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

The accompanying report preunts. for the information of the
Congress, a compilation of General Accounting Office findings and rec·
ommendations for improving Government operations. This compilation
relates for the most part to the fiscal year 19{,5.

The purpose of this report is to provide the Congre.. with a con·
venient .ummary .howing the nature, extent, and variety of matter. ex...
amined by the General Accounting Office in carrying out its audit
responsibilities. These responsibilities are derived from the Budget and
Accounting Act, 19Z I. and other laws which require us to independently
examine for the Congre.. the manner in which Government departments
and agencies are discharging their financial responsibilities.

In addition to findings and recommendations, the report also sum
marizes the actions taken by the departments and agencies on o"r rec
ommendation.. Certain of the.e action. involve change. in policies ana.
procedures through the i ....ance of revis.d directives and instructions.
Such actions, while desirable and neces.ary, do not in themselvea ensure
correction of the deficiencies. Their effectivene.. is dependent on the
manner in which they are implemented and on the adequacy of the super
vision and internal review. of the operations. For this reason. it is our
policy to review and evaluate the effectivene•• of corrective action!!
taken by the departments and agencies to the extent deemed appropriat...

The financial savings and benefits attributable to our work cannot
always be fully measured. However, our records show that collections
and other measurable finandal benefits identified during the fiscal year
1965, which were directly attributable to the work of the General Ac
counting Office, amounted to $186,780,000. Of this amount, $Z4,949,OOO
consisted of collections and $161,831,000 represented other measurable
benefits. A summary of financial benefits appears on page 180 of this
report.
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For the convenience of the committees lOf the Congress and others,
the report contains an index of the departments and agencies to which
the findings and recommendations relate.

A. copy of this report is being sent to the President of the
Unitrd States.

Comptroller General
of the United States
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~~OCURnlEiIT

PROCUREMENT PROCEDURES AND PRAr.TlCES

1. Action taken by t~e Army to ensure more economical routing of ship
ments from suppliers.-We found that the Army was incurring unnecessary
transportation costs 1n the shipment of small arms ammunition components.
These components were purchased for export under the military assistance
program. The Army specified in its purchase orders, however) that the com
ponents be shipped from manufacturers' plants to the Lake City Army Ammuni
tion Plant, Independence, Missouri, rather than directly from the manufac
turers' plants to the ports. In our report issued in December 1964, we
pointed out that this practice resulted in additional transportation costs
of about $157,000 in the 15-month period covered by our review. After we
brought this matter ~o its attention, the Army discontinued the practice
at the Lake City Army Ammunition Plant and, in addition, emphasized to all
its procurement activities the need for evaluating alternative routing for
shipments to avoid incurring unnecessary transportation costs.

2. Action taken by the Department of Defense to use Qualified Products
Lists more effectively--The specifications of certain of the items pro
cured by the military depart_ents are stated in terms of performance re
quirements. To ensure that products of potential suppliers will meet the
specified requirements, the suppliers are required to submit their prod
ucts for qualification tests in advance of procuremenc. ~roducts which
satisfactorily pass the tests are recorded in Qualified Products Lists
(QPL) and the suppliers of the products become eligible for consideration
in subsequent procurement. The Armed Services Procurement Regulation pro
vides that, in the procurement of qualified products, bids and proposals
of only those suppliers whose products have previously been qualified are
to be considered in awarding a contract.

We found that competition in the procurement of electronic parts was
unnecessarily restricted because of ineffective administration of the QPL.
Undue ~eliance was placed on the use of formal advertising procedures as
ensurance of competition even though only one qualified bid was received.
Also, negotiated contracts were awarded to the singln suppliers of prod
ucts recorded in the QPL without an adequate effort to obtain competition.
In our report issued in February 1965, we stated that the failure to ob
tain adequate competition increased procurement costs by about $1.5 mil
lion annually at the Defense Electronics Supply Center. So that a basis
for obtaining greater competition may be provided, we r~comrnended thAt
(a) qualification requirements be eliminated where practicable, (bj ag
gressive action be taken to establish additional qualified sources where
elimination of qualification requirements is impracticable, and (c) al
ternative methods of quality ensurance be considered where effective com
petition for products recorded in the QPL cannot otherwis£ be obtained.
The Department of Defense agreed with our recommendations and cited the
actions taken to implement them.
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PROCUREMENT PROCEDURES AND PRACTICES (continued)

3. Armed Services Procurement Regulation revised to require considera
tion of General Services Administration sources of supply--In a report is
sued in September 1964, we presented our findings that motor vehicle parts
and accessories were being procured by Navy installations 1n the open mar
ket at prices higher than those available under General Services Adminis
tration Federal Supply Schedule contracts. Our bringing this matter to
the attention of the Navy prompted the Navy's submission of a proposal to
the Armed Services Procurement Regulation Committee and, as a result, the
Armed Services Procurement Regulation was revised in January 1965. The
revision requires, with certain exceptions, that Federal Supply Schedules
be conSidered equally with other Sources by contracting officers 1n ensur
ing that purchases are made to the best advantage of the Government.

4. Action taken by the General Services Administration to revise its
regulations on the procurement of brand-name items--In a June 1964 report
on our review of the procurement of about 50 selected brand-name items,
we stated that the General Services Administration (GSA) did not make an
adequate evaluation of these items to determine whether similar, less
costly item~ were available before the brand-name items were plac~d into
its supply depots or self-service stores for sale to customer agencies. We
found that (a) excess costs of at least $650,000 resulted by procuring cer
tain of these items at prices higher than would have been paid if sLmilar
items had been procured under more detailed purchase descriptions and
(b) GSA had been stocking over long period5 a substantial number of items
procured through the use of single "brand-name or equal" purchase descrip
tions.

Pursuant to our recommendations GSA took certain corrective actions,
however, we expressed the opinion that further measures were needed to
strengthen procedures for such procurements.

Sub~~quent to the issuance of our report GSA advised that it gener
ally dgreed with our views and that it had taken action to revise certain
GSA re~uldtions to (a) require agencies [0 use items in the Stores Stock
Catdlog when the items serve the ~ame or similar functional purpose as
lho~e brand-name items previously procured and (b) reduce the dollar
~mount of the automatic Feieral specification or Federal standard waivers
on items for which specifications or standards have been written. GSA ad
vised also that it would not, at the request of any agency, stock brand
name items or allow them to be procured or stocked by any agency or de
partment unless GSA fully agreed that such stocking was in the Government's
best interest.

Additionally, GSA initiated a special project to eliminate such items
from the Stores Stock Catalog. For example, GSA developed a specification
for desk-top distributor racks preViously procured by brand name, which
r~duced procurement costs by about $65,000 annually. As of February 1965,
GSA records showed that, of about 1,000 items identified by brand name,
specifications had been developed for about 650 items. On the basis of
our test of the estimated procurements under these specifications, we es
timated that savings of about $1.3 million annually should result.
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PROCUREMENT PROCEDURES AND PRACTICES (cont inued)

5. Action taken by the General Services Administration to correct de
ficiencies in preparation of purchase orders--In a report issued in Novem
ber 1964, we stated that our review disclosed that overpayments of about
$45,000 to vendors were made by the General Services Administration re
gional office in San Francisco, California, during a l7-month period ended
September 30. 1963, and that a special. more complete review of disburse
ments made by agency personnel following our proposal disclosed additional
overpayments of $85,000; action has been started to recover the overpay
ments. The primary cause of these overpayments was the preparation of
purchase orders which showed incorrect prices or omitted pertinent infor
mation affecting prices. An internal audit review of financial transac
tions and related internal control procedures in fiscal year 1962 was too
limited to be effective in the disclosure of the overpayments.

As a result of our inquiries, the a~cncy emphasized to its staff in
San Francisco that purchase orders are to be checked for accuracy and com
pleteness before being signed and issued and that br.nch and section
chiefs were instructed to make periodl<.: tests to verify the completeness
and accuracy of purchase orders issued. We expressed the belief that in
ternal controls should be strengthened further and, therefore, we proposed
that amounts on vendors' invoices be compared on a programmed test basis
directly with the prices and terms of the contracts under which the pur
chases are made. The agency has advised us that it is developing a na
tional procedure, based on accepted statistical sampling methods, to im
plement our proposal. So that management may be assured that prescribed
internal control procedures are adequate and are being properly applied,
we recommended that disbursements and related internal cantLol procedures
at regional offices be examined at frequent periodic interY1,ls by the in
ternal auditors.

6. Action taken by the National Aeronautics and Space Administration
to improve procurement procedures--In a report issued in April 1965 on our
~eview of a time-and-material cont~act awarded by the George C. Marshall
Space Flight Center, Huntsville,Alabama, National Aeronautics and Space
Administration (NASA). we stated that excessive costs had been charged to
the Government.

The excessive costs resulted from the contractor's including in
charges for direct labor certain indirect labor costs--contrary to the
provisions of the contract, using a contract labor rate which was over
stated because of a mathematical error and using an incorrect labor rate
for certain supervisory engineers.

NASA concurred' in the findings and took action that resulted in the
recovery of $120,700 from the contractor. The Center has changed its pro
cedures to prOVide for a more effective use of audits to prevent the re
currence of similar overpayments. Also, NASA has adopted procedures pro
viding for annual reviews by Headquarters personnel of procurement prac
tices at its centers and has notified the centers of the necessity for
Inaintaining adequate control procedures. We believe that the procedures,
if properly implemented by the various centers, should provide a more ef
fer.tive administration of time-and-material contracts.
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PROCUREMENT PROCEDURES AND PRACTICES (continued)

7. Action taken by the Panama Canal Company to reduce costs by pro
curing supplies and equipment from the General Services Administration
rather than from commercial sources--In a report issued in June 1965, we
stated that during fiscal year 1964 the Panama Canal Company (PCC) in
curred excessive costs of about S81,500 on selected procurements having
a total cost of about $212,000 because it purchased numerous supply and
equipment items from commercial sources, generally without competition,
which were available through GSA or, in some instances, from other Gov
ernment agencies at lower costs.

We expressed the belief that the incurrence of the excessive costs
was attributable to (a) pce's failure to establish organizational respon
sibility for determining whether supplies and equipment _were available
from GSA or from other Government sources, (b) the practice of giving
preference to certain brand-name products where there was no substantive
evidence that these products contained special characteristics which were
necessary to the Canal organization's various uses, and (c) a lack of com
plete data on items available through GSA at the PCC operating division
level and at its supply managemeat level.

After we brought our findings to the attention of PeC officials, we
were advised that PCC was taking appropriate netion to correct the basic
deficiencies and to prOVide maximum utilization of GSA sources of supply.

8. Action taken by the Pauama Canal Company to evaluate bids on the
basis of the lowest delivered cost--In a report issued in October 1964, we
stated that the Panama Canal Company incurred or would have incurred un
necessary costs of about $90,800 on selected procurements having a total
cost of about $548,700 because, in soliciting and evaluating certain bids,
it had not considered transportation expenses as an element of procurement ~

cost. PCC has generally followed the practice of soliciting bids from
prospective suppliers and awarding the contract to the responsive bidder i

quoting the lowest price, without regard to the point of delivery or the 'j

availability of its own steamship for transporting cargo to the Canal Zone.

After we brought this matter to the attention of responsible PCC of
ficials, they revised their procurement procedures to require that bids be
evaluated on the basis of delivered cost. Also, they were able to reduce
by about $24,400 the unnecessary costs identified by us by terminating two
contracts and reawarding them on the basis of the lowest delivered cost.

9. Lack of competition in procurement practices by the United States
Coast Guard. Treasury Department. corrected--In a report issued in March
1965 on our review of the procurement by the United States Coast Guard of
power-unit clamps for securing batteries in lighted buoys, we stated that
unnecessary costs of about $45,000 were incurred because the Coast Guard
failed to use available technical data to obtain competition from poten
tial manufacturers. These unnecessary costs were incurred in the purchase
of 1,466 clamps haVing a total procurement cost of $127,000.
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PROCUREMENT PROCEDURES AND PRACTICES (continued)

In 1962, 1963. and 1964, the Coast Guard purchased power-unit clamps
from a contractor for $66.80 a ullit; however, the contractor procured the
clamps through a supplier who in turn purchased them for $56.15 a unit
from the actual manufacturer. We estimated that, if anticipated require
ments for abollt 5,700 additional clamps were met by direct procurement
from clamp manufacturers through formal advertising, savings of at least
$174,000 could be realized.

JArring our review we brought thi~ matter to the attention of respon
sible officials who agreed to procure future requirements directly from
clamp manufacturers by formal advertising.

10. Evaluations of preproduction models and systems to be improved by
the Federal Aviation Agency--In our review of the procurement by the Fed
eral Aviation Agency (FAA) of radar target simulators costing about
$1.3 million, we found that FAA awarded production contracts without mak
ing operational evaluations of preproduction models to determine whether
the simulators were, in fact, satisfactory for training air traffic con
trollers in the use of radar data. The simulators, accepted after exten
sive relaxations of specifications, were not operative for considerable
periods of time because of early .lind widespread equipment malfunctions.
FAA estimated that, u~dng its own facilities, it would cost at least
$168,000 to modify the simulators to remove the limitations on their use
fulness, and FAA h;u:; Allocated funds to perform this work.

The malfunctions of the simulators appear to have resulted, in inde
terminable degrees, from a co~bination of factors attributable to both FAA
and the contractors. We believe that FAA was remiss in (a) furnishing
specifications which were deficient, (b) subsequently relaXing the speci_
fications, (c) accepting si.mulators which were known, or which should
have been known, to be defici.ent, and (d) not prOViding adequate mainte
nance support for the simulators after installation. The contractors'
actions, to which FAA officials ascribed the malfunctions, included
(a) inadequate packaging design which resulted in heat problems, (b) poor
component identification which increased maintenance effort, and (c) poor
quality control.

In our 0pllllon, the early and persistent equipment malfunctions and
the modifications still necessary to make the simulators operational show
the adverse effect of procuring new and complex equipment without adequate
preproduction tests to determine whether the equipment is reasonably free
from mechanical defects and can accomplish its intended purpose. Accord
ingly, we proposed .in a report issued in April 1965 that the Administra
tor, FAA, require that, prior to awarding full-scale production contracts,
timely and adequate tests and evaluations be made of newly developed items
for determining whether preproduction models and related drawings and
specifications meet operational requirements and will satisfactorily ac
complish the purpose intended.

In a report to the Congress in March 1964, we recommended that FAA
establish procedures requiring thorough program planning, the
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PROCUREMENT PROCEDURES AND PRACTICES (continued)

establishment of realistic project goals, and the development of prototype
models or systems in order that areas of undue technical risk may be iden
tified and eliminated before the production of operating models or systems
is undertaken. We reported this matter to the Congress to further illus
trate the unne~essary costs incurred because FAA had not established ade
quate directives to require the development of prototype models.

In conunenting Oil our filldings relative to the procurement of the sim
ulatol .. , the Administrator, FAA, informed us that steps had been or will
be taken to preclude recurrence of situations similar to those reported
and to avoid unnecessary costs in future development programs.

In a letter to the Bureau of the Budget dated JWle 18, 1965, the Ad
ministrator, FAA, stated that several steps had been taken by the Agency
to ensure avoidance of unnecessary costs in future development programs.

11. Need for further action by the Department of Labor to improve con
trol over procurement of office furniture and related eguipment--Our re
vie\\' in the Department of Labor disclosed that new office f" -niture cost
ing about $1 million Has procured for the Department's bureaus and offices
during fiscal years 1962 and 1963 to replace furniture which was still
usable. Inadequate consideration had been given to the economy of retain
ing and, if necessary, reconditioning the replaced furniture, which was
contrary to regulations of the Ceneral Services A~ninistration. These
regulations provide that furllilure in use may be replaced with new furni-·
ture only after determinations have been made that replacement is essen
tial fo~· the efficient functioning of the agency and that the estimated
cost of rehabilitating the furniture in use would exceed 55 percent of the
cost of replacement. We found that the Department of Labor failed to make
the required determinations.

We further found that the Department's system of property management,
including related budgetary and accounting controls, was inadequate in
that there was no overall departmental reView of the procurement and uti
lization of furniture and other nonexpendable property by constituent bu
reaus and offices. For the most part budget estimates did not specifi
cally provide for the procurement of replacement furniture. Rather, the
Department financed the furniture by reprogramming unused funds budgeted
for other purposes, thus CirC1.ll11Venting the regular appropriation process.
In ..ddition, records of property acquisition and disposition were inc(JDl
plete or indccurate.

In our report i$sued in April 1965, we reconmended that the Secretary
of La bar ca 11 to the attention of the heads of bureaus and off ice£ of the
Department the need to limit the procurement of new furniture and related
equipment to properly justified requirements in order to help preclude
the uneconomical replacement and disposal of serviceable eqUipment. Also,
because the practice followed by the Department of not specifically bud
geting for equipment replacements encourages planned overestimating and
underestimating, ineffective control, and a distorted record, we recom
mended that all valid equipment requirements be described separately as
part of the basis for requesting the appropriation of funds.
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PROCURDlENT PROCEDURES AND PRACfICES (continued)

12. Need for the Post Office Department to strengthen procurement
practices and regulations with respect to the use of formal advertising
procedures-~r reviaw disclosed that in a number of cases the Post Office
Department (PODj award~d contracts for the procurement of certain postal
supplies and equipment by formal advertising procedures although there was
no effective competition. Our report commented on con:racts amounting to
about $30 million awarded to sole bidders under advertising procedures and
made recommendations as to additional action that we believe necessary to
stimulate competition or to negotiate more effectively with the supplier.

After we called to POD's attention the lack of effective competition
on the procurement of stamped envelopes, POD informed us that it would use
competitive negotiation procedures instead of formal advertising proce
dures to award the next stamped-envelope contract for a 4-year period
starting January 1, 1965. By letter dated June /5, 1964, the Postmaster
General informed us that a stamped-envelope contract for the 4-year pe
riod starting January 1, 1965, had been awarded to a different manufac
turer. This contract prOVides for the procurement of approximately 8.9
~illion envelopes at a total cost of about $24.5 million. The Postmaster
General pointed out that the contract price was $6.25 million less than
the current contractor's price when applied to POD's estimated require
ment over the 4-year period. We were advised also that competition (four
firms submitted price proposals) vas aade possible this time by revising
the specifications, terms, and conditions of the contract.

Although the action taken by POD produced some cQnpetition and re
:.ulted in lower prices, we believe that the decision to ~se negotiation
procedures was premature and should not have been made until all possibil
ities for obtaining effective competition under formal advertisine proce
dures had been explored.

Many potential suppliers have informed us and POD officials that they
do not have the capacity to produce the quantity of envelopes (more than
2 billion annually) required by POD, and some suppliers have indicated
that additional bids might be received if the requirement for an embos~ed

stamp was eliminated.

In a report issued in November 1964, we reconunended that, for future
stamped-envelope procurements, negotiation procedures not be used until
it has been clearly demonstrated that effective competition cannot be oL
tained by the use of formal advertising procedures. So that POD may be
assured of securing the lowest price available for stamped envelopes, we
reconuuended also that POD not only solicit prices for the total rf?Cf..Jire..
ments f0r an embossed stamp but also solicit alternate prices on n
partial-requirements basis for other types of printing.

We recommended also that, for instances where competition is les~

than that which could reasonably be expected, the Department I s regulations
should require that responsible procurement officials determine the rea
sons for the lack of competition and recommend steps to be taken to stimu
late competition or, if it is impracticable to secure competition, to use
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PROCUREMENT PROCEDURES AND PRACTICES (continued)

negotiation procedures. The Department has agreed to sive consideration to
this recommendation.

13. Savings could be realized if Government contractors used General
Services Administration sources for procurement of offic. furniture and op
erating supplies--Our reviews of the procurement of offic. furniture and
operating supplies by selected contractors disclosed that substantial sav
ings could be achieved in Government contract costs throulh use of GSA sup
ply sources. We found that the contractors were purchasing these items
from commercial sources at prices higher than the prices of identical or
comparable items available to authorized Government users through GSA sup
ply sourceS. Inasmuch as substantially all the work of these contrac~ors

was being performed for the Government, generally under cost-reiabursement.
type contracts, the higher costs were borne by the Government. The General
Services Administration agreed with our concl~sions and proposed a revision
to the Federal Procurement Regulations which would permit Government con
tractors, under the circumstances discussed in our reports, to use GSA sup
ply sourceS. We recommended to the Department of Defense, but the Depart
ment did not concur, that the Armed Services Procurement Regulation be re
vised in consonance with the action by the General Services Administration.
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I !!£V£L9rtlENI AND PROCUREMENT OF
• Nt:!! TYPES Of' £QUlrH£NT

. 14. Ne,d for closer surveillance of development and procurement pro
Igrams by the military deeartments--During fiscal year 1965 we issued s,ix

reports on our reviews of development and procurement of l1e"" types of
eCVJ.ipment by the military departments. In these reports we presented our
findlngs of instances where unnecessary costs were incurred because
(a) production quantities of equipment were ordered before there was rea
sonable ensurance that problems and deficiencies revealed in the develop
mental stage could be solved (portable radar sets, $2.2 million; ground
speed and distance indicators. $200,000). (b) prompt action was not taken
to curtail or cancel programs when it became known that the equipment would
not have the performance characteristics required for its intended purpose
(rocket packs, S4 million; solid propellant facility, S825,OOO) , (c) con
struction of submarines was accelerated, at additional cost, to meet
ready-for-sea dates that were in advance of the dates planned by the Chief
of Naval Operations (S2.8 million), and (d) diesel engir~s were unneces
sarily introduced into the supply system as an interim item during the
transition from gasoline engines to multifuel engines (Sl.6 million).

The position of the Department of Defense on the findings we reported
has been that its procedures for administration and control of development
and procurement programs are generally sound. The Department expressed
its belief that such unnecessary costs as may have been incurred in the
instances we cited are attributable generally to decisions which involved
calculated risks and that, 1n reaching the decisions, the military depart
ments exercised reasonable judgment based on the circumstances existing at
the time. We believe, however, that our reports show that the decisions
did not reflect a prudent evaluation of all existing circumstances.
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FACI LITIES, CONSIRUCTION. AND lEASING

15. Action taken by the Gelleral Service~ Administration to develop
criteria and guidelinetS Jor thE'_...Rurchase or lease of office copying ma
chines--In our report issued ill October 1964 on the respective financial
advantages of purchasitlg rather than !easing office copying machines, we
pointed out thdl s'.lbs~dl1tial savings may become available by purchasing
rather than leasing certai.n machines of the type now used by various agen
cies under Federal Supply Schedule contracts negotiated and awarded by the
Federal Supply Service (FSS) of the General Services Admi~istration. We
found that GSA had llot established criteria or guidelines that would as
sist Government users of copying equipment in making feasibility studies
essential in arrivlllg at management decisions as to whether the equipment
should be led sed or purchased.

We estimated th3t savings of about $6.5 million would be available to
the Government over the initial 5-year period of use if about 450 copiers
of a certain supplier operating at a volume of over 20,000 copies per month
were purchased rather than leased. Moreover, because the estimated produc
tive life of these copiers--based on the production of about 3 million
copies per machine--nEY be expected to extend beyond the 5-year period,
further potential savings of as much as about $17 million would be avail
able.

Prior to the release of our report GSA issued a circular, generally
consistent with our proposals, which provided agencies with gUidelines to
assist them in determining whether leaSE: or purchase of copying machines
not requiring sensitized paper for reproduction offered the greatest ad
vantage to the Government. The circular also emphasized that the guide
lines could be uti lized in connectioll with the acquisition of office copy
ing machines by and for contractors or subcontractors performing work un
der cost-reimb'.lrsement-type contracts. Subsequently. GSA informed us that
guidelines alld criteria to cover the financial advantages of purchase ver
sus lease of all types and makes of office copying machines, regardless of
the type of paper used for reproduction purposes, together with a proce
dure for review and apprdisal of their application by agencies would be de
veloped.

16. ActiQ.rl. takelL~he General Servi.ces Administration to develo.,£
criteria for the pun.:huse or lease of telewriting equipment--In a report
issued in October 1)04, we pointed out that, although telewriting equipment
had been offered for sale to the Government since .Jnly 1956, GSA had not
established criteria or guidelines that would assist Government users of
telewriting equipm~'lt in making feasibility studies essential for arriving
at management decisiolls as to \vhether leasing or purchasing was the best
method of procurillg this equipment and therefore failed to meet its
Government -wide procurement responsi bi Ii t ie.s.

At the time of our review, about 93 percent of the telewriting equip
ment in use under Schedule contracts, about 2,000 major components, was
being leased and oilly about 7 percent had been purchased. We estimated
that excessive costs of about $1.4 million would be incurred over the ini
tial 8-year period of opt.'ratioll, the estimated useful life of the machines.
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FACILITIES, CONSTRUCTION, AND lEASING (continued)

Furthermore, if all the machines were operated longer than 8 years under
the leasing arrangement, we estimated further excessive costs of about
$436,000 for each year of use.

GSA aa,reed that in many cases purchase of telewriting equipment would
be preferable to lease but stated that some users would have to consider
such factors as obsolescence and the related need for top performance and
that, as a result, they may choose to lease rather than to purchase despite
any potential monetary advantages. GSA advised, however, that monetary
savings should be a major consideration.

With respect to our proposals, GSA advised us that instructions had
been issued emphasizing the availability of telewriting equipment on a
lease purchase basis and general criteria had been provided that must be
used by ordering agencies before procuring the equipment by either method.
We were further advised that a review and evaluation is presently being
made by a GSA study group for the purpose of developing and publishing de
finitive criteria for use by ordering agencies when acquiring such equip
ment and that procedures would be established for review and appraisal of
the compliance by user agencies with its instructions and guidelines.

17. Action taken by the National Aeronautics and Space Administration
to purchase electric substations at Goddard Space Flight Center--In a re
port issued in February 1965 on our examination into a National Aeronautics
and Space Administration contract for the leasing of electric substations
at the Goddard Space Flight Center, we stated that the Government was in
curring unnecessary costs that could have been avoided by the purchase of
the substations. We pointed out that the unnecessary costs would amount to
about $1.9 million if, as planned, two existing substations should continue
to be leased for 25 years and that the unnecessary costs would be increased
by about $385,000 if a third substation upon completion of construction is
leased, as planned, for 25 years.

As a result of our proposals, NASA purchased the three substations in
April 1965. Also NASA advised us that policies and procedures covering the
pertinent factors to be analyzed in making lease-versus-purchase determina
tions would be included in an early revision of NASAls procurement regula
tions and that the subject of lease versus purchase would be included in
procurement management surveys of field installations which are made peri
odically by NASA Headquarters.

18. Action taken by National Aeronautics and Space Administration to
~chieve substantial .savings through purchase rather than lease of a fire
alarm system--Our review of a proposed procurement by the Goddard Space
Flight Center, National Aeronautics and Space Administration, involving the
rental of a central-station type of fire alarm system showed that the pro
posed procurement would have been uneconomical. In a report issued in Oc
tober 1964, we stated that, in our opinion, the record established for this
proposed procurement did not demonstrate that the central-station feature
of the system specified was needed by the Government and that it would be
financially advantageous to rent rather than to purchase the system,
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because the record was based on use of the system for a lO-year period and
not on the period of its intended use or on its physical life. We deter
mined that there was a continuing need for a fire alarm system at the Cen
ter, that the system could reasonably be expected to last much lonler than
10 years, and that significant savings could be realized after 20 years of
use by purchasing instead of renting the system.

NASA agreed that it was in the best interests of the Government to
cancel the proposed procurement for the rental of the fire alarm system and
subsequent ly awarded a contract for purchase and installation of the fire
alarm system.

19. Action taken by the POSt Office Department to improve leasing
practices--In a report issued in January 1965 on our review of selected
real estate activities of the Post Office Department. we noted that POD had
paid excessive rent for the subleased terminal facility at Union Station.
Washington, D.C. POD continued to pay rent for two i-year renewal periods
at the same rate paid during the basic 3-year sublease period, although the
lease agreement provided that the rent for the renewal periods be negoti
ated on the basis of conditions then existing. After we advised POD of
this matter, we were informed that the sublease agreement had been canceled
and certai.n concessions had been obtained which had resulted in savings to
the Government of about $112,000.

Our review disclosed that. in determining the annual rent to be paid
for the additional parking and maneuvering space at the Memorial Station
and Garage, Alexandria. Virginia. POD had not recognized that the land to
be paved included approKimate1y 5,dOO square feet of land valued at $7,700
which was already under lease to POD. As a result, excessive rental cost~;

were being incurred by POD of about $500 annually, or $3,700 over the lea!,e
term.

In both cases, all the facts needed to establish a reasonable rent
were avai lable and could have been ascertained prior to the acceptance by
POD of the lease and sublease agreements.

The Postmaster General inforrr.ed us that POD had emphasized to all con
cerned the need for analyZing all original lease information when consider
ing a lease rellewa 1 to ensure that the renta 1 rate is reasonable for the
rellewa 1 per i ad.

We were informed ulso lhat POD had taken every practical precaution to
preclude errors, such d~ the olle made in the rental for the Alexandria fa
cility, by requiring that exact descriptions of all land involved in such
transactions be furnished and included in both the agreement to lease and
the lease.

20. Action to be taken by the Federal Aviation Agency on acquiring
building sites and need for more equitable leasing arrangement at Cleveland
Flight Service Station--Our report, issued in November 1964, disclosed that
the Federal Aviation Agency incurred excessive costs of about $61,000 as a

12



FACILITIES, CONSTRUCTION, AND lEASING (continued)

result of (a) acquiring a site for the New York Air Route Traffic Control
Center at costs in excess of costs that would have been incurred had ade
quate consideration been given to acquiring alternative sites available at
lower land costs and (b) entering into an inequitable lease agreement for
rented space at the Cleveland Flight Service Station.

We proposed to the FAA Administrator that, in the future acqui~ition

of sites, he reqUire that appropriate documentary evidence be prepared and
that action be taken to better protect the Govern;nt?l1t ' s interests. He ad
vised us that FAA directives on land acquisi lion would be reviewed and re·
vised as necessary to implement our proposa 1~. Although the Administrator
did not concur with our conclusion on the lease agreement, thf~ detai led
presentation of our finding pointed out the basis for our continued opinion
that the lease agreement is inequitable. Accordingly, we reco~nended that
the Administrator take appropriate action to negotiate for a more equitable
lease agreement and for the recovery of the excessive re~tal payments. We
recoiJ1Illended also that the Administrator require a revi c\.; of similar Agency
leases to ascertain whether other such inequities exist and, if so, that
appropriate corrective action be taken.

21. Action that should have been taken by the District of Columbia Ar
mory Board to inform Congress of the increased cost or the District of Co
lumbia Stadium--During our review of the construction and operation of the
District of Columbia (D.C.) Stadium, we found that the D.C. Armory Board
awarded the contract for stadium construction in July 1960 without inform
ing the Congress of the great increase in estimated cost over the estimates
considered by the Congress when it approved the stadium construction and
financing in July 1958 and of the adverse effects that increased cost would
have on the stadium's being a self-sustaining operation. We found also
that interest costs relating to the purchase of a scoreboard and clock
could be substantially reduced by use of different financing procedures.

The Congress, in amending the District of Columbia Stadium Act of
1957, provided that the stadium be constructed substantially in accordance
with plans contained in an engineering and economic study dated March 31,
1958. The study indicated that estimated stadium revenues would be suffi
cient to meet annual operating expenses, pay bond interest, and provide for
the retirement of an $8.6 million bond issue over an 18-year period. Esti
mates of stadium costs made at various dates in 1959 and 1960 were consid
erably higher than the initial estimates. The cost of stadium construction
required a bond issue of $19.8 million, more than double the estimate on
which the determination of economic feasibility considered by the Congress
was based, with annual bond interest expense of 5831,600, or about 5488,000
a year more than was anticipated in the economic study. In a report issued
in December 1964, we expressed the belief that, in view of the increase in
estimated cost prior to the award of the contract which made it unlikely
that the stadium operation would be financially self-sustaining, the Armory
Board should have informed the Congress of the increase in costs and ob
tained congressional approval before proceeding \.;ith the plans for financ
ing and constructing the stadium.
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The scoreboard and clock at the stadium were ~~rchased in March 1961
for $412,000 under a contract which provides for payment for the equipment
O~er an indefinite period of time, and for interest at the rate of 6 per
cent a year on the unpaid balance of the indebtedness. out of revenues· de
rived from the rental of advertising space. If annual advertising rentals
continuA at the present rate. the interest costs will total about $119.800
more than the interest costs that would have been incurred if arrangements
had been made to pay for the scoreboard and clock at the tlme of purchase.
Interest savings of about $59,400 were possible if the Armory Board had ar
ranged to pay the balance owed on the scoreboard and clock by December 31,
196" .

The Armory Board did not agree, in view of the fact that the Congress
had removed the financial limitations on the construction of the stadium,
that it should have obtained further congressional approval before proceed
ing \, i th construction of the stadium.

The Armory Board did agree with the observation made in this report
concerning the savings in interest charges which may be realized by liqui
dating the debt due on the scoreboard and clock. We were informed in Jan
uary 1965, however, that funds were not available for this purpose but
that, if it is found that savings can still be effected when funds are
available, arrangements would be made to liquidate the unpaid balance on
the scoreboard and clock.

22. Need for stronger administrative control of the military construc
tion program--We had reported in a prior year that more than $50 million
worth of construction and construction-type work had been done by the 1I11i
tary departments in the fiscal years 1957, 1958, and 1959 outside the mili
tary construction program and had been financed with other than military
construction funds. As a result, the Congress had not had an opportunity
to review and specifically approve the construction, as had been contem
plated in the ~~litary construction authorization processes established by
the Congress to control and limit the extent of military construction. In
respollse to our rl:::port on these findings, the Department of Defense issued
a directive in January 1961 which established basic policies for improving
financial management in the area of appropriations for military construc
tion. The Congress, in enacting the Department of Defense Appropriation
Act, 1962, placed a limitation on the availability of operation and mainte
nance funds for acquisition of new facilities, or for alteration, expan
~ion, extension or addition of existing facilities, as defined in the Janu
ary 19b1 directive of the Department of Defense. Similar provision was
made in the Department of Defense appropriation acts for succeeding years.

In July 1964 we issued a report on our follow-up review of the pro
grarruning and finan'2ing of construction in the Air Force. We found that,
despite the Depart~ent of Defense directive of January 1961 and the enact
ment of legislation to control use of funds for construction projects, the
Air Force had constructed or extensively altered real property facilities
without authorization from the Congress. For example, (a) a facility was
constr~cted, at a cost of $195,000, which did not include such basic items

14
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as plumbing, lighting, and heating in an apparent effort to keep the cost
,under $200,000 and thus avoid the statutory requirement of obtaining con-

i
:gressional authorization and (b) projects were improperly classified as ur
gently needed--although it was apparent that the projects so classified

I were not urgent--t permit their construction without prior congressional
! approval. The L~ t~nt of Defense agreed that there had been errors in
. judgment and mis~.~ ~pretation of regulations and informed us that the ba-
sic directives go' ~rning military construction were being revised to im
prove management of the military construction program.

23. Need for National Aeronautics and Space Administration to complY
with statutory limitations on the amount allowable for architectural
engineering services--In a report issued in June 1965, we stated that the
estimated cost for architectural-engineering services for the design of the
engine maintenance, assembly, and disassembly facility at the Nuclear
Rocket Development Station, Nevada, under a cost-plus-a-fixed-fee contract
exceeded the statutory limltation imposed by 10 U.S.C. 2306(d) by at least
$530,000.

The Space Nuclear Propulsion Office (SNPC) was established by the Na
tional Aeronautics and Space Administration and the Atomic Energy Commis
sion (AEC) to manage and direct the joint program for the development of a
nuclear engine for rocket vehicle application. Negotiation and administra
tion of contracts by SNPC that are funded entirely by one of the agencies
are subject to the policies, procedures, and statutory requirements of the
funding agency.

Funds for the design and construction of the engine maintenance, as
sembly, and disassembly facility were appropriated to NASA. The contract
was subject thet't=rore to NASAls policies and procedures and to the statu
tory requirements governing its contracting activities, including the limi
tation imposed by 10 U.S.C. 2306(d) that the amount allowable for architec
tural or engineering servi~~s shall not exceed 6 percent of the estimated
cost of the facility.

In determining compliance with the statutory limitatioll, SNPC excluded
the cost of certain "special" architectural-engineering work on the basis
that the statutory limitation is applicable only to the cost of
architectural-engineering work for traditional design services and is not
applicable to the cost of architectural-engineering work brought ahout by
special requirements applying to nuclear or other highly developmental fa
cilities.

The Associate Administrator advised us that NASA would give consider
ation to the alternative (a) of obtaining clarifying legislation or
(b) since AEC has made a determination that it is not subject to a statu
tory limitation on the cost of architectural-engineering work, of request
ing that funds be appropriated to AEC for the design and construction of
nuclear facilities in pursuance of joint programs.
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24. Need for legislation to require the Post Office Department to ne
gotiate rental agreements for space and utilities required for small post
offices-~Our review of allowances paid to postmasters of certain fourth
class post offices in seven postal regions for providing space and utili
ties showed that savings estimated at about $800.000 annually could be
achieved if the Post Office Department was required to negotiate agreements
with the postn~sters as to the amounts to be paid for these items. The law
now in effect, 39 U.S.C. 3544(h), provides that when a postmaster of a
fourth-class offic~ furnishes these items he shall be paid an allQwance
equal to 15 percent of his basic compensation. The basic cOf11)ensation upon
which the allowance is based is determined by the receipts of the fourth
class office and the length of service of the postmaster. The length of
the postmaster's service has n~ relationship to the value of the quarters,
equipment. and utility services needed, and their value does not change
proportionately with increases and decreases in gross receipts. By con
trast, the payments for these items at third-class offices were made on the
basis of agreements negotiated by POD.

We compared the rental rates negotiated by POD for quarters, fuel,
light, and equipment with the payments made for the same facilities, under
the IS-percent allowance system, to postmasters of 260 of the 320 post of
fices that were either advanced from fourth to third class or relegated
from third to fourth class at the beginning of fiscal years 1963 and 1964.
Our review showed that the negotiated rates paid when these 260 offices
were in the third class were 38 percent less than the allowances paid post
masterS when these same offices were in the fourth class.

In a report issued in June 1965, we recol1111ended to the Congress that
consideration be given to the enactment of legislation requiring the Post
master General to negotiate fair rental agreements with postmasters of
fourth-class post offices haVing 18 or more revenue units (about $1,100 a
year gross receipts) or to prescribe some other method of paying for these
items which would be more economical and equitable than the present system
when postmasters furnish space and utilities at the request of POD. We
r'2!commended also that POD be required to l1'Bke a study of the advisability
of changing the method of establishing the rental paid to postmasters of
fourt~-class post offices having less than 18 revenue units.
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CQ!1tJW:TlHG POLICIES. P!lACTICES. NIP ADI1INISTRATI~

C~IMCT ADI1INISTRAII~

25. ""tion taken or pr<llllised by the Bureau of Public Roads. Department
of Com!!rs•• to improve contract administration so as to recover or pre
clude a rtsUErCnS' of excessive or unDIs.s.ary construction sosts--In a re
port issued in september 1964 on our review of selected construction activ
ities of the Inter....rican Kipay program in the RepubLic of Costa Rica,
we stated that the Unit.d States incurred excessive ..."r unnecessary costs
because of (a) exc.ssive rental charg.s of about $69,500 for the use of
Costa Rica-owned equipment, (b) an unw.rranted waiver of a contractor's li
ability for liquidated d"'ae char.,s .-cuRting to $50,400, and (c) the un
necessary use of consultants for brid.. design work which resulted in addi
tional costS of about $68,000. The United States share of the excessive or
unnecessary costs incurred was two thirds of the foregoing lUIOunts or about
$125,000.

Ihe excessive or unnec.ssary costs w.re incurred because the Bureau of
Public lIoad. took or approved certain contract actions without making a re
alistic evaluation of available or obtainable information or without devel
oping the info~tion ne.ded to support such actions.

Althouah expr••sina disagrl nt with sa. of the _tt.rs cited in the
report, the Bureau has advis.d us that, where possible, action has been or
will be taken to correct certain of the matt.rs and to prevent a recurrence
of others. Regarding the excessive charaes for the use of Cost.. Rica-owned
equip-ent, the Bureau has advised us that appropriate adjustlllRl1t:s have been
obtained fro. Costa Rica.

26. Armed Servis,. P£eeur Dt Rt!U1atlon [!V1"d to limit contrac
tors' char••, for sosta of teloe,t!", IIploye••--Our reviews in a prior
year disclosed that the costs of relocating employees, incurred by contrac
tors and charged to Govel'nMJlt contracts. vere unreasonabl~ in some in
stances. In some of these instances, employ..s n....ly hired and relocated
by the contractors at Govern-ent expense bed voluntarily t.rminated employ
ment or they had been discharaed for iaproper conduct before c0"'Pleting a
year's service. Only a saall portion of the costs incurred in relocating
such short-term employees was recovered by the contractors. In other in
stances, the relocation costs were allowed for periods greatly in excess
of the periods needed to establish their new residences. We proposed. and
the Department of Defense agreed, that the adequacy of existing guidance on
allowability of relocation costs be reexaained. On April I, 1965, the
Armed Services Procurement Regulation was revised to define more clearly
those relocation exp'enses which are necessary and reasonable, and there
fore allowable as charaes against Government contracts, and those that are
not allowable.

27. Armed Services Procurement RelUlation revised to disallow contrac
tors' charses for use of prQperty acquired from the Government at no cost-
In a report issued in August 1964, we presented our finding that a contrac
tor (an Institute) had charged to Government contracts depreciation on
buildings which it had acquired from the Government at no cost. Ihe
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with contract specifications. Specifically, 'ole noted that (a) unannounced
inspections and tests '"ere needed, (b) required tests were not madca, and
(c) testing requirements were inadequate. We ""ere informed by the Depart
ment and BlA that corrective measures had been or would be taken on these
matters. We also found that a final inspection report to a contractor
failed to note all road' deficiencies requiring correction. Accordingly, in
a report issued in September 1964, O·je recommended that the Commissioner of
Indian Affairs impress upon BIA project inspectors the personel responSi
bility entrusted to them, as representatives of the Government, while per
forming their duties relating to the inspection and approval of contractors'
work.

31. Action taken by thl! Veterans Administrati:m to improve the admin
istration of contracts for the construction of hospitals--In a February
1965 report on (.our review of selected aspects of a contract: for conStruc
tion of the Veterans Administrati0n (VA) Hospital, BreckSVille, Ohio, we
stated that, because of inadequate management of the cont.~ct by Adminis
tration personnel, additional costs were incurred by the (',.o"~\3n'ment to re
pair and replace defective curbs, sidewalks, service c01l7ts, and other ex
terior concrete construction.

The exterior concrete was placed during the period December 1959
through October 1960, and, within a short time after installation, in
stances of cracked curbings and cracked and crumbling sidewalks appeared.
The concrete progressively deteriorated, and, by the time of our review in
fiscal year 1964, considerable portions of the exterior concrete required
xcpair or replacement. In 1963 and 1964 VA spent $93,000 to repair and re
place portions of the more deteriorated exterior concretH. Subsequent to
our discussion of this matter with appropriate officials, VA n~de an inves
tigation to determine the contractorls liability. On the basis of informa
tion disclosed by this investigation, VA accepted the cont~acto~'s offer to
replace all remaining defective concrete, estimated to cost about $65,000,
without &ny charge to the Government.

The Deputy Administrator of Veterans Affairs advised us that the em
ployees responsible for the deficiencies in contract administration were
"counseled" and that, in line with our proposals and the findings of VAl s
investigation into this matter, appropriate requirements for improved con
tract administration were established. We believe that the requirements
established by VA, if effectivel) implemented, should st~engthen contract
supervision and administration.

32. Action being taken by the General Services Ad~inistration to en
sure contractor compliance with D~ice reductions clause of cont~acts--In a
report issued in September 1964, we stated that our review of the Fedecal
Supply Schedule contracts for the purchase of drugs and pharmaceutical
products, administered by the General Services Administration and the Vet
erans Administration. disclosed ~hat certain suppliers had been violating
the price reductions clause of their contracts for many years. FSS con
tracts contain clauses which provide that price reductions given to a
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Government agency by a contractor must be extended to all Federal ...ncies
using the schedule.

The National Institutes of Health (NIH) had been receivinl price re
ductions on purchases of drugs and pharmaceutical products under the FSS
contracts since 1955, but such reductions had not been made available to
other Government agencies. We noted that GSA had no procedures to deter
mine whether suppliers were complying with the price reductions clause of
their FSS contracts and had depended upon the suppliers for compliance with
this contract provision. Contractors. which under the FSS contracts had
given price reductions to NIH without extendin8 such reductions to all
other Federal agencies, had violated the price reductions clause of their
contract, and, hence, these contractors were liable to the Government for
the difference between schedule prices and the prices liven to NIH.

We proposed that GSA determine the liability of ~ontractors who had
violated the price reductions clause of the FSS for drulsand pharmaceutical
products and collect any moneys due the Government as a result of such vio
lations. To help prevent future violations of the price reductions clause,
we proposed also that GSA develop and implement appropriate procedures to
determine whether contractors were complying with the price reductions
clause.

GSA advised us that action was being taken to strengthen procedures
and contract conditions by requiring. amans other thinl5, that aaencles as
well as contractors report purchases made at reduced prices under the
schedules. Subsequent to the issuance of our report in September 1964, GSA
advised us that letters had been sent to contractors requestlnl certifica
tion as to their compl:ance with the price reductions clause and that an
ad hoc committee had been established to develop appropriate procedures to
verify, on a spot-check basis. the statements and information submitted by
the contractors.

33. Action to be taken by the Post Office Department to recover inter
est costs on excessive progress payments--Our review of the Post Office De
partment's administration of progress payment provisions contained in cer
tain contracts disclosed that contractors ena_ged in the fabrication and
installation of mail-handling equipment and the manufacture of nonmechani
cal equipment for POD during the period July 1960 to Hay 1962, received
progress payments totaling about $2.4 million in excess of limitations
provided by the contracts.

Progress payments in excess of established limitations resulted in
additional costs to the Government by increasing borrowed-fund needs. We
estimated th~t the Government's interest costs for the 52.4 million excesS
progress payments disclosed in our report were about 548.000.

In a report issued in March 1965 we recommended that POD negotiate
with the contractors concerned for the recovery of the additional interest
costs incurred by the Government as the result of excess progress payments.
We also recon~ended that, if POD is not successful in its negotiations with
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the contractors, information on these excess progress payments be submitted
~y POD to the Department of Justice for determining whether further action
by the Government is warranted. We also suggested that POD examine the
larger contracts, not reviewed by us or its internal auditors, on which
progress payments were made during the period from July 1960 to April 1962.

POD informed us that it would attempt to recvver the interest costs
noted by us, through negotiation with the contractors, and that all other
contracts over $500,000 on which progress payments were made between July
1960 and April 1962 would be reviewed to determine whether any other exces
sive progress payments were made. POD informed us that, if negotiations
are unsuccessful, it will take up the matter with the Department of Jus
tice.

34. Need for a Bureau of Public Roads. Department of Conunerce. policy,
!22licable to all direct Federal highway construction projects. requiring
full compliance with contract specifications--Our review of selected forest
highway construction projects administered by the Bureau of Public Roads,
Department of Commerce, in certain western States disclosed that. although
its policy provides that construction work an,t materials be in full con
formity with the approved plans and specifications, in practice the Bureau
did not require such adherence to the specifications. On these projects
materials which did not meet contract specifications were incorporated into
the work. Also, deterioration of the roads during or shortly after con
struction necessitated repairs or further construction work.

The deficiencies not@d at the various projects demonstrated the fail
ure of the Bureau to require adherence to the specifications for the mate
rials plac@d in the roadway. Some of the specific deficient practices
which we found to exist on the project were (a) frequent acceptance of non
specification material. (b) acceptance of material without making the re
qUired laboratory tests, (c) reliance on tests made by unqualified person
nel, and (d) questionable payment made for correction of unsatisfactory
material.

Therefore we recormtended. in a report issued in November 1964. that
the Federal Highway Administrator establish a policy, applicable to all di
rect Federal highway construction projects, requiring full compliance with
the applicable contract specifications. This policy should prohibit ac
ceptance at the project level of construction materials that deviate from
appropriate predetermined limits, except in those cases where an adequately
documented determination that acceptance of the material ;5 in the public
interest is made by.Bureau authorities who are cognizant of all pertinent
design considerations. In such cases, appropriate amendments should be
made to the contract with specific consideration being given to any neces
sary changes in unit prices.

35. Need for Maritime Administration. Department of Commerce. to im
prove contracting practices and to provide effective control over spare
parts procurement--Our review of selected activities of the Maritime Admin
istration, Department of Commerce, and the Atomic Energy Commission
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relating to the construction and outfitting of the nuclear-powered -erchant
vessel NS IlSavannah" disclosed a number of deficient practices and proc.e
dures in contract administration.

The Government incurred excessive costs in an undetermined amount as a
result of the failure of the Project Manager (who headed a Joint Haritime
AEC Croup established to carry-out the program objectives and day-to-day
administration of the project) to adequately monitor and control the pro
curement of spare parts. We found also that the Project Manager failed to
establish a systematic procedure for documenting the accURUlation. corral.
tion, and evaluation of technical information essential to the determina
tion of quantities of spare parts necessary for the vessel's nuclear power
plant.

Maritime agreed generally with proposals made by us to assist in pre
venting the occurrence of similar deficiencies in the future procurement of
spare parts required to support and maintain equipment and machinery of a
developmental nature and advised us that, under normal circumstances, it
had generally followed the suggested procedures. Maritime stated its be
lief, however, that the spare parts procurement for the vessel vas properly
conducted and that any appearance of failure on the part of th~ Project
Manager to adequately monitor and control the conduct of the procurement
function could be explained by the urgency of the project and the lack of
sufficient time to fully document the bases for the decisions made.

In a report issued in April 1965 we recommended thac the Haritime Ad
ministrator issue appropriate instructions requiring that, in the future,
Maritime officials exercise greater care than was exercised in the instant
case to properly document, or cause to be documented, the bases upon which
purchase quantities are determined. Maritime subsequently stated that a
study of its existing procurement policy and procedures would be made with
a view toward developing additional instructions to hetter ensure that
procurements of spare parts are properly carried out and that the bases for
decisions related thereto are properly documented.

We found also that additional costs estimated at S185,OOO had been or
would be incurred by the Government for materials and services supplied by
the shipbuilder pursuant to contract changes intended to centralize, to
the extent practicable, the responsibility for completion of the vessel.
Because of the advanced stage of the project at the time the changes were
effected it was our view that little benefit could have been expected to
result from the changes by way of centralizing responsibility. In our re
port, we stated our .belief that the additional costs were attributable in
large measure to the Project Manager's failure to adequa~ely consider the
potential magnitude of the costs involved in relation to the benefits to be
derived by the Governmeii.'t as a basis for reaching an informed judgmen.t as
to the desirability of t~~ proposed contractual changes.

Our review disclosed also that the circumstances which attended the
selection of the contract operator for the vessel created an uncertainty as
to whether the best qualified operator was selected. This uncertainty
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stemmed primarily from t.he absence of documented records disclo's-ing a con
vincing basis for the then Maritime Administrator's decision in selecting
the contract operator.

36. Need.Jor clo,.r surveillans;e by the Department of Defense to as
sure contra$=t0,rs'- c~.J.lance with patent provisions of research and· devel
opment contracts--We reViewed the administration of th~ patent provisions
of selected research and· development contracts. We found, as stated in
two reports issued in November 1964, that the contractors had not complied
with the provisions requiring disclosure of inventions and submission of
r~yalty-free licenses to the Department of Defense and that the Department
had not established the necessary surveillance to assure compliance. Some
of the inventions under the contracts had not been disclosed; others had
been disclosed only after unreasonable periods of delay. Similarly, some
of the licenses had not been submitted; others had been considerably de
layed. As a result of such Violations, the Government's patent rights
were jeopardized. We recommended that the patent provisions of the Armed
Services Procurement Regulation be amended to include contract clauses re
quiring financial sanctions in the form of liqUidated damages in the event
of contractor failure to comply or delay in complying with contractual pat
ent ?rovisions. The Department of Defense stated that it was making a
study of patent a~lnistration and that it would consider our recommenda
tion in connection with its study.

The Department later advised us that it proposed to revise the Armed
Services Procur~nt Regulation to provide for <a) liquidated damages for
failure to comply or delay in complying with contractual patent provisions,
(b) forfeiture of title to undisclosed inventions, (c) submission of a con
firmatory license within two months after filing of a patent application,
(d.) an increase in the amount to be withheld from the contractor, and
(e) access to the contractor's records by the contracting officer for the
purpose of discovering unreported inventions.

37. Need for General Services Administration to revise the Federal
Procurement R@gulations In order to prevent the incurring of unnecessary
interest costs on excess progress payments received by contractors--In our
report issued in March 1965, we stated that the Government incurred unnec
essary interest costs because of excess progress payments to contractors
by the Post Office Department.

We suggested that the Postmaster General initiate action to amend
POD's progress payment procedures to prOVide for the collection of interest
on any excess progress payments for the period of the overpayment¥ POD in
formed us that it currently had no special problems in this area and be
lieved that any requirement for such a provision should apply to all agen
cies governed by the Fe~eral Procurement Regulations.

We therefore recommended to the Administrator of General Services that
the Federal Procurement Regulations be revised to require that all con
tracts containing a provision for progress payments include a clause re
quiring that interest be assessed) effective from the date of overpayment,
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on excess progress payments resulting from any improper action of the
payee--such as requests for payments contrary to contract terms Or result
ing from the use of incorrect, incomplete, or uncurrent datu by the con
tractor--which results in the contractor's obtaining progress payments to
which it is not entitled. We believe that the rate of interest charged on
excess progress payments should be high enough, probably 6 percent, so that
there will be no inducement to the contractor to use overpayments as a
means of financing. The General Services Administration advised us that
consideration would be given to amending the Federal Procurement Resulations
as recommended by us.

38. Need for further action by the Department of Health. Education,
and Welfare in its administration of contracts for resettlement of CubAn
refugees--Our review of contracts awarded by the Department of Health,. Edu
cation, and Welfare (HEW) to certain voluntary relief agencies for the re
settlement of Cuban refugees from the Miami. Florida, area to other commu
nities in the United States, disclosed that B£W negotiated the contracts
shortly after the inception of the program in 1961 and renewed thea annu
ally without obtaining and reviewing adequate information on costs charged
by the agencies to the resettlement program. As a resul~HEW did not have
an adequate basis for determining whether the $60-per-ref~gee resettlement
rate specified in the contracts bore a reasonable relationship to the re
settlement costs to be incurred.

Payments of Federal funds to the four voluntary agencies at the fixed
contract rate totaled about $3.4 million through June 30. 1963. As of that
date the agencies reported total expenditures of about $2.5 million, leav
ing net unexpended bala.nces of about $900,000. Three of the agencies re
ported unexpended balances totaling about $1 million and one agency re
ported a net deficit of approximately $100,000.

By letter to us dated May 12, 1964, the Administrative Assistant Sec
retary of HEW indicated that annual reviews would thereafter be made of
the financial status of the voluntary agencies in relation to expenditures
and receipts under the resettlement program. Subsequently, HEW revised its
resettlement contracts for fiscal year 1965 to require that the agencies
submit statements of costs on resettlement activities and that unob1iaated
balances of contract funds be returned to the Government after termination
of the contracts.

We recognize that the above-cited contract reViSions and the proposed
annual reviews of the financial status of the volWltat:Y agencies should en
able HEW to adminis~er the contracts for the resettlement program more ef
fectively than in prior years. However, since HEW has not made any reviews
of the costs charged to the resettlement program by the agencies since its
inception in 1961, we believe that, in order to adequately evaluate the ap
propriateness of the contract rate and to determine whether an adjustment
in the rate is warranted in future contracts, HEW should, as part of its
reviews, verify the propriety of costs. particularly administrative ex
penses, charged to the resettlement program. In a report issued in March
1965, we recommended such action to the Secretary of HEW.•
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39. Need for a coordinated review of noncompetitive lease accounts by
the Department of the Interior to" enSUre collection of royalties due the
Goveml!ent--OUr review disclosed' that, contrary to existing statute and ad
ministrative rulings, the Geological Survey and the Bureau of Land Manage
ment. Dep.artment of the Interior,- changed certain noncamp.eti tive leases
from a required miniDUm royalty payment status to a lesser rental payment
status when the leases became nonproductive. Under departmental instruc
tions. the Survey transferred lease accounts to the Bureau of Land Manage
ment for administration when the leases became nonproductive. The Depart
ment advised us, in essence, that action would be initiated to make the
Survey solely responsible for all leases continuing in a minimum royalty
status when the leases became nonproductive. This action will provide for
the administration of the collection of minimum royalty in the future. Be
cause of the split responsibility which existed for administration of such
leases, we recommended, in a report issued in August 1964, that the Secre
tary of the Interior require the Directors, Geological Survey and Bureau of
Land Management, to make a coordinated review of a representative number of
noncompetitive lease accounts which were in a minimum royalty status and
which, after beco.ing nonproductive, were transferred by the Geological
Survey to the Bureau of Land Management to determine that minimum royalties
properly due the Government were collected. If the circumstances warrant,
the review should be expanded to include a comprehensive examination of all
leases in this category.

Our review of the findings contained in our prior report disclosed a
continuation of certain of the deficiencies. However, the Department sub
sequently advised us that corrective action had been taken or that serious
consideration was being given to our recommendations.

40. Need for contract specifications to be revised by the Bureau of
Indian Affairs. Department of the Interio~ to reduce construction costs-
Our examination disciosed that (a) lack of timely action by offic.als of
the Bureau of Indian Affairs, Department of t,e Interior resulted in addi
tional b~idge construction costs of at least 535,000 and (b) inadequate
supervision of excavation work by engineers of BIA and Bureau of Public
Roads, Department of Commerce, resulted in excess costs which may have
amounted to as much as $42,500. In addition, as a result of our review, a
proposed expenditure of $243,000 to resurface a road which the State con
sidered to be in excellent condition was canceled. We found also that BIA
road construction specifications provide for more work on turnouts and ap
proaches to main roadways than is needed.

In April 1964, .the Department advised us that coordination between
branch officials to avoid any possibility of excess cost to the Government
would be stressed.

In a report issued in September 1964, we recommended that contract
specifications be revised to preclude the Government from paying for work
which it neither needs nor obtains.
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41. Action taken by the Bureau of Indian Affairs. Department of the
Interior. to establish procedures to negotiate unit price reductions for
substantial material overruns--In a report issued in September 1964, we
stated that our review of the road construction program for the NavaJo
Indian Reservation, Bureau of Indian Affairs (BIA), Department of the In.
terior disclosed that the Gallup Area Office contracting officer had not
negotiated revised unit prices of major pay items when actual quantities
substantially exceeded estimates. although such negotiations were pro
vided for il the contracts. Moreover. only a limited number of items had
been designated as major pay items and thus overruns of some high-cost pay
items were excluded from the price negotIation provision. Consequently.
BIA did not obtain lower unit prices for the additional items although
such increased quantities usually result in lower average costs to con
tractors. After we discussed these matters with BIA officials. corrective
procedures were established.

42. Department of Defense policy being clarified on the furnishing of
subsystems to weapon system contractors--Because of the complexity of
weapon systems, no one contractor is capable of manufacturing all of the
various items of equipment, subsystems J and components which comprise the
system. Although a specific contractor may be responsible for delivery of
the weapon system, the ultimate product delivered represents the combined
efforts of many manufacturers in many segments of industry. In negotiating
contracts for production of systems. it is therefore necessary to deter
mine, with respect to the items not n~nuf~ctured by the contractor. which
subsystems should be purchased by the contractor and which should be pur
chased by the Government and furnished to the contractor.

Purchasing of such items by contractors results in the pyramiding of
profits or fees by contractors and intermediate-tier subcontractors on the
cost of the items. On the other hand, purchasing by the Government, where
feasible, reduce~ the profits or fees which otherwise would be negotiated
with the contractor, requires the use of formal advertising procedures de
signed to obtain full and free competition (unless specifically excepted
by law), and provides an opportunity to consolidate requirements and take
advantage of the lower prices that may be available by purchasing larger
quantities to meet the needs of the military departments.

Our reviews disclosed a n~nber of instances where higher costs were
incurred by the Government because the military departments permitted
\",eapon sys tern contrac tors to purchase equi pment. subsystems. components.
and accessories under circumstances where it was feasible, in our opinion,
and would have been more economical for the Government to purchase the
items directly from the manufacturers and furnish them to the contractors.
Our reports issued during fiscal year 1965 on these reviews identified
,·ver $12 million of higher costs.

An important factor contributing to this situation has been the lack
"r a definitive policy and adequate criteria for determining under what
t:ircumstances subsystems and components of weapon systems should be pur
chased by the Government and furnished to contractors. In the absence of
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such a policy and criteria, each of the military departments had developed
its own procedures which varied widely in concept and in the degree of
guidance they provided. The positions taken by the military departments
ranged from the concept of the Air Force, that subsystems and components
should be Government-furnished to the maximum practicable extent, to the
concept of the Navy's Bureau of Ships, that the furnishing of such items
by the Government should be "reduced to an absolute minimum!'

On October 1, 1965, the Department of Defense added a new provISIon
to the Armed Services Procurement Regulation (ASPR). to clarify its pol
icy on furnishing subsystems to weapon system contractors and to provide
guidance for identifying situations where it is feasible and more economi
cal for the Government, rather than the contractor, to purchase the subsys
tems. This addition to ASPR provides a statement of policy, establishes
guidelines for interpretation of the policy, fixes responsibility for de
cisions as to which items are to be furnished by the contractor and which
are to be furnished by the Government. and requires documentation of the
basis for decisions.

In its deliberations on the Department of Defense Appropriation bill.
1966, the Congress took note of our findings and reduced by about $44 mil
lion the amounts requested for procurement of the F-4 and F-lll aircraft.
In recommending the reduction, the House Committee on Appropriations
pointed out that this would encourage saVings through the furnishing of
certain equipment by the Government rather than by the contractor. The
Senate Committee on Appropriations concurred in the recommendation.

4J. Need for Bureau of Hines. Department of the Interior. to imp~
contract negotiation proc~--In a report issued in June 1965, we
stated that our examination into the procurement of helium-bearing n3tural
gas under negotiated contracts disclosed serious deficiencies in the con
tracting procedures and practices followed by the Bureau of Mines, Depart
ment of the Interior. in obtaining helium-bearing natural gas supplies to
he processed in three Government-owned plants which are located in Keyes,
Oklahoma; Shiprock, New Mexico; and Exell, Texas. The Bureau entered into
negotiated, noncompetitive, fixed-unit-price contracts without an adequate
determination of the justification for or the reasonableness of the fixed
prices. Notwithstanding the absence of effective competition or other
sound basis, the pricing arrangements agreed to under one of the gas sup
ply contracts was subsequently used by the Department to justify a part of
the price to be paid for approximately $1 billion worth of additional he
lium for the conservation program which was the subject of our previous
report to the Congress issued in January 1963. At that time we reported
that, on the basis of our review of the Bureau's estimates of the contract
unit prices, it appeared that the Government would incur unjustified costs
of at least $155 million over the life of the contracts.

The effective price negotiated for the gas delivered to the Keyes
plant for processing and not returned to the company for transmission to
fuel markets appears to be very high when compared to the company's cost
representations--about four times as great--which were available to the
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Bureau during negotiations and at the time of the first price adjustment.
Accordingly. we recommended that the Secretary of the Interior examine into
the existing pricing arrangements under the Keyes contract and that. if
warranted, make every reasonable effort to negotiate an appropriate adjust
ment.

We believe also that the Bureau's justification for the negotiated
fixed unit price for natural gas delivered to the Navajo plant in Shiprock
is questionable because the Bureau failed to provide for a reduction In
the transportation allowance after the gas supplier has been fully reim
bursed for the cost of constructing pipeline facilities and because the Bu
reau assigned an allowance for the heating value of the gas even though it
knew that this gas was commercially nonmerchantable as a fuel because of
its low heating value. In addition. the Bureau. in negotiating the current
gas-gathering service charge for natural gas delivered to the Exell plant.
improperly allowed a depreciation allowance on the special gas-gathering
facilities for which the Bureau had previously reimbursed the gas supplier.
We believe that the Bureau's failure to recognize its previous action and
disallow the depreciation charge for gas delivered to the Exe11 plant re
sults in an unnecessary increased cost to tile Government. We believe
that. in these instances. it is unreasonable for the Government to incur
increased costs and for the companies to realize equivalent amounts as
profits. Accordingly. we recommended that the Secretary make every rea
sonable effort to amend the existing contracts to provide for a reduction
in the negotiated gas purchase prices to eliminate excessive and unjusti
fied costs.

Our review also disclosed certain overpayments of about $161,000 and
potential annual savings of about $89,000 in natural gas purchases which
we brought to the attention of the Department. We were advised that ac
tion would be taken to effect collection of the overpayments and to re
evaluate the matter relating to potential savings.



PROPERTY HANAGEMENf

STOCK CONTROLS

44. Action taken by the Army to improve stock controls at military in
stallatlons- ...Our reviews of supply management at selected mili tary instal
lations of the Army disclosed weaknesses in stock control at certain of the
installations as discussed below,

We found that the United States Army Engineer Depot, Ascom, Korea, had
en ineffective physical and accounting control of its inventory because of
a lack of efficient and experienced supply management personnel. In a re
port issued in July 1964, we stated that t as a consequence, the Depot was
unable to provide adequate supply support for the missile systems, communi
r.ation systeN5, aircraft, and construction equipment of the Eighth United
States Army, Korea. The Army agreed with our findings and proposals for
corrective action and, in January 1965, advised us that the Depot had been
complete!; reorganized and that an Anrry team had made a review of opera
tions to ensure that the deficiencies we had found were not continued in
the new organization.

Supply management in Okinawa--a responsibility of the United States
Army, Ryukyu Islands--was also ineffective. We found, as stated in a re
port issued in Decembe~ 1964, that there was an insufficient supply of com
bat essential equipment, valued at about $2,9 million, which was required
to be on hand as support fo~ certain mili tary uni to in the Far East in the
event of hostilities. In addition, there was an indeterminate quantity of
spa~e parts which were in short supply and which were also required. At
the same time, excesses of other equipment valued at $4.7 million were ei
ther on hand or on order from supply depots in the United States. Also,
various types of al1llUrtition valued at about $4.6 million had accumulated in
excess of needs and were not reported to higher headquarters for disposi
tion instructions. As a result of our bringing this to the attention of
offiCials, ammunition valued at about $836,000 was shipped to fill require
ments in Vietnam, Thailand, and Ko~ea, The Army advised us that the Com
manding General, United States Army, Ryukyu Islands, had taken the correc
tive actions we had proposed for improvement of supply management and that
the United States Army, Pacific, had taken steps to increase surveillance
of supply practices in its area of responsibility.

In the United States Army, Europe, inadequate supply management prac
tices resulted in the accumulation and retention of substantial quantities
of excess spare parts for the CORPORAL missile system. Moreover, the defi
~ient practices were of such a nature that most of the excesses were not
apparent and resulted in unnecessary procurement of parts valued at
$370,000. As pointed out in our report issued in January 1965, the more
significant causes of these conditions were the failure of the United
States Army, Europe, personnel to follow existing regulations and the fail
ure of higher level personnel to ensure that the regulations were followed.
The Army agreed that the deficiencies existed at the time of our review and
enumerated corrective actions that had been taken since our review.
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We foune deficiencies also in the supply management practices of the
Third United States Army Logistical Support Group in Florida. In a report
issued in February 1965, we stated that units of the Logistical Support
Group had permitted the accumulation of $735,000 worth of missile spare
parts in excess of needs. The primary supply management deficiencies in
this instance were the failure of the Logistical Support Group to return
parts to the depots [or repair and their failure to establish and maintain
adequate inventory controls. The Army agreed with our findings and out
lined certain corrective actions to improve the overall supply management
at Logistical Support Group installations.

45. Action taken by the Department of Defense to identify and redis
tribute excess vehicle spare parts and assemblies in Korea--In our review
of selected practices followed in supplying supporting parts for Japanese
manufactured vehicles furnished under the United States Military Assistance
Program (MAP) for Korea, we found that inadequate advisory efforts of
United States personnel had contributed largely to ineffective supply man
~gement and costly deficiencies within the Korean supply system. As of
April 1, 1964, over procurement amounting to about $463,000 had already been
incurred for unneeded spare parts and assemblies for vehicles because ex
resses within the Korean Army supply system were not identified and re
covered. Additional overprocurement of similarly unneeded parts, valued at
about $693,000, could have followed had timely corrective action not been
instituted as a result of our review.

In our draft report to the Department of Defense in October 1964, we
reconunended that the Korea Military Advisory Group take timely action to
identify and appropriately redistribute all parts and assemblies excess to
needs at all levels within the Korean Army in order to obviate overprocure
ment of such parts in the future.

On February 15, 1965, the Deputy Director of Military Assistance, De
partment of Defense, informed us that instructions had been issued to the
Korean Army to identify excess parts, adjust stock levels, and cancel req
uisitions for unneeded parts. We were also informed that United States ad
visers were to confirm by random sample or other means that corrective ac
tion had been taken by the Korean Army.

46. Action taken by the Department of Defense to recover excess radat:.
modification kits and to redistribute excess training rockets in a European
country--Our review of the prograrnming,delivery, and utilization of air
craft and rel~ted equipmenL furnished to a European country under the Mili
tary Assistance Program disclosed that radar modification kits and 2.7511

training rockets had been delivered to the country in excess of the
country' 5 requirements and ability to utilize them. In our report dated
May 29, 1963, we recommended to the Department of Defense that aggressive
action be taken by the Military Assistance Advisory Group to recover all
identified excess equipment and, where appropriate, to redistribute this
equipment to other MAP recipient countries.

30

1
'I
'1
J:,,



STOCK CONTROLS (continuea)

In November 1964, we made a follow-up review on this matter and found
that the Department of Defense had obtained excess radar modification kits,
valued at $90,000, from the country and returned them to United States Air
Force stocks and that excess training rockets, valued at $31,500 had been
obtained from the country and redistributed to other MAP countries.

47. Action taken by the National Aeronautics and Space Administration
to reduce an excessive photographic supply inventory and improve management
practices over inventory Dtocedures--Our revieW' of the photographic supply
inventory at the Manned Spacecraft Center, Houston, Texas, National Aero
nautics and Space Administration, disclosed that the inventory contained
250 individual items--about 70 percent of the total items with a cost value
of about $171,Ooo--vhich were not required to provide adequate supply sup
port.

In a January 1965 report, we stated that the principal factors con
tributing to the excessive inventory were the procurement of quantities of
items in excess of those needed and the retention of items for which there
was little or no demand. We believe that the accwnulation of the excessive
inventory could have been avoided by closer adherence to prescribed supply
procedures and regulations.

NASA agreed that the inventory of photographic supplies was excessive
and advised us that, as a result of our review, the inventory was reduced
by 181 line items with a cost value of about $150,000. The reduction was
accomplished mainly by transferring items to other organizational units and
Government agencies haVing a need for them. We were advised also that ap
propriate steps had been taken to ensure that the supply system at the Cen
ter was managed in a manner that would avoid recur"'ence of the situation
described in the report.

48. Action taken by the Navy to improve stock controls at military 10
stallations--We found that the Naval Supply Depot, Subic Bay, Republic of
the Philippines, requisitioned from supply depots in the United States
about $332,000 worth of aeronautical parts in excess of requirements. In
our report, issued in April 1965, we stated that this occurred because the
Depot failed to adjust the computation of its future needs to the lesser
quantities indicated by actual usage of the parts. After being advised of
our findings, officials canceled unnecessary requisitions for parts worth
$228,000 but the remaining $104,000 worth of parts had been delivered. The
Navy advised us that inventory managers and fleet commanders had been re
quested to review and update directives concerning stock levels of supply
for materials in their areas of responsibility.

49. Action taken by the Navy to avoid general-purpose use of special
purpose stock--The Navy planned to purchase about $373,000 worth of
special-purpose ammunition pallets although it had on hand about $2.5 mil
lion worth of such pallets which were being used for general purposes. In
a report issued in May 1965, we pointed out that the special-purpose pallets
were being used for unauthorized purposes and for the storage of materials
which could have been stored either without pallets or on less expensive
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pallets.
The Navy
are used

The planned procurement was canceled as
advised us of steps taken to ensure that
for authorized purposes only.

a result of our review.
special-purpose pallets

50. ~~cess inventory of spare lighted-type buoy bodies corrected by
U.S. Coast Guard--In a report issued in March 1965 on our review of the in
ventory of spare lighted-type buoy bodies at 11 Coast Guard districts, we
noted that the Coast Guard was ineffectively managing the inventory and was
maintaining about 258 lighted-type buoy bodies t with a replacement cost of
about $900,000, as spares in excess of its current operating requirements.
The expenditure of funds for inventory items not currently needed results
in unnecessary costs to the Government for interest paid on the funds pre
maturely expended. In our opinion, the excess inventory occurred because
neither the Coast Guard Headquarters nor the district offices had estab
lished adequate guidelines or criteria for determining realistic inventory
levels of lighted-type buoys and because the Headquarters had not effec
tiv~ly reviewed the inventory levels established by the districts.

We found that, at the time of our review, the Coast Guard was planning
to continue manufacturing additional lighted-type buoy bodies of the same
standard types in which the excess existed. We believe that excess spare
buoy bodies should be used for current operational requirements in lieu of
manufacturing new ones. In September 1964. we advised the Commandant oftbe
Coast Guard of our finding and stated our belief that a reduction in inven
tory levels of spare lighted-type buoy bodies and the use of the excess
stock in lieu of manufacturing additional buoy bodies of these types would
result in economies. The Acting Commandant of the Coast Guard advised us
in November 1964, that instructions were being promulgated 9 revising the
Coast Guard's management of buoy inventories, and that production of
lighted-type buoys at the Coast Guard Yard was being curtailed. Subse
quently, the Coast Guard established procedures for inventorying buoys,
issued guidelines for establishing spare buoy allowances, and established
procedures for annual reviews of the spare buoy allowances.

51. Savings to result at Department of Defense installations from req
uisitioning of paint products in economical-size containers--Our review of
stock requisitions for paint products disclosed that about 55 percent of the
quantity requisitioned in I-gallon cans could have been requisitioned in
5-gallon cans (at a saving of about 10 cents a gallon) and that about
78 percent of the quantity requisitioned in quart cans could ha~e been req
uisi tioned in I-gallon cans (at a saving of about 57 Cents a gallon). In a
report issued in September 1964, we stated that the failure of Departmentof
Defense installations to requisition paint products in the most economical
size containers feasible was resulting in unnecessary costs of dbout
$330,000 annually. In accordance with our proposal, the Department of De
fefl~e directed its installations to requisition paint products in the larg
e~t size containers practicable.

52. Need ror the Veterans Administration to institute policies to cor
rect deficiencies in supply management procedures-~r review of supply man
agement procedures of the Veterans Administration at two of its supply
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depots during the period from May 1963 to ~mrch 1964 disclosed various pro
cedural weaknesses resulting in overstocking of equipment and supplies.

We found that certain items obtained at a cost of about $270,000 had
been held in inventory for periods up to 12.5 years. Some of these items
were disposed of at losses totaling about $55,000. Also, funds available
to the depots for the purchase of other equipment and supplies were limited
to the extent that funds were invested in overstocked items. Moreover,
such -overstocking could result in additional transportation, handling, and
storage costs and in obsolescence or deterioration of overstocked items.

The Deputy Administrator of Veterans Affairs agreed that in general,
there was a need to impr:ove procedures, and he informed us that VA had
taken action to expand the criteria used in estimating supply requirements
and to identify and dispose of overstocked items. VA did not believe it
necessary to require supply depots to substitute overstocked items for sim
ilar items llsed by field stations, as we had recommended, but advised us
that its approach was to have the Supply Service consult with the using
zervices to encourage utilization of overstocked items and that such con
sultation would be required as a part of the routine analysis of over
stocked items.

Although consultation with the using services may eventually result in
increased use of overstocked items, we believe that this practice has not
been effective. S:fnce equipment and supplies are purchased to meet the ex
pressed needs of the using services in field stations, we believe ~hat the
stations should be required to Use the quantities that they have indicated
are needed, unless a justifiable reason develops for not doing so. There
fore, we recommended that the Administrator of Veterans Affairs require the
Supply Service to issue overstocked items to the field stations as substi
tutes for functionally similar items, whenever appropriate.

We believe that the actions taken by VA, if properly carried out,
should improve the conditions disclosed in our report issued in June 1965.
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PROCEDURES FOR DETERMINING SUPPLY REQUIREMENTS

53. Procedures strengthened by the Air Force to avoid ['pair of un
needed stock--Aeronautical spare parts and components were repaired al
though sufficient serviceable quantities were available to meet current and
long-range requirements of the Air Force. Our selective reviews at the
San Antonio Air Materiel Area (report issued in July 1964) and at the Okla
homa City Air Materiel Area (report issued in September 1964) identified
about $500,000 of costs incurred for such repairs. Following disclosure of
our findings. these Air Materiel Areas reviewed their repair schedules and
canceled repair work which was estimated to cost about $6 million. The
premature repair resulted from inadequate review of repair schedules (fol
lowing receipt of more current supply data), from inadequate supervisory
review of the performance of commodity managers. and from inadequate reg
ulations pertaining to the repair of line-generated items. The Air force
agreed with our findings and recommendations for corrective action and
stated that it had undertaken a review of repair schedules at all of its
Air Materiel Areas.

54. Procedures strengthened by the Marine Corps for projecting future
reguirements--We reported that the Marine Corps had procured or was in the
process of procuring, in excess of its needs, about $4.1 million worth of
a~~unition (report issued in August 1964) and about $1.2 million worth of
spare parts and assemblies (report issued in April 1965). These procure
ment actions resulted fro~ <a) erroneous requirements determinations which
overstated needs, (b) use of incorrect demand and asset dilta, and (c) fail
ure of stock analysts to review and question substantial changes in assets
and requirements reported by the supply centerS. After we brought these
matters to the attention of the Marine Corps, uncompleted contracts and
procurement actions in progress, totaling about $3.3 million t were can
celed or reduced. The remainder, totaling about $2 million t had already
been delivere.d. The Marine Corps concurred in our findings and recommen
dations for improving its procedures and also took steps to transfer the
unneeded stocks of ammunition to the Army and the Navy to fill stated needs
of those services. In addition, the Navy advised us that the Auditor Gen
eral of the Navy had instructed Navy auditors to be particularly watchful
of the Marine Corps procedures for determination of requirements.

55. Procedure.s strengthened to reduce the number of excess vehicles at
military installations--Our review of the utilization of 505 co~~rcial

type heavy trucks and buses at five military installations disclosed that
78, or about 1 in 6, were excess to the installations' needs. In our re
port issued in July 1964, we stated that the excess vehicles had accumu
lated because respollsible management officials had not instituted controls
or taken the action neces,sary to ensure that the number of these vehicles
were kept commensurate with needs. In response to our findings and pro
posals for corrective action, the Department of Defense issued instructions
to the military departments for improvement of administrative procedures
for control of vehicles at military installations. The Department of
Defense later informed us that, as a result of strengthened controls, in
ventories and allowances of heavy trucks and buses had been reduced by
over 2,400 vehicles.
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56. Central office established to administer the Pefense Standardiza
tion Program·-The Secretary of Defense was directed by the Congress in
July 1952 to develop and implement a Defense standardization program which
would (a) require the development and use of single specifications for
identical itellS, (b) reduce the number of sizes and kinds of items that are
generally similar, and (c) standardize packing and packaging rncthods. Our
reviews of the ite.-reduction phase of the program disclosed that the po
tential savings in supply management costs resulting from the elimination
of unneeded items were not being fully realized. (Department of Defense
studies show that the average annual cost to manage an item of supply is at
least $100 and perhaps substantially more.) We found that (a) progress in
the reduction of the number of items in the area of electronics has been
negligible, (b) implementation of item-reduction decisions was delayed on
an average of almost a year, and (c) items previously eliminated from the
supply system were permitted to reenter the supply system.

We proposed to the Secretary of Defense that the central management
role of the Defense standardization activity be strengthened to provide
~re effective guidance, direction, and control of the Defense-wide stan·
dardization eifort. Following a study of the problem by a Department of
Defense management group, the Office of Technical Data and Standardization
Policy was established under the Assistant Secretary of Defense (Installa
tions and Logistics) to provide centralized management and administration
of the Defense-wide program.
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STOCKPILE PROGkAM

57. Need for the Office of Emergency Planning to reduce the cordag'
fiber stockpile objectives--In a report issued in OCtober 1964 concerning
the stockpile objectives for the cordage fibers--abaca and slsal--we stated
that th~ emergence of cordage substitutes in the form of synthetic fibers
had eli mloated the Uni ted Sta tes I dependence on foreign sources of supply
for cordage fiber requirements and had obviated the need to r.ta.1o the
$79 million stockpile of cordage fibers. With respect to abaca, which is
used to manufacture rope, synthetics such as nylon, Dacron, and poly
propylene, according to industry sources, could satisfy the United States'
emergency requirement for rope. With respect to 51$a1, used mainly in
baler twine, all Office of Emergency Planning (OEP) in the Executive Office
of the President reporL stated that a synthetic product in the form of
rayoJl could serve as a satisfactory substitute. A sufficient rayon capac
ity to meet the United States' emergency requirement for baler twine al
ready exists. Strategic materials, under eXisting statutes, are stockpiled
for the purpose of decreasing and preventing, wherever possible, a c:'\nger
ous and costly dependence of the United States upon foreign nations for
supplies of materials in time of national emergency. The cost of maintain
ing the cordage fiber stockpile, including rotation to prevent deteriora
tion, exceeds $6 million annually.

We recommended that, ill view of the United States' ability to supply
its emergency cordage fiber requirements through the use of synthetics and
the high cost of mailltainiH~ the present cOt'dage fiber stockpile, about
$500,000 monthly, the Dire~tor, OEP, reduce the cordage fiber stockpile
objectives to zero and that all orderly disposition of the inventories be
initiated without disruplioll 0f normal market activities. On June 7. 1965.
OEP reduced the stockpile objectives for abaca from 100 million pounds to
50 mill iOTi pounds and for sisal from 300 million pounds to 200 million
pounds; with this partial reduction in stockpile objectives. 150 million
pounds of cordage fibers having an acqUisition cost of about $26 million
automatically became excess and available for disposal.

58. Poss ible need for the Off ice of EmergencY Plannjng to provide for
phys ica 1 les t ing 0 f tungs ten powders inventory and periodic analyses while
in storage--lll a report issued in June 1965, \1e stated that since 1952 all
purchase specificat LOllS for tungsten powders issued by the Office of Emer
gency Plallning, ill the E:xecutive Office of the President and its predeces
sor agencies had I.:onsistently reqUired that the powders pass certain chem
ical and grain-size tests before acceptance. In general. industrial users
of tungsten powders will not accept tungsten powde~s from suppliers solely
on the basis of chemical and grain-size tests but they require, in addi-
t ion J tha t the Ilklter ia 1 pass tes ts for such phys ical properties as hard
ness and transverse rupture strength.

With respect to inspection of stockpiled tungsten powders during
storage, we stated that the General Services Administration inspection
consisted of a visual observation semiannually of the exterior of the
storage conta iners and that the contents of the containers were not exam
ined or analyzed to determine if the condition of the material had changed.
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Until 1954, national stockpile specifications provided that tungsten
powder be stored in steel drums with a lid held in place by a clamp-ring
and-lock arrangement. Beginning in 1954, the specifications were changed
to require that all powder purchased be stored in sealed polyethylene bags
enclosed in air-tight galvanized steel drums and treated with an inert gas,
such as argon'., to expel the- atmosphere. Tungsten in its natural state is a
trioxide, and we have been informed that, after being upgraded to a metal
powder or carbide powder, it has a tendency to revert to its natural state
through oxidation. Our inquiries indicated that industry, in recognition
of the unstable nature of tungsten powders and their relatively high cost,
generally does not store them for periods in excess of 6 months.

About 1.1 million pounds of tungsten metal powders, nr about one third
of the tungsten powder stockpile, were acquired during 1951 and 1952 and
are still stored in steel drums without polyethylene liners.

We believe that there is a question of the extent to which the stock
pile can be relied upon in the event of an emergency. GSA has informed us
that oxidation is not a serious problem in today's. processing and that,
under the modern vacuum methods, high oxygeh content is not a matter of
particular concern. These comments are largely supported by OEP.

In commenting on our findings, OEP also stated that an industry
Gov~rnment review of specifications, covering materials scheduled for fis
cal year 1965 procurement, was under way on a priority basis and that this
review would cover all upgraded tungsten materials, including tungsten
powders. OEP stated further that, if the review indicated that physical
properties tests of tungsten powders were an additional feature of indus
trial practice, OEP would direct a revision of the purchase specifications.

Because of OEP's overall responsibility for the quality of materials
taken into and retained in the strategic stockpile, we expressed the be
lief that, if it is determined through the current industry-Government
review that the specifications should be revised to include physical prop
erties tests, OIP should give consideration to (a) performing such tests
on tungsten powders now in the stockpile to determine their suitability
and (b) revising storage specifications to require periodic analysis by
GSA of stored tungsten powders.
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59. Action taken by the Forest Service. Department of Airiculture, to
strengthen procedures and criteria for the appraisal of timber-- Our review
of selected timber appraisal activities in the Southern Region (Realon 8)
of the Forest Service. Department of Agriculture, disclosed that lumber
selling prices of low-value rough green lumber were improperly combined
with prices of dry finished lumber, the end product upon which timber ap
praisals were to be based, causing underappraisals of about $67,000. The
Forest Service agreed with our finding but adVised, that an offsettlna fac
tor of unknown amount reduced the understatement of selling values.

We recommended in our November 1964 report that the Forest Service em
phasize to regional officials the need for effective reviews to detect dis
tortions in data used in establishing appraisal guidelines and to ensure
that both the lumber-selling-price data and the cost data used in apprais
ing timber were related to the same specified timber end product.

We also found that sampling procedures were inadequate for producing
reasonable weighted averages of the lumber selling prices realized by local
mill operators. We stated that the sampling deficiency could produce un
derstated end-product selling values and cause underappraisals of timber
offered for sale, or it could produce overstated selling values and cause
overappraisals~ Although we were informed in May 1964 that sampling pro
cedures had been revised. we expressed the belief that they were inadequate
because they did not provide for a stratified sample of the various classi
fications of lumber included on mill invoices.

Accordingly, we recommended that the Chief of the Forest Service in
struct the Regional Forester, Region 8, to prescribe a statistically ac
ceptable sampling procedure for obtaining, from the invoices of mill oper
ators, lumber selling price data that will permit reasonable appraisals of
timber.

Pursuant to our proposal, the Department informed us in December 1964
that implementing ln~truction5 had been furnished Region 8. designed to
permit reasonable timber appraisals, and that, additionally. an analytical
study would be made to ascertain the best way to adequately sample lumber
invoices.

60. Action taken by the Forest Service to strengthen procedures in the
award and administration of timber sales contracts--In a report issued in
October 1964, we pointed out that a tract of timber in the California Re
gion (Region 5) was sold by the Forest Service (FS) to a sole bidder at the
appraised value of ~28.952, representing the minimum price acceptable to .
the Forest Service, under oral auction bidding procedures after rejection
of a high bid on a prior offering of the same timber because the high bid
der failed to furnish required data on his financial status. The reoffer
ing under oral auction instead of sealed-bid procedures did not provide
adequate competition and appears to have resulted in a loss of about
534,000. Also. it appeared that one of the operators who had bid on the
original offering was not solicited by FS to bid on the reoffering, FS
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instructions have been issued incorporating our proposals for correcting
these inadequacies.

We also pointed out that, in appraising certain timber to be offered
for sale in Region 5, the FS allowed a credit of $106,583 for the esti
mated cost of constructing an access road over Government-owned land to
the timber sale area. An alternate access road along a right-af-way
crossing private land could have been constructed at about $42,000 less
than the amount of the road CDst allowance used in appraising the timber.
The right-of-way was subsequently obtained from the successful bidder after
the sales contract had been entered into, but the FS failed to negotiate
with the timber operator for additional payment to the Government in rec
ognition of the cost reduction. As a result of our proposals new contract
language has been developed providing for appropriate adjustments in tim
ber payment rates if the purchaser does not construct all of the roads
specified in the timber sales contract.

61 .., Action taken by the Department of Interior on administration of
~timber disposal program--Our review disclosed certain weaknesses in the
administration of the timber disposal program of the National Park Service,
(NPS) Department of the Interior, indicating a need to strengthen manage
ment controls and review procedures.

In its program for the disposal of park timber, NPS and logging com
panies have entered into contracts which prOVide that the parks receive,
in exchange for timber removed, finished lumber or other wood products for
use in the parks. The practice of obtaining finished wood products by
means of exchange for Federal property improperly augments the funds ap
propriated by the Congress for park operations. NPS does not have specific
statutory authority for exchange contracts of this type; hence, the appro
priation available for the purchase of finished lumber should have been
charged with the equivalent purchase price of the materials received and a
similar amount deposited into the Treasury in accordance with existing
statutory prOVision.

During our review of timber disposal activities at three national
parks, we noted that NPS lacked control over the volume of timber removed
by contractors and the wood products received in exchange and that it
failed to determine whether the Government received adequate consideration
for the value of timbe~ removed. We noted also that NPS had not recognized
the Government's interest in concessioners' improvements which resulted
from NPS's prOViding the concessioner with construction materials at no
cost.

In a report issued in September 1964, we directed attention to a lack
of timely correction by NPS of previously reported administrative deficien
cies disclosed by both our Office and NPS internal auditors. We believe
that these conditions are indicative of a lack of concern on the part of
management for providing an effective mechanism for prompt correction of
these deficiencies.
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The Department has advised us that specific corrective action has been
or is being taken or considered in line with our proposals, and, as part of
our continuing review of NPS, we plan to evaluate the effectiveness of
these actions.

62. Need for improved criteria for determining when lumber by-product
values should be included in timber appraisals being studied by the Forest
Service--Our review of selected timber appraisal activities in the South
ern Region (Region 8) of the Forest Service, Department of Agriculture,
disclosed that Federal timber offered for sale at certain locations in the
Ouachita National Forest in Region 8 was underappraised by about $260,000
during fiscal year lq62 and the first quarter of fiscal year 1963 because
FS, in computing the appraised value of the timber, did not give appro
priate consideration to the value of wood chips, a by-product of lumber
production.

We brought this matter to the attention of the Regional Forester, Re
gion 8, and the value of wood chi.ps was subsequently included in timber
appraisals for the locations mentioned above. The appraisal guidelines,
however, were not revised to provide adequate criteria for determining
when a market area should be considered as one where chipping facilities
represent a strong competitive factor.

We recommended in a report issued in November 1964, that FS instruct
Region 8 to develop appropriate criteria for determining the circumstances
lmder which the production and sale of lumber by-products constitute a
generally es tab 1 i shed loca I indus try practice warranting recogni tion of the
value of the by-products in appraising national forest timber.

The Department informed us in December 1964 that a country-wide re
view of Regional procedures was being made by FS to determine the best
procedures to use for reflecting the values of by-products such as wood
chips and that Region 8 procedures would be improved and clarified as a part
of that review.

63. Need for th~ e:Habl ishment by the Forest Service of improved cri
teria for determining loggi ng cost allowances in tlmber_ appraisals--Our
review of selected timber appraisal activities in the Southern Region (Re
gion 8) of the I·'orest Service, Department of Agriculture, disclosed that
appraisal gUidelines furnished Region 8 timber appraisers for use at two
National Forests did Ilot contaill sufficient information (1) to guide the
appraisers in establishing logging cost allowances which reasonably re
flected the variabl~ logging conditions existing in each sale area and
(2) to provide FS reviewers of appraisals with an adequate basis for eval
uating the reasonableness of the allowances computed by timber appraisers.

We recommended in our November If'J64 report that the Chief of the For
est Service require the Regional Forester, Region 8, to furnish timber ap
praisers with detailed information that would (1) describe the variable
conditions which affect the amount to be allowed for logging costs,
(2) identi.fy the average costs or range of costs fot' each logging function
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which would be affected by variations from the aver~~e conditions, and
(3) show the extent to which variations in logging conditions could be ex
pected to affect the cost of each of the different logging functions. We
recommeHded also that the Chief provide for adequate documentation of tim
ber appraisal allowance determinations and for effective supervisory re
view of such determinations.

The Chief of the Forest Service agreed that criteria for the estab
lishment of logging cost allowance would improve the appraisal process but
stated that establishment of the criteria would involve certain difficul
ties. We noted that, while the development of such criteria would involve
certain difficulties, it appeared that, under procedures prevailing at the
time of our review, each appraiser was required by forest office guide
lines to take into consideration local logging conditions in spite of the
difficulties apparently involved.

64. Need for fostering competitive conditions on sales of public tim
ber in certain areas to be studied by ~he Forest Service and the Bureau of
Land Hanagement-~r review in the Pacific Northwest of bidding practices
employed in the sale of Federal timber by the Forest Setvice. Department of
Agriculture, and the Bureau of Land Management, Department of the Interior,
disclosed instances where the use of oral auction bidding did not appear to
provi4e the Government with reasonable assurance that timber was being
sold at competitive prices.

We found that, in an FS national forest and in a Bureau of Land Man
agement area where Federal timber was offered for sale at minimum ap
pra:sed values totaling $3 million, little competitive response for the
purchase of the timber was elicited under oral auction procedures. As a
result, much of the timber offered for sale was sold to sole bidders at or
near the agencies' minimum acceptable price (appraised value), despite the
existence of a number of potential purchasers and an apparent need by pro
ducers of timber products for the available timber. For certain other sale
offerings, the bids received, which were significantl~' higher than the ap
praised values, appeared to be the result of efforts to prevent the award
of a sale contract to a particular operator or operators,

In a report issued in February 1965, we recommended that the Secre
tary of Agriculture and the Secretary of the Interior arrange for FS and
the Bureau of Land Management to use sealed bidding in their respective
timber management areas where situations such as those noted by us exist.
with the objective of fostering competitive sale conditions and thus ob
taining for the Government reasonable, competitive p~ices for the public
timber.

In May 1965 we were informed by an Assistant Secretary in the Depart
ment of the Interior that the Bureau of Land Nanagement intended to use
sealed bidding procedures in selected areas on a trial basis, for approx
imately 10 percent of the sales on a random selection basis, to obtain
data for comparison with the results obtained under oral bidding
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procedures. Also, the Secretary of Agriculture inforilled US. 'id, jWie"f965, .•
> ~-: c-·""'J'"~' ~-.,.V~~·;· .

that the use of sea led versus oral bidding """I'd l>e .tud~,ed·' I?Yf,~~"'.,,r.~t,;_'

Service and tha t such adjustments in their bidding prQCedUr.es_~"a~1-~Ii,t'\r)~, ~

formation warranted \~ould be made. -\,



65. Savings to result from furnishing motor vehicles to defense con
tractors under certain circumstances--Contracts awarded by the Air Force for
the assembly And checkout operations at MINUTEMAN missile launch sites pro
vided that passenger-carrying and general-purpose vehicles, needed by the
contractor because of the wide dispersal of the launch sites, would be
leased by the contractor rather than purchased by the Government. We esti
mated, as stated in our report issued in OCtober 1964, that this arrange
ment would increase cost to the Govern~nt by about S1,852,OOO for the
1,634 vehicles which the contractor estimated would be required. The in
creased cost is attributable principally to the fact that the rentals are
based on purchase prices of vehicles which are substantially higher than
those of vehicles available to the Government through the General Services
Administration.

We recommended (a) that the Secretary of Defense initiate appropriate
action to provide that, where substantial numbers of motor vehicles are re
quired for use by contractor personnel on major projects and where the con
tractor does not possess and normally use such transportation capability,
the vehicles be acquired through direct purchase by the Government and be
furnished to the contractor for use in performing the projects, (b) that
existing regulations pertaining to the operation and maintenance of Govern
ment vehicles be modified to the extent necessary to enable contractors to
meet the exigencies and special needs of such projects, and (c) that, upon
completion of a contractor's work on a major project. those Government
furnished vehicles suitable for retention be used to replace uneconomically
reparable vehicles included in inventories of the Government and that vehi
cles not required for replacement be disposed of in accordance with estab
lished procedures. On February 20, 1965, ~he Department of Defense issued
instructions to the military departments which were substantially in ac
cordaace with OUT recommendations.

66. Costs for registration. titling. and inspection of Goyernment
owned motor vehicles based in Washington. D.C .. could be avoided--Our re
view of the required registration, titling, and inspection of approximately
5,800 Government-owned motor vehicles based in Washington, D.C .• disclosed
that savings of as much as $78,000 annually could be attained by the Fed
eral Government and the District of Columbia if these requirements were
eliminated from the Dis~rict of Columbia Code.

In our opinion, under current Government vehicle identification, con
trol. maintenance, and inspection standards, the application of these Code
requirements to Government-owned vehicles is nQ longer necessary. Accord
ingly, we requested ·the General Services Administration, the Post Office
Department, and the District of Columbia Government to comment on the ad
visability of seeking legislation amending title 40 of the District of
Columbia Code to exempt vehicles owned by the Federal Government and by the
District of Columbia from the application of the above-cited requirements.

GSA and POD concurred in our proposal. The President of the Board of
Commissioners, District of Columbia, concurred in our proposal with respect
to the requirements for registration and titling. However, he did not
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concur in that portion of our proposal relating to the requirement for an
nual inspection. He stated that he would object to the relaxation of any
traffic safety standards because of the rising traffic death toll in the
District of Columbia.

Vehicle inspections to determine the adequacy of vehicle aaintenance
are the responsibility of the agencies or departments owning and operating
the vehicles. Hovever, because of a 26-percent rejection rate in the in
spection of Government-owned vehicles there may be reason for continuing
the Department of Motor Vehicle inspections on 8n interim basis until such
time as the rejection rate for Government-owned vehicles decreases to a
point that is more acceptable.

In our report issued in March 1965, we recommended that ~ Congress
consider enacting legislation amending title 40 of the OistT of Coluabia
Code to exempt vehicles owned by the Federal Government and by the District
of Columbia from the requirements for registration, titling, and inspection.
Such legislation could prOVide, if deemed appropriate. that the District of
Columbia continue its inspections of Government-owned vehicles until such
time as the rejection rate for such vehicles decreases to a point that is
acceptable to the Board of Commissioners.

67. Need for Soil Conservation Service to take advant.,e of sayioas
available by replacing sedan delivery vehicles with pickup trucks--Our re
view of the type of motor vehicles used by the Soil Conservation Service
(SCS), Department of Agriculture. disclosed that pickup trucks. instead of
sedan delivery vehicles, could generally be utilized effectively in the
agency's operations at significant savings to the Government. We estimated
that future purchases of pickup trucks as replacements for the sedan deliv
ery vehicles in the SCS fleet at June 30, 1964, could result in savings to
the Government of as much as $870,000 over the average life of the replace
ment vehicles with additional savings of up to $125,000 in future interest
costs to the Treasury resulting from the suggested economies.

Although SCS had made some reductions in the number of sedan delivery
vehicles maintained in its fleet, it still had a total of 2,294 sedan de
livery vehicles on hand at June 3D, 1964. The Administrator, SCS, informed
us in November 1964 that the minimum present need' of the agency for sedan
deliveries was about 1,200 vehicles, primarily because they were safer and
more comfortable for long trips on paved high-speed highways. had lower op
erating costs in particular States, and had certain operating advantages.
While a reduction of about 1,100 sedan delivery vehicles would, in itself,
result in estimated savings to the Government of about $415.000 over the
life of the replacement vehicles, exclusive of savings in interest costs to
the Treasury, the specific reasons advanced by the Administ~ator for re
tention of the remaining 1,200 sedan delivery vehicles did not, in our
opinion, justify the retention and use of such a large number of these
vehicles.

We recommended, in an April 1965 report, that the Secretary of Agri
culture require the Administrator, SCS, to issue a directive to all the
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agency's State offices requiring these offices to discontinue the purchase
of sedan delivery vehicles, except where specifically justified, and to re
place them in the agency's fleet, at the end of their useful life, with
pickup trucks. We also recommended that the Secretary require the Adminis
trator to make periodic comparisons of the total costs of operating the
different types of vehicles utilized by SCS, giving due consideration to
the capabilities of the various types of vehicles to perform similar func
tions, so as to achieve maximum economies in vehicle management consistent
with the agency's operating needs. As of June 1965 no action had been
taken on our recommendations.
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69. Actio taken to r se
cess aircraft parts by the Utilization
vi~e~ Ad~inistt'ation--Ina report issued iir<~~~t;;~?~t'i1!.~:t~ti~~~~
Ut,ltzat,on and Disposal. Service Office (UDS) it'. t~.~)'1.~';".J~~l)1.lL£
fi:e of the General SerVices ~ministratlon ~~~!~~~;~~~~~~~9P~~:$_
taw air~raft spare parts cost,ng about $1.4 ...~\l"i.~!',.,. ~~t~.t.li;~~'!'!"~t
determinwg whether the excess parts were. re·qul.reiliJ)X~..c)'tMr?"eCl.r.l!Jf.1! ""..,' ~.. " ;,-, ..... ""i......\<",····_'.,·;,·,·.~,,;f;·I'Ij,<,"'.>P".1"',.,- .f:'<!.'''''',~

cies. Our review disclosed that, at the. t,l~;i :~~~-,~_J~-~:~~:f,iEif!~~"it;~i;f~!t~:0:~~:e~>~. .
at two public sales, a requirement existej!, 111 t~..~_!)!~t"~~,,!lFJ':9~~A~~¥:-~l~~@:!'11.;?jJ'\.:~:
Force for certain items of the excess pr~pe~-ty- c:~s-t~.!.'I.i.t:~~~~~iP92:·~f.f~r\\'~,{':'<~.
Proceeds from the sale of the $71,000 worth of. ~~,~~~~~!!~~iSt-~~!:~--1'i<~t~:3/
about. $9,700. Therefore, to the extent ehat tne, Alr{~~~~~!~~~~~~l' >t~~Ji/::
purchase these items, the Gove~nment incurr.e~· un~.!~->~~~~n'j-~.~~~~c~M ,,~ll\'
~oted tha~ other Federal agenc~es had needs for cerotain a_f' t~f:!,~~~,~~ _,;(~:~,~,
~tems dur~ng and after the sales. "~r"""":~~6>' '_,c,

,'" '-"',,

GSA canceled a planned third public sale of ~ddit~~~~ ~~t~J;~t~~i(~r.~j~
~art~ ~osting about $344,000 when it vas deter.ml:n.e~h> 9.~-l.~~~:~~a~~fj~';
~nqu~r~es, that the Air Force had a need for cet;.t~i,pl~.~~L~~~b~~~.!_1JJ·~,1:~
costing about $94,000. We also found that, at the, tiiel1of,~$tie1ttliira~s.le~,
the Department of the Navy needed about 521 ,000 W()_~i1i\i'f%iJiiaTu~~.::st~EL..

• .:-,..•-',-,', ,"'~ ~~'-'~;-"~":'''''~, ......."-!...-,,< -:.erty to be sold. .- 1: __ ·';:"fi':N>~,\';:':"-~:7' ;~"'::/"
" " ' ''- ", , .

GSA regulations required the property to
by the Area Utilization Officers who depended
in carrying out these functions.

In response to our pro~sals, G~ r:~:v.1.~:~' ~t~ ~:-~,~~l~¥~~t!~}.~~~~$~~>to
require that material of th,s type be r"pqr,t'ed, to GS~ f.j'lt'f,9~h~l"~li~'1i.l)g
inc lud ing, where appropria te', ref'eE:ral. of r".ep~,I;,t;~~eq~,J.~!!r:;t~,;,~~~)":'~~\~~,1:,~l.
agencies. Furthermore, we weJ"e advised that alL~~g!oJ)a.J;i~J~·i·~I!!(-"!t,~,,~.r~

structed to be certain in all cases to und..r~.,~,f~l:l"uHWi¥~>tJt~~j;f;o<:J:s
w~th respect to noncombat aircraft parts, C9mpp~..... t=s·, and"-~~J!t~n~'·
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70. Acti()f1,_~~'~~~-~I11D~~ve,thecapabiliti~s o~ a European coun~rx to
uti-~i~e:ll1i,!!~arr'!!_~~P"!Il~"!\1~Ilisli~d:~y,,the, Unfted States-- In our examina
ticmi,cif- ;Ul~:>~~J'i::~];~:'.t\S_fli~t:ClnCE!'J>~ogram (MAP)- for a Europeall country, we
found that th<;,~P!'rtment of' l)efense (DOD) had delivered about $19 million
worth, of military equipment which the country's army did not effectively
absorb, malht.ain•. and utilize. In addition, we found that the United
States- ha~ negqtiated an· extension of the Defense agreement with this
country-.

This agreement permitted continued United States presence in this
country and committed the United States to deliVer all military assis
tance previously programmed and to provide additional military assistance.
Under this agreement. approximately $46 million worth of previously pro
grammed military equipment will be delivered notwithstanding the country's
inability to effectively utilize such equipment.

In view of the commitment made to the country for United States use
of certain facilities; it appears that little could be done to control
delivery of the equipment to the country in accordance with sound military
logistical concepts. We did believe. however. that much could be done to
improve the capabilities of the country's military forces to effectively
absorb, maintain, and utilize the equipment furnished to them under MAP
and made appropriate recommendation to this effect. We recommended that
the Military Assistance Advisory Group (MAAG) make further efforts to as
sist the country's army in improving its capability to adequately absorb,
maintain, and utilize MAP-furnished equipment and that HAAG take steps
(a) to see that an operationally effective field maintenance capability is
Jeveloped by the country's army. (b) to eliminate the current shortages of
trained mechanics and vehicle operators and initiate action to hav~ a suf
ficient quantity of such personnel adequately trained, and (c) to eXPedite
the translation of MAP-furnished maintenance publications and to ensure
that they are placed into the hands of the country's army technicians who
must repair and maintain the equipment. DOD agreed with our findings and
recommendations and informed us of actions taken or to be taken to assist
the country's military forces in this respect.

71. Action taken to consider the use under the Military Assistance
Program of available United States reserve fleet ships in lieu of con
structing new ships--Our review of the furnishing of two new patrol frig
ates to a Near East country under the Military Assistance Program dis
closed that Department of Defense officials had failed to give adequate
consideration to the utilization of available reserve fleet destroyer es
corts which would have resulted in a saving of about $3.6 million. The
two new patrol frigates were constructed at a cost of about $7.4 million;
whereas, the requirements of the country could have been met by utilizing
available reserve fleet destroyer escorts at an estimated cost of ahout
$3.8 million for their activation, overhaul, and modernization. Adequate
consideration was not given to the use of reserve fleet destroyer escorts
because responsible officials were reluctant to request the congressional
approval required for their transfer to a foreign nation ap~ because cost
data used in evaluating the advantages of furnishing new ~atrol frigates
was unrealistic.
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In our report dated February 3, 1965, we reco~nded that in the fu
ture the Secretary of Defense give adequate consideration to the use of
available United States reserve fleet ships in fulfilling requirements for
naval shi.ps under MAP. On April 13, 1965, DOD advised us that the Depart
ment of the Navy had been requested to review all items of new ship con
struction in current and future MAPs and to advise DOD, after analysis,
of requirements, costs, and availability of those items which the Depart
ment of the Navy considers should be provided through the use of reserve
fleet ships.

72. New procedures instituted under the Hilltary Assis-tanc-e Pro"gram to
require continuing reevaluation and revision of c.-onstruction proh~c't-s--Our

review of a Military Assistance Program construction project in a -Near
East country disclosed that funds amounting to $8.4 million were, for the
most part, wasted in construction of a storage depot. The depot, which
was completed in January 1960, has had only negligible use, and present
plans call for dismantling and relocating many of its storage facilities.
We believed t"\at the facts available when construction was started in 1958
indicated clearly that the depot was not needed or wanted by the reci~ient

country t 5 army.

United States officials responsible for MAP proceeded with the con
struction of the depot in 1958 despite prior knowledge of changes which
had obviated the need for the depot in the initially selected area.

We advised the Secretary of Defense of our opinion that management
shortcomings had existed throughout the history of this project from the
inception of its planning, through the ensuing programming and construc
tion phases, to its completion. We proposed that procedures be instituted
to require that continuing reevaluation and necessary revision of all
planned, programmed, and initiated MAP construction projects in foreign
countries be made to insure that each project is justified, consistent
with the extent to which the recipient country is capable and willing to
effectively maintain and use the facility after completion and the extent
to which the project effectively furthers the United States objectives in
the recipient country. We also proposed that procedures be instituted to
require that such responsive management actions be taken by responsible
military assistance advisory groups. as well as by their higher and/or
unified commands, as are dictated by changing int.erm~tional and national
political sit.uations affecting the recipient countries.

The Departmen~ of Defense advised us on November 24. 1964, that new
procedures had been instituted to require that continuing reevaluation and
necessary revision be made of each planned. programmed, and initiated MAP
construction project.

73. Review to be made by the Post Office Department of unused maii
flo system eguipment--In a report issued in February 1965 on o~r review of
the utilization of the mail-flo system equipment installed at the Post Of
fice Department's Chicago Post Office between 1959 and 1961, we noted that
several large segments of the system, costing about $558.000, were never
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I.1s.ed or were uSed for only a few days after installation. The mail-flo
system is comprised of a network of conveyors which transport mail to,
through, and- from the various ma!.l processing centers i.n a post office.

Host of the mail-flo system equipment at the Chicago Post Office· was
pu:t too. use, but no action was taken to either modify or dispose of several
l~~g~ segments of the system which were found to be unusable. In addition,
we Ql)s~rved that· segments of the mail-flo system equipmant at the Washing
ton, D.C., and Denver post offices were not being used. Accordingly, we
proposed that the Postmaster General direct a reevaluation of the unused
s-egmer:'lts at the Chicago Post Office to determine whether they can be mod
ifted or used at other post offices or whether disposal action will be the
most practical and economical solution. We also proposed that the Post
maste.r General have appropriate officials determine the extent to which
mail-flo equipment is unused at other postal facilities ond apply the same
procedures with respect to such equipment.

In November 1964. commenting on our proposals. the Postmaster General
advised us that an intradepartmental cOlnmittee has been established to
study all mail-flo installations, including the Chicago Post Office, in
order to determine the precise nature and extent of any corrective action
needed. In our future reviews of POD activities, we plan to review the
adequacy of actions taken as a result of the studies by the intradepart
mental committee.

74. Costs could be reduced throu2.h greater emphasis by military de
partments on alternative uses of excess stocks--The supply systems of the
military departments generate a large volume of excess stocks in a broad
range of categories of supply items. Unless alternative uses can be found
for such stocks,. they are ultimately disposed of at a fraction of original
cost. Therefore, it is essential to explore all possibilities of alterna
tive use. Excess spare parts and components frequently are needed by con
tractors engaged in production of equipment for the military departments.
Transfers of the excess stocks to meet such requirements reduce expendi
tures for new procurement and ensure fullest utilization of the available
stocks. Excess stocks can also be used. in many instances, as acceptable
substitutes for other needed items of supply, or they Can be adapted at
relatively little cost to serve as acceptable substitutes.

We found that the military departments were not taking full advantage
of the available opportunities to make economical use of excess stocks.
During the fiscal year 1965, we issued six reports on these findings.
The more significant' of our reports presented findings that (a) the Air
Force: could have transferred excess radar system components for use in pro
duction of new aircraft and avoided procurement of about $2,075,000 ~rorth

of new radar system components (report issued in Decelnber 1964), (b) the
Army could have transferred excess spare automotive par.ts for use in pro
duction of new trucks and realized saVings which would have exceeded by
about $682,000 the proceeds recei.ved from the sale of the excess parts
(report issued in May 1965), and (Cl the Defem;e Supply Agency procured
about $700,000 worth of 6 J OOO-pound trailers while excess stocks of
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4,OOO-pound trailers, which could have been used as acceptable substitutes.
were being disposed of (report issued in April 1965).

The military departments and the Defense Supply Agency took certain
corrective actions with respect to the deficiencies we brought to ~~:i~ at
tention. We believed, however, that the problem was Defense-wide in n~

ture. The Department of Defense agreed and undertook a study to de",.l:s.
methods and procedures for increasing alternative USes of excess supplies.
We made a number of suggestions to the Department of Defense for its con
sideration in the st'ldy.

75. Need for additional positive steps by the Agency for IntcFoat\ona1
Development to achievt~ effective utilization of excess Droperty Int~fa'for'"

eig" assistance program--Our examination into the utilization of excess
property by the Agency for International Development (AID) shovell'that, in
five aid-receiving countries, United States-financed property p~rcha~es

and planned purchases estimated at $2,840.000 could have been avoi~~~ and
that additional purchases and planned purchases estimated at $660,000
probably could have been avoided if eXCeSS property already Olmed by AID
or available from other Federal agencies had been substituted th~refor.

In certain cases, AID was financing the procurement of new equipment while
the military departments and other Federal agencies were selliQg or other
wise disposing of excess stocks of the same or similar type items.

Our examination covered only 5 of the approximately 85 aid~~eceiving

countries. In those five countries, we covered a limited number but a
wide variety of United States-financed activities, and we screened only a
small percentage of the total available excess property. Accordingly, we
estimated that the unnecessary procurements which we identified repre
sented only a fraction of the total purchases which could have been avoided
through the use of excess property already owned by AID or available from
other Federal agencies.

Although the Agency has agreed to take certain corrective actions
with regard to the effective utilization of eXCess property, we believe
there is a need for a written certification from responsible indiViduals
that, for each purchase of new property, either no suitable excess prop
erty was available or available excess property was not used for a stated
reason.

76. Need to maXlffilze use of surplus airicultural conunodities in lieu
of dollar assistance--In a report to the Congress on our review of certain
aspects of the foreign assistance program to a foreign country, we, noted
that dollar grants made to the country during 1961 as part of the United
States economic assistance program to that country had enabled the country
to procure substantial quantities of wheat from a competitor of the United
States at a time when the United States had large stocks of surplus wheat
available for disposal. This situation occurred because the Agency for
International Development and the Department of State did not exercise
controls to ensure that the cash grants would be used by the country to
import commodities from the United States and because these agencies were
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!,>q-6"'''!Jiic'UVe. in ~~ac1}ing an agreemerit wrth the country that maximum uti
lizat'ian' woUld be. made- of availal:ile United States surplus agricultural
coriaOci{ties, .

AID advised ·us. -In a. letter dated August 10, 1964•. that it believed
that it hall in, fae.t- "'Xi",bed the use of surplus agricultural commodities
~n<i"r Pubi'r:!,i;~;' 4~O i~ heu of other forms of aid. the Agency pointed
OUt that theUntte~:si~tes was already providing the country with all the
w~a:t. it c~ld' absorb beyond the' amount it was required to purchase from
thirdc09ntrie~. the requirement for such third-country purchases. called
usual m.a~Ite,ungs. was establlshed u'lder the terms of a title I. Public
La,,- 4l!9. sales llgri>emo!nt. signed in Septe",ber 1960. This section of the
taw is' 'des llP:\ed to'erotect airlcult~ralmarkets of exporting countries
from the PQ.sihl~ adVerse effects- of sales of surplus agricultural commod
ities by the United States. the Department of Agriculture took a similar
position in its letter to us dated June 18, 1964.

AID pointed out also that the country was not restricted in its use
of the cash grants to f fnancing imports from only the United States be
cause of overriding political considerations.

~ review disclosed. however. that the country's usual marketing
require..mts for third-country ~chases. established under the September
1960 agreement. were unrealistically high and that, as a result. United
States cash grants had ena~led the country to purcnase wheat from a com
petitor of the United States in fiscal years 1961 and 1962 in quantities
considerably in excess of the quantities which would be justified on the
basis of normal historical purchases.

We re~ommended that the Secretary of State and the Administrator.
AID, consult with the Secretary of Agriculture in all instances in which
dollar grants are made to foreign countries, to ensure that maximum use
is being made of surplus agricultural com.odities to meet recipient coun
tries' requirements in lieu of making cash grants. Such consultation
should include full consideration of existing Public Law 480 sales agree
ments, to determine whether such agreements can be amended to provide
needed commodities from United States agricultural surplus.

77. Need for continuing 5ury«illance of the Interservice Supply Sup
port Program to ensure maxig,m coordination amon, the military depart
ID@nts--The Department of Defense has established an Interservice Supply
Support Program and has, also.eetablished procedures to prOVide inter
service utilization of supplies. However, our reviews continued to dis
close instances where material in long supply in one military department
was not used to meet requirements of another military department. These
instances either resulted or would have resulted in unnecessary procure
ment. During the fiscal year 1965, we iSSued five reports on such find
ings. When we brought these instances to the attention of the Department
of Defense, action was taken to transfer the material from the military
departments in long supply to the departments haVing need of the material.
For example, about $882,000 worth of electronic equipment was transferred
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to the Army from the other services (report issued in August 1964); about
$209.000 worth of aeronautical inseruments was trapsf~rred ~o ,~~. N~vy

from the Air Force (report issued in August 1964); and about $441,oo~.

worth of jet engine parts was transferred to the Air Force from ~he Navy
(report issued in April 1965). In the latter report we pornted~~~~t
the Air Force required about $916,000 worth of the jet enainep~~~~-~!l~

of which could have been transferred from excess stocks of' the ~a~"-~~
the Air Force had already procured about $475,000 worth of the parts from
commercial sources prior to our review.

The Department of Defense concurred in OUr recommendation that the
internal audit staffs of the military departments be- required, as ~ p.rt
of their reviews of the Interservice Supply SUpport Program. to e~ine

closely any instances in which interservice coordination has been inef-
fective so that faulty procedures may be corrected. .

78. Need for reconsideration by the U.s. Qoast Guard of replae'rnent
plans for high-endurance vessels--Our review of the United S~.te& ¢~a~t

Guard's plans for replacing 22 high-endurance vessels assigAed to t~
Eastern Area has shown that the stated requirements can be, r~d~ce~,. ~hereby

saVing about $55,000,000 in construction costs and about $3.800,000 annu
ally in vessel operating costs. The belief that the requirements for
high-endurance vessels are overstated is based on our review of oper~tlng

experience of the present fleet of high-endurance vessels in the Eastern
Area during fiscal years 1961-63. The COast Guard did not consider actual
operational data in developing its replacement plans.

Our analysis indicated that, on the basis of COast Guard. criteria
relating to vessel capabilities and operating time, the work perfor~d

during fiscal years 1961-63 by the high-endurance vessels assigned to the
Eastern Area could be effectively performed by 17 high-eodurance vessels
and 4 new medium-endurance vessels. This reduction in requirements could
be accomplished if the Coast Guard increased the utilization of high
endurance vessels to more nearly approximate its maximum annual usage
standard of 180 days and diverted those duties which do not require ves
sels with high-endurance capabilities to the new medium-endurance vessels.

The Commandant of the COast Guard stated that .he COast Guard be
lieved that its vessel replacement plan representee an acceptable balance
between economic considerations and operating requirements. In view of
the substantial saVings that can be realized, however, we recommended, in
a report issued in January 1965, that the Commandant of the Coast Guard
reexamine the planned replacement program for the high-endurance vessels
in the Eastern Area and consider reducing proposed acquisitions so that
they conform more closely to needs, as indicated by actual vessel utiliza
tion data and current operating standards.
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79. Need- fO~ closer surv@ill.nCe by the Army of the readiness cbndi
tip" Of esNipment. ,SalIfied to COmbAt units-Since February 1962-'\,e have
subcait'ted·-~o~-~he'COngress a ntimber o'r report-s on our continuing reviews of
maintenan~e of equipment assigned to various high-priority combat units of
the Army at overseas locations and in the continental United States. The
reviews cover~d- e~lpment essen~~al to performance of the missions of the
combat units involved and included such items as combat vehicles (tanks,
self-pr<!p~ll.edguns,pe'rsonnel carriers), combat-support vehicles, commu
nicatlon ~nd:e1ectronlc eqUipment, aircraft, and air-defense equipment.
We found. instances where the equipment was not being properly maintained
and essential eCf\1ipment was ui1serviceable·" In some of these instances,
it h.d been recognized that ti~ equipment was in need of repair and main
tertan~e but that the necessary work was not performed on a timely basis
and large backlogs of work had accumulated. In other instances the need
for repair and maintenance had not been r~cognized and the necessary work
had not been scheduled to be perfol'llled. Physical inspections of "service
able" equipment disclosed that the combat units considered equipment to be
in serviceable condition when, in fact, it had numerous defects. These
physical inspections were .ade by technically qualified Army inspectors
under our observation.

The position of the Arm, in response to our reports on these reviews
has generally been the (a) agreement that the equipment we reviewed had
not been maintained as well as it should have been, (b) disagreement that
the defects in the equipment had the serious adverse effects, which we im
puted, on the serviceability of the equipment and the combat readiness of
the units, and (c) belief that actions of the Armr, already taken or
planned, will improve management and control over maintenance operations
and correct the deficiencies we reported. We do not believe that we have
overstated the maintenance problem confronting the Armr, and, while the
Army has taken commendable action to correct the situation, much remains
to be done. With respect to the seriousness of the deficiencies we re
ported, it should be noted that our evaluations of the physical condition
of the equipment were made with the technical assistance of qualified
Army personnel.

In response to our reports, the Army Chief of Staff established a
Special Board of Inquiry to investigate the readiness condition of equip
ment in selected Army units and to make such recommendations for correc
tive action as the Board deems appropriate. The report of the Board,
submitted to the Army Chief of Staff in September 1964, generally con
firmed what we had previously reported. In its recommendations for cor
rective action, the· Board placed emphasis on a system of recordkeeping
and reporting which would provide, to appropriate levels of command, real
istic and informativePreports on the readiness condition of equipment.
The Army has installed a new readiness reporting system which appears to
be an important step forward.

In January 1965 the Preparedness Investigating Subcommittee of the
Senate Committee on Armed Services directed its staff to make an
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extensive investigation and study of the equipment and materiel. re.dina~s

status of the Army. We assisted and cooperated with the st~F~ 1~ t~

study. In May and June 1965, the Subcommittee held hearinas, on the re
sults of the study.

80. Need for the Coast Guard to reconsider the need for rehabili
tating and modernizing six high-endurance vessels duriog fiscal years
1966-69--We believe that the Coast Guard should reconsider tHe need'for
rehabilitating and modernizing six of its high-endurance ves~el~, at a
cost of about $15,600,000. If the replacement requirements for high
endurance vessels in the Eastern Area were reduced and if four new
medium-endurance vessels were substituted for the same number of high
endurance vessels, as proposed in our report issued 1n January 1965, the
resultant savings would enable the Coast Guard to accelerate the replace
ment of high-endurance vessels and possibly eliminate the need for the
rehabilitation and modernization program which was predicate¢ upQ~. an ex
tended replacement schedule.

The Commandant of the Coast Guard, in commenting on this findl~,

indicated that the vessel rehabilitation and modernization P~.~~ is
worthwhile because, at the present rate of funding, the vesael replace
ment plan cannot be completed by 1974, We recognize that f.Urtller delays
in funding for vessel replacements may eventually require impl~ntation

of a vessel rehabilitation and modernization program. The current fund
ing, however, has delayed the procurement of only two high-endurance v~s

sels in the Coast Guard's replacement program. In view of the fea~lbl1

ity of reducing the planned procurement of high-endurance vessels by
five, as demonstrated in our report, we believe that the delay in funding
is not now an appropriate reason for initiating the vessel rehabili',ta~

tion and modernization program. We recommended, therefore, that the, Com
mandant of the Coast Guard reconsider the need for rehabilitating ~nd

modernizing six high-endurance vessels during fiscal years 1966-69.

81. Need for congressional review of proposed r,pair prgjee.fI, .esti
mated to cost significant arnounts--The military departments ate i,quired
to justify to the Congress, in military construction programs". those con
struction projects (other than those included in the minor construction
category) costing as little as $10,000. They can, however~ ~mbark on
repair projects costing millions of dollars without disclosure. to the
Congress. We found, for example, that a broad interpretation bf the Sec
retary of Defense of the work constituting airfield pavement repair. not
requiring congressional review, enabled the Air Force to overlay an air
field parking apron at a cost of $1.6 million without specific'disclo
sure to the Congress. In a report issued in July 1964, we stated that the
work performed was more in the nature of a complete reconstructton rather
than a repair. We have generally found that in classifying borderline
projects the decision had been made to categorize them as repairs rather
than construction, thereby avoiding the requirement for congressiorial r~

view. We recommended, therefore, that the Congress consider enacting
legislation to provide for congressional approval of repair projects
costing in excess of a specified amount.



. .... _ _ - ,"r
,,2~;~.NHif<f9t,-tbc Federal Housing M-inistration to make more- timely

repat1".Of¥)lsqyiied~properties~~urreview disclosed that the failure of
the~·'e~i~\~~~~~ngt~~lnistr.ation(~), Housing and Home Finance Agency,
no~ Qep~i~~ri~of H9using' and Urban Development, to make timely repairs
on a50~~ 810.Pc~~r~ies, which, it had acquired in Wichita, Kansas,
thro~gh forecl~~S4~e ~r assignment and had held for an average of 3 years,
h~d a;<!Ven,e.ll" ~f('l~te,d' the sale of the houses and had reduced the oppor
tunity, f"r"say(hgs, in tl:>e cost of holding these properties. These costs,
~~h ~s~ t4i!:a.l- e__sta~e taxes-,. lot.erest. and management fees, had amounted to
aliC!ut :$h8,"IIlHUon by June 1964. The general deteriorated Condition of
th~~e\·p~op."rties I)ad r\lsulted in the lowering of hous.ing standards and
had C;!!r.t~i.\\#te!l to neighborhood blight. Our review disclosed further that
the C:os,t' of :t:epairtng 268 of these properties to make them suitable for
renta.l.",,,sabout $105,000 greater tl)an the cost estimated ~or repairing
th,,,,",' at tl)e tinoe th!!)' were acquired, including the cost estimated for
mainta,ining them in a repaired condition until June 1964.

HAlrt.,Ii,'!i!'NR'\ AND OVERHAUL (continued)
<

The agen~y agreed that there were some deficiencies with respect to
the property disposition program in Kansas. It contended, hovever, that
several factors, some of which- were beyond its ability to anticipate or
control, contri_Duted to the deficiencies. These included the tremendous
increases in the property disposition workload 1i!hich began in 1960 and
the necessity for considerable reorientation and reorganization of the
property manag_nt and disposi'tion activities of the agency. The agency
also. advised us that corrective action was being taken in Wichita.

Our surveys of the condition of the agency's acquired properties in
other cities showed that the situation described in our report existed
elsewhere, in varying degrees. In view of the increasing number of prop
erties being acquired by FHA and the agancy's responsibility for promoting
impro"ement in hous~ng, conditions and standards, we reconunended, in a re
port issued in June 1965, that the Commissioner establish effective Con
trol procedures which would require the Assistant Commissioner for Prop
erty Disposition and the directors of the ensuring offices to take aggres
sive action to repair acquired properties in accordance with FHA's basic
repair policies.

83. Need- for the Virgin Islands Corporation to authori2e only the ex
penditures reqUired for nOrmal operation and maintenance of properties--In
a report issued in Hay 1965, we stated that the President of the Virgin
Islands Corporation (VIC) was planning to use funds derived from the man
agement of certain naval properties for the Department of the Navy and
aggregating about $257,000 at June 30, 1964, to make extensive improve
ments and repairs to these properties. We believed that these expenditures
were unwarranted because action had been taken to transfer these prop
erties to the insular government.

In its comments, the Department of the Interior advised us of its
understanding that it is the purpose and policy of the Congress to assist
in the development of civil aviation because it is of national as well as
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local benefit and stated that as long as the airpo~t is a ~es~n~i~i~ity

of VIC it should be maintained in a condition suitab).e f ..~ ~se. ~ll.~ec

ognize that the ai~po~t p~operty, which is scheduled to ~. t~~~fe~J:'edto

the insular government at no cost, should be maintained in "coitd;tio"
suitable for use. Action was taken, however, in Octo~~ 1~6~ by thllGOv
ernment of the Virgin Islands to prOVide for the constrUCtion Qf a. lar8e~
airport at another location.

In our opinion, the extensive repairs, renovation of buildings, re
location of airport taxicab facilities, and the establishment of an avia
tion parts repair shop and an airpo~t gasoline facility should be the
responsibility of the insular government. In view of the pendin& transfer
of the properties to the Government of the Virgin Island$. we recommended
that the P~esident of VIC authorize only those e~enditu~es of Fede~a).

funds which are required for normal operation and maintenanCe of the
properties. In May 1965 the President of VIC informed us that nO further
expenditures, except for routine maintenance, would be made on the naval
properties.
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84:. N.ed'· for· the, Am· to', conform with' existing policy. governing re
Untionof'''hrlh"..:vd'';'Iirbai1,.'llu'id~-~,founcl. ~s stat,ee1: in..tvo reporu is
S'\i~a,!,'~~qkl?~5:r.:~~h)l~,~!i,,'Ai1uy ~as unnecessarilyretatning high-value
urban,1;and~'''t··l'0.rt'~Rwiliy. Waikiki Beach, Havaii (72 acres worth about
$65: aiUll.orr); arid'Forr GOrdon, Georgia (258. acres worth about $1.9 mil
lion}. The.~etention of the land is contrary to the policy of the De
Pari~~t of Defense and' to the position of a congressional committee that
sUCh land be released vhen it is no longer essential for national secu
ri.ty; pUeqlOses.

The land' vas not idle, but it was being used for purposes not jus
Hfyfriil. retention. The land at Fort DeIWssy was being useel principally
to p.r~iil~e rec,reational facUiti'es. It was also being used as a train
ing' site ,for rese~'sts, who could have been trained elsewhere, and as a
site for nine· obsolete, family housing units. The land at Fort Gordon was
bei,ng used principallY to proVide a golf course. In our reports on these
Hndings, we reco_nded· that the Secretary of Defense take. action l.ad
ing to the disposal of the land. The Department of Defense advised us
that our recommendation would be considered in connection with its cur
rent stUdies of base utilization.
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ACQUISITION OF AUTOMATIC DATA PROCESSING EQUIPMENT

85. Action taken by National Aeronautics and Space Aa.in1stration' to·
recover rental overpayments for automatic data processing 'SuliiCn!--Our re
view of the administration of automatic data proce~~ing (ADP) a~flYities at
the George C. Marshall Space Flight Center, Huntsvflle, Alabama, of the Na
tional Aeronautics and Space Administration, discl~sed that rental ov,rpay
ments totaling about $296,000 were made during fis~al years 1960 throu~

1963 for ADP machines used by the Marshall Space F~ight Center and' by that
part of the Army Ballistic Missile Agency which bec~me a part of NASA in
July 1960.

In a report issued in May 1965, we stated that about $181,000 of the
total estimated rental overpayments was attributable to the incorrect .c
cumulation and recording of operational use time for the central proce$.
iog machines of seven major ADP systems. NASA .infQrrned us that the esti
mated overpayments had been withheld from other amoUnts due the- less.or but
that the amount recoverable would have to be negotiated with the lessor.

Effective April 1, 1964, the rental contracts for ADP equipment pro
vide for the accumulation of operational use time of the equipment by ~ae

of automatic timers installed by the lessor. We believe that the use of
automatic timers will result in a more accurate accUDllation and recording
of operational use time on which to base rental payments.

About $115,000 of the total rental overpayments ~~d been ..de by the
Army Sallistic Missile Agency and the Marshall Space Flight Center because
separate use records had not been maintained for certain machines and the
rental payments had been based on incorrectly assumed usage. As a result
of our review I the Department of the Army and NASA recovered overpayments
totaling about $108,700.

We noted that the Harshall Space Flight Center was leasing nine other
major automatic data processing systems for which use records were being
maintained in a manner similar to those for the seven systems for which
rental overpayments had been made. Therefore, we proposed to NASA that,
when sufficient information was obtained to serve as a basis for evaluat
ing the use record~ for the nine systems, the ~~rshall Space Flight Cen
ter should determine whether rental overpayments had been made and, if 50,

take appropriate act50n to recover the overpayments. We were subsequently
informed by NASA officials that evaluation studies had been completed and
that rental overpayments totaling about $260,000 appeared to have been made
and would be taken up with the lessor.

86. Recovery by National Aeronautics and Space Administration of
rental overpayments for automatic data processing equipment and action
taken to avoid further overpayments--ln a report issued in March 1965, we
stated that our review of the administration of selected automatic data
processing activities at the Manned Spacecraft Center, National Aeronautics
and Space Administration, disclosed that the Center had insurred unneces
sary rental costs of about $74,000, of which $11,000 represented recover-
a ble overpayment s.
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The utl}\~~e:,~(sat>',1"ent~,.l.;~cost;:s were' incurred ,as a result of (a) install
ing a lIIJcrpJ1.1in sys:t,em lJefol'e /!dequate pteparations had been made for its
use, (b)' pay1"rig f~r computet services at higher rates than those available
by makihg_~lni~ use ~rant~~s, (c) overpaying extra-use charges for two
medi\D-siz~.;.,~OIiI:p~t.rs-, and (d)~leaslng certain devices of a computer system
which were' rarely u~ed.

We rec~ended that NASA require the Center to establish manaeement
controls to en~ure· that leased ADP ~quipment is not installed before ade
quate preparatlpns have been made for its productive use. We recommended
also that contracts for the lease of ADP equipment under which machine in
structions are to be furnished by the lessor provide for the delivery of
the instructions by a specified date and for the award of liquidated dam
ages to the Government if the instructions are not delivered by the spec
ified date or are not adequate for the productive use of the equipment.

Subsequent to our bringing this matter to the attention of Center of
ficials, a refund' of the overpa)'ll!ent was obtained from the lessor. In re
SPtect- to the ul1\,\sed cievices, the Center obtained an al:reement with the 1e'5
sor to discontinue rental payments and obtained a refund of certain pay
ments that had been made, after we had pointed out that the devices were
rarely used.

87. Steps taken, by tb,.. ;Soci.l Se.c:urity Administration. P@partment of
Health. EdUsttlon. and Wel£ar~. to consider lease-versus-purchase alterna
tives for' auiqp8tiS data processing, equiprnent--Our review-of the acquisi
tion of two ADP systems by the Social Security Administration (SSA). De
partment of Health, Education, and Welfare (HEW), disclosed that unneces
sary rental costs of nearly $2.5 million were incurred because SSA delayed
until June 1964 the purchase of the main components of the systems which
were installed at its central office in October and November 1961. We
found that SSA did not adequately, consider the alternative of purchasing
this equipment either at the time of ordering it or at the time that HEW
subsequently instructed its constituent offices that such an alternative
should be considered in compliance with Bureau of the Budget directives.

At the time of our revie~, SSA was leasing additional ADP equipment at
an aggregate rental cost of about $2.3 million annually. In response to
our proposal made in a report issued in March 1965, that a review be made
to de'termine whether purchasing this equipment would be more economical,
SSA informed us that steps had been taken to exercise its option to pur
chase one system and that it was currently reappraising the situation with
regard to the rest ~f the leased equipment. SSA informed us also that
steps had been taken to strengthen management controls over future acquisi
tions of ADP equipment, including the determination of which method of ac
quisition is most advantageous to the Government.

a8. Action being taken by the Federal Aviation Agency on performing
more timely lease-versus-purchase studies on automatic data processing
systems--In a report issued in October 1964 on our review of the use of
certain automatic data processing equipment by the Federal Aviation Agency,
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we noted that FAA incurred excessive costs because it did not give t~ly

consideration to the purchase of items of equipment which were being
leased. We estimated that, if the equipment which FAA ultiaately purchased
had been purchased at earlier dates. the net savings to the Government
would have amounted to about $305,000.

The Acting Administrator, FAA, agreed that the Agency could and should
have performed a more timely lease-VErsus-purchase study on the aut~tlc

data processing systems in question and that there was some delay 1n pur
chasing the systems. He stated further that steps were being taken to-en
sure that automatic data processing lease-versus-purchase studies in the
future would be made at the earliest possible date.

89. Need for action by the Department of Labor on cosscflll1Q~rlso~s",of

leasing and purchasing automatic data processing equipmeDt--OU~'re~~ew,~is

closed that since 1958. when the Department of Labor i'nstalled' Us fint
computer in the Bureau of Labor Statistics, the Bureau has con~lstently

leased the computer systems used for data processing and has opt given ade
quate consideration to the financial advantage of purchasing such ~~ip

ment. Although the Bureau's own cost comparisons made in 1963 sho~ed that
leasing a proposed computer system over a 6-year period would be abo~t

$900,000 more costly than purchasing, the Bureau decided not to purc~se

this equipment because of the prospect of eventual technical obsolesce~e

of the machines and of anticipated problems of funding the purchase price.
In view of the large potential savings to the Government throug~ the own
ing of this equipment, we believe that undue consideration was given· to
funding and obsolescence.

The Assistant Secretary of Labor for Administration advised us gener
ally that the Department is mindful of the need to achieve maximum ecopomy
in the acquisition and use of data processing systems and that its com
puter equipment would be subjected to careful lease-versus-purchase an~l

ysi5. However, the Department believed that rental costs in the future
,.,.ould not significantly exceed purchase costs, since rentals would be re
duced because of more accurate determinations of charges on the basis of
meters which have now been installed and because ex~ra-hour billing rates
have been reduced. The Department presented computations on the basis of
a one-shift-per-day rate of operation which we believe to be inappropriate
because data processing operations of the Bureau have been consistently in
excess of one shift per day.

In our report issued in May 1965, we recommended that the Secretary of
Labor adequately consider the relative cost advantages of leasing and pur
chasing such computer systems as may be needed and that the equipment be
purchased when a financial advantace to the Government can be shown. We
suggested that, in making tae cost comparison, the reduction in purchase
price available on the installed equipment and the residual value of equip
ment at such time as it may no longer be suitable for the Bureau's and the
Department I s needs should be considered. In addition:, excessive equipment
capacity should be avoided so that a maximum effective rate of use of the
equipment can be achieved.
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90. Need for National Aeronautics and Space Administration to estab
lish adequate controls over rental payments for automatic data processing
machines--In· a report issued in June 1963, we pointed out that rental over
payments had been ....de during fiscal years 1961, 1962, and 1963. Subse
quent to our bringing these overpayments to the attention of the Goddard
Space Flight Center, a refund of $1.1 million was obtained from the lessor
of the machines. In a report issued in May 1965, we pointed out that our
continued review disclosed that the Center had made additional overpayments
of about $124,000 during the same period. The Center obtained a refund of
about $100,000 of these overpayments from the lessor of the machines.

In view of the extensive rental overpayments at the Center, we pro
posed to NASA that its Audit Division make reviews at the various other in
stallations having major ADP activities. Our review of reports issued by
the Audit Division on those reviews it did perform showed that, generally,
the audit work was limited in both scope and depth in that it did not in
clude a review of the adequacy of management controls fot' determining
whether chargeable machine use time of the data processing machines was
correctly accumulated, recorded, and paid for in ac~ordance with the terms
of the applicable rental contracts.

We recommended, therefore. that NASA direct its Audit Division to make
reviews at the various installations having major data processing activi
ties to determine whether controls have been established to ensure that
chargeable use time- of rented machines is correctly accumulated and paid
for in accordance with the applicable rental contracts.
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91. Action taken by the Department of Defense to avoid unnecessary
compilations of statistical data--In a report issued in Dece~ber 1964, we
pointed out that Army depots were incurring additional costs by processing
and reporting cost information more frequently than was necessary. Infor
mation that was needed only weekly or monthly was being processed and re
ported daily. We estimated that this practice increased costs by about
$365,000 a year at 10 depots. The Army agreed that daily reporting of the
data was not necessary and took steps to eliminate the needless compila
tions. In addition, the Assistant Secretary of Defense (Comptroller) is
sued a memorandum to the military departments and Defense agencies empha
sizing the need for continuing surveillance to ensure that needless compi
lations of statistical and cost data are eliminated at every management
level and that automatic data processing equipment is used economically~

92~ Action taken to correct deficiencies noted in the Department of
Agriculture's conver~~rn from a decentralized manual payroll system to a
centralized electronic data processing payroll system--Our review of the
conversion to a centralized electronic data processing payroll system
showed that erroneous leave and related data were entered into the master
payroll records for about 18 percent of the employees included in our test.
Of the 111 errors which we found, only 42 errors had been detected by em
ployees of the Management Data Service Center (MDSC)~ We noted that, if
the results of our tests are representative of the general situation with
regard to the approximately 12,000 employee payroll records converted with
respect to the offices included in our review, it is possible that errone
ous leave and related data still exist in about 850 cases.

Closely related to the entering of erroneous leave and related data
into the master payroll records were the folloWing matters which were dis
cussed in our report: (a) procedural controls established by the Office of
Management Appraisal and Systems Development for ensuring the accuracy of
the centralized payroll system were not effective, (b) the audit of leave
errors by MDSC was not fully effective, and (c) the audit work by the Of
fice of the Inspector General did not include an examination of the accu
racy of leave data introduced into the centralized payroll system~

Our review also showed that MDSC had overpaid employer's Federal in
surance contribution tax for 1963 because the payroll conversion procedures
did not adequately provide for the recording of employees' tax information
at the time of conversion.

In a report issued in September 1964, we recommended that corrective
action be taken on each of these matters.

The Assistant Secretary for Administration replied to our report in
Narch 1965 anj advised us that appropriate corrective action had either
been completed or was in process to eliminate leave and other discrepancies
entered into the automated system~
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93. Action taken by the Federal Aviation AgencY for more efficient uti
lization of automatic data processing systems--Our review of the'Federal
Aviation Agency's planning for and utilization of the automatic data pro
ce~sing system installed at the National Flight Data Center disclosed that
the system was installed before FAA had made adequate plans and studies for
its productive and economical utilization. When the system was installed
and for a considerable period thereafter, employees needed to effectively
i~~lement the system w~re n~t assigned to the Center. Also, employees sub
sequently assigned required considerable training. In addition, relatively
few computer programs had been developed and tested at the time the system
was installed. As a result, productive utilization of the system was inor
dinately low. From July 1962 through November 1963, FAA incurred rentdl
and contractual cos~s of $163.000 and related personnel costs of $76,000
without attaining most of the anticipated benefits of a productive system.
We noted that unnecessary costs had been incurred because air traffic c~n

trollers were assigned as system analysts and programmers at higher salary
levels than that required for such positions.

In our report issued in October 1964, we proposed to the Administrator
of FAA that (a) future acquisitions of ADP equipment by FAA be preceded and
supported by adequate feasibility studies, (b) installation of such equip
ment be correlated with the assembling of other resources necessary for ef
fective utilization of the equipment, (c) all installations using ADP
equipment be required to maintain appropriate usage records and submit pe
riodic status reports of their progress for management review, and
(d) qualifications of ADP personnel not include unnecessary specializa
tions.

Since the date of our report, FAA has issued several directives which
establish centralized control over the acquisition and coordination of ADP
resources. These directives provide criteria which, if properly imple
mented, should prevent the recurrence of situations similar to those dis
cussed in our report.

94. SaVings to the Veterans Administration through more efficient uti
lization of data processing eguipment--In a report issued in August 1964 on
our review of the program of installing data processing equipment in Veter
ans Administration (VA) hospitals, we noted that the planning and adminis
tration of the program were seriously deficient and had resulted in signif
icantly increased costs without commensurate benefits.

The VA Central Office began a program of installing International Busi
ness Machines Corpo~ation series 50 punched card data processing equipment
in hospitals without making adequate feasibility or systems studies, par
ticularly for determining whether individual installations were needed and
economically justified, and without making adequate plans to implement and
administer the equipment installation at individual hospitals. Each field
station had to rely primarily on its own initiative in implementing its ma
chine installation, because the VA Central Office did not utilize suffi
cient technical manpower resources to comprehensively plan and effectively
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administer the program so that a solid foundation could be provided for a
successful data processing system.

We advised VA of our findings and proposed that the Adainistrator of
Veterans Affairs determine the need for continuing machine operations at
individual stations or extending data processing operations to additional
stations. We proposed also that, where justified from the standpoint of
economy and efficiency, consolidated installations be established.

VA concurred with our proposals and, in June 1964, began a program to
establish about 18 consolidated data processing branches. VA expects to
f~lly implement the program by June 1966 and estimates that the proaram,
when fully implemented on a nationwide basis, should resul~ 1n annual sav
ings of over $900,000.
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UTILIZATION OF UNITED STATES-OWNED FOREIGN CURRENCIES

95. Action taken to use United States-owned Vietnamese piasters
in lieu of dollars- for overseas spending--The Agency for International De
velopMent (AID) was buying piasters from the National Bank of Viet Nam to
finance local costs of the counter-insurgency program in Viet Narn without
giVing adequate consideration to the use of piasters received as repay
ments of certain loans. as a partial substitution for purchases of piasters.
Since the use of United States-owned foreign currencies in lieu of dollars
for overseas spending alleviates the United States balance-at-payments
deficit and also results in an alleviation of the United States budget
deficit, we concluded that the nonuse of these piasters was unsound finan
cial management.

In March 1963, AID informed us that the piasters in question could not
be used since the exchange rate used by the Government of Viet Nam in mak
ing the loan repayments was· in dispute. Treasury and AID were of the opin
ion that these piasters could not be used until the exchange rate issue
was resolved. Although the exchange rate issue has not yet been resolved,
AID has since reversed its position. In February 1964 the Treasury began
selling piasters received as loan repayments to various United States Gov
ernment agencies for use in their operations, thereby reducing the need to
purchase an equivalent amount of piasters from the National Bank of Viet
Nam. •

96. Action taken to increase use of avaflable foreign currencies for
payment of airline tickets--In a report to the Congress in April 1965, we
noted that United States agencies were expending about $2.3 million annu
ally to buy air tickets for official travel to or from eight countries
instead of utilizing the excess foreign currencies which the United States
owns in those countries. Agreements with seven of these countries permit
the use of United States-owned foreign currencies for off:cial air travel.

We proposed that the Standardized Government Travel Regulations be
amended to incorporate instructions that excess foreign currencies be
used to the maximum extent possible and that travelers be advised of the
specific countries involved and of procedures that must be followed in
making use of these currencies. We proposed also that Government agencies
engaged in overseas operations requiring frequent international trips re
emphasize the necessity of utilizing foreign currencies in payment for air
travel ticket costs.

United States agencies generally agreed with our proposals for cor
rective action and we were advised of action that had been taken to amend
and c:arify travel regulations and to emphasize the utilization of foreign
currencies to pay international air travel ticket costs.

Our report disclosed that a major concern exists on the part of the
air transport industry with regard to the adequacy of the State Depart
mentis action in obtaining conversion of the foreign currencies which the
carriers receive in payment for air travel. Sinc~ this matter is
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, $

fundamental to the success of the Gove~t'S effor,ts to .rili1Uiji@Mltaa
dollars where excess foreign currencies air_ely 0Ifna4'~.~~~~!!!:_j,~~.!"~
ges ted tha t the Congress "",y wish to give consider.UOCI t9, 't".::,:r:'f fOr 
legislative action to ensure convertibility of for.ian cuzriri(1&t.

The Senare Finance COflDUittee reported an .......-.nt to ~·l!~>lJ,·4750,.
a bi 11 to extend the interest equalization tax, ¥bleh. would, to; ..~_-~:.j,.;.-_~
tent. accomplish the purpose of our recoanendatlon-. The ... :.,,: [:-~.}~lT~·~b·
wa,; p."s"d by the Senate would require that all international ~~,",,_,,~.

except those under Public law 480, include provisions ens~1na' c~t1bil.

ity of foreign currencies accruing under the agree.ents. in ~~.~••
sary to pay United States obligations abroad. The~t ~~ ~p~OYed

in cC>llfeeence and was enacted in Public law 89-243, OCto~9. 1965.

97. Federal benet! t payments to be paid in Yuao.ky-iatl dl.I.4n.tg4
"llollaes--In oue report to the Congress on the utlUiI!lOon. ~f"{~ji!i*'" ,
(:~rr~ncies, ,,;e poi.nted out that, althO';'Sh United Stat••-ovnecJ Y~~~~r~n
dinars were in "excess" supply. the Url1ted S.tates contlrued t_o ""Ji't' ~
stantiol Federal benefit payments in dollars rather than in dfnai.'.

[n our draft report, submitted to various agencies for r~~ 11l 1eb.
=,ry 1962. we proposed that this matter be studied to .....rta1n.tlW' , ...1.
bility of making these payments in United Stat.s-owned dinar••

Following t~e eeceipt of our draft report, the Dapar_t !>{ lit-,ta,.
after consultation with other concerned. agencies. NCI.9I.~":~ YA'~'1>~'.
views on the feasibi Ii ty of paying Federal benefits, in 41n..r*,. '1.1i!).~

bassy lnitially objected to this plan, but eventuaUythe Dapar~",t>i!;t

rected that dinars be used. Beginning in July 1965, F.der.l bene~its ~e
paid in dinars instead of dollars.

98. Need to use United States-OWIlItd local currcg;i.s, ('OJ ,pzshla, .,of
commodities in foreign countries--OUr revlewof selected ••~''t,:'f;)~:''~he
economic assistdilce program to Brazil disclosed that" f,roe .l~.lt; "l~~.l;
through December 1963 , the Agency for Int.rnational o.v.lo~t~.s
sarily spent 53.8 million for financing shipoencs of ~raltl1!~ •.'Il!l".!!!!
other cOffiff,odities produced ~n Brazil to several other al~.~~~~~'C~~
tries when it could have pal.d for these shipoent. with Unit~ $~tJ!.~0~

Brazilian celizeiros. If AID had spent cruzeiros r.t"'.... thaI!. c!91'l,a.r:s·, iet
would have Ca) helped alleviate the United Stat.s bal.nce-~f~pa~tsdef
icit, (b) prOVided the United States Treasury with an, eewi,vd:in~~t of
dollar receipts which, in turn, would have acted t~ redue, t~· ~~

States budget deficit, and (c) avoided a severe losa, frO. i~l!~~On' in
the value of an equivalent amount of Unieed Stat.a-owned e~ltP.~

In commenting on our disclosure. the Agency stated t~t tt v.a .~~~

paring to mount a program designed to promote further thir4~~OUI'\try pro
curements in countries where the Treasul",y had declarecl.. t,~t, 1)nl.t~' St.tes
holdings of currencies were in excess and that this p~o~ram ':(ou.ld incC)r
porate the objectives of our proposals. lie repor~ed th,at,while ~~. ~en
cy's planned action was a step in the right directl'on-. i.t was: not 'wholly
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respOnsive to-our proposals and-would not achieve the maximum economies
possible thro.,gh the use of United States-01llled foreign currencies since it
related to only the so-called excess currency countries.

We reconaended, therefore; that the Administrator, AID, in line with
our original proposal's. broaden the· planned program for increasing the use
of foreign currencies to include all countries in which the United States
holds foreign cur.encles in a significant amount whether or not they have
been designated as··"excess ~urrencyn countries.

99. United States-owned foreign currencies should be used to pay for
markings on containers for donated nonfat dry milk--United States-owned
foreign currencies have not been used by the Commodity Credit Corporation
(CCC), Department of Agriculture, which is contrary to law, to pay for
foreign-language markings· on containers of nonfat dry milk donated for for
eign distribution, for the purpose of identifying the milk as being fur
nished by the people of the United State~-of America. Since September
1959 the law has required the use of foreign currencies received by the
United States from the sale of agricultural commodities under title I of
Public Law 480, where available, for this purpose. We estimated that the
cost to eee of marking one form of packaging--lOO-pound-net-weight bags-
may total over S80,OOO a year.

We recommended in a report issued in February 1965 that the Secretary
of Agriculture require responsible officials to take the necessary action
to bring about compliance with the law. In this regard, we believe that
the problems hindering compliance with the law could be overcome if the
Department is able to put into effect the procedure now being considered
for converting some United States-owned foreign currencies to dollars
which, in turn,. would be used to defray the cost of applying foreign
language markings in the Uni ted States.

The secretary of Agriculture informed us in June 1965 that the De
partment did not believe i ts pJ::~edure to be contrary to law and that our
recommendation for the use of foreign currencies for foreign-language
markings would not be implemented because the Department considered it
impracticable to have foreign-language markings applied at overseas
points or to require foreign currencies to be converted into dollars
which,in turn, could be used to defray the cost of applying foreign
language markings in the United States.

AID has advised us, however, that in specific situations it is prac
ticable to have fo~eign-language markings applied at overseas points. We
have, therefore, requested the Department to reconsider its position.
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100. Legislation enacted and correctly! action taken t9 gbtain 'ot'test
on United States-owned foreign curreQCles--In a report aubeitted- -to the
Congress in November 1964, we noted that large balances of Unlted States
owned currencies were being held in non-interest-bearing bank accounts 1n
Taiwan. We estimated that the United States lost at least $7.4 .111ion ln
interest from 1962 to 1964. This loss resulted from the fal1ure of the
United States agencies to seek the agreement of the Gove~nt of the Re
public of China to pay interest on the large holdinas of United ~t~tes-ovned

local currencies. Management of local currencies, whlch the U~lte4 States
owns in the amount of about $3 billion, was so diffuse in the Depart..ntsof
State and Treasury and in the Agency for Internatlonal Development that we
were unable to determine why this situation had been allowed to occur and
who was responsible for it.

We recommended that the Congress consider enacting leaislation requir
ing that agreement be reached with countries reseivins economic .salstans.
on the payment of interest on United States-owned foreign currenci.s. This
recommendation was adopted and is included in section 301(c) of Public Law
89-171 (Foreign Assistance Act of 1965), approved September 6,1965.

We also made a number of specific recommendations to the executive
agencies for better control over foreign currencies. The .~.cutlv. alen
cies subsequently accepted our recommendations and worked out arrangements
for obtaining interest on United States-owned currencies in Taivan.
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MANPOWER UTIbI ZAtIOll

101. Action taken io correct overstaffing at Army Finance Center and
at Naval AmmUnition Depob--The-func~ions involved in the processing and
paying of allotments at tte finance centers of the Army, Navy, and Air
Fot'c.e are substr;ntlally t~ same.. We found. however, that the ratio of the
nt.-beT of persor:nel empl~yed to the number of transactions processed at the
Army Finance Center was ~bout two times greater than that of the other ser
vices. We esU....ted that, as of December 31, 1963, the Army Finance Cen
ter had, 353 civilian eniplo):'ees ($1.4 million annual cost) in excess of re
quire~nt~. In our rePort issued in September 1964, we recommended that
the Army malee a, c","!,rehensive review of the allotment function. The Army
agreed and later 'informed us that, as of December 31, 1964, the number of
personnel engaged in the allot....nt function had been reduced by 350,

In a report issued in December 1964, we pointed out that the Naval
Ammunition Depot, Hawthorne, Nevada, was staffed by at least 55 civilian
employees in excess of require....nts at an annual cost of about $313,000.
The overstaffing existed because of failure (a) to identify and discon
tinue the practice of .ssigning personnel to perform unessential work,
(b) to identify and eliminate inefficient worle procedures, and (c) to re
duce the, number of assigned personnel, as worle1oads decreased. The Navy
later advised us that 47 of the 55 excess positions had been eliminated.

102. Action taken to preclude the granting of excused absences to ci
yilian e!ployees at district and division offices. Corps of Engineers
(Civil Functigns). Qepart!lnt of the Ar!Y--We inquired into policies for
granting excused absence$ to civilian employees at selected district and
division offices of the Corps of Engineers (Civil Functions), Department of
the Army. Our inquiries cQvered six district offices, located at Omaha,
Nebraska; Kansas City, Missouri; Detroit, Michigan; New Orleans. Louisiana;
Mobile, Alabama; and St. Louis, Missouri, and one division office at Omaha,
Nebraslca.

We discussed with responsible district and division officials their
policies with respect to excusing civilian employees from work, without
charging the absences to annual leave. to attend office picnics and similar
social activities. At the Kansas City and Omaha District Offices, we
found that it was office policy to excuse civilian employees to attend
annual office picnics without charging the absences to annual leave. At
these offices we examined into the extent of such excused absences and re
viewed selected time and attendance records. Corps officials at district
offices pther than those at Omaha and Kansas City informed us that excused
absences were not granted for office picnics or for similar social activi
ties.

The district engineer at Omaha and at Kansas City. in June and July
1964, respectively, permitted district employees to attend the annual of
fice picnic held during working hours without charging the absences to
annual leave. even though such excused absences are not allowable under
Government leave regulations. Salaries and Government costs for
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retirement, life insurance, health be~fits, and annual leave durin, the
excused absences aggregated about $16,'00 in 1964.

We reco~~nded in a report issued in February 1965 that the Chief of
Engineers, Corps of Engineers, take action to ensure that the district of
fices discontinue the practice of excusing employees from work to attend
picnics without charging the absences to annual leave. In Karch 1965 the
Chief of Engineers issued regulations which directed that absences without
charge to leave to attend office picnics be discontinued.

103. Changes made to eliminate inadequas. supervision of Post Office
Department collection carriers at the WasbinstoD. D.C. Post Offlce--In a
report to the Postmaster General in August 1964, we stated that our review
of selected aspects of the mail collection service activities at the wash
ington, D.C. Post Office disclosed that numerous collection carriers sched
uled to report for duty in the mail-processing room during a part of ,their
work tour failed to report as scheduled, and we estimated that, as a result,
costs of about $19,500 a year would be incurred for duties not performed.

The carriers' work schedules provided for a total of 217 hours of
duty in the workroom each week. Our examination of post office records
showed that collection carriers were reported as havina been on duty at the
culling or facing table in the workroom for an average of only about
22 hours a week.

On the basis of our examination of post office records and our obser
vation of collection carriers' activities, we believed that supervision at
the Main Post Office was inadequate inasmuch as carriers were scheduled to
perform certain duties and the duties were not performed.

The Postmaster General advised us, in December 1964, that supervisory
control had been tightened and that collection carriers' schedules and
workroom assignments had been revised. He stated that these changes woul~

eliminate the costs previously incurred for nonproductive time an~ ensure
that collection carriers are gainfully employad during their tours of duty.

104. Action being taken to preclude acceptance gf physically unquali
fied personnel by the armed seryices--We reported in April 1965 that the
Government was incurring unnecessary costs of over $1.5 lIil110n per year
because the armed services were accepting phYsically unqualified personnel
for active duty. About 3,250 enlisted personnel were separated from the
services during fiscal year 1963 shortly after entering active duty because
of physical defects ,that should have been disclosed before they were ac
cepted for service. The acceptance of the unqualified personnel resulted
from the (a) failure of the Armed Forces Examining Stations to follow
prescribed medical procedures, (b) inadequate scheduling of examinees
through the Armed Forces Examining Stations, and (c) failure of the Na
tional Guard and Army Reserve Forces to require an ade.quate physical ex
amination for their personnel prior to accepting them for service. The
Assistant Secretary of Defense (Manpower) generally cOJlC\1rred with our
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findings and advised us of a number of actions taken to correct these
deficiencies.

We recommended that the Secretary of Defense and the Director of Se
lective Service issue a joint regulation requiring the State Directors of
Selective Service and the Armed Forces Examining Station Commanders to
schedule examination workloads so as to provide an even flow of examinees.
The Department of Defense later informed us that existing regulations were
being reviewed and revised.

105. Action being taken to improve the training and readiness of the
Naval Reserve Surface Proiram--We found that the Naval Reserve Surface
Program could not entirely accomplish its mission of providing trained D
Day Augumentation Forces available for immediate assignment to the active
fleet. We pointed out in a report issued in September 1964 that the Forces
included raw recruits, potentially deferrable high school students, and
others with not 1 day of active-duty experience. Those with active-duty
acquired skills were engaged in recruiting and training enlistees and in
administrative duties rather than in advancing their own skills. We con
cluded from these findings that significant portions of the $40 million
spent on the program each year were being wasted. The Department of De
fense acknowledged that there were unqualified personnel in the program and
advised us that, as a result of our report, a directive had been issued
which provides training requirements designed to eliminate deficiencies in
the program and to raise the quality and readiness of the Naval Reserve.

106. Savings to result from replacement by the Department of Defense
of contractor-furnished personnel with Govern~ent personnel to perform
technical services--In a report issued in the preceding year, we pointed
out that certain technical services needed by the Ground Electronics Engi
neering Installation Agency, Fuchu Air Force Base, Japan, were being per
formed by contractor-furnished personnel at higher cost than if the ser
vices had been performed by Government personnel. We estimated that the
additional cost to the Government was about $230,000 in fiscal year 1963
for the approximately 100 contractor-furnished personnel. Also, the con
tractual arrangement in this instance appears to have established an
employer-employee relationship between the Government and the contractor
furnished personnel which is in violation of the provisions of the Civil
Service Act and/or the Classification Act of 1949. Inasmuch as the Civil
Service Commission is responsible for administration of these acts, we
asked for their views. In February 1965 the Civil Service Commission ad
vised us that, in its opinion, such contracts were a form of personnel
procurement which is not authorized by law. The Commission stated further
that it was satisfied that the Department of Defense was taking prompt
steps to correct the employment practices and to prevent similar practices
in the future and that it would maintain a close liaison with the Depart
ment to observe the Department's progress.

In July 1965 the Assistant Secretary of Defense (Manpower) stated
that by the end of fiscal year 1966 about 8,300 contract technical service
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employees will have been replaced by Government personnel--7,SOO civilian
and 800 military.

107. Savings could be realized through elimination of unproductive
units from the Reserve Officers· Training Corps--Our review of the number
of officers commissioned by Army and Air Force Reserve Officers' Training
Corps (ROTC) units in relation to the Government resources involved re
veals that many schools, primarily those affiliated with the Air Force
ROTC, were producing so few officers each year that their retention in the
program did not appear justified. We stated in a report issued in October
1964 that the Air Force could have saved up to $2 million annually, without
reducing the total number of officers commissioned if it had terminated
ROTC at certain of such schools. The Department of Defense generally
agreed that efforts to disestablish unproductive ROTC units had not been
satisfactory and advised that studies had been undertaken by the Army and
Air Force to seek a solution.

108. Savings could be realized if local rather than stateside person
nel were used to fill civilian positions on Guam--Unnecessary costs of
about $516,000 were being incurred annually because at least 146 civilian
positions at Naval installations on Guam that could be filled by qualified
Guamanians were occupied by employees recruited from the United States.
These costs included annual payments to stateside personnel of about
5219,000 in salary differentials for overseas duty, $160,000 for home leave
and transportation costs for travel of the employees and their dependents
between Guam and the United States, and $137,000 for basic co~nsation in
excess of wages which would be paid to local residents for the same type
of work. The Navy had not made a concerted effort to replace stateside
personnel with qualified Guamanians despite its policy to use local resi
dents in civilian positions to the maximum extent possible. The Navy ad
vised us that a program would be developed for resolution of cases where
qualified Guamanians are, or will become, available for positions occupied
by civilians recruited from the United States.



ORGANIZATIONAL MATTERS

109. Savings resulting from consolidation of security guard forces at
the National Reactor Testing Station. Atomic Energy Comrnission--In August
1964, we submitted a report to the Congress in which we pointed out that
the operation of four separate security guard forces at the Atomic Energy
Commission's National Reactor Testing Station, Idaho, resulted in unneces
sary costs to the Government and that the consolidation of these guard
forces would result in annual savings by the elimination of duplicative
supervisory staffs and by the reduction in the number of guards.

Subsequent to our review, AEC advised us that certain of the guard
forces were being consolidated and that the resultant savings would amount
to about $160,000 annually.

110. Action initiated by Federal Aviation Agency to revise its pro
cedures for training activities--In a report issu~d in September 1964, we
stated that excessive costs were incurred for training activities at the
Federal Aviation Agency Academy, Oklahoma City, Oklahoma, because FAA
(1) employed trainees for air traffic control positions without using ap
propriate aptitude and suitability tests,(2) enrolled students who did not
have the requiredqualifications, and (3) programmed unrealistic student
quotas for various training courses. Training costs of about $500,000
were incurred for trainees'who failed to complete their courses. Because
appropriate action by FAA should have prevented the enrollment of many
trainees who subsequently failed, a significant portion of these costs was
excessive.

We proposed that FAA develop and implement appropriate procedures de
signed to test the aptitude and suitability of prospective air traffic con
trol employees before their employment and subsequent training, restrict
training courses to those students who have the prerequisites, and estab
lish more realistic student quotas. In his letter to us dated February 27,
1964, the Administrator of FAA expressed general agreement with the facts
and conclusions in this report and informed us that steps either had been
or would be taken to correct the reported situations.

111. Flight data processing duties to be more efficiently handled by
the Federal Aviation Agency--Our review of the practice followed by the
Federal Aviation Agency in assigning flight data proceSSing duties to as
sistant air traffic controllers disclosed that FAA was incurring unneces
sary costs amounting to about $1.4 million annually because this function
could be performed by lower salaried clerical personnel. The performance
of these duties does not require the degree of technical training or the
specialized competence attained by the assistant controllers.

In the interest of eliminating unnecessary costs and providing a more
perlnanent staff, we recommended, in a report issued in December 1964, that
the Administr~tor, FAA, direct that (1) the flight data processing and
regular assistant air traffic control functions be separated and (2) the
flight data pl'ocessing function be staffed by a permanent force of cleri
cal employees trained specifically for the appropriate duties. We recom
mended also that employees who,were excess to requirements for regular
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assistant air traffic controller positions be either (1) permanently as
signed to flight data processing duties as operators and supervisors or
(2) if pOSSible, utilized in other positions.

To assist FAA in providing a permanent staff to perform flight data
processing duties, we recon~ended that the Chairman, Civil Service Commis
sion, direct the Commission's Bureau of Programs and Standards to promptly
make a study of these duties in order to establish the proper grade classi
fication of employees to be assigned to this function.

In a letter dated March 2, 1965, the Administrator, FAA, advised us
that the Agency had completed a study based on our recommendations and
proposed to correct the situation over a 2-year period.by replacing, as
appropriate, assistant controllers with flight data processing employees.
The Agency's program to replace the assistant controllers with flight data
processing employees was approved by the Civil Serv~ce Commission.

112. Need for action by the Post Office Department to consolidate op
erations and reorganize service areas--In our report issued in December
1964, we noted that, in certain Post Office Department proposals for ac
quiring additional facilities to meet expanding space requirements, con
sideration was not given to the potential reductions in opera~ing costs,
1ncluding manpower and rental costS, of more than $1 million a year that
could be achieved through consolidation of postal operations in the areas.
Our review indicated that, if POD consolidated operations of a number of
post offices and converted certain post offices to stations or branches, it
could in some cases eliminate the need for planned additions to buildings
or the acquisition of additional space without impairing service to pa
trans. Since our examinations encompassed only a few of the more than
44,600 postal installations, significant reductions appear to be pos3ible
in the overall annual operating costs of over $4 billion.

The Postmaster General stated that POOlS procedures for develo~ing

new facilities, or modernizing existing ones, take into consideration the
feasibility of reorganizing service areas and merging operations. How
ever, the records made available to us by POD pertaining to the locations
which we reviewed and con~ented on in this report did not show any evi
dence that consideration had been given to reorganizing these particular
service areas or consolidating operations therein.

Bec3.use of the significant cost reductions which are possible through
consolidation of operations, we believe that POD should examine into the
feasibility of reorganizing service areas and consolidating operations
whenever there is ali opportunity to do so. The magnitude of POD's 5-year
program to acquire additional facilities affords an excellent opportunity
to examine into the indicated economies of consolidating operations.
Therefore, we recow~ended that, in connection with the planning for each
new or expanded faCility, the Postmaster General emphasize the need for a
specific determination of the feasibility of reorganizing service areas
and consolidating operations therein and that such changes be effected
whenever more efficient and economical operations would result.
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113. Need for specific determination of the need for an independent
post office when postmaster vacancies oceur--In a report issued in December
1964, we noted that the Post Office Department disapproved without ade
quate operational Justifications regional recommendations to substitute
less costly means of service for independent post offices at locations
~here postmaster vacancies occurred. As a result, POD failed to take ad
vantage of potential savings of about $112,000 a year. We noted additional
cases where the need for an independent post office was questionable, but
the region did not request POD's permission to make a feasibility study of
the need. Under POOlS policy that generally a post office will not be dis
continued unless a postmaster vacancy exists t future opportunities for ef
fecting economies by changing the means of providing postal services in
these postal areas may not occur again for a considerable period of time.

Because of improved roads and changing natures of communities and
postal service, it is frequently possible to discontinue post offices and
provide postal service by more economical means, such as service through
stations t branches, or rural delivery routes. The POD's policy is to ex
amine the service t cost t and local needs at a small post office when a
postmaster vacancy occurs and to close or continue the office depending on
the specific circumstances.

The Postmaster General did not comment on the specific cases discussed
in the report but stated that POD was consolidating post offices to the
fullest extent practicable as evidenced by the fact that, from a peak of
76,945 post offices in 1901, the total at June 3D, 1963, had been reduced
to 34,498.

Because of the economies possible through the discontinuance or con
version of post offices, we recommended that the Postmaster General re
quire a specific determination of the need for an independent post office
whenever a postmaster vacancy occurs and that post offices be discontinued
or converted try branches or stations whenever adequate service could be
provided more economical1; thereby.

114. Need for Veterans Administration to consolidate personnel of
fices of regional offices and hospitals located in the same area Our ex
amination into the feasibility of consolidating personnel offices of the
Veterans Administration indicated that annual savings of about $100 t OOO
could be realized if personnel offices of regional offices and hospitals
located in the same city or metropolitan area were consolidated.

The Deputy Adm~nistrator of Veterans Affairs informed us that, al
though at some of the smaller installations it was possible to combine
personnel functions with those of another organizational element, the to
tal experience had been that consolidation of personnel services was not
feasible in most instances. He said that VA at that time was giving pri
mary consideration to its program to automate personnel and fiscal activi
ties and that this program might result in opportunities for new economies
and new concepts regarding utilization of personnel office employees. He
said also that VA would continue to consider consolidation of personnel
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offices at specific locations where effective personnel services could be
provided, at less cost, by this means.

Although consolidation of personnel offices may not be feasible ~~ all
locations, we believe that the experience of VA with eight consolidated
personnel offices clearly demonstrates that consolidated personnel offices
can provide economical and efficient personnel services if the installa
tions served by each consolidated office are reasonably accessible to each
other and if management officials strive to make the consolidation success
ful. Therefore, in a report issued in January 1965, we recommended that
the Administrator of Veterans Affairs give special consideration to the
feasibility of consolidating, at each of the 10 locations identified in our
report, the personnel office of the hospital and ,the personnel office of
the regional office. The VA has not agreed, however. to consolidate the
personnel offices at the locations identified in our report.



ADMINISTRATION OF PAY, ALLOWANCES, AND EMPLOYEE BENEFITS

ADMINISTRATION OF CIVILIAN PAY

115. Action taken by the Department of Labor on !;alary overpayments
and overstatements of leave balances--In a report is·..>ued in February 1965
on our review of payroll, activities of the Department of Labor, we stated
that i:nadequate administration of centralized payroll functions had re
sulted in a substantial number of salary overpayments and overstatements of
leave balances. The Department 4id not have adequate systems of accounting
and internal control, including internal audits, to provide assurance that
pay and leave ~mounts due employees were properly determined, and payroll
and personnel employees were not adequately supervised or informed of the
requirements of laws and regulations affecting pay and leave matters.

Not only may adjustment for errors be costly but repayment may result
in hardships to the employees involved, particularly when overpayments have
continued for an extended period of time. We proposed that the Department
issue adequate written procedures for the guidance of employees concerned
with payroll matters and initiate training programs to fully acquaint such
employees with the requirements of laws and reg\11ations affecting payroll
matters.

The Assistant Secretary for Administration, Department of Labor, ad
vised us that the Department was taking the actions we had proposed to cor
rect the deficiencies noted. At the end of fiscal year 1965, we noted that
the Department had made considerable progress in improving payroll admini~

tration.

116. Action taken by local management to strengthen control over ci
vilian pay at military installations--Our reviews, at various installa
tions, bases, and stations, of matters relating to civilian pay disclosed
many erroneous compensation payments and deficiencies in local policies,
procedures, and practices. During fiscal year 1965, we issued to local
management officials 129 reports on our findings and our recommendations
for corrective petion. The recommended actions were either taken or prom
ised. Examples of the deficiencies most frequently disclosed in our re
views are summarized.

1. Salary rates not in accordance with provisions of laws and regula
tions.

2. Credits for annual leave at rates inconsistent with length of em
ployees' service.

3. Inadequate support for absences L~~rged to military leave or to
court leave •

.!I.. Inadequate control over authorization of overtime and granting of
compensatory time.

5. Improper payments for holiday and overtime work.
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6. Questionable granting of administrative leave.

7. lnadequa!.e control over time and attendance recording and report
ing.

8. Errors and omissions in retirement records.

9. Inadequate control over distribution of checks to payees.

117. Action taken to strengthen internal audit procedures of the mili
tary departments with re5pect to civilian pay matters--Our examinations 1n
prior years had disclosed that the internal audit agencies of the military
departments were not devoting sufficient audit effort to payroll operations
ill the belief, apparently, that such audits could b~ curtailed because of
U.2 audi ting work performed by us. Inasmuch as we had found similar condi
tions in othe~ departments and agencies of the Government, we issued a cir
cular letter in September 1963 to the heads of all departments and other
Federal agencies, pointing out their responsibilities in this area and re
questing them to review their internal audit procedur~s with respect to ci
vilian pay matters and to strengthen their procedures wr.~rever necessary.
We were later advisc~ by the Office of the Assistant Secretary of Defense
(Comptroller) that the internal audit programs of the Department of Defense
were being reappraised to ensure adequate coverage tn the civilian pay
areas. In March 1965, that Office reported to us on the status of this
work. We believe that the ~eported actions taken or planned by the inter
nal audit organizations of the Department of Defense represent a signifi
cant degree of improvement in the internal audit coverage of civilian pay.

78



AItlINISTRATION OF MlLITAliY PAY AND- ALLOWANCES

118. Need., for continu!ngsupreillance by the Army to ensure that ap
propriate payroll deductions are made for allotments and for fines and
forfeitures--lnadequat~~dministratien of the Army allotment system was
resulting in erroneo\ls payments of ab"ut $2- million annually--principally
because of the f.llure to make appropriate deductions from the service
men's pay. In addit:lon;. substantial but undetermined administrative costs
were- being incurred to identify the erronE:'OUS payments and to seek re
covery. We s~ated in our report issued in July 1964, that at least
$340,000 of tho< annual overpayment was not being recovered.

We found also, ~n stated in our report issued in March 1965, that the
A~y failed in some instances to deduct f~~m service~n's pay the fines and
forfeitures imposed by court-martial sentences. We eSLimated that this
was occurring at the annual rate of about 1,500. cases amounting to about
$140,000.

In ,response to these findings and our proposals for corrective mea
sures, the Army took certain steps to strengthen administration in this
area of operations. We pointed out that the problem required the continu
ing attention of top management officials to ensure successful implementa
tion of the corrective measures.

119. Need for simplification of legislation governing militar>~

and allowances to reduce incidence of err.....teous or illegal J)Q.vment!!.--Our
reviews of the administration of military pay and allowances at finance
centers and at military installations continue to disclose many in~tances

of erroneous or illegal payments despite the corrective efforts of ~~e

military departments and local officials to strengthen their administra
tive procedures. In our reports on these reviews, we have stressed our
belief that the complexity of the present legislation is a major obstacle
to significant improvement in administration. The number, variety, and
complexity of entitlements provided by legislation generate many problems
in the interpretation of laws, the promulgation of regulations and in
structions to implement the laws, and the determination of the pay and al
lowances due an individual member of the uniformed services.

Public Law 89-132, approved August 21, 1965, which increased the ba
sic pay for members of the uniformed services, provides also that the
President shall direct a complete review of the principles and concepts
of the compensation system for members of the uniformed services and
that, upon completion of such review, he shall submit a report to the Con
gress together with any recommendations proposing changes in the statutory
salary system and any other elements of the compensation structure. We
are hopeful that the report of the President will include recommendations
directed toward simplification of the salary system and of other elements
of the compensation structure.

120. Need for correction of policy of paying hazardous duty subma
rine pay to personnel not legally entitled--The Navy was following a pol
icy of paying hazardous duty submarine pay to certail: Navy personnel who
were on duty in staff positions (rather than crew members of submarines)
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and seldom performed duty on board submarines. Under staeutory provisions,
off-board-based submarine staff members who do not perfora tlia ...jority of
their assigned duties on a submarine are not leg,lly entitled to incen
tive pay, on a continuous basis, for the performance of submarine duty.
In a report issued in December 1964, we pOinted out that tha payments'
made to such staff members--about $1 million in fiscsl year 1963--wara il
legal. However, in view of the length of time the Navy had followed t~s

policy, we did not question the payments made in order to afford the Navy
an opportuni ty to present the matter to the Congress with a rec::~tl'on

for new legislation if deemed appropriate or to take such other action as
may be considered advisable.

Subsequently, a bill was introduced, passed by the Congress, and ap
proved by the President on October 20, 1965 (Public Law 89-278)" which
clarified and restricted the entitlement of Navy personnel to hazardous
duty submarine pay.
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121. Action taken by. the Veterans Administration to review cash allow
ances. to employees' for unlforms':;;:--In a report issued in September 1964 on
our revlew of the Policies and procedures followed by the Veterans Adminis
tration in providing its employees ~ith uniforms, we stated that savings of
about $658,000 a year could be realized if VA were to issue GoveLnment
purchased uniforms to certain of its employees instead ~f paying them a
cash allowance to defray the cost of providing their own uniforms.

The VA pays certain of its employees an annual cash allowance to defray
the· cost of providing themselves with distinctive articles of wearing ap
parel ~hich they are required to wear as a uniform in the performance of
their duties at VA medical treatment facilities. Other employees, however,
are furnished uniforms from Government stocks.

In co~~nting on the results of our review, the Chief Medical Director
of VA informed us in April 1964 that, because of the far-reaching implica
tions of our findings, it had been decided to undertake a detailed review
of existing policies on uniform allowances. In April 1965 VI> informed us
that their ren"" had been completed and that, as a result, they had re
duced the unif~~~ allowances for nurses and other catego~ies of employees
and that the reouction Will result in savings of about $481,000 a year. We
were informed further, that, as a result of our review, VA is also revising
its policies with regard to the furnishing of Government-purchased uniforms
to employees, which will result in additional savings.
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122. Action taken by the Civil Service Com~ission to reduce the CQst
.~f-living allowances paid to Federal employees in Puerto Rico and the
Virgin I~lands--The United States Civil Service Commission's postponement
of a reduction in cost-of-living allowances to eligible Federal employees
in Puerto Rico and the Virgin Islands, fro~ the planned effective date of
the reduction, April 1, 1964 1 until after the completion of a new survey
of living costs early in calendar year 1965, resulted in Federal agencies'
making excessive payments for cost-af-living allowances at the rate of
about $2 million annually.

The Chairman of the Commission informed us that it was decided not to
insist on carrying Out the sizable reduction in the allowance rates when
it became known that hearings had been scheduled early in 1964 on proposed
legislation to terminate the cast-af-living allowances by gradually phas
ing them out. In our report issued in April 1965, we recommended that the
Commission--in accordan~e with its determination that the applicat!vn of
certain factors in computing cast-of-1iving allowances was not justified-
no longer delay in taking action to reduce the cost-of-living allowances
paid to Federal employees in Puerto Rico and the Virgin Islands. In Hay
1965 the Commission, on the basis of a current review. reduced the cost
of-living allowance rates effective at the beginning of the first pay pe
riod on or after July 1, 1965.

123. Procedures strengthened to preclude improper payments of dislo
cation allowances to military personnel--Military personnel who elect to
have their house trailers moved at Government expense are not entitled to
dislocation allowances. We found, however, that dislocation allowances
had been paid to such personnel in some instances. In a report issued in
June 1965, we stdted that there were about 970 instances of improper pay
ment, amounting to about $95,000, in fiscal year 1963. This resulted from
inadequacy of procedures for detecting and rejecting improper claims for
dislocation allowances. In response to our recommendations for strength
ening of procedures, the Department of Defense informed us that the
voucher form and applicable regulations were being revised in order to
~ore directly advise both the claimants and the paying officers regarding
the 10£5 of entitlement to a dislocation allowance when a trailer allow
ance has been claimed.

124. State Department regulations for computation of living quarters
allowances for overseas civilian employees revised--The procedures pre
scribed by the Secretary of State for computation of living quarters al
lowances to overseas civilian employees resulted in overstated daily rates
and subsequent payments, above the maximum annual allowances, totaling
about $166,000 in 1964 and about $83,000 annually In prior years.

Under the Overseas Differentials and Allowances Act (5 U.S.C. 3031),
civilian employees of the Government serving overseas are paid living
quarters allowances to cover substantially all of the average employee's
expenses for rent, utilities, taxes, and insurance required to be paid by
the lessee. Section 135 of the Standardized Regulations (Government Ci
vilians, foreign Areas) provided, in effect, that living quarters
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allowances should be computed and paid at an annual rate divided by 364 to
obtain a daily rate which is multiplied by the number of days an employee
is entitled to such allowance during each pay period. The use of 364 in
thi3 formula rather than the actual number of days in a year resulted in
employees bein~ paid more than their maximum annual allowance.

A Department official estimated that there are about 16,500 civilian
Government employees overseas currently receiving living quarters allow
ances· pursuant to the Department of State' 5 regulations and that the aver
age living quarters allowance paid is about $1,850 a year. The payment
above the maximum allowance to each employee averaged slightly over $5 a
year and, on that basis, would total about $83,000 for the 16,500 employ
ees for a 365-day year. In a leap year of 366 days, such as 1964, this
amount is doubled ($166,000).

We recommended that the Department revise the regulations to provide
for determining the daily rate for living quarters allowances by using the
actual number of days in a year rather than using 364 days as a basis.

On August 16, 1965, we were informed by the Deputy Assistant Secre
tary of State for Budget that, in response to our recommendation, Sec
tion 135 of the Standardized Regulation" (Government CiVilians, Foreign
Areas) woul.d be revised to provide for ·.sing the actual number of days
(365 or 366) in a year in computing rates for living quarters allowances.
(B-143933 transmittal letter)

125. Savinas to result from reduction in unrealistic rates for living
quarters allowances to civilian employees of the Air Force in Japan--The
Air Force paid the maximum rates for livir.6 quarters allowances to its ci
vilian employees in Japan. In a report issued in August 1964, we pointed
out that the payments were about 40 percent higher than the estimated al
lowable expenses of the employees and resulted in increased cost to the
Government of about $125,000 a year. We pointed out also that statutory
regulations intended that the maximum rates be reduced by administrative
action whenever such rates were found to be unreasonably higher than the
expenses of the employees. The Department of Defense subsequently re
vised its living quarters allowance system to ensure compliance with the
intent of statutory regulations.
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126. Payments for unnecessary trayel_ days to C6-a$f~,r.i:i.rd~R,;Sem!'9f:':,

fieers corrected-:ln d report issued i~ July 1964,!k~;~~~~d~~~.~~~~l~~-A~i
Guard Reserve off1C'ers who were authorized to travel:J· to" aDi:I"$'~ft'omc:'&nrNal .-

. • •• _. , '~~;r::.--" ---. :. '-'--.~~ "','" k--'K_-.,.·~<__~.f ...·
act~ve duty tra1n1ng ass1gnments generally tra~e~ed~~y-;priva~ely;~~wrie~,.u~

tomobile for their own convenience and received, ~i~l~tt~#ikPay,·~~g;~~p:{S~i.. ',~ .
4 days I travel time in excess of that which woul'~ ,~ve:,~~eat,~~:.~:~~,~;~~Y"
air common carrier. We es timated that this praC;,t-i,c;:e::J:e'~1J,:~~eCltt~l:il\<9~~'~'~:~
sary costs to the Government of $56,000 for calendar yeat!t':'19'6o.th"i1usll':'·
1963, in connection with training assig~nts at t~:_-C~_'~·~i,.~~f4_+~;~~:~~y.~:··.
Training Cellter, Yorktolffi, Virginia. The s~rv~c~w!~.~:;.,.-t_~:~!Ji.a~~~~,SP.Jf:~;:".·
necessary costs to the Government may have been gre.ater.\".th8.n $56_-..000_.~.;be~

". "c "..,: ., f' ~~'~ ,u.~-""":'f., ;>y.,'
cause, during the same period, a substantial numbe~ ~i~offi~ers~-were~or~~.

tl- ~ ......., " .. ..,.--..' \'::<-
dered to training locations other than Yorktown. W~~~~tl~~e-~ls~t~~~

over the next 5 years, the Coas t Guard could save abo,!, $.l'15,i.OqO· 1n t~iiil
ing costs at its Yorktown Training Center and other locatiQPs by us1ng
airline schedules in computing travel time.

We proposed that the Coast Guard Comptroller Manual b~"r.tr!v.~_s_~d t():,,,'~,e'"

quire that conunercial air travel time be used as the basi:~:, J,9tC::QJng~~lJ)g'.

the allowable travel time of Reserve officers g~lrta tc? apd: {,to~"a_c::ti.Y~'

duty training assignments by privately owned ~uto~bi~~~ IP,'~!' ~9f{~ ~h"
Coast Guard Comptroller Manual was amended to requl~e t~t ,t~~~y!! ;~~~~

computed on the basis of corranercial air schedules and be ~lt!¥-1:~~.,~r_-1Q.l a~y,

each ,Yay except when air transportation is not reasonably avalo~~b!e.

127. Savings to result from reduction in unrealistic' traYCl--t-ime~al~

lowed by the Department of Defense to users of R[lvatel~ 0wD9d~venicles~

Travel time allowed personnel who traveled in private~t~"Q~~Jf~~~ff~!~;~~S
greater than necessary. As a consequence, workdays_ we.~~: c::,~}'":5J--~,,,~: t"r~veJ

which more reasonably should have been ,charged- as lea\lj~~ ~e; ~sJ+~t~d..,
that this practice resulted in unnecessary cos"ta, of about :$r~, mi{fi9~::,ao,~
nually--$14 million for travel of military personnel on per~Q~Qt c~rg~;

of station (report issued in February 1965) and $2 million for travel, of
military and civilian personnel on temporary duty assignments (report is
sued in July 1964),

Regulations prOVided that travel time of one day ~ alloweq for ea~h

250 miles of travel or fraction thereof. We recommended, and ~he Qepart
ment of Defense and the Bure!.u of the Budget concurred,; that tlie- c_onsttuc
tive travel time for travel by privately Qwned vehicle$ -be redu~ed to a
more realistic basis, The Department of Defense establisl;ied··a basis of
300 miles a day for computing allowable travel time on perman~nt change of
station. The Bureau of the Budget agreed with this heists,. Wi',th respect
to use of privately owned vehicles for the persoJ;1al conv~n~,ence of ci
vilian and military personnel on temporary duty assignments, the Depart
ment of Defense and the Bureau of the BUdget revised app~ic~ble regula-
t ions to prOVide thac reimbursement for tt"~vel be limi'f~ to the- con
structive cost of either air or surface- c;,gmmon carrier trave,l, whichever
meets the requirements of the travel ordef- and is the more econom~cal to
the Government.
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GOVERNMENT-fURNISHED HOUSING AND LODGING

128. Additional t:?'y~rues to the Veterans Administration from in
creases in rental rates and utility charges for Government-owned quarters
and garages furnished to ernployees--In a January 1963 report, we stated
that rental and utiiity charges to employee occupants of Government-owned
quarters at certain Veterans Administration stations were significantly
lower than the rates charged in n~arby communities for comparable private
housing. The lower rentals for quarters resulted from VA policy of per
mitting reductions based on restrictions or extra health hazards attribut
able to residing on hospital grounds and not inherent in the occup!lncy of
comparable private housing. We recommended that these factors be elim
inated in establishing rental rates because applicable Bureau of the Bud
get instructions did not include such conditions as reasons for deviating
from the principle that rents should be set at levels similar to those
prevailing for comparable private housing in the area.

In a May 1964 report, we stated that rental rates for garages used
by VA field station employees to house personally owned automobiles had
remained unchanged, for the most part, since 1935 and that the rates were
significantly lower than rental rates for comparable private garages in
the local communities.

In accordance with our proposals, the VA revised its quarters, ga
rage, and utility rates to levels similar to those prevailing for compar
able facilities in the local communities. On the basis of our review of
the VA's reappraisals of rental and utility charges, we estimate that rev
enues increased by about $745,000 annually.

129. Charges to occupants of Government-owned housing at certain
Agricultural Research Service field locations to be reviewed--Our review
of procedures and practices relating to quarters rental activities of the
Northern Administrative Division of the Agrj~ultural Research Service
(ARS), Department of Agriculture, disclose·j instances of noncompliance
with Bureau of the Budget Circular No. A-~5 and ARS policies and proce
dures concerning the establishment of rental and utility rates, the per
formance of timely reappraisals of rental rates, and the proper documenta
tion of the results of the appra~sals.

In a report issued in December 1964, we commented that (a) rentals
charged occupants of Government housing were not properly established,
(b) the established utility charges were deficient, (c) timely reap
praisal of rental rates was not made, and (d) garages were furnished
State employees without charge. We were advised that generally correc
tive action would be taken on the deficiencies disclosed in the report.

130. ':2ed for more adequa~e mana~ement control and review of rental
and utility rates by the Depar~ment o£~th~ Interior--We identified under
charges for rents and utilitie§ at 53 ~~ the 55 housing locations in
cluded in our review of charge~ for re~ts and utilities by the Bureau of
Indian Affairs, the Bureau of Retlame~ion, the Bureau of Spor~ Fisheries
and Wildlife, and the National Park Service, Department of the Interior.
At these locations, we reviewed 17 percent of the Department's quarters
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to determine the correctnes'~ of allowances for isolation deductions,
10 percent to compare base tentals with private housing rentals, and
21 percent to compare utility charges with local domestic rates. Fot the
quarters reviewed, we identified undercharges amounting to about $5Q~~OOO

annually. Because undercharges were found to exist at"most of the loca
tions reviewed and were, for the most part, attributable to deficient and
conflicting administrative policies and practices, we believe that similar
conditions may exist throughout the Department. Because of these condi
tions, we believe that the Federal Government may have lost substantial
revenues in renting the approximately 10,600 Government-owned housiog
units occupied on a permanent basis by employees of the Department of the
Interior.

We recommended in a report issued in March 1965 that the Secretary of
the Interior (a) require that rentals for Government-owned quarters be de
termined by private professional appraisers or appraisers of the Housing
and Home Finance Agency and (b) require the Assistant Secretary for Ad
ministration to provide, at the Departmental level, for (1) the coordina
tion and administration of charges for housing rentals and utilities,
(2) the initiation of reviews at the housing locations where our review
disclosed undercharges to determine whether the charges for rents and
utilities have been appropriately increased, and (3) initial and periodic
reviews at all employee housing locations to determine whether the charges
for rents and utilities have been established in accordance with applicable
legislation and re:g1llations.

By letter dated May 14 1 1965, the Assistant Secretary for Administra
tion advised us that (a) quarters rental rates have increased since the
completion of our field work, (b) further increases will take place with
Department-wide application of the new Departmental regulations effective
March 1, 1965, (c) the Bureau of Indian Affairs is now using outside pro
fessional appraisers to evaluate all quarter~, and (d) the National Park
Ser.ice has entered into an agreement under which the Federal Housing Ad
ministration will, upon request, make appraisals to be used in establish
ing quarters rental rates.

131. Savings could be realized through use of vacant Government-owned
housing for military reguirements--We found that annual savings of about
S2.7 million in basic allowances for quarters could be realized through
the use of available Government-owned housing to meet military housing re
quirements in Florida. Our findings were presented in three reports is
sued in April and May 1965. Potential savings were avniln1-le in the Or-
lando area ($1.3 million), the Tampa area ($1.1 mil' ~ the Jackson-
ville area (S.3 million). The available Governmen lsing repre-
sented properties awai ting sale by the Federal Hous. ..istration and
the Veterans Administration. However, in view of th~ ~~ze of the inven
tory and the lack of demand for housing, the prospects for sale in the
near future did not appear promising.

The Department of Defense was using its leasing authority almost to
the full extent of the limitations imposed by the Congress. We
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recomm~q4~4 that the Congress. consider ex~ptirtg from curr~nt leasing re
stricti6nj the housing o~ned by' the'~ederal Hcusing. Administration and the
Veterans Administration and that the ~~rtrnent of Defense use such hous
ing, if eX_emp~ed. as pu~lic qijarters for military personnel.

In order that pq~~~~!e savings under exi~ting legislation may be real
i~ed, we recomm¢nd~4, ~~<~ ~~ ~partment of Defense encourage military per
t.onn~J to r~nt av~;.lab'~e Govei:'nment-owned housing as ind'ividuals, and that
thE!;",COml:p_ission~r of the ,Federa.l Housing Administration. the Administrator
of Veterans, Affair3. and the secretary of Defense establish procedures to
monitor progress of a leasing and rental program.

The F~4eral Housing A~inistrat~on. the Veterans Administration, and
the O.pattmen~ qf pefense agreed g~nerally wit~ these reco~p.ndations;

however" the CongreS:i hes not exempted the Government-owned housing from
lea'sing &:estrictit;iis imposed on- the Department of Defense.

The- House Committee,on Appropriations took note of our findings in its
report on the Military Construction Appropriation bill, 1966. The Commit
tee expressed approval of the improvement in relationships among the De
partment of Defense, the Federal Housing Administration. and the Vet~rans

Administration in the matter of housing and stated that, as a result of
efforts of the General Accounting Office, the Federal Housing Administra
tion and the Department of Defense have completed a procedure which will
make FHA propertie~ available on a long-terro-lease basis. The Senate Com
mittee on Appropriations also expressed gratification with the improved
relationships.

132. Savings could be realized through more effective use of available
quarters in lieu of quarters allowance payments to military personnel-
Quarters allowances are paid to military personnel when Government quarters
are not furnished them. We found that the payments fo~ quarters allow
ances at some military installations could have been substantially reduced
had a more effective use been made of the Gov~rnment quarters available at
those installations. Available and suitable Government quarters were not
assigned for occupancy of eligible personnel because of (a) management de
cisions that quarters were not suitable if located at a nearby installa
tion rather than at the duty site. (b) failure to assign to enlisted men
the quarters reserved for but not needed by officers, and (c) delay in as
signing new tenants to vacated quarters.

During fiscal year 1965, we issued four reports on our reviews at se
lected installation$. In reporting our findings, we stat@d that the prac
tices we found at these installations were resulting in unnecessary pay
ments of allowances of at least $]00,000 annually. In response to our
recommendations for corrective measures, the military departments advised
us of actions taken (a) to correct the practices at the inst?llations we
cited and (b) to strengthen surveillance of the practices at other instal
lations by requiring quarterly reports on the percentage of utilization
attained and by increasing emphasis in this area during internal audits at
the installations.
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133. Savings could be realized through reduction of unrealistic If.t.s
for temporary lodging allowances paid to military persvnnel--Hilitary ser
vicemen in Hawaii were receiving an estimated $2 million to 53 million an
nually in temporary lodging ~11owances (TLA) in excess of the actual above
normal expenses incurred by them. This was due primarily to unrealisti
cally high rates for ILA. In our report issued in May 1965, we recommended
that the Secretary of Defense direct the Per Diem Travel and Transportatlon
Allowance Committee to establish TL~ rates which realistically reflect the
above normal costs al resJding in temporary accommodations and that the
Joint Travel Regulations be revised accordingly. We recommended also that
(a) the Secretary of Defense and the Secretary of the Treasury Jointly in
stitute a study to ascertain the desirability and feasibility of leasing
apartmellt-hotel acconunodations in Hawaii to prOVide temporary lodging and
(b) if the study proves the leasing of accommodations to be feasible, the
Secretary of Defense and the Secretary of the Treasury take steps to obtain
any legislation required. In reply, the Department of Defense stated that
the Per Diem Travel and Transportation Allowance COIJI!)ittee had been ci1
reeted to make a study of the ILA rates for Hawaii and that the Secretary
of Defense and the Secretary of the Treasury had instituted the joint study
we reconunended.
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134. Ac;.tion ~akenby ,the Civll ,SeryiceCorrgnission. to revise grgup
life insurance, premium rates: for pistrlct: of Colutn~ia Governmen~ school
teachtts~-Inour report issued in AUgust 1964, we ~tated that District of
Columbia (D.C.) s~bool teac~rs, since inception of the Federal employees'
groqp life insuranee program, had paid less annually for life insurance
pro~ection- than other covered employees were required to pay because the
United States Civil Service Commission had advised the D.C. Government to
use a rate which was too low, in withholding insurance premiums from school
teachers' salaries.

During fiscal year 1964, the insurance premiums withheld were insuf
ficient and, as a result, D.C. school teachers' net salacies were overpaid
about S3O,OOO and D.C. Government did not contribute its share of about
Sl5 ,000 , for a total underpayment to the life insurance fund of S45,Ooo.
We estimated that the group life insurance fund, since its inception in
fiscal year 1955, had been deprived of insurance premium revenue of about
S35O,OOO.

After we brought this matter to the attention of the Commission, an
amendment to the group life insurance regulations was approved, effective
the first pay period after June 30, 1964, providing for the withholding,
from the salaries of insured school teachers and other employees in similar
categories, of insurance premiums at the appropriate annual rate prorated
over the number of salary installments paid during the year. We did not

t recommend the recovery of the amounts underpaid by the school teachers for
group life insurance protection and the contributions not paid into the
insurance fund by D.C. Government since the improper premium rate for in

. surance coverage was used in reliance on instructions issued by the Com
mission which has regulatory authority over the Federal group life in
surance program.

135. Changes made to eliminate free home to-work transportation fo~

military and Hilitary Assistance AdVisory Group personnel--Our review 0f
th~ utilization of commercial-type vehicles by the Military Assistanc~ Ad
Visory Group and the Headquarters, S~ppQrt Activity, Taipei, Republ~c of
China, disclosed among other things tffa~ ~~h~eles were being used to grc
vide free transportation to and from home and work for military and HAAG
pet'sonnel.

Subsequent to ou~ review, the Assistant Secretary of the Navy (In
stallations and Logistics) authorized the use of Government vehiCles for
tranaportation of HAAG persannel to and from ho~e anu work. We believed
that the justification for this authorization was ~Jestionable,and,there

fore, in our report of July 31, 1964, we recommended that the Assistant
Secretary examine into the validity of the justification and reconsider
his decision authorizing HAAG to use Government vehicles fo~ home-to-work
transportation.

We were advised by the Assistant Secretary of Defense in September
1964 that Defense personnel are now reqUired to pay S2.00-a-month fare
for home-to-work transportation. We made a follow-up review on the
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implementation of this new fare-paying system at HAAG Taipei and United
States military installations located at Tachikawa, Yokosuka, Atsugi, and
Kamaseya, Japan. We estimate that the Government vill collect about
$52,000 annually from these locations for providing home-to-work transpor
tation.

136. Act ion to be taken by the Atomic Alli::rgy Cormniss ion to e1 iminate
nonessential bus transportation servi~es--Our review of the contractor
oper~ted bus transportation system servicing the Hanford Works, Richland.
,.,Iashingtoll, of <::he Atomic Energy Commission disC"losed that annual savings
of c1.$ much as S145,UOO were attainable by discontinuing bus transpor1:ation
service, oetHeen (1) various points in the city of Richland and the bus
terminal and (2) the bus terminal and the 1'300 work area" on the Federal
reserva ... iun.

AEC informed us that, in connection with the current implement4tion
of a program of diversification under which the various activiti~3 at the
Hanford Works will be conducted by a number of contractors rather than by
a single cOlltr,Jctor, the bus operation was one of the many facets of the
activitie~ that w~re being reviewed. AEe informed us also that, under the
agreem~nt \.;j th the replacement contractor in the "300 work area," bus
lnlnsportat iOll "",ill not be provided to its employees and that o.cher seg
meets or the bus operations would be conside!'ed as the diversification
program proceeded. Because the diversification program is not scheduled
to t.e fully imple!TIented unt il mid-1967, we recommended that Ate take such
act ion as may be appropr iate to attain e II.ore timely discontinuance of all
Government transportation services in the city of Richland and to the
'. 300 work are.J. ,II

137. Dispdrities in transporting OVerseas personnel to and from work
to ue curr~cted by Department of State--At 10 overse~s posts visited by
us, '~.• ' JOunc' thdl t \\'hile one or more agencies were providing free trans
purtat iOTi to and from work to their American emoloyees on the grounds that
rhere was no practical alternative, other agencies at the same post were
not providing such transportation and theic employees were commuting with
out using Government-furnished transportation. We found also that a sub
:.;tcllltial number of personnel at the posts we visited were receiving free
Government-furnished transportation to and from \~ork daily even though
privately owned vehicles of these employees had been transported to their
post~ at Government expense.

On the has is of our review in the 10 countrip.s and the limited infor
mation available ('tn the worldwide pract.ices of the principal United States
Government agent: ies overseas, we es timated that the practice of providing
free transportation to and from work to employees was resulting in unre
covered cos ts to the Uni ted States Government of several hundred thousand
dollars annually. The Department of State informed us that it was aware
uf inequities in the treatment of overseas employees of the various agen
cies and that it was determined to overcome these differences. The De
partment agreerl ::hat, as ". matter of principle, a charge for use of
r.overnment-o~led vehicles to and from work was appropriate. The Depart
ment's plans call for the Ambassadors in the various countries to ensure
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equitable treatment of all employees regardless of agency and to provide
for th~ levy of a charge for transportation to and from work except in un
usual and unique circumstances.

138. Savings to result from discontinuance of practice of furnishing
free flight meals to certain military Dersonnel-- A~ increased cost of
about $640,000 annually has been incurred because Navy and Marine Corps
flight crew personnel receiving cash allowances for subsistence are not re
quired to reimburse the Government for flight meals furnished them. Per
sonnel of the other military services receiving such allowances are not
furnished free flight meals. (T~e legislative authority for the furnishing
of free flight meals to certain Navy and Marine Corps personnel is permis
sive.) We suggested to the Secretary of Defense that he administratively
discontinue the practice, and this was done as of July 1, 1965.

139. Need to cOnsider modification of law relating to medical services
furnished bv the Department of Health. Education. and Welfare. without
charge to civilian field employees of the Public Health Service--Pursuant
to section 322(a)(7) of t~e Public Health Service Act, the Public Health
Service (PHS), Department of Health, Education, and Welfare (HEW), fur
nishes medical services to its civilian field employees, without charge,
tor illnes~es and injuries that are not proximately caused by their employ
ment but occur during their regularly scheduled workday. Also, pursuant
to the Federal Employees Health Benefits Act of 1959, PHS shares in the

l payment of premiums to commercial insurance companies for health insurance
coverage for most of these employees. The terms of the insurance con
tracts, however, preclude PHS from recovering from the insurance companies
al~ portion of the cost of the medical services furnished to insured em
ployees because the employees are r.ot legally obligated to pay for such
services. As a result, the Government is in effect bearing cOsts relating
to medical care for these employees twice--once as direct patient costs
and again as a share of insurance premiums. During fiscal year 1963, the
medical services furnished to PHS civilian field employees cost about
$275,000 and the Government's share of the health insurance premiums for
these employees was about $414,000.

Because there is no requirement that an illness or injury have a
causal relationship to an employee's duties, the conditions under which
medical services can be furnished to PHS civilian field employees without
charge under section 322(a)(7) of the Public Health Service Act are
broader than the conditions under which medical services can be furnished
without charge to Federal employees under other laws, such as the Federal
Employees' Compensation Act of 1916. Thus, section 322(a)(7) provides for
Government medical care benefits to PHS civilian field employees, which
ar~ not generally available to PHS departmental headquarters civilian em
ployees or to civilian employees of other Government departments and ~gen

cies stationed in the continental United States.

In a report issued in April 19~J, we reported this matter in order
that the Congress might consider amending section 322(a)(7) of the Public
Health Service Act to (1) discontinue the authority for furnishing medical

91



GOVERNMENT-FINANCED SERVICES (continued)

services, without charge, to PHS civilian field employees at locat~Qns ~~e

private medical care is available and (2) provide for furni~hing $Uc& s~~

vices, on a reimbursable basis, to em~loyees at isolated locations ~re
there is a lack of private medical facilities and services. qnde~sucb-an

amendment, the dual Government costs relating to medical care for PHS' civil
ian field employees would be eliminated and the inequality in .edieal care
benefits available to these employees compared with benefits aval1.bl~ to
other Federal employees would be minimized.

By letter dated December 18, 1964, the Assistant Secreta~y for Admin
istration, HEW', stated that HEW' had no disagreement. with the princ.1ple of
equitable treatment for all Federal employees and that HEW was actively
considering a proposal to modify section 322 of the Public Health Service
Act in a manner consistent with our observations.



FINANCIAL ADMINISTRATION

COLLECTION ACTIVITIES

140. Act~on taken to eliminate the Commodity Credit Corporation's in
volvement in the collection of future dollar refunds and to collect dollars
receivable on_past transactions--In a report issued in November 1964, we
polnt~d out that the r.ommodlty Credit Corporation (CCC) , Department of Ag
riculture, did not have· adequate controls for de-termining and collecting
dollar refunds due eec from foreign governments because of adjustments in
amounts financed on cotton exported under ._~ ~!.e 1, of the Agricultural
Trade Development and Assistance Act of 19~4 (Public Law 480). As a re
sult, eec was not aware of and had not coll~cLed all dollar refunds to
which it was enti~led. We estimated that for fiscal year 1963 the amount
of dollar refunds due, which were not claimed, may have totaled over
$168,000.

As a result of ~ur bringing this matter of inadequate controls over
dollar refunds to its attention, the Department agreed to institute certain
actions aimed at determining and collecting refunds which may be due on
past transactions financed under title I. In addition, the Department
adopted a plan which requires importing countries to pay United States ex
porters in doll~rs for 2 percent of the invoiced amount of cotton exported
under title I and which provides that eec finance only the remaining 98
percent, instead of the 100 percent financed by cee under the then exist
ing procedure. Under the plan, adjustment refunds are handled between ex
porters and importers generally without any further monetary settlement
with eec. Information obtained from the Department indicated that, on the
basis of past transactions, the revised financing arrangement would result
in a reduction of over $1 million annually in the net dollar expenditures
which cee would otherwise incur in financing the exportation of cotton un
der title 1.

Our report also pointed out that eec's collection procedures had been
unduly complex, resulting in unnecessary interest costs of over $30,000
annually on borrOWings from the Treasury and in an adverse effect on the
United States international balance-of-payments position because uncol
lected amounts totaling over $1 million had generally not been available
for use by eee until claimed and received. The revised procedure cited
above, which should generally eliminate eec's involvement in the collec
tion of future dollar refunds, and the action taken to collect dollars
receivable on past transactions will save interest costs and contribute to
an improvement in the balance-of-payments position.

141. Action taken by the Veterans Administration to collect ~ebts re
sulting from default of housing loans made in Florida--In a report issued
in December 1964, we stated that the St. Petersbur.g, Florida, Veterans Ad
ministration Regional Office did not effectively discharge its responsi
bility to attempt collection of about $7 million owed to the Government
because of defaults on housing loans made in Florida under the loan guar
anty program. We found that initial advice to the debtors of the amounts
owed was not attempted for periods of up to 2 years after foreclosure of
the mortgages and thac collection letters were then usually addressed to
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the properties which the debtors had vacated years before. The letters
were returned undelivered, and generally no further efforts were ..de to
locat~ the debtors. Also, in many cases, attempts were made to collect
from only one persor. whereas other persons were also liable for the debts.

Thus, the Government's ability to collect these debts has been seri
ously impaired, and unnecessary losses may occur. For the Ie-month period'
ended March 31, 1964, the St. Petersburg Regional Office determined that
660 debts involving about S1 million were uncollectible and r~ferred them
to the General Accounting Office for further collection effort. Our ex
perience shows that debtors against whom no collection action has been
taken for several years are more difficult and costly to locate and are
generally mOTG resistant to voluntarily settling the debts.

We included a finding concerning deficiencies in debt collection prac
tices of the regional offices at Atlanta, Georgia, and Pit~sburgh, Pennsyl
vania, in a July 1961 report. In commenting on that report, VA advised us
that all VA stations would be reminded that they were expected to use all
reasonable means at their disposal to collect receivables before determin
ing the ac~ounts to be uncollectible.

During our review at the St. Petersburg Regional Office, we discussed
our findings with VA officials and certain corrective actions were prom
ised. We proposed that VA take necessary measures to determine whether
Central Office instructions. including revisions resulting from our re
view, are effectively carried out. We suggested that superVisory visits by
Central Office officials. including internal auditors, be made with a view
toward determining effective compliance. The Deputy Administrator advised
us that renewed ~mphasis has been given to collection procedures in recent
publicdtions and that Central Office superVisory personnel and auditors
will give this area special attention.
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14~. QuylHA -edt by the Fam Cttdit Adlinl,tr.tlon to provide !!OIe
_aninlfu\. -fbianCl'il:~ jt,tpeDtl-:nw pre.mtatiotl of financial stateaaents
preP,it"!., llY' 'fI1e 'lam CtidU: AiDinistration (rcA) for various bank. in the
rarm,Cr"~it SY.tem.need!d improvement. to adequately and fully di.clo.e the
fin~ial. cOJ>cli tion of the Sy:.t.... In a report issued to the Governor,
rcA" in March 1965, we ".-anted upon, amona other thing., the need for rCA
to explain. material at,eer., such a. surplus allocation. and .contingent li
abilities, in footnote.~to financiel statement. and to footnote fiscel year
1965 statements to show' a departure from the past accounting treatment for
depreciation of fixed a••ets. In April 1965 the Governor advised u~ that
the agency would adopt these proposals.
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143. Action promised by the Area Redevelopment Administration to im
prove accounting system to enable the development of adequate financial in
formation--ln a March 1965 report, we stated that we found that the ac
counting system of the Area Redevelopment Administration (ARA) Department
of Commerce, did not provide for the development of costs by activities
And functions. We found also that other agencies, which were delegated
certain functions and responsibilities under the area redevelopment pro
gr~m, were not required to report their administrative expenses to ARA by
specific progr~m activities performed on its behalf nor did all these
agencies report such expenses on an accrual basis. These deficiencies
were of such significance as to preclude approval of the accounting sys
tem. Therefore we curtailed our review pending thorough review and revi
~ion of the system by responsible officials.

The Area Redevelopment Administrator advised us that ARA would, in ac
cordance with our proposals, begin immediately to design an accounting sys
tem which would have the flexibility to account for program activities and
subdivisions thereof and that, upon completion of the revised accounting
system, ARA would request the delegate agencies to provide program cost,
data on a comparable basis and in a timely manner.

144. Need for action by the Department of Agriculture to deter unau
thorized expenditures for the alteration of buildings--In a report issued
in December 1964, we pointed out that the Agricultural Research Service,
Department of Agriculture, altered a bUilding at the Agriculture Research
Center, Beltsville, Maryland, to provide, in part, two environmental cham
bers for conducting animal research experiments and charged the cost,about
$39,000, to the fiscal year 1961 and 1962 appropriations, notwithstanding
a limitation of 55,000 in each appropriation for altering anyone building.

We did not agree with the Administrator, ARS, that the chambers were
special-purpose equipment and, therefore, not subject to the limitations
beCause, in our opinion, these chambers were permanent rooms in which the
temperature and humidity could be controlled and their proposed use for a
special purpose was not a basis for ~lassifying them as equipment. Conse
quently, we stated that the facts concerning the unauthorized expenditure
should be reported by the Secretary of Agriculture to the President and the
Congress as required by 31 U.S.C. 665(i)(2). Also, we recommended that the
Secretary disseminate our views to appropriate officials of the Department
to deter similar unauthorized expenditures on future projects.

In June 1965, we wer~ advised, in effect, by ARS that the Department
did not agree with our views.

145. Need for management controls in the Department of State to pre
clude obligation of funds after expiration of fiscal year appropriations-
In January 1965, we reported to the Congress that the Department of State
had obligated certain of its fiscal year 1964 appropriations after their
expiration date of June 30, 1964. A total of 296 purchase orders in a
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combined ~unt of $513.163 wer~ processed between July 1. and July 13.
19.6~. but 4ate4 a. of June 30, 1964. or bafore. and charged to fiscal year
1964 appropriations.

The Department's actions were not in conformance with provisions of
the related annual appropriation act. and other applicable .tatute. regula
tions. and deci.ion. o~ the Comptroller General. which .tipulate that fis
cal year appropriations can be obligated only during the year for which
made. We infornoed the Department that a reexa1llinatlon should be made of
all obligations incurred .ince July 1. 1964. and that items improperly des
ignated for payment from fiscal year 1964 appropriation. should be redes
ignated for payment from fiscal year 1965 funds or canceled. The Depart
ment subsequently removed these charge. against fund. for fiscal year 1964.

We reconmendl~ that the Secretary of State cause corrective action to
be taken through the institution of management control., including appro
priate" internal audits, and take such other measures as may be necessary to
preclude recurrence of the activities described in our report.
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FUND COHROL

146. Procedures adopted by the COIIUTIoditv Credit Corpor!.tion to provide
for timely deposit of collections--During our review, made in fiscal year
1965, of the accounts and financial reports of the Conunodity Credit Corpo
ratioll, Department of Agriculture. for fiscal year 1964 at the Evanston
Commodity Office (EVeO), Agricultural Stabilization and Conservation Ser
vice. we noted that cash deposit practices of the EveD and its Minneapolis
Branch Office resulted in collections being credited to eec's account up to
7 days after receipt. Because it was practicable to deposit collections on
the day of receipt or on the following business day. depending on time of
receipt, and because deposits reduce the balance of eeG's interest-bearing
debt payable to the United States Treasury, we estimated that delays in de
positing collections during fiscal year 1964 resulted in unnecessary inter
~~t cost of about $32,000 to ecc.

lJ~ discussed the delayed deposits with responsible officials who subse
qU@lltly revised procedures to provide for timely deposit of collections.

147. Funds improperly retained under the control of the District of
Col umbia Redevelopment Land Agency subsequentlY deposited _into Treasury-
In a report issued in October 1964 on our review of selected aspects of the
administration of urban renewal projects in Washington, D.C~, we noted that
the Dislrict of Columbia Redevelopment Land Agency (DCRLA) had used a por
cion of the proceeds received from the sale of a parcel of land outside the
limits of an urban renewal area, which was covered by a loan and grant con
trJct with the Housing and Home Finance Agency, to defray certain costs and
had invested most of the remainder in Government securities. These funds
were dispo~ed of in this manner without congressional concurrence although
~ost of the funds received from the transaction should have been expended
only as directed by the Congress. After we advised DCRLA of the proper in
Lerpretation of the law in this matter, the agency remitted $270,258, a
part of the net proceeds from the sale, to the Treasury for deposit to mis
cellaneous receipts and informed uS that the remaining balance of the net
proceeds, $1,374, would be remitted to the Treasury when received from the
purchaser of the parcel of land.

148. Costly and inadequate procedures and practices by the Po~t Office
Department to be corrected--In ~ report issued in August 1964, we stated
that, during our review of the financial activities at the Regional Offices
of the Post Office Department, we brought to the attention of regional di
rectors or other officials, verbally or in reports, deficiencies and weak
nesses which appeared to be Within their authority and responsibility to
correct. In some instances, a deficiency '~as observed in only one region;
in other instances, the same or similar deficiencies were observed in two
or more regions. The deficiencies note.d consisted of such matters as
(a) the excessive use of Treasury checks. (b) the unauthorized extension of
credit to mailers of nonmetered mail, (c) the need to improve control over
payments for utility services, (d) the unnecessary number of checks issued
to the same vendor, and (e) the failure to obtain cash discounts. Regional
officials took or promised to take corrective action on most of the
findings.
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FUND CONTROL (continued)

149. Savings to the Department of Labor from more effective administra
tive control of funds for financing Federal-State training programs--In a
report issued in April 1965 on our review of the administrative practices
of the Department of Labor in funding various Federal-State programs for
the training of the unemployed and underemployed, we stated that controls
exercised by the Department were ineffective and that, as a result,
Sl.l million of Federal funds advanced in fiscal years 1962 and 1963 to
State employment security agencies were permitted to accumulate in the
hands of such agencies although the funds were no longer available for use
in the training programs. We estimated that, because of the delay in re
covering the surplus training funds, the Government incurred unnecessary
interest costs of as much as S58,OOO. We found also that S2.l million in
funds recovered from the State agencies were not promptly deposited after
receipt by the Department's Washington offi r •

We proposed that. to avoid the accumulation of surpluses and to help
prevent unnecessary interest charges to the Federal Government, the Secre
tary of Labor (a) issue instructions requiring the continuous monitoring of
funds advanced and the prompt return of all funds not currently needed or
no longer available for use by the State agencies for proj~ct expenses and
(b) consider the use of letters of credit for funding the c~erations of the
State agencies through Federal Reserve banks, which procedure would permit
State agencies to draw funds as needed f~r program operations and avoid
premature withdrawals from the United States Treasurya We also proposed
that the Secretary of Labor issue instructions requiring adequate control
and prompt depositing of cash receipts a

We were informed by the Assistant Secretary for Administration that the
Department had taken action to recover the surplus funds from the States,
that it would apply the letter-of-credit procedure to payments to States
for all major programs, and that it would prepare comprehensive written
procedures for the handling of cash receipts.

The actions which the Department had taken and proposed to take ap
peared to be adequate to correct certain deficiencies noted in our review,
and we planned to evaluate the adequacy of the Department' 5 corrective ac
tions when they had been completed. However, since the Department later
informed us that it was deferring application of the letter-of-credit pro
cedure to the area redevelopment program because legislative authority for
this program would expire on June 30, 1965, we recommended that the Secre
tary of Labor offset surplus funds then in the hands of the States against
any advances for training activities which may have been made prior to the
expiration of the area redevelopment program and recover on a timely basis
any surplus funds which could not be offset.

150. Need for National Park Service to discontinue use of rental reve
nues for rehabilitation and improvement of facilities--Our rev:ew disclosed
that, contrary to section 321 of the Economy Act of 1932 (40 U.S.C. 303b),
as amended, the National Park Service (NPS) authorized the Rai<lier National
Park Company--the concessioner at Haunt Rainier National Park--to retain
about $300,000 of rental revenues due the Government, to finance the
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rehabi Ii tat ion and improvement of Government-owned facilities rather than
to pay such amounts to NPS. NPS should have collected the rental income
and deposited it into the Treasury as miscellaneous receipts.

The concession facilities were acquired by NPS from this concessioner
in April 1952 at a cost of $300,000. The concession structures are for the
most part log and frame structures 30 to '!'~6 years old, which NPS has stated
are worn out. They were purchased by the Government to permit construction
of new facilities. Subsequently, NPS awarded a contract all June 30, 1964,
for construction of the new facilities, at a cost of $1,388,000. We be
lieve that the propriety of requiri.v5 the concessioner to expend signifi
cant sums of money on certain impl0vements of a permanent nature to
Goverrlment-owned concession faci Ii tieS is questionable because the faci li
ties were generally recognized as being beyond economical repair and as
needing replacement.

Our review showed also that the Department of the Interior had not
fully complied with the requirements of the act of July 31, 1953, as
amended (16 U.S.C. 17b-1), which requires that all proposed awards of cer
tain concession contracts be reported in detail to the Congress prior to
execution. Our review disclosed also that adequate control was not exer
cised by NPS over the expenditures of the funds by the concessioner.

We recommended, in a report issued in October 1964, that the Secretary
of the Interior direct NPS to (a) negotiate an amendment to the existing
concession contract to provide that the rental of the Government-owned fa
cilities be for a money consideration only, (b) deposit all money derived
from this rental into the Treasury as miscellaneous receipts, (c) promptly
collect from the concessioner and deposit into the Treasury as miscella
neous receipts the unobligated balance of the funds in his custody for re
habilitation and improvement expenditures, and (d) finance future expendi
tures for work on Government-owned facilities, other than for routine main
tenance and repair, only from funds appropriated by the Congress expressly
for that purpose.

We recommended also that the Secretary of the Interior advise NPS that
hereafter no concession contract shall permit a concessioner to retain Gov
ernment funds to finance the rehabilitation and improvement of Government
owned facilities without specific legal or other authority therefor.

151. Need for revising procedures for remitting C.O.D. collecticns by
the Post Office Department--We noted in our review of the financial activi
ties of the Regional Offices of the Post Office Department that the number
of money orders issued could have been substantially reduced, with result
ing reduction in costs, if a single money order or Treasury check had been
prepared daily or weekly for each shipper having multiple C.O.D. collec
tions. Under present procedures, postmasters are reqUired to issue one or
two money orders for each C.O.D. collection. We therefore recommended, in
a report issued in August 1964, that POD's procedures for remitting pro
ceeds from C.O.D. collections at first-class post offices having annual re
ceipts in excesS of $1 million be revised to require the issuance of a
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s~11&le IIlOner',or.lt*" o~ T"...sury cjlec:k. on " daily, or waltly basis or for
s~.'otfi.er' iiutiAllle perfod'. to snippers e~titled' to thio procftljs of two or
IIli>ra C'.'O';'D. collections. lie uti_ted, that savinas of about $600. GOO, annu-

.< _ .r, i ..-.....;:..t.__ -~ - ~_.-<f'~.. '. • ..~ . '-._ .• ". ~ .".: . 1.'-_ ", _ ,'" -<;..,•• , ,

"p~ ~r"'J:~,,~£~l.li iL~ a~oJl,t:s tlit's -"C,,-ndatilln. Also. 1M beHeved
t,liat:'.\'i~~J'ma.l ~ylnjl_Si CClulil be, achieved i~ C.O.D. ,payooents ...re consoU
d~ted at" tl)Oll., sma,net; ,!!,!s.t ll!f,ices vhii:h ~Y'! a substantial VOlume of
C.O.D. "ell~i;tes. ACci>rdinalY we rae r lCied also ttiat POD prescribe cri
terla for .1Itllbiishina ~thb reVised procedure in tbose ,",st office. havina.
annual receipt. of la••; than $1 m,illion but handllna a .ufficient volume of
C.O.D. deliveries to w~rrant consOlidation of payment••

The POD has appointed a .tudy' taam to reView our recommendations •
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PROGRAM ADMINISTRATION

ADMINISTRATION OF THE ECONOMIC A.l\ID TECHNICAL ASSISTANCE PROGRAM

152. Pote~tial sources available to borrowers to be considered by the
Agency for International Development before making loans to foreign coun
tries--Qur review of two budget-support loans totaling $15 million made to
the Government of Ecuador showed that, in determining the amount of United
States assistance needed by the Government of Ecuador to fond its budget
deficits for calendar years 1961 and 1962, the Agency for International De
velopment did not insist, as a precondition to United States aid, that the
Government of Ecuador avail itself of all potential sources of internal
borrowings or that it fully develop certain tax sources. The Agency did
not do so at the time the loans were made because it did not adequately
consider the status of the Government of Ecuador's borrowings from the Cen- (
tral Bank of Ecuador, and it believed that, in view of the internal politi
cal situation in Ecuador, the development or utilization of other domestic
financial resources was not warranted.

In our report we stated that we believe that, because of the existence
of internal financial resources, the economic need for these loans was
doubtful. It was also our belief that this aid was in questionable compli
ance i~ith the intent of the Congress as expressed in the Foreign Assistance
Act of 1961, as amended, to the effect that aid-receiving countries should
mobilize their own resources and help themselves.

The Agency ackn':lwledged that its loans to the Government of Ecuador
were excessive by about $800,000 on the basis of the credit ceiling at the
Central Bank of Ecuador, which the Agency stated had remained unused at
the calendar period when the Government of Ecuador's receipts were the low-.
est. The Agency advised us that, in future transactions, it would follow
our suggestion that recipient countries should first utilize available in
ternal credit sources.
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ADMINISTRATION OF FOOD FOR PEACE PROGIWl _.fI:L::.)i!k-'Y ~

153. Need to cons der bases ' trad t' --'"-,~/;;~;'-, _;~'*;'~
cial dollar sales can be reduced for for'iji!;pOl1cy:rM.,*,~~~;~!~1"~of;\~~~·~
surplus agricultural sales activities in the' UciteafAr.~$~liC:~df'~~~i~-,
closed that United States commercial dollar s&~!~~~t!If~t~4l~~~Jt~,~~·
Arab Republic had been displaced by sales of sUrplus'C.~lo~(~r~"~.il~~~~''._
currency under title I, Public Law 480, programs'. ~. ,::~. -'::f4~:~1~~fi~r .

. .":-L'!.i1';." ,,>1('i;O:~; ""oc"

We estimated that commerical sales toC.li,,& .~~' ~}.-5;;IIj,l;i-g!iIi't~?,::·
displaced between 1962 and 1964 and ,that, under.e#lit'fri,C1''''ell''__nt~.~:j{dClt;.,
tional sales were likely to be displaced in 19li5.Tht~~;iltGat(q'6:~1'~~':%f'

;'r. <,. ," >"_'.;;':~'i .... .,-'-'~' ,. ";;>r<,,,;. "_',"".' '.~'-." oJ'.'"

suIted because United States agencies made,incr~s~"&"~t's;;«!f}~1-tl.;;~I""

surplus tallow available without establlSh~OI·r~~~~~~~'~~¥~~~~~~~~~¥~t,
requirements for the United Arab Rep\1bllc. Gcl""""rl:ial,,'-lg,Ot',t,';;r...quir....nt'.-,

-::' , :. '..'. "',;" ~."". ";-::",,,,,',,,.I~,,.:>,,·,., "'-',,;--,.,.,,'.:""".,'::'.;',.' "',<I" ~;."~ \

are specified in each Public Law 480 sal.s .....!'1IIent,"'M;~e:\,~'l~;"O,~;;!'!,,~~,+!!It
that title I, Public Law 480, sales do nQt d1spl.e"no~l,colilalezfd.I(,";"P'"
sales. ., ;1' .," ••,f···.~~~~f~t4!Jfl£~if~i:~'/'

,',' ·,~"c-.-¥:.:-~c~,,!i:/~,.h~:'
In 1958, the United Arab Republic's i..,.,rts ()f 'C.l1oif-~tidIitQ,;""

, ' "'.<:..~~' ').~~'··~o(,·,:c,)';""'-'-<y:7!,<'~V~P ".,
about 32,000 metnc ~ons which were obC.ined ,fro.Unf,tedrSc.t.s:{~~s__
for dollars. In ~964, the United Arab RepUblic's i~rl~:f~!if~~~~?:"
about 56,000 metnc tons but United Sta~.s co-.-c_i.l·'cl!iIJ.~r'-'~,!,"-!~.?'
creased to 21,600 metric tons. ' . ,,~

The Department of Agriculture dU no~ agree the.1e loeal c~_el\¢)' ~r..s
,J. '... l-,-~-:..~.. y"-,,,,-'\.,

under title I, Public Law 480, agreements res!ll.ted. in •. ,re<Nc:t1~n-'iof?lJnited, , . '" ... ",..,,~.'t:r',:<:,,:__-, __ ~.~-._-

States commercial exports. The Depar~..."t stateli'tliat" in,;,t.tJ:i>.....i:.t-;· 'it,
,.<~' :!('~" ... _,-d:,"<,"·~·,"

might be an open question as to whether or not t~':,~t;~~ti~~~1~1~~;~'~s,.

_ made on a quanti ty of tallow that the United' Ar.abR._p,Il!>Uc: '1I9~~'.'-""l!ii'

purchased commercially in the absence of a. P4bliC:'La~i'48<!i,i'i,IJt~illi b.9~
that this was not the result of improper prQC.dur"lii:l. '~!l,feri!f;~i~\1s,~1;
marketing requirements. The Department advised us tllii-):' '.l·):,'~~;'II!!l,s):.~lf"
ficult to say wi th _any degr,;,e of certaintywl\at q~llf~.t)' ~f.'.~Ho~.the

United Arab Repubhc would In fact have p\1rchased in thea!l!';!p~!'/9l·.' .
Public Law 480 agreement, given its deter,iorati,,& fore,i81) eli'c:ha'nae..J!<IS1:-
tion. .

We believe that the responsible United StateS .genci.s,_ 1I:l'~~;):ipg

commercial import requirements for the United, ~!'.t>JieP!,\>l:~c:.,,~f~,9Rtc,_i!lt-ke
a realistic assessment of the established pa_tte~n Q.f-' the Ul)1t~Cl'-At!b;1!e

public's tallow imports from the United Sta,te.s-,tl\ecqUl1#Y.!,s:~s ~,o.r
tallow, and the country's willingness to utlli~ its ,fofe~~'~~haQge

holdings to purchase tallow through co_rcial -ehann~Js. '_,~f"!,,r:~l.tstic

import requirements, should have been esc.blishecl ¥hic" Vo.<!.l.i1"~-1Ill!-,e~
possible a substantially higher level of Unl1;ed Sc.tes, co,~cJ~l"t:a_l,low'

exports. The requirements should have been seton.the, I>i.Jl_~,of"tblo,·level

of established imports from the United States in tli,e '~ri9df"f.ro.. ,1956
through 1960 and the United Arab Republi~"s willi!!&!,,!~.s--to. utiliz<!its
foreign exchange in 1961, when United States c~mmo~itY assistance was not
available, to import tallow at a level in line with imp~rts ,of previous
years.
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ADMINISTRATION OF FOOD FOR PEACE PROGIlAH (contin.....d).·,·. \ <~;ifl?iip

We believe that the real reason for the u11E'f!81.i~~~!;,_~f:;-~~1~~t~:~jfi('~~: '..
United States agencies involved in this matter" and th~/~~s~~f':;J:f:~-~-:
to protect United States commercial exports, 1s the ove~~1~~~}~~~~A~~!e5tt
tion by the Department of State of the foreign poHcy.aspe"t~:f!lJJ~:;cH~l~,,,~~,

tions of Public Law 480 programs and the adminlstra.flon-: o.~""th8i'f-,':Ii;r."§~~.j~'.:_;-":
in a manner which focuses primarily on this consider.arl()n ,rat~r;i~~:~lo:-n.f~)~-'_::_;'
the s~feguarding of United States cORJnercial exports. ' .

We recommended to the Congress that it may wish to clarif.)'~~cp,rp".·'
visions of Public Law 480 to express more specifically its, intent'l:ons:".",
regarding the displacement of United States coDlfterclal ~'b!s' 'by..!~Pubi'lc
Law 480 programs for foreign policy considerations. . .....~/>,.

'I 'l

154. Need to consider revision of policy of do,..ting,:~fl'out,,-:PlS,tC'.a<'Oif::
~heat to voluntary L 7lief agencies--In a report sU~~it(e~(~2~t~.;~cg~~~~~
,n March 1965, we po,nted out that unnecessary costs ofaJ:io'c',t .$~f~r·,~iJ.l;!J'.~,
had been incur:-ed because floar had been processed or ~",gJ!t.. il):.~~'~nI!~.
States and del1vered tc voluntary relief agencies for ~l~~ri~~~g~;£~~~:~

needy people in Taiwan even though it would have· been IIOr~.'~~~,!,,~~'~~,o,

furnish wheat and have the processing done in Taiwan. Thi.~- ,15 .th,~f).r~~,lt;

of an inflexible policy of the Department of Agric...lture-w~~.~,h··~'~;~"'~,9.~, ..:::.
only flour processed in the United States available to volun:tl!ryrel~·,f(,

agencies for overseas relief programs.

We recommended that the Congress consider a.,nding, section 4.16 oJ, ,the
Agricultural Act of 1949, as amended, to permit the donation o( ,pro'cess!"!,
commodities, such as flour, instead of whole grains, to voluotarY--.ie~el~~'
for distribution abroad only after the Secretary of Aarieul.tureh!i"'~:t:t-."
mined on a case-by-case basis that it would not signIficantly ihcr'-Se
costs to the United States to do so.

155. Need to identify and exclude payment of uD!llowable ,port charges
on food shipments--About $393,000 was improperly paid' on 'fOj)i1' ·!ili1pilients:·(tP
Colombia between 1961 and 1963 because tariff rates include4;·Port··,c.~~8e~·
properly chargeable to the Colombian Government under the terms.~f.agree·_

ments between the United States voluntary relief age~cies~ vhi~h r~~.j~
and distributed the foodstuffs, and the Government of Golombi_.. ·'I'toi:5,
situation resulted from the failure of the Agency for Inter~tional:~~l

opment and the voluntary relief agencies to examine adeq~tely the ma~up

of the tariff rates which included these char8es. .

We recommended that the Agency for International Developllent initiate
action to obtain a refund and determine the extent to whjch such; port
charges are being improperly paid in other countrtes. We' also ·re""_nded
that, to provide for more effective reviews of tarif.fs 1n the ·fu:t1tte!~_ the'
Federal MaritiL~ Commission require all ocean carriers of Unit~d_:S~.tes
financed cargo t,J itemize and separately state 1n- their tarJ:f·(s' ·th!e sev....,
eral factors comprising all port charges imposed by a foreign govetnme~t.
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ADHlNIsTRATION OF FOOD FOR Pyg; PJIOGIlNI (continue,1)

~56. Need to verify factual basis f9f &rIoting commodities fOf famine
relief"In our examination of the food donation program for the United
Arab Republic under title II of Public Law 480., lie· found that the "aency
for International Development granted abl>ut 186,000 ...tric tons of corn,
costing over $23,700,000 in December 1961, on the basis of representations
made by the United Arab Republic that a famine ,""uld occur as a result of
crop failure.

The grant was made without adequate verification of the actual need
for the requested assistance. Offtcial statistics of the United Arab Re
public, which were subsequently accepted by United States agencies, showed
that the corn crop had not failed and IIOst of the corn was undelivered
many 1IlOnths after it arrived in Egypt.

Also, responsible United States agencies did not check on the dis
tribution ofB5 percent of the corn and did not know whether this quantity
of corn ever rea~hed intended recipients. The limited distribution checks
which were made disclosed that substantial quantities, which the United
Arab Republic had agreed to give to needy people, were sold. A subsequent
audit of the records of agencies of the United Arab Republic disclosed
that over 80,000 tons had been sold. .

The Agency for International Development advised us that its approval
of the title II program was based on a major shortfall in the corn and
cotton crops. This approval was based not only on representations of the
United Arab Republic but also on the observations and estimates of United
States officials then stationed in the United Arab Republic. We evaluated
these observations and estimates and found that they were not based on any
factual evidence and were contradicted by statistical evidence.

The Department of State advised us that the decision to approve the
grant of title II corn was justified on the basis of information that
there had been a Widespread crop failure in the United Arab Republic.
The Department also advised us that the willingness to consider a title II
program coincided with a conscious effort to improve relations with the
United Arab Republic, its geopolitical importance, and the part it played
in assuring peace and stability in the Near East. In our opinion, these
foreign policy considerations were the underlying reasons for the grant of
corn to the United Arab Republic and for the failure of responsible agency
officials to adequately verify the need for title II commodities before
approving the grant of corn.

We believe that there is a need to clarify, in existing legislation,
the conditions under which the executive branch can donate surplus agri
cultural commodities to achieve political objectives. Public Law 480, as
presently written. makes no specific provision for such donations. In
our report, we recommended that the Congress consider enacting legislation
which would require that commodities be donated under title II of Public
Law 480 only upon certification by the United States Chief of M[ssion that
he has verified the need for such commodities or upon the determination
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ADMINISTRATION OF FOOD FOR PEACE PROG!!AH (continued)

by the Secretary of State that such food donations are in the interests of
the United States.

We also recommended to the Congress that it might wish to consider
whether it would be more appropriate to require that the eXpense OL pro
viding surplus agricultural commodities to foreign go~rnments t~ mee.t
United States foreign policy objectives be met from appropriatlons·~4e

available to the Department of State or the Agency for Interriational De
velopment rather than from Department of Agriculture appropriations.
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157. Acnon ,saken by the, 'ArM RedevelO!!llllnt A4iDinistration to
strenIShen"adiiifnisti-lIdon> of 'Fant 'fWids--1.n II January 1965 repot.t ....
statejftlia.t alctl)Qjiih tile ~~a~~elOpmentAct provi~.s for Irant assis
tance. "lllrupon a nnd~nl that til",r. is 11tHe probabiUty that the proj
_c.t can, be' un!lel:;taken wi,th~t lIl1cll assiStance, the Ar.a Redevdopment Ad
1I1nJ;stt:lltion (,(iit,t.)., Dep"r.tment of COIIIIerCe, author1:ted a lrant of SU8,ooO
to> the' Pu.!>io. of. 4~", La....... N.w Mexico. for the purpose of flnanc1nl
the C9.t of public facilities to serve. an industrial plant, notwithstand
inl the, availabillty of financial information showinl such assistance was
unne.eded.

We proposed that. to assist in preventinl the r.currence of a similar
situation, the AdministratOr. AlA. and the COI1Iftissioner. CFA. brinl this
case to the attention of the indlvi4uals responsible for evaluatinl the
financial condition of the variOUs government organizations applying for
grant assistance under the Area Rectevelop-.nt Pro&ram'. Althoulh AlA did
not fully agree with our conclusion that the grant was not needed, it
agreed that a more thorough flnancial analysis should have been made and
advised us that mea~res had been taken to prevent recurrence of the defi
ciencies attributable to its eooployees.

158. Action taken by She Department of Health. Education. and Welfare
to strengthen administration of She Hill-Burson prolram--1n a report is
sued in October 1964, we stated that, during our review of the hospital
survey and construction grant program (cOllllllOnly known as the Hi ll-Burton
program) administered by the Public Health Service (PHS), Department of
Health, Education, and Welfare, we noted certain weaknesses in the proce
dures for planning of hospital and medical facilities construction pro
grams, which should be corrected to prOVide greater assurance that both
Federal and private funds--totaling hundreds of millions of dollars each
year--will not be used to construct facilities which are not needed or are
poorly located. The weaknesses noted pertain to (a) the lack of specific
criteria to obtain consistent determinations by the States as to the suit
ability of existing facilities, (b) inaccurate inventories of the number
of beds in existing facilities, and (c) the method of estimating bed needs
without adequately considering the extent that existing facilities are
being utilized. In response to our proposals to correct the weaknesses,
PHS has taken numerous actions to resolve the problem of evaluating the

. adequacy of existing facilities and to develop more effective planning
procedures.

We noted also that the failure by PHS to obtain adequate justifica
tion for determining the need for proposed construction of chronic disease
facilities resulted, in several instances, in grants for projects which
were justified as chronic disease facilities but were subsequently used
to prOVide other medical services. For two cases, Federal participation
increased about S164,000 because of inadequately justified changes in pro
posed bed use from general to chronic disease. In response to our pro
posals, action was taken by PHS to require more adequate justifications in
requests for assistance for chronic disease facilities.
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ADMINiSTRATION OF GRANT PROGR&~5 (continued)

Our revie~ also disclosed that PHS approved additional grants totaling
52.1 million for 20 projects, for which grants had preViously been ap
proved, under circumstances where (a) the proposed construction did not
provide for an increase in the number of beds, (b) the estimated total
project costs remained the same or decreased, and (c) the 20 sponsors· had
preViously given the required financial assurances in agreements with the
Federal Government that these projects could be completed without further
Federal aid. Although the total grants for these projects did not. result
in exceeding the maximum prescribed rates for Federal participation, the
additional grants were questionable because the grantees had already agreed
to accept smaller amounts and the project agreements contained no specific
commitment for the Federal Government to provide additional funds. PHS
took action to modify the agreements for all newly approved projects in a
manner which satisfactorily resolved the question we raised.

Our review further disclosed that PHS had not established adequate
procedures relating to recoveries of grant funds from project owners when
projects ceased to be eligible under title VI of the PHS Act. We found
that records were incomplete, that varying valuation methods were in use,
and that States did not promptly report ineligible projects to PHS. On the
basis of available records, it could not be determined whether appropriate
recoveries had been made in all instances.

Section 625(e), title VI, PHS Act, amended, states that, if an eli
gible facility shall, at any time within 20 years after construction,be
sold or transferred to any person, agency, or organization not qualified
to file an application or not approved as a transferee by the State agency
under this act, Lhe United States shall be entitled to recover from either
the transferor or the transferee an amount bearing the same ratio to the
"then value" as the amount Federal participation bore to the cost of con
structing such project or projects.

Subsequent to our review, PHS developed formal procedures on all as
pects of the recovery procedure, which should improve future program ad
ministration.

159. Action taken by the Department of Health. Education. and Welfare
to apply principles set forth in Bureau of the Budget Circular No. A-21
for determining indirect cost rates--Our review disclosed that eight
grantee institutions received maximum amounts allowable for indirect costs
from the Public Health Service, Department of Health, Education, and Wel
fare, even though they furnished only limited supporting services and fa
cilities to the investigators working on the grant projects. Under these
circumstances, we believe that consideration should have been given to
basing payments for indirect costs on lower indirect cost rates to avoid
reimbursement for costs of services and facilities not provided by the in
stitution.

Accordingly, we recommended in a report issued in January 1965, that
the Surgeon General revise the PHS Grants Manual to provide that manage
ment officials consider the need for negotiation of separate indirect cost
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rates prior to award of individual grants whenever there ere indications
that the sponsoring institutions will furnish only limited support to the
investigators working on the projects. Effective July I, 1965, PHS re
vised its policy to provide that indirect costs will be neaotiated where
limited supporting services are furnished by the grantee institution for a
project in which a major part of the work is to be performed off-campus.

160. Action taken by the Department of Health. Education. and Helfare
to strengthen policies and procedures relatina to payments for indirect
£2!lS--In our review of payments for indirect coats under research project
grants awarded by the Public Health Service, Department of Health, Educa
tion, and Welfare, and administered principally by the National Institutes
of Health, we found that certain grantee institutions were paid for indi
rect costs at the maximum legal rate of 15 percent of allowable direct
project costs, even though PHS had information showing that lower actual
indirect cost rates had been established and included in PHS and other
Government agency medical research contracts with the same institutions.
We believe that the available information should have made PHS aware of
the need to review the appropriateness of its policy in effect prior to
January I, 1963--which provided for payment for indirect costs at the max
imum 15-percent rate to all grantees--so that possible overpayments to
grantees for indirect costs could be avoided. In January 1963, the agency
established a policy which no longer prOVided for the maximum indirect
cost rate to be applied uniformly to all grantees.

In June 1964, PHS advised us that it accepted the obligation to seek
to recover any indirect costs that were in excess of a grantee's actual
indirect costs prior to January I, 1963, that recovery proceedings had
been instituted against three grantees, and that steps had been taken to
strengthen internal audit and review procedures. However, our review in
dicated that action had not been taken to ascertain if payments previously
made to certain other grantees at the maximum rate of 15 percent were
proper.

We recommended to th~ Surgeon General, in a report issued in January
1965, that, where warranted on the basis of information on indirect cost
rates and the amounts of payments involved. action be taken to determine
the propriety of payments for indirect costs made prior to January 1, 1963,
and to recover amounts paid in excess of actual indirect costs applicable
to the research projects. We also recommended that the Secretary of HEW
strengthen internal review procedures at the Department level to provide
better means for bringing to his attention the need to review established
policies of the varjous constituent agencies.

Subsequent to the issuance of our report, the agency informed us of
various actions it was taking to comply with our recommendations.

161. Need for compre~"ensive evaluation by the Area Redevelopment Ad
ministration of grantees' total financial resources in determining need for
,rant assistance- Although the Area Redevelopment Act required that grant
assistance be made available only in those cases where there was little
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ADMINISTRATION OF GRANT PROG~'IS (continued)

probability that a project could otherwise be undertaken, the Area Redevel
opment Administration, Department of Commerce, authorized the use of grant
funds to assist a building company in financing the development of an in
dustrial park without, in our view, having a sufficiently supported basis
for determining that the grantee was not capable of financing the project
without Fed~ral grant assistance. As a result the Federal Government will
incur unnecessary costs of about 5322,000 representing the amount of the
approved Federal grant.

Our review disclosed that, pursuant to its authority delegated by the
Secretary of Commerce, and in accordance with ARA policy, the Community
Facilities Administration of the Housing and Home Finance Agency. in its
determination of whether the grantee's project could be financed with loan
assistance, largely restricted its considerations of available revenues to
those which might be generated by the project.

We believe that ARA gave insufficient consideration to the intent of
section B of the Area Redevelopment Act. This section was intended to
make grant funds available only to those applicants that can demonstrate
an extreme case of need for a project which cannot be undertaken without
grant assistance. Although its stated policy was that a loan for the max
imum amount that could be reasonably repaid be made in preference to a
grant, ARA. by restricting consideration of resources available for repay
ment to those that might be generated by the projec~ in effect, substan
tially minimized the possibility of loan assistance for certain types of
public facilities projects. It seems obvious that, by excluding the basic
sources of the granteets revenues from consideration, the likelihood that
a loan would be made waS limited if not precluded.

Therefore, in a report issued in March 1965, we recommended that the
Secretary of Commerce direct the ARA Administrator to clarify ARA's stated
policy by requiring a comprehensive evaluation of a potential grantee's
financial condition so as to provide a more realistic basis for determin
ing whether grant assistance was essential to carry out the purposes of
the governing legislation. We stated that such policy clarification
should require that the evaluation recognize the current and prospective
financial condition of the potential grantee, giving particular consider
ation to the total resources available to the potential grantee. in deter
mining its need for a Federal grant.

ARA subsequently stated that, as no appropriated funds or authoriza
tion remained for extending grant assistance under the act, our recommen
dation would be recorded for consideration if a program extending grant
assistance was authorized by the Congress on terms comparable to those
contained in the Area Redevelopment Act.
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AREA REDn'ELOl't!ENT PROGRAHS AND ACTIVITIES

l6_~. Action talsen- t9 provide f !Ore reliable ''timet, of probable em_
plgyment effect of RrPeO"d proI,sts In *eonqmically· depre,sed are,,~·Our

reirie!! Q~ th¢ manner in vi\ii:h the Administrator, Area RedevelOpllellt Ad1linis
traU",n, Department of 'Commerce, discharged his responsibilities under the
Area Re~evelopment Act, disclosed' that the Administrator had approved Fed
eral loans under octiQn 6 without having adequately evaluated the estimate
of Permanent n~.ploy'ment opportunities t~ be created ~ each project, re
sulUng in a su.;· ntial overstatement of tilt! antic:ipated accomplishments
of the program t, the Congress.

In a report issued in Hay 1965, we stated that our review of 80 proj
ects' which had received financial assistance under section 6 of the act
and where the facilities prOVided by such assistance had been in operation
for 1 year as of September 1964, disclosed that these projects had actually
created 4,912 jobs, whereas, ~ had reported that 9,539 jobs would be cre
ated within that time. Thus, the aaenc:y's estillAte of jobs to be created
exceeded the number actually r.reated ~ 4,627, or apprOXimately 94 percent.
If what we found to be true for the 80 projects is true for all of the 285
projects reported ~ ~ to the Congress as of February 1964, it appears
that ~'s estimate of 34,168 jobs to be created was overstated by approxi
mately 16,600 jobs.

Our review had been undertaken as a resui t of our previous reviews of
certain individual section 6 projects which were the subject of separate
reports to the Congress and which had disclosed inadequate evaluations by
~ and the Small Business Administration (SBA) __ SBA being responsible for
carrying out certain functions and duties in the area redevelopment program
under authority delegated ~ the Secretary of Commerce--of the extent to
which the projects could be expected to create new employment opportunities
and, thus, further the primary objectives of the area redevelopment pro
gram. Instead, both agencies had placed almost complete reliance upon the
applicants' representations as to the number of new jobs to be created by
the projects.

Our review of one project showed that SBA did not consider or call to
the attention of ARA the possible effect on employment opportunities of a
material modification of a project. The modification, which had been ~ade

unilaterally by the borrower. could have had an adverse effect on the num
ber of employment opportunities expected to be created by the project as
originally approved.

Subsequent to initiation of our reviews, ARA issued procedures for es
timating employment .expected to result from its financial assistance proj
ects. Detailed instructions were prOVided to its personnel for carrying
out the evaluation, substantiation, periodic review, and adjustment of es
timates of employment expected to result from the projects. In addition,
as a result of our proposal, ARA requested SSA to ~ake the evaluation of
the number of employment opportunities, which could be reasonably expected
to be generated by proposed projects, a formal requirement of all financial
investigations undertaken for ARA. SeA advised us that, as requ~sted, it
would carry out this responsibility.
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In our reports to the Congress, we expressed the belief that the re
vised procedures, if effectively implemented and administered. should re
sult in a more reliable appraisal of the probable effect of proposed proj
ects on employment opportunities in redevelopment areas and thus should
provide a more realistic basis for judging whether a particular project
would be effective in ~ccomplishing the basic purpose of the Area Redevel
opment Act. We stated also that effective implementation of the procedures
~hould contribute to more reliable reporting to the Congress and the public
of the anticipated accomplishments of the area redevelopment program.

163. Action taken to strengthen administration of loans--Our review of
one project assisted under the Area Redevelopment Act disclosed that the
Small Business Administration, which was responsible for carrying out cer
tain functions ~~der delegation of authority by the Secretary of Commerce
in connection with loans made under section 6 of the Area Redevelopment
Act, haj improperly disbursed about $18,000 of Federal loan funds in excess
of the amount permitted under the terms of the loan authorization which
provided that Federal funds not be disbursed until project funds from other
~ources were exhaJsted and then only for project costs which the borrower
had paid or was obligated to pay. .

In a r~port issued in December 1964, we recommended that the Area Re
development Administration. Department of Commerce, request SBA to obtain
immediate repayment from the borrower of the funds disbursed in violation
of the terms and conditions of the loan authorization and, also, that ARA
request SBA to reemphasize to employees responsible for administering area
redevelopment loans the importance of strictly adhering to the terms and
conditions under which the loan funds are authorized to be made available
to the borrower.

Although agreeing that an excessive disbursement had been made, ARA
did not require repayment of the funds in question but allowed the bor
rower to apply them to other purchases of equipment. SBA did, however,
instruct its employees to determine that all terms and conditions of a
loan authorization had been complied with prior to or siw~ltaneous with
disb~rsement.

164. Action taken to preclude disbursements to prospective borrowers
prior to establishino ownership interests and/or corporate composition-_
The Area Redevelopment Administration, Department of Commerce, approved
and disbursed a loan ~f $355,000 to a private corporation to assist in fi
nancing t~e purchase and improvement of an existing salmon cannery, al
though $500,000 of the $700,000 total project cost was to be paid by the
borrower to its parent corporation for the plant which was owned and being
operated by the parent corporation. Notwithstanding the fact that both
ARA and the Small Business Administration (which was responsible for the
performance of certain functions and duties under the Area Redevelopment
Act), were aware that an intercorporate relationship might exist which
would negate the justification for Federal assistance in financing the to
tal project as proposed, and although the borrower was not yet incorporated

112

..



AREA REDEVELOPMENT PROGRAMS AND ACTIVITIES (continued)

at the time of loan approval. neither agency made a sufficient review to
disclose the true relationship between the two corporations.

Both ARA and SBA agreed with our finding and with our proposal that
the circumstances of this case be brought to the attention of the individ
uals responsible for the actions taken thereon. Additionally. SBA admon
ished the staff members responsible and issued remedial instructions in
tended to prevent recurrence of a situation of this type.

Although the remedial instructions which have been issued by SBA were
desirable. we believed that additional measures should be taken in cases
where a prospective borrower had not been incorporated or organized at the
time of loan approval.

Therefore, in a report issued in April 1965. we recommended that the
ARA Administrator request the SBA Administrator to establish procedures un
der which, whenever a loan was authorized prior to the incorporation or or
ganization of the prospective borrower. the ownership interests and/or cor
porate composition of the prospective borrower would be specifically re
viewed at the time of loan closing and a positive finding would be made
that the relationship of the borrower to any party haVing an interest in
the project was not such as would adversely affect the justification for
the requested financial assistance in the light of the objectives of the
act. We also recommended that the ARA Administrator cause to be included
in loan authorizations, executed prior to the incorporation or organization
of the prospective borrower. a prOVision making the above finding by SBA a
condition precedent to disbursement of loan funds.

ARA subsequently Look action in accordance with our recommendations.

165. Action taken to preclude loans to borrowers imposing an invest
ment requirement on prospective employees 8§ a condition precedent to em
Rloyment--Our review of the circumstances under which the Area Redevelop
ment Administration, Department of Commerce, in fiscal year 1963 approved
a $140,000 industrial loan to a private corporation and the effect of the
loan on unemployment problems in Lewis County. Washington, disclosed that
the borrower generally required prospective employees, as a condition pre
cedent to employment. to make substantial investments in the business ven
ture without being giVen an opportunity to participate significantly in
the management thereof. This condition. which ARA had stated was not con
sistent with the primary intent and purposes of the area redevelopment pro
gram. resulted in the denial of equal opportunity for employment to unem
ployed persons within the redevelopment area.

Al though information contained in the proj ect documents should have
been sufficient to raise a ~uestion as to the compatibility between the em
ployment practice and the purposes of the programi neither ARA nor Small
Business Administration appears to have been aware of the objectionable
practice until after loan approval. When ARA became aware of the true sit
uation, prior to disbursement of the loan to the borrower, it took no ef
fective action to require the borrower to revise its employment policies to
conform to the objectives of the area redevelopment program.
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In a report issued in October 1964, we rec_'" that tile AlA AlIda
istrator issue a policy directive which would prOhibit,t~ i8pO.it~on"

borrowers of an investment requirement a•• condition precedaftt to ..,la,
ment. We recommended that, to assist in the effecti.. i8pl...ntation of
such a directive. the Administr.tor require that applicont. for flaaaeial
assi"ca~ce submit definitive statements of eaplor-ent policy. lnelutlna a
certification of compliance with the .bove policy directi... and c.... &DCh
statements to be carefully evaluated as a part of the project review pRe
cess. We recom'''ended further that. to provide _i_ effecU_.. in
this element of th. project review proces•• the AlA ~nl.trator ..l ...t.
to the SBA Administrator the authority and respon.ibility to con.i"r and
report upon all aspects of a proposed proj.ct which could i...ir it••f
fectiveness in promoting the purposes of the Area Radav.la,.ant Act.

Subsequent to the issuance of our report. the AlA ~n1.trat_ and
the SBA Administrator est.blished procedure.. int.... to ..ea-pli~ tile
purposes of our recommendations.

166. ~eptance of recommendation to .1011411 lpeepiS.... al''Set'ep
of accelerated public work, fund' '!2D' ,ll,lbl. ""t __The ~bltc .....
Acceleration Act authorized Federal a••istance to 'ederal and local ..-n
cies to accelerate or initiate public works project. inten ••• to~...
immediate useful work for the unemployed and unde~lar" in .111lb1.
areas of the Nation.

In complying with the provision of the act that to -.1"raUoa
be given to the relative need. of elilible .r•••• the Area lopleftt
Administration devised programminl auideline•• pri..rily on the baal. of '.
the number of unemployed person., to allocate appropriated fund.......11
gible areas. To allocate the first .ppropri.tion of S400 .illion enacted
in October 1962, ARA used unemployment rat•• for 1 aonth.....rally r..,,
ary, April, or Hay, 1962, to detel'lline the quot.. for tile la. 8III'p1ua
areas and used unemployment data for the cal.ndar y.ar 1961 to "to~na

the quota. for the redevelopment areas deslanated on the baala of _
ployment. Consequently, the unemployment data used to allocat. tile firat
accelerated public works appropriation were .bout 5 to I ~tba old f.
labor surplus areas and abo'Jt 9 month. old for r.....l0p" ·nt an...

When the second accelerated public vork. apprrpriation of $450 .il
lion was enacted in Hay 1963, AHA did not rec08pUte ar.a quota. on the ba
sis of more current employment data. but. in.t.". alloc.ted tba fund. on
the basis of the allocation of the fir.t appropriation. Therefore. the
allocation of the second appropriation did not taka into conai"r.tion cur
rent changes in unemployment inasaleh .. the ...-pl~t data wre then
about 12 to 15 month, old for labor surplus area. and about 16 aontha old
for redevelopment area3.

Annual unemployment rates ware used to ••t.bUah quota aui..U .... for
redevelopment areas because the redevelopaant .rea. bee li&1bl. for de-
pressed area .ssi.tance pri..rily on the ba.i. of lana-t unaapl~t
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probl_s and monthly ra~es wer." us..s_ (or labor surplus aree.s because these
areas bec... eligible on the-basis of short-term unemployment problems.

In commenting On our findinas, the AlA Administrator agreed that th~

mose ~rrent un..."IOYllent d..ta sho\lld be used. !lowever, he attributed the
use of 1961llj1I\Ual data}'for redevelopment areas to the nonavailabiHty of
4&ta for .' more current;:'- calendar year.

Our '(eview showed ¥hat current une-ployment date. on e. fiscal-year ba
sis were ~vaile.ble at the De~rc.ent of Labor for all major employment
centers at the time ~ cOlllpUted the area quotas for both the first and the
second accelerated pub~}c works appropriations. Because of the close work
ing relationships betwe~n AlA and the Department of Labor, unemployment
data ava~lable to the De~rtment would also be e.vailable to AlA.

Our review of the cr.lota guid,eUnes for -,ele,cted arellS dlselosed the.t
the 1961 average unemployment data used for allocating funds to redevelop
ment areas and the noncurrent monthly unemployment rates used to allocate
funds to the l"bor sur"lus areas rasulted in inequitable "Uoc"tions am"ng
areas because area unemployment rateS had changed significantly.

We stated that we believed that the judicious use of the most current
unemploYD~nt data available would minimize allocation inequities, result in
a distribution of funds to eligible areas on a fair and equitable basis,
and better carry out the congressional mandate the.t adequate consideration
be given to the relative needs of the eligible areas. In a report issued
in Hay 1965, we recOCllllended that, if the Congress authorized the continua
tion of the accelerated public works program or enacted similar depressed
area legislation, the Secretary of Coonerce devise procedures that would
give adequate recognition to changes in area unemployment problems and pro
vide for periodic revisions of area quotas.

Subsequent to the issuance of our report, ARA stated that such a pro
cedure would be possible under the provisions of the Public Works and Eco
nomic Development Act of 1965, which extends certain of the purposes of
the Public Works Acceleration Act.

167. !kllon to be tak.J:!L.to estabUsh policies to defer approval of
pending applications~assistancein areas under consideratioQ for ter
mination of eligibility status--In our examination of the administration
by the Area Redevelopment Administration. Department of Commerce. of the
depressed area programs authorized by the Area Redevelopment Act and the
Public Works Acceleration Act, we found that about $26 million had been
spent or committed for accelerated public works projects in areas of the
Nation which the Secretary of Labor had found were no longer burdened by
substantial and persistent unemployment according to the criteria of the
statutes or regulations. These areas received assistance because ARA's
policy permitted the approval of accelerated public works program grants
to such areas during the 7- to 13-month period when ARA was considering
whether to terminate the depressed area designations.
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So that assistance under the Public Works Acceleration Act might be
provided only to those areas of the Nation most urgently in need of such
assistance and which were then burdened by substantial unemployment, we
recommended in a report issued in October 1964, that, if the accelerated
public works program was continued, the Secretary of Commerce adopt poli
cies which would result in deferring approval of accelerated public works
applications for assistance from all areas which the Secretary of Labor
found no longer met the criteria for designation as redevelopment are~~.

In the event that such areas again met the criteria for this designation,
these applications might be reinstated and further assistance might be con
sidered. Our recommendation was not intended to affect the validity of
contracts or undertakings which were previously entered into.

A~l accepted our recommendation and stated that the change in proce
dures would become effective if additional funds were appropriated by the
Congress under legislation similar to the act.

168. Need to_strengthen policies and prQcedures for evaluating proj
ects prior to disbu~sement of funds--Our review of the circumstances under
which the Area Redevelopment Administration, Department of Connerce" in
cluded $494,000 in an industrial loan to a private corporation to acquire
and improve an industrial facility at Happy Camp, California, disclosed
that the loan was approved despite the existence of adverse information re
lating to the effect which the project would have on employment. Further,
ARA permitted disbursement of loan funds without having evaluated firm
plans and specifications for the plant improvements in the light of their
effect upon proposed plant employment. As a result, Federal loan funds in
the amount of $494,000 assisted the borrower in the acquisition and im
provement of a plant which created no additional employment in the redevel
opment area in which the plant was located.

The ARA Administrator acted on our proposal that procedures be insti
tuted under which any modification in a proposed project in connection with
which Federal loan assistance was granted would be evaluated as to its ef
fect upon increased employment opportunities. However, he did not comment
on our proposal that a policy directive be issued prohibiting disbursement
of Federal funds for the benefit of any project that entailed the acquisi.
tion, modification, or construction of facilities or equipment of a nature
which could affect the number of employment opportu~ities to be created
until firm plans and specifications for such facilities or equipment had
been reviewed and approved.

We recommended that the ARA Administrator issue a policy statement
prohibiting the disbursement of Federal funds for the benefit of any proj
ect that entailed the acquisition, modification, or construction of facil
ities or equipment of a nature which could affect the number of employment
opportunities to be created until firm plans and specifications for such
facilities or equipment had been reviewed and approved by ARA.
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'''!Ard,l:S~eed witll. our rli!:_ndation. statina that it did not appear

t""t tIiii·~re:cC~rideCl. ..e:tion would provide such addi tional-safell\lards as
vOll.1Cl ju,stify the resul.!'·inli d!llay in Dialtina disburs_nts. We belia".,.
~'eirer. that, if fundS:: an disbursed before firm plans and specifications
M\l:e bee.n ·...celyed' ~d irelliewed, there e~ists no reasonable opportunity to
evilluate tile' eaploymentJ potential of the proj ect for which Federal funds
ue made· available. .

169a Nled: for actiOn to preclude ",,,ptlan of ugvarranted loan
rislts--A lUI'alfactUi'in\llf"'pany sulaitted applications to the Area lledevel
oJ!iieht Administration, ~perc.ent of CoDDerce, requesting that loans be lIlIde
to assist in financ1na f!" plant for the production of a threa-wheel light
delivery·vellicle. The ',~all Business Ad!Dinistration, pursuant to its dele
gatiOn of authority fr~ the Secretary of C~rce, reviewed the overall
feasibility of the project in the l~&bt of criteria established for the
evalu.tion of loans to potenti...l borrowers applyina for assistance under
the ARA program. On the basis of its analyses, SBA rec.-ended that ARA
decline to lIl8Ite loans to the c...pany because there was no basis for a de
temination, as required by the Area Redevelopoent Act, that repayment of
the loan was reasonably assured. Specifically, SBA rec.....ndad this action
because of the lack of (a) any concrete evidence that the product could be
marketed on a scale sufficient to justify the investment to be made,
(b) reasonable assurance that the project could be operated at a rate of
profit sufficient to repay the 10M.' and other obligations fr... earnings,
(c) adequate working capital to oper.t. the project, lind (d) adequate col
lateral to secure the loans. Despi te the e~istenee of these adverse con
clusions on basic cr;,dit considerations, ARA approved the loans in the to
tal amount of $342,000, which may result in a loss of about $230,000, with
out demonstrating that SBA's conclusions vere unsound.

In'$much as one of SBA', functions under the program was to make rec
ommendations to ARA on the basis of its e~pert knowledge and skills and a
detailed review of the economic feasibility of proposed projects, it was
our view that ARA should have, in the absence of clearly conVincing addi
tional information negating SRA's conclusions, acted in accordance with the
recommendations made. Accordingly, in a report issued in November 1964, we
recaa~nded that, to assist in preventing the assumption of unwarranted
risks by the Federal Government, ARA act in accordance with SBA's recommen
dations in situations where the latter agency had clearly and conVincingly
demonstrated that a reasonable assurance of repayment did not exist.
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EXCHANGE STABILIZATION ruND

170. Need for reevaluation or clarification of the nature and scope of
the activities to be financed from the Exchange Stabilization Fund--In June
1965 we reported to the Congress that the Secretary of the Treasury used
moneys from the Treasury's Exchange Stabilization Fund to purchase a resi
dence for the Financial Attache in Tokyo at a cost of $150,000 under au
thority vested in the Secretary by section lOb of the Gold Reserve Act of
1934, as amended.

Section lOb of the act provides that the Fund shall be available for
expenditure under the direction of the Secretary of the Treasury, and in
his discretion for any purpose in connection with carrying out the provi
sions of this section, and that decisions of the Secretary relating to the
use of the Fund are not subject to review by any other office of the United
States.

Under this broad authority, the Secretary was able to purchase the
property without subjecting his proposal to the scrutiny of the Congress
which approves the acquisition of property overseas for most civilian agen
cies through Department of State appropriations. The Secretary of the
Treasury justified the purchase of the house on the basis that it was a
fair value and that the purchase was in the best interest of the United
States.

We recommended to the Congress that it might wish to consider (a) the
extent to which international activities of the Treasury which appear to be
only slightly related to the stabilization of the exchange value of the
dollar, but which are blanketed by the Treasury under the broad authority
of the Exchange Stabilization Fund, should be brought under traditional
congressional appropriation and control processes and be made subject to
the Bureau of the Budget and General Accounting Office scrutiny and (b) the
desirability of having an independent audit of the Fund because, appar
ently, no independent audit has been made since its creation in 1934.

In August 1965, a bill was introduced in the House of Representatives
(H.R. 10474) which provides that the General Accounting Office make audits
of the Exchange Stabilization Fund.
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171. (;gMbt",n"P?-M"?,"alQA &9 1"I\IfDS' of 991Iq,tAA. AA rc
, 'Ed1p' prsit;B~Ipr."9f····.*l'bt:Pf~.";~.~eV· of certain ..peets of the
Fe~r&l":aJ;d'~i":"'!aj P'~~.~~Ii' tbit Statea of Utah end N... Jeney, aa ad-
mnisteredby, ~'~'of· I'Ublic loa., DepartMnt of C r.::e, dis_
clo.ed. t~t ~cea~ coau· of about $595,000 vere incurred. in connec
tion..W1tb tbll,acqlli'8.itlon of ri"'taoof-vay needed for inter.tate higllway
p~jecU blI.c..,.e cft1;:ain unillproved parcele of lend, aituated in the path.
of the approved interatate _ea, were _t acquired before illprov_nt.
vera constructed thereon. The Federal ahare of these co.t. va. abo..t
$538,000. Under ex1.tina b .... policy there vas little _tivation for
the Stetea to take ti_ly end. effective action to acquire the parcels in
advance of their illlprov_t.

Therefore, in report. is-.l in October 1964 end April 1965, ve recoa
lllel\ded that the Federal Hi&bwIT Adldnistretor is_ a policy provid1"ll
that Federal fund. will _t· ~icipate in any rillbt-of-vey co.t. vhich
can be reesonably avoided by a. State if the State has an effective prosr-.
througll advanced rigllt-of-vay acqui.ition or otherwise, to protect again.t
the illlprov_t of property known to be required for higllvay p..rpo.es •

. The Bur.....tated that there vere -.y probl.. involved in protect
ing property needed for ri&ht-of-vey but that it .... considerl"ll the fea
sibility of i ....ina a .pecific policy .tat_t pertaining to advance pro
tection of rigllt-of-vay.

172. Current "t.t_s•• 9' f"pd, gt+d tq S9Ml,t.. tbt Iot.er-American
HiBby.y '0. be ",..' 't.ccI--In a report i.sued in Dec_her 1964 on our review
of the $32 Gillion e.ti..te of additional United State. funds needed to
collplete the Inter-Merlcan Highway, vhich va. pre.ented to the Congress
in 1962 by the Burea.. of Public Roads, Departlllel\t of CoDaerce, in s..pport
of its reque.t for increased funda..thorizations, we stated that (a) the
estillate vas not based on detailed contract plans as the Burea.. had indi
c.ted to the Congress and (b) the eati..te contemplated a better and more
e"Pensive type of paV8llent than Burea.. records indicated "",..ld be used as
the highvay surface. S..bsequent cost esti..tes for certain projects based
on detailed contract plans .ndicated that actual additional United States
funds necessary to complete the "",rk viII be abo..t $1.4 million or abo..t
15 percent less than the $9.2 1I111ion included for these projects in the
$32 million estimate presented to the Congres••

The S..rea.. advised ..s that, in info~ing the Congress that the esti
mate was based on detailed contract plans, it had intended only to empha
size that the estimate was -are reliable than we~. previous estimates
which had been presented to the Congress in support of requests for fund
authorizations. The Bureau advised us also that, at the time the estimate
was presented to the Congress, it was the Bu~eau's intention to construct
the better and more expensive type of pavement ..pon which the estimate was
based and that the decision to use the less expensive type of pavement was
premised on subsequent engineering studies. If there was any intention on
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the part of the Bureau to construct the more expensive type~ of,pav~nt. v.e
could find no evidence which would indicate that. either thi.s, d¢~:is-_i_()I1:-o_l:

the fact that the estimate was based on the better and InOre expeils-1v~~- type
of pavement was communicated to the Bureau field officials havi"g"l~di'ate

responsibility for the administration of the program. The ~bs~ent.enal

neering studies referred to by the Bureau consisted of the en&l~r,lng ,
judgment exercised in the development of detailed contract plans by: person
nel who, according to information funlished us, were not aware of -the tYpe
of pavement contemplated in the estiJaate.

The Bureau agreed to our proposal that, befo~e requesting an appropri
ation for the final portion of the $32 million authorization, it su~ir to
the Congress current estimates of the funds needed to complete the highway.

173. Need for improving the effectiVeness of quality-control prpgrams
established by States for highway construction--Our review of tha manner in
which the Bureau of Public Roads, Department of eom.erce, has fo~lated

and administered a program for evaluating the effectlven~ss of controls
over construction on Federal-aid highway projects, generallyc.lled the
record-sampling program, disclosed that the lack of effective direction
and leadership at the policy-making level of the Bureau resulted in seri
ous shortcomings in some States during the early years of theprogr.... and
that problems of varying magnitude continued to exist which tended to i_
pair the effectiveness of the program. The prograa was instituted' by the
Bureau in April 1960 to detect inadequate State construction control prac
tices and was prompted by the disclosure by the Special S.ubcOlllllHtee on the
Federal-Aid Highway Program, Committee on Public Works, House of Represen
tatives, of significant deficiencies in highway construction practices.

It is our view that the desired degree of assurance that each State's
quality-control program is adequately established will best be obtained by
requiring the States, as a prerequisite for continued Federal aid, to for
mulate and submit within a reasonable period statements of their
materials-testing and construction inspection organizations, policies, and
procedures for Bureau review and approval. Therefore, in a report issued
in May 1965, we recommended that appropriate action along these lines be
taken by the Federal Highway Administrator.

The Bureau did not fully agree with our reco~endation but stated
that instructions would be issued to each Division Office to (a) evaluate
each State's current construction manual for adequacy requiring the addi
tion of a chapter on job control. progress reoord. and final record S~
pling and testing, (b) discuss the results of the evaluation with the
State and, where weaknesses are found in existing ..nuals, request that
appropriate corrections be made, (c) request States that do not have con
struction manuals to develop an adequate manual, and (d) impress on the
State, where weaknesses or lack of construction manuals exist, the i~~r

tance of assigning a high priority to developing an adequate manual.
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174. NUd.JpE "'r"'Y"pf:."''''''S,,.'''' ~!,.nt_9f_ Cg '''' mrS" poliS!
ExcraiM _t":~_"lt..,__ ,_U",,,,?Of,,StatCm-.y,_ ,clpartJ!fDt ,personnel
by _consultant. _1II'~Ilt!'!tIM_ft*"_~'J:heItIre.u of PUblic ltoad8, Dep~rtment of
Cc!....l'ce. .... been 'a.,ar" of,' thio fact t"'t a condclerable mabel' of State of
Nell Jersey enairieedna peraollllel ..... ellplClyed after regular business hours
by consultant -nailleedna fitlY t"'t vere uncleI' contract 1Ilth the State to
perforlll desian work on variOlUl bl.&hvaY projects. There is no establi.hed
8ureau policy. holleYer. pvemina t'" action t"'t .hould be taken by its
field official. when such practice is found to exi.t.

Ve proposed in a report issued in Nov_bel' 1964 that the Federal High
way Administrator establish a policy t"'t Fecleral participation in the
CClsts Clf lIII)' cClntract work not be allClwed in those sl tuatiClns where, during
the period of the contract, tbs contractor engaged the services of profes
sional or technical personnal who were elIpl(lYed by the State highway de
partment.

The 8ureau advised us t"'t it recognized the serious problems of both
a short-range and a long-range nature involved in this situation but ex
pressed the view t"'t our proposal looked to more drastic remedies than
lIere necessary or desirable. The Bureau agreed, however, that a policy
addressed to this general probl_ IS&Y be desirable and stated that it was
giving consideration to the development of such a policy.
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FEDERAL COMMUNICATIONS SERVICES

175. Action taken by General Services Administration to obtain full
advantage of reduced bulk rate for intercity leased communications lines
under consolidated leasing arrangements--In a report issued in October
1964, we stated that unnecessary costs of about $1.6 million were incurred
by certain civil agencies of the Government for the period from February
1961 through June 1963 because of failure by the General services Adminis
tration to take full advantage of reduced bulk rates offered by the tele
phone companies for intercity leased communications lines under consoli
dated leasing arrangements. The Government could have benefited immedi
ately from the lower bulk rates in February 1961, when they became avail
able, because no changes in equipment were necessary and all that was re
quired was for GSA to centrally administer the leasing of the lines. Our
review disclosed that 16 civil agencies continued as of June 30, 1963, to
independently lease lines which could have been incorporated into the cir
cuit management program of GSA. We estimated that unnecessary costs re
sulting from the independent leasing of these lines were being incurred at
the rate of $1 million annually. GSA has since stated that, because of
recent consolidations in the leasing of agency circuitry, this annual rate
of loss has decreased substantially.

As a result of our review and proposals, GSA Circular No. 352 was is
sued to the heads of Federal agencies requesting Ca) an inventory of inter
city communications lines requirements and (b) executive agency participa
tion in the GSA circuit management program. Other Federal agencies were
urged to participate because of the inherent economies offered. In May
1965 we were informed by GSA that, as a result of this circular, all agen
cies that should participate in the program are now doing so.

176. Department of Defense to give consideration to the appointment of
project coordinators for future communications pro1ects--Our review of the
military assistance program for a Far East country disclosed significant
deficiencies in the planning, programming, and contracting for a nation
wide fixed communications system for the country. As a result, over
$13 million of military assistance program funds was contractually obli
gated and, of this amount, $11.6 million was paid to a United States con
tractOr in the face of frustrating circumstances and compromises which led
to a complete stalemate in the communications program.

Because we believed that deficiencies in the planning, programming,
and contracting for the communications system resulted from lack of coordi
nation between various responsible agencies of the United States, the con
tractor, and the recipient country, we recommended that the Secretary of
Defense require that, for similar future projects of major scope and com
plexity, a project coordinator be appointed at the highest responsible
level within the Office of the Assistant Secretary of Defense for Interna
tional Security Affairs (ISA).

On July 2, 1965, the Department of Defense advised us that our recom
mendation regarding MAP project coordinators had merit and that, subject to
other priority demands, full consideration would be given to the appoint
ment of project coordinators for similar projects of maior scope and com
plex1ty~ recogniziniJ of course, that thi.s would not relieve the
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Assistant Secretary of Defense, ISA. of his responsibility to direct and
administer military assistance prograas in accordance with executive poli
cies and decisions.
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FEDERAL REGULATION OF COMMODITY FUTIJRES MARKETS

177. Action taken to regularly exercise legal authority to make inde
pendell t exami na t ions of opera Clans of contrac t markets--In a report iss-ued
in J u1y 1965. we s ta ted tha t the Commodi ty Exchange Authori ty (CEA). De
partment of Agriculture, did not review, on a periodic basis, the records
of contract markets. We noted that, as : result, CEA was not in a position
to know \ihethe-r it "'as being adequately apprised of the operations of the
contract markets and may not have had in its possession the necessary in
formation to effectively administer and enforce the provisions of th~ Com
modi ty Exchange Act.

In August 1965 thl:! 'Jnder Secretary of Agriculture informed us that the
agency had recently put into effect a plan calling for a periodic review of
the books and records of contract markets on which futures trading is ac
tive. The l'nder Sr--=retary stated also that sufficient time had not elapsed
for the agency to ,-vLlluate the effectiveness of these reviews and that at a
later date an eval~~tion would be made to determine whether the plan should
be continued in its present form, expanded, or discontinued.

178. Action planned to increase number of trade-practice investiga
tions on certain commodity futures markets--The number of trade-practice
investigations made by the Commodity Exchange Authority, Department of Ag
riculture, was not sufficient to disclose and discourage abusive trading
practices by individuals trading on certain commodity futures markets. Our
review shO\.red that 21 of the 36 regulated futures markets had not been sub
jected to trade-practice investigations during the 5-year period ended
June 30, lQ64. These 21 futures markets had transactions averaging about
533.7 bllli0n annually and representing 76 percent of the average annual
value of all fU~Jres contracts. Of the 21 futures markets, 3 having trans
a~tions averaging $26.5 billion annually have never been subjected to a
trade-practic€ investigation since their establishment.

Our review also disclosed questionable trading practices at a commod
ity excha~ge which, at that time, had not been subjected to investigation
in 7 years. we stated that these and other abusive trading practices dis
closed, and the corrective action reqUired when CEA did make tr.ade-practice
investigations, demonstrate the importance of conducting such investiga
tion~. We found that CEA officials had not established and implemented a
pla'1 for the periodic revi~,., of the trade practices on each futures market.

We recommended in a report issued in July 1965 that the Secretary of
Agriculture direct eEA to (a) e3tablish and implement a policy requiring
more frequent trade-practice investigations on a planned basis. giving due
consideration to the volume of transactions in a particular futures market
and the frequency of violations and (b) make timely follow-up reviews to
determine that corrective action has been taken on previously disclosed
viola tions.

In August 1965 the Under Secretary of Agriculture advised us that the
agency was striving to improve its investigative methods and that steps
were being taken to request additional funds for this type of work. He ad
vised us also that CEA was instituting a plan under which it would, in
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future trade-practice investigations, make follow-up exaainations of the
trade practices of persons found to have violated the Co "tty Exchanae
Act.

179. Study required to determine whether certain floor trading ad
versely affects futures prices--The Commodity Exchange Authority, Depart
..mt of Agriculture, had not evaluated the effect on futures prices of
floor trading involving a practice whereby _bers of a caa.>dity exchange
trade for their own accounts. Floor traders enjoy special privileges and
advantages over the trading public, and the possibility exists that floor
trading may adversely affect the futures price of a commodity. We noted
that a study by the Securities and Exchanae ColJlllission of floor tradina on
the securities markets resulted in the adoption of plans designed to elim
inate such trading not considered beneficial to the market.

The Administrator of CEA advised us in March 1965 that, although a
study of floor trading -<QuId be valuable, CEA did not have personnel or
funds to make such a study. The Administrator stated that, even if addi
tional funds should become available for market analysis work, such funds
could best be expended to study areas other than floor trading where the
Secretary of Agriculture or the Commodity Exchange Commission has the power
under the Commodity Exchange Act to take corrective action 1£ abusive prac
tices are discovered. He advised us further that, if a study revealed
practices which seemed to call for the restriction or abolishment of floor
trading, CEA' s only course of action would be to brina the ma tter to the
attention of the Congress so that the Congress could consider the need for
new legislation.

We stated that the fact that the only course of action might be to
bring the results of the study before the Conaress for its consideration
should not be a deterrent to undertakina a study of floor trading. We
noted tha', in view of the results of the study of floor trading on the
securities markets and the fact that limited information obtained by CEA
indicates that floor trading may adversely affect the futures markets, a
study of floor trading on futures markets appeared to be required to pro
tect the public interest.

Therefore, we recommended in a report issued in July 1965 that the
Secretary of Agriculture direct CFJ\ to undertake a study of the extent of
floor trading and the influence of such trading on futures prices of com
modities. We suggested that the study should have as its objective the es
tablishment of controls that may be needed to restrict or abolish floor
trading to protect ~he public.

In August 1965 the Under Secretary of Agriculture informed us that it
would be desirable, in the Department's opinion, to make a seudy of floor
trading on commodi ty exchanges "c:.. determine the need for, and effect of,
such trading. He stated that whether the amount of floor trading being
done in the various conunodi ty markets is essential to the proper function
ing of the markets, and the ma.nner in which this trading is being done,
would be important subjects for study. The Under Secretary further advised
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us, however, that a floor trading study would necessarily be a large under
taking and could not be made within the limits of CEA's present appropria
tion and that the Department did not feel that such a study was of suffi
cient urgency to require seeking additional funds at the present time.
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180. Action taken by the Public Housing Administration to preclude
purchase of unnecessary and expensive property for developing a low-rent
housing prolect--Qur review disclosed that the Public Housing Administra
tion (PHA), Housing and Home Finance Agency (MAFA) , had authorized the
St. Louis Housing Authority (SLHA). St. Louis. Missouri. to negotiate for
the purchase of property occupied by a commercial laundry although the land
appeared to be unnecessary and expensive for the development of a low-rent
public housing project. If the property had been purchased, the cost of
Jevelopins the low-rent project would have been increased by about
$600,000, exclusive of the cost of demolition of the bUilding.

In a December 1964 report, we referred to our proposal made in June
1964 that PHA advise SLHA against the purchase of the laundry property and
to proceed with project plans without the property site, because the land
was unnecessary for the development of the project and was conspicuously
expensive by comparison with the other parcels acquired for the project.
PHA subsequently disapproved the purchase of the laundry property by SLHA.

PHA·s action resulted in savings of $1,140,000, consisting of the es
timated cost of the property of $600,000 and estimated interest charges of
$540,000 on the 40-year bonds to be used to finance the construction of the
project; most of these savings could be expected to inure to the Federal
Goverrunent.

181. Action taken, by the Public Housing Administration to preclude al
location of excessive land costs in low-rent housing pro1ects--Our review
of costs incurred in constructing selected low-rent public housing projects
in the Commonwealth of Puerto Rico under the housing program administered
by the Santurce Regional Office disclosed that the Puerto Rico Urban Re_

. newal and Housing Corporation allocated excessive land costs to four feder
ally aided low-rent public housing projects. thereby increas~ng t.;:.e costs
of the projects by $214,052.

In a January 1965 report. we stated that we proposed that PHA issue
instructions to the Santurce Regional Office to review and verify land
costs claimed by the Corporation prior to approval of such costs. PHA con
curred in our proposal. When we brought the matter to the attention of the
Director of the Santurce Regional Office. he obtained reductions and reim
bursements of $86,521 from the Corporation and agreed to reimburse develop
ment costs for the balance of $127.531.

182. Action taken by the Public Housing Administration to correct in
adequate coordination of land-use activities by local housing authorities-
PHA permitted the St. Louis Housing Authority to acquire property for a
project site, including a portion of the property that both agencies recog
nized might be sold to the State Highway Conuni5sion of Missouri for a high
way right-of-way, without requiring SLHA to obtain an agreement with the
State Highway Conuni ssion for full reimbursement of its land acquisi tion and
related costs. About four acres of land costi.ng about $527.000 to acquire
and clear. including estimated interest charges and overhead expenses in
curred bE:'fore the date of ~ale, were sold to the State Highway Commission
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of r-tissQuri for $120,000. As a result, the development costs of two low
rent housing projects were unlleces!')ari ly increased by about $407.000. Due
to subsequent changes in planning. the development costs of the projects
Were further increased by about $159,000 because SLHA did not recover the
full 'costs which it incurred on about 10 acres of project land sold- to the
city of St. Louis park department.

We estimated thnt the increased development costs totaling $566,,000
would result in interest charges of about $509,000 over the 40-year life' of
the honds issued. or expected to be issued, by SLllA to finance the costs of
the projf"cts. Since PIIA has provided Federal contributions to meet about
89 percf'llt of the costs of developing and financing the low-rent public
housing projects .,rlmini.~tered by SLHA, the increased costs totaling
$l,07,),OOO cr\n ~€' expectE'd to be borne principally by PHA. The increased
development costs of the two projects were eqUivalent to the costs of con
~tructillg Clbout 38 dt"elling units.

III 111\ Apri 1 1965 report. we referred to our suggestion made in June
1964 that PIlA issue instructions to its regional offices and the local
hOllSi ng authori ti es emphasi zing the importance of proper coordination of
their land-use activities with those of other public bodies and requlrt.ng
local housing authorities to recover their full costs in cases where they
acqUire land in anticipation of sale to other public bodies.

Pursuant to our suggestion, PHA issued a circular to the local housing
authorities and its regional offices pointing out the necessity for coordi
nating their land-use activities with those of other public bodies. The
circular particularly emphasized the importance of coordinating actiVities
with respect to land which may be needed for federally aided highways.

183. Need for the Public Housing Administration to develop criteria to
identify and eliminate elaborate or extravagant designs or materials in
constructing and eqUipping low-rent housing pro1ects--Our review of the ad
ministration by the Public Housing Administration, Housing and Home Finance
Agency, of statutory limitations on costs of low-rent housing projects dis
closed that PHA had inadequate criteria for identifying and eliminating
elaborate or extravagant deSigns or materials in constructinl and equipping
projects. Consequently. the costs of constructing and equipping projects
in many cases had been higher than necessary and the objective of statutory
limitations on costs has not been fully accomplished.

Section 15(5) of the United States Housing Act of 1937 provide. maxi
mum limits on the costs per room for constructing and equipping low-rent
housing projects and provides also that projects be undertaken in such a
manner that they will not be of elaborate or extravagant designs or mate
rials and economy will be promoted both in construction and administration.
The legislative history of these provisions indicates that the Congress in
tended low-rent housing projects to be built at the most economical cost
consistent with prOViding decent, safe, and sanitary dwellings, simple in
design and. to the extent practicable, constructed of inexpensive
materials.
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~W"tU;!tIlOUSING PI!!1GRAH Cc:ontin\l8d)

we, "'''9P,!i~,dl4'~'' a, d,~uniination of llhether an item is elaborate or
extr,it.milr\'f'ln:~')tlj'i',or"'~eii~b~c:ion be a matter of. individual juilplilnt.
H!>""Vifi;:"PHA.lja~,'",ofpi'OYiClii!l' WH-deHned' c:riteria for exerc:ising jUdg~
..,nts 'U. a' inan~r' tfi'"FWin ,,~te el:onoiny in the low-rent housing- pro-
.f.'~\ '.

We r:ec:~nded in a July 1964 report that HHFA Ca) require PHA to de
fine e~~~rate or extravagant 'desisn or materials in suf~ic:ient detail to
provide the 10c:al housing authorities with well-defined c:riteria for plan
ning: future, projec:tS ~4't vlll C:lmfon to the intent of the statute and
Cb'); lnstrifc:e PHA reSion.l directors,' not to c:onc:ur in plans for projec:ts
whic:h provide for designs or materh.ls that exc:eed the spec:ified criteria.

PHA generally did not agree with our c:onc:lusions, and HHFA advised us
that it had no other c:~nts.
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MILITARY ASSISTANCE PROGRAM

18Lf. Legislation enacted requIrIng certification of recipient coun
try's capability for using items of equipment furnisned--Our reviews have
disclosed numerous instances where items of equipment furnished under the
military assistance program had been delivered to countries which did, not
have the capability for effectively utilizing such equipment. For example,
our review of the utilization of aircraft and related equipment furnished
to a European country under MAP disclosed that over $14.~ million worth of
MAP-furnished equipment had been programmed and substantially delivered al~

though the necessary capability to effectively absorb, maintain. and uti
lize this equipment did not exist. Some of the equipment which had been on
hand in the country from 4 to 6 years at the time of our review had never
been utilized.

The Department of Defense, in commenting on our draft report, agreed
that the country lacked the capability to effectively utilize the equip
ment. In our report to the Congress, we recommended to the Secretary of
Defense that future deliveries of major end items included in approved MAPs
be made only upon a written certification by the Chief of the Military As
sistance Advisory Group on the basis of a specific determination that the
recipient country has the necessary capability to effectively absorb, main
tain,and utilize the items to be delivered.

Both the Secretary of State and the Assistant Secretary of Defense in
replies to our final report disagreed with our recommendation. They main
tained that HAAG Chiefs already had continuing responsibilities for screen
ing undelivered material and for taking timely cancellation, or deferral
action, where delivery of material was not consistent with host-country
capability to absorb, maintain, and utilize the equipment and that the cer
tification would serve no significant, constructive purpose.

We did not agree because, even though MAAGs had been charged with this
responsibility, MAP equipment nevertheless had continued to be delivered to
countries which could not effectively utilize the equipment. We, there
fore, believed that affirmative action by the HAAG Chief should be required
before delivery. We recommended to the Congress that, in view of the posi
tion of the Department of Defense and the Department of State, if might
wish to consider enactment of legislation requiring additional safeguards
before delivery of military assistance program material. The Congress
passed such legislation (Public Law SS-633) which was approved October 7,
1964.

185. New gUidance issued to control the use of military budget support
funds--In our reviews of military budget support (MBS) prOVided to numerous
countries, we found that United States agencies had failed to exercise ade
quate controls to ensure that the funds contributed by the United States
had been used to further those programs and projects considered essential
to attain th~ military goals established for the mutual security objec
tives. The ineffective administration of th~ MBS program by United States
agencies permitted recipient countries to use funds for purposes other than
those approved by the United States agencies and for purposes not consid
ered to be essential to mutual security objectives. At the same time,
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a~~~ll)lllent oJ sl'e~lfl~{lIlUtual s.~ul'ity obje~t1ves was advel'sely affected
~c:,a,~s. a.va1.lable tillS f~.nds were not being eXjlended by tile ~Quntries to
1'.l'Clv~".....i"taln, a!lll il'tiHze eqJ>il'ment and fa~lllt1es ~Qnsidel'ed essen
tl"l 1>Y the United Stat;es.

J:,
As a result ()r ou~ reviews of military assistance programs in sev

erd cClUOtdes. we mad+." OUIIl!ll'OUS re~OIIIIIendat1ons to the SeCretal'Y of De
fense designed tQ i~l'l'~e controls over MIlS through releasing ~ontributed
funds for mutually agr~ed ul'cm I'roje~ts and through more adeCiJ>&te revlews
and insl'e~tions. The Del'artment of Defense subsequently issued new guid
an~e on th!>. adminhtraj;'lon of MBS funds. Thh new guidan~e in~orl'orated
ma"Y of our pl'0l'0sals ~or the iml'rovement in adminhtration of the I'rogram.
The stated l'ul'l'Qse of ~his guidance was (a) to I'tescribe HAAG responsibil
ities for review and observation of host countries' imP,lementation of local
cUl'rency sUl'pOrted milital'Y I'rograms and (b) to ensure that local curren
ci.s released to sUI'I'0rt host-countl'Y milital'Y budgets were eXjlended in
such a manner as to I'rotect United States interests and to further United
States-host government objectives. This gUidance reqJ>ired that HAAG I'ar
ticipate with the host countl'Y to the maximum extent feasible in drawing
ul' estimates for sUI'I'0rt of the countl'Y's I'lanned milital'Y forces. It also
reqJ>il'ed that evel'Y effort I'0ssible be made by HAAG to relate the United
States sUI'I'0rt to sl'ecific I'rojects, or readily identifiable line items of
a high United States I'riority, in the host-countl'Y milital'Y budgets and
that such sUI'I'0l't should be al'l'lied to the extent I'0ssible to meet entire
I'rojects, sl'eCific identifiable subprojects, or to line item annual re
quirements, in order to avoid control difficulties inherent in ~ommingling

country and United States funds.
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MORTGAGE ASSISTANCE AND INSURANCE ACTIVITIES

l86. Action taken to avoid unwarranted financial risks under the Fed
eral ship mortgage insurance program--In a report issued in November 1964,
we noted that inadequaciE's exi ited in the evaluation by the Maritime Admin
istrat i on. Department of Corrunf'rcE', of the economic soundness of proposed
tanker operations under the Federal shi.p mortgage insurance program during
a period of high ship con5tru~·tioll activity prompted by the closure of the
Suez Cana 1 in 1956. These inadequacies demonstrated a need for the Admin
istration to giVE' mOrE' thorough consideration to the degree of financial
risk assumed by the GovE'rnrnent in insuring vessel mortgages for corpora
tions which do not rE'ceive Government subsidies.

The Administ rut ion insured mortgages on 10 vessels despite the fact
that all adequatE' E"Vi-llU£lliOI1 of the inforrncltion then available would have
indicated that the mortgagors' vessels would operate at losses during ini
tial periods of opE"raliol1 and that the mortgagor corporations had insuffi
cient financial rE'sourcps both to meet their mortgage obligations and to
continUE> operations ill the event significant losses occurred. In those in
stances where the likE'lihood of temporary unprofitable operation was recog
nized, the Administration did not adequately investigate the soundness of
additional assurances of the availability of funds, in the form of guaran
tees or other contractual arrangements, required of the mortgage insurance
applicants. Defaults on these 10 mortgages, which aggregated over $90 mil
lion and amounted to more than one fifth of the total amount of mortgages
insured at December 31, 1962, were prevented only through the Administra-
t ion's approving deferments of, or granting cash advances for, the I1IOrtga
gar's principal payments_ The Administration had subsequently found it
necessary to make insurance payments of $15.4 million, representing the un
paid principal and iTltere~t duE" on two of these mortgages, and to institute
foreclosure proceedings to protect the financial interests of the Govern
ment.

We proposed in a report issued in November 1964 that the Maritime Ad
ministrator, in determining the economic soundness of any project with re
spect to which Federal ship mortgage insurance is requested and the amount
of financial resources necessary to enable the mortgage insurance applicant
to maintain the project, (a) cause a full evaluation to be made of both the
short-term and the long-term prospects for the project's financial success,
(b) base the amount of financial resources required to be possessed by the
mortgage insurance applicant on the projected needs of its individual proj
ect, and (c) cause a thorough investigation to be made of the financial
ability of any party whose guarantee or other contractual obligation may be
relied upon as ~ssurancE' of the availability of funds.

Maritime advised us that. for some time, it had been conforming to th~

substance of the proposals made by us for more thorough evaluations of the
economic soundness of the proposed operations of vessels wlth respect to
which mortgage insurance was requested. Because of the very limited aetlv-
ity in the Federal ship mortgage insurance program, particularly in the
granting of mortgage insurance with respect to vessels owned by operators
not subsidized by the Government, it was not practicable for us to analyze
the extent to which Maritime conformed to the substance of our proposals.
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MORTGAGE ASSISTANCE AND INSURANCE ACTIVITIES (continued)

1&7. Procedures revised by the Maritime Administration to require dis
closure,of proiectcosts by sponsor~controLled subcontractors--In connec
tion with our review of two multifamily housing projects financed by mort
gages insured by the Federal Housing Administration, Housing and Home Fi
nance Agency, we noted Fhat sUbstantial and possibly unwarranted profits
realized by sponsor-con~rolled subcontractors had been included in the
sponsor/mortgagor's certification of actual project costs. The inclusion
of these profits In project costs may have the effect of increasing the in
sured mortgages and the agency's risk of loss if the projects were not suc
cessful.

For some projects, the sponsor exercises control over the mortgagor
and. to some degree, over the general contractor organization. Also, it
appears that sponsor-controlled subcontractors may be frequently used in
the construction of a project. As a result, the prices set for the work to
be performed or materials to be supplied by these subcontractors may not be
subject to the controls afforded by competitive bidding or arm's-length
dealings.

For project cost certification to be a meaningful device, we were of
the opinion that the agency should know the actual cost of the work per
formed by sponsor-controlled subcontractors. Since the agency's cost cer
tification procedures were not, in our opinion. adequately designed to pre
vent excessive profits to builders as provided by the National Housing Act,
as amended. we recommended, in a report issued in April 1965, that the Com
missioner require sponsor-controlled subcontractors to disclose their ac
tual costs in connection with the construction of a project. In July 1965,

:the agency revised its procedures in accordance with our recommendation.

188. Need for the Federal Home Loan Banks of Cincinnati and San Fran
cisco to make more efficient use of Treasury checking accounts with a re
sultant savings in interest costs to the Government--Our review of the cash
balances maintained by the Federal Home Loan Banks (FHLB) of Cincinnati and
San Francisco disclosed that n~st of their operating funds were maintained
in conunercial depositaries rather than in their checking accounts with the
Treasurer of the United States. These funds were available interest free
to commercial depositaries with the potential of being interest producing
to it by investment in Government securities and in other sources of in
come. Conversely. if the funds of the FHLB of Cincinnati and San Francisco
were deposited in their checking accounts with the Treasurer of the United
States, their availability would enable the Treasury to reduce its borrow
ings to the extent of such funds with a resultant reduction in interest
,costs.

Daily average cash balances of '.bout S15 million were maintained in
·commercial depositaries ill excess of the average cash balances considered
by the deposi ta.ries as beillg necessary to compensate them for providing
services for FHLB 011 Sdtl Frdllcisco and its members during the calendar year
1963. Approximat~ly $2.tlb l1Iil1ioil ill similar cash balances was maintained
by FHLB of Cillcillnat i during fiscal year 1964. These amounts, if main
tained ill the Tre<.lsury ,--'hl-cking, accUullts, \'lOuld hdve beell available to the
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~IORTGAGE ASSISTANCE AND INSURANCE ACTIVITIES (continued)

Treasurer of the United States to reduce Treasury borrowings and thereby
reduce interest costs to the Government by about $500,000 for calendar year
1963 and $100,000 for fiscal year 1964.

FHLB of San Francisco, as a result of our review, reduced the balances
in commercia 1 banks and increased the average balances 1n its Treasury
checking account during the period January through April 1964 without any
apparent detrimental effects on its operations. The availability to the
Trea~ury of this increased balance could result in substantial savings of
interest costs to the Government. Additional savings could be accomplished
if average cash balances maintained with the conrnercial depositaries were
further reduced.

The Chairman. Federal Home Loan Bank Board, disagreed with our pro
posal that FHLB of Cincinnati maintain a larger part of its funds In its
Tr~a~ury checking account rather than in a commercial depositary, but, In
our opinion. advanced no substantive reasons for such disagreement.

We recommended in separate reports issued in January and Hay 1965 that
the Chairman, Federal Horne Loan Bank Board, direct FHLBs of san Francisco
and Cincinnati to make maximum use of their checking accounts with the
Treasurer of the United States consistent with facility in managing and
utilizing their operating funds.
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PQSlJ'!' SERV~CE AGTIVlTlP

1'89. Act10n taRo by tbi.Post Office Depart."; to increase ,-,11108
pEte. Df)stimpedf.'OVexQR's--Our review disclosed: that, in determining the
c,~iI~!'~:!i·[.r~i6¥!~t.li'l:he sale of stampeCI envelopes, POD had adopred an i ..
prQper ·cost.Allocatton practice which resulted in, POD's selling stamped
envitl'o~s' at .' substantial loss. POD is required by law (39 U.S.C.
2503' fb}) to sell stam~d envelopes as nearly as possible at cost, but not
less than cost..

In April 1965 we r~ported this matter to the Congress because of the
considerable congressional interest in the procurement and sale of stamped
envelopes and because, in our opinion, POD had failed to fulfill the re
quirelllent of 39 U.S.C. 2503 (11) that stamp",d env'l1opes be sold at not less
than c.ost. We estimated that the total costs incurred in selling stamped
envelopes during the 4-year period ended June 3D, 1963, exceeded revenues
by about $7.5 million, as compared with POD's reported net loss of about
$1.3 million on the sale of stamped envelopes for this period.

In response to our proposal that POD establish selling prices which
would result in selling stamped envelopes as nearly as possible at cost,
but not les5 than cost, the Postmaster General advised us that POD was
awaiting the results of its fiscal year 1964 cost ascertainment review
which would show the effect of (a) the cost adjustments proposed by us and
(b) anticipated savings from a new stamped envelope procurement contract.
The Postmaster General stated that, 1f these results revealed a significant
deficit in the stamped envelope operation, corrective price action would be
taken immediately.

The Department subsequently made substantial increases, effective
.September II, 1965, in the prices of both printed and plain stamped enve
lopes.

190. Policies and procedures for scheduling city delivery carriers to
be improyed--The need for scheduling certain POD city delivery carriers to
report for work on delivery routes before 6 a.m. is questionable and re
sults in additional costs for night differential compensation of 10 percent
of the carriers' hourly basic rate.

During the postal fiscal year ended June 21, 1963, night differential
payments to city delivery carriers performing collection services after
6 p.m. and delivery services before 6 a.m. amounted to $2.6 million. POOlS
records do not shoW' how much of the $2.6 Ini 1lion was paid for work per
formed on delivery routes before 6 a.m. The amount involved, however, may
be substantial since the six post offices reviewLJ by us had incurred night

. differential costs of about $98,200 for work performed on delivery routes
before 6 a.m., and there are approximately 6,000 post offices which provide
city delivery service. We therefore, proposed to the Postmaster General
that a review be made of the scheduling of city delivery carriers report
ing for duty before 6 a.m. on the basis of criteria of prOViding reason
ably satisfactory service as economically as possible and that appropriate
adjustments be made to the scheduled starting times for carriers.
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POSTAL SERVICE ACTIVITIES (continued)

On May 14, 1964, POD requested all Regional Offices to review carrier
schedules having a starting time before 6 a.m. and to submit a report doe
umenting the annual savings where starting times are adjusted. POD ad
vised us in fiscal years 1965 and 1966 that adjustments made to scheduled
starting times for carriers at certain post offices would result in sav
ings of about $108,000 annually,
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19,1. ,'fFi,?9,,~A,: :",F"ynby" t'" D!J),rt"f't~,,0l.,:t~,,!_ ,Iot.£lor" ,.ti?-pr!i!'q'nt
('$'" u,e:9f<·,t,·c~i~s" j)qw.t~';Iri a report: -l~~,,).1l1!cI' '\'n: J~.,','1',6~,.,· ~.' ,st~.~~d,t.l.t
.~~er con~racitbetween: • cooperadva .nd· the Southwestern P,?-wer Adliihis
tration (~A). Departmellt of the Interior, dljf riot cOlltain .pp~prl.te. 14on
&JI'\ge to Iirevent the cooperative frOll uttrt~i.ng·. wf;~l\Out c....ra.. .' ~.riie
Iiloek of, F.cIeral power. Which would have'.: li.;Iea value of $41 a11non .t
exi.ting cOntr.ct r.te••nd terms. upon the termination of the contract.

The Department .dVi.ed' u. that the cooperative .nd the Dep.rtment both
hold tha View that the power would be .vai-Iable for resale and would not be
av.Uable to the cooperative· wit!>out ch!!tge. ·b!1t that. if it is still be
lieved that the lilngJiage in ·tlle contta.,ft ~i1 not.' as clear as f:.t could be,
arrangament. would' tie initi.ted· with t~'cOoperative to eaend the contract.
We stated that we beiieve that .ucli .ction should be taken to en.ure that
the Gover....ent'. interest. are fUl:ly protected.

192, Amendment of section 5 of tb! Flood centro1 Ast of 1944 sUBscsted
to enable' thCr'rMiiik·Po'v,f'I CQ!r!l,.lori "'if effeCtivelY: cOni-im and- 'pprOve
rate sCb@dUl'" fot tM -.",'bUr·cSf .hYdrOjl,StriC .. ponr lrt. the DCM'i£.rit
Of· tile Iritgipr--Thoi ·~part""t"of' th,r InteflCl'r 'sOld' hyd~el:ectdcpo"'r
.nlle en!!rilY, ge.Df!ratett. at I!JId ··not neecled. in the operation of three projects
under, the control of the DeJ!llrtment o.E the Army, to the Tenn....e Valley
Authodty during the period December 1948 to Decell\ber 1964, IIlthough the
rate schedule. for the. power .fIe! enel'gyvere .pe<;ifically disapproved by
the Federd, Power Co_ission' (rl'C) in Hay 1958. Al.o, the Depal'tment of

, the Intedor. in January 1961; agr•.ed to an .....ndllent to a power-marketing
contract; wi th the Arkansas Power & Light Golllp&ll)' under which the Government

" reeeived $822.000 1••• in revenue. dUring 196i than would have been re
ceived for the .......~unt of hydroelectric energy under the contract pro
vision. in effect pl'ior to the _ndment. The ~partm.nt did not con.ider
the amendment to con.titute • rate change and therefore did not submit the
amendment to the FPC for confirmation and .pproval. When we brought this
matter to the attention of FPC. the Chairman informed u. that, in FPC'.
opinion, the amendment did constitute a r.te change which required FPC's
approval. The Chairman, however, .t.ted that our advice of the matter w••
FPC's fir.t notice of the amendllent and that the Flood Control Act of 1944,
under which the power is marketed, doe. not prOVide FPC with r.troactive
authority.

Section 5 of the Flood Control Act of 1944 (16 U.S.C. 825&) proVides
that rate schedules for the marketing of hYdroelectric poller and energy by

. the secretary of the Interiorfroa projects under the control of the De
partment of the ArmY. beeome effective upon confirmation and approval by
FPC. The act, however, doe. not .tate What action can or .hould be taken
when pOller and energy are m.rketed at rat.. that have be.n di••pproved by
FPC or at rates which have not be.n .ubmitted for confirmation .nd ap
proval.

We believe that the circumstance. indicate that, if FPC is to effec
tively confirm and approve rate schedule. for the marketing of hYdroelec
tric power by the Secreta~y of the Interior from projects under the control
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POWER HARKET;lr«; ACTIVITIES (contin"eCI) J,.

of th,e RePI\~tment. 0ttoe ~,lIly,s~cti!>'T5, "'L~!'>~~f:I,"l','kH~ilt~~~A\'Jo"f;jl?~,4
wiH Mve to be ·8Joerid~. The ~sist~nt S~r'lt.a!l'~;t;~,r~~~j,!1:~~~~~~~!I~~t"
partmen,t o,f the Intet:ior, has advi~ec\-~'.t.~Fi !:~:(~~~.~~_~:o~k-....4~~\~...~:.,~i"·~
l-ie,ve that t~. circ:~stanc~s ~hich ,.,."·h8X,e; cl.t~;::-,!~r!!!l,tt....,~~~. _~~i~."'~:l!t,

at tllis ti1lle,. The Chairman ofFP.C ha•. :,!<!vi,~.~;:\I~.~~t·,~C;'~t~?l"cI,",!,,~; !)g,t;, .
believe thllt an ~iI!endment is llee<!~. '!'!J:ul~'~J;tl:',@t"",t FPCl>~!l"V;l!s;tha;;,
where an operating agen<;y ~ai \,s ;t.,?,';.C!')!lP,J~1!"'t,h' til" st"tut0!'X' s$:I!~".,:. '<-I!,e',.
appropriate enforcement role ~ico'~ 's~~Id' play is to reP9rt t~ ~io~a

tion to, the ~e.ident of the Uni,t.~·.Sta~e.~;and the, COllg.r~~s.

We have been advised by, an of,nctal of FPC that,u~it,l,~r of the si·tua
tions descrt bed above has been fOrJ!l8.11Y r:epot;ted to the Pr:"s.i<!elltp.I,', .. th"
Congress- by FPC,. Because of the' s,igl)i'f.·1,c8,nt, ampunts: ~.f' 1;~y,eQu!{~~_n.VPJv;,.~:, in .'
the decisions of t~ Depart_n~_ of t<he. IQt_~ri'or,' ._to.·~~~t. ,po~~r~~~:t~~!S~~

which wer-e not approved by· flIC._ we. r.ec.q~nd.ed in a r.~~~t. :fs.s~~i_I1:,~\!:em

bel' 1964 that the C~ngre$S consider amending section 5 pf th" Klo04i C~6froI"
Act of 1944 to (a).pr~s~rll!"'t~ cgut's!' of IIcti."" to be t"ken ,!h"nsft>ed.c
ules o!' rates ar.e. di.appFov'!<!by· ~C an<l (bl~r"C(l!it;e' to" Secre~ary,ot~."e
Interior to· submit t:o F.PC all!_p.r,0~~~41' ~~Qdmen~'~ .. t.p' .. contracts fo~; .t)\e ~r

keting of power under section 5 of. ·tlie act so that FPC can. de~e~i,!e
whetOer: such amendment. haye aQ effe<;t on previouslY allprovJ!d sch~'Jles of
rates.

193. N,ted ,for _t~""[)s:J)ar,trnent ,of ;:thi,:,1i1ter~9r ,to ",-}iminat,e, e,~,:es.ive
and inequiJ&ble' CredJts, in .- "power. cont'fact--09I:<~~Yi.~.W," of' a 'PP.~~.~! :'c~C?n.t~act

bet.lf~en a coo~radve. a.roit·~A:dt:.~Jj)s."4! ",hat ,tOe cr~its of a!>9ut ,
$171 mUlion ,to be rece1ved by· t.be· cq:c'!~(at-ive over' th" term of. ·the <;on
tract for performing. services Eor,. th!!>(lp·ver.""!"nt. and, app'lied against
amoun~s bi Ued fp,r P9wer purcba."d: 1):'qll" tlie· Gox"'nment., '""ceed the vdue or'
to" 'services by at l".st $~4'.2 mt.llt~"·'a,,dtJ:ul~ t.h"cre<l.it·s contain sub
stantia~ inequities whico could gr'!~tly in~rea~e to" amoUnt by. which they
are excesst-ve·.

The Department and the coqMr.aUve ad.vised us that theY did not agree
that the coh~ract was inequitable to the G6ver~nt.

We recommended in a report issued in June 1965 that the ~ecr:etary of
the Interior reconsi<ler the Department'. position and direct tOe SPA Ad
ministrator to negotiate with the cooper_ti-ve tQ 'eliminate' the excessive
and inequitable contr:act· credits. We. rl!5=.~I}<I¢d. a.1so t.hat. if toose cred
its arlO not eliminated by the' terminati.o.ndate.r>f· ilie,FPl;' s app.roval of the
rate scoedu.le applicable u!lder the contract.-"Ju,1y I., 19.~7'"-to!ll. Comm~:,ssion .
consider the excess-i:ve and. inequitable fea,tures- of ttl.t!· ccmtract credl,ts i,n
deciding whether to reapprove or disapproye the schedule at that time.
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PRICE-SUPpoRT PROGRAMS

194. Action, taken bytbe' Department of Asriculture to deter the move
me~t of ~otton over 10nl di~tances, prior to its placement under DTlc.
support loans--We reported in September 1964 on our examination into cer
tain aspects of movements of the 1962 crop of cotton by some agents of pro
ducers from areas of growth in vestern States to higher price-support areas
in southeastern States ¥here the cotton vas pledged as collateral for non
recoutse loans under th. cotton price-support program of the Commodity
Credit Corporation. Dep.rtment of Agriculture. We estimated that. as of
December 31, 1963, CCC had incurred losses totaling $566,200 as a result of
these movement 9.

The Department advised us that, beginning with the 1964 cotton crop.
price~support loan rates were revised so that the transportation costs for

.moving cotton to the southeastern area would be greater than the difference
in the loan rates, and, therefore, the full cost of transportation would
not be recovered by the producer on such movements. The Department was of

"the opinion that this action should tend to discourage such movement of
cotton.

As a result of the cotton moVements discussed in our report and per
mitted under the cotton price-support regulations. not only had eee in
curred additional costs in acquiring and managing its cotton but it was
precluded from storing the cotton at locations which it considered more ad
vantageous from the standpoint of marketability of the cotton and economy
of operations. Although the cotton movements involved may have been bene
ficial to certain producers and to the producers' agents. we believe that
CCC should not be put to addi tional expense or suffer loss of potential
monetary benefits for purposes which, in our opinion, were not among those
for which the price-support program was established. Therefore. it ap
peared that more stringent actions were required to effectively discourage
or preclude such movements.

We reconunended that, to help reduce Federal expenditures and effect
saVings under the cotton price-support program without adversely affecting
the accomplishment of program objectives, cec take the necessary action to
amend the cotton price-support regulations, as soon as practicable, either
to restrict the eligibility of cotton for price-support loans to designated
geographic areas adjacent to the areas of growth or to make it economically
infeasible for producers or their agents to transport cotton over long dis
tances prior to placing the cotton under loan to the disadvantage of the
Government. In June 1965, the Department further revised rate differen
tials so that producers could recover only 50 percent of the transportation
costs on cotton movements to L,e southeastern area. We believe that this
·further reVision should effectively discourage such movements.

195. Action taken to reduce costs associated with the dairy products
price-support program--In a report issued in May 1965, we noted that the
Commodity Credit :orporation, Department of Agriculture, incurred estimated
additional costs 0f $1.2 million during fiscal years 1963 and 1964 under
the dairy products price-support program because it purchased large quanti
ties of bulk butter in the New York City area rather than in the midwestern
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PRICE· SUPPORT PROGRAMS (continued)

and eastern areas where this butter was produced. Furthermore, etC was
precluded from obtaining the butter at locations that were more advanta
geous from the standpoint of butter dispositions and economy of operatioos.

The additional costs resulted from a higher price for butter, higher
warehou:,i.ng costs for storage and handling, and higher costs for repackag
ing and processi.ng the butter for disposition that eee paid 1n the New York
City area than it would have paid in the areas of production. Also it was
necessary for eee to ship some bulk butter back to the Midwest for repack
aging 'lod processing. Some of this butter, after having been held by cee
in high-cost storage in the New York City area for about a year, vas back
hauled to towns within 30 miles of the towns in the Midwest where it had
originally been produced.

Certain measures, such as establishing a freight differential, were
taken by CCC to discourage the movement of butter from areas of production
to t he New York Ci ty area for sale to cce. However these were offset by
other factors. We therefore proposed that ece take corrective measures de
signed to effect savings under the dairy products price-support program
without adversely affecting the attainment of program objectives.

In January 1965, eee advised us that the agency was thoroughly review
ing developments jn transportation costs, storage and handling costs, and
eee's purchases and dispositions to determine whether further adjustments
should be made in buying prices and differenti~ls, in storage rates, or 1n
purchasing procedures. eee also advised that it was considering whether
the practice followed by New York City area warehousemen of paying commis- .
sions to handlers was reason to renegotiate contracts for lower warehousing'
rates and whether it should limit purchases to butter located in freezer
storage and thereby eliminate ece's cost far moving butter, acquired in
cooler space, to freezer space.

In March 1965 the Secretary of Agriculture approved a dairy products
price-support program, for the marketing year extending from April 1, 1965,
to Narch 31, 1966, which prOVides that. in the northeastern area consisting
of Pennsylvania, New Jersey, New York, and New England, cee confine its
purchases of bulk butter to butter produced in that area. On March 30,
1965, the effective date of this provision was postponed from April 1 to
May 1, 1965, so that its effect on the price-support program could be ap
praised and any necessary adjustments by industry could be effected. The
prOVision was allowed to take effect on May I, 1965, without change.

,

196. Action taken to correct weaknesses primarily in disposition of
nonfat dry milk--In a report issued in February 1965, we stated that our
review of certain activities of the Commodity Credit Corporation of the oe-:
partment of Agriculture disclosed various weaknesses, involVing primarily
the disposition of surplUS nonfat dry milk acquired under its dairy prod
ucts price-support program, which had an adverse financial effect on the
Government.
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Our reView disclosed also that substantial quantities of nonfat dry
milk donated by eee for distribution to needy people in Hong Kong and Macao
were sold by recipients to commercial buyers, contrary to the intent of the
donation program, and used in making animal feed. We received information
in Hong Kong which indicated that more than 1 million pounds of the donated
nonfat dry milk a year found its way into the hands of chicken feed manu
facturers. After we brought this matter to the attention of officials of
the Departments of Agriculture and State, corrective measures Were iost1

'tuted.

PRICE-SUPPORT PROGRAMS (continued)

One of the weaknesses disclosed' by our review relates to the inabilityi of eee generally to fix responsibility for the insect infestation of nonfat
, dry milk owned by it and. in most instances. to assert claims for recovery

jl of losses incurred. As a result. eec incurred loSses of about $3.3 million
during calendar years 1961 through 1963. During this 3-year period, about

! 81 million pounds of nonfat dry milk purchased by eee under its dairy prod-

I
I ucts price-support program and stored in conunercial warehouses was found to

be insect infested. This infested milk was considered unfit for human con-

i
', sumption and therefore was offered for sale at discounted prices on the do

mestic market for use as animal feed. We noted that the Department had
I initiated a program, which authorized eee to purchase nonfat dry milk in
~ insect-proof containers at prices slightly higher than the price. paid for

I
~ such milk in regular containers, to encourage manufacturers to adopt the

use of insect-proof containers. Subsequently, in April 1965, the Depart
ment announced that, after December 31, 1965, it would purchase nonfat dry

"milk only in bags with sealed closures.

I
~
~
"i

i
. Other weaknesses disclosed by our review concern (a) excessive allow-
ances for transportation costs granted on export sales of nonfat dry milk
which permitted monetary benefits to exporters at the expense of eec,
(b) unnecessary transportation cost~ incurred by cee as the result of defi
ciencies in traffic management operations, and (c) excessive payments by
eee for nonfat dry milk because it accepted without verification incorrect
dates of manufacture reported by contractors. eec has taken corrective ac
tion with respect to these other weaknesses.

197. Action being taken by the Department of Agriculture to correct
deficiencies affecting storage of cotton--We reported in November 1964 on
our review of the decisions reached by the Department of Agriculture on
various problems affecting the storage in commercial warehouses of cotton
.in which the Commodity Credit Corporation has an interest. We stated that
it had been the practice followed by some warehousemen to offer induce-

. ments, such as cash rebates or the waiving or reducing of certain warehous
ing charges, to producers and ginners to store cotton in the warehousemen's
facilities. The Department decided not to object to such inducements be
cause, in the Department 1 s opinion, this practice did not violate any pro
visions of law, the cotton price-support regulations, or the cotton storage
agreements with warehousemen. The Department indicated also that it did
not want to tu:~e .1lly action which \vould be detrimental to the producers'
interest::;.
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PRICE-SUPPORT PROGRA!'!S (continued)

We expressed our opinion that the Department could not afford to dis
regard potential adverse effects on the Government that could result from
this practice. The Department concurred in our pr-;>posal that it provid.e
for surveillance on a continuing basis over the extent and effect of this
pract Lei' so that prompt action can be taken to minimize such adverse ef
fect!;. 1n January 1965, we were informed, in effect, that our proposal was
t.eing implemented.

w~ reported also on the Department's decision to continue existing
storage rate~ on cotton pledged as collateral for price-support loans but
to reduce. by 3 cents a bale, the monthly standard storage rates on
GovernMent-o\med cotton that had not been reconcentrated. We recommended
that, as long as the Department continued the practice of negotiating stan
darl..l cotton storage rates, the Secretary of Agriculture require that appro
priate studies of the costs of warehousing operations be made by the Oe
partmellt on a timely basis for use in future negotiations. At June 30.
196J. the Department was t:1king action to study costs associated with the
warehousing of cotton.

.'
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l.~8,;!::~'A5"tlon-~Qlten, [by tht~ D!Mrt",nt of.. Rea"1th, F4tfc.t,~on,_aM V,lfare.
to ,~t'iiijttiii'i:.;coiitr91~tmr~-'F'dml~2,paitlcrjjafl0nrl-irst'ti;of,[:-MiisachuSe"t(sl
ic!!!lfj'!r,tljt.lVi"MjiriHS'~J"l~'ajt.potthiNeil' (ii' Janiiby'19.6S-.ve' iltAte'dc that
oUr;:re1!,K~"'I'!iJ:iil~!"~~ctili:i&,ofaclili!listratiu exP'"ses for public assis
ta~ep"'Oll~"",~,'i!1>l:~fS~,t'eofc"l~ass.chusettsdisclosed' that certdn ex
~.,:s_Q'~"th,."~I\~,sl:B!'L~lfare~,~rtinent v!tre not dlocat:ed betveen the pro
~.aJIlS< sU!>,j'!Ctto, 'Fi(d~!':,!'l:_ma_tch,ina c.lIltchable) and the programs not subject
to ..~,!'i!~, Iiiil,t.Ch~i1J(nop.a'tChab-!:e) in accordance vith the State pIa" ap
proved, bt'the' ~par'tinerit of H~lth,. E!iucatiot!, and' Welfare. As a result,
Fed."a'! matchina,'of ~se expjlt!$e8' d!1l"illg, the' fiscal years 1957 through
1962,,&s exi;ellili~ by "n lIJIIOUht,vhich ve estimate to be at least $200,000.
As of June 1965, adjus(ments have,beej'! made by HEW credi tii'lg the Federal
GoVernment with about $133,000' applicable to these overcharges.

We found also that Certain sa~ary, travel, and other costs of the
Worcester Board of W.!lfare,vere al'located on the' basis of personnel counts
which incorrectly classified certain employees between the matchable and

"nonmatchable categories. We believe that the incorrect classification of
these employees has resulted in Federal matching of Worcester Board of
Welfare administrative expenses to, an excess of an estimated $25,000 for
the period April 1, 1954, throuah June 30, 1962. HEW informed us that, al
though the cOsts were claimed for Federal matching under a cost allocation
plan that vas approved on the grounds that it would not result in anunrea
sonable alloc:a'tion, HEW nevertha.less was reexamining the appropriateness
of the allocation and, if excessive Federal matching was involved, it would
ask the State to take correctLve action.

At the time of our review, the Division of Grant-in-Aid Audits, HEW,
was responsible for determinillg whether adldnistrative expenses claimed
for Federal matching had been allocated betveen matchable and n~tchable

"programs in accordance with approved State plans.

In response to our findings. the Assistant secretary for Administra
tion, HEW, stated that, although the division auditors were knowledgeable
concerning most of our findings, they were not knowledgeable concerning an
inaccurate allocation of the salary costs of the Boston Welfare Depart
ment's Settlement Division. Because this deficiency in itself r~sulted in
excessive Federal matching, totaling an estimated $150,000 since 1957, and
had not been detected by the HEW auditors in completed audits in the State
of Massachusetts through June 30, 1960, it appeared that the HEW Division
of Grant-in-Aid Audits had not performed its audits in this State in a
fully effective manner. The Assistant Secretary stated that the division's
auditors have since. been instructed as to the audit steps necessary to ade-

. quately review the cost allocation procedures.

199. Action taken by the Department of Health. Education. and Welfare
to reduce excessive Federa~rticipationin State of New York ad~inistra

tlve expenses--Our review of Federal match:.ng of administrative expenses
for public assistance programs in the State of New York disclosed that the
plan of the State of New York approved by the Department of Health. Educa·
tion, and Welfare for allocating costs of certain activities of the

•



PUBLIC ASSISTANCE PROGRAMS (continued)

New York City Department of Welfare between the matchablean~~o~~tc~bt~

public assistance programs did not provide for an ai,location l of, ,c_os:~,~;,>t~:,a

manner that was re~~~nably in line with the effort devoted,to th~~V~~~o~~
programs. As a rt-~~~':".' Federal matching of New York City adinintstra~,ive

expenses allocated under the plan was excessive.

We believe that the inequitable method used to allocate th~, s~~a~y

costs of the Division of Employment and Rehabilitation in the ~e~ ror~ City
Dep~rtment of Welfare resulted in excessive Federal matching. of ~~o~~

$1.2 million for the period January I, 1957, to June 30, 196~. ~ce$siVe

Federal matching appeared to have occurred also with respect til tb.esll"Iary:
and machine rental costs of the New York City Division of Electronic: Data
Processing and salary charges for certain employees of the New Y"ork Ci:ty
Veterans Welfare Center.

By letter dated June 18, 1964, HEW informed us that the New York State
Department of Social Welfare had submitted plan amendments which eh~ng~d

the basis for allocating the costs of the New York City Divisions of~ploy-,'

ment and Rehabilitation and Electronic Data Processing and: that th~ al~~ca

tion of salary costs of employees in the Veterans Welfare Center w~s ~4.~

further study. HEW informed us also that, although its Welfare Administra
tion believed the existing policies for reviewing cost alloc~tloR'pll:ln,s,~o

be adequate, instructions had been issued in March 1964 wb.icb. provide~ for
an annual review of the cost aLlocation plan in each State. HE~ furth,r
informed us that a study was being made of its audit actlvities.

We believe that the existing policies and instructions for reviewing
cost allocation plans are too general in nature and do not provide th!i!!' nec
essary guidelines for making an effective review. In a report is~~edc in
December 1964, we recommended that the Secretary of HEW requi~e all, pro~

posed new or amended cost allocation plans to be thoroughly reviewed.~d '.
analyzed before unconditional approval is given. These procedures shOUld
provide for sufficient tests of the operation of proposed,pl.ansto ens,U.re
that the allocation of costs between the matchable and nonmatchable pro
grams is reasonable. We reco~~ended also that tests be made to determine
the reasonableness of the revised allocation plans for the Dlvision$,of
Employment and Rehabilitation and Electronic Data Processing in New York
City and that action be taken to recover the excessive Federal pa~nents ~e

suIting from prior errors in matching of salary costs of eillployee,s in the
Veterans Welfare Center.

As of June 1965, the Federal Government recovered about $2l9.000 as a
result of revision by the Department of Social Welfare. S't,a,te of Nt!w York.
of its formulas for allocating salaries of the New York City Department of
Welfare. Subsequent annual savings are estimated at $165,000.

200. Administrative procedures of the Department of Health. Education.
and Welfare for providing financial assistance to 'Cuban refugees itrenath
ened--Our review of selected aspects of a program for prQyiding Hnan"i"l
assistance to needy Cuban refugees, which is administered by th. ~lori~

Department of Public Welfare under a plan approved by the Depart~ent of
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~l~h. ,Edui::.tion•.•n41~,lf.r••. diac:losed t~t Fedaral U~.lal .sslstance
~.S? lilv....·to- a- r.l.tive-ly' l~rg!l' ....bjor of refUjl"s who, 1!ArejliM!Hli~l. to
recely••ll or part of ~th. l!s.htal\!:e. btlcl!U". they lu!d,...~nlngs.frCllll ..plIlY
....t ,..hJch, in most in".~.flCes;, had not ... r.ported by tharefll&eas- to thie
Statewelf.re' .g"ncy ~r\, ~dl?,..n repor.ted inaccur.tely. Udng ....1. tran-
s"r!.pts,of e."ni.ng'!..J'n~ ti9n•. lI'hlch we obtained fr... tha '·lqr1da Indus-
tr1~l.C_i:ssiq!,j.(,JC).l1' e,f9und. that refulees in ~4 of- 1$6. selected cas....
or. 3.5; -pe~ent ."'had; rec,lve4- 's~ fCl ...nci.l .ssistanc. for which. they were
h ..Hgi~l.'. Our" r.vie~. of, pay records .t sel.cted business eS.tabHshalents
dl·sclQ's.d22 addl-tiC!nAl'.si_U.r castis. In the H_ited ,ruober of cases cov~."ed. ~ oui':rieview. t~: a~·sistl!iI<:. paid. for which tha r.fuge.~ were inel~
gl·ble. t'citaled- .~out $43.000.

As • result of discussions of our findinls with State w.lfare agency
officials, procedures w.re est.blished in DeCember 1963 under which FIC now

" furnishes the State welfare agency wage transcripts on 240 cases each month
for use in identifying .ny unreported earnings and par-ents for which refu
lees are in.ligi~Ie.

II.....re told by HEll that consideration itas being given to additional
actions such as visiting selected employers that are known to ..ploy I.rle
numbers of Cuban r.fugees in order to o~tain employment earnings informa
tion. lie recommended in • report issued in December 1964. that procedures
being considered for such visits to employers be put into effect. We r.cOlll
mended also that HEW periodically make syst_tic reviews of the State wel-

· fare agency's operations to ensure that the program is being .dministered
· in .ccordance with the approved pl.n. Further. in vi.w of the significant
results obtained through the use of information furnished by FIC on earn

" ings frOlll employllent, we recoaoended that efforts be ..de to obtain such
information for more than 240 cases a month.

Since the issuance of our report, HEll has stated that the Florida
State welfare agency would visit employers that are known to employ large
numbers of Cuban refugees to obtain information on earnings and that HEW
would reassess existing methods of the Florida Department of Public Wel
fare's operation to ensure that the program is being administered in ac
cordance wi th the approved pla n.

201. Ineligible recipients removed from the rolls of families eligible
to receive Federal surplus comrr~ities administered by the Department of
Agriculture--Our examination into the eligibility of families under the pro-

· gram for direct distribution of Federal surplus commodities. administered
by the Consumer and ~arketing Service (formerly designated the Agricultural
Marketing Service), Department of Agriculture, to needY persons residing in
one county disclosed that, of 173 families selected from 1,109 families in
cluded on the agency rolls of eligible families, 25 families did not meet
the State's criteria for eligibility under the program. The Acting Direc
tor of the county agency removed 24 of these families from the rolls. One
family. although ineligible for a time. was retained on the rolls because
its income had fallen below the limitation on income. The families that
~ere removed from the rolls of eligible families as a result of Our review
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PUBLIC ASSISTANCE PROGRAMS (continued)

were in addition to a number of families previously removed from the rolls
as a result of reviews by the Acting Director of the county agency and· the.
Inspector General, Department of Agriculture.

In view of the deficiencies noted in our limited examination into the·
eligibility of families, we proposed in a report issued in Sept~ber 1964
that the Secretary of Agriculture (a) request the Office of the Inspector
General (OIG) to review the eligibility of fa~ilies currently appearing on
the rolls of the county, (b) require the removal from the rolls of any ad
ditional families found to be ineligible, and (c) establish claias for the
value of commodities distributed to families found to be ineligible as a
result of reviews by the county, the Department. and our Office. the De~

partment initiated corrective action with regard to our proposals, and, in ~

~ subsequent review of the county's program, ole reported that much improve
ment had been made in the certification of eligible families. ..
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PUN'le .l"'9I1QIIOif,~ grtVttIIS

,: :, :<. :~i,~.··;M~i~96,',~:~n,~~w,;·:t)Hf Pn-jnMnt" 9f~ G6"trcetO",lipdtt., Mi~lin.
ll"t•.~~f9r':-jli""fil-wtfR"ti'Sof;';·:'Rr.~,'s~:'rjr ••ie'S\""lijf9t~'*~'-lnfPWt19Ml',·,:Mtiria1-
lri;".--i'mni'l'aiiue4"ln' OHober;'l96'4' ":we sUnd' tide'our: revhiii'dtiCloiiiCI'

~. .I-;c'~"~+r ~.... ..~.J> ......,,~ •. Y .•,,,-·,.. ,:.,-;V""">,"""-" ~",...~. -~.~~ ".;:' Jc~. ~." "-4',' • .' ._.., • "." • '. ," "';.' ".". '-~'"

~r ~t.·~_;o~;;.Ij&l'~o.t-tl\4! ~~X1~t~ly 4QO ..illna Hsts {o~ the dis
t~~~tJ0J'pf:_I!\"ess \""l,.,..s•.s -!:l!!~ther info~Uona1 ..teria1, wic;h are
~-"~!c~,"¥ ~1)ff.l~e qf. Pu1i1ic;a,tions (OPl, Depan.ent of eo-erc:e, bad
'!l1~i~!,; !;.l,,,~~a~!__..s;. !\nd h~ct "'1t, ~enrevlis~_~ly as reqllirecl by
ll!l.r~!l.P.1.j;~Tl!fi~J.l~--!101!~~l\t-:rlntirig ~d 8in4i1\8 llol~l.tions 1'~"Hs~d
"'~ _t~ ~9cl,ntp,,;¢'e,~tF~~,etqnPrl"tlll& of tl1e Congr.... U.,.,,,cess,ry dl,strUli:I
Uon- costs .ruult,la. beCiaus:e these Usts "are not revised to diainete ..U
ti'M ~~. ~_~i'i~t<!~~~.~:es cii"to perSllDS who no longer de.ired to receive
tile infoiiiiafional ...te~iar•. , - -~ .. , ~ r-

On til, liasls of the usu1u of pd-or circularizations of 12 ..Uing
lists ~itij;a~lle4 by the or for varlous ""reauS and offlces, va esti"~ed

thol~ ac!!!ttio~t dis~rtb..tion costs 8IIlOunti\1S to about, $6,500 a year vare
i"e\1rt.ed beca"".e th!!se l~sts had not been currently revised to ellainate
NU'lnlili to persons no longer intarested. We expressed the bellef that un
n.cessa~ distribution costs attributable to the lack 9f tiae1y revision of
the mailing lists· maintained b.Y the OP and by various bureaus and offices
co~id be substantial.

Accordingly, "e proposed that the Secretary of Commerce direct the As
sistant to the Secretary for Public Affairs to issue instructions to all
bureaus and offlces of the Q!lpartaent to ac~lish circularizations and
revisions of all mailing lists annually.

The Department advised us that it had issued instructions requiring
__ such action except in specific instances wen less frequent circularization

is justified as being less costly.

203. Action to be taken by the National Aeronautics and SpAe, Admin
istration to. prevent the production of basically si!d1.r mption picture
films--In a report issued in October 1964 on Our revie" of DOtion picture
films produced by the National Aeronautics and Space Administration for
public information purposes, we noted that NASA incurred unnecessary ex
pense by producing certain basically similar films and that this situation
occurred because there was inadequate headquarters control over the produc
tion of motion picture films.

We were advised in a letter dated July 29, 1964, that, on the basis of
a recently completed study, NASA would issue a new directive on the ~e
ment of its motion picture program which would require formal approval of
proposed public information motion pictures. This approval system which
would include both budgetary and management control of proposed films would
be implemented on a fi1m-by-film basis.

204. Economies to be realized by the Department of Agriculture in the
mailing of informational material to the public--Our review of the mailing
of informational material to the public by the Washington, D.C.• headquar
ters office of the Department of Agriculture disclosed that. because



PUBLIC INFORMATION ACTIVITIES (continued)

most of the Department's mailing lists in Washington, D.C., ~~ no~ ~~~~

maintained in a current status, substantial costs wer~ in~~~~~l:.";.~\~~~~~
informational material to addressees who no longer had'80', ~:rl~~~~~~\~:(,:.~.rFi"',~¥S,~~
information. We reported that I according to ou: esttmat~~, 2",tlQ~Qi~'~~,9,:~)~ri7~:~'::
necessary mailings were made in fiscal year 196~ at a cost o( ~~~ . . ,j

$180,000.

In a report issued in July 1964, we proposed that ~he S~.CJ;':~f.~rY,.,~f.-~
riculture establish adequate controls to provide for the. a~riu~X ~~¥.~~~~~~~r'
of the Department's. mailing lists as require~ by the Gove~,!~ ~t;l!.!:!.!R~{~.
and Binding Regulations. The Department's Director of ~n(~~~~g~~~~~~~~~,
us that an annual revision would be made an integral par:.t, o.~" '~~,;.,:Il~:t,()IDiI,,:~Jf~
data processing system which was being established for t"e,/~p~~,~,%¥.~t::~,~·,~;"li,
mailing lists and which was scheduled to be placed in Qper.tlq~~~q~~~p'~em- "
ber 1964. We recommended that. if the scheduled operation 1!f:8S de.I:~Ye(h.

the Secretary provid~ in the interim for the necessary circul~tlza~~onof
all addressees who have not been circularized lfitb,in the pas~ l2. ~n~h~•.
As of June 30, 1965) the automatic data processing system was not ~n QP~r~

ation and most of the addressees had not been circularized~

Our review disclosed also that the Department incur,re4, \1rin~,C;,e,~,~:a~.

insertion and envelope costs on mailings from Washington. D~C. ,~~~(i~g

to about $35,000 in fiscal year 1963, by not using to the ~i~;~~~ent ~

practicable the technique of imprinting the penalty or po~t4~ .in~i~~~:ap~
mailing address directly upon printed materials. the oepar~pt ~s t~~~
action to bring about maximum use of this technique. -

205. Need for the Department of Commerce to fully utilize s,lf~..il,r
technique in distribution of press releases--Our review d{~cl~sid~t~tth~
Department of Commerce did not imprint penalty or posta~e indicia an!!. ad- .
dresses directly upon press releases and other informational ~t~r~al,

where practicable, but) instead, used separate enve1.9pes for.~~~lir)8·~'· We
estimated that the use of the self-mailer method of distritiutlon. to :the

'.--- 'l""~

extent practicable, as reqUired by paragraph 31 of the Go~e~nt Pr~~~ing

and Binding Regulations published by the Joint Committee on Prtn~i~g o~ .
the Congress, by only the Office of Publications and the Office 'of l:i.e:td.
Services would result in annual savings in distributiQn costs of ,~ut

$26,000. Additional savings could be achieved by greater u~e of t~~ ~~l(
mailer technique by other bureaus and offices of the llep.art~ent wbie,h dls~

tribute press releases and other informational material.

The Department advised us that self-mailers would be used for all. (. . ~. .
sui table issuances;. the Department believes. however ,. that tbe~ self-aaller
technique is not suitable for the distribution of pr~ss r~ie~!!s~tie~~~~
their acceptance by the news media might be adversely affecte~.

Since we were informed that the use of the self-mailer 't~(:hn.iqu' in
the distribution of press releases by other departments 9£' Gove~nm~~t had
achieved satisfactory results and because of th~ sav~1)g~ wh[~t) ·c~tihf-'re
suIt from the use of this technique, we recommended p in ~ re~#~ f~~ued in

148



':

.~~~~,i~~~i ~""d,bef:'>~~.~'~ of ~re. direet t~ r.~""naibl. Depert
"!l!!,~'?£ll,c;t.:,b'~~,~_:8!1d,t~;~~of" the',aelf-lI.ll.r tRh!li~ tC!c press re-
'l;e.ioii'••h " .
", ". ""':''',,,'' :", ,
:".';;>ii~,~
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"""'!!;Ie~',&r..io~~ ,~ det....i". 'r.e.eptlvity of ne.... media to the u... of self
~1;l;.~.. ·lpr ,eoeral n.w. rel••s.•s.
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SLUM CLEARANCE AND URBAN RENEWAL ACTIVITIES

206. Action taken to establish uniform standards for. evaluating, t~
physical cOf.1.slition of residential structures for reie,cation aild;cl,atarice..
purposes-- III our review of the relocation of families displaced from. the
areas of urban renewal projects of the District of Columbia Redevelopment
Land Agency (DCRLAl, we noted that some families had relocated into suo.
standard dwellings 85 a result of inadequate relocation policies and prac
tices. [n its relocation operations, DCRLA (a) used standards for det-er
mining the acceptability of dwellings for relocating families displaced
from urban renewal areas, which were less stringent than the standa~ds

used for evaluating the physical condition of dwellings in determining the
eligibility of an area for urban renewal, (b) made inadequate inspections
of hOLsing for displaced families, (c) prepared incomplete inspection re
ports, and Cd) referred some displaced families to substandard or unin
spected housing.

DCRLA advised us that action was being taken to prevent recurrence
of most of the unsatisfactory practices disclosed by our review. However,
some of the unsatisfactory practices appear to have resulted fro~ inade
quate relocation policies and procedures established by the Urban Rene~l "
Administration (URA). In a report issued in October 1964, we recommended
that the Administrator, Housing and Home Finance Agency, now the Depart
ment of Housing and Urban Development, require each local public agency
participating in the federally subsidized slum clearance and urban re-
newal program to use uniform standards and procedures in evaluating the
physical condition of residential structures within its cO-.lnity to de
termine the suitability for relocation housing and to determine whether
the residential buildings in a proposed urban renewal area are standard
or substandard.

Subsequent to the issuance of our report, URA's regulations w~re

clarified by a revision providing that the physical and occupancy stan
dards of the Relocation Program nay not permit any housing to be used as
a relocation resource which would be classified as "structurally substan
dard to a degree requiring clearance" under the criteria used to qualify
clearance in a project area.

207. Action taken to reduce excessive noncash arant-in-aid credits-
The Urban Renewal Administration, Housing and Home Finance Alency, now
the Department of Housing and Urban Development, allowed tentative non
cash grant-in-aid credits for 35.7 percent of the estima-ted cost of a
junior high school, and 100 percent of the estimated cost of the exten
sion of a school playground although the information submitted by the
local public agency (LPAl supporting the claims did not, in our opinion,
provide an adequate basis for the URA's determination that 35.7 and
100 percent of the benefits from the school and playground area would
accrue to the project.

In a report issued in April 1962, we proposed that URA <a> require
the submission of a revised estimate of the number of students who will
reside in the project and attend the new school, (b) ..ke a new determi
nation from this revised estimate as to wheth~r any grant-in-aid credit
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SLUH,g BUNCE A1!D IIRB·"'l RplE!!AL ACIIVIT!JS (continued)
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is aUo.vable for the s<;hool, (d reqQir!! that a SU1"vey be _de to determine
how iouch, benefit the pfeyground extension WOuld provide to children both
within, and ou,tside the project and', (d) reduce the noncash grant-in-aid
credit accordinglY.

lIRA. agreed "ith our proposals, and, in Auaust 1964, the LPA subaitted
a revi~, g",ndll§ ~~a~ r+sti.. noncash grant-in-aid credits for
17.5 percellt of thli cpD.\ltrue:tion costs of the school and 61 percent of the
C:O$'ts of the playgrouhCI, resulting ill a reduction of about $498,000 in the
Government's share o,f project costs.

208. R ducUoll in net 0 e cost sult n f om ete n, ruc-
_Mally muricl builCiinas--A' Housing and Home FiMnce "seney ·IDIFA), now the
~rt~nt of Housing and Urban Development, regional office' approved, in
March 1961, an urban renewal plan for a project, which provided for the

..acquiSition and de~Ution of five structurally sound build'inls valued at
about $350,000, without giving adequate consideration to less costly meth
ods of redevelopment. We proposed to the Urban Renewal Administration that
the regional officials review the planned demolition of the structurally
sound buildi..s a.nd t!>at the Federal Government not share in the cost of
acquiring and demolishing any such buildings that could be successfully
integrated into the project.

lIRA informed us that the local public agency would attempt to inte
grate two of the properties and that the LPA's staff and planning consul
~a.nts had made a subsequent review of the other three structures and de
cided that it was necessary that the structures be acquired and demolished.

,- In a report issued in June 1964, we recollllll8nded that ORA direct that
qualified HHFA personnel make thorough and critical on-site reviews and
evaluations of local proposals to demolish sound structures to determine
whether adequate consideration was given to alternative methods of rede
velopment and whether such structures can be successfully integrated 1nto
a project.

In April 1965. the LPA informed us that, as a result of our review,
two bUildings were subsequently sold subject to rehabilitation, and a third
building is scheduled for sale. LPA received about $25,000 more than would
have been received from sale of the properties as unimproved land, thus
reducing project costs. Since the Federal Government bears two thirds of
project costs, the Covernment'u cost was reduced about $16,000.

. 209. Reduction .in noncash grant-in-aid credit--The Urban Renewal Ad-
,ministration, Housing and Hon~ Finance Agency, now the Department of Hous
ing and Urban Development, approved a noncash grant-tn-aid tentative credit
for 40 percent of the estimated cost for replacing an existing bridge, on
the assumption that the new bridge would provide flood control benefits to
an urban renewal area. Our review disclosed that the basis underlying the
URA's determination of the propriety of the noncash grant-in-aid credit
was erroneous.
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SLUM CLF.ARANCE AND URBAN RENEIIAL ACTIVITIES (continued)

In a report issued in October 1963, we recommended that URA disallow
the noncash grant-in-aid credit for the bridge.

HHFA agreed wi th our finding that the bridge would not provide flood
control benefits to the project area, and, in August 1964, the credit for
the bridge was reduced to 22 percent of the bridge con~truction cost re
sulting in a reduction of about $415,000 in the Government's share of proj
ect costs. The revls€"d credit i.s based upon the traffic benefits which will
accrue to the projPct aree:t from the new bridge.

" ',
; ~~

""
, .,
r ..,

210. Ineffective ~ch'~lli~Jl~ation. contributing to unsatisfactory p~

Tess in obtaining voluntary rehabilitation of properties in an urban re
newal project. being corrected--In a report i5sued in September 1964, we
pointed out that unsatisfactory progress had been made in obtaining the
voluntary rehabilitation of properties necessary for attaining the objec
tives of an urban renewal project, and that the unsatisfactory progress
was due, in part, to ineffective administration by the Federal housing
agencies.

.'

OUT review disclosed that, in December 1963. only 22 percent of the
structures in the area were consider",d to have met the minimum standarets
adopted for thl? project area and only 49 percent of the st't'Uctures had
been inspected to ascertain whether rehabilitation work was needed. Hanf
of the unrehabililated structures--estimated by local officials as 350 to
400--are considered to be problem cases for which rehabilitation may not
be feasible for economic or other reasons. These local officials stated
that the Housing and Home Finance Agency, now the Department of Housing
and Urban Development, probably would be requested to approve the acquisi- '.
tion of the properties for which voluntary rehabilitation could not be ob
tained.. Inasmuch as the benefits expected from the proposed project cannot
be attained without rehabilitating the entire project area, HHFA may not be
in a position to disapprove such a request without jeopardiZing the sub
stantial Federal investment already in the project. If the acqUisition of
the problem properties is approved, the Federal contribution to the project
will be increased substantially.

We b~lieve that the Urban Renewal Administration approved the execu-
t ion of the loan and grant contract for this project prematurely because
Ca) prior studies of the feasibility of obtaining large-scale voluntary re
habilitation were inadequate and inconclusive and (b) the rehabilitation
plan proposed by the city (1) did not provide for an adequate adatinistra
tive organization to carry out the rehabilitation program and (2) indi
cated that an undetermined number of the structures in the rehabilitation
area might have to be acquired but did not disclose, and HHFA did not as
certain, the probable cost of these structures to the Federal Government.
After the loan and grant contract was executed, HHFA did not take prompt
action to require the city to emphasize the rehabilitation phase of the
project concurrently with the acquisition and demolition phases. Moreover,
members of the staff of the Federal Housing Administration (FHA) were not
adequately trained in the procedures applicable to rehabilitation in urban
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SUlK C~CE AND URJ!N! RENEWAl. ACTIVITIES (continued)

ren,eval ar.as, with the result that the mortgages which nu. agreed to in
sure were smaller than the 11laXi_ IIIOrtgages .authori&ed by the !lousing Act
of 19,6,1.

~e m.4e several proposals for strengthening the procedures applicable
to u~ban renewal projec~s involving sign(ficant amounts of voluntary re
hal\Hitat19n, ane! w.e al;'o proposed that an evaluation be made of the cur
rent statUS of the, project and that firm ag!:eements be reached as to what
each agency involved would do to successfully complete the project. HHFA
adVised us that, because the project was one of the first projects in the
country tQ combine clearance for redevelopment wi th voluntary rehab1li ta
tion of remaining structures, precedents did not exist which would permit
the fo~lation of conclusive criteria at the time of proj~t approval.

'HHFA cited a number of changes that subsequently were made in operating
procedures and stated that it believed adequate measures currently existed

.to prevent recurrence of conditions similar to those found during our re
view. HHFA advised us also that an evaluation of the status of the project
had been proceeding for some time and that, after agreement had been
reached as to the roles each agency would assume in completing the project,
a revised finan'c1ng plan would be prepared which would take into considera
tion the action necessary with respect to buildings for which voluntary
rehabilitation could not be obtained.

211. Need for more critical evaluations of representations by local
public agencies in support of claims for noncash grant-In-aid credits--In
.flve reports issued during the fiscal year, we pointed out 11 cases in
which the Urban Renewal Administration, Housing and Home Finance Agency,
now the Department of Housing and Urban Development, had approved tentative
and final noncash grant-in-aid credits for public facilities (5 streets,
2 parking facilities, a fire station, a school, a playground, and a sewer)
which. in our opinion, were excessive by about $5.6 million. The Federal
Governments' share of the cost of these allowances would have been about
$3.7 million. We also pointed out three other cases (a viaduct, an under
pass, and traffic signals) where the URA had approved tentative and final
credits which we believed were excessive although we could not determine
the extent to which they were excessive because sufficient information
was not available. The approvals were based on incomplete or inaccurate
data and, as a result, costs of the facilities were not being allocated,
as reqUired by section llD(d) of the .~using Act of 1949, as amended, be
tween the project areas and area::! ...... utside the project on the basis of
relative benefi.ts to be prOVided. We believe the excessive credits re
·sulted because the URA made inadequate reviews and evaluations of the
claims for noncash grant-in-aid credits submitted by the local public

',agencies (LPA' s).

Subsequent to our recommendations that the credits be reduced or re
evaluated, the URA agreed to reevaluate credits which we believed to be
excessive by about $4 .. 7 million but disagreed wi til our recommendation in
sofar as they applied to other credits which we believed were excessive
by about $900,000. Also, for the three cases for which we could not
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SLUM CLEARANCE AND URBAN RENEWAL ACTIVITIES <continued)

determine the amount of the excessive credits, the ORA agreed to reevaluate
the LPA's bases for their claim~.

To minimize the incidence of approving excessive credits, we recom
ffipnded that the liRA strengthen its review procedures for noncash grant-ln
aid claims by requiring more critical evaluations of representations by
LPAs in support of claims for noncash grant-tn-aid credits. The URA in
formed us that instructions were issued to regional offices to report peri
odi~ally on the status of facilities being furnished as noncash grant-in
aid whj_ch it believed should do much to meet our reconmendations.

154



SMALL IRISIIlESS LlWl ActIVITIES

212. Nee<! to iaprove certain practices in making business loans--The
small llusiniiss·/iil..ii1bt"i:ation approYed a UOO,ooo' business loan Which re
s\!lta" in a loss to the agency of' about $61,000 ~ausa its officials had
failed to verify vhether the borrower could obta,1n adequata performance
bond- coverage even thouah such- coverage was necessary- ror the borrower to
obtain larger contract~ needed to realize suffic~ent earnings to repey the
loan. In addition, although the appraised values asaigned to the collat
eral at the time the loan vas _de were considerably at variance with the
significantly lower amounts realized in liquidation about 1 year later,
the agency did not specifically determine the reasons for the variances so
that responsibility for any deficient actions which contributed to such
variances could be fixed and losses resulting therefrom could be avoided in
fu ture loans.

In a report issued in April 1965, ve recommended to the Administrator,
SBA, that, in order to conserVe funds for sound loans which would be of as-

.sistance to small businesses needing such loans for the achieve.ent of suc
cessful operations, (a) loan officials verify, prior to loan approval and
independent of the participating bank, whether conditions, such as bonding
cover_let which are essential to the borrower's earning capacity and abil
i ty to repay the loan can be met by the borrower and (b) officials deter
mine the reasons for substantial variances between appraised values and
amounts realized in liquidation of collateral so that responsibility for
any deficient actions which contribute to such variances can be fixed and
losses resulting therefrom can be avoided in future loans.

In a letter to us dated January 7, 1965, the Administrator, SSA, d!:$
'agreed with our conclusion that obtaining increased bonding coverage was
indispensable to the borrower's ability to repay the loan. He advised ~s

.~hat, in spite of the reduction in bonding, the borrower reported a profit
for the fiscal year 1958 which was about 3 months prior to the filing of
the loan application. We pointed out in the report that, regardless of
this fact, the borrower apparently was aware that profits could not con
tinue without his obt..'llning higher bonding coverage and that he recognized
this situation in his loan application wherein he emphasized the necessity
for higher bonding coverage in order to obtain large contract work.

The administrator also advised us in his letter of January 7, 1965,
that the agency's financial assistance manual l~d been revised subsequent
to the approval of the loan and prior to our report to correct the matterS
contained in our recommendations.

We do not believe that the agency's manual rev~s~on relating to bond
ing is adequate inasmuch as the amendment relating to bonding coverage does

, not specifically require loan specialists to determine, prior to approval
. of the loan, tha ... adequate bonding coverage is available to the borrower.

In addition, we expressed the belief that neither the manual provision
which requires a full explanation of substantial variances between collat
eral values assigned at appraisal and at liquidation dates nor a supple
menting agency memorandum emphasizing the need for such explanations are
adequate because they do not call for identifying any deficient actions and
the reaS0ns therefor ~o that corrective action can be taken.

155



SOCIAL SECURITY BEN§FITS

213. Action promised to strengthen procedures and practic~s re\'tin,
to selection of and review of performance of_representative paY~~-~04r re
view of policies, procedures, and practices relating to the payment of so
cial security benefits to persons selected by the Social Security Adminis
tration, Department of Health, Education, and Welfare, to receive benefits
on behalf of minor and incompetent adult beneficiaries disclosed certain
deficiencies in the selection and review of the performance of these, rep...
resentative payees. In a report issued to the Congress in February 19~5,.

we stated that in certain cases payees were designated without an adequa~e

appraisal of all factors affecting their suitability; persons showing lit_
tle interest in the beneficiaries' welfare were being named as payees for
institutionalized beneficiaries in preference to the institutions havlnl
custody of the beneficiaries; agency reviews were not effectively disclos~

ing unsatisfactory performance by payees; and prompt action was not heini
taken to discharge payees when the agency became aware of their unsatisfa~

tory performance. As a result, social security benefits were paid to un
suitable payees who were not using the funds for the benefit of the per
sons entitled to them.

In line with our proposals, the agency agreed to rewrite its instruc
tions and develop written guidelines aimed at improving the basis for se
lection of representative payees and strengthening its review of their
performance.

'.
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STUDENT LOAN PR~

214. Action taken by the Department· of;,. H,.ltbthEstifsitloit\i~tfna~Welun~.'
~reduc!L!.nterest costs--In a repott. ·.!j-sq.eC:I-:'1n;'>N.ov..l)er.-;11964);~;'.~~:~t.tedlr'~
that during fiscal years 1960,. 1961, a(1d" 19~:~~,,:-tl);~~i!3;';;~~~~~~~~~:!~7~':-'
cur;red unnecessary interest costs, ~s~imate~,.. to ~f!!'~'~~~J:'~~'i·hijJi(!,:t'e-~~th()\(.,~CI

dollars, because the Office of Edti!'.tto~ (OE).!lepart"'h~'of;~~.ttli;'fEaii~..."
ticn. and Welfare. advanced a dispro~r-tlon:.,ieiy/]11'1h1.Y~e~·:.a'f$(the.,;,~.:dir4t10

" .'_' ,' .. _.or< "".~•.~_>,_ ./'., .-,<__ ,~~"~,l'" .'-.

capi tal contributions to the Sttide!!t'_'Loan:runCI""du"i'1~.c;~t~a!.lr;if"i:~"of.'"
these years before all the funds' vere needed' by ..~;pa!t1:f'~~~l!!l~lP'st~~u.
tlons, Adequate procedures had. not been' es~"bli~d"by> tllll~a.,,!'Y:' to, a~",

certain at what times during a year th~_ funC;ls' ~·~t~· iDO:s\p~e~~l}-~fJ:9.~~~wi~g:
our discussions of this matter with officials, o£ ..~£.. cer~i~.!,>...C~...!~'1!~ret-l
made in the procedures for advancing funds. to.pa",tlcipa.t:~iiil:in'i't'!tu~lori",
beginning in fiscal year 1963. These changea may hllvii' .~y'eCl>.~~r'$lP9~QO()
in interest costs for fiscal year 1963. ru",ther; ilFAprq 1?~4rw. vera_ lrt"
formed that OE was considering additional ~hlinges in 'prO¢l!!iure-.--~r'vh~.ch

insti tutions would be: required to sub.llt.t a reqlJ:e'st for fui1d~··~for. ~;. p.l';~"",a,-
lar period within the year. This latter change vas adop.ted iil-.J\iQe 1964
and, if properly implemented, should contribute significantly to tpe objec
tive of advancing the funds to the institutions at the time they: were m~st

needed for lending purposes and should thereCore further re~ceftbe amoqnts
of funds advanced prematurely and should help aVoid unnecessary- iriterest
costs to the Government.

215. Collection procedures issued for. 8UldaUSLof-.. partlc['p'ting'. insti.,..
tutions--We found that. at 13 of the 35instituJiiin~'p.rficr~tiiig[lil tlje
,Student Loan Program that we visited, some loan repa~nt' ver~·ilot being
made promptly and that some insti tutions did notilotTfy t~ l!Ort'o~er· prior,
to the time a payment beca...e due and did not fo1;1o,!,'up' p",omp,tly lihen a pay
ment was not received. Information vas available to,OE indi.cating that
collection problems were arising and coul4 reasonab\~ tie. exPected' to gro~

as more borrowers finish their courses of st~dy and· t~~ loan,~' to them be
come subject to repayment. OE had been slow. how~ver. in t~lh8 effective
steps to help establish good collection procedures' at each participating
institution.

HEW stated that there was no doubt that more improvement was needed in
the matter of loan collection problems and· that everything possible ~as be
ing done to intensify efforts in that direction. A member of the staff had
been assigned the responsibility of preparing detailed· material on good
collection practices for dlstribution to the c'olleges, and universities as
an aid in the collection of their accounts. HE~ st~ted also, that a con
centrated campaign was inaugurated in January 1964 to work with colleges
which had poor collection recotds~

As a further step to reduce possible losses on student loans. we rec
ommended in a report issued in November 1964 that the Commissioner of Edu
cation establish requirements for minimum collection procedures to be fol
lowed by the participating institutions and requ'i·re the institutions to de
scribe their collection procedures in the ~greements for Federal capital
contributions. In FebruCilry 1965. OE issued'minimum c,ollection procedures
for the guidance of participating institutions. We were informed that the
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STUDENT LOAN PROGRA~ (continued)

matter of requiring insti~utions to describe their collectiop_,p~Qcedures1n
the agreements for Federal capital contributions would be g~ven;--f~rt;~r:·,

consideration.

216. Procedures str~ngthened for properly supporting deterllli-natiDn~:of

the amounts of student loans--We visited 35 institutions participatini~~~:

the Student Loan Program and found generally that student loans we~e mad~
in an C'lderly m3.nner after giving consideration to the students' fin.':mcfal
needs. In 20 of the 35 institutions visited, however, we noted inadequa:...;-,
cies existed, in varying degrees, in the support for the determination of
the amounts of some of the student loans. Adequate sUPiJort for the ·de,ter....
mination of the ~nount of each loan is of particular importance io.& loan
progra~ Jf this type ~~cause the attention is focused on ths needs of each
borrower and the lending of amounts ~ithin such needs is encouraged. Our
findings in1icated that efforts of the Office of Education to assi~t par~

ticipating institutions in dev~loping procedures for properly ~jpportlng

determinations of the amounts of loans had not been sufficient, and·we~'be

lieved that more assistance was needed.

We proposed in a report issued in November 1964 that the Co~issioner

of Education emphasize to all participatir6 institutions the impor:tan.ce'of
providing adequate documentation for loans. HEW stated that the need" for"
maintaining a continuing educational progra~ on the techniques of assess
ing students' financial needs and for better documentat~on bad ~en r~cog

nized and action was b~ing ta.'<en. HEW, however, acknowledged- the nee.c;l:{~r

more assistance and stated that (a) because of the large ~ber .o.f p.arti"c.l<-.:
pating institutions, frequent individual visits to them by OE staf~ were
impractical and (b) much time of the headquarters staff during the last
2 years had been expended in a major revision of the manual for the guid... -.
ance of institutions, which has since been issued.

The revised manual of policies and procedures issued by OE prOVides
greater emphasis on the importance of adequate support for determinations
of the amJunts of student loans.

217. Reviews to be made of the adequacy of interest ra~on loans to
finance required institutional capital contribUtions-~Ourexamrna~10n of
the administrative procedures followed by the Office of Edu~ation in making
loans to participating institutions to finance the required- inj~ltu~ional

capital contributions to Student Loan Funds disclosed that re~f~w~ had not
been made to deLermine whether or n~t the interest rates· charged _ere,ade
quate. Section 207(a) of the National Defense Education J\ct .pro"'id~s..·.i;b:at
loans bear interest .at a rate which the Co~missioner of ,Ed\lc;:atfon d.t:et'~.,

mines to be adequate to cover the cost of funds to the Treasury~ the cQ~t

of administering the loans, and probable losses.

In view of the specific legal requirement and the ever-pr~~ent .p'~s8i

bility of program losses, we recommended in a report i.ssuee;J in._N>by:ell[l~r,

1964, that the Commissioner of Education determine .periodically, at,'least
annually, whether the interest rate charged on loans. to ip'stit~tjQPS (or
insti tutional capital conlri butions is adequate to c.o.Ver the' c.Q.$.t.s ,of
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STIJDENT LOAN PROGRAM (continued) ,
-~-- ~ ~.

administration and proba~le losses and make such .adj~st~~~!;~~>~~~~i!;'~~~
ranted to maintain compl1ance with legal requlz,ements. 'F~~lo,w,~!l&Cictl'l!~l~,+~:,,:
suance of our report the a~ency agreed to adopt this re~eCalliMM~;1.'qri~~' "I".\)t~'

-';' f· '.



SUBSI01£S

218. Action taken by the Maritime Administration to preclude unwar
ranted operating-differential subsidy payments--In a report i.SS1.led in ·~.)~l-Y

1964, we stated that our review of operating-differenti.al wage-sub-sidY-l't:~~e

detenlillations disclosed that the procedures used by the Maritime Adm$nis
tration, Department of Commerce, in computing the rates resulted in SUb
stantial unwarranted subsidy payments to vessel operators.

The Administration concurred with our findings and has taken appropri
ate corrective action. The Administrationls adoption of consistent proce
dures for computing vacation pay and social security costs in determini.ng
subsidy rates should result in substantial recurring savings to ~he Gove~h

ment; although neither we nor the Administration has estimated the effect
of the changed procedures on subsidy payments for any specific year, the
subsidized operators have estimated that such payments would be reduced by"
about S1,560,OOO and $1,057,000 for calendar years 1962 and 1963, respec
tively. We estimated that the exclusion of ineligible wage costs from con-..
sideration in subsidy rate computation will result in the reduction of sub
sidy payments by about S50,OOO for each of calendar years 1960 and 1961 and
that the proper application of the foreign wage agreement provisions would
result in annual saVings of about $16,000.

219. Action to be taken by the Maritime Administration to implenlent a
value engineering program to preclude unwarranted ship construction~

differential subsidy pavments--In a June 1965 report, we 5tatedth~t the
Government made substantial unwarranted construction-differenti~lsubsidy
payments because of the participation by the Maritime Administration, De
partment of Commerce, in certain ship construction costs which could have
been avoided if cost-saVing proposals developed under the Administration's
value engineering program had been incorporated into contracts for con
struction of the ships.

In our review we found that the Administration had not required ship
owners to adopt the cost-saVing advice contained in its value engineering
informational letters. A 20-percent sampling of the value engineering let
ters issued by the Administration disclosed that cost-saVing advice con
tained therein was not followed by shipowners for about 25 percent of the
ships to which the advice applied. The amount of cost saVings that could
have accrued to the Government varied according to the subsidy rate for
each ship. On the basis of a projection of our sampling of the rem~ining

cost-saVing proposals, we estimated that saVings of about $1 million in
construction-differential subsidy costs could have been achl~ved.

The Maritime A4ministrator expressed disagreement, regarding the mag
nitude of the indicated monetary saVings, pri~rily on the basiS that not
all cost-saving proposals could have beert designated for mandatory applica-·
tion until sufficient shipboard experience had been gained to prove that
the application of the cost-saVing proposals was successful. To the extent
that the Administration may have been justified in> reqUiring actual ~hip

board experience before designating certain cost-s~ving propos~ls fqr man
datory application, however, the amount of realizable saVings may have been
less than the amount indicated by our projection. The Maritime
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UNEMPLOnlENT SERVICES

220 e Guidelines issued by the Department of Health. Ed'.J:~~,~'~'ij,ri~",_:~ri~:>~_:,
Welfare to accelerate the training of the unemployed--In a r~~~t~~~~!~~~~~,iQ
November 1964 on our review of the procedures and practices of:~J].47'·_~'j)~t:~,~

ment of Labor (DL) and the Department of Health, Educati"J1, a"i:I,!:'~"lf,~t~,""'."
for establishing training projects under the Manpower Oevel()J),~:"I'I;~:~:P~»

Training Act of 1962, we stated that training costs could be r~~Q£~~:'~9~~
training could be accelerated by increasing the number of hours()f;_~,t1S'tNc~

tion per week for selected courses thus shortening the course perio4 and
reducing the number of weekly training allowance payments.

We proposed during our review that, in lieu of the then e~isting

gUideline emphasizing 30 hours of weekly instruction, "iV, wIth t:h~ ~9n...
currence of DL, issue gUidelines encouraging Federal, State~ a~d 19~~~' ~

agencies to s<..hedule weekly periods of instruction of ma~imum pr:A:ctJ:cal
length, considering the course content and the availability of iQst~sto~s

and facilities" We further proposed that training courses schedl.,1l~c:I:{()-r

,.;eekly instruction of less than 35 to 40 hours be required to be.~~~~8,telY

justified in the record. In May 1964 HEW issued guidelines f"r t~~ ~~~. of
State and local communities prOViding that all classes be planned- for a
40-hour week and that instructional time of less than 40 hours a week be
approved only if facilities, instructors, transportatlon,_ curricul\J,ln:. or,
the necessity for scheduling late hours, render a 40-hour schedule iillpr~c'"

ticab1e.

221. Need for action to be taken by the Department of Labor to pre
clude the financing of unnecessary employment services--Our reviewof:~e

lected practices relating to the administration qf the empl9yment serv~ce

program of the Department of Labor disclosed that, as a result of encour
agement by the Department, the States of Oregon and Washington have: in
curred unnecessary costs by extending their federally financed e~p19yment

service activities to provide placement and other employment se~·lces' pr~

viously performed and financed by employers, schools, unions, apc:l otbt!r
organizations g Our review disclosed several instances in which the. ex~

tended services merely supplanted those services already furnished by pri
vate or other public agencies and did not ordinarily contribute to in
creased job placements.

The Department's policy of encouraging State employment servict!
agencies to extend their services has been directed uniformly to ~ll State
agencies, and it is likely that other State agencies have respondt!d to
this encouragement in a manner similar to the States of Ore~on an4 ~asbtog~

tonG The cases and findings reported, therefore may be representati"eof
practices of other State employment service agencies which unnecessarily
increase federally financed expenses.

In a report issued in November 1964, we recommended tha,t the Secretary
of Labor limit the application of Federal funds to. employment services
which do not supplant services adequately performed by other:s and to ser
vices which may be expected to result in significant overall increases in
job placements.
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;~~2. Action· taken-by the: Veterans AdmInistration ~o encourage. private
pliYiicii"ns : to, pei'Jiii t VA-phatmacieif 'to,dUpense generically !gUiv..J.ent
ctry8~s~;I!'i,a:tepjW(Js~Uifl' 1nFetiiUi!j:y 1,?,6,~;on out review of select~ ac
tiv.~ti'!s U¥'!r, ,tlM! ho¥,town medical c~r~ progr""" we noted that the Veter
ans"~~1~1~tration~~d,pqt eStablish a ~tionwide program for encouragina
pr1v'S'<!'0l'l1ysicl:'!I!S to ~ither write prescriptions generically or permit VA
P,~.F~!:Je", t9 disPense g!"nerical1y eqUivalent drugs for the brand-name
d~ii}J~Z:,!s<;r1!?ed. ~~ found that erivate physicians write over a lIillion
prescri~ti~I!s,annup~lyunder the VA hometown medical care program. In fis
cal. Ye~r ~~~ we, visited & of the 67 outpatient clinics that filled private
physicians' prescriptions under the hometown medical care program and found
tha,t annual costs of about $33,000 more had been incurred at 4 of the

• cliilics by fillinll p,~ivate physicians' p,rescriptions with the brand-name
d~ua~ pres<;ri~ed than wo..-ld have been incurred if less expensive generi
cally equivalent drugs had been dispensed.

II! DeCember 1964 the Deputy Administrator of Veterans Affairs advised
us that VA ~uld implement our proposal that prompt action be taken to
establ~ish a nationwide program to encourage private physicians to either
pre~cr~be ~n generic terminology or authorize, at the time of prescribing,
VA to d~spen~e generically equivalent drugs for the brand-name drugs pre
scribed. Shortly thereafter the VA field stations were instructed to fur
nish a newly developed prescription form to the private physicians to af
ford them a means of authorizing the dispensing of a generically equivalent
product at the time the prescription is written.

223. Guidelines i~sued by the Veterans Administration to clarify what
constitutes reasonable and proper dental care to hospita"t patients and to
·achie~e uniform hospital dentistry entitlement practiaes--In a report is
sued 1n January 1965 on our review of the inpatient dental program at se
lect~d VA general hospitals, we stated that many hospita' patients were
being provided with denta,l services that seemed to go beyond the limita
tion of reasonable and necessary care. Our conclusion was based on deter
minations by the professional staff at VA hospitals that substantial
amounts of dental care for other than service-connected dental disabili
ties, relief of pain, and needs of long-term pa_tients was not related to,
or necessary for. the conditions for which the patients were hospitalized
and treated. We estimated that, on the basis of our review at 10 general
hospitals, VA may be incurring, nationwide, unnecessary costs of as much
as $1.3 million annually in prOViding such dental services.

VA did not agree tha t dental care for other than the relief of pain
and the needs of long-term patients should necessarily be limited to den
tal conditions related to the medical conditions being treated. It be
lieved that such a limitation would be inconsistent with professional de
terminations as to what constitutes reasonable and proper care and that.
in making such determinations, the staff must exercise individual profes
sional judgment. The agency, however, recognized the wide variation in
hospital dental practices and issued gUidelines to its field stations to
clarify what constitutes reasonable and proper dental care to hospital
pa tients and to achieve uni form hospi ta 1 dent i s t ry enti tlement practices.

163



VETERANS BENEFITS (continued)

224. Need for action to be taken by the Veterans Admi-nistration in ad
justing compensation benefits to veterans according to new disahilLiy .
rates--Our review of the compensation and pension program at tHe·~Veterans

Admini5tration Milwaukee Regional Office disclbsed that standards for eval
uating certain disabilities had been revised butt pursuant to VA Cen~ral

Office policy, disability compensation awards existing at the time ,tha·t
thE> standards were changed were not reviewed and adjusted to conform- with
lhp TWW standards unless the cases came routinely before a rating board
for "nolher purpose. As a result, veterans with comparable service
conn~cl~d disabilities were being paid different amounts of compensation
benefit:-..

VA took the position that no review should be made for the purpose
of adjusting disability ratings to conform to the revised standards for
rating types of disabilities until it completes its study to determine
\.... hether the rating standards represent the average degree of veterans'
economic impairment. This study, however, is not scheduled for completion
unt il the end of 1966, and there is no assurance that broad revisions of
the rating schedule will result. We do not believe that the review we
proposed should be postponed until the completion of the study because of
the continuation of inequitable treatment of veterans with compar~ble

types of disabilities.

In a report issued in August 1964, we recommended that the Administra
tor of Veterans Affairs revise VA policy to require that, when, rating
standards are revised, the regional offices review 411 applicable awards
and adjust the disability ratings to conform with the revised standatds.
Re>visions already made to the rating schedule should be used to adjust
applicable disability ratings.

225. Need for. action by the Veterans Administration on extra-hazard
insurance determinations--On the basis of a projection of the results- of
our review of extra-hazard determinations made by the Veterans Mministra
tion and a VA field review, we estimated and reported in October 1964,
that the National Service Life Insurance and the United States Government
Li fe In~urance trust funds had received more than $100 million of exces
sive Federal contributions and interest earned thereon during fiscal years
11~6 through 1963 because, for example, VA used what we considered unrea
sonable criteria, or VA personnel did not follow its own requirements, in
making the determinations.

VA officials agreed with our conclusions that many of the determina
tions that we examioed--made during fiscal years 1959, 1960, and 1961,
npa~ly all involving failure of VA personnel to follow VA requirements-
were improper, reversed them, and recovered from the trust funds about
$1.4 million in Federal contributions and in National Service Life Insur
ance death cases, the interest thereon.

We proposed that VA revise its criteria for determining whether dis
eases or injuries incurred in the performance of military duty resulted
from the extra hazards of military service. VA did' not concur, but merely
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The VA review involVing about 1.7 million cases was completed during
-fiscal year 1962. Statistics compiled by VA showed that (a) benefit pay
'rnents were reduced or discontinued in about 152,000 cases and were in
creased in about 21,000 cases, principally as a result of physical and men
tal examinations given to the veterans to determine the current level of
disability and (b) the review resulted in net annual savings to the Govern
ment of about $54.8 million. VA statistics showed that the part of the
review which was made at VBO had included about 22,000 cases and that, as
a result, benefit payments '.Jere reduced or discontinued in about 4,100

226. Need for Veterans Administration to review disability compensa
tion avards--Our examination of selected compensation and pension cases
reviewed by the Veterans Benefits Office (VOO). Washington, D.C•• as a re
sult of a prior recommendation by our Office, disclosed that VBO had not
made an adequate review of certain types of disability compensation awards.
From the evidence of record, it. appears that ill 17 cases, or about 8 per
cent of those we examined, the ratings which had been reviewed by VBO were
still improper. In addition, we found that in five cases. or about 2 per
cent of those we examined, ratings which were made subsequent to the VBO
review were improper.

modi£i~d i~s instruct\ons to exclude civ!lian-type a,ircraft and motor ve
hic~~ a~c!den~s from its extra-hazard definition because exposure to iden
tical ~.za.rds is now co-.nplace in civilian Hfe. We therefore reco....
mendeQ t~~ VA also revise the instructions concerning extra-hazard claims
tQ .r~cog~ize the nor~~irisk in~lved in many military occupations so that
future dea,.tl)s and disli,bJ.lities res~lting frQm normal insurance risks wUl
not be chargeQ to apprQPriated funds.

I

~n thQ~e det~rminations no.t m~de in accordance with VA's own require
ments, VA took various corrective aetions, including correction of most of
the erroneous extra-hazard determinations and recovery of the applicable
Federal contributions.
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MEIWIS !lENEFITS (continued)

I
a
I ~ca""e of our findings, VA initiated a review of all extra-hazard
i.: de~e~~na.tions on active insu.r~nce contracts where disability benefits
_ were being granted to insureds and, at June 30, 1965, had recovered an ad-
2 -. dieional $~·.4 million in excessive Federal contributions from the trust
k funds. Addi tionally, VA's action will reduce the annual requirements for
i Federal contributions for extra-hazard determinations during the next few
~ years. Because VA would qQt agree to e~p~nd its review to other types of
~ extra-hazard deter~lnations or recover interest earned on contributions

for some types 'of extra-hazard determinations which were reversed the
monies which can be recovered from the trust funds will be materially lim
ited. We recommended that VA (a) extend its present review to cover all
types of extra-hazard determinations not properly made under established
criteria for benefits granted during fiscal years 1946 through the present,

:(b) recover from the trust funds the interest on Federal contributions re
covered as the result of such review, and (e) establish any necessary
.~rust fund reserves to provide for the recovery of excessive Federal con
tributions and related interest.

r-----

I



VETERANS BENEFITS (continued)

cases and increased in about 435 cases. Annual savings
resulting from the net reduction in benefit payments at
51.2 million.

to the- _~v.ex:~~~·:).
VIlO· amount to::aboUt:

oj. <,... .. -.

Our examination was conducted primarily to determine th~: a4i~~:&:FY: 'o,f
the review of cases by VBG. The 22 cases which appeared-. to,' 'betmp~,,':r;
were brought to the attention of VBO and the VA Central Off;i'ce:~'M)'a:w*e~

l=lult, 7 ratings were increased, 5 were decreased, and 10 were l~f-~·~·:ura~ ~.
changed. The net effect of these changes was a sma,li increase {n;·tienel~t

payments.

We agree with the action taken in those cases in which th. ~a~~nl~

were changed, but we do not agree With. the continuance of~thQs~'_:,1i!~lS.tr,*.t;""!"
main unchanged. The decisions to contLnue such ratings were ~~~~~pr.~~~'

i lyon the history of the veterans I disabilities and veteraui:f" -·~~t~l~,i&~~··
,.,; ~ymptoms perceptible only to themselves. . ',:

Shortly after the completion of our review, Public '~t;,,,:~~~:.4,_4'~;
(78 Stat. 464), effective August 19, 1964, was enacted. th"i~;~a~"~~~~~~
that a disabi Iity which has been continuously ra~ed at or a¥Y.~~~-~~~·"~,I'<,
centage for 20 or more years shall not thereafter be rate-d at:··'tesi~-itianr'
that percentage. We believe that, if a review of compensatlc;m·:~jle·~.!{l~··tici~
made in the near future~ many excessive ratings will be pro~ec~~~~~~*~t~~
law and that there ..... il1 be no way of reducing the relate4: eKc~'i:~lv~,~,~,,",",~-
ditures. . ;

In a report issued in December 1964, we rec~nded, that t.~ ~~.n,is..
trator of Veterans AffdiTs require (a) that a further revlew ~.'~!~~,'q~;.

those reviewed disability ;ompensation awards under the jur:'l'sc:l:~?t/l~'t\~,,~,~~, "
VBO \.,.here veterans have dis."bilities for which they have r~ceive(t ct?1D,,:'tt~.a

tian benefits for fewer than 20 consecutive years and which t~; V~ h'!,$: ~~'''''
termined as not being subject to improvement, (b) that the indiv~d4al' ~k

ing the review adhere strictll to the criteria established for ratinlfdA~~

abilities and that the major factor to be considered in r:ating vete.biri,,-':
disabilities be the findings by the examining physiCians during tho! La,test
medical examinations of the 'veterans, and (c) that the re~lev be -indepen
dently evaluated periodical~y by the Central Office on a test b~sls to, en~
sure control of the qualit\ of the review.

Subsequent to issuance of our report in December 19~4, the bep~ty Ad
ministrator indicated that he did not agree with our findings and"!j!!: 'lid
not believe that any further review of disability aW$rds was neq:ess'.ry'.

227. Need for Veterans Administration to revise eligibility require
ments for Service-Disabled Veterans Life Insuranee--.Our teview"-of1'tt1••a~
ministration of the eligibility requir~nts for- issutng ~~~l~Dls~~(~d
Veterans Life Insurance disclosed that VA had imptoperly is~~d'-P.o~i~le~

of this insurance to certain veterans. This insur.~ce is i~{en~~d. bY"lav,
for veterans who cannot qualify for life Insuranpe f~om ~~etat

companies at standaTd rates, because of service-connected' dl.a~flf~les.
Under incorrect criteria established by' 'VA·, ho~ev.r .• insut'an~e:'V •.9;-issued

166



VE!96."S ~lTl (cantil_cl),

to ~'py v..r;..t:llp',\ ~ ha4 Mt .~ health standards and who therefore were
~t a1iI11?l.e'~il' r,,_~fve- Suc\l' ~riSu%:~e. As of June 30, 1963, an estimated
~2,~.. t~fO~~ly is~e4 insu,r~~e- policies, having face ~,ts totalinl
a!lout S189' .t~:l;'1.oi1,. ~A~ rli fOrce.,

- ~ !
The ~"'ity: /id.It'1nr~:t,!.tor of Veterans Affairs advised us that he be

li.,Ve\l. t;!!&t the pro.ar"'!" vas being conducted legally under then current lav.
It ~~~' ~t cip~1Jf(l~. J:!b...~r, that the program vas not being admlnhtered 1n
acc.Otd..,,~e' wltb the lav•.

~e th~refore recommended in a report issued in October 1964 that the
Admlni:'iitrator of Veterans Affairs revise the eligibility requirements so
that future issuances of this insurance may be made only in accordance w1 th
the wording and intent of the law•

.'
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WAGE RATE DETERMINATIONS

228. Action to be taken by the Department of Labor to improve wage
rate determination operations concerning certain federally financed con
~tT~I~':'..ti0I.:!--In reports issued in AUgU5t 1964, and January and March 1965, on
our reviews of determinations by the Department of Labor of the minimwn
wage rntes to be paid laborers and mechanics employed on certain federally
fin;l11cpd housing and other building construction projects involving the
southeAstern areas of the United States, selected New England areas, and
the Dn 11 as-Fort Worth, Texas area, respectively, we pointed out, generally,
t hat many of the minimum hourly rates were improperly established at the
higher rates negotiated by labor organizations and building contractors on
l'ol!lmercial-type building constructio1l projects rather than at the lower
wage rates prevai ling in the private project areas on private construction
simi lar ill character to the federally financed projects.

The difference hetween the wage rate~ determined by the Department and
Lt.~, riltes prevailing in the southeastern and the Dallas-Fort Worth project
,1r(':1:" when applied to the federally financed housing projects reviewed by
liS. resul t f'd in ext ra labor cost s est imated at $1.4 and $1.1 million re
~'pectively. We expressed the belief that the extra labor costs were con-
.,j dered hy the contractors in their project bids and generally have in
creased the costs of the project to the Government.

The Departn'-znt informed us of its views on our findings and stated
that, generally, as a means of imprOVing wage determination operations
through obtaining more reliable support, it established three field offices
which would enable its representatives to work closely with representatives.
of management and labor and with public officials. .
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WATER RESOURCE ACTIVITIES ',f.'lL ./C~~.. j·::~
~ ,_._,..,.;".,.f"1~,~,~",,~,

~.:;,: "";i,~_'<J.:~';_ ': ,-."

229. Action taken by the United States Sectl~n, Internat.~nal~Bij~i~~,~
and Water. Convnission. United St...ates and HeX1CO, _f~r_ eo !~~~?.ll~~~_l~~f~~.f~f.;~f .
construct~on costs of the Falcon Dam to povar--In a r*p@~:~~~~~~f~~~~~~~

1961 on the "Review of Power Activities, United s.tates· S~_tJ~.-,5;~!--'~!~~l¢~:('
tional Boundary and Water Commission, United States "l'd;cl:l.!!*~;•. ,f~~s~~~~;". ,
Years 1958-1960,11 we conunent~d on the need for a fi~-.~l~~~~!~q~_~f~~~~ < ",

struction costs of the Falcon Dam to power and ~ recom.enaeahtha~-~ction
. _ .~ ~."~~""1'(.~ .('<0->0- -'.' .. ",.-!.....w

be taken by the United States section and the Bureau of ·Recr....UJ)n •. 'O'..,.
..... - .... ;1.•• "'f"--<~--=--'- -,":')" ,

partment of the Interior, to resolve the amounts that shoul(J.~,"'!1l11o·cated~... \- .~~...c'·,·;..y- ....·q·-;-~~vl'.·
to power and that the proposed allocation be submi tted for .1ly~v~.h"~l'·'t~;·.
Secretary of the Interior. .

In a report issued in March 1965, we stated that a pro~sal to ~lto~. '.
cate costs to power under the incremental cost method was) prepared'by.tpet
Bureau and was forwarded in November 1961 by the SecretaJ1 ~tj~h~ Int:e~~~9J";
to the Secretary of Sta'te for his concurrence. In December· '1961 the·;Sec'ii-;;/, ',"
tary of State notified the Secretary of the Interior that t~:o:o;P~.~~~~~~~~..'~
State and the Commissioner of the United States Section conctiF~~~~~9~t~}:'~~

proposed allocation. Our review indicated that the costs al(locat~.·.--t~':-'<'!..

power under this method appear to be reasonable.

230. Need for the United States Section. International Boundary~and .
Water Commission. United States and Mexico. to limit 'iPiridtturej~fo~hi8h

way relocations to those necessary to construct .aequat'>SUti.tltut.~ioias~~
In a report issued in March 1965 We stated that oUr ·-rwl.vl;""ofitan'{~reeiient..• -, .~ ~ ........ ·._L·,~7,... _.....'-'l-;l;:~ ~."'l:'

b~tween the United States Section, International Bdundarr. anqfl~f~~r~~rs~~ .
Slon. United States and Mexico, and the State of T~~ pr.o~~~~g~~~~~~er.~
relocatio~ of sections of United ~tates Highway.s NQ.·. 9Q' ~:~~~~ .2.7~~~~~.~~~e,~"
would be inundated by the Reserv01.r at the propo.sed i

. ~~',S~!~}~Q~W)·._ ~:,+.~~.~,!.e'~~'.
that the Uni ted States Section agreed to pay an &mO\Irlt j~eia$'!i,I:- t!:i~';tl!"-;. "
amount that would have been required to construct an ~iqy.~~~::'s:~~~:F~;~~;~::, "
high~...ay and, as a result. incurred Wlnecessary costs of:"".~ij~':·.".'~~,~:·3,:p~~~·:!':~+giP;i';.,.'

..' .:..';t>'·'-'~~':"~'o~'>',:, :./
The Commissioner of the United States Sect~on adV.~:,~,~).l:i~~J;~.:~·~~~~~~m~~~r::··!

1964 that the Section believed that there w,.s subs~aQ~~~l."v~4!~~~;\~~A~~!~5(.
i ng that a route less adequate than the rOQte s~l~ect@dl vo~l,~ n9.i:~.'Qjly.~/p·.r~;~

vided just compensation to the State of Texas. He p_r~sent;~· no. ·~~ai~t~i;~Qa·\
evidence, however, to indicate that the northern route would, not ~a~~.prQ

vided just compensation to the State.

The Assistant Secretary of State for Adminis.tration .dvl~~· ~$,~.f!1' N?-~

vember 1964 that the selection of the more expensiVe· ro~te: .'!.~~~..~~:'- 1,!( ..
part, on considerat~ons beyond those relevant to the a~~~~i~~:t~~~~p~
stitute route and t~at the road had been located: to :Pf9~~~~~:.\~~~~~~r~f~~~~
tive access to the lnternational crossing and to. t:~al~~~·~!.~.~~!ji~~.'~!,~,f,t~·
cial utilization of the dam and its facilities as an ~n~~~~!lq~a.J~~~*ac
tion for tourists and as a center of recreation. 10' contrast to.,thrs;
statement. the Commissioner informed us that the in.tent- of"'the. ~v'["(itt~~,.
States Section was to relocate the highway in accordance with, dcifue'$~):~c,
practices.
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\lATER RESOURCE ACTIV'TIES (continued)

In order to preclude the recurrence of a situation slmilar to that at
the Amistad Dam project, we recommended that the Commissioner, united·
States Section, require that, in the future, expenditures for. ~oad- -reloca
tions necessitated by the construction of water resources proj.ects be lim.
ited to those necessary to provide adequat~ substitutes for' the t~a~s betdg~

replaced. We recommended also that, where further exp~ndltures are c~~st~~·
ered to be advisable because of factors such as economic or international'
considerations which do not relate to the adequacy of the sub~tittite ro~as.
the Commissioner advise the Congress of those factors before agree~ng t6 .
incur the additional costs. .
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- TRANSPORTATION- ACTIVITIES

232. Action taken by the Department of Defense to reduce cost of
t r ansporti n§_:'_:~R~X':_,c=C).r§o,_con~,a,~~et·s, f~0tn,_, F;~~ope~~Gover~ent-:owneQ contain
ers (CQ~_F.J{, tran~p~:~ter~) -ar~ ,_~_~a to _::;hi;p. milifarY car$~es to _~urope. Be
ca,use reti.ll';n,~ c_a'tgges_~:r~.cons:i:derably less,: lIlO.st qf the. containers are re
tU:rn~d empty. We esttmat~4,~::>.stat~d in:o~~ re~ort issued in January
1965, t-llat unne~es!:;ary-cpsts; ()f a1?o~t $-2,.7 m;i.l;Lion were incurred in 1963 in
retu,rninS. empty corita.:ineps to the UnJtE!d" Stat.es. Of this arnount, $2.2 mil
lion of transpo,rt'ation CO,sts c~">'1:1lci 1,1ave. been saved had the containers been
£urn~shed fa conun9l.1 f;arri~:rs- fQ,p u~e' in shipp-ing, household goods to the
United States. (Tran:;;p9J:'t.,i:l.tion charges for household goods are based on
net we:ight,; no. charge, is maQ~ for weight of the containers.) The remainder
($525,000), r¢presenting,: charges of common carrier,s for the use of contain
ers they supplied for household goods shipments, could have been saved had
tIle Government, instead of the carriers, furnished the containers. The De
partment of Defense agreed that t41neqessary costs had been incurred and ad
vised us of specific actions being taken to reduce costs.

233. Army regulations revised to reduce cost of protecting shipments
of classified material--The Army incurred about $500,000 of unnecessary
costs over a 3-year period in protecting its shipments of classified mate
rial. In our report issued in March 1965, we pointed out that, whereas the
Navy and the Air Force used REA Express armed surveillance for shipments of
classified material, at a rate of 64 cents per hundredweight shipped, the
Army used REA Express armed guard service, at a rate of $5.55 an hour--the
most expensive comm~rcial protective service. We were informed that Army
regulations had been revised to prOVide for selection of the most economi
cal method of security compatible with the material being transported.

234. Action taken by the Panama Canal Company to reduce shipping
costs--Our review of selected cargo shipments by the Panama Canal Company
(PCC) on commercial vessels during fiscal year 1963 disclosed that ship
ments made at a cost of about $86,000 could have been made on PCGl s steam
Ship ~t a saving of about $39,000. t-lost of the additional costs could have
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:rRAFFIC MAlMGEH1i1lT PROCEDuRes AIIDPRACTICes (continued)

been prevented through more effecti'0 procurement plannfng and traffic man~

agement and the proper implementation of PeC'~ policy requiring the u~e of
the PeC-owned vessel when economically advantageou~.

As stated in our repert i~sued in October 1964, we were advised by PCC
that immediate corrective action wa~ taken at the time our f~~~~pgs were
brought to its attention. As a result, we noted a ~ignifi~ai:l1irtiduction in
PCC's use of commercial vessel~ during fiscal. year 1964.

235. Procedures stren8thell~ by t!ll! Dlpart'!"tlt of .Defense to .avoid un
necessary transshipment of priVately owned· vehicl.~~-over $1 million of ex
cess transportation costs were ·incurrelf'·i.n calendar years 1960 thro\lllh 1963
to tran~ship 3,400 privately owned vehicles after delivery from oversea~.

Thi s occurred because regulation~ _I''' not comp~ied with, contro.ls over SP.
lection of de~tination ports were inade'!U'lte, &I.d through service from
oversea~ ports to de~tination ports lias not used. We made a n_ber of S\lll
gestions, I<ith which the Department of Dafen.... agrei!d, for .woiding unneC
essary transshipments.

236. Central ..e~cy to be astablish~.for,chievina ~re .effieient
ut i 1i zation of .p••••'W'E spac. .y.tla~\,::~.pn·.fJllh~~ o~..·tNtttJ.J~t.ry. Air
Transport Service--UrtrteceSsary costs wersbeina inCurred because the mili
tary departments were using c~rcial air p"senaer ~ervice, from pointS
overSeas to the United State~, at tiMa when seats on scheduled flight~ of
the Military Air Tran~port Service (!tATS) eithar _re Slllpty or _re occu-

:~~~t:~ ::~a~::,~v~:.:~::a~s~~:r:fa~~1ir~tifi~~e::r:i~~~~:~w:or
travel from Japan and 1Cc:I.rea in tha l6~lDOnth p,.riQCI e.tded April 30, 1964
(report i~sUed in ""y 1965), and about $2.2 ailu!!" for travel from Europe
in the l8-lDOnth p.,riod ended JUI)e 30, 1.963 (report issued in June 1965).
These costs resul ted from a lack of a centralized control over military
passenger air transportation to ensur~ that re~rements of tran~portation

official~ were coordinated with the sPace av~ilable on MArS flights. We
recommendea that ~uch a control be established. The Dtpartment of Defen~e

concurred and later advi~ed u~ that MATS had bean given the re~pon~ibility

of e~tablishing and operating a Sinale Airlift Reservation Agency.

237. Savina~ could be realized throW elimination of duplicated ~ea

tran~portation ~ervice~ by the ',"-"Canal eg,ptpY agdthe Hilitary Sea
Tran~portationService--Unntcessary costs of as much as $1.2 million vere
being incurred annually because duplicate tranSpOrtation services were es
tablished by the Panama canal Comp~ and the Hilitary Sea Transportation
Service (HSTS) for tran~porting cargo bet~ New Orleans, lDuisiana, and
the Panama Canal Zone. The Panama Canal CC!IIP&IlY aareed iii th the facts as
presented in our report. The Departmellt of O"fense requested the Army and
the Navy to study the matter.

On October 16, 1965, tha Department of Dt!fenae advised us that the
study had confirmed the existence of duplicate transportation services and
that the situation had been corrected by trallsfer of one HSTS ve~~el to
other service.
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MISCELlANEOUS HATTERS

FIDELITY BONDING

238. Need for Congress to eliminate fidelity bonding or to enact leg
islation ver~itting agenciea to disco~tinue fidelity bondina of their em
ployees~-In a report issued in December 1964, we noted that savings of
about $190,000 annually could be achieved by the Government if the manda
tory requirements for fidelity bunding of Federal employees were discon
tinued. About $128,000 of this ~mount could be achieved by the Post Office
Department and about $62,000 by all other agencies.

The Postmaster General info<med us that POD continued to regard its
current bonding program as preferable to a st,;,lf-insurance program, princi
pally, because it did not believe it good public policy to deny patrons
restitution for uninsured losses. The Deputy Director of the Bureau of the
Budget adVised us that the Bureau was inclined to agree with POD.

We do not believe that it is reasonable for POD to pay insurance pre
miums to protect patrons who lose cash or valuables sent through the mails
unregistered or uninsured, since a determination has been made by these
patrons n~t to pay the insurance fees required for such protection.

We recommended that the Congress repeal the mandatory requirement for
fidelity bonding and require each agency to absorb any fidelity losses in
curred. We also suggested that, if fidelity bonding and recoveries from
the surety are eliminated and if the Congress should determine that pay
ments to patrons for uninsured losses should be maintained to the extent
that 'losses can be recovered from funds due employees, the Congress may
wish to authorize POD to withhold such losses from the salary. retirement.
or other funds due employees responsible for such losses.

If the Congress should decide not to require mandatory self-insurance.
we recommended. as an alternative. that the Congress enact legislation
which would permit agencies to realize the savings resulting from self
insurance by permitting them to discontinue fidelity bonding of their
employees.

173



PLANNING A!!D PROG!WtHING

239. Action taken by Department of.Aari<:ulture to coordinate agend,fs I

plans and programs for the control and·~:e""riCUcatlon of pests---In .c·Tepor.f-~
issued in .'anll.e.ry 1965 on the fite ant er8diC;·s"tlon prog~ariJ of tIM! Ag~1Cul

tutal Research Service, Department of ~ric!!ltUre, "enoted that. although
the insecticide. heptachlor, was cOrisidereCli a most effective arid ecol\(>inical
killing agent for controlling or eradicating the imported·Hre ant, appli
cation of heptachlor had to he restrrcted in the eradication program be
cause it was found to be harmful to fish and wildlife and because the Food
and Drug A~minist~ation, after January 1960, ~s a result of its findings,
no longer permitted residues of the chemical to remain in or qn most feed
and food crops.

These circumstances indicated the need for responsible ARS officials,
when pl1\hning programs for the control or eradication of plant pests. to
(a) fUlly explore, together with the Fish and Wildlife Service, the Food
and Dr'.'g Administration. and other interested agencies, the possible ad
verse effects which the use of a particular pesticide could have on humans
and fish and wildlife and (b) provide for the safe use of pesticides or for
alternate means of control and eradication.

Officials of the Department of "ealth, Education·, and Welfare and the
Department of the Interior generally agreed on the need fOr coordin'ltion
among interested agendes of plans and programs for the cotltro.l and .radi
cation of pests. The need for restricting the Use of pesticid.s vas
stressed by the SubCOlllllittee on Reorgani~Hoit I'nd Int·etnational Orlaniza
tions, Senate Committee on Government op.tations, and by prominllnt scien
tists.

The Department of Agriculture's current prolr..s indicate an avareness
of certain dangers posed by the uae of pesticides, and these prosrams, if
fully implemented. should enhance the objective of the safe use of pesti-
cides. .

In July 1965. we were advised by an agency official that the former
Federal Pest C~ntrol Board (consisting of members. from the Departments of
Interior; Health, Education, and Welfare: Defensei and Agriculture), re
named the Federal Committee on Pest Control. had assumed added responsibil
ities for coordinating research in pesticides and the monitoring of their
use by the Department of Agriculture.

240. Need for the National Ae~onautics and Space Administration to
strengthen prolect plannirig--In a report hsued in January 1965 on our re
viev of the management of the Nimbus meteorological satellite project, we
stated that unnecessary costs of as much as $1.2 aillion vere incurred be
cause tIM! Nimbus Project tlanager. Goddard Space FHlht Center, National
Aeronautics and Space Ad~inistration did not effectively carry out his re
sponsibility for project planning when it became evident that the weight
design goal established for the Nimbus spacecraft had· become obsol~te.

In March 1961, shortly after the a~4rd of a cost-type contract for the
design, integration, and test of the Nimbus spac~raft, information
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pbjlHI!!G AMp nocJWttIllG (continued)
, , .

av"ltabl~ to tll- 1l~.1lusProject KI:~r sholMd that the esthlated space
craft wdghtof 69fJlOUl1d'!l exc"ilecl the ~sl"'~IPt "f 650 pounds which.
In turn. exc;""~d t.he "portecl 589-poundcapabUltlr of the launch vehicle
to be used to orbit the .....cecraft. II)' Hay 1961. ;,hen the final offlelal
allovable spacecraft ....ipU ....re' proYldacl by the, Lolunch Vehicle $yst_
Milnaaer', aveUable lnforlllation shoved that the spacecrliCt' s esti_ted
....litlt had Increased to 726 pounds vhUe the launch vehicle's reported ca
pability at the planned orblt.l altitude had decreased to 567 pounds.

Ite believa that, had the Nl..1lus Project Hanaa~r talcen prompt action to
elther curtail or recllrect the contractor's efforts In Hay 1961 when the
knc>VIl ....lght lncooapatibj."lity· irldlcated that furthe!, effort tovard the de
velopment of the heavier spacecraft vas WlVarranted, as lWCh as $1.2 mll
lion, ll.IIpet\CIed by the contractor on tasks that had to be redone to develop a
lighter weight spacecraft could have bean saved.

NASA did not agree that exceSs costa vere Incurred and pointed out
that these expend1tureR ..."re made In an effort \:0 develop a fully reclundant
f,i"bus spacecraft which would satisfy the r&q!1lre-ents of the Plan for a
N~tlonal Operational Meteorological Satellite System. We believe that
N~A's, responsibility for satisfying the requlr-.nta of the Plan vas not
adequate Justiflcation for continuing contractor effort to develop the re
dundimt 1I1mbus spacecraft after. Hay 1961. because lnfo.....tion at ';;hat time
shoved that launch vahlcle capability necessary to orbit a redundant Nimbus
spacecraft would not be avallable.

We reported on this _tter for the lnfo..-tion of the Congress and to
point out the need for NASA to davlse ..ans Of arlnlmlzlng the possibility
of the recurrence of slarllar slt.-tions In carrying out future research and
development projects.
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USElI CHARGES

241. Action taken· by the Federal Aviation ~gency to establish user
charges to recover costs- irn:urrect~:'fn-·Certifying aircraft. aircraft comPO
nents. and airm@n--In our report issue8 1n March 1964. We pointed- out that
the Federal Aviation Agency had hot followed prescribed Government policies
in assessing user ch~rges. User charges ~Are not assessed to recover any
portion of the costs incurred in inspecting aircraft and aircraft coniPo
nents and issuing the required certificates or in dete~ining the- compe·
tency of airmen and issuing certificAtes of competenCy.

By le'r.ter dated January 29, 1965, the Administrator of the Agency in
formed us that the Agency had changed its position on our report concerning
the need to) establish user charges.' The Administrator stated that the Fed
eral budget' for the fiscal year 1966 includes estimated receipts from ad
ministrativ~ly imposed user charges to be- established by the Agency some
time during ~hat fisc~l year. The Administrator stated al~~ that, during
the balance clf fiscal year 1965, the Agency would contio..i.ct studies to deter
mine the types and levels of fees to be imposed, the degree of cost recov
ery to be anticipated. and the method and cost of administering a fee sys
tem.

242. Need for the Department of the Interior to establish charges to
recover costs of producing and distribUting fiatchCty-IelIed fish~·oui re
view disclosed ~hat. during calendar year 19Q1, the Bureau or Sport Fish
eries and Wildlife, Department of the Interior, spent about $2.2 million to
produce and distribute hatchery-reared fish wHich were stocked in Federal,
State. and private waters without reimbursement f~m the recipients. The
Bureau stocks hatchery-reared fish in Federal, State, and private- waters
without reimbursement even though (a) this practice may hinder the receiv
ing Federal agencies from considering the actual cost of providin& fish as
part of their total program cost or in negotiating cooperative [,.greemertts
under which Federal agencies share in the revenues received by the States
from the sale of licenses or permits for fishing in Federal wat~rs, (b) ell
States derive revenues from the sale of fishing licenses or permits for the
privilege of fishing in State waters,and (c) the stocking of fish in pri
vate waters Hi thout charge is not consistent with prescri bed Gove,:runent
policies on user charges.

The Department has advised us that it does not intend to change its
practice and, in the absence of any statutory requirement, does not agree
that ~harges should be established for such services. We believe that the
cost of the Bureau's fish hatchery program should be borne by the primary
beneficiaries to the fullest extent possible. Such an arrangement would ef
fect substantial ec~nomies in the Government's cost of the natiohal fish
hatchery program and would be more eqUitable in that the primary beneficiar
ies of the program would ultimately asswne a greater s'hare of the program
cost. Accordingly. we recommended in a report issued in October 1964, that
the Secretary of the Interior modify the Department's present practice of
distributing all hatchery-reared fish without charge by (a) establishing a
charge, sufficient to defray cost, for fish supplied to owners of private
waters, (b) charging to the receiving Federal agen~les the costs incurred to
produce and distribute fish stocked in waters under their jurisdiction, and
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USiR cHARGES (continued)

(c) negoti.ting cooper.tiv••gr....nts to .har. in r.venu•• rec.ived by
St.t•• from the .ale of fishing licen••s .nd p.~its when the Bureau
stocks Stat. wat.~. with hatch.ry-r.ared fish.
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OTHER AREAS OF OPERATIONS

243. Action taken by Treasury Department on compensation to Washini
ton I D.C.! banks for cashing Governmen t checks--OUr review of the Treasury
Department program for compensating Washington, D.C., area banks fot' cash
ing salary checks for Federal employees disclosed that the circumstances
under which the program waS started in 1943 had changed materially and
that compensating the banks for this service no longer appeared to be· nec
essary and then'fore should be discontinued. Discontinuance of this pro
grnm ,,,ou Id resl.Il t in aonua 1 savings to the Government of about $270,000.

Futher, we found that banks were receiving compensation for cashing
811 types of Gov€'rnrnent checks, including those of its customers. contrary
to the provisions of the agreement whi.ch provided that the banks be compen
sClted only for cashing Government .salary checks for noncustomers. Some
banks in the Washington, D.C., area and banks located outside the Washing
ton, D.C., area were not being compensated by the Treasury for cashing Gov
E"nWIPn t salary checks.

The Trensury Department maintained depositary balances with the banks
in amounts sufficient to compensate them for cashing Government checks.
At DE"cember 31, 1963, about $12 million in Government funds were on deposit
with the 16 Washington, D.C., area banks participating in the check-cashing
program.

In a report issu~d in March 1965, we brought our findings to the at
tention of the Treasury Department and proposed that the agreement for com
pensat ing Washington, D.C •• area banks be terminated. As a result of this
recommendation, the Treasury Department terminated the check-cashing agree
ment on June 30, 1965.

244. Department of Defense directive revised to clarify policy on
community relations--The Army used military man-hours valued at about
520,000 to prepare Government quarters for visitors attending the 1963 and
1964 t-lasters Golf Tournaments and to prOVide transportation for the vis-
i tor s. [n a repor t issued in December 1964, we pointed out that the use
of appropriated funds for unofficial purposes is not authorized and that
the use of Gover.lment quarters to prOVide accommodations to civilians for
unofficial purpJses--especially at lower rates than those charged for com
petitive commercial facilities--is improper. The Department of Defense
took the position that military participation in the tournaments was de
sirable as a part of the community relations policy of the Department but
recogn i zed tha t such part ic ipation should be wi thin reasonable bounds.
The Department stated further that its directive relating to community re
lations would be revised and clarified. The revised directive was issued
in April 1965.

245. Need to consider reimbursement of the Virgin Islands Corporation
for loss from sugar operatlons--In a report issued in May 1965, we stated
that the Virgin Islands Corporation (VIC) incurred a loss of about $371,000
from its sugar operations in fiscal year 1964. Similar losses in recent
years hav~ been reimbursed by authority of the Congress fro~ internal rev
enue col1ections--on articles produced in the Virgin Islands· and
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amp AREAS OF OPERATIONS (continued)

transported to the United States--vhich would otherwise be transferable to
the Government of the Virgin Islands as Federal grant.. ~ch congres.ional
action va. apparently based on belief by the Congress that the revenue' of
the insular government were adequate to meet VIC's losses from sugar oper_
ations.

In its comments. the Department of the Interior stated that consistent
application of our recommendation made in prior audit reports on VIC, would
reqUire giving the Government of the Virgin Islands the profit from VIC'.
sale of electric power during fiscal year 1964 since our recommendation was
based on reasoning that the insular government should assume responsibility
for VIC I 5 losses ..

In view of the prior congressional action and the continued substan.
tial increase in insular government revenues, the Congress may wish to
consider reimbursing VIC, from internal revenue collections otherwise
transferable to the insular government. for the fiscal year 1964 sugar op_
eration loss. Reimbursement of VIC's loss in this manner would restore
that portion of the Federal Government's equity in VIC which had been re
duced by the amount of the loss.
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Tolal

SUMMARY OF FINANCIAL BENEFITS ATTRIBUTABLE TO THE WORK

OF TIlE GENERAL ACCOUNTING OFFICE IDENTIFIED DURING WI,.

FISCAL YEAR 1965

COLLECTIONS AND OTHER MEASURABLE BENEFITS

Other
measurable

Collections benefits

---------(OnO omitted)I----------
Pepartments

Army $ 1,367 S 13,334 S 14,701
Navy 4,452 25,476 29,928
Air Force 2,234 33,458 35,692
Defense 5 33,274 33,279
Agriculture 409 2,493 2,902
Army Corps of Engi neers (civil func-

tions) 13 1,605 1,618
Commerce 488 2,e. ~,360

Health, Education, and Welfare 397 337 734
Interior 272 1,83. 2,104
Justice 204 204
Labor 12 9,789 9,801
Post Office 156 390 546
State (including AID and USIA) 275 4,279 4,554
Treasury 7 715 722

Agencies

Atomic Energy Commission
Civil Service Commission
District of Columbia Government
Executive office of the PresIdent
Federal AviatIon Agency
Federal Home Loan Bank Board
General ServIces AdminIstratIon
Housing and 1I0me Finance Agency
National Aeronautics and Space AdmJnIs-

tt'Btion
Panama Canal Company
Veterans Administration
Other agencies

Total for audit 'of departments and
agencies

Transportation audit
General claims work

Total

82
35
4

10

72

220

700
12

,7
0.,1.170

$~4,949

1,089
2,027

5
1

177
525

3,805
3,038

14,203
90

1,800
5,013

161,831

Sllh83J

1,171
2,062

9
1

187
525

3,805
3,110

14,423
90

2,500
5.025

173,053

9,657
4,070

5186,780
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DETAIL.· "F OTHER MEASURABL£ BENE:.T1TS

Oetail~ of other measurable benefits attributable to the audit work of
the G~neral Accounting Office, totalillg $161,831,000, are listed below.
These financial benefits were identified during the fiscal year 1965 and
consist of realized or potential 38vings in Government operations directly
attributable to action taken or planned on findings developed by the Gen
eral Accounting Office in its examination of agency and contractor opera
tions. 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

Supply Management:

Reduction in the procurement costs of seven aircraft pro
~rarns through substituting Government-:'rnished equip
ment for contractor-furnisned equipment, estimated as
follows:

Esttmated
benefits

Fiscal year 1965
Fiscal year 1966
Fiscal year 1967

$5,032,000
5,058 ,000
3.040.000 $ 13,130,000

Cancellation of plans to purchase materials for which
there was no current need • • . . • . . • . . • . •

Savings in procurement costs as a result of changes in
designs and specifications . • . • . • • . . . . . •

Transfer of excess material to agencies or contractors
for use in lieu of making new procurements . • . . •

Cancellation of scheduled repairs to aeronautical spare
parts and components (sufficient serviceable spare
parts and components were available to meet current or
long-range needs) . . . . . . • . . . .

Adjustmen~ of prices under existing contracts or pro-
posed amendments . . . . . . . . • . . . . . . . . .

Return to active inventory excess or surplus material
and eljUipment which was either prematurely scheduled
for disposal Or not being recognized as an acceptable
substitute for items in current demand .

Reduction of procurement'" costs through dfNelopl'lent 0:
detailed purchase specifications to eliminat~ purchas
ing under restrictive brand name or equal basis ~nd

thereby encourage competitive bids (estimated annual
savings) . . . . . . . .. .

Cancellation of requisitions fo~ unneeaed signal equip
ment :.•nd spare parts . . . . . . . . • . . • • . . . •

Reduction in new procuremen~ resulting from redistrib~

tion of exceo;;.::i ve;licle ::.vare parts and assemblies in
Korea . . . . . . . • . . . . . . . . . . . • .
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10,924,000

7,174,000

6,445,000

6,380,000

3,055,000

1,694,000

1,300,000

1,200,000

1,156,,)00



Action taken or planned

Supply Hanageoment (continued):

Reduction in fiscal year 1965 appropriation request for
unitized office furniture•.... _ ..•.•...•

Reduction in new procurement by diversion of deliveries
and rec~very of excess aircraft spare parts furnished
to Portugal. • . . . . • • . . • • . . • . . . •

Readve~tisement for bids . . . • . . . . . • . . . . . .
Reclamation of parts from excess .ircraft engines. • . •
Release fot' redistribution of excess military assistance

supplies furnished a recipient country . • • • • • .
Deletinn of a lar!'.e nwnber of unneeded vehicles sche~

uled for a foreign country under the military assis-
tance prograJl'l. . . . • • • • • • • . • • • • . . • •

Revision of dairy products price-~port program to de
ter certain movement of butter by processors and han
dlers (estimated a"""al savings) • • • • • • • • • • •

Recovery and redistribution to other military assistance
programs of excess ordnance repair parts • • • • . • •

Procurement or transfer fro- a Covern-ent source rather
than from a commercial source ($265,000) and revision
of procurement procedures to require bid evaluation "n
the basis of delivered cost ($90,000) ••.•.•...

Procurement of paint in NOTe economical-sized containers
(estimated annual savinas) • • • • . • • • • • • • .

Reduc~ion in alleged da~es due contractor concerning
abaca resulting from disclosure of overstatement of
dam~ge3 claimed. • • • • • • • • • • • . • • . • ••

Standardization and consolidated procurement of certain
items of protective uniform clothing • • . • • . • . •

Recovery of excess radar modification~its and redistri
bution of excess training rocket h.ads • • • • • . •

Redistribution of commercial-type vehicles assigned to
Hilitary Assistanca Advisory Group and Headquarters,
Support Activity, Taipei, Republic of China ••.•

Transfer of two excess late model vehicles to another
agency instead of to a foreign country on a grant ba-
sis. • • .

Other items.

CODB.1nications;

Increased use of Federal Telecommunications System for
long-distance telephone calls (estimated annual sav-
ings). . . . . • . • • . • . . • • • • . • • • • • .

Incorporation of independently leased intercity communi
cations lines into GSA circuit aanageaent progr.. to
obtain advantages of redUced bu11t rates offered by
telephone companies (estimated annual savings) . • . .
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Estimated
benefits

$ 1,000,000

975,000
860,000
797,000

673,000

588,000

533,000

433,000

355,000

330,00('

178,000

152,000

122,000

114,000

7,000
320,000

1, SOO ,000

1,000,000



I

I
l
I

I, Act10n taken or planned

, COIllllWllcat1ons (cont1nued):

Reduction in n~ber of leased teletypewriter circuits
and reduced rental rates of circuits continued to be
leased ~ • • • • • • • . • . • . • . . • . • •

Payments to Government Employees, Veterans, and Other Indi
viduals:

$

EsU""'ted
benefits

54,000

I

I

I
!
I•

ReVision of Joint Travel Regulation which will have the
effect of reducing allowable travel time of military
personnel using privately owned vehicles on permanent
chanae of station travel (esti.ated annual savinas).

Ravision of Joint Travel Regulations to limit payments
to civilian and military personnel using privately
owned vehicles for their own convenience in performing
temporary duty travel to the constructive cost of air
or surface common carrier travel as appropriate (esti
mated annual savings). . • • • . • • • . • • • • • . •

Reduction in the rate of cost-of-living allowance pay
ments to certain Federal eaployees (estimated annual
reduct ion) • • • • • • • • • • • • • • • • • • • •

Reduction in per diE!lll payments to ships' crewmembers at
contractors' shipyards by making available to them
quarters and messin. facilities at a nearby Government
inst411ation • • • • • • • • • • • • • • . • • • • • •

Revision of regulations placing more restrictive limita
tions on temporary lodging allowance payments to mili
tary personnel in Hawaii (estimated annual savings) ••

Discontinuance of free flight meals to Navy and Harine
Corps military personnel receiving cash allowance for
subsistence (estiltlat;~ annual savil18s) .. ~ •....

Discontinuance of per diem payments to Navy militaIY
personnel reporting to temporary stations prior to
dates temporary duty is scheduled to begin (estimated
annual savings). • . • • . • . . • . . • . . . •

Reduction in the amount of uniform cash allowances to
certain employees (estimated annual reduction) . . • .

IClproved housIng administration procedures reduced va
c::ancy periods and resulted in a reduction in payments
for housing allowances (estimated annual savings) ..

Correction of erroneous pay and allowance computations
and records. . • . • • . . . • • • • . • . • • • • .

Consolidation of selected hospital and regional office
data processing operations (estimated annual saVings).

Consolidation of three separate guard forces into a sin
gle guard force (estimated annual reduction) •....

Discontinuance of contracts for technical services where
positions could be filled by civil service personnel
(estimated annual saVings) ..........•...
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7,000,000

2,000,000

2,000,000

'.,669,000

1,600,000

639,000

549,000

481,00()

220,000

165,000

161,000

160,000

157,000



Action takt'll or pLanned

Payments to Government EmployC'e::-, Veterans, And Other Indi
viduals (continued):

Elimination of UllllPcC'sS;Jry night differential compensa
tion payment~ .111d reduclion of nonproductive time of
postal carrier~; (~stimnLrd ofillual reduction) ...

Reduction~ it! fULlIrC' paYlllents for retirement arising
from correct iOIl of erroneous awards .

[SSUill1('e of ill~lrllC'l iOlls designed to preclude t.Inautho
r1 zed p<'1ymellt::; for I'ranRportation and storage of
hou:'iehold good~ under cl'rtaill conditions previously
allowed becaww of a Illj.c;inl·'r~[,t..'l.1tion of Joint Travel
Regulatioll!'> (l'~;1 im,'Lf>d Clllllll:ll savings)

Other items.

Loall~. COJltributioll~. alld Grants:

Reduct i 01l~ in tellglll of l ra i n i ng courses under the Man
power Development nlld Training Act of 1962 resulting
from increased hour~ of illstruction per week., for the
period Hay 13, 1964, to Hay 31, 1965. (ildditional
savings to be realiz~d during the future continuation
of the program.) . . .. • • • • • • • • • • • • •

Reduction in Gov€'rllmC'llll~ !'hare of cost of slum clear
ance and urban rC'tlewal projects resulting from reduc
tion of noncash gr.,nt-in-aid credits to local agencies

Reduction in Federal contribution to the cost of certain
irrigation district!'> resulting from a reallocation of
project cost~. . .....•••••••

Reduction in fedE'ro11 granloS allotted to StateR for em
ployment securi ly admi nistrat ion purposes.•.

Cessation of purcl1;\sE> negotiations for expensive prop
<'rty for low-rC'1l1 ~lli'ol ie housing project ~.itE'.

Reduclion i,n GOVf'r.IIllC"llt 's !'>hare of the cost of n
Federal-aid hi ghw,y program result ing from the disclo
sure of the 1I11ilUI h\)ri zf'd use of State-owned m."ltarials
by n corll" r.1ctor Oil nil Interstate l-ligh...,.,y project ••.

Reducl ion ill Fed('r,"ll mntehing funds for puhli.c assis-
l arlee pr('lgr<1l1l!li ['<,slIl t i IIg from revision of plan for al
10l.."ntil1g ndminisr ('alive expenses between IIlretehable and
lIonrnatenahle progrnms...•.•.••••...•••

Reduct ioro ill IIE"ed for borrOWing by the Government with
consequent deere-as(=> ill i nte-rest cost result illg from a
change in pro<.:edl1rp~ for advancing Federal funds to
insti tutions

Other i terns. . .
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Estimated
h..neftts

117,OOO

74,000

27,000
396,000

8,000.000

1.847,000

1,723,000

1, 707,000

600,000

190,000

165,000

100,000
5,000



Action takan or planned

Leadna and Rental Costs:

Estimated
benefits

PUr~ha.ing rather than leaslnl office copiers. • • • • •
Consolidation of s~lected hospital and regional office

data processing· operations ••••••••••••
CanceUation of sublease aar.-nt and certain other

concessions resultina fra- disclosure of excessive
rental costs for a certain postal facility ••••

TerIII1nation of leasa for recreational land not beiOS

hrehasi.nl rather tJ:utn leasina
and relatad ~i,..nt. • • •

~~asinl rather t~.n laasinl
.tIoris,:. • • ._ ;, • ',a • • • .. •

used •••
Other it_so • •

autoaatic data processina. . . . . . . . . . . .
electric power substa-. . . . . . . . . . . .

•
•

$ 11,800,000

2,388,000
732, (l00

257.000

112,000

47,000
228,000

Utilization of United States-owned Foreiln Currencies:

Utilization of excess U.S.-owned foreign currency rather
~~40 dpllars for paying Fed~ral benefit pay.ents in
Y_~slilvl. • • • • • . • . • • . . . • • . . . • • • .

Ut~f{i!ri~n of foreian currency received as repayment
for· l'O"'s lIade to a forei.n country, reduced the need
to pUrchase the currency with dollars for U.S. uses.

Increased use of U.S.-owned foreiln currencies in lieu
of dollars for air travel costs to certain foreign

Cancellation of a project for the construction and im
provement of an airport in a foreign country released
the remaining foreign currencies for other U.S. uses

Annual accrual of interest on large balances of U.S.
owned foreign currencies previously held in non
interest-bearing accounts. • • . . • • • • . ..••

Requiring Government employees and ce.rtain U.S. Govern
ment operations in Recife. BraZil. to purchase their
foreign currency requirements from u.s. Government
sources rather than from private Brazilian sources •

Accrual of interest on recovered U.S.-owned foreign cur
rencies that were advanced to a recipient country and
were in excess of its needs. • . • • • . . . •

Foreign currency for which no plans existed were made
available for payment of U.S. obligations that would
otherwise require the expenditure of dollars ••••

countries. • • • . • • • • . . . • . • • • . . . . .

4,000,000

3,000,000

1,000,000

900,000

451,000

180,000

129,000

68,000

Rental Income and Fees:

Additional annual revenues due to changes in rental
rates and utility charges for Government-owned housing,
quarters, and garages•...•......•.••.•
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. . . . . . . . . .

Action taken or planned

Rental Income and Fees (continued):

Increase in annual rental inco~e involving low-rent pub-
lic housing projects .

Additional annual revenues resulting from increasing
fE'e::; for special-use permits for summer-home sites

Other i terns . . . ., ..... • . . . . . . .

Construction. Improvement, and Repair Costs:

Cancellation of (a) plans to resurfa:e roadway rated as
excellent ($243.000). (b) requests for construction
of employee housing units ($463.000), and (c) plans
for extensive improvements and repairs of properties
scheduled for tr~nsfer ($257.000) ...••••••

Withdrawal of invitation to bid on the construction of
an unneeded engine buildup shop for the Hawaii Air Na
tional Guard

Other i terns . . . .

Operation and Maintenance:

Reduction tn inventory of co~erclal-type heavy trucks
and buses . . . . . . . . . . . . . .. . .. • • • • •

Withdrawal of two alrcraft and associated operatlnl per
sonnel not required at an Army command (estimated an-
nual savings) ..... . . . . . .' . . • .. .. • • • ..

Reduced operation and maintenance expense resulting frora
use of commercial design vehi~les instead of military
design vehicles fo~ administrative transportation (es-
timated annual savings) ..

Manpower Utilization:

Elimination of the mission of Air Force Reserve recovery
units which did not sufficiently edd to the Air Force
dispersal and reconstitution cepability to justify ul
timate expenditure of $20 million ariuually .. .. .. .. ..

Reduction in staff at a Naval ammunition depot (esti
mated annual savings) ..................' ..

Termination of the services of contractor employees at
organizations.manned with military and civilian per
sonnel having the required skill. • • • • • • • • •

Subsidies;

Reduction in payments by Maritime Administration to con
tractors resulting from revision of procedures for
calculating operating-differential subsidy rates on
certain wage items .. . . . .. • • • .. • .. • .. .. . .. .

18"

$

Estimated
~"n.Eits

586,000

213,000
20,000

963,000

40,000
89,000

11,250,000

139,000

30,000

20,000,000

267,000

392,000

2,500,000



Action taken or planned

Trade Development and Assistance:

- >'

l~li',iOOO'
52}00C5·'

"

$

. .•. . . . . . . .

Reduction of annual net dollar expenditures in flnanelnt
cotton sales under Public Law 480 .•••••••'

Reimburs3ble ocean transportation costs. finarc-j by
Commodi ty Credi t Corporation under Public L." 480', to
be recovered or claimed

Other items . . . . . . . . .

!

Transportation:

Military Assistance Program shipments made direct from
contractors· plants to the shipping terminal rather
than indirectly through the Army A~munition Plant .s
previously shipped . . . . . • . • . • • • • . • • • 212-,000

Other Items:

I
I

Reduction in cost of rehabilitation of aircraft for the
Military Assistance Program resulting from a relax.~

tion ,f stringent criteria . . . . . . . . .. .,
Use of eXisting land rathe~ than reclaiming land for an

expa·.'~-lon and improvement progr8ID . . . .
Depo~lting excess funds in Federal Reserv~ Bank in lieu

of commercial banks • . • . • •• •..••••••
Oeobligation of funds obligated from a prior year appro-

priation that had expired • • • • •
Correction of errors involving sales prices of

Government-owned timber ..•.• 6 6 •••

Reduction in mail transportation costs resulting from
awarding contracts by competitive means for rates
rather than negotiated contract rates with railroad
companies . . . . . . . . . • • • • . . • • • • • .

Collections from MIlitary Assistance ,AdVisory Gr~Jp em
ployees for home-to-work transportation which uas pre
viously provided free of charge • . • . • • . • • • •

Funds transferred prematurely. by the Treasury Depart
ment and the Agency for International Develo~n~. to
the Social Progress Trust Fund, resulted in additional
interest costs being incurred annually

682,000

630',000

525.000

513,,000

167.000

130,000

52,000

60,000

Miscellaneous Other Items 295 '000

Total other measurable benefits
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ADDITIONAL FINANCIAL BENEFITS NOT FULLY OR READILY HEASURAB~

Many significant financial benefits of a one-time 9t~~B~~~1?g1~!~~~~~
are attributable to the work of the General Accounting Of(ice.!'h;i:ch)~r".'~o,t':

fully or readily measurable in financial terms • These beI\e:~:l~~__?gt;~_~!!r-,t __!?/',··
suI t t rom act ions taken by Federal agencies in their eJf:fJ:rt:S}~~,},~11~~.v~_~-f
the unnecessary expenditures or otherwise correct the~~fl~~!n~~!~;~~r~_~~
to light in our audit reports. The extent to which the~~c~~~~s!t~~i~~*;:
tions are motivated by our reports is not readily identl_fiat>~'~':>rP~~:->~lj";;'~,~",
financial benefits readily measurable in all cases. A few ~~~;!_~;~'-'(;):f£sUch

actions identified during the fiscal year 1965 are described belo~:

Procurement of Materials and Supplies

Reduction in Army Tables of Allowances:

In reports issued in the fiscal years 1963 and 1964, we found ,that, at
two Army installations reviewed, equipment requlre~li~!J,~~~!",~Y,~~,~,~,~~~4-",~~';:
as a result, unnecessary procurements were beinglBil~e._,~~"~?9,~J~~:~~;;~,~.t',
equipment authorization documents did not accuratt!lyr~~~:~s,,!::'"~,~:,:1,~~.!~,~';2§~'L:'./'
the using units and that procedures were needed to perioili,cally'llerify:,the
validi ty of the lists. We recoDDllended that the Department of ttle .ArJly .ii;ii
tiate a review of equipment authorization lists to etlta~llt1tl realls~lC'i'Z;e:"":;
quirements in accordance with the actual needs of the Atm,.

In June 1963, the Army initiated a one-time review ofa11 e~fp~~~~

allowances. Further, in October 1963, the Chief of Staff of thl,!<~::c1~.
rected that a committee be established to study Army equJ~~~~~~~~+~~~
tion documents with the objective of reducing Army requJre~9~~;!~~r~~~+

rial. In December 1964, we were informed that the StU!iYC1f ~5~1t.:s.t,~'"'O!1t

of a totd of 405, had resulted in reductions of e"",l!,~9t ,,:1:l'1~a9c:~!;';,
amounting tl") about $332 million. Further, we were a~Vist!d,t~t';';i',.~,'~,:;.:~:f7s,\l.lt

of the co,nmittee report, approved by the Army Chief of Sta!!ln;J)c:t~b~""
1964, the Army will convert to a new system designed to Sl~lt.:!Y· te~~~~c:¥~
mentation and review of all equipment allowances In the ~~~1')d,t~i,P~;O,~~'d.e
for efficient management and effective control of all authC?tiz~t~<»,I'I:';,,:d~

ments. Our reports in this area may have mot:ivated the ~m)ds cprr.c~lV'e
'action.

Conversion from noncompetitive to competitive proc~eme~t:

In recent years we have issued numerous repo~ts on un~,~~~~~~_~p~t~

incurred by the military departments through f.ilure tC1 purc:hl!se slipp1ies
competitively or through failure to purchase directlY fro,", the actu)'JI"r\IJ
facturer repair part.s customarily ordered through th~ s¥PpHer of~qut.:p~nt
for which the repair parts were ordered. In testimony beforet~ ~~~~~~~

mittee of the Committee on Appropriations, House,ofR~p~~S~Qt~ttY~~j~~~

February 1964, the Secretary of Defense stated that in 1961 th~ Q~~~rt~~9t

of Defense had studied a large number of General AccoIJnti9g OfH<:~ r~P'!rts

and congressional committee reports which concluded thl!t milIle~sef~91~

lars were being wasted because of the failure to C1btain prlce' c:o~etltlon
more extensively in the procurement of spare parts and smaller enc:lltesns.
He stated that the Department's own analy~is of procurement procedUres
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ADDITIONAL FINANCIAL BENEFITS NOT FULLY OR READILY ~LE (continued)

fully confirmed those conclusions, and, as a result, he had instructed t~

military deparl~ents to increase the proportion of the total value of con
tracts awarded on the basis of price competition.

In the third annual progress report to the President of the United
States of accomplishments under the Depart....nt of Defense Cost lteduetion
Program, the Secretary of Defense reported the follOwiQl estiaated· sovincs
to have resulted from the shifting from nonco~etitive to co.,etitive pro
curement:

Fiscal years:
1963 ................•.........•.........••..••••••••
1964 ..................................•.•.••••••..••
1965 ..............................••.......••.••••••

MillLon
$237
448
$50

Consolidation and Reconfiguration of Department of Defense Communications
Circuits'and Other Economies

In a report to the Congress 1n November 1959, we sta~ed that we were
recommending that the Department of Defense take coordinated action with
the telephone company to secure the necessary regulatory changes tQ estab
lish the Government as a single customer for rate application purposes.

In July 1961, the Secretary of Defense established a central office
within the Defense Communications Agency to order and pay for all leased
private line cOmrn.Jnications as the only Depal'tMnt of Defense custo_r. As
a result, instead of being charged for communication services at rates ap
plicable to 25 custo~rs, the Department, as one customer, received the ad
vantage of reduced rates applicable to larger custo.ers. Also.• tn fiscal
years 1963, 1964, and 196$, we issued other reports on communications tn
which we pointed out economies that could be achieved in the areas of 10ng
distance message transmission, operation of teletype switchl... centers, and
the leasing of teletype and teletypewriter circuits and equipment.

In the third annual progress report on the Depat't.-ent of Defense Cost
Reduction Program, the Secretary of Defense reported that, through the con
solidation and integration of leased long-lIne communications, the elimina
tion of unneeded circuits and equipment, and other economies, $108 million
was saved in fiscal year 1965. Much of these reported savings may have
been the result of our recommendatlcns.

Contractor-furnished Personnel

In March 1964, we reported that certain technical services need~d·by

the Ground Electronics Engineering Installation Agency at Fuchu Air Force
Base. Japan, were being performed by contractor-furnished personnel at
higher cost than if the services were performed by Government personnel.
In addition to identifying the uneconomical aspects of utilizing

~ contractor-furnished personnel. we inquired of the Civil Service eo..ission
whether this practice, which appeared to closely parallel an
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ADDITIONAL FINANCIAL BENEFITS NOT FULLY OR READILY MEASURABlE (c('"tlnued)

ellployer-et!lI!loyee relationship within the GOvernment, was in violation of
the Civil service Act and/or the Classiftcation Act of 1949.

In February 1965, the Civil service Commission advised that the cur
rent use of contractor-furnished personnel by the military services, under
arrangements which are tantamQUJlt to an ~ployer-eMployee relationship, is
illegal.

In June 1964, the Air Force advised that net reduction of more than
100 contract technical services spaces was scheduled for the Pacific re
gion, Ground Electronics Engineering Installation Agency, in fiscal year
1965. On July 14, 1965, the Assistant Secretary of Defense for Manpower
stated that by the end of fIscal year 1966 about 8,300 contract technical
services employees will be replaced with about 7,500 civil service person
nel and 800 mUitary personnel at an esti....ted annual savi"8s of $30 mil
lion. The completed and proposed Air Force actions ....y have been ~tivated

by our report.

ReductigD 1n VacancY Losses 1n Government-owned Housins

In the fiscal year 1965, the Department of Defense computed savi~s of
$3.1 million as a result of reducing housing turnover time, thereby saving
e~pendltures in basic allowances for quarters. Vacancy losses were reduced
from Z,008,548 days in fiscal year 196Z to 800,000 days in fiscal Yaar
1965. The savi"8 was made possible by prevacate inspection, one-stop re
furbishing, and improvement in move-in scheduling.

The General Accounting Office, in recent years, has issued several re
ports on the utilization of Govern~nt housing, pointing out instances
where greater utilization could have been achieved. One such report was
issued in December 1964, pointing out that the Government had unnecessarily
paid over $389,000 at Fort Knox, Ky., duri"8 the 18-month period ended
June 30, 1963, for quarters allowances to lIilitary personnel to provide
their own housi"8 although Capehart, Wherry, and other Government-owned
family housing units at this location reaained vacant. Our reports on un
necessary vacancies may have contributed to the reported savings in fiscal
year 1965 of $3.1 .illion.

Reduced Use of Premium Ai~Travel

In a report to the Congress in Karch 1962, we pointed out that, at
most of ~ae transportation offices we visited, more than 90 percent of the
travel by military and civilian personnel of the Department of Defense and
the military departments was made in first-class accommodations. Many of
the flights of first-class accommodations could- have been made in lower
priced accommodations at a large saVings to the Government without affect
ing the missions of the travelers. In Hay 1962, the Department of Defense
issued a statement of policy which reqUires all travelers to use less than
first-class air accommodations to the maximum extent consistent with the
successful accomplishment of missions.
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ADDITIONAL FINANCIAL BENEFITS NOT FJLLY OR READILY MEASURABLE (contill\led)

Department of Defense personnel flew 1.2 billion passenger-miles in
fiscal year 1961 and 1.6 billion miles in fiscal year 1965. In fiscal y..r
1961, 62.7 percent went first class while in fiscal year 1965 only
24.1 percent went first class. Considering the difference in fares result
ing from travel by less than first class in fiscal year 1965 as compared
with the base year, fiscal year 1961, the Department of Defense considers
that the savings for fiscal year 1965 are $1.1 million. These savings may
be attributable, in part, at least, to our report on air travel.

Reduced Aircraft Inspection

In February 1962, we reported to the Congress that Air FOrce mainte
nance standards and practices for MATS transport aircraft appeared- unneces
sarily costly and complex in comparison with those of commercial aircraft
and requires about twice as much maintenance labor per flyina hoUr for sim
ilar aircraft. In reply to our report, we were informed by the Assistant
Secretary of Defense of various studies, as well as completed actions.
which the Air Force had undertaken to improve recognized deficiencies in
its aircraft maintenance policies, standards, and practices.

In the fiscal year 1965, the Department of Defense reported sav1ngs of
approximately $4 million as a result of reduced aircraft insp~ction. Pre
viously, depot maintenance inspection was SCheduled every 2,,400 fly111:.
hours for each aircraft. Under a revi.sed policy, inspection was cllai1ged to
a 24-month schedule. This reduced the inspection for the fiscal year 1965
to 192 inspections for the MATS fleet compared with the previously ~equ1red

inspections of 279. Reduced inspection requirements also result in fewer
aircraft out of commission for inspection. Our previous report on this
subject may have motivated the actions of the Department of Defense in re
ducing aircraft inspections on its HATS fleet.

In a report to the Congress submitted in October 1964, we disclosed
that leasing rather than Government purchasing of motor vehicles for use by
contractor and Government personnel in the assembly and check-out opera
tions at MINUTEMAN missile launch sites will result in increased costs of
about $1,852,000 for the 1,634 vehicles estimated to be required. We also
reported that the Air Force avoided statutory controls which require ap
proval by the Congress for the acquisition of passenger motor vehicles for
use by Government personnel.

In February 1965, the Assistant Secretary of Defense for Installations
and Logistics issued instructions to the three military departments sub
stantially along the lines of our recommendations. For all major projects
in which substantial numbers of passenger vehicles will be reqUired for use
for a period of 1 year or more by contractor personnel and the contractors
do not possess such transportation capability from their own resources, the
military departments are instructed as follows:
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ADDITIONAL FINANCIAL BENEFITS IIOT FULLY OR READILY HEASURABLE (continued)

1. The v~hicles viII be provided whenever feasible as Government
furnished equipment.

2. If there is insufficient time to obtain congressional approval and
to purchase the vehicles, before the contractor commences work on
the project, they viII be supplied through redistribution of de
partmental assets or otherwise by temporary rental of commercial
vehicles until authorized purchases can be effected.

3. Existing regulations viII be modified as necessary to allow con
tractors to meet the needs of the project on an economical basis.

4. Upon completion of a project, Government-furnished vehicles suit
able for retention viII be used to replace vehicles beyond economi
cal repair in Government inventories or be disposed of by the Gov
ern_n~.

5. Vehicles required for use by Government personnel viII be included
in the annual buda~ts sub..i tted to the Congress.

Reduction of Stockpile Objectives for Cordaae Fibers (Abaca and Sisal)

At the time of our reviev the inventory of cordage fibers not only met
but exceeded recently revised stockpile objectives. During our reviev ve
found that the ...rgenee of cordage substitutes in the fo", of synthetic
fibers had eli.inated the United States dependence on foreign sources of
supply for cordage fiber requirements and obviated the need for retaining
stockpile objectives for abaca and sisal. Also, ve found that it vas cost
ing the Government about $6 million annually to store and rotate the cord
age fiber inventory.

In a report to the Congress (B_125067) in October 1964, ve recommended
that the Director, Office of Emergency Planning (OEP), reduce the cordage
fiber stockpile objectives to zero and that an orderly disposition of the
Inventories be initiated vithout disruption of normal market activities.

In June 1965, OEP reduced the stockpile objectives for abaca and si
sal. OEP stated that the decrease in objectives for the tvo fibers vas due
to the increased use of adequate synthetics and declining military require
ments. With the material reduction in stockpile objectives, a like amount
of cordage fibers having an acquisition cost of about $26 million automati
cally became excess and available for disposal.

Disposal of Excess Aluminum

In the interest of reducing the Government's excess inventory of alu
minum and other stockpiled materials, we recommended in 1962 that the
President consider requiring Governmept agencies and Government contrac
tors to use, whenever practicable, such excess materials. Employing a dif
ferent means, but accomplishing the same intended effect, the Office of
Emergency Planning and General Services Administration completed disposal
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Reyision of Urban Renewal Regulations
, ... -~

As a result of our recommendation in a report to~:~,,;,~" r,~,~!I':>"~',(,i"<'~J,~.';'''''
(8-118638) in October 1964, the Urban Renewal M!Dini~~'i:~t~"»''i:""l~.lb

its re~lations to clarify that the physical an~, ~,c,~~~r~ ~:.,,:::.*~!~t~ti~~i~".-,-'
relocat1on program may not pe~mit any housing to ~' ~-~~lft!:t~~i~~~~!l~!-t~~~~I~t~-:~>;
reso~r~e which would be clasti.l.fied as "structurally ~~-~~~~J~:~~e~1-&i1i~~s':\}'
requirwg clearance" ,:,nder the criteria used to justify ':<!~•.~~!{,,~~\\.<;K(ttl<'
project area. We beheve that URA's revised reo . lations, ~ff-vllorousl7.,.•n-?'·

• _. . ". '::.__~ ~c;."""'--""" :>'~"'7"~': _
forced, would result 10 a more effective admlnlscration Q.~ t.ha.'r~!oc.tlon/;·

program and preclude the unnecessary expenditure of r~t~~,~~~~~!}~~
eating families displaced from an urban renewal area ln~_~:'-.~~~l~]?-H~~~~~.l1:
be considered physically substandard and scheduled for ae.o~~tV~gi~~~a~
subsequent urban renewal project.

~l>'

:;.-' ··-.i-~·~~J...j

.' i~_:';'. :' ; ,"~'1''-f-

-. '. • :--~~:-;-~.,,-.;,. .¥,';; ' ..

..-;~ .,~,,;-:,;--:t.;1 .J , .....



CIWlGES IN REGULATIONS OF COVEiNHEIH-WIDE SIGNIFICAIlCE

Amtd Servis,s Procurement Regul't i90

Contractors' employ!! relocation. costs charged to Ggv,rngent con
tracts •••In a report submitted to the Congress in February 1963, we pre.
sented our findings thst indiViduals newly hired by COntractors, and relo
cated by the contractors at Government expense, either had voluntarily ter·
_ina ted .-ployment or were discharged for improper conduct before they had
c.-pleted a year's service aliel' ti}at only a _11 portion of the costs in·
curred in relocating these short-tem employees was recovered- by the con
tractors. In another report submitted to the'Congress in May 1964, we re
presented our findings that a contractor charged to Government contracts re
loc.~ion costs wnich represented allowances to relocated employees for pe
riods greatly in excess of the periods needed to establish their new resi
deitces.

In the first "f thesa reports we proposed, and the Department of De
fense agreed', that the adequacy of existing poHcy guidance on allowaMHty
of relocation costs be reexamined. On April I, 1965, the Armed Services
Procur~nt Regulation was revised (sec. 15-205.25) to define more clearly
those relocation ex?ens,s which .re necessary and reasonable, and therefore
allowable as charges against Government contracts, and those that are not
allowable. (Relocation Costs Incurred by Contractors with the Department
of Defense and the National Aerona~tics and Space Administration for the
RecrUiting of Salaried Personnel Who Terminated Employment Shortly After
They Were Hired, 8-133340, February 19, 1963; Excessive Relocation Payments
to Employees Transferred From One COIIpAny Location to Another by Lockheed
Missiles & Space Company, Sunnyvale, Calif., 8-1468.86, Hay 21, 1964.)

Dtpreciatlon chars,s to Gov,rnment contracts.--In a report submitted
to the Congress in August 1964. we presented our findings that a contractor
(an institute) had charged to Government contracts depreciation on build
ings which it had acquired from the Government at no cost. The buildings
had- been transferred by the Government for the sum of $1 to • university
under the prOVisions of the Lanham Act, and then transferred by the univer
Sity to the in.titute at no cost. In response to our findings the Depart
ment of Defense stated that it would disallow such depreciation charges in
current a.nd- future contract negotiations and that it would also review its
policy to determine whether additional guidance was needed.

On April I, 1965. the Armed Services Procurement Regulation was re
vised (sec. 15-205.9) to prOVide that no depreciation, rental, or use
charge shall be allowed on property acquired from the Government at no cost
to the contractor or an organi~ation, directly or indirectly controlling,
controlled by. or under common control with the contractor. (Unreasonable
Charges to Government Cost-Type Contracts for Depreciation on Buildings Ac
quired from the Government at No Cost by Stanford Research Institute, Menlo
Park. Calif., 8-146884, Aug. 31, 1964.)

Use of Federal supply schedules.--In a report submitted to the Con
gress in September 1964. we presented our finding that motor vehicle parts
and accessories were being procured by Navy installations in the open mar
ket at prices higher than those available under General Services
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Administration, Federal Supply Schedule contracts. Our ~:"i.,.h\llthfsi,,!!,t"

tel' to the attention of the Navy prompted the Navy I s subaiiiSSi.~~i<lr!~i."t~..
posal to the Armed Services Procurement Regulation COlWiil,ttee., •.nCl·~:;,~)a~'{r~~.,';j•••+

.. .. .. ,.,' ,', .' ....... ,.,,,,/.,>•.•,.t.,/_,,., ':,i'.' .. .:' ..
suI t, the Armed Services Procurement Regulation was re"i's~->.C)n -~~~",,~;i,,~~::!,_

1965 (sec. 5-l04.n, to require, with certain exceptions, thli~ f~~~!';~li~l'''"
ply Schedules be considered equally with other sources by coritr~ct~n~i~(fi"

cers in ensuring that purchases are made .. to the best .dv~nt,.~'9~(~,~{H~\!:~
ernment. (Uneconomical Procurement of Motor Vehicle Part'.',.rid- ACc4l,ssor-i!l!!s.
8-146940, Sept. 18, 1964.)

J~inl Travel Regulations

Criteria for classification of professional. ttC'Ps:sb~:.."r,jt}f-ijV.,Jm~
rnent expense.--In a report submitted to the Congressln'~f~ljt{l~,~~t;:·~,C

presented our findings that military personnel avoided e~!,e~~,,';~!~t·'

charges for shipment of household goods t>y claiming weiglit fQ"(~1".. ,p.."f.es
sional items than they actu"Uy shipped. (Household goC)(ls sli!pp"'c1i\~~'~Y
ern"nent expense are subject to weight limit.tions;profes~~~ri~l~__~~~.!)~:~~
not subject to weight limitations.) Travel regulatiO(ls did·(l"t~~~!';i~";~""
fine what constituted professional books, papers, and eq\1_l~~t._'W!,:-L~~.c;:cIn.
mended that the Joint Travel Regulations be amended to PrOVicl,!'c1"'f'~!1(.t~
eri teria as to what may be claimed as professional books"'~p._~~,~',>:~~,

equipment. The Joint Travel Regulations were amend.d on Januer" '1..;t~li.5.
to provide such criteria. (Shipment of Household GoC)(ls ImP:"0I!.er~YSl.i!"si
fied as Professional Items by Military Personnel to Avoidl'eY",.nt'f9r<tx_
cess Weight, 8-146867, Mar. 5, 1964.)

Federal Property Management Regulations

Utilization of personal property itgs. __ In a rep'0~t s~blntt~_~~_:-y?the

Congress in August 1964, we presented our finding tbat~ertain ~i!';!,.r"ft

spare parts costing about $1.4 million were declar.d ,,~l~s and, ~~c1,t~
the public for a fraction of their replacement cost, _.lttioug~soln~: -()-ft,~$E!

i terns were needed by other Goverrunent agencies. We fO\lnd; ~~tl ,in-,a~.:f0r ..
dance with General Services Administration (GSA) regul"tiQns. th" itemS
were classified as nonreportable property and, conse~ntly,n?t~~~_o~
their pending disposition was not circularized to other Gover~eJ'lt 8Sen
eies.

We proposed that the Administrator of General Services CQ..,sider re
vising GSA's regulations to provide that listings: of ~~l~x~es~~l~C~!tt
and spare parts be circularized to the Department of Qefens. ancl o.~heiFed
era1 agencies haVing a potential need for such equipment. On AprH I),
1965, Amendment No. ~-5 to the Federal Property Manag~ent ReguJations. re
vised section 101-43.4901 to increase the number of e'xce~"p,!,l's'!n"Jp!';~J'
erty items reqUired to be reported to GSA to facilitate GS~~s ¢irS~~ari~inll

of other Government agencies to ascertain their need~f~r-~!~~~,~~tt~f
the excess personal property before the prQperty isdhI!P~!,c1"Or to. ?U~~ide
parties. (Premature Disposal of Certain AirQraft Spar. 'l'aFts bY~l\lll!tili

zation and DisDosal Service, General Services Administt;a:ttoh.ES;;,;14~9_29,

Aug. 4, 1964.)
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Procurement from GSA stores stock.--In a June 1964 Teport to the Con
gress, we presented our findings that brand-name products of certain sup
pliers were placed into the GSA supply system without a comparison with
similar lower cost products of other manufacturers, with existing Federal
specifications covering products of the same general nature. ~d with pr9d
ucts having the same general characteristics and end use alfeady in the
sup~ly system. Consequently, the Government incurred additional costs of
at least $650,000.

We prooosed that the Administrator of General Services revise the
practice of procuring brand-name items by limiting the use of bra~ ~ or
equal purchase descriptions. in general, to those cases where Federal spec
ifications or detailed purchase descriptions for similar items are not
available. and then only on a temporary basis until an adequ8te review and
evaluation is made of the Government's requirements for these brand-na.e
items. On February 16, 196~. Amendment No. E-4 to the Federal Prorerty
Management Regularions supplemented section 101-26.301-1 with the objective
of enabling GSA to reduce procurement costs by making greater use of de
ta;led purchase spec~fications, thereby eliminating purchaslng under re
strictive brand name or equal basis and encouraging competi'tive bidding.
(Uneconomical Practices Relating to Brand Name Procurement~. Federal Sup
DIy Service, General Services Administration, 8-114807, June 1, 1964.)

Guidelines for acquisition of certain types of egulpmrnt.--In October
1964 reports to the Congress, we presented our findings that (1) estimated
savings of about $6.5 million would be attainable over the i~itiat 5-year
period of use if about 450 office copying machinas not requiring the uae of
sensitized paper rented by certain Federal agencies at August 31, 1963,
under Federal Supply Schedule contracts, were purchased, and that further
potential savings of as much as $17 million would be attai~able because
their productive life may extend beyond that period, and (2) about 2,000
major components of telewriting systems. which were being leased at May 31,
1963, could have been purchased at a savings of about $1.4 million over the
initial 8-year period of operation, the estimated useful lifa of the ma
chines. The equipment was generally leased by the agencies without Naking
~omparative cost studies to determine whether it would be more advant_seouR
and economical to lease or purchase.

We proposed that GSA develop and furnish appropriate instructions and
guidelines to Government users to assist them 1n making manaaement deci
sions as to whether machines of these types should be purchased or leased.
On November 10, 1964 the Federal Supply Service issued GSA Qulletin
FPMR No. E-l, Supply and Procurement, reemphasizing the intent of GSA Cir
cular No. 353, dated September 29, 1964, which was also promulgated as a
result of our review, to provide lease or purchase criteria and guid.li~s

with respect to acquisition of office copying ma~hines not requiring the
use of sensitized paper. Also, a "Notice to Ordering Offices"was added
in the special provisions section of the Federal Supply Schedule for Tele
type and Facsimile Equipment for the period July 1, 1964, through June 30,
1965, to highlight the fact that ordering agencies l~ve the option of rent
ing or buying teletype equipment. As of August 2, 1965, -ore detailed
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t~!~fo".Il"l'~~,~,.~t, 1~'.19~4'.ric!~•••lveCo.ts Incurred by teasing
R.t"'r lIIanPi!tCIia~ingC~t.i"T.tilwr,itingEquipment. Federal Supply Ser
vic_. General, Service. Administration. 8-146930. Oct. 28. 1964.)
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I n d , x

Department or Meney

AGENCY FOR INTERNATIONAL DEVELOPMENT (aee State, Department of)

(see Defense, Departlient of)

(see e-rce, Department of)

(see Defenae, Department of)

AGRICULTURE, DEPARTMENT OF

Agricultural Research Service

Agricultural Stabilization and Conservation
Service

Commodity Credit Corporation

Commodity Exchange Authority

Consumer and Marketing Service
Farm Credit Administration
Forest Service

Management Data Service Center
Soil Conservation Service

AIR FORCE, DEPARTMENT OF THE

AREA REDEVELOPMENT AlliINI STRATION

ARMY, DEPARTMENT OF THE

ATOHIC ENERGY COMMISSION

i53
154
156
204
129
144
23~

146
99

140
146
194
195
196
197
177
178
119
201
142

S9
60
62
63
64
92
67

23
35

109
136

103'
i~<!

.. """
"lOS·
i~.7
85
96

174
9$
67
93
98

1:'39
1-39
14Q
141
i24
124
125
i.45

'.15
Si
38
40'
40
4i
62
4.4

15
21
73
90

BUREAU OF INDIAN AFFAIRS

BUREAU OF LABOR STATI STICS

BUREAU OF LA~D MANAGD1ENT
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(see Interior, Departlient of)

(aee Labor, Department of)

(see Interior, I)..partlllent of)



DepHtMnt OJ: ..ney

(see Interior, Department of)

(see Commerce, Department of)

(see Interior, Department of)

BUREAu OF MINES

BUREAU OF PUBLIC ROADS

B~EAIJ OF SPORT FISHERIES AND WILDLIFE

CIVIL SERVICE COttIISSION 106
III
122
134

71
73
82
89

COAST GUARD (see Treasury Department)

ClJM!fERCE. DEPARTMENT OF

Area Redevelopment Administration

Bureau of ~blic Roads

Maritime Administration

202
205
143
157
161
162
163
164
165
166
167
168
169

25
34

171
172
173
174

35
155
186
218
219

147
148

96
107
109
III
112
112
113
114
115
116
117

17
21

119
119
120
121

21
104
132
160
160

COMMODITY CREDIT CORPORATION

COIflODITY EXCHANGE AUTHORITY

COllPENSATION AND PENSION PROGRAIl

CONSUKER AND MARKETING SERVICE

(see Agriculture, Department of)

(see Agriculture, Department of)

(see Veterans Administration)

(see Agriculture, Department of)

DEFENSE, DEPARTME.'1T OF
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2
13
14
22
26
27

1
8
9

14
17
17



Department or AgPIlCY

DEFENSE, DEPARTMENT OF (continued)

Air Force, Department of the

Army, Department of the

Interservice Supply Support Progra~

Military Air Transport Service (MATS)
Military Assistance and Advisory Group (HAAG)

Military Assist~nce Program (HAP)

Military Sea Transportation Service (HSTS)
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l~ Pale ~!~~
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36 23:
;';;--
;,'.,
!'42 26

51 32, t
55 Jl' ",-

b'

"56 3~'
t__

74 49
1114 70
106 71
116 77
117 78
119 79
123 &:2
127 84
131 86
132 87
133 88
185 130
231 171 ,
232 171
235 172
53 34 , .
65 43 .
81 54

107 72
125 83

1 I
44 29
68 46
79 53
84 57
9I 62

101 69
102 69
107 72
118 79
233 171
244 178
77 51

236 172
70 47

135 89
184 130

45 30
46 30
70 4.7
71 47
72 48

176 122
184 130
237 172



Department 01' AgencY

DEFENSE, DEPARTMENT OF (continued)
Navy, Department of the

Marine Corps

!Um Page

3 2
48 31
49 31

101 69
105 71
108 72
120 79
138 91

54 34
138 91

DEPARTMENT OF DATA HANAGEHDIT

DEPARTMENT OF MEDICINE AND SURGERY

(see Veterans Administration)

(see Veterans Administration)

DISTRICT OF COLUHBIA GOVERNMENT

District of Columbia Redevelopment Land
Agency

21
66

134

147
206

13
43
89

98
150

FARM CREDIT ADMINISTRATION

FEDERAL AVIATION AGE!lCY

i
I

FEDERAL IlOME LOAN BANKS

FEDERAL HOUSING ADMINISTRATION

FEDERAL SUPPLY SERVICE

FOREIGN AGRICULTURAL SERVICE

FOREST SERVICE

GENERAL SERVICES ADMINISTRATION

,

Federal Supply Service

I

(see Agriculture, Department of)

10 5
20 12
88 59
93 63

110 73
III 73
241 176

188 133

(see Housing and Home Finance Agency)

(see General Services Administration)

(see Agriculture, Department of)

(see Agriculture, Department of)

4 2
5 3

13 8
16 10
37 23
66 43
15 10
32 19

20~



Department or Agency

GENERAL SERVICES ADMINISTRATION (cont'nued)
Utilization and Disposal Service 69 46

GODDARD SPACE FLIGHT CENTER

GEOLOGICAL SURVEY

GEORGE C. MARSHALL SPACE
FLIGHT CENTER

(see National Aeronautics and Space Ada.)

(see Interior, Depart.ent of)

(see National A~ronautics and Space Adm.)

HEALTH. EDUCATION. AND WELFARE,
DEPARnlENT OF

Office of Education

Public Health Service

Social Security Administration

HOUSING AND HOME FINA!-lCE AGENCY
Federal Housing Administration

Community Facilities Administration

Public Housing Administration

Urban Renewal Administration

INSURAI-lCE

INTERIOR, DEPARTMENT OF

Bureau of Indian Affairs

202

38 24
198 143
199 143
200 144
220 162
214 157
215 157
216 158
217 158
139 91
158 107
159 108
160 109
87 59

213 156

82 55
131 86
157 107
161 109
180 127
181 127
182 127
183 128
207 150
208 151
209 151
210 152
211 153

(see Veterans Administration)

130 85
191 137
192 137
193 138

28 18
29 18
30 18
40 25
41 26



I~~f~<•. I!EPAR~TQ( (c~~i ...ecI)
BUreau of Land HlII)"ll!'_nt

-,
lI.U~~,.of H:ln"s .<

I!l!t~~, '1.f. Sport fi'!"eries and Wildlife
G'!ci~~licals..rvey ~
International Boundary lII)d Water Commission. . .. . , ' , >i

~:;
National Park Service

5
i

INTEltSERVlCE SUPPLY SU~PORT PROGRAM
I

LAIlOR, DEPARTHDlT OF i

BUreau of Labor Statistics

fIB

39 25
64 41
43 i7

242 176
39 25

229 169
230 169
61 39

150 99

(see Defense, Department of)

11 6
115 77
149 99
220 162
221 162
228 168
89 60

(see Defense, Department of)

(see Defense, DepartJuent of)

(see Defense, Department of)

203 147
6 3

85 58
17 11
18 11
90 61

240 174
47 Jl
8u 58
23 15

Manned Spac~craft Center

Space Nuclear Pr.opulsion Offi l:C

: HILITARY ASSISTANCE PROGRAM (NAP)

Goddard Space flight Center

NATIONAL AERONAUTICS AND SPACE ADMINIS
TRATION

George C. Marshall Space Flight Center

HILITARY SEA TRANSPORTATION SERVICE
(HSTS)

i LOAN GUARANTEE (see Veterans Administration),
i HANA:lEtlEllT DATA SERIllCE CENTER (see Alriculture, Department of)

I~ED SPACECRAFT CENTER (see National Aeronautics and Space Adm.)

!HARINE CORPS (see Defense, Department of)

IHAilITIHE A~~INIS1'RATION (see Commerce. Department of)

j HILITARY AIR TRANSPORT SERVICE (HATS) (see Defense, Department of)
!i HI LITARY ASSISTANCE A.'lD ADVISORY GROUP

(HAAG)

I
203



Department or Agency

NATIONAL PARK SERVICE

NAVY. DEPARTMENT OF THE

OFFICE OF EDUCATION

OFFICE OF EMERGENCY PLA~NINC.

PANAMA CANAL COMPANY

1'0", uFF ICE DEPARTl'lENT

PUBLIC HEALTH SERVICE

PUBLIC HOUSING ADMINI STRA
nON

REDEVELOPMENT LAND AGENCY

SELECTIVE SERVICE SYSTEM

SMALL BUSINESS A~~INISTRATION

(see Interior, Department of)

(see Defense, Department of)

(see Health. Education, & Welfare, Dept. of)

57 36
58 36

7 4
8 4

234 171
237 172

12 7
19 12
24 16
33 20
37 23
66 43
73 48

103 70
112 74
113 75
148 98
151 100
189 135
190 135

(see Health, Education, Ii< Welfare, Dept. of)

(see Housing and Home Finance Agency)

(see District of Columbia Government)

104 70

162 111
163 112
164 112
165 113
169 117
212 155

SOCIAL SECUR ITY AlJ!lIN I STRA-
TION (see Health, Education, Ii< Welfare, Dept. of)

SOIL CONSERVATION SERVICE (see Agriculture. Department of)

SPACE NUCLEAR PROPULSION OFFICE (see National Aeronautics and Space Adm.)

204



~~ ,';' .',.

" STATE', i'!~~ OF
~; "l,',~~ .'
"'!'
'C

U. lIM
97 ~

124 ~2
137 90
145 96
153 103

75 50
76 50
95 65
98 66
99 67

100 68
152 102
155 104
156 105

<..e Veterans Aa.inistretion)SIlP,~y, SERVICE

TllAS!JRY DEPAR'1lIDIT

u.s. Coast GuaI'd

100
170
243

9
50
78
80

126

68
118
178

4
32
52
54
84

UTII.IZATI().'l AND DISPOSAl. SERVICE

IIIliWI 1lENEWAI. AalIlU ST1lATIOII

VET~S AalINISnRATION

Compensaeion and Pension

Depart_nt of Data Ilanag_nt
Departllent of Medicine and SUrgery

Insurance

Loan Guarantee
Supply Service

VIRGIN I SLANDS CORPORATION

GOVERNMENT-WIDE

<see General services Administretion)

<see ~sing and H~e' Finance Agency)

114 75
121 81
131 86
224 164
226 165
94 63
31 19

128 85
222 163
223 163
225 164
227 166
141 93

52 32

83 55
245 178

13 8
96 65

238 173
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