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The accompanying report presents, for the information of the COO""ElSS. a compilation of
Generat Accounting Ofricc findings and recommendations for improving Government operations.
This compilation retatl!S fOf the most part to fiscal yefJI 1967.

The COlnlJilat;on is organized so thal the findings and rccornmcndo-;ioos relate to specified
functions and services carried out within the Government. Thus, the items compiled arc grouped
on the ba"is of functional areas of the Government's operations regardle~ of the agencies in·
v~ved. Because findings devcloped in one a~nc:y freQuentlv have application ill others, this ar~

rnngcment allows consideration of all findinys in all agencies in each functional area.

The purpose of this report is to provide the Congress with a convenient summary showing,
by functional areas, the opportuniries for impro....ed operations ',,\'hich have been identified by the
General Accounting Office in carrying out its audit responsibilities. These responsibilities are de­
rived from the Budget and Accounting Act, 1921, and other laws which l'CQuire liS fO indepen·
dent'y p.){amine, fpr the Congress. Ihe IHanner in which Government departments and agencies
are discharging their financial responsibilities.

The report summilrizes the corrective aclions raken by the departments and ngendes on our
recommendations for improvel1lent. Certain of these actions involve changes in policies and pro­
cedurp.s promulgated through the issuance of re.... ised directives and instruclions. Such actions,
while dcsira~e and necessary. do nol ill themselves ensure cOlrcctioll of the deficiencies. Their ef·
fectiveness is dependent all the manner in which they are implemented and on Ihe adequacy of the
supervision and inlt.>rn~l revievlS of tho operations. For lhis reason, it is our policy to review and
evauale Ihe effecti\ll'nt!SS of correclive actions taken by the departments and agencies (0 the extent
dcc~d appropriate.

The financial savings allributablfl to our work cannot always be fully mCi'lsured. However,
our records show that cofl(!f'lions and other n"leastlrnble savings idenlified during fiscal year 1967,
which were 3ttribu~able 10 the work. of the General Accounting Office, amounted to $190,1 mil­
lion. Of ihis amount $23.4 million consisted of collections and $l66.1IOillion represented other
measulilble savings. Apprmdmalely $21 million of the latter amount is recurring in nature and
will continue in future years. A summary of financial savings appears on page 123 of this report.

Fo:- lhf' convenience of the COlOmiUees of the Congress and others, the report contains an
index of the departments and agencies to which the findings and recommendations relate.

Copies of this rep0r1 are being sent to th(~ Director, Bureau of the Budget, as..-..ell as to
the Government departments ilnd a<.J3ncies for their information and consideratioll in connec­
tion with their openllions.

g,. -4...~.7L[.~(J
Acting Comptroller General
of the United States
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ADMINISTRATION OF PAY. ALLOWANCE.S. AND EMPLOYEE BENEFITS

ADMINISTRATION OF PAY,
ALLOWANCES, AND BENEFlTS­
GENERAL

,. ConlnoI_,., diem .-..In a report
issued to the Congress in August 1966, we
pointed out that the per diem paymenls to
certain Air Force military personnel, deployed
on an overseas airlift support mission in a non~

combat zone, had exceeded the estimated
lodging and subsistence costs for those indi­
viduals by about 200 percent.

The Department of Defense agreed that
payments should be made only as justified
and stated that action had been taken by each
of the military departments 10 improve ad­
ministrative controls oyer per diem entitlea

ments. In addition, the Joint Travel Reguia­
tions were revised to make clear that it is the
responsibility of the local commander as well
as the theater commander to initiate changes
in the per diem rates, when warranted.

2. Reporting of taxable income Md tax with­
hold.....·We reviewed a selected sample of the
reports of taxable income and lax withhold­
ings of military pe",onnel (Forms W-2), which
had been filed by the Army for Ihe calendar
year 1963. In our report issued to the Con­
gress in August 1966, we slated that the re­
ports contained overstatements and under­
statements estimated al about $16 million in
theatnount~ of taxable income reported and
about $2.3 million in the amounts orincome
taxes reported as having been withheld.

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

The Army concurred, in general. in our
fmdings and proposals for corrective action
and cited specific efforls on its parI to carry

I

out our proposals and to improve the report­
ing of tax information in future years. The
Army stated its intention (a) to require a
loo.percent examination and verificali"n of
tax records in lieu of the existing sampling
technique and (b) to incorporate the prepara­
tion of Forms W-2 into the Centralized Auto­
mated Military Pay System which the Army
expected to be placed into operation by
July I, J969.

3. Actiwe duty rfti....,t berNfiti fOf' cwtIin
militwy ,...... oftieert-We reviewed the circum­
stances under which retired Reserve officers
of the Army and the Air Force were receiving
active duty retirement pay based on a grade
higher than Ihe highest grade attained on ac­
tive duty. We estimated that the officers who
retired fronl active duty in fiseal years 1964
and 1965 would receive, over the years re­
maining in their life expectancy! about
SI00 million more than they would have re­
ceived had retirement been based on thcir
highest aelive duty grade. This benefit was
not available to Reserve officers of thc Navy
and Marine Corps or 10 Regular officers of any
of the four military services.

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

Thc Deparlment of Defense agreed that
the retirement grade and pay under active
duty retirement laws should be directly
linked to active duty scrvice. To bring tltis
about. the Department had proposed legisla­
tion to the Congress-mosl recently in June
19G6-but the Congress had taken no action.
In our report submilled to the Congress in
August 1966, we suggested that, in view of
the significance of this maller, the Congress
might wish to consider .it in a separate legisla­
tive proposal.



4. Approval of time and anendanu repor1S by
direct supervisors-In our review of the proce·
dures and controls used in the domestic pay·
roll segmcnt of the Department of State ac·
counting system, we found that time and at­
tendance reports were being signed by the
timekeepers who maintained them but were
not being approved by the supervisory person·
nel who had positive knowledge of the pres·
ence or absence of individuals reported on, al­
though such approvals were required for ef·
fective internal control. We also found that
overtime reported for some of the offices in
the Department W.IS subject to approval under
procedures that did not pt::rmit onicials desig­
nated to approw overtime to acquire the pos­
itive knowledge rcquin:d for effective aP'"
proval.

We recommended that departmental reg­
ulations be amended to require that time and
attendance reports be approved by persons
having direct supervision over the individllais
whose time and attendance they approve and
that overtime shown in slh.:h reports be in~

eludcd in that approval.

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

5. Cooperative assistance for improving payroll
accounting system··A review of the Peace Corps
volunteer readjustment allowance (VilA) pay·
roll accounting system, completed in June
1966, showed that the system did not permit
periodic reconciliations of a,;.uunts shown in
the individual payroll records as du~ volun~

teers with the amounts on deposit in a special
Treasury depo,it fund from which the allow­
ances were paid.

The absence of this essential accounting:
control, cQupletl with inadequate controls
over processing of documents and failure to
provide for the timely recording of payments
in individual volunteer accounts, resulted in
numerous accounting errors and overpayments
to volunteers. Other factors contributing to
the errors and overpaymenlS included thc in­
adequate staffll1g and supervision of the pay·
roll function and the absence of formal
written procedures.
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Peace Corps officials were informally ad·
VIsed of our findings in June 1966. Subse­
quently, at the request of the Peace Corps, we
cooperated with the Corps in developing an
improved VRA payroll accounting system.
We submitted a series of proposals for the
Peace Corps' consideration in November 1966
and January 1967. which set forth effective
methods for integrating the VRA payroll ac­
counting system with the Corps' general ac­
counting system and for eliminating the sig·
nificant causes of the accounting errors and
overpayments to volunteers identified in our
review.

Certain parts of our proposed methods
were included in fonnal Peace Corps instruc­
tions issued to the Corps' overseas posts for
initial implementation in May 1967. !mple·
mentation of those instructions :is scheduled
and other actions taken or pianncd hy the
Peace Corps should strengthen a'ccounting
controls in the VRA payroll system and ihus
significantly reduce errors and incorrect pay­
ments.

6. Payment of seV".1Ce beMfi1s-ln a Janu­
ary 1967 report to the Congress, we pointed
out that certain form!:r Foreign Service offi­
cers whose employment had previously been
involuntarHy terminated by the Department
of State had been reemployed by thc Federal
Government at salaries at least equal to their
salaries Oll the time of separation and were be­
ing paid severance benefits also. The former
officers wc.re receiving these benefits concur­
rently with salaries received in their new em·
ployment and thereby were receiving in­
creased compensation. We found no compel·
ling reason for paying severance benefits un­
der these circumstances.

These severance ~nefits, known 3S
selection·out benefit payments, were autho-­
rized pursuant to the Foreign Service Act of
1946, as amended, which rn3dc no provision
for adjustments of selection-out benefits pay­
able in the event the <elected-out officer were
reemployed by the Federal Govemmcn I or
employed by the District of Columbia before
the expiration of his benefit period. During
calendar years 1963 through 1965, 53 For·
eign Service officers in classes of through 7
were <elected out and thus were entitled to
receive sclection-out benefits totaling
$488,000.



In our review, we identified six fanner
officers receiving selection-out benefits who
had been reemployed by the Federal Govern·
ment immediately or within a month after
separation at salaries commensurate with or
higher than the salaries that they were receiy·
ing as Foreign Service officers at the time of
separation. Selection-out benefits payable to
these officers totaled about S64.100. Of this
amount. 563.800 was estimated to represent
concurrent compensation.

We identified the officers from stat..
ments made and other indications shown on
documents relating to their separation. How­
ever. the Department of State did not require
systematic reporting of reemployment by the
Government of officers selected out; conse·
quently. information was riot f\'adily ayailable
to ascertain the full extent to wl:ich payments
ofselectioil-out benefits had been made can·
curreridy wi.!h payments of other compensa­
tion by the Govemmenl.

Seyerance benefits payable to civil ser­
vice employees, as contrasted with those pay'
able to Foreign Service officers. are le!llli­
nated upon the employees' reemployment by
the Federal GoYemment or the municipal goy'
emment of the District of Columbia. and sey·
erance benefits payable to Foreign'Service Re­
serve employees of the Agency for Interna­
tional DeYelopment are terminated or ad·
justed upon reemployment by the Federal
GoYemment.

We brought our finding to the allention
of the Deputy Under Secretary of State for
Administration on June 22. 1966. On Octo­
ber 18, 1966, the Department issued revised
regulations which were to haye the effect of
precluding former Foreign Service officers
from being pmd selection-out benefits concur·
renlly with compensation for employment
with the Department of Stale as other than a
Foreign Service officer; howeYer, such regula­
tion w(" 'oj not haye affected Foreign Service
officer.. selected out and employed by other
Federal agencies.

In our report, we slated that the Con­
gress mighl wish to consider the need for
amending the Foreign Service Act of 1946 to
provide for the adjustment of payable
seleetion-out benefits at such lime as a former
Foreign Service officer becomes reemployed

3

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

7. hatlac....~pwWih.,in4P" t,.
_ ..... ~.IIoo..As a result of our review of
payrolls at the Patent Office, Departmel)t of
Commerce, we brought overpayments of sal­
ary to the allenlion of the payroll supervisor.
At that time we suqested that the payroll
records be reviewed for si'nilar types of er·
rofS. We were subsequently advised that such
a review had been made and that it reyealed
two additional cases in which employees' sal­
ary rates had not been established at the cor·
rect amounts. When we made a subsequent
payroll audit we found additional instances in
which incorrect salary rales had been eslab­
Ushed.

The employees who were oyerpaid did
not meet Ihe statulory requirement for length
of service before advancement to the next
slep in Ihe grade because they had receiYed
general wage adjuslments prior to lransfer to
graded positions. Another employee was not
considered for a within-grade increase when he
became eligible, although the law required
such. consideration.

In a February' 961 report to the Com­
missioner of Patents, we stated our opinion
that our findings indicated the need for a bet·
ter understanding of laws and regulations gOY'
eming the fixing of salary rates for Federal
employees by those charged with responsibil­
ity for establishing salary rales.

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

In March 1961 the Commissioner of
Patents informed us that improyements would
be made in accordance with our recommenda·
tions.



a. Instructing payroll personnel in applicable
laws and regul8tion~ Our review of payroll ree·
ords of the National Bureau of Standards, De­
partment of Commerce, for fiscal years 1963,
1964, and 1965 revealed instances in which
incorrect payments had been made to em­
ployees and eonsultants because pertinent
laws and regulations had not been correctly
applied. We noted a number of instances in
which overpayments and underpayments
were made to employees as a result of (aj
failure to comply with pertinent laws and reg­
ulations applicable to military and court leave,
(b) establlshmcnt of salaries at incorrect rates,
and (c) unauthorized granting of compensa·
tory leave.

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

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

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

We were informed that the Bureau em­
ployed a verification procedure which was de­
~;.l!IIed to disclose and correct such errors but
t6,t the individuals charged with this respon­
sibility had not been able to keep current in
their work and, consequently, had not verified
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the records which we tested. However, our
tests of additional pay records for 1966 which
had been subjected to the Bureau's verifica­
tion procedures revealed errors of about
S16,000 for that year. We also tested the ex­
tent that corrective action had been taken on
the errors reported during the earlier review
and found that about one fourth of the errors
had not been corrected.

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

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

10. ContoIidotion one!,_01 _

dures- In It report sent to the Director of the
National Science Foundation in March 1967,
we pointed out that there was a need for con­
solidating procedures with respect to employ­
ees' Iravel and for formalizing procedures for
processing payroll and fellowship allowance
payments.

In view of the relatively large amount of
travel performed by Foundation employees
and consultants, we belic'Ved that it woutd be
particularly imporlantto have aU Foundation
travel policies and procedures consolidated in
a single document, such as a handbook or
manual, instead of having numerous unconsot~

idated circulars, bulletins, and memorandums.

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

I



procedures or instructions. We :minted out
the desirability of written procedures in the
interest or a well-defined systematic approach
to fmanc:ial operations in order to obtain uni­
formity in the work of the a5Signed employ·
ees, to provide more effeetive control, and to
help in the instruction of new employees.

Although the Foundatio,. .iid not agree
to the need for a sinlle consolidated docu·
ment for travel instructions, it infonned lIS
that it would consolidate its lravel policies
and procedures into three b.1sic circulars.
The Foundation further informed us that it
would develop written payroll and other pay'
ment procedures to be issued by the Comp­
troller's Officc.

11. Payioltby- noo-dal_-In No­
vember 1966 we pointed out that potential
51vinp of about S19,000 a year could be re­
alized by the Bureau of EllJlI'aYing and Print·
inJ, Treasury Department, through the pay'
ment of certain salaries by cltcds in lieu of
cash as was customary for the majority of the
Bu",au's employees.

The Bu","u exp",ssed doubt as 10 Ihe
overall economic advantage to Ihe Govern·
menl for Ihe Bureau to convert to the pay'
ment of salaries by checl<; however, in view
of the saYings Ihat could be realized, we re.~
ommended Ihat furlher consideraliou be
given to Ihe matter. In January 1967 we
were infonned that action had been taken 10
pay these salaries by check.

12. AA II I .....aruJof ...., ............
......We reported to the Congress in June 1%6
that certain transfers or Coast Guard members
belween pennanent duty stations had been in­
direcl, which """,lied in higher cosls. As a
resull of our fmdinll. Ihe Commanding Of­
ficer of lbe 5th Coasl Guard Distllcl insti·
tuted procedures for lransferring recruits and
petty officer·school graduates directly 10 new
duty stations in the Districl. We estimated
Ihat the action taken.would result in annual
saYings of about S17,000.

13. L..... or .... palad..........' • •
_ The Post Office Departmenl followed a
practice of scheduling Railway Post Office

(RPO) employees for road service of more
than 6 consecutive hours' duration wilhout
provision for lunch or rest periods without
pay. Our review indicated that, when estab-.
lishing road duty requiremenls for RPO ern­
ployees, lhe Depart,nenl could achieve suI>­
stantial savinp, without adversely affecling
service to patrons, by providing for such
lunch or rest periods This practice would
be consistent with the ..plations relaling to
employees assigned to distribute mail in sta­
tionary units. The Postal Manual provides
Ihatthese employees shall nol be required 10
work more than 6 hours without a lunch or
rest period of 30 minutes' duration. Person·
nel in stationary units aloe in a nonpay status
during such periods. We found no provision
in thc Poslal Manual concerning lunch or resl
periods, which was specifically related to RPO
employees.

In resJ'Onsc to our inquiry concerning
the lack of provision for lunch or rest periods
in road service schedules, Ihc Department ad·
vised us that the prolelice of permitting mo­
bile unit employees to lake lunch or resl pe.
riods while in a pay status was one of long
slanding and that the legislative history of
mobilc unit pay was silcnt on thc mailer of
authorizing or prohibiting lunch or rest pe­
riods.

In view of thc l>Otenlial ..vings which
wc believe could be achievcd withoul ad·
versely affecting mail service. we suggested
in our report to the Postmaster General in
February 1967 that, when establishin@ road
duty requirements for RPO employees. the
Uepartmenl give furthcr consideration to pro­
viding for 3().minute lunch or rest periods dur­
ing which Ihe employees would be in a non­
pay statu.•. To demonstrate the !X'tential
benefits available, we SUl1l!CSted thai t·h" De·
partment test the feasibility or providin:l 3()'
minute lunch or rest periods wilhout pay for
RPO clerks perfonning road service of 6-1/2
hours or more and the effect that the adop­
lion of such a systcm would have on ovcrall
costs and services. Such tests <'ould be made
durinl the next annual or semiannll~,l ohscrva·
lion of RPOs.

,4. Cue pI ,.tialtof Nt" _,.. Most of
lhe Post Office Department's rural carriers are
compensated under a schedule. established '>y



law, which is based on the length of their
routes and their years of service, regardless of
the hours of work relluired to serve the routes.
Carriers who serve heavily patronized routl.'S
are compensated under a schedule. established
by the Postmaster General pursuant to law,
which is based on th~ hours of work: required
to Sl:rve their routes and their years of service.

Our review of the earnings of the carriers
in the Cincinnati postal region whose pay was
based on route length showed that the hourly
earnings of the carriers varied widely, even
among carriers who served routes of th~ same
hmgth anti rcceiv~d the same annual salarit.:s.
The hourly earning:> of the carriers ranged
a low of $1.88 to a high of $8.41. The hourly
earnings of the carriers whose pay was based
on the hours of work required to serve their
routcs ranged from $1.40 to $~.60.

We ~slil11atcd th"t the costs incurred in
providing rural delivery service in the Cincin­
nilti postal region could be reduced by aboul
$3.4 million annually, if rural carriers' snl­
aries wC'n~ ba!'cd 011 the hours of work TC­

qui~d to perform their duties. The Depart­
ment's jnt~rnal auditors, in a report dated
July 23. }l)()5. prr:sentcd;l natiollwide pro­
jection which showed that such cost reduc­
lions would be about $58 million annually.

In view of the significant reductions pos­
sible in the costs of providing mral delivery
service, we recommended, in a report issued
in DC'c('mber 1966. 111al thc Congress consider
cnacling legislation aUlhorizing the Ilostmastcr
General to compensate all TUfal carriers on the
basis of the hl)urs of work required to perform
their duties.

GO VI:'RNMENT-FURNISIIED
"OUSING. LODGING. AND
MEALS

15. Rental rates for Gov.nment q.......
Ilureau of the Rudget Circular No. A-45 pre­
scribes generally" that the rental and utility
charges for Govemment quarters should be
scl at levels similar to those prevailing for
compar-Jble private housing in the same area
after taking into account certain consider­
ations which affect the value of the housing
to the occupant. As permitted under the Cir­
cular, the Board of SUn'ey of the Agricultural
Research Service. Department of Agriculture,

Beltsville, Maryland, had a:ranted employee.
occupying Government quarters at the Re­
search Center an averallC reduction of 21 per­
cent in the basic rental rate because of unde­
sirable interior condilions and poor he-.ting fa­
cilitics.

OUf review revealed J however, that the
reduction was not adequately ju.tifled be­
ClOUse the interiors of the comparable private
housing had not been inspected and, consc4

quently, it appeared that tbe Board of SUlVey
was not in a position to know whdhcr the in~

tcnor conditions of the private housing were
in fact superior.

We recommended that the Agricultural
Research Service conduct a resurvey di..ccted
toward a positive determination of the interior
conditions and heating facilities ofprivate
Ilousing compared with those in Goverrin~nt

quarters so Ihat. where appropriate, adjust·
ments could be made 10 the Government
tenlal rates. In lA:cember 1966 the Service
t.:omplct~lI a rcappr.Jisal of the rental chaJICS
for Gowmment quarters at the Ct:nter and at
its PllOn)s Introduction Station, Glenn Dale,
Maryland, as well. As.1 result of the reap"
prai~IIJ quart..."'S rental rates were increased by
about $26,670 annu,t1ly.

16. a-w- for Go.U'WI_t·tumiIIi.. t ~ ....
and "tilitiel-· In our r~view of ren(al rates and
utility charges to employees of the Forest Ser­
vice, Department of Agriculture, occu,pying
Government-owned tluarters in the PacUic
Northwest Region, we' found that in several
locations adjustments to basic rental rates ex­
ct:edcd the maximum allowable adjustment of
50 percent permitted by Bureau of the Budget
Circular No. A-45 and Fon,.t Service instruc­
tions. We also found Ihal reappraisals of
chaq,'Cs to emptoyees for utilitie., required at
least onc~ every 3 years, had not been made..

After we brought these matters to the at..
tention of regional officials, rental utes were
adjusted and charges for utilities were reap­
praised. We estimated that, as a resllit of these
actiuns, additional charges of about SJ7,000
would be made between the dates the rales
were revised and the dates of the next sched­
uled reappraisal••

The Forest SelVice subsequently made an
agency wide survey uf utility charge•. After
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fmdi"l similar deficienoiesJn olher rqions,
lhe 8len~~iDslriK:ted'all'6fjhrqiOns 10
ptPill~IIY"C.~frliriYc:~"eo,!".c~;U~'~e
.nc)" als\i'stllltlitheneil'relaledpro¥lSlOlls ml..e Fb...s(Sem~ ~anual.

III a letler tot~Chiefof lhe Foresl Ser­
vice in, J'u~e 'l9~7" we s\aled I,hatirislructions
and'manulilpi'ov,isions would not of Ihem·
sel~es'ensUre':tl1atlhep~bo;dactio~were
beilig taken:,h1'l!ugliout'theace:ncy. We...,.
ge'led"th.n~erewa" need lo.evaluate the
effectiveness;of Ihe ,cunililtprocedures which
eacljJieJiilOal'Pore.ter waS using 10 review
and follow-up'on aclions laken by his foresl
superViSOrs.'in establishinl,ci,arges for renl
an!lulilili"'in.accordani:e wilh agency and
regionalinslrucliohs. We were'subs<lquently
infoinie&by lhe DePuty Chief of Ihe Forest
Service thilt an allCncywide review would be
made. '

17.·dji ••,,01'....-_0.0 ..",,_.~
0WMd •• .•••·~w·• .if . .In~our review
of charge,by Ihe Public 'Health service (PHS),
Depaiilnen1o(Heallh, Ellucalion, :(nd Wel­
fare, for' Goveinment;owned'qilarters provided
ciVilian Govemmenl employees al Mounl
EdgecumbC,Ala<ka;.we found Ihal, conlrary
III Ihe requiremenls of Bureau of Ihe Budgel
Circular No. A-45, Ihe renlal. rales and relaled
charges for ulilities and fU'mishingS had been
established al levels sil!llificantly lowerlhan
those in effeci for,comparable privale hous­
ing in the same area. which resulted in an an­
nlJalioss"in revenues to the Government of
aboul $215,000; Furlhermore, we found
Ihallhe Quarlers' Reevaluation Board ap­
poinled by PHS was nol suflicienlly indepen­
dent to ensure fair and impartiul rates and
charges, because Ihe members of the Board
were employees of PHS and were occupants of
the quarters under consideration.

w.e. fOl1n~ a need for improvement in the
procedures for reviewing rental rate reevalua­
tionS: On Ihe basis of our reeommendalion,
included in a report to the Congress in Augusl
1966, Ihe Deparlmenl revised ils policies and
re~lations 10 require thai appraisers of Ihe
Federal Housing Adminislralion or other Gov·
ernment agencies or commercial appraisers be
utilized in Ihe establishment or renlal rates in
all cases where it is practicable 10 do so. Also,
after our field review was compleled, the
renlals were increased by $2,384 monlhly or
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aboul S28,600 annulilly.

The Department advised us, however,
ihalthe new, rates mighl nol be in consonance
withCircuJar Nil.·A-45 because a survey of
renlal ral~ for Govemmenl-owned housing
Ihroughout Alaska showed Ihat Ihe rales
should:be i"creased from 60 lb. 200 percenl.
PHA is holding any furthet adjW!tmenl in
abeyance pending an appeal 10 the Bureau of
tbe Budget for waiver of ils requirements be­
cause of the potenlial adverse effecl on em·
ployee morale.

lL e:.-uction_-.e01_.......L_" In February 1967, we reporled lolhe
Congress Ihal we believed Ihat savings of up­
wardS of $2 million would havc been oblain­
able over the period of a 33·year country-Io­
country agreemenl if the Uniled Siaies Infor·
mation Agency (USIA), al the appropriale
lime, had soughl and obtained the necessary
funds from lhe Congress and had conslrucled
the houses'required al Brewerville, Liberia,
ralher lhan leasing them from privale owners.
Although the lotal polenlial savings were di­
minishing,each year,. we believed Ihat subslan­
tial savings were still possible by conslrucling
lhe housing. Moreover, the potential savings
could be much higher if USIA's African Pro­
gram Center in Brcwenille, Liberia, were
staffed to Ihe level planned by USIA and if
Ihe number of houses construcled were in­
creased 10 meel Ihe level planned for full
slaffing.

USIA included in ils fiscal year 1964
budget a request for funds 10 construcllhe
African Program Cenler bul did nol furnish
the Congress with information as 10 how it
planned 10 meet housing needs for employees
required to operale Ihisfacility. USIA did nol
request funds for construction of housing in
eilher ils fiscal year 1964 or its fiscal ycar
1965 budgel submissions, allhough il was al­
ready well aware of Ihe desirability of con­
slrucling rathcr Ihan leasing the housing.

We were informcd Ihat USIA had in­
cluded a request for funds for housing con­
slruclion in i\s fiscal year 1966 budgel sub­
mission bul had deleted Ihe requesl when Ihe
Bureau of the Budgel required USIA to reduce
Ihe lotal budgelary funds being requesled. No
requcst for funds for this p\\rpose was made in
eilher Ihe fiscal year 1967 or the fiscal year



196N budget submissions to the Congress. It
appears. thl'rcfore. that the full potential so.v­
ings tl,rough constructing rather than Icasing
housill~ al DrcwcrviUc will nol be achicwd.

19. Use of current COlt daUI in m.I prieM... In
a letter to the Secretary of the Army in NOo'
vemb~r I CJ66. we stated that. during our re­
view of the adequacy of charges for meals
served to CCriain transients on board noating
plants of the Corps of Engineers (CiYil Func­
lions), Deparlmenl of the Army, we found
Ihallhe charges established by lhe Corps were
nor adequale 10 fully recoyer the cosls of the
meals provided. We found that during 1965
the Corps' charges to transients who were re­
quired lu pay for meals were about $13,700
less Ihan the cost of proYiding the meals.

Bureau of the Budget Circular No. A-2S
daled September 23. 1959, proyides that the
Government's full costs-direct and indire<:t­
for pruyiding special benefits Ihat do not ac­
crue 10 Ihe public al large be reeoyered from
Ihe recipients. We stated our belief that, sinee
meals served to tnmsicnts are special services
not ayailable 10 the public at large, the Corps
should recoyer the full cosl of proyiding such
meals.

We recommended thai the Col'Jl5 ICyise
its dlarges to tra,!sients for meals so that. in
complian"e wilh BOB Circular No. A-2S, lhe
full eosl of providing such meals may be re­
l:ovl..'rcd, The Corps advised us that action had
heen initiated to increase the charges for these
llll'i.lls in ordcr that all direct and indirect costs
would be rl'covcn:d by the r~viscd charges.

mA/N/N(; CUSTS

20. ConwnibMnt for COAti...... C al,adAI
service.,' IUlnt to uninnity traiu_... Co a.
ment"iF •.,... Pursuant to the Gownllnt:nt Ene­
ployces Trainin!:! Act, cmploy~~sof most Gov­
ernmenl agcnck=s arc r~quir~d. as a pr~r...'q­
llisilc 10 rccl"iving training at non-Govemment
facilities. 10 sign an agreement to remain with
the agency for a period ClI,,,,llo all""st Ihn.'C
limcs Ihe period of the trJiniR¥ or if voluntar­
ily sepawed before completion of the IraininB
or Ihe ;agrcecJ·ullOn period, to reimburse the
Goyerumenl for Ihe cosl oflhe traininB. The
(,oyerumenl Employees TraininB Act docs nol

/I

apply 10 ForeiBn S<:rviee pen<inncl, and Ihe
Fo~eia;n So;rvice Act of IQ46, which ~oYerns
Irammg 01 Fa",,," Service penonnel dOL'S nol
contain 5Jmitar Provisions. '

_ We foulMl t~al, of 127 FOR" Service
ofllcers who tecel\'ed university train;", dur­
inc the academic years 1962,(;3 throuah 19M·
66, nine had resiJned without .-ompletins a
period of service equal to Ihree tiJlles the P'~

riod of their ltainiJ1&, Trainin,costs. e.clusiye
of IraYel, transportalion, alMl salaries, in Ih"""
cases amounted to about S 11.8S0. If these
Fore.. Servi<..., omeers had·bectlsubjecl to
the same or similar requirements-of the GOY­
ernmenl Employees TraininB A,·t, a portion of
the training costs would haye becn reeoYerable.

We recommended that the Department of
Siale issne reBulations whieh would require
Foreign Service personnel 10 enter into a
continued-semce apeement as a condition to
receivilll traiJlina at Gcwemment e.pc_ at a
non.(;ovemment facility.

On A....... 10, 1967, the Department is­
sued an instruction requltinl that, beJinnina
With the 1967-68 academic year, Dtpartrnent
of State alMl United States Informati<)n
Agency ForeiRn Sel\'ice pel'SOlUtj!l whO re­
eeiYe assignments for an a.:ademic year'. sludy
propam at a collel!l' or university ekCcule a
,'Ontinned-...",,;"'" ....e.!.ncnt. Wilh re5JlI."1 to
a full academic year's study JIfOlII'lUlI. the pro­
Yisions of tlJo! agreemenls to lle e~~.~uI''!i l!y
·~o.rcilUl'SetVictf p..."1'SO;Ine:l~ art ~orisilitcntiwithl

the'proYisions oPlliosc c,ccule,l}pu,,"uallt'IIO
the GoYernment Employees Training Act.

TRA VEL ADVANCES /INO
ALLOWANCI:.~~

21. Rei .. , ift IIIMY I • p" to
.....s 7 Ii OUrcxami·
nation 01' roo votld~rs for trJ\'-:1 of r:orci~n

Service pe"",nnel and iheir "''P''ndents 10 or
from Ihe Uniled States and bctw..",n .Ioc..lilics
outside the United Stittl-S involving Ua\-"ck:lill1l!. I

ur b hou", or more showed Ih~t the perdiem
paynwnts based on the per dil:m ral,.. csta'"
lisI.ed for the point of fin;d d•.'stin~tio" had,,"­
."..<kd what appeared reason.bly nc''''Ss:ltY'IO
n~ct subsistence cxp-:nscs that would havc
been incurred by tb., IraYeler during th... pe-
riod or Ihe trayel.



The vouchers covered reimbursement ex­
penses of certain Foreillll Senice employees
and thelnlependents for travel by aitplane,
lrain, and ship durinS the period September
16,1964, IhfOlllb May 30, I96S. Inouropin­
ion lhe payment or per diem- durins a period
of lravel at the destination rate is inappflll'ri"
ale hecause transportalion fares for travel by
airplaile include meals and by train include
s""pins accommodations where required.
Moreover, lransoceanic lravel by airplane lOr.­
erally is of such short duration that lodgins is
nol an expense faclor.

Travel per diem is inlended 10 be an al­
lowance for each day thai Ihe lraveler is in a
lravel slalus, in lieu of payment for actual
subsislence expenses, and il is designed 10
cover Ihe averdge cosl of a single room wilh
balh; me.ls; incidentals stich .slaundry, dry
cleaning, and tips; and relaled Iravel expenses.
Consequently, paymenl of a per diem r.te
which includes allihe elements of cosl used in
establishing the destination rale results in lhe
traveler receiving an amount whicll is greater
than Ihe expenses Ihat he is likely 10 have in­
curred durinS the period of travel.

By leiter daled June I, 1967, the Deputy
Under Secrelary of Siale for Administration
expr....d agreemenl with our position that
the use of a deslinalion rale inslead of Ihe rate
prescribed by lhe Standardized Govemmenl
Travel Resulalions had led 10 higher per diem
paymenls. He advised us Ihal appropriale
steps had been laken 10 eliminale the destina-

, tion rate and to ensure Ihallhe guidelines set
i forth in the Siandardized Government Travel
I Regulations would be followed.
i

I
, On July 13, 1967, Ihe Department of

S.ale revised its regulalions effective AuguslI IS, 1967,10 limit per diem to S6 for employ­
, ees lravcling for oj houn or more by airplane,
! train~ or ship to, from, or between points out-

side Ihe continental Uniled Slales, including
; slopovers of Ie.. Ihan 6 hours.,
I
i
1 22. u.. of Gow'iiM••'t-OWMd rather a...",.
I •...., owMd v.liell. tor off!;__Mal Our revieW
; oftravel procedures al 14 major Governmenl
I agencies showed that agencies had nol heen
I furnished management information on the
• cost of operating molor pool cars at various

mileage levels and Iherefore were not in a
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position 10 adequately con~er Ihe alternative
of providing molor pool cars to high-mileage
drivers who drive their own cars on official
business.

Our more detailed reviews at selected
field offices of lhe Inlernal Revenue S<rvice,
lhe Federal Housing Administration, and Ihe
Federal Crop Insurance Corporation showed
lhallhe annual cost of reimbursing high­
mileage drivers for official travel exceeded Ihe
cost of operaling molor pool cars by aboul
524S,OOO. If Ihe mileage palterns observed
were typical, these agencies' annual nation­
wide coslSof reimbursing high-mileage drivers
for official travel exceeded Ihe cosl of operal·
ins interagency motor pool cars by aboul
51.6 million.

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

23. UIo of__lit __Our review
showed lhat cenlral office employees of the
Federal Home Loan Bank Board traveling by
air to certain major cities used first-class ac­
commodations although the airlines offered
suilable less costly accommodations. Fur­
ther, in a number of inslances, the Iravel
vouchers of employees utilizing first-class air
accommodations contained no justification
for Ihe use of such service.

In July 1966 we recommended Ihal the
Board (a) reemphasize 10 the employees Ihe
need to follow more closely Ihe Board's pol­
icy of using le..-than-fml-cla.. air accommo­
dalions whenever possible, (bl require em­
ployees to include a juslificalion on Iravel
vouchers when flrst-<:lass air accommodations
have been used, and (c) make periodic reviews
of lravel performed 10 delermine whelher Ihe
use of fmt-class air accommodations has been
consislent wilh the requirements of the travel
policies promulgated by the Bureau of the
Budget and adopted by Ihe Board. We were



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

24. Controlling ","ount and liqu_ oftr_ ............. In July 1966 we poinled oul •
that funds for authorized (mvel were advanced
to employees of Ihe Federal Home Loan Bank
Board in amounts greater than necessary and
reasonable to meet travelers' requirements
pending periodic reimbursements, and that
certain of these advances were allowed to re­
main outstanding for extended periods during
which no travel was performed.

In a review of travel advances totaling
$9,863 al June 3D, 1965, made to 43 centrdl
office empJoyces, we found that advances is·
sued to 22. cmploye-cs were in excess of their
needs. These advances ranged from $ t 1~ to
5500 and Iotaled 56,600, of which 54,400
was in excess of the travelers' needs. During
fiscal year 1965, some of Ihese 22 employees
did nol perform any travel and other employ­
ees' travel ranged from 1-3/4 to 61-1/4 days
and their travel vouchers averaged from $42
to $147. Our review also revealed Ihal Iwo
employees were holding travel advances at
June 3D, 1965, although they had performed
no travel for 13 and :!4 months, respectively.

We recommended that the Board's
Comptroller take the necessary sleps 10 en­
sure that travel advances are limited to the
amounts necessary for the performance of
the travel and Ihal refunds are oblained for
the advances as required by Ihe applicable
regulations. We were advised by an agency
official in July 19661hat sleps had been
taken to remedy the objections enumerated.

UNIFORM ALLOWANCES

25. a-.unitiesf.,. _ ....In our Febru­
ary 1967 report to Ihe Bureau ofCusloms,
Treasury Depatlmenl, we expressed Ihe opin­
ion Ihat the Bureau could improve Ihe admin­
istralion of ils uniform allowance prolll3m and
effecl savings to the Government if Ihc uni­
form requiremenls for certain employees were
more in consonance with Ihe nalure of Ihe of­
ficial dUlies performed by these employees
and if the Bureau of Cusloms reimbursed cer­
lain employees for uniform purchases in lieu
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of paying annual cash allowances. 11 was ourl
opinion also tllat. boca..,. of lhe substantial
differences in uniform replacement require- I
ments between different Customa e1ialrieta. tl1
Bureau should review and adjust its annual
uniform allowance slandards for individual
unifonn items.

In commenting on our rtndinss. the C
missioner of Customs advised us Ihat action
had been laken to provide certain employees
wilh less costly roqlt-duty uniforms in lieu
full-dress uniforms. We were later advised th
consideralion would be liVen 10 Ihe need for
individual uniform items and Ihat Ihe Bureau,
would consider eslablishing uniform standard
according 10 ge<>lraphical areas. Subse­
quently. the Bureau apeed thaI. for those
areas where there would be silnulC8nt poten­
tial savings because of Ihe recompuled sian­
dards, paymenl of uniform allowances would
be made by direcl reimbunemenl.

26.'.. aefUlllkM,. _.u.ef_·
illl allow.... Our review indicated that sub­
slanlial savings could be achieved if Ihe Posl
Office Departmenl discontinued lll3nlins un'
form allowances 10 window clerks and entere
inlo procuremenl conltacls for the fumishi
of the ~ulhorizeduniform ilems. We noled
Ihal further savings could be achieved .if lite
Departmenl cnlered into procuremenl con­
trdcls for lhe furnishina of uniform ilems for
carriers and employees in olher postal crafts.

In a Seplember 1966 report 10 Ihe Con­
gress, we proposed III.llhe Department slud
Ihc uniform n,'eds of employees stalioned in
various seclions of lhe country and thatlhe
Department consider furnishing unifonm in
lieu of providing uniform allowances, after
making a detailed sludy 10 delermine the mo
praclicable and economical means of furnish­
ing and distributing uniform ilems 10 employ
ees.

Prior 10 Ihe issuance of our report. the
Poslmasler General advised us Ihal, wilh cer­
lain necessary quaJjf'lC8lions, he inlended 10
initiale prompt action on our proposal. He
advised us further lhat chanaes in the method
of providing unifonn items to carriers and em
ployees in other crafts would be given close
allenlion.



SUbsequent to the issuance of our report,
the Postmaster General informed the Director
of the Bureau of the BudlOt that, althoU8h
""vinllS rni&ht be achieved by adopting our
reco"!rnendalioli, the. Dc;partment did not be­
lieve that the applicable legislation and coil­
gressional intent permitted the Department
10 adopt the recommendalion with regard to
omployees already receiving uniform allow­
anoes. TIle Postmaster General further ad­
vised that the Department ...as in the process
of permitting ceitain.additional employees to
wear uniforms and planned to provide uni­
forms for this group through a contraot sys­
tem, thereby gaining e~perience which would
be helpful in Ihe future should the Congress
amend the present legislation.

On September I, 1967,Ihe I'osl Office
Department issued an invitalion for bids on
uniform items 10 be supplied to about 5,000
employees engaged in custodial nlaintenam.-e~

mail handling, and vehicle maintenance activ­
ities.

27. Clth ollowo_lor lhe _ioltion ..d ..
pi ,..tohwi_·ln a report to the Direc­
tor, Bureau of Sport Fi.heries and Wildlife,
United States Fish and Wildlife Service, De­
partment of the Interior, in November 1966,
we pointed out that the Bureau had estab­
lished a program for providing dress and work
uniform allowances for ils field station employ-

eos without takin, into eonsideration the em­
ploy...• varying needs for uniforms.

We found· that, when the Bureau's uni·
form pr()gram was initiated, the same uniform
requirements and allowances were established
for all field stalion employees even though
diffetentglOups of employees performed dif­
ferent dulies, had different needs for uniforms,
and IIlerefore could reasonably be e~pecled

to incur acquisition and replacement costs of
different amounts.

After we brought our findings 10 the ai­
lention of the Department, we were advised
lhat the requirement that all field employees
own a dress uniform had been eliminated and
lhat the determination as to which unclassi­
fied employees must own a dress uniforn.
would be left to the di';cretion of :::~ regional
directors. Sumcquently, we ex;aressed t.'ur be­
lief that the Bureau should reevaluate its dress
uniform requirements takin~ into considera-­
tion its experience in those instances where re­
gional directors have decided that unclassified
employees need not own dress uniforms.

Although the elimination of require­
ments for dress uniforms might not have an
immediate effect with resp-;:ct to lower uni-­
fornl allowam.'CS, we felt that it could result in
lower overall costs to the employees as well as
preclude the need for raising uniform allow­
ances in the future.

11



ADMINISTRATION OF ACTIVITIES, SERVICES, AND BENEFITS UNDER
FEDERAL PROGRAMS

COMMODITY DISTRIBUTION PRO­
GRAM

28. Obtlining advantages of minimum carJoid
ratM-In a report submitted to the Congress in
December 1966, we stated that there were
opportunities for the Consumer and Marketing
Service (C&MS), Department of Agriculture,
to reduce the casl" of transporting donated
commodities to StOlte distributing agencies by
providing for the shipment of commodities in
lot sizes consistent with the minimum shipping
weights provided in carner tariffs, We found
that two commodities-print butter and frozen
beef-were being shipped to State agencies in
lot sizes hilving gross weights below the mini­
mum shipping weights upon which the freight
riltes of certain carriers were based. On the
basis of au! review, we cstimat~d that savings
of about $138,000 could have been realized
in I year if the size of the carload lots of print
buttcr and frozen beef had been increased.

Although C&MS took specific action to
increase the size of butter and frozen beef
shipments, it was our belief that existing prO"
cedures had not been sufficiently strengthened
and, therefore, th~t further steps were neccsp

sary to ensure that lot sizes for all commodip

tics would be established and maintaincd at
levels that would efft:ct the most economical
shipping cost consistent with program require·
mcnts. We therefore recommended that
C&MS establish specilic proc.dures to achieve
this objective.

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

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

The Associate Administrator, C&MS, ad­
vised us in May 1966, that C&MS planned to
have Slale agencies make their requests for
shipment so as to permit the maximum use of
eilher truck or rail, in order to hold transpor­
tation costs to a minimunl. In this regard
C&MS issued an instruction to State distribu(,
ing agencies in July 1967, selling forth proce­
dures for selecting the method of delivery,
111e instruction provides that donated com­
modities are to be shipped by whalevcr
method of transportation results in the least
program costs, except when program opera­
tions necessitate a specific method of ship­
ment.

30. EHtue••••1of fIInity ".by.......
mentt--Our examination into thciad"ministra..
tion of the program for distribution of Gov­
ernment-donated food commodities to needy
families in the State of Pennsylvania revealed
that food donated by the Department of Ag­
riculture was distributed to a signific..nt num­
ber of families who did lIot meet the eligibility
requirements for participation in the program.

From statistical samples of cases in three
Pennsylvania counties selected by us for re·
view, we estimated that <a) ofthe 55,160 fam­
ilies participating in the program in these
counties at the time of our review, between
14,400 and 26,800 did Ilotmeet eligibility re­
quirements and (b) donated commodities dis­
tributed to such ineligible families during a 3­
month period cost the Federal Government
between S I82,OO(hnd $602,000,

After we brought our fmdings to the at­
tention of offICials of the Consumer and



Marketing Service (CAMS), Department of Ag­
riculture, State,md local officials reviewed the
c:lseklad' of eight counties in Pennsylvania, in­
cluding the three counties that"we reviewed,
to determine the eligibility of the families,
TIleS«: reviews resulted in the removal of about
18,800 families from the rolls of eligible par­
ticipants. We estimated lhat this action would
rcsnll ;,;, savings of approximately $665,000.
Also, the Administrator,TAMS, advised us in
August 1966 of various corrective actions,
consistent with our proposals, that would be
taken to improve the administration of pro­
gt'Jm activities. Our report to the Congress on
this mailer was i..,ued in February 1967.

DISABILITY COMPENSA TION
B/:"NJ::FITS

31. Oilability compemation paymenCl greater
tha._-.mv I._by '.....In December
1966 we reported to the Congress on our re­
view of the method used by the Bureau of Em·
ployees' Compensation, Deparlmenl of labor,
in computing disability complJnsation increases
authorized by the 1949 amendment to the
Federal Employees' Compeosation Act. Our
report revealed that the Bureau's method re­
sulted in the largest rate of increase in disabil­
ity compensation ror the least disabled and
th:lt partially disabled claimants received com­
pensation increases of as much as 400 percent;
whereas, totally disabled claimants were lim­
ited to increases of 10 or 40 percent. In our
opinion, the legislative hl~tory of the amend~

ment indicates that compensation increases in
excess of 10 and 40 percent, depending on the
date of the injury, were not contemplated.

We estimated on the basis of our review
OIt four offices that. nationwide, from October
1949 through March 1965, approximately
1,700 partially disabled claimants received
payments thaI exceeded by about $2.2 mil­
lion the amounts which, in our opinion, were
intended and that these higher payments wcre
continuing at a rate or about $ ) 23,000 annu·
ally.

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

In commenting on our finding, the De­
partment did not agree lhat the Bureau's
method of computing compensation increases
was incorrect. No comment was madc, how·
ever, on the inconsistency between~the
method of computation used by the Bureau
and the method of compulation set forth in
prior rulings of the Board.

The act provides that no recovery shall
be made where an incorrect payment has been
made to an individual who is without fault
and where recovery would dereatthe purpose
of the act or would be against equity and good
conscience. Howcvert we expressed the opi~
ion that there was no justification for conti~
uing to make such payments at fates not in·
tended by the 1949 amendment.

In view of the difference of opinion be­
tween the Secretary of labor and the Gener.1
Accounting Ornce as to the proper amount of
increaftCd compensation intended under the
1949 amenument to Ihe Federal Employees'
Compensation Act, we su@gested that the Con­
gress may wish to express its views in this
maUer.

32. Prewntion of overpayments of diRbility
compensation-In June 1967 we reported to the
Congress on our review of the procedures and
practices rollowed by the Bureau of Employ­
ees' Compensation. Department of labor, in
computing compensaUon awards to partially
disabled Federal civilian employees. OUf re­
view showed that there were inconsistencies
among district offices and within district of­
fices in the procedures roJlowed and lhat this
resulted in correspondingly inconsistent
trcatmenl of disabled employees.

In our examination of the records for
505 disability compensation awards made
from January 1960 through September
1965 by four district offices, we round that
308 disabled employees had received excess
payments averaging about 5219 a case during
this period. The excess payments resulted



In commenting on these matters, the
Secretary of Labor outlined a number of im­
provements being made in Bureau administra­
tion which substantiaUy included the actions
we had proposed. After our report was issued,
the Bureau issued instructions for obtaining
the required nonmedical information during
the recovery period so that, as we had 0""
gested, a claimant's w~rningcapacity can
be promptly determined when he reaches
maximum medical improvement.

primarily from the practice in two offices of
reducing disabled employees' estimated wage­
earning capacity to the next 5-percent interval
below that recommended by the rehabilitation
advisors. The practice of adjusting wage­
earning capacity in favor of the claimants
caused these disabled employees to receive ex~

cess annual payments averaging about $60 a
case at the time of OUf review.

We estimated that, if the practices noted
during our limited review were essentially the
same at all 10 district offices, the Bureau had
made overpayments of about $370,000 from
January 1960 through September 1965 and
could aehieve savings of at least $100,000 a
year by eliminating any adjustment of the per­
centage of wagEX:3rn.ing capacity computed.

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

33. Expediti"8 reducttons of eo"...wlion
_menu- In January 1967 we reported to the
Congress on our review of the practices foI·
lowed by the Bureau of Employees' Compen­
sation) Department of Labor, in adjusting dis-­
ability compensation payments to injured
Federal employees from temporary total disa­
bility rates to partial disability rates. We
pointed out the need for prompt adjustment
of compensation payments to total disability
claimants after it is detennined that they are
no longer totally disabled. Our examination
of 854 cases at four district offices showed
that, over a Io-year period, 562 claimants had
received about $656,000 more than they
would have received if partial disability rates
had been established effective at the time
medical evidence showed that their total disa­
bility had ceased.

On the basis that the conditions found
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existed also in the six districts not visited dur­
ing our reviewJ we estimated that, -Muonwide,
claimants then on partial disability rolls may
have been pllid additional compensation to­
taling about SI million.

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

!

I
I
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DREDGING OPERA TJONS. II

34.1" tiolponl\ 1l... 1n ..._of....
inti 1 iliuo. In IJecember 1966 we reported I
to the Congress that the Corps ofEnsineers
(Civil Functions), IJepartment of the Army, I
needed to improve its procedures so as to en­
sure compliance with existing law which pro­
hibits depositing industrial waste solids into
navigablc waters unless a permit is obtained
from the Secretary of the Army authorizing
the deposits. We found that the Chie.r of En­
gineers had not established adequate and uni­
form procedures for determiniilll whether in- ,
dostrial plants were depositing into navigable I
waters waste solids that reduced the navila- .j
hie capacity of a navigation project.

r



Because there are a number of industrial

:u~~~~;~~~~:~::o
some of'theloi,depoat,f.eiiUit'in olto.'liJIi and
that thC CorpsOOlild:,ei1iieiilnif'.carit savinp
in mainteninCe d~d8i!tI¢Os~bY reqliirllll
that indiJstryei~h~jtoJid~'ilI.waste
.solidsintonavillll!le w,aters or obtain permits
whichauthorizcdejlositsbUt require partici­
pation ill the costs of maintenance dredlinl of
shoaJsresultilllfrom such deposits. Because
of the technical knowledge required to make
such a determination, it was not practicable
for us to deternlille lhe amount of shoalinl
that had' been calded by the depositing of
waste solids into navilllble waters.

We recommended tltat lite Secretary of
Ibe Army direct the Chief of Engineers to~
lablish unifortn procedu",. (a) for identifyin.
industrial plants that are depositing waste sol­
ids into navipble waters, (b) for providing a
means by which the deposited waste solids
and the IIlSUhing shoaling can be: measured and
by which each induslrial plant's proportionate
share of the maintenance dredging costs can
be: identified, and (c) ",quiring that any plants
so identified either stop depositing waste sol­
ids into navipble waters or obtain from the
SeCllltary of the Army pennits aulborizing
continued deposi:ing bUt requiringlhat the
planls participate in the costs of maintenance
dredging.

We ",commended also that, whenever a
plant refuses to obtain a permit or stop depos­
iting waste solids into navilllble waters, tlte
Corps take appropriate legal action.

In February 1961 Ihe Chief of Engineers
issued an engineering circular which (a) empha­
sized the pertinent laws relating to industrial
deposits into navigable waler and (b) directed
lhal corrective aclion be taken in accordance
with our recommendations.

FARM PROGRAMS

35. PlG_ti...uicM on Ihipmentl of per....
8bIe CDmIIIocUlics On the bam of our review of
Ihe praclices foUowed by the Commodity
Crewl Corporalion (CCC), Deparlment of Ag­
riculture, in providing proleclion from heat
and cold on shipments of certain perishable
commodities, we concluded that CCC could
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save on its rail transportation costs by elim;'
natilll elU ioe protection on shipments of
butter andcheeoe without risking spoiIaae or
deterioration.

We estimated that CCC could have real­
ized savinp of about 5219,000 in transporta­
lion costs for butter and cheese during the
year reviewed if it had required protective ser­
vices comparable to Ibose of a commercial
shipper. Also, we expreaed the opinion that
additional savinp might be available on ship­
ments of olber perioltable commodities.

The Executive Vice President, cec, con­
curred in olir suuestion that a comprehensive
stlidy would be desirable and stated that an
evaluationof protective services required for
protecting perishable commodities from dam­
age or deterior-.tion in transit would be made.
He stated also that Ibe requirements would be
revised, where appropriate, to keep the cost of
protective services at a minimum consistent
with prudent management and that periodic
evaluations would be made of the adequacy
of such requirements.

However, the Executive Vice P",sident
questioned the practicability of adjusting gen­
erally prescribed amounts of protection \0
take into consideration special weather condi­
tions existing at the time of shipment. We
exp",sscd the belief that, to obtain the maxi­
mum benefits from revising the protective ser­
vices requirements, provisions would have to
be ma". for revision of previously issued in­
structions to cover a situation where weather
conditions upon which such instructions had
been based changed substantially prior to
shipment.

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

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



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

36. Use of revised conversion f.ctors in re­
poning on quantities of wheat proceued- Wheat
processors arc required to report periodically
to the Commodity Credit Corporation (CCC),
Department of Agriculture, the quantity of
wheat which they process into food products
and to purchase uomcstic wheat marketing
certificates equal to the number of bushels of
wheat used in the manufacture of such food
products. Departmcnt~i r:!:;!.iiations provide
that a wheat processor COJO elect to report the
quantity of wheat processed either on the
basis of the weight of wheat processed or on
the basis of a standard conversion factor estab­
lished by the Department.

Th~ conversion factor eSfablished for
white nour for the 1964 and 1965 marketing
years represented approximately the average
extraction ratc for white flour produced in
the United State!' in 1963. Our review re­
vealed that many processors using the Depart~

ment's standard factor actually extracted
nour at below-average rates; consequently.
they used mor~ wheat to produce a hundred­
weight of nour than was recognized in the
standard conversion factor. As a result,
such processors did not acquire certificates
equal to the number of bushels of wheat actu­
ally processed into white flour.

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

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

In a report submitted to the Congress in
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November 1966, we stated our belief that the
revised factor was not representative of the ex­
traction experience of mills reporlin. on the
conversion factor basis and that its use by cer­
tain mills would still result in substantial loss
of proceeds to CCC. We recommended, there­
fore, that the Department take further actions
(0 minimize such losses. The Department fur­
ther revised its regula lions accordi11lly.

31. ull of ¥Kcine in eNdicMion of hOi cIIol·
on-We found that there was a need for the
Agricultural Research Service (ARS), Depart­
ment of Agriculture. to str~ngthencontrols
over the use of modified livc virus vaccines in
the program designed to eradicate hog cholera.
Use of such vaccines during 1964 and 1965
was cited by ARS as the probable source of
hog cholera, where the probable source could
be identified, in about 15 percent of all re­
ported outbreaks of the disease in the Nation.

In our report submilled to the Congress
in April 1%7, we made certain proposals for
strengthening controls and recommended that
the Secrecary of Agriculture make our report
available to an ARS study group which had
been set up by the Secretary to establish basic
guidelines for using different vaccines in the
flnal phases of the eradication program. Sub­
sequently. our report was made available to
the study group. After considering the report,
the group supponed in gener.1 our proposals
for corrective action.

FEDERAL-AID AIRPORT PROGRAM

38. f_ ponieipotioft in thII_ of _ t.
.itpew .... In reports to the Administrator, Fed·
eral Avi.tion Administration (FAA), issued
during fiscal year 1%7, we stated that Federal
participation in the cost of land for certam aIr­
ports should have been reduced, as required by
FAA policy, by the value of (a) land not
·needed for airport putposes and (b) improve­
ments retained or sold by airport sponsors.
We recommended that the excessive Federal
participation, totaling about $350,000, be re­
covered from the airport sponsors.

FAA agrc.:d with our findings and stated
that the excessive Federal participation would
be recovered.



39. llelIrmining oirport _In a report to
the Congress in October 1966, we stated that
our review showed that the Fedeml Aviation
Mininistmtion (FAA) had made separnte
grunts to the adjacent communities of Kenai
and Soldotna, Alaska, for improving their re­
spective airports, although il should have been
evident to FAA that both airports. as im­
proved, were not needed. We found that each
of the improved airports was capable of ac­
commodating 100,000 air operations annually,
which far exceeds the fore..:eable combined
traflic loads of Ihe two airports.

We expressed our belief Ihat a significant
porlion of Ihe grant of $233,300 10 the
Soldotna airport would not have been neces­
sary if the Ah.ska Region had followed Ihe
agency's area airport policy of developing only
one airport, where possible, to serve the needs
of more than one community. The Washing·
Ion headquarters omce had not established
adequate procedures and" controls to ensure
compliance with the area airport policy.

FAA indicated general agreement with
our findings and proposals for corrective ac­
tion and informed us that 3b"Cncy directives
for the implcment3tion of the arc:. airport pol·
icy would be strengthened. In February 1967,
FAA issued pro,:edures which require that 10­
c..tions with possible regional ajrporl potential
be identified and that requests for aid under
the Federal-aid airport program for locations
so identified be snbjectto careful review for
applicabilily of the regional airport concepl.

111e revised procedures, if properly im­
plemented, should ensure th..:t adequate con­
sideration will be given to the area airport pol·
icy in evaluating requests for grants under the
Federal-aid airport program.

4 O. Apprailll reports on acquisition of Iand­
We reported to Ihe Federal Aviation Admin­
istration (FAA) in April and June 1967 and
to the Congress in August 1967, on our re­
views of grants made by FAA under the
Federal·aid airport program. We stated thaI
appraisal reports on land acquired for cerhlin
:.,irport development projects djd not fully
meet FAA's standards for such reports: and
that lhe reosonableness of the land costs in
which FAA agreed to participote were not
adequalely supported by appraisal reports.
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Most of the appraisal reports reviewed
were deficient in that they did not establish a
specific relationship belween comparable mar­
ket data and the appraised values. In some
cases, the sales listed in the appraisal reports
as compamble sales were not appropriate-bc­
cause of location, size, or type ofproperty-for
use in establishing the value of the airport land.

We noted some instances where the same
persons or firms had appraised the land and
negotiated the purchase price. In some cascs,
the negotiation fee paid to the .ppmiser was
based on a percentage of the negotiated pur·
chase price. The practic-e of permitting the
same person to perform bolh appraisal and
negotiation functions is objectionable because
it lessens the independence of the appraiser
and could result in innaled land costs to the
airport sponsor and in greater Federal partici­
pation in such land costs. This problem is
compounded when the negotiation fee is
based on a percentage of Ihe purchase price of
the land.

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

FEDERAL-AID HEALTH PRO­
GRAM

41. Financial administration of health granu
made to SuUs-·As reported to the Congress in
August "nd Seplcmber 1966 and in July 1967,
our review of Fedeml grants to ~everal States
for supporting certain essential health services
showed a need for more effective administra·
tion by the Public Health Service, Department
of Health, Education, and Welfare, in order to
reasonably ensure that such Federal g.'<Int-in­
aid funds fully serve Ihe purposes for which
they are made available. Our review covered
grants for heart disease control, cancer con­
trol, and programs for the chronically ill and
aged in Illinois; heart disease and cancer con·
trol programs in Indiana; and programs for
the chronically ill and aged in Washington.



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

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

FEDERAL-AID HIGHWA Y
PROGRAM

42. Clarification of admiftistmiYe. ; - ..bit­
iries for mu'tiagency construetion projects-The
John Day'. River Bridge on Interstalc Route
80 N in Ihe State of Oregon. constructed al a
cOsl of about $2.4 million, collapsed in De­
cember I 964--about 15 months after comple­
tion-as a result of scouring of the stream bed
around and below Ihe footings of one of the
bridg~ supports during extreme flooding con·
ditions. The footings of this supporl had been
eSlablished on compaclcd sand and gravel ap­
proximately 14 feel above bedrock, which was
contrary to the original contract requirement
that the bridge piers be founded upon bed­
rock.

The bridge was designed and constructed
under the supervision of Ihe Oregon State
Highway Department under a contract with
the Corps of Engineers, n"partment of the
Army. Because Federal-aid highway funds
were involved, the Bure~tU of Public Roads,
Federal Highway Administration, Department
of Transportation, in accordance with the re­
quirement§ of Federal-aid highway legislation,
reviewed and approved the construction plans
and specifications and concurred in the award
of the construction contract.
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The Bureau's division office that had the
responsibility for reviewing and approvin~all
changes was not made aw,,", of the change in
the pier's elevation until .bout \-1/2 months
.rter the footinss had been poured_ The State
did not notify the Bureau nor obtain its ap­
proval before the ehanae was made, and there
were certain misunderstandinp, principally
because the memorandum of understanding
between the Corps and the Bureau· did not
clearly define each of the agency's responsi­
bilities. We found that the Bureau rc:lied on
what it thought was a thorough review by the
Corps and did not attempt to independently
evaluate the change, when it was rltSt in a p0­
sition to do so, after the chall" took place.

In our December 1966 report to the Con­
gress, we recommended that, to .void future
misunderstandings concerning agency respon·
sibilities in reservoir highway relocation proj­
ects in which Federal-aid hiaJtway funds are
involved, the Bureau and the Corps revise
their memorandum of understanding to more
clearly define for each a(lCncy the respective
f<'SjlOnsibilities .nd limitations set forth
therein and that the significance of the chan
be brought to the allention of responsible
field officials of both agencies.

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

43. p, ab" •• in lacltiolt of'inM'." hitIhMY
......... in utta. __Our continuous review
of the various aspecls of the Federal-aid high­
way progrJm administered by the Bureau of
Public Roads, Federal Highway Administra­
tion, Department of Transportation, indicated I
thai the timely and economicill completion of I
the Interstate Highway System may he hin- ~

dered by unresolved route Ioclltion .nd design •
problems for segments in major metropolit.n
areas. The problems stem basically from an
inability of the parties concerned-Federal,
St.te, and local-to reach .greement 011 suit­
able specific route location or design features.

With the passage of the Feder.I-Aid High­
way Act of 1956, the Congress declared that
prompt .nd early completion of the Interstate



Highway System was essential to tlte national
interest and specified its intent tltat tlte entire
system be brought to simultaneous comple­
tion by lune 30, 1972. Durinlthe early years
of tlte pl"Qllflm, tltere wa' little indication tltat
tlte system Could not be compleled as planned.
In 1965, however, the Bureall advised certain
States that it was concerned with the slow
proJl"SS being made in connection witli urban
segments of the system.

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

The Bureau, in commenting on these
matters, advised that these unresolved seg·
ments were not vital links in the unif..d na­
tional network of lite Interstate Ilighway Sys­
tem but, mther, were vital links only in met·
ropolitan transportation systems and would
serve to improve metropolitan traffic cireula­
tion, relieve local congestion, and provide ser­
vice through the central district. In this reo
gard, the Bureau slated tltal failure to com­
plete tltese segments would not prevent the
completion of an integrated and complete In­
terstate Highway System.

TI,e Bureau slated also that the route 10­
calion problems could be resolved by deleting
route segments entirely from the Interstate
Highway System and substituting other inter·
state connections. TIle Bureau pointed out
that this approaclt Itad been used in San Fran­
cisco without any adverse effects on the URi·
ned national network of interstate highways.
In this case, the Bureau, in Marclt 1966, de·
leted two interstate segments from the system
and rerouted a third inlerstate segmenl be­
cause no progress was being made toward
ll"ining local approval of thc localion of lite
rOllle. These segments lolaled aboul 14 miles
and, in 1965, were expected 10 cost aboul
S330 million.

Both Slale and Bureau officials recog­
ruzed, however, that the deleted segments or
substitules therefor would eventually have to
be constructed in order for San Francisco to
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meet its traffic needs. Moreover, lJureau offl·
cials informed us that, if the Stale could dem­
onstrate to the Bureau t.hat the deleted ....
ments couJd be reestablished and bwlt before
1972, the Bureau miBltt designate portion of
the deleted segments as part of the Interstate
Highway System. It appears, therefore, that
the Bureau's approach to the route location
problems in San Francisco was an expedient
solution.

It. was our opinion, after reviewing the
problems associated with Ihe location of inter·
state segments in metropolitan areas and ana·
Iyzing the Bureau's comments on these mat­
ters, tltat the Bureau's solution 10 these prob­
lems carried wilh it such consequences that
the ConJl"SS might wish to examine the ap­
proach in detail. Therefore, in August 1967
we reported these matters to tlte Congress for
its consideration in its continuous review of
the Fedeml-aid highway program.

FLOOD CONTROL PROGRAM

... Itequl_tor a 1 to.

..... _'=.oI'pnljact-ln a report 10 the Con­
gress in January 1967, we pointed out that,
although it is the policy of the Corps of Engi­
neers (Civil Functions), DepartlRent of the
Anny, to recommend 10 the Congress a local
contribution toward the costs of flood-eontrol
reservoirs that serve essentially as local flood·
protection measures or produce some specifIC
local benefil, a local contribution had not
been recommended in connection with the
costs allocated to flood control for the Del
Valle Dam and Reservoir in California. We
expressed our belief that a more complete
evaJuation of the factors involved-which, in
our opinion, reasonably should have been
made in the circumstances-would have indi­
cated that a local contribution of between
SI.1 million and $2.4 million may have been
appropriate in connection witlt the proposed
project costs allocated to flood control. The
flood-eontrol slorage to be provided by Ihis
project appears to be essentially a local flood­
protection measure for which, under Corps
policy, a local conlrib~tion could have been
recommended.

So that all essential information with reo
spect to local benefils on projects sllch as the
Del Valle Dam and Reservoir will be available,



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

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

FORE1GN ASS1STANCE PROGRAMS

45. Competitive bid procedures, adopWd on
Govemment-fin"nced procurements-We reviewed
the procurement pf"Jclices fonowed by the
Afro-American Purchasing Center, Inc.
(AAPC). ~cw York, N.Y.. in regard to thc
nondisclo!ure of the prices paid for measles
vaccine purchased with Agency for {olema-­
tional Dcvelopmcnt (AID) funds for use in
African countries.

From September 1965 through May
1966, AAPC procured by negotiation over
2. I million doses of measles vaccine with
$930,000 of AID funds that had been granted
to Afric.an governments or organizations. In
November 1966, AAPC was authorized to
procure over 3.3 million additional doses of
measles vaccine, which was to cost over S1.3
million, with AID grant funds as the first in­
crement of a significantly larger smallpox
eradication and measles control program in
Africa over a S·year period that would require
an estimated 24.6 million doses of measles
vaccine at a cost of about $ I0 million in the
fiscal years 1967, 1968, and 1969.

AID Regulation I stales that formal com­
pelilive bid procedures will be used if required
by lhe implemenling documents or if elected
by the importer. The regulation further states
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that, if procurements are not subject to for­
mal competitive bid procedures, they should
be made in accordance with aood commercial
practices. The implementing documents, is­
sued to AAPC by AID, concerning the mea­
sles vaccine procurement did not require that
formal competitive bid proce<!ures be fol­
lowed but required that AAPC comply with
AID Regulation I which permits good com­
mercial practices. The president of AAPC ad­
vised us that, as a matter of business ethics,
AAPC followed the commercial practice of I

not revealing the award price except when di­
rected to do so, such as in the case of procure­
mcnt. financcd with AID loan funds.

We were advised by AID officials that,
where AID loan funds were involved in Africa
it was AID's practice to require pubtic open­
ing of bid. and that, if they were to make the
measles vaccine procurements direclly, tt1ey
would be required 10 follow tile provisions of
thc Federal Procurement Reaulations requir­
ing the disclosure of prices paid even though
the procurements technically could be con­
sidcred as made through negotiation ,..lther
than through formal competitive bidding.

Under the circumstances, it seemed to
us that, as a mailer of principle, protection of
thc interest of the United States in ensuri...
the most cconomical procurement would re­
quire preservation of the safeguards provided
by the statute and the regulations to the max­
imum degree, compatible with the purposes
intended to be served. The facts in this situa­
tion did not, in our estimation, present a case
justifying dispensing with these safeguards
since lbe purposes for which the United Statc~

funds were being expended would be the sam<
rell"rdless of whether the fUllds were ex­
pended by AAPC or direclly by the Agency.

We suggested that, whcre orgllnizations
such as the AAPC are utiUzed for procure­
ments under the economic assistance propam,
AID incorporate a provision with respect to
the expenditure of AID funds which would
require that established United States Govern­
ment procurement practices be followed, in­
cluding disclosure of prices paid, IInless com­
pelling circumstances dictate otherwise. We
further betieved that dcviation from standard
Government procurement practices in such
exceptional cues should be fully justified in
writing as a part of the official record pertain­
ing to the program in question.



In commenting on these matters, AID
stated that AAPC had agreed that, on all new
AIJ>.financed business, it would utilize the
formal competitive bid procedures requiring
public opening of bids, for any purch... con­
tract estimated to exceed S50,OOO unless
waived by AID in specific cases. With respect
to smaller transactions, AID also had been re­
ceiving a summary of offers and award and
upon request would make the infonnation
available to suppliers.

46.lm........_ot ......... powlde
nil PI $ .,'iCl Our review of the United
States economi<; and military assistance pro­
vided to health projects in EI Salvador since
1963 showed that, because of a shortage of
doctors, the civic action medical clinic pruj­
ect, a joint projecl under the Department of
Defense and the Agency for International De­
velopment (AID), was never fully imple­
mented and failed to meet its objective of
providing better medical services for EI
Salvador. Failure to implement the project
resulted in ineffective use of most of the
$300,000 worth of United States-financed
equipment, supplies, and services.

We also found that implementation of
the mobile rural health project was dcla)ed
for over a year due to the lack of snfficient
qualified personnel and that, as a result, much
of Ihe immediale and favorablc impacl which
the project could have achieved for the Alli­
ance for Progress was lost. Certain United
States-financed commpdities provided to this
project were also ineffectively ntilized.

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

47. Plannln.arid alperviJion of economk de­
wlopment projects-Our reviews of the Agency
for International Developmcnt's (AID's) ad­
ministration of economic development proj­
ects for Colombia showed lhat there was a
need for improvement in the planning for.
and the supervision of, United States·linanced
development projects not only in Colombia
but also in other countries.
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We found in our review of the private in­
vestment fund project-in which the AID had
invested the peso equivalent of S38 million­
that at least 524 million had been used for
purposes either contrary to United Slates ob­
jectives or of questionable need and priority.
In our opinion, the primary cause was AID's
release o'-project funds without establishing
adequate criteria and controls to govern their
use.

We also found in other projects-in which
the Agency had invested the equivalent of
about $30 million in dollars and pesos-that
progress had been so limited, in terms of ac­
complishing AID objectives, that the projects
had not produced the intended benefits in
any signiticant amount. The projects in­
cluded fertilizer production, agricultural re­
settlement credit, primary education and a
related educational television system, and fea­
sibility studies. In our opinion, the primary
cause of these difficulties was AI D's approval
of projects wilhout determining that they
were feasible or that the Government of Co­
lombia was willing and able to effectively and
timely carry them out.

In commenting on our fCview, AID of·
Iicials agreed in general with our findings and
slated that actions being taken would
strengthen control and supervision over the
projects reviewed.

Although the actions being taken by
AID might correct many of the deficiencies
which we had identified, we believed that ad·
ditional steps should be taken to prevent simi­
lar deficiencies in projects for Colombia or
other countries. Therefore, we recommended
that AID establish criteria which would facili·
tate detemlination of recipient country capa­
bility for implementing and administering
United Slates·linanced projects.

48. Maintenence end utilization of equipment
furnished under fONiln nsisUnce-Our review of
the programming of equipment and vehicles
provided to 10 of the 20 African countries,
including Dahomey and Mali, receiving lim­
ited assistance strongly indicated that the
Agency for International Development (AID),
in programming assistance, had not realist a.
cally recognized that the recipient countries
lacked capabilities for maintaining and effec­
tively utilizing the equipment and vehicles.



We found that, from an overall stand·
point, Dahomey and Mali had not effectively
utilized and maintained a substantial part of
the AID~linanccd road construction and main­
tenance equipment and vehicles. AID internal
reviews in recent years also had generally indi­
cated that equipment and vehicles provided to
Dahomey and Mali and eight oth~r African
countries wen~ not being effectively utilized
and mamtaincd. The illt:ffective utilization
and maintenance was generally duc to (a) the
lack of trained openltors and mechanics, (b)
inadequate maintenance facilities. (e) insuffi­
cient spare p.uts inventories, and (d) failure of
the rcdpienl country to provide adequate
budg.elary support. In our opjllion. the recipi­
ent \""O\lIltrics t:onscquently were not receiving
the UcncHts from Ihis Iype of assislance thai
otherwise could have been reasonably ex­
pected.

We believed that the improved manage­
ment and planning policies, if adequately im·
plemented, would mitigate most of the prob­
lems revealed. In view of AID's commitment
to administer the assistance furnished to Afri·
can countries receiving limited assistance
along the lines deseribed above, we did not
make any recommendations.

49. P_i""c_, ......Mit_of
economic d.lII"opmen. projeca.-We reviewed six
capital dcvclopl1l~l1t projects financed by
United States economic assistance of more
than $200 million in dollars and rupees for
India, mostly by loans, as administered by tht;l
Agency for International Development (AID)
and considered AI D's plans and arrangements
tor the importation of equipment and materi·
als essenHal to completion of the projects.

We noted serious delays and difficulties
in connection with several projects financed
by the United SMes, which were all indica·
tion that the AID mission's surveillance of
project implementation should be improved.
Substantially changed conditions relating to
a rayon yarn and tire cord facility raised
doubts as to the technical and economic fea·
sibility of constructing a proposed cotton
linters plant estimated to cost in excess of
$1.2 million, 3S a result of which AID was be­
latedly reevaluating the feasibility of lite pro.i-j
ects. I

For substantial napee and dollar loans be.!
ing provided through the Industrial Finance I
Corporalion oflndia to conc~rns in the prj· :
villc sector for the purpose of ney; industrial !

development or e<pansion, it appeared that !
there was an opportunity for improvements
in financial management with respect to both
rupee aod .dollar loans to Ihe prime borrower,
including more reasonable assurance that proj·
eels being fUlanced by subloans were sound as
10 lechnical and economic feasibility and
were being implemented in an economical
manner.

On the basis of our review, we believed
that AID could provide for improvements in
planning, implementing, and conlinucd. sur- I
veil lance of major c;:tpital development proj·
eels in India to ensure that maximum poten- I
tial benefits to the Indian economy would be
obtained. I

I
I

Our TI.'vit'·w showed Ihal. in some of lIle
countric.'s. AID had nu( maintained adequate
survciJl:Ull:c over the lise of the l:quipment
and vehicles or folJowcLJ up on inJicated dl.'­
fidcn&:ll's. We w~re advised that AID efforts
10 maintain survcilhtlH':C over the equipment
and vehicles had been Ilindcred by a policy
decision in 19b3 relative to AID's administra­
tion of assistance programs in Arrie::!. After
redw:lion in appropriations 'lnd because of
increasing L'ongrcssionall:oncern with the
number of countries h01ving separate AID
missions, A10 dccitkd not to establish mis·
siom in many of [he Afrkan countries rc­
cdving IimitL:d assistance.

AI D recently had made efforts to ob­
tain bener utiHz::Hion or equipment and ve­
hicles furnished [0 African countries. through
improved planning and management relating
to furnishing thi:> type of assistance.

In commenting on these matters, AID
recognized the need to marc reaUstically ap­
praise rhe ~<lval>iJHicsof the recipient COurl·

tries and to obtain specific and meaningful
commitments from countries on provldi.ng
mech<Jnics and operators or to make contrac­
tual arrangements with supplier rcprcsellla~

lives for maintenance of vehicles and equip­
ment while the countries build up their own
maintenance capabilities. We were advised
that AID had taken steps to meet the need for
prompt and adequate surveillance over proj·
ects, including better end use and financial re­
views of projects in the field.
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For two other induslrial development
projecls and a mOdem storage of food pains
project beilll financed by AID, we noted in­
slances where impfO\'ements in project imple­
menlation were possible throuBh increased
mi5sion activity and surveillance and we made
specific recommendations where deemed ap­
propriate. We also noted thai objectives had
nol been met in a l!C'ar plant project but that
action was then being taken by AID to deter­
mine if lhe siluation could be corrected.

We found lhal, allhough AID had pro­
vided the necessary foreign exchange for lhe
import of equipment in support of major de­
velopment projects; there were continuous
l>roblems in conneclion wilh the implemenla­
tion of such projecls because AID had failed
to make necessary plans and arrangemenls for
lhe import of equipmenl essential to comple­
lion of projects. In the absence of such nec­
essary plans and arrangemenls. the traditional
practices of the Indian Government in can­
serving its foreign exchange were applicable to
AID-financed projects and unnecessarily re­
slricted imports ...",ntialto lhese projects.

We proposed that AID lake action in
conneclion wilh all fUlure loan agreements
for major capital development to ...,.ach an un­
derstanding wilh the Governmenl of India re­
I!"rding the limely importalion of all neces­
sary malerials and equipment to prevent proj­
ect delays.

We believed that the facls related to the
six projects covered by our review demon·
strated Ihat AID had approved projects al­
though there had not been sufficient advance
1,lanning 10 ensure thaI implementation
would take place in a reasona\)ly effective, ef­
ficient, and economical manner and that the
Mission thereafter had nol exercised Ihe nec­
essary surveillance over the implementation of
lhc projecls to allain the desired economic
objectives.

AID, in commenting on our draft report,
indicated an awareness of the need for further
improvement in the administration of capital
:lssistancc activities in India. AID also re­
ported that it was attempting to improve pro­
cedures and staffing and that the Government
of India had taken steps to facililale sound
economic development.
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50. ri '._....... _.....,. ...101
'I' " Ina report submitted to the Congress
in June 1967, we pointed out that the Uniled
States Government had been having very Iiltle
success in processing and collecting claims
al!"inst distributing agencies in cases of re­
ported food loss or mi..... thaI might create a
monetary liability on lhe part of lhe agencies.

We believed that problems in processing
claims had been created by a lack of informa­
lion needed 10 ~'Stablish the nature and extent
of loss and the liability of parties involved.
Other difficulties were being experienced be­
cause claims responsibilities had been divided
between two agencies and some very difficult
administmtive problems in obtaining informa­
tion needed to substantiate or otherwise re­
solve the claims had been introduced by lhe
separation.

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

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

We commented on the extenuating cir­
cumstances brought to our attention so that
cxccuth.-c branch agencies would be in a p0­
sition to give them careful considemtion in
reviewing regulations to detennine whether
changes were ..ailed for.

The Department of Agricullure. lhe
Agency for Intcmational Development, and
the principal voluntary relief agencies agreed.
in general. with the matters discussed ill the



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

There are many problems yet to be over­
come before claims responsibiliti~ arc dis­
charged in a satisfactory manner. We are un-­
able at tlus time to comment on the ultimate
success of the measures being taken. We plan
to keep abreast of the future efforts made by
the cog.nizant agencies to n~solve these prob­
lems.

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

51. Transportation of food donated for distri­
bution abroad-In a report submitted to the
Congress in April 1907, we pointed out that,
of 107 countries receiving American foods in
19650nd 1966. only four had contributed to­
ward the oce~n freight costs.

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

Potential savings that could be realized
by making efforts to obtain contributions to
shipping costs from recipien t coun tries were
not subject to precise calculation because of a
number of variables involved. Our review in­
dicated, however, that the amount would be
significant.

If efforts were successful, the United
States balance-or-payments position would be
benefited to some extent.

Food-far-Peace legislation permits pay­
ment by the United States of ocean freight
costs for food donated by the American peo­
ple to nonprofit distributin~agencies to as­
sist the needy in foreign countries, provided
a determination has been made that such pay­
ments arc necessary to accomplish program
purposes.

Our inquiry showed that regulations fol­
lowed by the Agency for International

Development (AID) did not requiJe an assess­
ment of the recipient countries' financial
means. or willingness. to defray ocean ship·
ping charges.

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

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

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

52. Audits of food cIoMtion P' ..
teted by nonprofit volunt8rY relief • In
March 1967, we reported to lhe Congress on
our survey of the .xtent of audits of Govem·
ment food donation programs administered
by nonprotit voluntary relief agen.~es.

The broad objective of our survey was to
place in perspective the difficulty in strikina a
reasonable balance between the Government's
need to ensure effective operation of food do­
nation programs and the need to avoi4.1 unduly
hampering or restricting voluntary agencies in
their administration of these programs.

Some voluntary relief agenci... expressed
Ihe view that the amount of review activity
by Government agencies so empowered had
become excessive. We concluded that the
food donation programs abroad were so large
in size) so varied in type) and so geOif"oIphi·
cally dispersed that there had been only lim·
ited audit coverage despite it significant
amount of audit effort made by Government
al,'encies. Also, we believed that working ar·
rangements among executive branch 3gcncies
auditing these programs guarded, for the most
part, against overlapping efforts.

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



executive branch audits if satisfactory amnae­
ment. could- be worked out with voluntary re­
lief atpencics. ThisplOposa! envisaaes an ex·
panded audit effort on the part ofvolunlary
relief agencies so as to permit AID auditon to
adopt a broader manaaement approach in
their reviews.

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

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

Although we did not address ourselves
specifically in this su",ey to the equity of
governing regulations or to the degree to
which voluntary relief agencies were heing or
should be held monetarily liable for viola­
tions, we undertook another review which
focused on these matlers. We were advised by
AID that the governing regulations for don...
lion programs were being restudied.

AID end the major voluntary relief agen­
cies expressed general agreement with the
matlers discussed in Ihe report.

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

We plan to inquire into Ihese matlers in a
number ofcountries in fulure reviews. Because
of the consideration being given to revising
program operating guidelines and to realigning
audit responsibilitic~, we plan to initiate our
reviews after a reasonable time has elapsed.
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We issued this report to the CO"""" bo­
cause of inquiriesreeeived from several mem­
bers indicating. general interest in the subject
malter.

53. ,.,.... of we::'" Jltiw for the v.........
_ F ciII NIIpart pco;:=. Durinl oor survey of
the Agency for International Development's
<AID's) administration of the commercial im­
port program for Vietnam, we noted a nulll-'
ber of problems associaled with the procure­
ment of commodities for the program through
the General 5o",ices Administration (GSA).
Through June 1967 AID had obligated $28
million for such purchases.

Procurement through GSA was one of
the major program reforms agreed to by thc
Governmenl of Vietnam in July 1966. The
purpose of this procedure was 10 sever all
possible collusive link. belween importers and
suppliers, to achieve cosl economies through
bulk procuremcnl, to reduce shipping 10 in­
crease overall efficiency, and to reduce port
congeslion. Goods procured IhrouBh GSA
were genei:ally shipped 10 Vietnam aboard
United States Army vessels and the Army was
responsible for off-loading.

We noted problems in such areas as the
providing of specifications 10 GSA by AID,
Ihe lead lime given GSA by AID to initiate
procurement action, the arrangements for
obtaining reimbursement. the arrangements
for ocean transportation, and Ihe off-loading
of commodities. We expressed the belief
thai a number of these difficulties could be
corrccted on the basis of cxperience and that
these problems should be resolved by AID,
GSA, and thc Army.

We noted also thai procurements
through GSA had been Umited to bulk com­
modities and that consideration had nol becn
given to utilizalion of GSA's General Schedule
of Supplies procedure as pari of Ihe regular
commercial import program.

We therefore recommended thaI AID
<a) dcvote its besl efforts to correcting, in
conjunction with GSA and the United States
Army, the difficulties encountered in making
purchases through GSA and (b) consider
pressing the Governmenl of Victnam to cx­
pand the list of commodities to be procured



We found that the responsible military
advisory organization had not fully carried
out the dircction and guidance of the Depan-{
ment of De,ense for obtaining the return to I
United States control of excess military as- I
sistance materiel nor had it been required to
do so by the Department of Defense or uni­
ficd command.

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

that materiel valued at several million dollarSI
was excess to the military assistance purpose~
for which it was furnished and that it was no
declared available for return to United States
control. Had this materiel been available, a
significant amount could have been conSid·
ered since August 1964 for meeting other
United States requirements, parlicularly in
Southeast Asia, in lieu of procuring new item
or renovating other available stocks.

I
The Secretary of Defense reemphasized

to unified commands and military assistance
advisory groups the importance of recovering
excess items which were urgently required oy!
the military departments becausc of actions iri
Southeast Asia. As a result, significant quantij'
ties of materiel were declared excess by mili· ,
tary assistance recipient countries; and, as of I
February 1967, about S14.9 million had heenl

l
·

recovered by the United States.

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

During the course of our review, we
brought to the attention of the Secretary of
Defciisc th3t we had found, in this review
and in our military assistance program rcvieWtl
in general, that military assistance adviso,y- .. ",
groups in many instances had not made a Con-l
certed effort to identify military assistano..
provided materiel no longer needed for the
purposes for which provided, or to enforce
existing agreements which require recipient
countries to make such materiel available for
redistribution.

In a sampling of the manner in which au·
dit cov~rJgewas being afforded at each con­
trol poinl. we found that coverage varied con­
siderably, with the greatest covemge being
givtn to the initial stages of the procurement
cycle. Our review also showed that, in report­
ing the dollar value of audit coverage to top
AID manag~mcnt, the Audit Branch followed
the practice of reporting overall audit covcr~

age on the basis of the broadest program seg­
ment, rather than reporting on each control
stage. Thus, cml·use coverage, which is the
last and narrowest program segment. was in
effect quantified on the basis of the earliest
and broadest segment.

55. ldontiflcotion Ind rodistribution of ..._
mltwill to meet other v..id requi......tI-Our re­
view of certain military materiel provided a
military assistance recipient country showed

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

54. Management reporting: system ,.rding au·
dit covartgl-~ln a report submitted to the Con­
gress in August 1967, we stated that the over­
aU surveillance of the commercial import pro­
gram in Vietnam by the Agency for lnterna­
Lion;1I Devdopment (AID) could be over­
stated. OUf primary concern was with the re­
tiance placed by top AID management and
other IOterested parties upon data so reported
in evaluating program effectiveness.

There are a number of important man­
agement control stages in the implementation
of a commercial import program which lend
themselws to audit coverage. These stages
mnge from the bro<J.d procurement authoriza­
tion stage at the beginning of the import cycle
to the end-use of a specific commodity <.It the
end of the cyde.

through GSA and to utitize GSA's General
Schedule of Supply in connection with rela­
tively small individual purchases.
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continuous surveiUanL"e and enforcement of
Deparlmenl policy at aU levels of mililary as­
sislance pJ"08l'3m manallement and Ihal, on
Ihe basis of our proposals, Ihe Departmen I
would issue addi'lionalguidancc 10 all unified
commands. Instructions were issued incorpo­
rating clements of the corrective actions we
proposed.

The exlent 10 which mililary assislance
maleriel, no longer required by reeipienl
counlries for the purpose for which provided.
will be recovered, redistribuled for immediale
use, or shared to satisfy rutur~ requirements
10 Iimil new procurements will depend largely
upon effective impler.lcntation of the policies
and .instructions.

56. DIftIopment and ... of -.:ur.te -' day
to ftoid _" As disclosed in our report to
the Secrelary of Ocfense in Oclober 1966, our
review of selected aspects of the management
of supplies and equipment furnished under
the military assistance program to the Korean
Air Force indiLlItcd a potential for realizing
substantial reduclion in COSls of logislical sur>­
port for Ihe Korean Air Fore<. We expressed
lhe belief that a reduction in cosls could be
realized hy Ihe exercise of greater efforts by
Ihe United States advisory personnel in assisl­
ing the Korean Air Force to improve the m"n­
agelll<1nt of maleri,,1 provided by the United
States.

Because of the absence of effective sup­
ply management! the Korean Air Force had
requisitioned "nd the United States had deliv­
ercd I"rge quantities of assemblies, sp'lre parts,
and support equipment-valued at several mil·
lion dollars-in exces.~ of actual needs. In our
opinion, the large accumulation of excess
stock resulted from numerous problems in the
day-t<>-day supply operdtions: however, we
believe the major contributing factors to be
(a) the failure to properly consider in comput­
ing requirements for stock replenishments. all
i1vllilable, unserviceable but reparable. assets
and exc\"~ spare parts on hand at the operal­
jng levels (b) the usc of unreliable rc()uirc:mcnt
tlata as a basis for supply management. and
(c) the ordering of supplies "nd equipment in
excess of established requirements.

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

At the completion of our review, we pro­
posed to the Secretary of Ocfense that action
be laken (a) to identify and redistribute the
stocks excess to the needs of the Korean Air
Force, (b) to validate outstanding requisitions
on the basis of firm and reliable requirements,
(c) to ,'Stablish procedures to minimize future
accumulations, under the military assistance
Ilfogram, of stocks excess to the needs of the
Korean Air Force, and (d) to ensure that rea!­
istic and reliable requirement data would be
established as a basis for requisitioning assets,
that Icvels of established requirements would
not be exceeded. and that reparable and other
assets on hand would be properly considered
in determining stock replenishment require­
ments.

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

57. En..gement of lM1ToIeum facilities to .lim·
Ini. tfansshipment of petnMum products-Our re­
view of selected aspects relating 10 the ship­
ment and handling of bulk petroleum prod.
ucts ';onsumed in Korea by United States and
Korean milit'lry forces showed the potential
for realizing a substanti<JI :.mnual reduction in
costs of supplying petroleum products.

The United States Army has been sup­
plying the majority of the petroleum require­
ments for Korea from the Armv terminal and
storage facilities located in Japan. This
method of supply involves the shipment of
pt~troleum>generally from refineries located in
the Pe-rsian Gulf, to Jap;m in large tankers.
The products arc off-Io"ded into the Army
terminal and storage faciJities in Japan and
transshipped to Korea in small tankers. This
indirect TOuting of petroleum to Korc:l has
been necessary b~causc the storage tank Cc1~

pacity in Korea has been inadequate to handle
the receipt of large t::mkcr shipments on a rou­
tin~ b<Jsis. Some of the requirements in Korea
have been met in t.he past few years by partial
off-loading of direct shipments from the re­
fineries.



We estimated that, by enlarging the Ko­
rean depot storage facilities-which would cost
an estimated S834,ODO-requirements could be
met by direct shipments from the refineries
and that future annual handling and transpor­
tation costs would be reduced by about
SI,386,000.

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

The Depllty As..istant Secretary of De­
fense (Installations and Logistics) concurred
in OUf proposal and informed us that .m eco­
nomic-feasibility study was being made. We
were subsequently informed that direct ship­
ments of petroleum products to Korea were
morc economical than transshipment and that
the Army was initiating actions necessary to
the establishment of a commercial contract in
support of the petroleum operation in Korea.

58. Mlnagement of data to atpport claims for
cost sharing of construction costs-In OUT report to
the Secretary of Defcnse in October 1966, we
highlighted another cxample of the need for
improvements ill the administration of United
S[ates cons[ruction in Europe [0 obtain the
maximum benefits of cos[ sharing under the
NATO infrastructure program. This report
was based on our review of the Air Force ad­
ministration of a claim submitted for NATO
reimbursement of costs incurred by the
United States.

Normal procedures for obtaining NATO
cost sharing of eligible projects required that
NATO funding approval be obtained prior to
construction of the project. In the ,arly years
of the NATO common infrastrucrure pro­
gram, considerable confusion exis[ed as to the
proper application of this and other rules gov­
erning eligibility for cost sharing. In 1959
NATO approved a procedure, as an exception
to the basic rule for eligibility, pern,itting the
cost sharing of projects that either had not
been previously submitted for NATO approval
or had been submitted but not accepted.

Under this procedure the United States
Air Forces in Europe (USAFE) submitted 10
the Federal Republic of Germany, the host
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country, for submission to NATO in 3<:cor­
dance with established pro,:edure an ~justed

claim of about $34.3 million, which included
costs incumd by the United States both in
dollars and in deutsehe marks.

Our review diselosed no action by
USAFE to pursue the claim or determine its
status until, in March 1963, USAFE was noti­
fied that NATO action on the claim had been
deferred because sufficient supporting docu­
mentation was lacking. Subsequent settle­
ment of the claim was hampered because doc­
umen lation used in preparing the claim and
documentation necessary to support the daiAI
had not been preserved. This review pointed
up improvements needed in administration of
claims for reimbursement of United States
costs [0 ensure timely follow-.up, retention of
necessary documentation, and establishment
of accounting controls.

We presented this report 10 the Secretary
of Defense as a further illustration of the need
for improvement in management control~ [0
obtain the maximum henelits from the NATO
infrastructure program as recommended in
our report to the Congress on "Lack of Effec­
tive Action by Ihe Military Servil'Cs to O)ltaj"
NATO Cos! Sharing of Military Conslruetion
Projects in Europe" (8-156489, June 4,
1965). In that report we made recommenda­
tions for (a) coordinating and policing all "c­
tions required to obtain NATO approval of
United Stales construction projects and (b)
coordinating and policing all actions required
to obtain timcly reimbursoment of funds due
the United States.

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

FOREST MANAGEMENT PROGRAMS

..... "PI h,.... bw Gil a ....at
........ ,uet a In December 1966
we reported 10 the Congress that significant



differences existed in the procedures which
the three principal timber-selling agencies in
the Federdl Government used to appraise lim­
ber in the States of Oregon and Washington.
Each of the three agencies: the Forest Ser­
vice, Department of Agriculture, and the Bu­
reaus of Laud Management and of Indian Af­
fairs, Department of the Interior, use the ana­
lytiCal appraisal method to calculate the ap­
praised value, or minimum acceplable selling
price, of timber. Under the analytical ap­
praisal method. the appraised value of a given
amounl of standing timher is determined by
estimating the selling value of products i"to
which the timber may be converted and then
subtmcting from Ihis value all necessary costs
of processing Ihe timber. The remainder is
further reduced by an allowance for profit
and risk. The result is the appraised value.

We found significant differences in the
appraisal procedures of the three agencies
with regard to (a) delermining Ihe estimaled
sc.lling value of the wood products and by­
products to be obtained from Ihe timber, (b)
estimating the costs of producing these wood
products, and (c) eslablishing the allowance
for profit and risk. We concluded th"l, be­
cause of their differing procedures regarding
these factors, the three agencies could com­
Illite significantly different appraised values
for like stands of timber.

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

We stated OUf belief that it is important,
when different agencies arc selling timber.
that the responsible management officials co­
ordinate their activities to help ensure that
the policies and procedures for the appraisal
ami sale of this timber are uniform and equita­
ble to both the Government ane! the timber
purchasers. So that this uniformity would be
Hchievcd, we recommended in our report that

the Pirector, Bureau of the Budgel, in connec­
tion wilh a joint study by these agencies, take
the necessary action to ensure that they
would jointly develop and apply the most de­
sirable set of appraisal procedures that would
resolve Ihe existing differences discussed in
the report as well as any other differences
shown by Ihe study.

In response to our report, an official of
the Bureau of the Budget informed us in April
1967 thallhe two departments had agreed to
develop plans for a timber appraisal system
that would be uniform to the fullest practica­
ble extent and that the plans were to be im­
plemenled by July I, 1968.

60. Contfl'J" over timber-cutting practices in
notionol_The Forest Service, Department
of Agriculture, generally relies on its own per­
sonnel to nteasure the timber which purchas­
ers cut and remove from the national forests.
In most arC11S of the Douglas-fir subregion of
the P"cific Northwest Region, however, the
timber purchaser may elect, with Forest Ser­
vice- concurrence, to have this function per­
formed by private organizations known as
scaling bureaus.

In September 1966 we reported to the
Congress that the Forest Service, Pacific
Northwest Region, which uses these scaling
bureaus, needed an effective system to detect
improper cutting practices of timber purchasw

ers and that regional irtstructlons which re·
quire the assessment of penalty charges for
such improper practices should be imple­
mented. We csfimnted that the Government
would have oblained addilionallimber sale
revenue of as much as $300,000 in calendar
year 1964 had appropriate assessments been
m:'de and collected.

We proposed that the Chief of the FOTCS!
Service require bureau scalers to record all in·
stances of improper cutting and require re­
gional officials to make periodic reviews to as­
certain whether charges are being <Isscssed for
improper cutting practices.

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



Ihat procedun.."S be cstablishetl 10 determine
whether bureau scalers were being periodically
rotated and dfcctively ch~ck scaled and that,
to facilitate Ihe evaluation of performance on
each bureau scaler, a cumulative central rec­
ord be maintained showing the resuHs of
check scales made on him.

In December I%6 and January 1967 re­
vised agreements with the scaling bureaus
were signed by the Forest Service. These
agreements required bureau scalers to note
instances of improper cutting practic~s. In
addition, the burc:lUS wert~ required to notify
the Forest Service of any scaler location
changes. The Forest Service, Pacine North·
west Region, also instmcted its timber sales
officers in the Region to U!'>C the- new scaling
infonnalion to assess charges for lmproper
cutting. and the agency b..:gan a siudy 10 CVill­

u"te the udequ'll;y of the present frequency of
check scaling.

UI::ODETIC SUR Vt·YI.VG ACTIV171ES

61. Coordination of geodetic surveying activi·
ties of selected agencies of the Federal Govemment-­
In January 19()7, \W submitted a report 10 the
Congress on our review or the geodetic survey­
ing activities or sclt:l:tcd agcncies or Ihe Fed·
eral Governmcnt. OUf rt:view indicated lhat
economics could b~ realized Ihrough im­
proved coordination of these activities.

The Environmental Science Services Ad­
ministration, Department of Commerce, has
the responsibility for establishing a nationwide
network of geodetic control points, and rhe
Bureau of Ihe Gudgel has Ihe overall responsi­
bilily for coordinating geodetic surveying ac­
tivities in the Federal Government.

Othcr Federal agencies-including the
Geological Survey, Department of ,he Inte­
rior, in its national mapping program and the
Federal Highway Administration, Department
of Transportation (formerly the Bureau of
Public Roads, Department of Commerce) in
its highway programs-also establish geodetic
conlrol points. These points generally w~rc

being established only to standards requircJ
for individual program needs, however, and.
for Ihe mosl part, they did not meet Ihe
standards of accuracy required to extend the
national network. Consequently, the Environ-
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menial Science Servit:cs Adminislrdlion had
planned to resurvey most of Ihe same areas to
eSlablish points that would meet national net­
work standards.

We expressed the opinion that, if the ini­
tial surveys could be made to nationaJ net~

work. standards, substantial savings in effort
and cost would result, bt:cause it would not be
nCt'essary for the Environmental Science Ser­
vices Administration to resurve~ the same
areas. On the basis of data available during
our review, we cstimatrd that past or planned
expcndilun..-s for geooclic surveys, which
would not contribute 10 t.he national ne.twork.
of geodetic control, by the 8ureau of Public
Roads or the Federal Highway Admir.istration
under the highway programs would total
about $30 million and by Ihe Geological Sur­
vey nnder the topographic map program
would lotal aboul SI5 million.

In September 1966, the Bureau of the
'Budget advised liS thatlhe Geological Survey
and Ihe Environmental Science Services At!·
ministrJlion had enlered into an agreement
which would provide lhal, while the Environ­
mental Science Services Administralion would
conlinuc to accomplish a.'i many of the hori­
zontal control (latilude and longilude) surveys
as possible, Ihe Geological Survey would es­
tablish horizontal conlrol 10 nalional nelwork
standards in Ihose situalions where a portion
of a large uncontrolled area must be mapped
before the Environmental S,,~ience Services
Administr.Hion can provide the control.

We recognized Ihis agreement to be an
importilnl st~p in the right direction but con­
cluded th3t 3 more economical arrangement
might be possible. Under the contemplated
arrangement, the Geological Survey would
perform the basic cOiltrol required for those
areas which arc presently uncontrolled ami
which it plans 10 map under its current maP"'
ping progr:lm. except where thjs would result
in delays in satisfying the requirements of
other agencies.

In those cast.~s in which the Geological
Survey would perfonn tlw basic control, it
would result in only one field operation, while
in those C3~s in which the Environmental
Science Services AdminisErOllion would per­
form the basic control, two field o~rdtions

would be requircd-one by lhe Enviromnen!al

•,



Science Scrvices Administration to establish
the cont~landolle by the Geol~calSurvey
to identify and utilize the control for mappin.
purposes.

Also, there was no indication that any
specific action would be taken by other Fed­
eral alll'neies to improve the coordination of
their geodetic surveying activities with those
of the EnvironmentalScience Services Admin­
istration. In our opinion, geodetic control
surveys should be performed to national net­
work standards whenever such surveys are per­
formed in an area where they will fit into the
overall national geodetic cont~1 plan and
whenever such control will eliminate the need
for the Environmental Science Services Ad­
ministration to resurvey the same area.

Therefore we recommended that the Di­
rector, Bureau of the Budget, determine
whether the geodetic surveying activities con­
ducted by Federal agencies and under pra­
grams administered by Federal agencies are of
such a nalure and scope Ihat it will be eca­
nomically feasible 10 have such surveys, when
undertaken in unconlrolled areas, performed
10 standards which will exlend the nalional
nelwork of geodetic control.

Subsequently, Ihe Bureau of Ihe Budget
in a letter daled March 24, 1967, to Ihe Chair­
man, House Committee on Governmenl Op­
eralions, indicated a partial acceptance of our
recommendation in thai il suggested to the
Deparlment of Commerce thai il investigale
Ihe possibilily of concluding an agreemenl
wilh the Department of Transporlation 10 fa­
cilitate 10 Ihe maximum extent possible the
coordination of the geodetic surveying activi­
lies of Ihe Bureau of Public Roads and the En­
vironmental Science Services Administration.

The Bureau staled Ihal such an agree­
menl could be modeled afler the recenl agree­
ment between Ihe Administralion and Ihe
Geological Survey. The Bureau did not indi­
cate, however, an:,: phms to consider the feasi­
bilily of similar coordination agreements be­
tween the Adminislralion and olher agencies
involved in geodetic surveying activities.

In May 1967, Ihe Bureau of Ihe Budgel
issued a revised Circular No. A-16 which rede­
fined the responsibilities of Federal agencies
regarding the coordination of surveying and
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mappinaactivities. The Circular delegated the
responsibilitY to the Department ofCom'
mereeforexercisillg Government-wide leader­
ship in. assurinl coordinated planninl and ex­
ecution of its national aeodetic control sur­
veys and the related survey activities of Fed­
eral aacneies to the end that all surveyinlac­
tivities financed in whole orin part by Federal
funds contribute to the national network of
aeodetic control when it ispracticable and
economical to do so.

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

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

LOAN PROGRAMS

62......dlicalion for 1_ of doll..i_of
-ft1OIPII't__We examined into the Agency
for Inlernational Development (AID) aclion
in respecl to a loan agreement with Ihe Gov­
ernment of Colombia for $4 million, or the
equivalent in pesos, to finance a livestock
credit bank. We noled certain matters which
we believed reDected seriously on the manner
in which Ihe loan agreement and the use of
dollars instead of pesos had been officially
juslified.

The purpose of the loan, as justified by
the AID Mission in Colombia and by loan-re­
viewing AID officials in Washington and as
represenled in AID's presentation to the Con­
gress, was to rmance Ihe bank project for pra­
viding credit to Colombian cattle farmers.
The loan agreement provided that pesos could
be substituted for dollars. AID had estimated
Ihat pesos would comprise about 90 percent
of the loan costs. AID had disbursed $1.7
million for these loan costs in dollars from
February 1965 to the time of our review in
July 1965.



The primary justification given in the
loan papers for the use of dollars was that pri­
ority uses had been established for aU availa­
ble United States-owned and counterpart pe­
sos. We found, however. that nearly $20 mil­
lion in counterpart pesos, not finnly commit­
ted, had b<;come available before the ftrstloan
disbursement was made in February 1965, at
which time AID knew that as much as $25
million in counterpart pesos would soon be
generated and had not been frrmly commit­
ted. About 530 million in uncommitted pesos
was available as of July 31, 1965.

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

We were told that the primary justifica­
tion for the use of dollars had been that the
use of pesos was subject to a credit~cmng

agreement of the International Monetary
Fund (IMF) and would be innationary. Actu­
ally this was not so because counterpart pesos
had become and would become available and
because the IMF agreement specifically ex­
cluded cOllnrerpart funds from being subject
to the ceiling.

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

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

After we discussed the foregoiug ",asons
wilh AID officials, we reccivedAID's supple­
mentary comments in which stiU another rea·
son, which had nol been included in the loan
papers, was given for using dollars instead of
pesos; that was, to provide additional external
resources in line with AID's long-range assis­
tance strategy.

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

We believe thaI, to guard "",inst the oc­
currence of similar situations, it woukJ be de..
sirable to bring this case to the attention of all
AID personnel responsible for processing and
approving loans in order that they might un­
derstand the need for ensuring that complele,
accurate, and current infonnation relevant to
lhe purpose and means of financing of the
proposed loans is obtained and fully consid­
ered in making loan decisions. AID advised us
that the matter would be called to the atlen­
rion of the appropriatc office. iu Washington
and in Ihe field for their future guidance.

63.'" ' ........... 111I11 .. ,.'....Ity to ,_ On the

basis of our review of 35 loans to 15 Latin
American countries by the Aseney for Inter­
national Development (AID) during calendar
years 1%3lhrough 1965, weCOflcluded thaI,
on the majorily of Ihese loans, the records of
the Asency's determinations did not demon­
strate that the Agency had laken into cons;~­

eration the borrowers' ability 10 obtain



financing from othf'r free world sources prior
to authorization of these loans. We believe
that this stemmed from the laek of established
formal proeedures for detennining the avail­
ability of fmancing from other free world
sources.

The significance and magnitude of thc
Agency's lending operations make it impera­
tive that all trallstlclions to be carried out with
the major free world financiallnstitutiol1s be
done in a formal business-like Jnanner .md be
fully documented. Without formal solicita­
tion of oUll~r free world financial institutions
and documentations thereof, a void is created
which denies to management a vital decision­
making tool needed in the processing of loan
proposals.

In commenting on thjs matter~ AID
stated that it had made informal determina­
tions that nther free world loan ronancing was
not available; howevcr~ the Agency agreed
that there was a need to more fully document
its efforts. Because of the lack of documenta­
tion, we were unable to dt~tcrminc whether in­
formal solicitations were m'ldc.

The Agency advised us that it had re- .
ccntly established procedures and revised in­
structions which we believe, if properly im­
plemented, will con-cct the deficiencics re­
vealed lind will result in signilicant benefits to
the Agency's lending operations.

G4. loans for development of recreational fa­
cilitin-·Scction 306 of the Consolidated Farm·
crs Home Administration Act of 1961, as
amended (7 U.S.c. 1926), provides, in parI,
that Joans can be made to nonprorit associa·
tions to prm'ide for shifts in land LIse, includ­
ing the developmcnt of rccreational facilities.
primarily for serving farmers and rural rcsi·
dents. In a report issued in September 1<)66
to the Farmers I-Iome Administration (FHA),
Department of Agriculture, we stated that our
examination into the administmt.ion of se­
lected section 306 loans shoWt'd a need for
FHA to (a) makt: adequate detcnninations
that the facHities would primarily henalit
farmers and fllral residents, (b) obtain assur­
ance that, in a\,:cordance with FHA policy,
land purchased \\0 ith loan funds would be lim­
ited to recrcttttonal use, and (c) define the
type of clubhousc facilities which could be
constructed with FHA loan funds.
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FHA issued instnlctions in November
1966 to all State Directors, pointing out the
administrative weaknesses shown by our re­
view and directing that such actions be taken
as might be necessary to be certain that all
loans made in their States complied with legal
and procedural requirements. Also, FHA is·
sued instructions which, if adhered to, should
enable operating personnel to avold approving
the use of FHA loan funds for the eonstntc­
tion or development of clubhouse facilities
not related to outdoor recreation.

65. Administrltion of smlll business investment
.ampony program.·ln August 1966 we reported
to the Permanent Subcommittee on Investiga­
tions. Senate Committee on Government Op­
cCiltions. on the results of our examination
into the'effectiveness of actions taken by the
Small Busine..s Administration (SBA) in dis­
charging its rcsponsibiliti~sin aiding small
business investment companies that were in fi­
nancial difficulty Hod in protecting the Gov·
emment's investment in the program. Be­
cause of the increasing trend in the number of
small business investment companies in fil1<ll1­

cial difficulty and the possible adverse effect
on the Government's investmcnt, we exam­
ined into lite agency's policies and practices
with respect to six companies with capital im­
pairments.

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

a. Establish criteria for lISC by the COJn4

panies in evaluating prospective port·
folio investments.

b. Requi 1'c adherence to such criteria by
incorporating them in regulations of
the Administration so that any viola~

tions thereof would provide the agen­
cy with a means for taking action to
minimize losses to the Government.

c. Establish a system for obtaini.ng and
effectively evaluating financial data
concerning the companies so that
sound (Iedsions and timely actions
would result.

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



e. Establish surveillance procedures to
ensure adherence to lending criteria
and to ensure thilt necessary correc­
tive action recommemlcd by SBA be
tilkt.'n by the cornpilnies in <l timely
manner.

The Adminbtrator informed us on July
20, 1966, that till:' agency was awar~ of both
the general and the specilic problems induded
in the report and \Vas taking action as expedi­
tiously as possible to correct the matters and
to prevent future 0CCHrrenccs. The Adminis­
trator's letta to liS outiincd the steps being
taken in planning the future of the small busi­
ness investment company program, many of
which related specifically to the matters dis­
cussed in our report.

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

LOW-RL'vT HOUSINC PROGRAMS

66. Construction of office buildings and other
nondwelling structures-In S~rtembl'r 1966, Wt:

reported to the Secretary of Housing and Ur­
bnn Development (HUD) tiint the procedures
of tht:' Housing Assisti.\Ilce Administration
(HAA) did not require iJ timt:ly reevaluution
of the need for office buildings and other lIon·
dwelling structures by .Deal housing authori­
tit.":s (LHAsl prior to the solicitation of bids
and award of the construction contract. We
pointed out that, as a result of this nonre­
quirerncnt, HAA authorized the construction
of a central offic~ building for an LHA with­
out adequately considering that the LHA had
reduced and decentralized a large part of its
central officc staff during the 3-1/2 year pe­
riod between HAA's original approval and the
award of the constmction contract. The of­
tIce building that was constructed was there­
fore larger than nceded for the administration
of the LHA's Federallow·rent housing pro­
gram.

The new building increased development
costs under the LHA's housing program by a
total of approximately $800,000, including
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financing costs. Federal assistance is fur­
nished LHAs in the form of annual contribu­
tions which. if made in the maximum amount,
would be sufficient to pay the principal and
interest on long·term obligations sold by the
LHAs to obtain funds to pay the cost of de­
veloping housing projects, including related
nondwelling structures. To the extent that
LHA development costs are minimized, the
Federal Government's liability for annual con­
tributions is also minimized.

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

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

67. Maximizing the inVfttmlnt of ex.. fundi
to provide additional revunu.·' t is the policy of
HOllsing Assishmce Administration (HAA),
Department of Housing and Urban Develop­
ment (HUD), that excess funds of local hous­
ing alJthoriti~s (LliAs) be invested in incomc~

producing securities to the fullest ex tent prac­
ticable. Our examination showed, however,
that additional interest revenue amounting to
about $170,000 a year could have been
earned by nine of the 14 largest LHAs in Ihe
low-rent public housing programs if further in­
vestments of available cash had been made by
these LHAs. We found that, in most cases,
IIAA tiles on reviews of LHA tinancial activi­
ties either made no mention of short-comings
in the lHAs' investment programs or did not
show the fuU extent of additional potential in­
vestment income.

The most recent LHA tinancial state­
menls available at the cenlrdl office at the



lime of o_ur review showed lhal approllimalely
1,500 LliAs with projects undc:r manapment,
construction, or pn:c:onstruction-exclusive of
the LHAs covered by our revie_reported
yea"""d balances of uninvested c:1ISh~I­
ing about S39 milliOn. We pointed out in our
report that it was-therefore possible that addi­
tional opportunities were available for the in­
vestment of funds by LHAs 10 provide in­
creased interest revenue.

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

In a report submitted to the CofllFeSS in
Janwuy 1967, we ieoommended that the Sec­
retary of HUD take appropriate action to
maximize the investment earninp of LHAs by
requiring the larger LHA's to use the cash
forecasting and investment procedures set
forth in the HAA management handbook. We
stated that, for Ihe smaller LHAs that may
have limited stamng and c:1ISh resources, the
establishment of simplified allemative proce­
dures may he appropriate. We also recom­
mended that the Secretary provide for more
effective reviews of LIlA investment program
activities so that timely corrective action can
he taken where warranted.

In May 1967, the Assistant Secretary for
Administration informed us that HAA instrnc:­
tions were revised in April 1967 to require
that, for determining ellcess funds available
for investment, all LHAs use the forecasting
method set forth in the HAA manageinent
handbook or use an appropriate ailemate
method to be approved by HUD. Also, in­
structions were issued to provide for increased
emphasis, during HAA reviews, on the detec­
tion and reporting of losses of LHA invest­
ment revenue and on the fumi<hing of con­
structive guidance to LHAs in this reg.rd.

•. LUlint of .XCftI oHice IPlCe-ln a report
issued to the Secretary of Housing and Urban
Development (HUD) in September 1966, we
staled that a central office building con­
structed under the low-rent public housing
program for a local housing authority (LHA)
had not been adequately utilized from the
lime of its initial occupancy in May 1960. As
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ofMardt 1966, about 6 yean later, the LHA
ctntral offICe staff, which had been reduced
and partly decentnlized, was usiD& only two
noon of the thRe-story buildiJil'and "llllfC5'
sive action had· not been taken to lease the ex­
cess space to provide additional revenue.

The annual contributions contract be­
tween an LHA and the Housilll Assistance
Administration (HAA) provides for reducing
the maximum annual Federat contribution by
the amount of residual receipts available from
operation of low-rent public housing projects.
Any increase in LHA operatilll revenue lends
to increase residual receipts and to c0rre­
spondingly decrease the Federal Government's
liability for annual contributions.

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

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

... Rl fxai' hn of InCI WGItc: fon:e
and $'·.h-..tof'i """"OUrre-
view of job classification and wage rates of
maintenance workers employed at certain
low-rent public housing projects financed un­
der contracts with the Housing Assistance Ad­
ministration (HAA), Department of Housing
and Urban Development (HUD), showed that
inappropriate wage rates had been established
by the HUD regional office for certain mainte­
nance workers employed at these projects by
the two local housing authorities (LHAs) in­
volved.

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



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

Increases in operating expenses can de­
crease the amount of an LHA's residual re­
ceipts which otherwise would be accumulated,
or can prevent an LHA from accumulating re·
sidual receipts; such residual receipts would be
available for application against payment of
project development costs, and wfluld result
in a reduction in the amount of Federal con­
tributions required ~o meet these costs. Mor~­

over, improvements in overall management
operations which tcnll to rcdllce operating ex­
penses may also eventually warrant lower
rental levels and enable Jow-income tenants to
benefit financially from more economical
project m<lnagcment.

In a report to the Congress in November
1966, we recommended that the Secretary of
HlJD take appropriate action to resolve the
uneconomical conditions existing at that time
at th~ two LHAs covered by our review and at
any other LHAs where conditions similar to
those discussed in our report might have ex­
isted, so that wage rates of maintenance em­
ployees would be established on the basis of

. skills needed to perform the type of work in­
volved in project maintenance. We expressed
the opinion that adoption by the LHAs of
some form of the multipurpose maintenance
classifications discussed in our report would
facilitate establishment of appropriate wage
rates.

The Acting Deputy Assistant Secretary
for Housing AssistLmce generally disagreed
lhat inappropriate wage rAtes had been estal>­
lished for maintenance employees of the two
LHAs but stated that further action was antic­
ipated by HAA toward the establishment of
general maintenance classifications for certain
of these employees.
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MORTGAGE ASSISTANCE AND
INSURANCE ACTIVITIES

7G.R cti .
; atioRl on nrIWIy ow we =_ Our review

indicated that premature inspections re­
quested by builders or Iheir representatives re­
sulted in increased inspection costs to the
Federal Housing Administration (FHA), De­
partment of Housing and Urban Development
(HUD).

We reviewed FHA records of final inspec­
tions requested by builders or .their representa­
tives for about 2,000 newly construc!ed
houses. The review sllowed Ihat about 50 per­
cent failed to pass rmal inspection, and re­
quired an aver.oge of about 1.8 a,lditional in­
spections per house, to successfully p"4SS the
final inspection. We expressed· the belief lbat,
in many cases, final inspections had bc~n re·­
quested prematurely by the builders and that
procedures followed by FHA insuring offices
to discourage builders from malting premature
requesls had not been sufficiently effeclive.
FHA performed Ihe extra rmal inspections,
without additional chaq,'Cs.

We eSlimated that the average cost of an
inspectior. was "bout $5. At leasl one extra
final inspection was required in 25 1075 per­
cent of the cases we examined in four insuring
offices. If only 25 percent of the estimated'
158,000 new houses thai received tinal in­
spections iu fiscal year 1966 required one ad­
ditional extra final inspection, overall savings
available by eliminating those extra final in­
spections would have amounted to about
$200,000.

The Assistant Secretary-Commissioner,
HUD, FHA, in commenting on aUf report,
stated that the agency agreed that the number
of extra tinal inspections resulting from prc~

mature requests should be reduced. Accord­
ingly, the agency instructed the insuring of·
fiees to review their inspection operations and
to take specific steps to control and reduce
the number of premature final inspections.

In our report to the Congress in June
1967, we expressed Ihe belief that, although
these sleps might help to reduce the number
of extra final inspections, the agency's actions
would be more effective if il imposed a



penalty for additiQnal inspections resullina
flOm prematwe requests for final inspections.

71. , .- '-' .. , ...
- •. I uP.r ,,"Our review indicatedhthet
the insured·rnortiaIe of·SIi urban renelr8l 00..­
ina prOiec:t in'KiiiItas City, Missouri, .... in­
creased by about S I58,000 IS a result of up­
proval by the Federal Housing Administration
(FHA) of a spOnsor's and bu.ilder's plOfit and
risk alJowante computed· on the bIOi. that a
joint venture apeement between the mortPlOf
and the builder created an identity of interest.

Section 227 of the National Housina Act
plOvides, in pari, that, when the mortgagor is
a\so Ihe builder of the project, Ihe mortga",r
may include in the certification of the·PlOject
costs (actual costs), a sponsor's and builder's
profit-an~riskallowance equal to 10 percent
of lhe b\lildi!lll's construction cost and aU
other project CO$ls, indudina the cost of land.
However, when the mortgagor is not the
builder, the profit-and-risk allowance w~ch
may be included in the mortlllllor's certifica­
tion of project costs may n!ll .beb~~ the
cost of constructing the buildmg, but IS lim­
ited to 10 percent of Ihe olher projecl cosls,
excluding lhe cost of land.

In a report to Ihe Secretary of Housing
and Urban Development in December 1966,
we expressed the belief thai recognition of the
joint venture was qu~stionablc be.cause (a) the
joint venture, ostenSIbly entered IOto for the
purpose of constructing the projecl, was .
formed arter the work under Ihe conslruchon
conlracl was completed and (b) the mortgagor
had previously certified that it had no identity
of inlerest with the builder.

We staled Ihat the problems encountered
by the insuring office personnel and our re­
view of FHA internal regulations and mstruc­
lions pertainina to idenlity of inlerest indi­
cated that these regulations and instruclions
were not sulTlCiently clear to preclude misin­
terpretation. We therefore expressed the be­
lief that it would be appropriate for FHA to
carefuny review its internal regula lions and in­
structions with respect to identity of inleresl
to determine what amendmenls were neces­
sary to achieve the desired objectives.
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The Secretary of Housi!lll and Urban De­
~~t advised us ~ Dece~ber 1966 thet
our eommeiIts were beinJ COIIIIdered.

7%C. ,,' .... .,,, 2 t._ .• _.
fw d•• In May 1967 we reported on the p0s­
sible benefrts of consolidating .within one
qency the management and di"f"'Sition. of all
sin&Je-famiJy residential plOperties acquired as
a result of default of loans under home financ­
ing programs of the Federal Housing Adminis­
tration (FHA), Department of Housing and
Urban Development (HUD), and the Veterans
Administration (VA).

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

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

Subsequently, we were advised by the
Assistant Secretary for Administration, HUD,
lhat a management consulling firm would be
engaged by BOB 10 make a study 10 deter­
mine what, if any, organizational and other
actions should be taken. We were later in­
formed that tbe consulting fmn had com.
pleted its study and was in the process of pre­
paring a report.

73. O~of"""'ic'_i __
anlc~dlud"CIUIifII... J II c Our review of pre­
mium costs and claims relating to public lia­
bility insurance purchased by property



management brokers under contract to the
Federal Housing Administration (FHA), De­
partment of Housing and Urban Develop­
ment, indicated that elimination of the re­
quirement that brokers purchase this insur­
ance, covering property acquired by FHA
through foreclosure under its mortgage in·
sur.mce programs, could result in significant
savings to FHA. In an August 1966 report,
we stated that premium costs for this type
of insurance covering bodily injury 3mounted
to about $340,000 a year, which was far in
ex.cess of the claims being p3id under this
coverage.

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

The agency informed us that it was fa­
vorably disposed toward the general premise
of self·insur-.mce and was studying our pr~
posals.

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

We expressed the belief that FHA placed
undue reliance on the national religious orga-.
nization to which the sponsors belonged for
insuring the financial success of the project.
Further, the agency unrealistically assumed
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that endorsement by the national orpnizatlon
alone would induce elderly people to moye to
the project from other parts of the country.

FHA revised its procedures with respect
to projects which would need opera!in& suI>­
sidies and now requires agreements bindins
sponsors to underwrite the estimated operat­
ing deficits. However, in our report we stated
that, in our opinion, these procedures did not
go far enough and proposed that FHA's proce­
dures be revi5Cd (a) to require reasonably fmn
assurance of responsibility from central or na­
tional organizations of sponsoring poups be­
fore permitting insuring offices to collli~ras
prospective tenants persons who are' not resi·
dents of the locality in which the project is to
be constructed and (b) to require nonprofit
sponsors to raise necessary funds from persons
or organizations which do not stand to profit
from the approval of mortgage insurance for
the project.

Subsequently. in M.y 1961, the ....ncy
revised ils procedures to provide that the mar­
ketability of. proposed project for the elderly
should be judged on the basis of demand ex­
pected to be ...nerated within the market area
where the project is to be loc.ted~ In addi­
tion, in June 1967, the a...ncy provided pide­
lines to the insuring office directors for estal>­
lishing the eligibility of nonprofit sponsors.
The guidelines included, .mong other mailers,
a requirement that the local director must be
satisfied that the sponsor is acting on its own
behalf and is not, either knowingly or unwit­
tingly, under the innuence, control, or direc­
tion of any outside party seeking to derive
prolit or gain from the proposed project.

75." " .. _ .... tIIe_hol_·
__... -.In a report submitted to
the Congress in June 1961, we estimated that
savings of about $300,000 a year could be
realized in reduced court costs, legal fees, and
property management expenses if the Veter­
ans Administration (VA) were to revise certain
procedures relating to defaulted guaranteed
housing loans in Illinois. Reductions in these
costs would result in savings either to the Gov·
ernment or to the veteran-borrower>, depend­
ing upon whether deficiencies in the proceeds
of foreclosure sales of property to satisfy the
unpaid balances of loans were collectible from
the veteran-borrowers. We estimated that the



potential cost redll~tions wOllld amollnt to an
avense Ofabollt $500 on ea~h·f~l05l1rein
the State of Illinois.

When a borrower defaliits on a VA·JWlf­
anteedhOlisinll()jlnand the Inortlllle holder
de~ides to fore~l~ the mortpae, the mort·
gaae holdersenenlly p~tes the foreclo­
sllre prooeedinll!' in a State ~Ollrt. A~~ordin~
Iy, we re~ommended that, in the State of Illi­
nois, the VA a~qllire defaliltedparanteed
hOllsinlloans and relatedmortgaaes immedi­
ately prior to initiatinl foreclosWe wits and
refer them to the Department of JlIsti~e for
fore~l05l1re a~tion in United States distri~t
~Ollrts.

We reoommellded also that the Depart­
ment of JlIsti~e be reqllested to petition the
~OlIrtS to appoint the VA as mortPIe-in·pos­
session dllrinlthe redemption period. In ad­
dition, we re~ommended that the VA ~onsider
the appli~ability of our, proposals to loan _
anly a~tivities in other States.

The VA stated that om proposals, if
adopted, ~ollid result in additional ~osts to
the Gove....ment. After ~onsiderinl the aaen·
~ ~omments, we were still of the view that
expenses ~oi!ld be sianifi~antly redu~d if the
VA were to revise its pro~dures. The Dt.·.rt·
ment of Justi~e indi~ated that it had no objec­
tion to the proposals and would endeavor to
discharge its responsibility for handling the re­
sultinl fore~losure litigation promptly and ef­
fe~tively, as required by the·new pro~edures,

if the VA were to adopt our re~ommenda­
tions.

71. ~lMian01 huonl i__ paliciol
an _,till_I..u__h oIhooninl_
In a report submitted to the Congress in Au­
lust 1966, we estimated that savings of about
$112,000 could have been realized in fiscal
year 1965 at six Veterans Administration
(VA) regional offices visited by us and that
substantially areater savings could have been
realized nationwide if (a) available refunds on
unexpired insurance policies had been ob­
tained and (b) replations had been revised to
enable cancellation of hazard insurance poli­
cies in ~rtain States granting mortgagors re­
demption riB/tts.
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It is the slated poli~ of the VA to be
self·insured apinst hazuds to properties
owned by it. However, in May 1964, the VA
revised its instru~tiOllsto require that a hazard
in5Uran~ policy on acqllired property be per.
mitted to remain in force reprdless of the
amount of the unexpired premium, unless the
property is sold prior to the expiration date of
the policy.

Certain States have laws which establish
a period of time subsequent to foreclosure
durinl which mortllllors in default may re­
deem their properties. Existing replations of
the VA do not provide the aaency with the au­
thority to can~1 unexpired insurance policies
on properties acquired in these States. Under
these circllmslances the VA is unable to be­
come self-insured. A revision in these repla­
tions seems particularly desirable when re~iv­

ers are appointed who have the duty under
State law to carry hazard insurance during
their period of custodianship. The insurance
carried by the VA is of no practical value be­
cause it duplicates the receiver's insuran~
ooverase·

The VA disaareed with our estimate of
the amount of savings available and stated
that the VA had made a study at 16 regional
offi~s and was not satisfied that any loss of
revenue had been shown.

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

POSTAL SERVICE ACTIVITIES

77.__ oIrurol_rou__The
Post Offi~ Department is prohibited by the
United States Code (39 U.S.C. 3339) from
consolidating mral,routes unless vacancies ex­
ist in the mral carrier positions. In fiscal year
1964 the Department eliminated 152 routes
through consolidations where vacancies ex­
isted in the mral carrier positions. The aver­
age annual savin~'. as determined by the De­
partment, was $3,640 for each route



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

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

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

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

78. Acceeerated busilMtll coIltIction end ..it a t
of mail-In a report submitted to the Congress
in May 1966, we stated that-at the Baltimore,
Boston, and Washington, D.C., post offices­
estimated annual operating costs of about
$214,000 could be attributed to the addition­
al collection routes established, the additional
dispatches scheduled, and the changes in nor­
mal mail-processing procedures made for ac­
complishing the objectives of the accelerated
business collection and delivery (ABCD) pr<>'
gram.

The Post Office Department's objectives
for the program are to deliver local fil>t-elass
mail deposited by II a.m. in speciaUy identi­
fied collection boxes within the central
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business district to business and lockbox pa­
trons within the same city by 3 p.rn. of the
same day and to expedite the dispatch of out·
of-town mail.

The pr<>gram, as operated at these three
post offices, resulted in costs which would not
have been incurred if the mail had been ar·
forded normal fllSt-elass mail delivery service,
and the additional costs did not appear to be
commensurate with the quantity of mllil de­
livered earlier as a result of the program.
Therefore, we questioned whether continued
operation of the program, in its ~xisting form,
was justified.

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

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

According to information furnished to us
by the Department, modifications to, or cur­
tailment of, the ABeD services were recom­
mended for 45 of the 93 participating offices
having annual receipts in excess of $5 million.
No changes in services were recommended for
the other 48 offices. The Department in­
fonned us that all the recommended curtail­
ments of services and otber modifications to
the program had been implemented by the
end of July 1967 and that these actions
should result in future annual savings of about
5350,000 in the cost of tbe program.

7.9..... p _ of roilwoot _ atft.
Our review in four postal r"Bions indicated
that the Post Office Department could achieve
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estimated annual savinp of about 5265,000 in
manpower t:OSt$ if(a) the number or employ­
ees assipled to unlOad railway post orrlCeS
and/or the time allowed these employees for
unloadlna were reduced to the number of em­
ployees an!! the tiine nec mary for unloadins
and (,,) wlien railway post orr",es arriVed
ahead or sche4ule, the employees were paid
for only the actual service time. To the ex­
tent that conditions similar to those obserwd
by us in the four postal teIions exist in the
other II postal reaiOns. we believe that addi­
tional sayinllS may be available.

We observed one unloading operation for
61 of the 282 railway post offices operating in
the four postal regions. A total of 468 em­
ployees were paid for 8,155 minutes of un­
loadin~ time in the 61 operations we ob­
served. Our observations showed, howeYer,
that only 377 employees participated in the
unloading and tJiat the total time used by
these employees was 4,736 minutes. We esti­
mated that the Department could realize an­
nual sayings or about S160,000 in manpower
costs in the.. four regions if the numl>er of
employees assigned to unload railway post of­
fices and/or the time allowed these employees
for unloadin~ were reduced to the number of
employees and the time necessary to accom­
plish Ihe unloading.

Railway post-office employees are given
full credit, for pay purpo<eS, for the time be­
tween the scheduled arrival time and the ac·
tual arrival time when railway pusl offices ar­
rive lale and may be paid at overtime rates for
such time; however, when railway post of­
fices arrive ahead of schedule, Ihe employees
receiye credil for their scheduled hours of ser·
vice even Ihoush lhe actual service lime is less
Ihan Ihe scheduled time. We eslimated Ihat
the Department could save about 5t05,OOO
annually in the four regions if Ihe employees
received credit for actual service in those i~

slances when railway post offices arrived
early. We believe thaI additional savings may
be available in other poslal regions.

We brousht lhese matters to lhe allen­
tion of the Poslmasler General in February
1966. Pursuanl 10 our suggestions, the De­
partment established, in a leller to its regional
offices dated May 9, 1966, a maximum of six
as the number of employees that should be as­
signed to unload a full-size railway post-office
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ear. The letter contained additional instruc­
tions aimed at better maJIlIICntent control
over the lime allowed and the number of em­
ployees .....ed to unload railway post of·
fices.

COncemina the early arrival of railway
post offices, the Postmaster General set forth
some problem areas which the Department be­
IieYed that it misht encounter in its considera­
lion of this matter. The Postmaster General
stated, however, that the Department would
review the situation. We reported to the Con­
gress on this matter in ;'ebruary 1967.

PUBLIC ASSISTANCE PROGRAMS

10. Pr_." _trrlItl",
_musts_pc It I ' forWII lpl.....
At the request of the Chairman, Subcommit­
tee on Health of the Elderly, Special Commit­
tee on Alina. United Slates Senale, we exam­
ined into certain alleptions of improper prac­
tices in regard to providinl nursing home care
and controlling payments for prescribed drugs
for welfare recipients in the State of Califor­
nia.

In our report 10 the Subcommillee,
dated AUlUSt 8, I%6, we stated that, wilh re­
speel to the providing of nursing home care,
we had found evidence of questionable prac­
tices in the areas of certain of the allegalions;
however, in most or these cases, we could not
consider the eyidence conclusive for Ihe rea­
sons that in some cases relevant documents..
lion was incomplele and in others adequale
evaluation of the significance of the condi­
tions found would require the application of
professional, medical judgment to all pertinenl
facts and circumstances.

However, of more importance, in our
view, was lhat (aJ the California Slale plan in
effect at the time of our review did nol dearly
provide or fix responsibility for lhe exercising
of controls designed to detect and to require
the correction of improper practices or defi­
cienei.. in the areas of most of the allegations
and (bJ Ihe represenlatives of lhe Welfare Ad­
minislralion, Department of. Health. Educa­
tion, and Welfare, had not made the reviews
of State and county agency activilies neces­
sary for an eyaluation of the adequacy of Ihe
Slate plan in this respect.



We pointed out that, in our ricw, the
California Slate plan needed impro.emeotto
clarify the respective responsibilities of Ibe
Slate and CO!I,n,ty welfare IICncies and of the
State Department of PublicHe1i1b to provide
Ibe surveillance necessary to disclose defIcien­
cies in the care,~ or treatment pro­
vided _Ifare recipients in nwsinlltomes.

Our review, as it related to payments for
prescribed drop, showed that the prOcedures,
recommended in the State plan to provide a..
surance that payments be made only for cor­
rectly priced drop prescribed under proper
authority and actually delivered for the usc
of eliPble welfare recipients, had not been
adequately implemented at the county level.
In our report, we stated our view that the
State agency had not adequately carried out
its responsibilities for the evaluation of
county activities and that the Department had
not utilized the review processes necessary to
ascertain the qullity of this .spect of the ad­
ministration of th. programs.

The Department and the State and local
aaencies expressed Fneral apeement with our
flndin.. and conclusions and outlined certain
corrective actions which had been taken or
were heinl contemplated. Also, _ were ad­
vised that, as of March I, 1966, the California
State plan relating to medical care had been
superseded by a new plan, conforminl with
title XIX of the Social Security Act, which re­
assiped responsibilities and corrected some of
the deficiencies discussed in our report.

.1.Es_Dlwupdtond'rI' 't lfor
....".... We reviewed seleeled aspecls
of the costs of infirmary care under lhe medi­
cal assistance for the aaed (MAA) program in
Oakland County, Michigan, under. St.te plan
approved by the Department of Health, Edu­
cation, and Welfare. Our review showed that,
for the period February 1961 thfOUlh Decem­
ber 1964, the Oakland County Medical Care
Facility included, in its claims for financial
participation in costs incurred in the care of
MAA patients, about $22,000 for expenses
that were not related to MAA care. Of that
amount, 50 percent or about $11,000 repre­
sented Ihe Federal share. The unrelated ex­
penses consisted of payments for outpatient
pharmacists' salaries at the Olkland Medical
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Care Facility which provides inpatient care
only to MAA patients.

The State Department of Social Welfare
had brouaht lbismalter to the County's allen­
lion, but the County continued to include
these unn:lated expenses in its cost reports on
which the claims were based. After our re­
view, the Director, Oakland Medical Care Fa­
cility, informed us that outpatient phanna­
cists' salaries would no 10nFr be ineluded in
the eost reports. Subsequently, the $ 11,000
of unanowable costs was, recovered.

12. "y, .pow" 'f."_, " '... of
.... ' I ., ': "I • Our review of proce·
dures used to recover excess funds accumu­
lated under an insufl!llce contract for the med­
ical care of okHF assistan... recipients in the
St.te of Texas, led us to believe that such pro­
cedures, which were approved by the Depart­
ment of Heallh, Education, and Welfare, were
improper and had resulted in p.yments 10 the
State of about $2.3 million in excess of
amounts authorized by law.

The inilial insurance conlract between
the Stale and the contractor provided that,
within 90 days after the period eovered by the
contracl, the contractor render 10 the State a
final accountins and repay the Slate, upon de­
mand, Ihe excess of Ihe premiums paid 10 Ihe
cont......tor over the total of the claims paid by
the contractor and the contractor'. allowable
.dmini.I....tive expenses. The total refund de­
termined by the contraclor to be due Ihe
Stale amounted to more than $5 million, in­
cluding eaminas on the excess premium pay­
ments. In our opinion, under lhe governing
Federallelislation and the pertinenl provi­
sions of the Texas State plan approved by Ihe
Deparl!Rent, aboul $4 million of this amount
should have been returned 10 Ihe Federal Gov­
ernment.

Wilh the approval of Ihe Dep;,rtmenl, the
contractor repaid the excess funds to the State
by offset agaillst premiums payable by th.
State during the period of a seeolld contraet.
With re.peetto the second contract period,
the State then claimed Federal participation
only in the net premium payments to the con­
tractor. As a result, the Federal Government
recovered about $ 1.7 million through reduced



payments tQ the State durin. the secQnd coo­
tract perioo but did nm reClJVer the balance Qf
the 54 milliQn.

Subsequent tQ issuance Qf Qur relK'rt tQ
the CQngress in January 1967, the Depart­
ment stated, in a letler dated April 4, 1967,
tQ the Chairman, CQmmitlee Qn GlJVemment
Operations, HQuse of RepresentatiYes, that the
State had acted with the express CQncurrence
Qf the Federal asency and had, in good faith,
expended the funds in question fQr prosram
pUflK'se5o The Department expressed its Qpin­
ion that, as a matter oflaw and equity, it did
nQt see a sufficient basis I'm retroactively re­
quiring recoyery from the State. The Depart­
ment has informed us, howeYer, that it is fQI­
IQwing Qur recQmmendatiQn fQr the deyelQ",
ment Qf pQlicies that will preclude the occur­
rence Qf similar pmblems related to such ad­
justments in the future.

83. Work i eI b.........i...... tor ......
,••1 ,.. In our review of work registration
under the Federal-State pmgram Qf aid tQ
families with dependent children Qf unem­
plQyed parents in OhiQ, we examined 286
cases selected at random from welfare rolls
for March 1965 in four Ohio counties. We
found that the unemployed parents in about
70 percent of the cases had not registered or
reregistered for employment with the State
employment service although required to do
so, consistent with Federal law, by the Ohio
Slate plan approyed by the Deparlment of
Health. Education, and Welfare.

We estimaled Ihat, if the counties in­
cludcd in our review were representatiye of
all Ohio counties, aboul 4,000 families, repre­
scnting about 22,500 recipienls, may baye re­
ceiyed assislance payments during thc month
of Mareh although registration requirements
had not been met.

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

We brought these findings to the atlen­
tion of cognizant Deparlmenl and State offi-
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0050 Subsequently, the State took several
actiQns desilned to CQm:ct the deficiencies re­
lating tQ enfQrcement Qf WQrk registratiQn re­
quirements. Also, we were advised Qf certain
actiQns taken tQ strengthen the Department's
ability tQ carry Qut its respQnsibilities relating
tQ the public assistance prQgrams.

••• I'ricinI"•••• tar .....pu...._tar_
bv ...... ' ''.In..On the basis of our review
of pricing methoos used by yariQus States in
the purchasc Qf prescribed drup fQr use by
wclfare recipients under federally aided public
assistance programs, we concluded that, if the
Department Qf Health, EducatiQn, and Wel­
fare would provide the States with appmpriate
gnidance and requirements pertaining tQ the
establishment Qr reyision Qf the pricing meth­
oos, the drug pr!)gr3ms in many States would
be significantly impmYed and would result in
economies to both the States and the Federal
GoYernment.

Although prescription dnlg programs
under which payments are made directly to
vendors have been in existence in many States
for seyeral years, the Department has not pro­
yided the States with guidance in the establish­
merit or revision of pricing methods for wel­
fare prescriptions. In fiscal year 1966 these
prQgrams inyolved expenditures of about 5144
milliQn of which the Federal share was esti­
mated at about 581 million.

We belieye that this lack of guidance has
been a significant factor contributing to the
use of a diYersity of welfare prescription dnlg
pricing methods and tQ the use in many States
of pricing methods which do not result in eq­
uitable prescription drug pricing. Also, many
of the pricing methoos are not conduciye 10
eCQnomical procurement because they include
fealures which provide an incentiye to phar­
macies to dispense higher cost drug producls
where suitable lower cost pmducls meeting
the prescription requirements are ayailable.

We proposed Ihatlhe Secrelary of
Health, Education, and Welfare eslablish a pol­
icy goyerning methods of pricing welfare pre­
scription drugs which would pmhibitthe use
of methods based on cost plus a percentage of
cost or methods otherwise providing an incen­
tiye for dispensing higher cost products where
suitable lower cost products meeting the pre­
scription requirements are available. We



proposed also that the Department's policy
encourase the use of methods "-d on the
cost of the product dispensed plus a fixed pr0­
fessional fee.

Conceminl these proplS81s, the Depart·
ment stated that it was in pneral qreement
that it should develop a policy for pricinl
phannaceuticaJ products obtained under pre­
scription which would prohibit a cost-p1uH­
percentaae-of-cost basis of reimbunement but
which, in contrast to our view that the use of
a cost-pIus-a-flxed-professional-fCe method
should be ellC<lllrllled, would incorPorate en­
courapment to the States to move toward a
cost·plus-a-nexible·professional-fee basis. A
cost·plus-a-nexible-fee pricing method would
provide a fee, increasing with the cost of the
product, for each of two or more defmed
ranlCS of d..... cost-for example, a fee of
S0.50 might be paid. for a drug costing a phar­
macy less than S I, a fee of $O.7S might be
paid for a drug costing from S I to S2, and so
on.

The Department acknowledged that, un·
der the nexible-fee pricins method, pharma­
cies would still have some incentive to stock
and dispense higher cost products; but it ex·
pressed the view that such incentive would be
less than that under a cost·plus-a·percent....
of-cost method. The Department also de­
scribed certain considerations which it be­
8eved warranted the encourapment of a
Oexible·fee rather than a fixed·fee pricing
method.

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

We believe that the Department's princi­
pal reason for proposing to encou.... the use
of a nexible·fee pricinl method is the effect a
fixed fee would have on Iow-cost prescription
items. However, we believe that, because the
fixed-fee method would remove an incentive
to dispense higher cost products, it would
tend to reduce the overall cost of drup to the
PfOllalll·
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We therefore recommended in a report
submitted to the Con...... on April 28, 1967,
that the Secretary of Health, Education, and
Welfare take action as carty as practicable to
establish a policy soverning methods of pricing
welfare prescription drup under federally
aided public assistance propams that would be
acceptable for the pwposes of Federal fman­
cial participation. We recommended also that
such a poll.'Y prohibit not only the use of
methods of pricinS based on cost plus a per·
cent. of cost but also the use of any meth­
ods which provide an incentive to dispense
higher cost products where suitable lower cost
products meeting the prescription require­
ments are available. We recommended further
that the policy urge the use of methods based
on the cost of the product dispensed plus a
fixed professional fee.

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

•. e.t_i_ for publich_ infir·
.... c.- ......" ,. d I' .for .......
PI...., On the basis of our ....iew of Federal
fmancial partkipation in the cost of publk
home infirmary care under the medical assis­
tance for the aged prov.m in New York City,
we believed that the financial administration
of the p""",m could be significantly improved
if the Depa. ,Inent of Health, Education, ~nd
Welfare (HEW) were to estabnsh specific
lnidelines for States and localities for cost de­
terminations for infirmary ..re serviccs and
ifHEW and State welfare asencies were to re­
view such cost determinations.

Our review showed that the reimburse·
ment rate for such inlinnary care was

I,
l



inconect bcca_ of duplicated and other er­
roneous salary chaqes and because of inequi­
tably aJJocated overhead costs. We estimated
that about S436,OOO was erroneously cbaqed
for infmnary care under the propam in New
Y011< City durin. the fiscal year ended March
31, 1964. The Federal share of this amount
was about 5218,000.

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

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

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

86. PrDWidinl '""""" home CMtI." die"_4

... ... Pi A: it 1~ to oIcI-... . ,. woe NCip-
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_At the request of the Chairman, Subcom­
mittee on·I.oIll"Term Cm, Special Committee
on AJinI, United States Senate, we made a
preliminary inquiry into certain alleptions of
improper practices in providina nursinl home
care, medical services, and prescribed drop
for oId-age assistance recipients in the Cleve­
land, OIIio, area. The allegations related prin­
cipally to the adequacy of enforcement of the
State of Ohio nursing home licensing require­
ments for the standards of treatment and care
of ilUrsinj home residents; the appropriateness
of procedures and practices employed in plac­
ing welfare recipients in nursing homes; and
the adequacy of State controls over payments
to vendors, includinJ medical or health care
practitioners and pharmacies.

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

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

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



investigatory guideline in seeking out what
may be widespread abuse of the progJ1lm by
local physicians and practitioners, nursing
homes. and certain public officials.

RAILROAD RETIREMENT
ANNUITIES

87. Elig;bility of members of diSlbted or mirMt
employees' families for annuity PlYmentr·!n April
1961. we reported i.o the Railroad Retirement
Board that members of disabled or retired em·
ployces' families on account of whom the for­
mer employees' annuities were increased were
not advised that the Board, with appropriate
authorization from the former employee,
could distribute portions of the increased an­
nuities directly to them or to their custodians.
Some family members were being maintained
with public funds without the ~ontributing

support of the former employees. even though
th~ Board had increased the former employ­
ees' annuities on account of the family mem·
bers.

After we brought our findings to the at­
tention of the Board. we were infonned that
its practice would be revised and that such
persons would be informed upon request that
a portion of the annuities could be paid to
th~m if they presented appropriate authoriza.­
tion from the former employees. In our
opinion the revised procedure should help to
a...:hi~ve a morc equitable distribution of the
inl;reases in annuities of former employees
who are not contributing to the support of
family members on whose account the annui­
ties were increased.

88. Control over propriety of annuity pay.
menlS- In April 1907. we rel,orled to the Rail­
road Retirement Board that its procedures and
practi...:es had not been wholly effcctivt in de·
veJoping accurate infonnation from social se·
curity wage records and from disabled or rc·
tired employees concerning earnings and
changes in eligibility of members of their fam­
ilies. As a result, certain annuities were not
paid in the proper amounts. We not~d im·
proper payments to 146 annuitants, consistio!
of $47.800 in overpayments and $3, I00 in
underpayments.

After we brought our findings to the at­
tl'ntjon of the Board, certain automatic data

46

processing programs were established or re­
vised to obtain earnings information from SI>­
cial security wage records and to ensure thaI
annual report forms are issued to certain dis­
.bled or retired employees. Also, aelion was
taken by the Board to provide internal audit
coverage for this phase of its operalions.
These actions, if effectively implemented,
should strengthen the Board's control over the
propriety of annuity payments.

REFUGEE AND ESCAPEE
PROGRAMS

89. U. by nonNfu_ of f.ilitill ..pp a lid
by rotu.,. assi_ .......om-Funds appropriated
for assistance to refugees have been used by
the Department of State for faeilities and ser­
vices in Hong Kong which serve substantial
numbers of nonrefugees. We have some rcSt;r­
vations as to whether such usage is eompletely
in accord with congressional intent, and we
question whether the congressional commit·
tees have heen full)' infonned as to the extent
of participation by nonrefugees.

11,e American consulale general has de­
termined that, for Ihe purpos.lS of the Depart­
ment of State's refugee assistance progr-dm in
Hong Kong, a person who has ned or been ex­
pelled from mainland Chin.• after January I,
1949, or a minor ehild of such a person,
would be classed as a refugee. The Depart­
ment has estimated that, on the basis of these
criteria, refugees comprise about SO percent
of the population of HOllg Kong and the De­
partment has informed the Appropriations
Committees of the Congress at various times
of Ihe possibility that some facilities receiving
United Stal'.. contributions would be used by
nonrcfugL.'es; however, in our view t the De­
partment's statements have indicated that
such usage would be relatively minor.

We believe that the Department's overall
estimate that 50 percent of the population of
Hong Kong are refugees is unrealistie heeause
the definition on which il is based docs not
include a termination point; that is, the slage
al which refugees who have heen successfully
integrated into the Hong Kong community
cease to be considered refugees.

We found that United States funds had,
to a large exlent, been expended on projects
whieh were not intended specifically for



refUJees but were available to all residents of
HDIlI KDIlI without distinclion. The Depart·
nicnt had not, to our knowlcd&", attempted
to accumulate statistics as to the extent of
nonrefugee usage of specitic projecls. We ol>­
lained the results of limited tests of Iwo proj­
ects made by voluntary aaency personnel and
found that as hi&h as 58 percent of the users
might have heen nonrefugees. Further, an
overall application of Ihe percenlage reached
in the Department's estimate would indicate
that 50 percent of all individuals benefiting
from United Slates refugee funds in Hong
Kong could be nonrefugees. We believe lhere­
fore thai the facilities and services, to which
the United Stales has contributed have served
substantial numbers of nonrefugees.

We visiled many of lhe major buildings
and facilities in Hong Kong and Macao that
had been construcled either partially or en·
tirely with Uniled States funds appropriated
for refugee as.<istance and found Ihat only one
of the facilities which we visited appeared to
be specifically for the use of refugees.

In commenting on our finding, the De­
partment staled Ihat it had consistently en­
deavored 10 assist refugees by its program in
Hong Kong and thai only incidentally and un­
avoidably were persons who might not be
classified as refugees being assisted. The De­
partment slated also Ihat the Conltess had
been informed on many occasions of, and had
acquiesced in, Ihe usc of such funds for small
numbers of nomefugees where necessary. The
Department slated furlher Ihat it was impos·
sible to differentiate between the refugees and
the other needy residents in Hong Kong 10
whom help was furnished from many sources
including Uniled States refugee assistance
funds, and the Department also slated thai,
from a practical standpoint, Ihere would be
no way for the Uniled Slates Governmenl 10
carry oul its objeclives unless it conformed to
the requirements of the Hong Kong Govern·
ment that Ihere be no distinction between
new refugees, refugees who were integrated,
and needy long-time residenls.

We recognize thai there is a practical
problem in identifying refugees in Hong Kong.
However, refugees have been idenlified under
some of the service conlracts with voluntary
relief agencies. At least one of Ihe facilities
Ihat we visited appeared 10 be in use specili-
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cally for refu.,.es. These fllCts indicate thai
lhe Department is not forced to use its refugee
assistance funds for projects benefitinl all resi­
dents of Hong Konll bul has some options as
10 fund application.

We recommended that, in conjunction
wilh requests made in the future for funds for
refugee assistance in Honl Kong, the Deparl­
menl furnish the conltessional committees
more complete and realistic information as to
anticipated usage of project facilities anI! ser­
vices by refugees and nonrefugees. This would
necessitate, as a slarting point, revising of the
Department's definition of refuaees in Hong
Kong to include a statement of the stage at
which refugees, successfully integrated into
the Honl Kong community, would cease to
be considered refuF.es. It would also require,
for proposed indiVIdual projects, the furnishing
of estimates as to anticipated refugee versus
nonrefugee usage to the extent that it would
be practicable to make such estimates.

90. AI' I kAI to 6 by"'un... ' ....
.... In our review of the United States Es­
capee Program (USEP) in Europe, we found
Ihat conlract paymenls to voluntary agencies
were nol correlaled wilh the number of USEP
eligibles assisled by the agencies and that, con­
sequently, refugee assistance cosls mighl have
been higher than necessary. Department of
State officials advised us Ihal factors other
than the number of refugees to be assisted also
were considered in detennining the size of
each agency's contract. Although other fac·
lors mighl not always permil an exact correla­
tion, we beHeve that a more proportionate re­
lationship could possibly be achieved in some
cases.

For example, in 1965 USEP paid for 19
full-time employees of Ihe Nalional Calholic
Welfare Conference (NCWC) 10 assisl 1,660
refugees. More lhan half of these persons
were employed in Italy, however. where
NCWC had only aboul 24 percenl of ils lolal
case load.

Also, USEP paid in 1965 for four full­
lime employees of Ihe World Council of
Churches (WCC) 10 assisl 456 refugees in Eu­
rope, excluding Greece. One of Ihese employ­
ees performed his dUlies at a refugee camp in
Italy. In December 1965 there were 922



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

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

We noted that th~ cost of supporting
refugees in Greece was relatively high because
USEP was financing (a) the administrative and
salary costs of voluntary agency personn~1 as·
sisting both USEP and non-USEP refugees and
(b) the major portion of the cast of maintain­
ing a refugee camp in Greece which was used
for USEP and non-USEP refugees. Here again,
the Director, ORM, attributed USEP presence
in Greece to factors additional to specilically
providing assistance [0 individual refugees. He
observ~d, however, that, since the Greek Gov­
emmt:nt had agreed in principle to assum~ th~

basic (:osts of camp care and maintenance as
of January I, 1967. USEP assistance should be
greatly diminished.

RESEARCH AND DEVELOPMENT
PROGRAMS

91. Control and distribution of research reports
and materials--Our review of the control and
distribution of reports and materials resulting
from grants awarded by the Division of Re­
~rch Grants and Demonstrations, Vocational
Rehabilitation Administmtion IVRA), Do­
parlmont of Health, Education, and Welfare,
rev~alcd several arcas in the administration of
the research and demonstration grant program
which, we believe, were in need of improve­
ment. We believed that there was need to (a)
increase efforts to disseminate vocational re­
habilitation research and demonstration proj­
ect reports on hand so that useful information
about developments in vocational rehabilita­
tion might be placed in the hands of interesled
individuals and organizations who might bene­
fit from its use and (b) develop and imple­
ment adequate controls and procedures re·
garding the fulure receipt and distribution of
research reports and demonstration grant
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materials. The need to disseminate the results
of research programs was emphasized in Ihe
Vocational RehabilItation Acl Amendmenls
of 1965.

After we discussed our fmdings wilh rep­
resentatives of the Division of Research
Grants and Demonstrations, they informed us
that arrangements would he made for Ihe dis­
tribution of available research and demon­
stration granl reports to State agencies, other
divisions within VRA, granlees, doctoral can­
didates, graduate students, and college and
university libraries_ They informed US also
that the Division would attempt to establish
adequate control over the material ordered,
stored, and distributed.

92. Conuoh _ --..-,"".. 1_
....., _In its guidelines governing the use
of Federal granls for medical research activi­
ties, Ihe Public Health Service (PHS), Depart­
ment of Heallh, Educalion, and Welfare, had
not provided for appropriate controls over
equipment purchased by granll-e institutions
with such granl funds_ We found a particular
need for such guidelines in view of the
grantees' obligation to usc the ~quipmentonly
for the purposes spedfied in the grant, and we
helieve thallhose controls are necessary to
comply with established PHS guideline.. which
require a determination by an appropriate ad­
ministration official of the grantee institution
thai no oth~r equipment is available for the
intended use before purchasing equipment for
a PHS-supported project. We noted instances
where gr.mtce institutions had no reliable fCC·

ord of equipment on hand thaI could he re­
ferred to hefore placing orders for new equip­
ment, and there was no assurance that proper
custody was exercised over equipment on
hand.

In our report of June 1967 to the Sur­
geon General, we recommended that appropri­
ate instructions regarding the maintenance of
adequate control over grant-rmanced equip­
ment be included in PHS guidelines to facili­
talc proper use and custody of such equip­
ment and economical purchasing procedures.
The Surgeon General advised us in September
1967 thaI the need for improvement in these
procedures was recognized and thai appropri­
ate policies for use wilhin the entire Depart­
ment were being considered.



a. DI4 a fd: ot ...............uitill
• $P ..........The Public Heahh Service,
Department of Health, Education, and Wd­
fare, in its publiohed policies reprding the d&
position of any net income derived from
pant-supported activities, has made no provi­
sion with respect to the treatment of prof.....
sionaI fees received by researchers supported
by grant funds. For example, we found that,
in the case of a grant-supported ca""er re­
search orpnization, it was not clear, and
there was uncertainty on the part of the De­
partment's own audit representatives, as to
whether-.the disposition of medical fees earned
by the physicians employed by the grantee
was in aecordance with approved a..,ney pol·
icy.

We recommended in June 1967 that the
Sur..,on General establish mon: specific guide­
lines to define what category of income
should be subject to return to lhe United
Slates Government an" that the guidelines set
forth any other acceplable arran..,ments for
Ihe disposition of grant-senerated income
which may be included in grant agreements.
We were advised by the Sur@COft Gen.raJ in
September 1967 that the Service was consid­
ering adopting a policy which would provide
thai all fees, such as those mentioned in the
above example, be relained by the grantee in­
stitution for expenditure for heallb-related re­
search or lraining purposes only or for deposit
in a general research support grant account.

••. Audillot _II .tiv_·ln OUT re­
ports to the Congress in September and De­
cember 1967 on our reviews of lhe National
Science Foundation's administration of its
conlracls for lhe operalion of the National
Center for Atmospheric Research, Boulder,
Colorado, and Kill Peak Nalional Observa­
toryJ Tucson, Arizona, we pointed out the
need for regular periodic audits by Ihe Foun­
dation of operations conducled al Ihe Iwo
Cenlers.

We found lhat, from inceplion of opero­
lions at the two Cenlers in 1960 and 1957,
respectively, until completion of our audil
work al the siles in 1966, no independenl re­
views or appraisals had heen made of the cosIs
incurred by, and Ihe performance of, the con­
tractors, nor were internal audit. made of the
Foundation's contract negoliation and admin-
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istration of aetivities related to the Centers'
operations.

Foundation expenditures through fISCal
year 1966 totaled about 531 million for the
operalions in Boulder, Colorado, and 529 mil­
lion for Ihe operations in Tucson, Arizona.

We proposed that the Foundation pr<>­
vide for regular, systematic 'audits of the Cen­
ters' operations, sufficiently broad in scope to
enable Foundation manaaemenllo effectively
appraise the discharae of the contraclors' fi­
nancial responsibility to the Government and
10 provide information necessary 10 sound
contract negotiation and administration. The
Foundation agreed with our proposal and in­
formed us that efforts were being made to
have staff members of the Foundation's Inter­
nal Audit Office devote more time to the re­
view of operations, policies, and procedures at
lhe research centers operated under Founda­
tion contract..

IS. Tide tID .... ulld in. c:tIwlhides Dur·
ing our review at Ihe National Science Founda­
lion's Kill Peak Nalional Observatory, Tu,;son,
Arizona, we found that the private nonprofit
corporation operating tbe Center under a cost­
reimbursable contract had purchased land ad­
jacent to lhe Observalory headquarters in
Tucson to provide for anticipated fu ture ex­
pansion of the Observatory. nle funds used
by the contractor to purchase the land came
from its corporate reserve, comprised primar­
ily of management fee payments to the con­
tractor by the Foundation for the operation
and management of tbe Center.

In a report submitted to the Congress in
December 1967, we expressed the belief that
real property needed for expansion of Obser­
valory operations should be provided by Ihe
Government rather than purchased by Ihe
contractor with funds made available to it
Ihrough Foundation mana..,ment fees. By
providing for the property needs of the Ob­
servatory operations through cost reimburse­
ments under the contract, title to such prop­
erty would be vested in the Governmenl and
would thereby provide a means for ensuring
ils use for the performance of research work
desired by the Government.



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

96. Negotiilting mana; mfilt fwt- During our
review of the National Science Foundation's
administraHon of the contrad for the opera­
tion of its National Center for Atmospheric
Research, Boulder, Colorado, we found that,
under tlle Foundation's concept of the fiXed
fee to be paid the contractor for managing and
oper.lting the Center, the amount was to be
determined on a need basis.

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

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

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

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

97. NOIOtiolinI"'. S ...1-'In a report
submitted to the Congress in De<-ember 1967,
we pointed out that, under the terms of its
contract for the operation of Kilt Peak Na­
tional Observatory, the National Science
Foundation reimbursc5 the contrdctor-a pri­
vate nonprofit corporation-for all costs in­
curred arising out of or connected with the
work under the contract. In addition, the
contractor receives a management fee which
has been negotiated on an annual basis. The
amount of the management fee varied from
S17,500 in fiscal year 1958 to 5125,000 in
each of liseal years 1965 and 1966.

Under the Foundation's concept of the
management fee, the amount is to be deter­
mined on a need basis and is intended to pr~

vide for the normal operating expenses of the
contractor not reimbursable under the con­
tract and to enable the corporation to accu­
mulate capital equivalent to about 2 years'
corporate expenses.

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



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

•. NI, tiItint lifT • iillWlt ..... In a report
submitted to the Congress in September 1967,
we pointed out that the National Science
Foundation (NSF), in negotiating the S·year
S700,000 management fee with its operating
contractor at the Foundation's National Cen­
ter for Atmospheric Research, Boulder,
Colorado, did not make an adequate review
of available financial data affecting the level
of funding intended to be provided through
the fee_

The Foundation established the S-year
fixed fee at an amount which it considered
would provide for the contractor's normal op­
erating expenses not reimbursable under the
contract and enable the accumulation of a
corporate reserve of between S2S0,000 and
$300,000.

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

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

99. Contr.ctors' medical and group life inlU'­
MICe program,...Our review of the contractor's
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fringe benefit programs at the National Center
for Atmospheric Research, Boulder, Colorado,
showed that the cost of its mllior medical and
group life insurance programs was being borne
entirely by the National Science Foundation
under its cost-reimbursable prime contract,
while the costs of comparable medical and
life insurance programs at tht! Foundation's
two other National Research Centers in the
United States, also operated under cost..
reimbursable contracts, were being shared by
the contractors and the employees. The cost
of these programs totaled about S8S ,000 in
fiscal year 1966 and is expected to increase
with an anticipated increase in the number of
employees.

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

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

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



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

During the course of our review, the
Comptroller General, in a report to the Con­
gress dated September ~O, 1966, held that the
stalUtory limit<Jtion on the acquisition of
passengt:r-carrying vehicles by a Government
agency did not apply 10 the purchase of pas­
senger vehicles by contractors under Govcm­
ment contracts. We therefore informed the
Foundation. by letler dated December 15,
1966. of a need for clarifying its policies rela·
live to vehicles purchased for use by contral
tors conducting the operations of the na·
tional research centers. The Foundation in­
formecJ us that its practices would be ad­
justed accordingly.

We also expressed the belief that the
Government's interest would be better prcr
tee led :md that economics would result if ti­
tles to vehicles acquired under prime contracts
were \'t:sred in the Government and if the Gov­
ernment acted as sdf-insurer, in accordance
with its general practke.

The Foundation informed us that, since
si.lvings might accrue from Government owner­
ship of vehidcs, the Foundation proposed to
develop, with its contractors, a schedule for
shifting to a Government-owned fleet of ve­
hicles.

101. Financing construction activities-In a re­
port submitted to the Congress in September
1967 on OllT review of the administration by
the National Science Foundation of its con­
tmct for the operation of the N&.Itional Center
for Atmospheric Research. 1I0ulder, Colorado,
WI: pointed out that the Foundation had not
required the contmclor to obtain the Foun­
dation's prior &.IpprovOII before using funds,
origillally budgeted for program operations,
to finance construction activities. As a result
of this pmctice and other fund transfers, the
contraclor was able to expend about $7.4 mil­
lion for its construction projects or about
$1 million more than was specified for this
purpose in the Foundation's annual budget
justification submitted to the Congress.

Although the Foundation receive. only
one appropriation to finance all of its expen­
ditures and is not legally restricted by the

52

amounts specified for constnlction in its an-­
nual budget justification, we believe that the
Foundation'. practice of permittins the con­
tractor to finance construction activities by
reprogramming funds originally budseted for
other purposes, without prior approval, tends
to weaken the financial controls. In our opin­
ion, a Federal agency should attempt to main­
tain Bmmcial control over its construction ac·
tivities, in line with the strong congressional
interest in expenditures for construction of
Fcdoral facilities.

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

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

102. R_..._ol_~t-During
our review at the N'ltional Science Founda·
tion's Kill Peak National Observatory, Tuc­
son. Arizona, we found that the contractor
did not maintain records from which usage of
Observatory eqnipment could be detennined.
Thus. the Observatory's management and tho
Foundation lacked an important means by
which to evaluate justifications for additional
eqUipment and for the retention of existing
~quipment.

As of October 14, 1966, the Observatory
had 150 items of equipment with a unit value
in eXl:(:ss of $1,000 and a total value of
$718,633. This equipment included many
items, such as lathes, milling machines, and
drill presses, designed for the same function or
similar functions. During our review, W~ ob-­
served that much of the equipment was fr.~

quently idle. However, Observatory represen­
tative. familiar with its use informed u. that
all the existing equipment was needed and
was used regularly.

An Observatory omcial advised us that,
in line with our suggestion, consideration



would be given to the establishment of usalle
records on the more expensive items of equip­
ment, In our opinion, such records would be
beneficial to the Observatory's manasement
and to the Foundation in identifyinll excess
equipment and evaluatinll requests for addi­
tional equipment.

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

We recommended that, as soon as prac­
ticable after completion of the review of the
Observatory's equipment usage, the Director
of the Foundation institute procedures re­
quiring that equipment usace records be main­
tained at the Observatory in order to ensure
the most efficient and economical equipment
management.

'03. Admin_ai. of ~.

Ii.....ln December 1967 we reported to the
Congress on our review of the National
Science Foundation's administration of its
contract for operation of the Kilt Peak Na­
tional ObselV3tory, Tucson, Arizona. We
stated that there was a need for the Founda­
tion to improve its administration of the
•'atent provisions included in the contract to
help ensure the receipt of information relative
to inventions made or conceived by the con·
tractor's employees or visiting scientists and
to effect timely determination of the rights
to and appropriate disposition of potentially
patentable inventions, as the Foundation is
required to do under the terms of the contract.

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

In regard to determining the rights to
and disposition of potentially patentable in­
ventions, we noted at the time of our review
that of the two cases referred to the Founda­
tion for determination, one, an invention dis~

closure case, had remained unsettled since
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1964. The Foundation attributed this lack of
action to an administrative oversight.

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

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

SCHOOL CONSTRUCTION

104. R-aouliV of fundl .......aining.,., com­
....tion of _ canstructed with F...... fin....i..
.Iton.. In a report issued to the Commis­
sioner of Education, Department of Health,
Education, and Welfare, in February 1967 on
our examination of the disposition of funds
remaining after the completion by local edu­
cational agencies of schools constructed with
Federal financial assistance, we pointed out
that in some cases the actual cost of con~
stmcting schools was less than the estimated
cost on which the amount of Federal assis~

tance was based and that the Office of Educa­
tion had allowed the local educational agen­
cies to retain and use the savings.

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



After we brought tltis matter to its atten­
tion, the Office informed us that, as a result
of discussions with OUI staff, it had adopted a
policy providing that, where the final cost of
construction is less than the total estimated
cost, the savings accrue to the Federal Gov~
crument unless pertinent factors are present
which were not considered at the time the
original estimates were made.

SLUM CLEARANCE AND URBAN
RENEWAL ACTIVITIES

105. Adjustment of noncash local grant·in-I'd
eredits for certain public facilities- Wr:, reviewed
the policies and practices followed by the Re­
newal Assistance AdministrJtion (RAA). De­
partment of Housing and Urban Development
(HUD), in approving claims for noncash grant·
in-aid credits for three urban renewal projects
-one in the State of Washington and two in
the State of Virginia. In an October 1966
report to the Congr~ss. we expressed the be­
lief that there was :l need for revising certain
policies of the agcm:y for determining the ben·
elits of faciJities to urban renewal projects,

In our opinion. RAA approved c:xccssive
noncash local granHn-aid credits which in­
creaseu proj~ct costs-two thirus of which are
shared by the Feueral Government-for (a) a
bridge, because the method used to cstimah:
the benefits of the bridge did not give proper
consideration to the benl l'its provided to areas
outside the project, and (b) a limited-access
street. because inadequate consideration was
given to its limited-access characteristics 'tnd
its benefits to nonproject areas.

We also expressed the belief that there
wns a need for adjusting the local noncash
grant-ill-aid cn:dits :.tpproved for the donation
of certain publicly owned parcels of land to
one of the urban renewal projects. In our
opinion, Ihe value of the improv~mcnts on
the parcels of Innd were excessive because an
improper basis WetS lIsed in determining their
values.

The amounts of the excess allocations for
the bridge and the limited-access street and of
the excess value of the buildings could not be
estimated without detailed studies; however,
we expressed the belief that the amounts
could be substantial in relation to the 53 mil­
lion credits allowed for the facilities involved.
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We recommended that the Secretary,
HUD, require RAA (a) to revise the Urban
Renewal Manual to provide that, in those in­
stances when it is determined that a facility,
such as the bridge, will provide more than one
type of benefit, the relative values of the bene­
tits be detennined so that each type of benetit
will be appropriately weighted for an equi­
table allocation of the total benefits to project
and nonproject areas and (b) to revise the
agency's policy on noncash grant-in"aid credits
to recognize that the limited-access portions of
the facilities, such as the street, substantially
benefit the entire community and that, there­
fore, the costs of such facilities should be a~
propriately allocated between the project and
nonproject areas.

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

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

During fiscal year 1967, as a result of
proposals we made to HUD in prior years re~

ative to other urban renewal projects. noncash
grant-in-aid credits were reduced for a ..hool,
a tire station, street lights. and traffic signals.
The Federal Govemment's share of the costs
of these projects was thereby reduced by
about 5410,000,

'Oli. Ev....oti'" _ of ch..... on project
'..... di......lonpr..... lu a January 1967 report
to the Secretary of Housing and Urban Devel­
opment (tlUD), we expressed the opinion that
HUD did not ensure that fair marleet value, al­
though required by law, was received for the
sale of land in the residential portion of an
urban renewal project in San Francisco, Cali·
fomia.



The net costs-eroos costs less proceeds
from the disposition of land-ol' fedenUy ....
sisted utbari renewal projects generally are
shared two thirds by the Federal Government
and one third' by the local community_ Sec­
tion 110(c) of the Holl5ing Act of 1949, as
amended, requires that the property acquired
in an urban renewal area be disposed of by the
local public ajency at its fair value for uses in
accordance with the urban renewal plan. The
regulations of HUO's Renewal Assistance Ad­
ministr4lion (RAA) provide that chanaes pro­
posed in the uthan renewal plan involving
changes in the project area or land reuses be
reviewed to determine the need for new ap­
praisals of the value of the land.

A contract was awarded under compet~
tive conditions to sell project land to a devel­
oper for 56 million. One of the bases for the
award was the design of the proposed redevel­
opment. Subsequently, changes were allowed
in the urban renewal plan and in the winning
design to increase the density, land (overage,
and building height. The Department, how­
ever, did not require the local public agent y
to obtain appraisals of the errect of the
changes on the value of the land to determine
whether the sales price to the developer
should be adjusted. In our opinion, available
data indicated that the value of lhe land to
the redeveloper might have been increased
substantially, but such increase in value could
nol be determined without detailed studi...

We believe that the primary reason for
not requiring reuse appraisals arter chang..
were made in lhe uthan renewal plan and rede­
veloper's winning design was that HUD's regu­
lations do not cont:lin specific criteria for the
regional orlices to determine whether plan
changes are of sufficient magnitude to require
new appraisals and whether the disposition
prices should be adjusted.

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

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

We believe that any subsequent design
changes should be evaluated 10 determine Ihe
efTect of the changes on the value of the land,
regardless of whether there is a change in the
urban renewal plan.

SOCIAL SECURITY BENEFITS

107. A:c auntie•• controls for IJ'.rpa,,,.nt of
__ri,,_.ln March 1967 we re­
ported to the Congress that the Social Secu­
rity Administration (SSA).ild not have suffi­
cient accounting control over benefit overpay­
ments, that many overpayments could have
been prevented through the exercise of greater
care by SSA employees in handling benefit
claims, and t.hat there was a need for improve­
ment in overpayment recovery activities. In
accordance with our proposals~ the Depart·
ment of Health, Education, and Welfare
agreed to establish a system of accounting con­
trols for overpayments and to take action de­
signed to minimize overpayments and improve
procedures governing recovery of overpay­
ments.

108. " 1u.. for pl'OOlSling ..... of ..
nials Df~ inalrMCe benefits-· In a report is""
sued in June 1967 on our review ofprocc­
dures for processing appeals of denials of dis­
ability insurance benefits, we pointed out that,
under present procedures followed by the So­
cial Security Administration (SSAj, requests
fer reconsiderations of denied disability
,iairns cases were referred to State agencies for
redetermination of disability regardless of
whether claimants furnish new or pertinent ad­
ditional medical evidence in support of their
requests.



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

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

TAXES

109. Excise tax exemptions on beer end to­
bacco products given to certain consum.... Under
the provisions of chapters 5 J and 52 of the
Internal Revenue Code of 1954 administered
by the Internal Revenue Service, Treasury De­
partment, breweries are permitted to furnish
tax~frec beer to employees and visitors for
consumption on the premises and manufac·
tUTers of cigars and cigarettes are permitted to
furnish these products tax free to employees
for personal consumption.

In a report submitted to the Congress in
April 1967, we expressed the belief that, al·
though these general practices had existed for
a long time, expenses incurred in producing
and promoting lhe sale of products, as well as
excise taxes, were appropriate costs to the
manufacturers and that excise taxes should be
imposed on beer and tobacco products even
though the producers continued the practice
of giving these products to employees and
visitors free of charge. We estimated that, if
the beer and tobacco products given away
during fiscal year 1965 had been subject to
excise taxes, such taxes would have amounted
to about S1.6 million.
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In commenting on our findinp, the As­
sistant Secretary of the Treasury for Tu Pol­
icy advised us that, stricUy from the view of
administrative and revenue considerations, the
Treasury would have no objection to the reo
peal of the exemptions in question. The As­
sistant Secretary stated that repeal of the
present exemptions would aho, as we had
indicated in our report, equalize the situation
existing with respect to other producers of
alcoholic beverages and tobacco produds who
do not el\ioy the tax exemption privlleae.

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

110. AIII c Ii"".__,,........ ...__""""I............... In December
1966 we reported on our review of the proce­
dures and pr.ctices established by the Internal
Revenue Service (IRS), Treasury Department,
with respect to reporting, COl {ax purposes,
income received by taxpayers under programs
administered by the United States Department
of Agriculture (USDA). We pointed out that
IRS seemingly had not established controls
and procedures for determining the extent
of nonreporting of income by recipients of
payments under various agricultural proarams.
During fiscal year 1965 such payments made
by USDA amounted to about $3.7 billion.

Subsequent to our discussions of this
matter, the Deputy Commissioner, IRS, in­
formed us that, beginning in January 1967,
IRS would receive information from USDA
concerning certain agricultural program pay­
ments made during calendar year 1966 for
matching against the taxpayers' tax returns.
Payments made under these progr.ms
amounted to ~bout $2.2 billion, or about
S9 percent of the total aaricultural progrdm
payments made during fiscal year 1965.

Payments made under the remaining ag­
ricultural proarams (principally Commodity
Credit Corporation loans), which totaled
about $1.5 billion during fISCal year 1965,
were not included in ·the system for reporting
information mentioned by the Deputy Com­
missioner because of some problems relating



to detenhininl whether and when such pay­
ments were to be reported on infonnation re­
turns to IRS. The Deputy Commissioner ad­
vised us, however, that satisfactory solutions
to the problems would be developed in coop­
eration with USDA.

111. Roparti", of1_,_hili by ......,.
..... FIdonI i1_ lox In a report sub-
mitted to the Congress in November 1966,
we stated that Our review of selected activities
of the Internal Revenue Service (IRS), Trea­
sury Department, with respect to Federal in­
come tax refunds on which interest was paid
revealed that a high percentage of taxpayers
were not voluntarily reporting, as income,
interest received on their tax refunds. Be­
cause of our limited access to records, we
could not reasonably ascertain the total
amount of such unreported interest income.
However, on the basis of infonnation made
available to us and a test of transactions in
four district offices and the amount of inter­
est paid by IR8-S88.5 million in fiscal year
1964-it was our belief that considerable tax­
able income had not been reported.

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

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

112. ~nity for _01", in_ pay.
men. on CIf1aIn F..... income tax rwfundt-Our
review of the payment of interest on income
tax refunds attributable to net operating loss
deductions showed that excessive interest
costs were being incurred by the Government.
Also, better treatment was accorded taxpayers
claiming nel operating loss carry-back refunds
than was available to taxpayers claiming or­
dinary refunds.
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The exce!lSive interest costs are incurred
because interest is paid from the close of the
year in which the loss is incurred; whereas, in
the case of ordinary refunds, section 661 l(e)
of the Internal Revenue Code provides an
interest-free period of 4S days fol1owing the
prescribed due date or date of receipt of the
return, if later, for the Internal Revenue Ser­
vice to process the claims. Also, taxpayers
can delay filing claims for refunds in cases of
net operating loss deductions for periods up
to 3 years and receive interest for the entire
period.

We believe that millions of dol1ars could
be saved each year if the tax code were
amended. Consequently, in our May 1967 re­
port we sUllOsted that the Congress might
wish to consider amending section 6611 of Ihe
Internal Revenue Code to provide that interest
on refunds resulting from net operating loss
deductions begin from the date of filing the
application or claim for such a refund, except
that the Internal Revenue Service be autho­
rized to establish a reasonable period after Ihe
applications or claims are filed within which
interest-free refunds may be made.

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

The Assistant Secretary stated that the
Treasury Department was prepared 10 support
legislation which would revise the Code 10 the
effect that no interest shall be paid on carry­
back or unused deduction refunds for periods
prior to the filing date of an adjustmenl appli­
cation or claim for refund and which would
allow a period of 90 days from the date of
filing within which interest·free refunds may
be made.

113. Coliootl... ofF_ unomployment
ax...The Unemployment Trusl Fund, which
is financed primarily by the taxes collected
under the Federal Unemployment Tax Act, is
used by the Secretary of Labor to finance the



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

The collection of these taxes after the
close of the calendar year has necessitated the
borrowing of funds at prevailing interest rates
to finanre the costs of administering the State
employment security offices during the first
7 months of the respective fiscal year. In a re-­
port submitted to the ('ongress in January
1967, we pointed out that the account in­
curred S2.2 million in interest expense from
July 1964 until the majority of calendar year
1964 taxes were collected in early 1965. We
estimated that, if collections for calendar year
1964 had been made on a quarterly basis,
available funds not only would have been ade­
quate to meet administrative costs but also
would h<lve camed about $7.) million in inter·
est.

Both the Treasury Department and the
Department of Labor agreed in principle with
the desirability of the proposal to change the
collection of Federal unemployment taxes to
a quarterly basis. The Treasury advised us,
however, that various policy and technical
problems n~eded to be resolved. In our re·
port to the Congress, we recommended that
the Secretaries of Labor and the Treasury co~

operatively determine the most feasible
method of making quarterly collections of
Federal unemployment taxes and submit for
considerdtion by the Congress the necessary
legislative proposal to provide the authority
for such collections.

TRAINING ACTIVITIES

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

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

This mailer was reported to the aaency
in June 1967 with our recommendation that
it make a review to detennine the extent to
which payments by the university represented
the reimbursement of training costs and that
it make such adjustments as might be appro­
priate in the amount of Federallinancial par­
ticipation. We were advised by the Depart­
ment in October 1967 that action to eff':ct
adjustment would be taken.

115. CGII_lor~_tM-jalo _lit i",
-In a report issued to the Secretary of Labor
in January 1%7, we stated that. although the
Department's guidelines governing on'lhe-job
training projects provided that Federal funds
should not be used as a subsidy 10 replace ex­
isting training programs or efforts by contrac­
tors, the Department's Bureau of Apprentice­
ship and Training, in contr.cting with the
Chicago Transit Authority for the training of
bus drivers, did not include sufficiently clear
and explicit provisions in the contract to t::n­
sure that these guidelines would be imple­
mented. As a result, the contracting parties
subsequently found it necessary to reach
~greement on an interprelation of the con­
tract's provisions, which, in our opinion, was
not compatible with the objectives of the man­
power development and training program.

The contract, as interpreted, allowed
Federal financing of the contractor's existing
bus-driver training program on the basis that
the contractor would maintain its precontract
level of expenditures for training by introduc­
ing additional training in other occupations.



However, in computing the costs of the addi­
tional training effort, the Department allowed
trainees' salaries-an item of expense not in­
cluded as a reimbursable cost under the con·
tracl. As a result, the contractor received
S113,700 of Federal financing for costs
which, in our opinion, did not meet the
maintenance-of-training-effort requirement of
the program.

After we brought the mailer to its allen­
tion, the Department of Labor advised us that
lhis was one of the first contracls under Ihe
program and lhat in making fulure coniracis
it would seek to avoid the basic problems of
the contract that we described. The Depart­
ment stated, however, that there are occasions
when it may be advanlageous for Ihe Gov­
emmentto finance existing employer tnlining
programs.

In view of Ihe possibilily lhal in certain
instances it may be advanlageous for Ihe Gov­
ernment to finance employers' continuing
lraining progrdms, we recommended that the
Departmenl approve such proposals only when
it is clearly demonstraled Ihallhe nature and
amount of the new training, in terms of costs
and benefits, are alleast equal 10 Ihe training
to be financed by Federal funds.

1M. Hounof __ty "'.... ctian forinltitlt­
_ trol....ln reporls issued in April 1967
10 Ihe Secrelary of Health, Educalion, and
Welfare and to Ihe Secretary of Labor we
slaled Ihat we had previously submilted to
Ihem our finding Ihal certain Siales, primarily
Kentucky, had not increased Ihe average
length of the weekly inslruction period for in­
slitutionaltraining under Ihe Manpower De­
velopmenl and Training Acl of 1962, despile
the issuance of guidelines by Ihe Departmenl
of Health, Education, and Welfare Ihat were
designed 10 effect such an increase. We noted
that these guidelines had been issued after our
Office had proposed Ihat training costs be re­
duced and training accelerated by increasing
the number of hours in the weekly instruction
periods.

After we brought the malter 10 its at­
tention, thc Departmenl of Heallh, Educa­
tion, and Welfare advised us thai the Office
of Education would continue to make every
effort 10 extend weekly training per:ods for
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those persons who could profil thereby; would
increase supervision given to field representa­
tives to ensure maximum enforcement of the
applicable guidelines and altemptto persuade
the States to increase the hours of weekly in­
stru'ction as contemplated by the guidelines,
and would instruct field represenlatives to
consider on an individual course basis the type
and chardcter of training to be undcrtaken, as
well as lhe applicability of the conditions set
forth in the guidelines, before approving
courses scheduled for less than 40 hours of
instruction a week.

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

UNEMPLOYMENT SER VICES

117. o' .... F_.. __
__....In a report submitted to Ihe
Congress in February 1967, we expressed the
belief that there was a need for the Burcilu of
Employment Security, Department of Labor,
to improve the administrdlion of the Federal
merit system standards which provide that the
salaries of State employment security agency
employees shall be at levels cOlT'parable to the
salaries of other Slate agencies for positions of
similar difficulty and responsibilily.

We found thaI these Federal slandards
were not appropriately observed in 1964 in
that salary increases were approved for the
Georgia State agency, which, for the most
part, were higher than the increases approved
and applied generally 10 the State government
organization. We estimated that employment
security employees would receive annually
about $246,000 more than similarly classified
employees would receive in all but one of the
other agencies of the StiltC.

The Department agrecd with the inlent
or substance of our proposals for itnproving
the administration of the Federdl merit system
standards, with certain reservations regarding



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

WA GJ:: RA TE DETERMINA TlONS

118. Determinations establishing the minimum
wage rates to be paid for federal construction-In a
report submitted to the Congress in December
1966. we pointed out that the minimum wage
rates determined by the Department of Labor,
undt'r the Davis-Bacon Act, for construction
of Carters Dam. Georgia-a federally financed
Corps of Engineers project-had increased, on
the average, by abollt 63 percent in less than
2 years. We stated that, as a result, the con·
tract amount for phase II of the main dam in·
dUlled about S 1.7 million in extra direct labor
costs-which we believe had been considered
by the contractors in their bids-and accord­
ingly increased the project cost to the Gov·
emment. In our opinion, lower minimum
wage rates would have been determined had
appropriate consideration been given to (3)
the wage rates prevailing on similar heavy con­
struction and highway construction work, (b)
the wage rates paid during the representative
peak payroll periods on similar work in the
area. and (c) the wage practices of other con­
tradors in the area.

We expressed the belief that recommen­
dations made in our prior reports to the Con·
gress concerning wage determinations applied
also to determinations made [Oi the Carters
Dam project. In these reconHIlc.:Ill. tions we
advocated that (al the Departmen nake more
realistic determinations of prevailing wage
rates on the basis of proper identification of
construction similar to that of the federally fi­
nanced construction project and on the basis
of proper identification of the locality in­
volved and (b) the Depilrtment document ap­
propriately the prevailing wage rates being
paid in the arcas for such comparable con­
struction and that sufficient data be gathered
firsthand in the locality of the construction
site to afford a basis for appropriate wage de·
terminations.

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

WATER RESOURCES DEVELOPMENT
PROGRAMS

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

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

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

Consequently, in our report to lhe Con­
gress in July 1967, we recommended thaI the
Secretary of the Interior request lhe Commis­
sioner of Reclamation to revise the Bureau's
practices to preclude the inconsistent applica-

.
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application of JeVisions in proc:eduJeS for de­
lerminin, irription benefits to projects bein,
reevaluated. We further rerommencled that,
if the Bureau can demonstrate that in a par­
ticular case there are compellin, reuons for
the inconsistent application of procedures, the
Conpess be fully informed of the circum-
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stances necetlitatina the inconsistency and of
the effects on the beneflt-eost ratios and cost
allocations of the projects involved.

In Auaust 1967 the Department advised
the Bureau of the BudlP't that it had adopted
our recommendations.



FINANCIAL ADMINISTRATION

ACCOUNTING AND FISCAL
MA TTF::RS

120. Correlation of advances of grant funds
with need-Our review of the administration by
the Department of State of the refugee assis­
tance program in Hong Kong revealcd that the
Departll1cnt hold on numerous occasions ad­
vanced substantial amounts of cash to the
Hong Kong Government with little or no eval­
uation of that Government's immediate cash
requirements for the projects involved. We
estim:tted that. as a result of these premature
advancl:s, th", United States Government in­
curred through March 31. I90S. about
$77.000 in unncc('ssary inten'st expense on
disbulSCment or $1.5 million made between
Iiscal years 1900 and 1963. Furthermore. at
least S32.000 in interest ac.:cnled to the Hong
Kong Government through March 31. 1965.
on the funds advanced.

Our review showed that thr procedures
followed by the AmC'rkan consulate general
provided that. upon agreemcnt that a grant
would be made to the Hong Kong Govern­
ment for a project, the entire amount of the
grant funds be disbursed immediately. Thus.
funds were often disbursed II year or more be­
fore major work was commenced and before
funds were required. For example, a grant of
$250.000 ror the construction or a workshop
at thc Hong Kong Technical College was of..
fered by the American consulate general on
June :7.1962. and accepted by the Hong
Kong Government on JlIne 28.1962. The en­
tire amount of the gr:.nt was given to the
Hong Kong Government on July 3.196::
however. at October 31, 1963. over SIR8.000
of the grant remained unus...·d.

In another instance. a grant including
four projects, two of which represented
5150.000 for an addition to the Sandy Bay
Convalescent Home and S132.000 toward the
building of the Kowloon Tsai Playground,
was offered by the American consulate gen­
eral on April 16. )963. and accepted by the
Hong Kong Government on April 25. 1963.
The total amount for the projects was given
to the Hong Kong Government on May 2.
1963: however. at March 31. 1965. all of the
$150,000 ror the Sandy Bay project re-
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mained unused and a balance of 5 109,644 re­
mained unused for the Kowloon Tsai Play­
ground project.

Such premature advances of funds are
disadvantageous to the United States Govern­
ment because they tend to accelerate the
Treasury's cash requirements and bonowin8s
and increase related interest expenses. We
estimated that. through March 31, 1965, the
Treasury incurred unnecessary interest ex­
pense of S77.000 because or premature ad­
vances of grant funds to the Hong Kong Gov­
ernment. Our estimate was made by applying
a rate or 3 percent to the outstanding month­
ly grant balances as shown by Hong Kong
Government records through that date.

In addition. our examination revealed
that interest accrued to the Hong Kong Gov­
ernment on the grant funds between the time
they were prematurely granted and the time
they were expended. Interest earned was
credited by the Hong Kong Government. in
some cases, to the projects for which the
runds were granted and. in other cases, to the
Hong Kong Government's general revenue.

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

The Department agreed in general that
runds should not be granted in advance or
need. However. the Department also stated
that it would not wish to limit its nexibility
in making an unconditional grant with an 1m·
mediate lump-sum disbursement if it consid­
ered that this was necessary for foreign policy
reasons.

12t. r......, dopooIt 01_ oollo:liuca In
our review of administrative activities of the
United States Embassy and selected consu)..
ates in Mexico, we noted that cash collections
totaling an estimated 5395,000, consisting of
United States dollars and Mexican pesos, were
on hand in the agent cashier's office at the

.
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Embassy on October 29, 1%5. Some of
the'" colle.tions had been on hand for about
3 months and none had been recorded in the
Embassy's cash records.

We were ad.ised thai the colleclions had
nol been recorded and deposited because of
the press of otber work. The timely deposil
of colleclions is a requisite for proper control
o.er funds. MorllO.... we belie.ed Ihat, by
failing to deposit large amounls of collections
for extended periods of lime, the Embassy in
effect placed the United Siaies Treasury in
Ihe position of ha.ing to borrow funds 10
meet current disbursement requirements
which could otherwise ha.e been paid from
lbe undeposiled ."Ollections.

The collections noled consisled of o.er
$390.000 in consular fees recei.ed by Ihe Em­
bassy and the .arious consulates belween
June 21 and October 28. 1965. and about
$4,600 in miscellaneous receipts, some of
which were daled in Jun,·. August, and Scp­
lember 1965. Our furlher ",.iew of deposit
dates in the cash records for fiscal year 1965
and Ihe first 4 months of fiscal year 1966
showed thai collections were being deposited
only at infrequent intervals.

By law, collections are required to be
paid inlo the Treasury al as early a date as
practicable (31 U.S.c. 484) and 10 be paid in­
10 Ihe Treasury in all cases wilhin 30 days of
Iheir receipt (3\ U.S.c. 495). The Deparl­
ment's regulations, as set forth in the Foreign
Affairs Manual. require Ihat colleclions be de­
posited at least once each month, or more fre­
quently if necessary as delemlined by the
bndget and fiscal omcer.

When we brought this matter to th~ al~

tcntion of Embassy officials, they :Jgrccd with
our suggestion that all receipts should be re­
tarded in the ..:ash records immcdiutcly after
they arc received and should be deposited in
Ihe aeconnt of the United Slates disbursing
officer or of the Uniled States Treasnry as
soon as possible. On December 3.1%5, we
were advised that the receipts on hand at Oc­
tober c9, 1965, had been properly recorded
and deposited.

122. hnprollflment of the iICCOUnting and fj..

nlInCiII ma; IU ,..." system-I n 3 report issued to
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lhe Congress in March 1966, we stated Ihat
Ihe financial stalements of Ihe Agency for In­
ternational De.elopmenl (AID) did nol, in
our opinion, present fairly Ihe financial condi­
tion of the loan program al June 30. 1964. or
the results of operations of Ihe program for
fiscal years 1962, 1963, and 1964. Certain fi­
n..ucial statement bal<lnl..'es had been materi·
ally o.erstated and olhers underslaled be·
cause of accounling practices Ihal, we be­
lieved, were not sounu. Also, net income for
each of the 3 fiscal years and Ihe accumulated
net income shown in the June 30.1964,
Statement of Financial Condition were mate­
rially overstated because of exdusion of ad­
Ininistrdtivc expenses.

AID's accounting and financial manage­
ment system had a number of significant
weaknesses and did not fully comply wilh Ihe
accounting prindples and standards pre­
scribed by Ihe Complroller General. The sys­
tem did not, in our opinion. provide an ade­
quate foundation for AID's current and pro­
spective financial manal,.'Cl11cnt needs for plan­
ning, programming, budgeting, accounting,
and reporting in r~spcct to both AID's intt'r­
1m! management responsibilities and its n:­
sponsibilitjes to the ('ongr~ss.

AID had prepared a revised statement of
basic accounting policy which is inll:m.lcd to
provide a !\ound foundation for a revision of
its overall accounting Immua!. AID also cn­
g.lgcd the services of a contractor to design
and develop an accounting system for the loan
program in aCI.'on.lance with the accounting
principles and standards prescribed by the
Comptroller General. AID had in process a
draft of a proposed procedure to p.rovide for
the identification and 'lccumul:ttion of adm;n­
istrativc costs attributable Lo the Imlll prow
gram.

123. U. of sight draft procecklre to defer
T......ry borrowi,.. unt~ funds are _The Ag­
rkultural Stabilization and C0l1sclv3tion Ser­
.ice (ASCS). Deparlmenl of Agriculture, ad­
ministers its various conserv;'lliol1, acreage al­
lotment, and prke-support programs through
its county offices located throughout the
United States. County office managers have
the authority to execute Commodity Credit
Corporation (CeC) sibhl drafts for disbur...~
ments made in connection with these pro­
grams.



Our inquiries at a limited number of 10­
I:ntiolls revealed that funds required to meet
the administrative expenses of the county of­
Iiccs had bcen obtained primarily from the
United States Treasury in the form ofchecks
issued quarterly upon the request of the ASCS
state offices. Funds obtained from the
Trc.lsury were deposited in a local bank ac­
count. and disbursements were made by
check as exp(,l1Sl,;'~ were incurred.

Since most I...xp~nscs were paid on a bi­
weekly or monthly basis, funds deposited
Cju;:arterly were in some cases unnecessarily re·
tained in chcckin~ accounts for periods of up
to J months. As u result. the Treasury was
horrowing these funds prematurely and unnec·
l'ssary interest cost was being incurred by the
(~')Yl'rnment. Wl' l:lrought this matter to the
attention of ASCS and suggested that consid­
l'ration be given to llsing sight drafts to prer
vidl.· operating funds for county offices at
shorter intervctls in order to reduce the time
that Government funds would be idJe in local
bank accounts.

The Department advised us that the sug­
gested proc('dure would be implemented aOli
th<1t it had estimated that annual interest
savings of 5548.000 to the United States
Government would result from its usc.

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

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

The Deparlment ofCommerce agreed
with our su"estion and requested our assis­
tance in developing a melhod for accounting
for such costs. In view of the similarily be­
tween the C&GS and Ihe mUitary retirement
systems, we consulted with the actuarial con­
sultant in tbe Office of the Assistant Secretary
of Defense (Manpower) to oblain infonnalion
on the actuarial valuation techniques used by
the Department of Defense.

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

In accordance with the foregoing valua­
tion, ESSA recorded an eslimated accumu­
lated accrued liability of about $ J6 million as
of June 30,1967. In October 1967, ESSA
was exploring various methods of recording
the annual accrued costs of the retirement
system.

125. Timi", cothldv_ to oolnclde wltll Ie­
lull _ Nqulr..."....Our review showed that
the Maritime Administration, Department of
Commerce, had advanced funds to general
agents for the operation of Government­
owned vessels used in support of military op­
erations in Southeast Asia in amounts sufr~

cient to maintain a cash balance of not more
than 5100,000 per vessel or 5500,000 per
agenl rather than in amounls sufficient to
meet anticipated current needs. As a result,
funds were being advanced in excess of cur·
rent requirements.

This practice is contrary to the policy
set forth in Treasury Department Circular No.
1075 which provides that cash advances be
limed in accord with the actual cash require­
ments of the recipient in carrying out the pur­
pose of the program. On the basis of our re­
view, we estimated that annual savings in
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intel1:St costs of about 5239,000 could be "'­
alized if Maritime would tinle its cash ad­
vances to meet the general agents' anticipated
current needs rather than to maintain pre­
scribed cash balances.

We were subsequently advised by the
Acting Maritime Administrator that, in accor­
dance with our proposaJ, he was taking action
to make funds available to general agents only
on the basis of currenI needs. New inslruc·
tions which became effective March IS, 1967,
require general agents 10 request cash ad­
vances weekly 10 cover cash to be disbursed
lhe following week and 10 support ea-eh re­
quest by a schedule of aruicipaled disburse·
ments. The instructions also provide that the
Maritime District Complroller review the sup­
porting schedule for propriety, determine Ihe
amount 10 be advanced, and process the
voucher for timely delivery of Ihe advance 10
Ihe general agent..

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

121. G I 1 .. tor lineJ c1.' ..........1iow 01
f J lilt 0WMd ...ap I lie Our review or the
propriely of reported rental income and ex­
pense on federally owned housing constructed
under section 10 of Public law 815, as
amended (20 U.S.C. 640), and operated by 10­
<:;II educational agencies showed that fmancial
administration of the housing could have been
improved had the Office of Education, De­
partment of Health, Education, and Welfare.
provided additional guidance to local educa­
lional agencies. The housing, which had been
constructed as part of school facilities, was
«nted generally to teachers.

In a policy Slalemenl daled June 10,
1958, the Division of School Assistance in
Federally Affccled Areas, Office of Edu<:;l'
tion, set forth cccluiremcnts with respect to
net revenues derived from the operation uf
Ihe federally owned housing. Tltis slatemenl
provided that any income in excess of operat·
ing cosls properly attributable 10 Ihe housing
musl inure to the benefit of the Uniled
States. The Division did not, however, pro­
vide the local educational agencies with spe­
cific instructions and guidelines for imple­
menling the 1958 policy slatement, particu­
larly with respeclto the manner in which op­
erating costs were to be determined.
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In June 1967, in a reporllo the Commis­
sioner of Education on the results of our ex­
amination at two local educational agencies.
we pointed out examples of inadequate rec­
ordkeeping and questionable and inconsistent
accounting practices which coold result in in·
equitable treatmenl of such agencies. We ",c­

ommended thaI, in the evenl that Ihe subject
properties arc not tmnsfer",d to the local edu·
cational agencies under authority of recently
enacted legislation, the Commissioner identify
the program objectives, provide complete in­
structions to the local educational agencies
for carrying out the progrdfn objectives, and
take action to establish ~ffectiYe surveillance
over administrntion of the progrJm.

In July 1967,Ihe Commissioner advised
us Ihat the Office was reviewing Ihe policies
and procedures pertaining 10 the operation of
federally owned housing by local educational
agencies and was consulting with the Depart­
ment's Office of the General Counsel on Ihose
matters which require legal interpretation.

127. Improvements in KCOUntint tV"lm to
Pi 1 ce bettM' datil for m.., :1 ..ent and control··ln
a report submitted to the Congress in Novem­
ber 1966, we pointed oul the need for revi­
sions in the accounting system of the Com­
muni!;able Disease Cenler (COCl, Public
Health Service, Department of Health. Educa­
lion, and Welfare, in order Ihat the system
might beller produce financial dala useful 10
agency officials in the discharge of their man­
agement and control responsibilities. Also.
adoption of the suggested revisions in the ac­
counting system would cnable the Center to
comply with certain basic accounting princi·
pies and standards prescribed by law and by
Ihe CompIroller General, which have as their
objective the development and reporting of
complete and reljablc financial informarion.

We found Ihal COC's accounting system
did not provide for the complete and timely
use of the accrual basis of accounting. includ­
ing consideration of all resources, 1i~lbmtics.

and costs of operations. We round also thaI,
although the syslem provided Ihe basic frame­
work for the accumulation and distribution of
expenditures to programs and projects, sub­
stantial improvements were needed before the
system could be relied upon 10 produce acco­
rate and meaningful results. Because of
COC's usc of inadequate accounting



pro~edur('S for .lIloeation of direct and indi­
rect C'xpenses, financial reports were pre­
sented in such a mall11er Hu:.t the amounts ex­
pended by programs and pf'Jjects seemed to
c..:omparc most f,1vorahly with the amounts
progmmmcd and budl!etc~. These financial
reports were, in our opinion. inaccurate and
misl~ading.

The Department was in general agree­
ment with our findings and informed us that
tl1l.' r t..'n!cr was strengthening its system of in­
WlltOry (.'onlrol. had ll1ad~ improvements in
lhl." system for recording costs. and was ex­
p~~ting to make other changes in the system
to correct the adverse findings cited in the fC­
purt.

We Wl~re further informed that, since the
(\.'ntcr was one of the accounting entlties
\,:onstitllting the Publk Health Service's ac­
counting system. its basic system could not be
dwn!!cu without consistently revising the en­
tire accounting system of the Service. Such
n:vision baSt'd on a study made by outside
tonsultants was then in process. and agency
st.lfT and system~ procedures were being
droned.

128. Installation of cost accounting system..
EffectiVL' July I. 19('7.il cost accountingsys­
kill W'IS instnlkd by the United States Tariff
rOl11ll1ission on a pilot basis to un'umulatc
und provide cost information by organization,
::lctivity, and project. The Commission plans
to make refinements in the system as experi~

\,'IH'I: dictates before submitting its accounting
sy~tel11 to the Comptroller General for ap­
proval.

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

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

129. Obllptio..."" 1IIIIOllditu.._.bals In a
report submitted to the Congress in March
1967, we expressed our belief that, on the ba­
sis of a review of selected financial manage·
ment practices of the Department of Labor,
certain aspects of the Department's obligation
and expenditure practices relating 10 the con­
trol of appropriations were in need of sub­
stantial improvement. We pointed out that
funds advanced for central and specialized ser­
vices by certain bureaus of the Department
and by other Government agencies had not
been applied in the amounts or for the pur­
poses authorized. Instead, the funds had been
applied to purposes and expenses of other bu­
reaus of the Department which lacked funds
to pay for the services provided to them.

We concluded that inadequate controls
over approprialed funds in the Bureau of la·
bor Statistics had resulted in violations of the
Antideficieney Act when obligations had been
incurred before appropriate allotments had
been made. In addition. we expressed our
opinion that a number of overpayments and
duplicate payments of vendors' invoices had
been made as a result of unsatisfactory inter­
nal control procedures.

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

130. Critltio for volid obllpt......ln a report
to the Secretary of Labor in December 1966,
we commented on what we betieved to be
questionable practices of certain State em­
ployment security agencies in recording obli­
gations against fISCal year 1965 funds



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

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

The Secretary of Labor, in commenting
on our suggestion, advised that corrective ae·
tion would be taken. In March 1967 the em­
ployment securily manual was revised to
more clearly define the previous criteria fol­
lowed by State agcncies in determining valid
fiscal year..,nd obligations. In addition, spe­
cific guidelines were included to assist State
agencies in determining Ihe lime or point in
the process when transactions become valid
obligations for purposes of reporting. We be­
lieve that these regulations, if appropriately
enfor<'Cd, should result in the recording of 0b­
ligations on a basis consistent with the crite­
ria cstablished in the applicable law.

131. Aocoutttint ....uaim...." ....". We re­
viewed lhe accounting system submilled by
Ihe Immignlion and Naturalization Service
(INS), Deparlment of Justice, and tested its
application to operations and timmcial con·
lrols at the INS central office and selected
lield locations.

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

In April 1967 we informed the Allomey

67

General that, 011 the basis of our review, we
deemed the INS accounting system to be ade­
quate within the framework in which it op­
erales and in conformity in all material re­
spects with the principles, standards, and re­
lated requirements prescribed by the Comp­
troller General. Consequenlly, the accounting
system was approved.

132. lJIo oI.w • __ for-..etion
-In a report submitted to the Congress in Sep­
tember 1966, we stated that the Bureau of
Sport Fisheries and Wildlife, United States
Fish and Wildlife Service, Department of the
Interior, had improperly used management
and invesrigation-of-resources (MIR) funds to
c'Onstrucl a new lish laboratory at Warm
Springs) Georgia, and a number of smaller
buildings and projects located in various other
Slates. We estimated Ihat approximated
$296,000 had been used improperly between
January I, 1960, and December 31. 1964.

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

The Bureau's action also violated a pro­
vision of Ihe Anti-Deficienc-y Act (31 U.S.c.
665(a)) which prohibits an officer or em­
ployee from involving tile Government in any
conlract or other obligation for the payment
of money in advance of appropriations made
for thai purpose. We therefore proposed that
the Secretary of the Interior report all facts
regarding this violation to the President and
to the Conl;fess.

In March 1966 the Department advised
that it couJd not conclude that any conscious
violation of 31 U.S.C. 665 had occurred. The
Department agreed. however, that the Bu­
reau's inlerpretation of the availability of
management and investigation-of-rcsources
funds for incidental construction within de­
lined limits should be Ihe subject of specilic
congressional expression on a current basis
and stated thai efforts were being made to
obtain such an expression. In this regard, the
Deparlment, in a Ie tier dated December 13,



1966. to tht' Chairman, House Committee on
Government Operations, stated that it was
workin~ out darifying appropriation act lan­
guage with the Bureau of the Budget and the
staff of the Subcommittee on the Interior,
lIouse Commitlee all Appropriations.

A VDIT/NC PROCEDURES

133. Reviews of contractors" price proposals
by the Defense Contract Audit Agency-We made a
survey of the DL!fensc Contract Audit Agen­
L'y's rt;vicws of L'ontract pricing proposals ne­
gotiatcu without thc safeguards of competi­
lion. These reviews. which arc made prior to
ncgotiation with the L'ontractor. constitute a
substJntial portion of the Agency's workload
and art; accordel.l the highest priority.

In;'1 report isslied to the Congress in Feb­
ruary 1967. we stated Ihat the Agency was
making significant progress. However. we
founo IIHlt there was a need for certain im­
provcltlt'nts. We pointed out that:

a. The ('slimillin~ methods and proce­
oures of c.:ontrJdors should be im­
provt'd ano inL'orporated into fonnal
sysl~J11s.

b. The Agency's SL'ope of review should
be broodencd (significant cost esti­
mates in pric~ proposals had not been
reviewed by Agency auditors in some
instances).

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

o. C~rtain al.:t.:~ss-to·rccords problems.
encountered by Agency auditors in re­
view of contractors' records, should
be resolved.

The Department of Defense agreed and
advised liS of oct ions t.lken to effect improve·
ments in each of the areas we cited.

134. Tlking ectlon on findings and nc:ommen­
dations in in....1lI1 audit reports-Certain weak·
nesscs in procurement procedures relating to
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the initial development-type contract and to
the subsequent noncompetitive procurements
of portable echo sounders by the Coast and
Geodetic Survey, Environmental Science Ser­
vices Administration, Department of Com­
merce, were identified in an internal audit re­
port prepared by the agency. In making a
subsequent review, we noted that effective ac­
tion had not been taken to promptly correct
the weaknesses in procurement proeed\lres
identified by the internal audit report, be- .
cause there was no adequate machinery at
either the Department or the bureau level for
systematically following up on the matters
disenssed in the audit report to ascertain
whether the proposed corrective actions had
been, in fact, effectively implemented. We
expressed the belief that, as a result of such
inaction, agency management could Jose much
of the constructive benefit of internal audit
work.

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

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

136.~pl ••-.,t_runn-of
condu ...... iftternM Iftd .... ,... 1·...0n the ba·
sis of our review and appraisal of the effi­
ciency and effectiveness of the audit activities
of the Department of Commerce we believe
that, with the exception of the external audit
activities of ~he Maritime Administration, ninc
separate audIt staffs of the Department should
be consolidated into a oingle organization at



the dep3rtmentallevel and should be made re·
SPOnsible, preferably, to the Secretary or Un­
der Secretary.

In addition, we found that the following
related matters required specilll consider.tion:

8. Greater emphasis was needed on au­
dits of field actiVities, especially those
of the highly decentralized agencies
such as the Environmental Scienc!!
Services and Maritime Administra·
tions.

b. Greater concentration of audil effort
should be placed on the more im·
porlant aspects of agency opcr.tions
and activities, particularly with regard
10 the Marilime Administrdtion and
the Nalional Bureau of Slandards.

c. Greater stress should be placed on au­
dils evaluating the progr3rl1s of the
&:unomic Development Admini.t...·
tion.

In commenting on our findings, Ihe As­
sistant Secretary for Administnltion con·
cuned, in general, in our proposal for consol·
idation oflhe internal audit functions of Ihe
Deparlmenl but advised us thaI Ihe organiza­
tion would be responsible 10 his oflice. The
Assistant Secretary also concurred in our ob­
servations on the need 10 improve the scope
of internal and e"ternal audils. The Assislanl
Secretary further e"prcssed the view Ihat Ihe
responsibility for carrying out e"lernal audils
for the Economic Development Administr..I 9

tion should remain at the agency level.

Because we believed that certain practi­
cal advantages would result from placing re­
sponsibility for these economic development
3udits in the consolidated organization, we
recommended in a report to the Congress
in July 1967 Ihatlhe Secretary reconsider the
DcpartrncnCs position ill this matter.

Effective September 30, 1967. a Depart­
mental Order was issued to consolidate the
Department's audit "'ctivilics, including eco­
nomic development external audits but ~x­

eluding Maritime audit aclivities, in the Office
of Audits reporting 10 the Assislant Seeretary
for Administration. Subsequently, in Decem­
ber 1967, the Marilime intcrnal audil staff

69

also was transferred to Ihe Department's Of·
fice of audits.

131. Oowonintlonol pi ,_ 01 in_...
dit lunetl_·ln June 1967 we reported to Ihe
Administralor, Small Busiuess Administration,
on our review of the organization and opera­
tion of Ihe Administralion's internal audit
function. We noted Ihat, at the olllset of our
review, the internal audit function was being
conducled by sepilIate audit .Iaffs in Washing­
ton and in each of eight area offices. In Wash­
ington, the Audits Division was under the su­
pervision of Ihe Office of Audils which re­
ported directly to the Administrator. The au·
!litors in the area offices. although receiving
technical guidance from the Audits Division in
Washinglon, were under the direcl conlrol and
supervision of the area administrators who
were also in charge of operating the various
programs of the Administration within each
of the eight geog...phical areas.

We have consistently maintained the 'PO"'
sition that the internal audit function should
be placed at the highesl praclicable organiza·
tionallevelto make it independenl of Ihe offi·
cals who are directly responsible for the or­
erations being reviewed. By so doing the in~

temal audit function may more efft~ctively

serve as an integral part of the agt>ncy's overall
system of management control and may fur­
ther its- illlended purpose of providing top
nUUlagement with objective appraisals of t1~

nancial and administrative controls over thl'
agency's operations.

We had previously ..commended that
the Administration give consideration to re­
moving the internal audit function from the
Office of Ihe ('ontroller. which directed many
activities presently under the authority of the
Office of Ihe Assistalll Administ...tor for Ad­
ministration, .md establi~hing it as an indepen~

dent organizational unit responsible directly
to the Administrator. Prior to the completion
of our review, the internal audit function was
rcof'c!anized :md was centralized under th-= Au­
dits Division of the Office of Audits and In­
vestigations which is under the organizational
responsibility of the Assist.nt Adminislmlor
for Administration. The Assistant Adminis-­
trator is also responsible for the budget, ac­
counting, personnel. procurement, and prop­
erty management functions of the Administra­
tion.



In our June 1967 report, we expressed
the belief that some improvement in techni­
cal and administrative direction should result
from the organizational changes made and
that t...hanges made in the audit guidelines and
proe-edures should. if properly implemented.
correct certain weaknesses such as those
noted in our review. We stated, however. that
consideration should be given to having the
Audits Division report to the Administrator
so tl1<:1t ib function 11l<IY be fully independent
of officials who arc dircL'tly responsible for
opcmtions.

137. Centralization of internal auditing act;"..

ties-At the L'olllpiction of our review and ap­
praisal of the internal auditing activities of the
United States (jvil Service COlllmission, we
expressed the belief th.tthe opportunity for
the Commission's internal audit function to
serve as an effective tool of top management
would be enhanced considerably if the respon·
sibility for conducting the audit activitics.
then assigned to three separate operuting di­
visions under thc jurisdiction of the Director,
Burenll of Managcment Services, were to be
centralized in a single group responsible to the
highest practicahle organizationallevcl-prcf·
crably the Chairman of the Commission or the
Executive Diret..:lor.

It was our opinion that the centraliza­
tion of the internal audit organization directly
under top management would help it to
achievl~ a degree of independence essential to
the maximum effectiveness of the internal n~·

view function and would tcnd to encourage
appropriate consideration by the various lev·
els of management of the reported findings
nnd recommendations of the internal audi­
tors. We stated also that. to give reasonable
assurance to top managcmcnt officials that
authorized functions were being accom­
plished eFfectively. efficiently, and economi·
cally. the scope of the internal audit program
should be broadened (Q provide systematic
coverage of all operations administered by the
Commission.

The Chairman of the Commission in­
formed us by leller in December 1966 that he
had directed that all internal auditing activi·
ties of the Commission be centrdlized in a sin­
gle audit organization reporting directly to the
Director, Bureau of Management Services.
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which he considered to be at a sufficiently
.high olllanizationallevelto give the intemll
auditon the necessary independence. He
stated also that the intem11 audit staff would
be given unlimited jurisdiction to conduct
managemenl reviews of organizational struc­
ture, delegations or authority, operations, pro­
cedures, and personnel practices on a system­
atic basis to ensure coverage of all programs
and activities over a reasonable periQd of time.

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

138.1 .._

Our review of the direction of the internal au­
dit activity .t the General Services Adminis­
tr.tion (GSA) revealed that the runction or
internal auditors was independent of the oper­
ating services, Ihat .udit rindinl!S were dis­
cussed with cognizant operating personnel and
submitted to high-level officials to ensure au­
thoritative consideration, and that audit rec­
ommendations were followed up to appraise
the corrective .elion. We expressed our belief
that all these points are necessary for an ade­
quate inlernal audit activity.

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

We noted that intem.1 audit reports to
management tended to highlight the deficien­
cies found, without identifying the b.sic
causes of the deficiencies or recommending
corrective action designed to assist manage­
ment in preventing recurrences of the defi·
cieneies. Also, inlemal audit reports failed to
appraise management's efficiency and its com­
pliance with prescribed policies and proce­
dures. We proposed that in their reports



auditoR (a) include appraisals of the adequacy
or inadequacy of internal controls and the
compliance of operating penonnel with pre­
scribed policies and procedures and (b) state
the basic causes of deficiencies noted, includ­
ing possible weaknesses or failures in internal
controls, and recommend corrective actions
to cure the causes of the deficiencies as wen
as the specific defi<iencies.

We also noted that many of the audit
guides in use by the internal auditors were ob­
solete and that in some areas internal auditors
had not been provided with audit guides. Up­
t<Hlate audit guides provide a ba5is for unifor­
mity of approach, completeness of coverage.
and fulfillment of obj""tives, particularly on
recuning reviews and mulliregionaJ reviews
conducted by several area audit ortices.

We l>ropose4 that the Director of tlte Au·
dit Division assign to s;>ccific members of his
starr responsibility for (a) reviewing and ana·
Iyzing all changes in GSA policy, ollanization,
operJlion, and accounting handbooks on a
current basis to evaluate their possible effects
on existing internil) controls and audit instruc­
lions, (b) revising audit guides whenever audit
instructions are rendered obsolete by olll"ni­
zational and procedural changes in GSA op­
erations, and (c) providing audit guides in
those areas where they have not been pro­
vided.

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

In OUf examination we found several ex­
oenditures which the internal auditors had
questioned on the basis that State law had
been violated but wc noted that the Bureau
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had not taken appropriate action to Ie>Olve
their legality. We noted also that the Bureau
had no prescribed procedures to be followed
in processinl and resolving audit findings in­
volving expenditures which may be contrary
to State law.

We recommended that the Secretary of
Labor require the Bureau to strengthen its ad­
ministrativc procedures for following up inter­
nal auditors' fmdings and tcf.\lrovide that the
underlying causes of questioned expenditures
be appropriately identified and re<olved. Sub­
sequently, thc Secretary of ubor advised us
rbat the audit function had been centralized
under the supervision of the Assistant Secre­
lary for Administration who would monitor
requir<'d follow-up actions and that Depart­
ment audit policy would contain adequate
safeguards to ensure the application of appro­
priate financial management practices~ includ­
ing independent foUow-through on audit re­
ports and audit rc:commendations.

COLLECTION ACTIVITIES

140. Bill. for _ .....,,-"lnnlit _il­
The Posl Office Department receives revenues
from foreign countries for carrying foreign
surface-transit mail across Unih:d States terri­
tory or on United States vessels in accordance
with the provisions of multilaterJI Universal
Postal Union conventions. Amounts billed for
transit services are based on test counts of
transit mail taken every 3 years. Billings for
calendar years 1966 through 1968 will be
based on the lest made in 1967.

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

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



eliminate the provision for reducing billings by
10 pcrccnt. Had thc Department rcduced
transit revenue bilJings by 10 percent, as orig­
inaily provided for in its procedures, under·
billings of about $120.000 a year could have
occurrcd ror the ycars 1966 through 1968 and
thereafter for the term of the convention.

141. Charges for training and familiarization
services provided to foreign nationals- We noted
that fhe Fcdcrdl Aviation Administration
(FAA) WllS not recovering from Federal agen­
rics. foreign countries, and international agcn­
c.:il..'S till' ~osts incurred in providing on-thc-job
training and familiarization tours to foreign
n;ltionnls at FAA installations. On the basis
of tht' lowest L:hart!cs made by other Federal
:t~encics whkh incur ami recover such costs,
\\:\..' I..~stimatl'd that for fiscal year 1965 such
rc,,·ovcries woultl haw amounted to about
SIXO.OOO. or this amount. S138.000 would
Iwvc been recoverL'd from other Federal and
intl-'mational agendes and 542,700 would
h:lv(' been recowre<! from non-Federal entities
<Iud would have served to reduce the Govern­
ment's expenditures.

111 comrnt~llting on our findi.ngs, the
FAA Administrator informed us in December
1966 that FAA was in the process of 3mend­
ing its policy to require recovery of appropri­
ate l,.'osts for the Imining of non-Federal par­
lies. He slated that FAA (a) was of thc opin­
ion that it Was not incurring significant costs
as a result of this program and that its costs
would not necess,lrily be similar to those in­
curred by other agencies and (b) would re­
examine the training program for foreign na­
tionnls to determine whether any additional
c.:osts were being generated and, upon comple­
tion of the examination. would establish fees.
if appropriate.

With regard 10 the Administrator's state­
mcnt that the examination would determine
whether any additional costs were involved.
we note that regulations of both the Bureau
or the Budget and the Fedcral Aviation Ad­
ministration provide that reimbursement from
non-Fcderal parties should be obtained for all
costs involved, irrespective of whether such
costs would have been incurred if the goods
ami <crviccs had not been provided to them.
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We therefore recommended that FAA
give'consideration to these relUlations in its
examination into the costs of providing on-the
-job training and familiarization services to'
foreign nationals. In June 1967. the Adminis­
trator stated that full consideration would be
given to all applicable legislation, Bureau of
the Budget circulars, and FAA regulations
prior to the issuance of any revised policy
guidance in this area.

142. C__ onIF~ Ilid__

cIftitnnId II _ Under revised regulations
the Bureau of Customs, Treasury Department.
should be able to increase revenues to thc
Government through more consistent applica­
tion of duties on wool material designated as
waste,

The Tariff Act of 1930 (as amended) al­
lows carpet wool to be imported duty rrec
,!,hcn it is to be used in the manufacture of
specified articles, princiPally noor coverings.
Wool wastc resulting from this manufacture
is subject to duty if it is usablc in the manu­
facture of articles specificd by thc act but is
used instead for olher pul'J'O'Cs.

We reported to the Congress in June
1967 that thc Bureau of Customs allowcd
wool wasle resulting from the manufacture of
specified articles to be sold to manufacturers
of othe.r articles. such as baseballs and cloth­
ing, without assessment of duty, even though
the wool waste could have been'used for the
manufacture of articles not subject to duty
requirements. We estimated that, in the two
Customs districts where we made our review.
the Government could havc realized additional
revenues amounting to as much as 5453.000
for fiscal ycar 1964.

Subsequent to our review, the Commis·
sioner of Customs ruled that waste from car­
pet wool, with e~rtafn exceptions, is dutiable.
We have been informed that Customs now re­
quircs that a determination be made that wool
material designatcd by manufacturers as w..tc
is not usable in the manufacture of the speci­
fied articles. before permitting its use or sale
without the assessment of duties. Thc action
taken should result in strengthencd adminis­
trative controls over the utilization and



disposition of wool waste, in consistenl duty
lreatment of wool wasle, and in addilional .
revenues 10 the Government.

143. BlllinI tar _ ... ' , r..., _ tar
, _. During our review of inventories of

engraved and printed matter at the Bureau of
Engraving and Printing, Treasury Department,
we noted that certain types of securities pro­
duced for the Bureau of Public Debl, Trea­
sury Department, and stored at lhe Bureau of
Engraving and Printing had been on hand for a
number of years and represented several yea,,'
supply. These securilies, which had an inven­
tory value of about 5400,000, had been pro­
cessed 10 the slage of completion as requested
by lhe Bureau of Public Debt, bUI Ihe Bureau
of Public Debl had not been billed for lhem.
As a result, working C'>lpitaI of the Bureau of
Engraving and Prinling thai olherwise would
have been available for olher uses was tied up
in Ihis invenlory.

We recommended in November 1966
Ihat Ihe Bureau consider the feasibility of
billing ordering agencies for lhe cost of pr0­
ducing securities or other engraved products
10 Ihe slage of prinling and processing ordered
by Ihem, even Ihough snch producls are to be
stored by the Bureau pending receipt of nolifi,
calion 10 complele Ihe work. In January
1967, we were informed lhalaclion had been
laken 10 bill ordering agencies for Ihe casl of
engraved stocks produced and slored by the
Bureau.

144. Cndi1lngfu.. to .... _ .. "' ....
T.-..,"' ....0-5_ln a report issued
to the Fiscal Assistant Secretary of the Trea­
sury Department in January 1967, we pointed
oul that, because a Federal Reserve bank
(FRB) was nol adhering 10 depositary alT'>lnge­
ments, the availability of the total amount of
funds deposited by two Government agencies
was delayed. We estimated that, had the funds
deposited by these agencies been credited in
accordance with the FRB's schedule of avail,
ability, the balance of funds available for use
by the Treasurer would have been increased
by about S925,000 daily and that this would
have reduced interest costs to the Government
by about 535,000 annually.
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The Fiscal Assistant Secretary advised
thai, in response tOOIll suggestions, consider,
ation was being given to analyzing the ac­
counts in aU Federal Reserve banks and
branches to ensore that Governmenl receipts
are credited to the account of the Treasurer of
the United States at the earliest possible time.

In the same report we pointed out that
the commercial bank designated as the autho­
rized depositary for intemal revenue coDec­
tions in Detroil, Michigan, was 1101 transfer­
ring funds to the account of the Treasurer of
the United States in a branch of a Feder.1 Re'
serve bank in accordance wilh the time sched­
ule specified in the agreement with the Trea­
sury Department. We estimated that, if the
time schedule agreed upon had been used by
this bank in transferring funds to the Treasur,
er's accounts with the FRB, the availability of
funds 10 the Treasury could have been in­
creased by about 54.6 million daily for the 3­
month period covered by our review and that
interest costs of about 544,000 could have
becn saved during this period of time.

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

14&. Noll. '9 ,•• J iii btition ,.ar, til In
a report submitted to the Congress in January
1967 on our review of the administration of
the District of Columbia Nonresident Tuition
Act, we stated lhal not allluition payable for
nonresident students had been collected and
that there was a lack of compliance with the
prcscribed procedures regarding the nonpay­
ment of tuition. A lisling prepared by thc
Board of Education subsequcnt to the issuance
of our report showcd thataboul $677,000 in
tuition was not collectcd for students enrolled
since the inception of the Nonresident Tuition
Act in January 1961 through Jnne 1967.

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



their withdr.aw~1 or dismissal from school and
(bl tuition had becn suspended for 263 non­
resident students pending consideration of
.,:Iaims for exemption from the payment of tu­
ition.

Wc found that bills had not been issued
promptly: that the prescribed pro..:edures for
rerorting delinquent cases for further eollee·
tion action and for dismissal of nonresident
students for nonpayment of tuition had not
been followed; and that there was no central
SOllrc~ of data which was nceded for control
owr tuition receivables, for taking prescribed
collection action, and for taking-in the event
of lloncollection-prescribed dismissal and no-.
lineation actions.

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

With respect to the unpaid tuition, the
Prcsid~nt. Board of Commissioners, stated
that all of these students' parents resided out­
side thl,.' District of Columbio and that collec­
tion of such accounts naturally posed a dirri~

rult problem. He further stated that a suit
would have to be filed to obtain a court ruling
on till.'" liability of local residents for the tu­
ition of students in their custody and that this
would establish a legal precedent and deter­
mine the District's future course of action.

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

We recommended in our report to the
Congress, issued in January 1967, that the

74

District of Columbia Board.of Education con­
sider requiring reviews to be made to ascertain
whether students indicated by their residence
records to be nonresident students have been
properly identified by the various principals.
Subsequently, we we", informed that the of­
fice of the Deputy Superintendent would con­
duct periodic reviews at the sehools to deter­
minc whcther all nonresident students have
been identified and reported as such. After
the issuance of our report. instructions were
issued by the Superintcndent of Schools to re­
quire that the principals certify annually that
they have complied with the identification
procedures.

147. Coillclion of .11. ,..,ts, fi....~
and _ ...·In May 1964 we reported to a
subcommittee of the Congress on certain
weaknesses in the policie. and procedures of
the Department of Justice and the United
Statcs Attorney for the District of Columbia
concerning the collection of judgments, fmes,
penalties, and forfeitures. Since then the De­
partment has increased its collcctions substan­
tially. However, a subsequent review of col­
lection policies, procedures, and prdctices fol­
lowed by the Department and four selected
United States attorney offICeS showed a need
for more effcctive effort in collecting debts
owed to the Government. In June 1967 we
reported to the Congress on this situation.

In thc subsequent review, we found num­
erous instanccs where (a) prompt and persis­
tcnt follow-up collection actions had 1I0t becn
taken, (b) suits had not been filed promptly.
(c) adequate credit data had not becn ob­
tained, (d) judgment licns had not been re­
ncwed, (e) garnishment proceedings had not
been used, and (I) adequate attempts had not
been made to collect criminal fines. We found
also that some cases with current or future
collection potential had been closed as uncol­
lcctiblc and that cases involving criminal fines
had becn closed without authority.

We expressed the opinion that the prin­
cipal causes of Ihese deficiencies were the lack
of adherence by the United States attorney of­
f,ccs to thc Department's collection policies,
procedures, and guidelines and the lack of ade­
quate supe...ision, both at headquarters and
at the United Statcs attorney offices, to en­
sure adherence to existing instructions.



We found also that (a) no diyision or of­
fice within the Departntent had been assigned
the responsibility for reviewing and evaluating
Departmentwide collection actiYities, (b) r..
nancial control oyer outstanding debts had not
been established, (c) imprOYernent was needed
in monlhly reports of impositions and coJJee­
lions, and (d) duplication in ",,-onIkeeping
exisled wilh respecl to some collections.

The Department expressed general azree­
ment with recommendations which we made
to improve collection activities. It stated that
several of our pro_Is were being considered
and that ...rtain corrective actions had been
taken.

141. __...._."., '_
far_In, IIllcld__ lnApriI1967,
we reported to the Peace Corps Director that
the agency (a) was not identifying and obtain­
ing refunds for transportation tickets issued to
prospective trainel'S who did not report to
training sites and failed to return the tickets,
(b) was not redueing lhe backlog of unused
tr.nsportation tickets 10 be processed for re­
funds, and (c) was not adequalely accounting
for these receivables.

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

149.I"""",oft.... to_"'olltoowioo
__.....'_...... lnJanuary 1967wefL~

ported to the Congress that there w.s a need
for the Farmers Home Administration (FHA),
Department of Agriculture, to develop a plan
for the systematic servicing of certain debtors'
accounts (called collection-only accounts) and
to establi'ih nec:.'Cssary review procedures to en­
sure that the plan is adhored to. Such action
would result in substantial benefits to the
Government through recoveries of amounts
owed and from elimination of the administra-
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tiYe expenses which are incurred when ac­
counts are maintained that could be collected
or otherwise settled by compromise, adjust­
ment, or cancellation.

On the basis of our review of selected
collection-only accounts in six counties in the
State of Texas, we estimated that, of the total
of S3.2 million of such accounts in these
counties, accounts totaling about 5274,000
could have been collected in full and some
portion of .ccounts totaling about 5948,000
could have been collected through other set­
tlement actions. In addition, we found that
many accounts h.d no potential for recovery
and therefore should have been canceled as
soon as cancellation was permitted under ap"­
plicable regul.tions.

FHA advised us that the agency agreed in
general with our recomntendations and issued
detailed instruclions requiring that incre-.sed
effort be made to collecr or otherwise settle
such accounts. The new instructions isSUl-'d
by the agency as a result of our repo" should,
if properly implemented, result in significant
benefits to the Government.

1&0. CoIltctioft of M'MayntldMtrom ..titlib­
Applicable laws provide for charging patients
of Saint Elizabeths Hospital, Department of
Health, Education, and Welfare, for their care
if they have the ability to pay. The Hospital,
which has custody over the funds of some of
its patients, makes semiannual reviews of the
balances in patients' accounts to determine
whether there are any funds excess to their
needs which can be applied to their indebted­
ness for Hospital care.

During our review, we noted that a num­
ber of patients who owed substantial amounts
for hospital care had beeu permitted to retain
balances of S1,000 or more, and there W4IS no
record explaining this condition. Further in~

quiry indicated that the guidan... provided to
Hospital officials was not specific as to when
such funds should be applied to payment of
patients'debts. Also, with respect to patients
acquitted of crimes by reason of insanity,
Hospital officials were not sure of their legal
authority to apply patients' funds to their
debts for Hospital care.



In April 1967. we proposed to the Super­
intendent of the Hospital the adoption of
morc specific guidelines regarding the use of
patients' funds and the resolutiOn of the un­
c~rtainty involving the Hospital's legal author­
ity. In September 1967 we were informed
that the Hospital had established policy guide­
lines for collecting fees from patients. We
Wl.~rl· informed also that the Hospital had re­
solnod the Question regarding its legal author­
ity and had collected $37 ,000 from accounts
of insane pati~nts.

151. Expediting deposit .,f collections-·ln a
March 1967 Teport to the t.'xecutive Vice Pres­
idl'nt of Commouity Credit Cv:r;:'loration
(eeCI. Departmcnt of Agriculture, we sug­
!!csted that ecc could reduce its interest costs
hy expediting the deposit of certain collec­
tions. We estimated that implementation of
OUT recommendations would result in interest
savin~s of at least S125.000 annually.

CTC borrows funds from or repnys funds
to th~ United States Treasury on a day-to-<tay
busb. depending on its need for operating
funus. anll pays interest on the amount hor­
rowed. The deposit of CCC collections en­
able'S cee (0 reduce its Treasury borrowings
or avoid additional borrowings. So that inter­
est costs may be kept to a minimum, all col­
lections should be deposited as soon as possi­
ble.

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

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

162. D in__......_"'.
ricUlturIII .., 1'1M,....... _ *. In Au-
gust 1966 we reported to the Conpess that,
after foreign countries started receiving certain
commodities purchased for local currencies
under tille I of Pubtic Law 480, they ide­
creased their commercial dollar purchases of
the same type commodities. We estimated
that, over a period of approximately 9 yean,
such commercial dollar purchases would total
about $715 million less than those which the
countries would have made had they main­
tained the level of their purchases prior to the
initiation of tille I programs.

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

We expressed the opinion that the de­
crease in dollar purchases could be attributed,
in part, to the fact that the United StatesGov­
ernment had negotiated title I sales agreement
ments which did not include terms and condi­
tions designed to avoid such decreases. The
Associate Administrator, Foreign Agricultural
Servke, Department of Agriculture, informed
us that, although he believed that the tille I
program had been operated in accordance
with the legal requirement to take reasonable
precautions to safeguard usual marketings of
the United States, a further tightening up on
safeguards had taken place within the past few
years.



In view, however, of the manner in which
the statutory provision had been implemented
and the doubt which we beUeved existed as to
whether the Department of Aariculture's in­
terpretation thereof was in accordance with
the legislative intent, we suuested that the
Con..... might wish to express its views con­
cerning the Criteria to he applied in carrying
out.lhe law.

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

153. P 7 aDf ...A.ts.....Dfdilnlond
_ 0011"""'" In August 1967 we reported to
Ihe Congre.. on our e""millation of Ihe bal­
anee-of-payments aspecls involved in a pack­
age of barter contr·.cts amounting to $83.1
million. The barter cont...cts provided for the
acquisition of industrial diamonds for the
stockpile. the conversion of a dollar c'Ontract
for uranium purcbases from South Africa, and
the offshore procurement of military suppUes
and services.

The report showed that S27.7 million
worth of proceeds from the barter of agricul­
tural commodities had been used to acquire
industrial diamonds not needed by the United
States. This acquisition was made as an in­
ducement to barter contractors in converting
the uranium contrdct from a dollar payment
basis to it barter basis. which was an exception
to Ihe general poUcy that barler not be used
to acquire quantities of strategic materials
that ate in excess of stockpile objectives. The
exeception was made- on the bases that bal·
ance-of·payments savings would be achieved
and foreign poUcy objectives would be served.

The $83. I million barter transaction
yielded the United States a $55.4 million bal­
ance-of·payments advantage. However, in OUf

opinion, the overdll result of the transaction
was to deprive the United Slates of an oppor­
lunity to favordbly affect its balanceoOtepay­
menls position by an additional $27.7 million.

77

Under present program operating con­
cepts, the total level of barter transactions is
kept und~r const'aintto minimize the possi­
bility of displacing c-ommercial sales of agricul­
tural commodities. This totalle..1 is much
less than lhe amounl of barter proceeds which
are needed and which can be used to pay for
goods and services that must be acquired
abroad with dollars. Under these conditions,
it is logical to conclude that, in this acquisi­
lion of unneeded industrial diamonds, an op­
portunity was 1051 to use barter as a device for
paying for essential goods and services being
acquired abroad with dollars.

In commenting on this aspect, the De·
partment of Agriculture indicated general
agreement with the concept that each dollar
of barter exports devoted to the acquisition of
unneeded materials lends to decrease the net
balanceoOf-payments benelit 10 be derived
from the barter program.

The foreign policy considerations in­
volved in this transaction appear to have heen
more of a by-product than a motivating factor.
Available evidence points to a conclusion that
the principal benelits expected from the tmn5­
action were baJanceoOf-payments benefils. In
commenting on the foreign policy aspects, the
Department of Stale informed us that it had
played no role in the decision 10 acquire the
industrial diamonds. We were informed lhat.
once lhe executive branch had decided to ac­
qUIre the diamonds. the Department of Slate
had requested that they be obtained specifi­
cally from the RepubUc of the Congo. We be­
lieved. therefore, that this transaction should
be judged principally on its economic merits.

We expressed the belief that lhere were
continuing possibilities for obtaining balan~c·

of-payments advanlages by applying the pri,,­
ciple, wherever possible. that barter should be
rest ric led to transactions directly benefiting
the United States balance-of-payments posi­
tion, and we so recommended in this report.
We were advised that our recommendations
will be followed.

We issued this report to inform Ihe Con­
gress of w;lys in which the barter program
could make an even greater contribution to
[he Government's efforts to cope with contin·
uing balance-of-payments deficits.



MANAGEMENT OF AUTOMATIC DATA PROCESSING SYSTEMS

ACQUISITION OF AUTOMATIC
DATA PROCESSING SYSTEMS

154. Installation of computer systems before
correction of operating system weaknestll- Data
pro(;cssing equipment at supply depots was re·
rlaeed by the United St.tes Army. Pacific.
during 1965 and 1906 with largc·scale com­
puter systems before certain supply manage­
ml~nt problems had been solved and corrective
stl'pS 11;'ld been taken. As a result. a large per·
,-"enlage of the supply transactions could not
be routinely processed by the computas and
rontinucd to be manually processed as had
becn dont' in the past.

In view of the problems that would have
al.:companied withdrawal of the computers.
we did not recommend that course of action.
We did point out. however. the need for cor­
reding basic weaknesses in operating systems
if efft:ctivc usc of automatic data processing
~quipmcl1t is to be realized. In our report is­
sued to th~ Congress in April 1967. we recom·
mended that the Secretary of Defense bring
this matter to the attention of military oper­
ating agenl'ies.

155. Merger of automatic datil processing oper­
ations-In July 1967. we reported to the Departw
menl ofState (State) and the Agency for Inter­
national Development (AID) th.t.•Ithough
both ugt'ncies were continuing to utilize sepa­
rate aUiomatic data processing (ADP) facilities
to process infoflnation for housekeeping activ­
ities and were ptanning to separately apply
ADP to their substantive activities:

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

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

c. The geographicallocalions of Ihe re­
spective agencies' activities were such
as to perm,I full service 10 both by a
merged ADP facility.
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We pointed out Ihat substanlial efficiency
and economy could be accomplisbed by merg­
ing the separate ADP operations of State and
AID in an ADP service center installation de­
signed to serve the needs of botll agencies.

In fis""l year 1965, although a joinl State­
AID study of the feasibility of merging the two
systems was under way, Siale issued a letter to
a com puler company for. more sophisticated
new generation compUler .configuration lIaving
much greater cap.city than those in use by
Siaic and AID. We therefore wrote a letter to
responsible State .nd AID officials on Marcil
30, 1965, regarding the feasibility of melling
Ihe separate operalions. in which we pointed
oul Ih.t the plans for acquisition of the ad­
v.need equipment had not included consider­
ation of the possibility of meller and recom­
mended that they explore such possibilily be­
fore making. firm commitment for new
equipment. St.Ie, however, procured and in­
stalled Ihe new computer eonfllluration in
November 1965.

Slale .nd AID advised us thalll1cy
agreed in principle with our suggestion for a
shared Siale-Am ADP facility .nd had been
looking to such a common utility in Ihe future
butlhal they did not believe this action was
feasible or desirable at thai time. They stated
that the tentative conclusion of a joint sludy
of information man'8ement by the .gencies
concerned with foreign affairs activities and
the Bureau of the Budget indicated th.t a m.s­
ter ADP facility might eventually be used by
the foreign affairs .gencies and that several
agencies might find it essential 10 maintain
ADP installations, compatible with and salel­
lite 10 this central system. 10 meet agency­
unique data processing problems.

We suggested thai Stale and AID jointly
reconsider the merger of the .dministration,
management. and otller operations of their
data processing activities to achieve more ceo­
nom;.;.1 and effective utilizalion of ADP
equipment withoul unnecessary proliferation
and to improve systems design .nd program­
ming leading to more effeclive management of
ADP operations. We believe Ih.l prudent man­
agement dictates prompt efforts in onler tllat
the advant.ges of joint ,pplicalion to the pres­
ently compatible agencies aclivities may be

,. ,.
-l



realized. Such joint applk:alion could be ex·
tended later to other appropriate areas, in view .
of the incipient plans for substantive applica­
tions.

111. eLI' 7 $ U.... ", ....'... ,...
.-.....=: I In our review of selected ....
peets of automatk: data ProcewlII activities of
the Department of Agriculture, we noted that
the Department was planning to place its
leaoed electronic accounting machines (EAM)
under a purchase lease-back arrangement with
a third-party leasing company..

With regard to the method of selectina
the equipment for purchase Jease·back, we
noted that cach agency in the Department had
been requested to review its leased EAM
equipment and determine whether suchequip­
ment should be purchased outright or leased'
under the purcbase lease-back arrangement.
We noted that each agency's request to pur­
chase or continue leasing BAM equipment had
been based on its own eqUipment needs and
circumstances and that a Department·level
evalualion of Ihe agencies' requesls in terms
of Ihe overall needs of the Deparlment had
not been made. We concluded thaI savings
could result if a Departmenl-Ievel evaluation
and decision were made on this mailer.

We suggested to the Assistant Secretary
for Administration thai consideration be given
to perfonning a Departmenl-Ievel evaluation.
Subsequently, the Assistanl Secretary in­
formed us Ihat such an evaluation had been
made. This resulted in the purchase by one
departmental agency, which had planned 10
procure EAM equipment for 598,000, of sim­
ilar equipment for 568,000 that was being
Icased by another departmental agency; as a
result, savings of about 530,000 were realized.

157. Adoquocy of 1IUd__prior 110~
_ of AOI' _ipo.... We found that in 1964
the Bureau of Employment Securily Depart­
ment of Labor, had approved the replacemenl
of Iwo computer syslems by Ihe California
Departmenl of Employmenl (CDE) with two.
more costly, larger capacity computer systems,
allhough CDE had not justified, 10 the Bu­
reau's satisfaction, the immediate need for
such replacemenl. CDE did not utilize a sig-
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nificant portion of the capacities of the more
cOllly systems during a period of at least 8
months afler tbeir acquisition.

We believe tbat, if the Bureau had stud­
ied CDE's automatic data processing (ADP)
equipment needs more closely or had required
COE to do so, such a study might well have
indicated that the acquisition of one of tbe
laJiCr systems could have been defcrred and
that the deferment could have resulted in sav­
ings in renlal costs of about 535,000 to the
Federal Government and about $7,000 to the
State government.

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

In a report to the Secretary of Labor in
September 1966, we recommended that the
Bureau reappraise its supervision and control
over the acquisition of ADP equipmcnt by
State agencies and that the Bureau undertake
an immediate study of COE's AOP operations
to satisfy itself thatlhe IBM syslems on hand
were being used 10 the fullesl extent practi­
cable before it proceeded wilh its planned ac­
quisition of a tltird IBM system. Subsequently,
the Secretary advised us that he concurred with
our conclusions and recommendations and
Ihatthe Bureau had scheduled a review of
COE's facility. He advised also thallhc Bu­
reau was continuing to improve stand~rds and
budgetary conlrols to assure Ihal Slate agen­
cies provide their services by the most econom~
ical means available.

We were subsequently advised Ihatlhe
COE acquired Ihe Ihird IBM syslem in Janu­
ary 1967. The Bureau reviewed the operation
of the system in April 1967. As a result of th:
review, the Bureau and CDE agreed Ihatthe
third syslem would be released, probably
about January 1968, and lhat additional
equipment would be added to lhe two other
JBM systems.



MANAGEMENT OF UNITED STATES OWNED OR CONTROLLED
FOREIGN CURRENCIES

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

158. Reduction of dollar expenditures through
the use of United States owned or controUed Brazililn
currency··We examined into the use by the
Agency for International Development (AID)
of dollars r~lthc:r than forci!!" currency to fi­
nalll'C tilt' local costs of five development proj­
ects in Brazil. These projects were being n·
nanced by five development loans totaling
$69.H million of whk'h an estimated $44 mil­
lioll w<!s to he converted into Brazilian cur­
rency (cruzeiro:;;) to finance part of the local
costs of these projects.

During our review we questioned the
nerd to usc dollars to finance the local costs
of thl' above-mentioned projects since. in our
opinion. United Statl.:s owned or controlled
cfuldros wt.'re availabl~. were not being uti­
lized. and could have be-en used for this pur­
po!>l".'.

Sinn' 1955 about S572 million worth of
surplus agricultural commodities have been
sold to Brazil under title I of Public Law 480,
and thl' sales agreements provided for the res­
ervation of the equiv<llcnt of about $468 mil­
lion of t he cruzeiro funds generated by the
silk'S. which are owned by the United States,
for loans and grants to Brazil for development
purposes. From April 1963 to December
1964. AID made three program or balance-of­
payments loans to Brazil, which generated the
l'qui\'alt'nt of 'S225.5 million of cruzeiro funds.
All three of the loan agreements provided that
the counterpart funds so generated be used for
mutually agreed upon development purposes.

Since it appeared tlt:,t cruzeiro funds
were or would become available in sufficient
amounts to finance the local costs of the five
projects. we proposed to AID that, among
other things. the five loan agreements be
iJl11cnded to permit the use of cruzeiros to pay
local costs under these loans, subject to the
availability of cruzeiros at the time loan dis­
bursements were to be made, and that future
AID budgets fully disclose to the Congress the
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extent to which dollar funds are used to fi­
nance tbe local costs of AID programs, with
explanations of the reasons.

In commenting on the rust of these pr~
posals, AID slated that it did not believe it
feasible to amend tbe loan agreements since
there had been an unexoected reduction in
Public Law 480 cruzeiro funds. AID did not
comment directly on our proposal of full dis­
closure to the Congress or dollar financing of
local currency costs.

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

We noted Ihat AID adopted a policy pr~

viding that AID dollar funds not be used to fl·
nance the local cosls of AID projecls in excess
or ncar excess foreign currency countries
where the primary purpose of the AID coun­
try program is the completion of specific proj­
ects rather than provision of foreign exchange.
Effective implementation of the new AID
policy should reduce the unwarranted furnish­
ing of halance-of-payments 35Sistance under
the guise of project assistance.

159. UtI of SlIta JUdiI4l.t fonitn cur~

....... to pay _ I. .._~ur report
to the Congress in December 1966 revealed that
the United States had, in a recent 12-month
period, paid ocean carriers about 1.9 million



in dollan for transportinl military 'uistanee
propom moterielto four countries insteod of
paying them in Uniled Stales-owned foreiln
currencies which would have improved lb.
United Stales balanee-of·payments position
and redu(:ed inleresl costs on the nalional
debt. It appeared that no posilive action had
been taken to lise excess foreign cutrencies for
lhis purpose because of a previous unsucce....
ful attempt by the Department of Defense to
reach agreement with ocean carriers to accepl
foreigll currencies.

Our examinalion revealed Ihat ocean
carriers would be Willing 10 accepl Uniled
Slates-owned foreign currencies in payment
for lransparling military assistance cugoes,
provided they would nol receive more than
could be used to pay for expenses incurred in
any parlicular counlry concerned. It ap­
peared that carriers of mililary assistance car·
goes would nol' accumulate more foreign cur·
rency than they could ulilize since, in a 12·
month period, those carriers covered by our re­
view spent dollars or olher hard currencies for
in-eounlry expenses, which we believe could
have been paid for in foreign currencies, in
amounls considerably greater than the
amounts of foreign currencies they would
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have received in payment of their military as­
sistance transportalion vouchers.

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

The Department of Defense advised us of
its concurrence in lbe purpose of our proposal
and stated thaI aclion had been laken to reex­
amine the feasibility of utiliZing United States­
owned excess or ncar-exccss foreign currencies
to pay for Ihe ocean transportation of nol
only military assistance program cargoes buI
also other Departmenl of Defense cargoes.
Subsequently, the Deparlmenl, in revised in·
structions, enunciated the policy set forth by
Ihe Bureau of Ihe Budget governing the utili·
zation of United States-owned excess or near­
excess foreign currencies. Procedures leading
to Ihe paymenl of ocean lransporlalion cosls
in foreign currencies had nol been eslablished
al lhat time.



MANPOWER UTILIZATION

PLANNING

1 60. Evaluation of optimum utilization of mM­

power··Our cxumination into the utilization of
manpower by a Military A.ssjst~ncc Adv~s.ory

Group (MAAGI. in admimstenng the mlhtary
aSl\ist.lIlce program in a recipient country. re­
vt.·<II~d that tile Department of Defense
plJnncd to continue the operation of the
MAAG with reductions in staff although the
military assistance grHRt-aid program for the
n'dpil.llll cOlllltry had been virtually com- .
pll?tl:J and although available informat~on ,10­
dic;lll'd that other United States organizations
ill till' country could perform the essential re.
~idlli11 rUIlI,:tiol1s.

Suhstantial reductions had been made by
th\,.' D..'parlment of Defense in the size of
MAAG ilS Ihe work load had decreased be­
<:i.llISC or reductions in the military assistance
program. We believe. however, that sn:ater rc.
dUclions in personnel ilnd resultant savmg.Ci
could have been effected had a realistic evalua.
lion bC'cn made of the n~ed to continue opera.
rioll of functions ilnd duties as carried out in
reCl'll1 fiscal years and had a determined effort
hCl'n maul' to phase out MAAG and reassign
rcc;ponsibilities for essential functions to other
Unih.'d States organizations.

lVe proposcd that the Secretary of De­
fellsl;' t.:lke action to (a) reduce the staff of
!\'IAAG commensurate with its present dimin.
ished duties. (b) proceed with a plan to elim­
il1:ltL' lInm~~cssary functions and transfer neccs.
sary I.:ontinuing functions to other existin,g
Unih:d Slates organizations, and (c) terminate
lilt' nclivities of MAAG at the earliest practi.
,:able liml',

The Assistant Secretary of Defense. In­
terniltional Security Affairs, agreed that fur.
ther rl'uuctiollS might hnvc been possible but
not as largl: as envisioned by us, Although the
Assistant Secretary agreed in principle with
our recommendation that lhe activities of
MAAG be lerminated al the earliest pracli­
c~blc date. he considered it advantageous to
continue the operation of MAAG with rcduc.
tions in the number of personnel assigned,
We were subsequently advised of a reduction
in the manpower authorization as of July I,
1966.
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181 e-lol_...._a. -'int_In
b1. I' II In a report submitted to the Con-~ ~ - ,

gress in June 1967, we stated that ?ur ":",,,w
of the staffing of custodial a~d engmeonng
forces ;n District of ColumbIa public schools
shows a need for the adoption o~ guidelines.
for use in detennining starr reqwrements 10
these categories.

The need for adopting suitable guidelines
was indicated by apparent overstaffing of cus­
todial and engineering forces; the cost of
which could amount to as much as $1,200,000
annually.

Our views were based on a comparison of
the number of custodial and: engineering em·
ployees in the District's schools with the num·
her that would be required under the staffing
standards published by the Department of
Health Education, and W.lfare. The compar­
ison sh;'wed that the District's 179 elementary
and secondary schools had 316 more employ­
ees than the number computed by the fonnula
standards.

We also compared Ihe District schools'
custodial and engineering cosls per pupil with
such costs per pupil in various States, urban
school districls, and adjacenl or nearby com·
munities. The comparison showed that the
District public schools' custodial and engineer­
ing ccsls per pupil were high~r than the av~r­
age school custodial and engmeermg costs In
any of the 45 states for which data were avail­
able and thai they were higher than the ~vcr·
age of such cosls in most urban school d.s­
Iricts with populations of J00,000 or marc.
Overall. th. District schools' custodial and
engineering costs were aboul 85 percent
higher than rhe 45·Slale average.

As a result of these findings, we proposed
to lhe Board of Education that a sludy be .
made of the District's staffing requirements m
these ""tegories, that standards of p~rfor­
mance be established for use in staffmg, and
that periodic reviews of school operations be
made to ensure thatlhe slandards are upheld.

The President of the Board of Commis­
sioners, although not in full agreement with
our findings, concurred in our proposal and
stated that the Board of Education would
make a study of its custodial and engineering

. !



needs and would establish standards of perfor­
mance consistent with standards in cities com­
parable to the District in size and in confor­
mity with special requirements of the District.

112. c.-o.-d-R MT...... " .....
We repOrted to the Congress in June 1967
that, to a lafle extent, the Coast Guard Re­
serve Training Prosram, which cost about
$23.5 million in fiscal year 1966, was not
meetin. it. objective of providi"lthe quali­
fied enlisted P\lrsonnelthat would be needed
in the event of mobilization. We commented
on the need for the Coast Guard to explore,
with. appropriate commillees of the Congress,
the feasibility of increasing the number of Ie-

sen-ists who would receive active duty training
for periods longer than 5 months .nd on the
need to correct certain weaknesses in the
tnlining provided by reserve units.

The Acti"l Commandant of the Coast
Guard concurred with our conclusion that ccr­
lain weaknesses existed in the training pro­
vided by reserve units and indicated that he
recognized the inability of the Coast Guard
Reserve to meet stated mobilization requir..~
ments. He stated that our report should assist
the Coast Guard in gaini"l recognition for its
Reserve Multi-Year Plan, which is considered
by the Coast Guard to be essential if an effec­
live and efficient train~d reserve is to be main­
tuined.
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PROCUREMENT

CONTRACT ADMINISTRA TION

1 63. Costs charged to Government contracts
for transportation by ccntraetor owned or cham....
aircraft-Our review of nine defense contractors
who llSCU ~olllpany operated and chartered
aircraft extcnsively. indicated that the addi­
tional cost. as compared with commercial olio

transportation, in most cases outweighed the
benefits. In a report issued to the Congress in
August 196(l. Wi:,' pointed out that, inasmuch
as a vcry high pcrccllmgc of the work of these
contractors was under Government contracts.
the (;ovcfIlmcnt hore practically all of the ad­
ditionnl cost. The military departments pri­
marily cOIlL't'rllcd ugreed and made certain dis­
allowances in lll'gotiating overhead costs.

Also. tht' Arl11\:'d Services Procurement
Regulation COlllmittee undertook revision of
the Regubtiol1 (ASPR 15-205.46, Travel
Costs) to limit allowability of costs incurred
for travel by ain.:ran owned. leased. or <:Intr­
tl'fed by contractors. On December I. 1966.
the Regulation was revLscLl to provide that
slll..:h costs <Ire <lllowabh.'. If reasonable. to the
extent the contrador can dcmom;trah.· that
US(: of aircraft owned. leased. or chartered bv
the contractor was necessary for the conduct
of his husiness ..ll1d that the "increase in ('ost. if
any. in comparison with alternative llll'ans of
tmnsportatioll is commensuratl' with the ad­
v3ntag~~ galned.

164. Costs charged to Government contracts
for bidding and related technical efforts-.Many con­
tractors arc l..'llgaged simultalleously in the
prcpilration of hids and proposals and in the
conduct of indcpenoi.·nt rese,lrch and develop­
ment. Costs of independent research and dc­
veIOI)m~nl chargeable to Government con­
tracts arc generally limited by advancc agree~

mcnts wirh the contractors. Advance n.gree·
ments generally nre not made, however, to
limit hid and proposal costs chargeable to the
GoYernment.

Both functions require simil,u technical
effort. Therefore it is difficult to distinguish
betwecn those costs which pertain to indepen·
dent research and development and arc sub­
ject to limitation and those costs which pcr~

tain to preparation of bids and proposals
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, "
and arc not suNect to Iimitati,!n.~itlio~1tt
the Armed Se!Vkes Procurel1lelltilt~"'I~Ji~"
(ASPK) provides a basis for :Iil1iili~jj8'j"l!'leslo
contracls for bidding~ostsaJ14~I~t~~~~~,
nkal costs incuO'ed by co"I'1'el,O\'S; its I'rOvi'
sions arc not suftieiently c!ellr'arid;arevari"
ollsly interpreted.

We found Ihat aboul;ltalqbe'$~,~mil,
lion of bi~ding and relaledco~ts.lai",ed'~y;a
contractor in I year under conl...~I~'~iIJHhe
Department of Defellse and Ihe lIlalic>"al
Aeronaulics and Space Administrali()I,eilher
were similar 10 independent resea,J'chand,Ii,·
velopment costs·'or were. iI~t.inour·~l11i1i()n,
clearly necessary 10 support thecol!lJ;lclor's
bids and proposals. In our report'i!l$!!Nlo Ihe
Congress in March 1967, we stale~'lhalthe

items in 'Ineslion includedcostsiJt~~d,(a)
"fter Ihe Government hadindicaleailll(as"'1t
interested in " proROsal, (b)befo~JheG9Vern­
ment had requesteil a prop,!""I;(e)afterai~id
or proposal had been sUbmillcd"a'nd(dHode.
vclop capability for response 10 ~nticipaled
flllllre reqllests for proposals. '

We proposed 10 Ihe Oep"rlmelll of lk..
tense and Ihe Nalional Ml'<)nallticsand Spa,,,,
Administralion Ihal inleiimglliila"~,, "" pro­
vided wilh respeclto "lIowabilily()f bid an,d
proposal cosls pcndillgcompleli'!nof a' study,
then in process, on cornbini~.;tl1~'C9!!t,,(in7
dependent researclt and~evel~l?menlarid;bid
:md proposnllechnicaieffort into asi",ll'e
I'ackage. We were illforl1\Cd Ihalllte,,~eklll!e
coneepl had been dropjied; lhal a lle~ sludy
would be undertaken alld Ihalil would nol be
feasible to provide interim guidance.

We reeommended Ih,al tl,e l"OI'osed
study be given high priol'i~Y. As orN~yember
30, 1967,Ihe sludy wasslillin pt'QceS$.

166. Admin..lillanof ......._ln ollr
review of the Uniled SI"les CiVil Se!Vice Com­
mission's administrationof tontrdctstot~li"-g
a cost of about 5143,000 ror Ihe design and
fabricatiQn-of ajoj;nt·Fcdelt?tag~ncy'scicnce
and engineering exhibil, we -noled Ibal certain
changes costing a lolal of abolll-$50 000
made in Ihe contracls were 1101 supported by
wrillen change orders prior,lo complelion of
Ihe work, cOSI eslimales were nol sufficiently



,
detailed to pennit apptopriate analyses to deter­
miJle a rusoaal)le price adjustment,-and docu­
mentation was not available to support the rea­
sonableness of contract'price adjustments subse­
quently agreed to.

In a report to the Commission in January
1967, we pointed out that. to the extent feasible,.
~-oll~ctilll_officen have the Rspornibility for
maklllg certain that- proposed con~ct price' ad­
justments arising from cluinge orden are fair and
reisonable in advance ofPerfo~anceof the
work. We stated that it Wisesso:ntial tluit ade­
quate and timely cost estiJnates be obtained and
considered.

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

1",Ca 'Oil ] .act .•••Ina
report submitted to the Congress in April 1967
concernilllthe construction of the Rayburn
House OffICe Building, we stated that the perti­
nent records of the Architect of the Capitol indi­
cated that certain construction work did not
meet the standards specified in the'supemruc­
ture contract. This work involved the •..,mpres­
sive strelllth of a reinforced concrete wall, thick­
nesses of concrete slabs in the garage levels, uni­
form coloring of concrete in the garage levels,
compaction of backfill, and condition of gypsum
block waUs in the subbasement. Reporting of
these instances was not intended to imply that
they were representative of the overall quality
of the construction work. These instances
however related to ordinary and regular con·
struction work for which clear and precise
standards had been established on the basis of
considered engineering judgment.

In our analysis of the data underlying
these instances, we noted some apparent in­
consistencies which we could not reconcile ei­
ther from available documentation or by in­
quiry of the responsible officials. We also
took note of the fact that extended periods of
time taken in efforts to resolve differences of
opinion between contractors and owners re­
garding incidents of nonconformance and the
continuance of construction in the meantime
often create a situation wherein practical con­
siderations dictate the acceptance of nonCOR-
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formine work either as it is or with some- im­
ptovised substitute, sometimes with a credit
apinst the contract price.

It was our view that, as a means that
might be conducive to minimizing incidents
when they occur, the Architect should give
parlicul.ar attention to accelel'oIting the negoti­
ation or reported incidents of nonl:onformance
with the contractor and, where warranted by
the significance of any incidents should take
such posirive action, particularly the assertion
of contractual rights, as will help to resolve
the incidents quickly and satisfactorily.

CONTRACTING POL/CIES AND
PRACTICES

117. AolMln' ._,af_or _ ..
III' .....ot ......:..... oftuPPlY ddUion
_.awlt- In a report issued to the Congress in
January 1967, we pointed out instances of sig­
nificant need for improving administration of
the cOSI or pricing data requirements of Public
Law 87-653 ("Truth in Negotiations" Acl).

We made certain proposals to the Depart­
ment of Defense desiped (a) to improve iden­
tification 01' the cost or pricing data submilled
and certified by contractors, (b) to ensure that
contractors wen: rcquiring subcontractors 10
submit and certify cost or pricing data, and
(c) to' provide documentation of the circum­
stances leading to and the basis for any deter­
minations by contracting officers or contrac­
tors that cost or pricins data were not required.

A special group was appointed, under the
guidance of the Office of the Deputy Assis­
lant Secretary of Defense (Procuremenr) to
study our proposals. As a result of the study,
the Department of Defense preparcd and sub­
milled to us for review and comment drafts of
certain revisions of the Armed Services Pr~
curement Regulation. We are working closely
with the Armed Services Procurement Regula­
tion Committee in reducing these proposed re­
visions to final fonn.1. _io _af_orprlol _ ..
....uiioin...__••• at .. in of ......Wi1ion ....
.... We found generally that, in the negotia­
tion of prices of construction contracts and
contract modifications by the Army Corps of
Engineers and the Naval Facilities Engineering
Command, the designated construction



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

In a report issued to the Congress in June
1%7. we pointed out that the primary reason
for noncompliance appeared to be the belief of
the construction ng.encics that the require·
mcnts were not applicable to construction
contra",'t ... because contractors' price proposals
were evaluatrd on the basis of comparisons
with the agencies' own cost estimates. Prj·
mary reliance was placed on such comparisons
as a means of eVcllu3ting the reasonableness of
prices.

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

169. Treatment of contractors' rentals under
long-term leases to negotiation of contract pricet-Vk
found that a defense contractor had leased
property for a 25-year period at a total rental
or $46 million. The cost of the property was
only $27 million. If the properly continues
to he used almost exclusively for Government
work (as il has been used in the past), the Gov­
ernment will ultimately pay. through reim~

burscmel1ts of rent. ahout $19 million more
Ihan the cost of the property.

Such a leasing arrangement, although
more costly to the Government. is advanta~

gcous to the contractor. The contractor
avoids interest expense, not reimbursable un­
der Government contracts, which otherwise
would be incurred to finance ownership of the
property. The contractor benefits also from
the fact that the higber leasing costs are' in­
cluded in the cost base in establishing fe.. or
profits on Government contracts. Further-
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more, the contractor is al1.owe4 t~.same prof­
it or fee consideration fodumishina the re­
quired facilitw. whether they be owned or
leased. CUITCf\t provisions of the Armed Ser­
vices Procurement R~gl!J!ltioilappear to prO­
·vide an incentive rofcdiitractors to lease rath­
er than purchase such property,

In commentiJII on our fmdings, the De­
partment of Defense stateclthat (a) the Anned
Services Procurement Regulation Committee
would review the rental cost principle and (b)
a profit review study was underway to develOp
guidelines for establishing rees and prolib ..of
contractors. The review and study had· rIOt
been completed at November 30, 1967.

170. S-UIIM., limitMion.OII _chllW... t
-.In a report to the Congress in April 1967,
we noted that major construction agencies
contracted for arehitect-engineer services al
rees in eXcess of the statutory proYisions that
limit fees payable to archilect-enBineers to 6
percent of the estimated cost of construc­
tion. Gen~rally, Federal agencies have illter­
preted the limitation as applying only to that
portion of the total ree relating to the P.fO­
duction and delivery of design.s, plans, draw­
ings, and specifications, Under this interpre­
tation, most of the architect-ellJineer c0n­
tracts tinder which the total ree nceedcd 6
percent would be in compliail<ce with Ille
limitation. In our opinion, however, the
Armed Services Procurement Act of 1947
and the Federal Property and Administrative
Services Act of 1949 impose lhe 6-pett·~.nt

fee limitation on all architect-engineer !!Cr­
vices,

We stated that, in our opinion, the pres­
ent statutory fee limitation was impractica­
ble and unsound because (a) the limitation is
governed by estimated costs Which do not
necessarily relate to the value of the arehi­
tect-engineering services rendered; (b) esti­
mated construction costs may not be known
at the time the Umitation must be applied;
(c) some arehitect-engineer contncts do not
involve pfOVolmmcd construction projects;
(d) the limitation may be partially avoided
by agencies' having their in-hoilse reSOurces
perfonn services that hive generally been
contracted to architecl-engineer finns; and
(e) architect-engineer fees in terms of rer­
centalC of construction cost vary widely and



Ih", render imjjr~cticable Ille establishmenl of
a I""tcciitage al an appropriate [cvt!1 to effec­
tively limil the fee for lhe majolity of COll­

lracls.

We recommended thaI Ihe Congress reo
pe.! tbe 6-percenllimilalion imposed on
ar,chi~e<:t-<:ngineei'fees l!y sections 2306(d),
4540, 7212, and 9540 of title 10 of thc
United States 'COde and by section 304{b) of
the Federal Properly :lnd Administrative Ser·
vices Acl of 1949, as ameniled.(41 U.S.c.
254(b». We expresoed .our belief that the
present stalptory re1luircrnenls for compeli·
tive negoiiation and the submission and cerli­
ficatio'l of cosl or pricing data, if properly ap­
plied to· «.nlraets for archilecl-enginecr ""I'
vices, should provide adequalc assur~nce of
reasonable archilecl-<:nl.';neer foc,.

Represenlalives of Ihe Federal agencies,
the archileclural-erigineering prof....iona! soci­
eties, and Ihc Bureau of lhe Budget informed
us that they agreed with our recommendalion
for lhe repc~1 of the 6-pcrcent limitation im­
posed on ar<hilect-engineer fees.

171. e:a.-litiw~_of_......
_ ....'b..... In a report submillcd 10 Ihe Con·
gress in April 1967, we noled lhat the pro<."­
dures followed by Feder~lagcncicsin sclccling
contractors for ;uchitect-enginccr services did
nol comply with the rcquirements of section
2304(g) of title 10, Uniled Stales Code. or
with the Federal Procurement Regulalions.
With tertain exceptions, thL'Se ret.uir~ments

provide lhat, in aU negotiated procurements in
eXCI',;S of $2,500. proposals be soliciled from
lhe maximum number of qualir.cd sources
consistent with the nalurc and n:quirem~nts of
the supplies or services to be procured and
that written or oral discu,)sions be conducled
with all responsible offerors who submit pro­
posals within a competitive rang~, price and
other faclors considered. Although most of
the construction agencies of the Government
are suhjectlo lhis requiremenl, Ihey generally
solicit a proposal from the architcn·cngincer
firm thaI is selecled on the basis of lechnical
ability. In our opinion. this procedure does
nol comply with the stalutory requirement.

Agency representalives advised us thaI
Ihey were Ol.posed to the concept of soliciling
multiple compelitive proposals. The architec'
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ural and engineering profe~on~I'socieliesex·
pres.'led their belief thaI Ihe !egiSlative hislory
of Public Law 87-653, codified in seclion
2304{1l) of title 10, constituled substanli,,1
ground for concluding that the competitive
negotiation requirements of Ihe act were nol
inlended to apply to architect-engineer ser·
vices. Additionally, Ihey maintained thaI,
even if archilecl-enginecr services were subjecl
to Public Law 87-653, lhe existing agency pro­
cedures were fully cOllsislenl with the spiril
and purpose of Ihe stalulory requiremcnl lhal
proposals be soliciled from the maximum
number of qualified sources cOllsistent wilh
the nalure and requiremenls of the services to
be procured.

We reported thaI we found no staluto..y
t asis lhal would exempl architect-ellginecr
conlracls from compliance with the require­
ments of 10 U.S.C. 2304{g) and, therefore,
were of the opinion that Ihe existing negotia­
lion procedures and practices did not l~onrorm

with these requirements. Recognizing, how~
ever, Ihat the problem of how archilect-engi­
n~er services can best be obtained is a complex
one, we adVised the agencies that these prOl'\....
durt.-s could be followed until the Congress Iwl1
an 'Opporlunity 10 consider lhe mailer.

We slaled that, allhough we were of the
.,pinion that Ihe procurement of archilec!·
engineor services were and should he subject
to the competitive negotiation requirements of
Public Law 87-653, we. ~hought thaI, in view of
..,..st ad"ministratiyc practices in the procure­
ment of such sel'\'ia.."S~ it wa~ important that
the COllgre.ss clarify its intent as to whether the
compditivc negotiation requirements were to
apply 10 such procuremenls. We expressed our
belief Ihat. should the Congress detem,in. Ihat
il did nol so intend, Ihe law should be '''''ended
to specifically provide for an exemption for
Ihis Iype of procurement.

172. Mwtbod of computi,. .d.i*I....gin.'
-.k1 a reporl submitted 10 the Congress in
April 1967, we poinled Oul thaI Feder,,1 agen­
dcs employ on~ or more of several methods in
dctcrminillg and negotiating fees for archHect­
engineer services. The most commonly used,
however, are the detailed analysis method and
the percentage-of-estimated'construction-cost
method. We expressed our belief that use of
Ihe II~tailed analysis melhod is more



appropriatc thall lISC of thc latter mcthod he·
l"aUSe the detailed analysis method is based on
the l'slimatl~d v;lluc of archilcct-cngincer ser­
vices to be rendered. Furthermore. the per­
cell tage-or-cst imated -COllst nrctiolH':Ost mcth·
ad has been attacked by several professional
architectural and engineering societies.

We stated thilt. ill our opinion. the r~-~
quirClTlcnl for till' sllbll1i~sion and ccrtificiJtion
by ar~hikct-('nf:!.inccr tirm~ of l:O'it or pridng
data impli..:itly calls for th..• negotiation of ar­
chitcd-{;l1ginccr rces in terms of estimated
vJlm' of the archilcd-engillccT services based
upon due consideration of cost or pricing dnta
slIhmiurl! by the lIegotiating ilrl'hitcct·cngi..
neer firm. We bclil'VC that this 'kline concept is
the underlying prindplc of negotiated con·
tn,cting <llld should be followed in thl' nC1.!oli.
ation of all contructs for architect·clll!incer
services that arc subji.'d to the competitive IlC·
gotiution rf'Quircll1ents of 10 U.S.C :!304(g)
itnd the rl'der.ll Procurement Rl'gul3tions.

173. Requiremlmts for submission by profes­
sionat servk:es contractors of cost or priclng d....ln <I

report to the Congress in April 1967. we
stakd Ihat. willt ccrtain exccptions, the mili­
tary lh'pill'tnll'nts. llit' Natic'lIlal I\cronautks
;.111(.1 SPth':C Admillislmtion, and thc ('oasl
Guard ~lrfO required hy section 2J06CO of title
lOaf thL Unitl'd Sl~tes emil' to ohlain cost Of
prkillJ,:t lbta in nep.otiatiu!l contr.tds and that,
although lilt' Federal Property and Adminis­
tration Service" Act of 1949, which applie~ to
Ille fCl11aininp: h ..'deral agl'lll:il'S. had not heen
amended to require cost Of pricing data, the
Cl'nenll Scrvil'c!> Administration had included
il rC'Clutrl'mrnt for rtlmishillg such data in tltl'
FcdC'I"dl Procufemcnt Rc~ulation~similar to
the requirement in scction .!306't). GSA had
determined, however, that the re<!uircmt:nt
should nut bc applied to archifcct-l'nginecr
contracts bcc,:1Use of their special charactcris­
tiLs.

Rcprcscn!:Jtivcs of 1hl' Department of
Dl'fcnsc informed us that the cust or prking
data rCluiremenls of section 1306(0 were be­
ing apPlied without distim:tioll as to whether
or not architect-engineer services were in·
·,olvcd.

It \Vas our vi\'w that the requirements or
both sectioll 230C'(f) and the Fedcral Procurc·
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mcnt Reb~d'liohSfor. the submission and <;erti­
flCation of cost or pricilll data apply to ui:lii­
tect-engineer ""Untrac'.. We thereforejell­
pressed the belid that such data should lie re­
quired by all agencies in contracting for an:hi­
tcct-engineer services.

Subsequently, • representatm: ofGSA
informcd us that consideration would be giVen
to revising the Federal Procurement Regula­
tions to requin: the submission ofco.t and
pricing data in ncgotiating archilect-engineer
contracts. The Bureau of the Budget infonn­
cd us informally thai it agreed with our views
in the matter.

17., UlaofcMI"'rrp' ._,.........
COftbWCIOt·.......... I I ;11 ,_I In a repOf1 su_~

mittcd to the Congress in June 1967, we
statcd th.t our review of the relative costs of
using civil service personnel or of ,Isjng con­
tractor·furnished pefllOnnel ~o pel1"onn ensi­
neering and related teclmicaJ .upjl<lrt oerv~
.t the National Aeronautics and Space Adinin·
istration's (NASA) Goddard and Mlinhall
Space Flight Cenlers showed Ihat .stimated
annual savings of as much as S5.3 million
could be achieved wilh respect to the con­
tracts we reviewed if these services were per·
fonned by civil service personnel.

Wc pointcd o'JI that the indicated savinp
were allributable, for the most part, to the
climil1i.ltion of m.,ny contractor supe.I'Viso,>,
.nd administrative personnel, which wQlild re­
sult from a cOl1vcrsio~ to· civil service st;ifting,
and to the climination of the fecs paid to con­
tractors.

We cxpressed the view Ihatthc Space Ad·
minist.r.J.tion's policies relating to the usc- of
support serviN' contracts were not sufficiently
clear as to thc consideration which .hould
have becn accorded to relative costs in deler·
mining whether to lISC contrnctor·furnished or
civil servk-c personnel. In this regard, we were
advised thai thc Space Administration, al­
though believing that contracllng for the ser·
vkes involved had been in the best inlerest of
the Govemmcnt, rccl1g1lized the need for
more,specific guidance on cost considerations
than had becn I'rovided and that sucli guid­
.nce would be part of any redelinition of poli­
cy resulting [rom a current Je\ lew of aaency
experience in the use of support service con­
tracts.



~i1se' the acl.ion.lel fully correcl Ihe
sitliiition'di~.e.<Iin our rq>6rl would",­
q'uue-£a,Sii!iific:an! ~~!iileinlhe'Spacc Ad­
mmjStriliOii's'P9liCYrel:iting'IO llie use ofsup­
Po""it:#iVi~e~ont~acl~ a~dbeeail~ of Ihe po­
le!it!.I~lf~c!,that'~$Illilificanlc/Jange mighl
havc:onlh<i::4.dministralio/l's civilservicc
~r~O.~1 H:qui~onents,we stated Ihatlhc
Co~...migllt:wish to consider Ihe 110Iicy
aspec!sor'thiS.matler in fittthcr delail with
.ncyoffidals;

.,faild\!iOll, we pOiJited oul that Ihe
<;0Jlll'l'SSmigl,t wish alsO to explore with
t~~.~jlae~ A~il'i/listra,ion Ihe illi!,act that
eostco"sldcrations should have in determin·
ingwhel~r19 i1~ conl",ctor or civil service
persOimci in those cases where either 4..X'mtnlc­
tor ~civil·service~rSCInnel c,)uld CMl"Yout
Ihe operatioil equally well.

175. F.... III,. ti1iJ'I for ....,lGt_ tires
,,,UIII,,...11I'ApriI1967 we ,eporled to Ih.
emigreSS that use by Ihe G~lleral Scrvices Ad·
niinistra.tion (GSMor negotialed cOnlracts
for the GOYemmell:" "'Jlomotive lire :lIId
lube reql!irements di.. - i>1 result in maximum
price competition. W" slated that, on the ba­
RS of our review, we had concluded that, for
items Ravine the greatest 1I0llar volume, GSA
could use" advertised ralher Ih.n negolialed
cont....cts because alllhe essenlial elemenls
were present for successful formal advertising.

To oblain an indication of Ihe savings
thaI could be achieved by advertising for Ihe
Government's tire and lube requiremenls, we
compared the prices obtained by four Slale
and Iwo city governments through fonnally
advertised conlracls wilh Ihe prices oblained
by GSA through Ihe negotiated melhod of
contracling. On Ihe basis of price compari­
sons of 174 lire and tube items, we estimaled
that Ihe Governmenl could realize annual sav­
ings of aboul S1.4 million by purchasing IheSt:
items through formal advertising.

GSA has advised us Ihat formal advertis­
ing wiD be used for 87 high-volume lire and
tube items. Also, as a result of our proposals,
GSA plans to reestablish an item simplification
study, with the objective of reducing the nurn­
ber of tires and tubes carried in the supplysys­
lem, which will probably resull in lower prices
because a greater sales volume per item can be
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offered. GSA also agreed 10 give conlinuing
aUen"ion ((; using fonnJ!! advcnising contract·,og methods and iii. commcrcial dislribulion
system Of lhe lire manufacturing industry
when that method is delermined 10 be Ihe
mOSI practical atid economical.

17a ...... of ts.diGd of _....,.. coolw'e
__an-We reported to the Congress in
April 1967 Ihal car re.ntal rates obtained under
General Services Admine'tralion (GSA) can­
lracts were subslanlially lowcr Ihan Ihe rcnlal
r,des obtainetl under informal arrang(.'n,ents
made by Government agencies and th.:ir con·
traclors with commercial rental firms. On the
basis of our review. we· conclud~d tlHlt more
favorahle rah..os were obtained under GSA con­
tracts primarily be(:ausc sneh (Ohtmets were
usually awarded Ihrough formal adverlising
and provided for a larger volume of I,olenlial
rental husincs-Cl. We estimated that savings up
to S350,ooo annually could be rcalized if car.;
being rented under informal arrangemenls
were rented, by the using agencies and contnlC·
tors, directly from the conuncrchll firms at
GSA contract priccs.

In Oclober 1966 GSA informed us lhal
it concurred with our l>roposals to;

3. Reexamine, in consultation with major
llsing agencies, its pr~sent rolc in the
rental of commercial cars for Covem·
m~nt usc, with a view to making a bL't·
tcr response to ~gcncy needs.

b. Increasc the rdative share of such ren­
tals made under its contracts.

We were advised also by GSA thaI, dc­
spire its having some reservation with respect
to our proposal that ..entals be made directly
from commercial firms, it would include the
mailer in a full-scale in-deplh study 10 be
made of ways and means 10 achieve greater
economy and emciellcy in supplying renlal
~:Jrs to Gov~rnll1entagencies. GSA advised us
also of its agreement with our propos"llhal
il expand its presenl contracting for car renlals
to cover aU areas where such action would r~

suit in savings or benefits to the Government.

171. UtHiZllioft of _ offic........ioto '",,"if
firmHn a reporl submitted to the Conj,'fess in



February 1967 on our review of thc program
of thc Ccncral Services Administration (GSA)
for obtaining repair and maintenance services
for selected Government-owned office ma·
chines, we pointl'u out that opportunities ex­
Isted for ~ilVings through the use of contracts
with local machine repair firms instead of
through the usc of national Federal Supply
Sl;hcdu/:e l'ontrads with mal'ilinc manufac­
lurers. r)Uf review showed that prices paid for
repair tWO maintenance services for <.ldding
mi.ll'hinL's. l'alculators, comptomctcrs, and clcc·
tric typewriters under national contracts were
higlll'r than prkl's charged ror the same types
or sc· ices under regional contracts and under
scparate arrangements made by Federal, State,
and local government activities and commer­
cial l'onccrns with selectcd local repair firms.

GSA, in July 1965, encouraged Federal
agencies to study and analyze their office ma­
l'hine servicing needs as part of n project to es­
tahlish Government-wide guidelines for obtain·
ing service for offi~e machines. However, be­
callst.' of the lack of agency responses. GSA
took no furthL'T action. On the basis of our rc­
,"iew. we ~oncilldcd that services furnished un­
der re~ional contencts and under separate ar·
rangcments were satisfactory and tlUlt the price
differences between them nnd the national
contracts were not justified by service con­
siderations. We estimated thut Federal agen·
cit'S could haw s~lvcd up to $1.~ million dur­
ing Iiscal year I<)65 for rep,lir and maintenance
SCrviL:l'S for selected office machines by using
local repair firms instead of Federal Supply
Schedule contractors.

GSr\ informed us in August 1966 that it
agreed with our proposals to (:I) expand the
lise of regional contracts for servicing office
miu:hincs ,111<.1 aggressively stimulate their usc
by Government agencies and (b) review the
status or the project to establish criteria and
!!uidelines t.o assist Government agencies in de·
tcrmining the best method of obtaining ser·
vices ror office machines.

178. Architect·engineering fees-In a report to
the Congress in April 1967 concerning the
Rayburn House Office Building, we stated that
the fee payable for architectural services re­
lating to certain segments of the construction
was signifieantly more-$3,613, 143 as com­
pared with $3,207,93S-than the General Ser-

90

vices Administration (GSA) prqbably would
have authorized under its criteria at the time
(1955) the contract for these serviees wasn.­
gotiated by the Architect of t"e Capitol. The
fee was based upon 5!1 percent of the total
construction cost for the Tiber Creek's~~er
relocation, the foundation, the stru~turaUtee~

and the superstructure of the RaybumHouse
Office Building and provided for archite¢tural
and engineering services related t"ereto, Th·,
ratc was in line with recommended minimum
rates approved by the'Washington-Metropol­
itan Chapter of the Ameriean Institute of Ar·
chitects in June i947,

GSA architect officials advised liS that
GSA's table of rates which was in effect in
1955 would be generally applicable to the
Rayburn Building and that, although the ba­
sic mte in the case of the Rayburn Building
would be about 3!1 percent of the estimated
construction cost, they were ofthe opinion
that a mte of 4 percent would be! reasonable,
predicated on the complexity and the exten­
sive detail involved in designing the Rayburn
Building and subject to the eoiupalability of
the architectural services required under the
Rayburn Building architect-e!lgineer conttact
with those required by GSA,

The Architect of the Capitol stated that
his long experience had inllicated that cQngres­
siom.l committees or commissions overseeing
various projects are interested in obtaining the
best architectural-engineering talent available
and in paying a fair fee for services rendered;
thus the Architect and such committees and
commissions have generally aecepted the
guidelines of the American Institute of Ar­
chitects in establishing fees, He stressed that
the design of buildings constnleted on Capitol
Hill differed considerably from the design of
those eonstructed by GSA in more recent.
years and that the more intricate design of the
Capitol Hill buildings resulted in more costly
architect-enginecring fees.

We expressed our belief that the allow­
ance of a proper fee giving a fair profit is not
unique to the Architect of the Capitol, for it
is a basic objective in contracting by all Fed­
eral agencies, We pointed out also that com­
plex design generally is reflected in higher con­
struction costs which in tum increase the
architect-engineering fee apart from an in­
crease ill the rate, in those cases where the fee



i. based on a perccntage of construction costs.
In the case of the Rayburn Building, this ef­
1'ect was particularly apparent because of the
extensive use of marble, granite, and other
high-priced materials which of themselves aug­
mented or intensified the architects' services
out of proportion to what they would have
been if less of these materials had been used.

179. Nlllld to k.... contrac:t ""- to. mini­
mum-In a report to the Congress in April 1967
concerning the construction of the Rayburn
House Office Building, we slilted that cC)sls of
changes which had been formalized into
change orders numbered about 1,450 and tu­
taled approximately $8 million at June 30.
1965, and that, according to the Architect of
the Capitol's records, proposals by contractors
for changes not formalized at thaI date totaled
a cost of about $668,000. Some of these
changes represented· itcms which the House
Office Building Commis..ion had considered
during the design and planning stages but had
excludcd from the basic construction con­
tracts as awarded, and other changes were ap­
proved to meet certain situations which de·
veloped subsequent to award of the basic con­
tracts.

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

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

91

cquipment rental rates and hours of usage,
and details of price adjustments resulting from
negotiations.

We concluded that;(a) the added costs
which are implicit in contract changes may be
substantially redUced in future constructi,," if
the significant features that should be included
in a construction project can be decided upon
before finalization of the plans and ·spedfica­
tions in such a conclusive manner as will min-­
imize extcnsive changes; (b)\.n effective sys­
tem is needed by the Architect to ensure ade­
quate documentation f\lr the various elements
of contract changes; and (c) the Architect
should consider the practices generally fol­
lowed in Government and priv.te construction
that, in the absence of compelling circum­
stances, plans and specifications for all seg­
ments of construction should be fmalized and
integrated before any construction is started
and that bids for construction should be solic­
ited and awarded on the basis ofsingle con­
tractor direction and responsibility.

180. ~idoIion of _ow b for_t
_ ·"'·,s We noted that, during fiscal
year J964, the Post Office Department iswed
63 purchase otders for 1,ll95 typewriters and
183 purchase orders for 2,9l9 alIding ma­
chiMs and calculators. We also nOled that, in
I1scal year 1964, the General Services Admin­
istration (GSA) made only one procurement
ofsmall office machines for the Department,
consisting of 405 type!"riters for third-class
post offices. GSA used competitive procure­
ment procedures in acquiring these typewrit­
ers and obtained a price which was 17.5 per­
cent less than the lowest price available. after
discount, for similar typewriters under the
Federal Supply Sehedule contract with the
same company.

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

By leiter dated June I, 1966, the Depart­
ment advised us that it had taken action to
implement our recommendation. Subsequent­
Iy, the Department submitted its fiscal year
1967 requirements for typewriters, adding



machines, and calculators to GSA for competi­
tive procurement. GSA acquired the!e mit­
chines at a total cost of about 1266,200,
which was about $83,000 less than if the ma­
chines had been procured on the basis of the
lowest prices avlillabfe under the FederaUup­
ply Schedule.

..111. -.-.,. 55 ."of__
....·In a report submitted to lhe Concress in
August 19(16, we expressed the betieI' that the
Post Office Department. could achieve substan­
tiai savings ifacUon were taken to obtain more
timely replacement of older vehicles.

Our analysis of the repair and mainle­
nance costs of selected vehicles'of ':'-ton and J­
ton capacilies showed that vehicles t.hat. were
6 or more years old had been subslantially
more costly 10 maintain than newer ve!licles.
We estimated· that the cosls for operatii\gover­
.ge vehicles althe facilities we revie~ed was
$ II 0,000 greater in calendar year 19611lhan
t.he cosl wonld havc been for operating newer
vehicles for the same number of miles. If the
conditions found in the seven facilit.ies we re­
view~ are t.ypical or t.he condilions al'other
locations, lhere may be subslanlial additional
cosls allribut.able t.o t.he operatin, of o..rnge
vehicles throughout. t.he post.al service.

The Depart.ment had continned to oper­
ate vehicles beyond t.heir scheduled replace·
ment dales prim.rily because Ihe ordering of
new vchiclcs had been delayed and because,
whcn vehiclc rcquirements had be.cn estab­
lished, full consideration had not been given to
adminislrative and produclion lead lime. We
found Ihat, allhough Ihe Departmenl generally
had anlicipaled receiving new vehicles in the
samc liscal year in whicb funds for these vehi­
cles were made available, Ihe Department did
not receive Ihe vehicles whcn anticipated.

We brought Ihese mailers 10 thc atten­
lion of lh. Poslmaster General and recom­
mended lhal lhe Deparlment strenglhen ils
procedures to provide grealer assurance Ihal
vehicles are replaced when it is mosl economi­
cal 10 do so and that vehicles required for new
service routes are obtained in a timely manner.

The Postmaster General agreed that the
Dq,artment should strengthen its program for
replacement and procurement of motor vehi­
cles. He informed us that, subsequent to our
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review; there had been an improvement
Ihrouah the requisitions being sUbmitted ear·
lier 10 the 'General Services.Admjnistmtion:
He stated also that the General Services Ad­
ministrafi!lnw"8s devoting consi<lerable effort
to expediting COlInacl awards and securing .1n­
time COrili'act performance. He further in­
formed us that the Department would con­
tinue studies to reduce Ihe lime required ,.>
complete delivery of. veliic!es an.<! that request•
for funds would recognize reasonable produc·
tion lead times.

112, Pure_VI; _0' lIIolo.....-.ln a
May 1967 report to the Poslmaster General,
we pointed out that significant savings could
have been reatized- by the Government by
owning rather than leasing motor vehicles for
use in the transportation of mail.

Our review at three of the Post OffICe De­
partment's 15 postal regional offices indicated
that savings of about S200,000 probably could
have beenllchieved in calendar year 1965 if
Government.-owned instead of leased vehicles
had been used in the transportalion of mail.
We concluded that there was a need for lhe
Department to emphasize to cognizant re­
gional officials the importance of submitting
more' realistic requests for new Government·
owned vehicles to replace leased vehicles;
moreover, there was. need for the Del""t­
ment's headquarters to review more closely
Ihe requests submitted by the postal regions.

We recommended that the Department
issue instructions requiring the postal regional
offices to specify in lheir annual requesls for
new vehicles lhe number or proposed Govern­
ment-owned vehicles that are for replacing
leased vehicles.

In July 1967 the Deputy Postmaster
General advised us thaI our recommendations
had been adopted and that appropriate in­
structions for implemenling them had been
issued.

183. C<ihrlil 'at _ o••'es, VIUIIs, ond
o'her poOIKII•• OitulPiil ~ In a report to the
Postmaster General in J4ne 1967 we pointed
out that there were considerable differences
in the types, quantities, and costs of the
sares, vaults, and other protection equipment
being used by different post offices having



essentially similar protection requirements.
We found that safes frequently were being
used inside vaults. although other less expen­
sive types of equipment such as wift~ screen in·
ner separations and storage cabinets probably
would provide adequate protection for stamp
stock, cash. and other valuables. We pointed
out also that the Post Office Department did
not have adequate criteria regarding the quan­
tities and lypcs of pro ective equipment au­
thorized for use in POst offices of different
sizes and protection requirements.

During fiscal year I%6. the Department
purchased 17 different types of proteelive
equipment at a cost of about $l.~ million. In
our report, we expressed the opinion that con­
siderable savings could be achieved throughout
the postal service by determining the quanti­
ties and types of equipment needed for provid­
ing adequate protection and by utilizing the
equipmcnt found to be excess to reduce future
procurements of prot~ctiveequipment.

We also expressed the opinion that, in
view of a recent decision by the Department
to discontinue purchasing the types of protec­
tive equipment previously l..:onsidcrcd as stan­
dard equipment and to commence a long-range
program of gradual replaccment of existing
equipment with new, more costly types, both
the adequacy of protection and ',he "Jtilization
of protective equipment would 'Je improved
through the development. issuance. and en­
forceme,nt of specific criteria or standards re­
garding the types and quantities of protective
equipment to be used in post offices of differ­
ent sizes under various operating conditions.

We recommended that the Department
take necessary actions to develop, issue, and
enforce specific criteria regarding the types of
protective equipment 10 be used in post of·
fices of different sizes, taking into con~ldcr·

alion the costs of the equipment in relation 10
the risks involved.

The DeJ',~rtment7$,I)purre<: with our rec·
ommendallol~ and mfo,·.ticd us thaI aClIon
had been ini(io,\e.9 ~r;> ~&ilop. issue. and en­
force s~cific cr-li~~~l~i){~~Clling t~e types o.r
pro~ective equipiii'cilt Fa be used m post offices
of different sizes, taking into consideration the
equipment in relation to the risks involved and
the use of existing vaults for safeguarding the
Department's assets.
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184. Netot:iItId IMOOII....nb for pua'l "De.
..__ In August 1966 we reported to the
Conge...s on our review of thc contracling prac­
tices followed by the land and Natural Re­
sources Division of the Dep;lrtment of Justice
in negotialing contf'dcts for the employment
of appraisers to value land in Indian claims lit·
igation. Wc found a need 10 improve conlracl·
ing by strengthening conlracting procedures
and cSbblishing guidelines to aid in determin·
ing the reasonableness or apprJisers' proposed
rces. We found that uniform procedures or
guidelines had not been prescribed for aiding
altorm:ys who select appraisers; managl..'mcllt
had not cffc.:tiv~ly reviewed contracting ile·

tions; appraisers had not becn required to fur·
nish such basic data as estimated man-days,
per diem rates for personal services, travel, out·
side fees. printing, overhead, or other expenses
in support of lheir bid proposals: and there
was usually an absence of negotiations between
attorneys and appraisers.

In rcspo"se to our proposals and recom·
mendations, Ihe Department (a) issued formal
contraetin~ procedures to ~overn the procure·
ment of apprdisal services, (b) requires ap­
praisers to furnish financial or other fee infor­
malion in support of bid proposals, (c) pre·
scribed criteria to guide attorneys in ,letennin­
ing the rellsonableness of appmisers' proposed
fees, (d) requires contracting officials to nego­
tiate wilh appraisers after receipt of initial pro­
posals, and (e) provided for periodic reviews of
contracting activities to determine that pre·
scribed policies and procedures are being effec·
tively carried oUI.

185. tho of ioI.-._Itt _IIIHt pricint­
In August 1967, we reported to Ihe Congress
that the Corps of Engineers (Civil Functions"
Departmenl of the Anny, needed to improve
ils policies and procedures for estimating con­
Imel cosls, evaluating conlrdct bids, and
awarding contracts for dredging.

Our review indicated thllt some Corps
dredging was not accomplished as economi­
cally as possible and, in our opinion, the
Corps' praetices in awalding contracls for
dredging did nol comply wilh Ihe law and reo
suited in some contracts being awarded at
prices in excess of stautory limitations.



The law under which the Co.,.,. awards
contracts for dredging stipulate>: that appropri­
ated funds shall not be used to pay for any
work done by contract if the contract price is
more than 25 percent in excess of the esti­
mated cost of the Government's doing the
work with its own equipment and crews (in­
house). Our reyiew showed lhat the COrps
generally docs not prepare in-house estimates
but, rather, awards contracts for dredging to
the contractor Whose bid price is low and is
not more than 25 percent in excess of the
Co.,.,.' estimate of fair and reasonable cost to
a contractor, exclusive of profit.

We examined dredging costs incurred un·
der 32 contracts for one large dredging project
and compared these with our cstimatcs of the
costs that the Corps would hayc incurred if it
had done the samc work in·house. We belieye
that 11 of the contracts were awarded at prices
that wcre about $2.1 million in excess of the
statutory limitation. We believe also that these
contract prices were about $4.4 million in ex­
cess of the costs that would have been incurred
if the work had been done by the Corps itself.

We recommended that the Secretary of
the Army direct the Chicf of Engineers to reo
Yise the Co.,.,.' regulations to require that thc
Corps aw"rd fUlurc dredging contracts in com­
pliance with thc law.

The I)C\lartment of the Army disagreed
with our findings and stated that present poli·
cies and practices of the Corps are in accor­
dance with the policies and intenlions of both
the Congress and the administration: that ciyil
works projects arc being conducted in a man­
ner most economical and advantageous to the
Government; and that the longstanding prac­
tical interpretation and application by the
Corl" of the law should not now be oyer­
turned.

We brought our finding to the aUenlior
of the Congress in the eyent that it wished to
express its views regarding present policies fol­
lowed by the Corps in awarding contracts for
dredging. We suggested lhat, if the Congress
should detennine that the Corps' present poli­
cies and procedures applicable to its dredging
operations are to be continued. consideration
be given to revising or repealing the provision
of law previollsly referred lo-section 624 of
title 33, United Stales Code.
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FACILITIES. CONSTRUCTION,
AND L"EASING

1...· MIl .J' FlIRt pra CIdu.. for "' 5 llewl at
.... _ ..... COl'" Y • ~. We reported to the
Congress in May 1967 that inspection practices I
employed by the General Services AdminiStra- I
tion (GSA) were not adequate to ensure com- ,
pli"nce with contract specifications in regard .
to the water content of concrete deliyered.to a
construction site in Washington, D:C. The wa­
ter content of concrete is' one of the most crit­
ical factors in obtainil!!; quality concrete. Our
report also showed that there were discrepan­
cies in the usc of concrete curing compound
and in the performan•.., of concrete testing.

Although ollr reyiew was confined to
three projects in Washington, D.C., our find­
ings indicated weaknesses in GSA polley and
procedure matters affecting inspection of con­
struction, which we belieye has applicability
to GSA construction in general. In our report
we made cerlain propos.,ls to GSA in respect
to thcse weaknesses.

GSA concurred generally with our pro­
posals and adyised the Committee on Goyern­
ment Operations, House of Representatives,
that, as a resllit of our recommendations, yari­
OilS actions had been or would be taken to im­
proye its testing and inspection procedures.

187. D...lopment of ..i1 "_"'. f0un­dation.....-... copoIMtity-ln a reYiew of 28
contracts for the construction of pllblic build­
ings administered by the General Services Ad­
ministration (GSA), we found that, in 15 of
Ihc contracts. the Government had encoun­
tered construction difficulties becallSC of foun­
dation design l)foblems and unanticipated
soils conditions.

., a report submitted to the Congress in
67, we discussed foundation problems
tered by GSA and expres..,d our opin-

.. ",.. t, if GSA's engineering staff had in­
duded specialists trained in soil mechanics and
foundalion engineering, certain of the diffi­
culties could have becn antici'l3ted and
ayoidcd and the costly effects of other diffi·
culties could haye been minimized.

In yiew of the wide scope of the GSA
constOiction program and the significance of



foundation problems cn<.:ountered, we pro­
posed to the Administrator of General Ser·
vices that soH mechanks anti f0!..l11dation en­
gineering capability be developed \vithin
GSA. In January 1967 the Administrator
advised us of various actions that were being
taken in an effort to minimize soBs and foun­
dation problems.

188. Determining space requirements-In
April IlJ67 we reported to the Congress that
the Federal Aviation Administration (FAA)
was incurring additional costs because its
leased medical research facility at the Aero­
n:u!tictll Center in Oklahoma City wa~ larger
thai(l needeu. We found that. in planning for
the building, FAA did not establish reasonably
firm staffing requirements before deciding up­
on the size of building to be constructed. We
believe that, if staffing requirements had been
reasonably established, a smaller structure
(,;ould haw been built and leased, and FAA
would have realized a substantial reduction in
space rcntal costs which, under the existing
arrangements, will amount to about $8.5 mil­
lion over the 20-year term of the lease.

We proposed that the FAA Administrator
direct that appropriate agency officials study
the prospects of improving the utilization by
either FAA or by other Government agencies
of available space in the research building at
Oklahoma City.

The FAA Administrator informed us that
FAA recognized the space utilization problem
at the research building and he indicated that
efforts had been or would be made to locate
research-oriented activities in the building. We
recommended that, jf these efforts did not ma­
terialize, FAA consider the feasibiiity of locat­
ing nonrcsearch activities in the building.

We noted also that FAA was planning the
construction of three technical and administra­
tive buildings at the Nation'll Aviation Facili­
ties Experimental Center, Atlantic City. New
Jersey. The buildings, then in the design
stage, were expected to comprise about
482,000 square feet of space and house about
1.100 employees. The estimated construction
cost was $15 million. On the basis of our re­
view of FAA's planning of space requirements
for the research buildings at the Oklahoma
City Aeronautical Center, we proposed that
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agency plans for these buildings be based on
reasonable estimates of its staff requirements:

The FAA Administrator informed us in
November 1966 that he would issue guidelines
for measuring technical or special purpose
space needs and that he would require that
such needs relleet reasonable estimates of
staffing needs expressed in terms of space re-
II uircments.

189. S_sta_ fa< Idminillntiv. officio-.
The Post Omce Department has sole responsibil­
ity for planning the space for facilities to he ac­
qllired llnder its It~asing authority. A question ex­
Isted, however, as to whether the Ceneral Ser­
vices Administration (GSA) or the Department
was responsible for establishing standards for the
administrative office space to be occupied by
the Department in federally owned buildings; the
Department iutd uscg its own SPOJCC standHrds in
planning adlllinistmtivt' ofncc~ for both Icased
and icdcrally owned buildings.

In the 10 major leaSt'd postal installations
we reviewed, the Depanment's space standards
provided for administrative, office space which
averaged about 32 percent more than would
have been provided unde,r standards estab­
lished by GSA for offices of employees of
other Federal agencies having similar grades
or responsibilities. The GSA space standards
were developed. with the cooperation and con­
currence of more than 60 Federal agencies, on
the basis of studies made to determine the
"l11ount and type of space requited for effi­
cient operations.

In a report to the Congress in December
1966, we estimated that. if the I0 leased facili­
ties included in our review had been pl,mned
on the basis of GSA spa«.:c standarus, s:wings
in rentals amounting to about 588,000 annu­
ally, or about $2.6 million over the lives of the
leases, might have been realized. Since the Dc­
partment :taS a continuing program for acquir­
ing new facilities to meet its expanding n~cds,

we concluded that substantial savings to the
Govcrnme-nt would result if office space were
planned on the basis of standards comparable
t<l those established by GSA.

We recommended that the Congress give
consideration to enacting legislation that
would make GSA responsible for establishing
or approving standards to be used by the



Department in planning administrative space
in both leased and federally owned buildings.

In commenting on aUf report , the Post­
master General stated that the Department
proposed to adopt office space standards more
in line with current needs and GSA's allow-
..lIlCes. In a subsequent letter to the Director,
Bureau of the Budget. the Postm:'lster General
stated that the Department had received an in­
vitation from GSA to participate in a joint ef­
fort to issue an Occupancy Guide or something
COIllI1<lrablc for the Department's administra­
tive office space. He stated further that the
Gepartment planned to work with GSA on the
propo"ial.

In March and April 19(17. in comments
on bills proposing to extend the Postmaster
General's 30-year leasing authority, we ad­
vised the Scnak Committee on Public Works
and the I-louse Committee 011 Post Office and
Civil Service tlmt. if an Occupancy Guide were
developed for the Department's administrative
office spacc under thl' standards used by GSA
in developing Occupancy Guides for other'
Federal agE'ncies. we believed that there would
be little or no need for It>gislation that would
make GSA responsible for cither establishing
or approving the standards to be lIsed in plan­
nin!! the officr space to be provided for the
Deparlnlcnt's administrative activities.

190. Subleasing office space--The Post Office
Dcpartml>nt usually plans mtJjor leased postal
facilities on the basis of the requirements for
administrative office space for 20 future years.
with the result that most new facilities con­
tain substantial amounts of unneeded office
space during the first few years aftcr the facili­
ties arc (oBstructed. This excess space is gen­
erally dispersed throughout the administrative
sections ,IS unassigned offices or as part of of­
fices designated for organizational groups
whose functions arc expected to increase in
the future.

In Decemher 1966 we reported to the
Congress that. with adequate advance plan­
ning, much of the excess office space could be
consolidated in one area so as to facilitate sub­
leasing until the space is needed by the Depart­
ment. We estimated that. for 8 of the 10
leased facilities included in our review, the
Government could reduce rental costs by
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about S147;500 anmlally by subleasing the
planned excess office space to other GOVern­
ment agencies that lease space. A portion of
these savings would be offset by the moving
and partitioning costs. We pointed out that,
in view of the Department's continuing pro­
gram for constructing new facilities, the sav­
ings resulting from subleasing could be sub­
stantial.

We proposed that the Postmaster General
adopt a policy of subleasing excess space in post­
al facilities to the maximum extent practica­
ble. The Postmaster General concurred with
our proposal and informed us that appropriate
procedures would be established to implement
this policy.

191. Construction VI. _.., ....jor poIlIl fa.
.ilit....·1 n a report submitted to the Congress
in November 1962, and in various subsequent
reports, we pointed out that significant savings
were available to the Government by owning
rather than leasing major postal facilities. We
found that. although larger Government ex­
penditures would be required during periods
of construction if facilities were being con­
structed for Government ownership, overall
fund requirements would be substantially less
than total rental paymerits over the terms of
the leases. In addition, under leasing arrange­
ments the Government was committed to large
annual rental expenditures, without acquiring
any equity in the facilities.

We recommended that, in view of the sig­
nificant Sowings available to the Government
by ownership of postal facilities, the Post Of­
fice Department consider a policy of owner­
ship except in specific cases where the cost of
leasing is clearly justified by other factors.

The Department initially disagreed, with
our conclusions regarding the advantages of
Government ownership over leasing, but sub­
sequently reconsidered its position and con­
cluded that, in most cases, Government owner­
ship of major postal facilities would be more
economical than leasing.

At June 30,1967, the Congress had ap­
proved the construction of 14 major postal fa­
cilities for Government ownership. These fa­
cilities, which will contain about 4 million
square feet of interior space, are to be



C:O~ed'by the DeP,*rti!ien' JIUIJU8IIt to a
IklCiatiOa of authoritY;bythe AdilliftiStiat01'
ofQeneril~se",,* uiider the'PUbliclkaildinllS
Actor I?S9; ..am~ TheCciftt!ressap-

" . "telt'SSO RiIUiOii'for starf tJIe . .£:'P'';:'YeIi' )968: ' . . l1li .propam

We Climput.!ld tile. ir<.~t would be
acbie!ed cIuriM tJ1e basiC period ,of tile leases
ai.•ieSuJt of coMtrw:ljnithe faciJitiesfor
Go¥eriiment oWiimhi "instCid ofiC'uinthem.

c' ., " '. .~p.. ~
OUr computations, which were based IaJlely
on GSAntiJnjtes of·reiiiarailCl construction
costs. SUPPOr1ina t.he pr9spect uses for the 14
facilities, in4icated'that the sarinp wOUld
amount to aboUt' $22.3 million.

'The Department has informed us that in
the fu~ most ~or postal facilities will be
propOled for construction for Government
ownenhip. Thus, the additional future savings
from this policy couJd be quite substantial.

,.. c .... ' I duta of .....
....111. In reports subnlitted to the Congress,
conpessional committees, and the Postmaster
General durinl calendar years 1962 through
1965, we pointed out that (a) the costs to be
incurted by the Post Office Department
through leasina facilities for initial terms of 20
and 30 Y,eus su~tantially.\Vouldelec@d,the
costs tJult would be"in"u«~\A\~i;Ile{acijities
had been constructed for Government owner­
ship and (b) the Post Office Department gen­
erally had awarded conttacts for lease-con­
struction of new facilities, without determin­
ing whether the needed postal space could
have been provided in new Fedetal buildings
constructett.urideNhe authority of the Public
BuildilllS Act of 1959, as amended.

As oriIinally enacted, the Department's
authority under 39 U.S.C. 2103 to lease postal
facilities for periods of up to 30 years was lim­
ited to a period of 10 years ended July 22,
1964. This authority initially was eletended
until December 31, 1966, and subsequently
was eletended a second time until April 30,
1967. In reporting on the bill that authorized
the first of these eletensions, the Senate Com­
millee on Public Works stated that the Com­
mittee believed it prudent that the authority
be given a limited eletension to permit a more
detailed evaluation of the 30-year leasing au­
thority and of other methods of space acquisi­
tion that might be applied.
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Durin. 1964, 1966, and 1967, in com­
ments on, bills proposing t'l extend the Depart·
ment's 30-year Ieasina a"tho~ty and in testi­
mony before the Subconllnittee on Buildi!tls
aoo Grounds, Senate Committee onPUlilic
W~ we referred to oui previously reported
fUldinp relating to the Department's lease­
constructiOn programs ahd recommended the
eslabUshment ,of-certain contrOls OYer the De­
partment's leaSing activities.

Public Law 90-15, approved May 8, 1967,
extended the Department's leasing authority
under 39 U.S.C. 2103 untiJ.June 30, 1972,
and revised the leasinJ requirements to provide
controls similar to those lhat we had re,'Om­
mended. Amana other things, these conlrols:

a. Require the Postmaster General, be·
fore entering into a lease agreement
under the authority conferred by sec­
tion 2103, to determine, after consul·
tation with the Administrator of Gen­
eral Sen/ices, that it is not desirable or
feasible to construct a postal f..ility
under the provisions of the Public
Buildings Act of 1959, as amended;
and

b. Require'lhe Postmaster General, al
leasl 30 days before entering into a
lease~~~e!11ent under either section
~~\~}l,o~:~~0"2IQ2 ,?f.~itl~39Ipr a
spe'c.3f.putpose post olfic. bUlldmg
having gross floor space exceeding
20,000 square feet, to transmit to lhe
Senate Committee on Public Works
and the House Committee on Posl Of­
fice and Civil Sen/ice a report which
includes a full and complete stalement
concerning the need for such an agree­
ment and the facts relating to the pro­
posed ttansaction.

We believe that the above controls will
achieve the objectives of our recommenda­
tions.

193. U. of r til" in tile pll. ...
........ ofcou ur.praj b On the basis of
our review of the planning of the size of the
New Se~ond Lock al Sault Sainte Marie, Mich·
i¥o&n, by the C~.ps of Engineers (Civil Func­
tions), Departmelit of the Army, we estimated
that the cost of designing and conslructing the
lock was increased by about S65 1,000 because



the Corps decided to increase thc authorized
size of the lock without first adequately eslab­
Iishing the maximum size of ships that could
be expected to use the new lock.

Existing regulations and procedures pro­
vide general guidelines to be used in the plan­
ning and designing of locks, and we did not
rccommend that these be revised or that more
detailed guidelines be established. because we
recognized that numerous factors arc involved
in determining the size of a lock and that these
factors vary depending on the type of vessels
and traffic that will use the lock. Since, as in
the case of the New Second Lock. thc decision
as to the size of each lock to be constructed
involves the exercise of judgment. we believe
tha', it is particularly important that the infor­
mation compiled during the lock-size studies,
and the recommendations made by the district
engineers on the basis of these studies, be crit·
ically reviewed and evaluated by responsible
officials in the division and in the Office of the
Chief of Engineers.

In a report submitted to the Congress in
October I%6; we recommended that. in or­
der to minimize the possible occurrence of
similar situations, the Chief of Engineers bring
this report to the attention of certain employ­
ees associated with the development of civil
works projects to stress the importance of can·
dueling thorough studies and of critically eval­
uating these studies prior to building new
locks.

Subsequent to the issuance of OUT report.
the Chief of Engineers issued a directive, tl>­
gether with copies of our report, emphasizing
the necessity for thorough consie' .."tion of
all clements contributing to the design of a
project.

PROCUREMENT PROCEDURES
AND PRACTICES

194. L.... in lieu of pu_of com_
~wav ,adiooquipment··As of June 30.1965,
the military services were Icasing commercial
two-way radio equipment from three manufac·
turcrs at an annuar cost of about $9.5 million.
It is generally accepted that the useful life of
such equipment is S to 7 years and that tech­
nological obsolescence is not a serious factor.
In a report submitted to the Congress in Janu­
ary 1967, wc slated that the Department of
Defense could save about $12 mUlion over the
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S-year minimum lI~fllllifeof tl!P. equipment
if it were purc"-d rather thatt'••iIIed.

The Armed Services ProcUrement ReiU'"
tio" (ASPR) provides,tbat the decision to Ie_
or purch..... be made on a cue-by-case buii.
However, this prOvision has nOt been uniform­
ly applied. Although all of the military ser­
vices use the same type of equipment and ac­
quire it from the same manufacluJefS, tlte Air
Force leases its equipment almost exclusiVely
while the Army and Navy purcbase tlte greater
part of tbeir equipment.

We proposed, and -the Department of De­
fense agreed, tbat (dl the'niilitary services be
required to justify ih'eir de~iSiOns to Iease.or
purchase on the basis of tlte~riIeriaprovided iii
the ASPR, (b) since tWl>-waYfadio~qlJjpmenf
is common to all services, • singl¢proeuremeiit
officc be designated to consolidate reqliire­
ments, and (c) when funds are not avatlable
to purchase aU of the equipment neede<t'to
fill requirements, the equipment be purchased
on an incremental basis.

195. L_inllouof..,-of__
_ for •• by _,b..... Various contractors
performing work at Vandenberg Air Foree
Oase had been arranging for their own intra­
base transportation. In August 1962, the Air
Force began the practice of leasing vehicles
and furnishing them for use of the contractors.
In a report issued to the Congress in Septem­
ber 1966, we stated that, had the vehicles been
purchased rather than leased by the Govern­
ment, savings of about $800,000 could have
been realized over a 3-year period.

The Department of Defense had been un­
der the impression that restrictiom described
in the United States Code (5 U.S.C. 78) pre­
cluded its purchasing vehicles other than those
specifically authorized in annual appropriation
acts. We exp.-d tlte opinion that the re­
strictions of S U.S.C. 78 pertained only to ve­
hicles to be purchased for use by Government
agencies and departments and did not apply
to the purchase of vehicles for use of contrac­
tors in performing work for tlte Government.

The Department of Defense accepted our ,
interpretation of the statute and issued a
memorandum to this effect to the military de­
partments requesting them to conform their
regulations with the revised policy.



,." a.otaf-.tt __
._11'"._.._e:i;,....... in .... oJ·..,.. .............
",?,-The slat¢d policy of tile Department of
Defen~ is to purchase, parts competitively or
dirtoctly from parts manufacturers whenever
fe.iSible: We found, bowever, t~t spare parts
for the initial support of certain aircraft weap­
on systems were being purchased by the Navy
!loin Ihe airframe' manufacturer .lthough
mosl of tbe parts were m.nufactured by other
SOurces and could have been obtained from
Ihem .1 lower prices. In our report issued to
the Congress in February 1967, we stated
th.t, had the parts been purchased from other
sources, about S2.3 million could have been
saved on the RA-SC and A-6A .irc....ft and
about S1.5 million still could be saved on the
A-7A aircraft.

We were informed that suftkienltime
was not av.ilable to permit purchaSe from Ihe
olher sources. However, we believed thai lhc
problem could have been overcome by .de­
quale planning and made certain proposals.
wilh which Ihe Navy agreed, 10 improve pl.n­
ning.

111. Utlot ........·:llLin'.. ot ••,,. ,
front the Ga'.Iw••tt's 'lilli' • IlCf IlI01OI' paoI-The
stated policy of lhe Dep,,,lmenl of Defense is
thai, in I~u of renling vehicles from commer­
ei.1 firms. vehicles from Ihe inte....geney mo­
tor pool system, m.n.ged by Ihe General Ser­
vices Adminislralion, be used 10 the eXlenl
feasible. However, Ihe mililary departmenlS
have nol specific.lly required their personnel
to follow the policy. We found al six mililary
installations in lhe Washinglon, D.C.• area Ihat
personnel who needed vehicles in conneclion
with temporary duty assignments generally
rented them from commercial firms. In a re­
port issued 10 Ihe Congress in March 1967, we
staled Ihat savings of 10 to 50 l'er<-enl could
be realized Ihrough us<: of vehicles from the
molor pool.

The Dep.rtmen f Defense and the Gen­
eral Services Administration, in response to a
reporl of our lindings and conclusions, agreed
to cooIdin3te their efforts toward greater usc
of molor poohehides in lieu of renled vehicles.

'98. U. of commercial IeNice ...ions in lieu
of Government IIISOline outle....The mililary

departments spend about S5 mUlion annually
for crediHard purchases of gasoline from
commercial service stations. The cosi of Ihis
gasoline is from 10 10 16 cenls a g.lIon more
than the cost of gasoline obtainable from Gov·
ernmenloutlets. In our report to the Con­
gress "isoued in July 1966, we slaled that, al­
Ihough we were not .ble 10 arrive at a fmn es­
timate of the polential savings Ihrough gre.ter
use of available Governmenl oullels, we be­
lieved the potenlial savings to be substantial.

The Deparlmenl of Defense expressed
general aareement with our lindings and our
proposals for obtaining maximum feasible use
of Govemmenl gasoline oullels in lieu of
credil-<;ard purch.......

1•• "," a'MIt af printi"l of ..,..icoI_
.....WiHound thallhe cOSf 10 the Departmenl
of Defense for printing technical manuals fur­
nished b'l sekcted ~ontt'...ctors amounted to
aboul S2.2 million in fiscal year 1964. In a
report issued to Ihe Congress in November
1966, we poinled oullhal, on the basis of
price eslimales oblained from lhe Govern­
ment Prinling Omce (GPO), aboul S770,OOO
(35 percent) of the S2.2 million could have
b<,en saved if Ihe prinling h.d been procured
from commercial sources under contrdcts
awarded by GPO. We eSlimated that lhe lolal
cxpenditure~ for such printing during the fis­
cal vear was belween $25 million and $30 mil·
lion and Ihat about $8 million of Ihe cxpendi­
lures could have been saved.

The Department of Defense concurred
with our recommendation that. to the extent
consislent with cost economy and operalional
effectiveness, printing of technic:11 1l\OlIIUals be
procured Ihrough the Governmenl Printing
Oflice. In December 19661he Department
advised us thai it was proceeding loward this
objective in close coope"'Jtion wilh Ihe Joinl
Committee on Prinling.

200. Multi.....'.r..bocrlptions 10 periodical...
It is Ihe policy of many publishers of periodi­
cals 10 offer multiple-year subscriplions at
lower .... Ies than I-year subscriptions. The
regulalions and procedures of Ihe military de­
partments provide thai subscriplions 10 peri­
odicals may be purchased for periods in excess
of I year when it is more economical 10 do so.
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We round, however, that the military depart­
ments were not taking full advantage of the
potential savings in their procurement of peri­
odicals.

In our report issued to the Department
of Defcnse in November 1966, we recom­
mended that (a) instructions be issued to em­
phasize the need for the military departments
to con~idcr procurement of periodicals under
multiple-year sl1bscriptions when it was more
l'conomkal to do so and (b) consideration be
given to the f~;]sjbility of estahlishing a cen­
tralized procurement program for periodicals
needed by the military departments.

In j illlllClry 1967 the Department of De­
fense replied to our report and expressed
agreemenl with OUT recolllmendations. The
Department stated that. with respect to feasi­
bility of centralized procurement. it would
consider requesting the General SClViccs Ad·
ministration to estahlish a Fedl'ral Supply
Schl'dule for periodk'als. In February 1967
the Bureau of tile Budget advised us that, inas­
much a<; ollr rl'COll1mCIH.lat iDllS had Govern­
ment-WIde application. it had ref~rrcd the
matter to the General Services Administration
for considcra t ion.

201. User review and approval of purchase de­
scription prior to contract award--Thc Department
of the Army incurred r.::osts of about S1 mil­
lion to buy for and deliver to Thailand. under
tile military a<;sistal1l:c program, locomotives
which were unable to l11eet Thailand's require·
ments for main-line lise. the purpose for
which rurnished. We found that the Army or­
ficials had not obtained clarification of con­
tradictory technical rClluiremcnts but. instead.
hall prepared a purchase descriptiun and initi­
ated procurement of the locomotives before
ascertaining whether the locomotives would
be able to perform the functions for which
they were intended.

The locomoHves procured, which were
adequate only for switching and yard work,
were being replaced with main-line locomo-­
lives costing about $2,305,000. The replace­
ment locomotives were expected to be deliv­
ered to Thailand in December, 966.

In response to our proposal that the
Army utilite the replaced locomotives for
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other potential requirements, we were advised
that potential outlets were being explored,

The unsuitable locomotives might not
have been procured if the Anny officials had
obtained clarification of the technical require­
ments. We believe that such clarilication
would have been facilitated by management
procedures requiring the user's review and ap­
proval of a purchase description for complex,
nonstandard items prior to the award of a
contract.

In view of significant unnecessary costs
that could be incurred in similar cases
throughout the Defense establishment, we rec­
ommended, in our report to the Congress in
January 1967, that Ihe Secretary of Defense
require the military departments to establish
procedures providing for user-activity review
and approval of a purchase description for
complex, nonstandard equipment when there
is doubt as to the exact nature of the intended
equipment.

The Department of Defense cOmments
indicated that existing procedures were be­
lieved to be adequate and that inherent in pro­
curement was the requirement that a buyer
should purchase exactly whal the user wants.

We noted, however, that the United
States Army Materiel Command issued to all
its activities with procurement responsibilities.
a letter specifying proced.ures similar to those
that we recommende!!.

202. Improvement in procurwment.nd supply
activities needed-In May 1967 we issued a re­
port to the Congress on our survey of the
United States construction activities in the
Republic of Vietnam, The combined con­
struction programs in Vietnam amounted to
$ 1.3 billion as of October 1966 and was being
accomplished by Ihe construction unils of the
military services and by contracts with various
civilian firms for the Departments of Defense
and State and the Agency for International
Development. As about three fourths of the
total work was being perfonned under a De­
partment of the Navy contract, our survey in­
cluded primarily the )lerfonnance of this con­
tract and the administration exercised by the
various commands of the Naval Facilities En­
gineering Command, the contracting agency.



Construction under the contract in sup.
parl'of Uni.ted State's oper.ttions in the Re­
public of VieiiWn bepir in J.nllary 1.962, at
whiCh t!me.~ SC9Pe'ortbe work el!\l!iIed
abOui S2,,~,~piincipally in military u­
si5tance .. -ni funds: When the buildu of.~" ..... p
Un~ted.StateS miJitaJy forces bepn in April
1965~thecoiltr.a~tQrhadtile only significant
cOllstruction·cap.&i1ity then in Vietnam, A.
force levelsincreued, with resultant pressures
for- major increues in facilities, the need for
expandiJlg- the construclion capabilily bec'.une
apparent and the C'OfItractor was directed to
mobilize to lhe capability of accomplishing
S40 million worth of work a month by Octo­
ber 1966.

Our survey indicated thai neither the
Navy nor the contractor IJad been adequately
equipped to haridle the massive expansion of
the construction program in late 1965 and the
fll1t half of 1966; as a result, the cosl of the
program was increased 10 a considerable ex­
lent, although lhere was no way to reliably
measure the exira cost sustained. During Ihe
period of the escaIalcd mobilization, normal
managemenl conlrols were virtually aban­
doned and major problems were experienced.
FollowinK are illustrations of these condilions.

a. Construclion material and equipmenl
were procured without a sound basis
for computing reasonable require­
ments, without knowing what was al­
ready on hand or on order, and with­
out preparing the most economical
purchase specifications.

b. Military construction unils in Viel­
nam had procurements or material
and equipment unrelated to <OOlract
conslruction made for them by the
contractor r.ther than having the pro­
curements made Ihrough the military
supply system.

C. Effective management of procurement
and utilization of material became
virtually impossible because aceounla­
bility in Vietnam over the mountain­
ous supplies of construclion matcrial
was lost.

Although we emphasized the problem
arcas noted during our sUIVey. we stated that
it was not intended Ihat the report should
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detracl from the accomplishments of lhe con­
traclor as evidenced by Ihe physical construc­
tion in place and Ihe con.truclion capability
which Ihe conlraClor had mobilized in Viel­
nam.

In commenling on our report, represen­
talives of the Departmenl of Defense agreed
that there were a numher of opportunities for
improvement, as identified in the report, and
pointed out thallhose responsible for the
planninKand execution of the construction
pr<>gram were fully cognizanl or the facl that
such an accelerated operation inherently ill­
cluded many shorlcomings. We were in­
formed that meitSUres had heen taken and
much pt -'oress had been made toward elimi­
nating imperfections and Ihal it was recog­
nized that more must be done hefore an opti­
mum operation could be achieved.

The contractor reported to us thai, over­
all, the report appeared to he a reasonable
evalualion of the program and many of the
problems involved. bUI he emphasized thai
thc facts presented in the report did not justi­
fy any conclusion that the program was mis­
managed. The Deparlmenl of Def"n,e, in its
comments to us, also stressed th.at, in view of
the conditions under which the program had
10 be carried out and the remarkable con­
stnlction performance altaine~, it did not
consider thallhe management of the program
could be considered wasleful or inefficient.

203. Obtaining manu_ring drawi,. ond
_nicol ... ond .... of~intI.............
Certain weaknesses in procurement procedures
relaling 10 the initial developmenl-lYpe con­
tmct and to the subsequent noncomp,,~titiv~

procurements of port<Jblc echo soundc.rs b~l

Ihe Coasl and Geodetic SUIVey. Envitonmen­
tal Science Services Administration, Depart­
ment of Commerce, wt.:re identified in an in·
ternal audit report prepared by the agency.
The Coast and Geodetic Survey proposed to
take certain corrective <lctions with a vi~w to­
ward (aJ making a specific determinalion on
each future development-type contract as to
the desirability of obtaining manufacluring
drawings in order to facilitale competition on
follow-on procuremenls and (b) establishing
adequate compelition or olher basis for ensur­
ing the reasonableness of the pri"es for future
procurements of echo sounders.



Our review revealed that the basic weak­
nesses in procurement procedures which were
identified by the internal audit report still ex­
isted and that there was a need for more posi­
tive action to implement the proposed correc­
tive actions. Therefore we made certain sug­
gestions to the effect that (a) guidelines be
formally established for determining when it
is in the Government's best interest to obtain
manufacturing drawings and technical data
under development-type contracts and (b) if
adequate competition could not be developed,
the prices for future procurements of the por­
table echo sounders be negotiated with the
supplying cuntractor on the basis of cost or
pricing data certified by him to be accurate,
complete. and current.

The Assistant Secretary for Administra­
tion advised LIS that action was being taken
generally consistent with our specific sugges­
tions. Our report on these matters was su~
milled to the Secretary of Commerce in Sep­
tember 1966.

204. Obtaining gasoline from Government out·
lets rather than from retail outlets-We found that
substantial savings could be achieved if the
General Services Administration (GSA) and
agencies using GSA vehicles were to use Gov­
ernment gasoline outlets to the maximum ex­
tent praetiooble. The cost of gasoline pur­
chased from IctaH outlets averaged 9 cents a
gallon more thJn the cost of gasoline that
could have been obtained from Government
outlets. We estimJted that, if our findings at
seven selected motor pools were typical na­
tionwide, the Government could save about
$600.000 annually by using Government out­
lets to the maximum extent practicable.

Government agencies had been encour­
aged to fuel their vehicles at Government out­
lets operated by the military services, GSA,
Post Office Department, Veterans Administra­
tion, and other civil agencies when such facili·
ties were available and more economical. We
found, however, that neither GSA nor using
agency operating officials had taken action to
determine the location and availability of
Government outlets and to issue instructions
requiring drivers of Government vehicles to
use these outlets when practicable.
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As a result of our proposals, GSA uqed
that (a) agencies operating gasoline pumps
make their facilities avlli1able for the use of
other agencies and for the use ofvehicles op­
erated by agency contractors in connection
with Government contracts, (bj agencies not
having such facilities make arranpments for
their employees and contractors to Usc Gov­
ernment outlets where operationally or geo­
graphically practical, and (c) all agencies ad­
vise motor vehicle operators of the location of
facilities in the areas customarily traveled.

206. U. ofG_SItv_ Admi,dlhlitM
"lIPly ....._ by _Ii",M'b.."",..ln a report
submitted to the Congress in September 1966,
we pointed out that savings of about
$309,000 might have been achieved during
the period extending from fiscal year 1963
through the laller part of fiscal year 1965 if
contractors operating facilities for the Atomic
Energy Commission (AEC) had procured se­
lected operating supplies and equipment
through the General Services Administration
(GSA) rather than directly from commercial
suppliers. We found that the emphasis placed
on promoting the maximum use ofGSA as ~

procurement source varied considerably
among operations offices, with the result that
additional costs were being incurred which
could have been minimized.

We proposed that AEC's General Manag­
er reemphasize to the operations office offi­
cials the imporlance of making thorough re­
views of operating contractors' practices and
procednres relating to the use of GSA as a
procurement source. Also, we proposed that
the General Manager instruct the operations
offices to require the contractors to Include in
their records written documentation in sup­
port of decisions to purchase from sources
other than those of GSA, common-use items
for which there is a continuing need. AEC
took action to implement our proposals.

206. P__t of _rit\l_for ........
.....,... In a reportsubmilled to the Congress
In September 1966, we stated that, in evaluat­
ing the continued need for security covers for
nuclear weapons in 1960 and 1961, the Atom­
ic Energy Commission (AEC), in our opinion,



did not ~~t~Iy.CIllmi.d,r'I!e rNuce4re­
q~"",,~oftlle'mili~ seivic;es in deteJ'
miniiil'fl'~-p~urel1lentof-covers. In
1960 the extemaldimensions' of several types
ofnucJeu.w~·w~declassified, thus re­
dilcing, the neecHOr ~arity covets-a f:let not
ackquatel~coniillen:d ii1'subsequent procure­
mentS; We'iii~ that; had AEC and the De·
fense Atomic Support AlII'ney adequately con­
siderN' the~ fOr security covers by lhe
military, 5¢tVic~ in their initial evaluation of
procurement requirements, a substantial por­
lion of the approximately 5650,000 spent for
security CIllYers between January 1961 and
March 1965 for the four systems included in
our review eould have been avoided.

As a result of our review, AEC and the
Defense Atomic Support Agency reviewed
their security coyer procurement policies, giv­
ing particular emphasis to the needs and re­
quireinents of tile using military services, and
concluded tlllIt· the ratio of security covers to
w.apons d.livered to certain military services
could be reduced. Subsequ.ntly, the r.main­
ing production of security covers for two of
the weapons included in our review was can­
cel.d, with an estimated saving of about
516,000, and procedures were established to
.valuate the requirements of the military ser­
vic.s in det.rmining future procurement of
covers.

Action was also initiat.d to authorize the
Depar.tment of Def.nse to dispose of certain
security covers which were d.lermined to be
no longer of use in Ih. w.apons program. Se­
curity covers for the four weapons which we
reviewed were included on the proposed sur­
plus list.

207. Control_~lnMay 1967
we reported 10 th. Congress that th. Pacific
Region of Ihe Fed.ral Aviation Administra­
tion (FAA) had .xpended about 5267,000 for
goods and services which either w.re unneces­
sary or were justifiable only in part, consider­
ing conditions existing at the lime and the
very negligible b.ncfits that accrued to the
Government.

a. A sound/alarm system for th. Pacific
Region headquarters building in Honolulu was
leased for 10 years at an annual rental of
about 5 I0,600, or $106,000 for the 1(}.year
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period. AetOI'ding to FAA, this procurement
was justified by the need for sounding the
alarm signa1 for J>OSSib\e fire, tidal W'"", or
enemy attack, and for transmitting official
me...... and background music throughout
the building. Inasmuch as ( 1) the lessor of the
sound/a1ann system had also installed a fue
alann syst.m in the building and (2) th. State
of Hawaii had installed a civil defense waminJ
syslem near the building, we questioned the
need for the lease of the sound/alann system.

b. Th. Resion purchased 148 clothes
dryers at a cost of about 512,500 for use by
employ.es housed in Wake Island. Because of
inadequate planning, the dryers remained in
storage for about a year. An additional
$25,000 had. to be spent to modify and prop­
erly equip the housing in order 10 use the dry­....

c. On Jun. 29 and 30, 1964, th. Pacific
Region placed orders totaling about S15,600
for library books under conditions indicating
Ihat the principal obj.ctive was to obligate
available funds prior to the end of th. fISCal
y.ar rather than to order books for which
there was real or urgent need.

d. Numerous other purchases-totaling
about S46,()()()...w.re mad. at the end of fiscal
y.a.. 1963 and 1964, the necessity of which
appeared questionable.

e. Various items of equipment and sup­
pli.s for major repairs were purehased for
Canton bland at a cost of about $27,000,
ev.n though compl.t. phase-out of the instal­
lation had been und.r consideration for some­
time.

r. The Pacific R.gion incurred cOSls of
ov.r $30,000 directly related to ceremoni.s
lIedicating new facilities at rhree FAA IDea­
tions. We questioned wh.th.r the d.dicalion
ceremonies provided benefits to the Govern­
ment commenSUf'dte with their costs.

Prior to the issuance of our report in
May 1967,the Acting FAA Administrator in­
formed us that, in response to our proposals
(a) the lease for th. sound/alarm system at the
Pacific Region h.adquarters building would be
canceled, which would result in savings of
more than $70,000 over the remaining term
of the lease, (b) FAA's requirements for



detailed rt:sumes used as a basis for making
procurement decisions would be expanded to
cover all procurement requests and that all fu­
tlln: procurement requests would require Te""
view and approval at levels commensurate
with the complexity nnd type of procure­
ment. and (r) FAA wOllld develop criteria for
procurelll1.'nt of the types. of goods and ser­
vices cill'd in our report. The Acting Adminis­
tralor stateu that the erfcdivcncss of these ac­
tion" would be cV~llnatcd by management re·
Vil'WS and internal audits.

The Acting Administr'ltor stated also
thnl' ~ui(k~lines ~lIld procedun:'s were being de­
veloped to prevent the feCurrence of unduly
expensivt: expenditures for dedication cere­
monies.

206. Bulk purchases of gasoline and oil for
motor fleets··ln a report submitted to the Con·
gress in Fehrunry 1CJ6 7. we c",pressed the
opinioll tiIat the Post Office Department
L'ould al:hieve suhstantial saving.... in vehicle o~
('rating costs through the (,'stnblishment of
gasoline outlets at many postill installations
which were purchasing all. or almost all. of
their g,lsolin-: requirements from commercial
S\..'rvkc slalions.

During risc<ll year 1965 the Deparlment
purdHlscd about 63.3 milliClI\ gallons of gaso­
line ,1I1d '1I1ou1 2.5 million quarts of motor oil
1'01' lilt: lise of its vehicle tlert. About half of
thio.; gasoline and much or the motor oil wen'
pllfchnscd in bulk quantitic5 ror dispensing:
throu~h Olillets localed al the Departmenl's
268 vl'hiclt: maintenancc facilities and at a few
post nffrccs. The b<llancc or the 1!3soline and
motor oil was purdmscd prindp'llly from
f:o:nnlcrci<ll scn'ict' stations. The cost of the
g.!~olinc and motor oil purchased from COI1l­
merd,,1 :-.crvicc stations was considerably high..
t'r than the cost that would 11Ilve been in­
curred if the gasoline and motor oil had been
purchased in bulk quantitjcs and dispensed
through Government-owned outlets.

On the basis of our reviews at 103 postal
facilities. we estimated that savings of abollt
$80.000 annually would result from the in-
s' ·'Iation and use of gasoline outlets at 41 of
chese facilities. We advised the Department of
our belief that, if the conditions found at
these installations were typical of the
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conditions at other locations, sisniticant addi­
tional savings C')Uld be achieftd by the estab­
Iisltment of gasoline outlets throughout the
postal service.

We proposed that the Department (a) de­
velop criteria for determining the feasibility or
l'Slablishing gMOlin. outlets at JlOStal facilities
which procure gasoline and motor oil from
commercial retail sources, (b) require the ap­
propriate officials of the postal regions to usc
the developed criteria in selecting the existing
or planned facilities where the use of gasoline
outlets would result in savings in operating
costs, and (c) take such other actions as might
be necessary to arrange for the timely installo­
tion and operation of gasoline outlets at such
facilities.

The Postmaster Generdl agreed with our
proposals and directed rcsponsihle officials to
collaborate in developing criteria for deter­
mining the feasibility of establishing gMOline
outlets. These criteria were issucd in June
1967 along with instructions for their imple­
mentation.

209. Utiliution of competiliw biddi", to.
tain commerciel moving wenicet-ln .a report issued
to the Department of Labor in July 1966, we
expressed our belief that potential savings
were available to the Department through use
of the services of commercial movers procured
on the basis of competitive bidding. We
pointed out that the Department had pro­
curcd moving services for 3 years almost ex­
clusively from one commereial mover without
a formal contrdct between the company and
the Department.

Instead of advertising for bids, the De­
partment had purehased services at rates speci­
fied in a contract awarded through competi­
tive bidding by another Government agency,
even though the Department's requirements
materially differed in nature from those of the
other agency and the mover's rates were ltigh­
er than those of other firms whose rate sched­
ules were on tile in the Department.

We were informed that moving services
were obtained from General Services Adminis­
tration (GSA) when the Department could
provide sufficient advance 1I0tice but that
most moves were made on sltort notice and it



was therefore necessary to obtain the services
from other sources. Further, we were in­
formed that sudden expan,ion of the Depart­
ment', programs in fisc-al year 1963 had
brous/II about such urgent need for space and
relocation of employees that the Department
did not have sumcient timc to advertise for
bids. However, we expressed the belief that
the Department had had opportunity for an­
ticipatin. moves and that, therefore, it should
have arranged for competitiYe procurement of
moving services.

We recommended that requirements for
moving services which cannot be fulfilled by
GSA be· obtained by the Department through
advertisetl competitive procurenlcnt Of, alter­
natiyely, that the Department explore with
GSA the possibility of GSA's entering into
suitable contracts to take care of the Depart­
ment's needs.

Subsequently, the Deputy Administra­
tor, GSA, advised us that our recommenda­
tion had been discussed with ...presentatives
of the Department of Labor and lhat, through
the agreements reached, GSA believed that it
would be able to assist th. Department in the
great majority of its scheduled mov.s and to
satisfactorily implement the recommendation
in our report.

210. U. of dilli-' i Cd dol. for i...._tint
lUtDmltion of ....ellUl_OJ. In a report sub~

milled to the Congress in July 1966, we
stated that the Geological Survey, Department
of Ihe Interior, had purchased and installed
digital recorders to automate water data rec­
ords while, during the same period, it contino
ued to purchase new strip-chart recorders of
the type being replaced by digilal recorders.
We stated that, in our opinion, the Survey
knew or should have known Ihat, prior 10
completion of the automation program, other
strip-chart recorders would be available peri­
odically to meet the needs of the various dis­
trict offices. Neverlheless, lhe Survey pur­
ehaSl:d new strip-chart recorders costing about
S155,000, most of which were of the type be­
ing replaced by digital recorders while at the
same time it was generating a surplus of used
strip-chart recorders.

We noled also Ihal the Survey procured a
subslantial number of the balleries needed to
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operate the digital ",corders from local sup­
pliers even though comparable batteri.,. were
available on the Federal Supply Schedule at a
lower cost. We estimate that, when the con­
version to the digital recorders is completed in
fiscal year 1968, the Government can save
about S13,000 annually if the batteries
nceded to operate digital recorders are pro­
cured through the Federal Supply Schedule.

After w~ brought these matten; to the .1­
tention of the Department, we were advised
that the Geologic.1 Survey would develop a
plan for stronger central control .nd coordina­
tion of procurement and distribution of water
data collection equipment. We were adyised
also that the Geological Survey had agreed to
issue revised instructions to require field per­
sonnel to purchase digital recorder batteries
through the Federal Supply Schedule as pro­
posed. The instructions were i>sued Novem­
ber 22, 1965.

211. PIOU .h.,tGf ..... tr8illn-ln a re­
port issued to the Secretary of the Interior in
March 1967, we stated that the Bureau of
Land Managelnent, Department of the Inleri­
or, had procured 36 house trailers costing
about S100,000 for use by its field offices.
although il did not h.>e adequate evidence
thaI u valid need existcd for the trailers at Ihe
time of the procurement. From our study of
the need for 14 of these trailers, it was our be·
lief that the detennination by the Bureau's
central omce had not been based on valid re­
quirements.

The Bureau's field offices usually make
the initial determination of their requirements
for eqoipment, including house trailers, in ac­
eord.nce with the Bure.u's programming sy..
tern. In this instance, however, the need for
the trailers was initially determined by the
central office. On Ihe basis of the informa­
tion obtained in our review, we concluded
that the central omee did not have suffICient
information to make a realistic delennination
that 36 !railer replacements w~re needed. At
tbe time the central office initiated the pro­
curement action, it had not detemlined which
trailers would he replaced or to which field
offices the trailers would be assigned.

We proposed that, prior to initialing pro­
curement action, the Bureau be required to



adequately determine and justify the need for
equipment replacements-considering both the
condition of the equipment being replaced
and the need for the equipment to accomplish
the Bureau's current programs. The Depart­
ment advised us that the problem appeared to
have been the lack or documentation in SU~

port of the Bureau's action and thaI this de­
fect had been remedied. The Department fur-
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ther advised us, however, that the Bureau had
(a) provided an equipment utilization special­
ist in each of its two selVice centers to make
continuous and independent surveys of equip­
menl use and requirements and (b) instituted
various methods for obtaining prompt and re­
liable use data, which would facilitate the ....
signment of equipment to areas of sn:atcst
need.



PROPERTY M.~AGEMENT

CONTROL OYER PROPERTY

212._ ......... 1 ,_",,_
........... ......·--We found at fIve PaciflC
Air Fon:es bases that about S16 million worth
of the stock of aeronautical spm parts on
hand was excess to needs and that about
S19.9 million worth of unneeded stock was
on order from depots in the United States. In
our report issued to ~eConsress in March
1967, we pointed ooHhat much of the un­
needed material had been shipped to the bases
by air at a time when there was a critical
sho~ of sucb transportation to handle
hi&h-Priority cargo.

The excess stocks on hand and on order
resulted when base supply personnel (a) cir­
cumvented established controls for precluding
ordering of unneeded stock, (b) did not fol­
low prescribed procedures for periodic reyiew
of outstandinl orders, (c) did not identify i...
Ierch..-able stock, and (d) did not review
the need for certain special stock levcls.

As a result of our review, the Air Force
took action to cancel about 58 million of out·
standina orden and to redistribute about SS
million of the unneeded stock on hand. Also,
in accordance with our recommendation that
increased surveillance over b_ actiyities be
exercised by Headquarters, Pacilic Air For,..s,
a new supply improvement proanm was im·
plemented to ensure that supply problems
were brought to the attention of appropriate
levels of command and that reviews were
made of major areas of supply operations.

2t3..- .....__.......
..... ,...."••_ qt id. In our review of
supply management at four aircraft mainte­
nance actiyities of the Army, we found sub­
stantial stocks of repair parts in excess of re­
quirements. In a report issued to the Congress
in April 1967, we stated that, on the basis of
the Army's criteria for establishing stock ley­
els, about SO percent (51.5 million) of the re­
pair parts inYentories at the four locations was
in excess of the prescribed stock leyels. We
identified procurements totaling about
5447,000 which could haye been avoided or
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deferred had the excess stocks been released
to meet requirements at other locatiOM.

Officials of the aircraft maintenance ac·
tiYities did not appear to be familiar with the
Army regulations goveminl computation of
stock leyel.. Shortages of personnel also pre­
cluded performing the prescribed periodic re­
computations and reyiews of the stock Ieyels.
The Army aarced with our fUldinp and with
our PloposaIs for corrective measures and
took action to establish Ioca1 controls to ....
sure that stock leyels were based on past expe­
rience and were held to a minimum as re­
quired by Army regulations.

214. , .......... fori' linI"Ilv.. mill...,
,rlill in EUI or. Because of weak-r.esses in the

reporting procedures and' practices of the
Army, excess stocks in Europe were not being
redistributed to other mas where url!"ntly
needed. As stated in our report issued to the
Conaress in April 1967, we found about 53.2
million worth of excess combat yehicle repair
parts and electronic components on hand that
were needed in the United States and in the
Pacific area. After we called the attentic·n of
maftall"ment officials to this matter, abollt
52.1 million worth of the items were redis­
tributed and about S1.1 million worth were
scheduled for redistribution.

In reporting our findin.. to the Army,
we made certain proposals for improving the
reporting of excess slocks to United States in­
ventory control points. The Army concum:d
in our findin.. and proposals and stated that
the stocks in Europe would be incorporated
into the records of the United States inyen­
tory control points by December 1,1967.

215. '-""'''' ,b.. for__
1Mic'••tII....... iIIs: Our review of accounting
and related controls oyer construction and
maintenance materials yalued at about
$32~,OOO,at the National Institutes of Health,
Public Health Service, Department of Health,
Education, and Welfare, showed that inye...
lOry records and related procedures required
considerable improyement if they were to



provide the safeguards generally provided by
an effective internal control system.

Three conditions contributed to ineffec­
tive control procedures. namely: (al similar
line items subject to physical inventory verifI­
cation were not all counted during the same
cyde; (b) data entercd on storeroom requisi­
tion cards were not checked for accuracy be­
fore the data were entered in the computer­
i7.cd inventory records; and (e) deficiencies in
the computer program. indicated by numer­
ous inaccuracies in quantities and/or dollar
amounts in the inventory records.

Afler we suhmilled our report to the
tlgcncy in December 1966, we were informed
by NIH ortieials that action would be taken to
correct these conditions.

216. Purchasing versus leasing of an lirpl....­
We found that the Environmental Science Ser­
vices Administration (ESSA), Department of
Commerce, had leased two aircraft for use in
its aerial photography work without determin­
ing whether the cost to the Government
would be less if it purchased the aircraft. Our
review indicated that substantial savings could
be realized if ESSA would obtain congressio­
nal 'lUthorization to buy and would then pur­
chase one of the two aircraft. the Grand Com­
mander. Savings through purchase of the
other aircraft. lhe Aero Commander, would
be minimal. We estimated that over a Io-year
period the savings on the Grand Commander
would lotal about $271,800 after providing
for operating and maintenance costs and inter­
est on the Government's investment.

We were advised by ESSA officials that
authorization to purchase the Grand Com­
mander had been requested in the agency's
1968 budget submission but that the request
was dcleted at the departmental level. On thc
basis of our review, we recommended in our
February 1967 report to the agency that
ESSA further consider requesting author;za­
tion for purchasing a Grand Commander air­
plane or other suitable airplane that might be
purchased and maintained at a lower long­
term cost than would be incurred by continu­
ing to lease the Grand Commander now in
use.
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217.~ Pill .",,_....
!WIll. In a report to the Interstate Commerce
Commission in August 1966, we commented
that adequate control was not being main­
tained over reproduction paper and supplies,
the cost of which a'tounted to about :
SIOO,OOO annually, and that reports to man­
agement and to the Joint Committee on Print­
ing conoeming reproduction activities con­
tained incorrect and unsupported data.

We noted that the Commission had not
maintained accountabmty records over the pa­
per and suppties to ensure the maintenanoe of
inventories at planned levels, that the quanti­
ties of some items appeared excessive on the
basis of the length of time they had been on
hand, and that the storage of paper stocks in
corridors accessible to the public did neit pro­
vide for adequate physical control over the
stocks.

In response to suggestions in our report,
the Managing Director of the Commission in­
fanned us that action had been taken 10 ob­
tain storage spaoe that would permit physical
control of supplies. He also advised us that
accountability records for supplies would be
established, the procedures for preparing rec­
ords and reports would be revised and reis­
sued, and the Joint Committee on Printing
would be furnished corrected information.

218. C_notian ond cantral of i_tooy
,,_..-In May 1967 we reported to the Con­
gress that our review of hand tool and paint
inventories at Departmenl of Defense (000)
supply depots afler management responsibili­
ties had been assumed by the General Service!
Administration (GSA) showed that there wert
significant amounts of GSA-owned stocks on
hand that were not recorded on GSA inven­
torY records. Consequently, these stocks wer'
"lost" to the supply system. After we
brought this situation to the attention of GSft,
and DOD officials, complete physical invento
ries were taken at these depots and about $4
million worth of stocks were found which
were not recorded, but which should have
been listed on GSA inventory records. Dllrin:
the period when these inventories were ".ost;
GSA procured about $ J.I million worth of
stocks that were identical to the unrecorded
stocks.



We proposed that future stock transfer
agreements between DOD and GSA require
that, at the time of transfer, detailed physical
inventories be taken of all slocks to be tran..
ferred, inventory records be reconciled to lhe
physical counts, and warehouse stock locator
cards be updated. We also proJ'O"'d that, pri­
or to future transfers of supply management
responsibility, a joint committee be made re­
sponsible for providin& operating procedures
to carry out lhe transfers, acting as Ii'lison and
coordinators, and settling problems relaled 10
inventory shortages during the transfers.

DOD advised us that it had provided for
complete physical inventories and sIock recon­
ciliation prior to the next scheduled transfer
of stocks to GSA and that GSA had been re­
quested to participate in the inventories. GSA
agreed that physical inventories should be
taken and advised us that a prm'ision for such
inventories had been included in jointly ap­
proved procedures for future transfers. GSA
also agreed that a joint eommittec was essen­
tial to the implementation of stock transfers
and advised us that a commiUoe had been es­
tablished to coordinate anll monitor all future
transfers between the two agencies.

219.Au: I '7ityforllMl ..,I": '-CQfttnII
_mo...,vehidel_pIolOl-1n a report issued
in July 1966, we stated that a comparison of
the number of District of Columbia motor ve­
hicle license plates received from the supply
source with the number of plates issued, d<~

stroyed, and on hand indicated that, for the
registration years of 1963-64, 1964-65, and
1965-66, there were 1,924 plales unaccounted
for. We stated also that, because of the lack
of adequate accountability records evidencing
the reliability of lhe slatistic"l data on the
number of plates issued, it was impossible to
determine wheth.. the I,'l24 plales were ac­
tually unaceoun<cd for.

After we brollght tbe matter to the at­
tention of the Director, Department of Motor
Vehicles, we were informed that corrective at."­
tion had been taken by installing a perpetual
inven<ory record for controlling the number
of plates received, issued to registration per­
sonnel, destroyed, and on hand. We suggested
lhat a similar accountability be developed for
ticense plates in the custody of registration
personnel for issuance to motor vehicle
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owners. The Chief, Vehicle Control Division,
stated that action would be taken along the
lines of our sugestion.

Our report also pointed out that license
plates were stored in areas which were acecs.,i­
ble to persons other than those responsi!>le for
their custody. Subsequent to our discussing
this matter with deportmental officials, we
were infomled that yarious actions had been
taken to secure the storage are:lS.

220. Control .... 'n'.............. u. of
_1_·ln a report issued in April 1967,
we pointed out that at June 30, 1965, the
Argonne Nati()~a1 Laboratory (ANL) storcs
inventory, which is maintained for usc in con­
nection with work perfonned under a cost­
type contract with the Atomic Energy Com­
mission. was about 5496,000 in excess of the
arnouni that would have been on hand if the
quantities of numerous stores items had not
exceeded minimum desirable stock levels.

We expressed the belief that the over­
stocking had resulted, at least in part, from
the manner in which ANL was replenishing its
inve.ntory through use of an "economic order
quantity" procedure. ANL was reordering on
the basis of inventory quantities on hand at a
central warehouse without regard to quanti·
tics on hand at field storerooms, which resull­
ed in the placing of orders for items thaI were
actually in long supply, We noted that the
situation was aggraYated hy the faelthat there
was no control over stocking levels at the field
storerooms and that these slorerooms had ac­
cumulated many items far in excess of current
needs.

OUr review also showed that the usage of
certain stores items varied significantly and
corresponded to the amount of control exer­
cised. We noted numerous instances whcre
the use of an item increased considerdbly
when the controls over its issuance were re­
moved and then declined significantly when
Ihe controls were again established. Also, we
found that certain items were being trans­
ferred, without documentation, between the
various warehouses, storerooms, and users.

After discussions with representatives of
ANL, aelion was initiated to correct the weak­
nesses disclosed by our review. This action



included reduction of·inventory levels at
storerooms to a 3Q-day supply and institution
of a system whereby all items removed from
stock are signed for by the user.

221. Use of funds Indl.nds at reter¥oirprot
ects-Ouf review of selected reservoir projects
of the Corps of Engineers (Civil Functions),
Department of the Army. revealed several
math.'rs which we believe require attention, in-­
cluding (a) the need for thc Corps to audit the
financial records of local government agencies
licensed·to develop Federal lands at reservoir
projects and to require local government agen­
cies to audit records of their concessionaires
and (b) the need for district ortices to discour­
age the investment of substantial sums by pri­
vate interests for construction of private recre­
ational facilities on Federal lands that have
been reserved for future public usc.

Our review showed that. although Corps
instmctions do not require an audit or review
of the financial records of local government
agencies nor require local government agencies
to audit records of their concessionaires, two
Corps districts had established the practice of
auditing the records of local government agen­
cies. In one of the districts, the audits re­
vealed that, in a number of instances, reve­
nues, a portion of which possibly would have
been paid to the Corps, were being used for
purposes other than those specified in the
terms of the Corps' agreements with the local
govemmen t agencies and were not being col­
lected from third party concessionaires.

Our review showed also that. although
the Corps had a policy of using to the fullest
extent possible reservoir land for public recre­
ational purposes, some districts had permitted
plivate interests exclusive usc of Federal lands
reserved for future public use. We believe that
the rights to usc this land in the future for
public recreation may be jeopardized because
private interests have been permitted to spend
substantial sums for development of private
recreational facilities and therefore may be re­
luctantto vacate the area.

In a report to the Secretary of the Army
dated August 1966, we recommended that the
Chief of Engineers be directed to (a) establish
a program to audit, to the extent appropriate,
the records of local government agencies,
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(b) require local government aaencies to audit
records of tMir concessionu.es.~ndJC)iSlUe
instructions to the districtoffices,o~~ollr­
age the Investment of subst3J\till1S1Jm~bypri­
vate interests for construction ofprivate recre­
ationa. facilities on land reserved fC)f future
public recreational use so thatth~ area will be
more readily available for publi~usewhen
needed. Subsequent to the issuance of our re­
port, the Corps issued instructions in accor­
dance with our recommendations.

MAINTENANCE. REPAIR, AND
OVERHAUL

222. __ of Iin:l1lfH)n the basis of
an earlier review, we estirr.,,·:ed that the Navy
could have maintained the equivalent of 23
additional F-4 aircraft in serviceable condition
in fiscal year 1964 if certain improvements
had been made in the supply and maintenance
support of the aircraft. We so advised the
Navy. We found in a follow-up review that,
although the F-4 aircraft availability had in­
creased. many of the earlier problems contin­
ued to exist.

In a report issued to the ConJress in June
1967, we pointed out that the principal prob­
lems lnv.olved (a) delays in purchase of needed
repair parts, in distribution of repair parts to
locations where needed, and in repair of un­
serviceable aircraft components and (b) loss of
control over the inventory of certain repair
parts.

In response to our findings and proposals
for corrective measures, the Navy advised us
that various command structures had been re­
organized to consolidate the,aircraft support
functions and to aid in the improvement of
the aircraft support system and that several
programs had been initiated to improve air­
cr-dft logistics support.

223. Mlin_ofcom........_We
found that Army determinations to rebuild
tanks of the M48 series and other combat ve­
hicles were based on visual inspections-gener­
ally without even starting the engines-rather
than on tests of the various components. As a
consequence, virtually all major compOllent.
were completely dismantled, repaired, and
reassembled.



Iii a report issue:d·lo,the <;OII~in lle~

lernber ',~we p'oUi~ ouf:llia(#i_l1stiil:tiaI
..,vJ1ip,~~I'rbo: iic~i1 irlbli vehie~,we",
ICiitd1i<ith'iYllllllllle"il)-ii'no.lk.eQLliplllenl
a!'11 jr'~IJ!~~lecfifuiilie'';~~i~ill..,d.!?deler.
mineWhal,work,wasil\:IU8Jlyneeessary. We
~..liniai""~~iitiilc0S(9fun~tywork
perf~ay,jDieihn~IhanS ',700 per v~
biele.

The "rmy staledlhal il had revised ils
applk~ble teehniCal bullelin 10 provide,
amonll'olher IlilnllS,.lhal lest equ!pment be
used to determine ....,mbly and ..,~mbly
reliabilily, qullity, and I",rforman<:e and Ihal
unne.:essary disassembly of lISSemblies and
sub-asoemlilies not be made

QI, E.II,s. flIinf••"IR" 11 ., 'W $I

&, ........,.111.. ' ~ P' b • It We found
a need for cao..:r coordinaliOlI anlOllg the ..,r­
v;':es in lhe exchanae and """ of information
on ,nanacement problems relating to idenli<'a1
or similar ilems of ~uipmenl.

11le Navy and Ihe Air Force each use
rockel ealapults (for aircraft ejeetion seals)
which are funclionally Ihe same and are simi­
lar in size and canstrueliolL These calapults
have aJimiled service life becauo;e of Ihe dele·
rior.lion of ~-ertainof their components. The
Air I'orce followed Ihe praclice of restoring
ilS over·aae calapults 10 serviceable eondilion
by replacinglhe delerioraled componenls.
The Navy produced new ealapulls 10 replace
Ihose Ihal became over-age.

In a reporl issued 10 the Congress in Au­
gusl 1966, we slaled Ihal adoplion by Ihe
Navy of the Air Force praclice could have re­
sulled in cosl savinllS of belween $2111,000
and $719,000 in Ihe 3-year period covered by
our revi~w.

w~ rccomlUcndt:d that a program 00 es·
lablished in Ihe Departmenl of Defense Ihal
would ensure Ihe exchanae and use of infor'
Ination among the individual military scrvi",-es
concerning the managenumt and Olleratin~

policies and practices for the same or similar
items of ~quipmtmt.

In reply Ihe Deparlment of Defense ad­
vised us thai Ihe Navy had compleled an en­
gineering study which showed that oY~r-age
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catapults could be remanufactured 10 an ac­
ceptal* relial!ilityal less cusl and Ihat lhe
Navy's plans for production of new calapul"
would be adjusled accordingly. The Depart·
ment of Dden.., ~Iso agreed, in princi,.le, with
oor recommendalions and slaled that there
WCft: m:&ny propun,s in bdng, which providc
a n",ans of exchanging' informaliOl) ;ll1l0llll lhe
services on nUllla,em.:n.t and logisti.,; support
of similar "'Iuipment, 11,e Ocpartn",nl ex­
presoed the belief thai Ih.se I,rograms, and
olher programs and el'forls currently linder­
way, would continue to improve logistics pro­
cedures.

221.... liF U at Ilircnft t We
found Ihat two. technical vrders coYering rna·
jor modificalions of lhe J57 engine were not
perlormed on a timely basis, One of Ihe or­
d«s cover<d replacemenl of support weld­
ments~ th,,' other ~o\'cNd rt:placctllcnl of fuel
manilolds. Faully wekhn.nts and manifolds
IuId bf..~n found to be the cauSl."S of seyeral air­
craft crash....

The Air Force had eSlablished special
projecls in May 1961 and November 1962 10
implement the Iwo technical orders. We
roond Ihal. as laic as February 1965, Ihe ,,~

placemenls had nol yel been madc un a sig.
nilicant number uf the engines. liowcvcr, by
JUlie' %6 Ihe replaccmcnl worl< had been
virlually cumpieled. Ouring lhe period of de­
lay, one aircraft cr~shed beeause of Ihe defec·
tive weldmenls (March 1964) and anolher
crashed l>ccausc uf the defeclive fuel mani­
folds (Seplember 196]).

In nur r~port issued to the: Congress in
Augusl 1966. we poinled 0111 Ihe need for
(a) gre.ler accuracy in Ihe reporls and records
relaling 10 lechnical order .elions. (b) darin­
~ation of the lines of authority and n~s.JJOllsl·

bjlity for implementation of technical orders,
lc) better coordination between logistks and
maintenallce OK:tivit~s. ani! (<I) improvement
ill accountability ror modilication kits and
.,;onlrol over mO\Jificatiol1 scheduling. In re·
sponse to our rcpor., the Air Force advised us
of sl'cdtic correctiv~measures taken in these
areas.

226. 011 of ..... 1 llORuic:lll tueh for h •
In a rcport submincd to the ('oogrcss in



August I<)66, we estimated that the V('tcrans
Administration (V/\) could realize savings of
about $133.000 a year at fOllr VA field .ta­
tions and fa suhstantial amount nationwide if
the boiler plants at certain of it. field .tations
were converted to enable the plants to usc
morc economical fuels. The costs of convert­
ing the plants would be recovered from sav­
in!!s in fuel and other operating. costs.

Although the V1\ has bcclI awarc for
many years of the economics aV:lil:.Jble from
l:onvating the boiler plants al certain of its
fil'ld c;;lalions, the procedures followed hy the
VA in sell-cling projects rOT allllllOll funding
did flot give ad('qu~lte consideration 10 the
economies of self-liquidating projects such :,s
these. We found that. in formulating the an­
nual hudget. self·licIUid.lting projects were not
programmed systematically :tnd were not sct
out separately but werc (,.°ommingled with .111
other improvement prciectc;. This procedure.
together with the largt' h'lcklog of improve­
ment projects and ov':ral1 fund limitations.
has resulted in sdr·liquiclalilll! projl'rts being
defcrred.

We proposed tliat the VA take action to
identify all field stations whert' s.1vinl!s mOlY
bc avaflable by converting the hoiler plant. to
enable the use of more cl.."onomical fuels and
that procedures be established to provide that
;llkqtlate consideration he giv~'l to selt:liqui·
dOlling projects in the blut!!ct proc~ss. We pro­
posed further th;11 $elf-Iiquit.lating impro....e­
nll'nt projee:ts bl' shown as a separate cate!tory
in the hudget presentation so that they could
he evaluated by the Burcau of the Illlllget and
the Congress in (he light of thrir costs and
benefits.

The VA agrcl'd that the most economic..1
fuels were not beinl! used at some field sta­
tions and stated that Ihe VA was in gener:tl
ar-reemcnt with our Il,opo~als.

Subsequent 10 the iSl'uancc of our report.
we were informed hv VA officials th"•. while
there had bern no self-liquidating ru~1 conVl'r·
sion projects since our propos..,ls. S2 million
was planncd for use in fiscal year 1968 for 22
self-liquidating fllel conve"ion projects.
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UTILIZATION AND DISPOSAL
OF PROPERTY

227. \III 011_-.••laM•• for ..
Ih... : LII. In October J962 the Army ma.de
certain changes in its mobilization plans. Re­
computations of supply ~uiremenlsshowed
that a .ignificant quantity of beds was excess
to needs of the Army. In March 1963 the Oc­
fense General Supply Center (DGSC). inven­
tory manager of the beds, proposed to the o..~

fense Supply Agency (OSA) that the ,\m,y
bed,., which were of a different type from
those IJsed by Ihe Navy and the Air Force, he
isslled to rhe other service. as .ubstitutes for
the beds they preferred. The OSA endorsed
the propo!l;ll in principle but instructed the
DGSC thatlhis not be done without the prior
concummcc of the requisitioning scf\'ices.

The requi.itioning services refused to ac­
cept the Army bed. as substilule. and in May
1963, the DGSC took aclion to di."flO!iC of
abont 521,000 bed•.

Following our inquirit.'S iuto Ihis malter,
171,000 of the excess heds were wiLhdrawn
from di.posal and were subse(\uently requisi­
tioned by the military servic.... nle remain­
dcr (250,000 beds) had already heen disposed
of. Withdrawal of Ihe 27 1.000 heds from dis­
posal n..suU~'<l in savings o(ahoot $10.6 mil­
lion. In our Ol,illiol1, additional savings of
about $9.4 million could have been realized
had Ihe ~50.000 ""d. which had been dis­
posed of hcen used to fill requirements of the
Navy,md the I\ir FOR..,. In our report on this
finding i'5ued to Ihe Congrcss in August 1966,
we concluded that the OSA. in il. desire to
maintain good relalionships with the military
services, had not adequately evaluated the rea­
son. of the Navy and the Air Force for refusal
to ",'Cept the Anny beds as substitutes.

We proJlO'Cd, and the Dcpartment of De­
fen.e concurred, that refusals by the military
S€.'rvices to '1cccpt substitute items of a non­
military type be supported by wrilten justifI­
cation in instances where significant savings
can be realizcd and that the Defense Supply
ABCney document the basis for its decisions to
acquiesce to the refusals.

Ul.U..· "aloe. hiale....IF .......
_ ..We found that, on the basis of prescribed



criteria for retention of forklift trucks, ware­
house tractors, and commercial-design trucks,
each of three Marine Corps installations we re­
viewed had excess quantities on hand. The
excess equipment represented a value of about
$1.6 million. Assuming our findings to be
representative, the total excess equipment of
this type in the Marine Corps could be as
much as $5 million.

In a report issued to the Congress in Sep­
tember 1966, we expressed the belief that
there was adequate policy guidance for the
proper assignment and use of the equipment
but that this area of responsibility was not
given the attention it warranted. Management
officials at both the installation and headquar­
ters levels either failed to evaluate properly
the need for the equipment on hand or failed
to act when the rates of utilization, shown in
periodic management reports on the equip­
mel)t, did not justify retention of the quanti­
ties on hand.

The Navy concurred, with certain reser­
vations, in our findings and advised us that the
Marine Corps instructions that existed at the
time of our review had been revised. The Ma­
rine Corps made certain improvements in its
procedures for identifying excess equipment
and emphasized to appropriate personnel the
necessity for complying with existing instruc­
tions.

229. Ain:noft ...nes UIId in ....1Id nnl",
prognms-We made a follow-up review of man­
agement by the Air Force of aircraft engines
used in its ground training progmms in order
to evaluate the effectiveness of actions taken
to correct the deficiencies we had found and
reported to the Congress in November 1962.
The earlier review had disclosed that the Air
Training Command was using engines that
were needed by other commands for opera-

.tional usc, altllough older·series engines were
available and suitable for ground training pur­
poses.

We found in our follow-up review, as
stated in our report issued to the Congress in
September 1966, that the Air Force had made
significant improvements. However, available
substitute engines were still not being used to
the maximum extent to release engines
needed by other commands. We identified
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specific instances of this which multed in the
release of 31 engines, valued at about 53 mil­
lion, for use by other commands.

The Air Force stated that our follow-up
review had generated a revitalization of its
management procedures and that, in addition,
the Air Force Inspector General would include
in his inspections the matter of control and
utilization of aircraft engines by the technical
training centers.

230. UnutiliHcl _ I "'I.... whh or fur­
_ on IIIlIjor 111m. of oqul_Mn a report is­
sued to the COl)gress in October 1966, we
stated that the Army had procured more
ground handling wheel assemblies for the
UH-l helicopter than were I)eeded to support
its planned inventory of the helicopters. This
occurred because using units were I)ot re­
quired to report on those m'lior items of
equipment furnished them which were not be­
ing used because they were unnecessary or
oversophisticated or were received in quanti­
ties greater than needed. As a result of our re­
view, action was taken to establish more real­
istie requirements for these assemblies. Pro­
curement orders for 117 asaemblies (543,700)
were canceled and the possible future procure­
ment of an additional 4,800 assemblies ($2.1
million) was averted.

In response to our proposal, the Army
has established procedures requiring using
units to report to higher authority when items
received with or furnished on major items of
equipment are unutilized because they are un­
necessary or oversophisticated or when they
are received in quantities greater than needed.

231. A_u.of._",,"*of_
dud< cloth IlIId _,..As of March 1966 the
Defense Personnel Support Center had on
hand about $1 5.7 million worth of cotton
duck cloth and webbing which was excess to
the needs of the Department of Defense. We
found that an economical alternative use
could have been made of this stock. Substan­
tial portions of the stock could have been
used by the Army as Government-furnished
material under various contracts for produc­
tion ofcovers for vehicles. Tins would havc
resulted in savings of about $4.6 million.



In our report issued to the Department
of Defense in September 1966, we pointed
out that the Anny 'had ref\lSed to .. any of
the stoek IS Govemment-fumisbed materiIJ
under a liven contrKt unless the SUpport
Center could supply full quantities, and in the
widths desired, of IiII the duck cloth or web­
binI required under the contract. FoIlowInll
our discussion of tlUs matter with Anny om­
ficials, they aareed to furnish periodically to
the Support Center forecasts of their require­
ments for duck cloth and webbinll and to usc
the excea stocks whenever possible.

In December 1966 the Department of
Defense advised us that, after our review, sub­
stantial quantities of duck cloth and webbinl
had been issued and that there was no ionIer
any excess stock of this material on hand.

232. "''''ilion of full 011 ....ah••". We
reported to the Secretary of Defense our rmd­
ing that about 70 million pllons of fuel oil wu
being retained on ships assigned to the Atlan­
tic and Pacific Reserve Fleets. The fuel oil
was being retained for use in the event of re­
activation even though fuel oil was readily
available from nearby Navy or commercial
sources. In response to our report, the Navy
revised ils policy to provide that fuel oil not
requiml for ballast be relll<Md from ships
prior to or at the lime lhe ships were inacli­
vated.

233. 11...11II .......01_..1· tll_
On the basis of our review of certain nonper­
ishable food ilems used by Ihe military ser­
vices for feeding of troops and for sale 10
commissary stores, we eslimated that about
$2 million could have been saved in fISCal year
1964 (a) had maximum usc been made of
foods packaged in lar~e-size, more economical
containers and (b) hau foods sold to commis­
sary stores been priced al aclual cost.

In a report issued to Ihe Congress in No­
vember 1966, we staled thaI the Departmenl
of Defense had agreed with our proposal that
a program be established for the periodic re­
view of food ilems used by Ihe mililary de­
partmenls to identify and correct uneconomi­
cal praclices.
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2...__........., ....
........ .... I Tbereq\lirelllents
of the Anny IIld·Navy for war mene ltodls
of packated petroleUm produetswere esti­
mated at about 522 million a$Of Much 1966.
We found that the petro1eUmindustry was in
position to meet a 1arIe portion of th_ re­
quirements on a timely buiI·in the ewent of
an emeraency and that the war r_..e stocks
,on hand could, therefore, be correspondinl1Y
reduced.

In a report issued to the DepaabllCnt of
Defense in April 1967, we reCOinmended that
a study be made to determine the ability of
the petroleum industry to deliver packapd
petroJeum products in suitable containers
when and where needed in the event of an
emerpncy and that the war reserve·slocks be
reduced accordinl1Y. We rec:ommended also
that considention be liven to other supplies
where the war reserve stocks couJd be similar­
ly reduced. The Department of Defeme c0n­
curred in these recommendations.

231. ....la1'e .............. a.IIUlu1I
..... I Me., I nlln Durinl our review
of administntive activities of the United
States Embassy and a selected consulate in the
United Kingdom, we estimated lhat savin.. of
about 510,000 would result ifthe Embassy re­
duced its motor pool operations to the mini­
mum level of chauffeurs and vehicles required
to provide its transportalion needs. After
brinling this 'maller to the allention of Em­
bassy officials,· we were advised that certain
reductions in the motor pool opention would
be made. .

Our review ofvehicle utilization for a
12-day period, including 7 days which we
were advised represented "peak" periods, di...
closed that on 8 of the 12 days a maximum of
9 vehicles were being used al anyone time.
On the other 4 days there were only 9 hours
when more than 9 vehicles were being used at
anyone time and at no time were more than
12 vehicles required. We noted further, that
there was only limited utilization and conse­
quently lillie need of vehicles during the pe­
riod between 7:00 p.m. and 1:00 a.m. Be­
cause the purpose of the lrips made by motor
pool vehicles was not shown on Ihe vehicle
trip reports, we were unable to evaluate the



need for the trips. We therefore included all
trips made by the motor pool vehicles in Ollr
test.

At the time of Ollr review, there were 16
chauffeurs ami 16 passenger vehicles assigned
to the Embassy's motor pool operation. The
work schedule provided that 14 of the 16
chauffeurs were on duty for various shifts be­
tween 7 a.m. iJnd 7 p.m. (mel that the two
other chauffeurs were on duty between 5:00
p.m. and I: 00 a.m. .

We d~scussed the results of our review
with Embassy officials and suggested that the
Embassy's needs COl lid be met by revising the
motor pool schedule to provide a maximum
of nine vchicks during normal working hours
and by curtailing the motor pool operations
after 9 p.m., which would permit a reduction
in the number of l.:hauffeurs and vehicles.
The Emba~sy, after a thorough and searching
review of the motor pool operation, advised
us that the complement of chauffeurs would
be reduced from 16 to 13 and that a commen­
surate reduction would be made in the num~

ber of vehicles. These reductions should re­
sult in annual savings of about $7.500.

236. Use of high-endurance vessels-We re·
ported to the Congre" in January 1965 our
belief that the Coast Guard did not consider
actual operational data in developing its plans
for replacing 22 high·cndurance vessels as­
signed to the eastern area and that, on the ba·
sis of our review of operating experience of
the existing Bel't of high-endurance vessels.
the stated requirements for these vcssesl could
be reduced. We recommended that the Com~

mandant of the Coast Guaru reexamine the
planned rcphlccmcnt program and consider
reducing proposed acquisitions so that they
would conform morc closely to needs, as in~

clicated by actual vessel utilization data and
current opernting standards.

After reexamining the need for maintain·
ing a high~endurancc vessel on standby for
search and rescue in the area of Bermuda (3
segment of the eastern area), the Coast Guard
discontinued high~endumnce vessel operations
there in August 1966. The equivalent of two
ship-years annually was previously used in ac­
complishing thc search and rescce mission at
Bermuda; therefore, by discontinuing vessel
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operations there, the Coast Guard reduced its
requirement for high-endurance vessels for
search and rescue in the eastern area by two
vessels. The time previously spent on the Ber­
muda mission is now being devoted to oceano­
graphic research, thereby enabling the Coast
Guard to meet certain of its oceanographic re­
quirements without retlUesting funds for addi­
tional vessels and related operating cxpenses.

We estimate that the Coast Guard's ac­
tion resulted in annual savings in oper.ting
costs of about $2.4 million and a reduction in
future replacement costs of about $30 mil­
lion.

237. U.of lIoctricol _nli... moohino
oquipmont-In our review of the utilization of
electrical accounting machine (EAM) equip­
ment which was being rented by the United
States Civil Service Commission for certain
data processing operations, we noted that the
Commission could achieve economics in the
cost of equipment rent.tls if it availed ilselt· of
the opportunity to release to the manufactur­
er cert'Jin rented EAM equipment \V~jch hall
become excess to the Commission's operating
needs. Our views on this matter were pre·
sented to responsible officials of the Commis­
sion who then took appropriate action to dis­
continue thc rental of certain EAM eqnip­
ment. This resulted in savings in equipment
rentals of S12.540 annually.

To achieve economical utilization of
rented EAM equipment, we suggested Ihat the
Commission emphasize the importance of
timely dcterminations as to whether rented
equipment is excess to current operating
needs. so that such equipment may be re­
turned to the manufacturer at the earliesl
practicable date.

In December 1966 the Executive Direc­
tor of the Commission stated that the delays
that were encountered between the identifica­
tion of potential surplus equipment and the
actual disposition of such equipment had re­
suited from the uncertainties of the Commis­
sion's data processing workloads. He noted
thaI action was taken as soon as Ihe Commis­
sion could proceed with confidence to dispose
of Ihe excess equipment.



2a. Utlllulklft '" I".. OJ. "",,or pool ...
_We found that the. number Of Govern­
ment-owned.and leased' vehicles on hand in
the Cape Kennedy arca at the time ~ motor
pool was established there substantially ex"
ceeded the number needed beca~ Ca) the.
National Aeronautics and Space Administra­
tion (NASA) renewed certain.lonl-te""vehi­
cle lease contracts with a commercialleilSina
firm, althouih substantial economics could
have been achieved by obtaining transporta­
tion supporl from the General Services Ad·
ministration (GSA) and (b) GSA. about 2
years before the expiralion of the Ie......nd
wilhoul a proper delerminalion .s to whether
the leases could be terminaled wilhout penu.
ty 10 the Government, established the motor
pool at Cape Kennedy and purchased addi·
tional vehicles to provide transportation sup­
port. After Ihe pool was established, the
number of vehicles assigned to NASA by the
Cape Kennedy Motor Pool conlinued 10 sub­
slanlially exceed the number of vehicles re­
quired to efficiently and economically satisfy
automolive needs.

Before our review was completed, ac·
tions were laken bv GSA and NASA to reduce
the number of unn'ccessary vehicles. Further,
as a r-:sult of our recommendation, GSA r~

vised its nationwide rate structure for sedans
and station wagons rented from interagency
motor pools by customer agencies. The new
rates are designed to discourage agencies from
requesting cars on a full· time basis when there
will be only a low utilization of such cars.

239. DI_I of G.....__nod fllCiliti&­
The Virgin Islands Corporalion enlered inlo
an agreemenl on May 28, 1965. for the sale of
ils cleclric power and salt water distillation fa­
cilities to the Govemment of Ihe Virgin Is·
lands for S6.5 million, lhe amount .1 which

the facUlties had been apprailled by a private
eftIineerin. firm employed by the General
SemcesAdmlnistration. The price _tater
adjusted to $7.3 million to rel1cctchanaes in
plant investment and current _Is between
the appraisal cutoff date and the transfer date. ,

In a report submitted to the Conpess on
March 2, I%6, we slated that, in our opinion,
this sale was an unauthorized disposal of COl"
porate assets because section 4(0 of tlie Vir­
sin Islands Corporation Act, which a,!lborizes
the Corporation to acquire and dispole of
property in the ordinary and normal coune of
conductina its business affairs, could not. be
considered as authority for the CorporatIOn to
sell assets when the sale resulted in the termi­
nation of an authorized corporate activity.
Subsequently, the Corporation request,:d the
General Services Administration to attempt to
accomplish tbe sale of the waltr and power fa­
cilities under the provisions of the Federal
Property and Administrative Services Act of
1949 as amended. The Governor of the Vir­
gin lsiands and the General. ~rvices Ad~ini5­
tration reneaotiated the ongtnal sales pnce on
the basis of comments by our Office and the
Chairman of the Government Activities Sub­
committee, House Committee on Government
Operations, concerning the reasonableness of
the appraisal of the facilities at an estimated
fair market value of $6.5 million.

On January 26, 1967, the General Ser·
vices Administration agreed to sell the facili­
ties to the Government of the Virgin Islands
for $9.5 million, or about $2.2 million more
than the original transfer price. In view of the
reconveyance of the facilities to the Govern·
menl of the Virgin Islands in accordance with.
provisions of the Federal Property and Ad·
minislrative Services Act of 1949, as amended.
we reported in February 1967, that we be· .
lieved the sale now had legal authority.

116



TRANSPORTATION ACTIVITIES

TRAFFIC MANAGEMENT POLiCIES
AND PROCEDURES

240. Utitiution of .....i&llble on adMi_
...- ntlillory _-In a report issued to the
Congress in September 1966, we pointed out
that subslantial savings in air travel costs could
be realized through more stringenl control of
travel authorizations by making maximum usc
of available passenger space in military air­
crdrt maintained for mission·support service
at Air Force installalions. The Air Force
agreed and issued aletter to its major com­
mands outlining the policies to b~ observed in
use of space available.

241. OwenlMs¥Oktme muuonwntsof hoe lhold
...... In Mar<h 1967, we released a report 10
the Congress con~rning volunu: movements of
household goods from oveIWilS points 10 the
conlinental United States. Our review of three
such movements showed that the Ikpartntcnt
of Defense (DOD) could have saved about
$225.000 in transportation and stora~e costs
by using more accurate cost data as a basis for
negotiating lower volume rates with the for­
warders, or by procuring the untJcrty ing ser­
vices directly.

We brought our findiugs to the allention
of the Secretary of Defense and made several
recommendations which we felt would substan­
tially reduce the Department's cost of trans­
porting household goods. The aclions pro­
posed by DOD in response to our recomme",I.,­
tions should suhstanlially reduce the overall
cosIoI' transporting household ~o"ds in vol­
ume lots. Subsequent discussions with offi­
cials of the Department imlic<.Ite that these ac·
lions are being actively pursued.

2Q. Ail IlL 5 IIICicHI of d i I ..,.chM., of
D: b'.... ofDol_ ........ In April 1967,
we issued a report to the Congrt'ss regarding the
use of air service for the transportation of de·
pendent children of DOD personnel between
the conlinenlal United Slales and overseas
areas. The report shows thaI nearly $300,000
could haye been saved durin~ a 19-month pe­
riod ending September 1965. We proposed
thaI DOD regulations be revised to ensure that
Government Transportation Requests would
be issued in such a manner to utilize regular
commerci.11 children's f"r~s instc~dof fa~s pub·

Iished in spec;;,1 mititary tariffs for air lrans­
portation of DOD personnel.

We brought our lIndin~.. to the attention
of the Secrelary of Dcfense in November 1966
and lI1ad~ pro(lostlls for improving the itldmin-­
istration of air trunsportarion for depc:ndcnt
children. The Dire<tor for Transportation and
Warehousing Policy, Omce of the Assistant
Secretary of Defense (Installations and lOBi»
tics) replied in January 1967 and advr..ed us
Ihat the Department of Defense had concurred
generally with ollr conclusions and recommen­
dations, hall initicltcd actions to comply with
our proposals, and would revise its regulations
a,."conlil1g1y. We plan to fllview the revised
I'cgulatiulls when issued.

243. An ietchlrlJtl'OI"cua ... ' 't
..............·In June 1967 we issued a re­
port to the CongTi,.~conctming a review of
charges for acctssorial services on overse;lS
household goods shipments. We KJcnlirocd
savings of about S 165.000 thaI DOD could
haw rC<llized in appliancc·servicing costs and
slo....~e-in-I ...nsit (;oslS during the 11-lIIooth
period ended February 1M, 1965. We recom­
mended Ihal adequate controls be established
to predude paymenl for thesc servi\...,. which
were either not authorized or not ~rfomted.
nle action proposed by Ihe Department in
rcslx>nse to OUf recommendations would
strengthen controls to ensure thaI DOD pays
only for the accessorial services it aclually
authorizes and rcct'·ives on overseas household
~oods shil>mcnts. Regulations incorpontting
lite new procedures became effective in July
1967.

244. 511...... of -'ioo ID t : ....... _

__In our \eller reporl to the Director of
Supply Service, Departmenl of Medicine and
Surgl'ry. Vctenllls Administration. issued in
JUllC 1967. we pointed out polential savings
in freight l.:osts on shipments of supplies to
hospitals and stations when the depot ulilized
the services of both rail and motor carn.,B to
dfect delivery of supplies. These savings were
not being r...lizcd because the depot's cost
eslionates for rail rrci~ht scrvice did nol coo­
sitler the cost of dr.ya~e from railhead to con­
signee's receiving dock at lIcstination as a part
of the aggregate shipping cost subject ·to pay­
mcnt by the Government.
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We also pointed out instances of sIIjP­
ments made dilect to Public HealIb semce
hospitals, which milht have beenco~ted
wilb truckload shipments to VA hOlpitaJs 1ft
the same locale, with a reduction in applicable
freight costs.

We were later informed by an qency of­
ficialthat drayqe costs were beinl apptied for
the purpose of makinl rail and motor rate
comparisons to detennine the most economi­
cal method of delivery to the station..receiv­
ing docks. We were advised that shipments to
VA and PHS installations beinl consolidated
and stop-off priviJeaes were beins applied when
practical.

246. Std.MA....... tD ..... GObS t
.--Durinl Fiscal Year, 1%1, we issued tbree
leiter reports to the Commander, Militazy
Traffic Manaaemcnt and Terminal Service
(MTMTS), concerning savinp of about
SIOO,OOO .which could have been reaJized had
a number of shipments of Government freilht
been moved subject to lower rates offered by
certain carriers. The large volume of repeti­
tive shipments involved had either been im­
properly routed or been moved prior to the e(­
fective dates of the lower rates, and were there­
fore not eligible for the lower rates.

We pointed out that improper routing of
shipments was a continuing traffic manaae­
ment problem and resulted in the payment of
excess transportation charges. We sug-
gested that all MTMTS routing organizations
be alerted to the importance of proper rout­
ing. We also suggested that, if the lower rates
available had been intended to cover the ship-
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ments reported, the ~!SlIIitJtt"'" In _
piatiOn to ietroac:tive apPliCation of lower
rateL

MTMTS ofrleials qreed wilb our lUI"
JCSlions andt.ook i~steps.tol\elOliate.
with the ear'rien. 11ieir. JICIO.tiations __
successful and resulicd In .therei:overy of .
about $19,500 from the eaiiierUlld, in addi­
tion, precluded payment of about $ 19,500 in
potential claims apinst Ibe GoYernment.

...', .alpc _ PW· 'Illd Aln
May 1961, we advised the AdmlniSt~tor, I"
ricultural Stabilization andConsenalion Ser­
vice, Department of Agriculture, of'possible
savings in transportation cos,," thtouJ!t more
effective schedulinl and routini of shipments
and throUJh mocIiration ofo~r~t!RI
practices relatinlto transportation activities'
of the Minneapolis Commodity Office.

Our review showed that smnp in _
portation costs could be ~alized:by: (a) utiliz­
inllmproved transportatlOll,eqwpment, (b)
Ioadins cars to capacity to tak~advant~of
incentive rate provisions of tanf~s, (c) I.m.- .
proving coordination of purchaslRl actiVItieS
with traffic management functions, (d) estab­
lishing a management review system for con­
tinuous evaluation of traffic decisions made
by routing technicians, (e) establishing proce­
dures to ensure that routing technicians are
infonned of rate reductions, and (0 improvinl
other traffic management practices.

Ofticials of the Minneapolis Commodlry
Office generally agreed with our findings and
took action to improYe their traffic operations.



MISCELLANEOUS MATTERS

COMMUNICA TJONS SER VICES

247. Use of Federal Telecommunications Sys­
tem··ln our rt:view of activities at the Govern­
ment-owned National Ccntcr for Atmospherk
Res~arch, Boulder. Colorado-operated by a
priv\lte nonprofit corp0nltion um.h:r a cost­
reimbursement contrad with the National
Science Foundation-we noted that the Fed­
crdl Telf'communjciltioll~ Sysh,.'m (FTS) was
not being utilized at the.: Center. although it
was economically fcasihk to U')C FrS for long­
distance telephone calls.

Although the Foundation ~1t1l1 the con­
tractor had considered using FrS as early as
February 1965. and GCllL'ral Scrvicc~ Admin­
istration (GSA) approval had been re..::eivcd.
the FTS was not inslalled because of a faulty
cost analysis which indicated that fTS was
not c(,:onomical fur us!.: at the Center. Our re­
view inuic~ted, howevc:r. th~lt FTS service
would be less expensiveo

As a result of OliT inquiries. th~ Founda­
tion initiated stcps to have FTS installed. In
June 1967 the Foundation informed us that
it was being installed and that GSA had csti·
mated that annu>l1 savings would amount to
about $26,200. The contractor estimated ad­
ditional annual savings of about $~"~OO in
equipment costs. SinL°t.' the contract for op­
eration of the Center had about 4 yc~rs to
run. the savings to the Government over the
remaining life of the contr..u..'t c;mlld amount
to about SI15.600.

USER CHARGES

248. Establishment of fees for fumtstling ab­
stracts of medical records and related services--Thc
Pllblk Ik:tlth SCIVil.'C (PHS)' Department of
Health, Euucution. and Welfare, had furnished
to private indivhlLlab and orgalli/:.ltions with­
out clt3rge abstr:Jcls of medical record~ of pa­
tients who receive-dcarc and treatment at PHS
medical facilities. Related services. such ~IS

furnishing photocopies of medical records.
certifying abstmclS, and ~arching mcdic.:al
history files, also were performed without
charge. These 5'..IViccs appeared to be within
the intent of legislalion enacted in 1951
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(5 U.S.c. 140) which states that an agency
should charge a fair and equitable fe.: for pro­
viding services to any pc""n who derives a
special benefit therefrom. We estimated thai
PHS, by establishing a fee for furnishing medi­
cal abstracts comparable to the fee charged by
another hospital under the Department's ju­
risdiction, would have received about
SI00,000 annually_

The Department concurred in our find­
ing and initiated a study to develop criteria
for making charges and detennining costs in­
curred_ The resulting regulations and fee
schedule were published in the Fcderal Regis­
ter on May 4, 1967, establishing a Service­
wide policy, effective June I, 1967, on charg­
ing fecs for medical abstracts and rclated ser­
vices.

249. P, , ' '- ..... unn!-
um enrichment I8t'W~At the r.:quest of the
Joint Committee on Atomic Energy, we re·
viewed the proposed criteria and contracts for
uranium enrichment servic.:s by the Atomic
Energy Commission (AEC). Our report, sub­
mitted 10 the Committee in August 1966,
contained for the Committee's consideration
our observations on (a) the AEC policy appli­
cable to certain fixed costs relating to excess
plant capacity. (b) the potenlial for accommo­
dating future changes in AEC polky by con­
tract amendments, (c) the financial conse·
queuces to AEC in the event of cancellalion
of contracts by custome..., and (d) the Iimita­
tiolls on AEC for entering into contract com·
mitmc-nts for uranium enrich.ment services in
excess of its present productive capability.

These matters were discllssed at hearings
held bv the Joint Committee and later were
rhe subject of correspondence between tile
Joint Committee and AEC. As a conscqucnc~.

AEC made a number of changes designed to
strengthen and improve the program.

Oue of the changes made by AEC, in es­
tablishing ch:uges for uranium enrichment ser­
vices related to the jnclusion of addilion;:11
costs of depreciation and interest on invest·
ment amounting to an estimated $42 million.
AEC also revised its proposed contract for toll



enrichinll services (a) to permit AEC to initi­
ate neaoliations for amendments or nlYisionI
to ....triclive provisions in the conlraclsand
(b) to mae- from 3 to 3-1/2 yellJ$ the can­
tract termination notice period to pnmde bet­
ter lISSIlraRCe that no costs-will accrue to the
Government for ;my electric po"r cancella­
lion caused by CIl$tomer contract termina­
tions. Finally, A_EC alP'l'edto establish mech­
anisms for ",cordinlland for reporlinll annu­
aUy to the Joint Committee as to its commit­
ments and available capability to meet such
commitments.

OTIII::R AREAS OF OPERA TIONS

260. • *"isI1 I 11 , IIId _.,. of ...
pOrting MId _a S • "Mllol • of We submit-
ted a report to the Cons",ss in March 1967 on
our review of the erfectiveness of the policies
.nd procedures of the Department of Labor
with respect to the administration and en­
forcement of certain reportinll and bondinll
provisions of the Welfare and Pension Plans
Disclosure Act and the Labor-MBlUIJl'ment
Reportifts and Disclosure Act of 1959. We
slated that specific improvements were
needed to:

•. Develop and maintain upot<HIate lists
of entities on which reportinll is re­
quired under the two disclosure laws.

b. Update mailing lists so th.t reportinll
entities will receive the forms neces­
sary for reportinsthe information re·
quired.

c. Follow up on reports known to be de­
linquent.

d. Promptly incorporate into disclosure
files changes in plan descriptions.

e. Make a more effective verification of
reported data.

A primary objeclive of the two disclosure laws
is to protect the interests of participants in
the plans and of members of labor ofl3niza­
tions through the public disclosure of finan­
cial and other information.

We stated also that our review showed
that the Department had not required the
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tepOi tina entities to report information on the
nat\lreand:exlcCilt of mandatory bondina cov­
etale 10' lliat the adeillIJl:Y of bondinl could
be considered by,the DePartment. Both lU­
clOsure acts require that allpel'lOllS handJiDl
fimcisand other property-covc",d,by !\Ie-acts
mllOt be bonded in certain,spec;iijed Illinimum
amounts. Information plibli.h~d 'by the Pe­
partment of Labor shows that about 25,000
labor orpnizations and about 31,000- welfare
and pension plans are subject to bondlDl re­
quirements under the two laWs.

In commenlinll on our findiftlS, the De­
partment informed us that, although it be­
lieved that compliance with the acts to the
last detail could not reasonably be achieved,
it hlld no major disaJ"'CRICnt with our propos­
als for various corrective actions and that cer·
tain corrective actions were either beiRlltaken
or to be taken. We believe that the specific
corrective rileasures indicated by the Depart·
ment, if properly implemented, should assist
materially in improviDl administration and en­
forcement of the two disclosure laws.

A series of questions ",lative to the bond­
ins provisions for welfare and pension plans
are now included in revised reportinll forms;
however, we were informed that the Depart·
mentlacked authority to require reporlins of
bondiDl coverases under the labor-ManalO'
ment Reportins and Disclosure Act of 1959
or to rilake appropriate investisations of cov­
erdge under the Welfare and Pension Plans Dis­
closure Act.

We therefore recommended that the Sec·
retary of Labor seek appropriate \eJiSlative au­
thority from the Congress to require reports
on bondins coverase from orsanizations cov­
ered under the Labor·Manapment Reporting
and Disclosure Act of 1959 and to make site
investiptions of compliance with the bondinS
requirements set forth in the Welfare and Pen­
sion Plans Disclosure Act.

2'51. A....nillretion (If cDR_lIIIaMl',...,. on
.... of .. 'I, hone .,ke Congressional policy, as
expressed in the United StalesCode (1 0 U.S.C.
2481) does not permit the military depart­
ments to sell certain utility services if the
needed services are available from other local
sources. We found, however, as reported to
theConlP'l'ss in January 1967. that the military



departments sold telephone services to a SlIlr
stantial number of OC~llpantsof military fam­
ily housing although commercial service was
available.

The Department of Defense agreed with
OUf findings and slated that Govcrnrnent-op­
era ted t{"!~phonc s~lVice would be sold only
where commercial ~rvicc was unavailable and
when it WU5 determined to bt,.. in !he interest
of mltional defense or the public interest.

252. Managenumt of tlK:hniClll m.nuols-ln a
report issued in April 1967 to the Joint Com­
mittee un Printing and to the Subt.:ommittee
on Department of Defense, 1·lolls~ Committee
on Appropriations, we pointed out several op­
portunit.ies for savings in the Immagemcnt of
technical manuals within the ()cpartment of
Defense. We cxprcs~cd our bclil.·f that savings
could be realized through (a) single lIlanage~

ment of identicj: joint~use manuals, (b) can·
sideration of changes in requirements for Ina,..
uals in negotiating [a ....o'Cl t.:osts for incentivc­
type contracts, (c) elimination of duplicate
numbering systems, (d) increased usc of certi­
fied mnil in lieu of registered mail to tr.msmit
manu;l!s, and (e) improved interservice coordi­
nation.

In September 1%7 the Assistant Secre­
ta.y of Defense (Installations alH! logistics)
furnished comments to the Chairmlln of the
Subcommittee on the matters disclissed in our
report. The comments indic(ltcd that the De­
partment of Defense was generally receptive
to ous suggestions for achieving savings in the
man:tgc.:ment of tt'chnical m.ulUals.

253. C"...,.,... Govommen'·fum__
port8tion to iInd from worit-Our review of ad·
ministrativc uctivilies of the United States
Embassy in Taiwan disclosed th:Jt the Em­
bass}' W:lS 1101 ciwrging employees a ~ufndcnr

amount for GO\'~rnmcnt-furnishcdtnm51lUrt....
tion to and from work. We also noted that
certain of the employees re.cciving Govern­
ment~rumishcd transportation h"d privately
owned vehicles which were shipped to Taiwan
at Government expens(·.

Beginning November I, 1965, the Em­
bassy established a charge of S lOa calendar
quarter for furnishing to-and-from-work
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transpclttation to cerlail) emplo~. ~n:vicw

of vehicle cost ~.indiciited:that,to'jlro'
vide this lralKportation, t!ieF;\"b~:.~iiii;\irml
costs of a\lout S46 a quarter for .el!4;Ij,~..pIOy­
ce. Departmental n:..datiOnS (!>'f~...~~6.2',
Ib) n:copize that t~tiOD:lo"iJ!,Hrom
work is normaUy the·responiibilitj,ot.aii.~
ployee and direct that el!4;h cmef~Qf'!iJisiIion
impose a charp for such tiariiiiO!'t}(tiOl!; ex·
cept when: he delenniJles that unU5iial'or
unique circuinstaRllCS exiSt ",hicli'jU'ti(y-"aiv.
ing the chaflC'. The reiulation...taieth.itc{lje
average cost of transportatiOn in the'lJilited~
States is 20 cents per one-way: trip ani! thjlt
this amount should be used, as agtiid,dJl es­
t"hli.,hinl the amount orc~arge. TIle,current
charge beinl made to employees in TaiwaJl
amounts to less than 10 ceilts per one-waY
trip and less than 5 cents if the employee
makes 4 one-way trips a day.

In July 1965, our Office ~rted 10 the
Congrc-ss on certain disparities existinl· in the
'r.l1sportation furnished oveneasperSonnel
to and from work at Government ex.,enS\'_
We stated that the pnietice" of providinfl free
,ransportatjpn to and from work to emplOy·
ees on a w6ilclwide. basis was ~1ljJ)I·in·sUl!­
stanlial unrecoven:d costs to·the United States
Governmenl W. slated also that a nUmber Qf
persons at the PQSls we visited, Wet!> receiving
fre< Governmeni-fu"!iShed,~ffiI.tion to
and from work daily "en·thOIii1i,th~ir'p~
vately ownedv.bktes had!lieentiaiisported·to
their posts at Govern",eJl,l'ellpenSC. In·coJ1l"
mel1ling on this n:port,the Department iii'
formed us that it planned'tp leVy II charge· for
lo·and-from-work transportation except· in un­
usual and unique cir~urit"ances.

It was our view that the Embassy in
Taiwan wos not chaflina empl,OYees a sum­
cient amount for Govemm~nt-fumishedtrans­
portation to and from work. Existinj depart­
mental regulations appean:d·to provide appro­
l,riat" guidance for delernlil!ing an adequate
charge for transportation services. Therefore,
we recommend that the Embassy increase to
atlc3st 20 cents per one,way trip the clIarr,e
for transportation services beinl·provided to
Embassy employees in· Taiwan. .

The Department, in commentinl on our
rerort, informed us that t.lte Embassy was in·
cn:asilll the chlqe from $10 a quarter to S5
a month.
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DETAILS OF OTHER MEASURABLE SAVINGS

Oatlils of othlf "..."lbl. fl..-.ciM .-vi,. includinl.ct­
ditional N¥anu.lttfibutlbl. to the eudh work of tha Gen­
.".1 Accounting Offici during the fllCll y.. 1987. towling
$166.729.000... lilted bIIow. Appro.l......y 121 mllUo"
of tha Ifti. or ldditlOMI rlVlnlMl .. rtcurring in nature
and will continua In future years. Th. items listed contilt of
realizld or potential IIVingiln Government oPIfltiom attrib­
ulabla 10 8(:tlon tilt'" or p,-"nedon findings dlNllaped in
ou~-,xlfni....tlon of IItftCY end contr~ropar8tlanL In
ma.U~.the pottntlll bInltfitt are .... on tltimltlS
lind for some ittmli thl Ktu.1 amounts to bt _liz" er. con­
tingenl upon future actions or events.

COLLECTIONS AND
OTHER MEASURABLE SAVINGS

OOOomittod

Other

measur-
Collec- able

tions IIlIings Togi

DEPARTMENTS

Army $ 1,482 $ 10.526 S 12,008

Navy 2,031 12,471 14,502

Air Force 75' 20.684 21,435

Defense 1,237 21,559 22,796

Agri::ulture 38 ~.2G3 2,301

Army Corps of Engineers

fcivil functions) '0 10

Commerce 7 638 645
Health, Education, and

Welfare 722 1,132 1.854

Housing and Urban De-

velopment 411 '"Interior 15 3,370 3,385

Justice 1 1

Labor 563 563

Post Office 83 84
State !including AID,

Peace Corps. and USIA) 21 3.253 3.274

Transportation 230 36,850 37,080

Treasury 9 10,019 10,028

AGENCIES

Atomic Energy Commission 30 42.194 42,224

Civil Service Commission 2 15 17

District of Columbia Govern-
men~ 31 32

Gener..! Services Ad·
mini~tration 2~2 212

Natiomd Aeronautics and

SpRce Administration 10 318 328
National Science Found.-

,.. 1 39 40

Panama Canal Company 113 27 140

Railroad Retirement Board 39 39

Veterans AdministratIon 85 36 121

Legislative and ot...·er 2 25 27

Total for .udlt of de-
~rtmentl.nd....ncin 6.828 166.729 113.557

TrentpOmtlon .udit 12.963 12.963

Gen.,.1 claims work 3.621 3.627

T_' $23.418 $166,128 '190,141--- ---

•

Action taken
or planned

Supply Management:
Savings in operating cOlts (estlmatld In·

nual SiIIl'in9l. $2.400,000) and reduc­
tion in repllCm1ent com (nonrecur­
ring, S30.ooo,OOCn r"'ltlt'll from
Coast GUlnt's reduction of its st.ted
requirements for "igh-tndurlnCl--'.

Cancellation of P~'Jrl' to procure equip­
ment in ItXC_ of naads !nonrKutflng)

EIlcen ammunition recoverld from mili­
t.ry assistance progr.,. counlrillS to
satisfy othor United States "'s Cnon­
recurring)

Cancellation of requisitions for unneeded
"Hi-Valu" aeronlutica' parts (nonrecur­
ring)

Redistribution of unnttded ..ronlutiCiI
moterial on hand OwntlS to 10000ions
at whicn needed lnonrecurring)

Return of~excesssperl parts and support
!!quiprnent from the Karlin Air Force
te United States control for redistribu­
tion or disposallnonrlCurringl

AwidBnce of pro'.:urement through re­
instating excess or obsolete stock. (non­
recurringl

Awidance of procurement throug'" re­
duction of requirements Ind redi..
tribution of inven\ories (nonNCurringl

Avoidance of procure',Tlent through inter­
service transfer of i\em•.urgently re­
quired lnonrecurring'

Avoidance Ilf procurement by furnishing
GO'JeTnment-owned items to contrlC­
tors (nonrecurring)

AvoIdance of procurement through dis­
covery of available items 'nonrecurringl

Adjustment of prices under existing con­
tracts or propostlli emendments (nonre­
curring'

Cancellat;on of plans to procure or re­
pair unnoetJed electronic equipment
(nonrecurringl

Procurement of less ellpensive item. t ....n
planned lnonrt!(;urring)

Return of CIlC8S::i spite IMrtI end supplin
from the Greek Ai, Force to United
States Gontrol for ndimibution lhOnre­
curring)

Savings on recomputation of "'0_
ous profit rate In • connect (non­
recurring)

Estimated
savings

$ 32.400,000

16,403.000

14.884.000

8.077,000

5,213.000

3,000,000

2,196,000

2.100.000

1.900.000

1,791.000

1,623.000

1,483.000

984,000

128.000

579,000

388.000
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Action taken
or planned

Supply Management--ContinlJed:
Savings from use of uces! h.rd.....,..

rIIsulting in cancellation of purch_
requisitions by Government can·
trector·-National Aeronautics end
Spice Administration (nonrecurring)

Cancellation of outstanding requisitions
for spare parts and support equip­
ment not needed to support the mil·
itDry assistance progrem for the Ko,
rean Air Force (nonrecurring)

Savings through recovery of items previ­
ously planned for disposal (nonrecur­
rlng!

savings realized from transferring mate­
rial excess to Federal Aviation Admin­
istration rt!Qulremenu to Department
or Oefense Inonrecurring)

Cancellation of outstanding requisitions
for spare parts which werll not needed
to support the military 8Silstance Pro­
gram for the Turkish Air Force Inon·
recurring)

Avoidance of procurement through,.
working of old items (nonrecurring)

Savings resulting from returnIng to ac·
tive inventory certain items prema·
lun7lv scheduled for disposal-Gener.1
Services Administration (nonrecur­
ring)

S8vit\9s through use ot Government ve­
hicles instead of the contractol'$' vehl·
cles (nonrecurring)

Cancellation of outstanding requisitions
for spare parts which were not needed
to wpport the military assistance pra­
gram for the Greek Air Force: (nonf.·
CUffing)

Savings resulting from purch.sing avia­
tion gasol1ne through cenuali~ed

Government procur~mentsources-­
Agriculture (estimated annUli Sltv'

lngsl
Savings through competitiYa ptOCUfe­

ment of certain small oHice machiRft
-Post Office Department lestimated
annual savings)

Sa.... ings lhrovgh use of old conf'igur.
tion of an item instead of repairing
naw configuration InonrecurrlllQ)

CanC1tllation of unnecessary procure­
ments of mess trays-General Ser·
vlcos Administration (nonrecurring)

Reduction in procurement of supplift
and reduced operating con~ due to
increased utilization ot r"lo pr0­

gram recording tapes (estimal......·
nual savingsl

Other item5~veriou5agencies lelli­
mated annual Hvings, $31,000; non·
recurring. $52,000 I

Payments to Government Employees,
Veterans, and Other Individuals:

S.vings rllStJUing from lennlnelton of
benefit p.yments to widow btMfj,

Estimated
-savings

$ 318.000

253.000

227.000

183,000

148.000

114.000

88.000

86.000

83.000

".000

42.000

3.000

83.000

124

*.wfMI,..,11CI ....~
1__-..... •

ReductIOn 1ft the rete of pnmIum...
~ktn..111 to'" piC.UOh"·
IDnntl-V.....Admln"'ret_ ._~................

Othwi~iOuI........... S

ennloIeI .... S3.0D0: ..'.UWii.lIL
SO.OOOl

Loans, Contributions, and Grants:
RIdt.M:1iOft of ..,.u tlWirdId to -'ltutiOnl

of highlr ..ucetion ....... 01 ......
... ..-nt *_ to col'lfor;ft 1M
prov-=nsof cu... s.... II ..
e_ _I-..urtiftII

Rllducdofl in noncIIh lIfMt·lMfd cndft ....
a DUblic Ithool-Ho...... end ..".. 01­
'4loprNnt tnorncurrlne)

AId_clioil of ......,.,.. fIf .
mentsfori,4raz 'itemllftd "'..

II ;: •••• COIt-Heltth. EO I' ..._ ... ,-..urtiftII
Reduction In F..... flnMcilll...

t50n in thl COlt of ldminiMwlne .
...... publlc ; bt .. twOji••••_h.e_loo....._l_........

WithchMI of • dIim for noncIIh .,.,....
aidl:l'........ iMI .........
Housing and Urban D••all ._"1....
currl",,1

UtillZlltion Df compu... .me.......
.,.nt paldtorbutMdncc....
LO ......-H EducaUCh, .-.cI WItfn
(nonncUli'~

Reduction In F........II's IIoh lit ....
COt1 of certain land 1a beutld for. F'"
....I..id high.... Mel • Stllte wk-T,..
pcl1atkMIlnonrllCUiT.

01..... 1....4 u.iouI ..... f-..urtiftll

Interest Cost:
ChangII in .... Inw,.. R.-.ue CoOt,..

quiting ..lf4mPlovad Indhllduats to pay
..lmltld .Ifsemptoy...-t Oft •
q .......lfl. belli ...... thM ....
bIIiI tNrIby meking fundI I. to
.... Gouarn;,.IM ..,
whtt ,.. tn ...
Gover,.,...... bO:iOUU~. T..-.ry f..~
matld • ..-1 laWi... II million to 131
miNion)

SWii9 'ft intarIIt CON ,.,._rrom
ct...- In the Internal Aewnue Coda
tItIIblillri,.. ,,*,-·frM pi' , •

.... ,."..i..""'.... I0......-_'lHnt _

.Id.......of tm..T~ryC..,...................
Pee UOh in '"'--~ to ""~

rNnt by a""lt.UnIted....T,..
IUIY bcwicui'. until funds ...--.
fordl••,•••~ ....--.......

-.
12•

--
lao.

3I.IlCIO

37.000:M.

'.000.000

1.IlCIO.IlCIO



Action taken
or planoed

Interest Cost-eontinued:
s.-.Ift ..,..lI.i", from....,.....tor••idl.C;OV'
............ to .....kh:. AdmIne.
............ eitMs (liliiNtId ..__ S

I~':=tt-:~:::=~
..., In tUftl"l tM '••"."t0' en
il'lWWl.fNe F..,. tOen-·lntwiof
Ino_ingI

In to the Gowrnment be-
..... of itItmfint of crit... r.
..Ill,. In dl M1 of asmllll rec:.
Iln'IItlOn 1oIn-IMifior l.atlrnlted eft-
n......I...

....i.. ln in cMI'II&,.liHd ~y

UquidM cNbt-PllCfict of ColunGie
s-dlum (ftOnreCufring)

Loosing and Rental Costs:
~ ttwouII' pUid..... ,.... then
.....cenain office c:opMr Atomke,..,., COlli ... · • ; (..iMT.lld ........-~ dwOuIh ytUlution of. nduced-
rate ieMl'" plln for office copying ".
chil. Co~ (1RimIt1d ennuet-sew-. ........ trom ~Ingcon-

tnet for 'liN y ....tpment-T,.,.
port.Ition t~ing)

s.t... ,..tting from at+- Go.., 'WI.,.t
II'"dI& wrniMti"l more: COIlly ......
end utilizing tPeet excess to Fed....
A,,_ion AdminiJlration n.... (1It1·
rriIted .nnuel lIVings)

at.. it......iou$ MMCi.s IfttifNtld
InnUlllllriftll)

Rental Income and Fees:
ElClblilhmlnt of ,... 'ot furnilhing e·

.reclt of lMdical records and r....ed

."iceI to priwtelndMduM.nd or­

...tm:iOM--H....... Edumton• .net
___ I_meted .n"" .,;ngs)

AdditioMi revenue dUll to ct.nges in
rtMII re* lind utility~ for Gow­
_nment.owr* QI.*ter.·..,.,ious..
eM (IMifMted 1lftftuel1IVingI)

Incr..-l r"",",* 10 the Government
resulting ftom~ lifpWle 1MId·
eng end Pltking 'eeM I Fed.. Av","
IKon AdtniniSlfat~led lirport InA" (1IrimIttd ennuef _i",

Other item.-v.ious ......ciel (estimeted
MnUelMVi...)

Construction, Repair, and
Improvement Costs;

5evli'illln~I const:ruction COIlS by
u.lng Co.t GUIt'd parlOnnl' reth.,.
than commercial contr~or (nonr.
curringl

Estil'T\81ed
savings

239.000

202,000

t2t,ooo

31,000

81.000

n.ooo

66,000

36.000

14,000

100.000

99,000

31.000

19.000

130.000

Sewl,.. in ClOnSIf\ICtion COltS by usI,..
... COIrIy .....,..t in c.-tltlln COMt
GuIrd~ InonrlCUiTing) S 55,000

Manpower Utilization:
A-.tuctlon of ....ipO..... requited to ad­
~ milillfY asMtlMtl J,lfOf'MllIC­
tNiiti. in. F. East count!'V (nu,..,e-
ltW'fingl 700.000

Utilization of U.S.-owned Foreign
Currency;

Doll., f1IthM' th.n U.S.-ownlld for_en
turrencin were being u.s unnec:....i1y
to PlY United St.tes administ~tiveex·
penses in Kor.. {Th. Agency for Inter·
NtioNt Oevelopment rfllCh......ment
with the GoYernrnent of Kor.. to m.ke
incr•••d wnounts of for.ign cur.'ency
available for this pUfpOW~\ng in
nnuervl967. AIOoffic:.....lnwt.
that • .,ingsot S3.150.000wll1 be ,...
inti in~ y..- 1967 end that con·
tinulng 8Vings will be rtelil'ld in future
years. dej_odfi", on the 1tw6 of United
SUt.assistance end count!'V·tewountry
negot~ttons.J 3.150.000

Ootllrs ,ather ttw: U.s.-own.:t ......
rurrlHll;ies were being uwd for ennua1
lentil Pil\tfnertts to Pofend for IPecI
at the Pozntn InterNtioNl Fair (ftci-
meted anRUeI M'tingN 100.000

Transportation:
Savings through 'I" of ;rirlift~ in·

steed of airmail for 0YenhI milltw"
mail (estimated annual livings) 1.128.000

Eliminltion of overte.. tqn~ttltion
by canceliition of ordars for unneeded
material (nonrecurring) 204.000

Other Items
Additional rosts to be recovered by the

FkW'aI Gowrnment 'rom cNrges thet in­
cluded certain lCkJitionel dept.dalton.M
rttur" on inw!'Stment fo,. uranium enrich­
ment .-vices (review made It~ of
chair"*,. Joint Commitl" on Atonlic
Energy) (l".onrecurr1ng) 42,000,000

Savings resulting from the -.nination of
a lani-term medical rese.rctl project: on
aging of Iv~tion per::onnel-Transporg-
tion (nonrecurring) 3.aoo.000

Inctuse in price at wtlictl e1ect:ric power
and $,III water disti'''ion IlICilities 0'h'Md
by the Virgin fslands COfpor.ion we,t
told to the Virgin IsJM1ds Govetnmenl
InonrlCurrinel 2.391.000

$MIl. by everting the dinribution of
commOdities to inaligible 'emill.. r.
movl!ld from the rolls in the COihmodlty
distribution program-Agriculture (non-
recurring) 666.000
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A<.lion taken Estimated
Of planned savings

Other 111'!ITls--Clmtinued Sevingr. through eenceIlltion of ptanl to
Additional prol:eeds resulting from revi- corwert to M'OthIJ tYIM of computer

sion 0' regulations undM the wheat (norwecu"ing) S 91.000
marketing allocation program-Agricul-

650.000
AddilkKtal revenue feu!t"" from .... in·

ture (estimated annual savings! S dlKion of by-prodllCt __ In .....
Reduction of labor costs resulting from pr" of timber on..d for'" by tM

more realistic wage rate determinations FOfftI Servic8 tea'''''' 8MUIf ..... 90.000
under contracts for con$1ruction of SWings in li"'JPOf_lion cotl'S by inc:r...
cenain federally assisted housing proj- ing the Iot..,iz. of shipmen,s of Govem·
!'!Cu··Labor (nonrecurring) 563.000 ment-dDnMed pr5nl butter end f'olen

Reduction in co!Otsthrougf'i improved beef 10 St...~ultunlnon-
coordination in geodetic surveyi~!)C. recurring) as.OOO
tillities within the Federal Government Sevings through,~.=0' mIIthod of
..Interior (estimated annual savings) 420.000 computint " ... tiIM of te.rw offk9n

Reduction in constTuction<lifferenti.1 (iltd"eNd ..nuII -""91 7I,llOO
subsidies retultlng from policy change Se¥ingI ttvough elknkaltion of unneeded
by the Maritime Administration al· copies of cttUin preinduction medice!
lowing wailler of prelliously reQuired reports lntirnatld ...... ..,..) 60.000
performance and payment bOnds on AdditioN' bin... for "...,iIk futnhhId
certain ship construction contracts under the c $ elive fogictQ progI"'.
(estimated annual savingsl 316,000 I.............. 52,l1OO

Reduction in operating costs by transfer AdditiofWl rwenue from r...-et 101
of general purpose motor lIehicle flMt scan,. prondunl whid1 witl more eocu·
into General Services Adminislration rattly determine and recotd the volume
Interagency Motor Pool System·-ln- of ""lone! for..t timber .,1d·.AWicul.
terior (estimated snnuol savings) 233,000 tUle Il'Stimited annuli ...) 46.000

Personnel savings through consolidtttton s-w... "'....... byueeof F....' T_
of supply ocdvitles in Japan {estimated communic:ll:1oM System ,.... then QIIft'I-
annual savings} 107,000 rnercial t_llOI• .-v~kJneI Sci·

saving'> resulting from the reduction in che: ence Foundition (estimetlld ......
numbat' at fire department employees ..,ingal 38,l1OO
and the consolidation of the fire OJnd Miallaneous items-...ious ..-ntlel
guard management s1afts--Atomlc En· lestimeted annu.l ~i.., 1156.000;
ergy Commission lestimilted lII'Inuel nonreeurring. $107.ooc» S 263.000
savings) 106,000

TOQI otMr ~1bIe'-' 1161.721.000
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ADOITIOlIlAL FINANCIAL BENEFITS NOT RILLY OR READILY MEASURABLE

MIn¥ signitant fil\lndel beMfits, either one-t'ime II¥ingl
or re.:urrinI..,....•tIM .... mribu..,l. to the work of tlMl
GtMr.l Accounting Office •• not fully Of f.cdily meDW­
..k'l~ terms. ThtIt benefits reIYl. from actiom•'*.. 11k.... or thIIt •• to be ulk.. by ItMI depllltmef'lts aNt
.,.c:- to eiimrnatt unnec:.,.-y .~ituresOf otherwise
COfnCt deficiencia brought to li!]ht in our ludic r.pOrts. A
'MV ...mpl..of theM Ktion~ identified during the fiscal
.,.. 1981 ere deICribed below.

CHANGES IN AGENCY POLICIES.
PtlOCEDURE~ AND PRACTICES

Utilization of Available Slocks of the
United States Army in Europe for
Requirf!ments of Otht.>r Commands

Our nrpott to the cOngr.. in April 1967 dixkl_ that
,...ir -"~ ".ronic: w ...poo ....ts which ••eeees.t reo
qu........, in Europe were not redistributed to~ urgent
....... '" oth.... bee.",.. of weetc.neISn in the Army's
'......COi y reponing ptGcedures and prlCtlCtl. Our limited
I'ftlew Identified combat ItIthicle fepeif pan:s end electronlc
components Vllum at about $3.2 million, thet could have
bien 1,1'" 10 ..is'y urgent requlrRlTllnts In the United
StM• ..cs in the Pacific .ea. The avela.bilitv of these
it..... however. twit not bien reponed to tM appropriate
inlltintCH y control pOtnu 'n the United SIMes and. in the
-.nc:. of -..ch intormlnion. procurements .nd repeir pro·
....-ns ..... initilted ancI ....mribuOOn of tM ~tabl.

stOCQ WIlW not rNdt to meet known requirements. After
thIee i*TlS were Clllied to the attention 0' rnen.gernent offi­
cWt. m. r...... pInS 8nd components llelued at $3.2 mil­
lion .,.... either tJ1l""-tld to other comrnlndlJ or sched­
...... tor rediRributton tubsIq~t to our review. Also.
IlWM NPlir progrlmti were ~Ied end procurements de­
ferred. The action taken resulted ;n signiflctnt, though not
reMily measurable, sevin•.

W. recommendai that the Secre..ry of Defen,. require
thlt the Army's existtnt siock slatu$ reponing system be

.\ ...". to mclude • requwement for periodic reporting to
1 nerio",1 in.,.rory conuol j)Ofl\t, of all inventory stocb of

itemf c::ontideted to be in short supply by such inventcwy
control points. whtch .JlCft(f current avtlntes operating and
r~ requirements.

By letter dated JUM 16. 1967. from the Assistant Soc­
rl1lJf'Y of oefenw lInmllllions end Logisticsl we were in·
tcnn.t tNt the DapaftlMtlt of Oefense. conculT1!d in our
racammendlcion. In aetdicKm. we were In'ormoo chat lhe
oa.-rtment is invoking a system wherein ~rstlasdepot
....., will be incorporaud in their entirety on the records
of Ih. inventory manager. Managers at inventory control
polo" will Ihen have currant al\d complete Information on
all 1..,-" of stocks olnd would bi!' in a positkJil t'l make an
appropr'-te choice between IYailable aUerr.:.tivcs such.
prOCUremlffit. rebuikj. or redistribution of stock5 to fill reo
quirements eltPtditioollv. Thus. stbstantial sa",i,. can be
IIChi..,., throusth Ihe utllizatfon of ltVailable stocks inRead
of having 10 procure or rebuild items to fill requirements.

Savings by Consolidiltion of Field Organilat;ons
and Facilities for Recruiting Military Personnel

We ''POfted to 'he Congms in June 1966 thllt the: four
mlli..-v MtVices W8l'e maintaining 5epMate reaulting or·
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genizatioM end '-eilili.. lUbltBntialty in axcelS of their
combined needs. In mil COi.nection. we eltp"atMd ttMt be-
lief that if thes.:l sepera1e OfQInizations end fa:ilitin ...
consolidated milliom of delta" c:ould tM 8\lI8d IIMUIIly ....
lhe effectiveft_ of the recruit~ mts.ion would be Jm..
Pl'O\Ied.

In a draft of our report which we submitted to the O.
partm~nt of Defense for comments on Dectlmber 16. 1965•
we proposed thai the Secretary of Defen~e direct that a
field te.t of c:onwlidation of military recruiting OI'ganlz.
lions be condUCted. Bv leiter" dated February 28. 1966,
the AuiSl:tft' Sccretafy of OClet\Se (Manpower. advisad that
• oefen:se-wide $Iudy had been InitiaU:d of re<:ruiUn8n, f.
cilities in e-II IUClltlons in wh~h the military services hev- ,.
uuiting offiC:K in separate locations. The study was to aid
the Deponment fn dweloping a plan for relocating rec;:uit·
iog offiL'eS in thn same building and. where ptocti'Calble, in
the same erea within the building.

During fiscal y~ 1967. the Otpartment of Oef~.
with the Chief of Engineers acting 1$ cJl8Cutive eganl, ~
$ued procedure$ and implem.nting instructiOn! 10 co-locate
rllCrulting offices and main stadons in 14 large metropalit8l'l
areas. In this C(.lnnection. it is planned that the numbor of
locations will be reduced fram 524 to 193 and the number
of offices from 7'22 to 699. This action 5hould result in
~ifK:.ant $OWings elthoogh me Irtlount of 1he sewings is· not
~ily rJeten"iNble.

Si1.Vings in lhe Pror.uremcnt of
Periodicals by the Military Departments

In our review of the poticit5. procodurn, and prKticft
rNting to procurement of periodieals by the miliary de.
poIt1menu. we found thai p«iodicals were genef.,ly being
procured by eOlCh department on .n annuel 'ather 1han a
multipl~'Ylll<lr bftis al'd the departments were not teking
full advantage of cost savings in multipie-year procurement
of periodicals. In most cases, pe.-Iodicals were sublCl'ib«:t
to for 1-ycar periods, principally beause the departments
did not milke sufficient funds available 10 obtain multiple­
"'(!W 'UbiCriptlons.

The Army and the Navy used local PUfChase procedures
in procuring periodicals. whnreas the Air Force used a cen­
tralized prOCUremel1t method. filting rr.o51: of its period/'eal
needs through contr;x:1S with wbsc:ription <J!J(!:'lc:ias. It was
not feasibl~ to estimate the effect of :>focuring periodicals
annually. Deofltnso-wide. because of the procurementmettlods
used by me Army .nd the NavV. However, we e$t~ed
thac lhe Air Force could hi\le ~ed 5127.000 0V1!I' a J.year
period fO( periodicals subscribed to in cahmu.r year 1964
had it Obtained subscriptions to tho~e periodical5 for
multiple-year periods rather than for 1·Vf:ar periods.

We recommended to the Secretary of Defense in out ,'!
port of November 9,1966, (1; that budgets be $UbmiU'!d
and funds b& allOclllted tor multiple-yBar subscriptions; and
(2) that Defense-wide instruclions be isSUed. amphMillne
the need tor Ihe dLVWlmenl$ to procure pr.riodicals und.
multiple-vear sUb$Cl'"iptions in those inst.l1ceS' where It Is
advan1ageo~ to the Government.

we were infOfmed bv letter deted January 13. 1967,
from the office of the Assistant Seaet¥y of Oden. that
the mililary depertments end the Defense Supply Agency
were being requosted to emphasize 10 their personnel



engaged in reQuesting. budgeting. and procuring periodicall,
the desirability of funding and purchasing multipl.year sub·
scriptlons where there is a continuing need and it is other­
wise advantageous. Letter instructions dated January 24,
1967, were also issued by Headquarters, Air Force Logistics
Command. to various Air Force organizations and activities
directing that multiple-year subscriptions for periodicals be
procured where possible and practicable, snd thet additional
fund requirements be included in the fiscal year 1968 flnan·
cial plan to cover multiple-year subscription costs. The ac­
tions should result in substantial future savings.

lr1creasl! in Internal Audit and Inspections
Relating 10 United States Activities in Vietnam

Our survey of the internai dudit and management inspec·
tion efforts by United States agencies in Vietnam through
March 1966 showed a need for greater audit snd review ef­
fort by agencies because of the magnitude and vutnerabitlty
to operational and management deficiencies of United States
programs in Vietnam.

In May 1967 we reported to the Congress that there
had been significant increases in the number and scope of
internal audits and management inspections in Vietnam sub·
seQuent to March 1966 Improved programs of audit nave
been initiated and put into effect and the DOD has revised
their prior prohibition against their own auditors going into
Vietnam.

These actions result in major preventive benefits and dol­
lar savings. although the latter are not measurable in specific
dollar terms. The agencies' audit efforts mcrease the poten­
tial for significant continued improvement in the manage·
ment controls which are so important at this stage of the
activities in Vietnam.

We believe that the momentum of the agencies' audit
and Inspection efforts. described above, represent major im­
provement action and was achieved in part beclluse of our
work resulting in reports to the Congress in JulV 1966 lind
May 1967.

E:lirnin<ltiun of CI~rtajn SI~VI'r<lnCe Benefits
fu Form!;!r Foreign Service Officers

In a report to the Congress in January 1967. we pre­
sented our finding that Foreign Service officers who were
involuntarily separated from service and accordingly received
certain severance benefits were immediately thereaher reem·
played by the Federal Government at salaries eQual to their
salary at tha time of separation. The severance benefits
are eQuivalent to 1 month's salary for each year of service,
not to cKceed 1·year·s salary. In our opinion, the payment
of severance benefits under such circumstances WIS unr.
sanable.

As a result of our review. the Department of State re­
vised its regulations in such manner as to preclude former
Foreign Service oHiceno reemployed with the Department
from receiving concurrent payment of severance ben-'its
and salaries.

Increased Tax and Duly Revenues

In a report to the Congress in November 1966, w,
pointed out that, on the basis of our tnt of Feder.1 ta" r.
funds, a high ~~rcenio!'98 of ta:lCpeyers were not voluntarily
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reporting, _ ta".,I. Income, IrrtweIt rectIYId on their ••
refund.. The extent of ..c:h nonrepon1ne could not be ,..
IONbly estimated by us beceu. of ow limited __ to
records. Considering the .mount of 1",-, Pilei ;by the In­
ternal Revenue Service ....nUllty-$88.6 million In 'iIl* y.
1964-we.x~ our betief thlt COftiiderlblt~.... In­
come hid not been reponed. In -=cordInc:e with our pro.
poUll, IRS inforlMd us that'certlln corrtetlve mIMU....
were being taken Whlc.ii WI belliVI. if effectively ImpIt­
mented, should Improve the rtPOf"Ilng of I,.,. rectlwd on
tex refund... t.xl!bl. Income.

The Tariff Act of 1930, • ,,"ended, ,llows carpet
wool to be Imported duty-free when it Is to be ulld In the
rnanufltCtur. of specified articles, princlpelly ftour COVIf'I"Io
Wool Wist. resulting from this n'IInufecture II subJect to
duty if, though usable in the manuflctur. of II1lcl. tPlCl­
fled by the eet, It il u~ inst.-l for ot..... pur~

In a repa" to the Congress in June 1967. we ItItId
that the Bureau of Customl, Treaury Depe; tml..t, IlIOWId
wool wast" resulting from manufaur. of tpeelfled ..,Ie'"
principally floor covering, to be told to menufectu..... of
other aMicles, such • ~1I1 and clothing, without ..
$BSSfTIent of duty, even though the wool weste. could haw
been used for the manufecture of .-ticl.. not subject to
duty requirements. we estimated that, in the two CustomI
districts where we rMd. our review, the Go-..mment could
have rlQllzed .tditloMI revenun lmOunting to II much _
$453,000 on 1.2 million pounds of e:trpet wool wnt. for
fiscal year 1964. Importl of C:Onditionelly duty·f.... <*'PIt
wool in theM' two districts IInGUnted to -.out one third of
the 145 million poundl of wool Imports for fiel:ll .,...
1964.

Subsequent to our review, the Commillioner of Custaml
ruled that wast. from ..pet wool, with cert8ln 'Mcep11onl1,
is dutiable. We h.v. been inforrMd thlt the BurHU of
Customs is now requiring that a dnermiMtion be mall thlt
wool wnte is not usable in the ",,"ufEture of floor cower­
ings or other enumerated ,"icl. before .Iowing it to be
exempt from duty. The Ktlon tak.n should NJUlt In
strengtnened controls over the utilization end dlspoeltlon of
wool waste, consistent duty trHtment, and IddhionM reve­
nun to the Government.

Improvod Effort to Collect or
Otherwise Settle Certain Debtors' Accounts

We reported to the Co".-_ in .MnUMV 1961 that our
review of selected debtors' -=counts in lix counti" in the
State of Te:lC.S showed th,t rn....... a need for the F.....
ers Home Admlnistmion (FHAI to Inc...... its effort to
collect or otherwilfl .ttl. luch lC<:Ounts. The lC<:Ounts re­
viewed are known as colltetlon-only KCOunts whk:h ....
classified .. such when .11 of • debtor's teCurity property
hIS been liquidated and the debtor still own. blltnee on
!'lis loan. We ettimllt8d that of accounts totliing about
$3.2 million, $274,000 could have been collected In full
.00 some portion of ecc:ounts tottll", mout $948,000
could Nve been coUec;ted through oth...ni.""nt Ktk"..
Further. we found that IT\IIny eccounts had no potantial
for reeovery and th....fore should have bien <:ancel.. _
soon as Ipplic:ml. regulations .... permitted lAd thus 111m­
inate the administntlve COltS of IMlntllnlng them. At the
time of our revltw, about $18 million of I netionwidl totel
of ebout $70 million of collec:tion..gnly ICCOUnti were •
pliClibI. to the Statl of T....

,,
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Atw ".'! broutht me- tNtterI to thel'tNfttlon of
....., oHldIft. FHA'" inttruetionl requitiftt tNt m.
Cf.-I effort be .,... to collect or ottMrwiM .nit c.olllC·
dOn·onIy -=counft. T.... I'INl inla'uctionl should, if properry
Imp••" ..........It in 'itniUcent beMlitl to the~......
Reduction in Dependency Allowances
Payable to Recipients

At the .ime of ow f'IIlrilIw, me NMionII SdInct Fo.-.
dillon', 'NSF) d $ $ cv ••la .~ emtlt...... criter.
pcculdJd ...... fa.a ...ip fIIdpiInt could ,....-: dIpen­
dIIlIcy'IIta .a. for~ end for d'lildren wno would
Hin '-t" be d..:.... upon hftR for tuPPOft eturl,. me
..... of tti; htkMItIip. It _. '-f. to the t.Ifo¥.Ihlp ,.
cipiIM to -.miN the ... or chilclrtn __
.....,~.. d; ..: dil.- NSF officiels ....,a1ly
did not kmnd &0 ...-d • 1 5 idIi. It t "1OwrilIftce tar •
IPOUtI with ., iftcomt ;queIint orex~ thl fellow­
oIlIp _ 0...~of 56 _ ..._ .. _
in • IMn .,. thowlNd dIM. in dole to ont-hstf of the
~ hcMIwtIr. NSF o..m the dtpendl.iC, IllJaw-
... cWmId for the nocwithltand.......id,,,,,,. dis-
dOled in our I'Wi9w ih:Iic:Ming tNt the tPQUI8'l income ex·
~ NSF crlttria.

S.....WftIt to our diltullioM with NSF otficill, NSFit,'" J \It in Merch 1e&7 tNt it hid ....,dtted • m..;'
mum """'" """"' 01 12.000, Dr • pr..-.mounc for
Ihcrtw or .... periods, thort • tPOUt8 IMY eem beforebecc'" ineligible •• dlplndent,. P~ that the
~ of our tilt ,...,... warl indicative of all depe"dencw
..' a 1 .......dId in ftlcal yeM 1964. Ibout S6OO.ooo or
<to~ or .he to" J iIId.lIC~ 1110, Inc. of IbOut
'1.5 minion mey not t-. been WarTll'lted on the~
of tM r..... "it....

Adoption of Policy of
Government Ownership Instead of
Leasing Major Postal Facilities

In • NPU" to the eon.- InN~ 1962 and in
_leMa ~UMttNPOftI to the eo,..,.. IIftd to thl Poll·
...... Gennl. WII rtcQmmandld thlt. in view of the signi'­
ant .,i. eweilible to the Gov.nmant by ownership
rather than 1..1", of pGiltal facilities, the DtIPI"meot con­
sidIr • paticy of <Wll'*"*"P except in lPICifk: c... whwe
thl COlt of l.-ing cl."y jUllified by other identified_ton. On 0CCIIi0nI in 1964, 1966, end 1967, in
COIiN'.'ts to thll5enlUi Committ. on Public Works andlor
.... Houle Commift. on Post Offte. end Ciotlll service. on
blU, 10 "tend the Deplttment's 3().y_~ "Ihorftv.
WI tlCOl.N•• idId that the Department be required to sub·
mit wrinen jUSCifattons to the JiPptOpJiIW committ.. of
1M eonw- before tnt«ine into any 1_.'"6I.....t for •
_focllity.

The Post Office O!!p&lbi.lt hid d..,... generally.
lIrittl our conciUlionl: ,...-ding ml ~t8gtSof Govern·
mant OWMJ1hip OWl lUling. It su~,ntlyr~
Itt poation. however, lind. in I..imony before theSU~
mitt. on Buildl"" -.d GtOl.lnds, SeNtI' Committee on
Public Worb, In u.v 1966, Depenment offici."1 ~ted
data ..,pportIi. the o..,rnent's eonclulion that construe·
tion of "!II po;a.I f.alitl. fot Go...rF'ti'lWnt ownership,
" ..lilly. WDYkt be more eeonomiClil tMn obtaining th,'* of such '1ICIlit'- under I... candruction conttKts, At
June 30, t167, the Santle end House Public Works com-
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min- heeI...,.o .. Ihe COf'il11'uction of 14 facilities for
Go.-f1",..,t ownenhlp. lind Ihe CQJ9ftI ... eppropri8ted
$50 million for stll'ting this~am during fltcII v-r._.

T.... o.ntrll $eNicet AdministrattOf'i·s PI a ; I t\&lll for
tM 14 poIWI Mellities showed tMt the facilitfes .. to COfto

tIIf1 • tote! Of about .. million ...,. t.t of in_ior tpeee
.. thet. over the 5().ynr estimated 1_of 1M fw;ilitift,
sublQntiei sewings tIIiOUtd biI ,.iZid .. a ,..,al of conttNCt·
i"" 13 of the fKililiai fOt~ ownarship iMtIId of
I..... them, Shi,. _. not thown 'or OM small t.:itity.

ee.u. ltI~ Poa Offiee De.. li"lnt geMnJJly '­
major facilities for ».,.,- besic I*"",, .. computed the
IlViI'lfJ tNt would be achilVtld during a 3l).yeII' period as •
rewIt of conttructif'lg the '4 faciliti.. for Goutiiw....t own­
M'lhip i'*-C1 of Ifating them. Our computMions, which
.....~ *lilY on GSA's estimat.. of rentat .ct c:gn.

struetion c~". mdiQted that such swing5 would amount
to about 12"2,3 million.

ThI PosImester~ fkentty proposed • 55 biMion
PfOF8nt for moderftizing Ihl! pcKUIl pa.nl end equipment
0Wf' the next 5 years. Under this progtllm• .ttout 94 mil­
l~n !qu.... fHt of new inlerior spICe would be iJequired ..
I cost of aboul $3,1 biHion, OHicials of the~t
howe Informed WltioUi Senate MId HOUR comminees ...
in the future mosl m.e;or posta1 f.aliltn will be proposed
for COMtf'\ICriOf'I Uf'l(hr Gow«nmenl ownwship. Thus, the
fuh.... Wtil'i!Jl from the Dtipanmer'lt's chenge in ~;ey could
be quhe subSltntial.

Criteria to be Established for Use of
Protective Equipment

In 8 report to Ihe POItmlSter Gener1Il in June 1967 we
pOinted out that Ihlre were considerable diff....ncn in the
types, qYlntitlilS, Ind COliS of the safes, vaults, and other
protective eQuipment beir.g use" by different post offices
hMling _nfilily simil,r protecrlon "'QUirements. W.
f~nd tNI uf.. frequently were being used inside vaults,
althoullh olher I.....penlive types of equipment probably
would prewidll Idequ.t~ protection. We pointed out alto
th.. the Oepartmenl did not have .:ieqlAle critl'Ji'i, rl9/tfd-
i.... the quantities .nd tyPtJI of prOl.ctille equipment
luthoril''' t04'" usa in pan offices of difft,.·rcmt sizes ond
ptotec:tion ntquiremenu. We e.pr-...d the opinion tMl:.
in view of • recent decision bV the OlJ*'tment to discon·
tinue ~un:hlling the types of protection equipment p.....i·
o..asly eonsideted as st¥idotd equipment and to commenc.
a kmt-range iM'OGi'Mt of !Ji'edu!ll replteement of existing
equipment with new, more costly types, consideflbte sw·
ingl could be achieved throughuut the pos!ll servicl! by c:l.,.
tl!rmming the quanlittes and types of eqUIpment~ for
prO¥iding~Ie pt'olectton and by uliliz.ing U~ equip.
ment found 10 be .XCUI to reduu fuuwe procUfements of
prOlectiwequipment.

The Department COftCUfr«f with o~ condUlions ...-:f rec:­
Qi"" .... ldations and infofmed us tNt actton hid been initi­
lied 10 develop, issue, and enfor~ sPflCific criteria ~ing
the types ot ptot8Ctilll! equipment to be 101M in 'POSt officii
of different siz.., tlking inlO consideration the oosts of the
equipment in ~alton to the risles inl/Olved ...a the u.e of
existing U"MlfU fO( saftgUlrding the o.p.rtment's -...



CHANGES IN REGULATIONS OF
GOVERNMENT·WIDE SIGNIFICANCE

Arm~1 SprviC'c<; Procurement
Rf:tjlllrlt:QP

Costs of contractor operated and chartered air­
craft charged to Government contracts. -- I n a report
submitted 10 the Congress in August 1966. we pointed out
that the USb by Government contr8ctors of their own or
chartered i11rl:rllft. in Ii~u of commercial sir transportation.
resulted in additIonal costs which in most cases out·
welghe(i the benefits. In resPOnse to our report, the De­
partment of Defense on December 1. 1966. revised the
Armed Services Procurement Regulation. The revision
I~cc. 15·205.461 provides that such costs are allowable, if
reasonable, 10 the oxtent the contractor (;lin demonstrate
that use of aiteratl owned, leased, or chartered by the con­
tractor is nea!lS3fV for the conduct of his business end
ttlilt the lncredSC in cost. if ~"Y. In comparison with alter·
notive 1'1cans of tronsportation. is commensurate with the
advanragc gamed IChar~ tlJ Ol!fcnse Contmc1S for Use
of Company Operated and Cholrtered Aircraft, Department
of Defense. 8·146948. August 9, 1966.)

Right to examine contractors' records relating to
inventions.--We had reponed to the Con!lfess in a prior
vear thin a basic chCiTlical millIng invent'ion deveklped by a
Governmr.nt contractor had been classified by the contrac·
tor as not being subjcct to the patent righ1s provisions of
t!'le contract. Royalties were charged to the Government
for its use. The terms of the contract were subject to var·
ied mleqJffJlatiol'ls bUI. in our opinion, III reasonable inter·
prctatlon would have granted the GOllernment III royalty·
free license to uso the invention. In response to our pro­
po~l thill lhc motter be settled On equitable grounds, an
aytel!ment was reached which provided the GOllernment a
rellate of one·half 01 the rovalties paid and a grant of
royalty·free licenses on certain of the COntractor's inllen­
tioR!>.

WO had proposed. also. that the Armed Services Pro·
curemer'll Regulation he rellised 10 prOllide a right of accen
to records necessary to determine compliance by it contrac,
tor with thlt rcquironwnu of the patent rights clause. On
October '. 1966. the Armed Set.lees Procurement Regu~
tion was revised (sec. 9·107.5Iall in re!ponsB to our pro·
posal. The revision requires Inclusion, in the potent rights
clause. of a statement that the contracting officer or hi!
authoril~ representative shall. until the expiration of
3 years allef final P3yment under the COntract, have the
rlllht to examine any books, records. documents. and
olher supporting date of the contractor which the con·
tractin!! officer or his authorized representative shall r.
sonably deem directly penrnent to the discovery or identi·
ficutior) of SUbject inventions or 10 compliance bV the con­
tr<letor with the requirements of the patent rights clauw.
lRoyelties Charged to the United States Government for
Use by Government Contractors of Chemical Milling In\/tl\­
tions, Oeparlment of the Air Force, 8·133386. April 12.
1966.1

Federal Proper tv Management Regulations

Guidance in acquiring office copying equjptMnt··
We roponed that excessive costs were being incurr~ by

the Governml,!nt because Federal agendn were leMing
rather than purchasing office copying equiplNnt under Feci·

eral Supply Schedul. contr.s I'lI9Dtilltld by the G.....
Servas Adminiltnltk)n. W. errinwted thI1 ..... of
eout $6.5 miMion would be Mtalnlbte by the ~nment
over a 5·.,.., period eft. theW~ if certein office
copietl in Ule It the tim. of our revl.. were pure"'"
rath" then l~ Met thllt funher' IUbltentlat -inti would
be .tt.lnebl. bec:auw tM produe:tfw 'ife of the copiers
might be- ••~ to ell!end beyond t1'I. 5-.,., petiod.
We propOtld C*taNt cornett.. ~ion. In JuM 1967, GSA
.nnounetd the publbtlon of a nlW GSA hanc;fboo6l,
FPMR 101·6, Copying Equ;pm.nt. The hlndbook pm.
vides guidenee to Go¥'lfM1flnt agencies on the eetteUon
0WKf use of document copiers to meet 19lney rapid-eopy
requirements III1d is int.~ to .id Go.. ,.,..... offlc:leh
having responlil;Jility for _l«tint, operating,~ COi"ltf~·

ling document copiers, The handbook includes ••cerptS
from FPMR 10t·25,5. issued in FebrUIJY 1968 to provide
detlliled guidelines~ erit.i, to be UIfd by F.......
egeneles in determining whether office copying eq~.
shoold be acquired by .... Of purcn.. The provision, of
the new handbook are in general .~"nt with our pr0­
posed corrective ICtions. IPoten1ie1 SlYi,.Av~
Through Purchasing Rather Then LMling Certain Office
Copytng Mkhines.F"'l Supply SeJ\lK:e. Genefli $erva.
Adminlm-aUon, 8--146930, Oct. t9, , ....)

Utilization of motOr vehicles,·· Our f'ftiuw showed .
that the General services Adminillrlltion motor vehicle 'ow
rental ra'es ltnC'OUfeged agencies to request .he .....men.
of in1.....,.cy motor~ vehicles for Iow-mi'" requir.
mttl'lts. The rates were designed to recover the aver. COlli
of the en.ire interagency motor pool fllllt and did no. re­
CO¥tIt ,he full cost of indivictultl vehiclft Ihllt were operated
~t annU1lI mile~ befow the ltV'trolVl. We conc:lud-el tt.t
the Bteblist'lment of a lTlOfe reeli$tic ren." ..... stru.e1Ufe
that fequirtd low-mileage users of anigoed whiclti to make
payments comparable 10 the actual COst of owning and opo
era1ing 1he vehic/es; would It) provide uung egencM more
incentive to UWI dillJNlch vehicles or oth.. more economic8ll
IOUt-C" of "Importation for low·mil8191 requifementl end
(21 irnprcwe Yehide utiliution and thus tIduce the .,....
cost per mile in int....fkV molor poots throughout .he
country.

In Janu&Ty 1967, GSA issued Bulle1in FPMR No. G·26
which impllments Out recommendation that it revile motor
vehicle rent.1 rilles '0 pfovide for a flat fat. to co,*, the
fixed costs that ar. incurred by 1h. pn.sage of time plus,
mlJnge rate to cover the verieb5e coste thlt .. reAM" to
the miles driven. (Utili,.iOn of Motor Vehiclfi in the
Cape kennedy In..-agency Motor Pool. Genentt S.-vic:es
Administretion and Natlon.l A~.icsend S,*" Admin·
iltratlon. 8·159210. Nov. 30. '966.)

S«ricing 01 o«ice machines.·· We estimated that
Feder., agencies could heve sev«I up 10 $1.2 million duro
ing fix:el yeer 1965 tor fepeir and m.int~ ..,."ic:es on
~din9 machines, calculators, comptometers, end .Iec.ric
typewriters through the If",f u.. of r..ilb5e loc" repelr
fifms InslUd of through u. ot natioNt Federal Supply
Schedule cOn,rectl with 1tHt mct1i.... rnenufecturer•. we
also pointed out thlt, although Gowrnment .,d indepen­
dent studi" indiclted .hlt the per-eall bnis WlS the leut
IJIlper1liw method 'or obtlfnine .-rYic., most of the Fed·
er.af ..pendltures ..... been for the more costly maim...
Nnce m.d\Od It fix.. ennual f8ft. As. mutt of our prO­
pOII"- we were informed thM: GSA would tWist Its .....,..
tions to provide gUideline end crl....i. cone_ning ttte
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............ end 5 • ofthe __.... thI

....... "'lillHllIIIUca ....,.1Ct~ tor .-vicini offici
mechi... In OctoW 1988. GSA illllld FPMA 101-25.101,
tfftctiW Now. 4, 1981. to ' .....ire F.... 1IIftC- to .-­
mine IIftct QOftIidII' "I retaliYt facton lsuet- • cam.~
of ncd • _ nlldine ..w:e. cIIgree oJ ~iIbi4ity .......
and ....Mad of ...." ..... tequiNdl. prior to dettrmift.
h. whet_ to UII~ meiMenenc:e contreets or per.
ee11 mtnts few thl ...,lcing of office ITIIIchinll. (SW·
inti "VIIi Thr~ EJqJInded U_ of AlgioMi C0n-
nett for tt. A...... Met_I~of 5e1ectld Office'
" tf I..... o.-aI SerW:tI Administration, 8.1&0419,
..... 23. 'ts7.1

·Goftoric _ lnnd _ cItup.•• we lound _
__ far tIIeded blend-,.". dr..... attw mtcIic:aI
itImI~ by F.... ..-c- undIJ MIOtiated cun­
tIICII .... on COfttrIClaft' cMIIOII or price lilts wet, lib
~tiIIIY '"1M' ..... pt_ lor like items put'c~ by

....k ....t~ eontrlCtl IW'M'ded on ~ tdvertited
10000ici beli, 8nd through oth_ GovernlTWllt contrlCtl
where price compeci1k»n ... been obt8iMd under definite
~it... Of the $36.6 million of drugs end other items
~ ......., b'i' F.....~ undlr ttM F..et
~ _10. -.. S3lI million ..P"'~ by
tnncI ,."., end the r","_nilll SGOO.OOO ., purcttftld by
....Ie nemI. Aftw we brought this IT1Ittlr to the .tten­
tion of the~ $MY_ Acknin4str..toft. thl IIII"cy r.
viIId 'PUR 101·28.... in August t966 to uir. that
F.... III"C* obMin their~ on ie name baM
une. boI'III fide tedlnte.t Of' profMliOl'llll~s CItII jus­
tify the procurement of the more IlCpensive brand "If'I'III

~ (Report to GSA on e...,iMtion Into COfthCtint
for~ end PIw",..,ttctl Products. Jun, 29, 1967.'

Standardized Government Travel Regulations

lleJinburso",eflt d F_ employws (or UIO of
,,",.,ely _ .... 011 clfJCill _ .....-w._
that mil... r.tes estiJblilhld by Government ,..nc:ies to
rlimbu,. Imployltt for ullng their pridlteiy owned '*'
Oft official bu'Ji.... frequently ,.e:e-ied chi COltS for oper­
ating GeneraJ Service Adminittt8tion int...~ motar
~ CoII"I .t higtHnilMgl levitt.. OW' re'll_ IhowId thee
F....I~ hid not bHn furnilhld inform.iDn on
thl 1;011 of op-.ting motor pool cars It the various mil.
... llvels ancI therefore wIt. not in • position to adequa,.
tv c:onUder the 8ItltN\ive of pl'Ol'iding motor pool CltS 10

higtMni.... driwlrs. If the~ Plnarnt we ~.,..;t

at ....Md filkl offw:es of tht'ee lII"CiIs were "pical. the
~ nat;onw1de toItt to t"- iJlM'CieI of reimbursing
high-mli-.ge drivers for officii' tr,avll e_ceeded the cost of
openting interagetlCY motor pool cars by about $1.6 mil­
liOn. As I rtlUll of our propouh, the Bureeu of the Budgtt.
rlW~ the Stl1'lderdiZld GowmmInt Tr"" R....I.tions. d­
fectiW: April 10. 1967, to provide poUc:y gutdllinls for~
tennl:nfng fU wteethef It is flMibte Mtd IdvIntlglOUs to the
GO\Wnment for Imployees to .... their own cars for officill
tr-.l and (21 the reirnburwment. for which empk)yees are
Wltit~ if they .. IMrthoJtud to uti their an on offici"
buIi,... for their owrm convenienc:e. IPotentitt Reductions
in Coa of AutomotiveT~ by Ftdtrel Employees WMrt
UtI 01 Gov,,""*,t-ownld Vehtctes Is Fle$ibie, 8·158712.
Aug. 23, 1966.1
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