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B-138162 MAR 2 3 1962

Honorable John W, McCormack
Speaker of the House of Representatives

Dear Mr, Speaker:

Enclosed for the information of the Congress is a compilation
of General Accounting Office findings and recommendations for im-
proving Government operations, These relate for the most part to
the fiscal year 1961. The purpose of this report is to provide the
Congress with a convenient summary showing the nature, extent, and
variety of matters which the General Accounting Office examines into
in its audit activities,

The findings and recommendations included in this compilation
were made in connection with our responsibilities under the Budget
and .\ccounting Act, 1921, and other laws which require us to inde-
pendently examine for the Congress the manner in which the depart-
ments and agencies are discharging their financial responsibilities,

The compilation also describes the actions taken by the depart-
ments and agencies of the Federal Covernment as a result of our rec-
ommendations, It is not always possible to measure in financial
terms the savings and benefits resulting from these actions, How-
ever, collections of $37,919,000 were made during the fiscal year
1961 through the efforts of our Office, In addition, actions taken by
the departments and agencies during the same year as a result of our
findings and recommendations resulted in either definite, measurable
savings or possible savings of over $95 million, A summary state-
ment of these collections and savings appears on page 97 of the re-

port,
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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,

Sincerely yours,

Comptroller General
of the United States

Enclosure
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1.. ction competition in local proc en actices
eliminated~-At the Veterans Administration (VA) Center, Sloux
Falls, South Dakota, we observed that invitations for bids to sup-
ply dairy products contained a provision stating that VA reserved
the rizat to reject blds received from bidders located beyond a
radius of 60 miles. One of the results of this restriction was to
1limit VA's dairy purchases to dairies loccated in the city of Sioux
Falls. This matter was brought to the attention of the Manager of
the center who eliminated the right-to-reject provision, and, as a
result, the subsequent contract was awarded to a company located
in a city about 89 miles from Sioux Falls. We estimated that, on
the basis of the prices obtained under the new contract, the cen-
ter will realize an annual saving of about $4,900.

2. pldders maili 1ists and contract files improved--Our re-
port issuved in February 1961 on procurement operations of the East-
ern Regional Business Office, Agricultural Research Service, De-
partuent of Agriculture, brought out that (1) lists of potential
suppliers were not maintained by commodities to be procured and
(2) documents supporting the actions taken in the execution and ad-
ministration of procurement contracts were not filed to permit
ready evaluation of how the procurement responsibility was being
carried out. Agency officials advised us that, following our rec-
ommendation, they have now developed a bidders list by commodities
for ready reference in determining distribution of future bid invi-
tations and that all documents relating to procurement contracts
have been placed in appropriate file jackets, bound, and chronolog-
lcally arranged.

3. Controls to be strengthened ov
yertising-~During our review of procurement procedures at the Se-
attle Regional Office of the Geueral Services Administration (GSA),
we noted a number of instances in which procurements were made un-
der the public exigency exception to formal advertising, but the
files contained nothing to indicate that a public exigency existed
other than a requested delivery date or a scheduled ship sailing
date furnished by the requesting agency. We found no evidence
that would indicate adverse results from possible interruption of




REVIEW OF PROCUREMENT PROCEDURES AND PRACTICES (continued)

agency programs, financlal or other serlous injury to the Govern-
ment from failure to meet delivery or ship sailing dates, or that
the need for the suppllies was compelling and of unusual urgency.

This matter was brought to the attention of GSA officlals.
In May 1961 we were informed that GSA intended to revise General
Services Procurement Regulations (1) to limit the use of authority
to negotlate nonstores public exigency purchases to those cases
where requilsiticning agencies have furnished statements Jjustifying
the exigency and (2) to make clear that dellvery dates shown on a
requisition do not in themselves Jjustify waiving the requirement
for rormal advertising.

L. Steps to be taken to reduce amounts of discounts lost--We
found that in three General Services Administration (GSA) reglons
purchase discounts of almost #15,000 were lost during fiscal year
1960. We brought this matter to the attention of GSA officials
who attributed the loss of discounts generally to difficulties in
obtaining recelving reports from customer agencles on direct deliv-
eries, to delays in receiving reports from reglional warehouses,
and to lncreased workload. We were informed that steps would be
taken to expedite the processing of invoices involving discounts
in an effort to reduce the amount of discounts lost.

5. Greater competition to be cotained in the making of small
purchases~-We observed at four Veterans Administration hospitals

that quotations for negotiated smail-amount purchases were ob-
tained from only one source of supply. Some hospitals had re-
peatedly made purchases of certain types of supplies from the same
vendors, and one hospltal had split orders so that a single order
would not exceed the existing VA open-market limitation of $500 be-
yond which competitive bidding was required. We reported this mat-
ter to the managers of the hospitals who informed us that in the
future price quotations would be obtained from several suppliers
whenever possible. In July 1960 the matter was also brought to

the attention of the Administrator of Veterans Affalrs for his con-
sideration in planning improvements in the over- all operations and
administration of the 170 VA hospitals.

6. Need for obtaining better assurance as to the reasonable-
ness of the price paid for currency paper--In our report issued in
June 1961 on our audit of the Bureau of Engraving and Printing,
Treasury Department, we pointed out that the Bureau's experience
in the procurement of currency paper warranted continulng consider-
ation of procedures which would provide better assurance as to the
reasonableness of the price paid for currency paper. Advertising
for bids has resulted in the receipt of blds from only one sup-

plier during the past 22 years and in the procurement of all the
paper from that suppllier. The procurement contracts amount to



REVIEW OF PROCUREMENT PROCEDURFS AND PRACTICES (contlnued)

about $2.4% million a year. In the absence of competitive bids and
cost data, the Bureau cannot resolve wlth certalnty the reasonable-
ness of the price it pays for currency paper.

We proposed to the Director of the Bureau that consideration
be given to (1) stimulating competition, (2) obtaining or develop-
ing cost data, and (3) using negotiation procedures rather than
formal advertised awards when sufficlent bids are not received to
constitute effective competition, in accordance with the authority
contalned in the Federal Property and Administrative Services Act
of 1949. The Director told us that it 1s his firm conviction that
the Bureau should continue to invite bids for 1ts distinctive pa-
per requirements in line with 1ts current procedure and that he be=-
lieves that the Bureau is obtaining a quallty product from a de-
pendable supplier at a reasonable price under existing procedures.

We belleve that the exlisting need for obtaining better assur-
ance as to the reasonableness of the price pald for currency paper
warrants continuing consideration by the Bureau of this problem as
it extends the dry process for printing currency.

7. Need for a change in saleg practices--In our review of cer-
tain contracts entered into by the General Services Administration

for the purpose of expanding the productive capacity for nickel
and the supply of nickel available to the United States, we noted
that GSA's practice of not selling ferronickel at prilces based on
the market price of nickel metal, because such prices would be
less than GSA pays for the material, contributed to the cessation
of the sales of ferronickel to industry. As a result, Government
funds were being increasingly tied up in inventories of ferro-
nickel, which at September 30, 1960, were valued at $57.3 million.
In addition, GSA was obligated to purchase additional ferronickel
at a cost of about $18 million. GSA informed us that a policy di-
rective issued by the 0ffice of Civil and Defense Mobilization
(OCDM) prevented the sale by GSA of ferronickel at prices based
on the market price of nickel  After the directive was issued,
the nickel supply situation changed drastically.

So that the Government's large and rapldly growing investment
in ferronickel inventories may be reduced, we recommended in a re-
port issued in April 1961 that the Administrator of General Serv-
ices confer with OCDM for the purpose of developing a pelicy which
would permit GSA to dispose of ferronickel to industry.



REVIEW QF CONTRACTING PROCEDURES

8. Improvements made in contracting for procurement of can
drugs for clinical testing=--Our report dated August %, 19 dealt
with the procurement by the National Institutes of Health (ﬁIH),
Department of Health, Education, and Welfare, of an experimental
cancer drug under fixed-price contracts negotiated without competi-
tion or previous production experience and with no protective pro-
visions in case the prices prove to be unreasonably high in rela-
tion to actual costs. Our report contained recommendations de-
signed to reduce the cost of cancer drugs procured by the Govern-
ment for clinical testing by (1) including price-redetermination
provisions in negotiated fixed-price contracts and (2) establish-
ing prices comparable to the costs which would be allowable under
NIH cost-reimbursement contracts. NIH carried out both of these
recommendations in negotiating a later contract for the purchase
of the same drug.

9. Records_to be maintained to serve as basis for evaluating

contractors' requests for extensions of time and waivers of liqui-
dated damages~~The records of the Street Division ¢f the Depart-

ment of Highways and Traffic, District of Columbia Government, dis-
closed a number of cases where contractors were granted time exten-
sions of the construction completion date and liquidated damages
were waived on the basis of contractors' statements and oral con-
firmation of the statements by the District construction engineers
and inspectors. We suggested that construction engineers and in-
spectors be required to maintain written records of all signifi-
cant events that occur during the construction of highway projects
as a basis for evaluating contractors' requests for extensions of
time and waivers of liquidated damages. The President, Board of
Commissioners, informed us in February 1961 that, pursuant to our
suggestion, procedures had been established requiring construction
engineers and inspectors to maintain accurate records of actual
work performed on all construction projects and that records would

be kept to show all significant events that occur during construc-
tion.

10. Need for recognition of changed conditions in administer-
ing contracts--In a report issued in January 1961 on our review of
certain Atomic Energy Commission (AEC) contracts for the procure-
ment of uranium concentrates, we pointed out that AEC had not
sought a reduction of the fixed unit price when it was determined
that ores would be obtained from mines involving a shorter haulage
distance than had been contemplated at the time of establishing
the fixed unit price. We pointed out also that AEC had authorized
the contractor to process ores in excess of the quarterly limita-
tion provided in the contract for the procurement of uranium con-
centrates without obtaining an appropriate price adjustment. We
emphasized to AEC that in administering contracts the contract

prices should give effect to changed conditions bearing upon ac-
tual costs.
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ta n.Atomic Enargy Commission negotiated fixed-price contracts for
the procurement of uranium concentrates showed that the contracts
did not provide for price redetermination even though the con-
tracts were of a long-term nature--6 to 8 years--and available op-
erating cost data were inadequate for negotiating fair and reason-
able fixed prices. In two reports issued during fiscal year 1961,
we expressed the opinion that the contracts should have provided
for periodic price redetermination in view of their long-term na-
ture and the lack of adequate operating cost data needed for nego-
tiating fair and reasonable prices.



REVIEW OF CONTRACT ADMINISTRATION
12. Subcontracting procedures strengthened--Our reviews of the

procurement activities of certain Atomic Energy Commission prime
contractors disclosed various deficlencies, of which the more im-
portant were that:

1. In redetermining prices under redeterminable fixed-price
purchase orders issued to a subcontractor, the prime con-
tractor was not aware that the costs of certaln purchase
orders issued by the subcontractor to a wholly owned sub-
sidiary of the subcontractor were based on estimated costs
that included substantial contingency allowances.

2. Fixed-price subcontracts were issued by a contractor with-
out obtaining detailed cost information for determining
the reasonableness of the quoted prices or determining
whether it was necessary or more economical to have the
work done on a subcontract basis.

3. Increases in subcontract prices were allowed by a contrac-
tor although no benefits accrued to the Government.

. In redetermining prices under price-redeterminable pur-
chase orders, a contractor failed to base the negotiation
on full consideration of the vendor's actual cost and pro-
duction data relating to material and labor costs and re-~
Jectlon losses.

5. Government sources of supply were not utilized by a con-
tractor. Also, adequate competition was not obtained, con-
tract default provisions were not enforced, and competi-
tion had been restricted through the wldespread use of
brand names in describing the items to be procured.

These deficiencles in subcontracting procedures were brought
to the attention of offlcials of both the AEC Operations Offices
and the prime contractors at various times during flscal year 1961.
As a result, the prlme contractors, in most cases, revised thelr
procurement procedures to provide for improved negotiation of sub-
contracts.

13. Adminlstration of contrgcts for technical and professional

services improved--Our review of the administration of contracts
negotiated by the Federal Aviation Agency (FAA) for technical and
professional services disclosed (1) that contractors charged for
technical and professional services, including travel and subsist-
ence costs, for periods during which the employees assigned to FAA
to perform the services (a) were attending conventions and train-
ing and indoctrination courses or (b) were at locations other than
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FAA without prior authorization by the contracting officer, as re-
quired by the contract, (2) that a contractor did not provide the
systems employees required by the provisions of an equipment

rental contract, (3) that the contracting officer did not approve
contractors' employees prior to their assignment to FAA, as re-
quired by the contracts, (%) that the attendance records main-
tained were not adequate to assure that payments to contractors
would be made only for services performed at FAA or at other au-
thorized locations, and (5) that one contractor had made charges
for various costs not privided for by the contract. We discussed
these matters with FAA officials, and in August 1960 FAA issued in-
structions intended to correct these practices. Also, as a result
of our discussions, FAA recovered over $21,000 from contractors

for improper charges.

14. Need for disposing o en _commit r
minimum purchase contracts--Many contracts awarded by the Central
Office of the General Services Administration for the purchase of
hand tools guaranteed the suppliers that GSA would buy specified
minimum quantities of the tools during the perlods covered by the
contracts. We noted certain instances in which GSA did not issue
purchase order at the end of the contract periods for the balances
of the guarantees nor obtain the contractors' agreements to re-
lease the Government from its purchase obligatlons. Without some
disposition of the open commitments, GSA could be subject to
claims by the contractors at a later date.

We brought this matter to the attention of GSA officials, and,
as a result, GSA revised its contract terms to provide that,
promptly after contract expiration, the contractors will report to
GSA the unordered balances of any guaranteed minimum quantities
and that, if the contractors fall to submit such reports within a
specified period, GSA will be relieved of 1its obligation to pur-
chase the remaining guaranteed quantities.

———— v S i i



REVIEW OF INVENTORY AND WARENOUSING PROCEDURES

15. Inventory and accounting controls established over main-
tenance supplies--The Public Health Service (PHS) hospitals at
Fort Worth, Texas, and Lexington, Kentucky, had not established
adequate inventory and accounting controls for building and other
maintenance supplies. At the time of our reviews, these suppliles
at Fort Worth and Lexington had estimated values of §61,000 and
$40,000, respectively. We pointed out that improvements in inven-
tory and accounting controls would (1) provide management with
better data for planning future purchases and supply utilization
and for determining the cost of supplies consumed and (2) provide
better accountabllity for the materlals. PHS officials advised us
during fiscal year 1961 that complete physical inventories of
these supplies had been taken and that related property and ac-
counting records had been or would be established.

16. Excess inventory of map paper reduced and related inven-
tory controls strengthened--The Geologlcal Survey, Department of

the Interior, had in stock at June 30, 1959, over five million
sheets of map paper, valued at about é275,000, in excess of its
requirements for 1 year. Recent usage data indicated that there
was a 7- to 18-year supply of map paper on hand for certain of the
sizes. Also, our review disclosed numerous errors in the per-
petual inventory records. We brought these matters to the atten-
tion of Survey officials who subsequently reduced the excess stock
by about three million sheets by not purchasing additional stock
and by cutting slow-moving sizes into smaller sizes for which
there was a greater demand. Also, we recommended that maximum and
minimum stock levels be established for all sizes of map paper and
that administrative supervision over the perpetual inventory rec-
ords be strengthened.

In December 1960 the Department advised us that the paper
stock had been further reduced and that steps had been taken to
strengthen the controls over the stock.

17. Inventories taken by methods which produced unreliasble re-
sults discontinued--Our review of the procedures followed and the

inventories taken by the General Services Administration of rub-
ber and cordage flber stored at two military depots showed that

the results of the inventorles were of questionable value. The in-
ventories were taken by a method of computation and statistical
sampling, and the records at the depots of the quantities located
in each storage area were not sufficiently accurate to permit com-
parison with the computed quantities. Moreover, GSA did not in-
tend to change the lnventory records to show the results of the
physical inventories made in thls manner., We therefore suggested
to GSA that the inventorylng of rubber and fiber at military de-
pots be discontinued under these procedures, GSA subsszquently dis-
continued the inventorying and estimated that costs about
$2,100,000 were avoided as the result of this action.



REVIEW OF INVENTORY AND WAREHOUSTNG PROCEDURES {continued)

18. Cost of metal die stamping reduced--As a part of the re-
storage and physical inventory of metal bars in the various stra-
teglc and critical materlals stockplles, the General Services Ad-
ministration initiated a program to die stamp individual bars of
certain metals wlth grade markings. Because of the magnitude of
this program, involving many millions of bars and estimated by GSA
to cost up to $1,250,000, and because many of the bars could be
readily identifled as to grade by the manufacturer's trade name
already imprinted on the bars, we recommended further study of
thls program and suggested alternative means to be used to iden-
tify the grades of the bars. GSA accepted one of the methods we
suggested which resulted in a less costly die~stamping program.

19, Uniform system established for identifying location of
strategic materials--The General Services Administration did not

have adequate procedures relating to the preparation and mainte-
nance of records for locating strategic materials in storage at
GSA depots. As a material locator system is an integral part of
sound warehouse operations and essential for the locatlion of com-
modities 1n the event of a natlonal emergency, we recommended that
uniform procedures be developed by GSA for use in each depot where
strategic and critical materials are stored. In March 1961, GSA
issued instructions preseribing a standard locator system.

20. Control over inventory levels strengihened--Our reviews
of activities of Region 4 and of the Facllities and Material Depot,
Federal Aviatlion Agency, dlsclosed a need for better planning of
depot stock requirements., In July 1961, FAA advised us that the
need for improved management of field inventories had been recog-
nized and that the actions taken to overcome the deficiencies in
the control of inventory levels had permitted an over-all reduc-
tion of $2.8 million in the fiscal year 1961 stock purchases pro-
gram.

21l. Stock control cards to be reconciled to physical counts
obsolete and unserviceable supplies to be disposed of--Our phys-
lcal count of 120 ltems of expendable property at two of the Bu-
reau of Mines, Department of the Interior, helium plants dis-
closed that for 60 percent of these items the stock actually on
hand did not agree with the balances shown on the related stock
control cards. We noted also that the inventory contained numer-
ous obsolete and unserviceable items. These matters were reported
to the General Manager, Hellum Operatlons, in a report dated Au-
gust 31, 1960.

Bureau officlals advised us that a physical inventory would
be taken at each plant to correct the differences between the bal-
ances shown on the stock control cards and the inventory actually
on hand and that a program to dispose of obsolete and unservice-
able stocks was belng initiated.



REVIEW OF INVENTORY AND WAREHOUSING PROCEDURES (continued)

22. Central Office and depot igxggig;x records to be coordi-
nated--General Services Administration inventory records of stra-
tegic and critical materials were maintained in detail from the
same transaction documents at both the military depots and the GSA
Central Office and GSA did not periodically reconcile the depot
and Central Office inventory records. At some military depots
visited by us, we found differences between the depot and GSA Cen-
tral Office records. We believed that, if two sets of records
were to be malntained, procedures should be established to make
sure that they were kept in agreement. We suggested that a pref-
erable method, providing reliable information without being unduly
Jburdensome, woild be the use by the depots of periodic machine in-
ventory listings prepared from the GSA Central Office records in
sufficlent detall to enrnable the depots to exercise their custodial
duties; the records kept at the depots could be discontinued under
this method. We recommended that GSA consider the feasibility of
using the inventory listing method. In June 1961 GSA informed us
that it intended to furnish the depots with inventory listings for
the purpose of trylng . “ the suggested method.

23. Limitations to be established o% Federal Supply Schedule
items stocked 1n GSA warehouses--In previous reports to the Con-
gress, we commented on a practice of the General Services Adminis-
tration of stocking and issuing from its stores depots supply
items which are available to using agencies through Federal Supply
Schedule contractors. In view of the wide differential in operat-
ing costs between the stores depot and Supply Schedule methods of
supply, we recommended that GSA examine its policy with respect to
gtorage and issue with a view to reducing to a minimum the volume
of warehouse deliveries of Schedule items, particularly where
large-quantity orders are involved without any indication of .-ur-
gent delivery requirements to Justify the more costly method of
handling through the stores depot.

GSA officials informed us in November 1960 that there were ad-
vantages to the dual method of supply but that, to prevent abuses,
GSA planned to establish precise quantity or dollar-value limita-
tions for Schedule items included in GSA warehouses and to develop
procedures to be followed by regional offices for enforcing the
limitations.



REVIEW OF PROPERTY MANAGEMENT ACTIVITIES

24. Procedures for reporting and disposing of excess property
improved--Our review of selected activities of the Southern Utili-

zation Research and Development Division, Agricultural Research
Service, Department of Agriculture, disclosed an accumulation of
property no longer required by the Division. In our A st 1960
report to the agency, we recommended that the Division (1) review
the property management practices of individual laboratories to
determine the adequacy of the reporting action taken with respect
to excess property and (2) take timely action to circularize or
dispose of excess property reported. The agency advised us that
procedures for reporting and disposing of excess property have
been revised to implement our recommendations.

25. Supplies and equipment in excess of eds disposed of--
Substantial quantities of supplies and equipment on hand at
June 30, 1960, at the Weather Bureau, Department of Commerce, were
greatly in excess of the Bureau's current or anticipated needs.
Certain technical supplies on hand appeared adequate to meet re-
quirements for about 10 years. Also, the Bureau had in storage
considerable quantities of property, acquired from other Govern-
ment agencies at no cost, that was surplus to the Bureau's needs.
Some property items had been on hand for over 7 years and were
still in the original packing crates. Certain of the property had
been transferred among at least three warehouses since its acqui-
sition.

At our suggestion, the Bureau instituted a program in fiscal
year 1961 for the survey and disposition of excess and obsolete
equipment. This program resulted in the disposal of equipment
valued by the Bureau at $500,000 and the release of 7,000 square
feet of rental space for other use.

26. Procedures adopted to eliminate duplicate receiving func-
tions~-Supplies purchased by the Weather Bureau, Department of

Commerce, were delivered by the manufacturers to the Bureau's
storeroom where they were counted and inspected for breakage; re-
shipped to the instrumental engineering division, about 2 miles
from the location of the storeroom, where they were recounted,
tested, and accepted; and then sent back to the storeroom where
they were again counted and put into stock.. Among the supplies so
handled were such common-use 1tems as pliers, wrenches, screw-
drivers, and padlocks. :

To eliminate unnecessary handling and shipping costs, we sug-
gested in April 1961 that the Bureau %l) estab_ish acceptance cri-
terla for receipt of purchases so that items requiring inspection
only could be accepted at 1ts storeroom, (2) determine at the time
purchase orders are issued which items require testing and have

them shipped directly from the manufacturer to the location of the

11



' OF PRO F M ACTIV {continued)
instrumental engineering division, and (3) transfer the receiving

- function of the instrumental engineering division to the procure-

ment and supply section of the administrative operations division.
The Bureau concurred in our suggestions and advised us that action
had been taken to streamline receipt and testing of purchases.

. Deficiencies in cunting for office furniture and equip-
ment to be corrected--In our review of accounting for office furni-
ture and equipment in the Bureau of Cld-2ge and Survivors Insur-
ance (BOASI), Department of Health, Education, and Welfare, we
found that (1) accounting procedures for recording acquisitions
did not establish financial control over property, (2) property
disposals were not recorded promptly in the general ledger prop-
erty account, (3) detailed records of office furniture and equip-
ment were not reconciled to the general ledger property account,
() physical inventories were not taken perlodically, and (5) cri-
terla for determining which property items are to be capitalized
and vhich are to be treated as expense when acquired were not nor
sufficiently clear and were susceptible to inconsistent applica-
tion and interpretation. Similar defic.encies had been disclozed
by an interagency survey team in 1954, and, although BOASI's in-
vestment in office furniture and equipment had increased by atout
$7.1 million since that time, no significant changes had been made
in its property accounting procedures and practices.

These deficiencies were commented on in our report to the Con=-
gress in May 1961. Agency officials advised us that subsequent to
our review a work group had been established to review property
accounting in BOASI with the objective of instituting procedures
that would achieve adequate flnancial control over acquisitions
and correct the other deficienciss noted in our report.

epalr program to be improved--It appeared that
certain repair work performed by the Weather Bureau, Department of
Commerce, had not been economically justified, timely repairs of
equipment had not been made, and items were saved for repair that
shculd have been disposed of. The records of the Bureau were not
sufficiently accurate or complete to properly evaluate the economy
ef its repair program, and reports on costs of repairs did not in-
clude all material and labor costs. In addition, a sizable inven-
tory of equipment to be repaired was on hand with some items hav-
ing been in a repair category since 1952. It appeared that the Bu-
Treau had several years' supply of certaln types of repairable
equipment on hand. In many instances, unrecessary costs had been
incurred for handling and transporting damaged equipment that
could not be repaired and had to be scrapped. We suggested in
April 1961 that the Rureau (1) install a cost-finding system to fa-
cilitate comparison of the cost of in-shop work with the cost of
work by contract or the cost of purchasing a new item and (2)



REVIEW OF PROPERTY MANAGEMENT ACTIVITIES (continued)

establish guldelines for use of Washington and field office techni-
cal personnel in determining when to dispose of equipment not con-

sidered to be worth repairing. The Bureau informed us that it had

accepted our suggestions and was putting them into effect.

29. Need to establish more effective controls oyer property--
The Natlonal Instituics of Health, Department of Health, Education,

and Welfare, did not have effective controls over nonexpendable
property inasmuch as (1) 1t had difficulty in obtaining compliance
with prescribed procedures for property management, (2) the gen-
eral ledger account did not provide 1lndependent accounting control
over property transactions, and (3) the property records were in-
complete. Also, NIH had nect established accounting controls over
substantial stocks of supplies and materials. :

Qur report issued in May 1961 included a number of proposals
to NIH designed to promote more effective control over both nonex-
pendable and expendable property, including the taking of physiecal
lnventories and the establishment of independent accounting'con-
trols, In addition, we recommended that NIH (1) include nonperma-
nent fixed equipment in the physical inventory of, and the account-
ing controls to be established for, nonexpendable property and des-
lgnate a custodian for this class of equipment and (2) develop a
reliable record of interchangeable accessories to baslc equipment
in 1ts custody.

While NIH generally concurred in our findings and took some
corrective actlon, considerable work remalned to be done at
June 30, 1961, in order to establish more effective controls over
nonexpendable property.

, 30. More effective action needed to identify excess groﬁertx-v_
The Natlonal Institutes of Health had not taken adequate action to

identify property excess to 1ts needs and to make such property
avallable for use elsewhere or for disposal, as required by sec-
tion Eoz of the Federal Property and Administrative Services Act
of 1949.

We recommended in our report lssued in May 1961 that, to mini-
mize expendltures for property elsewhere in HEW and the Government,
NiH take effectlve actlon to identify property excess to its
needs. NIH believes that much remains to be done to improve the
excess property situation but that the establishment of an exten-
sively revised property management program will help to alleviate
the problem.

13



REVIEW OF MOTOR_VEHICLE ACTIVITIES

31. Steps taken to lpcregse vehicle utilization--We reported
to the Generai Services Administration that a number of GSA motor
pool vehicles in five of the six regions we visited were driven
substantiaily fewer miles than the minimum annual utilization
standards established by GSA for the vehicles. On the basis of
our findings, we concluded that GSA should make regular and system-
atic analyses and evaluations of vehicle utilization by customer
agencles and that a posltive and effective program was needed for
rotating vehilcles amoug using agenclies where feasible.

We were Informed by GSA in December 1960 that instructions in
the Motor Pool Operations Handbook were being expanded to provide
more detalled guldelines for reviewing the utlilization of inter-
agency motor pool vehicles and for implementing improved vehicle
rotation programs.

32. Use of Qozernment-owngd service station facilities empha-

sized--In our review of selected interagency motor pool systems
operated by the General Services Administration, we found in two
GSA reglons that Federal agencies to which motor pool vehicles had
been assigned were purchasing gasoline and oll for the vehicles
from privately owned service stations when the purchases could
have been made conveniently and at lower prices from Government-
owned service station facilities.

Following our Inquiries into this matter, GSA advised us in
May 1961 that vehicle users were being encouraged to use
Government~owned service station facilities whenever available ar®
that appropriate instructions would be contalned in a uniform Mo-*
tor Pool Operator’s Packet which was to be placed in all vehiclss.

33. Deficiencies in operating practices of District of Colum-

big Department of Highways and Traffic to be corrected--Our review
of selected operations of the Department of Highways and Traffic,

District of Columbia Government, disclosed various deficiencles in
the operating practices. The more important findings were that:

Two automotive repair éhops equipped to doc similar work
were maintained as independent units in the same building.

An increase in the size of the motor 'vehicle fleet due
to acquisition of vehicles as surplus property was not shown
in the budget justifications requesting funds for replacement
of venlicles.

Twenty-one of 49 passenger-carrying vehlcles were driven

only 2,000 to 5,000 in one fiscal year, indicating that vehl-
cle assignments were not based on a sound evaluation of need.

14



REVIEW OF MOTOR VEHICLE ACTIVITIES (continued)

Various motor vehicles were repalred at costs which were
high in relation to the value of the vehicle. In several in-
stances vehlcles, after having been extensively repaired,
were sold or exchanged for new ones before 1t was possible to
derive any beneflts from the costly repairs.

Stock room inventories of materials and supplies were 1in-
adequately controlled and safeguarded and related inventory
records were lnaccurate and incomplete.

We were advised by District officials in February 1961 of the
actions taken or to be taken which were generally consistent with
our preposals for corrective action.

3%. Need to review utilization of general-pur e _vehicles=--
Some general-purpose motor vehicles in the 1lst and 12th Coast
Guard Districtis had low mileage utillization compared with the
minimum-use standards established by the General Services Adminis-
tration, and it seemed to us that the Coast Guard could realize
substantial savings 1n vehicle replacements and operating costs by
ascertaining and disposing of any excess vehicles and by rotating
vehicles. 1In May 1961 we recommended procedures for reviewlng ve-
hicle utilizatlion, by reference to minlmum-use standards, and for
rotating vehicles. The Commandant advised us in June 19él-that,
because of the nature of the Coast Guard's activities, minimum-use
standards would have to be subject to so many qualifications and
Justifiable exceptions that they would be virtually useless but
that semiannual reviews of vehicle usage at both the district and
headquarters levels would possibly serve to weed out underused and
apparently excess vehicles. He informed us that consideration was
belng given to establishing a policy requiring rotation of vehi-
cles.
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FOR GO ENT-FURNISHED SERVICES

SILAT1E y . ALl L Vg
istration, Department of Health, Education, and Welfare, did not
consider {he cost of Government-owned space occupied by personnel
performing certification services, when establishing fees charged
users of the services. Such costs to the Government amounted to
about $3%,000 a year. We proposed (1) that the cost of space be
included when fees for the certification services are established
and (2) that a transfer be made periodically to the general fund
of the Treasury of that portion of the fees representing the cost
of Government-owned space. We were informed in July 1960 that the
Administration would recognize space cost as an element of the
cost of performing certification services and that, in addition
other elements of cost such as depreciation and terminal leave ii-
ability would be included in the fee structure. We were informed
also that bkeginning in fiscal year 1961 appropriate transfer of
funds wouid be made to the general fund of the Treasury.

36. Charges for District of Columbia prisoners in Federal
stitutions to be based on_applicable costs--Our review of

the charges made to the District of Columbia Government by the Bu-
reau of Prisons, Department of Justice, for the custody and care
of District prisoners accepted in Federal penal institutions
showed that the charges were not based on all applicable costs.
We recommended that the charges be based on the institutional per
capita costs plus a factor to cover the central office administra-
tive costs. The Director of the Bureau informed us that effective
Ap:él i, 1961, billings would be made in accordance with our recom-
mendation.

37. Depreciation to be included in cost of operatjons--The
Coast and Geodetic Survey, Department of Commerce, was not charg-
ing depreciation of fixed assets as a cost of its operations. We
pointed out to the agency that recognition of depreciation expense
would provide management with operating cost information necessary
in the determination of prices to be charged for charts and other
publications and for reimbursable services rendered to State gov-
ernments and to private organizations and individuals. Also, as
the fixed assets of the agency constitute a substantial portion of
the resources used in its charting operations, depreciation ac-
counting 1is essential for full disclosure of the financial results
of these operations. Accordingly, we suggested that the Survey in
corporate depreciation in its accounting system. We were subse-
quently advised by the Survey that an agencywide system of depre-
ciation accounting to be applied to all projects had been devel-
oped and implemented at the start of fiscal year 1962.

16



REVIEW OF CHARGES FOR GOVERNMENT-FURNISHED SERVICES (continued)

38. Continued efforts needed to implement equitable and uni-
form policy of establishi adequate fees harges--In our re-

view of the activities of the Bureau of the get, Executive Of-
fice of the President, in promoting the establishment of adequate
fees and charges for services, property, or other resources fur-
nished by the Federal Government, we found a need for more effec-
tive action on the part of the Bureau. The Federal Government pro-
vides many special benefits to Individuals or groups by rendering
various services and by selling or leasing resources and property.
Legislation enacted in August 1991 expresses the sense of the Con-
gress that these services shall be self-sustaining to the fullest
extent possible and authorizes each agency head to prescribe fair
and equitable fees or charges for such services. In November 1957,
the Bureau promulgated the President's policy with respect to re-
quirements for all Federal agencles to develop an equitable and
uniform Government-wide policy for making charges for the use of
Government services or property.

Although the Bureau had made efforts to maintain surveillance
over compliance with the criteria approved by the President, our
review disclosed certaln specific situations which warranted more
active consideration by the Bureau, for example (1) the charging
of grazing fees at varying rates for similar types of range land,
(2) the practicability of establishing charges for meat and poul-
try inspections, (3) the absence of a uniform policy for certify-
ing, testing, and licensing activities with respect to drugs and
related products, and (4) the assessment of title fees for mining
lands which fees no longer have a realistlc relationship to the
value of the land. Also, we noted a need for more effective
follow-up by the Bureau to assure that the responsible agencles
submit timely and useful reports of progress made toward estab-
lishing fair and equitable charges 1in accordance with the law and
applicable regulations.

17



REVIEW OF ORGANIZATION
39. Duplication of dietetic organizstions in certasin Veterans

yggpitg;s eliminated or to be g%iminated-—Two dietetic organiza-
tions each were maintained at the Veterans Administration centers
in Kecoughton, Virginiaj Los Angeles, Californiaj and Temple,
Texas, rasulting in duplication of supervisory and administrative
functions. One division provided dietetic services to the domicil-
iary members and another division provided similar services to the
hospital patients. We expressed the opinion that the duplication
of supervisory and administrative functions was uneconomical and
that the activitles should be consolidated. In November 1960 the
‘VA informed us that the dietetic activities at Temple had been con-
solidated and the dietetic activities at Kecoughton would be con-
solidated but that, because of the size and location of the activ-
1:ies at Los Angeles, separate diletetic operations would be con-
tinued.

40. Savings could be achieved by transferring certain Coast

%ﬁggd fiscal functions to Navy Finance Center--In a report 1lssued

June 1961 we commented on a proposal that certain Coast Guard
fiscal and personnel functions relating to military pay be trans-
ferred to, and integrated with similar functions performed by, the
Department of the Navy at the Navy Finance Center, Cleveland, Ohio.
It had been estimated that, in addition to certain other benefits
to the Coast Guard, recurring annual savings of approximately
$122,000 would result from the transfer of the fiscal functions
alone. The Commandant of the Coast Guard advised us in February
1961 that the proposal had not been adopted because the Coast
Guard was reluctant to rely on the Navy Finance Center in view of
the importance the Coast Guard attaches to the functions, because
of the possible effect on the morale of Coast Guard personnel, and
because of the absence of legal assurance that the Navy would not
discontinue performing the functions whenever it considered such
action necessary or desirable., Also, the Commandant mentioned the
possibility that a broad systems study which was to be started by
the Coast Guard might result in a reduction of Coast Guard costs
to a level competitive with what the Navy proposed to charge.

In our report we expressed our belief that the proposal to
transfer the fiscal functions to the Navy Finance Center had merit
and we recommended that the Secretary of the Treasury give favor-
able consideration to the proposal.
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REVIEW OF FISCAL PROCEDURES
L1, Action to be taken to strepgthep follow-up with adminis-

trative QEencies on undeliverable pegotiable checks--In our report
of June 1%, 1961, on our audits of Treasury Department regional
disbursing offices, we commented on the accumulation of a large
volume of undeliverable checks held in negotiable form and the pos-
sibility of these checks' becoming lost or misappropriated. We
recommended a periodic follow-up to dispose of checks remaining un-
deliverable beyond the maximum time limits prescribed by General
Accounting Office regulations. Also, we recommended that regional
disbursing offices be authorized to make checks nonnegotiable by
defacing them if disposition action is not taken by administrative
agencies within a reasonable length of time. The Chief Disbursing
Officer informed us that existing procedures would be revised in
accordance with our recommendations.

42, Steps to be taken to elimin W s i s
controls--We reported to the Commandant of the Coast Guard in May
1961 that a large number of Coast Guard authorized certifying of-
ficers also served as agent cashiers and that the concurrent as-
signment of individuals to perform both certifying and disbursing
functions constituted a serious weakness in disbursing controls.
We recommended that the agent cashier positions be eliminated
where the disbursing functions could be performed by assistant dis-
bursing officers in Coast Guard district offices and that where
agent cashlers are necessary the functions be assigned to persons
who are not authorized certifying officers.

In June 1961 the Commandant informed us that it is possible
that there are many locatlions where these functions could be sepa-
rated, or one or both eliminated. He stated further that the des-
ignations would be reviewed and, wherever possible, the dual as-
signments would be separated. He informed us also that a study
would be made to determine the feasibllity of transferring agent
cashier functions to the district offices.

43. Check payment and reconciliation activities subjec
to more effective ternal ew--At the time of our review, the
Office of the Treasurer of the United States had not fully devel-
oped plans for periodic, systematic, and independent reviews of
its check payment and reconciliation activities. Such reviews as
had been made were limited to a few single-purpose studies per-
formed by the internal review staffs of the 0ffice of the Treas-
urer. We commented on this matter in a report issued in August
1960 and recommended that the Treasurer provide for periodic re-
views of these activities. At June 30, 1961, outlines for such re-
views were being written by the 0ffice of the Treasurer.
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REVIEW OF FISCAL PROCEDURES (continued)
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¥11:1gﬂ--1 our report of September 6, 1960, on the audit of se-
ected central accounting procedures and records, Bureau of Ac-
counts, Treasury Department, we pointed out that the method used
in reconciling the checks outstanding account was excessively time
consuming and, in some instances, duplicated the work of the Of-
fice of the Treasurer. We recommended a simplified reconciliation
procedure which we estimated would result in an annual saving of
almost $10,000. Although the Bureau had no immediate plans for
eliminating the duplication in reconciliation functions pointed
out by us, it did adopt certain procedures which, while not identi-

cal to those we recommended, simplified the reconsideration proce-
dure to some extent.
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REVIEW OF FINANCING

45. Action taken to increase interest pgid to the Treagurv--
Interest payable to the Treasury on net disbursements from the
Small Business Administration (SBA) revolving fund accrues from
the date SBA delivers its loan checks to borrowers; thus, loan
checks written but not delivered at the end of each month affect
monthly interest computations. Because of the time lag in SBA re-
gional office reporting, the amount of loan checks delivered at
month end was understated resulting in an understatement of inter-
est payable to the Treasury. Understated interest expense payable
to the Treasury from the inception of the revolving fund to
June 30, 1959, totaled $363,000.

After we brought the matter to its attention, SBA made an ad-
ditional interest payment of $363,000 to the Treasury, instructed
its regional office to report check deliveries more promptly, and
revised 1ts instruction for computing interest expense.

46. Actlon tsken to adjust excessive rates charged for gerv-
lces financed by working capital fund--In our report té the Chief,
Forest Service, Department of Agriculture, January 31, 1961, on
the review of selected activities of the Forest Service regional
office at Milwaukee, Wisconsin, we pointed out that billing rates
used in charging the various Forest Service program appropriations
and beneficiaries outside the Forest Service for services ini-
tially financed by the working capital fund had resulted in reim-
bursements to the fund considerably in excess of the cost of the
services provided. The law establishing the fund requires that
billings be made at rates approximately equal to the cost of fur-
nishing faclilities and services. Although substantial profits had
been realized by the Milwaukee regional office since inception of
the fund in 1957, the regional office increased the billing rates
in both fiscal year 1958 and fiscal year 1959. On the other hand,
our review indicated that other regional offices were apparently
undercharging for services financed by the working capital fund.

We recommended to the Chief, Forest Service, that the bases
for existing rates in the various regional offices be reviewed and
that necessary action be taken to provide for reimbursement to the
working capital fund at rates approximately equal to the cost of
services rendered as contemplated by the enabling legislation.

The agency informed us in August 1961 that, in furtherance of our
recommendations, standardized methods and criteria for establish-
ing billiing rates for rental of working capital fund equipment
were developed and made mandatory for use by all regions as of
July 1, 1961, and that studies of rates applicable to other work-
ing capital fund services were under way.
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REVIEW OF FINANCING (continued)
47.

lw S S5 < PleER® =11
ering accrued annual leave 11gbility--In prior reports to the Con-
gress on our audits of the General Supply Fund, we commented that
General Services Administration procedures for recording the lia-
bility of the Government for annual leave accrued to_eggloyaes
prior to fiscal year 1959 permitted an amount of $141,260 to re-
main to the credit of the Fund although this sum should have been
credited to the general fund of the Treasury.

We pointed out that, although the entire leave liabllity
should be recorded and disclosed, retention of cash in the Fund in
an amount equivalent to the accumulated liability for annual leave
earned in prior years is unnecessary and inappropriate as the
funds are not needed until the employees leave the Government or
the total leave taken 1s in excess of current leave earned. We
recommended that GSA transfer the amount of $141,260 to the gen-
eral fund of the Treasury. In May 1961 GSA informed us that the
transfer had been made.

48, F : making guarterl agther th y _advs
to Stat t d--In our report, issued November 21, 19
on our reviews of the administration by the Children's Bureau,
Department of Health, Education, and Welfare (HEW), of the pro-
grams for grants to States for maternal health, child health, and
child welfare services, we commented on the practice of making
quarterly rather than monthly advances of grant funds to States.
This practice has the effect of providing States with funds in ad-
vance of thelr needs, of accelerating United States cash require-
ments, and of unnecessarily increasing interest cost to the
Government.

0,

HEW informed us that it was studying the feasibility of con-
verting the smaller grant programs to a monthly payment basis.
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REVIEW OF ADMINISTRATIVE OPERATIONS
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of the inspection force of the Food and Administration (FDA),
Department of Health, Education, and Welfare, and those of State
and local regulatory groups were not fully coordinated to protect
against practices detrimental to the consumer. Closer cooperation
at the working level was needed for the plants--about 100,000--sub-
ject to inspection. At the existing rate, each plant would have
been federally inspected only once every 5 years. FDA did not
have information available as to the number or type of inspections
performed by local government agenciles or as to the establishments
inspected by local agencies. Moreover, FDA did not have a sched-
uled program for meeting with appropriate local officials respon-
sible for the enforcement of local food and drug laws.

We proposed that the FDA make concerted efforts to (1) assist
local governments in the development and training of their inspec-
tion forces, (2) encourage local participation in FDA's training
program, (35 make available to local inspection groups various
types of technical information, and (4) develop cooperative work
programs with State and local regulatory groups to minimize dupli-
cation and overlapping of inspections.

In July 1960 FDA informed us that it agreed that there should
be better coordination of Federal and State and local efforts and
that plans had been developed to follow our proposals.

50. Leadership in management improvement program to be
strengthened-~In a review of selected activities of the Bureau of
the Budget, Executive Offlce of the President, to improve manage-
ment in the executive branch of the Government, we noted that
greater effort was needed to provide leadership and assistance to
the executive agencles. Our report on this review was issued to
the Congress in June 1961. Although in general the Bureau had es-
tablished a framework for conducting broad improvement activities
and, over the years, had initiated action through special studies
to solve specific management problems and improve operations in
the executive branch, we noted a need for (lg issuing specific
guidelines to executive agenciss for the development of effective
review systems, (2) evaluating the effectiveness of such review
systems and the adequacy of actions to achieve improvements, (3)
interchanging information on effective management techniques, and
(4) requiring periodic reporting on the progress and results of
agency improvement efforts. Bureau officials informed us that the
need for strengthening management improvement activities had been
recognized but that staff increases were necessary for this pur-
pose.

We also noted that the Bureau had made considerable use of
the services of outside organizations and consultants to carry out
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REVIEW OF ADHINISIBATIVE OPERATIONS (continued)

- management studies. Tn inis connection, we suggested that -the Bu-
reau consider greater use of Federal career personnel because of
certain advantages which would accrue to the Federal Government.
Consistent use of Government personnel would, over a period of
time, provide the Government with a body of speclalized knowledge
of Government programs, policies, and procedures which would be=-
come a valuable asset In any continuing program for improvement of
management practices throughout the Federal Service.

For four of five studies which we examined, we observed that
the Bureau had not taken the necessary follow-up action or had not
fully documented any follow-up action taken with respect to carry-
ing out the recommendations of the studies. We stated our belief
that the Bureau should strengthen its activities designed to real-
ize the results of such studies and to attain the desired objec-
tives In a timely and effective manner.

At the time of our review, the Bureau advised us that its man-
agement improvement activities were undergoing considerable reeval-
uation and that various actions were taken or projected which were
intended to provide increased central leadership and assistance to
the executive agencies. Also, we were informed that the other mat-
ters commented upon had received, or were receiving, appropriate
attention by respciisible officials of the Bureau and that improve-
ments have been accomplished since our review was made.

51. Possibllity of reducing costs of accounting for and dis-

b reyenues and gas leases-~The Bureau of Indian
Affairs, Department of the Interior, executes o0ll and gas leases
on Indian lands and collects much of the lease income. The col-
lected funds are held in trust for individual Indian landowners,
many of whom obtain the funds shortly after the income has been
credited to their account. The recording and disbursing of lease
Income requires a great deal of work on the part of the Bureau, as
éﬁgicated by the several thousand leases in the Anadarko Area of

ahoma.

We noted that lessees were sending royalty checks directly to
the Indian landowners of several tribes in the Muskogee Area of
Oklahoma, resulting in savings to the Bureau. Also, we noted that
the owners of 85 percent of the lands involved in leases we se-
lected for review in the Anadarko Area, where the Bureau was col-
lecting and distributing the revenue, were considered competent or
capable of managing their trust income without Bureau supervision.

We recommended in a report to the Secretary of the Interior
in July 1960 that, in order to further reduce the Bureau's costs,
the Commissioner of Indian Affairs make arrangements to have
lessee companies prepare and distribute individual royalty checks
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REV OF ADMINIS (continued)

to all competent Indians. The Department advised us in October
1960 that it agreed that it would be more economical to the Govern-
ment 1f direct payments were made to certain of the Indian owners
but that there were many aspects to this matter that must be con-

sidered before a final decision is reached and that the matter was
under study. ;
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REVIEW OF OPERATING PROCEDURES

52. Qperating costs reduced through better planning--In our re-
view of records of the Coast and Geodetic Survey, Department of
Commerce, we noted that radio facility charts valued at approxi-
mately $§2,200 were declared obsolete during fiscal year 1999 and
that additional charts with a book value of about $63,000 were ob-
solete but had not been removed from the Survey's inventory. We
noted also that the number of radio facility charts produced sub-
stantially exceeded issues in every month in fiscal year 1959 ex-
cept January and March. Inventories of certain of the charts on
hand increased during the year by as much as 247 percent.

We proposed that, in order to reduce overproduction of charts
and minimize losses to the Government, the Survey imprcve its plan-
ning of production needs and dispose of the obsolete charts in
stock. We were advised by the Survey in October 196C that our pro-
posals had been adopted and that, as a result, the chart obsoles-
cence rate, particularly for certain aeronautical charts, had been
substantially reduced.

53. Publication of research manuscripts to be expedited--In
our review of selected activities of the Eastern Utilization Re-
search and Development Division, Agricultural Research Service, De-
partment of Agriculture, completed in September 1960, we noted de-
lays of more than 2 years in the publication of some manuscripts
covering the results of research conducted by the Division. The
publication of research manuscripts 1is the scientists' principal
means of bringing research results to the attention of all who can
profit by such information and of getting research results into
use.

We were informed that the delays were due mainly to the-pri-
ority of other research assignments but that pending publication
files would be reviewed and plaeced on a current basis and that the
publication of pending manuscripts would thereafter be expedited.

54. N r of hand corr S m nau char
reduced--In the past the Coast and Geodetic Survey, Department of
‘Commerce, attempted to leep its stock of nautical charts current
by making hand corrections to the charts for all important changes
in aids to navigatlion, although stocks of charts on sale to the
public through district offices and sales agents were not kept cur-
rent. In fiscal year 1959, the agency made about 8.4% million hand
corrections to nautical charts at a cost of over $120,000. The
agency estimated that only about 10 percent of the charts are cor-
rect or corrected at the time of sale tc the public.

It was our view that consideration should be given by the
agency to reducing the number of hand cor-ections made to charts,
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REVIEW OF OPERATING PROCEDURES (continued)

with the ultimate goal of printing revisions of most charts on a
regular time schedule.

The agency advised us In June 1961 that its policy on hand
correction of charts had been revised generally along the lines we
suggested and that, after a reasonable trial period, a further re-
view would be made and, if additional reductlions in hand correc-
tions appeared to be warranted without compromising navigational
safety, such reductions would be made.

55. Management controls to be improved--The National Science
Foundation (NSF) lacked certain basic elements of management con-

trol generally recognized as necessary for carrying out authorized
activities in an effective, efficient, and economical manner. In
a repo.t issued in February 1961, we recommended that well-defined
written statements of responsibilities, policies, and procedures
be developed and systematically arranged in manual form for use of
NSF personnel.

We were informed in May 1961 by the Director of NSF that
steps were being taken to implement our recommendations.

56. Need to improve advance plann d_me d _of ev tin
efficiency of design and construction work--In our review of the
Eastern Office, Division of Design and Construction, National Park
Service, Department of the Interior, which office provides archi-
tectural and engineering services, we noted a need for better ad-
vance planning of the workload of the office and more effective
measures of evaluating performance. We expressed the opinion that
the establishment of an annual man-day budget and the comparison
of actual performance with standards would enable management -to
more effectively plan and evaluate the activities of the office.
In a report to the Director, National Park Service, in July 1960,
we recommended that the agency (1) make a study to determine the
feasibility of using the annual fiscal year construction program
as a planning document and (2) establish the necessary records to
be used in evaluating the activities of the office. The Depart-
ment advised us later that this and other related matters were un-
der study by two separate survey teams and that consideration
would be given to our recommendation when the findings of the sur-
vey teams become available.

57. Preparation and auditing of certain tax returns would be
facilitated by changing dates for filing--Under current regula-

tions, the Internal Revenue Service, Treasury Department, requires
that establishments file alcohol tax returns and tobacco tax re-
turns for semimonthly periods ending on the 8th and 23d days of
each month, while other reports and records required by the
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REVIEW OF OPERATING PROCEDURES (continued)

regulations are filed on a calendar-month basis. These split re-
turn periods complicate the reporting by industry and the auditing
. of tax returns by the Internal Revenue Service. In May 1960 we
recommended that the Secretary of the Treasury revise the regula-
tions to provide for the filing of alecohol and tobacco tax returns
on a calendar-month basis consistent with other reporting and rec-
ordkeeping. The Commissioner of the Internal Revenue Service in-
formed us that the Under Secretary of the Treasury had decided in
May 1960 that a change of reporting dates was not desirable from a
fiscal point of view at that time because it would have resulted
in an additional $100 million lag in revenues for the 1960 fiscal
year.

We believe that such a consideration should not necessarily
preclude desirable changes promoting efficlency and economy of op-
erations and from which benefits would be derived. Consequently,
we recommended in our report issued in June 1961 that the Secre-
tary of the Treasury revise the regulations to provide for the fil-
ing of alcohol and tobacco tax returns-on a monthly basis consist-
ent with the requirement for other reporting and recordkeeping.

58. r s, brewer
tobacco establishments--Changes in the law and regulations have re-
sulted in the elimination of most of the physical and independent
record controls formerly avallable to the Alcohol and Tobacco Tax
Division, Internal Revenue Service, when inspecting wineries, brew-
eries, and tobacco establishments %o determine whether taxes on
wine, beer, and tobacco were paid. In lieu of using these con-
trols, other techniques were included in the inspection program
but, in pursuing these techniques, the inspection force did not
generally utilize industry records in the most effective manrier.
We proposed to the Director, Alcohol and Tobacco Tax Division, cer-
tain measures to improve the effectiveness of the inspection pro-
gram, including a revised method of conducting inspections and the
training of inspection personnel. The Commissioner of Internal
Revenue informed us in April 1961 that the agency would attempt to
utilize these measures in the development of a more effective in-
spection program.

59. Need for strengt e s d o d ¢
tion practices of the District of Columbig Genergl Hospitsgl--Our

review of the admission and collection practices relating to the
hospital and medical care programs, Department of Public Health,
District of Columbia Government, disclosed various deficiencies in
the admission and collection practices of the District of Columbla
General Hospltal. The deflclencies included (1) providing hospi-~
tal and medical care to many emergency patients without determin-
ing their eligibility for care at District expense and (2)nonestab-
lishment of accounts receivable for charges for hospital and
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REVIEW OF OPERATING PROCEDURES (continued)

medical care provided to (a) patients who had hospital and medi-
cal insurance coverage which would cover all or part of the serv-
ices provided, (b) patients hospitalized as a result of the al- -
leged negligency of others from whom compensation might be recov-
ered which 1s subject to a hospital lien to cover the cost of the
care provided, and (c¢) patients of other Jjurisdictions. Also, the
District's collection efforts were found to be inadequate to re-
cover the cost of the hospital and medical care provided to emer-
gency patients and charges for hospital and medical care provided
to other patients. Our findings, with appropriate recommendations
for corrective action, were included in a report issued in March
1961. District officials generally concurred in our findings and
indicated that action had been or would be taken on most of our
recommendations.
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REVIEW OF OPERATING ACTIVITIES

60. Utilization of surveying vessels to be increased--Al-
though about one half of the 2 million square nautical miles of
coastal waters under the jurisdiction of the Coast and Geodetie -
Survey, Department of Commerce, have not been adequately surveyed,
agency vessels based at Scattle and Norfolk were idle about
5 months of fiscal year 1959. Direct costs incurred for these sur-
vey vessels averaged about $150,000 a month during the 5-month
idle period and about $200,000 a month during the operating season.
In consideration of the substantial vessel costs incurred during
idle periods and the extent of the backlog of survey work to be ac-
complished, we proposed that the Director of the Coast and Geo-
detic Survey review the practicability of extending, at least in
part, the operating season of the Bureau's surveying fleet. The
agency advised us in June 1961 that, as a result of its review,
the fiscal year 1962 survey program provides for expansion of the
vessel operating season to about 9 months for four major surveying
vessels. :

61. Steps being taken to correct deficiencies in the adminis-
tration of industrial activities--In April 1961, we issued a re-
port to the Commandant of the Coast Guard on our review of the man-
agement of selected industrial activities at the United States
Coast Guard Yard, Maryland. Our review daisclosed an uneven work-
load stemming from faulty planning and scheduling of industrial
work and resulting in many fluctuations in the productive labor
force. New procedures were adopted by the Coast Guard in fiscal
year 1961 which, if properly implemented, should result in more re-
liable planning-costs estimates for vessel overhaul and repair
work at the Yard and should alleviate one of the principle causes
of the uneven workload.

62. Extension of dry-dock periods for vessels would reduce
the need for overtime work--A reduction in overtime labor costs

could be achieved at the Coast Guard Yard in Maryland by extending
the period of time that vessels are in dry dock. Our review dis-
closed that there was sufficient flexibility in the dry-dock sched-
ules to permit extensions of vessel time in dry dock and that ex-
tending the dry-dock time probably would not result in delaying a
vessel's scheduled departure from the Yard. In April 1961 we rec-
ommended that dry-docking periods be scheduled so that, generally,
sufficient time would be available to perform necessary repair
work without the need for working overtime except in unusual cir-
cumstances. In June 1961 the Commandant of the Coast Guard in-
formed us that he doubted whether over-all economy would be
achieved by extending dry-dock periods, but that this measure
would be considered along with other factors that might produce
economies.
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63. Need for action to resolve growing economic problems of
Pribilof TIsland -Tn our review of the fur seal operations and ad-
ministration of ti.. Pribilof Islands by the Bureau of Commercial
Fisheries, United States Fish and Wildlife Service, Department of
Interior, we noted that certain economlic problems have arlsen from
the continued increase in the native population on the Pribilof Is-
lands coupled wlth the leveling off of the sealing operations, the
only substantial source of livelihood for the natives. The Secre-
tary of the Interilor is required by law to provide for the general
welfare of the natives. We suggested that steps be taken to alle-
viate the problem by establishing a program to encourage the relo-
cation and rehabilitation of some of the natives. The Department
advised us that it is taken action to relocate and rehabilitate
some of the native families.

We recommended in our report issued in June 1961 that, in ad-
dition to these measures, the Bureau improve the utilization of
the native manpower through better planning and decrease the num-
ber of employees brought into the Pribilof Islands during the seal-
ing season from other parts of Alaska and the other States. These
actions would help to reduce the welfare costs to be financed by
the Federal Government.
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64. Accounting system and procedures for highway construction
r vis rovide for urmlatin d elaiming all covV=-

erable costs--Cur review disclosed that the District of Columbia
Government was not obtaining full reimbursement from Federal funds
for all eligible costs incurred on highway construction projects
because the accounting system and procedures did not provide for
accumulating and elaiming all recoverable costs. We proposed that
the District develop and install a system for accumulating all el-
igible costs incurred in connection with each Federal-aid highway
construction project and establish procedures for claiming reim-
bursement from Federal funds for all such costs. The President,
Board of Commissioners, informed us in February 1961 that action
had been taken to comply with our proposal.

'65. Deficie in BOASI ropriation allotment account-
ractices ¢ cted--The accounting for appropriations in the

Bureau of 0ld-Age and Survivors Insurance, Department of Health,
Education, and Welfare, was deficient in that (1) disbursements
were not being recorded promptly in the allotment accounts, (2)
district offices were ordering supplies and services without know-
ing whether funds were available, (3) allotment advices to BOASI
divisions and offices were often issued long after the start of
the allotment period, (%) certain contractual obligations were not
recorded properly in the allotment accounts, and (5) required doc-
umentary support for some obligations was lacking. We reported
these deficiencies in March 1961 to the Secretary of Health, Educa-
tion, and Welfare and were subsequently informed that corrective
action was taken.

66, Controls over use of appropriated funds for major bu i
ations to be strengthened--The costs of major alterations to a

building at the Veterans Administration Hecspital at Jefferson Bar-
racks, Missouri, were paid from funds appropriated for operations
instead of from funds appropriated for alterations. While operat-
ing funds may be used to pay the costs of minor maintenance and re-
pair, their use for major alterations circumvents the congressional
limitation placed on the amount of funds available for major alter-
ations. We brought this matter to the attention of the Administra-
tor of Veterans Affairs. In March 1961, we were informed that
steps were being taken to charge future construction work to the
appropriate funds and that the necessary adjustments would be made
between operating fund and construction fund appropriations.

Deficiencies in account system t rrected--The ac-
counting system of the National Science Foundation was not being
malntained on the accrual basis of accounting, and adequate ac-
counting control was not being maintained over all real and per-
sonal property. We recommended in a report to the Director of NSF
in February 1961 that the accounting system be revised to provide
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REVIEW OF ACCOUNTING_PROCEDURES (continued)

for (1) the accrual basis of accounting in accordance with the
principles and standards of accounting prescribed by the Comptrol-
ler General, (2) adequate control over all real and personal prop-
erty, and (3) distributing program costs, preparing reports, and
submitting budgets on the acerued-cost basis. We recommended also
that consideration be given to simplifying the method of maintain-
ing control over appropriated funds.

The Director of NSF informed us in May 1961 that the account-
Ing system was being revised to give effect to our recommendations.

68. Changes being made to provide more meaningful financial
statements--The financial statements prepared by the Office of the
Administrator, Housing and Home Flnance Agency, did not fulfill
the reporting objectives set forth in the Budget and Accounting
Act of 1950 (31 U.S.C. 66) because they did not meet the essential
objectives of providing (1) adequate information to management and
others and (2) full disclosure of the nature and scope of the var-
ious programs. We proposed that the Administrator, HHFA, direct
that meaningful and useful financial reports be prepared and that
official financial statements be included in hls annual reports.
We proposed also that (1) a study be made to determine the precise
financial data that all levels of management could effectively
utilize and that the Division of Finance and Accounts provide such
data on a current basis and (2) the financial statements conform
to the general principles of finaneial reporting set forth by the
Comptroller General. The Administrator informed us in December
1960 that he would adopt most of our proposals.

69. Adequate procedures for distribution of administrative ex-
penses to be provided--Procedures for distributing administrative

expenses in the Office of the Administrator, Housing and Home Fi-
nance Agency, had not been completely formalized, were not uni-
formly applied, and were unnecessarily complex. Moreover, control
over financial reporting on budget performance was weakened since
the Division of Budget and Management, rather than the Division of
Finance and Accounts, was responsible for preparing such proce-
dures. We proposed that the Administrator assign to the Division
of Finance and Accounts the responsibility for preparing and imple-
menting formal simplified expense distribution procedures for the
Washington office and the regional offices. The Administrator in-
formed us in December 1960 that our proposal was being implemented.

70. Deficiencles in accounting procedyres to be corrected--Our
review of>accounting procedures in the Bureau of Finance, Post Of-
fice Department, disclosed numerous procedural deficiencies which
resulted in duplication of effort or lack of adequate accounting
control. For example, we noted that (1) two sets of general
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REVIEW OF ACCOUNTING PROCEDURES (continued)

ledger accounts were being maintained to record headquarters'
transactions, (2) certain general ledger control account balances
had not been reconciled to applicable subsidiary records, and (3)
certain statutory expenditure limitations were not under account-
ing control. These matters were reported to the Department, and,
in letters addressed to us in August and September 1960, we were
advised that necessary corrective action had been or would be
taken.

71. Procedures for recording and collecting accounts recelv-

' --The procedures of the Geologlical Survey, De~
partment of the Interior, for handling accounts receivable for map
sales were cumbersome and costly. Numerous insignificant account
balances were maintained, and excessive collection action was be-
ing taken. At the time of our review about 850 receivables for
map sales were for amounts under one dollar. The Survey used ex-
tensive follow-up procedures for the collection of delinquent ac-
counts. We recommended that the Survey simplify the procedures
for maintaining accounts receivable with insignificant balances,
encourage customers to forward remittances with their orders, and
establish less costly procedures for following up delinquent ac-
counts. The Department advised us in December 1960 that steps had
been taken to simplify both the maintenance of and the follow-up
procedures for accounts receivable and to encourage customers to
send correct remittances with their orders.

T f Goy-
c ==0ur audit of

the Trust Territory of the Pacific Islands, Department of the Inte-
rior, disclosed a large number of errors and serious weaknesses in
the accounting policies and practices, and the financial state-
ments prepared by the Trust Territory Government as at June 30,
1960, did not present fairly its assets, liabilities, revenues,
and costs. The Comptroller of the Trust Territory agreed to cor-
rect the errors and weaknesses which we brought to his attention.
The nature and number of these accounting errors and weaknesses,
however, indicated a serious breakdown in the accounting operations,
and our report to the Director, Office of Territories, in May 1961
pointed out the need to strengthen the administrative supervision
over the accounting operations; provide employees with suitable
training; develop an adequate internal auditing program; and have
an adequate, up-to-date accounting manual prepared. In September
1961, the Director, O0ffice of Territories, agreed to implement
these recommendations in an effort to improve the accounting opera-
tions of the Trust Territory Government.

72. Ne or T c
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73. wmw--m our re-
view of the processing of savings bonds by the Bureau of Public
Debt, Department of the Treasury, in Parkersburg, West Virginia,
we noted that the work could be &one with fewer electrical account-
ing machines than were being used. After review of the machine
utilization records by the agency to ascertain whether any equip-
ment was excess and could be released from the rental contract
equipment rented at an annual cost of about $7,500 was released.

74%. Improved data on electrical accounting machine utiliza-
tion to be provided--In our review of electrical accounting ma-
chine utilization at the headquarters office of the Post 0ffice De-
partment, we noted that information needed to evaluate the effi-
ciency with which machines were used was not being reported to man-
agement. We recommended that the Machine Accounting Section be
made subject to a program for recording and reporting machine uti-
lization data 'and that instructions be issued requiring the Ma-
chine Accounting Section (1) to check weekly activity reports for
completeness before they are released by the Section and (2) to
regularly review machine utilization records for completeness and
correctness.

We were informed in December 1960 that (1) machine utiliza-
tion data are now being reported for each accounting period, (2)
weekly activity reports of the Data Processing Section have been
improved and include all major jobs processed by the Section and
the number of hours for these major Jobs, (3) employee numbers and
card counts are recorded on machine utilization records, (%) a rec-
ord of machine downtime 1s now kept, and (5) time records are main-
tained for clerical operations performed by machine and key punch
operators.
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REVIEW OF PERSONNEL UTILIZATION

75. oLeps Delng ?-i.! U _JOMDIOVEe SCIleC LIlf e (15 P Uil

' - ALil IR HIOLI S € s - - zat on Ol manpowe --Tha Intﬂrnal
Revenue Service required that Alcohol and Tobacco Tax Division re-
gional personnel inspect distilled-spirits plants, wineries, brew-~
eries, and manufacturers of tobacco products at least annuaily.
In addition, inspections of breweries for verifying tax payments
and testing meters were required at least quarterly. These rigid
schedules disregarded the volume of business, the conditions a
the plant, or the manufacturer's business history and resulted in
inefficient use of manpower. We proposed that the Assistant Re-
glonal Commissioners (Alcohol and Tobacco Tax) be given authority
to schedule inspections of establishments as and when deemed neces-
sary or advisable on the basis of plant history and conditions,
with mwaximum intervals between inspections. The Commissioner of
Internal Revenue informed us in April 1961 that he was in general
agreement with our proposal and ‘.nat steps were being taken to per=-
form inspections on a selective basis. ”

76. Tec rsonnel reliev ti
management duties--Highly trained technical employees of the

Weather Bureau, Department of Commerce, were devoting considerable
time to (1) controlling technical equipment, (2) storing and is-
suing various technical manuals, (3% maintaining detailed records
of inventories of radiosondes and batteries, and (%) preparing
shipping instructions for deliveries to field stations. At our
suggestion, in April 1961, the Bureau agreed to relieve technical
personnel of these routine administrative functions.

< e of m

77. Re ation educe us al'y_Ders E

- cns--We found that a large number of civilian-
type positions in Coast Guard district offices were occupied by en-
listed military personnel, although many of the positions did not
require a military background or military training and the duties
were such that they could normally be performed effectively by civ-
ilians. We estimated that recurring annual savings of approxi-
mately $745,000 could be achieved eventually through greater use
of civilian personnel. The Commandant of the Coast Guard told us
that he agreed with the basic concept of using civilian personnel
in certain types of Coast Guard positions but that he considered
the existing assignments in keeping with best service- requirements
and that an examination of staffing which we had recommended was
not needed. In our report, issued in June 1961, we recommended
that the Secretary of the Treasury direct an examination of Coast
Guard personnel staffing in district offices and initiate action
to convert, to the maximum extent practicable, civilian-type posi-
tions from military to civilian occupancy.




REVIEW OF PAYROLL PROCEDURES

78. Weaknesses in pavroll procedures of Bureau of Mines cor-
rected--We reported to the Bureau of Mines, Department of the Inte-~
rior, a number of weaknesses 1in 1its centrai office payroll opera-
tions. The Bureau advised us in February 1961 that, to correct
the reported weaknesses, (1) instructions had been issued requir-
ing time and attendance reports to be maintained on a daily basis,
(2? duplicate time and attendance reports had been discontinued,
(3) improperly granted compensatory time had been charged to an-
nual leave, and (4) errors in the computation of accrued annual
leave had been corrected.

79. Administrative controls over pavrolls of Geologicgl Survey
strengthened--0ur review of the payroll operations of the Geologi-
cal Survey, Department of the Interlor, disclosed overpayments re-
sulting from unauthorized and unsubstantiated overtime. The re-
view disclosed also a number of other weaknesses in the payroll op-
erations. The Survey informed us in May 1961 that instructions
had been issued to provide (1) for the accounting section to be
furnished copies of overtime approvals, (2) for the maintenance of
a systematic and reliable record of overtime worked, and (3) for
the verification of the overtime approvals with the overtime re-
ported on the time and attendance reports. The Survey informed us
also that controls over compensatory leave earned and taken were
improved and that steps were taken to correct the other payroll
weaknesses.
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REVIEW OF INTERNAL AUDITING

80. {nmmm%im_ts_mm--ln reports issued dur-
igg the fiscal year 1 on our reviews of internal auditing activ-

es in the Boston, New Orleans, New York, and San Francisco Comp-
troller Districts of the Bureau of Customs, Treéasury Department,
we commented on the need for improvement in (1) audit planning,
(2) training of audit staff, (3) performance and coverage of audit
work, (4) preparation and review of audit working papers, and (5)
reporting practices. The comptrollers generally concurred with
our findings and agreed to take corrective action.

i "or strengthening of intern ew _function--In
our audit of the Small Business Administration's revolving fund
for loans and Investments, we noted the need for strengthening
SBA's internal review function, the responsibility for which was
divided between the Audit Division in the Office of the Controller
and the Office of Program Analysis. We proposed that the Adminis-
trator, SBA, strengthen the internal review function by centraliz-
ing the responsibility for the review of field lending activities,
extending the scope of internal reviews to cover all significant
activities, and improving reporting. In November 1960 the Adminis-
trator, SBA, informed us that consideration would be given to our
recommendation.
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REVIEW OF AGRICULTURAL PROGRAMS

82. Action taken to minimize acceptance of liability for ad-

ditional insurance coverage after crop damage had occurred or t
period of damage had begun--Our review of activities of the Chi-
cago branch office of the Federal Crop Insurance Corporation, De-
partment of Agriculture, disclosed that, in some instances, re-
vised acreage reports were approved by étate directors without in-
spection of the crops, although crop damage had already occurred
or weather conditions were such that the perlod of damage had be-
guni. Acceptance of these reports in some cases resulted 1in in-
creased indemnity payments.

After we brought this matter to the agency's attention, the
agency issued instructions in December 1960 to all State directors
and the Chicago branch office manager, emphasizing that, 1f there
1s any question regarding the condition of a erop, the crop must
be inspected by an adjuster or other authorized person before re-
vised acreage reports increasing previously established insurance
coverage may be accepted.

83. Changes made to reduce Federal costs for white pine

blister rust control--In our report to the Chief, Forest Service,
Department of Agriculture, on the review of State and private for-
estry cooperative programs conducted by the Forest Service re-
glonal office in San Francisco, California, we pointed out that,
although an agreement with the State of California provided that
up to 50 percent of the blister rust control costs on privately
owned land could be borned by the State, the regional office had
charged less than 50 percent of the costs to avallable State funds.
During the 5-year period ended June 30, 1959, costs of approxi-
mately $33,800 which could have been paid from State funds were
paid from Federal funds.

The objective of the cooperative white pine blister rust con-
trol program is to protect white pines on non-Federal forest land
from blister rust (a fungus infestation) through a united effort
of Federal, State, and private agencles and individuals.

In July 1961 the Chief, Forest Service, informed us that
changes were made which were expected to result in approximately
equal charges to Federal and State funds to the extent State funds
are avallable.

8%. Steps taken to assist in resolving right-of-way problems--
In our compilation of findings and recommendations for improving
Government operations, fiscal year 1960, we commented on the need
for the Forest Service, Department of Agriculture, to resolve
right-of-way problems which had forced the postponement of planned
timber sales, prevented the attainment of annual allowable cut,
and prevented the harvesting of many millions of board feet of
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overmature and blown-down timber in the Snoqualmie National Forest
in the State of Washington. In our report to the Congress dated
March 15, 1960, cn selected activities of the Forest Service's
Portland regional office, we recommended that consideration be
given by the Chief, Forest Service, to increased use of condemna-
tion procedures in accordance with the expressed policy of the
Forest Service to condemn when negotiations are unsuccessful.

In July 1961 the Chief, Forest Service, informed us that road
access procurement activities had been assigned as one of the ma-
jor responsibilities of a new division in the Portland regional of=-
fice with increased staff provided for this purpose and that con-
demnation procedures would be used In justifiable cases.

85. Action taken to reduce future g;gen%itgzeg under conserva-
tion reserve contracts--Our review of the 1959 conservation re-
serve program, administered by the Agricultural Stabilization and
Conservation Service, formerly the Commodity Stabilization Service
(CSS), Department of Agriculture, disclosed instances where conser-
vation reserve contracts contained rental rates and provided for
annual rental payments in excess of those authorized in the appli-
cable program regulations. These instances involved ineligible
land placed under contract, annual payment rates in excess of the
limitation of 20 percent of the estimated value of the land placed
under contract, and payments in excess of the $5,000 annual pay-
ment limitation.

These findings and the actions taken by the Commodity Stabili-
zation Service in response to our recommendations were reported to
the Congress in December 19959. Subsequently, in view of our find-
ings, the House Committee on Appropriations requested the Depart-
ment of Agriculture to review all conservation reserve contracts
for compliance wilth regulations and to recover any money errone=-
ously paid. On September 8, 1960, the CSS issued instructions
that the State and county committees review all conservation re-
serve contracts. As a result of our specific findings and the sub-
sequent review of all contracts, changes were made in about
800 contracts in 38 States to eliminate payments of about $450,600
which otherwise would have been made. These amounts are in addi-
tion to the reductions of about $124,000 and recoveries of about
$9,500 reported in our prior compilation of findings and recommen-
dations for improving Government operations, fiscal year 1960.

86. Control over the identity of cotton samples classed by
the Government improved--In our review of activities of selected

cotton classing offices of the Cotton Division, Agricultural Mar-
keting Service, Department of Agriculture, we noted the need for
improvement in the controls over the identity of cotton samples
submitted for classification. In particular, we noted that in
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many instances gin bale numbers and/or warehouse bale numbers ap-
pearing on cards accompanying the samples submitted for classifi-
cation were recorded in a manner which would permit alteratlons
and substitution of other cotton. Acting on our recommendation
made in February 1961, the agency 1ssued appropriate instructions
to its field representatives aimed at eliminating the weaknesses
disclosed by our review.

87. Procedures for review of farm constitutions to be
strengtheneil--Our review of operations at selected Agricultural
Stabilization and Conservation Service (ASCS) county offices, De-
partment of Agriculture, disclosed a number of instances where
farms were not properly constituted and that procedures were not
established for periodic reviews of farms to ascertain whether
they were properly constituted. Farm constitution is the combina-
tion or division of land into a farm as defined by agency regula-
tions and is of significance in determining a farmer's authorized
participation in various farm programs.

In one county, for example, we noted that two farms had been
converted to other than agricultural use without the adjustment or
cancellation of cotton allotments. One of the farms had been con-
verted into a housing development but still retained a 7.2 acre
cotton allotment. The other farm had been converted into a golf
and country club without cancellation of an 1ll.4k-acre cotton allot-
ment. Although widespread urban development was noticeable in the
county, a survey of farmland had not been made to determine the
extent to which such land was being converted to other uses and to
ad just or cancel allotments, as appropriate.

In view of the importance of farm constitution in the conduct
of the variocus agricultural programs, we recommended to the Admin-
istrator, Agricultural Stabilization and Conservation Service, in
reports issued during fiscal years 1960 and 1961 that procedures
be established providing for systematic review of farm constitu-
tions by ASCS county offices, 1n order to minimize any unjust par-
ticipation in these programs as a result of changed farm condi-
tions. We were advised that actlon had been initiated to revise
current operating lnstructions to further emphasize the responsi-
bility of county committees in the reconstitution of farms with
the aim of achieving a continuing review of farm constitutions.

88. Action to be taken to strenegthen verification of farmers'

performance of conservation practices--Our review of agriculture
program operations at selected Agricultural Stabilization and Con-

servation Service State and county offices 1n Colorado, Connecti-
cut, Louisiana, and New Mexico disclosed that a sufficient number
of farms had not been lnspected to determine whether the required
conservation practices had been carried out and that the inspec-
tion work had not been reviewed for accuracy by State office
representatives.,

i
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In view of the importance of determining whether the farmers
were performing the conservation practices for which the Govern-
ment contributed money, we brought the weaknesses to the attention
of State officials. These officials generally concurred in our
findings and informed us that corrective action would be taken.

89. Current cost data to be used in establishing cost-share

mawmww--mt-smre
rates established for State-wide use by the Agricultural Stabillza-

tion and Conservation Service State offices in Colorado, Connectl-
cut, Missouri, and New Mexico were supported by cost data that
was obsolete or too limited in scope. The rates govern the Fed-
eral share of the cost incurred by farmers or ranchers in carrying
out approved conservation practices under the agricultural conser-
vation program.

The rates should be based on representative current costs.
Otherwise, they may be too low to encourage participation in the
program or so high that the farmers and ranchers would not be mak-
ing a substantial contribution to the cost of carrying out conser-
vation practices as contemplated by regulations.

We reported this matter to the Administrator, Agricultural
Stabilization and Conservation Service, in the early part of fis-
cal year 1961. We were informed that thereafter the cost-share

rates would be adequately documented and based on current cost
data.
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90. Improper use of surplus property donated for civil de-
fense purposes to _be corrected--Under the authority of Public
Law 655, Eighty-fourth Congress, approved July 3, 1956, surplus
property donated for civil defense purposes to States and local
communities is to be used for no other purpose except during a nat-
ural disaster. Our review of the surplus property program as ad-
ministered by the O0ffice of Civil and Defense Mobilization, Execu-
tive Office of the President (succeeded by Office of Civil Defense,
Department of Defense), showed that, of 271 donatlons selected by

us for review, 164 donations involved items that were being used
for noncivil defense purposes.

We brought this condition to the agency's attention in April
1961 for necessary action to achleve compliance with the law and
pertinent regulations. The agency informed us that management con-
trols over all aspects of the program would be strengthened and
that corrective action was being taken in many instances.

91. Controls over Federal civi] defense contributions program
to be strengthened--The Federal Contributions Program, established
by the Federal Civil Defense Act of 1950, provides a means for the
States and their political subdivisions to obtain Federal funds
for up to one half the cost of civil defense materials, buildings,
equlpment, and training. Items approved under the program are to
be for civil defense and over and above the normal requirements of
the States and their political subdivisions. The review of the
program was made before 1lts administration was transferred from
the Office of Civil and Defense Mobilization (OCDM) to the Office
of Civil Defense, Department of Defense.

Our review showed that much of the equipment for which the
Federal Government contributed half the cost was purchased by the
applicants to meet their normal requirements, and, in these circum-
stances, there 1s doubt that OCDM's administration of the program
resulted in the increased civil defense capability intended by the
Congress. Our reviews also showed procedural inadequacies which
resulted in (a) approvals of projects for normal needs rather than
for civil defense needs, (b) improper payments to State and local
governments, (c¢) dual Federal financing for generators under two
assistance programs, and (d) unnecessary advance of several mil-
lions of dollars. OCDM did not require sufficient documentation
for determining whether claims submitted for payment were proper
ggg did not make comprehensive continuing reviews of program activ-

es. '

We recommended that future approvals of civil defense projects
be suspended unti]l adequate criteria could be developed for govern-
ing the eligibility of the various program categories, that ap-
proved applications be reviewed in the light of these criteria,
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and that, where pertinent, ineligible portions be canceled. We
recommended also that procedures be revised to prevent dual Fed-
eral assistance and that a review be made of existing projects for
correcting past dual participation. We recommended further that a
system of review and reporting be established to provide necessary
follow-up on the use of items financed with Federal funds.

As a result of our review, OCDM canceled or reduced a number
of applications, obtained refunds on certain projects already
funded, and undertook a review of other gquestionable applications
and projects., Also, the agency informed us that management con-
trols over all aspects of the program would be strengthened.
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REVIEW OF FEDERAL-ATD JAY OGR

92. Investipgations of soill conditions to be improved--Our re-
view of the highway program in one State disclosed that adequate

investigations of subsurface soil conditions, which furnish essen-
tial information for estimating quantities of excavation, were not
being made. The lack of adequate investigations resulte& in sub-
stantial underestimates of required excavation work and possibly
higher unit costs for such work than might have been obtained had
the quantity estimates been more accurate. In a report issued in
October 1960, we recommended that the control of the Bureau of Pub-
lic Roads, Denartment of Commerce, over the Federal-aid highway
program in the State be strengthened by requiring, prior to ap-
proval of State plans, specifications, and estinates, State re-
ports of subsurface conditions with respect to all Federal-aid
highways involving major excavation or unstable terrain. The Bu-
reau informed us that steps were taken to assure adequate subsur-
face exploration by the State as a prerequisite to Bureau approv-
als of plans, specifications, and estimates.

93. Documentaﬁgog of appraisals used in right-of-way acquisi-
tions to be improved--Appralsal reports and other documentary data
relating to the acquisition of rights of way by several States
were Ilnadequate, or incomplete in certain respects, to support set-
tlements with property owners. The Bureau of Public Roads, Depart-
ment of Commerce, agreed to reexamine certain transactions "in the
light of our findings or to give consideration to our findings in
examining States' final claims for reimbursement of the costs of

particular projects; in certain instances Federal participation in
the cost of specific transactions was disallowed by the Bureau.
We were advised by the Bureau during fiscal year 1961 that its
field offices would continue to work with the States in an effort
to improve documentary support for right-of-way acquisitions and
to obtain better compliance with Bureau policies.

94, Charges for liguidated damages to be increased--Our re-
views of the administration of Federal-aid highway contracts by

the States and the Bureau of Public Roads disclosed that because
of apparent leniency in the enforcement of contract provisions
contractors in some States have not always been properly charged
liquidated damages for failure to complete construction work
wlthin specified time limits. Also, inadequate rates were being
used in certain States to charge contractors for avoidable delays
in completion of contracts. As a consequency, the Federal Govern-
ment and the States were not recovering the 5ded expenses of en-
gineering supervision and other expenses attributable to such de-
lays. The Bureau has advised us that it has instructed its engi-
neers to ascertaln the reasons for unsatisfactory progress of con-
struction whenever such condition is indicated and has emphasized
the need for enforcement of liquidated-damages provisions of con-
tracts. These instructions were included in a revised policy
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statement issued during fiscal year 1961. Those States having in-
adequate liquidated damages rates have been encouraged by the Bu-
reau to increase their rates to a level that will permit recovery

of increased costs, and in several States the desired increases
have been affected.



ects--For several years our reports on water resources developnent
programs have included comments and recommendations regarding the
lack of firm construction cost allocations for multiple-purpose
projects, particularly those where the Corps of Engineers is re-
sponsible for construction and operation and the Department of the
Interior markets the hydroelectric power generated at the project.
Firm allocations of construction costs are necessary to determine
the Federal investment in power which 1s recoverable through sales
of power. Without firm allocations of construction costs it is
not possible to make accurate provisions for depreciation and in-
terest on the Federal investment and assign such costs to the sev-
eral purposes of the projects, including power. Progress in ob-
taining agreement on firm allocations of construction costs was re-
ported in our October 21, 1960, report to the Congress on our au-
dit of the Southwestern Power System and related activities of the
Southwestern Power Administration and the Corps of Engineers.
Agreement had been reached on firm allocations for all except one
of the projects in operation in the Southwestern area.
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AND TECHNICAL ASSISTANCE PROGRAMS

96. Annual vresentation to the Congress of proposed foreign

economic_assistance programs to _be improved-~As a result of our re-
view of the mutual security program presentation to the Congress

for fiscal year 1961, we offered several recommendations to facili=-
tate analysis and review of future economic aid presentations. We
recommended that the significant factors considered in the determi-
nation of aid levels for individual countries be further elabo-
rated, in particular, that monetary amounts be shown for all such
factors in addition to the mere statement that they had been con-
sidered. We recommended also that recognition be given to the
pipeline of unexpended aid funds at the beginning and the end of
the budget year as an important factor in most aid programs which
we believe had not been adequately treated in the 1961 congres-
sional presentation.

EVIEW OF ADMINTISTRATION OF FORSIGN ECONOMIC
H

With respect to import programs, which constitute a major
part of United States-financed support programs, we recommended
that the overseas offices submit brief explanations in support of
principal commodity categories proposed for financing, so that
headquarters officials in Washington, D.C., can determine the rea-
sonableness of the proposals, and that any major revisions in the
proposed amounts be recorded in the Washington program files.

Furthermore, we presented recommendations concerning the for-
mat of the annual presentation document; namely, that the Depart-
ment of State (1) include plans for terminating grant aid in fu-
ture presentations for each country receiving such aid and (2) sum-
marize in the monetary tabulations for each country and area all
costs of economic assistance, some of which had been shown only in
the specialized program books but not in the geographical presenta-
tions.

The Office of the Deputy Coordinator for Foreign Assistance,
Department of State, informed us in December 1960 that the respon-
sible executive agencies were generally favorable to our recommen-
dations and that consideration would be given to them in the prepa-
ration of subsequent program presentations.

97. Consideration to be given to requiring collateral for de-

velopment loans to private borrowers--For 13 of the 20 loans made
by the Development Loan Fund (DLF) to private borrowers in fiscal

year 1960, DLF did not require collateral or other security but ac-
cepted the borrowers' unsecured promissory notes or convertible de-
bentures. DLF officlals informed us that the Fund generally had
not considered it desirable to require mortgage or similar secu-
rity pledges because foreign policy or other special reasons would
make it difficult to enforce such pledges in the event of default.
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We expressed the view that in those cases where the borrowers
were able to offer reasonable security, DLF would be prudent to ob-
tain such additional protection, and we proposed therefore that
the DLF management formulate a policy requiring collateral on all
private loans unless special circumstances made such a requirement .
undesirable, In January 1961, DLF issued an official policy which |
provides that loan officlals shall determine on a case-by-case ba- g
sis for each loan whether securities or guaranties are avallable |
and needed and record their determination in the loan papers sub- i
mitted to the Board of Directors for approval.

98. Administration of loans to development bapks to be

strengthened--The Development Loan Fund was making increasing use
of loans to development banks which relend these funds to private
enterprises in the respective countries. To assure the proper use
of loan funds by the develcpment banks, DLF has relied principally
on certain restrictive provisions in the loan agreements and on re-
ports of loans made by the banks. In some but not all loan agree-
ments DLF provided that the banks submit their lending policies to
DLF for approval. )

We recommended in our audit report issued in March 1961 that,
to strengthen its measures for overseeing the lending operations
of the banks, especially those which are newly established and in-
experienced in this field, DLF (1) require approval of the lending
policies and procedures to be followed by the banks and (2) con-
sider using the International Cooperation Administration (ICA) Mis-
sions for review of the banks' loan operations. DLF expressed gen-
eral agreement with the desirability of these measures.

99. Need for improvements in pegotiation and administration
of construction technica vice contrgctg--Our review made
during fiscal years 193%930 of selected construction and technical
service contracts financed by the International Cooperation Admin-
istration, Department of State, disclosed the need for improve-
ments in the negotiation and administration of such contracts.
Our findings reported to the Congress in March 1961 showed (1) in-
stances of inadequate planning prior to the award of contracts, re-
sulting in unreliable cost estimates and delays in the execution
of projects, (2) failure to solicit comparable proposals from sev-
eral qualified contractors, (3) extensive use of cost-plus-fixed-
fee (CPFF) contracts without protection against cost increases and
delays, and (4) the need for adequate standards governing the nego-
tiation of contractors' fees. '

During the last few years and subsequent to the negotiation
and award of most of the contracts examined by us, ICA revised its
contracting procedures to correct or minimize deficiencies
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AND TECHNICAL ASSISTANCE PROGRAMS (continued)

disclosed by congressional studies, General Accounting Office re-
views, and the agency's own review process. Also, in consonance
with amendments to the mutual security legislation, the agenecy

made efforts to improve planning in the area of project assistance,
which should benefit contract administration, and to use competi-
tive procedures in the award of construction contracts wherever
practicable. In addition, however, we recommended that ICA, be-
fore waiving prescribed prccedures, make a more critical analysis
of all pertinent factors to avoid weakening generally recognized
rules of prudent contract administrationj; that, if valid reasons
necessitate use of cost-reimbursement-type contracts, ICA seek to
include suitable incentive and penalty provisions to encourage eco-
nomical costs and expeditious contract completionj and that ICA
provide additional and more specific guidelines and standards for
the approval of contractors' fees, giving recognition to the dif-
ferent types of services procured by ICA and including fee ranges
considered reasonable and acceptable.

ICA expressed doubt as to the feasibility of incentive and
penalty provisions in connection with CPFF contracts but agreed
with our recommendation for setting fee standards and advised that
the matter has had its continuing attention.

100, Need for improved administration of assistance program
for Iran--In our report dated June 27, 1961, we commented on sev-

eral unsatisfactory conditions in the assistance program for Iran
as administered by the International Cooperation Administration.
Our examination, which covered the fiscal years 1956 through 1960
and was a follow-up on a previous examination for the period 1952-
55, showed that some of the basic weaknesses disclosed in the ear=-
lier period persisted throughout a major part of the subsequent pe-
riod.

In particular, we found that ICA and the Government of Iran
had continued cumbersome and costly administrative arrangements,
that the anticipated absorption of United States-sponsored aid
prejects into Iran's regular governmental programs had not been
fully accomplished, and that several ICA-financed projects had
made unsatisfactory progress because of planning and operating de-
ficiencies. We noted that the program required more effective
over-all direction and coordination by responsible United States
and Iranian agencies and that the two countries had not concluded
a basic agreement covering the terms of the economic aid program.

ICA officials were generally aware of the deficiencies requir-
ing correction. The agency informed us that action was being
taken to remedy some of the matters brought out in our report but,
at the same time, pointed to conditions considered to be primarily
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AND TECHNICAL ASSISTANCE PROGRAMS (continued)
the responsibility of the Iranian Government. We expressed our be=-
1ief that the principal task faced by ICA was to develop a realis-

tic plan of action, enlist the necessary cooperation of the Ira-
nian Government, and carry out this plan with energy and dispatch.
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REVIEW OF FEDERAL GRANTS FOR SCHOOI, CONSTRUCTION

101. Need for adeauwate documentary proof of applicants' eligi-
bility for Federal school construction grants--On June 12, 1961,

we issued a report on our review of the regulations, policies, and
practices of the Office of Education, Department of [ealth, Educa-
tion, and Welfare, relating to Federal grants for school consiruc-
tion under section 395(a)(3) of Public Law 815, Eighty-first Con-
gress, as amended. This section of the law provides that school
districts are eligible for Federal grants 1f they can show an in-
crease in membership during a prescribed period and if they can
demonstrate that such increase results directly from activities of
the United States carried on either directly or through a contrace
tor.

We reported that the policies, procedures, and practices of
the O0ffice of Education permitted the approval of grants for
school construction on evidence which, in our opinion, was not ade-
quate to demonstrate that the school districts were in fact eli-
gible to receive Federal grants. We recommended to the Commis-
sioner of Education that (1) applications for assistance be ap-
proved only after school districts submit adequate documentary
proof of eligibility for grants and (2) suitable criteria, proce-
dures, and instructions be established to require a clear demon-
stration that the estimated increases in school membership, which
serve as a basis for grants, result in fact from Federal activi-
ties. Also, we recommended to the Secretary of Health, Education,
and Welfare that legislation be proposed which would facilitate de-
velopment of an adequate showing of eligibility by applicants for
Federal school construction grants.

REVIEW OF ADMINISTRATION OF I AYMENTS
102, Legislation enacted to reduce temporary unemployment ben-

efits paid from Federal funds to Federal service retirees--In our
report to the Congress, dated April 26, 1960, on unemployment com-
pensation payments made to retired Federal employees from funds ap-
propriated to the Department of Labor, we recommended that the Con-
gress consider amending the law to provide that voluntarily re-

tired Federal employees not be entitled to Federal unemployment
compensation based on Federal service.

In February 1961, when the Congress was considering enactment
of a temporary Federal program of extended unemployment benefits,
we were asked to furnish certain additional information on the sub-
ject, and the pending bill, H. R. 4806, was amended to implement
our recommendation. The resulting act, Public Law 87-6, provides
that unemployment benefits payable to a claimant under the tempo-
rary program are to be reduced by the amount of any retirement pen-
sion received from an employer who is also charged for the claim-
ant's unemployment benefits. The reduction applies to retirees
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from private industry as well as to retirees from Federal civilian
or military service. Federal cld-age and survivors insurahce and
disability pensions are excepted.

We estimate that because of this legislation $2 million in
Federal funds will be saved threough reductions in unemployment ben-
efits otherwlse payable to voluntary and mandatory civilian re-
tirees from Federal service under the temporary unemployment com-
pensation program. We do not have the data avallable for estimat-
ing savings on benefits otherwise payable to retired ex-servicemen
and retirees from private industry.

103. Social Security Act amended to encourage rehabllitation
of disabled workers--In October 1959, we submitted a report to the
Congress on our review of selected aspects of the disability insur-
ance program administered by the Bureau of 0ld-Age and Survivors
Insurance, Department of Health, Education, and Welfare. Included
in the report for consideration by the Congress were recommenda=-
tions for amendments to the Social Security Act which we believed
would better promote the rehabilitation of disabled beneficiaries
and would remove certaln inequities in the program.

The Social Security Amendments of 1960 (74 Stat. 927), ap-
proved September 13, 1960, contained provisions that substantially
embodied the recommendations in our report, namely (1) to extend
the trial work period to beneficiaries who are under non-State re-
habilitation programs and (2) to eliminate the inequitable 6-month
waiting period in reentitlement cases.

104, Procedural deficiencies to be corrected--Our review of
the unemployment and sickness insurance program of the Railroad Re-
tirement Board for fiscal years 1959-60 disclosed certain proce-
dural deficiencies which resulted in some persons' not being paid
benefits to which they were entitled. In establishing entitlement
to additional unemployment benefits under the 1959 amendments to
the Railroad Unemployment Insurance Act, the Board had not, in
some cases, adequately developed the creditable railroad and mili-
tary service or had not recognized certain information already of
record, and payments due had remained unpaid. The deficiencies
were brought to the attention of the Board in the course of our re-
view and were included in our report issued in March 1961. As of
June 30, 1961, the Board had corrected two of the reported defi-
ciencies and had made reviews and test checks in regard to the
others, preparatory to taking corrective action.

105. Need for minimizing improperly prepared reports of so-
cial security earnings--In our review of the accounting for earn-
ings of covered workers, we noted that, in fiscal year 1959, the
Bureau of 0Old-Age and Survivors Insurance, Department of Health,
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Education, and Welfare, spent an estimated $5.8 million identify-
ing about 22 million earnings items reported improperly by employ=-
ers and self-employed individuals. We suggested in a report is-
sued in April 1961 that, as a means of reducing the number of in-
correctly reported items, BOASI (1) expand its program to educate
employers and self-employed individuals as to correct reporting
practices and (2) place more emphasis on the policy of personally
contacting those employers who are known to report improperly.

Agency officials subsequently informed us that they agreed
generally as to the need for intensifying educational activities.
We were informed also that BOASI expected to be highly selectlve
in making any additional contacts and that it would select those
employers with whom contacts would likely be most productive.

106. Need for documentary identification of applicants for so-
cial se i account numbers to be st by BOASI--In a report

in April 1961, we pointed out that the Bureau of 0ld-Age and Survi-
vors Insurance lssues soclal security account numbers without re-
quiring adequate documentary identification of the applicant.

This practice results in the issuance of multiple account numbers
to many individuals, thus increasing the cpportunity for misuse of
the soclal security card and the possibility of paying benefits

not authorized by law.

Agency officials recognized the need for strengthening the
control over the issuance of account numbers. The.Bureau informed
us that it planned to make a study, first of applicants in the
older age groups and subsequently of those iIn the younger age
groups, to determine to what extent procedures need strengthening.

54
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107. Controls over veterans' education and training allow-
ances strengthened--0ur reviev :%¥ the education and training pro-
grams administered by the Vet w3 Administration disclosed that
within one VA region three colleges had certified to erroneous
dates on which student, commenced training for about 73 percent of
the veterans whose records we examined. Two schools had reported
erroneous training termination dates for 50 veterans who had gradu-
ated. These erroneous dates were used in computing Veterans' edu-
cation and training allowances and resulted in overpayments to vet-
erans enrolled in these schools. We suggested that, in order to
provide better control over the amount of veterans' education and
training allowances, the VA issue clarifying instructions to all
educational institutions and VA regional offices as to effective
dates for commencement and termination of ftraining. The VA in-
formed us in August 1960 that it had accepted our recommendation.

108. Administration of veterans' insurance program improved--
The Veterans Administration insurance office at Philadelphia, Penn-
sylvania, did not reject within the prescribed period certain serv-
icemen's insurance applications which were not supplemented by re-
quired certificates of health., As a result, the applicants were
held in & doubtful insurance status for extended periods, a prac-
tice which could lead to controversy over entitlement to insurance
benefits arising from deaths or disabilities occurring while the
applications were pending. We recommended that applications of
servicemen be rejected when required certifications of health were
not submitted promptly or within the prescribed period of time.
In May 1961 the Manager of the Philadelphia insurance office is-
sued instructions implementing our recommendation.

109. Possibility of granting insurance to unacceptable medi-

cal risks reduced--At the VA insurance office at St. Paul, Minne=-
sota, we noted an instance 1n which insurance was granted on the
basis of a medical application when the information in the related
physical examination report was in conflict with the applicant's
medical history contained in his insurance folder. We noted also
instances where insurance was granted without gquestioning altered
dates that were material for determlining the applicants' eligibil-
ity for insurance. We brought this matter to the attention of the
Adminlstrator of Veterans Affalrs and recommended that VA proce-
dures be expanded to (1) provide for review of the insurance appli-
cants' medical historles when medical applications are processed
and (2) instruct underwriters to question altered dates on medical
applications or physical examination reports. In response to our
recommendation, appropriate Instructions were issued in October

1960.
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REVIEW OF LOW-RENT HOUSING CPERATIONS

The Public Housing Administration (PHA) provides financial as-
sistance to local housing authorities (LHAs) in the form of loans
for development of low-rent housing precjects and annual contribu-
tions (subsidies) made pursuant to annual contributions contracts
with the ILHAs. The contracts provide for (1) contributions in
amounts sufficient to pay the interest and retire the outstanding
capital indebtedness of the projects over a certain period of
years and (2) reducing the annual contributions by the residual re-
ceipts, if any, from projects' operations. Thus, the Federal con-
tributions are increased to the extent that the IHAs incur unneces-
sary expenditures or fail to realize all possible revenues.

110. M&M
reduced--Potential rental revenue of about 75,000 was lost to
five IHAs because completed dwelling units in 15 newly constructed
projects were not rented promptly. Since about 750 projects pro-
viding a total of 116,000 dwelling units were under development in
the low-rent housing program at March 31, 1961, effective leasing
procedures and timely PHA assistance were necessary to minimize
the losses of rental revenue in newly constructed projects. We
proposed that PHA instruct the IHAs having projects under develop-
ment to place increased emphasis on leasing plans and objectives
during the early stages of project development in order that poten-
tial problems in leasing dwelling units can be resolved prior to
completion of construction.  In February 1961, PHA informed us
that action was being taken in line with our proposal.

111. Maintenance of projects to be improved--Certain low-rent
housing projects of the National Capital Housing Authority (NCHA),
which has more than 7,500 dwelling units in management operations,
were so poorly maintained that we gquestioned whether the purpose
of the United States Housing Act of 1937--of providing decent,
safe, and sanitary housing for families of low income--was being
fulfilled. Some of the deficliencies were attributable to careless-
ness or neglect on the part of tenants; others were attributable
to inadequate tenant maintenance programs and to the fallure of
NCHA's maintenance staff to carry out the established maintenance
pProgram,

We proposed that NCHA (1) establish appropriate standards for
tenant maintenance programs and (2) establish priorities for cor-
recting major maintenance deficiencles in certain projects and
take appropriate steps to raise the level of routine maintenance
in those and other projects to the extent necessary to provide ten-
ants with decent, safe, and sanitary housing and to minimize
losses of rental income when units are vacant. The Executive Di-
rector informed us in March 1961 that an accelerated maintenance
program was under way to correct the cited deficiencles.
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REVIEW OF LOW-RENT HOUSING OPERATIONS (continued)

112. Deficient inventory controls to be cted--National
Capital Housing Authority did not adequately contrcl and account

for inventories of equipment, materials

and supplies having a

book value of about $1 million at June 50, 1960:

1.

2.

Physical inventories of nonexpendable equipment were not
reconciled with the related equipment record cards.

A comparison of physical inventories of about 20 catego-
ries (2,000 items) of nonexpendable equipment at 3 area of-
fices with the related equipment record cards disclosed
substantial differences for 13 of the categories.

At L4 area offices reviewed by us, no physical inventoriles
had been taken for expendable equipment, materials, and
supplies and inventory records of expen&able items either
were not maintained or, where maintained, did not show cur-
rent balances.

NCHA's Executive Director informed us in March 1961 that cor-
rective action was being taken in line with our proposals for
strengthening the controls over personal property.
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REVIEW OF ACTIVITIES UNDER THE

§Lgﬂ CLEARANCE AND URBAN RENEWAIL PROGRAM

Our audit efforts during the fiscal year 1961 included a re-
view of selected activities under the slum clearance and urban re-
newal program carried out by the Urban Renewal Administration
(URA), Housing and Home Finance Agency (HHFA). The cost of this
program is generally shared two thirds by the Federal Government
and one third by State and local governments. Local public agen=~
cies (LPAs) administer the program in each locality. The State or
local government's share of project costs may be in cash or in the
form of grants~in-aid such as construction of schools, recrea-
tional areas, or parking facilities. A proper evaluation of local
grants~in-aid is important as excessive credlts therefor result in
additional costs to the Federal Government.

113. Nongc rant-in-aid credits to be recomputed or on-

red-~URA tentatively allowed certain noncash grant-in-aid cred-
its in the West Side Urban Renewal Project, Chattanooga, Tennessee,
which credits, in our opinion, did not meet all applicable statu-
tory or administrative requirements.

We proposed that the Commissioner, URA:

1. Reduce by $56,93% the amount tentatively allowed as credit
for the estimated cost of land and improvements to be
added to an existing school.

2. Determine the percentage of benefits to be received by res-
idents of the urban renewal project from two parks which
adjoin both the urban renewal project and a public housing
project and disallow an appropriate part of the $85,750
grant-in-aid credit for the parks based on the benefit to
be received by the residents of the public housing project.

3. Disallow the entire estimated cost of $41,400 for land and
playground facilitlies to be added to an existing school
and allow only a percentage of the estimated cost if it is
later determined that the land and facilities will provide
a common playground for students of the existing school
and a school to be constructed.

URA informed us in February and March 1961 that the noncash
grant-in-aid credits would be recomputed or reconsidered in line
with our proposals.

11%, Provisions to be m or suffici tandar

1 ac amilies befor roceeding with relocation projects—-
At the time of aporoving the undertaking of the Chattanooga, Ten-
nessee, West Side 'Irban Renewal Project, RUA had not, in our opin-
ion, received adequate evidence that sufficient standard housing
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REVIEW OF ACTIVITIES UNDER THE

SLUM CLEARANCE AND URBAN RENEWAIL, PROGRAM (continued)

would become available for the displaced familles. We expressed
the opinion that the inadequate relocation of project families in
Chattanooga decreased the effectiveness of the project and was not
in conformity with the objectlives of the slum clearance and urban
renewal program. We proposed that (1) before future projects are
authorized URA should be furnished adequate evidence that suffi-
cient standard housing will become available to relocate all proj=-
ect families and (2) in situations similar to that in Chattanooga
URA should suspend further land acquisition activities pending the
availability of standard housing. URA informed us in February
1961 that it agreed with our first proposal and that URA require-
ments are designed to achieve its objective; also, URA informed us
that the second proposal would be considered on a case basis. In
addition, URA informed us that the Chattanooga LPA would be re-
quested to take certain actions which, in our opinion, should re-
sult in placing more displaced families In standard housing.

115. Procedures for rent collections and write-offs to be im-

proved--The Redevelopment Authority of the City of Harrisburg,
Pennsylvania, experienced a loss of rental income because of defi-
ciencies in collection procedures and in writing off delinquent
tenant accounts. Also, the Authority did not submit its proposed
policies with respect to collection of delinquent rent to HHFA for
approval when required. A loss of rental income increases project
cost, two thirds of which is borne by the Federal Government. The
Comm1551oner, URA, informed us in July 1960 that he had accepted
our recommendation to disallow as an item of project cost the
amount of rent written off by the LPA and to disallow any future
write-offs not in conformity with URA's criteria for determining
the collectibility of delinquent rental accounts. The Commis~-
sioner informed us also that LPAs would be required to follow pre=-
scribed procedures by URA relative to property management includ-
ing rent collections.

116. Need for reconsider uestionable ¢ t for
school--URA tentatively allowed the Redevelopment Authority of the
City of Harrisburg, Pennsylvania, a noncash grant-in-aid credit of
$88K 200 for the estimated cost of a public school, including an
ad301n1ng playground. We reported to the Administrator in October
1960 that, in our opinion, the credit should not be allowed be-
cause local school officials had not determined that the facility
would be constructed or would be necessary to accommodate students
from the slum clearance and urban renewal project. We recommended
that the Commissioner, URA, not allow the noncash grant-in-aid
credit until the Board of School Directors determines that the new
school will be necessary and provides URA with evidence of its in-
tention to build the school.
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DEPARTMENT OF DEFENSE

AND DEPARTMENTS OF THE ARMY, NAVY, AND ATR FORCE
REVIEW OF CONTRACTING POLICIES AND PRACTICES

117. Action taken to reduce lincidence of noncompetitive pro-
curement-~Our review of noncompetitive procurement of aeronautical
replacement spare parts by the military departments disclosed that
the departments were awarding contracts on a noncompetitive basis
when they had, or should have had, all the data necessary for com-
petitive procurement. The substance of our findings was incorpo-
rated in our presentation made May 24, 1961, before the Subcommit-
tee for Speclal Investigations, House Commiftee on Armed Services,
at 1ts request, in connection with hearings on sole~source procure-
ments by the military departments.

Our review covered 2,770 different kinds of aeronautlical re-
placement spare parts which had been procured noncompetitively at
a cost of about $106 million.

O0f the 2,770 different kinds of parts reviewed, 1,675 parts
acquired at a total price of more than $66 million were not manu-
factured by the contractors with whom the Government had the con-
tracts but were completely manufactured by subcontractors. Total

rices pald by the prime contractors to their suppliers were
522 million less than the total prices paid by the Government to
the prime contractors. We determined that the prime contractors
had available to them, and frequently solicited bids from, more
than one source of supply for at least one half of these 1,675 re-
placement spare parts. In these clrcumstances 1t is obvious that
in each of the 1,675 cases there was at least one other source
from whom the part could have been bought and in more than half
the cases there were two or more other sources avallable.

The other items we reviewed represented 1,095 parts, acquired
at a total price of more than $39 million, which were manufactured
partially or completely by the prime contractors. Many of these
1,095 parts purchased noncompetitively from the original manufac-
turer of the equipment were items for which the military depart-
ments had or should have had complete technical data with unre-
stricted right to use such data for any Government purpose, includ-
ing competitive procurement. We were advlised by technical person-
nel of the servlices that they consldered many of the items suilt-
able for competltive procurement.

We pointed out that noncompetitive procurement, under circum-
stances where competition could have been obtained, generally re-
sults in higher prices, fosters or subsldizes inefficient and une-
conomical practices in industry, and ignores or circumvents a
basic policy of the Congress that all qualified suppliers have an
equal opportunity to compete for the Government's business. We
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REVIEW OF CONTRACTING POLICIES AND PRACTICES (continued)

proposed to the Secretary of Defense that immediate steps be taken
(1) to avold the practice of routinely awarding contracts on a non-
competitive basis, (2) to improve the military departments' con-
trol over and use of the technical data essential to the solicita-~
tion of competitive bids, (3) to assure that contract terms relat-
ing to the Government's rights to technical data are vigorously en-
forced, and (4) to provide specific penalties against contractors
who faill to furnish on a timely basis the technical data required
by the contracts.

The Assistant Secretary of Defense (Installations and Logis-
tics) advised us that the Department of Defense agreed that the
military departments were not obtaining competition to the maximum
practicable extent in the procurement of aeronautical spare parts.
He stated that the problem of noncompetitive procurement in this
area and in other areas of military procurement was of major con-
cern to the Department of Defense. He cited various programs of
the Department of Defense, already in effect or in the planning
stage, which were designed to hasten the progress of competitive
procurement and were consistent with the corrective actions we pro-
posed. Some of the programs under way have already attained some
degree of success 1n increasing competitive procurement. The suc-
cess of other actions taken or planned is largely prospective in
nature and their effectiveness will depend upon the manner in
which they are carried out.

118. Policy of allowing fees to contracto or financing re-
s¢inded-~-Under the policy established by Department of Defense Di-
rective No. 7800.6, effective November 1, 1957, contractors were
required to obtain private financing for a portion of their prede-
livery costs under certain cost-reimbursement contracts. Under
this directive, the contractors were not to be pald more than
80 percent of their allowable costs until delivery of the contract
items, whereas previously they were reimbursed for the entire
amount of their allowable costs as costs were incurred regardless
of when the items were delivered. Pursuant to the poliecy, under
26 contracts which we examined, the Ailr Force allowed contractors
additional fixed fees of about $17,600,000 to cover their esti-
mated costs of financing the costs to be withheld from reimburse-
ment prior to deliveries. We found that the cost to the Govern-
ment of contractor financing under these 26 contracts would be
about $8,700,000 higher than the estimated cost of direct financ-
ing by the Government and that increased costs for contractor fi-
nancing had been incurred by the Government under other Air Force
contracts which we did not examine. Furthermore, the records of
the Army and the Navy indicated that application of this poliey to
contracts which they issued also resulted in increased costs with-
out any significant benefit to the Government, although we were un-
able to obtain an estimate of the additional cost.
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REVIEW OF CO NG _POLIC PRACTICES (continued)

The Department of Defense took the position that this policy
provided an incentive for contractors to reduce their costs. We
saw no evidence to support this contention. Accordingly, we recom-
mended that the Secretary of Defense reconsider the advisability
of continuing the policy established by Directive No. 7800.6.

Subsequent to the issuance of our report on this subject, the
Senate passed an amendment to the bill for military construction
authorization, fiscal year 1961, to prohibit the incurrence of an
obligation, as fee or otherwise, for payment of any amount to a
contractor as consideration for agreeing to accept reimbursement
on a deferred basis. Although this amendment was stricken from
the bill in conference, the conferees placed the Department of De-
fense on notice that corrective action should be taken immediately.
On March 14, 1961, the Deputy Secretary of Defense ordered the re-
sclssion of Directive No. 7800.6 and stated that existing con-
tracts should be amended where possible.

119. Actio en to enc e use o e costl ir- v
accommodations by defense contractors--Our review of the air-
travel policies of selected defense contractors showed a potential
savings to the Government through increased use of accommodations
less costly than first-class. Although the Government's air-
travel policy, as set forth in an amendment to the Standardized
Government Travel Regulations effective June 1, 1960, urges per-
sons in official travel status for the Government to use less
costly accommodations than those designated as first-class, we
found that the Department of Defense had not advised defense con-
tractors using Government funds to adopt a similar policy for
travel by their employees. Some contractors had veluntarily
adopted policies encouraging their employees to use less costly ac~-
commodations; however, other contractors had policies which nei-
ther required nor suggested use of less costly accommodations, and
the employees of certain of these contractors ordinarily used
first-class accommodations. The extent of the savings possible
through use of less costly accommodations is indicated by the com-
bined savings of more than $1 million experienced in 1960 by only
two contractors. Since more than 80 percent of defense contracts
are awarded by negotiation, under which prices established are
based largely on actual or estimated costs, contractors' savings
in travel costs 1n performing Government contracts should result
in more economical defense procurement. In our report dated
June 7, 1961, we recommended to the Secretary of Defense that all
defense contractors and subcontractors be urged to use less costly
accommodations than those designated as first-class where the less
costly accommodations meet reasonable criteria for convenience,
safety, and comfort. We recommended also that the contractors be
advised that reasonableness of thelr travel costs would be consid-
ered in the negotiation of contract prices.
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REVIEW OF CONTRACTING POLICIES AND PRACTICES (continued)

The Department of Defense agreed that thls was an area of po-
tentlal savings to the Government and issued instructions to the
military departments requesting that contracting officers and
thelr representatives encourage defense contractors to use air-
coach accommodations. On July 25, 1961, the Assistant Secretary
of Defense (Installations and Logistics) advised us that the mili-
tary departments had implemented the instructions and that as a re-
sult of these measures, as well as by direct notification to con-
tractors, the stated policy of the Government 1s being effectively
disseminated and applied.

120. Action taken to provide dance o] t (o}
start-up costs in evaluating competitive prices--On May 29, 1961,
we reported a specific instance where a contractor had been
awarded a contract by the Air Force on the basls of lowest price
among the 27 cost proposals received, although, in making the
award, the Air Force had no assurance that the price proposed by
the successful bidder was in fact the lowest price. None of the
prospective contractors were required to specify (1) what start-up
costs (preproduction engineering and facilities costs) they pro-
posed to charge the Government, (2) how much of such costs were in-
cluded in the current price proposal, and (3) how much was being
deferred for recovery through future follow-on production con-
tracts. We found that the contractor which received the contract
award had included only a small part of 1ts start-up costs in its
price proposal. The remainder ($660,000), which was equal to
about 25 percent of the original contract price, was later in-
cluded in the pricing of follow-on procurements.

Complete information regarding start-up costs is needed in
evaluating competing proposals to determine which proposal is most
likely to result in the lowest over-all cost to the Government.
Therefore, it 1s important that prospective suppliers competing
for contracts to produce new and complex items be required to fur~-
nish information as to total start-up costs and to furnish contrac=-
tual commitments as to thelr intentions regarding these costs in
negotiating cost or profit allowances in any subsequent contracts
that may be awarded. Accordingly, we recommended to the Secretary
of Defense that appropriate guidance be provided as to the treat-
ment of these costs in evaluating competitive prices for new pro-
curements.

On July 31, 1961, the Assistant Secretary of Defense (Instal-
latlons and Logistics) informed us that the Department of Defense
had adopted the principle of requiring each prospective suppliesr,
where preproduction costs are anticipated to be significant, to
state in its cost proposal the total amount of preproduction costs
estimated to be incurred, the portion of such costs included in
the submitted proposal, and the intentions for the recovery of the
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REVIEW OF CONTRACTING POLICIES AND PRACTICES (continued)

remainder. He informed us also that where a contractor states its
intention to absorb a portion of the costs, steps will be taken to
prevent subsequent recovery, through inclusion in the pricing of
follow-on contracts, of any costs it had previously agreed to ab-
sorb.

121, o) e o _red omestic tr on co
shioments destined for delivery outside the United States--The
Army and Navy falled to take full advantage of the preferential
freight rates avallable to the Government on domestic shipments to
designated Paciflec Coast ports when the ultimate destination was
outside the United States. We found that the procurement con-
tracts for the material involved in such shipments had been
awarded on an f.o0.b. destination basis rather than on an f.o.b. or-
igin basis. As a consequence, the material was shipped on commer-
cial bills of lading at regular fright rates instead of on Govern-
ment bills of lading at the preferential rates. Our analysis of
selected shipments of this type disclosed instances where freight
costs of about $477,000 could have been avoided if the material
had been procured on the f.o.b. origin basis and shipped on Govern-
ment bills of lading. We concluded that the principal cause of
this situation was the inadequacy of the applicable provisions of
the Armed Services Procurement Regulation. As the result of our
bringing these findings and conclusions to the attention of the De-
partment of Defense, the Armed Services Procurement Regulation was
revised on May 1, 1961. The revision, if properly implemented,
will reduce the number of shipments made on the more expensive
f.o.b. destination basis.
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REVIEW OF CONTRACT PRICES ESTABLISHED THROUGH NEGOTIATION

122. Action taken by military departments to negotiate more
gquitable prices-~Our reviews of negotiated contracts during fis-

cal year 1961 continued to disclose instances of excessive costs

to the Government because of the failure to give sufficient consid-
eration to cost data and other information available at the time
the prices were negotiated. During fiscal year 1961, we submitted
12 reports to the Congress on such findings. The reports related
specific instances of excessive costs of about $1% million. The
military departments later recovered about $3 million of this
amount by direct refund or by adjustment of amounts due under the
contracts and were exploring the possibllity of making additional
recoverles in other cases.

In one instance the conversion of a military construction con-
tract by the Navy from a cost-plus-a-fixed-fee basis to a fixed-
price basis may have added as much as $9.4 million to the costs to
the Government. We found that the negotiated fixed price included
(1) an allowance for administrative costs which, based on the con-
tractor's prior experience, was about $6.7 million in excess of a
reasonable estimate of the amount to be incurred, (2) an allowance
for profit and contingency which was about $2.6 million in excess
of the fee the Government would have borne had the contract been
completed on a cost-plus-a-fixed-fee basis, and (3) certain other
overestimates of costs.

In another instance, we found that the prices proposed by the
contractor and accepted by the Air Force for the production of mis-
siles included excessive estimates for subcontract costs and a du-
plicated estimate of cost for tooling. We expressed our belief
that, in the light of pertinent information available at the time
of negotiation, a thorough review and evaluation by the Alr Force
of the contractor's price proposals and supporting data would have
disclosed that the proposed prices were excessive. As a result of
our review, the contract prices were reduced in the amount of
$636,500.

In still another instance a contractor which was producing
Jet engines under fixed-price incentive contracts awarded by the
Air Force had awarded firm fixed-price subcontracts for certain
components of the engines although a sound basis for the establish-
ment of firm fixed prices for the components did not exist. At
the time the subcontracts were awarded, the method of production
had not been determined because of uncertainty as to the availabil-
ity of tooling. Therefore, it was not known whether the
production-line method or the significantly more costly model-shop
method would be used to produce the components. Under those cir-
cumstances, a firm fixed-price basis for the subcontracts was inap-
prepriate. The subcontractor performed the work under the
production-line method and incurred substantially lower costs than
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REVIEW OF CONTRACT PRICES ESTABLISHED THROUGH NEGOTIATION
(continued

the estimated costs on which the firm fixed prices were based. As
a result of our review, the subcontractor refunded $538,800 to the
contractor and the latter issued a credit to the Government for
$615,900 which included the contractor's applicable overhead ex=-
pense and profit.

The departments have given serious consideration to our previ-
ous findings and recommendations and have taken action to make cer-
tain improvement. These included, among other things, revisions
or the Armed Services Procurement Regulation. Two of the more sig-
nificant revisions by the Department of Defense are cited below.

On October 1, 1959, the regulation was revised to require
that, in the negotiation of prices for procurement expected to ex-
ceed $100,000, the contractor or subcontractor submit cost and
pricing data in support of the price proposal and certify that
such data is current, complete, and correct. On January 31, 1961,
the regulation was revised to require inclusion of a "price reduc-
tion for defective pricing data" clause in all negotiated fixed-
grice contracts or subcontracts which are expected to exceed

100,000, where adequate price competition is lacking. The clause
provides that the price shall be equitably reduced when it is de-
termined that the price was overstated because the contractor or
subcontractor failed to disclose any significant and reasonably
available cost data or furnished significant data which it knew or
reasonably should have known was false or misleading. We consider
these and the other lmprovements made by the departments in their
contracting activities important steps toward strengthening their
controls over the pricing of contracts and subcontracts. In order
to test the effectiveness of these corrective actions, our future
reviews will be directed to contracts and subcontracts negotiatead
subsequent to these actions.
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REVIEW OF CONTRACT ADMINISTRATION
123. Action taken to preclude excessive progress pavments to

contractors--In our review of progress payments made on selected
ship construction contracts, we found that payments by the Navy to
certain contractors exceeded the amounts due them under the prog-
ress payments provisions of the contracts., As a consequence, the
contractors enjoyed interest-free use of Government funds. Two
contractors had had over $3.8 million of such funds for extended
periods of time. Our review resulted in the recovery of the ex-~
cess amounts and in the collection of $93,000 from the two contrac-
tors for thelr use of the funds. Also, the Navy accepted our pro-
posals for strengthening its controls over the administration of
progress payment provisions of ship construction contracts.

124, Action taken to enforce rental provisions of contract--

A contractor proposed and the Alr Force accepted a lower rate of
rental for the contractor's commerclial use of Government-owned fa=-
cilities than the rates established in the contract. Although the
contract provided specific rates to be applied to the various
classes of facilities, the rate proposed by the contractor and ac-
cepted by the Air Force was a composite rate which favored the con-
tractor. As a result of our review, an additional rental of
$216,800 was collected for prior periods and agreement was reached
to conform with the contract provisions for rental in subsequent
periods.

125, Need to assure timely delivery of adequate drawings by

contractors-~-The consequences of fallure to require a contractor
to make timely dellvery of adequate drawings were presented in our
report submitted on January 10, 1961, The Army had awarded a con-
tract for the development of a semitraller and for the delivery of
certain related drawings and engineering data. However, the Army
falled to control adequately the delivery, review, and correction
of the drawings and engineering data to assure their suitability
and timely availability for subsequent procurement of the semi-
trailers, As a consequence, the Army was not in a position to in-
vite competition. The contractor who developed the item was there-
fore considered the sole-source producer and was awarded the first
production contract on a negotiated fixed-price basis.

After the drawings and engineering data became avallable, an
additional quantity of semitrailers was procured from another sup-
plier under formal advertising procedures at a substantially lower
price. On the basis of our review of these transactions, we con=-
cluded that the cost to the Government under the first production
contract was about $875,000 greater than it would have been had
suitable technical data been available for procurement under for-
mal advertising procedures and had such procedures been used in
awarding the contract.
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We recommended that the Army bring our findings to the atten-
tion of contracting officers to emphasize the need for close sur-
veillance of drawings during the progress of development contracts
in order to assure that the drawings are suitable and avallable on

a timely basis for use in obtalning competition in subsequent
procurements.

68



REVIEW OF STOCK CONTROLS

126. Unnecessary procurement of $6 million worth of gas cylin-
ders averted--A report submitted on June 30, 1961, presented our
findings on the review of a planned procurement program of the
Army to replace its compressed gas cylinders with new c¢ylinders of
a higher capacity. We found that the Army planned to procure an
estimated $6 million worth of such cylinders for the unnecessary
replacement of good cylinders then in stock or in use without hav-
ing made an evaluation of the limited benefits of the replacement
in relation to the estimated $6 million procurement cost. At the
time of our review, initial procurement under the program had been
approved in the amount of $2 million and disposal action was in
process vith respect to 20,612 cylinders valued at about $749,000.

Under the circumstances, we questioned the need for the
planned procurement and concurrent disposal. Following our in-
quiry, the Army canceled the planned procurement program, recov-
ered 15,139 cylinders valued at about $549,000 from disposal, and
reestablished the lower pressure cylinders on hand for unllimited
use throughout the supply system. In addition, the Army took cer-
tain procedural and reorganizational actions to clarify responsi-
bility, strengthen control, and provide for better supply planning.

127. Action taken to improve control over Government-owned
spare paris in the hands of aircraft engine overhaul contracltors--
We found that the San Antonio Air Materiel Area (SAAMA), Depart-
ment of the Air Force, did not have adequate accounting control
over its stocks of spare parts In the hands of contractors for the
contractors' use in overhauling- aircraft engines for the Air Force.
At the time of our review there were about $1.% million worth of
Government-owned spare parts in the possession of contractors,
which, because of deficient reporting by the contractors, were not
reflected in the records of SAAMA. As a consequence, SAAMA pro-
cured about $456,000 worth of parts in fiscal year 1959 and
planned to procure about $44+1,000 worth of parts in fiscal year
1960, which were not needed. Our disclosure of the unrecorded
stocks resulted in cancellation of the $i441,000 planned procure-
ment for fiscal year 1960 and in action to strengthen control of
Government-owned stocks in the hands of contractors. Corrective
measures taken by SAAMA included clarification of guldelines for
contractors' use in preparation of reports on status of stocks and
establishment of procedures to provide for verification of the ac-
curacy of contractors' reports and for surveillance of sZocks in
contractors' hands in relation to contractors' requirements.

Although the Air Force took action to remedy the deficlencies
we found at SAAMA, we recommended that the Secretary of the Air
Force bring our report to the attention of all Air Force Air Hate-
riel Areas in order to avoid overstatement of requirements and un-
necessary purchases in other Air Materiel Areas.
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REVIEW OF STOCK CONTROLS (continued)

128. Action taken to improve supply support of sircraft--Our
review of supply management activities of the Marine Corps Air Fa-
cility, Iwakuni, Japan, Department of the Navy, disclosed that
25 to 50 percent of first-line fighter aircraft of a Marine air-
craft wing were grounded for lack of parts and that a relatively
high percentage of all types of aircraft assigned to the wing were
similarly out of commission because parts needed to keep them in
operating condition were not available in the supply system in Ja-
pan. Some essential aircraft parts had been out of stock for peri-
ods ranging from 9 to 22 months. We proposed to the Navy that a
study be made to determine what action could be taken to remedy
the causes for shortages of necessary parts.

The Assistant Secretary of the Navy (Material) informed us
that subsequently the Commander, Naval Air Forces, Pacific Fleet,
in conjunction with the Commanding General, First Marine Aircraft
Wing, and the Aircraft Material Office, Oakland, California, had
developed a system for providing better guidelines for the initial
outfitting and subsequent replenishment of spare parts. He stated
further that the Commander, Naval Air Forces, Pacific Fleet, had
initiated a thorough survey relative to stock levels and requisi-
tioning channels for aeronautical material for Navy and Marine
Corps activities in the Western Pacific and that this survey would
be coordinated with the responsible bureaus of the Navy and the
Aviation Supply Office.

129. Need for centralized management control of jidie produc-

tion egquipment within the Department of Defense--We reviewed the
management of idle production equipment within the Department of

Defense. This equipment consists of machine tools and related
items costing in excess of $1.5 billion held in general reserve or
in place in stand-by lines. The primary objective of our review
was to examine into the adequacy of efforts to avold unnecessary
procurement of new equipment by redistributing and utilizing exist-
ing idle equipment.

Our test of a limited number of current purchases disclosed
that the military departments had purchased new items of produc-
tion equipment costing over $700,000 without having considered
suitable and available idle equipment on hand in the other depart-
ments. One of the contributing factors was the use of different
identification numbering systems for common-use items, which inter-
fered with the interservice utilization of available equipment.

Vie found also that unnecessary administrative costs were being in-
curred because there were four independent organlizations and numer-
ous supporting activities performing the same or similar manage-
ment functions. Consolidation of these organizations and activi-
ties could be expected to effect significant reductions in adminis-
trative costs which exceed $3 million annually.
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REVIEW OF STOCK._CONTROLS (continued)

Although the Department took certain measures to improve man-
agement of this equipment, we believe that centralization of the
responsibilities and functions would result in more effective and
economical management. Accordingly, we proposed to the Seeretary
of Defense that the responsibillties and functions be reviewed and
evaluated to determine the manner and means whereby centralization
under his direction and control could be effected. The Assistant
Secretary of Defense (Installations and Logistics) advised us on
February 21, 1961, that a departmentwide study of the management
of production equipment, including special consideration of cen-
tralized management, would be undertaken. He stated also that our
suggestions for interim management improvements either nad been or
would be adopted.

130, Need for stronger sccountin d re contr over
replacement egulpment in the Alr Force--We found that millions of
dollars' worth of replacement equipment, used in performing sup-
port functions of individual Air Force organization missions, was
needlessly purchased in fiscal year 1960 because the Air Force did
not have an effective means of knowing the quantity and location
of the equipment 1t already owned. Our review was limited to
about 1 percent of the items and 12 percent of the value of the
$2.8 billion inventory reported. We established that about
$164 million worth of items had not been included by using organi-
zations in the inventory reports used in computing their require-
ments or otherwise accounted for., We estimated that the purchase
of over $6.7 million worth of replacement equipment in fiscal year
1960 could have been avoided and that the planned purchase of an-
other $20.8 million worth, on which procurement was deferred prin-
cipally for lack of funds, could have been eliminated had the Air
Force maintalned effective accounting control over the equipment
procured and received in the supply system. Because of our find-
ings with respect to the items we examined, we expressed our be-
lief that, with respect to the items not covered in our review,
there was substantially more equipment unaccounted for and substan-
tially more unnecessary procurement,

The Assistant Secretary of the Air Force (Materiel) agreed,
generally, that the results of the system for reporting on replace-
ment equipment were incomplete and inaccurate and did not ade-
quately provide a basis for computation of egquipment procurement
requirements. He informed us on May 5, 1961, of a number of ac-
tions, taken or proposed following our discussion of the problem
with Air Force officials, which.in the opinion of the Air Force
should materially alleviate the deficiencies in the reporting sys-
tem. The success of the actions taken, as well as those planned,
was largely prospective in nature and their effectiveness will de=-
pend on the manner in which they are carried out.
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REVI OCEDURES FOR DETERMINING SUPPLY REQUIREMENTS
131. Action taken by the Navy to make more reliable determina-

tions of its needs for electronic eguipment--In a report issued on
January 31, 1961, on our review of the Navy's supply management of
electronic equipment, we presented our findings of weaknesses in
the management of expensive aeronutical electronic equipment.

The Navy was overstating its requirements for such equipment by
many millions of dollars because of deficient procedures for com-
puting needs and unsatisfactory accounting control and reporting
of equipment on hand. This resulted in the purchase of more equlp-
ment than was actually needed. Also, the Navy was holding equip-
ment valued at about $7.5 million in a reserve status for unneces-
sarily extended periods, thus preventing the use of the equipment
to meet current needs. As a result, supply support was affected

to the point that some aircraft were not fully equipped for their
missions.

Prior to the issuance of our report, we brought our findings
and our proposals to correct the deficiencies to the attention of
Navy officials. The Navy took prompt action to review all major
electronic programs to determine whether its stated requirements
were valid and, as a result, canceled plans to procure about
$8.8 million worth of equipment and released from reserve status
about $7.5 million worth of equipment for which the original need
for reservation no longer existed. The Navy also expressed the be-
lief that certain supply management improvement programs already
initiated or in the planning stage would, when fully operational,
correct the basic deficiencies in supply management control.

After the issuance of our report, the Assistant Secretary of
the Navy (Installations and Logistics) reported to us on June 1,
1961, the progress belng made in the several supply management im-
provement programs and stated that aggressive and positive steps
were being taken, ineluding interim measures, to make the programs
effectively operational at an early date.

132. Action taken by the Army to improve reliability of stock
reguirements determinations--The United States Army Signal Depot

Ascom City, Korea, significantly overstated its stock requirements
and, as a consequence, ordered from the continental United States
substantially more material than was needed to provide adequate
supply support. We found that the depot (1) ordered new units of
stock to replace unserviceable units even though the total stock
position did not warrant such replacement, (2) based its stockage
objectives on the Army's world-wide average replacement factors
rather than on its own demand experience, (3) failed to meet its
requirements for end items and components by assembling available
components and parts or repairing unserviceable stocks on hand,
and (4) failed to consider reserved stocks on hand. After we
brought our findings to the attention of depot officials, they
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REVIEW OF PROCEDURES FOR DETERMINING SUPPLY REQUIREMENTS

(continued)

canceled unfilled orders on the continental United States for

about $2.1 million worth of material identified as excess to re-
quirements of the depot. Also, the depot took action on our pro-
posals for improving the procedural aspects of its requirements de-
terminations. In a letter dated January 10, 1961, the Assistant
Secretary of the Army (Logistics) stated that, as a part of the
Army's program for improvement, supply speclalists had been fur-
nished to the Far East and that the United States Army, Pacific,
had been given the responsibility for directing the logistics pol-
icies and coperations throughout the entire command.

The United States Army Japan Depot-Complex, Sagami, Japan,
similarly overstated its stock requirements. We found that, be-
cause of inadequate review and analysis of the basic data used in
the determination of stock requirements and the fallure to conduct
freguent periodic reviews of the requirements to assure their con-
tinuing validity, requirements were overstated by about $2.2 mil-
lion and stocks valued at about $775,000 were being reserved or re-
tained to fill requirements which no longer existed. During the
course of our review, we brought these findings to the attention
of depot officials and presented our suggestions for improvement
in the existing procedures. As a result, the depot officials can-
celed $1.7 million worth of orders on the continental United
States, released §775,000 worth of reserved stock for unrestricted
use, and took steps to implement our suggestions. In a letter
dated July 29, 1960, the Assistant Secretary of the Army (Logis-
tics) stated that the Commanding General, United States Army, Ja-
pan, had been directed to take aggressive review action to assure
that the corrective actions initiated at the depot are effectively
implemented and that the Commanding General, United States Army,
Pacific, had also instituted aggressive command action.

133. n taken by the Marine Corps to mak ore religble
tions of its needs r aircraft re ps ==0ur review

of supply management activities of the Marine Corps Alr Facility,
Iwakuni, Japan, dlsclosed that the Facility had requisitioned air-
craft spare parts which were excess to its requirements. Some of
the spare parts on order were for support of aircraft which were
no longer assigned to the Facility. The requirements determina-
tions as computed by the Facility were based, in many instances
on (1) stock-level objectives which were overstated and were no%
being periodically reviewed and revised in response to changes in
number and type of aircraft to be supported and (2) inventory rec-
ords which were not being periodically verified by physical count
of stock and were therefore unreliable. At the time we were con-
ducting our review, the Facility made a complete physical count of
aircraft spare parts on hand and found that the recorded inventory
($4.9 million) was less than the physical inventory ($6.2 million)
by about $1.3 million.
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We bdrought our findings and proposals for corrective measures
to the attention of officials of the Facility and, as a result,
rompt action was taken to cancel unfilled requisitions for about
31.2 million worth of spare parts, to reduce stock-level objec-

tives by about $500,000, and to implement our proposals for correc-
tion of the deficiencies in procedures.
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REVIEW OF INTERSERVICE SUPPLY

13%. Action taken to use existing excess vehicles in lieu of
procurement of new vehicles~~We found that the Air Force had estab-

lished a requirement for 238 commercial-type electric and tele-
phone line construction trucks while at the same time military-
type trucks designed to perform the same basic purpose were avail-
able for transfer from the Army. Prior to any action to meet the
requirement, we advised the Air Force of the existence of the Army
trucks and the Army offered to make the vehicles available to the
Air Force. However, the Air Force and the Army failed to agree on
the financilal terms for transfer of the vehicles and the Air Force
rocured from a commercial source 63 vehicles, at a cost of about
£365,000, as the first increment of the total requirement.

We recommended to the Secretary of Defense that the remaining
Air Force requirement for 175 trucks be filled by transfer of the
serviceable trucks then held in reserve by the Army. We pointed
out that in so deing the needs of the Air Force could be met for
about $300,000 less than by buying new vehicles. On March 10,
1961, the Assistant Secretary of Defense (Installations and Logis-
ticsi informed us by letter that instructions had been issued to
assure that the Air Force requirements for such vehicles would be
satisfled by transfer of the Army vehicles and that no procurement
would be made until such time as Army excess stocks of function-
ally equivalent vehicles were exhausted.
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VIEW O X _CONST ON_PROG

135. Changes made to preclude military construction unless au-
b C --We found in our review of the programing

and financing of selected facilitles constructed at Army, Navy,

and Alr Force installations that more than $50 million worth of
construction and construction-type work had been performed in fis-
cal years 1957, 1958, and 1959 outside the military construction
program and had been financed with other than milltary construc-
tion funds. A4s a result, the Congress was not informed of and did
not have an opportunity to review and specifically approve all cone
struction as contemplated in the military construction authoriza-
tion processes established by the Congress to control and limit

the extent of military construction. The avoldance of the review
process was usually brought about by classifylng the construction
work as repalr, rehabilitation, or modification projects and, as
such, financing them from operation and maintenance appropriations.
The financing of construction projects in thls manner was possible
because budget requests for operation and maintenance funds were
Justified to the Congress 1n general terms by the military depart-
ments and very broad meanings were imputed by the departments to
such terms as major repairs, rehabilitation, or replacement of ex-
isting facilities.

After we brought our findings to the attention of the Depart-
ment of Defense, the Department issued Directive No. 7040.2, dated
January 18, 1961, which provided, among other things, definitions
of such terms as construction, maintenance, repair, alteration,
and replacement, for the guidance of the military departments in
distingulshing between projects which require military construc-
tlon funds and projects which require operation and malntenance
funds.

In our report submitted to the Congress on January 24, 1961,
we pointed out that, regardless of the action initiated by the De-
partment of Defense, the magnitude of construction work financed
outside the military construction program and the varying interpre-
tations of terminology that made this possible merited the atten-
tion and consideration of the Congress. We recommended that the
Congress consider the desirabllity of establishing, by the enact-
ment of legislation or otherwise, uniform definitions and basic
policies to govern military construction program presentations by
the military departments. Subsequently, the Congress, in enacting
the Department of Defense Appropriation Act, 1962, approved Au-
gust 17, 1961, provided that funds appropriated in the act for
maintenance and repair of facilities and installations "shall not
be available for acquisition of new facilities, or alteration, ex-
pansion, extension or addition of existing facllities, as.defined
in Department of Defense Directive 7040.2, dated January 18, 1961,
in excess of $25,000."
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REVIEW OF FAMILY NG

136. Action taken to curtail Capehart hgnging program--In our
review of the Capehart housing program of the Department of De-
fense we found that, at 15 of the installations we reviewed
about 5,900 houses estimated to cost over $147 million were being
built or were programed in excess of actual or apparent needs. -
Our findings with respect to the excess houses were based on ac-
tual needs determined by the proper or reasonable application of
the military departments' requirements criteria existing at the
time the construction contracts were awarded or the housing proj-
ects were approved by the Congress. However, a substantially
larger number of houses in the local community could have been con-
sidered as avallable had more realistic criteria been used. We
recommended to the Secretary of Defense that the Department of De=-
fense and the military departments reappraise the need for Cape-
hart projects approved for construction, giving recognition to the
deficiencies we identified, and that they take appropriate steps
to reduce or terminate projects which cannot be reasonably Jjusti-
fied. We recommended further that the determinations made in this
respect be reported to the Congress.

Our findings were discussed in deliberations of the Congress
on the Department of Defense request for authorization to con-
struct additional units of Capehart housing. The Congress denied
the request. The Military Construction Act of 1961, approved
June 27, 1961, provided no new authorization for construction of
Capehart housing. Sectlon 607(a) of the act ralsed the statutory
celling on the Capehart housing program from 25,000 units to
28,000 units and extended the terminal date of the program from Oc=-
tober 1, 1961, to October 1, 1962. However, this provision of the
act merely permitted the Department of Defense to construct a por-
tion of the housing units which had been authorized under earlier
legislation but which theretofore could not be constructed because
of the over=-all ceiling on the program.

137. Legislation epacted to place cost limltation op rehablll-
tation of individual units of familvy housipng--We found that family
housing for officers at the Army Chemical Center, Edgewood, Mary-
land, had been rehabilitated at costs per unit which approached or
exceeded the congressional cost limitation on construction of new
houses for officers. The cost of rehabilitating the house occu=-
pled-by the Commanding General was more than $61,000, compared
with the cost limitation of $22,000 for the construction of a new
house for an officer of that rank.

In our report submitted to the Congress on March 17, 1961, we
recommended that the Secretary of Defense 1ssue regulations re-
stricting the extent to which costs may be incurred, on both a
yearly and a cumulative baslis, for the renovation of military hous-
ing. We recommended, also, that the Congress conslider establish-
ing a limitation, on a yearly and a cumulative basis, on the
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REVIEW OF FAMILY HOUSING (contined)

amount that may be expended for the renovation, repair, modifica-
tion, or rehabilitation of an existing military house without
prior approval of the appropriate congressional committees. The
Congress established such a limitation in the Military Construc-
tion Act of 1961, approved June 27, 1961. Section 609 of the act
provides that, effective July 1, 1961, no family housing unit may
be rehabilitated at a cost in excess of the statutory limitation
on the cost of new construction of family housing units unless the
Secretary of Defense or hils designee has notified the Committees
on Armed Services of the Senate and of the House of Representa-
tives prior to such rehabilitation. Section 609 provides also
that no family housing unit may be rehabilitated at a cost in ex-
cess of $20,000.
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REVIEW OF MILITARY ASSISTANCE PROGRAM

In our reviews of military assistance program activities dur-
ing the fiscal year 1961, we examined individual country programs
administered by the Military Assistance Advisory Groups and spe-
cific problem areas common to two or more recipient countries.
These reviews covered the general areas of programing, delivery,
and utilization of materials and equipment provided under the mili-
tary assistance program. Our reviews continued to disclose defi-
ciencies similar to those we reported in previous years. Although
there appeared to be continued improvement in the programing proce-
dures, we found instances of such things as premature delivery of
equipment to recipient countries, excesses and deflciencies in
spare parts stocks of recipient countries, and ineffective mainte-
nance and utilization of delivered equipment. We found, also, de-
ficiencies in management of the United States Army Logis.ical De-
pot, Japan, which is responsible for spare parts support of Army
equipment furnished to countries in the Far East. Some specific
cases follow.

138. mepm&mﬂ
We found that the Air Force had delivered about 2,400 radio sets

valued at about $12 million to recipient countries for use in air-
craft when it was known that the kits necessary for operating the
equipment were not then avallable and their delivery would be de-
layed for some time. Delivery schedules showed that an effective
balance between radio sets and kits would not be achieved until
about 3 years after delivery of the radio sets. The recipient
countries were instructed to store the radio sets until such time
as the kits became avallable and could be delivered. At the time
of our review, about 18 months after delivery of the radio sets,
most of them were in storage awaiting delivery of the kits. But
even if complete equipment had been delivered much of it could not
have been used because some of the countries lacked the financial
and technical capability to install the complex equipment and be-
cause certaln essential facilitles had not yet been constructed.

After delivery of the radio sets to the recipient countries,
the Alr Force was faced with a shortage of this equipment to meet
its own requirements. We recommended to the Secretary of Defense
that the sets not being used by the recipient countries be recov-
ered and redistributed to the Air Force or to other countries
where they were needed. We were informed that the Air Force subse-
quently recovered for its own use 400 sets from one of the recipi-
ent countries.

In another case, we found that the Army had delivered to a re-~
cipient country missile equipment valued at about $2% million
which was not in a serviceable condition at the time of delivery.
An Army inspection team determined that the equipment was in such
poor condition as to raise doubt that it could be used for its

79



REVIEW OF MILITARY ASSISTANCE PROGRAM (continued)

intended purpose. The equipment was not operational because of
poor maintenance and supply practices while the equipment was in
the custody of the Army and fallure of the Army to restore the
equipment to serviceable condition prior to transfer to the coun-
try. Furthermore, the recipient country had only a limited capa-
bility to operate the equipment. We were informed by the Assist-
ant Secretary of Defense (International Securlty Affairs) that the
staff of the Military Assistance Advisory Group in that country
was subsequently expanded and that substantial improvement was
made in maintenance of the equipment and in the operational readi-
ness of the military units to which the equipment was assigned.

139. Deficiencies in recipient countries' supply management

of spare parts--Our reviews in several countries disclosed serious
deficiencies in supply management which resulted in accumulation
of excessive quantities of some spare parts and shortages of other
spare parts. We found that the countries did not have adequate in-
formation on the status of stocks in their supply systems and did
not give proper consideration to past usage data in establishing
stock levels. In one country, as the result of our review, requi-
sitions on United States suppiy organizations for about $24.3 mil-
lion worth of spare parts were canceled and plans for requisition-
ing additional items were reduced by $4.3 million. As a result of
our review in another country, requisitions on United States sup-
ply organizations for about $§.6 million worth of spare parts were
canceled; local procurements of about $300,000 were also canceled;
and spare parts on hand, valued at about $53 million, were ldenti-
fied as excess and made avallable for redistribution.

140. Inadequate maintenance and ineffective utilization of de-
livered equipment--We found in some of the less technically ad-

vanced countries that the equipment delivered under the military
assistance program was not effectively maintained and utilized.

In one country, we found that engineer and signal equipment valued
at about $1.3 million had been in storage for some time. This
equipment had not been used because it was either incomplete or in=-
compatible with other equipment with which it is normally used or
because the country had failed to provide funds to operate the
equipment. Some of the equipment was deteriorating because of in-
adequate maintenance, We found also that a maintenance and re-
build facility, constructed in this same country at a cost of
about $3 million with funds provided under the military assistance
program, was operated at only about 50 percent of 1ts capacity.

At the same time, equipment which should have been rebuilt in this
faci%ity was being shipped for rebuilding to a facility in another
country.

141. Deficiencies in the United States Army supply management
of svare parts--We found that the United States Army Logistical De-

pot, Japan, which is responsible for spare parts support of Army
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REVIEW OF MILITARY ASSISTANCE PROGRAM (continued)

equipment furnished under the military assistance program to coun-
tries in the Par Kast, had (1) established- stock levels, and or-
dered spare parts to fill the levels, which were greatly in excess
of the quantities actually needed, (2) failed to take into account
large quantities of excess spare parts on hand at various other lo-
cations in the Far East which were avalilable to meet the stock-
level requirements, and (3) falled in some instances to order and
issue spare parts on a timely basis. We found deficlencies also
in the logistical support by the Department of the Army involving
such things as (1) failure to authorize the Logilstical Depot to
stock certain needed parts, (2) failure to provide recipients of
military assistance with adequate and c¢ritically needed supply and
technical manuals, and (3) the delivery of material to countries
despitedtheir prior notice that the material crdered was no longer
required.

We brought our findings to the attention of the Logistical De-
pot officials and prompt action was taken to cancel orders for
spare parts valued at approximately $17 million which were out-
standing against supply sources in the United States and to reduce
by about $100 million the stock-level objectives to meet require-
ments for spare parts. Also, we proposed to the Secretary of De=-
fense that he direct the development of a specific program to in-
sure continuous and intensive action to correct the deficiencies
disclosed in our review. The Assistant Secretary of Defense (In-
ternational Security Affalrs) informed us that such a program was
belng developed., We plan to conduct a follow-up review after
there has been a reasonable period of time to implement the
program.
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REVIEW OF MANPOWER UTILIZATTON

142. Reduction of unnecessary proficiency flying in the Alr
Force=--We found that a significant portion of the proficiency f{ly-

ing in the Alr Force was unnecessary. Proficiency flying is {ly-
ing performed to maintain basic flying skills while serving in as-
signments where such skills would not normally be maintained in
the performance of assigned duties. The Alr Force was spending
over $112 million annually in maintaining and operating aircraft
and $71 million annually in additional pay for proficiency flying
to maintain in flying status nearly 27,000 officers who either
were excess to stated Air Force requirements for rated personnel,
i.e., pilots, navigators, observers, and flight surgenns, or wvere
occupying positions where maintenance of flylng skills contributed
little or nothing to effeetive performance of those positions.

We recommended that the Alr Force develop realistic criteria
for determining its requirements for personnel to be retained on
flying status and take prompt action to discontinue the flying sta-
tus of personnel determined to be excess to requirements. This
would result in saving the cost incurred in maintaining and operat-
ing the aircraft used to enable them to qualify for proficiency
flying pay. We recommended also that, because the additional pay
for proficiency flylng was a significant portion of the compensa-
tion of many of the individuals, consideration be glven to the pos-
sible need for adjustments in the compensation for some categories
of personnel removed from flying status and that any legislation
to effect such adjustments be sought from the Congress.

The problem of excess proficiency flying has been of serious
concern to the Congress. The Committee on Appropriations, House
of Representatives, stated in its report on the Department of De-
fense Appropriation Bill, 1959, that the Committee seriously ques~-
tioned the necessity or the practical value of much of the profi-
¢iency flying and that evidently a great deal of the flying was
continued for the sole purpose of qualifying for continued flight
pay. The Acting Secretary of the Air Force, in commenting on our
findings and recommendations, expressed his awareness of the seri-
ousness of the problem and his deslre to seek solution. He stated
his belief that the logical course to meet the situation realisti-
cally would be to obtain legislation which would provide an equi-
table financial adjustment for those career officers whose skills
and talents are still required in the defense effort but who,
through the drastic changes in weapon systems, are no longer re-
quired on flying status. The Acting Secretary of the Air Force
stated further that, on the recommendation of the Air Force, the
Office of the Secretary of Defense submitted to the Bureau of the
Budget in April 1960 a legislative proposal to provide an equi-
table financlal adjustment for those officers no longer required
on flying status and that, after extensive discussion and
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REVIEW OF MANPOWER UTILIZATION (continued)

coordination within the executive branch, the President recom-~
mended appropriate financial relief in his budget message to the
Congress.

The Congress took action to reduce the cost of proficlency
flying. Section 614 of the Department of Defense Appropriation
Act, 1962, approved August 17, 1961, provided that, without regard
to any provision of law or Executive order prescribing minimum
flight requirements, payment of flight pay may be made to certaln
members of the Armed Forces otherwise entitled to receive flight
pay during the fiscal year (1) who have held aeronautical ratings
or designations for not less than 15 years or (2) whose particular
assignment outside the United States or in Alaska makes it imprac-
tical to participate in regular aerial flights. Also, there is
pending before the Congress an act to amend the Career Compensa-
tion Act of 1949. The act (H.R. 7651), which passed the House of
Representatives on August 10, 1961, but had not been acted upon by
the Senate prior to adjournment of the first session of the Eighty-
seventh Congress, would authorize the payment of an accrued por-
tion of incentive pay to aeronautically rated or designated offi-
cers who have been eligible to such pay for a minimum of at least
10 years and who are subsequently removed from eligibility upon a
determination that their continuation in this capacity 1is no
longer necessary in the interest of national security.

143. Savings resulting from reduction of pe;gogne% in vehicle
maintenance and motor pool operations--On April 28, 1961, we sub-
mitted a report on our raoview of manpower utilization in selected
areas of the Public Works Department, Fleet Actlvitles, Yokosuka,
Japan, Department of the Navy. The review was undertaken at the
request of the Commander, Fleet Activities, to assist local manage-
ment in achieving improved utilization of its manpower. We found
an inefficient use of manpower in overhauling and repairing vehi-
cles, in performing hase maintenance work, and in dispatching and
operating Government vehicles. This condition was due principally
to the failure to provide, on a timely basls, spare parts for the
overhaul and repair of vehicles and equipment; failure to develop
and use labor standards 1n maintenance workj and failure to reduce,
in response to a decreased need for Government vehicles, the num-
ber of assigned dispatchers and drivers. Prior to the issuance of
our report, we brought our findings and suggestions for improve-
ment to the Commander, Fleet Activities, who took immediate action
which resulted in a reduction in force of 50 shop personnel and
97 vehicle drivers. The Commander informed us in March 1961 that
savings of about $266,000 a year had been effected by reductions
in personnel and by reduction of automotive and other equipment in
service and that additional savings were anticipated.
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REVIEW OF ORGANIZATION

144, central agency established to provide coordinated apnd
C: ' ’ 5 --Jn the prior fiscal

year we reported that coordination among and between the military
departments in the management of electronic supplies and equipment
was inadequate and recommended that the Secretary of Defense con-
sider assigning the management responsiblility to a centralized or-
ganization within the Department of Defense. We had found (1)
that the same or similar management functions were being performed
by six independent organlizations which 1f consolidated could be ex-
pected to effect savings of a significant portion of the §25 mil-
lion annual cost of their administration and (2) that, because of
independent and uncoordinated management decisions of those organi-
zations, there were fallures in supply support, unnecessary pro-
curement, duplication In storage and distribution functions, and
inefficient use of facilitles and personnel in overhaul and repair
operations.

In commenting on our findings and recommendation, the Acting
Assistant Secretary of Defense informed us on April 29, 1960, that
the Department of Defense had undertaken a study of the management
of electrical/electronic supplies and equipment and that our recom-
mendation would be considered in the light of the results of the
study. Following completion of the study, the Secretary of De-
fense established on O¢tober 1, 1961, a Defense Supply Agency un-
der his direct control for the purpose of providing centralized
Supply management of those commodities which are common to the mil-
itary departments and are determined to be susceptible of inte-
grated management by a single agency. Electrical/electronic mate-
riel was included in the selected categories of commoditles ini-
tially designated by the Secretary of Defense for management by
the Agency.
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REVIEW OF PAYROLL PROCEDURES

145. Substantial savings to result from adoption of biweekly

basis for paying civilian employees--In our report submitted to
the Congress on April 15, 1959, we pointed out that the Navy, con=-

trary to the practice followed by most other departments of the
Government, was paying its more than 200,000 civilian employees oc~-
cupying ungraded positions on a weekly rather than on a biweekly
basls and thereby incurring unnecessary costs. We had previously
recommended that the Navy adopt the policy of paying such employ-
ees on a biweekly basis. The Navy took the position, with which

we did not concur, that the change in policy would not be in the
best interest of the Government. This position was based on the
belief that the change would have a profoundly disturbing effect

on employee morale and would work a hardshin on many of the employ-
ees accustomed to weekly paychecks and that these adverse effects
outweighed the direct savings in costs which would result from the
change.

The Committee on Appropriations, House of Representatives,
took note of our report and urged the Navy to reconsider our recom-
mendation. On March 29, 1960, the Assistant Secretary of the Navy
(Personnel and Reserve Forcess reported to the Congress that the
Navy had completed a cost study which showed the estimated annual
amount of direct savings to be only $828,000 and had again reached
the conclusion that adoption of the biweekly pay system was not in
the best interest of the Navy or the public. Our review and analy-
sis of the Navy's computatlon of annual savings disclosed errors
and omissions which slgnificantly understated the amount. We esti-
mated that, taking into account. the errors and omissions, the an-
nual savings would amount to more than $3 million and, on Febru-
ary 15, 1961, so informed the Appropriations Committee.

The Navy's policy was the sublect of discussion during the
hearings un its fiscal year 1962 appropriations. Following the
hearings, the Navy issued a directive on August 11, 1961, saopting
the biweekly basis of paying employees occupying ungraded posi-
tions, effective January 7, 1962.



REVIEW O A _ ON PRO E

146. Action taken to strengthen control over disbursement and
collection activites--In a report dated April 12, 1961, we de-
scribed 88 cases of fraudulent transactions, either disclosed by
our examinations or reported to us by the military departments, in
which the Government was defrauded of about $668,000. These trans-
actions 1lnveolved, principally, manipulation of militsry payrolls,
diversion of funds to personal use by disbursing officers and col-
lection agents, and falsification of documents to cover defalca-
tions in imprest funds. We concluded that the fraudulent transac-~
tions resulted primarily from deviations from prescribed proce-
dures. Accordingly, we proposed to the Secretary of Defense that
more frequent internal reviews be made to determine whether pre-
seribes procedures are being followed. We also proposed certain
organizational changes to reduce opportunities for fraudulent
transactions by separating the dutles of making payments and re-
celving collections from the dutlies of preparing and maintaining
the related records. We were advised by the Department of Defense
that the military departments had taken action or were considering
action on our proposals.
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REVIEW OF TRANSPORTATION MATTERS

147, Savings in transportation costs through advice on trans-
portation matters--As part of our audit responsibilities we work

with the various departments and agencies of the Government on
traffic management and transportation matters to minimize over-
charges and to promote economies in the transportation of person-~
nel and property for the account of the Government.

An example of our work with the agencles is the advice we ren-
dered on military shipments of Jjet fuel which moved in railroad
tank cars from the Hastings Fuel Storage Station, Hastings, Minne=-
sota, to Ellsworth Air Force Base, Box Elder, South Dakota., For
this transportation service, the rail carrlers presented bills and
were paid charges computed at a rate of $0.92 per hundred weight.

Our audit of these bills disclosed that the charges were cor-
rect for the route actually used. However, we determined that, at
the same time, a lower rate of $0.62 per hundred weight was avail-
able between Hastings and Box Elder on the same rallroads but via
a different route. We notified the Military Traffic Management
Agency, which has jurisdiction over the routing of such shipments,
of the availability of the lower cost route. That Agency then ne=-
gotiated a retroactive agreement in accordance with section 22 of
the Interstate Commerce Act under which the rail carriers made the
$0.625 rate available for the route actually used for the ship-
ments. As a result, during fiscal year 1961 excess charges of
$47,000 were collected from the carriers and the lower rate was
made availlable for shipments of jet fuel which might move there=-
after between the same points.

148, Changes to be made to recover from military and civilian

sonnel costs incurred by the Gover t o ments o -

d goods in excess of the m mum author ! ht S==
Our review of the technical and administrative examination of
transportation invoices performed by the Army at Heidelberg, Ger=-
many, disclosed that excess costs of approximately $160,000 were
incurred by the Government during the 3-year period immediately
preceding our review, because amounts paid by the Army for the
transportation of household goods above the maximum authorized
weight allowances were not determined and recovered from the mili-
tary and civilian personnel involved. Less than $200 had been col-
lected during this period principally because of (1) the failure
of transportation officers to show on transportation warrants the
information needed to determine and recover such excess costs, (2)
delays in requesting such information, and (3) the failure of the
Army to secure compllance with its exlisting instructions.

In our report to the Secretary of Defense on May 11, 1961, we
recommended that excess costs on past shipments be recovered when
economically feasible, that procedures be established to assure
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REVIEW CF TRANSFORTATION MATTERS (continued)

that the necessary information 1s furnished on future shipments,
and that adequate efforts be made to recover such costs on future
shipments.

The Assistant Secretary of Defense (Comptroller) in his reply
of August 31, 1961, concluded that existing procedures and con=-
trols did no% provida an effective basis for determining excess
transportation charges on shipments of household goods. Thus, re-
covery of past excess cosis 1s questionable. We were advised, how=
ever, that arrangements were being made by the Office of the Secre-
tary of Defense with the military departments to develop effective
regulations and procedures for preventing the shipment at Govern-
ment expense of household goods in excess of authorized allcwances.,

149, Improvem management co :
tion of transportation invoices by the Army ipn Europe--Our review

at Heldelberg, Germany, disclosed a lack of effective management
controls over the examination of transportation invoices evidenced
by (1) insufficient review of audit actiomns, (2) inadequacy of man-
agement Information for evaluating the effectiveness of the exami-
nation, (3) inadequate documentation of actions taken, and (%) in-
adequate statistics on work performance. These deficiencies in
controls seriously weakened management's capacity for planning, or-
ganizing, and evaluating the examination activitles. Our propos-
als for strengthening review functions, improving control records,
and maintailning adequate documentation of actions taken were ac-
cepted by local officials, and corrective action either was taken
or was promlsed.

150. Need for use of approved forms for procurement of trans-
portation services--We found that various military components in

the European area procure transportation services by use of lo-
cally devised forms other than those approved by the General Ac-
counting Office. The use of unapproved forms impedes standardiza=-
tion of procedures, generates problems connected with the determi-
nation and collection of excess transportation charges, and materi-
ally increases audlt costs.

The Assistant Secretary of Defense stated that action was be=-
ing taken to require military components to use approved forms in
the procurement of transportation services or to obtain approval
of other forms for which there is a continuling need.



REVIEW OF AUTOMATIC DATA PROCESSING DEVELOPMENTS

151, Need for full use of automatic data processing equipment
and techniques in supply operations--In our review of automatic

data processing developments in the Federal Government, we noted
that the Department of Defense had no over-all plan for making the
most effective use of automatic data processing techniques for the
interservicing of supply system inventories. Our report of Decem-
ber 30, 1960, describei certain tests made at our instigation
which &emons%rated the feasibility of using such tehcniques in de-
termining availability of an filling needs for materials by one
military department from stocks of other military departments. We
endorsed the stated intention of the Department of Defense to ini-
tiate work to accelerate the use of mechanized procedures for this
purpose. We urged that all appropriate efforts be made by the De-
partment to take full advantage of the capabilities of ADP equip-
ment and techniques in the management of the vast supply opera-
tions of the Department of Defense because of the potential for
greater efficiency and economy that can be realized.



A D DENTS' MEDIC CARE PROGRAM

152. Need to strengthen control over fees charged by physi-
clans under the dependents' medical care program--We found, as
stated 1n our report dated May 31, 1961, that physicians' claims
for medical services rendered under the dependents' medical care
program were higher in States where schedules of fees had been dis-
tributed to physicians than in those States where the schedules
had not been distributed. This condition prevailed even though
the maximum fees negotiated for different States did not vary ma-
terially, and in all States physicians are expected to charge
their normal fees if such fees are less than the maximum specified
in the schedules. We estimated that there was an additional cost
ci as much as $3 to $4 million annually as a result of charging
maximum fees in lleu of normal fees. Therefore, we recommended
for the consideration of the Secretary of Defense several courses
of action to aid in bringing physicians' charges into line with
their normal fees.

Specifically, we recommended (1) that lower fees be negoti-
ated with the understanding that they represent fixed fees subject
to being raised only on the basis of clearly supported evidence of
higher normal fees, (2) that, if lower fees cannot be negotiated
efforts be made to have state medical societies or other appropri-
ate parties to the contracts agree to accept responsibllity for de-
termining that claims of physicians are generally not in excess of
their normal charges, and (3) that physicians be required to cer-
tify on each claim that the amount charged does not exceed normal
fees. The Department of Defense accepted our recommendation that
physicians be required to certify thelr claims and adopted a re-
vised claim form which provides for such certification.
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REVIEW OF OPERATIONS AT MILITARY TNSTALLATIONS, BASES, AND STATIONS

153. Recommendations for improving operations at military ine-

stallations, bases, and stations--Our reviews at various installa-
tions, bases, and stations during the fiscal year 1961 disclosed

many deficiencies in local policies, procedures, and practices
which adversely affected efficiency and economy of local opera-
tions and thne operations of other dependent or interdependent mil=-
itary organizations. We reported these deficlencies to local man-
agement together with our recommendations for corrective action,
and the recommended corrective measures were either taken or prom-
ised. Individually, the findings and the resultant improvements
relate primarily to local operatlons of the installations affected.
Collectively, they represent an important contribution to the gen-
eral improvement in the operations of the three military depart-
ments and of the Department of Defense. Examples of the deficien-
cies of this type most frequently disclosed in our reviews are sum-
marized under the followling areas of operations:

Maintainineg stock at desired vels su

1. Failure to review established stock-level objectives and
to adjust them in response to changing requirements,

2. Failure to adhere to established stock-level cobjectives.
3. Inaccurately computed stock-level objectives.

4. Failure to expedite the repair and the return to the sup-
ply system of critically needed ltems of supply.

5. Failure to cancel reservations of stock set aside for spe-
cific projects when the requirements under the projects
cease to exist.

eguisitionin S
1. Excessive frequency of high priority requisitions.

2, Duplicated requisitioning, unnecessary requisitioning, and
requisitioning far in advance of actual need.

3. Excessive volume of requisitions for small quantities of
stocks of nominal unit value.

4, Failure to issue available and acceptable substitute
stocks when the items requisitioned are not avallable.

5. Issuance of unserviceable stocks.
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REVIEW OF OPERATIONS AT MILITARY INSTALLATIONS, BASES, AND STATIONS
continued

ock recordi d re tin

1. Inaccurate records and unrellable reports as to status of
stocks.

2. Delayed and inaccurate recording of documents relating to
stock receipts and 1ssues.

3. Inadequate procedures for physical count of stocks and ver-
ification of recorded stock balances.

4. Inaccurate or incomplete information as to physical loca-
tion of stocks.,

P n nd co i ndus al-type e

1. Ineffective planning and scheduling of work to be per-
formed.

2. Lack of reliable cost estimates and cost records for effec-
tive control of production costs.

Civilian

1, Promotion of employees prior to completion of required pe-
riods of service.

2, Credits for leave at rates inconsistent with length of em-
ployees' service,

3. Inadequate support for absences attributed to military
leave or to court leave.,

4. Inadequate control over distribution of checks to payees.

5. Inadequate control over authorization of overtime and
granting of compensatory time.

6. Improper payments for holiday and night work.
Military pay and allowances

1, Overpayments of lump-sum leave, of reenlistment bonus, &nd
of allowances for travel, dlslocatlon, and subsistence.

2. Omitted or inadequate charges for leave taken.
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REVIEW OF OPERATIONS AT MILITARY INSTALLATION. BA AN TATIC
(continued)

3. Excessive allowances for travel time in connection with
change in stations.

4. Inadequate control over distribution of checks toc payeses.

Allotment accounting and reporting

1. Delay in recording obligation and expenditure documents.

2. Failure to reconcile pericdically the control balances of
unliquidated obligations with the documentary support of
the balances.

3. Failure to investigate and, where necessary, adjust dor-
mant unliquidated obligations.
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GOVERNMENT-WIDE REVIEWS

REVIEW OF AUTOMATIC DATA PROCESSING DEVELOPMENTS
IN_THE TFEDERAT, GOVERNMENT

154, Matters regquiring gttention for more effective and eco-

nomical use of ADP systems in Covernment operations--During the
fiscal year we completed a review of current developments in the

antomatic data processing activities of the Federal Government.

Our report was submitted to the Congress on December 30, 1960, and
coples were made available to the Bureau of the Budget and other
interested agencies in the executive branch. The report summa-
rizes developments in the Federal Government since 1957 in the rap-
idly expanding field of automatic data processing, presents an in-
ventory of electronic data processing machines in use and their an-
nual operating costs, and contalns our views as to the need for
more direct effort to control the use of ADP techniques in Govern-
ment operations in the interest of greater efficiency and economy.

In an earlier report issued in June 1958, we presented a num-
ber of points which we felt required attention in individual
agency ADP programs if improvements were to be made in the state
of development of electronic systems for more effective and econom-
ical use in Government operations. Inasmuch as our later reviews
indicated a continuilng need for attention to many of these matters,
we summarized these needs in our current report for the informa~
tion of the respective Government departments and agencies, as fol-
lows:

l. Need for rcntinuous efforts to improve source data and con-
trol over documentation procedures and to improve manage-
ment analysis and scientific technigues.

2. Need fcr master planning and development of integrated sys-
tems within each agency.

3. Need to eliminate unnecessary reports and duplication in
processing procedures when converting to electronic sys-
tems.

+. Need to analyze systems to determine optimum data process-
ing cycles in relation to cost and wvalue of information
produced.

5. Need for more specific and systematic measurement of costs
and progress in development of electronic systems to estab-
lish a basis for more effective management control over
thelr acgqulsition and us.:.

6. Need for participation and support by top management in or-
der to develop the most effectlve use of this new



REVIEW OF AUTOMATIC DATA PROCESSING DEVELOPMENTS
IN THF FEDFRAL GOVERNMENT (continued)

technology and need to insure management partieipation in
long-range planning efforts for the development of inte-
grated agency systems.

155. Desirability of purchasing rather than leasing eguip-
ment--Federal agencies have generally followed the practice of
leasing rather than purchasing punched card and electronic data
processing equipment., Numerous reasons have been advanced as jus-
tification for this practice. On the other hand, agencies that
have purchased equipment outright contend that over-all costs to
the Government are lower, particularly when the equipment is used
on a multiple-shift basis. In our reyort, we expressed our belief
that Government agencies should give more consideration to purchas-
ing ADP equipment, particularly in those instances where savings
can be demonstrated over a period of several years even though
large capital outlays would be involved initially.

156. Need for a Government-wide program for coordinating pro-
curement and transfer of equipment between agencies--Generally,

the practice of each Government agency is to procure equipment for
its own needs, on either a purchase or a rental basis, and to

trade in purchased equipment or exchange older rented equipment

for newer models in accordance with its own particular needs. Pos-
sible needs of other agericies for the traded-in or exchanged equip-
ment are generally not considered. However, it is possible that
such equipment can be used to serve the needs f other Government
agencies.

In our report of December 30, 1960, we expressed our belief
that a mechanism should be established In the Government to pro-
vide the necessary arrangements whereby the procurement and trans-
fer of data processing equipment between Government activities
would be fully coordinated so as to keep costs as low as possible
consistent with obtalning needed processing faecilities.

157. Need for more itive long-range ng--We also
called attentiocn to the need for more positive central planning of
a long-range nature within the executive branch of the Government
to promote the maximum degree of efficlency, economy, and effec-
tiveness in the administration and management of cos%ly ADP facili-
ties. The following factors were cited in our report as evidence
of the need for such planning.

1. Active central coordination 1s needed to assure good pro-
curement and contract administration practices. An effec-
tive central information service within the Coveiument
could, in addition to coordinating procurement, assist of-
ficials at the many locations where equipment is rented to
make the most effective application of contractual terms.
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REVIEW_OF AUTOMATIC DATA PROCESSING DEVIT.OPMENT
IN _THE WEDERAL GOVERNMENT (continued)

2. Bffective leadership by a central agency could minimize
wasteful duplication of effort among the individual agen-
cles. At present, there is no adegquate mechanism to pre-
vent repetltive explorations by different agencies into
the same or very simllar applications which have previ-
ously been developed by other agencies. An effective in-
formation exchange 1is needed to help each agency become
aware of both the results of completed studies and the na-
ture of current work in progress by other agenciles.

3. A central group is needed to be alert to the posslbilities
of Government-wide integration of systems and to plan for
such Government-wide systems. A central planning group
could provide assistance with regard to the autematic in-
terchange of records between Government agencies and could
plan for reorganizations if better data processing could
be achieved through integration of systems.

4. Central coordination could also provide assistance with re-
gard to the interchange of magnetic tape records between
industry and Government. We feel that there is a great un-
developed potential in thils area which needs to be more ag-
gressively pursued on a coordinated Government-wide basis.
Only limited interchange of data in this manner has been
accomplished to date. A Joint and coordinated effort can
significantly contribute to the development of workable
programs for the interchange of magnetic tape records be-
tween industry and the individual agencies.

We endorsed the leadership function embraced by the Bureau of
the Budget as a result of its study of agency ADP responsibilities.
We belleve that the Bureau of the Budget occuples a position in
the executlve branch which makes 1t the logical agency to exercise
the kind of central leadership needed. We concluded, however,
that more recognition needs to be gilven to the far-reaching role
which electronic systems seem destined to play in governmental
processes and the related need for sound planning for their use.
Therefore, in carrying out 1lts leadership responsibllities, we be-
lieve that the Bureau should extend 1its role to include more posi-
tive central planning within the executive branch so as to provide
the kind of integrated long-range planning and coordination which
is needed to promote the maximum degree of efficiency, economy,
and effectlveness in the continuing development and use of elec-
tronic systems in Federal Government operations.



DEFINITE, ME.URABLE SAVINGS OR POSSIBLE SAVINGS
RESULTING FROM ACTIONS TAKEN ON

GENERAL ACCOUNTING OFFICE RECOMMENDATIONS

The following 1list summarlzes some of the definite, measur-
able savings or possible savings that have resulted from actlons
taken by various Government departments or agencles on General Ac-
counting COffice recommendations.

The list does not include other benefits resulting from the
work of the General Accounting Offlce that are not readily suscep-
tible of measurement in financial terms nor does it include repeti-
tive benefilts resulting from recommendations of the General Ac-
counting Office adopted by the departments or ageneciles 1n prior
years.,

Also, the list does not include refunds and collections
amounting to $37,919,000 which were made through the efforts of
the General Accounting Office during the filscal year 1961,

Reduction in prices under negotiated contracts $ 5,020,000
(savings resulting from adjustment of prices un-
der existing contracts or proposed amendments)

Change in computing escalation payment under contract 2,459,000
?estimated savings resulting from use of a more
equitable base for computing escalation payment)

Correction of improper allowances under contracts 841,000
(savings resulting from reductions in payments to
be made by Government agencies)

Cancellation of planned procurement 10,755,000
(savings resulting from use of existing supplies
in lieu of buying new supplies)

Cancellation of purchase orders or scheduled pur-
chases 8,484,000
(savings resulting from cancellation of purchase
orders or of glans to purchase materials no
longer needed

Use of excess stocks as substitutes for items on
order 1’}"'07 ’000
(savings resulting from the avoidance of disposal
acti?n and consequent reduction of new procure-
ment
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Discontinuance of test counts of materials in na-
tional stockplle
(further expenditures avoided by discontinuance
of test which were deemed unnecessary)

Improvements made in operating procedures of Govern-
ment agencies
(estimated annual savings resulting from changes
in operating procedures)

Reduction of unemployment compensation benefits to be
pald to retired Federal employees receiving retire-
ment payments

(estimated savings resulting from change in law)

Revision of military pay procedures
(estimated annual savings resulting from correc-
tive measures taken to preclude overpaymentz in
military pay)

Correction of errors in computing amount of repaysable
investment in power facilities
(additional amounts of principal and interest to
be paid into the United States Treasury)

Cancellation of repalr and rebuild projects
(savings resulting from the cancellation or termi-
nation of unnecessary repalring or rebuilding of
equipment)

Termination of procurement contracts
(savings resulting from the use of excess stocks
in lieu of buying new stocks)

Chan%e in plans to dispocse of usable supplies
future procurement avolded by cancellation of
disposal action)

Reductions in retirement and old-age insurance bene-
fit payments
(estimated savings in future payments arising
from correction of erroneous awards)

Cancellation of requisitions for material and sup-
plies not required by requisitioning agency
(amount of savings is dependent on extent supply-
ing agency will be able to cancel or avold pro-
curement or use stock on hand to satisfy bona
fide needs)

$ 2,110,000

1,938,000

2,130,000

1,076,000

530,000

344,000

339,000

276,000

254,000

7,358,000
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Ti1ansfers of materials from one agency to another
(amount of savings is dependent on extent procure-
ments may be canceled or avolded or the materi-
als are used to satisfy the needs of the receiv-
ing agency)

Cancellation of requisitions for materials and sup-
plies not required by recipient country under Mili-
tary Assistance Program

(amount of savings 1s dependent on extent supply-
ing agency will be able to cancel or avoid pro-
curement or use stock on hand to satlisfy bona
fide needs)

Reduction in requirements programed for recipient
country under the Military Assistance Program
(amount of savings is dependent on extent supply-
ing agency will be able to cancel or avoid pro-
curement or use stock on hand to satisfy bona
fide needs)

Total

$ 217,000

45,200,000

4,300,000

$23,038,000
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