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The President's fiscal year 1983 budget targeted areas
in which Federal dollars could be saved by legislative actions.

We thought it would be useful if GAO provided the views
of our staff on these and other budget-reduction proposals.
Our analyses of the descriptions provided by the President
in the document entitled "Main Themes and Additional Budget
Details," is based on work we have completed or have in

process.

Should you want more detailed information on the material
which we have enclosed, the name and telephone number of the
appropriate GAO staff member to contact is provided at the
end of each discussion paper.
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Health Block Grants

Low Income Home Energy and Emergency
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Rental Rehabilitation Grants




oba, aent of dealth ot s Service

TR !

Proposar .o THE USE OF HEADIY BLOCK Giel ol

Supplementary GAO Discussion

GAO Views

On April 2, 1981, GAD testified before the Senate Cammittee on Labor
and Human Resources on the Administration's health block grant proposals.
During those hearings, we stated that the Administration's proposals
offered the Congress a unique opportunity to resolve many of the problems
GAO has identified over the last several years in the administration of
Federal categorical grant programs. We endorsed the concepts of (1)
consolidating separate categorical programs having related objectives
and sarviﬁg similar target populations; (2) placing management responsi-
bility far similar programs in the same agency, (3) giving the States
greater flexibility to match resources with needs and priorities, and
(4) resolving the problems frequently created when Federal project
grants are awarded directly to local organizations, bypassing relevant
State agencies.

We support the continued efforts toward consolidating related grant
programs. We particularly support the consolidation of the migrant
health care program with the primary care block. Work previously done
by our office showed that in 1979, 63 percent of the health centers
receiving migrant health funds also received community héalth center
(now the primary care block) funds. About 72 percent of the funding
at that time was channeled to the jointly funded centers.

For all practical purposes, the cammnity health center and migrant
health center programs operated side by side. Their programs were

similar, and their funds often combined to provide services at




individual centers. There were aood rcasons for integrating these

program operations and these reasons also argue for further program

consolidation.

Relevant GADO Reports

Problems in the Structure and Management of the Migrant

Health Program

GAD Contact
J. William Gadsby, 443-3596
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Department of Health and Human Services

CONSOLIDATE THE EMERGENCY ASSISTANCE
PROGRAM INTO THE LOW INCOME ENERGY
ASSISTANCE BLOCK GRANT

GAQ Supplementary Discussion

The Emergency Assistance Program was authorized by the Congress
in 1967 to financially assist States in providing temporary assis-
tance in time of emergency to needy families with children. States
may either provide cash or arrange for the provision of such items
as food, clothing, rent, utilities, or medical care. The Federal
Government pays half of the emergency assistance expenditures.

In 1978, we reported (HRD-78-65, 04/05/78), that HHS allowed
States wide latitude in developing their emergency assistance
programs and had not developed uniform guidelines for approving
and monitoring State plans., HHS's position was that the Social
Security Act permits a State to specify the emergencies it will
cover, and that State programs need not cover every conceivable
emergency. HHS, therefore, approved a variety of plans--some
containing restrictive provisions on eligibility and coverage,
and others covering almost any emergency situation.

One result of this policy was about 40 court cases challenging
the legality of State plans containing restrictions on eligibility
and coverage. In some cases, the courts upheld the restrictions
on eligibility and coverage; in others, they did not. As a result,
States found that they could not rely on instructions and interpre-
tations from HHS in determining what type of plan is permissible.

The States also found it difficult to operate the program because

of conflicting court opinions. Faced with this situation, at least
four States dropped out of the program. Another result of HHS
allowing the States wide latitude in developing their programs had
been the use of emergency assistance funds for questionable purposes.

We recommended several actions to improve HHS's operations
of the program. We also recommended that the Congress reconsider
the need for the Emergency Assistance program because (1) few
States participated in the program, (2) many States provided emergency
assistance by other means such as the AFDC Special Needs program,
and (3) States used the Emergency Assistance funds for nonemergency
situations.

We futher recommended that if the Congress determines the
program should continue, it should review the positions of HHS
and the courts concerning eligiblity and the type and extent of
emergencies covered and then, if necessary, amend the Social Security
Act to cleraly indicate congressional intent.



In December 1980 we noted in a follow-up report--Implementing
GAO's Recommendations on the Social Security Administration's Pro-
grams Could Save Billions (HRD-81-37, 12/31/80)--that HHS issued
guidelines to States which dealt with the approval of State
plans and drafted instructions which clarify the degree of latitude
States have in defining who is eligible for coverage under the
program. These guidelines and instructions were based on HHS's
interpretation of a Supreme Court ruling and other court decisions
which appear to support HHS's policy of allowing States to redefine
the types of emergencies to be covered and of providing States
with latitude in determining the needy families with children
who can participate. HHS had not, however, developed uniform
guidelines concerning the uses of funds in the program and on
how State programs should be monitored to assure uniformity
in the use of funds. Therefore, we reiterated that Congress
should reconsider the need for the Emergency Assistance program.

Since the issuance of our follow-up report in December 1980,
a report prepared for HHS by the Institute for Research on Poverty
at the University of Wisconsin showed that 45 States reported
having one or more statewide emergency assistance or special needs
programs. These 45 States reported an average of four separate
statewide programs, including the Emergency Assistance and the
AFDC Special Needs programs.

Also, HHS terminated the State of New York's practice of paying
for AFDC recipients' fuel costs for an entire winter with Emergency
Assitance funds which was contrary to the Federal Law for Emergency
Assistance. An AFDC recipient's need for fuel assistance should
have been provided through other programs such as the Low Income
Energy Assistance program.,

Accordingly, in evaluating the Administration's proposal,
Congress should still reconsider the need for the Fmergency
Assistance program

Relevant GAQ Reports:

Should Emergency Assistance For MNeedy Families Be
Continued? If So, Program Improvements Are Needed
(HRD;78-65, April 5, 1978)

Implementing GAO's Recommendations On The Social
Security Administration's Programs Could Save
Billions (HRD-81-37, December 31, 1980)

GAO Contact: Neil N, Miller 523-9076




Pregident's
Proposal - RENTAL REHABILITATION GRANTS

GAO Supplementary Discussion

GAO Views: The proposal to create a rehabilitation block grant
program in conjunction with the administration's new voucher
proposal has merit, particularly if the Congress concurs in the
elimination of other production or supply-oriented programs as
proposed by the administration. It also has the potential to be
effective in upgrading a badly deteriorating rental housing stock
at lower cost than past mechanisms. It should, however, be care-
fully implemented to make sure that it does not inadvertently
hurt those tenants least able to afford adequate housing. This
could be ensured by including geographic and income related tar-
geting mechanisms limiting the extent of rehabilitation expenses
done in conjunction with the program, and assuring that those
units rehabilitated were actually substandard or deteriorated
prior to inclusion in the program.

The administration's proposal for a Rental Rehabilitation
Block Grant in fiscal year 1983 is aimed at preserving the nation's
rental housing stock in low~ and moderate-income neighborhoods and
assisting low- and moderate-income tenants. This program would
provide grants to States and units of local government for up to
one-~half the cost of rehabilitating multifamily rental properties.
After the rehabilitation is completed, the units will be made
available to low-income tenants with housing certificates provided
under the Modified Section 8 Housing Certificate program. The
acute need for this rental rehabilitation is underscored by HUD
estimates that of the 30 million rental units nationwide, 2 million
are seriously deficient and another 4 million have significant
inadequacies. Approximately 30,000 rental units would be rehabil-
itated annually under the program, with an anticipated average
grant of $5,000 per unit.

This block grant program is expected to have several
advantages over the programs it replaces--the Section 8 Moderate
Rehabilitation program and the Rehabilitation Loan Fund. Among
these possible advantages are more efficient and less costly eco-
nomic subsidies, greater incentives to encourage rehabilitation of
multifamily rental properties by localities, and concentration on
low-income tenants through linkage with the Modified Section 8
Housing Certificate Program.

l.ocal programs similar to the administration's proposal are
already being utilized by many cities under the Community Devel-
opment Block Grant (CDBG) program. Based upon preliminary results
of a current GAO evaluation of CNDBG housing activities, we esti-
mate that roughly 30-35 percent of all entitlement jurisdictions
expend some funds for rehabilitation of privately owned multifamily
rental housing. Of these, 25 percent reported that they combined
that assistance with the section 8 existing program. Thus, the



transition to a new program of this nature might be quite rapid
in many jurisdictions.

In the past, rehabilitation grants and loans have been
conditioned upon the continued use of the housing for low- and
moderate-income households. On the other hand, past experience
with single-family rehabilitation under CDBG and section 312
has shown that in the absence of clear guidelines on targeting,
many communities fail to assure that benefits go to low- and
moderate-income households. When working through intermediaries
such as landlords it becomes even harder to carefully target
benefits. Thus, consideration should be given to targeting the
units in the rehabilitated building to low- and moderate-income
tenants. Further, limiting the subsidy, by statute, to low- and
moderate-income census tracts might be advisable.

Another issue to examine is whether a limit should be placed
on the total expenditure for rehabilitation or on the subsequent
value of the unit after rehabilitation. Some limit might be
considered on the extent of rehabilitation which would be allowed
since sizable rehabilitation expenses would necessarily mean
substantial increases in rents to thosé occupying the buildings.
Limiting the rehabilitation expense would also tend to ensure
that the Federal grant money did not go to support unnecessary
or extravagant improvements but rather tended to bring substandard
and deteriorating units up to code. An analagous problem which
has arisen in substantial rehabilitation under past programs was
the tendency to maximize rehabilitation expenses regardless of
the original condition of the building in order to raise the tax
savings provided by accelerated depreciation. 1In the past, rents
and subsidies under categorical programs such as section 8 were
often as high or higher for rehabilitated properties than they
were for new construction. FEven when costs for development were
lower, the indirect subsidies can increase total subsidy costs
beyond new construction.

Finally, in some locations a rehabilitation block grant might
be ineffective in that the overall rental housing stock is inade-
quate. In this circumstance, housing vouchers would be ineffec-
tive and rehabilitation could not add to the stock. If Congress
wishes to target some aid to these localities, then some provision
for limited grants for new construction might be a workable
alternative.

Relevant GAO Reports: GAO is currently drafting a report on Hous-
ing Block Grants based upon field work and a nationwide survey of
CDBG entitlement cities. Staff members are available to provide

a briefing on this work. Other relevant reports are PAD-78-13,
CED-80~19, and CED-81-98.

Contact: William Gainer, (426-1780).




REFORMING ENTITLEMENT PROGRAMS

President's Proposals Addressed:

Food Stamps

Child Nutrition Programs
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Child Support Enforcement
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Medicare

Supplemental

Security Income

Combined Welfare Administration

State Responsibility for Errors in Welfare Programs

Trade Adjustment Assistance Weekly Cash Benefits

Redwood Employee Protection Program
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Railroad Retirement and Railroad Unemployment
and Sickness Insurance




Pregsident's Proposal: Amend the Food Stamp Program

GAO Views: Among other things, it is proposed that able~bodied
stamp applicants begin job search activities when they apply
for assistance. GAO generally supports this concept. Regarding
a closely related issue involving food stamp recipients working
for the value of the food stamp benefits they receive, we reported
that a mandatory 30-day job-search period (as was then in effect)
before being assigned a workfare job was unnecessary. We said
that the effectiveness of the food stamp workfare concept could

be improved by requiring eligible participants to report to the

W R B A P L B R . B A A S T R Y A S LR g

workfare office for interview and work assignment as an integral
part of the benefit application process. The Congress has revised:
workfare program design to enable such procedures to be used. The
same principle would seem appropriate for the food stamp program's
work registration provision. Earlier, we had pointed out that
promptness in implementing the food stamp program's work registra-
tion requirements would be a key factor in improving employment
results,

Relevant GAQ Reports: CED~81-117
CED-78-60

GAO Contact: Stan Sargol (447-7883)




President’'s Propocal: Change Child Nutrition Prugrams,
Including the Special Milk Prog am

GAO Views: The Administration's proposal includes eliminating the special

milk and summer feeding programs, converting the school breakfast and child care
food programs into a general nutrition assistance grant, and eliminating Federal
participation in nutrition education activities. Our past work showed that some
Tow-income families participated simultaneously in as many as six different Fed-
eral programs providing food assistance. This multiple participation was speci-
fically sanctioned in the legislation authorizing most food programs. As a
result, some needy households could receive more in food benefits than the aver-
age amounts American families of comparable size spend for food. Such multiple
program combinations included food stamps, school lunch, school breakfast, special
milk, the summer feeding program, and the child care feeding program. Estimates
of the amounts of such overlaps and potential savings were not readily available
in all cases but we determined that the overlap between food stamps and school
Tunch alone would run over a half a billion dollars a year. Although we did

not recommend that specific programs be terminated in order to eliminate the
overlaps, we did recommend that USDA explore further this matter of overlaps

and propose such changes in the authorizing legislation as may be necessary to
eliminate the overlaps.

In our past reports on the summer feeding program, we reported that the
program has had continually recurring problems. Although progress had been made
to tighten controls over the program, major abuses--such as poor quality food,
inadequate food storage facilities, and overstated sponsor reimbursement claims--
continued. In the area of child care feeding, we reported that improved manage-
'ment was necessary to ensure that nutritious meals were served to children at
“healthful feeding sites, that sound fiscal accountability be maintained, and
“that incidents of fraud and abuse be obviated.

During a review of the school breakfast program we noted that

--disagreement exists on whether the program is needed in particular
schools and on the role of the family versus the schools in provid-
ing breakfast,

--lack of information on the nutritional status of children makes it
impracticable to determine whether a specific nutritional assistance
program like the school breakfast program might be needed or not
needed, and

--communities should have a voice in decisions to provide or not to
provide a breakfast program in their school district.

Qur current review of nutrition education activities shows that many

i experts agree that educating school children is the most effective way to de-
velop a nutritionally informed population. In addition, nutrition education in
the schools has the potential for reducing food waste in Federal feeding pro-
grams and in the home, and for reducing the Federal Government's need to (1) dis-
seminate nutrition information to the public and (2) provide nutrition education

10



for specific target groups outside of schools. With improved:manacement and
administration, USDA's Nutrition Education and Training (NET) Program can
develop into an integrating force to bring public and private education efforts
together to enable more efficient use of limited resources through (1) the in-
creased sharing of information on the benefits and pitfalls of past nutrition
education efforts, (2) the development of nutrition education assessment tools,
and (3) better coordination of nutrition education efforts.

Relevant GAO Reports: CED-78-90, CED-78-113, CED-79-12, CED-80-33,
CED-80-35, CED-80-91, CED-81-81, CED-82-8

GAO Contact: Stan Sargol (447-7883)
Bi1l Gahr (275-5525)
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Department of Health and Human Services

President's

Proposal - AFDC PROPOSALS TO REDUCE BENEFITS
AND TIGHTEN ELIGIBILITY REQUIREMENTS

GAO Supplementary Discussion

GAO Views.

The Administration has proposed several changes to the AFDC
program which would limit the number of families who qualify for
assistance as well as reduce the benefit amounts for those that
do qualify. Generally, these proposals are similar to those enacted
in the Omnibus Budget Reconciliation Act of 1981.

Because most of these proposals have a July 1, 1982, effective
date, it is questionable whether the States will be able to meet
this timeframe and realize the estimated savings. Many of the pro-
posed changes will require a significant administrative effort
by the States at a time when many of the extensive changes to the
AFDC program required by the Budget Reconciliation Act are just
now being implemented. Some States have not yet implemented all
the changes required by the Budget Act which were effective October
1, 1981.

To implement the changes to the AFDC program proposed in the
1983 budget, information will have to be obtained from recipient
families concerning minor child resources, unrelated adult income,
and household size for prorating shelter and utility costs, and indepen- - :
dently verified, which amounts to another wholesale redetermination
of eligibility. Furthermore, State legislative impediments will
most likely necessitate emergency or special sessions for State
legislatures that have adjourned to conform State law with Federal
policy requirements.

Problems at the Federal level could also delay the implemen-
tation of changes proposed in the 1983 budget to the AFDC program.
Regulations to guide the implementation of any changes to the AFDC
program will have to be approved by OMB either concurrent with or
after publication as interim regulations. Unless the 60-day public
comment period provided for under the Administrative Procedures
Act is followed before the regqulations become effective, there are
likely to be court suits brought to restrain or postpone implemen-
tation, which happened in several States with the changes to the
AFDC program required by the Budget Act of 1981.

Relevant GAQ Reports:

Ongoing Work: Monitoring Implementation of P.L. 97-35 AFDC
Changes and Regulations

GAO Contact: John Boyd, 523-9076
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Department of Health and Human Services

President's
Proposal - ALL STATES WILL BE REQUIRED TO

ESTABLISH COMMUNITY WORK PROGRAMS

GAO Supplementary Discussion

GAQ Views.

The Omnibus Budget Reconciliation Act of 1981, established
Community Work Experience Programs (CWEP) as a State option under
the AFDC program. The Administration now proposes to make CWEP
mandatory. '

CWEP/WIN Considerations

In evaluating this proposal the Congress should consider that
the Administration is also proposing to seek no further funding for
the Work Incentive (WIN) program. The objective of the WIN program
is similar to CWEP; that is to assist and encourage AFDC recipients
to obtain employment. Therefore, if the VIN program is not funded
as the Administration proposes, then it may be desirable to require
the States to implement CWEP.

CWEP/Food Stamp Workfare Considerations

The CWEP concept is similar to the Workfare program enacted
in 1981 as an option to the States under the Food Stamp program.
In both programs, welfare recipients would be required to work for
benefits. GAO has issued three reports and testified twice before
Congressional Committees on demonstration projects for the Food
Stamp Workfare. These reports and testimony should be useful to

the Congress in deciding:

--whether CWEP should be mandatory,

--if so, whether the mandated program should be the same as
the current optional program,

--whether there should be a demonstration period for CWEP
before requiring it in all states.

GAO believes that the Congress should take into consideration
that many AFDC recipients are also Food Stamp recipients. Therefore,
the Congress may wish to ensure that the requirements of CWEP and

'Food Stamp Workfare are consistent so that AFDC/Food Stamp recipients

could be required to work for both types of benefits in either program.
In striving for consistency, the Congress should note that currently
the Food Stamp Workfare, which has been through an extensive demon=-
stration program is optional to the States, whereas, under the
Administration's proposal the AFDC-CWEP, with limited demonstration,
‘becomes mandatory.

13




Relevant GAO Reports:

Preliminary Information on Workfare Pilot Projects
(CED~-80-129, September 30, 1980.)

Insights Gained in Workfare Demonstration Projects

Food Stamp Workfare:

Cost Benefit Results Not Conclusive

Administrative Problem Continue
(CED-82~44, February 19, 1982.)

GAQ Person to Contact: Neil Miller 523-9076
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Department of Health and Human Services

President's
Proposal - RESTRUCTURING THE CHILD SUPPORT

ENFORCEMENT PROGRAM

GAO Supplementary Discussion

GAQ Views

The Child Support Enforcement Program (CSE) provides services
to locate absent parents; establish paternity; and assist in the
establishment and collection of court-ordered, administratively
ordered, and voluntary child and spousal support payments. The
program was enacted in an effort to require ahsent parents to
support their children and thereby reduce spending for AFDC. The
program covers both AFDC recipients and non-AFDC recipients.

Currently, the Federal Government pays 75 percent of State and
local administrative costs for CSE agencies that establish pater-
nity and collect support payments from legally liable absent parents.
Where the absent parent's family is on AFDC, these collections off-
set AFDC costs. The Administration reports that these collections
reduced Federal AFDC costs by $268 million in 1981. The Federal
share of collections under current law is projected to exceed $500
million by 1987.

: An added 15 percent (financed solely out of the Federal share
'0f collections) is also made to States for "cooperating" in child
support cases involving other States. States also receive special
Federal financing for Court personnel who are involved in child
support as part of their reqular responsibilities.

The Administration proposes the following changes to the CSF
programs:

~-restructure Federal matching to provide incentives
for improved State and local performance,

--require States to retain 6 percent of child support
collections for all non-AFDC cases as reimbursement
for the costs of enforcement and collection, and

--strengthen the CSE identification and collection process.

i These changes, according to the Administration, will increase
'AFDC collections and/or decrease the Federal share of CSE adminis-
‘trative costs by about $150 million in 1983 and nearly $900
'million over the next five yvears. Increased child support collec-
‘tions will help offset Federal and State AFDC costs.

Although the details of the proposed changes are vague with
regard to how States are to be encouraged to increase collections
and to operate more cost-effective programs, we agree with the
overall thrust of the Administration's proposals. Generally, we

15




have found, based on our past work, there are long delays in
establishing paternity and ordering support and that efforts to
collect dilingquent payments are slow and insufficient. The pro-
posed changes would reward States for better performance when
collections increase.

Relevant GAO reports:

Wisconsin's Aid to Families With Dependent Children
and Child Support Enforcement Program Could Be
Improved (HRD-78-130, June 22, 1978)

New Child Support Legislation--Its Potential Impact
and How To Improve It (MWD-76-63, April 5, 1976)

Collection of Child Support Under The Program of Aid
to Families With Dependent Children (B-164031(3), March 13,

GAO Contact: Robert Gerkin 523-9076
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Department of Health and Human Services

President's
Proposal = ELIMINATE FEDERAL MEDICAID MATCHING

FOR STATE EXPENDITURES TO "BUY~iN"

MEDICAID ELIGIBLES INTO MEDICARE PART B

GAQO Supplementary Discussion

GAO Views: Current law permits States to pay the Medicare part B
premium for any Medicaid recipient who is also eligible for
Medicare--called "buying in"--thereby making Medicare part B
the primary payor for the services it covers. The State can
claim Federal Medicaid matching for buy-in expenditures only
for recipients who are categorically needy:; i.e., Medicaid
recipients who also receive or are eligible to receive cash
assistance. The Administration proposal would eliminate this
Federal matching. Current law also prohibits States from
claiming Federal matching for the costs of health services
provided to Medicaid recipients who are eligible for but not
enrolled in Medicare part B if the services would have been
paid for by part B if the recipient had been enrolled in it.

We reviewed the Medicare/Medicaid buy-in program and found
that, because the legal requirements surrounding the buy-in
program were so complex, States

--overclaim Federal sharing for Medicare part B premiums
paid with Medicaid funds,

--underclaim for costs eligible for Federal sharing, and
--overclaim for ineligible medical costs.

We recommended that the Congress change the law to simplify
Medicaid program administration related to the buy-in program

and presented a number of options for doing so which also showed
the effects on Federal and State costs (see HRD-79-96). The
Administration proposal as outlined in budget materials is one of
these options (option 3 in our report). However, this change
would not eliminate one of the two main administrative problems
we identified--the need to segregate part B type medical payments
for dual eligibles who are not enrolled in Medicare. We suggest
that, if the Congress decides to enact the Administration's
proposal, it also consider eliminating the remaining administra-
tive problem by repealing the requirement that States not claim
Federal matching for part B type medical payments for dual
eligibles not enrolled in Medicare.
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Relevant GAO Reports:

Improvements Needed in the Administration of the Program
to Provide Medicare Benefits for Welfare Recipients,

B-164031(3), August 14, 1973

Simplifying the Medicare/Medicaid Buy-in Program Would
Reduce Improper State Claims of Federal Funds,
HRD-79-96, October 2, 1979

Contact: Thomas Dowdal ((301) 594-4890)

18
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Department of Health and Human Services

President's
Eroposal - ELIMINATE MEDICARE_SUBSIDY

FOR PRIVATE ROOMS

GAO Supplementary Discussion

GAO Views: As indicated by the Administration's proposal, no leg-
islation is needed to implement this change. Section 1861(V)(2)(Aa)
of the Medicare Act has provided since its original enactment as
Public Law 89-97 in 1965 that -

"If the bed and board furnished as part of inpatient
hospital services (including inpatient tuberculosis
hospital services and inpatient psychiatric hospital
services) or post-hospital extended care services is
in accommodations more expensive than semi-private
accommodations, the amount taken into account for
purposes of payment under this title with respect to
such services may not exceed an amount equal to the
reasonable cost of such services if furnished in
such semi-private accommodations unless the expensive
accommodations were required for medical reasons."”

Thus, as indicated in our prior reports, there never has been

- a question whether Medicare should eliminate the reasonable cost

. of the private room differential for Medicare reimbursement pur-

. poses, but rather whether the cost of determining what the reason-
- able cost differential is with regard to the 6,800 participating

- hospitals was commensurate to the savings that would result. The

Administration's estimate of savings associated with this charge

is $54 million for 1983, which is about 0.1 percent of benefit
payments to hospitals. Although we do not know how this initiative
is to be implemented, in the past we have suggested that a standard
private room cost differential be developed from a representative

' sample of hospitals to be applied across the board to avoid making
- more burdensome Medicare cost finding and cost reporting require-
- ments for all hospitals. We believe this suggestion is valid at

- the present time.

Relevant GAO Reports:

Lengthy Delays in Settling the Cost of Health Services
Furnished Under Medicare, B-164031(4), June 23, 1971.

Evaluation of Department of Health, Education, and Welfare's
Proposed Regulation Affecting Medicare Reimbursements to
Institutions (Report to the Senate Committee on Finance),
B-164031(4), March 28, 1972.

Contact: Robert E. Iffert, Jr. (245-1572)
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Department of Health and Human Services

President's
Proposals - 1. REDUCE WASTE IN SERVICE UTILIZATION

2. ELIMINATE PROFESSIONAL STANDARDS

REVIEW ORGANIZATIONS (PSROs)

3. REDUCE ADMINISTRATIVE COSTS OF

MEDICARE CONTRACTORS

GAO Supplementary Discussion

GAO Views: In our opinion, these proposals should be viewed as
interrelated. The first proposal could be implemented under cur-
rent law, whereas the second and third proposals contemplate legis-
lative action. The first initiative would give Medicare contractors
greater responsibility for identifying overutilization of services
and is estimated to save Medicare $330 million in 1983. The second
proposal involves legislation to eliminate PSRO review of Medicare
services which has been focused on controlling unnecessary inpatient
hospital care. The third proposal involves legislation to authorize
large~scale competitive fixed-price contractors for Medicare inter-
mediaries and carriers, which under present law is done under the
Department's experimental authority. At present, the Medicare
carriers have responsibility for identifying and controlling un-
necessary utilization of ambulatory services. The third proposal
also assumes the same funding level ($704 million) for the Medicare
contractors in 1983 as provided in 1982.

We believe that the basic question to be addressed is: If
PSROs are to be eliminated and Medicare contractor funding levels
are maintained at their existing levels, who is going to undertake
the proposed initiative to identify and reduce overutilization and
how is it going to be funded? 1Is it reasonable to assume that more
administrative effort can be undertaken for the same money?

The proposal to eliminate PSROs was considered in connection
with enactment of the Omnibus Budget Reconciliation Act of 1981
(Public Law 97-35, approved August 13, 1981), which essentially
provided that by the end of 1982 the Department could terminate
no more than 30 percent of the then existing PSROs.

As indicated in our March 23 and 24, 1981, testimony on last
year's proposal to phase out the PSRO program, we believe that, in
view of the uncertainty as to the cost effects of repealing the
program and the time, energy, and money already invested to bring
the program to where it is, we were unable to support the Adminis-
tration's proposal until some alternative is postulated which
would clearly be more effective. 1In our view, this condition has

not been met.
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In connection with the proposal to enact legislation to expand
competitive fixed~price contracting under Medicare, we stated in
our recent December 1, 1981, report (HRD-82-17) on this subject
that, although we do not have a closed mind on this issue, the
results of three competitive fixed-price contracts we reviewed
have not demonstrated that competitive fixed-price contracting
will work successfully in Medicare.

Relevant GAQ Reports:

Improved Controls Needed over the Extent of Care Provided
Hospital and Other Facilities to Medicare Patients,
(B~-164031(4)), July 30, 1971

HEW Progress and Problems in Establishing Professional Stand-
ards Review Organizations, HRD-78-92, September 12, 1978

Opportunities to Reduce Administrative Cost of Professional
" Standards Review Organizations, HRD-78-168, October 18, 1978

More Can Be Done to Achieve Greater Efficiency in Contracting
for Medicare Claims Processing, HRD=-79-~76, June 29, 1979

Problems in Evaluating the Cost Effectiveness of Professional
Standards Review Organizations, HRD-79-52, July 19, 1979

Need to Better Use the Professional Standards Review Organiza-
tion Post-Payment Monitoring Program, HRD-80-27, December 6,
1979

Savings Claimed for the Oklahoma Hospital Utilization Review
System Were Overstated, HRD-80~42, January 11, 1980

Testimony Before the Subcommittee on Health, House Committee
on Ways and Means, Electronic Data Systems Federal's Perform-
ance as a Medicare Contractor in Illinois, April 28, 1980

Questions About the Cost Benefit Analysis of the Professional
Standards Review Organization Program, HRD-80-93, June 12, 1980

Department of Health and Human Services Should Improve Moni-
toring of Professional Standards Review Organizations,
HRD-81-20, December 29, 1980

Testimony Before the Subcommittee on Health, Senate Committee
on Finance, on Proposal to Phase Out the Professional Stand-
ards Review Program, March 23, 1981

Testimony Before the Subcommittees on Oversight and Health,

House Committee on Ways and Means, on Proposal to Phase Out
the Professional Standards Review Program, March 24, 1981
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Experiments Have Not Demonstrated Success of Competitive Fixed-
Price Contracting Under Medicare, HRD-82-17, December 1, 1981

Testimony Before the Subcommittee on Health, Senate Committee
on Finance, on the Use of Competitive Fixed-Price Contracting

in Medicare, December 3, 1981

contact: Robert E. Iffert, Jr. (245-1572)
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Department of Health and Human Services

President's
Proposal - BRING FEDERAL EMPLOYEES

UNDER MEDICARE PART A

GAO Supplementary Discussion

GAO Views: The proposal would require Federal employees and their
employer (the Federal Government) to pay the Medicare Hospital
Insurance (Part A) portion of the Social Security Payroll Tax
(currently 1.3 percent on wages up to $32,400). Currently,

almost any American aged 65 or over can voluntarily enroll in
Medicare's Supplemental Medical Insurance program.

The question of the appropriate relationship between the
Medicare program and the Federal Employees Health Benefits (FEHB)
program has been debated for the past 10 years. At present, Fed-
eral employees or annuitants can be eligible for both Medicare
Part A by virtue of their or their spouses' employment in the pri-
vate sector and for FEHB by virtue of their or their spouses' em-
ployment for the Federal Government. Under present law Medicare
has been the primary or first payor of benefits, and FEHB has paid
under its policies based on the residual amounts that Medicare does

not pay.

Section 210 of the Social Security Amendment of 1972 (Public
Law 92-603) required the Government to provide health insurance
plans under the FEHB program which would supplement Medicare bene-
fits. The intent was to give Federal employees and annuitants
covered by both FEHB and Medicare an option under the FEHB program
which would (1) provide better coordination for benefits not paid
in full by Medicare and (2) reduce the premiums of the FEHB program.
This requirement was repealed by section 103 of Public Law 94-182,
effective December 31, 1975.

During consideration of the Omnibus Budget Reconciliation Act
of 1981, approved August 31, 1981, there were several proposals
for making Medicare a secondary payor to FEHB for people entitled
to benefits under both programs; however, none were adopted. The
rationale for these proposals was that Federal Civil Service re-
tirees who qualify for Social Security benefits and thus Medicare
Part A do so on the basis of much shorter or part-time periods of
Social Security covered employment than do other retirees.

In our view, whatever the equities pro or con to the Adminis-
tration's proposal, it should put an end to the debate as to whether
Medicare or FEHB should be the primary payor. If Federal employees
contribute to the Medicare Part A Trust Fund, then Medicare should
be the primary payor. However, because of the uncertainty about
the numbers of individuals with or entitled to dual coverage and
the extent to which Federal employees or annuitants had contributed
to Social Security, we are currently developing reliable data on
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--the number of people covered by or entitled to both Medi-
care and FEHB,

--the Social Security employment history of people with dual
entitlement,

--the kind of FEHB benefits people with dual entitlement
elect to take, and

--the use of services by people with dual entitlement compared
with the rest of the Medicare and FEHB populations.

Also, although it is clear that the Administration's proposal

would produce short-term net increased revenues to the Medicare
Trust Fund, we will also attempt to estimate the long-term impact.

Relevant GAO Reports:

Proposed Coordination Between Medicare and the Federal Em-
ployees Health Benefits Programs, MWD-75-99, August 4, 1975

Letter to the Honorable Vic Fazio, House of Representatives
on a Medicare Supplement Option for Federal Employees Eligible

for Medicare, January 18, 1982

¢

I Contact: Robert E. Iffert, Jr. (245-1572)
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Department of Health and Human Services

President's
Proposals - 1. UPDATE THE MEDICARE PART B

FEE SCREEN ON OCTOBER 1

2. LIMIT INCREASE IN THE MEDICARE

ECONOMIC INDEX TO 5 PERCENT

GAO Supplementary Discussion

GAO Views: Medicare fee screens are currently based on data from
6 to 18 months old. Changing the date at which these screens are
updated from July 1 to October 1 could mean that the data used
would be from 9 to 21 months old. The proposal to limit to 5 per-
cent the increase in the Medicare Economic Index (the percentage
change in the index is the maximum percentage by which Medicare
physician payments can be increased) is apparently justified by
the Administration on the basis that total payments to physicians
have increased faster than the index has. This rationale neglects
to consider the fact that this situation is explained by a combina-
tion of increased numbers of Medicare eligibles, increased utili-
zation of services, and increased intensity of services billed.

Currently, only about half of the physician claims submitted
to Medicare are assigned; i.e., claims where the physician agrees
to accept Medicare's determination of reasonable charges as pay-
ment in full. On unassigned claims the beneficiary is responsible
for paying any amount by which Medicare reduces billed charges
because of reasonable charge determinations; such reductions now
average about 30 percent of billed charges. Therefore, half of
the savings realized by the Government from these proposals would
in fact be increases in beneficiary liabilities. Also, the pro-
posals could result in further disincentives to physicians to
accept assignment.

Relevant GAO Reports:

Reasonable Charge Reductions Under Part B of Medicare,
HRD-81-12, Oct. 22, 1980

More Action Needed to Reduce Beneficiary Underpayments,

Contact: Thomas Dowdal ((301) 594-4890)
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Department of Health and Human Services

Pregident's
Proposal - ELIMINATE WAIVER OF PROVIDER LIABILITY

FOR UNCOVERED MEDICARE SERVICES

GAO Supplementary Discussion

GAO Views: Under current law, Medicare will pay for uncovered or
medically unnecessary services provided to a beneficiary if he/she
and the provider did not know and could not reasonably have known
that payment would not be made. This provision was added to the
law in 1972 primarily to protect beneficiaries incurring liability
for services provided to him/her and retroactively denied by Medi-
care based on the rationale that beneficiaries would not normally
know that the services would not be paid and therefore should not

be held financially responsible.

The Administration proposal would apparently remove this pro-
tection for institutional providers. We do not believe a change
in law is necessary to accomplish this purpose when removal of
waiver of liability protection is warranted. Medicare regulations
(42 C.F.R. 405.195) set forth the criteria institutional providers
must meet to be eligible for a waiver of liability. However,
Medicare presumes that an institutional provider did not know a
service would not be paid for if its denial rate is below pre-
scribed amounts--2.5 percent for hospitals and home health agen-
cies and 5 percent for skilled nursing facilities (see Medicare
Part A Intermediary Manual, section 3433). This presumption could
be administratively changed to help assure that only providers who
in fact did not know a service would not be paid for would receive
the waiver of liability protection. For example, the longer a
provider has participated in the Medicare program, the more it
should be aware of what types of services will not be paid, and
the presumption criteria could be changed to reflect this.

Relevant GAO Report: None - work currently underway.

Contact: Thomas Dowdal ((301) 594-4890) .
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Department of Heolth and Human Serviced

President's
Proposal - ELIMINATE DUPLICATE MEDICARE PAYMENTS

FOR PHYSICIAN SERVICES IN

HOSPITAL OUTPATIENT DEPARTMENTS

GAO Supplementary Discussion

GAQ Views: The Administration proposal would reduce the payment
Ievel for services provided by physicians in hospital outpatient
departments. The justification for this is that, while physicians
practicing in private offices must include in their charges an
amount to cover their overhead expenses (office rent on ownership
costs, supplies, etc.), physicians practicing in hospital outpa-
tient departments do not normally incur such expenses because the
items in question are provided by the hospital and paid for by
Medicare directly to the hospital. Thus, by not reducing physi-
cian payments for those practicing in hospital outpatient depart-
ments, a duplicate payment for physician overhead costs is made--
one to the physician and one to the hospital. We believe a similar
argument can be made for inpatient services provided by physicians
who are employed by hospitals and that the proposal could be ex-
tended to such services,

Relevant GAQO Report:

Problems in Paying For Services For Supervisory and
Teaching Positions in Hospitals Under Medicare,
B-164031(4), 11/17/71

Contact: Thomas Dowdal ((301) 594-4890)
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bepartiment of Health and Human Services

President's
Proposal - REQUIRE COINSURANCE ON HOME

HEALTH SERVICES UNDER MEDICARE

GAQ Supplementary Discussion

GAQ Views: We have conducted several reviews of how Medicare pay-
ment rates for home health services are established and how utili-
zation of these services are controlled. A number of our recom-
mendations to improve the administration of the home health care
program and thereby reduce or hold down its costs have not yet been
implemented. 1In particular, in our recent report--"Medicare Home
Health Services: A Difficult Program to Control," HRD-81-155,
Sept. 25, 198l1--we found that 27 percent of the visits made to a
sample of beneficiaries at 37 selected home health agencies were
not covered under the Medicare program or their coverage status
was questionable. We made a number of recommendations designed

to reduce the number of noncovered visits paid by Medicare, in-
cluding a scheme to implement the requirement placed on HHS by the
Omnibus Budget Reconciliation Act of 1981 to establish utilization
guidelines for use in paying home health agencies. As of Febru-
ary 12, 1982, HHS had not responded to any of our recommendations.

While the Administration proposal to require Medicare bene-
ficiaries to make copayments for home health care should provide
beneficiaries with some disincentives to overutilization of their
home health services, we believe implementation of our recommenda-
tions, either in combination with the Administration proposal or
not, would provide greater assurance that noncovered home health
care is not paid for by Medicare.

Relevant GAQ Reports:

Home Health Care Services--Tighter Fiscal Controls
Needed, HRD-79-17, May 15, 1979

Evaluation of the Health Care Financing Administration's
Proposed Home Health Care Cost Limits, HRD-80-84,
May 8, 1980

Reaponmé to the Senate Permanent Subcommittee on
Investigations' Queries on Abuses in the Home Health
Care Industry, HRD-81-84, April 24, 1981

Medicare Home Health Services: A Difficult Program
to Control, HRD-81-155, Sept. 25, 1981

Contact: Thomas Dowdal ((301) 594-4890)
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Department of Health and Human Services

President's ‘ )
Proposal - PERMIT THE RECOVERY OF SSI
OVERPAYMENTS FROM OTHER SSA

ADMINISTERED PROGRAMS

GAQ Supplementary Discussion

We agree with the Administration's proposal that would permit
the Social Security Administration to recover SSI overpayments by
offsetting such payments against money received from the Social
Security Retirement, Survivors, and Disability Insurance programs
(title II of the Social Security Act) and the Black Lung program.
However, the Administration's proposal does not go far enough.
Congress should consider expanding the Administration's proposal.
GAO has recommended on several occasions that the Secretary of
Health and Human Services should seek legislation to offset SSI
overpayments against Social Security title II benefits as well as
from other Federal benefit-paying programs. In our January 16,
1979 report--Social Security Should Improve Its Collection of Over-

~payments To Supplemental Security Income Recipients--we showed

- that over 580,000 former SSI recipients received income from other
' Federal benefit=-paying programs and were overpaid about $233
'million in SSI benefits. Over 540,000 of the above received income
- from Social Security title II and were overpaid about $209 million
~in SSI benefits. In llovember 1981, SSA informed us that it was

in the process of forwarding to IIHS a legislative proposal that
would mandate cross~program offsets of SSI overpayments.

Furthermore, consideration should also be given to offsetting
SSI overpayments against Federal income tax refunds.

Relevant GAO Reports:

Social Security Should Improve Its Collection Of
Overpayments To Supplemental Security Income Recipients
(HRD-79-21, January 16, 1979) :

Implementing GAO's Recommendations On The Social
Security Administration's Programs Could Save Billions
(HRD~-81-37, December 31, 1980)

GAO Contact: Dick HNeuman, FTS 987-3010
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Department. of Health and Human Services

President's
Proposal - COMBINED WELFARE ADMINISTRATION

GAQ Supplmentary Discussion

GAO Views,

The Administration proposes to end the current arrangement of
matching most State administrative expenditures at 50 percent for
the Food Stamp, Medicaid, and AFDC programs on an open-ended basis.
In its place would be a single Federal payment, with no State match
required, equal to 95 percent of the Federal share of fiscal year
1982 ongoing administrative expenses for all three programs combined.
Some costs, such as anti-fraud and anti-abuse activities, that have
been federally supported at a higher level, would continue to be
funded at the higher level on an open-ended basis. Many Federal
administrative requirements, such as different cost allocation and
reporting requirements for the separate programs, would be reduced
or eliminated.

The Administration believes this proposal will give the States
flexibility to design efficient administrative mechanisms for public
assistance programs that best meet beneficiaries' needs (the three
programs are often jointly administered) and therefore should be
able to realize substantial savings. Because States will not need
to apply the full amount of State funds previously used to meet the
matching requirement, they would have the incentive to operate more
efficiently.

Our recent audit work on States' administration of the AFDC
program has demonstrated that the States can improve their effi-
ciency and cost effectiveness in a variety of ways. The reduced
Federal support being proposed should provide a practical incentive
for them to adopt the improvements we have recommended. For example,
States, should objectively establish income maintenance worker
performance goals of administrative efficiency and develop admi-
nistrative budgets based on these goals as well as eliminate in-
efficient practices through the use of appropriate work measurement
and other operational analysis techniques and work simplification
methods. The States do not have management systems to produce appro-
priate cost and performance data to establish budgetary performance
goals, maximize use of resources, and measure the cost effectiveness
of day-to-day operations because HHS has not required them to develop
this information.

In addition, the Federal assistance system generally has provided
no incentive to States and their employees to improve productivity
because the system does not consider efficiency in distributing funds
and any savings that accrue from improved efficiency must be shared
with the Federal Government in proportion to its matching of the
costs involved. Under the proposal, any savings in administrative
costs could be retained by the States.
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If legiglative and administrative changes are made to give
States' access to additional information about welfare recipients'
income and assets, and the States use this information to verify
recipients statements concerning them, hundreds of millions could
be saved by reducing erroneous assistance payments,

On the other hand, the proposal would eliminate incentive
funding for such things as improved State management information
systems. Whether the States could save enough through improved
administrative efficiency to be able to afford to upgrade their
systems, particularly with total Federal administrative funding
being reduced, is open to question. Implementing the fiscal year
1983 changes to the AFDC program, as well as completing implemen-
tation of the extensive changes required by the Omnibus Budget
Reconciliation Act of 1981 will not be done without cost. Any
savings in assistance costs from, for example, recovery of over-
payments, must be shared with the Federal Government. In addition,
the fiscal year 1983 proposal to eliminate Federal participation in
erroneous assistance payments in excess of 3 percent in fiscal year
1983, 2 percent in fiscal year 1984, and 1 percent in fiscal year
1985, will impose a significant financial burden on those States
whose current payment error rates are significantly higher than
these rates. The States' ability to reduce their error rates suffi-
ciently and quickly to avoid Federal financial sanctions at the
same time administrative funds are being reduced and significant
program changes are to be implemented is questionable.

Also, the situation regarding Medicaid is different from AFDC
and Food Stamps. Medicaid administrative funds are primarily expended
for claims processing and provider certification. Any funding reduction
in these areas could result in less stringent reviews of claims or in
less assurance that providers meet the conditions necessary for Medicaid
participation. In addition, with respect to recent changes to Medicaid
and those proposed in the fiscal year 1983 budget, there will likely
be implementation costs that could not be readily absorbed within
reduced available funding.

Relevant GAO Reports

Millions Can Be Saved By Improving The Productivity

of State and Local Governments Administering Federal
Income Maintenance Assistance Programs (AFMD-81-51,

June 5, 1981)

Concerns About HHS' Ability to Effectively Implement
Incentive Funding For State Information Systems
in AFDC (HRD-81-119, June 29{ 1981)

\

}
‘?
{
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Legislative and Administrative Changes to Improve
Verification of Welfare Recipients' Income and
Asgsets Could Save Hundreds of Millions (HRD=-82-9,
January 14, 1982)

Analysis Of Four States' Administration of the AFDC
Program: Management Improving But More Needs
To Be Done (HRD-82-20, February 22, 1982)

Welfare Payment Reduced: An Improved Method for
Detailing Erroneous Welfare Payments (GGD-78-107,
February 5, 1979)

Results of Analysis of the Administrative Efficiency
of the AFDC Program in Contra Costa County, California.
(HRD-78~159, September 5, 1978)

GAO Contact: John C. Boyd, 523-9076
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Department of Health and Human Services

STATE FINANCIAL RESPONSIBILITY
FOR ERRORS IN WELFARE PROGRAMS

GAQO Supplementary Discussion

GAQ Views.

The Adminstration proposes that the States assume full fiscal
responsibility for erroneous payments in the State-administered
AFDC, Medicaid, and Food Stamp Programs. This change would be
phased in over four years, beginning on October 1, 1982, and would
save an estimated $900 million in Federal expenditures in 1983 and
more than $1.3 billion annually by 1986.

Currently, coordinated Federal-State quality control systems
identify and measure benefit overpayments in each program. Federal
regulations allow the assessment of financial sanctions against
States with error rates in excess of established targets. Errors
up to these target levels are permltted, and Federal funding for
them is provided.

Under the Administration's proposal, Federal funding will be
discontinued for payment error rates in excess of 3 percent in
1983. The maximum allowable error rate will decline to 2 percent
in 1984 and 1 percent in 1985. Beginning in 1986, no Federal
funding will be permitted for any erroneous payments in the AFDC,
Medicaid, or Food Stamp program,

GAQO believes that the threat of losing Federal funds because
of excessive error rates has (1) created an adversary relationship
between the Federal Government and the States, (2) created an incen-
tive for the States to identify fewer errors, and (3) focused
attention on error rates rather than corrective action. We believe
that more emphasis should be placed on identifying the causes of
errors and developing plans to minimize future overpayments. In
addition, we believe that there are substantial weaknesses in the
AFDC and Medicaid quality control systems which raise questions
about the validity of the developed error rates as a basis for
withholding Federal funds.

There would be an additional disparate effect on the Medicaid
program because it covers people other than welfare recipients and
is administered somewhat differently. The concept of achieving zero
errors in Medicaid is not entirely relevant to the program's basic
structure.

For all three programs, it is unrealistic to expect that zero
error rates could ever be achieved. Even if agency-caused errors
could be eliminated, it would not be possible to entirely avoid
client-caused errors without an expensive and extensive surveil-
lance network. The resulting intrusion into recipients' lives
would not be compatible with the American concept of individual

rights to privacy.
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Also, our past and ongoing reviews of major cross-program
issues and problems have shown that complexities and differences
in the AFDC, Medicaid, and Food Stamp programs contribute significantly
to management inefficiencies and results in high payment error
rates. At the Federal level, although the programs basically serve
the same individuals, they are planned and managed by different
legislative committees and executive agencies, largely without
concern for program interactions. At the State level, welfare
department eligibility and quality control workers are faced with
overlapping, duplicative, and conflicting Federal program requirements
and procedures. Many States, on their own initiative, have taken
various steps to improve their administrative processes and reduce
Federal and State costs. The States, and others, believe that
the program differences are the major barriers to administrative

efficiency.

Lastly, we believe that, given the existing situation, it is
questionable to require the States to bear the entire fiscal burden
for erroneous payments, absent a concomitant Federal effort to stream-
line the programs and eliminate existing complexities.

Relevant GAO Reports:

Medicaid's Quality Control System Is Not Realizing Its
Full Potential (HRD-82-6, October 23, 1981)

Better Management Information Can Be Obtained From the
Quality Control System Used in the Aid to Families
with Dependent Children Program (HRD-80-80, July 18,
1980)

U.S. Income Security System Needs Leadership, Policy,
and Effective Management (HRD-80-33, February 29, 1980)

GAO Contact: John Carney, 523-9076.
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President's Proposal: Phasce In State Financial Responsibility
For Errors in Welfare Programs and Combine
Welfare Administration

GAD_Vicws: The Administration proposes to phase-in full State
financial responsibility for erroneous payments in the Food Stamp
‘ogram, Aid-to-Familics-With-Dependent-Children, and Medicaid.

sovernment was losing over $500 million annually because
of ovuerissued food stamp benefits. Due principally to benefit

and purticipation increases since then, overissuances currently
are ncar $1 billion a year. For the é-months ended March 31, 1981
(the latest period for which a nationwide figure is available),
the error rate applicable to overissuances of food stamp benefits
was 10.6 percent. Overall, the efforts made at the Federal,
State, or local levels to stem the outflow of improper payments
have not been effective. Also, States and local food stamp
offices generally have not aggressively pursued identification

and recovery of overissuances. Because food stamp benefits are
totally financed by the Federal Government, there is a lack of
financial incentive to devotc more resources and effort to
improving program integrity and recovering overissuances. Although
the Congress has authorized higher rates of administrative cost
relmbursement as incentives for reducing error rates and pursuing
fraud, these measures have not had any notable overall effect on
reducing errors and overissuances.

Although we are not commenting on the specific percentage of
erroneous welfare payments for which States should be responsible,
requiring States to gradually assume financial responsibility for
overissuances of food stamp bencfits would provide a major financial
incentive to reduce errors,., Because States depend on State-managed
gquality control reviews to determine the percent of program bene-
fits paid erroneously, particular attention would have to be paid
to the process and results o! these reviews. Although gquality
control reviews in the Food stamp Program are considered adequate
for showing the incidence of cerrors, modifications may be necessary
to establish more reliable information on the dollar amounts of
overissuances for individual States and thus avoid disagreemcents
regarding the amount of a Stete's liability. Additionally, systema-
tic USDA verification work wculd be nceded to provide a measure of
validity of quality control review results.

Restructuring administrative operations and removing separate
cost allocation and reporting requirements for the three programs as
envisioned under the proposal could present opportunities for sav-
ings since the Food stamp Program and AFDC are generally administered
by and through the same sState and local offices and are sumetimes
handled by the same cascworker. However, unless an error reduction
and control mechanism, such as the proposed phase~in of State finan-
cial responsibility for crrors, is adopted there is no assurance
that, given a specific grant for administrative expenses as proposed,
States would sustain or improve their administrative efforts for the
Food sStamp Program for which the Federal Government pays 100 percent
of the bencfits provided, as contrasted with the AFDC and Medicaid
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programs which the States help finance. Consequently, savings
in adminstrative costs might bce offset or exceeded by increased
Food Stamp Program overissuances.

Relevant GAO Roports: CED-77-112 CED-80-33
. CED=~B2-34

GAQ Contact: Stan Sargol (447-7883)
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Lepartiment of Lavbov
President’®: .
Proposal - DLIMINATING TRADE ACT CASH BINLDFITS FOR ALL
BUT THOSE ALREADY IN APPROVID TRAINING

GAO Supplementary Discussion

GAO Views: GAO has issued several reports which showed that,
for the most part, the regular unemployment insurance program
provides adequate benefits to import-affected workers and‘that
the additional Trade Act cash benefits may cause these workers
to remain unemployed longer than workers receiving only unem-
ployment insurance benefits. The latest report, issued on
January 15, 1980, assessed the act's worker adjustment assist-
ancelprogram nationwide and found that weekly cash payments
helped few import-affected workers adjust to the changed eco-
nomic conditions during their layoff because the payments were
received by most in the form of a lump-sum payment after they
had returned to work. The various processing delays that caused
late payments to a great extent are inherent in the desiyn of
the program. Furthermore, most workers indicated that they
experienced no severe economic hardship as a result of their
lﬁycff~mwhich for most was not permanent--and were able to rely
qn reyular unemployment insurance benefits and other income

sources to meet their financial needs.

éelevant GAO Reports: HRD-80-11, HRD-78-153, HRD-78-53,

HRD-77-152, ID-77-28.

Contact: C. I. (Bud) Patton, 523-8701
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peparcment or baowus
Ce e dentte i ‘
FLroposals = LDHD OVLERUS)L AND DACLSSIVE BEUEFIT@‘_UNDER THE
FEDERAL EMPLOYEES 1NJURY COMPENSATION PROGRAM

GAO Supplementary Discussion

~-hlter the compensation rate for disability from a flat
percentage of gross Federal pay to a formula based on
80 percent take~home pay.

~~Transfer long-term disabled employees to civil service
retirement rolls at age 65.

GAO Views: A March 9, 1981, GAO report entitled "Federal
Employees' Compensation Act: Benefit Adjustments Neéded to
Encourage Reemployment and Reduce Cost" discusses these two
issues in the President's proposal.

The first proposal to alter the compensation rate for
disability from 66~2/3 and 75 percent of gross Federal pay
to a formula based on 80 percent of take-home pay would reduce
compensation benefits to higher graded beneficiaries. Cur-
rently, because compensation benefits are tax-free, some bene-
ficiaries receive more money than their predisability net take-
home pay. By establishiny conpensation based on 80 percent of
take-home pay, the proposal would preclude injured workers from
receiving more take-home pay than when they were working; thus,
increasing somewhat the financial incentive for the employee
to return to work.

The proposal is not identical to the one suggested in GAO's
report. Although GAO was not sure what the benefit level should
be, it believed that it would be more reasonable to work toward
a benefit level of about 66-2/3 percent of gross preinjury wages.
GAO agrees that the Administration's proposal to alter the com-

pensation rate to 80 percent of take~home pay should provide
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injured workers reasonable incoue to maintain a standard of
living somewhat comparable to that which existed before the
injury and at the same time provide a financial incentive for
the employee to return to work.

GAO pelieves that the second proposal to transfer long-
term disabled employees to civil service retirement rolls at
age 65 is basically sound. GAO's March 1981 report recommended
that compensation beneficiaries be transferred to the retirement
rolls within 3 years of the time the employee would be eligible
to retire. While the Administration's proposal calls for such
a transfer at age 65, GAO believes it is not that out of iine
with its own proposal nor what is happening in the private sector.
In 1978, a survey of private industry employees showed that 62
percent of the retirees were younger than age 65.

In GAO's opinion, a benefit associated with the proposal
to convert FECA beneficiaries to the retirement rolls is that
these beneficiaries could take reduced annuities so that sur-
vivors benefits could be provided. Currently, FECA recipients

have no survivors benefits for nonwork related deaths.

Relevant GAO Report: HRD-81-19

--Eliminate the 45-day continuation of full pay while
claims are being examined, extend the waiting period
from 3 to 7 days before compensation can be paid,
and permit agencles to advance compensation under
the above formula in clear-cut cases while claims are

being examined.
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GAO Views: A June 11, 1979, GAO report entitled "llultiple

A —————

- Problenms With the 1974 Amendments to the Federal Employees'

Compensation Act" addressed this issue. GAO recommended that
in order to reduce the number of minor and frivolous claims

for compensation which divert Labor's efforts from more serious
claims, to reduce the cost to taxpayers, and to give Federal
employees an incentive to return to work, the Congress require
that the 3-day waiting period for traumatic injuries be applied
before continuation of pay, rather than 45 days later.

The report showed that the number of lost~time injury claims
filed by Federal wérkers escalated sharply after the Federal
Employees' Compensation Act was amended in 1974 to allow em-
ployees' pay to continue uninterrupted for 45 days after an
injury. Previously, employees had to wait 3 days before receiv-
ing compensation. 1In fiscal year 1974 about 12,000 claims for
compensation were filed for job-related lostvtimé traumatic
injuries. Labor estimated that the number of claims would
increase to about 100,000 a year by 1980. GAO believes that as
many as 46 percent of all claims might be eliminated by a 3-day
walting period. GAO would expect that a 7-day waiting period,
rather than the 3-day waiting period discussed in its report,
would further reduce the number of minor and frivolous claims.

GAO has not recently taken a position regarding the con-
tinuation of full pay provision. However, in a 1973 report
entitled "Need for a Faster Way to Pay Compensation Claims to
Disabled Federal Employees," GAO discussed the time delays in

making compensation payments. GAO suggested that the employing
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aJjency keep the disabled employee in a pav status--continuatior.
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and its review and approval.

The Administration's proposal to base compensation benefits
on 80 percent of take-home pay with no continuation of pay pro-

vision bears some similarities to GAO's 1973 suggestion.

Relevant GAQ Reports: HRD-79~80 and B-157593, Nov. 21, 1973.

Contact: Ed Tasca, 523-8706
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Increased Revenues Possible If Full

Retirement Costs Were Recognized

GAD Views, Civil service retirement costs are understated because they are
on a "static" basis, whereby no consideration is given to the
effect of future general pay increases and annuity cost-of-living adjustments
on ultimate benefit payments. The static cost of benefits accruing annually
under the civil service system is currently estimated to be 13.73 percent of
pay, which is about equal to the combined rate of contributions being made to
the retirement fund by agencies and their employees—generally, 7 percent of
pay each, However, the estimated "dynamic" cost of the system, including
factors for pay and annuity cost~of-living increases, is 36.8l1 percent of pay.

Funding retirement costs on a dynamic basis would not increase Federal outlays;
however, it would require increased contributions from off-budget entities
whose employees participate in the civil service retirement system and thereby
increase Federal revenues. We estimate increased contributions would amount
to over $2 billion annually, most of which would be from the Postal Service.

Relevant GAO Reports. B-199649, December 15, 1980.

GO Contact. Thomas Eickmeyer, 275-4062.
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Curtailing Special, Barly Retirement. Programs

o1 s early retirement benefits may just no longer be
e encouraging people to retire early, we believe the
nent policies should more appropriately be designed to
ntion of experienced porsonnel wherever possible,

"early retirement"” can have different meanings depending upon the
in which it is used. To some, it may mean retiring before age 65,

5, 1t may mean retiring before meeting a plan's requirements
irement. For example, in context of the Nation's retirement
general, the civil service system's normal retirement age of 55
However, it is not generally recognized that many Federal
ire with immediate benefits even earlier than age 55. Almost
rs and around 40 percent of civilian emplovees retire before

in the Federal sector can be grouped into two general cate-
> persons who are working in jobs where the basic retirement
a] "me for retirement earlier than that usually available to other
nd (2) those persons who are allowed to retire earlier than they

‘ could have because of disability or some other event that precluded
ir continued employment to the normal retirement age.

es Of Federal personnel are allowed to retire early under the
utption that their duties need to be performed by a young and

2, These include the military, foreign service, law en-
ghter personnel, air traffic controllers, and others.

e

rk force
nd firef:

- age 60 0 rut“.ucv aiter 20 yc,ars of service and would receive an
a‘l cmly to 36.25 percent 01: their high=-3 salary.

t policy was enacted more than 30 years ago to improve
ajL law c,m‘ orcement service by helping to maintain a
tumcr 2 special annuity formula is not intended
s for performing demanding or hazardous services.
us annuitics are designed.to make earlier retirement
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We evaluated the reascnableness, effectiveness, and costs of this special
early retirement program and concluded that the need for continuing it was
questionable. There were several reasons for our conclusion. Perhaps the
rrimary ones were the fact that employees covered by the special policy were
not retiring much earlier than those who were not covered by it, and the
costs of covered employees' benefits was considerably greater.

We found that over the policy's 30-year history, the average retirement age
of covered employees ranged from only 1 to 3 years less than that of employees
retiring under regular civil service optional retirement provisions. To
achieve this 1 to 3-year reduction, the Government pays heavily. Based on
actuarial estimates, the annual cost for the early retirement benefits is

61 percent more than what the cost would be to provide the same employees
with reqular benefits,

Relevant GAD Reports. FPCD~78-49, December 29, 1978.

GAD Contact. Thomas Eickmeyer, 275-4062.
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Unnecessary Voluntary Early Retirement

GMO Views, We recently completed a review of another special early retirement
sion in the civil service retirement system whereby employees can volun-

to retire early (age 50 with 20 years of service or any age with 25 years)
“ 2] gency is undergoing a major reduction in force, major reorganization,
or ma jor transfer of function.

Before 1973, the law allowed only involuntary early retirements for employees
who had 10wt their jobs through reductions in force, Beginning in 1973, the
law allowed the Civil Service Commission (now the Office of Personnel Manage-
ment) to authorize agencies undergoing major reductions in force to permit
employees not directly affected by the reduction to retire early. The basic
purpose of the law was to reduce involuntary separations, thereby saving the
jobs of younger workers not eligible for immediate retirement benefits who
might otherwise be separated.

The Civil ¢ ::*»rvnc,w Reform Act, effective January 1979, liberalized the volun-—
tary early r ment program. It allows enployees to retire early during

0 organ rizations and transfers of function. OPM's implementing regula-
1y vulum ary retiraments in organizations where no crployee

that thc* ear 1y re “"‘urem..s helped very llttle with the staffing problems the
‘ m was Intended to correct. In many cases, all the early retirees were
ed by new hires,

The voluntary early retirement program is expensive. Our actuaries estimated
that it would cost $102 million in 1980. We believe the program, with proper
controls, can be workable. However, as presently designed and administered,
it is resulting in too many unmnecessary retirements. We are concerned that
(1) early retirement authorizations are not restrictive enough to insure a
high probability of job savings, (2) agencies do not exhaust other management
techniques for solving staffing problems before turning to the early retire-
ment program, and (3) as the program was revised under civil service reform,
 employees can retire early even though none of the agency's employees are
- being adversely affected. Our report contained reconmendations to the Congress
for major changes to the program.

l?ﬁlc,vant GAD Reports, FPCD-81-8, December 31, 1980.

}LJM) Contact. Thomas Eickmeyer, 275-4062.
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Savings Possible from Standardizing Annuity

Reductions for Swrvivor Benefits

GAD Views. Significant unnecessary costs and inequities can be avoided by
changing the methodology that is used to determine the amount of civil service
annuity reductions for retirees who have elected sirvivor benefits. Under the
method used by the Office of Personnel Management, newly retired personnel pay
more than previous retirees for, the same survivor benefit coverage. Computing
the survivor benefit reduction the same way for new and previous retirees would
eliminate this inequity and reduce expenditures from the retirement fund by at
least $77 milllon annually.

Relevant GRO Reports. FPCD-81-35, February 26, 1981.

GO Contact. Thomas Bickmeyer, 275-4062.
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Railroad Retirement Board

DEFEDERALIZATION OF THE RAILROAD
RETTREMENT PROGRAM

GAO Supplementary Discussion

Justifying the defederalization of the railroad retirement program, the
et cited information fram GAO reports. Although GAO has raised questions
ment's role and cesponsibilities in supporting the railroad retirement
1t did not propose that the program be defederalized. The issue of defed-

; ion, as GAO sees it, is a public policy consideration that the Congress will
havw:a to decide. However, GAO believes that such an effort as the defederalization

of the railroad retirement program before the start of fiscal year 1983 is very ambi-
tious and may not be achievable. This defederalization will involve many camplex
matters that will have to be negotiated among the various interested parties.

In addition to GAQ's reports referred to in the Administration's bwiget documents,
GAO has three studies currently in process which provide the bhasis for the following
conment.s.

One study involves a survey of the financial status of the railroad retirement
mnemployment and sickness program. 'The budget proposals involve abolishing the unem-
ployment program and returning the function to the States. The administration also
suggests that rail workers will become eligible for higher unemployment benefits
typically available under the State unemployment insurance systems. Our preliminary
data suggests that turnirg the unemployment program over to the States may face
problems because some States' existing wnemployment programs are in difficult finan-
cial condition. A number of States have had to borrow extensively froam the general
revenue funds of the U.S. Treasury. Our data also indicates that not all rail workers
will necessarily become eligible for higher unemployment benefits as the budget
proposals suggest.

Another GAO study is examining the financial interchange process between the
Social Security and the Railroad Retirement Board. Preliminary indications are that,
due to methodology problems and possible benefit calculation errors, significant
adjustments may be necessary between the accounts of Social Security and the Board,
These adjustments could be made prior to or as part of the proposed defederalization
action.

A third GAO study is examining the impact of limiting the"windfall' benefits
received by rail beneficiaries dually entitled to socidl security and railroad
retiranent benefits. In recent years, Congress has limited the appropriation for
these benefits to less than that needed to pay the full windfall and, beginning in
fiscal year 1982, the Board began paying a reduced windfall benefit based on the
limited appropriations. The Administrations' budget proposal would continue this
limitation.

As our study progresses, it should help show the impact of such limits on
beneficiaries and how such resultant benefit reductions might be allocated.

Relevant GAO Reports:

Keeping The Railroad Retirement Program On Track--Govermment And Railroads
Should Clarify Roles And Responsibilities (HRD-81-27, March 9, 1981)

Delays In Receiving And Investing Taxes Are Reducing Railroad Retirement
Program Interest Incame (HRD~-81-112, September 24, 1981)

GAO Contact: Milan Hudak, FI'S 987-3013
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DISCRETIONARY SPENDING

President's Proposals Addressed:

Non-Nuclear Energy Research and Development
Health Professions Education

Federal Subsidy for Saint Elizabeths Hospital
Modified Section 8 Housing Certificate Program
Subsidized Housing: New Production
Subsidized Housing: Tenant Rent Contributions
Housing for the Elderly and Handicapped
Public Housing Operation Subsidies

Solar and Energy Conservation Bank

Highways

Maritime Assistance and Regulatory Reform
Mass Transit Assistance

Federal Railroad Assistance

Federal Railroad Operations

AMTRAK

Appalachian Development Program

Student Assistance

Soil and Water Conservation

NOAA Ocean and Weather Programs

Fish and Wildlife Service

National Park Service Programs

Nuclear Energy Programs

National Aeronautics and Space Administration
Enterprise Zones

Minority Business Assistance

Community Development Block Grants

Urban Development Action Grants
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NOCN-NUCLEAR ENERECY RESEARCE ANL DEVELCEMENT

Fossil Energy R&L

The adninistration is proposing further reductions in fossil
enerqy research, requesting $107 million in fiscal year 1983
in comparison with fiscal year 1982's reguest of $417 willion.
The FY 83 rationale is similar to the rationale provided
for recuctions in the fiscal year 182 kudget. The current
rationale incluces:

-~Energy industries are already making significant invest-
rments in enerqgy technology developments and are akle to
make the necessary market-related decisions.

-~In sone case, e.g9., coal gasification, the introduction
of conmercial processes is not technologically cen-
strained, btut rather depends on favorable econonic
conditions, so it makes little sense to continue
Govearnment K&D.

--The Covernnent generally should concentrate on kasic
and long-term research rather than subsidize the
aevelopment of company-specific procegses.

Cur work in fossil energy R&L has cdenonstrated a need to
ensure, throuch a case-ky-~case examination of each technology's
readiness for the market place, that Federal support is not cut
off prematurely. FEReference to near-term activities such as
constructicn and operaticn of pilot and cemonstration plants
using comnpany-specific processes beclouds the key issue of the
technology's status and the tineframe fcr comnercial gproduction.
The broad array of synthetic fuel techneologies reguires varying
lead tines and investment levels to resolve technical, economic,
and environmental uncertainties prior to comnercialization.

In a January 20, 1962, report, "Analysis of Federal Energy
Loles and Structure" (EMLC-§2~21), we cautioned that in its
attenpts to distinguish ketween near-term and long-term tech-
nologies, COE nay have given tco little attention to the actual
status of a technology, as distinguishec¢ fron the type of funding
it has receivec. For exangle, although the Covernment has sup-
ported research, cevelopment, and pilct plants for certain coal
gasification technologies for 10 years, our current work reveals
that the plants have brought few answers about actual comnercial-
ization.

In a report to the Chairman, Subcomnittee on Cversight and
Investigations, hLouse Committee on Energy and Commerce, (EML-E1-
128, Aug. 17, 1981) we recommended that LOE establish specific
definitions for long-term, high-risk, high~payoff fossil programs
and direct that they be consistently aprlied to funding current
and future research and development projects,
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Cur current work on high-Etu gasification questions the
need for continued Government support of specific third-generation
processes and research on certain materials and instruments.
It aprpears that these activities will not improve substantially
on second-generation costs or could be done by the private
sector,

Cn the other hand, commercial demonstrations of first-
and second-generation high~Btu processes will likely degend
on Government support because of their huge capital investment
and uncertain product costs. Because DCE is no longer funding
demonstration plants or associated necessary environrental
research, the Synthetic Fuels Corporation is Lbeing looked to
as the source of Federal support. hkowever, the legislation
which established the Corporation sets objectives that will
limit its support of high-Btu gasification,

Relevant GAO Reports., EMD-80-84, EMC-81-128, EMD-82-21,
EMD=-862=23

GAO Contact. Flora H. Milans - 353-3408

32



Solar Lnergy

The adninistration propreoses to further reduce Federal sclar
k&L etforts., In recent years, CAO has issued a nunber of reports
on the Federal role in developing various solar energy technclo-
i sed on these reports and ongoing work, CAU believes
sternination of the extent of each sclar technology's
KWQQLnﬁ%ﬁ for the narketplace is neeced in deciding appropriate
levels of Federal solar R&L.

The adninistration's fiscal year 1965 buuget request pro-
Loses to reduce funcds for sclar energy KR&D by 72 rercent, to $7Z
nillion. The adninistration intends to place greater reliance
upon private inaustry, the marketrlace, and existing tax credits,
tc determine the appropriate level of solar developnent anc use.
Thus, Federal R&D supprort for develogring certain technologies
has been significantly recduced, and for certain technclogies
that support is prorecsed for elimination entirely.

GAC is concerned that the proposed reductiong are not kased
on a full knowledge of the marketprlace's exjected reacticn.
Elininating Federal suppert for scune sclar technclsogies, csuch as
active and passive solar space heating and solar hot water systens,
seems approrriate. Such systens are cost-conpetitive teday in
certain parts of the country with the continuation of tax incen-
tives, and with increasing costs of conventional fuels these
cystens should continue to nove intc the narketplace. Lowever,
a numker of other solar technoloyies are not sufficiently clecse
to being economically competitive anc, with recducec or no Fed-
eral support, theic further vevelcrnent will either procesa at
a slower pace until costs cen ke recucea or thcy nay ke akan-
donead altogether,

One technoloyy that will probably cevelop more slowly with
recuced Federal support i1s solar photovoltaics. Fkecent CAC work
inCicates that industry is reluctant to rake adciticnal invest-
ments cue to the high uncertainties and risks associated with
naking this technology economical., Conseguently, the wicespreaa
uce of photovoltaic energy systems will likely ke delayead.

OCther solar technologies may need costly, large-scale de-
velopnent to prove their potential ana, without Feceral sugport,
industry's efforts may be dropped before such potential is
determined. Ocean thermal energy conversion systems (CTEC)
represents a case in point. In a regort on C1kEC, GAC notec that
alternative systems and components were still in the research
phase and involve long-tern, high-risk research not likely to
receive substantial support from private firms.

A sizable Federal investment amcunting to about $2 billicn
has been made to date in developing the various solar technolo-
gies. Refore reducing the Federal role in solar energy cevelop-
ment, a case-by-case exanination of each technology's degree of
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readiness for the marketplace should be nade to uncerstané clearly
the likely narketplace reaction to reduced Federal sugpgport.

Relevant GAC Reports, EML-7¢-55, EML-7&-4U, EMD-60-41, EML-79-19,

EMC-81-10, EMC-§1-62, and IL-61-63

GAC Contact. Thomas E. Melloy - 353-5720
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Geothermal Energy

The adninistration gproposes to supiport long-tern geothernal

k&L which will not ke conducted by the private sector, to termi-

» hydrothermal industrialization activities, andé to complete

Federal geopressured rescurce definition efforts. Eased on past
and ongoing work, GAC has some views on these proposals.

GAC reported in January 19860 that geothernal developnent had
Lroceeded slowly and private industry's efforts haa primarily
focusec on high guality hydrothermal resources. Industry hac
nade only limited efforts to develor other rescurce areas aue
to the high costs, financial ricks, and lack of proven technology
for defining, extracting, ana using most of the recoverable
resources for electric agpplications. LOE's technology aevelcocpnent
efforts have resultea in some cost recuctions, but have nct
yet sufficiently reduced the costs and risks involved to the
roint where industry would rake significant investments. GaAC
believes the adninistration's proposal to continue sugport of
long-term R&L--geonchenistry, geoscience, and energy conversion
research associated with rocderate tenperature hycrothermal
resources-~is in line with the technclogy auvancements ana
improvements still needed.

Infornation gatherea by CAC indicates, however, that without
Government support of carefully selecteda hydrothermal cenonstra-
tion activities, economic and technical uncertainties will renaln,
prarticularly with resgect to the major portion of high~temgeraturs
resocurces, A case in point i< the 50-megawatt binary denonstration
glant at Beber, California. 7The adninistration's budget progosals
for fiscal year 1562 had called for the terrination of Feceral
funding of this project, Luring ite kudget delikeratione, however,
the Congress providea about $8.6 million to keep the project
going. Nevertheless, the acdninistration's proposals fer fiscal
year 1983 again call for terminating Feceral funding of the
Eelbber project. The current propcsals, while not specitically
stating why Federal funding of this project is keing terninated,
point out that industrial capability is currently available
to develop the most easily exploitable high-tenperature resources,
and that certain hydrothermal agpplications are currently cheagper
than other energy alternatives. GAC reported in June 1981 that
elimination of this demonstration project would inpede the full
dgevelopment and use of hydrothermal resources. This project
is aimed at demonstrating a technclogy that has not been well
developed and is expected to be best suited fcr the major portion
of the high-temperature hydrothermal resources in the Unitea
States. According to industry representatives, this denmonstration
project is needed to prove the technical and economic viability
of the binary technology. Without a demonstration, the growth
of geothermal energy will be slowed, since developers, utilities,
and the financial community will not undertake development until
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operating information is gained from commercial-size demonstrations.
The administration proposes to phase out Federal georres-
sured resources definition efforts based on the rationale that
these resources will be further developed by the private sector
as economic conditions dictate. GAO's recent work indicates that
the benefits of expanding such efforts, as previously planned by
DOE, were questionable. Expanding such efforts by drilling and
testing additional wells would not add much to the expected results
of DOE's existing resource definition efforts, nor t¢ development
of geopressured energy. Industry representatives also indicated that
this resource will be developed, as the administration states, when
economic conditions are right. Thus, phasing out Federal efforts
to define the geopressured resource aprears to be approrriate,

kelevant GAO Reports. EMD-80-36, EMC-81-~110

GAQ Contact. Thomas E. Melloy - 353-5720
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Energy Storage R&L

The administration has proposed to close out the energy
storage R&D program in fiscal year 1983, including efforts
on long~term, high-risk battery projects. It has, however,
proposed to provide about $7 million for basic research on elec-
trochemistry and related fields, as well as for development of
several near-term battery candidates as part of a multi-purpose
conservation R&L program. Although GAO has only cdone limited
work on DCE's energy storage program, kased on previous and on-
going reviews of electric vehicles, GAC is concerned with some
aspects of the administration's proposal since it would fund
work on batteries which are, or close to keing, commercial
at the expense of work on long-term, advanced batteries,

For electric vehicles to become a widely commercializea,
general purpose transportation option, long-tern, advanced batteries,
such as aluminum-air, lithiummetal-sulfide, or sodium-sulfide,
will probably be required. In fiscal year 1963, work on these
batteries is to be closed out. Eecause the battery candidates
involved are long-term and high-risk in nature, the private sector
is highly unlikely to develop them, thus jeoparcéizing the progress
already made through Federal efforts. Moreover, a gortion of the
prorosed $7 million of fiscal year 1983 funding is for developing
near-term batteries, namely lead-acid and nickel-iron. Lead-acid
batteries have been commercial for years and nickel-ircn Latteries
are being earnestly pursued by the battery industry. Fec¢eral fundairng
of near-tern battery candidates, while discentinuing funding for
long-tern advanced batteries, seems to run contrary tc the ad-
ministration's basic R&C rhilosophy. GAC believes, therefcre,
that Federal R&D on long-term advanced battery cancicates shoula
continue while the proposed funding of near-tern batteries Goes
not apgpear approrriate.

Relevant GAC Report. EMLD~79-~6

GAC Contact. Thomas E. Melloy = 353-5720
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Alcohol Fuels R&DL

The administration proposes to phase out alcohol fuels R&L
under the assumption that the technologies involved have reached
the stage where the private sector can, over time, pursue further
technological advancements. Based on past work on Federal alcoho
fuels efforts, GAO questions this assumgtion.

In commenting on fiscal year 1982 buaget proposals, GAC gen-
erally agreed with the administration's proposals to reduce Feceral
alcohol fuels subsidies for three principal reasons. First, ethanol
production is commercial, as evidenced by over 100 million gallons
being domestically sold each year. Second, existing tax policies
and the removal of o0il price controls enhance the econonic competi-
tiveness of alcohol fuels and hence the ability of private firms
to continue technological improvements. Third, the majority
of Federal alcohol fuels support activities have concerneda the
production and use of biomass-based alcohol (primarily ethanol),
although another form of alcohol (methanol) has greater
potential to replace gasoline. Therefore, excessive support for
ethanol production and use could result in an economically unjusti-
fied commitment of resources to ethanol.

While agreeing with the reductions proposed last year, GAC
has some concerns about this year's proposal. 1In FY 198Z the
administration proposed and received $10 million for alcohol fuels
R&D. The R&D supported with these funds was described as "focused
on mid~ to long~term, novel, high~risk and high~payoff
technologies." 1In its fiscal year 1983 budget proposal, the ad-
ministration is now proposing to phase-out these efforts, asserting
that the technologies are at a stage where the private sector can
pursue advancements. GAO has not analyzed the develorment of the
technologies involved in detail, but it is highly questionaktle
that in 1 year the technologies were advanced from "long-term"

R&D to a stage where the private sector can pursue developnents
without Federal support. At a minimum, such an assertion casts
doubt on the credibility and consistency of the administration's
decisionmaking process. It also does not address the issue

that the technologies may not be further developed by the private
sector alone without additional Federal support.

Relevant GAQ Reports, EMD-80-73, EMD-80~-88

GAC Contact. Thomas E, Melloy - 353-5720
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pepartrent of Health and duna Sorvices

President's
Proposal - LIMIT FUNDS FOR HEALTH PROFESSIONS EDUCATION
Supplementary GAO Discussion

‘ Jm———

We believe that the objective of this proposal is reasonable
in view of the September 1980 report of the Graduate Medical Educa-
tion National Advisary Committee which projected that by 1990 the
U.S5. would have an excess of about 70,000 physicians. About one-
half of this excess was attributed to the influx of foreign medical
school graduates. We also support the continued effort to finance
programs t0 encourage minorities to choose health careers.

In issued reports we have supported constraining assistance to
medical students. An August 1978 GAD report concluded that it was
doubtful that a separate Health Professions Loan Repayment Program

was still needed to attract physicians to shortage areas. We

it

recamended that Congress reconsider whether the loan repayment
program for physicians should be continued since it had not induced
substantial numbers of physicians to enter shortage areas, and it
seems that many physicians participating in the programs received
windfall repayment of their education loans by the Federal Govern-
ment since they would have established their practice in those
shortage areas anyway.

A November 1980 GAO report pointed out that the Department of
Education (ED) and the Veterans Administration (VA) were providing
financial assistance in the form of guaranteed student loans and
eduCational benefits for several thousand U.S. citizens studying

medicine abroad. Before authorizing guaranteed student loans for
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Department of Health eanxd Human Servicoes

studying abroad, ED is required by law to determine that the educa-
tion and training is comparable to that provided by a U.S. school.
The VA Administrator can deny or discontinue educational benefits
if he finds that such enrollment is not in the best interest of

the individual or the Goverrment.
Our May 5, 1981, report pointed to the need to better coor-

dinate and link the Department of Health and Human Services (HHS),
and ED programs directed toward increasing the numbers of minority
and disadvantaged individuals in the health professions.

Relevant GAD Reports

Progress and Problems in Improving the Availability
of Primary Care Providers in Underserved Areas

(HRD-77-135, August 22, 1978)

1t

Policies on U.S. Citizens Studying Medicine Akroad
Need Review and Reappraisal
(HRD—-81~22, November 21, 1980)

Letter Report to the Secretary of HHS on Minority and
Disadvantaged Programs
(HRD~81-86, May 5, 1981)
GAO Contact
J. William Gadsby, 443-3596
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Departn. ..t of lcalth and Human Services

rresident '
Proposal - PHASE DOW.s FEDERAL, SUBSIDIES FOR SAINT ELIZABETHS HOSPITAL

Supplementary GAO Discussions

The proposed FY 1983 budget for St. Elizabeths Hospital (SEH)
would reduce the SEH obligational authority by about $31 million
fram the FY 1981 amount. The Administration suggests that this
reduction will provide increased iricentives to the District of
Columbia (D.C.) to place certain classes of SEH inpatients in alter-
native camunity facilities. D.C. has been under a court order to
relocate these patients since 1975.

In 1978 we reported that, despite the 1975 court order, D.C. had
been unable to relocate patients primarily becéuse adequéte facilities
are not available in the commnity. The Administration's proposal
does not provide any evidence that this situation has changed. A
30 percent reduction in the SEH budget authority may force D.C. to place
patients in facilities where little or no needed services are avail—-
able and/or reduce the quality and quantity of services provided to
those persons remaining as inpatients at SEH. Further, the relocation
of large numbers of patients intO the community could swell the roles
of other social service programs in D.C. thus decreasing the quality
and quantity of services provided by those programs. The Administra-
tion's proposal to require partial reimbursement from D.C. for
patients remaining in SEH could also contribute to a reduction in
services. These factors may well detract from the Administration's
position that relocated patients would receive more appropriate care.

The Administration's proposed budget reduction, while consistent
with the general move toward reduced Fede;:al involvement in community

services, docs not address the unique nature of D.C.'s relationship
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and reliance on the Federal Government in providing services to its

citizens. The delivery of the most appropriate level of mental health
services should be a cooperative endeavor between D.C. and the Federal
Government and should be accamplished over a reascnable period of time.

Relevant Reports

St. Elizabeths Hospital and District of Columbia are
Improving their Mental Health Services
(HRD~78-31, September 27, 1978)

GAO Contact
J. William Gadsby, 443-3596
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President's
Proposal - MODIFIED SECTION 8 HOUSING

CERTIFICATE PROGRAM

GAO Supplementary Discussion

GAO Views: The administration's proposal to gradually replace the
section 8 existing housing program with a voucher-like system of
certificates may save budget dollars and has the potential to serve
more households. However, serious questions remain regarding how
effectively certificates serve those most in need. The phase out
of HUD new construction programs, -‘if approved by the Congress,
coupled with the replacement of section 8 units with certificates,
will eventually result in housing certificates becoming the primary
active Federal program for assisting low income households. This -
represents a sharp acceleration in the shift in subsidized housing
policy away from expanding the supply of housing toward improving
household incomes. Arguments for a certificate or voucher-like
approach generally center on its potential for reducing or moderat-
ing Federal outlays and its controllability in the Federal budget.
Compared to past construction-~oriented programs, which have a high
per unit subsidy cost and require Federal budget commitments
spanning decades, vouchers are viewed by many as a more efficient
and equitable subsidy device.

We believe that the following issues are crucial to this
change:

--The existing housing stock may not be adequate to fully
support a housing certificate program. Whether or not there
1s an adequate supply of standard quality housing to meet
the needs of potential certificate holders is crucial to the
ultimate success of the program. A short supply of standard
housing would very likely inhibit participation, especially
for large families, or drive up the cost of such housing.

We previously reported on the rental housing shortage that
exists in many areas of the country. HUD has reported that
no national rental housing shortage exists but does acknowl-
edge evidence of shortages in certain local markets. The
President's Commission on Housing also recognizes that tight
housing markets may inhibit the effectiveness of a voucher
program and that expansion of the housing stock may be
needed. The Commission recommended a series of actions to
expand supply. Their recommendations are analyzed in a
separate GAO report.

~-Several factors may inhibit participation among certain
roups. In addition to supply shortages discussed earlier,
%or some low income households, such as large families and
female-headed minority households, participation may be low.
These households tend to already reside in substandard hous-
ing and may encounter discrimination when seeking standard
housing. For them, participating in a certificate program
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could mean having to move to a less desirable neighborhood,
incurring moving expenses or convincing their present land-
lords to upgrade their housing to meet program standards.
The severity of these inhibiting factors depends upon the
rigidity of the standards used to judge housing adequacy.
Program experience in section 8, which relies on the exist-
ing housing market, reveals a pattern of higher participa-
tion among small families and elderly households. These
groups are likely to already inhabit standard housing, and

are generally perceived as more desirable tenants, and can

A4 £ £
more readily afford standard housing.

Other groups not likely to be well served by the
certificate program include low-income homeowners who appear
to be excluded from certificates, rural residents who are
generally underserved by assistance programs and groups with
special housing needs such as the handicapped.

It is difficult to prove certificates will be a less
expensive subsidy strategy in the long run. Although
various studies argue that a voucher or certificate program
is less expensive than traditional production subsidies, we
reported that in certain tight rental markets, a voucher-
type program could be more expensive than new construction.
Conflicting study results stem from difficulty in setting
realistic assumptions on program rules, rates of inflation
and changes in housing supply. In past production pro-
grams, the Government has shared with developers the risk
that operating costs would increase sharply in return for
some control over unnecessary rent increases. Under the
certificate program, the Government can take advantage of
the lower subsidy cost associated with existing units
today, but tight rental markets could eventually make the
certificate program very expensive if it keeps pace with
market rents or ineffective if tightly controlled.

1
i

From a budgetary standpoint, savings can be achieved, if
the subsidy is geared to some level below existing section 8
rent maximums. CBO estimates that if the certificate cap is
set at 10 percent below current section 8 rent maximums,
outlay savings would reach $155 million through 1987.

~--Effective program monitoring of certificates may be
difficult. Because obtaining certificates is contingent
upon renting standard quality housing, inspections of units
could be an important part of program monitoring. 1In our
review of section 8 inspection practices, we revealed sig-
nificant weaknegses. Once certificates are in place, many
PHAs may not be able to adequately perform inspections,
which could affect program integrity.
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Relevant GAO Reports:

and CED~-82-42.

Contact: Gary Boss,

CED"BO“ll ’

(426~1645) .

CED~78-~29,
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President's
Proposal - TERMINATION OF SUBSIDIZED

HOUSING~NEW PRODUCTION

GAQ Supplementary Discussion

GAO Views: Although terminating new construction programs as
posed by the administration may save budget outlays and provide
the potential to serve more households, several issues merit close
attention. The extent to which the Nation's existing housing
supply is adequate in number and quality to meet the needs of low-
income households has an important effect on the need for future
production programs. Over 15 million Americans still live in
substandard housing and reports of rental housing shortages suggest
that the certificate program--the program designed to replace new
construction--may not work effectively in all locations. Coupled
with cutbacks in rural housing and assistance to low-income home-
owners (who are not served by certificates according to budget
proposals), significant housing supply gaps may persist. Certif-
icates will not likely stimulate any rental housing construction
to fill these gaps. The rental supply issue is the subject of con-
tinuing debate. We have reported on the rental housing shortage.
Both HUD and the President's Commission on Housing acknowledge
evidence of rental shortages in some areas. Recognizing supply
shortages, the Commission suggests several initiatives which it
feels may stimulate new construction which include providing tax
incentives, encouraging private institutional support in meeting
housing needs, and allowing new construction under community
development block grants.

Another important issue is the long term cost of certificates
versus new construction. We have reported that in some tight
housing markets, a voucher-type program can be more costly in the
long run than carefully administered production programs. Further,
in the long run, construction programs can become quite cost effec-
tive. For example, properly maintained quality public housing
units built 20 years ago presently have very low monthly subsidies
although when built their rents would have been much higher than
older, existing units in the market area. These subsidies could
very easily be much lower than the level currently planned for the
certificates. Evidence on cost comparisons, however, is rarely
considered conclusive, due to methodological assumptions and
economic variables affecting costs such as the rate of inflation.

Within the present subsidized housing programs, a number of
actions may be taken to reduce the cost of subsidized housing
and/or enable the limited available funds to reach more eligible
households. Some examples are:

--Build more modest size subsidized housing with fewer
amenities. New section 8 housing is often better than most
housing in the market areas where it is located. Some
assisted units are larger than necessary and contain such
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costly amenities as central air conditioning, balconies or
patios, carpeting, and garbage disposals even when these
items are not uniformly provided in unassisted housing in
the same markets. More recent work indicates that a similar
situation exists in public housing. HUD has implemented new
procedures for these problems but our monitoring of these
indicates that these procedures may have little effect. For
example, new size limitations on section 8 units are too
high and would not necessarily have reduced sizes had they
been in effect in the past.

--Get better use out of subsidized housing units. In our
recent review of the Section 8 New Construction program, we
found that over half of the 862 family housing units we
visited were underused. The sources of this problem were
the lack of effective incentives for project owners and
managers to achieve optimum occupancy levels, combined with
ineffective monitoring by HUD.

--Improve program administration. A wide variety of HUD
actions are needed to improve program administration to
reduce the costs and improve the efficiency of subsidized
housing programs. These include improving procedures for
setting fair market rents for the section 8 program which
may also become a problem under the modified program,
increasing cost consciousness among HUD program personnel,
and initiating effective incentives for high quality
management and long term ownership of new section 8
projects.

--Eliminate section 11(b) tax-exempt financing. This
financing mechanism has resulted in substantially higher
total costs for section 8 than either public housing or
FHA-TANDEM, without offering any advantages. Higher
expenditures result from the combination of tax-exempt
bonds with the usual real estate tax incentives (which
have just been increased) and certain cost-inefficiencies
introduced by this mechanism.

--Finance state housing with taxable bonds. Disallowing tax-
exempt bonds for State housing finance agencies in favor
of taxable bonds would substantially improve the economic
efficiency of any new construction alternative using this
mechanism. A direct expenditure to subsidize interest
rates could be substituted for the tax expenditure. This
is presently possible under existing law.

--Disallow partially-assisted section 8 projects. The costs
of providing subsidized housing are increased by allowing
partially-assisted projects. This occurs because large
TANDEM and tax subsidies are incurred on behalf of all
units, not just those serving needy households. The result
is that a large portion of TANDEM funds benefit middle
income households. TANDEM is cost-effective when utilized
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for .100 percent projects and can be less costly than all of
the section 8 finance mechanisms except public housing.

--Place more emphasis on public housing. We believe that if
any production continues, a larger proportion of assisted
housing units should be built with this mechanism and that
the Congress should provide direct funding shifts to achieve
this objective. Public housing is cheaper in the short run,
and’also in the long run when off-budget costs such as tax
expenditures are considered. It also needs a number of
procedural changes to achieve possible cost savings.

Relevant GAO Reports: CED-80-59, PAD-80-13, CED-81-54, and
CED-80-31.

Contact: William Gainer, (426-1780).
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President's
Proposal -~ SUBSIDIZED HOUSING: TENANT

RENT CONTRIBUTIONS

GAO Supplementary Discussion

GAO Views: GAO supported the provision of the Omnibus Budget
Reconciliation Act of 1981 which increased the maximum allowable
rent contributions paid by tenants living in HUD subsidized
housing from 25 to 30 percent. It does, however, realize that
precautions should be taken to assure that very low-income tenants
are not unduly impacted by the cumulative effect of these and
other cuts. Prior to enactment of the 1981 act, GAO recommended
to HUD that it raise tenants maximum rental contribution required
from program beneficiaries from 25 to 30 percent as authorized by
the Housing and Community Development Amendments of 1979. At that
time, however, HUD considered the provision to be discretionary
and rejected it because it believed it would place an added burden
on lower income tenants. GAO was of the opinion that HUD's posi-
tion ignored the large number of needy households that received

no subsidized housing assistance.

GAO notes that the proposed tenant rent contribution
increases are limited to tenants living in HUD subsidized housing
and do not include tenants in Farmers Home Administration (FmHA)
projects financed under the Section 515 program. In this regard,
the Omnibus Budget Reconciliation Act of 1981, requires the
Secretary of Agriculture to, among other things, report to the
Congress by March 1, 1982, on recommendations for FmHA contribu-
tion requirements which will achieve equity with HUD's assisted
housing programs. GAO believes that before any increases are
made in tenant rent contributions in FmHA projects the results of
the Secretary's study and recommendations should be considered.

GAO also believes that tenants living in HUD-acquired multi-
family housing projects should also have their rent ceiling raised
possibly even beyond 30 percent where they are able to pay and the
market would support such rents. In December 1979 GAO reported
that a change in HUD's policy regarding rent charged to tenants
in HUD-acquired, formally subsidized projects was resulting in
tenants having their rents reduced at a project that HUD acquired.
This change, made in May 1979, limited the rent charged at such
projects to 25 percent of the tenants' income. Prior to this
change tenants in HUD-acquired projects were charged the estab-
lished rent and utilities that they previously had been paying to
the private owner. The 25 percent limitation has reduced project
revenues and increased losses. The resulting losses are absorbed
by HUD's mortgage insurance funds. A rescission of this policy,
requiring tenants to pay the already subsidized rents in effect
prior to HUD's acquisition, would result in a reduction in HUD's
mortgage insurance losses, and a resultant decrease in Federal
outlays for assisted housing.
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GAO believes that in every case care should be taken to
monitor the impact that the proposed changes have on the lowest
income tenants, particularly since other assistance programs
benefiting low- and moderate-income tenants are being reduced.
Assurance should be made that the lowest income tenants are not
unduely harmed by the proposed changes.

In conjunction with increasing rent contributions, GAO also
believes that complete and accurate reporting and verification
of income is needed to ensure that only eligible families are
assisted and that the level of assistance is properly calculated.
Since 1971 GAO has issued a number of reports which have identi-
fied shortcomings in tenant income reporting and verification.
These reports generally conclude that some tenants pay less than
their fair share, and that poor verification of tenants' reported
incomes exacerbates this problem.

Relevant GAO Reports: CED-75-321, CED-80-31, and CED-80-59.

Contact: Steven J. Wozny, (426-1780).

70



President's
Proposal - HQUSING FOR THE ELDERLY AND HANDICAPPED

GAQ Supplementary Discussion

GAQ Views: The administration proposes to continue the section
202/section 8 program at a reduced level of 10,000 units in 1983--~
7,000 less than the 1982 level. The administration has also pro-
posed reforms that will eliminate unnecessary amenities in these
projects and other measures to reduce construction costs.

GAO supports the administration's efforts to reduce the costs
of constructing new projects and has made several recommendations
on ways to achieve this objective. At the same time, however, GAO
realizes that there will be an impact on those targeted for help
under these programs and that the impact may be particularly
severe on the handicapped.

The administration proposes the modified section 8 housing
certificate program as an alternative to the costly construction
programs because it will assist more people and allow individuals
being targeted to live independently and remain in their own units
while at the same time reducing the portion of their income paid
for housing. While this proposal may afford a way to provide a
lower subsidy to more people it may not address the lack of
accessible units for the handicapped. GAO reported in June 1981
that although no reliable statistics were available, officials in
the Departments of Education, Health and Human Services, Housing
and Urban Development and some national organizations serving
people with handicaps all agree that accessible units were in
short supply. Because accessible units are not now available,
it appears the modified section 8 certificate program will not be
an adequate substitute for the handicapped assistance provided
by sections 202 and 8. These programs provide for the production
of rental housing designed especially for the needs of the
handicapped.

Relevant GAO Reports: CED-81-45.

Contact: Larry A. Goldsmith, (426-1645).
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President's
Proposal - PUBLIC HOUSING OPERATING SUBSIDIES

GAO Supplementary Discussion

GAO Views: The administration proposes to reduce the level of
Federal payments required to operate public housing projects by
(1) reducing the utility consumption levels funded by HUD;

(2) cancelling current construction commitments and selling or
demolishing some of the extremely high cost projects now in
operation; and (3) strengthening lease and grievance regulations
to make it easier to collect delinquent rents and to evict dis-
ruptive tenants. These efforts are in addition to its proposal
to increase rents charged tenants living in public housing and
other subsidized projects. GAO agrees that efforts are needed
to hold down the operating subsidies provided to public housing
authorities. However, the proposal to reduce utility cost fund-
ing levels based in part on intensive efforts to modernize public
housing raises some concern.

Preliminary work GAO has performed in regard to HUD's public
housing modernization program indicates that it may be as long
as 5 years before modernization efforts have a significant impact
on reducing utility costs. Until energy efficiency improvements
are made to many projects public housing authorities and tenants
may be unable to significantly reduce energy consumption
regardless of their conservation efforts.

Curtailing the growth of the public housing inventory by
placing greater reliance on the existing rental market may have
merit in geographical areas having an excess supply of rental
units available for low- and moderate-income tenants. However,
in some areas of the country shortages exist and it may be neces-
sary to increase public housing units to meet the need. Another
alternative to building new units, however, is for public housing
authorities and HUD to consider the availability and feasibility
of utilizing HUD-acquired multifamily projects to meet public
housing shortages. GAO is in full agreement with the proposal to
strengthen lease and grievance regulations. For public housing
to be successful in the future GAO believes that tenants are
going to have to assume greater responsibility for maintaining
projects' financial and physical integrity.

HUD's current system to fund public housing authorities-~-the
Performance Funding System--was designed to encourage operating
efficiency and to avoid fully funding operating deficits. Housing
authorities that have cut costs and have operated efficiently may
not have much latitude in their ability to rapidly reduce operat-
ing expenditures. Housing authorities that have been poorly run
in the past, however, may be able to absorb funding reductions
more easily since they would have much greater latitutde to reduce
costs through improved operating efficiency. GAO believes that
some public housing authorities could substantially reduce their
dependence on Federal operating subsidies by improving their
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operating economy and efficiency. For example, in an April 1980

report, GAO reported that the Chicago Housing Authority exercised
weak management and control over its procurement activities. Pur-
chasing policies were readily circumvented. Controls designed to
ensure free and open competition for large purchases were avoided
through order splitting and open purchase orders. Also, basic
procurement management information was not readily available and
even the total amount of purchases could only be estimated. The
authority did not know where and how it was spending its purchas-
ing dollars and therefore could not adeguately plan its purchases.
The authority, facing imminent insolvency, had asked HUD for
additional funds to clear its accrued deficit. GAO reported that
the Performance Funding System may have been circumvented and the
incentive for management efficiency and economy weakened.

Relevant GAO Reports: CED-80-93. Also, GAO is reviewing HUD's
public housing modernization program, and staff are available to
brief interested congressional committees.

Contact: Steven J. Wozny, (426-1780).
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SOLAR ENERGY AND ENERGY CONSERVATION BANK

The Solar Energy and Energy Conservation Bank was created by
the Energy Security Act (P.L. 96-294, June 30, 1960) to promote
the use of solar energy systems and conservation by making
grants and subsidized loans to individuals who install solar
systems in, or make energy conservation improvements to, residen-
tial or commercial buildings. The administration has not re-
guested funds for the bank for fiscal year 1983. Since the Eank
has not yet begun operations, GAO has not reviewed its activities.
However, based on previous work on solar energy and ongoing work
on energy tax credits, GAO, with some reservations, supprorts the
administration's proposal not to now initiate bank operations.

Although the Congress apgpropriated $121.25 million for fiscal
year 1981, and another $22 million for fiscal year 1982, for the
Bank to start operations, to date the executive branch has not

initiated operations. The administration rescinded, with congres- -

sional approval, $121 million of fiscal year 1981 funding and is
Froposing to rescina all of the fiscal year 1982 funding. The
administration's rationale for rescinding fiscal year 1962 fund-
ing and keeping the Bank from beginning operations is that market
incentives should be relied upon, and subsidy programs that rewara
a few fortunate home or building owners should be resisted. The
administration argues that if the Bank were to begin operations
in fiscal year 1982, only about 9,300 individuals would benefit
from the Bank's efforts. To place this argument in context, how-
ever, GAO notes that a portion of these funds were to be used for
starting operations, including bringing staff on~board and carry-
ing out promotional activities.

The basic issue is whether the subsidies to be provided by
the Bank are needed. GAO's work to date relative to this issue
has not been sufficiently comprehensive to provide any defini-
tive answers. However, GAO's efforts related to tax credits in
general and its work in the solar area does provide some useful

insights:

~-Interest subsidies such as those that would be offered
by the Bank may not be as effective an incentive as
energy tax credits for aiding the commercialization
of solar heating.

~~The act creating the Bank precludes an individual tax-
payer from receiving benefits of both interest subsi-
dies and the currently allowed tax credits.

~-~The Windfall Profits Tax Act of 1980 (F.L. 96-223,
Arril 2, 1980) provided a 40 percent solar energy tax
credit for residential use of sglar energy systems.
Cn the surface, it appears that individuals would opt
for the tax credits since interest subsidies would
result in a much smaller dollar benefit.
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Wwhile GAG's efforts would seew to point in the direction that
the tank's subsiaies could have linited usefulness, CAC cau-
tions that nore analysis rerains to be cone in the conservation
area as well as scolar energy relative to this issue. GAU notes,
for exangle, that the full impact of the 46 percent solar tax
credit--tecause of its relative newness--is not yet known anc

ray not be known for sone tine.

Relevant CAC Eepcrt. EML-79-~1¢

CAC Contact. Ghowas E. kelloy - 353-5720




President's
Proposal = REDUCTION OF FEDERAL HIGHWAY CONSTRUCTION GRANTS

h

GAQ Views:

The 1983 budget calls for a half billion dollar reduction in Federal
highway assistance and proposes focusing the Federal funding on the Interstate
and Primary highway programs and reducing emphasis on those roads of principal
interest to the States and localities. Such a reduction will require the State
and local governments to give increased attention to funding the construction
and preservation of these highways,

In March 1981, we issued a report entitled 'Deteriorating Highways And
Lagging Revenues: A Need To Reassess The Federal-Aid Highway Program”
(CED-81-42).

This report points out that the condition of our Nation's highways,
particularly the Interstate System, is declining, that billions of dollars
will be needed to preserve these roads, and if timely action is not taken

deterioration will accelerate and even more money will be needed. It concludes

that decisions will have to be made as to the Federal-aid highway categorical
programs that are to be retained, modified, deleted, or added;'the respective
funding levels; the method used to acquire the necessary funds; and the States'
responsiﬁilities, including matching ratios.

The report notes that lagging State and Federal revenues are compouhding
the problem of highway deterioration, but that the States have taken a number
of actions to increase highway revenues and this trend is likely to continue.
However, the report cautions that highways are only one of many competing

demands on the States, Whether Statesmcan resolve these highway financing

difficulties depends largely on what the publié will accept in the way of
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highways and increased taxes, Highway officials in most of the States visited
perceived a need for continued State actions to increase revenues,

"In this respect, a number of States are looking at variable motor fuel
taxes that automatically increase as prices increase r?ther than the fixed
cents~per-gallon t