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

The accompanying report presents a compilation of Gen-
eral Accounting Office findings and recommendations for i«
proving Government operations and relates for the most part
to fiscal year 1968,

The compilation ie organized so that the findings and
recommendations are identified with and grouped _generally on
the basis of functional areas of the Government's operations,
regardless of the agencies involved, Because findings devel-
oped in one agency frequently have application in others, this
arrangement facilitates consideration of all findings in each
functional area in all agencies,

Because of the great interest in economic opportunity
programs, all of our findings on these programs are grouped
under "Economic Opportunity Programs,' beginning on page 1,
¥Findings of a functional nature in these programs are also re-
ferred to in the report sections concerning each function,

The purpose of this report is to provide a convenient
summary showing, by functional areas, the opportunities for
improved operations which have been identified by our Office
in carrying out its audit responsibilities, These responsibil.
ities are derived from the Budget and Accounting Act, 1921,
and other laws which require us to independently examine,
for the Congress, the manner in which the Government agen-
cies are discharging their financial responsibilities,

The report summarizes the corrective actions taken by
the agencies on our recommendations, Certain of these ac-
tions involve changes made in policies and procedures through
the issuance of revised directives and instructions, The effec-
tiveness of these actions is dependent on the manner in which
the directives and instructions are implemented and on the
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adequacy of the supervision and internal reviews of the oper-
ations, For this reason, to the extent deemed appropriate, it
is our policy to review and evaluate the effectiveness of core
rective actions taken by the ageniies,

The financial benefits attributable to our work cannot al-
ways be fuily measured. However, our records show that save
ings identified during fiscal year 1968, which were attributable
to the work of the General Accounting Office, amounted to
$232.8 million. Of this amount, $19.6 million consisted of col-
lections and $213.2 million represented other measurable sav=
ings, Approximately $30 million of the latter amount is
recurring in nature and will continue in future years. A sum-
mary of these savings appears beginning on page 144 of this
report,

Additional financial savings which are not fully or readily
measurable are listed beginning on page 151,

For the convenience of the committees of the Congress
and of others, the back of the report contains an index of agen-
cies to which the findings and recommendations relate,

Copies of this report are being sent to the Director, Bu-
reau of the Budget, and to officials of the Government agencies
for their information and consideration in connection with their

operations.

A _ (7.

Comptroller General
of the United States
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ACTIVITIES, SERVICES, AND
BENEFITS UNDER FEDERAL PROGRAMS

DISABILITY COMPENSATION BENEFITS

1. PRECLUDING PAYMENT OF
DUAL BENEFITS--In July 1967 we reported
to the Congress on our review of the proce-
dures followed by the Bureau of Employees’
Compensation, Department of Labor, in im-
plementing a provision of the Federal Em-
ployces’ Compensation Act as amended (5
U.S.C. 8101), which, in our opinion, prohibits
the payment of dual benefits for the same
disav:lity or death. On the basis of our review
at four of the Bureau’s 10 district offices, we
concluded that there was a need for the Bu-
reau to strengthen its management controls to
prevent the payment of compensation bene-
fits by both the Bureau and the Veterans Ad-
ministration for the same death.

Our review of 309 compensation awards
made in four district offices revealed that the
Bureau had failed in 45 cases to properly im-
plement section 7(a) of the Federal Em-
ployees’ Compensation Act, which, in our
opinion, prohibits dual payment. We found
that dual payments of about $90.000 had
been made in these 45 cases from September
1960 through March 1967. We pointed out
that, to the extent that dual payments had
been made at the remaining six district offices
not visited during our review, total over-
payments would have been correspondingly
higher. Although we found dual payments
with respect to death benefits, no evidence of
dual payment of disability compensation was
revealed by our review.

We believe that the primary reason for
the payment of dual compensation benefits to
claimants was that Bureau instructions issued
in August 1961 improperly permitted the dis-
trict offices to make payment of death com-
pensation benefits concurrently with the pay-
ment of Veterans Administration benefits for
the same death.

The Secretary of Labor agreed to take
appropriate action, substantially in line with

our proposals for correcting the situation, and
advised us that the Bureau would (a) instruct
all of its offices to inform each claimant quali-
fied for more than one benefit from the Gov-
ernment, at the time of processing his claim,
that he must make an election in accordance
with section 7(a) of the act, and to obtain
such election at the eariiest possible time in
order to avoid dual payments and:(b) review
the safeguards to prevent dual payments and
revise its instructions and coordinate them
with those of the Veterans Administration.
Also, in September 1967, the Bureau issued
instructions to its offices to review all appli-
cable death cases awarded from September
1960 in order to identify dual benefit pay-
ments by the Bureau and the Veterans Ad-
ministration and to recover any overpayments
by offset against future payments. (B-157593,
July 5, 1967)

ECONOMIC OPPORTUNITY PROGRAMS

2. YOUTH WORK-TRAINING
PROJECTS--In a report submitted to the
Congress in March 1968, we pointed out the
need for the Department of Labor to increase
the effectiveness of the Neighborhood Youth
Corps program operated by several program
sponsors in Cleveland, Ohio.

The Economic Opportunity Act of 1964
authorized the establishment of the Neighbor-
hood Youth Corps for the purpose of provid-
ing funds and technical assistance to organiza-
tions willing to operate work-training projects
for students and unemployed young men and
womer. from low-income families. The activi-
ties of the program in Cleveland began in Feb-
ruary 1965, and Federal funds authorized
through October 7, 1967, totaled about $7.3
million.

On the basis of our limited test of the
eligibility of youths enrolled in the program
in Cleveland, we concluded that either the eli-



gibility criteria of the Department had not
been met by a substantial number of youths
or their eligibility could not be readily deter-
mined because the files did not show that the
sponsors had elicited from the youths suffi-
cient information to make the determination.
This was later confirmed by each sponsor in
the sponsors’ detailed examinations of the eli-
gibility files. We stated that there was a need
for the sponsors to employ good screening
procedures to comply with currently estab-
lished criteria.

We believe that the importance of good
screening should be evident from the Depart-
ment’s statement to sponsors in a February
1966 directive on eligibility that, nationwide,
there were funds available to provide work-
training opportunities for only about 10 per-
cent of the youths who were eligible for the
program.

We also found that there was need for
program sponsors in Cleveland to have an ef-
fective counseling program for out-of-school
enrollees: to promote participation of en-
rollees in remedial education courses; to ac-
quire more information on enroilees termi-
nated from out-of-school projects, to further
assist the enrollees and to gain an information
source for program evaluation; to make sub-
stantial improvements in the operation and
control of payrolls, which represent a large
portion of the total cost of the two principal
sponsors’ programs; and to further train their
administrative staffs and more frequently
evaluate staff member performance. In addi-
tion, our review disclosed the need for more
effective monitoring of sponsor operations by
the Department, to improve program effec-
tiveness and ensure compliance with work-
training contracts.

The Secretary of Labor advised us that
appropriate corrective actions had been taken
by the Department and the sponsors on our
findings and proposals. We recommended to
the Secretary of Labor that Department offi-
cials and sponsor organizations involved in
Neighborhood Youth Corps activities
throughout the Nation be advised of the prob-

lems noted in Cleveland so that, if warranted,
appropriate action could be taken elsewhere.
(B-163096, March 15, 1968)

3. OPERATIONS AND EXPENDI-
TURES OF COMMUNITY PROGRAMS--At
the request of the Chairman, Committee on
Appropriations, United States Senate, we re-
viewed selected programs and expenditures of
the United Planning Organization (UPO) with
special emphasis on the community action
programs administered by the Washington
Welfare Association through the Southeast
Neighborhood House in Washington, D.C.
UPQO was formed to plan for human service
needs throughout the National Capitol area.
UPO received grants from the Office of Eco-
nomic Opportunity, the Department of La-
bor, the Department of Health, Education,
and Welfare, and other public and private
sources for carrying out its programs.

We examined principally into the objec-
tives, funding, staffing, recording, and report-
ing of the operations of the component pro-
grams of the Southeast and Congress Heights
Neighborhood Development Programs.

In our report to the Committee concern-
ing our review of the communitv organization
program, we stated that little emphasis had
been given to education and employment—
two of the four root causes of poverty rec-
ognized by UPO-that relatively few persons
kad been contacted, and that few of the per-
sons contacted had been referred to other
component programs and/or community
agencies established to help alleviate poverty.

We also noted that few persons actually
had been placed in jobs by the Southeast Em-
ployment Center and that no one had been
referred to other neighborhood programs for
assistance in improving their skills and job op-
portunities.

Our review of the financial records
maintained by the Southeast Neighborhood
House showed that the Washington Welfare
Association had requested reimbursement



ffom the UPO for certain costs that had not
been incurred, for insurance premiums that
had: been overpaid, and for merchandise that
had not been received. We also found that
certain expenses had. been paid: twice, that
costs had been. charged to the wrong program
components, that certain employees had been
occupying more than one position, and that
inventory records had not been maintained
currently.

We reported that we believed that im-
provements were needed in program manage-
ment, administrative records, and financial
controls to ensure more effective program ad-
ministration. The records and data available
were, in our opinion, insufficiently compre-
hensive and reliable for measuring the extent
that operations in the southeast area had suc-
cessfully and efficiently achieved their objec-
tives. (B-158523, December 14, 1967)

4. ELIGIBILITY FOR POVERTY
PROGRAMS--Our review of the Community
Action Program (CAP) in the Los Angeles
arca showed that, although eligibility of per-
sons to be served was generally in accordance
with the Office of Economic Opportunity
(OEOQ) requirements, these requirements had
not been sufficiently refined to ensure that
those persons most in need of asiiitinice were
being helped.

The Economic Opportunity Act of
1964, as amended, does not stipulate specific
eligibility criteria with regard to those who
may be served by CAP. Although the act
clearly directs its benefits to low-income indi-
viduals and families, the definition of low in-
come is left to determination by OEQ.

The eligibility criteria issued by OFEO in
its CAP Guide are also general in nature. The
Guide states in part, that () a CAP must
focus on the needs of low-income families and
individuals and that agencies applying for
CAPs may have considerable flexibility in de-
termining which families and individuals are
to be assisted, (b) where the nature of the
program activity requires administration by

areas or groups, services and assistance shall
be made available only in areas and for groups
which: have a high incidence of poverty, and
(c) in determining the incidence and location
of poverty in the community, the number and
proportion of low-income families, particu-
larly those with children, shall be given signifi-
cant weight.

In the absence of specific OEQ criteria
for determining the eligibility of participants
in. most programs, the Economic and Youth
Opportunities Agency of Greater Los Angeles
and its delegate agencies established their own
standards.

In a report to the Congress. we ¢xpressed
the view that, on the basis of its nationwide
experience, OEQ should strive, and should en-
courage grantees, to develep more refined
techniques for identifying the most needy
through the application of meaningful indica-
tors or criteria of eligibility weighted accord-
ing to their relative importance in achieving
the objectives of the CAP.

We further suggested that, although cer-
tain social and motivational accomplishments
were among the objectives of the poverty pro-
gram, the lifting of people from relief rolls to
# seif-supportingilevel was one of the para-
mount objectives and that, therefore, people
recciving assistance from public or private
agencies as the sole or major source of their
support should be accorded the top eligibility
rating.

OEO advised us that it did not concur in
our suggestions and stated several reasons why
income had not been used as a governing or
predominant eligibility criterion in all pro-
grams. Subsequently, after considering our
findings and suggestions based on reviews in
two other cities, OEQ advised us that it
planned to study the feasibility of developing
more refincd techniques for identifying the
most needy by assigning weights to the vari-
ous indicators or criteria of eligibility.
(B-162865, March 1 1, 1968)



5. CLAIMS FOR INDIRECT COSTS
--Qur review of the Community Action Pro-
gram (CAP) in the Los Angeles, California,
area showed that the Office of Economic Op-
portunity (OEQ), directly and through its
contract with the Economic and Youth Op-
portunities Agency of Greater Los Angeles
(EYOA). was reimbursing the Los Angeles
Unified School District {city schools) about
$265,000 more than the allowable indirect
costs incurred for administration, mainte-
nance. and operation of school facilities used
in the CAP.

As a result of our bringing this matter to
their attention in June and July 1966, city
schools and EYOA adjusted the prior claims
and took action to reduce subsequent claims
that would be made for reimbursement of in-
direct costs in connection with programs that
were under widy or for which funds had been
requested. On the basis of projections, the re-
ductions amount to about $347.,600 for these
subsequent claims,

Also, OEO and EYOA were accepting in
the clim of the city schools, as the non-
Federal share of program costs, approxi-
mately $132.000 more than the indirect costs
incurred.

Actual and potential overcharges of
about S$612,600 for reimbursement and
$132,000 for the non-Federal share occurred
because the claim of city schools was com-
puted as a pro rata share of the total indirect
costs incurred in its operation of education
programs rather than on the busis of the in-
cremental costs incurred in the operation of
the programs financed by OEO.

In view of the monetary significance of
indirect cost claims, we recommended in a re-
port issued to the Congress in March 1968
that the Director, OEQ. establish as a condi-
tion for all future grants that the bases of
claims for indirect costs be approved before
claims for such costs are provisionally allowed
and reimbursed. la addition, we recom-
mended that instructions be issued to all re-
gional offices to carefully consider in their ne-

gotiations of community action grants and in
their audits of such grants the reasonableness
and propriety of the bases n which indirect
costs are budgeted and planned by the com-
munity action agencies for reimbursement or
as a non-Federal share. (B-162865, March 11,
1968)

6. PLANNING AND MANAGING
PROGRAM OPERATIONS--In May 1968, we
reported to the Congress that our selective re-
view of program operations of the Office of
Economic Opportunity-funded Community
Action Program (CAP) in Chicago, [Hlinois,
identified several areas of activity which, in
our opinion, had not been given the attention
that their significance warranted, particularly
during the first 12 to 18 months of program
operations. We believed that, as a conse-
quence, the effectiveness of the program had
been lessened during that period and probably
for some time thercafter.

These situations were undoubtedly at-
tributable, in part, to the organizational and
operational problems that were inherent in
getting a new program under way, although
some of these areas of activitly were rec-
ognized in developing the functional plan of
the Chicago Committee on Urban Oppor-
tunity (CCUO) and its field offices~urban
progress centers. )

An adult employment program rec-
ognized by CCUO as needed was not estab-
lished at the outset of the CAP and, as a re-
sult, was not available in designated poverty
arcas until 2 to 6 months after CCUO opened
its neighborhood centers. Subsequent events
indicate that some applicants for employment
could not then be tocated.

Assignment and utilization of program
representatives were not adequately moni-
tored, and, consequently, they were assigned
to non-productive, make-work projects or
otherwise not used for the purposes for which
they were employed.

Neighborhood centers and delegate agen-



cies operating in the same neighborhoods did
not bring job applicants and job openings to-
gether. although required to, and did not ap-
pear to have.an effective cross-referral system.

CCUO did not adequately evaluate the
program perfoimance of delegate agencies
from ecarly 1965 to March 31. 1966, for
which period the delegate agencies reported
expenditures of $3.2 niillion, and the agencies
were requesting $6.1 million for the 9 months
beginning April |, 1966. The CCUQ exccutive
committee took note of this situation and
conditioned its approval upon the taking of
certain actions by CCUQ. CCUQ has taken
steps to correct these deficiencies. (B-163595,
May 20, 1968)

7. NON-FEDERAL CONTRIBU-
TIONS--The Economic Opportunity Act pro-
vides that Federal assistance to a Community
Action Program (CAP) grantce not exceed 90
percent of its total program cost for the
period ended June 30, 1967, and 80 percent
thereafter, unless the Director. Office of Eco-
nomic Opportunity (OEQ), determines that
assistance in excess of such percentages is re-
quired. The non-Federal contributions offercd
as a grantee’s share of the cost may be in cash
or in kind, fairly evaluated and including-but
not limited to~plant, equipiment, and services.
The grantce contributions had to be in addi-
tion to the aggregate cash and in-kind con-
tributions made from non-Federal sources for
the same or similar purposes prior to the ex-
tention of Federal assistance.

In March 1968, we reported to the
Congress on our review of the CAP in Los
Angeles, California. We stated that our review
of non-Federal contributions with respect to
selected programs evidenced certain probleins
relating to the recording ¢’ ontributions. the
rcasonableness ol valuations for contributed
space. and the reasonableness of claims for
indirect costs. These problems prevented us
from arriving at a conclusion as to whether
the community was complying with the legis-
lative requirement for non-Federal contribu-
tions.

The valuations placed on space con-
tributed by the community and used in cer-
tain programs varied considerably and in some
cases appeared to be excessive when com-
pared with other criteria. The problems relat-
ing to space valuations were in (a) educational
programs operating in schools, (b) a recre-
ational and cultural program for teen-agers,
and (<) an employment program for poverty
area adults, and were attributable, in part, to
the need for OEO guidance.

For example, in the educational pro-
grams we found wide variances in the values
assigned to classroom space that were due to
the use of different methods of valuating
classroom space by each of the educational
organizations.

We reviewed the factors used and the
method applied by the Los Angeles Unified
School District (city schools) in arriving at the
valuations of contributed space. In our opin-
ion, certain information which should have
been considered was not considered in city
schools’ computations. Use of this informa-
tion would have resuited in lower rates. For
example. the computations were based on a
200-day schoot year: whereas, inclusion of the
days that the community action educational
programs operated in the summer and on Sat-
urdays during the regular school year would
increase the number of days to about 270,
Further, the calculations for junior high
schools did not consider an appropriate reduc-
tion to provide for the age of the school
building, although such a reduction was imade
in the calculations for elementary school
buildings.

In response to our proposils regarding
the need for guidelines, OEO advised us that
the Economic and Youth Opportunities
Agency of Greater Los Angeles had prepared
and distributed to delegate agencies-—-public
and private nonprofit subcontractors-a man-
ual providing for contributed space to be
valued at fair market value and for supporting
documentation to be furnished and that the
recording of non-Federal contributions was
proceeding systematically on a monthly basis.
In essence, OEO stated that, although it had



recognized the need for guidelines for evaluat-
ing space costs, the different circumstances
encountered made it difficult to establish firm
standards. OEQ stated also that it intended to
study this problem area with the objective of
issuing standards. (B-162865., March 11,
19638)

8. NON-FEDERAL CONTRIBU-
TIONS-In April 1968, we reported to the
Congress on our teview of the Community
Action Program (CAP) in Detroit, Michigan.
We stated that the value assigned by the De-
troit Board of Education to donated class-
room space, which was to be counted toward
the Mayor's Committee for Human Resources
Development {MCHRD) non-Federul share of
program costs, included charges for days or
period during which the space had not been
used or reserved for CAP projects.

The Detroit Board of Education. as a
delegate agency of MCHRD. was required by
its contract with MCHRD to contribute
$368,100 as its share of the CAP’s costs for
the period November 24, 1964, through Sep-
tember 22, 1965. The major portion of the
board’s planned contribution comprised
rental charges for classroom space used on a
parttime basis for CAP projects.

On October 5, 1965, the board pre-
sented 2 tentative non-Federal-share claim
amounting to $777.470, of which §724,820
was for schoolroom rental and $52,650 was
for janitorial services for the period of its con-
tract. On the basis of our review of the claim
for $342.160 of the $724.820 valuation for
room rental, we believed that about $71.855
would have been a more reasonable estimate
of the rental value of the rooms.

For example, for one school the board’s
computation was based on the use of 12
rooms during a 7-month period for a total of
2.184 room-days at the rate of 35 a day tor a
total room rental of $10,920. The reatal value
was not reduced for dn < or for extended
periods during the 7 months when rooms had

not been rescrved for CAP projects. The
board’s records for these 12 rooms showed

that use permits, which authorized a request-
ing organization to use designated rooms at
specific hours and dates, had been issued for
CAP projects for 2 combined total use of only
319 room-days during the 7-month period. At .
the rate of $5 a day, the rental value of the
319 room-days would have been 81,595

rather than the $10,920 computed by the

board.

OEO concurred in our proposal to estab-
lish additional guidelines relative to the valua-
tion of in-kind contributions of space and ad-
vised us that it would undertake an in-depth
study of the problems with the objective of
promulgating standards.

We recommended that OEO revalue past
and present claims for in-kind contributions
sibmitted by MCHRD and then determine
whether there had been compliance with
non-Federal-share requirements of the Eco-
nomic Opportunity Act. (B-163277, April 10,
1968)

9. NON-FEDERAL CONTRIBU-
TIONS--In May 1968, we reported to the
Congress on our review of the Community
Action Program (CAP) in Chicago, lilinois.
During our review, we selected for examina-
tion non-Federal contributions totaling
$1.688,679, or about 80 percent of the
32,091,887, which represented ail the con-
tributions reported by the Chicago Commit-
tee on Urban Opportunity (CCUQ) organiza-
tional units and about 53 percent of those
reported by delegate agencies.

On the basis of our seview, we calculated
that non-Federal contributions, totaling about
$1,296,075 of the $1.688,679, examined
were of questionable allowability for the fol-
lowing reasons:

8752316 was incurred for urban
renewal programs nol directly re-
lated to CAP,



-$118.262 was budgeted for CAP
activities but was not actually
spent,

-$168,210 in CAP expenditures
was not acceptable as contribu-
tions.

--$1,296 was for an item of service
inadvertently claimed 1wice.

--$122,402 was claimed as contribu-
tions of space for which adeguate
valuation criteria had not been es-
tablished.

-$110,142 of indirect costs were
for supportive services provided
by delegate agencies that failed to
demonstrate that the amounts
claimed were additional costs in-
curred because of CAP activities.

--$23,447 was for volunteer worker

services not adequately docu-
mented to show what services
were actuaolly rendered or how
they were related to CAP aclivi-
ties.

If all items in question were disallowed,
the allowable contributions would be
$795,812 ($2.091 887 minus $1,296,075), or
$298.451 less than the first-year requirements
of $1,094,263.

OEO advised us that certain actions had
been or would be taken to accomplish the
purposes of our proposals concerning valua-
tion of space, documentation of volunteer ser-
vices, and indirect costs. We recommended
that OEO pursue these actions to completion
and, thereafter, through its audit and program
review operations, give specific attention to
evaluating the implementation of these ac-
tions by CCUO and other community action
grantees. (B-163595. May 20, 1968)

10. DIRECTION AND CONTROL
OVER PROJECTS--In April 1968, we re-
ported to the Congress on our review of the
Community Action Program, Detroit, Mich-
igan, that the Office of Economic Oppor-

tunity (OEO) had permitted agreements be-
tween the Mayor’s Committee for Human Re-
sources Development (MCHRD) and its dele-
gate agencies-which carry out educational
projects—providing that the delegate agencies
independently formulate, manage, and evalu-
ate their projects. Apparently becausc of
these agreements, concerted efforts by the
agencies to coordinate their activities had not
been made and efforts by OEO to improve
coordination had not been effective.

Although in many cases the Detroit
Board of Education (board) and the Catholic
Archdiocese of Detroit carried out the same
programs, cach had its own administrative
staf{ for each program with resultant
duplication © administrative effort and cost.
Employee. | MCHRD and the board can-
vassed the sam. neighborhoods to advertise
their projects and to recruit participants.

Officials of the board’s schools estab-
lished their own policies and procedures relat-
ing to classes. with the result that there were
wide variations in the subjects, titles, and sizes
of classes. In our opinion, these variations
hampered evaluation of the classes as to the
nature of class subjects in relation to the ob--
jectives of the educational projects and as to
the economy of operating costs.

We concluded that the conditions which
we found had a common characteristic in that
they pointed to the need for closer coordina-
tion among the local agencies having respon-
sibility for the educational projects and for
more vigorous attention by OEO to the coor-
dinating features of these projects.

OEO concurred in our proposals that (a)
the relationship between MCHRD and its del-
egate agencies should be modified to give
MCHRD clear authority to prescribe require-
ments for its delegate agencies to ensure that
all activities for which MCHRD has overall re-
sponsibility are effectively coordinated. (b)
OEO obtain and ecvaluate the evidence on
which separate administrative staffs for the
board and the Archdiocese are justified, (c)
OEO direct MCHRD to take the leadership in
consolidating canvassing activities, and (d)



*JEO arrange with MCHRD for developing
with its delegate agencies appropriate stan-
dards for class subjects, titles, and sizes and
procedures under which attendance reports
will identify class subjects and sizes and grade
levels of class participants. (B-163237, April
10, 1968)

11. REPORTS ON PARTICIPATION
IN ACTIVITIES--In reports to the Congress in
March, April. and May 1968, on our reviews
of Community Action Programs in Los Ange-
les, California; Chicago, Illinois: and Detroit,
Michigan, we stated that, although the Office
of Economic Opportunity (OEQ) required
grantees to submit statistical reports on per-
sons participating in Community Action
Program (CAP) activities. the information
being reported was inaccurate and misleading.
For example, in our report on the Chicago
CAP we stated that, at the urban progress cen-
ters (UPC). participation was measured by the
number of contacts with persons and families
coming to the center or elsewhere. Each con-
tact was counted and reported to OEO regard-
less of whether the same person or family was
contacted. At one UPC a count of the number
of different persons contacted was signifi-
cantly less than a count of the number of
contacts made. The centers counted persons
visiting delegate agencies housed in the center.
and the delegate agencies also counted und
reported these contacts,

OEO acknowledged the need for closer
attention to statistical reporting and. in July
1967. issued a manual to all grantees for re-
porting program activities and participation of
persons in such programs.(B-162865. March
11, 1968: B-163237. April [0, 1968: and
B-163595. May 20. 1968)

12. RECRUITING AND SCREENING
APPLICANTS--In a report issued in February
1968 on our review of the establishment and
operation of the St. Petersburg Job Corps
Center for Women, St. Petersburg, Florida,
Office of Economic Opportunity (OEQ), we
pointed out that the Center had a high per-

centage of corpswomen who terminated with-
out completing one of the available training
programs. On the basis of our review, it ap-
peared that this high percentage might have
been attributable, in part, to the assignment
to the Center of corpswomen who apparently
had problems which the Center was not
geared to solve.

Corpswomen who drop out receive only
minimum benefits from the program. Also, a
high percentage of early terminations and seri-
ous disciplinary problems increase the cost of
operating a center.

Usually, we found that the possible
causes for an individual corpswomen’s failure
to complete her training were many, deep-
rooted, and complex. The more frequent of
these causes were generally categorized as (a)
emotional problems and immaturity, (b) lack
of motivation, and (¢) family influence. In
some cases, all of these causes were present; in
many cases, the causes never became known.

It appeared reasonable to expect that,
with continued experience, OEO and the con-
tractors who operated the centers would de-
velop further capability in dealing with prob-
lems of terminations and discipline. In our
draft report we suggested that these problems
might be partially obviated by preventive
measures in the form of more intensive
screening; closer surveillance by OEQ of
screening and recruiting functions; careful
analysis in the assignment of applicants to the
most suitable centers; and timely, unified de-
cisions on matters of discipline. Accordingly,
we proposed that OEQ give urgent pnonty to
positive cfforts along these lines.

The Director of the Job Corps advised us
that Job Corps had taken action to refine and
improve the procedures for screening and as-
signing Job Corps enrollees. These improve-
ments consisted of a4 new policy of reporting
the inappropriate assignment of corpswomen
to centers; regionai and national meetings
held on screening and recruitment with OEO,
screcning agencies, and center personnel; en-
couragement of screeners to visit centers to



interview corpswomen (o ascertain the corps-
woman's reaction to impressions gained dur-
ing her recruitment; and the development of
informational. materials on center programs
for use by the screeners.

We believed that the actions taken by
the Job Corps. as stated by the Director,
should help strengthen the Job Corps pro-
gram. The need for continuous vigilance in
the area of recruiting and screening, however,
was manifested by the opinions of various
educational experts and others as a result of
their visits to Job Corps centers and camps
during April and May 1967. These opinions,
as summarized by Job Corps in June 1967
and presented to various congressional com-
mittees, were that the recruiting and screening
process needed refinement and overhaul.
(B-130515, February 5. 1968)

13. PROGRAM PLANS AND SYS-
TEM OF TRAINING-In a report issued
in May 1968 on our review of activities of the
Job Corps Men's Center at Tongue Point,
Oregon, Office of Economic Opportunity
(OEQ), we pointed out that the program at
the Center was characterized by certain fac-
tors that we believed had an unfavorable in-
fluence on the degree to which the goals of
the Job Corps programs were achieved.

No determination was made of the grade
levels (in academic skills—reading, writing,
spelling, mathematics) that were required for
the respective vocational skills offered by the
Center.

The Center departed in varying degrees
from its detailed plans, apparently to satisfy
individual corpsmen’s choices because of its
conception of the Center as an educational
experiment. Courses were given in academic
and vocational subjects that were neither in-
cluded in the detailed plans nor approved by
OEOQ and for which specific programs of in-
struction had not been developed and em-
ployment opportunities had not been ex-
plored.

Center officials informed us that tests

had not been given to incoming corpsmen {o
assess their technical skills and social adjust-
ment and that aptitude tests had been given
only to certain individuals; further, that tests
had not been given to corpsmen at the con-
clusion of their training to asceriain the ex-
tent of improvement in academic skills or the
level of vocational skills which they had ac-
quired.Also, the Center did not know whether
graduated corpsmen had obtained employ-
ment in the areas of their vocationa! training
or whether the graduates were successful in
retaining the jobs they had obtained. As a
result, the Center did not know whether its
training program was effective in achieving
the principal objective of the Center—to pre-
pare corpsmen for useful employment.

In view of the primary mission of the
Job Corps (to qualify young men and women
for productive employment), of the fact that
essentially the same types of enrollees were
trained at all centers. and of the more than 2
years’ Job Corps experience by OEO, we ex-
pressed the belief that an orderly system of
training for specific vocations was not only
feasible but also important to the accomplish-
ment of program goals at minimum
cost. Therefore, we proposed that OEO

-establish a required level of aca-
demic training for entry into all
vorational courses,

--develop and administer tests to all
enrollees to assess their capabili-
ties and require appropriale evalu-
alions of enrollees’ progress,

--approve coniractor devialions
from the established academic and
vocational curricula,

--reassign to niher centers or pro-
grams enrollees who manifest no
interest in or aptitude for the vo-
cational training offered at the as-
signed center, and

--pravide more etfective monitoring
of center operations.



We were advised that the basic principle
that had been applied to the Tongue Point
Center was that maximum flexibility in pro-
gram operations would be allowed. According
to OEQ, that concept has now changed and
important steps in developing some form ot
standardization in curriculum, reporting, dis-
cipline, and placement have been trken. OEO
stated that, in the main. it had concurred in
our proposals and had taken implementing ac-
tions. (B-130515, May 3. 1968)

14. HOURS OF TRAINING-In a re-
port issued in November 1967 on our review

of selected program activities of the Office of
Economic Opportunity (OEQ) at the Parks
Job Corps Center. Pleasanton. California, we
suggested that time in the Center’s training
day might be better utilized.

For the typical corpsman at the Parks
Center. the scheduled classroom and labora-
tory time consisted of 2" hours each for basic
educational training and vocational training
for a total of 5 hours a day. 5 days a week.
These classes were generally conducted be-
tween 8 a.m. and 10:30 a.m.. und between |
p.m. and 3:30 p.m.. with a break within each
period.

Considering that homework was not re-
quired and that the corpsmen were resident at
the Center, it seemed that. notwithstanding
counseling, physical education. and work-
experience activities. the corpsmen had con-
siderable free time cach day and on Saturdays
and Sundays. We believed that it would be to
the benefit of the corpsmen and to OEO if
the educational and vocational training could
have been increased beyond the 5 hours a
day. We noted that the schedule at other
men’s centers ranged from 5 to 6% hours a
day for vocational and basic education train-
ing.

Since all centers serve essentially the
same types of corpsmen, it seemed that the
training schedule should be uniform for all
centers and that either the 5-hour schedule
at the Parks Center was too short or the
schedules at the other centers were too long.
We therefore, recommended that OEO make a
study to determine what a reasonable daily
schedule of educational and/or vocational
training should be and. on the basis of this
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study, institute a uniform time schedule for
all men’s centers.

In January 1968, OEQO advised the Bu-
reau of the Budget that educational, voca-
tional, avocational, counseling, and work-ex-
perience activities would be structured in such
a way as to provide a minimum of a 60-hour
week at all men’s centers. (B-161076, Novem-
ber 8, 1967)

15. COUNSELING DATA--In a report
issued in November 1967 on our review of
selected program activities of the Office of
Economic Opportunity (OEQ) at the Parks
Job Corps Center, Pleasanton, California, we
stated that the Center generally had no stan-
dard procedure for dealing with behavioral
problems of specific coipsmen but that coun-
selors were expected to assess each individual
case and to determine an appropriate course
of action. The records maintained for indi-
vidual corpsmen in the counseling section of-
fices varied as to completeness, and it was
often impossible to determine what steps had
been taken by the counselors in regard to
problems encountered.

Subsequent to our review, a correction
system was developed by the Center setting
forth the sanctions, jurisdiction, and forms to
be filled out for specified types of misbe-
havior. In addition, OEO reported in July
1967 that the Center had recently revised a
guide for counselors that set out the require-
ments and functions of the counselor and de-
scribed the relationship which he must
achieve with the individual corpsman. OEO
also noted that “*** clearly a counselor’s
most important role is not making notes of
actions taken against corpsmen, but in nurtur-
ing the progress of corpsmen.”

We expressed the belief that complete
records of counseling actions taken appeared
to be necessary to enable the Center to deter-
mine the type of actions which proved to be
the most effective in counseling and to permit
one counselor to benefit from the experience
gained by another. We also believed that rea-
sonably complete records would seemingly be
of great value in providing continuity of treat-
ment to a corpsman in those instances when,

b




for.one reason. or another, a counselor would
becoime . dis ssocmted from the program. We
ndcd_ that the Job Corps

tem was' prov mg rensonably complete data
in the counseling area.

ln Jamlary 1968, O O_advnsed the Bu-

corpemen fi Ies to emure that appropnate doc-
uinéntation was being-required- and that ade-
quate reciprocal information between coun-
selors was-accessible. (B-161076, November 8,
1967)

16. STANDARDS OF CONDUCT-Ina
November 1967 report to the Congress on our
review of selected program activities ol the
Office of Economic Opportunity (OEO) at
the Parks Job Corps Center, Pleasanton, Cali-
fornia, we expressed the belicf that the area
of corpsman conduct was an especially critical
area, siitce a basic objective of the Job Corps
program was to prepare corpsmen for employ-
ment and since a number of former corpsmen
* had been dismissed from jobs for poor at-
tendance or other disciplinary reasons.

We stated that a corpsman should know
the standards of expected conduct and what
the penalties are for infractions and that a
corpsman’s failure to comply with reasonable
standards of attendance and behavior should
result in appropriate reduction of pay and al-
lowances,

At the time of our review, Center-wide
standards and procedures to provide a uni-
form apptlication of penalties for improper be-
havior had not been established. For example,
the Center had not established a standard for
an unexcused absence from class and did not
withhold pay and allowances unless the indi-
vidual had been classed as absent without
leave (AWOL). Infractions, such as class ab-
senteeism, might be judged by the various
corpsmen groups in dormitories, and the pen-

"

a]ties assess_ed', such as minor fines or restric-
tions, could vary among groups.

If a corpsman stayed at the Center more
than 90 days, he would have been paid, in
addition to basic pay (rang:ng from $30 to
$50 a month), a readjustment alHowance
based ‘on his length of stay. This readjustment
allowance could have ranged from $75 to
$150 for 90 days to $600 to $1,200 for 2
years, depending on whether he sent an ailot-
ment home.

We did not consider it reasonable for this
type of allowance to be paid to corpsmen
who did not make serious attempts to pro-
gress through the program. We therefore rec-
ommended that OEQ adopt a policy whereby
appropriate reductions in the corpsmen’s
monthly salaries and readjustment allowances
would be made in those instances where the
corpsmen’s conduct and attendance were not
satisfactory.

In January 1968, OEQ advised the Bu-
reau of the Budget that corpsmen were being
terminated from thé Job Corps if they were
AWOL for 15 cumulative days, rather than
the previous 30 consecutive days, and that the
corpsimen were being fined for each day they
were AWOL. In addition, the corpsmen’s re-
adjustment allowances would be payable only
if they remained in the program for more
than 90 days and would be reduced by $25
for each month they remained less than 180
days. Further, the Center Directors have been
given authority to dischaige or fine corpsmen
for class absenteeism or for behavior which is
considered disruptive to Center or class dis-
cipline. (B-161076, Novembet 8, 1967)

17. FINANCIAL AUDITS--In reports
to the Congress on our reviews of Community
Action Programs in Los Angeles, California;
Detroit, Michigan; and Chicago, Illinois, we
stated that the Office of Economic Oppor-
tunity (OEO) audits were generally restricted
to financial and administrative matters.

The OEO Community Action Program



Guide provides that periodic audits of grants
be made by Federal auditors to determine
whether OEO funds have been expended ef-
fectively. prudently. and in accordance with
the approved application and OEQ regula-
tions. The guide also prescribes that the audits
include reviews of the grantees’ accounting
systems to make certain that adequate
internal controls und records are being
maintained. Further. the guide requires that
grantees ensure that periodic audits are made
of each delegate agency.

As an example. in our report on the
programs in the Los Angeles arca. we stated
that we believed that the value of OFO audits
would be greatly enhanced i they were
broadened to encompass certain elements of
program activities. such as cligibility, non-
Federal contributions. and management as-
pects of individual projects. In our report. we
suggested that. in planning for future audits.
OEO give consideration to expansion along
the lines indicated above.

[n responding to our draft reports, OEO
stated, in essence. that it lacked the necessary
auditing manpower to provide the desirable
audit coverage of grantees but that. as addi-
tional manpower became available. OEO
would direct its efforts more toward program
and selected management areas. (B-162865,
March 11, 1968: B-162237, April 10, 1968:
and B-163595, May 20. 1968)

18. ACCOUNTING AND FINANCIAL
REPORTING--In u report to the Congress in
April 1968 on our review of the Community
Action Program in Detroit. Michigan. we
stated that the Mavor’s Council for Human
Resource Developnient (MCHRD) had re-

ported its cash transactions to the Office of

Economic Opportunity (OEQ) but not its ac-
crued recewvables and payables becuuse, as
permitted by OEOQ guidelines. its accounts
were set up to furnish information only on
cash transactions in accordance with the ac-
counting system of the city of Detroit.

The Budget and Accounting Procedures
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Act of 1950, as amended (31 U.S.C. 66a(c)),
requires Federal agencies to adopt an accrual
basis of accounting. On an accrual basis, ac-
crued receivables and payables are recognized
in the current accounting period even though
a cash collection or disbursement has not
been made. The present system of OEQ is pri-
marily one of obligation and expenditure ac-
counting, but it is in the early stages of
conversion to accrual accounting.

It appears that, at such time as OEQ con-
verts to the accrual basis of accounting, the
differences among the requirements for the
accounting systems of OEO and its grantees
and delegate agencies will lead to complica-
tions in the interpretation of grantee financial
information and in its integration into OEQ
accounts.

We believed that, to resolve this problem
OEO must provide grantees with clear instruc-
tions for ascertaining and including accrued
items in their reports to OEOQ.

OEO advised us that such instructions
were then the subject of study and develop-
ment and that revised procedures and forms
were being developed to cope with the prob-

lem of integrating grantee financial informa-

tion into OEO accounts. We will continue to
cooperate with, and offer assistance to, OEQ
in these matters.

Guidelines issued by OFO in February
1965 wequired that a private, nonprofit orga-
nization must submit, prior to the receipt of
any grant funds, evidence that it had estab-
lished an accounting system which, in the
opinion of a certified public accountant or a
duly registered public accountant, was ade-
quate to meet the purposes of the grant. The
guidelines placed on a community action
agency {(grantee) the responsibility for ensur-
ing that delegate agencies adopted adequate
accounting systems.

We reported that the Archdiocese of De-
troit received contracts from MCHRD for
fiscal year 1965 and 1966 projects. On June
10, 1966, a certified public accounting firm,
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in a report on an audit for fiscal year 1965,
stated that the archdiocese’s accounting pro-
cedures were_not adequate during the period
to afford satisfactory accounting records and
that, as a result, the firm was unable to ex-
‘press-an opinion on the summary of recorded
income and expenditures for the period.

In view of the questioned adequacy of
the archdiocese’s accounting system, we asked
MCHRD officials whether they had obtained
a certification of an adequate accounting
system from the archdiocese. The officials
furnished a certification from a certified pub-
lic accountant dated September 12, 1966,
which, they stated, was the first certification
received.

OEO advised us in August 1967 that
MCHRD and the Detroit city controller’s of-
!‘me had been apprised of their responsibilities
in regard to delegate agency compliance with
OEO requirements and that follow-up action

would be taken by OEO. (B-163237, April
11, 1967)

19. ANALYSIS OF PROGRAM BUD-
GETS--In March 1968, we reported to the
Congress on our review of the Community
Action Program (CAP) in Los Angeles, Cali-
fornia. We stated that the budgets, submitted
by the Economic and Youth Opportunities
Agency of Greater Los Angeles (EYOA) and
approved by the Office of Economic Oppor-
tunity (OEQ), for certain programs contained
unrealistically high estimates of funds needed.
Since budgets are used by OEOQ in establishing
the amounts of CAP grants, unnecessarily
high budgets may delay or preclude the avail-
ability of funds for other programs and could
result in OEO’s reporting misleading informa-
tion to the Congress.

One of the responsibilities of OEQ in the
CAP is te review and evaluate the budgets for
proposed programs, but OEO'’s analyses of
these budgets apparently were not made in
sufficient depth to detect the overestimated
requirements for funds.
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For example, in our review of the budget
of the Los Angeles Unified School District
(city schools) for selected programs funded
under one grant, we found that salaries of
teachers had been budgeted at the maximum
level of pay although it should have been ap-

parent at the time the budget was prepared
and approved that salaries would be paid at

less than the maximum rates.

We compared the budgeted salary rates
with the actual salary rates paid for a 4-week
pay period in January 1966 for the majority
of the teachers in five of the larger programs,
Our comparison showed that, using the bud-
geted rates, salaries would have amounted to
$140,944; whereas, using the actual rates,
salaries amounted to $121.016-a difference
of about 14 percent. Since city chools used
maximum salary rates to budget $2,058,397
in teacher salaries, application of the 14 per-
cent to the $2,058,397 amounts to a poten-
tial overstatement of $288,175 in teacher
salaries under the grant.

In a situation such as prevails in the CAP
where needs outreach available funds, esti-
mates beyond reasonable expectancy of re-
quirements result in reducing the amount of
funds available for the program in other com-
munities. Therefore we recommended that
the Director, OEO, tuke such action as might
be necessary to ensure full compliance with
the established controls.

In line with our recommendation, OEO
informed us in June 1968 that improved pro-
cedures had been installed for communication
and for approval of necessary budgetary ad-
justments. Also, OEO has published a new
monthly grantee financial reporting procedure
to measure expenditures in relation to ap-
proved programs. In addition to providing
these reports to the regional analysts for their
use in monitoring individual grantees, OEO is
developing a computerized program for com-
piling and screening these reports and printing
exception reports singling out those grantees



whose expenditure rates indicate possible
budget-related problems. (B-162865, March
i1, 1968)

20. CASH ADVANCES ON GRANTS
-1n March 1968, we reported to the Congress
on our review of the Community Action Pro-
gram (CAP) in Los Angeles, California. We
stated that funds were being maintained by
the Economic and Youth Opportunities
Agency of Greater Los Angeles (EYOA) and
certain delegate agencies in amounts which
appeared to be in excess of their cash needs
because the agencies were not following Of-
fice of Economic Opportunity (OEQ) cash
withdrawal guidelines.

We pointed out that by ensuring that the
advanced funds were at the minimum levels
required for cash needs. OEQ could assist in
lowering public borrowing and reduce related
interest costs.

The Treasury Department requires ali
Federal agencies administering grant and con-
tract programs to make payment to grantees
and contractors by a letter-of-credit proce-
dure to the maximum extent possible. Under
this procedure OEOQ establishes a line of credit
through the Federal Reserve System against
which the grantee can draw cash for deposit
in its commercial bank account.

OEQ’s CAP Guide, dated June 1965, in-
structs a grantee (a) to withdraw Federal
funds only as needed and (b) to make ac-
curate determinations of the additional cash it
will need for operations in the next period.
The guidelines permit a contingency fund of
not more than 10 percent of anticipated ex-
penses for the operating period. In the case of
EYOA, the guidelines permitted semimonthly
withdrawals to cover its cash needs.

In November 1965, OEQ issued a
memorandum stating that one of the principal
problem areas revealed in audits of CAP
grants concerned graniees’ premature with-
drawal of funds. In this memorandum, grant-
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ees were instructed to avoid holding excessive
cash on hand.

Our review indicated that at June 30,
1966, EYOA had excess cash advances
amounting to about $2.6 million. We were ad-
vised by the Chicf of the General Accountmg
Section, EYOA, that EYOA policy was to
maintain a cash balance of $2.5 million,
rather than to make full use of the procedures
in the OEO guidelines which required an ac-
curate determination of cash needs.

We advised OEO that it appeared to us
that OEO did not monitor the cash balances
held by EYOA and the delegate agencies, to
keep balunces reasonably in line with proxi-
mate cash needs.

In its reply to our draft report, OEO
conceded the presence of somewhat high cash
balances but attributed the situation to a de-
sire to be prepared for any eventuality which
might occur in the semimonthly period for
which cash might be obtained. Also, OEQ
stated that it had advised EYOA to improve
its cash budgeting to avoid excessive with-
drawals in the future,

We believe that OEO has a responsibility
that requires efforts beyond advising EYOA
to improve its cash-budgeting procedures. In
our report to the Congress, we recommended
that, to avoid situations wherein grantees had'
excessive funds on hand, OEO require grant-
ces to establish cash-budgeting systerns that
would provide the needed protection agamst-
excessive withdrawals of funds and that OEO
put into operation control mechanisms to
check on grantee cash withdrawals and on ex-
penditure levels. We recommended also that
the effectivencss of such systems be consid-
ered in future audits by OEO of grantee ac-
tivities. (B-162865, March i1, 1968)

21. PROCUREMENT OF SPACE-In
May 1968, we reported to the Congress on
our review ot‘ the Community Action Program
{CAP) in Chicago, llinois. We stated that the
Chicago Committee on Urban Opportunity
(CCUQ), funded by the Office of Economic
Opportunity (OEQ), had expended $185,506
for renovating space in seven buildings leased



to house urban progress centers.

The renovation work consisted mainly of
lighting, plumbing, partitioning, and painting.
The nonremovable improvements could be
lost at any time, however, because the leases
stipulated that they might be canceled, gen-
erally by either party, upon 30 or 60 days’
notice, in some cases from the effective dates
of the leases and in others from stated times
(5 or 6 months) after the effective dates of
the leases.

This risk was recognized by CCUO offi-
cials but was considered unavoidable. They
stated that the renovations were necessary to
make the space usable and that the cancella-
tion clause was included in the lease because
of the indefiniteness of Federal funding of
CAP,

In these circumstances it is important
that OEO exercise close surveillance over ex-
penditures for renovation work to ensure, to
the extent practicable, that such ¢xpenditures
are kept within reasonable limits in recogni-
tion of the possibility that the grants may not
be further funded or the leases may be can-
celed.

We recommended that OEO institute
workable procedures for closely monitoring
expenditures for renovation work and require
community action grantees and delegate agen-
cies to make every effort to find usable, avail-
able premises that would necessitate the least
renovation work.

OEO informed us in November 1967
that it concurred in this recommendation and
would issue an appropriate directive.
(B-163595, May 20, 1968)

22. PURCHASE AND UTILIZATION
OF TRAINING MATERIAL AND EQUIP-
MENT-- In a report issued in November 1967
on our review of selected activities of the Of-
fice of Economic Opportunity (OEQ), at the
Parks Job Corps Center, Pleasanton, Cali-
fornia, we pointed out that the development
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of appropriate training programs and selection
of training material and training aids were as-
signed to the contractor as part of its respon-
sibility to organize and operate the Center.
The contractor, through September 1966, had
purchased about $1.5 million worth of train-
ing material and equipment.

Material and equipment purchased by
the contractor included educational material
costing about $347,000 purchased from one
of the contractor’s sister divisions, an audio-
visual educational system costing about
§13,300, and an instructional television sys-
tem costing about $185,000. We found no
evidence that adequate studies had been made
prior to these acquisitions to evaluate the
need for, and suitability of, the material and
equipment or to establish how it would be
incorporated into the training program.

We found no evidence also that an anal-
ysis had been made to assess the advantages
and disadvantages of this type of training ma-
terial and equipment over other types which
might have been available. It appeared that
OEO officials, in approving these purchases,
had not evaluated the need fot the material
or equipment nor required the contractor to
appropriately justify its proposed procure-
ment.

The material and equipment, by and
large. had not been effectively utilized, and a
major portion appeared of questionable use to
Job Corps corpsmen.

We proposed that Job Corps require the
Center to make a thorough analysis of the
costs of the material and equipment pur-
chased in relation to the benefits attainable
and that, if the analysis did not justify the use
of the items, they be made available to other
Government activities or, in the case of the
material purchased from the contractor’s
sister division, returned for credit.

OEO, concurred in the proposal, except
for the return of material for credit. OEQ
stated that it had approved the procurement
of this material and that there was no provi-



sion in the contract for its return under such
conditions,

We recommended that, with regard to
similar procurements in the future, OEO sat-
isfy itself, prior to approving such procure-
ments, that the equipment and material are
suitable for use at the centers for which they
are proposed and that, to the extent prac-
ticabie. the costs of such equipment and ma-
terial and of their operations are reasonably
commensurate with the benefits attainable
from their use.

In January 1968, OEO advised the Bu-
reau of the Budget that a listing of all equip-
ment currently purchased by the contractor,
complete with justification. must be submit-
ted to OEO for review and approval by vari-
ous responsible officials. Substantiaily the
same procedure is utilized wlien any large
amount of training material is purchased.
(B-161076. November 8, 1967)

23. ACQUISITION OF EXCESS GOV-
ERNMENT PROPERTY--In a report issued in
February 1968 on our review of the establish-
ment and operation of St. Petersburg Job
Corps Center for Women, St. Petersburg,
Florida, Office of Economic Opportunity
(OEQ), we pointed out that OEO had di-
rected shipment of various items of clothing
from excess Government stocks to the Center,
although the items had not been ordered or
needed.

The Center did not report the items as
being excess to its needs because, according to
Center officials, the staff’s time had been de-
voted to more urgent matters.

In our draft report we stated that the
acknowledged advantages of using excess
property in lieu of procuring new property
are negated when property is ordered without
regard to the quantity or types of property
needed. Accordingly, we proposed that OEO
(a) give closer attention, in selecting excess
property for use at its Job Corps centers, to
the quantities and types of property needed

and (b) impress upon the centers the need for
prompt reporting of items in excess of, or not
suitable to, their requirements.

The Director of the Job Corps, in com-
menting on our draft repoyt, pointed out that,
because the Center was the first women'’s cen-
ter, some of the problems in estimating the
quantities of, and determining the types of,
clothing items needed could be attributed to
the lack of any previous experience.
Nevertheless, the Director concurred with our
proposals and stated that for several months
no excess personal property had been de-
livered to a Job Corps center, without prior
inspection and acceptance of the property by
center representatives. He stated also that,
Job Corps person:: ., during surveillance visits
to center, continually emphasized the need
for declaring as excess atl materials not uti-
lized within the shortest possible time.

We believe that the above actions, if
properly implemented, should materially aid
in precluding the recurrence of similar situa-
tions. (B-130515, February 5, 1968)

24, USE OF APPRAISALS WHEN AC-
QUIRING LEASED PROPERTY.-The Office
of Economic Opportunity (OEQ) usually fol-
lows the practice of permitting its contractors
that operate Job Corps centers to lease prop-
erty to be used as women’s centers.

In a report issued in February 1968 on
our review of the establishment and operation
of the St. Petersburg Job Corps Center for
Women, St. Petersburg, Florida, we pointed
out that neither OEO nor the contractor had
obtained prior to negotiating the lease an in-
dependent appraisal to establish the fair mar-
ket value of the property to be used as the
center site. It appeared that, if an appraisal
had been obtained, the contractor would have
been in a better bargaining position to nego-
tiate a lower rental rate, which would have
resulted in savings to the Government.

Job Corps advised us that, while policies
and procedures on property acquisition bad
been undeveloped at the time the St. Peters-



burg Center was established, procedures were
subsequently implemented to require that in-
dependent appraisals be used in negotiating
leases. We we<e advised also that, in those in-
stances where appraisals were not obtained,
OEO would, by a clause in the contract, limit
reimbursement to the contractor to an
amount to be derived on the basis of an ap-
praisal made after the lease was negotiated.

To determine if, as we had been advised,
OEO. was requiring center contractors to ob-
tain independent appraisals: prior to negotiat-
ing lease terms, for seven other women’s cen-
ter sites we examined the leases entered into
after we had been informed of the position of
Job Corps on this matter. We found that, in
two cases, appraisals had not been obtained
prior to signing the leases. Also, in these two
cases the clauses referred to by the Director
of the Job Corps had not been incorporated
in the contracts and Job Corps contracting
employees could not show us any written in-
structions concerning the obtaining of in-
dependent appraisals or requiring the use of
the contract clause. It seems that such instruc-
tions should be in writing and readily acces-
sible to contracting officials.

We did not propose that OEO rely, or
instruct the contractors to rely, solely on the
appraised value of facilities in negotiating
lease prices. Rather, we proposed that ap-
praisals be used as guides for judging the rea-
sonableness of the rentals. We believe that ap-
praisals are highly desirable because. under
cost-type contracts, the contractors have little
incentive to negotiate the lowest lease prices
possible and that OEO should emphasize the
importance of obtaining appraisais by putting
its policy and procedures on this matter in
writing.

In commenting on our suggestion that
consideration be given to the feasibility of
having the contractor for the center approach
the lessor regarding a downward adjustment
of the rental, the Director informed us that
the Job Corps had reviewed the appraisal in
light of our suggestion and had decided that,
because of the otherwise satisfactory terms of
the lease, it was not appropriate or feasible to
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renegotiate the lease. He stated, however, that
the Job Corps intended to press vigorously for
a rental adjustment when the lease was re-
newed. The lease was never renewed because
the Center was closed. (B-130515, February
S, 1968)

25. RENTAL RATES FOR GOVERN-
MENT-OWNED HOUSING-In a report issued
in May 1968 on our review of activities of the
Job Corps Men’s Center, Tongue Point,
Oregon, Office of Economic Opportunity
(OEQ), we stated that rental rates for Govern-
ment-owned housing at Tongue Point had not
been established in accordance with Bureau of
the Budget (BOB) Circular No. A-45, Revised.
dated October 31, 1964.

To obtain some indication of the pos-
sible consequences of not following BOB Cir-
cular A-45, we compared rental ratzs in effect
at the Center for two- and three-bedroom
units with rental rates for similar type housing
in the adjacent Astoria, Oregon, area. Al-
though our comparison did not consider all
the specific provisions of the Circular, it indi-
cated that. if the average rental rates for the
private housing were used at the Center,
rental income would increase by approxi-
mately $10,000 a month, or §120,000 a year.

OEO. in commenting on our draft re-
port. advised us that BOB Circular No. A-45 is
normally used as a guide by the Contracting
Officer in approving the rental rates set under
current contracts. However. OEO expressed
the belief that BOB Circular No. A45 is not
applicable to rents charged at Tongue Point
because the housing is under the control of
the contractor who has the discretion to use it
or not, and because the public law (Public
Law 88-459, approved August 20, 1964),
which authorizes the establishment of rental
policy, as set forth in BOB Circular No. A45,
and the Circular itself, appear to apply only
where the Government is the direct lessor.

We expressed the opinion that the Cir-
cular was applicable to rental rates for the
Government-owned housing used for a Gov-



ernment program at the Center. and that
QEOQO. by entering into a prime contract for
operation of the Center, did not relieve itself
of the responsibility for control of the hous-
ing facilities.

We therefore recommended that OEO
take such uction as may be necessary to fix
the rental rates charged to contractor employ-
ves at Tongue Point on the basis of compa-
rable private housing as set out in BOB Cir-
cular No. A-45. Also. since it appeared that
incorrectly established rental rates may also
exist at other Job Corps centers, we further
recommended that OEQ evaluate the propri-
ety of rental rates charged at such centers.
(B-130515. May 3. 1968)

26. UTILIZATION OF FEDERAL
TELECOMMUNICATION SYSTEM--In a re-
port issued in May 1768 on our review of the
Job Corps Men’s Certer at Tongue Point, Ore-
gon, Office of Ecoromic Opportunity (OEO),
we expressed the belief that there existed a
potential for lower telephone costs at Tongue
Point through the use of the Federal Telecom-
munications System (FTS) in lieu of commer-
cial long-distance telephone service.

Charges for long-distance calls at the
Tongue Point Center, for the period Decem-
ber 20. 1965, through ™ay 20, 1966,
amounted to about 52 percent of the total
monthly billings for telephone service. During
the month of May 1966. for example. long-
distance charges amounted to $2.397 of total
billings of $4,456. This represented 1,081
long-distance calls. at an average cost of about
322 aeEll.

An official of the General Services Ad-
ministration (GSA) advised us that, because
GSA had changed its billing procedures for
FTS service, Government ugencies, including
OEQ. should receive FTS service by fiscal
year 1909 at an average rate of about $0.80 a
call.

OEQ, in commenting on our draft re-
port, advised us that it had been reluctant to
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install FTS because it would be very difficult
to prevent abuse of the system by the Cen-
ter’s adolescent population who might use it
to call home. OEO commented also that, not-
withstanding the questions of abuse, a deter-
mination had been made to use the Wide Area
Telephone System (WATS) whereby a flat
rate was charged for calls within an estab-
lished zone. We understand that the zone was
limited to the State of Oregon on the basis
that the need to make cross-county calls had
been eliminated. OEO also advised us that the
WATS arrangement was no more costly than
FTS.

As to OEO’s comment on possible abuse
of FTS, we believe that the control problem is
no greater than that of any other system, inas-
much 2s outgoing telephone calls are handled
through a central switchboard. Regarding the
cost of using WATS rather than FTS, OEO
officials were unable to furnish any data in
support of OEQ’s statement. Accordingly, we
recommended that OEO initiate appropnate
studics to determine the feasibility of using
FTS at Tongue Point and other Job Corps
centers. OEO advised us that its contracting
officer had been requested to reevaluate Job
Corps telephone needs. (B-130515, May 3,
1968)

27. FAMILY PLANNING PROGRAM
--During our review of the Knox County, Ken-
tucky, Community Action Program funded
by the Office of Economic Opportunity
(OEQ), we found that the Knox County Eco-
nomic Opportunity Council, Inc. (KCEQQ),
had stressed the use of a particular family
planning device (coil) in the family planning
program, contrary to the conditions of the
grant, which prohibited the administrator of
such programs from declaring any preference
for a particular technique or method of
family planning. The emphasis on a particular
device was stated to be justified on the basis
that the participants lacked the knowledge or
discipline for effective use of other methods
or techniques.



The special conditions applicable to the
use of OEO grant funds for family planning
programs prohibited the use of materials pro-
moting a particular philosophy. technique, or
method of family planning. In addition, the
administrators of such programs were re-
quired not to disclose any such preference to
participants in the program.

OEOQ, in responding to our report, issued
to the Director, Mid-Atlantic Regional Office,
OEO, in October 1967, stated that the
grantee had provided OEO with written assur-
ance that a health education program was be-
ing conducted in accordance with the special
conditions of the grant and that compliance
would be verified during a future visit to
Knox County. (Report to Director, Mid-
Atlantic Regional Office, Office of Economic
Opportunity, October 30, 1967)

28. USE OF GRANT FUNDS-In a re-
port issued in February 1968 to the Director,
Southwest Regional Office, Office of Eco-
nomic Opportunity, we stated that, in our
survey of the Dallas County Community Ac-
tion Committee, Inc. (DCCACQC), Texas, we
noted two instances where the Executive Di-
rector of DCCAC had been advanced Federal
grant funds for purposes not directly involv-
ing, or beneficial to DCCAC. In one instance.
in May 1967, the Executive Director was fur-
nished an advance and was provided air trans-
portation from grant funds, to facilitate his
attendance at a National Association of Com-
munity Development (NACD) meeting in
Owensburg. Kentucky. The records show that
these costs were charged to DCCAC travel
even though NACD had agreed to reimburse
the traveler for these expenses.

After discussions of these costs with
DCCAC officials, they agreed that the
amounts did not constitute expenditures for
purposes directly benefiting DCCAC, and that
they were owed to DCCAC by the traveler.
The amounts were immediately recorded as
accounts receivable, and on July 24, 1967,
DCCAC was reimbursed for these costs in full.

In another instance. in March 1967, the

19

Executive Director received an advance from
DCCAC to be repaid from money that the
Executive Director was to receive as a salary
supplement from the Community Council of
Greater Dallas. Records show that this ad-
vance was repaid in full by check from the

Community Council of Greater Dallas on
April 14, 1967.

The Comptroller, DCCAC, advised us
that internal controls over disbursements hLad
been strengthened and that advances such as
these would not be ‘made in the future. (Re-
port to Director, Southwest Regional Office,
(l);ggc); of Economic Opportunity, February 2,

29. SALARY LEVELS--Our survey of
starting salaries exceeding $5,000 a year paid
to 52 employees of the Dallas County Com-
munity Action Committee, Inc. (DCCAC),
Texas, showed that 18 employees had been
hired at annual salary rates in excess of those
authorized by Qffice of Economic Opportu-
nity (OEQ) instructions. Additionally, we
found that promotions and periodic salary in-
creases of 15 employees had also exceeded
OEOQ limitations for such increases.

OEO instructions provide that OEQ Re-
gional Officc approval must be specifically
given to ipdividual cases where the new em-
ployee is to receive a salary that will exceed
his ‘previous salary by $2,500, or 20 percent,
whichever is smaller. Periodic ar step increases
are limited to 3 percent of current annual sal-
ary and are pot (o be given more frequently
than annually. These instructions further pro-
vide that grantee employees promoted to po-
sitions of greater responsibility may not re-
ceive an increase (or increases ) within a single
12-month period of more than 20 percent of
previous salary or $2.,500, whichever is
smaller.

The DCCAC starting salaries for the 18
employees ranged from 22 to 333 percent
above the employees’ previous salaries, and
also, for five of thegp employees, exceeded
the $2,500 limitation. We found that the 15
employees cited above had received salary in-
creases during & 12-month period ranging



from 7 to 44 percent of their previous
DCCAC salaries. For six of these employees,
the salary increases exceeded 20 percent of
the employees’ previous salaries and for one
the increase exceeded the employee’s previous
salary by more than 32,500,

In none of the instances cited above was
the OEO Regional Office approval docu-
mented, although the Executive Director of
DCCAC advised us that he had received oral
approval from OEO to hire and promote the
personnel at the salary levels in question.
Also, he advised us that in the future written
approval from OEO would be obtained before
salary limitations provided in these instruc-
tions were exceeded,

OEQC, in responding to our report issued
to the Director, Southwest Regional Office,
OEO, stated that necessary corrective action
had been taken on the discrepancics relating
to starting salaries and salary raises in general
and that increases in excess of 20 percent had
been permitted presumably because of a fail-
ure on the part of the DCCAC to interpret
OEO regulations correctly. Further, OEO had
officially approved the wage structure under
which DCCAC was operating at the time of
OEQ’s reply in March 1968. (Report to Direc-
tor, Southwest Regional Office. Office of
Economic Opportunity, February 2, 1968)

30. ACQUISITION OF VEHICLES--In
our review of the community action programs
in Knox and Lesliec Counties, Kentucky, we
noted that the Cumberland Vailey Area Eco-
nomic Opportunity Council, Inc. (CYAEOQC),
had obtained vehicles, without a definite or
established requirement being demonstrated.
We noted that CVAEOC was not able to fully
utilize the vehicles

In August 1966, with approval of the Of-
fice of Economic Opportunity (OEQ),
CVAEOC acquired throusgh the General Ser-
vices Administration 69 one-half ton pickup
trucks that were excess to the needs of the
Government. We were informed that there
was no documentation supporting a need for
these vehicles and that OEO had not required

CVAEOC to submit a justification prior to
OEQ approval of the acquisition of this excess
property.

The Director of Finance, CYAEQOC, in-
formed us that the trucks had been acquired
primarily for use in a program to be proposed
by the Area Director. However, the CVAEOC
Board of Directors did not sponsor the pro-
gram when it was proposed, thus, it was never
submitted to OEO for funding. We therefore
concluded that there was no requirement for
most of the vehicles; at the time of review, in
March 1967, approximately 50 of the vehicles
had never been utilized.

OEO in respending to our report, issued
to the Director, Mid-Atlantic Regional Office,
OEQ, in October 1967, stated that, although
CVAEOC had not been required to submit
written documentation to OEO supporting
the need for the vehicles, OEO approval of
the acquisition of the 69 vehicles had been
advised by the OEQ Mid-Atlantic Regional
Office staff, on the basis of its communica-
tion with the grantee as well as first-hand
knowledge of transportation needs in the
area. OEOQ stated also that it should be noted
that the 8-county Appalachian area concerned
is very isolated and inadequate transportation
is 4 serious problem. It stated further that the
determination to approve the CVAEQC ve-
hicle acquisition was based upon specific con-
siderations, including plans for a multi-county
outreach, referral, and community organiza-
tion program for which transportation would
be a major requirement, and a major need at
that time for additional vehicles for ongoing
Community Action Programs in the Cumber-
land Valley area. However, the new arca pro-
gram was rejected by the CVAEOC Board of
Direclors.

OEQ stated that the grantee's slowness
in utilizing the operative vehicles in the ex-
isting program was apparently the result of
the program controversies covering the period
October 966G thru February 1967, which
split the Board and statf and had a highly
disruptive effect on program administration.
As it became clear that some vehicles would



be underutilized, 11 of the original 69 were
transferred to another OEQ grantee which
operated a different but coordinated program
in the same area. OEQ noted in January 1968
that the grantee had reported that ail vehicles
{excluding those used for cannibalization)
were being utilized. (Report to Director. Mid-
Atlantic Regionat Office, Office of Economic
Opportunity. October 30, 1967)

FARM PROGRAMS

31. PEANUT PRICESUPPORT PRO-
GRAM--In a report submitted to the Congress
in May 1968, we expressed the belief that fu-
ture losses of the Commodity Credit Corpora-
tion (CCO). Department of Agriculture, under
peanut price-support programs could be re-
duced substantially if peanut production were
controlled on the basis of pounds instead of
acres.

We pointed out that, during the 12-year
period 1955 through 1966, the annual pro-
duction of peanuts increased—because of im-
proved farm technology—to a point where
supply was substantially greater than demand
and that, as a result, CCC had to dispose of
increasing quantities of surplus peanuts at a
loss of about $274.5 million.

On the basis of available data, we esti-
mated thar, under existing legislation. the
losses for the pcanut price-support programs
during the S-year period-1967 through
197 1--would amount to at lcast $248 million
and that the losses in the following years
would continue to increase. Because of the
projected increase in losses. it appeared to us
that changes in the existing programs should
be considered. We expressed the beliel that
changes designed to stabilize production
might forestall the need for even more exten-
sive changes at some future time.

We stated that, in our opinion, programs
to control the production of peanuts could
best be estabhshed by revising the Agricul-
tural Adjustment Act of 1938, This act limits
the quanlity of peanuts which can be pro-
duced by providing for the national acreage
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allotment; that is, the number of acres which
should be planted to produce the quantity of
peanuts that would ensure orderly marketing.
The act specifies, however, that the national
acreage allotment shall be not tess than
1,610,000 acres. Since passage of this act,
new farm technology has increcased the aver-
age yield per acre enormously and, thus, has
reduced the usefulness of the national acreage
allotment as a control over production.

We stated the belief that the Department
of Agriculture should consider recommending
to the Congress a change in the Agricultural
Adjustment Act of 1938, which would permit
peanut production to be controlled on the ba-
sis of pounds instead of acres. This could re-
duce CCC’s future losses by at least $56 mil-
lion during the period 1968 through 1972,
without any reduction in the level of the pro-
ducers’ income, if production were limited to
the quantity of peanuts produced in 1967.

We therefore recommended that the De-
partinent of Agriculture (a) develop for con-
sideration of the Congress a program, in-
cluding suggested legislative changes., to more
effectively control the production of peanuts
and (b) initiate studics for developing addi-
tional concepts tor accelerating the removal
of cxcess acreage from peanut production
andfor other means of equalizing supply and
demand.

The Corporation’™s Executive Vice Presi-
dent outlined action being taken to improve
the peanut program. He stated that our rec-
onimendations were being considered and
that every effort was being made to improve
all aspects of the pecanut program. (B-163484,
May 9, 1968)

32. DOCUMENTING DETERMINA-
TION OF SUBSIDY RATES--In a July 1967
reporl to the Congress on our review of cer-
tain aspects of the wheat cxport progtam, we
commented that wheat export subsidy rates
paid by the Commodity Credit Corporation
(CCCQC). Department ot Agriculture, were being
determined on a judgment basis rather than



on a formul basis. We expressed the opinion
that the Department had not maintained ade-
quate documentation setting forth the basis
for establishing these daily rates.

Under its wheat export program. CCC
makes cash subsidy payments to exporters of
wheat and wheat flour when domestic market
prices are higher than world prices. This sub-
sidy provides a means whereby United States
wheat and wheat flour may be made available
in the world market at competitive world
prices.

During the period covered by our review,
domestic prices of most classes of United
States wheat were above world market levels
and CCC paid subsidies to exporters at rales
intended to muke United States wheat com-
petitive in world markets.

Our review showed that the subsidy rates
were administratively determined by Depart-
ment officials on the basis of their judgment
as to the subsidy levels needed to enuble ex-
porters to sell United States wheat at compet-
itive prices. Department officials advised us of
certain factors which they had considered in
establishing the subsidy rates. but they indi-
cated that the decision to establish these rates
at specified levels had not been based on any
written guidelines or formulas.

In view of the large amount of wheat
export subsidies that CCC was paying and in
view of the impact that even a minor variation
in the subsidy rates could have on the wheat
industry. we suggested that the records of the
Department show the basis for the rates estab-
lished. In commenting on this matter, a De-
partment official stated that the Department
would take certain actions to improve its doc-
umentation of the determination of subsidy
rates. (B-160340. July 24, 1967)

FEDERAL REGULATORY ACTIVITIES

33. EXAMINATION OF SMALL
BUSINESS INVESTMENT COMPANIES--On
the basis of our appraisal. we concluded that

the examinations by the Small Business Ad-
ministration (SBA) of the small business in-
vestment companies had not been sufficiently
comprehensive to provide SBA with data es-
sential to adequately carry out its regulatory
responsibilities and to protect the Govern-
ment’s financial interests in the small business
investment companies.

In February 1967, we proposed to the
Administrator, SBA, that SBA, by mandatory
regulation, require the small business invest-
ment companies to maintain essential data re-
garding the financial condition and operations
of the small business concerns to which the
investment companies made loans or in which
they made capital investments. We proposed
also that SBA issue comprehensive examina-
tion guidelines setting forth specific criteria to
be followed in evaluating the small business
investment companies’ lending and invest-
ment policies and practices and financial con-
dition and to increase the supervision over the
conduct of the examinations.

The Administrator, SBA, informed us
thut he was in agreement with our findings
and proposals. He stated also that investment
guidelines of a voluntary nature issued in No-
vember 1966 set forth steps to be taken by
the investment companies to ensure sound
lending practices, including the obtaining of
curtent, complete, and accurate data of a fi-
nancial and nonfinancial nature in respect to
loans and investments in small business con-
cerns. Also, the Administrator informed us
that examination proccdures and standards
had been established for evaluating the finan-
cial position of the smail business investment
companies and that various other measures
had been taken to strengthen the examination
tunction,

In our report to the Congress in Septem-
ber 1967 we stated that although we believed
that the most effective manner of providing
for the small business investment companies
to obtain and maintain current. complete, and
accurate financial information in respect to
their loans and investments in small business
concerns is by regulation, the investment



companies’ voluntary acceptance and adher-
ence to SBA’s November 1966 procedural re-
lease would fulfill equally as well the purpose
of our proposul. We further stated that we
believed SBA should, in accordance with its
procedural release. actively promote the in-
clusion, in the investment companies’ future
financing agreements with small business con-
cerns, of a provision rcquiring the annual sub-
mission of financial information including a
statement of financial condition and of profit
and loss. (B-149685, September 29, 1967)

34. EN.FOHGEMENT OF PESTI-
CIDES LAW--Our review showed that there
was a need for the Agricultural Research Ser-
vice (ARS). Department of Agriculture, to es-
tablish procedures to strengthen regulatory en-
forcement actions that may be taken against
pesticides or the shippers of pesticides that
violate the Federal Insecticide, Fungicide and
Rodenticide Act of 1947 (7 USLC
135-135K), the basic consumer protection
law in the area of pesticides.

We found that, in taking actions against
pesticides products, ARS, with few possible
exceptions, did not obtain product quantity
and location data to determine whether other
shipments of the same products were available
to the public in other locations. As a result,
the enforcement actions taken may not have
removed from the market violative products
which, in some instances, were potentially
harmful. Morcover, we noted that ARS was
not publishing the decisions of the courts to
take the pesticides products off the market in
cases arising under the provisions of the law,
even though ths law requires that such deci-
sions be published.

We found also that ARS internal operat-
ing guidelines did not include procedures to
determine when shippers that have allegedly
violated the law will be reported for prosecu-
tion. In this connection, we noted that for 13
years there had been no action by ARS to
report alleged violators of the law to the De-
partment of Justice for prosecution. This was
true even in instances where repeated major
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violations of the law were cited by the agency
and where shippers failed to offer satisiactory
responses to notifications that prosecution
was being contemplated.

We proposed that ARS establish and im-
plement procedures to provide for (a) obtain-
ing shipping and product data, (b) reporting
violators of the law, and (c) publishing court
decisions.

ARS, in commenting on our recommen-
dations, informed us that it would obtain the
data necessary to support actions to remove
the pesticides products from the market and
usc the data as a basis for obtaining samples
and other documentary information on the
products at every location possible in order to
remove the maximum amount of the products
from the market. Moreover, ARS stated that
it would publish the backlog of court deci-
sions as soon as possible and publish future
decisions at least every 6 months. We were
informed also that ARS operating guidelines
concerning shippers now require that cases
be forwarded for prosecution in instances
where (a) the evidence indicates that the vio-
lation was willful, (b) the violation is of a
serious nature and is the result of apparent
gross negligence, or (¢) the company has en-
gaged in repeated violations, (B-133192, Sep-
tember 10, 1968)

FEDERAL-AID AIRPORT PROGRAM

35. PARTICIPATION IN THE COST OF
RELOCATIN. FACILITIES OWNED BY
PUBLIC UTILITY COMPANIES--We reported
to the Administrator. Federal Aviation Ad-
ministration (FAA). on the FAA agreement
to participate. with airport sponsors. in the
cost of relocating certain facilities owned by
public utility companics even though the cost
might be, under a common-law doctrine, the
responsibility of the utility companies. We
recommended that FAA’s procedures be re-
vised to require, prior to Federal participa-
tion. a determination that the costs of relo-
cating facilities owned by public utility com-



panies were necessary sponsor expenses and
thus eligible for Federal purticipation.

FAA agreed with our recommendation
and stated that their procedures would be re-
vised to require a case-by-case determination
of legal liability and project eligibility prior to
Federal participation in utility relocation
costs. (B-160564, May 6, 1968)

36. PARTICIPATION IN THE COST OF
BUILDINGS FOR STORAGE OF MAINTE-
NANCE EQUIPMENT--In a report to the Ad-
ministrator., Federal Aviation Administration
(FAA), we stated that Federal participation in
the cost of constructing airport field mainte-
naney  equipment buildings which house
equipment for the removal ol snow and the
spreading of abrasives could be significantly
reduced by adopting more realistic and consis-
tent eligibility criteria.

FAA criteria in effect at the time of our
review provided that airports located in any
of 15 designated States were cligible for Fed-
eral participation regardless of the actual cli-
matic conditions experienced, while airports
located in the remaining 35 States were eli-
gible for Federal participation only if speci-
fied climatic conditions were experienced.

As a result of our review, FAA revised its
procedures to require all airports, regardless
of location, to demonstrate that specified
weather conditions had been experienced.
(B-133127, July 26, 1967)

FEDERAL-AID HIGHWAY PROGRAM

37. SPECIAL BENEFITS ACCRUING
TO PROPERTIES AT NEWLY CREATED
HIGHWAY INTERCHANGES--In a report is-
sued to the Federal Highway Administrator,
Department of Transportation, in January
1968. we pointed out that thiere was an ap-
parent inconsistency on the part of the State
of Ohio in dealing with special benefits ac-
cruing to residue properties at newly created
interchange areas.
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Although the Statc recognized that prox-
imity to a highway interchange can have a
significant influence on the value of the prop-
erty remaining after a portion of the property
had been taken for highway -purposes, we
found that appraisal reports supporting prices
paid for such properties did not adequately
reflect this influence. Our review of selected
appraisal reports for properties located at in-
terchange areas showed that the consideration
given to potential interchange influence
ranged from complete discussion and consid-
eration of probable changes in land use and
values attributable to the interchange to prac-
tically no mention as to potential effect of
the interchange on land use or values.

We concluded that, when an appraisal re-
port did not present adequate data regarding
potential interchange influences in establish-
ing residue values, State negotiators were not
properly equipped to negotiate with property
owners. Further, il property must be acquired
through court proceedings, the State’s attor-
ney might be required to present the State’s
cases on the basis of incomplete appraisals.
This practice in turn could preclude adequate
assurance that the price paid for the property
was equitable.

We recommended that the Administrator
direct legal and right-of-way officials of the
Bureuu of Public Roads to review the prac-
tices in the State of Ohio relating to special
benefits and determine whether such practices
were consistent with requirements for Federal
participation.

The Federal Highway Administrator ad-
vised us, in February 1968, that he was initi-
ating such a review and when completed, re-
sponsible Administration officials would be
directed to take appropriate action.
(B-118652, January 15, 1968)

38. INTEREST COSTS Ofi RIGHT-OF-
WAY ACQUISITION--Our review of right-
of-way activities for the Federal-aid highway
program in the State of Rhode Istand showed
that, as a result of weaknesses in the State’s



. policies, practices, and procedures, interest
* costs_had been incurred over the past 10 years
" in amounts greater than might have otherwise

been necessary.

The Bureau of Public Roads, Federal
Highway Administration, Department of
Transportation, recognized as early as 1959

. that improvements were needed in the State’s

operation to minimize interest costs. We

" found that the State incurred interest costs of

about $1.7 million on rights-of-way acquired
from 1956 through 1965 for the interstate
program. We estimated the Federal share of
this aniount to bé about $1.5 million. We
found also that the Government’s proportion-
ate share of such costs could have been signifi-
cantly reduced if the Administration had
taken more timely and effective action to ob-
tain the needed improvements.

The specific problems noted during our
review were brought to the attention of the
Federal Highway Administrator in March
1968. These problems included (a2) weak-
nesses in the State’s condemnation procedures
that resulted in interest continuing to accrue
on properties which, although acquired as
early as 1960, had not yet been settled, and
(b) loss of rental income from certain proper-
ties occupied by former owners subsequent to
acquisition by the State.

Although actions taken by the Adminis-
tration and the State subscquent to our re-
view resulted in improvements which should
correct the problems on a prospective basis,
we found there was a need for additional ac-
tion to mitigate the intcrest costs accruing on
certain properties acquired during the period
1960 to 1965. for which settlement had not
been made with the property owners.

We recommended corrective measures to
ensure that the Government’s share of these
costs was proportionately reduced in a timely
and eftective manner.

‘ In June 1968 the Administrator in-
formed us that the State had been requested
to dispose of the unsettled cases as promptly

as possible and that the accrual of interest on
such properties beyond December 31, 1968,
would be ineligible for Federal participation.
In addition, action has been taken to correct
weaknesses in the State’s rental policies and
to recover the amounts from Federal partici-
pation in all incligible interest charges.
(B-118653, March 29, 1968)

39. REIMBURSEMENTS FOR
RIGHTS-OF-WAY COSTS--In a report issued
in July 1967 on our review of certain Fed-
eral-aid highway rights-of-way costs for which
reimbursements for the Federal portion had
been withheld from the District of Columbia
Government because of inadequate documen-
tation, we stated that the withholding of Fed-
eral reimbursements and the delay in recov-
ering the withheld amounts had been attrib-
utable mainly to uncoordinated relationships
among the threc District organizational units
responsible for highway rights-of-way acquisi-
tions and to inadequate follow-up control
procedures.

We pointed out that the District had
paid court-awarded compensation, which was
substantially in excess of the District’s fair
market value determination, for each of 42
parcels of land without documenting the rea-
sons for accepting rather than appealing the
court-awarded amount. Because the Bureau of
Public Roads’ regulations require such docu-
raentation, the Bureau withheld Federal reim-
bursements of over $1 million.

We stated also that the District’s Acting
Director, Department of Highways and
Traffic, had advised the District’s Administra-
tive Services Officer of the Bureau’s with-
holding action but that it was more than 2
vears later before that official informed the
District’s Corporation Counsel of the Bureaus
regulation. We stated further that there had
been no clear understanding between the Cor-
poration Counsel and the Administrative Ser-
vices Officer as to who had responsibility for
developing the documentary information and



that it was almost 3 years after the first Fed-
eral reimbursement withholding that these
officials reached agreement on the matter.

We proposed to the Board of Commis-
sioners that consideration be given to review-
ing and improving those matters of organiza-
tion. communication. and contrei which, as
discussed in our report. had given rise to the
reimbursement withholdings. In commenting
on our findings, the President. Board of Com-
missioners. stated that. to keep withholdings
of Federal reimbursements of highway rights-
of-way costs to a bare minimum, additional
policies and piocedures had been issued and
were to be issued. certain work had been reor-
ganized. and a control record for withheld
reimbursements had been established.
(B-161519, July [0.1967)

HOSPITAL CONSTRUCTION

40. HOSPITAL CONSTRUCTION
PROJECTS RECEIVING FEDERAL FINAN-
CIAL ASSISTANCE--We reported to the Sur-
geon General. Public Health Service (PHS). in
February 1968 on certain inadequacies in
administrative procedures for the approval of
hospital construction projects subject to fi-
nancial assistance under the Hill-Burton medi-
cal facilities construction program in one re-
gion of the Department of Health, Education,
and Welftare. Our review showed inadequacies
relative to compliance with approved State
plans which constitute the basis for approval
of construction projects or the need for
amendment of these plans.

We tound that in 22 construction proj-
acts—about 17 percent of all projects ap-
proved in the region during the 6-year period
1960 to 1965-facilities for 762 hospital beds
had been provided in excess of the number
shown in the approved State plans. In these
22 projects, the facilities in question either
were replacements of cxisting ones that were
rated by the State plans as “acceptabie™ to-
ward meeting the needs of the service areas or
were [acilities for new beds provided in excess
of those shown in the State plans as needed
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by the service areas. The average cost per bed,
borne by the Government, was about
$10.400.

PHS regional officials informed us that
the State plans in question were technically
acceptable at the time but that they could

have been rated “nonacceptable™ under the :

subsequently revised rating criteria; however,

they considered such a procedure of amend-
ing the State plans not necessary since, in ef- :

fect, they were anticipating the needed revi-
sions of the criteria for determining accept-
able hospital Facilities.

We recognized that the approval of con- |
struction projects should be based on the !
latest available duta regarding the actual con- |

dition of existing medical facilities and the
realistic needs of service areas and individual

communities. However, we stated our belief
that, since the approved State plan is the pre-

scribed vehicle of an orderly and objective dis-
tribution of Hill-Burton funds. it should serve
as the basis for each project approval and
should not be bypassed by less formal proce-
dures: otherwisc, projects may be approved
without assurance that criteria for determin-
ing the need for new construction or moderni-
zation have been applied on a uniform basis
to all bospitals in the State.

We recommended that, in order to fol-
low orderly procedures in accordance with es-
tablished provisions of law and regulations,
project approvals be made only in conformity
with approved State plans and that such plans
be formally amended, if necessary, to reflect
changed conditions or needs of service areas.
We were informed in June 1968 that the Pub-
lic Health Service was in complete agreement
with our recommendation and that hospital
project approvals would now be made accord-
ing to the recommended procedures. (Report
to Surgeon General, Public Health Service,
Department of Health, Education. and Wel-
fare. February 19, 1968)

LOAN PROGRAMS

41.

REPAYMENT OF LOANS FOR




COLLEGE HOUSING-In an October 1967
report to the Congress, we pointed out benc-
fits that could accrue to the Government if
educational institutions were required to
make payments of principal and/or interest
more frequently on loans received under the
college housing loan program administered by
the Housing Assistance Administration. De-
partment of Housing and Urban Development
(HUD). If this were done, the funds would
become available to the Government for usc
at an earlier date and net interest costs on
Government borrowings could be reduced.

For the $300 million of college housing
loans budgeted for fiscal year 1968, we esti-
mated that the repayment of principal semi-
annually--the same frequency with which in-
terest payments are required under the pro-
gram--rather than annually would, over the es-
timated average life of the loans, result in net
interest savings to the Government of about
$| million without, in our opinion. impairing
program objectives or resulting in any signifi-
cant increasc in administrative costs. This cal-
culation was intended to indicate the savings
potentizl, with the optimum frequency of
payments being determined by HUD on the
basis of a more comprehensive study.

The Assistant Secretary for Renewal and
Housing Assistance agreed that savings were
possible and stated that the requirement of u
semiannual payment of both principal and in-
terest would result in minor, if any, increase
in the administrative costs of either the Gov-
ernment or the educational institutions. He
stated also that most educational institutions
would be able to make more frequent pay-
ments.

The Assistant Secretary advised us that a
task force then examining certain aspccts of
the college housing loan program was study-
ing the matter of increasing the frequency of
college housing loan payments and that our
proposal would be considered upon comple-
tion of the task force report. (B-162246, Oc-
tober 31, 1967)

42. ASSESSMENT OF LATE CHARGES
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ON DELINQUENT LOAN REPAYMENTS--
Our review of certain aspects of Veterans Ad-
ministration (VA) policies and practices relat-
ing to the repayment of home loans made un-
der the loan guaranty and direct loan pro-
grams showed that a distinction was made in
the VA’s policy on assessment of late charges
for delinquent loan repayments. We found
that VA did not assess late charges on loans
that it made to veterans but permitted the
assessment of late charges on VA-guaranteed
loans that private lenders made to veterans.

We believed that, if late charges were as-
sessed on VA direct loans, (a) borrowers
would be encouraged to make repayments on
time and. as a result, loan-servicing costs asso-
ciated with delinquent accounts would be re-
duced and (b) the revenues could be used to
offset the cost of servicing delinquent ac-
counts. In addition, veterans would receive
equal treatment regardless of whether they
had obtained their loans from the VA or from
private lenders under the loan guaranty pro-
gram.

On the basis of the incidence of delin-
quent loan repayments noted in five regional
offices. we cstimated that, if a 4-percent late
charge had been assessed and collected during
calendar year 1966 on these repayments, total
revenues of $414.000 would have been re-
ceived by VA. We stated the belief that, be-
causc these five regional offices collected
about 22 percent of the total collections on
all VA loans, the revenues which could have
been derived from late charges on a nation-
wide basis would have been substantial.

In commenting on our findings, the As-
sociate Deputy Administrator informed us
that the Congress had enacted legislation (38
U.S.C. 1818) extending the VA loan guaranty
and direct loan programs. with complete
awareness of the fact that late charges were
not levied on loans in the VA portfolio. He
stated further that there should be no change
in the present policy.

We found no evidence, however, that the
Congress specifically considered the effects of
the VA's policy on this matter. Therefore, in



a report issued to the Congress in April 1968,
we recommended that the VA revise its loan
policy to require assessment of a late charge
on loan repayments which are received more
than 15 days after they are duc. (B-118660,
April 3, 1968)

43. LOANS FOR GRAZING ASSOCIA-
TIONS--Pursuant to the Consolidated Farmers
Home Administration Act of 1961, as
amended (7 U.S.C. 1921), loans may be made
to nonprofit associations of farmers and
ranchers. organized to acquire and develop
grazing lands for their livestock. Such loans
are repaid from the income derived from leas-
ing the grazing lands to association members,
During the loan approval process, the Farmers
Home Administration (FHA) develops re-
quirements relating to the number of mem-
bers. the number of gruzing units to be sold.
and the amount of paid-in-capital contribu-
tions from membership fees, considered by
the Administration to be necessary for the
successful operation of each association.
These requirements are imposed upon the as-
sociation as a condition of receiving the loan.

Our review of the approval of loans,
amounting to about $14.5 million. to 21 graz-
ing associations in the State of Colorado
showed that FHA reduced its initially im-
posed loafi requirements when associations
were ufiable to meet these requirements, We
found that FHA had made loans, totaling
$12.8 million, to 16 of the 21 associations
without having had even its reduced require-
ments met. Moreover, of the 10 associations
which had received loans on time to operate
during the 1965 grazing season, eight incurred
net operating losses and 12 of the 16 associa-
tions which operated during the 1966 grazing
season incurred net operating losses.

Since the FHA prescribed loan require-
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ments are designed to ensure that sufficient
resources are available to each association to
enable it to successfully operate, we pointed
out that FHA’s practice of allowing loans to
be made before the prescribed requirements
are met or exceeded could impair the opera-
tions of the borrowing association and pos-
sibly résult in default and subsequent fore-
closure. In view of the relatively short time
that the grazing associations in Colorado have
been operating, we do not know whether any
loan defaiilts will occur; however, we noted
that, as of January 1967, five of the 16 graz-
ing associations were delinquent on their FHA
loans.

Inasmuch as the grazing association loan
program is é relatively new undertaking of
FHA, we concluded that corrective action
could reduge possible defaults and fore-
closures on future loans. We recommended
that the Secrétury of Agriculture require the
Administratof, FHA, to establish procedures
to provide that, once minimuin requirements
are established during the loan approval pro-
cess, loans not be made until these minimum
requirements have been inet.

o

_ The Assistant Secretary of Agriculture
advised us, subsequent to the issuance of our
report, that ouf recommendation would be
implemented. We noted that FHA procedures
were later revised to implement our recom-
mendation. (B-114873, January 4, 1968)

44. INTEREST COSTS ON REPAID
LOANS--In September 1947 we reported to
the Congress on our review of the interest
rates the Commodity Credit Corporation
(CCC), Department of Agriculture, charged
producers on price-support loans and storage
facility and equipment loans. We expressed
the opinion that CCC should provide for re-
covery of its cost of financing loans.



it the basis of our review, we estimated

that CCC could incur about $7.6 million more
in interest costs for financing repaid price-
support loans for the 1966 crops than it
would collect from producers. We estimated
also that CCC could incur about $154.000
more in interest costs for financing storage
facility and equipment loans during 1966
than. it would: recover from producers. Such
tosses weuld result from CCC’s policy of
charging producers interest on loans at a rate
less than that which CCC paid to obiain the
loan funds from the United States Treasury
and from private lending institutions.

When CCC charges producers interest at
a rate substantially less than the rate paid to
finance the loans. CCC is, in effect. granting
the producers a subsidy in addition to price
support.

In commenting on our lindings, the Pres-
ident, CCC, advised us in March 1967 that the
Departiment of Agricuiture had studied the
matter and concluded that CCC’s present
interest policy was the best, considering the
objectives of the price-support program and
the farmestorage facility loan program. He
also stated. however. that the Department
would again study the matter of interest rates
before the new crops were harvested.

We recommended that the CCC Board of
Directors revise CCC's poticy on interest rates
to provide that producers pay interest on fu-
ture price-support loans which are repaid and
on future storage facility and cquipment loans
at a rate not less than that which CCC must
pay to finance the loans.

In November 1967 the Secretary of Agri-
culture informed us that, in view of the objec-
tives of the price-support program and the
farm-storage facility loan program, the CCC
Board of Directors had determined that inter-
est rates would not be increased at that time.
(B-114824, September 21, 1967)

45. PROVISION FOR REPAYMENT
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OF FEDERAL FUNDS--In a report to the As-
sistant Sccretary for Economic Development,
Department of Commerce, we commented on
several technical assistance projects for which
recipients had not been required to enter into
repayment agreements, although the projects
appeared to be similar in scope to other ap-
proved projects for which the Economic De-
velopment Administration (EDA) had entered
into repiayment agrcements with project re-
cipients.

We found that among the reasons con-
sidered for not obtaining repayment agree-
ments were the unwillingness of the recipients
to repay the cost of the technical assistance
provided and the financial inability of the re-
cipients to make recpayment at the time of
application. We believe that unwillingness to
repay is nol a valid reason for excluding re-
payment agreements. Also, since repayment is
to be made only from future net profits, we
believe that a determination by EDA not to
enter into a repayment agreement is not jus-
tifiable merely because of a lack of funds at
the time of application,

Subsequent fo the beginning of our re-
view, new repayment guidelines were agreed
to by the Office of Technical Assistance
(OTA) and EDA’s Office of Business Develop-
ment (OBD) which required EDA to enter
into repayment agreements with all recipients
of Management and Operations (M&Q) tech-
nical assistance. except for unusual situations
to be specially handled by arrangements be-
tween OBD and OTA. These guidelines pro-
vide for the recipient to repay one half the
Federal cost of the technical assistance up to
$5.000 and make full repayment for the bal-
ance. Repayment is to be made in monthly or
quarterly payments. We were informed that,
since M&O technical assistance is provided
only to EDA business loan recipients, these
guidelines are expected to strengthen the im-
plementation of the agency’s repayment
policy and ensure its uniform application.

We believe that the provisions of the new
guidelines, if applied on a consistent and con-
tinuing basis, will ensure that repayment of
M&O technical assistance will be required on



a uniform basis. We noted, however, that the
provisions of the guidelines had not been in-
corporated into a formal policy statement. We
are of the view thut. to assure top manage-
ment that its policies are being properly im-
plemented. cconomic development orders
should be issued which would communicate
to EDA officials the ¢ffect on agency policy
of formal agreements made between divisions.
(Report to Assistant Secretary for Economic
Development. Department of Commerce,
June 10, 1908)

LOW-RENT HOUSING PROGRAMS

46. INSTALLATION OF FACILITIES
FOR METERING ELECTRICITY--Our re-
view showed that the installation of metering
facilities for measuring and controlling elec-
tricity consumed in individuzi dwelling units
in low-rent public housing projects was not
warranted for the smaller units telficiency
and one- and two-bedroom units) because the
average ¢lectrical consumption for such units
generally was less than the Housing Assistance
Administration’™s suggested consumption al-
towances for low-rent housing projects. More-
over, we found that. at muany ol the projects
where such facilities had been instatled. the
facilities were not being used and no plans to
use them were apparent.

We estimuted that the installation of me-
tering facilities for about 3.200 of the smaller
dwelling units included in our review had re-
sulted in increased construction and financing
costs totaling about $425.0600 and that such
costs would, for the most part, be barne by
the Federal Government. We pointed out
that, in projects planned for future construe-
tion, the omission of metering facilities where
their nced was not justified would resuit in
substantial savings to the Government.

As a result of our disclosures, the De-
partment issued instructions requiring specific
regional office approval. supported by the
fullest possible documentation, of all future

proposals to install metering facilities for in-
dividual dwelling units. We recommended
that, to ensure effective implementation of
the Department’s instructions, the Secretary
of Housing and Urban Development require
that specific attention be given, during the
Department’s internal reviews of regional of-
fice operations, to determining whether re-
gional office approvals for installing electrical
metering facilities in low-rent housing projects
were properly justified.

In April 1968, the Assistant Secretary
for Renewal and Housing Assistance informed
us that appropriate action was being taken in
line with our recommendation. (B-118718,
March 19. 1968)

MAPPING ACTIVITIES

47. CHANGES IN MAP REVISION
PRACTICES--In Muy 1968. we submitted a
report to the Congress on our review of map
revision practices of Geological Survey, De-
partment of the Interior. Our review indicated
an opportunity to reduce expenditures for
map revision and to accelerate mapping
through changes in these practices.

Geological Survey is responsible for the
production and distribution of a series of
maps of the United States which contain both
topographic information-shape and elev:don
of the terrain-and planimetric information-
location of natural und man-made features of
the terrain. In making revisions to the maps,
Geological Survey followed the practices of
updating the topographic as well as the plani-
meltric information.

On the basis of our review, we concluded
that it was unnecessary for Geological Survey
to update the topographic features of a map
every time it revised the planimetric features
because updated topographic information was
not frequently needed by Federal agencies or
States requesting map revisions. We estimated
that this climination, each time a map is re-
vised. would reduce the cost of revising a map
by about 25 percent, or $1,300. and would
accelerate the mapping program.



During our review, Geological Survey
adopted an-interim revision policy that elim-
inated several normal revision operations, in-
cluding the elimination of the updating of
topograph:c information on metropolitan area
maps every other time that a map is revised.
We felt that, although the new policy was a
step in the right direction and should substan-
tially reduce map revision. costs, the policy
should be extended, to.the extent possible, to
include maps for nonmetropolitan areas. We
estimated that, if the policy could be applied
to the 5,200 nonmetropolitan area maps that
were in need of revision in July 1967 and to a
one-time revision of the 50,000 such maps
that will eventually cover the country, cost
savings of as much as $6.9 million and $66.1
million, respectively, could be realized.

The Department of the Interior, in com-
menting on our report, advised us that it con-
curred with the substance of our proposal but
stated that the scheduling of nonmetropolitan
area maps for revision in accordance with the
new policy would depend upon the needs of
the map users. Subsequently, Geological Sur-
vey advised us that some of the important
map users have requested that the new policy
be applied to revisions of certain of their
maps, including maps for nonmetropolitan
areas. (B-118678, May 28, 1968)

MORTGAGE ASSISTANCE AND
INSURANCE ACTIVITIES

48. LIMITED SUCCESS OF
INVESTOR-SPONSOR COOPERATIVE
HOUSING PROGRAM-In a report submitted
to the Congress in April 1968, we stated that
the investor-sponsor program, administered
by the Federal Housing Administration
(FHA). Department of Housing and Urban
Development (HUD), was not fully effective
in serving the middle-income segment of the
population for which it was intended, be-
cause, as shown by our review, prospective
purchasers of the cooperatives generally had
to be among the higher income segment of
the population. We stated also that our re-
view showed that the program had been func-
tioning with only limited financial success as
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about half of the housing projects developed
under this program had been in financial dif-

As of March 31, 1967, FHA had ac-
quired title to the property and/or the mort-
gages for 51 of the 134 completed investor-
sponsored multifamily cooperative housing
projects in settlement of claims under insured
mortgages totaling about $108 million. The
report also cited six other factors which we
believed contributed to the program’s limited
stccess.

We expressed the opinion that there was

- a high-risk element inherent in the investor-

sponsor program because of the lack of a pre-
sale requirement. This lack permitted the con-
struction of a project befor: any of the hous-
ing units are sold. We stated in the report that
multifamily cooperative housing progiaiis
with presale requirements had resvited in far
fewer failures and, at the same time, had pro-
duced many more housing units.

Housing officials agree that the investor-
sponsor program has had only fimited success
but believe that the program is conceptually
sound and is needed.

We expressed the belisf that, in view of
the limited success of the investor-sponsor
program and the high element of risk in-
volved, the Congress might wish to consider
revising the investor-sponsor cooperative
housing program authorized by section
213(aX3) of the National Housing Act to re-
duce the risk to the Government.

To provide assurance that the investor-
sponsor program °s directed primarily toward
middle-income families desiring cooperative-
type home-ownership and to further
strengthen the administration of the program,
we recommended that the Secretary of HUD
direct FHA officials to:

-Emphasize to operating officials
that the basic purpose nf the pro-
gram was to provide housing for
middle-income families,



-Emnphasize 1o all insuring offices
the mmporiance of properly utiliz-
ing data periaining 1o demon-
strated demand for housing and
related housing market conditions,

-Appoint a rompetent, fully
trained taison othicial, for insuring
otfices handling a substantial num-
ber ol cooperative projects, lor
furnishing advice and counsel to
covperdlive corporations, and

--Establish procedures requiring a
spnnsur {o agree to make available
the Tunds necessary o compensate
far the resulling luss of income
wlien the FHA waives ils require-
ment that a project be 97-percent
vecupied before being soid to a
cooperdglive courporation,
(B-114860, April 17, 1968)

49. LIABILITY FOR DAMAGE TO
ACQUIRED HOME PROPERTIES--In a re-
port to the Secretary of Housing and Urban
Development in May 1968, we expressed the
belief that therc was a need for consideration
by HUD ol a revision of their policy on waste
damage—-damage caused by unreasonable use
or abuse—which would provide an incentive to
mortgagees to protect the collateral securing
their investment in FHA insurcd mortgages
and which, at the same time, would be eco-
nomical for FHA to administer. FHA sta-
tistics showed that the amount of waste
charged to mortgagees under current FHA
waste regulations had decreased in recent
years to the point where it was practically nil.

We expressed the belief that it did not
appear to be economical for FHA to retain
the waste regulations as they were presently
written. However, in our opinion. the prin-
ciple which FHA has followed since the in-
ception of the mortgage insurance program--
that mortgagees are responsible for waste
damage—is sound. Moreover, we noted no in-
dication that the Congress intended for FHA
to absorb such expenses as waste damage in
conncction with FHA-insured loans. We
stated also that it appeared that mortgagees
were now assuming greater risks in their
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surety bonds and burglary insurance, if the
agency’s costs and claim experience was
found to be: similar to that related to public

habihtylmnce

In January 1968, the agency issued in-
structions to discontinue public liability cov-
erage on acquired home properties. However,
the instructions: were. not applicable to-multi-
family:. pro,ecti and home mortgage properties
operated -as rental projects. The instructions
mmnntemmlmmmnoon-
tinue. in- force until the expiration of cusrent
policies, and that area broker contracts
awarded subsequent to February 1, 1968, will
carry a revised clause which eliminates FHA‘s
requirements for the subject insurance.
(B-114860, August 15, 1966)

POSTAL SERVICE ACTIVITIES

8. MODERNIZATION OF THE
POSTAL FIELD SERVICE-In a December
1967 report to the Congress, we expressed the
opinion that the Post Office Department
could achieve substantial savings and improve-
ments in service through modernization of the
basic concepts of operation of post offices.

Our review showed that about 33,000 in-
dependent post offices, with few exceptions,
processed their own incoming and outgoing
mail and were responsible for their own ad-
ministrative and financial functions. We con-
cluded that this fragmented opcration must
be modernized if satisfactory and economical
mail service is to be provided in an era of
growing as well as shifting population. rapidly
expanding mail volume, swifter methods of
transportation, and increasing availability of
sophisticated machines adaptable to speedy
processing of mail in mass volumes.

We recommended that the Postmaster
General (a) establish plans and procedures to
implement the consolidation of mail- process-
ing operations and the centralization of the
administrative and financial functions of post
offices, (b) discontinue the practice of includ-
ing the name of a city or community in the

postmark, and (c) discontinue the general pol-
icy of considering the consolidation or discon-
tinuance of an independent post office only
when there is a postmaster vacancy.

We recommended also that the Congicss
consider amending present statutes to elim-
inate certain restrictions against the consolida-
tion of post offices and to provide that the
primary criteria for the establishment, discon-
tinuance, or consolidation of post offices be
the efficiency of the service and the economy
of operations.

Prior to the issuance of our report, the
Deputy Postmaster General advised us that
the Department generally agreed with the de-
sirability of consolidating mail-processing op-
erations and of centralizing administrative and
financial functions of post offices. He said,
however. that, although the elimination of
city and community names from postmarks
would present no operational problems, the
Department did not consider the action neces-
sary to accomplish further consolidation of
mail processing.

Subsequent to the issuance of our re-
port, the Deputy Postmaster Gencral in-
formed the Chairman of the House Commit-
tee on Government Operations of certain new
objections to consolidating the processing of
incoming mail and stated that the elimination
of community names from postmarks would
hamper the criminal investigation work of
postal inspectors. We believed that these ob-
jections had little merit and advised the Com-
mittee Chairman of our views in a letter of
rebuttal. (B-114874. December 7, 1967)

PUBLIC ASSISTANCE
PROGRAMS

§2. ESTABLISHING RATES OF PAY-
MENT FOR NURSING HOME CARE--In our
review of the policies and procedures of the
Department of Health, Education, and Wel-
fare (HEW) relating to Federal financial par-
ticipation in costs incurred by State govern-
ments in providing for nursing home care. we



tound a great diversity between the methods
emptoyed by the various States to establish
payment rates for such care. In addition, our
review ol puyment rates cstablished by the
State of Massachusetts raised questions as to
the soundness of the States’ rate-making pro-
cesses, the reasonableness of the rates them-
selves, und their application.

Qur review revealed that, slthough HEW
had for several years administered Federal fi-
nancial participation in the costs incurred by
States for nursing home care provided to wel-
fare recipients. it had not issued guidelines to
the States concerning appropriate or accepl-
able methods of estublishing rates of payment
for such cure. We found also that HEW had
not required the States Lo incorporate in their
State plans a description ol the methods used
te establish payment rates for nursing home
care and had nol issued any directives to per-
sonnel responsible for the review of State
plans or State administration relative to evalu-
ating the reasonableness of the methods used
by the Stutes in establishing nursing home
care payment rates.

HEW officials agreed that there was a
need for Federal guidance to the Stales as to
the appropriute or acceptable methods of es-
tablishing rates of payment for musing home
care. they pointed out that they had been
working on the problem for some time but
had been delayed by the need for more data
and experience with the various methods of
establishing rates of payment.

In our report to the Congress in October
1967, we expressed the belie! that, because of
the substantial and steaddy increasing
amounts of Federal expenditures being made
for nursing home care, HEW should vigor-
ously pursue completion of its criteria and re-
quirements to guide the States at the earliest
practicable date.

We recommended that the Secretary of
Health, Education, and Welfare take the nec-
essary action to expedite the formulation and
issuance of appropriate criteria and require-
ments for guiding the States in the estabiish-
ment of rates of payment for nursing home
care under public assistunce programs. We rec-
ommended also that the Secretary (a) require

that State plans include a descriptios
methods and procedures to’be
lishing nursing home payme
institute effective policies and’
the review and evaluation of me ;
procedures actually used by the States:in d e
termining payment rates.

ln March 1968, HEW stat__ed .that further__

nursing home rates, in the I:ght of prowsiqns'
of Public Law 90-248 amending the Social Se-
curity Act. With respect to the. need for effec-
nve polmes and pro:.edures for the -mww

prog_.mm rurlew of Sldtb medlcal--:ca,
tration under tite XEX of the Social:Security
Act and that the HEW Audit Agency would
also examine into the State-administered pro-
grams, as part of its ongoing audit- activities.
(B-114836, October 31, 1967)

§3. ALLOCATION OF COSTS OF

LOCAL GOVERNMENT TO ME
SISTANCE FOR THE AGED-‘.‘. 10
reviewed certain aspects of the
charges for inpatient hospital ciifé suppli ;
the Wayne County General Hospital, Wayne
County, Michigan, to recipients under the
federally aided Medical Assistance for the
Aged program authorized by title 1 of the
Social Security Act. Our review sho_w_c_e__d_: that,
for a 44-month period covered by ourseview,
Wayne County included, in its.claims fot: infir-
mary care reimbursement, about $352;000 of
certain county government expenses that, in
our opinion, were unrelated to the Wayne
County General Hospital operations. Ofthat
amount, about $223.000 represented the
Federal share.

The unrelated expenses consisted of cer-
tain county government administrative ex-
penses that were incurred in connection with
(a) the County Treasurer, (b) the County
Burcau of Taxation, (¢) the County Tax Allo-
cation Board, (d) the County Board of Au-



ditors, and (¢) the County Board of Supervi-
sors. HEW: field representatives:ind State wel-
fare my officials agrced in general with

ouir' view: that the above types:-of administra-

tive expenses of local government used: in ar-
riving at the rate of reimbursement for infir-
mary care at the Wayne County General
Hospital: were not specifically related to the
hospital operations.

In a report to the Acting Secretary.
Department of Health. Education. and Wel-
fare; we recommended that action be taken to
expedite: the: forrnulntlon and issuance of ap-
pfopnate criteria and guidelines to assist the
States in' determining the types of and the
extent to which expenses incurred by local
governmental bodies may be considered in
determining reimbursement for costs of pub-
lic -hospital care borne by the Government.
We stated that such action at the carliest prac-
tical date would, in our opinion. serve to
improve the financial administration of the
medical care programs by helping to avoid ex-
penditure of Federal funds on the basis of
unrelated costs.

In June 19068 the Assistant Sccretary.
Comptroller. HEW. informed us that HEW
agreed with our recommendation and that it
would advise us of the specific steps being
taken to implement our recommendation.
(B-1 148306, April 3, 1968)

54. ADMINISTRATION OF THE
PRESCRIBED-MEDICINE PROGRAM--On
the basis of our review ol certain aspects of
the administration of the prescribed-medicine
program for welfare recipients in the State ol
Florida, it was our opinion that the adminis-
tration of federally aided public assistance
programs would be improved by the adoption
of a definite Federal policy governing condi-
tions under which the States may contruct for
administrative services and be cligible for
Federal participation in the costs incurred for
such services under these programs. Also. our
review indicated a need for more thorough
reviews of contract operations by the Depart-
ment of Health, Education. and Welfare
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(HEW) to provide assurance that the programs
are being administered economically.

In 1958, HEW approved the Florida
State plan authorizing the State welfare
agency to contract with the State Pharma-
ceutical Association for the administration of
its program for providing prescribed medicine
for welfare recipients. Our revicw showed,
however. that HEW had not required the
State to follow its instructions that periodic
validation be made of the contract charges for
administrative services, to cnsure that con-
tracting for the services was the most econom-
icul method of administering the program.
Officials of HEW informed us that neither re-
gional representatives of HEW nor representa-
tives of HEW’s Audit Agency had performed
any reviews of the administration of the pre-
scribed-medicine program in the State of
Florida for the purpose of ascertaining
whether the program was being administered
economically.

During our review. we requested the
Florida State welfare agency to perform a
cost study to determine the estimated costs of
its performing the administrative services for
I year. A comparison of the agency-computed
estimated costs with the actual payments
made for the adminis rative services in fiscal
vear 1964 indicated that the cost ot admin-
istering the program could have been reduced
il the State had performed these services for
itself. We expressed the belief that similar cost
reductions in the amount of Federal participa-
tion would have been indicated had the State
welfare agency prepared a cost comparison at
an carlier date.

In a report submitted to the Congress in
December 1967, we expressed the view that
HEW's polmc% governing Federal financial
participation in (he administrative costs of
State public assistance programs were not suf-
liciently specific to protect the Government’s
interests. We also expressed the view that
HEW should issue more definite pelicies gov-
erning Federal participation in administrative
costs.



HEW stated that a policy had been is-
sued for the States to follow in contracting
for administrative services in connection with
their medical assistance programs. HEW stated
also that. although the policy was related to
title XIX of the Social Security Act and it had
peen issued as a part of HEW’s Handbook of
Public Assistance Administration concerning
medical care programs operated by the States
under that title. the policy provisions were to
be applied in the review and approval of simi-
tar contracts under all federally aided public
assistance programs.

In our report we pointed out that. while
the policy referred to by HEW imposed cer-
tain requirements on the States. which they
must meet when contracting for adminis-
trative services. it did not. in our opinion, pro-
vide specific guidelines concerning the condi-
tions which a Stute agency should consider in
determining whether to contract for such ser-
vices and be eligible for Federal financial par-
ticipation in the cost incurred by the State.

We recommended that the Secretary of
Health. Education. and Welfare require that
HEW's policy relating to the contracting for
administrative services be expanded to include
specific guidelines concerning the conditions
under which States may contract for admin-
istrative services and be ¢ligible to claim Fed-
eral financial participation in the costs in-
curred under the contracts. We recommended
also that the Secretary require that HEW
make the necessary reviews to help ensure
that the States are complying with the guide-
lines. (B-114836, December 13, 1967)

55. FEDERAL PARTICIPATION (N
COST OF ADMINISTRATIVE SERVICES--
Our review of the administration of the pre-
scribed-medicine  program for welfase recip-
ients in the State of Florida revealed that pay-
ment’ for the amount of Federal financial par-
ticipation applicable to the coniract charges
for administrative services was made to the
State at a rate which. in our opinion, was
higher than appropriate under the applicable
provisions of the law. As of July 1, 19685, the

Department of Health, Education, and Wel-
fare (HEW) had reimbursed the State of
Florida about $107,000, which, we believe,
was excessive because HEW had permitted the
State to clim Federal participation in the
contract service charges at the rate of partici-
pation applicable to welfare assistance costs
rather than the rate applicable to administra-
tive costs,

After we brought this matter to their at-
tention, HEW officials notified the State that
the service charges paid under the contract
would no longer qualify for Federal reim-
bursement at the rate of Federal participation
applicable to welfare assistance costs. HEW,
however, did not require the State to refund
to the Federal Government the overpayment
amounts for prior periods. In our report to
the Congress, we recommended that the Sec-
retary take action to recover the excess
amounts. (B-114836, December 13, 1967)

66. ADMINISTRATIVE EXPENSES
OF PUBLIC ASSISTANCE PROGRAMS--Our
review of the Department of Health, Educa-
tion, and Welfare's (HEW's) financial partici-
pation in audministrative costs of public assis-
tance programs in Los Angeles and San Diego
Counties in California revealed a need for
improvement in controls over State adminis-
tration of federally aided public assistance
programs. On the basis of our review, we esti-
mated that payments of as much as $1.5 mil-
lion made by HEW to the State of California
for the administration of such programs were
questionable because:

~Cases assigned lo social workers
were in excess of the workload
standards established for each
worker for qualifying his salary
for 75-percent Federal financial
parlicipation.

--Salaries and lees of certain medi-
cal consuliants were claimed for
75-percent, rather than 50-percent,
Federal tinancial participation.



-Ineligible welfare recipients were
included in the numerical basis for
allocating administrative costs to a
federally aided public assistance
program,

--Certain expenses were inequitably
altocated to federally aided pubiic
assistance programs.

In commenting on our findings, HEW ad-
vised us that both State and Federal welfare
officials had been aware of the major prob-
lems presented in our report and that, where
appropriate. corrective action had been taken.
HEW also stated that the growing complexity
of public assistance programs since 1962 had
made it necessary to consider the develop-
ment of additional methods of Federal super-
vision and control. such as widening the scope
of the Federal administrative review, and that,
in linc with our proposals, HEW would con-
sider whether formal Federal reviews should
_begin soon after a program was expanded.

In a report submitted to the Congress in
December 1967. we expressed the view that
the results of our review clearly demonstrated
the need for HEW to give particular attention
to new or significantly revised public assis-
tance programs during the early stages of their
implementation, to minimize the occurrence
of deficiencies of the types which we had
noted and to ensure prompt corrective action
when necessary. We recommended that the
Secretary of Health. Education. and Welfarc
require that prompt attention be given to the
development and implementation of the addi-
tional methods contemplated by HEW to en-
sure that the public assistance programs are
properly and efficiently administered by the
States. We recommended also that. in the
development of such additional methods. the
Sccretary give particular attention to the need
for timely reviews of State and local opera-
tions of federally aided public assistance pro-
grams during the initial stages of operations
under new or substantially revised programs.
(B-114836. December 6, 1967)

57. FINANCIAL ASSISTANCE TO
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WELFARE RECIPIENTS--Our review of prac-
tices and procedures followed by certain local
welfare agencies of the Missouri Division of
Welfare in determining the amount of finan-
cial assistance to be paid to recipients under
the program of aid to families with dependent
children (AFDC), revealed that the periodic
use by the State welfare agencies of carnings
information, available at public agencies, may
be helpful in the administration of the pro-
gram. Such earnings information would bring
to the attention of welfare agencies income
available to the recipients for mecting their
current needs which was not reported nor
considered in establishing the amount of fi-
nancial assistance to be paid to recipients.

We estimated that, for the 18-month
period covered by our review--January 1965
through June 1966-AFDC recipients in Mis-
souri miay have been paid as much as
$135.000 in Federal and State funds which,
in our opinion, would not have been paid had
certain information on their carnings, ave ™ -
able from the Missouri Division of Employ-
ment Security. been requested and utilized by
the local welfare agencies as a check against
the income reported by recipients and consid-
cred by the ugencies in determining the
amounts of financid assistance to be paid.
The Federal share of this amount was about
$98.000.

In a report to the Sccretary of Health,
Education. and Welfare, we expressed the
view that reductions in expenditures in
Federal-State funds in the various States may
be possible under the AFDC program.
through the adoption of procedures which
would provide. certain eanings information
to the State welfare agencies, at regular inter-
vals and thereby assist these agencies in deter-
mining the propriety of the amounts of finan-
cial assistance being paid to those receiving
aid under this program.

We rccommended that the Department
of Health, Education. and Welfare initiate a
study of the practices followed by the welfare
agencies in a selected number of States, to
satisfy itself as to the continuing propriety of



amounts of financial assistance being paid to
AFDC recipients. in order to determine
whether State welfare agencies should be ¢n-
couraged to use, on a regular basis, informa-
tion from public records. such as those of the
State employment scrvice. as a check against
the reported earnings of the recipients.
(B-164031, May 29, 1968)

58. PERIODIC REDETERMINATION
OF ELIGIBILITY--Our review revealed that
certain local welfare agencies of the Missouri
Division of Weltare had nol performed the re-
quired redetess.inations of the eligibility of
recipients under the program ol aid to fami-
lies with dependent children (AFDC) within
the time limits prescribed by the Department
of Health, Education. and Welfare (HEW). In
its Hardbook of Public Assistance Adminis-
tration, HEW requires that the ¢ligibility of
persons receiving assistance under the AFDC
program be redetermined by the Stale agen-
cies at least once every 6 months. As a resull
of the failure of the agencies to perform the
eligibility determinations. Federal [linancial
participation was made available Tor periods
of time in which. upon a subscquent redeter-
mination of eligibility. it was ascerlained that
recipients were ineligible for assistance.

We estimated that clasims amounting to
between $24.000 and $34.000 were made by
the State during un 8-month period covered
by our review, which were not proper lor
Federal financial participation, We also found
that on December 31. 1967, there were about
4.700 AFDC cases which had not been rede-
termined during the previous 6-month period.

In line with our suggestions, the Misouri
Division of Wellare implemented procedures
in January 1967, aimed at identifying closed
cases requiring an adjustment of claims for
Federal financial participation. Subsequently,
the Missouri Division of Welfure reduced by
$19.939 the amount ol Federal funds previ-
ously claimed for cases which had been closed
in January 1967 and for which adjustiments
were appropriate. We werce advised that the
State would make additional adjustments in

its claim, as warranted, for cases closed in sub-
sequent months but that it did not: plan to
make any adjustments for claims made by the
State for cases that had been closed prior to
January 1967.

We expressed the view that adjustments
in Federal funds for cases closed prior:to Jan-
uary 1967 appe.lrcd to be warranted and that
HEW should examine into this matter for the
purpose of determining whether the State
should be required to make the nec.essary
adjustments of prior claims for Federal finan-
cial participation in such cases.

We recommended that the Secretary,
HEW, initiate a survey in a selected number of
Stales to determine, on a current basis, the
extent to which the State agencies are per-
forming the required redeterminations of
eligibility of AFDC recipients within the pre-
scribed time intervals and that, if warranted
by the results of the survey, assistance and
euidance be given to State welfare agencies to
help ensure that such redeterminations are
performed on a timely basis in order to mini-
mize unwarranted Federal-State payments to
ineligible AFDC recipients. :

We rccommended also that such survey
include examination into whether the State
wellare agencics are properly adjusting their .
prior cluims for Federal financial participation
when recipients arc found to be ineligible for
periods during which the required reinvestiga-
tions of cligibility have not been pertormed.

In addition, we recommended that the
Secretary provide for a review concerning the
AFDC cases which were closed in the State of
Missouri prior to January 1967 for the pur-
pose of determining whether the State welfare
agency should, in view of the pertinent HEW
regulations, mike such .Idjustmmts as appear
to be appropriate for any improper cliims
made by the State for Federal financial partic-
ipation. (B-164031, May 29, 1968)

59. QUALITY CONTROL SYSTEM
FOR EVALUATING ELIGIBILITY DETER-



MINATIONS--In our review of the quality
control system established for cvaluating eligi-
bility determinations made under the feder-
ally aided public assistance programs in the
State of California. we noted that a persis-
tently high number of defective case actions—
fuilure to follow State-prescribed methods in
establishing eligibility~were being identified
by the California Department of Social Wel-
fare, as cvidenced by the reports on quality
controt findings and activities submitted by it
to the Department of Health, Education, and
Welfare (HEW). Administrative reviews that
were made by the HEW San Francisco Re-
gional Office indicated. as did the State qual-
ity cuntrol reports. a need for definite con-
structive action to eliminate the sustained
high level of defect rates noted during the re-
view of certain case actions,

In a report to the Administrator, Social
and Rehabilitation Service, HEW, in Novem-
ber 1967, we expressed the view that, becausg
of the high defect case action rate experience
and the State’s apparent inability to improve
the administration of the quality control
system. the Social and Rehabilitation Service
should take action to assist the State in mak-
ing those improvements necessary to help
ensure a reduction in the reported defective
case actions.

There also appeared to be a need for im-
provements in (a) the State’s supervision over
the case action inventory and sampling proce-
dures followed by local welfare agencies and
(b) the State’s follow-up procedures relating
to local agency actions taken to help preclude
payments to ineligible recipients.

Qur review of selected transactions at a
number of district offices of the Los Angeles
County welfare agency showed clerical and
administrative errors in compiling inventories
of case actions and in preparing sampling lists.
These errors resulted in the omission of cer-
tain case actions from the inventories and the
inappropriate sampling of case actions for re-
view, While State quality control procedures
require that the State representatives :2st the
adequacy of the county welfare agency’s in-
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ventory and sampling procedures at least once
every 6 months. our review did not show that
thes_e tests were being performed and the es-
tabbshe:d procedures did not require docu-
mentation of the resulls of the fests. We ex-
pressed the view that the tests of the ade-
quacy of the county welfare agency’s inven-
tory and sampling procedures should be per-
formed and that the results of such tests be
appropriately documented,

Our review also showed that the State’s
follow-up procedures did not require county
v-:elfare agencies to report to the State on the
disposition of cases for which quality cantrol
repwsentativcs had provided information re-
lgt!ng to payments tg reciplents whose eligi-
bility was questionable and to overpayments
to eligible recipients. In such cases, the local
we!l'-are agencies are required by existing regu-
lations to take the necessary action to help
prevent and/or correct any errapoaus pay-
ments; however. our review shawed that cor-
rective action was not always being taken. We
expressed the view that the full benefits of
the quality control system were not being ob-
tained in that the thepwxisting practices pro-
vided no assurance to the State welfare
agency that those cases identified as involving
cither questionable eligibility or overpay-
ments would be carrected by the county wel-
fare agencies.

We expressed the view also that proce-
dures for follow-up action by the State wel-
fare agency should be established to help
ensure that the necessary ¢orrective measures
would be taken in cases where questionable
eligibility and overpayments were being
brought to the attention qf the local welfare
agency.

By letter dated April 16, 1968, the
Deputy Administrator, Social and Rehabilita-
tion Service, agreed that the State agency had
difficulty in making full use of quality control
findings. He stated that the State was moving
from a county to a State quality control
system and that simplified methods of deter-
mining eligibility then being introduced were



expected to change the incidence of case ac-
tion defects very substantially in the aduit
categories. The Deputy Administrator stated
also that the regional office would continue
to work with the State toward reducing the
sources of error that were tound to be contin-
uing under the changed methods of adminis-
tration. He stated further that the California
program was in a period of such extensive
change that it seemed best to use our findings,
which paralleled those of their own continu-
ing administrative review, as background for
advice and assistance as the current situation
took more definite shape. (Report to Admin-
istrator, Social and Rehabilitation Service,
Department of Health, Education, and Wel-
fare. November 20. 1967)

RAILROAD RETIREMENT ANNUITIES

60. USE OF SUMMARIES IN SUP-
PORT OF DISABILITY DECISIONS--In Au-
gust 19067 we rcported to the Railroad Re-
tirement Board that. in our opinion. sum-
maries of the rationale supporting disability
decisions would uid the Board’s professional
staff in evaluating the issues invoived in such
decisions and would provide a control device
for noting issues needing later attention. In
making initial disability decisions. the Board’s
staff depended either on mental retention of
its analyses or on informal notes which were
not retained. In making later decisions, the
staff had to review the entire file and recon-
struct the cvidence previously considered and
the weight accorded to it.

Board officials informed us that they
considered their files suitable to their necds.
They also stated that (a) neither the Social
Security Administration (SSA) nor the Vet-
erans Administration (VA) had expressed dif-
ficulty with the Board’s records and (b) the
cost of making the Board’s records more un-
derstandable would not be warranted.

We pointed out to the Board that both
SSA and VA required decision summarigs
showing the rationale supporting disability de-

cisions. We also informed the Board that VA
had instituted decision briefs, more:

years carlier, because it had found'that; with-
out such briefs, it had to review entire files to
reconstruct the probable bases of prevtou%'dls-
ability decisions, and such reviews were very
time consuming and required much conjec-
ture. We informed the Board further that, al-
though no cost data had been presented to us,
it was our opinion that the initial cost of de-
cision briefs would very likely be offset by
more cffective and efficient evaluations of
later evidence indicating changes in the annu-
itants’ medical or vocitional status.

We recommended that the Board in-
stitute procedures requiring the use of de-
cision summaries as a part of the documenta-
tion supporting disability decisions. In August
1967 the Chairman, Railroad Retirement
Board, advised us that summaries would be
used in support of disubility decisions. Proce-
dures were issued in March 1968 fully imple-
menting the use of decision summaries as an
aid in evaluating disability decisions.
(B-159054, August 10. 1967

61. OBTAINING INFORMATION TO
OETERMINE DISABILITY STATUS OF
CHILD ANNUITANTS--We reported to the
Railroad Retirement Board in August 1967
that annuity payments to certain disabled
child annuitants had been continued for ex-
tended periods after the annuitants had ob-
tained employment because of delays in ob-
taining current information concerning tllelr
employment or in following up on inferential
evidence supgesting changes in the annuitants’
medical or vocational status,

We learned that, after we brought our
findings concerning these delays to the atten-
tion of the Board, the Board revised its re-
porting procedures to more currently obtain
information concerning changes in the medi-
cal or vocational status of disabled child an-
nuitaats. (B-159054, August 10, 1967)




RESEARCH AND DEVELOPMENT
PROGRAMS

62. APPROACH TO CONDUCTING
MAJOR RESEARCH AND DEVELOPMENT
PROJECTS--We made a review of the adminis-
tration, by the National Science Foundation,
of Project Mohole which was designed to pen-
etrate the mantlc of the earth by drilling
through the earth’s outermost crust, and
which was discontinued by action of the Con-
gress. In our report of April 1968 to the Con-
gress on the results of our review. we sug-
gested that the Foundation consider an alter-
native approach in conducting futurec major
research and development projects involving
totally new or exploratory concepts,

Among the underlying factors which led
the Congress to refuse further funds for con-
tinuation of the project were the steady esca-
lation of the estimated cost and the time re-
quired to complete the project. These esti-
mates increased from $46.7 million to $127.1
million and from 5 to 8-%2 years. Our report
contained an analysis of the reasons for these
steady increases and pointed out that under the
approach followed by the Foundation—-whereby
a single contract was entered into for the
entire project before solution of the basic en-
ginecring problems associated with drilling in
the deep ocean to the required depths—the
Foundation was not in a position to deter-
mine adequately that the project objectives
were worth the money and resources neces-
sary to attain them. Yet it was totally com-
mitted to the project.

We suggested an alternative approach for
the Foundation to consider in conducting fu-
ture major research and development projects
involving totally new or exploratory concepfs,
calling for the projects to be conducted in a
number of sequential phases. Each phase
would represent a specific limited agency
commitment whereby the agency would de-
termine the feasibility of the project objec-
tives, the means for attaining these objectives,
and the necessary commitment of money and
resources. Also, we recommended that the
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Foundation establish written guidelines for
accomplishing future research and develop-
ment projects of a complex and exploratory
nature in appropriate sequential phases. The
Foundation informed us that a review would
be made of its instructions relating to the ac-
complishment of large research projects and
that written guidelines would be prepared
where appropriate. (B-148565, April 23,
1968)

63. CLARIFICATION OF PROGRAM
OBJECTIVES--Our review of the administra-
tion of grants awarded for the operation of
the Oregon Regional Primate Rescarch Center
revealed that there was a need for the Na-
tional Institutes of Health (NIH), Department
of Health, Education. and Welfare (HEW), to
review the visiting scientists program as it has
been conducted at the Center and to clarify
the concept and objectives of the program.
This program has been described by NIH as
providing the use of animals. equipment. and
laboratory space to interested scientists from
other parts of the United States and abroad
who wish to use the facilities of the Center in
carrying out the objectives of their own re-
searen projects,

From May 1961 to April 30, 1966. the
Oregon Center expended about $418,000 for
the operation of the visiting scientists pro-
gram. Approximately $286,000 of these
funds were expended for salaries and related
expenses of individuals who did not seem to
meet the concept of “visiting scientists™ as
expressed in various program documents and
explanatory statements by NIH. It appears
that the Center. in some instances, used these
funds for recruiting personnel and supple-
menting salaries of permanent personnel
rather than providing for individuals inter-
ested in pursuing their own research projects
at the Center.

We recommended in our April 1968 re-
port addressed to the Sccretary of HEW that
NIH. in its revised policy statement. clarify
the concepts of, and the objectives to be ac-
complished by. the visiting scientists program



and the manner in which it is to be carried
out. In particular, we recommended that the
progrim  policy statement (a) more clearly
define the criteria that individuals should
meet in order to participate in the visiting sci-
entists program and (b) require formal appli-
caltions from prospective participants, present-
ing information that would enable the Center
and, if necessary. NIH to determine whether
their qualifications were acceptable. We rec-
ommended also that NTH evaluate more realis-
tically the amoum of grant funds that could
be effectively and fruitfully spent for the pro-
gran.

In July 1968, the Department issued
guidelines which clarified the concepts of, and
the objectives to be accomplished by, the vis-
iting scientists program and strengthened ap-
plication procedures. In addition, we were
advised that consideration would be given to

our other recommendation. (B-157924, April
1. 1968)

64. SIMPLIFICATION OF AC-
COUNTING RECORDS AND ADMINIS-
TRATIVE FUNCTIONS--We made a review
of grants awarded for the operation of the
Oregon Regional Primate Research Center,
one of several centers financed by the Na-
tional Institutes of Health (NIH), Department
of’ Health, Education, and Welfare (HEW), to
conduct studies in health research with the
use of subhuman primates. The grants are re-
ceived and accounted for by a private non-
profit foundation. Our review indicated that
savings could be realized by consolidating the
accounting records and related financial re-
view functions that were maintained and per-
formed by both the toundation and the Cen-
ter. We found that such consolidation should
result in a reduction of the foundation’s cleri-
cal workload and, inasmuch as approximately
90 percent of the foundation’s clerical salaries
are financed through the NIH grants, bring
about a reduction in program costs. We esti-
mated such reductions would amount to
about $10,000 a year.

In response to our recommendation for
simplification of the grantee’s recordkeeping

and review functions, contained in our report
to the Secretary issued in Apnil 1968, HEW
advised the Bureau of the Budget and our Of-
fice that NIH would request the foundation
to consolidate accounting records and admin-
istrative functions and to simplify these func-
tions wherever NIH considers it advisable and
that the information presented by us would
be considered by NIH in its review of the
grantee’s administrative activities. (B-157924,
April 1, 1968)

65. REPORTING OF RESEARCH
€OSTS--Our review of grants made by the
National Institutes of Health (NIH), Depart-
ment of Health, Education, and Welfare
(HEW), for the operation of the Oregon Re-
gional Primate Research Center showed sev-
eral cases in which the costs of research proj-
ects had not been accurately reported by the
grantee or charged to the proper grant ac-
count. Our review showea that (a) time-and-
effort reports of some Center personnel had
been prepared on the basis of grant funds
available rather than actual effort expended,
(b) some grantee activities supported by non-
Federal grants had been improperly charged
to NIH grants, and (c) salaries had been paid
to individuals prior to their arrival at the Cen-
ter, apparently to cover travel or relocation
expenses, without being properly reported
and authorized. In our report to the Secretary
of HEW, we recommended that NIH
emphasize to the grantee that the Center
should record and charge salaries to the grants
on the basis of time expended rather than on
the basis of availability of grant funds, anu
that, to prevent possibl: misuse of grant
funds, NIH require that salary payments to
staff members at the Center be restricted to
periods of actual employment and that pay-
ments for other employee benefits be sepa-
rately authorized and accurately reported.

In May 1968 HEW advised the Bureau of
the Budget and our Office that NIH would
take the action recommended in our report or
discuss it with the grantee, but noted that also
the recent revision of the Bureau of the Bud-
get guidelines for time-and-effort reporting



under research and development grants and
contracts would eliminate some of the prob-
lems: commented on by us. (B-157924, April
1, 1968)

SELECTIVE SERVICE ACTIVITIES

66. ADMINISTRATION OF REGIS-
TRANTS Tﬂ‘AVEL-\Ve found that not all
local draft boards sent Selective Service Sys-
tem (SSS) registrants to the nearest Armed
Forces Examining and Entrance Station
(AFEES) for preinduction examinations or in-
duction. into the Armed Forces. Data relating
to 2.089 local boards in 24 States showed
that 196 of those boards were not sending
reglstrants to the nearest AFEES. A detailed
review of reglstrant travel in 42 of the 196
boards indicated that savings of about
$67,000 could have been realized if 26 of the
42 boards had sent registrants to the nearest
AFEES. If the conditions at those boards
were typical of the conditions at other
boards, we estimated that, nationwide, the
SSS could have saved about $600,000 in fiscal
year 1966 if registrants had been sent to the
nearest AFEES.

The Director of Selective Service, in
commenting on our findings and proposals,
stated that reviews would be made of the
movements of men to examining stations and
that changes would be made where appropri-
ate. He expressed the belief, however, that the
annual savings would not be as substantial as
our estimate. The Assistant Secretary of De-
fense (Manpower) informed us that the De-
partment of the Army would cooperate with
the Selective Service System in this matter.

In a report to the Congress i1t December
1967, with a view toward ensuring continued
management atteution to ihis matter, we rec-
ommended that the Director of Selective Ser-
vice broaden the scope of reviews made dur-
ing supervisory field visits by National Head-
quarters officials, including internal auditors,
to include adequate coverage of the adminis-
tration of registrant travel.

We noted that, as a result of our review,

local boards in two of the States mentioned in
our report began sending registrants to the
nearest AFEES. This change will result in sav-
ings of about $33,700 annually. Agency con-
sideration and action on our recommendation
as it applies to other sections of the nation are
not yet complete. (B-162111, December 26,
1967)

87. CONSOLIDATION OF LOCAL
DRAFT BOARDS--The Universal Military
Training and Service Act (Public Law 90-40
changed the name of this act to “Military
Selective Service Act of 1967") permits the
Selective Service System (SSS), under certain
conditions, to consolidate local county draft
boards. We found, however, that the SSS had
not established criteria and guidelines to im-
plement this provision of the act. As a result,
local boards in only 10 States, Puerto Rico,
and the Virgin Islands had been consolidated
in accordance with the act. We estimated that,
if certain boards in eight of the States in-
cluded in our review were consolidated,
$466,000 in costs of personnel, office space,
and telephone could be saved annually. We
believed that greater savings would be possible
if local boards were consolidated nationwide.

Moreover, we determined that, if con-
solidations of local boards were not made, an
alternative could be the centralization of only
the clerical portion of certain board’s op-
erations, which we estimated would result in
annual savings of $426,000.

We brought these matters to the atten-
tion of the SSS and proposed that certain
local boards be consolidated. The Director of
Selective Service disagreed with our proposal
primarily because (a) registrants would be re-
quired to travel greater distances and (b) the
personal relationship and confidence which
existed between the registrant and his local
board members and local board clerk would
be diminished.

_ In considering SSS’s comments, we
pointed out that under our proposals regis-
trants would not have to travel greater dis-



tances than they were being required to travel
in larger counties and in existing intercounty
local board areas and that, in intercounty
boards, each county was represented by a lo-
cal board member.

Accordingly, in a report to the Director
of Selective Service in October 1967, we rec-
ommended that he (a) establish appropriate
guidelines for use by the State directors in
identifying those areas where savings can be
realized by consolidating either local draft
boards or the clerical operations of local
boards and (b) encourage State officials to
consolidate wherever they determine that
such action will result in greater efficiency
and economy in operations. (B-162111, Oc-
tober 30, 1967)

SLUM CLEARANCE AND
URBAN RENEWAL ACTIVITIES

68. ADMINISTRATION OF URBAN
RENEWAL REHABILITATION ACTIV-
ITIES--We reviewed the rehabilitation activ-
ities admimistered by the Renewal Assistance
Administration, Department of Housing and
Urban Development (HUD), in federally as-
sisted urban renewal projects in Cleveland,
Ohio, with emphasis on the University-Euclid
Project No. | which represented one of the
largest rehabilitation projects in the country.
In a January 1968 report to the Congress, we
expressed the belief that HUD needed to take
more effective action if the voluntary rehabili-
tation component of the project was to meet
the urban renewal objectives. Although the
project had been in execution in excess of §
years and the costs of administering the re-
habilitation phase of the project had already
amounted to more than twice the amount
originally budgeted for that purpose, little
had been accomplished in relation to the re-
habilitation objectives of the program.

We expressed the belief that the factors
contributing to the limited accomplishments
in this project included (a) the lack of ade-
quate feasibility studies to identify the eco-

nomic problems of rehabilitation and to de-
termine the capability and willingness of
property owners to voluntarily rehabilitate
their properties, (b) the failure to carry out an
orderly plan to obtain voluntary rehabili-
tation, (c) the failure to meet, on a umely
basis, city commitments to provnde pubhc im-
provements and necessary city services, and
(d) the lack of adequate housing codes and
the lack of effective code enforcement on
recaicitrant property owners.

HUD was aware that the project was not
meeting its objectives, and it took certain
steps with respect to limiting Federal financial
support for Cleveland’s urban renewal pro-
gram until the city could demonstrate a
capacity to meet existing urban renewal com-
mitments. We expressed the belief, however,
that HUD did not exercise sufficient leader-
ship and leverage soon enough to encourage
or persuade the city to perform in accordance
with its commitments under the urban re-
newal plan.

Residential rehabilitation is a difficult,
complex job which involves both economic
and social problems. We expressed the belief,
however, that had an organized and realistic
effort been made to assess the feasibility of
the project, set specific project goals, and
move toward their accomplishment on a
timely and efficient basis, substantial progress
could have been achieved in accomplishing re-
habilitation or at least in identifying the spe-
cific problems needing resolution to permit
voluntary rehabilitation or other urban re-
newal treatment to 2o forward.

We pointed out that, in our opinion,
there was a definite need for an orderly ap-
proach to identifying and resolving the vari-
ous basic and complex problems impeding the
progress of the project,

One of the significant problems which
needed to be resolved concerned the eco-
nomics of voluntary rehabilitation. A factor
impeding the progress of rehabilitation ap-
peared to be the inability of many individuals



purchasing properties through the use of land
contracts—a device by which a seller retains
title to property as security for the unpaid
balance of its purchase price-to qualify for
Federal loans and grants to rehabilitate their
properties because the fair market values of
the properties were often less than the exist-
ing debts on the:properties and they were al-
ready paying a substantial portion of their in-
come on housing.

Another factor appeared to be the lack
of sufficient incentive for absentee owners of
income-producing properties to spend the
money needed for voluntary rehabilitation,
especially for multiple-family buildings, when
they might not be able to recover the addi-
tional investment because the housing was lo-
cated in a low-income area in which a large
percentage of the households already paid
substantial portions of their income on hous-
ing.

The Department indicated general agree-
ment that there was an undesirable situation
in Cleveland but specifically questioned the
amount of leverage that was available to the
Government when it was not getting adequate
performance. In view of this position, we ex-
pressed the belief that it was imperative that
the Department thoroughly and objectively
evaluate communities’ proposals for urban re-
newal projects in order to arrive at an in-
formed judgment as to whether the Govern-
ment should participate in the cost of the ur-
ban renewal project.

We recommended that the Department
actively advise and guide the local public
agency in identifying and resolving the prob-
lems present in the project, in developing real-
istic objectives for the area and a workable
plan of action, and in preparing an amen-
datory application for the project. We recom-
mended also that, in view of past perfor-
mance, the Department closely monitor and
evaluate future performance and take action,
when a situation was not promptly corrected,
to allow Federal participation only with re-
spect to expenditures associated with perfor-
mance that adequately aided in the accom-
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plishment of project objectives. {(B-118754,
January 9, 1968)

TAXES

68. REPORTING OF INTEREST RE-
CEIVED BY TAXPAYERS ON FEDERAL
INCOME TAX REFUNDS-In a report sub-
mitted to the Congress in November 1966, we
stated that our review of selected Federal in-
come tax refunds made by the Internal Rev-
enue Service (IRS), Treasury Department,
showed that a high percentage of taxpayers
were not voluntarily reporting as income, in-
terest received on their refunds. Because of
our limited access to records, we could not
reasonably estimate the totai amount of such
unreported income. It was our belief, how-
ever, that, in view of the amount of interest
paid by IRS-$88.5 million in fiscal year
1964—-and on the basis of our test of transac-
tions in four district offices, considerable tax-
able income had not been reported.

Although IRS had, at the time of our
report, taken certain corrective actions to in-
crease taxpayer’s reporting of interest re-
ceived on tax refunds, no action was con-
templated by IRS concerning our proposal to
designate a line on the tax returns for “inter-
est on tax refunds.” 1t was our opinion that
such a designation would serve as a reminder
to taxpayers and would provide IRS with an
opportunity for more effectively utilizing
automatic data processing equipment to cor-
relate interest on tax refund payments with
the amount of interest reported on individual
income tax returns. We were advised that a
similar proposal had been rejected by the IRS
Tax Forms Coordinating Committec because
space on the tax returns was limited and be-
cause interest on tux refunds did not repre-
sent a large enough part of the total possible
reportable interest to justify specific identifi-
cation on tax returns.

Subsequent to the issuance of our re-
port, the IRS in revising the individual income
tax return form for 1967 specifically identi-
fied in the interest section of part ll-income



from sources other than wages, etc.—tax re-
funds as an iten of which the interest thereon
musl be reported as income.

We believe that this lafter action, to-
gether with previous steps taken by IRS on
our proposals, should substantially improve
reporting by taxpayers of interest received on
tax refunds. (B-137762, November 30, 1966)

TRAINING ACTIVITIES

70. STANDARDIZATION OF FEL-
LOWSHIP ALLOWANCES-In a report
submilted to the Congress in May 968, we
pointed out the need for Government-wide
standardization of allowances under Federal
feltowship and traineeship programs. Qur re-
view included selected programs of the Na-
tional Aeronautics and Space Administration,
the National Science Foundation, and three
constituent agencies of the Department of
Health, Education, and Welfare, which ac-
counted for the majority of all fellowships
and traineeships awarded by Federal agencies.
Estimates for fiscat year 1967 indicated that
more than 62000 fellows and trainees
received awards totaling about $422 million

under the programs included in our review.,

We found that there were varying bases
and criteria and considerable variances in
amounts allowed for stipends. dependents,
and travel. for which there was no adequate
justification from an overall Government
viewpoint. Following are examples of these
Varinces.

Predor foral stipends ranged from
a luw of $1,800 to a high of
$2 700 tur a catendar year of sup-
port for a fellow or trainee in his
tirsl year of study.

Dependency allowances, in some
programs, ranged from a low of
$375 to a high of $1,350 for a
dependent for 2n academic year
and from $500 to $1,800 for a
calendar year. Certain comparable
training grants either did not pro-

vide any dependency allowance or
did not specify the amount pay-
able for each dependent.

-Travel altowances were provided
under 24 of the 34 programs re-
viewed by us, while the other 10
programs permitted no such al-
Jowances. Among the 24 pro-
grams, some allowed a flat mileage
rate, others allowed actual cost;
some allowed for one-way travel,
others for round-trip travel;, some
provided for dependents’ Ltravel,
others did not.

We recommended that the Director, Bu-
reau of the Budget, take appropriate action to
standardize on a Government-wide basis, to
the extent considered feasible and desirable,
the allowances paid for stipends, dependents,
and travel under Federal fellowship and train-
eeship programs, taking into consideration
our views and comments as expressed in the
report.

The Bureau of the Budget and the agen-
cies whose programs we reviewed, in com-
menting on our findings, generally agreed that
there was a need for greater standardization
of fellowship and trainceship stipends and
allowances. (B-163713, May 24, 1968)

71. ELIGIBILITY OF PERSONS PRO-
VIDED WITH TRAINING SERVICES--In our
review of the procedures and practices of the
Department of Health, Education, and Wel-
tare (HEW) and the State of Pennsylvania re-
lating to the vocational rehabilitation program
in the State of Pennsylvania we found that
there were a number of weaknesses in the ad-
ministration of the eligibility aspect of the
program. These weaknesses stemmed primar-
ily from a lack of evidence to : ' quately
demonstrate that individuals being accepted
for vocational rehabilitation services had satis-
fied the governing eligibility criteria.

During our review, we selected a random
sample of cases which were reported by the



State agency as having been rehabilitated. Our
review of these cases revealed that, at the time
of determining eligibility for vocational re-
habilitation services, the State rehabilitation
counselors had not obtained, and the State
casework supervisors had not required, suffi-

handicaps to employment that resulted from
physical or mental disabilities.

In some of the cases included in our ex-
amination, there was no evidence of record
that recipients of vocational training services
had substantial handicaps to employment,
which had been caused by related disabilities.
In other cases, we found that the individuals
either werz employed or were attending col-
lege at the time they were accepted for re-
habilitation services. In other cases, we found
that individuals had been provided with train-
ing services although physical restorative ser-
vices appeared to have eliminated or substan-
tially reduced the limitations and the related
handicaps to employment resulting from their
disabilities.

Qur review also revealed that HEW had
not established maximum caseload standards
for the guidance of State vocational rehabili-
tation agencies in determining the number of
cases an individual counselor can service or
the number of counselors that an individual
supervisor can effectively manage.

During our review, we found that HEW
regional office reviews of the vocational
rchabilitation program in Pennsylvania had
shown a need for requiring stricter compli-
ance with Federal aud State criteria for estab-
lishing eligibility: however. these reviews had
been generally ineffective in bringing about
necessary corrective action. We found also
that State regional administrators had con-
ducted certain reviews of the effectiveness of
the operations of the vocational rehabilitation
program within their respective regions and
that the results of these revicws had shown
weaknesses similar to those found in our re-
view.
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In a report to the Secretary of Health,
Education, and Welfare, dated January 16,
1968, we stated that the results of our review,
as well as those reviews performed by Federal
and State officials, demonstrated that the
problems associated with the determination
of eligibility of individuals for services under
the vocational rehabilitation program had ex-
isted for some time and, consequently, were
subjects deserving of HEW’s continuing at-
tention. We expressed the view that such
measures as the establishment of reasonable
caseload standards and more effective and
more freqguent reviews by HEW and State offi-
cials would help to ensure that the program
activities would be conducted in a2 manner
consistent with requircments set forth in the
pertinent regulations.

We recommended that appropriate mea-
sures be taken to (a) establish reasonable case-
load limits for rehabilitation counselors and
supervisors for the guidance of State rehabil-
itation agencies and (b) establish procedures
for performing continuous reviews of eligibil-
ity determinations made by States to ascer-
tain, on a current basis, whether eligibility
determinations are being made in accordance
with established Federal criteria and the ap-
proved State plans and whether necessary
action is being taken to correct deficiencies
noted in reports on Federal or State reviews
of the administration of the vocational reha-
bilitation program.

By letter dated March 7, 1968, the Assis-
tant Secretary, Comptroller, advised us that
the Rehabilitation Services Administration
had asked the Committee on Goals and Stan-
dards of the Council of State Administrators
of Vocational Rehabilitation to work with its
national office staff this year on both of the
recommendations made in our report. He also
stated that the staff of the Commissioner of
the Rehabilitation Services Administration
was engaged in reviewing present evaluation
practices with a view toward improving not
only the scope of Federal program administra-
tion reviews to make them more responsive to
changing program needs but also to develop
means fo correct deficiencies noted in reports
on Federal and State reviews of the adminis-



tration of the vocational rehabilitation pro-
gram. (B-159804, January 16, 1968)

72. ARRANGEMENTS FOR FINANC-
ING TRAINING COSTS--In our review of
selected training grants administered by the
National Institutes of Health (NIH), Depart-
ment of Health, Education, and Welfare, we
found that the grantee institution had been
permitted to use training funds awarded for a
training year in the following year, without
correspondingly reducing the funds awarded
for that year. Permitting grantee institutions
to use an annual award for training costs in
this manner had the effect of (a) making more
funds available to the grantee for a year than
had been approved by the National Advisory
Council and awarded by NIH and (b) preclud-
ing the possibility of making equivalent funds
available for financing other approved but
unfunded training programs.

We were informed by NiH officials that
one of the Institutes was attempting to regu-
late all trainee appoiniments to coincide with
the grant year and that NIH would conduct a
study on an Institute-by-Institute basis to de-
termine whether the other Institutes should
adopt similar procedures. In view of the
planned study, we did not make a specific
recommendation in our report to the Secre-
tary in August 1967. but we stressed the
desirability of adopting an agencywide policy
that would preclude a grantee Institution
from using grant funds awarded for one year
in a manner that would augment funds made
available under an award for the following
year. In its response to our report, NIH in-
formed us that the effectiveness of the revised
procedure was still being evaluated and the
desirability of an agencywide approach would
be determined after an appropriate operating
period had permitted such evaluation.
(B-157924, August 23, 1967)

73. ATTAINMENT OF PROGRAM
OBJECTIVES--In our review of a selected
number of graduate research training grants
administered by the National Institutes of
Health (NIH), Department of Health, Educa-
tion, and Welfare, we questioned whether
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some of these grants satisfactorily met the
objective of the overall program which, we
understand, was to increase the number of
persons interested in pursuing academic re-
search and teaching careers in the health sci-
ences. Of the trainees who hid received de-
grees under one grant, at the time of our re-
view the majority of them had not pursued
academic careers in research and teaching in
the United States. Two other grants provided
primarily for summer or other short-term
training.

We recommended that NIH establish
procedures for making systematic evaluations
of program results; emphasize program objec-
tives, where necessary; and discontinue grad-
uate research training support for any summer
or other short-term training programs that
should be more properly supported under
other more-general-purpose grants. We reconi-
mended also that the cognizant NIH reviewing
committee reevaluate the summer training
program under one grant, which had been ex-
tended through June 30, 1970, to determine
whether the program could be reoriented to-
ward the support of full-time trainees inter-
ested in research and teaching careers in the
particular discipline supported by the grant.

In response to our recommendation
transmitted to the Secretary in August 1967,
NIH advised us that the grants questioned by
us were not representative of the average
training grant and that NIH's review and eval-
uation procedures had brought out the ques-
tioned grants’ unsatisfactory condition and
the need for termination or discontinuance.
NIH pointed out a number of evaluation pro-
cedures established to provide for continuing
review and appraisal. (B-157924, August 23,
1967)

74. ANTICIPATED USE OF ADP
EQUIPMENT FOR TRAINING-Iin August
1967 we reported to the Secretary of Labor
and to the Secretary of Health, Education,
and Welfare, on our examination into the use
of certain automatic data processing equip-
ment purchased by the South Bend Commu-
nity School Corporation, South Bend,
Indiana, with Federal funds made available



for institutional training projects authorized
under the Manpower Development and Train-
ing Act of 1962 (MDTA). Our review showed
that various electrical accounting machines,
acquired at a cost of about $71,000, had not
been used for training data processing clerks
under the MDTA since the initial training
course had been completed in February 1965.
At the time of our review, the machines were
being used by the local school board for ad-
ministrative purposes. We found also that an
electronic computer, acquired at a cost of
$142,000 to train programmers, was being
used part of the time for training purposes
and the remainder of the time (about 60 per-
cent) by the school board for administrative

purposes.

Our review showed that none of the
foregoing equipment had been used to the ex-
tent initially anticipated, apparently because
of an overestimate of the need for program-
mers and data processing clerks in the South
Bend area. Our review further indicated that,
on the basis of the usage the equipment had
received up to the time of our review, savings
may have been possible through leasing rather
than purchasing the needed equipment. We
found no documentation to show that leasing
had been considered at the time the projects
were approved.

In the interests of economy, we sug-
gested that (a) the Departments of Health,
Education, and Welfare and Labor arrange for
the transfer of the electrical accounting ma-
chines to other training projects or make
other appropriate disposition of this equip-
ment and (b) a study be made of the present
and projected need for the electronic com-
puter in view of the limited use being made of
this equipment for training purposes.

The Secretary of Labor in October 1967
agreed that the electrical accounting machines
had not been used for training purposes since
completion of the initial MDTA training in
South Bend. Also, the Secretary stated that
departmental regional representatives, at the
time the project was approved. had objected
to the purchase of the equipment and had
discussed renting it. He stated, however. that
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South I_!end School officials had insisted that
the equipment be bought and that the Depart-
ment had made this concession to expedite
the start of the program.

The Assistant Secretary, Comptroller,
Department of Health, Education, and Wel-
fare, advised us in November 1967, although
the majority of individuals utilizing the equip-
ment for training were not MDTA trainees,
the South Bend school district had utilized
funds other than MDTA funds to enroll stu-
dents in adult and vocational education pro-
grams to make optimum use of the equip-
ment. The Assistant Secretary said that the
Department believed that the objectives of
MDTA to make individuals employable had
been achieved even though most of the train-
ing conducted thus far had been conducted
with other than MDTA funds. He said also
that the Department had regulations which
provide that equipment purchased with
MDTA funds may be retained by a school
system and utilized for adult or vocational
education and that, should a need aris¢ for
MDTA equipment elsewhere in the State, the
school district would have to surrender the
cquipment and transport it to the new loca-
tion. (B-162080, August 24, 1967)

75. CONTRACTS FOR FINANCING
ON-THE-JOB TRAINING=In August 1967
we reported to the Secretary of Labor on our
review of contracts awarded to the New York
City Transit Authority and the Manhattan
and Bronx Surface Transit Operating Author-
ity for on-the-job training of subway conduc-
tors and bus drivers under the Manpower De-
velopment and Training Act of 1962
(MDTA). On the basis of our review, we
stated the beliel that the contract require-
ments concerning ‘“‘maintenance of effort,”
had not been adhered to and resulted in both
contractors’ receiving reimbursements to
which they were not entitled,

The objective of the training contracts
was to provide training for bus drivers and
subway conductors, which was additional to
that normally provided by the contractors
themselves prior to the execution of the con-



tracts. We found. however, that, prior to
executing the contracis, the Department of
Labor had not ascertained either the number
of employees normally trained by the con-
tractors or the contractors’ precontract level
of expenditures for training. We estimated
that the New York City Transit Authority
had been reimbursed about $61,700 for
certain training costs that did not represent
costs of additional training efforts. We were
unable to make any precise determination of
the amount that had been involved in Lhe con-
tract with the Manhattan and Bronx Surface
Transit Operating Authority because of the
lack of adequate records maintained by the
authority. concerning the number of bus
drivers normally trained.

We suggested that the Department (a)
improve its procedures for establishing and
policing maintenance-ol-effort requirements
for on-the-job training contractors and (b)
perform a detailed examination of costs in-
curred under the contracts and obtain recov-
eries to the extent that costs charged to the
Government were not allowable under the
terms of the contracts.

The Secretary of Labor advised us.
among other things. that the maintenance-of-
effort principle was not prescribed by the
MDTA or by regulation and that our finding
that there was ctearly expressed legislative in-
tent for making the maintenance-of-effort re-
quirements applicable to on-the-job training
contracts did not appear to be wholly accu-
rate. The Secretary said, however. that a
study had been ordered with the objective of
devising some alternative procedure that
would protect the Government’s interest in
refraining from duplicative programs and yet
not e¢voke the administrative difficulties en-
countered.

In our opinion, the MDTA requires
maintenance of effort by contractors as a con-
dition precedent to the Secretary’s approval
of the training programs involved. Moreover,
it appears to us that the Department’s estab-
lishment of an administrative policy requiring
maintenance of effort by on-the-job training
contractors was in itself an interpretation of
the legislative intent of the MDTA. The De-

partment thereafter made this policy known
to the Congress. We question, therefore,
whether any substantive change or reversal of
policy regarding the maintenance-of-effort
concept would be proper under the circum-
stances, without first obtaining congressional
approval.

In July 1968 the Department informally
advised us that it had made a detailed audit-of
the costs incurred by the contractors and: that
following completion of the audit, refunds
totaling $49.100 had been seceived from the
contractors. Also, the Department was
continuing its study to devise alternative pro-
cedures to be used in lieu of maintenance-
of-¢ffort requirements for on-the-job training
contracts. (B-146879, August 28, 1967)

VETERANS BENEFITS

76. ELIGIBILITY OF PENSIONERS
TO RECEIVE DISABILITY AND DEATH
PENSIONS--In December 1967, we reported
to Congress the availability of significant sav-
ings through improved Veterans Administra-
tion (VA) procedures for determining the
continued eligibility of pensioners to receive
non-service-connected  disability and death
pensions. As a condition to receiving benefits,
each pensioner is required by law to submit
an annual income report to the VA, reporting
the amount of income reccived for the pre-
vious calendar year and the income expected
for the current year.

On the basis of our random-sample
examination of pensioners income reports, we
estimated that about 490 of the 32,728 pen-
sioners on the rolls of the St. Louis VA Re-
gional Office had understated their incomes
reported for 1964 by amounts sufficient to
have required either reductions in, or termina-
tions of, their pensions. We estimated that the
undetected overpayments resulting from these
understatements totaled $172,000. Because
our review was limited to the St. Louis
Region, we did not estimate the extent of un-
detected overpayments which may have oc-
curred at VA’s other 56 regional offices.

Certain pensioners are also required by



law to report their year-end net worth as a
condition to receiving benefits. We noted un-
derstatements by :individuals of net worth
amounting to-as much-as $67,000.

Accordingly, we recommended that the
Administrator-of Veterans Affairs take appro-
priate action to (2) provide pensioners with
more precise instructions for preparing their
annual income questionnaires, and'(b) provide
adjudicators with more effective criteria and
procedures for obtaining, reviewing. and veri-
fying financial data reported on such ques-
tionnaires.

In March 1968, the Associate Deputy
Administrator informed us that, since the
period of our review, VA had made several
improvements to facilitate auditing of income
questionnaires, including additional controls
and procedures for reviewing the question-
naires. He informed us also that VA expected
to install a redesigned compensation and pen-
sion computer system in the near future that
would provide the potential for a more re-
fined audit of annual income information.
With respect to the overpayment cases cited
in the report, we were informed that most of
the cases were sustained and that VA was tak-
ing action to recover these overpayments.

We plan at a future date to review the
effectiveness of VA’s improved procedures for
minimizing overpayments of non-service-
connected disability and death pensions.
(B-114859, December 28, 1967)

77. CONTROLS OVER GUARDIANS
OF MINOR AND MENTALLY INCOM-
PETENT BENEFICIARIES--Ina report issued
to the Congress in January 1968, we ex-
pressed the belief that the Veterans Adminis-
tration (VA) could-without adversely af-
fecting the management of the guardianship
program-+{2a) realize savings in audit costs of
up to $450,000 annually by auditing guardian
accountings at 3-year intervals rather than
annually and (b) discontinue certain interim
field investigations which we estimated would
result in savings of up to $440,000 a year.
Also, we expressed the belicf that cases in-
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volving certain incompetent beneficiaries war-
rant personal contacts more fraqnen_t!y than
every 3 years. We estimated that, nationwide,
the additional costs that would result from
the increased contacts might amount to ap-
proximately $50,000 annually.

We noted that VA audits guardﬂn ac-
countings as frequently as the accountings are
required to be filed with State courts by ap-
plicable State laws. Most States require guard-
ians to file such accountings annually. In
States in which these accountings are not re-
quired more frequently than once in 3-years,
VA audits the actountings at 3-year intervals.

After bringing these matters to the atten-
tion of VA, it agreed with our beliefs that
certain field investigations could be decreased
and that personal contacts in certain incom-
petent beneficiary cases could be increased
and it took action along these lines. VA, how-
ever, disagreed with our belief that the .fre-
quency of audits of guardian accountings
could be reduced.

VA informed us that it had been instru-
mental in the enactment of legislation in vir-
tually all States constituting VA as a party in
interest with State courts in cases involving
VA benefits for the legally disabled, that the
courts had granted VA attorneys special pre-
rogatives which had the effect of minimizing
the cost of administering estates, and that, il
VA did not audit the accountings at intervals
prescribed by State laws, the courts might
react by requiring VA to meticulously adhere
to all requirements of State statutes, court
rules, and local practices.

Because VA is not legally required to au-
dit accountings annually and because sub-
stantial economies could be achieved by re-
ducing the frequency of audits without ad-
versely affecting its management of the guard-
janship program, we recommended that VA
examine into the feasibility of arranging with
appropriate court officials for workable plans
for reducing the frequency of VA audits of
guardian accountings. (B-114859, January 11,
1968)



WATER RESOURCES
DEVELOPMENT PROGRAMS

78. LAND ACQUISITION FOR FED-
ERAL PROJECTS UNDER CON-
DEMNATION PROCEDURES--In our March
1968 report to the Commissioner, Bureau of
Reclamation, Department of the Interior, we
stated that our limited review of the State of
California’s land acquisition for the San Luis
Reservoir and Forebay under the agreement
of 1961 between the United States and the
State of California for the construction and
operation of the joint-use facilities of the San
Luis Unit. Central Valley Project, showed that
the Bureau should have evaluated the differ-
ences in Federal and State condemnation pro-
cedures before requesting the State to pro-
ceed with the land acquisition. Such an evalu-
ation would have identified key differences in
procedures as they relute to establishing land
values and interest costs.

Under Federal condemnation procedures
the value of the land is established as of the
date of filing the condemnation action; under
California procedures land values are based on,
values as of the date of the tral if the case is
not tried within | year after commencement
of the condemnation action. We stated that,
because of the rising land values and delays in
final court action, we believed that acquisi-
tion under Federal condemnation procedures
would have been less costly,

From the available records, we estimated
that the cost to the Federal-State partnership
increased about $620.000 because of in-
creased land values for the acquisitions we
examined. Because the Burcau shared 45
percent of the joint-use facilities cost. the
additional cost to the Federal Government
amounted to about $279,000. The higher in-
terest rate—7 percent as opposed to 6 percent
under Federal law—payable to the former
owners under State condemnation law should
also be considered.

Because land acquisitions for the San
Luis Unit were substantially complete, we rec-
ommended that the Bureau in all future joint
projects—specifically in connection with the
proposed Peripheral Canal Unit—adequately
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evaluate the alternatives available under the
respective agencies’ condemnation procedures
to obtain the most effective use of Federal
resources. The Bureau agreed with this recom-
mendation and advised us that, in future joint
projects, the Bureau would acquire the neces-
sary land. (Report to Commissioner, Bureau
of Reclamation, March 12, 1968)

79. COMPUTING THE COST OF
POWER SOLD FOR COMMERCIAL PUR-
POSES--In a March 1968 report to the Con-
gress, we noted that the Government’s invest-
ment in power generation facilities of the Mis-
souri River Basin Project (MRBP), Bureau of
Reclamation, Department of the Interior, had
been suballocated to non-interest-bearing irri-
gation investment on the basis of estimated
ultimate use to be made of the power fa-
cilities. Use of the power facilities, however,
was significantly less for irrigation and signifi-
cantly more for commercial power than ex-
pected at ultimate development. The Govern-
ment’s investment in commercial power facili-
ties was repayable by the users. with interest.
As a consequence, costs assigned for repay-
ment by commercial power customers had
been substantially understated.

We estimated that, if the current-use
method of suballocation had been utilized,
the additional costs allocable to commercial
power would have been about $400 millicn
more than shown in the Bureau’s report on
the financial position of the project.

We recommended that, to place the re-
imbursable power investments in their proper
perspective according to use and to provide
for interest on all investments used for the
production of power for commercial pur-
poses, the Secretary of the Interior direct the
Commissioner of Reclamation to adopt, in fu-
ture rate and repayment studies of MRBP and
other projects, a consistent policy of subal-
locating its power investment to irrigation on
the basis of anticipated current use rather
than ultimate use.

We recommended also that, if special cir-
cumstances seemed to warrant a departure
from the recommended policy on the subal-



location of the Department’s power invest-
ment, the Secretary of the Interior advise the
Conm of - 'the Justlﬁoanon for and the
ﬁnancml effects of departmg from this policy.

The Department advised us that it did
notageewnhourconcluﬂomnndourpro-
posals because it believed that the Congress

and its committees had consciously and
affirmatively accepted its report on the fi-
nancial' position of the MRBP in its entirety,
including the formula for suballocating the
power investment for rate and repayment pur-
poses, as the plan authorized for the financial
management of MRBP. (B-125042, March 18,
1968)



AUTOMATIC DATA PROCESSING SYSTEMS

ACQUISITION OF AUTOMATIC DATA
PROCESSING SYSTEMS

80. MEETING REQUIREMENTS
THROUGH SHARED USE OF COM-
PUTERS--We reported to the Assistant Secre-
tary for Administration, Department of Com-
merce, that our review showed that, in order
to meet the needs of a specific project or pro-
gram. the Coast and Geodetic Survey (C&GS),
Environmental Science Services Administra-
tion had purchased one computer at a cost of
$105.000 and had leased another at a cost of
about $191,000 without determining whether
usable time was available on existing Govern-
ment computers in the Washington, D.C.,
area. As a result of our review, we concluded
that such usable time was available and that a
substantial portion of the costs totaling
$296,000 could have been avoided if C&GS
had utilized these existing computers rather
than obtaining two new ones.

In December 1964, subsequent to the ac-
quisitions of the computers, the Department
established the position of an automatic data
processing (ADP) planning officer. Among
other things, the planning officer was respon-
sible for making evaluations of the agency’s
overall needs in connection with proposed
computer acquisitions and for determining
whether ADP requirements could be met in
whole or in part through the sharing of exist-
ing Government computers. (Report to Assis-
tant Secretary for Administration, Depart-
ment of Commerce, August 29, 1967)

81. ADEQUACY OF STUDIESMADE
PRIOR TO ACQUISITION OF AUTOMATIC
DATA PROCESSING EQUIPMENT--On the
basis of our examination into studies prepared
by the Grand Junction Office (GJO) of the
Atomic Energy Commission (AEC) to justify
its need for purchasing certain automatic data
processing (ADP) equipment, we concluded
that GJO had not clearly demonstrated that
the benefits to be derived would justify the
cost of acquiring such equipment. In our anal-
ysis, we found that GJO apparently had not

quantified, in the study report or elsewhere,
the amount of savings that would result from
the computer applications in the form of time
and/or money, nor had GJO quantified the
extent to which the level of performance and
results on any given job would be significantly
raised.

GJO had explored the possibility of
leased wire service, and the study indicated
that interim use ¢” a remotely located com-
puter with a dirc  vire hook-up would cost
about $54,000 per year for the time needed
to process its information, contrasted with
the $420,000 cost of purchasing and installing
the proposed ADP equipment and the annual
maintenance costs of about $8,400. Accord-
ingly, in the interest of economy, we pro-
posed that, in lieu of purchasing the ADP
equipment, consideration be given to the
alternative of arranging for time on an exist-
ing AEC computer system at another loca-
tion. AEC subsequently advised us that it had
decided not to purchase the proposed ADP
equipment and was considering an alternative
arrangement of a direct-wire hook-up with an
existing AEC computer system. (Report to
Manager, Grand Junction Office, Atomic
Energy Commission, June 7, 1968)

82. ADEQUACY OF STUDIES MADE
PRIOR TO ACQUISITION OF AUTOMATIC
DATA PROCESSING EQUIPMENT--At the
request of the Chairman, House Committce
on Appropriations, we inquired into the prac-
tices followed by the Department of Defense
and the military departments in acquiring and
installing new automatic data processing
equipment for use in new computerized man-
agement systems. In our report to the Com-
mittee issued in March 1968, we stated that
the Department did not have an overall plan
for the control of the planning, development,
acquisition, and implementation of such
systems. As a consequence, the military de-
partments and Defense agencies developed
their own systems unilaterally and inde-
pendently without regard to interservice com-
patability or relationship of the systems.



We recommended that the Secretary of
Defense (a) direct that an overall plan be de-
veloped to serve as a framework within which
system improvement projects would be de-
veloped, (b) require that-the concepts and ob-
jectives of system improvement projects
adhere to the concepts and objectives of the
overall plan, and (c) direct that a study be
made of the system improvement projects al-
ready underway to ensure that the projects
were in conformity with the overall plan.

Our findings and recommendations were
discussed in the House hearings on the De-
partment of Defense Appropriations for 1969
at which time the Department of Defense ex-
pressed concurrence with our recommenda-
tions. (B-163074, March 13, 1968)

UTILIZATION OF AUTOMATIC DATA
PROCESSING SYSTEMS

83. BENEFITS OF IN-HOUSE MAIN-
TENANCE--The Federal Government is a
large user of automatic data processing (ADP)
equipment in its operations. In most cases,
maintenance services for Government-owned
computers are being obtained from computer
equipment man. "icturers. Only a relatively
small number of Government computer instal-
lations have adopted a policy of in-house
maintenance for their equipinent. Because of
the increasing investment of the Federal Gov-
ernment in computer facilities and the related
increase in direct maintenance costs,our Office
has made a study of the many factors that are
involved in making decisions on obtaining
adequate maintenance service at reasonable
cost.

On the basis of our study, we have con-
cluded that greater consideration should be
given to in-house maintenance of Govern-
ment-owned ADP equipment because of the
potential for cost reduction in obtaining this
necessary service and other possible ad-
vantages, including greater management con-
trol over maintenance work, increased accep-
tance of computer operations by other em-
ployees. and a high level of computer effi-
ciency (i.e., little downtime).
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Although in-house maintenance of ADP
equipment in the Federal Government is not a
common practice, we did visit several Govern-
ment installations that have followed this
practice successfully. We also visited several
non-Federal and private organizations that do
their own maintenance work. -

No simple, precise criteria for deter-
mining the feasibility of in-house maintenance
can be set forth which will apply uniformly to
all Government installations. During our in-
quiries at Government and private installa-
tions which had adopted in-house main-
tenance policies, we noted that the following
operational and cost factors were considered
before making in-house maintenance deci-
sions:

--Operational character of systems.
-—Location of equipment.
--Split maintenance responsibility.
--Quality of maintenance.

--Modification by equipment manu-
facturers.

--Size of compuler installation,

We pointed out in our report to the Con-
gress in April 1968 that the investment of the
Federal Government in computer facilities
and related direct maintenance costs, cur-
rently about $50 million annually, could be
expected to continue to increase. We con-
cluded that there was need for more manage-
ment attention toward ascertaining the most
efficient, effective, and economical methods
of maintaining Government-owned ADP
equipment. For these reasons, we recom-
mended that:

--The Bureau of the Budget require
the executive agencies to consider
in-house maintenance in reaching
procurement and maintenance de-
cisions and that the General Ser-
vices Administration accelerate its
studies now under way on this



subject with an objective of pro-
mulgating more specilic policies
for the guidance of Federal agen-
cies in obtaining adequale main-
tenance service at the leasl cost 1o
the Government.

~-The head of gach Federal agency
arrange tor the establishment of
procedures for arriving at the most
advantageous decisions for main-
tenance vl ADP equipment.

We also suggested that. pending issuance
of more specific policy guidance in the execu-
tive branch. the Federal agencics use the de-
tailed operational and cost factors we in-
cluded in the report in arriving at mainte-
nance decisions for their ADP equipment.

The Burcau of the Budget has advised us
that it is taking steps to amend its Circular
No. A-54 which relates specifically to ac-
quisition and use of ADP equipment to ensure
that agencies give appropriate consideration
to the vse of in-house maintenance.

The General Services Administration has
accelerated its study by awarding a contract
for consulting services to conduct a survey
“to identify the optimum least cost alter-
native means for maintenance ot ADP within
appropriate parameters such as make, size and
type of equipment. type and priority of appli-
cations and geographical considerations.”

The General Services Administration also
has advised us that it will issue a Federal Prop-
erty Management Regulation containing some
initial interim guidelines to assist agencies in
their evaluation of alternative means of main-
tenance. These guidelines will cover the fac-
tors brought out in our report. (B-115369,
April 3, 1968)

g84. SAVINGS ACHIEVED
THROUGH DIRECT PURCHASE OF COM-
PONENTS AND SPARE PARTS--During our
study of maintenance practices of ADP cquip-

ment users in the Federal Government and
several non-Federal and private organizations,
we noted instances where aggressive managers
saved their activities significant sums of
money by not purchasing ADP system com-
ponents and repair parts from the computer
manufacturer but purchasing the items direct
from the actual manufacturers of the com-
ponents or from other sources of supply. For
instance:

-The United States Fleet Numerical
Weather Facility performed its
maintenance on an “‘in-house’’ ba-
sis. As a result, it was in a position
to delermine the best method of
procurement. The Facility, for ex-
ample, made 1two procurements of
drum-siorage devices and related
controllers for $900,300 from the
actual manufacturers of the items.
Equivalent equipment procured
from the computer manufacturer
could have cost an additional’
$475,200.

~Repair parts for the large-scale
computer system at the Data Pro-
cessing Center, United States
Army Depuly Chief of Staff for
L ogistics (DCSLOG), were not
usually purchased from the manu-
facturer. Some of the repair parts
were oblained by the purchase of
a complete computer system
deemed obsolete and sold at sal-
vage or scrap price on the open
market. This practice contributed
to the relatively low cost of main-
tenance at this installation.

--Systemelries, Inc., a private com-
puter service bureau, followed the
same practice as DCSLOG
(above). The modest price this
company paid for spare parts con-
tributed 1o the relativety low over-
all cost of maintenance of the
company.

In our report to the Congress in April
1968, we expressed the view that the cost say-



ings from direct procurement, illustrated by
the cases we encountered, suggested that this
method of procurement should be more ex-
tensively explored in procuring ADP com-
ponents and parts needed in maintaining Gov-
ernment-owned ADP equipment. We are con-
ducting further studies of this question as a
preliminary to making specific recommenda-
tions. (B-115369. April 3, 1968)

86. CONTROLS OVER USE OF COM-
PUTER AND ADP MATERIALS--Our review
of the State Department’s automatic data pro-
cessing (ADP) function in the Regional Fi-
nance and Data Processing Center (RFDPC) at
Paris, France, revealed internal management
control system weaknesses which enhanced
the risk of unwarranted or unauthorized use
of the ADP equipment and endangered the
security and integrity of the ADP programs
and related dccumentation.

We found that (a) unsupervised console
operators had access to ADP equipment and
all documentation and materials needed to
operate the computer for unauthorized pur-
poses, (b) administrative reviews were not
being performed to ensure that employees
were following prescribed procedures for
modifying programs and related documen-
tation, and (c) essential documentation was in
French and, therefore. an impediment to ef-
fective management control and review ef-
forts.

The details of our findings and specific
recommendations for strengthening general
management control and communication pro-
cesses were presented to the Deputy Under
Secretary of State for Administration in a re-
port issued in January 1968. In a letter of
reply in June 1968, the Deputy Assistant Sec-
retary for Budget acknowledged that the De-
partment had derived benefit from our review
and stated that major changes in operations
subsequent to our review had required a re-
structuring of management controls com-
mensurate with the revised parameters of op-
erations. In his letter, the Deputy Assistant
Secretary did not provide information con-
cerning specific actions taken or planned with
respect to our report recommendations.
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We understand that, acting on a con-
gressman’s suggestion, the Bureau of the Bud-
get has asked the Department of Defense, the
Treasury Department, and the Post Office De-
partment to ascertain whether the conditions
described in our report are existent in their
respective ADP systems and if so, to consider
the applicability of our recommendations.
(B-146703, January 31, 1968)

86. MERGER OF AUTOMATIC
DATA PROCESSING OPERATIONS--In July
1967, we reported to the Department of State
(State) and the Agency for International De-
velopment (AID) that, although both agencies
were continuing to utilize separate automatic
data processing (ADP) facilities to process
information for housekeeping activities and
were planning to separately apply ADP to
their substantive activities,

--the existing ADP systems were
targely oriented toward essentially
similar financial and statistical
data,

--the planned substantive applica-
tions, which in many cases were
unigu= with respect to the agen-
cies’ aclivities, nevertheless would
nol involve incompatibility in
terms of their adaptation to ADP;
and

!

the geographicat locations of the
respective agencies’ activities were
such as to permit full service to
both by a merged ADP facility.

We pointed out that substantial efficiency and
economy could be accomplished by merging
the separate ADP operations of State and AID
in an ADP service center installation designed
to serve the needs of both agencies.

In fiscal year 1965, aithough a joint
State-AlID study of the feasibility of merging
the two sys*zms was under way, State issued a
letter to a computer company for a more so-
phisticated new generation computer configu-
ration having much greater capacity than



those in use by State and AID. We therefore
wrote a letter to responsible State and AID
officials on March 30, 1965, regarding the fea-
sibility of merging the separate operations, in
which we pointed out that the plans for ac-
quistion of the advanced equipment had not
included consideration of the possibility of
merger and recommended that they explore
such possibility before making a firm commit-
ment for new equipment. State, however, pro-
cured and installed the new computer con-
figuration in November 1965.

State and AID advised us that they had
agreed in principle with our suggestion for a
shared State-AID ADP facility and had been
looking toward acquiring such a common util-
ity in the future but that they believed this
action was not feasible or desirable at that
time. They stated that the tentative conclu-
sion of a joint study of information manage-
ment by the agencies concerned with foreign
affairs activities and the Bureau of the Budget
indicated that a master ADP facility might
eventually be used by the foreign affairs agen-
cies and that several agencies might find it
essential to maintain ADP installations, com-
patible with and satellite to this central sys-
tem, to meet agency-unique data processing
problems.

We suggested that State and AID jointly
reconsider the merger of the administration,
management, and other operations of their
data processing activities to achieve more eco-
nomical anu effective utilization of ADP
equipment without unnecessary proliferation
and to improve systems design and program-
ming leading to more effective management
of ADP operations. We believe that prudent
management dictates prompt efforts in order
that the advantages of joint application to the
presently compatible agencies’ activities may
be realized. Such joint application could be
extended later to other appropriate areas, in

view of the incipient plans for substantive ap-
plications.

in July 1968 we were advised by State
and AID that they had reestablished a joint
working group which had set forth.a four-step
plan to thoroughly explore not only a bilat-
eral integration but a common data-processing
capability for the foreign affairs community.
The plan seeks:

--Common applications for apera-
tion in the State and AID facili-
ties, through interagency working
groups of systems apalysts and
programmers. United States Infor-
mation Agency and United States
Arms Control and Disarmament
Agency will be invited to partici-
pate in these efforts. Payrotl and
personnel data applications will be
the first areas of study, followed
by other housekeeping functions.

--The building of these comman ap-
plications within certain param-
eters to ensure their fulure com-
patibility with a single Foreign Af-
fairs Data Processing Center, the
design and establishment ot which
is the second step of the overall
effort.

--The linkup, as the third step, of
the various agency common sys-
tems to the central facility using
on-line, remolte-terminal, and
time-sharing technigues as appro-
priate 1o each serviced agency'’s
needs.

--The servicing through the Foreign
Affairs Data Processing Center of
program applications unigue to
the user agencies and the gradual
elimination of hardware at each
user site,

(B-158259, July 14, 1967)



INTERNAL MANAGEMENT PRACTICES
AND RELATED CONTROLS

ACCOUNTING AND FISCAL MATTERS

87. FINANCING OF SITE ACQUIiSI-
TIONS--We found that the Post Office De-
partment had initiated actions to acquire
some sites for leased postal facilities earlier
than the actions probably would have been
initiated if the funds available for site acquisi-
tions had remained available after the end of
the fiscal year. Moreover, on the basis of our
review, we believed that some of the Depart-
ment’s early acquisitions of sites had resulted
in additional costs to the Government and
that, in a few cases, the Department might
not have made sufficient studies before
initiating actions to acquire facility sites.

The system authorized for financing site
acquisition transactions had most of the fea-
tures of a revolving fund except that. at the
end of each fiscal year, on June 30, any funds
that were not obligated, lapsed, and had to be
covered into the Treasury as miscellaneous re-
ceipts. We believed that the provision of a re-
volving fund with a no-year limitation would
provide the Department with an effective and
orderly means for financing site acquisition
transactions and would climinate any incen-
tive for premature or hasty actions to obligate
funds at the end of a fiscal year. We believed
also that congressional control over the De-
partment’s site acquisition activities would be
strengthened if the Department were required
to report annuaily to the Congress on the op-
erations of the fund.

In a report issued to the Congress in May
1968, we recommended that consideration be
given to amending existing legislation to (a)
authorize. and provide the Departinent with,
a revolving fund of an appropriate amount for
financing the acquisition of sites and the plan-
ning of postal facilities pursuant to the au-
thority contained in section 2103 of title 39,
United States Code, and (b) require the Post-
master General to include. in his annual re-
port to the Congress, data regarding the activi-

59

ties of the revolving fund, including the in-
vestments in sites for proposed new facilities.

We fumnished copies of our draft report
to the House and Senate Committees on Ap-
propriations; and. in their reports on the Trea-
sury, Post Office, and Executive Office Ap-
propriation Bill for 1969, the Committees di-
rected that the Department’s site acquisition
fund be transferred from the Building Occu-
pancy account to the Postal Public Buildings
account which has a no-year limitation and
that future operations utilizing the site acqui-
sition fund be undertaken only after complete
justification, by line item project, had been
made available to the House and Senate Com-
mittees on Appropriations. We believe that
these actions should accomplish most of the
objectives of our recommendations.
(B-153129, May 1, 1968)

88. DETAILING OF LOCAL POST OF-
FICE EMPLOYEES TO OTHER ACTIVI-
TIES--In a February 1967 report to a Sub-
committee of the House Committee on Ap-
propriations, in response to a request from
the Subcommittee Chairman, we pointed out
that the Post Office Department had autho-
rized its regional offices to utilize the services
of employees detailed from local post offices
and that, as of October 7. 1966. a total of
560 such employees had been detailed for
work at regional offices. Some of these em-
ployees had been on such assignments for
more than 8 years.

We pointed out also that the salaries of
local post office employees on detail to re-
gional offices had totaled about $3.9 million
during fiscal year 1966. The salaries of these
employees had been paid from funds appro-
priated for postal operations, whereas the ac-
tivities to which the employces were assigned
normally would have been financed from
funds appropriated for administration and
regional operations. We stated that the



Department’s actions did not appear to be in
conformity with the intention of the Congress
as expressed in the act making appropriations
available to the Department for fiscal year
1966. That act contained a limitation of $1
million on the amount by wiich the appro-
priation for administration and regional op-
erations could be increased by transters from
other appropriations.

The information in our report received
extensive attention during the 1968 appro-
priation hearings in both the House and the
Senute. To comply with requirements im-
posed by the Appropriations Committees, the
Department established procedures to control
the detailing of employees of 'ocal post of-
fices to other activities of the Department.
These procedures limited to 6 months the
time that an employee could be detailed. The
procedures also required that details of em-
ployees to regional offices be approved by the
Departinent’s Office of Regional Adminis-
tration and that details of employees to other
organizational units be approved by the Of-
fice of the Deputy Postmaster General. In ad-
dition. the procedures provided for submit-
ting to the Congress semiannual reports dis-
closing pertinent information regarding the
detailing activities. (B-159768, February 23,
1967)

89. CRITERIA USED TO ALLOCATE
ADMINISTRATIVE COSTS--In a report is-
sucd to the Veterans Administration (VA) in
January 1968, we expressed the view that the
criteriz used by VA to allocate administrative
costs to the veterans reopened insurance
(VRI) program were not reasonable because
the criteria did not require that all applicable
costs of the planning and the insurance appli-
calion processing phases of the program be
charged to the program. The legislation enuct-
ing the VRI program authorized a revolving
fund in which revenues are deposited and
from which expenses are paid. The costs in-
curred by VA in administering the program
are recouped from the VRI revolving fund.

Qur review of time records maintained

by one department in VA showed that, for
the period October 1964 through June 1967,
over $123,000 had not been charged to the
VRI program as a result of the questionable
accounting criteria. In another department
within VA, we found that management and
supervisory time above a certain level had not
bzen charged against the program. VA budget
staff estimated such time to be as high as
$7,500 for a recent calendar quarter.

Accordingly, we recommended that VA
revise its accounting criteria for personal ser-
vices of the VA Central Office so as to recoup
all personal service costs incurred during the
planning and insurance application processing
phases of the program.

In February 1968, VA advised us that it
believed that the costing criteria established
was practical and reasonable and that it did
not plan to take any action on our recom-
mendation.

We found also that, contrary to enabling
legislation, VA had not transferred to the
Treasury any amount for “Other Agencies”
costs from the inception of the VRI program.
After bringing this matter to the attention of
the VA, we were informed that $46,410 had
been transferred to the Treasury to cover
these costs, (B-114859, January 11, 1968)

90. INSTALLATION OF COST-BASED
BUDGETING PRACTICES--Effective July 1,
1967, cost-based budgeting practices were put
into effect by the Office of the Treasurer of
the United States, Treasury Department, to
provide for cost performance planning and re-
porting by al! organizational segments in the
Office. It was the plan of the Cffice to make
refinements in the practices as exoerience dic-
tates.

The Office’s action resulted from sugges-
tions made during our review of its adminis-
trative accounting system which was approved
by the Comptroller General on June 28,
1968.



At the time the accounting system was
submitted to us for review and approval, it
provided for expenditure reports for only
four organizational units, having reimbursable
activities. Management could not readily com-
pare planned program and activity costs with
actual costs.

After we brought this matter to the at-
tention of representatives of the Office, they
decided to install cost-based budgeting prac-
tices for 12 organizational units and require
program managers to submit written explana-
tions as to the reasons for significant variances
between planned and actual costs. (B-115388,
June 28, 1968)

91. IMPROVEMENT OF THE AC-
COUNTING AND FINANCIAL MAN-
AGEMENT SYSTEM--In a letter to the Trea-
sury Department in May 1968, we stated that
the administrative accounting system of the
Office of the Secretary did not meet the ac-
counting principles and standards prescribed
by the Comptroller General.

We pointed out that (a) the system was
not designed to systematically accumulate
costs by major organizational segments, (b)
financial planning and reporting were by ob-
ligations. not costs, (¢) costs of reimbursable
services were not being fully recovered. (d)
accrual accounting was not completely imple-
mented. (e) certain principles and practices re-
lating to property accounting needed imple-
mentation, (1 certain bookkeeping practices
resulted in unnecessary recordkeeping. and (g)
the accounting manual was not fully descrip-
tive of the system in operation.

During our discussions with Office of the
Secretary representatives, it was agreed that
the system nceded revision and improvement
in order to bring it to the level where it could
be approved by the Comptroller General. We
were informed that consideration would be
given to the matters discussed in our letter
before the Office of the Secretary again re-
quested approval of the accounting system.
(Report to Assistant Secretary for Adminis-
tration. Treasury Department, May 31, 1968)
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92. CRITERIA FOR VALID OBLIGA-
TIONS--On the basis of our review of selected
year-end obligations of loan authorizations of
the Farmers Home Administration (FHA) and
the Rural Electrification Administration
(REA), we recommended that, in order for
loan authorizations to be validly obligated in
the year sought to be charged, the Secretary
of Agriculture direct the Administrators of
FHA and REA to revise applicable procedures
to require that the loan applicants be notified
of loan approval within the particular year.

We found that both FHA and REA had
failed to advise loan applicants within the fis-
cal year charged that their Joans had been ap-
proved. The communication of loan approval
within the fiscal year charged is ¢ssential to
support an obligation within the requirements
of section 1311 of the Suppiemental Appro-
priations Act, 1955, as amended (31 US.C.
200).

In commenting on our linding. the Assis-
tant Secretary of Agriculture advised us that
the administrators of both agencies had been
directed to amend their procedures to provide
notification to borrowers in the fiscal year
that their loans are approved. Our follow-up
review of the action proposed showed that
both agencies had amended their procedures
to implement our recommendation. (Report
to Secretary of Agriculture. October 6. 1967)

93. CORRELATION OF ADVANCES
OF FUNDS WITH NEED--On the basis of our
review of the Department of Agriculture’s
procedures for advancing Federal funds to the
States under programs of the Federal Exten-
sion Service and the Cooperative State Re-
search Service, we estimated that about
$790.000 in interest costs on Federal borrow-
ings could have been saved during fiscal year
1966 if the Department had disbursed funds
to the States as needed instead of making ad-
vancements on a quarterly basis as required
by law for 95 percent of the funds. Funds
advanced from the U.S. Treasury before they
are needed either unnecessarily increase bor-
rowings or are not available to reduce



previous borrowings and thereby increase in-
lerest costs.

We proposed that the Secretary of Agri-
culture. in cooperation with the Director,
Burecau of the Budget, and the Secretary of
the Treasury, submit a legislative proposal for
consideration by the Congress for the amend-
ment of the Smith-Lever Act and the Hatch
Act to delete the requirement that funds au-
thorized by these acts be made available to
the States on a quarterly basis.

In response to our proposal, the Assis-
tant Secretary of Agriculture stated that, in
lieu of developing specific legislation, the De-
partment could under existing law use the
letter-of-credit procedure. This procedure al-
lows recipients to draw funds for program op-
erations. as needed, through Federal Reserve
banks. The Assistant Secrctary stated further
that the letter-oi-credit procedure could be
placed in effect provided the States are given
the right to draw funds at their discretion. In
addition. he stated that. on this basis. the
States would be requested. but not required,
1o draw upon letters-of-credit only on the
basis of need. The letter-of-credit procedure
was nuplemented effective January L 1968,

We concluded that the Department’s
plan to permit States to draw funds under
letters-of-credit would resull in substantial in-
terest suvings to the Government if the Stutes
draw funds only on the basis of need.
(B-162517. November 13, 1967)

94. USE OF IMPREST FUND--We¢ re-
ported to the Acting Maritime Administrator,
Department of Commerce, that our review of
selected administrative operations showed
that certain accounting practices with regard
lo the imprest fund should receive further
consideration so as to improve administrative
control. An imprest fund in the amount of
$3.000 was being maintained in the Office of
Administrative Services for use in purchasing
goods or services which did not exceed $100
in cost for any one transaction and for use in
emergencies which did not exceed 3250 in

cost. We found that about one half of the
dollar amount used by the fund was for reim-
bursement of travel expense vouchers. We
concluded that the cash requirement of the
agency could be substantially reduced by dis-
continuing most payments from the fund for
reimbursement of travel expense vouchers.

Section 27 of title 7 of the General Ac-
counting Office Policy and Procedures Manual
for Guidance of Federal Agencies requires an
imprest fund to be limited to the smallest
amount necessary to satisfy the needs of the
agency for making cash disbursements. Travel
advances are available to agency personnel in
a continuous travel status, and we believe,
therefore, that an immediate cash reimburse-
ment is not necessary. For personnel making
periodic or occasional trips, a travel advance
can generally be obtained, when needed,
through the regular disbursing channels, thus
permitting a greater use of Treasury checks
for payment of the travelers’ expense vouch-
ers rather than cash from the imprest fund.

Our review showed that Maritime’s im-
prest fund was being used to pay the majority
of travel expense vouchers of less than $100.
By discontinuing most payments for travel ex-
pense from the fund, the large amount of cash
advanced to the fund could be reduced sub-
stantially. Physical safeguards for the fund
were adequate: however, we concluded that
the payment by check of most travel expenses
incurred would reduce the fund to the small-
est arrount necessary to satisfy the needs of
Maritu =. We recommended that instructions
be iss d which would provide for generally
disconiinuing the payment of travel expense
vouchers through use of the imprest fund.
Upon issuance of these guidelines, the fund
should be reduced to an amount commensu-
rate with Maritime’s needs, as revised. (Report
to Acting Maritime Administrator, Depart-
ment of Commerce, June 26, 1968)

95. TIMING PAYMENT OF GRANTS
TO COINCIDE WITH ACTUAL CASH RE-
QUIREMENTS--In our report to the Secre-
tary of the Interior on our review of selected



administrative operations and financial trans-
actions of the Office of Territories, Depart-
ment of the Interior, for fiscal year 1966, we
pointed out that the Office of Territories had
made payments to the Government of Ameri-
can Samoa without obtaining information
showing the need for such funds to finance
current operations as required by Treasury
Department Circular 1075. As a result, funds
may have been disbursed prematurcly with an
attendant impact on the level of the public
debt and the financing costs of the U.S. Gov-
emment.

In a previous report, we had brought this
same situation to the attention of the Secre-
tary of the Interior. In commenting on that
report, the Department advised us that, begin-
ning in fiscal year 1965, an effective method
had been established of timing cash require-
ments to preclude the withdrawal of funds
from the U.S. Treasury any sooner than was
necessary to finance the grantee operations.

Our review of the fiscal year 1966 trans-
actions showed. however, that the promised
corrective procedure had not been imple-
mented. We found that. during fiscal year
1966, grant funds totaling $5.1 million were
paid to the Government of American Samoa
in two amounts and that in neither case were
data submitted to show that the funds were
needed to meet then-current needs.

The first payment for the fiscal year was
made on January 26, 1966, in the amount of
$2.9 million on the basis of a request for
funds dated January 5, 1966. This indicated
that the Government of American Samoa had
sufficient cash resources at June 30, 1965. to
carry out its governmental operations for at
lcast 6 months. The second payment was
made on May 10, 1966, in the amount of
$2.2 million on the basis of a request for
funds dated May 3. 1966. This indicated that
the first payment had met the government’s
cash requirements for at least 4 months. Since
the first request for funds in fiscal year 1967
was not made until August 13, 1966, the sec-
ond payment in fiscal year 1966 must have
met cash requircments for at least 3 months.

We could not determine the extent to
which funds had been prematurely disbursed
to the Government of American Samoa be-
cause sufficient documentation was not avail-
able at the Office of Territories. From the
evidence we examined, however, it appeared
that the amounts involved could have been
significant.

Officials of the Office of Territories ad-
vised us that instructions were issued in June
1967 relating to a new system for processing
grant funds to be put into cffect beginning in
fiscal year 1968. Under this system the Gov-
ernment of American Samoa is required to
submit its monthly requests for funds directly
to the Treasury’s regional disbursing office in-
stead of to the Office of Territories. Each
monthly request is to be made in the form of
a voucher and schedule of payment in an
amount not in excess of the amount included
in a monthily cash withdrawal plan previously
approved by the Office of Territories.

In addition, the Government of Ameri-
can Samoa is required to submit to the Office
of Territories 2 monthly report showing the
cash balances of grants and local revenues at
the beginning of the month, the revenues and
cash grants received during the month, the
disbursements made during the month, and
the cash balance at the end of the month.

In our opinion. this new system of con-
trolling disbursements should. if properly im-
plemented, restrict payments to the Govern-
ment of American Samoa to the amounts nec-
essary for current operations and ensure com-
pliance with Treasury regulations. (B-163687,
March 21, 1968)

96. INVENTORY ACCOUNTING
SYSTEMS FOR AERONAUTICAL EQUIP-
MENT--We found that the inventory account-
ing systems of the Navy for its acronautical
equipment did not provide management with
the information necessary lor efficient and
economical operations and management of its
resources. The Navy is implementing a plan
for improvement. Our report on this matter



was issued to the Congress in September
1967.

Generally the causes of the conditions
we found were (a) failure of operating person-
nel to follow written instructions and proce-
dures. (b) lack of necessary controls in the
systems. and (<) lack of effective identifica-
tion and reporting to top management of mat-
ters requiring attention.

The Navy concurred. in general. in our
lindings, acknowledged the need to improve
accuracy of inventory data. and stated that it
would keep us fully informed of its progress
in making tmprovements. (B-133118, Septem-
ber 29, 1967

97. IMPROVEMENTS IN FINANCIAL
MANAGEMENT SYSTEM TO PRODUCE
BETTER INFORMATION--In a report issued
to the Congress in October 1967, we ex-
pressed our belief that the financial manage-
ment system of the US. Army Tank-
Automotive Command was not providing
timely. complete. and reliable financial data
to the various levels of management for use in
controlling programs and performing assigned
missions. We lound a lack of (a) controls
within the system. including effective recon-
ciliation of accounting records, (b) written
procedures to ensure proper system documen-
tation, (<) effective review and analysis of fi-
nancial data. (d) proper flow of documents
through the system. and (e) effective person-
nel training and management.

After we brought these matters to its at-
tention. the Army took action to effect im-
provements. The Army has submitted to us
periodic reports on the progress. (B-146772,
October 31, 1967)

98. ACCOUNTING PROCEDURES
FOR REIMBURSABLE COSTS-In August
1967 we reported on the need for certain revi-
sions in the procedures and practices in ac-
counting for reimbursable costs financed from
the investigations revolving fund of the
United States Civil Service Commission. Such
revisions were needed to produce reasonably

reliable and accurate financial and cost data,
to provide for the full disclosure of the results
of operations, and .v comply with applicable
law which required that any surplus funds ac-
cruing to the investigations revolving fund in
any fiscal year be deposited into the general
fund of the United States Treasury as miscel-
laneous receipts in the ensuing year.

Our recomputation of the operating re-
sults of the investigations revolving fund dis-
closed that the accounting procedures in ef-
fect had resulted in (a) offsetting income and
losses from year to year and (b) the retention
of an accumulated surplus in the investiga-
tions revolving fund. The equalizing of in-
come and losses from year to year and the
failure to deposit surplus funds from operat-
ing income into the United States Treasury--
although such depositing was required by ap-
plicable law-resulted in reduced charges to
Federal agencies in the succeeding year for
the performance of personnel investigations,
which made additional funds available to
these Federal agencies for other purposes.

Since the Commission had initiated a
program to overhaul and modernize its admin-
istrative accounting systems for salaries and
expenses and for the revolving fund, we sug-
gested that consideration be given to the
adoption of improved procedures and prac- .
tices in accounting for rcimbursable costs of
the investigations revolving fund which would
enable the Commission to comply with the
accounting principles, standards. and related
requirements prescribed by the Comptroller
General of the United States and with appli-
cable law requiring the depositing of each
year's surplus funds in the general fund of the
United States Treasury.

In August 1967 the Chairman of the
Commission advised us that the necessary ad-
justments had been made in the accounting
procedures to accomplish the recommenda-
tions made in our report. The surplus funds of
$784,104 at June 30, 1967, were deposited
into the general fund of the United States
Treasury as miscellaneous receipts in August
1967. (B-110497, August 4, 1967)



99. ACCOUNTING SYSTEMS M-
PROVEMENTS--We reviewed the accounting
system submitted on June 26, 1967, by the
Civil Aeronautics Board to the Comptroller
General for approval. Both during the devel-
opment of the system and after its formal
submission, representatives of the General Ac-
counting Office worked closely on the system
with the accounting officials of the Board.
The Board accepted our suggestions for im-
proving the system, including improving the
accounting manual and establishing a small in-
ternal audit function to perform reviews and
studies of the accounting operations. The
system was approved by the Comptroller Gen-
eral in January 1968. (B-16188S5, January 18,
1968)

100. ALLOCATION OF PERSONAL
SERVICES COSTS--In August 1967 we re-
ported to the Assistant Secretary for Adminis-
tration, Department of Labor, that our review
of procedures followed by certain State em-
ployment security agencies in 11 States and
Puerto Rico, in allocating personal services
costs for fiscal year 1966 to the several Fed-
eral appropriations from which these costs are
funded, did not provide reasonable assurance
that proper associations were being made be-
tween appropriations charged and services
performed.

We found that the State agencies were
using a staffing plan procedure for charging
appropriations whereby each position in the
State agency’s approved budget was identified
with the program or activity under which it
was approved and funded. The employees in
the State agency are identified with these
budgeted positions, and the amount of per-
sonal services costs to be charged to each Fed-
eral program is determined on the basis of the
payroll costs for the positions assigned to the
respective programs. This technique assumes
that an individual spends all his time working
on only one specific program.

Prior to fiscal year 1966, the Bureau of
Employment Security prescribed a time-distri-
bution system for determining the personal
services costs to be charged to available Fed-

eral appropriations. Under this system, per-
sonal services cost allocations were to be
based on records of time actually spent by
employees on the respective Federal pro-
grams.

We compared the data on personal ser-
vices costs reported by the 12 agencies under
the staffing plan procedure with the data re-
ported on the personnel time reports under
the time-distribution system and noted con-
siderable differences between the amounts of
personal services costs chargeable to the vari-
ous Federal appropriations under the two
systems. Our comparison showed that the
cost of about 210 equivalent positions, valued
at over $1.3 million, would have been charged
to different appropriations if the personnel
time reports had been used as the basis of cost
distribution.

Bureau officials advised us that they rec-
ognized that the staffing plan procedure of
charging personal services costs probably re-
sulted in some improper charges to Federai
appropriations. They did not believe, how-
ever, that the significance of these charges
could be determined by a comparison of the
data under the staffing plan procedure with
the data on the personnel time reports, be-
cause of the inaccuracy and unreliability of
the data on the personnel time reports.

Bureau officials stated that the Bureau
was developing a cost-accounting system rec-
ommended by a management consulting firm
and that the system would provide for the
proper charging of personal services costs to
the respective Federal appropriations.

We advised the Assistant Secretary that
we would follow the progress of this matter
and would consider the propriety of the allo-
cation system in use when the Department’s
accounting system was submitted to the
Comptroller General for approval. (Report to
Assistant Secretary for Administration, De-
partment of Labor, August 31, 1967)

101. IMPROVEMENT OF THE AC-
COUNTING AND FINANCIAL MANAGE-
MENT SYSTEM--We reported to the Congress



in March 1960 that. the linzncial statements
of the Agency for International Development
(AID) loan program did nol. in our opinion,
present fairly the financial condition of the
loan program at June 30, 1964, or the results
of operations of the program for fiscal years
1962, 1963, and 1964, Certain financial state-
ment balances had been materially overstated
and others understated because of accounting
practices that. we believed, were not sound.
Also. AID’s accounting and finuncial manage-
ment system had a number of significant
weaknesses and did not tully comply with the
accounting principles and standards pre-
scribed by the Comptroller General,

During fiscal year 1968, AID submitted
for approval a revised statement of basic ac-
counting policy wh.ch had been substantially
clarified and improved by changes worked out
as a result of cooperative eftorts between AID
and the General Accounting Office. The state-
ment incorporated broad accounting prin-
ciples and standards to be followed as guide-
lines in the development of the several dis-
crete operative accounting systems segments
of AID’s overall accounting system and was
approved by the Comptroller General in De-
cember 1967,

AlD also enguged the services of a con-
tractor to design and develop an accounting
system for the loun program in uaccordance
with the accounting principles and standards
prescribed by the Comptroller General. As a
result of vooperative efforts between the con-
tractor. AlD. and the General Accounting Of-
fice. the system. a» wniten, was approved by
the Comptrolicr General in February 1968,
{B-133220, Murch 11. 1966) (B-158381, De-
cember 29, 1967} (B-1583%81, February 19,
1968)

102. IMPROVEMENT OF THE AC-
COUNTING AND FINANCIAL MAN-
AGEMENT SYSTEM--As u resull of our re-
view ot the accounting system for the Invest-
ment Guaranty Program. Agency for Interna-
tional Development (AIDY, we pointed out to
agency officials in October 1967 certain devi-
ations from the accounling principles, stan-
dards. and related requirements prescribed by

the Comptroller General. These deviations re-
lated to the cxtent of application of the ac-
crual accounting concept to income and ex-
penses, the need to account for all costs di-
rectly related to carrying out operations of
the guaranty program, and the requircments
for disclosure in the financial reports of (a)
annual leave costs and the related liability for
accrued annual leave as of the close of each
fiscal year and (b) contingent liabilities to in-
vestors under the program. We also com-
mented on AID’s practice of holding certain
cash receipts in excess of 30 days. These re-
ceipts are fees received from applicants for
guaranty coverage under title 111 of the For-
cign Assistance Act of 1961, as amended,
which are neither deposited in the Treasury
nor recorded in AlD’s official proprietary ac-
counts until a guaranty contract is officially
executed. During a 6-month period ended De-
cember 31, 1966, AID had retained 45
checks, totaling about $500,000, for periods
in excess of 30 days.

In December 1967, AID advised us of
certain improvement actions taken, or to be
taken, as a result of our suggestions. These
actions related to (a) accrual of income and
expenses, (b) accounting for all costs and cap-
italization of significant costs attributable to
assets under subrogated claims, and (c) discio-
sure of costs and lability for accrued leave
and disclosure of contingent liability to inves-
tors. AID disagreed with our suggestion re-
garding the prompt deposit of certain cash re-
ceipts held in excess of 30 days.

In a letter to the Administrator, AID, in
June 1968, we reaffirmed our position on this
matter and recommended that all receipts, in-
cluding fees received from potential investors,
be (a) recorded in AlD’s ofTicial accounts im-
mediately upon receipt and (b) promptly de-
posited in the Treasury.

The Administrator, AID, informed us by
letter dated August 6, 1968, that our June
1968 letter to him had been helpful in clarify-
ing legal and regulatory requirements and that
AID, henceforth, would (a) promptly deposit
all receipts, including fees from investors un-
der the AID guaranty program, in accordance
with procedures prescribed by the Treasury



and (b) record the collections in AlD official
accounts immediately upon receipt. (Report
to Assistant Administrator for Administra-
tion, AID, October 31, 1967; B-158381, June
21, 1968)

103. FINANCIAL MANAGEMENT RE-
PORTING SYSTEM--We reviewed the Finan-
cial Reporting Manual, a segment of the over-
all accounting system of the Agency for Inter-
national Development (AID), and tested the
reports prescribed therein from the stand-
point of (a) usefulness to responsible manag-
ing elements of AID, (b) adequacy in pro-
viding the financial management information
portion of AID’s overall financial manage-
ment system, and (¢) relationship to AID’s
ongoing work of improving ils accounting
system. Also. we reviewed AID’s management
of its report control system.

We found no evidence that (a) the con-
cept of timeliness and usefulness of financial
reports was actually being implemented and
(b) progress was being reported in terms of
performance related to plans, Also, we found
a need for coordination in conception and de-
sign of the reporting system as an integral part
of the overall management information sys-
tem,

In our report of June 1968 to the Ad-
ministrator, AID, we stated that. as a result of
our review and tests, we had concluded that a
basis did not presently exist for further con-
sideration of this part of AID’s overall ac-
counting system preparatory to approving it.
Accordingly, the Manual was returned for re-
consideratic and later resubmission to the
General Accounting Office when the neces-
sary prerequisities for an adequate financial
reporting system have been accomplished. We
suggested that, in the development of the fi-
nancial reporting segment on a basis inte-
grated with the aspects of the overall AID
management information system, certain
broad considerations should be recognized
and dealt with by AID in conjunction with its
financial management needs as follows:

-A1D should develop a2 unified and
comprehensive stalement oi man-
agement information needs,
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--The authorily for the basic con-
ceptualizing and designing of man-
agement information systems and
individual management reports
should be revised to avoid the
overlapping pattern which now ex-
ists.

-AlD should consider whether the
exisling organization of staff func-
tions creates an appropriate envi-
ronment in which to evolve good
management Information systems,

(B-158381, June 19, 1968)

104. ACCOUNTING PROCEDURES
AND RELATED CONTROLS OVER CASH
AND PROPERTY--Our review of accounting
and related control procedures of Saint Eliza-
beth’s Hospital, in Washington, D.C., Public
Health Service, Department of Health, Educa-
tion, and Welfare, showed certain weaknesses
in procedures intended to provide control
over cash and property, particularly with re-
spect to cash receipts, property acquisitions,
and physical invenltories of equipment and
supplies. We also found a need for improving
accounting procedures for certain costs,
assets, and liabilities to allow the recording
and reporting of financial transactions in an
accurate and reliable manner and in confor-
mity with the principles. standards, and re-
lated requirements prescribed by the Comp-
troller General.

In our report to the Secretary in
February 1968, we expressed the belief that
some of the weaknesses could be attributed,
in part, to inadequate written instructions for
the guidance of the Hospital’s accounting per-
sonnel and that, pending completion of the
revised accounting system and related man-
uals for the Public Health Service and its con-
stituent agencies. the Hospital should have
adequate interim written instructions gov-
erning day-to-day accounting operations.
Hospital officials told us that they had been
unsuccessful in hiring a sufficient number of
qualified accounting personnel. We suggested
that appropriate elements within the Public
Health Service be directed to assist the Hospi-
tal in preparing written instructions, re-
cruiting qualified personnel, and providing
suitable training for cmployees assigned {o ac-
counting and related functions.



In May 1968, the Public Health Service
informed us that, in general, our recommen-
dations were acceptable; that some had
already been effected as a result of contacts
with representatives of our Office; and that
the others would be the subject of further
study. (B-133099, February 29, 1968)

105. SYSTEM PROCEDURES AND
CONTROLS FOR CASH--In a review of the
procedures and controls employed by the
United States Disbursing Officer (USDO) at
the Department of State’s Regional Finance
and Data Processing Center (RFDPC), Paris,
France. and at selected foreign service posts
serviced by the RFDPC, we observed the need
(a) to perform independent reconciliations of
foreign currency bank accounts. (b) to
strengthen controls over local deposit and
trust funds and to obtain Treasury Depart-
ment concurrence for maintenance of ac-
counts in local banks. (¢) to improve controls
for processing collections, and (d) to deposit
collections of funds promptly.

-The reconciliation funclion as per-
formed by the USDO at RFDPC
and the verification procedures
employed by the Treasury Depart-
menlt in Washington with respect
to foreign currency bank accounts
maintained by the USDO were not
fully adequate to identify possible
irreqularities and thal periodic
independent internal audit reviews
into the effectiveness of the
USDO's reconciliation procedures
should be made.

—-Lacal deposit and trust funds on
hand at RFDPC-serviced posts and
on deposit in local bank accounts
had not been reported 1o the
Treasury Department although re-
quired by exisling procedures;
moreover, these local bank ac-
counts had been established with-
out the required concurrence of
the Treasury Department.

--The USDO's cash accounting clerk
who processed cash received from
serviced posis also had access to,
and complete control of, related
source documents; therefore,
there was a need for separation of
these functions to provide added
controls through internal checks
and balances.

--The cash accounting clerk was not
complying with a requirement
that cash and cash instruments be
deposited on the day received,

The Director of Audit Program, Depart-
ment of State, advised us that future audits of
RFDPC would include reconciliations. Super-
visory officials at RFDPC instructed the cash
accounting clerk to deposit daily all cash re-
ceived.

Our January 1968 report to the Depart-
ment of State included appropriate recom-
mendations to improve controls for process-
ing collections and to strengthen controls over
locai deposit and trust funds. The Depart-
ment’s reply to our report, received in June
1968, did not provide information concerning
specific actions taken or planned with respect
to our recommendations. The Department did
advise us, however, that it had derived value
from our review and report and intended to
work closely and continue to consult with our
Office and keep us informed of significant ac-
tions taken to strengthen the management
control processes at RFDPC.

We were further advised, on an informal
basis, that a more specific response to our re-
port would be furnished at a later date.
(B-146703, January 31, 1968)

106. TIMING CASH WITHDRAWALS
TO COINCIDE WITH ACTUAL CASH RE-
QUIREMENTS--Our review of certain aspects
of the system used by the Office of Education
in funding programs carried out under title |
of the Elementary and Secondary Education
Act of 1965 (20 U.S.C. 2412a) revealed that
local educational agencies had obtained sub-
stantial amounts of cash under the letter-of-
credit system which was either premature to



or in excess of their needs.

In November 1967, in a report to the
Commissioner of Education, Department of
Health, Education, and Welfare, we pointed
out that our review in the States of Ohio,
New Jersey, and West Virginia showed that
excess cash funds from fiscal year 1966, total-
ing about $7 million, existed at many local
educational agencies. During our review in
Ohio, we found no evidence that guidance
had been provided to local educational agen-
cies as to what factors should be considered in
determining actual cash requirements. We
stated that the procedures for determining
cash requirements for all title I federally
funded programs in Ohio may not provide
adequate guidance to forestall the accumula-
tion of excess funds by local educational

We pointed out also that excess cash
. funds in the possession of one local educa-
tional agency in Ohio had been invested with
no subsequent reimbursement to the Federal
Government for interest earned thereon and
stated that immediate attention should be
given to the possibility that significant
amounts of interest income earned on excess
Federal funds may be due the Government.

We recommended that the Commissioner
of Education issue guidelines and take such
further action as he deems appropriate to im-
prove the operation of the letter of credit pro-
cedure and to maintain more effective pro-
gram surveillance over the manner in which
the procedure is being implemented. We rec-
ommended also that the Commissioner take
whatever actions are necessary to identify
those local cducational agencies which in-
vested excess Federal funds and to recover
any interest earned on such funds.

In January 1968 the Commissioner ad-
vised us that a memorandum had been issued
to State officials and agencics in which some
guidelines were prescribed to improve control
over the flow of cash to the State level and
below, The Commissioner cited certain other
aclions which would be taken to resolve the
excess funds problem, including the
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development of an overall statement of letter
of credit procedures and policies, the imple-
mentation of instructions to update letter of
credit requirements, and the increased use of
regional office representatives to work with
States to improve letter of credit operations.

In regard to the interest earned on Fed-
eral funds invested by the local educational
agency, the Commissioner advised us that the
amount of interest due the Government
would be determined and a recovery wouid be
negotiated. He indicated that interest earned
on the investment of Federal funds by other
local educational agencies would also be de-
termined and recovered. (Report to Commis-
sioner of Education, Department of Health,
Education, and Welfare, November 27, 1967)

107. TIMING CASH WITHDRAWALS
TO COINCIDE WITH ACTUAL CASH RE-
QUIREMENTS--Our review of certain aspects
of the letter-of-credit system used in financing
the grant programs of the constituent agencies
of the Department of Health, Education, and
Weifare (HEW) showed that, despiie past ef-
forts of HEW lo minimize interest costs to the
Government for financing its various grant
programs. many grantees were still with-
drawing Federal funds under the system in
amounts greater than necessary to meet their
current disbursement requirements.

Our review principally concerned public
assistance grants made to the States of Cali-
fornia, Hlinois, and Missouri. administered by
the Social and Rehabilitation Service: certain
grants made to the State of Nlinois, adminis-
tered by the Office of Education; and selected
research and training grants made to two hos-
pitals and one university, administered by the
National Institutes of Health.

In the three States we found that signifi-
cant portions of the Federal’s share of expen-
ditures for public assistance programs had
been withdrawn from the Treasury substan-
tially in advance of the time that the actual
disbursements were made. In one State, we
noted similar practices with respect to other
grant programs administered by the Social



and Rehabilitation Service and to certain
grants administered by the Office of
Education. In our review at the three grantec
institutions, we found that neither the
amount of cash balances maintained nor the
frequency of cash withdrawals had been in
accord with the grantees’ then-current cash re-
quirements.

In our opinion, the practices followed by
the three States and the three grantee institu-
tions are contrary to the policies set forth in
Treasury Department Circular No. 1078,
which states, in part. that it is essential that
everything possible be done to prectude with-
drawals from the Treasury any sooner than
necessary to finance recipients’ operations
and that grantees should maintain Federal
cash balances as close to daily needs as admin-
istratively feasible.

In a report. HEW's Audit Agency
pointed out that in 45 States some State agen-
cies were maintaining significant balances of
idle Federal funds in one or more grant pro-
grams and estimated that the Government
could have realized interest savings of more
than $4 million during the 9-month period
covered by the survey had grantees made
withdrawals under their letters-of-credit more
closely in line with their immediate cash
needs. The Audit Agency suggested several
corrective measures for the improvement of
the operation of the letter-of-credit system,
including improving the letter-of-credit moni-
toring system of HEW's operating agencies,
clarifying the operating instructions to
grantees. and working with appropriate State
officials to adjust restrictive requirements to
accommodate letter-of-credit operations.

In January 1968, HEW promulgated new
instructions for the use of letters-of-credit to
all organizations that were recipients of HEW
prants. The new instructions require. for the
Jirst time, that common criteria be issued by
all HEW’s constituent agencies to their
grantees using the letter-of-credit system.

In a report to the Secretary of Health,
Education, and Welfare in June 1968, we ac-

70

knowledged HEW’s awareness of the need to
maintain effective management: oontrols over
the manner in which grantees. 1mplement the
letter-of-crednt system and its recent’ actlon m—

of credit should help st:engthen sut.h pon'

significant reductions in interest cosis to the:
Government.

We expreswd the belief, however, that
the information developed dunn; our review
pointed up the need for continued attention
to the effective monitoring of the letter-of-
credit operations, not only through the quar-
terly financial reports submitted by grantees,
but also through onsite reviews by program
personnel. We expressed the belief also that
specific attention should be directed to those
cases, discussed in our report and in the re-
ports of the HEW's Audit Agency, where im-
provements are needed in the use ol the
letter-ofcredit by the particular grantees con-
cerned. (B-164031, June 21, 1968)

108. ACCOUNTING AND COLLEC-
TION PROCEDURES FOR BENEF!‘I’
OVERPAYMENTS--In a report issued in De-
cember 1967, we pointed out to the Railroad
Retirement Board certain procedural changes
which we believed would help to improve the
accounting for and collection of certain rail-
roac retirement annuity and unemployment
and sickness insurance (U&SI) benefit over-
payments.

The changes in accounting procedures in-
volved (a) establishing accounting control
when identifying certain U&SI overpayments
and (b) promptly recording overpayment col-
lections which are either refunded by annu-
itants or withheld by the Board from monthly
annuity payments. The changes also involved
following up, at prescribed intervals, on in-
stallment collections of overpayments, and
more promptly collecting U&SI overpayments
by arranging to withhold debtors’ annuity
payments.

We brought to the Board’s attention our
findings concerning its accounting and collec-



tion procedures. The Board informed us. ina
letter dated January 2, 1968, that, in auto-
mating its overpayment accounting and col-
lection operations, steps were being taken to
strengthen the foregoing procedures.
(B-114817, December 4, 1967)

109. STATEMENT OF PRINCIPLES
AND STANDARDS FOR ACCOUNTING
SYSTEM--We reviewed the proposed state-
ment of principles and standards for the ac-
counting system of the Securities and Ex-
change Commission (SEC). As a result of
cooperative efforts between SEC and the Gen-
eral Accounting Office, several improvements
were made to the proposed statement, relat-
ing to the accumulation and internal reporting
of cost information.

In June 1968 we informed the Chairman
of SEC that, on the basis of our review, we
believed that the proposed statement of prin-
ciples and standards constituted acceptable
guidelines for the development of a revised
accounting system that, when effectively doc-
umented and implemented, could be deemed
to meet the requirements for approval under
the accounting principles and standards pre-
scribed by the Comptroller General. The
statement of principles and standards was
therefore approved. (B-115372, June 26,
1968)

Note: For additional items related to “Ac-
counting and Fiscal Matters,” see sec-
tion on “Economic Opportunity Pro-
grams,” items Nos. 5, 18, 19, 20, and
28.

AUDITING PROCEDURES

110. FOLLOW-UP ACTION ON INTER-
NAL AUDIT RECOMMENDATIONS--In an
April 1968 report to the Congress, we ex-
pressed the opinion that the policies, direc-
tives, and responsibilities for the Post Office
Department’s internal audit program were
adequate to provide management with inde-
pendent, objective, and constructive ap-

n

praisals of the effectiveness and efficiency
with which the financial and operating re-
sponsibilities of the Department were being
performed and that the Department’s Internal
Audit Division had carried out the internal
audit responsibilities in a reasonably satisfac-
tory manner.

We had found, however, that the Depart-
ment’s procedures for follow-up action on
recommendations contained in internal audit
reports needed improvement. We therefore
proposed that the Department issue instruc-
tions to provide for periodic reporting to top
management on the status of corrective action
to be taken on recommendations contained in
internal audit reports. In line with our pro-
posal. the Department issued a revised Head-
quarters Circular to establish the necessary in-
ternal management controls over the action to
be taken on internal audit reports. (B-160759,
April 12, 1968)

111. ORGANIZATIONAL AND OPERA-
TIONAL FEATURES OF INTERNAL AU-
DIT--On the basis of our review of the direc-
tion of the internal auditing and investigating
activities of the Department of Agriculture,
we concluded that the Office of the Inspector
General (OIG) was generally cffective in pro-
viding management with reliable information
for improving controls over the Department’s
operations.

It was our opinion that the following
organizational and operational features of the
Office of the Inspector General enhanced its
effectiveness as follows:

--Placing the Qffice in a position di-
rectly responsible to the Secretary
of Agriculture provides the Inspec-
tar General with maximum inde-
pendence in planning, program-
ming, execuling, and reporting on
alt departmental activities.

--A system for reporting significant
disclosures to the Secretary and to
other top management officials
permits these matters to be
brought to their attention as soon



as detected, keeps them informed
through periodic follow-up re-
ports, and eliminates the undue
burden which would be placed on
them if all reports of the QIG
were issued to that level.

--An informational retrieval system
codifies audit and investigation
findings and permits the OIG,
among other things, to identify
trends or sudden increases in pro-
gram or management deficiencies.

--The self-inspection program of the
0I1G, which is designed to assist in
achieving and maintaining top ef-
ficiency within the organization,
provides useful information for
evaluating the manner in which
the responsibilities of the Office
are being carried oul and a sound
basis for determininyg changes nec-
essary for improving the organiza-
tion,

--Emphasis on staff training is con-

sidered an important and neces-
sary means of developing and
maintaining an effective internal
audit and investigation service.

In our report to the Congress. we
pointed out that certain changes in the oper-
ations of the OIG would result in better ser-
vice to management. We recommended that
(a) the Inspector General continue efforts
toward directing audit resources to broader
based reviews and reexamine the role fol-
lowed in appraising the Food Stamp Program
and (b) the Secretary of Agriculture define
the role of the OIG in the present efforts to
improve the accounting systems of the De-
partment.

The Secretary of Agriculture advised us
of his agreement in general with our recomen-
dations. (B-160759, May 8, 1968)

112. ORGANIZATIONAL PLACEMENT
AND COVERAGE OF INTERNAL AUDIT--
We found three major weaknesses in the Fed-
eral Aviation Administration’s internal audit
function; namely, that (a) the audit staffs did

not possess the desired degree of indepen-
dence from officials responsible for many of
the operations reviewed (b) the independence
of the audit staffs was impaired by the perfor-
mance of advisory services for operating offi-
cials concurrent with their internal audit
duties, and (c) the audit staffs had not
achieved adequate audit coverage in certain
areas of agency operations.

We thercfore proposed that the Adminis-
trator (a) ceniralize the field and headquarters
staffs into a single organization whose direc-
tor is placed at the highest practicable level in
the agency, (b) separate the advisory services
functions from the internal audit staffs, and
(¢) take action to ensure that all significant
areas of the Administration’s operations are
audited on a systematic basis.

The Administrator agreed generally to
implement our proposals. Also, we were in-
formed that the Associate Administrator for
Administration would provide executive di-
rection to the internal audit group. Morwve;
the Administrator, prior to commenting on
our proposals, issued a directive which re-
quires that internal audit reports prepared as a
result of agencywide reviews be sent directly
to him without prior review by the Associate
Administrator and that the Director of the
agency’s Office of Audit have free and direct
a;cc'e;s hﬂto the Administrator. (B-160759, July
2. )

113. PROVISION OF INTERNAL AU-
DIT SERVICE--During our audit of the finan-
cial statements of the Saint Lawrence Seaway
Development Corporation for calendar year
1966, we again reviewed the internal ‘audit
work performed by a Corporation employee
who had other duties in the comptroller’s of-
fice. The areas covered by the internal audit
were somewhat limited and almost no review
work was performed to determine the reason-
ableness of the Corporation’s expenses or
with a view to potential economies in the Cor-
poration’s operations. For some assignments
we were unable to adequately evaluate the
audit work because the internal audit work-
papers did not fully disclose the scope of the
work performed.



In a letter to the Administrator of the
Corporation in January 1965, we commented
on the benefits that would be received from a
broad-based internal review, an appraisal, and
a reporting function as an integral part of the
Corporation’s system of management control.
Because of the relatively small size of the Cor-
porition’s operation and because the Corpora-
tion is now part of the Department of Trans-
portation, we concluded that the Depart-
ment’s internal auditors should make regular
periodic internal reviews of the Corporation’s
operations.

Subsequent to the completion of our
work, the Administrator informed us that the
Corporation had arranged for the use of the
Department of Transportation’s internal audit
staff to perform a broad-based internal review
of Corporation activities. The report on this
review was issued in February 1968, Also, of-
ficials of the Department informed us that
action had been taken to provide future audit

'service to the Corporation through the re-
sources of its Office of Aadit. (B-125007,
May 6, 1968)

114. ORGANIZATIONAL PLACEMENT
OF INTERNAL AUDIT FUNCTION--We re-
ported to the Secretary of the Army that our
review of the activities of the internal audit
organization of the Panama Canal Company
showed that there was a need to enhance the
independence of the internal auditors under
the direction of the Comptroller who had re-
sponsibility for directing various other opera-
tions which were extensively reviewed by the
internal auditors.

In our May 26, 1967, letter to the presi-
dent of the Company, we pointed out that
the General Auditor, as head of the General
Audit Division, was responsible for the inter-
nal audit functions and also for significant
operational functions of the Claims Branch
that were subject to review by the internal
auditors. We expressed the view that these
divided audit and operational responsibilities
of the General Auditor were not conducive to
achieving the maximum possible degree of in-
dependence and objectivity of the internal
audit function.
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We were subsequently advised that the
president of the Company had approved ac-
tion to effect the transfer of supervisory re-
sponsibility of the Claims Branch from the
General Auditor to the Chiel Accountant, as
of August 17, 1967. We believed that this
organizational realignment would help to
strengthen the internal audit function of the
Company organization; however, we noted
that the internal audit organization continued
to function under the direction of the Comp-
troller.

By letter of August 7, 1967, the presi-
dent of the Company advised us that he be-
lieved it undesirable at the time to make any
major changes in the Company’s organiza-
tional structure. In this respect, he referred to
current treaty negotiations with the Republic
of Panama, which were expected to materially
alter the status of the entire organization.

We recopnize that uncertainties relating
to proposed changes in the status of the
organization must be weighed in considering
any major organizational changes in the Com-
pany at this time. Nevertheless, we believe
that the internal audit activity should be re-
sponsible to the highest practicable organiza-
tional level and that, whenever this responsi-
bility is assigned to a principal subordinate
official. there should be assurance that the de-
gree of independence and effectiveness of
internal audit will provide top level manage-
ment with objcctive and impartial appraisals
of its programs and activities.

We therefore believe that, in the absence
of any further organizational realignment of
the internal audit function of the present
organization, the degree of independence and
effectiveness of this activity in relation to the
other activities under the direction of the
Comptrotler will depend on whether, irrespec-
tive of the organizational placement, the pres-
ident and the Company’s board of directors
will be concerned with and apprised of the
internal audit planning, programming, execu-
tion, and reporting functions. {B-160759,
January 15, 1968)

115. INTERNAL AUDIT POLICIES
AND PRACTICES--We found that the organi-



zation, audit policies, directives, plans, and
operations of the internal audit organizations
in the Department of Defense complied sub-
stantially with requirements for an effective
internal audit system. We found also that the
Department’s internal audit policies, direc-
tives. and plans were being implemented in a
generally satisfactory manner. These findings
were stated in a report issued to the Congress
in March 1968.

Our review was primarily directed to ob-
taining current information on the adequacy
of the auditing activities of the Department’s
five formally designated internal audit organi-
zations.

In view of the existence of numerous
separate internal review and surveillance or-
ganizations in the Department performing
management reviews. we also gave considera-
tion to the need for coordination of review
work in order to avoid omissions and duplica-
tion and to direct the total effort so as to
maximize results. Because of our lack of
knowledge of the management review activi-
ties of the Inspectors General of the military
departments, which stems from constraints on
making the related records available for our
review, we indicated that we had been unable
to ascertain whether the activities of the des-
ignated audit organizations and the Inspectors
General were effectively coordinated so as to
avoid duplication and obtain the best results
from the total review effort.

We made a number of proposals for con-
sideration in the performance of future inter-
nal audit activities. The Department of De-
fense concurred in these proposals, except
with respect to our proposal that a study be
made of the work of the numerous organiza-
tions and activities conducting management
reviews, with a view to strengthening over-all
control, direction, and coordination of such
efforts. The Department doubted whether
such a study would be productive but pro-
posed to consider the matter further.
(B-132900, March 8. 1968)

116. ORGANIZATIONAL PLACE-
MENT AND MANNER OF CONDUCTING
INTERNAL AUDITS--We found that the in-

ternal audit efforts of the District of Colum-
bia Government had been applied in a manner
that had resulted in individual audits being
limited in scope and consisting mainly of veri-
fication and compliance-type audits. Al-
though there were more than 300 audit re-
ports in fiscal year 1966, very few of the re-
ports were the result of comprehensive evalua-
tions of programs, activities, or operations.

In a report datea February 1968 to the
Commissioner, District of Columbia Govern-
ment, we expressed the belief that internal
audits would be more effective and of greater
assistance to top management if reviews were
more comprehensive than those then being
made and if increased emphasis were placed
on evaluations of operating efficiency and
economy. We expressed the belief also that, in
order to achieve this objective, the Intemnal
Audit Office would need clearer authority
and greater independence of action than it
then had as an organization within the De-
partment of General Administration, which
was responsible for District-wide procurement
and management of certain resources, includ-
ing property and supplies. On the basis of our
examination of the auditors’ workpapers and
techniques, we believed that, given the oppor-

tunity, the auditors were capable of making.

more comprehensive reviews.

We recommended in our report that the
Internal Audit Office be established as a sepa-
rate staff group responsible directly to the
Commissioner or to the Assistant to the Com-
missioner and that it have clear authority to
make comprehensive reviews.

During fiscal year 1967 and 1968, the
Internal Audit Office substantially reduced
the number of reports being issued. We have
been informed by the Internal Audit Officer
that this has been the result of performing
more comprehensive reviews, combining re-
lated reviews so that better overall evaluation
of the operations in one agency is reported,
«nd eliminating the issuance of reports when
no deficiencies were disclosed. In a memoran-
dum issued in April 1968, the Assistant to the
Commissioner instructed the heads of depart-
ments and agencies to take prompt action to
implement all audit recommendations and to




notify the Internal Audit Officer within 60
days of the action taken or planned.
(B-160759, February 20, 1968)

117. EXPANSION AND RELOCATION
OF INTERNAL AUDIT FUNCTION--In are-
port issued:to the Congress in June 1968 on
the results.of our review of the internal audit
functions at the Department of Labor, we
concluded that the Department had made lim-
ited use of its internal audit stafT as a manage-
ment tool even though the Department’s pro-
grams hld been expanding. Many of the De-
partment’s activities and programs had never
Im:n subjected to any regular program of in-
ternal auditing, and other important activities
and programs: had been given only limited in-
ternal audit coverage.

We found, for example, that (a) the De-
partment had only four auditors assigned to
its internal audit staff at the time of our re-
view in fiscal year 1967, (b) only four limited
reviews of Labor programs were conducted
during fiscal year 1967, and (¢) all the inter-
nal audit reviews were performed in Washing-
ton, although th¢ Department had over 200
field offices where 44 percent of its employ-
ees were stationed. We found also that the
audit staff had reported its findings to a De-
partment official whose responsibilities in-
cluded some of the activities being audited.

The Secretary ol Labor agreed with our
proposal to take appropriate action to sub-
stantially increase the Department’s internal
audit activity commensurate with needs. The
Secretary did not agree with our proposal to
relocate the internal audit function organiza-
tionally to report to a higher level in the inter-
est of greater independence and objectivily.
He stated that obijectivity could be achieved
within the present organizational structure al-
though a procedural change, involving report-
ing, would be made to maintsin objectivity.

We recommended to the Secretary of La-
bor that the internal audit function report to
the highest practicable level, preferably the
Secretary or Under Sccretary or at least to an
official who reports directly to the Secretary.

We recommended that, if the internal audit
function does not report directly to the Secre-
tary, the Secretary establish adequate controls
to ensure the independence of the internal au-
ditors. (B-160759, June 6, 1968)

118. ORGANIZATIONAL PLACE-
MENT OF INTERNAL AUDIT FUNC-
TION-In a letter to the Director of the Peace
Corps in December 1967 on a limited exami-
nation into a reorganization involving the in-
ternal audit function, we stated that our com-
parison of the functional statement in the
Peace Corps Manual for the former Audit
Staff with the proposed functional statement
for the new Division of Administrative Sup-
port and Review led us to believe that the
review functior would be restricted and also
would be subordinated to thc operational
functions of the new division. Under the reor-
ganization, announced in August 1967, the
positicn ol Special Assistant for Field Sup-
port and the Audit Staff were replaced by a
Division of Administrative Support and Re-
view within the Office of Administration.

We recommended that the Director of
the Peace Corps reconsider the reorganization
decision with a view to improving the system
of management control by reestablishing and
improving the internal audit function and en-
suring its independence from line-operating
functions.

A new functional statement accompany-
ing the Director’s reply in January 1968 did
not include the particular constraints on the
auditors referred to in our report except for
such constraint on auditor independence as
may have been caused by the organizational
placement of the internal audit function.

We continue to be concerned because
the internal auditors are in a position subordi-
nate to officials who are directly responsible
for important operations that are subject to
review. A Bureau of the Budget representative
told us in June 1968 that the Bureau intended
to urge th~ Peace Corps to consider this mat-
ter further. (B-160759, December 27, 1967)



119. ORGANIZATIONAL PLACE-
MENT AND PERFORMANCE OF INTER-
NAL AUDIT FUNCTION-In December 1967
we reported to the Congress that, on the basis
of our review, we believed that the inspec-
tions made by the Federal Burcau of Inves-
tigation’s Inspection Division constituted ef-
fective internal auditing: however, we found a
need for improvement in the internal audit
functions of the Department of Justice’s legal
activities and general administration, the Bu-
reau of Prisons, the Federal Prison Industries,
Inc., and the Immigration and Naturalization
Service.

We found that no internal reviews had
been made of the financial or program activi-
ties of the headquarters organizations of the
Department  the Federal Prison Industries,
Inc., or the Immigration and Naturalization
Service, and that only limited, sporadic re-
views had been made of the Bureau of
Prisons’ headquarters activities. In addition,
very infrequent internal reviews had been
made of financial transactions of Immigration
and Naturauzation Service field installations.
In our opinion. with the exception of the
Federal Burcau of Investigation, the Depart-
ment’s separate internal audit organizations
have generally not served as an effective ele-
ment of management control and need to be
improved to increase the effectiveness and ef-
ficiency of their operations.

We found also a need to improve the
documentation of the internal reviews so that
adequate evaluations could be made of the
quality and scope of the work performed. In
addition we found that the effectiveness of
internal audit reports for promoting correc-
tive action could be improved by furnishing
copies of reports to all organizational units
audited.

We expressed the opinion that a central
internal audit organization within the Depart-
ment, excepting the Federal Bureau of Inves-
tigation, responsible solely to top manage-
ment, would provide a better means for more
effectively carrying out the internal audit
function and would serve more effectively as
an integral part of the Department’s overall
system of management control.
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The Assistant Attorney General for Ad-
ministration generally agreed with our find-
ings. He informed us that a central audit or-
ganization, reporting directly to him, had
been established and that the entire examina-
tion approach, scope, procedures, and report-
ing practices were being reviewed and changes
were in process to bring them into confor-
mance with the internal audit principles
suggested by us.

We recommended that as soon as practi-
cable, to ensure that the degree of indepen-
dence and effectiveness of the internal audit-
ing activity will provide the Attorney General
with objective and impartial appraisals of the
Department’s programs and activities, the cen-
tral internal audit organization be made re-
sponsible to the Attorney General or to a
principal subordinate official.

We recommended also that the Federal
Bureau of Investigation internal audit reports
be available to the Attorney General and that
the Attorney General issue policy guidance
and cause such reviews of the Bureau’s inter-
nal audit function to be made as he may deem
necessary. (B-160759, December 26, 1567)

120. VERIFICATION OF GRANTEES'
VALUATIONS OF EQUIPMENT--During our
review of Federal financial assistance fur-
wmished by the Office of Education, De,art-
ment of Health, Education, and Welfare
(HEW) to selected grantees, for the construc-
tion of educational television broadcasting
facilities, we found the need for the Office of
Education and HEW's Audit Agency to
strengthen certain procedures so as to im-*
prove the administration of this program.

In a report to the Secretary of Health,
Education, and Welfare in July 1967, we ex-
pressed the belief that the procedures, em-
ployed by the Office of Education and the
Audit Agency for verification of grantees’ val-
uations of equipment owned at the time of
their application for matching grants and
claimed for 25-percent credit, did not provide
for securing sufficicnt evidence on which to
determine whether such equipment was
valued in accordance with existing regula-
tions.




The regulations issued for the use of po-
tential grantees specify that the valuation of
purchased equipment shall be bascd upon cost
but shall not be in excess of fair market value
at the time of acquisition for educational tele-
vision purposes and that the valuation of
equipment received by gift or donation shall’
be based upon frir market value at the time of
gift or donation.

Ouwr revicw revealed that grantees in ap-
plying for matching grants had, in some cases,
valued purchased equipment at more than
cost and in other cases had not adequately
substantiated the valuations of donated equip-
ment. Our review of the case files and our
discussions with Office of Education officials
did not disclose specific evidence as to what
supporting documents had been examined by
the officials who reviewed the amounts
claiimed for credit. Also, we found that the
audit procedures followed by HEW’s auditors
did not require a review of the valuation of
owned equipment climed for credit.

At several grantee locations, although
the grantees’ valuations had been acceptled by
the Office of Education, the documentary evi-
dence supporting the valuations for donated
equipment did not, in our opinion, provide
acceptable evidence that the grantees’ valua-
tions satisficd the criteria set forth in the
manual issued by the Office of Education. We
pointed out that acceptance of the unsigned,
undated documents and of the amount of
shipping insurance as proof of value does not
establish a valid basis on which to authorize
disbursement of public funds. Also, while
HEW’s audit manual provided procedures for
determining whether fair market value of do-
nated equipment had been correctly applied
in all computations which materially affected
the amount of the grant, we found that
HEW’s Audit Agency had not reviewed the
determinations of the value of equipment in
these cases but had qualified its report by
stating that it had accepted the valuation as
determined by the Office of Education.

We recommended that HEW’s audit pro-
cedures be revised to provide for the verifica-
tion of the value of purchased equipment,
that such verification work include tracing
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values to supporting documents to provide
sufficient evidence to justify a conclusion as
to the amounts paid by a grantee and that the
auditors include in their workpapers a record
of the items reviewed. -

We recommended also that the Office of
Education require the submission of more
adequate documentary support for valuations
assigned to donated equipment and that the
HEW audit manual be revised to include the
requirement that auditors examine into and
report on instances in which they find that
proper documentary support for the values of
donated equipment has not been provided.

In October 1967 the Assistant Secretary,
Comptroiler, indicated that procedural
changes consistent with our recommendations
had been instituted by the Office of
Education and that audit guides for the re-
view of the educational television program
were being revised to cover the weaknesses
noted in our report. (B-161677, July 18,
1967)

e

Note: For an additional item related to “Au-
diting Procedures,” sce section on
““Lconomic Opportunity Programs,”

‘ item No. 17.

COLLECTION ACTIVITIES

127, EXPEDITING DEPOSIT OF COL-
LECTIONS--Our review of the procedures
used by the Farmers Home Administration
(FHA) for depositing loan collections showed
that annual savings in interest costs to the
Government would result by expediting the
deposit of FHA loan collections. In this re-
spect, we suggested to the Administrator,
FHA, that FHA procedures be revised to en-
able county supervisors to make daily depos-
its of loan collections directly into existing or
designated general depositaries of the Trea-
sury Department. Such a change would result
in funds’ being available to the Treasury
about 3 to 4 days earlier than under existing
deposit procedures.



FHA subsequently issued revised instruc-
tions which required about 545 county of-
fices to use designated depositaries. As a re-
sult of this action. we estimated that savings
of about $106.000 in interest costs to the
Government would be realized in fiscal year
1968. Moreover, such savings will increase as
the amount of loan collections becomes
greater znd additional depositaries are desig-
nated. (Report to Administrator. Farmers
Home Administration. July 12, 1967)

MANAGEMENT PRACTICES -
GENERAL

122. DISPOSAL OF RECORDS--For
cach registrant. the Selective Service System
(SSS) prepares an individual case file in which
all documents pertaining to him are fited. In
addition to the case files. other records on
each registrant arc maintained by SSS. We
made a test of the activity during a 2-week
period of about 1.7 million case files of
registrants aged 35 and over who were beyond
the age of liability for training and service in
the Armed Forces. At the time of our review
there were 8.2 million registrants in this cate-
zory. We found that most of the information
requested from the case files was available
from other SSS records or from military per-
sonnel folders.

Therefore. in a report to the Director in
April 1968, we expressed the belief that case
files pertaining to such registrunts, in general,
are not needed for the operations of the SSS.
If these records were destroyed and certain
other records related to World War I regis-
trants were transferred to Federal Records
Centers operated by General Services Admin-
istration (GSA). economies of zbout
$108.000 in personnel and space costs could
be realized annually. In addition, filing equip-
ment originally costing about $355,000 could
be released or utilized for other purposes.

We therefore proposed that SSS (a) de-
stroy certain case files of registrants aged 35
and over who are beyond the age of liability
for training and service in the Armed Forces
and (b) take the action necessary to have the
records of World War I registrants transferred
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from the SSS to the GSA for storage and ser-
vicing.

The SSS informed us that it disagreed
with our conclusions and suggestions. In gen-
eral, the SSS disagreed with our proposals on
the basis that SSS has a need for all case files
of registrants and that SSS was not convinced
that the GSA records centers could service the
records of World War I] registrants at less cost
to the Government. (B-160672, April 11,
1968)

123. CONTROLS OVER DISTRIBU-
TION OF PUBLICATIONS--In a report to the
Direcior, Office of Field Services, Department
of Commerce, we commented that, although
controls over Government Printing Office
publications sent to field offices appeared
generally satisfactory, controls over Depart-
ment of Commerce publications sent to field
offices were not adequate because records
were not being maintained to show quantities
received and quantities sold or otherwise dis-
tributed. As a result. we were unable to ascer-
tain whether all receipts applicable to the sale
of publications were being collected and ac-
counted for.

On October 5, 1967, the Director, Office
of Field Services. advised us that our letter
had been referred to the Management and
Organization Division of the Office of Admin-
istration for Domestic and International Busi-
ness, for review and study, since the sale of
Department publications and other material
by the field offices covered material furnished
by all the Bureaus and Offices in the Domes-
tic and International Business area, as well as
other Burcaus and Offices of the Department.

Subsequently, we were informed by an
agency official that a system of control over
periodicals had been developed and was in the
process of being made operational. (Report to
Director, Office of Field Services, Department
of Commerce, September 29, 1967)

124. USE OF REGISTERED, RATHER
THAN CERTIFIED, MAIL--Executive orders,
a Depastment of Defense directive, and ser-



vice regulations permit the use of certified
mail for transmitting confidential material
within the continental United States. As
stated in a report issued to the Congress in
April 1968, we found that certified mail was
not being used for this purpose to the fullest
extent practicable because regulations did not
require its use and because opinions differed
regarding the adequacy and suitability of cer-
tified mail,

In our opinion, considerable savings
could be realized and adequate security could
be maintained if certified, rather than regis-
tered, mail were used in the Department of
Defense for transmitting confidential mate-
rial. The Department of Defense agreed and
took steps to revise its directive to require
that, as a general policy, certified mail be used
to the maximum extent practicable.

We recommended that the Director, Bu-
reau of the Budget, in consonance with his
responsibilities under the President’s cost re-
duction program, inquire into the practices of
other Government agencies with a view
toward the use of the least costly and most
suitable method of mailing classified material.
The Bureau of the Budget concurred.
(B-146979, April 8, 1968)

125. DISTRIBUT.!ON OF RESEARCH
AND DEVELOPMENT REPORTS--One of
the responsibilities of the Defense Documen-
tation Center (DDC), an organizational unit
of Defense Supply Agency, is to distribute,
free of charge, copies of research and develop-
ment reports within the Department of De-
fense and to other Federal agencies, Govern-
ment contractors, and the scientific and tech-
nical community. We noted that DDC was
equipped to provide the copies in a number of
formats and at various production costs. In a
report issued to the Secretary of Defense in
January 1968, we pointed out that substantiol
savings might be realized if greater use of the
least expensive format were practicable. We
estimated that about $300.000 could be saved
annually if high-volume users were furnished
microfiche copies in place of hard copies of
reports.
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In reply, the Department of Defense ad-
vised us that it planned carly implementation
of a policy whereby microtiche copies would
be furnished free and a charge would be made
for hard copies. This would encourage maxi-
mum use of microfiche copies while continu-
ing to provide hard copies for those who
require them. (B-163391, Yanuary 30, 1968)

126. DUPLICATIVE RECORDS MAIN-
TAINED--At three of the forcign service posts
serviced by the Department of State’s Re-
gional Finance and Data Processing Center
(RFDPC) at Paris, France, we found that du-
plicative and unnecessary records were being
maintained. Maintaining such records reduces
the potential tangible benefits intended to be
realized from the centralized system at
RFDPC.

We therefore recommended in a report
to the Department in January 1968 that steps
be taken to eliminate certain duplicative and
unnecessary records at foreign service posts
serviced by the RFDPC. The Department’s
reply, received in June 1968, did not indicate
the specific action taken, or planned to be
taken, on our reccommendation. The Depart-
ment did advise vs. however, that it had de-
rived value from our review and report and
intended to work closely and continue to con-
sult with our Office and keep us informed of
actions taken to strengthen the management
coirtrol processes at RFDPC,

We were informally advised that a more
specific response to our report would be fur-
nished at a later date. (B-146703, January 31,
1968)

127. UPDATING OPERATIONS MAN-
UALS--We found that manuvals relating to
operations of the Department of State’s Re-
gional Finance and Data Processing Center
(RFDPC) at Paris, France, had not been up-
dated for several years and, because of their
obsolescence, did not provide adequate
written guidance to operating personnel or
meaningful and reliable information to audit
and other review groups. Officials at RFDPC
concurred in the need to update the manuais,



In a report to the Department in January
1968, we recommended that steps be taken to
ensure appropriate updating and current
maintenance of the RFDPC manuals and their
integration and/or coordination with the De-
partment’s system of manuals and circular
instructions. The Department’s reply to our
report, received in June 1968, did not indi-
cate the specific action taken, or planned to
be taken, on our recommendation. The De-
partment did advise us, however, that it had

derived value from our review and report and
intended to work closely and continue to con-
sult with our Office and keep us informed of
actions taken to strengthen the management
control processes at RFDPC.,

We were further advised, on an informal
basis, that a more specific response to our re-
port would be furnished at a lster date.
(B-146703, January 31, 1968)



INTERNATIONAL ACTIVITIES

FOREIGN ASSISTANCE PROGRAMS

128. RECOVERABILITY OF MILI-
TARY ASSISTANCE PROPERTY DE-
CLARED EXCESS BY RECIPIENT COUN-
TRIES-In July 1967, we reported to the Con-
gress that in releasing excess Military Assis-
tance Program (MAP) property to recipient
countries, the Department of Defense (DOD)
had not always determined, on a case-by-case
basis, whether it would be economically bene-
ficial for the United States to recover the
property should it subsequently become no
longer required by the recipient country. We
pointed out that this had had the effect of
adding millions of dollars worth of additional
United States aid to recipient countries that
was not readily apparent because it was not
part of the usual aid programs but consisted
of the proceeds realized by recipient countries
from the sale of MAP-donated property which
they no longer required.

We expressed the opinion that proceeds
from disposal sales could have been realized
by the United States had case-by-case eco-
nomic recoverability determinations been
made and that these proceeds also would have
had a favorable effect on the United States
balance-of-payments position,

We pointed out that a significant amount
of the property offered by the recipient coun-
tries to the Uniled States for recovery had
been rcleased to the recipient country with-
out DOD’s first determining whether the
property was economically recoverable to the
United States for either redistribution or dis-
posal purposes. We pointed out also that there
were billions of dollars worth of MAP prop-
erty still in the possession of MAP recipient
countries that would cventually be offered to
the United States for recovery.

Although the United States practice of
disposing of excess MAP property differed in
many recipient countries, we expressed the
opinion that DOD could have increased
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United States revenues from the disposal of
excess MAP property in foreign countries by
recovering for disposal by United States dis-
posal agencies a greater amount of that prop-
erty which had been declared by recipient
countries to be excess to their needs. We ex-
pressed the opinion also that the release of
property which might have been determined
to be economically recoverable had deprived
the United States of foreign currency which
otherwise could have been rcalized by the
United States and used to reduce dollar ex-
penditures. In this regard, there could have
been a favorable effect on the United States
balance-of-payments position.

In commenting on our report, the De-
partments of State and Defense advised us
that they could not agree with all our findings
and conclusions. However, we issued our re-
port to the Congress Lo advise it of the addi-
tional assistance being provided to certain re-
cipient countries in the manner described
above. (B-161049, July 12, 1967)

129. IDENTIFICATION AND USE OF
MILITARY ASSISTANCE EQUIPMENT--In
November 1967 we reported to the Congress
that improvements were needed in the man-
agement of Military Assistance Program (MAP)
equipment by the Department of Defense
and the Department of the Army. We pointed
out that

--cerlain  unassigned MAP-owned

equipment in Army storage was
nol being used to satisfy require-
ments,

--significant amounts of MAP funds
had been required to oblain equip-
ment to [ill grant-aid and sales re-
quiremenlts which could vilherwise
have been flilled by the use ot
identical jtems of unassigned

MAP-owned wquipment in Army
storage, ond



becausae such equipment had not
beenn used, additional MAP funds
were expended for storing and
maintaining lhe unassigned equip-
tmer,

We attributed the failure to use available
MAP-owned equipment to (a) the absence of
accurate Army inventory data and of defini-
tive procedures for systematically screening
and using unassigned MAP-owned equipment,
(b) the lack of necessary controls to assure
higher echelons of command that existing pol-
icies were being implemented by operating
units. and (¢) the use of verbal hold orders to
reserve equipment, unassigned because of can-
cellation of certain grant-aid recipient country
programs. for potential but unconfirmed
sales, barter. or coproduction agreements.

We pointed out also that there was a
need for improvement in management of
Army-owned equipment reserved for MAP to
ensure that, upon termination or reduction of
the MAP requirement for which the equip-
ment was reserved, it would be promptly re-
leased for general-issue purposes. Our review
at three Army locations indicated that only
one had local written procedures in effect to
cover this management area.

At the conclusion of our review, Defense
and Army officials agreed in general with the
findings. conclusions. and proposals for cor-
rective actions contained in our report and
informed us that measures had been taken or
were in process to improve management pro-
cedures and controls over military assistance
program inventories.

We belicve that the Department’s plans,
if properly carried out. should result in more
effective utilization of MAP-owned equip-
ment and of equipment reserved for MAP
and in reduced costs to the United States.
(B-162479, November 14, 1967)

130. MANAGEMENT OF PROPERTY
ACQUIRED FOR FOREIGN ASSISTANCE--
I, October 1967 we reported to the Adminis-
trator, Agency for International Development
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(AID) on our examination into AID’s manage-
ment of excess property furnished to the Gov-
ernment of Turkey for use in AlD-findnced
programs and project assistance. Pursuant to
section 608 of the Foreign Assistance Act of
1961, as amended, AID is authorized to ac-
quire excess property in advance of known
needs and to repair, store, and use such prop-
erty in furtherance of foreign economic assis-
tance.

Our examination, performed at AID’s
overseas Mission in Turkey, indicated a need
for the Mission to more ¢ffectively manage
the programming, receipt, and utilization
of excess property furnished to the Govern-
ment of Turkey (GOT). We found that the
Mission, in many instances, had not deter-
mined (a) the need for equipment prior to
approval for acquisition by GOT, (b) whether
equipment had been received in Turkey by
the recipient agency or municipality, and (c)
whether equipment received was in operating
condition and was being effectively utilized.

In January 1968, AID advised us of the
specific actions taken or being taken in re-
sponse to our report to provide more effective
management over the excess property pro-
gram in Turkey. The AlD response addressed
itself to our findings as follows:

-Programming of Excess Property:
AID/Turkey is enforcing regula-
tions calling for the submission of
detailed proposed allocation forms
and 6-month status reports on
utilization. As a more positive
means for assuring regular submis-
sion of the status reports, AID has
informed the GOT that it will
withhold requests from recipients
who have not fylfilled this require-
ment.

--Receipt of Excess Property: A
new report, the Final Inspection
Check List, has been devised to
identity problems. These reports,
prepared by GOT authorities are
compared with similar ones pre-
pared by inspectors at the depots
from which the items were pro-
cured. AID officials are investigat-



ing all discrepancies and taking ap-
propriate action.

--Utilization of Excess Property:
AlD officials will continue to
travel throughout Turkey check-
ing on the proper utilization of ex-

CEsS property.
(B-146995, October 24, 1967)

-131. PROCUREMENT OF EQUIP-
MENT UNDER THE ECONOMIC ASSIS-
TANCE PROGRAM--In February 1968 we re-
ported to the Congress that, instead of obtain-
ing certain equipment-trucks, tractors, motor
graders, etc.—available from U.S. excess prop-
erty inventories at a cost of about $370,000,
the Turkish Government had purchased new
equipment for highway and irrigation projects
with about $1.8 million in U.S. foreign aid
funds.

Officials of the Agency for International
Development (AID) advised us that the deci-
sion to use U.S.-owned excess property in lieu
of new procurements—as desired by the Con-
gress—-rested with the Turkish Government
and that, in this instance, the age of the ex-
cess equipment justified the decision.

Because of the magnitude and the con-
tinuing nature of the U.S. commitment to
Turkey, AID, in our opinion, is in a position
to abtain the cooperation of the Turkish Gov-
ernment in substituting cxcess property for
new procurement, where appropriate. More-
over, Turkey’s rejection of the excess prop-
erty on the basis of age was, in our opinion,
not justified because of the degree to which
the property was supposed to have been re-
habilitated—-to at least 75 percent of its orig-
inal useful life—and the fact that only equip-
ment for which spare parts were available was
earmarked for transfer.

We recommended that, to ensure to a
greater extent the cffective use of excess
property in lieu of new procurement, the Ad-
ministrator, AlD, augment existing proce-
dures rclating to the acquisition of excess
property by requiring Mission officials to doc-
ument their efforts in determining the avail-

ability of excess property and, where appro-
priate, to attest either that no suitable excess
property was located or that excess property
found to be available was not acquired for
reasons acceptable to responsible officials.
(B-146995, February 28, 1968)

132. MANAGEMENT OF COMMOD-
ITIES FURNISHED UNDER FOREIGN AS-
SISTANCE PROGRAMS-In our February
1968 report to the Congress on our review of
the economic assistance program in Turkey
we expressed the opinion that procedures of
the Agency for International Development
(AID) for monitoring the receipt and use of
U.S.-owned commodities and equipment fur-
nished to Turkey were not as effective as they
should have been. We had found that (a) for a
significant amount of imports, information
identifying the commodities was not ob-
tained, (b) end-use checks were not made to
determine whether commodities were being
properly used, and (¢) AID was not aggres-
sively following up requests for refunds from
Turkey for commodities which had not
cleared customs warchouses within a reason-
able period of time.

AID officials informed us that they were
taking action to improve the arrival account-
ing system and to increase auditing efforts re-
lating to the use of commodities. We were
also advised that AID was attempting to ob-
tain payment for outstanding claims against
Turkey for commodities which had not
cleared customs warchouses within a reason-
able period of time.

AID determined that ineligible commod-
ities in the amount of $667,018 had been fi-
nanced by AID, and accordingly, a bill for
collection was issued to recover that amount.

We believe that these actions will, if
properly implemented, provide more effective
management over the receipt and use of com-
modities furnished to Turkey as well as to
other countries receiving such assistance.
(B-146995, February 28, 1968)



133. FINANCING OF COMMODITIES
UNDER THE ECONOMIC ASSISTANCE
PROGRAM--In February 1968 we reported to
the Congress on our review of the ecouomic
assistance program for Turkey. We had found
that

the Agency for international De-
volopment {(AlID) was financing
the importation of steel products
at a time when Turkey's damestic
production faciiities had the po-
tential for satisfying a larger por-
tion of the country’s steel prod-
ucts requirements,

-U.S5. funds had been used to [i
nance imports of certain commod-
iti~* for which funds could be ob-
tained from private sources, al-
though such use was inconsistent
with AID’s policy.

--AlD had been unsuccessful in en-
couraging Turkey 1o use its own
foreign exchange to finance
imparts from the Uniled States
valued at under $5,000.

AID officials agreed. in part, with our
suggestions for improving its programming for
commodities and equipment. They are devel-
oping criteria to be used as guidance in deter-
mining whether it is more beneficial to import
commodities than to produce them in-
country. We recommended that the Admin-
istrator. AID. establish more precise lists of
eligible and ineligible commodities and give
recognition to the use to which the commod-
ities will be put as a factor essential to proper
commodity classification. (B-146995, Feb-
ruary 28, 1968)

INTERNATIONAL ACTIVITIES-
GENERAL

134. DETERMINATION OF SELLING
PRICE FOR PLUTONIUM--At the request of
the Joint Committee on Atomic Energy
(JCAE), we examined into the potential i

nancial impact on the United Staies Govern-
ment of the Atomic Energy Commission’s
proposal to amend the Europcan Atomic
Energy Community (EURATOM) Coopera-
tion Act of 1958 (42 U.S.C. 2291) to autho-
rize the transfer of an additional 1,000 kilo-
grams of plutonium to EURATOM. In two
reports to the JCAE issued in October 1967,
we commented on the financiil implications
of various alternative methods for supplying
EURATOM's requirements.

AEC had proposed to aliow EURATOM
to obtain up to 50 percent of its plutonium
requirements from private reactor operators
and to obtain the remainder from AEC at a
weighted average price to be determined from
the cost to AEC for all portions of plutonium
available to the civil programs, including both
plutonium produced by AEC and that ob-
tained from other sources. In the past. pluto-
nium produced in the United States had becn
furnished to EURATOM by AEC only, at a
price rclated to its cost of production.

In considering various alternative meth-
ods of supplying EURATOM’s requirements,
we pointed out that AEC’s proposal, involving
the sale of 500 kilograms of plutonium at a
weighted average price, could result in a loss
of revenue to the Government of about $2.2
million. compared with the revenues which
would result if AEC sold the plutonium to
EURATOM at the current established price
related to its cost of production. We also
pointed out that, under the AEC proposal,
EURATOM’s average cost for the total pluto-
nium purchased from both AEC and the re-
actor operators would, in ail likelihood, be
lower than the average cost at which pluto-
nium would be available to the Government’s
civil programs.

In its report on the legislation authoriz-
ing the transfer of the additional 1,000 kilo-
grams of plutonium to EURATOM, the JCAE
stated that. in light of our report, it believed
that the AEC plan to charge EURATOM a
weighted average price for plutonium sold
pursuant to the new authorization (a) did not
adequately recognize the various uncertainties
and equities involved, (b) would set a poor



precedent, and (¢) would be difficult to ad-
minister. Accordingly, the JCAE recom-
mended that the salz of the plutonium to
EURATOM be made at the AEC price in ef-
fect at the time of delivery of the material.

The JCAE stated that AEC was agreeable
to the modification of its original proposal
and that the effect of the modification would
be to increase revenues to the Government by
approximately $2.2 million, compared with
the revenues which would result from AEC’s
suggested policy. The Congress subsequently
enacted legistation authorizing the transfer of
the additional 1,000 kilograms of plutonium
to EURATOM in the manner suggested by the
JCAE. (B-131115, October 20 and 24, 1967)

136. DISCOUNTS AVAILABLE
THROUGH LEASE PREPAYMENTS--In May
1968, we advised the Department of State
that the Embassy in Brazil had an opportu-
nity to achieve annual savings of $6,600
through exercising a prepayment discount
clause in one of its leases. We further found
that, if similar clauses had been inserted into
the Embassy’s 15 remaining leases which were
denominated in United States currency, an-
nual savings of nearly $22,000 could have
been achieved.

This opportunity for savings stems pri-
.marily from the extremely high interest rate
in Brazil. This rate was about 24 percent in
late 1966 and in early 1967 ranged from 30
to 48 percent, and made it tinancially advan-
tageous to lessors to accept advance pay-
ments. We found, in fact, that, in the lease
containing this clause, the clause was inserted
at the suggestion of the lessor.

The lease was renewed for 5 years on
January 1, 1963, at an annual rate of
$66,000. The agreement provided that the
lessece would have an option of paying the
lease 1 or 2 years in advance at an annual
discount of 10 percent. The Embassy exer-
cised this option only once prior to the con-
clusion of our fieldwork and realized a dis-
count of $1,375. Had the Embassy exercised
the discount provision to the maximum ex-
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tent, a total of $59,400 could have been saved
over the S-year period of the lease.

Embassy officials agreed that the pro-
posal had merit and subsequently advised us
that the discount provision had been exer-
cised in the lease containing this clause and,
further, that they would attempt to obtain
similar discounts in the remaining leases de-
nominated in United States currency. The in-
flationary tendencies in Brazil, and the result-
ing depreciative effect on Brazilian currency,
make it disadvantageous to make similar
prepayments on leases denominated in Brazil-
ian currency. (B-163323, May 23, 1968)

UNITED STATES BALANCE-
OF-PAYMENTS POSITION

136. OBSERVATIONS ON THE
UNITED STATES BALANCE-OF-
PAYMENTS POSITION--In a report sub-
mitted to the Congress in October 1967, we
pointed out that over the years the General
Accounting Office had sought ways and
means ot benefiting the U.S. balance-of-pay-
ments position. The report and o separate
classified supplement summarized the results
of our efforts since 1961.

A wide range of Government programs
has beeri developed to deal with continuing
balance-of-payments deficits. Some of these
programs depend for their success on the vol-
untary cooperation of a broad segment of the
American business community and public;
others involve largely matters of domestic or
foreign policies.

The General Accounting Office has di-
rected many of its efforts toward identifying
specific situations which lend themselves to
achieving additional balance-of-payments ben-
efits. We have examined into the management
of Government-owned foreign assets and
claims: the negotiation and enforcement of
bilateral agreements that result, or should re-
sult, in the accrual of proceeds to the Govern-
ment; efforts made to encourage multi-
national participation in foreign aid programs:



and areas where operations could be carried
out abroad with more efficiency or at less
cosl.

As we discovered situations having bene-
ficial balance-of-payments implications, we
brought them to the attention of the Congress
and of cognizant agency officials. In many
cases remedial action was taken.

While it is not possible to estimate
precisely how much the U.S. balance-of-
payments situation was benefited because of
the actions later taken by agency officials, we
believe that such actions. with respect to the
matters included in the report and in the sep-
arate classified supplement, have resulted in
benefits of many millions of dollars. In a
number of cases, little or nothing was done
about the matters we identified because
agency officials maintained that the adoption
of our proposals would not be in the foreign-
policy interests of the United States. It ap-
pears that significant balance-ol-payments ad-
vantages in these areas arve not likely until and
unless basic policies change.

We plan to give mcreasing attention, in
our future reviews. to efforts to redace the
adverse effect of expenditures abroad, with
particular reference 1o measures taken by the
Agency tor International Development and
the Department ot Defense. We plan also to
examine into the possibility that the barter
program lor agricultural commodities could
make greater contributions toward improving
the United States balance-of- payments posi-
Lion.

We have issued this report to the Con-
gress because the problem of coping with
chronic balance-of-payments deficits is prom-
inent among the contemporary economic is-
sues confronting the United States. This re-
port outlines areas of Government operations
where balance-of-payments advantages may
be possible, the status of vognizant agencies’
efforts in these areas, and reasons why in
some cases the potential advantages have not
heen pursued to date. (B-162222, October 31,
1967)

137. BALANCE-OF-PAYMENTS AS-
PECTS OF THE AGRICULTURAL BAR-
TER PROGRAM--In May 1968 we reported
to the Congress the results of our examination
into an opportunity to improve the U.S.
balance-of-payments position through an in-
creased agricultural barter program.

We pointed out that the barter program,
which is administered by the Foreign Agri-
cultural Service, U.S., Department of
Agriculture (USDA), as now constituted
makes a worthwhile contribution lo the bud-
getary and balance-of-payments position of
the United States. Proceeds from barter trans-
actions are used to pay for supplies and ser-
vices that otherwise would be bought abroad
with dollars. Nonetheless, the program is man-
aged in a fashion which, in our view, keeps it
from realizing its full potential.

Under the program, agricultural com-
modities—wheat, feed grain, vegetable oil, cot-
ton, and tobacco-are used in place of dollars
to acquire goods and services needed in U.S.
overseas operations. Dollars that would be
spent abroad for this purpose are kept in the
United States.

The needs for proceeds from barter
transactions by Government agencies operat-
ing abroad--particularly the Department of
Defense and the Agency for International De-
velopment-have greatly exceeded amounts re-
ceived from barter transactions in recent
years.

We identified nearly $700 million worth
of Government expenditures abroad as qual-
ifying for payment from barter transactions
annually compared with $260 million worth
actually bartered.

We expressed the belief that USDA
should adopt a policy of letting market condi-
tions determine the size of the barter program
rather than attempt to hold the size below a
theoretical or administrative limit.

We expressed the belief also that relax-
ation of barter constraints would increase



American agricultural exports and balance- of-
payment savings -for the United States and
would increase budgetary savings. The poten-
tial financial and related advantages deriving
from an expanded barter program warrant. re-
evaluation of basic policies that hold the pro-
gram at its present level, which is below its

The Departments of Agriculture and
State and the Bureau of the Budget stressed
that consideration would have to be given tc a
number of potential problem areas before de-
termining the extent to which the program
could be expanded. The Department of the
Treasury, however, questioned the desirability
of removing the present constraints on the
program.

We recommended that a study be under-
taken to explore the best ways and means of
increasing benefits from this program to the
highest level permissible under governing stat-
utes. Such a study could be undertaken by
the Cabivet Committee on Balance of Pay-
ments.

We proposed that the Congress might
wish to inquire further into this matter in
view of the controversial nature of this pro-
gram and the potential of the program for
achieving balance-of-payments savings,
(B-163536, May 29, 1968)

UTILIZATION OF UNITED STATES
OWNED OR CONTROLLED
FOREIGN CURRENCIES

138. USE OF UNITED STATES-
OWNED FOREIGN CURRENCIES BY SHIP
OPERATORS--In January 1968 we reported
to the Congress that certain American-flag
ship operators, who were subsidized by the
Maritime Administration, Department of
Commerce, had purchased from commercial
banks instead of from the Treasury Depart-
ment substantial amounts of foreign curren-
cies with U.S. dollars, for use in excess-
currency countries. By purchasing certain for-
eign currencies from the Treasury Department
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for use in their overseas operations, the ship
operators couid help to alleviate the U.S. bal-
ance of payments and budget deficits and re-
duce the Government’s holdings of excess for-
eign currencies.

During the period March 1965 to May
1967, we found that three of the six sub-
sidized ship operators, providing service to
seven foreign countries designated as excess-
currency countries, purchased about $1.7 mil-
lion of foreign currencies from commercial
banks for use in Ceylon, Guinea, India, and
Pakistan. These purchases were made subse-
quent to the negotiation, by the United States
and these countrics, of agreements that made
it permissible for the United States Govern-
ment to sell such currencies to U.S. citizens.

In a letter to the Acting Maritime Ad-
ministrator, dated July 2t, 1967, we pro-
posed that Maritime act as a liaison between
the subsidized ship operators and the Govern-
ment to encourage the operators to purchase
from the Trea:...y Department their foreign
currency needs for use in countries that had
agreed to such sales and that Maritime de-
velop cffective procedures for such purchases.
Maritime agreed with our proposal and, in co-
operation with the Treasury Department, in-
formed both the subsidized and nonsub-
sidized ship operators of the desirability of
nuking certain of their foreign currency pur-
chases from the Treasury Department. Mari-
time also informed the ship operators as to
the countries where excess foreign currencies
arc available for sale and the procedures to be
followed in purchasing such currencies from
the Treasury Department.

We also reported this matter to the Bu-
reau of the Budget and suggested that it bring
to the attention of all departments and agen-
cies of the Government the actions taken by
Maritime as an example of the type of poten-
tial increased usage of foreign currencies that
may exist in programs other than these of Mar-
itime so that other agencies can identify and
exploit any similar opportunities that may ex-
ist in their programs. As a result of our report,
the Bureau of the Budget has revised certain
of its guidelines regarding excess foreign cur-



rencies to call to the attention of Government
agencies that new uses for the excess and
near-xcess currencies should be sought and
developed from among related programs of
non-Government  organizations, subsidized
ship operators, voluntary foreign aid agencies,
etc. (B-146749, January 11, 1968)

139. USE OF LEND-LEASE SETTLE-
MENT FOREIGN CURRENCIES IN LIEY
OFf UNITED STATES DOLLARS--We found
that although the United States had $336,000
available in Australian currency for lend-lease
settlement programs. it was financing lend-
lease programs in that country with U.S. dol-
lars.

The fu.ids were provided to the Depart-
ment of State by the Australian Government
in 1949 as partial payment for lend-lease and
surplus war property, to be used for acquisi-
tion of real property and related furniture and
fixtures within Australia. We were informed
that the funds could also be used for educa-

tional and cultural programs.

We found thet a balance of $336,000in
the fund had not been expended because of
lack of specific congressional approval; how-
ever, under section 1415 of the Supplemental
Appropriation Act of 1953, appropnhtlons of
foreign currency need not be specifically
made. Also, use of the funds was apparently
not restricted to Department of Stabf pro-

grams.

i

We therefore recommended to the De-
partment in September 1967 that, to help al-
leviate the balance-of-payments problem, the
Departmenr* seek Australian release of the
funds for use by the Department or other
U.S. Government agencies in Australia, in
lieu of spending U.S. dollz7s. We were sub-
sequently advised by the Department that the
Government of Australia had paid the U.S,
Government $365,515, in payment of the
lend-lease balance, which was transmitted to
the Treasury for deposit. (B-155601, Septem-
ber 12, 1967)



MANPOWER UTILIZATION

COORDINATION

140. DELINEATION OF DUTIES AND
RESPONSIBILITIES OF EMPLOYEES--Our
review of functions of the Post Office Depart-
ment’s postal inspectors and regional office
personnel indicated that there was some over-
lapping and duplication of effort with respect
to inspections and surveys of buildings, ve-
hicle maintenance, and certain other activi-
ties. In a May 1967 report to a Subcommittee
of the House Coinmittee on Appropriations,
we expressed our oelief that coordination of
these functions was desirable so as to mini-
mize overlapping and duplication and that the
respective areas of responsibility of the postal
inspection service and the regional offices
should be more clearly defined.

In February 1968 the Department de-
lineated the duties and responsibilitics of
postal inspectors and regional office personnel
and emphasized the necessity of coordination.
(B-159768, May 24, 1967)

PLANNING

141. CONVERSION OF MANUALLY
OPERATED FURNACES TO AUTOMATIC-
TYPE HEATING UNITS--We reviewed the
costs of operating heating units of the types
generally used at military bases to heat single
buildings. We found that costs could be
reduced several million dollars annually at
Army and Air Force installations if manually
operated furnaces were converted to auto-
matic-type heating units. Such conversions at
the 12 military installations covered in our
review could reduce costs about $3.5 million
each year, primarily by releasing military per-
sonnel for other duties. These findings were
stated in our report issued to the Congress in
December 1967,

Department ot Defense officials ex-
pressed the opinion that (a) there could be no

actual reduction of military personnel require-
ments if the function were eliminated since
no personnel spaces had been authorized for
this function, (b) the Congress was reluctant
to support requests for fuel conversion, (¢)
military labor should not be considered an
economic factor in fuel conversions except
where such labor was permanently assigned to
the installation engineer and a reduction in
strength could be made, and (d) these duties
were usually performed as an additional duty
or by transient personnel. We found. however.
that the majority of the military personnel
used to fire turnaces had been on the yob full
time for 30 days or longer.

The Department of Defense requested
the Army and the Air Force to make a study
of this matter, including a comprehensive re-
view of all small hand-fired heating systems
using either military or civilian firemen. This
study, which was in progress at June 30,
1968, is intended 1o serve as a basis for evalu-
ation of the economic potential from conver-
sion of hand-fired furnaces.

In view of the need to achieve the most
efficient and effective utilization of military
manpower in assignments requiring military
skills and 1o realize the economies possible
through conversion of manually operated coal
heating units to automatic gas or oil heating
units. we suggested in our report that the
Congress might wish to inquire into the prac-
tice of using military labor to perform the
function of tending furnaces. (B-160931, De-
cember 27, 1967)

142. CUSTODIAL AND ENGINEER-
ING STAFFING LEVELS IN PUBLIC
SCHOOLS--We reported to the Congress that
the need lor adopting suitable guidelines for
use in determining appropriate custodial and
enginecring staffing in the various public
schools in the District of Columbia was indi-
cated by an apparent overstalfing of custodial
and engineering employees in the District’s
public schools. The cost of the apparent over-
staffing could amount to as much as



$1.200.000 annually. Our views were based
on a comparison of the number of custodial
and enginecring employees in the District’s
schools with the required number as com-
puted under the staffing standards published
by the Department of Health. Education, and
Welfare and on a comparison of the District’s
school custodial and engineering costs per
pupil with custodial and engincering costs per
pupil in various States, urban s:hool districts,
and adjacent or nearby communitics.

The President, Board of Commissioners.

concurred in our proposal to make a study of
the District’s custodial and engineering needs
and stated that the Board of Education would
establish standards of performance consistent
with standards in cities of comparable size
and in conformity with the special require-
ments of the District of Columbia. On June
27. 1968, the District of Columbia Board of
Education awarded a contract to a private
management consulting firm to begin such a
study, to be completed by December 31,
1968. (B-161397, June 28, 1967)



PAY, ALLOWANCES, AND EMPLOYEE BENEFITS

FEDERAL EMPLOYEES' HEALTH
AND INSURANCE PROGRAMS

143. DEPRECIATION CHARGES TO
GOVERNMENT PROGRAMS-.In February
1968 we reported to the Executive Director
of the United States Civil Service Commission
that, consistent with the cost reimbursement
principles for the Medicare program, the Blue
Cross-Blue Shield of Alabama, as of January
1, 1967, had capitalized $206,000 as the esti-
mated residual value of previously purchased
furniture and equipment costing about
$375,000 and had proposed to recover a pro
rata portion of the residual value of the furni-
ture and equipment through subsequent de-
preciation charges to the Federal Employees’
Health Benefits Program (FEP). Since the fur-
niture and equipment purchased by the Ala-
bama local Lealth plan had previously been
charged as an expense and a pro rata share of
the cost had been charged to the FEP, the
recovery of the residual value through subse-
quent depreciation charges would have re-
sulted in FEP's paying for a portion of the
furniture and equipment twice—once for the
original purchase and again through deprecia-
tion charges.

We suggested to officials of the Alabama
local health plan that depreciation charges to
the FEP be limited to furniture and equip-
ment purchased after December 31, 1966. Of-
ficials of the Alabama local health plan agreed
with our position and advised us that such
depreciation charges estimated to be about
$20,000 would not be charged to the FEP in
1967 and in future years.

Since the probability existed that other
local Blue Cross-Blue Shield plans may have
adopted similar procedures, we recommended
that the Commission request the Director,
FEP, to instruct all jocal Blue Cross-Blue
Shield plans that depreciation charges would
not be allowed for that portion of the cost of
furniture and equipment that had previously
been expensed and charged to the FEP. In
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April 1968 the Director, FEP, cautioned all
local health plans to be sure that appropriate
credits were made to the FEP to avoid dou-
bling up on FEP’s share of the cost of such
furniture ard equipment. (Report to Execu-
tive Director, U.S. Civil Service Commission,
February 12, 1968)

144. RISK CHARGE PAID ON LIFE
INSURANCE PREMIUMS--The contract
between the United States Civil Service Com-
mission and the Shenandoah Life Insurance
Company provides for the payment to Shen-
andoah of a risz -harge of 1.5 percent of gross
insurance premiims. The risk charge rate of
1.5 percent, which was negotiated between
the Commission and Shenandoah and became
¢ffective in January 1956, has since remained
unchanged.

An amendment to the contract, effective
in January 1961, authorized Shenandoah to
retain a contingency reserve fund to provide
for possible adverse fluctuations in future in-
surance claims. The establishment of the con-
tingency reserve fund, currently amounting to
about $6 million, greutly lessened, or entirely
eliminated, the risk of possible loss to Shenan-
doah. The risk charge therefore is now primar-
ily a profit factor.

The Vice President and Actuary of Shen-
andoah advised us that the risk charge of 1.5
percent did not necessarily have to be as large
as originally established due to the smaller
risk involved as a result of the creation of the
contingency reserve fund in 1961. He stated
that he would be willing to discuss some re-
duction in the risk charge with the Commis-
sion. Accordingly, we recommended that the
Commission enter into negotiations with
Shenandoah for an appropriate reduction in
the risk charge under the insurance contract.
(Report to Executive Director, U.S. Civil Set-
vice Commission, February 19, 1968)



145. METHOD OF COMPUTING IN-
TEREST EARNINGS ON CONTINGENCY
RESERVE FUND--In our report of February
1968 we noted that, pursuant to the provi-
sions of a contract between the United States
Civil Service Commission and the Shenandoah
i.ne Insurance Company for the group in-
surance of the former members of certain

ederal employees’ beneficial assaciations,
Shenandoah had not considered certzin in-
surance premium funds in its computation of
interest carncd on the contingency reserve
fund. As a result. such funds totaling about
$1.5 million for a period equivalent (o about
one-half year were held by Shenandoah, in
effect. on an interest-free basis,

The Vice President and Actuary of Shen-
andoah agreed to compute interest carnings
on a more equitable basis and indicated that
he would consent to the recomputation of in-
terest earnings for 1961 and succeeding con-
tract years. (Report to Execulive Director,
U.S. Civii Service Commission, February 19,
1968

146. MEDICAL BENEFITS FUR-
NISHED TO EMPLOYEES OVERSEAS--Our
review ol certain aspects of the Foreign Ser-
vice medical program administered by the De-
partment ol State showed that the United
States was bearing dual costs relating to med-
ical care for Foreign Service employees sta-
tioned overseas because it provided them with
substantial free medical service and at the
same time contribuled toward the employees’
membership in health benefits programs. We
believe that the Government’s cost could be
reduced by about $234.000 cach year if the
Department ol State and the U.S. Civil Ser-
vice Commission (CSC) coordinated their par-
ticipation in the cost of medical services and
insurance protection provided to about
40,000 Foreign Service ecmployees and de-
pendents stationed overseas.

Under the State Department’s Foreign
Service medical program. substantial [ree
medical care is lurnished to Foreign Service
employees and dependents during their over-
seas assignments. Foreign Service employees
also generally enroll in one of the several
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health benefits program plans administered by
the CSC.

To alleviate the additional expense in-
curred under its Foreign Service medical pro-
gram, the Department requires employees to
file claims under their CSC plans for services
received overseas and to endorse the proceeds
to the Government.

We found, however, that one of the CSC
plans—the Foreign Service benefit plan—did
not assume liability for services covered by
the Department’s Foreign Service medical
program. Since the Government contribution
to th’s CSC plan is the sume regardiess of
whether the employee is stationed overseas or
within the United States, the Government is
in effect bearing the costs of certain medical
care for overseas employees twice-once as a
direct patient cost and again as an insurance
premium cost.

In a report to the Congress in May 1968,
we recommended that the State Department
and CSC cooperatively initiate action to mini-
mize the costly effects of the Government’s
present form of participation in the two Fed-
eral health programs available to Foreign Ser-
vice employees. (B-162639, May 23, 1968)

FEDERAL EMPLOYEES' RETIREMENT
AND DISABILITY PROGRAM

147. REIMBURSEMENTS TO CiViL
SERVICE RETIREMENT FUND--In our re-
view of pertinent provisions of the civil ser-
vice retirement law and applicable regulations,
we noted that the annuities of reemployed
retired employees, and of members of the
Congress employed on an intermittent basis,
continued to be paid from the civil service
retirement fund during their periods of reem-
ployment by Federal agencies and that their
reemployment salaries were reduced by the
amounts equal to the annuities paid for the
periods of actual employment. However the
civil service retirement fund is reimbursed
only for the amounts deducted from the
sataries of members of .ae Congress.



The effect of Federal agencies’ reducing
the salaries of reemployed employees by the
amounts of the annuities received, without re-
imbursing the retirement fund, is that a pos-
tion of the payroll costs of such employees,
equivalent to the amounts of the annuitics
paid, is financed by the retirement fund
rather than by the funds of the employing
agencies. We estimated that this amount cciid
total about $7 million annually.

We have proposed that the Congress con-
sider amending the provision of the civil ser-
vice retirement law relating to the payment of
annuities and salaries to reemployed retired
emiployees (5 U.S.C. 8344), to provide that
amounts equivalent to the annuities aflocable
to the period of actual employment, which
are deducted from reemployed retired em-
ployees’ salaries, be transferred by the em-
ploying Federal agencies to the United States
Civil Service Commission for deposit in the
Treasury of the United States to the credit of
the Civil Sesvice Retirement and Disability
Fund. (B-130150, May 28, 1968)

GOVERNMENT-FURNISHED HOUSING,
LODGING, AND MEALS

148. ADMINISTRATION OF EM-
PLOYEE HOUSING CONSTRUCTION
PROGPAM-In April 1968 we submitted a re-
port to the Congress on our review of the
Bureau of Indian Affairs program for the con-
struction of housing for its school employees.
Our review indicated a need for the Depart-
ment of the Interior and the Bureau to im-
prove their administration of this program so
that only necessary housing would be con-
structed.

Bureau of the Budget Circular No. A-18,
Revised, dated October 18, 1957, states that
it is the policy of the Government to provide
housing for civilian employees when eircum-
stances require that they live at a station to
furnish necessary services and protection or
when the station is remote and private hous-
ing is not available.

In our review of the need for 274 cm-
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ployee housing units constructed at seven
school facilities located near established com-
munities, we found that the Bureau had not
adequately considered the availability of pri-
vate housing. It was our opinion that 220 of
the units costiny about $3.2 million were not
adequately justitied and did not appear to
have been needed to meet the Bureau’s hous-
ing requirements for school employees.

in our review of the utilization of 478
employee housing units constructed at five
school facilities located in isolated areas, we
found that 130 of the units costing about
$1.8 million were excess to the Burcau’s hous-
ing requirements for school employees.

We concluded that construction of hous-
ing units had been excessive primarily because
the Bureau had not administered its employee
housing construction program in accordance
with the policies and standards established by
the Bureav of the Budget for construction of
Government-owned housing. Furthermore,
the Bureau had not reviewed the adequacy of
the standard established in 1957 for determin-
ing the number of quarters to be constructed
at schools located in isolated areas where pri-
vate housing was not available. This standard
provided for determining housing needs on
the basis of a ratio of the number of employ-
ees to the number of students which was ap-
plied to all schools. Our review indicated that
the uniform application of this standard was
not appropriate because of the variance in
employee requirements of schools with differ-
ing student capacities.

Therefore, we proposed that the Secre-
tary of the Interior direct the Bureau to (a)
revise its established guidelines for deter-
mining the number of employee housing units
to be constructed at isolated locations where
private housing is not available, (b) period-
ically evaluate such guidelines to determine
their continued appropriateness, and (c) take
vigorous action to identify and effect utitiza-
tion of vacant quarters that are not essential
to the Bureau’s employee housing require-
ments.

The Department, in commenting on our



findings. advised us that the probiem brought
into focus by our report underscored a funda-
mental neced for more precise planning in
determining the Bureau’s employee housing
requirements and that action had been taken
toward this end. The Bureau issued a new
policy statement. in the form of a revision to
its Indian Affairs Manual, on the construction
of employee housing. The new policy pro-
vided. among other things, that: (a) the pol-
icies and standards set forth in Burean of the
Budget Circular No. A-18, Revised, will be
followed. (b) independent studies will be
made of each request for all types of
employee housing in order to determine the
number that can be fully justified, and (¢) a
periodic review of the new policy will be
made by the Bureaw’s Centrat Office to ascer-
tain its effectiveness and, where necessary, to
modify the policy,

The Bureau also directed each of its area
offices to immediately review its current em-
ployee housing situation and to furnish their
recommendations or suggestions on how
chronically vacant quarters could be more
fully utilized.

We believe that the actions taken should
improve the administration of the Burcau’s
employee housing program and should result
in substantially decreasing construction costs
of the program. We believe also that it is in-
cumbent upon the Commissioner of Indian
Affairs to exercise surveillance over the Bu-
reau’s employee housing construction pro-
gram te ensure proper implementation of its
new housing policy. (B-114868, April 9,
1968)

Note: For an additionaf item related to
“Government-Furnished Housing,
Lodging, and Meals,” see section on
“Economic Opportunity Programs, "
item No. 25,

94

PAY ALLOWANCES, AND
BENEFITS-GENERAL

149. NIGHT DIFFERENTIAL PRE-
MIUM PAY--Subsequent to our issuance of a
report to the Congress in February 1964, the
Post Office Department amendéd its regula-
tions to provide that city delivery carriers be
schaduled to report for duty prior to 6 a.m.
only when absolutely necessary and achieved
annual savings of about $108,000 in night dif-
fereniial costs by adjusting the starting times
for many such carriers.

We reported to the Postmaster General
in May 1968 that, on the basis of our follow-
up review at nine post offices in the Chicago
Postal Region and our limited work at 14
large post offices in other postal regions, it
appeared to us that the actions taken by the
Department subsequent to the issuance of our
prior report had not been fully effective. We
pointed out that, at the nine post offices cov-
ered by our review in the Chicago Postal Re-
gion, 1,162 (about 26 percent) of the 4,436
city delivery carriers serving residential routes
had been scheduled to commence work prior
to 6 a.m. We estimated that potential savings
in night differential costs of about $39,000
annually could be achieved if these carriers
started their workday at 6 a.m. or later,

After we brought this matter to their at-
tention, officials of the Chicugo Postal Region
took action to reduce the night differential
costs being incurred in that region., However,
at five of the 14 post offices where we had
performed only limited work, some city de-
livery carriers still were scheduled to report
for duty prior to 6 a.m.

We recommended that the Postmaster
General amend existing regulations to provide
more specific criteria for determining under
what circumstances it is absolutely essential
for city delivery carriers serving residential
routes to report for duty prior to 6 a.m, We
recommended also that postmasters be re-
quired to justify, in writing, to the regional



offices the instances in which they determine
that it is absolutely necessary for'such carriers
to-report for duty prior to 6 a.m.

The responsible Deputy Assistant Post-
master General informed us that, in most in-
stanceés, it was unnecessary for city del_lvery
carriers serving residential areas to report for
duty prior to 6 a.m. He stated that his staff
would. look into the apparent need for im-
proved management controls and that our rec-
ommendations would be considered.
{B-114874, May 2, 1968)

150. CONTROL OVER PER DIEM--In
our report to the Administrator, Environ-
mental Science Services Administration
(ESSA), Department of Commerce, we con-
cluded that overpayments of per diem total-
ing about §10,600 had been made because (a)
certain employees did not indicate that they
had occupied Government quarters and were,
therefore, only entitled to a reduced rate of
per diem and. (b) the rate of per diem paid by
Coast and Geodetic Survey (C&GS) for tem-
porary duty at one locale was higher than the
approved rate.

By letter dated September 21, 1967, the
Administrator informed us that an ESSA
travel handbook had been issued to all organi-
zational components and also that ESSA had
adopted a policy to spot check per diem rates
and subsistence arrangements during trips to
field locations. We were advised that, as of
April 30, 1968, about $8,250 had been re-
funded by the employees. (Report to Admin-
istrator, Environmental Science Services Ad-
ministration, Department of Commerce,
August 31, 1967)

151. VERIFICATION OF MILEAGE
COMPUTATIONS--In our report to the Chief,
Bureau of Census Operations Office, Jeffer-
sonville, Indiana, we pointed out that the
computations of daily mileage reported by
enunmerators of the Bureau of the Census, De-
partment of Commerce, were not being
verified for accuracy, which resulted in a large
number of erroneous mileage claim payments.
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On a statistical sampling basis, we found that
37 percent of the vouchers patd contained
erroneous mileage clalms. Sevause of the erro-
neous payments found in our sample and in
view of the contemplated use of enumerators
in the 1969 Census of Agriculture, we sug-
gested that instructions be issued (o require
that computations of daily mileage be verified
for arithmetical accuracy.

In commenting on our report, the Bu-
reau informed us that steps had been taken to
see that effective and practicable controls
would be exercised over such payments (o
temporary employees in future censuses. (Re-
port to Chief, Bureau of Census Operations
Office, Jeffersonville, Indiana, July 5, 1967)

152. PAYMENTS OF MILITARY PAY
AND ALLOWANCES--Our report on an ear-
lier review, issued to the Congress in: April
1963, presented our findings of significant
overpayments and underpayments of military
pay and allowances and our recommendations
for improving the administration of military
pay and allowances. Our report on a follow-
-up review, issued to the Congress in April
1968, presented our findings that serious defi-
ciencies in administration still existed. The
main cause continued 1o be the use of inexpe-
rienced and untrained clerks and supervisors
in the local disbursing and personnel offices.

The Department of Defense and:the mili-
tary services had taken a number of actions
which had improved the administration of
military pay and allowances in some areas.
Also, the Department of Defense is imple-
menting its Joint Uniform Militaty Pay Sys-
tem, a2 system for maintaining military pay
and lJeave accounts by electronic data process-
ing equipment and techniques at one central
site for each military service. However, most
of the input data for this system will originate
at the lu~=l office level where we found i ifex-
perienced and untrained clerks and supervi-
sors. Further efforts to correct existiy
nesses in training and staffing at |
should therefore be made to ensure ¢ {
accurate input data possible and effective




operation of the new system.

Errors in basic allowances for subsistence
for enlisted men accounted for about 30 per-
vent, or the largest category, of errors we
found. We believe there is a need for a change
in legislation to place basic allowances for
subsistence for enlisted men on a monthly-
ratc basis rather than the present daily-rate
basis. In our opinion, this would reduce the
administrative burden and the administrative
costs of handling the large volume of transac-
tions and could substantially reduce the num-
ber of errors in making payments. The De-
partment of Defense stated that it was consid-
ering 2 proposal for a legislative change.
(B-125037. April 2. 1968)

153. COMPENSATORY TIME OFF IN
LIEU OF OVERTIME COMPENSATION--In
a report issued to the Congress in August
1966, we pointed out that the legal authority
was not clear as to salaricd employees of the
Government Printing Office receiving com-
pensatory time credits in lieu of compensa-
tion for avertime worked. At the end of fiscal
year 1965, the compensatory time credit was
about $83.000.

We suggested that the Public Printer
initiate action with a view to obtaining spe-
cific legislative authority for granting compen-
satory time off in lieu of overtime compensa-
tion.

In a report to the Congress dated Decem-
ber 1967, we stated that the Public Printer
had informed us that appropriate amend-
ments to the existing law had been prepared
by the Government Printing Office and pro-
posed to the Joint Committee on Printing.
(B-114829, August 29. 1966, and December
5.1967)

154. REPORTING OF PAYMENTS TO
CONSULTANTS-In April 1968 we reported
to the United States Civil Service Commission
that the Commission’s Denver Regional Office
had not furnished the Internal Revenue Ser-
vice (IRS) with pertinent information when

payments to consultants exceeded $600 in a
calendar year, although required to do so by
IRS regulations. Since payments made to indi-
viduals by several regional offices could aggre-
gate $600 or more, even though no single re-
gional office payment reached that amount,
we suggested that a centralized confrol be es-
tablished over such payments.

The Executive Director of the Commis-
sion agreed that there was a need for central-
ized reporting and stated that: instructions
would be issued providing for appropriate re-
ports to be furnished annually to the IRS.
(Report to Director, Denver Regional Office,
1119%8 Civil Service Commission, April 10,

)

155. PAYROLL AOMINISTRATION--
In a report to the Assistant Secretary for Ad-
ministration in April 1968 we concluded, on
the basis of our review, that further effective
action was required by the Department of La-
bor to correct payrofl deficiencies previously
reported to the Congress in February 1965. In
the prior report we stated that inadequate
administration of centralized payroll func-
tions had resulted in a substantial number of
salary overpayments and overstatements of
leave balances.

Qur review of the internal audit staff’s
examination of payroll operations for cal-
endar years 1965 and 1966, and our review of
certain payroll transactions for calendar year
1967 showed that deficiencies similar to those
previously reported by us were still oceurring,
although the Department had previously
agreed to adopt our proposals for corrective
action. For example, the internal auditors’ re-
view of the 1965 payroll operations showed
that about 15 percent of the employees tested
isad received erroncous payments. In 1966
error rates of 13 and 16 percent were re-
ported as a resuit of two separate internal
reviews of payroll changes processed during
two different pay periods. Also, the internal
auditors found, among other things, that indi-
vidua! retirement records had not been recon-



ciled with the total amount paid into the Civil

Service Retirement Fund and had not been

transmitted to the Civil Service Commission
in a timely manner; that 27 percent of the
leave records audited had errors; and that tax
reports were being submitted late to the Inter-
nal Revenue Service and to State tax authori-
ties.

Our review of 1967 transactions show=.!
that the Department was still late in reconcii-
ing the retirement records and reporting to
the Civil Service Commission and in reporting
to the Internal Revenue Service on taxes with-
held; that individual bond balances had nct
been reconciled to the-general ledger control
account; and that incorrect postings for per-
sonnel compensation had been made to the
appropriation accounts.

The Director, Office of Financial Man-
agement and Audit informed us in January
1968 that certain problems, such as turnover
in payroll personnel and conversion of the
payroll system to automatic data processing,
had delayed the implementation of an effec-
tive payrolt system. Also, the Director stated
that certain actions, including the hiring of an
experienced payroll supervisor and holding
weekly training classes for payroll personnel,
had been tuken to remedy the situation: that
the posting errors noted wenld be corrected;
that a task force was currently working on
reconciling the retirement records; and that
installation of a new payroll system had been
planned for completion by about May 1969.

We stated that we intended to follow the
progress of the implementation of the new
payroll system and would determine whether
the payroll system would conform with the
Statement of Accounting Policies, Principles,
and Standards of the Department of Labor as
approved by the Comptroller General on
March 1, 1968, and would meet the prin-
ciples, standards, and related requirements of
the Comptroller General precedent to ap-
proval of the payroll system by the Comp-
troller General. (Report to Assistant Secretary
for Administration, Department of Labor,
April 19, 1968)
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156. ALLOWANCES ON TRANSFERS
OF CIVILIAN PERSONNEL--Public Law
89-516, enacted July 21, 1966, provided for
reimbursement of certain moving expenses of
Federal employees upon permanent change of
official duty station. Allowances under the
#ct are governed by the conditions prescribed
in Bureau of the Budget (BOB) Circular No.
A-56, Revised, dated October 12, 1966.

At the request of Congressman Frank T.
Bow, we reviewed the administration by the
Immigration and Naturalization Service, De-
partment of Justice; the Federal Aviation Ad-
ministration, Department of Transportation;
National Aeronautics and Space Administra-
tion; and Veterans Adnsinistration of (a) reim-
bursements of c¢xperses incurred by em-
ployees in the sale and purchase of real estate
and the settlement of unexpired leases and (b)
allowances for miscelfaneous expenses asso-
ciated with change of residence.

Expenses incurred in the sale and pur-
chase of real estate were found to be the most
important from a cost standpoint and the
most troublesome administratively. We ex-
amined real estate claims totaling about
$416,000. About 8 percent of the dollar
amounts of these claims were either (a) in-
eligible for reimbursement under the require-
ments of BOB Circular No. A-56 or (b) of -
questionable eligibility because of inadequate
documentation. We concluded that cffort
should be made to strengthen and simplify
the administrative machinery for processing
real estate claims and that there was a need
for voucher examiners, certifying officers, and
other responsible agency personnel to more
thoroughly examine such claims and obtain
adequate documentation in support thereof.

In our report to the Congress in April
1968, we recommended that BOB, as the cen-
tral agency in the executive branch for direc-
tion in carrying out the provisions of Public
Law 89-516 and BOB Circular No. A-56 (a)
take uppropriate action to improve the admin-
istration of the law and rcgulations and (b)
study means by which the processing of
claims in respect to real estate claims may be
simplified.



BOB indicated favorable -eaction to our
recommendations and informed us that ouj
report would be ofl assistance in a review of
Circular No. A-56. scheduled for the fall of
1968 in cooperation with the United States
Civil Service Commission. (B-160026, April
30. 1968)

157. MOVEMENT OF PERSONNEL
WHO COMPLETE UNIVERSITY
TRAINING--In a report to the Congress in
May 1968. we stated that there was a need for
closer coordination between the Foreign Ser-
vice Institute (FSI). geographic bureaus, as-
signment panels. and other offices of the De-
partment of State concerned with onward as-
signments of Foreign Service officers who
complete university training.

We reviewed the documents pertinent to
the training of the 40 individuals who re-
ceived university training in economics and
area studies and found that 13 of them had
remained at their particular universities from
14 to 32 working days beyond the dates of
their final examinations, exclusive of autho-
rized leave. Two additional individuals were
granted leave without pay following comple-
tion of their university assignments for pur-
poses ol continuing their studies. but there
were extended periods of time between com-
pletion of final ex«minations and entry into
leave without pay status.

For the period of an officer’s university
assignment, he is under the administrative
control of FSI: however. FSI has no adminis-
trative responsibility with regard to the of-
ficer’'s onward assignment upon completion of
his university assignment. This is determined
by the assignment pan-ls. which pass informa-
tion to the bureau in which the officer is to
be assigned. Although dates of final examina-
tions, graduation ceremonies, etc., at all the
various universities were available through
FSI, we found no evidence that this informa-
tion was made available by FSI or even solic-
ited from FSI by any of the offices or bu-
reaus. As a result of this and lack of guidelines
in determining the amount of time necessary
to clear up any matters connected with finish-

ing a school assignment, the officers, in many
cases. were not reporting promptly to their
new assignment.

We therefore recommended that such
guidelines be established and that procedures
be established providing closer coordination
among the Department’s pertinent offices and
sections so that officers might be moved from
university campuses to their next duty assign-
ments with a minimum of delay.

The Department agreed with our recom-
mendation and advised us that it was taking
steps “to reduce the time spent by university
trainees between the conclusion of their train-
ing and their departure on their upcoming job
assignment. ***, In each case the Department
will ascertain the earliest date by which a

trainee will have completed all academic re-
quirements.”” (B-133310, May 7, 1968)

TRAVEL ADVANCES AND
ALLOWANCES

158. USE OF GOVERNMENT-OWNED
RATHER THAN PRIVATELY OWNED
VEHICLES-in a January 1968 report to the
Congress. we estimated that the Post Office
Department could achieve a cost reduction of
at least $4.2 million a year, without adversely
affecting postal service, if certain rural mail
carriers were furnished Government-owned
vehicles rather than paid an equipment main-
tenance allowance for using their own ve-
hicles. Our estimate of savings was based on
our review of about 5,100 rural mail routes
operating within or near 180 metropolitan
arcas. We expressed the belief that these sav-
ings were only a part of the savings that could
ultimately be achieved if the change-over were
made throughout the country.

Because rural mail carriers are required
by law to furnish their own vehicles, we rec-
ommended that the Congress consider en-
acting legislation to authorize the Postmaster
General to furnish Government owned or
leased vehicles to rural carriers rather than
pay them the equipment maintenance allow-



ance when he determives that such action
would be more econc.mical and in the best
interest of the Government.

The Department and the General Ser-
vices Administration have agreed with our
views that the Postmaster General should have
the authority to furnish Government-owned
:e!:n;l:stonmlmﬁem (B-161392, January

8)

159. MOVING EXPENSES--In a report
to the ‘Assistant Secretary for Administration
in April 1968, we concluded that effective ac-
tion was required by the Department oi La-
bor to correct its administrative control over
reimbursements for moving expenses incurred
by employees in connection with permanent
changes of official station.

During our review we examined all
vouchers (161), involving $155,801, paid for
moving expenses during fiscal year 1967, and
we questioned 30 of these vouchers, totaling
about $3,000.

On the basis of our review, we believe
there is a need for a more adequate under-
standing of the law and regulations by re-
sponsible administrative, supervisory, and
voucher audit personnel. We suggested that
the Department (a) strengthen its administra-
tive control over reimbursements for moving
expenses incurred by employees upon per-
manent changes of official station, (b) estab-
lish a systematic training program for per-
sonnel responsible for the review and pay-
ment of such expenses, and (c) request that
internal auditors make a follow-up review of
moving expenses to ascertain whether ade-
quate control over these expenses has been
attained. (Report to Assistant Secretary for
Administration, Department of Labor, April
24, 1968)

160. EMPLOYEE DESIGNATION OF
RESIDENCE FOR HOME LEAVE PUR-
POSES--In October 1967, we reported to the
Department of State a number of instances in
which employees stationed overseas had made

questionable changes in designated home
leave points. It appeared that, in some in-
stances, home leave points were changed to
enable travel for personal convenience at Gov-
emnment expense. Our examination showed
that, in the questionable cases, the employees’
stopovers at the designated home leave points
were of such brief duration in relation to total
leave as to cast doubt on the justification for
the additional travel costs to the Government.
In each questionable instance, the travel costs
of the employee and his family exceeded that
which would have been payable on the basis
of his apparent bona fide residence for home
leave purposes.

We rccommended to the Department
that justifications for changes in residences
for home leave purposes be reviewed and that
approval of such changes be documented. We
also recommended independent review of
such changes and of travel vouchers covering
home leave travel. We were advised in Novem-
ber 1967 that the recommended action was
being implemented. (B-162042, October 30,
1967)

161. DESIGNATION OF OFFICIAL
DUTY STATION FOR PER DIEM PUR-
POSES--During a review of travel reimburse-
ment vouchers at the Department of State, we
noted a number of instances where local em-
ployees were officially transferred fronr
Karachi, Pakistan, to Rawalpindi, Pakistan,
traveled to Rawalpindi over a weekend, and
then were immediately detailed back to
Karachi, in a temporary duty status, for a pe-
riod of about 30 days. During this time they
received: per diem payments amounting to
over $5,000.

We were advised that the action was
taken on the premise that an employee could
have only one official station and that, be-
cause the headquarters of the Embassy had
been changed from Karachi to Rawalpindi,
the official station had become Rawalpindi,
and the transfers should thus have been
authorized. The employees were needed in
Karachi for the approximate 30-day period to



assist in phasing out the Embassy operations
there.

However., a Comptroller General’s deci-
sion (25 Comp. Gen. 136) provides that an em-
ployee may have one headquarters for admin-
istrative and functional purposes and another
for per diem purposes. Thus, although the ad-
ministrative duty station may have become
Rawalpindi, the per diem payments need not
have been made had the provisions of the
decision been followed.

In October 1967, we issued an informal
inquiry questioning the propriety of these per
diem payments. [n their response to our in-
quiry, the Department contended that the
Embassy had acted in good faith in interpret-
ing that portion of their travel and transfer
regulations regarding the designation of the
employees’ official duty station and believed
that, in the overall analysis, the best interests
of the Government had been served. Because
the explanation furnished tended to show
that an administrative error in judgement may
have been committed and in view of all the
circumstances, we took no further action cn
these specific transactions. We did, however,
recommend to the Department that appro-
priate administrative action be taken to avoid
a repetition of similar per diem payments in
the future.

The Department informed us in March
1968, that all diplomatic and consular posts

-
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and the Executive Directors of the regional
Bureaus had been informed of our review and
inquiry and had been further made aware of
the necessity to prevent recurrence of :
situation. Reference was also made in t
partment’s communications to approprlate-
Comptroller General decisions régarding
travel, transfers, and designations of employ-
ees’ duty stations. (Report to Deputy Under
Secretary tor Administration, February 26,
1968)

UNIFORM ALLOWANCES

162. CHANGE IN EMPLOYEE UNI-
FORM REQUIREMENTS--In our ngn_my
1967 report to the Bureau of Customs, Trea-
sury Department, we expressed the opinion
that the Bureau could improve the administra-
tion of its unitorm allowance program and ef-
fect savings to the Government if the uniform
requirements for certain employees were
more in consonance with the nature of the
official duties performed by these employees.

The Bureau issued a directive in April
1968 prescribing the adoption of a less costly
rough-duty-type uniform to be used in lieu of
a full-dress uniform by certain Customs em-
ployces. For those employees involved, the
uniform allowance will be reduced. This ac-
tion will affect 313 employees with resulting
savings of about $12,500 a year. (Report io
Commissioner of Customs, February 28,
1967)

oty



PROCUREMENT

CONTRACT ADMINISTRATION

163. CONTKOLS TO ENSURE COMPLI-
AHCE m'ng CONTRACT REQUIRE-
We reviewed the administration of a
tive-bid fixed-price contract entered

the 710-bed general hospital constructed in
the District of Columbia during the period
July 1961 to January 1965 at a final cost of
over $18.3 million.

Our prmctpal findings pointed to a need
for VA to improve its procedures for (a) on-
vision of construction work, (b)
aterials and specifications, (c)
( nt of contract requirements, and
(d) development of specifications for hospital
roadways.

Our findings indicated that the VA did
not have adequate assurance that certain
materials and workmanship in the hospital
were of the quality required by the contract.
We expiessed the belief that the risk of struc-
tural deterioration had been increased and
that future maintenance and repair costs
might be higher than normally expected.
Moreover, poor design and workmanship were
apparently responsible for VA's incurring
additional costs of about $41,600 to recon-
struct a large portion of the hospital roadways
which deteriorated shortly after the hospital
was completed.

In some instances, VA received credit or
extended guarantees from the construction
contractor for deviations from contract draw-
ings and specifications. However, we ex-
pressed the belief that such adjustments are
generally undesirable substitutes for quality
materials and workmanship which may be
obtained by strict enforcement of the con-
tract provisions. Moreover, any adverse effects
resulting from inferior materials and work-
manship may not appear until many years
after construction has been completed. Such
construction deficiencies, therefore, may not
be readily correctable at a later date, may re-
sult in increased maintenance and repair costs,

pe
into by the Veterans Administration (VA) for -
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and may distupt normal hospital activities.

The VA advised us that, in accordance
with our proposals, certain actions had been,
or would be, taken to strengthen its proce-
dures regarding onsite supervision of construc-
tion work and the development of specifica-
tions for hospital roadways. The VA did not
indicate, however, that it planned to take cor-
rective action regarding (a) approval of mate-
rials and specifications and (b) enforcement
of contract requirements.

Accordingly, in a report to the Congress
in March 1968, we recommended that the
necessary action be taken to ensure that ma-
jor building materials and specifications are
investigated, tested, and evaluated for their
durability and acceptability before they are
approvéd:for use in"hospitals and that a direc-
tive be issued to construction officials empha-
sizing the necessity for timely interpretation
and enforcement of contract requirements.

Subsequently, in May 1968, the VA in-
formed us that action was being taken to

comply with our recommendations.
(B-153672, March 21, 1968)

164. CONTROLS TO ENSURE COMPLI-
ANCE WITH CONTRACT REAQUIRE-
MENTS--The Veterans Administration’s
stated policy provides that construction mate-
rials and workmanship shall conform fully
with the approved contract drawings and
specifications unless documented approval is
given the contractor to deviate therefrom.
Our review of VA’'s practices in requiring
compliance with contract specifications
showed that, in several regards, this policy
had not been enforced by the VA relative to
the construction of new hospital buildings in
Memphis, Tennessee, and Long Beach, Cali-
fornia.

Although our review did not reveal any
adverse effects as a result of the deviations
from specifications, we expressed the beliefl
that, if such effects do occur, they may not



appear until many years after completion of
the construction work.

The specific deviations from contract
specifications that we found may be generally
categorized as (a) the placement of concrete
that did not meet specifications and (b) the
incorporation of materials and workmanship
into the hospital buildings, without the re-
quired laboratory tests or other required certi-
fications.

The VA advised us that it was in general
agreement with our findings and stated the
belief that our proposals would materially as-
sist the VA in improving the construction pro-
gram. VA advised also that certain actions
would be taken to achieve full compliance
with contract specifications and that VA
would continue its practices of reviewing the
construction standards and master specifica-
tions which are used as guides in the prepara-
tion of contract specifications.

In view of the apparent difficulties en-
countered by VA in enforcing certain con-
tract specifications. as shown by our review,
we cxpressed concern with the effectiveness
of the review of these documents. In a report
to Congress in May 1968, we recommended
that the VA (a) review, as soon as praclicable,
the construction standards and master specifi-
cations and eliminate or revise, where appro-
priate. those requirements that may be unnec-
essary or overly restrictive and (b) strengthen
the procedure for updating the construction
standards and master specifications to ensure
that revisions are made on the basis of con-
struction experience gained during construc-
tion of hospital buildings. (B-133044, May
22.1968)

165. ADMINISTRATION OF NEGOTI-
ATED PROCUREMENTS--Our review of
selected management controls related to new
vessel construction at the Coast Guard Yard
showed that the Coast Guard had not com-
plied with certain provisions of law in negoti-
ating seven contracts or contract modifica-
tions costing about $1.2 million. We found
that the award of three contracts on a negoti-
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ated, sole-source basis had not been justified
and that cost data had not been obtained and
required contract clauses had not been in-
cluded in three other contracts. For one con-
tract, we found that all of these deficiencies
had existed.

The Acting Commandant of the Coast
Guard stated that our report accurately re-
flected shortcomings in negotiated procure-
ments and that these shortcomings were being
remedied through internal Yard management
action with assistance from contracting offi-
cials from headquarters. (B-157965, Decem-
ber 5, 1967

168. CONTRACTS FOR FU!_‘NISH!NG
SERVICES TO PERSONNEL --Under the con-
tract terms, the contractor was required to
furnish certain services, at cost, to personnel
employed at the Kwajalein missile test site by
contractors, subcontractors, and the Govern-
ment. The Government reimbursed the con-
tractor for costs incurred and was credited
with revenues received. [However, the prices
charged by the contractor for the services
were too low to recover the costs incurred
and, as a result, the Government absorbed a
loss of about $1.6 million in the operations
for the 2-year period ended in February 1966.

Our findings were presented to the Con-
gress in a report issued in July 1967. The
Department of Defense concurred in the find-
ings and took steps to ensure that prices were
revised to recover costs and that certain pro-
cedures of the contractor were improved.
(B-152598, July 18, 1967)

1867. CONTRACTS FOR RESEARCH
SERVICES--We found that seven of the 1]
study reports submitted by the Hudson Insti-
tute under three research study contracts
were considered by the Office of Civil De-
fense, Department of the Army. to be less
useful than had been expected or to require
major revision. Our report on these findings
was issued to the Congress in March 1968.

We recognized that contracting for
studies of this type was relatively new and



involved uncommon questions. However, it
was our belief that the Office of Civil Defense
could improve its administration of such con-
tracts and thereby obtain study reports that
would furnish the information sought.

The improvements which we considered
to be needed involved more specific state-
ments of the scope of work to be performed;
more effective monitoring of studies; more
frequent, timely, and complete progress re-
ports from the contractor; and written rec-
ords of agreements with contractor personnel.
The Office of Civil Defense has taken steps to
improve its procedures in these areas.
(B-133209, March 25, 1968)

168. ADMINISTRATION OF COST OR
PRICING DATA REQUIREMENTS--In July
1967, we reported to the Commissioner, Pub-
lic Buildings Service, General Services Admin-
istration (GSA), that we had found instances
where cost or pricing data were not being ob-
tained from construction contractors for indi-
vidual contract modifications exceeding
$100,000 although such data was required
by the Federal Procurement Regulations.

We also advised the Commissioner that
contracts included in our review had not in-
cluded the prescribed clause permitting price
adjustments where defective pricing data were
submitted by the contractor. In response, the
Commissioner assured us that GSA’s internal
procurement procedures would be revised to
ensure that the appropriate truth-in-negotia-
tion clauses would be included in construc-
tion contracts. (Report to Commissioner,
Public Buildings Service, General Services Ad-
ministration, July 3, 1967)

169. GOVERNMENT-OWNED PROP-
ERTY IN CONTRACTORS’ PLANTS--We
found a need for the Department of Defense
to improve its system of controls over Gov-
ernment-owned facilities, special tooling, and
material in the possession of contractors. Gen-
erally, our review disclosed weaknesses with
regard to effective use of industrial plant
equipment, rental arrangements, and account-
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ing for and control of special tooling and ma-
terial. Certain aspects of the work of Govern-
ment property administrators and internal
auditors were also in need of improvement.
Our report on these findings was issued to the
Congress in November 1967.

We made a number of proposals to im-
prove the administration over Government-
owned property. Actions taken or planned in
response to most of our proposals, if properly
implemented, should result in significant im-
provements in the control and utilization of
such property.

The Department of Defense did not fully
agree to, or did not indicate any specific cor-
rective action on, our proposals to (a) require
contractors to furnish machine-by-machine
utilization data and to obtain prior Office of
Emergency Planning approval on an item-by-
item basis for the commercial use of industrial
plant equipment and (b) strengthen the con-
trols over special tooling and special test
equipment by use of tinancial accounting con-
trols. We recommended to the Secretary of
Defense that he reconsider the Department’s
position on these matters. We also recom-
mended to the Director, Office of Emergency
Planning, that prior approvals for planned
commercial use of industrial plant equipment
be administered on a machine-by-machine
basis.

Subsequent to the issuance of our re-
port, the Department of Defense¢ advised us
that it had reconsidered its position. The De-
pariment stated that a 3-month test, starting
on July 1, 1968, would be made at 20 con-
tractor locations to determine the feasibility
and cost of maintaining machine-by-machine
utilization records and that the Armed Ser-
vices Procurement Regulation Committee
would review the matter of financial account-
ing controls over special tooling and special
test equipment. The Department also stated
that the Office of Emergency Planning was
revising the applicable Defense Mobilization
Order in order to tighten controls over com-
mercial use of Government-owned equipment
and to ensure equitable rentals for such use.
(B-140389, November 24, 1967)



CONTRACTING POLICIES
AND PRACTICES

170. PREAWARD EVALUATION OF
COST AND PRICING DATA--On the basis of
our review of the preaward evaluation by the
Federal Aviation Administration (FAA) of a
contractor’s price proposal for certain elec-
tronic storage tubes, we concluded that. be-
cause FAA had not adequately analyzed the
contractor’s proposal, it was not aware that
the proposed price had been established on
the basis of materials-yield and final-test-yield
rates which were low in relation to more re-
cent production experience. We estimated
that. as a result of the inadequate cost-price
analysis. the Government had incurred addi-
tional costs of about $107,000 on a contract
priced at about $840.000.

FAA cited certain factors which, had
been considered by its procurement personnel
before the contract was awarded and others
which, in total. contributed toward FAA's
final conclusions that (a) there was nothing to
indicate that the contracting officer’s analysis
of the proposal was not adequate and (b)
there was no reason to believe that the con-
tractor (1) had failed to disclose any signifi-
cant or reasonably available cost or pricing
data or (2) had furnished any data which he
knew, or reasonably should have known, was
false or misleading. FAA cited also a list of
actions taken or planned to strengthen con-
trol over FAA's procurement processes.

We concluded that, if FAA had per-
formed an adequate preaward audit of the
materials-yield rate on which the proposed
price was based, it would have been in a posi-
tion to recognize that the materials yields
were based on a year-old cost standard which
wis not representative of the yields being ex-
perienced on current production. Similarly.
because FAA did not adequately analyze the
final-test-yield rate. FAA's negotiators were
not aware that the price proposal had been
based on a final test yield that included test
yields experienced during initial and experi-
mental stages of production of that particular
type of storage tube.

We believe. however, that the actions
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taken and planned by FAA should, if prop-
erly implemented, strengthen its surveillance
over future procurement activities.
(B-133127, March 8, 1963)

171. COORDINATION OF CIVIL AND
MILITARY PROCUREMENT--Agencies of
the Department of Defense (DOD) and cer-
tain of their contractors hed procured various
quantities of a certain type of electronic stor-
age tube for an average unit price of $1,350
during calendar years 1962 through 1964
while the Federal Aviation Administration
(FAA) was procuring the same type of tubes
from the same manufacturer for about $850
to $877 a tube. We estimate that, under vari-
ous orders placed for a total of 234 tubes,
DOD’s costs exceeded by about $112,000 the
cost at which the same type of tubes were
purchased by FAA from the same contractor.

We therefore proposed that (a) DOD
agencies. which procure the types of tubes in-
volved, use existing Federal regulatory suthor-
ity to coordinate such purchases with FAA to
obtain the lowest available price and (b) DOD
contracting officers be required to determine,
during negotiations, whether other Govern-
menl agencies are procuring the same item
and, in such cases, obtuin assurances that the
price being negotiated is reasonable in relation
to the price being paid by such other agencies.

DOD informed us that the item would
be assigned to the Defense Supply Agency for
procurement under the DOD-coordinated pro-
curement program and that the Defense
Supply Agency would fill FAA’s tube require-
ments under an agreement with FAA.
(B-133127, March 12, 1968)

172. DIRECT, IN LIEU OF {NDIRECT,
PROCUREMENT OF TEST EQUIPMENT--
Because the Federal Aviation Administration
(FAA) purchased common test equipment in-
directly through basic systems suppliers rather
than directly from the test equipment manu-
facturers, it paid about $539,000 for equip-
ment which twc systems suppliers had pur-
chased for $419,000. About $52,800 of the
$120,000 difference represented the systems



suppliers’ profits and the remaining $67,200
included overhead and other charges.

We therefore proposed that FAA’s in-
structions for the procurement of test equip-
ment be revised to (a) describe all the factors
that should be considered in deciding whether
common test equipment is to be procured
sgparately or in conjunction with the pur-
chase of basic equipment and (b) provide
that, where test equipment will require no
modification or installation as part of a more
complex system or component, the equip-
ment be purchased directly from the manu-
facturer unless circumstances clearly justify
indirect procurement.

FAA had issued two new policy direc-
tives dealing with procurement in general and,
as a result of our interest in this matter, was
revising a third policy directive dealing specif-
ically with the procurement of test equip-
ment. The two new directives should contrib-
ute generally toward more economical pro-
curement. Also, the proposed revision of the
third directive should eliminate the apparent
requirement that common test equipment be
procured indirectly through basic systems
suppliers. However, we believe that the pro-
posed revision of the third directive still will
not provide sufficiently detailed guidance for
the procurement of test equipment.

Therefore we recommended that the
FAA Administrator direct that the order
pertaining to procurement of test equipment
be revised as we had proposed. (B-133127,
April 10, 1968)

173. QUANTITY ESTIMATES PRE-
PARED BY ARCHITECT-ENGINEERS FOR
USE IN THE SOLICITATION OF BIDS-In
August 1967, we reported to the Congress
that, although the importance of accuracy in
estimating quantities is stressed by the Corps
of Engineers (Civil Functions), Department of
the Army, in its regulations, the Chief of En-
gineers had not, at the time of our review,
established Corps-wide procedures for the re-
view of work performed by architect-
engineers. We found that the contract price of
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$15.4 million for the construction of the
Summersville, West Virginia, dam, dikes, and
spillway had been substantially increased pri-
marily because the quantity estimate prepared
by an architect-engineer firm was inaccurate
and did not show the full scope and magni-
tude of the work to be performed.

As a result, the Corps increased the con-
tract price by $8.2 miilion through
negotiation, rather than through competitive
bidding, and thereby lost the benefits nor-
mally attained through formal advertising. We
estimated that about $5.3 million of this in-
crease in costs had been directly associated
with increased work which could have been
foreseen prior to contract award and thus
could have been subjected to competitive bid-
ding.

In addition to the loss of the benefit of
full and free competition from procurement
through formal advertising, costs of about
$348,500 were incurred which could have
been avoided. These costs consisted of about
$276,000 for equipment which was idle be-
cause it could not be used for some of the
additional work and of about $72,000 for
additional administrative expenses.

We proposed that, in order to minimize
the necessity for negotiated contract modifi-,
cations, the Chief of Engineers issue guide-
lines requiring the districts to review the work
of architectengineers. We proposed further
that a statement of the nature and extent of
the review be made a part of the official files.
The Department of the Army concurred in
our report, in general. and advised us that the
Chief of Engineers was preparing instructions
to the field offices in accordance with our
proposals. These instructions were issued and,
if effectively implemented, should reduce the
necessity for negotiated contract modifica-
tions. (B-118634, August 3, 1967)

174. COMPETITION IN PROCURE-
MENT OF AERONAUTICAL SPARE
PARTS--In response to the expressed interest
of the Subcommittee on Economy in Govern-
ment of the Joint Economic Committee, Con-
gress of the United States. we made a



Defense-wide survey of the procurement of
aeronautical spare parts. Our report on this
review was issued to the Congress in June
1968. We found that problems we had previ-
ously identified as restricting competition in
procurement continued to require manage-
ment attention and correction. In addition,
many of the procurements reported by pro-
curing activities as having been made compet-
itively had not. in our opinion, been made
under competitive conditions.

The Department of Defense advised us
of the corrective measures taken, as follows:

--Procedures were being revised to
provide for earlier reviews of items
10 determine whether they could
he procured competitively.

A management repoarting system
would be established to document
reasons for procurement without
comrpetition,

--A means for coordinating inter-
sprvice spare-parts procurement
was under study.

--Rules for reporting procurement
actions had been revised,

--Aggressive actinn would be taken
lo correct the technical data defi-
ciencies reveaied by our survey.
{B-133396, .lune 25, 1968)

175. COMPETITION IN PROCURE-
MENT OF ANTHRACITE COAL--We re-
vicwed the procurement of anthracite coal by
the Army in fiscal years 1962 through 1967.
I'he coal involved was mined in the Uniied
States and was procured by the Army from
European importers under negotiated fixed-
price contracts awarded on a competitive
basis. Qur report on this review was issued to
the Congress in June 1968,

We concluded that the competition was
not sufficiently effective to ensure the lowest
price. The contractual practices permitted the
sources of supply to be limited almost en-
tirely to one American exporter. The ex-
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porter, in turn, procured the coal from only a
limited number of producers. Restrictive spec-
ifications may also have limited competition.

The major anthracite suppliers have,
under the provisions of the Webb-Pomerene
Act, entered into agreements among them-
selves to set prices and allocate quantities of
coal for export and ultimate sale to the Army.
The general policy of most of the larger
American anthracite suppliers is to offer their
coal only to a certain coal export company.
This company advised us that it purchased
coal for the Army procurements only from
members of the Anthracite Export Associ-
ation-an association representing the larger
anthracite producers-aithough there are other:
producers, not members of the association,
that are qualified to meet specifications of the
Army.

Because of these arrangements, the com-
pany was the only exporter in position to fur-
nish enough coal to meet total needs of the
Army. Furthermore, the exporter’s quota-
tions to European importers were conditioned
on their purchasing from the exporter all of
their requirements for the Army procure-
ments. Members of the Anthracite Export
Association, when participating in these pro-
curements, furnished statements that, under
the provisions of the Webb-Pomerene Act,
they were not required to submit unqualified
certifications of independent price determina-
tion. Therefore, what little competition
existed was limited to the importer functions
where the costs generated-principally
transportation costs-represented only a small
fraction of the total cost of the coal to the
Army.

Also, we found considerable evidence
that the Army’s specifications for ash content
and ash-softening temperature may have been
more restrictive than necessary and may have
limited competition.

In response to our findings, the Army
stated that, for the fiscal year 1969 procure-
ment, offerors would not be permitted to
claim exemption, under the Webb-Pomerene
Act, from certifying that prices proposed
were arrived at independently. The Army
stated also that tests were being conducted by



the Bureau of Mines to determine the mini-
mum quality of coal which can be used eco-
nomicdlly in Europe, that the tests would be
completed in August 1968, and that the re-
sults of the tests would be considered in the
specifications for the fiscal year 1970 pro-
curement.

On August 7, 1968, the Army advised us
of certain additional steps it had taken to in-
crease competition in the procurement of
anthracite coal for use in Europe (B-159868,
June 4, 1968)

176. PROCUREMENT OF PETROLEUM
PRODUCTS BY CONTRACTORS--Our re-
view showed that substantial annual savings
might be realized if the Navy were to furnish
to its- contractors the petroleum products
used by them in the testing of aircraft and
aircraft engines instead of permitting the con-
tractors to supply these products as a part of
their contracts.

Our review was made at three plants
where estimated requirements represented
about 86 percent of the total petroleum needs
of Navy aircraft and aircraft engine contrac-
tors. As stated in our report issued to the
Congress in February 1968, we estimated that
during 1964 the Navy paid two of the con-
tractors about $229,000 more for such prod-
ucts than it would have paid if the products
had been furnished to the contractors. We es-
timated that about $250,000 and about
$400,000 could have been saved in 1965 and
1966.

With regard to the third contractor, our
review showed that the contractual arrange-
ments in effect were different and that the
resulting profit ratc was considerably less.

The Navy advised us that, in the case of
one of the contractors, substantial savings
might be realized and that negotiations were
taking place to change the contractural treat-
ment of these products.

With regard to the second contractor,
the Navy stated that the savings would be
small and that it was to the overall advantage
of the Government for the contractor to con-
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tinue to furnish the petroleum products. Al-
though the potential savings are not substan-
tial, the Navy should consider negotiating new
arrangemenis with the contractor.

Therefore we recommended that, in the
case of the second contractor and other con-
tractors under similar conditions, the Navy
consider negotiating new contractual arrange-
ments. The Navy concurred. (B-160334, Feb-
ruary 6, 1968)

177. USE OF COST DATA IN CON-
TRACT ADMINISTRATION--We reviewed
the negotiated steam supply contract awarded
by the Veterans Administration (VA) to the
Washington Hospital Center (WHC) in 1961
and amended in 1966 and found that:

--The 1961 contract was illegal be-
cause it provided for payment to
the WHC on a cost-plus-a-per-'
centage-of-cost basis and did not
contain a clause permitting the
Government's examination of
WHC's cost records or certain
other general provisions required
to be included in such contracts
by law and/or by the Federal Pro-
curement Regulations (FPRs).

--A cost analysis made by the VA
for producing steam in-house ver-
sus purchasing stearn was based on
an incorrect factor for amortiza-
tion of the WHC's estimated costs,
which were to be reimbursed by
the VA, for expansion of the
WHC's steam-generaling plant and
installation of connecting steam
lines.

--The WHC's steam production
costs, the basis for establishing the
unit for steam initiatly furnished
to the VA, included guestionable
charges for depreciation, which re-
sulted in duplicate reimbursement
to WHC, and certain other costs.

--The 1966 contract renegaoliations
did not comply with the FPRs
which require that the VA obtain
certified cost data from the WHC



in support of its proposed unit
price and then analyze and verify
suth data.

In a report issued to the VA in February
1968. we recommended that adequate guide-
lines and procedures be established to coor-
dinate the respective organizations within the
VA so that they can (a) arrive at the most
economical method of uacquiring steam as
early as possible in the planning stages of a
new hospital, (b) negotiate the most benefi-
cial terms by obtaining and/or preauditing
contractors’ costs in compliance with the Fed-
eral Procurement Regulations, and (c) provide
for adequate legal reviews of these negotiated
contracts. We recommended also that the nec-
cssary action be taken to preclude future
duplicate reimbursements for steam equip-
ment installed on the contractor’s premises

The 1966 amended steam supply con
tract provided for an annual revision of the
unit rate on the basis of changes in WHC’s
labor and fuel costs. and in October 1966 the
WHC increased the unit rate. The VA, how-
ever, was not able to adequately advise us of
the basis for the increased rate. We therefore
requested that the WHC provide us with such
information. Although WHC did not fulfill
our request. we noted that. for the year begin-
ning October 1. 1966, WHC had amended the
unit rate below the rate of the previous year.

We recommended that the VA obtain de-
tailed steam production labor and fuel cost
data from WHC in support of its annual revi-
sions of the unit rate for steam furnished to
the VA hospital and make appropriate audits
of WHC’s labor and fuel costs as a basis for
determining the propriety of the revised unit
rates for steam for the year beginning October
. 1966, and for each vear thereafter.

Subsequently. VA informed us that it
was in general agreement with our findings
and reccommendations and advised us of cer-
tain corrective actions that had been or were
being taken along the lines recommended in
our report. (B-153672, February 6, 1968)

178. CONSOLIDATION OF PHOTO-
GRAPHIC OPERATIONS--In January 1968
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in 4 report to the Congress, we reported that
an opportunity for savings was available to
the Government by consolidating photo-
graphic operations at the John F. Kennedy
Space Center (KSC), National Aeronautics
and Space Administration, and the Air Force
Eastern Test Range (AFETR), Department of
Defense. We noted that KSC was substantially
expanding its photographic capability even
though AFETR appeared to have adequate
capability to accommodate KSC photographic
requirements. We noted also that, under a
1963 agreement, provision had been made for
coordinated photographic coverage and repro-
duction in order to avoid and minimize the
duplication of facilitics. While recognizing
that the 1963 agreement contemplated a
limited degree of duplication, we expressed
the belicf that the photographic capability
established by KSC duplicated, to a great ex-
tent. alrcady existing AFETR capability. We
stated that significant savings could be real-
ized if KSC photographic capability and
AFETR capability were consolidated.

Our analysis showed that both facilities
were staffed and equipped to accommodate
peak photographic workload periods. Because
ol the normal method of operating, personnel
and facilities at both locations were not fully
utilized during periods between launchings.
We noted that, even during peak workload
periods. there was considerable unused capa-
bility. We expressed the view that consoli-
dated operations by a single contractor would
increase personnel and equipment utilization.

Although we were unable to determine
the precise savings that might be realized by
consolidation, both the KSC and the AFETR
contractors providing the photographic ser-
vices estimated that as much as $2 million
could be saved annually by consolidation. In
separate interviews, officiais of both contrac-
tors stated that consolidation resulting in sig-
nificant savings was feasible and that the con-
tinuance of separate operations was ineffi-
cient and excessively costly.

We therefore proposed that the Adminis-
trator, National Aeronautics and Space Ad-
ministration (NASA), and the Sccretary of
Defense appoint a special group to review the



photographic requirements and capabilities of
both installations. Both agencies agreed to
initiate the joint review.

As a result of our recommendations and
on the basis of work done by the joint study
team, a proposed consolidation plan has been
formulated that, according to both NASA and
the Air Force, will (a) reduce costs of opera-
tions for KSC and AFETR by $1.4 million
annually, (b) decrease the current staff levels
at the two locations by 80 people, and (¢)
reduce the equipment level at these installa-
tions by $1.6 million. A full phase over to a
single contractor operation is scheduled to be
in effect by January 1, 1969. (B-162902, Jan-
vary 10, 1968)

179. USE OF CIVIL SERVICE EM-
PLOYEES RATHER THAN CONTRAC-
TOR-FURNISHED EMPLOYEES--In June
1967 we reported that our review of the rel-
ative costs of using civil service personnel or
of using contractor-furnished personnel to
perform engineering and refated technical sup-
port services at the National Aeronautics and
Space Administration’s (NASA’s) Goddard
and Marshall Space Flight Centers showed
that estimated annual savings of as much as
$5.3 million could be achieved with respect to
the contracts we reviewed if these services
were to be performed by civil service employ-
ees.

Although we recognized the possible
merit of considerations other than cost, it was
our view that NASA’s policies relating to the
use of the contracts had not been sufficiently
clear as to the considerations which should be
accorded to relative costs, in determining
whether contractor-furnished or civil service
personnel should be used.

Furthermore, because the action to fully
cerrect the situation would require a signifi-
cant change in NASA’s policy relating to the
use of support service contracts and because
of the potential effect that a significant
change may have on its civil service personnel
requirements, we suggested that the Congress
might wish to consider the policy aspects of
this matter in further detail with agency offi-
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cials. We suggested also that the Congress
might wish to explore with NASA the impact
that cost considerations should have in deter-
mining whether to use contractor or civil ser-
vice personnel in those cases where either
could carry out the operation equally well.

Since then, NASA has promulgated new
instructions which more clearly identify the
significance of relative costs in the decision-
making process and has established criteria to
be applied in comparative cost studies used in
considering the use of civil service or contrac-
tor persunnel for service-type activities. In
addition, as a result of our report, the Special
Studies Subcommittee of the House Commit-
tee on Government Operations held hearings
in June 1967 on this matter. Follow-up hear-
ings were also held by the Subcommittee in
April 1968 to consider the various cost cle-
ments involved in making studies of the cost
of performing the work with civil service
employees compared with the cost of contrac-
tor performance, with the objective of pos-
sibly developing cost standards and criteria
which would be for Government-wide applica-
tion.

At the present time, the Bureau of the
Budget, the Civil Service Commission, the De-
partment of Defense, NASA, and the General
Accounting Office are engaged in a joint ef-
fort to provide improved guidance for Gov-
ernment-wide application in the support ser-
vice arca. (B-133394, June 9, 1967)

180. WARRANTY PROTECTION FOR
SUBCONTRACTS--In a letter dated March
25, 1968, to the Associate Administrator,
Office of Organization and Management, Na-
tional Aeronautics and Space Administration
(NASA), we pointed out that the prime con-
tractor for the lunar module project had pur-
chased, without documenting the specific
need therefor, warranty protection for fixed-
price subcontracts totaling in excess of $37
million. On the basis of information on war-
ranties shown separately in certain of the
vendors’ proposals for the subcontracts, the
costs of these warranties could be substantial.

At the time of our review, the NASA



procurement regulation on the subject of war-
ranties was very general and did nol provide
specific guidelines to be considered by the
contracting oflicer in making & determination
as to whether a warranly would be in the best
interest of the Governmenl. As o result, the
contractor included a standard warranty pro-
vision in all fixed-price procurements under
the lunar module program

We brought this iaatler to the attention
of NASA officials and expressed our opinion
that. while we realized that warranly profec-
tion might be applicable under certain Goy-
erment programs. it did not appear that
routine warranty coverage would be required
under all fixed-price purchase orders. We
pointed out to NASA officials that the Armed
Services Procurement Regulation contained a
much more comprehensive (reatment ol war-
ranfics than did the comparable NASA regula-
tion. and we suggested that NASA should
¢ nsider revi ing the NASA procurement reg-
ulation accordingly,

HTASA subsequently revised its regula-
tion on the use of warranties to conform
more closely to the Armed Services Pro-
curement Regulation. The revised regulation
now provides contracl negotiators with spe-
cific guidelines ir, making determinations on
the use of warranty clauses and in evaluating
NASA contractors’ policies and procedures on
obtaining warranties for subcontractors. The
revised regulation. when implemenied. should
provide a sound and counsistent application of
judgment by NASA contracting personnel and
personnel of its prime contractors in instances
where (he use of warranties is under con-
sideration. (Report to Associate Admin-
istrator, Olfice of Organization and Manage-
ment, National Acronautics und Space Ad-
ministration. March 25, 1968)

181. FORMAL ADVERTISING FOR
LIGHT BULBS AND TUBES--In March 1968,
we reported to the Congress that the use by
General Services Administration (GSA) of
negotisted contracts for light bulb and tube
requirements did not result in maximum price
competition and was not in the best interests
of the Government. On the basis of our re-
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view. we concluded that GSA should use for-
mally advertised contracts, rather than negoti-
ated contracts, for the bulk of the Govern-
ment’s lamp requirements because all the es-
sential elements are present for successful for-
mal advertising,

To obtain an indication of the savings
that might be achieved by advertising for the
Government’s lamp requirements, we com-
pared the prices for certain lamps obtained by
the State of California under formally adver-
tised contracts with the prices obtained by
GSA under negotiated contracts. We were
able to compare prices for 197 of the 685
items listed in the Federal Supply Schedule
contracts. On the basis of annual Government
expenditures of $13.3 million for the 197
items. we estimated thai savings of at least
$1.7 million. or about 12.4 percent, might be
realized by purchasing the items through for-
mal advertising.

In December 1967, in response to our
recommendation, GSA informed us that con-
tracts for lamps covered by Federal specifica-
tions would be formally advertised.
(B-163349, March 20, 1968)

Note: For an additional item on “Contract-
fng Policies and Practices,” see section
on “Economic Opportunity Programs,”
itemi No. 22,

FACILITIES. CONSTRUCTION,
AND LEASING

182. SELECTING AND ACQUIRING
CONTROL OF SITES--Our review of the
practices and procedures followed by the Post
Office Department in selecting and acquiring
control of sites for new postal facilities re-
vealed that

--the Department had relied tc 3
greater extent than most other
Federal agencies on estimates of
proverty values prepared by indi-
vidual employees (real estate offi-
cers) and had permitied the same
individuals to estimate property
values and negotiate purchase op-
tions;



-there had been no independent re-
view of real estare officers’ esti-
inates of property values betore
purchase options were negotiated
an potential faciity sites;

--the realty survey analyses {apprais-
als) prepared by the Department’s
real astate officers usually had not
contained the documentation
needed 1o demonstrate the reason-
ableness of the purchase option
prices they had negoliated, ai-
though the Department reguired
that such documentation be pro-
vided; and

--only one of the three generally ac-
cepted technigues for estimating
the fair market values of prop-
erties had been reguired by the
Department, and used by the De-
partment’s real estate officers, for
gstimating the market values of
polential facility sites.

Under the Department’s prescribed pro-

cedures, a real estate officer locates potential
sites and negotiates assignable purchase op-
tions on them prior to submitting his site re-
port to the regional office for review and se-
lection of the site to be used for the facility.
In our opinion, these procedures do not pro-
vide adequate internal control because the
purchase prices of poteatial facility sites are
negotiated before the regional or Head-
quarters offices have an opportunity to review
and determine the adequacy of the appraisal
data prepared by the real estate officers.

In a report issued to the Congress in May
1968, we cxpressed the opinion that the De-
partment did not have adequate insiructions
regarding e¢ither the techniques and require-
ments for making appraisals and preparing
appraisa reports or the circumstances under
which additional appraisals should be ob-
tained. We expressed the opinion also that the
Department needed to eliminate the weak-
nesses in its policies and procedures in order
to ensure implementation of its policy of con-
structing postal facilities on sites which ade-
quately meet operational necds at the lowest
possible casts.
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 We recommended that the Departinent
:‘_evnse its policies and procedures to provide
or

--ablaining complete and fully doc
umented appraisals of the fair
market values of potential facility
sites, which are based an consid
eration of all appropriate tech
nigues for estimating market val
ues, and reguiring the regional or
Headguarters offices 1o determing
the adequacy of the appraisals be-
fore selecting the sites to be used
or attempting to negotiate pur-
chase options on theé properties
involved;

--assigning the functions of making
appraisals and negotiating pur-
chase options to different individ-
uals;

-instructing the regional real estate
officers in the techniques and re-
quirements for making appraisais
and preparing appraisal reports;
and

--gbtaining a second appraisal by
either an independent real estate
officer of the Department or an
outside professional appraiser
under contract in each case where
the initial estimate of the value of
a selected site exceeds a specified
amount or by an outside profes-
sional appraiser under contract in
each case where the owner of a
selected site has declined 1o agrant
the Departiment an option o pur-
chase the site for an amount at or
below the fair market value esti-
mated by the first appraiser.

The Deputy Postimaster General advised
us that the Department did not concur in the
first two of our recommendations and that
the Department did not believe an appraisal
by an outside professional appraiser should
invariably be required under the circum-
stances cited in our fourth reccommendation,



Concerning our third recommendation,
however. he said that the Department would
review its instructions and requirements for
making appraisals and preparing appraisal re-
ports and attempt to make them more
specific, (B-153129 May 1. 1968)

183. CRITERIA FOR STUDIES OF
FEASIBILITY AND COSTS OF FACILITIES
ON ALTERNATIVE SITES--In a report is-
sucd to the Congress in May 1968, we pointed
out that the Post OlTice Department had not
established specific criteria to implement its
policy that facilitics be constructed on sites
that adequately meet operational needs at the
lowest possible cosls. We pointed out also
that a Headquarters Circular, issued in August
1967, provided that, when a decision was
made that an cconomic study or cost anulysis
was required For any project. the initiating bu-
reaut or office would advise the Cost Analysis
Division. Burcau of Finance and Administra-
tion. ol its plins carly enough to work out the
format for completing the study.

The Department had made only three
studies of the feasibility and costs of acquir-
ing and opersting fucilities on alternative sites.
and two of these studies were covered by our
review, Our review of one study revealed sev-
cral omissions and probable errors in the De-
partment’s computations. We believed that an
adequate study might possibly have indicated
higher overall costs for the selected site and
thereby might have resulted in the sclection
of the alternative site by the Department. Qur
revicw of the other study revealed that. in
selecting the site for the facility, the Depart-
ment might not have given sufficient consider-
ation 1o the lower overall costs indicated by
its study. for a facitity constructed on an al-
ternative site,

We rccommended that. to ensure imple-
mentation of the pelicy of constructing fa-
cilities on sites which adequately mect opera-
tional needs at the lowest possible costs, the
Postmaster General instruct the responsible
officials of the Department to establish (a)
guidelines as to when studies should be made
of the feasibility and costs of acquiring and
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operating facilities on alternatives sites and
(b) specific criteria regarding the factors to be
taken into consideration in making and using
such studies,

The Deputy Postmaster General advised
us that the Department did not agree with our
recommendations. He stated that since 1961
the Department had followed a consistent
policy of making economic feasibility studies
in all instances where any serious question of
such feasibility existed and that the Depart-
ment did not belicve further specific criteria
or guidelines for making studies of the feasi-
bility and costs of acquiring and operating fa-
cilities on alternative sites were necessary. de-
sirable. or practical.

In view of the substantial number of fa-
cility sites previously acquired by the Depart-
ment and the complexities involved in select-
ing the most suitable sites, we believe that
therc is a need for guidelines as to when stud-
ics should be made of the costs of acquiring
and operating facilities on alternative sites. We
believe also that. instead of working out a dif-
lerent format for each study, the Department
should establish specific criteria regarding the
lactors to be considered in making and using
such studics and that these criteria should be
made available to the burcaus and offices au-
thorized to make decisions as to whether an
cconomic study. a cost analysis, or a cost
study is required.

In our opinion. such criteria would tend
to ensure that studies were prepared and used
on & uniform basis and probably would assist
the burcaus and offices in determining when
to request studies. (B-153129, May 1, 1968)

184. PUBLICIZING SITE REQUIRE-
MENTS--In a report issucd to the Congress in
May 1968, we expressed the opinion that, if
the Post Office Department adequately pub-
licized its requircments before commencing
site control proceedings, some properties suit-
able for use as sites for new postal facilities
might be offered to the Department at prices
lower than those which would otherwise be
obtained.



The Departments Reglonal Mdnuai

e revneivcd ‘We proposed that the De-
p nt revise its pollcy to. provide for pub-
licizing its site requirements as far in advance

as practlcable and for cncouragmg property

The Deputy Postmaster General in-
forqed us that the Department concurred in
ous’ proposals. He said that the Department’s
instructions already required the Depart-
ment’s real estate officers to make recommen-
dations regarding release of publicity, and he
stated that the Deparstment would revise its
manuals a: | other instructions to support the
stated policy of the Departinent.

We subsequently reviewed copies of sev-
eral publicity relcases which had been issued
by the Department at the time ol approving
new construction and. in our opinion, they
generally had not provided sufficient details
regarding the site requirements to encourage
property owners to offer purchase options (o
the Department. We therefore recommended
that the Postmaster General instruct the Assis-
tant Postmaster General, Bureau of Facilitics,
to include in cach future publicity announce-
ment related to authorized construction of a
new postal facility (a) information regarding
the site size requirements and, to the extent
known, the specific arca of the city in which
the new facility is to be located and (b) an
invitation that property owners in the se-
lected arca submit offers of purchase options
to a designated postal representative,

In July 1968, the Postmaster General ad-
vised the Director, Bureau of the Budget, that
revised instructions had been drafted which
would eliminate the conflicts in instructions
regarding publicizing the Department’s pluns
for acquiring new facilities. He said that, to
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enable property holders to offer their sites to
the Department for conslderatlon, the new in-
structions would require the provision of as
much information as was available.
(B-153129, May 1, 1968)

185. DEVELOPMENT OF REQUIRE-
MENTS FOR HEVIEWS OF REAL ESTATE
FILES--We found that, although the Post Of-
fice Department’s procedures provided for re-
views of regional real estate files at various
management levels, the detailed requirements
for such reviews were not specified. We noted
many instances where, in our opinion, revicw-
ers at the Department’s regional and Head-
quarters levels had reached decisions or made
recommendations regarding facility sites with-
out requiring the real estate officers to supply
complete and adequate data.

We believed that the Department could
ensure the provision of adequate documenta-
tion in support of regional real estate activi-
ties by developing, and requiring officials of
the regional and Headquarters ofTices to use,
guidelines for reviews of real estate files,
which provided. among other things. for use
of checklists of the documentation required
as support for proposed actions.

In a report to the Congress in May 1968.
we recommended that, to ensure implementa-
tion of the Department’s policy that resl es-
tate actions not be approved unless there is
complete and convincing support for the ac-
tions proposed, the Postmaster General in-
struct the Assistant Postmaster General, Bu-
reau of Facilities, to develop guidelines for
reviews of real estate files by officials at re-
gional and Headquarters levels.

The Deputy Postmaster General advised
us that, pursuant to our recommendation, the
Department would take action to devclop
guidelines for management reviews of real es-
tate files. (B-153129, May 1. 1968)

186. DETERMINING SPACE REQUIRE-
MENTS--Our examinations into the Post



Oifice Department’s planning for lease con-
struction of 14 small- and medium-size post
offices and for cnlargement of three Govern-
ment-owned post office buildings indicated
that a total of about 15,000 square feet of
unneeded interior space had been provided.
About two thirds of the unneeded space had
been provided because, in planning the space
requirements. the regional offices had not
properly applied the Department’s space stan-
dards. The balance of the unneeded space had
been provided because, in planning areas on
the basis of local needs, the regional offices
had made provision for more space than re-
quired for efficient operaltions.

In a report issued to the Postmaster Gen-
erial in March 1968, we estimated that, if the
unneeded space had not been provided. the
rental costs of the 14 leased post offices could
have been reduced by about $17,000 annu-
ally. or a total of $262.000 over the lives of
the leases. and that the construction costs of
the three Government-owned post office ex-
tension projects could have been reduced by
about $74.000,

In view ol the apparemt need for addi-
tional management reviews, we proposed that
the Department take such actions as necessary
to ensurc that the Bureau of Operations
makes adequate and systematic reviews of re-
gional space planning activilies.

in commenting on our draft report, the
Deputy Postmaster General stated that, with-
in the limits of available manpower, the Bu-
reau of Operations would give the matter in-
creasing attention and that, until the Bureau
obtained additional personnel, the Office of
Regional Administration would give greater
attention to spice planning activities during
regional appraisals.

In May 1968 the Deputy Postmaster
General advised us ol several actions that had
been taken, or were planned to be taken. by
the Department to improve the planning of
space for small- and medium-size postal facili-
ties. These actions included (a) revising the
Department’s space standards to make them
more specific and to require explanations of
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deviations from the published criteria, (b) as-
signing to a single regional organization the
functions of planning for space requirements
and for utilization of postal facilities, (c) mak-
ing in-depth studies of planning for space as a
basis for developing guidelines and criteria for
subsequent evaluations of régional space plan-
ning activities, and (d) developing standard
space atlocations and equipment requirements
for second-class post offices. (B-152129,
March 25, 1968)

187. DETERMINING SPACE REQUIRE-
MENTS--The Federal Aviation Administration
(FAA), under a lease-construction arrange-
ment. acgaired a new Pacific Regional Offige
hcadquarters building in Honolulu that. was
substantially larger than necessary because:
{a) the estimate of personnel requirements,
prepared by the FAA's Pucific Region, was
untrealistic in the light of informatien avail-
able at the time and (b) the Region’s estimate,
on which the size of thc new building was
based, had not been adequately revizwed at
the FAA headquarters. The lgase, waich was
executed by the General Services Admipistra-
tion (GSA) for a 10-year period ending in
September 1974, contains no pruvision for
cither carly termination or renewal. The an-
nual rental is $215,370 plus building services,
which GSA estimated would ¢ost the Govern-
ment about $96,000 annuatly,

After we brought this matter to the at-
tention of FAA, much of the space excess to
its needs was made available to other Govern-
ment agencies, thereby reducing overall costs
to the Government by about $268,000.

in April 1961, when it had about 320
employees, the Pacific Region estimated its
staffing requirements for fiscal year 1965 at
439 employees. a 37 percent increase over its
1961 staffing. FAA headquarters authorized
the Region to acquire space for 400 employ-
ees. In November 1961, the Region again re-
viewed its anticipated requirements and ar-
rived at substantially the same amount of
space that it had computed in April 1961. In
February 1962, however, the Region formally
requested GSA to furnish 75,400 square feet



of space to house 511 employees. We were
informed that this request had been based on
the FAA Regional Director’s concept of how
the Region should be organized, We found no
evidence in FAA'’s records that the revised re-
gional estimates had been questioned by FAA
headquarters, despite the fact that, only 6
months earlier, headguarters had authorized
space to accommodate only 400 employees.

We proposed to the FAA Administrator
that, to preclude similar overacquisitions of
office space in the future, procedures be de-
veloped to require that the economic sound-
ness of all requests ior new or additional of-
fice space be critically reviewed at the head-
quarters level in order to provide GSA with
more realistic estimates of space requirements
for use in planning the sizes of buildings to be
acquired for FAA’s use.

FAA has revised its space programming
procedures which, if properly implemented,
should preclude the recurrence of situations
such as the situation reported. (B-113670,
November 2, 1967)

188. SUBSTITUTION OF CONSTRUC-
TION MATERIALS--In August 1967 we re-
ported to the Administrator of General Ser-
vices that, contrary to policy, General Ser-
vices Administration (GSA) construction offi-
cials had approved a proposal, made by lhe
contractor and rccommended by the archi-
tect-engineers, to substitute certain materials
for those specified in the contract for con-
struction of the Kansas City Federal Building.
Some of these materials were considered by
GSA’s fire-prevention personnel to be haz-
ardous in respect to fire safety of the build-
ing.

As a resuft of our review, GSA con-
trocted for removal of the fire-hazardous
material. Work under the contract was com-
pleted in July 1968. In addition, all GSA re-
gional personnel were directed to enforce
GSA’s policy regarding substicution of mate-
rials. (B-150861, August 9, 1967)

189. CONSIDERATION OF FUNC-
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TIONAL EFFICIENCY IN BUILDING DE-
SIGN REVIEWS--Our report to the Congress
in May 1968 sliowed that the General Services
Administration {(GSA) had incurred costs of
about $224,300 to reposition certain over-
head ductwork, lighting fixtures, and fire pro-
tection sprinklers in the Washington National
Records Cenier to increase the storage capac-
ity by about 75,000 cubic feet. We also found
that the placement of ventilating fans and
related ductwork had precluded the use of
94,000 cubic feet of additional storage space.
Although it is a stated policy of G3A that
Federal buildings be so designed as to be func-
tionally efficient, we fuu.d that GSA did not
have procedures for implementing the policy
and, in practice, reviews of designs did not
include appropriate attention to the intent of
the policy. We believe that, had such a review
been made, the adverse features of the origi-
nal design probably would have been receg-
nized and appropriate changes probably
would have been made prior to construction.

We recommended that the Administrator
of General Services establish procedures and
assign responsibi':*v for implementing GSA’s
stated policy that i-ederal buildings be so de-
signed as to be functionally efficient. The
Acting Administrator of General Services
agreed that our report demonstrated the need
for better surveillance over the functional effi-
ciency of designs and stuted that our report
would assist GSA in the more careful surveil-
lance of designs, which would be observed in
practice as well as in policy. (B-156512, May
28, 1968)

190. ADMINISTRATIVE DIFFICUL-
TIES IN CONSTRUCTION PROJECTS--Atl
the request of the Joint Committee on
Atomic Energy (JCAE), we reviewed selected
Atomic Energy Commission (AEC) construc-
tion projects in which time delays, cost over-
runs, or other indications of administrative
difficultics had occurred. In a report sub-
mitted to the JCAE in February 1968, we
stated that we believed that the underlying
cause for the cost overruns and time delays in
a number of cases which we reviewed was
attributable to the guality of information
availuble at the time the authorization re-



guests were furnished to the Congress. In
these cases. design work had not been under-
taken and the conceptual studies which had
been used did not provide AEC with suffi-
cient information, in our opinion. {o accu-
rately estimate the time and cost required to
complete the proposed projects.

As a means ol improving the accuracy of
its Lime and cost estimates. AEC, beginning in
liscal yeur 1904, has requested, and has been
provided with. funds to obtain architect-
enginecring scrvices on complex construction
projects which are under consideration, for
future years authorization and appropriation,
This authority was not available to AEC 1o
permit advanced design work on the construc-
tion projects covered by our reporl.

At the time of our review., AEC was fur-
nishing the JCAL with annual statistical data
showing chunges from ils initial cost esti-
mates. However. this data did not provide
information corcomaing delays being en-
countered in completing suthorized projects.
We suggested that ALC modify its existing re-
porting provedures to disclose such informa-
tion in its annual submiss.on to the JCAE.
and AEC agreed to do so.

Wo also found that the {ina! designs of
'wo of the projects inclirded in our review had
been inflaenced by AFC's desire to mainkiin
project costs within the base amount uuiino-
rized and thit as a result a reduction had been
reguired in th: scope of the facilities. In con-
trast, we noted instances where AEC had been
able to constriect the Tucilities contemplated
at the time of aut! orization for less than the
authorized amount and had constructed addi-
tional facilities.

ALCTs instructions required that changes
in the scope of a project be referred by the
responsible field office to Headquarters for
approval. However, these instructions did not
claborate on what was considered to be a
scope change and therefore the determination
of which changes should be referred to Head-
quarters was largely a matter of judgment that
could vary among AEC field offices. For the
most part, the facililies added to the projects
included in our review were authorized by the

116

field offices without obtaining Headquarters
approval because they were not considered
scope changes by field officials.

As a result of our review, AEC revised its
instructions dzaling with scope, location, pro-
grammatic purpose. and operational capacity
of construiction projects, to more specifically
define a change in scope.

In presenting construction projects for
authorization, AEC was not required to
present information as to related rescarch and
development costs. We noted that, for certain
complex projects, substantial research and
development costs, to be financed with oper-
ating funds and essential to a successful proj-
ect, were expected to be incurred. Accord-
ingly, we suggested that in such situations the
costs involved, to the extent practicable. be
disclesed in the budgetary requests, to pro-
vide the FCAE with a clearer insight into the
total financial implications of specific con-
struction project approvals. AEC agreed that
in future budget submissions such disclosure
would be made. (B-159687. February 19,
1968)

Note: For additional items on “Facilities,
Construction, ad Leasiig,” see section
on LEconomic Opportunity Progrmm‘. i
itermis Nos. 21 and 24,

PROCUREMENT PROCEDURES
AND PRACTICES

191. CROP ALLOTMENTS ATTACHED
TO LAND ACQUIRED FOR GOVERN-
MENT PURPOSES--As a result of our examin-
ing into certain Jand valuation practices of the
Bureau of Sport Fisheries and Wildlife, we re-
ported to the Bureau in December 1967 on
the need tc revise appraisal instructions so
that the value of crop allotments issued by
the Department of Agriculture would be ap-
propriately considered in negotiating for the
arquisition of land under the Bureau’s migra-
tory waterfowl land acquisition program. Un-
der existing conditions. there is no assurance
that the value of certain allotments, which the



Bureau is not authorized to acquire, is ex-
cluded from the price paid for the land.

We pointed out that the Bureau could
possibly have been paying for an allotment
which it had no authority to acquire, while at
the same time the allotment holder could
possibly have been enjoying a double benefit
in that he retaincd possession of the allotment
and could cither transfer it to other land he
owns or sell it at the current market value.

In our report, we recommended that, in-
asmuch as the Bureau’s appraisal instructions
were then being revised, it would be an appro-
priate time to revise its instructions to require
that tract appraisals value crop allotments sep-
arately from the land and to require that land
acquisitions be documented to show that the
value of such allotments was excluded from
the negotiated price of the land.

In April 1968 the Bureau stated that it
believed it had successfully negotiated prices
with landowners in the best interest of the
Government. However, the Bureau concurred
with our suggestion that instructions be pre-
pared and issued pertaining to the appraisal of
and negotiation for lands which had crop al-
lotments that the Bureau could not acquire.
The Bureau stated further that such instruc-
tions were being prepared and would be is-
sued shortly. (Report to Director, Bureauw of
Sport Fisheries and Wildlife, Department of
the Interior, December 29, 1967)

192. USE OF SUITABLE ALTERNA-
TIVE MATERIAL--Our review of selected
management controls related to new vessel
construction showed that the Coast Guard
had no procedures providing for thorough
consideration of suitable alternative material
in developing vessel construction specifica-
tions. We found that the Coast Guard had
specified that stainless steel be used in com-
ponents of certain marine door and hatch as-
semblies although less costly mild steel could
have been used. After we called this matter to
the attention of agency officials, they revised
the specifications for vessels scheduled for
construction to provide for the use of mild
steel.

i7

In our report we recommended that the
Commandant of the Coast Guard initiate ac-
tion to require that thorough consideration be
given to the use of suitable alternative mate-
rial in developing vessel construction specifi-
cations. The Commandant stated that in-
creased efforts would be made by the Coast
Guard to ensure the selection of less expen-
sive alternative material in ship construction
and to provide flexibility in specifications to
permit shipbuilders to use the alternative
material. (B-15796S, December S, 1967)

193. USE OF IN-HOUSE COST ESTI-
MATES IN SHIP CONSTRUCTION PROJ-
ECTS--We reported to the Commandant of
the Coast Guard in December 1967 our belicfl
that top management should evaluate in-
house cost estimates before contracting work
out to commercial sources. Our review at the
Coast Guard Yard showed that the Coast
Guard had planned to contract for the provi-
sion and installation of certain furniture, fur-
nishings, and fixtures—referred to as joiner
work-on three medium-endurance vessels that
were scheduled to be constructed at the Yard.
However, we noted that cost estimates to do
the work in-house were significantly lower
than the prices previously paid to @ commer-
cial firm for such work.

The Acting Commandant of the Coast
Guard stated that corrective action had been
tuken by headquarters, which would result in
the submittal of detailed cost estimates by the
Yard before construction projects were or-
dered to begin. (B-157965, December 5.
1967)

194. COMPENSATION IN ACQUIRING
OIL INTERESTS--In September 1967, we re-
ported to the Congress that the Corps of En-
gineers (Civil Functions). Department of the
Army, in acquiring land for two reservoir
projects near Carlyle, Ilinois, and Tulsa. Okla-
homa, had made payments of about $28 mil-
lion to the land and mineral owners. About
$7.2 million of that amount represented the
estimated cost to the Government for acquir-
ing the mineral interests.

Agreements entered into by the Corps



provided for payment to the owners for the
full amount of the estimated oil reserves. Sub-
sequent Lo appraisal of the estimated oil
reserves, the owners were permitted under the
agreements to extiact oil, having a fair market
iground value ol about S1.6 million. with-
out an appropriate adjustment of the cost to
the Government for acquining the mineral in-
terests.

We suggested to the Secretary of the
Army that the Corps’ policies and procedures
be gevised to prevent the owners of mineral
interests from receiving more than just com-
pensation. In accordance with our proposal.
the Corps issued instructions to selected divi-
sion and district offices that (a) provided gen-
erial guidelines for the purchase or subordina-
tion of subsurfuce interests and (b} stated that
appropriate changes would be made to the
Ingineer regulations to invorporate the gen-
eral guidelines. (B-162106, September 29,
1967)

195. COMPENSATION FOR RELOCA-
TION OF MUNICIPAL FACILTIES--In Feb-
ruary 1968, we reported to the Congress re-
garding the need for the Corps of Engincers
(Civit Functions). Department of the Army.
to improve ils procedures for determining the
compensiation to be paid to municipalities for
the relocation of facilities—-such as streets,
sidewalks. and water and sewer systems-—-
necessitated by the construction of Federal
waler resources projecls.

Qur review showed that the Corps, as a
matter of general practice. had provided com-
pensiation for municipal facilities 1o serve lots
which were excess to those required for resi-
dents who expressed a desire. in a poll, to
move (o a relocation arca. We found that the
Corps. in compensating four municipalities,
had provided an average of about 34 percent
more lacilities than those which we believed
were required to fulfill the legal obligation of
the Government and increased the cost of
these relocations by about $367.000. We cox-
pressed the opinion that this practice con-
stituted payment for indirect and speculative
damages. which is prohibited by law.

The Corps provided compensation to re-
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locate facilitres at two additional municipali-
ties when, in our opinion, there was sufficient
information available to indicate that replace-
ment lacilities were not necessary. (The Fed-
eral courts have held, in cases relating to mu-
nicipal relocations, that, where it can be
shown that there is no nccessity for substitute
roads or utility systems or portions thereof,
the Federal Government is required to pay
only nominal consideration.) The combined
cost of relocating the municipal facilities for
these towns was about $412.000.

In bringing thesc matters to the atten-
tion of the Sccretary of the Army, we pro-
posed that Corps procedures be revised to re-
quire that, (a) when replacement facilities are
necessary for relocating residents, no facilitics
be provided beyond those necessary to serve
eligible residents who have indicated their in-
tention to move to the relocation area and (b)
in future municipal rclocations, an evaluation
be made of evidence indicating that a contem-
plated relocation may not be necessary.

In April 1968, the Corps issued instruc-
tions substantially in accordance with our
proposals. (B-160628, Fcbruary 27, 1968)

196. USE OF CONTRACTOR PERSON-
NEL IN LIEU OF CIVIL SERVICE
PERSONNEL--Our review confirmed Air
Force studies—undertaken after we issued a re-
port to the Congress in January 1966 on our
survey of research management functions
at Cambridge Rescarch Laboratories—which
showed that savings would be realized if
some of the research functions being per-
formed by contractors were performed by
civil service personnel.  The savings would
result primarily from reduction. or elimina-
tion. of overhead costs and of profits paid to
the contractors, Our report on the review was
issued to the Congress in November 1967.

The Air Force study of contracts for ses-
vices at the Laboratories—costing about $3
million annually-showed a savings potential
of $750,000 a year. The amount of the sav-
ings, however, will be less than estimated if
consideration is given to Federal income taxes
forfeited, the possibility that the contractors’



other Government business might absorb part
of the overhead-being applied to these con-
tracts, and other factors.

We believe that (a) administrative ceil-
ings on the availability of civil service person-
nel for these jobs and (b) excesive delays in
approving or disapproving amendments to the
manpower ceilings have, in the past, been ma-
jor factors in the continued use of contractor
services.

We therefore proposed to the Secretary
of Defense that:

-Manpower ceilings made available
to the Laboratories be sufficiently
flexible to enable the Laboratories
to acquire civil service employees
to assume the long-ierm research
work now being performed within
its facilities by’ contractor-
furnished personnet.

--The personnel ceilings of the Lab-
oratories be related to the facili-
ties and research project approval
processes and that appropriate ad-
justments be made consistent with
such approvals,

--A more expeditious manner of
processing manpower require-
ments be established within the
Department of Defense.

The Department of Defense concurred,
in general, in our finding and advised us that
the civil service personnel authorization at the
Laboratories had been increased to permit
conversion of 25 service contracts to Govern-
ment operation. The Department did not con-
cur, however, in our conclusion that man-
power-ceiling practices prevent economical
management of programs and resources.
(B-146981, November 28, 1967)

197. USE OF MOST ADVANTA-
GEOUS SOURCE OF SUPPLY--In May 1968
we reported to the Congress on our review of
the methods used by the General Services
Administration (GSA) to supply the needs of
Government agencies for certain common-use
items, such as fire extinguishers, light bulbs,
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spark plugs, stepladders, and office furniture.
We pointed out that opportunities existed for
reducing supply distribution costs by limiting
agencies’ purchases of certain items from
warehouse stocks to those situations where
that method of supply is necessary and advan-
tageous. Our review showed that (a) GSA re-
plenished warchouse stocks for 377 items
through Federal Supply Schedule contracts
and (b) a large percentage of agencies’ pur-
chases of these items from warchouse stocks
(about $14.2 million during fiscal year 1967)
could have been obtained through Federal
Supply Schedule contracts.

We concluded that there was no signifi-
cant advantage for GSA to act as a secondary
distributor for the bulk of the Government’s
needs for these items since agencies could
place their orders direct with Federal Supply
Schedule contractors, subject to the same
terms, conditions, and prices as were GSA or-
ders. To the extent that agencies’ purchases of
these items from warehouse stocks are limited
to those instances where that source of supply
is necessary and advantageous, GSA can re-
duce its variable costs of procurement, ware-
house handling, and transportation. We esti-
mated that these savings would amount to
about $1 million annually. In addition, GSA’s
investment in inventories of the 377 items,
which averaged about $3.2 million during fis-
cal year 1967, could be substantially reduced.

We recommended that GSA determine
the more economical method of supplying
agencies’ needs for the 377 items supplied
both from warehouse stocks and through Fed-
eral Supply Schedule contracts. We recom-
mended also that GSA take the actions nec-
essary to ensure th.:. agencies obtain their
needs of these items from the appropriate
supply source. In Febrouary 1968, GSA in-
formed us that, in response to our proposals,
the relative economies of the different
methods of supply would be studied in a
cost-benefit project to determine optimum
criteria for methods of supply. (B-114807,
May 24, 1968)

198. COST INFORMATION USED
FOR MANAGEMENT DECISIONS--We re-



ported to the Congress in June 1968 that the
General Services Administration (GSA) was
making supply management decisions on the
basis of overzll average cost information
which, in many cases. was inadequate because
of the disparities in costs associated with the
wide range of items available through the
GSA supply programs. On the basis of our
review, we concluded that the development of
refined cost information by GSA was neces-
sary for use in determining the most advanta-
geous methods of meeting the supply require-
ments of Federal agencies. We stated that
such cost information would serve as a basis
for effecting improvements in such areas as
(a) establishing optimum inventory operating
tevels, (b) determining appropriate stocking
patterns, and (¢) deciding which items should
be eliminated itrom the warehouse stocks.

Our review showed that the need for an
improved cost information system had been
brought to the attention ot GSA officials by
GSA internal auditors in a June 1963 rcport.
GSA did not take action to implement the
internal auditors’ recommendations until Oc-
tober 1966 when a cost-benefit study of sup-
ply operations was approved. Completion of
this study was delayed. however, as a result of
attention given another project.

We proposed that the Administrator of
General Services require that appropriate pri-
ority be given to (a) completing the cost-
benefit study and (b) implementing an ade-
quate cost information system for use in the
supply decisionmaking process. The Adminis-
trator advised us that our proposals would be
implemented and that the cost-benefit study
would be given appropriate priority.
(B-114807. June 26, 1968)

199. LEASE IN LIEU OF PURCHASE
OF TWO-WAY RADIO EQUIPMENT--In a re-
port issued to the Congress in May 1968, we
stated that, as of May 31, 1966, 11 civil
agencies were leasing two-way radio equip-
ment from two manufacturers at an annual
cost of $744,000. Most of the equipment was
being leased by the Atomic Energy Commis-
sion, the Department of the Interior, the Fed-
eral Aviation Administration, the National
Aeronautics and Space Administration, and
the Post Office Department (POD).
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On the basis of our lease/purchase cost
comparison, we estimated that, had the agen-
cies purchased, rather than leased, the equip-
ment, cost reductions ranging from 8 percent
for portable radios to 46 percent for mobile
radios could have been realized over a S-year
period, the minimum estimated useful life of
the equipment. We found that this situation
was, Caused in many instances by the lack of
adequate cost studies by agency personnel
prior to entering into leasing agreements.

General guidelines for making lease-or-
purchase determinations were issued by the
General Services Administration in February
1966 and are contained in the Federal Prop-
erty Management Regulations. Also, in
August 1967 Bureau of the Budget Circular
No. A-76, which established policies for
acquiring commercial or industrial products
and services for Government use, was revised
to require that agencies apply the principles
set forth in the circular when making judg-
ments with regard to lease versus purchase of
equipment. We believe that, if these guidelines
are properly observed, two-way radio equip-
ment will be acquired, in the future, by the
most economical method.

Several of the agencies agreed that pur-
chasing such equipment was feasible and
would be more economical under certain cir-
cumstances. POD, however, advised us that its
cost study showed that leasing, rather than
purchasing, the equipment would result in
savings. Since our evaluation of the cost data
furnished us by POD indicated that the costs
associated with purchasing appeared to be
substantially overstated, we recommended
that the Postmaster General reevaluate the
POD practice of leasing two-way radio equip-
ment.

The Department of the Interior cited the
lack of in-house maintenance capability as a
justification for leasing at some locations. We
believe that, generally, purchasing should not
be deterred by the lack of an in-house mainte-
nance capability because maintenance of pur-
chased equipment could be performed by
commercial service firms under contract. We
recommended that the Secretary of the Inte-
rior require a reevaluation of the practice of



leasing two-way radios at those locations.
(B-160410, May 27, 1968)

200. PROCUREMENT OF VITAL
STATISTICAL DATA--In our report of Feb-
ruary 1968 to the Surgeon General, Public
Health Service, Department of Health, Educa-
tion, and Welfare, we pointed out that the
National Center for Health Statistics could
possibly achieve significart economies for the
Government through the purchase of necded
statistical data from the States in the form of
punched cards or magnetic tape in licu of pur-
chasing microfilm images of the original birth,
death, and other vital records.

Our observations of procurement trans-
actions from a munber of States using auto-
matic data processing methods indicated that
the purchase of punched cards, or possibly
magnetic tape, could result in lower costs to
the Government than the purchase of micro-
filmed images, particularly if the Center could
reduce or discontinue its own coding and
punching operations. We estimated that total
costs of purchasing microfilmed images and of
coding and punching operations for fiscat ycar
1965 amounted to about $450,000.

In commenting on our suggestions, Cen-
ter officials expressed the opinion that econ-
omies through a change of procurement
method were not practicable because direct
access to the filmed records was required for
program reasons and punched cards of these
records would be unsuited to serve present
and developing needs for national vital statis-
tics. Nevertheless, we stated our belief that
the continuously advancing state of the arts in
the field of computer technology may open
up new possibilities of cooperation between
the States and the Federal Government. and
we called attention to the increasing volume
of vital statistical data being recorded by the
States on punched cards or tape. which could
also cover the Federal needs.

In April 1968, Public Health Service of-
ficials informed us that they had reexamined
the reservations carlier expressed and, accord-
ingly, would cxplore the possibility of de-
veloping a means of accepting the magnetic

tapes of States equipped to provide them and
willing and able to preparc data according to
the specifications of the Center. (Report to
Surgeon General, Public Health Service, De-
partment of Health, Education, and Welfare,
February 16, 1968)

201. USE OF CURRENT COST OR
PRICING DATA-In our report to the Con-
gress on our review of target costs negotiated
for a contract awarded by the National Acro-
nautics and Space Administration (NASA) to
The Bendix Corporation, we noted that the
target cost proposed by the contractor and
accepted by the Marshall Space Flight Center
included amounts for materials and other re-
lated costs which were overstated by about
$2.1 million when compared with the most
current data available prior to negotiations.
As a result. the fee payable under the contract
was based on overstated costs, and the total
fee payable under the contract exceeded by
about $595.000 the amount that would have
been payable if the target cost had been based
upon the most current data available before
the start of negotiations. The contract was a
cost-plus-incentive-fec  type of contract for
the procurement of ST-124 stabilized plat-
forin systems used in the guidance of the
Saturn launch vehicles in the Apollo Manned
Flight Program.

Under the requirements of Public Law
87-653~the “Truth in Negotiations Act™—
contractors are required to use current cost or
pricing data in arriving at the cost of a con-
fract.

We stated that it was our belief that the
higher target cost had been negotiated be-
cause the contractor had not updated its pro-
posal to eliminate certain unneeded parts and
to recognize that it had obtained lower sup-
plier prices prior to executing the required
certilicate of current pricing. We also ex-
pressed the view that the Marshall Space
Flight Center had not adequately evaluated
material quantities in the contructor’s pro-
posal or given adequate recognition to the in-
formation provided by the Defense Contract
Audit Agency, which, while not complete be-
cause the audit had not been finished, never-



theless indicated that the target cost data pro-
vided by the contractor was questionable.

NASA concurred in our findings and ad-
vised us that the contracting officer was
taking the necessary action to reduce both the
contract target cost and the fee. Substantially
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in line with our proposals, NASA also issued a
revision to its procurement regulations which
should result in more effective evaluations of
contractors’ proposals. The contractor, how-
ever, expressed disagreement with our
findings and conclusions. (B-161366, Sep-
tember 24, 1968)



PROPERTY MANAGEMENT

CONTROL OVER PROPERTY

202. MANAGEMENT OF EQUIPMENT-
-In May 1968, we reported that our review of
the management of capitalized equipment in
the Bureau of Indian Affairs, Departiment of
the Interior, showed that certain items had
received little or no use and that other items
had been allowed to remain in an unservice-
able condition, without action having becn
taken to redistribute, dispose of, or repair the
equipment. We concluded that the Bureau's
system for managing capitalized equipment
needed improvements such "< more complete
utilization records, independent physical in-
ventories, and reports to area and agency
management on the use and condition of the
equipment.

Therefore, we recommended that the
Secretary of the Interior direct the Bureau to
require that (a) utilization records be main-
tained for high-value and high<demand items
of capitalized road construction cquipment,
(b) physical inventories of capitalized cquip-
ment Se taken or verified by Bureau person-
nel who are not responsible for the custody of
the equipment, (¢) independent inquiry into
the condition and extent of utilization of the
equipment be included in inventories of capi-
talized equipment and (d) upon completion of
the inventories, reports for each instaliation
be prepared by types of equipment, showing
the number of items and their value, condi-
tion, utilization, need, and repairability.

Information furnished to us in the De-
partment’s comments on our findings and in
subsequent discussions with Department and
Bureau officials indicated that the actions
contemplated in the recommendations had
been initiated or were planned.

We reported also that, on the basis of
our review, we believed that additional steps

were required to improve the management of
school equipment. There were substantial dif-
ferences in the amount of equipment at
schools having similar enrollments and pro-
grams because equipment requirements, be-
vond those provided for in the Bureau's stan-
dards for equipment initially furnished to new
schools, were determined by local school of-
ficials. We believed that these differences re-
sulted primarily from some schools determin-
ing their equipment neceds on the basis of
pooling equipment for the use of several class-
rcoms and teachers while other schools were
determining their equipment needs on the ba-
sis of individual classroom and teuacher re-
quircments.

Therefore, we recommended that the
school equipment standards be adjusted, as
appropriate, on the basis of operating experi-
ence, including consideration of pooling ar-
rangements, and that such standards be used
for evaluating requests for additional school
squipment. We recommended further that the
reports which were to be prepared upon com-
pletion of physical inventories, as recom-
mended in itemm d above. be compared with
the adjusted equipment standards to assist in
making informed judgments on the need to
redistribute. dispose of. repair, and procure
school equipment.

Subsequent information obtained from
the Burcau indicated that the Bureau had ini-
tiated final action on the additional steps re-
quired to improve the management of school
equipment included in our recommendation.
(B-114868, May 28, 1968)

203. MANAGEMENT OF LANDHOLD-
INGS--In a report to the Congress in January
1968, we concluded that the Coast Guard was
retaining a considerable amount of land which
secemed to be excess to its current and
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planned needs because the Coast Guard had
not developed a program for systematically
reviewing its kindholdings.

Our review 1 four of the 12 Coast
Guard districts showed that, of the 10,745
acres held by these districts as of June 30,
1966, about 1.500 may have been excess to
the needs of the Coast Guard. Information
supplicd by local realtors and Coast Guard
district officials indicated that, of the 1,500
acres, about 400 had a total value of about
§250.000. We did not obtain valuation infor-
mation for the remaining 1,100 acres.

We proposed that the Commandant of
the Coast Guard require that each district of-
fice set up a review program to cvaluate sys-
tematically the continuing need for landhold-
ings and that headquarters furnish the necess-
ary guidelines for implementing such a pro-
gram. We proposed also that the Commandant
dispose of the land cited in our report, which.,
upon review, proved to be excess to Coast
Guard necds.

In his letter of August 23, 1967, the
Commandant agreed that definitive instruc-
tions from headquarters were needed to bring
about a systematic evaluation of the Coast
Guard's landholdings. In February 1968,
Coast Guard Headquarters issucd guidelines
for implementing a program for systemali-
cally and continuously reviewing its landhold-
ings. Morcover as of April 10. 1968, the Coast
Guard had taken action to dispose of about
965 acres at five of the 10 locations men-
tioned in our report. (B-118650. January 15.
1968)

204. CONTROLLING SHELF-LIFE MA-
TERIAL--Our review of shelf-life material
at four Coast Guard installations showed that,
because of the lack of inventory control.
numerous items of overage material were
stocked in inventory as ready for issue. More-
over, in many instances, we found that over-
age material made up the entire stock of
certain line items. The presence of overage
stock in inventory ultimately results in in-
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creased costs and could affect the operational
readiness of the Coast Guard.

As a result of our review, Coast Guard
officiais at the four installations we reviewed

«fad taken or had promised to take corrective

action. Moreover Coast Guard Headquarters
issued instructions, for Coast Guard-wide ap-
plication, designed to improve the manage-
ment of shelf-life material. (B-114851, Janu-
ary 5. 1968)

205. INVENTOR' ' LEVELS OF SPARE
EQUIPMENT--Our review of inventories of
sparc airborne electronic equipment at five
Coast Guard air stations showed that the air
stations maintained numerous items of equip-
ment in excess of the amount of equipment
authorized. The Coast Guard’s inventory re-
porting system provided that current in-
ventory information for all air stations be
available to headquarters: however, we found
that there were numerous discrepancies be-
tween the quantities of equipment on hand
and the quantitics reported to headquarters.
Also, the Coast Guard Headquarters did not

wsider the air stations’ excesses at the time
wditional equipment was purchased.

As a result of our review, Coast Guard
Headquarters issued an instruction which re-
quired that the air stations turn in to the Air-
craft Repair and Supply Center that airborne
electronic equipment on hand in excess of
that allowed. The instruction also called at-
tention to the need for more accurate report-
ing of on-hand airborne clectronic equipment
so that the reports can serve as planning docu-
ments for future procurements.

We believe that the instruction issued by
the Coast Guard, if continuously imple-
mented, will serve to reduce the possibility of
air stations’ accumulating excess equipment
and to strengthen procurement planning with-
in the Coast Guard. (B-114851, January 5,
1968)

206. CONTROLS OVER THE VALUA.
TION OF PROPERTIES--Our review of the



management controls of the Panama Canal
Company over its accounting for the us: of
certain properties showed that there was a
need to stréngthen controls to improve ac-
counting for the valuation of property. We
found instances where the Government’s net
direct invesiiiént in the Company had been
understated. This resulted in the Company’s
interest payitients to the Treasury being less
than the amiounts which should have been

paid.

The Company increased the Govern-
ment’s investment by about $1,055,000 and
$725,000 in 1967 and 1966, respectively, by
reducing valuation allowances for certain
properties. AS a result of these adjustments,
the Company made a retroactive interest pay-
ment to the Treasury in fiscal year 1966 of
about $113,000 and, at June 30, 1966, ad-
ditional retroiuctive interest of about $75,000
was payable to the Treasury. In addition,
these adjustments resulted in an estimated in-
creas¢ of about $66,000 in future annual in-
terest paymients to the Treasury.

These adjustments. involving reductions
to certain special valuation allowances, re-
sulted primarily from our review and from
subsequent work performed by the Com-
pany’s internal auditors, which indicated that
for several years increased use had been made
of certain properties where the recorded
values had been offset by special vatuation al-
lowances without these propertics being reac-
tivated or the corresponding increases being
made to the interest-bearing inventment of
the United States Government. In accordance
with the Canal Zone Code, the special valua-
tion allowances had been established to give
recognition to the economically usable values
of certain assets, which were determined to be
less than cost, and to certain property values
which were allocable to national defense.

In the interest of improving the controls
relating to accounting for the use of prop-
erties offset by special valuation allowances,
we recommended in a report to the Congress
in July 1968, that the policies governing the
use of such properties either be enforced or
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appropriately modified. We recommended
also that adequate accounting records show-
ing current property usage be maintained and
that periodic reports be made to appropriate
accounting and management officials on the
current status of such properties. We further
recommended that the Company make a re-
view of the special valuation allowances with
a view toward reducing such allowances where
appropriate on the basis of more current con-
ditions and adjusting the interest payments to
the Trezsury accordingly.

The President of the Panama Canal Com-
pany agreed with our findings and recom-
mendations and informed us that certain ac-
tions had been or would be taken to improve
the controls over properties offset by special
valuation allowances. (B-114839, July 9,
1968)

207. ACCOUNTING FOR PROPERTIES
RECEIVED ON LOAN--Our review of the
Panama Canal Company’s controls over prop-
erty siowed that there was a need for the
Company to revise its accounting policies and
practices with respect to properties which
were acquired on a cost-free loan basis from
other Government agencies and were retained
for an cxtended period of time. Inasmuch as
the value of properties accounted for on a
loan basis was not included in the interest-
bearing net direct investment of the United
States Government, annual interest payments
to the Treasury were not charged during the
period that the Cownpany had custody and use
of the properties.

The Company obtained a launch, valued
at about $85,750, from the Army on a cost-
free loan basis from September 1959 to Janu-
ary 1968 under a series of 1-year loan agree-
ments. As the asset was considered to be a
loan, its value was not included in the Com-
pany’s asset account or in the Government’s
interest-bearing investment account, the re-
lated interest and depreciation expense was
not charged to the Company’s operations, and
the corresponding interest pay ments were not
made to the Treasury. We ¢stimated that the



proper implementation of this transfer agree-
ment should result in a retroactive interest
payment to the Treasury of about $21,200 as
well as an increase in future interest payments
to the Treasury of about $3.100 a year. We
noted that two other picces of equipment ob-
tained from the Navy had an estimated trans-
fer value of about $56.000 which, if added to
the interest-bearing investment of the United
States Government, would result in increased
annual payments to the Treasury of about
$2.100.

There is no statutory requirement tha’
the value of p.opertics on loan to the Com-
pany are to be included in the interest-bearing
investment ol the United States Government:
however, the Company receives essentially the
same benefits from property on loan as from
property transterred from other Federal agen-
cies, which s required to be added to the
interest-bearing  investment of the United

. States Government.,

We proposed to the president of the
Company certain procedvres that were de-
signed to provide accounting trcatment for
the utilization of properties which the Com-
pany had acquired from other agencies on ai
extended loan basis comparable to the ac-
counting treatment for properties acquired
from agencies through transfer agreements.
The president of the Company informed us
that the Company would attempt to develop
an arrangemert to pay the lending agency a
rental fee cquivalent to interest and deprecia-
tion on the property acquired on an extended
loan basis. We therefore recommended in a
report to the Congress in July 1968 that the
Company make the necessary arrangements
with the lending agency whereby the Com-
pany would pay a rental charge for deposit as
miscellancous receipts into the Treasury.
(B-114839, July 9. 1968)

208. ARMY SUPPLIES IN VIETNAM--
We reviewed certain aspects of the Army’s
management of supplies in the Republic of
Vietnam. Qur report on this review was issued
to the Congress in June 1968. In our opinion,
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the Army supply system had been responsive

to the combat neceds of the military units in

Vietnam despite adverse conditions. The high

level of support had been achicved, however,

:!hmugh costly and inefficient supply proce-
ures.

The Army had recognized many of its
supply management problems and initiated
certain corrective actions prior to the time of
our review. We noted, however, areas which in
our opinion warranted additional manage-
ment attention, as follows:

--The development of accurate data
relating to stocks on hand or con-
sumed in order to facilitate deter-
minations of supply requirements
and 1o preclude imbalances of
stock,

--The identification and redistribu-
tion of large quantities of excess
material now in Vietnam,

-The development of programs to
ensure the prompt return of re-
pairable components tg the supply
system,

--The institution of procedures de-
signed to increase both intraser-
vice and interservice ulilization of
available supplies.

--The enforcement of greater supply
discipline in order to reduce to a
minimum the costly shipment of
supplies under high-priority req
uisitions.

Although the Army agreed with our
findings. it did not agree with certain of our
proposals for improved procedures. We recog-
nized that the management emphasis being
applied by the Army would tend to improve
supply discipline and help to correct the prob-
lems. We believed, however, that such empha-
sis by itself was not sufficient. Therefore, we
recommended to the Secretary of the Army
that certain of our proposals for improved
procedures be reconsidered.



On August 28, 1968, the Army advised
us that the proposals were under review.
(B-160763, June 21, 1968)

209. STOCK RECORD BALANCES--In
our review of controls over depot inventories
within the Department of Defense, we found
that substantial differences existed between
stock record balances and the actual quanti-
ties of items in inventories throughout the de-
pot supply systems. During fiscal years 1965
and 1966, stock records of selected depot in-
ventories—averaging in value about $10.4 bil-
lion—-had to be adjusted up or down an aver-
age of $2.4 billion annually in order to bring
them into agreement with the physical inven-
tory quantities.

In a report issued to the Congress in
November 1967, we pointed out that these
inaccuracies in the inventory stock records re-
sulted from inadequate control over docu-
mentation affecting inventory records as well
as inadequate control over the physical assets
and that increased management attention was
needed at all levels.

Department of Defense officials advised
us that the military services and the Defense
Supply Agency had initiated specific pro-
grams to eliminate the problems discussed in
our report and were installing new procedures
designed to provide more accurate inventory
controls. (B-146828, November 14, 1967)

210. STOCK LEVELS OF GROUND
SUPPORT EQUIPMENT FOR AIRCRAFT--
As part of the production contracts for the
F-4 aircraft, the Navy and Air Force procured
about 2,500 items of ground support equip-
ment (items required to inspect, service, re-
pair, safeguard, transport, or otherwise main-
tain the aircraft in operational status). Our
review of the utilization of 562 of the items
showed that the authorized allowances for
129 of them, 23 percent, were questionable.

In our report issued to the Congress in
November 1967 we stated that, had the Navy
and Air Force made detailed reviews of actual
needs lor the cquipment and had they coor-
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dinated such needs effectively, procurement
costs could have been reduced by about $1.2
million. Also, costs amounting to as much as
$12.5 million could have been avoided or de-
ferred, had the Navy and Air Force properly
considered the equipment already on hand in
relation to the number of aircraft to be sup-
ported.

The Department of Defense informed us
of improved procedures and management
techniques established or planned in the De-
partment of Defense. These measures should
improve the interservice and intraservice de-
terminations of needs for ground support
equipment. We plan to evaluate the effective-
ness of these measures as part of our continu-
ing review of supply management. (B-152600,
November 13, 1967)

211. STOCKLEVELS OF FLAMG.-
THROWERS--In our report issued to the Con-
gress in April 1968, we stated that Army pro-
cedures did not, in our opinion, provide a
systematic method for the communication
and consideration of rccommended changes in
plans that affect equipment requirements. We
found that, had Army officials given timely
consideration to recommendations that usage
of the M-132 flamethrowers be more limited
tha:. had been planned, the' Mamethrowers
might not have been purchased in excess
Juantities.

The contracts for the excess quantities
were subsequently terminated at an estimated
loss to the Government of about $2.7 million
(termination and related costs of about $4
million less value of usable components of
$1.3 million).

We advised the Secretary of Defense that
there was a need for systematic procedures to
accomplish two things: First, to ensure formal
consideration of recommendations affecting
procurement by top levels of command; and
second, to ensure timely follow-up action by
subordinate commands to determine whether
their recommendations had been accepted or
rejected. Therefore, we suggested that the
Army establish appropriate procedures to



accomplish this. The Army concurred in our
suggestions and advised us of procedural
changes that had been recently completed or
were nearing completion. (B-146802, April
24, 1968)

212. STOCK LEVELS OF MISSILE RE-
PAIR PARTS--Our review of requirements
computations for expensive missile repair
parts by the Army Missilc Command showed
a number of problem areas. In our report is-
sued to the Congress in May 1968, we pointed
out that these areas related primarily to (a)
inadequacy of asset and demand data received
from user activities. ¢b) failure of inventory
managers to accurately compile, review. and
use historical supply data, and (c) incon-
sistency in the implementation of supply
management procedures and guidelines. These
problem areas contributed to imbalances in
the supply system. In some instances under-
procarements were made which could lead to

“supply shortages. In ather instances overpro-
curements were made which could lead to ex-
cess material,

The Army agreed gererally with our
findings and conclusions and initiated several
corrective actions. (B-163706. May 27, 1968)

213. BACK-ORDERED REQUISITIONS
FOR STOCK--In a report issued to the {on-
gress in October 1967, we stated that sunply
effectiveness in the Air Force could be im-
proved and the volume of assets on back or-
ders could be significantly reduced (a) by cs-
tablishing procedures at the base level to en-
sure prompt cancellution of back orders for
items no longer reg.uired and (b) by taking
prompt physical inventories at supply depots
of items on back order. Invalid back orders
can resuli in (a) unnecessary or uneconomical
procurement or repair of stock, (b) unneces-
sary redistribution of stock. and (¢) denial of
stock to installations where it is actually
needed.

Our statistical sampling of back-ordered
items at 9 Air Force bases representing 5 Air
Force commands showed that about $1.2 mi!-
lion or 22 percent of the back orders were for

invalid requisitions. Base officials canceled
about §730,000 worth of the invalid back
orders in response to our findings. On the ba-
sis of a projection of our findings, we esti-
mated that abcut $103 million of the $471

" million of back orders at the 5 Air Force com-
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mands represented by the bases we visited
could have been canceled. (The value of ma-
terial on back orders at all Air Force com-
mands at May 31, 1966, was about $875 mil-
lion.)

The invalid back orders included (a) req-
uisitions for stock in excess of needs, (b) reg-
uisitions for stock aiready on hand but not
reflected in stock records and therefore not
known to be on hand, (c) requisitions which
should have been reduced or canceled when
requircments for the stock were subsequently
revised. and (d) requisitions which duplicated
earlier requisitions.

We recommended that the Air Force es-
tablish a uniform system of records at the
using-activity level to adequately control out-
standing requisitions. In response to our rec-
ommendation, the Air Force has expressed its
belief that the existing system, which is based
on maintenance of records on a computer at a
central location, is the most cost effective and
can provide the information necessary for ef-
fective managementat the using-activity level.
The Air Force stated that it recognized the
need lor better training at the using-activity
level in the use of information available and
that such training would be provided.
(B-162152, October 31, 1967

214. RETURN OF UNSERVICEABLE
SPARE PARTS FOR REPAIR AND REIS-
SUE--Our review of about 12,000 issues of
spare parts at seven Army installations, which
siould have resulted in the return of a like
quantity of unserviceable parts, showed that
some 70 percent of the unscrviceable parts
were not returned to maintenance activities
for repair and reissue. The principal reasons,
as stated in our report issued to the Congress
in January 1968, were (a) incorrect and in-
consistent recoverability codings in publica-
tions issued by the national inventory control



points and (b) inaction by supply activities to
obtain the return of repairable items.

The Department of the Army concurred
in ourfindings and took action to improve its
management of repairable spare parts.
(B-146874, January 23, 1968)

215. CRITERIA FOR MANUFACTUR-
ING AND STOCKING AERONAUTICAL
REPAIR PARTS-In May 1968 we issued a
report to the Congress on our review of the
Navy’s management of aeronautical repair
parts manufactured at four naval air stations.
We found that as much as 80 percent of the
dollar value of these items on hand at the four
stations were excess. The excess stock on
hand was valued at about $3.7 million. In ad-
dition, we found that these four stations had
disposed of about $2.2 million worth of ex-
cess quantities of such stock in the period
July 1, 1963, to March 31, 1966.

We proposed that the Navy review its
management of nonstandard acronautical re-
pair parts and develop realistic criteria to
govern manufacturing and stocking and that
periodic follow-up reviews be made to ensure
adherence to these criteria. The Navy agreed
and advised us of specific actions that would
be taken to improve management. (B-133396,
May 21, 1968)

216. INFORMATION ON EQUIPMENT
IN USE--We issued a report to the Congress in
December 1967, on our follow-up review
which showed that, although the Air Force
had, after our earlier review (B-133361, June
1961), significantly improved its procedures
for the management of nonexpendable equip-
ment, there was a need for further improve-
ment in management controls over the two
major elements of the equipment manage-
ment system~the validity of authorizations
and the accuracy of reported inventories of
in-use assets.

We found that incomplete inventory in-
formation had been reported and used in the
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fiscal year 1966 requirements computations.
Our review showed that equipment valued at
about $44 million had been neither reported
for use in computing requirements nor other-
wise accounted for. We found also that the
practices followed in taking physical inven-
tories at the bases did not provide the neces-
sary controls to ensure that all assets would
be counted and that the same assets would
not be counted twice.

Qur review of the data used in comput-
ing fiscal year 1966 procurement require-
ments showed that over $8 million of the 565
million of computed requirements was not
needed and that about $20 million of the re-
maining $57 million was questionable. We dis-
cussed this with Air Force officials and, as a
result, the requirements for several high-cost
items were recomputed and about 33 million
of planned procurement was canceled.

The Air Force concurred generally in our
findings and proposals for improvements in
the equipment management system. We were
advised of actions either taken or planned to
ensure closer adherence to prescribed proce-
dures for forecasting and controlling equip-
ment authorizations. We were also advised
that the Air Force intended to study the fea-
sibility of incorporating additional data into
its computer programs for managing nonex-
pendable equipment to provide a basis for pe-
riodic verification and reconciliation of
reported inventories of in-use equipment.
(B-133361, December S, 1967)

217. LOW-COST, LOW-DEMAND
STOCK IN SUPPLY SYSTEM--We found that
more than 860,000 low-cost spare parts, for
which there had been no demand for appre-
ciable periods, were being stocked by the
Navy and the Defense Supply Agency. There
were many other similar items for which there
had been but little demand over a number of
years. In our report issued to the Congress in
October 1967, we pointed out that significant
savings in management and storage costs
could be realized by eliminating from the sup-
ply system those items nol warranting
retention.



The Department ~7 Defense had insti-
luted a program to identify and eliminate
such items. The program was deferred, how-
ever, because of a higher priority project. We
were informed that the program would be re-
sumed at the carliest opportunity. (B-133118,
October 31, 1967)

218."DUPLICATED INVENTORIES IN
SUPPLY SYSTEM--We reviewed the Navy's
practice of stocking, for further distribution,
material which is normally procured, stocked.
and distributed to Government organizations
by the General Services Administration
{GSA). Our report on this review was issued
to the Congress in May 1968. On the basis of
our review, we concluded that Navy wholesale
inventories and similar GSA inventories held
for Nuvy use unnecessarily duplicated each
other and resulted in duplicate management
and warchousing functions in the Government
supply system as a whole.

We concluded that inventories valued at
about §8.5 million. and related management
and warchousing functions. could be elimi-
nated from the wholesale stocks of either the
Navy or GSA. To the extent that duplication
of stock could be climinated. the Government
would realize not only increased efficiency in
stock management but also annual savings of
up to 5940.000. We suggested that. for those
items stocked by GSA. the Navy overseas
stock points. supply ships. and fleet activities
within continental United States waters requi-
sition their requirements directly from GSA.

The Navy did not believe that this would
be feasible with respect to overseas stock
points and supply ships but did agree to re-
view the existing arrangements for supply sup-
port. GSA cxpressed the opinion that the pio-
cedure of direct requisitioning from GSA was
the most cconomical method of supply sup-
port except in those cases where the volume
of issues warrants the shipment of wholesale
quantities direct from the manufacturers to
the Navy.

We recommended that the Secretary of
Defense and the Administrator of General
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Services jointly establish a working group to
formulate the necessary policies and proce-
dures for a supply support system which will
eliminate the duplications cited in our report.
On May 22, 1968, the General Services Ad-
ministration advised us that it had informed
the Department of Defense of its readiness to
establish such a group. On July 23, 1968, the
Department of Defense advised us that it con-
curred in this approach to the problem.
(B-146828, May 16, 1968)

219. MANAGEMENT OF AND CON-
TROL OVER EXPENDABLE SUPPLIES
AND MATERIALS--Our review of the man-
agement of and control over expendable sup-
plies and materials. valued at about $1.1 mil-
lion, under the custody of the Architect of
the Capitol showed that there was a need for
improvement in the management of supplies
and materials and that consideration should
be given to the establishment of a single stores
system.

We noted (a) a need for established
guidelines in the management of expendable
supplies and materials. (b) a need for improve-
ment in physical security, properly record-
kecping. and physical inventory taking, (c) a
need for quantity control of stock, and (d) a
need for a single stores system.

In October 1966 we were advised that a
study of the control over expendable supplies
and materials would be initiated by the Archi-
tect as soon as the necessary manpower could
be made available. As of July 1968, we had
not becn informed of any plans for such a
review. (B-161145, July 27, 1967)

220. CONTROL OVER CONTRAC-
TOR-HELD PROPERTY OWNED B8Y THE
GOVERNMENT--Our review of the proce-
dures and practices of the Office of Educa-
tion, Department of Health, Education, and
Welfare (HEW), relating to the accountability
and management of contractor-held nonex-
pendable personal property acquired under
contract, title to which is vested in the Gov-
ernment, revealed that the Office of Educa-
tion had not established an adequate system



of administrative controls over Governmer:t-
owned nonexpendable property held by con-
tractors and had not adequately assigned ac-
countability responsibility with respect to
such’ property. Our review revealed also that
the surveillance activities at the Department
level had not been adequate for ascertaining
whether constituent agencies: were complying
with departmental regulations and procedures
relating to the accountability and manage-
ment of such property.

We found that at the Office of Educa-
tion HEW's regulations governing account-
ability and control over Governmenti-owned,
contractor-held property had not been ad-
hered to and that the Office of Education had
not adequately assigned, either on an overall
basis or an individual program basis, specific
responsibility for accountability and control
of contractor-held property. As a result, pro-
gram officials were generally unaware of the
amount and types of Govermment-owned
property being held by contractors and of the
use being made of such property.

We found also that at the departmental
level the Division responsible for ascertaining
whether constituent agencies were complying
with departmental regulations and procedures
had been unable to make reviews and had re-
lied on HEW’s Audi: Agency to carry out the
compliance function. Our review, however,
did not show evidence that ¢ither the division
responsible for making the reviews or the
Audit Agency had made reviews designed to
ascertain whether the Office of Education was
complying with the applicable departmental
regulations and procedures.

Office of Education officials informed
us that a study had been made of the prop-
erty management program in that Office with
a view toward making recommendations for
improvement.

In our report to the Secretary, HEW, in
January 1968, we recommended that (a3) a
high priority be assigned to completing the
study being conducted by the Office of Edu-
cation and to improving the administrative
controls over such property, {b) our report be
brought to the attention of approprate offi-
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cials in the constituent agencies of HEW with
instructions to review their controls and pro-
cedures applicable to contractor-held prop-
erty owned by the Government and to report
to HEW whether such controls and proce-
dures comply with departmental regulations,
and (c) HEW institute appropriate follow-up
procedures to ascertain whether corrective ac-
tion promised by the constituent agencies is
actually implemented and that the prescribed
reviews be made on a periodic basis to ascer-
tain whether the constituent agencies are
complying with departmental regulations and
procedures relating to the accountability and
management of contractor-held property
owned by the Government.

In a letter to the Director, Burcau of the
Budget, dated February 27, 1968, the Assis-
tant Secretary, Comptroller, HEW. advised
the Burcau that HEW was taking action in line
with our recommendations. (B-114836, Jan-
uary 31, 1968)

MAINTENANCE, REPAIR,
AND OVERHAUL

221. CONVERSION OF HEATING
PLANTS TO FUELS OTHER THAN COAL-
-In a March 1968 report to the Postmaster
General, we expressed the beliet that the Post
Office Department could achieve savings in
operating costs at many Government owned
or leased facilities through conversion of coal-
burning heating plants to other fuels.We ex-
pressed the opinion also that elimination of
coal-burning heating systems should afford an
excellent opporrunity to assist in the abate-
ment of air polution. a requirement of Exe-
cutive Order 11282, dated May 26, 1966,

We found that, although the Department
had delegated authority to its regional offices
in 1965 to process fuel conversion projects
which would cost less than $25.000 each and
to finance these projects from funds allotted
for minor improvement projects, some of
those oftfices had not developed plans for con-
version of all the coal-burning heudting plants
in their regions. We estimated that net annual
savings of $68.000 could have been realized if



the coal-burning heating plants at four se-
lected postal facilities in the New York and
Minncapolis Postal Regions had becn con-
verted to other fuels.

We recommended that the Postmaster
General tuke appropriate action to cnsure the
conversion of coal-burning heating systems in
Government owned or leased buildings within
a reasonable period of time. We recommended
also that the Department give priority to the
conversion of heating systems at those
facilitics where the costs of conversion could
be recovered within a relatively short period
of time through savings in operating costs.

We recommended Turther that the De-
partment provide the regions with additional
funds where it determined that fuel conver-
sion projects could not be accomplished with
the regions  allotments for minor improve-
ments and that the Department show such
projects as a separate category in its budget
requests.

[he Deputy Postmaster General advised
us in May 1968 that the Department did not
fully agree with our recommendations. He
said. however. that the Dcpartment’s appro-
priation request for fiscal year 1969 had in-
cluded an amount for modifying the heating
plants in the 117 facilities having more than
3.000 square feet of interior space which did
not meet the minimum requirements estab-
lished by the Department of Health, Educa-
tion. and Welfare with respect to the emission
of particulate matier. He said also that the
Department would instruct its regional offices
to take the necessary actions to convert the
tuel systems of smaller lacilities under lease
contracts which expired after calendar year
1971 if they met the criteria for conversion.
(B-163572, March 20, 1968)

222. REPAIR OF USED SPARE PARTS
AND COMPONENTS--At the Federal Avia-
tion Administration’s Acronautical Center in
Okiuhoma City. Oklahoma, we found that
used aircraft and avionics spare parts and
components were being repaired even though
there was an adequate. or evenan abundance
of. serviceable stocks of the same items on
hand.
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We concluded that the premature repairs
resulted primarily from (a) the use of auto-
matic repair designations, (b) the lack of ade-
quate control over the repair of items by in-
ventory managers responsible for maintaining
stock levels, (¢) inadequate supervision over
inventory managers at the Center, and (d) the
lack of instructions and guidelines as to when
unserviceable items should be repaired.

in November 1966, the Acting Adminis-
trator of FAA told us that the agency con-
curred in our findings and that it had taken or
would take action to eliminate the specific
causes of premature repairs and to strengthen
management controls in the areas noted
above. We believe that the actions taken by
the agency, together with proposed changes in
its procedures, should strengthen substantially
the control over the repair of spare parts and
components at the Center. (B-133127, July
12. 1967

223. RECAPPING OF AIRCRAFTY
TIRES--We found that the Air Force and
Navy did not recap aircraft tires as extensively
as did commercial airlines because of arbitrary
restrictions on the number of times a tire may
be recapped and. in the case of the Navy, be-
cause of ineffective administration of the
tire-recapping progeam. The Army had not es-
tablished a program for recapping aircraft
tires.

We pointed out in our report issued to
the Congress in February 1968 that the use of
recapped aircraft tires often saves as much as
50 percent of the cost of new tires—-as shown
by the practices of the commercial airlines—
and that such use is considered consistent
with safety requirements.

We found that all three services could
realize significant savings by recapping aircraft
tires more extensively. These savings could be
as much as $1.650,000 annually for the Air
Force and the Navy. If it were found to be
practicable to increase the recapping of tires
for high-speed and jet aircraft, substantial ad-
ditional savings could be realized.

The Air Force and Navy advised us of



actions taken or planned to increase the effec-
tiveness of their respective aircraft tire-
recapping programs.

We recommended that the Secretary of

Defense issue policy guidance to the military

relative to the recapping of air-

craft tires. We further reccommended that the

Department of Defense periodically review

the recapping policies and procedures estab-
lished by the military departments,

The Department of Defense advised us in
April 1968 that it had established a study
group comprising representatives from the
military departments to develop criteria and
policies for uniform application. (B-146753,
February |, 1968)

224. MAINTENANCE OF MOTOR
VEMICLES--In October 1967, we reported to
the Congress that savings could be obtained
by adopting specific programs of preventive
maintenance developed by automobile manu-
facturers for their vehicles in place of General
Services Administration (GSA) requirements
which provide generally for more frequent
preventive maintenance. We estimated that
GSA could have saved about $26,600 during
the year ended June 30, 1966, in the cost of
preventive maintenance in the GSA region re-
viewed by adopting the manufacturers’ pro-
grams for 1963 through 1965 models of ve-
hicles. We estimated that, if these potential
savings were typical of the savings that may
have been available in GSA’s nine other re-
gions, about $250,000 could have been saved
by the Government during the year ended
June 30, 1966.

We brought our findings to the attention
of GSA and proposed that it adopt the manu-
facturers’ recommended programs. In August
1966, GSA advised us that it had been work-
ing with the manufacturers to revise its then-
current guide for preventive maintenance.

A revised guide was issued in April 1967.
We believe, however, that GSA would not
achieve the full savings discussed in the report
because the guide retained uniform service
intervals for some preventive maintenance
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items. In addition, the revised guide was appli-
cable only to 1966 and later models of ve-
hicles. We estimated that, if the manufac-
turers’ recommended programs for 1963
through 1965 vehicle models were to be
adopted promptly, savings of about $§350,000
could be realized on these vehicles during
their remaining life.

We recommended that the Administrator
of General Services adopt the manufacturers’
recommended preventive maintenance pro-
grams for interagency motor pool vehicles, ex-
cept in specific cases where GSA may have
made evaluations or studies that supportced
different requirements. We recommended also
that the Administrator, consistent with his
authority, promotc similar action by other
Government agencies.

In January 1968, we were informed by
GSA that (a) the 1967 guide would be made
applicable, where feasible, to 1965 and earlier
model vehicles in the interagency motor pool
fleet and (b) it would work with the manutac-
turers on any significant changes in preventive
maintenance requirements. Subsequently
GSA advised us that it was requesting agen-
cies” comments on a proposed regulation set-
ting minimum standards for a preventive
maintenance program to meet their specific
requirements. These proposed actions should
result in significant savings. (B-161340, Oc-
tober 12, 1967)

UTILIZATION AND DISPOSAL
OF PROPERTY

225. COORDINATION AND CONTROL
OF OFFICE COPYING MACHINES--Our re-
view of the management controls exercised by
the Department of Agriculture over office
copying machines in its South Building and
Administration Building, Washington, D.C.,
showed that each constituent agency of the
Department determined its own copying
needs without considering copying capacities
or requirements of other Agriculture agencies
housed in the same building.

We found that. to achieve economies in
meeting copying requirements, the Depart-



ment of Agriculture and its constituent agen-
cies needed to (a) acquire copying machines
with production capacities commensurate
with copying requirements, (b) perform ade-
quate feasibility studies before acquiring
copying machines, and (¢) coordinate the lo-
cation and use of copying machines. More-
over. we iioted a need for periodic reports to
management on the cost and output of office
copying machines.

We proposed that the Assistant Secretasy
for Administration develop and implement a
plan for centralizing, at the departmental
level. the management of copying machine re-
quirements in other Agriculture buildings or
installations, as well as in the South and Ad-
ministration Buildings.

In response to our proposal, the As-
sistant Secretary for Administration agreed
that there was a need for a thorough study of
centralized management of office copying ma-
chines and appointed a task force to make
such a study. The task. force concluded that
the best method for improving service and re-
ducing costs of obtaining copices in the various
agencies of the Department would be to cen-
tralize the management of all copying require-
ments at the departmenta) lgvel. The task
force estimated that annual savings of ahgyt
$400.000 would be realized from the pro-
posed combined system.

Subsequently. the Asgistant Secretary
advised us that the Department wag [gking
steps to implement the reeammendations con-
tained in the task force report. The Assistant
Secretary also advised us that a study was
underway at the major field installations of
the Department to ascertain whether there
were similar opportunities for improving op-
erations at those locatiens. (B-146930, April
25, 1968)

226. EXPEDITING SALES OF UN-
NEEDED STRUCTURES--In a report issued
to the Congress in May ]968. we expressed
the opinion that improved administration by
the headquarters of the Agricultural Stabilizg-
tion and Conservation Service (ASCS), De-
partment of Agriculture, was needed to assist
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ASCS’s State and county officials in expedit-
ing sales of unneeded grain storage structures
owned by the Commodity Credit Corporation
(CCC). We found that State and county offi-
cials generally were not attempting to dis-
pose of many unused structures and that sig-
nificant costs had been incurred for their
retention.

The storage structures had been acquired
between 1939 and 1956 to alleviate shortages
in the quantity of available commercial ware-
house space in which to store Government-
owned grain. Since 1962 the rate of utiliza-
tion of these storage structures had gradually
dropped. Accordingly, in 1964 the CCC
Board of Directors approved a policy which
directed the disposal of those st
structures not currently in use or expected to
be needed in the foreseeable future, on as
orderly and rapid a basis as possible.

CCC had long followed a policy of ac-
cording priority to the use of commercial
storage facilities over the use of its own stor-
age facilities. We believed that, if CCC would
continue giving priority to the use of commer-
cial storage facilities. disposal of CCC’s facili-
ties could be expedited. We believed further
that the progress of the disposal program had
been hindered because ASCS headquarters of-
ficials had not formulated definite long-range
plans or objectives for achievement of goals
nor furnished local officials with adequate cri-
ten‘s'.:)!l'or determining which structures should
be sold.

§ comments in July 1967 on our
finding did not specifically deal with the need
for long-range plans or adegyate criteria for
determining which structures should be sold.
CCC’s comments indicated that it did not in-
tend to dispose of the storage structures at a
substantially faster rate than that provided for
by the established sales goals because it would
have to accept unreasonably low prices from
purchasers.

Our limited follow-up review of the dis-
posal program showed that by October 1967
CCC had disposed of storage structures having
a total capacity of about 56 million bushels
more than the mational sales goal for 1967



and that the prices received for the structures
sold were generally higher than those rc  ved
in prior years.

Consequently, in order to expedite the
disposal of unneeded storage structures and to
achieve substantial reductions in program
costs, we recommended that the Secretary of
Agriculture require departmental officials to
establish long-range plans or objectives for
carrying out the disposal program and to fur-
nish State and county office officials with
adequate criteria for determining which struc-
tures should be sold. (B-114824, May 13,
1968)

227. MANAGEMENT OF LABORA-
TORY EQUIPMENT--In July 1968 we
reported on our review of the effectiveness
and efficiency with which laboratory equip-
ment was being managed by the Boulder Lab-
oratories of the National Burcau of Standards
{NBS) and the Environmental Science Sei-
vices Administration (ESSA), Department of
Commerce. On the basis of our review, we
concluded that there was a need for improved
management of laboratory equipment at the
Boulder Laboratories.

We found that technical equipment with
an original cost of about $294.000 and a net
book value of about $94,000 at December 31,
1966-which was excess or had not been used
for an extended period of time-was being re-
tained by the four organizational units of the
Boulder Laboratories covered in our review.
We also found adequate evidence that more
extensive pooling of infrequently used equip-
ment would be possible and thus would pro-
vide for more effective utilization of such
equipment and that equipment with an orig-
inal cost of about $124,000 and a net book
value of about $%49,000, on loan to non-
Federal entities, was unused, unnceded, or be-
ing retained by borrowers who were not en-
titled to use the equipment.

To provide for improved management of
equipment at the Boulder Laboratories, we
recommended that (a) a systematic program
inciuding procedures necessary to conduct
periodic and controlled “walk-through” in-
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spections of laboratory facilities be estab-
lished and implemented to facilitate the iden-
tification and reassignment or disposal of un-
needed equipment, (b) a more extensive Sys-
tem of pooling infrequently used equipment
be adopted to provide for more effective utili-
zation of such equipment, and (c) all out-
standing loans of equipment be reviewed to
identify equipment which is not directly ben-
efiting the Boulder Laboratories and is un-
needed, that the unneeded equipment be de-
clared excess, and that procedures be insti-
tuted for the systematic periodic follow-up of
loans of equipment.

Department of Commerce officials
agreed, in general, with our findings and rec-
ommendations for corrective action and ad-
vised us that mcasures had been tuken, or
planned, to improve thie management of
equipment at the Boulder Laboratories.
(B-164190, July 9, 1968)

228. INTERSERVICE TRANSFERS
OF MILITARY SUPPLIES-TANK-AUTOMO-
TIVE REPAIR PARTS--The Marine Corps
had significant quantities of excess tank-
automotive repair parts and other mate-
rial which the Army couid have used to meet
high-priority requirements including those of
Vietnam. However. there were no procedures
for the regular exchange of information on
such excesses and requirements. In our report
issued to the Congress in July 1967, we
pointed out that notification by the Marine
Corps that it had about $9 million worth of
such excesses received no review by the Army
and that notification by the Army of its crit-
ical need for such items received no review by
the Marine Corps. When we brought these mat-
ters to the attention of the Army and Marine
Corps. about $1.9 million worth of excess ma-
terial was transferred to the Army.

The Department of Defense informed us
that closer logistical coordination had been es-
tablished between the Army and the Marine
Corps and that internal audit coverage of the
supply system would be increased.
(B-146772, July 31, 1967)

229. INTERSERVICE TRANSFERS



OF MILITARY SUPPLIES-GENERAL--We
examined into the effectiveness of the auto-
mated and centralized screening system main-
tained by the Department of Defense for
matching material available at various of its
locations with the material needed at other
tocations. The system included a master file
of information on the needs and the avail-
ability of material. maintained by the Defense
Logistics Services Center on the basis of peri-
odic reports submitted by inventory control
points. Our report on the examination was
issued to the Congress in May 1968.

Although the screening system had
greatly benefited the Department of Defense,
we found that certain improvements could
make the system more effective.

As operated at the time of our examina-
tion, the system depended on the voluntary
cooperation of the organizations involved. We
found many instances where inventory con-
trol points had not reported the necessary in-
formation or had reported information which
was not accurate and not current. It appeared
to us that there was a need for an organiza-
tion vested with the responsibility for ensur-
ing that the Defense organizations followed
prescribed operating policies and procedures.

We recommended that. because the re-
sponsibility for establishing basic policies
related to the centralized screening system
was vested in the Office of the Assistant Sec-
retary of Defense (Installations and Logistics),
the Secretary of Defense should assign to that
organization the responsibility for surveillance
of the system. As of June 30. 1968, the De-
partment of Defense had not yet commented
on this recommendation. (B-163478. May 14,
1968)

230. REDISTRIBUTION OF MiLI-
TARY SUPPLIES--C RATIONS--In i report
issued to the Secretary of Defense in
June 1968, we pointed out that savings could
be realized if the C rations included in the
theater war reserve stocks of the Army in Eu-
rope were shipped to meet requirements in
Vietnam rather than being consumed in Eu-
rope. Because of the limited shelf life of these
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rations (3 years) they were being substituted
for normal fresh food menus as they ap-
proached the end of their shelf life. However,
C rations are more costly than standard bulk-
pack and fresh- menu items.

The Army released about 2.4 million C
rations to Vietnam. This should result in sav-
irgs of about $943,000 in the cost of meals in
Europe. (B-164432, June 4, 1968)

231. REDISTRIBUTION OF MILI-
TARY SUPPLIES--GENERAL--Our review of
the Air Force system for redistributing excess
pagts and other material from Air Force bases
to supply depots showed that, during the last
3 months of 1966, three Air Force supply
depots received over 370,000 such shipments.
In our report issued to the Congress in Janu-
ary 1968, we pointed out that over 125,000,
or about 34 percent, of these shipments were
uneconomical for one of the two following
reasons. They involved material which was in
an excess position, or with which the Air
Force was already well supplied and material
with a value less than the costs incurred for its
return.

We estimated that the packaging, han-
dling, and administrative costs incurred in
connection with the uneconomical shipments
totaled about $1.3 million for the 3 months.

In general, the uneconomical shipments
were made because (a) the Air Force screen-
ing of items reported as excess did not include
a determination of stock level status of ail the
items before authorization of their return, (b)
a determination was not made as to whether
there was sufficient serviceable material in Air
Force stocks before unserviceable items were
returiied, and (c) the Air Force redistribution
system did not provide for the identification
of items valued at less than shipping costs.

After we brought these matters to its at-
tention, the Air Force took certain actions to
effect improvements. These actions included
establishment of retention levels for excess
stocks at Air Force bases and revision of



criteria for shipment of low-value items.
{B-133019, January 22, 1968)

232. USE OF MISSION-SUPPORT AIR-
CRAF T--We evaluated the management of the
aircraft used by the Army to maintain readi-
ness proficiency for combat flying and for ad-
ministrative purposes. Our report on the eval-
uation was issued to the Congress in May
1968. We found that, on the basis of recent
flying experience and the utilization criteria
established by the Department of Defense and
the Army, the number of aircraft authorized
at the locations we reviewed was about 25
percent more than the justifiable require-
ments. We believe that the overauthorizations
resulted from the incomplete criteria and pro-
cedures prescribed and used for determining
aircraft requirements and from insufficient
evaluation of the justifications for aircraft
submitted by the user organizations,

We found also, at most of the locations
we reviewed, that the transportation and traf-
fic management policies of the Department of
Defense were no! b-ing followed and that air-
craft were not being used economically. The
procedures in effect at the time of our review
generally did not provide for a determination,
as required by Department of Defense policy,
of whether use of commercial or other means
of transportation would be practicable and
more economical.

We recommended that the Army estab-
lish an elfective integrated system for man-
aging aircraft for mission-support purposes
and outlined the elements we believed should
be included in such a system. The Army
agreed, in general. with our recommendations
and cited actions already taken and being de-
veloped toward that end. (B-163453, May 10,
1968)

233. USE OF INACTIVE INDUS-
TRIAL PLANT EQUIPMENT--In May 1968
we issued to the Congress a report on our
review of inactive industrial plant equipment
in Army arsenals. We found that millions of
doltars worth of equipment--such as
woodworking and metalworking machines,
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crane and crane shovel attachments, compres-
sors, power and hand pumps, and electric mo-
tors-had been permitted to lie idle in Army
arsenals for periods up to 10 years while simi-
lar equipment had been purchased for use
elsewhere in the Department of Defense.

The Department of Defense agreed that
there had been instances of Army retention of
inactive industrial plant equipment for consid-
erable lengths of time and stated that Army
regulations relating to such retention were be-
ing revised. (B-163691, May 23, 1968)

234. USE OF TRACTOR-TRAILER
FLEET IN EUROPE--In January 1968 we re-
ported to the Congress our findings in a re-
view of the Army’s management and utiliza-
tion of highway transportation equipment in
Europe. We pointed out that management
procedures of the 37th Transportation Group
were inadequate. We found that (a) daily in-
ventory reports were insufficient to monitor
the status and location of its trailers at all
times, (b) control units were not making the
required analyses of equipment use, and (¢)
full use of available equipment would have
avoided the hiring of commercial carriers
at substantial increases in costs.

There werc indications also that costs had
been increased unnecessarily because Army
European commands had failed to promptly
unload trailers and report them as available
for further use.

The Army took corrective action in ac-
cordance with all but one of our proposals.
We believed that action should have been
taken on that proposal and, accordingly, we
recommended that available refrigerated
equipment be transferred and utilized to the
maximum extent possible for the transporta-
ation of frozen food products. Subsequent to
the issuance of our report, the Army advised
us that it concurred in this recommendation.
(B-162771, Junuary 30, 1968)

235. RE-USE OF SHIPPING CON -
TAINERS--As stated in a report issued to the
Congress in February 1968, we found a need
for improvement in the Army’s procedures



for making shipping containers available to
manufacturers of electronic equipment for
shipment of newly produced electronic equip-
ment. Use of Government-furnished shipping
containers would reduce procurement costs.
Reusable containers were not being furnished
to the contractors because Army procedures
did not require procurement and supply per-
sonnel to coordinate their efforts and identify
containers available in the supply system.

The Army concurred, in general, in our
findings and proposals and agreed that addi-
tional actions must be taken to improve the
management of reusable containers for all
types of equipment.

The Department of Defense informed us
that the military departments and the Defense
Supply Agency had been directed to review
their procedures for management of reusable
containers and to correct any deficiencies.
(B-146917, February 15, 1968)

236. UTILIZATION OF MOTOR
VEHICLES--We reviewed the methods used
by the General Services Administration (GSA)
for evaluating vehicle use and estimating ve-
hicle needs. We observed and recorded the
number of vehicles (3.524) parked on motor
pool lots in 25 cities throughout the United
States during a week in one of the months of
higher vehicle utilization. We -found that the
transportation required during the week could
have been provided with 706 fewer vehicles.

We found that GSA. in gauging vehicle
needs. generally relied on the average mileage
traveled by the vehicles. We found, however,
that there was poor correlation between aver-
age mileage traveled and the number of
vehicles needed. We concluded that vehicle
management could be improved if use in
terms of time were considered. From its own
study, completed in May 1967, the agency
reached conclusions consistent with ours. Ac-
tions were subscquently taken by the agency
to include time-of-use data in evaluating the
use of vehicles and in forecasting vehicle
needs.
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We found also that a substantial number
of vehicles assigned to the use of individual
Government agencies were not moved during
our observation and many more were idle
much of the time. We concluded that, gener-
ally, the transportation requirements for
which the vehicles were assigned could have
been satisfied, with greater economy to the
Government, through use of dispatch vehicles
based at the same location. Action was subsé-
quently taken by GSA to provide that the
assignment of vehicles for the exclusive use of
agencies be questioned routinely.

We believe these actions should improve
the agency’s management of interagency
motor pool vehicles. (B-158712, March 12,
1968)

237. REBUILDING OF USED MOTOR
VEHICLE TIRES--In July 1967 we reported
to the Congress on our findings on the poli-
cies and practices for rebuilding used .notor
vehicle tires by the Soil Conservation Service,
Department of Agriculture; National Park Ser-
vice, Department of the Interior: Post Office
Department; and General Services Administra-
tion (GSA). We estimated that savings of
about $500,000 would have been realized by
these four agencies during fiscal year 1965
through more extensive rebuilding of used
tires.

We found that the tire-rebuilding policies
and practices of the four agencies varied
among the agencies and among installations
within certain of these agencies and that, with
the exception of the Post Office Department,
these inconsistencies existed because of the
lack of specific tire removal and rebuilding
criteria and of conclusive determinations as to
the reliability of rebuilt tires. GSA is respon-
sible for prescribing policies and procedures,
in respect of rebuilt tires, for implementation
by the executive agencies.

Information obtained from tire manufac-
turers, tire rebuilders, users of rebuilt tires,
and various organizations representing the tire
industry indicates that, when tires are rebuilt
according to recommended criteria, they are



safe, serviceable, and more economical than
new tires. Our review showed, however, that
no adequate tests or studies had been made
and that available evidence was not suffi-
cnently decisive to permit a conclusive judg-
ment s to. the reliability of rebuilt tires under
all drivir ,'  conditions.

We expressed our belief that, if rebuilt
motor vehicle tires are considered unsafe
under certain specified conditions, they
should not be used under such conditions by
any agency but that, to the extent that they
are safe; they should bemedbyallsgenctes
to achieve maximum savings.

We proposed that GSA Kkeep in close
touch with the program of the National Traf-
fic Safety Agency for tire research, testing,
and development so that it may be in a posi-
tion to promulgate standards for the use of
rebuilt tires on Government vehicles on the
basis of the standards established for the driv-
ing public, pursuant to the requirements of
the Natiuvnal Traffic and Motor Vehicle Safety
Act of 1966 (Public Law 89-562). We pro-
posed also that GSA provide specific guidance
for the removal and processing of used tires,
to prevent excessive wear and damage that
would make them unsuitable for rebuilding.

GSA agreed with our proposal to keep in
close touch with the National Traffic Safety
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Agency’s program for tire research, testing,
and development and advised us of its own
plans for testing rebuilt tires and for issuing
revised specifications for new tires, which will
preclude carcass damage from excess fread
wear,

We believe that (he actions taken and
proposed by GSA are adequate, pending de-
velopments from the tire research, testing,
and development program of the National
Traffic Safety Agency.

The Post Office Department, whose
practice is to rebuild all tires that have sound
casings, agreed with our proposals. The Soil
Conservation Service and the National Park
Service, however, indicated that they would
continue to discourage the use of rebuiit tires.

In June 1968, GSA was performing tests
for the purpose of evaluating the feasibility of
establishing meaningful specifications for re-
built tires. (B-161415, July 31, 1967)

Note: For additional items on “Utilization
and Disposal of Property,” see section
on “Economic Opportunity Programs,”
items Nos. 23 and 30.



TRANSPORTATION ACTIVITIES

TRAFFIC MANAGEMENT

238. USE OF LIGHTWEIGHT MAIL
POUCHES--In a report to the Postmaster Gen-
eral in September 1967, we expressed the
opinion that the Post Office Department
could reduce transportation costs by adhering
more closely to its policy that lightweight
nylon pouches be used, instead of canvas
pouches, to transport first-class mail by air.

Our examination into the handling of out-
going first-class mail by air at seven of the
Department’s 36 airport mail facilities re-
vealed that about 14 percent of the pouches
used for dispatching first-class mail by air had
been canvas pouches. Because a canvas pouch
and a metal lock weigh about 2 pounds more
than a comparable-size nylon pouch and a
metal seal, additional transportation costs are
incurred as a result of the extra weight each
time first-class mail is dispatched by air in a
canvas pouch. We estimated that, if the condi-
tions at the seven airport mail facilities were
typical of normal operations, the Department
could save about $125.000 annually by using
only nylon pouches for dispatching first-class
mail by air.

The Deputy Postmaster General advised us
that the Department concurred in our finding
and that, pursuant to our recommendation. it
had again emphasized, in a Postal Bulletin,
that maximum use should be made of the
lightweight sacks for dispatching first-class
mail by air. In addition, he said that the De-
partment was in process of (a) increasing its
inventory of nylon pouches and (b) complet-
ing a survey of all major airport mail facilities
to determine their requirements for such
pouches. (B-133039, September 21, 1967)

239. COMMERCIAL AIR SERVICE
FOR TRANSPORTATION OF CARGO-In
November 1967 we issued a report to the
Congress concerning the costs of less-than-
planeload shipments of Military Airlift Com-
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mand cargo on regularly scheduled flights be-
tween the continental United States and over-
seas arcas. We found that the Department of
Defense (DOD) could have saved about $1.7
million during fiscal 1966, if cargo had been
tendered in larger volume shipments qualify-
ing for the lowest tariff rates available.

We discussed our findings with officials
of the Military Airlift Command, Department
of the Air Force and proposed that they plan
their cargo shipments to take advantage of the
lowest rates. In May 1967 the Civil Aeronau-
tics Board amended its Economic Regulations
and established a single uniform rate on mili-
tary cargo, regardless of weight. This action
solved the cargo rate problem on large ship-
ments and provided DOD with the reduced
rates and charges which it could have realized
under the previous tariffs had its cargoes been
tendered in the manner we had p
(B-157476, November 24, 1967)

240. AIRLIFT OF MILITARY CARGO
TO SOUTHEAST ASIA--The Military Airlift
Command of the Department of the Air
Force has responsibility for providing overseas
airlift services for all military departments to
Southeast Asia. In May 1968 we released a
report to the Congress regarding the utiliza-
tion of aircraft space for the airlift of cargo to
Southecast Asia. The report showed that dur-
ing the period July 1, 1965, through October
31, 1966, airlift capacity for about 21 million
pounds of cargo was unused, even though
ample cargo was available for shipment. This
critically needed cargo space, primarily on
commercial contract aircraft, was valued at
about $15 million at the contract rates in ef-
fect.

We brought our findings to the attention
of the Secretary of Defense and proposed cer-
tain corrective actions. In reply, the Secretary
of the Air Force agreed in general with our
findings and advised us that improvements
were being made.



A subsequent review showed that space
utilization rates had been increased, but not
to the degree considered fully effective. We
recommended, therefore, that the Secretary
of the Air Force take additional steps to en-
sure that accurate load information is pre-
pared and forwarded to the appropriate air
bases to increase the use of aircraft cargo
space. We also recommended to the Secretary
of Defense that periodic internal audits be
made of aircraft loading results to provide ad-
ditional assurance that the necessary correc-
tive actions are taken and effectively imple-
mented. (B-157476, May 14, 1968)

241, VOLUME MOVEMENTS OF
HOUSEHOLD GOODS FOR CIVILIAN
EMPLOYEES--In August 1967 we issued a re-
port to the Secretary of Defense on the ship-
ment of household goods of Air Force civilian
employees, who were transferred in large
numbers to various installations during fiscal
yeai 1966 due to closure of Air Foree bases.

Our review showed that, if the Air Force
had managed these shipments as volume
movements and had tendered them to the car-
riers on Government bills of lading, rather
than having the employees make individual
shipping arrangements on a reimbursable ba-
sis, the Government could have saved about
$50,000 in transportation costs.

To improve the management of volume
moves, we recommended that Department of
Defense transportation managers give in-
creased emphasis to (a) early recognition of
potential volume moves, (b) timely notifica-
tion to the Military Traffic Management and
Terminal Service (MTMTS) of such moves, (¢)
more accurate cost comparisons, and (d) im-
proved scheduling and consolidation of ship-
ments. We also proposed that MTMTS con-
sider in its negotiations with the carriers the
possibility of reducing the minimum weight
requirement of 12,000 pounds which is con-
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tained in most domestic volume movement
rate tenders.

The Director for Transportation and
Warehousing Policy, Office of the Assistant
Secretary of Defense (Installations and Logis-
tics), replied in October 1967 and advised
that the Department of Defense concurred in
our conclusions and recommendations and
had initiated actions to comply with our pro-
posals. (B-161831, August 31, 1967)

242. CONSOLIDATING LOW PRIOR-
ITY ITEMS FOR DOMESTIC SHIPMENT--In
a report to the Administrator, General Ser-
vices Administration (GSA), in February
1968, concemning transportation and traffic
management activities at the Federal Service
Center, Bell, California (Region 9), we
poinled out opportunities for savings in trans-
portation costs and reductions in the number
of Government bills of lading (GBLs) issued
through more effective consolidation of ship-
ments to individual consignees.

We found that, if the GSA Regional Of-
fice had held requisitions for low priority
items within allowable shipping time frames
instead of processing them on a daily basis,
consolidation of shipments to individual con-
signees could have been improved. This in
turn would have resulted in savings through
lower transportation costs and reductions in
the numbers of GBLs prepared and processed.

The Commissioner, Transportation and
Communications Service, GSA, replied in
June 1968 and concluded that our comments
on the March 1967 freight consolidation situ-
ation at the GSA Depot at Bell, California,
were correct. He advised that several correc-
tive actions were being taken and that a test
of the concept of planned requisitioning
cycles w :s being made in GSA, Region 9. If
successful in Region 9, it would be adopted
on a nationwide basis. (B-163858, February
29, 1968)



MISCELLANEOUS MATTERS

COMMUNICATIONS SERVICES

243. USE OF COMMUNICATIONS FA-
CILITIES BETWEEN ALASKA AND THE
UNITED STATES MAINLAND--The Alaska
Communication System, a unit of the United
States Air Force, was aware as early as 1961
that a microwave facility which served Alaska
was more economical to use for communica-
tion with the United States mainland than the
cable facility. In our report issued to the Con-
gress in August 1967, we pointed out that
savings could have been attained by use of the
cable facility in 2 different manner and a
greater use of the microwave facility.

This action was taken in mid-1965 after
we had discussed the matter with officials of
the Alaska Communication System. Had the ac-
tion been taken on a timely basis, savings of
about $3.9 million could have been realized,
(B-139011, August 30, 1967)

244, USE OF COMMUNICATIONS FA-
CILITIES IN EUROPE--In our review of 228
communications circuits leased by the Depart-
ment of Defense from commercial carriers in
and between Germany and the United King-
dom, we found that the traffic carried by 64
of them could have becn routed over spare
United States Government-owned circuits at
substantial savings. Our report on this review
was issued to the Congress in September
1967.

The traffic was not so routed because
availability of Government-owned circuits was
considered only before a commercial circuit
was to be leased. No periodic reviews were
made thercafter.

We were advised that a program had
been started for annual reviews of communi-
cations systems in all overseas areas. Also, 10
of the 64 circuits were canceled. The remain-
ing 54 circuits were not canceled pending de-
termination of requirements under the
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planned Automatic Voice Network
(AUTOVON). We pointed out that, since
AUTOVON was scheduled for activation no
earlier than November 1968, savings could be
realized by canceling the circuits not then
needed.

Subsequent to the isstance of our re-
port, the Department of Defense advised us
that the 54 circuits in question had been dis-
continued. rerouted over Government facili-
ties, or otherwise lost their identity through
system changes and that no circuits had'been
reserved for AUTOVON which were not in
current use pending the actual cutover to
AUTOVON. The Department advised us also
that, pursuant to a request of the Deputy Sec-
retary of Defense. instructions had been im-
plemented by the U.S. Commander in Chief,
Europe, to improve the management of leased
communications in the European area on a
continuing basis. (B-161992, September 22,
1967

Note: lor an additional item on “Communi-
cations Services,' see section on “Eco-
nomic Opportunity Programs,” item
No. 26.

USER CHARGES

245. ADMINISTRATION OF AGENCY
POLICY ON REIMBURSEMENT FOR SER-
VICES FURNISHED TO OTHERS--We found
that the military departments did not uni-
formly or consistently implement Department
of Defense policy with respect to charges for
services provided to nonappropriated fund ac-
tivities and private interests. The practices
varied among military installations. The mili-
tary installations did not recover fully the
costs of services provided, and they used mili-
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tary personnel in lieu of civilian employees
for nonmilitary activities without first at-

tempting to employ civilians.
We pomtad out, in a report issued to the

the "M'étary of Defense "had not requu'ed
military departments to issue uniform
instructions fegarding charges for services and
to comply fully with Department of Defense
instructions relzting to such charges. Aiso the
military departments had not, in all cases,
provided adequate surveillance at the instal-
lation level to ensure that charges for services,
sufficient in amount for the recovery of appli-
cable costs, were properly developed and con-
sistently applied. Moreover surveillance was
not adequate to ensure that assignments of
military personnel to nonmilitary and quasi-
military activities were limited to positions of
command supervision or were made only
when qualified civilians were not available.

The Department of Defense concurred,
in general, in our findings and acknowledged
the need for added measures to improve the
controls over user charges and over military
personnel assignments. (B-163136, February
26, 1968)

246. ESTABLISHMENT OF CON-
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TROLS OVER USER CHARGES--Potential
revenues were not realized in the Pacific and
the Alaskan Regions of the Federal Aviation
Administration (FAA) during fiscal years
1963 through 1966 because (a3) rental charges
for Government-owned housing, (b) prices for
meals furnished to bachelor employees on
Wake and Canton Islands, and (¢) charges for
aircraft landings at Government-owned air-
ports, had not been established in accordance
with applicable laws and with Bureau of the
Budget and agency policies.

We therefore proposed that FAA evalu-
ate its revenue-producing activities for the
purpose of ascertaining whether management
controls could be strengthened by (a) assign-
ing responsibility at the headquarters level for
reviewing the establishment and for adjust-
ment of the various charges and (b) develop-
ing a reporting system which would provide
responsible headquarters officials with suffi-
cient and meaningful data for making sound
evaluations of regional office compliance with
applicable laws and regulations pertaining to
these activities.

The FAA Administrator acknowledged
that there had been some undercharges in the
past for the activities covered by our review

and agreed to implement our proposals
(B-133127, April 29, 1968)



FINANCIAL SAVINGS ATTRIBUTABLE TO THE
WORK OF THE GENERAL ACCOUNTING OFFICE

The measurable savings attributable to the work of the General Accounting Office
during fiscal year 1968 are summarized in the following schedule and, except for collec-
tions, are described more fully in the accompanying listing.

There are also savings resulting from our work which are not fi

ully or readily measur-

able in financial terms. A few examples of savings of this nature have also been described.

A number of the savings included in this section have also been discussed in more detail
in the related sections on findings and recommendations.

Collections and Other Measurable Savings

(000 omitted)
Collections
DEPARTMENTS

Army $ 829
Navy 376
Air Farre 142
Delense 97
Agriculture 1
Commerce 1
Health, Education, and Welfare 104
Housing and Urban Development 4
Interior 1
Labor 49
Post Office -
State (including A1D, Peace Corps, and USIA) 15
Transportation 10
Treasury -

AGENCIES

Atomic Energy Commission =
Civil Service Commission 1
Executive Office of the President 253
General Services Administration .
National Aeronautics and Space Administration a5
Panama Canal Company -
Selective Service System -
Veterans Administration 3
Legislative and other 2
Total for departments and agencies 2,037
Transportation audit 14,681
General claims work 2939
Total $19.657

8,166

Inciudes $33,557,000 resulting from reviews of Defense internationat activities.

87
2,258
1228
8,166
3558
177
74
655

13

215214
14,681

. 293

$232,834



DETAILS OF OTHER MEASURABLE SAVINGS

Details of other measurable financial savings including additional revenues attributable to the
work of the General Accounting Office during the fiscal year 1968, totaling $213,177,000, are
listed below. Approximately $30 million of the savings or additional revenues are recurring in
nlturemdmilthMmymmlmhnedwnssthmlyofmthpotenw
savings in Government operations attributable to action taken or planned on findings developed in
our examination of agency and contractor operations. In most instances, the potential benefits are
based on estimates and for some items the actual amounts to be realized are contingent upon future

actions or events.

ACTION TAKEN OR PLANNED

Ruppdy Rlanapiamen:

Savings due- to a reduction in in-
ventories resulting from a re-
duction in the time allowance
for obtaining stock for use in
Vietnam. Time experienced in
obtaining stock had been sub-
stantially less than that used in
establishing stockage objec-
tives and enabled correspond-
ing reductions in procurement
funds required and appropri-
ated-Army (nonrecurring)

Military Assistance Program
{MAP) property held for long
periods for anticipated re-
quirements that were not ex-
pected to materialize in fore-
seeable future years has been
released to meel military and
MAP current and firm future
requirements--Defense (nonre-
curring)

Cancellation of plans to procure
equipment in excess of
needs--Army (nonrecurring)

Adjustment of prices under exist-
ing contracts or proposed
amendments-—-Army, Navy and
Air Force (rionrecurring)

Savings through earlier use of
formal advertising procedures
in establishing Federal Supply
Schedwle contracts for mag-
netic computer tape--General
Services Administraticn {non-
recurring)

Estimated
Sevings

§ 83,100,000

32,600,000

7,501,000

4,354,000

4,000,000

Savings through competitive pro-
curement of certain helicopter
parts-Army (nonrecurring)

Savings resulting from negotiated
reductions in Federal Supply
Schedule contract prices for
lamps—-General Services Ad-
ininistration (estimated annuat
savings)

Savings resuiting from lower ne-
gotiated prices for additional
quantity of bomb fuzes-Army
{nonrecurringl

Savings on repair and mainte-
nance of office machines re-
sulting from phaseout of
higher priced national Federal
Supply Schedule contracts
with machine manufacturers
and expanded use of lower-
priced GSA regional contracts
awarded on a competitive bid
basis to local repair firms-
General Services Administra-
tion {estimated annual savings)

Avoidance of procurement
through increased recapping of
aircraft tires-Navy (estimated
annual savings)

Savings resulting from use of less
costly rations by the Army in
Europe and overstocked “C"
rations made available 1o meet
requirements in Vietnam--
Armny {nonrecurring)

Savings achieved by obtaining
gascline from Government

$ 2,105,000

1,900,000

1.335,000

1,200,000

1,084,000

943,000



ACTION TAKEN OR PLANNED

Supply Management--Continued:
outlets instead of from com-
mercial outlets -General  Ser-
vices Administration ({esti-
matoed annual savings)

Cancellation ol oulstanding or-
ders for medical .equipment
and supplies which were ex
cess o the requirements for
the pacification program in
Vietnam--Agency for Interna-
tional Development {nonrecur-
ring)

Recovery of excess bombs and
associated hardware o satisfy
other United States needs--
Defense {nonrecurring)

Termination of contract for lig-
uid hydrogen in excess of
anticipated  requirements-Na-
tional Aerunautics and Space
Administration {nonrecurring)

Acquisition and ulilization of ex-
cess military  assistance pro-
gram jet engines in lieu of
more costly overhaul of less
maodern enginns--Defense (non-
recurring)

Dispasal by the Army of obso-
lete telephone cable through
sales to commercial users and
transfers 10 Federal agencies-
Ariy (nonrecurring)

Savings in costs for storage of
processed commodities by re
vising paymentl provisions in
stewage contracls to eliminate
payments for unused storage
periods--Agriculture (esti-
mated annual savings)

Cancellation of plans 10 procure
new equipment for contrac-
tor's use- Navy (nonrecurring)

Use of items scheduled for dis-
posal as acceptable substitutes
for items in current demand-
Defense {(nonrecurring)

Savings obtained as a result of
changes in contract terms and
improved competition in pro-
curement of propane gas--Gen-
eral Services Administration
{estimated annual savings)

Estimated
Savings

747,000

700.000

553,000

382,000

352,000

318,000

312,000

250,000

200,000

185.000
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Avoidance of procurement
through discovery of available
items-Army (nonrecurring)

Reduction in requirements for
Apolio earth landing sequence
controllers by diverting un-
used excess units and locating
and diverting lost units—-Na-
tional Aeronautics and Space
Administration {nonrecurring)

Savings resulting from transfer of
excess materials to agencies in
lieu of new procurements-
General Services Administra-
tion {nonrecurring)

Avoidance of procurement
through redistribution of ex-
cess material on hand overseas
to locations at which needed--
Air Force (nonrecurring)

Avoidance of procurement
through redistribution of ex-
cess equipment to location at
which needed--Defense (nonre-
curring)

Miscellaneous (estimated annual
savings, $43,000; nonrecur-
ring, $62,000)

Payments to Government Employess
and Other Individuals:

Savings due to discontinuance of
free medical care to Public
Health Service civilian field
employees—-Health, Education,
and Welfare (estimated annuat
savings)

The Department of State revised
the Foreign Service Travel
Regulations to provide for a
reduction in the maximum
rate of per diem for certain
travel outside the continental
United States (estimated an-
nual savings)

Savings: resulting from discon-
tinuance of improper method
of computing compensation
payable to partially disabléed
Federal employees-Labor (es-
timated annual savings)

Savings resulting from improve-

143,000

131,000

52,000

29,000

105,000

275,000

124,000

100,000



ACTION TAKEN OR PLANNED

ability compensation pay-
ments to injured Federal em-
ployees from temporary total
disability to partial disability
rates-Labor (estimated annual

savings)

Miscellaneous {estimated annual
savings, $12,000; nonrecur-
ring, $13,000)

Loans, Contributions,
and Grants:

Reduction in Goverrninent conlri-
butions to local housing au-
thorities attributable to maxi-
mizing investment of excess
funds held by local housing
authorities-Housing and Ur-
ban Development ({estimated
annual savings)

Cancellation of funds tentatively
allocated for airport develop-
ment because analysis of air-
port income and expendilures
showed that work could be
completed without Federal fi-
nancial participation-Trans-
portation {nonrecurring)

Reduction of grant approved for
construction of technical voca-
tional institute due 10 reevalu-
ation of grantee's contribu-
tion--Commerce (nonrecur-
ring)

Reduction in grant for educa
tional programs resulting from
reevaluation of rates used 10
claim Federal reimbursement
for indirect costs--Office of
Economic Opportunity, Exec-
utive Office of the President
{nonrecurring)

Savings resulling frorn greater use
of resousces through increased
Headstart class size-Office of
Economic Opporiunity, Exec-
utive Office of the President
{estimated annual savings)

$

75,000

25,000

1,200,000

580,000

464,000

367,000

365,000

Reduction in costs through elimi-
nation of ineligible students
from the Headstart and Up-
ward Bound programs-Cffice
of Economic Opportunity,
Executive Office of the Presi-
dent (nonrecurring)

Reduction of Federal participa-
tion in the cost of excavation
on a Federal-aid Interstate
Highway project-Transporta-
tion (nonrecurring)

Reduction in Federal financial
participation in cost of land
not needed for airport pur-
poses by amending grant
agreement--Transporiation
(nonrecurring)

Reduction of hospital billing rate
used by a county hospital in
charging for hospital care pro-
vided to recipients under the
Medical Assistance for Aged
program--Health, Educatian,
and Welfare (nonrecurring)

Reduction in Federal financial
participation in the cost of
public assistance programs as a
result of adjustments for pay-
menis made during periods
when recipients were not eli-
gible for assistance--Health,
Education, and Welfare (esti-
mated annual savings)

Reduction of grants awarded 1o
institutions of higher educa-
tion as a result of amending
grant agreements to conform
with the provisions of ap-
proved Stale plans--Health,
Education, and Welfare {non-
recurring)

Miscellaneous (estimated annual
savings. $4,000; nonrecurring,
$34,000)

interest Costs:

Savings in interesl costs resulting
frormn revised procedures for
advancing Government funds
to States under programs of
lhe Federal Extension Service

243,000

234,000

205,000

200,000

179,000

84,000

38,000



ACTION TAKEN OR PLANNED

Interest Costs-Continued:

and Cooperative State Re-
search Service--Agriculture (es-
timated annual savings)

Savings in interest costs resulling
from adoption ol procedures
providing for expeditious de-
posit of funds into the United
States Treasury Agricullure
{estimated annual savings)

Reduction in interest costs re-
sulting from clanfication of an
ambiguous term i Cotlon Co-
operative Loan Agreements--
Agricuiture {estimated annual
savings)

Leasing and Rental Costs:

Unnecessary leasing costs ehimi-
naled when leases for commu-
nications circuits in Europe
were discontinued and  mili-
lary communications were re-
routed over Government-
owned circuils or spare cir-
cuits--Defense (estimated an-
nual savings, $47,000, nonre-
curring, $302,000)

Savings resulting from purchasing
rathar than continuing (o lease
vehir les for use by contraciors
41 Vandenberg Air Force Base
-Air Force {estimated annual
savings)

Savings resulting from obtaining
more favorable terms in four
leasing agreements lor repro-
duclion equipment; Rock fs:
land Arsenat- Army (estimated
annual savings)

Rental income:

Additional rental income for use
of Government-owned equip-
ment in possession of conlrac-
tors--Defense {estimated an-
nual savings)

Construction, Repair, and
improvement Costs:
Savings resulting from Congress

$

Estimated

Savings

790,000

231,000

12,000

349,000

313,000

25,000

24,000

not appropriating funds for

additional barracks requested

for Naval Air Station, Oceana,
Va., in the fiscal year 1968
construction program-Navy
(nonrecurring)

Savings by using existing storage
facilities in United Kingdom
and canceling plans to con-
struct warehouse in Federal
Republic of Germany-Arimy
(nonrecurring)

Savings resulting from reduction
in the size of facility approved
for fiscal year 1968 Military
Construction Program for
Camp Pendleton, Calif.--
Marine Corps (nonrecurring)

Manpower Utilization:

Decrease in labor costs at Naval
Ammunition Depot, Bangor,
Wash., through reduction in
overtime-Navy {estimated an-
nual savings)

Reduction in personnel required
for repair and overhaul of gen-
eralors under Air Force base
maintenance conlract-Air
Force {nonvecurring)

Transportation:

Betier utilization of expensive
airlift capacity for shipment of
high priority cargo to South-
east Asia-Defense (estimated
annual savings)

Reduction in cost of overseas
shipment of cargo by commer-
cial air service resulting from
tariff revision-Defense (esti-
maled annual savings)

Elimination of transportation
costs through direct delivery
of petroleum, oil, and lubri-
cant products to Korea--Army
{estimated annual savings)

Savings resulting from changing
procedures to provide for ship-
ping certain military supply
parcels by more economical
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1,200,000

45,000

1,158,000

195,000

7,300,000

1,500,000

1,200,000

bt




ings) ‘

Transportation costs reduced by
the Army.-in Europe as a result
of ‘use of military tractors and
refrigerator semitraiters in lieu
of commercial transportation
-Army {estimated annual sav-
ings}

Other Homs:

Savings through resolicitation of
contracl proposals and proper
award of contract following a
decision rendered by the
Comptroller General pursuant
to a bid protest against Air
Force procurement of elec-
tronic data processing equip-
ment {nonrecurring)

Savings resulting from reduction
in personnel and eguipmeni
by consolidating pholographic
operations at the John F. Ken-
nedy Space Center and the Air
Force Eastern Test Range-
National Aeronautics and
Space Administration {esti-
mated annual savings,
$1,400,000; nonrecurring,
$1,600,000)

Reduction in cost of revising
maps of the National Topo-
graphic Map Series-iInterior
{estimated annual savings)

Savings in cost of Federal Em-
ployees’ Group Lile Insurance
program achieved through rec-
ommended amendment of the
insurance contract to provide
for the reduction of rates-
Civil Service Commission (esti-
mated annual savings)

Minimum flight pay require-
ments changed from a
monthly to an annual basis to
permit more orderly sched-
uling of flights and more cco-
nomical use of aircraft--Air
Force (estimated annual sav-

ings)

$

371,000

129,000

36,000,000

3.000.000

2,150,000

1,450,000

1,275,000

149

Additional revenue resulting
from revised timber appraisal
procedures which will increase
the appraised value of timber
offered for sale by the Bureau
of Land Management--Agricul-
ture {estimated annual savings)

Revision of procedures and prac-
tices in accounting for reim-
bursable costs of investigations
disclosed a surplus in the Civil
Service Commission’s revolv-
ing fund for investigations
which was then deposited in
miscellaneous receipts of the
Treasury as was required by
law, thus makin: these funds
unavailable for expenditure
{nonrecurring)

Termination of payment of pro-
ficiency pay to Nawy enlisted
personnel attending full-time
college degree programs--Navy
{estimated annual savings)

Savings in operating costs result-
ing from modifications of the
accelerated business collection
and delivery program at 45
participating offices-Post Of-
fice Depaiument ({estimated
annual savings)

Savings and improved manage-
ment of the guardianship pro-
gram resulting from improved
procedures over internal field
investigations-Veterans Ad-
ministration {estimated annual
savings)

Savings resuiting from use of
available Government-owned
laundry facilities instead of
contracting commercially for
such services and from expan-
sion of services in some hospi-
tals to provide service to
others-Veterans Administra-
tion (estimated annual savings)

Reduction of labor costs in the
contracts of a federally as-
sisted low-rent public housing
project because of more realis-
tic wage rate determinations-
Labor {nonrecurring)

Increase in interest payments to

$

1,100,000

784,000

500,000

350,000

350,000

300,000

191,000



ACTION TAKEN OR PLANNED

Other Items--Continuad:

the United States Treasury
due to correction of under-
stated Government's invest-
ment in the Panama Canal
Company (estimated annual
savings, $42,000; nonrecur-
ring, $135.000)

Reduction in costs for documen-
tary stamp tax because of
adoption of nominal bid pro-
cedures at foreclosure sales--
Housing and Urban Develop-
ment (estimated annual sav-
ings)

Savings due to cancellation of
plans 1o purchase peripheral
lands through reevaluation of
land needs at two migratory

waterfowl refuges-Interior
{nonrecurring)
Additional revenue resulting

from the correcting of revised
procedures for calculating
transit service charges against
foreign countries—- Post Office
Department (estimated annual
savings)

Savings resulting from use of sub-
stitute electrical power to ful-
fill contractual commitments

177,000

171,000

165,000

120,000

thereby awoiding cash penal-
ties-Atomic Energy Commis-
sion (nonrecurring)

Additionat bitlings to the Federal
Republic of Germany because
of undercharges for material
furnished under the coopera-
tive logistics program--Defense
{nonrecurring)

Savings obtained as a result of
changes in rates for electric
service at Paine Field, Wash-
ington--Air Force (estimated
annual savings)

Prevention of overpayments by
correction of military leave
records--Defense ({nonrecur-
ring)

Reduction by the Navy in cost of
consulting services due to can-
cellation of plans to hire out-
side consultants and, instead,
utilize services already awvail-
able within the Department of
Agriculture {nonrecurring)

Miscellaneous items {estimated
annual savings, $109,000; non-
recurring, $23,000)

Total other measurable savings

$ 57,000

52,000

37.000

16,000

11,000

132,000

$213,177,000



ADDITIONAL FINANCIAL SAVINGS NOT FULLY OR
READILY MEASURABLE

A few examples of these actions identi-
fied d ‘ng the fiscal year 1968 are described
below.

CHANGES IN AGENCY POLICIES,
PROC DURES, AND PRACTICES

Qur report to the Congress in January 1968 dis-
closed that during the last 3 months of 1966 an esti-
mated 34 percent of the total shipments of material
received from bases by three Air Force depots were
unnecassary or uneconomical because the material
was already in a long supply or excess position, or it
was material which had a vatue that was less than the
costs incurred to process its return. Estimated pack-
aging, handling, and other administrative costs in-
curred in connection with these uneconamical ship-
ments totaled about $1.253,000 for the 3 months, In
addition, substantial transportation cosis were in-
curred in connection with these unerciomical ship-
ments, which we did not attempt 0 estimate because
of many unknown factors.

We proposed that the Secretary of the Air Force
consider establishing :easonable retention levels for
items managed on sconomic order quantity basis so
that bases could setain limited quantities over their
requisitioning objective. We made no recommenda-
tion for other items since the Air Force had imple-
mented or was to implement new systems for other
items which in our opinion should prevent uneco-
nomical returns to the depot for many of these i'tems.

Air Force officials concurred in our proposal
and advised us of new pracedures that were being
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established covering the retention, reporting, and re-
turn of these items. The Air Force stated it would
establish retention levels requiring bases to retain up
10 a 365-<ay level of supply over the requisitioning
objective. The action taken should result in substan-
tial savings.

Army Procedures and Controls improved to
Frovide More Assurance Gt Unsgivioeahils
Repirabies Will 8o Returoad 4 the
Mwmnﬂwﬂm

Our review of about 12,000 issues of spare parts
at seven military installations, that should have re-
sulted in the return of a like quantity of unserviceable
parts, showed that some 70 percent of these parts
were not returned (o maintenance activities for repair
and reissue. Many of the parts that were not recoy-
ered were, at various times, critical items in short
supply Army-wide. The tailure to return repairable
parts results in unnecessary cosis t0 procure new
parts to meet requirements. If the recoverable parts
had been returned, a targe percentage could have been
repaired at a substantially lower cost than that in-
volved in procuring new assets. We believe that the
recovery of repairable parts thatl are currently being
"lost'’--not available-to the Army supply system
would result in substantial savings. For example, from
July 1964 through March 1966, the Army procured
$7.9 million worth of 13 parts that were included
among the parts in our review. We found that signifi-
cant quantities of these parts were not being recov-
ered because of erroneous recoverability p.'lications.
These matters were disclosed in our report 1o the
Congress in January 1968.

The Deputy Assistant Secretary of the Army
(Installations and Logistics) informed us of the ac-
tions laken by the Department of the Army relative
to our findings and proposals, He staled that Head-
Guarters, Army Materiel Command, would instruct
the Nuv:anal inventory Contral Points to review ap-
propriate procedures and design new procedures
where necessary 10 ensure compatibiity of recover-
ability information in 1echnical manuals, supply cata-
logs, and related pubhications and that this program
would be closely monitorad by the Department of
the Army. He further stated *hat the Army had taken
action to establish the necessary local controls which,
when properly implemented, would ensure that un-
serviceable reparables are returned to the proper
repair agencies expeditiously so that they can be re-
paired and returned to the supply system as effi-
ciently as practicable. We believe that the Army's pro-
posed actions, properly carried out, should improve



substanuially the recovery of repairable items and re-
duce procurement costs,

Savings by Reduction in Size of
Air Force Construction Project for
Bachelor Officer Quarters

Al Mather Air Force Base, Sacramento, we ques-
tioned the requirement to construct two increments
of bachelor otficer quarters tolaling 460 units, esti-
mated to vost $3 4 million, because there appeared to
be a large number of vacancies in private housing in
the nearby community which could have taken care
of at ipast part of the need A Federal Housing Ad-
ministration {(FHA) official also informed us that
FHA awned. al the tine, through default, a 565-unit
apartiment complex i Sacramento. In our opinion,
greater « onsideration of the communily support avail-
abte was appropniate. especially in view of the then
recently ssighlished Department of Defense policy to
numbers of bachelor officers and
higher qrade enhisted persoaiel 10 reside in the com-
munnty Addrionally | the amount 10 be invested, esti-
mated at $7.000 per unil, was signsficani enough that
fur ther consideration ol e malier was warranted.

peraul Qresiter

In view of the immunence of the award of the
ronsiruc iion contract for the hest increment, we in-
formally advised otficials of the Department of De-
fense and the A Forie i April 1967 of our findings,
requesting that they carefully reconsider the need for
the project before making a final decision to proceed.
By letler deied June 4, 1968, we were informed by
the Assistant Secretary of Defense (Installations and
Logistics) that, as a resuft of further study after the
new off-base poltcy was annonunced, the Air Force
had reduced the netl requirement for new construc-
tion from 460 1o 350 umits. The detter further stated
that this revised requirement was, in turn, reduced by
the Deputy Assistant Secretary of Defense for Proper-
ties and Installations to 288 units by a more stringent
application of criteria and to insure against the possi-
bitity of overbuilding. We were also informed that a
supplemental reporting system has since been estab-
lished to provide more complete and accurate data on
requirements for bachelor housing. The action taken
should result in substantial savings.

Recovery of Improper and Incorrect
Payments of Losn Procesds

Qur examination of various loan transactions
under the Agency for International Development
(AID) Commodity Import Program showed that {(a}
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certain commodities that were imported by the recip-
ient country were not eligible for financing under the
terms of the loan agreement, {b) an advance under a
certain loan agreement was in excess of the value of
the commodities accepted for financing under the
loan, and {c) duplicate payments were made to a re-
cipient country for commodities imported under
their loan agreement. On the basis of our findings,
AID has issued bills for collection to the recipient
countries 10 recover $875,000, the amount of the
improper payments,

Had these transactions gone undetected, the
amounts involved would have been eventually re-
covered by AID as repayments of ioan principal or by
an adjustment in the repayment schedule of the loan.
However, the recovery action taken by AID at this
time will return these funds 1o current year opera-
tions for use in AID foreign assistance programs.

AID has advised us that action has been taken to
strengthen their surveillance over commodity import
transactions.

Batance of Payments-Conversion of
Foreign Currency Resources in
Australia to United States Dollars

We found that the United States had Australian
currency equivalent to about a third of a million dol-
lars in lend-lease settlement funds, aithough it had
financial requirements for property and improve-
ments and was making paymunts in United States dol-
lars for an educational program. These funds were not
being used to meet United Stales requirements and it
appeared that they would remain unused for some
time in the fulure.

The funds had been made available pursuant to a
1946 agreement between the Governments of
Australia and the United States pertaining to lend-
lease and surplus war property; and, at the time of
our review, the funds were in an "Acquisition of
Properties Account.” No payments had been made
from this account since September 1961.

We recommended ihat, to help alleviate the
United States balance-of-zavments problem, the De-
partment take the earliest possible action to seek the
use of the lend-lease funds to meet the planned re-
quirements of the Department or other United States
Government agencies in Australia, in lieu of spending
dollars. . :

On April 11, 1968, we were informed by the
Department of State that the Government of




Australia had paid the United States Governinent
saasmsm payment of the lend-lease balance, and
thal ﬂus pavrnam had been transmitted to the United
States Treasury for deposit to miscetlaneous receipts.

Our review o! the procufement practices fol-
lowed by the’ Afro-American Purchasing Center, inc.,
with the Aaency for International Development’s
lunds asdoesd that the’ implementing documents
coﬂoamlng the procurement of measles vaccine, for
use-in Afﬂcan countries; did not require that formal
mmpet ve bld procidures be followed. Conse-

uently, the contractor followed the commercial
practme of not revealing the award price to unsuccess-
ful hidchfs

We recommended that in order to ensure effec-
tive competition and an equal opportunity to vendors
in supplying the needs of the Government at fair and
reasonable prices, the Agency for International Devel-
opment {AID) should incorporate a provision with

respect to the expenditure of AID funds requiring

that established United States Government procure-
ment practices be followed, including disclosure of
prices paid, untess compelling circumstances dictate
otherwise.

We were informed by the Assistant Administra-
tor for Administration, AlID, that the Afro-American
Purchasing Center, Inc., has now agreed that on all
new AID-financed: business it will utilize the formal
competitive bid procedures, requiring public opening
of bids, for any purchase contract estimated to ex-
ceed $50.000 unless waived by AlD in specific cases.
This action should encourage more effective competi-
tion and will provide an equal opportunity to vendors
in supplying the needs of the Government at fair and
reasonable prices.

Improved Efforts by Agency for International
Development to Ensure that Alternats Free
World Financing Is Considered Prior to
Authorization of Loans

Qur examination of 35 loans totaling about
$347 million made by the Agency for International
Development (AID) to 15 Latin American countries
during calendar years 1963 through 1965 showed
that, on the majority of these loans, the records did
not demonstrate that AID bad iaken into considera-
tion the borrower’s ability to obtain financing from
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other free world sources prior 10 authorization of the
foan.

We found that, with the exception of formal
solicitation of the Export-lmport Bank’s interest in
32 of the 35 loans, there was no formal documenta-
tion on the majority of the loans reviewed of any
etforts by AID or loan recipients to solicit private and
other free world sources of finance, Without formal
solicitation of other sources and documentation
thereof, a void is created which denies to manage-
ment a vital decisionmaking tool in the processing i
loan proposals.

Moreover, if AID loans are made when financing
from other free world sources can be abtained, liun
funds may not be available to help other applicants
who are solely dependent on AID for financial assis-
tance; or, if such funds are not needed elsewherg,
AlD’s future appropriations can be reduced.

The Agency for International Devetopment con-
curred with our proposais and stated that procedures
would be established to {a) prescribe the documentia-
tion required 1o evidence formal solicitation of
United Stales private sources of financing, and (b}
require a full explanation of the basis fo.: a determina-
tion of nonavailability ot alternale financing in the
absence of formal solicitations 1o United States pri-
vate lenders. We slso were advised that AlD would
require that future loan applications contain state-
ments indicating the applicant’s efforts to obtain fi-
nancing from other free world sources, including pri
vate sources of financing in the United States, and
that steps were being taken o ensure the availability
of more complete evidence of Agency efforts to de-
termine alternative sources of financing.

Subsequently, AlD circularized all Missions in
the Latin American Bureau reaffirming the proce-
dures to be followed concerning alternative sources of
financing for proposed capital projects.

Establishment of Procadures for Recovery of
Excess Military Assistance Program Property

We found that the Departiment of Defense, the
United States European Command, and the Military
Assistance Advisory Group had not etfectively imple-
menled an existing system, which in itself was not
wholly adequate, ior obtaining the return 1o United
States coni ol of ammunition and weapons which had
become excess to the recipient country's require-
ments,

in compliance with our proposals, the Office of



the Assistarit Secretary of Defense {International Se-
curity Affairs) notified the Departments of the Army,
Navy. and Air Force and all unified commands of the
axisting urgen! need '0 obtain declarations of excess
United States-furnished material from countries
where it was no longer required. Subsequently, this
noufication was incorporated in the Military Assis-
tane e Manual, establishing procedures for reporting
ex esses and resolving cases where the Military Assis-
lance Advisory Groups encounter difficulties in in-
dining recipeent countries to relinquish excess mili-
lary assistance program property.

Clarification of Criteria for Federal
Participation in Cost of Constructing
Buildings for Fisld Maintenance Equipment

in a report sent 1o the Administrator, Federal
Aviation Administration (FAA), in July 1967, we
conmwnented on the inconsistency nf the eligibility
criteria for Federal participation in the cost of con-
structing buildings for field maintenance eguipment,
under the Federal-aid airport program administered
by FAA. FAA reguiations provided that all airports
“lxated in any of 15 specifically named States were
ehgible for Federal participation in buildings of this
valure, whereas airports located in the other 35
States had to meet specific temperature criteria to
qualify for elhigibility.

The eligibility of all airports in the 15 States was
based on FAA's assumption that if it had been deter-
imined that the specitied climatic conditions had been
experienced al any weather station in a State, it was
likely that similar conditions had been experienced at
all airport locations in that State

Airport developinents recommended by FAA
for the S-year period 1966-70 provided for the con-
struction of field maintenance equipment buildings at
49 airports in 12 of the 15 designated States. FAA
estimated that 1t would cost about $1.2 million to
construcl the buildings at 25 of the 49 airports. Of
this amnunt, 50 to 62% percent would be paid for by
the Federal Government.

Our review of chimatological data showed that
the conditions at the 25 airports did not meet the
criteria applicable in 1the remaining 35 States. We
therefore recoinmended that FAA revise its regula-
tions 10 provide that only those airports, in any State,
which experience the prescribed climatic conditions
shall be eligible for Federal financial participation in
the cost of constructing field maintenance equipment
buildings.
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FAA agrew :-.;th our conclusions and recom-
mendation and revised its regulations to remove the
blanket eligibility provided the 15 specifically named
States.

Procedures Revisssd 10 Provide for
: g i -
Locsl Housng Authorities

During our review of selected aspects of project
development activities in the low-rent public housing
program administered by the Housing Assistance Ad-
ministration (HAA), Departrent of Housing and Ur-
ban Development, we noted that HAA procedures
relating to the construction of office buildings and
other nondwelling facilities for local housing authori-
ties {LHAS) did not require a timely reevaluation of
the need for such structures prior to the solicitation
of competitive bids and award of the construction
contract. We found that HAA had approved a con-
tract for the construction of a new central office
building for an LHA without adequately considering
that the LHA had reduced and decentralized a large
part of its ceniral office staff during the 3-1/2-year
period between HAA’s conditional approval of the
need for the building and the award of the construc:
tion contract. As a result, the office building that was
constructed was larger than needed for the adminis-
tration of the LHA's Federal low-rent hausing pro-
gram.

The new buitding increased development costs
under the LHA's housing program by a totat of ap-
proximately $800,000, including financing costs,
Since HAA has been paying a major part of the devel-
opment costs applicable to the LHA's low-rent hous-
ing program, the $800,000 can be expected to ulti-
mately be borne principally by the Federal Govern-
ment.

In view of the numerous nondwelling structures
proposed for construction at federally aided low-rent
housing projects, we recommended in a report issued
to the Secretary of Housing and Urban Development
in September 1966 that existing procedures be re-
vised to provide that, if more than a year has elapsed
since HAA's approvat of a development program for a
nondwelling facility, HAA should reevaluate the need
for a facility of the size and type proposed before
authorizing the LHA to issue invitations for bids, and
should disapprove the construction of any proposed
facility for which need is not justified by circum-
stances existing at the time of the reevaluation. Re-
vised procedures, along the lines recomimended in our



report, were subsequently issued.

During. our review of financial management of
low-rent public. housing: projects administered by a
local ‘housing: authority (LHA), we noted: that the
Housing Assistance: Administration: (HAA), Depart-
ment of Housing and' Urban Development, did not
have appropriate criteria as 1o the type and cost of
office furnishings that should be considered eligible
for Federal participation under the low-rent public
housing program. We pointed out that such criteria
was needed to help insure consistent and uniform de-
terminations by HAA regional officials reviewing pro-
posed: purchases of office furnishings as presented in
LHA budgets.

At the time of our review, about 1,600 LHAS
were authorized to purchase office furnishings with
HAA approval. The annual contributions contract
between an LHA and HAA provides for reducing the
maximum annual Federal contribution (subsidy) by
the amount of residua! receipts available from the
operation of low-rent public housing projects. Thus,
any reduction in an LHA’s operating costs through
more economical purchases tends to increase residual
receipts and correspondingly decrease the Federal
Government’s liability for annual contributions,

in our Aprit 1966 report to the Acting Daputy
Assistant Secretary for Housing Assistance and in sub-
sequent correspondence with the Department, we
stated our opinion that appropriate criteria should be
established as a basis for the approval or disapproval
by HAA of planned purchases of office furnishings by
LHAs.

Subsequently, the Department’s regional cffices
were instructed to use the Federal Property Manage-
ment Regulations covering use standards for office
furnishings and the Federal Supply Schedules as
guides in reviewing proposed purchases of office fur-
nishings by LHAs. The instructions also painted out
that contracts were being negotiated with certain con-
tractors supplying the Federal Government to extend
their contract prices to LHAs.

Iimprovemants in Purchasing
Practices

In a report to the Veterans Administration in
September 1967, we pointed out that our review al

155

severy VA hospitals indicated that the agency would
have a more effective supply program and might also
have considerable monetary savings if supply officials
adhered more closely to procedures prescribed by VA
for determining the:-correct source of supply and for
justifying and obtaining approvals for purchases from
sources of supply other than designated sources when
deviations are warranted,

in reviewing purchase orders for supplies costing
about $400,000, we found that the field stations had
purchased items costing about $30,000 from other
than designated sources and that the items on which
required procedures were not followed cost about
$6.500 more than they would have cost if they had
been purchased from designated sources. We believe
that if the practices we oObserved were representative
of those followed in other VA hospitals, their correc
tion could result in considerable savings 10 VA, The
amount of the savings, however, would not be readily
measurable.

The agency agreed with our recommendation
that action be taken to require supply officials to
carry out their assigned responsibilities in thi: manner
prescribed and took various actions to crirect the
deficiencies.

irproveramt in Frocedures
Relating to Construction of
Vamrans Hoepiais

In a report to the Congress in March 1968 con-
cerning the administration of a contract entered into
by the VA for the construction ot a veterans hospiial
in Washington, D.C., we pointed 1o a need for VA to
improve its procedures for onsite supervision of con-
struction work, enforcement of contract require-
ments, and development of specifications for hospital
roadways.

Our findings indicated that (a) the VA did not
have adequate assurance that certain material and
workmanship in the Washinglon hospital was of the
quality required by the contract, {b} the risk of struc-
tural deterioration had been increased, (c} fulure
maintenance and repair costs may be higher than nor-
mally expected, and (d) poor design and workman-
ship were apparently responsible for the VA incurring
additional costs of about $41,600 to reconstruct a
large portion of the hospital roadways which deterio-
rated shortly after the hospital was completed. In
view of these basic weaknesses in agency procedures,
we concluded that the construction deficiencies
found at the Washington haspital could also exist at
other VA construction projects.



As a result of our review, VA, in May 1968,
infarmed us that it (38) had adopted the practice of
contracting directly with commercial testing labora-
tones, (b) had rewritten the resident engineers’ hand-
book outlining the duties and responsibilities of the
siaff that performs onsite supervision of construction
work, {c) had established Field Representative posi-
tons for the purpose of, among other things, con-
ducting intermediate inspections of major construc-
tion jobs. writing reports on such items as the effec-
tiveness of VA supervision, contract deviations, and
the status of construction units; and assisting in ex-
pediting actions on outstanding problems, {d) har is-
sued o specific directive emphasizing the necessity for
timely determination and entorcement of contract re-
quirements, and (e} had revised 11s master specifica-
tions relating to the construction of hospital road-
ways. The VA's actions should, if properly imple-
mented, result in significant benefits to the Govern-
ment,

Consclidation of Requisitions on a
Single Government Bill of Lading

Our report ta the General Services Adminis-
iration 1 February 1968 disclused that supplies
requustiioned on a low priority order were generally
processed s as o be slupped daily by the warehouse.
Owr eview ssiabhished that of requisitions were held
within the allowable e frames instead of being pro-
cessed on a dailly basis, consohdation of shipments to
ndividual consignees could be improved. This in turn
would resutt 1in savings through tower transportation
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costs and reduction in the numbers of bills of lading
and related documents prepared and processed,

We recommended that procedures be imple-
mented to specifically require routing requisitions to
be held for maximum periods within allowable time
frames to reduce the cost of transportation. By letter
dated June 21, 1968, the Transportation and Com-
munications Service informed us that the General Ser-
vices Administration concurred in our finding and
had instituted corrective measures which they
thought would mitigate the identified condition,
They plan to adopt new requisitioning procedures on
a Nationwide basis; thus, there will be substantial sav-
ings in transportation costs and a reduction in the
numbers of documents processed.

Savings by Selection of
Lowest Cost Carrier for
Freight Shipments

In a report submitted to the Setective Service
System, we referred to freight shipments from Wash-
ington, D.C., that could have moved at lesser costs
had a different type of carrier been selected. In its
response in June 1968, Selective Service agreed that
significant savings would have been realized by use of
the mode suggested by us and stated that it would
revise its Fiscal and Procurement Manual to indicate
the nationwide availability of transportation as-
sistance by General Services Administration central
and regtonal offices so as to effect even more savings
in the tuture,
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