
COMPTROLLER GENERAL OF' THE UNITED STATliS 

WASHINGTON 2.5 

V 

December 5, 1947 

Select Oor~ttee on Foreign Aid, 

I have your letter or November 24, referring: to ·t.~e investigations 

beillj~ clilTied on by yourCowni ttee witll respect. to the orglIDization and 

fol.' l$~eh information as 18 availahle to t..1ote Gen~11'el Accounting Office 

.specific ques"tiona, the first of which is &1$ ;f'ollo'J&: 

tiel) The actual significance of the use of the corporate for;;;, 
£':rom. the r:;tbndpoint of appl'Q1'1riat.1cns, expet'ldit'Ul"flil. 8.ccounting, 
pu:rcnaset6, receipts,. latlsui,ts, etc. ft 

form, :f.'ro>c -the ~tandpoint of il'.pproprit;tions, for t.he l'e.af~on thet no 
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c~rati$Jl.S, nor, in fac't. is it nece&saril'J true that there should 

'" entire 'W!litoX"lId:t,' 111 thiS :regal'd. In pneral. however, it Uf be 

wd that 1t the more usual form of cap! talisation is employed,. the 

8ignitlcant difference -..1. th respect to appropriations is that the 

corporation 1s giYeD a llDlp sum in the fon or oap1 tal stock O!' 

a.uthority to bo:rrovlt -..1.t.h further authority to u& SlId reuse the S'W'I, 

• 
aIld put1C'1.l.lar13 to treat it. &8 8; revol:rlng f"urJd, thus permitting the 

of good.s, and the like~ mereas w normal departllental r'Jl.e is that 

1ncoae of ill 1i7,pee (llDleal special.l.y excepted) :.mat be depoalted to 

the ~ f'un4 of the Treasury and i8 Dot reued 'UDleas appropria.ted 

by Congress. The corporation's funds need not be reappropriated; the 

only co.mparable requi.rement is that the over-ell budget p:rogrtUl of 

eub. wholl1.....c:rmed corporation l'ir.lSt be submitted to Congre.n each y-es:r. 

'l'here are exceptions both ways to this perhap& too broad generality; 

thus, certain eorporatian.&' expenditure-type acti'Yities are cerried on 

under regulaI- ~U&l appropriat.i.ons '&hieb revert to the Trauury unlesa 

obliga.ted during tile year for lihich. the appropriation a made, 1!b.Ue in 

the case of numerous depa.rtments and aizeneiea revoJ:ving !tIZl.da have been 

established by act of Oongresa. In other words, there is no. ,ttteeam 

distinction between the corporation and the d~tment a.s to appropri&:t!ons, 

but tb.e more fr~t characteriertic i6 that the cQrporation has a $1ngle 
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wi thout t.~e au:tbQri V to rw»e 1aCC'.1!le or receipt.. 

2. JlIpend1.tw.; In th:e matter of eXpenCti tures there .is not a 

clear l.1ne ord1at.dnct1on fer the reuon that" lIhUe ccrpo:n.tiol:lB .ere 

fomed J.a:rgely for the reaSOtl. that administrators preferred to find a. 

_tbed of procedUre which would perm1 t expe.ndi turd by wha.tev..n- rules 

t.lley~ themselves, choS8 to adopt, this ·fe.a.ture haa not. until ver:r 

r~ent tiJaee. been tile subject of g~ Congressional eDACtment.., 

and it emmot be said with con.fidene. that ~ has azm4UDCed a 

policy lJi ttl respect to expenditureG 0.'£ -corporations as $'f.lCh. Instead, 

the Approach 11u been togra.nt to. certain corporatiorut an all.-1n.cluaiYe 

authoritl todetendne ror themselvu the character and necess1ty o.t 

tueir expend! tves _ the ~ .in which they Ih&ll ~ 1nc1ll'l'€d, 

allOVl'ed, and paid. 1\herf; such l~e appea.rs in the act charted.ng 

the co.rporetioll, there can be no question but that Congl"e88 has deter-

m1J1ed thz;. t the Congressiol1al or sta t.utory :rules otilenise direettng hore 

the ptiblic ~es shill be spent are not of t.'leir CMlf'o:rce to apply to 

the corporatioll, but, ratb.e:r that the cOr"yoration ahAll detera1ne tor 

rfuere tb.e language as to determi !ling the aanner of expettdi tu:re, 

etc., does mot appear in the coryornte clluter, the question is not at 

all clear. Thoae ope.rat:ing on bab.alf of the corpOrations ~tedl.:1 

would assart the right to oWte such determinations on the buis of the 

rationale fQrw el'4pl~t of the corr;orate font ~ .. the tirat place, 

and there arenumel'QUS legal uterlals (not in the fora of specific 

leg1 •• ~on Ol' d1reet jud1eial. holdings) s~ InlP~U1g tluit 'fieri .. 
";'~ 
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Ifor.eftr, I1lf a.ttention has never been drawn to an act of Congress 

ISpec1fyin'g that the la1fS of the land do not apply to Govel'n.!lent 

corporations m.ere.ly beeaus& they iU'e Government COl'pol·a.tioWi, and 

in the ahaence of' sueh 1ndicat1on of Congresnonal poller, I Mt not 

in Ii pos1 tie to conclude brotldly what difference, if any, there is 

&II to expenditures where the corporate chal."'tG'r does not contain the 

lancua.ge above refer.red to.. Some distinction .'1\. be found, or course, 

where the restrleti ve statutes in terms &pply only to the direct 

eXpend! ture of ePPTopr1&tions as S"tle1l. 

3. ~t1g'J Ttle matter of a.ecount1ng is somel'itle.t mora readily 

describable. 1.'he accounting required of th.e dopa.rttaents. spending tne 

appropriations of the Oon.greem follows a 'ilell-satUed a.."ld long-established 

practice, even antedating the formatiou of our £1<:,vermuent. In essence 

the procedure consists or .a.d"mle~. a sum appropriated to an illd.1v1dual 

officer operating with or for ~ department reaponsible for the 

expenditure. 1'hat officer at that time beeom.es,technieelly, indebted 

to the Un! teQ States tor that alnOUnt until he waccounu- for the se..~&. 

!hi. is done by the proceas of' sh01l'intz a 1&1d'u1 ex;pendi ture o:f. the sll'Il1, 

with the result t..ltat if, in the op1.n1on of the a~d1tor5 (or, on appeaJ.., 

of the Comptroller General), the ~end.i t\1re ls shown to ha've been an 

UI:I.l&wful one, no credit i- allowed for the ltem, th& officer's indebted­

nels. reu1.nil, Sl'ld he isaubject to suit theretar 1..%1. tl:le United States 

courts. at Which stage t;I:1e question of legality-of the expenditure i3 

, ';' .. ;." 



-;-

upon the 9partmenw but. of cQ.\lX'Se, is not bindinz in any 'Rl upon 

C011ll"ess or the aourts .. 

In recent years tha.t pl'Oeed.ure has bam al:ter«i &l.ightl.T tor the 

ei1'iliau operations of the Government by the enactment of' the Certify:1ng 

Officers R..ct, under which the particul.u person responsible ami account­

able tor tl:3.Il legalitr of the e%pQtldi tm-e i3 not the flacal otticer to 

the ·certi.t'yi.ng o!'tieer- .he approved the .PB.YlIent ,utd on ~ approval 

tlle disbursing ettie-er relied. 

!be :result, of eourse, of that. amUt ~d _ttlement ~. is 

tlu .. t t.~ ~tsara;iUtde 'by the ada1idstra'tiveofticer at the 1'1ak 

of the mubsecauent. disallowance by' the General J.Ceann:1iini Office" and 

in thEI event of S"ach dUill_ence, aasUllliDg itei correctness, the uount 

is recoverable by tbeGo'V'~t ei tiler trrm the .Pill- who ~ei'Yed. it 

8Ul"8ty-.. i'he audit procedUl"& varies widely accord1ng to the ci1'c'ut&tene.es 

and needs of' the situation; that is, it mtx:f callt'Ol" a vo-tmb.er aUdit here 

in \\'uhingten (which ay be more ar less detailed), or it l'.Il1.7 bE! .found 

zQO;ro ap'propriate to make a field audit attba site of.' the operations. 

Also, ·~e audit does not necessar.1l7 csllr.or a renew of ~h. item o~ 

expenditure; it is essen.tial that ader that plan all &XpeMiturea are 

at least &laJ.u. to ~ a.ud1 t._ 
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On the oth~r hand, the accounting required of corporations 

proceedD upon a son'tetihat different b.alPi&.. In the Gove:tmlent 

corporetion control acts of' 1945 Cong:res>s dir80ted fOl· "hllc first 

a commerci.al, corpor&.te type of liucli t of tile financial txa.'1sactions 

of' .ill. the GoverrlllHmt corporatio..'1s. .Also, the- Compt...""Oller General 

we.s authorized to ntilize that type: of' audit (in t.1.ose few cases 

475 

for the pu.rpose of settling the &CCOtl11t~ of the officers t¢ whom appropria-

tiona e.re Gdnneed. A regulation ltaS just be~n adopted to that effect, 

so wet t!le sane audi t procedure "rill apply to corporations, v;hether they 

be financed by a capi.talgrst or by .an allI"lwW. expen.di ture t,ype of 

appropriation. '!he commerciel, co~corate type of lKOOi t comprehends an 

of les transactiolls on a test-ell~ck basis, leading u.p to a cOllprehensive 

ammal report to t~~e Congress, to the President, snd to ~le corporation. 

'r.1.e result, .of course, is an over-ill or !::og&ncy-w1de survey type of audit 

lihicl1 C:oes not necessarily call for f3::1ta.llli!.w.tioll ot datalle6. tranoactions, 

but which does include a reSUlU€ Q-E't:1E! en.the function under review, ita 

background, authority, and ltErt.hods of operation. 

The remaining significant difference is that the 8;.rrve7 type of 

audit depends upon corrective action beill6 taken -~y tll.e !:!e.n&gement or 

by Congref.is to prevent.. f'uttz:.:"e e:r1'"OI'S, but it aoes not include any 
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appropriations does not call for a survey Qr periodic report on the 

operations as a viho16, but it ~oes include the l.mporte.nt elellmlt or 

apsc1f1c authority for,. and noohanics of,. collection back 1lhsre 

4. P1:Jrr..Jt&I~i: The imports.nt disti..Y1Ct1on li'ithrespect to purchues .... 
. - 61; 5r-to.'f. ': t 1 

is that Cl'e~t.ed by section <) of l'>.lblie J"aw 600, a.pproved August 2, 1946, .... 

when (and, g.s I believe, tor theri.r~t tiIlle) CongreIJs gave thorot2gh 

consideration t.o the asserted f:rs0dom of corpora.tions fro!a Congressional, 

sta.tute as to s.dvertising for bids, .m.h ":100 there is involved an itea 

statute to advertise befo:re FJrchz.sinf.~; 'W'het..~er it shall do so is left 

covered above; to rei terata, the department ncnilly must deyosi t 1 ts 

reuse the:n ~s trllch, while genere:lly the Gov~rn."!ent corporation retain.s .. 
1 ts receipts in a revol-rlng fund and may reuse- tnem '\'ii thout Congre.asional 

. \<'~ ." , . 

reappropriation.. The only restriction in t.1.'\at regard would b. that the 

expenditure somehow must be n thin the frue.wko! the corporate purpole 

~--,' 

'~";"!:?i!.;~::~:r~::f;'fJ:a-£Ga~-m$ii;i:r;:;;~~;~~':':'~:·;D.;f;·.,!; ./~:;;i~it\jQf;:\~:;~ ;.;~;.o:Cl~S'~·::- ,.~;r';':~Ji";"'j("~:;."~::~::;::~~~~~<?:'" 
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aDd nat be withia the budgetary p1"O(lnS1 passed upan by ~.s. izt 

the cmual, GiweJl'lReBt Co~tion Jppropria:Uon at, 1Id~' I do not 

acleratuai that this ~iJJl 1fGUl4 nece • ...u.,. 1Qeltlde • Usd.t&tioa 

upon tile ...... of' 1lOSle.T e2p8nded for B1!I¥ COl'pei-Ilte prcgrAlll,. ual.eaa 

adopted bJ' s.pee11'1e ~Ri.0JUll action. 

6.. La 1't'l1iU1' .eaatter of' 'a. nita 40ea 1Im:tl ... e, .. ovta:1rJ. 

dD~1D,et.iaa. JforJaal.l7 a ~t dep&r1'.1teat Or, 1t.U.t 16 DOt suahl •• 

f'e \he re&8GD that the ~t 14 not __ ltV &pari troa tlte 

~t and 1& entiUed to the iIBMlrdty troa'ft1t which 'a.t.tHMs to 

the 8O'f'eH1p... !he oerpo,ration,. htlmn'er. is a.b1e' ... sack" sad t.h.att 

df.atinetloa Au beG g1ve.a. hll .ttct bJ: tb.& .adrid.m.trat.f.8 &gG1c1u 7 ' 
and by the CO'tJrt& (aee kIt«.i leU. T. I.l-; .. 306 V.B .. 381).. 'to 

> .; 

.. e~ Gtet w1tJWa. thf:" put yee:rthat dltf'.r.o. baa iOGt "~ 
" ,Ju.. 1ft 0 '-6tJSiI4rI, 15J/.$ 

because of' the __ .. " or the Federal' 'fort. Clt.Slaa Jet. .... DR that 
, , ~ 

b1"achot litigation -.J:th rupeet to te.rt claims "~ CO'ftrS by that ut, 

ilT'dpeCtift of the prie:- ditterenee cb.a:n.eWri" the ~U&H. 

YOl" nita UDder COIltrana t11tt 41f'teenee 1$ DOt ~ u reel .. ~t 
?MM. .1, i \'\, ');. tf 5h>I. :> t; S­

., appear to be em the' sur.tf1C1l, aiuce, lZIlde;r t9~e1! AIl,t.A, the 

(hwenunt is"fal.ly mWUe for b:reac1lee of cont.nctJr by the'.d~_1ia, 

&lid .ince, in r.,t. the Covermaeat baa also a n\'lllber of tim ...... hal4 

to be AablA for tile 4ef'ault8 of Gowraunt e~.t.ions. tau, the 

difference 18 bel1eved tQ he 'hrrel7 OAf! of ~l'OC8d1rre aDd net of' 
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Your secondqueatJ.an i.n 

"C2} lfha'b important atatutor,r ;ronBions at So restrictive or 
azeaptl"f'e .tu:re &1'Pl7 tcJ ~t corporaU-' wh1eh do 111lt apply 
to other goyernmen,t ~en.e1~, ~ c~r~·t.iTel7 .. t J;'estr.1.eti"'ft aD! 
BHilpUT8 ~.ppq to ~ g.v~t .enciea which_not 
Lpfal1 to goverueu't C:c:t":pOJr.ations." 

Altllougll f'reedoa f:r:oz generalla •• regul&;ting th~ ~trati<m. 

o~ Govet'J2lfent.depart:m.ents .end agencies i$ f:requent17 ei teda. one of 

practice th"t freedom; has 'tUied greatlJ"" depe04tng" .. ta.e"l:.utf.mge or 
""" 

.e' "." , . v 

thE! corponUon's el1arter or Qthe.r etl£bl~ l-e£P;61&tion as .u as th.e 

1~0 of t.he general law. 1 good ma..v or th. GOv~t 40rp0raUona 

ha:ve specif.1c wthor1 t;,r j.n' the:1r charters to d.~e ~ prescribe the 

m&l:ll1er in 't.7Uch thtdr Qb~gat.i01lS $h£l1 be lW\'I.l':Nd &1d their ~ 
," 

allo~ed and paid (.5!C)~ sometimes £pecit1cilly ,d.tl1out regexd to the 

pronaion3 of "~ ot.'uu' 10 govern!:ng tha experd1ture d pa'blJ.c tuDda 
" " 

(1tOLC) .. !nether cases such detel'~t.iOl:l6 ~e -exprea51;r -.de" final 

and eanclua1ve UpOn all other offioers -of the ~t. 

ge .... eTler, oth.€<r5t&t"a.tes hCtrenlOditled such lrroad auth()l"ity.. Ann-.l 

approp:d4i tiQltscts. auth$rizing the expendl ture, (ill "co:-ptJl""ti.te f'\lDde- tor 

adm:l:n:1Jltx'e.tive ~en~es ~'f:$ limi'Wl the &''llCiunt 8¥1d' apecifi-edthe tJbjects 

or I:ueh UPen5.atl. ..nso~ ,~'l¢ practice h.as becam4p...""eVa1en~· in ~ suob. 

eaSIlS ot grantJ,ng ,~ait1l alathori1.y U incur ~, !orwbich expresa 

autb..ority is required by getleral px'Oviaions ot lD.. SuchapjiNp:-iation 

kaple. 01: theae t.ypea of :proviaiona _'ill be .f'~, in Ti u.m of the 
, ' , '') .. '' . . 

Go'hmmelltOorporat1oasApp.roprJ.aUou Aet~'i~ (:,~ .s(",~ • 5 '! J-

, " 

_. J:'!<f!J"'(t, ~ .' ~~ 

~ .-, .:~:~;:,~J}~,~~ti:~"!~~~[:f~.~~tJ::~~~,~~:};~E?Ji!:~'j;~~:;"~?~f~~~~,'fiW.· &is ~~~~~;-::--~~i!I~~'~~~,,~. . 
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In caMS writ tile board of d1.refetoH has anthctri ty to dGter.ca1u 

t'b.e e~'8 ~, ldthout regard to other h1r. the Comptroller 

General hu held ti.a.t ia tbe abeelioe .r the exeid._ or sw$ author1b7t 

the ~:ral lu applJ.ed:.. 

lost. at the ISO-C4lled Wrestr1cti,..e .ta.___ applJ to a.pproprlated 

l'1Iucle and so are cla.11aed by the corporations not to atteet. 1H'IDapp:ropd.ated 

hIJd» of .. (krv~t ~tiOD.. other sta:\;ut_. d1rected at Go'NrD­

IIeIlt act.1viUe. 1a ,eaeHl • .-:r by their ter.JU 01" hterp.rdaU_ ~ 

t.he COl"pOr'a.t1ons. PublleLe.tr 600, 79th Co!tgrsu. approved ~t 2. 

1946, author1s1ag certaiu .ainiBtratiYe e:xpe1il"" 1n the G~t 

a.mee, appl.1_ to w1lollT ...... ed ~nt corporations.Onere __ 

tha.t the queat.1on as to ms:1t :statutes do or .f!o. not applT to tb, GoT~ 

lJent eor~tiens h.G.s not bean hll.y settled is thatttntil rwently the 

General .Ae __ ting Office has had 110 occu:1.oc to ps.IJtJ on expe!'!di turea 

ot _at aueb. corpora.tions. 

,. .. tbat reason" it is !lot poes1ble to "'1' yoar ~ 

def'1n1.t1~ aDd in geeeral t&rma; an important speCific ~enme. 

as to the la:.w goveminc publle purehaaing has beea axpla:infld aWYe. 

YOI1l' tb1:rd craeation is .. fGl101J8I 

-(3) !he d18tbctloa 1h foreip lu between the operatiorian 
toea territ0J7 ·of f~rtn~,t.~tl.lic cOJ:'p~lr&-;iQll6 or. thGr" ~ 
8idiar1es. u opposed t.o field 'Offices of executive ftlget'JiCie of 
foreign gover.aments.-

tiQn may not operate &broad ;aQl~e corrveni611tly 1!.nd ~.re ei'ft1CUv&l.y where 

a cOlDllngl.1v:g (J.f act1 vi ti_ Jiltii £h.e loea.l govel1IliIa«1ts may be ~ed-
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roretp. Altair. ot tile Iiotlae of lepruentat:1ws.1uued U1~­

dtJ.t the bU1 to ~ the Iut1tuteot &ter-Jatft:tcen Attain 

(Roue i&pert 10. 95S. 8Gtb. Congreaa). moTl.m- phue 1n'hl...,. th& 

f.11dtioD "'th~ tAG- tzeeiol1t f'1oom l-ocal taxaU-. pollcereplation. 

cutoma u.s. and othc imJidenee of tonip lU to-·~·:ti:te Uldted 

statu would be entitlAd 1IIl4ier the doe:tr1b ot ~ 11a1aIrlty, 

1117" in aoae eow:ltries be lest where t.lle =01" 1a .... W·· o,pe1'&t& not 

directly as .. Governmmt operaticm. b11t ind:1:rec\l7 through .. the aeditml 

of a corporation, eapecUtllJ 60 it th* charter be obtatned 1I1d.et" foreJ.an 

In. In the tim. a:a:Uable I all not m poa1t1oD tG exam.,. thEtque.U_ 

adeq,uate1y.t but. a auab8l' O"t 'Wud'uj. Hiennee& OIl this q~t1oa a:re 

round. 1n Volse II of :tlack.wGrth Is J.l1gut of In~t1oW La at 

paces 471. 47s-U1. See elao the r~d'~ in J1Iige lack's op1JUoa 

1a Da Peam, m Fed. 47,;· ler867. lht IMItJpi or: '1!rf!t. ·bliM 

.. ....,. a C.'nW 1ltmrJ.,.s A P:tt.aoIISl ,SolJrM'B." 27 tich. 

La i.e.,.. 7";/· 
It is recoptzeci tlltl.t the i'orego1Dg cii~ 18 not _ aQefiU&-

tr ___ t of .utQ". of the ~tiou ;you. m.ee. ud:it ia B'U&PJJted a 

lIOre helpful treatment defildtely cG"IJl.d b~ ~ 1£ ~ft1". 

e.va.Uable apecU:1.c data _to w.b.at activities: the, eonteaplated 8g'&l'l.q 

1s planned 1';0~.. It 1 em be af f'urtherS\1d in the_llw. 

parUc'llls.rl1 a.l.oag the lb._. J-t sugg_ted, pl~ feel free to e:ell 

, . 

J/ It 1JJIq be toaad llee-ea.r.r ·.ttiJ provide b7 BUt .... ~->by trea.~ Cr by 
ExMut1ve agrae .... t for tAts 1IIImn1tJ 18 c~ out th. pz'fIgraa. "' '1 

'';>', 

.;.; 

"~ 

., 
'.,,' 
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1lpCl _. It J'OU pretG". 1t might he'mere etteRf.~ coaai¢8l'8l 
ti~:,~ 

tb.roug!l tbe JD.ed1ua of sa J.nt'oral discussi._ rdth ~ 01' .,. ataN', 

who, of COVSG, would be a.vaUable at J'O~ call. 

" <i'~ 

,',t;~;'t~y;~~it;iJ:i~~;~~.$f~f:9:1\~~~~';",~~l~~i:i';"~l'{~~" ~7"'·"~,1_ ' ';"""""!'iiUi-"'lr_,."" •• :, .. ,. __ ,.->",;-,,ie<,'i 


