bene-—
fits were determined on a monthly retrospective basis, over-
payments would be decreased by about $40 million annually.

In commenting on recent major welfare reform proposals,
we have expressed our concern about requiring all reclipients
to report monthly primarily because cf (1) the sheer volume
of reports that must be processed accurately and timely so
recipients' benefits are not delayed or suspended and (2)
the fact that certain types of recipients (SSI for example)
expressed infrequent changes in circumstances so monthly
reporting would serve no real value. By limiting the num=-
ber of recipients reporting monthly, the volume of reports
decreases and becomes more manageable.

The Social Welfare Reform Amendments of 1979 (H+Re.
4904) call for a system of monthly reporting and retro-
spective accounting for the AFDC programe. The House passed
HeRe 4904 on November 7, 1979, and the Senate Committee on
Finance is expected to consider the bill in 1980. Our past
work would support these legislative changes to the AFDC
programe '




*RelevantmGA@wReﬁorts.

Review of the Better Jobs and Inccme Bill (HRD-78-110, 5=23-78)

Letter Report: Substantial Overpayments to SSI Recipients
Occur Because SSA Determines Eligibility and
Benefit Amcunts on a Prospective Quarterly
Basis (ERD-78-114, 5=26=-78)

Letter Report: Comments on Welfare Reform Proposals to Sim-
plify and Streamline the Administration of
Welfare (BER8-Bill-10, B-192083, 7-20-78)
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Reform of the Wage Board Pay System _ CBO Proposal

Savings by Fiscal Year Cumulative
(in millioms of dollars) Five~Year
1981 1982 1983 1584 1985 Savings

260 610 780 870 930 3,470

The hourly rates of federal wage board (blue-collar) workers
are adjusted annually in an attempt to maintain comparability
with wage rates paid by the private sector in the same locality:
Under certain provisions of current laws and regulatioms, how-
ever, the 400,000 federal wage board workars may receive about 8
percent more than their private—sector counterparts in similar
jobs, with a few entitled to as much as 20 percent more. Recent
limits on federal pay raises have reduced such differences over
private—sector rates, but the laws and regulations remain.

The Administration has repeatedly racommended changes in the
wage board system in order to eliminate the 8 percent differen—
tial. If the changes are enacted, the five—year outlay savings
through 1985 could approach $3.5 billion. This estimate of
- savings assumes, however, thar federal wage beoard workers would
be- granted a catch-up raise in fiscal year 1981 to make up for
past limits on federal pay raises, and that no further limits
would be imposed over the next five years. I1f a catch-up raise
is not permitted in fisczl year 1981 and limits on pay raises
continue, then the 8 percent differential wculd be eliminated.
In those circumstances, wage board reform would result in a pay
system that corresponds more closely to private-sector practices,
but would not result in outlay saviags.

Proponents of the proposed changes argue that the present
system 1s overgenerocus tp wage board workers and unfair to federal
taxpayers. Unions and others opposing the changes assert that
there ig wide varfiatiom in private—sector practices, and that some
are gimilar to the federal system. They also contend that the
reforms are gelective, dealing only with those aspects of the
wage—setting mechanism favorable to employees, while continuing
those: aspects. of the system tending to depress. federal wage rates.




Reform of the Wage Board Pay System
GAO Supplementary Discussion

GAO views. GAO has called for the same changes recommended by
tne Administration to eliminate or change features that cause

Federal wages to depart from prevailing private-sector rates.

The features that should be modified are

-—a Federal five step grade system with the average private-
sector rate equated to the Federal step 2 even though
80 percent of the employees are above step 2;

--Federal rates which are sometimes set on rates paid in
other than the local wage area;

--night shift differentials that are not set according to
local prevailing practice;

-—exclusion of State and local government jobs from the pay
surveys.

By causing Federal pay to exceed privatae-sector pay, these—
features reduce confidence in the Government's pay setting poli-
cies, and increase outlays for pay and benefits. To the detri-
ment of Federal blue-collar employees these features also in-
crease the likelihood of contracting out inasmuch as private
sector employees will tend to be less costly.

Relevant GAQ Reports. FPCD-75~122, June 3, 1975; FPCD-76-80,
July 21, 1978.
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Elimination of World War II Destroyers

CBO Proposal

Savings by Fiscal Year Cumulative
(in millions of dollars) : Five-Year
1981 1982 1983 1984 1985 Savings

129 27 20 31 35 242

The Navy has proposed to retire 12 destroyers bullt wmore
than a third of a century age. This year, however, the Congress
directed that the 12 destroyers be retained in the fleet for
gse by the Navy Reserve. I they ware phased out im 1981, the
five-year savings through 1985 could be about $242 millionm.

While the old destroyers could be used for reserve training
purpases, it is unlikely that they could play any future combat
role. Thus, the reservists trained on them would, in any event,
have to be assigned to other vessels with systems very different
from those on which they had been trained.




Elimination of World War II Destroyers

GAO Supplementary Discussion

GAQ views. In July 1979, the Secretary of the Navy notified the Congress

of his intention to decommission 20 of 28 destroyers in the Naval Reserve
Force. The Secretary cited the age, material condition, qualitative inade-
quacy to meet current and projected threats, and excessive cost to modernize
as reasons for retiring the vessels. By October 1979, the Navy had decommis-
sioned 8 of the 20 ships earmarked for retirement.

The Senate Subcommittee on Defense, Committee on Appropriations support:
the Navy's decision to retire these ships. However, the House Subcommi ttee
on Defense, Committee on Appropriations expressed strong disagreement with
the Navy's decision during FY 80 Department of Defense Appropriation hearings
As a result of a conference agreement on the FY 80 Department of Defense
Appropriation bill, the Navy was directed to cease preparation for retiremen
of the remaining 12 ships until the Senate and House Appropriations Committee
had an opportunity to consider the practicality of overhauling the ships ins:
of retiring them. In addition, it was agreed that a careful review of this’
matter be made.. ’

As a result of this agreement, GAQ has received requests from Senator
Eagleton, member of the Senate Subcommittee on Defense and Congressman Chapp
member, House Subcommittee on Defense to review the Navy's decision to decom
sion these ships. Specifically, GAO has been requested to review: (1) the
material condition and combat capabilities of the ships, (2) the cost to ove
haul and modernize the 12 ships scheduled for retirement, and (3) the manner
and method of the day-to-day operational controi, support, manning and manag
ment of the ships.

The. Navy believes savings can be realized:by decommissioning these ship
because they cannot perform a useful mission and it is not cost effective to
overhaul and modernize them. Savings will accrue from reduced operating and
maintenance costs and scheduled overhauls. As part of GAQ's review the valu
of any potential savings will be determined. However, GAQ has not yet reach
a conclusion as to whether or not decommissioning of 12 destroyers is warran
This review. is scheduled for completion July 31, 1980.

Basad on discussions with a CBO official, we understand that the report
savings for fiscal year 1981 of $129 mi1liom include savings from decommissi
7 destroyers--$105 million for overhaul, $11.5 million for- active duty perso
and $12.3 miTliom for operation and maintenance. It is doubtful that the ac
duty personnel savings are real. These resources would be reallocated.

Relevant GAQ reports. In process




Elimination of Certain GI Bill Benefits CBO Proposal

Savings by Fiscal Year Curulative
(in millions of dollars) Five=Year
1981 1982 1983 1984 1983 Savings
70 &0 50 40 30 250

Under the GI Bill, veterans are eligible for correspondence
and flight training to assist them in read justing to civilian life.
The effectiveness of this training in the readjustment process,
however, has been repeatadly questioned. Under current law, all
eligibility for the use of Read justment Benefits will expire at the
end of 1989. 1If the correspondence and flight training benefits
were aliminated in 1981, the five—year savings by 1985 would be
about $250 milliom. About 53,000 veterans would be affected in
1981, and about 16,000 in 1985.

Those who question these bemnefits point to the fact that
veterans' flight training is known to be -usaed mainly for recrea=—
tional purposes, and that correspondence training—with its low
completion and placement rares=—-confers little benefit in return
for the expenditure. The argument against eliminating the bene—
fits is that individuals would be deprived of am earned benefit
promised to them by the government when they were in the armed
forces. A few veterans, moreover, make use of the training to
advance their careers.




“Bliminagionsof Ceptain Glybi&lgsenefits

GAQ Supplementary Discussion

GAO Views. In 1974 the Congress mandated that institutions
oftering vocational and technical training programs must show

that 50 percent of the persons who completed such courses

obtained employment in the field for which the course was designed
to provide training. '

In August of 1979 GAQ reported that, upon reviewing a ran-
dom sample of veterans who had completed £light and salected
correspondence training courses during a recent 5-year periocd,
only about 16 percent of the flight-trained veterans and 34
percent of the correspondence~trained veterans had full-time
jobs related directly to their training. However, reports sub-
mitted to VA by institutions offering such training indicated
that over 50 percent of their graduates had found employment
related to their training. GAO concluded that flight and
correspondence courses covered by its review had not met the
minimum 50 percent employment standard mandated by the Congress
for VA-approved vocational objective training programs and that
such courses tended to serve avocational, recreaticnal or per-
sonal enrichment, rather than basic resadjustment and employment
objectives. Accordingly, GACO recommended that the Congress
adopt VA's legislative proposal to terminate GI bill benefits
for flight and correspondence training. This would be in
agreement with the action proposed by the CBO.

According to GAO's report, VA estimated that termination
of these programs would save about $217 million during the
five fiscal years ending in 1984. Based upon more recent data
obtained from VA, GAQ believes this estimate could be increased
to $250 million for the five fiscal years ending in 1985 as was
reported by the CBO.

Relevant-GAO-Reports. HRD-79-115 (GI Bill Benefits For Flight
End Correspondence Training Should Be Discontinued, 8-24-79);
B-11485% (More Veterans Not Completing Correspondence Courses—-—
More Guidance Needed from the Veterans Administration, 3-22-72)
and HRD=79~158 (Letter report to Senate Committee on Veterans'
Affairs onm Responses to Questionnaires on Operation and Effect
of Educational Assistance Programs Provided by VA, 8-11-76).

4.
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Restructuring of Milicary Retirement Pay CB0 Proposal

Savings by Fiscal Year Cumulative

(in millions of dollars) Five~Year
1981 1982 1983 1984 1985 Savings
-100 -90 -60 -20 20 =250

Military pay reforms almost invariably involve higher costs
in the firstc few years, alchough they may save large sums in
future years. The example used here is just such a case.

Under the current wmilitary retirement system, most of those
who leave before complating 20 years of service receive no pension;
at 20 years, retirees become eligible for a pension, payable
{mmediately and aqual to half the basic pay rate in effect on the
day of retirement. This scheme may contribute to the departure of
too many persoms after & or 5 years' service, at a time when they
have become trainad and experienced, and the retentlion of oo many
with hetween 10 and 19 years' service, who may contribute to an
excass of supervisors.

The proposal presented here has three elements: (1) to base
military retirement pay on the individual's highest three pay
years, phasing in this change over a three-year period; (2) to
provide a deferred annuity a2t age 60 for those who leave after
fewer than 20 years’ service, beginning immediately; and (3)
immediately to increase selective bonuses after 10 years' service
to retain enlisted men and women whose skills are in short supply.

Savings from such staps would not begin to appear until the
fifth year, but they could grow to $360 amillion annually by
1990, and they would continue to increase until after the turn of
the century. '

The shift to "high=3" pay as a basis for retirement checks
may be opposed on the ground that it would eventually result in
entitlements about 10 percent smaller than under the present systam
of using the final pay rate as the basis. Opponents may also argue
that any change in retirement pay must apply only to those entering
the military after enactment of the change, which would delay
savings: for 20 years. But if the change is phased in over three




years, the effect would be to honor all retirement credits actually
earned before the change. The shift to "high-3" would make the
military system consistent with that of the federal civil servicge,
and it would eliminate the advantage available to those who can
time their retirements to coincide with pay increases. The de~
farred annuity and bonuses would help to retain a larger proportion
of persoms with 5 ta 10 years of experience, which is consistent
with many analysts' judgments about. sound force management.

[
™~



Restructuring of Military Retirement Pay
GAO Supplementary Discussion

GAO views. GAOC has also recommended that the 20 year military
retirement system be restructured. The thrust of our recommen-
dations was to make the system more flexible to meet the serv-
ices' needs and we did not estimate whether a budgetary savings
would accrue. We concluded that a more flexible system would
allow the Department of Defense to more effectively retain the
mix of manpower it needs--first and second termers versus ca-
reer members and by type of military occupation. We recommended
that the arbitrary 20-year career length be done away with and
replaced by a system that would tend to retain a youthful and
vigorous force as well as those whose skills and occupations
are in short supply. We alsc recommended some form of vesting
for those who do not complete full careers.

Relevant GAQ Reports. FPCD-77-81, March 13, 1878.




Change in Enlisted/Officer Ratio in the Armed Forces CBO Proposal

Savihgs by Fiscal Year . Cumulative
(in millions of dollars) Five-Year
1981 1982 1983 1984 1985 Savings
16 35 57 83 110 301

Some observers believe that the ratio of enlisted personnel
to officers in the armed forces could be increased with ac loss
of military effectiveness. The ratio in recent years has been
about 6.4 enlisted persons for every officer. Before che Vietnam
buildup, the ratioc was about 6.8 to L. If over the next five
years the ratio was gradually increased to 6.6 to 1, the cumula-
tive savings would be about $300 million; in the following five
years the savings would be comsiderably greater. (This assumes
that promotion policies would be adjusted to keep average grades
at today's levels.)

A possible explanation for the current high proportion of
officers is that the drawdown since the peak of force numbers in
the late 1960s has been heavier im enlisted ranks, where turnover
is greatar and tenure guarantees arae fewer. Increases in technical
complexity may, however, justify having wmore officers relative to
enlisted personmel than in earlier years. The science of defining
officer requirements 1is sufficiently inexact and subjective to
preclude a f£irm case for any particular ratic. ,

1b




Change in Enlisted/Officer Ratio in the Armed
Services GAQ Sunnlementarz»Discussicn

GAQ Views. Arbitrary officer reductions,; based only on
enlisted strength, are counter to our efforts to improve

the efficiency and effactiveness of cur military £forces and
could as well result in strong disincentives and double
payment for efficiency and effectiveness initiatives. The
enlisted-to-afficer ratio is the product of many constantly
changing factors, such as force levels, weapon systems, laws
and management policies affecting the service of officer and
enlisted personnel. The enlisted-to-officer ratio has
frequently been used as a yardstick to make historical com-—
parisons between forces. The general assumption is that a
low proportion of officers is good and that a nigh propertion
of officers is bad. Enlisted-to-officer ratios since World
War II follows:

Average
FY 1954-1964 FY 1964 FY 1968 PY 1972 PFY 1974 FY 1976 FY 1977-79
7.1 ‘ 7.0 7.5 5.9 8.2 6.4 8.5

The enlisted/cfficer ratio has limited usefulness as a com—
parative measure and is likely to produces erronecus judgements
about the composition and effectiveness of forces.

There are two basic reasons for this. First, the number of mana-—
gement personnel (officers) required in any organization is
primarily dependent on both the nature and extent of the manage-—
nent and supervisory functions which must be performed, and

not simply om the gross numbers of all personnel comprising the
organization.

With respect te organization, in 1945 there was no Department of
Defense nor separate Air Porce. The Defense Reorganization Act
of 1958 created three new unified commands and four new Defense
Agencies, strengthened the office of the Secretary of Defense,
the arganizatiom of the Jeint Chiefs of Staff and the Unified
Command System. Both NATO and SEATO were established after
1945. All these developments have affected the numbers and
kinds of officers.

Wwith respect to functions, management today is far more complex
ghan ir 1945. Technological advances in weapon gsystems and
their employment increase officer requirements. In turm,
agtomation of weapon systems reduces enlisted manning require—
ments. Tncreased emphasis om and complexity of fiscal and
rasource management, which dces not reduce commensurate with
force reductions, increased emphasis on human resourcs manage=
ment and increased requirements for specialists, e.g. physicians,
lawyers: alsc contribute &0 the proportion af officers in the
total military force.

k--l
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We concluded in a study 1/ conducted for the Chairman, House
Armed Services Committee that the large number of officer
positions is a product of the large number of management
echelons rather than the officer requirements process and
that a sizable reduction, through elmination and consolidation
in the number of management headguarters and staffs and
associated duplicative functions may offer the best means of
reducing senior officer positions. We have recommended

. eonsolidation and streamlining of headgquarters functions to
improve efficiency and effectiveness in a number of studies
(See partial Listing 2/ below), but have also warned about the
consequences of across-the-board cuts and reduction of staff &
the expense of effectively administered programs. 3/ Action
on our recommendations made in these reports as well as many
others would reduce officer requirements in a logical rather
than achitrary way.

On the other hand we have raported extensively (see partial
listing 4/ below) on the need to replace military personnel
with civilians. Since FY 1964 the Department of Defense has
converted over 100,000 military jobs (almost all enlisted) to
eivilian positions. This efficiency measure, which we contint
ko strongly urge 5/, further impacts on the enlisted-to=-offics
ratio. As more enlisted military peositions are identified
and converted to civilian jobs the ratioc will decrease and
further arhitrary officer cuts made to bring the ratioc up

may effect program effectiveness, a concern we have addressed
repeatedly..

Relevant GAQ Reports

1. Development of Field Grade Officer Requirements By the
Military Services, FPCD~75-137, 3-25-73 ‘

2. Suggested Improvements In staffing And Organization Qf
Top Management HSeadgquarters In the Department of Defense,
PPCD~76=35

Pacific Fleet Headquarters Efficiency Can Be Impraved
Through Comsolidations, FPCD=76-98, 2~4~77

Qpportunities: to gtreamline the Air Force Headquarters
Structure I the Pacific, FPCD~79-27, 2-8~7%

3. Persounel Re&frictinns And Cutbacks Im Executive
Agencies: Need Por Cautiorm, FECD=77-85, 2=9~78
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CBO Proposal

Elimination of Dual Pay for Reservists Who Are Pederal Eaployees

Savings by Fiscal Year 'Cumulative
(in millions of dollars) Five=Year
1981 1982 1983 1984 1985 Savings
35 39 42 48 50 212

Federal civilian employees who are reservists in the armed
forces receive both civilian and military pay during their two=
N week annual period of active duty for training. They alse recaive
their regular vacation entitlement (13, 20, or 26 days, depending
on length of service) im additiom to the two~week absence for
military training. The Administration has repeatedly recommended
paying such federal employees the greater of their civilian or
reserve salaries, rather than both. Adopting this change would
save over $200 million in the next five years.

Those who favor such a change polnt out that the dual pay
_practice is generally not followed by private employers, nor
by the. federal government itself when a reservist is called up for
state duty. Uuder those circumstances, the employee receives only
the higher salary. Moreover, the practice may attract dispropor=—
tionately large numbers of federal employees to the reserves,
despite the greater likelihood that their civilian jobs would
excuse them from a military wmobilization. The counterargument is
that the change could have an adverse effect on raserve recruiting
and retention=—~in a force already falling short 'of its manning
"goals. ’
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Elimination of Dual Pay for Reservists
Who Are Federal Employees

GAO Supplementary Discussion

GAO views. GAO has generally been in favor of eliminating or
amending laws that provide for dual compensation, and believe
that this dual pay practice should be discontinued unless there
is avidence to show that doing so would severely affect the re-—
ecruitment and maintenance of an adequate reserve force. We
agree with the savings estimate.

Relevant GAC Reports. 3-188600, October 14, 1977.




Closing:of the Clinch River Breeder Reactor Program

CBO Proposs

Savings by Fiscal Year Cumulative
(in millions of dollars) Five-Year
1981 1982 1983 1984 1985 Savings

220 430 560 180 80 1,450

The Clinch River Breeder Reactor (CRBR) project has besan a
subject of controversy for years. Although it was not included
in the President's budget for 1980, the Congress appropriated
$173 million for the purpose; the President's 1981 budget recom—
mendation is once again to stop funding the CRBR.

The project aims to demoustrate that a commercial-scale
liquid metal fast breeder reactor could be operated reliazbly and
safely as part of a public utility electric supply system.
Objections have been based on cost and safety grounds, om concern
over proliferation of nuclear weapons materials, and on engineer—
ing and technical doubts. Some authorities assert that a French—
designed breeder reactor 1is more highly developed and could be
licensed in the United States with oanly minor design changes.

The five—year savings of almost $1.5 billion from a CRBR
shutdown would be net, allowing an estimated $150 million for
termination costse.

Accepting the President's reccmmandation with respect to
fiscal year 1981 funding for the CRBR does not necessarily imply
permanent rtejection of the idea of having fast breeder reactors
in the United States. In consequence, the savings achievable
under this optiom might someday be overmatched by spending on
more tachnologically advanced fast breeder reactors.
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CLOSING THE CLINCE RIVER BREEDER REACTCR PROGRAM

GAQ SUPPLEMENTARY DISCUSSION

GAQ Views

The future of the Clinch River Breeder Reactor (CRBR) has
been a matter of controversy between the executive branch and
the Congress for several years. The surrounding issues are
complex and are integrally tied to how the Nation views its
future reliance on nuclear power.

OQur primary concern is that CBO's analysis portrays the
CRBR as an activity that can be shut off and then resurrected
when the need arises. Similarly, the analysis implies that
the CRBR is an isolated project having little relationship to
other components of the breeder program. In this regard, it
does not discuss the role CRBR or any demonstration plant has
in an overall technology development strategy. A large portion
of the underlying breeder reactor research and develcopment pro-—
gram is geared to supporting the successful operation of a
demonstration facility, in this case, CRBR. We believe that,
without such a facility, the underlying technology program
would not be adequately focused.

Moreover, there is a great deal of controversy and uncer-
tainty surrounding if and when commercial breeder reactors will
be needed in this country. Consequently, it is important that
the United States be in a position to deploy this energy option
if and when the need arises. The timing of the CRBR plant or
any facility that might later replace it as the centerpiece of
a U.S. breeder reactor program is crucial tec our ability to
commercially deploy this option if needed to meet long-term
energy needs. Without such a plant to demonstrate to industry,
utilities, and the public that breeder reactors can be operated
safely, reliably, eccnomically, and cleanly, the long-term
ability of the United States to respond promptly to its elec—
trical energy needs is threatened. 1In this regard, the CBO
report does recognize that "savings achievable by terminating
the CRBR might scmeday be overmatched by spending on more
technologically advanced fast breeder reactors."”

Over the past 5 years, we have repcrted to the Congress
on various aspects of the CRBR and the entire breeder reactor
program. Generally, these reports supporﬁed the need for the
CRBR to continue. Cur most current report, issued in May 1979,
made the following observations:




--The CRBR is a logical and prudent step in developing
breeder reactor technology.

--Zliminating the CRBR in favor of a larger plant at a
later time may lead to increased costs to the Govern-
ment and reduce public confidence in the safety of
larger breeder reactor plants.

—TIf the CRBR is terminated, utilities may end active
participation in breeder reactor development and the
industrial capability to suppert a breeder technology
may decrease significantly.

We are now reviewing the Department of Energy's management
of the entire breeder reactor program and expect to issue a
report to the Congress this summer. The report will address
the effects of CRBR termination, among other things, on the
overall breeder program. '

Relevant GAQ Reports

"rhe Clinch River Breeder Reactor-—Should the Congress Continue
to Fund It?," EMD-79-62, May 7, 1979.

"Comments on the Administration's White Paper: 'The Clinch
River Breeder Reactor Project=—-An End to the Impasse',"
EMD-79-89, July 10, 1979.
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Mod{fications in Federal Compensation Practices CBO Proposal

Savings by Fiscal Year Cumulative
(in millions of dollars) FTive=Year
1981 1982 1983 1984 1985 Savings
Workmen's Compensation S 14 27 44 63 153
Civil Service
Disability 30 90 158 233 316 827
Civil Service :
Retirement 14 44 78 117 160 413
Total 49 148 263 394 539 1,393

In a series of reports, the General Accounting Qffice {(GAOQ)
has recommended stricter eligibility requirements for federal
workmen's compensation and civil dervice disability, as well as
certain technical changes that would reduce regular civil service
anauities for future retirees. All the changes combined might
reduce 1985 outlays for the affected programs by about 2 percent.

Federal Workmen's Compensation. GAO bYelieves that this
program is subject to abuse, both in the determination of initial
eligibility and in the continuation of benefits. It recommends
that the employing agency be allowed to appeal workmen's compen—
satiomr awards and to require physical examinations by physicians
chasenr by the agency. GAO also recommends reaiastating an inieial
three-day waiting period before any compensation is payable.
These changes, according to some observers, would bring the program
more in line with state workmen's compensation practices.

Civil Servica Disability. A federal emplovee 1s eligible
for civil service disability retirement if unable to perform one
or more significant functions of his or her present job, whereas
to qualify for Social Security disability the applicant aust be
unable to hold any gainful employment. The probability thart
males aged 30 to 50 will receive civil service disability is at
‘Least 50 percent greater than it would be if private sector
standards were adopted. Outlay reductions resulting from stric—
ter eligibility standards would not be large, since: most disabled
amnuitants are also eligibler for regular reriremenc; but there
would be: some general revemue increase, since fewer peopla would
qualify for the tax advantage that accompanies disability retire—
nent.-
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Civil Service Retirement. GAO notes that federal retirees
benefit Ffrom cost-of-lLiving increases that occur before they
actually retire. Under durrent law, employees have the option of
calculating their annuities as if they had retirsd before the
previous cost~of-living adjustment. In addition, the first cost-
of-living increase after retiremeat is not prorared to reflect the
aumber of mounths in retirement status. The argument against
changing this is that, because the ratiree’s benefit is based on
the average of the three highest salary years, the practical effect
in wmost instances is to make the. penultimate year's. salary the
base, and comsequently the present rules do not rasult in double
ad justments for cost-of-living increases.
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Modifiestion in Pederal Compensation Practices
GAO Supplementary Discussion
Federal Workmen's Compensation

GAC views. Employing agencies are presently not able o appeal
any of Labor's Office of Wworkers' Compensation Programs {QWCP)
decisions. During our review, agencies expressed concern aver
the present system. In many cases, the agencies stated in their
administrative reports that the employee's injury was not in-—
curred in the performance of his or her official duties, but
OWCT later determined otherwise. Although QWCZ clearly has the
autherity to make such a determination, employing agencies often
believe that they have pertinent evidence which OWCP has not
considered and that they should have the right to appeal QWCP's
decision in such cases. In its comments, Labor stated that it
is not true that OWCP ignorses such evidence. Labor noted that
OWCP procedures require that district offices explicitly take
into account agency views and reconcile them with those of the
claimant. Labor sees no need to alter the equity of the adju-
dication process by requiring employees to be subject to any
undue: evidentiary requirement, or to establish an adversary
procedure among Federal agencies by providing the emplaying
agencies with the right ta appeal. We agree with CBQ, and

to help insure the guality of OWCP's determination of causal ra-
lation, we recommended that the Congress amend the Federal Em—
ployees’ Compensatiom Act to place in the employing agencias the
authority to appeal to the Employees!’ Compensation Appeals Board
any finding of causal relation by OWCE or any OWCP? decision con=—
minuing compensation benefits, which, in the employing agency's
epinion, is inconsistent with or not supported by the available
evidencsa.

Prior to the 1974 amendments to the Federal Employees' Com~—
pensation Act, employees had to wait 3 days before receiving com—~
pensation, but, under continuation of pay, this 3~-day wait was
moved ta the end of the 45-day pericd. Removal of the waiting
period, in conjunctiocm with raguiring emplaying agencies to
automatically continue am employee's pay-—except for nine spe-—
cifie reasons has encouraged employees to file claims for mincr
and frivelous injuries and for injuries aof short duration. We
randomly selectad 410 continuation~of-pay claims—a statisti-—
cally valid sample——from sever Labor district officesg. Based on
the duratior of the injuries. im this sample, 2 medical consult-
ant's amalyses, and other dvailable factors, we belleve that as
many as 46 peccent of all claims might hzve been eliminated by
a j-day waiting period. The evaluation showed that abour 37 per-
coni of the claims (14% of 410) wers minorm of frivelous: and about
% percent (38 of 410) were not considered minor or frivolous, but,
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because they lasted only 4 to 7 calendar days, would procbably have
been eliminated if a waiting period had been in effect. We believe
that reinstatement of the 3-day waiting period before continuation
of pay would reduce the overutilization of the compensation system,
thereby allowing claims examiners to expeditiously process more
serious claims; significantly reduce compensation costs to the
taxpayer; increase worker productivity:; and raise worker morale.

The 1974 amendments also gave employees the option to select
a physician of their choice for care and treatment. Qur review of
this provision showed that employing agencies need the authority,
if there is a question about the initial diagnosis of an employee's
injury or the length of disability resulting from that injury, to
require an employee to be examined by a Federal medical officer or
a physician designated by the Secretary of Labor. Employing agen-
cies need to contact and work maore actively with employees' pri-
vate physicians. We believe that this would result in employees
returning to work earlier. Our analysis of a random sample of
410 claims to determine the effect of the free-choice-of-physician
provision showed that, without employing agency controls, the pro-
vision has contributed to abuse of continuation of pay. About
20 percent of the claims (80 of 410) appeared abusive either in
occurrence, job relatedness, or duration. In about 20 percent
(81 of 410) light duty could have been more effectively utilized
in returning employees to work.

Relevant GAQ Reports. HRD-78-119 September 28, 1378; HRD-79-80
June 11, 1379. ‘

Civil Service Disability

GAO views. GAO reports on Civil Service disability recommend num-
arous changes to remedy shortcomings in the law, policies and ad-
ministration of the program. While our recommendations often
centered around eligibility, we have not recommended that private
sector ar Social Security gualification standards be applied to
Federal disability retirees.

We do not have an estimate of the savings in outlays that
would occur Lf our recommendations were adopted, but we believe
they would be significant. Figures of the Qffice of Personnel
Management showed that im 1978 only 29- percent of the 26,200 dis-
ability cetirees were eligible for regular cetirement. Based on
our work it is highly doubtful that all disability retirees were
incapable of further Government service.

Relevant GAO Reports. FPCD-T6-61, Novembar 13, 1976; FPCD-T8-48,
Jaly 10, 1978- ‘
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Civil Service Retirdmeat

GAO views. GAC belisves that new Federal recirees' cost-of-living
adjustments should be prorated to include only the increase that
occurs after retirement. The present process gvercompensates re-
riring employees since, by law, they can receive a higher starting
annuity which reflects the preceeding cogt=-of~-living adjustment
granted while they were still employed and, depending on the tim~—
ing of their retirement, they may be eligible for an additional
adjustment immediataly upon retirement. Such increases escalate
the already high costs of Federal retirement by inflating tkhe
basic annuity upon which succeeding adjustments are applied and
can encourage valuable, experienced employees to retire. We es—
rimated that a change in law to require prorating would save over
$800. million in annuity payments over the remaining lifespans of
civil service employees cetiring in 1978 along. This was a dif-
ferent approach of estimating savings -than used by C30, but their
estimates appear reasonable.

If this change were adopted, the Federal cost-of-living adjust-
ment process would still be more generous shan those of non-Federal
pension plans and more consistent with those provided by the so=-
cial security program. Pederal retirees are the only groups of
which we are aware who receive unlimited cost~of-living adjustments
automatically twice: a year.

Relavant GAQ Reports. FPCD~76-80, July 27, 1976 FPCD-78-2,
November 17, L1377 ,




CBO Proposal
Elimination of Farm Deficiency Payments

Savings by Fiscal Year Cumulative

(in millions of dollars) Five—~Year
1981 1982 1983 1984 1985 Savings
Q 914 1,049 353 111 2,427

Since 1965, the level of price support for major export
commodities——wheat, feed grains, cotton, and rice~—has been
gradually adjusted downward to world price levels. As part of a

1 PR S A Lie memre {
planned, gradual adjusment process, deficiency payments have been

made to participating farmers whenever the market price of a
commodity falls below its target price. In racent years, farmers

have demonstrated a willingness and ability to supply the needs
of consumers at prevailinge world prices. Therefore, deficiency

vl WD UGS, & P Y dednduidbfly WS ol paamEs e LRSS EL YR

payments have largely fulfilled their functionm and some believe
that they could now be eliminated without detriment to J.S.

agriculture. GElimination of deficiency payments could result in
savings of $2.4 billion over the next five years.

DAV dukd

.

THose who support elimination of these payments argue that
three other components. of the agricultural programs——price support
loans, a2 multiyear storage program, and acreage diversiocn pay-
ments~—-could probably hold farm production and income within
reascnable bounds. Furthermore, they believe that deficiency
payments concentrated in the hands of a few large=scale farmers
tend to be capitalized into land values, making it more difficult

to enter farming and resulting in higher food prices.

Proponents of deficiency payments argue that they are needec
to induce farmers to take land out of use when surplus productior
threatens.. In their judgment, price support loans, the storage
program, and acreage diversion payments would not, by themselves,
offer a sufficient incenrive to farmers to participate in commodiry
programs and thereby help stabilize agriculture prices and supply.

28



Elimination of Farm Deficienc? Payments

GAO Supplementary Discussion

GAO Views GAO has no view on whether farm deficiency payments should be
eliminated. Because farm programs are very complex and have a significant
impact on such a vital industry as agricultuxre, GAO believes that these
payments should not be eliminated without a thorough study. In the last
15 years, the level of price supports for major commcdities has been
adjusted to world price levels resulting in a significantly larger export
market for U.S. agricultural products.

Conversely, due to pervagive inflation, the increase in farmers'’
production costs has been proporticnately greater than increases in farm
comnodity prices. Thus the farmer is often caught in a price-cost squeeze
which may cause substantial financial difficulties in the agricultural
sector unless some form of farm income assistance is available. It is
questicnable whether, in most years, the increases in production costs
would be offset by the effects of production control programs, improved
yields per acre, additional export markets, and the grain reserve program
thus resulting in a strong and financially healthy agricultural sectox
without the need for a farm income support. program.

GAQ believes that deficiency payments can be reduced somewhat, with-
out jeopardizing the economic viability of the farm structure, by effec-
tively administering the deficiency payment programs and other farm pro-
grams, such as the payment limitation program and the set-aside program,
which ars related to the deficiency payment program.

Relevant GAO Reports CED~77-57, CED-77-77, CED-79-24, CED-79-31, CED-79-85,
CED-80-9, CED-80-48
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CBO Proposal

Reduction of Soil and Water Comservation Program:

Savings by Fiscal Year Cumulative

(in millions of dollars) Five=~Year
1981 1982 1983 1984 1985 Savings

94 128 147 158 169 696

Total federal outlays in fiscal year 1981 on the comstruction
of erosion control facilities and the channeling of streams will
be about $585 million under current law; part of this spending is
for obsolete programs begun in the days of the Dust Bowl and
chronic Appalachian erosion. Today, most soil erosion problems
result primarily from modern farming practices. Elimination of
obsolascent scil and water conservation activities could result in
savings of roughly $146 million in 1981 and $775 wmilliom over the
next five years. These obsolescent activities, in particular the
channeling of streams, destroy needed wetlands, which other federal
programs attempt to preserve. Wetlands have become much more
valuable ta society in recant years because of their relative

'scarcity, their importance to wildlife and water quality, and their
ability to store fresh water or maintain water tables.

In many cases, the value of incrememtal agricultural pro—
duction from drained land probably does not justify the requirad
public investment. Even in those cases where diract economic
benefits can be shown, the total bemefits of such projedts may not
outweigh the economic costs, plus the detrimental effects om
wildlife, water storage, and water quality, according to scme
analysts.

Proponents argue that unquantifiable benefits to local
residents and to future gegerations justify continuation of the
challenged programs. :




Reduction of Soil and Water Conservation Program

GAQ Supplementary Discussion

GAO Views GAO cannot tell what obsolescent soil and water conservation
activities and what specific channelization activities were considered
and included in the savings estimate. GAO is therefore unable to give an
opinion as to the validity of CBO's estimated savings or whether certain
activities are, in fact, cbsolete and should be eliminated.

However, GAO did issue a report to the Congress on February 14, 1977,
which made racommendations to the Congress and to the Secretary of Agri-
culture aimed at improving the effectiveness of controlling soil erosion
on agricultural lands. In that report GAO said that:

"If the Congress wants to stop the shift away from needed soil con—
servation practices and prevent the widespread cost-sharing of
practices that are oriented more toward stimulating agricultural
production and financially benefitting farmers, it should place more
emphasis on the funding of critically needed enduring conservation
practices by limiting or prohibiting Federal spending for other kinds
of practices. currently authorized by law."

In consonance with that recommendation, the Department of Agriculture's
appropriation acts for fiscal years 1979 and 1980 said that funds for the
Agricultural Conservation Program "will not be used for carrying out
measures and practices that are primarily producticn-oriented or that
have little or no conservation on pollution abatement benefits."

Alsc, in a February 8, 1979, report to the Congress, GAC referred to
the conflict between Federal programs to drain wetlands and those to pre-—
serve wetlands, pointed out the benefits of preserving wetlands, and con-
cluded that wetland drainage is not necessary to meet the Nation's focod
and f£iber needs.

Relevant GAC Reports CED=77-30, PAD-79-1Q




Modification of Indexation of Federal Programs CBO Proposal

Savings by Fiscal Year Cumulative

(in millions of dollars) Five-Year
1981 1982 1983 1984 1985 Savings
3,500 3,500 5,700 7,600 9,700 30,000

Some people contend that the Consumer Price Index (CPI)
exaggerates the rise in the cost of living because of aa inap-
propriate measurement of home ownership costs. If a different
index, modified to correct for such distortioms, were promptly
adopted as the measure for adjusting faderal benefits now tied to
$30 billion. The affected programs would be Social Security,
railroad retirement, Supplemental Security Income, veterans'
pensions, and military and civil service retirement, with about 44
million primary bemeficiaries plus thelr dependents.

If the modified index did not go into effect until the
benefit adjustments due to be made in 1381, the switch could mean
higher rather than lewer federal outlays for several years. The
reason for this is that, according to CBO projectioms, the CPI
will increase at a slower rate than the modified CPI, while the
reverse would hold for 1980 and the 1982-1985 period. Of course,
such projections are subject to great uncertainties. If each
index were to rise as projected, however, and if the CPI was used
for 1980 benefit adjustments and the modified index for benefits in
1981 and later years, there would be higher costs until about
1984, compared to making no switch at all. If the switch ware
delayed until the adjustment due in 1982, the cumulative savings
through 1985 would be reduced to about $10 billiom.

The: goal in indexing benefits is to permit beneficiaries to
enjoy the same standard of living they could "buy” when they first
became beneficiaries, despite subsequent rises in the cost of
living. Consequently, the most accurate and representative
indexing; method should be used. But analysts disagreed as to the
"best" index for the purpose.  Furthermore, some analysts assert
that use of the CPT has not meant overcompensating most bene-
ficiaries for inflatiom. They argue that the combinatiom of
indexed benefits and unindexed other income has at best meant that
the total standard of living for beneficiaries: has: stayed evenm, and
that many have suffered a real decline in recent years.



Modification of Indezation of Federal Programs

"GAO Supplementary Discussion"

GAQ Views. The contention that the Consumer Price Index
(CPL) may contain an inappropriate methodology for measuring
the costs of homeownership finds wide support among many
economists. As it is now constructed, the CPI measures the
effect of price change on the consumer, as if a consumer pur-
chased a house every month. The basis for the criticism of
this methodology is that it does not account for the fact that
many homeowners have fixed monthly mortgage payments and thus
are not affected by rising house prices and interest rates.
This leads some people to conclude that the CPI overstates
the effect of inflation on consumers purchasing power. It
then follows that indexing Federal expenditures, such as So-
cial Security benefits, to the CPI results in benefit recip-
ients receiving larger increases than are necessary to
maintain their standards of living. Unwarranted Federal
expenditures are the result.

With respect to CBO's estimates of budgetary savings,
several points should be emphasized:

First, the budgetary savings figures should be inter-
preted with great care. The projections and assumptions
used by C30 make the rassulting estimates highly conjectural.
For instanca, depending on the concept upon which the modi-
fied index is based, the figures can vary widely. The Bureau
of Labor Statistics has recently published five alternative
indexes based on different concepts of homeownership cost
measurement. These figures show that, in a given year,
the rate of price change measured by the different indexas
can vary substantially.

Secondly, differences in the rates of price change
measured by a modified index and the current CPI also vary
over the course of the business cycle. For instance, when
interest rates are rising the modified index might increase
at a slower rata tham the current CPI. Alternatively, when
interest rates begin to fall, the modified index might not
decrease at as fast a rate as the current CPI. If the timing
of the index change occurs when interest rates are at a cyecli-
cal peak the budgetary sawings may be sgort-lived. As in-
tarest rates fall the use of the modifiad index may actually
result in increases in Federal expenditures beyond what would
occur if the current CPI wera maintained. It is entirely




possible that, in the long run, retaining the current CPI
may raesult in smaller increases in budgetary expenditures
compared with adopting a modified index.

Finally, it must be emphasized that any Jdecision to
change the CPI methodology or the index that is used to
adjust expenditures should be based solaly on grounds of
technical merit.

Relevant SAQ Report. PAD~79-22.




3etter Targeting. Outlays could be reduced by targeting benefit

payments and subsidies on those persons. and jurisdictions that need

them most, and by reducing or eliminating awards to others.
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STRATEGY II: BETTER TARGETING
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Modifications in Trade Adjustment Assistance

Savings by Fiscal Year - Cumulative

(in millions of dollars) Five-Year
1981 1982 1983 1984 1985 Savings
150 200 250 250 250 1,100

Workers who lose their jobs because of foresign comperitionm,

and thus qualify for Trade Adjustment Assistance (TAA) payments,
currently receive both TAA and unemployment insurance benefits.
The General Accounting Office has suggested that TAA payments be
1imited to those who have exhausted their unemployment benefits
and be payable at the same level as the unemp loyment benefits.
This appreoach could save almost half of curremnt program axpendi-
tures, now projected to be $2.35 billion over the next five years.

Assuming continuation of past trends, those most likely to
be affected by the change will be in blue-collar occupations in
manufacturing industries, notably apparel, textiles, coal, leather,
transportation equipment, electronics, and steel.

The argument for the change 1s that TAA recipients should
not receive more generous payments because they happen o be
unemployed for a specialized reasom. The: counterargument is
that higher tariffs could prevent this type of unemployment, but
would be costly to consumers generally. Special TAA benefits are
therefore justified as compensation for those who wmust pay the
price of the govermment's policy of lowering trade barriers.

Aside from budgetary savings, the proposed changes could
well improve the  functioning of labor markets. TAA, like other
unemployment-based assistance programs, creates a disincentive
for seeking work, am effect probably wmagnified in TAA's case by
the greater relative size of the payments. The likely result is
to deter workers. from seeking jobs im other industries, thus
bolstering their attachment to a single industry and vitiating

the adjustment goals the program is intended to attain.
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Modifications in Trade Adjustment Assistance

GAQ Supplementary DiScussion

GAQ Views. GAO has issued several reports to the
Congress on trade adjustment assistance to workers.
The latest report, issued on January 15, 1980, as-
sessed the worker adjustment assistance program
nationwide and found that weekly cash payments have
helped few import-affected workers adjust to the
changed economic conditions during their layoff
because the payments were received by most in the
form of a lump-sum payment after they had returned
to work. The various processing delays that caused
late payments to a great extent are inherent in the
design of the program. Furthermore, most workers
indicated that they experienced no severe economic
hardship as a result of their layoff--which for most
was not permanent-—and were able to rely on regular
unemployment insurance benefits and other income
sources to meet their financial needs.

This was not the case for all workers. Some remain-
ed unemployed even after exhausting their unemploy-
ment insurance benefits. In our opinion, the adjust-
ment assistance program should be targeted to these
workers. Such an approach would target program bene—
fits to workers experiencing long-term unemployment
or permanent job loss and, at the same time, save
millions of dollars now paid--often retroactively-—
to workers who do not experience permanent unemploy-
ment, most of whom return to work before exhausting
unemployment insurance benefits. In addition, this
approach would provide a longer period of income
protection for those who experience the most diffi-
culty in finding employment.

GAO recommended that the Congress amend the Trade
Act of 1974 to require that import-affected workers
exhaust unemployment insurance benefits before re-
ceiving up to 52 weeks of cash payments under the
Trade Act. To minimize the possibility that the
additional weeks of income protection under this
approachr would provide a disincentive tc employment,
GAO zlso recommended that the act be amended to pro-
vide that Trade Act benefits be cofftinued at an
amount comparable to that received under unemploy—
ment insurance, rather than 70 percent of a worker's
average weekly gross wage as now prescribed.




In the report GAO estimated that at least $165 mil-
lion would “have beeén saved if waorkers would have

been required to exhaust unemployment insurance
benefits before receiving Trade Act cash payments.
That estimate was based on workers eligible for bene-
fits under petitions certified by Labor as of December
1977. However, the universe of petitions from which
GAO drew the sample excluded petitions covered by
previous GAO reviews (petitions in various industries
im the New England states, some petitions involving
Pennsylvania apparel workers, and some petitions
covering workers. in the auto industry). The savings
would have been somewhat more if also projected to
these workers.

Recent Labor data indicates that the number of work-
ers filing for benefits increased substantially dur-
ing the past two years. Therefore it is reasonable
to assume that potential savings which would result
from adopting GAO's recommendations are substantially
more than estimated in GAO's report. GAQ has not
formally projected potential savings through 1985,
but we have no reason toc dispute CBO's projections.

Relevant GAQ Reports. HRD-80-11l, HRD-78-133, HRD-78-53,
HRD=77-152, ID-77-28.




Modifications in Child Nutrizion Programs CBO Proposal

Savings by Fiscal Year Cumulative

(in millions of dollars) Five=Year

1981 1982 1983 1984 1985 Savings
School Lunches 300 325 355 390 430 1,800
Food Stamps 1,180 1,312 1,500 1,460 1,530 6,880

Under current law, children from families with incomes of up
to 125 percent of the Department of Agriculture’s poverty guide-
lines may receive free school lunches, which the federal govern-
ment subsidizes at $1.21 each. In fiscal year 1981, this means
that a family of four with income up to $10,050 may receive an
annual lunch subsidy of about $220 for each child enrolled in a
participating schoel. Children from families with ilncomes between
125 ~and 195 percent of the poverty level pay 10 cents for their
lunches, with the federal government contributing $1.10, or
about $200 per child annually. For all those above 195 percent
of the poverty level ($15,700), the government pays a subsidy of
about 36 cents per meal, or $65 annually for each participating
child.

This. proposal would target subsidies more directly to low—
income children, who also tend to benefit the most outritionally.
Free lunches would be available to families with annual incomes of
up ta $8,900; lunches priced at 10 cents would be available up to
$14,090; and the annual federal subsidy to families with incomes
above: that amount would be reduced by 39 per child. Under the
proposal, federal costs could be reduced by about $300 million in
fiscal year 198l and the five-year savings could reach nearly §$1.8
billiom-

While there would be some. reduction in the numbers of children
participating under the proposal, this would not be likely to have
any significant nutritional impact. Studies have shown thact
participants in the income ranges that would be most adversely af-
fected by the proposal have no better diets than nomparticipants.

Savings could be further increased, up to $1.5 billion a

vear by 1985, if the present duplication of school lunch and food
stamp: subsidies were ended. Food stamp benefits: are calculated

$7-388 0 - 80 - & ] vg




on the assumption that all family members eat three daily meals at
home. School lunch subsidies aim to meet ome=third of a child's
daily nutrition requirement. About 43 percent of the households
benefiting ‘from the food stamp program also participate in the
school lunch program. The effect of the overlap is to subsidize
four instead of three meals daily for about 6.8 million childrem.
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MODIFICATIONS IN CHILD NUTRITION PRCGRAMS

GAQC SUPPLEMENTARY DISCUSSICN

GAQ Views

GAQ has not made an independent cost analysis of the
proposed modifications in the child nutrition programs soO
it cannot estimate the potential cost reduction. It agrees,
however, that the potential cost reduction is significant.
GAO did not confirm the evidence supporting the statement
that the modifications will not be likely to have any sig-
nificant nutritional impact on children dropping out of the
program. GAO's research of available studies has shown that
the school lunch program's nutritional impact has not been
measured. The Depactment of Agriculture, however, is under-
taking a broad-based evaluation study of this program which
should lead to more conclusive evidence.

Regarding the possible $1.5 billion annual savings by
eliminating the duplication between food stamp and school
lunch subsidies, GAO agrees that substantial savings might
be possible by eliminating this duplication. Based pri-
marily on fiscal year 1976 information, GAO estimated in a
June 13, 1978, report that the duplication would be about
$111 million, but this estimate was intentionally conserva-
tive. All the assumptions on which GAQ's calculation was
based were made so as to avoid overstating potential sav-
ings; different assumptions would significantly increase
the savings estimate. Other factors--growth in program
participation and increased food costs and benefits--which
have changed and will change dramatically between 1976 and
1985 would also increase the estimated savings. GAO has
not evaluated the details behind CBQ's estimated savings
but believes that the general principle on which it is
based--overlap between food stamp and school lunch benefitg~-—
is valid. Further overlaps=--and potential savings--are
available regarding the summer food service, child care
feeding, free special milk, and breakfast programs. GAQ
has no estimates of what such potential savings might cur-
rently amount to.

Relevant GAO Reporcts  CED-78-~113, CEP~79-5
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CBQ Proposal

Reduction of Funding for Youth Employment Programs

Sayings by Fiscal Year Cumulative
(ia millious of dollars) Five=Year
1981 1982 1983 1984 1985  Savings

Youth Conservation 56 58 61 63 66 304
Corp :

Young Adult Conser—
vation Carps 227 292 318 344 374 1,545

Summer Youth
Employment Program 264 424 463 501 543 2,195

Total 547 774 842 308 983 4,054

The Youth Conservation Corps (ICC) and the Young Adult
Couservation Corps (YACC) in combimation provide 25,000 year-—
around and 40,000 summer jobs to young peaple aged 15 to 23,
irrespective of family income levels. The Summer Youth Employ-
ment Program (SYEP) provides an additiomal 750,000 summer Jjobs
far young people who qualify as "economically disadvantaged.”
Youth in YCC and YACC work mostly on comservation projects in~
volving state and federal lands, while those in SYEP undertake
a variety of projects dectermined largely by Comprehensive Employ—
ment and Training Act (CETA) prime spousors. Although the pro—
jects undertaken in these prograas generally yield tangible
benefits and give the young pecple an acquaintance with the
demands of real work (promptness, for example), most of the
activities would probably be classified as nonessancial, and
they generally do not imclude useful training. :

If the YCC and YACC programs. were completely e_l;j.(ainated, and
if funding for the SYEP were cut by S50 percent, the cumulative
five~year savings through 1385 would be about 4.1 billiom. '

The immediate counsequence of funding cuts would obvicusly be
@ lass of jobs: and income.: While the year—around youth unem—
ployment" rate would rise by only 0.4 percentage point, the affects
during the summer would be: more serious, particularly in inmer—ecity
neighborhoods.




The argument for eliminating the YCC and YACC programs is
that they are not targeted on pecple in financial need, and that
the work performed through the programs, 1f it is worth doing,
should be financed ia the regular budgets of the state and federal
agencies involved. The argument for reducing SYEP funding is that
its apparent underlying purpose-—averting urban unrest during
summer school vacation periods~~can be accomplished without such
large federal expenditures. Furthermare, because they lack an
organized training component, SYEP jobs provide few, if any long—
tarm benefits for the participants.
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Reduction of Funding for Youth Employment Programs

GAO Supplementarv Discussion

GAO Views. GAO has not reviewed t
tion corps (YCC) or the Young Adul
Corps (YACC) and cannot comment on pot tial
or problems that may arise from elimination o
two programs.
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GAO's February 20, 1979, report evaluated the extent
to which the 1978 summer youth program provided a
meaningful work experience and was targeted to dis-
advantaged areas and groups at seven locations across
the country. GAO found serious problems in the work
experiences provided to youth especially at urban
locations. Rural locations fared much better because
the worksites were smaller and, thus, more manageable
than the urban sites and because rural supervisors
had a better understanding of program objectives.

GAQ did not recommend that the summer youth employ—-
ment program be curtailed, but did recommend that

it not be expanded until it had been improved. The
program had grown steadily since 1975 when about

$391 million was obligated to 1978 when §755 million
was obligated. A very limited GAO follow up report
on corrective acticns taken by Labor for the 1379
summer program, as well as a report by Labor's
Inspector General, showed that improvements had

been made in program operations.

GAQ's February 1979 report did not assess potential
monetary savings or possible problems that may occur
from reducing the size of the summer program. How-—
ever, a potential source of savings not mentioned

by CBO may be available from reducing the amount of
unobligated funds carried over by prime sponsors

from one year to the next. Labor estimated that unob-

ligated carry-over from the 1379 to the 1980 program
was $49 million.

HRD-80~39, HRD-79-45, HRD-78-123,
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Termination of Certain Social Security Bemefits CBO Proposal

S(a;viﬁgis% by ‘Fiscal 'Yeé.: Cumulative
(in millions of dollars) Five=-Year
1981 1982 1983 1984 1985 Savings

Phase Qut Student
Benefits 200 g0 L,400 1,900 2,100 6,400

Phase Qut Survivar
Benefits for Parents
of Children Aged 16

and 17 25 90 500 525 535 1,675

Eliminate Minimum

Benefit 65 135 160 205 225 790

Eliminate Lump Sum

Death Benefit 165 190 220 250 290 1,115
Totals 455 1,215. 2,280 2,880 3,150 9,980

Both the Ford and the Carter Administrations have racom—
mended phasing out Social Security student. benefits, which are
payable to unmarried dependents between 18 and 21 Lf they are
full-time students. (Dependent benefits otherwise stop at age
18.) The entitlement was created in 1965 legislation and is not
based on need. The Congress has. greatly expanded other forms of
student assistance since 1965; phasing out the Social Security
benefit would eliminate some duplication of payments.

In his 1980° budget, ' President Carter proposed phasing out
the survivor benefits for parents of children aged 16 and 17,
eliminating the minimum benefir, and eliminating the lump sum
death benefit. None was enacted by the Congress. :

Survivor benefits are paid the parent (typically, the mother)
of childrem until _they reach age 18. If the parent's benefit (but
not the children's) was stopped when the dependent turned 16,
annual savings would by 1985 exceed $500 milliom. The change 1is
based on: the assumption that the: parent of a child aged 16 or L7 is
not homebound and can join the wark force.
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The minfimum benefit is usually paid to retirees who spent
most of their working careers in noncovered employment, typlcally
in government. Many of those eligible for the minimum benefit
have earned pensions under other programs. Those actually ino
need could be directly protected by Supplemental Security Income
(SSI) and other welfare programs.

This lump sum death bemefit ($225) is paid to all surviving

families. Where the need exists, the SSI program is an alterma-—
tive method by which this- support could be provided.
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‘Permination of Certain Social Security Benefits

BEliminate Minimum Benefits

GAO Supplementary Discussion

GAQ Views

Congress can save the Social Security trust fund $695
million in £iscal years 1981 through 1985 by approving the
President's proposal to eliminate the minimum benefit provi-
sion of the Social Security Act for new beneficiaries.

The minimum benefit provision, intended to help the
poor, has in recent years mainly benefited retired govern=
ment workers with pensions and homemakers supported by their
spouse's incomes. Our study of beneficiaries who were awarded
minimum benefits during 1977 showed approximately 44 percent
of sampled beneficiaries received no additional income from
the minimum provision because of offsets required in other
Federal programs. More than half of the remaining 56 percent
had income or support from other sourcese.

The: need for the minimum benefit was greatly reduced
in 1974 with the enactment of the Supplemental Security In-—
come program.. This program established a Federal minimum
income level for the aged, blind, or disabled. Befcre the
program, the minimum social security benefit may have been
the only source of income for many people, but now most
needy elderly are eligible for Supplemental Security Income.

A few minimum beneficiaries are not eligible for the
Supplemental Security Income program even though they may
be needy. This group includes individuals who selected
early retirement and widows/widcwers aged 60 through 64.
They are not eligible for the Supplemental Security Income
program because they are not aged, blind, or disabled. The
President's proposal could be amended to authorize a limited
Supplemental Security Income payment which would replace the
lost portion of the social security benefit provided they
are needy and otherwise meet the program's eligibility re—
quirements except for agee

If the minimum benefit provision of the Social Security
Act were eliminated, our work shows thit the net savings to
the Government would be $453 million E§r fiscal years. 1981



through 1985 -after a $240 million increase in Supplemental
Security Income to replace the portion of the social security
benefit lost.

Relevant GAQ Reportse.

Minimum Social Security Benefit: A Windfall That Should Be
Eliminated (BRD-80-29, 12-10-79)




Tapmingtion Of "CEFBain Social Security Benefits

Phase Out Student Benefits

GAO Supplementary Discussiocn

GAC Views.

Congress should amend the Social Security Act to dis-—
continue payments to post-secondary students and take the
necessary steps to assure that the QOffice of Education will
have sufficient financial resources to meet any increased
demand for aid arising from discontinuance of these bene-
fitse

, This program is an unnecessary burden on the trust
funds. During the 1977-1978 school year, it diverted $l.5
billion and is expected tc divert $2.2 billion in 1979-1280,
with estimates of greater costs in the future. Student bene-
fits are being paid while, even after imposition of increased
taxes upon Social Security contributcrs, there is doubt the
system can fulfull its basic purpose without still further
increasese.

Our report also supports & phase out of the student
benefits program because it:

--duplicates f£inancial assistance provided by other
programs paying education benefits, and

~--gives many students more money than their school
costs warrant, inequitably curtails--or bars
altogether-~benefits to other students, and de-
prives nonstudents. . ‘

Since the Social Security student benefits program was
first enacted, many other forms of student assistance have
been made available to students. These other student aid
programs are a more appropriate method of providing assist-
ance to post—secondary studentse :

We agree with the Congressiocnal Budget Office that
significant savings can be achieved if the student benefit
program were terminated. Were student benefits to post—
secondary students to be terminated effective fall 1980,
our work shows that the estimated net f&rst year savings
to the Scocial Security taxpayers. would be $l.4 billion,
and the net savings to all taxpayers in that year would be
about $lel billione




If the program were to be phased out over a S5-year
‘period-=fiscal years 1981 through 1985-—the estimated savings
to the trust fund would be $4.8 billion. Net savings to the
taxpayer for the same period would be $3.9 pillion after an
increase in cost to the Office of Education Basic Grant Pro-
gram to meet any increased demand for aid arising from dis-
continuance of Social Security student benefitse.

Relevant GAQ Reports..

Social Security Student Benefits for Post-~Secondary Students
Should Be Discontinued (BRD-79-108, 8=30-79)




Termination of Certain Social Security Benefits
GAO Supplementary Discussion

GAO views. GAO has reécommended that noncontributory social
security wage credits for military service be phased out.
Congress, in recognition of the low pay for first-term
military members during the draft era, authorized a free
social security wage credit of §1,200 per year for members
whose social security taxable earnings were below the taxable
earnings ceiling. Congress' intent when the credit was
first enacted appeared to be to maintain adequate disability
and survivor protection by making up for the decreased earn-
ings and low social security contributions of the typical
individual who was drafted and served one term before re-—
turning to civilian life and a higher paying job. Career
members were not expected to receive the credit because
their pay was expected to be more than the taxable earnings
ceiling.

In recent years, however, the earnings ceiling has
increased faster than military pay and now nearly all of the
active duty force receives the credit. We conservatively
estimate that these credits will eventually result in addi-
tional social security ocutlays of over $100 million annually
as military retirees who entered the service after 1956 be-
come eligible for old age benefits. In view of the fact that
the noncontributory credits have cutlived their usefulness
we recommended that they be discontinued for future military
service.

Relevant GAO Report. FPCD-79-57, August 8, 1979.




Reduction of Fundianor EPA Construction Grants

CBO Proposal

Savings by Fiscal Year - Cumulative
(in millions of dollars) Five-Year
1981 1982 1983 1984 1985 Savings

g 420 732 973 1,030 3,155

The Environmental Protection Agency (EPA) makes grants to
states and municipalities for the planning, design, and coustruc-
tion of wastewater treatment facilities. EPA usually provides 75
percent of the construction costs, and 85 percent if the project
involves innovative technology- Because the states must usa or
lose their allocatad funds within specified periods, the projects
receiving funding are those “"ready-to-go,” rather thaa those
higher up ou the priority ranking but not yet ready. The result
is that about 26 percent of all EPA coustruction grant money
($22.5 billion between 1973 and 1979) may have been used for
lower—priority projects. If funding eligibility were limited to
three project types-—secondary treatment projects, advanced
waste treatment projects, and new interceptor sewers——and if the
use or lose period’ were lemgthened, federal funds could be more
effectively used, even with a 26 percent cut in the program.

The counterargument is that wmost of the lower-priority
projects ought to be constructed aventually. The consequence of
reduced EPA funding would be a stretching out of the period
before “point sources” of pollution would be controlled. AL the
current rate of obligatiom, that period is about 40 years. While
states and municipalities might still comstruct the projects no
longer rovered, thay would have to bear the costs invelved.




REDUCTION OF FUNDING FOR ‘EPA CONSTRUCTION GRANTS

GAQ Supplementary Discussion

GAQO Views: We have serious reservations with CBO's pesition.
CBO bases its cost estimate on the assertion that 26 percent
of the projects funded are not yet ready for construction.

We are not aware from our previous work that this situation
is occuring. Also, it is not clear how CBO has estimated
the five-year savings figures.

CBO is proposing that EPA fund only secondary treatment
projects, advanced waste treatment projects, and new
interceptor sewers. If this were done, other projects which
could have a significant impact on water pollution would not
be funded. Such projects would include those to (l) correct
infiltration/inflow problems, (2) rehabilitate sewers, (3)
construct new collection sewers, (4) control combined sewer
overflow problems, and (5) treat and control storm waters.
These types of projects may represent a more cost-effective
approach to pellution control than the construction of the
three types of projects CBO is suggesting.

Our audit reports have addressed the question of
savings potential and have suggested cost saving projects
and practices. We have recommended that better planning
data be obtained before the decision is made to construct
costly treatment plants; that septic system be given more
consideration during facility planning; that inexpensive
best management practices techniques be used as alternatives
to costly combined sewer overflow projects; and that some
treatment plants not be built if they do not substantially
improve water quality.

Relevant GAC Reports: CED-80-40, December 28, 1979;
CED-78-167, December 11, 1978; CED-78-177, November 13,
1978; CED-78-168, November 3, 1978; CED-78-76, May 12,
1978 ; CED=78-6, December 20, 1977.
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Reduction of Funding for Impact Aid CBO Proposal

Savings by FIsczl Year Cumulacive
(in millions of dollars) Five=-Year
1981 1982 1983 1984 1985 Savings

250 325 3s0 400 450 1,775

For many years, administratiocns and the Congress have argued
over Impact Aid (alsc -known as School Assistance for Federally
Affacted Areas); the principal controversy has been over whether
to continue compensating local school districts for children
whose parents either live or work on federal property, but not
both. In recent years, the Congress has lowered expenditures for
such children, but outlays on their behalf, about §250 milliomn a
year, still go to 4,100 school districts. If the payments were
eliminated altogether, savings over the next five years would
approach $1.8 billion, or about ome—third of the projected outlays
if the program were unchanged.

The case for the reduction is that the local school dis—
tricts involved are not necessarily losing tax revenue or ex-
periencing financial hardship because of the federal presence,
since the parents either live or work on local taxable property.
Indeed, areas with substantial numbers of highly paid federal
workars may have their property values enhanced by the federal
presence. Furthermore, in some states the infusion of federal.
dollars serves only to reduce the amount of stata aid alloted
under state aqualizatiou programs.

The counterargument is. that termination of the program would
cause financial and budgeting shocks in the affected districts,
some of whom receive almost 7 percent of their education funding
from this source (although far most the payment is 2 percent or
less).

4
ri




UCTION..QF FUNDING FQB IMPACT AID
GA0 Supplementary Discussion

GAO Views. In an October 1376 report to the Congress we
presented an economic analysis of fiscal year 1973 lmpact
aid data from 1,671 local education agencies. This analysis
showed that without impact aid 48 percent of the agenciles
would need property tax lncreases of less than 5 percent

and 18 percent would need increases of 5 to 10 percent.

At the upper extreme, 15 percent of the local agencles
without impact aid would need property tax increases of

25 percent or more. A 1977 updated analysis of fiscal

year 1976 data showed similar results.

Relevant GAQ Reports. Assessment of Impact Ald Program
ARD-76-116, Oct. L5, 1976). Letter report to Chairman
and Ranking Minority Member, Subcommittee on Elementary,
Secondary, and Vocational Education, House Committee on
Education and Labor (HRD-78-132, July 13, 1978).
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Elimination of Farm Disastaer Payments CBO Proposal

-Savings by Fiscal Year A Cumulative
(in millions of dollars) - Five-Year
1981 1982 1983 1984 1985 Savings

o 0 560 560 560 1,680

The Congress has provided disaster payments to producers of
wheat, feed grains, cotton, and rice for several years. Lf
pending leigslation 1is enactad, disaster payments will be made
available through the 1981 crop year, while expansion of a sub—
sidized federzl crop insurance program is also underway. These:
programs are partly duplicative. Elimination of disaster payments
after the 198L crop could result in cumulative five-year savings
of about $1.7 billiom.

Disaster payments encourage crop production im high-risk
regions that are not ideally suited to farming. They tend to be
distributed to a very few producers, who often receive payments on
a regular basis; and their availability discourages participation
in- crop insurance programs.

Eliminatiomw of disaster payments would have varied effects.
Some farmers in high—-risk producing regions would not be able to
afford. federzl crop insurance, even at subsidized premium ratas.
Others: would seek diversification, such as livestock production,
as anm alternmative to specialized crop farming. '

The: savings that would accrue from the permanent elimination
of disaster payments could be used to subsidize crop insurance
premium rates, thus spreading the benefit over many more farmers
than under the present arrangements. Alrernatively, the savings
could benefit taxpayers. generally, with crop insurance premium
rates: set to spread overall costs to farmers rather than reduce
them.
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Elimination of Farm Disaster Payments

GAO Supplementary Discussion

GAQ Views Legislation ta expand the Federal crop insurance program and
repeal the Department of Agriculture's crop disaster payment program would
shift most of the disaster protection cost from the taxpayers to the primary
beneficiaries~-the producers. In 1976 the Department of Agriculture esti-
mated that this would save the Government $259 million annually. In a May
4, 1976, report to the Congress, GAO said that it believed that such legis-
lation had considerahle merit. GAQ recognized, however, that there were
various opticns. as to the Federal role in agricultural disaster protection.

The current Pederal crop insurance program would provide little economic
ralief in the event of widespread crop failure. The program is ineffective
primarily because guarantees and premiums, set on a county cr areawide basis,
are excessive for some producers and too low for others.

In a December 13, 1977, report to the Congress, GAC recommended that
the Secretary of Agriculture and the  Federal Crop Insurance Corporation’s
Board of Directors develcop personalized rates and guarantees on the basis
of individual producers' annual yield data.

GAQ agrees with CBO that there is a potential for savings by replacing
the disaster payments program with ar insurance program but has no current
astimate of the amount of such savings.

Relevant GAQ Reports RED~76-91, FQD=77-7




ShiFting Responsibility to <tate ind Local Governments. Some of the

activities of the federal government arguably could be better performed,
or praperly should be performed, at the state or even the local level,
where there can be more responsiveness to particular situations and a
more direct accounting to the electorate, and where there may also

be more ability to foot the bill.




CBO Propo

STRATEGY III: SHIFTING RESPONSIBILITY TO STATE AND LOCAL
GOVERNMENTS

Limiting of Federal Highway Aid

Savings by Fiscal Year Cumulative

(in millions of dollars) Five-Year
1981 1982 1983 1984 1985 Savings -
200 00 1,600 2,000 2,100 6,300

Expenditures on the Federal Aid Highway System will ave
§8.5 billion a year during the next five years. If fed
regsponsibility were limited to the Interstate System, to
primary rcad system (which with the Incerstate System form
viym:eg:a.ce.d narional network), and to bridge replacement,
1981-1985 “savings would approach $7 billlum, and savings woul
future years exceed $2 billiom annually.

The effact would be to shift back to the states the
responsibility for a variety of highway prograums, including
secondary road system, urban roads, pavement wmarking, remov:
hazards, rail-highway crossings projects, and the. 3-R prc
(resurfacing, rehabilitatiom, and restoration). :

One argument for such a change is that the statas are
able to decide for themselves the standard of coavenience
safety they wish to achieve on their local road systems
well as to raise the funds to meet whatever standards they ch
Easch 1 cent in gasoline taxes applied nationwide raises abot
billion. A uniform 2.5 cent increase in all states would ma.
for the loss of federal grant funding under this option.

A majoricy of all states~——28-~have not raised their gas
tax rates since the QPEC price rises began in 1973. Their av
tax rate per gallon is 7.7 cents. The average in the 23 ]
dictions that have had tax increases in the last seven yea
9.5 cents. -Wheresas state gasoline taxes accountad for abo
percent of the price of gasoline in 1973, the current sha’
about 7 percent. One apparent effect of the federal hi,
grant program is to permit stare legislarors to aveid ra
gasoline Ctaxes to- pay for the nonfederal highway programs

favor.



An. argument against such a change is that the nation's road
network, from the interstate highways to the least~traveled back
road, should be regarded as a whole, and that a loss of federal
funding for the local parts of the whole will have adverse national
effects in terms of transportation costs and lives lost.
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GAQ Supplementary Discussion

GAQ_VIEWS

While we have issued no reports relating directly to
limiting highway aid to specific programs and the related
ramifications of such limitation, we have issued three
reports (listed below) which indirectly relate in that
they discuss the deteriorating highways and the States'
abilities and efforts to preserve them.

The CBO report recommends limiting Federal responsi-
bility to the interstate system, the primary system and
pridge replacement. Would this responsibility be limited to
the existing Federal responsibility--primarily, construc-
tion-~or should it be increased to include preservation
activities which are now the States' responsibility? If
such responsibility is expanded, the savings would be
reduced and perhaps eliminated. In fact, inflation might
require an increase in the Federal revenue such as the
gasoline tax.

The CBO report indicates that the States would be able
to decide the level of sarvice they wish to achieve and that
they could fund this level. 1In our report on maintaining
Federal-aid roads, we pointed out that our highways are de-—
teriorating faster than they were being replaced and com=-
mented on the States' deteriorating financial ability to
fund highway construction and maintenance. In ancther
report on the effects of truck weights, we commented on the
gtates' failure to regulate overweight trucks, which are a
cause of highway detericration. These reports ralse ques—
tions on the States' abilities or willingness to generate
the revenue or take other actions necessary to preserve our
roads.

The rural, secondary, and urban rocads (which would
become the sole cesponsibility of the States) are of con~
siderable importance to our national commerce. Will the
level of service the States choose be adequate to maintain
thig commerce? Further, the Federal Government already
has a considerable investment in these roads. Would the
public be willing to rcisk this investment if the States
choose not ta maintainr them?

Federal legislation is pending which would increase
the weight limits for trucks. and which would prohibit
the States from establishing limits lower than prescribed
by the Federal legislation. Increasing truck weights
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which would increase deterioration of the States' highways
while at the same time requiring the States to assume full
responsibility for repairing this damage, seems inequit~
able.

The CBO report implies that States nave not been active
in generating revenue for highways because less than half have
increased their gasoline tax since 1973. A review we have
in process shows that a number of States are financing high-
way construction and maintenance from other sources such as
their general fund and sales taxes and that some 28 States
are actively considering increasing their gasoline taxes in
1980. Further, the Federal gasoline tax is only 4 cents and
has not been increased since 1959. Because of inflation, the
annual Federal highway contributionm to the States represents
only 50 percent of the purchasing power it had in 1967.

Relevant GAO Reports: CED=-77-31; CED-79-94; and PSAD-79-10.
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CBO Propos

Eliminatioﬁ of the State Share of the Land and Water
Conservation Fund

Savings by Fiscal Year Cumulative

(in millious of dollars) Five~Year
1981 1982 1983 1984 1985 Savings
147 196. 259 282 313 1,197

The Land and Watar Conservatiom Fund (LWCF) has two «

ponents: 40 percent of the fund is for federal purchases of
for parks, wildlife refugeg, and recreation centers; the othe:
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percent 1s allocated to the gstates on a 50=-50 matching basis
the acquisition and development of ocutdoor recreation facilit
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Grants to state governments for state park land acquisi
and. similar purposes were not a federal responsibility until

mid~1960s. With virtually ao ax-:eau.ons, the statas have prov

the required matching funds since the program's incepcion,

~ the program enjays wide support. In a sample of eight sta
LWCF grants accounted for 18 to 37 percent of the state .
development and acquisition budgets.

The argument for encu.ng grants to the states from the
is. that state recreation programs mzainly serve state resid
or vacationers from other states whase expend:.tures pro
income in the host state. Thus, each state has the reasponsibi
for deciding what program 1is own taxpayers are willing to
port; it has no claim on taxpayers nationwide.

The case for continuing the federal grant program is pri
ily om "gquality of 1ife” ‘grounds. The quantity of land is £
and, as the years go by, the expense of acquiring public rac
rion areas will inevitably climb. If the land is not acqu
_now, future gemerations of Americans will have less recreati
opportunity than the present gemeration. While cthe nation
benefits: accruing from any particular investment in state
lands: are not directly measurable, it is. argued that such inv
ments serve the national. interest.



Ehmnatmn of the State Share of the

Land and Watsr Conservatiqn Fund

@0 Supplementary Discussion

GAQ Views

We believe the five vear potential savings C20 had identified
could be increased by $853 million from the State share of the ILand
and Water Conservation Fund (LWCF). Substantial savings could also
be realized—$401 million=—with a SO percent reduction of the Federal
share of the LWCE. )

We issued a report on December 14, 1979, which pointsd cut that
at the present time, the Federal Govermment has no overall policy of
how much land it should protect, own, and acquire. Federal agencies
with major land management and acquisition programs have followed the
genexal practice of acquiring as much land as possible regardless of
need, alternative land control methods, and impacts on private land-
owners. Consequently, lands have been purchased that were not essential
to achieving project cbjectives, and before plamning how the land was
o be used and managed.

Goverrment acquisition of private lands is costly and usually
prevents the land from being used for rescurce development, agriculture,
and family dwellings. Agencies have bought land without adequate con-
sideration of the impact on commmities and private owners by viewing
acquisition of full-title as the only way to protect lands within project
‘boundaries. We recommended that the Secretaries of Agriculture and the
Interior '

—jointly establish a policy on when lands should be purchased
or when other protection altermatives, such as easements,
zoning, and Federal controls, should be used;

—critically evaluate the need to purchase additional lands in
existing projects; and
—prepare plans identifying lands needed to achieve project

purroses and cbjectives at every new project before acquiring
land..
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We also stated that congressional oversight in implementation
of cur recormendations is needed because of the

—large sums of money available from the Land and Water
Conservation Fund for acquisition of private lands;

—practice followed by Federal agencies of acquiring as
mich private land as possible resulting in unnecessary
land purchases and adverse impacts on private landowners;

—sircessful use of altermatives to full-title acquisition
to achieve project cbjectives; and

—reluctance on the part of many agency officials to use
. less -than full-title-acquisition to achieve project cbjectives.

It is not possible to quantify the total benefits and measurable
savings that would result if our recomendations are adopted although
we believe them to be substantial. The Congress used our report as a
contributing factor to cut about $41.5 million from the Departments of
Agriculture and the Interior's 1980 appropriation request for land
acquisition. Further, if the use of easements, zoning and Federal
requlatory protection controls could reduce Federal expenditures by 50
percent, savings of about $180 million of the $359 million appropriated
in fiscal year 1979 could have been realized.

Should the Federal share of L¥CF be cut in half during the next
five years, savings would be as follows:

50 percent cut in Federal share of the Land
and. Water Conservation Fund

Savings bv Fiscal Year

(millions of dollars) ‘ Qmulative

: Five-Year

1981 1982 1983 1984 1985 Savings
49 66 87 94 105 401
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On November 1, 1979, we issued a report on the State portion
of the LWCF concerning the use of other Federal grant-in-aid programs
to finance all or part of the local LICF matching requirement.

We identified 500 recreation projects that received financial
assistance through the LiCEF and other Federal programs. The total
cost of these projects amounted to about $144 million with the LiCF
contributing about $66 million and other Federal programs contributing
about $47 million for a total of $113 million in Federal funding. The
Federal share therefore was 78 percent. If the State side of the LWCTF
were eliminated this additional Federal expenditure of $47 million would
have been saved.

Through fiscal year 1979 about 25,000 State projects were funded
with INF monies. We do not know how many other Federal dollars were
used to help fund these projects. Should the 78 percent total Federal
funding hold wp for all projects, potential Federal savings for the five
fiscal years would be $853 million more than $1,197 million estimated by
C0 as follows:

Savings by Fiscal Year

(millions of dollars) Cumlative

Five-Year
1981 1982 1983 1984 1985 , _S_'a_w_.gg_s_
252 336 443 483 536 2,050

Additional savings would be realized on the State side by alimin—
ation of the IWCF because Comprehensive BEmployment Training Act funds

_are ysed extensively to operate and maintain local recreation areas.

Felevant GRO Rerorts

The Federal Drive to Acquire Private Lands Should be Reassessed
(CED~80~14) (December 14, 1979)

The Use of Other Federal Grant~-In-Aid Programs to Meet the Local

Matching Requirement of the Land and Water Conservation Fund
(CED-80~23) (Novesiber- 1, 1979)
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CBO Proposal

Savings by Fidcal Year . ‘Camtrlative
(in willions of dollars) Five~Year
1981 1982 1983 1984 1985 Savings
9 .58 111 153 166 497

The Congress in 1978 enacted a five-year grant program for
the support of urban park and recreational facilities. The
savings from ending the program (assuming that it would otherwise:
be renewed on expiration of the current authorization) would
total almost $500 million during the next five years.

The argument for eliminating the urban park grant program
1s the same as that for ending the state share of "the Land and
Water Conservation Fund. In both cases, federal funds simply
substitute for local funds. It is not clear that the natiomal
taxpayer should support a level of local recreatiomal opportunitcy
that local taxpayers are unwilling themselves to support.

The counterargument holds that there is a natiomal interest
in preserving or improving the “quality of life” for urban resi-
dents.

€8
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Elimination of Urban Park Grant Program

@0 Supplementary Discussion

GO Views

CEO's arqument for eliminating the urban park grant program
can be extended to include the Naticnal Park Service's urban
national recreation area program. The Park Service estimates
expenditures of over $400 millicn to develop the first three recrea-
tion areas established under this program. Three additicnal recrea—
tion areas established in late 1978 have authorized expenditures
of about $250 million for land acquisition.

on June 19, 1979, we issued a report to the Secretary of the
Interior on our review of the urban national recreation area program.
e made our review to assess whether the program was meeting its
cbjectives of providing recreational needs of urban populations and
protecting and preserving significant natural and scenic settings near
large cities.

Tn the case of the urban national recreation area program, Federal
funds are—like the urban park grant program—a Clear substitute for
' local funds and most of the visitors come from the surrounding commun—
ities. The urban naticnal recreation area program marked the begimning
of the Federal Goverrment's involvement in providing urban recreation to
imner city residents.

Qur June 1979 report pointed cut that the urban national recreation
areas were rot being used very often by transit—dependent, low-incame,
inner city residents who need recreational opportunities the most. The
report also noted that about 45 percent of the lands within the recrea—
+iom arsas were owned by State and local govermments. Since less than
half of these lands had been donated to the Secretary, we recommendsd
that the Secretary examine ways to accomplish the recreation areas'
cbjectives without Federal land cwnership.

Relevant. GAD Remorts

Report to the Secretary of the Intsrior on the Naticnal Park Service's
urban national recreation area program (CED=79~98, June 19, 1979)
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Reduction of Funding for Criminal Justice Assistance CBO Proposal

Savings by Fiscal Year Cumulative
(in millions of dollars) Five~Year
1981 1982 1983 1984 1985 Savings

74 320 488 56Q 606 2,048

The Justice System Improvament Act of 1979 revised and
continued a 12=vear-old program by which the federal govermment
makes grants to state and local governments in connection with
efforts to deal with crime and juvenile deliquency. If the federal
government's role: were reduced to maintaining a national research
and statistics program, the annual cost would be about $50 million
instead of nearly $600 million. Savings through 1985 would reach
$2 billionm.

There is some evidenca that many ongoing programs now funded
by the federal government would be continued even if federal
assistance were phased out. 0f 3,086 criminal justice projects
ending in 1978 that were eligible or intended to be taken over
entirely by state or local funding, 84 percent were continued.

It is less clear that new innovative projects would be
started if faderal assistance were no longer available. Judged
by criteria adopted by the Law Enforcement Assistance Administra-—
tion, however, fewer than 2.5 percent of the 1978 block grants
supported inpovative programs.

Proponents. of the present program argue that elimination of
federal grants would be a major threat to the progress thart state
and local governments have made in coping with crime and juvenile
delinquency, and that the changes made by the 1979 lagislation
have addressed the deficiencies that marked earlier efforts.
Advocates of a limited federal role argue that, after 12 years and
more than §7.7 billion, the federal government and the states
have had ample opportunity to experiment with Lnnovative ap-—
proaches; that thers is ao persuasive evidence that the rate of
erime: or the quality of criminal justice administration have been
significantly affected by the federal program; and that, if states
place a high priority onm criminal justice programs, General
Revenue: Sharing funds: are available for that purpose.




STRATEGY III — SHIFTING RESPONSIBILITY
TO' STATE AND LOCAL GOVERMMENTS

v . Reduetion .of Funding for Criminal Justice Assistance

GAO Supplementary Discussion

GAO Views

, In Jamuary 1978, GAO, in.a staff study prepared at the request of
the Senate Committee on the Budget, stated that it would not be possible
for it—or for any other group—to determine whether the LEAA program,
overall, has had any measurable impact upon

—preventing, controlling, and/or reducing crime
and delinquency; or

--mprcvmg the performance of the criminal justice
system.

Thus, while the opportunity for savings exists by reducing the finding
for criminal justice assistance, there is little solid informaticn to use
in assessing the merit of such a reduction. The CBO analysis states that
3,086 criminal justice projects ended im 1978 that were eligible or
intended to be taken over emtirely by State or local funding, and that
84 percent were continued. An unanswered question is whether projects
of this nature would ever have been started or will be started in the
future without the infusion of criminal justice funds.

Relevant GAOQ Reports

Federal Crime Control Assistance: A Discussion of the program and
Possible Altermatives, GGD 78~28, January 27, 1978
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C3C Proposa.

Reduction of Funding for Urban Development Action Grants

Savings by Fiscal Year Cumulative
~ (in millioms of dollars) Five-Year
1981 1982 1983 1984 1985 Savings
7 137 85 153 231 513

-

In 1979 the Congress authorized the use of up to 20 perc
of Urban Development Action Grant (UDAG) funding in comnect
with "pockets of poverty”-—deterloriated areas of otherw
financially healthy cities. If this action were reversed and
total program funding cut back by 20 perceant, annual savings
1985 would approximate $230 milliom.

The UDAG program assists communities with commercial,
industrial, and housing development. Communities use the gra
either for public works or to provide loans or grants Cto priv
firms or developers.

The southern and southwestern regions of the United Sta
benefit most from the “pockets of poverty” eligibility conce
and would bear much of the cost of its loss. The cities t
would be eliminated, however, rank in the top half of all cit
{n terms of fiscal conditiow, and many would probably fund ¢
nomic development projects from general revenues or other Ic¢
sources. But inevitably some UDAG projects would not go £
ward, with consequent erosiom of the local tax base and loss
prospective jobs and housing..

The case for this reduction proposal is that the affec
cities are in relative terms not distressed, and thus need no't
from a program enactad in the first instance to agssist "sevel
distressed” cities. The counterargument is that there is
evidence that “"pockets of poverty” grants are spent less et
ciently tham other UDAG grants.



Reduction of Funding for
Orban Development Action Grants

"GAO Supplementary Discussion”

GAQ Views. C30 proposed eliminating the "pockets of
poverty” program and cutting back the total program by

20 percent, resulting in annual savings of $230 million by
lags.

GAQ believes the potential savings in the Urban Develop—
ment Action Grants (UDAG) program could be grsater if the
cuts were made as outlined below. As indicated in testimony
before the Congress on May 23, 1979, we found several prob-.
lems with selected UDAG's. We did not testify on the "pock-
ets of poverty" program because it was enacted later; however,
we believe the program should not be eliminated without a
trial period. It is new, untested, and could prove worthwhile.

Qur alternatives to C3QO's proposed cuts follow. Alterna-
tive 1 would yield savings of $1.65 million in budgetary
authority by 1985; and Alternative 2 would yield $633 million
in savings in budget outlays by 1985. Note that we include
1980 in our projections because the budget authority increased
69 percent between 1979 and 1980. OQur projections would, in
effact, maintain 1979 funding levels. :

Alternative 1

3atween FY 79 and FY 80, the budget authority £for the
UDAG program was increased by $275 million (from $400 to $675
million per year). If this 69 percent increase were rascinded,
the following savings in budget authority would be realized.

Fiscal Years

19840 1381 1982 1383 1984 1885

Incremental $275 $275 $275 $§275 $275 $§275
savings:

Cumulative §275 $550 $825 s$1.1l00 $§1,375 §1,650
savings




Alternative 2

L Alternatively, a 20 percent reduction in total progranm
budget outlays would rasult in the following savings.

*iscal Years

1980 13381 1382 1983 1384 1985
Budget $130 $365 $6190 $650 $675 3675
outlays
(estimates)
20 Percent 336 $73 $122 $132 $135 $135
incremental
savings
Cumulative $36 $109 $§231 $363 $498 $§633
savings

(Assumes budget outlays equal budget authority for FY 34 and
FY 85, and budget authority in FY 84 and FY 85 is the same
as for FY 83, which equals $675 million.)

Both Alternatives 1 and 2 above would result in greater
cumulative savings in budget authority and budget outlays,
and would be applied to the entire UDAG program, not only to
the new "pockets of poverty” set-aside funding.

Relevant GAQ Report. PAD-79-85.




Reduction in the General Revenue Sharing Program CBO Proposal

Savings by Fiscal Year Cumulative
. (im.millions of dollars) Five-Year
1981 1982 1983 1984 1985 Savings
Eliminace
States 2,440 2,660 2,300 3,150 3,420 14,570 3_/
Limit
Local Units 240 260 230 310 340 1,440

i/ These savings are estimated against the CBO baseline projec—
- tion. Against the Administration's proposal, the savings would
be $11,425 million. ,

GCeneral Revenue Sharing (GRS) payments to state governments
have been steadily declining in real terms and were only about 2
percent of state general fund expenditures in 1979. Eliminating
states from GRS would, therefore, have only a small overall
impact, but the effects would be unevenly distributed since states
vary considerably in their financial positions and in the propor—
tion of GRS funding passed through to local units of government.

Rather than prohibiting GRS aid for all jurisdictioms of a
given type,; eligibility might be based on relative need. The
example: used here eliminates local units in which the per capita
personal income exceeds 125 percent of the national average. It
is to some extent arbitrary, for income is not a wholly adequate
measure of either the needs or the capacities of governments.
(The estimated savings are based on limited data; actual savings
may be less.)

General Revenue Sharing was originally viewed as a vehicle
to shift some of the national tax burden from regressive state
and Tocal taxes onto more progressive federal taxes, while allowing
state and local ~officials broad- discretion over the use of the
funds. The issue now arises whether increases in the progressivity
of state and local taxes and increased competirion for federal

. dollars warrant continuarion of the program in its current form..




Reduction in the General
Revenue Sharing Program

GAQ_Supplementary Discussion

GAQ Views

We have had, and still retain, reservations about the
venue Sharing Program. We believe that funds raised by
e Federal Government should be used for more clearly iden-
+ified national purposes or cbijectives, and have been con-
cerned by the lack of accountability that is inherent in
a 'program of general, uadirected assistance. On several
occasions we have voiced our concern of the dangers in-
herent when spending and taxing responsibilities are
separated.

)
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We are currently nearing completicn of an assessment
of the nature and extent of the impact of eliminating Stats
governments from the Revenue Sharing Program. The States
we visited were Arkansas, California, Idaho, Mississippi,
New York, North Carclina, Verment, Wisconsin, and West
Virginia. Our assessment focuses on these nine States but
is supplemented by nationwide data when available.

Tha results of our assessment lead us to conclude that
the generally sound current and projectad fiscal health
of the States we visitad would enable them to withstand

the loss of revenue sharing funds without undue hardship.

Relevant GAQO Reports

A No prior reports: that deal specifically with elimina-
tion of the States from the Revenue Sharing Program. dow-
ever, we are scheduled to testify on the results of our
ongeing review on March 20 and 25, 1380, before the Senate
Subcommittee on Intergovernmental Relations and the House
Subcommittee on Intergovernmental Relations and Human Re~

sources, respectively.



‘ C30 Proposal
Iacrease of States' Share in Cost of Army Natiomal Guard

. Savings by Fiscal Year Cumulative

(in millions of dollars) Five=Year
1981 1982 1983 1984 1985 Savings
190 210 230 250 275 1,155

The 344,000 members of the Army Natiomal Guard serve two
functions. They are part of the nation's reserve military forces;
and they are used by the states to keep order when other police
and security forces are inadequate, for assistance after natural
disasters, for holiday traffic patrols, and for ather state
purposes. The states pay salary costs only when the Guard is
actively performing a state mission; they pay nothing alse toward
the cost of the insurance role the Guard fulfills. This opticn
would require the states to pay 10 percent of the total cost of
ma2intaining the Guard. -

THe argugient. in favor of the chinge, aside from the federal
savings that would occur, is that it is reasonable to ask state
governments to bear at least a part of the ongoing costs of state
military units; and that, if the states had to pay some part of
the costs, they would examine more carefully the needed size and
capability of their Guard units. Qpponents might-well argue that
the Guard's size 1s determined by federal mobilization require~
menes and that its state functions are simply auxiliary duties.

7




Increase of States' Share

In Cost of Army National Guard

GAQ Supplementary Discussion

GAO views. GAQ believes there is merit in CBO's proposal to increase the
states' share in the cost of Army National Guard and it further believes

the same proposal could be applied to the Air National Guard as well. There
are benefits in addition to the unconfirmed savings identified by CBO.

Basically GAO has reported that the readiness of the Army and Air
National Guard and Reserves could be significantly improved if

--dupiicate capabilities were eliminated,
-—inefficient headquarters were reorganized,

--peacetime structures were brought more in line with
wartime structures, '

--unnecessary and unsupportable units were eliminated,
and

-~the reserve units were better integrated with active
forces.

If the states had to pay more of the cost for their National™ Guard
forces, they would have more of an incentive to aline their forces with
identified state requirements. Units not required by the states could be
aliminated or transferred to the Reserves wherein consolidations could foster
further efficiencies. A serious question the states need to consider is
the need to retain their Air National Guards.

The end result of increased state funding could be improved efficiency
and readiness of the reserve components. GAQ believes the potential
savings from Air National Guard realignment and more economic logistic
stationing of units that would mirror the mobilization needs would be
sizeable im terms of aircraft and related support costs. If the states
had to. compensate the Federal Government for the cost of inefficient
operatiom and stationing, they might be more inclined to releasa the
units or accept the more logical combination and consolidation of units
and. Jogistic support.

Relevant GAQ reports. LCD-79-404
LCD=-80-11
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Phasing Out of Funding for Vogatiomal Education CBO Proposal

Savings by Fiscal Year Cumulative
(in millions of dollars) Five-Year
1981 1982 1983 1984 1985 Savings

- 20 213 457 708 966 2,363

Federal support accounts for about 10 percent of natiomal
expenditures for vocatiomal education. Since the program is
funded in advance, first-year outlay savings would be modest
if it were gradually phased out; they would grow rapidly in the
later years, however, reaching nearly S$1 billion in 1985.

While some vocational education programs might be jeopardized
if federal support stopped, it is likely that states and locali-
ries would increase their own support for such programs to make up
for at least part of the differemce. In 1980, 29 percenr of
total federal budget authority for vocational education ($226
willion) was targeted on prdgrams for handicapped, minority,
economically disadvantaged, and unon-English-speaking students.
Historically, states and localities have not made a major effort
to provide vocational education services to the population groups
that might be most affected by a2 loss of federal funding.

The basic argument for ending federal. support for vocatiomal
education is that such education entails relatively high costs per
student, while the available evidence suggests that most voca-
tional education graduates: do not command higher wages or enjoy
lower unemployment rates than similar high school' graduates
without such training. Supporters of the program contend that
it encourages some students to complete high school, that the
training does improve the earnings potential of some participants,
and that 1f some aspects of the program are ineffective the remedy
is to improve the training, not end federal support for it.

—1
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PEASING OUT OF FUNDING FOR
VOCATIONAL EDUCATION
GAO Supplementary Discussion

GAQ Views. In a December 1974 report to the Congress we

stated that nationwide, State and local dollars directed to
voeational education had increased. The national ratioc of
approximately five State and local dollars for every Federal
dollar had been maintained since fiscal year 1970, indicating
that State and local governments had recognized the need for
expanding vocational education opportunities. Tc the extent
that States are able to sustain such a ratic of State and
local support to Federal support, the ultimate objective of
the act--providing vecational training for all who need 1t-—
stands a better chance of being met.

The report pointed out that some States, however, faund
it increasingly difficult to maintain or increase their ratioc
of State and local support for every Federal dollar. OQur
analysis of OE statistics showed that in some States the rati
of State and local support under State vocational education
programs had been declining. In fiscal year 1973, one-third
of the States (17) spent fewer State and local dollars for
every Federal dollar than they did in fiscal year 1370. In
contrast, only one State in fiscal year 1970 had expended
fewer State and local dollars for every Federal dollar than
it had in fiscal year 1965. PFrom fiscal year 1972 to fiscal
year 1973, States with a declining State and local to Federal
funding ratic numbered 18. Included were 3 States which rank
among the top 10 States receiving Federazal vocational funds.
This downward trend may indicate that a plateau had been
reached as far as the salutory effect of the Federal dollar
in enticing State and local dollars.

Although we did not analyze the reasons for this declinir
ratio, thé National Advisory Council on Vocational Education
and State directors of vocational education advised us that
economic factors at the State and local level, such as budget
constraints and decreased outlays for construction, have made
it more difficult for States to maintain their ratio of State
and local dallars to Federal dollars.

Relevant GAQ Report. What is the Role of Federal Assistance
for Vocational Education? (MWD=75-31, Dec. 31, 1974).
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Shifting Responsibilities to the Private Sector. Over the years, the

federal government hds increasingly subsidized activities in the private
sector. MNow may be an appropriate time to consider transferring the

costs of such subsidies back to private firms and individuals.

8L




Shifting Responsibility to the Private Sector
GAO Supplementary Discussion”

GAO Views. In commenting on this section we wish to highlight
problems regarding present budget treatment of revenue from
the public for business-like services performed by the Federal
Government. We do not disagree with CBO on the potential for
increased revenie in the specific areas mentioned. OQur con-
cern relates to a possible false impression regarding the
effect these revenues have on the size of the Federal budget,
because they are not presently treated in a manner consistent
with other types of Federal revenue.

The current method of presenting certain offsetting
collections and offsetting receipts, and not presenting
cff-btddget Federal entities (which are reimbursed for
business-like services performed for the public) in the
Federal budget makes it difficult to readily identify total
Federal revenues and outlays. For example, offsetting
collections from non-Federal sources are currently deducted
from. budget authority and outlays in expenditure or appro-
priation accounts and are not counted in revenue totals.
Budget authority and outlay figures at the account level :
are reported net and doc not fully reflect Federal activity.
In accounts with large offsetting collections, there is
serious distortion of budget authority and outlay
figures-—they are not included in totals.

We have stated on several occasions that adequate
congressional control over budget amounts and totals may be
impaired if there is incomplete, inaccurate, or confusing
reporting on budget requirements and related matters. The
Congress requires informative and accurate budget information
for purposes of comparing programs, setting budget priorities,
and exercising fiscal control. We have therefore recommended
that revenue from the public for business-like Federal
activities be included in the budget totals on a gross rather
thamr net basis. We have also recommended that Government
owned off-budget entities be included in the budget totals.

Relevant GAQ Reports. "Revalving Funds: Full Disclosure

Need for Better Congressiomal Control™ (PAD-77-23)
August 30, 1977. -

"Federal Budget Qutlay Estimates: A Grdwing Problem™
(PAD~79~20) February 9, 1379%.
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CBO Proposal
STRATEGY IV: SHIFTING RESPONSIBILITY TO TEE PRIVATE SECTOR !

User Charges for Coast Gunard Activities

Savings by Fiscal Year Cumulative
(in millious of dollars) Five—-Year
1981 1982 1983 1984 1985 Savings

600 650 700 760 820 3,530

The Coast Guard prcvtdes-short—range‘navigational aids—-
such as buoys and other chamnel markings-~without which conmercial
shipping in U.S. inland and coastal waters would be substantially
more hazardous, difficult, and costly. The capital and operating
costs of these navigational aids could be recovered from the
shipping industry, just as highway users pay for the cost of
highways.

The Coast Guard also engages in search and rescue operatious
for private mariners who are lost or otherwise in trouble. About
70. percent of such missions involve recreational boaters. wWich
10 willion recreational boats: of all kinds, an annual registration
feer of less than $25 would recover the search and rescue costs
attributable to recreational boaters.

The argument for charging the shipping industry for naviga—
tional aids is that efficiency Ls. enhanced when users of wvarious
modes: of tramsportation pay the costs of each mode. The argumeat
far charging recreational boaters is simply thar it would be fair
for the beneficiaries of this ‘special service to bear the cost
rather than the average taxpayer. '

An argument against imposing such user charges is the likely
disruptive impact ou the shipping and boating industries and
the: difficulty of establishing fair cost allocations among the
various: kinds of users.
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USER CHARGES FOR COAST GUARD ACTIVITIES

’GAOrsupglemehtary~bi$cu$$ion

GAQ Views: In a soon to be released report, GAO recognizes

that funds would be available to the Treasury 1f the Coast

Guard were to charge the users of the services provided.
The draft report alsc notes that the Coast Guard is
currently developing a fee schedule for examination of U.S.
vessels. The fee schedule is to be completed in about one
year.
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-—Vessel owners and masters may try to avoid vessel
inspections so as to save the inspection charge,
thereby reducing vessel safety.

--Mariners requiring assistance at sea may hesitate to
contact the Coast Guard if they know they are to be
charged for services performed. As a result, mariner
safety may be jeopardized.

--The users of some Coast Guard services--radio
navigation services, aids to navigation, law
enforcement, etc.--may be difficult to identify and
it may be difficult to establish equitable charges
for some services.

~~Costs to implement and administer a user charge syster
(billing and collection, rate revisions, etc.) could
be costly. Alsc, collection of charges may be a
protracted and difficult task.

We have no comments on the cost estimates.

eport entitled "The Coast

Dalavant+t CAQ Ranorts:s Draﬁt

SNy whe Vs V¥ CAL L e Rt - it

Guard--Expanded Role But Limited Resources” (CED=-80-76; to he
issued about March 25, 1980) ’
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CBO P ropo sal

Increased User Charges for Army Corps of Engineers Waterway

Projects
Savings by Fiscal Year Cummulative
~ (in millioms of dollazs) Five-Year
1981 1982 1983 1984 1985 _Savings

98¢ 1,010 1,070 1,120 1,200 5,380

During the next five years the Army Corps of Engineers
will spend about $5.7 billicn for comstruction and operating
costs in connection with the nations's network of inland water—
ways, and to help maintain deep—draft ports. Under a recent
enactment, an inland waterway user charge in the form of a & cents
per gallon fuel tax will take effect in 1981 and rise to 8 cents in
five years. The estimated 1981-1985 collections of that user tax
will cover about 6 percent of the relevant federal expenditures im
the same period.

Full recovery of costs would require an increase of 64 cents
per gallon in the tax paid by inland waterway users, and cculd
result in five-year taxpayer savings of almost $5.4 billion. In
all likelihood, the threat of such a large tax lncrease would
cause marginal navigation projects to be dropped, thus reducing
the size of the raquired tax.

The ar-ument for increasing waterway user charges turns on
both efficiency and equity. More efficient use of the country's
resources will ba achieved if the rates for barge transportation
reflect the ecomomic costs of that mode. Shippers choose modes in
part ou the basis of rates, and when the rates for one mode are
much more heavily subsidized by taxpayers than the rates for other
modes, some traffic is diverted from more efficient to less
efficient modes. The equity argument is that it is unfair to
agk the taxpayer to subsidize a profitable and growing private
industry.

The argument against full-cost waterway user charges 1s that
they would disrupt the barge industry, at least in the short
term, and- that most of the higher costs would be passed on to
shippers and ultimately to consumers in the form of higher prices.
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CHARGES FOR ARMY
CORPS OF ENGINEERS WATERWAY PROJECTS

GO SUPDLEMENTARY DISCUSSION

@0 Views. GAO identified the following issues that the Congress
Wwill need to consider in establishing a national policy for funding
inland waterways improvements and operations and in considering
propesals for imposition of waterways user charges.

—The Federzl Coverrment has covered virtually the entire
cost of developing and maintaining the inland waterways
and has paid for it through taxes on the general public.

—The expansion of the waterway industry has reached a point
where scme main waterway arteries are becoming overcrowded.

—The Federal Goverrment has always permitted free use of the
waterways for industrial transportation and recreation.

—Znvirormental groups are generally Aopposed to increasing
waterway traffic and are adamantly opposed to any projects
which enlarge waterway facilities.

—Waterway iraffic volume has reached a point where a relatively
nominal user charge would allow for recovery of the anmual
cperating costs.

—Operation and maintenance costs have increased due to’ inflation,
more stringent dredging requirements and higher maintenance
and repair needs. for aging locks.

—If waterway carriers were assessed a user charge, all or a
large part of the cost probably would be passed on to the
shippers aor receivers, causing same to seek altarnative shipping
mcdes.

—Diversion of waterway traffic o pipelines or railroads, caused
by the imposition of waterway user charges, has same potential
for energy savings and more efficient transportation but cdoes
not appear to be a major factor in establishing waterway user
charges.

@Qda.dmtnakeany recamerdations; however, GRO pointad out
that if user charges were kept at a rate that would not exceed 10
percent of existing barge rates--a rate sufficiaatto.recoverthe




waterways' 1873 cperation and maintenance costs——sane traffic
diversion could be expected but most of the inland waterways
rs we interviewed did not believe this would result in any

_Gao.does not have the information to verify whether C30's

Relevant GRO g. "Factors to be Considered in Setting Future
- for Use o Tnland Waterways" (RED-76-35, MNovember 20, 1975).




Increased User Charges for army

Corps of Engineers Waterway Projects

"GAO Supplementary Discussion”

GAQ Views. GAQ agrees with the principle of full recovery
Of future expenditures on inland waterways, since this would
be both equitable and efficient, as CBO states.

Efficiency in the use of inland waterways can be increas
however, by changing the form of the charge from the present
fuel tax, and by the use of congestion charges. Charges for
waterways that cost more to construct and operate should be
higher than charges for less expensive waterways. A fuel tax
cannot accomplish this. However, segment charges which vary
from one waterway to another can accomplish this.

In some cases, the operating costs of a watarway may be
quite low relative to initial construction costs. In such
cases, efficiency in waterway use can be enhanced by using a
two-part tariff, which imposes a (commonly annual) fixed
charge for access to the waterway, and a lower charge for
each use of it. The fuel tax is, again, less efficient in
these cases.

Finally, congestion charges should be used when demand
for the use of a waterway exceeds its capacity. Such charges
will even out demand, reducing or eliminating peak locads.
Congestion charges may have to take the form of a tax, since
they would not be associated with any cost incurred by the
government. The legal restrictions on implementing congestio
charges should be fully explored prior to implementation.

GAO agrees that waterway user charges could disrupt the
barge industry. Some economically marginal operations could
be put out of business. However, the exact incidence of
increased user charges i1s not obvious, and thus warrants care
ful study. It could be the case that the charges would large
ly be passed along to the ultimate consumers of barge service
GAO does not bhelieve that this constitutes a valid reason for
not implementing such charges. It is equitable that consumer
who. benefit from use of the waterways bear the associated cos

Relevant GAQ Report. PAD-80-25 (In final processing.)
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o CBO Proposal
Increased User Charges for Airports and Airways -

Savings by Fiscal Year Cumulative

(in millions of dollars) Five-Year
1981 1982 1883 1984 1985 - -Savings
910 980 1,060 1,120 1,200 5,270

The Federal Aviation Administration (FAA) spends over $3
billion a year, mostly on operating the airport and airway system,
on grants—in-aid for airport comstruction, omn purchases of facili-
ties and equipment, and on research and development. Some of these
expenditures are funded through user charges (primarily an 8
percent tax on passenger tickets) paid into the Airport and Airway
Trust Fund.

The FAA estimates that in 1978 commercial users paid 88
percent of their share of the costs while general aviation users
paid 14 percent of their share. Having all users of the airway
system more nearly pay their own way would encourage more effi-—
client use of airports and airways, and would be more fair as
well. Increased user charges would probably permit budget savings
of about $5.3 billion over the next five years. User charges omn
genaral aviation would increase seven-fold, by an average of over
$3,000 per plame. This is equivalent to about a 15 percent in—
crease. in average operating costs. Little change would be required
in commercial aviation charges. The general taxpayer would con—
tinue to subsidize  the roughly 25 percent of FAA expendiures that
represent public interest costs and other nonattributable costs.

An argument against this proposal is that greatly increased
taxes might disrupt the general aviation industry. This disrup—
tion could be minimized by using the trust fund surplus (now
around $3.5 billion) to introduce increased user charges gradually.

83




INCREASED USER CHARGES FOR AIRPORTS AND AIRWAYS

GAQ VIEWS

In 1977, aircraft delays cost U.S. airlines over $800
million; detained the traveling public over 60 mi lion
nours; and caused the airlines to use an additional 700
million gallons of fuel, over 8 percent of their total con-
sumption. Generally, aircraft delays result from excessive
air traffic and bad weather. Many major U.S. airports
have peak, congested periods when air traffic exceeds run-
way capacity and aircraft delays occur.

To reduce aircraft delays at major airports, GAC rec-
ommended that the Congress authorize and direct the Secre-
tary of Transportation to shift air traffic from peak to
off-peak periods or to other airports. This shift could be
accomplished by the Federal Government's assessing user
charges--which the report calls "peak surcharges”--on com-
mercial and general aviation aircraft landings and take offs
at major airports during peak, congested periods. As such,
peak surcharges could be used-£o increase the general avia-
tion users share of the cost of operating the airport and
airway system. Because peak surcharges may lead to the
better use of existing airport capacity, Federal expend-
ituras to build additional capacity may not be needed.

Although the trust fund's surplus could be used to in-
troduce increased user charges gradually, the fund's surplus
would be reduced by Senate bills 1649 and 1648. Senate bill
1649 would reduce the passenger ticket tax paid into the
trust fund from 8 percent to 2 percent, thus reducing the
fund's revenues. In contrast, Senate bill 1648 would in-
crease the levels of funding for trust fund supported activ-
ities.

Relevant GAQO Reportss CED=-79-102




Reduced Spending for Large Airports C30 Proposal

Savings by Fiscal Year Cumulative

(in millions of dollars) Five~Year
1981 1982 1983 1984 19835 Savings
100 200 300 400 500 1,500

The Federal Aviation Administration budget could be reduced
by eliminating large and medium hub airports from the airport
and airway development grant program. These airports. are close
to financial self-sufficiency already, and could replace the
lost funds through user fees on commercial and general aviation.
Commercial airlines are the most. important users of these air—
ports, and they would pay most of the increasad fees. This
change would raduce faederal outlays by about $100 wmillion im 1981
and over $500 milliom in 1985 for a total five-year savings of
abourt $1.5 billion. :

The Senate Commerce Coumittee has reported a bill (S. 1648)
proposing this change. In addition, the bill would use the re—
sulting federal savings and the existing surplus in the Airport
and Airway Trust Fund to reduce the 8 percent ticket tax to 2
percent. The loss in revenues from the decreased ticketr tax
proposed by this bill would be greater than the projected budget
savings.
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REDUCED SPENDING FOR LARGER AIRPORTS

‘GAQ Supplementary Discussion

GAQ VIEWS

The elimination of large and medium hub airperts from
the airport and airway development grant program is con-
sistent with GAO's past recommendation that Congress estab
lish priorities and use them to distribute airport develop
ment grants, considering among other things the financial
resources of airports. The large and medium hub airports
that would be defederalized under Senate bill 1648 were
entitled to over S$150 million in Federal grants for £fiscal
year 1979 thus the defederalization of these airports woul
result in considerable savings.

According to an FAA August 1977 report on "Airport

Land Banking," airports could be expected to break even on
operating expenses when annual passenger enplanements reac
ed 97,000. When annual passenger enplanements reached
275,000 airports were generally able to meet their debt se
vice requirements from operations without local contributi
head taxes, or other extraordinary income. The large and
medium hub airports to be defederalized under Senate bill
1648 had annual passenger enplanements in 1978 ranging fro
a low of 700,000 to a high of about 22 million; thus they
should be self-sufficient without Federal assistance.

One rationale presented for defederalizing the large
and medium hub airports covered by Senate bill 1648, is th
these airports receive a lot less in grant funds than the
funds they contribute to the Airport and Airway Trust Fund
through the 8 percent passenger ticket tax. Thus a reduc-
tion in the ticket tax from 8 percent to 2 percent as pro-
vided in the companion pill (S. 16493) to Senate bill 1648
should result in substantially less revenues. This loss i
revenues could more than cffset any savings realized throu
the defederalization of large and medium airports. Furthe
savings would also be reduced by the increased funding lev
proposed in Senate bill 1648.

Relevant GAO Reportss CED=-T79-17




—_— ‘ CBC Propasadl
Elimination of Solar Demonstg%g:ion and Application Projects

Savings by Fiscal Year Cumulative
~ (in millioms of dollars) Five~Year
1981 1982 1983 1984 1985 Savings

85 141 206 227 250 909

Projacted expenditures for solar demonstration and applica-
tion projects for fiscal years 1981~1985 total $1,026 milliom.
After alleowing $117 million for the costs of terminating programs-
prematurely, elimination of the 'solar demonstration and applica~—
tion projects could result in five-year budget savings of 5909
million.

Some of the technologies financed by this program, notably
solar (nonphotoveltaic) genmeration of electricity, have besn
eriticized as being so costly as to be uneconomical, relative to
other technologies, under all foreseeable circumstances. Critics
of the demomstration and application program have argued that
more basic research on materials, such as corrosion resistance.
{n salar heating and cooling and silicoun production in photo=-
voltaics, would provide a more effective method for the government
to stimulate development of these tachnologies in commercial
application. Recent moves by the private sector into solar power
suggest that, ounce the basic research has been provided, the
private sector develops promising rechnologies rapidly, without
public demonstration programs.

The argument against elimination of the solar demonstration
and application projects is that the cost and performance of many
technologies 1is so speculative that private industry will avoid
them, even though some may ultimately prave economically viable.
Such technologies, which could not be developed by the private
sector in the near term, could be significantly delayed or per—
manently overlocked unless the government underwrites the risk
through demonstratiom projects. Ian additiom, the criteria by
which the private sector might evaluate investments in solar
technology cculd be narrower than those implied by national emergy
policy- ' )
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ELIMINATION OF SOLAR DEMONSTRATION
— AND APPLICATION PROJECTS

GAQ SUPPLEMENTARY DISCUSSION

GAQ Views

For a number of years the Federal Government has been
spending millions of dollars to develcp solar energy sys-—
tems. Demonstrating such systems is a critical part of the
overall development process. Among other things, demonstra-—
tions would provide actual operating experience which could
not be obtained via research alcone. Such demonstrations
would also give industry experience in constructing and op~-
erating such energy systems. As a result, demonstrations
have been the principal means by which the Federal Government
helps transfer the energy technology to the private sector.

Over the past few years, GAO has examined Federal efforts
to demonstrate various solar energy systems. Specifically, we
have loocked at Federal efforts to demonstrate solar heating,
combined solar heating and cooling, and photovoltaic energy
systems. We also examined some proposed solar demonstrations
such as solar power satellites. Based on our work, we would
agree that substantial savings could be realized by elimination
‘of certain solar demonstration projects. However, we are
concerned that indiscriminate reduction of solar demonstrations
would seriously, if not fatally, jecpardize the overall success
of developing solar energy systems.

I our view, because of the wide: variety of solar energy
systems and their potential application, any reduction in
funding solar demonstrations must be done on a case~by=-case
basis taking into consideration the potential benefits as
well as drawbacks. This has been GAO's approach in the area
over the last few years. For example, in an April 1979 report,
we found that within the Federal solar photovoltaic program,
the Department of Energy had over emphasized commercial sector
demonstrations and needed some residential demonstrations.
These demonstrations could provide a early market for selling
photovoltaic devices. In an October 1979 report we stated that
solar cooling systems should not he demonstrated because the
technelogy was not yet reliable or ecancmical. Similarly, we
stated in an April 1978 report that we thought any demonstratior
of scolar power satellites in the near future would be
premature. ‘
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OQur work does not enable us to agree Or disagree with
CBO's estimate of the potential savings in this area.
While we agree that dollar savings could be achieved by
elimination of solar demonstration, such decisions should
be made on a case-by-case basis. Based on our work, sub-
stantial reductions could be made in such areas as
(1) elimination of repeated demonstrations of similar so-
lar demonstration systems and (2) developing more cost-
sharing arrangements with private industries.

Relevant GAQ Reports

"Solar Demonstrations on Federal Residences~—-Better Planning
and Management Control Needed," EMD-78-40, April 14, 1978.

"views on the Proposed Solar Power Satellite Research, Devel-
opment, and Demonstration Program Act of 1978,"™ EMD-78-61,
april 13, 1978.

"Opportunities to Improve Program Planning for Photovoltaic
Research and Demonstration," EMD~79-40, April 19, 1979.

"Pederal Demonstrations of Solar Heating and Cooling On
Private Residences-—-Only Limited Success," EMD-79-55,
October 9, 1979.

"Phe Solar inm Federal Buildings Demonstration Program,”
EMD-79-84, August 10, 1979. :

"planned Contract Award for the Fort Hood Solar Project
Should Be Reconsidered," EMD-80-37, December 7, 1979.

"7iews on the Hydrogen Fuel Development and Use Act of 19879,”
EMD-80-B3, February 21, 1980.




ELIMINATION OF SOLAR DEMONSTRATICN
AND APPLICATION PRQJECTS “

GAO SUPPLEMENTARY DISCUSSION

GAQ Views

GAC has issued a report that addresses how federally
financed research and development spending could be meas-
ured, and discusses the potential for using alternative
incentives for the development of research and develop-
ment projects: and discusses the photovoltaics program in
particular. This report could aid the Congress in decid-
ing whether R&D projects should be started or continued.
The report contains a l1ist of gquestions that should be

asked of such programs.

Relevant GAQ Report

"Assessing the 'Output' of Federal Commercially
Directed R&D," PAD-79-69, August 27, 1979.
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L CBO Proposal
Establishment of Fees td Cover Costs of Food Product Inspections

Savings by Fiscal Year Cunulative

(in millions of dollars) Five=Year
1981 1982 1983 1984 1985 Savings

310 320 331 343 356 1,660

The Federal Grain Inspection Service 1s supported in part
by fees, but its administration and field supervision costs are
not coverad By the collectioms. The Food Safety and Qualicy
Service provides inspectiocn and grading services prineipally for
the nation's meat and poultry products. The govermment makes no
charge for such meat and poultry inspectioms. If the costs of
both services weres fully charged to shippers and processars, the
savings to the general taxpayer would exceed $350 million anmually
by 1985.

The argument in favor of the charge is that the cost of
inspection is like any other cost of complying with the law and
should be borme by the food industry, especially since the users
of the service are readily identifiable and collection costs
would not be great.

Opponeuts. might well conteand that, sinoce rhe charges would
be passed on to the gemeral public, they would contribute to
inflation and be regressive in the distribution of inspection
costs.-

O
=




T T
N T TP TR A TR TR R

Establishment of Fees to Cover Costs of Food Product Inspections

- GAQ.- Supplementary Discussion

GAO Views In a February 12, 1976, report on the national grain. inspection
system, GAO recommended that the Congress establish an esgentially all-
Federal grain inspection system and that the system be operated on a reim-
bursable basis. The Grain Standards Act of 1976, which was enacted in
October 1976, greatly increased Federal responsibility for grain inspection
and created an official weighing system. The act regquired the Federal Grain
Inspection Service to charge and collect inspection and weighing fees suf-
ficient to cover the costs incident to the performance of these services.
Because of protests by the grain industry, however, the Congress amended the
act 'in September 1377 to provide that the cost of Federal field supervision
of inspection and weighing programs be financed with appropriated funds.

The Service also provides inspection and grading services for rice and
grain~-related products that are covered by the Agricultural Marketing Act
of 1946, as amended. All costs incident to providing these services, other
than for standards work, are recovered through user fees. If the grain
inspection and weighing services under the Grain Standaxds Act were similar-
ly funded, which in part would require reversal of the Congress' September
1977 action, the Service would be able to reduce its 1981 request for ap—~
propriations by $23.4 million.

The Food Safety and Quality Service's meat and poultry inspection
program provides for inspection of meat and poultry products. moving in.
interstate and foreign commerce. Inspection is essential to protect the
health and welfare of consumers and is carried out at slaughter and proc-—
essing plants.

Title V of the Independent Offices Appropriation Act, 1952, and Qffice
of Management and Budget Circular No. A-25 dated September 23, 1359, set
forth the Government's policy for charging fees for special services and
property. Essentially, the two documents state that fees for Govermment
servicas. and property shall be charged to identifiable recipients who
receive direct benefits above and beyond those which accrue to the public
at large. GAO gquestions. whether meat and poultry inspection services fit
under the: above policy because these activities are provided, for the most
part, for the: protection of consumers..

THe: Services also. provides food grading services ta industxry upon.
request. These services: are supported primarily by user fees.

Relatad to Agriculture's food product inspection and grading services
are its cotton classing and tobacca grading serviices which are provided
free to users. In an Angust 2, 1977, report to the Congress, GAO concluded
that providing such services free was inconsistent with: the Govermment's




general policy noted above. GAO recommended that the Congress amend the
Cotton Statistics and Estimates Act of 1927 and the Tobacco Inspecticn

Act of 1937 to authorize the Secretary of Agriculture to charge for cottc
classing and tobacco grading services. Fiscal year 1981 budget estimate:

for cotton classing and tobacco grading, including standardization costs.
totaled $22.5 million.

Relevant GAO Reports RED-76-71, CED-77-105




CBO Propo sa.

Reimbursement of Veterang Administration by Third-Party Insurers

Savings by Fiscal Year Cumulative

(in millions of dollars) ive-Year
1981 1982 1983 1984 1985 Savings
200 250 280 330 380 1,440

' ¥irrually all health insurance policies now contain a clause
excluding reimbursement for covered services performed in Veterans
Administration (VA) health care facilitries. If a pending legisla-
tive proposal to prohibit the inclusion of such clauses is enacted,
the outlay savings would approach $400 million by 1985.

- Under the proposal, the VA would remain respomnsible for the
full cost of treatment for service—connected conditioms; but for
treatment of a non-service—connected condition, the third—-party
insurer would have to reimburse the VA on the same basis as it

would a privata—sector hospital.

About 88 percent of the cost of treatment for & percent of
VA patients would be shifted to insurance carriers under this
proposal. Inasmuch as health insurance premiums are actuarially
established, the effect over time would be a slight increase in
premium: rates. The general public would still be paying for the
care of veterans, but partly through higher health insurance
premiums instead of entirely through taxes.

R



Reimbursement of Veterans Administration
by Third-Party Insurers

GAO Supplementary Discussion

GAQ Views

The issue of reimbursement by third-party insurers
for health care provided by the Veterans Administration
has not been the subject of any specific GAQ report.
Bowever, GAOQ's periodic discussions on the subject with
VA personnel have indicated that the VA recognizes the
opportunity identified by the CBO for additional health
care racoveries. Legislative proposals have been consis-—
tently introduced on the VA's behalf in the past sessions
of Congress. In the 96th Congress, the VA has submitted
a legislative proposal to bring about this change and
a provision to extend the exclusion prohibition to workmen's
compensation insurance. The savings estimated by the VA
for the adoption of the provisions in the first year are
$45.2 million with increases to $359.7 million in the
fifth year. During the first five years, an aestimated
$1.45 billion in total would be saved.

GAO has made a review of the manner in which the
Defense Department could improve its program for recovering
the cost of medical care provided to certain beneficiaries
who alsc have other insurance coverage. In addition, GAO
has reviewed the Department of Health, Education, and
Welfare's Medicaid recovery program from third parties
and provided comments on proposed legislation to prohibit
placing Medicaid in the position of being primarily liable
when a patient has insurance coverage.

GAO found that DOD could improve its recovery program
by revising its strategy and first seek recovery from the
injured beneficiary's insurance coverage for, among other
things, medical care costs for service-connected disabil-
ities. 0UOnder the current Federal Medical Care Recovery
Act provisions, the DOD's recovery process is cumbersome
and time-consuming. DOD is opposed to the recommendations
made by the GAOQ to take advantage, where possible, of
existing avenues of recovery before pursuing claims under
the Federal Medi&al Care Recovery Act.

GAQ has reported to the Secretary of HEW that some
states allow Medicaid ta be placed in & position of
primary liability when individuals haveginsu:ance coverage
which would otherwise pay for medical services. In adopting

11




GAQO's recommended changes to a legislative proposal
introduced in the 95th Congress to correct this preblem,
Congress -enacted section 11 of Public Law 95-142. This
section provides that Federal funds cannot pe -used to pay
for services under Medicaid which an insurer would have
been liable for except for an exclusion in its contract
of services covered by Medicaid. On a related matter,
E.R. 934 is under consideration to make Medicare payment
liability secondary to accident insurance policies. If
enacted, this provision is estimated to save substantial
amounts. For example, $187 million is expected to be
saved in fiscal year 1984.

Relevant GAQ Reports

HRD-77~73
HRD-77~132
HRD-80~6




ggyising'Judgments as to What Can Be Afforded. Every year the Congress

rejects worthwhile new claims on federal resources oOn the general
ground that the government cannot afford to do everything asked of it.
But the Congress does not systematically go back and review programs
already on the books to see if there are some that should be cut

back on the grounds. that they can no longer be afforded.




Revising Judgment as to What Can Be Afforded
"GAO supplementary Discussicn”

GAO Views. In reviewing this section we noted additicnal
potential for savings not mentioned by CBO. As we re-—
ported in earlier reports, unobligated balances of budget
authority have been growing in recent years. The 1881
budget projects over $297 billion in unobligated balances,
for the end of fiscal year 198l. There are legitimate
reasons for large uncbligated balances, including the

need for full-funding of Federal programs to be undertaken
during the budget year. However, during an analysis

of Department of Defense unobligated budget authority,

we noted a means of eliminating a buildup of unneeded
unobligated balances within DOD programs would be to
promptly identify recoupments (i.e., funds in excess of
program needs) so that the funds could be made available
for application where most needed. 1/ During the course cf
the review, we questioned representatives within DOD and
the services, both at the headquarters and the £ield levels,
to determine whether there was a systematic and regular pro-—
cess by which recoupments were promptly reported to higher
authority. We found that excess funds were identified by
program managers at command levels in the course of the
continual management review, but that such excess funds
were not systematically reported to higher levels. The
services apparently could report excess funds sooner.

During our review we identified instances of possible excess
obligational authority which could have been recouped for
use by DOD for higher pricrity projects or used to reduce
future budget authority requests.

Relevant GAC Reports. "Analysis of Department of Defense
Unobligated Budget Authority” (PAD-78-34) January 13, 1978.

An Overview of Unobligated Balances in Civil Agencies”
(EAD—78948) April, 1978.

*Budget Authority for Foreign Military Sales is Substantially
Understated™ (PAD-78-~72) July 27, 1978.

vpurther Implementation of Full Eundinq'ﬁn The Federal
Government™ (PAD-78~8(Q) September 7, 1378%

I/0ur analysis of unobligated balances in civil agencies
did not address the identification of recoupment pro-—
cess within civil agencies. .
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- ' CBO Provo sa.'L
STRATZGY V: REVISING JUDGMENTS AS TO WHAT CAN SE AFFORDED

Ad justment of Social Security Cost—of-Living Increases: &5
Percenr of CPI Instead of 100 Percent

Savings by Fiscal Year , Cumulative

(in millions of dollars) Five~Year
1981 1982 1983 1984 1985 Savings
2,700 4,800 7,600 10,600 13,900 39,600

Every July, Social Security bemefit payments are adjusted
upward by amounts equivalent to the percentage rise in the CPIL
during the preceding year. If the law were changed so that the
July 1, 1980, increase and all subsequent annual increases were
limited to 85 percent of the inflatiom rate instead of 100 per—
cent, the ocutlay savings would be very large——aearly $14 billiom a
year by 1985.

One argument for such a limitation is that Social Security
benefits are not subject to income or payroll taxes, so that a 10
percent cost-of-living adjustment provides greatar after—tax
protection for a Social Security bemeficiary than it does for a
person whose income 1s the same, but taxable. While this reason—
ing supports some limitatiom on Social Security cost—of-living
adjustments, it does not lead to a specific limitation; am 85
percent limit was chosen as being within a plausible range of
limits.

Opponents of any such change point out that the average total
incomes of Social Security beneficiaries are below those of
persons still in the work force, so that thus they are already
less able to cope with the escalating cost of living. Further—
more, the suggested change would mean abandoning the commitments
made by the Congrass in 1972 legislation to protact fully .the
elderly and the disabled from the impact of inflatiocn.

The issue ultimately comes down to the question of whether,
whenr nationally real personal incomes are level or falling, some
groups in the population should be given greater protection

' against the effects of inflatiom than ather groups. Current
law gives greater protectiom to Social Security beneficiaries.




1f the decision should be that the goverument canmnot afford
to continue to give such proteccion, then consistency would re-
quire imposing limits om the cost-of-living increases paid under
other federal programs, such as civilian and military retirement.
Whether an idemtical or a different limit would be appropriate
would depend om further analysis of  specific programs and. pro—
posals. But extansion of the limiting principle. te the other
programs could lead to further annual savings in axcess of $4

billion in 1985.




Adjustment of Social Security Cost-
Qf-Living Increases: 835 percent
£ 100 Percent

"GAQ Supplementary Discussion”

GAQ Views. The issue of lowering the rate at which Social
Security benefits are indexed is closely related to the
issue of whether the Consumer Price Index (CPI) is an appro-
priate index for use in indexing these payments. (See

GAQ supplementary discussion: Modification of Indexation

of Federal Programs.) Some analysts feel that the use of the
present CPI overcompensates beneficiaries for the effescts

of inflation. Modifications of the index have been suggested.
The use of an alternative index could potentially achieve
budgetary savings closely approximating those estimated for
the 85 percent limit. However, modifications of the CPI or
arbitrary substitution of a different index raises serious
guestions concerning the credibility of our statistical
system. In addition substitution for, or medification

of the CPI, could just as easily achieve an effect, over

the long term, that is the opposite of what is expected.

The imposition of an 85 percent limit, as CBQ notes,
suffers from two major drawbacks: 1) it is arbitrary, and
2) it requires a judgment as to who should be fully protect—
ed from inflation, and who should bear the burden. However,
if one is interested in reducing budgetary expenditures by
reducing Social Security benefit payments, the imposition
of a limit on the rate of indexing has at least two advan-
tages. PFirst, it makes clear the purpose of the reduction
(unlike reducing expenditures by changing price indexes).
Secondly, it provides greater assurance that the estimated
reductions will actually be achieved, as opposed to the
uncertain effects of changing price indexes.

Relevant GAQ Report. PAD=79-22.
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Once—a-Year Cost-of-Living Adjustments for Federal Retirees

Savings by Fiscal Year Cumulative

(in millions of dollars) Five=Year
1981 1982 1983 1984 1985 ._Savings
803 I,044 1,086 1,141 1,212 5,286

The monthly benefits of federal civilian and military retiraes
are adjusted twice a year to reflect current changes in the CPI.
Both Budget Coumittees have recommended that the cost-of-living
ad justments for federal retirees be made only once a year, as is
the practice for Social Security bemefits. ILf this were domne
effective July 1, 1980, the annual outlay savings (based on
the: CBO projection of future inflation rates) could exceed $1.2
billiom by 1985. '

The: cost of such savings would, of course, fall on retired
federal personnel, both military and ¢ivilian. The argument for
the change is that ir would bring about consistency of treatment,
at least with respect to the frequency of inflation adjustments,’
for all federal retirement programs. Retired government workers
would no longer receive greater protection against inflation-
caused erosion of their benefits than that accorded Social Security
retirees. But the federal retirses could argue that their pay
while in active service was kept below comparability with the
private sector by limits imposed for budgetary reasons, and that
the twice—a-~year inflation adjustment they now receive is a proper,
though rough, recompense for the pay caps imposed on .them during
their working lifetimes. '




dnce—a-Year Cost of Living
Adjustments for Faderal Ratirzes

"GAQO Supplementary Discussion”

GAQ Views. The impact of inflation on expenditures for

civil service and military retirement programs was analyzed
in a recent GAOQO report cited below (PAD-79-22). This report
emphasized that indexing was not the only source of growth in
spending for these programs during the period 1970 to 1977.
Increased participation and higher real benefit levels were
found to be just as important in contributing to the growth
of spending on these programs. This report cited two earlier
GAQ reports which addressed more directly the issue of cost-—
of-living adjustments.

Another GAQ report cited below (FPCD=75-=80) maintaine
that the Federal annuity adjustment processes wera far more
generous than the processes used by most non-Federal employ-
ers to adjust pensions. GAQ recommended that the law be
changed to provide for annual adjustments based on the per-
centage rise in the CPI during the preceding year. It
also recommended that Congress repeal the provisions which
pernit retiring employees to receive higher starting annuities
because of changes in the CPI before their retirement. GAO
further recommended that new retirees' initial cost-of-living
adjustments be prorated to reflect only CPI increases after
their effective datas of retirement. In the last report
cited below, information in support of this latter recommen-—
dation is provided.

~
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Relevant GAQ Reports. PAD-79-22, FPCD-76-80, FPCD=-73-2.
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PURNONUNN

g CBO Proposal
Capping of Pay Raises for Federal White=Collar Employees

Savings by Fiscal Year Cumulative
~ (ir millions of dollars) ~ Five-Year
1981 1982 1983 1984 . 1985 Savings
950 760 710 630 380 3,430

In the CBO baseline cost projection, salary levels for
federal white—~collar employees are assumed to rise 10.3 percent in
1981 and an average of 8.6 percent annually in fthe naxt four
years. If, instead, the increases were capped at 7.5 percent, the
savings would exceed $3.4 billiom over the five-year period.

White=collar federal workers' salaries are, by law, adjusted
annually in order to maintain comparability with compensation
paid for similar work im the private sector. In. recent years,
the annual adjustment has for budgetary reasons usually been
held below the level that surveys indicate is necessary to main-—
tain comparability. The Administration has proposed legislation
that would, Lf enacted, significantly alter the policies and
procedures for determining comparability, particularly in the
consideration of fringe benefits, and could lead to lower annual
adjustments. Peanding enactment and full development of the
Administration's propeosed reforms, the Congress could contianue the
practice of accepting an arbitrary cap on white—collar pay raises.

Federal workers would argue that repeated pay caps destroy
the principle of comparability and threaten the' abllity of the
government to maintain a qualified and ccmpetent work force. Al-—-
though federal benefits may differ from those available in the
nonfederal sector, opponents of arbitrary limits on white=collar
pay increases believe that further caps would be both unfair and
unwarranted.
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Capping of Pay Raises for Federéi‘White-Collar Employees

GAO Supplementary Discussion

GAQ views. GAO Believes the credibility and equitability of the
white-collar comparability process has suffered because of re-—
peated use of Presidential alternative plans, or pay caps. One
of the objectives of the Federal Pay Comparability Act of 1970
"was to provide periodic adjustments to Federal pay through admin-
istrative rather than congressional acticn. Normally, the
Congress is to become involved only if the President believes
that a full comparability adjustment is not warranted because

- of "national emergency or economic conditions affecting the
general welfare," whereupon the President can send the Congress
an alternative plan. Although the system has resulted in annual
pay increases, the President has used the alternative plan au-
thority for & of the 10 adjustments under the act.

Also, even though the act requires that comparability be
based on levels of work, only 3 of the 10 adjustments have
varied by grade level. Five graduated comparability determi-
nations have been adjusted to reflect uniform increase. This
results in overpaying and underpaying certain grade levels and
affects the overall equity and credibility of the pay process

Because of the 1978 and 1979 pay caps, Federal white-collar
workers have lost ground to their private sector counterparts,
particularly at the higher levels--a comparability adjustment
in 1979 would have required an increase of 15.43 percent for
GS—15 employees. A

Various problems in the white~collar pay process have
created a problem with both taxpayers and Federal employees.
We and others have made several recommendations to correct
these problems and we support the thrust of the proposed
legislation which, for the white-collar system would

-—compare benefits as well as pay with private sector
compensatiormn,

-—include State and local governments in the annual sur-—
veys, and

--g@stablish éalacy-scheduIESfthat.are more imr line with
locality pay practices.

The proposed legislation, however, does not clarify the
conditions under which am alternative plam may be proposed and
makes it more difficult for the Congress to §ve:turn a planm.




Currently either House of the Congress may reject an
alternative plan by a majority vote, after which the com-
parability adjustment goes into effect. Under the proposed
legislation both Houses would have to disapprove an alterna-
tive plan. If the President disapproved of the joint reso-
lution a two-thirds vote in each House would be required to
override the alternative plan.

, We realize that the President needs and should have
alternative plan authority to confront unusual situations.
We believe, however, the process would be more credible

if the President used the alternative plan authority only
~ in those instances where specific information demonstrates
" that a national emergency or economic conditions affecting
the general welfare exist and that use of the alternative
plan is part of an overall policy of fiscal restraint.

We recommend that the Congress amend the law to further
limit the President's use of alternative plans to insure that
they will be used in situations which are more indicative of
national emergencies or economic conditions affecting the
general welfare.

This could be accomplished in a number of ways. We
provided the following options in order of preference:

1. Reguire a majority vote of both Houses of Congress
in order for the President to implement an alter-
native plan.

2. Require the President to demonstrate how the plan
contributes to remedying the national emergency or

severe economic conditions and to insure that Federal
employees are treated consistently with private sector

employees.

3. Specify in the law what constitutes a "national emer-

gency or economic conditions affecting the general
welfare™ im justifying alternative plans.

Relevant GAC Reports. FPCD-80-17, November 13, 1979.
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CBO ?roposél
Reduction of Funding for. Cowmunity Development Block Grant Program

Savings by Fiscal Year Cumulative
(in milliens of dollars) - . Five~Year
1981 1982 1983 1984 1985 Savings
25 140 290 420 530 1,405

NOTE: The estimated year—by—year and- cumulative savings are
based on six-year old data, and are thus subject to severe
‘qualification.

Outlays for the Community Development Block Grant (CDBG) -
program could be reduced by eliminating: assured funding for the
one~third least-needy large cities, or about 200 out of nearly
600. :

The loosely restricted CDBG funds are currently used by
cities for a large anumber of purposes, makiag it difficulr to
estimate the precise effect of any loss of funds. But program
regulations require some targeting oun neighborhoods with concentTa-—
tions. of needy persons, with a large share of ali—CDBG spending
going- to housing rehabilitation and neighborhood upgrading pro—
grams. If funding were eliminated, such services could be cut
back.

The CDBG. program 1s second only to CETA as 4 source of
relatively unrestricted federal funds for those cities that are
eligible, and for some of these cities CDBG funding accounts for
more than half of all federal grants: received.

There is no evidence that the almost 200 least-needy bene—
ficiary cities spend their CDBG funds less wisely or efficiently
than the other. beneficlary cities. The argument for a funding
cutback must therefore rest on the general ground that the federal
government cannot afford to continue all programs at current
levels.
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Reducticn of Funding for Community Development Block Grant Program

GAO Supplementary Discussion

GAQ Views:

Deficiencies in the Department of Housing and Urban Development
processing of applications for nonmetropolitan discretionary block .
grant funds have caused funds tc be given to some communities which
did not have the most promising programs, thereby decreasing the
affectiveness of these funds. GAO recommended that the Department
of Housing and Urban Development strengthen its procedures for
processing applications from nonmetropolitan communities.

Relévant GAOQ Reborts

CED-78-157
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- ' CBO Proposai
Reducticn of Support for Health Professions Programs

Savings by Fiscal Year Cumulative

. (in millioms of dollars) Five~Year
1981 1982 1983 1984 1985 Savings
50 250 350 450 500 1,600

Eliminating capitation grants to all medical and other health
professions schools would save about $600 million over the next
five years. If the schools chose to increase tuitiom to offset
the lost revenues, tuitions would increase by $140-$230 for aursing
students and as much as $780 for medical students. Students might
choose to cover such tuition charges through increased borrowing,
which already averages about $18,000 (over four years) for medical
students. While the debt load is high in absolute terms, it is
low in relation to the beginning net income of physicians, now
over $50,000 a year.

Another $1 billion could be saved over the next five years by
phasing out the National Health Service Corps {NHSC) scholarships
and. the NHSC itself. The scholarships now average about $12,700 a
year for each recipient and are given to 6,660 students, including
9- percent of all medical students. Eliminating the scholarships
would probably not affect total medical school emrollments, but the
students would increasingly come from higher-income families.
Ending the NHSC and the NHSC scholarship program would reduce
access: to medical care for people in underserved areas. In 1379,
870 areas. and 818,000 people were saerved by the National Health
Service Corps.

The basic argument againsc the NHSC is that it reprasents
excessive federal involvement in the direct delivery of medical
care. The federal government pays the full cost of the health
care providers. The presence of such federally paid practitioners
diminishes the attractiveness of the area for private practi-
tionars, and thus may preclude long-rum marketplace solutions
to: the problem.




~Reduction of Support
For Health Professions Programs

GAO Supplementary Discussion

GAQ Views

The elimination of capitation grants to all medical
and other health professions schools could save millions
of Federal dollars over the next five years. However,
we would question the potential savings of $600 million
projected by CBO and point out that there are certain
negative consequences to a comprehensive reduction in
such suppert.

According to a GAO staff study (ERD-78-105), withdrawal
of Federal capitation support may have serious consequences
for some medical schools, particularly those with only
limited access to resources from other Federal, State, and
private sources. Moreover, increases in tuition to offset
loss of Federal capitation funds could bring marked change
in the socioceconomic characteristics of their student body.

The phasing out of the National Health Service Corps
(NHSC) scholarships and the NHSC itself could result in
substantial savings of Federal funds. However, the NHSC
is an integral part of the Federal effort for providing
health care to several hundred thousand people throughout
the Nation who would otherwise be unable to cobtain such
care. We would not support this proposal.

However, although not mentioned by CBO, GAO believes
it. is doubtful that a separate loan repayment program 1is
still needed to attract physicians to HEW-designated
shortage areas (HBRD-77-135; chapter 4, page 46) in view
of the (1) expanded Corps scholarship program and number
of physicians expected to be available for shortage area
service and (2) discretion available to the Secretary of
HEW under the Health Professions Educational Assistance
Act of 1976 to. rapay the newly authorized federally
insured health professions student lcans. Therefore,
considerationr should be: given to whether the loan repay-—
ment program for physicians needs to be continued since

-——it has not induced substantial numbers of
physicians toc enter shortage azea practice and
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--many physician participants apparantly received
windfall repayment of their education loans by
the Federal Government since they would have
astablished their practices in those shortage

arsas anyway.

Relevant GAQ Reports

BRD=-77-135
HRD=-78-105




% CBO 2roposal
Reduction of Funding for CETA Public Service Employment Title VI

Savings by Fiscal Year Cunulative
(in ‘millions of dollars) Five=Year
1981 1982 1983 1984 1985 Savings

523 572 630 689 758 3,172

By the end of fiscal year 1980, approxtmately 200,000 public
service employment (PSE) jobs will be funded under Title VI of the
Comprehensive Employment and Training Act (CETA). If average PSE
enrollments were reduced to 150,000 during each of the next five
fiscal years, the total outlay savings in Title VI would equal
approximately $3.2 billion.

The stated aim of the Congress im reauthorizing CETA in 1978
was to provide Title VI jobs for 20 percent of the number of
~umemployed in excess of &4 ‘percemt of ‘the total labor force, and
for 25 percent of that number if the national unemployment rate
is above 7 percent. Funding for fiscal year 1980 finances approx—
imately 40 percent of the statutory goal, while fiscal year
1981 funding for an average of 150,000 jobs would fulfill about
15 percent of the statutory goal.

Reducing the number of Title VI jobs would cause an increase
in unemployment; however, the size of this increase depends on
the: extent of fiscal substitution——that is, on how many PSE jobs
would have beem created anyway by state and local govaruments or
community-based organizations. The federal government is likely
to bear some of the costs of increased unemployment through other
federal programs, including unemployment compensaticm, Social
Setmrity, food stamps, public assistance payments, Medicaid, and
veterans' benefits. Those increased costs would offset some of
the direct: job cast savings. The size of the offsets would
depend: on the extent: of substitution, but expenditures would be
likely to increase by $100 to $300 milliom in fiscal year 1981.
Recent changes in CETA in 1978——increased. targeting and BSE wage
restrictions—-—decrease the likelihood of substitution in compari-—
son to prior,-less restricted PSE programs-




Reduction of Funding for CETA Public Service Employment Title

VI

‘GAO Supplementary Discussicn

GAO Views. We have not reported on the effect that

a reduction in Public Service Employment (PSE) fund-
ing would have on State and local governments oper-—
ating the PSE programs or orn the Federal budget.

GAO reports have addressed such issues as partici-
pant eligibility, enrolling the most qualified appli-
cants and the transition of participants into jobs
not supported by CETA. GACQ has stressed the impor-
tance of moving participants out of the program and
into unsubsidized employment in order to provide the
maximum number of eligible applicants the opportunity
to benefit from the title VI program.

CETA requires that not less than 80 percent of

the funds allocated under title VI are to be expended
only for wages and employment benefits to pecple
employed in public service jobs. It would follow,
therefore, that z reduction in enrollment for fiscal
years 1981 through 1985, as presented in the CBO re-
port, would result in reduced outlays for CETA's title
VI program for this period. The net reduction in
Federal outlays would depend on the extent of fiscal
substitution and the probahle increase in Federal
expenditures in other areas such as public assistance
payments..

Relevant GAO Reports. HRD-79-101, HRD-78-57, HRD=77-53.
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CBO Proposal
Reduction of Funding for Lower-Income Housing Assistance Program

‘Savings by Fiscal Year Cumtlative

(in millions of dollars) Five=Year
1981 1982 1983 1984 1985 _Savings
100 100 200 500 900 1,800

Every year, the federal government increases the number o
lower-income families for which it makes long-term rent subsid
commitments.  About 240,000 families will be added during 198
to the 2.8 million households for which such commitments ar
currently outstanding. The: Administration has requested fundin
sufficient to aid what it estimates will be am additiomal 300,00
families in 1981. Maintaining the 1980 increment of 240,000 1
1981 and thereafter would result in annual savings of $500 millio
by 1985. Raising temant rent payments in subsidized housin
from the current makiiium of 25 rercent of family income to 3
percent of income would result in additional savings and woul
reduce outlays even relative to current policy, rising to $90
million in 1985.

Lowering. the number of new subsidy commitments would, o
course, reduce the number of additional families receiving housin
assistance. The 1980 increment of 240,000 represants one of th
lowest program growth rates in recent years; even so, it is an
percent increase in the number of lower—income persons receiv
ing aid.

Raising tenant rent payments. would cost assisted familias a
average of about $25 extra a wmonth; but their out-of-pocke
housing costs would still be well below the 39 percent of incom
that the typical unassisted lower—income ranter now pays.

Long-term funding requirements could also be reduced i
more reliance were placed on existing housing instead of o
new construction or substantial rehabilitation. The Administra
tion'ss proposed program mix in fiscal year 1981 is 40 percen
existing housing and 60 percent new construction or substantia
rehabilitation. If instead the mix were 50-50, ocutlays would b
about $350 milliom more: during the five~year period (because o
the: shortar lead time required to lease existing umits), bu
savings: would begim to appear imw 1986 and would amount to severa
billior dollars over the 30=year life of the subsidy commitments
To: the extant that the program also serves to bolster the housin
construction industry, this chanfge- would meam somewhat les
support for that purpose. :
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Reductions of Funding for Lower-Income
Housing Assistance Programs /

"GO Supplementary Discussion”

GO0 Views. The possibility of savings from greater use of existing housing
instead of new construction or rehabilitation is far less assured than the -
CE0 writeup would indicate. Althouch the per wnit yearly subsidy now being
experienced for existing housing averages less than that for new starts,
there is no assurance that the cost of subsidizing existing wnits will not
escalate much faster in later years than would the subsidy for new units
which cnce started give the Govermment same control over rents for the
term of the subsidy contract. Edsting wnits have much shorter contracts.
Calculations included in PAD 7813 showed that under certain circumstances
existing housing could prove much more expensive over a 20 year pericd.
With a generally tight rental market which can be expected to continue
through the next decade the potential for rapid escalation of existing
rents and higher subsidies seems quite likely.

Ancther cpportunity for savings not mentioned by CEO would ke to
shift a certain nmurber of units from section 8 to public housing which
cost analysis contained in PAD 78-13 and recently updated shows to be a
much chesper altemmative. Public housing is cheaper in the short rm and
also when off budget costs such as tax expenditures are considered for
the long term. Direct yearly subsidy savings per unit would be in the
area of 20% for each unit shifted from one program to the other and total
subsidy reduction over a 20 year period would be in the range of 5 - 10%
per wmit. The potential savings for shifting only 30,000 wmits could
approach $66 million per year in the short rum.

The CRO discussion does not appear to include consideration of the
full range of subsidized and/or guaranteed housing programs operated by
the Farmers Home Administration. In our FmiA report (PAD-79-15) we
identified for each program the amusl expected costs for each $100
millicrr in additional lending authority.

We: estimated: that a reduction of $100 million in section 502
subsidized homeowners loans: would result in savings of $8 millicm in the
first year and $28 milliom after five years. We estimated that a reduc-
tion of $100 million i section 515 & 521 — rural rental housing loans
would result in savings of $6.8 million in the: first year and $31 milliom
after five years. The 198l budcet lls for 3 lending authority of
$2.2 billicn for section 502 subsidized housizg and $800 millien for
section 515 & 521 rural remtal housing. Because the loans themselves
are off-budcet, a reduction in their amount would not appear as a saving

in the budget. 1




Relevant GAQ Renorts.

PAD-78-13
PAD-76-44

PAD-79-15




_ CBO Proposal
Relaxation of Davis-Bacon Wage Requirements

“Savings by Fiscal Year Cumuzlative

(in millions of dollars) ive~Year
1981 1982 1983 1984 1985 Savings
134 144 153 160 168 759

The 1931 Davis—Bacon Act and 77 related federal statutes
require that wages paid on wmost federal and federally assisted
construction projects equal the prevailing wage in the local area
of the project. Where there is no majority of workers paid at an
identical rate, the wage scale paild to at least 30 percent of
local workers is usaed. The practical effect, particularly in
urban areas, 1is that workers on federal projects receive union
scale, instead of .an average locality rate. Repeal of Davis—Bacon
might result in outlay savings of more than $160 million a year by
1985 in just the three largest federal construction programs:
military, Enviroumental Protection Agency coastruction grants, and
ground transportation comstructiom.

The estimated cost of the Davis—Bacom requirement, as given
above, is based om recent studies by the Gemeral Accounting Office
and. the Council om Wage and Price- Stability. Those studies have
been criticized for using limited data and failing to adjust for
asserted productivity differemces. To the extent that higher-paid
workers are more productive, higher wages wmay not translate
directly into higher costs.

Defenders of Davis-Bacon argue that it saves the government
money by excluding unqualified coatractors and by preventing
labor relations problems at construction sites. They also contend
that the law's requirements add stabilircy to the coastruction
industry, thereby making less difficult the recruitment, training,
and maintenance of skilled labor.

It is probable that repeal of Davis—Bacom would lead not only
to: some reductiomr im construction costs. om federal projects, but
would also tend to reduce upward pressures on wage rates it
nonfederal projects: imx the: same localities. While chere would
probably be some affsetting costs of the kind claimed by the
eritics of repeal, their magnitude cannot be calcularted.




RELAXATION OF DAVIS-BACON WAGE REQUIREMFENTS

GAO SUPPLEMENTARY DISCUSSION

GAO Views. We strongly agree with, and support, CBO's comments
that repeal of the Davis-Bacon Act and removal of its wage
determination requirements would result in substantial savings
on Federal or federally financed construction costs.

As stated in our report to the Congress, we believe that
the Congress should repeal the Davis~Bacon Act because /
(1) significant changes in economic conditions, and the econcmic
character of the construction industry since 1931, plus the
passage of other wage laws, make the act unnecessary, (2) after
nearly 50 years, the Department cof Labor has not developed an
effective program to issue and maintain current and accurate
wage determinations; it may be impractical to ever do so, and
(3) the act results in unnecessary construction costs of
between $200 and $500 million annually and has an inflationary
effect on the areas covered by inaccurate wage rates and the
economy as a whole.

In addition, the Davis-Bacon Act, along with the weekly
payrell reporting requirement of the Copeland Anti-Rickback
Act also result in substantial unnecessary administrative
costs (between $100 and $200 millicen annually) for contractors--—
which are ultimately passed on to the Government-—-and for
agencies to administer and enforce the act's requirements.

Critics of our report, such as OMB and the Secretarv of
Labor, contend that the Davis-Bacon Act is still needed to
protect the construction workers and that the problems in
implementing the act could be resolved through administrative
action including, where appropriate, modification of Labor's
requlations.

We disagree. The Davis—-Bacon Act covers less than
one=fourth of the estimated 4 million construction workers.
The fact that the remaining 3 million workers who work on
projects not covered by the act are among the best paid
workers imr the country indicates to us that constructicn
workers do not need the "special protection™ the critics
deem essential. .

. L 13

Also, inm our opinion, the problemsiand>inadequacies we
have identified--cver almost 20 years of reviews——cannoct be
corrected or improved significantly by any administrative
action, modifying regulations or applying additicnal resources
to the .program. Obstacles, inadequacies and problems continue
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to hamper Labor's attempts to develop and issue accurate
wage rates based on prevailing rates in localities. 1In
our view, the act is impractical to administer--it cannot
be effectively and efficiently administered.

Further, improving the administration of the Davis-Bacon
Act prevailing wage determinations may slightly lessen or
dampen, but not eliminate, the act's inflationary effect.
Only the repeal of the act would return the determination of
labor costs on federally funded or assisted construction
projects to the forces of the competitive marketplace and
eliminate the act's inherent inflationary effect.

In conclusion, we believe that the concept of issuinea
prevailing wages as stated in the Davis-Bacon Act is funda-—
mentally unsound. We do not believe the act can be effec-
tively, efficiently, and equitably administered. The act
should be repealed.

Finally, an increasing number of congressional members
are advocating repeal of the act. This is evidenced by a
recent House bill introduced in the 3Ath Congress for repeal
which had about 75 cosponscrs. Others seeking repeal, in
‘addition to GAO, include, but are not limited to, the Associ-—-
ation of General Contractors, Associated Builders and Contractors,
Inc.; the American Farm Bureau Federation; many leading econo-—
mists, such as Arthur Burns; many contractors, and a number of
State legislators. They believe, as GAO does that the law has
outlived its usefulness, is inflationary, is impossible to
administer and should be repealed.

Relevant GAO Reports. HRD-79-18, April 27, 1979, "The Davis-—
Bacon Act Should Be Repealed.” :

=
r
)




' CBO Proposal
Reduction of Spending by the Small Business Administration

Savings by Fiscal Year Cumulative

(in millions of dollars) Five=-Yeaar

1981 1982 1983 1984 1985 Savings
5Q 125 160 195 230 760

The Small Business Administration (SBA) provides management,
technical, and financial assistance to small businesses. If its
projected spending were cut back by 20 percent, the ocutlay
savings. during the nexr five years would be over $750 milliom.

Several different measures would permit a reduction in
SBA expenditures. A 20 percent cut in both the direct and the
guarantee loan programs would lower outlays for loans, losses,
guarantee repurchases, and administrative costs. If SBA borrowers
were charged the government's cost for the capital loaned——
instead of about 2 percent less——annual savings after several
years would exceed 340 million. Ancther measure to limit SBA
spending would be to revise the definition of a small business.
Under the current definmition, abour 96 percent of all nonfarm
businesses now qualify for SBA assistance.
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Reduction of Spending by the Small Business Administration
"GAOQ _Supplementary Discussion”

GAO Views

Obviously, any cutback in direct and guaranteed loans
would reduce outlays, etc., but since SBA is the lender of
last resort any cutback in direct loans and guarantees
would prevent some small businessmen from starting a new
business or expanding their business. Such a cutback could
also cause some existing businesses to go out of business
if working capital loans could not be cbtained from SBA.

But, as we pointed out in two reports, SBA simply does
not have the resources tc effectively analyze and service loans
approved in its major loan program. Short of realigning its
current personnel or requesting additional staff from the
Congress, one option we suggested would be for SBA to limit
the number of loans it approves.

The definition of a small business needs attention. We
pointed out in one report that SBA's-size standards, which
control eligibility for SBA assistance, have been developed
without apparent consideration of the size of businesses most
imr need of Federal assistance. We recommended that SBA's size
standards be reviewed which could, under givem circumstances,
result in reducing the number of small businesses eligible
for SBA assistance. '

In another report, we pointed out that small business in-
vestment companies, funded by SBA, are providing clients with
loans similar to SBA's major business loan program, and con-—
cluded that continued Federal participation in this program

.was Questionmable. We suggested that the Congress take a hard
look at this program and require SBA to fully justify its
continuing need.

Relevent GAQ Reports

GGD~-76—-24
CED-79-103
CED-~78-149
CED-78-45




Reducﬁion in Procurement of Aegis Cruisers CBO Proposal

Savings by Fiscal Year Cumulative

(if millions of dollars) Five-Year
1981 1982 1983 1934 1985 Savings
25 155 356 851 877 2,064

The CBO baseline projectiom used in estimating 1981-1985
spending assumes that 11 Aegis cruisers will be procured in that
period. If the number were cut back to ome a year, the five~year
outlay "reduction would exceed $2 billion. (The Administration has
recently proposed 1981-1985 procurement of 16 Aegis cruisers.)

The Navy coutends that carrier strikes near the Soviet
homeland would be an important means of gaining control of the
seas during a major European conflict. The Aegis cruiser would
have sophisticated wmissile-defense systeams that, the Navy argues,
are necessary to protect U.S. carriers within the range of Soviet
land-based airpower. In peacetime, the existence of such highly
capable ships in the fleet could increase the credibility of a
U.S. naval presence, wherever the fleet is deployed.

Proponents. of a slowdown in Aegis procurement point out that
the sophisticated systems involved have yet to be proved in sea
trials. They also argue that the combat scenario for which the
Aegis cruiser 1is ultimately designed is an unlikely one, and that
it would be bettar to keep up procurzment of ‘less—expensive
(though less—capable) ships, thereby making it easier to sustain
the widespread deployments that may be required of the Navy.
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REDUCTION IN PROCUREMENT OF AEGIS CRUISERS

GAQ SUPPLEMENTARY DISCUSSION

GAO_Views

CBO states that the S-year outlay could be reduced by
$2 billion if construction of Aegis cruisers is slowed down.
This position is based on (1) Aegis has yet to prove it-
self in sea trials and (2) the combat scenaric (operating
in high threat areas) for which the Aegis cruiser is ulti-
mately designed is an unlikely one, and that it would be
better to keep up procurement of less-expensive (though
less~-capable) ships, thereby making it easier to sustain
the widespread deployments that may be required of the Navy.

GAO agrees that a slow down in construction rates
would reduce outlays; however, GAO has pointed out in pre—
vious reports that low. production rates are one of the major
factors contributing to increased weapon systems costs.

In several reports, GAO has raised questions on survivability
and expressed the opinionm that it is highly gquestionable whether
the Navy will be able to survive when operating in high threat
areas such as attacking the Soviet homeland.

GAO has recommended that, rather than assuming the carrier
to be the centerpiece of future forces, the Navy's missions
should be prioritized and analyses of alternative ways to fulfill
its missions be made. If this were done and/or if operations in
high threat areas were modified, GAQ believes that additional
potential savings could be achieved in the procurement of other
sophisticated weapon systems such as carriers, aircraft, and
submarines. )

The Secretary of Defense has stated in his FY-198l annual
report that our priorities for use of naval forces-—including
carrier battle groups—in a NATO war are scenario dependent.

RELEVANT GAOQ REPORTS

Impediments to Reducing the Costs of Weapon Systems,
PSAD-80-6, November 8, 137%. o
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CBO Proposal
Elimination of Procurement of the KC-10 Tanker

Sayings{by Fiscal Year Cumulative
(in millions ‘of dollars) . Five~Year
1981 1982 1983 1984 1985 Savings
14 147 245 145 72 623

This option would end procurement of all 14 KC-10 taokers
asgumed in the CBO baseline projection for fiscal years 1981-1985.
(The Administration recently increased its procurament objective
for this perioed to 20.)

The KC-10 is a wide-bodied jet (the DC-10) modified to
accomplish aerial refueling. Its purchase is justified by the need
to refuel cargo and tactical aircraft during long, noanstop transits
associated with Persian Gulf and other Third World contingencies.
Because of. its large size and range, the KC-10 is much better
suited to long-range deployments than the existing, smaller KC-135
tankers. The fleet of about 600 KC-135s is primarily committed to
refueling strategic bombers.in the event of a nuclear war.

The long range of the KC-10 is much less important for a
faraway conflict, however, if the United States secures overflight
and landing rights at intsrmediate stops, as it has in most pre—
vious. airlift operatioms. Furthermore, even without overflight
and landing rights, KC-135s could refuel U.S. cargo and tactical
aireraft im a Third World mission. The KC-135s devoted to this
affort would not, however, then be {mmediately available for
stratgic bomber refueling, were a nuclear war to occur with little
warning.
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Elimination of Procurement

of the KC-10 Tanker

GAQ Supplementary Discussion

GAQ views. Having studied tanker requirements to support wartime plans,

the Air Force has concluded that its tanker assets are inadequate. However,
GAO believes that the Air Force aerial tanker studies did not adequately
address some pertinent issues affecting aerial refueling requirements,

Teft a number of uncertainties as to the scope of wartime aerial refueling
missions unresolved, and, in some cases, contained inadequate data. As a
result, the requirements appeared to be overstatad. GAC concluded in August
1979 that the Air Force must make a realistic determination of the minimum
amount of aerial refueling capability it must have and will be able to use
effectively before further increasing its aerial refueling capabilities. A
key factor that must be considered is the patential for individual tankers
to support more than one mission's requirements.

The Air Force has implemented programs to modernize its tanker force
and increase its capabilities by installing larger and more efficient engines
on the KC-135s and buying new and larger tankers, the KC-10. Generally,
acquiring the KC-10 appears to be the more efficient and economical method
for providing additional fuel storage capacity. There may be a need, however,
for operational flexibility which is attainable by reengining the smaller but
more numercus KC-135s. The optimum mix of these alternatives is uncertain.

The current Air Force program to procure the KC-10 advanced tanker
cargo aircraft, a derivative of the DC-10 commercial freighter, shows that
DOD has agreed with the Air Force on its need for the KC-10. However, there
does not appear to be a firm DOD position or underiying justification concerning
the total quantity needed. The number needed still seems uncertain and elusive.

The need for the KC-10 tanker is contingent on the Air Force (1) realistic-
ally determining its additional tanker requirements, if any, and (2) determining
the: proper mix. between alternatives for meeting those requirements. Until
the Air Force does this, the extent it needs the KC-10. remains uncertain.
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CBO P‘rcp"o s|al
Termination of MX Missile Program and. Expansion of Sea-Bas

Tl do o esme oo do
MOLELL =Ill-
AR

'Savings by Fisczl Year Cumulative
(im millions of dollars) Five~Year
1981 1982 1983 1984 1985 Savings
873’ 1,507 1,574 2,035 3,905 9,894

Tf the: MX missile program wera halted, and if a portion
the savings were shifted to the more rapid development of !
Trident II missile and to the procurement of eight Trident =
marines during the next five years (instead of the five assumed
the: CBO: baseline projection), the 1981-1985 savings could appro:
$10 billion. Some of these savings would be offset in the long -
by the higher operating costs of a sea—based system and, if Trid:
procurement were Llimited to an additionmal eight submarines,
United States would have less strategic capability than is o
rently planned.

The: case for and against the MX is too complex to be th
oughly summarized inm‘a page. The points below merely highli
some: of the issues.

Advocates: of the MX believe that the United States sho
maintain a triad of strategic forces-—consisting of bombe:
ballistic missile submarines, and land~based missiles-——each capa
of surviving a Soviet first strike. The MX missile system, ¢
argue, 1is needed because existing land-based missiles could
vulnerable to a Soviet strike by the mid 1980s. The MX could a
provide: other advantages, including the capability for zmore re.
able command and control links and an increased capabilicy
attack such "hard”™ targets as wmissile silos and command bunke:

Opposition to: the MX missile system has centered on :
hard-target destruction capabilities, and the potential cost
fnsuring that a reasonable number of missiles could surviwe
Soviet first_strike. Without the restraints of the Salt II trea
the Soviets could expand their arsemal of missiles aimed at the
system, which could substantially increase the costs of a surv
able: MX missile system. These costs, and environmental probl
associared with the MX, have led some to think thag, 1f fede
spending must be reduced, development and deployment of the m
accurate Trident II missile aboard additional Trident submari:
might provide sufficient capabilicy..
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TERMINATION OF MX MISSILE PROGRAM
AND
:BXPBNSION OF ‘SEA=BASED DETERRENT
GAO SUDPLEMENTARY DISCUSSION

GAQ VIEWS

During the course of GAO audits of the MX weapon system
we reviewed many studies which analyzed different technigques
for enhancing the survivability of our intercontinental
ballistic missile (ICBM) force. Final decisions on the basing
mode remain to be made and will be based upon military
judgment as to what is needed to provide survivability to our
ICBMs. in view of the future threat. Our report issued on
February 29, 1980, did point out that the high estimated cost
of at least $56 billion for the MX system raises a serious
question regarding its affordability. We also noted that there
are many cost and schedule uncertainties and, while the basing
mode: has been selected by the Executive Branch, the Congress
has. requested that other alternative be studied.

The CBO report on the other hand gquestions whether the
United States needs to continue with a strategic Triad force=-—
intercontinental ballistic missiles, submarine launched
ballistic missiles (SLBM), and bombers-—or whether the latter
two would suffice. This issue goes beyond a compariscn of cost.
The implications of the Strategic Arms Limitation Talks
treaty verification requirements, the possibility of a loss of
accuracy with SLBMs, and the future survivability of land-
pased versus sea-based systems are important considerations.

A TRIAD versus DYAD strategy for deterrence has been studied
by the DOD. GAO has not challenged the decision to maintain
the TRIAD concept because:

-—the DOD has addressed this issue on several occasions
with Congressional Committees, and,

——the need for a TRIAD versus DYAD is a military policy
decision. It is not GAO's policy to make judgment on
military strategy.

GAO has no basis for commenting on the cost savings
that CBQ cites by terminating the MX and expanding Trident.

RELEVANT GAQ REPORTS

"The MX Weapon System-—3 Program With Cost and Schedule
Uncertainties™ (PSAD-80-29, February 29, 1980).




Elimination of the Military Assistance Program CBO Froposal

Savings by Fiscal Year Cumulative
(if millioas of dollars) _ Five-Year
1981 1982 1983 1984 1985 Savings
0 110 120 130 150 510

The Milirtary Assistance Program (MAP) provides military
equipment and services to support the military forces of U.S.
allies. Today eight countriaes receive significant amounts of MAP
funds, with the Phillipines and Portugal receiving the most. The
Administration has greatly reduced MAP in favor of credits and
foreign wmilitary sales backed by U.S. guarantees. This option
would eliminate MAP entirely beginning in fiscal year 1982.

The Administration has supported the elimination of MAP,
apparently on the judgment that the U.S. allies can retain strong
forces without this aid. Oa the other hand, the high cost of
importing petroleum, coupled with the weak world ecounomy, has
created serious problems in some countries of strategic impor—
tance to the United States (Turkey, for example). Thus, it may
be necessary to continue providing equipment and servicas to some
countries, either through MAP or through other means.
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E1imination:of the Military Assistance Program

"GAO Supplementary Discussion®

GAQ Views

Over the years we have examined the efficiency and effectiveness
of the Military Assistance Program and in cases where a country's
aconomic positiom improved we recommended eliminatiom of the program..
We have not performed any recent reviews of the Military Assistancea
Program primarily because of the declining program levels. Some
reductions in this program are possible, however, we question whether
the program should be eliminated in view of the flexibility it gives
the U.S. Government in carrying out sensitive-fbreign'policyrmatters.
The: recent events in South Asia and the U.S. response either to
pravide: assistance to certain countries or seek accass to faciTities
i1Tustrates the need to have a program which can be used to’quickly
respond to such problems. Also, we believe the critical worid
economic situatiom and its effect on key allies such as Turkey and

Portugal argues against eliminating the Military Assistance Program.
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$7-988.0. - 40 - 7

Hospital Cost Containment , CBO Proposal

Savings by Fiscal Year Cunmulative

(in millious of dollars) Five-Year
1981 1982 1983 1984 1985 . .Savings
370 1,400 3,000 5,000 7,200 16,970

Federal outlays for Medicare and Medicaid would be reduced by
an estimated $370. milliom in 1981, increasing to $7.2 billion in
1985, if the Congress were to enact -the Adminiscration's legis—
lative proposal for limiting hospital revenue increases from’
1979 1levels. Other payers, such as state governments,. private
insurers, and individuals, would benefit proportionately. Total
savings, public and private, are estimated at $40 billion over the
next five years. The impact of the proposal would be large eaocugh
to lower the estimated 1985 CPI by 0.6 percentage point.

The rationale for the proposal lies in the nature of the
market for hospital services. The role of physicians in medical
decision making, combined with extensive third-party payment
arrangements, eliminates much of the pressure to contain costs
that is found in markets for other services.

Opponents of the measure allege that the limitation on
revenue growth would force hospitals to cut down aon essential
services and expose them to increased deficits or reduced. sur-—
pluses. Physicians might suffer a reduction in hospital-providad
resources avallable in their practices. Patients might lose
access to some services, and could find the quality of care not
improving as much as it otherwise would have (although they would
pay less for care).

The advantages. of the approach include substantial savings
in expenditures, a relatively small amount of red tape for a
regulatory proposal, and the opportunities provided for states to
substitute thelir own cost containment programs. Disadvantages
include a brake on investment by hospitals in new technologies.
and unequal treatment of similar hospitals.
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- Hospital Cost Containment

GAO Supplementary Discussion

GAQ Views

There is significant potential to reduce hospital
caosts and a limit on revenues may be a good temporary
meastire =0 encourage hospitals to operate more efficiently.

In a draft report just sent to HEW and others for
comment, we point out that hospitals are not making
extensive use of proven cost-effective management tech-
nigques. These technigques included preadmission testing,
admission scheduling, nurse staffing systems, use of
generic drugs and drug formularies, energy conservation
measures, and sharing services and equipment. A limit
on revenue may make it advantageous for hospitals to
make greater use of these technigues.

The draft report points out the considerable impact
that some State prospective ratesetting programs (for
example, Maryland, New Jersey, Connecticut, State of
Washington) have had on restraining the rate of hospital
cost increases compared to the national average. We
therefore would support a proposal allowing those States
whose programs are successful to continue them. We also
suggest that other States be encouraged to adopt prospec—
tive ratesetting programs using the successful programs
as a model.

Relevant GAO Reports

Rising Hospital Costs Can Be Restrained By Regulating
Payments and Improving Management. (Report in draft
status. Sent to agency for comment on March 6, 1980).




SAVINGS ON THE REVENUE SIDE: REDUCTIONS IN TAX
EXPENDITURES AND TIGHTER ENFORCEMENT OF EXISTING LAW
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— ” CBO Progpo sai
Private Hospital Bonds -

Cumulative
Revenue Change by Fiscal Year Five~Year
(in billious ‘of dollars) Revenue
1981 1982 1983 1984 1985 Increase
Revenue Loss Under .
Current Law . . 00-5 006 Q. 6 0.7 . 0-8
Revenue. Increase-
from Repeal of
Tax Exemption om:
New Issues: 0.1l 0.L 0.2 0.2 0.3 0.9

‘The. use of tax—exempt bonds to finance private hospitzl con—
struction has increased significantly in recent years. A total of
$3.4 billion in tax~exempt hospital bonds was issued in 1979,
accounting £8r about 8 perdent of all lodg—térm tax=e€Xempt fimanc—
ing in that year. Over half of all new hospital coamstruction in
1979 was financed with tax-exempt bonds. '

. The argument for repealing the tax exemption for private

hospital beads is that most evidence indicates that there is a
surplus: of hospital beds in the United States, and that excess
hospital beds: contribute to increases in hospital prices. As &
result, direct federal subsidies for hospital comstruction have
beerr sharply cut back in recent years.
: The argument against repealing the tax exemption for private
hospital bonds is that, even though there may be an excess of
hospital beds nationally, some areas still lack adequate hospital
facilities. But tax—exempt bond financing may not be the best way
of assisting such areas, since the local governments may not have
the financial strength to obtain favorable bond ratings and thus
gain access to tax-exempt bond markets.




Private .Hospital--Bonds

GAQO Supplementary Discussion

GAQ Views

While we have not done specific audit work in this
area we support the proposal to repeal the use of tax
exempt hospital bonds because of the current excess
hospital beds in most parts of the country.

The resulting slowdown in new hospital construction
could better enable local health planning agencies to
identify the health service needs (including hospitals)
for their areas, and to possibly alter existing services
to meet identified needs. While this may not be possible
in all areas, many health service areas have excess capac-
ity of some services and inadequate capac1ty in others.
Through appropriateness reviews and other techniques,
health planning agencies may be able to exert pressure to
modify existing facilities and alter services to accom-—
modate health needs without new construction.

In summary, the proposal could have a beneficial
financial impact, and could give health plannlng agenczes
greater leverage and a more 9051t1ve role in 1mprov1ng
health services in these geographic areas of responsibility.

Relevant GAQ Reports

None.
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Repeal of Home Insulation Tax Credit CBO Proposal

Cumulative
Revenue Change by Fiscal Year Five~Year
(in billions of dollars) Revenue
1981 1982 1983 1984 1983 Increase
Revenue Loss Under
Current Law 0.4 0.4 0.4 0.5 0.5
Revenue Increase: :
from Repeal Jub Qo4 0.4 0.5 0.5 2.2

In the Energy Tax Act of 1978, the Comgress established a 13
percent tax credit, up to a aaximum of $300, for home insulation
and other energy conservation devices. "

The argument for repeal of the credit is that it generally
does nmot provide an effective incentive to -marginal purchasers of
:insulation, but instead is a windfall to those who would have
purchased insulation in any case.  The credit has been used
primarily by higher—income taxpayers. who, in response to a near
tripling in home heating costs, probably would have insulated
without the credit. The credit may also have. contributed to
artificial increases in the cost of insulation.

The argument for the credit is that, although many of the
beneficiaries: would have insulated socomer or later without the
credit, the subsidy may accelerate their purchases by a3 few years,
thus reducing short~term U.S. dependence on foreignm oil.




REPEAL OF HOME INSULATION TAX CREDIT

GAQO SUPPLEMENTARY DISCUSSION

GAQ Views

GAO has, in past reports, generally supported the concept
of providing consumers with tax credits for installing insula-
tion and other energy conservation devices. GAQ has not, how-
ever, specifically discussed the effectiveness of the 15 per-—
cent tax credit established by the Energy Tax Act of 1978.

In reports and testimony dating back to 1375, GAQ has
supported the use of tax credits to encourage consumers to
purchase and install energy conservation devices in their
homes. In 1975 testimony before the House Ways and Means Com-
mittee, the Comptroller General presented alternative energy
proposals developed by GAO. One such proposal was for pro-
grams of tax credits and low interest loans to encourage
installation of energy saving measures such as storm windows
and doors and insulation. GAO reaffirmed its support for tax
credits for homeowners who install energy conserving devices
in a 1977 report which evaluated the Administration's April
1977 National Energy Planm and in a 1978 report which evaluated
the Federal Government's energy conservation efforts.

In a recent report which assessed the nature of reported
problems involving the availability, safety, and effectiveness
of insulation materials, GAO did not assess the effectiveness
of the tax credit in causing consumers to install insulation.
The tax credit was discussed only from the standpoint of being
one of several Federal programs which encourage the installa-
tion of insulation.

We have not performed any work which would enable us to
agree or disagree with CBO's estimates of the potential savings
or revenue increase in this area. We would like to point out
however, that we continue to support energy conservation as a
very significant part of natiocnal energy policy. The Congress
may wislr to consider the impact repealing the tax credit may
have on the public's perception of the sericusness of the
Federal Government's commitment tc energy conservation.

Relevant: GAQ Reports

"Pederal Efforts to Ensure the Effectiveness and Safety of
Thermal Insulation Can Be Improved," EMD-80-4, November 26,
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"The Federal Governmegt‘Should‘Establish and Meet Energy
Conservation Goals," EMD-78-38, June 30, 1978.

"An Evaluation of the National Energy Plan," EMD-77-48,
July 25, 13877.

"National Standards Needed for Residential Energy Conser-=
vation,"™ RED-75-377, June 20, 1975.




CBO Proposal

Taxation of All Unemployment Insurance Benefits

Cunmulative
Ravenue Change by Fiscal Year Five=Year
(in billions of dollars) Revenue

1981 1982 1983 1984 1985 Increase

Revenue Logs Under .
Current Law 3.1 2.9 2.5 2.1 1.8

Revenue Gain from
1978 Act (compared
to old law) 8.3 0.3 0.3 0.3 0.3

Additional Revenue:
Increase from Full
Taxation of Benefits 3.1 2.9 2.5 2.1 1.8 12.4

Before 1979, a series of Intermal Revenue Service rulings
served as the basis for exempting from taxation unemployment com-—
pensation paid under most government programs. The Revenue Act of
1978 alterasd this treatment by partially taxing benmefits received
by individuals with incomes over $20,000 and married couples with
incomes over $25,000.

The revenue gain from the 1978 law change will amount to
about $300 million a year over the next five years. Because the
income: limits specified in the provision were set so high, how—
ever, the 1978 act did not affect the majority of taxpayers. If

unemployment payments were made fully taxable for all individuals,
the additional revenue gain would be about $3.1 billiom in 1981.

Expanding the current taxability of unemployment payments to
include all workers would remove any differences in the tax trsat—
ment between privately paid unemployment compensation and govern—
ment benefits. Supplementary unemployment benefits from privates
employers have always been considered fully taxable income because
they are intended to replace lost taxable earnings. Removing the
tax exclusion for unemployment: benefits. would also reduce the
current law's incentives to low— and middle~income individuals to-
remain unemployvad; ther level of payments mada to unemnloved

workers is now frequently close: to the after-tax income they could
receive from working.



Taxation Of All Unemployment Insurance Benefits

GAQ Supplementary Discussion

GAO Views. GAO recommended in an August 1979 report
that. the Congress consider including unemployment
compensation in taxable income. poing this has merit
both in increasing equity and in providing recipients
with a better financial incentive tc seek work.

When compensation is nontaxable, recipients in a
high tax bracket benefit more from the tax-free
nature of unemployment compensation than recipients
in a lower tax bracket. Furthermore, recipients
with working spouses benefit most from this inequity.
As one of two workers in the family, these recipi-
ents would normally be in a higher tax bracket than
if they were sole wage earners. '

Taxing compensation would reduce the percentage of
income replaced during—unemployment. ' However, this
would increase many recipients' financial incentive
to seek employment. In the August 1979 report, GAC
pointed out that interviews with 3,000 persons receiv-
ing unemployment compensation showed that compensa-
tion, either alone or combined with other income,
replaced an average of 64 percent of a recipient's
net income before unemployment. About 25 percent of
these persons replaced over 75 percent of their net
income and about 7 percent replaced over 100 percent.

The Revenue Act of 1978 revised the tax exempt status
of unemployment compensation. Compensation will now
be: taxed if adjusted gross income exceeds certain
levels. However, because the income limits were set
so high, only a small percentage of those who collected
unemployment compensation should be affected. The

act became effective in 1979, and it will be reflected

in tax returns £iled by April 15, 1980.

GAO did not estimate the additional revenues to be
gained from tazing all unemployment compensatiom but
agrees with CBO that the potential exists for sub-
srantial revenue im this area inm additiocm to the
other benefits cited above.

Relevant GAO Reports. HRD-79-79.
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CBO Proposal
ADDITIONAL WITHHOLDING ANb' BETTER ENFORCEMENT

~Insefitucion of "Wi‘thhcmiiﬁg on Interast and Dividend Income

Cumulative
Revenue Change by Fiscal Year Five=Year
- (in billicus of dollars) ‘ Revenue

1981 1982 1983 1984 1985 In;rease

Revenue Increase from
15 Percent Withhold-
ing on Interest and : ,
DiVidendS 6-'5 3o~3 3.7 4&2 4.6 2203

It hae basn estimatad that as wmuch a2s $14 billion in intaresct

and dividend. income goes unreported by taxpayers each year, resul—-
ting in billions of uncollected tax dollars. If 15 percent of
such income were withheld at the source, wmore revenue would be
collected, and tax evasion and fraud could be reduced. The reve-
nue gain would result from a one-time speed~up of receipts in the
initizl year of enactment, and the collection of taxes on pre-—
viously unreported income. While some- taxpayers would undoubtedly
continue - not to report all of their interest and dividend income
(and thus only 15 percent of it would be collected as a tax), many
others: would probably be induced into a full disclosure and would
be: taxed at am: average marginal rate of 25 percent.

The proposal has been consistently and strongly opposed by the
financial community on the grounds of excessive administrative
costs and inconvenience. Yet banks, savings and locan associa-
tions, and dividend payers are already required to file annual
information reports: for all taxpayers who receive over $I1C in
interest or dividend income, and the additional chore of withhold=-
ing ‘'should not be unduly burdenscme. The Intermal Revenue Service
would also incur additiomal administrative and compliance costs.




Institution of Withholding on
Interest -apd.-Dividend.lncome

"GAO Supplementary Discussion”

GAQ Views. (B30 proposed a revenue increase of $22.3 billion

over 5 years by withholding 15 percent on interest and divi-
dends. GAOQ strongly supoorts this proposal.

OQur research for a 1977 report on the withholding tax on
wages convinced us that the tax system would be both more
efficient and more equitable if withholding were required on
as many forms of income as possible. The overwithholding we
found in the withholding tax on wages would be only a very
minor problem for interest and dividends if the withholding
rate is kept as low as 15 percent, as CBO suggests. Provi-
sion might also be made for additional voluntary withholding
on dividends and interest; some persons with significant
amounts of this income might prefer to pay their full tax
through withholding and avoid the need to file a declaration
of estimated tax.

As CBO points out, several proposals for withholding on
dividends and interest have been rejected because of the
administrative burden it would impose on the payers. It is
worth remembering, however, that the same concern was express-—
ed when the withholding tax omr wages was proposed in the
early 1940's. Payers of wages adjusted then, and now handle
a far more complex withholding system apparently without ex-
cessive discomfort.

Relevgnt GAQ Report. PAD-T8-5.




CBO Proposal
Insticution of Withholding on Independent Contractors

Cumulative
Revenue Change by Fiscal Year Five~Year
(in billions of dollars) Revenue

1981 1982 1983 1984 1983 Increase

Revenue Increase from

10 Percent Withhold—

ing on Indapendent : :

Contractor Income 0.6 0.6 0.7 0.9 L.l - 3.9

. Recent studies have indicated substantial underreporting of
income. by so-called “independent coutractors.” These include
realtors, insurance agents, construction workers, truck drivers,
and others whose relationship with those from whom they receive
income is not as close as the normal employer—employee relation—
ship. ‘A 1979 study by the Internmal Revenue Service suggested that
almost 50 percent of all workers who are currently treated as
independent contractors by the IRS do not report any of their
compensation.

The Administration has proposed legislation that would
require that 10 percent of payments to independent comtractors be
withheld at the source for taxes. A subcommittee of the House
Committee om Ways and Means. reported a bill (H.R. 5460) late last
year incorporating this Administration .proposal, and action by the
full coumittee 1s- expectad this year. The Administration esti-—
mates that 10 percent withholding would result in a revenue Iin—
erease of at lesast $600 million a year.
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A0 SUDPLEEMIBRY DISCUSSION

G20 Views Studies have shown and our work supperts the fact that compliance
ith the tax laws is generally greater among those categories of taxpayers
" whose inccme is subject to withholding. Self-employed persons, which includes
i ‘ contractors, as a group have lower campliance rates than those
amloyed by others. For example, our July 17, 1979, report to the Congress
showed that there were relatively more self-employed persons in the: nonfilex
population than in the filer population. We estimated that in 1972 self-
employed perscns made up 17 percent of the ponfiler population and only 8
percent of the filer population.

In July 17, 1979, testimny we concluded that while no statistically
accurate study cn independent contractors as a group was available, the re—
sults of various studies indicated that noncampliance among self-employed
taxpayers may be serious enough o comsider the use of withholding to collect
part of the taxes they owe. In this regard, we supported the Administration's

legislation that 10 percent of payments to independent centractors
pe withheld at the socurce for taxes. Further, we supported the bill (H.R. 5460Q)
incorporatingthisprogosalandotherprovisions to deal with the overall prcb=
lem of defining employees and independent contractors, which is a prcblem we
discussed in a November 1977 report. While we have not. developed projected
figures, the withholding recuirement, if enacted, should result i increases
in revenue to the Goverrment.

Relevant GRO Reports.. D-77-88; Novexber 21, 1977-

CGD~79=69; July 11, 1979.

Testimeny of Richard L. Fogel an Independent Contractors
before House Ways and Means Subcamm.ttee on Select Revenue Measures; July 17,
1979.
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‘ C30 Proposal
Increase in IRS Audit and Collection Resources

Cumulative
Revenie Change by Fiscal Year Five-Year
(in billions of dollars) Ravenue
1981 1982 1983 1984 1985 Increase
Increase in Tax
Revenues ' 0.3 0.8 1.2 1.7 2.1 . 6ol
Increase in IRS
Resources.
(Cutiays) _ C.1 0.1 0.2 0.2 0.3 0.8
Net Revenue
Inc:easa ’ 062 057 la-l l=5 L=9 . 593

Note: Details may mot add to totals beczuse of rounding.

According ta the Intarmal Revenue Service, every additional
dollar appropriated for tax examination purpcses generates $4 to
$5 of tax revenues, and every additional dollar appropriated to
collect unpaid accounts generates $18 to §20. On the basis of
these: estimates, an increase in IRS appropriations of $50 milliom
(5 percent of the current budget) in each of the next five years
could provide net budget savings of about $0.2" billion in 1981,
growing to $1.9 billion in 1985, with a five-year cumulative
savings of $5.3 billion. This option entails no increase in tax
rates but only the more efficient collection of sums already owed
the government under current law.
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INCREASE IN. IRS AUDIT AND COLLECTION RESCURCES
GAO SUPPLEMENTARY DISCUSSICN

GRO Views: While we have not déveloped specific projéections, our work in the
audit and collection area support the view that increased rescurces in the
audit and collections areas, as well as other campliance enforcement areas—
if efficiently employed--should result in (1) substantial increases in revenue
to the Govermment and (2) increased campliance with the tax laws.

In our July 11, 1979, report to the Congress.cn IRS' efforts to detect
and pursue individual nonfilers we concluded that the nonfiler problem was sericus
and made mumerous recomendations for improving IRS' efforts against ncnfilers.
IRS claimed that it lacked the resocurces to implement an effective ncnfiler
effort. We agreed that additional rescurces might ke needed to meke IRS'
nonfiler efforts fully effective, but that other important campliance enforce—
ment efforts, such as examinations and collections. in general, should not suffer.
we concluded that given (1) the amount of resources the Administration wants to
direct at nonfiling versus other noncompliance problemsiand (2) the. size of the non—
filer population, and its potential adverse effect cn the Naticn's voluntary
tax assessment system, the Congress should determine whether IRS' ncnfiler
efforts are being finded at a level sufficient to cope with the magnitude of
the problem. ) , .

In testimomy in July and. September 1979 cn the coverall unreported income
xoblem, we concluded that IRS needs an cverall campliance strategy which
allocates compliance resources based on a consideration of the typeé and extent
of noncompliance problems and the effectiveness of the various. campliance
enforcement efforts—examinations, collections, criminal investigations, and
withholding and document matching—in dealing with those problemsS. We concluded
that (1) IRS should assess the need for additional resources to close the ncn—
campliance qap for each type of unrepcarted income and (2) Treasury, OB and
. the Congress should be involved in deciding how to best allocate IRS' campliance
dallars to insure that the Government deals with the unreported income problem
in the mecst effective way.

© = In our September 1979 testimony, we expressed cancern over the cuts in
IRS' campliance enforcement resources and. the proposed reduction in the per-
centage of taxpayers to be audited by IRS. Subsequently, in conferring cn
Treasury’s: FY 1980 Appropriations bill, congressional conferrees expressed
extreme concern about the burgecning subterranean economy estimated to be in
excess of $100 hillion and the declining trends.of voluntary compliance with
the' U.S. tax laws that this sitmation may imply." The conferees directed the
IRS to maintain quality audit coverage of 2.24 percent in fiscal year 198C and
allowed an additional 750 positicns for the program. In addition, they approved
the Administration's appropriation’'s request for IRS" investigations and
collections: activities.
Relevant GAO Reports: G&=-79-69r July 11, 1979.

Testimony of Allen R. Voss on IRS efforts to detect and

pursue: nenfilers and underrsporters; July 16, 1979.
Testimony of Richard L. Fcgel on Subterranean Economy:

September 6, 1979.
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