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CHAPTER ONE

HIGHLIGHTS OF ACTIVITIES
FOR THE YEAR

The fiscal year ended JTune 30, 1974, was the
53d year of operaiion of the General Ac-
counting Office—an independent nonpolitical
agency in the legislative branch of the Fedcral
Government. This Office was created by the
Budget and Accounting Act, 1921, and carries
out several interrelated functions that are as-
signed by law:

— Assisting the Congress in its legislative and
oversight activities.

— Providing legal services.

— Auditing the programs, activities, and fi-
nancial operations of Federal departments
and agencies.

-- Assisting in the improvement of Federal
agency financial management systcms.

— Assisting in the supervision and control of
Federal election campaign expenditures.

— Settling claims and collecting debts.

Direct Assistiance to the Congress

One of our major objectives is to render maxi-
mum assistance to the Congress, its committees,
and Members consistent with our responsibilities

as an independent, non political agency. We view
all of our work as being of assistance to the

Congress in one way or another in carrying out
its legislative and oversight functions. We, there-
fore, make every effort to direct our staff re-
sources to work that produces information on
Federal programs and agency operations that
will be useful to the Congress and in arcas
which, in our judgment, will fulfill the greatest
apparent need and benefit to the Government.

We classify certain work as being of direct
assistance to the Congress. This work includes:

— Special audits or studies requested by con-
gressional committees and individual Mem-
bers of Congress.

-- Studies specifically directed by legislation.

— Testimony at hearings.

— Work of GAO staff assigned to congr:s-
sional committees.

— Advice and assistance to committecs and
Members of Congress on legal and legisla-
tive matters including reports on pending
legislation.

— Accounting, auditing, and advisory services
for House and Senate financial and admin-
istrative operations.

— Liaison activitics with congressional com-
mittecs and individual Members.

This category of work does not include the
very substantial amount of work involved in
auditing the affairs of Federal agencies. We make
these audits cither because we believe the results
will be useful to the Congress or because they
arc required by law. Even though the commit-
tees and Members of Congress may usc the in-
formation in these audit reports, we do not clas-
sify this work as direct assistance.

Statistics on the numbers of audit reports
completed do not tell the full story of GAO
audit operations, but they do provide an indi-
cation of the amount of work performed. Re-
ports completed in [iscal year 1974, as com-
pared with 1973, were as follows:

1974 1973
Congressional reports:

Tothe Congress . ..vvvviviivnnons 145 152
To congressional committees ........., 167 180
To Members of the Congress .......... 241 172
553 504

Reports to Federal agency officials ........ 322 405
Reports of Office of Federal Elections. ... .. 204 _49
Total vvnvvnennininannaannn. 1079 949
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Comptroller General Elmer B. Staats (center) and Deputy Comptrollar Ganeral Robert F. Kellar testify before Subcommittee on
Government Qperations, on bill to revise and restate certain functions of the Comptroller General, Aug. 7, 1974. Also at the witnass
table: Thomas E. Sullivan, Director, Transportation and Claims Division (far left) and Assistant Comptrotlers General Phillip S. Hughes

and E. H. Morse, Jr. (on right).

During the year, we submitted 553 reports on
audits or special studies to the Congress, its com-
mittees, and its Members as compared with 504
for the previous year. In addition, copies of
numerous audit reports to Federal agency offi-
cials were sent to intcrested congressional com-
mittees for their information and use.

Under section 236 of the Legislative Reorgan-
ization Act of 1970, Federal agency hcads are
required to report directly to the Committees on
Government Operations and the Committecs on
Appropriations on actions they take on recom-
mendations directed to them in GAO reports.

Overall, about 27 percent of our professional
staff’s time was spent on directly assisting the
Congress during fiscal year 1974 as compared to
about 25 percent for the previous year.

Reports to committees and Members—In
response to specific requests for information
requiring audit work or special studies, we pro-
vided 167 reports to chairmen of congressional
committees or subcommittees (including 8 to
officers of the Congress) and 241 reports to indi-
vidual Members of Congress during the year.

Our general policy is to respond to requests of
individual Members where feasible. Some of
these requests can be met with little effort;

others require major ceffort. We find in many
cases that some requests are in the same general
area and we can combine them into one study.
For example, several Members ol Congress asked
us to examine postal service and operations in
various states. It soon became apparent that
there was a nationwide pattern in the problems
affecting the quality of mail service. As a result
of the work we performed on these requests and
with some supplemental work, we reported
during the year to the Congress on the problems
causing a deterioration in the quality of mail
services and on corrective actions required.

The titles of these reports and the requesting
committees and Members arc shown in the
complete listing of all GAO reports for fiscal
year 1974 in appendix 5. Details on many of
them are provided in later chapters of this
report.

In addition to these reports, we provided 809
responscs to Members on requests concerning
claims by and against the United States, These
claims involved such subjects as Government
contracts, pay and allowances of personnel,
travel, and transportation.

Specific studies directed by law-—-A major
report directed by law completed during the



year was our study of the research, pilot and
demonstration programs for prevention and con-
trol of water pollution which are assisted by the
Federal Government. This study, directed by the
Federal Water Pollution Control Act Amend-
ments of 1972, required about 40 man-years of
audit effort and cost about $1.1 million. (Sce
page  lor further details.)

Testifying at hearings—GAQ representatives
testified on 61 different oceasions during the
year before congressional committees. A com-
plete list of these appearances and the subject
matter is included in appendix 7.

Staff assggnments to committees--On request,
98 stafl members were assigned to the staffs of
29 different committees or subcommittees. De-
tails concerning these assignments are shown in
appendix 8, as required by the Legislative Re-
organization Act ol 1970.

Reports on pending  legislation - First-hand
review and observation ol agency programs and
activities  enable us to provide congressional
committees with independent, objective advice
on proposed legislation. The committees regu-
larly call on us to comment on pending bills,
During the year, 533 reports on pending bills
were  furnished 1o committees -325 o the
Senate and 208 to the House. The following
table shows the committees and numbers of re-
ports involved.

REPORTS ON PENDING LEGISLATION

Sanate Committacs

Armed Services . .. i i i e e, 1
Banking, Housing and Usban Affairs .. .. ......... 19
COMMEICE . o vt vttt s es ot te s tnansnsnesenn 83
Districtof Columbia .. ....................... 1
Government Gperations . ... oo, 66
Interor and Insular Affairs . .. ................. 5
Judiciary ....... e e e 3
Labor and Public Welfare .. ... ................ 103
Post Office and Civil Service .. ..o vvv i, 42
PublicWorks . ...... ... o i, 0
Rules and Administration . ........ P 2
Veterans Affairs .., .. .. et et 0
Houge Commiticos
Agriculture .. ...t e 1
Bankingand Currency ........ ..., 1
Districtof Columbia ... ....... ... i, 1
Education and Labor ............ P 1
Government Operations .o vvu v vieie e 79
House Administration ., .. «c. oo v v e 1
Interior and Insular Affairs ... .. ..o it 3

HIGHLIGHTS OF ACTIVITIES FOR THE YEAR

Interstate and Foreipgn Commerece . ... .., [ 1]
Judiciary « oo e e i 48
Merchant Marine and Fisheries ., ... ... .. .. 9
Post Office and Civil Service ... oo oo oo s, 10
Public Works . .. .....covvuvs e e }
Standards and Officiat Conduet. .., ... .., N 1
Science and Astronautics .. ... .. e 21
Waysand Means ... .. .o i N |
Total L e e e

Legal and legislative assistance -Connitiees
and Members call upon us continuatly for formal
and informal lepal advice and assistance; views
on contractual, fiscal, ind administrative pro-
visions of law; drafts of legislution; and views on
administrative regutations.

Assistance on HHouse and Scnate financial and
administrative operations -As in past yeurs, we
continued  to have v professional staff at the
Capttol to audit Iimancial opertions and provide
advisory services. (See p. 146 for further infor-
mation.)

Liatson activities  Our Office of Congressional
Relations s the  central coordination  point
within. GAO for providing the Congress with
prompt and effective  assistance. Under  the
general supervision of the Deputy Comptrotler
General, Robert | Keller, this office nuintains
continuous  contact  with  congressional  cons-
mittees and Members of Congress to serve as a
communications and coordination link between
the Congress and the General Accounting Office,
The members of the Office of Congressional Re-
fations are Smith Blair, Jr., director; Samucel W,
Bowlin; Muartin J. Fitzgerald; 1.
Griffith; and Roger L. Sperry.

Vincent

Improving Congrassional Control
Over the Federal Budget

The intensive studies in the Gongress, begun
during the fiscal year 1973, 1o revise and
strengthen congressional procedures for dealing
with the Federal budget culminated during 1474
with the enactment of the Congressional Budget
and Impoundment Control Act of 1974 (Public
Law 93-344, approved July 12, 1974).

This significant legislation not only provides
substantial changes in congressional organization
and procedures for considering the Federal
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budget but also assigns numerous additional ce-
sponsibilities to the Comptroller General and
revises others. For example, the new act pro-
vides that we:

— Provide information, services, facilities, and
personnel {as mutually agreed) to the nesw
Congressional Budget Office established to
assist the new House and Senate Budget
Committees and other committees and
Members of Congress with information on
budget and revenue matters.

— Review and evaluate results of Guvernment
programs and activities.

— Assist congressional committees in devel-
oping statements of legislative objectives
and goals and methods for assessing and
reporting actual program performance.

— Assist such committees in analyzing and
assessing Federal agency program reviews
and evaluation studies.

— Develop and recommend methods for
review ang evaluation of Government pro-
grams.

— Cooperate with the Treasury znd the Office
‘of Management and Budget in developing
standardized data processing and inforina-
tion systems for fiscal, budgetary, and pro-
gram-related information.

-- Develop, in cooperation with the Treasury,
OMB, and the new Congressional Budget
Office, standard terminology, definitions,
classifications, and codes for fiscal, budget-
ary, and program-related information.

— Conduct a continuing program to identify
neceds of committees and Members of Con-
gress for fiscal, budgetary, and program-
related information.

— Assist congressional committees in devel-
oping their information needs.

— Monitor recurring reporting requirements
of the Congress.

— Develop, in cooperation with the Congres-
sional Budget Office, the Treasury, and
OMB, an up-to-date inventory and direc-
tory of sources and information systems
for fiscal, budgetary, and program-related
information.

— Assist committees and Members to obtain
information from such sources and to
appraise and analyze it.

— Develop, with the Congressional Budget
Office, a central file of data and infor-

mation to micet recurring requirements of
the Congress for fiscal, budgetary, and pro-
gram-related information.

— Cooperate with OMB and the Congressionai
Budget Office and representatives of State
and local governments iri providing appro-
priate Federal fiscal, budgetary, and pro-
gram-related information to such govern-
ments.

A major title of the new act 1s concerned with
congressional control of impoundments of
spending authority by the President. The Comp-
troller General will be involved in ail proposed
rescissions or deferrals of budget authority by
reviewing and reporting to the Congress the facts
surrounding each proposal of the President and,
in the case of proposed deferrals, determining
the legality of such action. He must aiso report
to Congress when ne believes a special message
from the President has been transmitied under
the wrong section. If reserves or deferrals are not
reported by the President, the Comptroller
General is to report on the matter to the Con-
gress. He 1s also empowered to sue in court to
require the freeing of budget authority not made
available as required.

Impact of Other M. w Legislation
On GAO Oparations

Other legislative actions of the Congress con-
tinue to assign new or added responsibilities to
us and, as a result, we are constantly faced with
the need to adjust our work programs or in-
crease our capabilities to accommodate the
increased workload. Some examples of recent
significant legislative actions follow:

The Health Maintenance Organization Act of

1973 requires us to evaluate 50 health mainte-

nance organizations after they get into opera-

tion and over a period of three years.

The Trans-Alaska Pipeline Act of 1973 gave
us new responsibilities for reviewing the
questionnaire and information requests of 11
regulatory agencies that go outside of the
Government—mostly to business—for infor-
mation. This is a function that had previously
been in the Office of Management and
Budget.

Amendments to the National School Lunch
and Child Nutrition Acts extended the pilot



supplemental food program, incressed the
funding level and requires that our evaluation
of the pilot program be completed by March
20, 1975,

The Defense Appropriation  Authorization
Act of 1974 requires us to cooperate with
Commerce and Delense i assessing the dollay
sct-off cost duc to our NATO programs.
Under that amendment, unless those costs are
cotepletely offset, the Buropeany have to
make np the difference or the United States
reduces its contribution.

The Foreign Assistance Act of 1973 requires
us to prescribe auditing and reporting stan-
dards for the United Nations, the World Bank
and the Asian Development Bank and to
report on their effectiveness.

Also significant over the long run is legislation
which creates new Feeral programs er expands
cxisting programs. . will nced to audit them
just like we do other programs. A few examyles:

The [Federal Inergy Administration Act of
1974 (P.L. 93-275), the Energy Keorganiza-
tion Act of 1974 (P.L. 93-438), and other
energy-related legislation establish new pro-
grams and three new Federal agencies to deal
with the Nation’s energy problems. Sub-
stantial requirements  for GAO work will
result ever the next several years.,

The Employee Retirement Income Security
Ace of 1974 (P.1.. 93-406), i.c., the pension
reform act, places new responsibilities on the
Departments of Treasury and Labor and estab-
lishes a Pension Beneflit Guarantee Cor-
poration within the Department of Labor
which the Comptroller General will be re-
quired to audit annually.

The Agricullure and Consumer Proteclion Act
of 1973 (P.L. 93-86) will require increased
audit effort to monitor the price-support
programs and their responsiveness to current
conditions ol agricultural scarcitices.

The Commodity Futures Trading Commnussion
Act (P.L. 93-463) strengthens the regulation
of futures trading, brings all commodities
traded under regulation, and establishes a new
independent regulatory commission. The
Comptroller General is required to conduct
reviews and audits of the commission.
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vionthly List of GAO Reports

Lach month we send to the Congress, the
committees, and all Members a list of GAO
reports completed or released during the pre-
vious month. Preparation and dissemination of
these lists is required by scction 234 ol the
Legislative Reorgariazation Act of 19706.

The lists arc also published in the Conygres-
stonal Record through arrangements made with
a congressional committee,

These lists are uscful sources of information
for keeping committees and Members of Con-
gress informed about GAO rzports. Fach list
shows the title of cach report, date of release,
GAO file number, and identity of Government
agencies or other organizations responsible for
the activities reported on. Briel digests of the
reports to the Congress or committees are also
included.

Recommendations {or Legislation

As required by the Budget and Accounting
Act, 1921, we “include in our reports to the
Congress recommendations “looking to greater
cconomy and clficiency in public expenditures.”
Sometimes these recommendations require legis-
lation.

A summary of such rccommendations, in-
cluded in reports made during the fiscal year
1974, together with open recommendations
reported in prior years, is included in appendix
l.

During the year, we developed a new report in
which we summarize for cach congressional
committee the recommendations for legislative
action made in our reports that relate to the
responsibilities of that committec and are still
open. These reports were prepared as of Decem-
ber 31, 1973, and we plan to continue them as
of the same date in future yecars.

Legal Services and Dacisions

Our legal work extends to virtually the full
range of the Government’s receipt and cxpendi-
ture activity. It serves:

— Congressional committees and Mcmbers of
Congress;

— Heads of departments and agencies as well
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as disbursing and certifying officers on
legality or, propriety of proposed expendi-
turcs of Federal funds;

— Contracting and procuring officers in con-
nection with Government contracts;

-~ Bidders for Government contracts;

— Individuals and firms whose claims have
been disallowed by the Transportation and
Claims Division: and

— GAO auditors in their audits of agency
programs.

Legal decisions of the Comptroller General

arc final upon the executive branch and pay-
ments made contrary to them are subject to

disallowance. Private concerns and individuals
have further recourse to the courts in most
"ases.

During the year, our Office of the General
Counsel completed action on 4,716 legal matters
(see chapter 3).

Auditing

Auditing the programs, activitics, and finan-
cial operations of Federal departments and
agencies, and their contractors and grantecs, on
our own Initiative requires well over half of our
professional stafl resources. The primary pur-
poses of GAO audits are to:

Evaluate the efficiency, cconomy, legality,
and elfectiveness with which Federal agencies
carry out their financial, management, and
program responsibilitics.

Provide the Congress and Federal agency
officials with significant and objective infor-
mation, conclusions, and recommendations
that will aid them in carrying out their
responsibilities.

In our audits which examine the efficiency,
economy, and effectiveness of Government pro-
grams and activities, we seek to answer such
questions as:

Is it possible to eliminate waste and ineffi-
cient use of public moneys?

Are Federal programs achieving their objec-
tives?

Are there other ways of accomplishing pro-
gram objectives at lower cost?

Are funds being spent legally?

GAO auditors operate in almost every Federal
agency in the United States and in numerous
forcign countrics. During fiscal year 1974, we
performed 1,700 audits of Government programs
and activitics in the United States and 58 other
countries. These audits were in the following
broad functional categories:

Domestic programs

Manpower and welfare <. ... ... L. e 213
Resources and economic development .. ..o uou. . 181
General government . ......... e et 176

General management
Procurement and systems acquisition .. ... ... ..., 275
Logistics and communications ... .o 350
Federal personnel and compensation . ... .. ..., 215
Financial and general management ... ... 80
International programs ......... ... 00 e 174
Energy and special projects .. ... oo i 36
Total ... 1,700

The vresults of much of the audit work
performed during the year will be included in
reports to be completed during the next fiscal
year.

In deciding upon the audit work to be
performed, we emphasize Federal programs and
agency operations in which there are strong
present or potential congressional interest and
opportunities for improvement.

Given the size of the Federal Government, we
must be selective in determining which Federal
programs and activities we will review at any
given time. In making this decision, we consider
factors such as the importance and cffectiveness
ol programs and activitics, size of expenditures,
investment in asscts, cte. This 1s done through
our program planning system. We also keep in
continuing contact with congressional com-
mittees to remain abreast of their interests and
activitics and  with  Federal agencies in the
day-to-day conduct of their programs,

Our cmphasis, of recent ycears, on program
evaluations 1s continuing and we also encourage
Federal agencies to perform their own program
cvaluations. In our independent role we will
determine how well the agencies discharge this
important responsibility as well as their other
management and program responsibilities.

We arc making an increasing number of our
audits on a multiagency basis so that the results
of our work will be more useful to the Congress,
its committees, and its Members. Chapters four
through fourteen of this report identify the
wide-ranging subjects of our audits and sum-
marize the major findings, conclusions, and



recommendations of the audit work completed
during the year.

In 1973 we cstablished an Office of Encrgy
and. Special Projects as a result of growing
congressional and public concern over energy
and other shortage problems. These problems
involve numecrous Federal agencies and pro-
grams. Onc responsibility of the new office is to
identify and recommend audit work relating to
energy and other shortage arca problems that

other. GAO organizations would carry out. In
addition, it will conduct special studies of its
own of a Government-wide nature,

The work of this office, which also involves
developing our capabilitics to assist the Congress
with cconomic and budget analyses and review-
ing the information collection
Federal regulatory agencies together with later
changes ‘in our organization for carrying out
these functions, is discussed in chapter five.

Access to Records

Il we are to satisfactorily audit the programs
and activitics. of Federal departments and activi-
tics, we must -have access to  their books,
documents, papers, and rccords. The Congress
clearly recognized this nced when it enacted the
Budget and Accounting Act, 1521, which cre-
ated the General Accounting Office. In that act,
it provided us with broad authority to have
access to Federal agency records and it has
repeated this authorization in numerous laws
enacted since then.

Most Federal agencies cooperate saticfactorily
with us on this score. I[lowever, in a lew cascs,
we still encounter restrictions on what our
auditors can cxamine and, occasionally, unwar-
ranted delays occur before we are given appro-
priate access to cssential records. Problems this
year involved the Executive Office of the Presi-
dent, the Federal Deposit Insurance Corpora-
tion, the National Credit Union Administration,
and the National Acronautics and Space Admin-
istration.
~'Our policy is to keep the Congress informed
on access-to-records problems that we have and
to seek congressional assistance in solving them,

As noted in the last section of this chapter,
one provision of pending legislation on GAO
functions deals with this subject. It would

activitics of
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cmpower us to suc in court for the furnishing of
information or records requested and desired.

Audit of Transportation Payments

The Transportation Act of 1940 requires us
to postaudit all billings for transportation under
standard Government transportation forms. Dur-
ing the year we audited $1.5 billion in transpor-
tation charges of which over §1.1 billion was for
4 million freight shipments and $352 million
was for 2.1 million passenger movements. A
total of 70,082 claims of overcharge were stated
against carriers for $11.3 million. Collections
from carriers amounted to- $9.5 million; 9,838
claims against the United States by carriers were
scttled for $2.1 million.

We furnished assistance to the Department of
Justicein some 30 suits for $4,442,350 involving
4,104 shipments. Twenty suits were settled for
$128,702 or $255,926 less than claimed.

To further implement the documentation and
procedural  recommendations ol the  Joint
Agency  Transportation  Study completed in
1970, we promulgated joint standards developed
with the Treasury Department which will govern
payments made under the Transportation Pay-
ment Act of 1972 (Public Law 92-550, 86 Stat.
1163).

We have recommended legislation that would
transfer responsibility for the detailed audit of
transportation  payments to the executive
branch. The objective is to make this transfer
eflective by July 1, 1976. Under this proposal
we would be moving in the same direction GAQ
started moving many ycars ago when detailed
voucher audits were transferred to the agencics.
Our function then would be comparable to what
we do for all other payments, that is audit the
agencics’ handling of them. We would retain the
functions of collection, compromise, or termina-
tion ol transportation debts that are referred to
GAO by other agencies. We would continue to
render decisions and guidance to disbursing and
certifying officers and to claimants who request
the Comptroller General to administratively
review scttlements.

We arc continuing efforts to automate trans-
portation audits and to make our audit systecms
compatible with agency systems. This approach
will facilitate the recommended transfer of audit
responsibility to the executive branch.
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‘Transportation audit and related activides are
discussed in chapter thirteen.

Financial Management Improvement

An important responsibility we have by law,
principally the Budget and Accounting Pro-
cedures Act of 1950, pertains to accounting in
the Federal agencies. Under this law, we:

Prescribe accounting principles and stan-
dards for the guidance of executive agencies.

Cooperate with the agencies in improving
their accounting and financial management
systems.

Approve agencies’ principles and standards
and accounting systems designs when they are
determined to be adequate.

Work with the Office of Management and
Budget, the Trcasury Department, the Civil
.Service Commission, and the General Services
Administration in the Joint Financial Manage-
ment Improvement Program, a Goverament-
wide program begun 25 years ago for stimu-
lating improvements in accounting and other
financial management practices.

During the year, Federal agencies made
further progress in reshaping their accounting
systems so that we could approve them. We
approved 2 agency statements ol accounting
principles and standards covering 21 systems and
designs for 25 accounting systems. On January
10, 1974, a statement of accounting principles
and standards for the Office of the Secretary of
Defense and Defense agencies was approved.
With this approval, principles and standards for
all of the accounting systems of the Department
of Defense now have received GAO approval.
Further information on this activity is included
in chapter four.

The operations of the Joint Financial Manage-
ment Improvement Program were strengthened
during the year by creating and filling the
position of a full-time executive director to be
responsible for the day-to-day conduct of ap-
proved projects for improving financial manage-
ment procedures and systems.

' Federal Election Activities

Tﬁe Presidential Llection Campaign Fund
Act, approved December 10, 1971, and the
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Federal Election Campaign Act of 1971, ap-
proved February 7, 1972, established new pro-
cedures concerning the {inancing and disclosure
of campaign expenditures for Federal elections.
Both laws assigned responsibilities to the Comp-
troller General, mainly relating to the disclosure
of campaign expenditures for Presidential and
Vice-Presidential candidates. During fiscal ycar
1972, a separate Office of Federal Elections was
created in GAO to carry out these responsi-
bilities.

The activities of the Office of Federal Elec-
tions during the year are summarized in chapter
two. This work has involved the handling of a
great volume of reports. For example, 31,685
pages of reports were received from political
committees and candidates during the yecar and
made available for public examination.

We completed 221 audits ol political com-
mittces during the year and 197 others were in
process.

At yearend, the Congress was considering
legislation which would transfer our supervisory
responsibilities in this field to another organi-
zation (see page 15).

Settlement of Claims

In addition to settling claims involving trans-
portation carriers, we settle other categorics of
claims by and against the Federal Government.
Our settlements are completely independent of
the agencies out of whose operations the claims
arise. Hence, aggrieved parties arc provided with
an impartial and independent settlement of their
claims. Settling these claims without litigation
also reduces the burden on the courts and the
Department of Justice.

Claims against the United States referred to
GAO for settlement are (1) those required by
statute to be paid on scttlement by GAG and (2)
those involving doubtful questions of law or
fact. During the year we settled 8,727 claims
against the United States for $142.4 million.

Claims made by the United States are referred
to us for examination and adjudication when
there is administrative doubt as to the liability
of the debtor or the amount of the debt. Other
claims are referred to us because debt collection
efforts have been unsuccessful. During 1974 we
settled 26,580 such claims resulting in the
collection of $4.9 million. As of june 30, 1974,



42,952 claims totaling $89.4 million were on
hand, including 9,376 claims amounting to $6.3
million in process of collection by GAO and
5,426 claims under collection in the Department
of Justice. '

GAO Audit Standards

Our statement of standards for the audit of
governmental organizations, programs, activitics,
-and ‘functions, published in 1972, continues to

- receive widespread attention. We are pursuing
several projects concerned with stimulating
interest and understanding of these standards, a
particular nced in the case of State and local
governments who receive Federal financial assis-
tance.

To facilitate better communications among
auditors at all levels of government, we spon-
sored the organization of a national intergovern-
mental audit forum, made up ol representatives
of our Office, other Federal agencies, and State
and local governments. Charter signing ccre-
monices for this forum were held in the General
Accounting Office on November 5, 1973. Nine
regional. forums have also been established with
similar objectives, namely, to provide a mechan-
ism for exchanging views on audit problems,
improve cooperative working relationships, and
promote understanding and acceptance of GAO
audit standards.

Savings and Other Accomplishments

It is not really possible to determine the full
cffect- of GAO activities in terms of improve-
ment in operations and effectiveness of Govern-
ment programs and activities. We carry out a
great deal of work with the objective of improv-
ing Government programs and activities without
regard to the.dollar savings that we might claim
from our work. For the most part, actions taken
on our recommendations cannot be measured in
dollar savings.  Where we can identify those
savings specifically and where the actions have
been taken by the Congress or by an agency, we
do, however, keep a record of them. For fiscal
year 1974, such savings amounted to $562
million, which was roughly 5 times our cxpendi-
tures for the year. Appendix 2 contains detailed
information on these savings.

HIGHLIGHTS OF ACTIVITIES FOR THE YEAR

Even more important, in some ways, are the
rccommendations we make that may not result
in dollar savings but do lead to increased
effectiveness of Government programs. [For
examplic, in connection with one of our reviews,
we obtained statistics on hazardous locations—
where the highest incidence of cerious accidents
took place in various States’ highway systems.
Then we obtained estimates of what would be
necessary to remove the obstacles or bring
them into conformity with safety standards.

Working with the Scnate and House Public
Works Committees, we recommended that a
certain amount of money be carmarked to
remove cobstacles which were creating serious
highway hazards. Subsequently, the Congress
carmarked $375 million in the Federal Aid
Highway Act of 1973 to improve high-hazard
locations and climinate roadside obstacles. Based
on available statistics, use ol this $375 million
fund should save 1,450 lives and prevent 22,000
injuries annually over the life of the improve-
ments.

Opemting Expenses

Our operating expenses for fiscal yecar 1974
were $106.4 million, of which about 86 per-
cent—$91.9 million—was for salaries and other
personnel costs.

Financial statements showing our financial
position, summary of operating expenses, and
sources and application of funds are presented in
appendix 10.

Staffing

At June 30, 1974, we had 5,188 employees,
226 more than a year earlier. Of the current
total, 3,564 (about 69 percent) werec members
of our professional staff.

We are continuing our cfforts to further
increase the interdisciplinary character of our
stalf. At June 30, 1974, about 30 percent ol our
professional staff was made up of persons
trained in disciplines other than accounting (sce
table on page 180). Such other disciplines cover a
wide range of skills, which we feel are increas-
ingly necessary to much of our audit work and

particularly to our cvaluations of program re-
sults.
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‘Equal Employment Opportunity Program

We continued to give priority attention to
improving the employment profile of women
and minority persons in our professional staff.
Since June 30, 1972, our minority work force
has grown from 688 to 889 persons and at June
30, 1974, represented 17.3 percent of all general
schedule employees. (See page 183 for further
information.)

Upward Mobility

Our upward mobility program is designed to
provide avenues of advancement into our pro-
fessional range for interested employees who
lack the necessary qualifications in terms of
‘education and experience and who are in lower-
agraded jobs with linited opportunity to ad-
vance. This program provides such employees
with the opportunity to meet qualification
requirements through the completion of work-
related courses at approved colleges and univer-
sities, career counseling and training in GAO,
and carefully planned and supervised on-the-job
‘work experience. Successful completion of the
program will -enable participants to join the
professional staff as management analysts, audi-
tors, or claims adjudicators. A brief description

of progress in this program appears on page 183.

l.eigis!rafio,n tc Revise and Restate
Certain GAO Functions and Duties

In December 1973, revised bills were intro-
duced in the Congress at the Comptroller
General’s request to revise and restate certain

* functions and duties of the Comptroller General
and the General Accounting Office. These bills
were revisions of those described in our previous
annu:al report (p. 10) and separated the pro-
visions relating to largely routine changes in
activities from the propcsed changes involving
more complex issues.

These bills contain a variety of provisions, all
intended to enable us to more effectively carry
out” our assigned responsibilities. Included in
H.R. 12118 and S. 3013 are provisions:

~Authorizing the Comptroller General to
~ prescribe limitations on the number of indi-
vidual disbursement vouchers which may be

10

preaudited by Federal agencies under statis-
tical sampling techniques.

Transferring responsibility for detailed
audit of transportation payments to the exec-
utive branch.

Authorizing GAO audits of certain non-
appropristed-fund activities.

Authorizing employment of experts and
consultants.

Giving the Comptroller General custody
and control over the GAO Building.

Reducing frequencyv of audits required of
Government corporations and certain other
entities.

The Legislative and Military Operations Sub-
committee of the House Government Operations
Committee held hearings on these proposals on
June 5-6, 1974, and reported the bill to the full
committee on June 26, with certain modifi-
cations. A new provision also was added at
GAO’s request decreasing the period after a
claim accrues when it may be filed in GAO from
10 to 6 years. At June 30, 1974, the Senate had
not yet taken action on the bill.

The other bills (H.R. 12114 and S. 3014)

include provisions:

Enabling the Comptroller General to sue in
the Federal courts when his determinations
differ from those of the Attorney General.

Authorizing the Comptroller General to
issue subpoenas for negotiated contract and
subcontract records and records of other
non-Federal individuals and entities.

Directing the Comptroller General to assist
the Congress in obtaining budget, fiscal, and
program information.

Restating GAO’s right of access to Federal
agency records and records of recipients of
Federal assistance and providing procedures
for enforcing those rights.

Directing the Comptroller General to make
profit studies of Government contractors.

Title VIII of the Congressional Budget and
Impoundment Control Act of 1974 contains
provisions similar to that which would direct the
Comptroller General to assist Congress in ob-
taining budget, fiscal, and program information.
Otherwise, no action in the House or Senate had
been taken on these bills by June 30, 1974,



CHAPTER TWO

SUPERVISION OF POLITICAL
CAMPAIGN FINANCING
AND REPORTING

The Comptroller General’s authority and re-
sponsibility with respect to political campaign
financing and ieporting are different from
GAO’s traditional functions. The 92d Congress
enacted two laws which set forth these unique
functions: (1) the Presidential Election Cam-
paign Fund Act (title VIII, Public Law 92-178,
Dec. 10, 1971) and (2) the Federal Election
Campaign Act of 1971 (Public Law 92-225, Feb.
7, 1972). The Office of Federal Elections was
established within GAO in 1972 to perform the
functions assigned by these laws.

Presidential Election
Campaign Fund Act

This act, title VIII of the Revenue Act of
1971, as amended, allows individual taxpayers
to designate $1 of their income tax to the
Presidential Election Campaign Fund. On a joint
tax return, each spouse may also designate $1.
Funds: designated by this procedure will be
available, subject to appropriations, to eligible
candidates in the general election for the Office
of President beginning in 1976. In the original
statute, taxpayers could designate the political

party of their choice to reccive the dollar. This
was modified by Public Law 93-53, July 1,
1973, to require that all designated moneys be
deposited in onc fund and distributed to candi-
dates according to a formula based on popular
votes reccived.

The act requires the Comptroller General to:

—Certify to the Sccretary of the Treasury the
payments to which cligible candidates for
President and Vice President are entitled.

—Audit the candidates’ campaign cxpenses
after cach Presidential election and recover
any amounts used for inclibigle campaign
cxpenscs.

—Receive, in the weeks immediately pre-
ceding the clection, periodic statements
from the candidates of incurred and pro-
posed campaign expenses and publish a sum-
mary of such statements in the Federal
Register with any necessary additional in-
formation.

—Report to the Congress, as soon as practic-
able, on operations under the law.

—Instruct his attorneys and counsel to partic-
ipate in judicial procedures arising under
this law.

Title VIII also establishes a Presidential Elec-
tion Campaign Fund Advisory Board to counsel
and assist the Comptroller General in performing
the duties and functions assigned to him by the
act. The Board’s original members were as
follows:

Senator

Leader
Senator Hugh Scott, Senate Minority Leader
Representative Carl Albert, Speaker of the

House
Representative  John J. Rhodes, Minority

Leader of the House
George Bush, Chairman of the Republican

National Committce
Robert Strauss, Chairman of the Democratic

National Committee

Bryce Harlow, Counsellor to the President

C. Peter McColough, Treasurer of the Demo-

cratic National Committee

Eugene T. Rossides, private attorney and

former Assistant Secretary of the Treasury

Lew Wasserman, Head of Music Corporation

of America

Henry Ford II, Chairman of the Board, Ford

Motor Company

Mike Mansficld, Scnate Majority
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At the first meeding of the Advisory Board,
on March 1, 1974, Mr. Ford was elected
chairman by unanimous agreement of the other
members present. Since title VIII specifies the
composition of the Board by title of position,
the individual members can be expected to
change in the future.

Federal 'Elecﬁ_on Campaign
Act of 1971

This act requires the Comptroller General to
(1) prescribe regulations and perform related
functions involving communications media usage
as it relates to elections for President, Vice
President, U.S. Senate and U.S. House of Repre-
sentatives, (2) serve as a supervisory officer with
respect to disclosure of campaign funds, contri-
butions, and expenditures of candidates for
President and Vice President and political com-
mittees supporting them, and (3) perform a
national clearinghouse function for conducting
rescarch and disseminating information on the
administration of elections.

Section 308 of the act sets forth the duties of
the supervisory officers in specific detail.

Report Processing and Control

Title III of the act requires supervisory
officers to supply candidates and reporting
committees with prescribed report and state-
ment forms. During fiscal year 1974 the Office
of Federal Elections received and processed
approximately 4,000 requests for forms and
instructions.. This was a 10-percent reduction
from fiscal year 1973 and reflects the fact that
although few Federal elections were scheduled
until spring of 1974 most committees submitted
the required periodic reports and amended
reports filed in earlier years.

To fulfill the requirements of public inspec-
tion, each report and statement filed is indexed
with an identification number which is used by
members of the press and the general public
when requesting copies. From April 2, 1972,
through June 28, 1974, we received 17,603
reports and statements from 2,754 committees
and 37 candidates for a total of 130,597 pages
of information. In fiscal year 1974 we received

4,004 reports and statements (31,685 pages).
This represents a 37-percent growth in-pages of
documentation over the previous year. These
reports and statements are available for public
examination, and copies can be purchased for 19
cents a page. The sum of $10,211 was forwarded
to the Department of the Treasury during the
year as a result of the sale of various reports and
statements,

Report Analysis and Investigation

Each report is processed to make it available
for public inspection, and a preliminary desk
audit is made for completeness and accuracy.
After the report is made available to the public,
further audit and investigation depends upon
specific circumstances.

If the report is the subject of a complaint or if
allegations of irregularity have been made, an
immediate audit and investigation may be under-
taken to bring out the facts as soon as possible.
If not, an audit of the committee filing the
report may be conducted. Our audit program
provides for audit of all national committees, all
state major party central committees, and a
significant sample of other committees vhich
report to us. Our 15 regional offices paxticipate
extensively in making these audits.

During fiscal year 1974, we completed 221
audits and at the end of the year an additional
197 audits and investigations were in process.
Thirty-two reports involved formal referrals to
the Department of Justice for appropriate action
of “apparent violations” of law.

Audits and investigations, both special and
routine, are made in accordance with the pro-
visions of Section 308(a)(11) and (12) of the
act. Section 308(d) requires investigation of
complaints based on alleged violations of the
act.

Avtomatic Data Processing

Due to the large number of reports submitted
and the detailed reporting requirements set forth
in Section 308 of the act, it is essential that
automatic data processing equipment be used.
The equipment is used for a variety of tasks,
including creation of an index of reports and
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statements filed and preparation of data for the
arnual report required of each supervisory offi-
cer. Section 308(a)(7)(E) requires the prepara-
tion and publication of a listing by name of all
contributors of more than $100. The first listing
for 1972 identified 84,337 contributions, loans,
refunds,
money in excess of $100 received during the
period ‘April 7-December 31, 1972. It was
released August 23, 1973. A revised listing dated
November 15, 1973, is available from the
Superintendent of Documents, Government
Printing Office.
The act also requires GAO to prepare and
publish summary information with respect to
- Presidential campaign receipts and expenditures.
This report reflecting data derived from reports
and statements submitted by 1,785 political
committees for the period April 7-December 31,
1972, was released March 24, 1974.

National Clearinghouse on
Election Administration

Section 308(c) of the act requires the
Comptroller General to establish a clearing-
house on election administration information
and to make contracts for independent studies
of election administration problems. The studies
are to include, but are not limited to, studies of
votmg and counting methods, registration prac-
tices, and training of election boards and per-
sonnel.

Research projects either finished or in process
at the end of the fiscal year included:

—A survey of Federal-State election laws com-
piled by the Library of Congress in co-
operation with the Commerce Clearinghouse
which provides a synopsis of Federal and
State election related legislation and liti-
gation. Reports are issued on a monthly,
quarterly, and annual basis.

—An analysis and index of State campaign
‘regulations and financing laws being pre-
pared by the Library of Congress.

—A survey of State and local election boards

- involved in administering Federal elections
~under contract with Analytic Systems, Inc.

This survey, covering 88 percent of the U.S.
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and other payments or transfers of

population, provides information on eiec-
tion board structure, duties and training of
officials, office systems, and budgets. The
survey was completed near the end of the
fiscal year and was released on July 8, 1974.

—A voter registration system survey con-
tracted for with E. F. Shelley and Company
to analyze various types of automated and
manual registration systems with regard to
their advantages and disadvantages.

—A study of election machines to evaluate
their strengths ‘and weaknesses. Under con-
tract with Analytic Systems, Inc., this study
includes manual, lever, punch card, and
optical scanning systems.

—A study of absentee balloting and registration
systems performed by Indiana University to
determine the relationship between Federal
and State absentee laws and regulations and
analyze the process by which absentee
voters are registered and absentee baliots are
printed, distributed, cast, tabulated, and
verified.

—Development by the National Bureau of
Standards of operational guidelines for the
computerized tabulation of ballots to assist
in the accuracy and security of the vote-
tallying process.

—A survey of present training programs of
election officials to include recom-
mendations for improvement being con-
ducted by the staff of the Office of Federal
Elections.

—A feasibility study on State and local elec-
tion administration expenditure data per-
formed and completed late in fiscal year
1974 by the Bureau of the Census provided
enough information to warrant a more in-
tensive study of the cost of administering
elections and voter registration systems. A
full and more comprehensive study was
under negotiation at the end of the year.

Also under negotiation at the beginning of

July 1974 was a contract for the development of
a reprecincting model for local election jurisdic-
tion.

New Legislation

As the fiscal year ended, the Congress was
considering legislation which would transfer the



SUPERVISION OF POLITICAL CAMPAIGN FINANCING AND REPORTING
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Presidential Election .Campaign Fund Advisory Board Members meet: Seated from the left are Robert S. Strauss, Chairman,
Democrutic National Committee; Eimer B. Staats, Comptrolier General of the United States; Henry Ford i, Ford Motor Company,
George Bush, Chairman, Republican National Committee; and Bryce Harlow, Counselor to the President of the U.S. Standing from the
left, Francis R. Valeo, Secretary of the Senate, {representing Senator Mike Mansfield, Majority Leader of the Senate}; L.ee Kling,
Finance Chairman, Democratic National Committee; Michael Reed, Legislative Assistant, Office of the Speaker of the House,
(representing Rep. Carl Albert, Speaker of the House}; Eugene T. Rossides, Attorney, Rogers & Wells; Kenneth E. Davis, Administretive
Assistant, Office of the Minority Leader, {representing Sen. Hugh Scott, Minority Leader of the Senate); and John J. Williams, Staff
Director, Office of the Minority Leader, (representing Rep. John J. Rhodes, Minority Leader of the House}. Mr. Ford was named

Chairman,

Comptroller General’s responsibility in super-
vising political campaign financing and reporting
activities to another organization., Both S. 372
and S. 3044, as passed by the Senate on July 30,
1973, and April 11, 1974, respectively, call for
creation of a Federal Election Commission as an
independent establishment of the executive
branch which would administer all the activities
presently performed under the Federal Election
Campaign Act of 1971 by the Clerk of the
House of Representatives, the Secretary of the
Senate, and the Comptroller General. On August

8, 1974, the House of Representatives approved
H.R. 16090 which would replace the present
supervisoy officers with a Board of Supervisory
Officers appointed by the Speaker of the House
and the President of the Senate. Both House and
Senate bills were referred to a conference
committee for resolution. The conference com-
mittee’s substitute bill, entitled the ‘Federal
Election Campaign Act Amendments of 1974”
was agreed to by the Senate on October 8, the
House on October 10, and approved by the
President on October 15, as Public Law 93-443.
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CHAPTER THREE

LEGAL SERVICES

Highlights

The Office of the General Counsel, under the
~ direction of Paul G. Dembling, general counsel,
and Milton J. Socolar, deputy general counsel,
~continued to provide a full range of legal services
as dictated by the requirements of the Congress;
GAO; agency and department heads; fiscal, cer-
tifying, or disbursing officers; and individual
claimants.

We made staff members available to com-
mittees of the Congress as direct assistance,
commented on proposed legislation, and fur-
nished informal advice and comments to individ-
ual Members and their staffs. We continued to
provide legal advice to the Comptroller General
to assist him in discharging his statutory respon-
sibility for determining the propriety of public
‘expenditures by the executive branch. We wrote
formal decisions which affected the rights and
obligations of agency heads, disbuising and cer-
tifying officers, and individual claimants. We
expanded our in-house. counsel capabilities to
provide an increasing flow of legal advice and
opinions on matters encountered by other GAO
divisions and offices.
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During fiscal year 1974 we disposed of 4,716
legal matters, classified as follows: '

Procurement law:

Bid protests o oovvviiniinieennennnnnennneenn 1059
L8 1 T 490
Personnel law:
Givillan ..., ii ittt ittt acnsas s 679
Military ... uvi it ininrennnerconnanasoacnons 417
Transportation . . oo ve v v s searisonsennsrennnens 690
General gOVEIrNIMENt .. vvviiviie i eeonarsnnrass 1381
Total ...iviviiinvnneiinnennnne Chees e 4716

An indication of the effort required to process
this workload can be gathered by breaking down
the responses to the questions presented in these
4,716 cases by quantity and type.

Decisions rendered:

To heads of departments and agencies ............ 877
To certifying, disbursing and, contracting officers , . . 142
Toindividual claimants ...........c0viueeurensn 1612
To the Office of Management and Budget ......... 21
Interpretation of procurement regulations .. ....... 11
2963
GAQO internal matters:
Reviews of auditreports ........ovvvvenennnnnn 451
Memoranda to divisions and offices .............. 856
1287
Congressional requests:
OpPINIONS . « oo vt ts v et icnenatonnnssronensnens 521
Comments on legislation. .. ..........ccvviiennn 533
1054
Miscellaneous:
Circular letters ....vvivieiiieinersrenessonens 12
Litigation reports (Attorney General/and
Court of Claims) ......c.coiininiirenancnns 446
458
Total . ie e i e e i 5762

These figures are for responses only. They do
not include 2,096 picces of correspondence in
bid protest cases and 1,638 letters in matters
other than bid protests which were written in
1974.

The principal problem which we faced in the
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past year has been that of increasing our staff of
attorneys to a level which will enable us to
process our formal case workload and provide
sufficient manpower to furnish required legal
services to other GAO divisions. In 1974 we
hired 30 lawyers and 12 more accepted employ-

ment beginning in the first quarter of fiscal year
1975.

In fiscal year 1973 we created the Special
Studies and Analysis Branch to integrate our
legal skills and experience with the talents of the
other divisions and offices. During the past year

17

e s,




LEGAL SERVICES

Special Studies and Analysis, in response to a
broad variety of questions presented to it, issued
203 memoranda and opinions to GAO divisions,
offices, and the General Counsel and has con-
tributed greatly toward the expeditious resolu-
tion of legal problems. _

In fiscal year 1973 we inaugurated a summer
legal intern program which offered employment
to 16 law school students who had completed
their second year of school. This program was
primarily designed to provide us with a pool of
competent personnel for future employment.
The program was successful; one-half of the new
hires reporting in the first quarter of fiscal year
1975 were participants in the program. We are
continuing the program and anticipate contin-
ued success.

General Government Law Matters

As the scope and complexity of Government
programs expand in response to the social, eco-
nomic, and political needs which create them,
our work on general governnient matters be-
comes more diversified and it includes every
activity of the Government. This diversification
requires continual interpretation of legislative
enactments to insure that their operation is con-
ducted in a manner consistent with the intent of
the Congress.

Our attorneys answer legal questions and ana-
lyze pending or proposed legislation for com-
mittees, subcommittees, and individual Members
of Congress. These analyses may include advice
on fiscal and administrative aspects of the legis-
lation, as well as discussions of legal inconsis-
tencies or technical difficulties presented by the
legislative - language. Such analyses may also
include discussions of the prospective cffect on
GAO if the legislation were enacted.

We also respond informally to literally
hundreds of questions raised by the staffs of
committees and individual Members and provide
legal advice and propose drafts of legislation.

We frequently prepare testimony or state-
ments for presentation during hearings belore
congressional committees and prepare decisions
to the -heads of Federal agencies which involve
the construction of particular statutes and the
availability of appropriated funds for various
purposes, Finally, our attorneys prepare advance
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decisions for certifying officers of Federal
agencics on the legal propriety of certifying
vouchers for payment and for individual claim-
ants who may request a review of claims settle-
ments issued by GAO.

The following examples illustrate the many
questions answered within the past year.

In January 1971 the Congress enacted legisla-
tion, amended in February of 1972, which re-
quired that all excess defense articles granted to
foreign countries over and above specilied
amounts be charged against Military Aid Pro-
gram funds. This legislation was further amend-
ed in December of 1973 to require that all
domestically generated defense articles be
charged against Military Aid Program funds but
to require such charging for forcign-gencrated
defense articles only after a specified ceiling had
been reached. The Assistant Secretary of De-
fense asked the Comptroller General to decide if
the 1973 act, as 1t related to excess delense
articles, was effective as of the beginning of the
current fiscal year (July 1, 1973) or as of the
date’s enactment. We held that the intent of
Congress was to apply that law to the entirc
fiscal year. (B-178205, Mar. 8, 1974.)

We sent an advisory opinion to Scnator
Richard S. Schweiker on the waiver authority of
section 2 (b) (2) of the Export-Import Bank Act
which prohibits the Bank from guaranteeing,
insuring, or cxtending credit in connection with
the purchase or lease of any product by a Com-
munist country except ‘“* * * in the case of any
transaction which the President determines
would be in the nationai interest ¥ * *”” We con-
cluded that the waiver authority was not satis-
fied by a single blanket presidential determina-
tion that the Bank’s participation in any and all
potential transactions involving a particular
Communist country—in this case the Soviet
Union—would be in the national interest.

Another matter involved the unauthorized
scizure of the Bureau of Indian Affairs building
in November of 1972. We held that the cost of
providing food to a special group of Federal
Protective Officers who were assembled and
kept ready throughout the emergency could be
reimbursed in view of the danger to human life
and the destruction of Federal property in-
volved, despite the general rule that in the ab-
sence of authorizing legislation the cost of meals
furnished to Government employees may not be




paid ‘with appropriated funds (B-177900, Aug.
2,1973, 53 Comp. Gen. 72).

At the urging of two Members of Congress,
the Department. of State requested the Comp-
troller General to review the legality of an excess
‘rupee agrecment negotiated with India. After re-
viewing the Mondalc-Poage amendment relating
to excess foreign currencies, we stated that GAO

- would not objcct to the agreement but we be-
lieved that congressional clarification of the
applicable statutes should be obtained before
the United States entered into any similar agree-
ments. (B-146749, Fcb. 26, 1974.)

Procurement Law

In the past fiscal year, our procurement law
attorneys dcvoted about 30 percent of their
efforts to questions relating to the acquisition,
lease, sale, or disposition by the Government of
its goods, scrvices, equipment, buildings, or
other facilities. They devoted the remaining 70
percent to processing bid protests. In this latter
area, because our decisions arc significant to
parties both inside and outside the Government
as guides and precedents, we concluded an ar-
rangement with two commercial organizations
to publish all procurement law decisions at no
cost to GAO. This arrangement makes the full

body of our agency-developed law available to
anyonc.

Procurement Law Bid Protests

GAO bid protest procedures provide an in-
dependent and unbiased forum for timely and
inexpensive resolution of complaints by parties
aggrieved by agency procurement actions. Statis-
tics on our bid protest work follow.

BID PROTEST ACTIVITY

Disposition of cases handled:

Protestssustained ........c.00nieeennnnncrsanns 44
Protests denied . .o vvvvviioninnnn. Ceieas Ceeaas 534
Total protcsts decided......... Ceeneceeaaeaas 578

* Protests withdrawn . .......o.eeeveenrnenenanns 320
Miscellaneous actions .. .........cc0vevetrrnranss 161

B K - 1 1059
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Formal protest decisions rendered:

Department of Defense e
Defense Supply Agency ...c.viiiiniiiiinienans 64

Department of the Air Force ....vovviiiiinivnnns 62
Department of the Army ... .. ... o e ianas 116
Department of the Navy......covviiievanennns o117
Marine Corns vvvvvvvevensronans Creesnssaanaes _4

Total Defense . .ovveriine e inosnersansonens 364
Architect of the Gapitol ... vviiiiiiini e, 2
Atomic Energy Commission .. .......cvovuvinesns 2
Department of Agriculture . oo vvvvivinninnenaan 16
Department of Commerce ... .vevvrieenrerasnnns 7
Department of Health, Education, and Welfare ...... 25
Department of Housing and Urban Development . . . .. 8
Department of the Interior. ........cvveeiv o 15
Department of Justice .......vvviieiiiiiiiirenn b
Departmentof Labor .........coov it 3
Department of State . .o cvvvvvne it rinanenn 3
Department of Transportation . ........0.viuvnn.n 21
Department of the Treasury . ... ..ocviiiiiinnns 4
Civil Service Commission .. ..ooviiiiieiianennen 2
District of Columbia Government ...........ce00s 7
Environmental Protection Agency ................ 8
Federal Communications Commission ..........c.0. 2
General Accounting Office . .........oviivienes 2
General Services Administration . .. ...ovviivivnenn 40
Governmen{ Printing Office .,..........c0vnvenn 1
Interstate Commerce Commission ................ 2
National Aeronautics and Space Administration ..... 14
Small Business Administration ................... 4
Smithsonian Institution ......... o vviivinonnn 1
Tennessee Valley Authority ..................... 1
U.S. Information Agency «...ovovvriineeinenirions i
Veterans Administration ........c0vviiieiaaseas 18

Total other than Defense. . ... vvvvnein e 214

Total Protests Decided . ...........ccvvvuvnnnn 578

In fiscal yecar 1974, we had 14 bid protest
cases under section 236 of the Legislative
Reorganization Act of 1970. This act requires
Federal agencies to report the actions taken as a
result of any recommendations made by GAO to
the head of any agency.

The following cases illustrate our work during
1974.

Perhaps no bid protest involved a greater
cemplexity of factual data or caused more
congressional interest than did the Lockheed
protest of NASA’s selection of a contractor for
the $800 million solid rocket motor phase of its
space shuttle program. Analyzing the volum-
inous material leading to NASA’s decision
dictated a novel and unusual approach, with the
formation of a team composed of our attorneys,
representatives from the Transportation and
Claims Division, the Procurement and Systems
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Acquisition Division, and auditors from our At-
lJanta Regional Office. Based on the team’s
analysis and review, it was determined that there
would be a substantial net decrease in probable
cost difference between the two lower bidders
and that NASA should determine on this basis
whether the selection of the prime contractor
should be reconsidercd. (B-173677, June 24,
1974, to be published in 53 Comp. Gen.)

An Air Force contract for maintenance of the
Presidential aircraft fleet did not include wage
rates required by the Service Contract Act be-
cause the procuring agency had determined that
the contract was not subject to the act. Fol-
lowing award of the contract, the Department of
Labor held that the contract was subject to the
act. We decided the contract was not illegal, not-
withstanding Labor’s holding since the Air
Force’s determination of nonapplicability was
made in good faith and on a reasonable basis.
However, we recommended to the Secretary of
Labor the development of a regulation which
would provide for applying Service Contract Act
wage rates in situations where the Department
of Labor, after the award of a contract, dis-
agreed with the procuring agency’s good faith
determination of the inapplicability of the Act.

In another case under the Service Contract
Act, we were asked to determine whether the
act applied to clerical “white collar” employees
and whether the “locality” (the basis for the
wage determination) was the place of contract
performance or the site of the installation which
procured the scrvices. In 53 Comp. Gen. 370
(1973), we concluded that the act did not apply
to “white collar” employees and the “locality”
was the place of contract performance. How-
ever, we took no action since we could not state
that the contrary interpretation by the Labor
Department was illegal. Our interpretations were
upheld by the U.S. District Court for the Dis-
trict of Delaware in the case of Descomp, Inc. v.
Sampson.

In a solicitation for bids to perform dredging
work restricted to small business concerns, we
held . that a provision in the Armed Services
Procurement Regulation requiring a bidder to
certify its intention to use a small business
dredge for 40 percent of the dredging work
advertised was an unauthorized size standard
since; under the appropriate statutes, the Small
Business Administration had exclusive statutory
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authority to establish small business size stan-
dards. (B-180196, June 4, 1974, to be published
in 53 Comp. Gen.)

In another interpretation of the Service Con-
tract Act, we held that the Department of Labor
could consider the claim of a number of labor
unions that the wage scaie established in their
collective bargaining agreement with a con-
tractor, upon which the contract had been
awarded, was lower than the prevailing wage
scale in the locality and that the Department
could also issue a revised wage determination
which would apply to the coniract presently in
effect. We recommended to the Secretary of
Labor the development of a regulation to pro-
vide for applying such revised wage determina-
tions to existing contracts. (B-179871, Dec. 3,
1973, to be published in 53 Comp. Gen.)

In another matter involving NASA, we held
that the record supported its determination that
only one source could meet the required de-
livery schedule for weather observation satel-
lites, upholding the agency’s decision to procure
these without competitive bidding. We also
rejected a contention that concern for timely
performance justified a noncompetitive procure-
ment only under the circumstances set forth in
10 U.S.C. 2304 (a) (2). (B-179815, Mar, 14,
1974, to be published in 53 Comp. Gen.).

Personnel Law

Civilian Personnel

A varied and ever-increasing body of statutes,
administrative regulations, and instructions in-
sures fair and equitable treatment to civilian
employees of the Federal Government in ques-
tions about their rights and entitlements. This
body of law controls such mattérs as severance,
overtime, holiday, Sunday, might, and environ-
ment differential compensation; the reimburse-
ment of travel, transportation, and relocation
expenses; vacation and sick leave; removal from
service; and numerous general personnel manage-
ment matters.

Agency heads and other Government officials
doubtful about the propriety of making any
such payments may seek an advance determina-
tion by the Comptroller General. The Comp-
troller General provides a convenient and
inexpensive forum where Federal employees
may present their claims for such compensation



or benefits and have them adjudicated on the
basis of their legal entitlement.

The following examples illustrate the variety
of civilian personnel decisions rendered during
the past year.

In accordance with the two-thirds rule, which
provides that in each 24-hour period only 16
hours may be duty time, we held that employees
who were required to perform overnight standby
duty at a remote facility may receive overtime
compensation, even though they performed no
actual work during non-duty hours. (B-170264,
Dec. 1973.)

We decided that an employee was entitled to
environment differential pay when he was
obliged to work in a cold storage area, even
though his agency supplied protective clothing
to alleviate his discomfort. (B-180109, Apr. 24,
1974, to be published in 53 Comp. Gen.)

- We held, in a case invclving 3,000 claims by
past and present members of the Federal Protec-
tive Service, that these officers were to be al-
lowed 2 maximum of 15 minutes in which to
change their uniforms, with an additional 4
minutes to draw their weapons on each shift
where their work required this in preparation for
their tours of duty. (B-158549, Jan. 22, 1974,
to be published in 53 Comp. Gen.)

When a Federal employee had been reinstated
following his separation, which was later deter-
mined to have been unjustified, we decided that
income which he had received from the publica-
tion of a book during his separation need not be
deducted from salary owed him by the Govern-
ment, provided that he was engaged in writing
and preparing the book before the date of his
separation. (B-162578, May 6, 1974, to be
published in 53 Comp. Gen.)

In a case involving a claim for travel, we deter-
mined that the responsible agency official who
had ordered an employee to perform non-duty-
time travel for which overtime was not author-
ized must record his reasons for such an order.
(B-179503, Jan. 21, 1974). :

In answer to requests by Senate and House
committees to comment on pending legislation
which would increase mileage and per diem
allowances for Federal employees, we recom-
mended considering a new proccdure to adjust,
on a continuing basis, the maximum authorized
travel allowance without further and particular
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legislation for each future increase. (B-5019,
June 4 and June 26, 1974.)

Mititary Personnel

The complex system of statutes, regulations,
and military instructions which govern the en-
titlement of members of the U.S. Armed Forces
to pay and allowances also applies to the U.S.
Coast Guard, commissioned officers of the
Public Health Service, and commissioned of-
ficers of the National Oceanic and Atmospheric
Administration. Since the Armed Forces still
comprise the largest single institution in the
Federal Government, the pay, allowances, and
benefits of its members continue to be a sub-
stantial and vital expenditure of Federal funds.

Our decisions in the military personnel area
involve such matters as marriage, divorce, and
inheritance rights under domestic and foreign
statutcs and deal with a variety of questions re-
lating to pay, allowances for travel and transpor-
tation, and retirement benefits for members of
the Armed Forces and their dependents. These
questions are often prompted by court decisions
which establish a broad mandate in a related
field.

Thus, in Frontiero v. Richardson, 411 U.S.
677 (1973), the U.S. Supreme Court held that
certain provisions of laws relating to allowances
and benefits provided to military personnel un-
constitutionally discriminated between the
sexes. This case produced many military fiscal
questions; in 53 Comp. Gen. 148 (1973), we
held that the non-discrimination policy should
be broadly applied.

When a candidate for the Air Force Academy,
before being sworn in as a cadet, had been given
a physical examination which disclosed a sickle
cell anemia trait prohibiting his admission, we
decided that he was entitled to the appropriate
travel allowances, even though these were not
specificially authorized by law, since such an
individual should be accerded the same allow-
ances as any other applicant rejected for admis-
sion to the uniformed services. (B-179331, Oct.
19, 1973, to be published in 53 Gomp. Gen.)

In a submarine pay case, we held that the
statute which authorized submarine pay to the
off-ship crew of a nuclear-powered, 2-crew sub-
marine also permits payment of this allowance
to a special 14-man augmentation crew which
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had come aboard to allow regular members of
the on-ship crew to remain ashore for training
and rehabilitation. (B-178815, Apr. 10, 1974, to
be published in 53 Comp. Gen.)

To correct the inequity of denying Armed
Forces enlisted personnel who retired after 20
years of service a travel allowance which they
would have received if they had only served 3
years, we held that such retirees could op-
tionally receive travel benefits to their homes of
record despite the fact that these might not
meet the tests imposed by the appropriate
regulations as homes of selection. (B-180352,
June 14, 1974, to be published in 53 Comp.
Gen.)

Transportation Law

Our work in transportation law encompasses
all matters relating to Federal expenditures for
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domestic and international movement of Gov-
ernment shipments and personnel by air, motor,
rail, and water carriers. Decisions in this area
cover highly technical and complex cases re-
quiring the interpretation of tariffs and rate
tenders relating te charges for air, motor, rail,
water, and intermodal transportation services. A
thorough knowledge of contract law, negligence
law, and the principles of agency and of appli-
cable statutes and regulations is required. Fre-
quently we prepare detailed briefs and pleadings
for use before regulatory agencies and the
courts.

We drafted the joint regulation prescribing
payment standards for transportation charges of
persons or property for the United States by any
carrier or forwarder. The Secretary of the Trea-
sury and the Comptroller General subsequently
issued the regulation pursuant to Public Law
92-550, 49 U.S.C. 66.




As part of our responsibility to report to the
Congress on proposed legislation whicn relates
to the field of transportation law, we made an
extensive report on the Surface Transportation
Act of 1973 (H.R. 5385) introduced in the 92d
Congress. This is-a broad-scale first step in re-
vitalizing surface transportation in the United
States and affects railroads, the motor carrier
industry, barge lines, and freight forwarders. Our
comprehensive report included a suggestion that
the bill include an amendment to the Interstatc
Commerce Act to facilitate the recovery of
reparations against carriers.

Similarly, we reported on the Rolling Stock
Utilization and Financing Act of 1973 (H.R.
6777) which would deal with the freight car
shortage problem in the railroad industry by
increasing the supply of rolling stock and im-
proving its use.

Our contract work Included a case involving
the movement of a tug and barge under a con-
tract that was cancelled because the contractor
did not have the required Interstate Commerce
Commission operating authority. We held that
the amount paid out by the contractor for serv-
ices performed before the cancellation was not
reimbursable because there is no authority for
agents of the Government to waive provisions of
statutes. Further, we held that no benefit ac-
crued to the Government which would warrant
payment on a quantum merutt basis. (B-178307,
Feb. 25, 1974, to be published in 53 Comp.
Gen.)

An unusual case which we decided involved a
claim against a carrier for the value of antique
Imari and Kutani Japanese porcelains lost in the
transit of an Air Force officer’s houschold
goods. The value of the porcelains ($11,000)
was recovered by setoff against the carrier, who
denied liability because the porceiains were not
declared to have extraordinary value. We also
found that a judicial decision that silverware is
an article of extraordinary value within the
meaning of the exclusionary provision of the
carrier’s tariff was consistent with our decision
and afforded no authority for a holding that
antique oriental porcelains had the same charac-
teristics of negotiability in commerce as silver or
silver ‘products. (B-178161, July 31, 1973, 53
Comp. Gen. 61; id., April 15, 1974, to be pub-
lished in 53 Comp. Gen.)
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Our attorneys made a substantial contribution
to the successful resolution of a landmark case
involving the so-called port terminal charge. On
January 17, 1974, the U.S. Court of Appeals for
the District oi Columbia affirmed the judgment
of the U.S. District Court for the District of
Columbia and stated that it agreed with the re-
sult reached by the Interstatc Commerc~ Com-
mission in the case of United States v. S 1 hern
Pacific Company, 337 1.C.C. 504 (1970). The
Commission had held that export rates in a
transcontinental tariff did not apply to shipside
on shipments which had moved through a U.S.
Government facility at a Pacific Coast port and
therefore the port terminal charge was not appli-
cable. This case may successfully be used as a
precedent in settling the freight charges on thou-
sands of other shipments exported through
Government facilities at Pacific Coast ports.

Special Studies and Analysis

The primary purpose of our Special Studies
and Analysis group has been to provide a com-
plete in-house counsel service to the 3,500
professionals in GAO’s offices and divisions. In
the past year these attorneys have provided legal
advice to GAO’s increasing contracting effort
considered the legal implications of responses by
executive branch agencies to the recommenda-
tions of the Commission on Government Pro-
curement, helped prepare and support the first
bills in nearly 25 years to make major amend-
ments to GAO’s statutory authorities and pre-
pared study papers on various legal and policy
topics. The variety of legal matters handled by
these attorneys is as diversified as the work of
the offices and divisions which comprise GAO.
Some examples of this work follow.

The Joint Committee on Internal Revenue
Taxation requested GAO to review the policies
and procedures of the Internal Revenue Service.
Our attorneys worked with General Government
Division staff members to identify legal issues
and analyze legislative histories concerning the
intent of Congress with respect to certain pro-
visions of the Internal Revenuc Code. We also
provided legal advice in response to various ques-
tions raised by the audit division. For instance,
we advised that cashing and collecting a check
tendered by a taxpayer in full settlement of a

23



LEGAL SERVICES

tax claim does not constitute an accord and
satistaction under the'Internal Revenue Code, so
as to cut off the taxpayer’s rights of appeal or to
bar the Internal Revenue Service from assessing
an additional deficiency.

A GAO operating division brought to our
attention certain facts which it had gathered in
response to a congressional interest in the rate-
setting practices of the Federal Power Commis-
sion. We believed that these facts indicated
possible violations of the Natural Gas Act and
also that financial interests held by some Com-
mission employees violated the Commission’s
conflict-of-interest regulations.

A GAO division informed us of the circum-

stances of a settlement by the Veterans Adminis-
tration of a §10 million claim. The legal issues
presented by these facts ultimately resulted in
legislation which constrained the agency’s use of
appropriated funds by installing safeguards to
insure the legitimacy of claims before final
settlement.
. Our attorneys provided continuing legal sup-
port in a review of the implementation of the
Organized Crime Control Act of 1970 by the
Bureau of Alcohol, Tobacco and Firearms of the
Department of the Treasury. The conclusion
which we reached about the intent of Congress
led to a change in regulations by the Bureau
which governed applications for licenses to deal
in explosives.

Legal Reference Services

The Index-Digest, Index and Files, and the
Legislative Digest Sections of Legal Reference
Services provide a complete support service to
assist our attomeys and the staffs of other GAO
divisions and offices in carrying out their daily
work. Legal Reference Services issues numerous
periodicals to keep GAO personnel, Government
agencies and departments, and private sector
organizations informed of legislative or legal
developments pertaining to GAO which would
affect their special interests. Thus, we distribute
advance copies of decisicns and digests, prepare
monthly pamphlets summarizing decisions in
particular areas, prepare an annual volume of
decisions which illustrate novel and significant
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points of law or which otherwise are of wide-
spread interest and applicability throughout the
Government, and serve as a clearinghouse for the
distribution of legislation introduced and being
considered by the Congress.

On a regular basis we make copies of our
procurement law decisions available for com-
mercial publication. The text of all published
decisions and digests of all unpublished ones are
systematically sent to the Air Force Accounting
and Finance Center in Denver, Colorado, for
inclusion in its computerized research service,
Project LITE (Legal Information Through Elec.
tronics).

Our Index-Digest Section annotates and
cross - references all decisions, maintains an
elaborate card index file, and provides telephone
and personal research services. In the past year
its employees processed 3,912 research inquiries
and distributed 40,307 copies of our decisions.

The Index and Files Section logs, indexes,
cross-references and processes all incoming and
outgoing correspondence and prepares daily
reports of all these matters to inform GAO’s
offices and divisions about our activities. This
year its personnel processed 67,361 pieces of
incoming correspondence and sent out 17,635
decisions, reports, and letters.

During fiscal year 1974 the Legislative Digest
Section prepared 9,999 legislative history files
on all public and private bills introduced in the
first and second sessions of the 93d Cnrngress
and processed requests for reports on 533 bills
from committees and individual Members of
Congress.



CHAPTER FOUR

FINANCIAL AND GENERAL
MANAGEMENT STUDIES

Responsibilities

The Finaucial and General Management
Studies Division has the following principal
functions:

Cooperating with the Treasury Department
and the Office of Management and Budget in
improving and standardizing the fiscal, budg-
etary, and program information systems of
the Federal Government in servicing congres-
sional and executive branch needs.

Establishing and testing methods of program
evaluation and helping committees to define
their needs in legislation for evaluation.

Providing expert technical and advisory serv-
ices in the fields of automatic data processing,
systems analysis, actuarial science, and statis-
tical science.

Participating in the Joint Financial Manage-
ment Improvement Program.

Helping Government agencies develop ac-
counting systems that meet the principles and
standards prescribed by the Comptroller
General.

Reviewing agency accounting systems in oper-
ation for conformity with the Comptroller

General’s accounting principles and standards
and settling the accounts of accountable of-
ficers, except for military disbursing officers.

Reviewing automatic data processing activities
or programs on a Government-wide basis.

Continuing studies related to developing and
disseminating audit and accounting standards
and methodologies.

This division is under the supervision of
Donald L. Scantlebury, director, and Ired D.
Layton, deputy director. Its orgamization chart
appears on the following page.

Congressional Assistance

In fiscal year 1974 the division reccived a
total of 114 congressional requests for assist-
ance, 41 from congressional committees and 73
from Members of Congress.

improving Fiscal, Budgetary, and
Program Information Systems

Sections 201 and 202 of the Legislative Re-
organization Act of 1970 as they existed at the
beginning of fiscal year 1974 required the Secre-
tary of the Treasury and the Director of the
Office f Management and Budget, with GAO
cooperation, to develop, establish, and maintain
(1) a standardized information and data pro-
cessing system for budgetary and fiscal data and
(2) standard classifications of Federal programs,
activities, receipts, and expenditures.

As agent of the Congress, GAO insures that
congressional interests are adequately repre-
sented and considered by the Office of Manage-
ment and Budget and the Treasury in developing
the required information and classification sys-
tems. This developmental effort requires the
coordination of all elements of the Federal
Government in serving congressional and execu-
tive branch needs.

We notified the Congress in fiscal year 1973
that the ongoing and planned efforts of the
executive branch would not fulfill the informa-
tion needs of the Congress and suggested several
actions that could be taken by the executive
branch including the development of a compre-

hensive plan for coordinated systems develop-
ment,
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In response to the congressional needs re-
ferred to in our report, the Office of Manage-
ment and Budget and the Treasury formed the
Legislative Reorganization Act Implementation
Planning Team in June 1973. That team for-
warded its plan to the Congress on March 7,
1974. We monitored the team’s activities and
the plan included some of our suggestions.

We continued our attempts to define the
specific requirements of congressional users of
fiscal and budgetary data and to develop con-
sistent program structures for reporting on
various Federal activities. The initial require-
ments for information about programs of the
Department of Housing and Urban Development
have been completed. A similar attempt to con-
sider the congressional information needs on
activities of various programs of the Department
of Agriculture is well underway.

The Congressional Budget and Impoundment
Control Act of 1974 included amendments to
the Legislative Reorganization Act of 1970 and
shifted primary responsibility to the Comp-
troller General for developing standard classifica-
tions and for assisting the Congress to obtain

-and use data. We are building the capabilities to

carry out these new responsibilities to most
effectively meet the needs of the Congress,
especially the new congressional budget com-
mittees and the new congressional budget office
created by the act.

Several related efforts were performed during
the year pursuant to congressional requests.
Examples of this work follow.

Usefulness of Reports Submitted to
The Congress by Executive Agencies

In response to a request of the Chairman,
House Committee on Government Operations,
we studied and recommended improvements in
or elimination of certain recurring reports sub-
mitted to the Congress by executive depart-
ments or agencies. We identified 747 recurring
reports based on information provided by 68
executive departments, agencies, councils, and
‘commissions. We identified 54 reports which the
congressional committees indicated they no
longer needed. Cost data provided by the pre-
paring agencies indicated that eliminating 39 of
the ‘54 reports: would save about $222,000 a
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year. The agencies did not give us cost data for
the other 15 reports. (B-115398, Oct. 26, 1973.)

Budget Scorekeeping Report Documented

In January 1974, we completed a description
of the scoreckeeping process of the Joint Com-
mittee on Reduction of Federal Expenditures.
Since 1968 this committee has produced the
“Budget Scorekeeping Report” which is de-
signed to show the dollar impact of “congres-
sional actions or inactions in the current session
on the President’s budget estimates for new
authority, outlays and receipts.” In this study
we documented the specific budget scorekeeping
activities of the Joint Committee. In a followon
effort we provided assistance to the Comi:ittee
in its efforts to assess the feasibility of applying
automated techniques to the process.

3- to b-Year Projections of Gutlays Studied

At the request of the Chairman, House Com-
mittee on Appropriations, we are surveying
various agencies to determine the availability of
8- to b-year projections of selected major Fed-
eral outlay programs, primarily those for which
annual appropriation action by the Congress is
not necessary. The House Committee on Appro-
priations wants to keep better track of the
Federal Government’s fiscal commitments over a
3- to b-year period.

We also provided assistance to the House
Information Systems staff in obtaining and
utilizing Federal budget and Federal outlay
computer tapes from the Office of Management
and Budget.

Feasibility of Linking Authorizations,
Appropriations, Committee Jurisdictions,
And Agency Programs

At the request of the Chairman, Select Com-
mittec on Committees, House of Representa-
tives, we participated in a task group, comprising
representatives of GAO, the Committee, and
selected experts, which was formed to study the
feasibility of creating a system of classification
codes for linking authorizations, appropriations,
committee jurisdictions, and agency programs.
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During fiscal year 1974 the task group issued
two progress reports to the Chairman. The first
progress report (July 1973) concluded that the
creation of the capability to link authorizations,
appropriations, committee jurisdictions, and
agency programs to the basic statutes was feasi-
ble. The second progress report (December
1973) provided an example of a crossrefer-
encing, or linking, capahility. The task group was
directed to continue the study to determine the
costs and resources that would be necessary for
such a system to be developed, established, and
maintained.

Program Evaluation

Our systems analysis staff is responsible for
special studies concerning program evaluation
and for making related reviews at the request
of congressional committees and Members of
Congress. For example, this staff has assisted
congressional committees, in cooperation with
the Ofiice of General Counsel, to formulate
language for establishing legislative requirements
for evaluation by the executive agencies and
reporting to the Congress or its committees.

Other work of this staff relates to the location
and organization of information on the state of
the art in analysis and evaluation. For example,
information has been collected on the scope and
possible uses of a number of computer models
available on such subjects as energy, transporta-
tion, and logistics which have been designed by
various public agencies and private firins. A start
has alsb been made on suggested criteria and
methods for the conduct of evaluation studies.
Views of various experts and representatives of
professional societies and Federal, State, and
local units of government are being obtained to
insure .that this work is responsive to the needs
of the various users of program evaluation.

Federally Chartered Organizations

Several organizations such as the Civil Air

Patrol, the National Safety Council, the United "

States Olympic Committee, and the Boys’ Club
of America were established under Federal
charters and must comply with the financial
reporting requirements of Public Law 88-504.
These organizations are audited by public ac-

28

countants and the reports are submitted to the
Chairman of the House Committce on the Judi-
ciary. Under an agrcement with the Chairman,
GAO reviews these audit reports and comments
on their compliance with the statute. We ve-
viewed 11 such audit reports in fiscal ycar 1974.

Technical Assistance Sarvices

In March 1974 the Technical Assistance
Group was established to centrally combine all
staff members in this division who are primarily
responsible for providing expert technical ad-
visory services to other GAO divisions and
offices. This group provides a central analytical
capability which supports work of othur divi-
sions in accordance with Section 204 of the
Legislative Reorganization Act of 1970, as
amended, which requires GAO to conduct re-
views and evaluations of Government programs.
Such services are in the fields of system analysis,
automatic data processing, actuarial science, and
statistical science.

This group also keeps abreast of new develop-
ments in these specialized arcas and promotes an
internal capability to apply new methods and
techniques to the GAO auditing role. The group
also provides instructors and materials for
training auditors in the uses of systems analysis.

Joint Financial Management
Improvement Program

The Joint Financial Management Improve-
ment Program, which has been in operation
since 1948, is a Government-wide cooperative
effort of all Federal agencies to promote the
development and maintenance of useful finan-
cial management systems. Leadership is provided
by the five principals of the program—the Comp-
troller General, the Secretary of the Treasury,
the director of the Office of Management and
Budget, the Chairman of the Civil Service Com-
mission, and the Administrator of General Serv-
ices.

These principals furnish broad policy guid-
ance. A steering committee, made up of a repre-
sentative from each of the central financial
agencies, coordinates the program. The com-
mittee meets regularly to discuss problems,



FINANCIAL AND GENERAL MANAGEMENT STUDIES

The signing of the terms of reference of the Joint Financial Management improvement Program June 27, 1974. Seated left to right are
Secretary of the Treasury, William E, Simon; Chairman of the Civil Service Commission, Robert E. Hampton; Comptroller General of
the United States, Elmer B. Staats; Administrator of General Services, Arthur F. Sampson; and Associate Director of the Office of
Management and Budget, Robert H. Marik. Standing left to right are John Lordan, GSA; John Cole, CSC; John Carlock, Treasury;
Edward Murphy, CSC; Gerald Murphy, Treasury; Wallace Wasserstein, Treasury; David Mosso, Treasury; Bertram Rosen, JFMIP;
Donald Kull, JFMIP; Toney Head, OMB; Donald Scantlebury, GAO; Ronald Zechman, GSA; Fred Layton, GAQ; Dwight Ink, GSA;
and Thomas Morris, GAO.

dircct work projects, and evaluate financial man-
agement progress throughout the Government.

Leadership of this program was strengthened
in fiscal year 1974 with the establishment of a
full-time position of executive director respon-
sible for developing and directing financial man-
agement improvement programs and projects
approved by the steering committee. Donald C.
Kull was appointed as the first incumbent of this
position on -December 9, 1973. Revised terms
of reference, which provide policy guidance and
define operational responsibility of the joint
program elements, were signed at a meeting of
the principals in June of 1974.

More detailed information about the pro-
gram’s accomplishments and activities appears in
separately published annual reports on the
program.

Measuring and Enhancing
Federal Productivity

The joint program has been assigned a major
role in the interagency project for measuring and
enhancing productivity in the Federal Govern-
ment. This project is participated in by GAO,

the Office of Management and Budget, and the
Civil Service Commission. A two-volume report
on the Federal productivity was completed in
June 1974, summarizing productivity trends for
fiscal years 1967-73 and analyzing the causes of
productivity change. The report contains data
from 200 separate organizational ciements of 46
Federal agencies and covers the work of 1.7 mil-
lion employees, or 61 percent of total Federal
civilian employment. Overall productivity for
the measured functions increased 11.1 percent
from fiscal year 1967 to 1973, or an average of

1.8 percent per year. The most frequently cited
reasons for productivity increases were auto-
mation and capital investment. (See p. 30)

Approval of
Agency Accounting Systems

The Budget and Accounting Procedures Act
of 1950 requires that executive agency ac-
counting systems be approved by the Comp-
troller General when deemed by him to be ade-
quate and in conformity with the principles,
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standards, and related requirements prescribed
by him. The act also provides that GAO cooper-
aie with executive agencies in the development
of their-accounting systems.

Two agencies’ accounting principles and
standards statements covering 21 systems, and
designs for 25 systems, were approved during
fiscal year 1974 as shown in the table or page
32.

Accounting Principles and Standards

With the approval during the fiscal year of a
statement of principles and standards covering
20 accounting systems, the Department of De-
fense obtained approval for all necessary princi-
ples and standards. Of the 10 major civil and
international departments and agencies, 8 had
principles andstandards approved for all their
“accounting systems and the remaining 2 had

B principles and standards approved for 90 percent

or more of their systems.

Accounting System Designs

Designs of systems were approved during the
fiscal year for 15 civil systems and 10 defense
systems. As of June 30, 1974, designs had been
approved for a total of 108 civil systems. This
represented 68 percent of the 188 civil ac-
counting systems subject to approval. In the
Department of Defense the 15 system designs
approved as of June 30, 1974, represented 12
percent of the 125 accounting systems subject
to approval.

The number of accounting systems in the
District of Columbia subject to approval has not
yet been identified.

The Treasury Department joined the growing
number of departments having complete ap-
proval of accounting system designs. Other
departments having such approval incluce the
Departments of Commerce, Housing and Urban
Decvelopment, and Labor. Designs of subsystems
in the Department of Housing and Urban Devel-
opment have not yet been completed. Of the
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remaining 7 departments, Agriculture and In-
terior had more than 60 percent of their designs
approved, and Transportation had 50 percent.
Four departments had designs approved for less
than 50 pereent of ther systems. .

A chart depicting the overall status of appro-
vals at June 30, 1974, for the 11 Fedcral depart-
ments is shown above.

Charts are also included showing progress to
datc and the work remaining to be accomplished
in the civil and international departments and
agencies; the status of approvals; and the num-
ber of systems yet to be approved in the Depart-
ment of Defense (See p. 33.)

Policy and Procedures Manual

In fiscal year 1974 titles 6 and 7 of the GAO
Policy and Procedures Manual for Guidance of
Federal Agencies were amended. These chapters
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contain the pay, leave, allowance, and fiscal
procedures to be observed by Federal agencies.

Review of Accounting Systems
in Operation

The Budget and Accounting Procedures Act
of 1950 requires GAO to review cxecutive
agency accounting systems in operation from
time to time. The objectives of these reviews arc
to (1) ascertain whether accounting systems
comply with the principles, standards, and re-
lated requirements prescribed by the Gomp-
troller General, (2) identify arcas nceding im-
provement and cncourage fuither development
by the agencics, (3) identify ways to improve
overall financial management, and (4) scttle the
accounts of accountable officers.

Adequate accounting information is an impor-
tant tool for effective management. Therefore
we are concerned that the information produced
by accounting systems be usceful to, and be used
by, management,

Also, after an accounting system design is
approved, we follow up on the agency’s installa-
tion and operation of the system. If the system
is not put into operation promptly or has been
adverscly modified, we rccommend that the
agency take corrective action. When specific
financial policies needing corrective action have
been identified during our followup work, they
arc frequently made the subject of separate
reports.

We sent 42 reports to exccutive agency of-
ficials and 1 report to the Congress on selected
aspects of accounting system operations during
fiscal yecar 1974. In thesc reports we recoms-
mended actions designed to (1) improve the
Department of the Treasury’s program for the
safekeeping of U.S. Savings Bonds, (2) improve
the cfficiency of the Small Business Administra-
tion’s loan accounting operations, (3) reduce the
cost of Treasury borrowing by reducing the
amounts of cash kept on hand by military fi-
nance oftices, (4) improve the accounting for,
funding, and disclosure of the costs of main-
taining unutilized and underutilized plant and
equipment in the Department of Defense, and
(5) improve controls in Defense automated civil-
ian payroll systems.

31




. FINANCIAL AND GENERAL MANAGEMENT STUDIES

Approval date

Approval date

Principles Svstem Principles Systom
and designs and dendgns
standards standards
CIVIL DEPARTMENTS AND AGENCIES INDEPENDENT AGENCIES
Department of Agriculture: Environmental Protection
Soil Conservation Service . ... ......ouvrv.n. 8-29-74 AGENICY .. v iv i i innnrinanens 12-12-73
National Science Foundation-
Department of Health, Education Payroll ... ..ot 5-16-74
and Welfare:
Focd and Drug Administration. .............. 6-27-74 Selective Service SYStEm .. ouvvnrtuvrenrrannnnn. G-18-74
Smali Business Administration-Payioll ........... 6-28-74
MILITARY DEPARTMENTS
Department of the Interior:
Bonneville Power Administraton ............ 12-21-78 Department of the Air Force:
Bonneville Power Administration-- Medical Materiel ................. e 10-24-73
Payroll. ... oot e e e e 6-24-74 Medical-Dental Stock Fund Division ,......... 10-24-73
Departmental Integrated Payroll ROTCCadetPay ..........c0vvviininan.. 1-24-74
SYSIEM v it esr v s en e o erenrnonanans 1-14-74 RetiredPay .........0iiiviniiiannn, .. 1-14-74
Bureau of Reclamation .............. ... 6-26-74 Uniformed Services Savings
Deposit Program .. ....oociiniiii e, 1-28-74
Department of Justice: Academy CadetPay ...oovv v, 3-18-74
Bureauof Prisons ...............0iiivnnn, 6-25-74 Joint Uniform Military Pay System ........... 6- 6-74
Department of Transportation: Department of the Army:
Office of the Secretary . .....vvveenervenn... 3-18-74 Joint Uniform Military Pay System ........... 10-24-73
Dcpartment of the Navy:
Public Works Centers . ........ Pt e §-29-74
Department of the Treasury:
Working Capital Fund ..................... 2-19-74 Office of the Secretary and Defense
Internal Revenue Service: Agencies:
Tax Lien Revolving Fund ................ 3-21-74 Principles and Standards ............ 1-10-74
Revenue Accounting .. ..o vvve v nns 6-27-74 Defense Supply Agency—
Bureau of Alcohol, Tobacco, Standard Automated Materiel
AnE FITCArMS o oo vt vn e tenceinnenennns 5-17-74 Management SYstem .....covvvvnnnn.. 12-12-73

At June 30, 1974, reviews of 15 accounting
systems in operation were in process. Reviews of
Government-wide financial policy issues re-
sulting from our reviews of systems in operation
included mattérs involving the control and use
of lctters of credit, the accuracy and usefulness
of financial reports submitted to the Office of
Management and Budget and the Treasury, and
the use of composite checks to remit payroll
deductions to financial institutions.

Examples of reports resulting from our re-
views of accounting systems in operation issued
in fiscal year 1974 follow.

Need to Return
Unclaimed Savings Bonds

To encourage the purchase of U.S. Savings
Bonds, the Department of the Treasury in 1935
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initiated a program of safekeeping, on request,
individuals’ savings bonds. The bonds werce
stored in the Treasury and in Federal Reserve
banks acting as agents of the Treasury. The safe-
keeping program was terminated on April 1,
1955, for civilians and on July 1, 1968 for serv-
icemen. Thereafter, the Treasury accepted bonds
for safekeeping only from Coast Guard and
Peace Corps personnel.

In November 1972, even though the safe-
keeping program had for the most part been dis-
continued for many years, the Treasury and
Federal Reserve banks still had in safekeeping
about 700,000 bonds with a face value of about
$50 million which belonged to about 188,000
individuals. Most of the bondowners were
veterans, many of whom had deposited the
bonds during World War II.

We believed that many of the bonds in safe-
keeping might never be claimed because (1) their
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owners had- forgotten them, were deceased, or
their heirs or benceficiarics were not aware of
their existence and (2) it was not Treasury
policy to scek out the owners or heirs 1o return
the bouds to them (although some Federal Re-
scrve - banks on  their own itiative had at-
tempted to do so).

In our report to the Congress, we made
several recommendations to the Sceretary of the
Treasury for returning the bonds to the owners.
The Treasury has initiated action to achieve this
objective and, at June 30, 1974, had reduced the
number of bonds held in safckeeping to about
448,100. For bonds owned by veterans, a pilot
project, involving the Veterans Administration,
will be undertaken and, on the basis of the pro-
ject, a determination will be made of the feasi-
bility of an all out attempt to dcliver all bonds
in-safekecping to servicemen. (B-179225, Aug.
10,1973.) :
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Loan Operations of
Small Business Administration

We reported to the Administrator,  Small
Business Administration, that as a result of sug-
gestions we made during our review, loan admin-
istration costs had been reduced about $305,000
a ycar.

$250,000 a ycar was saved by discontinuing

sending monthly statements of accounts to

borrowers.

$50,000 a year was saved by climinating out-
moded manual operations.

$5,000 a ycar was saved by celiminating un-

necessary computer-printed reports.

We also made several recommendations to the
Administrator on the need to eliminate unnceces-
sary data processing, verify the accuracy of fees
charged by banks, review the procedures used to
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determine loans 1o be uncollectible. and con-
sider the advisability of charging banks fees for
Inans serviced by the agency. (B-114835, July
11, 1973.)

Savings in interest Cost by Reducing
Cash on Hand at Overseas Activities

Military finance offices in overseas areas keep
large amounts of cash on hand and in local
banks because they don’t have access to Federal
Reserve banks.

In reviews of finance offices in Europe and
the Western Pacific, we found much more cash
on hand than was needed. As a result of our
suggestions, cash holdings were reduced about
$58.6 million, thereby reducing Treasury bor-
rowing costs about 83 million a year.

There were many causes for the existence of
cxcessive cash on hand, but the underlying
rcason seemed to be a lack of command atten-
tion to minimizing cash on hand.

Accordingly, in our report to the Secretary of
Defense, we recommended that he:

Emphasize to officials who approve requests
from finance officers for authority to keep
stated amounts of cash on hand the need to
more closely scrutinize the computation of
the¢ amounts involved.

Emphasize the need for periodic inspections
and redeterminations of the need for cash on
hand.

Require more frequent internal audits of cash

on hand at the Army central finance and

accounting offices in Europe and the Western

Pacific.

The Department of Defense advised us that
the military departments had accepted our
rccommendations and would review cash bal-
ances at least quarterly to determine that the
balances do not exceed operating needs and that
the Army Audit Agency would schedule peri-
odic audits of Army central finance and ac-
counting olfices. (B-159797, Mar. 21,°1974.)

Accounting for Cost of Maintaining
Unutilized Plant and Equipment

Department of Defense policy requires that
the  cost of maintaining unutilized or under-
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utlized plant and  equipment nevessary  tor
mobilization purpoeses be dentitied and sepa-
rately funded through appropriations vather than
be recovered through charges to project orders
of industrial fund activities” customews. Charging
such costs to customers inflates the costs ot the
customers’ programs and could cause uneco-
nomical source selection decisions to be made.

We examined the manner in which 45 -
dustrial funds accounted for, veported, and
charged these costs. During fiscal year 1972, 18
of the funds reported costs of about §7-4 mil-
lion, of which at least §7 1.5 mullion was charged
to customers. These chavges amounted to 6 to
10 percent of the prices paid by customers, The
remaining 27 funds reported little or no such
costs although, we estimate, 27 to 34 peveent of
their plant and equipment was unutilized,

Except for the Naval Ordnance Systems Con-
mand, none of the major commands had issued
guidelines to its industrial funds for compunng
and reporting these costs. As a result, computa-
tion methods differed and compliance with the
Department’s policy was incomplete,

In our report to the Secretary ol Defense, we
recommended that he (1) issne guidelines for
computing, reporting, budgeting, and Tunding
the costs of maintaining unutilized and under-
utilized mobilization-essential plant and cqguip-
ment at industrial fund activitics (2) vequire the
military services to issuc comprehensive imple-
menting instructions and to sepavately budget
for and fund such costs, and (3) require the
internal audit organizations to review the imple-
mentation of departmental and service policies
and instructions during scheduled audits of com-
mand and industrial fund activitics.

The Department is taking action to imple-
ment our recommendations, and the Office of
Federal Management Policy, General Scrvices
Administration, plans to follow up on the is-
suance of guidelines and instructions.

(B-159896, Mar. 21, 1974.)

Audit and Settlement of
Accountable Officers’ Accounts

The Financial and General Management
Studies Division is responsible for auditing and
settling the accounts of accountable officers in
the civil agencies of the Government.




Membiers of systemsan-opemiion amdit teatn being shown the computer opedations of an arcounting system at the VLS, Depanrtiment ol
Comnene.

Under section FE3(a) of the Accounting and
Auditing Act of 1950, the head of cach exceun
five ageney s required to establish and mantain
svstems of accounting and mternal control de
signed o provide elfective control over and
acconntability for all funds, property, and other
assets for which the ageney s respousible,
cluding appropriate internal andit.

During fiscal vear 197 1, we tested in several
major depavoments the feasibility ol setthag the
accounts ot all acconntable officers nva depart-
ment on the basis of an overall evaluation ot the
department’s svstems ol accounting and mternal
control, including internal andit. "The approach
proved Teasible e highly centralized o stand-
ardized systemys, but in decentralized nomuni-
form svstems we found the extent of audit
clfort required was disproportionate 1o the ve-
sults, Therelore, at yvearend, we were testing

-other technigues to increase the number ol our

evaluations ol the extent to which executive
agencies are complying with the 1950 act with a
minimum ex; nditure ol GAO manpower.

Administration of Civitian Pay and
Allowances in the Department of Defonse

This Department employs abont | mithon
civilinns. Their pay and allowancees,  which
amonnt o about 13 bilhon a year, e com
puted and processed throngh abont 200 com-
putenized pavroll systems operated at over H00
locations.

During liscal yewr 1974 we completed 29
reports on reviews ol civitian payroll systems
Army, Army National Guard, and Navy instath-
tions.

Our reports showed there were opportunitics,
or needs, for the Departiment to (1) reducee costs
by consolidating payrolls, payroll offices, and
computer processing and by climinating un-
necessary  computer outputs and duplicate -
puts, (2) reduce manual operations and merease
accuracy by antomating some manual caleula.
tions and  controls, (3) strengthen  controls
external 1o the computenized system to prevent
errors and  raud, particularly with respect o

35



FINANCIAL AND GENERAL MANAGEMENT STUDIES

separation of duties and to controls over input
documents, computer programs, pay files, and
access to data processing equipment, and (4)
provide for continuity of operations in the event
of disaster by storing duplicate files and com-
puter programs at remote sites and making firm
arrangements for the use of alternate computers.

Avtomatic Data Processing

The Federal Government has over 7,000 com-
puters with operating costs of billions of dollars
annually. We are continuing to study and report
on policy matters arising from the expanding
impact of ADP systems on Government opera-
tions. Our principal objective is to identify
possible improvements in these operations. An-
other objective is to strengthen capabilities in
this highly technical area to enable us to better
serve the Congress, assist other Federal agencies,

~and provide technical assistance in the audit of
Federal programs and operations.

‘Our automatic data processing staff is respon-
sible for performing such studies and for pro-
viding instructors and materials and developing
generalized and specialized training in computer
system auditing.

Examples of reports completed in this com-
plex field follow.

Tools and Techniques for
improving Computer Efficiency

Increasing the operational efficiency of com-
puters can produce significant savings. We re-
viewed 43 computer installations to identify
how modern tools and techniques could be used
to improve efficiency and reduce operating
costs. " We found several installations which re-
duced - their operating costs substantially by
improving the efficiency of their computers.

We believe that the managers of all Federal
computer installations should be provided with
specific information and guidance on improving
the efficiency of their operations. To provide
this information, we prepared a report discussing
some tools and techniques for improving com-
puter - efficiency and pointing out the savings
achieved by several installations. We also recom-

“mended that the General Services Administra-
tion (1) issuc detailed guidance-to agencies on
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methods to improve computer systems’ effi-
ciency and (2) consider whether an agency has
tried to improve the efficiency of its computers
before approving additional acquisitions.

The General Services Administration generally
agreed with our recommendations and is taking
steps to implement them. (B-115369, June 3,
1974.)

Efforts to Standardize Data Elements
And Codes for Computer Systems

Despite advances in computer technology,
most data is exchanged between Federal agen-
cies in hard-copy form (paper). Data collected
for computer-based systems can be used in many
ways. Once collected and deposited in a Federal
computer system, it can be transferred from one
agency to another. Rarely is data transferred in
total to another Federal computer system. How-
ever, it can be transferred if originally collected
and recorded in a standardized agreed upon
fashion.

Standardization of data elements and codes
could help reduce high costs of Federal com-
puter operations by eliminating unnecessary
duplication and incompatabilities in collecting,
processing, and disseminating data.

We suggested that the Secretary of Commerce
(1) determine where standards would be most
beneficial and establish standardization prior-
ities, (2) issue policy statements to agencies
delineating accepted theory and terminology
and provide for preparation of guidelines,
methodology, and criteria to be followed by
agencies in their standardization efforts, (38)
assign to specitic agencies responsibilities for
developing standard data elements and codes in
specified areas, and (4) monitor implementation
of data standards to insure their uniform adop-
tion and use. (B-115369, May 16, 1974.)

Information Systems of the
Social Security Administration
Need Redesign

We reviewed the Social Security Administra-
tion’s information systems to determine whether
they have remained current with technological
developments. These systems process claiins
which result in the issuance of benefit checks—

&
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the only income for many aged or disabled
people: ‘

Changes in legislation have greatly increased
the workload of this agency’s information pro-
cessing systems. Its inventory of computers has
grovwm from 3 in 1960 to 51 in 1973. Its equip-
ment had an installed value of $61 million as of
March 1973 and the annual cost to operate the
systems exceeded $60 million.

We concluded that its information systems
could be made more efficient if they were rede-
signed to take advantage of modern computer
technology. To achieve this, we recommended
that the agency (1) establish long-range goals
and objectives to guide system designers, (2)
establish a systems planning group to design a
new intormation processing system, and (3)
direct the system designers to examine alterna-
tive methods for storing, maintaining, and
processing files and programs. (B-164031(4)
Apr. 19, 1974.)

The Department of Health, Education, and

. Welfare agreed to pursue these matters.

Computer-based Information Systems

We are continuing our efforts to bring to-
gether governmental, private sector, and public
interest groups concerned with computer-based
information systems to help us develop guide-
lines for managing, controlling, and evaluating
these systems. Our current emphasis is on the
cost accounting for computer-based information
system development and operation.

Also we are developing and testing new ap-
proaches to the evaluation of computer systems
using GAO personnel from several divisions. For
example, a study now nearing completion was
made of the computer-based systems at the
Government Printing Office. We made numerous
proposals for modernizing major systems in-
volving  inventory control, financial manage-
ment, and printing operations.

Audif ‘Standards

The issuance by the Comptroller General on
August 1, 1972, of the statement entitled “Stan-
dards for Audit of Governmental Organization,
Programs, Activities, and Functions” was the
first stepin the long process of strengthening the
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audit of governmental programs and activities at
all levels of government.

Intergovernmental Audit Cooperation

During the year a review of 10 Federal agen-
cies in 15 States was performed to assess the
degree of cooperation existing between Federal,
State, and local auditors in reducing duplicative
audit work. We found several instances where
Federal agencies did use State audits to satisfy
their requirements. For the most part, however,
coordination of Federal and State auditing was
far short of what is attainable. We reported on
this situation explaining that greater intergovern-
mental cooperation was needed for more effec-
tive and less costly auditing of government
programs.

We recommended that the General Services
Administration take positive steps to promote
use of State and local audits to satisfy Federal
requirements. The Administrator responded
affirmatively by issuing a government-wide
policy statement endorsing the GAO standards
and strengthening the requirement for intergov-
ernmental audit coordination. Under the new
provisions Federal agencies are required to rely
on State and local audits made in accordance
with the standards. Furthermore, agencies are
required to report on their progress in com-
plying with the new provisions. (B-176544, Apr.
8,1974.)

Other Projects

State auditors are frequently requested by
Federal agencies to supply information on their
organizations. The number of questionnaires,
often requesting the same information, has be-
come an annoyance and GAO has established a
central data file to help solve this problem and
make current information on State audit opera-
tions readily available {rom a single source.

We are continuing to work on several projects
designed to interpret and illustrate the standards
and promote their use and acceptance. For
example, a series of booklets has been published
to promote auditing of the scope contemplated
by our audit standards.

One project of special interest is our coopera-
tive effort with the International City Manage-
ment Association in 12 participating cities and
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Mid-Atlantic-Intergovernmental Audit Forum charter-signing ceremony, Independence Hall, Philadelphia, Pennsylvania, May 1, 1974.
Left to right are Elmer B. Staats, Comptroller General of the United States; William G. Klenk 1I, City Controller, city of Philadelphia;
Joseph S. James, auditor of public accounts, Commonwealth of Virginia; and James H. Rogers, regional manager, Philadelphia Regional

Office, GAO.

counties to help demonstrate the applicability of
the scope of auditing contemplated by our
“auditing standards to the local governmental
insiitutions,

Audit Forums

A National Intergovernmental Audit Forum
and nine regional forums have been organized.
The national forum is composed of representa-
tives from Federal agencies with large grant pro-
grams and representatives from State and local
government audit organizations. The regional

forums’ membership is of similar composition
but comes from within the boundaries of the
Federal region in which each is located.

Objectives of the forums include (1) ex-
changing views to resolve issues through discus-
sion befere they become problems, (2) gaining
acceptance and promoting use of the GAO audit
standards, and (8) improving coordinated and
cooperative working relationships. The several
forum meetings that have been convened at the
national and at each regional level have aided in
the early identification and resolution of signifi-
cant issues.



CHAPTER FIVE

ENERGY AND SPECIAL
PROJECTS

Responsibilities

" The Office of Energy and Special Projects was
established in December 1973 as a result of
growing congressional and public concern over
energy and other shortage problems. Other re-
sponsibilities include (1) developing the neces-
sary economic and budget analysis capability
within GAO to assist the Congress in meeting its
responsibilities under the Congressional Budget
and Impoundment Control Act of 1974, (2)
reviewing the information collection activities of
Federal regulatory agencies, and (3) developing
an overall analytical capability to evaluate
materials shortage issues as they relate to GAO’s
work.

This . office was originally established under
the direction of Assistant Comptroller General
Phillip S. Hughes. Monte E. Canfield, Jr., for-
merly .deputy director of the Ford Foundation’s
Energy Policy Project, was appointed director
onglﬂy 8,1974.

s shown in the organization chart on the
following page, the Office of Energy and Special
Projects at June 30, 1974, consisted of three
staffs: Energy Projects, Economics and Budget,
and Regulatory Reports Review.

As of September 5, 1974, the Office of Ener-
gy and Special Projects was renamed the Office

of Special Programs, responsible for (1) GAO-
wide planning and coordination of energy and
material studies, (2) conduct of selected studies
in these areas, and (3) regulatory reports review.
A new Office of Program and Budget Analysis
was established, responsible for (1) analytical
support to the congressional budget process, (2)
identification and analysis of major budgetary
issues and macro-analysis and forecasting, (3)
coordination of GAO-wide support of the con-
gressional budget process, and (4) impoundment
review and reporting. The functions of the Eco-
nomics and Budget Staff were transferred to the
Office of Program and Budget Analysis.

Energy Projects
The Energy Projects Staff is responsible for

— developing overall plans and objectives for
GAO’s energy-related efforts,

- monitoring and coordinating GAO’s en-
ergy-related work,

— taking a lead role in major, multiagency
energy-related work assignments,

— auditing and coordinating with the Federal
Energy Administration, and

— monitoring and evaluating Federal energy
data collection and analysis activities.

Although this staff is GAO’s focal point for
energy matters, most of GAQ’s divisions and
regional offices are involved in reviews of energy-
related matters. Section 12 of the Federal En-
ergy Administration Act of 1974 makes the
Comptroller General specifically responsible for
monitoring and evaluating the operations of the
Federal Energy Administration; the act gives
him access to data from public or private sources
in th. »ossession or control of the Administra-
tion.

We have identified six areas through our audit
and analytical review work in which we believe
we can make a positive contribution to solving
the Nation’s energy problems:

— Federal role in energy conservation.

— Federal role as a proprietor of energy
resources.

— Energy research and development.

— Federal collection and analysis of energy
data.

— Federal role in implementing and adminis-
tering emergency energy programs.

— International energy problems.
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DIRECTOR

M. E. CANFIELD, IR.!

REGULATORY REPORTS
REVIEW STAFF

VACANT

Our plans included preparing a series of “energy
advisory” documents on these six areas designed
both to guide GAO’s overall work on energy
problems and to-provide useful information to
the Congress and to the public.

GAO spent about 80 man-years during fiscal
year 1974 on energy-related assignments. Twen-

ENERGY PROJECTS
STAFF

J. D, PEACH

ECONOMICS AND BUDGET
STAFF

ty energy-related reports were completed--17 to
the Congress, Mcmbers of Congress, and com-
mittees and 3 to agency officials. The number
and types of reports completed are shown in the
following table.

REPORTS SUBMITTED TO

Congress

Prepared by (note a) Agency officials Total

Office of Energy and Special Projects 6 6
General Government Division 3 3
International Division 2 2
Logistics and Communications Division 2 9
Resources and Economic Development Division 1 7
“Total 17 3 20

qncludes rcporté to the Congress, Mcmbers of Congress, and committees.
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| Fedaral Energy Data

The Chairman, Senate Committee on Interior
and Insular Affairs, requested that we consider
whether a centralized energy data bank should
be established in the Federal Government. We
reported that:

— For the most part, energy data is collected
in-connection with the missions of numer-
ous individual agencies and is only inciden-

~ tally related to current energy problems,

— Until very recently there was no central
point of consolidation or analysis.

— Much of the data, including some of the
most important, is voluntarily reported by
the energy industries.

~ There is little verification of data.

-- With limited exceptions only aggregate data
is reported; company data is “confiden-
tial.”

-~ The only complete and current information
on oil and gas reserves, including reserves
‘on Federal lands, is provided by non-
Federal sources.

— Reporting of energy data is not timely.

— Terminology and definitions for reporting
are not standardized.

We concluded that it would be feasible to estab-
lish an energy information system within the
executive branch to collect, analyze, and report
current information on energy supply and de-
mand. Such a system would take several years to
establish and would require enabling legislation.
(B-178205, Feb. 6,1974.)

Solar Heating and Cooling

At the request of the Chairman, Subcom-
mittee on Energy, House Committee on Science
and Astronautics, we collected information on
Federal and private solar energy activities—
primarily solar heating and cooling.

We reported on (1) Federal funding of solar
encrgy rescarch development and demonstration
activities, (2) objectives and goals of Federal
solar heating and cooling activities, (3) inter-
agency. coordination of Federal activities, (4)
private-sector activities, and (5) economic eval-
uations that have been made of solar heating and
cooling, including an examination of the
methods and data used.

We concluded that determining the future
economic feasibility of solar heating and cooling
i1s ‘a- complex task which must be based on a
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number of factors. Two of the more important
factors are conventional fuel prices and solar col-
lector costs. (B-178726, June 18, 1974.)

Foreign Sources of Oil
For the United States

This report discussed (1) the State Depart-
ment’s role in international petroleum matters
before hostilities in the Middle East in October
1973 and Acab curtailment of petroleum exports
and (2) critical problems facing the Department
in resolving issues connected with current and
future availability of oil from sources outside
the United States.

Traditionally, the State Department has used
its influence and programs to promote an envi-
ronment conducive to U.S. private investment in
foreign countries. It generally has avoided direct
involvement in the nature, substance, and behav-
ior of private industry.

The report brings out that the State Depart-
ment must play a major role in developing
national energy policy and in influencing oil
negotiations. Its responsibilities in protecting the
Nation’s interests in the rapidly evolving world
energy situation obviously are important. It
should, therefore, improve its capability to deal
effectively with energy-related problems.
(B-179411, Jan. 23, 1974.)

Experimental Techniques
For Recovering Natural Gas

Our report to the Congress contained infor-
mation on the economic, technical, and environ-
mental aspects of nuclear stimulation, massive
hydraulic fracturing, and chemical explosive
gas-recovery techniques. We identified several
problems affecting the development and use of
energy resources—the resolution of which will
depend upon the evaluation of reliable data
which does not now exist. These problems in-
volve uncertainty about whether (1) fractures
created by nuclear explosives close, (2) recovery
of gas using nuclear stimulation is compatible
with underground mining of oil shale, and (3)
enough water is available for massive hydraulic
fracturing and development of other mineral
resources in the Rocky Mountain area.
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Giant tankers carrying crude oil and refined petroleum products crisscross the seven seas. This supertanker has a capacity of 273,175

barrels of refined products.

Because of the predominant energy-related
aspects - of the above problems involving the
intcrests of various Federal agencies, we referred
thesc problems to the Administrator, Federal
Energy Administration, since he is responsible
for providing lcadership in determining the need
and type of action called for to resolve such
problems. (B-164105, Apr. 2,1974.)

Pacific Northwest
Hydro-Thermal Power Program

A Joint Power Planning Council—composed
of 104 publicly owned utilities, 4 privately
owned utilities, and the Bonneville Power
Administration—devecloped the Hydro-Thermal
Power Program in 1969 to meet the growing
clectrical encrgy needs of the Pacific Northwest
through the integration of regional power re-
sources.

We reported to the Congress that the program
had ~been successful in providing additional
generating capacity. However, providing gener-
ating capacity had been delayed because of

a2

problems in (1) obtaining funds for constructing
the Federal hydroelectric projects to be pro-
vided under the program plan, (2) planning,
designing, and constructing both Federal and
non-Federal facilitics, (3) obtaining public
acceptance of a Federal hydroclectric project,
and (4) mecting State air pollution control re-
quirements for a thermal plant.

Actions were being taken to reduce the im-
pact of program declays, but thc Bonneville
Power Administration predicted regional power
shortages during the next 4 years. (B-114858,
June 5,1974.)

Summary of European Views on Dependency
of the Free World on Middle East Oil

This report discussed 2 issues with 26 Euro-
pean officials in government, banking, and the
oil industry in Germany and England. They

were:

— Oil negotiations and European views and
concerns on the negotiations, issues, and
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A nuclear explosive about to be lowered in a wellbore as part of a test for recovering gas in tight geological formations.
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stability of supply.

:— The impact of Arab oil money on the inter-
national monetary scene, as viewed from
European monetary centers.

The principal conclusions drawn by the ma-

_ jority of officials interviewed were:

- The energy crisis and increasing depen-
dency on Middle East oil were real prob-
lems for Europe and the Urnited States.

— Immediate action was necessary.

— Europeans were becoming more concerned
over U.S. policies on the Middle East and
energy.

— Cooperation among oil consuming nations
was highly desirable but difficult to
achieve.

— Accumulated oil wealth and the excess
liquidity of major oil-producing couniries
must be counsidered in any new inter-
national financial arrangements.

— Both oil and oil-derived wealth were poten-
tizl economic weapous of growing strength.
(B-178334, Aug. 29, 1973.)

Fuel Conservation in Government

We surveyed Federal efforts to conserve fuel
when moving men and material since such
efforts affect the Government’s ability to pro-
vide leadership in influencing private users to
conserve fuel, During fiscal year 1973 the De-
fense Fuel Supply Center spent $1.5 billion to
purchase 333 million barrels of petroleum
products fcr military and civil agencies.

Our survey indicated that genuine efforts
were being made in the Government to conserve
fuel. We did observe certain program manage-
ment problems which required attention or
where improvements were possible. They in-
cludec the need for (1) more adequate data to
measure the success of conservation actions, (2)
an improved information system for collecting
this data, (3) a broadencd role for individual
agencies’ energy conservation officers, and (4)
efforts to reduce motor vehicle fuel consurp-
tion.,

We' reported our observations and recom-
mendations to the Administrator, Federal
" Energy Administration, who generally agreed
and stated that corrective actior: was underway.
(B-178205%, Mar. 29, 1974.)
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Audit Work in Process

We are continuing to monitor the operations
of the Federal Energy Administration for the
Subcommittee on Reorganization, Research and
International Organizations, Senate Committce
on Government Operations, and continuing
work on Federal energy data activities for the
Senate Interior Committee.

In the international energy area we were
working on two reports at yearend—on U.S.
activities related to the emerging Arab oil-
monetary problem and on the natural gas import
issue.

Also, reviews were underway on:

— Federal efforts to maximize the discovery
and development of cnergy resources on
Federal lands and the Outer Continental
Shelf,

— Federal coal research programs,

— Bureau of Reclamation’s geothermal devel-
opment program,

— Actions by Government contractors to im-
prove the efficiency or minimize the con-
sumption of energy, and

— Government actions to encourage the
procuremeat of recycled products to save

energy.

Testimony at Mearings

In December 1973 the Comptroller $eneral
testified before the Subcommittee on Legisla-
tion and Military Operations, House Committee
on Government Operations, on the proposed
Federal Energy Administration Act.

We testified before the Subcommittee on
Activities of Regulatory Agencies Relating to
Small Business, House Select Committee on
Small Business, and the Senate Committee on
Interior and Insular Affairs in January and
February 1974, respectively, on Federal energy
data collection.

We also testified in June 1974 before the
Joint Committee on Atomic Energy on the
future structure of the uranium enrichment
industry to assist the Committee in its considera-
tion of the possible need to establish an indepen-
dent Government-owned uranium enrichment
corporation.



Assistance to the Congress

In fiscal year 1974 we provided a staff assis-
tant to the Subcommittee on Multinational
Corporations, Senate Committee on Foreign
Relations, who testified on the results of ana-
lyzing the total earnings, profits, taxes, and
other expenses of the Arabian American Oil
Company (the world’s largest oil-producing com-
pany owned by Saudi Arabia and four U.S. oil
companies).

In July 1973 we assisted the Joint Committee
on Atomic Energy in analyzing various ap-
proaches to the operation of uranium enrich-
ment activities and on the balance of payments
implications of sales of enriched uranium to
foreign users. The Committee referred to our
analysis during hearings on the future structure
of the uranium enrichment industry.

Regulatory Reports Review

The Regulatory Reports Review Staff carries
out - the responsibilities given GAO by section
409 of Public Law 93-153. This law, enacted
November 16, 1973, amended the Federal Re-
ports Act to require us to review the collection
of information by independent Federal regula-
tory agencies to insure that information is ob-
tained with a minimun burden on those busi-
nesses—particularly small businesses—and per-
sons required to provide the information. The
amendments also seek to eliminate duplicate
data collection efforts and to insure that col-
lected information is tabulated to maximize its
usefulness. The law requires GAO to review
existing information-gathering practices of the
independent reguiatory agencies as well as re-
quests for additional information.

The legislative history of the law identified
-seven-agencies as independent Federal regulatory
agencies—Atomic Energy Commission, Civil
Aeronautics Board, Federal Communications
Commission, Federal Power Commission,
Federal Trade Commission, Interstate Com-
merce Commission, and Securities and Exchange
Commission. Since enactment, five additional
agencies have been identified as being subject to
the act—Consumer Product Safety Commission,
Equal Employment Opportunity Commission,
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Federal Energy Administration, Federal Mari-
time Commission, and National Labor Relations
Board.

We published propased regulations relating to
our new responsibilities in the Federal Register
for February 11, 1974, and solicited comments
from interested and affected parties. The final
regulations were published on July 2,1974.

Between November 16, 1973, and the end of
the fiscal year, we reccived 96 requests from
various agencies for approval of proposed re-
porting or recordkeeping requirements. By June
30, 1974, 79 of these had been approved and
the rest were pending.

Testimony at Hearings

On April 24, 1974, we testified before the
Subcommittee on Budgeting, Management and
Expenditures and the Subcommittee on Inter-
governmental Relations of the Senate Com-
mittee on Government Operations on the collec-
tion and tabulation of information by Federal
agencies.

Federal Trade Commission’s Proposed
Annual Line-of-Business Report

The most significant of the submissions for
clearance was the Line-of-Business report pro-
gram which we received on March 27, 1974,
from the Federal Trade Commission. The Line-
of-Business report will initially require 500
businesses to report by product line (line-of-
business) those assets used in their manufac-
turing process, their profits, their media adver-
tising, and any research and development costs.
The report had been under development for 3 or
4 years and was the subject of exiensive debate
and two public hearings.

Upon receipt of the Commission’s request, we
gave public notice of the submission and solic-
ited written comments from all interested per-
sons, organizations, public interest groups, and
affected businesses on the proposal and provided
time for oral comments. In addition, we sought
the advice and counsel of a number of experts.

On May 13, 1974, we gave approval to the
report but limited the initial collection of data
to 1 year. In addition, we directed the Commis-
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sion to (1) conduct intensive discussions to ad-
vance the ease and accuracy of the reporting and
(2) explore with other Federal agencies the
possibility of fulfilling its needs with data col-
lected by those agencies. (B-180229, May 13,
1974.)

Audit Work in Process

We recently initiated a review of the regula-
tory agencies’ data-gathering activities to give us
a rcasonable basis from which to (1) approve

- future reporting submissions in a timely manner,
(2) advise the Congress about how the activities
are ‘working, and (3) advise and assist the agen-
cies in developing adequate data-gathering sys-
tems. We plan to complete a report on the re-
view results for the Congress late in 1975.
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Economies and Budget Staff

In fiscal year 1975 the thrust of the new
formed Economics and Budget Staff will be v
expand efforts in (1) the delincation of a work
program with initial emphasis in the energy area
but with a longer term focus designed to provide
appropriate support to the budget cvaluation
and review needs of the Congress, ncluding
those most recently identified in the Congres-
sional Budget and Impoundment Control Act of
1974, (2) the development of an ongoing and
effective relationship with appropriate congres-
sional committees, the new Congressional
Budget Office, other components of the legisla-
tive branch, the executive branch, and relevant
organizations and groups within the private
sector, (3} the hiring and training of professional
staff.



CHAPTER SIX

LOGISTICS AND
COMMUNICATIONS

Responsibilities

The Logistics and Communications Division is
responsible for the audit of Togistics and com-
munications  activitics in the Department ol
Delense and the General Services Administra-
tion and  for related policies and  practices
throughout the Federal Government. It s also
responsible  for auditing the activities of the
Office of Telecommumications Policy, Exccutive

- Qlfice ol the President, and all Government
functions related to printing and publications,
mcluding the Government Printing Office.

This division has audit  cognizance over
(1) cataloging and standardization activitics,
(2) supply management cffectiveness  through
reviews of the requirements for, and the receipt,
storage, distribution, and (llspos(ll ol, materials
and cquipment, (3) the repair and maintenance
ol cquipment and components, (4) the acquisi-
tion and management of facilitics, (5) the readi-
ness of active and reserve military forces, (6) the

- management - of Government industrial facilitics,
(7) the acquisition and operation of communica-
tions and data processing systems, (8) transpor-
tation and traffic management activitics, and
(9) supporting ‘activities, such as food service,
records management, and printing and pub-
lishing operations.

The director of this division is Fred J. Shafer
and Robert G. Rothwell is the deputy director.
An organization chart appears on the following
page.

Reports Issved

During fiscal ycar 1974, we submitted 94
reports Lo the Congress. Of this total, 78 were
addressed to committces or Members of Con-
gress in response Lo specific requests. In addi-
tion, 30 congressional requests. for information
were satisfied without issuing -written reports—
by telephone conversations, copies of docu-
ments and other information, and briefings for
Mcmbers and their staffs. We also sent 30 re-
ports to the heads of departments and agencies.
These reports are listed in appendix 5.

Our morc important reviews and studies are
summarized in this chapter.

Materiel Management

Department of Defense Stock Funds

In fiscal year 1972, Department ol Defense
stock Tunds controlled imventories amounting to
about $8.5 billion and reported net sales of
about $10.4 billion. These funds finance and
hold inyventorics of repair parts, subsistence,
fucl, and other consumable supplies for sale to
military units.

Along with improved communications, trans-
portation, and clectronic data processing, stock
funds have contributed to better supply manage-
ment. Signilicant reductions in inventory can be
dircctly attributable to stock fund management.

Since stock funds operate with money gener-
ated through sales, they should have greater
financial flexibility than programs funded
through direct appropriations. However, this
flexibility has not been fully used; most stock
funds are still subjected to appropriation-type
controls. Morcover, purchasing constraints
imposcd through apportionment of funds have
interferred with the ability of stock funds to
provide cffective customer support and have
forced stock fund managers to resort to such
poor business practices as buying less than
optimum quantities and canceling purchase
orders. Stock funds should become revolving
funds, enabling them to be more responsive to
inventory requirements. Funds can be ade-
quately controlled by means other than those
for appropriations.
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The Department has urged the military serv-
ices to discontinue using a horizontal stock fund
system and to use instead a vertical stock fund
system. However, only the Air Force has in-
dicated a willingness. The vertical system offers
several advantages over the horizontal system.

—Inventories can be reduced since the user
would get direct support from wholesale
stocks.

—Duplicate inventory functions can be elimi-
nated.

—Specialized support depots operated by the
Defense Supply Agency can be eliminated.

In recent vyears the military services have
greatly expanded their stock funds by trans-
ferring to them ownership of materiel already in
the supply system. Nevertheless, at least 74,000
additional items worth about $541 million
should be in stock funds. Many items not in-
cluded are of a reparable nature and have been
excluded because the military services, except
the Army, were reluctant to include high-cost
items-in stock funds.

Current policy allows customers to return
materiel if it (1) is needed elsewhere and (2) is
worth more than the cost of returning it. The
volume of returns—materiel totaling about $4.5
billion was returned in fiscal years 1970, 1971,
and 1972-—makes it essential that both factors
are considered.

The Department of Defense agreed with our
recommendations but asked for some additional
time to comment further on the vertical stock
fund concept. Implementation of this concept
would have far-reaching impact on current serv-
ice structures. (B-159797, Apr. 2, 1974.)

Nuniericully Controlled Equipment

Numerically controlled industrial equipment
includes drills, mills, lathes, etc., controlled
automatically by punched tape. It is expensive
and complex but offers tremendous productivity
increases and savings in industrial operations—
particularly for small-lot production. We sur-
veyed military industrial activities’ management
of numerically controlled industrial equipment
and found they did not give enough attention to
its use. The activities did not adequately plan
for, manage, or follow up on the use of such
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Five-axis machining center with an automatic tool changer
holding 60 tools. it machines, contours, and works on five sides
of a part with only one setup. It costs about $450,000.

equipment and did not take advantage of re-
ducing inventories of low-demand items. One of
the biggest problems facing users was a lack of
standardization in equipment.

These conditions suggested that a more coor-
dinated, active Department of Defense role was
needed. We therefore suggested that the Secre-
tary of Defense establish a centralized group to
coordinate the services’ use of this type of
equipment and to work with private industry in
developing this field and in encouraging stan-
dardization of hardware and software. The
Department replied that it planned to establish a
triservice group to improve numerically con-
trolled equipment management and use and to
devote attention to standardization. We intend
to monitor this group. (B-140389, Sept. 24,
1974.)

Central Control of Ammunition

In ammunition logistics the Army and Navy
have the predominant Department of Defense
management roles. They control Government-
owned ammunition production plants and
storage facilities. Our review of key logistics
functions—requirements determinations, procure-
ment, production scheduling, and storage and
distribution—showed that management was not
satisfactory in terms of economy and efficiency.

We noted that:

—Improved exchange of information on avail-
able ammunition could reduce funds appro-
priated for procuring ammunition.
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—More accurate budget requests could reduce
funds appropriated for procuring ammuni-
tion.

—Improved procurement operations could
avoid interservice competition for the
limited private industrial capacitics.

—~Defense-wide perspective in scheduling
production, modernization, and mobiliza-
tion could eliminate competition for appro-
priated funds.

—Improved storage and distribution manage-
ment . could reduce ftransportation and
handling costs.

These objectives can be reached by Defense-
wide planning and by matching total require-
ments with existing capabilities. Stronger central
management could help attain this Defense-wide
perspective.

~We recommended that the Secrctary of

Defense establish central management for all am-
munition either by creating a new ammunition
organization or by assigning this responsibility
to one service.

The Department agreed that Defense-wide
perspectives in ammunition management need
improving. It believes that this can be attained
by establishing a joint conventional ammunition
production organization, consisting of a coor-
dinating group and working committees oper-
ating under the joint logistics commanders.

. Although it recognizes the inherent disad-
. vantages of such an organization, the Depart-
ment wants to give the organization an opportu-
nity to demonstrate fully its management
capability before considering alternatives.

Several alternative organizational concepts
could be used to improve ammunition manage-
ment, but we believe the organization described
could work if it were given the responsibility
and staffing needed to obtain effective central
control of ammunition. However, we strongly
- recommended reconsideration of our suggestion

for a single ammunition manager.

Subsequent to our report, the Assistant Secre-
tary of Defense (Installations and Logistics)
directed (by memorandum dated June 4, 1974)
that -the joint logistics commanders draw up a

“plan to designate the Army as the single manager
for-conventional ammunition. (B-176139, Dec.
6,1973.)
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Cancellation of Backorders

The military services could save more than
$100 milion annually in transportation and
handling costs and in material purchases by
more frequently and effectively validating un-
filled orders and removing past demands, asso-
ciated with mvalid orders, from rvequirements
computations.

Unnecessary  transportation  and  handling
costs of about $15.6 million were identified
during a quarterly validation. These costs were
incurred because invalid orders were not de-
tected or were detected too late to stop ship-
ment. Also, $22 million worth of material were
purchased unnecessarily becawse invalid orders
identified during the quarterly validations were
not climinated from past demand histories used
in requirements computations.

The Department of Delense agreed with our
findings and has taken or planmed corrective
actions which, if properly carried out, should
bring about neceded improvements. In fact, a
onc-time automatic cancellation of requisitions
over a year old canceled material orders valued
at $45 million. (B-162152, May 21, 1974.)

Transfer of Items from the Army
to the Defense Supply Agency

Our tests of 35,000 items trans{erred from
Army to Defense Supply Agency inventory
managers showed that, in fiscal ycars 1971 and
1972, Agency managers made unnccessary buys
of about $3.9 million worth of these items. Also,
Agency managers cxperienced lengthy delays in
filling several thousand high-priority requisitions
for these items—some of which were needed by
combat troops in Victnam.

The unnccessary buys and delays occurred
because:

—The Army unnecessarily retained stock or
substantially delayed furnishing inventory
data to Agency managers.

—The Army furnished the Agency with inac-
curate supply demand data on items trans-
ferred.

—Agency managers either lost or did not re-
cord accountability data for inventories of
transferred items stored at Army depots.



As a result of our review, two Army inventory
commands have provided the Agency with ac-
countability information on about $12.6 million
worth ol inventories previously translerred. One
of the Agency managers located $1.2 million
worth ol needed stocks in an Army depot.

The Department ol Defense generally con-
cred in our findings and cited a number of
“actions taken or planned which should result in
many improvements. (B-146828, fan. 3, 1974.)

Realignment of Army Dapots

The phascdown ol operations in Southeast
Asia and the withdrawal of U.S. Forces resulted
in decreased activities at many installations. We
reviewed the functions at Sharpe and  Sacra-
mento Army Depots as a test case to demon-
strate that consolidation or realignment of depot
fnctions was practical, feasible, and  would
result in savings.

Other depots could absorh most of Sharpe’s
workload, and savings could be achieved without
disrupting logistical patterns. However, Sharpe is
a candidate for a consolidated mumntenance
center in the event that depot maintenance facil-
ities in the Far Fast are closed in 1974, as an-
nounced by the Army. Notwithstanding this
possibility, the Army could sull save an esti-
mated $14 million annually in personnel costs
alone by transferring only the storage of mission
inventorics and related administrative functions
from Sharpe to the Sacramento Depot.

The Army, responding for the Sceretary of
Defense, agreed that economices could be real-
ized through realignment, consolidation, and
transfer of depot missions and  functions.
(B-172707, Mar. 4, 1974.)

Property Disposal Operations

A new Army logistics concept, initiated in
1969, and the Vietnam retrograde program,
which began the same year, caused a flow of vast
quantitics of excess materials into Department
of Defense disposal facilities. This surge of ma-
terial frustrated disposal operations—particularly
utilization screening—and appears to have re-
sulted in loss of millions of dollars of usable
property.
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For cxample, during 1972 over $2 billion
worth of declared excess material was reclaimed
and redistributed for Department use as a result
of utilization screening. However, only $500
million, ov approximately 24 percent, of this
property was vedistributed before being moved
to disposal yards. The remaining 1.6 billion was
redistributed  from  disposal  yards, increasing
multiple  handling, transportation, and paper-
work costs. This m-and-out movement ol prop-
crty between Department supply and disposal
facilitics not only incrcases costs but frequently
frustrates recovery ol needed items.

In January 1974 the Defense Supply Agency
became the central manager for all Defense
personal property disposal operations, including,
232 holding activities and sales offices through-
out the world. We reported to the Scerctary of
Delense that this centralization should improve
management of the Department’s  disposal
program. We also made specilic recommenda-
tons designed to correet the wealnesses ob-
served in the Department’s disposai Hperations.

(B-161507, May 30, 1974.)

Requirements

Air Force Nonexpendable
End-ltem Equipment

The Department ol the Air Force has a new
highly mechanized system to manage noncx-
pendable cquipment, such as generators, vehi-
cles, and test equipment. The Air Force uses
data from the system to make decisions to buy
for present needs, budget for future needs, re-
tain or release excess equipment, and support
requests for funds from the Gongress.

The data used in requirements computations
contained magjor crrors. As a result, equipment
nceds and assets available to meet these needs
were grossly misstated. Because unrcliable data
was uscd to compute requirements, the need to
buy equipment valued at $532 million, as deter-
mined by the Air Foree, was questionable.

The Air Force acknowledged that errors cx-
isted and refinements were necessary and said it
was taking action to modernize the system.

Specific actions to datc have saved $4.9 million.
(B-133361, Fcb. 26, 1974.)
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Cofiee Procurements by the Military Services

At the requestlbf Senator Charles H. Peicy,
we reviewed coffee procurements by the Depart-
ment of Defense. Since about 1950, the ground
roasted coffee used by the military services has
been a blend of 70 percent Brazilian and 30 per-
cent Columbian coffee. The services annually
purchase about 25.5 million pounds of green
coffee beans at various prices, dependent on the
types of beans.

We determined that, by developing cne or
more alternatives to the 70:30 blend, quality
coffee could: be procured at more favorable
prices. In contrast to the services’ consistent use
of the 70:30 blend for more than 20 years, the
private sector has used a substitute technique to
balance cost and quality. Developing acceptable
alternative blends could strengthen the com-
petitive base by better enabling small businesses
to compete for Government contracts.

The Department of Defznsc agreed that celec-
tive changes. to the blend requirements would
not signiticantly alter quality and said it was
adopting 2 {lexible formula that would allow

- processors to provide the least expensive blend
under the formula and the existing market con-
dition. (B-175530, Nov. 5, 1973.)

- Additional work was performed to determine
whether the Department of Defense was taking
advantage of market conditions on other
products. Specifically, we reviewed procurement
practices, requirements, specifications, pack-
aging, and inspection requirements. We have
called our observations in thesc areas to the
attention of the Department.

Use of Economic Order Quantity
Principle

The economic order quantity (EOQ) principle
is a mathematical device for determining the
purchase quantity that will result in the lowest
total costs for ordering and holding inventory to
meet -cexpected - supply requirements. We sur-
veyed the use of this principle at the Depart-
ment of Defense, the Department of Transporta-
tion, the General Services Administration, and
the Veterans Administration.

We -found that the Government is not saving
as much as it could in operating costs and re-
duced inventory investment because most
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agencies are not applying the principle properly
or fully.
In one or more of these agencies:

~The principle was not used.

—Cost factors used to compute economic
order quantities were not current.

—An inadequate number of factors were used
to accurately reflect costs.

—Price discount information for quantity
purchases was generally not obtained or
used.

—Constraints were placed on EOQ computa-
tions; therefore true EOQs were not deter-
mined.

—The principle was generally not applied to
reparable items.

Recommendations to each agency were gen-
erally concurred in and corrective actions initi-
ated, except for Veterans Administration.
(B-133396, June 27, 1974.)

Industrial Management

Industrial management reviews attempt to
evaluate the efficiency of an organization’s over-
all performance as it relates to the cost of items
produced.

In February 1971 we reported to the Con-
gress that industrial management reviews could
identify ways to reduce Government contractor
costs and that it was feasible for us to make such
reviews. Because of the similarity between con-
tractor and Government industrial maintenance
operations, we are now making these reviews at
Government-operated industrial facilities. Two
are summarized below.

Maintenance Directorate, San Antonio
Air Materiel Area

We reported to the Secretary of Defense that
the Maintenance Directorate (the depot), San
Antonio Air Materiel Area, Kelly Air Force
Base, Texas, could improve its use of direct
resources for repairing, overhauling, and modi-
fying end 1tems.

The depot’s work measurement system, which
was intended to improve labor productivity and
provide better decisionmaking information, fell
short of its objectives because of inflated or in-
appropriate labor standards and incompliete
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productivity analysis. Correction of a single
labor standard for the repair of B-52 wing flaps
resulted in estimated annual savings of about
$400,000.

The depot was experiencing exceptionally
high absenteeism due to sick leave. Reducing the
depot’s sick leave rate to the national average
would provide about $1 million of additional
productive labor a year. A more effective pro-
gram to reducc this loss is needed.

There were opportunities for reducing ac-
cumulations of unneeded parts in maintenance
shops. by improving material standards and con-
trol of parts.

The depot’s 36 percent general-purpose
machine-use rate indicated unneeded machines
were on hand. From a random sample of gen-
eral-purpose machines in four machine shops, we
made four equipment-use studies. The following
chart shows the results of our studies.

After our review, aimost $1 million worth of
machines were identified as excess and were
being offered to other agencies. Many have al-
ready been claimed.

Although the-depot was supposed to compare
repair costs with new part prices before repairing
items, we found the cost of repairing some items
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exceeded catalog prices. Discontinuing repair of
16 sample items saved the depot an estimated
$200,000 over a 12-month period.

The potential savings from strengthening man-
agement controls were not fully measured. How-
ever, it could amount to several million dollars.

The Air Force has taken action on most of
the problems and plans to act on others.
(B-159896, Apr. 11, 1974.)

Puget Sound Naval Shipyard

U.S. naval shipyards are major shore activities
whose missions include repair, modernization,
overhaul, conversion, and construction of ships
for the active fleet. Although the number of
active ships decreased from 917 in 1968 to 523
in 1973, the Navy continued to operate 10
shipyards until the April 1973 decision to close
2 of them. Shipyard employment decreased
from over 90,000 in 1968 to less than 70,000 at
the beginning of 1973. Shipyard costs, however,
remained relatively constant at about $1.25
billion a year.

In view of the overall decline in shipyard
activity, we undertook an industrial manage-
ment review at Puget Sound to identify ways to

53



LOGISTICS AND COMMUNICATIONS

improve or enhance productivity in the ship-
yards. .

Managing the shipyard efficiently and eco-
nomically: was difficult because workload at
Puget Sound had decreased 40 percent during
the 1968 to 1972 period. As a result, shipyard
facilities had been greatly underutilized; much
equipment was underused or idle; manpower
could not be quickly adjusted to workload; and
the labor force had become less productive.

Improvements could be made by improving
machine-use data, the work measurement sys-
tem, the labor standards program, and the
quality assurance program. However, since the
most critical constraint on shipyard operation
appeared to be the level and predictability of
workload, the greatest opportunities for im-
proving overall shipyard productivity required
stabilizing and increasing the workload and
developing a means of balancing manpower
requirements with the workload.

We developed a mathematical model to relate
labor resources consumed to the number of days
that available docks and berths were used. Our
test results of the model were quite favorable
and indicated that it could be used to gage ship-
yard activity and level of employment. However,
we pointed out to the Navy that the model
needed further refinement and should be used
with other indicators of performance, particu-
larly when program results, complexity of work,
effectiveness, and quality were involved.
(B-118733, Aug. 5,1974.)

Pﬁget Sound Naval Shipyard
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fMaintenance

Management of Aircraft Modification
Programs in the Army, Navy, and Air Force

The Army, Navy, and Air Force continue to
be faced with numerous problems in managing
their aircraft modification programs. We found
that:

—Not enough emphasis was given to using the
capability and capacity that exist below
depot level.

—Management data is frequently unreliable.

—Modifications were not adequately tested
before materiel was purchased, causing de-
lays in the correction of equipment defects
and the accumulation of unusable materiel.

—Programs slipped because modifications
were not installed when aircraft came to the
depot for repair or, in some instances, be-
cause aircraft did not come to the depot as
scheduled.

—Maodification kit accountability and control
procedures were inadequate.

Although the services are still confronted with
these and other similar longstanding manage-
ment problems, the aircraft modification pro-
grams of the Army, Navy, and Air Force are
generally at a controllable level. The relationship
between the procurement funds provided to the
Army and Air Force over the past 3 years and
the inventories on hand at June 30, 1973, in-
dicate-that these services have acquired materiel
and installed modifications at a reasonable rate.
The Navy’s inventory of modification materiel is
relatively large.

We suggested that the Secretary of Defense
require the Navy to evaluate its backlog of
modification materiel to insure that the modifi-
cations are still warranted and that the high cost
of installation is justified. In addition, the Secre-
tary of Defense should require each service to:

Develop and submit, with their budget re-
quests for aircraft modifications, backup data
in a standardized format that shows a pro-
jected installation schedule, considers modifi-
cation workloads that have already been ap-
proved and funded, and forecasts capabilities
for installation.



Consider the modification capability and
capacity that exists below the depot level
when identifying the level of application.

Emphasize improving the accuracy and
reliability of modification management data.

The Secretary of Defense said that the serv-
ices generally agreed with our suggestions and
that steps were being taken to implement them.

Maintenance Training for Republic
of Vietnam Armed Forces Personnel

U.S. contractors held 34 logistics support con
tracts, valued at $43.3 million, as of September
1973 to provide training for Republic of Viet-
nam Armed Forces (RVNAF) personnel. These
contracts are administered by the Defense
attache office in Vietnam.

In our report to the Congress on nine of these
contracts, valued at $13.1 million, we pointed
out that the effectiveness of U.S. contractor
training was limited and RVNATF self-sufficiency
. delayed because:

—Not enough people were being trained in
specific skills. -

—Sufficient attention had not been given to
training supervisory or middle-management
personnel.

—High percentages of trainees and those who
completed training were absent from as-
signed duties.

—Poor logistics support by the RVNAF sup-
ply system had impaired the training pro-
gram and caused delays in equipment repair
and overhaul.

We recommended that the Secretary of De-
fense direct the Defense attache office to:

Obtain a commitment by RVNAF to insure
that an adequate number of trainees is pro-
vided when required and to reduce the high
level of absenteeism.

Have an adequate number of middle-manage-
ment personnel trained in areas involving
introduction of new functions.

Require U.S. contractors to alert the Defense
attache office to supply problems so it can
communicate these problems to RVNAF and
find satisfactory solutions.

The Department of Defense agreed with our
conclusions and recommendations and initiated

actions to corrcct the deficiencies noted.
(B-159451, June 11, 1974.)

Jet engine overhaul — Bien Hoa, Vietnam
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Analysis of Air Force Rates of Aircraft
Not Operationaily Ready Due to Supply (NORS)

During the past few vyears the Air Force has
used the NORS rate to justify reprograming
funds into maintenance. Because of this, the
House Committee on Appropriations directed us
to look into the (1) causes of NORS, (2) zpplica-
tion of funds to the most critical maintenance
problems, (3) cost eifectiveness of reducing
NORS to 3 percent, and (4) impact of NORS on
Air Force readiness. In our report to the Com-
mittee, we pointed out that:

—NORS was usually caused by unexpected
part failures, late repair of parts, and modifi-
cation of parts for new aircraft systems.

—The Air Force recognized and was willing to
live with a high NORS rate on new systems,
such as the C-5A.

Funds were being spent primarily on ex-
changeable spares for high-priority aircraft sys-
tems. In addition, even though some systems’
"NORS rates decreased when funds increased, the
impact on the overall NORS rate was marginal.
Furthermore, no strong correlation existed be-
tween funds expended and NORS rates for given
weapon systems.

It would not be cost effective to reduce the
overall NORS rate to 3 percent because a direct
relationship does not necessarily exist between
exchangeable repair funds and NORS rates.
Also, the expense of buying and stocking addi-
tional spares at many locations is prohibitive.

The impact of an increasing NORS rate on Air
Force readiness cannot be quantified.

In summary, we pointed out that the use of
an overall NORS rate as a readiness indicator
was overemphasized and was not sufficient
justification by itself to request reprograming of
funds. (B-179264, Mar. 29, 1974.)

Transportation

Our transportation reviews included land, sea,
and air activities involved in the movement of
personnel, houschold goods, and all types of
supplies and equipment.

Loading and Unloading Ships

Delays in unloading and loading U.S. ships at
Far Last military ports cost the Government
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about $10 million or more a ycar. Reduced
operating hours was onc reason, another was
lack of coordination among the terminals.

These reasons can be traced to the fragmented
funding of ocean shipping (commands con-
trolling port or terminal budgets do not bear any
ship-delay costs) and to the fact that no single
authority is responsible for ship dispatch at the
various terminals.

We recommended that the Secretary of De-
fense make thc port operators accountable
financially for ship delays over which they have
control. The Department also should consider
placing overseas ocean terminals under a single
authority capable of establishing common policy
and coordinating activitics.

The Department did not question our
findings, the estimate of savings, or the rcasons
for delay. It did cite other causes for delay and
agreed to seck solutions of the sort we recom-

mended. (B-179260, Aug. 16, 1973.)

Management of Air Exports

As a part of our continuing assessment of the
effectiveness of military transportation systcms,
we reviewed the military air export cargo man-
agement functions of the Military Traffic Man-
agement and Terminal Service (MTMTS) and the
Shipper Service Control Offices of the Army,
Navy, and Air Force. Military air cexports are
cargo originating inside the continental United
States and terminating outside.

The military departments arc unnccessarily
duplicating MTMTS f{unctions in varying de-
grees, because thecy arc reluctant to relinquish
control over cargo movement. We estimated that
over $1.5 million annually could be saved by
eliminating duplicated efforts and by restricting
management authority to a single agency.

We reported our findings to the Sccretary of
Defense and later, at the request of the Assistant
Secretary of Defense (Installations and Logis-
tics), we participated in a bricfing on the matter.
As a result of our report and subscquent bricef-
ing, the Department of Defense took action to
eliminate the duplication. (B-133025, Oct. 18,
1973.)

Passenger Sedans in the Government

Concerned about the proliferation of pas-
senger vehicles within the Federal Government,
the Ad Hoc Subcommittee on Government



Vehicle Use, Senate Committee on Appropria-
tions, requested us to review the matter. Many
Congressmen also cxpressed an interest and re-
quested that they be nformed of the results of
our work.

A GAO task group found that:

~Individual departments and agencies gen-
crally do not keep central inventories of
vehicles by type and location.

—~Once a year the General Services Adimmis-
tration accumulates a  Government-wide
inventory of vehicles, by department and
agency, without verifying its veliability. The
inventory was incomplete and inaccurate.

—Control over the use and assignment of
vehicles m most agencies is decentralized,
and local officials are respousibie for these
functions.
~The General Scrvices Admmistration and
the departments and agencies have not pro-
“vided adequate criteria for immcasuring vehicle
usc and cvaluating actnal vehicle needs.

—Many installations do not-require daily logs
on vehicle use and their records are insul-
liciently detailed to evaluate the need for
vchicles,

~The Seciretary ol Delense has authorized 70
military and civilian positions transportation
between home and office.

~There is no standard criterion for assigning
vehicles to individuals.

—Many vchicles were hetug used contrary to
department  or agency pohcies for trans-
porting personnel from home to work, from
home ov place of duty to local airports,
theatevs, restaurants, goll courses, and
sporting cvents and their children o and
Afrom school.

—Most agencies have no sound basis for evalu-
ating requests for additional or replacement
vehicles originating from lower level organi-
zational units.,

~Most agencies make no internal reviews of
the management of their passenger vehicles.

Our report Lo the subcommittee included the
group’s findings on these matters and on the
cffect of new energy conscrvation policies on
Government vehicle use. (B-158712, Sept. 6,
1974.)
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New Negotiation Procedures for
Obtaining Transportation Rates

In May 1969 we reported to the Congress that
(1) the Department of Defense could realize
savings by using space on military aireralt to
transport unaccompanied baggage and (2) the
rates charged by forwarders for arranging the
transportation of baggage were high in redation
Lo services provided. We made a foilowup review
to determine what action had been taken on
recommendations in the earlier report.,

Forwarders’ rates were still high - relation to
the cost of services provided, and the Depart-
ment’s negotiation practices had not created a
truty competitive environment. The Departinent
concwrred i owr findings and  subsequently
changed its negotiation practices on shipments
from five points in the Pacific to a more com-
petitive method resulting in rate reductions
ranging from 35 to 48 percent. We estimate that
savings of $1.9 million annually will result from
these reductions.

We reported the results of our Tollowup re-
view Lo the Scorctary ol Defense and recom-
mended that the new negotiation procedures be
adopted in other arcas. In response, the Depart-
ment stated that it was planning to expand
procurement of competitive rates on a world-

wide basis. (B-133025, Apr. 29, 1974.)

Department of Defense Cargo Security Program

During our suwrvey ol the Department of
Defense’s cargo sccurity program, we identified
weaknesses in accounting controls at all levels of
the supply line. Because of these weaknesses, we
could not determine the extent ol cargo losscs
nor evaluate the overall effectiveness of the
program.

In response Lo several interim reports we
prepared  during the survey, the Fighth U.S.
Army, Korca, reported that corrective actions,
taken after our survey was completed, reduced
U.S. Government losses in Korea about
$876,000 annually. This saving is based on the
difference between calendar year 1972 losses of
$1,208,000 and calendar year 1973 losses of
$332,000. We have not learned the results of
corrective action in other arcas,

We reported the results of our overall survey
to the Sccretary of Defense. In response, the
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Department cited the actions already taken or
programed to correct the weaknesses.
(B-180220, Jan. 23,1974.)

Transportation of Armed Forces
- Exchange Goods

The Congress is aware of, and apparently
approves, the use of appropriated funds to pay
some of the transportation costs of military
exchanges. But we could find nothing to in-
dicate that the Congress is aware that such funds
are being spent to procure transportation solely
for exchange goods.

Statutes governing the Army and Air Force
permit appropriated funds to be used for trans-
portation coste of exchange cargo when it is
carried on public transportation not required for
other purposes. Although there is no legislative
history defining “public transportation,” a rea-
sonable interpretation would be those convey-
ances owned, leased, or chartered by the Gov-
~~ernment for which the Government is already
obligated to pay for the space whether it is used
or not.
 After reviewing the matter and evaluating the
various interpretations of the pertinent statutes,
we -believe there is considerable doubt as to the
intent of the Congress on using appropriated
funds to finance the exchanges’ transportation
~ costs.

Because of the amount of appropriated funds
being used for transporting exchange goods
(about $60 million a year), we recommended
that the Congress consider whether it is appro-
priate for the Government to continue paying
these costs when the facilities are not owned by

the Government and the Government is not
otherwise obligated to pay for themn. (B-169972,
Aug. 6,1973.)

Acquisition and Management
of Facilities

Army’s Program to Modernize
Ammunition Plants

In a review requested by the Chairman, House
Committee on Appropriations, we found that
$94 million of $195.4 million requested for
modernization and expansion of ammunition
plants by the Army in fiscal year 1975 was ques-
tionable because the Army may not be able to
effectively use thesc funds. This was the third
year that we reviewed the Army’s budget re-
quests for its ammunition modernization pro-
gram.

The Army initiated several management im-
provements, such as revising mobilization
requirements and planning maximum output of
its modernized production lines during mobiliza-
tion. The Army also has pilot and prototype
projects for new manufacturing technology.
These changes, when fully implemented, should
result in an improved modernization and expan-

sion program. (B-172707, July 15, 1974.)

Value Engineering

Although several construction agencies were
actively seeking to promote value engineering,
all agencies needed to increasc their efforts to
benefit from the value engineering cost-saving

Irydiana Army émmunition plant — manual bag sewing.

8

Indiana Army ammunition plant — automated bag sewing.




technique. Of the 10 construction agencies we
reviewed, 4 had had value engineering incentive
programs for about 10 years, 2 had recently
initiated programs, and 4 had no programs.

Of the six agencies having incentive programs,
four were using unwieldy and complicated
incentive clauses that did not provide specific
sharing ratios for subcontractors, four had no
procedures for handling subcontractors’ cost-
saving proposals two excluded a large portion of
their constructicn contracts from their incentive
programs by restricting the incentive clauses to
larger contracts, and most needed to increase
their efforts to promote contractor and subcon-
tractor participation.

Also there was a need to circulate proven
value engineering proposals within and among
Federal agencies—a major benefit of a value
engineering cost-saving proposal is its potential
for use on other projects.

Federal construction agencies generally agreed
with our findings, conclusions, and recommen-
dations for corrective action. The General Serv-
ices Administration said that steps were being
taken to explore with the construction agencies
the feasibility of developing a uniform incentive
clause for construction contracts awarded by all
Federal construction agencies. The Administra-
tion also said it was willing to develop a system
to circularize proven value engineering cost-
saving proposals. (B-163762, May 6, 1974.)

Air-Conditioning Military
Family Housing in Hawaii

We reported that the Department of Defense
directive requiring air-conditioning of all new
and existing military family housing in Hawaii
was unnecessary. Such across-the-board air-
conditioning  was unwarranted -because of the
cooling effect of the trade winds and the consis-
tently moderate temperature and humidity
conditions that exist in Hawaii. The three mili-
tary services in Hawaii, the U.S. Coast Guard,
the Federal Housing Administration, and private
builders all agreed with our position that central
air-conditioning was not needed except in cer-
tain locations with unusual weather or excessive
noise.

The Department of Defense disagreed with
our conclusions and stated unequivocaily that
central air-conditioning was needed for military
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family housing in Hawaii. We reported our
findings, conclusions, and recommendations to
the Congress, including the fact that, if the
Department does not revise its policy, as much
as $100 million will be unnecessarily spent for
central air-conditioning in Hawaii. (B-172376,
May 20, 1974.)

Effectiveness of Public Law 92-582

Because of requests from several Members of
Congress and because of our own continuing
interest, we arc reviewing the effectiveness of
Public Law 92-582, which requires that archi-
tect-engineer contracts be negotiated with firms
selected by virtue of demonstrated competence
and qualifications. We are evaluating, among
other things, whether the law has (1) increased
competition among prospective architect-
engineer firms and (2) resulted in increasing the
number of new firms being considered and/or
awarded contracts. The selection methods of
Federal agencies are being compared with the
policies and practices of various States, cities,
and private corporations in obtaining architect-
engineer services.

A report on our findings, conclusions, and
recommendations will be issued to the Congress
in fiscal year 1975.

Selling Excess Properties and
Acquiring Public Building Sites

Under competitive bidding, the Governinent
would be better assured of receiving the highest
value for excess property than it would under
negotiated exchanges based on appraised fair
market value. .

Appraised values do not insure that the Gov-
ernment is receiving the highest value obtainable
because participation in an exchange is limited
to one individual. In some cases, former Govern-
ment property was sold shortly after an ex-
change at prices much higher than the appraised
value at which it had been cxchanged.

To provide all interested parties an opportu-
nity to acquire excess Government property in
exchanges, we recommended that the Congress
amend the law to permit the General Services
Administration to offer such property at com-
petitive bid and to deposit the cash proceeds
into a building fund to be used, subject to
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~annual appropriation acts, for acquiring public
building sites. We also recommended that the
Congress amend the law to eliminate the pro-
visions authorizing the acquisition of property
by the exchange method. (B-165511, Feb. 15,
1974,)

Cémmunicaﬁons and
Navigational Systems

Proliferation of Radio Navigation Systems

In a report to the Subcommittee on Coast
Guard and Navigation, House Committee on
Merchant Marine and Fisheries, we discussed the
growing proliferation of radio navigation sys-
‘tems, the need for a comprehensive national
navigation plan, and the need for closer coor-
_dination between Government and civil users in
order to eliminate duplication and reduce costs.

‘For example, the Coast Guard was pursuing
development of three distinct radio navigational
systems—one each for the (1) high seas, (2)
coastal confluence, and (3) rivers and harbors.
Although no system could provide the coverage
and accuracy required, a proper mix of two of
the systems could meet stated requirements with
substantial savings accruing to Government and
users alike. The Coast Guard agreed with our
suggestions and decided to proceed with devel-
opment - of two systems instead of three, re-
sulting in an immniediate savings of $1.3 million
in research and development funds.

We agreed with the Coast Guard’s actions and
suggested some ways in which the implementa-
tion could be improved. However, much more
interagency coordination is needed to arrest the
proliferation of navigation systems, and to
decide upon the minimum number of systems
consistent with Government and civil require-
‘ments. (B-180715, Mar. 26, 1974.)

Communication Center Consolidation

We suggested that the Navy consolidate 12
communication centers in the San Diego area to
2. Navy officials have informed us that as of
March 1974, five communication centers have
‘been closed or consolidated at an annual savings
of $460,000. Their goal is to continue the effort
until only two centers remain. (B-169857, July
17,1974.)
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Data Processing

vompetition—Key to Reducing
ADP Procurement Costs

Federal outlays for automatic data processing
equipment exceed $600 million a year. Because
most of this equipment was still being acquired
without competition, we reviewed procurement
procedures of the General Services Administra-
tion and various agencies. Our report to the
Congress showed how significant savings could
accrue to the Government if agencies followed
regulations and replaced equipment leased under
Federal schedule contracts with equipment
acquired on a competitive basis. In many in-
stances orders were placed to renew leases or to
purchase equipment without seeking competi-
tion or making a dctermination of lowest overall
cost. The Administrator of General Services
agreed with our recommendations which, he
said, would aid his agency in its efforts to
achieve greater economy in the procurement

process. (B-115369, May 7, 1974.)

Printing and Records Management

Public Documents Department,
Government Printing Office

The Government Printing Office is widely
known to the American public through its Public
Documents Department. The Department re-
ceives about 4.8 million orders annually for
Government publications. It also receives over
600,000 customer service complaints annually,
of which it estimates about 40 percent are re-
lated to nonreceipt of publications.

A survey we made revealed several problems
in the order-processing system, which contri-
buted to errors and delays in filling customer
orders. These problems were lack of adequate
control over orders and inventories and the
excessive time spent attempting to decipher
inadequately described publications. We also
reported on personnel-related problems which
could be affecting employee motivation and
resulting in delays to customer orders.

Because the Government Printing Office has a
task force working on customer service prob-
lems, we did not conduct a comprehensive



review. We did, however, present our findings to
the Public Printer. (B-114829, June 14, 1974.)

Regional Printing Procurement Offices

The Federal printing procurement program
completed its first {ull year of operation in [iscal
year 1972. This program was established after a
Joint Committee on Printing study showed that
decentralized printing services and more exten-
sive usc of commercial printing were needed. As
a result of the study, the Committee authorized
the Government Printing Office to establish 14
regional printing procurement offices and re-
quired the Federal agencies to obtain their com-
mercial printing through thcse regional offices.

At the request of the Joint Committee on
Printing, we reviewed the program and con-
cluded that its success is difficult to measure
because there is no standard on how much com-
mercial printing should be obtained, and com-
prehensive information on past commercial
procurement is not available. We did, however,
identify the following arcas for improvements.

The Government incurred additional costs
because the regional printing procurement
offices did not always offer printing to the
“lowest responsive bidder. This was caused by
‘thesc offices manually evaluating orders and
also evaluating large orders on the basis of
expericnce.

The regional offices spent inordinate
amounts of time in processing low-value con-
tracts. The prices charged 1o clients were not
sufficient to cover costs incurred in obtaining
this printing.

Customer agencies complained about long
delays in receiving bills {or printing services.
We found that a portion of the billing process
was involved in duplicate verification of in-
voices and billings.

We developed a computer program for ana-
lyzing bids and recornmended that the Govern-
ment Printing Office install such a program in all
regional printing procurement offices. The
Government Printing Office has since tailored
our program to the needs of the regional offices
and is installing it in 11 of the 14 regional of-
lces.

The Government Printing Office has also
issucd instructions to regional printing procure-
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ment offices to use simplified purchase proce-
dures for procurements of less than $2,500
when the end product is conducive to that
method.

We recommended that the surcharge be ana-
lyzed to determine if small, medium, and large
value printing orders are charged a proportionate
share of cost incurred, and if not, -adjust the
surcharge rates accordingly. The Government
Printing Office is making such an analysis and
plans to modily its billing practices to appropri-
ately recover costs on the basis of individual
jobs, as well as in the aggregate,

We also recommended that the Government
Printing Office reduce reviews of contractor
invoices and customer billings and provide for a
sample postaudit ol both reviews. The public
printer subsequently ordered the implementa-
tion of statistical sampling in the regional
printing procurement offices. (B-114829, Feb.
20, 1974.)

Records Management

Since 1966, estimated Federal costs of paper-
work have increased from §8 billion to $15 bil-
lion a year. Similarly, Federal Records Center
holdings have increased by more than 2.8 mil-
lion cubic feet and now total over 11.6 million
cubic feet.

The National Archives and Records Service
has had limited success in persuading Federal
agencies to correct weaknesses in their records
management programs. One reason is that the
Service identifies needed improvements and
makes sweeping recommendations without
demonstrating corresponding savings.

In our report to the Congress, we recam-
mended that the Service assume a stronger role
by attempting to convince agencies that sug-
gested changes could save time and money. If
this does not work, the Service must exercise its
authority (which has never been used) to report
to the President, the Congress, or the Office of
Management and Budget those instances when
agencies do not take action. Additionally, the
Service could be more effective in minimizing
the time that records are retained in Federal
Reccords Centers and in insuring that records are
destroyed when their period of retention has
clapsed. (B-146743, Aug. 13,1973.)

61




CHAPTER SEVEN

PROCUREMENT AND
SYSTEMS ACQUISITION

Responsibilities

~ The responsibilities of the Procurement and
Systems. Acquisition Division span the entire
spectrum of Federal procurement, including the
procurement and related research and develop-
ment functions, programs, and activities of the
Department of Defense, National Aeronautics
and ~ Space Administration, Atomic Energy
Commission (weapons only), General Services
Administration, -and Renegotiation Board. In
addition, this division reviews the overall policies
and practices of the Federal Government relat-
ing to procurement and research and develop-
ment, -including—but not limited = to—the
acquisition of major hardware systems.

The division is under the supervision of
Richard W. Gutmann, director, and James H.
‘Hammond, Harold H. Rubin, and Jerome H.
Stolarow, deputy directors. An organization
‘chart appears on the following page.

‘Volume of Federal Procurement

Procurement of goods and services by the
“Federal Government in fiscal year 1973 involved
some 16 million transactions and totaled about
'$56.8 billion. The major portion of this amount
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was spent by the Department of Defense and the
military services.

Significance of Programs
For Acquiring Major Systems

The investment necessary in acquiring major
systems continues to have a heavy impact on the
Nation’s resources. While these systems are
dynamic with the acquisition process for new
systems starting and some systems completing
each year, the estimated costs of 104 major
systems being acquired by the Department of
Defense at the beginning of fiscal year 1974 was
more than $162 billion. Another 300 acquisi-
tions by civil departments and agencies was
estimated to cost more than $125 billion.

Significance of Research
and Development Programs

Federal research and development programs
not only have an impact on the Nation’s
economic situation but also shape the Nation’s
future security. In fiscal year 1973, §1 6.8 billion
of the approximately $30 billion spent for
research and development in this country was
funded by the Federal Government. Department
of Defense outlays for rescarch, development,
test, and evaluation programs amounted to

about $8.4 billion in fiscal year 1973.

Avudit Reports

During fiscal yecar 1973 we submitted 21
reports to the Congress relating to research and
development, Federal procurement practices,
and the acquisition of major weapon systems.
These reports are summarized in this chapter. In
addition, we submitted 105 reports to specific
committees and Members of Congress. These
reports included special reviews made at their
request and individual reports on the status of
53 major systems being acquired.

The special reviews concerned such matters as
(1) cost-effectiveness studies for various
programs, (2) contractor efficiency, (3) full-scale
development, (4) contract provisions, such as
escalation, termination costs, and use of mailing
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indicia, (5) contractors’ independent research
and development,, (6) test results of various
programs, (7) sales practices in the chemical
industry, . (8) - executive branch response to
recommendations of the Commission on
Government Procurement, and (9) practices in
procuring specific goods or services and admin-
istering specific contracts.

We also submitted four reports to contractors
and 26 reports to departmental or agency
officials on ‘procurement, systems acquisition,
research and development, contract administra-
tion, and related matters.

A list of reports to the Congress, its
committees. and members, and departments or
agencies is included in appendix 5. A listing of
the reports on the status of individual major
‘systems follows:

Army (14 systems):
Aircraft:
- Advanced Attack Helicopter (AAH)
Heavy Lift Helicopter (HLH)
_Utility Tactical Transport Aircraft System
(UTTAS)
Missiles:
Dragon
Improved Hawk
Lance
SAM-D
~Stinger
Vehicles—Ordnance:
Bushmaster
~Mechanized
(MICV)
Scout '
XM-1 tank
XM-198 howitzer
Other:
Tactical Fire Direction System (TACFIRE)
‘Navy (26 systems):
Aircraft:
CH-53E
~E-2C
- EA-6B
F-14/Phoenix
Light Airbome
"~ (LAMPS)
-P-3C
S-3A
Missiles:
Aegis
- “Condor

Infantry Combat Vehicle

Multi-Purpose System
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Harpoon
Poseidon
Sidewinder
Sparrow-F

Ordnance:
Mark-48 Torpedo Program
Phalanx

Ships:
VAN
DD-963/LHA
DLGN-38
Patrol Frigate (PF)
Patrol Hydrofoil

(PHM)

Sea Control Ship (SCS)
Surface Effects Ship (SES)
SSN-688

Trident
Sonar:

AN/BQQ-5
Other:
Versatile Avionics Shop Test (VAST)

Air Force (11 systems):
Aircraft:
A-10
Advanced Medium STOL Transport
(AMST)
B-1
F-15
Lightweight Fighter
Missiles:
Maverick
Subsonic Cruise Armed Decoy (SCAD)
Short Range Attack Missile (SRAM)
Other:
Advanced Airborme

Guided Missile Ship

Command Post

(AABNCP)

Airborne Warning and Control System
(AWACS)

Over-the-Horizon Backscatter Radar
(OTH-B)

Department of Transportation (1 system):
U.S. Coast Guard:
Polar Class Icebreaker Ships

National Aeronautics and Space Administration
(1 system):
Space Transportation System

Our reports on major systems are prepared for
the committees of the Senate and House for use
in their authorization and appropriation
hearings. These reports contain our assessment




Bell's AAH Mockup

Mackup of MICV
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Space Shuttle System

Hughes AAH Mackup
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of the system’s current status as to cost;
schedule for development, producticn, and de-
ployment; and technical performance.

Science and Technology

We submitted four reports to the Congress on
various aspects of research and development
activities—an appraisal of the development and
use of flight simulators; the development of
aircraft engines; duplication in the development
of new military equipment; and the pros and
cons for participating in international research
and development programs.

Work in process at the end of the year
includes reviews of (1) aircraft collision avoid-

ance systems technology, (2) the Army’s ballis-
tic missile defense programs, (3) the use of
aircraft simulator technology, (4) Government-
wide laser research and development programs,
(5) Department of Defense policies and pro-
cedures for insuring the propriety of inde-
pendent research and development allocations in
accordance with Armed Services Procurement
Regulation requirements, and (6) value of and
alternative approaches for independent research
and development.

Development and Use of
Flight Simulators

Advances in technology are continually
improving the ability of flight simulators to

Artist's conception of the F-4J aircraft weapon system trainer, Device 2FR3.

65




duplicate the operating characteristics of flying
and flight environment. Without the cost and
risk of actual flight, pilots can “fly” takeoffs
and landings, hear engine noise, and feel the pull
of gravity from sharp turns or other mancuvers.

Increased use of simulators could lower flight
training costs greatly, save fucl, and provide
safer training.

After our report 2. the Congress the military
services took several constructive steps to in-
crease simulator development and use for pilot
training. (B-157905, Aug. 9, 1973.)

‘Managing the Development of
Aircraft Engines

The acquisition and maintenance ol aircralt
engines by the Department of Defense is a major
undertaking. It owns about 90,000 aircraft
engines costing about $9 billion. Of this amount,
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ARYIST'S CONCEPNION OF SIMULATOR FOR AR TG 4R COAIRAT

$6 billion is for engines installed on aircraft and
the remainder is for spare engines. During 1971
the Department spent about $1 billion to
maintain these engines, with some 29,000
engines being cither overhauled or repaired.

An cngine usually is not fully developed at
the time it passes the model qualification tests.
It requires extensive and complex development
cffort concurrent with production. This may be
attributed to the practice ol awarding develop-
ment contracts based on specifications
somewhat below the capability ultimately de-
sired. Over a 17-ycar period, about $3.3 billion
has been used for component improvement
programs to attain the engine performance
desired.

In our report to the Congress in May 1974,
we recommended that the Secretary of Defense
modify the method of developing and acquiring
aircraft engines to reduce the extent of concur-
rent development and production. (B-179166,
May 23, 1974.)
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Unnecessary Dupiication in Developing
New Military Equipment

We reviewed Defense policies and practices
for avoiding unnecessary duplication in equip-
ment development. We selected laser applica-
tions, laser-protective goggles, and scatterable
mines for detailed review. We found that
duplicative development programs were being
conducted.

At the time of our review, al! three services
were developing duplicative laser-guided missiles.
A departmental ad hoc group examined this
problem and concluded that as much as $7
million of research and development funds and
up to $50 million of procurement funds could
be saved if duplication were eliminated.

The Army and the Air Force each contracted
for development of laser-protective goggles and
had spent over $660,000 in these development
efforts through fiscal year 1973. A total of
$280,000 was budgeted for continuing their
development efforts in fiscal year 1974.

In 1971 the three services approved separate
requirements for similar air-scatterable land-
mines. A departmental committee, established
to look into duplication of air munitions,
subsequently terminated the Navy’s program
after the Navy had spent about $6.5 million and
estimated it would need an additional $16
million to complete the project. The Army and
Air Force development efforts then required
$28.5 million to complete. In October 1972 the
services signed a joint requirement and a joint
development plan was prepared.

Although each of the services had a system to
coordinate development programs with the other
services, we found they had not coordinated
etffectively. Duplication in development
occurred because (1) key dociiments were not
made available, (2) key documents were not
written clearly enough to compare requirements,
(3) the services did not respond to requests for
comments, and (4) effective action was not
taken to eliminate duplication even when recog-
nized.

The director of Defense Research and Engi-
neering did not agree with our recommendation
in- our report to the Congress in june 1974
requiring interservice coordination and stated
that other management systems existed that
provided opportunity for the services to prevent

€8

unnecessary duplication. We recognize that these
systems may indicate potential duplication;
however, they were not designed to specifically
identify duplicate development which did occur
in the programs we reviewed. Therefore, we
believe that additional actions are nceded to
avoid unnecessary duplication among the serv-

ices. (B-133313, Junc 10, 1974.)

Benefits and Drawbacks of
Participating in International Cooperative
Research and Development Programs

The Department of Defense participates in
cooperative mifitary rescarch and development
programs with allied countries to strengthen
military alliances and to better use free-world
technical and cconomic resources.

We found that as of September 30, 1973,
there were 29 ongoing international cooperative
programs involving the United States and 12
other countries. Because agency records were
incomplete, we could not determine the extent
of U.S. investment in all of these programs;
however, our investment in 21 ongoing programs
totaled $172.1 million. In addition, we iden
tified 15 terminated programs in which the U.S.
investment ranged from $30,000 for an explor-
atory development program to $523.7 million
for an engineering development program.

We found that the Department can achicve
some of its goals for international cooperative
programs by obtaining forcign-developed equip-
ment through (1) interdependent rescarch and
development programs, (2) licensing agreements
with foreign developers, and (3) direct pro-
curement of foreign hardware.

We concluded that the future for inter-
national cooperative rescarch and development
is much more promising for basic research and
exploratory development programs than for
engineering development programs. We belicve
that, since the Department of Defense can realize
favorable cost and technical results, it should
continue to emphasize licensing U.S. production
of existing foreign equipment which will meet
firm U.S. requirements.

In our report to the Congress, we recom-
miended that the Department prepare a formal
annual summary of international cooperative
programs and submit it to the Congress with the




budget. The summary should identify all signil-
icant programs and indicate the estimated cost,
development category, and benefits ol cach. The
dircctor of Defense Research and Engineering,
stated that the Department of Defense concurs
with our recommendation, (B-167034, June 4,

1974.)

Implementation of Lagisiation
involving Contractor Indepandent
Rssearch and Developmeant

Section 208 of Pubhic Law 91441 requires,
among other things, that the Department of
Defense (1) not pay contractors for independent
rescarch and development or bid and proposal
costs unless the work has a potential relationship
to a military function or operation, (2) negotinte
advance agreements to establish dollar ceilings
with all companies that received more than $2
million of independent vescarch and develop-
ment or bid and proposal payments from the
Department ol Defense in the preceding year,
and  (3) base the independent rescarch and
development  portion of the agreements on
company plans that are technically evaluated by
the Department of Delense betore or during the
fiscal year covered by the agreements.

Our report to the Chairman, Senate Com-
mittee on Armed Services, on April 16, 1973
(Payments for Independent Research and De-
vopment  and  Bid  and  Proposal  Costs,
B-167034), made seven recommendations to the
Sccretary  of Defense to improve the imple-
mentation of section 203.

On October 4, 1973, the Chairman, Scnate
Committee on Armed  Scrvices, asked us o
continue our examination of contractors’ inde-
pendent  rescarch and  development  including
followup on the recommendation in our April
16, 1973 report. The Chairman requested that
we also obtain the positions of Federal agencies
having rescarch and development programs on
extending  the  Department’s  independent
research and development policy to these agen-
cics on a uniform basis Government-wide.

In our report to the Senate Committee on
Armed Scrvices, we reported that the Depart-
ment of Defense had issued a series of mem-
orandums which provided new guidance to the
military services in all the arcas covered by our
recommendations. The new guidance, if prop-
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erly implemented, should improve the services’
administration ol independent research and de-
velopment and bid and proposal programs.

We alse stated that we found no unanimity
among Federal agency officials on the need for
such @ wiform Government-wide policy, nor on
whether that policy should be an extension of
the Department of Delense policy. Some agen-
cies do not look upon independent reseaveh and
development as a1 major procurement problem
warranting special treatment, but consider it a
matter alfecting only the defense/space/system-
oriented agencices,

An interagency  task proup, headed by a
Defense  official, s stadying  the  recom
mendations on independent vesearch and devel-
opment and bid and proposal of the Commission
on  Government  Procwrement, including  the
recommendation for a Government-wide policy.
We believe that any action on this matter should
be deferred antil the task proup’s study bas been
completed and the executive branch position is

fmalized, (B-164912, May 1, 1974.)
Planning for Innovative Raesearch

We made a survey within the Department of
Defense and the military services to examine the
relationship between their support of long term,
high-nisk, mventive  (innovative) vescarch pro-
grams desipned 1o produce entirely new nilitary
cqupment, systems, and  processes and  the
support of low-risk (evolutionary) rescarch pro-
grams  designed  te solve relatively  short-term
technical barriey problems.

The services support both long-term  inno-
vative and short-term evolutionary rescarch but
make no attempt to distinguish the extent of
cifort gomg mto such rescarch or (o maintain
the desired balance between them, We believe o
need exists for increased visibility and account-
ability Tor the support of innovative rescarch.

Althoughk we were unable to ascertain the
adequacy of the Department’s support for inno-
vative rescarch, support for rescarch, in general,
had decreased about 30 percent over the last 16
years.

To aggressively scarch  out alternatives Lo
existing  products, systems, and processes, a
conscious and determined cffort must be made
to support mnovative rescarch. Therefore, in 4
report to the Sceretary of Defense in Fehruary
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1974, we recommended that the Director of
Defense Research and Engineering develop more
exphcxt policies and procedures for support of
innovative research designed to develop the
technology base for new ideas and capabilities.
~We further recommended that innovative and
evolutionary research be defined and distin-
guished and that the research be categorized for
measurement purposes. (B-167034, Feb. 14,
1974.)

The Department replied that it was not able
to form a quantitatively useful definition of
innovative research and therefore could not
establish management control in this area.
However, this area would continue to receive
attention at all levels and would be carefully
assessed.

Use of Technology Coordinating Papers

Technology coordinating papers, initiated
within the Department of Defense in 1970, were
intended to be long-range planning documents,
to bring together the exploratory development
goals of the military services in given technology
fields, and to provide a closer coupling between
military requircments and the selection of ex-
ploratory development programs.

Most service officials regarded the technology
coordinating papers as merely another reporting
requirement solely for the use of the Office of
the Director, Defense Research and Engineering.
They stated that there were probably some
coordination benefits, but little use was made of
the papers in planning and managing their
technical programs. Service officials stated that
they need more specific information concerning
requirements, needs, and priorities presented in
a format compatible with the way their respec-
tive services plan and manage technical activities.

We concluded that the technology coordinat-
ing paper process offers the military services a
continuing opportunity to improve the planning
and coordination of their technology-base activi-
ties. To better realize the potential benefits of
the technology coordinating papers, we recom-
mendcd that the Sccretary of Defense:

1. Emphasize the preparation and use of
thc technology coordinating papers in order
to resolve service opposition to cstablishing
the new management relationships.
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2. Establish a formal, direct, and visible re-
lationship between the technology coordinat-
ing papers and the military services’ planning
and management documents and processes to
promote the paper’s accuracy, credibility, and
use. (B-164912, Mar. 14, 1974.)

Defense officials agreed that emphasis on
technology coordinating papers should be con-
tinued to overcome service opposition but dis-
agreed with the need to cstablish a direct and
visible relationship between technology co-
ordinating papers and the services’ planning and
management documents. As an alternative, the
services arc being instructed to provide an analy-
sis of their fund allocations for cach established
technology arca beginning in fiscal ycar 1976.

General Procurement

Our general procurement audits resulted in six
reports to the Congress on (1) ways to reduce
administrative costs for awarding ncgotiated
contracts, (2) usc of formal advertising for pro-
curement, (3) a build and charter program for
nine tanker ships, (4) pricing of contracts with
foreign firms, and (5) borrowings under the
Emergency Loan Guarantce Act (two reports).

At the request of the Chairman, House Com-
mittee on Government Operations, we prepared
two reports on the progress of executive branch
action on recommendations of the Commission
on Government Procurement. We also prepared
a report at the request of the Architect of the
Capitol, furnishing an analysis of a price pro-
posal received by the Architect.

Work in process at the end of the fiscal ycar
included: (1) Government support of the ship-
building industrial base, (2) Air Force expendi-
tures for acrospace ground equipment used to
repair, maintain, overhaul, and operate aircraft
and related subsystems, (3) a review of the ef-
fectiveness of Department of Defense purchasing
offices in negotiating noncompetitive contracts,
(4) a survey of the feasibility and cconomies of
the Government’s policy of self-insurance, (5)
determining ways in which the General Services
Administration can become more effective in
making commercial goods and services available
to civil executive agencies, (6) identifying
actions that could be taken by Government or



contractors to improve the efficiency, or mini-
mize the consumption, of energy, and (7) de-
termining what the Government is doing to em-
- phasize’ or_encourage agencies and activities to
buy recycled products.

Redﬁcing .Administrative
Costs on Negotiated Contracts

The Department of Defeunse spent $35 billion
in fiscal year 1972 for goods and scrvices pro-
cured under negotiated contracts. Individuals in
and out of Government frequently express the
view that the Department could improve its ne-

“gotiated buying without weakening numerous
laws, rules, and regulations designed to safeguard
‘the taxpayer’s dollar.

We cxamined the Department’s policies and
practices for buying parts and components by
negotiation, to identify opportunities for im-
proving procurcment methods. We then inquired
into how business firms throughout the country
bought similar parts and components. We found
many similarities; however, the main difference
is that, in addition to obtaining materials and
sérvices, the Deparlment—in response to con-
gressional  desires—attempts to get maximum
competition and to meet certain nonprocure-
ment objectives (such as small business pro-
grams, labor surplus arca programs, the Buy
American Act, cqual employment opportunity
programs, ctc.). In sceking competition, industry
generally solicits proposals from a limited num-
ber of carcfully selected firms while the Depart-
ment of Detense generally solicits many {irms to
achicve. maximum competition and to avoid
charges of favoritism and collusion.

In our report to the Congress, we did not con-
sider industry policies and practices to be those
which- the Department should follow. However,
we did use industry mecthods as guides in identi-
{ying ways to reduce costs.

Millions of dollars in administrative costs
could be saved annually without sacrificing ade-
quate.. competition, reasonable prices, or the
nonprocurcment goals of the Congress. For ex-
ample:

About $900,000 could be saved annually on

procurements over $10,000 by a 50-percent

reduction in the number of pages in solicita-
tion documents and a reduction in the num-
ber of documents in a solicitation package
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prepared by the Navy and the Detense Supply
Agency from three to two.

A substantial annual saving could be rcalized
by preparing fewer solicitation packages.
Costs of up to $30 million annually might be
avoided at procurement centers by raising the
ceiling price on purchases subject to simpli-
fied negotiation procedures from $2,500 to
$10,000.

About $150,000 could be saved annually if
the requircment for preparing certain de-
terminations and {indings was repealed.

We recommend that the Department cn-
courage: greater use of master solicitations and
require its procurement centers to include only
two copices of the solicitation document in cach
solicitation package. Since the Department’s
buying system is tied to legislation, certain ad-
ministrative costs cannot be reduced without
congressional action. We therefore recom-
mended that the Congress enact legislation:

Authorizing agencies to solicit proposals from

a competitive, rather than a maximum, num-

ber of sources.

Raising the ceiling price of procurements sub-
ject to simplified procurement practices.
Repealing the requirement that contracting
officers prepare determinations and {indings
for certain procurcments.

The Assistant Sccretary of Defense (Installa-
tions and Logistics) agreed with the general
thrust of our recommendations, and stated that
the Armed Services Procurement Regulation
Committee was working on those matters that
could be resolved within the Department.
(B-168450, Sept. 17, 1973.)

On May 21, 1974, we testified before the
Subcommittee on Legislation and Military Oper-
ations of the House Committee on Government
Opciations on our position on a bill (H.R.
14494) that would raise to $10,000 the ceiling
for Government procurements subject to simpli-
fied purchasing procedures.

Improvements Needed in Use of Formal
Advertising for Government Procurement

Government agencices procure materiai from
privatc industry by two basic methods—formal
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‘advertising and negotiation. Procurement by
negotiation - permits discussion of a proposal
while' formal advertising requires inviting sup-
pliers to submit a firm bid price for a specified
product or service.

Historically, the Congress has believed that
Government interests are best served by a maxi-
mum amount of competition for any particular
procurement. Procurement by formal adver-
tising, when feasible, offers the best opportunity
for full and free competition.

Congressional hearings, speeches, und articles
frequently cite problems Government agencics

“face in using formal advertising for procurement.
With this in mind, we reviewed formal adver-
tising procedures and practices used by procure-
‘ment offices in the Department of Defense, the
General Services Administration, and the
Tennessee Valley Authority. We reviewed pro-
curement records for 138 formally advertised
contracts awarded from September 1967
through May 1971 and valued at about §97 mil-
lion.

~ In our report to the Congress, we identified
problems that limit competition and increase
costs to the Government and offered suggestions
for more effective and less costly use of formal
advertising for procurement.

For the 138 contracts examined, we found
that 8,956 suppliers were solicited; however,
~only 8 percent submitted bids. Fifty-three of the
138 contracts were awarded on the basis of 3 or
fewer bids. Sc me of the causes for low response
were:

Bidders lists were based on broad categorics
of items and did not reveal the refatively few
sources capable of bidding for a specific item.

Previous bidders were not regularly solicited.

Advertising in the Commerce Business Daily
was not timely, and the published description
of supplies or services requircd was insuf-
ficient to elicit bids.

Causes for the low number of bids were not
evaluated to increase competition for future
procurements.

Restrictive specifications or purchase descrip-
tions were -used repeatedly.

The complexity of invitations discouraged
suppliers from biddmyg.

Bidders were given insuflicient time to bid.
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Bids were rejected because of minor dis-

crepancies.

We concluded that routinely following pro-
cedures for formal advertising does not always
insure effective competition. Procuvement of-
ficers need to give closer attention to how well
their formal advertising practices achieve maxi.
mum competition,

We  recommended that the Department of
Defense and  the General  Services  Adminis-
tration, the major agencies responsible {or pro-
curement policy, instruct their procurement of-
fices and agencies to:

Establish programs to selectively review the
extent of competition achieved under formal
advertising  and  take aggressive  action (o
stimulate competition where 1t appears to be
restricted.

Establish work simplification prograins to
reduce administrative cost by (1) sohciting
only previous bidders or supphers and firms
that request an invitation Tor bid, (2) simpli-
fying and shortening invitations for bids, and
(3) reevaluating the requivements for distrib-
uting invitatious for bids.

The agencies agreed in general on the prob
lems but did not always agree with our suggested
solutions. Both agencies were concerned about
the additional regulation and control that we
seemed Lo be suggesting, While the Department
of Defense saidd many of the sugpestions had
been considered previously, would be costly,
would add to procurement time, and would cre-
ate additional paperwork, the General Services
Administration said that these probleins could
be solved by cducating personnel at the oper:
ating levels of procurement. We agree that edu
cating perseancl is necessary, but we also helieve
Government agencies should achieve more genu-
ine competition in formal bidding at lower ad-

ministrative costs. (B-176418, Aug. 14, 1973 )

Lease Versus Purchase of Navy Tankers

One of the responsibilities of the Navy is 10
arrange ocean transportation of bulk petroleum,
oil, and lubricant products for the Department
of Defense.

In June 1972 the Navy entered into a build

and charter program to acquire the use of 9 new
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tankers: Private interests were to provide the fi-
nancing for their construction, with a commit-
ment from the Navy, that it would lease the
tankers, with venewal provisions, for 20 years.

The cost to the Government to lease these
tankers in undiscounted dollars would be $314
million, while the cost to purchase in undis-
counted dollars would be $136 million. How-
ever, whether leasing ov purchasing is the more
economical alternative depends upon the
discount rate used to calculate the present value
of future payments. Our analysis shows that it
would be more economical to purchase the
tankers using a 6 percent discount vate under the
criterion contained in Office ol Management and
Budget Circular A-76, and that it would be more
advantageous to lease the tankers using a 10 per-
cent discount rate under the criterion contained
m Circular A-94.

The Department did not concur in our recoms-
mendation. Therefore, we stated in our report
that Defense, along with Office of Management
and Budget, should determine the appropnate
discount rate to be usea .n lease-versus-purchase
analyses.

Since the Navy’s build and chavter program is
similar to Government  programs  lor leasing
buildings, we suggest that the Congress consider
evalnating the need for legislation similar (o
Public Law 92-313 of June 16, 1972, This law
amended the Public Building Act of 1959 to ve-
guire congressional approval ol all leases preater
than $500,000 a year and to require that a pro-
spectus containing the details of the transaction
be provided to the Congress. Shnilar legislation
may be appropriate for long-term leasing of such
assets as ships. (B-174839, Aug. 15, 1973.)

Contracts with Foreign Firms
Should be Priced in Local Currency

The Department ol Defense has not establish-
ed a formal policy for determining whether de-
lense contracts with foreign firms should be
priced in dollars, local currency, or a combi-
nation of both. Since selection ol currency is
left to the judgmeni of local contracting offi-
cers, 2 number of different practices exist, some-
times within the same country or continent.

The kind of currency used is ol little impor-

tance when the rate of exchange is stable. When
the exchange rate has a history of significant
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fluctuation or is expected to change during the
contract period, the kind of currency used be-
comes important.

We found that the Department of Defense re-
frained from formulating a wnifovm policy on
the basis that its contracting officers needed
tlexibility to insurve that (1) currency fluctu-
ations did not vesult in unjust gain or loss to
either the U.S. Government or the contractors,
and (2) payment arvangements did not provide
mcentives for contractors to speculate on cur-
cency fluctuations. We believe this approach has
not accomplished the intended purpose; i lact,
the opposite appears to have ocawred ina num-
ber of wstances. While theve is a diversity in the
practices being employed, generally the arca or
local practices tollow the contractors’ wishes.

In owr report to the Congress we recommend-
ed that:

The Secretary ol Defense establish a policy
requiting that tocal curvency be used to price
and pay foreign conmracts anless theve is a
compelling reason to use dollars, snch as a
requirement  for purchases in the United
States. '

Justihications for pricing and paying contracts
in dollavs be approved at a level above the
contracting oltlicer. Such policy would pro-
tect both  the U.S. Government and  the
foreign contractors i the event ol curvency
thnctnations,

A lesy preferable method would be to pay

foveign  contvacts in dollars subject to pro-

visions for an appropriate price adjustment if
the exchange rate fluctuates  signilicantly
during the contract period.

The Assistant Secretary of Defense (Installa-
tons and Logistics) did not agree with the con-
clusions and recommendations in our report.
The Department did agree to review this matier
larther to determine to what extent any type of
policy pronouncement or revised management
ol payments to foreign conmactors might he
appropriate to protect the mterests of the U.S.
Government. (B-146749, July 6, 1973.)

Guarantee of Contractors’ Loans
The Emergency Loan Guarantee Act of 1971

created the Fmergency Loan Guarantee Board
and anthorized it 1o provide a Government
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B-1 bomber

completed for use in 1976 in deciding whether
to produce the B-1 in quantity. (B-178845, Apr.
16,1974.)

On June 10, 1974, the Chairman, Senate
Committee on Armed Services, asked us to re-
view the Department of Defense ongoing cost-
effectiveness study of the B-1 when it is
completed; to provide an independent assess-
ment of the assumptions, as well as the con-
clusions and recommendations; and report our
findings and recommendations to the committee
as early as possible, but not later than October
1,1974.

Outlook for Production of
Two Shipbuilding Programs

As part of our continuing review of major
acquisition programs, we examined the status of
two of the Navy’s largest shipbuilding
programs—the general-purpose amphibious as-
sault ship (LHA) and DD-963 destroyer.

Much controversy developed over these con-
tracts, particularly over delivery delays and cost
growth of the LHA program. Contractor cost
estimates for the LHAs are more than ceiling
price, and dclivery has been delayed 2 years or
morc.

In our report to the Congress, we noted that
the principal concern of Litton and the Navy
regarding  these programs was the unintended
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simultancous construction ol the LITAs and
DD-963s and the adverse elfect that wshippage in
the construction schedule ol one program could
have on the other. There was little doubt that
Litton and the Navy
problems involved in (1) starting a new ship
building facility, (2) obtaining an adequate work
force, (3) designing ships 2,000 miles from the
construction site by a completely new organi
zatiop, and (4) using acrospace production tech-
niques.

Unique contracting concepts also contributed
to the problems. For the first time, the Navy
delegated to the contractor almost complete
responsibility  for decisions on  program  exc-
cution and complete design responsibility. The
effects of these concepts will not be known until
all contractor claims arc resolved. Both parties
have made charges on actions or inactions.

underestimaded  the

Serious problems have been encountered in
getting the LHA program underway. Both the
Navy and Litton project cost increases on the
LHA contract, but Litton’s estimate is higher
than what the Navy considers aliowable under
the contract. They disagree on who is responsi-
ble for the problems and resulting cost growth.

The cost and schedule estimates of the
DD-963 program have changed litde since the
contract was signed in Junc 1970. Congressional
reservations, however, were expressed in 1972
when the Congress declined to authorize the



next block ol 7 ships (beyvond the 16 author
ized), providing ouly long-lead-time item fund
ing. The stress i Latton genevated by this sitn
ation freeze the umownced  cost
estumates and the delivery schedule o the
30-ship progrimn.. We believe some cost growth
ad schedule shippage on the DDOG1 program
can be expected. Hvarances do arise, Litton s
likely not o disclose them anol after author
pzation or when the full program seems com
mitted,

tends o

Our report contamed no recommendations ol
snggestions for the Navy, We did note that
Niscal vear 1973 the Conpress withheld procime
ment hinds tor destvoyers 17 thvough 23 be

canse o problems with the LHA program; there
19710 the Congness st
decide whether e wali ]‘l'n\i(l(' $387 mllion ton
these 7 ships and $198 milhon tov Tong lead time
cquipment Tov the Tast 7 ships of the 30 ship
progrian. (B 163068, July 26, 1973.)

fore, m liscal yew

Testing and Evaluation
Policies and Procedurues

Inan Anpgust P72 veport to the Congress, we
made soveral recommendations to the Depant
ment ol Delense Tor mmproving testing and
eviduation - the aequisition process Tor major
weapons systems,

Because ol the importance ol testing, we
nde a Tollowon review ol testing s evalua
tion policies cnd procedures associted with 16
major acquisitions. We found that the Depart
ment of Delense and the military services nuade
policy, procedural, and organizational changes
that krgely met onr recommendations.

We also reviewed the process of repovting
testing data to the Congress on congressional
data sheets for those major weapon systems that
mvolved procurement fund requests, Since many
feasibility tests are completed hefore procure
ment funds are requested, we hehieve it would be
usclful to the authorizing and  appropriating
Committees if this test data were provided i the
same form and content as on the congressional
data sheets. In November 1975 we recommend-
ed o the Department of Delense that it report
test data on afl major systems appearing as line
items in the budget, whether in rescarch and
development or production, in the same form
and detail nsed for the congressional data shects.

Justification

PROCUREMENT AND SYSTLME ACQUIRTTON

The director of Defense Research ol Fopt
necring agreed with owe veconmmendation
sad the Navy had taken action sianlar 1o owr
recommnendation inoats fscal year 1975 budget
naterial, Army and A
material wall he o organized (o mplement the
recommendation bepinnig with the hseal yen
1976 buadeet ustitication, (B 163058, A, 18,
1974.)

l"nl'l ¢

Improvemonts Neadad in
Doveolopmant Tosting

In recent veaus congresstonal attention o
cused on prablems momeetimg cost, schedulde,
ad perdormaice topets established Tor mapon
weapon systems, Phe Department of Delense e
sponded by stressig the importance of testing
hardware belove a decasion s wade 1o produce
1.

We aeviewed development testing on several
systems and subsystems essental to the Navy s
avbovne anhsubumarine wanbare mission and the
clifect of such testing an Luter phases ol sysicm
acquisitions. We yeviewed ane helicoptey system
and hive avaralt sensor systems, with estnmated
total development imd production costs of $5746
million. These sensors are, and will be for yens
Lo come, essendial to the mission etlectivencss of
move than $6 hidbhion worth ol antisubimanne
wan b e airaratbt,

Development testing s capable of disclosing
problems and nsks carly in the acquisition cycle,
bhut the problems were often not resolved and
continued into operational testing ol the cqup
went. Weaknesses were found e the plinnimg,
perforning, and veporting of developiment tes
ing and i the use made of the test resulis, These
weaknesses fimited the imission capability of the
caquipment and related systems,

Weaccommended that the Navy take o senies,
of actions to implement o fafly responsive con
trol system 1o amprove development test and
evihiation and apply ity gesulis carly in the
deasionmaking process. We also yecommenderd
that Navy development activities establish o test
and evalnation section. These sections should be
mdependent of the project engineers and be re
sponsible for (1) reviewing test plans to insure
full coverage of technical and performance arcas
st out by operational requirements and (2
reviewing test results and reports to insure that

)
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they are clearly stated and that risks associated
with the system are presented.

The Congress should consider some reordering
of priorities to reduce cost and schedule pres-
sures on the development and testing of sensors
cansed by the pace of new antisubmarine war-
fare aircraft programs. In addition, the Congress
may want to question whether the Department
is placing appropriate emnhasis on development
of needed sensor capabilities in comparison with
the emphasis placed on production of new anti-
submarine warfare aircraft. (B-163058, Mar. 7,
1974.)

Status of Selected Major Weapon Systems

In 1969 various congressional committees
asked us to report periodically on the progress
and status of various system acquisitions. Prior
to fiscal year 1974, we reported the status of
major systems annually as of june 30. In fiscal
year 1974 we began semiannual reporting with
status reports as of December 31, 1972, and
June 30 and December 31, 1973. Evaluations of
selected management functions will now be re-
ported as they are completed in lieu of com-
bining an assessment of management actions and
financial status in a single annual report. The
schedule and performance data on various
systems will continue to be reported in our an-
nual staff studies on individual systems.

During hearings before the Subcommittec on
Priorities and Economy in Government, Joint
Economic Committee, in November 1973, it was
suggested that we include schedule and per-
formance data in addition to the financial data
in the semiannual report on the status of select-
ed major weapon systems.

Our third semiannual report, submitted to the
Congress in May 1974, included financial data, a
listing of systems 12 months or more behind the
planned schedule for deiivery of the first incre-
ment, and a listing of systems which, in our
opinion, have experienced significant changes in
planned performance. We reported a net increase
of $7 billion in estimated costs of 55 major
wcapon systems for the 6 months ended
December 81, 1973. In addition, we included
schedule data for 24 systems behind the planned
schedule for delivery, and performance data on
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15 systems that have experienced significant
changes in planned performance. (B-163058,
Oct. 2, 1973; Nov. 13, 1973; and May 31,
1974.)

Audit of Paymenis for the C-5A Aircraft

Public Laws 91-441, 92-156, 92-4306, and
93-155—thc Depariment of Defense Appropri-
ation Authorization Acts for fiscal years 1971,
1972, 1973, and 1974, respectively authorize
funding for the C-HA arcraft program. These
laws (1) provide for payments (o the C-DA
contractor—-the Lockheed Atrrcrafi
Corporation—through a special bank account,
(2) contain certain restrictions on the payments,
and (3) require us to audit payments from the
special bank account and submit guarterly re-
ports to the Congress.

Since Junc 16, 1971, the Department of the
Air Force has paid Lockheed $634.1 millien
from the special bank account against the total
appropriated amount of $657.5 mithon, In our
four quarterly reports to the Congress in fiscal
year 1974, we found no payments from the
special bank account to Lockheed that were
contrary to the Jaws.

In our previous reports we questioned the
propricty of payments to the contractor for
contributions to cmployces’ retirement  funds
well before the contractor nceded them. In
response to our recommendation, the Depart-
ment issued Defense Procurement Circular 114
in July 1978 which includes regulation changes
designed to encourage regular payments by
contractors to pension funds. (B-162578, Aug.
10, and Dec. 3, 1973, and Fcb. 19, and May 20,
1974.)

Options for Reorienting the
SAM-D Program

In our report to the Congress in Junc 1973,
we suggested the Congress consider whether a
new cost-effectiveness study of the SAM-D
surface-to-air missile system was warranted in
view of cost increases 2nd other changes made to
the program. In its report on the Department of
Defense Appropriation Bill for fiscal yvear 1974,
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Boll Aerospace surface effect ship.

Report No. 93-617, the Senate Committee on
/\|)|)ru|)riulim|s directed the Seerctary ol De-
[ense to conduct a cost-effectiveness study of
the Army’s SAM-D missile program. In his
December 19, 1973, letter (o the Seoretary of
Delense, the Chairman, Rescarch and Develon-
ment  Subcommittee, Senate Commiitee  on
Armed stated  that the
clfectivencess study should be predicated upon a
set of assumptions acceptable 1o the Congress.
The Chamman Turther requested that we work
with the Department in the review ol the as:
sumptions,

On January 10, 1974, the Deputy Secretary
of Dclense directed the Army to reorient the
SAM-D program from o tullscale engincering
development program to an advanced develop-
ment program.

We stated our understanding ol the current
program and the basic options available 10 the
Department and the Congress in o report to the
Chaivman, Rescarch and Development Subcom-
mittee, Scnate Committee on Armed Services.

(B-1630568, Apr. 29, i574.)

Services, Coslt-

PROCUREMENT AND SYSTEMS ACQUISITION

Genarl surface affoct ahip

Aerojet

Risks Involved in Surface
Effact Ship Program

In owr yeview of the effectiveness ol testing
practices followed o the
sclected matoy weapon systems, we concluded
that test data obtained by the Navy's surface
cllect ship program office was insufficient 1o

development  of

permit proceeding with conlidence into the de-
Caded desipn phase of the program. We reported
to the Seerctary of Defense on November 21
1973, and recommended that the Navy not be
allowed 1o proceed into the detailed design
phase vuntif certaon high risks were solved.

The  Charrman, Rescarch and Development
Subcommitice, Senate Gommititee on Armed
Services, expressed concern about our findings
and requested they be seriously considered by
the Department of Defense. On January 273,
1974, the Deputy Searctary of Defense directed
the Navy to undertake a risk reduction program
before proceeding into the detailed design and
long-tead -time  procurement  phase of  the
program. (Nov. 21, 1973.)
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CHAPTER EIGHT

FEDERAL PERSONNEL
AND COMPENSATION

Responsibilities

The Federal Personnel and Compensation
Division carries out GAO’s audit work relating
to Government programs and activities for man-
aging and compensating Federal workers. This
includes, but is not limited to:

—Manpower requirements and f{illing those

requirements,

—Employee development through training,
education, and career managcment
programs.

—Use and retention ol employecs.

—Federal pay, fringe benefits, and retirement.

—FEmplovee relations, including ecqual employ-
ment opportunity programs, labor-manage-
ment relatonships, social responsibility
programs, and morale and welfare activities,

Forrest R. Browne is the divisicn airector and
David P. Sorando is the deputy director. An
organization chart of the division appears on the

following page.

Size and Cost of the
Federal Work Force

In June 1974, the Federal Government em-
ployed about 5 million persons: almost 2.8 mil-
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lion civilian emplovees and about 2.2 million
active duty military personnel. The Government
paid about $63.5 billion in direct compensation
and personnel benefits for this work force
during the fiscal yecar. An additional $1.5 billion
was paid for the nearly 1 million members of the
Rescrve Forces and the National Guard.

Payments totaling more than $10.9 billion
were made to Federal retirecs and their sur-
vivors. Annuitics ol about $5.7 billion were paid
from the Civil Service Retirement Fund, and
nearly $5.2 billion was paid from appropriated
funds to retired military personnel and their
SUrvivors.

Assistance to the Congress

Nearly 40 percent of the audit work of this
division during the year was performed in re-
sponse to congressional requests. The number of
requests received increased markedly over the
preceding vear, from 52 to 93. At June 30,
1974, we had 47 open requests on which we
werce working.

In addition to sending reports to committecs
and Members of the Congress to respond to their
requests, we informally provided information
they requested through briefings, staff papers,
and descriptive data.

In several cases, the information provided was
used by the Congress to substantially reduce
Federal expenditures. For example, the House
Appropriations Committee used such informa-
tion (1) to make a $1.5 million reduction in the
fiscal year 1974 Defense appropriation request
for the Uniformed Services Savings Deposit
Program and (2) to recommend that, except for
the accounts of military personnel missing in
action, the program be terminated. The Depart-
ment of Defense terminated the program as
recommended, and this action should annually
save more than $25 miilion.

Our policy is to assign stafl members to com-
mittees of the Congress that ask for staff assist-
ance, provided that manpower and funds are
available to permit such assignments. At June
30, 1974, two of our senilor staff members were
assigned to committees—-one to the Manpower
and Civil Service Subcommittee of the House
Post Office and ZCivil Service Committee; the
other, to the House TForeign Opecrations and
Government Information Committec.
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FEDERAL PERSONNEL AND COMPENSATION
Audit Reporis

During fiscal véar 1974, we pvepared 40
reports on Federal personnel and compensation
matters. Of that number, 8 were submitted to
the Congress and 18 werc submitted to specific
committecs or Members of the Congress on re-
views made at their request. The iemaining 14
reports were sent to heads of departments and
agencics.

Most of our reports contained recommenda-
tions to promote greater cffectiveness, effi-
ciency, and economy through improved per-
sonncl management and controls. Agency
officials were generally responsive to our
reports, indicating agrecement with our findings
and intention to take corrective action. Specific
actions taken during ihe year on our reports
resulted in one-time savings of about $14.8 mil-
lion and estimated annual savings of more than
$28.5 million.

The remainder of this chapter summarizes the
principal audit work completed during the year
and in process at the end of the year.

Acquiring and Managing
The Work Force

Apportionment Requirement For
Federal Service Appointments

The Civil Service Act requures that appoint-
ments to competitive civil service positions in
the departmental service in Washington, D.C., be
apportioned on the basis of population among
the States, territories, and the District of Colum-
bia. By Execcutive order, the requirement wus
extenided to positions in the Washington metro-
politan arca. Apportionment was based on the
belicf that all parts of the country should be
represented in Government operations at the
national level.

We reported to the Congress that the effect of
apportionment had beer minimal. Only 15
percent of the 326,000 civilian Federal cm-
ployees in the Washington area in May 1973
werc counted against the requirement. The
remaining 85 percent \erce either employees
whosce appointments were not subject to appor-
tionment (such as veterans) or were cmployees
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in positions for which the requirement had been
watved. For jobs that were apportioned, cquita-
ble distribution had not resulted.

We concluded that apportionment had out-
lived its usefulness. Accordingly, we recom-
mended that the Congress act favorably upon
nroposed legislation to eliminate the require-
ment. (B-84938, Nov. 30, 1973.)

Seiection of Support Activity Sources

As stated in Office of Management and Budg-
¢t Circular A-76, the Government’s policy for
obtaining commercial or industrial products and
services is lo rely on the private enterprise sys-
tem unless the national mterest requires a Gov-
crnment agency to provide them directly. Fach
ageney s required to maintain an inventory of
commercial or industrial activities and to review
each activity at least once cvery 3 years to
tusiify in-house performance. The reviews
should include cost studies whenever in-house
performance is based on cconomy.

We reviewed implementation of Circular A-76
at seven civil agencics whose annual operating
costs of inventoried commercial or industrial
activities totaled about $300 million. We found
and reported to the Congress that six ol the
seven agencies had not complied with the re-
gquircments of the circular for one or more of
the following reasons. They had not:

-Supported justification for in-house per-
formance of activities.

—Inventoried and/or reviewed
activities.

—Completed reviews when required,

significant

Further, we reported that conversion of activ-
ities to contract nerformance had not been
carricd out as prescribed by Circular A-76;
internal aadit groups had not reviewed agencics’
implementation of the circular; and agencies’
instructions implementing the circular did not
provide sufficient guidance.

Our reccmmendations, which generally paral-
leled those of the entire Commission on Govern-
ment Procurement, weve that a new appmach
and stronger implementation were needed in the
application of the circular policies. We recom-
mended that a senior member of the Office of
Management and Budget be assigned full time to
this matter and that he be assisted by an



force. Such a task force was
established under the Office of Management and
Budgeet's  Chicl, Procurement aad - Property
Branch. This vroup is directing its cfforts (o
achicve stronger mmplementation  of Circular

A-76. (B- 158685 Tuly 31, 1973.)

inter-agency  task

Replacing Military Personnel
with Civilian Employees

The work forces at the Marine Corps Fianee
Center and Automated Services Genter in Kausas
City. Missouri, mclnde both Marines aud civil-
jans. The financiald
transactions of disbuwrsing oflicers, pays clams,

Panance GCenter examines
collects amonnts doe, and maantas fies and
records. The Automated Serviees Center pro-
grams and operates computer equipment used
mainhy Tor pay and  manpower  management
systems.

During our review ol stalling «t the contars,
we learned that the Marme Corps planned o
convert some ol the military posttions i the
two work forees (o avilun positions. The plan
calted Tor redueig the number of Marmes at the
centers to 272 at June 30, 1975,

We reported to the Secretiny of Delense tha
there was no need to continue cmploying Mae
rines af the centers. Mavines e not required o
be there by Liw, and they do not perform any
dutics that civilians could not perform more
clliciently and cconomically. The 272 Mannes
could be replaced by 249 cwvilins. Because of
this and other identiliable savings, conversion to
civiliin work Torces would reduce the centers’
costs by more than $950,000 a year.

Accordingly, we recommended that the Secre-
tary of Defense divect the Marne Corps to civii-
mnize  the centers” work
recommended that he imtate action to identify
simikor activities ol the Army, Navy, and Ajr
Force where civilimzation ol military positions
would result in inereased elficiency and ceon-

omy. (B-146890, June 19, 1974.)

forces. rurther, we

Project Reflex

In 1970 the Deparoments of the Army, Navy,
and Air Force began Project Retltex. Under the
project, several laboratories  operated  under
financial controls without manpower cetlings, so

FEDERAL PERSONNEL AND COMPENSATION

Maring enlisted personnel at the Manne Corps Finance Centem
pull pay folders of teteed Maomnaes 1o makae sure they are up 1o
date.

nanagement could adjust personnel Jevels 1o
match workload needs and avinlable Tands, We
reviewed the project ind reported thad, although
it was to operate without manpower certlings,
some  constraints  remained. These  inchded
hiring Breezes and, i some cases, cethimgs were
only partidly lifted. Morcover, while effors had
been made to develop technigues Tor measuring
project soceess, the tochnigues had not been
developed by the time we completed our review.,

Nevertheless, we found that benefits had been
readized from the project. For example, plinning
for and matchins funds, workload, and man-
mmproved. Management
with more options 1o use, ey, diredt hire or con-
tracting, and was uble to acquire skilled en

ployces

power was  provided

needed  to increase  officiency  and
productivity. Morcover, management  wis  re-
leved of the costly and time-consuming adminis.
tration associated with manpower ccilings. We
agreed with Defense and service officials that vhe
project should continue, Further, it shoald be

extended to other Federal iboratories and o
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other Government activities, particuolarly activi-
ties in which productivity measurements have
been or can be developed.

We reccommended that the Office of Manage-
ment and Budget, delegating appropriate respon-
sibilitics to the General Services Administration:

—Develop and furnish agencies with common

criteria and guidelines for implementing the
tes. of managing through fiscal controls.

—Encourage agencies to test the use of fiscal

controls to manage operations.

~Monitor actions taken and results cxperi-

enced by the agencies.

We also recominended that the Secretary of
Defense authorize continuation of the project at
the service laboratories.

The Department of Defense concurred in cur
report and endorsed the recommendations.
While agrceing with the project objective, the
Office of Management and Budget suggested
that objective measures of productivity be devel-
oped before expanding the project to other
agencies. (B-165959, Junc 21, 1974))

Army Enlisted Evaluation System

In April 1974 we reported to the Seeretary of
the Army the results of our study of the Army’s
Enlisted Evaluation System. The system pro-
vides data used as a basis for individual per-
sonnel actions and other management actions,
such as «.tablishing training plans. The evalua-
tion process, which cost about $7.5 million in
fiscal year 1970, consists of (1) tests of an in-
dividual’s ability to perform assigned tasks and
(2) one or more Enlisted Efficiency Reports
representing a supervisor’s asscssment of certain
professional charactenistics, duty performance,
and advancement potential.

We reported that test absentecism appeared to
be a problem; about 50,000 soldiers (14 per-
cent) missed their scheduled tests in fiscal year
1972. The number of test compromises (i.c.,
tests being acquired by unauthorized persons)
scemed to be rising, increasing {from about 12
cases a year in the 1960s to 35 cases during the
first 6 months of calendar year 1973. Moreover,
while a purpose of the evaluation system is to
provide an objective measure of personnel com-
petence, the system did not appear to have
much impact on enlisted promotion decisions. It
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accounted for only 15 percent of all factors con.
sidered for promotions.

Actions taken by the Army should improve
the system’s operation, but we concluded that
the active support of field installation and unit
commanders was needed. {B-177952, Apr. 5,
1974.)

Pay and Fringe Benefits

Need to Revise Method of
Increasing Military Pay

The objective of Public Law 90-207 is to pro-
vide military members with pay increases com-
parable to Federal civilian pay incrcases. We
reported to the Chairmen, Senate and House
Armed Services Committees, that military com-
pensation adjustments made under this faw and
laws which adjust the qguarters and enlisted sub-
sistence allowances separately had not achieved
that objective and had caused:

—Overstatement of military basic pay.

—Understatement of quarters and officers’

subsistence allowances.

—Ii:flation of other pays, such as retired pay,

related ic hasic pay.

~Increased take-home pay for nmulitary mem-

bers living and cating in Government facili-
ties over that of members residing in civilian
communities.

We recommended that the Congress change
the method of determining military pay increases.
We pointed out that either of two alternatives
would correct the most significant pay adjust-
ment problems and save the Government an
estimated $2.9 billion during the next 5 years.
Onc of the alternatives had been proposed by
the Departinent of Defense; the other had been
suggested by the Brookings Institution. We
preferred che latter, called the equal percentage
method, because it was simple to explain, easy
to understand, and uncomplicated to administer.

The report also identified the following prob-
lems inherent in the military compensation
system which tend to frustrate accurate trans-
lation of civilian pay increases into military pay
increases:

~There 1s no agreed-upon external standard

for military pay.



—Regular military compensation, the sun of
basic pay, quarters, subsistence allowances,
and tax advantage, is not a precisc cquiv-
alent of a civilian salary.

—~The military compensation system is not
interrciated with the General Schedule as
arc other Federal pay systems for the pur-
posc of determining pay adjustments.

—~Equal, across-the-board regular  military
compensation increases, when desirable, arc
virtually impossible to achieve.

Since solutions to these problems require exten-
sive study and consideration, we recommended
that they be addressed by the Defense Man-
power Commission.

The Department of Defense withdrew its
original proposal and submitted a new proposal
recommending that the Congress adopt the GAO
preferred equal percentage method. This pro-
posal was passed by the Housce of Representa-
tives on July 1, 1974, and was awaiting action
by the Senate. (B-163770, Mar. 14, 1974.)

Need for Executive Pay Increase
And Reform of Pay-setting Process

In February 1074, we sent to various congres-
sional committees, Members of the Congress, and
agency heads a report containing information
and observations on the need for adjustment of
Federal exccutive pay and reform of the pay-
sctting process. The report was prepared in
response to requests from a committee chairman
and a number of Members of Cougress.

We reported that the quadrennial procedure
for adjusting the pay of officials in the exccu-
tive, legislative, and judicial branches, as pro-
vided by the Salary Act of 1967, was laling to
achicve its objective, Thesc officials’ salaries had
not increased in B years.

Morcover, senior employeces th pay systems
other than the Executive Schedule were Josing
significant  comparability salary mcreases and
retirement benefits because the salary rate of
Executive Level V had placed a $36,000 ceiling
on these pay systems since January 1971, This
adversely affected, not only the employces, but
also the Government, because it had made it in-
creasingly difficult to hire and retain sentor level
personnel.

We concluded that (1) the President’s Febru-
ary 4, 1974, rccommendations {or increasing
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exccutive, legislative, and judicial salaries should
be accepted and (2) major reforms were nceded
i the process for adjusting Executive Schedule
salarics.

The Congress did not accept the President’s
rccommendations.  However, several legislative
proposals were subsequently mtroduced in the
Congress to adjust exccutive pay and to make
major changes in the pay-setting process to cor-
rect or help alleviate the problem. We submitted
specific comments and testilied on these pro-
posals. (B-101892, IFeh. 19, 1974.)

Approving Extended Sick Leave
For Retiring Employees

Federal civilian employees carn 13 days of
sick leave a vear, and any unused sick leave in-
creases employees’ service time in computing
retirement annuitics. Nevertheless, it is finan-
cially advantageous for employees to use the
leave before retiring, because they generally ob-
tain a larger anuuity and receive full pay while
on leave,

We reported to the Sceretary of Defense that
in an cxamination at five military bases we
found that (1) on May 31, 1973, 246 cmployees
were on extended sick leave pending optional
retirement and received approval for an average
of 222 days of sick lecave vadued at about $2.7
million and (2) during the previous 6 months,
139 ol the 263 emplovees who optionally re-
tired used an  verage ol 172 days ol sick leave
valued at over §1 million after their last day of
\\"()l‘k.

At three installations, requests {or extended
sick leave were approved routinely, usuadly with-
out adequate medical evidence supporting the
employees’ incapacity for work. One base re-
quired such evidence, and the other prohibited
extended sick leave in connection with optional
retirement. These varying practices may have
occurred because the Department of Defense
had not issued guidelines to administer this
aspect of sick leave,

Employces on extended sick leave remain on
the payroll, and Lmitations on Tunds und man-
power spaces have prevented their being replaced
by hiring additional permanent cmployees.
Conscquently, work was deferred, the workload
ol other employces increased, and overtime and
hiring temporary employees were required.
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The Comptrolter General testifying before the Senate Post Office and Civil Service Committee on executive, legisiative, and judicial pay
bills. Left to right are Assistant Director John S. Emery, Comptroller General Elmer B. Staats, and Director Forrest R, Browne.

Because about 300,000 Defense emplovees
either were or would soon be cligible for op-
tional retirement, the widespread use ol ex-
tended sick leave could become a major prob-
lem. We recommended that uniform policies be
established requiring adequate medical evidence
before approving extended sick leave und that
Defense installations review existing cases of
employees using such leave pending optional
retirement. The Department  of Defense in-
dicated that our recommendations would be

implemented. (B-152073, Feh. 19, 1974)

Paying Compensation Claims
Of Disabled Federal Employees

During fiscal year 1972, the Government
27,000 injury and fatality

processed  nearly
for Federal emplovees and

claims  submitted
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paid over $186 million against such clams. Onr
report to the Congress highlighted the need Tora
faster way to pay these claims. We pointed out
that, on the average, fre1 49 days to 70 days
clapsed between the time an emplovee was in-
jured and stopped work and the time his com-
pensation caim was approved for payment by
the Department of Labor’s Oifice of Federal
Employees” Compensation. As a genceral rule, the
compensation check was mailed to the employec
2 or 3 days alter the claim was approved.
Agency representatives attributed this time
lapse to a number ol factors, including (1)
understaffing at both the employving agencies
and the Office ol Federal Employees® Com-
pensation and  (2) emplovees and  supervisors
bemg lax in completing required forms, sub-
nitting mcomplete or ingaccirate data, and not
knowing their rights and responsibilitics.



We recommended that the Congress favorably
consider pending fegishition that would have
reduced the Lig in compensation payments by
permitting cach ageney 1o pay s employees’
claims rather than the Office of Federal FEme
lovees' Compensation. This seemed appropriate
since 90 pereent of the chiums had been ap-
proved i the past. Morcover, pavments nade on
claims subscquently disapproved by the Office
of Federal Employees' Compensation could have
heen recouped by the Government by withe
holding  salaries, retirement benelis, or leave
halances after ciplovees returned to work,

That legislation was not enacted by the Con
gress. However, at the close o the fiscal year,
the Congress was constdering new, very similar
legishition divected at reducing the time required
to nay compensation claims 1o disabled Federal
cmplovees, (B-1575493, Nov. 21, 1973.)

Training and Education

Transition Program

The Transition Prograne was inttiated by the
Department of Delense in 1968 o provide mili-
tary  enlisted personnel with educational and
vocational trainimg designed o mercase ther
cmployment - civilian hife alter
separation from service. We reviewed the pro-
eram shortly alter its mitiation and reported o

chances  of

the Congress that management  improvements
were needed. (B-164088, Dec. 8, 1969.)

During 1974, we concluded a
followup review to evaluate the program at the
installation
way, the Defense Subcommittee, House Com-
mittee on Appropriations, requested us to pro-
vide it information we had developed on the
program. The subcommittee used the informa-
tion extensively during its hearings on the fiscal
year 1974 Delense appropnation request. At the
conclusion ol the hearings, the subcommittee
recommended rermination ol the program. In
response, the Department of Defense terminated
the program on May 31, 1974. The phascout of
the programn resulted in (1) savings in fiscal ycar
1974 estimated at $30.8 million and (2) future
years’ savings  cstimated at more than $100
mitlion.

[iscal  year

level, While the review was under
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We believed that, although the program was
termiated, the results ol our review would be
beneficiadl 1o the Department of Defense in
planning future programs having objectives sinn
L to Programe. Ac
the Seerctary ol

Defense our findines and rebited sugpestions on

those ol the Tonsttion

cordingly,  we reported 1o
areas where the program had heen deficient. In
commenting on our report, the Department ol
Delense mlormed ns that our sugpestions would
be incorpornted i the basie plans ol any tutare
programs  that are similar or related to the
Transition Procram. (B 161088, Apr. 1, 1971)

Consolidating Undergraduate
Helicopter Pilot Training
We o reviewed  the

two undergrduate helg

copter pilot trammyg progiams ol the mihitoy

Transition Program job training in the Navy.
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services. The Army program was 36 weeks long
and included 210 flying hours in helicopters at
Fort Wolters, Texas, and Fort Rucker, Alabama.
Air Force students were being trained by the
Army. The Army pianned to closc its training
site at Fort Wolters and consolidate training at
Fort Rucker in fiscal year 1974,

The Navy program, conducted at Pensacola,
Florida, was 44 weeks long and included a total
of 216 flying hours in fixed-wing aircraft and
helicopters. Marine Corps students were being
trained by the Navy. Although the Navy pro-
gram was 8 weeks lenger than the Armny’s, both
programs provided essentially the same number
of flight and academic hours of training.

We recommended to the Secretary of Defense
that he direct the Navy to discontinue the
fixed-wing training and move toward consoli-
dating undergraduate helicopter pilot training
under a joint, all-helicopter program because:

—After the Army consolidates its program at
Fort Rucker, that installaticii will be used at
only 55 percent of capacity and could ac-
commodate all Defense undergraduate
training requirements through 1976.

—The Navy could discontinue the fixed-wing
portion of training without degrading its
training program. Such action would enable
the Navy to cancel plans to buy 93 new
fixed-wing aircraft costing 818 million.

--The Army had 565 excess training heli-
copters that could be used in a consolidated
training program.

—The Navy could cancel plans to construct
training facilities costing $1.5 million.

Army officials did not object to our proposal for
consolidation. Navy officials were generally op-
posed to this recommendation. (b-157905, May
8,1974.)

Full-time, Fully Funded Education
Of Military Personnel

The Department of Defense spent over $170
million during fiscal yvear 1973 on full-time,
fully funded graduate and undergraduate educa-
tion programs for military personnel. The results
of our survey of these programs were reported
to the Secretary of Defense.

We reported that, in the graduate education
arca, officers were enrvolled i disciplines for
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which there were no vahidated requirements or
for which a sufficient inventory ol oflicers with
advanced degrees already  existed. Conversely,
shortages  of  officers with advanced  degrees
existed in other disciplines, and in some cases,
positions validated as requiring an advanced
degree were being filled by officers without such
degrees,

In the undergraduate education arca, the
Navy was using its cnlisted personnel program to
satisfy cducational aspivations of enlisted men
rather than to fill job requirements,

The Department of Delense informed us tha
it concurred m our recommendations for corree-
ave action and that they would be implemented,
(B-172773, Mar. 6, 1974.)

Interseivice Training in the
Department of Defense

We reported to the Seerctary ol Defense that
economies and cfficiencies obtainable through
consolidating common Defense traiming require-
ments had not been achieved. This ocearred
hecause cach military service had decided how
its training requirements could best he met with-
in 1ts own resources. Neither the Office of the
Secretary  of  Defense nor the service  head-
quarters had assessed ciforts by training com-
mands Lo promote interservice trhining.

After learning of cur findings, the services
began a joint review of training programs and
resources to identify interservice training op-
portunitics. The prospects for meaningful
progress were cncouraging because ol the sery-
ices’ apparent willingness to relinquish parochial
interests and to join in a concerted effort to
promote interservice training.

We made reccommendations dirccted at having
the Office of the Sccretary of Defense monitor
the services” interservice training cfforts. We
were nformed that action was being taken o
implement the rccommendations. (B-175775,
Nov. 27, 1973.)

Training and Education Programs
For Employeas of the Department
of Health, Education, and Welfare

We o reported 1o the Secretury of Health,
Education, and Welfare the results of our survey



of the training and education programs Tor civil-
i cemploycees in his Department. The repott
identificd several arvcas mvolving adiministration
ol the programs in need ol hmprovement:
Training plans were not based on formad ve-
views of training needs.
Ihe Department necded to give more atten-
tion to developmy enrricnloms and conrses
to satisfy training necds common (o s con-
stitnent agenqies,
The Department had oot evaluated  the
cllecniveness ol training programs.

—The Department’s annuat training veport to
the Civil Service Commussion was inaceurate
and mcomplete.

The Department was in general aceord with
onr abservations. It ook coertam actions and
planmed others which, if properly implemented,
should improve the admmistration ol the
training  programs.  (B-164031(1), July 19,
1973.)

Civil Service Commission
Training Centers

Administration of Civit Service Commission
regional training centers and exceutive seminar
centers was the subject ol 4 report 1o the Come
mission chairman. The report discussed eertam
management  weaknesses we observed o the
administration of the centers” training progranns.

AL several regional (raining centers, certaim
practices were anmeconomical and adversely al-
feeted  the availability ol training programs.
Non-Government istructors were usced under
conditions other than those permitted by Com-
mission regulations, This practice may  have
increased (raining costs. Payments ol $50 o day
were often made to non-Government instructors
for developing or modilying course materials o
content, even though the services for which pay-
ments were made did not comply with Commis-
sion guidelines.

The use of training contracts between  the
Commission and individual agencies had, in
some instances, caused agencies to (1) contimue
using the Commission on a contract basis, al-
though internal training capabilities could and
should have been developed, and (2} pay more
for training than they would have paid if the

Y
Q
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tratnig, services had been obtained from an
outstde contractor,

found
that the Commisston should (1) Lave propram
directors specialize i assigned arcas (o better

AU the executive semmar centers, we

use their hackgrounds and expertence, (2) estab-
Iish o reasonable peviod for providing advanee
notice to partictpants of their selection to attensd
courses, so they would have tme 1o properly
prepare for the program, (3) review selection
procedures with agencies to insure that courses
meet organjzational and individual needs, and
(-H) Dbase admission 1o training on applicants’
responstbilities, position, and potential rather
than solely on arade level.

Commission officials agreed with owe Tindimgps
and indicated that our reconunendations Tor con
rective adtion would  be

(B-15 1678, Jan. 7, 197:1))

implemented,

Employee Relations

Department of Defense
Domestic Action Program

Sceveral years ago, the Departiment of Delense
mitiited w0 Domestic Action Program under
which military personnel ave used o help other
Federal agencies and the private sector solve
domestic problems. We reported to the Seore.
tary ol Defense the resalts ol onr survey of
prouram opertions st Live major nnlitoy -
statlations wnd one Reserve and Tour National
Guoard units.

Ouly  one mstallation visited,  Fort Bragg,
North Carolinag, was achieving sipnilicamt results
m the community with the Domestic Action
Program. The Fort Bragg’s
program appeared to be directly refated to the
Faet that it had originated @similar program in
968 and 1o the way the commanding officer
supported it

The other instalations and units visited had
not mmplemented  well-organized  programs, al-
though cach was conducting domestic action

clfectiveness ol

activities (o some extent, Commanding officers
ol these mstallations and units had not estab-
lished  cffective communications or  actively
sotght projects which would benehit both the

military and the communitics.
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Responses to a GAO questionnaire from 683
“enlisted men and junior officers indicated they

had the ability and desire to participate in the
program and that the program had not received
adcquate publicity either on the installations or
in the communities.

The program had no legislative authority, and
we recommended that the Secrctary of Defensc
obtain legislative approval for the program. We
also recommended specific actions to correct
program weaknesses and to improve its benefits.

(B-176807, May 20, 1974.)

Uniformed Services
Savings Deposit Program

We reported to the Chairman, House Com-
mittce on Appropriations, on the review he

asked us to make of the Uniformed Services
Savings Deposit Program. The primary objective
of the program was to encourage military per-
sonnel overseas to save more moncey and therehy
favorably affect the gold flow problem. Interest
at 10 percent was paid on moncy deposited hy
or for military members stationed in forcign
countrics. Fund withdrawals by participants
overseas were to be made only when (heir or
their dependents’ health or welfare was in
Jeopardy.

We reported that a number of  problems
existed in the program. Emergency withdrawals
occurred at a high rate, and in a number of
cases, withdvawals  exceeded the participants’
account balances. Deposits in excess ol the
maximum allowable had been made, and some
participants redirected allotment funds  rom

: Engineers'.of the 618th Engineer Company at work on high school athletic facilities and the final result—the football field.
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other savings programs to this 10-percent inter-
¢st- progran. With respect to the Latter, it ap-
pears that if allotments had not been redivected,
they avould have Been deposited in other savings
‘)l‘();_{l';lills and would not have been spent on
forcign cconomies.

Only 15 pereent of eligible enlisted members
and 40 percent of cligible officers participated
the  program.  Overall program  participation
amounted to less than 19 pereent ol the elizible
military personnet.

After learning what our review disclosed, the
Committce reduced the fiscal year 1974 Defense
appropriation request for the program by $1.5
million and recommended that, except for the
accounts ol military members missing in action,
the program be terminated by June 30, 1974
The Scnate Appropriations Commitiee agreed
with the House actions, and the Departinent of
Delense terminated  the program  as
mended. Estimated annual recurving savings ol
$25.8 million should result from this program
termination. (B-159854, Ieb. 7, 197+1.)

recom-

Eﬂorts to Recharacterize Military
‘Discharges Because of Drug Involvement

‘l{cspnnding to a request Trom Congressnnm
Jolin M. Murphy, we reviewed the Department
of Defense’s special cfforts to reconsider dis-
charges under other than honorable conditions
given-on or before July 7, 1971, 1o service mem-
bers because of drug involvement. We reported
to the Congress that veterans who had received
such discharges were experiencing problems in
obtaining employment aud vocational training
or cducation and  discontinuing ther drug
dependence. '

As of December 31, 1972, 3,591 forme. serv-
ice members (or about 55 pereent of the number
estimated o have reccived other than hon-
ovable discharges during the period January 1,
1966, to June 30, 1971) had applied for dis-
charge recharacterization consideration. Of this
number, 1,426 discharges were upgraded, 1,036
remained wnchanged, and 1,129 applications
were still under review,

Department of Defense officials believed their
cfforts to publicize the recharacterization pro-
gram - had been successful. However, many
former service members, as well as individuals
who directed and staffed a sizable number of
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drug treatment centers in three major metro-
politan aveas, cither were uninformed about the
progranmt or  lacked knowledpe  to
counsel those tor whom the program was it
ated.

adequate

Further, the Departmeni’s basic policy state-
ment on the program pernmitted varied inter-
pretations by military departments imples
menting the poliey. This ked to inconsistencies in
the policies and practices followed by the mli-
tary departments and appeared  to vesult in
incquitable treatment to cpphcants.

Our veport contained recommendations for
improving the recharacterization program. ‘the
Department aceepted a number ol these recom-

mendations. (B-173688, Nov. 30, |‘.)7.'5.)

Adverse Actior and Appeai Systems

A report to the Gongress disenssed our review
ol the Civil Service Commission’s adverse action
and appeal systems, Under these systems, Fed-
cral civilian employees can appeal varions ad-
verse actions taken against them by manage-
ment, such as cortain suspensions or removals
from work and Turloughs without pay. The three
levels of appeal are (1) agency appellate sys-
tems, (2) Commisston regionai appellate ofhces,
and (3) the Commission’s Board of Appeals and
Review.,

We reported that the propricty of and need
for ageney appeal systems were questionable
because  of problems associated with inade-
quately trained hearing officers, excessive time
requived to process appeals at the agency level,
and duplicate offort volved in hearings by both
the agencies and the Commission.

mployees were concerned that the adverse
action and appeal systems were unduly manage-
ment-onented. A major factor leading to this
concern was  that most cmpl()yccs were not
granted hearings until alter penalties were im-
posed. We also obscerved needs for (1) Commis-
sion appellate  offices to have authority to
mitigate penaltics and (2) the Commission Lo
restructure its appellate organization.

Our report contained recommendations for
improving the operation and administration of
the systems. The Commission concurred in our
recommendations and indicated that action was
under way to implement them. Morcover, the
issuc of timing of the hearing was the subject of
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proposed legislation in the Congress at June 30,
1974. (B-179810, Feb. 5, 1974.)

Incentive Awards Program

We reported to the Congress the results of our
review ol the Incentive Awards Program for
Federal emplovees. During fiscal year 1972, the
Government granted over 833 million for
133,731 performance awards (lump-sum special
achievement awards and quality increases).
About §4.6 million was granted for 56,606 em-
ployee suggestions. The Civil Service Commis-
sicn reported measurable benefits of $315 mil-
lion related to special achievements and adopted
suggestions; benefits related to quality increascs
were not measured.

Performance awards were not as effective as
they could have been. Of more than 1,900 ran-
domly selected employces, 56 percent indicated
the program had not motivated them to do a

“better job, and 67 percent believed favoritism
was shown in granting cash performance awards.
It appeared that this lack of confidence occurred
because:

—Cash performance awards had been used

inconsistently.

Miss Ona M. Noble, receiving a cash award for making a
beneficial suggestion; deputy director David P. Sorano; and
director Forrest R. Browne.
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—Program administrators were  confused
about the circumstances under which eachy
type of award could be granted.

—Many employees were not told why specifie
awards were granted.

—About ounc-fourth ol Federal avihan em.
ployees were not cligible for quality inerecase
awards.

Employees generally had more confidence in
suggestion awards than in performance awards,
However, employee participation in the sugges-
tion portion of the program could have been
increased had it been more actively promoted
and 1f sugegestions had been processed prompily,

We recommended to the Chairman, Civil Sery-
icc Commission, a4 number ol actions that would
improve the operation and management ol ihe
program and mcrease its  ciedibility  among
Federal employees. The Commission responded
promptly to mplement the recommendations.
(B-166802, Nov. 1, 1973.)

Other Programs

Personnel and Other Costs Reduced
By Consolidating Reserve C-130 Units

Our review of the stafling and cquipping of
Reserve C-130 arcralt units was the subject of a
report to the Congress. The total-force concept,
a central part of the U.S. national security strat-
egy, provides that Reserve Forces units will be
structured like active forces units.

Active squadrons are equipped with 16 G-130
aircraft. At the time of our veview, cach ol 28
Reserve squadrons was equipped with 4 to 8 air-
craft, and there was no plan to provide more
thun 8 aircraft to cach squadron. We estimated
that $27 million could be saved annually by
reducing the 28 Reserve squadrons to 14 squad-
rons and equipping them like active squadrons.
About $24 million of the savings would result
from reduced personnel requirements. We there-
fore recommended that the necessary action be
taken to reduce the number ol Reserve C-130
squadrons in a manner consistent with the total-
force concept.

The Department of Defense partially imple-
mented our recommendation by consolidating
two squadrons at cach of three locations. This



action resulted in the Department reducing its
fiscal year 1975 budget submission by nearly $2
million and reducing fiscal year 1976 and sub-
sequent years” submissions by almost $2.5 mil-
lion. The Department advised us that further
squadron consolidations would have 1o await the
results ol an ongoing study. (B-158626, Feb. 20,
197-4.)

Department of Health, Education, and Welfare
Automated Personnel infermation Systems

We reported o the Seerctary ol Health,
Education, and Weltare on our survey ol the
automated personnel management information
systems ol his Department. Owr report stated
lfl;ll there were numerouns difficulties and short-
comings i the Department-wide system,  the
Personnel Data System. Officials of the Depart-
ment and s agencies aso cited objections Lo
and ‘deliciencies i that system, including fack of
confidence in the system, errors in the data files,
and maccurate reporting. We concluded  that
procedures for auditing and editing the system’s
data were not udcqu;llc LO assess accuracy.

An. undetermined number ol nonstandard,
noninterfacing personnel management informa-
tion systems existed among the Department’s
agencies. - The  independent  development and
maintenincee of these systems led to duplicate
development time and  operating costs. For
example, the Social and Rehabilitation Service
and the Office of Education have their own
systems, which cost about $40,000 to operate
during fiscal year 1972, The data clements in
these systems duplicate the clements contained
i the Personnel Data System.

Further, we identitied certain dilliculties with
the Terminal Data: Collection Service, a pro-
posed extension ol the Personnel Data System.

Departmental officials informed us that our
recommendations  for dealing with the dif-
ficultics. and shortcomings  highlighted above
were being considered. (B-164031(3), July 27,
1973.)

Ration Supplement Program
For Vietnamese Servicemen

A report was sent to the Seerctary of Defense
“on our review ol the Ration Supplement Pro-
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ciam for the Armead Forces of the Republic of
Vietnam. Under tnis 3-year program, the U.S.
Government provided food for Vietnamese serv-
iccmen at an estunated cost of $87 mithion. The
program objectives were 1o provide an adequate
dict for Vietmamese servicemen and, conse-
quently, improve their morale and  wellare.
During the lirst year, the United States was (o
provide all the food. The Vietmamese were to
provide 30 pereent during the second year and
70 percent during the third year.

We reported that food provided by the United
States during the first year contributed signifi-
cantly to the program objectives. However, the
program fell short of its objectives during the
sccond and  third years primanly because the
Victnamese Governntent was unable to make its
planned coniribution ol food. We also reported
that the program suffered from Jack ol adequate
and realistic plaming priov o its implementa-
tion and from ineffective management.

Durmg our veview, we made several recom-
mendations recarding  the management  and
operation ol the program. These were imple-
mented by the Mihtary  Assistance CGommand,
Vietnam, and resulted in estimated savings Lo
the United States of about $13 malhion. The
program was Lo be terminated by March 31,
1974, and the Department ol Delense informed
us that if 1t were reimstated, every consideration
would be given to the matters discussed in our

Uy
report. (B-159451, Dec. 3, 1973))

Vietnamese servicemen receive monthly issue of food from the
Ration Supplement Program.
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in Process

At the dose of the vear, 87 audits were in
t

process. They involved the wide spectrum of
Federal personnel and compensation matters,
including:
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White-collar pay syvstems—a study of the desir-
ability of subdividing into occupational
groups the vanous white-collar salary sched-
tles under which more than 1.3 nullion
Federal emplovees are paid.
Blue-colar pay svstem—un examination ol
selected aspects of the process used to estab-
lish pay rates for more than 500,000 Federal
blue-collar employvees.

Upward mobility—a review ot the manuer in
which agencies plan and mmplewient upward
mobility programs for Federal emplovees and
the monitorship of these programs by the
Civil Service Commission.

Service academies—a multiphased  review,
requested by a number of Member of Con-

aress, at the five service academies (Army,

Navv, Adr Forcee, Coast Guard, and Mevchang
Movine) o determine (1) win
drop our, (7 academny operating costy ql
how they compare with the costs of oihe

some vadets

wavs of raininge efticers, and (3) whethe
cadets are tramed the way the senvices wang
them trammed.

Manpower requurements o siudy and o
parison ol the methods used by Fedonl
departinents and agenaies todelemune angd
assess requirements for civilum emplovees,

Mibitary commussaries at the tegquest ol sey
cral Mewmbers of Congress, areview (oo evaly
ate tive reasonableness and apphoation of
critevia nsed by the Department ol Delense 1o
confinne unhitany

cestablish and operating

commmissaries i the contimental Unmited Staies,

Milicwy reeruiting aoveview ol the nuhitny
services” reevuiiimg activities inchidimy (1) the
matagenient ol reanmters aud fiamonald e
sources, (2) the teanot gquality and entione
test vequarements, and (3) the advertsimeg
prograim used by the senviees oo then e
cruiting elforis



CHAPTER NINE

MANPOWER AND WELFARE

Responsibilities

e Manpower and Weltae Diviaon e
,\-‘mnsihlc (}_\1‘ ahitms numpower, health, edu
cation, and Cmcoeme secunty operations ol
prn)ix;n'n.\' adminntered by the Departimeni ol
Health, Education, and Weltae: the Depaoment
of Tabow; the Nattonal Saence Foundaton, the
Oftice of Foonomic Opportunty: the Consumen
Product - Satery Conmussion; ACTTON, (he
Corporation for Pubhi health
proptams ol the Departiment of Detense and the

Broadeastingg;

Civil- Service Comnission: the Rabroad Retae
Sment Board: and the Veterans Adomusteation.
The divecton of the division s Garepory | Al
and Dean Ko Crowther and Wallioan DO Macan,
Jrooave the deputy dwvectors. An ovgaozation
chart ol this division appears on thie following

pase,

Audit Reports

Durteg fiscal vear 1974, 17 veports m this
area ol vesponsibility were submitted to the
Congress and 51 were submitied to specthe come
mittces or Members of Congress on reviews
omade ac s dicir vequest.s In addition, 25 veports
were sent to department or agency ollicials.

MANPOWE I ANV E ANE
Phese completed yepores ave histed mappendin

S The vumba and Gopes ol yepants completed
At shown mothe imbalation on page 97

Assistance fo the Congraess

Abour 20

Washieton and held saall vesomioes weee ap

man veats ol the professional
phod fonand diect assistanee fo the Cangress in
Pveal vean 178 P vepresented about 46 pay
cond ol all wonk done one thas diveaon s assign

e laded (1)
vindeviaken at (he

mcnis, The avastanee poovided

unestizafions and teviews
spocihie tequesd ol n‘l\_)‘_lt"\\lnn;lltnll\\l\lllt vyl
Moembare ol Congress, (M) stall eeastance (o
S), (V) commentimg on
V() presonnimg
at commmttee hoanmgy (sev app. ),

Comnpees (sec app
}H'lhllll}" l\‘_\‘_l\l.llh\l\ (~ee h
festimonny
ated (0 divenssing work phans and aodat bidiogs
with the statts ot conpresstonad commmtfees

Phe dovaon wanked one DPHEY congressional
requests e becal vear 19700 A1 the dlose ol e
iseal vear, 9% such LCHUeR I Wete aper,

Many requeste o avastanee, moaddibon ta
the completed veports maed o congressaonal
comnuitees o Membor ol Gongess shown
the tabolation on paee 957 were atehied waith
stbnee ol mlonmal vepores either onadly on by
cottespondence not chvsihied s reportss hioadd
dition, seven sbvments were prepaned Lo tesn
mouy helore convresaonad commntievs o sah

connndices

Dopartment of Health, Education,
and Welfare

Ovarviow of Programs Boing Audited

The Department of Healith ) Bducanan, nd
Wellane Tud o badgetanthonty ot 110D billion
aned an estinated budpet outlay ol $975 4 bablion
for Tiscal year 1970 to be used Tor health, edn.
catton, and mcome seamity programs for the
peneral |)n|n||;|li(>||.

Heatth Progriinms
Federal onthays Tor health for Tiscal year 1974

woere estimated at $30.3 billion, or abowut TF per
cent of the total Federal hadget, These Tunds are
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Reports submitted to

Members
Congressional of Agency
Congress committees Congress officials Totul
DEPARTMENTS:
Health, Education, and Weltare ... .. .. 9 10 1h 3 42
labor . ... i i i 2 6 8 H 21
Defensc {(medical programns) ... ... ..., 2 PA 3 7
18 T8 1 1 1 i
INDEPENDENT AGENCIES:
Equal Employment Opportunity
Commisston . .. ... [P | |
National Science Foundation......... i |
Office of Economic Opportunity ...... hd 3 4 9
Veterans Administration .. ... ..., ... 2 3 ) q 14
Total . on e 17 22 32 20 96

for (1) increasing health resources, such as
health  research, health. manpower, traiming and
education, construction of medical and health
facilitics, (2) providing programs foy health and
medical services, suchas Medicare and Medicad,
and (3) providing programms lor prevention and
control ol health problems, such as consumer
safety, communicable discase control, and oc-
cupational safety. In.addition and mcluded
the preceding  categories, special  impast
programns arc  provided, such as drug abuse
prevention,  family  plimning, venercal  discase
control,-and nursing home improvement.

Education

Total public and nonpublic expenditures for
cducation are cstimated at $88.7 billion for
school year 1973-74. TFederal outlays  for
-education-related programs i fiscal year 1974
are estimated at -$13.8 billion. Within the I'eder-
al segment ol the education budget, THEEW’s
Education Division—composed of the Office of
Education and the National Institute of
Education—accounts for about $5.2 billion, or
38 percent.

The  Education  Divisicn  administers about
130 Federal programs, designed 1o promote
cqual educational opportunity for afl children
and youths, to encourage changes to improve
the educational system, and (o support rescarch
and development on major educational
problems,

Income Security Programs

Total Federal mcome security benelis were
estimated to exceed $115 billton in fiscal year
1974, These were Tor (1) cash benefits, such as
soctal secarity, Federal employee benefits, and
veterans benelits, (2) m-kind benelits, such as
food stwmps, health care, and housing, and (3)
tax tnwslers Tor benelits to the aged, veterans,
welture recipients, disabled, and the working
mothers.

Following e summaries of some reports
which were issued as o result ol our work on
ihese progruns.

Health Resources, Services, and Mental Health

Progress and Problems in Providing

Health Services to Indians

Indian  health-although  substantiadly -
proved since the Department assumed responsi-
bility Tor Indian health care o 1955 --was sall
worse than that of the general population. Our
report to the Congress discussed needs that have
not been mel in such arcas as alcoholism and
alcohol abuse; maternal and child healthy otitis
medin; tuberculosts; venercal discase; and ¢n-
vivonmentally related discases, such as infectiouns
hepatitis.

Indians dic of tuberculosis al a rate about
four times that of the general population, and
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otitis media—inflammation of the middle ear—
has been the number one reported disease
among Indians, especially children, since 1964.
Our report included several recommendations to
improve the delivery of health services to
Indians.

The Department agreed with most of our
recommendations and reported actions taken or
planned to implement them. We reported that
further action Is required in certain program
areas involving maternal and child health, otitis
media, and tuberculosis. (B-164031(2), Mar. 11,
1974.)

Impact of Comprehensive Health
- Planning in Selected Areas

In our report to the Congress on compre-
hensive health planning carried out by State and

areawide agencies in three States, we concludeq
that the agencies had a bencficial impact on the
health care delivery system mostly by (1)
reviewing and commenting on federally financed
projects for delivery of health services, (2)
reviewing and approving proposed health facility
construction projects, and (3) reacting to health
problems brought to their attention by various
sources rather than through a systematic plan-
ning process.

We recommended that the Secretary of HEW
direct the development of legislative or adminis-
trative action to alleviate such problems as dif-
ficulties in raising required matching funds, lack
of adequate staffs, selection and participation
of volunteers in planning activities, proper
relationships between State and arcawide
agencies, and lack of an implementation process
for developed recommendations.

DISTRIBUTION OF DEATHS BY AGE DURING 1971

U.S. TOTAL POPULATION

UNDER 1 YEAR
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1 TO 4 YEARS (1%)
5TO 24 YEARS
5 TO 44 YEARS

INDIAN

1 to 4 YEARS
: 2%



The Department concurred and said it was
working to alleviate the problems noted and to
develop a significant legislative proposal.
(B-164031(2), Apr. 18, 1974.)

prevention and Control of Disease

Gtatus of Communicable Disease Control Efforts

The Center for Discase Control assists State
programs (o control communicable discasc
dircctly through grants and indircctly through
in-house and other research. We reviewed
programs covering about 25 percent of the
Nation’s total population to decide if Federal
control programs could be improved.

In our report to the Congress, we discussed
the incidence of (1) venernal discases, particular-
ly gonorrhea which has increased to epidemic
proportiens, and (2) tuberculosis, which still ac-
counts for two-thirds of decaths caused by all
communicable diseascs. We cornmented also that
immunization for a varicty of communicable
discases was below medically necessary levels.

The Department agrced with our recom-
mendation that it foster more cconomic
procurcment of vaccines by encouraging the
States to (1) use the Center’s centralized
procurement system and (2) accept vaccines sup-
plicd by the Department instcad of financial as-
sistancc. HEW indicated that our recom-
mendation for periodic reviews of results being
achicved under gonorrhea control projects might
not be appropriate for measuring the cffective-
ness of the projects. (B-164031(2), Junc 10,
1974.)

Testimony before Co.ngressional Committee

In February 1974 we testified belore the Sub-
committee on Public Health and Environment,
House Committee ~on Interstate and Foreign
Commerce, on the results of our review of the
community mental health centers program.

Audit Work: in Process

Andit work in process at ‘]{mc 30, 1974,
included audits of the cflectivencss of (1)
- federally supported- rat control programs, (2)
formula grant programs for comprchensive
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public health and maternal and child health
services, and (3) financial administration of
grants and contracts with a family planning
organization.

In addition, the Hecalth Maintenance Act of
1973 (Public Law 92-322) requires the Comp-
troller General to evaluate and audit the
operations of at least 50 Health Maintenance
Organizations; to cvaluate the cconomic impact
on employers of including HMOs in health bene-
fits programs; and to evaluate and compare the
operations and health impact of HMOs by cate-
gorics and as a group compared to other formns
of health delivery. Because ol the scope and
complexity of these and closely related evalu-
ations, we anticipate that GAO will be involved
in this work for a number of vears.

Food and Drug Administration

Supervision Qver Investigational Use of Selected Drugs

At the request ol the Chairman, Subcommit-
tecc on Reorganization, Rescarch and Iunter-
national Organizations, Senate Committee on
Government Operations, we reported on FDA’g
supervision over selected investigational new
drugs. FDA is responsible for monitoring the
drug’s safety and clficacy during clinical
(human) tests. We reported that (1) IFDA failed
to halt human tests after receiving indications
that certain of the drugs were unsale, (2) drug
companies did not always report adverse drug
rcactions occurring in animal studies to FDA
promptly, and (3) FDA did not require neces-
sary patient followup in several instances alter
recetving such reports.

We reccommended that TDA (1) make a writ-
ten determination that a drug’s bencfits out-
weigh the possible visks of its experimental use
before wlowing clinical tests to begin or
continue when serious safety questions concern-
ing testing drugs in humans arise, (2) institute a
program to insurc prompt reporting ol animal
studies, and (3) cstablish patient followup
policics and requirements.

The Department concurred in our recom-
mendations and advised ws that it had started
actions to implement them. (B-164031(2), July
23,1973))
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FDA's Handling of Reports on Adverse Drug Reactions

FDA is reSponsible by law for regulating and
insuring that drugs involved in interstate com-
merce are safe and cffective. Advising the public
and doctors of adverse reactions caused by drugs
15 a fundamental part of this responsibility. To
identify information on adverse drug reactions
and to assist in drug regulation, FDA created an
adversc.. drug reaction reporting system. FDA's
monitoring unit is to develop sources of adverse
drug reaction reports and to collect, analyze,
centrally store, and forward the information to
FDA’s vegulatory divisions. These divisions are
responsible for taking needed action to regulate
marketed drugs.

We reported to the Congress that the system
was not adequately used to regulate drugs. Some
medical officers in the regulatory divisions (1)
did not use it, (2) did not know it existed, or (3)

~were uncertain whether FDA had the burden of
proving whether a specific drug caused adverse
reactions. Also, the system was deficient i that
" the ‘monitoring unit (1) received only a hmited
number of adverse reaction reports, (2).did not
“alwavs obtain additional information nceded Lo
evaluate reports reccived, (3) did not store
centrally all information available within DA,
and (4) did not send complete information to
the regulatory divisions and did not send it on a
- systematic basis.

We made a number of recommendations to
improve the system and its use as an aid in drug
regulation. The Department agreed with our
rccommendations and outlined several actions

~which it had taken or planned to take to
improve the system and its usc. (B-164031(2),
Mar. 7, 1974.)

Audit Work in Process

- Audit work ‘in process at june 30, 1974, in-
cluded reviews of FDA’s (1) program for regu-
lating and controlling the manufacture of
~diagnostic products, (2) implementation of the
Fair Packaging and Labeling Act, (3) monitoring
“of clinical investigations of new drugs, (4)
program for regulating sanitation conditions in
restaurants, and (5) radiological health
programs.
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National Institutes of Health

Fedsral Lrans and Scholarships to
r{ealth Professions Students

We reported to the Congress that the ob-
jectives ol the Health Professions Student Ag.
sistance Program to alleviate expected shortages
of doctors, dentists, and other health profes.
sionals were not being met. The nrogram was
expected to improve the quality ol students,
encourage  graduates to practice m shovtage
arcas, and increase the proportion of students
from low-income familics.

We recommended that the program poals be
accomplished  through other existing  Federal
programs, such as IFederal assistance m con-
struction ol teaching facilities, federally insured
toans, and the Shortage Arca Scholarship
Program. If the Congress decided to continue
the progiam, we offered suggestions to improve
its cffectiveness. These included (1) combining
scholarship funds with loan Tunds, (2) providing
loans at interest rates that awe comparable 1o
those available to the Government in view of the
high-income  potential of  the  stadents,  (3)
increasing  the number ol health  professions
students  from  low-income families, and  (4)
coordimating the various Federal programs pro-
viding aid to health professions students. In ad-
dition, wc cited weaknesses in the adiminis-
tration of the program and made recommen-
dations [or improvement.

The  Department  subsequently  announced
plans to improve the program’s administration
arid agreed that the program has not had much
impact in influencing doctors and dentists to
practice in shortage arcas. HEW disagreed, how-
ever, with our views on the program’s impact on
increasing the number and improving the quality
of health proflessions students.

On May 29, 1974, we testified on our report
before the Subcommittee on Public Health and
Environment, House Committee on Intlerstate
and Foreign Commerce, which was considering
legislation to extend the program. (B-164031(2),
May 24, 1974.)

Audit Work in Process

At June 30, 1974, audit work in process
included reviews of kidney discase trcatment,
methods to reduce the incidence of posttrans-
fusion hepatitis, NIH’s policies and procedures
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I'ederal efforts 1o

protect the public from cancer-causing chem

regarding  vesearch, and

cals.

Educational Opportunities

Educational Laboratory Research and Davalopment
Conter Programs Need to be Strongthened

We reported to the Congress that the st
tutions -of higher  education and  nonprofit
organizations participating in the laboratory and
rescarch and development center programs could
“have been more  effective. The organizations
mvolved could not show that most of the new
educational products and - practices that they
developed met desired objectives or were readily
and cconomically available for classroom use.

We reported that the programs could have
been more effective had the organizations (1)

- . EWROLLMERTS

e ot v e 8 =

stinted product objectives e tenms ob specalic
cducational changes, (2) sthiengithened evaluation
procedures (o determine product effectiveness
for both the and long term, and (3)
demonsirated the nurhetability of the proposed
products. The Natonal Institute ol Fducation
could mmprove the programs by setting standinds
for cvaliating and monitormg the evaluation
processes used by the research organizations and
by developimg adternative maeans ol disseminating
products.

The with  our
mendations and stated that actions woere either
being planned  or taken (o
(B-164031(1), Nov. 16, 1974.)

shart

Department agreed FECOm-

vty than out.

Problams of the Upward Bound Program

We reported o the Congress that, although
the Upward Bound program might be motivating
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students 10 enroll in college, the Office of
Education does not know how effective the
program has been i achieving its goal of equip-
ping low-ncome, disadvantaged students with
the academic skills and motivation necessary for
success in college. Available data indicates that
the programi apparently has not achieved this
goal.

Contrary to HEW guidelines, the Office of
Education did not develop specific, measurable
objectives of improving academic skills and
increasing motivation. The program’s manage-
ment nformation system was not providing
program managers with the data nceded to
develop, plan, and evaluate the program.

Projects were not required to (1) develop
comprchensive need assessments on all students,
including mouvation levels, (2) design a cur-
riculum to meet identified needs, and (3) per-
1odically mecasure progress made in meeting
these necds.

We also reported that the program’s monitor-
ing system should be strengthened to insure that
all projects operate in accordance with national
intent and that the Department’s regional offices
should insure that projects sclect students in ac-
cordance with guidelines and document the basis
used.

The Department generally agreed with our
recommendations and outlined actions to carry
them out. (B-164081(1), Mar. 7, 1974.)

Administration of Student Financial Aid Programs

At the request of the Chairman, Spectal Sub-
committee on Education, [Touse Committee on
Education and Labor. wc reported on the
Guaranteed Student Loan, the Nauonal Divect
Student Loan, the College Work-Study, and the
Supplemental Educational Opportunity Grants
programs.

~ Generally. financial aid officers at educational
mstitutions and loan offices at lending insu-
tutions we visited administered the programs in
accordance with program regulations and guide-
lines and awarded aid on the basis of individual
student need. However, aid was occasionally
awarded on the basis of other criteria, such as
student sex, marital status, age, participation in
athletics, and academic ability.

We also reportea that applications submitted
by educational iustitutions often did not show
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student need environments ol the requesting
institution. HEW regional review pancls did not
always identify and make appropriate adjust.
ments to these applications.

We rccommended that HEW develop guide-
lines and instructions for financial aid officers
that will preclude individual student character-
istics and other factors from affecting the award
of aid. We also recommended that HEW study
alternatives for improving the process through
which educational institutions reccive allo-
cations of student aid funds. (B-164031(1), Apr.
4,1974.)

Supply and Demand for Teachers and

Implications for Federal Programs

We reported to the Congress that the Federal
Government had initiated extensive financial as-
sistance programs [or college students during the
carly 1960s to meect the growing nced for
elementary and secondary school teachers but
that these assistance programs may now be
contributing to teacher surpluses.

There is no central source for identifying the
programs affecting the teaching profession. Also,
complete and consistent data about teacher sup-
ply and demand is not available.

We conducted a survey of teacher supply ind
demand at selected school districts, colleges of
teacher education, and all 50 State departments
of education. The survey showed a general
surplus ol clementary and sccondary school
teachers with the surplus varying among
geographic areas and teaching subject fields.
Some school districts reported a nced for ad-
ditional teachers in such fields as education of
the physically or mentally handicapped and
vocational ecducation but lacked suitable ap-
plicants.

The organizations surveyed cited lack of
adequate counseling in the colleges and uni-
versities and a lack of communication within the
cducation community as major causces of the
surplus. Suggested remedies for the situation
included retramning teachers and changing cur-
riculums to better meet the needs of prospective
employers.

The Department agreed in our recommenda-
tions and stated that corrective actions would be
taken. (B-164031(1), Mar. 6, 1974.)



Audit Work in Process

At June 30, 1974, we were examining (1)
Federal programs for education of the handicap-
ped, (2) reading projects funded under title T of
the Elementary and Secondary Education Act of
1965, (3) the Follow Through program, (4) the
Bilingual Education program, (5) selected
aspects of the Impact Aid program, (6) the
Adult Basic Education program, (7) federally
funded library support programs, (8) the Federal
program for strengthening developing insti-
tutions, (9) career education activities, (10)
vocational  education programs, (11) the
National Institute of Education’s Experimental
Schools program, and (12) paperwork require-
ments placed on State and local educational
agencies by Office of Education programs.

Office of Human Development

Assistance to the Congress

In April 1974 we provided an oral and video
tape briefing to staff members of the House
Committee on Education and Labor and the
Senate Committee on Labor and Public Welfare
on the results of our ongoing review of Project
Head Start. The briefing was given to assist the
committee staffs in their deliberations on legis-
lation to extend Project Head Start’s authorizing
legislation before it expired on June 30, 1974.

Médicaid Program

The estimated number of persons receiving
medical assistance under the Medicaid program
was 23.5 mulion in 1973 and 27.2 million in
1974 and is expected to be 28.6 million in 1975.
HEW made grants to States for mcdical assis-
tance totaling $5 billion in 1973 and $5.6 billion
in 1974 and has requested $6.6 billion for medi-
cal assistance grants in fiscal year 1975.

Administration Improvements Needed to Provide Medicare
Benefits for Welfare Kecipients

We reported to the Congress on section 1843
of the Social Security Act which provides au-
thority to enroll recipients of cash payments un-
der public assistance programs or those entitled
to medical assistance under Medicaid in the sup-
plementary medical insurance program estab-
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lished under Medicare. This program covers
physician’s services and a number of other medi-
cal and health benefits, in addition to those
covered by Medicare’s :nspital insurance or by
Medicaid. Premiums paid by or for enrollees in
the supplementary program are matched by Fed-
eral funds.

As of December 1971, about 2 million enroll-
ees under section 1843 were participating in the
supplementary insurance program. Since the
program began it had experienced major admin-
istrative problems resulting in (1) not all cligible
persons under section 1843 being enrolled, (2)
some States receiving overpayments for pre-
miums that should have been paid entirely by
the States, and (3) premiums being paid for per-
sons several months after they became ineligible.

The Department generallv agreed with our
recommendations to improve the program.

(B-164031(3) Aug. 14, 1973.)

Implementation of the IHinois Early and
Periodic Screening, Diagnosis, and
Treatment Program Under Medicaid

At the request of Repreeentative Ralph H.
Metcalfe, we reported on the administration of
the Farly and Periodic Screening, Diagnosis, and
Treatment program in Illinois under its Medicaid
program. The Illimois program was late in start-
ing, primarily because the Department did not
issue regulations for more than 2 years after the
program became a required service. The late
start delayed the identification and treatment of
physical and mental problems in many children.
(B-164031(4), Mar. 12, 1974.)

Testimony at Hearings

On June 11, 1974, we testified before the
Special Studies Subcommittee, House Commit-
tee on Government Operations, on our review of
firesafety in nursing facilities under Medicare
and Medicaid. The review, which was made at
the request of the Subcommittee Chairman, was
directed principally to (1) validity of the
construction classifications of the facilities as
“fire resistive” and “protected noncombustible”
and (2) verification of compliance with the re-
quirements established by HEW for the issuance
of waivers to the automatic sprinkler require-
ment of the 1967 Life Safcty Code. The Life
Safety Code is promulgated by the National Fire
Protection Association.
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We testified also on the results of HEW
reviews of Life Safety Code cnforcement with
respect to ali skilled nursing facilitics which were
then participating ‘n Medicare and Medicaid.

Our testimony included data and information
concerning various Life Safety Gode deficiencies
found in our review and in that made by the
Department. A full report on our review was
being prepared for the Subcommittec at the
close of the fiscal year.

Other Reports

In a report to the Secrctary of Health, Educa-
tion, and Weclfare we informed him that States
were continuing to cxpend significant amounts
of Medicaid funds for drugs FDA classified as
ineffective and possibly ineffective. We recom-
mended™ that he issue vegulations to prohibit
such payments.

Additional work, the results of which were
informally reported, was completed during fiscal
year 1974 for congressional committees and
Members of Congress. These reports included an
evaluation of certain aspects of the administra-
“tion of the Medicaid program in Prince William
County, Virginia, for Congressman Stanford E.
Parris (Virginia) and an evaluation of provisions
for the mentally retarded under Medicaid for
Senator Jacob K. Javits (New York).

Audit Work in Process

At the close of the fiscal year, we were com-
pleting reviews- of (1) home health carc under
‘Medicare and Medicaid, (2) nursing home com-
pliance with Federal health- and safety require-
ments, (3) controls over Medicaid Health Main-
‘tenance Organizations in California, (4) imple-
mentation by States ol Medicaid Management
Information System, and, (5) reimbursement to
hospitals for Medicaid inpatient services. Other
‘major reviews in process were (1) simplified
method for determining eligibility of the medi-
cally meedy, (2) cvaluation of Medicaid Health
Maintenance Organizations costs, and (3) cffects
of*Medicaid on delivery of health services to the
medically indigent.

income Security Operations

Vending Operatidns on Federally Controlied Property

At the request ol the Chairman, Subcom-
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mittee on the Handicapped, Senate Cormmitiee
on Labor and Public Welfare, we obtained opera-
ting data on vending operations at federally con.
trolled locations and determined whether bling
persons were receiving preference in operating
vending stands at such locations as required by
the Randolph-Sheppard Act enacted in 1936.

e reported that, with respect to State
agency opcrations, the program was carried oyt
differently from State to State. The quality and
quantity of scrvices provided to participating
blind persons varied. HEW had not developed
minimum standards of program operations {or
State agencics. Officials recognized the need for
providing program guidclines or standards and
for making more cvalutations -of State agency
operations but said these actions could not be
undertaken because HEW lacked the necessary
personnel.

On vending operations at Department of De-
fense and Postal Service installations and other
federally controlled property, among other
things, we reported that (1) few blind vending
operations were on military installations, (2)
most vending operations at postal facilities were
near work arcas and were controlled by em-
ployee associations although blind vendors were
generally  limited o operating in some post
office lobbies, and (3) blind vendor operations
were more prevalent o other federally con-
trolled buildings than at Postal Service or De-
fensc installations, although certain activities
compete with the blind vendor program at these
locarions.

In November 1973 we testilied before the
Subcommittee on the results of our review and
provided comments regarding provisions under
consideration for amending the Randolph-
Sheppard Act. (B-176886, Sept. 27,1973.)

Effectiveness of Project FIND

At the request ol the Chairman, Senate
Special Committee on Aging, we reported on
Project FIND, a campaign to contact and enroll
cligible clderly citizens in food stamp and com-
modity distribution programs.

We reported that an increasce in enrollments
for Federal food assistance programs did occur
in late 1972 and carly 1973; however, not all the
increase could be attributed to Project FIND. In



addition, the elderly identified as needing other
services consisted of a very small percentage of
those contacted. When such cases were identi-
fied they were referred to the local agencies
which-provided such assistance. '

We noted various Project FIND problems.
Among the factors affecting the project’s success
were incorrect eligibility information in bro-
chures mailed to - the elderly residing in some
States, limited training provided to volunteers,
and a lack of effective coordination between vol-
unteers and food assistance office staff.

Problems of the type encountered during the
project could be reduced in future similar pro-
jects by (1) better advance planning, (2) estab-
lishment of reasonable time frames for comple-
tion, and (3) development of project monitoring
and evaluation procedures during the planning

stage. (B-164031(3), Apr. 5, 1974.)

Developmental Disabilities Program

- At the request of the Chairman, Subcom-
mittee on the Handicapped, Senate Committee
on Labor and Public Welfare, we provided exten-
sive information on the operation and admin-
istration of the Developmental Disabilities
Services and Facilities Construction Act of
1970. The information was used by the staff in
drafting legislation for extending the program.
(B-164031(3), Jan. 23, 1974.)

Other Reports

Other reports covered such matters as (1) in-
quiring into vocational rehabilitation program
management in one State and (2) advising of
improper  delegations of authority concerning
programs of the Administration on Aging.

Audit Work in Process

As of June 30, 1974, we were working toward
completion on reviews concerning (1) an evalu-
ation of the child welfare program, (2) the cflec-
tiveness of the child support program, (3) the
adequacy of HEW’s quality control over the Aid
to Families With Dependent Children Program,
(4) reimbursement to States for costs associated
with public assistance programs, and (5) the re-
liability and usc of data published by the
National Center for Social Statistics.
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Medicare Programs

The Medicare program provides, for cligible
persons aged 65 and over, (1) hospital insurance
for inpatient hospital services and post hospital
care in sxilled nursing cere facilities or in the
patient’s home, and (2) a supplementary in-
surance to cover physician’s services. For [iscal
year 1974, Medicarc had a funding level of
about $9.5 billior and covered about 20 million
aged persons.

Improving Solicitations for Claims Processing Proposals

At the request of the Chairman, Sub-
committee on Intergovernmental Relations,
House Committee on Government Operations,
we reported on the procurement policies and
practices in subcontracting for electronic data
processing scrvices by an insurance company
which pays Medicare claims in two States under
contract with the Social Security Administra-
tion.

We reported that sound and competitive pro-
curement practices were not followed by the
contractor in developing specifications or in so-
liciting and evaluating proposals. Factors which
would normally be used to evaluate the pro-
posals and their relative weights were not ade-
quately disclosed and some were changed or not
used without notilying the offerors. Also,
changes in subcontract terms and conditions
were negotiated with the successful offeror with-
out giving the other offerors the opportunity to
respond.

We recommended that offerors be advised of
(1) the evaluation criteria which will be used to
evaluate their proposals, (2) the precise weights
which will be given to price and total costs. and
(3) the method of computing the cost factors,
over and above the quoted prices. The Depart-
ment agreed with our
(B-164031(4), Aug. 2, 1973.)

Testimony

recommendations.

We testified in September 1973 before Sub-
committec No. 4, House Committee on the Ju-
diciary, on thc results of our review on com-
pliance with the antidiscrimination provision of
the Civil Rights Act by hospitals and other facili-
ties under Medicare and Medicaid.

Our testimony provided updated information
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on matters contained in our report on com-
pliance with the antidiscrimination provision.
(B-164031(4), July 13, 1972.)

We testified that most hospitals, skilled nurs-
ing facilities, and nursing homes participating in
Medicare and Medicaid in the four major metro-
politan arcas where we made our review were in
compliance with title VI of the Civil Rights Act
of 1964. We noted that, although discrimination
in providing health services to minorities might

- not be totally absent, it did not exist in an overt
~form subject to objective analysis and detection.

In summary, we reported that (1) an apparent
dual health care system continues to exist, (2)
HEW had taken actior on one of the four areas
where our report noted it had planned to take
action, (3) HEW had increased its compliance
monitoring activity at the institutional level and
decreased its activity at the State and local level,
and (4) the incidence of ‘complaints against
specific institutions had not materially in-
creased.

Other Government Health Programs

During fiscal year 1974 we reviewed Depart-
‘ment of Defense health programs and the
Federal Employees Health Benefits Program ad-
ministered. by the Civil Service Commission.
During the fiscal year, Defense spent about $2.5
billion for the provision of direct and indirect
patient carc to members of the military services,
retirees, and military dependents. The Federal
Employee Health Benefits Program provides
health” care insurance coverage for about 3
‘million enrollees and 5 million dependents. Gov-
ernment employees contributions to various in-
surance plans amounted to about §1.6 billion in
fiscal year 1974 .

Need to Improva the Procurement and
Supply of Drugs in the Federal Government

. We reported to the Congress several ways in
~ which the Department of Defense, the Veterans
Administration, and other Federal agencies
could improve their activities relating to the pro-
curement and supply of drugs. We recommended
to thesc agencies that there 'was a need for (1)
greater coordination of Federal drug procure-
ment . activities, (2) specifications and central
management in procuring drugs, (3) a uniform
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reporting system for locally purchascd drugs,
and (4) improved coordination of quality assur-
ance activities. The agencies involved expressed
agreement with our findings and have started
actions to carry out our recommendations.
(B-164031(2), Dec. 6, 1973.)

On February 20, 1974, the Comptroller Gen-
eral testified before the Subcommittee on Mon-
opoly, Senate Select Committee on Small Busi-
ness, on our work relating to the procurement
of, and reimbursement for, prescription drugs by
the Federal Government.

Eliminate Reuse of Catheters
and Guidewires in Vascular Studies

We reported to the Secretary of Deflense that
some military hospitals were reusing disposable
catheters and guidewires in vascular studies and
that DOD should establish guidelines concerning
the appropriate use of these devices. In April
1974 the Assistant Secretary ol Defense for
Health and Environment issued a policy that
such devices should be used only once and then
discarded to avoid potential infections and other
health problems. (B-161475, Mar. 14, 1974.) A
similar report was sent to the Administrator of
VA who took immediate action to insurc that
the practice of rcusing disposable catheters and
guidewires would be discontinued. (B-133044,
Mar. 14, 1974.)

Hospital Chargas to Military Dependents
for Inpatient Health Care

The Civilian Health and Medical Program of
the Uniformed Services provides civilian medical
care benelits Lo dependents of service members
and retirees. The Department of Defense had
not, since 1956, increased its charges to military
dependents for inpatient health care. In October
1973 we met with Department representatives
to discuss the need for increasing the daily
charges and were informed that an increase was
warranted and was being discussed within the
Department. Subsequent to our inquiries, the
daily charge was increased [rom §1.75 to $3.50
per day on the basis of military pay increases
between 1966 and 1973.

In a report to the Secretary of Defense, we
noted the Department’s recent actions and also
pointed out that the Department’s minimum



hospital charge of $25 to military dependents
treated in civilian facilitics had not been in-
creased since 1956. We, therefore, recommended
that the appropriateness of the $25 charge be
studied and, if warranted, the Congress be given
suggested legislative changes (o increase it. The
reccommended  study was initiated and sub-
sequently, a DOD official said an increase was
justified and legislative changes were being pre-

pared. (B-133142, Apr. 10, 1974.)

Uniform Plan of Health Insurance for
Federal Employees who Retired Before July 1, 1960

We reported to the Congress. that the Actna
Life Insurance Company premiums for the Uni-
form Plan, under the Retired Federal Employces
Health  Benefits Program, were unnccessarily
high and were not reduced to levels showing the
cost of beneflits provided. As a result, the Plan
accumulated reserves in excess of the amounts
nceded to protect the interests of the Plan and
Actna. Also, benefits of the Plan and those un-
der Medicare overlapped. We made  several
recommendations to the Chairman of the Com-
mission relating to improvements needed in the
Plan and also suggested that the Congress con-
sider legislative changes to reduce the impact of
the overlap between the Plan and the Medicare
programt. (B-164562, June 12, 1974.)

Other Reports

At the request of the Chairman, Subcom-
mittee on Priorities and Economy in Govern-
ment, Joint Economic Committee, we reported
on the conditions and operations of the Brooke
Army Mecdical Center in San Antonio. We also
reported to the Secretary of Defense on manage-
ment  improvements nceded in the Civilian
[fcalth and Medical Program of the Uniformed
Services in the European area.

Assistance to the Congress

During [liscal year 1974 we provided data to
the Subcommittee on Retirement and Employee
Benefits, House Committee on Post Office and
JCivii Service, on the costs of physician’s services
and hospital care under the Federal Employees
Health _Benefits Program, which the Subcom-
mittee used in hearings.
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Depariment of Labor

Federal manpower programs arc intended Lo
influence the quality and composition of the
work force by increasing the skills and employ-
ment opportunitics of individuals in the work
(orce, or those who desire to be m it but who
arc  vocationally unprepared or face other
barriers. With the passage of the Comprehensive
Employment and Training Act of 1973 and the
movement toward decentralized and-decategor-
ized manpower programs under a form ol special
revenuc sharing, the Department anticipates ex-
pending over $2 billion under the new act to
provide about 592,000 man-ycars of training
and employment.

The Department is also responsible for en-
forcement of Executive Orders Nos. 11246 and
11375, issued in 1965 and 1967, which prohibit
discrimination in employment on the basis of
race, creed, color, sex, or national origin and
l‘cquil‘c Government contractors, subcontractors,
and construction contractors to lake “allTirma-
tive action” Lo insurc that equal cmployment
opportunity is provided.

During the year audit work in this arca was
directed primarily at activitics of the Manpower
Administration and the Employment Standards
Administration.

Public Employment Programs of the
Emergency Employment Act of 1971

In fiscal year 1974 we completed our cighth
and ninth of a series of reports over a 2-year
period initiated at the request of the Chairman,
Subcommittee on Employment, Poverty, and
Migratory Labor, Senate Committee on Labor
and Public Welfare. Thesce reports were on the
operation of public employment programs in sc-
lected rural and urban arcas and on the progress
of agents in permancntly placing participants in
nonsubsidized jobs and revising hiring require-
ments.

Program agents generally sclected their jobs
on the basis of public service needs and urban
agents generally exceeded the national average in
hiring participants who were minority members
or were classified as disadvantaged. A consider-
able portion of participants employed by urban
agents were former agency employces.
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‘Most of the agents used little of the funds
programed for supportive services, mcluding
training. The wban areas used the funds to pre-
vent @ decrease in services while the raral arcas
provided additional public scrvices.

Although progrim agents were able to help

Smany participants move into nonsubsidized jobs,
the agents and the Department had 1o make
more- intensive elfforts i this major objective of
the act was to be reached.

Many agents had or were in the process of
revising some hiving requivments. The majority
of revisions were intended to change unreason-
able educational requirements, waive or climinate
written modily exwsting avil service
systems o mere casily accommodate envollees’
transition to - permanent, nonsubsidized  jobs.
(B-163922, Aug. 1, 1973 and Mar. 29, 1971))

tests, or

Restructured Neighborhood Youth Corps
Out-of-School Program in Urban Areas

In 1969 we veported to the Congress on the
Neighborhood Youth Corps out-of-school pro-
gram and questioned the need for it because of
the availability ol other similar programs. I Jan-
aary 1970 dhe Department ol Labor re-
structured this program and in {973 we re-
viewed the mplementation of 5 new projects in
Birmingham, Cleveland, Philadelphia,  San
Antonio. and San Francisco.

Because the Department had not set specific
goals or measurement standards, 1t was difficult
to tell whether the restructured program was
successful in meeting its new objectives. The five
projecis varied widely in program thrust, the
types of services offered, and the manner in
which services were performed.

We made a number of recommendations that
the Department agreed with, melnding establish-
ing -goals for measuring project success, pre-
paring employability plans specifying how enrol-
lee needs will be met and periodically evaluating
enrollee progress. (B-130515, Apr. 2, 1974.)

Ree.mployment Assistance for People
Affected by Aerospace and Defense Cutbacks

We reported to the Congress on a reemploy-
ment program authorized in 1971 when an

estimated 75,000 to 100,000 engincers, scien-
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tists, and technicians were unemploved. The De.
partment allocated $42 million for vetvaining,

Job scarch, relocation grants, and skill convey-

stou studices.,

We pointed out that the program was reason-
ably successtul, particulaly i preparig, skill
conversion studies which wdentlicd mdustrieg
and public service areas that have potendial Tor
new job creation for former acrospace ad de-
fense workers i the immediate or near Tuture,
Included mour recommendations to the Depart-
ment was that imoany such program an the
future, the Department should develop a plan
which would provide Tor giving high priority (o
the use of skill conversion studies and auto.
matically implementing o monitoring system,

(B-133182, Dee. B, 1973))

Testimony

On April 30, 1974, we testihied belore the
Subcommittee on Readpustment Fducation, and
Employment, the Sciate Committee on Ve
erans”  Affans, Department of
Labor's program to provide spectd cmployiment
assistance Tor Vietnam era veterans, Festimony
concerned nundivtory job listing, requirements,
cmployment services, the reporting system, and

regarding the

unemplovinent compensation.

On May 7, 1974, we testified hefore the
Special Subcommintee on Labor of the House
Committee on Education and Labor concerning
the Service Contract Act ol 1965, as amended,
We discussed minimum wage determinations for
clerical and other office employees. We also dis
cussed the manner of determinmg the mirer-
pretation of “locality” under section 2(a) of the
act for wage determination purposes when place
ol performance of the services is nol ascertain-
able at the ume the bids are invited.

Equal Employment Opportunity
Commission

Our audit work at the Equal Employment Op-
portunity Commission during fiscal year 1974
was directed primarily toward obtaining infor-
mation on the impact ol the 1972 amendments
to title VII of the Civil Rights Act of 1964 on



the organtaational strueture and progriam opera-
fions ol the Commission. The Chamman, Sub-
Labor, Sconate Commuattee on
Labor and Publics Wellave, vequested the infor:
mation to assist the Subcommittee e careving
ont s oversighie vesponsibihies. Phe Chanaan,
subconmmittee on Fiseal Poliey, Joint Feonomie

comice on

Coranttee requested sunthar mlormation. The
resndts ol our veviesw were presenfed (o both
Subconmtiees moa seves of statt bnetmgs G
iy May 1971

Audit Work in Process

Audit work mm process as ol June 30, 1971,
included e pilot stndy to develop an evaluation
desten - for measuving, the effectiveness o the
Comuussion e chminating deseriminatory cm
plovment Praciees.,

Occupational Safety and Health
Programs for Employees

The provisions of the Ocenpational Salery
and Healths Act of 1970 are cavmed out by the
Ocenpational Safety ad Health Adnumstration
within  the Depaiment of - Fabor, and the
Nattonal Institnte for Occupational Satery and
[lealih in HEW, OSHA has vespounsibility Tor
estabhshing cmd enloremg safety wud health
standlards Tov cibout 5 owmithon privide industry
establishmeuts cmploving  about 60 nuthon
people. NIOSH S major mission s veseareh for
developing critervia fov use hy OSHA w estabhish
g - sadety and health
cmployees from (oxic substimees and hardul

stanclavds tao prodect
physical agents.

At the veguest ol the Chairman, Senate Com-
mittee on Labor and Public Wellave, we veported
on (1) OSHAs  dissemination ol safety and
health standards and administration of the sudl
business loan program anthorized in the actand

C(2) NIOSH vescarch activities and progress i de-
veloping crviteria for salety and health stindards.

Better Dissemination Needed of Safety
and Health Standards to Businesses

OSIIA promulgated its initial occupational
safety ond health stindavds i May 1971, We
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reported to the Comuttee on Baborv and Public
Weltave that copies o the stindards and the
munerous  subsequent had not heen
pringed e sulliciene quantities (o meet the needs
of businesses requived (o comply with the act,
OSHA also expenenced defayvs and problems
disscmiinating  the printed  wateral,  which
fovther linted s abiliey to mform the aftected
busiesses of thewr responstbilities.

Most of the problems OSTA encommterad van
be attnbuted o the Tact that (1) 1 was anewly
created aneney, (‘.f) it dud not have an adeguate
data base on wlhieh o estimate the nmber of

revisions

copies ol standards veguived 1o meet the needs
of altected buasinesses, and (3) the OSHEN sall
was mesperienced at such Lwae indertakings,
(B LOR3TH, Dee, 13, 1973)

Smatt Business Loans for Occupational
Safety and Health Tmprovements

The 1970 act anthortacd the Small Business
Administration o provude financial assisiunee
through Toans and oan poarantees to smaldl buss
nesses who would sulter substantal econonmie
mjury e complyimg with the satery and health
standinrds issuned wader the acts OSHA provides
assistance to SBA i determiming loan elipibility.
We veported to the Senate Committee on Fabor
and Public Weltlave thar (1) SBA had not defined
the tevm “substiial ceonomie mpury ™ nor had
it estabhished policies and proceduares ontlining,
how loan processing olficers should decidenl the
applicant wonld suffer cconomic injury, (2) SBA
and OSHA were not Tollowing  preseribed
policies cmd procedures e processing
approving some loans, and (3) intensificd pro
motional activities by OSHA and SBA increased
the mumber of loans miade from 8 i the fist 14
months ol operation 1o 66 during the nexi 14
months.

SBA and OSHA apreed 1o ke the coneetive
actions that we suggested. We also suggested than
the Conmittee consider amending the act 1o
allow OSHA to make consultative visits 1o small
businesses applying for aloan,

Development of Standards for Toxic Substances
and Harmful Physical Agents
Found in Workplaces

We reported to the Senate Committee on

Labor and Public Welfare  that  standards,
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estimated by NIOSH oflficials, for 1,000 to
2,000 of about 25,000 toxic substances and
harmtul physical agents need to be developed
and recommended to the Sceretary of Labor. As
of June 1973 NIOSH had developed and recom-
mended standards for only 6 toxic substances
and - harmful physical agents and anticipated
future output of only 20 recommended stand-
ards per year.

This slow progress has been due to the magni-
tude of the task, himited funding, and restric-
tions on pevsonnel stalling levels and the average
grade level within NIOSH. Progress toward the
needed 1,000 to 2,000 recommended standards
will not be achieved until NIOSIHs vesources are
expanded to be more equal with the magnitude

of the task. (B-163375, Sept. 28, 1973.)

Office of Economic Opportunity

Our audits at the Office of Economic Oppor-
tunity during fiscal vear 1974 identificd (1)
weakness m tee financial and program controls
ol “sclected community action agencies, (2)
problems with their use of experts and consult-
ants, and (3) a necd for better use of physicians
and dentists in comprehensive health centers
funded by OEO and HEW. We also reported to
the Congress on the hmited impact on the target
arca ol one of the economic development pro-
grams.

P,hYsicians and Dentists Were Underused in
Health Centers

In a report to the Congress we pointed out
that physicians and dentists were being under-
used m comprehensive health centers funded by
OEO and HEW. Causes ol this underuse in-
clude: overstaffing due to unrealistic estimates
and the failure to reduce staffing after it became
clear the estimates were wrong, the large number
of appointments which patients missed, and the
unpredictability of patients visiting the centers
without appointments.

We reported  that neither the professional
medical and dental organizitions nor OEO and
"HEW have cstablished standards of acceptable
productivity. Reluctance to set such standards
was because physicians and dentists might regard
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such standards as an infringement on iheir
practice ol medicine.
ITEW  officials  agreed o move toward

strengthening its center management informa-
tion reporting system to provide detailed data 1o
associate productivity levels with other aspects
of center operations. (B-164031(2), Apr. 9,
i1974.)

OEQ’s Use of Experts and Consultants

Pursuant to a request from Senator James
Abourezk, we Turnished information regarding
OLO’s hiring of cxperts and consultints, the
work hours Tor these experts and consultants,
the ability of OEO cimployces to obtain employ-

~ment with other Government agencies, OEO’s

hiring policy, and the cmployment history of
the then Acting Director of OO,

We reported  that OFEO
experts and consultants in vegular full-time posi-
tions which could have been held by regular civil
service employees. OEO reeords showed  that
consultants were

cuployed  some

somce  of the cexperts and
assigned duties which might be considered 1o
violate an April 11, 1973, court decision which
stated that the intended termmation of O
was illegal and in excess of statutory authoriry.

Both OEO and the Civil Service Comnission
reviewed OEO’s use of experts and consultants.
As a result, a number of experts and consultants
were terminated while others were converted (o
temporary appointments. (B-130515, Scpt. 6,

1973.)

Financia! and Program Controls of
Selected Community Action Agencies

OEO tunds Community Action Agencies un-
der title tF of the Economic Opportunity Act of
1964, as amended, although it delegates some
programs Lo other agencies. TFederal agencies
should require grantces to excercise adequate
controls to msure that funds, property, and
scrvices arce used cffectively and properly.

We reported to OEO on weaknesses in finan-
cial controls that were found principally in the
arcas ol payroll, travel, procurement, property
management, and maintenance of basic account-
ing records. Inadequacies in program controls in-
cluded: (1) program objectives were stated too



gcncr:lll_y. (2) program goals were not sullicient-
ly quantificd, (3) program accomplishments
were not adequately reported, and (4) in-house
cvaluations were not  always made, were in-
adequate, or were not available for use.

Federal agencies operating the progviom stated
that owr observations on fimancial and program
controls awvould assist them in Tuture dealings
with Community Action Agencies. (B-1305615,
Aug. 23, 1973))

Economic Development Programs in
Bedford-Stuyvesant, Brookiyn, New York,
Under the Special Impact Program

We reporied to the Congress on Special T
pact programs which were designed to have a
major impact on uncmployment, dependency,
and community  fensions inowban areas with

large concentrations of low-income residents or
in rural arcas having substantial migration to
such urban areas.

We concluded that, alter more than B years of
Federal funding, the program has had a visible
but limited impact on Bedford-Stuyvesant. The
program _created some joby opportunitics, initi-
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ated housing developments, and identified and
found solutions to lTocal problems. However, the
program fell short of its program goals in arcas
relating (o the development of minority-owned
businesses and i attracting outside industry 1o
create jobs for residents.

OLO and the Department ol Commerce
agreed that the report should be uselul to Com-
meree in o determining the future strategy of the
Bedlord-Stuyvesant program, il administration
ol the Speaal Tmpact Program is transferred to
Commerce. (B-130515, Aug. 20, 1973))

Audit Worlc in Process

The President’s liscal year 1975 budget con-
tained no request for direet appropriations (o
the Office ol Eeonomic Opportunity and pro-
vided for transferving certamn ol its programs to
other Federal agencies. Funds 2ie provided
the fiscal year 1975 budget ol these Federad
agencies for contimung these programs. Conse-
quently, we have scaled down our audit work ad
O150.

Audit work in process al the end of fiscal year
1974 did melude reviews of individual OEO

RS
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grantees made pursuant to requests of congres-
sional committees or Members.

ACTION

During fiscal year 1974 we began our first
major audit cffort at ACTION, an independent
agency that came into being July 1, 1971, bring-
ing together a number of volunteer programs
sponsored by the Federal Government (c.g.
Peace Corps, VISTA, Foster Grandparents, ctc.).
Our work is being directed toward providing in-
formation to the Congress and the public re-
garding ACTION’s progress since July 1, 1971.

Audit Work in Process

At June 30, 1974, we werc reviewing
ACTION’s accomplishments in testing and de-
veloping new volunteer programs; developing
and providing opportunities for more part-time
volunteers; bringing together programs appealing
to younger Americans with those appcaling to
older Americans so that the skills of each could
be brought to bear on specific problems; open-
ing the doors to a fuller exchange of idcas and
-expericnces between volunteers from overscas
and domestic programs; opening new channels
ro use the abilities of business and professional
volunteers in-areas other than those provided
through the Small Business Admimstration; and
providing a more effective system for recruiting,
training, and placing VISTA volunteers.

Veterans Administration

Our work at this agency during fiscal ycar
1974 was directed primarily to (1) assessing the
closed circuit television systems in VA hospitals,
(2) identifying needed improvements in certain
VA hospital laboratory service activities and
specialized medical tréatment programs, (3)
documenting the medical complications incurred
due to delays in transferring patients to VA
spinal cord injury treatment centers, (4) iden-
tifying improvements needed in VA’e ~fforts to
assist recently discharged veterans, (57 :ssisting a
congressional subcommittee, (6) responding to
requests from the Congress, and (7) conducting
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reviews of VA’s hcealth, education, and income
security functions.

Medical Care for Veterans With Spinal Cord
Injury

In a report to the Congress we pointed out
that spinal cord injury patients, particularly
servicemen, were not being transferred to VA
specialized treatment centers as soon as possibic
or within 30 days, to reduce medical com-
plications.

We reported that spinal cord injury patients
were detained at military hospitals for adminis-
trative processing and VA had done little to ad-
visec non-Federal hospital officials on availability
or need to promptly obtain specialized care.

Records of 177 patients admitted to 4 spinal
cord treatment centers showed that only 24 ar-
rived at the centers within 30 days of injury.

We recommended that the VA Administrator
(1) require VA hospitals to justify in writing all
cases taking more than 30 days to transfer
patients, (2) work with the military to cxpedite
transfer ol patients, and (3) inform non-Federal
hospital officials and veterans of the medical ad-
vantages and availability of specialized care.

VA agreed with our recommendations and
planned to usc them. The Department of De-
fense agreed to revise military procedures to ex-

pedite transfers, (B-133044, Mar. 20, 1974.)

A VA physical therapist instructs a paraplegic in the operation of
a hand-controtled automobile.



Effectiveness of Laboratory Service Could
Be Improved

In a rcport to the Administrator, we pointed
out that, although users werc generally satisfied
with test results, VA’s laboratory program pro-
viding ‘services in support of health care could be
improved by (1) coordinating blood bank activi-
ties with the military to take advantage of avail-
able volunteer blood when needed, (2) determin-
ing present clectron microscope requirements on
the basis -of program objectives for diagnostic
and training applications, and (8) develaping a
mcthod for informing hospitals of tests available
throughout the VA system in its general refer-
ence laboratories. .

The Administrator agreed with our recom-
mendations and stated that VA would act tc
incrcase program cffectiveness. (B-133044, Nov.

13,1973.)

Improvement Needed in Specialized
Medical Programs

We reported to the Congress that VA has
allowed hospitals to establish and operate
specialized - medical  service programs—super-
voltage therapy, kidney transplants,
hemodialysis—although many are underused and
duplicate existing [acilitics.

We reported that VA could improve the
management and operation of its specialized
medical programs and recommended that the
agency establish, maintain, and periodically re-
view criteria and guidelines for development of
specialized programs, enforce the criteria and
guidelines, and provide information necessary to
periodically evaluate the programs’ effectiveness.

VA agrced with our recommendations and
commented on actions taken and planned to

carry them-out. (B-133044, Junc 19, 1974.)

MANPOWER AND WELFARE

Veterans Benefits

We reported to the Administrator on the way
VA had carried out its mandate to assist recently
discharged vetcrans, especially the educationally
disadvantaged. We concluded that the results of
VA’s contact and assistance efforts could be im-
proved by more fully coordinating these cfforts
with those of other Fedcral, State, and local
agencies  and  with  veterans  organizations.

(B-114859, Jan 7, 1974.)

Assistance to the Congress

At the request of the Subcommittee on
Housing and Urban Development, Space,
Science, Vcterans of the Senate Appropriations
Committee, we provided information to the
Subcommittee on certain arcas of VA’s budget,
for the Subcommittee’s use during hearings on
VA’s fiscal year 1975 budget.

At the request of the Senate Committee on
Veterans” Affairs we provided information on
(1) the extent of certain benefits available to
cducationally disadvantaged veterans and (2) the
impact of certain provisions of the Vietnam Era
Veteran’s Readjustment Assistance Act of 1973,
Public Law 92-540.

Audit Work in Process

At the close of the fiscal year we were review-
ing the psychiatric trcatment program, alcohol
trcatment program, and drug treatment pro-
gram; recruitment and retention of professional
staff; pharmacy scrvice; and prosthetic ap-
pliances. We also had ongoing studics of VA’s
educational assistance and on-the-job training
programs for veterans, the equity and con-
sistency of veterans’ disability ratings, and cost
and time overruns on sclected VA hospital con-
struction contracts.
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Responsibilities

The Resources and Economic Development
Division carries out our audit work at the
Department of Agriculture, Housing and Urban
Development, the Interior, and Transportation;
the Department of the Army, Corps of Engi-

neers (civil functions); the Atomic Energy Com.-
mission; the Environmental Protection Agency;
the Tennessee Valley Authority; and various
commissions, boards, and councils. It is alsg
responsible for our audit activities involving
interrelationships among all Federal depart-
ments, agencies, and programs concerned with
natural resources, the environment, and eco-
nomic development.

Henry Eschwege is director of this division,
and Baitas E. Birkle, Philip Charam, and Max
Hirschhorn are deputy directors. An organiza-
tion chart appears on the following page.

Audit Reports

During fiscal year 1974, wec completed 19
reports to the Congress and 71 reports to
committees or Members of Congress in re-
sponse to their requests. We also submitted 24
reports to department or agency ofticials. A list
of these reports is included in appendix 5. The
following tabulation shows the numbers and
types of reports relating to each department and
agency.

Assistance to the Congress

About 182 professional Washington and field
staff man-years were applied to direct assistance

Departments:
Government-wide and multiagency . . ...............
Agricultire ... o i i i e e e
Army {Corps of Engineers) ... ... e
Housing and Urban Development ..................
Interior ...o.vvvuenn. e e

Independent agencies:
Atomic Energy Commission . . .....oviuviiiinnan,
“Environmental Protection Agency..........vocvvunen

. Organizations outside the Federal Government:
National Railroad Passenger Corporation ............
“ Washington Metropolitan Area Transit Authority .. ....

Reports submitted to

Members
Congressional of Agency

Congress committees Congress officials Totals
3 2 5
5 9 2 3 19
4 6 - 10

4 G 12 6 28
1 6 6 4 17

1 7 4 12

2 1 2 6 11
3 1 3 1 8
2 v 2

1 1 2
19 32 39 24 114
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to the Congress in fiscal year 1974. This
represented about 43 percent of all work done
on this division’s assignments. Direct assistance
to the Congress included (1) making reviews or
obtaining information specifically requested by
congressional committees and Members of Con-
gress, {2) furnishing stall assistance to com-
mittees (sec app. 8), (3) assisting in drafting
comments on pending legislation (sce ch. 3), (1)
preparing for and presenting testimony at com-
mittee hearings (sce app. 7), and (5) discussing
work plans and audit findings with the stalls ol
congressional committees.

During the vear we completed work on over
200 requests received from congressional com-
mittees and NMembers of Congress; at the end of
the year, we were still working on about 100
such requests. Many ol the requests were satis-
fiecd  informally by means of oral veports or
“correspondence. In some cases, where the re-
quested  work related to areas already being
reviewed, the requests were satisfied by furnish-
ing copies ol reports issued to the Congress.

- Twelve requests were satisfied by preparing
statements for and presenting testimony belore
congressional committees or subcommittees.

Government-wide
and Multiagency Activities

Although many of our fiscal year 1974 audits
involved activities comraon to a number of
Federal agencies, most of them are included in
the discussions of work relating to the agencies
having the principal responsibilities  for the
activities involved. The findings in live reports
on Government-wide or mullingency activities
arc summarized below.

Research and Demonstration Programs to
Achieve Water Quality Goals: What the
Federal Government Needs to Do

In january 1974, we reported to the Congress
on ow review of Federal rescarch and demon-
stration programs rclated to prevention and
control of water pollutic v to determine if they
were  producing the results nccessary to help
clean” up the Nation’s waterways. The 1972
amendments to the Federal Water Pollution

116

Control Act directed the Comptroller General to
study and report on Federal rescarch  and
demonstration programs to find new ways to
make the waters of the United States cleancer.,

We concluded  that these Federal programs
had contributed to improving the quality of
somc ol our waterways, but that

—much more remained to be done to achicve
national water quality goals established by
the lederal Water Pollution Control Act
Amendments ol 1972,

—at current funding levels, it was doubtlul
that the 1985 national goal ol eliminating
the discharge ol pollutants into navigable
waters would be met, and

—both management and ccordination of Fed-
cral rescarch and demonstration programs
nceded to be improved.

We o recommended  that the Environmental
Protection Agency prepare astrategy to carry oul
its rescarch and  demonstration  requirements
under  the 1972 amendments, cestimate  the
amount ol moncy needed to mect these require-
ments, and present  this information to  the
Congress.  We  ualso made recom-
mendations o the agency and the Oflice of
Management and Budget aimed at improving the
management  and  coordination ol water pol-
fution programs. EPA generally agreed with our
reccommendations. (B-166506, jan. 16, 1974.)

In February 1974, we testilied before the
Subcommitiee on Environmental Pollution, Sen-
atc Committee on Public Works, on the results
ol our Federal water pollution rescarch and
development work. (B-166506, Jan. 16, 1974.)

several

Efforts to Control Water Pollution
Caused by Acid Drainage from Mines

In August 1973, we reported to the Con-
servation and Natural Resources Subcommittec,
House Committee on Government Operations,
on our review ol Federal and State efforts to
control water pollution caused by acid drainage
from mincs.

We concluded that, until more Federal and
State funds were made available [or the develop-
ment of additional technology and for an action
program Lo systematically identify and control
acid dramage [rom abandoned mines, only
limited progress could be made toward reducing
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Warnings on the poltuted Potomac River, Alexandria, Virginia.

pollution caused by discharges ol acid into the
Nation’s slrcams, vivers
»

(B-17701 L, Aug. 14, 1973.)

lakes, and  ponds.

Need to Increase Use of Wood
Felled on Federal Forest Land

Each year (he Department of Agriculuure’s
Forest Service and the Department ol the
Interior’s Burcaus ol Land Management and
Indian Affairs scll standing timber to purchasers
who arc required to cut designated trees in
timber sale arcas. The purchasers that decide
which fclled wood to remove, Icave large vol-
umes of cconomically usable timber in the sale
areas. This often caused delays in planting new
trecs, created serious [ive hazards, caused air and
water pollution, and led to cost increases n
various lorest management practices.

We recommended in our report to the Con-
gress that. the agencies (1) modify timber sale
procedures to require removal ol all eco-
nomically usable wood, (2) cstablish methods

and procedures which recognize cconomic and
environmental benelits to the Government from
mercased use ol felled wood, and (3) identify
where local processing facilities are madequate
lo msure optimum usc and explore Federal
assislance in inereasing timber processing capa-
bilitics.

The Forest Sevvice agreed with these recom-
mendations and, in October 1973, advised us
that it had vevised its (1) regulations to require
salc-approving olficers to msure, among other
things, that timber sale contracts require com-
plete use of the timber as imay be obtaimed with
available technology and (2) timber sale contract
forms to require removal of usable portions of
felled trees.

Interior cited several problems and conditions
which it believed would have to be considered in
implementing the recommendations with respect
to kand held by the Burcau of Land Manage-
ment. It also said that the recommendations
might not be fully appropriate for Indian-owned
land. (B-125053, July 30, 1973.)
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Acid-drainage from mine near Rico, Colorado.

Need to Salvage Dead or Damaged Trees

We reported to the Congress that, although
Forest Service and Bureau of Land Management
policies placed high priority on minimizing
~waste by harvesting usable timber from trees
killed or dainaged by insccts, diseases, fire, wind,
and other clements, only a small portion of the
trees killed or damaged annually on the agencies’
lands werce -being salvaged. Such
promptly salvaged, arc as good as, or better
than, some lve ‘rees for making lumber, ply-
wood, and other products.
In April 1974 thc Forest Service advised us
that, in line with our recommendations, it had
madc a commitment to increase sale offerings ol
dead, dying, or damaged material; it had set a
tentative natioral goal for fiscal year 1975 of
harvesting 900 million board feet of such ma-
“terial; and 1t had suggested ideas on simplifying
~sale. procedures and  techniques to its field
coffices.

The Burcau of Land Management stated that
it would continue to seck methods to harvest

118

trees, 1f

dead and dying timber to the maximum cxtent
porsible and, as we recommended, would con-
sider use of sale preparation, contracting, and
contract administration procedures tailored for
timber salvage when successfully developed by
the Forest Service. (B-125053, Oct. 5, 1973.)

Federal Agencies’ Impact on
Production and Marketing of Meat

At the request of the Subcommittee on
Livestock and Grains, House Committee on
Agriculture, we provided a report summarizing
information obtained from 15 agencies within
Agriculture and 16 other Federal agencies on
their objectives, programs, activities, and respon-
sibilities concerning the Nation’s meat produc-
tion and marketing system.

We prepared the report as a source of ref-
erence to (1) the public service activities which
the Federal Government provides to facilitate,
improve, strengthen, and support the operation
of the system and (2) the Federal regulatory
activities which are intended to protect the
system by imposing controls, limitations, or
restrictions which set minimum standards of
conduct for both production and marketing or
to prevent the structural form of the system
from impeding competition. (B-136888, Mar,
25,1974.)

Department of Agriculture

The Department of Agriculture through its 20
constituent agencics and about 88,000 em-
ployces administers a wide variety of programs.
These include programs to (1) strengthen the
agricultural economy through price-support and
production-control activitics and through re-
scarch and other activities designed to make
production and marketing more cfficient, (2)
improve nutrition thrvough family f{ood as-
sistance programs, child nutrition programs, and
nutrition research and education, (3) protect ihe
environment through land, water, and forest
conservation activitics, and (4) make rural arcas
a better place to live and work through rural
development  and  extension activitics. The
Department’s budget authority for carrying out
these and other activities during fiscal year 1974
was about 12 hillion.



_Forestry and Conservation Activities

Need for Intensive Reforestation
and Timber Stand Improvement Programs

The growing demand for lumber and the
increasing pressure to use productive timberland
for other multiple-use purposes add to the need
for accelerated reforestation and timber stand
improvement work on the estimated 18-million-
acre backlog of national forest land.

We reported to the Congress that this backlog
had persisted for many years because (1) funds
collected from timber purchasers to reforest
harvest areas were limited, (2) appropriations
were not sufficient to both orfset deficits in the
collections ‘and ‘reduce the backlog, and (3)
special legislation authorizing additional ap-
propriations had not been used. Also, the Forest
Service’s land inventory data and fund allocation
procedures did not insure optimum use of
available funds.

We recommended that the Sccretary of Agri-
culture include in subsequent aunnual reports on
‘rcforestation needs, submitted to the Congress
in accordance with a 1972 act, information on
timber stand improvement needs, progress
toward meeting these needs, and progress in
improving land inventory data and fund allo-
cation procedures. We -also presented for con-
sideration by the Congress three possible
methods for increasing funds to accelerate re-
forestation and timber stand improvement.

The Forest Service agreed with our recom-
mendations and said it was taking action to
implement them. (B-125053, Feb. 14, 1974.)

Food and Nutrition Activities

Special Supplemental Food Program

Public Law 92-433, approved September 26,
1972, established a pilot program of cash grants
to States to provide supplemental foods to
pregnant or nursing women and to infants and

- children up to 4 years of age determined to be
nutritional risks because of inadequate nutrition
and income. The act required that we submit to
the Congress a preliminary evaluation of the
program by October 1, 1973.

We reported that no projects had been started
and that pcople working in the fields of nutri-
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tion and maternal and child health had told us
that (1) the Food and Nutrition Service’s
planned 6-month evaluation of participants
would not provide a basis on which to decide if
the program should be continued or expanded,
(2) the Service’s plans did not allow enough time
for training local staffs to take uniform measure-
ments, and (3) it was questionable whether an
evaluation of the program s effects on mental
development of infants, as called for in the
legislative history, would bLe possible in any
study of this kind. We said that pending legis-
lation to extend the program for 1 year could be
beneficial in terms of increased program partici-
pation and more meaningful evaluation data.

The Food and Nutrition Service told us that it
recognized the problems inherent in the time
available for medical evaluation, that con-
troversy existed among medical researchers re-
garding measurement of mental development,
and therefore, that it supported the pending
legislation.

On November 7, 1973, Public Law 93-150
was approved which extended the program. This
law alsc requires us to submit to the Congress an
interim report by October 1, 1974, and a final
report with recommendations regarding con-
tinuation of the program by March 30, 1975.
(B-176994, Sept. 28, 1973.)

Marlceting and Consumer Services

Administration of Intrastate
Meat Plant Inspection Programs

Under the Wholesome Meat Act of 1967,
States must maintain inspection and sanitation
requirements on intrastate meat plants equal to
those on federally inspected meat plants. The
Department assumes inspection responsibility
for plants in States that do not comply with this
requirement.

We reported to the Congress that the Animal
and Plant Health Inspection Service needed to
(1) improve and clarify its criteria for rating
sanitation and other conditions at intrastate
meat plants and (2) develop definitive standards
and criteria for determining whether State pro-
grams arc comparable to the Federal program
and when a State should be notified thnt i
plants may be designated for Fedcral inspection.
Also administrative costs couid be reduced and
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other benefits could result if the Department
reviewed State-inspected meat plants on a sta-
tistical sampling basis to determine i{ State
inspection and sanitation requirements are equal
to Federal requirements.

The Department issued a directive, effective
January 1, 1974, to implement our recom-
mendations. (B-163450, Nov. 2, 1973.)

Commodity Exchange Authority and
Commodity Futures Trading

In an interim report to the Congress on our
review of the Commodity Exchange Authority
we recommended that, because. of the unpre-
cedented growth of commodity futures trading,

- the need to instill full public confidence, and the
nced to remove any appearance of conflict of
interest, the Congress establish an independent
agency separate from the Department to regu-
late all futures trading. We also recommended
‘the enactment of several amendments to the
Commodity Exchange Act to provide for more
effective regulation of futures trading.

To correct administrative weaknesses, we rec-
ommended that the Secretary of Agriculture
direct the Commodity Fxchange Authority Ad-
ministrator to (1) give exchanges a time limit to
‘implement the regulation on self-enforcement of
trading rules, to list penalties if deadlines are not
met, and to aggressively monitor the exchanges’
enforcement programs, (2) establish standards
for exchanges® enforcement of financial require-
ments and state penalties to be imposed for
failure. to meet the standards within a specific
period, (2) investigate trade practices to seek out
abusive practices on a planned high-priority
basis, (4) regularly review adequacy of or need
for speculative trading and position limits on
regulated commodities, (5) consolidate guidance
documents on price manipulation investigations
and make them available to regional offices, and
(6) consider giving exchanges primary respon-
sibility for audits of brokerage firms.

The Commodity Exchange Authority Ad-
‘ministator agreed in general with these recom-
mendations, but disagreed that the exchanges

‘should be given responsibility for audits of
brokerage firms because of the specialized na-
ture of such audits and the expense that smaller
exchanges might have to incur. We said we
would comment further on this matter in our
final report. (B-146770, May 3, 1974.)
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Testimony at Hearings

In July 1973 we testified before the Sub.
committee on Rural Development, Senate Com.
mittee on Agriculture and Yorestry, on the
results ol our review of the cconomic oppor-
tunity cooperative loan program adininistered
by the Farmers Home Administration and ways
to improve the effectiveness of rural business
loan programs authorized by the Rural Develop-
ment Act of 1972, (B-114873, May 2, 1973.)

We also testified in May 1974 before the
Senate Committee on Agriculture and Forestry
on our interim report on the Commodity Fx-
change Authority and on commodity futures
trading. (B-146770, May 3, 1974.)

Audit Work in Progress

At Junc 30, 1974, we were continuing our
review of commodity futures trading and were
reviewing the possibility of the Government’s
assuming insurcd warchousing risks; the impact
of Federal programs on a 12-county rural arca in
South Dakota; the procedures and policies of
Federal departments and agencies in {ocating
offices and facilities in rural arcas; the special
supplemental food program for women, inlants,
and children; ard the summer feeding program
for children.

Depqrtmem of the Army
Corps of Engineers
(Civil Functions)

The civil functions of the Corps of Engincers
relate principally to the control and develop-
ment for beneficial use of water resources in the
United States, Puerto Rico, and the Virgin
Islands. The functions include engincering, de-
sign, construction, and operation and mainte-
nance of navigation projects; beach erosion
control projects; {lood controf projects; multiple
purpose projects, including thosec with power
installations; and recreation facilitics at com-
pleted projects. The Corps employs about
28,500 people in carrying out its civil functions,
and for fiscal year 1974, the Congress appropri-
ated about $1.5 billion for these functions.



Problems of Coal Mining Near
Federal Reservoir Projects

At the request of Congressman Henry S.
Reuss, Chairman, Conservation and Natural Re-
sources  Subcommitice, House Committee on
Government  Operations,  we  reviewed  the
problems assoctated with coal mining near cight
Federal reservoir projects,

At one Corps’ - project—Fishtrap i Ken-
tucky—cxtensive mining had adversely alfected
the project and had hindered 1tz ability to
provide the planned benefits. At {our other
projects, the  potential
existed.

The major problems caused by extensive coal
mining were sediment m waters, deterioration of
water quality by acid mme drammage, and degra-
dation ol esthetic and environmental aspects of
the projects.

Additionally, the Corps instructions regarding
the development of mmeral resources within
project boundaries were madequate to protect
the projects’ environment.,

for similar problems
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The Corps has started action to implement
our recommendations that it (1) revise its
regulations to provide guidance to protect pro-
ject purposes when minerals are developed, (2)
establish a system to monitor the development
ol mmeral rights, and (3) take action to correct
the mining operation problems at Fishtrap and
to protect the project from further adverse
clfects. (B-177092, Oct. 2, 1973.)

On October 25, 1973, we testilied belore the
Subcommittee on  Conservation and  Natural
Resources, House Committee on Government
Operations, on the matters discussed in our
report,

Improvements Needed to Equally Consider
Wildlife Conservation with other
Features of Water Resource Developments

We reported to the Charman, Subcommitiee
on Fisheries and Wildhte Conscervation and the
Lovironment, ouse Comnitice on Merchant
Marine and Fisheries, on the manner in which

Sediment buildup where a tributary enters Fishtrap Reservoir.

121



RESOURCES AND ECONOMIC DEVELOPMENT

Federal agencies were implementing sections 2
and 3 of the Fish and Wildlife Coordination Act.
The ‘act provides that wildlife conservation
receive equal consideration and be coordinated
with other features of water resource devclop-
ments licensed or funded by the Federal Govern-
ment.

Generally, wildlife conservation has not been
considered equally with other features of the 28
water resource developments covered by our
review. As a result, such developments have
often resulted in loss of areas for wildlife use.

The roles and responsibiliises of the water
resources development and wildlife agencies
need to be clarified to avoid duplicating cfforts
and overlapping responsibilities and to achieve
elfective use of the agencies’ limited resources.
Also, there is a need for wildlife and develop-
ment agencies (o establish criteria for coordi-
nating the nature, extent, and justification of
the wildlife mitigation or enhancement mcasures
that should be taken on water resource develop-
ments. (B-118370, Mar. 8, 1974.)

On June 26, 1974, we testified before the
Subcommittee on Fisheriecs and Wildlife Con-
servation and the Environment, House Commit-
tee on Merchant Marine and Fisherics, regarding
the matters covered in our report.

Audit Work in Process

Our work in process at June 30, 1974,
included reviews of the methodology used by
the Corps and other Federal agencies in com-
puting bencfit-cost ratios for water resources
projects, national attempts to reduce losses from
flocods by planning for and controlling the uses
of flood-prone lands, and the progress and
problems involved in protecting beaches and
shorelines.

Department of Housing
and Urban Development

The Department of Housing and Urban Devel-
opment administers programs relating to (1)
housing production and mortgage credit, (2)
“housing managcment, (3) community planning
“and’ development, and (4) policy development
and rescarch. During fiscal year 1974, this
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Native condition of Teton River and adjacent wildlife area at
the location of proposed access road construction,

department had about 15,075 employces and
appropriations tlotaling about $3.1 billion to
carry out its programs. In addition, $433 million
was appropriated to the President for disaster
relief—an activity adminstered by the Depart-
ment’s Federal Disaster Assistance Administra-
tion.

Problems in Homeownership Opportunities
Program for Low-income Families

The homcownership opportunitics  program
for low-income lamilics was established in 1968
to help low-income familics become
homecowners.

We reported to the Congress that

—-the program had not attracted a sullicient

number of qualified low-income familics
with homecownership potential,

—many local housing authorities had altered

Piles of excavated material resulting frorn access road construc-
tion below the Teton Dam site. Wildlife officials wanted the road
focated above the canyon rim to prevent covering the shoreline
habitat, destroying fish spawning gravels, and causing down-
stream siltation in the river,



sclection standards to qualify some partici-
spants in the program,
many families accepted in the program did
not have homeownership potential and had
not accepted homeownership responsibil-
ities, with the result that routine main-
tenance. generally had not been performed
and properties had been vandalized,
~local  housing authorities  or  homebuyer
associations had failed to provide adequate
homceownership training, and
other factors had  hindered  the
accomplishiment ol program objectives.

various

We recommended that the Scecretary evaluate
the significance of these problems and cither (1)
discontinue the program or (2) strengthen the
programn  to insure that the
achieved.

The Department said  that it did not have
enough experience o make a delinite decision
on the progrim’s ellectiveness, but that it would
continue its evaluations so it could make a fimal
decision on continaing the program. (B-171630,

Mar, 27, 1974.)

objectives  are

Improvements Needed in
The Overall Management
Of HUD-Held Multifamily Mortgages

0 the mortgagor on a HUD-insured multifam-
ily mortgage defaults, the mortgagee may assign

Large. gaping - holes in interior walls at HOPLIF Community
Center, Raleigh.
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Damaged kitchen and appliances at HOPLIF Community Cenler,
Raleigh.

the mortgage note to HUD and colleet msurance
benelits. The Department may hold the mort-
gage and give the mortgagor an opportunity lor
reinstatement, ov it may proceed with acquisi-
tion ol the property title through loreclosure.
As of March 31, 1973, the Department held
mortgages lor 1,098 multifiumily projects with
outstanding  principal balances of about §1.2
bitlion.

We reported (o the Chairman, Legal and
Monctary  Alfais Subcommittee, House Com-
mittee on Government  Operations, that our
review ol sclected activities of 15 projects had
disclosed problems that would result in substan-
tial Tuture losses unless corrected. Controls over
the receipt and disbursement of project funds
had been madequate, the Department had not
adequately monitored the financiad activities of
defaunlted projects, and workont wrrangements
had been allowed to continue long after it had
become apparent that they were not successiul.
Also, because there were no specific factors
which ficld offices consistently considered in
determmmg whether to foreclose a mortgage
loan, loreclosure generally had been o last resort
resulting from the project owner’s complete
disregard of his financial obligation.

We recommended that the Department pro-
vide uniform guidance to 1ts ficld offices for the
management  and  monitoring  of multilamily
projects and require its officials to discontinue
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workout arrangements and scek other alterna-
tives when it becomes apparent that the arrange-
ment will not achicve timely reinstatement.
(B-114860, Mar. 14, 1974.)

Observations on Housing Allowances and the
Experimental Housing Allowance Program

In 1972 the Department began implementing
one of the largest social experiments ever under-
taken in the United States—the Experimental
Housing Allowance Program. The program,
which was authorized by the Housing and Urban
Development Act of 1970, was intended to
provide low-income families with housing allow-
ances to help them rent housing of their choice
in existing standard housing units.

We cvaluated this program, analyzed other
similar programs, and provided the Congress
with this information and observations on the
costs and likely effects of a national housing
allowai:ce program.

Because the impact of a direcr cash assistance
program is unknown and because ol the great
cost involved—estimated to range from §7 bil-
lion to $10 billion annually—we recommended
that the Congress, in considering future legisla-
tion authorizing a national housing allowance
program, wait until the Experimental Housing
Allowance Program is complete and more infor-
mation is available on the likely impact of the
program. Also, because the sites selected for the
program were average or above average in terms
of both housing quality and vacancy rates, we
reccommended that the Congress require the
Department to provide assurances that the re-
sults achicved arc representative of what might
occur al other locations which have low housing
quality and low vacancy rates. (B-171630, Mar.
28,1974.)

Need to Provide Greater Insurance
Protection to Flood-Prone Communities

We reported 1o the Congress that improve-
ments were needed, in the Nationa Flood
Insurance Program administered by the Iederal
Insurance Administration. The objectives of the
program arc to provide flood insurance and to
cencourage adoption ol land-use and control
measures by flood-prone communities.
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Responses to questionnaires we sent Lo g
sample of nonparticipating communities  indj-
cated that many communitics were not aware of
the program. Maximum beneflits were not avajl-
able to some participating communitics because
the Federal Insurance Administration had not
been able (o review and approve the communi-
tics’ flood plain studies or had not monitored the
implementation of land-use and control mecas-
ures by participating communities.

The Administrator agreed that improvements
in these areas were needed and took action (o
implement our recommendations. (B-178737,
July 19,1973))

Testimony at Hearings

We testified in July 1973 and March 1974
belore the Legal and Monctary Affairs Subcom-
mittee, House Committee on Government Oper-
ations, concerning the status of insurance funds
of the Federal Housing Administration.

We testified also in July 1973 belore the
Subcommittee on Housing and Urban Affairs,
Scnatc Committec on Banking, llousing, and
Urban Affairs, on Senate bill 2169, which
provides for the direct financing ol low-income
housing programs under sections 235 and 236 of
the National Housing Act.

We testified in March 1974 before the Leual
and Monetary Aflairs Subcommittee, House
Committee on Government Operations, on the
findings, conclusions, and recommendations in
our March 14, 1974, report on 11U1)’s manage-
ment of its acquired multifamily mortgages.
(B-114860, Mar. 14, 1974.)

Audit Work in Process

Audit work in process at Junc 30, 1974,
mncluded reviews of the Department’s programs
for new communities, leased housing, and oper-
ating subsidies.

Department of the Interior

The Departiment of the Interior’s activitics
mclude the administrattion of over 500 million
acres of Federal land and trust responsibilitics
for approximately 50 million acres of land,



mostly Indian reservations; the conservation and
development of mineral and water resources; the
promotion ol mine safety and efliciency; the
conservation, development, and use of fish and
wildlife resources; the coordination of Federal
and State recreation programs; the preservation
and administration of the Nation’s scenic, histor-
ic, and recreation areas; the reclamation of arid
lands in the West through irngation; and the
management ol hydroelectric power systems.
The Department is also concerned with the
social and economic development of the terri-
tories ol the United States and of the Trust
Temitory of the Pacific Islands and administers
programs providing services to Indians and Alas-
ka natives.

During fiscal year 1974 the Department’s 21
agencies had a work force ol about 50,000 and a
budget of about $1.7 billion.

Need for Better Construction Cost
Data for the Garrison Diversion Unit

We reported to the Conservation and Natural
Resources Subcommitice, [House Committee on
Government Operations, that the Burcau of
Reclamation had not followed its procedures for
controlling and estimating total Federal obliga-
tions for the Garrison unit, a multipurpose
water resources development project being con-
structed . North Dakota. As a result, the
Burcau probably und<restimated, from about
$42.1 mitlion to about $66.1 million, the total
Federal obligation: to be incurred. Since the
Burcau may have to adopt an alternative plan to
settle a water quality dispute with Canada, the
Burcau should formally advise the Congress of
the dispute and its possible effects on project
costs. (B-164570, May 15, 1974.)

California’s Central Valley Project
Proposed Power Rate Increase

We reported to the Conservation and Natural
Resources Subcommittee, House Conmmittec on
Government Operations, on the reasonablencess
of 11 contentions’ made by opponents ol a
power rate increase of 51.6-percent proposed by
the Department of the Interior to be charged
customers of the Burcau of Reclamation’s Gen-
tral Valley Project in California—a large mul-
ti-purpose water resources project.
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We stated that four ol the contentions had
merit. Thesc involved the procedures used by
the Burcau in preparing rate and repayment
studies, and the need for using updated hydrol-
ogy studies. In making the rate and repayment
studics, the Bureau had planned to avoid a
deficit in any year of the repayment period and
to have a surplus at the end of the period; it had
not planned to capitalize replacement costs. I
the Bureau were to change its procedures to
recognize these matters, the studies would show
need for a rate incrcase substantially lower than
the 51.6 percent incrcase proposed by the
Department. (B-125042, Nov. 19, 1973.)

On January 22, 1974, we testified before the
Conscrvation and Natural Resources Subcom-
mittee, House Committee on Government Op-
erations, on the information in our report.

Implementation of the Federal Coal
Mine Health and Safety Act of 1969

At the request of Representative Ken Hechler,
we reviewed the progress made by the Depart-
ment ol the Interior’s Burecau ol Mines in
implementing the Federal Coal Min« Health and
Safety Act of 1969. The review was concerned
with updating information and statistics we had
presented in a 1971 report.

LEffective July 16, 1973, the Department
transferred the responsibility for enforcing the
act from the Bureau ol Mines to its newly
cstablished  Mining  Enforcement and  Sifety
Administration.

The Burcau made progress in 1971 and 1972
in carrying out the safety and health inspections
and other activitics required under the act and in
monitoring the actions taken by the mine
operators. To obtain full comphance with the
statutory provisions, however, continuing efforts
by the Burcau were necded, especially in making
certain types of health inspections, obtaining
operator compliance with certain self-inspection
requirements, and making semiannual reviews of
roof control and ventilation plans. (B-170686,
July 5,1973.)

Later in the ycar, in testimony before the
Conscrvation and Natural Resources Subcom-
mittce, House Committee on Government Op-
crations, we provided (1) information on the
matters discussed in our report to Representa-
tive Hechler and (2) updated information on
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matters discussed in July 1972 report to the
Subcommittee on assessment and collection of
penalties under the act.

Indian Affairs

In response to requests by commiltecs or
Members of the Congress, we reviewed and
prepared a number of reports on aspects of
Federal programs for Indians. Thesc reports
provided information on such matters as:

—TFunds for Federal programs which benefited
Indians during fiscal years 1972 and 1973.
(B-114868, July 11,1973.)

—Coal lcases entered into by the Navajo and
Hopi Indian Tribes with utility and coal
companies. (B-177079, Jan. 29, 1974.)

—New Navajo construction activities on the
Navajo and Hopi joint-use arca. (B-114868,
Mar. 4,1974.)

—Land leases on the Fort Hall Indian Reser-
vation. (B-114868, May 31, 1974.)

Audit Work in Process

Our audit work in process at June 30, 1974,
included reviews of (1) the construction and
environmental problems in building the Garrison
Diversion unit--a multi-purpose water resources
development project in North Dakota, (2) the
procedures for establishing fair and equitable
repayment rates for irrigation projects, (3) the
financial statements and practices of the south-
eastern Federal power program, (4) the need {or
modernizing the Mining Law of 1872 to encour-
age the development of minerals on Federal
land, (5) the Fecderal ecfforts to assurc the
availability of nonfucl under the Mining and
Minerals Policy Act of 1970 mineral resources,
and (6) the cconomic development efforts on
Indian reservations.

Department of Transportation

The Department of Transportation is respon-
sible for developing national transportation pol-
icies and programs for providing fast, safe, and
efficient transportation. The Department has
104,000 employees--68,000 civilian ecmployces
and 36,000 U.S. Coast Guard personncl. About
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49,000 of the civilian e¢mployees are used to
operate and maintain airport and airway sys-
tems. The principal expenditures of the Depart-
ment are payments to States, municipalities, and
other recipients under programs for the con-
struction and improvement of highways, air-
ports, and mass transit systems. The Depart-
ment’s total expenditures amounted to about $9
billion in fiscal year 1974.

Our reviews completed during the fiscal year,
which were undertaken principally in response
to requests by committees or Members of the
Congress, related to such matters as the growth
and resources of the Federal Aviation Adminis-
tration, Federal requirements for -clectronic
equipment on general aviation aircraft, Federal
funds provided for airport development, and
Federal Highway Administraticn progress in
establishing procedures for States in requesting
financing of mass transportation projects under
the Federal-Aid Highway Act of 1973,

Potential for Reducing
Highway Deaths and Injuries

In line with recommendations in our May
1972 report to the Subcommittec on Investiga-
tions and Oversight, House Committce on Public
Works, and in our March 1973 testimony before
the Subcommittee on Transportation, House
Committee on Public Works, the IFederal-aid
Highway Safcty Act oi 1973 authorized $375
million from the Highway Trust Fund to im-
prove high-hazard locations and to eliminate
roadside obstacles. This program has the poten-
tial of annually reducing highway deaths by
about 1,450 and highway injuries by about
22,000.

Audit Work in Process

At Junc 30, 1974, we were reviewing the
costs of airport equipment and facilities required
by the Federal Aviation Administration, the
actions taken by that Administration in response
to flight safety recommendations made by the
National Transportation Safety Board, the pro-
cedures established by Federal Agencies to
insure that public views are effectively obtained
and considered in planning and developing pro-
jects, the Coast Guard’s progress in cstablishing



vessel traffic systems for ports and harbors, and
the effectiveness of the National Traffic Safey
Administration’s automobile safety program.

Atomic Energy Commission

The Atomic Fnergy Commission is responsi-
ble for the development, use, and control of
nuclcar energy for military and civilian purposes.
Its programs include the development of nuclear
reactors for civilian, military, and space use;
safcty rescarch; and basic and applied research
and devclopment in the biological, medical,
physical, cnvironmental, and engincering sci-
ences.

ALC licenses and regulates the civilian uscs of
nuclcar materials and facilities to insure that
their use does not endanger the public health
and safety, environmental quality, or national
security and arc consistent with the antitrust
laws.

AEC’s annual operating cxpenses arc about
$2.5 billion. Most of its work 1s performed in
Government-owned facilitics under contracts
with industrial and educational or other nonpro-
fit organizations. At the end of fiscal year 1974,
these contractors had about 95,000 employecs
engaged in carrying out AEC programs and
about 14,000 employees engaged in constructing
AEC faclities. AEC had about 7,400 full-time
permanent cmployees.

Insuring the Safety of Containers Used
To Transport Radioactive Materials

We reported to the Congress that AEC had
not defined the (1) scope of its reviews of
container design, (2) extent of documentation
required to support its decisions, and (3) type of
expertise required by its review staffs. As a
result, the review scope, support documentation,
and expertisc of the review staff varied signifi-
cantly among the various AEC organizations.

We made recommendations designed to insure
that (1) container designs meet AEC’s perform-
ance standards, (2) the labrication of containers
conforms with the approved designs, ard (3) all
contamination problems resulting from the
transportation of radioactive materials that
might warrant an AEC investigation are re-
ported,
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AEC established new regulations and proce-

dures to carry out our rccommendations,
(B-164105, July %1, 1973.)

Problems in Protecting
Special Nuclear Material at
AEC Licensee/Contractor Facilities

We reported to the Congress that the physical
protection systcms were inadequate at two of
the threc licensee/contractor facilities examined
during our review. We identified such conditions
as weak physical barriers, ineffective alarm
systems, incffective guard patrols, lack of
automatic-detection devices, and lack of a plan
of action in the event of a special nuclcar
material diversion. There were differences be-
tween AEC’s protcction requircments at con-
tractors’ facilities and the proposed
requirements at licensees’ facilities. Improve-
ments were needed in AEC’s inspection prac-
lices.

AEC gencrally agreed with our recommend-
ations for improving the inplant physical protec-
tion of special nuclear material and said that it

had taken or was taking actions to carry them
out. (B-164105, Nov. 7, 1973.)

Protecting Special Nuclear Material In-Transit

We reported to the Chairman, Joint Commit-
tee on Atomic Energy, that (1) although three
large shipments of special nuclear material by
AEC licensecs/contractors were made in accord-
ance with AEC requirements, the protection of
the material was inadcquate to prevent or
quickly detect a diversion and (2) AEC’s lack of
authority to predctermine the trustworthiness of
drivers and guards involved in transporting
special nuclear material was a weakness in the
protection system.

Shortly after we began our review, AEC took
action to strengthen the protection of special
nuclear material in transit. 1If AEC finds that
these new protection methods are inadequate, it
should, as recommended by an AEC study
group, consider using a Government-operated or
Government-controlled system for shipping
special nuclear material.
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We made no recommendations to AEC but
suggested that the Joint Committee on Atomic
Energy might wish to consider amending the
Atomic Energy Act to give AEC the authority to
predetermine the trustworthiness of drivers and
guards. (B-164105, Apr. 12, 1974.)

improper Use of Contractor-Furnished
Employees at AEC’s Regulatory Organization

We reported to the Chairman, AEC, that
AEC’s usc of 98 contractor-furnished employees
- to increase its in-house capability in the licensing
and regulatory arca rather than seccuring the
necessary scrvices through employment was not
only improper, but costly—about $1.8 mutlion
more than if Federal employces were used.

AEC agreced that its use ol contrac-
tor-furmished employees was more costly, but it
justified its actions in light of the backlog in
licensing  applications and the energy require-
ments of the Nation. AEC terminated the use of
21 of the 98 cmployces. It plans to keep the
remaining employees for their planned 2-year
terms. AEC agreed, however, to (1) get authon-
zation from the Congress if AEC decides to
extend the terms of these employees or to use
additional contractor-furnished employees and
(2) take steps to improve administrative controls
over the use of these employees. (B-164105,
Nov. 1,1973)

Need to Inform Fertile Females
of Potential Radiation Hazards

The National Council on Radiation Protection
and  Measurcments recommended in January
1971 that radiation exposure to the fetus of
pregnant- women who work with or near radia-
tion not exceed an amount which was one-tenth
the amount AEC’s standards permitted. ALEC’s
policy has been to adopt the Council’s
reccomraendations but, in this instance, over 3
years had clapsed since the Council made its
recommendation and ‘AEC still had not adopted

1t.
In Septcmber 1973, AEC requested the Coun-

cil ‘to reexamine its recommendation because
more restrictive exposure limits could be viewed
by women’s groups as an aitempt to establish a
~-discriminatory occupational qualification hascd
~on sex. Although AEC officials cxpect the
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Council to reaffirm its recommendation, they
sald it could take up to 12 months to implement
the recommendation ift AEC decides to adopt it.

In a report to the Chairman, AEC, we
recommended that, when the Council f{inishes
reexamining its previous recommendation, ALC
expedite its decision on accepting and carrying
out the recommendation. As an interim incas-
urc, we recommended that ALEC inform all
female employces who may be exposed to
radiation in its contractor and licensec facilitics
of the Council’s reccommendation and the pos-
sible adverse effects on offspring.

AEC advised us that it was studying certain
administrative, scientific, and legal questions
related to carrying out our recommendations
and that, upon completion of its study, would
promptly consider the action nceded based on
the studies’ conclusions., (B-164105, May 17,
1974.)

Audit Work in Process

Audit work In process at the end of the {iscal
year included reviews of AEC’s (1) management
of radioactive waste and (2) environmental
protection program in licensing nuclear power
plants.

Environmental Protection Agency

The Environmental Protection Agency’s over-
all mission is to protect and cnhance our
environment by conducting environmental re-
scarch, cstablishing and enforcing environmental
protection standards, and providing financial
assistancce to States and municipalities to con-
struct sewage trcatment plants. The agency also
underwrites administrative costs of local pollu-
tion control agencies and helps finance the cost
of local planning for pollution abatement and
control. _

During fiscal ycar 1974, this agency spent
about $2.6 billion for environmental protection
activities and employed a staff of about 9,200 to
administer its programs. These programs rclated
to water, air, solid waste, pesticides, noise, and
radiation.



pesticides: Actions Needed to Protect
The Consumer From Defective Products

In the sccond ol a series of reports on the
shortcomings ol EPA’s pesticide program, we
reported to the Congress that consumers had not
been adequately protecied from defective pesti-
cides.

Because  of an inadequate  program, somc
pesticides were repeatedly sampled while others
were never sampled; in the 3 regions included in
our review, about 64 percent of the manufac-
wrers did not have any of their pesticides
sampled during a 4-Ye-ycar period. The import
sampling program also needed improvement.

EPA did not have the capability to test most
of -the samples it collected--only 19 percent had
been tested forsafety and 32 percent had been
tested for effectiveness. It found, however, that
16 percent of the samples tested for salety and
28 percent tested Tor elfectiveness were defec-
tive. ‘Thus the number ol unsafe and ineffective
pesticides olfered foy sale to consumers could be
significant. In addition, the agency had not
normally notified the public when it discovered
an incffective or chemically deficient pesticide,
and it had not used the enforcement alternatives
ol cancelling registrations and recalling products
to prevent marketing ol repeatedly inelfective
pesticides. We also pointed out that the cffective
lifc of decomposable pesticides should be deter-
mined and shown on labels, and the types ol
pesticides which have been repeatedly found to
be defective, especially disinfectants and rodent-
icides, should be tested by EPA belore being
registered.

EPA agreced with our findings and recom-
mendation and said it had alrcady taken steps
cither to- carry out new programs or to change
cxisting programs in line with our suggestions.
EPA has started cancelling registrations found to
be'ineffective and has issued guidclines providing
for the prompt public release of information
concerning  its - enforcement  activitics,

(B-133192, May 23, 1974.)

Control of Air Pollution
From Stationary Sources

We ‘reported o the Congress that LPA and
sevén States covered by our review had relied
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heavily on voluntary compliance with laws and
regulations to control air polluticrn from station-
ary sources, such as industrial smoke stacks and
municipal incinerators. The States are responsi-
ble for carvying out plans to control air pollu-
tion and for vigorously enforcing compliance
when polluters do not meet clean-air require-
ments, but the Federal Government assumes this
responsibility when the States Tail to act. Both
levels of Government, however, had been reluce-
tnt to enforce air-pollution-control laws and
regulations,

The ageney agreed that the States had not
clfecuvely  enforced air-pollhution-control laws
and regulations but stated that local air-pollu-
tion-control agencies had. It stated also that it
had begun 1o implement and enforce national
standards. (B-166506, Aug. 23, 1973.)

Need to Insure the Purity and
Safety of Drinking Water

In a report to the Congress regarding Federal
and  State  programs  designed to insure the
acceptable quality of drinking water, we pointed
out with vespect to the State and local govern-
ments that (1) potentiadly dingerous water was
being delivered to some consumers, particularly
by small water treatment systems, (2) in many
instances, water supply systems had not been
tested as frequently as recommended by guide-
lines issued by EPA, (3) over half of the
mterstate carrier water systems reviewed had not
been inspected by the States in 1972, (4) EPA
had not always reclassified  water  supplics
promptly  from “approved” to “provisionally
approved” when deficiencies were noted during
inspeetions, and (5) the Federal Government did
not have a formal program for monitoring the
quality of bottle water,

The agency generally agreed with our recom-
mendations for improving its administration of
the interstate  carrier water supply  program.
(B-166506, Nov. 15, 1973.)

Audit Work in Process

Audit work in process at junc 30, 1974,
included reviews of EPA’s (1) implementation
and admimistration of the Federal Water Pollu-
tion Control Act Amendments of 1972, (2)
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rescarch programs to determine the harmiul
effects of air pollution on man and ccology, and
(3) program to register pesticides to make sure
that they are safe and effective.

National Reilroad

Passenger Corporation (AMTRAK)

AMTRAK—a private, for-profit corporation
created by the Congress to operate and revitalize
intercity rail passenger servicc—uses the facilities
of 13 railroads to provide service to 44 states
and the District of Columbia. It has a work force
of about 5,400 and operates 208 trains a day on
some 26,000 route miles. AMTRAK received
Federal financial assistance through grants and
loan guarantees from the Department of Trans-
portation. AMTRAK began operations on May
1, 1971, and lost 8451 million through March
31,1974,

During the fiscal year, we completed reviews
of some of AMTRAK’s operations for the
Subcommittée on Transportation and Aeronau-
tics, House Committee on Interstate and Foreign
Cormmerce.

Need to Improve Reservation,
Information, and Ticketing Service

We interviewed 1,900 AMTRAK passengers
concerning reservations on 340 train trips in
June and July 1972. About 60 percent of these
passengers commented on their difficulties in
getting train information, making reservations,
and obtaining tickets.

At two of AMTRAK’s major rcservation
‘offices (Chicago and New York), about 30
- percent of customers’ telephone calls during an
8-week period in the summer of 1972 were not
completed - because  of insufficient telephone
equipment and personnel.

Unserviceable cars frequently were removed
from * trains, and cars with different
capacities were substituted.  Without prompt
notification of such changes, ANITRAK reserva-
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tion and ticket offices were uncertain of the
train’s capacity and sold spacc on the basis of
the smallest car. As a result, many AMTRAYK
trains operated with vacant coaches or slecping
spaces, although therc had been many requests
for those accommodations., Space was also
underused because of no-shows. Reservation
offices did not enforce AMTRAK’s reservation
cancellation policy.

AMTRAK took a number of actions to
improve passenger scrvice and said it believed its
new system would eliminate many of the prob.-
lems experienced in 1972. However, AMTRAK
did not expect to achieve full benefits from the
new system until it was completely operational

in late 1974, (B-175155, Aug. 22, 1973.)

Causes of Extensive Delays
Of AMTRAK Trains

Trains had fallen far short of AMTRAK’
objective of arriving at their destinations on time
90 percent of their trips. Overall, one of every
four trains was latc in 1972 and onc of every
three trains was late in the first half of 1973,
This poor performance did not gencrate public
confidence m the reliability of AMTRAK’s
trains and tended to discourage riders, decrease
revenues, and increase costs.

Most AMTRAK train delays werc caused by
track conditions and maintenance work, freight
train interference, locomotive and passenger car
malfunctions, awaiting arrival ol other passenger
trains, and servicing at stations. AMTRAK’s
contracts with the railroads for trackage and
train operations did not require the railroads to
meet the 90 percent ontime objective and
needed to be amended to include recasonable,
definitive, and enforceable ontime performance
standards and to clearly fix the responsibilities
of contracting partics.

AMTRAK stated that negotiations were un-
derway with the raifroads to amend the con-
tracts to provide performance standards,
incentives, and penalties, As an initial result, on
April 3, 1974, AMTRAK worked out a new
arrangement with the Penn Central Railroad that
included a provision for incentives and penalties
in determining the amount of compensation
AMTRAK will pay to the railroad. (B-175155,
Dec. 28, 1973.)



Washington Metropolitan Area
Transit Authority

The Washington Metropolitan Area Transit
Authority was created in 1967, by an interstate
compact between Maryland, Virginia, and the
District of ‘Columbia authorized by Public Law
89-774, approved November 6, 1966. The
Authority’s primary function is to plan, develop,
{inance, and operate the Washington Regional
Rapid Transitt System, commonly called
METRO. The Authority receives Federal assist-
ance in constructing METRO through apprepri-
ations, guarantees of its revenue bonds, and
interest subsidies from the Department of Trans-
_portation. The estimated cost of METRO is
about $3 billion. Passenger service is scheduled
* to begin in June 1975.

Improved System of Reporting METRO's
Costs and Construction Progress

We reported to the Gongress that the cost and
construction status reports prepared by the stalf
of the Authority had not provided a complete
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picture of the METRO project. Reports submit-
ted to the Authority’s board of directors had
not included estimated cost increases for work
not yet under contract, amounting to about
$232 million as of Junc 1973, and operational
delays of several months that were known to the
staff. The inclusion of these estimates in status
reports would have alerted the board to the need
for planning to obtain the additional funds or to
consider if alternatives were available, The Fed-
cral Government and participating local govern-
ments also need such information since they will
be called upon to finance increased costs or
accept reduction in service.

On March 21, 1974, thc board passed a
resolution that the METRO reporting system be
cxpanded to provide quarterly status reports
containing comparisons between original and
total current cost estimates and planned and
actual progress. The first such report was issued
on May 2, 1974. This report {orecast an increase
of over $480 million in the cost of METRO.

On April 2, 1974, we testifted at hearings
before the House Committee on the District of
Columbia on this matter. (B-141529, Mar. 13,
1974.)
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CHAPTER ELEVEN

GENERAL GOVERNMENT
OPERATIONS
"/Responsibilit‘ies

The General Government Division 1s respon-

sible for audit work at the Departments of Com-
merce, Justice, and Treasury; the District of

Columbia Government; the Small Businegs
Administration; the United States Postal Service;
certain regulatory agencies; the legislative and
judicial branches; and various other agencics and
commissions. It is also responsible for audit
work related to Federal, State, and local inter-
governmental relations. This division is under
the supervision of Victor L. Lowe, director, and
John D. Heller, deputy director. An organization
chart appcars on the following page.

Audit Reports

During fiscal year 1974, 92 reports relating to
this area of responsibility were submitted to the
Congress—17 to the Congress, 30 to congres-
sional committees, 37 to Members of Congress,
and 8 to officers of the Congress on activities of
the legislative branch. We also sent 27 reports to
department or agency officials. A list of these
reports is included in appendix 5. The numbers
and types of reports completed arc shown in the
following tabulation.

The rest of this chapter summarizes the
principal audit work completed in these depart-
ments and agencies during the year and in pro-
cess at the end of the year.

Reports submitted to

Members  Officers
Congressional of of Agency
Congress committees Congress Congress officials Totals
Departments:
COMIMEICE . v vttt e it e et et e et iae e AN 1 2 3 6
JUuStice . .. e e 5 6 1 5 17
Treasury ... v s 2 1 7 1 11
Independent agencies:
Appalachian Regional Commission . .......... . 1 R 1
District of Columbia Government ........... 1 3 6 10
Executive Office of the President ............ 1 1 2
National Foundation on the Arts
and the Humanities .................... 1 1
Securities and Exchange Commission .......... e 2 2
-Small Business Administration .............. 1 4 1 6
Smithsonian Institution ................... o e 1 . 1
United States Postal Service . ............... 2 13 11 10 36
Multiageney . ... 2 1 4 7
Legislative branch . ......... .. .. .. oo 4 8 1 16
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Department of Commerce

In carrying out its primary statutory mission
to foster, promote, and develop the forcign and
domestic commerce of the United States, the
Department of Commerce had about 34,000
employees at the beginning of {iscal vear 1974,
and 1ts budgeted expenditures for that year
amounted to about §1.5 billion.

Audit work in process at June 30, 1974, in-
cluded reviews of efforts to revitalize the fishing
industry by developing new fisheries from un-
derused fish resources, an evaluation of f{ishery
resource management programs. and a review of
Federal programs related to marine science
activities and oceanic affairs.

Department of Justice

The chief functions of the Department of
Justice are to enforce the Federal laws; represent
“the Government in legal matters; help State and
local governments reduce crime; confine, sup-
port, and rchabilitate Federal offenders; admin-
ister the immigration and naturalization laws
relating to the admission, exclusion, deporta-
tion, and naturalization of aliens; and control
narcotics and dangerous drug abuse. The Depart-
ment has about 49,000 employeces and its
projected expenditnres were about $1.9 billion
during fiscal ycar 1974.

Our audits at the Department of Justice con-
cerned principally law enforcement assistance,
rchabilitation of _Federal offenders, narcotics
and dangerous drugs, and entry and deportation
of aliens. A large part of ouwr work was done in
_résponse to congressional requests.

Law Enforcement Assistance

Development and Use of Computerized
Criminal History Information

At the request of the Chairman, Subcom-
mittcc on Constitutional Rights, Senate Judi-
ciary Committee, we reported on the develop-
ment and use of a nationwide computcerized
criminal history information system. The system
is operated by tiie Federal Burcau of Investiga-
tion anr:d supported by the Law Enforcement
Assistance Administration through the funding
of State systems,

Data was not avalable to indicate how com.
puterized criminal history information had beey
used and questions regarding the extent ol infay.
mation which should be retained in the FBIs o
States® computers had not beer specilically
resolved by the Attorney General, Both FBI ang
LEAA either Tunded, or sought to develop, tele-
commurications system  capabilities to allow
State and local criminal justice agencies (o
exchange administrative messages more  cffee.
tively.

We reported that the Federal Government
needs to decide what the national policy should
be regarding development ol computerized crim-
inal history mlormation systems and to what
extent the segments of the eriminal justice com-
munity and appropriate Federal Agencies should
participate in policy development. (B-171019,
Mar. 1, 1974.)

Assessing Results of Projects to Reduce Crime

One purpose of LEAA is (o encourage the
development of new and innovative projects Lo
fight crime; but without mformation on whether
such projects work, determining 1 funds have
been spent effectively is not possible.

We reported to the Congress that evaluations
of four types of projects--alcohol detoxification
centers, youth service bureaus, group homes {or
juveniles, and drug-counseling centers--were in-
consistent and did not provide sufficient data o
allow LEAA and the States to make objective
decisions regarding project success.

We recommended that the agency and the
States establish uniform program goals, informa-
tion reporting systems, and evaluation methods
for cach type of LEAA-funded program.

Although LEAA has taken steps to improve
its cvaluations, these actions were not adequate
to provide the Congress with needed account-
ability for Federal funds spent by States. There-
fore, we recommended that the cognizant legis-
lative committees further discuss the matter
with Department officials. (B-171019, Mar. 19,
1974.)

Rehabilitating Inmates of Federal Prisons

In a report to the Congress we concluded that
the Bureau of Prisons has made progress in de-
veloping educational, vocational, and related
programs for rchabilitating Federal offenders
but, in relation to the total problem, this prog-
ress has been mited, because:



- Available rehabilitation programs were not
fully used because inmates were not moti-
vated to improve themselves,

- Shortages  of  psychiatnists, psychologists,
and social caseworkers prevented treatment
for soine inmates needing help.

- Inmates had only limited opportunities to
learn marketable skills.

- Vocational programs were imited by avail-
ability  of Federal Prison Industries, In-
corporated, funding.

Sufficient  emphasis was not placed  on
preparmg inmates for jobs.

The Department of Justice generally agreed
with our {indings and conclusions concerning
the deficicncies noted and told us that the rec-
omuienditions 1o correct the deficiencies are
being carried out as resources are nuade available,
(B-133223, Nov. 6, 1973))

Eederally Supported Attempts to Solve
Siaie and Local Court Problems

We reviewed  LEAA grants designed to solve
State and local court problems in Califomia,
Colorado, Hlhimois, Massachusetts, New York,
and Pennsvlvania. During fiscal years 1969-73,
the States had allocated about $180 million of
LEAA funds to programs to improve court
procedures and systems.

We reported to the Congress that problems in
developing LEAA-supported State plans and in
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Folding machine operator, FPi print plant—Lompoc
Correctional Institution,

providing technical assistance limited the abil-
ities of States and LEAA to improve court sys-
tems. LEAA had not made sure that its grants
for State court nmprovement  programs  were
dirccted to causcs ol the most serious problems.

We recommended that LEAA require States
to develop plans with specific goals, provide
States with evaluation criteria, adequately staff
its regional offices, determine the effectiveness
of organizations receiving LEAA funds, and
msure that court statistical reporting systems are
developed and the vesults of projects funded are
made available to the States.

. -Attaching brush handles, FP{ brush industry —Leavenworth Penitentiary.
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The Department of Justice generally agreed
with our recommendations and cither started or
planned to implement them. (B-171019, May 8,
1974.)

Audit Work in Process

Audit work in process at june 30, 1974, n-
cluded reviews ol (1) the pilot citics program
established and funded by LEAA, (2) the Law
Enforcement Education Program, (3) progress in
determining types of approaches which work in
the criminal justice system, (4) the nced to 1in-
prove the long-term impact of the LEAA grant
program, (5) the operations of halfway houscs
for adult offenders, (6) Federal efforts to pre-
vent or reduce juvenile delinquency, and (7)
Federal, State, and local use of criminal history

-information,

Drug Abuse Control

The primary responsibility for Federal drug
abuse enforcement and control programs lies
with the Drug Enforcement Administration, al-
though several other Tederal agencies are in-
volved, including the U.S. Customs Service, the
U.S. Immigration and Naturalization Service,
and the State Decpartment. During fiscal year
1974, the Drug Enforcement Administration
had about 2,200 agents and compliance investi-
gators and a $112 million budget to identify and
disrupt the sources of narcotics and dangerous
drugs through various enforcement and regula-
tory activities,

Dangerous Drugs

The abuse of dangerous drugs—including
barbiturates, amphetamines, and such halluci-
nogens as LSD—has become a serious problem.

The Drug Enforcement Administration estab-

lished some programs for identifying and in-

wvestigating 1llicit- sources of dangerous  drugs.

These programs- have brought about arrests ol

national and international drug traffickers and

have closed illicit dangerous drug laboratories.

Weaknesses in - several arcas, "however, have

limited the programs’ effectiveness. The agency

“ neecds to increase

=~ cenforcement cfforts which have been rela-
tively low in comparison to heroin enforce-
meng, '

" — efforts to control production and smug-
gling through Mexico, and

— the effectiveness of its program for con.
trolling the ingredients used in manufae-
turing illicit dangerous drugs.

The Department of Justice stated that dan-
gerous drug enforcement had recarved a lesser
priority until eawrly 1973 because the entive
Federal community had cemphasized herom ag
the primary drug problem and because dan-
gerous drng enforcement is a new and highly
mnovative endcavor. Therefore, 1t could not
provide definite commuents on our recommenda-
tions without further analysis. (B-175425, June

7,1974.)

Difficulties in Immobilizing Major Narcotics Traffickers

A program to immobilize major narcotics tral-
fickers and to stop the {low ol drugs into the
United States was started by the Burcau ol Nar-
cotics and Dangerous Drugs and was continued

by its successor agency, the Drug Fnlorcement

Aahﬁnis\t\mtion .

We reported to the Congress that obstacles in
arvesting the sclected major traltickers were: (1)
thev did not personally handle illicit drugs, (2)
they lived or operated outside the United States
where the Burcau activities and authority were
limited, or (3) their cases were not being in-
vestigated due o lack ol informants, intelli-
genee, andfor Burcau resources. Other factors
were: (1) some individuals had been erroncously
ideutified as major tralfickers, (2) written plans
for investigation were lacking, and (3) better
coordination between the Burcau and other
Federal Iaw enforcement agencies was needed.

Also, arrested narcotics traffickers were not
being effectively immobilized because, for the
most part, they were (1) released on bail for
long periods and thus were free to continue their
operations, (2) sentenced to short prison terms
which tended to negate the -deterrent effect of
prosecution, (3) acquitted after trial or had their
cases dismissed because of inadequate develop-
ment or presentation of cases, or (4) permitted
to plead to a reduced charge and thus im-
mobilized for a much shorter period of time
than might have been the case if processed
further.

We made several recommendations to the
Attorney General. The Department of Justice
agreed with our findings and said individual rec-
ommendations that had not already been imple-
mented were being studied to determine their
[casibility. (B-175425, Dec. 21, 1973.)



Audit Work in Pracess

At the Drug Enforcement Administration,
audit work in process at the end of fiscal year
1974 included reviews of (1) efforts to stop the
flow of drugs from and through Latin America
and (2) Federal efforts to control the abuse and
diversion of methodone.

Immigration and Naturalization

The Iliegal Alien Problem

At the request of the Chairman, Special
Studies Subcommittee, House Committee on
Government Operations, and Congressman John
W. Wydler, we examined problems of the Tm-
migration and  Naturalization Service n pre-
venting entry of, focating, apprehending, and
expelling illegal aliens. The number of illegal
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aliens located by the Service increased from
about 200,000 in fiscal year 1968 to about
790,000 in fiscal vear 1974,

We concluded in ouwr report to the Congress
that the Service did not have the itlegal alien
problem under control and that the problem had
reached severe proportions. We reported that
many cmployers continue to hire itlegal aliens
for jobs even after repeated Service visits to dis-
courage such cmployment, and that, since no
Federal Low prohibits such employinent, sanc-
tions were needed to discourage such hiring. The
Services the Internal Revenue Servvice ol the
Departinent of the Treasury: and the Depart-
ment of Health, Education, and Welfare agreed
with our findings and conclusions and informed
us that actions had been or would be taken to
carty out our recommendations on the need for
coordinating cfforts among these agencies (o

Hidden compartment of truck used to conceal illegal aliens, 137
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collect taxes {rom departing aliens and identify
illegal aliens applying for or veceiving wellarve
assistance.

We also recommended that the Senate favor-
ably consider House bill 982 passed Mav 3,
1974, which would make it unlawful to hire
illegal aliens. (B-125051, July 31, 1973.)

Need for Improvements in Management of the
Immigration and Naturalization Service

At the request of the Chairman, Legal and
Monetary Affairs Subcommittee, House Com-
mittee on Government Opcrations, and Con-
gressman John W, Wydler, we examined certain
management operations of the Immigration and
Naturalization Service.

We recommended that the Attorney General
have the Service (1) establish a plan to increase
effcctiveness of the record system in providing
accurate data for followup on aliens who over-
stay their permitted time, (2) study the feasibil-
ity of periodically reissuing Mexican border
crossing cards, explore alternatives to periodi-
cally reissuing the cards. and initiate a system
for more effective monitoring of Mexican aliens
allowed to extend their visits, (3) examine its
procedures for requesting fingerprint scarches on
tllegal aliens to eliminate searches which serve no
useful purpose, (4) revise the alicn address re-
port forms to allow use of excess forms from
year to vear and evaluate the management
benefits of yearly filings of address reports, (5)
recquuest illegal aliens to pay their transportation
cost on Service-owned buses which could result
in considerable savings to the Government, and
(6) require aliens to pay the postage on alien
address reports.

The Service agreed with our findings and con-
clusion, and actions have been or will be taken
to carry out our recommendations. Requiring
that aliens pay the postage on alien addvess re-
ports resulted in estimated savings for calendar
vear - 1974 of §346,000 for postage and
$248,000 which would have been charged by
the U.S. Postal Service for special handling fecs.
iB-125051, Aug. 14, 1973.)

Audit '"Mork in Process

Audit work in process at June 30, 1974, in-
nhuded reviews of the foreign student program
ind newdy arrived immigrants receiving welfare.

)

Registration of Foreign Agents

Administration of Foreign Agents
Registration Act of 1938, As Amended

At the vequest of the Chairman, Senate Com-
mittee on Forcign Relations, we reported on cer.
tain aspects of the Foreign Agents Registration
Act of 1938, as amended, and the adminisira-
tion of the act by the Department of Justice.

We recommended that the Attorney General
(1) establish a system which would bring ajl
forcign agent files up (o date and require thag
filings be made on time, (2) review supplemental
statenients to identify and revise all questions
registrants, to reduce or
msullicient

which confused the
climinate  the high incidence of
responses, and (3) assess the Registrations See-
tion’s needs and establish a review system (o
msure that the registration and enforcemeny
activitiecs ol the Department are carried  out
cffectively. (B-177551, Mar. 13, 1974))

Special Assistance to the Congress

At the requesi of the Subcommittee on Con-
stitutional Rights, Senate Judiciary Committee,
we developed information to assist the Subcom-
mittce in conducting hearings and dralting legis-
lation to guarantee the security and privacy of
criminal history information.

We briefed the Subcommittee on Equal Op-
portunity, House Committee on Education and
Labor, on Federal cfforts to coordinate juvenile
delinquency programs. Subscquently, we pro-
vided information to the Subcommittee to help
in drafting proposed legislation intended to re-
place the expiring juvenile delinquency legisla-
tion,

At the request of the Chairman, Subcom-
mittece on Crime, House Judiciary Committee,
we bricfed the Subcommittee on the Operations
of LEAA and the results of our work there., Be-
causc of a rcorgamzation of Subcommitice
responsibilities, the Subcommittee on Crime had
gained oversight responsibility for LEAA activi-
ties and our brieling pu)Vl(lcd assistance to the
Committee 1n assuming its oversight role and
planning future hc‘um(gs.

The Indian  Affairs Subcommittee, House
Committee on Interior and Insular Affairs, re-
quested projected cost estimates for i proposed



Indian Trust Counsel Authority. The Subcom-
mittee used this data in marking up proposed
legislation which would, under one alternative,
establish @ Government agency as opposed to
combining certain functions of the Departments
of Justice and Interior in one office.

We have bricfed the House Judiciary Cow-
mittee, Subconmittee on Immigration, Citizen-
ship and International Law, and the House Com-
mittee  on Government  Operations,  Subcom-
mittee on Legal and Moncetary Affairs, on a con-
tinuing basis concerning alien and illegal alien
problems. The Commuttees held hearings on
these matters and ave continuing, to follow up on
alien activities of (he lmmwn wion and Natural-
{zation Service

Department of the Treasury

Our audit work at the Department of the
Treasury -during the year was concerned princei-
pally with the acuvities of the Internal Revenue
Service and the OlTice of Revenue Sharing,

Internal Revenue Service

The Internal Revenue Service was respousible
for collecting taxes, ol about $273.6 billion in

fiscal year 1974, Through its taxpayer service
progrant, IRS assisted about 35 million tax-

payers who came to IRS locations for informa-
tion and assistance-or requested information by
telephone, During the vear, IRS used 27,000 of
its emplovees to audit 2.5 million 1ax returns.
Our review cfforts at the Internal Revenue
Service have been materially hampered, and in
some cases ternunated, because of the continued
refusal by that agency to grant us access to
records. necessary  to o effectively review  1RS
operations and activities. We have been given
access to individual tax returns only when the
return was needed inoconnection with another
matter in which we were involved or when we
made reviews at the request of the joint Com-
mittee on Internal Revenue Taxation. Otherwise
we have been denied records requested tor re-
views ol IRS operations. The reviews of 1RS
conducted at the request of the Joint Com-
mittee have been made pursuant to an arrange-
ment whereby GAO and the Joint Commitiee
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agreed on certain priority matters involving the
administration of the internal revenue laws.

Collection of Taxpayers' Delinguent Accounts

The Internal Revenue Service had an inven-
tory of 659,227 taxpayers’ deliquent accounts
representing assessments of about $1.9 billion as
of June 30, 1972. Operating in the capacity of
agents of the Joint Committee on Internal Rev-
enue Taxation, we reviewed IRS' handling of
1,096 delinquent taxpayers accounts—of which
670 were being pursued for collection and 426
were classified as uncollectible. We reported to
the Joint Committee that IRS had cffectively
collected taxpayers” delinquent accounts; tax-
payers were treated equitably; and procedural
safeguards in classifying a taxpayer’s delinquent
account as uncollectible insure that collection
action 1s not prematurely suspended.

We reported also that 1IRS statistics were in-
flated by multiple assessments, included assess-
meuts for marihuana taxes although these assess-
ments are tradivonally uncellectible, and were
mtlated by invalid delinguent accounts.

We recommended that the Jomnt Committee
mitiate legislation to establish interest rates on
deferred estate tax pavments which would be
closer to the Government’s cost of borrowing
funds, deny credit toward social security
benefits when such taxes are not paid on self-
employment income, and exclude from  dis-
charge through bankruptey taxes assessed within
3 years defore a bankruptey petition is filed.
(bl 37762, Aug. 9.1973.)

Audit Work in Process

The Jomt Committee on Internal Revenue
Taxation requested GAO, acung as an agent of
the Jomt Committee, to make extensive studies
of IRS audit and taxpayer service activites.
During the vear, we began six sepurate reviews
of these activities.

Office of Revenue Sharing

Revenue Sharing

The State and Local Tiscal Assistance Act of
1972, commonly called the Federal Revenue
Sharing  Act. provides for distributing about
$50.2 billion of Federal funds to State and local
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House Committee on Public Works. we reviewed
the administrative ‘problems experienced by the
Office of  Emergency Preparedness (now the
Federal Disaster Administration) in  helping
State and local governments recover from the
etfects of natural disasters.

Federal disaster assistunce generally  was
nimely and had helped disaster-ravaged com-
munities recover from the phyvsical and cco-
nomic losses caused by large-scale matural disas-
tevs. The mamner i which this asststance was
provided, however, could have been improved.
Also. there was a lack of uniformity among
Federal Disaster Assistance Programs. For ex-
ample. Farmers Home  Administration loans
were subject to u d-percent rate of interest, but
Small Business Admmistravon  loans  were
subject to a 3-pereent rate.

We suggested that the congressional com-
mittees may wish to consider (1) the feasibifity
of providing for uniformity among Federal
disaster loan programs. (2) the feasibitity of
assigning to one agency disaster responsibihties
which are now allocated amony various Federal
agencies, (3) whether congressional wtent ve-

garding the applicability of local codes., specifi-
cations, and standards needs 1o be clarified, (D
the policy of following State laws in the estab-
lishment of fair market value. which permitted
the pavment of preflood wvalue tor flood-
damaged Pennsylvania properties acquired in di-
saster-related wban renewal projects, resulting in
larger pavments to these property owners than
to other propeviy owlners whose property was
not acquired for wban renewal projects, and (5)
whether relocation pavments for disaster-related

projects should include the victim’s lossces.
(B-178415. Nov. 3, 1973: B-167790. Nov. 5,
19730

Limited Success of Federally Financed
Minority Businesses in Three Cities

‘We reported to the Congress that fedevally
financed minority businesses have had limited
success. Of 443 businesses examined, we identi-
fied about 27 percent as failures, about 25 per-
cent as probable failures, about 31 percent as
probable successes, and about 17 percent as
undeterminable. Although a lack of managerial
capability was the sole reason or centributing
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raason most noted tor flure or probable Gulure
of the bustnesses, we found that (1) borrowers
nsing loan funds to purchase extsting businesses
were more successtul than borrowers usiug funds
to expand thaw enisting businesses ov (o stary
new businesses, () unfavorable busmess loey.
tons usually vesulted i Gubove, and (3) bus
nesses with bank loans were more succeessiyl
than with  diect Small
Admmistraton loans,

hadequate foan servicing has vesulted g
cffective and intmely management assistanee,
As o consequence, the Admmistation’s manage

businesses Busimnesys

ment assistance has had hitde eftece on bustiess
SUCCCSS,

The Admmistration and the Otfee of Minoy
1y Busiuess Faterprise, Department ol Come
meree, have taken steps (o develop Toan approval
criterta and tmprove the elfectiveness ol manaye
ment assistanee programs, (B-FORL . Nov, 8,
1973))

Testimony at Hearings

We testificd i September 1973 hefore the
Scnate Government Operations Committtee on g
bill to miprove the coordination of Federval ve
porting services (S, [812).

We also testilied i November 1973 belore
the Subconmmittee on Water Resources, House
Committee on Public Works, o a bill o provude
For disaster assistance (ILR. 7690).

Audit Work in Process

At June 30, 1974, we were reviewing the
cffectiveness of the Small Business Act section
8(a) program and the elfectiveness ol the section
502 local development company progran,

U.S. Postal Service

The Postal Service delivered about 90 billion
picces of mail in fiscal year 1974, In doing so,
the Scrvice employed about 700,000 people,
used about 32,000 post offices and 200,000
vehicles. Total revenues were about $11 billion,
including $1.9 billion in Federal subsidics.
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We stated also that mal massing at the 180
processimy centars as recommended by the cone
tractor could canse mail sevvive gquatiey to deernt
avafc.

e Postal Senvace has deterved naplementing

the aen svstem unal the cqupment has heen
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ovevadl, ghie Postal

Phaseout of the Corps of Engineers

from the Postal Sgrvice Construction Program
I sorepaort to the Charman, Committee on
Post Qftiee and Coal Servee, we
mipact of the Office of Management and Budget
decision (o phase the €

discussed the

Torps of Fagineers out of
Postal Senvee mapor constrietion programs by
4o We stated that the Natonal Bulk
Mal Svstem wounld be 60 (o 98 percent come
plete as of the Juuae

\"nl\'h wotd be

SO phascont date, and,
adversely atfected to the ontent

.

that the phascout would

delav compleanon of the bulk mal svstem
by 3o o menths and resnlt i loss of

Postal Senvice projected operational savings

of S50 (o STOU wntlion,

mem added costs trom a et Corpsiloscal

Service mamgement eftort,

disrupt numerons (q\npnnnl deliveries to

ehe BadC el taalioes, and

NCCessiate n‘ductmn m Torce tor abowt

350 Corps personnel.
On My 300 1973 we outdined these findings
to the Postmaster General and m a
bricting to the stafts ot the Honse Post Office
ad Cnval Service Committee and the Tlouse Sub-
comnitee on Postal Factlinnes, Mail, and Labor
Management, On June 280 19735, the Office of
Management and Budpet. ar the request of the
Postal Service, anthortzed extending the Corps®
participation i the bulk mal svstem antil its
completion. (B-1715394, Oct. 2, 1573))

i a letter

Airmail lmprovement Program
Objectives Unrealized

The objectives of the airmail improvement
program e to arrest and reverse the decline in
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airmail volume and thus increase revenues by
offering improved service. This was the first
program for which the Postal Service established
overnight delivery standards between designated
major cities.

We reported to the Congress that the Service
established the program without making a mar-
Ket study to determine whether the program
would be economical and that. in view of the
continuing decline in airmail volume and the
increased costs associated with the improved
service, we questioned whether the program
objectives will be achieved.

We recommended that the Service:

— Reevaluate the airmail improvement pro-
gram to determine if it could be modified
to better meet customer needs and, in turn,
to increase participation or 1f it should be
curtailed.

— Conduct adequate market studies betore
undertaking service improvement programs
to inswre that anticipated additional rev-
enues will be sufficicnt to recover all costs
assoctated with improving the service.

The Service concwrred in ow recommenda-

tions and stated it was examining possible
modifications and making surveys to determine

customer needs. (B-114874, Aug. 6, 1973.)

Testimony Before Congressional Cemmittees

In testimony given on July 26, 1973, before
the Senate Committee on Post Office and Civil
Service, we commented on such matters as the
quality of first-class mail service, bulk-muail and
letter-mail processing svstems, and postal con-
struction activities,

We testified before the Subcommittee on
Postal Facilities, Mail and Labor Management of
the House Post Office and Civil Service Com-
mittee on April 30, 1974, concerning the
urgency for and the direction of the Service’s
modernization cfforts.

Audit Work in Process

Audit work in process at the end of the fiscal
year included reviews of the implementation of
*the bulk-mail processing system, causes of mis-

sent mail; and the system by which costs are
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allocated to the various classes of muail., Addi-
tional work was being performed at the request
of committees and Members of Congress.

Intergovernmental Relations

The General Government Division is respon-
sible for carrving out the principal functions of
the Compuroller General and the General A
counting Office relative to strengthening and
improving intergovernmental relations between
Federal, State, and local governments.

Assessment of Federal Regional Councils

Federal Regional Councils were estabhished to
develop closer working relationships between
large Federal grant-making agencies and State
and local governments and to improve coordina-
tion of the categorical grant-in-aid system,

We reported to the Congress that most offi-
cials of States and farger mnits of loeal govern-
ments know about the councils but that repre-
sentatives of smaller units of local government
generally were unfamiliar with them. State and
local governments need mformation on Federal
grant-in-aid programs and on the opportunitics
for securing assistance {from the councils.

The councils were impeded from being more
effective by snch factors as: (1) member agen-
cies’ lack of, or variations in, decentralized
decisionmaking  authority, (2) limits on the
authority of coundl chairmen, (3) division of
time and cffort by council memboers, staffs, and
task force members between Council and agency
affairs, (4) msufficient participation by non-
member Federal agencies in council activities,
and (5) absence of formalized standards for
planning work and reporting progress.

We concluded that, although these factors
impeded the councils’ effectiveness, they could,
within their cxisting framework, more cffec-
tively accomplish their purposes with stronger
management direction by the Under Secretaries
Group for Regional Operations. The Office of
Management and Budget, thec Under Secretaries
Group, and council chairmen generally agreed
and concurred in our recommendations for
making the councils more effective.

We testified before the Subcommittee on
Intergovernmental Relations, House Committce



on Government Operations, providing additional
informaton on Federal Regional  Councils.
(B-178319, Jan. 31, 1974.)

Protection of President Nixon at
Key Biscayne and San Clemente

As a result of publicity regarding Federal
expenditures on President Nixon's two resi-
dences, we recaved  letters from Members of
Congress eXpressing 4 common concern about
the mapnitude of the total reported expendi-
rures and, with respect to specific expenditures,
questioning whether the work performed:

Related to protection of the President.
- Provided a nonprotective benefit o the
President.

We made a general review of the expenditures
for protective purposes at the President’s res-
dences at Kev Biscavne and San Clemente,
noting  oxpenditiires {or other purposes when
appropriate. We reported to the Congress ihat
expenditiwes by the Sceret Service and  the
General Services Administration at the Prest
dent’s two residences totaled about §1.4 million.
Nearlv §1 million was spent for basic facilities
which served a protective purpose and, on bal-
ance, did not provide significant benefits to the
Presidentapart from protection.

GENERAL GOVERNMENT OPERATIONS

Landscaping done during the construction
period at Key Biscayne and San Clemente, taken
as a whole, ecither served a protective purpose or
was incident to other protective work. Although
the question of how responsibility for the main-
tenance of landscaping at the President’s resi-
dences should be divided s not casily answered,
1t appears that the Government did some land-
scape maintenance at both residences which
should have been done at the President’s ex-
pense,

Certain items which served a protective pur-
posc also resulted in nonprotective benefits to
the President-—which of itselt is not a basis tor
criticism. However, i the case of an clectric
heating system and two property surveys, other
circumstances ted us to question whether the
Government should have assumed the costs. A
few items were intended for purposes other than
protection. The Government shared in the cost
of & sewer, the justification being that official
visitors would be entertamed at the residence.
The Government should not have participated
this cost.

The arrangement under which the Secret Sery-
lee was requesting assistance {rom the General
Services Administration in protecung the Presi-
dent had the following weaknesses: '

— General Services Adnamstration funds were
not directly associated with Secret Service

President Nixon's residance at Key Biscayne—two houses,
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President Nixon’s residence at San Clemente,

protective activitics during the budget
preparation and review process.

— A casual attitude in authorizing work was
fostered. Because most requests during the
construction period were verbal, who made
requests or precisely what was requested
could not be readily determined.

— General Services Administration was in-
vited to do more than simply exccute
Sccret Service requests, particularly when
requests were vague or general.

We recommended that the Congress consider
several changes in law to provide better control
and accountability, as well as public disclosure,
of Federal funds spent at private residences for
the protection of Presidents, Vice Presidents,
former Presidents, and others. (B-155950, Dec.
18,1973.)
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Legislative Branch

We maintain a professional staff at the Capitol
to audit the various revolving funds, other activi-
tics of the House and Senate, and private organi-
zations doing business on the Capitol grounds.
Our audits of private organizations which con-
duct activities onr Capitol Hill arc carried out
pursuant to section 451 ol the Legislative Re-
organization Act of 1970.

Our stalf also assists with management, finan-
cial, and administrative problems when re-
quested by officers of the Congress. Thesc
requests are received virtually every day and re-
quire close cooperation with these officials on
their immediate problems and on the develop-
ment of long-range improvements in their opcra-
tions.



Audit work on the legislative branch ‘ncluded
examinations of the following activities:

The Senate:
Senate Recording Studio
The House of Representatives:
The Sergeant at Arins
Finance Office
Recording Studio
Office Supply Service
Property Supply and Repair Service
Office Equipment Service
House Restaurant
House Beauty Shop
Majority Printing Clerk
- Minority Printing Clerk
Architect of the Capitol:

Settlement of accounts
U.S. Senate Restaurants

Lib 1‘-"aryrof Congress:

Settlement of accounts

GENERAL GOVERNMENT OPERATIONS

Library Services Program of the Card Divi.
sion

Private organizations:
United States Capitol Historical Society

The expenditures for salaries, milcage, and
expensc allowances of Scnators; salaries of
officers and employees of the Senate; clerk hire
of Senators; and other expenses of the Senate
are audited on the basis of documents submitted
to us.

We prepared 16 reports on audits of legislative
branch activitics during the year. These reports
related to activities of the Senate, House, Archi-
tect of the Capitol, Library of Congress, and the
United States Capitol Historical Society.

On the basis of audits made pursuant to sec-
tion 451 of the Legislative Reorganization Act
of 1970, we reported to the Congress on the
financial statements of the Majority Printing
Clerk and the Minority Printing Clerk of the
House of Representatives and the Capitol Histor-
ical Society for fiscal yvear 1974,
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CHAPTER TWELVE

INTERNATIONAL
OPERATIONS

R'eéponsibilifies

The International Division is responsible for
anditing all U.S. Government programs ancd
organizations whose operations involve relation-
ships betweer the United States and foreign
governments. This work includes reviews of U.S.
participation in (1) development assistance pro-
grams, both bilateral and multilateral, (2) inter-
national trade, wmonctary, and financial

activities, {3) Government functions relating to
foraign policy and sccurity, and (4) the inter-
national aspects of the development of natural
resources, overscas support scrvices, and other
civil - agencies. The andit effort exiends to the
Departinent of Stare, Agency f{or International
Development, United States Information Agen-
¢y, Overscas . Private Investment Corporation,
and Export-Import Bank and the international
activitiecs of the Departments of Agriculture,
Commerce, Defense, and the Treasury.
- The dircctor of this division is J. Kennetn
Fasick and the deputy director 1s Charles D.
Hylander. An organization chart appears on the
following page.

Overseas Operations
Audit. coverage ol international programs is

extended overscas by the staffs of the Far Fast

1A

Branch, with headquarters in Honolulu, Hawaii,
and the Buropcan Branch, with headquarters in
Frankfturt, Germany. The Saigon Olfice of the
Far East Branch was closed and its responsi-
bilities transferred to the Bangkok Oftice in
December 1973,

During liscal year 1974, stalt members from
Washington and the overscas branches conduc-
ted audits in 18 countrics in Europe and Africa,
12 in the Middle East and South Asia, 16 in the
Far East and Southwest Pacilic, and 12 in Latin
America and other arcas.

Audit Reports and Assistance
To the Congress

During fiscal yecar 1974, we completed 73
reports on international programs—21 to the
Congress, 18 to committees, 17 to individual
Members ol Congress, and 17 to agency officials,
We spent about 37 pereent of our effort on
assistance to commiitees and Members of Con-
eress, including time spent on (1) 35 reports
issued in response to formal requests, (2) com-
mittee assignments, and (3) other assistance,
such as briefings, stafl papers, statistics, and
background data provided in response to infor-
mal requests.

Several of our reports contamed proposals for
legislative action. In addition, Congress cnacted
legislation in fiscal ycar 1974 related to our
carlier proposals. (Sce app. 6.) We also testified
eight times during the year before congressional
committees on reviews of international pro-
grams.

National Defense

Military Assistance and
Support of Other Nations

Grants of military assistance have genevally
declined m recent years, but the total outflow of
U.S. arms has risen sharply as a result of
mcreased  sales. The total value of defense-
related sales and grants from all U.S. sources for
fiscal year 1974 was expected to exceed $12
bilhion. The cffect of an activity of this size on
diplomatic relations, balance of payments, IFed-
crid budget, overseas representation, and defense
industry is obvious.
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The F-5E, a fighter aircraft developed exclusively for use in the
Security ‘Assistance Program.

During fiscal year 1974, we completed 13
reports on international security programs. The
reports covered a wide range of military assis-
tance; such as an evaluation of the effectiveness
of ‘our assistance to Korvea (one oi the primary
Temaining recipients of grant aid) and special
assistance to JIsracl resulting from the recent
‘Arab-Israeli- War and an analysis of the balance-
of-payments effect of NATO forces.

Security Assistance to Korea:
Accomplishments and Constraints

In recent years Korca has been one of the
largest recipients of U.S. military assistance.
Most of the assistance 1s for a 5-year $1.5 billion
modernization program. In June 1974 we re-
ported to the Congress on the cffectiveness of
this assistance,

Studies had indicated that Korea was finan-
cially capable of assuming the cost of operating
and maintaining U.S.-provided cquipment. We
recommended that the Secretaries of State and
Defense develop a plan for Korea to assume all
operation-and maintenance costs and identily a
transition period for coaverting equipment
transfers from grant aid to sales. We also made
certain proposals for congressional consideration
in future authorization and appropriation hear-

mgs. (B-164264, July 1, 1974.)

How Ship Transfers to Other
- Countries are Financed

- Over the last 25 years the United States has
given, loaned, sold, or otherwise transferred
3,900 naval vessels to other countries. Public
Law 92-270, requiring that all expenses be paid
by the recipient country or from military
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assistance funds, was the most recent ship-loan
legislation at the time of our review. However,
the Department of Defense excludes repairs and
overhauls from its definition of costs associated
with the transfers.

We found that the Navy spent (without
rcimbursement) about $13 million to overhaul
and repair vessels translerred under this legis-
lation. Another $5 million in equipment, out-
fitting, and services and an indeterminate a-
mount of smalf arms and ammunition was also
provided without reimbursement.

In our report to the Congress, we recom-
mended that the Sccretary ol Defense not
transfer ships that have recently been overhauled
and that, in the case of exceptions, he require
the Navy to be at lcast partially reimbursed by
the recipient country or the military assistance
appropriation for the cost of such overhauls. We
also recommended that the Navy be reimbursed
for the costs ol outfitting and services associated
with ship transfers. (B-163742, Junc 25, 1974.)

Status of Emergency Security
Assistance to Israel

As a result of the 1973 Arab-Isracli War, the
Emergency Security Assistance Act of 1973 was
passed to provide Istael with $2.2 billion in
assistance to maintain a balance of power in the
Middle East.

In a classified report to Representative Harold
Runnecls, we presented the status of the funding
and equipment deliveries under this act and of
other U.S. assistance provided to Isracl.

(B-180356, May 20, 1974.)

Restrictions on U.S, Procurement
Activities in Thailand

Because of indications that the Thai Govern-
ment was restricting U.S. procurement activitics
in Thailand, we made a review to determine the
extent and effect of the lack ol competition and
reported the results to the Congress.

Thai Government decrees allow the United
States to contract only with the Express Trans-
portation Organization of Thailand—a govern-
ment-owned monopoly—for transportation and
stevedoring services at Thai ports. The United
States has spent $86 million on sole-source
procurements with this organization since 1966
at rates which we found to be excessive.

We also found other instances in which U.S.
firms had been prevented from competing on



U.S. contracts because they were denied access
-to Thai bases, thus making them unable to
perform.

We recommended that the Sccretaries of State
and Defense attempt to negotiate with the Thai
Govermment a scttlement of the sole-source
procurcment and access-to-bases problems. We
suggested  that, barring resolution ol the pro-
blems, the excess costs be considered as assis-
tance to Thaland and funded from forcign
assistance appropriations. (B-133258, june 5,

1974.)

The Military Assistance Pipeline

In conncction with the 1974 Senate appro-
priation hcarings, we provided a statement for

the record on the potential for recouping prior

years military assistance obligations. We pre-
sented a briel explanation of military assistance
funding procedures, the mdgnltudc of obligated
but uncxpended prior years’ {unds, selected
examples ol the transactions involved, and the
likclihood ol deobligation ol these funds (IMiscal
Year 1974 Scnate Hearings on Foreign Assis-
tance and Related Programs Appropriations,
pp. 1572-84.}

Audit Work in Process

Work n process is geared toward the changing
makecup of our security assistance; for example,
a review of our military activities in Iran (a
major purchaser of U.S. defense equipment) and
a review  of our overscas administration of
assistance and sales activities.

U.S. Participation in the
North Atlantic Treaty Organization

Congressional and public attention has {o-
cused with growing intensity on the {inancial
and  political aspects of U.S. obligations to
NATO. In addition to the large US balance-
of-payments deficit’ resulting from stationing
forces in Europe and cfforts to case the deficit,
other factors, such as domestic pressures to
reduce defense spending, thawing of United
States-Soviet relations, and unilateral policies in
the Middle East have placed the United States at
odds with its allics.

INTERNATIONAL OPERATIONS
NATO Balance-of-Payments Deficit

The Department of Defense had stated in
congressional testimony that $4.1 billion of its
total NATO expenditures in 1972 and 1973
were offset by other balancing factors, lecaving a
nct balance-of-payments deficit of only $400
million,

At the request of Senator Harry F. Byrd, Jr.,
we analyzed the accuracy of the $4.1 billion
figure, and computed the U.S. balance-
of-payments deficit to be §1.7 billion for 1972
alone. (B-156489, Aug. 8, 1973.)

Work in Process

In anticipating an incrcasing congressional
need {or timely, comprehensive information on
the NATO alliance, we have begun a series of
reviews to identily the cost and  assess the
clfectiveness of United States-NATO activitics.
We are presently looking into U.S. staffing ol
NATO, military assistance costs to less econom-
ically developed NATO countries, and other
U.S. costs which might be reduced or shared by
the NATO allies.

Econemic and Financial Assistance

Multilateral Development
Assistance

Much development assistance is provided to
developing countries through the miternational
financial institutions, the United Nations Sys-
tem, and other international organizations. The
World Bank Group and the regional banks
administered a $4.7 billion lending program in
1973. The agencies of the Umted Nations
System provided about $1.3 billion worth of
assistance. The United States is the largest single
contributor of the resources of these organiza-
tions.

During the fiscal year we completed two
reports on multilateral assistance to Members i
Congress, and two additional reports were in
process at yearend. We also made considerable
progress toward cstablishing independent review
and cvaluation systems in the major
national development ovganizations.

inter-
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Independent Review and Evaluation Systems
In the international Organizations

Alihough the executive branch favors con-
tinuing and further expanding multilateral devel-
opment assistance programs, the Congress has
expressed concern over the level of U.S. partic-
ipation in international organizations and the
management of funds by these organizations. In
view of this concern, we have spent considerable
effort during the past several years to obtain
legislation that would assist in establishing an
independent review and evaluation system in the
international financial institutions and in the
United Nations System. This review system
would provide an independent and continuous
program of selective reviews of all major pro-
grams and activities of these international or-
ganizations.

In December 1973 the Foreign Assistance Act
was amended by Public Law 93-189 to require
that the President, acting through the U.S.
representatives to the World Bank Group, the
Asian Development Bank, and the United Na-
tions System, propose the establishment of an
independent review program in each of the
organizations. The act also required that state-
ments of auditing and reporting standards be
prepared by the Comptroller General of the

United States and presented for consideration of
the organizations’ governing bodies to assist in
formulating terms of reference for this
independent review system.

In accordance with the provisions of Public
Law 93-189, in June 1974 we presented our first
statement of auditing and reporting standards to
the Secretary of the Treasury for use by the U.S.
Executive Director of the World Bank Group in
proposing the establishment of an independent
review and evaluation system for the Bank Group
(B-161470 and B-175281, June 24, 1974). Our
current work includes the drafting of auditing
and reporting standards for use in proposing the
establishment of independent review groups in
the Asian Development Bank and the United
Nations System.

The value of independent review systems in
the international organizations is evidenced by
our report .in process on the effectiveness of
- independent and comprehensive audits of the
Inter-American Development Bank. The estab-
lishment of this independent review system,
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Group of Controllers, was initiated by a 1967
Amendment to the Inter-American Development
Bank Act. Our current review showed that the
Groups since it was created in 1968, has made
considerable progress in developing into an
effective independent review body to evaluate
the management of the Bank’s operations.

Social Progress Trust Fund

At the request of the Chairman, Subcom-
mittee on Inter-American Affairs, House Com-
mittee on Foreign Affairs, we reviewed the
current status of the Social Progress Trust Fund
and the uses made of funds appropriated for it.

As of June 30, 1973, the Trust Fund,
managed by the Inter-American Development
Bank, had net assets of about $560 million—
about $51 million in cash and liquid assets and
$509 million in outstanding loans. About $40
million annually is being repaid on these loans,

Since 1965 the United States has not par-
ticipated directly with the Bank in directing the
use of the bulk of these resources, although the
United States did specify that these [unds
should be used for basic Trust Fund purposes.
Moreover, since 1965 most Trust Fund resources
have not been directed to specific end uses based
on a planned program designed to meet priority
social development needs of Latin America.

Our review identified a need to reassess
current operations and to (1) devise new pro-
gram(s) to direct Trust Fund resources to
specific projects for assisting the prionty social
needs of Latin America or (2) seck other
disposition of these resources in consultation
with the Congress, such as using Trust Fund
repayments to defray U.S. Government oper-
ating expenses. Our rcport contained recom-
mendations to this effect. The State Department
agreed that new approaches could be found to
direct the Fund’s resources to more productive
end uses, and it was attempting to do so. It
disagreed, however, with our suggestion that
some Fund resources be used to meet U.S.
Government operating expenses. (B-161470,

Mar. 21, 1974.)
Conservation Practices Applied
fn World Bank Projocts

At the request of Congressman Henry S.
Reuss, we surveyed threc foreign development



An area of Jengka Triangle, Malaysia, in process of being cleared.

projects involving timber harvesting. The pro-
jects, supported by international Bank for Re-
construction and Development (World Bank)
loans, were located in Malaysia, Kenya, and
Zambia., Thesc loans totaled about $68.4 million
and represented about 50 percent of the pro-
jects’ estimated costs. Congressman Reuss was
concerned with the forest conservation practices
being applied.

The Bank in 1970 established an environ-
mental office to review and cvaluate cvery
investment project for its potential effects on
the environment and public health; however, the
Bank is outside our direct audit authority so we
do not know how effectively it has carried out
this review in recent vyears. For the three
projects we surveyed, which were initiated 1n
1968 and 1969, the Bank did not conduct
formal ecological impact studies or prescribe
other specific measures to insure the environ-
niental integrity of the forests. However, the
countries themselves were undertaking certain
conservation practices to accomplish their
objectives. (B-161470, Apr. 4, 1974.)

Audit Work in Process

In 1973 we initiated a comprchensive review
of the world food situation. Initially we intend
to identify the magnitude of the food problems
and the: general level of cffort being applied to
resolve the problems. In subsequent reviews we
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will examine whether the programs devised to
solve both short-and long-range food problems
are adequately designed and effectively admin-
istered. We hope to promote an increased
awareness of the worldwide food problem and
improve program performance.

Bilateral Development Assistance

Many agencies of the U.S. Government partic-
ipate in administering bilateral development
assistance programs. Principal among these is the
Agency for International Dcvelopment which
manages U.S. economic assistance programs
under the Foreign Assistance Act. Cther agen-
cies administering bilateral development assist-
ance programs include the Export-Import Bank,
the Peace Corps, and the Overseas Private Invest-
ment Corporation.

During the fiscal year, we completed 23
reports on bilateral assistance programs—4 to the
Congress, 14 to committecs or to Members of
Congress, and 5 to agency officials. We also
worked on 10 other assignments. Qur reports
included such topics as legislative expenditure
ceilings exceeded in Laos; payment of phantom
troops in Cambodia; cffectiveness of U.S. assist-
ance to developing countries; U.S. support of
International Planned Parenthood IFederation;
use of SS Manhattan as a floating silo during the
Bangladesh crisis; information on voluntary
[oreign aid programs; and problems ol war vic-
tims in Cambodia, Laos, and South Victnam.

U.S, Programs in Laos

We reported to the Congress that congres-
sionally imposed limits on U.S. expenditures in
Laos were successful in reducing costs, but we
found that the fiscal year 1972 ceiling of $350
million was exceeded by about $28 million.

The State Department had reported to the
Congress that the Department of Defense, the
Central Intclligence Agency, and the Agency for
International Development spent $349.8 million
on aid to Laos in [iscal ycar 1972; however, we
identificd an cstimated $28.2 million in assist-
ance-related cxpenditures not reported or in-
adequatcly reported by the three agencics. If
these costs had been reported, the $350 million

ceiling would have been exceeded by $28
million.
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We did find that the ceiling legislation had a
definite positive impact on program manage-
ment. Program management efforts were intensi-
fied, expenditures were reduced, and the Con-
gress was given additional information for use in
discharging its oversight responsibilities.

(B-133003, Junc 6, 1974.)

Payment of Phantom Troops for the
Cambodian Military Forces

At the request ol Congressman  Michacl
Hamington, we reviewed certain aspects of the
payroll practices of the Cambodian nmilitary
forces. In 1971 and 1972 the United States pro-
vided the iHeal currency equivalent of about $56
million to support military pay and allowances
for the Cambodian military forces. The local
currency  contribution was generated  through
sales of commodities provided by the U.S. com-
modity import and Public Law 480 programs, a

“cash grant, and the U.S. contribution to the Ex-
change Support Fand.

Both American and Cambodian officials were
aware that corrupt payroll practices existed
within the Cambodian military forces, but the
exact extent ol payments for phantom troops
was unknown. Iowever, we estimated that in
January 1973 the Forces Armeé  National
Khmeres commanders may have drawn the local
currency cquivalent of $750,000 to §1.1 million
for phantom-troop pav.

Our report showed that, although U.S.-contril-
uted funds were commingled with Government
of Khmer Republic resources and could not be
identified as payments to specific troops or
units, the availability of such large amounts un-
doubtedly facilitated corrupt pay practices. Ap
additionally significant {actor was the rapid cx-
pansion of the Cambodian armed forces from a
largely ceremonial force of between 28,000 and
35,000 to over 200,000 in less than 2 years.
(B-169832, July 3,1973.)

U.S. Assistance to the Khmer Republic (Cambodia)

The goals and objectives ol U.S. economic
and military assistance programs in Cambodia
have been related to the military effort in Indo-
china. During fiscal ycars 1970-73 the United
States provided $516 million in military and
$216 million in economic assistance to
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Cambodia, not including costs of combat uir
operations,

Our report to the Congress provided in-
formation concerning the admmistration and of-
fectiveness of U8, cconomic and military assisi-
ance. We reported that military members were
not assigned as advisors but were acting beyond
their primary  function of aaditing deliveries,
Additionally, while executive branch  ex-
penditures probably did not exceed the 1972
ceiling, all costs were not reported.

We also reported that AID requested more
money for cconomic assistance than the conntry
could absorb and that the Gambodian tax poli-
cies delayed some commodities from being used
m the cconomy.

We reccommended that the executive agencies
more fully inform the Congress ol the type and
organizational level ol advisor assistance given o
the Cambodian mihitary and provide more com-
plete reports on expenditures for all assistance-
related activities. (B-169832, Oct. 10, 1973))

Development Assistance to Korea

During fiscal ycars 1968-72, cdivect U.S. bi-
lateral  cconomic assistance  to Korea  totaled
$1,194 million and dircet military assistance
totaled  $2,635 million. Korea benefited also
from the substanval U.S. expenditures made to
support U.S. military forces in Korea and [rom
additional sums reccived Tor sending its troops
to Vietnam.,

We reported to the Congress that, although
U.S. assistance had undoubtedly  stimulated
Korea’s cconomic expansion, it also may have
inadvertently contributed to Korea’s cconomic
problems. For example, U.S. concessional aid
has helped to make it possible for Korea to get
large amounts ol nonconcessional credit which
has caused Koreca’s external debt situation to
worsen. In addition, subsidization of food and
fiber programs has built up Korcan demand for
imported products, thus adding to its trade gap.

We recommended that the Congress inquire
into (1) Department of State and AID plans for
terminating the development loan program for
Korea and (2) reasons for the increased Public
Law 480 program in Korca and uses to which
the sales proceeds are being put. (B-1642064,
July 12, 1973.)



U.S. Grant Support to International
planned Parenthood Federation

We reviewed the system ol management con-
trol over $10 million awarded anually by AlD 1o
the International Planned  Parenthood Feder-
ation,

We tound that, by mutual agreement, AID
measures Federation performance on the basis
of annual veports, audits by the Federation’s
office 1 London, and other mternal in-
formation.

In our report to the Admmistrator of ALD, we
recommended that ALD assist the Federation in
formulating a specific phased plan for elfective,
tmely implementation ol management control.
(B-173240, Sept. 14, 1973)

Use of SS Manhattan as Floating Silo
During Bangladesh Food Crisis

ALD chartered the 88 Manhattan to transport
about 66,000 tons of wheat and to serve as a
floating silo oft the Bangladesh coast because it
was the only ship offered that was in position to
foad wheat at gull coast ports, was oftered at the
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The S.8. Manhattan offloading ftoodgrain. The tce armor pro-
tection protruding from the side of the vessel damaged several
vessels while onloading and offioading grain.

lowest cost per deadweight ton, and was a
US.-tlag ship. Our veview was performed at the
request of Senator Witliam Proxmie.

The ULN. Reliel Operation, Bangladesh, ac-
cepted operational vesponsibility {or the ship
and ATD did not divectly monitor the ship’s
opcrations,

* & (Y'Y
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The SS Manhattan, the largest vesse! in the U.S. Merchant Fleet, was used as a floating grain silo in the Bay of Bengal.
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We noted indications that the charter of the
Manhattan could possibly have been terminated
i mid-September 1972 before the specified
termination date of November 12, 1972, which
would  have resulted in savings ol about

§925,000. (B-177521, Oct. 17, 1973.)

Followup Review of Refugee, War
Casualty, Civilian Heaith, and
Social Welfare Programs in Laos

The United States provided about $50 million
in assistance to Laos through the Agency for
International Development m fiscal year 1973,
About §17 million was for social welfare or
humanitarian assistance, including vefugee assist-
ance. The refugee programs’ goal is to assist war
victims in rcaching a living standard comparable
to that of nonrefugee villagers.

Our report to the Subcommittee on Refugees
and Escapees, Senate Committee on the Judic-
ary, showed that, mn the health area, greater
emphasis was bemng placed on traditional public

“health and preventive medicine programs. How-
cever, indigenous medical capabilities are still
msufticient 1o meet public health needs in Laos.

(B-133001, June 10, 1974, Scevet.)

Educational Assistance to Brazil

We reported to the Congress on the effective-
ness of and need for U.S. Assistance to educa-
tion in Brazil—a country whose foreign exchange
rescrves at the start of 1973 were abow $4.2
billion. Brazil received about $187 million in
direct and indirect education aid for fiscal years
1965 10 1972,

We observed that the U.S.-supported educa-
tional assistance program was unot designed to
improve inequities in the Brazilian education
system; U.S. efforts were directed to solving the
basic cause of the shortage in qualified primary
school teachers. Brazil had not complied with
fimancial commitments in the U.S. loans requir-
ing ‘increases in its federal resources for educa-
tion, and planned increases in sccondary school
enrollment were being adversely affected by
school site locations. We also reported that
‘external assistance to Brazil needed improved
coordination, Activities and programs provided
by ‘some donors in the education sector over-
“lapped, involved duplication or marginal bene-
fits, and supported conflicting objectives.
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We recommended that the Scervetary of Stage
and the Adnumistrator of AID correct or alleviage
wdentificd planning, unplementation, and evalug-
tion problems and develop policy guidianee on
appropriatencss ol providing VLS. assistanee 1o g
country allocating a substantial share of gy
public cducation resourees to private schools,

We also recommiended legishative action that
would require the Departinent of State and A1D
to dentify preasely and objectively tha point
at which a country, such as Brazil, no lonacer
requires ULS. concessional assistance, (B-133283,

July 30, 1973)

U.S. Governmaent Programs and
Activities in Panama

We reported (o the Scoretaries of State and
Defense on our survey ol UES. Governmen
programs and activities in Panama. The survey
report contained  mlormation and observations
on the status and the latare direction ot LS,
programs  and identificd  problems o issues
alfecting them.

Our swrvey noted that the activities ol the
major ULS, bilateral programs in Paaima are
closely tied to suceessiul negotiation ol the new
canal wreaty. The canal issue tends to override
other consideranions that could affect the divee-
tion, magnitude, or scope of such achvities as
the cconomic assistance progrim administered
by AID. The size and sensitivity ol ULS, pro-
grams in the Canal Zone will necessitate skillful
management  to  coovdinate all ULS. activities

alfecting Panama, (B-111839, May 22 1971.)
Audit Work in Process

Reviews i process at the end of the year
included work on AID's overhead expense for
administering  the  foreign assistance  progranm,
U.S.-owned forcign currencies, grade structure
and  grade levels in AID, U.S. assistance 1o
Thailand, U.S. lunding of public safcty and
related programs i Vietnam and 17 other
countrics, and a worldwide veview ol AID's
housing investment guaranty program,

International Trade and Finance

We reviewed and reported on a number of
nternattonal trade and [inance matters, inchd-
ing the results of operations of U.S. corporations



o support US.investments in forcign countrices
and to Turther the export of VLS. commodities.

We prepaved 30 reports on these programs: 10
to the Conaress, T o commnuitees or Members
of Congress, aud 9 (o ugeney ofticials.

The Comptroller General appeared before a
joint heartg ot the Senate Commiittees on
Connuerce and Government Operations in April
1974 1o discuss our report concermng UK,
actious needed to cope wath commodity short-
ages. e also appeared before the Subcommittee
of the Senate Committee on Banking, Housing
and Urban Alfars e April 1974 1o discuss the
provision ol 2(b)2Y of the
Fxport-timport Bank Act, as amended. We con-
cluded that the waver provision may be proper-

Wilver section

mdividual  transactions
the - President to be m the

Iy exerased only for
determined by
national intevest,

In October 1975 we appeared before the
Subcommittee on Internmational Pauee, Semte
Commitice on
Affrs, to
nunagement ol the Export-tmport Bank result-
g from our recent reviews and to offer some

Banking, Housing and Urban

preseut - our observations on the

comments “on selected provisions ol pending
tegishition being considered by the Committee.

We also appeared wme July 1973 belove the
Subcommittee on Multimational  Corporations,
Senate Relations, to
discuss our report on the management of mvest-
ment

Committee on Foreign

msurance,  loan puarantees, and  chuam
pavments by the Overseas Private Investment
Corporation.

Public Liaw 93-155, scchion 812 (Jackson-
Nunn amendment), states that the President
should scek -payments sullicient 1o oflset fully
any balance-ol-payvment deficit ancarred by the
United States during, the fiscal year cnded June
30, 1974, as the vesult of deployment ol ULS.
forces in Lurope i [ullillment of NATO treaty
commitments and obligations. Further, the See-
retiry of Commerce shall, i consultation with
the Sceretary of Delense and the Comptroller
General ol the United  States, determine this
balance-of-payment  deficit. An International
Division repiesentative and supporting stafl are
participating in an interagency working group
chaired by Comimerce i determining the mil-
itary balance-of-payment deficit.
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U.S. Actions Needed to Cope
With Commodity Shortages

Many agricultural, mdustrial, mineral, and raw
ntiterial  commodities have been plagued by
shortage  problems in the United States and
worldwide during 1973 and carly 197-1,

Commodity shortages in the United States
have been accompanied by the highest rate of
mflition in more than 20 years, boomimg agri-
cultural exports, rising mineral and fuel imports,
and restricted export ol certain commodities,

We concluded the LS. Government does not
have an ceffective plimning, policy analysis, and
policy Tormulaition system Tor basic comunodi-
ties. We made a series of recommendations to
strengthen the excentive branch departments,
ageneies, and policy conncils concerned with the
commaodity policy process.

We said that the Congress, i its legislative
deliberations,  should  consider (1) executive
branch ageney actions bemg, taken, (2) recom-
mendations for improving agency capability for
coping with commodity problems, and (3) need
lor legislation to establish a centralized mechin-
s Tor developimg and coordinating long-term

policy plamuing. (B-1 LEB24, Apr. 29, 197:1.)

Need for Better Identification and Analysis
of Nontariff Barriers to Trade

Despite the mmportance of adequate mlorma-
tion, the ultimate rvesults of nontarill barrier
negotitions depend Targely on the degree of
commitment to reducing such barriers demon-
striated by forcign countries. Given the recipro-
cal nature ol the internal negotiations, results
also depend on U.S. willingness (o negotiate
comparable concessions on its nontarifl barriers.

We recommended  that inereased cfferts be
made by the Sceeretaries of State and Commerce,
i consultation  with  the President’s Special
Trade Representative, to identify foreign bar-
viers  through  Embassy, idustry, and other
available  sources. LEmbassies should be kept
mformed of broad policy and specific develop-
ments to facilitate these efforts. (B-162222, Jan.
21,1974.)
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Economiic and Foreign Policy Effects of
Voluntary Restraint Agreements on
Textiles and Steel

This report pursuant to a congressional re-
quest provided information on legal authority,
costs, and effects to the U.S. Government and
American consumers of the so-called voluntary
agreements which limit the import of foreign
textile and steel products to the United States.

The report recognized the dilemma presented
by the need to preserve vital industries, maintain
high employment, and encourage technological
advances in the United States on the one hand
and the growing interdependence among nations
to trade products necessary for their well-being
on the other. (B-179342, Mar. 21, 1974.)

Foreign Visitor Travel to the
~ Uniited States Can be Increased

Programs of the United States Travel Service
were reviewed to find out if they could be made
more effective in encouraging people of other
nations to visit the United States.

Travel receipts from foreign visitors to the
United States were considerably less than those
from Americans traveling abroad. This so-called
travel gap has been a leading contributor to the
U.S. balance-of-payment problems in recent
years,

We found that international travel competi-
tion 1s difficult and that the Travel Service
needed to develop a variety of package tours for
the United States to compete more effectively
with other travel destinations.

This report shows the Congress that much
work needs to be done by the Travel Service to
offset the increased travel gap and its significant
addition to the overall U.S. halance-of-payments
deficit. (B-151399, Nov. 12, 1973.)

Ways to Improve U.S. Foreign Trade Strategies

This report to the Congress focused on the
Departments of State, Gommerce, and Agri-
culture, the principal agencies involved in plan-
“ning and carrying out U.S. commercial activities
abroad.

‘These agencies have not developed clearly
stated objectives for foreign markets which
reflect coordinated consideration of U.S. trade
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objectives and activities needed to attain them,

As a result, foreign markets are not analyzed
systematically to identify areas of prime com-
mercial importance nor are export strategies
adapted to the peculiarities and special oppor-
tunities of individual markets. (B-172255, Nov.
23,1973.)

Management of Investment Insurance,
Loan Guarantees, and Claim Payments by the
Overseas Private Investment Corporation

This report to the Chairman, Subcommittee
on Multinational Corporations, Senate Commit-
tee on Foreign Relations, indicated that the
Overseas Private Investment Corporation had
made progress in initiating procedures to obtain
more comprehensive information on the devel-
opmental effect of projects.

The Corporation’s concern, as it attempts to
conduct its insurance program with due regard
to principles of risk management, logically fo-
cuses on its vulnerability to catastrophic losses.
The potential for such losses is contingent on
the concentration of insurance by country and
industry and on the size and form of invest-
ments insured. The Corporation’s efforts to
reduce its risk include coinsurance with invest-
ors, participation with foreign nationals and
organizations in insured projects, modification
of contractual terms, and seeking to increase
the number of countries participating in the
insurance program.

Setting limits on the concentration of insur-
ance coverage in individual countries is desirable
in order to avoid increasing the potential for a
catastrophic loss. However, even with the lim-
ited concentration, catastrophic losses would
compel the Corporation to ask the Congress for
funds to satisfy claims, since the Corporation’s
insurance reserve and unrestricted retained earn-
ings are much less than the potential liability in
these countries.

The Corporation’s assessment of political risk
in countries with insured projects forms the
basis for decisions to suspend or terminate
insurance programs.

The Corporation’s monitoring system appears
adequatc to provide access to the most current
and complete information available to assess
political risk in program countries. Its more
recent procedures, if properly implemented,
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Current world-w:de expropnatmn exposure by country reduced by reinsurance
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should provide reasonable assurance that U.S.
interests are protected. (B-173240, June 16,
1973.)

Audit Work in Process

At the end of the fiscal year we were
reviewing such trade matters as (1) the Govern-
ment’s role in East-West trade activitics, (2) U.S.
quantitative import restrictions, (3) export of
U.S. technology, and (4) U.S. trade policies
toward developing nations. We were also exam-
ining the financial statements of the Export-
Import Bank, the Overseas Private Investment
Corporation, and the Inter-American Founda-
tion. Other reviews in process concerning inter-
national finance matters included the (1) liquid-
ation of the Foreign Military Sales Fund, (2)
(lblllty of certain countries to repay or accelcmtc

200 250 350 - 450

CREDIT~~-Overseas Private Investment Corporation annual
report for fiscol year 19

rcpayments of indebtedness to the United
States, and (3) costs in providing overseas
military banking facilities.

United States Overseas
Information Activities

In view of the significant.changes in the world
and its peoples, a reform may be needed in the
policies and operations of the United States
Information Agency to communicate America’s
story to the world more effectively. Such reform
must be predicated on the long-range U.S.
objectives to be achieved in this and future
decades.

We believe that the Congress, with its over-
sight responsibility for Government activities, is
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m a good position to evaluate varied aspects of
the overseas information program and related
political, economic, and strategic ramilications.

Accordingly, we suggested that the Congress
might wish to assess the objectives and goals of
the program, determine the types of peoples to
be reached, and establish policies and priorities
necessary for telling America’s story to the
world. We also believe that the Congress should
require the Agency to develop a formal program
evaluation system and to report annually the
results of its evaluation efforts. (B-118654, Mar.
25,1974.)

Other International Activities

- The administration of foreign affairs, involv-
ing U.S. representation in over 100 countrics,
requiring management and operation of U.S.
Embassics; consulates, and other U.S. installa-
tions, 1s primarily administered by he State
Department. We prepared onc report to the

b
%
g

Congress, one to a committee, and 1wo to
agency officials.

Some Pragress in Improving Management of
Government-Owned and Leased
Real Property Overseas

The Department of State holds about 1,600
real propertics, worth from $600 million to
$700 million, in 238 overscas cities to support
U.S. foreign operations. Operating and main-
tenance expenses on these propertics are about
$20 million yearly. In addition, about 3,100
properties arc leased at $17 million annuaily.

In a 1969 report we made recommendations
to the State Department for improving its
management of real property. The Department
has made encouraging progress in carrying out
some of these improvements, but it has not
accomplished all that was anticipated.

Based on our followup review, we made a
number of recommendations to continue im-
proving the management of real property over-

scas. (B-146782, Mar. 28, 1974.)

g

American Cultural Center, Nairobi, Kenya.



Service Contracts in Laos

At the request of the Chairman, Foreign
Operations and Government Information Sub-
committee, House Committee on Government
Operations, we  reviewed  scveral  contractual
arrangements, including those between the U.S.
Embassy and a nonprofit association established
and operated by the Foreign Service officers and
employees of the U.S. mission.

The contractual arrangements, including the
hiring of 1,000 local personnel, were entered
into because of the limited authority placed on
the U.S. Embassy by the Department ol State.
The Embassy had authority to hire up to 84
Jocal employecs.

U.S. Embassy personnel did not comply with
State Department rcgulations because they di-
rectly supervised the contractor personnel and
retained- the right to hire and firc individual
employecs. Embassy oflicials told us the services
were required and wartime conditions prevailing
in Laos necessitated obtaining the services in this
way. Since the contractual arrangements did not
constitute arms-length transactions, we belicved
the contracts should have been terminated and
alternative arrangements made.

Subscquently, the: State Department acted to
correct the operations. (B-178299, Oct. 20,
1973.)

Limited Progress Made to Improve the
Financial Administration and Recovery
of Costs—Consular Services Program

In 1971, we reported to the Congress on the
necd for improvement -in the financial adminis-
tration and revision of [ees of the consular
services  program. (B-118682, Apr. 14, 1971.)
Our followup review indicated that only himited
“progress had been made.

Our latest review recommended to the Secre-
tary of State that he establish a definite time
limit for carrying out the recommendations ol
our previous report. (B-118682, Apr. 25, 1974.)

Work-in process

We had'thc following reviews in process at
the end of the fiscal ycar 1974.
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—Review of overseas benefits and allowances
paid to U.S. Government cmployces.

-—Review of the administration and operations
of the Foreign Gifts and Decorations Act of
1966 and subsequent legislation, exccutive
orders, and regulations. (Request of Actling
Chairman, Senate Forcign Relations Com-
mittee.)

—Review  of  Government-industry  oppor-
tunitics to better msure future availability
of critical mineral sources.

- Review of the progress ol United States-
Soviet Union cooperative programs.

Country Surveillance Activities

In addition to the country reviews ol Bolivia
and Brazil in process at the end ol the fiscal
year, we started a program of quick surveys of
sclected countries. These surveys are not design-
ed to provide external reports but to provide the
International Division with information lor use
in planning and programing its work.

During fiscal year 1974, we conducted coun-
try surveys in Panama, Venczucla, Chile, Sing.-
pore, Bangladesh, Indonesia, Fthiopia, and the
Arabian Peninsula States.

Foreign Visitors

Fach year GAO receives numerous visitors
from foreign countries who seck information
about how we operate and our role in relation to
activities  of  the exccutive and  legislative
branches. Many ol these visitors are students ol
foreign countries whose visits to the United
States arc sponsored under U.S. forcign assist-
ance programs.

During fiscal year 1974 GAO representatives
met with individuals and groups from 29 coun-
trics, the United Nations, Commission ol Euro-
pcan Communities, and the North Atlantic
Treaty Organization. The wisiting loveign naticn-
als included officials of embassies, audit ovgani-
zations, national banks and finance, budget,
trcasury, and other departments; members of
legislatures; staff members of international or-
ganizations; and others holding senior financial
management positions in governiment.
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CHAPTER THIRTEEN

TRANSPORTATION
~ AUDIT AND CLAIMS
- SETTLEMENT

Responsibilities

The. Transportation and Claims Division is
responsible- for determining the correctness of
charges paid for freight and passenger trans-
portation services furnished {or the account of
the United States, recovering overcharges, and
settling transportation claims both by and against
the Government. It also settles and adjudicates
all general claims and demands by or against the
United States. (n settling transportation and
general claims, it furnishes technical support and
other assistance to the Department of Justice in
its prosccution or defense of suits to which the
United Stites is a party.

This division also reviews, evaluates, and re-

- ports on the claims settlement, debt collection,
and “transportation activities of Government
agencies and assists agencies in improving their
“effectiveness in these activities.

- The director of this division is Thomas E.
~Sullivan. Deputy directors are Ralph E. West and

John' P. Gibbons. An organization chart of this

division appears on the following page.
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Transfer of Transportation Audit

We are continuing to pursue the antomation
of our transportation audits and to make our
audit systems compatible with agency manage-
ment and fiscal systems. This approach is con-
sistent with our long-term objective of placing
the prime audit responsibility in the exeentive
branch by transferring the andit fimction by
July 1, 1976, to an agency or agencies to be
designated by the director, Office of Manage-
ment and Budget.

Legislation introduced in the 93d Congress
to vevise and restate certain himetions and dutiey
of the Comptroller General (ILR. 12113 and
$.3013) included a sepavate title providing {or
this transfer. Hearings on this legislation were
held by the House Committee on Government
Operations on June b and 6 and by the Senate
Committee on Government  Operations  on
August 7, 1974,

A steering committee has been established o
facilitate the transfer ol the rate audit, protect
the rights and safeguard the interests and well-
being ol rate audit personnel, streamline rate
audit operations, and provide for the organiza-
tion and management of residual tramsportation
functions.

State Department Overseas Payments

As a result of our survey, we authorized the
Sccrctary of State to audit the Department’s
torcign transportation payments and retain all
transportation vouchers and related documents
paid by the Department at overseas offices. I
plementing regulations of the State Departinent
established  January 1, 1974, as the cffective
date for the changcover. GAO has retained over-
view responsibility for the audit of these pay-

ments. (B-155021, Oct. 23, 1973.)

Military Airlift Command Payments

Following our approval of a Military Airhilt
Command-designed form to be used in licu of
the Government bill of lading and the Govern-
ment tl‘unsportuti()n request in the procurcmcn(
of certain types of Department of Defensce tral-
fic, we authorized the Military Airlift Command
to audit and retain all vouchers and related
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documents covering its contract airlift services.
GAO  has retained overview responsibility for
this audit. (B-114435, B-155021, Oct. 23,
1973.))

Transportation Payments

The Federal Government spends about $1.5
billion annually for commercial transportation
services directly procured on standard forms.
GAO audits the charges for these services on the
basis of paid bills submitted by Government
agencies. Expenditures for other directly pro-
cured commercial transporation services, con-
sisting primarily of contract services covering the
transportation of mail, commercial ocean serv-
ices paid by the Military Sealift Command, and
transportation services paid by Government
corporations, arc audited onsite.

The Government also spends several billion
dollars annually for operating military transpor-
tation fleets, moving civilian employees’ house-
hold goods on a commuted basis, reimbursing
transportation charges incurred by cost-type
contractors, and other indirect transportation
services. These cxpenditures are covered in our
reviews of selected activities and programs of the
various agencies.

Federal agencies are required to pay the bills
of carriers upon presentation and before audit
by GAO. Because accountable officers are
exempted by law from lability for any over-
charges by carriers improperly applying rates or
charges on scrvices procured by standard forms,
paid transportation bills are submitted to us for
central postaudit, for determination of over-
charges, and for recovery of overcharges direct
from the carriers.

During the fiscal year we audited 4 million

bills of lading covering freight shipments for
which the Government had paid over §I1.1
billion and 2.1 million transportation requests
procuring passenger transportation services for
which the Government had paid about $352
million. As a result, we issued 70,082 overcharge
notices to commercial carriers requesting re-
funds totaling $11.3 million. Collections from
carriers, totaling $9.5 million, were credited to
the pertinent basic appropriations of the pro-
curing agencies or, when this was not possible,
deposited in the Treasury as miscellaneous
receipts. A summary of this activity for fiscal
year 1974 is shown below:

The amount of the payments audited was
about 7 percent more than that in the prior
year, whereas the amount of the overcharges
detected and reported to carriers was about 5
percent less. Our audit work was performed with
15.5 percent fewer man-hours than were used in
fiscal year 1973. A schedule showing transporta-
tion audits and collections for fiscal years
1965-74 is included in appendix 9.

Our audit work also includes examining cer-
tain types of carriers’ bills before payment by
agency disbursing officers to fully protect the
Government’s interest. During the year we
examined 754 original unpaid bills for $1
million on which we disallowed about $105,000
as being in excess of the proper contract and/or
tariff rates.

In our transportation audit, we identified
hundreds of shipments involving transportation
services which, although procured at the legal
rates, resulted in excess costs that were not re-
coverable from the carriers. These traffic man-
agement errors resulted from the selection of un-
economical routes, modes of carriage, or types
of service. We brought the errors to the atten-
tion of proper agency transportation officials for
necessary corrective action.

BILLS OF LADING AND TRANSPORTATION REQUESTS AUDITED DURING FISCAL YEAR 1974

Notices of overcharge issued

Number Amount paid Number Amount
Billsoflading.................... 4,034,849 $1,167,191,545 61,790 $10,400,666
Transportation requests . .......... 2,113,401 352,662,097 8,292 856,318
Total o\ veee 6,148,250 $1,519,753,642 70,082 $11,256,984
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Transportation Claims

Under our claims settlement authority, we
adjudicate transportation claims against the
United States, with certain minor exceptions.
Excepted are claims for loss or damage, acces-
sorial or supplementary transportation services,
and amounts due because of carrier errors in
computing the original bills, which may be set-
tled by administrative agencies. These claims are,
however, reviewed in our audit of paid vouchers.

We received 8,803 transportation claims
during the year and settled or otherwise dis-
posed of 9,838 claims for a little over $3.8
million. These claims were carriers’ supplemental
bills for changes in their original charges or
demands for replacement of overcharges we had
collected. In disposing of these supplemental
bills, we certified $2.1 million for payment and
disallowed or terminated $1.7 million. A sum-
mary of this activity is shown below.

A schedule showing transportation claims
settled during fiscal years 1965-74 is included as
appendix 9.

Payment Claims

Government agencies have primary responsi-
bility for paying obligations incurred in connec-
tion with their operations. Two classes of claims,
however, must be adjudicated by GAO before
payment can be made or denied: (1) those in
which such reasonable doubt exists as to pre-
clude action by the administrative agency in the
absence of specific statutory authority and (2)
those in which the law specifically prohibits pay-
ment by the administrative agency before our
adjudication. We also consider those reclaims of
items previously denied by administrative agen-
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cies that cannot be properly corrected at the
agency level.

Claims against the United States arise from
cvery kind of Government transaction and are
received from private citizens; Government
personnel, both civilian and military; business
entities; and State and foreign governments. The
categories of claims include Government con-
tracts; compensation due civilian and military
personnel, including overtime and premium pay;
quarters and cost-of-living allowances; travel;
transportation of household effects; per diem;
allowances on changes of official station; retire-
ment pay; compensation due deccased civilian
officers, employees, and members of the Armed
Forces and the National Guard; and miscel-
laneous claims of Government personnel and
public creditors.

On July 1, 1973, we had on hand, exclusive
of transportation claims, 2,538 claims against
the United States. During fiscal year 1974, we
received 8,951 claims and made settlement on
§,157 in the total amount of $142.4 million. As
of June 30, 1974, 3,332 claims remained on
hand. During the fiscal year, we also took final
action on 570 additional claims which were
barred because of the 10-year statute of limita-

tions on filing claims in the General Accounting
Office.

Debt Claims

Government agencies are primarily respon-
sible for collecting debts arising from their activ-
ities. The agencies are required, however, to
report to us valid debts on which they have been
unsuccessful in their collection actions and can-
not obtain compromises or suspend or terminate
collection actions.

TRANSPORTATION CLAIMS RECEIVED AND SETTLED DURING THE FISCAL YEAR 1974

Settled
On hand Number of On hand
Class of claims July 1, 15973 Received claims Amount claimed Amount allowed June 30, 1974
Freight .o ..oooovvnnnnn... 7,735 7,955 9,060 $2,964,803 $1,395,796 6,630
Passenger .. .............. 472 848 778 851,099 742,769 542
Total............... 8,207 8,803 9,838 $3,815,902 $2,138,565 7,172
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For debts reported to us for collection, we
locate debtors whose addresses are unknown,
procurc information on their financial status,
and issue letters of explanation and demands for
payment. We make every cffort to identify
amounts due debtors by the Government for
application against their debts. Debtors who can-
not pay the entire amount of their debts at one
time may make payvment in monthly install-
ments commensurate with thenr ability to pay.
When our efforts to obtain payment of a debt
are unsuccessful, we refer the case to the Depart-
ment of Justice for suit, provided that the
debtor’s financtal circumstances warrant such
action.

‘We adjudicate debt claims submitted by other
agencies because of doubt as to the amount due,
the legal liability of the parties involved, or the
action to be taken. We similarly adjudicate dis-
puted claims against debtors when such is re-
quested by the debtors, their representatives, or
‘the agencies concerned,

On July 1, 1973, we had on hand 29,680
claims by the United States with a face value of
approximately $59 nullion. During fiscal year
1974, we disposed of 26,580 debt cascs resulting
in collections totaling $4.9 million.

On June 30, 1974, 42,952 claims {other than
waiver cases) with a total estimated value of
$89 .4 million were on hand or under referral to
the Department of Justice. Of these, 0,376

%
<N

claims representing accounts reccivable of $6.3
million were under collection in GAO and 5,426
claims representing $5.9 million were under col-
lection in Justice. Thus, 14,802 claims with 4
combined value of $12.2 million were under
collection.

We have authority to arrange compromise
scttlements on claims which do not exceed
$20,000, exclusive of interest. Compromise
offers involving claims for larger aniounts are
referred to the Attorney General with our rece
ommendations for disposition.

During fiscal year 1974, we solicited 16,176
compromises from debtors and made 386 com-
promise scttlements in which  $224,728 were
accepted in liguidation of debts  totaling
$525,755. Compromisc scttlements accepted by
GAO arc lnal and are conclusive on the debtor
and on all U.S, offiaals, agencies, and courts,

Executive agency heads are authorvized to
waive claims for overpayment of pay to civillan
employees and military  personnel - certain
cases involving less than $500. Only GAO can
waive claims for more than this amount or
claims that are the subjeet of an exception made
by GAO in the account of any accountable
officer.

During fiscal ycar 1974, we processed 547
requests for waiver of crroncous payments of
pay totaling $610,534. We grunted waiver re-
quests for the full amount in 323 cases

The Supervisory Counzil of the Transportation and Claims Division, organized in 1972, serves as a medium through which supervisors
participate with manag2ment to improve communications, resolve problems, and improve working relations. lts membership has
snciuded, frem the left, seated, Elmira H. Brooks; Joseph Yusas; Harold A, Weigler; Delmas L. Allen; T.E. Sullivan, Director; Ruth V.
Rexrode; Sylvia S. Snyder; Harold J. Charles, Jr.; and Joyce M. Cregger. Standing, left to right, Alberta Tatum; William F. McDade, Jr.;
Lester H, Fincttj, Jr.; and David Lodwick, Assistant Direclor.
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amounting to $309,836 and denied 181 requests
totaling $221,156. The remaining 43 cases were
denied In part—$59,098 were waived and
$20,444 werc denied.

Agency Reviews and Assistance

During the year we prepared nine reports
covering reviews of Federal agency (ransporta-
tion and traffic management activities and pay-
ment and debt claims activitics. Six reports were
submitted to individual Members of Congress
and three to agency officials.

Transportation and Traffic Management

Government Use of Section 22 Quotations

At the request of Senator Philip A. Hart, we
investigated the use of rates and charges under
scction 22 of the Interstate Commerce Act. We
prepared two reports on the subject: the first, to
suggest language to be used should legislation be
introduced to insure that section 22 rates would
be compensatory while retaining flexibility and
the second, to summarize our analysis of rail
carload freight moving during a 7-month period
for the Department of Defense.

We reported that the Department of Defense
had utilized rates under section 22 for shipping
about 5.3 billion pounds of rail carload freight
for which the related line-haul transportation
charges totaled about $80.8 million. These ship-
ments constituted 77 percent of the total car-
load weight shipped during the period and 81
percent of the related line-haul charges.

On the basis of rail carload cost scales pub-
lished by the Interstate Commerce Commission,
we estimated that the carriers’ fully allocated
costs of transporting the 5.3 billion pounds were
about $37.2 million and the variable costs were
about $29.4 million. The charges paid under
section 22 were $43.6 million above the carriers’
fully allocated costs and $51.4 million above the
carriers’ variable costs. Had payment for these
section 22 shipments been made on the basis of
available tariffs, the cost to the Government
- would have been increased by about $105.6
million. The tariff charges, however, were
$149.2 million above the carriers’ fully allocated
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costs and $157 million above the carriers’ vari-
able costs.

Our study clearly showed that the overall
charges for rail shipments under section 22 were
not only compensatory but also well above the
carriers’ costs of providing the service. We are
continuing our investigation and will report on
our analysis of motor and household goods ship-
ments. (B-177692, July 23, 1973, and Apr. 9,
1974.)

Consolidation of Freight Shipments

At the request of Congressman Wayne Owens,
we Investigated the extent of consolidation of
air freight shipments moving from Ogden
Defense Depot, Utah, to points in California.

We reported that about 27 percent of the
shipments reviewed could have been con-
solidated with other shipments. Although the
savings from each consolidation would have
been small, the savings over a period of time
could have been significant. We are continuing
this review to determine the validity of the reca-
sons for nonconsolidation of the shipments and
to sce what actions can be taken to resolve the

situation. (B-180616, Apr. 5, 1974.)
Unjust, Unreasonabie, or Discriminatory Rates

Congressman E. de la Garza requested that we
investigate rail rates for shipping manufactured
products, agricultural commodities, and raw
materials between various points in the con-
tinental United States to determinc whether
such rates were unjust, unreasonable, or discrim-
lnatory.

We informed Congressman de la Garza that
the Interstate Commerce Commission and not
the General Accounting Office had this responsi-
bility. We did, however, analyze various com-
parative domestic and import rates and reported
that there was no consistent pattern to the rates
from specific origins to the same destinations.

(B-179218, Apr. 4, 1974.)

Controls and Procedures for
Unused Passenger Tickets

We reported to the Director, ACTION, that
Government funds werc being lost because of
that agency’s inadequate controls and proce-
dures for recovering the value of unused passen-
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ger tickets from carriers. This inadequacy still
existed even though the agency had promised,
after each of our two prior reports on the
matter, to take corrective action. ACTION
officials have now issued written instructions for
handling and controlling unused tickets and for
forwarding documentation to the General
Accounting Office and have assigned full-time
personnel to carry out the instructions.
(B-153862, Sept. 20, 1973.)

Payment and Debt Claims

Procedures for Recovery. of Defaulted Student Loans

A request by Congressman Samuel L. Devine
concerned the defaulting of loans made under
“the guaranteed student loan program adminis-
tered by the Office of Education, Department of
Health, Education. and Weltare. We reported
that, as of Aungust 31, 1973, commitments had
been made by the Office of Education to guar-
antee 2,579,725 student loans amounting to
over $2.6 billion and that the Office had not
~vet formulated a national tuition refund poucy
because of recent complexitics that required an
intensive review. (B-117604(7), Nov. 5, 1973.)

Repayment of student loans must be made
within 10 vears, exclusive of any deferment
period, and must be initiated no later than 9 to

12 months after the date on which the student
leaves school or ceases to carry the prescribed
academic workload. All of a debtor’s remit.
tances are applied to the outstanding principal
until it has been repaid, with subsequent remit-
tances applied to accrued interest. This policy is
predicated on the Office of Education’s interpre-
tation of the legislative history of the Higher
Education Act of 1965 and the policy applied to
reinsurcd loans.

In the first 5 fiscal ycars of the program,
30,453 loans were defaulted and, in fiscal year
1973 alone, 35,366 were defaulted, for a total
of 65,819 loans amounting to over $61.9 mil-
lion. As of July 31, 1973, the agency had only
22 field employees assigned to collecting de-
faulted student loans, although 41 additional
positions were allotted to the 10 regional offices
during fiscal year 1972, These 22 employces
actually spent about 57 percent of their time on
collection activities.

For several ycars we have been concerned
with the need for a strengthening ot efforts by
this agency to collect defaulted loans under this
program. As carly as January 1971, we called
attention to the inadequacy of the collection
program; we have also reported the situation to
the Congress in several veports.

After our audit of the fiscal year 1973 finan-
cial statements of the student loan insurance

The Empioyee Advisory Councit of the Transportation and Claims Division, a group of nonsupervisory employees organized in 1971,
serves as a communication medium between management and nonsupervisory employees of the Division. Among those who have
served. on the Council are, from the left, seated, Celestine J. Clinkscale; Calvert Evans; Joseph M, Napoli; John P, Colliere; Regis T.
Skeenan, Jr., T.E. Sullivan, Director; Arthur C. Lilly; Richard H. Mulraoney; William C. Town; and Felicia M. Castronova. Standing,

teft 1o rnight, Benjamin Wertheimer: Fred E. Seets; Robert H. Richardson; Leonard L.

Procadures and 1nternal Review Staff; and Nicholas Corbet.
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fund, we informed the Secretary of HEW on
August 6, 1973, that adequate action was not
being taken to improve efforts to collect de-
faulted loans. We alsc informed the Secretary
that the Office of Education was not complying
with the Federal Claims Collection Act of 1966
and the joint standards issued by GAO and the
Attorney General and that the agency must allot
sufficient resources to establish and maintain
cffective collection operations. Steps must be
taken to correct the situation so that the Office
of Education can effectively discharge its re-
sponsibility for collecting these debts in accor-
dance with the act and the standards.
(B-117604(7), Nov. 30, 1973.)

Other Traffic Management and
Transportation Activity Assistance

During the year, our assistance to various
Government agencies in other aspects of their

traffic management and transportation activities
included:

— Assisting the Genceral Services Administra-
tion in seminars and workshops held in
Washington, D.C.; Baltimore; New York
City; Los Angeles; and San Francisco to
inform Government, contractor, and com-
mercial carrier personnel on the revised
Government bills of lading and attendant
procedures and assisting GSA in revising its
handbook, “How To Preparc and Process
U.S. Government Bills of Lading.”

— Providing guest ‘lecturers at the Army
Transportation School, Fort Eustis, Vir-
ginia, and at the Traffic Management Con-
tainer Conference held by the Military
Traffic Management and Terminal Service
in Oakland, California.

— Considering and acting on various requests
from administrative agencies for permission
to deviate from ecstablished procedures to
provide more economical and efficient traf-
fic management.

— Furnishing passenger fares and other trans-
portation data to the Repartment of Labor
for preparing the monthiy consumer price
index.

~ Furnishing information on freight rates,

“houschold goods rates and passenger fares
and charges to the Department of Defense.
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— Auditing the transpertation accounts of the
U.S. Postal Service on a reimbursable basis.

Technical Assistance

We continued to provide technical assistance
to the Department of Justice in its prosecution
and defensc of transportation suits by or against
the United States and in proccedings before the
Interstate Commerce Commission. As part of
this assistance, transportation specialists partici-
pated in numerous conferences with Department
members. As noted before, our assistance to the
Department regarding general ciaims is limited
to referring debts and advising on compromise
offers.

We reported debts against carriers involving
567 items totaling $117,957 to the Department
for collection. During the fiscal year, similarly
reported debts covering 485 items  totaling
$128,050 were settled by collecting $59,434

through judgments, compromises, or otherwise.

The Department of Justice notified us that
carriers had filed 77 suits covering 18,406 ship-
ments. Of that number, 41 suits, covering about
16,000 shipments, involved international move-
ments of houschold goods by the Department of
Defense, for a total of 895 suits involving
approximately 928,000 shipments in litigaticn
in the Court of Claims. No additional suits have
been filed in this case subsequent to August 15,
1973, in accordance with an agreement con-
firmed by the attorney ol record for the
plaintiffs.

Following the filing of a “Stipulation of
Counsel” in connection with two suits to facili-
tate the audit and disposition of the houschold
goods claims, representatives of the plaintff and
the Governmient agreed to use sampling proce-
dures in scttling claims on shipments moving
from March 1, 1963, through September 30,
1970, subject to the terms of military basic
tenders. Applying this system to 700,000
Government bills of lading in the universe
produced a maximum of 16,000 Government
bills of lading for sampling. Damages are being
computed on 8,000 sample shipments by appli-
cation of the court’s decisions and the stipula-
tion of counsel, with a target of & 95-percent
confidence level and sampling crror not to
exceed 10 percent. The average value per ship-
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ment is being applied on a case-by-casc basis to
determine damages under rule 131(c) pro-
ceedings of the Court of Claims.

We have audited 4,000 of the 7,800 claims
schedules received from the plaintiff as of June
15, 1974, ‘and have, in response to a June 10
order from the Court of Claims, furnished the
attorney for plaintiff our responsive claim sched-
ules on the first 3,000 claims in the sample. This
‘order also specified that the Government would
conduct an onsite audit of the plaintiff’s claims
and supporting proof of claims at Orange,
California. We have completed preparations for
complying with the court order.

In the same period, we furnished technical
advice and other asistance to the Department of
Justice in 30 suits for $4,442,350 involving
4,104 shipments. Twenty suits, the subject of
reports in this or prior years, involving 1,311
shipments and $384,628, were settled by pay-
ment of judgments for $128,702 and by dis-
missal or withdrawal of the balance.

The collection of motor carrier overpayments
Is another activity of continuing importance in
our audit and legal assistance work. Overpay-
ments arise when carriers apply unjust and un-
reasonable rates as defined by the Interstate
Commerce Act. Reparations for such overpay-
ments to motor carriers may be recovered only
through suits filed in the U.S. district courts.
During the year we prepared reports on 2 motor
carrier overpayments involving 19 shipments and
claimed reparations of $11,275. We referred 5
cases to the Department of Justice, which has
filed suits on most of them. When advised of
unjust and unrcasonable rate situations, certain
motor carriers voluntarily refunded over
$54,000 in overpayments on 127 shipments.

Transportation Documentation
And Procedures

During the year, we implemented the docu-
mentation and procedural recommendations
contained in the Joint Agency Transportation
Study report, completed in 1970.

We promulgated joint standards, developed
with the Treasury Department, which will
govern payments made under the Transportation
Payment Act of 1972 (Public Law 92-550).

Further, we advised that Government depart-
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GAO employees searching the claims focator card files. This file
is 8 permanent record of the 8 million ctaims (other than carrier
transportation claims) considered by GAO since its establisi-
ment in 1921,

ments and agencies using commercial forms and
procedures to procure transportation services for
certain types of small shipments and paying
charges from imprest funds in accordance with
the GAO Policy and Procedures Manual for
Guidance of Federal Agencies (5 GAO 3017, as
amended) were authorized to make payments in
cash at origin or destination in advance of com-
pletion of service upon carrier presentation of
the proper documents required by the Trans-
poration Payment Act of 1972. Use of cash for
this purpose is to be optional and is to be im-
plemented only upon mutual agreement be-
tween the agency and the carrier or forwarder
involved.

Government-wide adoption of the new Gov-
ernment  bills of lading Standard Forms (SF
1103 and 1131}, reccommended by the Joint
Agency Transportation Study, now cnables car-
riers and forwarders of Government freight to
reccive Government bills of lading with the
tendered shipments and to bill charges on their
own certifications of delivery rather than on
consignees’ certifications. Because of the radical
changes in format and procedures, a direct
cutover from the old to the new forms was made
mandatory as of April 1, 1974,

The new Joint Agency Transportation Study-
recommended Government Transportation Re-
quest became available in May 1974 for the pro-
curement of passenger transportation services.



“Since changes in the form were in format rather
than in procedures, we allowed a phasein period
~with a mandatory usage date of January 1,
1975. This will facilitate worldwide dxstrlbutlon

" of the form:and reduce stocks of the old form.
Departments, agencies, and other establish-
ments may purchasc a 60-day supply of passen-
ger transportation tickets on a single transporta-
tion request when there is a continuing volume
of traffic by thec same mode and class- of -trans-
portation between one origin and one destina-
tion and when the cost of such services does not
cxceed a certain-amount. (5 GAO 2020.22) In
the interest of further increasing savings in pro-
curement practices and procedures and in paper-
handling for both the Government and the

TRANSPORTATION AUDIT AND CLAIMS SETTLEMENT

carrier industry, we raised the monetary limita-
tion on these purchases from $25 to $50 for
one-way single fares and from $50 to $100 for
round-trip fares. (Letter to heads of depart-
ments, etc., Feb. 27, 1974.)

Followmg a successful test by the General
Services Administration of the use of a 5-part
Government bill of lading for shipments by
motor carriers from its Federal Supply Service
depots, we approved use of the form on a
permanent basis. The success and approval of
this system was a prerequisite to GSA’s system
concept of providing automatic payment to
motor carriers on a computer-printed Govern-
ment bill of lading, prepriced with the trans-
portation rate and charge.
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FIELD OPERATIONS

Responsibilities

. The Field Operations Division, through its
headquarters staff and regional offices in princi-
pal cities of the United States, performs ac-
counting and - auditing work assigned by the
directors of all GAO operating divisions. Staff
members of this division participated in almost
all of the audits and other studies described in
previous chapters of this report. In addition, it
performs assigned audits under the Government
Corporation Control Act and similar legislation
and the audit and settlement of accounts of mili-
tary disbursing officers.

As of June 30, 1974, the professional staff of
this division totaled 1,790 or 50 percent of
GAO’s total professional staff at that date. This
division is under the supervision of John E.
Thornton, director, and Stewart D. McElyea,
deputy director. Its organization chart appears
on the following page. A directory showing the
location and managers of GAD regional offices,
suboffices, and military audit staffs is included
as appendix [1.

Audits Ot Federal Corporations
And Other Activities

The Government Corporation Control Act re-
quires GAO to annually audit the financial trans-
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actions of Government corporations “in ac.
cordance with the principles and procedures
applicable to commercial corporate transactions
and under such rules and regulations as may be
prescribed by the Comptroller General * * %
Other laws provide similar audit authority for
unincorporated business activities. The Field
Operations Division is responsible for such
audits of the following corpovations and other
activities.

Agriculture Credit Insurance Fund

Burcau of Engraving and Printing Fund

Disabled American Vetcrans

Environmental Financing Authority

Federal Crop Insurance Corporation

Federal Deposit Insurance Corporation

Federal Home Loan Bank System

Federal Home Loan Mortgage Corporation

Federal Prison Industrics, Incorperated

Federal Savings and Loan Insurance Corporation

Gorgas Memorial Institute

Government National Mortgage Association

Government Printing Office Revolving Fund

Government Services, Incorporated

National Credit Union Administration

Panama Canal Company and Canal Zone
Government

Pennsylvania Avenue Development Corporation

Rural Telephone Bank

Saint Lawrence Seaway Development Cor-
poration

Student Loan Insurance Fund

Tennessee Valley Authority

Treasury, Bureau of Government Opcrations

Veterans Cantecn Service

Audits of these corporations and other activi-
ties consist primarily of examining financial
statements in accordance with generally ac-
cepted auditing standards. Fifteen reports were
submitted to the Congress on this work during
fiscal year 1974 in which we espressed opinions
on whether the financial statements presented
fairly the financial positions and results of
operations of the Federal agencies involved.
Sixteen additional reports containing recom-
mendations for improving agencies’ financial
management activities were transmitted to
agency officials. These reports are included in
the list of audit reports in appendix 5.

We were unable to render a completely
favorable opinion on the financial statements of
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ATLANTA, GA.

REGIONAL MANAGER
M. COIL.BS

DENVER, COLO,

REGIONAL MANAGER
I. M. D'ADDARIO

NORFOLK, VA,

REGIONAL MANAGER
W. H. HENSON

COCOA BEACH, FLA.
HUNTSVILLE, ALA.

WARNER-ROBINS, GA.

ALBUQUERQUE, N. MEX.
OGDEN, UTAH

BOSTON, MASS,

REGIONAL MANAGER
J. EDER

DETROIT, MICH.
REGIONAL MANAGER
C. H. MOORE

PHILADELPHIA, PA,
REGIONAL MANAGER
A. R. VOSS

CLEVELAND, OHIO

CHICAGO, ILL.

REGIONAL MANAGER
G. F. STROMVALL

HARRISBURG, PA.

KANSAS CITY, MO,

REGION AL MANAGER
K. L. WEARY. JR.

SAN FRANCISCO, CALIF.

REGIONAL MANAGER
A. M. CLAVELLI

ROCK ISLAND, ILL,
ST, PAUL, MINN,

OKLAHOMA CITY, OKLA.
ST, LOUIS, MO,

CINCINNATI, OHIO

REGIONAL MANAGER
R. W. HANLON

SACREMENTO, CALIF.

LLOS ANGELES, CALIF,

REGIONAL MANAGER
J. T. HALL. JR.

SEATTLE, WASH.

REGIONAL MANAGER
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DAYTON, OHIO
INDIANAPOLIS. IND.

DALLAS, TEX,
REGIONAL MANAGER
W. H. SHELEY, JR.

PORTLAND, OREG.

NEW YORK, N.Y.
REGIONAL MANAGER
A. J. STRAZZULLO

FALLS CHURCH, VA.
REGIONAL MANAGER
H. L. KRIEGER

NEW ORLEANS, LA,
SAN ANTONIO, TEX.
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Crunching through broken ice, the Canadian Menihek Lake
launched the earliest seaway opening in history on March 28,
1973. The seaway system is a United States-Canadian venture to
provide deep water navigation in the St. Lawrence River from
Montreal, Canada, to Lake Erie by a series of locks and
channels.

four of the activities audited. The reasons for
the qualified opinions included: (1) the Federal
Deposit Insurance Corporation’s and the
National Credit Union Administrauon’s deniat
of access to Cocuments considered necessary in
the conduct of our audits, (2)the need
improve Inventory procedures at the Govern-
ment Printing Otfice, and (3) the failure of the
Panama Canal Company to account for deprecia-
tion of certain assets.

Federal Deposit Insurance Corporation
And National Credit Union Administration

As in prior years, we did not have unrestricted
access to bank examination reports and related
documentation prepared by the Federal Deposit
Insurance Corporation on the banks it insures.
Because of this, we could not ascertain
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—if bank cxaminations were of sufficient
scope and rcliability to identify all banks
that should have been classified as problem
banks,

—if the Corporation had taken cffective fol-
lowup action on bank exammers’ findings,
and

—the significance of any possible adverse ef-
fects of problem bauks on the Corporation’s
financial position.

The National Credit Union Administration
also took a position similar to the Federal
Deposit Insurance Corporation in that we were
denied access to examination reports prepared
on the credit untons 1t insures. As a result, we
could not determine (1) if the Administration
had taken cffective action on all tindings dis-
closed by its examinations and (2) the signifi-
cance of any possible adverse effect of problem
credit unions on the financial position of the
Administration.

Because of  these
audits, we could not express an overall opinion
on the fimancial statements of the Federal
Deposit Insurance Corporation and the National
Credit Union  Admmistration for fiscal year
1973.

We recommended in our report on the Fed-
cral Deposit Insurance Corporation (B-114831,
May 23, 1974) as we did in previous reports that
the Congress amend the TFederai Deposit In-
surance Act to clanfy our authority to have
access Lo examination reports, files, and other
records used by the Corporation. In our report
on the National Credit Union Administration
(B-164031(4), May 21, 1974), we recommendcd
that the Administration grant GAO access to all
books, documents, files, and other Adminisoa-
von vecords including all sectiens of the credit
union examination reports.

serious obstacles to our

Government Printing Office

In the report on the Government Printing
Office for fiscal year 1973, we expressed the
opmion that the financial statements, except for
materials and supplics inventory, presented
fairly its financial position. We were unable to
satisfy ourselves as to the actual value of the
materials and supplies inventory because physi-
cal counts were improperly changed during the



year to agree with perpetual inventory records.
We could not practicably verify independently
the nventory balance because there were over
22,000 different types of inventory items with a
reported book value of $3.1 million. (B-114829,
Apr. 15, 1974.)

Panana Canal Company

Our opinion on the financial statements of
the Panama Canal Company and the Canal Zone
Government for fiscal year 1973 was qualified
because the Company’s policy of not depre-
clating or amortizing the cost of certain assets,
represented by titles, treaty rights, 