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May 10, 1968 
Dear Mr. Speaker: 

The accompanying report presents, for the information of the Congress, a compilation of 
General Accounting Office findings and recommendations for improving Government operations. 
This compilation relates for the most part to fiscal year 1967. 

The compilation is organized so that the findings and recommendations relate to specified 
functions and services carried out within the Government. Thus, the items compiled are grouped 
on the basis of functional areas of the Government's operations regardless of the agencies in­
volved. Because find ings developed in one agency frequently have application in others, this ar­
rangement allows consideration of all findings in all agencies in each functional area. 

The purpose of th is report is to provide the Congress with a convenient summary showing, 
by functional areas, the opportunities for improved operations which have been identified by the 
General Accounting Office in carry ing out its audit responsibilities. These responsibi lities are de­
rived from the Budget and Accounting Act, 1921, and other laws which require us to indepen­
dently examine, for the Congress. the manner in which Government departments and agencies 
are discharging their financial responsibilities. 

The report summarizes the corrective actions taken by the departments and agencies on our 
recommendations for improvement. Certain of these actions involve changes in policies and pnr 
cecures promulgated through the issuance of revised directives and instructions. Such actions, 
while desirable and necessary, do not in themselves ensure correction of the deficiencies. Thei r ef­
fectiveness is dependent on the manner in which they are implemented and on the adequacy of the 
supervision arid internal reviews of the operations. For this reason, it is our policy to review and 
evaluate the effectiveness of corrective actions taken by the departments and agencies to the extent 
deemed appropriate. 

The financial savings attributable to our work cannot always be fully measured. However, 
our records show that collections and other measurable savings identified during fiscal year 1967, 
which were attributable to the work of the General Accounting Office, amounted to $190,1 mil­
lion. Of this amount, $23.4 million consisted of collections and $166.7 million represented other 
measurable savings. Approx imately $21 mill ion of the latter amount is recurring in nature and 
wi ll continue in future years. A summary of financial savings appears on page 123 of this report. 

For the convenience of the committees of the Congress and others, the report contains an 
index of the departments and agencies to which the findings and recommendations relate. 

This report is also being sent today to the President of the Senate. Copies are being sent 
to the Director, Bureau of the Budget, as well as to the Govemment departments and agencies 
for their information and consideration in connection with their operations. 

Sincerely yours, 

~~ 7J ~~'f--"-
Act i n g Comptroller General 

of the United States 

The Honorable John W. McCormack 
Speaker of the House of Representatives 
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ADMINISTRATION OF PAY, ALLOWANCES, AND EMPLOYEE BENEFITS 

ADMINISTRATION OF PAY, 
ALLOWANCES. AND BENEFlTS­
GENERAL 

1 . Control over per diem rates- In a report 
issued to the Congress in August 1966, we 
pointed out that the per diem payments to 
certain Air Force military personnel, deployed 
on an overseas airlift support mission in a non­
combat zone. had exceeded the estimated 
lodging and subsislence costs for those indi­
vid uals by a bou t 200 percen 1. 

The Department of Defense agreed that 
payments should be made only as justified 
and stated that action had been taken by each 
of the military departments to improve ad­
ministrative controls over per diem entitle­
ments. In addition, the Joint Travel Regula­
tions were revised to make clear that it is the 
responsibility of the local commander as well 
as the theater commander to initiate changes 
in the per diem rates, when warranted. 

2. Reporting of taxable income and tax with­
holdings-We reviewed a selected sample of the 
reports of taxable income and tax withhold­
ings of military personnel (Forms W-2), which 
had been filed by the Army for the calendar 
year 1963. In our report issued to the Con­
gress in August 1966, we stated that the re­
ports contained overstatements and under­
sMements estintated at about $ 16 million in 
the amounts of taxable income reported and 
about $2.3 million in the amounts of income 
taxes reported as having been withheld. 

These errors existed despite the fact that 
the Forms W-2 prepared for calendar year 
1963 had been su bjected to a special review 
by the Army. We found, however, that the 
special review had not been conducted as . 
originally intended. It did not provide an in­
dependent check on the work performed by 
the disbursing stations. and the Army did not 
expand the scope of the review when the sam­
ples selected for test showed an unacceptable 
rate of error. 

The Army concurred, in general, in our 
fmdings and proposals for corrective action 
and cited specific efforts on its part to carry 

1 

out our proposals and to improve the report­
ing of tax information in future years. The 
Army stated its intention (a) to require a 
I DO-percent examination and verification of 
tax records in lieu of the existing sampling 
technique and (b) to incorporate the prepara­
tion of Forms W-2 into the Centralized Auto­
mated Military Pay System which the Army 
expected to be placed into operation by 
July I, 1969. 

3. Active duty retirement beneflU for certain 
military reserve officers-We reviewed the circum­
stances under which retired Reserve officers 
of the Army and the Air Force were receiving 
active duty retirement pay based on a grade 
higher than the highest grade a ttained on ac­
tive duty. We estimated that the officers who 
retired from active duty in fiscal years 1964 
and 1965 would receive, over the years re­
maining in their life expectancy, about 
$ I 00 million more than they would have re­
ceived had retirement been based on their 
highest active duty grade. This benefit was 
not available to Reserve officers of the Navy 
and Marine Corps or to Regular officers of any 
of the four military servJces. 

The situation had developed as a result 
of (a) the language of the Army and Air 
Force Vitalization ano Retirement Equaliza­
tion Act of 1948 (62 Stat. 1081) and (b) cer­
tain policies of the Army and Air Force. Al­
though the act did not specifically require ac­
tive duty service in the retired grade, the legis­
lative history, although inconclusive, indicated 
that the Congress expected the Army and Alr 
Force officers to have served in the grade on 
which active duty retired pay was to be based. 

The Department of Defense agreed that 
the retiremen t grade and pay under active 
duty retirement laws should be directly 
linked to active duty service. To bring this 
about, the Department had proposed legisla­
tion to the Congress-most recently in June 
I 966-but the Congress had taken no action. 
In our report submitted to the Congress in 
August 1966, we suggested that, in view of 
the significance of this matter, the Congress 
might wish to consider it in a separate legisla­
tive proposal. 



4. Approval of time and atl8ndance nIpCII'tS by 
direct .. ..." ..... In OUI review of the proce­
dures and controls used in the domestic pay­
roll segment of the Department of State ac­
countfug system, we found that time and at­
tendance reports were being signed by the 

.. timekeepers who maintained them but were 
not being approved by the supervisory person­
nel who had positive knowledge of the pres­
ence or absence of individuals reported on, al­
though such approvals were required for ef­
fective internal control We also found that 
overtime reported for some of the offices in 
the Department was subject to approval under 
procedUIes that did not permit officials desig­
nated to approve overtime to acquire the pos­
itive knowledge required for effective ap­
proval . 

We recommended that departmental reg­
ulations be amended to require that time and 
attendance reports be approved by persons 
having direct supervision over the individuals 
whose time and attendance they approve and 
that overtime shown in such reports be in­
cluded in that approval 

We were informed that procedures were 
being developed to require that time and at­
tendance reports be approved, as appropriate, 
by persons having direct supervision of the 
employees whose time was being reported. 

5_ Cooperative lSSis1ance for impt"Olling payroll 
accounting system-A review of the Peace Corps 
volun teer .readjustment allowance (VRA) pay­
roll accounting system, completed in June 
1966, showed that the system did not permit 
periodic reconciliations of amounts shown in 
the individual payroll records as due volun­
teers with the amounts on deposit in a special 
Treasury deposit fund from which the allow­
ances were paid_ 

The absence of this essential accounting 
control, coupled with inadequate controls 
over processing of documents and failure to 
provide for the timely recording of payments 
in individual volunteer accounts, resulted .i{I 
numerous accounting errors and overpayments 
to volunteers_ Other factors contributing to 
the errors and overpayments included the in­
adequate staffmg and supervision of the pay­
roll function and the absence of formal 
written procedures_ 
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Peace Corps officials were informally ad­
vised of OUI findings in June 1966. Subse­
quently, at the request of the Peace Corps, we 
cooperated with the Corps in developing an 
improved VRA payroll accounting system. 
We su bmitted a series of proposals for the 
Peace Corps' consideration in November 1966 
and January 1967, which set forth effective 
methods for integrating the VRA payroll ac­
counting system with the Corps' general ac­
counting system and for eliminating the sig­
nificant causes of the accoun ting errors and 
overpayments to volunteers identified in our 
review. 

Certain parts of OUI proposed methods 
were included in formal Peace Corps instruc­
tions issued to the Corps' overseas posts for 
initial implementation in May 1967. Imple­
mentation of those instructions as scheduled 
and other actions taken or planned by the 
Peace Corps should strengthen accounting 
controls in the VRApayroll system and thus 
significantly reduce errorsand incorrect pay­
ments. 

6. Payment of severance benefits-In a J anu­
ary 1967 report to the Congress, we pointed 
out that certain former Foreign Service offi­
cers whose employment had previously been 
involuntarily terminated by the Depar.tment 
of State had been reemployed by the Federal 
Government at salaries at least equal to their 
salaries at the time of separation and were be­
ing paid severance benefits also. The former 
officers were receiving these benefits concur­
rently with salaries received in their new em­
ployment and thereby were receiving in­
creased compensation. We found no compel­
ling reason for paying severance benefits un­
d.er these circumstances. 

These severance benefits, known as 
selection-out benefit payments, were autho­
rized pursuant to the Foreign Service Act of 
1946, as amended, which made no provision 
for adjustments of selection-out benefits pay­
able in the event the selected-out officer were 
reemployed by the Federal Government or 
employed by the District of Columbia before 
the expiration of his benefit period. During 
calendar years 1963 through 1965,53 For­
eign Service officers in classes 4 through 7 
were selected out and thus were entitled to 
receive selection-out benefits totaling 
$488,000. 



In our review, we identified six former 
officers receiving selection-out benefits who 
had been reemployed by the Federal Govern­
ment immediately or within a month after 
separation at salaries commensurate with or 
higher than the salaries that they were receiv­
ing as Foreign Service officers at the time of 
separation. Selection-out benefits payable to 
these officers totaled about $64,700. Of this 
amount, $63,800 was estimated to represent 
concurrent compensation. 

We identified the officers from state­
ments made and other indications shown on 
documents relating to their separation. How­
ever, the Department of State did not require 
systematic reporting of reemployment by the 
Government of officers selected out ; conse­
quently , information was not readily available 
to ascertain the full extent to which payments 
of selection-out benefits had been made con­
currently with payments of other compensa­
tion by the Governm~nt. 

Severance benefits payable to civil ser­
vice employees, as contrasted with those pay­
able to Foreign Service officers, are termi­
nated upon the employees' reemployment by 
the Federal Government or the municipal gov­
ernment of the District of Columbia, and sev­
erance bencfits payable to Foreign Service Re­
serve employees of the Agcncy for Interna­
tional Development are terminated or ad­
justed upon reemployment by the Federal 
Government. 

We brought our fmding to the attention 
of the Deputy Under Secretary of State for 
Administration on June 22, 1966. On Octo­
ber 18, 1966, the Department issued revised 
regulations which were to have the effect of 
precluding former Foreign Service officers 
from being paid selection-out benefits concur­
rently with compensation for employment 
with the Department of State as other than a 
Foreign Service officer; however, such regula­
tion would not have affected Foreign Service 
officers selected out and employed by other 
Federal agencies. 

In our report, we stated that the Con­
gress might wish to consider the need for 
amending the Foreign ServiCe Act of 1946 to 
provide for the adjustment of payable 
selection-out benefits at such time as a former 
Foreign Service officer becomes reemployed 

93-804 ()....68- 2 

3 

by the Federal Government or employed by 
the municipal government of the District of 
Columbia before expiration of his selection­
out benefits period. 

7. Instructing payroll personnal in applicable 
laws and regul.tton,....As a result of our review of 
payrolls at the Patent Office, Department of 
Commerce, we brought overpayments of sal­
ary to the attention of the payroll supervisor. 
At that time we suggested that the payroll 
records be reviewed for similar types of er­
rors. We were subsequently advised that such 
a review had been made and that it revealed 
two additional cases in which employees' sal­
ary rates had not been established at the COT­

rect amounts. When we made a subsequent 
payroll audit we found additional instances in 
which incorrect salary rates had been esta b­
lished. 

The employees who were overpaid did 
not meet the statutory requirement for length 
of service before advancement to the next 
step in the grade because they had received 
general wage adjustments prior to transfer to 
graded positions. Another employee was not 
considered for a within-grade increase when he 
became eligible, although the law required 
such consideration. 

In a February 1967 report to the Com­
missioner of Patents, we stated our opinion 
that our findings indicated the need for a bet­
ter understanding of laws and regulations gov­
erning the fixing of salary rates for Federal 
employees by those charged with responsibil­
ity for establishing salary rates. 

We recommended that the Commis­
sioner establish procedures for more thorough 
instruction of persons involved in establishing 
salary rates on the basis of the requirements 
of applicable laws and regulations. We also 
recommended that an independent verifica­
tion of rate determinations be made by some­
one other than the person who made the orig­
inal determination. 

In March 1967 the Commissioner of 
Patents informed us that improvements would 
be made in accordance with our recommenda­
tions. 



a. Innructi~ payroll penonnel in .pplicable 
'- .nd .... I.lio .... Our review of payroll rec­
ords of the National Bureau of Standards, De­
partment of Commerce, for flScal years 1963, 
1964, and 1965 revealed instances in which 
incorrect payments had been made to em­
ployees and consultants because pertinent 
laws and regulations had not been correctly 
applied. We noted a number of instances in 
which overpayments and underpayments 
were made to employees as a result of (a) 
failure to comply with pertinent laws and reg­
ulations applicable to military and court leave, 
(b) establishment of salaries at incorrect rates, 
and (c) unauthorized granting of compensa­
tory leave. 

In a report in April 1967 to the Bureau 
Director, we recommended that the Bureau 
initiate a training program for payroll person­
nel that would acquaint them more fully with 
applicable laws and regulations. We also rec­
ommended that this training be supplemented 
periodically with training sessions covering 
the latest changes in pertinent laws and regu­
lations. 

In July 1967 the Assistant Secretary for 
Administration advised us that action was be­
ing taken to ensure that payroll personnel 
were informed of appropriate laws and regu­
lations and that other steps were being taken 
to improve the accuracy of the payroll func­
tion. 

9. Maintenance of employee I_e i 8COi <b­
On the basis of our review of selected payroll 
records of the National Bureau of Standards, 
Department of Commerce, for a 22-month 
period, we concluded that there was a need 
for improvement in the maintenance of 
the Bureau's leave records. We found 
that a significant number of clerical errors 
had been made in maintaining employees' 
leave records. On the basis of our tests, we 
estimated that the errors made during flSCai 
years 1964 and 1965 amounted to about 
S 100,000. 

We were informed that the Bureau em­
ployed a verification procedure which was de­
iigned to disclose and correct such errors but 
that the individuals charged with this respon­
sibility had not been able to keep current in 
their work and, consequently, had not verified 

the records which we tested. However, our 
tests of additional pay records for 1966 which 
had been subjected to the Bureau's verifica­
tion procedures revealed errors of about 
$16,000 for that year. We also tested the ex­
tent that corrective action had been taken on 
the errors reported during the earlier review 
and found that about one fourth of the errors 
had not been corrected. 

In our report issued to the Director of 
the Bureau in April 1967, we recommended 
that, when the Bureau's automatic data pro­
cessing (ADP) system for the maintenance of 
leave records was implemented, it provide for 
such con troIs as are necessary to produce ac­
curate leave records. We also recommended 
that, until such time as the automated system 
became operative, the verification procedure 
be kept current and prompt correction be 
made of errors to avoid incorrect payments to 
employees or the granting of unearned leave. 

In July 1967 the Assistan t Secretary for 
Administration advised us that leave records 
were being audited currently and that the Bu­
reau was developing a new ADP payroll pro­
gram which would permit the inclusion of 
routines for checking and matching which 
were not present in either the current ADP 
program or manual systems. 

1 O. ConsoIidetion and formalization of proc:e­
du ...... In l\. report sent to the Director of the 
National Science Foundation in March 1967, 
we pointed out that there was a need for con­
soHdating procedures with respect to employ­
ees' travel and for forma1izing procedures for 
processing payroll and fellowship allowance 
payments. 

In view of the relatively large amount of 
travel performed by Foundation employees 
and consultants, we believed that it would be 
particularly important to have all Foundation 
travel policies and procedures consolida ted in 
a single document, such as a handbook or 
manual, instead of having numerous unconsol­
idated circulars, bulletins, and memorandums. 

With respect to the processing of payroll 
and other payments, we found that the Foun­
dation had been operating almost entirely on 
the basis of verbal instructions from the vari­
ous unit heads, without the benefit of written 



procedures or instructions. We pointed out 
the desirability of written procedures in the 
interest of a well-defmed systematic approach 
to fmancial operations in order to obtain uni­
formity in the work of the assigned employ­
ees, to provide more effective control, and to 
help in the instruction of new employees. 

Although the Foundation did not agree 
to the need for a single consolidated docu­
ment for travel instructions, it infonned us 
that it would consolidate its travel policies 
and procedures into three basic circulars. 
The Foundation further informed us that it 
would develop written payroll and other pay­
ment procedures to be issued by the Comp­
troller's Office. 

11. Paying by check instead of cash-In No­
vember 1966 we pointed out that potential 
savings of about $19,000 a year could be re­
alized by the Bureau of Engraving and Print­
ing, Treasury Department, through the pay­
ment of certain salaries by checks in lieu of 
cash as was customary for the majority of the 
Bureau's employees. 

The Bureau expressed doubt as to the 
overall economic advantage to the Govern­
ment for the Bureau to convert to the pay­
ment of salaries by check; however, in view 
of the savings that could be realized, we rec­
ommended that further consideration be 
given to the matter. In January 1967 we 
were informed that action had been taken to 
pay these salaries by check. 

1 2. Allowanc~ on transfers of military person­
nel- We reported to the Congress in June 1966 
that certain transfers of Coast Guard members 
between permanent duty stations had been in­
direct, which resulted in higher costs. As a 
result of our finding, the Commanding OF­
ficer of the 5th Coast Guard District insti­
tuted procedures for transferring recruits and 
petty officer-school graduates directly to new 
duty stations in the District. We estimated 
that the action taken_would result in annual 
savings of about $17,000. 

1 3. Lunch or rest periods for certain employ· 
..... The Post Office Department followed a 
practice of scheduling Railway Post Office 
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(RPO) employees for road service of more 
than 6 consecutive hours' duration without 
provision for lunch or rest periods without 
pay. Our review indicated that, when estab-. 
lishing road duty requirements for RPO em­
ployees, the Department could achieve sub­
stantial savings, without adversely affecting 
service to patrons, by providing for such 
lunch or rest periods. This practice would 
be consistent with the regulations relating to 
employees assigned to distribute mail in sta­
tionary units. The Postal Manual provides 
that these employees shall not be required to 
work more than 6 hours without a lunch or 
rest period of 30 minutes' duration. Person­
nel in stationary uni ts are in a non pay status 
during such periods. We found no provision 
in the Postal Manual concerning lunch or rest 
periods, which was specifically related to RPO 
employees. 

In response to our inquiry concerning 
the lack of provision for lunch or rest periods 
in road service schedules, the Department ad­
vised us that the practice of permitting mo­
bile unit employees to take lunch or rest pe­
riods while in a pay status was one of long 
standing and that the legislative history of 
mobile unit pay was silent on the matter of 
authorizing or prohibiting lunch or rest pe­
riods. 

In view of the potential savings which 
we be lieve could be achieved without ad­
versely affecting mail service , we suggested 
in our report to the Postmaster General in 
February 1967 that, when establishin~ road 
duty requirements for RPO employees, the 
Department give further consideration to pro­
viding for 30-minute lunch or rest periods dur­
ing which the employees would be in a non­
pay status. To demonstrate the potential 
benefits available, we suggested that the De­
partmen t test the feasibility of providing 30-
minute lunch or rest periods withou t pay for 
RPO clerks performing road service of 6-1/2 
hours or more and the effect that the adop­
tion of such a system would have on overall 
costs and services. Such tests could be made 
during the next annual or semiannual observa­
tion of RPOs. 

14. Compensation of rural carriers-Most 0 f 
the Post Office Departmen t's rural carriers are 
compensated under a schedule, established by 



law, which is based on the length of their 
rou tes and their yean! of service, regardless of 
the hours of work required to serve the routes. 
Carriers who serve heavily patronized routes 
are compensated under a schedule, established 
by the Postmaster General pursuant to law, 
which is based on the hours of work required 
to serve their routes and their years of service. 

. Our review of the earnings of the carriers 
in the Cincinnati postal region whose pay was 
based on route length showed that the hourly 
earnings of the carriers varied widely, even 
among carriers who served routes of the same 
length and received the same annual salaries. 
The hourly earnings of the carriers ranged 
a low of $1.88 to a high of $8.4 I. The hourly 
earnings of the carriers whose pay was based 
on the hours of work required to serve their 
routes ranged from $2.40 to $2.60. 

We estimated that the costs incurred in 
providing rural delivery service in the Cincin­
nati postal region could be reduced by about 
$3.4 million annually, if rural carriers' sal­
aries were based on the hours of work re­
quired to perform their duties. The Depart­
ment's internal auditors, in a report dated 
July 23, 1965, presented a nationwide pro­
jection which showed that such cost reduc­
tions would be about $58 million annually. 

In view of the significant reductions pos­
sible in the costs of providing rural delivery 
service, we recommended, in a report issued 
in December 1966, that the Congress consider 
enacting legislation authorizing the Postmaster 
General to compensate all rural carriers on the 
basis of the hours of work required to perform 
their duties. 

GOVERNMENT-FURNISHED 
HOUSING, LODGING, AND 
MEALS 

15. Rlntal rat .. for Government quarter..­
Bureau of the Budget Circular No. A-45 pre­
scribes generally that the rental and utility 
charges for Government quarters should be 
set at levels similar to those prevailing for 
comparable private housing in the same area 
after taking into account certain consider­
ations which affect the value of the housing 
to the occupant. As permitted under the Cir­
cular, the Board of Survey of the Agricultural 
Research Service, Department of Agriculture, 
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Beltsville, Maryland, had granted employees 
occupying Government quarters at the Re­
search Center an a\'erage reduction of 21 per­
cent in the basic rental rate because of unde­
sirable interior conditions and poor heating fa­
cilities. 

Our review revealed , however, that the 
reduction was not adequately justified be­
cause the interiors of the comparable private 
housing had not been inspected and, conse­
quently, it appeared that the Board of Survey 
was not in a position to know whether the in­
terior conditions of the private housing were 
in fact superior. 

We recommended that the Agricultural 
Research Service conduct a resurvey directed 
toward a positive determination of the interior 
conditions and heating facilities of private 
housing compared with those in Governmen t 
quarters so that, where appropriate, adjust­
men ts could be made to the Government 
ren tal rates. In Decem ber 1966 the Service 
completed a reappraisal of the rental charges 
for Government quarters at the Center and at 
its Plants Introduction Station, Glenn Dale, 
Mary land, as well. As a result of the reap­
praisal, quarters rental rates were increased by 
about $26,670 annually. 

1 6. Charges for GovemmenHumisited housing 
and utiliti .... · In our review of rental rates and 
utility charges to employees of the Forest Ser­
vice, Department of Agriculture, occupying 
Government-owned quarters in the Pacific 
Northwest Region, we found that in several 
locations adjustments to basic rental rates ex­
ceeded the maximum a1lowacble adjustment of 
50 percent permitted by Bureau of the Budget 
Circular No. A-45 and Forest Service instruc­
tions. We also found that reappraisals of 
charges to employees for utilities, required at 
least once every 3 years, had not been made. 

After we brought these matters to the at­
tention of regional officials, rental rates were 
adjusted and charges for utilities were reap­
praised. We estimated that, as a result of these 
actions, additional charges of about $37,000 
would be made between the dates the rates 
were revised and the dates of the next sched­
uled reappraisals. 

The Forest Service subsequently made an 
agencywide survey of utility charges. After 



finding similar deficiencies in other regions, 
the agency instructed all of its regions to 
promptly correct any erroneous charges. The 
agency also strengthened related provisions in 
the Forest Service Manual. 

In a letter to the Chief of the Forest Ser­
vice in June 1967, we stated that instructions 
and manual provisions would not of them­
selves ensure that the prescribed actions were 
being taken throughout the agency. We sug­
gested that there was a need to evaluate the 
effectiveness of the cu rrent procedures which 
each Regional Forester was using to review 
and follow-up on actions taken by h is forest 
supervisors in establishing charges for rent 
and utilities in accordance with agency and 
regional instructions. We were subsequently 
informed by the Deputy Chief of the Forest 
Service that an agencywide review would be 
made. 

17. Adiustment of charges for Government· 
owned quarter$ and related services-In our review 
of charges by the Public Health Service (PHS). 
Department of Hcalth, Education, and Wel­
fare, for Govemment-own0d quarters provided 
civilian Government employees at Mount 
Edgecumbe, Alaska. we found that, contrary 
to the requiremcnts of Bureau of the Budget 
Circular No. A-45, the rental rates and related 
charges for utilities and furnishings had been 
established at levels significantly lower than 
those in effect for comparable private hous­
ing in the same area. which re·sul ted in an an­
nual loss in revenues to the Government of 
about $2 I 5,000. Furthermore. we found 
that the Quarters Reevaluation Board ap­
pointed by PHS was not sufficiently indepen­
dent to ensure fair and impartial rates and 
charges, because the mem bers of the Board 
were employees of PHS and were occupants of 
the quarters under consideration. 

We.found a need for improvement in the 
procedures for reviewing rental rate reevalua­
tions: On the basis of our recommendation, 
included in a report to the Congress in August 
1966, the Department revised its policies and 
regulations to require that apprrusers of the 
Federal Housing Administration or other Gov­
ernment agencies or commercial appraisers be 
utilized in the establishment or rental rates in 
all cases where it is practicable to do so. Also, 
after our field review was completed, the 
rentals were increased by $2,384 monthly Or 
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about $28,600 annually. 

The Department advised liS, however, 
that the new rates might not be in consonance 
with Circular No. A-45 because a su rvey of 
rental rates for Government-owned housing 
throughout Alaska showed that the rates 
should be increased from 60 to 200 percent. 
PHA is holding any further adjustment in 
abeyance pending an appeal to the Bureau of 
the Budget for waiver of its requirements be­
cause of the potential adverse effect on em­
ployee morale. 

18. Construction versus leasing of housing in 
liberia .. In February 1967, we reported to the 
Congress that we believed that savings of up­
wards of $2 million would have been obtain­
able over the period of a 33-year country-to­
country agreement if the United States Infor­
mation Agency (USIA), at the appropriate 
time, had sought and obtained the necessary 
funds from the Congress and had constructed 
the houses required at Brewerville, Liberia, 
rather than leasing them from private owners. 
Although the total poten tial savings were di­
minishing each year, we believed that substan­
tial savings were still possible by constructing 
the housing. Moreover, the potential savings 
could be much higher if USIA's African Pro­
gram Center in Brewerville, Liberia, were 
staffed to the level planned by USIA and if 
the number of houses constructed were in­
creased to meet the level planned for full 
staffing. 

USIA included in its liscal.year 1964 
budget a request for funds to construct the 
African Program Center but did not furnish 
the Congress with information as to how it 
planned to meet housing needs for employees 
required to operate this facility. USIA did not 
request funds for construction of housing in 
either its fiscal year 1964 or its fiscal year 
1965 budget submissions, although it was al­
ready well aware of the desirability of con­
structing rather than leasing the housing. 

We were informed that USIA had in­
cluded a request for funds for housing con­
struction in its fiscal year 1966 budget sub­
mission but had deleted the request when the 
Bureau of the Budget required USiA to reduce 
the total budgetary funds being requested. No 
request for funds for this P\l.rpose was made in 
either the fiscal year 1967 or the fiscal year 



1968 budget submissions to the Congress. It 
appears, therefore, that the full potential sav­
ings through constructing rather tlian leasing 
housing at BrewerviJIe will not be achieved. 

19. u.e of current cost data in meal pricing- In 
a letter to the Secretary of the Army in No­
vember 1966, we stated that, during our re­
view of the adequacy of charges for meals 
served to certain transients on board floating 
plants of the Corps of Engineers (Civil Func­
tions), Department of the Army, we found 
that the charges established by the Corps were 
not adequate to fully recover the costs of the 
meals provided. We found that during 1965 
the Corps' charges to transien ts who were re­
quired to pay for meals were about $13,700 
less than the cost of providing the meals. 

Bureau of the Budget Circular No. A-25 
dated September 23, 1959, provides that the 
Government's full costs-direct and indirect­
for providing special benefits that do not ac­
crue to the public at large be recovered from 
the recipients. We stated our belief that, since 
meals served to transients are special services 
not available to the public at large, the Corps 
should recover the full cost of providing such 
meals. 

We recommended that the Corps revise 
its charges to transients for meals so that, in 
compliance with BOB Circular No. A-25, the 
full cost of providing such meals may be re­
covered. The Corps advised us that action had 
been initiated to increase the charges for these 
meals in order that all direct and indirect costs 
would be recovered by the revised charges. 

TRAINING COSTS 

20. Commitment for continued Government 
..."ice subsequent to univenity training at Govern­
ment expense- Pursuant to the Government Em­
ployees Training Act, employees of most Gov­
ernment agencies are required, as a prereq­
uisite to receiving training at non-Government 
facilities, to sign an agreement to remain with 
the agency for a period equal to at least three 
~mes the period of the training or, if voluntar­
ily separated before completion of the training 
or the agreed-upon period, to reimburse the 
Government for the cost of the training. The 
Government Employees Training Act does not 
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apply to Foreign Service personnel, and the 
Foreign Service Act of 1946, which governs 
trdining of Foreign Service personnel, does not 
contain similar provisions. 

We found that, of 127 Foreign Service 
officers who received university training dur­
ing the academic years 1962-63 through 1965-
66, nine had resigned without completing a 
period of service equal to three times the pe­
riod of their training. Training costs, exclusive 
of travel, transportation, and salaries, in these 
cases amounted to about $11 ,850. If these 
Foreign Service officers had been subject to 
the same or similar requirements of the Gov­
ernment Employees Training Act, a portion of 
the training costs would have been recoverable. 

We recommended that the Department of 
State issue regulations which would require 
Foreign Service personnel to enter into a 
continued-service agreement as a condition to 
receiving training at Government expense at a 
non-Government facility. 

On August 10, 1967, the Department is­
sued an instruction requiring that, beginning 
with the 1967-68 academic year, Department 
of State and United States Information ' 
Agency Foreign Service personnel who re­
ceive assigrunents for an academic year's study 
program at a college or university execute a 
continued-service agreement. With respect to 
a full academic year's study program, the pro­
visions of the agreements to be executed by 
Foreign Service personnel are consistent with 
the provisions of those executed pursuant to 
the Government Employees Training Act. 

TRAVEL ADVANCES AND 
ALLOWANCES 

21. Revision in agency travel regulations to 
achieve a reduction in per diem costs- Ou r exami­
nation of 100 vouchers for travel of Foreign 
Service personnel and their dependents to or 
from the United States and between localities 
outside the United States involving travel time 
of 6 hours or more showed that the per diem 
payments based on the per diem rates estab­
lished for the point of fmal destination had ex­
ceeded what appeared reasonably necessary to 
meet subsistence expenses that would have 
been incurred by the traveler during the pe­
riod of the travel. 
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The vouchers covered reimbursement ex­
penses of certain Foreign Service employees 
and their dependen ts for travel by airplane, 
train, and ship during the period September 
16,1964, through May 30,1965. In ouropin­
ion the payment of per diem during a period. 
of travel at the destination rate is inappropri­
ate because transportation fares for travel by 
airplane include meals and by train include 
sleeping accommodations where required. 
Moreover, transoceanic travel by airplane gen­
erally is of such short duration that lodging is 
not an expense factor. 

Travel per diem is intended to be an al­
lowance for each day that the traveler is in a 
travel status, in lieu of payment for actual 
subsistence expenses, and it is designed to 
cover the average cost of a single room with 
bath; meals; incidentals such as laundry, dry 
cleaning, and tips; and related travel expenses. 
Consequently, payment of a per diem rate 
which includes all the elements of cost used in 
establishing the destination rate results in the 
traveler receiving an amount which is greater 
than the expenses that he is likely to have in­
curred during the period of travel. 

By letter dated June I , 1967 , the Deputy 
Under Secretary of State for Administration 
expressed agreement with our position that 
the use of a destination rate instead of the rate 
prescribed by the Standardized Governmcnt 
Travel Regulations had led to higher per diem 
payments. He advised us that appropriate 
steps had been taken to eliminate the destina­
tion rate and to ensure that the guidelines set 
forth in the Standardized Government Travel 
Regulations would be followed. 

On July 13, 1967, the Department of 
Slate revised its regulations effective August 
15, 1967, to limit per diem to $6 for employ­
ees traveling for '; hours or more by airplane, 
train, or ship to, from, or between points out­
side the con tin ental United States, including 
stopovers of less than 6 hours. 

22. Use of Govemmerrt-owned rather than pr~ 
vataly owned vehicles for official travel-Our review 
of travel procedures at 14 major Government 
agencies showed that agencies had not been 
furnished management information on the 
cost of operating motor pool cars at various 
mileage levels and therefore were not in a 
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position to adequately consider the alternative 
of providing motor pool cars to high-mileage 
drivers who drive their own cars on official 
business. 

Our mOre detailed reviews at selected 
field offices of the Internal Revenue Service, 
the Federal Housing Administration , and the 
Federal Crop Insurance Corporation showed 
that the annual cost of reimbursing high­
mileage drivers for official travel exceeded the 
cost of operating motor pool cars by about 
$245,000. If the mileage patterns observed 
were typical , these agencies' annual nation­
wide costs of reimbursing high-mileage drivers 
for official travel exceeded the cost of operat­
ing interagency motor pool cars by about 
$1.6 million. 

As a result of our proposals. the Bureau 
of the Budget revised the Standardized Gov­
ernment Travel Regulations effective April 10, 
1967, to provide policy guidelines for manage­
ment in determining (a) whether it is feasible 
and advantageous to the Government for em­
ployees to use their own cars for official busi­
ness and (b) the reimbursement to which em­
ployees are entitled if they are authorized to 
use their cars on official business when such 
use is for their own convenience. 

23. Use of first-class air travel-O ur review 
showed that central office employees of the 
Federal Home Loan Bank Board traveling by 
air to certain major cities used first-class ac­
commodations although the airlines offered 
suitable less costly accommodations. Fur­
ther, in a number of instances. the travel 
vouchers of employees utilizing first-class air 
accommodations contained no justification 
for the use of such service. 

In July 1966 we recommended that the 
Board (a) reemphasize to the employees the 
need to follow more closely the Board's pol­
icy of using less-than-first-class air accommo­
dations whenever possible , (b) require em­
ployees to include a justification on travel 
vouchers when first-class air accommodations 
have been used, and (c) make periodic reviews 
of travel performed to determine whether the 
use of first-class air accommodations has been 
consistent with the requirements of the travel 
policies promulgated by the Bureau of the 
Budget and adopted by the Board. We were 



advised by an agency official in July 1966 
that steps had been taken in accordance with 
our recommendations. 

24. Controlling amount and liquidation of 
trovel advances-In July 1966 we pointed out 
that funds for authorized travel were advanced 
to employees of the Federal Home Loan Bank 
Board in amounts greater than necessary and 
reasonable to meet travelers' requirements 
pending periodic reimbursements, and that 
certain of these advanc~s were allowed to re­
main outstanding for extended periods during 
which no travel was performed. 

In a review of travel advances totaling 
$9,863 at June 30, 1965, made to 43 c~ntral 
office employees, we found that advances is­
sued to 22 employees were in excess of their 
needs. These advances ranged from $ I I 2 to 
$500 and totaled $6,600, of which $4,400 
was in excess of the travelers' needs. During 
fIScal year 1965 , some of these 22 employees 
did not perform any travel and other employ­
ees' travel ranged from 1-3/4 to 61-1/4 days 
and their travel vouchers averaged from $42 
to $147. Our review also revealed that two 
employees were holding travel advances at 
June 30, 1965, although they had performed 
no travel for 13 and 24 months, respectively. 

We recommended that the Board's 
Comptroller take the necessary steps to en­
sure that travel advances are limited to the 
amounts necessary for the performance of 
the travel and that refunds are obtained for 
the advances as required by tbe applicable 
regulations. We were advised by an agency 
official in July 1966 that steps had been 
taken to remedy the objections enumerated. 

UNIFORM ALLOWANCES 

26. Opponunities for savings-In our Febru­
ary 1967 report to the Bureau of Customs, 
Treasury Department , we expressed the opin­
ion that the Bureau could improve the admin­
istration of its uniform allowance program and 
effect savings to the Government if the uni­
form requirements for certain employees were 
more in consonance with the nature of the of­
ficial duties performed by these employees 
and if the Bureau of Customs reimbursed cer­
tain employees for uniform purchases in lieu 
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of paying annual cash allowances. It was our 
opinion also that, because of the substantial 
differences in uniform replacement require­
ments between different Customs districts, the 
Bureau should review and adjust its annual. 
uniform allowance standards for individual 
uniform items. 

In commenting on our fmdings, the Com­
missioner of Customs advised us tha taction 
had been taken to provide certain employees 
with less costly rough-duty uniforms in lieu of 
full-dress uniforms. We were later advised that 
consideration would be given to the need for 
individual uniform items and that the Bureau 
would consider establishing uniform standards 
according to geographical areas. Subse­
quently, the Bureau agreed that , for those 
areas where there would be significant poten­
tial savings because of the recomputed stan­
dards, payment of uniform allowances would 
be made by direct reimbursement. 

26. Issuance of uniform items in lieu of grant­
ing allowances-Our review indicated that sub­
stantial savings could be achieved if the Post 
Office Department discontinued granting uni­
form allowances to window clerks and entered 
into procurement contracts for the furnishing • 
of the authorized uniform items. We noted 
that further savings could be achieved if the 
Department entered into procurement con-
tracts for the furnishing of uniform items for 
carriers and employees in other postal crafts. 

In a September 1966 report to the Con­
gress, we proposed that the Department study 
the uniform needs of employees stationed in 
various sections of the country and that the 
Department consider furnishing uniforms in 
lieu of providing uniform allowances, after 
making a detailed study to determine the most 
practicable and economical means of furnish­
ing and distributing uniform items to employ­
ees. 

Prior to the issuance of our report, the 
Postmaster General advised us that, with cer­
tain necessary qualifications, he intended to 
initiate prompt action on our proposal. He 
advised us further that changes in the method 
of providing unifonfl items to carriers and em­
ployees in other crafts would be given close 
attention. 



Subsequent to the issuance of our report, 
the Postmaster General informed the Director 
of the Bureau of the Budget that, although 
savings might be achieved by adopting our 
recommendation, the Department did not be­
lieve that the applicable legislation and con­
gressional intent permitted the Department 
to adopt the recommendation with regard to 
employees already receiving uniform allow­
ances. The Postmaster General further ad­
vised that the Department was in the process 
of permitting certain additional employees to 
wear uniforms and planned to provide uni­
forms for this group through a contract sys­
tem, thereby gaining experience which would 
be helpful in the future should the Congress 
amend the present legislation. 

On September I, 1967, the Post Office 
Department issued an invitation for bids on 
uniform items to be supplied to about 5,000 
employees engaged in custodial maintenance, 
mail handling, and vehicle maintenance activ­
ities. 

27. Cash allowances for the acquisition and re­
placement of uniform .. · In a report to the Direc­
tor, Bureau of Sport Fisheries and Wildlife, 
United States Fish and Wildlife Service, De­
partment of the Interior, in November 1966, 
we pointed out that the Bureau had estab­
lished a program for providing dress and work 
uniform allowances for its field station employ-
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ees without taking into consideration the em­
ployees' varying needs for uniforms. 

We found that, when the Bureau's uni­
form program was initiated, the same uniform 
requirements and allowances were established 
for all field station employees even though 
different groups of employees performed dif­
ferent duties, had different needs for uniforms, 
and therefore could reasonably be expected 
to incur acquisition and replacement costs of 
different amounts. 

After we brought our findings to the at­
tention of the Department, we were advised 
that the requirement that all field employees 
own a dress uniform had been eliminated and 
that the determination as to which unclassi­
fied employees must own a dress uniform 
would be left to the discretion of the regional 
directors. Subsequently, we expressed our be­
lief that the Bureau should reevaluate its dress 
uniform requirements taking into considera­
tion its experience in those instances where re­
gional directors have decided that unclassified 
employees need not own dress uniforms. 

Although the elimination of require­
ments for dress uniforms might not have an 
immediate effect with respect to lower uni­
form allowances, we felt that it could result in 
lower overall costs to the employees as well as 
preclude the need for raising uniform allow­
ances in the future. 



ADMINISTRATION OF ACTIVITIES, SERVICES, AND BENEFITS UNDER 
FEDERAL PROGRAMS 

COMMODITY DISTRIBUTION PRO­
GRAM 

28. Obtaining advantages of minimum carload 
rates-In a report submitted to the Congress in 
December 1966, we stated that there were 
opportunities for the Consumer and Marketing 
Service (C&MS), Department of Agriculture, 
to reduce the costs of transporting donated 
commodities to State distributing agencies by 
providing for the shipment of commodities in 
lot sizes consistent with the minimum shipping 
weights provided in camer tariffs. We found 
that two commodities-print butter and frozen 
beef- were being shipped to State agencies in 
lot sizes having gross weights below the mini­
mum shipping weights upon which the freight 
rates of certain carriers were based. On the 
basis of our review, we estimated that savings 
of about S138,000 could have been realized 
in I year if the size of the carload lots of print 
butter and frozen beef had been increased. 

Although C&MS took specific action to 
increase the size of butter and frozen beef 
shipments, it was our belief that existing pro­
cedures had not been sufficiently strengthened 
and, therefore, that further steps were neces­
sary to ensure that lot sizes for all commodi­
ties would be established and maintained at 
levels that would effect the most economical 
shipping cost consistent with program require­
ments. We therefore recommended that 
C&MS establish specific procedures to achieve 
this objective. 

In January 1967 , C&MS issued further 
instructions to its commodity contracting of­
ficers to provide assurance that below mini­
mum carlot weights would not be used inad­
vertently in C&MS purchases. 

29. Use of most economical mode of shipping­
In our review of certain practices of the Con­
sumer and Marketing Service (C&MS), De­
partment of Agriculture, in transporting food 
commodities to State distributing agencies for 
donation to schools, institutions, and needy 
families, we found that shipments of commod­
ities were often made i,p accordance with the 
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mode of transportation requested by State 
agencies, even though this was not in all cases 
the most economical mode of shipment. In a 
December 1966 report to the Congress, we ex­
pressed the belief that substantial savings 
would have been realized if C&MS had re­
quired the State agencies, whenever possible, 
to refrain from requesting delivery by rail 
only, so that optimum use could be made of 
the most economical mode of shipping com­
modities. 

The Associate Administrator, C&MS, ad­
vised us in May 1966, that C&MS planned to 
have State agencies make their requests for 
shipment so as to permit the maximum use of 
either truck or rail, in order to hold transpor­
tation costs to a minimum. In this regard 
C&MS issued an instruction to State distribut, 
ing agencies in July 1967, setting forth proce­
dures for selecting the method of delivery. 
The instruction provides that donated com­
modities are to be shipped by whatever 
method of transportation results in the least 
program costs, except when program opera­
tions necessitate a specific method of ship­
ment. 

30. Enforcement of family eligibility require­
ments-Our examination into the ladministra­
tion of the program for distribution of Gov­
ernment-donated food commodities to needy 
families in the State of Pennsylvania revealed 
that food donated by the Department of Ag­
riculture was distributed to a significant num­
ber of families who did not meet the eligibility 
requiremcnts for participation in the program. 

From statistical samples of cases in three 
Pennsylvania counties selected by us for re­
view, we estimated that (a) of the 55,160 fam­
ilies participating in the program in these 
counties at the time of our review, between 
14,400 and 26,800 did not meet eligibility re­
quirements and (b) donated commodities dis­
tributed to such ineligible families during a 3-
month period cost the Federal Government 
between SI82,OOO and S602,000. 

After we brought our fIndings to the at­
tention of officials of the Consumer and 



Marketing Service (C&MS), Department of Ag­
riculture, State and local officials reviewed the 
caseload of eight counties in Pennsylvania, in­
cluding the three counties that we reviewed, 
to determine the eligibility of the families. 
These reviews resulted in the removal of about 
18,800 families from the roUs of eligible par­
ticipants. We e~timated that this action would 
result in savings of approximately $665.000. 
Also. the Administrator, C&MS, advised us in 
Augu~t 1966 of various corrective actions, 
consisten t with our proposals, that would be 
laken to improve the administration of pro· 
gram activities. Our report to the Congress on 
this mattcr was issued in February 1967. 

DISABILITY COMPENSATION 
BENEFITS 

31. Disability compensation payments greater 
than those apparently intended by law-In December 
I 966 we reported to the Congress on ou r re­
view of the method used by the Bureau of Em· 
ployees' Compensation. Department of Labor, 
in computing disability compensation increases 
authorized by the 1949 amendment to the 
Federal Employees' Compensation Act. Our 
report revealed that the Bureau's method re­
sulted in the largest rate of increase in clisabil­
ity compensation for the least disabled and 
that partially disabled claimants received com­
pensation increases of as much as 400 percent; 
whereas, totally disabled claimants were lim­
ited to increases of 10 or 40 percent. In our 
opinion, the legislative history of the amend­
ment indicates that compensation increases in 
excess of 10 and 40 percent, depending on the 
date of the injury , were not contemplated. 

We estimated on the basis of our review 
at four offices that, nationwide, from October 
1949 through March 1965, approximately 
1,700 partially disabled claimants received 
payments that exceeded by about $2.2 mil­
lion the amounts which, in our opinion. were 
intended and that these higher payments were 
continuing at a ratc of about $123,000 annu­
ally. 

Our conclusion in this matter is sup­
ported by prior rulings of the Employees' 
Compensation Appeals Board dating back to 
1953 in which thc Board ruled in individual 
cases that the method used by the Bureau for 
computing increases was incorrect and re-
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suited in overpayments of compensation. De­
cisions rendered by the Board on individual 
cases are binding on the Bureau. Appropriate 
adjustments. however, were made by the Bu­
reau only with respect to those cases in which 
the Board made a specific ruling. 

In commenting on our fincling , the De­
partment clid not agree that the Bureau's 
method of computing compensation increases 
was incorrect. No comment was made, how­
ever, on the inconsi~tency between the 
method of computation used by the Bureau 
and the method of compu tation set forth in 
prior rulings of the Board. 

The act provides that no recovery shall 
be made where an incorrect paymen t has been 
made to an individual who is without fault 
and where recovery would defeat the purpose 
of the act or would be against equity and good 
conscience. However, we expressed the opin­
ion that there was no justification for contin­
uing to make such payments at rates not in­
tended by the 1949 amendment. 

In view of the difference of opinion be­
tween the Secretary of Labor and the General 
Accounting Office as to the proper amount of 
increased compensation intended under the 
1949 amendment to the Federal Employees' 
Compensation Act, we suggested that the Con­
gress may wish to express its views in tnis 
matter. 

32. Prevention of overpayments of disability 
compensation-In June 1967 we reported to the 
Congress on our review of the procedures and 
practices followed by the Bureau of Employ­
ees' Compensation, Department of Labor, in 
computing compensation awards to partially 
disabled Federal civilian employees. Our re­
view showed that there were inconsistencies 
among district offices and within district of­
fices in the procedures followed and that this 
resulted in correspondingly inconsistent 
treatment of disabled employees. 

In our examination of the records for 
505 clisability compensation awards made 
from January 1960 through September 
1965 by four district offices, we found that 
308 disabled employees had received excess 
payments averaging about $219 a case during 
this period. The excess payments resulted 



primarily from the practice in two offices of 
reducing disabled employees' estimated wage­
earning capacity to the next 5-percent interval 
below that recommended by the rehabilitation 
advisors. The practice of adjusting wage­
earning capacity in favor of the claimants 
caused these disabled employees to receive ex­
cess annual payments averaging about $60 a 
case at the time of our review. 

We estimated that, if the practices noted 
during our limited review were essentially the 
same at all 10 district offices, the Bureau had 
made overpayments oflabout $370,000 from 
January 1960 through September 1965 and 
could achieve savings of at least $100,000 a 
year by eliminating any adjustment of the per­
centage of wage-earning capacity computed. 

The Secretary of Labor informed us that 
instructions would be issued to discontinue 
the practice of basing compensation awards to 
disa'bled employees on adjusted percentages 
of their wage-earning capacity and that im­
proved supervision including the use of inter­
nal audits would be provided. The Bureau is­
sued such instructions in May 1967. The Bu­
reau also advised that appropriate adjustments 
of existing awards would be made during the 
annual review of the awards where such action 
would not result in hardship to the beneti­
ciaries. 

3 3. Expediting reductions of compensation 
payments- In January 1967 we reported to the 
Congress on our review of the practices fol­
lowed by the Bureau of Employees' Compen­
sation, Department of Labor, in adjusting dis­
ability compensation payments to injured 
Federal employees from temporary total disa­
bility rates to partial disability rates. We 
pointed out the need for prompt adjustment 
of compensation payments to total disability 
claimants after it is determined that they are 
no longer totally disabled. Our examination 
of 854 cases at four district offices showed 
that, over a I o.year period, 562 claimants had 
received about $656,000 more than they 
would have received if partial disability rates 
had been established effective at the time 
medical evidence showed that their total disa­
bility had ceased. 

On the basis that the conditions found 
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existed also in the six districts not visited dur­
ing our review, we estimated that, nationwide, 
claimants then on partial. disability rolls may 
have been paid lIdditional compensation to­
taling about $1 million. 

We concluded that the extended delays 
in reducing total disability cpmpensation rates 
to partial disability rates resulted primarily be­
cause district offices did not promptly obtain 
the required nonmedical evidence necessary 
for determining the amount of the reduced 
compensation payable. In our opinion, there 
was a need for the Bureau to provide for (a) 
clear and specific instructions to the claims 
examiners to promptly compile and evaluate 
information required for rating claimants, (b) 
periodic reviews by an internal audit staff to 
identify problem areas, and (c) an effective 
system of informing management on a continu­
ing basis of the status of cases waiting for par­
tial disability determinations and of the polY­
sible additional costs to be incurred if such 
determinations are not made promptly. 

In commenting on these matters, the 
Secretary of Labor outlined a number of im­
provements being made in Bureau administra-
tion which substantially included the actions • 
we had proposed. After our report was issued, • 
the Bureau issued instructions for obtaining 
the required nonmedical information during 
the recovery period so that, as we had sug-
gested, a claimant's wage-earning capacity can 
be promptly determined when he reaches 
maximum medical improvement. 

DREDGING OPERA TJONS 

34. Industrial participation in the cost of dredg­
ing operations-In December 1966 we reported 
to the Congress that the Corps of Engineers 
(Ovi] Functions), Department of the Army , 
needed to improve its procedures so as to en­
sure compliance with existing law which pro­
hibits depositing industrial waste solids into 
navigable waters unless a permit is obtained 
from the Secretary of the Army authorizing 
the deposits. We found that the Chief of En­
gineers had not established adequate and uni­
form procedures for determining whether in­
dustrial plants were depositing into navigable 
waters waste solids that reduced the naviga­
ble capacity of a navigation project. 



Because there are a number of industrial 
plants which are depositing waste solids into 
navigable waters, the possibility exists that 
some of these deposits result in shoaling and 
that the Corps could realize significant savings 
in maintenance dredging costs by requiring 
that industry either stop depositing waste 
solids into navigable waters or obtain permits 
which authorize deposits but require partici­
pation in the costs of maintenance dredging of 
shoals resulting from such deposits. Because 
of the technical knowledge required to make 
such a determination, it was not practicable 
for us to determine the amount of shoaling 
that had been caused by the depositing of 
waste solids into navigable waters. 

We recommended that the Secretary of 
the Army direct the Chief of Engineers to es­
tablish uniform procedures (a) for identifying 
industrial plants that are depositing waste sol­
ids into navigable waters, (b) for providing a 
means by which the deposited waste solids 
and the resulting shoaling can be measured and 
by which each industrial plant's proportionate 
share of the maintenance dredging costs can 
be identified, and (c) requiring that any plants 
so identified either stop depositing waste sol­
ids into navigable waters or obtain from the 
Secretary of the Army permits authorizing 
continued depositing but requiring that the 
plants participate in the costs of maintenance 
dredging. 

We recommended also that, whenever a 
plant refuses to obtain a permit or stop depos­
iting waste solids into navigable waters, the 
Corps lake appropriate legal action. 

In February 1967 the Chief of Engineers 
issued an engineering circular which (a) empha­
sized the pertinent laws relating to industrial 
deposits into navigable water and (b) directe.d 
that corrective action be taken in accordance 
with our recommendations. 

FARM PROGRAMS 

35. Protective services on shipments of perish­
able commoditiK-On the bam of our review of 
the practices followed by the Commodity 
Credit Corporation (CCC), Department of Ag­
riculture, in providing protection from heat 
and cold on shipments of certain perishable 
commodities, we concluded that CCC could 
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save on its rail transportation costs by elimi­
nating excessive protection on shipmen Is of 
butter and cheese without risking spoilage or 
deterioration. 

We estimated that CCC could have real­
ized savings of about $219,000 in transporta­
tion costs for butter and cheese during the 
year reviewed if it had required protective ser­
vices comparable to those of a commercial 
shipper. Also, we expressed the opinion that 
additional savings might be available on ship­
ments of other perishable commodities. 

The Executive Vice President, CCC, con­
curred in our suggestion that a comprehensive 
study would be desirable and stated that an 
evaluation of protective services required for 
protecting perishable commodities from dam­
age or deterioration in transit would be made. 
He stated also that the requirements would be 
revised, where appropriate, to keep the cost of 
protective services at a minimum consistent 
with prudent management and that periodic 
evaluations would be made of the adequacy 
of such requirements. 

However, the Executive Vice President 
questioned the practicability of adjusting gen­
erally prescribed amounts of protection to 
take into consideration special weather condi­
tions existing at the time of shipment. We 
expressed the belief that, to obtain the maxi­
mum benefits from revising the protective ser­
vices requirements, provisions would have to 
be made for revision of previously issued in­
structions to cover a situation where weather 
conditions upon which such instructions had 
been based changed substantially prior to 
shipment. 

We therefore recommended in a report 
to the Congress in August 1966 that the Sec­
retary of Agriculture require that Department 
officials, as part of the evaluation of protec­
tive services requirements which they intended 
to make, explore the opportunity for reducing 
costs by instituting procedures providing for 
the revision of protective services instructions 
to cover changes in weather conditions prior 
to actual shipment which would materially 
affect the amount of protection previously 
prescribed. 

We recommended also that consideration 
be given to the feasibility of revising require-



ments for freezing print butter prior to ship­
ment. Subsequently, we were informed that 
these requirements had been eliminated. 

3 6. Use of revised conversion factors in re­
porting on quantities of wheat p""""",d- Wheat 
processors are required to report periodically 
to the Commodity Credit Corporation (CCC), 
Department of Agriculture, the quantity of 
wheat which they process into food products 
and to purchase domestic wheat marketing 
certificates equal to the number of bushels of 
wheat used in the manufacture of such food 
products. Departmental regulations provide 
that a wheat processor can elect to report the 
quantity of wheat processed either on the 
basis of the weight of wheat processed or on 
the basis of a standard conversion factor estalr 
lished by the Department. 

The conversion factor established for 
white flour for the 1964 and 1965 marketing 
years represented approximately the average 
extraction rate for white nour produced in 
the United States in 1963. Our review re­
vealed that many processors using the Depart­
ment's standard factor actually extracted 
flour at below-average rates; consequently, 
they used more wheat to produce a hundred­
weight of nour than was recognized in the 
standard conversion factor. As a result, 
such processors did not acquire certificates 
equal to the number of bushels of wheat actu­

. ally processed into white flour. 

On the basis of our review, we estimated 
that CCC's proceeds from the sale of the cer­
tificates would have been increased about 
$5.4 million for certificates on wheat pro­
cessed into white nour during the 1964 and 
1965 marketing years if processors had been 
required to purchase certificates equal to the 
number of bushels of wheat actually pro­
cessed. 

After we brought this matter to the at­
tention of agency officials, the Department 
amended its regulations to establish a standard 
conversion factor reflecting a lower extraction 
rate_ We estimated that this change would 
increase proceeds to CCC by about $650,000 
annually or about $2.6 million during the re­
maining 4 years of the program. 

In a report submitted to the Congress in 
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November 1966, we stated our belief that the I 

revised factor was not representative of the ex- 1 
traction experience of mills reporting on the 
conversion factor basis and that its use by cer-
tain mills would still result in substantial loss 
of proceeds to CCC. We recommended, there-
fore , that the Department take further actions I 
to minimize such losses. The Department fur-
ther revised its regulations accordingly. 

3 7. Use of vaccines in eradication of hog chol­
era-We found that there was a need for the 
Agricultural Research Service (ARS), Depart­
ment of Agriculture, to strengthen controls 
over the use of modified live virus vaccines in 
the program designed to eradicate hog cholera. 
Use of such vaccines during 1964 and 1965 
was cited by ARS as the probable source of 
hog cholera, where the probable source could 
be identified, in about 15 percent of all re­
ported outbreaks of the disease in the Nation. 

In our report submitted to the Congress 
in April 1967, we made certain proposals for 
strengthening controls and recommended that 
the Secretary of Agriculture make our report 
available to an ARS study group which had 
been set up by the Secretary to establish basic 
guidelines for using different vaccines in the t 
fmal phases of the eradication program. Sulr 
sequently, our report was made available to 
the study group. After considering the report, 
the group supported in general our proposals 
for corrective action. 

FEDERAL-AID AIRPORT PROGRAM 

38. Federal participation in the cost of land for 
airporu- In reports to the Administrator, Fed­
eral Aviation Administration (FAA), issued 
during fiscal year 1967, we stated' that Federal 
participation in the cost of land for certam aJT­
ports should have been reduced, as required by 
FAA policy, by the value of (a) land not 
needed for airport purposes and (b) improve­
ments retained or sold by airport sponsors. 
We recommended that the excessive Federal 
participation, totaling about $350,000, be re­
covered from the airport sponsors. 

FAA agreed with our findings and stated 
that the excessive Federal participation would 
be recovered_ 
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39. De1ermlning airport needs- In a report to 
the Congress in October 1966, we sta ted that 
our review showed that the Federal Aviation 
Administration (FAA) had made separate 
grants to the adjacent communities of Kenai 
and Soldotna, Alaska, for improving their re­
spective airports, although it should have been 
evident to FAA that both airports, as im­
proved, were not needed. We found that each 
of the improved airports was capable of ac­
commodating 100,000 air operations annually, 
which far exceeds the foreseeable combined 
traffic loads of the two airports. 

We expressed our belief that a significant 
portion of the grant of $233.300 to the 
Soldotna airport would not have been neces­
sary if the Alaska Region had followed the 
agency's area "airport policy of developing only 
one airport, where possible, to serve the needs 
of more than one community. The Washing­
ton headquarters office had not established 
adequate procedures and'controls to ensure 
compliance"with the area airport policy. 

FAA indicated general agreement with 
our findings and proposals for corrective ac­
tion and informed us that agency directives 
for the implementation of the area airport pol­
icy would be strengthened. In February 1967, 
FAA issued procedures which require that lo­
cations with possible regional airport potential 
be identified and that requests for aid under 
the Federal-aid airport program for locations 
so identified be subject to careful review for 
applicability of the regional airport concept. 

The revised procedures, if properly im­
plemented, should ensure that adequate con­
sideration will be given to the area airport pol· 
icy in evaluating requests for grants under the 
Federal-aid airport program. 

4 O. Appraisal reports on acquisition of land­
We reported to the Federal Aviation Admin­
istration (FAA) in April and June 1967 and 
to the Congress in August 1967, on our re­
views of grants made by FAA under the 
Federal-aid airport program. We stated that 
appraisal reports on land acquired for certain 
airport development projects did not fully 
meet FAA's standards for such reports and 
that the reasonableness of the land costs in 
which FAA agreed to participate were not 
adequately supported by appraisa1 reports. 
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Most of the appraisaJ reports reviewed 
were deficient in that they did not establish a 
specific relationship between comparable mar­
ket data and the appraised values. In some 
cases, the sales listed in the appraisaJ reports 
as comparable sales were not appropriate-be­
cause ofiocation, size, or type of property-for 
use in establishing the value of the airport land. 

We noted some instances where the same 
persons or frrrns had appraised the land and 
negotiated the purchase price. In some cases, 
the negotiation fee paid to the appraiser was 
based on a percentage of the negotiated pur­
chase price. The practice of permitting the 
same person to perform both appraisal and 
negotiation functions is objectionable because 
it lessens the independence of the appraiser 
and could result in inflated land costs to the 
airport sponsor and in greater Federal partici­
pation in such land costs. This problem is 
compounded when the negotiation fee is 
based on a percentage of the purchase price of 
the land. 

FAA agreed with our findings and pro­
posals for corrective action and informed us 
that agency guidance relating to the adequacy 
of appraisal data would be improved. FAA 
also informed us that its procedures would be 
revised to specify that, when an appraiser ne­
gotiates the purchase price of the land, his ap­
praisal report will not be used by FAA in de­
termining the reasonableness of the land costs. 

FEDERAL-AID HEALTH PRO­
GRAM 

41. Financial administration of health grants 
made to Stata.-As reported to the Congress in 
August and September 1966 and in July 1967, 
our review of Federal grants to several States 
for supporting certain essential health services 
showed a need for more effective administra­
tion by the Public Health Service, Department 
of Health, Education, and Welfare, in order to 
reasonably ensure that such Federal grant-m­
aid funds fully serve the purposes for which 
they are made available. Our review covered 
grants for heart disease control, cancer con­
trol, and programs for the chronically ill and 
aged in Ulinois; heart disease and cancer con­
trol programs in Indiana"; and programs for 
the chronically ill and aged in Washington. 



We found that the Public Health Service 
should have made more effective reviews of 
the States' plans for carrying out the health 
programs and that1the Department's audit 
staff should have made more adequate tests to 
ascertain whether accountability requirements 
had been met by the States and program activ­
itieshad been conducted in compliance with 
approved health plans. We proposed that the 
Department strengthen supervisory controls 
over its regional office activities, which in­
clude the review and approval of State plans, 
revision of its audit procedures, and obtaining 
refunds from the States for -any grant funds 
improperly expended. 

In response to our proposals, the Depart­
ment informed us of several actions which 
were taken or contemplated to improve and 
strengthen the reviews of State health plans 
and the Department's audit activities. Also, 
we were informed that Federal grant and 
matching expendi tures questioned by us would 
be reviewed and action would be taken to re­
cover any Federal funds not properly expended. 

FEDERAL-AID HIGHWA Y 
PROGRAM 

42. Clarification of administrative /8SIIonsibil­
itias for mqltiagency construction project:s-The 
John Dall. River Bridge on Interstate Route 
80 N in fhe State of Oregon, constructed at a 
cost of about $2.4 million, collapsed in De­
cember 1964-about 15 months after comple­
tion- as a result of scouring of the stream bed 
around and below the footings of one of the 
bridge supports during extreme flooding con­
ditions. The footings of this support had been 
established on compacted sand and gravel ap­
proximately 14 feet above bedrock, which was 
contrary to the original contract requirement 
that the bridge piers be founded upon bed­
rock. 

The bridge was designed and constructed 
under the supervision of the Oregon State 
Highway Department under a contract with 
the Corps of Engineers, Department of the 
Army. Because Federal-aid highway funds 
were involved, the Bureau of Public Roads, 
Federal Highway Administration, Department 
of Transportation, in accordance with the re­
quirements of Federal-aid highway legislation, 
reviewed and approved the construction plans 
and specifications and concurred in the award 
of the construction contract. 
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The Bureau's division office that had the 
responsibility for reviewing and approving all 
changes was not made aware of the change in 
the pier's elevation until about 1-1/2 months 
after the footings had been poured. The State 
did not notify the Bureau nor obtain its ap­
proval before the change was made, and there 
were certain misunderstandings, principally 
because the memorandum of understanding 
between the Corps and the Bureau did not 
clearly defme each of the agency's responsi­
bilities. We found that the Bureau r(llied on 
what it thought was a thorough review by the 
Corps and did not attempt to iI;Idependen tJy 
evaluate the change, when it Was first in a po­
sition to do so, after the change took place. 

In our Decem ber 1966 report to the Con­
gress, we recommended that, to avoid fu ture 
misunderstandings concerning agency respon­
sibilities in reservoir highway relocation proj­
ects in which Federal-aid highway funds are 
involved, the Bureau and the Corps revise 
their memorandum of understanding to more 
clearly defme for each agency the respective 
responsibilities and limitations set forth 
therein and that the significance of the changes 
be brought to the attention of responsible 
field officials of both agencies. 

·In May 1967 we were advised that cor­
rective action A as suggested in our report, had 
been taken. un the basis of our review of the 
revised memorandum, we believe that proper 
implementation by the Corps and the Bureau 
of the provisions set forth in the revised mem­
orandum should preclude future occurrences 
similar to the John Day River Bridge incident. 

43. Problems in location of interstate highway 
segments in urban areas-- Our continuous review 
of the various aspects of the Federal-aid high­
way program administered by the Bureau of 
Public Roads, Federal Highway Administra­
tion, Department of Transportation, indicated 
that the timely and economical completion of 
the Interstate Highway System may be hin­
dered by l:lnresolved route location and design 
problems for segments in major metropolitan 
areas. The problems stem basically from an 
inability of the parties concerned-Federal, 
State, and local-to reach agreement on suit­
able specific route location or design features. 

With the passage of the Federal-Aid High­
way Act of I ~56, the Congress declared that 
prompt and early completion of the Interstate 
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• Highway System was essential to the national 
interest and specified its intent that the entire 
system be brought to simultaneous iomple­
tion by June 30, 1972. During the early years 
of the program. there was little indication that 
the system could not be completed as planned. 
In 1965, however, the Bureau advised certain 
States that it was concerned with the slow 
progress being made in connection with urban 
segments of the system. 

Our review of the route location prob­
lems of certain Interstate Highway System 
segments in major metropolitan areas in five 
selected States-Michigan, Illinois, Maryland, 
New York, and California-showed that, al­
though the need for obtaining route location 
agreements between the parties concerned was 
present in each case, the circumstances that 
created the disagreement varied. 

The Bureau, in commenting on these 
matters, advised that these unresolved seg­
ments were not vital links in the unified na­
tional network of the lnterstate Highway Sys­
tem but, rather, were vital links only in met­
ropolitan transportation systems and would 
serve to improve metropolitan traffic circula­
tion, relieve local congestion, and provide ser­
vice through the central district. In this re­
gard, the Bureau stated that failure to com­
plete these segments would not prevent the 
completion of an integrated and complete In­
terstate Highway System. 

The Bureau stated also that the route lo­
cation problems could be resolved by deleting 
route segments entirely from the Interstate 
Highway System and substituting other inter­
state connections. The Bureau pointed out 
that this approach had been used in San Fran­
cisco without any adverse effects on the uni­
fied national network of interstate highways. 
In this case, the Bureau, in March 1966, de­
lete'd two interstate segments from the system 
and rerouted a third interstate segment be­
cause no progress was being made toward 
gaining local approval of the location of the 
route. These segments totaled about 14 miles 
and, in 1965, were expected to cost about 
$330 million. 

Both State and Bureau officials recog­
nized, however, that the deleted segments or 
substitutes therefor would eventually have to 
be constructed in order for San Francisco to 
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meet its traffic needs. Moreover, Bureau offi­
cials informed us that, if the State could dem­
onstrate to the Bureau that the deleted seg­
ments could be reestablished and built before 
1972, the Bureau migh t designate portion of 
the deleted segments as part of the Interstate 
Highway System. It appears, therefore, that 
the Bureau's approach to the route location 
problems in San Francisco was an expedient 
solution. 

It was our opinion, after reviewing the 
problems associated with the location of inter­
state segments in metropolitan areas and ana­
lyzing the Bureau's comments on these mat­
ters, that the Buteau's solution to these prob­
lems carried with it such consequences that 
the Congress might wish to examine the ap­
proach in detail. Therefore, in August 1967 
we reported these matters to the Congress for 
its consideration in its continuous review of 
the Federal-aid highway program. 

FLOOD CONTROL PROGRAM 

44. Requirement for a local contribution to a 
dam and reservoir project- In a report to the Con­
gress in January 1967, we pointed out that, 
although it is the policy of the Corps of Engi­
neers (Civil Functions), Department of the 
Army, to recommend to the Congress a local 
contribution toward the costs of flood-control 
reservoirs that serve essentially as local flood­
protection measures or produce some specific 
local benefit, a local contribution had not 
been recommended in connection with the 
costs allocated to flood control for the Del 
Valle Dam and Reservoir in California. We 
expressed our belief that a more complete 
evaluation of the factors involved-which, in 
our opinion, reasonably should have been 
made in the circumstances-would have indi­
cated that a local contribution of between 
$1.1 million and $2.4 million may have been 
appropriate in connection with the proposed 
project costs allocated to flood control. The 
flood-control storage to be provided by this 
project appears to be essentially a local flood­
protection measure for which, under Corps 
policy, a local contribution could have been 
recommended. 

So that all essential information with re­
spect to local benefits on projects such as the 
Del ValJe Dam and Reservoir will be available, 



we recommended that the Secretary of the 
Army request the Chief of Engineers to revise 
existing procedures to require a more com­
plete analysis of the benefits expected to re­
sult from the construction of future flood­
control works and to clearly identify the re­
cipients to whom substantial benefits will ao­
crue, and that this information be made a part 
of each project report submitted to the Con­
gress for approval. 

In March 1967 the Department of the 
Army advised us that (a) the Senate Public 
Works Committee had directed the Corps to 
restudy the current monetary authorization 
for the Del Valle project and (b) our report 
would be considered during the course of the 
restudy. We were advised further that, in 
those cases permitting a clear identification of 
the recipients to whom $ubstantial benefits 
will accrue, such in(ormation will be made a 
part of the project report. 

FOREIGN ASSISTANCE PROGRAMS 

4 5. Competitive bid procedures edop18d on 
G...,.",..-t-finonced procurements-We reviewed 
the procurement practices followed by the 
Afro-American Purchasing Center, Inc. 
{AAPC),l\Iew York, N.Y., in regard to the 
nondisclosure of the prices paid for measles 
vaccine purchased with Agency for Interna­
tional Development (AID) funds for use in 
African countries. 

From September 1965 through May 
1966, AAPC procured by negotiation over 
2.1 million doses of measles vaccine with 
$930,000 of AID funds that had been granted 
to African governments or organizations. In 
November 1966, AAPC was authorized to 
procure over 3.3 million additional doses of 
measles vaccine, which was to cost over $1.3 
million, with AID grant funds as the first in­
crement of a significantly larger smallpox 
eradication and measles control program in 
Africa over a 5-year period that would require 
an estimated 24.6 million doses of measles 
vaccine at a cost of about $10 million in the 
fiscal years 1967, 1968, and 1969. 

AID Regulation I states that formal com­
petitive bid procedures will be used if required 
by the implementing documents or if elected 
by the importer. The regulation further states 
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that, if procurements are not subject to for-
mal competitive bid procedures, they should • 
be made in accordance with good commercial • 
practices. The implementing documents, is-
sued to AAPC by AID, concerning the mea-
sles vaccine procurement did not require that 
formal competitive bid procedures be fol-
lowed but required that AAPC comply with 
AID Regulation I which permits good com­
mercial practices. The presiden t of AAPC ad­
vised us that, as a matter of business ethics, 
AAPC followed the commercial practice of 
not revealing the award price except when di­
rected to do so, such as in the case of procure­
ments financed with AID loan funds . 

We were advised by AID officials that, 
where AID loan funds were involved in Africa, 
it was AID's practice to require public open­
ing of bids and that, if they were to make the 
measles vaccine procurements directly, they 
would be required to follow the provisions of 
the Federal Procurement Regulations requir­
ing the disclosure of prices paid even though 
the procuremen ts technically could be con­
sidered as made through negotiation rather 
than through formal competitive bidding. 

Under the circumstances, it seemed to 
us that, as a matter of principle, protection of « 
the interest of the United States in ensuring 
the most economical procurement would re­
quire preservation of the safeguards provided 
by the statute and the regulations to the max­
imum degree, compatible with the purposes 
intended to be served. The facts in this situa­
tion did not , in our estimation, present a case 
justifying dispensing with these safeguards 
since the purposes for which the United States 
funds were being expended would be the same 
regardless of whether the funds were ex-
pended by AAPC or directly by the Agency. 

We suggested that, where organiza tions 
such as the AAPC are utilized for procure­
ments under the economic assistance program, 
AID incorporate a provision with respect to 
the expenditure of AID funds which would 
require that established United Slales Govern­
ment procurement practices be followed, in­
cluding disclosure of prices paid, unless com­
pelling circumstances dictate otherwise. We 
further believed tha t deviation [rom standard 
Government procurement practices in such 
exceptional cases should be fully justified in 
writing as a part of the official record pertain­
ing to the program in question. 



In commenting on these matters, AlD 
stated that AAPC had agreed that, on all new 
AID-financed business, it would utilize the 
formal competitive bid procedures requiring 
public opening of bids, for any purchase con­
tract estimated to exceed $50,000 unless 
waived by AID in specific cases. With respect 
to smaller transactions, AI D also had been re­
ceiving a summary of offers and award and 
upon request would make the information 
available to suppliers. 

46. Implementation of • project to provide 
medical .... i ...... Our review of the United 
States economic and military assistance pro­
vided to health projects in EI Salvador since 
1963 showed that, because of a shortage of 
doctors, the civic action medical clinic proj­
ect, ajoint project under the Department of 
Defense and the Agency for International De­
velopment (AID), was never fully imple­
mented and failed to meet its objective of 
providing better medical services for El 
Salvador. Failure to implement the project 
resulted in ineffective use of most of the 
$300,000 worth of United States-financed 
equipment, supplies, and services. 

We also found that implementation of 
the mobile rural health project was delayed 
for over a year due to the lack of sufficient 
qualified personnel and that, as a result, much 
of the immediate and favorable impact which 
the project could have achieved for the Alli­
ance for Progress was lost. Certain Urrited 
States-financed commodities provided to this 
project were also ineffectively utilized. 

Insofar as the ineffective utilization of 
medical equipment and supplies is concerned, 
we have been advised by the Department and 
AID that corrective action which will result in 
effective utilization has been initiated or 
taken. 

47. Planning arid supervision of economic de· 
velopment projects-Our reviews of the Agency 
for International Development's (AID's) ad­
ministration of economic development proj· 
ects fo r Colom bia showed that there was a 
need for improvement in the planning for, 
and the supervision of, Urrited States-financed 
development projects not only in Colombia 
but also in other countries. 
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We found in our review of the private in­
vestment fund project-in which the AID had 
invested the peso equivalent of $38 million­
that at least $24 million had been used for 
purposes either contrary to United States ob­
jectives or of questionable need and priority. 
In our opinion, the primary cause was AID's 
release of project funds without establishing 
adequate criteria and controls to govern their 
use. 

We also found in other projects-in which 
the Agency had invested the equivalent of 
about $30 million in dollars and pesos-that 
progress had been so limited, in terms of ac­
complishing AID objectives, that the projects 
had not produced the intended benefits in 
any significant amount. The projects in­
cluded fertilizer production, agricultural re­
settlement credit, primary education and a 
related educational television system, and fea­
sibility studies. In our opinion, the primary 
cause of these difficulties was AID's approval 
of projects without determining that they 
were feasible or that the Government of Co­
lombia was willing and able to effectively and 
timely carry them ou t. 

In commenting on our review, AID of­
ficials agreed in general with our findings and 
stated that actions being taken would 
strengthen control and supervision over the 
projects reviewed. 

AIthough the actions being taken by 
AID might correct many Of the deficiencies 
which we had identified, we believed that ad­
ditional steps should be taken to prevent simi­
lar deficiencies in projects for Colombia or 
other countries. Therefore, we recommended 
that AID establish criteria which would facili­
tate determination of recipient coun try capa­
bility for implementing and administering 
United States-fmanced projects. 

48. Maintenance and utilizatJon of equipment 
fumished under foreign assistance-Our review of 
the programming of equipment and vehicles 
provided to 10 of the 20 African countries, 
including Dahomey and Mali, receiving lim­
ited assistance strongly indicated that the 
Agency for International Development (AID), 
in programming assistance, had not realisti­
caUy recognized that the recipient countries 
lacked capabilities for maintaining and effec­
tively utilizing the equipment and vehicles. 



We found that, from an overall stand­
point, Dahomey and Mali had not effectively 
utilized and maintained a substantial part of 
the AID-financed road construction and main­
tenance equipment and vehicles. AID internal 
reviews in recent years also had generally indi­
cated that equipment and vehicles provided to 
Dahomey and Mali and eight otjlllr African 
countries were not being effectively utilized 
and maintained. The ineffective utilization 
and maintenance was generally due to (a) the 
lack of trained operators and mechanics, (b) 
inadequate maintenance facilities, (c) insuffi­
cient spare parts inventories, and (d) failure of 
the recipient country to provide adequate 
budgetary support. In our opinion, the recipi­
ent countries consequently were not receiving 
the benefits from this type of assistance that 
otherwise could have been reasonably ex­
pected. 

Our review showed that, in some of the 
countries, AID had not maintained adequate 
surveillance over the use of the equipment 
and vehicles or followed up on indicated de­
ficiencies. We were advised that AID efforts 
to maintain surveillance over the equipment 
and vehicles had been hindered by a policy 
decision in 1963 relative to AID's administra­
tion of assistance programs in Africa. After 
reductioIk.in appropriations and because of 
increasing' congressional concern with the 
number of countries having separate AID 
missions, AID decided not to establish mis­
sions in many of the African countries re­
ceiving limited assistance. 

AID recently had made efforts to ob­
tain better utilization of equipment and ve­
hicles furnished to African countries, through 
improved planning and management relating 
to furnishing this type of assistance. 

In commenting on these matters, AID 
recognized the need to more realistically ap­
praise the capabilities of the recipient coun­
tries and to obtain specific and meaningful 
commitments from countries on providing 
meclllinics and operators or to make contrac­
tual arrangements with supplier representa­
tives for maintenance of vehicles and equip­
ment while the countries build up their own 
maintenance capa bilities. We were advised 
that AID had taken steps to meet the need for 
prompt and adequate surveillance over proj­
ects, including better end use and fmancial re­
views of projects in the field. 
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We believed tha t the improved m anage­
ment and planning pOlicies, if adequately im- • 
plemented, would mitigate most of the prob­
lems revealed. In view of AID's commitment 
to administer the assistance furnished to Afri-
can countries receiving limited assistance 
along the lines described above, we did not 
make any recommendations. 

49. Planning-. construction. and surveillance of 
economic development projects-We reviewed six 
capital development projects financed by 
United States economic assistance of more 
than $200 million in dollars and rupees for 
lndia, mostly by loans, as administered by the 
Agency for International Development (AID) 
and considered AID's plans and arrangements 
for the importation of equipment and materi­
als essential to completion of the projects. 

On the basis of our review, we believed 
that AID could provide for improvements in 
planning, implementing, and continued sur­
veillance of major capital deveJepment proj­
ects in India to ensure tha·t maximum poten­
tial benefits to the fndian economy would be 
obtained. 

We noted serious delays and difficulties 4 
in connection with several projects financed 
by the United States, which were an indica-
tion that the AID mission's surveillance of 
project implementation should be improved. 
Substantially changed conditions relating to 
a rayon yarn and tire cord facility raised 
doubts as to the technical and economic fea­
sibility of constructing a proposed cotton 
linters plant estimated to cost in excess of 
$2.2 million, as a result of which AID was be­
latedly reevaluating the feasibility of the proj­
ects. 

For substantial rupee and dollar loans be­
ing provided through the Industrial Finance 
Corporation of India to concerns in the pri­
vate sector for the purpose of new industrial 
development or expansion, it appeared that 
there was an opportunity for improvements 
in fmancial management with respect to both 
rupee and .dollar loans to the prime borrower, 
including more reasonable assurance that proj­
ects being fmanced by subloans were sound as 
to technical and economic feasibility and 
were being implemented in an economical 
manner. 



For two other industrial development 
projects and a modern storage of food grains 
project being fmanced by AID, we noted in­
stances where improvements in project imple­
mentation were possible through increased 
mission activity and surveillance and we made 
specific recommendations where deemed ap­
propriate. We also noted that objectives had 
not been met in a gear plant project but that 
action was then being taken by AI D to deter­
mine if the si tuation could be corrected. 

We found that, although AID had pro­
vided the necessary foreign exchange for the 
import of equipment in support of major de­
velopment projects, there were continuous 
problems in connection with the implementa­
tion of such projects because AID had failed 
to make necessary plans and arrangements for 
the import of equipment essential to comple­
tion of projects. In the absence of such nec­
essary plans and arrangements, the traditional 
practices of the Indian Government in con­
serving its foreign exchange were applicable to 
AID-fmanced projects and unnecessarily re­
stricted imports essential to these projects. 

We proposed that AID take action in 
connection with all-future loan agreements 
for major capital development to re.ach an un­
derstanding with the Government of India re­
garding the timely importation of all neces­
sary materials and equipment to prevent proj­
ect delays. 

We believed that the facts related to the 
six projects covered by our review demon­
strated that AID had approved projects al­
though there had not been sufficient advance 
planning to ensure that implementation 
would take place in a reasonably effective, ef­
ficient, and economical manner and that the 
Mission thereafter had not exercised the nec­
essary surveillance over the implementation of 
the projects to attain the desired economic 
objectives. 

AID, in commenting on our draft report, 
indicated an awareness of the need for further 
improvement in the administration of capital 
assistance activities in India. AID also re­
ported that it was attempting to improve pro­
~dures and staffmg and that the Government 
ofindia had taken steps to facilitate sound 
economic developmen t. 
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50. Processing claims against voluntary relief 
~_In a report submitted to the Congress 
in June 1967, we pointed out that the United 
States Government had been having very little 
success in processing and collecting claims 
against distributing agencies in cases of re­
ported food loss or misuse that might create a 
monetary liability on the part of the agencies. 

We believed that problems in processing 
claims had been created by a lack of informa­
tion needed to establish the nature and extent 
of loss and the liability of parties involved. 
Other difficulties were being experienced be­
cause claims responsibilities had been divided 
between two agencies and some very difficult 
administrative problems in obtaining informa­
tion needed to su bstantiate or otherwise re­
solve the claims had been introduced by the 
separation. 

We made several proposals for overcom­
ing these problems. However, there were 
involved other issues which, in our opinion, 
Government agencies should consider simulta­
neously with proposals to improve procedures 
in processing claims. 

Voluntary relief agencies commented on 
the difficulties in administering donation pro­
grams in less developed countries where ad­
ministrative talents and port, transportation , 
and storage facilities were, in general, far from 
United States standards. They believed that 
these factors, together with other extenuating 
circumstances, made a certain amount of loss 
inevitable but that the regulations governing 
food donation programs did not provide rea­
sonable allowances for these factors. There 
also was some question as to the effect the 
payment of a significant volume of claims 
might have on the capability of the voluntary 
relief agencies to administer donation pro­
grams. 

We commented on the extenuating cir­
cumstances brought to our attention so that 
execu tive branch agencies would be in a po­
sition to give them careful consideration in 
reviewing regulations to determine whether 
changes were called for. 

The Department of Agriculture, the 
Agency for International Development, and 
the principal voluntary relief agencies agreed, 
in general, with the matters discussed in the 



report. We were advised that steps had been 
taken to revise program regulations and to re­
align administrative responsibilities. 

There are many problems yet to be over­
come before claims responsibilities are dis­
charged in a satisfactory manner. We are un­
able at this time to comment on the ultimate 
success of the measures being taken. We plan 
to keep abreast of the future efforts made by 
the cognizant agencies to resolve these prolr 
lems. 

We brought these matters to the atten­
tion of the Congress because of the long­
standing problems in processing claims which 
have been of concern to both Government 
and distributing agency officials and to call 
attention to measures being taken by cogni­
zant agencies to alleviate these problems_ 

61. Transportation of food donated for dls1ri­
bution abroad-In a report submitted to the 
Congress in April 1967, we pointed out that, 
of 107 countries receiving American foods in 
1965 and 1966, only four had contributed te>­
ward the ocean freight costs. 

The governments of more· than four of 
these countries appeared to be in sound finan­
cial condition during this period. 

Potential savings that could be realized 
by making efforts to obtain contributions to 
shipping costs from recipient countries were 
not su bject to precise calculation because of a 
num ber of variables involved. Our review in­
dicated, however, that the amount would be 
significan t. 

If efforts were successful, the United 
States balance-of-payments position would be 
benefited to some ex tent. 

Food-for-Peace legislation pennits pay­
ment by the United States of ocean freight 
costs for food donated by the American pee>­
pie to nonprofit distributing agencies to as­
sist the needy in foreign countries, provided 
a determination has been made that such pay­
ments are necessary to accomplish program 
purposes. 

Our inquiry showed that regulations fol­
lowed by the Agency for International 
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Development (AID) did not require an assess­
ment of the recipient countries' fmancial 
means, or willingness, to defray ocean ship­
ping charges. 

We found that the question of whether 
foreign countries could or should pay ocean 
freight costs had been considered only in ise>­
Iated cases. 

At the conclusion of our review, we 
made several proposals with which AID ex­
pressed agreement. AID advised us of positive 
steps it was taking in keeping with the spirit 
of this report. We will report on the success 
of these efforts after a reasonable time. 

This report to the Congress spotlighted 
an area where significant savings might be 
achieved by encouraging additional self-help 
measures on the part of nations receiving de>­
nated foods from the United States. 

52. Audits of food donation programs adminis­
tIINd by nonprofit voluntary ""ief ~ae.-ln 
March 1967, we reported to the Congress on 
our survey of the extent of audits of Govern­
ment food donation programs administered 
by nonprofit voluntary relief agencies. • 

The broad objective of our survey was to 
place in perspective the difficulty in striking a 
reasonable balance between the Government's 
need to ensure effective operation of food do­
nation programs and the need to avoid unduly 
hampering or restricting voluntary agencies in 
their administration of these programs. 

Some voluntary relief agencies expressed 
the view that the amount of review activity 
by Government agencies so empowered had 
become excessive. We concluded that the 
food donation programs abroad were so large 
in size, so varied in type, and' so geographi­
cally dispersed that there had been only lim­
ited audit coverage despite a significant 
amount of audit effort made by Government 
agencies. Also, we believed that working ar­
rangements among executive branch agencies 
auditing these programs guarded, for the most 
part, against overlapping efforts. 

A proposal which was being considered 
by the Agency for International Development 
(AID) could result in a redirection of 



executive branch audits if satisfactory arrange­
ments could be worked out with voluntary re­
lief agencies. This proposal envisages an ex­
panded audit effort on the part of voluntary 
relief agencies so as to permit AID auditors to 
adopt a broader management approach in 
t heir reviews. 

The degree to which this proposal can be 
implemented depends on the capability of 
voluntary relief agencies for expanding their 
internal reviews abroad. We were advised that 
AID officials had met with voluntary relief 
agency officials to learn their views on this 
proposal and to help these agencies establish 
audit guidelines and reporting procedures. 

Associated with the question of the ex­
tent of the audit were other questions, such 
as the reasonableness of the regulations and 
the lack of allowances that take into account 
the adverse conditions under which the pro­
grams are conducted in less developed coun­
tries where administrative talents and port, 
transportation, and storage facilities usually 
are far from United States standards. 

Although we did not address ourselves 
specifically in this survey to the equity of 
governing regula tions or to the degree to 
which voluntary relief agencies were being or 
should be held monetarily lia ble for viola­
tions, we undertook another review which 
focused on these matters. We were advised by 
AID that the governing regulations for dona­
tion programs were being restudied. 

AID and the major voluntary relief agen­
cies expressed general agreement with the 
matters discussed in the report. 

It is pertinent to note that we did not 
attempt to come to conclusions as to what an 
appropriate level of audit staffing or coverage 
sho.uld be. This would require consideration 
of a variety of questions, and we have not yet 
performed the types of reviews abroad that 
would permit us to make independent judg­
ments. 

We plan to inquire into these matters in a 
number of countries in future reviews. Because 
of the consideration being given to revising 
program operating guidelines and to realigning 
audit responsibilitie&, we plan to initiate our 
reviews after a reasonable time has elapsed. 
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We issued this report to the Congress be­
cause of inquiries received from several mem­
bers indicating a general interest in the subject 
matter. 

53. Purchase of commodities for the Vietnam 
commercial Import program-During our survey of 
the Agency for International Development's 
(AID's) administration of the commercial im­
port program for Vietnam, we noted a num­
ber of problems associated with the procure­
ment of commodities for the program through 
the General Services Administration (GSA). 
Through June 1967 AID had obligated $28 
million for such purchases. 

Procurement through GSA was one of 
the major program reforms agreed to by the 
Government of Vietnam in July 1966. The 
purpose of this procedure was to sever all 
possible collusive links between importers and 
suppliers, to achieve cost economies through 
bulk procurement, to reduce shipping to in­
crease overall efficiency, and to reduce port 
congestion. Goods procured through GSA 
were generally shipped to Vietnam aboard 
United States Army vessels and the Army was 
responsible for off-loading. 

We noted problems in such areas as the 
providing of specifications to GSA by AlD, 
the lead time given GSA by A] D to initiate 
procurement action, the arrangements for 
obtairJng reimbursement. the arrangements 
for ocean transportatipn, and the off-loading 
of commodities. We expressed the belief 
that a number of these difficulties could be 
corrected on the basis of experience and that 
these problems should be resolved by AlD, 
GSA, and the Army. 

We noted also that procurements 
through GSA had been limited to bulk com­
modities and that consideration had not been 
given to utilization of GSA's General Schedule 
of Supplies procedure as part of the regular 
commercial import program. 

We therefore recommended that AID 
(a) devote its best efforts to correcting, in 
conjunction with GSA and the United States 
Army, the difficulties encountered in making 
purchases through GSA and (b) consider 
pressing the Government of Vietnam to ex­
pand the list of commodities to be procured 
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through GSA and to utilize GSA's General 
Schedule of Supply in connection with rela­
tively small individual purchases. 

54. Management reporting system regarding au­
dit cO'l.ra~ln a report subntitted to the Con­
gress in August 1967, we stated that the over­
all surveillance of the commercial import pro­
gram in Vietnam by the Agency fOF Interna­
tional Development (AID) could·be over­
stated. Our primary concern was with the re­
liance placed by top AID m;magement and 
other interested parties upon data so reported 
in evaluating program effectiveness. 

There are a number of important man­
agement control stages in the implementation 
of a commercial import program which lend 
themselves to audit covj:rage. These stages 
range from the brOlld procurement authoriza­
tion stage at the beginning of the import cycle 
to the end-use of a specific commodity at the 
end of the cycle. 

In a sampling of the manner in which au­
dit coverage was being afforded at each con­
trol point, we found that coverage varied con­
sidera bly, with the greatest coverage being 
given to the initial stages of the procurement 
cycle. Our review also showed that, in report­
ing the dollar value of audit coverage to top 
AID management, the Audit Branch followed 
the practice of reporting overall audit cover­
age on the basis of the broadest program seg­
ment, rather than reporting on each control 
stage. Thus, end-u;e coverage, which is the 
last and narrowest program segment, was in 
effect quantified on the basis of the earliest 
and broadest segment. 

We recommended that top AID manage­
ment adopt an audit coverage reporting sys­
tem which would reflect the varying degrees 
of audit coverage accorded at each manage­
ment control stage of the commercial import 
program. Such a system should include, as a 
ntinimum, a stratification of the coverage ac­
corded at each principal review stage. 

5 5. Identification and redistribution of exC8St 
maUtielID meet ather valid raqui"""ents-Our re­
view of certain military materiel provided a 
military assistance recipient country showed 
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that materiel valued at several million dollars 
was excess to the military assistance purposes 
for which it was furnished and that it was not 
declared available for return to United States 
control Had this materiel been available, a 
signific.mt amount could have been consid­
ered since August 1964 for meeting other 
United States requirements, particularly in 
Southeast Asia, in lieu of procuring new items 
or renovating other available stocks. 

We found that the responsible military 
advisory organization had not fully carried 
out the direction and guidailce of the Depart­
ment of Defense for obtaining the return to 
United States control of excess military as­
sistance materiel nor had it been required to 
do so by the Departmen t of Defense or uni­
fied command. 

OUT report on this finding was issued to 
the Congress in April 1967. 

During the course of our review, we 
brought to the attention of the Secretary of 
Defense that we had found, in this review 
and in our military assistance program reviews 
in general, that military assistance advisory 
groups in many instances had not made a con- • 
certed effort to identify military assistance 
provided materiel no longer needed for the 
purposes for which provided, or to enforce 
existing agreements which require reCipient 
countries to make such materiel available for 
redistribution. 

The Secretary of Defense reemphasized 
to unified commands and military assistance 
advisory groups the importance of recovering 
excess items which were urgently required by 
the military departments because of actions in 
Southeast Asia. As a result, significant quanti­
ties of materiel were declared excess by mili­
tary assistance recipient countries: and, as of 
February 1967, about $14.9 mjllion had been 
recovered by the United States. 

In our report on this review, which we 
provided the Secretary of Defense for com­
ment, we made proposals Jar strengthening 
the DOD system for identifying, reporting, 
utilizing, and/or disposing of mili tary assis­
tance program excesses. The Department of 
Defense comments stated that our report had 
lieen helpful in reemphasizing the need for 



continuolls surveillance and enforcement of 
Department policy at all levels of military as­
sistance program management and that, on 
the basis of our proposals, the Departmen t 
would issue additional guidance to all unified 
commands. Instructions were issued incorpo­
rating elements of the corrective actions we 
proposed. 

The extent to which military assistance 
materiel, no longer required by recipient 
countries for the purpose for which provided, 
will be recovered, redistributed for immediate 
use, or shared to satisfy future requirements 
to limit new procurements will depend largely 
upon effective implementation of the policies 
and instructions. 

56. Devetopment and use of accurate asset data 
to aVoid excesses-As disclosed in our report to 
the Secretary of Defense in October 1966, our 
review of selected aspects' of the management 
of supplies and equipment furnished under 
the military assistance progrdm to the Korean 
Air Force indicated a potential for realizing 
substantial reduction in costs of logistical sup­
port for the Korean Air Force. We expressed 
the belief that a reduction in costs could be 
realized by the exercise of greater efforts by 
the United States advisory personnel in assist­
ing the Korean Air Force to improve the man­
agement of material provided by the United 
States. 

Because of the absence of effective sup­
ply management. the Korean Air Force had 
requisitioned and the United States had deliv­
ered large quantities of assemblies, spare parts, 
and support equipment-valued at several mil­
lion dollars-in excess of actual needs. [n our 
opinion, the large accumulation of excess 
stock resulted from numerous problems in the 
day-to-day supply operations; however, we 
believe the major contributing factors to be 
(3) the failure to properly consider in comput­
ing requirements for stock replenishments, all 
available, unserviceable but reparable, assets 
and excess spare parts on hand at the operat­
ing levels (b) the use of unreliable requirement 
data as a basis for supply management, and 
(c) the ordering of supplies and equipment in 
excess of established requirements. 

During the course of our review , the 
United States advisors initiated action to 
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cancel outstanding requisitions amounting to 
$314,000. 

A t the completion of our review, we pro­
posed to the Secretary of Defense that action 
be taken (a) to identify and redistribute the 
stocks excess to the needs of the Korean Air 
Force, (b) to validate outstanding requisitions 
on the basis of frrrn and reliable requirements, 
(c) to establish procedures to minimize future 
accumulations, under the military assistance 
program, of stocks excess to the needs of the 
Korean Air Force, and (d) to ensure that real­
istic and reliable requirement data would be 
established as a basis for requisitioning assets, 
that levels of established requirements would 
not be exceeded, and that reparable and other 
assets on hand would be properly considered 
in determining stock replenishment require­
ments. 

The Office of the Assistant Secretary of 
Defense, International Security Affairs, ad­
vised us, in classified comments, of the correc­
tive actions that were being taken. 

57. Enlargement of petroleum facilities to etim­
inate transshipment of petroleum products-OUr re­
view of selected aspects relating to the ship­
ment and handling of bulk petroleum prod­
ucts consumed in Korea by United States and 
Korean military forces showed the potential 
for realizing a substantial annual reduction in 
costs of supplying petroleum products. 

The United States Army has been sup­
plying the majority of the petroleum require­
ments for Korea from the Army terminal and 
storage facilities located in Japan. This 
method of supply involves the shipment of 
petroleum, generally from refineries located in 
the Persian Gulf, to Japan in large tankers. 
The products are off-loaded into the Army 
terminal and storage facilities in Japan and 
transshipped to Korea in small tankers. This 
indirect routing of petroleum to Korea has 
been necessary because the storage tank ca­
pacity in Korea has been inadequate to handle 
the receipt of large tanker shipments on a rou­
tine basis. Some of the requirements in Korea 
have been met in the past few years by partial 
off-loading of direct shipments from the re­
fmeries. 



We estimated that, by enlarging the Ko­
rean depot storage facilities-which would cost 
IlI'l estimated S834,OO(}...requirements could be 
met by direct shipments from the refmeries 
a1\d that future annual handling and transpor­
tation costs would be reduced by about 
$1,386,000. 

We proposed to the Secretary of Defense 
that an evaluation be made of the feasibility 
of providing additional tank capacity in Korea 
and ofsupplying the petroleum requirements 
direct from the Persian Gulf. 

The Deputy Assistant Secretary of De­
fense (Installations and Logistics) concurred 
in our proposal and informed us that an eco­
nomic-feasibility study was being made. We 
wete subsequently informed that direct ship­
ments of petroleum .products to Korea were 
more economical than transshipment and that 
the Army was lnitiating actions necessary to 
the establishment of a commercial contract in 
support of the petroleum opera tion in Korea. 

58. MIRlOOf!Ient of dote to support ct.im. for 
COlt ".rlna of construction costs-In our report to 
the Secretary of Defense in October 1966, we 
hlghlighted artother example of the need for 
Jmprovemimts in the administration of United 
States construction in Europe to obtain the 
maximum benefits of cost sharing under the 
NATO infrastructure program. This report 
was based on our review of the Air Force ad­
I11irWItration of a c1aJm submitted for NATO 
reimbursement of costs incurred by the 
United States. 

Normal procedures for obtalning NA TO 
cost sh:lring of eligible projects required that 
NATO funding approval be obtained prior to 
construction of the project. In the ~arly years 
of the NATO common infrastructure pro­
gram, considerable confusion existed as to the 
proper application of this and other rules gov­
erning eliiibility for cost sharing. In 1959 
NA TO ap~roved a procedure, as an exception 
to the baSIC rule for eligibility, permitting the 
cost sharing of projects that either had not 
been previously submitted for NATO approval 
or had been submitted but not accepted. 

Under this procedure the United States 
Air Forces in Europe (USAFE) submitted to 
the Federal Republic of Germany, the host 
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country, for submission to NATO in accor­
dance with established proced UTe an adjusted 
claim of about $34.3 million, which included 
costs incurred by the United States both in 
dollars and in deutsche marks. 

Our review disclosed no action by 
USAFE to pursue the claim or determine its 
status until, in March 1963, USAFE was noti­
fied that NATO action on the claim had been 
deferred because sufficient supporting docu­
mentation was lacking. Subsequent settle­
ment of the claim was hampered because doc­
umentation used in preparing the claim and 
documentation necessary to support the claim 
had not been preserved. This review pointed 
up improvements needed in administration of 
claims for reimbursement of United States 
costs to ensure timely follow-up , retention of 
necessary documentation, and establishment 
of accounting controls. 

We presented this report to the Secretary 
of Defense as a further illustration of the need 
for improvement in management controls to 
obtain the maximum benefits from the NATO 
infrastructure program as recommended in 
our report to the Congress on "Lack of Effec­
tive Action by the Military Services to Obtain 
NATO Cost Sharing of Military Construction 
Projects in Europe" (8-156489, June 4, 
1965). In that report we made recommenda­
tions for (a) coordinating and policing all ac­
tions required to obtain NATO approval of 
United States construction projects and (b ) 
coordinating and policing all actions required 
to obtain timely reimbursement of funds due 
the United States. 

The Assistant Secretary of Defense, 
Comptroller, informed us of some of the ac­
tions being taken to improve the administra­
tion of United States financial interests relat­
ing to the construction of facilities in Europe. 
These actions included issuance of a Depart­
ment of Defense instruction and also imple­
menting of the instructions by the Defense 
components having responsibilities over 
NATO infrastructure functions. 

FOREST MANAGEMENT PROGRAMS 

59. Appraisal procedu .... used by Government 
timber ..... nagement agonei .... 1 n December 1966 
we reported to the Congress that signiticant 



• differences existed in the procedures which 
the three principal timber-selling agencies in 
the Federal Government used to appraise tim­
ber in the States of Oregon and Washington. 
Each of the three agencies: the Forest Ser­
vice, Department of Agriculture, and the Bu­
reaus of Land Management and of Indian Af­
fairs, Department of the Interior, use the ana­
lytical appraisal method to calculate the ap­
praised value, or minimum acceptable selling 
price, of timber. Under the analytical ap­
praisal method, the appraised value of a given 
amount of standing timber is determined by 
estimating the selling value of products into 
which the timber may be converted and then 
subtracting from this value all necessary costs 
of processing the timber. The remainder is 
further reduced by an allowance for profit 
and risk. The result is the appraised value. 

We found significant differences in the 
appraisal procedures of the three agencies 
with regard to (a) determining the estimated 
selling value of the wood products and by­
products to be obtained from the timber, (b) 
estimating the costs of producing these wood 
products, and (c) establishing the allowance 
for profit and risk. We concluded that, be­
cause of their differing procedures regarding 
these factors, the three agencies could com­
pute significantly different appraised values 
for like stands of timber. 

We recognized in our report that officials 
in the Federal timber management agencies 
had eliminated some of the differences in 
their appraisal procedures. However, we 
noted that these officials had not resolved 
other differences despite the statement of 
congressional intent in 1956 that the Federal 
timber-selling agencies should have uniform 
policies, methods, and procedures and despite 
Bureau of the Budget requests in 1959 that 
the Department of Agriculture and the De­
partment of the Interior achieve consistency 
in these areas. 

We stated our belief that it is important, 
when different agencies are selling timber, 
that the responsible management officials co­
ordlna te their activities to help ensure that 
the policies and procedures for the appraisal 
and sale of this timber are uniform and equita­
ble to both the Government and the timber 
purchasers. So that this uniformity would be 
achieved, we recommended in our report that 
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the Director, Bureau of the Budget, in connec­
tion with a joint study by these agencies, take 
the necessary action to ensure that they 
would jointly develop and apply the most de­
sirable set of appraisal procedures that would 
resolve the existing differences discussed in 
the report as well as any other differences 
stlown by the study. 

In response to our report, an official of 
the Bureau of the Budget informed us in April 
1 967 tha t the two departmen ts had agreed to 
develop plans for a timber appraisal system 
that would be uniform to the fullest practica­
ble extent and that the plans were to be im­
plemented by July I, 1968. 

60. Control. over timbor-cutting practices In 
national forests-The Forest Service, Department 
of Agriculture, generally relies on its own per­
sonnel to measure the timber which purchas­
ers cu t and remove from the national forests. 
In most areas of the Douglas-fIT subregion of 
the Pacific Northwest Region, however, the 
timber purctlaser may elect, with Forest Ser­
vice concurrence, to have this function per­
formed by private organizations known as 
scaling bureaus. 

In September 1966 we reported to the 
Congress that ttle Forest Service, Pacific 
Northwest Region, which uses these scaling 
bureaus, needed an effective system to detect 
improper cutting practices of timber purchas­
ers and that regional instructions which re­
quire the assessment of Penalty charges for 
such improper pra.ctices should be imple­
mented. We estimated that the Government 
would have obtained additional timber sale 
revenue of as much as $300,000 in calendar 
year 1964 had appropriate assessments been 
made and collected. 

We proposed that the Chief of the Forest 
Service require bureau scalers to record all in­
stances of improper cutting and require re­
gional officials to make periOdic reviews to as­
certain whether charges are being assessed for 
improper cutting practices. 

In November 1966 we reported to the 
Chief, Forest Service, that further improve­
ments were needed in the system for evaluat­
ing the performance of bureau scalers In the 
Pacific Northwest Region. We recommended 



that procedures be established to determine 
whether bureau scalers were being periodically 
rotated and effectively check scaled and that, 
to facilitate the evaluation of performance on 
each bureau scaler, a cumulative central rec­
ord be maintained showing the results of 
check scales made on him. 

In December 1966 and January 1967 re­
vised agreements with the scaling bureaus 
were signed by the Forest Service. These 
agreements required bureau scalers to note 
instances of improper cutting practices. In 
addition, the bureaus were required to notify 
the Forest Service of any scaler location 
.changes. The Forest Service, Pacific North­
west Region, also instructed its timber sales 
officers in the Region to use the new scaling 
information to assess charges for improper 
cutting, and the agency began a study to eval­
uate the adequacy of the present frequency of 
check scaling. 

GEODETIC SURVEYING ACTIVITIES 

61. Coordination of geodetic surveying activi· 
ties of selected ogenei •• of the Federal Govemment­
In January 1967, we submitted a report to the 
Congress on our review of the geodetic survey­
ing activities of selected agencies of the F ed­
era! Government. Our review indicated that 
economies could be realized through im­
proved coordination of these activities. 

The Environmental Science Services Ad­
ministration, Departmen t of Commerce, has 
the responsibility for establishing a nationwide 
network of geodetic control points, and the 
Bureau of the Budget has the overall responsi­
bility for coordinating geodetic surveying ac­
tivities in the Federal Government. 

Other Federal agencies-including the 
Geological Survey, Department of the Inte­
rior, in its national mapping program and the 
Federal Highway Administration, Department 
of Transportation (formerly the Bureau of 
Public Roads, Department of Commerce) in 
its highway programs-also establish geodetic 
control points. These points generally were 
being established only to standards required 
for individual program needs, however, and , 
for the most part, they did not meet the 
standards of accuracy required to ex tend the 
national network. Consequently, the Environ-
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mental Science Services Administration had 
planned to resurvey most of the same areas to t 
establish points that would meet national net­
work standards. 

We expressed the opinion that, if the ini­
tial surveys could be made to national net­
work standards, substantial savings in effort 
and cost would result, because it would not be 
necessary for the Environmental Science Ser­
vices Administration to resurvey the same 
areas. On the basis of data available during 
our review, we estimated that past or planned 
expenditures for geodetic surveys, . which 
would not contribute to the national network 
of geodetic control, by the Bureau of Public 
Roads or the Federal Highway Administration 
under the highway programs would total 
about $30 million and by the Geological Sur­
vey under the topographic map program 
would total about $15 million. 

In September 1966, the Bureau of the 
Budget advised us that the Geological Survey 
and the Environmental Science Services Ad­
ministration had entered into an agreement 
which would provide that, while the Environ­
mental Science Services Administration would 
continue to accomplish as many of the hori­
zontal control (latitude and longitude) surveys t 
as possible, the Geological Survey would es­
tablish horizontal control to national network 
standards in those situations where a portion 
of a large uncontrolled area must be mapped 
before the Environmental Science Services 
Administration can providt: the controL 

We recognized this agreemen t to be an 
important step in the right direction but con­
cluded that a more economical arrangement 
might be possible. Under the contemplated 
arrangement, the Geological Survey would 
perform the basic control required for those 
areas which are presently uncontrolled and 
which it plans to map under its current map­
ping program, except where this would result 
in delays in satisfying the requirements of 
other agencies. 

In those cases in which the GeolOgical 
Survey would perform the basic con trol, it 
would result in only one field operation, while 
in those cases in which the Environmental 
Science Services Administration would per­
form the basic con trol, two field operations 
would be required-one by the Environmen tal 



Science Services Administration to establish 
the control and one by the Geological Survey 
to identify and utilize the control for mapping 
purposes. 

Also. there was no indication that any 
specific action would be taken by other Fed­
eral agencies to improve the coordination of 
their geodetic surveying activities with those 
of the Environmental Science Services Admin­
istration. In our opinion, geodetic control 
surveys should be performed to national net­
work standards whcnever such surveys are per· 
formed in an area where they will fit into the 
overall national geodetic control plan and 
whenever such control will eliminate the need 
for the Environmental Science Services Ad­
ministration to resurvey the same area. 

Therefore we recommended that the Di­
rector, Bureau of the Budget, determine 
whether the geodetic surveying activities con­
ducted by Federal agen.cies and under pro­
grams administered by Federa l agencies are of 
such a nature and scope that it will be eco· 
nomically feasible to have such surveys, when 
undertaken in uncontrolled areas, performed 
to standards which will extend the national 
network of geodetic con trol. 

Subsequently, the Bureau of the Budget 
in a letter dated March 24. 1967 , to the Chair· 
man, House Committee on Government Op­
erations, inelicated a partial acceptance of our 
recommendation in that it suggested to the 
Department of Commerce that it investigate 
the possibility of conciueling an agreement 
with the Department of Transportation to fa· 
cilitate to the maximum extent possible the 
coordination of the geodetic surveying activi· 
ties of the Bureau of Public Roads and the En­
vironmental Science Services Administration. 

The Bureau stated that such an agree· 
ment could be modeled after the recent agree­
ment between the Administration and the 
Geological Survey. The Bureau did not indi­
cate, however, any plans to consider the feasi­
bility of similar coordination agreements be­
tween the Administration and other agencies 
involved in geodetic surveying activities. 

In May 1967, the Bureau of the Budget 
issued a revised Circular No. A-16 which rede­
fined the responsibilities of Federal agencies 
regarding the coordination of surveying and 
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mapping activities. The Circular delegated the 
responsibility to the Department of Com­
merce for exercising Government-wide leader­
ship in assuring coordinated planning and ex­
ecution of its national geodetic control sur­
veys and the related survey activities of Fed­
eral agencies to the end that all surveying ac­
tivities financed in whole or in part by Federal 
funds contribute to the national network of 
geodetic control when it is prdcticable and 
economical to do so. 

At the request of the Bureau, the Envi­
ronmental Science Services Administration 
undertook a comprehensive survey aimed at 
ascertaining the most efficient means for 
meeting geodetic control requirements, includ­
ing appropriate cooperative arrangements with 
Federal users of geodetic controls. 

We believe that the actions taken are re­
sponsive to our recommendation and, to the 
extent that they are effectively carried out, 
should lead to economies in geodetic survey­
ing activities. 

LOAN PROGRAMS 

62. Justification for loan of dollars instead of 
counterpart funds-We examined into the Agency 
for International Development (AID) action 
in respect to a loan agreement with the Gov­
ernment of Colombia for $4 million, or the 
equivalent in pesos, to finance a livestock 
credit bank. We noted certain matters which 
we believed reflected seriously on the manner 
in which the loan agreement and the use of 
dollars instead of pesos had been officially 
justified. 

The purpose of the loan, as justified by 
the AID Mission in Colombia and by loan-re­
viewing AID officials in Washington and as 
represen ted in AID's presentation to the Con­
gress, was to finance the bank project for pro­
viding credit to Colombian cattle farmers. 
The loan agreement provided that pesos could 
be substituted for dollars. AID had estimated 
that pesos would comprise about 90 percent 
of the loan costs. AID had disbursed $1. 7 
million for these loan costs in dollars from 
February 1965 to the time of our review in 
July 1965. 



The primary justification given in the 
loan papers for the use of dollars was that pri­
ority uses had been estabHshed for all availa­
ble United States-owned and counterpart pe­
sos. We found , however, that nearly $20 mi!­
lion in counterpart pesos, not fmnly commit­
ted, had become available before the fIrst loan 
disbursement was made in February 1965, at 
which time AID knew that as much as $25 
million in counterpart pesos would soon be 
generated and had not been fmnly commit­
ted. About $30 million in uncommitted pesos 
was available as of July 31, 1965. 

AID, in commenting on our fmdings, 
cited an entirely different primary justifIca­
tion and gave several other secondary reasons, 
some of which had not been mentioned in the 
loan papers, for the use of dollars for this 
loan. We found this primary justifIcation, and 
the other reasons given for using dollars, to be 
invalid in the light of the following facts. 

We were told that the primary justifica­
tion for the use of dollars had been that the 
use of pesos was subject to a credit-ceiling 
agreement of the International Monetary 
Fund (IMF) and would be inflationary. Actu­
ally this was not so because counterpart pesos 
had become and would become available and 
because the IMF agreement specifically ex­
cluded coqnterpart funds from being subject 
to the ceiling. 

Another reason given in the loan papers 
was that the use of dollars would provide the 
leverage desired to influence the developmen t 
of the livestock bank. Such leverage would be 
intangible and should have been unnecessary 
in view of the benefits to the host country 
from the increased resources of the bank, the 
responsibility of the host country for utilizing 
counterpart pesos, and the fact that the use of 
dollars was not required for generating pesos 
to fmance the bank. 

Other reasons given were that (a) this 
loan was an additional balance-of-payments 
loan, (b) mutual agreement on the use of pe­
sos was required and had been refused by the 
Government of Colombia, and (c) the host­
country had a Hst of proposals for using pesos 
far in excess of the amount potentially avail­
able. However, the balance-of-payments pur­
pose was not included in the loan agreement 
nor disclosed in the loan papers, mutuality of 
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agreement was not required on the use of pe­
sos but only on the priority of their use, and 
no evidence was found that AID had discussed 
with the host country the use of pesos in lieu 
of dollars on this particular loan. Also, the 
Hst of Colombian proposals for using pesos 
was tentative, prio"rities for the proposals had 
not been estabHshed, and planning on many 
of the proposals was insuffIcient to reasonably 
ensure their economic feasibility and the ef­
fective use of pesos. 

After we discussed the foregoing reasons 
with AID offIcials, we received AID's supple­
mentary comments in which still another rea­
son, which had not been included in the loan 
papers, was given for using dollars instead of 
pesos; that was, to provide additional external 
resources in line with AID's long-range assis­
tance strategy. 

In our opinion, the fact that the incor­
rect data presented to AID by the Mission 
were passed on by AID's loan-reviewing offI­
cials indicated that AID's justifIcation and ap­
proval procedures were inadequate for provid­
ing a basis for AID's reaching a valid decision 
on loan appHcations and for ensuring full dis­
closure of such matters to the Congress in 
AID's annual budget presentations. 

We beHeve that, to guard against the oc­
currence of similar situations, it would be de­
sirable to bring this case to the attention of all 
AID personnel responsible for processing and 
approving loans in order that they might un­
derstand the need for ensuring that complete, 
accurate, and current infonnation relevant to 
the purpose and means of fmancing of the 
proposed loans is obtained and fully cons.id­
ered in making loan decisions. AID advised us 
that the matter would be called to the atten­
tion of the appropriate offIces in Washington 
and in the fIeld for their future guidance. 

63. Procedures for determining applicants' 
ability to obtain loan5 from other sources-On the 
basis of our review of 35 loans to 15 Latin 
American countries by the Agency for Inter­
national Development lAID) during calendar 
years 1963 through 1965 , we concluded that, 
on the majority of these loans, the records of 
the Agency's determinations did not demon­
strate that the Agency had tak.:n into consid­
eration the borrowers' ability to obtain 



fInancing from other free world sources prior 
to authorization of these loans. We believe 
that tbis stemmed from the lack of established 
formal procedures for detennining the avail­
ability of financing from other free world 
sources. 

The significance and magnitude of the 
Agency's lending operations make it impera­
tive that all transactions to be carried out with 
the major free world financial institu tions be 
done in a formal business-like manner and be 
fully documented. Without formal solicita­
tion of other free world fmancial institutions 
and documentations thereof, a void is created 
which denies to management a vital decision­
making tool needed in the processing of loan 
proposals. 

In commenting on this matter, AID 
stated that it had made informal detennina­
tions that other free world loan financing was 
not available; however, the Agency agreed 
that there was a need to more fully document 
its efforts. Because of the lack of documenta­
tion, we were unable to determine whether in­
formal solicitations were made. 

The Agency advised us that it had re­
cently established procedures and revised in­
structions which we believe, if properly im­
plemented, will correct the deficiencies re­
vealed and will result in Significant benefits to 
the Agency's lending operations. 

6 4. loans for devolopment of recreational fa. 
clliti&-Section 306 of the Consolidated F arm­
ers Home Administration Act of 1961, as 
amended (7 U.S.C. 1926), prOvides, in part, 
that loans can be made to nonprofit associa­
tions to provide for shifts in land use, includ­
ing the development of recreational facilities, 
primarily for serving farmers and rural resi­
dents. In a report issued in September 1966 
to the Farmers Home Administration (FHA), 
Department of Agriculture, we stated that our 
examination into the administration of se­
lected section 306 loans showed a need for 
FHA to (a) make adequate detenninations 
that the facilities would primarily benefit 
farmers and rural residents, (b) obtain assur­
ance that, in accordance with FHA policy, 
land purchased with loan funds would be lim­
ited to recreational use, and (c) defme the 
type of clubhouse facilities which could be 
constructed with FHA loan funds. 
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FHA issued instructions in November 
1966 to all State Directors, polntinS out the 
administrative weaknesses shown by our re­
view and directing that such actions be tal(en 
as might be necessary to be certain that aU 
loans made in their States complied with IcSIl 
and procedural requirements. Also, FHA h .. 
sued instructions which, if adhered to, should 
ena ble operating personnel to avoid approving 
the use of FHA loan funds for the con'~1> 
tion or development of clu bhouse facilities 
not related to outdoor recreation. 

65. Admlnistnotion of ""all bu$in. invl!f1mfnt 
company pr09l1lm-In August 1966 we reported 
to the Permanent Subcommittee on Investiga. 
tions, Senate Committee on Government Op­
erations, on the results of our examination 
into the effectiveness of actions taken by the 
Small Business Administration (SBA) in dis­
charging its responsibilities in aiding small 
business investment companies that were in fi­
nancial difficulty and in protecting the Gov­
ernment's investment in the program. Be­
cause of the increasing trend iti the number of 
small business investment companies in fman­
cial difficulty and the possible adverse effect 
on the Government's investment, we exam­
ined into the agency's policies and practices 
with respect to six companies with capital im­
pairments. 

As a result of our review, we proposed 
that the SBA Administrator: 

a. Establish criteria for use by the com­
panies in evaluating prospective port­
folio investments. 

b. Require adherence to such criteria by 
incorporating them in regulations of 
the Administration so that any viola­
tions thereof would provide the agen­
cy with a means for taking action to 
minimize losses to the Governmen t. 

c. Establish a system for obtaining and 
effectively evaluating fmancial data 
concerning the companies so that 
sound decisions and timely actions 
would result. 

d. Take prompt action to aid companies 
in fmancial difficulty so that correc­
tive or recovery action would be initi­
ated. 



e. Establish surveillance procedures to 
ensure adherence to lending criteria 
and to ensure that necessary correc­
tive action recommended by SBA be 
taken by the companies in a timely 
manner. 

The Administrator informed us on July 
20, 1966, that the agency was aware of both 
the general and the specific problems included 
in the report and was taking action as expedi­
tiously as possible to correct the matters and 
to prevent future occurrences. The Adminis­
trator's letter to us outlined the steps being 
taken in planning the fu lure of the small busi­
ness investment company program, many of 
which related specifically to the matters dis­
cussed in our report. 

In November 1966, SBA issued invest­
ment guidelines which we believe will, if prop­
erly implemented, assist the small business in­
vestment companies in making sound value 
loans to and investments in small business 
concerns and thereby help reduce losses to the 
industry and the Government. 

LOW-RENT HOUSING PROGRAMS 

66. Construction of office buildings and other 
nondwelling struC1Ureo-ln September 1966, we 
reported to the Secretary of Housing and Ur­
ban Development (HUD) that the procedures 
of the Housing Assistance Administration 
(HAA) did not require a timely reevaluation 
of the need for office buildings and other non­
dwelling structures by local housing authori­
ties (LHAs) prior to the solicitation of bids 
and award of the construction contract. We 
pointed out that, as a result of this nonre­
quirement, HAA authorized the construction 
of a central office building for an LHA with­
out adequately considering that the LHA had 
reduced and decentralized a large part of its 
central office staff during the 3- I /2 year pe­
riod between HAA's original approval and the 
award of the construction contract. The of­
fice building that was constructed was there­
fore larger than needed for the administration 
of the LHA's Federal low-rent housing pro­
gram. 

The new building increased development 
costs under the LHA's housing program by a 
total of approximately $800,000, including 

financing costs. Federal assistance is fur­
nished LHAs in the form of annual contribu­
tions which, if made in the maximum amount, 
would be sufficient to pay the principal and 
interest on long-term obligations sold by the 
LHAs to obtain funds to pay the cost of de­
veloping housing projects, including related 
nondwelling structures. To the extent that 
LHA development costs are minimized , the 
Federal Government's liability for annual con­
tributions is also minimized. 

In view of the numerous nondwelling 
structures proposed for construction at fed­
erally aided low-rent housing projects, we rec­
ommended in our report that existing proce­
dures be revised to provide that, if more than 
a year has elapsed since HAA's approval of a 
development program for a nondwelling facil­
ity, HAA before authorizing the LHA to issue 
invitations for bids, reevaluate the need for a 
facility of the size and type proposed and dis­
approve the construction of any proposed fa­
cility for which need is not justified by cir­
cumstances existing at the time of the reevalu­
ation. 

In November 1966, the Assistant Secre­
tary for Administration informed us that HAA 
was revising its procedures along the lines re(>- • 
ommcnded in our report. The revised proce-
dures were issued in January 1967. 

67. Maximizing the investment of excess funds 
to provide additional revonu.-I t is the policy of 
Housing Assistance Administration (HAA), 
Department of Housing· and Urban Develop­
ment (HUD), that excess funds of local hous­
ing au thorities (LHAs) be invested in income­
producing securities to the fullest ex tcn t prac­
ticable. Our examination showed, however, 
that additional interest revenue amounting to 
about $170,000 a year could have been 
earned by nine of the 14 largest LHAs in the 
low-rent public housing programs if further in­
vestments of available cash had been made by 
these LHAs. We found that, in most cases, 
HAA mes on reviews of LHA financial activi­
ties either made no mention of short-comings 
in the LHAs' investmen t programs or did not 
show the full ex tent of additional potential in­
v~stmen t income. 

The most recent LHA fmancial state­
ments available at the central office at the 
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time of our review showed that approximately 
1,500 LHAs with projects under management, 
construction, or preconstruction-exclusive of 
the LHAs covered by our review-reported 
year-end balances of uninvested cash aggregat­
ing about $39 million. We pointed out in our 
report that it was therefore possible that addi­
tional opportunities were available for the in­
vestment of funds by LHAs to provide in­
creased interest revenue. 

Any increase in LHA revenue through 
the investment of a'vailable development or 
operating funds tends to decrease the Federal 
Government's liability for annual contribu­
tions for financial assistance to the LHAs. 

In a report submitted to the Congress in 
January 1967, we recommended that the Sec­
retary of HUD take appropriate action to 
maximize the investment earnings of LHAs by 
requiring the larger LHA's to use the cash 
forecasting and investment procedures set 
forth in the HAA management handbook. We 
stated that, for the smaller LHAs that may 
have limited staffing and cash resources, the 
establishment of simplified alternative proce­
dures may be appropriate. We also recom­
mended that the Secretary provide for more 
effective reviews of LHA investment program 
activities so that timely corrective action can 
be taken where warranted. 

In May 1967, the Assistan t Secretary for 
Administration informed us that HAA instruc­
tions were revised in April 1967 to require 
that, for determining excess funds available 
for investment, all LHAs use the forecasting 
method set forth in the HAA management 
handbook or use an appropriate alternate 
method to be approved by HUD. Also, in­
structions were issued to provide for increased 
.emphasis, during HAA reviews, on the detec­
tion and reporting of losses of LHA invest­
ment revenue and on the furnishing of con­
structive guidance to LHAs in this regard. 

68. Leasing of excess office space-In a report 
issued to the Secretary of Housing and Urban 
Development (HUD) in September 1966, we 
stated that a central office building con­
structed under the low-rent public housing 
program for a local housing authority (LHA) 
had not been adequately utilized from the 
time of its initial occupancy in May 1960. As 
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of March 1966, about ti years later, the LHA 
central office staff, which had been reduced 
and partly decentralized, was using only two 
floors of the three-story building and aggres­
sive action had not been taken to lease the ex­
cess space to provide additional revenue. 

The annual contributions contract be­
tween an LHA and the Housing Assistance 
Administration (HAA) provides for reducing 
the maximum annual Federal contribution by 
the amount of residual receipts available from 
operation of low-rent public housing projects. 
Any increase in LHA operating revenue tends 
to increase residual receipts and to corre­
spondingly decrease the Federal Government's 
liability for annual contributions. 

In our report to the Secretary and in sub­
sequent correspondence with HUD officials, 
we recommended that a study be made of the 
LHA's need at that time for central office 
space, with a view toward resolving the exist­
ing unsatisfactory situation through feasible 
arrangements that would provide for the most 
efficient and economical use of available ex­
cess office space. 

An HAA central office official informed 
us in March 1967 that the LHA had leased 
some of the excess office space for a 2-year 
period. We were also informed by the Acting 
Assistant Secretary for Renewal and Housing 
Assistance in May 1967 that HAA would take 
immediate steps to encourage and assist the 
LHA to obtain satisfactory use of the remain­
ing vacant space as soon as possible. 

69. Reclassification of mainl8nence work force 
end establishment of appropriate wage rate ... 'Our re­
view of job classification and wage rates of 
maintenance workers employed at certain 
low-rent public housing projects fmanced un­
der contracts with the Housing Assistance Ad­
ministration (HAA). Department of Housing 
and Urban Development (HUD). showed that 
inappropriate wage rates had been established 
by the HUD regional office for certain mainte­
nance workers employed at these projects by 
the two local housing authorities (LHAs) in­
volved. 

We estimated that the use of construc­
tion employees instead of general classes of 
maintenance employees to meet main tenance 



requirements at one of the LHAs and the re­
sulting greater payment for fringe benefits in­
creased project operating expenses by approx­
imately $460,000 a year. About $318,000 of 
this amount was allocable to federally aided 
low-rent housing projects. We estimated that 
the use of construction employees by the 
other LHA increased its operating expenses by 
about $65,000 a year, about $59,000 of 
which was allocable to federally aided proj­
ects. 

Increases in operating expenses can de­
crease the amount of an LHA's residual re­
ceipts which otherwise would be accumulated, 
or can prevent an LHA from accumulating re­
sidual receipts; such residual receipts would be 
available for application against payment of 
project developmen t costs, and would result 
in a reduction in the amount of Federal con­
tributions required to meet these costs. More­
over, improvements·in overall managemen t 
operations which tend to reduce operating ex­
penses may also eventually warrant lower 
rental levels and enable low-income tenants to 
benefit fmancially from more economical 
project management. 

In a report to the Congress in November 
1966, we recommended that the Secretary of 
HUD take appropriate action to resolve the 
uneconomical conditions existing at that time 
at the two LHAs covered by our review and at 
any other LHAs where conditions similar to 
those discussed in our report might have ex­
isted, so that wage rates of maintenance em­
ployees would be established on the basis of 
skills needed to perform the type of work in­
volved in project maintenance. We expressed 
the opinion that adoption by the LHAs of 
some form of the multipurpose maintenance 
classifications discussed in our report would 
facilitate establishment of appropriate wage 
rates. 

The Acting Depu ty Assistant Secretary 
for Housing Assistance generally disagreed 
that inappropriate wage rates had been estab­
lished for maintenance employees of the two 
LHAs but stated that further action was antic­
ipated by HAA toward the establishment of 
general maintenance classifications for certain 
of these employees. 
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MORTGAGE ASSISTANCE AND 
INSURANCE ACTIVITIES 

70. Reduction of the number of extra final in· 
spections on newly constructed hou ... -Our review 
indicated that premature inspections re­
quested by builders or their represen tatives re­
sulted in increased inspection costs to the 
Federal Housing Administration (FHA), De­
partment of Housing and Urban Development 
(HUD). 

We reviewed FHA records of fmal inspec­
tions requested by builders or their representa­
tives for about 2,000 newly constructed 
houses. The review showed that about 50 per­
cent failed to pass fmal inspection, and re­
quired an average of about 1.8 additional in­
spections per house, to successfully pass the 
fmal inspection. We expressed the belief that, 
in many cases, final inspections had been re­
quested prematurely by the builders and that 
procedures followed by FHA insuring offices 
to discourage builders from .making premature 
requests had not been suffiCiently effective. 
FHA performed the extra final inspections, 
without additional charges. 
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We estimated that the average cost of an 
inspection was about $5. At least one extra 41 
fmal inspection was required in 25 to 75 per-
cent of the cases we examined in four insuring 
offices. If only 25 percent of the estimated 
158,000 new houses that received final in­
spections in fiscal year 1966 required one ad­
ditional extra final inspection, overall savings 
available by eliminating those extra final in­
spections would have amounted to about 
$200,000. 

The Assistant Secretary-Commissioner, 
HUD, FHA, in commenting on our report, 
stated that the agency agreed that the number 
of extra final inspections resulting from pre­
mature requests should be reduced. Accord­
ingly, the agency instructed the insuring of­
fices to review their inspection operations and 
to take specific steps to control and reduce 
the number of premature finaiinspections. 

In, our report to the Congress in June 
1967, we expressed the belief that, although 
these steps might help to reduce the number 
of ex.tra final inspections, the agency's actions 
would be more effective if it imposed. a 
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penalty for additional inspections resulting 
from premature requests for final inspections. 

71. Incnr-.l insurance rill< on an urban ..... 
newaI housing project-Our review indicated that 
the insured mortgage of an urban renewal hous­
ing project in Kansas City, Missouri, was in­
creased by about $158,000 as a result of ap­
proval by the Federal Housing Administration 
(FHA) of a sponsor's and builder's profit and 
risk allowance computed on the basis that a 
joint venture agreement between the mortgagor 
and the builder created an identity of interest. 

Section 227 of the National Housing Act 
proVldes, In part, that, when the mortgagor is 
also the builder of the project, the mortgagor 
may Include m the certification of the project 
costs (actual costs), a sponsor's and builder's 
profit-and-risk allowance equal to 10 percent 
of the building's construction cost and all 
other project costs, including the cost of land. 
However, when the mortgagor is not the 
builder, the profit·and-risk allowance which 
may be included in the mortgagor's certifica­
tion of project costs may not be based on the 
cost of constructing the building, but is lim­
Ited to 10 percent of the other project costs 
excluding the cost of land. ' 

In a report to the Secretary of Housing 
and Urban Development in December 1966 
we expressed the belief that recognition of the 
~o~t venture was questionable because (a) the 
JOInt venture, ostensibly entered into for the 
purpose of constructing the project, was 
formed after the work under the construction 
contract .was compl.eted and (b) the mortgagor 
had preVlously certified that it had no identity 
of Lnterest WIth the builder. 

We stated that the problems encountered 
by the insuring office personnel and our re­
view of FHA internal regulations and instruc­
tions pertaining to identity of interest indi­
cated that these regulations and instructions 
were not sufficiently clear to preclude misin­
terpretation. We therefore expressed the be­
lief that it would be appropriate for FHA to 
carefully review its internal regulations and in­
structions with respect to identity of interest 
to determine what amendments were neces­
sary to achieve the desired objectives. 
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The Secretary of Housing and Urban De­
velopment advised us in December 1966 that 
our comments were being considered. 

72. ConooIidftion of pooperty management 
functi ...... ln May 1967 we reported on the pos­
SIble benefits of consolidating .within one 
agency the management and disposition of all 
single-family residential properties acquired as 
a result of default of loans under home financ­
ing programs of the Federal Housing Adminis­
tration (FHA), Department of Housing and 
Urban Development (HUD), and the Veterans 
Administration (V A). 

We expressed the belief that the property 
management functions were essentially the 
same in both agencies and that consolidation 
of these functions was feasible and would pr(r 
vide a basis for lower costs through a reduc­
tion in the overall size of the staffs performing 
these functions separately. We stated further 
that consolidation would provide opportuni­
ties for additional benefits, such as savings 
through volume contracting for broker ser­
vices, and for simpler and more uniform proce­
dures and terms in dealings with brokers and 
poten tial buyers. 

Officials of HUD, VA, and the Bureau of 
the Budget (BOB) commented on our propos­
al. Although VA believed that it was not de­
sirable to separate its home fLnancing func· 
tions from its associated property manage­
ment functions, the other two agencies were 
of the opinion that a study was warranted. 

. Subsequently, we were advised by the 
ASSIstant Secretary for Administration HUD 
h 

' , 
t at a management consulting fum would be 
engaged by BOB to make a study to deter­
mme what, if any, organizational and other 
actions should be taken. We were later in­
formed that the consulting firm had com­
pleted its study and was in the process of pre­
panng a report. 

73. Discontinuance of public liability insuJ:llnc8 
on. acquired housing properti .... Our review of pre­
mIum costs and claims relating to public lia­
bility insurance purchased by property 



management brokers under contract to the 
Federal Housing Administration (FHA), De­
partment of Housing and Urban Develop­
ment, indicated that elimination of the re­
quirement that brokers purchase th.is insur­
ance, covering property acquired by FHA 
ttuough foreclosure under its mortgage in­
surance programs, could result in significant 
savings .to FHA. In an August 1966 report, 
we stated that premium costs for this type 
of insurance covering ' bodily injury amounted 
to about $340,000 a year, wh.ich was far in 
excess of the claims being paid under this 
coverage. 

In view of the past experience of FHA, 
we expressed the belief that it would be 
more economical for the agency to adopt 
the Government's long-standing policy of 
self-insurance by assuming the risks covered 
by th.is type of insurance. Further, we 
stated that savings may be realized by adopt­
ing the self-insurance policy for other cover­
ages provided for in management contracts, 
such as surety bonds and burglary insurance, 
if the agency's costs and claim experience is 
found to be similar to that related to public 
liability insurance. 

The agency informed us that it was fa- . 
vora bly disposed toward the general premise 
of self-insurance and was studying our pro­
posals. 

74. Underwriting of operating deficits by non­
profit sponsors of insured housing projects for the 
elderly-In a report submitted to the Congress 
in February 1966, we expressed the opinion 
that, in approving mortgage insurance equal to 
100 percent of the costs of a housing project 
for the elderly near Forth Worth, Texas, the 
Federal Housing Administration (FHA), De­
partment of Housing and Urban Development, 
did not take reasonable precautions to assure 
itself that the project's sponsors had the abil­
ity, or were aware of their responsibility, to 
fully subsidize the operations of the project, 
which the agency recognized might incur large 
operating deficits. 

We expressed the belief that FHA placed 
undue reliance on the national religious orga­
nization to wh.ich the sponsors belonged for 
insuring the fmancial success of the project. 
Further, the agency unrealistically assumed 

38 

that endorsement by the national organization 
alone would induce elderly people to move to t 
the project from other parts of the country. 

FHA revised its procedures with respect 
to projects wh.ich would need operating sub­
sidies and now requires agreements binding 
sponsors to underwrite the estimated operat­
ing deficits. However, in our report we stated 
that, in our opinion, these procedures did not 
go far enough and proposed that FHA's proce­
dures be revised (a) to require reasonably firm 
assurance of responsibility from central or na­
tional organizations of sponsoring groups be­
fore permitting insuring offices to consider as 
prospective tenants persons who are not resi­
dents of the locality in wh.ich the project is to 
be constructed and (b) to require nonprofit 
sponsors to raise necessary funds from persons 
or organizations wh.ich do not stand to profit 
from the approval of mortgage insurance for 
the project. 

Subsequently, in May 1967, the agency 
revised its procedures to provide that the mar­
ketability of a proposed project for the elderly 
should be judged on the basis of demand ex­
pected to be generated within the market area 
where the project is to be located. In addi- • 
tion , in June 1967, the agency provided guide­
lines to the insuring office directors for estab­
lish.ing the eligibility of nonprofit sponsors. 
The guidelines included, among other matters, 
a requirement that the local director must be 
satisfied that the sponsor is acting on its own 
behalf and is not, either knowingly or unwit­
tingly, under the influence, control, or direc-
tion of any outside party seeking to derive 
profit or gain from the proposed project. 

75. Procedures relilting to the default of guar­
anteed housing loans-In a report submitted to 
the Congress in June 1967, we estimated that 
savings of about $300,000 a year could be 
realized in reduced court costs, legal fees, and 
property management expenses if the Veter­
ans Administration (V A) were to revise certain 
procedures relating to defaulted guaranteed 
housing loans in Illinois. Reductions in these 
costs would result in savings either to the Gov­
ernment or to the veteran-borrowers, depend­
ing upon whether deficiencies in the proceeds 
of foreclosure sales of property to satisfy the 
unpaid balances of loans were collectible from 
the veteran-borrowers. We estimated that the 
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potential cost reductions would amount to an 
average of about S500 on each foreclosure in 
the State of Illinois. 

When a borrower defaults on a V A-guar­
anteed housing loan and the mortgage holder 
decides to foreclose the mortgage, the mort­
gage holder generally prosecu tes the foreclo­
sure proceedings in a State court. According­
Iy, we recommended that, in the State of Illi­
nois, the VA acquire defaulted guaranteed 
housing loans and related mortgages immedi­
ately prior to initiating foreclosure suits and 
refer them to the Department of Justice for 
foreclosure action in United States district 
courts. 

We recommended also that the Depart­
ment of Justice be requested to petition the 
courts to appoint the VA as mortgage-in-pos­
session during the redemption period. In ad­
dition, we recommended tha t the V A consider 
the applicability of our proposals to loan guar­
anty activities in other 'States. 

The V A stated that our proposals, if 
adopted, could result in additional costs to 
the Government. After considering the agen­
cy comments, we were still of the view that 
expenses could be significantly reduced if the 
VA were to revise its procedures, The Depart­
ment of Justice indicated that it had no objec­
tion to the proposals and would endeavor to 
discharge its responsibility for handling the re­
sulting foreclosure litigation promptly and ef­
fectively, as required by the new procedures, 
if the V A were to adopt our recommenda­
tions. 

76. Cancellation of hazard In .. ranee policies 
on properties acquired upon default of housing I ........ 
In a report submitted to the Congress in Au­
gust 1966, we estimated that savings of about 
$112,000 could have been realized in fiscal 
year 1965 at six Veterans Administration 
(VA) regional offices visited by us and that 
substantially greater savings could have been 
realized nationwide if (a) available refunds on 
unexpired insurance policies had been ob­
tained and (b) regulations had been revised to 
enable cancellation of hazard insurance poli­
cies in certain States granting mortgagors re­
demption righ ts. 
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It is the stated policy of the VA to be 
self-insured against hazards to properties 
owned by it. However, in May 1964, the VA 
revised its instructions to require that a hazard 
insurance policy on acquired property be per­
mitted to remain in force regardless of the 
amount of the unexpired premium, unless the 
property is sold prior to the expiration date of 
the policy. 

Certain States have laws which establish 
a period of time subsequent to foreclosure 
during which mortgagors in default may re­
deem their properties. Existing regulations of 
the V A do not provide the agency with the au­
thority to cancel unexpired insurance policies 
on properties acquired in these States. Under 
these circumstances the V A is unable to be­
come self-insured. A revision in these regula­
tions seems particularly desirable when receiv­
ers are appointed who have the duty under 
State law to carry hazard insurance during 
their period of custodianship. The insurance 
carried by the V A is of no practical value be­
cause it duplicates the receiver's insurance 
coverage. 

The V A disagreed with our estimate of 
the amount of savings available and stated 
that the VA had made a study at 16 regional 
offices and was not satisfied that any loss of 
revenue had been shown, 

After our report was issued, the V A com­
pleted a comprehensive study at applicable 
field stations and concluded that the compara­
tively small recoveries would not offset the 
additional administrative costs involved. How­
ever. after evaluating the V A study, we 
pointed out to the VA various deficiencies in 
the study and reaffirmed our original conclu­
sions. 

POSTAL SER VICE ACTIVITIES 

77. Consolidation of ", .. I carrier roullH-The 
Post Office Department is prohibited by the 
United States Code (39 U.S.C. 3339) from 
consolidating rural , routes unless vacancies ex­
ist in the rural carrier positions. In fiscal year 
1964 the Department eliminated 15 2 routes 
through consolidations where vacancies ex­
isted in the rural carrier positions. The aver­
age annual savings, as determined by the De­
partment , was $3,640 for each route 



eliminated, or total annual savings of about 
$550,000 from these route consolidations. 

We reviewed the records relating to the 
2,244 rura1 routes which existed as of Septem­
ber 1964 in the Cincinnati postal region. On 
the basis of the Department's criteria that the 
time required to serve a route after consolida­
tion should be 40 hours or less a week, 277 of 
these routes appeared to be susceptible of 
elimination through consolidation with other 
routes. 

Assuming that there was an average an­
nual saving of $3,600 for each route eliminat­
ed, we estimated that, under the present 
method of compensating rura1 carriers, the 
Department could effect annual savings of 
about $1 million in the Cincinnati postal re­
gion if these routes were eliminated. 

The restrictive statute which prohibits 
the Department from consolidating rural 
routes unless there is a vacancy in the carrier 
position was enacted in 1934, and the legisla­
tive history indicates that the action of the 
Congress of restricting the consolidation of 
ruraJ routes was influenced, to great extent, 
by the unemployment and depression condi­
tions that existed at that time. In view of the 
changed conditions since the enactment of the 
restriction, we recommended, in a report is­
sued in December 1966, that the Congress 
consider repealing 39 U.S.C. 3339 so that the 
Department could consolidate rura1 routes 
whenever economies were possible without 
adversely affecling service. 

7 8. AcceI .... ted business collection and deliv8fY 
of mail-In a report submitted to the Congress 
in May 1966, we stated that-at the Baltimore, 
Boston, and Washington, D.C., post offices­
estimated annual operating costs of about 
$214,000 could be attributed to the addition­
al collection routes established, the additional 
dispatches scheduled, and the changes in nor­
mal mail-processing procedures made for ac­
complishing the objectives of the accelerated 
business collection and delivery (ABCD) pro­
gram. 

The Post Office Department's objectives 
for the program are to deliver local first-class 
mail deposited by I I a.m. in specially identi­
fied collection boxes within the central 
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business district to business and lock box pa-
trons within the same city by 3 p.m. of the • 
same day and to expedite the dispatch of out­
of-town mail. 

The program, as operated at these three 
post offices, resulted in costs which would not 
have been incurred if the mail had been af­
forded normal fust-class mail delivery service, 
and the additional costs did not appear to be 
commensurate with the quantity of mail de­
livered earlier as a result of the program. 
Therefore, we questioned whether continued 
operation of the program, in its existing form, 
was justified. 

We recommended that the Department 
reevaluate the need for the ABeD program op­
erations at the Baltimore, Boston, and Wash­
ington, D.C., post offices and at other post of­
fices where significan t costs were being in­
\curred for the operations of the ABCD pro­
gram. 

In November 1966, the Department re­
quested each of its regional offices to review 
the ABCD program operations at each partici­
pating office having annual receipts in excess 
of $5 million in order to ascertain whether the 
costs of the operations could be reduced with- • 
out loss of the good service features. Guide-
lines for these reviews were issued by the De­
partment, and each regional office was re-
quested to submit a report showing the rec­
ommended modifications of the program at 
each office and the estimated annual savings if 
such modifications were made. 

According to information furnished to us 
by the Department, modifications to, or cur­
tailment of, the ABCD services were recom­
mended for 45 of the 93 participating offices 
having annual receipts in excess of $5 million. 
No changes in services were recommended for 
the other 48 offices. The Department in­
formed us that all the recommended curtail­
ments of services and other modifications to 
the program had been implemented by the 
end of July 1967 and that these actions 
should result in future annual savings of about 
$350,000 in the cost of the program. 

79. Manpower com of railway post offices­
Our review in four postal regions indicated 
that the Post Office Department could achieve 
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estimated annual savings of about $265,000 in 
manpower costs if (a) the number of employ­
ees assigned to unload railway post offices 
and/or the time allowed these employees for 
unloading were reduced to the number of em­
ployees and the time necessary for unloading 
and (b) when railway post offices arrived 
ahead of schedule, the employees were paid 
for only the actual service time. To the ex­
tent that conditions similar to those observed 
by us in the four postal regions elCist in the 
other II postal regions, we believe that addi­
tional savings may be available. 

We observed one unloading operation for 
61 of the 282 railway post offices operating in 
the four postal regions. A total of 468 em­
ployees were paid for 8,155 minutes of un­
loading time in the 6 I operations we ob­
served. Our observations showed, however, 
that only 377 employees participated in the 
unloading and that the total time used by 
these employees was 4,736 minutes. We esti­
mated that the DepartInent could realize an­
nual savings of about $160,000 in manpower 
costs in these four regions if the number of 
employees assigned to unload railway post of­
fices and/or the time allowed these employees 
for unloading were reduced to the number of 
employees and the time necessary to accom­
plish the unloading. 

Railway post-office employees are given 
full credit, for pay purposes, for the time be­
tween the scheduled arrival time and the ac­
tual arrival time when railway post offices ar­
rive late and may be paid at overtime rates for 
such time; however, when railway post of­
fices arrive ahead of schedule. the employees 
receive credit for their scheduled hours of ser­
vice even though the actual service time is less 
than the scheduled time. We estimated that 
the Department could save about $105 ,000 
annually in the four regions if the employees 
received credit for actual service in those in­
stances when railway post offices arrived 
early. We believe that additional savings may 
be available in other postal regions. 

We brought these matters to the atten­
tion of the Postmaster General in February 
1966. Pursuant to our suggestions, the De­
partment established, in a letter to its regional 
offices dated May 9, 1966, a maximum of six 
as the number of employees that should be as­
signed to unload a fuIl-size railway post-office 
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car. The letter contained additional instruc­
tions aimed at better management control 
over the time allowed and the number of em­
ployees assigned to unload railway post of­
fices. 

Concerning the early arrival of railway 
post offices, the Postmaster General set forth 
some problem areas which the Department be­
lieved that it might encounter in its considera­
tion of this matter. The Postmaster General 
stated, however, that the Department would 
review the situation. We reported to the Con­
gress on this matter in February 1967. 

PUBLIC ASSISTANCE PROGRAMS 

80. Providing nursing home caN .. d controlling 
payments for prescribed drugs for welfare recipient.­
At the request of the Chairman, Subcommit­
tee on Health of the Elderly, Special Commit­
tee on Aging, United States Senate, we exam­
ined into certain allegations of improper prac­
tices in regard to providing nursing home care 
and controlling payments for prescribed drugs 
for welfare recipients in the State of Califor-
nia. . 

In our report to the Subcommittee, 
dated August 8, 1966, we stated that, with re­
spect to the providing of nursing home care, 
we had found evidence of questionable prac­
tices in the areas of certain of the allegations; 
however, in most of these cases, we could not 
consider the evidence conclusive for the rea­
sons that in some cases relevant documenta­
tion was incomplete and in others adequate 
evaluation of the significance of the condi­
tions found would require the application of 
professional, medical judgment to all pertinent 
facts and circumstances. 

However, of more importance, in our 
view, was that (a) the California State plan in 
effect at the time of our review did not clearly 
provide or fix responsibility for the exercising 
of controls designed to detect and to require 
the correction of improper practices or defi­
ciencies in the areas of most of the allegations 
and (b) the representatives of the Welfare Ad­
ministration, Department of· Health, Educa­
tion, and Welfare, had not made the reviews 
of State and county agency activities neces­
sary for an evaluation of the adequacy of the 
State plan in this respect. 



We pointed out that, in our view, the 
California State plan needed improvement to 
clarify the respective responsibilities of the 
State and county welfare agencies and of the 
State Department of Public Health to provide 
the surveillance necessary to disclose deficien­
cies in the care, services, or treatment prer 
vided welfare recipients in nursing bomes. 

Our review, as it related to payments for 
prescribed drugs, showed that the procedures, 
recommended in the State plan to provide as­
surance that payments be made only for cor­
rectly priced drugs prescribed under proper 
authority and actually delivered for the use 
of eligible welfare recipien ts, had not been 
adequately implemented at the county level. 
In our report, we stated our view that the 
State agency had not adequately carried out 
its responsibilities for tbe evaluation of 
county activities anc;l that the Department had 
not utilized the review processes necessary to 
ascertain the quality of this aspect of the ad­
ministration of the programs. 

The Department and the State and local 
agencies expressed general agreement with our 
fmdings and conclusions and outlined certain 
corrective actions which had been taken or 
were being contemplated. Also, we were ad­
vised that, as of March 1, 1966, the California 
State plan relating to medical care had been 
superseded by a new plan, conforming with 
title XlX of the Social Security Act, which re­
assigned responsibilities and corrected some of 
the deficiencies discussed in our report. 

81. Expenses charged to medical _stance for 
the aged program- We reviewed selected aspects 
of the costs of infirmary care under the medi­
cal assistance for the aged (MAA) program in 
Oakland County, Michigan, under a State plan 
approved by the Department of Health, Edu­
cation, and Welfare. Our review showed that, 
for the period February 1961 through Decem­
ber 1964, the Oakland County Medical Care 
Facility included, in its claims for fmancial 
participation in costs incurred in the care of 
MAA patients, about $22,000 for expenses 
that were not related to MAA care. Of that 
amount, 50 percent or about $11,000 repre­
sented the Federal share. The unrelated ex­
penses consisted of payments for outpatient 
pharmacists' salaries at the Oakland Medical 
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Care Facility which provides inpatient care 
only to MAA patients. • 

The State Department of Social Welfare 
had brought this matter to the County's atten­
tion, but the County continued to include 
these unrelated expenses in its cost reports on 
which the claims were based. After our re­
view, the Director, Oakland Medical Care Fa­
cility, informed us that outpatient pharma­
cists' salaries would no longer be included in 
the cost reports. Subsequently, the $1 1,000 
of unallowable costs was recovered. 

82. Payments provided for the medical care of 
old-age assistance recipients- Our review of proce­
dures used to recover excess funds accumu­
lated under an insurance contract for the med­
ical care of old-age assistance recipients in the 
State of Texas, led us to believe that such prer 
cedures, which were approved by the Depart­
ment of Health, Education, and Welfare, were 
improper and had resul ted in paymen ts to the 
State of about $2.3 million in excess of 
amounts authorized by law. 

The initial insurance contract between 
the State and the contractor provided that, 
within 90 days after the period covered by the • 
contract, the contractor render to the State a 
final accounting and repay the State, upon de­
mand, the excess of the premiums paid to the 
contractor over the total of the claims paid by 
the contractor and the contractor's allowable 
administrative expenses. The total refund de­
termined by the contractor to be due the 
State amounted to more than $5 million, in­
cluding earnings on the excess premium pay­
ments. In our opinion, under the governing 
Federal legislation and the pertinent provi-
sions of the Texas State plan approved by the 
Department, about $4 million of this amount 
should have ·been returned to the Federal Gov­
ernment. 

With the approval of the Department, the 
contractor repaid the excess funds to the State 
by offset agamst premiums payable by the 
State during the period of a second contract. 
With respect to the second contract period, 
the State then claimed Federal participation 
only in the net premium payments to the con­
tractor. As a result, the Federal Government 
recovered about $1. 7 million through reduced 
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payments to the State during the second con­
tract period but did not recover the balance of 
the $4 million. 

Subsequent to issuance of our report to 
the Congress in January 1967, the Depart­
ment stated, in a letter dated April 4, 1967, 
to the Chairman, Committee on Government 
Operations, House of Representatives, that the 
State had acted with the express concurrence 
of the Federal agency and had, in good faith, 
expended the funds in question for program 
purposes. The Department expressed its opin­
ion that, as a matter of law and equity, it did 
not see a sufficient basis for retroactively re­
quiring recovery from the State. The Depart­
ment has informed us, however, that it is fol­
lowing our recommendation for the develop­
ment of policies that will preclude the occur­
rence of similar problems related to such ad­
justments in the future. 

, 
83. Work registration requirement for welf.re 

recipients- In our review of work registration 
under the Federal-State program of aid to 
families wi th dependent children of unem­
ployed parents in Ohio, we examined 286 
cases selected at random from welfare rolls 
for March 1965 in four Ohio counties. We 
found that the unemployed parents in about 
70 percent of the cases had not registered or 
reregistered for employment with the State 
employment service although required to do 
so, consistent with Federal law, by the Ohio 
State plan approved by the Department of 
Health. Education, and Welfare. 

We estimated that, if the counties in­
cluded in our review were representative of 
all Ohio counties, about 4,000 families, repre­
senting about 22,500 recipients, may have re­
ceived assistance payments during the month 
of March although registration requirements 
had not been met. 

We believe that the registration provision 
was not properly enforced inasmuch as case­
workers had not properly inquired, in many 
cases, into the applicants' registration status. 
We believe also that the Department of 
Health, Education, and Welfare did not ful­
fill its responsibility for reviewing particular 
aspects of the administration of this program. 

We brought these fmdings to the atten­
tion of cognizant Department and State offi-
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cials. Subsequently, the State took several 
actions designed to correct the deficiencies re­
lating to enforcement of work registration re­
quirements. Also, we were advised of certain 
actions taken to strengthen the Department's 
ability to carry out its responsibilities relating 
to the public assistance programs. 

84. Pricing methods for drull' purchlMd for u .. 
by walfa .. recipients- On the basis of our review 
of pricing methods used by various States in 
the purchase of prescribed drugs for use by 
welfare recipients under federallY aided public 
assistance programs, we concluded that, if the 
Department of Health, Education, and Wel­
fare would provide the States with appropriate 
guidance and requirements pertaining to the 
establishment or revision of the pricing meth­
ods, the drug programs in many States would 
be significantly improved and would result in 
economies to both the States and the Federal 
Governmen t. 

Although prescription drug programs 
under which payments are made directly to 
vendors have been in existence in many States 
for several years, the Department has not pro­
vided the States with guidance in the establish­
ment or revision of pricing methods for wel­
fare prescriptions. In fiscal year 1966 these 
programs involved expenditures of about $144 
rn.iIIion of which the Federal share was esti­
mated at about $81 million. 

We believe that this lack of guidance has 
been a significant factor contributing to the 
use of a diversity of welfare prescription drug 
pricing methods and to the use in many States 
of pricing methods which do not result in eq­
uitable prescription drug pricing. Also, many 
of the pricing methods are not conducive to 
economical procurement because they include 
features which provide an incentive to phar­
macies to dispense higher cost drug products 
where suitable lower cost products meeting 
the prescription requirements are available. 

We proposed that the Secretary of 
Health , Education, and Welfare establish a pol­
icy governing methods of pricing welfare pre­
scription drugs which would prohibit the use 
of methods based on cost plus a percentage of 
cost or methods otherwise providing an incen­
tive for dispensing higher cost products where 
suitable lower cost products meeting the pre­
scription requirements are available. We 



proposed also that the Department's policy 
encourage the use of methods based on the 
cost of the product dispensed. plus a fixed prer 
fessional fee. 

Concerning these proposals, the Depart­
ment stated that it was in general agreement 
that it should develop a policy for pricing 
pharmaceutical products obtained under pre­
scription which would prohibit a cost-plus-a­
percentage-of-cost basis of reimbursement but 
which, in contrast to our view that the use of 
a cost-plus-a-fIxed-professional-fee method 
should be encouraged, would incorporate en­
couragement to the States to move toward a 
cost-plus-a-f1exible-professional-fee basis. A 
cost-plus-a-flexible-fee pricing method would 
provide a fee, increasing with the cost of the 
product, for each of two or more defined 
ranges of drug cost-for example, a fee of 
SO.50 might be paid for a drug costing a phar­
macy less than $1, a fee of $0.75 might be 
paid for a drug costing from $1 to $2, and so 
on. 

The Department acknowledged that, un­
der the flexible-fee pricing method, pharma­
cies would still have some incentive to stock 
and dispense higher cost products; but it ex­
pressed the view that such incentive would be 
less than that under a cost-plus-a-percentage­
of -cost method. The Department also de­
scribed certain considerations which it be­
lieved warranted the encouragement of a 
flexible-fee rather than a fixed-fee pricing 
method. 

The Department stated further that, be­
cause of the need to establish certain related 
controls in consonance with the policy state­
ment to be developed and because of the need 
to further define and explore certain ques­
tions concerning the proper composition of a 
professional fee, it believed that the develop­
ment of any policy should be deferred for a 
reasonable period of time_ 

We believe that the Department's princi­
pal reason for proposing to encourage the use 
of a flexible-fee pricing method is the effect a 
fixed fee would have on low-cost prescription 
items. However, we believe that, because the 
fixed-fee method would remove an incentive 
to ilispense higher cost products, it would 
tend to reduce the overall cost 9f drugs to the 
program. 

We therefore recommended in a report 
submitted to the Congress on April 28, 1967, • 
that the Secretary of Health, Education, and 
Welfare take action as early as practicable to 
establish a policy governing methods of pricing 
welfare prescription drugs under federally 
aided public assistance plograms that would be 
acceptable for the PUlPoses of Federal finan-
cial participation. We recommended also that 
such a policy prohibit not only the use of 
methods of pricing based on cost plus a per­
centage of cost but also the use of any meth-
ods which provide an incentive to dispense 
higher cost products where suitable lower cost 
products meeting the prescription require-
ments are available. We recommended further 
that the policy urge the use of methods based 
on the cost of the product dispensed plus a 
fixed professional fee. 

By letter dated August 16, 1967, the As­
sistant Secretary, Comptroller, Department of 
Health, Education, and Welfare , furnished to 
us a copy of the Department's statement to 
the Chairman, Committee on Government 
Operations, House of Representatives, pertain­
ing to this matter. The Department expressed 
the view that sufficient information did not 
exist to determine the full effects of a cost-
plus-a-fixed-fee method or a cost-plus-a- • 
flexible-fee method and proposed the estab­
lishment of a policy which would allow the 
States the option to select either method. The 
policy would include a requirement for the 
Department to periodically evaluate and make 
adjustments as appropriate regardless of the 
method employed. 

85. Cost determinations for public homo infir· 
mary cant under tho medicol assistance for the aged 
program-On the basis of our review of Fede.ral 
financial participation in the cost of public 
home infirmary care under the medical assis­
tance for the aged program in New York City, 
we believed that the f=cial administration 
of the program could be significantly improved 
if the Department of Health, Education, and 
Welfare (HEW) were to establish specific 
guidelines for States and localities for cost de­
terminations for i\lfirrnary care services and 
if HEW and State welfare agencies were t9 re­
view such cost determinations. 

OUI: review showed that the reimburse­
ment rate for such infIrmary care was 
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incorrect because of duplicated and other er­
roneous salary charges and because of inequi­
tably allocated overhead costs. We estimated 
that about $436,000 was erroneously charged 
for infirmary care under the program in New 
York City during the fiscal year ended March 
31, 1964. The Federal share of this amount 
was about $218,000. 

The Welfare Administration, HEW, 
pointed out that Federal legislation left the 
determination of how the States and localities 
should conduct their activi ties to their discre­
tion. It stated that, since the Federal Gov­
ernment merely required that States set forth 
in their plans the rates they would pay and 
specific methods for determining such rates 
were not required, New York had wide lati­
tude in establishing such rates. 

In general, we agreed with the above 
comments; however, we believe that HEW's 
responsibility under the Social Security Act 
for determiJring that federally aided public as­
sistance programs are administered in a proper 
and efficient manner was not fulfilled by 
merely requiring the States to set forth in 
their plans the rates to be paid. Without 
knowledge of the methods used for establish­
ing such rates and without any assurance as to 
the validity of the information upon which 
the rates were based, HEW has no reasonable 
basis upon which to evaluate the discretion 
exercised by the States and localities or the 
reasonableness of the rates that are being paid. 

We therefore recommended in a report 
issued to the Secretary of HEW in June 1967, 
that such reviews be made as necessary to de­
termine the reasonableness of the amounts 
paid for public home infirmary care under the 
medical assistance for the aged program in 
New York City from the inception of the pro­
gram and that such adjustments be made of 
the Federal share as might be appropriate. We 
recommended also that guidelines be provided 
to the States and localities for cost determina­
tions for informary care. We further recom­
mended that the Secretary take appropriate 
action for ensuring that field representatives 
of HEW's Welfare Administration and its Au­
dit Agency periodically examine into the ade­
quacy of State reviews of public horne inflf­
mary care ra tes. 

86. Providing nursing home care, medical ser· 
vices, and prescribed drugs to old-ago assistance recip· 
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ients--At the request of the Chairman, Subcom­
mittee on Long-Term Care, Special Committee 
on Aging, United States Senate, we made a 
preliminary inquiry into certain allegations of 
improper practices in providing nursing horne 
care, mectical services, and prescribed drugs 
for old-age assistance recipients in the Cleve­
land, Ohio, area. The allegations related prin­
cipaUy to the adequacy of enforcement of the 
State of Ohio nursing home licensing require­
ments for the standards of treatment and care 
of nursing home residents ; the appropriateness 
of procedures and practices employed in plac­
ing welfare recipients in nursing homes; and 
the adequacy of State controls over payments 
to vendors, including medical or health care 
practitioners and pharmacies. 

In our report to the Subcommittee, dated 
March 31,1967, we expressed the view that, 
because of inadequacies in pertinent policies, 
procedures, and controls-or in their imple­
mentation- practices or deficiencies of the 
types described in the allegations could exist 
without detection by appropriate authorities 
or, if detected, could continue without appro­
priate corrective action. Therefore, we stated 
our view that each of the areas to which we 
directed our inquiry would warrant further 
examination or investigation, and in greater 
depth, to ascertain the extent to which the al­
leged practices or deficiencies do, in fact, ex­
ist and to develop suggestions for needed im­
provements in related policies, procedures, 
and controls. 

We found that HEW had not provided its 
responsible field representatives with specific 
instructions or guidelines for making continu­
ing reviews of the State and local administra­
tion of program activities relating to provicting 
nursing home care, medical services, and pre­
scribed drugs for old-age assistance recipients 
in Ohio. On the basis of our review of records 
and our discussions with responsible officials 
in the HEW regional office, it appeared that 
neither the regional representatives of the Bu­
reau of Family Services, Welfare Administra­
tion, nor the cognizant HEW auditors had per­
formed independent reviews of the State and 
county procedures and controls followed with 
respect to these program activities. 

Upon release of our report, the Chairman 
requested the Secretary of HEW to supply 
each State welfare director with a copy of the 
report in order that it might be used as an 



investigatory guideline in seeking out what 
may be widespread a buse of the program by 
local physicians and practitioners, nursing 
homes, and certain public officials. 

RAILROAD RETIREMENT 
ANNUITIES 

87. Eligibility of members of disabled or retired 
employees' families for annuity payments-In April 
1967, we reported to the Railroad Retirement 
Board that members of disabled or retired em­
ployees' families on accoun t of whom the for­
mer employees' annuities were increased were 
not advised that the Board, with appropriate 
authorization from the former employee, 
could distribut~ portions of the increased an· 
nuities directly to them or to their custodians. 
Some family members were being maintained 
with public funds without the contributing 
support of the former employees, even though 
the Board had increased the former employ­
ees' annuities on account of the family mem­
bers. 

After we brought our fmdings to the at­
tention of the Board, we were informed that 
its practice would be revised and that such 
persons would be informed upon request that 
a portion of the annuities could be paid to 
them if they presented appropriate authoriza­
tion from the fo rmer employees. In our 
opinion the revised procedure should help to 
achieve a more equitable distribution of the 
increases in annuities of fo rmer employees 
who are not contributing to the support of 
family members on whose account the an nu i­
ties were increased. 

88. Control over propriety of annu ity pay. 
ments-In April 1967, we reported to the Rail­
road Retirement Board that its procedures and 
practices had not been wholly effective in de­
veloping accurate information from social se­
curity wage records and from disabled or re­
tired employees concerning earnings and 
changes in eligibility of members of their fam­
ilies. As a result, certain annuities were not 
paid in the proper amounts. We noted im­
proper payments to 146 annuitants, consisting 
of $47,800 in overpayments and $3,100 in 
underpayments. 

After we brought our findings to the at­
tention of the Board, certain automatic data 
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processing programs were established or re­
vised to obtain earnings information from se­
cial security wage records and to ensure that 
annual report forms are issued to certain dis­
abled or retired employees. Also, action was 
taken by the Board to provide internal audit 
coverage for this phase of its operations. 
These actions, if effectively implemented , 
should strengthen the Board's control over the 
propriety of annuity payments. 

REFUGEE AND ESCAPEE 
PROGRAMS 

89. Use by non refugees of facilities supported 
by refugee assistance program-Funds appropriated 
for assistance to refugees have been used by 
the Department of State for facilities and ser­
vices in Hong Kong which serve substantial 
numbers of nonrefugees. We have some reser­
vations as to whether such usage is completely 
in accord with congressional intent, and we 
question whether the congressional commit­
tees have been fu lly informed as to the extent 
of participation by nonrefugees. 

The American consula te genera l has de­
termined that, for the purposes of the Depart­
ment of State's refugee assistance program in 
Hong Kong, a person who has Oed or been ex­
pelled from mainland China after January I, 
1949, or a minor child of such a person, 
would be classed as a refugee. The Depart­
ment has estimated that, on the basis of these 
criteria, refugees comprise about 50 percent 
of the population of Hong Kong and the De­
partment has informed the Appropriations 
Committees of the Congress at various times 
of the possibility that some facilities receiving 
United States con tributions would be used by 
nonrefugees; however, in our view , the De­
partment's statements have indicated that 
such usage would be relatively minor. 

We believe that the Department's overall 
estimate that 50 percent of the population of 
Hong Kong are refugees is unrealistic because 
the definition on which it is based does not 
include a termination point ; that is, the stage 
at which refugees who have been successfully 
integrated into the Hong Kong community 
cease to be considered refugees. 

We found that United States funds had, 
to a large extent, been expended on projects 
which were not intended specifically for 
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refugees but were available to all residents of 
Hong Kong without distinction. The Depart­
ment had not, to our knowledge, attempted 
to accumulate statistics as to the extent of 
nonrefugee usage of specific projects. We ob­
tained the results of limited tests of two proj­
ects made by voluntary agency personnel and 
found that as high as 58 percent of the users 
might have been nonrefugees. Further, an 
overall application of the percentage reached 
in the Department's estimate would indicate 
that 50 percent of all individuals benefiting 
from United States re.fugee funds in Hong 
Kong could be nonrefugees. We believe there­
fore that the facilities and services, to which 
the United States has contributed have served 
substantial numbers of nonrefugees. 

We visited many of the major buildings 
and facilities in Hong Kong and Macao that 
had been constructed either partially or en­
tirely with United States funds appropriated 
for refugee assistance and found that only one 
of the facilities which we visited appeared to 
be specifically for the use of refugees. 

In commenting on our finding, the De­
partment stated that it had consistently en­
deavored to assist refugees by its program in 
Hong Kong and that only incidentally and un­
avoidably were persons who might not be 
classified as refugees being assisted . The De­
partment stated also that the Congress had 
been informed on many occasions of, and had 
acquiesced in, the use of such funds for small 
numbers of nonrefugees where necessary. The 
Department stated further that it was impos­
sible to differentiate between the refugees and 
the other needy residents in Hong Kong to 
whom help was furnished from many sources 
including United States refugee assistance 
funds, and the Department also stated that, 
from a practical standpoint, there would be 
no way for the United States Government to 
carry out its objectives unless it conformed to 
the requirements of the Hong Kong Govern­
ment that there be no distinction between 
new refugees, refugees who were integrated, 
and needy long-time residents. 

We recognize that there is a practical 
problem in identifying refugees in Hong Kong. 
However, refugees have been identified under 
some of the service contracts with voluntary 
relief agencies. At least one of the facilities 
that we visited appeared to be in use specifi-
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cally for refugees. These facts indicate that 
the Department is not forced to use its refugee 
assistance funds for projects benefiting all resi­
dents of Hong Kong but has some options as 
to fund application. 

We recommended that, in conjunction 
with requests made in the future for funds for 
refugee assistance in Hong Kong, the Depart­
ment furnish the congressional committees 
more complete and re.alistic information as to 
anticipated usage of project facilities and ser­
vices by refugees and nonrefugees. This would 
necessitate, as a starting point, revising of the 
Department's definition of refugees in Hong 
Kong to include a statement of the stage at 
which refugees, successfully integrated into 
the Hong Kong community, would cease to 
be considered refu~ees. It would also require, 
for proposed indiVIdual projects, the furnishing 
of estimates as to anticipated refugee versus 
nonrefugee usage to the extent that it would 
be practicable to make such estimates. 

9 O. Assistance to escapees by voluntary agen­
cies-In our review of the United States Es­
capee Program (USEP) in Europe, we found 
that contract payments to voluntary agencies 
were not correlated with the number of USEP 
eligibles assisted by the agencies and that, con­
sequently, refugee assistance costs might have 
been higher than necessary. Departmen t of 
State officials advised us that factors other 
than the number of refugees to be assisted also 
were considered in determining the size of 
each agency's contract. Although other fac­
tors might not always permit an exact correla­
tion , we believe that a more proportionate re­
lationship could possibly be achieved in some 
cases. 

For example, in 1965 USEP paid for 19 
full-time employees of the National Catholic 
Welfare Conference (NCWC) to assist 1,660 
refugees. More than half of these persons 
were employed in Italy, however, where 
NCWC had only about 24 percent of its total 
case load. 

Also, USEP paid in 1965 for four full­
time employees of the World Council of 
Churches (WCC) to assist 456 refugees in Eu­
rope, excluding Greece. One of these employ­
ees performed his duties at a refugee camp in 
Italy. In December 1965 there were 922 



refugees at this camp, of which 34 were USEP 
eligibles registered with NeWe and 12 were 
USEP eligibles registered with wee. The 
wee representative in Rome advised us that 
the wee counselor at the camp spent his time 
counseling all refugees at the camp registered 
with wee, which included both USEP eligi­
bles and non-USEP eligibles.. 

The Director, Office of Refugee and Mi­
gration Affairs (ORM), has advised us of his 
intention to review these cases with a view 
toward possible contract revisions. 

We noted that the cost of supporting 
refugees in Greece was relatively high because 
USEP was financing (a) the administrative and 
salary costs of volun tary agency personnel as­
sisting both USEP and non-USEP refugees and 
(b) the major portion of the cost of maintain­
ing a refugee camp in Greece which was used 
for USEP and non-USEP refugees. Here again, 
the Director, ORM , attributed USEP presence 
in Greece to factors additional to specifically 
providing assistance to individual refugees. He 
observed, however, that, since the Greek Gov­
ernment had agreed in principle to assume the 
basic costs of camp care and maintenance as 
of January I, 1967, USEP assistance should be 
greatly diminished. 

RESEARCH AND DEVELOPMENT 
PROGRAMS 

91. Control and distribution of.--arch repor1S 
and material.- Our review of the control and 
distribution of reports and materials resulting 
from grants awarded by the Division of Re­
search Grants and Demonstrations, Vocational 
RehabilHation Administration (VRA), De­
partment of Health, Education, and Welfare, 
revealed several areas in the administration of 
the research and demonstration grant program 
which, we believe, were in need of improve­
ment. We believed that there was need to (a) 
increase efforts to disseminate vocational re­
habilitation research and demonstration proj­
ect reports on hand so that useful information 
about developments in vocational rehabilita­
tion might be placed in the hands of interested 
individuals and organizations who might bene­
fit from its use and (b) develop and imple­
ment adequate controls and procedures re­
garding the future receipt and distribution of 
research reports and demonstration grant 

materials. The need to disseminate the results 
of research programs was emphasized in the • 
Vocational Rehabilitation Act Amendments 
of 1965. 

After we discussed our findings with rep­
resenta tives of the Division of Research 
Grants and Demonstrations, they informed us 
that arrangements would be made for the dis­
tribution of available research and demon­
stration grant reports to State agencies, other 
divisions within VRA, grantees, doctoral can­
didates, graduate students, and college and 
university libraries. They informed us also 
that the Division would attempt to establish 
adequate control over the material ordered, 
stored, and distributed. 

92. Controls over equipment purehased with 
grant fund .... In its guidelines governing the use 
of Federal grants for medical research activi­
ties, the Public Health Service (PHS) , Depart­
ment of Health, Education, and Welfare, had 
not provided for appropriate controls over 
equipment purchased by grantee institutions 
with such grant funds. We found a particul~r 
need for such guidelines in view of the 
grantees' obligation to use the equipment only • 
for the purposes specified in the grant, and we 
believe that these controls are necessary to 
comply with established PHS guidelines which 
require a determination by an appropriate ad­
ministration official of the grantee institution 
that no other equipment is available for the 
intended use before purchasing equipment for 
a PHS-supported project. We noted instances 
where grantee institutions had no reliable rec-
ord of equipment on hand that could be re-
ferred to before placing orders for new equip­
ment, and there was no assurance that proper 
custody was exercised over equipment on 
hand. 

In our report of June 1967 to the Sur­
geon General, we recommended that appropri­
ate instructions regarding tlle maintenance of 
adequate control over grant-fmanced equip­
ment be included in PHS guidelines to facili­
tate proper use and custody of such equip­
ment and economical purchasing procedures. 
The Surgeon General advised us in September 
1967 that the need for improvement in these 
procedures was recognized and tha t appropri­
ate policies for use within the entire Depart­
ment were being considered. 
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93. DilllOSition of net income from octivitiel 
.. ppor1IId by IIfantI-The Public Health Service, 
Department of Health, Education, and Wel­
fare, in its published policies regarding the dis­
position of any net income derived from 
grant-supported activities, has made no provi­
sion with respect to the treatmen t of profes­
sional fees received by researchers supported 
by grant funds. For example, we found that, 
in the case of a grant-supported cancer re­
search organization, it was not clear, and 
there was uncertainty on the part of the De­
partment's own audit representatives, as to 
whether the disposition of medical fees earned 
by the physicians employed by the grantee 
was in accordance with approved agency pol­
icy. 

We recommended in June 1967 that the 
Surgeon General establish more specific guide­
lines to define what category of income 
should be subject to return to the United 
States Government an<\ that the guidelines set 
forth any other acceptable arrangements for 
the disposition of grant-generated income 
which may be included in grant agreemen ts. 
We were advised by the Surgeon General in 
September 1967 that the Service was consid­
ering adopting a policy which would provide 
that all fees, such as those mentioned in the 
above example, be retained by the grantee in­
stitution for expenditure for health-related re­
search or training purposes only or for deposit 
in a general research support grant account. 

94. Audits of ...... rch acti.iti~ln our re­
ports to the Congress in Septem ber and De­
cember 1967 on our reviews of the National 
Science Foundation's administration of its 
contracts for the operation of the National 
Center for Atmospheric Research , Boulder, 
Colorado, and Kilt Peak National Observa­
tory, Tucson, Arizona, we pointed out the 
need for regular periodic audits by the Foun­
dation of operations conducted at the two 
Centers. 

We found that, from inception of opera­
tions at the two Centers in 1960 and 1957 , 
respectively, until completion of our audit 
work at the sites in 1966, no independent re­
views or appraisals had been made of the costs 
incurred by, and the performance of, the con­
tractors, nor were internal audits made of the 
Foundation's contract negotiation and admin-
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istration of activities related to the Centers' 
operations . 

Foundation expenditures through fiscal 
year 1966 totaled about $31 million for the 
operations in Boulder, Colorado, and $29 mil­
lion for the operations in Tucson, Arizona. 

We proposed that the Foundation prer 
vide for regular, systematic laudits of the Cen­
ters' operations, sufficiently broad in scope to 
enable Foundation management to effectively 
appraise the discharge of the contractors' fi­
nancial responsibility to the Government and 
to provide information necessary to sound 
contract negotiation and administration. The 
Foundation agreed with our proposal and in­
formed us that efforts were being made to 
have staff members of the Foundation's Inter­
nal Audit Office devote more time to the re­
view of operations, policies, and procedures at 
the research centers operated under F ounda­
tion contracts. 

95. Title Ix> 'and used in ...... rch activit'-Dur­
ing our review at the National Science Founda­
tion's IGtt Peak National Observatory, Tucson, 
Arizona, we found that the private nonprofit 
corporation operating the Center under a cost­
reimbursable contract had purchased land ad­
jacent to the Observatory headquarters in 
Tucson to provide for anticipated fu ture ex­
pansion of the Observatory. The funds used 
by the contractor to purchase the land came 
from its corporate reserve, comprised primar­
ily of management fee payments to the con­
tractor by the Foundation for the operation 
and management of the Center. 

In a report submitted to the Congress in 
December) 967, we expressed the belief that 
rea) property needed for expansion of Obser­
vatory operations should be provided by the 
Government rather than purchased by the 
contractor with funds made available to it 
through Foundation management fees. By 
providing for the property needs of the Ob­
servatory operations through cost reimburse­
ments under the contract, title to such proJr 
erty would be vested in the Government and 
would thereby provide a means for ensuring 
its use for the performance of research work 
desired by the Government. 



We recommended that, to the extent 
justified by the related circumstances, the Di­
rector of the Foundation initiate appropriate 
action to acquire the land from the contractor 
so that title to facilities required to perform 
research work desired by the Government 
would be vested in the Government rather 
than in the operating con tractor. The Direc­
tor agreed to review the situation and to initi­
ate any action deemed appropriate. 

9 6. Negotiating management fee.. During our 
review of the National Science Foundation's 
administration of the contract for the opera­
tion of its National Center for Atmospheric 
Research, Boulder, Colorado, we found that, 
under the Foundation's concept of the fIxed 
fee to be paid the contractor for managing and 
operating the Center, the amount was to be 
determined on a need basis. 

The fee for operating the Center for the 
initial contract period was established to pro­
vide for the contractor's estimated needs for a 
I-year period. However, the current fee cov­
ers the contractor's needs over a 5-year period. 
We believe that use of a I-year period, rather 
than a 5-year period, would have given the 
Foundation a far greater measure of assur­
ance that the fee would closely approximate 
the contractor's needs intended to be funded 
under the contract. 

We proposed that the Foundation enter 
into negotiations with the contractor aimed 
at the reinstatement of the former procedure 
of annual negotiation of the management fee. 
The Foundation informed us that, in its 
opinion, the time period for which fees should 
be negotiated was a matter of judgment and 
that, for this contract, the 5-year period was 
advantageous. The Foundation further in­
formed us that it would prefer to leave 'the 
present arrangement in effect. However, the 
Foundation stated that, in light of our views, 
it would periodically review the contractor's 
fee experience during the life of the contract 
and, if considered advisable, would reopen the 
fee negotiations with the contractor. 

We remain of the opinion that, to aid in 
keeping the expenditures of Government 
funds through the management fees in line 
with reasonable corporate needs, annual fee 
negotiations would be more effective and 
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would place the Foundation in a better posi-
tion to adjust the level of funding provided • 
through the fee in the event of extraordinary 
accumulation or disposition of assets compris-
ing the corporate reserve. 

We therefore recommended in a report 
submitted to the Congress in September 
1967 that, in conducting periodic reviews of 
the contractor's fee experience, the Director 
of the Foundation give careful consideration 
to the advan tages, as described in the report, 
of annual negotiation of the fixed fee and, to 
the extent warranted, reinstitute at the earli­
est practical date, the practice of negotiating 
the flxed fee on an annual basis. 

97, Negotiating management fees-In a report 
submitted to the Congress in December 1967, 
we pointed out that, under the terms of its 
contract for the operation of Kitt Peak Na­
tional Observatory, the National Science 
Foundation reimburses the contractor-a pri­
vate nonprofIt corporation-for all costs in­
curred arising out of or connected with the 
work under the contract. In addition, the 
contractor receives a management fee which 
has been negotiated on an annual basis. The 
amount of the management fee varied from • 
$17,500 in fIscal year 1958 to $ 125,000 in 
each of fIscal years 1965 and 1966. 

Under the Foundation's concept of the 
management fee, the amount is to be deter­
mined on a need basis and is intended to pro­
vide for the normal operating expenses of the 
contractor not reimbursable under the con­
tract and to enable the corporation to accu­
mulate capital equivalent to about 2 years' 
corporate expenses. 

Between fiscal years 1958 and 1966, the 
fees negotiated by tile Foundation enabled the 
contractor to accumulate the greater portion 
of a corporate reserve of about $377 ,000 
after providing for all of its corporate ex­
penses. We noted that this reserve was more 
than four times the corporate expenses­
$82,000-incurred during fiscal year 1966. 
Therefore we recommended that the F ounda­
tion, in negotiating the management fee for 
the next contract period, give appropriate con­
sideration to this situation. 



The Director of the Foundation agreed 
with our views and stated that, in negotiating 
the management fee for the next contract pe­
riod, the Foundation would consider the 
amount of the contractor's corporate reserve 
and the related corpora te assets. 

98. Negotiating management fees- I n a report 
submitted to the Congress in September 1967, 
we pointed out that the National Science 
Foundation (NSF), in negotiating the 5-year 
$700,000 management fee with its operating 
contractor at the Foundation's National Cen­
ter for Atmospheric Research , Boulder, 
Colorado, did not make an adequate review 
of available financial data affecting the level 
of funding intended to be provided through 
the fee. 

The Foundation established the 5-year 
fIXed fee at an amount which it considered 
would provide for the contractor's normal op­
erating expenses not reimbursable under the 
contract and enable the accumulation of a 
corporate reserve of between $250,000 and 
$300,000. 

We noted that, as of June 30, 1966, in 
addition to about $100,000 in reserve funds 
accumulated from the Foundation's manage­
ment allowance paid under the prior contract, 
the contractor also had available unrestricted 
funds of about $90,000 derived from corpo­
rate membership fees, interest income on in­
vested funds. and reimbursed overhead costs 
on non-NSF contracts. These latter funds 
were not considered by the Foundation in 
negotiating the fixed fee. We believe that, had 
thcse additional funds been considered in ne­
gotiating the fixed fee , it is possible that a 
lower fee could have been established because 
of the availability of such funds for inclusion 
in the corporate reserve. 

Although the Director of the Foundation 
was of the opinion that the $ 700,000 fixed 
fee for the 5-year period of the contract was a 
fair and reasonable amount. he agreed that the 
size of the total corporate reserve should be 
considered in evaluating the appropriate level 
of the fee and stated that in future fee nego­
tiations such consideration would be given. 

99. Contractors' medical and group life insur­
a""e program.-Our review of the contractor's 
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fringe benefit programs at the National Center 
for Atmospheric Research, Boulder, Colorado, 
showed that the cost of its major medical and 
group life insurance programs was being borne 
entirely by the National Science Foundation 
under its cost-reimbursable prime contract, 
while the costs of comparable medical and 
life insurance programs at the Foundation's 
two other National Research Centers in the 
United States, also operated under cost­
reimbursable contracts, were being shared by 
the contractors and the employees. The cost 
of these programs totaled about $85 ,000 in 
fiscal year 1966 and is expected to increase 
with an anticipated increase in the number of 
employees. 

In our opinion, the justification given by 
the contractor for the noncontributory policy 
was questionable. We therefore proposed that 
the Director of the Foundation provide for a 
review and appraisal of the major medical and 
group life insurance programs at the Cen ter to 
determine whether adequate justification ex­
isted for continuing them on a noncontribu­
tory basis. 

After reviewing the situation, the Direc­
tor stated that the Foundation was convinced 
of the merits of the justification for a noncon­
tributory system at the Center. He stated fur­
ther, however, that, in view of our concern 
and in recognition of our proposal, the Foun­
dation would periodically examine the justifi­
cation for continuing the contractor's major 
medical and group life insurance programs on 
a noncontributory basis. 

1 00. Passenger-carrying vehicles used by Gov­
ernment contractors-In a report submitted to 
the Congress in December 1967, we pointed 
out that a more expensive type of vehicle than 
needed had been purchased by the contractor 
operating the National Science Foundation's 
Kitt Peak National Observatory to meet its 
transportation needs at Kitt Peak and Tucson, 
Arizona. These more costly vehicles had been 
acquired because the Foundation misinter­
preted the statutory prohibition on the Foun­
dation's own acquisition of passenger-carry­
ing vehicles as being applicable to cost­
reimbursement contractors. Also, contrary 
to normal Government policy, title to the 
vehicles acquired for use in the operation of 
the Observatory was vested in the contractor 
and the cost of insurance on these vehicles 



was paid for by the Government under the 
Kitt Peak contract. 

During the course of our review, the 
Comptroller General, in a report to the Con­
gress dated September 20, 1966, held that the 
statutory limitation on the acquisition of 
passenger-carrying vehicles by a Government 
agency did not apply to the purchase of pas­
senger vehicles by contractors under Govern­
ment contracts. We therefore informed the 
Foundation, by letter dated December 15 , 
1966, of a need for clarifying its policies rela­
tive to vehicles purchased for use by contrac­
tors conducting the operations of the na­
tional research centers. The Foundation in­
formed us that its practices would be ad­
justed accordingly. 

We also expressed the belief that the 
Government's interest would be better pro­
tected and that economies would result if ti­
tles to vehicles acquired under prime contracts 
were vested in the Government and if the Gov­
ernment acted as self-insurer, in accordance 
with its general practice. 

The Foundation informed us that, since 
savings might accrue from Government owner­
ship of vehicles, the Foundation proposed to 
develop, with its contractors, a schedule for 
shifting to a Government-owned fleet ofve­
hieles. 

101. Financing construction activities-In a re­
port submitted to the Congress in September 
1967 on our review of the administration by 
the National Science Foundation of its con­
tract for the operation of the National Center 
for Atmospheric Research, Boulder, Co]'orado, 
we pointed out that the Foundation had not 
required the contractor to obtain the Foun-

. dation's prior approval before using funds, 
originally budgeted for program operations, 
to fmance construction activities. As a result 
of this practice and other fund transfers, the 
contractor was able to expend about $7.4 mil­
lion for its construction projects or about 
$1 million more than was specified for this 
purpose in the Foundation's annual budget 
justification submitted to the Congress. 

Although the Foundation receives only 
one appropriation to finance all of ~ts expen­
ditures and is not legally restricted by the 
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amounts specified for construction in its an-
nual budget justification, we believe that the • 
Foundation's practice of permitting the con-
tractor to imance construction activities by 
reprogramming funds originally budgeted for 
other purposes, without prior approval, tends 
to weaken the financial controls. In our opin-
ion, a Federal agency should attempt to main-
tain fmancial control over its construction ac­
tivities, in line with the strong congressional 
interest in expenditures for construc tion of 
Federal facilities. 

We proposed that the Foundation re­
quire the contractor to obtain prior Founda­
tion approval for any planned reprogramming 
of funds budgeted for program operations and 
development to finance construction activi­
ties. 

The Foundation agreed with our pro- . 
posal and advised us of contemplated mea­
sures which, if properly implemented, should 
help ensure that proper consideration will be 
given to the use of funds budgeted for pro­
gram operations for the financing of major 
construction activities. 

102. Records on usage of equipment- During • 
our review at the National Science Founda-
tion's Kitt Peak National Observatory, Tuc-
son, Arizona , we found that the contractor 
did not maintain records from which usage of 
Observatory equipment could be determined. 
Thus, the Observatory's management and the 
Foundation lacked an important means by 
which to evaluate justifications for additional 
equipment and for the retention of existing 
equipment. 

As of October 14, 1966, the Observatory 
had 150 items of equipment with a unit value 
in excess of $1 ,000 and a total value of 
$718,633 . This equipment included many 
items, such as lathes, milling machines, and 
drill presses, designed for the same function or 
similar functions. During our review, we ob­
served that much of the equipment was fre­
quently idle. However, Observatory represen­
tatives familiar with its use informed us that 
all the existing equipment was needed and 
was used regularly. 

An Observatory ofticial advised us that, 
in line with our suggestion, consideration 
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would be given to the estabHshment of usage 
records on the more expensive items of equip­
ment. In our opinion, such records would be 
beneficial to the Observatory's management 
-and to the Foundation in identifying excess 
equipment and evaluating requests for addi­
tional equipment. 

Also, the Foundation advised us that it 
had initiated a review of the equipment at 
the Observatory to ensure its effective use. 

We recommended that, as soon as prac­
ticable after completion of the review of the 
Observatory's equipment usage, the Director 
of the Foundation institute procedures re­
quiring that equipment usage records be main­
tained at the Observatory in order to ensure 
the most efficient and economical equipment 
managemen t. 

103. Administratiof'l of contract patent provi­
sions-In December 1967 we reported to the 
Congress on our review of the National 
Science Foundation's administration of its 
contract for operation of the Kitt Peak Na­
tional Observatory, Tucson, Arizona. We 
stated that there was a need for the F ounda­
tion to improve its administration of the 
patent provisions included in the contract to 
help ensure the receipt of information relative 
to inventions made or conceived by the con­
tractor's employees or visiting scientists and 
to effect timely determination of the rights 
to and appropriate disposition of potentially 
patentable inventions, as the Foundation is 
required to do under the terms of the contract. 

We found that the contractor had devised 
its own patent agreement form but had not 
obtained the Foundation's approval of the 
form, although such approval was required by 
the contract. Further, at the time of our re­
view, only 44 of the 127 technical and scien­
tific employees of the Observatory had signed 
these agreements and the Foundation had not 
been pro.vided with copies of any of the 
signed agreemen ts. 

In regard to determining the rights to 
and disposition of potentially patentable in­
ventions, we noted at the time of our review 
that of the two cases referred to the Founda­
tion for determination, one, an invention dis­
closure case, had remained unsettled since 
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1964. The Foundation attributed this lack of 
action to an administrative oversight. 

We proposed that the Director of the 
Foundation institute effective procedures 
aimed at ensuring that patent agreements, in 
an approved form, are executed and furnished 
to the Foundation in accordance with the Kitt 
Peak contract. We also proposed that the Di­
rector determine the rights to and the disposi­
tion of the 1964 invention disclosure case and 
notify the parties concerned of the determina­
tion made. 

In response, the Director stated that the 
contractor had been made aware of the need 
for complying with the patent provisions of 
the Kitt Peak contract and that the contrac­
tor was revising its employee invention assign­
ment form for submission to the Foundation 
for approval. In addition, the Director advised 
us that the Foundation was taking action rela­
tive to the determination of the rights to or 
the proper disposition of the 1964 invention 
disclosure, and that a follow-up procedure had 
been instituted which the Foundation believed 
would prevent oversights in the future. 

SCHOOL CONSTRUCTION 

104. Recovery of funds remaining aftur com­
pletion of ochool. constructed wi1l1 Federal financial 
assistance-· In a report issued to the Commis­
sioner of Education, Department of Health, 
Education, and Welfare, in February 1967 on 
our examination of the disposition of funds 
remaining after the completion by local edu­
cational agencies of schools constructed with 
Federal financial assistance, we pointed out 
that in some cases the actual cost of con­
structing schools was less than the estimated 
cost on which the amount of Federal assis­
tance was based and that the Office of Educa­
tion had allowed the local educational agen­
cies to retain and use the savings. 

We found that in about a S-year period 
approximately $60,000 of such savings had 
been retained by local educational agencies. 
We concluded that, because the purpose of 
the program was to provide Federal assis­
tance only to the extent necessary to pay for 
construction , any funds remaining after com­
pletion of the schools should accrue to the 
Federal Government. 



After we brought this matter to its atten­
tion, the Office informed us that, as a result 
of discussions with our staff, it had adopted a 
policy providing that, where the rmal cost of 
construction is less than the total estimated 

. cost, the savings accrue to the Federal Gov­
ernment unless pertinent factors are present 
which were not considered at the time the 
original estima tes were made. 

SLUM CLEARANCE AND URBAN 
RENEWAL ACTIVITIES 

1OS. Adjustment of noncash local grant·in-aid 
credits for certain public facilities-- We reviewed 
the pOlicies and practices followed by the Re­
newal Assistance Administration ( RAA), De­
partment of Housing and Urban Development 
(HUD), in approving claims for noncash grant­
in-aid credits for three urban renewal projects 
- one in the State of Washington and two in 
the State of Virginia. In an October 1966 
rep'ort to the Congress, we expressed the be­
lief that there was a need for revising certain 
policies of the agency for determining the ben­
efits of facilities to urban renewal projects. 

In our opinion, RAA approved excessive 
noncash local grant-in-aid credits which in­
creased project costs-two thirds of which are 
shared by the Federal Government-for (a) a 
bridge, because the method used to estimate 
the benefits of the bridge did not give proper 
consideration to the benefits provided to areas 
outside the project, and (b) a limited-access 
street, because inadequate consideration was 
given to its limited-access characteristics and 
its benefits to nonproject areas. 

We also expressed the belief that there 
was a need for adjusting the local noncash 
grant-in-aid credits approved for the donation 
of certain publicly owned parcels of land to 
one of the urban renewal projects. In our 
opinion, the value of the improvements on 
the parcels of land were excessive because an 
improper basis was used in determining their 
values. 

The amounts of the excess allocations for 
the bridge and the limited-access street and of 
the excess value of the buildings could not be 
estimated without detailed studies; however, 
we expressed the belief that the amounts 
could be substantial in relation to the $3 mil­
lion credits allowed for the facilities involved. 
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We recommended that the Secretary, 
HUD, require RAA (a) to revise the Urban • 
Renewal Manual to provide that, in those in­
stances when it is determined that a facility, 
such as the bridge, will provide more than one 
type of benefit, the relative values of the bene-
fits be d.etermined so that each type of benefit 
will be appropriately weighted for an equi-
table allocation of the total benefits to project 
and nonproject areas and (b) to revise the 
agency's policy on noncash grant-in-aid credits 
to recognize that the limited-access portions of 
the facilities, such as the street, substantially 
benefit the entire community and that, there-
fore, the costs of such facilitieuhould 'be ap­
propriately allocated between the project and 
nonproject areas. 

We recommended also that the Secretary 
require that the value of the noncash grant-in­
aid credits for the publicly owned parcels do­
nated by the city in one of the Virginia proj­
ects be determined on the basis of the value of 
the improvements for suitable p.rivate use. In 
our opinion, this would represent fair market 
value because the buildings were contemplated 
for abandonment before the project was 
started. 

In response to our report, the Secretary • 
stated that HUD was reviewing the entire mat-
ter. The Secretary indicated that, upon com­
pletion of this review, HUD would take action 
to implement our recommendations if such 
action was considered appropriate. 

During fiscal year 1967, as a result of 
proposals we made to HUD in prior years rel­
ative to other urban renewal projects, noncash 
grant-in-aid credits were reduced for a school , 
a fire station, street lights, and traffic signals. 
The Federal Government's share of the costs 
of these projects was thereby reduced by 
about $410,000. 

106. Evaluating effect of changes on project 
land disposition prices-In a January 1967 report 
to the Secretary of Housing and Urban Devel­
opment (HUD), we expressed tne opinion tnat 
HUD did not ensure tnat fair market value, al­
though required by law, was received. for the 
sale of land in the residential portion of an 
urban renewal project in San Francisco, Cali­
fornia. 
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The net costs-gross costs less proceeds 
from the disposition of land-of federally as­
sisted urban renewal projects generally are 
shared two thirds by the Federal Government 
and one third by the local community. Sec­
tion 11 O(c) of the Housing Act of 1949, as 
amended, requires that the property acquired 
in an urban renewal area be disposed of by the 
local public agency at its fair value for uses in 
accordance with the urban renewal plan. The 
regulations of HUD's Renewal Assistanc, Ad­
ministration (RAA) provide that changeS pro­
posed in the urban renewal plan involving 
changes in the project area or land reuses be 
reviewed to determine the need for new ap­
praisals of the value of the land. 

A con tract was awarded under competi­
tive conditions to sell project land to a devel­
oper for $6 million. One of the bases for the 
award was the design of the proposed redevel­
opment. Subsequently, changes were allowed 
in the urban renewal plan and in the winning 
design to increase the densi ty, land coverage, 
and building height. The Department, how­
ever, did not require the local public agency 
to obtain appraisals of the effect of the 
changes on the value of the land to determine 
whether the sales price to the developer 
should be adjusted·. In our opinion, available 
data indicated that the value of the land to 
the redeveloper might have been increased 
substantially, but such increase in value could 
not be determined without detailed studies. 

We believe that the primary reason for 
not requiring reuse appraisals after changes 
were made in the urban renewal plan and rede­
veloper's winning design was that HUD's regu­
lations do not contain specific criteria for the 
regional offices to determine whether plan 
changes are of sufficient magnitude to require 
new appraisals and whether the disposition 
prices should be adjusted. 

We therefore recommended that the 
Secretary, HUD, require RAA to develop de­
finitive criteria as to which changes in urban 
renewal plans are considered of sufficient 
magnitUde to require additional reuse ap­
praisals. We recommended also that HUD's 
regulations provide that, where the disposition 
of land includes price and design competition, 
any subsequent design changes which do not 
necessarily require a change in the urban re­
newal plan limitations be evaluated to deter-
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mine the effect of the changes on the value of 
the land. 

HUD disagreed in general with our con­
clusions and, therefore, did not believe it ap­
propriate to take action on our recommenda­
tions. With respect to our second recomenda­
tion, HUD stated that problems arise as a re­
sult of land disposition on a competitive basis 
which involve the factors of price and design 
in one and the same offering. HUD therefore , 
proposed to amend its policies to prohibit any 
invitation to bid which combines both price 
and design factors as part of the evaluation 
criteria. 

We believe that any subsequent design 
changes should be evaluated to determine the 
effect of the changes on the value of the land, 
regardless of whether there is a change in the 
urban renewal plan. 

SOCIAL SECURITY BENEFITS 

107. Accounting controls for overpayment of 
social security benefits-· In March 1967 we re­
ported to the Congress that the Social Secu­
rity Administration (SSA) did not have suffi­
cient accounting control over benefit overpay­
ments, that many overpayments could have 
been prevented through the exercise of greater 
care by SSA employees in handling benefit 
claims, and that there was a need for improve­
ment in overpayment recovery activities. In 
accordance with our proposals, the Depart­
ment of Health, Education, and Welfare 
agreed to establish a system of accounting con­
trols for overpayments and to take action de­
signed to minimize overpayments and improve 
procedures governing recovery of overpay­
ments. 

108. Procedures for processing appeals of de­
nials of disability insurance benefits- In a report is­
sued in June 1967 on our review of proce­
dures for processing appeals of denials of dis­
abilHy insurance benefits, we pointed out that, 
under present procedures followed by the So­
cial Security Administration (SSA). requests 
for reconsiderations of denied disability 
claims cases were referred to State agencies for 
redetermination of disability regardless of 
whether claimants furnish new or pertinent ad­
ditional medical evidence in support of their 
requests. 



We recommended that the Secretary of 
Health, Education, and Welfare (HEW) amend 
the regulation under which the reconsidera­
tion procedure was established to provide 
that in those cases where no new or pertinent 
additional medical evidence was submitted 
with requests for reconsideration of disability 
claims, SSA reexamine the evidence of record 
ill support of such claims in lieu of first re­
turning the cases to State agencies for recon­
sideration. We proposed that those cases, for 
which SSA determines that additional devel­
opment is warranted, then be subject to the 
present reconsideration procedure and be 
returned to State agencies for new determina­
tions. 

We estimated that the adoption of our 
recommended revised procedure would elimi­
nate the need for State agency reviews of 
about 12,000 cases, costing SSA about 
$370,000 annually. HEW has advised us that 
necessary changes will be made in social secu­
rity regulations which it believes will result in 
substantial implementation of our recommen­
dation. 

TAXES 
, 

109. Excise taX exemptions on beer and to­
bacco products given to certain consumer ... Under 
the pIOvisions of chapters 51 , and 52 of the 
Internal Revenue Code of 1954 administered 
by the Internal Revenue Service, Treasury De­
partment, breweriesaJ:e permitted to furnish 
tax-free beer to employees and visitors for 
consumption on the premises and manufac­
turers of cigars and cigarettes are permitted to 
furnish these products tax free to employees 
for personal consumption. 

In a report submitted to the Congress in 
April 1967, we expressed the belief that, al­
though these general practices had existed for 
a lOng time, expenses incurred in producing 
and promoting the sale of products, as well as 
excise taxes, were appropriate costs to the 
manu facturers and that excise taxes should be 
imposed on beer and tobacco products even 
though the producers continued the practice 
of giving these products to employees and 
visitors free of charge. We estimated that, if 
the beer and tobacco products given away 
during fiscal year 1965 had been subject to 
excise taxes, such taxes would have amounted 
to about $1.6 million. 
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In commenting on our [mdings, the As­
sistant Secretary of the Treasury for Tax Pol­
icy advised us that, strictly from the view of 
administrative and revenue considerations, the 
Treasury would have DO objection to the re­
peal of the exemptions in question. The As­
sistant Secretary stated that re.peal of the 
present exemptions would also, as we had 
indicated in our report, equalize the situation 
existing with respect to other producers of 
alcoholic beverages and tobacco products wllo 
do not enjoy the tax exemption privilege. 

In our report we suggested that the Con­
gress might wish to consider ame,nding chap­
ters 51 and 52 of the Internal Revenue Code 
to provide for the payment of taxes by brew­
ers on beer consumed by employees and vis­
itors and by tobacco products mauufacturers 
on cigars and cigarettes given to employees. 

110. Reporting, as income, payments received 
under various agricultural programs-In December 
1966 we reported on our review of the proce­
dures and practices established by the Internal 
Revenue Service (IRS), Treasury Department, 
with respect to reporting, for tax purposes, 
income received by taxpayers under programs 
administered by the Ul)ited States Department 
of Agriculture (USDA). We pointed out that 
IRS seemingly had not established controls 
and procedures for determining the eJ(tent 
of nonreporting of income by recipients of 
payments under various agricultural programs. 
During fiscal year 1965 such payments made 
by USDA amounted to about $3.7 biUion. 

Subsequent to OUI discussions of this 
matter, the Deputy Commissioner, IRS, in­
formed us that, beginning in January 1967, 
IRS would receive information from USDA 
concerning certain agricultural program pay­
ments made during calendar year 1966 for 
matching against the taxpayers' tax returns. 
Payments made under these programs 
amounted to ljbout $2.2 billion, or about 
59 percent of the total agricultural program 
payments made during fiscal year 1965. 

Payments made under the remaining ag­
ricultural programs (principally Commodity 
Credit Corporation loans), which totaled 
about $1.5 billion during fiscal year 1965, 
were not included in the system for reporting 
information mentioned by the Deputy Com­
missioner because of some problems relating 
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to determining whether and when such pay­
ments were to be reported on infonnation re­
turns to I RS_ The Depu ty Commissioner ad­
vised us, however, that satisfactory solutions 
to the problems would be developed in coop­
eration with USDA. 

111. Reporting of interest received by taxpay­
en on Federal income tax refunds-In a report sulr 
mitted to the Congress in November 1966, 
we stated that our review of selected activities 
of the Internal Revenue Service (IRS). Trea­
sury Department, with respect to Federal in­
come tax refunds on which interest was paid 
revealed that a high percentage of taxpayers 
were not voluntarily reporting, as income, 
interest received on their tax refunds. Be­
cause of our limited access to records, we 
could not reasonably ascertain the total 
amount of such unreported interest income. 
However, on the basis of infonnation made 
available to us and a test of transactions in 
four district offices and the amount of inter­
est paid by IRS-S88.S million in fiscal year 
1964-it was our belief that considerable tax­
able income had not been reported. 

Effective January I, 1967, IRS estalr 
lished internal procedures for issuing annual 
infonnation notices to taxpayers showing in­
terest received on tax refunds to provide IRS 
with the facility for checking on the reporting 
of such interest. Also steps were taken for 
making better use of instructional publications 
to communicate more effectively to taxpayers 
the requirements for reporting, as income, in­
terest received on tax refunds. 

We believe that the actions taken by 
IRS should substantially improve reporting by 
taxpayers of interest received on tax refunds. 

112. Opportunity for reducing interest pay­
menU on certain Fede,.1 income tax refunds-Our 
review of the payment of interest on income 
tax refunds attributable to net operating loss 
deductions showed that excessive interest 
costs were being incurred by the Governmen t. 
Also, better treatment was accorded taxpayers 
claiming net operating loss carry-back refunds 
than was available to taxpayers claiming or­
dinary refunds. 

57 

The excessive interest costs are incurred 
because interest is paid from the close of the 
yea r in which the loss is incurred; whereas. in 
the case of ordinary refunds, section 6611 (e) 
of the Internal Revenue Code provides an 
interest-free period of 45 days following the 
prescribed due date or date of receipt of the 
return, if later, for the Internal Revenue Ser­
vice to process the claims. Also, taxpayers 
can delay filing claims for refunds in cases of 
net operating loss deductions for periods up 
to 3 years and receive in terest for the entire 
period. 

We believe that millions of dollars could 
be saved each year if the tax code were 
amended. Consequently, in our May 1967 re­
port we suggested that the Congress might 
wish to consider amending section 661 I of the 
Internal Revenue Code to provide that interest 
on refunds resulting from net operating loss 
deductions begin from the date of filing the 
application or claim for such a refund, except 
that the Internal Revenue Service be autho­
rized to establish a reasonable period after the 
applications or claims are filed wittlin which 
interest-free refunds may be made. 

Also, in view of comments by the Assis­
tant Secretary of the Treasury for Tax Policy 
concerning interest payments on refunds at­
tributable to investment credit carry-backs, 
and unused deductions of life insurance com­
panies, we suggested that the Congress might 
wish to consider amending the statutory pro­
visions applicable to those refunds. 

The Assistant Secretary stated that the 
Treasury Department was prepared to support 
legislation which would revise the Code to the 
effect that no interest shall be paid on carry­
back or unused deduction refunds for periods 
prior to the fiIlng date of an adjustmen t appli­
cation or claim for refund and which would 
allow a period of 90 days from the date of 
filing within which interest-free refunds may 
be made. 

113. Collection of Federal unemployment 
1alt8$--The Unemployment Trust Fund, which 
is financed primarily by the taxes collected 
under the Federal Unemployment Tax Act. is 
used by the Secretary of Labor to finance the 



cost of the administration of employment se­
curity activities throughout the country. Our 
review showed that a significant acceleration 
in the availability of funds for fmancing the 
administration of employment security activ­
ities could be realized if appropriate legisla­
tion were enacted to provide for quarterly, 
rather than annual, collection of the Federal 
unemploymen t taxes. 

The collection of these taxes after the 
close of the calendar year has necessitated the 
borrowing of funds at prevailing interest rates 
to fmance the costs of administering the State 
employment security offices during the first 
7 months of the respective fiscal year. In a re­
port submitted to the Congress in January 
1967, we pointed out that the account in­
curred $2.2 million in interest expense from 
July 1964 until the majority of calendar year 
1964 taxes were collected in early 1965. We 
estimated that, if collections for calendar year 
1964 had been made on a quarterly basis, 
available funds not only would have been ade­
quate to meet administrative costs but also 
would have earned about $7. 1 million in inter­
est. 

Both the Treasury Department and the 
Department of Labor agreed in principle with 
the desirability of the proposal to change the 
collection of Federal unemployment taxes to 
a quarterly basis. The Treasury advised us, 
however, that various policy and technical 
problems needed to be resolved. In our re­
port to the Congress, we recommended that 
the Secretaries of Labor and the Treasury co­
operatively determine the most feasible 
method of making quarterly collections of 
Federal unemployment taxes and submit for 
consideration by the Congress the necessary 
legislative proposal to provide the authority 
for such collections. 

TRAINING ACTIVITIES 

114. Training and development of staff an­
u-god in adminil1ltring public .. i_ program ..... In 
our review of staff training and development 
activities conducted under the federally aided 
public assistance programs in the State of Mis­
souri, we found that funds received by the 
State's Division of Welfare as payment for 
training it provided in public assistance and 
child welfare to students of a local university 
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had not been taken into account in computing 
its claims for Federal fmancial participation • 
under the State plan approved by the Depart-
ment of Health, Education, and Welfare. The 
university had paid the State a total of about 
$30,000 since 1962. 

It appeared to us that such payments 
should have served to defray the costs in­
curred by the Division of Welfare in rendering 
training services, particularly the salary costs 
of staff training personnel of that Division. In 
any event, it appears that the Federal Govern­
ment should not participate in the full costs 
of salaries of those personnel in the Division 
of Welfare assigned to provide instructional 
services for the students. 

This matter was reported to the agency 
in June 1967 with our recommendation that 
it mak~ a review to detennine the ex tent to 
which payments by the university represented 
the reimbursement of training costs and that 
it make such adjustments as might be appro­
priate in the amount of Federal fmancial par­
ticipation. We were advised by the Depart­
ment in October 1967 that action to effect 
adjustment would be taken. 

115. Contracts for financing on·tIle-iob training 
-In a report issued to the Secretary of Labor 
in January 1967, we stated that, although the 
Department's guidelines governing on-the-job 
training projects provided that Federal funds 
should not be used as a subsidy to replace ex­
isting training programs or efforts by contrac­
tors, the Department's Bureau of Apprentice­
ship and Training, in contracting with the 
Chicago Transit Authority for the training of 
bus drivers, did not include sufficiently clear 
and explicit prOvisions in the contract to en­
sure that these guidelines would be imple­
mented. As a result, the contracting parties 
subsequently found it necessary to reach 
agreement on an interpretation of the con­
tract's provisions, which, in our opinion, was 
not compatible with the objectives of the man­
power development and training program. 

The contract, as interpreted, allowed 
Federal fmancing of the contractor's existing 
bus-driver training program on the basis that 
the contractor would maintain its precontract 
level of expenditures for training by introduc­
ing additional training in other occupations. 
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However, in computing the costs of the addi­
tional training effort , the Department allowed 
trainees' salaries- an item of expense not in­
cluded as a reimbursable cost under the con­
tract. As a result, the contractor received 
$113,700 of Federal financing for costs 
which, in our opinion, did not meet the 
maintenance-of-training-effort requirement of 
the program. 

After we brought the matter to its atten­
tion, the Department of Labor advised us that 
this was one of the first con tracts under the 
program and that in making future contracts 
it would seek to avoid the basic problems of 
the contract that we described. The Depart­
ment stated, however, that there are occasions 
when it may be advantageous for the Gov­
ernment to fmance existing employer training 
programs. 

In view of the possibility that in certain 
instances it may be advantageous for the Gov­
ernment to finance employers' continuing 
training programs, we recommended that the 
Department approve such proposals only when 
it is clearly demonstrated that the nature and 
amount of the new training, in terms of costs 
and benefits, are at least equal to the training 
to be financed by Federal funds. 

116. Houn of weekly instruction for institu· 
tional tnlininlt-in reports issued in April 1967 
to the Secretary of Health, Education, and 
Welfare and to the Secretary of Labor we 
stated that we had previously submitted to 
them our finding that certain States, primarily 
Kentucky, had not increased the average 
length of the weekly instruction period for in­
stitutional training under the Manpower De­
velopment and Training Act of 1962, despite 
the issuance of guidelines by the Department 
of Health, Education, and Welfare that were 
designed to effect such an increase. We noted 
that these guidelines had been issued after our 
Office had proposed that training costs be re­
duced and training accelerated by increasing 
the number of hours in the weekly instruction 
periods. 

After we brought the matter to its at­
tention, the Department of Health, Educa­
tion, and Welfare advised us that the Office 
of Education would continue to make every 
effort to extend weekly training periods for 
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those persons who could profit thereby; would 
increase supervision given to field representa­
tives to ensure maximum enforcement of the 
applicable guidelines and attempt to persuade 
the States to increase the hours of weekly in­
struction as contemplated by the guidelines, 
and would instruct field representatives to 
consider on an individual course basis the type 
and character of training to be undertaken, as 
well as the applicability of the conditions set 
forth in the guidelines, before approving 
courses scheduled for less than 40 hours of 
instruction a week. 

We noted in our report that, since we had 
transmitted our fmding to the Departments of 
Health , Education, and Welfare and of Labor, 
some increase had been effected in the length 
of the weekly instruction period in Kentucky 
and that we believed the further efforts by 
the Departments should result in broader im­
plementation of the established guidelines and 
bring about corresponding savings in training 
costs. 

UNEMPLOYMENT SER VICES 

117. Administration of the Federal merit sys­
tem stand.rd ..... ln a report submitted to the 
Congress in February 1967, we expressed the 
belief that there was a need for the Bureau of 
Employment Security, Department of Labor, 
to improve the administration of the Federal 
merit system standards which provide that the 
salaries of State employment security agency 
employees shall be at levels comparable to the 
salaries of other State agencies for positions of 
similar difficulty and responsibility. 

We found that these Federal standards 
were not appropriately observed in 1964 in 
tha t salary increases were approved for the 
Georgia State agency. which, for the most 
part, were higher than the increases approved 
and applied generally to the State government 
organization. We estimated that employment 
security employees would receive annually 
about $246,000 more than similarly classified 
employees would receive in all but one of the 
other agencies of the St3te. 

The Department agreed with the intent 
or substance of our proposals for improving 
the administration of the Federal merit system 
standards, with certain reservations regarding 



their implementation, and advised that it 
would review its requirements and controls 
with a view to strengthening its procedures. 

WAGE RATE DETERMINATIONS 

'18. Determinations establishing the minimum 
wage rates 10 be paid for FacIeral construction- In a 
report submitted to the Congress in December 
1966, we pointed out that the minimum wage 
rates determined by the Department of Labor, 
under the Davis-Bacon Act, for construction 
of Carters Dam, Georgia-a federally financed 
Corps of Engineers project-had increased, on 
the average, by about 63 percent in less than 
2 years. We stated that, as a result, the con­
tract amount for phase II of the main darn in­
duded about $1.7 million in extra direct labor 
costs-which we believe had been considered 
by the contractors in their bids-and accord­
ingly increased the project cost to the Gov· 
ernment. In our opinion, lower minimum 
wage rates would have been determined had 
appropriate consideration been given to (a) 
the wage rates prevailing on similar heavy can· 
struction and highway construction work , (b) 
the wage rates paid during the representative 
peak payroll periods on similar work in the 
area , and (c) the wage practices of other con­
tractors in the area 

We expressed the belief that recommen­
dations made in our prior reports to the Con­
gress concerning wage determinations applied 
also to determinations made for the Carters 
Dam project. In these recommendations we 
advocated that (a) the Department make more 
realistic determinations of prevailing wage 
rates on the basis of proper identification of 
construction similar to that of the federally fi­
nanced construction project and on the basis 
of proper identification of the locality in­
volved and (b) the Department document ap­
propriately the prevailing wage rates being 
paid in the areas for such comparable con­
struction and that sufficient data be gathered 
flTsthand in the locality of the construction 
site to afford a basis for appropriate wage de­
terminations. 

The Assistant Secretary for Administra­
tion, Department of Labor, informed us that 
the Department believed that the minimum 
wage rates determined by the Department 
were proper for the type of construction 
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involved, but he submitted no additional evi­
dence to cause us to modify our conclusions. 

WATER RESOURCES DEVELOPMENT 
PROGRAMS 

119. Application of revisions in procedu .... -
Our review showed that the Bureau of Reda· 
mation, Department of the Interior, had not 
established a policy requiring that revisions in 
procedures.for determining irrigation benefits 
be applied consistently to all reclamation 
projects that have advanced to the same stage 
of development. In justifying requests for ap­
propriations to construct the Almena unit, 
Missouri River Basin Project, the Bureau in­
consistently applied procedural revisions, 
which, in our opinion, materially affected the 
benefit-cost ratio for the unit and the amount 
of costs assigned to the irrigation features of 
the project. 

The Commissioner of Reclamation ad­
vised us that the standards used in reevaluating 
redamation projects had been determined on 
a project-by-project basis after consideration 
of the circumstances in each case. In our opin­
ion, consistency is necessary in applying pro­
ced ures so that data furnished to the Congress 
by the Bureau may be relied upon to objec­
tively present the merits of proposed projects 
and to properly disclose the effects of changes 
that occur during the various phases of project 
developmen t. 

Therefore we proposed, in July 1966, 
that the Secretary of the Interior request the 
Commissioner of Reclamation to establish 
policies setting forth criteria for determining 
those projects to which revisions in proced ures 
for computing benefits are to be applied and 
requiring that these criteria be applied consis­
tently for all procedural revisions. Although 
in November 1966 the Department had ad­
vised us that it did not disagree with our pro­
posal, it subsequently informed us that no ac­
tion had been initiated or planned for estalr 
lishing policies requiring consistent application 
of procedural revisions. 

Consequently, in our report to the Con­
gress in July 1967, we recommended that the 
Secretary of the Interior request the Commis­
sioner of Reclamation to revise the Bureau's 
practices to preclude the inconsistent applica-
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application of revisions in procedures for de­
termining irrigation benefits to projects being 
reevaluated. We further recommended that, 
if the Bureau can demonstrate that in a par­
ticular case there are compelling reasons for 
the inconsistent application of procedures, the 
Congress be fully informed of the circum-
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stances necessitating the inconsistency and of 
the effects on the benefit-cost ratios and cost 
allocations of the projects involved. 

In August 1967 the Department advised 
the Bureau of the Budget that it had adopted 
our recommendations. 



FINANCIAL ADMINISTRATION 

ACCOUNTING AND FISCAL 
MATTERS 

, 20. Correlation of advances of grant funds 
with nead··Our review of the administration by 
the Department of State of the refugee assis­
tance program in Hong Kong revealed that the 
Department had on numerous occasions ad­
vanced substantial amounts of cash to the 
Hong Kong Government with little or no eval­
uation of that Government's immediate cash 
requirements for the projects involved. We 
estimated that, as a result of these premature 
advances, the United States Government in­
curred through March 31, 1965, about 
$77 ,000 in unnecessary interest expense on 
disbursement of $1.5 million made between 
fiscal years 1960 and 1963. Furthermore, at 
least $32,000 in interest accrued to the Hong 
Kong Government through March 31, 1965, 
on the funds advanced. 

Our review showed that the procedures 
followed by the American consulate general 
provided that, upon agreement that a grant 
would be made to the Hong Kong Govern­
ment for a project, the entire amount of the 
grant funds be disbursed immediately. Thus, 
funds were often disbursed a year or more be­
fore major work was commenced and before 
funds were required. For example, a grant of 
$250,000 for the construction of a workshop 
at the Hong Kong Technical College was of­
fered by the American consulate general on 
June 27 , 1962, and accepted by the Hong 
Kong Government on June 28 , 1962. The en­
tire amount of the grant was given to the 
Hong Kong Government on July 3, 1962; 
however, at October 31, 1963, over $188,000 
of the grant remained unused . 

In another instance, a grant including 
four projects, two of which represented 
$150,000 for an addition to the Sandy Bay 
Convalescent Home and $132,000 toward the 
building of the Kowloon Tsai Playground, 
was offered by the American consulate gen­
eral on April 16, 1963, and accepted by the 
Hong Kong Government on April 25, 1963. 
The total amount for the projects was given 
to the Hong Kong Government on May 2, 
1963; however, at March 31, 1965, all of the 
$150,000 for the Sandy Bay project re-
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mained unused and a balance of $109,644 re­
mained unused for the Kowloon Tsai Play­
ground project. 

Such premature advances of funds are 
disadvantageous to the United States Govern­
ment because they tend to accelerate the 
Treasury's cash requirements and borrowings 
and increase related interest expenses. We 
estimated that, through March 31, 1965, the 
Treasury incurred unnecessary interest ex­
pense of $77,000 because of premature ad­
vances of grant funds to the Hong Kong Gov­
ernment. Our estimate was made by applying 
a rate of 3 percent to the outstanding month­
ly grant balances as shown by Hong Kong 
Government records through that date. 
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In addition, our examination revealed 
that interest accrued to the Hong Kong Gov­
ernment on the grant funds between the time 
they were prematurely granted and the time 
they were expended. Interest earned was 
credited by the Hong Kong Government, in 
some cases, to the projects for which the 
funds were granted and , in other cases, to the 
Hong Kong Government's general revenue. • 

We recommended that the Department 
discontinue the practice of making immedi­
ate lump-sum disbursements of funds for 
grant projects under the refugee assistance 
program in Hong Kong and make funds for all 
future grant projects available on the basis of 
the percentage of completion or need. 

The Department agreed in general that 
funds should not be granted in advance of 
need. However, the Department also stated 
that it would not wish to limit its flexibility 
in making an unconditional grant with an im­
mediate lump-sum disbursement if it consid­
ered that this was necessary for foreign policy 
reasons. 

121. Timely deposit of cash collections-In 
our review of administrative activities of the 
United States Embassy and selected consul­
ates in MexiCO, we noted that cash collections 
totaling an estimated $395 ,000, consisting of 
United States dollars and Mexican pesos, were 
on hand in the agent cashier's office at the 
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Embassy on October 29, 1965. Some of 
these col1ections had been on hand for about 
3 months and none had been recorded in the 
Embassy's cash records. 

We were advised that the col1ections had 
not been recorded and deposited because of 
the press of other work. The timely deposit 
of collections is a requisite for proper control 
over funds. Moreover, we believed that, by 
failing to deposit large amounts of collections 
for extended periods of time, the Embassy in 
effect placed the United States Treasury in 
the position of having to borrow funds to 
meet current disbursement requirements 
which could otherwise have been paid from 
the undeposited collections. 

The collections noted consisted of over 
$390,000 in consular fees received by the Em­
bassy and the various consulates between 
June 21 and October 28, 1965, and about 
$4,600 in miscellaneous receipts, some of 
which were dated in June, August , and Sep­
tember 1965. Our further review of deposit 
dates in the cash records for fiscal year 1965 
and the first 4 months of fiscal year 1966 
showed that collections were being deposited 
only at infrequent intervals . 

By law, collections are required to be 
paid into the Treasury at as early a date as 
practicable (31 U.S.c. 484) and to be paid in­
to the Treasury in all cases within 30 days of 
their receipt (31 U.S.c. 495). The Depart­
ment's regulations, as set forth in the Foreign 
Affairs Manual, require that collections be de­
posited at least once each month, or more fre­
quently if necessary as determined by the 
budget and fiscal officer. 

When we brought this matter to the at­
tention of Embassy officials, they agreed with 
our suggestion that all receipts should be re­
corded in the cash records immediately after 
they are received and should be deposited in 
the account of the United States disbursing 
officer or of the United States Treasury as 
soon as possible. On December 3, 1965 , we 
were advised that the receipts on hand at Oc­
tober 29, 1965 , had been properly recorded 
and deposited. 

122. Improvement of the accounting and fi· 
nancial management system--I n a report issued to 
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the Congress in March 1966, we stated that 
the financial statements of the Agency for In­
ternational Development (AID) did not, in 
our opinion, present fairly the financial concti­
tion of the loan program at June 30, 1964, or 
the results of operations of the program for 
fiscal years 1962, 1963, and 1964. Certain fi­
nancial statement balances had been materi­
ally overstated and others understated be­
cause of accounting practices that , we be­
lieved , were not sound. Also, net income for 
each of the 3 fiscal years and the accumulated 
net income shown in the June 30, 1964, 
Statement of Financial Condition were mate­
rially overstated because of exclusion of ad­
ministrative expenses. 

AID's accounting and financial manage­
ment system had a number of significant 
weaknesses and did not fully comply with the 
accounting principles and standards pre­
scribed by the Comptroller General. The sys­
tem did not, in our opinion. provide an ade­
quate foundation for AID's current and pro­
spectivc financial management needs for plan­
ning, programming, budgeting, accounting, 
and reporting in respect to both AID's inter­
nal management responsibilities and its rc­
sponsibilities to the Congr~ss. 

AID had prepared a revised statement of 
basic accounting policy which is intended to 
provide a sound foundation for a revision of 
its overall accounting manual. AID also en­
gaged the services of a contractor to design 
and develop an accounting system for the loan 
program in accordance with the accounting 
principles and standards prescribed by the 
Comptroller General. AID had in process a 
draft of a proposed procedure to p.rovide for 
the identification and accumulation of admin­
istrative costs attributable to the loan pro­
gram. 

123. Use of sight draft procedure to defer 
Treasury borrowings untit funds are needed-· The Ag­
ricultural Stabilization and Conservation Ser­
vice (ASCS) , Department of Agriculture, ad­
ministers its various conservation, acreage al­
lotment, and price-support programs through 
its county offices located throughout the 
United States. County office managers have 
the authority to execute Commodity Credit 
Corporation (CCC) sight drafts for disburse­
ments made in connection with these pro­
grams . 



Our inquiries at a limited number of lo­
cations revealed that funds required to meet 
the administrative expenses of the county of­
fices had been obtained primarily from the 
United States Treasury in the form of checks 
issued quarterly upon the request of the ASCS 
state offices. Funds obtained from the 
Treasury were deposited in a local bank ac­
count, and disbursements were made by 
check as expenses were incurred . 

Since most expenses were paid on a bi­
weekly or monthly basis, funds deposited 
quarterly were in some cases unnecessarily re­
tained in checking accounts for periods of up 
to 3 months. As a result , the Treasury was 
borrowing these funds prematurely and unnec­
essary interest cost was being incurred by the 
Government. We brought this matter to the 
attention of ASCS and suggested that consid­
eration be given to using sight drafts to pro­
vide operating funds for county offices at 
shorter intervals in order to reduce the time 
that Government funds would be idle in local 
bank accounts. 

The Department advised us that the sug­
gested procedure would be implemented and 
that it had estimated that annual interest 
savings of $548,000 to the United States 
Government would result from its use . 

124. Accounting for liabilities and related ac· 
crued costs determined on an actvarial basis-As a re­
sult of our review of the accounting system of 
the Coast and Geodetic Survey (C&GS), De­
partment of Commerce , we pointed out that, 
although the agency's method of accounting 
for payments to retired C&GS officers on an 
"as paid" basis was in accordance with its ap­
propriation structure. this method was not 
consistent with the principles prescribed by 
the Comptroller General in 2 GAO 13.4 for 
accounting for liabilities and related accrued 
costs determined on an actuarial basis. 

We therefore suggested that the account­
ing system of the Environmental Science Ser­
vices Administration (ESSA), Department of 
Commerce, into which the C&GS had been 
merged, provide for accounting for the cost of 
retirement pay for C&GS commissioned offi­
cers on an actuarial basis, as it accrues, in­
cluding a distribution of the cost to the agen­
cy's various activities, so that (a) the system 
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will show this significant element of cost and 
the related liability and (b) this element of 
cost can be recovered in connection with the 
agency's reimbursable work. 

The Department of Commerce agreed 
with our suggestion and requested our assis­
tance in developing a method for accounting 
for such costs. In view of the similarity be­
tween the C&GS and the military retirement 
systems, we consulted with the actuarial con­
sultant in the Office of the Assistant Secretary 
of Defense (Manpower) to obtain information 
on the actuarial valuation techniques used by 
the Department of Defense. 

As a result of these consultations and on 
the basis of the statistical data accumulated by 
our staff, the Department of Defense prepared 
an actuarial valuation of the retirement sys­
tem of the Coast and Geodetic Survey as of 
January I, 1966. This valuation was summa­
rized in our letter of May II , 1967, to the As­
sistant Secretary for Administration, Depart­
ment of Commerce. 

In accordance with the foregOing valua­
tion , ESSA recorded an estimated accumu­
lated accrued liability of about $16 million as 
of June 30,1967. In October 1967, ESSA 
was exploring various methods of recording 
the annual accrued costs of the retiremen t 
system. 

125. Timing cash advances to coincide with ac­
tual cash requirements-Our review showed that 
the Maritime Administration , Department of 
Commerce, had advanced funds to general 
agents for the operation of Government­
owned vessels used in support of military op­
erations in Southeast Asia in amounts suffi­
cient to maintain a cash balance of not more 
than $100,000 per vessel or $500,000 per 
agent rather than in amounts sufficient to 
meet anticipated current needs. As a result. 
funds were being advanced in excess of cur­
rent requirements. 

This practice is contrary to the policy 
set forth in Treasury Department Circular No. 
1075 which provides that cash advances be 
timed in accord with the actual cash require­
ments of the recipient in carrying out the pur­
pose of the program. On the basis of our re­
view. we estimated that annual savings in 
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interest costs of about $239,000 could be re­
alized if Maritime would time its cash ad­
vances to meet the general agents' an ticipated 
current needs rather than to maintain pre­
scribed cash balances. 

We were subsequently advised by the 
Acting Maritime Administrator that, in accor­
dance with our proposal , he was taking action 
to make funds available to general agents only 
on the basis of current needs. New instruc­
tions which became effective March 15 , 1967, 
require general agents to request cash ad­
vances weekly to cover cash to be disbursed 
the following week and to support each re­
quest by a schedule of anticipated disburse­
ments. The instructions also provide that the 
Maritime District Comptroller review the sup­
porting schedule for propriety, determine the 
amount to be advanced , and process the 
voucher for timely delivery of the advance to 
the general agent. 

Our report on this matter was submitted 
to the Congress in July 1967. 

126. Guidance for financial administration of 
federally owned properties-Our review of the 
propriety of reported rental income and ex­
pense on federally owned housing constructed 
under section 10 of Public Law 815, as 
amended (20 U.S.C. 640) . and operated by lo­
cal educational agencies showed that financial 
administration of the housing could have been 
improved had the Office of Education, De­
partment of Health, Education, and Welfare. 
provided additional guidance to local educa­
tional agencies. The housing, which had been 
constructed as part of school facilities, was 
rented generally to teachers. 

In a policy statement dated June 10, 
1958, the Division of School Assistance in 
Federally Affected Areas, Office of Educa­
tion , set forth requirements with respect to 
net revenues derived from the operation of 
the federally owned housing. This statement 
provided that any income in excess of operat­
ing costs properly attributable to the housing 
must inure to the benefit of the United 
States. The Division did not, however, pro­
vide the local educational agencies with spe­
cific instructions and guidelines for imple­
menting the 1958 policy statement, particu­
larly with respect to the manner in which op­
erating costs were to be determined. 
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In June 1967 , in a report to the Commis­
sioner of Education on the results of our ex­
amination at two local educational agencies, 
we pointed out examples of inadequate rec­
ordkeeping and questionable and inconsistent 
accounting practices which could result in in­
equitable treatment of such agencies . We rec­
ommended that, in the event that the subject 
properties are not transferred to the local edu­
cational agencies under authority of recently 
enacted legislation , the Commissioner identify 
the program objectives, provide complete in­
structions to the local educational agencies 
for carrying out the program objectives, and 
take action to establish effective surveillance 
over administration of the program. 

In July 1967, the Commissioner advised 
us that the Office was reviewing the policies 
and procedures pertaining to the operation of 
federally owned housing by local educational 
agencies and was consulting with the Depart­
ment's Office of the General Counsel on those 
matters which require legal interpretation. 

127. I mprovemenu in accounting system to 
produce better data for management and control-In 
a report submitted to the Congress in Novem­
ber 1966, we pointed out the need for revi­
sions in the accounting system of the Com­
municable Disease Center (COC). Public 
Health Service, Department of Health. Educa­
tion, and Welfare, in order that the system 
might better produce flllancial data useful to 
agency officials in thc discharge of their man­
agemen t and con trol responsibilities. Also, 
adoption of the suggested revisions in the ac­
counting system would enable the Center to 
comply with certain bask accounting princi­
ples and standards prescribed by law and by 
the Comptroller General, which have as their 
objective the development and reporting of 
complete and reliable financial information. 

We found that COC's accounting system 
did not provide for the complete and timely 
use of the accrual basis of accoun ting, includ­
ing consideration of all resources, liabilities, 
and costs of operations. We found also that, 

. although the system provided the basic frame­
work for the accumulation and distribution of 
expenditures to programs and projects, sub­
stantial improvements were needed before the 
system could be relied upon to produce accu­
rate and meaningful results. Because of 
COC's use of inadequate accounting 



procedures for allocation of direct and indi­
rect expenses, fmancial reports were pre­
sented in such a manner that the amounts ex­
pended by programs and projects seemed to 
compare most favorably with the amounts 
programmed and budgeted. These financial 
reports were, in our opinion, inaccurate and 
misleading. 

The Department was in general agree­
ment with our findings and informed us that 
the Center was strengthening its system of in­
ventory control, bad made improvements in 
the system for recording costs, and was ex­
pecting to make other changes in the system 
to correct the adverse findings cited in the re­
port. 

We were further informed that, since the 
Cen ter was one of the accoun ting en tities 
constituting the Public Health Service's ac­
counting system, its basic system could not be 
changed without consistently revising the en­
tire accounting system of the S~rvice. Such 
revision based on a study made by outside 
consultants was then in process, and agency 
staff and systems procedures were being 
drafted. 

128. Installation of cost accounting system_. 
Effective July 1. 1967, a cost accounting sys­
tem was installed by the United States Tariff 
Commission on a pilot basis to accumulate 
and provide cost information by organization, 
activity, and project. The Commission plans 
to make refmements in the system as experi­
ence dictates before submitting its accounting 
system to the Comptroller General for ap­
proval. 

The Commission's action resulted from 
our April 1966 report which pointed out that, 
although the Commission's accounting system 
provided for controlling specific items of ex­
penditure-such as salaries, travel, supplies, 
and equipment-in terms of funds available to 
the Commission, it did not provide for accu­
mulating or reporting data to show the costs 
of programs and activities. Thus, manage­
ment could not readily determine whether the 
planned programs and activities were being 
economically carried ou t. 

At that time we proposed that tbe Com­
mission, which was in basic agreement with 
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our proposal, institute cost-based budgetary 
practices for planning and controlling opera­
tions; revise the accounting system to provide 
financial data to support activities, in confor­
mity with the revised budget plan requiring 
control by assignment of responsibility ; and 
establish a flIlancial reporting system to pro­
vide appropriate levels of management with 
meaningful cost data to aid in the conduct of 
operations. 

129. Obligation and expenditure controls-In a 
report submitted to the Congress in March 
1967, we expressed our belief that, on the ba­
sis of a review of selected financial manage­
ment practices of the Department of Labor, 
certain aspects of the Department's obligation 
and expenditure practices relating to the con­
trol of appropriations were in need of sub­
stantial improvement. We pointed out that 
funds advanced for central and specialized ser­
vices by certain bureaus of the Department 
and by other Government agencies had not 
been applied in the amounts or for the pur­
poses authorized. Instead, the funds had been 
applied to purposes and expenses of other bu­
reaus of the Department which lacked funds 
to pay for the services provided to them. 

We concluded that inadequate controls 
over appropriated funds in the Bureau of La­
bor S ta tistics had resulted in violations of the 
Antideficiency Act when obligations had been 
incurred before appropriate allotments had 
been made. In addition, we expressed our 
opinion that a number of overpayments and 
duplicate payments of vendors' invoices had 
been made as a result of unsatisfactory inter­
nal control procedures. 

In commenting generally on our findings, 
the Department stated that most of the defi­
ciencies mentioned had been or were being 
corrected in connection with the Depart­
ment's development and implementation of 
an integrated system of management, plan­
ning, budgeting, and accounting. 

130. Criteria for valid obligations-In a report 
to the Secretary of Labor in December 1966, 
we commented on what we believed to be 
questionable practices of certain State em­
ployment security agencies in recording obli­
gations against fiscal year 1965 funds 

• 

• 



• 

• 

appropriated for the administration of em­
ployment security programs. We analyzed a 
considerable number of obligations recorded 
in the latter part of fiscal year 1965 by em­
ployment security agencies in two States and 
noted that in many instances the relat~d pur­
chase orders had not been issued to vendors 
until fiscal year 1966. 

We pointed out that we had previously 
brought these matters to the attention of the 
Secretary and had suggested that all State em­
ployment security agencies be provided with 
written instructions which-in accordance 
with the criteria specified in section 1311 of 
the Supplemental Appropriation Act, 1955, 
as amended-would clearly and specifically de­
fme those transactions which constitute valid 
obligations. 

The Secretary of Labor, in commcnting 
on our suggestion, advised that corrective ac­
tion would be taken. In March 1967 the em­
ployment security manual was revised to 
more clearly define the previous criteria fol­
lowed by State agencies in determining valid 
fiscal year-end obHgations. In addition, spe­
cific guidelines were included to assist State 
agencies in determining the time or point in 
the ·process when transactions become vaHd 
obligations for purposes of reporting. We be­
lieve that these regulations, if appropriately 
enforced, should result in the recording of ob­
ligations on a basis consistent with the crite­
ria established in the applicable law. 

131 . Accounting systems improvements-We re­
viewed the accounting system submitted by 
the immigration and Naturalization Service 
(INS), Department of Justice, and tested its 
application to operations and financial con­
trols at the INS central office and selected 
field locations. 

As a result of cooperative efforts be­
tween INS and the General Accounting Of­
fice, several improvements designed to 
strengthen accounting controls and internal 
reporting were incorporated in the system. 
Provision was made for data derived from cost 
accounts to be used in the preparation of bud­
gets and cost reports and in the evaluation of 
program performance. 

In April 1967 we informed the Attorney 
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General that, on the basis of our review, we 
deemed the INS accounting system to be ade­
quate within the framework in which it op­
erates and in conformity in all material re­
spects with the principles, standards, and re­
lated requirements prescribed by the Comp­
troller General. Consequently, the accounting 
system was approved. 

132. Use of management funds for construction 
-In a report submitted to the Congress in Sep­
tember 1966, we stated that the Bureau of 
Sport Fisheries and Wildlife, United States 
Fish and Wildlife Service, Department of the 
Interior, had improperly used management 
and investigation-of-resources (MIR) funds to 
construct a new fish laboratory at Warm 
Springs, Georgia, and a number of smaller 
buildings and projects located in various other 
States. We estimated that approximated 
$296,000 had been used improperly between 
January I , 1960, and December 31, 1964. 

We expressed the belief that the im­
proper use of MIR funds occurred because Bu­
reau officials had incorrectly interpreted the 
administrative provisions of the Fish and Wild­
life Act of 1956 and the annual appropriation 
acts as providing authority to use such funds 
for new construction . 

The Bureau's action also violated a pro­
vision of the Anti-Deficiency Act (31 U.S.c. 
665(a» which prohibits an officer or em­
ployee from involving the Government in any 
contract or other obligation for the payment 
of money in advanCe! of appropriations made 
for that purpose. We therefore proposed that 
the Secretary of the Interior report all facts 
regarding this violation to the President and 
to the Congress. 

In March 1966 the Department advised 
that it could not conclude that any conscious 
violation of 31 U.S.c. 665 had occurred. The 
Department agreed , however, that the Bu­
reau's interpretation of the availability of 
management and investigation-of-resources 
funds ior incidental construction within de­
tined limits should be the subject of specific 
congressional expression on a current basis 
and stated that efforts were being made to 
obtain such an expression. In this regard, the 
Department, in a letter dated December 13, 



1966, to the Chairman, House Committee on 
Government Operations, stated that it was 
worlting out clarifying appropriation act lan­
guage with the Bureau of the Budget and the 
staff of the Subcommittee on the Interior, 
House Committee on Appropriations. 

A UDITING PROCEDURES 

133. Reviews of contractors' price proposals 
by the Oefen!8 Contract Audit Agency-We made a 
survey of the Defense Contract Audit Agen­
cy's reviews of contract pricing proposals ne­
gotiated without the safeguards of competi­
tion . These reviews. which are made prior to 
negotiation with the contractor. constitute a 
substantial portion of the Agency's workload 
and are accorded the highest priority . 

In a report issued to tbe Congress in Feb­
ruary 1967. we stated that the Agency was 
making significant progress. However. we 
found that there was a need for certain im­
provements. We pointed out that : 

a. The estimating methods and proce­
dures of contractors should be im­
proved and incorporated into fonnal 
systems. 

b. The Agency 's scope of review should 
be broadened (significant cost esti­
mates in price proposals had not been 
reviewed by Agency auditors in some 
instances). 

c. Procedures should be provided for 
feedback from procurement officials 
to the Agency on the usefulness and 
effectiveness of the audit reports 
submitted to them by the Agency. 

d. Certain access-to-records problems, 
encountered by Agency auditors in re­
view of contractors' records, should 
be resolved. 

The Department of Defense agreed and 
advised us of actions taken to effect improve­
ments in each of the areas we cited. 

134. Taking action on findings and recommen­
dations in in_I audit reports-Certain weak­
nesses in procurement procedures relating to 
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the initial development-type contract and to 
the subsequent noncompetitive procurements 
of portable echo sounders by the Coast and 
Geodetic Survey, Environmental Science Ser­
vices Administration, Department of Com­
merce, were identified in an internal audit re­
port prepared by the agency. In making a 
subsequent review, we noted that effective ac­
tion had not been taken to promptly correct 
the weaknesses in procurement procedures 
identified by the internal audit report, be­
cause there was no adequate machinery at 
either the Department or the bureau level for 
systematically following up on the matters 
discussed in the audit report to ascertain 
whether the proposed corrective actions had 
been, in fact, effectively implemented. We 
expressed the belief that, as a result of such 
inaction, agency management could lose much 
of the constructive benefit of internal audit 
work. 

In connection with this problem, we 
noted that, since June 1965, the Department 
had been considering a proposed Administra­
tive Order wltich would prescribe Department­
wide procedures for systematically following 
up on internal audit recommendations and for 
reporting the status of the corrective actions 
taken. In a report to the Secretary of Com­
merce issued in September 1966, we stated 
our belief that such a requirement would pro­
vide safeguards against the type of delay in ' 
acting on internal audit findings, which oc­
curred in this instance, and we recommended 
that a requirement which would achieve the 
objectives of the proposed Administrative Or­
der be put into effect. 

An Administrative Order was issued in 
December 1966 to provide specific Depart­
ment-wide procedures for systematically fol­
lowing up of all internal audit recommenda­
tions and for reporting the status of corrective 
actions taken. 

135. Organizational placement and manner of 
conducting internal and external audits-On the ba· 
sis of our review and appraisal of the effi­
ciency and effectiveness of the audit activities 
of the Department of Commerce we believe 
that, with the exception of the external audit 
activities of the Maritime Adntinistration nine 
separate audit staffs of the Department should 
be consolidated in to a single organization at 
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the departmental level and should be made re­
sponsible, preferably, to the Secretary or Un­
der Secretary. 

Ln addition , we found that the following 
. related matters required special consideration: 

ll. Greater emphasis was needed on au­
dits of field activities, especially those 
of the highly decentralized agencies 
such as the Environmen tal Science 
Services and Maritime Administra­
tions. 

b. Greater concentration of audit effort 
should be placed on the more im­
portant aspects of agency operations 
and activities, particularly with regard 
to the Maritime Administration and 
the National Bureau of Standards. 

c. Greater stress should be placed on au­
dits evaluating the programs of the 
Economic Development Administra­
tion. 

In commenting on our fmdings , the As­
sistant Secretary for Administration con- . 
curred, in general, in our proposal for consol­
idation of the internal audit functions of the 
Department but advised us that the organiza­
tion would be responsible to his office. The 
Assistant Secretary also concurred in our ob­
servations on the need to improve the scope 
of internal and external audits. The Assistant 
Secretary further expressed the view that the 
responsibility for carrying out external audits 
for the Economic Development Administrd­
tion should remain at the agency level. 

Because we believed tha t certain practi­
cal advantages would result from placing re­
sponsibility for these economic development 
audits in the consolidated organization, we 
recommended in a report to the Congress 
in July 1967 tbat the Secretary reconsider the 
Department's position in this matter. 

Effective September 30,1967, a Depart­
mental Order was issued to consolidate the 
Department's audit activities, including eco­
nomic development external audits but ex­
cluding Maritime audit activities. in the Offiee 
of Audits reporting to the Assistant Secretary 
for Administration. Subsequently, in Decem­
ber 1967, the Maritime internal audit staff 
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also was transferred to the Department's Of­
fice of audits. 

136. Of1lMlizational placement of internal au­
dit function-In June 1967 we reported to the 
Administrator, Small Business Administration, 
on our review of the organization and opera­
tion of the Administration's internal audit 
function . We noted tbat, at the outset of our 
review, the in ternal audit function was being 
conducted by separate audit staffs in Washing­
ton and in each of eight area offices. In Wash­
ington, the Audits Division was under the suo 
pervision of the Office of AudHs which re­
ported directly to the Administrator. The au­
ditors in the area offices. although receiving 
technical guidance from the Audits Division in 
Washington, were under the direct control and 
supervision of tbe area administrators who 
were also in charge of operating the various 
programs of the Administration within each 
of the eight geographical areas. 

We have consistently maintained the po­
sition that the internal audit function should 
be placed at the highest practicable organiza­
tional level to make it independent of the ofii­
cals who are directly responsible for the op­
erations being reviewed. By so doing the in­
ternal audit function may more effectively 
serve as an integral part of the agency's overall 
system of management control and may fur­
ther its intended purpose of providing top 
management with objective appraisals of fi­
nancial and administrative controls over the 
agency's operations. 

We had previously recommended that 
the Administration give consideration to re­
moving the internal audit function from the 
Office of the Controller, which directed many 
activities presently under the authority of the 
Office of the Assistant Administrator for Ad­
ministration. and establishing it as an indepen­
dent organizational unit responsible directly 
to the Administrator. Prior to the completion 
of our review, the internal audit function was 
reorganized and was centralized under the Au­
dits Division of the Office of Audits and in­
vestigations which is under the organizational 
responsibility of the Assistant Administrator 
for Administration. The Assistant Adminis­
trator is also responsible for the budgel, ac­
counting, personnel , procurement, and prop­
erty management functions of the Administra­
tion. 



In our June 1967 report, we expressed 
the belief that some improvement in techni­
cal and administrative direction should result 
from the organizational changes made and 
that changes made in the audit guidelines and 
procedures should, if properly implemented, 
correct certain weaknesses such as those 
noted in our review. We stated, however, that 
consideration should be given to having the 
Audits Division report to the Administrator 
so that its function may be fully independent 
of officials who are directly responsible for 
operations. 

137. Centralization of internal auditing activ~ 
ties-At the completion of our review and ap­
praisal of the internal auditing activities of the 
United States Civil Service Commission, we 
expressed the belief that the opportunity for 
the Commission's internal audit function to 
serve as an effective tool of top management 
would be enhanced considerably if the respon­
sibility for conducting the audit activities, 
then assigned to three separate operating di­
visions under the jurisdiction of the Director, 
Bureau of Management Services, were to be 
centralized in a single group responsible to the 
highest practicable organizationallevel-pref­
erably the Chairman of the Commission or the 
Executive Director. 

It was our opinion that the centraliza­
tion of the internal audit organization directly 
under top management would help it to 
achieve a degree of independence essential to 
the maximum effectiveness of the internal re­
view function and would tend to encourage 
appropriate consideration by the various lev­
els of management of the reported fmdings 
and recommendations of the internal audi­
tors. We stated also that, to give reasonable 
assurance to top management officials that 
authorized functions were being accom­
plished effectively, efficiently, and economi­
cally, the scope of the internal audit program 
should be broadened to provide systematic 
coverage of all operations administered by the 
Commission. 

The Chairman of the Commission in­
formed us by letter in Decem ber 1966 that he 
had directed that all internal auditing activi­
ties of the Commission be centralized in a sin­
gle audit organization reporting directly to the 
Director, Bureau of Management Services, 
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which he considered to be at a sufficiently 
high organizational level to give the internal • 
auditors the necessary independence. He 
stated also that the internal audit staff would 
be given unlimited jurisdiction to conduct 
management reviews of organizational struc-
ture, delegations of authority, operations, pro-
ced ures, and personnel practices on a system-
atic basis to ensure coverage of all programs 
and activities over a reasonable period of time. 

Although the above measures should , if 
properly implemented, help increase the effi­
ciency and effectiveness of the Commission's 
internal audit program, we stated in our re­
port to the Congress in March 1967 that con­
tinuing the centralized internal audit activity 
under the jurisdiction of the Director, Bureau 
of Management Services, did not achieve for 
the audit staff the high degree of indepen­
dence that is generally desirable since the Di­
rector had administrative responsibility for ac­
tivities, such as budgeting, procurement, per­
sonnel , and various housekeeping functions. 

138. Internal audit repom and audit guides­
Our review of the direction of the in ternal au­
dit activity at the General Services Adminis-
tration (GSA) revealed that the function of • 
internal auditors was independent of the oper-
ating services, that audit findings were dis-
cussed with cognizant operating personnel and 
submitted to high-level officials to ensure au­
thoritative consideration, and that audit rec­
ommendations were followed up to appraise 
the corrective action. We expressed our belief 
that all these points are necessary for an ade-
quate internal audit activity. 

However, in OUT report issued to GSA in 
March 1967, we pointed out areas of the in­
ternal audit program which we believed could 
be improved. GSA has agreed to take appro­
priate action on our proposals. 

We noted that internal audit reports to 
management tended to highlight the deficien­
cies found, without identifying the basic 
causes of the deficiencies or recommending 
corrective action designed to assist manage­
ment in preventing recurrences of the defi­
ciencies. Also, internal audit reports failed to 
appraise management's efficiency and its com­
pliance with prescribed policies and proce­
dures. We proposed that in their reports 
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auditors (a) include appraisals of the adequacy 
or inadequacy of internal controls and the 
compliance of operating personnel with pre­
scribed policies and procedures and (b) state 
the basic causes of deficiencies noted, includ­
ing possible weaknesses or failures in internal 
controls, and recommend corrective actions 
to cure the causes of the deficiencies as well 
as the specific deficiencies. 

We also noted that many of the audit 
guid~s in use by the internal auditors were ob­
solete and that in some areas internal auditors 
had not been provided with audit guides. Up­
to-date audit guides provide a basis for unifor­
mity of approach, completeness of coverage, 
and fulfillment of objectives, particularly on 
recurring reviews and multiregional reviews 
conducted by several area audit offices. 

We proposeq that the Director of the Au­
dit Division assign to specific members of his 
staff responsibility for (a) reviewing and ana­
lyzing all changes in GSA policy, organization, 
operation, and accounting handbooks on a 
current basis to evaluate their possible effects 
on eJcisting internal controls and audit instruc­
tions. (b) revising audit guides whenever audit 
instructions are rendered obsolete by organi­
zational and procedural changes in GSA op­
erations, and (c) providing audit guides in 
those· areas where they have not been pro­
vided. 

139. Action on internal audit reports-In Janu­
ary 1967 we reported to the Congress on the 
disposition made of certain questions raised 
by the internal audit staff of the Bureau of 
Employment Security, Department of Labor. 
We stated that in many instances the Bureau 
did not take appropriate action to correct the 
conditions disclosed by its internal auditors in 
their audits of State employment security 
agencies. We expressed the belief that , in the 
majority of those instances where the State 
expenditures were allowed to stand, the ques­
tions raised by the internal auditors were valid 
and that the Bureau did not take sufficient ac­
tion to examine into the underlying causes of 
the conditions reported or to obtain appropri­
ate correction by the States. 

In our examination we found several ex­
penditures which the internal auditors had 
questioned on the basis that State law had 
been violated but we nOLed that the Bureau 
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had not taken appropriate action to resolve 
their legality. We noted also that the Bureau 
had no prescribed procedures to be followed 
in processing and resolving audit findings in­
volving expenditures which may be contrary 
to State law. 

We recommended that the Secretary of 
Labor require the Bureau to strengthen its ad­
ministrative procedures for following up inter­
nal auditors' fl.Ddings and to provide that the 
underlying causes of questioned expenditures 
be appropriately identified and resolved. Sub­
seq uently, the Secretary of Labor advised us 
that the audit function had been centralized 
under the supervision of the Assistant Secre­
tary for Administration who would monitor 
req uired follow-up actions and that Depart­
ment audit policy would contain adequate 
safeguards to ensure the application of appro­
priate financial management practices, includ­
ing independent follow-through on audit re­
ports and audit recommendations. 

COLLECTION ACTIVITIES 

140. Billings for fo",ign surface-transit .... il­
The Post Office Department receives revenues 
from foreign countrit!s for carrying foreign 
surface-transit mail across United States terri­
tory or on United States vessels in accordance 
with the provisions of multilateral Universal 
Postal Union conventions. Amounts billed for 
transit servict!s are based on test counts of 
transit mail taken every 3 years. Billings for 
calendar years 1966 through 1968 will be 
based On the test made in 1967. 

In our review of the International Ac­
counts segment of the Post Office Depart­
ment's accounting system. we found that the 
Department's procedures for calculating tran­
sit revenue billings to foreign coun tries pro­
vided for reducing the billings by 10 percent to 
cover the weight of mail sacks and items ex­
empt from postage. Such a reduction factor 
was provided for in the Universal Postal Union 
convention signed at Ottawa in 1957, but no 
such reduction factor exists in the Universal 
Postal Union convention signed at Vienna in 
1964, which became effective as of January I, 
1966. 

We discussed this matter with officials of 
the Department, and the procedures for calcu­
lating transit revenue billings were changed to 



eliminate the provision for reducing billings by 
10 percent. Had the Department reduced 
transit revenue billings by 10 percent, as orig­
inally provided for in its procedures, under­
billings of about $120,000 a year could have 
occurred for the years 1966 through 1968 and 
thereafter for the term of the convention. 

141. Charges for training and familiarization 
"""ices provided to foreign nationals-We noted 
that the Federal Aviation Administration 
(FAA) was not recovering from Federal agen­
cies. foreign countries, and in ternational agen­
cies the costs incurred in providing on-the-job 
training and familiarization tours to foreign 
nationals at FAA installations. On the basis 
of the lowest charges made by other Federal 
agencies which incur and recover such costs, 
we estimated that for fiscal year 1965 such 
recoveries would have amounted to about 
$180,000. Of this amount, $ I 38,000 would 
have been recovered from other Federal and 
international agencies and $42,700 would 
have been recovered from non-Federal entities 
and would have served to reduce the Govern­
ment's expenditures. 

In commenting on our f1l1dings, the 
FAA Administrator informed us in December 
1966 that FAA was in the process of amend­
ing its policy to require recovery of appropri­
ate costs for the training of non-Federal par­
ties. He stated that FAA (a) was of the opin­
ion that it was not incurring significant costs 
as a result of this program and that its costs 
would not necessariIy be similar to those in­
curred by other agencies and (b) would re­
examine the training program for foreign na­
tionals to determine whether any additional 
costs were being generated and, upon comple­
tion of the examination, would establish fees, 
if appropriate. 

With regard to the Administrator's state­
ment that the examination would determine 
whether any additional costs were involved, 
we note that regulations of both the Bureau 
of the Budget and the Federal A viation Ad­
ministration provide that reimbursement from 
non-F ederal parties should be obtained for all 
costs involved. irrespective of whether such 
costs would have been incurred if the goods 
and services had not been provided to them. 
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We therefore recommended that FAA 
give consideration to these regulations in its • 
examination into the costs of providing on-the 
-job training and familiarization services to' 
foreign nationals. In June 1967, the Adminis­
trator stated that fulJ consideration would be 
given to all applicable legislation, Bureau of 
the Budget circulars, and FAA regulations 
prior to the issuance of any revised policy 
guidance in this area. 

142. Custom. duties on imported carpet wool 
designated as wastlr Under revised regulations 
the Bureau of Customs, Treasury Department, 
should be able to increase revenues to the 
Government through more consistent applica­
tion of duties on wool material designated as 
waste. 

The Tariff Act of 1930 (as amended) al­
lows carpet wool to be imported duty free 
when it is to be used in the manufacture of 
specified articles, principaUy floor coverings. 
Wool waste resulting from this-manufacture 
is subject to duty if it is usable in the manu­
facture of articles specified by the act but is 
used instead for other purposes. 

We reported to the Congress in June • 
1967 that the Bureau of Customs aUowed 
wool waste resulting from the manufacture of 
specified articles to be sold to manufacturers 
of other articles, such as baseballs and cloth-
ing, without assessment of duty , even though 
the wool waste could have been used for the 
manufacture of articleS not subject to duty 
requirements. We estimated that, in the two 
Customs districts where we made our review, 
the Government could have realized additional 
revenues amounting to as much as $453,000 
for fiscal year 1964. 

Subsequent to our review, the Commis­
sioner of Customs ruled that waste from car­
pet wool , with certain exceptions, is dutiable. 
We have been informed that Customs now re­
quires that a determination be made that wool 
material designated by manufacturers as waste 
is not usable in the manufacture of the speci­
fied articles, before permitting its use or sale 
without the assessment of duties. The action 
taken should result in strengthened adminis­
trative controls over the utilization and 
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disposition of wool waste, in consistent duty 
treatment of wool waste, and in additional 
revenues to the Government. 

143. Billing for item. produced and stored for 
custom<n- During our review of inventories of 
engraved and printed matter at the Bureau of 
Engraving and Printing, Treasury Department, 
we noted that certain types of securities pro­
duced for the Bureau of Public Debt , Trea­
sury Department. and stored at the Bureau of 
Engraving and Printing had been on hand for a 
number of years and represented several years' 
supply. These securities, which had an inven­
tory value of about $400,000, had been pro­
cessed to the stage of completion as requested 
by the Bureau of Public Debt, but the Bureau 
of Public Debt had not been billed for them . 
As a result, working capital of the Bureau of 
Engraving and Printing that otherwise would 
have been available for other uses was tied up 
in this inventory. 

We recommended in November 1966 
that the Bureau consider the feasibility of 
billing ordering agencies for the cost of pro­
ducing securities or other engraved products 
to the stage of printing and processing ordered 
by them, even though stich products are to be 
stored by the Bureau pending receipt of notifi­
cation to complete the work. In January 
1967, we were informed that action had been 
taken to bill ordering agencies for the cost of 
engraved stocks produced and stored by the 
Bureau. 

144. Crediting funds to the aa:ount of the 
Treasurer of the United States-l.n a report issued 
to the Fiscal Assistant Secretary of the Trea­
sury Department in January 1967, we pointed 
out that, because a Federal Reserve bank 
(FRB) was not adhering to depositary arrange­
ments, the availability of the total amount of 
funds deposited by two Government agencies 
was delayed. We estimated that, had the funds 
deposited by these agencies been credited in 
accordance with the FRB's schedule of avail­
ability, the balance of funds available fOT use 
by the Treasurer would have been increased 
by about $925 ,000 daily and that this would 
have reduced interest costs to the Government 
by about $35,000 annually. 
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The Fiscal Assistant Secretary advised 
that, in response to our suggestions, consider­
ation was being given to analyzing the ac­
counts in all Federal Reserve banks and 
branches to ensure that Government receipts 
are crerlited to the account of the Treasurer of 
the United States at the earliest possible time. 

In the same report we pointed out that 
the commercial bank designated as the autho­
rized depositary for internal revenue collec­
tions in Detroit, Michigan, was not transfer­
ring funds to the account of the Treasurer of 
the United States in a branch of a Federal Re· 
serve bank in accordance with the time sched­
ule specified in the agreement with the Trea­
sury Department. We estimated that, if the 
time schedule agreed upon had been used by 
this bank in transferring funds to the Treasur­
er's accounts with the FRB, the availability of 
funds .to the Treasury could have been in­
creased by about $4.6 million daily for the 3-
month period covered by our review and that 
interest costs of about $44,000 could have 
been saved during this period of time. 

Bank officials agreed to take corrective 
action, and we have been advised that the 
Treasury has recouped all losses sustained by 
virtue of the bank's incorrect handling of the 
account. 

145. Nonresident student tuition receivable-In 
a report submitted to the Congress in January 
1967 on our review of the administrahon of 
the District of Columbia Nonresident Tuition 
Act, we stated that not all tuition payable for 
nonresident students had been collected and 
that there was a lack of compliance with the 
prescribed procedures regarding the nonpay­
ment of tuition. A listing prepared by the 
Board of Education subsequent to the issuance 
of our report showed that about $677 ,000 in 
tuition was not collected for students enrolled 
since the inception of the Nonresident Tuition 
Act in January 1961 through June I 967. 

Our examination showed that, at the end 
of the school year 1964-65 , (a) tuition had not 
been collected for 209 nonresident students 
who had been permitted to continue in atten­
dance for all or part of the school year and for 
234 nonresident students for periods prior to 



their withdrawal or dismissal from school and 
(b) tuition had been suspended for 263 non­
resident students pending consideration of 
claims for exemption from the payment of tu­
ition. 

We found that bills had not been issued 
promptly ; that the prescribed procedures for 
reporting delinquent cases for further collec­
tion action and for dismissal of nonresident 
students for nonilayment of tuition had not 
been followed ; and that there was no central 
source of data which was needed for control 
over tuition receivables, for taking prescribed 
collection action, and for taking-in the event 
of noncollection-prescribed dismissal and no­
tification actions. 

The Superintendent of Schools stated in 
July 1966 that, in accordance with our sug­
gestion. consideration was being given to de­
veloping a comprehensive system of control 
over nonresident student tuition receivables. 

With respect to the unpaid tuition , the 
President, Board of Commissioners, stated 
that all of these students' parents resided out­
side the District of Columbia and that collec­
tion of such accounts naturally posed a diffi­
cult problem. He further stated that a suit 
would have to be filed to obtain a court ruling 
on the liability oflocal residents for the tu­
ition of students in their custody and that this 
would establish a legal precedent and deter­
mine the District's future course of action. 

146. Identification of student> subject to tu­
ition payment requirements-Our examination into 
the administration of the District of Columbia 
Nonresident Tuition Act showed that not all 
students subject to the tuition payment re­
quirements of the Act had been identified . 
On the basis of our tests of residence records, 
we estin1ated that in school year 1964-65 as 
many as 400 nonresident students may not 
have been identified as such. The lack of iden­
tification of some students was attributed by 
public school officials, for the most part, to 
the failure of principals to identify nonresi­
dent students during their annual review of 
residence records and to comply with appli­
cable procedures. 

We recommended in our report to the 
Congress, issued in January 1967, that the 
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District of Columbia Board of Education con-
sider req uiring reviews to be made to ascertain • 
whether students indicated by their residence 
records to be nonresident students have been 
properly identified by the various principals. 
Subsequently. we were informed that the of-
fice of the Deputy Superintendent would con-
duct periodic reviews at the schools to deter-
mine whether all nonresident students have 
been identified and reported as such. After 
the issuance of our report, instructions were 
issued by the Superintendent of Schools to re­
quire that the principals certify annually that 
they have complied with the identification 
procedures. 

147. Collection of judgments, fines. penalties 
and forfeitures-ln May 1964 we reported to a 
subcommittee of the Congress on certain 
weaknesses in the policies and procedures of 
the Department of Justice and the United 
States Attorney for the District of Columbia 
concerning the collection of judgments, [mes, 
penalties. and forfeitures. Since then the De­
partment has increased its collections substan­
tially. However, a subsequent review of col­
lection policies, procedures, and practices fol-
lowed by the Department and four selected • 
United States attorney offices showed a need 
for more effective effort in collecting debts 
owed to the Government. In June 1967 we 
reported to the Congress on this situation. 

In the subsequent review, we found num­
erous instances where (a) prompt and persis­
tent follow-up collection actions had not been 
taken, (b) suits had not been filed promptly. 
(c) adequate credit data had not been ob­
tained , (d) judgment liens had not been re­
newed, (e) garnishment proceedings had not 
been used , and (f) adequate attempts had not 
been made to collect criminal fines . We found 
also that some cases with current or future 
collection potential had been closed as uncol­
lectible and that cases involving criminal fines 
had been closed without authority. 

We expressed the opinion that the prin­
cipal causes of these deficiencies were the lack 
of adherence by the United States attorney of­
fices to the Department's collection policies, 
procedures, and guidelines and the lack of ade­
quate supervision, both at headquarters and 
at the United States attorney offices, to en­
sure adherence to existing instructions. 
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We found also that (a) no division or of­
fice within the Department had been assigned 
the responsibility for reviewing and evaluating 
Departmentwide collection activities, (b) fi­
nancial control over outstanding debts had not 
been established , (c) improvement was needed 
in monthly reports of impositions and collec­
tions, and (d) duplication in record keeping 
existed with respect to some collections. 

The Department expressed general agree­
ment with recommendations which we made 
to improve collection activities. It stated that 
several of OUI proposals were being considered 
and that certain corrective actions had been 
taken. 

148. Identification and control of refund. due 
for unused transportation tickets-In April 1967, 
we reported to the Peace Corps Director that 
the agency (a) was not identifying: and obtain­
ing refunds for transportation tickets issued to 
prospective trainees who did not report to 
training sites and failed to return the tickets, 
(b) was not reducing the backlog of unused 
transportation tickets to be processed fo r re­
funds, and (c) was not adequately accounting 
for these receivables . 

The Peace Corps advised us in May 1967 
that (a) the application of a procedure sug­
gested during our review had enabled the agen­
cy to identify and request refunds from car­
riers for the unreturned tickets, (b) proce­
dures were being implemented to establish a 
system of accounting control for unused 
tickets, (c) procedUIes were being developed 
for automated processing of unused tickets by 
a computer, and (d) the Director of the Peace 
Corps was reviewing staffing needs in this 
area. 

149. Increasing effon to collect or otherwise 
settle debtors' accounts-In January 1967 we re­
ported to the Congress tha t there was a need 
for the Farmers Home Administration (FHA), 
Department of Agriculture, to develop a plan 
for the systematic servicing of certain debtors' 
accounts (called collection-only accounts) and 
to establish necessary review procedures to en­
sure that the plan is adhered to. Such action 
would result in substantial benefits to the 
Government through recoveries of amounts 
owed and from elimination of the administra-
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tive expenses which are incurred when ac­
counts are maintained that could be collected 
or otherwise settled by compromise, adjust­
ment, or cancellation. 

On the basis of OUI review of selected 
collection-only accounts in six counties in the 
State of Texas, we estimated that, of the total 
of $3.2 million of such accounts in these 
counties, accounts totaling about $274,000 
could have been collected in full and some 
portion of accounts totaling about $948,000 
could have been collected through other set­
tlement actions. In addition, we found that 
many accoun ts had no potential for recovery 
and therefore should have been canceled as· 
soon as cancellation was permitted under ap­
plicable regulations. 

FHA advised us that the agency agreed in 
general with our recommendations and issued 
detailed instructions requiring that increased 
effort be made to collect or otherwise settle 
such accounts. The new instructions issued 
by the agency as a result of our report should , 
if properly implemented, result in significant 
benefits to the Government. 

150. Collection of amounts due from patients­
Applicable laws provide for charging patients 
of Saint Elizabeths Hospital. Department of 
Health, Education, and Welfare, for their care 
if they have the ability to pay. The Hospital, 
which has custody over the funds of some of 
its patients, makes semiannual reviews of the 
balances in patients' accounts to determine 
whether there are any funds excess to their 
needs which can be applied to their indebted­
ness for Hospital care. 

During our review, we noted that a num­
ber of patients who owed substantial amounts 
for hospital care had been permitted to retain 
balances of $1,000 or more , and there was no 
record explaining this condition. Further in­
quiry indicated that the guidance provided to 
Hospital officials was not specific as to when 
such funds should be applied to payment of 
patients'debts. Also, with respect to patients 
acquitted of crimes by reason of insanity, 
Hospital officials were not sure of their legal 
authority to apply patients' funds to their 
debts for Hospital care. 



In April 1967, we proposed to the Super­
intendent of the Hospital the adoption of 
more specific guidelines regar<ling the use of 
patients' funds and the resolution of the un­
certainty involving the Hospital's legal author­
ity. In September 1967 we were informed 
that the Hospital had established policy guide­
lines for collecting fees from patients. We 
were informed also that the Hospital had re­
solved the question regarding its legal author­
ity and had collected $37,000 from accounts 
of insane patients. 

151. Expediting deposit of collection .. ·ln a 
March 1967 report to the Executive Vice Pres­
ident of Commodity Credit Corporation 
(CCC), Department of Agriculture, we sug­
gested that CCC could reduce its interest costs 
by expediting the deposit of certain collec­
tions. We estimated that implementation of 
our recommendations would result in interest 
savings of at least $125,000 annually. 

CCC borrows funds from or repays funds 
to the United States Treasury on a day-to-day 
basis, depending on its need for operating 
funds, and pays interest on the amount bor­
rowed. The deposit of CCC collections en­
ables CCC to reduce its Treasury borrowings 
or avoid additional borrowings. So that inter­
est costs may be kept to a minimum, all col­
lections should be deposi ted as soon as possi­
ble. 

In our report, we recommended that pro­
vision be made for county offices of the De­
partment to deposit funds collected under 
CCC's grain price-support programs with the 
nearest Federal Reserve Bank (FRB) rather 
than exclusively with the Kansas City FRB. 
We also recommended that arrangements be 
made for food processors purchasing wheat 
marketing certificates from CCC to send their 
remittances directly to the nearest FRB rather 
than sending them to a Department of Agri­
culture office in Kansas City for deposit with 
the Kansas City FRB. 

The Acting Executive Vice President, 
CCC, acknowledged that savings could be ef­
fected by adopting the recommended proce­
dures. Subsequently, procedures were revised 
with the objective of having collections depos­
ited at banks where the shortest mailing time 
would be involved. 
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UNITED STATES BALANCE-OF-
PA YMENTS POSITION • 

152. Dec .... ", in commercial dollar .. I .. of ag­
ricultural commodities to foreign countrieHn Au­
gust 1966 we reported to the Congress that, 
after foreign countries started receiving certain 
commodities purchased for local currencies 
under title I of Public Law 480, they Ide­
creased their commercial dollar purchases of 
the same type commodities. We estimated 
that, over a period of approximately 9 years, 
such commercial dollar purchases would total 
about $715 million less than those which the 
countries would have made had they main­
tained the level of their purchases prior to the 
initiation of title I programs. 

Title I of Public Law 480 provides that, 
in negotiations of sales agreements with for­
eign governments, reasonable precautions be 
taken to safeguard usual marketings of the 
United States. The purpose of this provision 
is to avoid having sales for foreign currencies 
under title I displace normal commercial sales 
of United States agricultural commodities for 
dollars. Foreign currencies received from title 
I sales were not as valuable as dollars to the 
United States because, in many countries re- • 
ceiving commodities under title I, the United 
States had accumulated foreign currencies 
which were surplus to its requirements and be-
cause , for the most part, the foreign currencies 
received were not convertible into dollars and 
were generally restricted to the uses stipulated 
in sales agreements entered into between the 
United States Government and the foreign 
governments. 

We expressed the opinion that the de­
crease in dollar purchases could be attributed, 
in part , to the fact that the United States Gov­
ernment had negotiated title I sales agreement 
men ts which did not include terms and condi­
tions designed to avoid such decreases. The 
Associate Administrator, Foreign Agricultural 
Service, Department of Agriculture, informed 
us that, although he believed that the title I 
program had been operated in accordance 
with the legal requirement to take reasonable 
precautions to safeguard usual marketings of 
the United States, a further tightening up on 
safeguards had taken place within the past few 
years. 
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In view, however, of the manner in which 
the statutory provision had been implemented 
and the doubt which we believed existed as to 
whether the Department of Agriculture's in­
terpretation thereof was in accordance wi th 
the legislative intent, we suggested that the 
Congress might wish to express its views con­
cerning the Criteria to be applied in carrying 
out.the law. 

In addition , we expressed the belief that 
certain procedures had not been adequate for 
determining and obtaining compliance by for­
eign governments with the tenns and condi­
tions of negotiated agreements. In this con­
nection, the Administrator, Foreign Agricul­
tural Service, indicated that , in line with our 
proposal. certain corrective action would be 
taken. 

153. Balance-of-payments aspect! of diamond 
barter contracts-In August 1967 we reported to 
the Congress on our examination of the bal­
ance-Qf-payments aspects involved in a pack­
age of barter contracts amounting to $83.1 
million. The barter contracts provided for the 
acquisition of industrial diamonds for the 
stockpile. the conversion of a dollar contract 
for uranium purchases from South Africa, and 
the offshore procurement of military supplies 
and services. 

The report showed that $27.7 million 
worth of proceeds from the barter of agricul­
tural commodities had been used to acquire 
industrial diamonds not needed by the United 
States. This acquisition was made as an in­
ducement to barter contractors in converting 
the uranium contract from a dollar payment 
basis to a barter basis, which was an exception 
to the general policy that barter not be used 
to acquire quantities of strategic materials 
that are in excess of stockpile objectives. The 
exeception was made on the bases that bal­
ance-Qf-payments savings would be achieved 
and foreign policy objectives would be served. 

The $83.1 million barter transaction 
yielded the United States a $55.4 million bal­
ance-Qf-payrnents advantage. However, in our 
opinion, the overall result of the transaction 
was to deprive the United States of an oppor­
tunity to favorably affect its balance-Qf-pay­
ments position by an additional $27 .7 million. 
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Under present program operating con­
cepts, the total level of barter transactions is 
kept under constraint to minimize the possi­
bility of displacing commercial sales of agricul­
tural commodities. This total level is much 
less than the amount of barter proceeds which 
are needed and which can be used to pay for 
goods and services that must be acquired 
abroad with dollars. Under these conditions, 
it is logical to conclude that, in this acquisi­
tion of unneeded industrial diamonds, an op­
portunity was lost to use barter as a device for 
paying for essential goods and services being 
acquired abroad with dollars. 

In commenting on this aspect, the De­
partment of Agriculture indicated general 
agree men t with the concept that each dollar 
of barter exports devoted to the acquisition of 
unneeded materials tends to decrease the net 
balance-Qf-payments benefit to be derived 
from the barter progr3J1L 

The foreign policy considerations in­
volved in this transaction appear to have been 
more of a by-product than a motivating factor. 
Available evidence poin ts to a conclusion that 
the principal benefits expected from the trans­
action were balance-Qf-payments benefits. In 
commenting on the foreign policy aspects, the 
Department of State informed us that it had 
played no role in the decision to acq uire the 
industrial diamonds. We were informed that, 
once the executive branch had decided to ac­
quire the diamonds, the Department of State 
had requested that they be obtained specifi­
cally from the Republic of the Congo. We be­
lieved, therefore, that this transaction shollid 
be judged principally on its economic merits. 

We expressed the belief that there were 
continuing possibilities for obtaining balance­
of-payments advantages by applying the prin­
ciple, wherever possible. that barter should be 
restricted to transactions directly benefiting 
the United Stales balance-of-payments posi­
tion , and we so recommended in this report . 
We were advised that our recommendations 
will be followed. 

We issued this report to infonn the Con­
gress of ways in which the barter program 
could make an even greater contribution to 
the Government's efforts to cope with contin­
uing balance-Qf-payments deficits. 



MANAGEMENT OF AUTOMATIC DATA PROCESSING SYSTEMS 

ACQUISITION OF AUTOMATIC 
DA TA PROCESSING SYSTEMS 

154. Installation of computer systems before 
correction of operating system w ... knesses- Data 
processing equipment at supply depots was re­
placed by the United States Army. Pacific, 
during 1965 and 1966 with large-scale com­
puter systems before certain supply manage­
ment problems had been solved and corrective 
steps had been taken. As a result, a large per­
centage of the supply transactions could not 
be routinely processed by the computers and 
continued to be manually processed as had 
been done in the past. 

In view of the problems that would have 
accompanied withdrawal of the computers, 
we did not recommend that course of action. 
We ilid point out, however. the need for cor­
recting basic weaknesses in operating systems 
if effective use of automatic data processing 
equipment is to be realized. In our report is­
sued to the Congress in April 1967, we recom­
mended that the Secretary of Defense bring 
this matter to the attention of military oper­
a'ting agencies. 

155. Merger of automat ic dll18 processing oper· 
ations-In July 1967, we reported to the Depart­
ment of State (State) and the Agency for Inter­
national Development (AID) that, although 
both agencies were continuing to utilize sepa­
rate automatic data processing (ADP)facilities 
to process information for housekeeping activ­
ities and were planning to separately apply 
ADP to their substantive activities: 

a. The existing ADP systems were largely 
oriented toward essentially similar fi­
nancial and statistical data. 

b. The planned substantive applications, 
which in many cases were unique with 
respect to the agencies' activities, nev­
ertheless would not involve incompat­
ibility in terms of their adaptation to 
ADP. 

c. The geographical locations of the re­
spective agencies' activities were such 
as to permit full service to both by a 
merged ADP facility. 
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We pointed out that substantial efficiency 
and economy could be accomplished by merg­
ing the separate ADP operations of State and 
AID in an ADP service center installa tion de­
signed to serve the needs of both agencies. 

In fiscal year 1965, although a joint State­
AID study of the feasibility of merging the two 
systems was under way, State issued a Ie tier to 
a computer company for a more sophisticated 
new generation computer configuration having 
much greater capacity than those in use by 
State and AID. We therefore wrote a letter to 
responsible State and AID officials on March 
30, 1965, regarding the feasibility of merging 
the separate operations, in which we pointed 
out that the plans for acquisition of the ad­
vanced eq uipment had not included consider­
ation of the possibility of merger and recom­
mended that they explore such possibility be­
fore making a firm commitment for new 
equipment. State, however, procured and in­
stalled the new computer configuration in 
November 1965. 

• 

State and AID advised us that they 
agreed in principle with our suggestion for a • 
shared State-AID ADP facility and had been 
looking to such a common utility in the future 
but that they ilid not believe this action was 
feasible or desirable at that time. They stated 
that the tentative conclusion of a joint study 
of information management by the agencies 
concerned with foreign affairs activities and 
the Bureau of the Budget indicated that a mas-
ter ADP facility might eventually be used by 
the foreign affairs agencies and that several 
agencies might fInd it essential to maintain 
ADP installations, compatible with and satel-
lite to this central system, to meet agency-
unique data processing problems. 

We suggested that State and AID jointly 
reconsider the merger of the administration, 
management, and other operations of their 
data processing activities, to achieve more eco­
nomical and effective utilization of ADP 
equipment without unnecessary proliferation 
and to improve systems design and program­
ming leading to more effective management of 
ADP operations. We believe that prudent man­
agement dictates prompt efforts in order that 
the advantages of joint application to the pres­
ently compatible agencies activities may be 
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realized. Such joint application could be ex­
tended later to other appropriate areas, in view 
of the incipient plans for substantive applica­
tions. 

156. Centralized evaluation of needs in pur­
chasing equipment-ln our review of selected as­
pects of automatic data processing activities of 
the Department of Agriculture, we noted that 
the Department was planning to place its 
leased electronic accounting machines (EAM) 
under a purchase lease-back arrangement with 
a third-party leasing company. 

With regard to the method of selecting 
the equipment for purchase lease-back, we 
noted that each agency in ·the Department had 
been requested to review its leased EAM 
equipment and deternline whether such equirr 
ment should be purchased outright or leased 
under the purcliase lease-back arrangement. 
We noted that each agency's request to pur­
chase or continue leasing EAM equipment had 
been based on its own equipment needs and 
circumstances and that a Department-level 
evaluation of the agencies' requests in terms 
of the overall needs of the Department had 
not been made. We concluded that savings 
could result if a Department-level evaluation 
and decision were made on this matter. 

We suggested to the Assistant Secretary 
for Administration that consideration be given 
to performing a Department-level evaluation. 
Subsequently, the Assistant Secretary in­
formed us that such an t!valuation had been 
made. This resulted in the purchase by one 
departmental agency , which had planned to 
procure EAM eq uipment for $98,000. of sim­
ilar equipment for $68,000 that was being 
leased by another departmental agency ; as a 
result , savings of about $30,000 were realized. 

157. Adequacy of studies made prior to sequ i· 
sition of AOP equipment- We found that in 1964 
the Bureau of Employment Security Depart­
ment of Labor, had approved the replacement 
of two computer systems by the California 
Department of Employment (CDE) with two , 
more costly, larger eapacity compute r systems, 
although CDE had not justified, to the Bu­
reau's satisfaction, the immediate need for 
such replacement. CDE did not utilize a sig-
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nificant portion of the capacities of the more 
costly systems during a period of at least 8 
months after their acquisition. 

We believe that, if the Bureau had stud­
ied ~DE's automatic data processing (ADP) 
equipment needs more closely or had requlfed 
CDE to do so, such a study might well have 
indicated that the acquisition of one of the 
larger systems could have been deferred and 
that the deferment could have resulted in sav­
ings in rental costs of about $35,000 to the 
Federal Government and abo ut $7,000 to the 
State government. 

We found also that, in March 1966, the 
Bureau approved the replacement of IBM 1400 
series computers with faster, larger capacity 
IBM 360 computers, without having required 
that a study. of sufficient scope, be made to 
ascertain whether the capacities of the replace­
ment computers would be fully utilized. 

In a report to th~ Secretary of Labor in 
September 1966. we recommended that the 
Bureau reappraise its supervision and control 
over the acquisition of ADP equipment by 
State agencies and that the Bureau undertake 
an immediate study of CDE's ADP operations 
to satisfy itself that the IBM systems on hand 
were being used to the fullest extent practi­
cable before it proceeded with its planned ac­
quisition of a third IBM system. Subsequently, 
the Secretary advised us that he concurred with 
our conclusions and recommendations and 
that the Bureau had scheduled a review of 
CDE's facility. He advised also that the Bu­
reau was continuing to improve standards and 
budgetary controls to assure that Stare agen­
cies provide their services by the most econom­
ical means available. 

We were subsequently advised that the 
CDE acquired the third IBM system in J anu­
ary 1967. The Bureau reviewed the operation 
of the system in April 1967. As a result of the 
review, the Bureau and CDE agreed tlla! the 
third system would be released , probably 
about January 1968, and that additional 
equipment would be added to the two other 
IBM systems. 



MANAGEMENT OF UNITED STATES OWNED OR CONTROLLED 
FOREIGN CURRENCIES 

UTILIZATION OF UNITED STATES 
OWNED OR CONTROLLED FOREIGN 
CURRENCiES IN LIEU OF DOLLARS 

158. Reduction of dollar expenditures through 
the use of United Slatesowned or controlled Brazilian 
currency-We examined into the use by the 
Agency for International Development (AID) 
of dollars rather than foreign currency to fi­
nance the local costs of five development proj­
ects in Brazil. These projects were being fi­
nanced by five development loans totaling 
$69.8 inillion of which an estimated $44 mil­
lion was to be converted into Brazilian cur­
rency (cruzeiros) to finance part of the local 
costs of these projects. 

During our review we questioned the 
need to use dollars to finance the local costs 
of the above-mentioned projects since, in our 
opinion, United States owned or controlled 
cruzeiros were available, were not being uti­
lized, and could have been used for this pur­
pose. 

Since 1955 about $572 million worth of 
surplus agricultural commodities have been 
sold to Brazil under title I of Public Law 480, 
and the sales agreements provided for the res­
ervation of the equivalent of about $468 mil­
lion of the cruzeiro funds generated by the 
sales, which are owned by the United States, 
for loans and grants to Brazil for development 
purposes. From April 1963 to December 
1964, AlD made three program or balance-of­
payments loans to Brazil, which generated the 
equivalent of $225.5 million of cruzeiro funds . 
All three of the loan agreements provided that 
the counterpart funds so generated be used for 
mutually agreed upon development purposes. 

Since it appeared that cruzeiro funds 
were or would become available in sufficient 
amounts to finance the local costs of the five 
projects, we proposed to AID that, among 
other things, the five loan agreements be 
amended to permit the use of cruzeiros to pay 
local costs under these loans, subject to the 
availability of cruzeiros at the time loan dis­
bursements were to be made, and that future 
AID budgets fully disclose to the Congress the 
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extent to which dollar funds are used to fi­
nance the local costs of AlD programs, with 
explanations of the reasons. 

In commenting on the f1rst of these pro­
posals, AID stated that it did not believe it 
feasible to amend the loan agreements since 
there had been an unexpected reduction in 
Public Law 480 cruzeiro funds. AID did not 
comment directly on our proposal of full dis­
closure to the Congress of dollar fmancing of 
local currency costs. 

With regard to our proposal that these 
loans be amended, we were inclined to agree 
that little would be accomplished by taking 
such action since (a) there was a decline in 
the availability of United States-owned cru­
zeiros that could have been used in lieu of 
dollars and (b) expenditures under these loans 
increased substantially during the last year. 
Irrespective of the action taken on these 
loans, however, we believe it essential that, as 
a matter of continuing policy, AID provide in 
loan agreements for the use of local currency 
for local costs to the extent that such cur­
rency is available at the time disbursements 
are made and that local currency owned or 
subject to control by the United States not be 
considered as unavailable by being tied up on 
general commitments that are unsupported by 
rum project undertilkings. 

We noted that AID adopted a policy pro­
viding that AID dollar funds not be used to fi­
nance the local costs of AID projects in excess 
or near excess foreign currency countries 
where the primary purpose of the AID coun­
try program is the completion of specific proj­
ects rather than provision of foreign exchange. 
Effective implementation of the new AID 
policy should reduce the unwarranted furnish­
ing Qf balance-of-payments assistance under 
the guise of project assistance. 

159. Use of United States-owned foreign cur­
rencies to pay ocean tran$pOrtation costs-Our report 
to the Congress in December 1966 revealed that 
the United States had, in a recent 12-month 
period, paid ocean carriers about 1.9 million 
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in dollars for transporting military assistance 
program materiel to four countries instead of 
paying them in United States-owned foreign 
currencies which would have im proved the 
United States balance-of-payments position 
and reduced interest costs on the national 
debt. It appeared that no positive action had 
been taken to use excess foreign currencies for 
this purpose because of a previous unsuccess­
ful attempt by the Department of Defense to 
reach agreement with ocean carriers to accept 
foreigI) currencies. 

Our examination revealed that ocean 
carriers would be willing to accept United 
States-owned foreign currencies in payment 
for transporting military assistance cargoes, 
provided they would not receive more than 
could be used to pay for expenses incurred in 
any particular country concerned. It ap­
peared that carriers of military assistance car­
goes would not accumulate more foreign cur­
rency than they could utilize since. in a 12-
month period , those carriers covered by our re­
view spen t dollars Or other hard currencies for 
in-country expenses, which we believe could 
have been paid for in foreign currencies, in 
amounts considerably greater than the 
amounts of foreign currencies they would 
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have received in payment of their military as­
sistance transportation vouchers. 

I n view of the potential for realizing dol­
lar savings by using United States-owned ex­
cess foreign currencies for payment of ocean 
transportation costs of military assistance car­
goes, we proposed tha t the Secretary of De­
fense make a determined effort to work out 
whatever arrangements would be necessary to 
accomplish this. 

The Department of Defense advised us of 
its concurrence in the purpose of Our proposal 
and stated that action had been taken to reex­
amine the feasibility of utilizing United States­
owned excess or near-excess foreign currencies 
to pay for the ocean transportation of not 
only military assistance program cargoes but 
also other Department of Defense cargoes. 
Subsequently, the Department. in revised in­
stmctions, enunciated the policy set forth by 
the Bureau of the Budget governing the utili­
zation of United States-owned excess or near­
excess foreign currencies. Procedures leading 
to the payment of ocean transportation costs 
in foreign currencies had not been established 
at that time. 



MANPOWER UTILIZATION 

PLANNING 

1 60. Evaluation of optimum utilization of man· 
power-Our examination into the utilization of 
manpower by a Military Assistance AdvISOry 
Group (MAAG), in administering the military 
assistance program in a recipient country, re­
vealed that the Department of Defense 
planned to continue the operation of the 
MAAG with reductions in staff although the 
military assistance grant-aid program for the 
recipient country had been vn:tually com- . 
pleted and although available mformatlOn m­
dicated that other United States orgaruzatlons 
in the country could perform the essential re­
sidual functions. 

Substantial reductions had been made by 
the Department of Defense in the size of 
MAAG as the work load had decreased be­
cause of reductions in the military assistance 
program. We believe, however, that greater re­
ductions in personnel and resultant savmgs 
could have been effected had a realistic evalua­
tion been made of the need to continue opera­
tion of functions and duties as carried out in 
recent fiscal years and had a determined effort 
been made to pbase out MAAG and reassign 
responsibHities for essential functions to other 
Unitcd States organizations. 

We proposed that the Secretary of De­
fense take action to (a) reduce the staff of 
MAAG commensurate with its present dimin­
ished duties, (b) proceed with a plan to elim­
inate unnecessary functions and transfer neces­
sary continuing functions to other existing 
United States orgartizations, and (c) terminate 
the activities of MAAG at the earliest practi­
cable time. 

The Assistant Secretary of Defense, In­
ternational Security Affairs, agreed that fur­
ther reductions might have been possible but 
not as large as envisioned by us. Although the 
Assistant Secretary agreed in principle with 
our recommendation that the activities of 
MAAG be terminated at the earliest practi­
cable date, he considered it advantageous to 
continue the operation of MAAG with reduc­
tions in the number of personnel assigned. 
We were subsequently advised of a reduction 
in the manpower authorization as of July I, 
1966. 
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161. Custodial and engineering staffing levels in 
public school ... ln a report submItted to the ~on­
gress in June 1967, we stated that our reVIew 
of the staffing of custodial a,nd en~neenng 
forces in District of ColumbIa public schools 
shows a need for the adoption of guidelin~s 
for use in determining staff reqwrements 10 

these categories. 

The need for adopting suitable. guidelines 
was indicated by apparcnt overstaffmg of cus­
todial and engineering forces ; the cost of 
which could amount to as much as $ I ,200,000 
annually. 

Our views were based on a comparison of 
the number of custodia l and engineering em­
ployees in the District's schools with the num­
ber that would be required under the staffing 
standards published by the Department of 
Health Education, and Welfare. The compar­
ison sh~wed that the District's 179 elementary 
and secondary schools had 3 I 6 more employ­
ees than the number computed by the formula 
standards. 

We also compared the District schools' 
custodial and engineering costs per pupil with 
such costs per pupil in various States, urban 
school districts, and adjacent or nearby com­
munities. The comparison showed that the 
District public schools' custodial and engineer­
ing costs per pupil were higher than the aver­
age school custodial and engineering costs in. 
any of the 45 states for which data were avail­
able and that they were higher than the aver­
age of such costs in most urban school dis­
tricts with populations of 100.000 or more. 
Overall. the District schools' custodial and 
engineering costs were about 85 percent 
higher than the 45-State average. 

As a result of these findings, we proposed 
to the Board of Education that a study be 
made of the District's staffIng requirements in 
these categories, that standards of perfor­
mance be established for use in staffing, and 
that periodic reviews of school operations be 
made to ensure that the standards are upheld. 

The President of the Board of Commis­
sioners although not in full agreement with 
our findings, concurred in our proposal and 
stated that the Board of Education would 
make a study of its custodial and engineering 
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needs and would establish standards of perfor­
mance consistent with standards in cities com­
parable to the District in size and in confor­
mity with special requirements of the District. 

162. Coast Guard Reserve Training Program­
We reported to the Congress in June 1967 
that, to a large extent, the Coast Guard Re­
serve Training Progmm, which cost about 
$23.5 million in fiscal year 1966, was not 
meeting its objective of providing the quali­
fied enlisted personnel that would be needed 
in the event of mobilization. We commented 
on the need for the Coast Guard to explore , 
with appropriate committees of the Congress, 
the feasibility of increasing the number of re-

93-804 0-68-7 
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servists who would receive active duty training 
for periods longer than 5 months and on the 
need to correct certain weaknesses in the 
training provided by reserve units. 

The Acting Command an t of the Coast 
Guard concurred with our conclusion that cer­
tain weaknesses existed in the training pro­
vided by reserve units and indicated that he 
recognized the inability of the Coast Guard 
Reserve to meet stated mobilization require­
ments. He stated that our report should assist 
the Coast Guard in gaining recognition for its 
Reserve Multi-Year Plan, which is considered 
by the Coast Guard to be essential if an effec­
tive and eflicient trained reserve is to be main­
tained . 



PROCUREMENT 

CONTRACT ADMINISTRATION 

, 63. Costs charged to Government contracts 
for transportation by contractor owned or chartered 
aircraft-Our review of nine defense contractors 
who used company operated and chartered 
aircraft extensively. indicated that the addi­
tional cost. as compared with commercial air 
transportation. in most cases outweighed the 
bencfits. In a report issued to the Congress in 
A ugllst 1966. we pointed out that. inasmuch 
as a very high percentage of the work of thes~ 
contractors was under Government contracts, 
the Governmcnt bore practically all of the ad­
ditional cost. The military departments pri­
marily concerned agreed and made certain dis­
allowances in negotiating overhead costs. 

Also, the Armed Services Procurement 
Regulation Committee undertook revision of 
the Regulation (ASPR 15-205.46, Travel 
Costs) to limit allowability of costs incurred 
for travel by aircraft owned, leased, or char­
tered by contractors. On December I, 1966, 
the Regulation was revised to provide that 
such costs are allowable, if reasonable, to the 
extent the contractor can demonstrate that 
usc of aircraft owned, leased. or chartered by 
the contractor was necessary for the conduct 
of his business and that the increase in cost . if 
any, in comparison with alternative means of 
transportation is commensurate with the ad­
vantage gained. 

164. Costs charged to Government contracts 
for bidding and relatild technical efforts-Many con­
tractors are engaged simultaneously in the 
preparation of bids and proposals and in the 
conduct of independent research and develop­
ment. Costs of independent research and de­
velopment chargeable to Government con­
tracts are generally lim ited by advance agree­
ments with the contractors. Advance agree­
ments generally are not made. however, to 
limit bid and proposal costs chargeable to the 
Govcrnment. 

Both functions require similar technical 
effort. Therefore it is difficult to distinguish 
between those costs which pertain to indepen­
dent research and development and are sub­
ject to limitation and those costs which per­
tain to preparation of bids and proposals 
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and are not subject to limitation. Although 
the Armed Services Procurement Regulation 
(ASPR) provides a hasis for limiting charges to 
contracts for bidding costs and relat ed tech­
nical costs incurred by contractors, its provi­
sions are not sufficiently clear and are vari­
ously interpreted. 

We found that about half the $3.8 mil­
lion of bidding and related costs claimed by a 
contractor in I year under contracts with the 
Department of Defense and the National 
Aeronautics and Space Administration either 
were similar to independent research and de­
velopment costs or were not, in OLIT opinion. 
clearly necessary to support the contractor's 
bids and proposals. In our report issued to the 
Congress in March 1967. we stated that the 
items in question included costs incurred (a) 
after the Government had indicated it was not 
in terested in a proposal, (b) before the Govern­
ment had requested a proposal, (c) after a bid 
or proposal had been submitted. and (d) to de­
velop capability for response to anticipated 
future requests for proposals. 

• 

We proposed to the Department of De- • 
fense and the National Aeronautics and Space 
Administration that interim gu idance be pro­
vided with respect to allowability of bid and 
proposal costs pending completion of a study, 
then in process, on combining the cost of in­
dependent research 8nd development and bid 
and proposal technical effort into a single 
package. We were informed that the package 
concept had been dropped. that a new study 
would be undertaken and that it would not be 
feasible to provide interim gwdance. 

We recommended that the proposed 
study be given high priority. As of November 
30, 1967. the study was still in process. 

165. Administration of change order.-ln our 
review of the United States Civil Service Com­
mission 's administration of contracts totahng 
a cost of about $143,000 for the design and 
fabrication of a joint Federal agency science 
and engineering exhibit, we noted that certain 
changes costing a total of about $50.000, 
made in the contracts were not supported by 
wntten change orders prior to completion of 
the work. cost estimates were not sufficiently 



det:liled to pennit appropriate analyses to deter­
mine a reasonable price adjustment, and docu­
mentation was not available to support the rea­
sonableness of contract price adjustments subse­
quently agreed to. 

In a· report to the Commission in January 
1967, we pointed out that , to the extent feasible , 
contracting officers have the responsibility for 
making certain that proposed contract price ad­
justments arising from change orders are fair and 
reasonable in advance of performance of the 
work . We stated that it was essential that ade­
quate and timely cost estimates be obtained and 
considered. 

In line with our suggestion aimed at main­
taining effective procurement operations, the 
Commission brought our findings and views to 
the attention of procurement personnel and 
took additional steps to strengthen its adminis­
tration of contracts. 

166 .. Conformance with contract standards-In a 
report submitted to the Congress in Apri l 1967 
concerning the construction of the Rayburn 
House Office Bwlding, we stated that the perti~ 
nent records of the Architect of the Capitol indi-

•
ated that certain construction work did not 

meet the standards specified in the superstruc­
ture contra~t. This work involved the compres-
sive strength of a reinforced concrete wall, thick­
nesses of concrete slabs in the garage Icvels, uni­
form coloring of concrete in the garage levels, 
compaction of backfill, and condition of gypsum 
block walls in the subbasement. Reporting of 
these instances was not intended to imply that 
they were representative of the overall quality 
of the construction work. These instances 
however related to ordinary and regular con­
struction work for which clear and precise 
standards had been established on the basis of 
considered engineering judgmen t. 

In our analysis of the data underlying 
these instances, we noted some apparent in­
consistencies which we could not reconcile ei­
ther from available documentation or by in­
quiry of the responsible officials. We also 
took note of the fact that extended periods of 
time taken in efforts to resolve differences of 
upinion between contractors and owners re­
garding incidents of nonconformance and the 
continuance of construction in the meantime 
often create a situation wherein practical con­
siderations dictate the acceptance of noncon-• 85 

forming work either as it is or with some im­
provised substitute, sometimes with a credit 
against the contract price. 

It was our view that, as a means that 
might be conducive to minimizing incidents 
when they occur, the Architect should give 
particular attention to accelerating the negoti ­
ation or reported incidents of nonconformance 
with the contractor and. where warranted by 
the significance of any incidents should take 
such positive action, particu larly the ass.,rtion 
of contractual rights, as will help to resolve 
the incidcnts quickly and satisfactorily . 

CONTRACTING POLICIES AND 
PRACTICES 

167. Administration of cost or pricing data r~ 
quirements of law in award of supply and production 
contracts- In a report issued to the Congress in 
January 1967, we pointed out instances of sig­
niticant need for improving administration of 
the cost or pricing data requirements of Public 
Law 87-653 ("Truth in Negotiations" Act). 

We made certain proposals to the Depart­
ment of Defense designed (3) to improve iden­
tification of the cost or pricing data submitted 
and certitied by contractors, (b) to ensure that 
contra ctors were requiring subcontractors to 
submit and certify cost or pricing data, and 
(c) to provide documentation of the d rcum­
stances leading to and the basis for any deter­
minations by contracting officers or contrac­
tors that cost or pricing data were not required. 

A special group was appointed . under the 
guidance of the Office of the Deputy Assis­
tant Secretary of Defcnse (Procurement) to 
study our proposals. As a result of the study, 
the Department of Defense prepared and sub­
mitted to us for review and comment drafts of 
certain revisions of the Armed Services Pro­
curement Regulation . We are working closely 
with the Armed Services Procurement Regula­
tion Committee in reducing these proposed re­
visions to fi nal form. 

168. Administration of cost or pricing data re­
quirements of taw in award of construction co". 
tracts-- We found generally that, in the negotia­
tion of prices of construction contracts and 
contract modifications by the Army Corps of 
Engineers and the Naval Facilities Engineering 
Command , the designated construction 



agencies of the Department of Defense (a) suf­
ficient cost or pricing data supporting the con­
tractors' price proposals. as required by law, 
were not obtained , (b) cost analyses of con­
tractors' price proposals to determine that the 
pri~es were fair and reasonable were not made 
us required by the Armed Services Procure­
Regulation. and (c) related prescribed proce­
dures for utilizing advisory audits were not 
followed. 

In a repon issued to the Congress in June 
1967. we pointed out that the primary reason 
fur noncompliance appeared to be the belief of 
the construction agencies that the require­
ments were not applicable to construction 
contracts because contractors' price proposals 
were evaluated on the basis of comparisons 
with the agencies' own cost estimates. Pri­
mary reliance was placed on such comparisons 
as a means of evaluating the reasonableness of 
prices. 

We proposed to the Secretary of Defense 
that he emphasize to the construction agencies 
the need for improvement in their compliance 
with the requirements of the law in the negoti­
ation of construction contracts and contract 
modifications. The Department of Defense 
agreed and in August 1967 advised us that inc 
structions had been issued to emphasize the 
need for compliance. 

169. Treatment of contractors' rentals under 
long·term leases in negotiation of contract prices-We 
found that a defense contractor had leased 
property for a 25-year period at a total rental 
of $46 mjllion. The cost of the property was 
only $27 million . If the property continues 
to he used almost exclusively for Government 
work (as it has been used in the past) . the Gov­
ernment will ultimately pay. through reim­
bursements of rent , about $19 million more 
than the cost of the property. 

Such a leasing arrangement , although 
more costly to the Government. is advanta­
geous to the contractor. The contractor 
avoids interest expense, not reimbursable un­
der Government contracts. which otherwise 
would be incurred to finance ownership of the 
property. The contractor benefits also from 
the fact that the higher leasing costs are' in­
cluded in the cost base in establishing fees or 
profits on Government contracts. Further-
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more, the contractor is allowed the same prof-
it or fee consideration for furniShing the re- • 
quired facilities whether they be owned or 
leased. Current provisions of the Armed Ser-
vices Procurement Regulation appear to pro-
vide an incentive for contractors to lease rath-
er than purchase such property. 

In commenting on our findings, the De­
partment of Defense stated that (a) the Armed 
Services Procurement Regulation Committee 
would review the rental cost principle and (b) 
a profit review study was underway to develop 
guidelines for establishing fees and profits of 
contractors. The review and study had not 
been completed at November 30, 1967. 

170. Statutory limitation on architect-engineer 
fees-In a report to the Congress in April 1967. 
we noted that major construction agencies 
contracted for architect-engineer services at 
fees in excess of the statutory provisions that 
limit fees payable to architect-engineers to 6 
percent of the estimated cost of construc­
tion. Generally . Federal agencies have inter­
preted the limitation as applying only to that 
portion of the total fee relating to the pro­
duction and delivery of designs, plans, draw-
ings. and specifications. Under this interpre- • 
tation, most of the architect-engineer con-
tracts under which the total fee exceeded 6 
percent would be in compliance with the 
limitation. In our opinion, however, the 
Armed Services Procurement Act of 1947 
"nd the Federal Property and Administrative 
Services Act of 1949 impose the 6-percent 
fee limitation on all architect-engineer ser-
vices. 

We stated that , in our opinion . the pres­
ent statutory fee limitation was impractica­
ble and unsound because (a) the limitation is 
governed by estimated costs which do not 
necessarily relate to the value of the archi­
tect-engineering services rendered; (b) esti­
mated construction costs may not be known 
at the time the limitation must be applied; 
(c) some architect-engineer contracts do not 
involve programmed construction projects; 
(d) the limitation may be partially avoidcd 
by agencies' having their in-house resources 
perform services that have generally heen 
contracted to architect-engineer firms; and 
(e) architect-engineer fees in terms of per­
centage of construction cost vary widely and 
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thus render impracticable the establishment of 
a percentage at an appropriate level to effec­
tively limit the fee for the majority of con­
tracts. 

We recommended that the Congress re­
peal the 6-percent limitation imposed on 
architect-engineer fees by sections 2306(d) , 
4540, 7212, and 9540 of title 10 of the 
United States Code and by section 304(b) of 
the Federal Property and Administrative Ser­
vices Act of 1949, as amended (41 U.s.C. 
254(b ». We expressed our belief that the 
present statutory requirements for competi­
tive negotiation and the submission and certi­
fication of cost or pricing data, if properly ap­
plied to contracts for architect-engineer ser­
vices, should provide adequate assurance of 
reasonable architect-engineer fees. 

Representatives of the Federal agencies, 
the architectural-engineering professional soci­
eties, and the Bureau of the Budget informed 
us that they agreed with our recommendation 
for the repeal of the 6-percent limitation im­
posed on architect-engineer fees. 

171 . Competitive negotiation of architect·engi­
neer contracts-In a report submitted to the Con­
gress in April 1967, we noted that the proce­
dures fo llowed by Federal agencies in selecting 
contractors for architect-engineer services did 
not comply with the requirements of section 
2304(g) of title 10, United States Code, or 
with the Federal Procurement Regulations. 
With certain exceptions, these requirements 
provide that, in all negotiated procurements in 
excess of $2,500, proposals be solicited from 
the maximum number of qualified sources 
consistent with the nature and requirements of 
the supplies or services to be procured and 
that written or oral discussions be conducted 
with aU responsible offerors who submit pro­
posals within a competitive range, price and 
other factors considered . Although most of 
the construction agencies of the Government 
are subject to this requirement, they generally 
solicit a proposal from the architect-engineer 
firm that is selected on the basis of technical 
ability. In our opinion, this procedure does 
not comply with the statutory requirement. 

Agency representatives advised us that 
they were opposed to the concept of soliciting 
multiple competitive proposals. The architec-
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ural and engineering professional societies ex­
pressed their belief that the legislative history 
of Public Law 87-653 , codified in section 
2304(g) of title 10, constituted substantial 
ground for concluding that the competitive 
negotiation requirements of the act were not 
intended to apply to architect-engineer ser­
vices. Additionally , they maintained that, 
even if architect-engineer services were subject 
to Public Law 87-653, the existing agency pro­
cedures were fully consistent with the spirit 
and purpose of the statutory requirement that 
proposals be solicited from the maximum 
number of qualified sources consiste nt with 
the nature and requirements of the services to 
be procured. 

We reported that we found no statutory 
basis that would exempt architect-engineer 
contracts from compliance with the require­
ments of 10 U.S.C. 2304(g) and , therefore, 
were of the opinion that the existing negotia­
tion procedures and practices did not conform 
with these requirements. Recognizing, how­
ever, that the problem of how architect-engi­
neer services can best be 0 btained is a com pIe x 
one, we advised thc agencies that these proce­
dures could be followed until the Congress had 
an opportunity to consider the matter. 

We stated that, although we were of the 
opinion that the procurement of architect­
engineer services were and should be subject 
to the competitive negotiation requirements of 
Public Law 87-653, we thought that, in view of 
past administrative practices in the procure­
ment of such services, it was important that 
the Congress clarify its intent as to whether the 
competitive negotiation requirements were to 
apply to such procurements. We expressed our 
belief that , should the Congress determine that 
it did not so intend, the law should be amended 
to specifically pTovide for an exemption for 
this type of procurement. 

172. Method of computing architect-engineer 
fees-In a report submitted to the Congress in 
April 1967, we pointed out that Federal agen­
cies employ one or more of several methods in 
determining and negotiating fees for architect­
engineer services. The IDOst commonly used , 
however, are the detailed analysis method and 
the percen tage-of -estima ted-construction-cost 
method. We expressed our belief that use of 
the detailed analysis method is more 



appropriate than use of the latter method be­
cause the detailed analysis method is based on 
the estimated value of architect-engineer ser­
vices to be rendered . Furthermore, the per­
centage-of-estimated-construction-cost meth­
od has been attacked by several professional 
architectural and engineering societies. 

We stated that. in our opinion, the re­
quirement for the submission and certification 
by architect-engineer firms of cost or pricing 
data implicitly calls for the negotiation of ar­
chi tect-engineer fees in terms of estimated 
value of the architect-engineer services based 
upon due consideration of cost or pricing data 
submitted by the negotiating architect-engi­
ne~r firm . We believe that this same concept is 
the underlying principle of negotiated con­
tracting and should be followed in the negoti­
ation of all contracts for architect-engineer 
services that are subject to the competitive ne­
gotiation requirements of 10 U.S.C. 2304(g) 
and the Federal Procurement Regulations. 

173. Requirements for submission by prof .... 
sional services contractors of cost or pricing data-In a 
report to the Congress in April 1967, we 
stated that, with certain exceptions, the mili­
tary departments. the National Aeronautics 
and Space Administration , and the Coast 
Gua rd are required by section 2306(f) of title 
10 of the United States Code to obtain cost or 
pricing data in negotiating contracts and that. 
although the Federal Property and Adminis­
tration Services Act of 1949, which applies to 
the remaining Federal agencies, had not been 
amended to require cost or pricing data. the 
General Services Administration had included 
a requirement for furnishing such data in the 
Federal Procurement Regulations similar to 
the requirement in section 2306(f). GSA had 
determined , however. that the requirement 
should not be applied to architect-engineer 
contracts because of their special characteris­
tics. 

Representatives of thc Department of 
Defense informed us that the cost or pricing 
data requirements of section 2306(f) were be­
ing applied without distinction as to whether 
or not architect-engineer services were in­
volved. 

It was our view that the requirements of 
both section 2306(f) and the Federal Procure-

88 

ment Regulations for the submission and certi­
fication of cost or pricing data apply to archi­
tect-engineer contracts. We therefore ex­
pressed the belief that such data should be re­
qui red by all agencies in contracting for archi­
tect-engineer services. 

Subsequently . a representative of GSA 
informed us that consideration would be given 
to revising the Federal Procurement Regula­
tions to require the submission of cost and 
pricing data in negotiating architect-engineer 
contracts. The Bureau of the Budget inform­
ed us informally that it agreed with our views 
in the matter. 

174. Use of civil service employees rather than 
contractor-furnished employees-In a report sub­
mitted to the Congress in June 1967, we 
stated that our review of the relative costs of 
using civil service personnel or of using con­
tractor-furnished personnel to perform engi­
neering and related technical support services 
at the National Aeronautics and Space Admin­
istration's (NASA) Goddard and Marshall 
Space Flight Centers showed that estimated 
annual savings of as much as $5.3 million 
could be achieved with respect to the con­
tracts we reviewed if these services were per­
formed by civil service personnel. 

We pointed out that the indicated savings 
were attributable, for the most part, to the 
elimination of many contractor supervisory 
and administrative personnel, which would re­
sult from a conversion to civil service starting. 
and to the elimination of the fees paid to con­
tractofl'. 

We expressed the view that the Space Ad­
ministration's policies relating to the use of 
support service contracts were not sufficiently 
clear as to the consideration which should 
have been accorded to relative costs in deter­
mining whether to use contractor-furnished or 
civil service personnel. In this regard we were 
advised that the Space Admil1istratio~, al­
though believing that contracting for the ser­
vices involved had been in the best interest of 
the Government, recognized the need for 
more specific guidance on cost considerations 
than had been provided and that such guid­
ance would be part of any redermitiOI1 of poli­
cy res~lting from a current review of agency 
expenence 111 the use of support service con­
tracts. • 
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Because the action to fully correct the 
situation discussed in our report would re­
quire a significant change in the Space Ad­
ministration's policy relating to the use of sup­
port service contracts and because of the pa­
tential effect that a significant change might 
have on the Administration 's civil service 
personnel requirements, we stated that the 
Congress might wish to consider the policy 
aspects of this matler in further detail with 
agency officials. 

In addition, we pointed out that the 
Congress might wish also to explore with 
the Space Administration the impact that 
cost considerations should have in determin­
ing whether to use contractor or civil service 
personnel in those cases where either contrac­
tor or civil service personnel could carry out 
the operation equally well. 

175. Formal advertising for automotive tires 
Ind tubes-In April 1967 we reported to the 
Congress that use by the General SeT\~ces Ad­
ministration (GSA) of negotiated contracts 
for the Government's automotive tire and 
tube requirements did not result in maximum 
price competition. We stated that, on the ba­
sis of our review, we had concluded that , for 
items having the greatest dollar volume, GSA 
could use' advertised rather than negotiated 
contracts because all the essential elements 
were present for successful formal advertising. 

To obtain an indication of the savings 
that could be achieved by advertising for the 
Government's tire and tube requirements. we 
compared the prices obtained by four State 
and two city governments through formally 
advertised contracts with the prices obtained 
by GSA through the negotiated method of 
contracting. On the basis of price compari­
sons of 174 tire and tube items, we estimated 
that the Government could realize annual sav­
ings of about $1.4 million by purchasing these 
items through formal advertising. 

GSA has advised us that formal advertis­
ing will be used for 87 high-volume tire and 
tube items. Also. as a result of our proposals, 
GSA plans to reestablish an item simplification 
study, with the objective of reducing the num­
ber of tires and tubes carried in the supplysys­
tem, which will probably result in lower prices 
because a greater sales volume per item can be 
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offered. GSA also agreed to give continuing 
attention to using formal advertising contract­
ing methods and the commercial distribution 
system of the tire manufacturing industry 
when that method is determined to be the 
most practical and economical. 

176. Revision of method of supplying commer­
cial rental cars-oWe reported (0 the Congress in 
April 1967 that car rental rates obtained under 
General Services Administration (GSA) con­
tracts were substantially lower than the rental 
rates obtained under informal arrangements 
made by Government agencies and their con­
tractors with commercial rental firms. On the 
basis of our review, we concluded that more 
favorable rates were obtained under GSA con­
tracts primarily because such contracts were 
usuaJJy awarded through formal advertising 
and provided for a larger volume of potential 
rental business. We estimated that savings up 
to $350,000 annually could be realized if cars 
being rented under informal arrangements 
were rented . by the using agencies and contrac­
tors, directly from the commercial firms at 
GSA contract prices. 

In October 1966 GSA informed us that 
it concurred with our proposals to : 

a. Reexamine, in consultation with major 
using agencies, its present role in the 
rental of commercial cars for Govern­
ment use , with a view to making a bet­
tcr response to agency needs. 

b. Increase the relative share of such ren­
tals made under its contracts. 

We were advised also by GSA that, de­
spite its having some reservation with respect 
to our proposal that rentals be made directly 
from commercial firms , it would include the 
matter in a full-scale in-depth study to be 
made of ways and means to achieve greater 
economy and efficiency in supplying rental 
cars to Government agencies. GSA advised us 
also of its agreement with our proposal that 
it expand its present contracting for car rentals 
to cover all areas where such action would re­
sult in savings or benefits to the Government. 

177. Utilization of local office machine repair 
firm .... In a report submitted to the Congress in 



February 1967 on our review of the program 
of the General Services Administration (GSA) 
for obtaining repair and maintenance services 
for selected Government-owned office ma­
chines, we pointed out that opportunities ex­
i5ted for savings through the use of contracts 
with lo~al machine repair firms instead of 
through the use of national Federal Supply 
Schedule contracts with machine manufac­
turers. Our review showed that prices paid for 
repa ir and maintenance services for adding 
machines. calculators, comptometers. and elec­
tric typewriters under national contracts were 
higher than prices charged for the same types 
of services under regional contracts and under 
separate arrangemen ts made by Federal , State, 
and local government activities and commer­
cial concerns with selected local repair ftrms. 

GSA, in July 1965 , encouraged Federal 
agencies to study and analyze their office ma­
chine servicing needs as part of a project to es­
I'ablish Government-wide guidelines for obtain­
ing service for office machines. However. be­
cause of the lack of agency responses. GSA 
took no further action. On the basis of ou r re­
view, we concluded that 5ervices furnished un­
der regional contracts and under separate ar­
rangements were satisfactory and that the price 
differences between them and the national 
contracts were not justified by service con­
siderations. We estimated that Federal agen­
cies cou ld have saved up to $1.2 million dur­
ing fiscal yea r 1965 for repair and maintenance 
services fo r selected office machines by using 
local repair firms instead of Federal Supply 
Schedule contractors. 

GSA informed us in August 1966 that it 
agreed with our proposals to (a) expand the 
U$e of regional contracts for servicing office 
machines and aggressively stimulate their use 
by Government agencies and (b) review the 
status of the project to establish criteria and 
guidelines to assist Government agencies in de­
termining the best method of obtaining ser­
vices for office machines. 

178. Architect ... ngin .... ing fees-In a report to 
the Congress in ApriJ 1967 concerning the 
Rayburn House Office Building, we stated that 
the fee payable for architectural services re­
lating to certain segments of the construction 
was significantly more-$3 ,6 13,143 as com­
pared with $3,207,935-than the General Ser-
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vices Administration (GSA) probably would 
have authorized under its criteria at the time 
( 1955) the contract for these services was ne­
gotiated by the Architect of the Capitol. The 
fee was based upon 5~ percent of the total 
construction cost for the Tiber Creek sewer 
relocation, the foundation, the structural stee~ 
and the superstructure of the Rayburn House 
Offtce Building and provided for architectural 
and engineering services related thereto. The 
rate was in line with recommended minimum 
rates approved by the Washington-Metropol­
itan Chapter of the American Institu te of Ar­
chitects in June 1947. 

GSA architect officials advised U5 that 
GSA's table of rates which was in effect in 
1955 would be generally applicable to the 
Rayburn Building and that , although the ba­
sic rate in the case of the Rayburn Building 
would be about 3Y, percent of the estimated 
coristruction cost. they were of the opinion­
that a rate of 4 percent would be reasonable, 
predicated on the complexity and the exten­
sive detail involved in designing the Rayhurn 
Building and subject to the comparability of 
the architectural services required under the 
Rayburn Building architect-engineer contract 
with those required by GSA. 

The Architect of the Capitol stated that 
his long experience had indicated that congres­
sional committees or commissions overseeing 
various projects are interested in obtaining the 
best architectural-engineering talent available 
and in paying a fair fee for services rendered; 
thus the Arch.itect and such committees and 
commissions have generally accepted the 
guidelines of the American Institute of Ar­
chitects in estabHshing fees. He stressed that 
the design of buildings constructed on Ca pitol 
Hill differed considerably from the design of 
those constructed by GSA in more recent . 
years and that the more in tricate design of the 
Capitol Hill buildings resulted in more costly 
architect-engineering fees. 

We ex pressed our belief that the allow­
ance of a proper fee giving a fai r profit is not 
unique to the Architect of the Capitol, for it 
is a basic objective in contracting by all Fed­
eral agencies. We pointed ou t also that com­
plex design generally is reflected in higher con­
struction costs which in turn increase the 
architect-engineering fee apart from an in­
crease in the rate, in those cases where the fee 
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is based on a percentage of construction costs. 
In the case of the Rayburn Building. this ef­
fect was panicuJarly apparen t because of the 
extensive use of marble , granite, and other 
high-priced materials which of themselves aug­
mented or intensified the architects' services 
out of proportion to what they would have 
been if less of these materials had been used . 

179. Need to keep contract changes to a mini· 
mum-In a report to the Congress in April 1967 
concerning the construction of the Rayburn 
House Office B uiJding, we sta ted tha t costs of 
changes which had been formalized into 
change orders numbered about 1,450 and to­
taled approximately $8 million at June 30. 
1965 , and that , according to the Architect of 
the Capitol's records, proposals by contractors 
for changes not formalized at that date totaled 
a cost of about $668,000. Some of these 
changes represented items which the House 
Office Building Commission had considered 
during the design and planning stages but had 
excluded from the basic construction con­
troicts as awarded, and other changes were ap­
proved to meet certain situations wldch de· 
veloped subsequent to award of the basic con­
tracts. 

Certain of these changes a~'Tegated a 
cost in excess of $2 million and included the 
cafeteria, gymnasium annex, women's health 
facilities , clocks in members' offices, opera­
tion and maintenance of building equipment, 
and procurement of additional furnishings. 
Certain other changes totaling a cost of about 
$2.2 million resulted from the decision of the 
Arcrutect to proceed with some segments of 
construction, principally the foundation, be­
fore the plans for other segments were final­
ized, a procedure not generally followed in 
construction. 

We reported that we also found many 
changes for wruch (a) the contractors' propos­
als were not sufficiently specific to permit a 
judgment as to the reasonableness of the pro­
posals and (b) the documentation supporting 
the review by the Architect was not sufficient­
ly informative to determine the effectiveness 
of the Architect's reviews of contractor pro­
posals' and the reasonableness of the prices 
agreed upon. These conditions related prin­
cipally to the verification of unit prices and 
material quantities,labor rates and hours, 
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equipment rental rates and hours of usage, 
and details of price adjustments reSUlting from 
negotiations. 

We concluded that (a) the added costs 
which arc implicit in contract changes may be 
substantially reduced in future construction if 
the significant features that should be included 
in a construction project can be decided upon 
before fmalization of the plans and specifica­
tions in such a conclusive manner as will min­
imize extensive chang~s ; (b) an effective sys­
tem is needed by the Arch.itect to ensure ade­
quate documentation for the various elements 
of contract changes; and (c) the Arch.itect 
should consider the practices generally fol­
lowed in Government and private construction 
that, in the absence of compelling circum­
stances. plans and specifications for all seg­
ments of construction should be fmalized and 
integrated before any construction is started 
and that bids for construction should be solic­
ited and awarded on the basis of single con­
tractor direction and responsibility. 

180. Consolidation of requirements for smalt 
office ma<:hines-- We noted that, during fIScal 
year 1964, the Post Office Department issued 
63 purchase orders for 1,895 typewriters and 
183 purchase orders for 2,9 19 adding ma­
chines and calculators. We also noted that , in 
fiscal year 1964, the General Services Admin­
istration (GSA) made only one procurement 
of small office machines for the Department, 
consisting of 405 typewriters for third-class 
post offiCeS. GSA used competitive procure­
ment procedures in acquiring these typewrit­
ers and obtained a price which was 17.5 per­
cent less than the lowest price available, after 
discount , for similar typewriters under the 
Federal Supply Schedule contract with the 
same company. 

In an April 1966 report to the Postmas­
ter General, we recommended that the Depart­
ment determine its annual requirements for 
small office machines in advance, by machine 
capacity. and submit these requirements to 
GSA for competitive procurement. 

By letter dated June I, 1966, the Depart­
ment advised us that it had taken action to 
implement our recommendation. Subsequent­
ly, the Department submitted i1s fiscal year 
1967 requirements for typewriters, adding 



machines. and calculators to GSA for competi­
tive procurement. GSA acquired these ma­
chines at a total cost of about $266,200, 
which was abou t $83.000 less than if the ma­
chines had been procured on the basis of the 
lowest prices available under the Federal Sup­
ply Schedule. 

, 81. More timely replacement of motor vehi­
cles-· In a report submitted to the Congress in 
August 1966. we expressed the belief that the 
Post Office Department could achieve substan­
tial savings if action were taken to obtain more 
timely replacement of older vehicles. 

Our anal ysis of the repair and mainte­
nance costs of selected vehicles of ')(,-ton and 1-
ton capacities showed that vehicles that were 
6 or more years old had been substantially 
more costly to maintain than newer vehicles. 
We estimated that the costs for operating over­
age vehicles at the facilities we reviewed was 
$110,000 greate r in calendar year 1964 than 
the cost would have been for operating newer 
vehicles for the same number of miles. If the 
cond itions found in the seven facilities we re­
viewed are typical of the conditions at other 
locations. there may be substantial additional 
costs attributab le to the operating of overage 
vehicles throughou t the postal service. 

The Department had con tinued to oper­
ate vehicles beyond their scheduled replace­
ment dates primarily because the ordering of 
ne w vehicles had been delayed and because, 
when vehicle requirements had been estab­
lished, full consideration had not been given to 
administrative and production lead time. We 
found that. although the Department generally 
had anticipated receiving new vehicles in the 
same fiscal year in which funds fo r these vehi­
cles were made available, the Department did 
not receive the vehicles when anticipated . 

We brought these matters to the atten­
tion of the Postmaster General and recom­
mended that the Department strengthen its 
procedures to provide greater assurance that 
vehicles are replaced when it is most economi­
cal to do so and that vehicles required for new 
service routes are obtained in a timely manner. 

The Postmaster General agreed that the 
Department should strengthen its program for 
replacement and procurement of motor vehi­
cles. He informed us that, subsequent to our 
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review, there had been an improvement 
through the requisitions being submitted ear­
lier to the General Services Administration. 
He stated also that the General Services Ad­
ministration was devoting considerable effort 
to expediting contract awards and securing on­
time contract performance. He further in­
formed us that the Department would con­
tinue studies to reduce the time required to 
complete delivery of vehicles and that requests 
for funds would recognize reasonable produc­
tion lead times. 

182. Purchase vs. lease of motor vehicles--ln a 
May 1967 report to the Postmaster General, 
we pointed out that signi ficant savings could 
have been realized by the Government by 
owning rather than leasing motor vehicles for 
use in the transportation of mail. 

Our review at three of the Post Office De­
partment's 15 postal regional offices indicated 
that savings of about $200.000 probably could 
have been achieved in calendar year 1965 if 
Government-owned instead of leased vehicles 
had been used in the transportation of mail. 
We concluded that there was a need for the 
Department to emphasize to cognizant re­
gional officials the importance of submitting 
more realistic requests for new Government­
owned vehicles to replace leased vehicles ; 
moreover, there was a need for the Depart­
ment's headquarters to review more closely 
the requests submitted by the postal regions. 

We recommended that the Department 
issue instructions requiring the postal regional 
offices to specify in their annual requests fo r 
new vehicles the number of proposed Govern­
ment-owned vehicles that are for replacing 
leased vehicles. 

In Jul y 1967 the Deputy Postmaster 
General advised us that ou r recommendations 
had been adopted and that appropriate in­
structions for implementing them had been 
issued. 

183. (jiteria for purchase of safes, vaults, and 
other protective equipment-In a report to the 
Postmaster General in June I 96 7 we poin ted 
out that there were considerable differences 
in the types, quantities, and costs of the 
safes, vaults. and other protection eq uipment 
being used by different post offices having 
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essentially similar protection requirements. 
We found that safes frequently were being 
used inside vaults, although other less expen­
sive types of equipment such as wire screen in­
ner separations and storage cabinets probably 
would provide adequate protection for stamp 
stock, cash, and other valuables. We pointed 
out also that the Post Office Department did 
not have adequate criteria regarding the quan­
tities and types of protective equipment au­
thorized for use in post offices of different 
sizes and protection requirements. 

During fiscal year 1966, the Department 
purchased 17 different types of protective 
equipment at a cost of about $1 .2 million. In 
our report, we expressed the opinion that con­
siderable savings could be achieved throughout 
the postal service by determining the quanti­
ties and types of equipment needed for provid~ 
ing adequate protection and by utilizing the 
equipment found to be excess to reduce future 
procurements of protective equipment. 

We also expressed the opinion that, in 
view of a recent decision by the Department 
to discontinue purchasing the types of protec­
tive equipment previously considered as stan­
dard equipment and to commence a long-range 
program of gradual replacement of existing 
equipment with new, more costly types, both 
the adequacy of protection and the utilization 
of protective equipment would be improved 
through the development, issuance, and en­
forcement of specifit criteria or standards re­
garding the types and quantities oj; protective 
equipment to be used in post offices of differ­
ent sizes under various operating conditions. 

We recommended that the Department 
take necessary actions to develop, issue, and 
enforce specific criteria regarding the types of 
protective equipment to be used in post of­
fices of different sizes, taking into consider­
ation the costs of the equipment in relation to 
the risks involved. 

The Department concurred with our rec­
ommendations and informed us that actiorr 
had been initiated to develop , issue, and en­
force specific criteria regarding the types of _ 
protective equipment to be used in post offices 
of different sizes, taking into consideration the 
equipment in relation to the risks involved and" 
the use of existing vaults for safeguarding the 
Department's assets . 
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184. NogotiatIId pn>CUnomenb for profiooional 
... -.In August 1966 we reported to the 
Congress on our review of the contracting prac­
tices followed by the Land and Natural Re­
sources Division of the Department of Justice 
in negotiating contracts for the employment 
of appraisers to value land in Indian claims lit­
igation. We found a need to improve contract­
ing by strengthening contracting procedures 
and establishing guidelines to aid in determin­
ing the reasonableness of appraisers' proposed 
fees. We found that uniform procedures or 
guidelines had not been prescribed for aiding 
attorneys who select appraisers; management 
had not effectively reviewed contracting ac­
tions; appraisers had not been required to fur· 
nish such basic data as estimated man-days, 
per diem rates for personal services, travel, out­
side fees, printing, overhead, or other expenses 
in support of their bid proposals; and there 
was usually an absence of negotiations between 
attorneys and appraisers. 

In response to our proposals and recom­
mendations, the Department (a) issued formal 
contracting procedures to govern the procure­
ment of appraisal services, (b) requires ap­
praisers to furnish fmancial or other fee infor­
mation in support of bid proposals, (c) 'pre­
scribed criteria to guide attorneys in determin­
ing the reasonableness of appraisers' proposed 
fees, (d) requires contracting officials to nego­
tiate with appraisers after receipt of initial pro­
posals, and (e) prOvided for periodic reviews of 
contracting activities to determine that pre­
scribed policies and procedures are being effec­
tively carried out. 

185. U. of i ... _ ....... In contnICt pricing­
In August 1967, we reported to the Congress 
that the Corps of Engineers (Civil Functions), 
Department of the Army, needed to improve 
its policies and procedures for estimating con­
tract costs, ev.aluating contract bids, and 
awarding contracts for dredging. 

Our review indicated that some Corps 
dredging was not accomplished as economi­
cally as possible and, in our opinion, the 
Corps' practices in awarding contracts for 
dredging did not comply with the. law and re­
sulted in some contracts. being awarded at 
prices in excess of stautory limitations. 



The law under which the Corps awards 
contracts fo r dredging stipulates that appropri­
ated funds sha ll not be used to pay for any 
work done by contract if the contract price is 
more than 25 pe rcent in excess of the esti­
mated cost of the Government's doing the 
work with its own equipment and crews (in­
house). Our review showed that the Corps 
generally does not prepare in-house estimates 
but, rather, awards contracts for dredging to 
the contractor whose bid price is low and is 
not more tha n 25 percent in excess of the 
Corps' estimate of fair and reasonable cost to 
a contractor, exclusive of profit. 

We examined dredging costs incurred un­
der 32 contracts for one large dredging project 
and compared these with our estimates of the 
costs that the Corps would have incurred if it 
had done the same work in-house. We believe 
that 11 of the contracts were awarded at prices 
that were about $2.1 million in excess of the 
statutory limitation. We believe also that these 
con tract prices were about $4.4 million in ex­
cess of the costs that would have been incurred 
if the work had been done by the Corps itself. 

We recommended that the Secretary of 
the Army direct the Chief of Engineers to re­
vise the Corps' regulations to require that the 
Corps award future dredging contracts in com­
pliance with the law. 

The Department of the Army disagreed 
with our findings and sta ted that present poli­
cies and practices of the Corps aTe in accor­
dance with the policies and intentions of both 
the Congress and the administration : that civil 
works projects are being conducted in a man­
ner most economical and advantageous to the 
Government: and that the longstanding prac­
tical interpretation and application by the 
Corps of the law shou ld not now be over­
turned . 

We brought our finding to the attention 
of the Congress in the event that it wished to 
express its views regarding present policies fol­
lowed by the Corps in awarding contracts for 
dredging. We suggested that, if the Congress 
should determine that the Corps' present poli­
cies and procedures applicable to its dredging 
operations are to be continued, consideration 
be given to revising or repealing the provision 
of law previously referred to-section 624 of 
title 33, Uni ted States Code. 
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FA CILlTIES. CONSTR UCTION. 
AND LEASING 

186. Manllgement procedures for inspection of 
public buildings cx'"stnlction-We reported to the 
Congress in May 1967 that inspection practices 
employed by the General Services Adm inist ra­
tion (GSA) were not adequate to ensure com­
pliance with contract specifications in regard 
to the water content of concrete delivered to a 
construction site in Washington. D.C. The wa­
ter content of concrete is one of the most crit­
ical factors in obtaining quality concrete. Our 
report also showed that there were discrepan­
cies in the use of concrete cu ring compound 
and in the performance of concrete testing. 

Although our review was confined to 
three projects in Washington , D.C., our find­
ings indicated weaknesses in GSA policy and 
procedure matters affect ing inspection of con­
struction , which we believe has applicability 
to GSA construction in general. In our report 
we made certain proposals to GSA in respect 
to these weaknesses. 

GSA concurred generally with our pro­
posals and advised the Committee on Govern­
ment Operations, House of Representatives, 
that, as a result of our recommendations, vari­
ous actions had been or would be taken to im­
prove its testing and inspection procedures. 

187. Development of soil mechanics and foun­
dation engineering capabitity- Tn a review of 28 
contracts for the construction of public build­
ings administered by the General Services Ad­
ministration (GSA). we found that , in 15 of 
the con tracts . the Government had encoun­
tered construction difficulties because of foun­
dation design problems and unanticipated 
soils conditions. 

In a report submitted to the Congress in 
May 1967, we discussed foundation problems 
encountered by GSA and expressed ou r opin­
ion that, if GSA's engineering staff had in ­
cluded specialists trained in soil mechanics and 
foundation engineering, certain of the diffi­
cu lties could have bee.n an ticipated and 
avoided and the costly effects of other diffi­
culties could have been minimized. 

In view of the wide scope of the GSA 
construction program and the significance of 
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foundation problems encountered, we pro­
posed to the Administrator of General Ser­
vices that soil mechanics ancJ roundation en­
gineering capability be developed within 
GSA. In January 1967 the Administrator 
advised us of various actions that were being 
taken in an effort to minimize soils and foun­
dation problems. 

188. Determining space requ irements- In 
April 1967 we reported to the Congress that 
the Federal Aviation Administration (FAA) 
was incurring additional costs because its 
leased medical research facility at the Aero­
nautical Center in Oklahoma City was larger 
than needed. We found that. in planning for 
the building, FAA did not establish reasonably 
firm staffing requirements before deciding up­
on the size of building to be constructed. We 
believe that, if staffing requirements had been 
reasonably establlshed, a smalle r structure 
could have been built and leased , and FAA 
would have realized a substantial reduction in 
space rental costs which, under the existing 
arrangements, will amount to about $8.5 mil­
lion over the 20-year term of the lease. 

We proposed that the FAA Administrator 
direct that appropriate agency officials study 
the prospects of improving the utilization by 
either ~AA or by other Government agencies 
of available space in the research building at 
Oklahoma City. 

The FAA Administrator informed us that 
FAA recognized the space utilization problem 
at the research building and he indicated that 
efforts had been or would be made to locate 
research-oriented activities in the building. We 
recommended that , if these efforts did not ma­
terialize, FAA consider the feasibility of locat­
ing nonresearch activities in the building. 

We noted also that FAA was planning the 
construction of three technical and administra­
tive buildings at the National Aviation Facili­
ties Experimental Center, Atlantic City, New 
Jersey. The buildings, then in the design 
stage, were expected to comprise about 
482,000 square feet of space and house about 
I, I 00 employees. The estimated construction 
cost was $15 million. On the basis of our re­
view of FAA's planning of space req uirements 
for the research buildings at the Oklahoma 
City Aeronautical Center, we proposed that 
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agency plans for these buildings be based on 
reasonable estimates of its staff requirements: 

The FAA Administrator informed us in 
November 1966 that he would issue guidelines 
for measuring technical or special purpose 
space needs and that he would require that 
such needs reflect reasonable estimates of 
staffing needs expressed in terms of space re­
quirements . 

, 89. Space standards for administrative offices.­
The Post Office Department has sole responsibil­
ity for planning the space for facilities to be ac­
quired under its leaSing authority. A question ex· 
isted, however, as to whether the General Ser­
vices Administration (GSA) Or the Department 
was responsible for establishing standards for the 
administrative office space to be occupied by 
the Department in federally owned buildings; the 
Department had used its own space standards in 
planning administrative offices for both leased 
and federally owned buildings. 

In the 10 major leased postal installations 
we reviewed. the Department's space standards 
provided for administrative office space which 
average.d about 32 percent more than would 
have been provided under standards estab­
lished by GSA for offices of employees of 
other Federal agencies having similar grades 
or responsibilities. The GSA space standards 
were developed, with the cooperation and con­
currence of more than 60 Federal agencies, on 
the basis of studies made to determine the 
amount and type of space required for em­
cient operations. 

In 3 report to the Congress in December 
1966. we estimated that, if the 10 leased facili­
ties induded in our review had been planned 
on the basis of GSA spa<:e standards, savings 
in rentals amounting to about $88,000 annu­
ally. or about $2.6 million over the lives of the 
leases. might have been realized. Since the De­
partment has a continuing program for acquir­
mg new facili ties to meet its expanding needs, 
we concluded that substantial savings to the 
Government would result if office space were 
planned on the basis of standards comparable 
to those established by GSA. 

We recommended that the Congress give 
consideration to enacting legislation that 
would make GSA responsible for establishing 
or approving standards to be used by the 



Department in planning administrative space 
in both leased and federally owned buildings. 

In commenting on our report, the Post­
master General stated that the Department 
proposed to adopt office space standards more 
in line with current needs and GSA's allow­
ances. In a subsequent letter to the Director. 
Bureau of the Budget. the Postmaster General 
stated that the Department had received an in­
vitation from GSA to participate in a joint ef­
fort to issue an Occupancy Guide or something 
comparable for the Department's administra­
tive office space. He stated further that the 
Department planned to work with GSA on the 
proposal. 

In March and April 1967, in comments 
on bills proposing to extend the Postmaster 
General's 30-year leasing authority, we ad­
vised the Senate Committee on Public Works 
and the House Committee on Post Office and 
Civil Service that. if an Occupancy Guide were 
developed for the Department's administrative 
office space under the standards used by GSA 
in developing Occupancy Guides for other' 
Federal agencies. we believed that there would 
be little or no need for legislation that would 
make GSA responsible for either establishing 
or approving the standards to be used in plan­
ning the office space to be provided for the 
Department's administrative activities. 

190. Subleasing office space--The Post Office 
Department usually plans major leased postal 
facilities on the basis of the requirements for 
administrative office space for 20 future years. 
with the result that most new facilities con­
tain substantial amounts of unneeded office 
space during the first few years after the facili­
ties are constructed. This excess space is gen­
erally dispersed throughout the administrative 
sections as unassigned offices or as part of of­
fices designated for organizational groups 
whose functions are expected to increase in 
the future. 

In December 1966 we reported to the 
("ongress that, with adequate advance plan­
ning. much of the excess office space could be 
consolidated in one area so as to facilitate sub­
leasing until the space is needed by the Depart­
ment. We estimated that. for 8 of the 10 
leased facilities included in our review, the 
Government could reduce rental costs by 
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about $147,500 annually by subleasing the 
planned excess office space to other Govern­
ment agencies that lease space. A portion of 
these savings would be offset by the moving 
and partitioning costs. We pointed out that, 
in view of the Depar1ment's continuing pro­
gram for constructing new facilities, the sav­
ings resulting from suble.asing could be sub­
stantial. 

We proposed that the Postmaster General 
adopt a policy of subleasing excess space in post· 
al facilities to the maximum extent practica­
ble. The Postmaster General concurred with 
our proposal and informed us that appropriate 
procedures would be established to implement 
this policy. 

191. Construction vs. lease of major postal fa­
cilities-·I n a report submitted to the Congress 
in November 1962. and in various subsequent 
reports, we pOinted out that significant savings 
were available to the Government by owning 
rather than leasing major postal facilities . We 
found that. although larger Government ex­
penditures would be required during periods 
of construction if facilities were being COIl­
structed for Govemmen t ownership , overall 
fund requirements would be substantially less 
than total rental payments over the terms of 
the leases. In addition, under leasing arrange­
ments the Government was committed to large 
annual rental expenditures. without acquiring 
any equity in the facilities . 

We recommended that, in view of the sig­
nificant savings available to the Government 
by ownership of postal facilities. the Post Of­
fice Department consider a policy of owner­
ship except in specific cases where the cost of 
leasing is clearly justified by other factors. 

The Department initially disagreed, with 
our conclusions regarding the advantages of 
Government ownership over leasing, but suh­
sequently reconsidered its position and con­
eluded that. in most cases, Government owner­
ship of major postal facilities would be more 
economical than leasing. 

At June 30, 1967. the Congress had ap­
proved the construction of 14 major postal fa­
cilities for Government ownership. These ra­
cilities, which will contain about 4 million 
square feet of interior space, are to be 
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constructed by the Department pursuant to a 
delegation of authority by the Administrator 
of General Services under the Public Buildings 
Act of 1959, as amended. The Congress ap­
propriated $50 million for starting the program 
in fiscal year 1968. 

We computed the savings that would be 
achieved during the basic period of the leases 
as a result of constructing the facilities for 
Governmen t ownership instead of leasing them. 
Our computations, which were based 1atgely 
on GSA estimates of rental and construction 
costs supporting the prospect uses for the 14 
facilities, indicated that the savings would 
amount to about $22.3 million. 

The Department has informed us that in 
the future most major postal facilities will be 
proposed for construction for Government 
ownership. Thus, the additional future savings 
from this policy could be quite substantial. 

192. Controls over leae-construction of postal 
facilities- In reports submitted to the Congress, 
congressional committees, and the Postmaster 
General during calendat yeats 1962 through 
1965, we pointed out that (a) the costs to be 
incurred by the Post Office Depattmen t 
through leasing facilities for initial terms of 20 
and 30 y,eats substantially would exceed the 
costs that would be incurred if the facilities 
had been constructed for Government owner­
ship and (b) the Post Office Department gen­
erally had awarded contracts for lease-con­
struction of new facilities , without determin­
ing whether the needed postal space could 
have been provided in new Federal buildings 
constructed under the authority of the Public 
Buildings Act of 1959, as amended. 

As originally enacted, the Department's 
authority under 39 U.S.c. 2103 to lease postal 
facilities for periods of up to 30 yeats was lim­
ited to a period of 10 years ended July 22, 
1964. This authority initially was extended 
until December 31, 1966, and subsequently 
was extended a second time until April 30, 
1967. In reporting on the bill that authorized 
the first of these extensions, the Senate Com­
mittee on Public Works stated that the Com­
mittee believed it prudent that the authority 
be given a limited extension to permit a more 
detailed evaluation of the 30-yeat leasing au­
thority and of other methods of space acquisi­
tion that might be applied . 
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Durin~ 1964, 1966, and 1967, in com­
ments on bills proposing to extend the Depatt­
ment's 30-year leasing authority and in testi­
mony before the Subcommittee on Buildings 
and Grounds, Senate Committee on Public 
Works, we referred to our previously reported 
findings relating to the Department's Icase­
construction programs and recommended the 
establishment of certain controls over the De­
partment's leasing activities. 

Public Law 90-15 , approved May 8,1967, 
extended the Depattment's leasing authority 
under 39 U.S.C. 2103 until June 30,1972, 
and revised the leasing requirements to provide 
controls similar to those that we had recom­
mended. Among other things, these controls: 

a. Require the Postmaster General, be­
fore entering into a lease agreement 
under the authority conferred by sec­
tion 2103, to determine, after consul­
tation with the Administrator of Gen­
eral Services, that it is not desirable or 
feasible to construct a postal facility 
under the provisions of the Public 
Buildings Act of 1959, as amended ; 
and 

b. Require the Postmaster General, at 
least 30 days before entering into a 
lease agreement under either section 
2103 or section 2102 of title 39 for a 
special-purpose post office building 
having gross floor space exceeding 
20,000 square feet , to transmit to the 
Senate Committee on Public Works 
and the House Committee on Post Of­
fice and Civil Service a report which 
includes a full ancl complete statement 
concerning the need for such an agree­
ment and the facts relating to the pro­
posed transaction. 

We believe that the above controls will 
achieve the objecfives of our recommenda­
tions. 

193. Use of all available data in the planning 
and design of construction projects- On the basis of 
our review of the platU1ing of the size of the 
New Second Lock at Sault Sainte Marie, Mich­
igan, by the Corps of Engineers (Civil Func­
tions), Department of the Army, we estimated 
that the cost of designing and constructing the 
lock was increased by about $651,000 because 



the Corps decided to increase the authorized 
size of the lock without first adequately estab­
lishing the maximum size of ships that could 
be expected to use the new lock. 

Existing regulations and proced ures pro­
vide general guidelines to be used in the plan­
ning and designing of locks, and we did not 
recommend that these be revised or that more 
detailed guidelines be established, because we 
recognjzed that numerous factors are involved 
in determining the size of a lock and that these 
factors vary depending on the type of vessels 
and traffic that will use the lock. Since, as in 
the case of the New Second Lock, the decision 
as to the size of each lock to be constructed 
involves the exercise of judgment. we believe 
that it is particularly important that the infor­
mation compiled during the lock-size studies, 
and the recommendations made by the district 
engineers on the basis of these SUI dies, be crit­
ically reviewed and evaluated by responsible 
officials in the division and in the Office of the 
Chief of Engineers. 

In a report submitted to the Congress in 
October 1966: we recommended that, in or­
der to minimize the possible occurrence of 
similar situations. the Chief of Engineers bring 
this report to the attention of certain employ­
ees associated with the development of civil 
works projects to stress the importance of con­
ducting thorough studies and of critically eval­
uating these studies prior to building new 
locks. 

Subsequent to the issuance of our report, 
the Chief of Engineers issued a directive, to­
gether with copies of our report. emphasizing 
the necessity for thorough consideration of 
all elements contributing to the design of a 
project. 

PROCUREMENT PROCEDURES 
AND PRACTICES 

194. Lease in lieu of purchase of commercial 
two·way radio equ'ipment-As of June 30. 1965. 
the military services were leasing commercial 
two-way radio equipment from three manufac­
turers at an annual cost of about $9.5 million. 
It is generally accepted that the useful life of 
such equipment is 5 to 7 years and that tech­
nological obsolescence is not a serious factor. 
In a report submitted to the Congress in Janu­
ary 1967, we stated that the Department of 
Defense could save about $12 million over the 
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5-year minimum useful life of the equipment 
if it were purchased rather than leased. 

The Armed Services Procuremen t Regula­
tion (ASPR) provides that the decision to lease 
or purchase be made on a case-by-case basis. 
However, this provision has not been uniform­
ly applied. Although all of the military ser­
vices use the same type of equipment and ac­
quire it from the same manufacturers, the Air 
Force leases its equipment almost exclusively 
while the Army and Navy purchase the greater 
part of their equipment. 

We proposed, and the Department of De­
fense agreed, that (a) the military services be 
required to justify their decisions to lease or 
purchase on the basis of the criteria provided in 
the ASPR, (b) since two-way radio equipment 
is common to all services, a single procurement 
office be designated to consolidate require­
ments, and (c) when funds are not available 
to purchase all of the equipment needed to 
fill requirements, the equipment be purchased 
on an incremental basis. 

, 95. Lease in lieu of purchase of motor vohi· 
cl .. for use by contractors- Various contractors 
performing work at Vandenberg Air Force 
Base had been arranging for their own intra­
base transportation. In August 1962 , the Air 
Force began the practice of leasing vehicles 
and furnishing them for use of the contractors. 
I n a report issued to the Congress in Septem­
ber 1966, we stated that, had the vehicles been 
purchased rather thari leased by the Govern­
ment. savings of about $800,000 could have 
been realized over a 3-year period. 

The Department of Defense had been un­
der the impression that restrictions described 
in the United States Code (5 U.S.C. 78) pre­
cluded its purchasing vehicles other than those 
specifically authorized in annual appropriation 
acts. We expressed the opinion that the re­
strictions of 5 U.S.C. 78 pertained only to ve­
hicles to be purchased for use by Government 
agencies and departments and did not apply 
to the purchase of vehicles for use of contrac­
tors in performing work for the Government. 

The Department of Defense accepted our 
interpretation of the statute and issued a 
memorandum to this effect to the military de­
partments requesting them to conform their 
regulations with the revised policy. • 



196. Procurement of aircraft spare parts from 
airframe manufacturers in lieu of parts manufactur­
...... Th~ stated policy of the Department of 
Defense is to purchase parts competitively or 
directly from parts manufacturers whenever 
feasible. We found, however, that spare parts 
for the initial support of certain aircraft weap­
on systems were being purchased by the Navy 
from the airframe manufacturer although 
most of the parts were manufactured by other 
sources and cou ld have been obtained from 
them at lower prices. In Our report issued to 
the Congress in February 1967, we stated 
that, had the parts been purchased from other 
sources, about 52.3 million could have been 
saved on the RA-5C and A-6A aircraft and 
about $1.5 million still could be saved on the 
A-7 A aircraft. 

We were informed that sufficient time 
was not available to permit purchase from the 
other sources. However, we believed that the 
problem could have been overcome by ade­
quate planning and made certain proposals, 
with which the Navy agreed, to improve plan­
ning. 

197. Use of rented vehicles in lieu ofvelticlos 
from the Government's interagency motor poot-The 
stated policy of the Department of Defense is 
that, in Ii~u of renting vehicles from commer­
cial firms, vehi.;les from the interagency mo­
tor pool system, managed by the General Ser­
vices Administration, be used to the extent 
feasible. However, the military departments 
have not specifically required their personnel 
to follow the policy. We found at six military 
installations in the Washinglon, D.C., area that 
personnel who needed vehicles in connection 
with temporary duty assignments generally 
rented them from commercial flfllls. In a re­
port issued to the Congress in March 1967, we 
stated that savings of 10 to 50 percent could 
be realized through usc of vehicles from the 
motor pool. 

The Department of Defense and the Gen­
eral Services Administration , in response to a 
report of our findings and conclusions, agreed 
to coordinate their efforts toward greater use 
of motor pool vehicles in lieu of rented vehicles. 

198. U ... of commercial ... ",ice stations in lieu 
of Government gasoline outlets-The military 
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departments spend about $5 million annually 
for credit-card purchases of gasoline from 
commercial service stations. The cost of this 
gasoline is from I 0 to 16 cents a gallon more 
than the cost of gasoline obtainable from Gov­
ernment outlets. In our report to the Con­
gress issued in July 1966, we stated that, al­
though we were not able to arrive at a firm es­
timate of the potential savings through greater 
use of available Government outlets, we be­
lieved the potential savings to be substantial. 

The Department of Defense expressed 
general agreement with our findings and our 
proposals for obtaining maximum feasible use 
of Government gasoline outlets in lieu of 
credit-card pu rchases. 

199. Procurement of printing of technical man· 
ual.-We found that the cost to the Department 
of Defense for printing technical manuals fur­
nished by selected contractors amounted to 
about $2.2 million in fiscal year 1964. In a 
report issued to the Congress in November 
1966, we pointed out that, on the basis of 
price estimates obtained from the Govern­
ment Printing Office (GPO), about $770,000 
(35 percent) of the $2.2 million could have 
been saved if the printing had been procured 
from commercial sources under contracts 
awarded by GPO. We estimated tha t the total 
expenditures for such printing during the fis­
cal year was between $25 million and $30 mil­
lion and that about $8 million of the expendi­
tures could have been saved . 

The Department of Defer.se concurred 
with our recommendation that. to the extent 
consistent witll cost economy and operational 
effectiveness, printing of technical manuals be 
procured through the Government Printing 
Office. In December 1966 the Department 
advised us that it was proceeding toward this 
objective in close cooperation with the Joint 
Committee on Printing. 

200. Multiple·year subscriptions to periodical .. · 
It is the policy of many publishers of periodi­
cals to offer mUltiple-year subscriptions at 
lower rates than I-year subscriptions. The 
regulations and procedures of the military de­
partments provide that subscriptions [0 peri­
odicals may be purchased for periods in excess 
of I year when it is more economical to do so. 



We found, however, that the military depart­
ments were not taking full advantage of the 
potential savings in their procurement of peri­
odicals. 

In our report issued to the Department 
of Defense in November 1966, we recom­
mended that (a) instructions be issued to em­
phasize the need for the military departments 
to consider procurement of periodicals under 
multiple-year subscriptions when it was mOTe 
economical to do so and (b) consideration be 
given to the feasibility of establishing a cen­
tralized procurement program for periodicals 
needed by the military departments. 

In Jan uary 1967 the Department of De­
fense replied to our report and expressed 
agreement with ou r recommendations. The 
Department stated that, with respect to feasi­
bility of centralized procurement, it would 
consider requesting the General Services Ad­
ministration to establish a Federal Supply 
Schedule for periodicals. In February 1967 
the Bureau of the Budget advised us that, inas­
much as our recommendations had Govern­
ment-wide application, it had referred the 
matter to the General Services Administration 
for consideration. 

201. User review and approval of purchase de­
scription prior to contract award-The Department 
of the Army incurred costs of about $1 mil­
lion to buy for and deliver to Thailand, under 
the military assistance program, locomotives 
which were unable to meet Thailand's require­
ments for main-line usc, the purpose for 
which furnished. We found that the Army of­
ficials had not obtained clarification of con­
tradictory technical requirements but, instead, 
had prepared a purchase description and initi­
ated procurement of the locomotives before 
ascertaining whether the locomotives would 
be able to perform the functions for which 
they were intended . 

The locomotives procured, which were 
adequate only for switching and yard work, 
were being replaced with main-line locomo­
tives costing about $2,305,000. The replace­
ment locomotives were expected to be deliv­
ered to Thailand in December 1966. 

In response to our proposal that the 
Army utilize the replaced locomotives for 

100 

other potential requirements, we were advised 
that potential outlets were being explored. 

The unsuitable locomotives might not 
have been procured if the Army officials had 
obtained clarification of the technical require­
ments. We believe that such clarification 
would have been facilitated by management 
procedures requiring the user's review and ap­
proval of a purchase description for complex, 
nonstandard items prior to the award of a 
contract. 

In view of significant unnecessary costs 
that could be incurred in similar cases 
throughout the Defense establishment, we rec­
ommended, in our report to the Congress in 
January 1967, that the Secretary of Defense 
require the military departments to establish 
procedures providing for user-activity review 
and approval of a purchase description for 
complex, nonstandard equipment when there 
is doubt as to the exact nature of the intended 
equipment. 

The Department of Defense comments 
indicated that existing procedures were be­
lieved to be adequate and that inherent in pro­
curement was the requirement that a buyer 
should purchase exactly what the user wants. 

We noted , however, that the United 
States Army Materiel Command issued to all 
its activities with procurement responsibilities. 
a letter specifying procedures similar to those 
that we recommende~. 

202. I mprovoment in procurement and supply 
activities needed-In May 1967 we issued a re­
port to the Congress on our survey of the 
United States construction activities in the 
Republic of Vietnam. The combined con­
struction programs in Vietnam amounted to 
$1.3 bil lion as of October 1966 and was being 
accomplished by the construction units of the 
military services and by contracts with various 
civilian firms fo r the Departments of Defense 
and State and the Agency for International 
Development. As about three fourths of the 
total work was being performed under a De­
partment of the Navy contract, our survey in­
cluded primarily the performance of this con­
tract and the administration exercised by the 
various commands of the Naval Facilities En­
gineering Command, the contracting agency . 
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Construction under the contract in sup­
port of United States operations in the Re­
public of Vietnam began in January 1962, at 
which time the scope of the work entailed 
about $21.5 million principally in military as-

. sistance program funds. When the buildup of 
United States military forces began in April 
1965., the contractor had the onJy significant 
construction capability then in Vietnam. As 
force levels increased, with resultant pressures 
for major increases in faCilities, the need for 
expanding the construction capability became 
apparent and the contractor was directed to 
mobilize to the capability of accomplishing 
$40 million worth of work a month by Octo­
ber 1966. 

Our survey indicated that neither the 
Navy nor the contractor had been adequately 
equipped to handle the massive expansion of 
the construction program in late 1 965 and the 
fIrst half of 1966; as a result, the cost of the 
program was increased to a considerable ex­
tent, although there was no way to reliably 
measure the extra cost sustained. During the 
period of the escalated mObilization, normal 
management con trois were virtually aban­
doned and major problems were experienced. 
Following are illustrations of these conditions. 

a. Construction material and equipment 
were procured without a sound basis 
for computing reasonable require­
ments, without knowing what was al­
ready on hand or on order, and wi th­
out preparing the most economical 
purchase specifications. 

b. Military construction units in Viet­
nam had procurements of material 
and equipment unrelated to contract 
construction made for them by the 
contractor rather than having the pro­
curements made through the military 
supply system. 

c. Effective management of procurement 
and utilization of material became 
virtually impossible because accounta­
bility in Vietnam over the mountain­
ous supplies of construction material 
was lost. 

Although we emphasized the problem 
areas noted during our survey, we stated that 
it was not intended that the report should 
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detract from the accomplishments of the con­
tractor as evidenced by the physical construc­
tion in place and the construction capability 
which the contractor had mobilized in Viet­
nam . 

In commenting on our report, represen­
tatives of the Department of Defense agreed 
that there were a number of opportunities for 
improvement, as identified in the report, and 
pointed out that those responsible for the 
planning and execu tion of the construction 
program were fully cognizant of the fact that 
such an accelerated operation inherently in­
cluded many shortcomings. We were in­
formed that meaSures had been taken and 
much progress had been made toward elimi­
nating imperfections and that it was recog­
nized that more must be done before an opti­
mum operation could be achieved. 

The contractor reported to us that, over­
all, the report appeared to be a reasonable 
evaluation of the program and many of the 
problems involved, but he emphasized that 
the facts presented in the report did not justi­
fy any conclusion that the program was mis­
managed. The Department of Defense , in its 
comments to us, also stressed that, in view of 
the conditions under which the program had 
to be carried out and the remarkable con­
struction performance attaine~, it did not 
consider that the management of the program 
could be considered wasteful or ineffIcient. 

203. Obtaining manufacturing drawings and 
technical data and use of negotiating procedures-­
Certain weaknesses in procurement procedures 
relating to the initial development-type con­
tract and to the subsequent noncompetitive 
procurements of portable echo sounders by 
the Coast and Geodetic Survey, Environmen­
tal Science Services Administration. Depart­
ment of Commerce, were identified in an in­
ternal audit report prepared by the agency. 
The Coast and Geodetic Survey proposed to 
take certain corrective actions with a view to­
ward (a) making a specific determination on 
each future development-type contract as to 
the desirability of obtaining manufacturing 
drawings in order to fJcilitate competition on 
follow-on procurements and (b ) establishing 
adequate competition or other basis for ensur­
ing the reasonableness of the prices for future 
procurements of echo sounders. 



Our review revealed that the basic weak­
nesses in procurement procedures which were 
identified by the internal audit report still ex­
isted and that there was a need for more posi­
tive action to implement the proposed correc­
tive actions. Therefore we made certain sug-

. gestions to the effect that (a) guidelines be 
formally established for determining when it 
is in ihe Government's best interest to obtain 
manufacturing drawings and technical data 
under development-type contracts and (b) if 
adequate competition could not be developed, 
the prices for future procurements of the por­
table echo sounde rs be negotiated with the 
supplying contractor on the basis of cost or 
pricing data certified by him to be accurate, 
complete, and current. 

The Assistant Secretary for Administra­
tion advised us that action was being taken 
generally consistent with our specific sugges­
t ions. Our report on these matters was sub­
mitted to the Secretary of Commerce in Sep­
tern ber 1966. 

204. Obtaining gasoline from Government out· 
lets rather than from retail outlets-We fou nd that 
substantial savings could be achieved if the . 
General Services Administration (GSA) and 
agencies using GSA vehicles were to use Gov­
ernmeNt gasoline outlets to the maximum ex­
tent practicable. The cost of gasoline pur­
chased from retail outlets averaged 9 cents a 
gallon more than the cost of gasoline that 
could have been obtained from Government 
outlets. We estimated that, if our findings at 
seven selected motor pools were typical na­
tionwide , the Government could save about 
$600,000 annually by using Government out­
lets to the maximum extent practicable. 

Government agencies had been encou r­
aged to fuel their vehicles at Government out­
lets operated by the military services, GSA, 
Post Office Department, Veterans Administra­
tion, and other civil agencies when such facili­
ties were available and more economica l. We 
found , however, that neither GSA nor using 
agency operating officials had taken action to 
determine the location and availability of 
Government outlets and to issue instructions 
requiring drivers of Government vehicles to 
use these outlets when practicable. 

102 

As a result of our proposals, GSA urged 
that (a) agencies operating gasoline pumps 
make their facilities available for the use of 
other agencies and for the use of vehicles op­
era ted by agency contractors in connection 
with Government contracts, (b) agencies not 
having such facilities make arrangements for 
their employees and contractors to use GOY­
ernment outlets where operationally or geo­
graphically practical, and (c) all agencies ad­
vise motor vehicle operators of the location of 
facilities in the areas customarily traveled. 

205. Use of General Services Administration 
supply sources by operating contractor.;-In a report 
submitted to the Congress in September 1966, 
we pointed out that savings of about 
$309,000 might have been achieved during 
the period extending from fiscal year 1963 
through the latter part of fiscal year 1965 if 
contractors operating facilities for the A tomie 
Energy Commission (AEC) had procured se­
lected operating supplies and equipment 
through the General Services Administration 
(GSA) rather than directly from commercial 
suppliers. We found that the emphasis placed 
on promoting the maximum use of GSA as a 
procurement source varied considerably 
among operations offices, with the result that 
additional costs were being incurred which 
could have been minimized. 

We proposed that AEC's General Manag­
er reemphasize to the operations office offi­
cials the importance of making thorough re­
views of operating contractors' practices and 
procedures relating to the use of GSA as a 
procurement source. Also, we proposed that 
the General Manager instruct the operations 
offices to require the contractors to include in 
their records written documentation in sup­
port of decisions to purchase from sources 
other than those of GSA, common-use items 
for which there is a continuing need. AEC 
took action to implement our proposals. 

206. Procurement of security covers for nuclear 
weapons-·ln a report submitted to the Congress 
in September 1966, we stated that, in evaluat­
ing the continued need for security covers for 
nuclear weapons in 1960 and 1961, the Atom­
ic Energy Commission (AEC), in our opinion, 
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did not adequately consider the reduced re­
quirements of the military services in deter­
mining future procurement of covers. In 
1960 the external dimensions of several types 
of nuclear weapons were declassified, thus re­
ducing the need for security covers--a fact not 
adequately considered in subsequent procure­
ments. We believe that. had AEC and the De­
fense Atomic Support Agency adequately con­
sidered the need for secu rity covers by the 
military services in their initial evaluation of 
procurement requirements, a substantial por­
tion of the approximately $650,000 spent for 
security covers between January 1961 and 
March 1965 for the four systems included in 
our review could have been avoided. 

As a result of our review, AEC and the 
Defense Atomic Support Agency reviewed 
their security cover procurement policies, giv­
ing particular emphasis to the needs and re­
quirements of the using military services, and 
concluded that the ratio of security covers to 
weapons delivered to certain military services 
could be reduced. Subsequently, the remain· 
ing production of security covers for two of 
the weapons included in our review was can· 
celed, with an estimated saving of about 
$16,000, and procedures were established to 
evaluate the requirements of the military ser­
vices in determining future procurement of 
covers. 

Action was also initiated to authorize the 
Department of Defense to dispose of certain 
security covers which were determined to be 
no longer of use in the weapons program. Se­
curity covers for the four weapons which we 
reviewed were included on the proposed sur­
plus list. 

207. Control over expenditu_·ln May 1967 
we reported to Ihe Congress that the Pacific 
Region of the Federal Aviation Administra­
tion (FAA) had expended about $267,000 for 
goods and services which either were unneces­
sary or were justifiable onJy in part, consider­
ing conditions existing at the time and the 
very negligible benefits tha t accrued to the 
Governmen t. 

a. A sound/alarm system for the Pacific 
Region headquarters building in Honolulu was 
leased for 10 years at an annual rental of 
about $10,600, or $106,000 for the IO-year 
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period. According to FAA, this procurement 
was justified by the need for sounding the 
alarm signal for possible fire, tidal wave, or 
enemy attack, and for transmitting official 
messages and background music throughout 
the building. Inasmuch as (I) the lessor of the 
sound/alarm system had also installed a fire 
alarm system in the building and (2) the State 
of Hawaii had instaiJed a civil defense warning 
system near the building, we questioned the 
need for the lease of the sound/alarm system. 

b. The Region purchased 148 clothes 
dryers at a cost of about $12,500 for use by 
employees housed in Wake Island. Because of 
inadequate planning, the dryers remained in 
storage for about a year. An additional 
$25,000 had to be spent to modify and prop­
erly equip the housing in order to use the dry-
ers. , 

c. On June 29 and 30, 1964, the Pacific 
Region placed orders totaling about $15,600 
for library books under conditions indicating 
that the principal objective was to obligate 
available funds prior to the end of the liscal 
year rather than to order books for which 
there was real or urgen t need. 

d. Numerous other purchases-totaling 
about $46.000--were made at the end of fiscal 
years 1963 and 1964, the necessity of which 
appeared questionable. 

e. Various items of equipment and sup­
plies for major repairs were purchased for 
Canton Island at a cost of about $27,000, 
even though complete phase-out of the instal­
lation had been under consideration for some­
time. 

f. The Pacific Region incurred costs of 
over $30,000 directly related to ceremonies 
dedicating new facilities at thr~e FAA loca­
tions. We questioned whether the dedication 
ceremonies provided benefits to the Govern­
ment commensurate with their costs. 

Prior to the issuan~e of our report in 
May 1967, the Acting FAA Administrator in­
formed us that. in response to our proposals 
Ca) the lease for the sound/alarm system at the 
Pacific Region headquarters bWlding would be 
canceled, which would result in savings of 
more than $70,000 over the remaining term 
of the lease, (b) FAA's requirements for 



detailed resumes used as a basis for making 
procurement decisions would be expanded to 
cover all procurement requests and that all fu­
ture procurement requests would require re­
view and approval at levels commensurate 
with the complexity and type of procure­
ment, and (c) FAA would develop criteria for 
procurement of the types of goods and ser­
vices cited in our report. The Acting Adminis­
trator stated that the effectiveness of these ac­
tions would be evaluated by management re­
views and internal audits. 

The Acting Administrator stated also 
that guidelines and procedures were being de­
veloped to prevent the recurrence of unduly 
expensive expenditures for dedication cere­
monies. 

208. Bulk pun:hases of gasoline and oil for 
motor fleets-In a report submitted to the Con­
gress in February 1967, we expressed the 
opinion that the Post Office Department 
could achieve substantial savings in vehicle op­
erating costs through the establishment of 
gasoline outlets at many postal installations 
which were purchasing all, or almost all, of 
their gasoline requirements from commercial 
service stations. 

During fiscal year 1965 the Department 
purchased about 63.3 million gallons of gaso­
line and about 2.5 million quarts of motor oil 
for the use of its vehicle fleet. About half of 
this gasoline and much of the motor oil were 
purchased in bulk quantities for dispensing 
through outlets located at the Department's 
268 vehicle maintenance facilities and at a few 
post offices. The balance of the gasoline and 
motor oil was purchased principally from 
commercial service stations. The cost of the 
gasoline and motor oil purchased from com­
mercial service stations was considerably high­
er than the cost that would have been in­
curred if the gasoline and motor oil hOO been 
purchased in bulk quantities and dispensed 
through GO'o(ernment-owned outlets. 

On the basis of our reviews at 103 postal 
racilities, we estimated that savings of about 
$80,000 annually would result from the in­
stallation and use of gasoline outlets at 41 of 
these facilities. We advised the Department of 
our belief that, if the conditions found at 
these installations were typical of the 
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conditions at other locations, significant addi­
tional savings could be achieved by the estab­
lishment of gasoline outlets throughout the 
postal service. 

We proposed that the Department (a) de­
velop criteria for determining the feasibility of 
establishing gasoline outlets at postal facilities 
which procure gasoline and motor oil from 
commercial retail sources, (b) require the ap­
propriate officials of the postal regions to use 
the developed criteria in selecting the existing 
or planned facilities where the use of gasoline 
outlets would result in savings in operating 
costs, and (c) take such other actions as might 
be necessary to arrange for the timely installa­
tion and operation of gasoline outlets at such 
facilities. 

The Postmaster General agreed with our 
proposals and directed responsible officials to 
collaborate in developing criteria for deter­
mining the feasibility of establishing gasoline 
outlets. These criteria were issued in June 
1967 along with instructions for their imple­
mentation. 

209. Utilization of competitive bidding to ob­
tain commercial moving services--!n a report issued 
to the Department of Labor in July 1966, we 
expressed our belief that potential savings 
were available to the Department through use 
of the services of commercial movers procured 
on the basis of competitive bidding. We 
pointed out that the Department had pro­
cured moving services for 3 years almost ex­
clusively from one commercial mover without 
a formal contract between the company and 
the Department. 

Instead of advertising for bids, the Dc­
partment had purchased services at rates speci­
fied in a contract awarded through competi­
tive bidding by another Government agency. 
even though the Department's requirements 
materially differed in nature from those of the 
other agency and the mover's rates were high­
er than those of other flnns whose rate sched­
ules were on file in the Department. 

We were informed that moving services 
were obtained from General Services Admillis­
tration (GSA) when the Department could 
provide sufficient advance notice but that 
most moves were made on short notice and it 
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was therefore necessary to obtain the services 
from other sources. Further, we were in· 
formed that sudden expansion of the Depart­
ment's programs in fiscal year 1963 had 
brought about such urgent need for space and 
relocation of employees that the Department 
did not have sufficien t time to advertise for 
bids. However, we expressed the belief that 
the Department had had opportunity for an­
ticipating moves and that, therefore, it should 
have arranged for cGmpetitive procurement of 
moving services. 

We recommended that requirements for 
moving services which cannot be fulfilled by 
GSA be obtained by the Department through 
advertised competitive procurement or, alter­
native ly, that the Department explore with 
GSA the possibili ty of GSA's entering into 
suitable contracts to take care of the Depart­
ment's needs. 

Subsequently, the Deputy Administra­
tor, GSA, advised us that our recommenda­
tion had been discussed with representatives 
of the Department of Labor and that, through 
the agreements reached, GSA believed that it 
would be able to assist the Department in the 
great majori ty of its scheduled moves and to 
satisfactorily implement the recommendation 
in our report. 

210. Use of digital recorde .. for implement ing 
automation of water data records-In a report sub­
mitted to the Congress in July 1966. we 
stated that the Geological Survey, Department 
of the Interior, had purchased and installed 
digital recorders to automate water data rec­
ords while, during the same period, it contin­
ued to purchase new strip-chart recorders of 
the type being replaced by digital recorders. 
We stated that, in our opinion, the Survey 
knew or should have known that, prior to 
completion of the automation program, other 
strip-chart recorders would be available peri­
odically to meet the needs of the various dIS­
trict offices. Nevertheless, the Survey pur­
chased new strip-chart recorders costing about 
$ I 55,000, most of which were of the type be­
ing replaced by digital recorders while at the 
same time it was generating a surplus of used 
strip-chart recorders. 

We noted also that the Survey procured a 
substantial number of the batteries needed to 
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operate the digital recorders from local sup­
pliers even though comparable batteries were 
available on the Federal Supply Schedule at a 
lower cost. We estimate that, when the con­
version to the digital recorders is completed in 
fiscal year 1968, the Government can save 
about $13,000 annuaUy if the batteries 
needed to operat" digital recorders are pro­
cured through the Fed"ral Supply Schedule. 

After we brough t these matters to the at­
tention of the Department, we were advised 
that the Geological Survey would develop a 
plan for stronger central control and coordina­
tion of procurement and distribution of water 
data collection equipment. We were advised 
also that the Geological Survey had agreed to 
issue revised instructions to require fie ld per­
sonnel to purchase digi tal recorder batteries 
through the Federal Supply Schedule as pro­
posed. The instructions were issued Novem­
ber 22, 1965. 

21 1. Procurement of house trailon-In a re­
port issued to the Secretary of the Interior in 
March 1967, we stated that the Bureau of 
Land Management , Department of the Interi­
or, had procured 36 house trailers costing 
about $100.000 for use by its field offices, 
although it did not have adequate evidence 
that a valid need existed for the trailers at the 
time of the procurement. From our study of 
the need for 14 of these trailers, it was our be­
lief that the determination by the Bureau's 
central office had not been hased on valid re­
quirements. 

The Bureau's field offices usually make 
the initial det"rmination of their requirements 
for equipment, including house trailers, in ac­
cordance with the Bureau's programming sys­
tem. In this instance, however, the need for 
the trailers was initially determined by the 
central office. On the basis of the informa­
tion obtained in our review, we conclud"d 
that the central office did not have sufficient 
information to make a realistic determination 
that 36 trailer replacements were needed. At 
the time the central office initiated the pro­
curement action, it had not determined which 
trailers would be replaced or to which field 
offices the trailers would be assigned. 

We proposed that, prior to initiating pro­
curement action, the Bureau be required to 



adequately determine and justify the need fo r 
equipment replacements-considering both the 
condition of the equipment being replaced 
and the need fOT the equipment to accomplish 
the Bureau's current programs. The Depart­
ment advised us that the problem appeared to 
have been the lack of documentation in sup­
port of the Bureau's action and that this de­
fect had been remedied. The Department fur-
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ther advised us, however, that the Bureau had 
(a) provided an equipment utilization special­
ist in each of its two service centers to make 
continuous and independent surveys of equip­
ment use and requirements and (b) instituted 
various methods for obtaining prompt and re­
liable use data, which would facilitate the as­
signment of equipment to areas of greatest 
need. 



PROPERTY MANAGEMENT 

CONTROL OVER PROPERTY 

212. Stock levels of aeronautical spare parts at 
depots in the Pacific aro ... We found at five Pacific 
Air Forces bases that about $ I 6 million worth 
of the stock of aeronau tical spare parts on 
hand was excess to needs and that about 
$19.9 million worth of unneeded stock was 
on order from depots in the United States. In 
our report issued to the Congress in March 
1967, we pointed out that much of the un­
needed material had been shipped to the bases 
by air at a time when there was a critical 
shortage of such transportation to handle 
high-priority cargo. 

The excess stocks on hand and on order 
resulted when base supply personnel (a) cir­
cumvented established controls for precluding 
ordering of unneeded stock, (b) did not fol­
low prescribed procedures for periodic review 
of outstanding orders, (c) did not identify in­
terchangeable stock, and (d) did not review 
the need for certain special stock levels. 

As a result of our review, the Air Force 
took action to cancel about $8 million of out­
standing orders and to redistribute about $5 
million of the unneeded stock on hand. Also, 
in accordance with our recommendation that 
increased surveillance over base activities be 
exercised by Headquarters, Pacific Air Forces, 
a new supply improvement program was im­
plemented to ensure that supply problems 
were brought to the attention of appropriate 
levels of command and that reviews were 
made of major areas of supply operations. 

213. Stock levels of aeronautical spare parts at 
aircraft maintenance activities-In our review of 
supply management at four aircraft mainte­
nance activities of the Army, we found sub­
stantial stocks of repair parts in excess of re­
quirements. In a report issued to the Congress 
in April 1967, we stated that, on the basis of 
the Army's criteria for establishing stock lev­
els, about 50 percent ($1.5 million) of the re­
pair parts inventories at the four locations was 
in excess of the prescribed stock levels. We 
identified procurements totaling about 
$447,000 which could have been avoided or 
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deferred had the excess stocks been released 
to meet requirements at other locations. 

Officials of the aircraft maintenance ac­
tivities did not appear to be familiar with the 
Army regulations governing computation of 
stock levels. Shortages of personnel also pre­
cluded performing the prescribed periodic re­
computations and reviews of the stock levels. 
The Army agreed with our findings and with 
our proposals for corrective measures and 
took action to establish local controls to en­
sure that stock levels were based on past expe­
rience and were held to a minimum as re­
quired by Army regulations. 

214. Procedures for reporting of excess military 
supplies in Europe-Because of weaknesses in the 
reporting procedures and practices of the 
Army, excess stocks in Europe were not being 
redistributed to other areas where urgently 
needed. As stated in our report issued to the 
Congress in April 1967, we found about 53.2 
million worth of excess combat vehicle repair 
parts and electronic components on hand that 
were needed in the United States and in the 
Pacific area. After we called the attention of 
management offtcials to this matter, about 
$2.1 million worth of the items were redis­
tributed and about $1.1 million worth were 
scheduled for redistribution. 

In reporting our findings to the Army, 
we made certain proposals for improving the 
reporting of excess stocks to United States in­
ventory control points. The Army concurred 
in our llI1dings and proposals and stated that 
the stocks in Europe would be incorporated 
into the records of the United States inven­
tory control points by December I, 1967. 

215. Inventory procedures for construction and 
maintenance materials-Dur review of accounting 
and related controls over construction and 
maintenance materials valued at about 
$325 ,000, at the National Institutes of Health, 
Public Health Service, Department of Health, 
Education, and Welfare, showed that inven­
tory records and related procedures required 
considerable improvement if they were to 



provide the safeguards generally provided by 
an effective internal control system. 

Three conctitions contributed to ineffec­
tive control procedures, namely: (a) similar 
line items subject to physical inventory verifi­
cation were not all counted during the same 
cycle; (b) data entered on storeroom requ.isi­
tion cards were not checked for accuracy be­
fore the data were entered in the computer­
ized inventory records; and (c) deficiencies in 
the computer program. indicated by numer­
ous inaccuracies in quantities and/or dollar 
amounts in the inventory records. 

After we submitted our report to the 
agency in December 1966, we were informed 
by NIH officials that action would be taken to 
correct these conditions. 

216. Purchasing versus leasing of an airplane­
We found that the Environmental Science Ser­
vices Administration (ESSA), Department of 
Commerce, had leased two aircraft for use in 
its aerial photography work without determin­
ing whether the cost to the Government 
would be less if it purchased the aircraft. Our 
review indicated that substantial savings could 
be realized if ESSA would obtain congressio­
nal authorization to buy and would then pur­
chase one of the two aircraft. the Grand Com­
mander. Savings through purchase of the 
other aircraft, the Aero Commander. would 
be minimal. We estimated that over a 100year 
period the savings on the Grand Commander 
would total about $271,800 after providing 
for operating and maintenance costs and inter­
est on the Government's investment. 

We were advised by ESSA officials that 
authorization to purchase the Grand Com­
mander had been requested in the agency's 
1968 budget submission but that the request 
was deleted at the departmental level. On the 
basis of our review, we recommended in our 
February 1967 report to the agency that 
ESSA further consider requesting authoriza­
tion for purchasing a Grand Commander air­
plane or other suitable airplane that might be 
purchased and maintained at a lower long­
term cost than would be incurred by continu­
ing to lease the Grand Commander now in 
use. 
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217. Controlling Rlpplies Ind reporting on ac· 
tivities-In a report to the Interstate Commerce 
Commission in August 1966, we commented 
that adequate control was not being main­
tained over reproduction paper and supplies, 
the cost of which amounted to about 
$100,000 annually, and that reports to man­
agement and to the Joint Committee on Print­
ing concerning reproduction activities con­
tained incorrect and unsupported data. 

We noted that the Commission had not 
maintained accountability records over the pa­
per and supplies to ensure the maintenance of 
inventories at planned levels. that the quanti­
ties of some items appeared excessive on the 
basis of the length of time they had been on 
hand, and that the storage of paper stocks in 
corridors accessible to the public did not pro­
vide for adequate physical control over the 
stocks. 

In response to suggestions in our report, 
the Managing Director of the Commission in­
formed us that action had been taken to ob­
tain storage space that would permit physical 
control of supplies. He also advised us that 
accountability records for supplies would be 
established, the procedures for preparing rec­
ords and reports would be revised and reis­
sued, and the Joint Committee on Printing 
would be furnished corrected information. 

218. Coordination and control of inventory 
transfers-In May 1967 we reported to the Con­
gress that our review of hand tool and paint 
inventories at Department of Defense (DOD) 
supply depots after management responsibili­
ties had been assumed by the General Services 
Administration (GSA) showed that there were 
significant amounts of GSA-owned stocks on 
hand that were not recorded on GSA inven­
tory records. Consequently, these stocks were 
" lost" to the supply system. After we 
brought this situation to the attention of GSA 
and DOD offidals. complete physical invento­
ries were taken at these depots and about $4 
million worth of stocks were found which 
were not recorded, but which should have 
been listed on GSA inventory records. During 
the period when these inventories were "lost," 
GSA procured about $1.1 million worth of 
stocks that were identical to the unrecorded 
stocks. 



We proposed that future stock transfer 
agreements between DOD and GSA require 
that, at the time of transfer, detailed physical 
inventories be taken of all stocks to be trans­
ferred, inventory records be reconciled to the 
physical counts, and warehouse stock locator 
cards be updated_ We also proposed that , pri­
or to future transfers of supply management 
responsibility, a joint committee be made re­
sponsible for providing operating procedures 
to carry ou t the transfers, acting as liaison and 
coordinators, and settling problems rdated to 
inventory shortages during the transfers. 

DOD advised us that it had provided for 
complete physical inventories and stock recon­
cilla tion prior to the nex t sched uled transfer 
of stocks to GSA and thai GSA had been re­
quested to participate in the inventories. GSA 
agreed that physical inventories should be 
taken and advised us that a provision for such 
inventories had been included in join tly ap­
proved procedures for future transfers. GSA 
also agreed that a joint committee was esscn­
tial to the implementation of stock tr~nsfers 
and advised us that a committee had been es­
tablished to coordinate and monitor all future 
transfers between the two agencies. 

219. Accounlability for and physical control 
over motor vehicle license plat .... 1 n a report issued 
in July 1966, we stated that a comparison of 
the number of Distriet of Columbia mo tor ve­
hicle license plates received from the supply 
source with the number of plates issued, de­
stroyed, and on hand indicated that , for the 
registration years of 1963-64, 1964-65, and 
1965-66, there were 1,924 plates unaccounted 
for. We stated also that, because of the lack 
of adequate accountability records lOvidencing 
the reliability of the statistical data on th" 
number of plates issued, it was impossible to 
determine whether the I ,924 plates were ac­
tually unaccounted for. 

After wc brought the mattlOr to the at­
tention of the Director, Department of Motor 
Vehicles, we were informed that corrective ac­
tion had been taken by installing a p~rpetual 
inventory record for controlling the number 
of plates received , issued to registration per­
sonnel, destroyed, and on hand. We suggested 
that a similar accountability be developed for 
license plates in the custody of registration 
personnel for issuance to motor v~hicle 
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owners. The Chief, Vehicle Control Division, 
stated that action would be taken along the 
lines of our suggestion. 

Our report also pointed out that license 
plates were stored in areas which were accessi­
ble to persons other than those responsible for 
their custody. Subsequent to our discussing 
this matter with d~parlmental officials, we 
were informed that various actions had been 
taken to secure the storage areas. 

220. Control over inventory I""el and use of 
stores items--In a report issued in April 1967, 
we pointed out that at June 30, 1965, the 
Argonne National Laboratory (ANL) stores 
inventory, which is maintained fo r use in con­
nection with work performed under a cost­
type cOlllract with the Atomic Energy Com­
mission . was about $496,000 in excess of the 
amou nt thai would have been on hand if th~ 
quantities of numerous stores items had not 
exceeded minimum desirable stock levels. 

We expressed the belief that the over­
stocking had resulted , at least in part, from 
the manner in which ANL was replenishing its 
inventory through use of an '"economic order 
quantity" procedure. ANL was reordering on 
the basis of inventory quantities on hand at a 
centra l warehouse without regard 10 quanti­
ties on hand at field storerooms, which result­
cd in th~ placing of orders for items that were 
actually in long supply. We noted that the 
situation was aggravated by the fact that there 
was no control over stocking levels at the field 
storerooms and that these storerooms had ac­
cumula ted many items far in excess of current 
needs. 

Our reviewal"" showed that the usage of 
certain slOrcs items varied significantly and 
corresponded to the amount of control exer­
cised. We noted numerous instances where 
the use of an item increased considerably 
when the contro ls ovcr its issuance were re­
moved and then declined significantly when 
the controls wefC again established. Also, we 
found that ccrta.in items were being trans­
ferred, without documentation, between the 
various warehouses, storerooms, and users. 

After discussions with representatives of 
AN L, action was initiated to correct the weak­
nesses disclosed by our review. This action 



included reduction of inventory levels at 
storerooms to a 3G-day supply and institution 
of a system whereby all items removed from 
stock are signed for by the user. 

221. Use of funds and lands at reservoir proj­
ects··Our review of selected reservoir projects 
of the Corps of Engineers (Civil Functions), 
Department of the A nny, revealed several 
matters which we believe require attention. in· 
cluding (a> the need for the Corps to audit the 
financial records of local government agencies 
licensed to develop Federal lands at reservoir 
projects and to require local government agen­
cies to audit records of their concessionaires 
and (b) the need for district offices to discour­
age the investment of substantial sums by pri­
vate interests for construction of private recre­
ational facilities on Federal lands that have 
been reserved for future public use. 

Our review showed that , although Corps 
instructions do not require an audit or review 
of the fmancial records of local government 
agencies nor require local government agencies 
to audit records of their concessionaires, two 
Corps districts had established the practice of 
auditing the records of local government agen· 
cies. In one of the districts, the audits re­
vealed that, in a number of instances, reve· 
nues, a portion of which possibly would have 
been paid to the Corps, were being used for 
purposes other than those specified in the 
terms of the Corps' agreements with the local 
govern men t agencies and were not being col· 
lected from third party concessionaires. 

Our review showed also that, although 
the Corps had a policy of using to the fullest 
extent possible reservoir land for public recre­
ational purposes, some districts had permitted 
private interests exclusive use of Federal lands 
reserved for future public use. We believe that 
the rights to use this land in the future for 
public recreation may be jeopardized because 
private interests have been permitted to spend 
substantial sums for development of private 
recreational facilities and therefore may be re­
luctant to vacate the area. 

In a report to the Secretary of the Army 
dated August 1966, we recommended that the 
Chief of Engineers be directed to (a) establish 
a program to audit, to the extent appropriate, 
the records of local government agencies. 
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(b) require local government agencies to audit 
records of their concessionaires, and (c) issue 
instructions to the district offices to discour­
age the investment of substantial sums by pri­
vate interests for construction of private recre­
ational facilities on land reserved for future 
public recreational use so that the area will be 
more readily available for public use when 
needed. Subsequent to the issuance of ou r re­
port, the Corps issued inst ructions in accor­
dance with our recommendations. 

MAINTENANCJ:;, REPAIR, AND 
OVERHAUL 

222. Maintenance of ai rcraft-Dn the basis of 
an earlier review, we estimated that the Navy 
could have maintained the equivalent of 23 
additional F-4 aircraft in serviceable condition 
in fiscal year 1964 if certain improvements 
had been made in the supply and maintenance 
support of the aircraft. We so advised the 
Navy. We found in a follow-up review that, 
although the FA aircraft availability had in­
creased, many of the earlier problems contino 
ued to exjst. 

In a report issued to the Congress in June 
1967. we pointed out that the principal prob­
lems involved (a) delays in pu rchase of needed 
repair parts, in distribution of repair parts to 
locations where needed, and in repair of un· 
serviceable aircraft components and (b) loss of 
control over the inventory of certain repair 
parts. 

In response to our findings and proposals 
for corrective measures, the Navy advised us 
that various command structures had been re­
organized to consolidate the aircraft support 
functions and to aid in the improvement of 
the aircraft support system and that several 
programs had been initiated to improve air­
craft logistics su pport. 

223. Maintsn.nc. of combat vehicles-We 
fou nd that Army determinations to rebuild 
tanks of the M48 series and other combat ve­
hicles were based on visual inspections-gener­
ally without even starting the engines-rather 
than on tests of the various components. As a 
consequence, virtually all major components 
were c.ompletely dismantled , repaired , and 
reassembled. 

• 

• 



In a r~port issued to the Congress in Sep­
tem ber 1966 we pOinted out that su bstantial 
savings could be acltieved if the velticles were 
tested with available diagnostic equipment 
and if other techniques were used to deter­
mine what work was actually necessary. We 
~stimated that the cost of unnecessary work 
performed averaged more than $1,700 p~r ve­
hide. 

The Army stated that it had revised its 
applicable technical bulletin to provide, 
among otha things, that test equipment be 
used to detennine assembly and sub-assembly 
reliability. quality , and performance and that 
unnecessary disassembly of assemblies and 
sub-assemblies not be made 

224. Exchange of information on equipment 
common to several military departments--W" found 
a need for closer coordination among the !oCr­
vices in th~ exchange and use of information 
on management problems relating to identical 
or similar items of equipment. 

The Navy and the Air Force each use 
rocket catapults (for aircraft ejection seats) 
which are functionally the same and are simi­
lar in size and construction. These catapults 
have a limited service life because of the dde­
rioration of certain of their components. The 
Air Force followed the practice of restoring 
its over-age catapults to serviceable condition 
by replacing the deteriorated components. 
The Navy produced new catapults to replace 
those that became over-age. 

In a report issued to the Congress in Au­
gust 1966, we stated that adoption by the 
Navy of the Air Force practice could have re­
sulted in cost savings of between $ 2 I 1i.000 
and $719,000 in the 3-year period cowrcd by 
our review. 

We recommended that a program be es­
tablished in the Department of Defense that 
would ensure the exchange and use of infor­
mation among the individual military services 
concerning the management and operating 
policies and practices for the same or similar 
items of equipme.nt. 

In reply the Department of Defense ad­
vised US that the Navy had completed an en­
gineering study which showed that over-age 
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catapults could be remanufactured to an ac­
ceptable reliability at less cost and that the 
Navy's plans for production of new catapults 
would be adjusted accordingly. The Depart­
ment of Defense also agreed , in principle, witll 
our recommendations and stated that there 
were many programs in being, wh ich provide 
a means of exchanging information among the 
services on managemen t and logistic support 
of similar equipment. The Department ex­
pressed the belief that these programs, and 
other programs and efforts currently under­
way. would continue to improve logistics pro­
cedures. 

225. Modification of aircraft engines-·We 
found thai two technical orders covering ma­
jor modifications of the J 5 7 engine were not 
performed 0 11 a timely basis. One of the or­
das covered replacement of sllpport weld­
ments ; the other covered replacement of fuel 
manifolds. Faulty weldments and manifolds 
had been found to be the causes of several air­
craft crashes. 

The Air Force had established special 
projects in May 1961 and November 1962 to 
implement the two te~hnical orders. W~ 
found that, as late as February 1965 , the re­
placements had 110t yet been mad~ on a sig­
nificant number of the engines. However, by 
JUJle I 966 th~ replacement work had been 
virtually completed. During the period o f de­
lay. one aircraft crashed because of the defec­
tive weldmcnts (March (964) and another 
crashed because of the dere~t.ive fuel mani­
folds (September 1963). 

In our report isslied to the Co ngress in 
August 1966. we pointed out the need fOT 
(a) greater a~curacy in the reports and records 
relating to technical order actions, (b) clarifi­
cation of the lines of aulhority and responsi­
bility for implementation of teChnical orders, 
(e) better coordination between logistics and 
maintenance activities, and (d ) improvement 
in accountability for modification kits and 
control oYCr modification sch edulil1~. In re­
sponse to our rcport, the Air Force advised us 
of specific correctiw measures taken in these 
areas. 

226. Use of more economical fuels for heatinlr 
In a report submitted to the Congress in 



August 1966, we estimated that the Veterans 
Administration (V A) could realize savings of 
about $133,000 a year at four V A field sta­
tions and a substantial amount nationwide if 
the boiler plants at certain of its field stations 
were converted to enable the plants to use 
more economical fuels. The costs of convert­
ing the plants would be recovered from sav­
ings in fuel and other operating costs. 

Although the V A has been aware for 
many years of the economies available from 
converting the boiler plants at certain of its 
field stations. the procedures followed by the 
VA in selecting projects for annual funding 
did not give adequate consideration to the 
economies of self-liquidating projects such as 
these. We found that, in formulating the an­
nual budget, self-liquidating projects were not 
programmed systematically and were not set 
out separately but were commingled with all 
other improvement projects. This procedure, 
together with the large backlog of improve­
ment projects and overall fund limitations, 
has resulted in self·liquidating projects being 
deferred. 

We proposed that the V A take action to 
identify all field stations wbere savings may 
be available by converting the boiler plants to 
enable the use of more economical fuels and 
that procedures be established to provide that 
adequate consideration be given to self-liqui­
dating projects in the budget process. We pro­
posed further that self-liquidating improve­
ment projects be shown as a separate category 
in the budget presentation so that they could 
be evaluated by the Bureau of the Budget and 
the Congress in tbe light of their costs and 
benefits. 

The V A agreed that the most economical 
fuels were not being used at some field sta­
tions and stated that the VA was in general 
agreement with our proposals. 

Subsequent to the issuance of our report. 
we were informed by V A officials that, while 
there had been no self-liquidating fuel convcr­
sion projects since our proposals, $ 2 million 
was planned for use in fiscal year 1968 for 22 
self-liquidating fuel conversion projects. 
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UTILIZA TJON AND DISPOSAL 
OF PROPERTY 

227. Use of excess stocl<s .. substitutes for de­
sired supplies-In October 1962 the Army made 
certain changes in its mobilization plans. Re­
computations of supply requiremen ts showed 
that a significant quantity of beds was excess 
to needs of the Army. In March 1963 the De­
fense General Supply Center (DGS(,). inven­
tory manager of the beds, proposed to the De­
fense Supply Agency (DSA) that the Army 
beds, which were of a different type from 
those used by tbe Navy and the Air Force, be 
issued to the other services as substitutes for 
the beds they preferred. The DSA endorsed 
the proposal in principle but instructed the 
DGSC that this not be done without the prior 
concurrence of the requisitioning services. 

The requisitioning services refused to ac­
cept the Army beds as subsHtutes and in May 
1963, the DGSC took action to dispose of 
about 521 ,000 beds. 

Following our inquiries into this matter. 
271,000 of the excess beds were withdrawn 
from disposal and were subsequently requisi­
tioned by the military services. The remain­
der (250,000 beds) had already been disposed 
of. Withdrawal of Ihe 271,000 beds from dis­
posal resulted in savings of about $10.6 mil­
lion. In our opinion , additional savings of 
about $9.4 million could havc been realized 
had the 250.000 beds which had heen dis­
posed of been used to fill requirements of the 
Navy and the Air Force. In our report on this 
finding issued to the Congress in August 1966. 
we concluded that the DSA. in its desire to 
maintain good relationships with the military 
services. had not adequately evaluated tbe rea­
sons of the Navy and the Air Force for refusal 
to accept the Army beds as substitutes. 

We proposed. and the Department of De­
fense concurred , that refusals by the military 
services to accept substitute items of a non­
military type be supported by writtcn justifi­
cation in instances where significant savings 
can be realized and that the Defense Supply 
Agency document the basis for its decisions to 
acquicsce to the refusals. 

228. Utilization of materials-handling equip­
ment-We found that, on the basis of prescribed 
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criteria for retention of forklift trucks, ware­
house tracton, and commercial-design trucks, 
each of three Marine Corps installations we re­
viewed had excess quantities on hand. The 
excess equipment represented a value of about 
$1.6 million. Assuming our [mdings to be 
representative, the total excess equipment of 
this type in the Marine Corps could be as 
much as $5 million. 

In a report issued to the Congress in Se~ 
tember 1966, we expressed the belief that 
there was adequate policy guidance for the 
proper assignment· and use of the equipment 
but that this area of responsibility was not 
given the attention it warranted. Management 
officials at both the installation and headquar­
ters levels either failed to evaluate properly 
the need for the equipmen t on hand or failed 
to act when the rates of utilization, shown in 
periodic management reports on the equi~ 
ment, did not justify retention of the quanti­
ties on hand. 

The avy concurred, wi th certain reser­
vations, in our fmdings and advised us that the 
Marine Corps instructions that existed at the 
time of our review had been revised. The Ma­
rine Corps made certain improvements in its 
procedures for identifying excess equipment 
and emphasized to appropriate personnel the 
necessity for complying with existing instruc­
tions. 

229. Ain:nft engine used in ground training 
programs-We made a follow-up review of man­
agement by the Air Force of aircraft engines 
used in its ground training programs in order 
to evaluate the effectiveness of actions taken 
to correct the deficiencies we had found and 
reported to the Congress in November 1962. 
The earlier review had disclosed that the Air 
Training Command was using engines that 
were needed by other commands for opera­
tional use, although older-series engines were 
available and suitable for ground training pur­
poses. 

We found in our follow-up review, as 
stated in our report issued to the Congress in 
September 1966, that the Air Force had made 
significant improvements. However, available 
substitute engines were still not being used to 
the maximum extent to release engines 
needed by other commands. We identified 
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specific instances of this which resulted in the 
release of 3 1 engines, valued at about $3 mil­
lion, for use by other commands. 

The Air Force stated that our follow-up 
review had generated a revitalization of its 
management procedures and that, in addition, 
the Air Force Inspector General would include 
in his inspections the maner of control and 
utilization of aircraft engines by the technical 
training centeno 

230. Unutilized items received with or fur­
nished on m.jo, items of equipment~ a report is­
sued to the Congress in October 1966, we 
stated that the Army had procured more 
ground handling wheel assemblies for the 
UH-I helicopter than were needed to support 
its planned inventory of the helicopters. This 
occurred because using units were not re­
quired to report on those major items of 
equipment furnished them wltich were not be­
ing used because they were unnecessary or 
oversophisticated or were received in quanti­
ties greater than needed. As a result of our re­
view, action was taken to establish more real­
istic req uiremen ts for these assemblies. Pro­
curement orders for 117 assemblies ($43,700) 
were canceled and the possible future procure­
ment of an additional 4,800 assemblies ($2.1 
million) was averted. 

In response to our proposal, the Army 
has established procedures requiring using 
units to report to ltigher authority when items 
received with or furnished on major items of 
equipment are unutilized because they are un­
necessary or oversophisticated or when they 
are received in quantities greater than needed. 

231 . Alternative use of excess stock of cotton 
duel< cloth and _bbing-As of March 1966 the 
Defense Personnel Support Cen ter had on 
hand about $15:7 million worth of cotton 
duck cloth and webbing which was excess to 
the needs of the Department of Defense. We 
found that an economical alternative use 
could have been made of this stock. Substan­
tial portions of the stock could have been 
used by the Army as Government-furnished 
material under various contracts for produc­
tion of covers for vehicles. Tltis would have 
resulted in savings of about $4.6 million. 



In our report issued to the Department 
of Defense in September 1966, we pOinted 
out that the Army had refused to use any of 
the stock as Government-furnished material 
under a given contract unless the Support 
Center could supply fuIl quantities, and in the 
widths desired, of all the duck cloth or weI>­
bing required under the contract. FoIlowing 
our discussion of this matter with Army offi­
ficials, they agreed to furnish periodicaIly to 
the Support Center forecasts of their require­
ments for duck cloth and webbing and to use 
the excess stocks whenever possible. 

In December 1966 the Department of 
Defense advised us that, after our review, suI>­
stantial quantities of duck cloth and webbing 
had been issued and that there was no longer 
any excess stock of this material on hand. 

232. Re1Bntion of fuel oil on inactive ships-·We 
reported to the Secretary of Defense our rmd­
ing that about 70 million gallons of fuel oil was 
being retained on ships assigned to the Atlan­
tic and Pacific Reserve Fleets. The fuel oil 
was being retained for use in the event of re­
activation even though fuel oil was readily 
available from nearby Navy or commercial 
sources. In response to our report, the Navy 
revised its policy to provide that fue l oil not 
required for ballast be removed from ships 
prior to or at the time the ships were inacti­
vated. 

233. Usa and pricing of nonperishable foods-­
On the basis of our review of certain nonper­
ishable food items used by the military ser­
vices for feeding of troops and for sale to 
commissary stores, we estimated that about 
$2 miIlion could have been saved in fIScal year 
1964 (a) had maximum use been made of 
foods packaged in large-size, more economical 
containers and (b) had foods sold to commis­
sary stores been priced at actual cost. 

In a report issued to the Congress in No­
vember 1966, we stated that the Department 
of Defense had agreed with our proposal that 
a program be established for the periodic re­
view of food items used by the military de­
partments to identify and correct uneconomi­
cal practices. 
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234. War .--.ve S1DCk. of items readily .. ail­
able from commen:iallOUn:eI-The requiremen ts 
of the Army and Navy for war reserve stocks 
of packaged petroleum products were esti­
mated at about $22 million as of March 1966_ 
We found that the petroleum industry was in 
position to meet a large portion of these re­
quirements on a timely basis in the event of 
an emergency and that the war reserve stocks 
.{)n hand could, therefore, be correspondingly 
reduced. 

In a report issued to the Department of 
Defense in April 1967, we recommended that 
a study be made to determine the ability of 
the petroleum industry to deliver packaged 
petroleum products in suitable containers 
when and where needed in the event of an 
emergency and that the war reserve stocks be 
reduced accordingly . We recommended also 
that consideration be given to other supplies 
where the war reserve stocks could be similar­
ly reduced. The Department of Defense con­
curred in these recom mendations. 

235. Periodic reviews of motor pool operations 
to ensure economic operation-During our review 
of administrative activities of the United 
States Embassy and a selected consulate in the 
United Kingdom, we estimated that savings of 
about $10,000 would result if the Embassy re­
duced its motor pool operations to the mini­
mum level of chauffeurs and vehicles required 
to provide its transportation needs. After 
bringing this matter to the attention of Em­
bassy officials, we were advised that certain 
reductions in the motor pool operation would 
be made. 

Our review of vehicle utilization for a 
12-day period, including 7 days which we 
were advised represented "peak" periods, dis­
closed that on 8 of the 12 days a maximum of 
9 vehicles were being used at anyone time. 
On the other 4 days there were only 9 hours 
when more than 9 vehicles were being used at 
anyone time and at no time were more than 
12 vehicles required. We noted further, that 
there was only limited utilization and conse­
quently little need of vehicles during the pe­
riod between 7:00 p.m. and 1 :00 a.m. Be­
cause the purpose of the trips made by motor 
pool vehicles was not shown on the vehicle 
trip reports, we were unable to evaluate the 
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need for the trips. We therefore included all 
trips made by the motor pool vehicles in our 
test. 

At the time of our review, there were 16 
chauffeurs and I 6 passenger vehicles assigned 
to the Embassy's motor pool operation. The 
work schedule provided that 14 of the 16 
chauffeurs were on duty for various shifts be­
tween 7 a.m. and 7 p.m. and that the two 
other chauffeurs were on duty between 5: 00 
p.m. and 1: 00 a. m. 

We discussed the results of our review 
with Embassy officials and suggested that the 
Embassy's needs could be met by revising the 
motor pool schedule to provide a maximum 
of nine vehicles during normal working hours 
and by curtailing the motor pool operations 
after 9 p.m., which would permit a reduction 
in the number of chauffeurs and vehicles. 
The Embassy, after a thorough and searching 
review of the motor pool operation, advised 
us that the complement of chauffeurs would 
be reduced from 16 to 13 and that a commen­
surate reduction would be made in the num­
ber of vehicles. These reductions should re­
sult in annual savings of about $7,500. 

236. Use of high-endurance vessel,....We re­
ported to the Congress in January 1965 our 
belief that the Coast Guard did not consider 
actual operational data in developing its plans 
for replacing 22 high-endurance vessels as­
signed to the eastern area and that, on the ba­
sis of our review of operating experience of 
the existing fleet of high-endurance vessels, 
the stated requirements for these vessesl could 
be reduced. We recommended that the Com­
mandant of the Coast Guard reexamine the 
planned replacement program and consider 
reducing proposed acquisitions so that they 
would conform more closely to needs, as in­
dicated by actual vessel utilization data and 
current operating standards. 

After reexamining the need for maintain­
ing a high-endurance vessel on standby for 
search and rescue in the area of Bermuda (a 
segment of the eastern area), the Coast Guard 
discontinued high·endurance vessel operations 
there in August 1966. The equivalent of two 
ship-years annually was previously used in ac­
complishing the search and rescue mission at 
Bermuda; therefore, by discontinuing vessel 
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operations there, the Coast Guard reduced its 
requirement for high-endurance vessels for 
search and rescue in the eastern area by two 
vessels. The time previously spent on the Ber­
muda mission is now being devoted to oceano­
graphic research, thereby enabling the Coast 
Guard to meet certain of its oceanographic re­
quirements without requesting funds for addi­
tional vessels and related operating expenses. 

We estimate that the Coast Guard's ac­
tion resulted in annual savings in operating 
costs of about $2.4 million and a reduction in 
future replacement costs of about $30 mil­
lion. 

237. Use of electrical accounting machln. 
equipment-In our review of the utilization of 
electrical accounting machine (EAM) equip­
ment which was being rented by the United 
States Civil Service Commission for certain 
data processing operations, we noted that the 
Commission could achieve economies in the 
cost of equipment ren tals if it availed itself of 
the opportunity to release to the manufactur­
er certain rented EAM equipment which had 
become excess to the Commission's operating 
needs. Our views on this matter were pre· 
sented to responsible officials of the Commis­
sion who then took appropriate action to dis­
continue the rental of certain EAM equip­
ment. This resulted in savings in equipment 
rentals of $12,540 annually. 

To achieve economical utilization of 
rented EAM equipment, we suggested that the 
Commission emphasize the importance of 
timely determinations as to whether rented 
equipment is excess to current operating 
needs, so that such equipment may be re­
turned to the manufacturer at the earliest 
practicable date. 

In December 1966 the Executive Direc­
tor of the Commission stated that the delays 
that were encountered between the identifica­
tion of potential surplus equipment and the 
actual disposition of such equipment had re­
sulted from the uncertainties of the Commis­
sion's data processing workloads. He noted 
that action was taken as soon as the Commis­
sion could proceed with confidence to dispose 
of the excess equipment. 



238. Utilization of interagency motor pooi .... 
hici ... We found that the number of Govern­
ment-owned and leased vehicles on hand in 
the Cape Kennedy area at the time a motor 
pool was established there substantially ex­
ceeded the number needed because (a) the 
National Aeronautics and Space Administra­
tion (NASA) renewed certain long-term vehi­
cle lease contracts with a commercial leasing 
firm. although substantial economies could 
have been achieved by obtaining transporta­
tion support from the General Services Ad­
ministra tion (GSA) and (b) GSA, about 2 
years before the expiration of the leases and 
without a proper determination as to whether 
the leases could be terminated without penal­
ty to the Government, estabHshed the motor 
pool at Cape Kennedy and purchased addi­
tional vehicles to provide transporta tion sup­
port. After the pool was established. the 
number of vehicles assigned to NASA by the 
Cape Kennedy Motor Pool continued to sub­
stantially exceed the number of vehicles re­
quired to efficiently and economically satisfy 
automotive needs. 

Before our review was completed, ac­
tions were taken by GSA and NASA to reduce 
the number of unnecessary vehicles. Further, 
as a result of our recommendation , GSA re­
vised its nationwide rate structure for sedans 
and station wagons rented from interagency 
motor pools by customer agencies. The new 
rates are designed to discourage agencies from 
requesting cars on a full-time basis when there 
will be only a low utilization of such cars. 

239. Disposal of Government·owned facilities­
The Virgin Islands Corporation entered into 
an agreement on May 28, 1965, for the sale of 
its electric power and salt water distillation fa­
cili ties to the Governmen t of the Virgin is­
lands for $6.5 million, the amount at whictt 
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the facilities had been appraised by a private 
engineering fmn employed by the General 
Services Admirustration. The price was later 
adjusted to $7.3 million to reflect changes in 
plant investment and current assets between 
the appraisal cutoff date and the transfer date. 

In a report submitted to the Congress on 
March 2, 1966. we stated tha t, in our opinion, 
this sale was an unauthorized disposal of cor­
porate assets because section 4(f) of the Vir­
gin Islands Corporation Act, which authorizes 
the Corporation to acquire and dispose of 
property in the ordinary and normal course of 
conducting its business affairs, could not be 
considered as authority for the CorporatIOn to 
sell assets when the sale resulted in the termi­
nation of an authorized corporate activity. 
Subsequently, the Corporation requested the 
General Services Administration to attempt to 
accomplish the sale of the water and power fa­
cilities under the provisions of the Federal 
Property and Administrative Services Act of 
1949 as amended. The Governor of the Vir­
gin I;lands and the General Services Adminis­
tration renegotiated the original sales pnce on 
the basis of comments by our Office and the 
Chairman of the Government Activities Sub­
committee, House Committee on Government 
Operations, concerning the reasonableness of 
the appraisal of the facilities at an estimated 
fair market value of $6.5 million. 

On January 26, 1967 , the General Ser­
vices Administration agreed to sell the facili­
ties to the Government of the Virgin Islands 
for $9.5 million , or about $2.2 million more 
than the original transfer price. In view of the 
reconveyance of the facilities to the Govern­
ment of the Virgin Islands in accordance with 
provisions of the Federal Property and Ad­
ministrative Services Act of 1949, as amended, 
we reported in February 1967, that we be­
Heved the sale now had legal authority. 
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TRANSPORT ATION ACTIVITI ES 

TRAFFIC MANAGEMENT POLICIES 
AND PROCEDURES 

240. Utilization of space available on adminis-
1rativ. mililary air.raft--In a report issued to the 
Congress in September 1966, we pointed out 
that substantial savings in air travel costs could 
be realized through more stringent control of 
travel authorizations by making maximum use 
of available passenger space in military air­
craft maintained for mission-support service 
at Air Force installations. The Air Force 
agreed and issued a letter to its major COm­
mands outlining the policies to be observed in 
use of space available. 

241. Ov ...... volume movements of household 
goods-In March 1967, we released a report to 
the Congress concerning volume movements of 
household goods from overseas poin ts to the 
continental United States. Our review of three 
such movements showed that the Department 
of Defense (DOD) could have saved about 
$225,000 in transportation and storage costs 
by using more accurate cost data as a basis for 
negotiating lower volume rates with the for­
warders, or by procuring the underlying s~r­
vices directly. 

We brought our findings to the attention 
of the Secretary of Defense and made several 
recommendations which we felt would substan­
tially reduce the Department's cost of trans­
porting household goods. The actions pro­
posed by DOD in response to our recommenda­
tions should substantially reduce the overall 
cost of transporting household goods in vol­
ume lots. Subsequent discussions with offi­
cials of the Department indicate that these ac­
tions are being actively pursued. 

242_ Air transportation of dependent children of 
Oopartmentof Defensepersonnol- In April 1967 _ 
we issued a report to the Congress regarding the 
use of air service for the transportation of de­
pendent children of DOD personnel between 
the continental United States and overseas 
areas. The report shows that nearly $300,000 
could have been saved during a 19-1Oonth pe­
riod ending September 1965. We proposed 
that DOD regulations be revis<.:d to ensure that 
Government Transportation R~quest s would 
be issued in such a manner to tltiliL~ regular 
commercial children's fares instead of f"res pub-
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lished in special military tariffs for air trans­
portation of DOD personnel. 

We brought our findings to the attention 
of the Secretary of Defense in November 1966 
and made proposals for improving the admin­
istration of air transportation for dependent 
children . The Director for Tr3nsportation and 
Warehousing Policy, Office of the Assistant 
Secretary of Defense (Installations and Logis­
tics) replied in January 1967 and advised us 
that the Department of Defense bad concurred 
ge nerally with our conclusions and recommen­
dations, had initiated actions to comply with 
our proposals. and would revise its regulations 
accordingly . We plan to review the revised 
regulations when issued . 

243. Accessorial charges for overseas household 
goods shipments-In J line 1967 we issued a re­
port to the Congress concerning a review of 
charges for accessoria l services on overseas 
household goods shipments. We identified 
savings of about $ 165 ,000 that DOD could 
have realized in appliance-servicing costs and 
storage-in-tra",;t costs during the 12-month 
period ended February 28, 1965. We recom­
mended that adequate controls be established 
to preclude payment for these services which 
were either not authorized or not performed. 
The action proposed by the Deparlment in 
response to our recommendations would 
strengthen controls to ensure that DOD pays 
on ly for the accessorial services it actually 
authorizes and receives on overseas household 
goods shipments. Regulations incorporating 
the new procedures became effective in July 
1967. 

244. Shipments of supplies to hospitals and sta­

tion:>--In our letter report to the Director of 
Supply Service, Department of Medicine and 
Surgery, Veterans Administration. issued in 
June 1967 , we pointed out potential savings 
in freight costs on shipments of supplies to 
hospitals and stations when the depot utilized 
the services of both rail and 1110tor carriers to 
effect delivery of supplies. These savings were 
not being realized because the depot's cost 
estimates for rail freight service did not con­
sider the cost of drayage from railhead to con­
signee's receiving dock at destination as a part 
of the aggr~gate shipping cost subject to pay­
ment by Ihe Gov<.:rnl1lent. 



We also pointed out instances of ship­
ments made direct to Public Health Service 
hospitals, which might have been consolidated 
with truckload srupments to VA hospitals In 

the same locale, with a reduction in applicable 
freigh t costs. 

We were later informed by an agency of­
ficial that drayage costs were being applied for 
the purpose of making rail and motor rate 
comparisons to determine the mo~t economi­
cal method of delivery to the stattonS'recelv­
ing docks. We were advised that ship~ents to 
Y A and PHS installations being consolidated 
and stop-off privileges were being applied when 
practical. 

245. Shipments subject to special Government 
rates-During Fiscal Year , 1967, we issued three 
letter reports to the Commander, Military 
Traffic Management and Terminal Service 
(MTMTS), concerning savings of about 
$100 000 wruch could have been realized had 
a nu~ber of srupments of Government freight 
been moved subject to lower rates offered by 
certain carriers. The large volume of r~petl­
tive shipments involved had either been im­
properly routed or been moved prior to the ef­
fective dates of the lower rates, and were there­
fore not eligible for the lower rates. 

We pointed out that improper routing of 
srupments was a continuing traffic manage­
ment problem and resulted in the payment of 
excess transportation charges. We sug-
gested that all MTMTS routing organizations 
be alerted to the importance of proper rout­
ing. We also suggested that, if the lower rates 
available had been intended to cover the ship-
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ments reported, the carriers might agree in ne­
gotiation to retroactive application of lower 
rates. 

MTMTS officials agreed with our sug­
gestions and took immediate steps to negotiate 
with the carriers. Their negotiatJOns were 
successful and resulted in the recovery of 
about $79,500 from the carriers and, in addi­
tion , precluded payment of about $19,500 m 
potential claims agamst the Government . 

246. Shipments of processed commoditi .... In 
May 1967, we advised the Administrator, Ag­
ricultural Stabilization and Conservation Ser­
vice, Department of Agriculture , of possible 
savings in transportation costs through more 
effective scheduling and rout11lg of shipments 
and through modification of other operating 
practices relating to transportation actlVlties 
of the Minneapolis Commodity Office. 

Our review showed that savings in trans­
portation costs could be realized by: (a) utiliz­
ing improved transportabon equIpment, (b) 
loading cars to capacity to take advantage of 
incentive rate provisions of tariffs, (c) im­
proving coordination of purchasing activities 
with traffic management functions, (d) estab­
lishing a management review system for con­
tinuous evaluation of traffic decisions made 
by routing technicians, (e) establish.ing proce­
dures to ensure that routing technicians are 
informed of rate reductions, and (f) improving 
other traffic management practices. 

Officials of the Minneapolis Commodity 
Office generally agreed with our findings and 
took action to improve their traffic operations. 

• 

• 
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MISCELLAN EOUS MATTERS 

COMMUNICA TIONS SER VICES 

247. Use of Federal Telecommunications Sys­
tem-In our review of activities at the Govern­
ment-owned National Center for Atmospheric 
Research, Boulder, Colorado-operated by a 
private nonprofit corporation under a cost­
reimbursement contract with the National 
Science Foundation-we noted that the 'Fed­
eral Telecommunications System (FTS) was 
not being utilized at the Center, although it 
was economically feasible to use FTS fo r long­
distance te lephone calls. 

Although the Foundation and the con­
tractor had considered using FTS as early as 
February 1965, and General Services Admin­
istration (GSA) approval had been received. 
the FTS was not installed because of a faulty 
cost analysis wltich indicated that FTS was 
not economical for use at the Center. Our re­
view indicated, however, that FTS service 
would be less expensive. 

As a result of our inquiries, the Founda­
tion initiated steps to have FTS installed. In 
June 1907 the Foundation informed us that 
it was being installed and that GSA had esti­
mated that annual savings would amount to 
about $26,200. The contractor estimated ad­
ditional annual savings of about $2,200 in 
equipment costs. Since the contract for op­
eration of the Center had about 4 years to 
run, the savings to the Government over the 
remaining life of the contract could amount 
to about $1 15,600. 

USER CHARGES 

248. Establishment of fees for furnishing ab­
stracts of medical records and related services-The 
Public Hea lth Service (PHS), Department of 
Health, Education , and Welfare, had furnished 
to private individuals and organizations with­
out charge abstracts of medical records of pa­
tients who received care and treatment at PHS 
medical facilities. Related services, such as 
furnish.ing photocopies of med ical r~ r.ord s, 
certifying abstra<:ts, and scarclting medica l 
history files, also were performed without 
charge. These services appeared to be within 
the intent of legislation enacted in 1951 
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(5 U,S.c. 140) wltich states that an agency 
should charge a fair and equitable fee for pro­
viding services to any person who derives a 
special benefit therefrom. We estimated that 
PHS, by establislting a fee for furnishing medi­
caJ abstracts comparable to the fee charged by 
another hospital under the Department's ju­
risdiction, would have received about 
$100,000 annually. 

The Departmen t concurred in our find­
ing and initiated a study to develop criteria 
for making charges and determining costs in­
curred. The resulting regulations and fee 
sched ule were published in the Federal Regis­
ter on May 4, 1967, establishing a Service­
wide policy, effective June 1, I 967, on charg­
ing fees for medical abstracts and related ser­
vices. 

249. Proposed criteria and contracts for urani~ 
um enrichment services-At the request of the 
Joint Committee on Atomic Energy, we re­
viewed the proposed criteria and contracts for 
uranium enrichment services by the Atomic 
Energy Commission (AEC), Our report, sub­
mitted to the Committee in August 1966, 
contained for the Committee's consideration 
our observations on (a) the AEC policy appli­
cable to certain fixed costs relating to excess 
plant capacity, (b) the poten tial for accommo­
dating future changes in AEC policy by con­
tract amendments, (c) the financial conse­
quences to AEC in the event of cancellation 
of contracts by customers, and (d) the limita­
tions on AEC for entering into contract com­
mitments for uranium enrichment services in 
excess of its present productive capability. 

These matters were discussed at h"arings 
held by the J oint Committee and later were 
the subject of correspondence between the 
Joint Committee and AEC, As a consequence, 
AEC made a number of changes designed to 
strengthen and improve the program. 

One of the changes made by AEC, in es­
tablishing charges for uranium enrichment ser­
vices related to the inclusion of additiona l 
costs of depreciation and interest on invest­
ment amounting to an estimated $42 million. 
AEC also revised its proposed contract for toll 



enriching services (a) to permit AEC to initi­
ate negotiations for amendmen ts or revisions 
to restrictive provisions in the contracts and 
(b) to increase from 3 to 3-1/2 years the con­
tract termination notice period to provide bet­
ter assurance that no costs will accrue to the 
Government for any electric power cancella­
tion caused by customer contract termina­
tions. Finally, AEC agreed to establish mech­
anisms for recording and for reporting annu­
ally to the Joint Committee as to its commit­
ments and available capability to meet such 
commitments. 

OTHE"R AREAS OF OPERA TIONS 

250. Administration and enforcement of re­
porting and bonding provisions of law-We submit­
ted a report to the Congress in March 1967 on 
our review of the effectiveness of the policies 
and procedures of the Department of Labor 
with respect to the administration and en­
forcement of certain reporting and bonding 
provisions of the Welfare and Pension Plans 
Disclosure Act and the Labor-Management 
Reporting and Disclosure Act of 1959. We 
stated that specific improvements were 
needed to: 

a. Develop and maintain up-to-date lists 
of entities on which reporting is re­
quired under the two disclosure laws. 

b. Update mailing lists so that reporting 
entities will receive the forms neces­
sary for reporting the information re­
quired. 

c. Follow up on reports known to be de­
linquent. 

d. Promptly incorporate into disclosure 
flies changes in plan descriptions. 

e. Make a more effective verification of 
reported data. 

A primary objective of the two disclosure laws 
is to protect the interests of participants in 
the plans and of members of labor organiza­
tions through the public disclosure of finan­
cial and other information. 

We stated also that our review showed 
that the Department had not required the 
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reporting entities to report information on the 
nature and extent of mandatory bonding cov­
erage so that the adequacy of bonding could 
be considered by the Department. Both dis­
closure acts require that aU persons handling 
funds and other property covered by the acts 
must be bonded in certain specified minimum 
amounts. Information published by the De­
partment of Labor shows that about 25,000 
.abor organizations and about 3 1,000 welfare 
and pension plans are subject to bonding re­
quirements under the two laws. 

In commen ting on our findings, the De­
partment informed us that, aJthough it be­
lieved that compliance with the acts to the 
last detail could not reasonably be achieved, 
it had no major disagreement with our propos­
aJs for various corrective actions and that cer­
tain corrective actions were either being taken 
or to be taken. We believe that the specific 
corrective measures indicated by the Depart­
ment, if properly implemented, should assist 
materiaJly in improving administration and en­
forcement of the two disclosure laws. 

A series of questions relative to the bond­
ing provisions for welfare and pension plans 
are now included in revised reporting forms; 
however, we were informed that the Depart­
ment lacked authority to require reporting of 
bonding coverages under the Labor-Manage­
ment Reporting and Disclosure Act of 1959 
or to make appropriate investigations of cov­
erage under the Welfare and Pension Plans Dis­
closure Act. 

We therefore recommended that the Sec­
retary of Labor seek appropriate legislative au­
thority from the Congress to require reports 
on bonding covcrage from organizations cov­
ered under the Labor-Management Reporting 
and Disclosure Act of 1959 and to make site 
investigations of compliance with the bonding 
requirements set forth in the Welfare and Pen­
sion Plans Disclosure Act. 

251. Administration of congressional policy on 
sale of telephone service·.congressionaJ policy, as 
expressed in the United States Code (I 0 U.S.C. 
2481) does not permit the military depart­
men ts to sell certain utility services if the 
needed services are available from other local 
sources. We found, however, as reported to 
the Congress in January 1967, that the military 
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departments sold telephone servkes to a sub­
stantial numb~r of occupants of military fam­
ily housing although commercial service was 
available. 

The Department of Defense agreed with 
our findings and stated that Government-op­
erated telephone service would be sold only 
where commercial service was unavailable and 
when it was detemlincd to be in the interest 
of national defense or the public interest. 

252. Management of technical manuals··l n a 
report issued in April 1967 to the Joint Com­
mi ttee on Printing and to the Subcomntittee 
on Department of Defense, House Committee 
on Appropriations, we pointed out several op­
portunities for savings in the management of 
technical manuals witllin the Department of 
Defense. We expressed our bdief that savings 
could be realized through (a) single manage­
ment of id~ntical joint-use manuals, (b) con­
sidera tion of changes in requirements for man­
uals in negotiating target costs for incentive­
type contracts, (c) elimination of duplicat~ 
numbering systems, (d) increased use of ~erti­
fied mail in lieu of registered mail to transmit 
manuals, and (e) improved interservice coordi­
nation. 

In September 1967 the Assistant Secre­
tary of Defense (lnstalla tions and Logistics) 
furnished comments to the Chairman of the 
Subcommittee on the matte rs discussed in our 
report. The comments indicated that the De­
partment of Defense was generally ~cccl?tive 
to our sugge'stions for achleVtng savtngs tn the 
management of technical manuals. 

253. Charges for Government-furnished trans­
portation to and from work-Our review of ad­
ministrative activities of the United States 
Embassy in Taiwan disclosed that th~ Em~ 
!'a"y I l l; not charging employees a suffiCient 
amount for Government-furnishetl transporta­
tion to and from work. We also n01~d tllat 
certain of the employees receiving Govern­
men t-furnished transportation had privately 
owned vehicles which were shipped to Taiwan 
at Government cxpeme. 

Beginning November I, 1965, the Em­
bassy established a charge of $ lOa calendar 
quarter for furnishing to-and-from-work 
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transportation to certain employees. A review 
of vehicle cost records indicated that, to pro­
vide this transportation, the Embassy incurred 
costs of about $46 a quarter for each employ­
ee. Departmental regulations (6 FAM 236.2, 
Ib) recognize that transportation to and from 
work is normally the responsibility of an em­
ployee and direct that each chief of mission 
impose a charge for such transportation , ex­
cept where he determines that unusual or 
unique circumstances exist which justify waiv­
ing the charge. The regulations state that the 
average cost of transportation in the United 
States is 20 eents per one-way trip and that 
this amount should be used as a guide in es­
tablishing the amount of charge. The current 
charge being made to employees in Taiwan 
amounts to less than 10 cents per one-way 
trip and less than 5 cents if the employee 
makes 4 one-way trips a day. 

In July 1965 , our Office reported to the 
Congress on certain disparities existing in the 
transportation furnished overseas personnel 
to and from work at Government expense. 
We stated that the practice of providing fre~ 
transportation to and from work to employ­
ees on a worldwide basis was resulting in sub­
stantial unrecovered costs to the United States 
Government. We stated also that a number of 
persons at the posts we visited were reeeivin!,: 
frec Government-furnished transporta t ion to 
and from work daily even though their pri­
vately own~d vehicles had been transported to 
their posts at Government expense. In com­
menting on this report, the Department in­
formeu u, that it planned to levy a charge fo r 
to-and-from-work transportation except in un­
usua.! and unique circumstances. 

It was our view that the Embassy in 
Ta iwan was not charging employees a suffi­
dent amount for Government-furnished trans­
portation to and from work. Existing depart­
mental regulations appeared to provide appro­
priate guitlallce for detamining an adequal~ 
charge for transportation services. Therefore , 
we recommend that the Embassy increase to 
at least 20 cents per one-way trip the charge 
for transportation services being provided to 
Embassy employees in Taiwan. 

The Department, in commenting on our 
report, informed us that the Embassy was in­
creasing the charge from $ lOa quarter to $5 
a month. 



SUMMARY OF FINANCIAL SAVINGS ATTRIBUTABLE TO THE WORK 

OF THE GENERAL ACCOUNTING OFFICE IDENTIFIED DURING 

FISCAL YEAR 1967 
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COLLECTIONS AND 
OTHER MEASURABLE SAVINGS 

000 om;ned 

Other 

moasur-
Collec- ab l. 
tions savings Total 

DEPARTMENTS 

Armv $ 1,482 S 10,526 $ 12,008 

NavV 2,031 12,471 14,502 

Air Force 751 20,684 21,435 

Defense 1,237 21 ,559 22,796 

Agriculture 38 2,263 2,301 

Army Corps of E "gineers 

(civil functions) 10 10 

Commerce 7 638 645 

Health, Education, and 

Welfare 722 1,132 1,854 

Housing and Urban De.. 

velopment 411 411 

Interior 15 3,370 3,385 

Justice 1 

Lebor 563 563 

Post Office 83 84 

State (including AID, 

Peace Corp'. and USIA) 21 3,253 3,274 

Transportation 230 36,850 37,080 

Treasury 9 10,019 10,028 

AGENCIES 

Atomic Energy Commission 30 42,194 42,224 

Civil Service Commission 2 15 17 

District of Columbia Govern-

ment 31 32 

General Services Ad-

ministration 212 212 

National Aeronautics ond 

, Space Administration 10 318 328 
) National Science Founds-

t ic", 39 40 

Panama Canal Company 113 27 140 

Railroad Retirement Board 39 39 

Veterens Administretion 8 5 36 121 

Legislative and other 2 25 27 

Total for audit of de-
pertmen" and agencies 6 ,828 166,729 173,557 

Transportation audit 12,963 12,963 

General claims work 3,627 3 ,627 

T""" s~ $166.729 $190,147 
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DETAILS OF OTHER MEASURABLE SAVINGS 

Details of other measurable financial sailings including ad­
d itional rellenues attributable to the eudit work of the Gen­
eral Accounting Office during the fiscal year 1967, totaling 
$1 66,729,000, are listed below, Approximately $21 million 
of the savings or additional revenues are recurring in nature 
and will continue in future years, The Items listed conlist of 
realized or potential savings in Government operations attrib­
utable to action taken or planned on findings developed in 
our: 8x.mination of agency and contntctor operations. In 
most instances, the potential benefits are based on estimates 
and for some items tha actual amounts: to be realized are coo-­
tingent upon future actions or events. 

Action taken 
or planned 

Supply Management : 
Savings in operating costs (estimated an­

nua l savings, $2,400,000) and reduc­
tion in replacement com (nonrecur­
ring, $30,000,000) resulting from 
Coast Guard's reduction of its stated 
requirements for high-endurance vessels 

Cancellation of plans to procure equip­
ment in excess of needs (nonrecurring) 

Excess ammunition recovered from mili­
tary assistance program countries to 
sat isfy other United States needs (non­
recurring) 

Cancellat ion of requisitions for unneeded 
"Hi·Valu" aeronautical parts (nonrecur­
ring) 

Redistribution of unneeded aeronautical 
mater ial on hand overseas to locations 
at which needed (nonrecurring) 

Return of excess spare parts and support 
equipment from the Korean Air Force 
to United States control fo r redistribu­
tion or disposal (nonrecurring) 

Avoidance of procurement through r&­
instating excess or obsolete stocks (non­
recurringl 

Avoidance of procurement through re­
duction of requirements and redis­
tribut ion of inventories (nonrecurring) 

Avoidance of procurement through inter­
service transfer of items ,urgentlv re­
Qu ired (nonrecurring) 

Avoidance of procurement by furnish ing 
Govcrnment-owned items to contrac­
tors (nonrecurrIng) 

Avoidance of procurement through dis­
covery of available items (nonrecurring) 

Adjustment of prices under existing con· 
tracts or pro posed amendments (nonre­
curring) 

Cancellat ion of plans to procure or re­
pair unneeded electronic equipment 
(nonrecurring) 

Procuroment of less expensive items than 
planned (nonrecurring) 

Return of excess spare parts and supplies 
fro m the Grttek Air Force to United 
States COntrol for redistribution (nonre­
curr ing) 

Sailings on recomputation of errone­
ous profit rate in a contract (non­
recurring) 

$ 

Estimated 
savings 

32,400,000 

16,403,000 

14,884,000 

8,077,000 

5,273,000 

3,000,000 

2,196,000 

2,100,000 

1,900,000 

1,791,000 

1,623,000 

1,483,000 

984,000 

728,000 

579,000 

388,000 



Action taken 
or planned 

Supply Management-Continued: 
s.vlngs from u. of t)lC'" hardwara 

resulting In cancellation of purchase 
reQuisitions by Govtrnment con­
tractor-Netlonel Aeronautics end 
Spac:e Administration (nonrecurring' 

Cancellation of ouUtanding requisitions 
for &para patts and support equip­
ment not naeded to support the mil­
itary auistance program for the Ko­
rean Air Force (nonrecurring' 

Savings through recovery of items previ· 
ously planned for d isposal (nonrecur­
ring' 

Savings realized from transferring mate­
rial excess to Federal Aviation Admin­
istration reQu lremenu to Department 
of Defense (nonrecurring' 

Cl;ncellation of outstanding reQuisitions 
for spare paru which were not needed 
to support the military assistance pro· 
grim for the Turk ish Air Force (non­
recurring' 

Avoidance of procurement through re­
working of okt Items (nonrecurring) 

Savings resulting from returning to ac­
tive inventory Certliin itlml prema­
turely scheduled for disposal- General 
services Adminirtratton (nonrecur· 
ring' 

Savings through Ule of Government v. 
hicles instead of the contractors' vehl· 
cles (nonrecurring) 

Cancellation of outstanding requisitions 
for spare parts which were not needed 
to support the military osslstance pro­
gram for the Greek Air Force (nonr. 
currlng) 

Savings resulting from purch"ing avla· 
tion gaollne through centrall:ted 
Goyernment procurement .ourCH­
Agriculture tHtimltid InnuallllY· 
ings) 

Sevings through competitive procura· 
ment of certlin smlll offlc. mechlnes 
- Pan Office Oepartment (estimated 
annuel savings) 

Sayings through use of old conflgur. 
tlon of an Item Irmnd of repairing 
new configuration (nonrecurring) 

Cancellation of unnecessary procur~ 
ments of mess trays-General Ser­
vices Administration (nonrecurring) 

Reduction in procurement of supplies 
and reduced operatinQ costs due to 
Increased utilization of rad io pro­
gram recording tapes (estimated an­
nual savings) 

Other items-various agenclu lalti· 
mated annual ..... Ings. $31.000; non· 
recurrinu. 552,000) 

Payments to Government Employees, 
Veterans, and Other Ind ividuals: 

Savings resulting from t1rmlnation of 
benefit payments to widow benefi-

Estimated 
<Savings 

$ 318,000 

314,000 

254,000 

253,000 

227,000 

183,000 

148,000 

114,000 

88,000 

86,000 

83,000 

64,000 

42,000 

3,000 

83,000 
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clarhts who remerried-verlold agencies 
(estimated annual seving.' $ 66,000 

Reduct ion in the rate of premium com-
pensation patd to fire protection per-
IOnnel-Veterans Administration (esti· 
mated annual sevlngs) 12,000 

Other Items-various agencies (estimated 
annual savings. $3.000; nonrecurring. 
$4,0001 7,000 

Loans, Contributions, and Grants: 
Reduction of grants awarded to in5titutions 

of higher education 8$ • result of amend· 
ing grant agreements to conform with the 
provilions of approved State plans-Health. 
Education. and Welfare (nonrecurring) 412,000 

Reduction in noncash grant· in-aid credit for 
a public IChool-Housing and Urban De-
yelopment (nOnrecurring) 300,000 

R~uction of grants as a result of adJust-
ments for Ineligible itams Included In de-
velopmant cost- Heelth, Education. and 
Welfar. (nonrecurring) 273,000 

Reduction in Federal Hnanci.al participa-
tion in the cost. of administBf"ing federally 
assisted public assistance programs-
Health. Education. and Welfare (nonre· 
curring) 215,000 

Withdrawal of. claim for noncash grant-In-
afd credit for an ineligible fire stetion-
Housing end Urban Development (nonr. 
curting) 100,000 

Utilizetion of computer services which 
grantee had paid for but hed not planned 
to use.-Heelth. Education. and WeHero 
(nonrseu rrlng) 38,000 

Aeductlon in Federel participation in the 
cost of certein land to be ulld for a Fed· 
1nI1-ald highway and a State park-Trans. 
portatlon (nonrecurring) 37,000 , 

Other Item ..... verious agencies (nonrecurring) 24,000 

Interest Cost : 
Changes in the Internal Revenue Code re-

qu inng self-employed Individuals to PlY 
ertimated self.mployment ta)les on a 
quanerly basis rather than on an annual 
basl. thereby making funds available to 
the Government at an earlier date and 
with resultant savings in interest cost on 
Govornmant bOrrowings-Troasury (esti· , 
mated annual savings, $5 million to $31 ( 

million' 6,000,000 
Savings in intltrest costs resulting from 

changes in the I Olernal Revenue Code 
establishing an interest-free processing 
period for making refunds to ta)lpayers 
who delay filing thalr return under granted 
extensions of time-Treetury (estimated 
annua' savings) 

Reduction in Interftt COst to the Govern. 
5 ,000,000 

ment by deferring United States Tre. 
sury borrowings until funds .r. needed 
for disbursement-Agriculture (est;' 
mated annual sevinga) 548,000 



Action taken 
or planned 

Interest Cost-Continued : 
Savlngs ln interest COltS resulting from 

reviled procedures for advancing GOY· 

.. nment funds to Maritime Adminis-
tration generll agents (est imaTed an-
nual savings) 

I mputed Interest savings to the Govern-
ment as a result of preventing a 1·yeer 
delay in starting the repayment of an 
interest-free Federal loen--Interior 
(nonrecurring) 

Interest savings to the Government be-
cause of ertablishment of criteria re-
sulting In disapproval of 8 small rec· 
lamation toan-I nterior (estimated an· 
nual savings) 

Savings In Interest charges realized by 
liquidating debt-District of Columbia 
Stadium (nonrecurring) 

LeaSing and Rental Costs: 
Savings through purchasing rather than 

leasing certa in office copiers- AtOmic 
Energy Commission (estimated "nnual 
savings) 

Savings through utilization of. reduced-
rate leasing plan for office copying ma· 
ch ines-Commerce (estimated annual 
I8vings) 

Savings resulting from terminating con-
tract for unnecessary equ ipment-Trans-

( 
portatlon (nonrecurring) 

Saving. resulting from other Government 
agencies termlnltlng more costly leases 
and utilizing space excess to Federal 
Aviation Administration needs (esti-
mated ennua! savings) 

Other items--various agencies (estimeted 
Innual savings) 

Rental Income and Fees : 
Establi,hment of fees for furnishing ab· 

stracts of medical records and related 
services to private Individual. and or-
ganizations-Hea lth, Educat ion, and 
Welfare (estimated annual savings) 

Add itlone! revenue due to changes In 
rental rates and utility charges for Goy.. 
ernment-owned quaners-varlou5 agen-
ch~1 Intimated annual sav ings) 

I ncreased revenues to the Government 
resulting from charging airplane land-
Ing and parking fees at a Federal Avi ... 
tion Administratlon-operated airport In 
Alaskl tanimeted annual savings) 

Other Itoro'-VDriou. agencies (estimated 
Innual savings) 

Construction, Repair, and 
Improvement Costs: 

Savings in veuel construction costs by 
uling Coast Guard personnel rather 
then commercial contractor (nonre-
curring) 

Estimated 
savings 

$ 239,000 

202,000 

121,000 

31,000 

81,000 

72,000 

65,000 

36,000 

14,000 

100,000 

99,000 

31 ,000 

19,000 

130,000 
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Savings In construction costs by using 
less costly material in certain Coast 
Guard vessels (nonrecurring) $ 

Manpower Utilization: 
Reduction of manpower required to ad­

minister mil itarv assistance program ac· 
tivities in a Far East country (nonre­
curring) 

Utilization of U.S.-owned Foreign 
Currency : 

Dollars rather than U.S.-owned foreign 
currencies were being used unnecessarily 
to pay United States administrative ex­
penses in Korea. {The Agency for Inter­
national Development reached egreement 
w ith the Governmant of Korea to make 
increased amounts of fore~n currency 
8VD ilab ie for th is purpose beginning in 
January 1967. AID oHicials estimate 
that a savings of 53,150,000 will be real ­
ized in calendar year 1967 and that con­
tinuing savings will be realized in future 
yeats, depending on the level of Unfted 
States assistance and country-to-country 
negotiations_] 

Dollars rather than US.-owned fontign 
currencies wore being used for annual 
rental payments to Poland for spaca 
at the Poznan International Fair (esti­
mated annual savings) 

Transportation ' 
Savings through use of airl ift service in· 

stead of airmail for overseas military 
mail (estimated annual savings) 

Elimination of overseas transportation 
by cancellation of orders for unneeded 
materiel (nonrecurring) 

Olher Items 
Additional costs to be recovered by the 

Federal Government from charges that in· 
eluded certam additional depreciation and 
return on investment for uranium enrich­
ment services {review made at request of 
chairman. Jo int Comm ittee on Atomic 

55,000 

700,000 

3,160,000 

100,000 

1,128.000 

204,000 

Energvl (nonrecurring) 42,000,000 
Savings resulting from tha termination of 

a long-term medical resBilrch project on 
aging of aviat ion pcrsonnel-Transporta-
tion (nonrecurring) 3.800,000 

Increase in price at which electriC power 
and salt water d istillation fac ilities owned 
by the Virgin Islands Corporation were 
sold to the Virgin Islands Government 
(nonrecurring) 2,391,000 

Savings by aven ing the d istributton of 
commodities to ineligible families r. 
moved from the rolls in the cornmodlty 
distribution program-Agricul1ure (non-
recurring) 665,000 



Act ion taken Esti ma ted 
or planned sailings .. 

Other I tems--Continued : Savings through cancellation of plans to 
Additional proceeds resulting from revi· convert to another type of computer 

sion of regulations undltf the wheat (nonrecurring) $ 91,000 
marketing allocation program- Agricul- Additional rfNenue resulting from the in-
ture (estimated annual savings) S 650,000 elusion of by-product values in the ap-

Aeducdon of labor com resulting from praisel of t imber offered for sale by the .. more realistic wage rate determinations Forest Service (estimated annual savings) 90,000 
under contracts for construction of Savings in transportation costs bV increas-
certain federally assisted housing proj- ing the lot-size of shipments of Govern-
ects-Labor lnonrecurring) 563,000 rnent-donated print butter and frozen 

Reduction in costs through improved beef to State Bgencies-Agriculture (non-
coordination in geodetic surveying ac- recurring) 85,000 
tivities within the Federal Government Savings through revision' Jof method of 
- I nterior (estimated annual savings) 420,000 computing travel time of reserve officers 

Reduction in construction~iffer8ntial (estimated annual savings) 71 ,000 
, 

subsidies resulting from policy change Savings through elimination of unneeded 
by the Maritime Administration ai- copies of certain preinduction medical 
lowing waiver of previously requ ired reports (estimated annual savings) 64,000 
performance and payment bonds on Addit ional bill ings for materiels furnished 
certain sh ip construction contracts under the cooperative logistics programs 
(estimated annual savings) 316,000 (nonrecurring) 52,000 

Reduction in operating costs by transfer Additional revenue from revised log I" 
of general purpose motor vehicle fleet scaling procedures which will more eccu- • 
into General Services Administration ratety determine and record the volume 
Interagency Motor Poo l System- In- of nat ional forest t imber $Old- Agricul-
terlor (estimated annual savings) 233,000 ture (estimated annual S8'Vings) 45,000 

Personnet savings through consoltdation Savings attainable bV use of Federal Tele-
of supply activities in Japan (estimated communications System rather than com-
annual savings) 107,000 merciel telephone service--Natlonal Sci· 

Savin~ resulting from the reduction In the ence Foundation (estimated annual 
number of fire department Itmplovees savings) 39,000 
and the consolktatlon of t he fire and Miscellaneous items-various agencies 
guard managemltnt staffs-Atomic En- (estimated annual savings, $156,000; 
ergy Commission (estimated annual nonrecurring, $107,0001 $ 263,000 
savings) 106,000 

Total other measurable savings $166,729,000 

• 
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ADDITIONAL FINANCIAL BENEFITS NOT FULLY OR READILY MEASURABLE 

Many significant financial benefits, either one·time savings 
or recurring saviOV', that are attributab 'e to the work of the 
Genera l Accounting Office are not fu!ly or readily measur· 
able in financial terms. These benefits result from actions 
that Ire taken or that are to be taken by the dopartments and 
agencies to eliminate unnece5Sary expenditures or otherwise 
correct def iciencies brought to light in our audit reports. A 
few examples of these action:;. Identified during the fiscal 
year 1967 are describod below. 

CHANGES IN AGENCY POLICIES, 
PROCEDURES, AND PRACTICES 

Utilization of AVJilablc StoCkS of the 
United States Army in Europe for 
Requiremen t'; of Other Commands 

Our roport to t he Congress in April 1967 disclosed that 
repair parts and electronic components which exceeded reo 
quirements in Europe were not redistributed to meet urgent 
needs in other &reas because of weakn~ in the Army's 
Inventory rpporting procedures and practices, Our limited 
review ideniified combat vehicle ropalr parts and electron ic 
components valued at about $3.2 million, that could have 
been used to satisfy urgent requirements in the Uni ted 
States and in the PacifIC area. The availabilitv of these 
items, howevor , had not been reported to the appropriate 
inventory control points in the Un ited States and, in the 
absence of such information, procurements and repair pro­
grams were Initiated end redistribution of the available 
stocks was not made to ~eet known requirements. After 
t hese items were called to the attention of management offi· 
cials, the repair parts and components valued at $3.2 mil· 
lion were either transferred to other commands or sched· 
uled for rediStribution subsequent to Our review. Also. 
some repelr programs were canceled and procurements de­
ferred. The action taken ras;ulted In SIgnificant, though not 
readily measurable, savings. 

We recommended that the Secretory of Defense require 
that the Army's existing stock status reporting system be 
revised to include a requirement for p~riodic reporting to 
nationel inventorv control points of all inventory stocks of 
items considered to be in short supplv by such inventory 
contro l points, whIch exceed current overseas operating and 
reserve requirements. 

By letter dated June 16, 1967, from the Assi!Jtant Sec· 
retary of Defense (Installations and Logistics) we were in­
formed that the Department of Defense concurred in our 
recommendation, I n additIon, we were informod that the 
Depertment is invoking a sVstem wherei n overseas depOt 
assets will be incorporatod in their ontirety on the records 
of the inventory maneger, Manegers at inventory control 
polnn will then have cu rran t and complete Information on 
all levels of stocks and would ba in a position to make an 
appropriate choice betWtten available alternatives such as 
procurement, rebuild, Or redistribution of stocks to fill re­
qu irements expedit iously, Thus, substantial savings can be 
'chieved through the utilization of available stocks instead 
of having to procure Or rebuild items to fill requirements. 

Savings by ConSOlidation of Field Organization$ 
and Facilities for Recruiting Military Personnel 

We reported to the Congress in June 1966 t hat the four 
militwy services were maintaining separate recruiting or-
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ganizations and far: ilities substantiallv in excess of their 
combined needs. In {his connection, we cxpressed the b~ 
lief tht'lt If these separate organl:lations sr.rI fecilit!es wore 
consolidated millions of dollars cou ld be saved annually and 
the effectiveness of the recruitIng mission would be im­
proved, 

I n a draft of our report which we submined to the De­
partment of Defense for comments on December 16. 1965, 
we proposed that the SeCf'"8tary of Defen:oc dlrcct that a 
fie ld test of consolldotion of military recruiting organiza· 
t ions be conducted. By letter dated February 28, 1966. 
the Ass istant Secretary of DChJn:<e (Manpower) advised that 
a Defense-wide study had beon initiaterl of recruitment fa­
cHities in all locations in which the milltarv Hervices have re­
cruiting office~ in separata locat ions. The study was to aid 
the Departmcnt in developing a (lIon fOr relocating rOCI uit· 
ing officEt! in the same building and, wherc practicable, in 
the same area within the buildmg. 

During fiscal year 1967 , the Department of Defense. 
with the Chief of Engineers 3cting as executive agent, is­
sued procedures and implementing Instructions to co·locate 
recruiting offices llnd main stations in 14 large rnefropolitan 
areas. I n this connection. it IS pi<lnned that the number of 
locations will be reduced from 524 to , 9a and the number 
of oHices from 722 to 699. Th is Bctlon should result in 
signIficant savings although the amount of the savings is· not 
readilv determinable. 

Savings III It\e Pr()curr'mcrlr of 
I-'eriodl cals by the Mil itary Departnlf.'nts 

In our review of the policies. procodures, and practices 
relat ing 10 procurement of periodicals by the military de­
partments, we found that periodicals were generally being 
procured bV each depclrtment on an annuol rather than a 
multIple-year basis and the departments were not tak ing 
full advantage of t.-cst savings in mult iple·veer procurement 
of periodicals. In most cases, periodicals were subscribed 
to for 1 -year periods, principallv because the depanments 
did not m;Jl{e sufficient funds Bvailable 10 obtain multiple­
yeor subscnptions. 

The Army and the Navy used local purchase procedures 
in procuring periodicals, whereas Ihe Air Force used a cen­
tralized procurement method, filling most of irs periodical 
needs through contrac ts with subscription agendas. It was 
not feasible to estimaTe the effect nf ;Jrocuring n8riodlcals 
annually, Defense-Wide, because of the procurement methods 
used by tho Armv and the Navy. However, we estimated 
that tho Air Force could have saved $127,000 ovor a 3·year 
period fOr periodicals subscribod to in colcnuor yoar 1964 
hod it obtained subscriptions to those pP.fiodicals for 
multiple·yellr perIods rllther than fur 1·vcar periods, 

We recommended to the Secretarv of Defense in our re­
port of November 9, 196C, (11 that budgets be SUbmitted 
and funds be ellocated for multiple,yp.llr wbscriptions; and 
(2) that Defense-wide instruCtions be issued. emphasizing 
the need for the depanments to procure periodicals under 
multiple-year subscriptions in those instances wtIere it is 
advantageous to tt'le Government . 

We wEtte informed by lener dated January 13, 1967. 
from the office of the Assistant Secretary of Defense that 
the military departments and the Defense Supply Agency 
were being requested to emphasize to their personnel 



engeged In requesting, budgeting, and procuring periodical., 
the desirability of funding and purchasing multlphryear sub­
scriptions where there Is a continuing need and It is other· 
wise advantageOus. Len« instructions dated January 24. 
1967, were elso issued by Headquarters, Air Force Logistics 
Command, to various Air Force organ izat ions end activities 
directing that multiple-yeer sub$criptions for periodicals be 
procured whrrre possible end practicable, and that add itional 
fund requ irements be Included In the fllCal year 1968 finan· 
cia' plan to covrrr multiple· year subscription costs. The ac· 
tions should result in substantia l future savings. 

Increase in Internal Audit and Inspections 
Relating to United States Activities in Vietnam 

Our survey of the internal audit and management inspec' 
tlon efforts by United States egencies In Vietnam through 
March 1966 showed a need for greeter audit and review ef· 
fort by agencies because of the magnitude and vulnerability 
to operational and management deficiencies of United States 
programs in Vietnam. 

In Mey 1967 we reported to t he Congress that there 
had been significant increases In the number and scope of 
internal audits and management Inspections In Vletnem sub­
sequent to March 1966. Improved programs of audit Rave 
been Initiated and put Into effect and the DOD has revised 
their prior prohibition against their own auditors going into 
Vietnam. 

These actions resu lt In major preventive benefits and dol· 
lar savings, although the latter are not measurable in specific 
dollar terms. The agencies' aud it efforu Increase the poten· 
tlal for significant continued Improvement in the menage-­
ment controls which ere so imponant at this stage of the 
activities in Vietnam. 

We believe that the momentum of the agencics' audit 
end inspection efforts, described above, repre$8nt major im­
provement action and was achieved in part because of our 
work resulting In reports to tha Congress in July 1966 and 
May 1967. 

Elimination of Cen aln Severance Benefits 
to Former Foreign Service Officers 

In a report to the Congress in January 1967. we pre­
sented our find ing that Foreign Service officers who were 
involuntarily separated from service and accord ingly received 
c&rtain severance benefits wera immediately thereafter reem­
ployed by the Federal Govefnment at saleries equal to their 
salary at the time of separation. The severance baneflu 
are equivalent to 1 month's salary for each year of service, 
not to eKceed l ·year's salary . I n our opinion, the payment 
of severance benefits under such circumstances was unrea­
sonable. 

As II result of our review, the Department of Stete reo 
vised its regulations In such manner as to preclude former 
Foreign Service officers reemployed with the Department 
from receiving concurrent payment of severance benefits 
and seleries. 

Increased Tax and Duty Revenues 

In a report to the COngress in November 1966, we 
pointed out that , on the besis of our test of Federal tax re­
funds, a high percentage of taxpayors were not vo luntarily 
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reporting, as taxable income, Int8rolt received on their tax 
refunds. The extent of such nonraportlng cou ld not be rea­
sonably estimated by us beeeUI8 of our limited access to 
records. Considering the amount of Interest paid by the I", 
ternal Revenuo Service annually-$88.6 million in fi!C81 yeer 
1964-wa exprlS58d our belief that considerable taxable in· 
come heel not been reported. In accordance with our pro­
posals, I RS informed us that cemin corrective measures 
were being taken which' we believe, if effectively Imple­
mented' should Improve tha reporting of interest received on 
tax refunds as taxable income. 

The Tariff Act of 1930. as amended, allows carpet 
wool to be imported duty -free when it Is to be used in the 
menuf&cture of specified articles, principally floor covertng. 
Wool waste resulting from this ITlInufacture Is subject to 
duty if , though usabla In the manufacture of articles specl· 
fied by the act, it is used instead for other purposes. 

In 0 report to the Congress in June 1967, we stated 
that the Bureau of Customs, Treasury Department, ellowed 
wool waste. resulting from monufecture of specified articles. 
princlpeJiy floor covering, to be sold to manufacturers of 
other articles, such 8S baseballs and clothing, without .". 
sessmant of duty, even though the wool waste could hove 
been used for the manufecture of articles not aubject to 
duty reQuirements.. We estimated thot, in the two Customs 
districts where we mOOe our review, the Government could 
have rsallzllKi additional reYltflues amounting to as much as 
S453,000 on 1.2 million pounds of carpet wool waste for 
fiscal year 1964. Imports of cond itionally duty·free carpet 
wool in these two d istricts amounted to about one third of 
the 145 million pounds of wool Imports for fiscel year 
1964. 

Subsequent to our review, the Commissioner of Customs 
ruled that waste from carpet WOOl, with certain eKceptlons, 
is dutiabl e. We have been Informed that the Bureau of 
Customs is now requiring that a determination be made that 
wool waste is not usable in the manufacture of floor cover· 
ings or other enumerated articles before allowing It to be 
exempt from duty. The action taken should result in 
'strengthened controls over the utilization and d isposition of 
wool waste, eonslltent duty trell'tment, and eddnional rev&­
nues to tha Government. 

Improved E Han to Collect or 
01herwise Settle Cenain Debtors' Accounts 

We reported to the Congress In January 1967 that our 
review of selectAd debtors' accounts in SiK counties in the 
St8te of Texes showed that there was 8 need for the Form­
ers Home Administration (FHA) to increase its effort to 
collect or otherwise seule such accounts. The accounts re­
viewed are known 8S collection.-only accounts which are 
classified es such when all of a dabtor's security property 
has been liquidated and the debtor still owes a balance on 
his loan. Wa estimeted that of occounts totaling about 
$3.2 million, $274,000 could have been collected in full 
and some portion of accounu totaling about $948,000 
could have been collected through omer settlement actions. 
Further, we found that many accounts had no potential 
for recovery and therefore should heve been canceled as 
soon IS opplicable regulltions had permitted and thus eUm. 
Inate the OOministratlve costs of maintaining them. At the 
time of our review, about 518 million of a nationwide total 
of about $70 million of collection-only accounts were ep­
pliceble to the State of TexBS. 
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After we brought these matters to the attention of 
agency officials, FHA issued instructions requiring that in­
creesed effort be made to collect or otherwise settle collec­
tion-only accounts_ The new instructions should, if properly 
implememBd. result in significant benefits to the Govern­
ment. 

Reduction in Dependency Allowances 
Payable to Recipients 

At the time of our review, the National Science Foun­
dation's (NSF) dependency allowance entitlement criteria 
provided that 8 fellowship recipient could request depen­
dency allowances for spouse and for chlldron who would 
"'n fact" be dependent upon him for support during the 
tenure of his fellowship. It was left to the fellowship ~ 
cipient to determine whether the spouse or children were 
"In fact" dependent, except th8t NSF officials generally 
did not intend to award a dependency allowance for a 
spouse with an income equaling or eKceedlng the fellow­
ship stipend. Our review of 55 selected fellowship awards 
in 8 given year showed that, in close to one-half of the 
cases, however, NSF had approved the dependency allow­
ance claimed for the spouse notwithstanding evidence dis­
closed In our review Indicating that the spouse's Income ex­
ceeded NSF criteria. 

Subsequent to our discussions with NSF officials. NSF 
informed UI in March 1967 that it had established a max i­
mum annual amount of $2,000, or 8 proreta amount for 
shorter or longer periods, that a spouse may earn before 
becoming ineligible as a dependent. . Provided that the 
results of our test review were indicative of all dependency 
allowances awarded in fi.scal year 1964, about $600,000 or 
40 percent of the total dependency allowances of about 
$1 .5 million may not have been warranted on the basis 
of the revised criteria. 

Adoption of Policy of 
Government Ownership Instead of 
Leasing Major Postal Facilities 

In a report to tha Congress in November 1962 and in 
various subsequent reports to the Congress and to the Post­
master General , we r&commended that, in view of t he signif­
icant savings available to the Government by ownership 
rather than leasing of postal facilities. the Department con­
sider a polley of ownership except in specific cases whore 
the cost of leasing was clearly justified by other identified 
t.cton. On ,severel occasions in 1964, 1966, and 1967, in 
comments to the Senate Committee on Public WOfks and/or 
the House Committee on Post Office and Civil Service, on 
bills to extend the Department's JO-year leasing authority, 
we recommended that the Department be requ ired to sub· 
mit written ju6tlfications to the appropriate committees of 
the Congress before entering into any lease agroement for a 
major facility. 

The Post Office Department had disagreed. generally, 
with our conclusions regan:ting the Bdwnteges of Govern­
ment ownership over leaSing. It subsequently reconsidered 
its position, however, and, in testimony before the Subcom­
mittee on Buildings and Ground., Senate Committee on 
Public Works, in May 1966, Department officials presented 
dati supporting the Department's conclusion that construc­
tion of large portal faci lities for Government ownership, 
generally, would be more economical than obtaining the 
ul8 of such facilities under lease-<onstruction contracts. At 
June 30,1967, the Senate and House Public Works co~ 
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,;,ittees had approved the construction of 14 facilities for 
Government ownership, and the Congress has appropriated 
$50 million for starting this program during fiscal year 
1968. 

The General Services Administration', prospectuses for 
the 14 postal facilities showed that the facilities are to con­
tain a total of about 4 million square feet of Interior space 
and that, over the 50-year estimated lives of the facilities, 
substantial seving5 would be reaJized 85 a result of construct­
ing 13 of the facilities for Government ownership Inneed of 
leasing them. Sovings were not shown for one small fBellity. 

Because the POst Office Department genefally leases 
major facilities for 3~ye8r basic tarms, we computed the 
savings that would be achieved during 8 JO..year period as a 
result of constructing the 14 facilit ies for Government own­
ership instead of leasing them. Our computations. which 
were based largely on GSA 's estImates of rental and con­
struction costs, indicated that such savings vvould amount 
to about $22.3 million. 

The Postmaster General recently proposed It $5 billion 
program fo r modernizing the postal plant and equipment . 
over the next 5 years. Under this program. about 94 mil­
lion square feet of new interior space would be acquired at 
a cOst of about $3.7 billion. Officials of the Department 
halle informed various Senate and House comminees that 
in the future most major postal faci li ties will be proposed 
for construction undef Government ownership. Thus, the 
fu ture savings from the Department's change in policy could 
be quite substantial. 

Criteria to be Established for Use of 
Protective Equ ipment 

I n a report to the Postmaster General in June 1961 we 
pointed out that there were considerable differences In the 
types. quantities, and costs of the safes, vaults, and other 
protective equipment being used by different post offices 
having essentially similar protection requirements. We 
found t hat safes frequently were being used Inside ,lIaults, 
although other less expensive types of equipment probably 
vvould provide adequate protection. We pointed out also 
that the Department did not have adequate criteria regard­
ing the quantities and types of protective equipment 
authorized for use in post offices of different sizes and 
protection requiremenu. We expressed the opinion that, 
in view of • recent decision by the Department to discon· 
t inue purchasing the types of protection equ ipment previ­
ously considered as standard equipment and to commence 
a long·range program of gradual replacement of exi6ting 
equipment with new, more costly types, considerable sav­
ings could be achi8\led throughout the postal service by de­
termining the Quantities and types of eqUipment needed for 
providing adequate protection and by utilizing the equip· 
ment found to be excess to reduce f_uture procurements of 
protectille equipment. 

The Department concurred with our conclusions and rec­
ommendations end informed us that action had been initl­
atad to develop, laue, and enforce specific criteria regarding 
the types of protective equipment to be used In post offices 
of d ifferent sizes, taking into consideration the costs of the 
equ ipment in relation to the risks inllolved and the use of 
existing vaults for safeguarding the Department's assets. 



CHANGES IN REGULATIONS OF 
GOVERNMENT·WIOE SIGNI FICANCE 

Armed Services Procurement 
Regulation 

Costs of contractor operated and chartered air­
craft charged to Government contracts.,· In 8 report 
submitted to the Congress in August 1966, we pointed out 
that the use by Government contractors of their own or 
chartered aircraft. in lieu of commercial air transportation, 
resulted in additional costs which in moit cases out· 
weighed the benefits. I n response to our report, the De­
partment of ~efense on December 1, 1966, revised the 
Armed Services Procurement Regulation . The revision 
(sec. 15-205.46) provides that such COsts are allowable. if 
reasonable , to the 8Ktent the contractor Cltn demonstrate 
that use of aircraft owned, leased, or chartered by the con­
tractor Is necessary for the conduct of his business and 
that the Increase in cost, if any . in compari50n with alter­
native means of transportation. is commensurate wIth the 
advantage gained. (Charges to Defense Contracts for Use 
of Company Operated and Chartered A ircraft. Department 
of Defense. 9-146948. August 9, 1966.) 

Right to examine contractors l records relating to 
inventions.--we hed reported to the Congress In a prior 
year that a basic chemtC'a1 mi1l ing invention developed by a 
Government contractor had been classified by the contrac­
tor liS nOt being subject to the patent righu provisions of 
the contract. Rovalties were charged to the Government 
for Its use. The terms of the contrltet were subject to var· 
ied Interpretations but. in our opinion, 8 reasonable inter· 
pretation would have granted the Government a royalty · 
free license to use the invention. In response to our pro· 
posal thot the matter be settled on equilable grounds, an 
agreement was reached which provided the Government a 
rebate of one·half of the royalties paid and a grant of 
royalty-free licens(tS on certain of the contractor's Inven­
tions. 

We had proposed, elso, that the Armed Services Pro­
cure ment Regu lation be revised to provide a right of ac.:ess 
to records necessary to determine compliance by a contrac­
tor with the requ irements of the patent rights clause. On 
October 1, 1966, the Armed $el"ll'ices Procurement Regula­
tion wa l revised (sec, g. 107 .5tall in response to our pro­
posal. The revision requ ires Inclusion, In the patent rights 
cl.ul8, of a statement that the contracting officer or his 
authorized representative shall , until the expiration of 
3 years after final payment under the contract. have the 
right to examine any books, records, documents. and 
other supporting data of the contractor which the con· 
tracting off icer or his authorized represontative shall rea­
sonobly deem directly pertinent to the discovery or identi­
fication of subject inventions or to compliance by tho con· 
tractor with tha requirements of the patent rights clause. 
(Royalties Charged to the United States Government for 
Use by Government Contractors of Chemical Mill ing Invan· 
tions, Department of the Air Force, 8 -133386, April 12, 
1966.1 

Federal Property Management Regulations 

Guidance in acquiring office copying equipment.­
We roported that excessive costs were being Incurred by 

tho Government because Federal agencies were leasing 
rat her than purchasing office copying equipment under Fed-

eral Supply Schedule contracts negotiated by the Gene,,' 
Services AdmlnlrtratJon. We estimated that savings of 
about $6.6 million would be attainable by the Government 
over a S-year ~rlod aftar their purchase if certain office 
copiers in use at the time of our review were purchased 
rather than leased end that further substantial savings would 
be attainable because the productive life of the copiers 
might be expected to axtend beyond the 5·year period, 
We proposed certain corrective act ion. In June 1967, GSA 
announced the publication of a new GSA handbook. 
FPMR 101-6, Copying Equipment. The handbook pro­
vides guidance to Government agencies on t he selection 
and u~e of document copiers to meet agency repid-copy 
requirements and Is intended to aid Government official, 
having responsibility for selecting, operating, and control · 
ling document copiers. The handbook includes excerpts 
from FPMR 101 -25.5. issued in February 1966 to provide 
detailed guidel ines and criteria to be used by Federal 
agencies in determining whether office copying equipment 
should be acquired by lease or purchase. The provisions of 
the new handbook are in general agreement with our pro­
posed corrective actions. (Potemist Savings Available 
Through Purchasing Rather Than Leasing Certain Office 
Copying Machines,Federal Supply Service, General Services 
Administrolion , 8 -146930, Oct, 19, 1964,) 

Utilization of motor vehicles.-- Our rev{ew showed ! 
that thc General Services Administration motor vehicle low 
rental rates encouraged agencies: to request tha assignment 
of interagancy motor pool vehicles for low-miteage require­
ments. The rates were designed to recover the average costs 
of the entire Interagency motor pool fleet and did not re­
cover the full cost of ind ividual vehicles that ""ere operated 
at annual mileages below the average. We concluded that 
the establishment of a more realistic rantal rate structure 
that required low-mileage users of assigned vehicles to make 
payments comparable to the actual cost of owning and op. 
erating the vehicles would (11 provide using agencies more 
incentive to use dispatch vehicles or ot her more economical 
sources of transportation for low-mileage requirements end 
(2) improve vehicle utilization and t hus reduce the average 
COst per mil., In lnterogency motor pools th roughout the 
country. 

In January 1967, GSA issuttd Bulletin FPMR No. G·26 
which implemems our recommendat ion thet it revise motor 
vehic le rental rates to provide for a flat rate to cover the 
fixed costs that are Incurred by the passage of t ime plus e 
mlleEtgB flte to cover the variable costs that are re lated to 
the miles driven. {Utilization of Motor Veh icles in the 
Cape Kennedy I nteragency Motor Pool , Genera l Sorvlces 
Admin istration and~8tlonal Aeronautics and Space Admin­
istration. B-159210, Nov. 30, 1966.1 
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Servicing of office machines.-- We est imated that 
Federal agencies could have saved up to $1 .2 million duro 
ing fiscal year 1965 for repair and maintenance services on 
add ing machines, calculators. comptometers, and electric 
typewriters through the greater use of reliable local repair 
firms instEloo of through use of national Federal S upply 
Schedule contracts with the machine manufacturers. We 
also pointed out that . altl10ugh Government end indepen. 
dent st udies indicated that the per-call basis was the least 
expensive method for obtaining services. most of the Fed· 
eral expenditures had been for the more costly mainte­
nance method at fixed annual fees . As a result of our pro· 
posals, we were informed that GSA would revise its regula­
tions to provide guidelines and crlterie concerning the 
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relative advantages and disedventages of the per-eall and the 
annual maintenance contract methods for servicing office 
machines. In October 1966, GSA issued FPMR 101-25.106. 
affective Nov. 4, 1966, to require Federal agencies to deter· 
mine and consider ell relative foctors (such as costS, number 
of mechines needing 58Nice, degree of reliability needed, 
and standard of performance requiredl. prior to determin­
ing whether to U18 annual maintenance contracts or per· 
call &rT8ngements for rhe servicing of office machines. (Sav· 
ings Available Through Expanded Use of Regional Con­
tracts for the Repair and Maintenance of Selocted Office 
Machines, Gltfleral Serv icM Administration, 8-160419, 
Feb. 23. 1967.1 

Generic venus brand name drugs. - We found that 
prices for selected brand· name drugs and other medical 
items purchased by Federal agencies under negotiated con· 
tracts based on contractors' catalogs or price lists were sub­
mntielly higher than prices for like items purchased by 
generic name through contr8C'ts awarded on an advertised 
low-bid basis and through other Government contracts 
where price competition hod been obtained under definite 
quantities. Of the $36.6 million of drugs and other items 
purchased annually by Fedora' agencies under the Federal 
Supply Schedule, abOut $36 million are purchased by 
brand name and the remaining $600,000 ore purchased by 
generic name. After we brought this matter to the atten­
tion of the General Services Administration, the agency r. 
vil8d FPMR 101-26.409 in August 1966 to require that 
Federal agencies ObtaIn their drugs on a generic na~ basIS 
unless bona fide technical or professional reasons can jus· 
tifv the procurement of tho more expensive brand name 
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items. (Report to GSA on Examination Into Contracting 
for Drugs and Pharmaceutical Products, June 29, 1967.1 

Standardized Government Travel Regulations 

Rejmbursemen~ .of Federal employees for use of 
privately owned can on official business.-we found 
that m;laege rates established by Government agencies to 
reimburse employees fo r using their privately owned cars 
on offiCial business frequently exceeded the corts for oper­
ating General Services Administration interagoncy motor 
pool cars at high-mileage levels. Our rev Iew showed that 
Federal agencies had not been furnished information on 
the cost of opereting motor pool cars at the various mil&-
8ge levels and therefore were not in a position to adequate­
ly consider the alternative of providing motor pool cars to 
high· mileage drivers. If the mileage patterns we obServed 
at selected field offices of three agoncies were typical, the 
annuel nationwide costs to these agencies of reimbursing 
high-mileage drivers for official travel exceeded the cost of 
operating interagency motor pool cars by about $1.6 mil· 
lion. As a result of our proposals. the Bureau of the Budget 
revised the Standardized Government Travel Regulations, ef· 
fective April 10, 1967, to provide policy guidelines for de­
termining (1) whether it Is feasible and advantageous to the 
Government for employees to use their own can for official 
travel and (2) the reImbursement for which employees are 
entitled if they are authonzed to use their cal'S on official 
business for their own convenience. (Potential ReductIons 
in Cost of Automotive Travel by Federal EmplOyees Where 
Use of Government-owned Vehicles Is Feasib le, 8-158712, 
Aug. 23. 1966.1 
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