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CHAPTER I. INTRODUCTION AND OVERVIEW 

The outlook for  the  federal budget under current policies for the next 
f ive years is for large and growing deficits. The President's Private Sector 
Survey on Cost Control (PPSSCC) has submitted to t h e  President nearly 
2,500 recommendations, which it claims would save $424 billion over three 
years when fully implemented. The PPSSCC, be t te r  known as the Grace 
Commission, characterizes its recommendations as means for reducing 
program waste, correcting system failures, improving personnel 
management, and attacking structural  deficiencies. The Congressional 
Budget Office (CBO) and the  General Accounting Office (GAO) have 
reviewed nearly 400 of t h e  PPSSCC recommendations tha t  account for 
almost 90 percent of the  potential three-year savings as estimated by t h e  
Grace Commission. To the  extent  possible, the  impact of t he  PPSSCC 
proposals on the  CBO baseline budget projections for fiscal years 1985-1989 
was estimated, and an  analysis of t h e  likely program impact was made. 

GAO analyzed whether t h e  proposals could be  implemented admin- 
istratively or would require legislation, and focused its consideration on 
whether t h e  proposals warrant support based on their  individual merits. 
Many of the  PPSSCC proposals were the  subject of in-depth GAO reviews 
and evaluations. References to  the  related GAO reports a r e  included in the  
individual analyses contained in the  subsequent chapters of this report. 

The CBO-GAO review found tha t  t h e  potential deficit reductions tha t  
might result in 1985-1987 from implementing most of these recommenda- 
tions would be  much smaller than t h e  three-year savings projected by t h e  
Grace Commission. Without regard to  t h e  merits of the  recommendations, 
the cumulative three-year deficit  reduction for  1985-1987, including the  
off-budget deficit, is estimated to amount to $98 billion for  those PPSSCC 
recommendations for which specific budget estimates could be prepared. 
This is 33 percent of t he  $298 billion of net  three-year savings projected for 
these proposals by the  Grace Commission and assumes tha t  they are 
implemented by October 1, 1984. The CBO and PPSSCC estimates, 
however, are not fully comparable. The CBO estimates were calculated in 
federal  budget accounting terms, whereas the  PPSSCC estimates are 
characterized as planning figures and do not refer to specific years. 
Specific budget estimates could not be prepared for 122 of the commission 
recommendations reviewed because the  proposals were too vague, or 
necessary da ta  were not available. The f ac t  tha t  their  budget impact could 
not be evaluated does not imply, however, t ha t  they are not  worthy of 
further study and possible implementation. 
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Most of these recommendations involve various management 
improvements tha t  could be implemented administratively. The bulk of t h e  
potential savings, however, relate to  recommendations tha t  would require 
significant changes in current laws and policies. The federal spending 
generated by t h e  policies and programs studied by t h e  Grace Commission 
has been subject t o  close scrutiny before and should continue to be reviewed 
for possible savings. The magnitude of the  savings projected by t h e  Grace 
Commission for i t s  proposals in these areas,  however, is much too large t o  
be attr ibuted simply t o  eliminating waste and inefficiency. Rather, t h e  
PPSSCC proposals should be characterized for the  most part as possible 
changes in public policy tha t  could help reduce mounting federal deficits. 

Although the  majority of the  Grace Commission recommendations can  
be characterized as management proposals to  achieve greater efficiencies 
or t o  operate on a more business-like basis, the bulk of the cost savings 
estimated by t h e  PPSSCC are associated with proposals to change policies 
or to restructure programs. All of these proposals would require Congres- 
sional action. 

These proposals all represent tough decisions with difficult trade-offs. 
The CBO-CAO analysis reveals t ha t  t h e  Grace Commission has not found an 
easy solution to  the  federal deficit problem, although it has helped t o  focus 
attention within t h e  Administration and t h e  Congress on ways to control t he  
rising cost of government. 

In GAO's opinion, about two-thirds of the  revised PPSSCC recom- 
mendations have some degree of merit. Specifically, of the  396 recom- 
mendations assessed, GAO identified 242 as having some merit,  83 as not 
having merit,  and 71 for which GAO had no basis for an opinion. Of t h e  242 
recommendations GAO believed had merit,  it had previously made similar or  
related recommendations in 150 cases. I t  is important to note, however, 
t ha t  many of the  recommendations tha t  do  not have merit  in GAO's opinion 
were among those with large savings estimates in the  PPSSCC reports. I t  is 
also important to note  tha t  GAO does not agree tha t  all of t he  proposals for 
which CBO estimated budgetary savings a r e  feasible or desirable. 
Conversely, GAO believes tha t  many proposals for which CBO was not able 
to est imate  budgetary savings have merit and deserve further consideration. 

BACKGROUND 

President Reagan established t h e  PPSSCC by Executive Order 
No. 12369 on June 30, 1982, and named J. Peter Grace as chairman. The 
commission's mandate was to identify opportunities for  increased efficiency 
and reduced costs achievable by executive or legislative action. The study 
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effort, which took 18 months to  complete, was led by a n  Executive 
Committee of 161 chief executive officers of major corporations and other 
private-sector experts. More than 2,000 individuals reportedly participated 
in the  work of t h e  PPSSCC, which was privately financed at an  estimated 
cost  of more than $75 million. 

The PPSSCC was organized into 36 task forces, 22 of which were 
assigned t o  study specific departments and agencies, and 14 t o  study cross- 
cutting functions such as personnel, da t a  processing, and procurement 
practices. Each task force produced a separate report to the  President. In 
addition, the  PPSSCC Management Office staff, which helped to coordinate 
the  task forces, prepared another 11 reports on selected issues. The 47 
PPSSCC reports contain 2,478 specific recommendations on 784 different 
issues. A two-volume, 650-page final summary report was also prepared and 
presented to the  President on January 16, 1984. 

The Grace Commission estimated tha t  implementation of all of its 
recommendations could result in ne t  savings and revenue increases of 
$424.4 billion over three years. The commission also estimated tha t  
accelerations of tax collections, debt repayments, and other receipts could 
amount to another $65.5 billion in cash-flow savings over three years. The 
PPSSCC, however, characterizes its estimates as being of a "planning" 
nature and not of lfbudgetlf quality. They represent potential savings during 
the  first th ree  years of implementation, not specific fiscal years. The 
three-year PPSSCC projections of cost  savings and revenue increases were 
based on the  assumptions tha t  t he  annual inflation r a t e  would be 10 percent, 
and tha t  t he  average interest r a t e  would also be 10 percent. 

The overlapping nature of the  work assignments given to  t h e  36 task 
forces led to several instances of double counting of possible savings. The 
11 Management Office reports also cover many of t he  same program and 
management areas included in the  task force reports, thereby adding to  the  
duplication of the  PPSSCC savings estimates. In its final report to the  
President, the  commission estimated tha t  these duplications amounted to 
$120.6 billion over three years. This means tha t  t h e  sum of the three-year 
savings estimates contained in the  47 agency or subject mat ter  reports add 
t o  $545.0 billion. Appendix A of this study provides a list  of the  47 reports 
and the  number of issues and recornmendations contained in each. 

FOCUS OF THE CBO-GAO ANALYSIS 

Because the  two Budget Committees were interested in having a CBO 
and GAO analysis of the PPSSCC recommendations in t ime for use in 
developing t h e  f i rs t  budget resolution for 1985, they requested tha t  this  
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joint report be issued in  February 1984, little more than a month a f t e r  t h e  
commission's final report was presented to  t h e  President. Given the  short  
t ime available to review t h e  many commission recommendations, w e  
believed it essential to direct our analysis toward those PPSSCC proposals 
tha t  potentially could produce t h e  largest  budgetary savings. As t h e  final 
Grace Commission report t o  t h e  President observes, and as presented in 
detail in CBO's recent  baseline budget projections for 1985-1989, t h e  
prospect for t h e  federal  budget under current policies is large and growing 
deficits. Any serious proposals to  reduce these deficits to less alarming 
levels deserve close attention. 

Accordingly, we selected for review only those recommendations tha t  
t he  PPSSCC estimated could produce savings of $1 billion or more over a 
three- year period. Several other closely related recommendations were also 
selected for review. The result is that the joint CBO-GAO review covers 
396 specific recommendations on 131 different issues as identified in the  
PPSSCC reports. While this amounts to only 16 percent of the  total number 
of recommendations made by t h e  various task force and management office 
reports, t he  recommendations reviewed account for nearly 90 percent of the  
ne t  three-year cost savings and revenue increases, and 95 percent of the  
cash accelerations, as estimated by the  commission in its final report  to  the  
President (see Table 1-11. Taken individually, most of the  other PPSSCC 
recommendations were estimated by the  commission to produce relatively 
small or no budgetary savings. 

TABLE 1-1. COVERAGE OF CBO-GAQ ANALYSIS 

PPSSCC CBO-GAO 
Proposals Review Percent 

Number of Issues 784 131 16.7 

Number of Recommendations 2,478 396 16.0 

PPSSCC Three-Year 
Savings/Revenue 
Increases 
(billions of dollars) 

PPSSCC Three-Year 
Cost Accelerations 
(billions of dollars) 

424.4 379.0 89.3 

65.5 61.9 94.5 
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In examining the  396 PPSSCC recommendations selected for  review, 
CBO and GAO staff examined t h e  basis for  the  claimed savings potential, 
developed--where possible--estimates of the  potential budgetary impact for  
fiscal years 1985-1989, identified t h e  likely e f fec t  of the  recommendations 
on the  federal programs involved, and determined what actions would be 
necessary to implement them. In accordance with our respective roles and 
areas of expertise, CBO developed the  budgetary estimates, while GAO 
focused on the  merits of the  recommendations, as well as program impact 
and implementation issues. 

For purposes of analysis and discussion, t h e  PPSSCC recommendations 
reviewed were grouped into 90 separate sets of proposals. These proposals 
are examined in detail in Chapters I1 to VI of this report, and the  results of 
the  analysis a r e  summarized in the  following sections of this chapter. 

In preparing estimates of potential budgetary impact, CBO adhered t o  
a strict methodology. First, potential budgetary savings were measured 
against a uniform and fully documented set of budgetary baseline 
projections for the  next five fiscal years. These projections are based on 
the  assumptions tha t  inflation rates average about 5 percent and short-term 
interest  rates about 8 percent for this period. 11 Second, potential outlay 
savings or  revenue gains were estimated only -f or those recommendations 
tha t  were sufficiently specific to provide a basis for cost  analysis and for 
which da ta  were available t o  develop a budget impact statement.  Third, t he  
estimates assume tha t  any needed Congressional action would be taken this 
year, and tha t  t he  proposals would be implemented at a reasonable pace in 
line with past administrative performance. Fourth, the  budget estimates 
made for individual proposals do not include possible lower interest costs 
resulting from lower deficits or reduced borrowing needs! consistent with 
CBO's methodology for  preparing bill cost estimates for  t h e  Congress. An 
est imate  of possible lower interest  costs is provided in this chapter, 
however, assuming tha t  all of t he  reviewed PPSSCC recommendations as a 
group a r e  implemented and eliminating any overlap or duplication among 
them. Also, possible interest  savings a r e  indicated for  some proposals 
involving acceleration of t ax  collections within the  fiscal year. Finally, t he  
CBO estimates a r e  based on "static" economic assumptions; tha t  is, t h e  
estimates do not take into account t he  possible effect of deficit reductions 
on the  economy, particularly on interest  rates and inflation. 

1. For a detailed description of these baseline projections, see Congres- 
sional Budget Of fice, Baseline Budget Projections for Fiscal Years 
1985-1989 (February 1984). 
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In assessing the  merits of the  PPSSCC's recommendations, GAO relied 
primarily on its prior and ongoing work, as well as its institutional 
knowledge developed through extensive and long-term review activities of 
virtually all major federal programs and activities. In fact, GAO's work, in 
a number of instances, formed the  basis for the  Grace Commission's recom- 
mendations. 

POTENTIAL BUDGETARY IMPACT 

The savings estimates for the  Grace Commission proposals analyzed in 
this report for which CBO could determine the  potential budgetary impact 
for 1985-1987 are summarized in Table 1-2. The cumulative three-year 
reductions from CBO's baseline projections for the  unified budget deficit 
amount to $74.4 billion. Reductions in off-budget spending would add 
another $23.4 billion during 1985-1987, bringing the  three-year total deficit 
reduction to $97.9 billion. 

Savings shown for national defense programs a r e  small--$9.2 billion 
over the  first three years-because the  budget impact for most of the  
proposals in this a rea  could not be estimated. Budget savings in the  national 
defense function would be larger in terms of budget authority because, 
under accrual accounting, the  function would immediately reflect  long-run 
retirement savings under the  PPSSCC proposals. The numbers shown in 
Table 1-2 for national defense reflect outlay savings. Estimated savings for 
entitlements and other mandatory spending programs sum to $15.0 billion 
for 1985- 1987. Proposed reductions in nondefense discretionary spending 
and increased user charges a re  estimated to total  $11.9 billion for this 
period. Another $13.0 billion in reduced outlays would result from proposals 
affecting federal civilian employment and compensation, with proposed 
revisions in the  Civil Service Retirement program accounting for most of 
this amount. Potential revenue increases of $16.2 billion over the  three- 
year period a r e  also estimated, with the  largest increase associated with the  
proposal to tax federal subsidies. Finally, the  resulting reductions in the 
deficits over this period would lower net interest costs by another 
$9.1 billion using CBO's baseline interest ra te  assumptions. 

The basis for t he  CBO estimates shown in Table 1-2 is discussed in 
detail in the  five succeeding chapters, beginning with national defense and 
concluding with the  potential revenue increases. 

Comparison with Grace Commission Estimates 

It was possible to  develop estimates of potential budgetary impact for 
67 of the  90 sets of Grace Commission proposals analyzed in this report. 
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TABLE 1-2. CBO SAVINGS ESTIMATES FOR MAJOR GRACE COMMISSION 
PROPOSALS (By fiscal year, in billions of dollars) 

. Annual Savings or Cumulative 
Revenue Increases 3-Year 

1985 1986 1987 Impact 

Savings from CBO 
Outlay Baseline a/ 

National defense 
Entitlements and other 

mandatory programs 
’ Nondefense discretionary 

programs and user charges 
Federal civilian employment 

and compensation 
Subtotal 

Addition to CBO Revenue 
Baseline 

Reduction in Interest Costs 

Unified Budget 
Deficit Reduction 

Off-Budget Outlay 
and Deficit Reduction 

Total Deficit Reduction 

1.7 

2.8 

3.5 

3 .2  
11.3 
- 

2.5  

0.8 - 

14.5 

6.7 

21.3 

- 

5.3 

3.9 

3.7 

4 .1  
17 .O 
- 

5.0 

2.7 

24.7 

8 . 3  

2.1 

8 .3  

4.7 

5.7 
20.9 
- 

8.7 

5 . 6  - 

35.2 

8 .4  

33.0 43.6 

9 .2  

15.0 

11.9 

13.0 
49.1 
- 

16.2 

9.1 - 

74.4 

23.4 

97.9 

- 

SOURCE: Congressional Budget Office. 

a. CBO baseline projections for  unified budget outlays. 

For t h e  other 23 sets of proposals reviewed, budget estimates could not be  
prepared because either the proposals were too vague or the available 
information too scant. As noted earlier, t h e  commission prepared what it 
characterized as planning figures for its proposals and did not a t tempt  t o  
make specific budget estimates. Furthermore, t h e  commission noted in i t s  
reports tha t  recommendations were not all based on the  same level of 
research and analysis and that,  as a result, their  planning figures are not all 
of t h e  same quality. 
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Where specific budget estimates could be made by CBO, 8 sets of 
PPSSCC proposals were found to have no budget impact for the  next three 
years, 4 sets of proposals to entail added costs rather than savings, 9 sets to 
produce greater savings over three years than projected by the  PPSSCC, and 
46 sets to generate lower budget savings for 1985-1987 than implied by the  
Grace Commission three-year estimates. The total  savings estimated by 
CBO for 1985-1987, including lower interest costs and off-budget savings, 
for the 67 sets of proposals for which budget impact estimates could be 
made is 33 percent of the  $298.4 billion of net three-year savings projected 
for these proposals by the  Grace Commission in i t s  planning figures. These 
results, and comparison with the PPSSCC three-year savings estimates, a r e  
summarized in Table 1-3. Appendix B provides t h e  PPSSCC and CBO three- 
year savings estimates for each of the 90 sets of Grace Commission 
proposals reviewed in this report. 

The PPSSCC reports include several proposals that  have already been 
acted upon by the  Congress and are being implemented. As a result, the  
estimated budget effects of these proposals a r e  included in CBO's baseline 
projections and no further savings a re  expected. Two examples are the 
proposals to raise Railroad Retirement payroll taxes and to  increase debt 
collection through the use of private collection agencies. These proposals 
a r e  covered by the  provisions of the  Railroad Retirement Solvency A c t  of 
1983 and the  Debt Collection Act of 1982. Several other proposals would 
not have any near-term budget impact, such as the  proposal to increase 
private participation in space programs and to  improve the  enforcement of 
the  Social Security earnings limit through an updated computer system. 

Several Grace Commission proposals would add to  federal budget costs 
rather than achieve savings. These include the  proposals to reform the  pay 
processes for federal employees t o  make them more comparable with the 
private sector. Because annual pay raises have been limited for a number of 
years t o  levels below those measured under the  current comparability 
surveys, changes in these surveys would not produce savings but would raise 
costs. Also, the  proposal t o  eliminate commodity donations to federal 
agencies would not affect the  budget totals, and freezing the  level of 
donations would add to storage costs. 

In other instances, the  CBO budget estimates for 1985-1987 a re  larger 
than the net three-year savings projected by the  Grace Commission. The 
largest difference is for the effect of the  PPSSCC proposal to replace the  
direct loan programs of t he  Farmers Home Administration (FmHA) and the  
Small Business Administration (SBA) with loan guarantees. The CBO savings 
estimate includes the effect of this proposal for of f-budget financing of 
these loans by the  Federal Financing Bank, which is not included in the  
Grace Commission estimate. CBO also has higher three-year savings 
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TABLE 1-3. A COMPARISON OF THREE-YEAR SAVINGS ESTIMATES 
(Savings in billions of dollars) 

PPSSCC CBO Budget 
No. of No. of 3-Year Estimates 

CBO-GAO PPSSCC Planning for 
Analyses R e c k  Ests. 1985-1987 

Budget Impact Estimates 
Could Be Made 

No budget impact 8 21 13.2 0 
Added costs rather than 

Greater savings than 

Lower savings than 

savings 4 29 8.5 -1.8 

estimated by PPSSCC 9 22 5.9 33.0 

46 - 202 270.8 66.7 
Subtotal 67 274 298.4 97.9 

estimated by PPSSCC - 

Budget Impact Estimates 
23 - 122 80.7 N.A. Could Not Be Made - 

Total 90 39 6 379.0 N.A. 

estimates for the  PPSSCC proposals to consolidate student loan programs in 
t h e  Department of Education, to impose user fees  for certain Coast Guard 
services, and to change the  Civil Service Retirement systemss accounting 
practices. 

The CBO savings estimates summarized in Tables 1-2 and 1-3 were not 
constructed on the  same basis as the  Grace Commission estimates and, 
therefore, are not fully comparable. The CBO estimates show the  potential 
budget impact for fiscal years 1985-1987, assuming implementation 
beginning October 1, 1984. As noted earlier, the  PPSSCC estimates are said 
to represent potential savings during t h e  first three years of implementation 
without regard to specific fiscal years. In some instances, the  PPSSCC 
reports acknowledge tha t  t h e  recommendations could not be implemented in 
the  next three years. In other instances, t h e  reports make clear tha t  t he  
potential savings would come much later--in t h e  1990s or even later. 
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The CBO savings est imates  also were calculated in federal  budget 
accounting terms--that is, in terms of budget authority, outlays, and 
revenues. The CBO savings estimates for  1985-1987 shown in Table 1-2 and 
elsewhere in this chapter are in terms of added revenues and/or lower 
outlays from t h e  levels projected under a continuation of current  laws and 
policies. Thus t h e  CBO savings estimates indicate t h e  potential effect of 
the  PPSSCC proposals for reducing projected budget deficits. The Grace 
Commission savings estimates, on t h e  other hand, were sometimes 
calculated in te rms  not used for t h e  federal budget. As a result, many of 
t h e  PPSSCC savings estimates are not t rue  indicators of possible budget 
deficit reductions in t h e  next three years. 

For example, t h e  PPSSCC savings estimates for its proposed changes 
in federal  civilian and military retirement benefits are based on projected 
payroll costs in the  years 2001 t o  2003 and have been discounted to their 
estimated 1983 value. 2/ The CBO estimates for these proposals included in 
Table 1-2, however, are based on the  potential impact for reducing t h e  1985- 
1987 budget deficits and, understandably, are considerably lower. On the  
other hand, t he  PPSSCC savings estimates most widely used by t h e  Grace 
Commission do not include cash-flow changes, although these are noted 
separately. Accelerating t ax  collections, debt repayments, or other changes 
in cash flow, however, can have a measurable impact on the  level of federal 
revenues and outlays for a specific fiscal year and thus can result in lower 
budget deficits. These effects a r e  included in t h e  CBO budget estimates. 

Two other caveats  should be considered in comparing the  CBO and 
Grace Commission savings estimates. First, in order to develop many of t he  
budget estimates, specific assumptions had to be made about t he  details of 
the  proposals and how they would be implemented; in some instances, CBO 
analysts could not find the  PPSSCC's assumptions in its published reports or 
background materials. Therefore, t h e  CBO assumptions might not exactly 
reflect what the  PPSSCC task forces assumed for their savings estimates. 
Second, a great amount of uncertainty should be at tached to  many of the  
PPSSCC and CBO savings estimates, particularly for proposals t ha t  call for  
substantial change in current laws, policies, and administrative practices. 
There usually is no way to determine exactly what happened in t h e  past 
when laws, policies, or practices were similarly changed, so it is not possible 

2. The precedent for this approach is the  t reatment  of military retirement 
costs in the  1985 defense budget, which is on a similar accrual 
accounting basis. In the  new budget treatment,  however, t h e  accrual 
costs a r e  offset  in other accounts, making modest the  overall impact of 
long-term changes on near-term outlay and deficit  totals. 
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to determine t h e  extent  to  which projected e f fec ts  for  these changes were 
realized. As a result, a number of assumptions have to be made about how 
future  changes will affect government spending and revenues, and these may 
not prove to be correct. 

The potential deficit reductions for  1985-1987 resulting from t h e  
adoption of all of the  PPSSCC recommendations could be larger than those 
shown in Tables 1-2 and 1-3, since the  CBO estimates apply to 70 percent of 
the  savings estimated by t h e  Grace Commission. Also, t h e  CBO estimates 
do not include possible dynamic budget effects resulting from induced 
changes in the economy, especially lower interest  rates brought about by 
lower budget deficits. On balance, however, it is  CBO's judgment that  the  
Grace Commission estimates of possible savings tha t  could be derived from 
its recommendations during t h e  next th ree  years a r e  overstated. This 
judgment apparently is shared by the  Grace Commission. 

Proposals for the  Next Three Years 

In recent testimony before the  Senate Finance Committee, Mr. Grace 
emphasized tha t  t h e  commission's three-year savings estimate of $424 
billion did not refer t o  particular fiscal years and certainly not the  next 
three. He identified a number of PPSSCC proposals, however, t ha t  he  
believed could be realized within the  next th ree  years with minimal political 
resistance. These proposals, which cover 44 issue areas  in t h e  PPSSCC 
reports, are in the  a rea  of inventory management, loan management, t a x  
collections, cash management, reduced error rates, user charges for federal 
services, and general management. The PPSSCC three-year savings 
estimates for these proposals amount to $59 billion. - 3/ 

The CBO-GAO review of the  Grace Commission reports covered 19 of 
these 44 issues identified by Mr. Grace. CBO was able to develop 1985-1987 
budget estimates for 15 of these issues for which t h e  commission estimated 
three-year savings of $33.3 billion. CBO estimates for these issues 
somewhat higher savings--amounting t o  $36.2 billion over t he  three-year 
period (see Table 1-4). 

For three  of the  issues recommended by Mr. Grace, amounting t o  
$7.7 billion in t h e  PPSSCC three-year estimates, CBO found no budget 
impact relative to  its baseline projections for  two reasons. Either the  
savings would not be realized until after 1987, or the proposals already are 
being implemented. For three other issues, however, CBO estimates that  
there would be a greater budget impact during 1985-1987 than projected by 

3. See prepared s ta tement  by Mr. J. Peter  Grace for t he  Senate Finance 
Committee, February 8, 1984. 
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TABLE 1-4. CBO THREE-YEAR SAVINGS ESTIMATES FOR SELECTED 
PPSSCC PROPOSALS - a/ (Savings in billions of dollars) 

PPSSCC Planning CBO Budget 
No. of 3-Year Estimates 
Issues Estimates for 1985-1987 

Selected PPSSCC Proposals 
for Which CBO Could Estimate 
Budget Impact 

No budget impact 
Greater savings than 

Lower savings than 
estimated by PPSSCC 

estimated by PPSSCC 
Subtotal 

3 7.7 

3 4.6 

9 
15 
- 21.1 

33.3 

0 

27.6 

8 . 5  
36.2 
- 

Selected PPSSCC Proposals 
for Which CBO Could Not 
Estimate Budget Impact 4 15.6 N.A. 

Selected PPSSCC Proposals 
That CBO-GAO Did 

9.8 
Total 44 58.7 

- 25 Not  Review - N.A. 
N. A. 
- 

SOURCE: Congressional Budget Office. 

a. PPSSCC proposals identified by Mr. Grace in testimony before the  
Senate Finance Committee on February 8, 1984 as proposals tha t  could 
be implemented during the  next three years with minimal political 
resistance. 

the  PPSSCC. As noted earlier, CBO projected greater savings for 1985-1987 
for replacing FmHA and SBA direct loans with loan guarantees, for 
consolidating student loan programs, and for imposing user fees for certain 
Coast Guard services than estimated by the  PPSSCC. For these three 
pro osals, CBO estimates that  the  1985-1987 budget impact would amount 
t o  P 27.6 billion in deficit reductions compared to the  PPSSCC three-year 
savings projection of only $4.6 billion. The remaining nine issues targeted 
by Mr. Grace that  CBO was able to put into budget terms would produce 
deficit reductions of $8.5 billion. This C00 estimate is about 40 percent of 
the  PPSSCC three-year savings projection. 
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The potential deficit  reductions for 1985-1987 for the  44 issue areas 
selected by Mr. Grace presumably would be larger than t h e  $36 billion tha t  
CBO was able to estimate. Congressional action would be needed to achieve 
most of these savings, and several would raise major policy issues. 

MANAGEMENT PROPOSALS 

The majority of the  Grace Commission recommendations selected for 
review are concerned with management issues, such as financial 
management, procurement practices, management of real property, and 
management of research and development programs. Approximately 
40 pe,-c.clit of the three-year cost savings estimated by the  Grace 
Commission for t h e  396 recommendations examined by CBO and GAO can  
be attr ibuted to proposed management improvements. GAO has previously 
recommended many of these management improvements, and some are 
currently being implemented. About half of the  PPSSCC estimated three- 
year savings could be achieved by administrative measures without further 
action by t h e  Congress. The other half of t h e  management savings would 
require Congressional action. 

A comparison of t h e  PPSSCC three-year savings estimates and t h e  
CBO estimates for 1985-1987 for  54 sets of Grace Commission proposals 
tha t  can  be characterized as management improvements is shown in Table 1-5. 
I t  was possible to  develop specific budget estimates for 32 sets of 
proposals involving 105 different recommendations. For these proposals, 20 
sets of management proposals for which cost estimates could be  prepared 
a r e  projected to save $17.5 billion over three years, about 30 percent of the  
amount estimated by the  Grace Commission of the  remainder, 6 sets were 
found t o  have no effect on CBO's baseline projections for  1985-1987; 1 set 
would increase costs rather than produce savings; and 5 sets would result in 
slightly larger deficit  reductions than estimated by t h e  PPSSCC. The total  
amount of savin s relative to  CBO's baseline projections for 1985-1987 is 
estimated to be ! 21.5 billion, compared to $73.4 billion in three-year savings 
estimated by the  PPSSCC. 

The largest management saving would derive from augmenting the  
Internal Revenue Service's (IRS) staffing for collection of delinquent taxes  
and examination of tax returns, and from the disposition of tax  cases 
brought before t h e  U.S. Tax Court. CBO estimated savings amounting t o  
$3.7 billion for 1985-1987 (and $13.0 billion over the  five-year period 1985- 
1989) for this set of proposals, compared to $10.7 billion in three-year 
savings estimated by t he  FPSSCC. Thest  proposals were among those 
suggested by Mr. Grace as appropriate for quick action. The CBO savings 
est imate  i s  lower mainly because the  goal of halting t h e  growth of 
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TABLE 1-5. PPSSCC MANAGEMENT PROPOSALS REVIEWED BY GAO 
AND CBO (Savings in billions of dollars) 

PPSSCC CBO Budget 
No. of No. of 3-Year Estimates 

CBO-GAO PPSSCC Planning for 
Analyses Rec's. Ests. 1985-1987 

Budget Impact Estimates 
Could Be Made 

No budget impact 6 17 10.2 0 

savings 1 2 1.2 -0.2 
Added costs rather than 

Greater savings than 

Lower savings than 
estimated by PPSSCC 5 6 1.9 4.2 

17.5 
Subtotal 32 105 73.4 21.5 

- 80 60.1 - 20 estimated by PPSSCC - 

Budget Impact Estimates 
22 - 119 79.8 N.A. 

Total 54 224 153.2 N.A. 

Could Not Be Made - 

backlogged tax collections has largely been accomplished through IRS staff 
increases provided by the  Congress in 1983 appropriations. GAO agrees with 
the  recommendations for further staff increases for the  collection of 
delinquent taxes and the  examination of returns, but not with the  recom- 
mendation to establish an appellate tax board. Rather, GAO has recently 
made alternative recommendations to t h e  Tax Court that, when 
implemented, should achieve the  PPSSCC's objective at a lower cost. 

One of the  largest three-year management savings projected by the  
Grace Commission was associated with a number of recommendations to 
improve federal work force productivity. The PPSSCC contends that  the  
federal government, like any other employer, can improve productivity by 
changing its methods of operations, raising employees' skill levels, and 
investing more than it does now in work-facilitating equipment. CBO has 
tentatively estimated tha t  the  PPSSCC management proposals could lead to  
a federal productivity rise over four years of an extra  4.4 percent, which 
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could yield net  annual long-term compensation savings of some $1.8 billion. 
But because of the  t ime required to accomplish changes, the near-term 
outlay savings would amount to only $0.5 billion for 1985-1987, compared to  
the  PPSSCC three-year savings estimate of $17.1 billion. 

Despite considerable federal activity and interest in improved 
productivity over the  past lZyears, GAO has found agency efforts ill- 
prepared and poorly directed, disjointed, short-lived, and hence ineffective. 
Potential government-wide improvements in labor productivity, according t o  
GAO calculations, would come mainly from five categories of federal work: 
compliance and enforcement of regulations, natural resource and 
environmental management, education and training, administration of loans 
and grants, and health-related services. 

In four separate reports, the  Grace Commission recommends more 
contracting out t o  private firms for certain support services, including 
maintenance, security, and data processing. Current Executive Branch 
policy, as set forth in OMB Circular A-76, requires the  government to  
contract for these services unless federal workers can perform them at less 
cost. Reliance on the  private sector for support services has been federal 
policy since 1955, but without effective implementation in GAO's view. The 
CBO estimates long-term savings from contractin out at $1.1 billion 
annually, about one-fifth of the PPSSCC estimate of ! 5.6 billion. The CBO 
estimate assumes no change in the  current statutory restrictions on 
contracting out for certain services in the  Veterans Administration and the  
Defense Department, and much smaller average savings per conversion t o  
contract. 

Under an accelerated A-76 program, CBO estimates that  as many as 
165,000 federal jobs, mostly blue-collar, could shift to  private firms, with 
most of the  job shifts occurring in defense agencies. In the  near term, 
however, savings would be much smaller than the  estimated long-term 
amounts because the proposals would have to  be implemented gradually and 
there would be costs associated with transferring functions to the  private 
sector, including payments to laid-of f federal workers. CBO estimates that  
outlay savings for 1985-1989 would accumulate to  about $0.7 billion. 
Additional outlay savings approaching $0.4 billion would occur over the  same 
period if restrictions on contracting out at DoD and the  VA were lifted. 
While Circular A-76 can be carried out administratively, GAO believes that  
effective implementation will not occur unless the  Congress legislates a 
national policy on contracting out. 

In another management proposal, t he  Grace Commission proposed 
various administrative steps for tightening the  enforcement of the  statutory 
Social Security earnings test provisions to reduce overpayments. Mr. Grace 
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singled out this proposal as one of those appropriate for achieving 
$4.0 billion in savings during 1985-1987 in his recent testimony before the  
Senate Finance Committee. CBO estimates, however, tha t  little or no 
savings would result from these recommendations over the  next five years, 
although savings could occur in later years. GAO reports that  the  Social 
Security Administration (SSA) has already accelerated its enforcement 
efforts, and tha t  further reductions in overpayments a r e  likely only af ter  
SSA's computer system is upgraded. The PPSSCC report on the  Social 
Security Administration acknowledges that  a new computer system would 
not be available until 1989 at the earliest. 

The Grace Commission made a number of other management proposals 
for which CBO was not able to estimate budget savings against its baseline 
projections. Either the  proposals were so general in nature that  estimating 
assumptions could not be made, or there  were insufficient data available to 
use for preparing a savings estimate. These proposals included a number of 
recommendations for improving government procurement practices and real 
property management, especially in defense programs. Examples of such 
recommendations include making greater use of multiyear procurement of 
major weapons systems, increasing the  practice of acquiring weapons from 
dual sources, establishing and maintaining more efficient production rates 
for weapons systems, improving defense inventory management, and 
increasing the use of common parts and standards. Conceptually, these 

, proposals make good sense, some have been recommended before, and a r e  
endorsed by GAO on the basis of their merit, and others need further study. 
Many, in fact, were included as part of the so-called Carlucci initiatives 
announced by the  Defense Department in 1981. Undoubtedly, significant 
savings a re  possible, but these generally cannot be calculated in terms of 
budgetary impact for 1985-1989 without more specific proposals. 

Similarly, the  PPSSCC task forces made a number of proposals for 
improving the  management of research and development (R&D) programs, 
both in the  Defense Department and for civilian programs. Some of the  
R&D recommendations were too general to permit measurement of possible 
budgetary impact. One recommendation relating to independent R&D 
charges to defense contractors could increase costs to the  government. The 
commission also proposed that  the  Veterans Administration develop and 
utilize a hospital resource allocation and planning model based on diagnosis- 
related groups to achieve estimated savings of $4.9 billion over three years. 
CBO and GAO expect that  the  savings a r e  overstated but do not consider an 
accurate estimate feasible, because any savings would depend upon policy 
decisions that were not specified by the  PPSSCC and cannot be predicted. 

Consistent with the  results of many GAO reports, the  Grace 
Commission also recommends a major increase in the  acquisition of 
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computers in order to replace obsolete hardware and to achieve greater  
efficiencies and productivity. CBO and GAO point out tha t  budgetary 
savings in this a r ea  are heavily dependent upon effective management and 
acquisition strategies. The budget impact cannot be determined, however, 
because it is not known whether the  added equipment would be  leased or 
purchased. If new equipment were leased, immediate budget expenditures 
would go down. But if t he  new equipment were purchased--which would lead 
to even greater savings over its life cycle--the immediate budget impact 
would be higher expenditures. 

POLICY AND PROGRAM PROPOSALS 

Of t h e  90 sets of PPSSCC proposals reviewed by t h e  CBO and GAO, 36 
sets involving 172 different recommendations are proposals to change 
policies or t o  restructure programs. As such they would require Congres- 
sional action. The Grace Commission's three- year savings estimates for 
these recommendations add t o  $225.8 billion, or 60 percent of the  total 
three- year savings estimated by the  commission for proposals analyzed in 
this report. CBO projects tha t  these proposals could achieve deficit 
reductions amounting to over $75 billion during the  next three years if 
implementation starts by October I, 1984 (see Table 1-6). 

In its analysis of PPSSCC's policy and program proposals, GAO 
disagrees with several proposals, such as those to  limit federal  employees' 
compensation and benefits-proposals tha t  represent some of the  larger 
Grace commission savings estimates. On the  other hand, GAO believes 
there  is merit  in several other policy proposals including those to repeal t he  
Davis-Bacon and Service Contract Acts. 

ProDosals with No Budget ImDact 

CBO was able to  develop budgetary impact estimates for all but one of 
t h e  Grace Commission policy and program proposals. A comparison with t h e  
PPSSCC three-year savings estimates is provided in Table 1-6. Two 
proposals were found to have no budget impact. One proposal--to increase 
Railroad Retirement t ier  2 payroll contributions- -has been superseded by 
the passage last year of t h e  Railroad Retirement Solvency Act  (P.L. 98-76). 
The other proposal--to increase private participation in the  commercial 
uses of space by using private financing for a possible f i f th  space orbiter-- 
could produce future  economies but not savings relative to  the  CBO 
baseline. The CBO baseline assumes funding for four orbiters for the  space 
shuttle program. As funding for a f i f th  orbiter would increase baseline 
spending, any private sector participation would merely reduce these 
additional spending requirements. 
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TABLE 1-6. PPSSCC POLICY AND PROGRAM PROPOSALS REVIEWED BY 
GAO AND CBO (Savings in billions of dollar) 

PPSSCC CBO Budget 
No. of No. of 3-Year Estimates 

CBO-GAO PPSSCC Planning for 
Analyses Rec's Ests. 1 9 85- 1<987 

Budget Impact Estimates 
Could Be Made 

No budget impact 2 4 3 .O 0 
Added costs rather than 

Greater savings than 

Lower savings than 

savings 3 27 7.3 -1 a 6  

estimated by PPSSCC 4 16 4.7 28.8 

26 
35 

estimated 6y PPSSCC - 
Sub t o t a1 

122 210.7 
169 225.0 
- 49.2 

76.4 

Budget Impact Estimates 
Could Not Be made - 3 0 . 9  N.A. 1 - 

Total 36 172 225.8 N.A. 

Proposals That Would Increase Costs 

Three other PPSSCC proposals were estimated to result in added costs 
relative t o  the  CBO baseline rather than savings. Two of these proposals 
involve reforming the  process for determining pay comparability 
adjustments for federal white-collar and blue-collar employees. The 
PPSSCC gives qualified support t o  the  principle of basing compensation of 
federal employees on Comparability with the  nonfederal sector, but finds the  
present process for measuring comparability flawed in several ways. To 
achieve a better measure of comparability, the  PPSSCC task force on 
personnel management recommended several modifications that  would 
require legislation. The PPSSCC recommendations would not change the  
current practice of annually adopting an alternative salary plan that  caps 
federal white-collar pay rates at levels lower than the comparability rate. 
A t  this point, CBO and GAO estimate that  salaries for both white-collar and 
blue-collar employees a re  below levels comparable to the  private sector, 



even with t h e  changes in measuring comparability proposed by t h e  Grace 
Commission, so tha t  no near-term budgetary savings would be achieved from 
these recommendations. In fact, t h e  proposals would increase admin- 
istrative costs, and a one-time catch-up adjustment for blue-collar workers 
would add $0.9 billion to  the  CBO baseline for 1985-1987. 

The other PPSSCC proposal t h a t  CBO estimates would increase costs 
rather than produce savings relative to its baseline projections involves the  
federal employees health benefit program (FEHBP). The PPSSCC's Report 
on Personnel Management claims tha t  t he  total cost of FEHBP would 
decline i f  federal policies and practices were bet ter  aligned with the  private 
sector's. The task force made 16 recommendations t o  improve the  program 
and to contain costs, including a reduction in the  wide range of plan benefits 
now offered, t he  elimination of t h e  75 percent cap  on government 
contributions, a reallocation in the  cross-subsidies among participants, and 
the  encouragement of cost competition by obtaining bids from insurance 
companies on governmentwide plans. GAO believes tha t  there  is no 
evidence to  suggest tha t  implementation of t he  PPSSCC recommendations 
would reduce costs by the  commission's es t imate  of $1.4 billion. CBO 
estimates tha t  the net  effect of reducing the  government's costs and the  
benefit level for  certain retirees would be more than offset  by increased 
costs for administrative expenses and for lifting the  75  percent ceiling on 
agency contributions up to 100 percent of certain FEHBP premiums. Lifting 
the  75 percent ceiling alone would cost the  government more than 
$1.2 billion through 1989. 

Proposals with Greater Estimated Savings 

On the  other hand, CBO estimates greater near-term savings relative 
to  its baseline projections than implied by t h e  PPSSCC three-year savings 
estimates for four other proposals. The largest difference is for  t h e  
proposal to convert t he  direct  loan programs of the  Farmers Home 
Administration (FmHA) and t h e  Small Business Administration (SBA) direct 
business loan program to partially guaranteed loan programs. The current 
FmHA and SBA loan guarantee maximum of 90 percent also would be 
reduced to 75 percent. According t o  the  PPSSCC, substituting guaranteed 
lending for direct  lending would transfer mor'e responsibilities and risk from 
the  federal  government to t h e  private sector. The PPSSCC three-year 
savings est imate  for this proposal was calculated in terms of reduced 
subsidy costs to t h e  government, but t h e  CBO estimates for  1985-1989 are 
in terms of the  impact on t h e  federal  budget, and would be much larger. 
Guaranteed loans are not recorded in the  federal budget except for the costs 
of defaults, but direct  lending is recorded on a ne t  basis. The ne t  effect of 
the  PPSSCC proposal would be to eliminate projected direct  lending from 
t h e  CBO baseline. The impact would be mostly on off-budget spending in 
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terms of fewer loan asset sales to  the  Federal Financin Bank. For 
1985-1987, CBO estimates the  savings of this proposal t o  be f 23.2 billion in 
off -budget outlays. 

The conversion from direct loans to partial loan guarantees would 
significantly change the roles of the  FmHA and SBA by reducing their 
ability t o  serve households and businesses with limited financial resources. 
A substantial portion of the  current FmHA direct loan assistance is heavily 
subsidized. Market ra te  loans, especially for rural housing, would be beyond 
the  reach financially of many of those now eligible for direct loans. New 
firms with l i t t le financial history would be those most affected by the  
elimination of the SBA direct business loan program. 

ProDosals with Lower Estimated Savings 

For 26 of the  other Grace Commission proposals involving changes in 
policies and programs, CBO projects lower savings for 1985- 1987 than 
implied by the  PPSSCC three-year savings estimates. As shown in Table I- 
6,  CBO estimates 1985-1987 savings of $49.2 billion for these 26 pro-posals, 
or less than 25 percent of the  PPSSCC three-year savings estimate. The 
bulk of the  PPSSCC estimated three-year savings- -almost 85  percent--is 
associated with proposals in just five areas. These proposals a r e  to tax  
federal subsidies (estimated by PPSSCC at $58.9 billion); revise retirement 
benefits for federal employees ($58.1 billion); limit the  growth in federal 
health care  costs to GNP growth ($28.9 billion); sell the federal power 
marketing administrations and take other measures to reduce their costs 
($19.1 billion); and repeal the  Davis-Bacon, Walsh-Healey, and Service 
Contract Acts ($11.6 billion). If approved, CBO estimates that  these 
proposals would yield savings of $30 billion for the  next three fiscal years, 
and $79 billion for 1985-1989. 

Taxing Federal Subsidies. The scope of the Grace Commission 
proposal to tax federal subsidies is very broad, ranging from cash benefits 
under Social Security or Aid to Families with Dependent Children (AFDC), 
to in-kind goods and services such as food stamps and Medicaid, and t o  tax 
advantages such as the  Accelerated Cost Recovery System. In particular, 
the  PPSSCC sees poor targeting and duplication of benefits to individuals 
qualifying for several means-tested programs as giving rise to  substantial 
waste of federal dollars. Besides the  potential increase in tax  receipts, the 
Grace Commission sees improved targeting of means-tested benefits as an  
important effect from taxing federal subsidies. The PPSSCC proposal 
involves issuing a W-2 type form to  beneficiaries of federal subsidies, with a 
copy going to the  IRS. Recipients would be required to include their 
benefits in their taxable income, to  the extent that  total benefits exceeded 
some unspecified cut-of f point. Although the  PPSSCC discusses the  
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inclusion of all federal subsidies in taxable income, its estimated savings 
result solely from the  taxation of means-tested benefits. CBO estimates 
tha t  taxation of means-tested benefits could raise significant revenues-- 
roughly $1 5 billion over t he  1985-1989 period. 

The commission indicated tha t  its proposal was necessary because 
many federally subsidized programs, especially means-tested programs, have 
not been effective in reducing t h e  poverty gap because they serve 
individuals who have incomes above t h e  poverty level. GAO believes tha t  
these programs were designed to  provide services or benefits to help 
individuals with specific problems, not to reduce the  poverty gap. The 
commission did not assess the  proposal's impact on t h e  states or how to  
determine the  cash value of in-kind benefits. GAO therefore believes 
implementation of this proposal would be difficult and problematic. 

Revising Retirement Benefits. The PPSSCC proposes several changes 
in retirement benefits for both civilian and military employees in order to  
bring them into closer alignment with what is  characterized by the  
commission as typical private-sector retirement practices. The recom- 
mendations apply t o  both civilian and military retirement programs and 
include such changes as raising the  retirement age, basing pensions on lower 
salary bases, reducing cost-of-living adjustments (COLAS) and integrating 
federal pensions with Social Security. The budgetary impact of these 
proposals for 1985-1987 would result mainly from COLA limits on benefits 
to current retirees and reductions in their  current benefit levels attr ibuted 
t o  the  elimination of military service credits and the  application of Social 
Security offsets. The major budgetary impact would not come until a f t e r  
1990. 

The PPSSCC proposals would reduce sharply retirement benefits to 
civilian employees and retirees. For military personnel, t he  proposals would 
increase retirement pay for  those who retire with 10 to  19 years of service, 
but would sharply reduce retired pay for  those with 20 or more years of 
service. These benefit reductions could result in retention losses for both 
civilian and military personnel unless they were offset by increases in other 
forms of compensation. In GAO's opinion, some of t h e  individual proposals 
have merit,  but GAO does not agree with the  PPSSCC assertion tha t  t he  
proposals, as a package, a r e  representative of retirement practices in t h e  
private sector. GAO believes that,  particularly for  federal civilian 
employees, adoption of t h e  PPSSCC proposals would result in lower benefits 
than those received by their  private-sector counterparts. Moreover, the  
proposals to  reduce benefits t ha t  federal employees and retirees have 
already earned could be subject to  question in the  courts. 

Limiting Growth in Health Care Costs. A third major Grace 
Commission proposal is to constrain rapidly rising government spending for 

21 



health care  services. . During 1975-1983, federal health care expenditures 
grew at 14 percent annually compared with an average increase of 10 
percent per year in the  gross national product (GNP). Under the  CBO 
baseline projections, t he  growth in federal outlays for Medicare and 
Medicaid will continue to outpace the expected growth in the  U.S. economy. 
Although some of the  rapid growth in health care  outlays can be attributed 
to inflation, most has resulted from increased usage. The PPSSCC 
attributes much of the  rapid increase in health care  costs t o  lack of 
competition and to low out-of-pocket expenses for persons receiving health 
services. 

The PPSSCC proposes to  limit the  increase in federal spending for 
Medicare, Medicaid, and other federal health care services programs t o  the  
ra te  of growth of the U.S. economy (as measured by GNP). Available funds 
would be allocated geographically on a per capita basis t o  be used to  
purchase health care  services on a competitive basis. The Grace 
Commission did not specify exactly what services would be available to 
beneficiaries, although the  proposal would allow consumers to  choose among 
plans with varying degrees of coverage and premium levels. 

GAO notes that  federal and state governments a r e  currently 
experimenting with many elements included in the  overall Grace 
Commission recommendations. GAO believes fundamental questions 
regarding not only costs, but also quality and availability of health care  
should be answered before adopting the commission's proposal. GAO 
therefore does not believe i t  appropriate to implement the  proposal now. 

CBO projects tha t  under current laws Medicare expenditures would 
grow from 11 percent to 15 percent a year over the  next five years, and 
Medicaid at 9 percent a year. Under CBO's baseline assumptions, t he  effect 
of the  PPSSCC proposal would be to limit the  growth of Medicare and 
Medicaid to about 8 percent a year. Since this proposal includes such a 
fundamental change in the  federal health care  programs, particularly for 
Medicare, the  CBO savings estimates assume at  least a two-year imple- 
mentation period before savings would be realized. By 1989, under this 
proposal, CBO projects that  Medicare and Medicaid expenditures would be 
90 percent of projected outlays under current law. Although payments to 
providers of health care  services could be reduced somewhat, CBO and GAO 
believe that  savings of this magnitude in federal health care  programs would 
also require reducing benefits, tightening eligibility requirements, or 
increasing cost sharing and premium amounts for beneficiaries. 

Reducing PMA Costs. The Grace Commission recommends reducing 
the costs of the five federal power marketing administrations (PMAs) in 
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three ways: requiring the  PMAs to repay federal  investments on a timely 
basis and at market interest  rates; charging a user fee for water used to 
produce electricity; and eventually selling t h e  PMAs t o  nonfederal entities. 
The PPSSCC estimate of three-year savings amounting to $19.1 billion 
assumes the  selling of t he  PMAs. The CBO est imate  for  1985-1987 of $1.2 
billion includes only estimated savings from t h e  proposed repayment reforms 
and user charges. Selling the  PMA facilities is not expected t o  yield any 
savings until after 1989 because of t h e  lead t ime needed to implement tha t  
proposal. All  three PPSSCC recommendations would increase the  price 
charged for electricity from these federal facilities--by about 25 percent 
for  the  Bonneville Power Administration in the  near term, and by as much as 
80 percent if t h e  PMAs are sold. 

GAO supports the  f i rs t  recommendation but has reservations about t he  
second because of recent changes tha t  have significantly increased the  
PMAs' power rates. With respect t o  selling t h e  PMAs to nonfederal entities, 
GAO points out tha t  t he  PPSSCC based its analysis only on the  production of 
electricity and did not address the  actions needed to assure tha t  t h e  other 
purposes of t h e  facilities-such as irrigation, navigation, flood control, and 
fish and wildlife protection--will continue to  be met. GAO also notes tha t  
t he  federally generated power now marketed in 38 states is generally lower 
cost than other alternatives, and changing t h e  preference rights to this 
power provided by current law to public bodies and electric cooperatives 
would represent a significant policy change. 

Repealing Wage-Setting Laws. The Grace Commission believes tha t  
three major federal wage-setting laws--the Davis-Bacon, Walsh-Healey, and 
Service Contract Acts--are no longer necessary or productive, and should be 
repealed. The commission projects savings of $1 1.65 billion over three years 
if these acts were repealed. The CBO est imate  of possible savings for 
1985- 1987 is somewhat lower--$5.3 billion--because it would take  several 
years before the  savings would have a major e f fec t  on budget outlays, GAO 
agrees tha t  the  Davis-Bacon and Service Contract Acts should be repealed. 
But if t h e  Davis-Bacon Act is repealed, GAO believes tha t  t h e  Secretary of 
Labor should consider periodically reviewing construction contracts awarded 
by t h e  government to assess whether any egregious situations occurred 
affecting the  employees working on the  contracts. Also, if t he  Service 
Contract A c t  is repealed, GAO recommends tha t  t he  administrator of 
federal procurement policy monitor t he  impact of repeal and, if he  
determines tha t  repeal had a n  adverse impact on service workers, develop 
administrative policies or legislative remedies to correct t h e  problem. GAO 
has not taken a position on repeal of the  Walsh-Healey Act, but it agrees 
with t h e  Grace Commission's recommendation to  eliminate t h e  act's 
requirement for overtime pay for workdays exceeding eight hours. 
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Other Proposals. Other policy and program proposals by t h e  Grace 
Commission include limiting the  use of tax-exempt revenue bonds by state 
and local government for private purposes; modifying Food Stamp benefits 
to reduce the  overlap with child nutrition benefits and t o  ta rge t  benefits 
more closely with individual needs; restricting federal employees' disability 
benefits and reducing paid annual leave benefits to achieve closer 
comparability with t h e  private sector; changing Civil Service Retirement 
accounting and investment practices; raising interest  rates on  government 
loans, increasing t h e  origination fee on guaranteed student loans, and raising 
pension guarantee premiums in order t o  operate  in a more business-like 
fashion; consolidating student loan programs and also federal highway 
programs t o  reduce costs; and imposing user fees on certain Coast Guard 
services. Some of these proposals have been included in recent Admin- 
istration budgets and others are receiving act ive consideration by the  
Congress. 

USE OF THIS REPORT 

The five succeeding chapters provide greater detail  on the  major 
Grace Commission recommendations reviewed by CBO and GAO. They are 
organized in terms of general budget categories, namely national defense, 
enti t lement and other mandatory spending programs, nondefense 
discretionary spending and offsetting recipts, federal  civilian compensation 
and employment, and revenues. Each begins with a summary of t h e  PPSSCC 
proposals included in the  chapter and is followed by more detailed analyses 
of their near-term potential budgetary impact, their  likely program impact, 
and how the  proposals could be implemented--by legislative or 
administrative action. In all, t he  five chapters provide an  analysis of 396 
Grace Commission recommendations covering 90 different areas of 
government activity. 

The CBO and GAO were not able in the  t ime available for this analysis 
t o  review all of t h e  2,478 recommendations made by t h e  36 PPSSCC task 
forces and the  11 Management Office reports. However, both agencies a r e  
prepared to  assist Congressional committees in reviewing any of t he  
PPSSCC recommendations not covered by this report. 

A difficulty of working with the  many Grace Commission reports is 
the lack of a good index to  the various recommendations. However, CBO 
has obtained from the  Grace Commission a computer da ta  base tha t  
provides summary information on each  of its recommendations. This data  
base can be  sorted into a variety of categories, such as budget functions and 
committee jurisdictions, which can serve as useful indexes to t h e  PPSSCC 
reports. Appendix A to this report provides a more detailed description of 
this computer da t a  base and the  types of listings it can produce. Appendix B 
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lists the three-year PPSSCC cost savings as well as CBO's cumulative 
savings estimates for 1985-1987 for the 90 sets of recommendations 
analyzed in this report. Appendix C provides summary listings by budget 
function of t h e  CBO five-year estimates of potential budget impact of these 
PPSSCC proposals. Appendix D lists the CBO and GAO staff members 
responsible for this analysis. 
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CHAPTER II. NATIONAL DEFENSE 

The Grace  Commission devoted considerable effort to reviewing 
defense programs in order to identify possible savings through management 
improvements and other  cost-reducing measures. Four task forces were 
assigned to conduct separa te  reviews of t h e  Office of the  Secretary of 
Defense, t h e  Air Force,  t h e  Army, and t h e  Navy. In addition, a number of 
o ther  task forces, which were assigned to study cross-cutting functions such 
as d a t a  processing, procurement, and hospital management, also made 
recommendations for achieving cost savings in defense programs. This 
chapter  covers 112 different  recommendations made by 12 separate  PPSSCC 
task forces  and by management off ice  reports. The Grace  Commission 
est imated t h a t  t h e  ne t  savings over a three-year period, a f t e r  allowing for 
duplications and overlaps, would be $94 billion. 

CBO's discussion of t h e  Grace  Commission recommendations for 
national defense programs is organized into 21 separa te  analyses. I t  was 
possible to develop budget es t imates  for 1985-1989 for only six of these 
analyses. For t h e  other  15 analyses, e i ther  t h e  recommendations made by 
t h e  PPSSCC task forces  were not  sufficiently specific to develop a 
reasonable es t imate  of budgetary impact,  or  t h e  potential  budgetary impact  
could not  be est imated with available information. Where CBO could 
develop budget es t imates ,  t h e  cost savings for t h e  f i rs t  th ree  years  a r e  
considerably below t h e  three-year savings es t imates  made by t h e  Grace 
Commission. As shown in Table 11-1, these amount to $9.2 billion for t h e  
three-year period 1985-1987, compared to $35.7 billion est imated by t h e  
Grace  Commission for these proposals. 

Most of t h e  difference between t h e  CBO and PPSSCC three-year 
savings es t imates  is accounted for by t h e  proposal to revise mili tary 
ret i rement  pay. The PPSSCC three-year es t imates  of savings for its 
military ret i red pay proposals are in t e r m s  of accrued costs, which include 
liabilities t h a t  will no t  result in payments until f a r  in t h e  future,  whereas 
t h e  CBO e s t i m a t e  for 1985-1987, included in Table 11-1, is in t e r m s  of 
budget outlay savings that  will occur in these years. CBO's e s t i m a t e  of 
savings in t e r m s  of accrued costs is $22.7 billion for t he  f i rs t  th ree  years, 
compared to $28.1 billion projected by the  Grace Commission. 
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TABLE 11-1. A COMPARISON OF THREE-YEAR SAVINGS ESTIMATES 
FOR NATIONAL DEFENSE PROGRAMS 
(In billions of dollars) 

Number of PPSSCC CBO Outlay 
Recommendations Three-Y ea r  Savings for 

Reviewed Savings 1985-1987 - a/ 

PPSSCC Recommendations 
for Which CBO Could 
Estimate Budget Impact 22 

PPSSCC Recommendations 
for Which CBO Could 
Not Estimate 

90 Budget Impact - 
Total 112 

35.7 9.2 

~ ~ ~ ~~ 

SOURCE: Congressional Budget Office. 

a. Excludes interest  savings from lower deficits. 

PROPOSALS WITH MEASURABLE BUDGET IMPACT 

The Grace Commission proposals for which CBO could measure 
budgetary impact include revisions in military retirement pay, revisions in 
military commissary operations, two medical cost  proposals, removal of 
restrictions on silver stockpile sales, and revision of progress payment rates 
for DoD contracts. CBO's 1985- 1989 savings estimates for these proposals 
a r e  shown in Table 11-2. 

The PPSSCC proposal tha t  would have the largest measurable budget 
impact in the next five years involves a number of revisions in military 
retirement pay to reduce costs and to make benefits more comparable t o  
those in the  private sector. The major revisions include providing full 
annuities only at age  62 rather than at the da t e  of retirement (typically at 
age  43) as is now the case; basing annuities on the highest five years of basic 
pay and lowering the retirement credit  per year of service t o  about 2.1 
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TABLE 11-2. CBO ESTIMATES OF BUDGETARY EFFECTS O F  
SELECTED PPSSCC DEFENSE PROPOSALS 

Commission 
Proposals 

Annual Savings Cumulative 
(billions of doll&) Five-Year 

1985 1986 1987 1988 1989 Savings 

Revise Military 
Retirement Pay 

Budget Authority 6.6 
Outlays -0.3 

Revise Military 
Commissary Operations 

Budget Authority 0.3 
Outlays 0.3 

Shift CHAMPUS Users 
t o  Military Health 
Care Facilities 

Budget Authority 0.2 
Outlays 0.2 

Recover Medical Care 
Costs from Private 
Health Insurers 

Budget Authority 0.2 
Outlays 0.2 

Remove Restrictions 
on Silver Stockpile 
Sales 

Budget Authority -- 
Outlays * 

Reduce Progress 
Payments for DoD 

Budget Authority -- 
Outlays 1.3  

7.6 
0.2 

0.4 
0.4 

0.3 
0.3 

0.3 
0.2 

-- 
* 

-- 
4.2 

8.5 
0.6 

0.4 
0.4 

0.3 
0.3 

0.3 
0.3 

-- 
* 

-- 
0.5 

9.4 
0.8 

0.4 
0.4 

0.3 
0.3 

0.3 
0.3 

-- 
* 

-- 
-- 

10.5 
1.3 

0.4 
0.4 

0.4 
0.4 

0.3 
0.3 

-- 
* 

-- 
0.2 

42.6 
2.6 

1.9 
1.9 

1.5 
1.5 

1.4 
1.3 

-- 
0.2 

-- 
6.2 

* 

SOURCE: Congressional Budget Office. 

NOTE: 

Numbers less than $50 million. 

Negative figures indicate budgetary costs. 
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percent of basic pay from t h e  old rate of 2.5 percent; reducing ret i red pay 
by a share  of Social Security benefits a t t r ibutable  to military service; set- 
t ing a cost-of-living allowance at  t h e  lesser of t h e  percentage change in the  
Consumer Price Index (CPI) or the  percentage change in Basic Military 
Compensation (BMC) and lowering t h e  adjustment a f t e r  age 62 to one-third 
of the change in the  CPI; and introducing a n  annuity beginning at age 62 for 
those who leave t h e  military between 10 and 19 years of service (and who 
now receive nothing). 

As noted above, CBO's 1985-1987 es t imate  of outlay savings for 
re t i rement  pay is $0.5 billion, which includes an es t imate  of t h e  added costs 
resulting from increased at t r i t ion and turnover of active-duty mili tary per- 
sonnel as a result of implementing this proposal. The outlay savings re f lec t  
t h e  impact  on federal  budget deficits  for 1985-1987, while the  budget auth- 
or i ty  figures largely ref lect  re t i rement  accrual charges for future  cost sav- 
ings tha t  occur when personnel currently on duty actually retire. While 
reducing cost, this proposal would also reduce the  proportion of career  per- 
sonnel and t h e  experience level of active-duty forces. 

GAO believes the  underlying problem with t h e  PPSSCC recommenda- 
tions on military ret i rement  pay is t h a t  they ignore t h e  impacts  these 
changes would have on military manpower management, force profiles, and 
other  e lements  of personnel costs. GAO believes t h a t  the  questions t h a t  
should be addressed before changes in the retirement system are recom- 
mended are: ( I )  what a r e  the  most militarily effect ive force profiles--these 
may differ by service and occupation--and (2) how should t h e  total compen- 
sation system--including the  ret i rement  components--be structured to sup- 
port the  desired force profiles at least cost? 

The PPSSCC made three  different  proposals to close or privatize mili- 
t a ry  commissary operations in order to reduce t h e  level of DoD commissary 
subsidies. For the proposal to close all commissaries located in t h e  conti- 
nental  United States, CBO es t imates  1985-1987 savings of $1.0 billion. Two 
al ternat ive proposals, for which t h e  commission est imated savings of $1.4 t o  
$2.5 billion, involve contracting out  t h e  operation of cer ta in  commissaries. 
CBO is unable to es t imate  savings for these two proposals because t h e  spe- 
c i f ic  commissaries a r e  not identified at this time. GAO agrees  t h a t  t h e  
issue of whether DoD should continue to operate  commissaries in the  conti- 
nental  United States is a valid issue and should be pursued. 

The Civilian Health and Medical Program of the  Uniformed Services 
(CHAMPUS) reimburses eligible personnel for services of civilian health 
c a r e  providers. The commission proposes t h a t  DoD require most CHAMPUS 
beneficiaries living inside catchment  a reas  (defined as areas  within roughly 

30 



40 miles of a mili tary hospital) to use t h e  military facility. Such a change 
should cause  a reduction in care provided by t h e  private sector and an  off- 
se t t ing  increase in c a r e  provided by less expensive military hospitals and 
clinics. GAO believes this might be difficult  because of t h e  varying capabil- 
ities of military hospitals to provide a full range of medical services to 
beneficiaries residin within ca tchment  areas.The CBO 1985-1987 'outlay 
savings e s t i m a t e  of ! 0.8 billion is roughly one-third smaller than t h e  com- 
mission's es t imate  of $1.2 billion. The difference between t h e  two esti- 
mates  is largely due to t h e  PPSSCC's assumption t h a t  many additional 
pat ients  could be absorbed by military hospitals and clinics without any 
additional cost. 

Some people who a r e  eligible for care in DoD medical facil i t ies a r e  
also covered by private health insurance. The PPSSCC proposes t h a t  private 
insurers be required to reimburse DoD €or services provided in DoD facili- 
ties. GAO supports many of t h e  PPSSCC proposals and, in fac t ,  has made 
t h e  same or  similar recommendations in t h e  past. This proposal is already 
included in t h e  1985 defense budget request. CBO es t imates  1985-1987 
outlay savings of $0.7 billion, one-third less than t h e  commission's es t imate  
of $1.2 billion. The CBO es t imate  is lower than t h e  PPSSCC estimate be- 
cause of a lower es t imate  of t h e  number of patients with insurance coverage 
and a lower es t imate  of t h e  share  of costs t h a t  private insurers would pay. 

Another proposal involves t h e  sale of excess  silver f rom t h e  strategic 
stockpile. The PPSSCC savings es t imate  of $1 billion assumed t h a t  105 
million t roy ounces of surplus silver could be sold in one year at market  
prices t h a t  existed at t h e  t i m e  the  recommendation was made. Because t h e  
silver proposed for sale equals 25 percent  of annual world consumption, CBO 
and GAO believe t h a t  t h e  surplus silver could not  be sold in one year without 
a very substantial  discount from t h e  market  price. To maximize revenue, 
CBO and GAO believe t h a t  if t h e  silver were sold over a n  extended period, 
proceeds of $40 million per year  could be realized from 1985 to 1989. CBO 
and GAO foresee t h e  same savings as t h e  commission but over a much 
longer period of time. 

The PPSSCC also proposed a ten-percentage-point reduction in t h e  
level of progress payments made to DoD contractors  to help finance work in 
progress on undelivered weapons systems and equipment. The e f f e c t  of this 
pro osal would be to shift  outlays to la ter  years. The CBO savings e s t i m a t e  
of P 6 billion is approximately 54 percent  of t h e  PPSSCC three-year e s t i m a t e  
of $11.2 billion. P a r t  of t h e  difference is due to PPSSCC's inclusion of a n  
assumed reduction in debt  incurred by t h e  government to finance cont rac ts  
at the  higher rates. CBO has excluded t h e  potential  debt  reduction from 
this  portion of t h e  estimate.  One should note, however, t h a t  this  simply 
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delays expenditures and t h a t  fu ture  expenditures must rise by a n  offset t ing 
amount. 

GAO believes t h a t  no act ion on t h e  recommendation to alter progress 
payments should be taken until t h e  issue is thoroughly examined. The 
PPSSCC has raised t h e  concern t h a t  DoD cont rac t  financing provisions, as 
ref lected in t h e  cur ren t  progress payment r a t e  structure,  a r e  too generous. 
The PPSSCC in recommending t h e  scaling back to February 1981 rates ,  sug- 
gests a change in t h e  procurement system without considering t h e  full im- 
pact.  One a r e a  in which t h e  impact  is sure to be felt is t h e  reaction of 
contractors  to t h e  removal of something they value (a more positive cash 
flow). To a n  unknown extent ,  cont rac tors  a r e  going t o  expect  changes 
somewhere else  in t h e  t e r m s  and conditions of government cont rac ts  to 
compensate  for what they a r e  surrendering. 

C T  CANNOT BE ESTIMATED 

Budget es t imates  could not  be made for a significant number of Grace  
Commission proposals where t h e  est imat ing methods were hypothetical  or 
based on across-the-board percentage reductions in expenditures. These 
estimates, at best ,  are illustrative and are not founded on historical data, 
detailed analyses, specific budget proposals, or  programmatic changes. This 
does not mean t h a t  t h e  recommendations lack mer i t  or a r e  ill conceived. 
Indeed, t h e  PPSSCC recommendations generally are based on widely 
accepted principles of good management and efficiency. The recommenda- 
tions do not  permit cost est imates ,  however, for two reasons. 

First, in at least 90 recommendations, t h e  Grace  Commission pro- 
posals lack sufficient programmatic de ta i l  to permit  CBO to establish a cost 
estimate.  For example, t h e  PPSSCC est imated t h a t  DoD could save $7.8 
billion over th ree  years  if t h e  mili tary services were  to use improved man- 
agement  procedures in t h e  procurement process. I t  based t h e  savings it 
identified upon what  PPSSCC acknowledges is t h e  "largely judgmental" 
assumption t h a t  approximately 7 percent  of to ta l  procurement costs could 
be avoided by improving procedures. The commission's reports explicitly 
note  t h a t  t h e  cost es t imates  a r e  judgmental, b u t  t h a t  similar methods in t h e  
private sector have proved useful llfor comparing/evaluating available a l ter-  
natives." Similarly, t h e  commission notes  t h a t  $1.6 billion could be saved by 
improving t h e  efficiency of operations in DoD laboratories. The savings 
e s t i m a t e  is based on t h e  assumption t h a t  costs could be lowered by 5 per- 
cen t ,  "based on OSD Task Force  industry experience." While these cost 
es t imates  may be adequate  for i l lustrative purposes, t h e  Congress requires 
more detailed programmatic information for budget purposes. 
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Second, in at least 68 of these same recommendations, CBO would not  
be able to project es t imated savings even if t h e  Grace  Commission had 
provided sufficient programmatic information. In one proposal, PPSSCC 
recommends improving t h e  planning and management process for research 
and development and suggests this could save $6.1 billion. The PPSSCC 
report  es t imates  savings by assuming across-the-board reductions in t h e  
DoD R&D accounts  of 2.5 percent  €or management improvements and an  
additional 5 percent in long-range planning improvements. Even in retro- 
spect  it would not  be possible to document t h e  savings produced by these 
policy changes. Thus, even if t h e  Grace Commission reports had provided 
sufficient programmatic detai l  for t h e  recommendations, no valid cost esti- 
m a t e  could be made. 

Finally, it should be noted t h a t  t h e  PPSSCC proposals include 33 
recommendations t h a t  parallel management initiatives t h a t  a r e  being imple- 
mented to varying degrees by DoD. In April 1981, the  Administration 
launched a major ser ies  of reforms called t h e  DoD Acquisition Improvement 
Program (AIP), popularly known as t h e  Carlucci initiatives, which were in- 
tended to introduce stabil i ty to t h e  acquisition process. These initiatives 
include use of multiyear procurement, dual-sourcing for procurement, and 
more eff ic ient  production rates,  as well as other  means toward improved 
management of t h e  procurement process, a l l  of which were major PPSSCC 
recommendations. For three  years, DoD budget proposals have incorporated 
cer ta in  Carlucci recommendations on individual weapons systems. The Con- 
gress has already considered many of those proposals. For example, t h e  
Congress has approved 21 multiyear programs for which DoD claims savings 
of $3.4 billion, and is being asked in 1985 to approve 12 new programs. In 
this way, CBO believes t h a t  some of the  recommendations of t h e  Grace  
Commission have already been incorporated in t h e  DoD budget. Neither 
GAO nor CBO have validated t h e  savings claimed by DoD. 

Even though es t imates  of budget impact  could n o t  be made for a sig- 
nificant number of PPSSCC proposals, GAO believes t h a t  many of t h e  pro- 
posals have merit.  procurement of 
weapons systems, management of bases and base activit ies,  management of 
research and development programs, and financial management. For 
example, PPSSCC recommended t h a t  DoD increase t h e  use of common par t s  
and standards in weapons systems. PPSSCC also recommended t h a t  DoD 
establish a t imetable  for t h e  consolidation of depot-level maintenance func- 
tions. GAO has done several  reviews which showed t h a t  substantial  savings 
could result  from implementation of those recommendations. 

These fall  into four principal areas: 

There a r e  some PPSSCC proposals t h a t  cause  GAO some concern. One 
proposal, for example, dealing with independent research and development 
changes to defense cont rac ts  could increase costs to t h e  government. 

33 



. .  



REFORM MILITARY RETIREMENT PAY (RETIRE-1,2,4,5,6,9) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 6,600 7,600 8,500 9,400 18,500 42,600 

Outlays -300 200 600 800 1,300 2,600 

NOTE: Estimated e f f e c t s  on costs and mili tary manpower a r e  preliminary. 

PPSSCC Proposal. The commission recommends sharply modifying t h e  
military nondisability re t i rement  system to reduce costs and restructure  
incentives to remain in the  military. Under one of t h e  key changes, 
members who complete  20 or  more years of service would receive full and 
unreduced annuities only at age 62; today they a r e  available immediately 
upon separation from service (which occurs  around age 40 for t h e  typical 
retiree). The PPSSCC plan would allow members to elect receipt  of 
annuities as ear ly  as a g e  55, but at a permanent annuity reduction of one- 
half percent  for each month t h a t  t h e  annuitant's age at initial receipt  falls 
short  of his 62nd birthday. In t h e  five years after they retire,  members 
would also be eligible for "transition payments" worth about 44 percent  of 
t h e  retirement pay they currently receive during those years. These 
changes would only apply to those current  active-duty personnel who had 
fewer than ten  years' service at t h e  t ime t h e  plan was implemented. More 
senior current  service personnel could sti l l  receive immediate,  permanent, 
unreduced annuities if they ret i red a f t e r  20 or  more years of service. 

A second major change in t h e  PPSSCC plan concerns t h e  annuity 
formula. A t  present re t i rement  pay is equal to 2.5 percent of final basic 
pay, multiplied by t h e  number of years of service. (Those entering service 
a f t e r  September 7, 1980, will have their  re t i rement  pay computed on t h e  
basis of t h e  average of their  highest th ree  years  of basic pay.) The PPSSCC 
would change this formula to 1.6 percent of average Basic Military 
Compensation (BMCk-the sum of basic pay, basic allowances for quarters  
and subsistence, and t h e  t a x  advantage of these tax-free allowances; this is 
approximately equivalent to 2.1 percent  of basic pay. Ret i rement  pay would 
be based on average pay during t h e  five years when pay was highest, ra ther  
than final or the three  highest years  of pay. The commission proposal would 
exempt  personnel within three  years of ret i rement  from this change; in 
addition, all service performed prior to enac tment  would earn ret i rement  
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credits at the  old rate of 2.5 percent of basic pay. Finally, retirement pay 
would be reduced by the  share of Social Security benefits attr ibutable to 
military service. This reduction would be phased in over four years and 
would apply to all retirees. 

The commission plan would also greatly alter current provisions for  
cost-of-living adjustments (COLAS). Annuitants who chose to begin t o  
receive retirement benefits before age 62 would initially receive the  lesser 
of the  percentage change in the  Consumer Price Index (CPI) or t he  
percentage change in BMC. Once a retiree reached his 62nd birthday and 
became eligible to receive Social Security benefits, however, his military 
retirement pay would be adjusted by only one-third of the  change in the CPI. 
These provisions, including the one-third COLA af te r  age 62, would apply 
immediately to all  retirees. There is no provision in the  PPSSCC proposal t o  
adjust or index either BMC or the annuity amount between the date  of 
separation from service and the t ime tha t  the  retiree actually begins to 
receive retirement pay. Thus, for those who do not receive annuities until 
age  55 or later, inflation could significantly erode the  value of benefits 
before any were received. 

Not all of the PPSSCC's changes would be reductions. Under the  
proposal, those leaving the military with between 10 and 19 years of service 
would receive an annuity beginning at age  62; today they receive nothing. 
These persons could also elect an annuity as early as age 55 with the  same 
percentage reduction noted above. All persons on act ive duty would 
immediately become eligible for this benefit. 

Once fully implemented, the combined impact of these changes on 
military retirement benefits would be dramatic. A typical enlisted retiree 
(E-7 with 20 years of service) who retired today and lived an average 
number of years in retirement would; in today's dollars, receive lifetime 
retirement benefits with a present (cash) value of $271,000. The PPSSCC 
alternative would reduce the value of retirement benefits by 78 percent 
below the current system. A senior enlisted retiree (E-9 with 30 years of 
service) would receive $474,000 under the  current system but would suffer a 
62 percent reduction under the PPSSCC proposal. Reductions in officer 
benefits would be similar in percentage terms. A typical officer (0-5 with 
20 years of service) would lose 69 percent (of $576,000) and a senior officer 
(0-6 with 30 years of service) would lose 50 percent (of $785,000). 

This proposal has some structural similarities to the proposed Retire- 
ment Modernization Act (1973) and Uniformed Services Retirement Benefits 
Act (1979), both of which were submitted to but never acted on by the  
Congress. Many of the  commission proposals a r e  new, however, and in its 
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overall  thrust  and proposed cost reductions, t h e  plan goes well beyond t h e  
scope of previous recommendations. 

Budgetary Impact. CBO es t imates  t h a t  in t h e  f ive years a f t e r  
implementation t h e  commission proposal would reduce budget authority for  
mili tary ret i rement  by $42.5 billion. Under current  accounting procedures, 
budget authority represents money t h a t  would be set aside or  "accrued" to 
pay f u t u r e  benefits. Savings in this accrual  account  would not b e  fully 
realized as reductions in n e t  outlays for  many years  because of t h e  PPSSCC 
provision t h a t  partially exempts  f rom changes a l l  current  re t i rees  and many 
current  active-duty personnel. 

Outlay savings in t h e  federal  budget would be much smaller--$2.6 
billion for  t h e  s a m e  five-year period. In t h e  first years  a f t e r  enac tment  of 
t h e  change, reduced reenlistments among senior service personnel would 
genera te  increased requirements €or new recrui ts  and concomitant increases 
in accession and training costs. After  an  initial increase in federal  outlays 
for  these costs of military personnel, modest ne t  savings would b e  realized 
from lower COLAS and Social Security offsets  for  current  retirees. 

The PPSSCC report  does not  provide an  e s t i m a t e  of savings in total 
federal  outlays, but  it does es t imate  accrual  savings of $28.1 billion in t h e  
t h r e e  years a f t e r  full implementation of t h e  new military ret i rement  
system. CBO's savings es t imate  for  t h e  corresponding period is $32.7 
billion. The modest difference between t h e  CBO and commission es t imates  
appears to result f rom differences in t h e  est imated accrual cost percent- 
ages. The  PPSSCC asserts t h a t  changes in military ret i rement  should have 
t h e  objective of reducing t h e  accrual cost to less than 18 percent of BMC, 
compared to an  accrual  cost of 41 percent of BMC under t h e  present 
system. CBO es t imates  t h a t  t h e  long-run accrual  cost of t h e  PPSSCC 
proposal (including the  government's share  of Social Security benefits  
a t t r ibutable  to mili tary service) would be 19 percent  of basic pay, or 14 
percent of BMC. The  larger reduction in normal cost under t h e  CBO 
es t imate  leads to t h e  larger savings projected for  t h e  accrual cost of t he  
ret i rement  system. 

Program Impact. The commission proposal would increase ret i rement  
pay for  some military personnel--those who leave with between 10 and 19 
years  of service--but would sharply reduce such pay f o r  most. For most 
service members t h e  incentives to remain in service would be reduced, and, 
in t h e  absence of compensating changes in other  personnel policies, a 
significant decline in the number of experienced military personnel could be 
expected. CBO es t imates  t h a t  the decrease in the size of t h e  enlisted 
career  f o r c e  (defined as those with four or more years' service) would b e  
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about 14 percent, or 126,000 members. Officer reductions would be smaller, 
at 11 percent, or 22,000 members. Thus the  services would have fewer 
experienced personnel to operate and maintain sophisticated equipment. 
Moreover, increases in the  number of new entrants would be needed to 
maintain planned military strengths. Without improvements in recruiting 
incentives, there  probably would then be shortages of recruits or a decline in 
the  overall quality of new entrants. 

_. 

The PPSSCC argued tha t  these adverse effects  on recruiting and the 
career force could be offset  with increases in current pay (such as bonuses) 
while still reducing federal  costs substantially. This may well be true, 
though the  PPSSCC does not offset such added pay costs against its 
estimates of savings (nor, therefore, does CBO). But t he  increases would be 
large relative to current levels and so would represent a major change in 
military compensation policies. 

The changes recommended by the  commission would also af fec t  
personnel management policies. Incentives for longer careers among those 
completing 20 years of service would be sharply increased by elimination of 
the immediate annuity available under the current retirement system. At 
present, military personnel policies discourage retention among this group in 
order t o  increase promotion opportunities for more junior personnel. I t  is 
likely tha t  the services would have to change their personnel policies to 
accommodate the  different career force tha t  would be retained under the  
PPSSCC plan. Changes in personnel policies might necessitate modification 
of existing laws, such as the  Defense Officer Personnel Management Act. 

Finally, the  commission proposal risks unanticipated effects  because 
of the sweeping nature of its recommended changes. CBO's estimates of 
effects  on the career force a r e  based on historically observed changes in 
retention in response to  changes in pay and benefits. The benefit changes 
recommended by the  commission go far  beyond those observed historically. 
In consequence, there  could be greater-than-estimated changes in retention, 
posing greater threats of adverse effects  on the career force and thus the 
readiness of the  military services. 

Implementation. None of t he  elements of the PPSSCC proposal could 
be implemented without enabling legislation. 

References. PPSSCC, Management Office Report, vol. VI, Federal 
Retirement Systems, pp. 1-97. GAO, The 20-Year Military Retirement 
System Needs Reform (FPCD-77-81, March 1978). GAO, Need for  Overall 
Policy and Coordinated Management of Federal Retirement Systems (FPCD- 
78-49, December 1978). CBO, Modifying Military Retirement: Alternative 
Approaches, forthcoming. 
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billion from reduced operating costs. When t a x  revenues from increased 
private-sector operations were included, t h e  commission's three-year sav- 
ings es t imate  rose to $2.5 billion. 

Program Impact. Closing a l l  CONUS commissaries would have both 
positive and negative effects.  Personnel and facil i t ies costs would be 
reduced. But military personnel and their  dependents would pay higher food 
prices (and sales taxes in some cases), comparable to those charged by 
private, nonsubsidized, food stores. The loss of t h e  commissary benefits  
could have an  impact  on mili tary retention. A decrease in retention would 
lead to increased training and recruiting costs, or  would require increasing 
some other  benefit  to maintain current  retention levels. Those civilian 
personnel currently employed by t h e  commissary system would become 
unemployed, but employment at local private food markets  would probably 
increase. State and local governments with sales  taxes  on food would enjoy 
increased revenues as commissaries do not  col lect  sales taxes. 

A recent  DoD study of private operation of commissaries yielded 
mixed results. Two locations, Ft. Leonard Wood and Yuma Proving Grounds, 
were surveyed f rom 1981 to 1983. At Yuma, it was determined t h a t  a 
contractor  could opera te  t h e  government-owned facil i ty less expensively, 
and cont rac t  operations began in December 1983. A t  Ft. Leonard Wood, t h e  
study indicated t h a t  continuing t h e  present system would be less expensive 
than converting to cont rac t  employees. But t h e  commission proposal would 
privatize t h e  en t i re  system, which is significantly different  from employing 
personnel within t h e  government-owned commissary system. 

Implementation. These proposals would require changes in DoD ad- 
ministrative procedures. Privatization would require a series of cont rac ts  
with pr ivate  f i rms to opera te  commissaries. 

Additional Comments. GAO agrees  t h a t  t h e  issue of whether DoD 
should continue to opera te  commissaries in t h e  continental  United S ta tes  is 
a valid issue and should b e  pursued. 

References. PPSSCC, Task Force Report  on Privatization, pp. 122-41; 
Task Force Report  on Personnel, pp. 276-86; Management Office Report ,  
The Cost of Congressional Encroachment, pp. 34-41, 115; GAO, The Military 
Commissary Store: Its  Justif ication and Role in Today's Military 
Environment (FPCD-73-88, May 1975). GAO, Military Commissaries: Justi- 
f ication as a Fringe Benefit Needed Consolidation Can Reduce Dependence 
on Appropriations (FPCD-80- 1 , January 1980). 
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REVISE MILITARY COMMISSARY OPERATIONS 
(OSD-32, PRIV-5, CONG-1-3) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

~~ ~ 

Budget Authority 258 387 402 418 435 1,900 

Outlays 256 377 402 418 434 1,887 

NOTE: Savings only from proposal to close all CONUS commissaries. 

PPSSCC Proposals. The commission makes two separate,  al ternative 
proposals to revise commissary operations. First, DoD should close all 
military commissaries in t h e  continental United S ta tes  (CONUS) and allow 
t h e  post exchange [PX) system to operate  a full-line food facility where 
adequate commercial food s tores  do not exist. Alternatively, t h e  Secretary 
of Defense should order comprehensive market-basket surveys of all  com- 
missaries and competing civilian warehouse food stores. If the commissaries 
are not competit ive with t h e  food stores, they should be operated by private 
firms. The la t te r  proposal was made by two separate  task forces. 

Budgetary Impact. CBO est imates  the savings from closing all CONUS 
commissaries could total $1.9 billion over t h e  next f ive years and $1.0 
billion over t h e  f i rs t  th ree  years. This es t imate  assumes tha t  savings from 
salaries and other costs would be partially offset  by one-time costs for  
employee severance pay and closing facilities. But a one-time saving would 
also occur as commissary food inventories were liquidated. This es t imate  
assumes tha t  closing commissaries would not a f f ec t  t he  retention of 
military personnel, although tha t  might not be  t h e  case. Since t h e  PX 
system is self-supporting, no additional costs would be incurred from 
establishing PX food operations. The PPSSCC's three-year savings es t imate  
of $1.0 billion was based on i t s  es t imate ,of  t he  number of positions tha t  
would be eliminated from closing commissaries. 

CBO cannot estimate the savings from the second proposal--convert- 
ing cer ta in  unspecified commissaries to private operation. Such an  es t imate  
would require knowing which commissaries would be converted. As indi- 
ca ted  in the  PPSSCC report ,  identifying these would require a comprehen- 
sive survey by DoD. The PPSSCC est imated three-year savings of $1.4 
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SHIFT CHAMPUS USERS TO MILITARY HEALTH CARE FACILITIES 
(OSD-28) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 260 285 310 340 370 1,565 

Outlays 208 272 30 1 33 1 360 1,472 

PPSSCC Proposal. The Civilian Health and Medical Program of t h e  
Uniformed Services (CHAMPUS) reimburses eligible personnel for t h e  serv- 
ices of civilian health-care providers. Today, active-duty and retired 
military personnel and their  dependents who live within t h e  so-called 
"catchment" a reas  (defined as areas within roughly 40 miles of a military 
hospital) must receive prior permission to bill CHAMPUS for nonemergency 
t rea tment  in civilian hospitals. The local military medical commander gives 
permission in t h e  form of a nonavailability cer t i f ica te  (NAC) for  care t h a t  is 
not available in government facil i t ies because of staff  o r  equipment 
shortages, o r  if denying civilian care is medically inappropriate. Benef ici- 
ar ies  do not need a NAC to use CHAMPUS for  outpat ient  care. 

The commission recommends t h a t  CHAMPUS stop paying for  most 
inpatient and outpat ient  c a r e  of people living inside t h e  ca tchment  areas. 
The PPSSCC assumes t h a t  military hospitals and clinics would provide the 
services formerly provided by t h e  private sector. Under t h e  PPSSCC 
proposal, CHAMPUS could continue to pay only for  psychiatric and emer- 
gency care. 

Budgetary Impact. CBO es t imates  t h a t  narrowing CHAMPUS cover- 
age  inside catchment  a reas  to emergency and psychiatric c a r e  could save 
$260 million in 1985, and a t o t a l  of $1,565 million through 1989. Three-year 
savings ($0.8 billion) a r e  roughly one-third smaller than those es t imated  by 
t h e  commission ($1.2 billion), largely because of differing assumptions about  
t h e  cost of t h e  military workload increases caused by this proposal. The 
PPSSCC assumed t h a t  military hospitals and clinics could absorb the added 
workload without any additional cost. But these additional pat ients  could 
increase DoD's overall inpatient workload by about 16 percent,  and its 
outpat ient  workload by about 6 percent. The  increases for hospitals and 
clinics in ca tchment  a reas  with large populations might b e  substantially 
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higher. An earlier study by DoD of comparable changes in medical ca re  
workloads assumed tha t  each new patient would cost DoD at least one-half 
of its average cost for current patients. CBO used this relatively conserva- 
t ive assumption. 

These savings could be lower if DoD permitted some CHAMPUS 
coverage when military facilities simply could not supply needed care. Even 
with extra  funding, some smaller facilities would not be able to t r ea t  the  
occasional patient in need of extremely sophisticated therapeutic services. 

Program Impact. CBO and GAO believe tha t  this proposal could cause 
different reactions among military beneficiaries. On the  one hand, some 
hold dear their ability to choose civilian over military care  in certain 
instances. They would consider any proposal restricting their choice an  
erosion of benefits. On the  other hand, some beneficiaries would welcome 
guaranteed use of military facilities for financial reasons. While under 
CHAMPUS they must share up to  25 percent of the costs of their care; in 
military facilities they would have to pay not more than $6.80 a day for 
hospital care and nothing for outpatient care. Beneficiaries would, however, 
welcome using military facilities only if the  quality or timeliness of care 
was not compromised. But by adding t o  military workloads, such use could 
strain those hospitals and clinics already operating near capacity and cause 
bothersome waiting times. 

Even facilities tha t  appear to be underused over the  course of a year 
could have problems absorbing CHAMPUS' entire nonpsychiatric and non- 
emergency workload. For one thing, the demand for medical care is much 
heavier at some times of year than at others; seemingly underused facilities 
could have trouble meeting surges in demand. More important, a l l  military 
hospitals and clinics operate under a. central  assignment system for military 
personnel tha t  causes staffing to fluctuate. Thus they cannot be certain 
tha t  t he  specialists needed for a particular procedure will all be together at 
the same time. Moreover, the  military hospital system overall may not 
always have the  proper mix of physician specialties and support staff or 
enough adequate facilities and equipment to meet a l l  the  demands placed on 
it. Thus achieving savings under this option would risk some degradation of 
the quality and timeliness of health care. 

Implementation. The Secretary of Defense could restrict  CHAMPUS 
benefits to people living outside military catchment areas; the  services . -  

could then only issue NACs for psychiatric and emergency care. DoD has 
already begun to restrict  use of CHAMPUS by directing the military 
services to issue 5 percent fewer NACs in 1983 than they did in 1982. Each 
service decides how to distribute its quota of NACs among its hospitals. 
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References. PPSSCC, Task Force Report  on the  Off ice  of t he  
Secretary of Defense, pp. 247-53. GAO, New Claim Forms and Changes in 
Administrative Procedures May Increase Improper CHAMPUS Payments 
(HRD-81-75). GAO, Performance of CHAMPUS Fiscal Intermediaries Needs 
Improvements (HRD-81-38). GAO, Military Medicine Is in Trouble: Com- 
p l e t e  Reassessment Needed (HRD-79-107). GAO, Savings to CHAMPUS 
from Requirement to Use Uniformed Services Hospitals (HRD-79-24). GAO, 
Legislation Needed To Encourage Bet ter  Use of Federal Medical Resources 
and Remove Obstacles To Interagency Sharing (HRD-78-54). 
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RECOVER MILITARY MEDICAL CARE COSTS FROM PRIVATE HEALTH 
INSURERS (HOSP-11) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) Five-Year 
1985 1986 1987 1988 1989' Savings 

~~~~~ ~ ~ 

Budget Authority 245 260 280 300 320 1,405 

Outlays 196 250 273 29 3 313 1,325 

PPSSCC Proposal. Every year military hospitals admit over one- 
half million military retirees and dependents, at an average daily cost  of 
$392, and military clinics t rea t  over 27 million in outpatient visits, at an 
average cost per visit of $49. Generally the  DoD does not collect these 
costs from private health insurers,, although surveys show tha t  many of these 
patients have private insurance, usually because a member of their family is 
insured through a civilian employer. The commission recommends tha t  DoD 
collect from private health insurance companies t h e  costs of treating their  
nonactive-duty policyholders in military hospitals and clinics. 

Budgetary Impact. Reimbursement from private insurers could 
amount to about $245 million in 1985, and a total of $1,405 million through 
1989. For the f i rs t  three years,, CBO est imates  savings of $785 million. 
This is about $400 million less than the commission's es t imate  of $1.2 
billion. Administering a collection program could offset  these savings by no 
more than 20 percent, and possibly by much less. CBO savings for t h e  first 
three years a r e  about 30 percent smaller than the  PPSSCC's estimated 
savings because of differing assumptions on two key points: t he  percent of 
nonactive-duty patients with coverage and the  percent of costs  t ha t  insurers 
would pay. 

The commission used a short survey, with a small and possibly 
unrepresentative sample, to find tha t  23 percent of nonactive-duty patients 
have private coverage. By relying on a more comprehensive 1978 survey on 
the  use of medical services, CBO assumed tha t  only 15 percent of these 
patients have coverage. 

The commission assumed tha t  insurers would pay 80 percent of 
covered expenses for inpatients and outpatients, because many policies 
include coinsurance. But the  PPSSCC overlooked the  widespread inclusion 
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of deductibles in insurance policies, which usually require pat ients  to incur 
over  $100 in expenses before  being reimbursed. Moreover, policies generally 
do not cover some outpatient services, such as dental  care.  CBO assumed 
t h a t  because of these features  insurers would only pay 40 percent  of covered 
expenses for outpatients. 

CBO's and GAO's es t imates ,  while lower than those of t h e  PPSSCC, 
may still overs ta te  savings because of uncertainties about  coverage. Today, 
t h e  number of families with coverage provided by a civilian employer may 
be fewer than reported in t h e  1978 survey because of t h e  subsequent rise in 
unemployment. And perhaps more important, some families with health 
insurance turn to military medical facil i t ies only when they have already 
exhausted their  policies' benefits. No data a r e  available to determine t h e  
impact  of these two factors. 

Moreover, savings could be lower if insurers covered ac tua l  instead of 
average expenses. A t  present, DoD does not  have d a t a  to determine what it  
costs to t r e a t  any single patient,  l e t  alone those who have private health 
insurance. Thus CBO assumed, as did t h e  commission, t h a t  insurers would 
have to cover t h e  overall, average costs of inpatient and outpat ient  care--as 
they now do in cases of negligence--even though any one patient's cost could 
b e  qui te  different. But DoD could in t h e  future  revise its accounting 
systems to record individuals' costs. In addition, savings could b e  still lower 
if t h e  Congress excused companies f rom covering those par t s  of t h e  average 
cost not related directly to caring for nonactive-duty patients--such as 
ret i rement  pay, depreciation of fixed assets, and overall  administration of 
medical care programs. 

Program Impact. CBO and GAO agree  t h a t  this  change would probably 
cause insurance companies to raise their  premiums for  all policyholders. 
Insurance companies would generally not b e  able t o  single out  military 
families for higher premiums, however, because most military ret i rees  and 
dependents with coverage belong to plans t h a t  include many other  civilians. 
The average increase nationwide in all policyholders' premiums should b e  
small, especially in t h e  near term. But insurers say they fear  more rapid 
increases in t h e  future  because they cannot  oversee how military facil i t ies 
spend their  policyholders' dollars. 

Implementation. T o  achieve most of these savings, t h e  Congress 
would have to pass legislation to prevent insurers from excluding t h e  federal  
government from reimbursement; companies now typically -include this 
restriction in their  basic insurance contract .  The Congress has already 
passed legislation allowing DoD to collect costs from insurers whose 
policyholders negligently injure a military beneficiary. Legislation support- 
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ing this  approach is p a r t  of t h e  DoD legislative package for  fiscal year 1985. 
Even without legislation, though, DoD might realize some savings from 
insurance companies t h a t  do  not have t h e  exclusionary rule. 

Unless t h e  Congress requires insurers to cover overall, average costs-- 
as they now do  in negligence cases--DoD would also have to revise its cost 
accounting system to identify individual patient's actual  expenses. Today 
these systems only report  the  overall  costs of delivering services to all 
patients. 

References. PPSSCC, Task Force Report  on Federal  Hospital Manage- 
ment  , pp. 191-258. GAO, Possible Ways for  t h e  Veterans Administration to 
Seek Reimbursement from Insurance Companies for  Hospital Care  Furnished 
to Privately Insured Veterans (B-114859, Feb. 13, 1970). GAO, New 
Strategy Can Improve Process for Recovering Certain Medical Care  Costs 
(HRD-77-132, Sept. 13, 1977). GAO, Cost Cutting Measures Possible if 
Public Health Service Hospital System Is Continued (HRD-81-62, June 10, 
1981). GAO, Stronger VA and DoD Actions Needed to Recover Costs of 
Medical Services Provided to Persons with Work-Related Injuries or Illnesses 
(GAO/HRD-82-49, June  2, 1982). GAO, letter report  to t h e  Secretary of 
Defense (HRD-77-156, Sept. 29, 1977). GAO, Government Loses Revenue 
Because of Low Medical C a r e  Charges to Liable Third Part ies  (AFMD-82-2, 
Dec. 16, 1981). 
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REMOVE RESTRICTIONS ON SILVER STOCKPILE SALES 
(CONG-3- 1) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 0 0 0 0 

Outlays 40 40 40 40 40 200 

PPSSCC Proposal. The  commission proposes t h a t  t h e  General Services 
Administration (GSA) seek legislation to sell 105.1 million t roy ounces of t h e  
139.5 million troy ounces of silver in t h e  National Defense Stockpile. The  
105.1 million troy ounces a r e  deemed to b e  in excess of silver stockpile 
requirements. 

Budgetary Impact. CBO and GAO e s t i m a t e  t h a t  selling t h e  excess  
silver over an  extended period of t i m e  would maximize government rev- 
enues. About 4 million t roy ounces per year  could b e  sold without 
significantly lowering t h e  price, bringing in about  $40 million annually, 
which would produce receipts  leading to t h e  outlay savings in t h e  above 
table. These savings would be placed in t h e  Stockpile Transaction Fund 
under current  law. The St ra teg ic  Stockpile Fund is a revolving fund t h a t  
receives no d i rec t  budget authority. The  e s t i m a t e  assumes t h a t  t h e  
revenues from silver sales would not  b e  appropriated to acquire o ther  
materials for t h e  stockpile. If t h e  acquisition plan is changed to purchase 
additional materials, however, t h e  savings would b e  decreased by t h e  
amount  of those purchases. The commission es t imates  t h a t  $1.04 billion 
would realized by selling t h e  en t i re  105.1 million t roy ounces in one year  at 
$9.95 per t roy ounce. The  commission assumes t h a t  budgetary savings would 
be realized by ei ther  (1) depositing t h e  proceeds from t h e  sale in t h e  general  
fund of t h e  US. Treasury, o r  (2) using t h e  proceeds to of fse t  t h e  costs of 
stockpile acquisitions t h a t  would otherwise be supported from new appropri- 
ations. Since neither assumption is feasible under cur ren t  law and Congres- 
sional practice,  CBO and GAO es t imate  no savings in budget authority. The  
proposal would genera te  receipts, however, so there would be an outlay 
savings. 

In te rms  of the  commission's first assumption, proceeds from t h e  sale 
of stockpile materials cannot be deposited in t h e  Treasury's general  fund 
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under existing legislation. The Strategic  and Critical Materials Stockpiling 
Act, as amended, requires t h a t  a l l  funds from t h e  sale of stockpile materials 
be placed in a separa te  fund in t h e  U.S. Treasury--the National Defense 
Stockpile Transaction Fund (50 U.S.C. 98h). The Transaction Fund can  b e  
used only to purchase needed stockpile materials. 

Concerning t h e  second assumption, t h e  Congress has  followed t h e  
pract ice  of not  appropriating new funds for  stockpile acquisitions. Since t h e  
Transaction Fund was established in fiscal  year 1979, t h e  Congress has 
limited stockpile acquisitions to amounts  t h a t  can  b e  purchased within t h e  
fund's existing balance. Thus, t h e  assumption t h a t  t h e  Congress would 
appropriate new funds for  stockpile acquisitions if t h e  silver is not  sold is 
inconsistent with current  practice. The surplus (or unappropriated balance) 
in t h e  fund at t h e  end of fiscal  year  1983 was sufficient to m e e t  t h e  fiscal 
year 1984 spending level approved by t h e  Congress and additional sales 
receipts f rom excess stockpile materials,  other  than silver, a r e  anticipated 
in fiscal year  1984. 

Savings in budget authority would be realized only if legislation were 
enac ted  to allow t h e  proceeds from t h e  sale  of stockpile silver to b e  
deposited in t h e  general  fund of t h e  Treasury and t h e  Congress continues its 
pract ice  of not  appropriating any new funds for  stockpile acquisitions. Such 
an assumption, however, could have national security implications. If t h e  
stockpile silver sale proceeds were deposited in t h e  Treasury's general  fund 
and no new funds were appropriated, funds to acquire needed s t ra teg ic  
stockpile materials critical to national defense would be reduced by over 
$200 million. 

Program Impact. If t h e  stockpile silver were sold under existing 
legislation, t h e  proceeds would be placed, in the Transaction Fund and would 
be available to acquire o ther  stockpile materials. Disposing of 105.1 million 
troy ounces in one year  would, however, result  in a short-term disruption of 
the  usual silver market ,  including t h e  possible collapse of U.S. silver market  
prices and drastically reduced sale proceeds for t h e  federal  government. 
The reason for  this  is t h a t  t h e  present to ta l  annual world silver consumption 
is less than 400 million troy ounces and demand is growing slowly because 
principal silver purchasers have been turning to cheaper substitutes. While a 
large influx of silver into t h e  marke t  could cause some increase in 
consumption because of lower prices, a major increase is not expected 
because large industrial users a r e  not likely t o  switch back to silver. CBO 
was unable to obtain a n  e s t i m a t e  of t h e  level to which prices would have to 
fa l l  to s t imulate  demand for  silver significantly. Even at lower price levels, 
though, demand for silver would probably not r ise quickly enough to forestall  
pr ice  declines if over 105 million troy ounces of silver were sold on t h e  
marke t  in one year. 
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The PPSSCC estimates tha t  $1.04 billion would be realized by selling 
the  105.1 million troy ounces of silver at $9.95 per troy ounce. As of 
January 30, 1984, however, the  price was $8.35. Proceeds at this price 
would be $877 million, or $163 million less than the commission estimates. 

Implementation. Existing legislation precludes disposing of 105.1 
million troy ounces of stockpile silver. The fiscal year 1982 Defense 
Appropriation Act  (Public Law 97-1 14) suspended the disposal of stockpiled 
silver pending (I) a Presidential redetermination as of July 1, 1982, tha t  the 
silver t o  be disposed of is excess to stockpile requirements, and (2) 
Congressional approval of any proposed disposal method. In making the 
redetermination, the President is required to consider certain factors, 
including the findings and recommendations in GAO's January 1982 report, 
National Defense-Related Silver Needs Should be Reevaluated and Alterna- 
tive Disposal Methods Explored. As of February 1984, this redetermination 
had not been made and, therefore, no silver can be sold. 

If the  silver is found to be  excess t o  stockpile requirements, legislation 
also exists tha t  limits the amount of silver tha t  may be disposed of in any 
given year. First, the  stockpiling act states tha t  no disposal may be  made 
from the stockpile if the  disposal would result in a balance in the  
Transaction Fund of above $500 million. Second, the stockpiling act 
requires tha t  effor ts  be made to  avoid undue disruption of the  usual silver 
market. To accomplish this, the Continuing Appropriations Act for Fiscal 
Year 1983 (Public Law 97-377) limited annual stockpile silver sales to no 
more than 10 percent of the silver produced from existing domestic mines 
in the preceding 12-month period. As domestic production is generally 
about 40 million troy ounces, this provision would allow annual sales of 
about 4 million troy ounces of stockpile silver. The commission proposal 
calls for legislative action to eliminate these restrictions. 

Additional Comments. GAO believes tha t  the existing legislative 
requirements constitute a well-defined, logical course of action t o  ensure 
tha t  the  silver is in excess of stockpile requirements before i t  is disposed of 
and, if found to be excess, is disposed of in such a manner as to minimize or 
eliminate any short-term market price disruption. GAO believes tha t  the 
potentially adverse effect on national security and domestic silver producers 
should be considered in any decision to dispose of the stockpile silver. 

References. PPSSCC, Report on Management Office Selected Issues, 
vol. VI, pp. 60-62, 117. GAO, National Defense-Related Silver Needs Should 
Be Reevaluated and Alternative Disposal Methods Explored (EMD-82-24, 
January 11, 1982). 
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REVISE DoD CONTRACT FINANCING PROCEDURES (ASSET-1) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 0 0 0 .  0 

Outlays 1,300 4,200 500 0 200 6,200 

PPSSCC Proposal. The  commission recommends t h a t  DoD t a k e  three  
s teps  to improve major defense cont rac t  financing procedures: 

o Review cont rac t  pricing, profit,  and financing policy and simplify 
the entire process; 

o Establish an integrated d a t a  base management system for acquisi- 
tion policy analysis, using t h e  la tes t  technology and tools; and 

o Reduce cash progress payment r a t e s  on fixed-price cont rac ts  to 
February 198 1 levels and establish t h e  required cont rac tor  invest- 
ment  in work-in-process capi ta l  at 15 percent,  ra ther  than t h e  
current  levels. 

Currently, progress payments for completed work are 90 percent for  
large business concerns and 95 percent  for small  concerns, or  flexible 
percentages of allowable costs (determined by a DoD cash flow model by 
which t h e  r a t e  may be as grea t  as 100 percent  but  not  less than t h e  uniform 
standard percentages noted above). These payments assist in financing a 
contractor 's  performance and reduce t h e  contractor 's  investment in work-in- 
process inventories. The payments are made at leas t  once a month but  c a n  
b e  more frequent subject to cont rac t  negotiations. 

Reducing t h e  level of progress payments would reverse act ion taken in 
1981 in response to concern expressed by t h e  defense industry t h a t  many of 
t h e  DoD procurement pract ices  (including progress payments) were not 
compatable with t h e  (then) current  economic environment and did not 
re f lec t  t h e  extremely adverse impact  of inflation. DoD increased progress 
payments to reduce contractors '  investment in working capi ta l  and to 
improve contractors '  earnings and ability to reinvest. The commission 
concludes t h a t  these revisions to progress payments did not achieve t h e  
desired effect and should b e  rescinded. 
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Budgetary Impact. CBO es t imates  t h a t  t h e  commission's proposal to 
slow progress payments to contractors  will save $6.2 billion in outlays from 
1985 to 1989. There is no projected impact  on budget authority since t h e  
proposal addresses only the  timing of payments to contractors.  The changes 
in progress payments would only apply to  future  contracts.  Progress pay- 
ments  under existing cont rac ts  would be unaffected. CBO and CAO note  
t h a t  real profit r a t e s  earned by contractors  a r e  a f fec ted  by things like t h e  
progress payment r a t e  and unallowable costs, including interest  expense. 
The recommended action would remove something of value (a more positive 
cash flow) from defense contractors.  Depending on many factors,  contract-  
ors would probably r e a c t  by charging higher prices or  changing other  t e r m s  
and conditions to compensate  for their  loss. Because the  outcome of all 
these fac tors  cannot be predicted, it  is not  possible to es t imate  their  impact  
on t h e  PPSSCC proposals. 

The commission es t imates  savings of $1.7 billion based on an assumed 
reduction in debt  incurred by t h e  government to finance firm-fixed-price 
cont rac ts  at t h e  higher progress payment rates.  In addition, the  PPSSCC 
claims t h a t  lower progress payments would save $9.4 billion over th ree  years 
in direct  outlays. This reduction would ult imately be completely offset ,  
however, as e a c h  cont rac t  is completed and fully paid. 

Program Impact. The major e f f e c t  of this recommendation would be 
to slow t h e  flow of cash payments from t h e  government to defense con- 
tractors.  The commission assumed t h a t  t h e  to ta l  cost over the  l ife of t h e  
cont rac ts  would be unchanged. Given t h e  slowing of payments, however, 
defense contractor  profits  would be reduced by t h e  added cost of financing a 
grea te r  portion of the  contract .  Therefore negotiated profit and/or fee 
r a t e s  may increase and offset some or  a l l  of t h e  est imated savings. 

Implementation. A revision of payment r a t e s  can be accomplished by 
Executive Branch action. 

Additional Comments. GAO believes t h a t  no action on the  recom- 
mendation to reduce progress payment r a t e s  should be taken until t h e  issue 
is thoroughly examined. 

The PPSSCC is concerned t h a t  DoD cont rac t  financing provisions, as 
ref lected in t h e  current  progress payment r a t e  s t ructure ,  a r e  too generous. 
By combining t h e  two changes to progress payments t h a t  have taken place 
since 1981, t h e  PPSSCC does not address t h e  validity of DoD's decision to 
make the  second of the  two changes. Further,  in recommending f h e  scaling 
back to February 1981 rates, t h e  commission suggests changing t h e  procure- 
ment  system without considering t h e  full impact.  
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GAO does not believe tha t  the savings estimated are realistic. This 
assessment is based on the strong belief tha t  contractors will frequently 
demand and receive terms of value commensurate with the privilege they 
a re  surrendering (progress payments). Accordingly, if the  recommendation 
was implemented, GAO doubts tha t  savings of the  magnitude cited could be 
achieved. 

References. PPSSCC, Task Force on Financial Asset Management, pp. 
12-19; GAO, Defense Industry Profit Study (B-159896, March 17, 1971). 
GAO, l e t te r  report to Secretary of Defense (PSAD 77-55, February 17, 
1977). GAO, Report to the  Congress (PSAD 79-83, March 8, 1979). 
Comptroller General Speech t o  NCMA (September 21, 1983). Comptroller 
General Speech to NSIA (October 13, 1983). Comptroller General le t ter  to 
Secretary of Defense (October 22, 1983). 
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INCREASE USE OF MULTIYEAR PROCUREMENT 
(USAF-19, NAVY-2, PROC-4) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not sufficiently 
specific for a budgetary impact  es t imate .  

PPSSCC Proposals. The commission proposes t h a t  DoD should in- 
c rease  its use of multiyear procurement (MYP) cont rac ts  for major weapons 
systems purchases. MYP refers to any cont rac t  t h a t  is used to purchase 
goods o r  obligate t h e  government for more than a single year's requirements 
of goods or  services. The commission did not  identify any specific weapons 
systems to be considered for this  approach. 

Budgetary Impact. MYP is already par t  of current  DoD policy and 
DoD has identified ac tua l  and projected MYP savings of $4.5 billion for t h e  
1981-1988 period. These savings a r e  ref lected in t h e  CBO baseline. The 
fur ther  application of MYP might produce additional savings, but CBO 
cannot identify additional weapons systems for application of MYP, nor did 
t h e  commission identify any such systems. This information is needed to 
es t imate  savings, because MYP does not  always produce savings and, in fact, 
MYP is undesirable for programs character ized by uncertainty about t h e  
final design configuration or  uncertainty about t h e  total number of required 
weapons. 

The PPSSCC recommended MYP in four proposals and claimed a total 
three-year savings of $13.3 billion. After  eliminating $6.1 billion because of 
double counting, t h e  to ta l  commission savings should be no more than 
$7.2 billion. The commission's savings es t imate  was obtained by applying a 
general  percentage (7.5 percent) to t h e  DoD procurement budget. The use 
of this percentage was not justified in t h e  PPSSCC report. 

Program Impact. In some cases MYP cont rac ts  may reduce t h e  total 
cost of specific military goods or  services. The first-year cost is normally 
higher under a MYP cont rac t  than under an  annual contract ,  because of 
grea ter  costs in case of ear ly  cont rac t  termination and increased advance 
purchases of i t ems  with long lead times. Costs for subsequent years, 



however, would be  lower. The private sector generally benefits  from MYP 
because of reduced uncertainty about future  years' production, be t t e r  
utilization of production facilities, and reduced administrative burden of 
negotiating annual contracts. 

Not all procurement programs a r e  suitable for MYP. In some cases, 
the  total program savings a r e  not large enough to justify t h e  higher first- 
year cost or t h e  design configuration is not stable enough for t he  govern- 
ment  to make a long-term commitment or risk a substantial financial 
penalty for early termination of t he  contract .  

Implementation. The use of MYP is now a regular par t  of DoD's 
contracting process. The DoD has had MYP authority for weapons systems 
since t h e  1960s. DoD is now required to notify Congressional commit tees  
before awarding a MYP weapons system contract  t ha t  contains a cancella- 
tion ceiling in excess of $100 million. The Administration's 1983 and 1984 
budgets requested approval of MYP for several  major weapons systems and 
t h e  Congress approved some of these. DoD included requests for MYP in 
t h e  fiscal year 1983 and 1984 budgets, and many of these requests have been 
approved by t h e  Congress. 

Additional Comments. GAO has supported the  MYP initiative in both 
the  defense and the  civilian sectors. The commission, however, provides no 
basis to support its recommendation tha t  Defense Department MYP author- 
i ty  needs to be  enhanced. In fact, recent GAO studies on defense major 
weapons system acquisitions suggest t ha t  t he  MYP pace is too fast, and its 
benefits substantially less than projected. GAO has made selected studies on 
major weapons system items, which demonstrate t ha t  under appropriate 
circumstances, MYP can produce budgetary savings. None of these studies, 
however, identified savings of the magnitude of the  PPSSCC study. 

References. PPSSCC, Task Force Report  on t h e  Office of the  Secre- 
tary of Defense, pp. 198-208. Task Force Report  on t h e  Department of t h e  
Air Force, pp. 163-77. Task Force Report  on t h e  Department of the  Navy, 
pp. 72-76. Task Force Report  on Procurement/Contracts/Inventory Manage- 
ment, pp. 25-28. GAO, Update to GAO Analysis of Defense's Fiscal Year 
1983 Multi-year Candidates and the  Prospective Fiscal Year 1984 Multi-year 
Candidate B-1 Bomber (B-206570, September 13, 1982). GAO, Testimony by 
Robert  M. Gilroy before t h e  Subcommittee on Defense, House Appropria- 
tions Committee- (July 27, 1982). Gilroy 
before the  Subcommittee on Defense, House Appropriations Commit tee  

GAO, Testimony by .Robert M: 

(June 9, 1983). GAO, Analysis of t h e  Department'of Defense's Request for 
Multi-year Contract  Authority for  t he  B-1B Weapon System (PLRD-83-86, 
June 16, 1983). GAO, Analysis of Multi-year Procurement Candidates 
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Included in Defense's Fiscal Year 1984 Budget Request (NSIAD-83-70, 
September 30, 1983). GAO le t te r  report, "Biennial Budgeting, The State 
Examples--Summary of the  Major Issues1' (PAD-83-14, December 23, 1982). 
GAO, llPerspectives on Budgeting for S ta te  and Local Needs and Biennial 
Budgeting," testimony of Charles A. Bowsher, Comptroller General of the  
United States before the  Senate Committee on Governmental Affairs (May 
5, 1983). GAO, Comments on H.R. 750, t o  the  Chairman, House Committee 
on Government Operations (1 7CCPAD83, September 21, 1983). GAO, 
Federal Agencies Should Be Given General Multi-Year Contract  Authority 
for Supplies and Services (PSAD-78-54, January 10, 1978). 
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ESTABLISH AND MAINTAIN EFFICIENT WEAPONS' PRODUCTION RATES 
(OSD-21,23, NAVY-1, ARMY-1 1) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) Five-Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not sufficiently 
specific for  a budgetary impact  es t imate .  

PPSSCC Proposals. The ra tes  at which weapons a r e  produced of ten  
affects their  costs. The commission makes several  recommendations to 
improve t h e  production ra tes  of t h e  individual weapons purchased each year 
by DoD and to ameliorate  the  problems associated with altering planned 
purchases f rom year  to year. The thrust  of these proposals is to sustain high 
annual production levels for weapons systems. Production at or near t h e  
"economic" production level minimizes total production costs over t h e  life 
of t h e  acquisition program. Inefficient production r a t e s  result  in higher unit  
costs, reducing DoD's purchasing power. The  commission proposes t h e  
following improvements: 

o Affordability oi New Starts.  DoD should ensure t h a t  t h e  proposed 
r a t e  of weapons production is affordable before  production begins. 
The weapons in production at any one t i m e  should b e  restr ic ted to 
those t h a t  c a n  be afforded at production levels t h a t  ensure t h e  
lowest cost. 

o Management Reserve Fund. DoD should c r e a t e  a management 
reserve fund to m e e t  financial emergencies and prevent production 
slowdowns (stretchouts) that  raise costs. 

o Two-Year Budget. DoD should establish a two-year budget cycle  for  
major weapons systems to help prevent annual changes in production 
plans. 

o Planning, Programming and Budgeting System (PPBS). DoD should 
stabil ize its PPBS by issuing f i rm budgetary guidance at t h e  outset  
of t h e  annual budget cycle  and by integrating t h e  program and 
budgeting phases of t h e  cycle. 
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o Selected Acquisition Report  (SAR). In its SARs, DoD should present 
t h e  best  cost e s t i m a t e  for  t h e  en t i re  weapons acquisition cycle, and 
provide key financial d a t a  for t h e  af fordability analyses suggested 
above. I t  should also provide es t imates  t h a t  identify separately t h e  
e f f e c t s  of inflation and quantity changes on weapons costs and 
establish a new baseline when a system undergoes a major change in 
its design. 

o Audit Trail. DoD should establish a n  auditable t ra i l  f rom e a c h  SAR 
baseline cost e s t i m a t e  t h a t  would incorporate cost es t imates  into 
budget projections and  calculations of unit cost growth. 

o Reprogram Funds. DoD should allow grea te r  reprogramming of 
appropriated funds from low- to high-priority projects in order to 
ensure funding of essential  procurement programs. 

o Stretchouts. DoD should analyze t h e  effects of s t re tchouts  on cost 
growth for each major system in order t o  establish procurement 
priorities. 

Budgetary Impact. The  PPSSCC es t imates  annual savings of 
$18.3 billion for  t h e  f i rs t  th ree  years  a f t e r  implementation of these  pro- 
posals. These savings assume procurement cost reductions of 2 percent  to 
10 percent  without addressing which programs would b e  involved. Although 
it is not  entirely clear,  many of t h e  proposals appear  to duplicate each  o ther  
or overlap ( that  is, DoD-wide savings estimates include Army and Navy 
estimates). Thus, commission es t imates  may be overstated even if one 
accepts  commission assumptions. 

If t h e  PPSSCC is proposing only to avoid future  decisions to s t re tch  
o u t  weapons programs, then t h e  PPSSCC proposal only avoids potential  
future  cost growth t h a t  is not  in t h e  cur ren t  CBO baseline and, therefore,  
CBO cannot predict  savings resulting from these proposals. Over  t h e  long 
te rm,  if these proposals were applied to new systems now in development, 
DoD might avoid cost growth above t h e  cdrrent  baseline. In addition, DoD's 
current  budget plans already project cost avoidance in fiscal year  1984 of 
$625 million from application of economic production ra tes  to 19 systems, 
and $1.62 billion from cancellation of 125 marginal or obsolete programs. 
This is a result of DoD's ongoing a t t e m p t  to improve t h e  acquisition process. 

If the cur ren t  production plans of t he  administration were adjusted to 
t h e  economic production level for  all systems, there would be  a very 
substantial  increase in production levels for  at least t h r e e  years, yielding 
higher annual costs for fiscal years  1985-1987. Moreover, it  is not always 
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pract ical  to produce al l  weapons systems at t h e  most economical production 
r a t e  because of t h e  l imited size of t h e  defense budget. In addition, 
extending production schedules helps to maintain a production base for  
wart ime mobilization. Moreover, trade-offs must be made concerning t h e  
efficient production of systems cr i t ical  to current  defense needs and limited 
production of others  with significant potential  in fu ture  years. The value of 
economic production levels for  each weapons system is that  they  allow 
decisionmakers in t h e  Congress and DoD to be aware  of what  t h e  economic 
impacts  a r e  when they increase or  decrease program funding. 

Establishing a new management reserve fund for weapons systems 
would also increase projected total program costs, and could be a disincen- 
t ive  for  eff ic ient  management of procurement programs. As described by 
t h e  commission, this  reserve could increase t o t a l  weapons system costs by 5 
to 10 percent.  

Program Impact. CBO and GAO believe t h a t  implementation of t h e  
proposals might lead to more efficient production rates and lower total 
costs for  major weapons systems over t h e  longer term. DoD has already 
implemented a program to promote economic production rates, however. 
While its approach is different  f rom t h e  commission's, the e f f e c t s  of the 
current  program would reduce t h e  savings from adding another program with 
t h e  s a m e  goal. 

Implementation. Five of t h e  eight recommendations outlined above 
could be implemented by DoD action alone. The management reserve fund, 
reprogramming, and t h e  two-year budget would require approval by t h e  
Off ice  of Management and Budget and t h e  Congress. The DoD Acquisition 
Improvement Program includes "Economic Production Rates," which is 
similar to t h e  proposal on affordability and is already par t  of t h e  budget. 

Additional Comments. A multiyear funding cycle  might well be a 
component of a redesigned financial management system for  programs in 
which stabil i ty and predictability a r e  particularly important. While GAO 
supports e f for t s  to improve planning and budgeting for major weapons 
systems, it  believes the  problems go well beyond t h e  question of biennial 
budgeting. Changes a r e  needed in t h e  en t i re  financial management system 
of t h e  federal  government to bring t h e  workload associated with t h e  annual 
process within manageable proportions. These improvements would reduce 
t h e  need to shif t  to a biennial budget across  t h e  board. GAO believes t h e  
results would be disappointing if biennial budgeting were adopted without 
t h e  needed improvements. 
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GAO does not  believe t h a t  DoD should establish a new baseline 
es t imate  in t h e  SARs in the  event  t h a t  a system undergoes major changes. 
Updating the  baseline es t imate  would eliminate the  development e s t i m a t e  
t h a t  originally supported t h e  production decision and also eliminate the  cost 
t rack between the  SAR's development and current  estimates.  GAO stresses 
t h a t  DoD should maintain a c lear  cost t rack when weapons systems undergo 
major reconfigurations and is concerned about  t h e  trend toward making 
updated baseline line es t imates  t h e  same as budget numbers. GAO 
recommends t h a t  DoD (1) provide a detailed baseline cost e s t i m a t e  based on 
actual  cost experience and t ied to a clearly defined work breakdown 
structure  to support t h e  production decision; (2) fully document a l l  esti- 
m a t e s  and maintain documentation in a clear,  t raceable  form; and (3) use 
t h e  detailed baseline e s t i m a t e  t o  formulate succeeding budget projections. 
Thus, t h e  original development es t imate  t h a t  supported t h e  production 
decision can b e  used thereaf te r  as a basis for  identifying and analyzing a r e a s  
of cost growth. 

tee on Governmental Affairs (March 23, -1983). GAO, Acquisition of Major 
Weapon Systems (B-163058, March 18, 1971). GAO, Acquisition of Major 
Weapon Systems (B-163058, July 17, 1972). GAO, Cost Growth in Major 
Weapon Systems, (5-163058, March 26, 1973). GAO, Budget Pressures 
Crea ted  by the  Army's Plans to Procure New Major Weapons Systems Are 
Jus t  Beginning (MASAD-82-5, October 20, 1981). GAO l e t t e r  report, 
Biennial Budgeting, The State Examples--Summary of t h e  Major Issues 
(PAD-83-14, December 23, 1982). GAO, Biennial testimony of Charles A. 
Bowsher, before the  Senate  Commit tee  on Governmental Affairs (May 5, 
1983). GAO, Comments on H.R. 750 (17CCPAD83). GAO, Theory and 
Prac t ice  of Cost  Estimating for Major Acquisitions (B-163058, July 24, 
1972). GAO, Issues Concerning Air Force  KC-1OA Advanced TankerlCargo 
Aircraf t  (PSAD-79-8, January 5 ,  1979). GAO, Implications of Highly 
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Sophisticated Weapon Systems on Military Capabilities (PSAD-80-6 1, June  
30, 1980). GAO, Integrated Approach to U.S. Air Defense of Central  
Europe Should Result in More Effect ive Mission (C-MASAD-81-18). GAO, 
Defense Spending and I t s  Relationship to t h e  Federal  Budget (PLRD-83-80, 
June  9, 1983, Revised). GAO, SARs - Defense Department  Reports That  
Should Provide More Information to t h e  Congress (PSAD-80-37, May 9, 
1980). GAO, Consistent and Uniform Trea tment  of Inflation Needed in 
Program Cost Est imates  Provided to t h e  Congress (PSAD-78-8, March 20, 
1978). CAO, How to Improve t h e  Selected Acquisition Reporting System 
(PSAD-75-63, March 27, 1975). GAO, A Range of Cost Measuring Risk and 
Uncertainty in Major Programs--An Aid to Decisionmaking (PSAD-78-12, 
February 2, 1978). 
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INCREASE USE 

Savings from 
CBO Baseline 

OF COMMON PARTS AND STANDARDS (OSD-20) 

Annual Savings Cumulative 
(millions of dolrars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays with available information. 

The budgetary impact  of t h e  PPSSCC 
recommendations cannot  be est imated 

PPSSCC Proposal. The  commission proposes t h a t  DoD increase its use 
of common par t s  and equipment to reduce t h e  costs of major weapons 
systems. In addition, t h e  PPSSCC recommends grea te r  use of par t s  and 
equipment designed to m e e t  commerical  standards, ra ther  than solely 
military standards and specifications (MILSPECS). Ten specific recom- 
mendations a r e  made to change procurement procedures and t o  provide 
funds for  developing MILSPECS in conjunction with mili tary construction. 

Budgetary Impact. CBO cannot  es t imate  t h e  savings from this  
proposal because it is not possible to predict  t h e  e x t e n t  to which t h e  
PPSSCC proposals will fur ther  t h e  use of common par t s  and standards. The  
budgetary impact  of some of these proposals is, however, already partially 
reflected in DoD's budget and in the  CBO baseline. The use of common 
par t s  and commercial  standards, when feasible, is an  established par t  of 
DoD policy. In fact, t h e  53rd annual DoD report  to t h e  Congress (entitled 
Defense Standardization and Specification Program) claims $25.1 million in 
savings from such a program for 1982. The DoD has not  y e t  identified t h e  
savings from these actions assumed in its 1983 and 1984 appropriations. 

T h e  commission's es t imated  savings of $7.3 billion over th ree  years  
assumes a 4.8 percent  across-the-board reduction in a l l  weapon systems 
costs, offset by annual implementation costs of approximately $100 million. 
Neither t h e  PPSSCC report  nor t h e  PPSSCC staff  has provided d a t a  with 
which to assess t h e  validity of t h e  PPSSCC assertion t h a t  t h e  4.8 percent  
reduction is possible. Further,  d a t a  f rom other  sources a r e  also inadequate 
for  such a n  assessment. 

Program Impact. Decreased use of MILSPECS might encourage more 
firms to bid on defense cont rac ts  because, among other  things, less 
specialized tooling would b e  required to produce defense materials. This 
would widen t h e  defense industrial base and might increase competit ion 
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among contractors. DoD believes, however, t ha t  fur ther  use of commercial  
par ts  and standards might decrease military readiness. In DoD's view, 
MILSPECS promote standardized quality for par ts  and components, encour- 
age emerging technologies, and ensure tha t  each new weapon will meet  t h e  
perceived threa t  for which it was designed. 

Implementation. The PPSSCC proposals could be implemented by t h e  
Secretary of Defense within existing authority. A program addressing t h e  
same issue was included in the  DoD's Acquisition Improvement Program 
(AIP) of 198 I (the so-called Carlucci Initiatives). This program emphasizes 
the  role of the  services in identifying candidate programs for common parts  
and standard operational systems early in t h e  acquisition process. But DoD 
admits t ha t  t he  standardization process is moving slowly and tha t  additional 
funding is needed to develop candidates and strategies for common parts  and 
standards. These could be added to the  AIP through action by t h e  Secretary 
of Defense. 

A 1970 report  by the  House Commit tee  on Government Operations 
(H.R. Rep. 91-1718) suggested tha t  incentives be  developed to encourage 
contractors to  use standard commercial items. GAO, in March 1979, 
reported tha t  DoD's parts control programs were mandated for use on all 
major weapons systems acquisition programs. However, application of t h e  
program was left out of many design and development contracts or tailored 
to the  point t ha t  few standardization benefits  were derived. 

Additional Comments. GAO has recommended tha t  DoD explore 
various incentive programs tha t  could lead to greater par t s  standardization 
in government weapons systems and related equipment. As GAO has 
reported previously, DoD has ye t  to t ap  t h e  full potential for common or 
standardized components and subsystems. DoD agrees  tha t  more should be  
done, and i t  has  a t tempted to increase commonality of components. For 
example, t h e  Rand Corporation found tha t  commonality existed in varying 
degrees in several variants of the  cruise missile--15 percent in airframes, 75 
percent in guidance components, 85 percent in engines, and 100 percent in 
radar altimeters. Notwithstanding these successes, DoD could do much 
more. I ts  implementation of another PPSSCC recommendation--to provide 
seed money to init iate joint-service development of military hardware-- 
could greatly enhance commonality of components and subsystems. 

GAO has not recommended tha t  DoD provide seed money for  joint- 
service hardware and software development. I t  has, however, recommended 
tha t  t he  Secretary of Defense stress the  need for program managers and 
contractors to give more consideration to standardization during t h e  early 
design and development stages of weapons systems. GAO supports t h e  
PPSSCC recommendation and feels  it complements past  GAO work. 
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References. PPSSCC, Task Force on the  Office of t he  Secretary of 
Defense, pp. 171-77. DoD, Office of the  Deputy Secretary of Defense, 
Memoranda on Improving the  Acquisition Process, April 30, 1981, and June 
8, 1983. GAO, Joint MGor System Acquisition by t h e  Military Services: An 
Elusive Strategy (NSIAD-84-22, December 23, 1983). CAO, increased 
Standardization Would Reduce Costs of Ground Support Equipment for 
Military Aircraft  (LCD-80-30, February 7, 1980). GAO, Fragmented Man- 
agement Delays Centralized Federal  Cataloging and Standardization of 5 
Million Supply Items (LCD-79-403, March 15, 1979). GAO, Management of 
t he  Development and Procurement of Airborne Electronics Equipment 
(Avionics) by the  DOD (PSAD-78-105. B-1630a58, May 12, 1978). GAO, How 
t h e  I tem Reduction Program of the  General Services Administration Could 
Be More Effective (LCD-76-459, July 11, 1977). 
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INCREASE DUAL-SOURCING OF WEAPONS PROGRAMS 
(NAVY-3, USAF-20) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not sufficiently 
specific for a budgetary impact estimate.  

PPSSCC Proposals. The commission makes a number of recommenda- 
tions designed to encourage the  use of dual-sourcing to procure weapons 
systems. Dual-sourcing is a procurement strategy whereby production is 
divided among two or more producers to c rea t e  competition and thereby 
reduce total costs. Usually this division is a function of contractor prices. 
The incentive for price competition may also be created by awarding a 
higher percentage of profit to the low-price supplier. Dual-sourcing can be 
truly cost-effective, however, only when the product price reduction ex- 
ceeds the  total of all federal recurring and nonrecurring costs for establish- 
ing and maintaining the  additional sources. 

Specific commission recommendations are: develop a formal method- 
ology for evaluating and identifying dual-source candidates; evaluate all 
current and future  procurement programs for their suitability to dual- 
sourcing; and, when dual-sourcing is cost effective,  provide "up front" 
funding and revise appropriate regulations to permit and encourage dual- 
sourcing routinely. The commission, however, does not recommend any 
specific weapons systems or other programs for dual-sourcing. 

Budgetary Impact. For certain types of procurement, dual-sourcing 
might reduce total procurement costs. DoD currently employs dual- 
sourcing on some programs, but there  is insufficient da ta  on actual results 
to enable a properly informed conclusion on savings potential. While dual- 
sourcing of major weapons systems might potentially save money, its cost  
effectiveness is particularly questionable if production quantities and rates 
of production a r e  small, or t he  weapons program is highly complex, or t h e  
production program has only a short t ime for completion. The thrust  of t he  
commission's recommendations is to require DoD to identify more dual- 
sourcing candidates in a systematic way. The commission, however, does 
not identify any specific systems for dual-sourcing. Because the  outcome of 
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these  e f f o r t s  to encourage fur ther  dual-sourcing cannot  b e  predicted, it is 
not  possible to estimate t h e  budgetary impact  of t h e  PPSSCC proposals. 

In any event,  if t h e r e  were a n  increase in dual-sourcing in 1985 above 
the level already planned by DoD, then 1985 budget authority and 1985 and 
1986 outlays would increase. Added first-year costs for dual-sourcing 
include a second set of manufacturing tooling, qualification of t h e  second 
source, and start-up of t h e  production line. On occasion, new plant 
facil i t ies and equipment a r e  also needed. Savings, if any, would appear  
a f t e r  1985. Presumably dual-sourcing would only be applied if total program 
costs would be substantially reduced, but  t h e  development of clear,  official, 
uniform DoD guidance and analytical  methodology for  price-competitive 
dual-sourcing is essential  to t h e  realization of a n e t  program cost reduction. 

The PPSSCC found insufficient data on t h e  ac tua l  results of past  dual- 
source procurement to permit  a historical analysis of dual-source savings. 
The commission also found t h a t  contracting exper t s  disagree on t h e  amount 
of savings and t h e  c r i te r ia  to b e  used to measure t h e  savings afforded by 
dual sourcing. Consequently, t h e  PPSSCC's three-year savings e s t i m a t e  of 
$3.4 billion is based on applying general  percentages to t h e  planned Air 
Force  and Navy budgets. These percentages a r e  based on assumptions t h a t  
savings would result, but  t h e  PPSSCC report  provides no justification for t h e  
amount. 

Program Impact. Although dual-sourcing might save money over t h e  
total production period, it would require additional funding in t h e  near term. 
In addition, reduced annual levels of production for  each of t w o  producers 
might drive up unit production costs compared to t h e  costs of a single 
producer with a higher production level. There also might b e  a n  increase in 
DoD managerial and administrative overhead and other  costs required to 
qualify, oversee, and maintain t h e  second-source producers. Dividing 
production among two producers when one now suffices might result in 
layoffs at t h e  plant of t h e  current  sole producer. 

Implementation. DoD could implement t h e  commission's recommenda- 
tions for developing a formal methodology f o r  evaluating dual-source 
candidates and performing such a n  evaluation. Authorization for dual- 
sourcing solely or primarily as a production cost reduction s t ra tegy is 
unclear, however. Full implementation of t h e  commission's recommenda- 
tions apparently presumes t h a t  t h e  Armed Services Procurement  A c t  (ASPA) 
would b e  amended to authorize t h e  negotiation of cont rac ts  solely or  
primarily for t he  purpose of price competit ion and cost reduction. 
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Legislation introduced in  recent  Congressional sessions to implement 
dual-sourcing. The Senate  passed bill S .  338 in t h e  f i rs t  session of t h e  98th 
Congress. This bill amended federal  procurement s t a t u t e s  to enable both 
defense and civil agencies to employ dual-sourcing in t h e  procurement of 
property and services, if the head of a n  agency determines tha t  doing so 
would increase or maintain competition and would probably result  in reduced 
overall costs. House bill H.R. 2545, also introduced in t h e  f i r s t  session of 
t h e  98th Congress, contained essentially t h e  same provision as S .  338 to 
enable t h e  use of dual-sourcing for  cost reduction, but  applied only to DoD, 
t h e  Coast Guard, and NASA. S. 2695, introduced in t h e  second session of 
t h e  97th Congress, contained provisions requiring t h a t  each executive 
agency develop a detailed s ta tement  of its dual-sourcing policy and provide 
analytical methodology to guide the  use of dual-sourcing. The bill also 
required various annual competit ive and noncompetitive procurement re- 
ports including reports on t h e  dual-source procurements a n  agency makes or 
intends to make each year. None of this legislation was passed by t h e  en t i re  
Congress before adjournment. To t h e  knowledge of CBO and GAO, t h e  
commission's recommended action has not been contained in other intro- 
duced legislation. 

Additional Comments. GAO's ongoing work shows that dual-sourcing's 
cost reduction effectiveness needs to be be t te r  demonstrated before statu- 
tory amendment. 

References. PPSSCC, Task Force Report  on t h e  Department  of t h e  
Navy, pp. 77-83. PPSSCC, Task Force Report  on t h e  Department of t h e  Air 
Force , pp. 78-187. GAO, Transmittal  L e t t e r  and Statement  of Fact on t h e  
USAF's IR Maverick Program from t h e  Director, GAO Insti tute for  Program 
Evaluation, to Senator David Pryor (May 4, 1983). GAO, Analysis of HARM 
Procurement Strategies (NSIAD-83-59, September 12, 1983). GAO, unnum- 
bered NSIAD-Navy draf t  report  on dual-sourcing (Code 942 132, October 
1983). 

66 



IMPROVE ARMY WEAPONS SYSTEMS ACQUISITION (ARMY-10) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not sufficiently 
specific for  a budgetary impact  es t imate .  

PPSSCC Proposals. The commission makes seven recommendations to 
improve t h e  Army's management of t h e  acquisition of major weapons 
systems. The proposals a r e  summarized as follows: 

o Acquisition Strategy. The Army should adopt Draf t  Regulation AR 
70-1, "Army Systems Acquisition Policy." AR 70-1 is designed to 
emphasize near- term planning within t h e  context  of t h e  en t i re  
acquisition cycle  including early development of a n  acquisition 
s t ra tegy and minimization of documentation requirements. 

o Selected Acquisition Report  (SARI. The Army should revise SAR 
reporting to preclude unrealistic baseline, o r  initial, estimates.  SAR 
cost variance categories  should also b e  revised to re f lec t  t h e  causes  
of cost changes and to different ia te  between cost changes resulting 
from decisions internal o r  external  to t h e  Army and DoD. 

o Program Manager. The Army should recruit  program managers and 
their  staffs from Army ranks, Army laboratories, o ther  services, and 
industry as ear ly  as possible in t h e  acquisition cycle. 

o Army Material and Readiness Command (DARCOM). DARCOM and 
t h e  design contractors  should al locate  5 to 10 percent  of t h e  
positions on a design t e a m  to persons specializing in t h e  start-up of 
new systems. DARCOM should also include t h e  difficulty of 
producing proposed designs in measuring of a program manager's 
performance and should separa te  t h e  procurement and production 
functions into separate  directorates.  

Budgetary Impact. While CBO and GAO believe t h a t  improving t h e  
Army procurement management process could lead to some savings in t h e  
future,  these  proposals a r e  too general  t o  e s t i m a t e  savings. Procedural 
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changes, such as those outlined here, do not  have entirely predictable 
effects.  Furthermore,  CBO and GAO were unable to weigh t h e  benefits  of 
separating procurement and production within t h e  Army. This would call for  
a major reorganization, with much a t tendant  disruption, but  t h e  commission 
has  not  provided t h e  necessary I evidence t h a t  t h e  benefi ts  would outweigh 
t h e  problems caused. 

T h e  commission es t imates  t h e  savings to b e  $2.6 billion over  t h r e e  
years, a f t e r  full implementation of t h e  proposals. This savings e s t i m a t e  is 
based on t h e  assumption t h a t  t h e r e  will b e  substantial  fu ture  cost growth for  
major weapons systems. This projection ref lects  cost growth above t h a t  in 
t h e  CBO baseline and t h e  DoD budget. Thus, even if t h e  commission's 
es t imates  a r e  correct ,  t h e r e  would b e  no savings compared to t h e  baseline. 

I 

The level of cost growth is based on historical d a t a  and assumes DoD 
has taken no action to reduce t h e  r a t e  of unanticipated cost growth. Recent  
CBO analysis has  shown t h a t  DoD has substantially reduced t h e  rate of t h e  
unanticipated cos t  growth for weapons included in last year's Selected 
Acquisition Reports  compared to t h e  previous f ive years. 

I t  is most signficant t h a t  72 percent  of t h e  savings projected by t h e  
commission a r e  actually achieved by a reduction in t h e  scope of programs-- 
buying less than planned--not by efficiencies. T h e  PPSSCC did not  identify 
which Army weapons systems it proposes to eliminate. 

Program Impact. The commission's proposals might have some e f f e c t  
on t h e  efficiency of weapons systems production. The proposed reduction of 
$1.6 billion in Army procurement programs could have an unfavorable 
impact  on Army modernization and readiness, however. The production 
level changes could raise unit  costs. 

Implementation. The  Army could adopt these  recommendations under 
its own authority. DoD's Acquisition Improvement Plan (AIP) already 
includes several  proposals similar to those outlined above. According to a 
memorandum from t h e  Deputy Secretary of Defense dated June  8, 1983, 
proposals concerning program manager performance and monitoring of c o s t  
growth e i ther  have been, o r  are ,  in t h e  process of being implemented. In 
addition, t h e  recommendation dealing with AR 70-1 has  already been 
implemented by t h e  Army. The  suggestion t h a t  DARCOM should separa te  
Army procurement and production functions in to  separa te  directories is not  
under consideration by DoD. The  SARs already include t h e  recommended 
changes in cost categories. Eliminating t h e  baseline es t imates  in t h e  SAR 
could l imit  t h e  Congress' ability to oversee cost growth. 
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References. PPSSCC, Task Force  Report  on the  Department  of t h e  
Army, pp. 75-87. DoD, Off ice  of t h e  Deputy Secretary,  "Guidance on t h e  
Acquisition Improvement Program," memorandum (June 8, 1983). CBO, A 
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IMPROVE PROCUREMENT PROCESS MANAGEMENT 
(PROC-6,7 9 8,9) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) Five-Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not sufficiently 
specific for a budgetary impact estimate.  

PPSSCC Proposals. To improve major weapon systems procurement, 
the commission makes a series of recommendations for planning, contract-  
ing, cost estimating, and managing DoD's procurement process: 

o Develop comprehensive and detailed acquisition plans. 

o Select contractors based on the lowest total cost and strengthen 
monitoring of subcontractors' estimates. 

o Strengthen procurement costs and scheduling by producing "most 
likely" estimates and improving reporting to provide early indica- 
tions of cost growth and other problems. 

o Enhance program manager performance by increasing their auth- 
ority, strengthening their support, and upgrading the  quality of 
personnel assigned to Program Management Off ices. 

Budgetary Impact. Savings could possibly result from procurement 
management improvements, but  CBO cannot es t imate  savings for these 
proposals because the  degree of management cooperation cannot be pre- 
dicted and the success of such changes cannot be estimated. Moreover, 
similar proposals have already been implemented by the  Office of the  
Secretary of Defense and these savings a r e  reflected in the CBO baseline. 

The PPSSCC savings est imate  of $7.8 billion was based on the  assump- 
tion tha t  these actions would reduce costs for all  major procurement 
programs by approximately 7 percent. No basis was provided for these 
assumptions. These savings a r e  phased in over a three-year period. 
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Program Impact. Program impact is difficult to assess because of t h e  
uncertainty surrounding the success of these initiatives and because some of 
t he  proposals a r e  already being used. 

Implementation. DoD is already using all but two of these proposals. 
The "Budget to 'Most Likely' Cost" and "Improved Source Selection Process" 
improvements a r e  now being implemented, but further action is required on 
all levels, according to  a June 8, 1983, memorandum by t h e  Deputy 
Secretary of Defense. Similar recommendations addressing the  same set of 
issues are already being implemented through procedural changes within the  
Office of the  Secretary of Defense and the  services through the  Department 
of Defense Acquisition Improvement Program (AIP). 

Additional Comments. GAO agrees  with the  commission tha t  im- 
provements a r e  needed in DoD's weapons acquisition planning process. 
Although DoD has the  authority t o  improve this, GAO found tha t  t he  Office 
of t h e  Secretary of Defense has not ye t  published cr i ter ia  for development 
of system acquisition strategies. GAO believes the  Secretary of Defense 
should define its acquisition strategy and emphasize i t s  purpose so tha t  t he  
most effect ive management principles can be applied to the  procurement of 
major weapons systems. In addition, GAO believes tha t  a be t te r  definition 
of DoD missions and the  services' roles is needed to ensure tha t  weapons 
procurement serve DoD's highest priority needs. 

The issue of effective program management is a vital one and the  
related recommendations have much merit. GAO has performed consider- 
able  work in the  broad area  of the  effectiveness of t h e  weapons system 
acquisition process in t h e  1970s. I t  agrees  with the  PPSSCC recommenda- 
tions to strengthen the  authority of program managers and increase their  
abilities to use technically trained staff  both in-house or outside DoD to 
strengthen their  analyses and program management capabilities. 

References. PPSSCC, Task Force on Procurement pp. 36-69. GAO, 
Observations on Office of Management and Budget Circular A-l09--Major 
System Acquisitions by the  Department of Defense (PSAD-79-9, February 
20, 1979). GAO, Bet ter  Planning and Management of Threat  Simulators and 
Aerial Targets Is Crucial to Effective Weapon Systems Performance 
(NSIAD-83-27, June 23, 1983), GAO, Weapon Systems Overview: A 
Summary of Recent  GAO Reports, Observations and Recommendations on 
Major Weapon Systems (NSIAD-83-7, September 30, 1983). GAO Joint  
Major System Acquisition by the  Military Services: An Elusive Strategy 
(NSIAD-84-22, December 23, 1983). GAO, Recommendations to Improve 
Defense Reporting on Weapon Systems (MASAD-81-7, March 2, 1981). GAO, 
"SARs"--Defense Department Reports That  Should Provide More Informa- 

References. PPSSCC, Task Force on Procurement pp. 36-69. GAO, 
Observations on Office of Management ~ and Budget Circular A-l09--Major - 

System Acquisitions by the  Department of Defense (PSAD-79-9, February 
20, 1979). GAO, Bet ter  Planning and Management of Threat  Simulators and 
Aerial Targets Is Crucial to Effective Weapon Systems Performance 
(NSIAD-83-27, June 23, 1983), GAO, Weapon Systems Overview: A 
Summary of Recent  GAO Reports, Observations and Recommendations on 

7, September 30, 1983). GAO Joint  
Major System Acquisition by the  Military Services: An Elusive Strategy 
(NSIAD-84-22, December 23, 1983). GAO, Recommendations to Improve 
Defense Reporting on Weapon Systems (MASAD-81-7, March 2, 1981). GAO, 
"SARs"--Defense Department Reports That  Should Provide More Informa- 
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tion to t h e  Congress (PSAD-80-37, May 9, 1980). GAO, Impediments to 
Reducing t h e  Costs of Weapon Systems (PSAD-80-6, November 8, 1979), 
GAO. Review of t h e  Department of Defense's Implementation of Procure- 
ment  Reforms (PSAD-79-106, September 25, 1979). GAO, Consistent and 
Uniform Treatment  of Inflation Needed in Program Cost Est imates  Provided 
to t h e  Congress (PSAD-78-8, March 20, 1978). 
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ESTABLISH A PROCUREMENT AUDIT SERVICE FOR WEAPONS 
ACQUISITION (OSD-37) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 

1989 Savings CBO Easeline 1985 1986 1987 1988 

Budget Authority 

Outlays with available information. 

The budgetary impact of the  PPSSCC 
recommendations cannot be estimated 

PPSSCC Proposals. The commission recommends tha t  DoD establish a 
procurement audit  service (PAS) to perform internal reviews of DoD 
acquisition practices. The PAS, which would report  to the  DoD Inspector 
General (IG), would examine internal control procedures for procurement, 
research, development, testing, and evaluation. The PAS would also review 
the quality, accuracy, and scope of the  work performed by the  Defense 
Contract  Audit Agency (DCAA). DCAA audits ent i t ies  outside DoD-- 
contractors and vendors of goods and services for government use or  
consumption--rather than internal DoD practices. 

Budgetary Impact. CBO and GAO agree tha t  increased audit a t tent ion 
could lead to acquisition improvements and savings to the  government. 
There is, however, no valid method t o  es t imate  or  identify what impact this 
increased e f for t  would have on costs now or in t h e  future. 

The commission's savings est imate  is based on an  assumption tha t  
increasing audits of procurement activit ies would yield annual cost avoid- 
ances  and efficiency improvements of $500 million o r  more each year for 
savings of $1.6 billion in the  first  th ree  years a f t e r  implementation. 

Program Impact. None 

Implementation. No further action is needed because the  Congress 
and t h e  DoD have already taken action to improve substantially t h e  quality 
and quantity of procurement audits. The Congress recognized the  need for 
increased procurement audit  emphasis within DoD in the  1983 Department 
of Defense Authorization Ac t  (P.L. 97-252). Specifically, t h e  act estab- 
lished t h e  DoD Inspector General, and transferred t h e  Defense Audit Service 
(DAS) and the  Defense Logistics Agency's Office of t he  Inspector General to 
the  new DoD IG. The act also transferred t h e  Defense Investigative Service 
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t o  the  IG's office, and authorized the  transfer of 100 additional audit 
positions from other DoD sections to the  IG to audit procurement activities. 
As of January 1, 1984, the  IG had a total of 161 authorized audit positions t o  
review major acquisition programs, contract  audit programs, and acquisition 
support programs. 

References. PPSSCC, Task Force Report on the  Office of t he  Secre- 
tary of Defense, pp. 316-21. GAO, Department of Defense Progress in 
Resolving Contract Audits (AFMD-84-4, October 27, 1983). GAO, More 
Effective Use of Audit Reports Needed t o  Reduce Contract  Costs (NSIAD- 
83-54, October 1 I, 1983). GAO, Budget Implementation of Savings Reported 
in the  Third Summary Report Issued by the  President's Council on Integrity 
and Efficiency (AFMD-83-14, October 18, 1982). GAO, Who Is Watching the  
Defense Dollars? (AFMD-82-26, February 5 ,  1982). GAO, The Effectiveness 
of the  Defense Contract Agency Can Be Improved (FGMSD-79-25, May 10, 
1979). 
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MODERNIZE CONTRACTORS' FACILITIES AND ENHANCE 
PRODUCTIVITY (NAVY-4) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not sufficiently 
specific for a budgetary impact  es t imate .  

PPSSCC Proposal. The commission recommends four actions by t h e  
Secretary of the  Navy to modernize contractors '  facil i t ies and thus enhance 
productivity. First ,  t h e  commission proposes t h a t  t h e  secre ta ry  should 
strongly endorse and support DoD's Industrial Modernization Incentives 
Program (IMIP), which is intended to encourage contractors  to invest in 
productivity-enhancing capi ta l  improvements. The IMIP funds on-site 
analyses of factory improvements and supplements contractor  investment to 
implement worthwhile programs. Second, t h e  commission recommends t h a t  
t h e  secretary establish an  IMIP support t e a m  to provide training and other  
assistance to contracting off icers  and program managers to encourage IMIP 
implementation. Third, it is suggested t h a t  t h e  secre ta ry  support interpre- 
ta t ions of t h e  cost accounting standards (CAS) to encourage new investment 
by permitt ing accelerated depreciation of new capi ta l  assets by defense 
contractors.  Finally, t h e  commission encourages the  secretary to support  
t h e  DoD Manufacturing Technology Program (MTP) and to consider increas- 
ing its funding. MTP is intended to reduce contractor  risk associated with 
t h e  introduction of new manufacturing technologies by providing up-front 
funding for innovations and for  practical  projects t h a t  can  be applied to t h e  
defense production process. 

Budgetary Impact. CBO cannot es t imate  t h a t  savings would accrue  
from t h e  commission's proposals. The commission does not  identify any 
Navy programs t h a t  would benefit  f rom IMIP o r  MTP, nor does it identify 
what would be purchased with additional funds. The commission recom- 
mends only t h a t  t h e  secretary support proposals to encourage contractors  to 
invest  in productivity-enhancing capi ta l  improvements. Since t h e  secretary 
cannot  independently change cost accounting standards, MTP funding, or 
accelerated depreciation tax rules, implementation of these recommenda- 
tions would have no d i rec t  impact  on budget authority and outlays. 
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An investment in productivity-enhancing capital improvements 
requires an initial outlay t o  generate any long-term savings. This is 
reflected in DoD budget da ta  for IMIP, MTP, and other productivity- 
enhancement programs currently in the  baseline. In fiscal year 1984, t h e  
Air Force received $83 million in IMIP funds and the  Army received 
$2 million. The Navy did not request these funds according t o  DoD. DoD 
budget da t a  for fiscal year 1981 through fiscal year 1984 ref lect  savings of 
$1.8 million and project total  savings through fiscal year 1988 of 
$144.7 million from productivity-enhancement programs. 

In fiscal year 1984, t he  overall DoD appropriation for  MTP was $201 
million. The PPSSCC est imates  tha t  savings of $1.5 billion can be achieved 
in the  first  th ree  years, based on a five-to-one return on funds invested in 
the  MTP program. The commission does not identify any savings accruing 
from proposed changes in depreciation of contractor assets. 

Program Impact. Increased use of the  IMIP and MTP programs might 
encourage more firms to bid on DoD contracts,  which could broaden the  
defense industrial base. If these proposals were implemented, accelerated 
depreciation of capital assets for defense contractors would initially reduce 
tax  revenues and raise the  costs of weapons systems. In la ter  years, defense 
contractor productivity improvements and lower depreciation could reduce 
procurement costs. Also, lower depreciation charges in later years could 
increase t ax  revenues and reduce the  costs of weapons systems, assuming 
tha t  contractors would retain such equipment a f t e r  full depreciation. 

Implementation. The Secretary of t he  Navy could request additional 
IMIP/MTP funds under existing authority. Changing accelerated deprecia- 
tion for defense contractors would require Congressional action. 

Additional Comments. GAO supports the  intent of the  PPSSCC 
recommendations--to enhance defense contractors'  productivity and lower 
weapons systems acquisition costs. Such a goal is desirable for all of DoD-- 
not just t h e  Navy. GAO believes, however, t ha t  Navy endorsement of the 
IMIP would be premature because it is sti l l  being tested. The results of the  
IMIP should be thoroughly assessed before a final policy is issued or changes 
are made to the  Defense Acquisition Regulation (DAR). The assessment 
should also be performed before IMIP support teams are established t o  pro- 
vide training and other assistance to contracting officers and program 
managers to encourage IMIP implementation. 

GAO cannot agree with the  commission recommendation tha t  calls  for  
the  Secretary of the  Navy to support interpretations of t he  Cost Accounting 
Standards to encourage new investment by permitting accelerated deprecia- 
tion of new capital assets by defense contractors. The recommendation 
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does not reflect  adequately recent  Office of t he  Secretary of Defense (OSD) 
guidance on CAS409 Depreciation of Tangible Capital Assets. The current 
OSD position on CAS409 acknowledges tha t  there  is a provision of CAS409 
tha t  provides for shorter asset lives than would otherwise be determined by 
application of the  standard. The OSD guidance emphasizes tha t  t he  use of 
this special provision should only be used when appropriate cr i ter ia  in the  
standard have been met. 

GAO's current and past  work on the DoD Manufacturing Technology 
Program has not identified the  reductions in weapon system production costs  
noted by the  PPSSCC. In fact ,  GAO has found tha t  it is very difficult to 
substantiate savings attr ibutable to tha t  program, although the  program has 
many supporters who believe benef its--albeit poorly documented and diffi- 
cult  t o  verify--are being realized. 

References. PPSSCC, Task Force Report on the  Department of t h e  
Navy, pp. 84-94. DoD, Office of t he  Secretary of Defense, Economies and 
Efficiencies, Fiscal Year 1984 (March 1983), p. 002. GAO, Interim Observa- 
tions on Review of DoD's Manufacturing Technology Program (AFMD-83- 
97). GAO, Interim Observations in Effectiveness of DoD's Manufacturing 
Technology Program (AFMD-83-105). 
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CONSOLIDATE OR CLOSE BASES AND/OR BASE ACTIVITIES 
(OSD-4,8,9) 

Annual S a v i n s  Cumulative 
Savings from 
CBO Baseline 

(millions of dolLrs) Five-Y ear 
1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not  sufficiently 
specific for a budgetary impact  estimate. 

PPSSCC Proposals. The commission recommends t h a t  DoD close 
unnecessary bases, consolidate activities providing support for bases all in 
the same area, and consolidate major equipment maintenance facilities. 
These proposals t a k e  three  specific forms: 

o First, t h e  President should appoint an independent commission to 
study base realignment or  have DoD designate a l l  bases as 
candidates for closure and begin appropriate studies. 

o Second, DoD should make participation in t h e  existing Defense 
Retai l  Interservice Support (DRIS) program mandatory to increase 
base support consolidations. Consolidations would b e  e f fec ted  by 
carrying o u t  recommendations over  t h e  next two years  and by 
enacting over t h e  next  f ive years  any fur ther  consolidations 
resulting from additional studies. 

o Third, DoD should establish a t imetable  for consolidating depot- 
level maintenance facil i t ies based on a to-be-established uniform 
cost accounting system for a l l  such DoD facilities. Without 
identifying specific candidates, t h e  PPSSCC proposal addresses 
the studies and planning necessary to identify bases and act ivi t ies  
t h a t  could b e  realigned o r  closed. The only significant change to 
current  pract ices  would b e  to have a n  independent commission, 
ra ther  than t h e  Off ice  of t h e  Secretary of Defense and t h e  
services, recommend base realignments o r  closures. 

Budgetary Impact. Base closure and realignment could yield substan- 
t ial  savings. But without a specific base realignment proposal and current  
studies of base requirements, it is impossible to e s t i m a t e  such savings. 
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Base closures save money when accompanied by job reductions, 
disbanding of military units, and reduced purchases of goods and services, 
such as uti l i t ies and equipment. If t h e  rea l  estate is sold, t h e  closure may 
result  in a one-time inflow of funds t h a t  would of fse t  o ther  expenditures. 
Because t h e  size and complexity of military bases vary greatly,  es t imates  of 
t h e  savings from proposed base closures a r e  impossible without specific 
details. For example, closing a base by co-locating t h e  units stationed there  
at another base could save money if efficiencies of scale  could be realized 
at t h e  new base. In contrast ,  closing a base by disbanding t h e  units 
stationed there  surely would save money--most likely considerably more 
than would co-location. In addition, base closures always result  in one-time 
expenditures for transportation of people and goods and o ther  expenses of 
t h e  closure. Such costs would of fse t  potential  savings and in some cases 
might b e  so large t h a t  a year or more could pass before t h e  defense budget 
would actually fall  as a result  of t h e  closure. 

The commission proposal on base closures provides no details  regarding 
its est imated three-year savings of $2.7 billion. The commission's e s t i m a t e  
is based on a n  unpublished Off ice  of Management and Budget study t h a t  was 
unavailable for CBO to review. Thus, while t h e  potential  savings from 
closing of DoD bases is theoretically large, t h e  amount  of potential  savings 
from t h e  PPSSCC proposal cannot  b e  calculated. Although there  have been 
earlier base realignment studies, these may be obsolete because of changing 
military requirements o r  because of changing local economic conditions. 
Similarly, there  is no basis for  es t imat ing savings from consolidation of 
depot level maintenance facilities. The  PPSSCC est imated three-year 
savings of $589 million, but  provided no consolidation plan. The PPSSCC 
relied on  GAO mater ia l  for  its savings es t imates  for  maintenance facilities. 
As noted below, t h e  GAO does not fee l  t h a t  its es t imates  a r e  firm enough to 
b e  considered of budget quality. 

A DRIS program to consolidate support  functions of bases in t h e  s a m e  
area is already underway. DoD savings es t imates  of nearly $30 million 
annually a r e  included in t h e  CBO baseline. In contrast ,  t h e  PPSSCC 
est imated three-year savings from DRIS activit ies at $993 million. 

Program Impact. I t  is impossible to assess accurately t h e  impact  of 
base realignment without analyzing changes to specific bases. However, 
closing a base or substantially reducing its staffing could pose significant 
benefits  and costs. Certainly, more e f f ic ien t  use of both manpower and 
equipment would occur as excess  capaci ty  was eliminated. But communities 
near bases would face higher unemployment and lower sales and income tax  
revenues, depending on t h e  degree to which t h e  local economy depended on 
t h e  base and t h e  size of t h e  realignment planned. 
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A fur ther  unknown is t h e  impact  on military preparedness. Carefully 
defined realignments could improve mili tary operations, bu t  a realignment 
based solely on budgetary considerations could reduce military effective- 
ness. For example, t h e  capaci ty  of many military facilities is scaled to 
m e e t  wart ime surge requirements, not peacet ime demands. Thus, a base 
could be closed and have day-to-day functions shifted to civilian operators. 
While such an  action could produce significant budgetary savings, t h e  e f f e c t  
on military readiness could b e  substantial  and critical. 

Implementation. Implementing t h e  commission's proposals would re- 
quire executive branch initiatives. Either t h e  Secretary of Defense would 
have to identify all bases to be closed and develop a plan to consolidate 
their  activities, or t h e  President would have to appoint a commission to 
study and recommend bases for closure. 

The commission noted t h a t  base realignments and closures have been 
minimal since t h e  mid-l970s, as t h e  services became more reluctant  to 
agree  to changes and as t h e  Congress enac ted  legislation requiring its 
oversight of both base closures and realignment decisions. Such legislation 
includes 10 U.S.C. 2687, which requires advance notification and justifica- 
tion of such decisions to Congressional commit tees  in cer ta in  circum- 
stances. Preventing base closures or realignment decisions would require 
new leg isla tion, however 

Additional Comments. Of t h e  numerous military installations now 
being maintained in t h e  United States, GAO feels that undoubtedly some 
could be closed--or their  act ivi t ies  phased down--without affect ing military 
preparedness. The GAO sees no problems with t h e  PPSSCC's recommenda- 
tion t h a t  t h e  President appoint a commission to study such closings. GAO 
does not, however, agree with t h e  PPSSCC's al ternat ive approach whereby 
DoD would declare  a l l  bases candidates for  closure and would begin 
preparing environmental impact  s ta tements  as required by t h e  National 
Environmental Policy Act. GAO feels  this  suggestion appears  inconsistent 
with t h e  commission's recognition (elsewhere in t h e  report)  that: "Environ- 
mental  impact  s ta tements  can  b e  very expensive, o f ten  costing $100,000 to 
$1 million to perform and can  t a k e  months and sometimes years  to finalize.'' 

Since i t  is not reasonable to expec t  t h a t  all installations could be 
closed, a universal canvass of all bases could waste  both manpower and 
budgetary resources. 

GAO has  previously reported t h a t  reducing excess capaci ty  and 
duplication at DoD depots could lead to significant savings. Most recently 
GAO testif ied t h a t  at least $100 million could b e  saved annually in a i rc raf t  
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depot maintenance alone, if it were properly structured. However, GAO 
cannot es t imate  t h e  potential savings from a reduced need for specialized 
maintenance equipment or interest  savings resulting from consolidation. 

Although t h e  commission proposal lacks sufficient detail, GAO be- 
lieves the  savings es t imate  for base support reorganization is realistic. In 
testimony on June 22, 1982, before t h e  Subcommittee on Legislation and 
National Security, House Commit tee  on Government Operations, GAO 
recommended annual savings goals of $108-540 million in base support 
personnel costs would be  reasonable. This represents 1-5 percent of total 
military personnel costs. These a r e  the  major cost factors  in base operations 
support. 

t he  National Security and- Veterans Task Force, House Commit tee  on the  
Budget (March 10, 1981). S ta tement  of Werner Grosshans, before the  
Subcommittee on Legislation and National Security, House Commit tee  on 
Government Operations (June 22, 1982). 
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IMPROVE AUTOMATED INVENTORY MANAGEMENT 
(ADP-16, OSD-2, PROC-11) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not  sufficiently 
specific for a budgetary impact  es t imate .  

PPSSCC Proposal. The commission proposes t h a t  DoD modernize its 
automatic  d a t a  processing (ADP) logistics system for inventory management 
and control. New ADP systems should b e  compatible across services and 
centralized through an  ADP logistics policy group. The s a m e  proposal 
appears in three  different  volumes of t h e  commission's reports. 

Budgetary Impact. CBO cannot e s t i m a t e  the investment costs and 
savings associated with t h e  ADP modernization proposal because t h e  com- 
mission does not provide specific details  of the  program. The commission 
es t imates  t h a t  this  proposal would save $13-14 billion over th ree  years. The 
savings allegedly would result f rom inventory reductions and other  manage- 
ment  improvements. PPSSCC staff have indicated, however, t h a t  this 
es t imate  is overstated by a t  least $6 billion because of double counting. The 
report  calls  for DoD to invest $1.4 billion over four years  in new inventory 
management systems to accomplish these savings. Neither t h e  reports nor 
t h e  staff of t h e  PPSSCC have identified what  goods or  services would be 
purchased for $1.4 billion. Because t h e  $1.4 billion could be invested in a 
wide range of inventory management systems, a wide range of possible cost 
effects could also result. Without t h e  details  of t h e  investment plan, it is 
impossible to make even an approximate cost estimate.  In fact, no da ta  
exist  with which to judge whether or  not  any savings at all would result  from 
t h e  investment proposed by t h e  commission. Moreover, any savings might 
occur more slowly than t h e  commission projects. I t  would take  at least four 
years  to design t h e  system, se lec t  and deliver t h e  hardware, and prepare t h e  
software. Thus, only a f t e r  four years  of added costs could any savings begin 
to accrue. 

Program Impact. This ADP program might require t h a t  DoD drop 
some programs from its budget in order to fund t h e  ADP modernization 
program. Alternatively, DoD could increase its overall  budget request to 
allow for more ADP investments. 

82 



Implementation. In order t o  modernize t h e  ADP logistics system and 
bring it up to private sector  standards, t h e  DoD would have to adopt t h e  
program to include it in t h e  budget. Congressional action would then be 
required to authorize and appropriate t h e  funds. Under Public Law 97-86, 
DoD's purchase of ADP equipment for routine administrative and business 
purposes, including logistics, a r e  not exempted from t h e  requirements of t h e  
Brooks Act  (40 U.S.C. 759). The Brooks Act  requires t h a t  a n  annual ADP 
acquisition report  be filed with t h e  Office of Management and Budget and 
the  Congress by any federal  agency purchasing computer equipment, unless 
it is to b e  used for intelligence and related purposes, o r  is an  integral par t  of 
a weapons system or  military or  intelligence mission. 

Additional Comments. GAO agrees  t h a t  modernizing ADP facilities 
would contribute to improvements in inventory management. As discussed 
in t h e  PPSSCC recommendations, however, par t  of t h e  problem of inventory 
management is t h e  high error  r a t e  in t h e  d a t a  used to manage t h e  inventory. 
GAO believes tha t  t h e  da ta  problems should be solved before DoD makes a 
major investment in modernizing its computer facilities. 

GAO agrees  with t h e  commission t h a t  t h e  obsolete inventory manage- 
ment  systems should b e  replaced, and t h a t  DoD could improve t h e  timeliness 
of their  ADP procurement processes. GAO also endorses t h e  important 
cavea t  t h a t  weaknesses in management pract ice  and system design should be 
changed first, ra ther  than automated. 

References. PPSSCC, Task Force Report  on t h e  Office of t h e  
Secretary of Defense, pp. 61-68; Task Force Report  on Automatic Data  
Processing and Office Automation, pp. 169-72; Task Force Report  on 
Procurement,  pp. 76-80. GAO, The Army Can Save Millions Annually by 
Properly Considering Serviceable Returns  in Its  Requirements Computation 
(LCD-80-64, May 15, 1980). GAO, Opportunities Still Exist for t h e  Army to 
Save Millions Annually Through Improved Retai l  Inventory Management 
(LCD-81-16, January 19, 1981). GAO, The Services Should Improve Their 
Processes for Determining Requirements for  Supplies and Spare Parts 
(PLRD-82-12, November 30, 198 1). GAO, Continued Improvements Needed 
in Air Force Procedures and Pract ices  for Identifying and Canceling Excess 
on Order Stocks (PLRD-83-36, February 7, 1983). GAO, More Credibility 
Needed in Air Force Requirements Determination Process (PLRD-82-22, 
January 7, 1982). GAO, The Aviation Supply Office Continues to Have 
Problems with t h e  Accuracy of its Requirements Determinations (PLRD-82- 
26, December 29, 1981). GAO, The Army has not Effectively Used Vertical 
Inventory Management Techniques (PLRD-83-11 , October 28, 1982). GAO, 
Continued Use of Costly, Outmoded Computers in Federal  Agencies Can be 
Avoided (AFMD-81-9, December 15, 1980). GAO, Non-Federal Computer 
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Acquisition Practices Provide Useful Information for Streamlining Federal 
Methods (AFMD-81-104, October 2, 1981). GAO, Navy Logistics Data Base 
Problems Need Increased Management Attention (NSAD-83-48, August 19, 
1983). 
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CHANGE PHYSICAL INVENTORY MANAGEMENT (PROC-10,12) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Y ear 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not sufficiently 
specific for a budgetary impact  es t imate .  

PPSSCC Proposals. Currently, DoD uses a s ta t is t ical  inventory system 
in which quantit ies on hand a r e  checked through a process of random 
sampling. The PPSSCC proposes t h a t  a complete  physical inventory b e  
taken of a l l  DoD supply facilities, in which t h e  contents  of all supply 
facil i t ies would be counted at one t ime, suspending normal activit ies and t h e  
movement of material. Subsequent physical inventories would b e  routinely 
scheduled and would b e  expedited through t h e  use of optically scanned bar- 
code technology similar to t h e  Universal Product Code used in re ta i l  
establishments. The commission believes t h a t  savings would b e  achieved 
when physical inventories identify surplus i tems t h a t  would reduce t h e  need 
for  fu ture  purchases and would not b e  found through random sampling. 

The commission also proposes to require t h e  military services to 
adhere to DoD's Economic Order Quantity/Variable Safety Level (EOQ/VSL) 
system. This system tells t h e  inventory manager how often and how much 
of each i tem t o  buy and is designed to minimize purchasing and carrying 
costs while ensuring t h a t  projected demand will be met. The commission 
proposes t h a t  guidelines should b e  established to update  regularly purchasing 
and inventory carrying costs  and to encode i tems with a "relative essential- 
i ty factor." This would assist in maintaining optimal inventory size for  both 
cost-effectiveness and military readiness. 

Budgetary Impact. Any budgetary savings t h a t  would result  f rom 
conducting complete  physical inventories would flow largely from potential  
reduct ions of future  procurement of supplies and to a smaller e x t e n t  f rom 
receipts of one-time sales of surplus assets. No d a t a  exist, however, with 
which to assess the amount  of oversupply, if any, in DoD's current  
inventories. Also, there  is no way of knowing in advance if surplus i tems  a r e  
included in current  procurement plans. If not, there  would be no identifiable 
savings from t h e  DoD baseline budget. Thus, CBO cannot e s t i m a t e  potential  
costs o r  savings resulting from implementation of t h e  proposal for  physical 
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inventories, until results of the initial physical inventory a r e  known. The 
commission did not identify a savings level accruing directly f rom this  
proposal. 

This proposal would entai l  some costs. According to DoD's Off ice  of 
Manpower, Reserve Affairs and Logistics, a n  inventory of Defense Logistics 
Agency facilities, which represent approximately one-quarter of all DoD 
facilities, would require a n  es t imated  200 man-years. This suggests t h a t  
additional costs would b e  incurred to preorder cr i t ical  p a r t s  and mater ia l  
t h a t  may b e  needed during t h e  shutdown, if such a n  inventory were taken. 
These would partially offset savings generated from any subsequent inven- 
tory reduction. DoD has already incorporated into its program savings 
accruing from the  use of optically scanned bar-code technology. DoD 
es t imates  n e t  savings from this program of $112 million between 1983 and 
1988. 

CBO cannot  es t imate  savings accruing from t h e  proposal to enforce 
use of t h e  EOQ Inventory Management System, because it cannot  e s t i m a t e  
t h e  size of t h e  excess  inventories t h a t  may be identified o r  t h e  speed with 
which these inventories can b e  liquidated. Determining excess  inventories 
requires application of t h e  EOQ system to each  inventory i t e m  using t h e  
la tes t  costs, demand estimates,  and delivery time. Also, t h e  e x t e n t  to 
which t h e  EOQ system is actually being overridden by DoD inventory 
managers is unclear. The  commission, however, assumed t h a t  inventories 
could be reduced by $4.5 billion over th ree  years  and calculated savings 
based upon this  assumption. 

Program Impact. The complete  inventory would require closing DoD 
supply depots during t h e  process. In t h e  pr ivate  sector, t h e  t i m e  required 
for this  procedure is brief. Given t h e  scale  of DoD operations, however, and 
t h e  requirement to ensure readiness, even a brief shutdown of its depots 
would require extensive planning and special orders of cr i t ical  par t s  and 
equipment in order to maintain military preparedness. 

Implementation. Making a complete  inventory of supply facil i t ies 
would be a DoD decision requiring no Congressional action. Introduction of 
bar-code technology would require a department-level decision, followed by 
a budget request and appropriate Congressional action. Establishing guide- 
lines for compliance with t h e  EOQ system is also a n  internal DoD matter .  

Additional Comments. GAO agrees  with t h e  commission's recom- 
mendation for  using current  and a c c u r a t e  purchasing and inventory carrying 
costs for determining EOQ. GAO has previously reported t h a t  inventory 
management costs can be reduced when current  and complete  cost data are 
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used to determine EOQ levels. When carrying costs increase at a greater  
rate than procurement costs, it is more advantageous to buy smaller 
quantit ies more frequently. Conversely, when repeti t ive procurement 
processing costs increase at a fas te r  r a t e  than carrying costs, it  is more 
advantageous to buy larger quantities less frequently. 

GAO also supports t h e  recommendation to determine "item essential- 
ity" in order to enhance readiness and ensure t h a t  optimal inventory levels 
a r e  maintained. 

GAO has previously reported t h a t  essentiality coding offers vast  
potential  as a management tool for  making informed logistics decisions 
concerning requirements, resource allocation, and repair priorities. A 
coding scheme tha t  relates t h e  essentiality of an i tem to t h e  essentiality of 
t h e  end i tem would allow logistics managers to establish priorities for  
buying, stocking, and repairing parts. This system would enhance readiness. 

DoD has developed a method for  essentiality coding. The services 
have been slow to implement t h e  plan, however. The Air Force  is fur ther  
along than the  Army and Navy, but it is sti l l  years away from fully 
implementing t h e  essentiality coding scheme. 

Another fac tor  closely related to improving the, EOQ/VSL system is 
t h e  need to be t te r  re la te  a variable safe ty  level to improved readiness. 
GAO has previously reported on t h e  inconsistent objectives of those who 
manage t h e  inventory and those responsible for  maintaining an operationally 
ready force.  Inventory management effectiveness is based primarily on fill 
rates, whereas readiness r a t e s  are t h e  primary effectiveness measure for  
operational users. Unfortunately, high fi l l  rates do  not necessarily equate  to 
high readiness rates,  because inventory managers concentrate  variable 
safety levels on those inventory items--high demand, low cost--that ensure 
high fi l l  rates. These i tems, however, are not necessarily those t h a t  ensure 
readiness. Thus, inventory management effectiveness is of ten achieved at 
t h e  expense of operational readiness. 

References. PPSSCC, Task Force Report  on Procurement, pp. 71-75 
and 82-88. GAO, Navy Logistics Data  Base Problems Need Increased 
Management Attention (NSIAD-83-48, August 19, 1983). GAO, Continued 
Improvements Needed in Air Force Procedures and Practices for  Identifying 
and Canceling Excess On Order Stocks (PLRD-83-36, February 7, 1983). 
GAO, Better Investment Decisions Can Save Money At  GSA and FAA 
(PLRD-81-30, June 5, 1981). GAO, More Credibility Needed In Air Force 
Requirements Determination Process (PLRD-82-22, January 7, 1982). GAO, 
Mission Item Essentiality: An Important Management Tool for  Making More 
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Informed Logistics Decisions (PLRD-82-25, January 13, 1982). GAO, - The 
Aviation Supply Off ice  Continues to Have Problems with t h e  Accuracy of its 
Requirements Determinations (PLRD-82-26, December 29, 198 1). GAO, 
Non-Federal Computer Acquistion Pract ices  Provide Useful Information for 
Streamlining Federal  Methods (AFMD-81-104, October  2, 1981). GAO, 
Logistics Managers Need to Consider Operational Readiness in Se t t ing  

Sti l l  Exist for t h e  Army to Save Millions Annually Through Improved Reta i l  
Inventory Management (LCD-81-16, January 19, 1981). GAO, Continued Use 
of Costly, Outmoded Computers  in Federal  Agencies Can Be Avoided 
(AFMD-81-9, December 15. 1980). GAO. The Army Can Save Millions 

; 

Annually by ‘Properly Considering .Serviceable R e t u r n s  in its Requirements 
Computations (LCD-80-64, May 15, 1980). 
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IMPROVE MANAGEMENT OF DoD LABORATORIES (OSD-19) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Y ear  

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not sufficiently 
specific for  a budgetary impact es t imate .  

PPSSCC Proposal. The commission proposes tha t  DoD improve plan- 
ning? monitoring, management, and coordination of da ta  exchange for  re- 
search and development (R&D) between services and between defense 
laboratories in order to reduce duplication of e f for t  and improve productiv- 
i t y  in DoD labs. The PPSSCC believes t h a t  be t te r  management would 
faci l i ta te  t he  integration of emerging technologies into the  weapons' acqui- 
sition process. In addition, t he  commission recommends tha t  t he  role of 
DoD labs and t h e  Defense Advanced Research Projects Agency (DARPA) be 
more narrowly defined and restricted to the  earlier stages of t h e  develop- 
ment cycle. 

Budgetary Impact. CBO cannot es t imate  savings for  these proposals 
for two reasons. First, there  is a broad range of potential changes to R&D 
planning, monitoring, management, and coordination of da t a  exchange, each 
having a distinct savings potential. Second, even if specific changes were 
recommended and put into operation, it would not be possible to est imate  
savings tha t  might occur from any particular improvement in planning. 

The commission est imates  savings of $1.6 billion, assuming an  
across-the-board reduction of 5 percent in laboratory costs phased-in over a 
three-year period, once the  proposal was implemented. No da ta  were 
provided either in t h e  PPSSCC report or by PPSSCC staff to support t he  5 
percent reduction. 

Program Impact. An improved R&D process could stimulate timely 
development of qualitatively superior weapons systems. 

Implementation. The proposals as outlined could be implemented 
administratively by t h e  Secretary of Defense. 
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Additional Comments. GAO has no basis to assess t h e  meri ts  of t h e  
commission's recommendation because GAO has not done any recent  work in 
this area. Earlier work done by GAO showed, however, t ha t  t h e  da ta  
exchange and coordination between the  services and defense research 
laboratories worked fairly well, although it was informal. This work 
revealed no serious problems in da ta  exchange and coordination. 

References. PPSSCC, Task Force on the  Office of t h e  Secretary of 
Defense, pp. 165-70; GAO, The S ta t e  of Basic Research in DoD Laboratories 

&D Laboratories-- 
Director's Perspectives on Management (PSAD-80-8, November 28, 1979). 

,..---- - -  - - . 
(MAbAU-l(l->, February 10, 1981). GAO, Federal R _ _  ~ 

90 



IMPROVE DoD LONG-RANGE PLANNING AND MANAGEMENT FOR 
RESEARCH AND DEVELOPMENT (R&D-1,2) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 

Out lays 

The PPSSCC recommendations are not  sufficiently 
specific for a budgetary impact  es t imate .  

PPSSCC Proposals. The commission recommends t h a t  DoD improve 
the  planning and management process for research and development (R&D). 
The proposals include establishment of goals based on national defense 
priorities, development of long-range (or s t ra tegic)  planning concepts  and 
procedures, use of long-range planning for budgeting and operational man- 
agement  purposes, and introduction of multiyear budgeting for  R&D. The 
commission fur ther  recommends t h a t  DoD streamline t h e  R&D budget 
process by reducing its technical staff positions, t h a t  t h e  Congress reduce 
t h e  level of detail  required to justify t h a t  budget, and t h a t  both DoD and t h e  
Congress shorten t h e  R&D budget preparation and review cycle. Imple- 
mentation of these proposals would lead t o  elimination of some R&D 
programs and introduce e f f ic ien t  management to the  R&D budget process, 
according to t h e  commission. 

Budgetary Impact. CBO believes t h a t  t h e  commission's proposals lack 
sufficient detai l  for  a valid cost estimate.  While it is c l e a r  t h a t  elimination 
of some staff positions and R&D projects would lead to savings, failure by 
t h e  commission to identify t h e  number of positions or specific projects to b e  
eliminated makes a cost e s t i m a t e  impossible. Based upon t h e  d a t a  provided 
by t h e  PPSSCC, CBO and GAO cannot even confirm t h e  order of magnitude 
of savings projected by t h e  PPSSCC. While recognizing t h a t  there  is some 
overlap in t h e  proposals outlined here, t h e  commission es t imates  t h e  savings 
would b e  $6.14 billion over a three-year period, based on across-the-board 
reductions in t h e  DoD R&D accounts of 2.5 percent  for management 
improvements and an  additional 5 percent  for long-range planning improve- 
ments. N o  basis is provided for  these assumptions in t he  PPSSCC report. 

Program Impact. I t  is difficult to assess the program impact  of these 
changes proposed by t h e  commission without specific details. 

91 



Implementation. With the  exception of multiyear budgeting and 
changes in t h e  Congressional budget review process, all of the  R&D 
management proposals could be implemented by the  DoD within current 
authority. Multiyear budgeting and changes in the  budget review process 
would require the cooperation and support of the  Congress, as would the  
elimination of some currently authorized R&D programs. 

The commission has overlooked one procedure--inf ormation manage- 
ment--that is essential t o  the  successful implementation of long-range 
planning. Data  bases and statistical information a r e  the  underpinnings of an  
effective long-term planning system. Information management is especially 
critical at DoD because of the  diversity of its decisions and the  need for 
cross-service analysis. Better structuring of information resources between 
the three services could assist in solving the perceived problem (cited 
several t imes by the commission) of poor coordination within DoD. 

Several pieces of legislation demonstrate Congressional interest in the  
need for coordinating R&D activities, not only in DoD, but in other agencies 
as well. H.R. 480 would provide a focus for planning and coordinating 
federal  research; H.R. 3717 would strengthen national minerals and mate- 
rials policy coordination; H.R. 3840 would bet ter  coordinate interagency 
research and demonstration projects for  improving knowledge and use of risk 
assessment by regulatory agencies; and H.R. 4186 would provide for  the  
development of a national materials policy and for federal  programs for  
advanced materials research and technology. 

Additional Comments. GAO supports R&D budget reform, especially 
because basic and certain types of applied research and development are 
generic and essential to a strong science and technology base. Furthermore, 
GAO recommended a government-wide budget classification structure for 
federal R&D. GAO believes tha t  streamlining the  budget structure would 
enhance Congressional oversight over R&D--that is, R&D would be reviewed 
in terms of national objectives, rather than by the  programs of individual 
agencies, and government-wide budget structures would facilitate coordi- 
nating the  various agency programs. While GAO endorses the steps 
necessary t o  improve the quality and timing of budget-related decisions, it 
believes tha t  this is one aspect of the  much broader question of restructur- 
ing the federal government's financial management systems. 

1983, to the  Chairman, House Committee on Government Operations 
(September 21, 1983). 
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REDUCE DoD OVERSIGHT OF CONTRACTORS1 INDEPENDENT 
RESEARCH AND DEVELOPMENT COSTS (OSD-18) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) Five-Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays with available information. 

The budgetary impact  of t h e  PPSSCC 
recommendations cannot b e  est imated 

PPSSCC Proposal. The commission recommends t h a t  costs for inde- 
pendent research and development (IR&D) incurred by military contractors  
should simply be reimbursed as overhead expenses. The  current  procedures 
of prior approval, expenditure ceilings, review processes, and other  restric- 
t ions established by DoD and t h e  Congress for  IR&D should b e  eliminated. 
Instead, DoD should rely on competit ive market  forces  to control costs. 
Each contractor  engaged in IR&D should be required to submit only a one- 
page sheet  describing t h e  project for t h e  DoD Data  Bank t o  provide a 
technical da ta  base for DoD planners. 

Budgetary Impact. CBO cannot  es t imate  savings because t h e  results 
of implementating t h e  proposal a r e  uncertain. While it is clear  t h a t  t h e  
elimination of 1,200 oversight jobs would lead to savings, CBO believes t h a t  
these savings could b e  entirely offset  by increased IR&D reimbursements. 
The prior approvals and negotiated cost ceilings on a l l  IR&D ef for t s  l imit  
reimbursements to a fixed amount  on approved projects. The commissionls 
proposal would eliminate the  ceiling on reimbursement and t h e  oversight 
t h a t  allow DoD to control t h e  cost  and direction of research efforts.  The 
commission states t h a t  these procedures ref lect  Ita lack of confidence" in 
competit ive market  constraints on cost growth and imply t h a t  t h e  removal 
of cost ceilings would not lead t o  increases in IR&D expenditures by 
contractors.  CBO disagrees. 

The defense industry is character ized by an  extremely high degree of 
marke t  concentration. Under these circumstances, it cannot be expected 
t h a t  f irms will consistently engage in price competition. In fact, the  
percentage of defense procurement dollars subject t o  competit ive bidding is 
the second lowest of any federal  agency (31 percent). To rely on 
competit ive forces  to restrain cost growth under these  circumstances seems 
unrealis tic. 
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This recommendation could increase government costs by millions of 
dollars annually. Currently DoD has negotiated 101 contractor segments for  
IR&D and Bid and Proposal (B&P) ceilings. In 1981 the  total  of the  ceilings 
for these contractors was $3 billion. The total  expenditures for IR&D/B&P 
for these same contractors was $3.9 billion--$900 million over t he  negoti- 
a ted ceilings for which the  contractors had to pay. In 1982 the  total  of the  
ceilings was $3.6 billion, with total expenditures of $4.5 billion--another 
$900 million over the negotiated ceilings. In addition, hundreds of smaller 
contractors also have ceilings set more generally as a percentage of sales 
under Defense Acquisition Regulations. To remove these ceilings and the  
administrative constraints could also increase government's expenditures 
substantially. 

The commission estimates savings to be $331 million over a three-year 
period. These estimates are based on elimination of DoD and contractor 
oversight personnel and other savings associated with ending the  IR&D 
oversight process. Elimination of administrative overhead is only part  of 
the impact of this proposal, however. For the reasons outlined above, CBO 
believes tha t  savings might be entirely offset  by increased contractors' 
IR&D charges. 

Program Impact. The commission suggests tha t  savings could be 
generated by reducing the DoD overhead costs associated with the  manage- 
ment of the  contract  IR&D program. Over 1,200 DoD and contractor jobs 
would be eliminated and DoD would no longer be able to control directly the  
content of contractor research efforts. The proposed management savings 
would not have any significant effect on military readiness or military 
capability in the near term. 

Implementation. Elimination of the  legal restrictions on reimburse- 
ment of IR&D expenditures would require Congressional repeal of Public 
Law 91-441. The rest of the  proposal could be implemented by the  
Secretary of Defense within existing authority. 

Additional Comments. The GAO notes tha t  this recommendation does 
not address Bid & Proposal expenses. These B&P costs are so interrelated 
with IR&D tha t  dealing with one without t he  other is meaningless. Because 
IR&D and B&P activities cannot be separated, DoD has traditionally 
accounted for  IR&D expenses in the  same manner as B&P expenses. 

References. PPSSCC, Task Force Report on the  Office of the  Secre- 
tary of Defense, pp. 156-64. Office of Management and Budget, Office and 
Federal Procurement Policy, Federal Procurement Data  System Standard 
Report, Fiscal Year 1983 Third Quarter (December 31, 19831, p. 31. 
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REVISE DoD FINANCIAL ACCOUNTING AND MANAGEMENT 
(USAF-1) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a r e  not  sufficiently 
specific for  a budgetary est imate .  

PPSSCC Proposals. The commission proposes to revise DoD financial 
accounting and management by: (1) shifting t h e  focus of Congressional 
appropriations from a n  obligation basis to a n  accrued expenditure basis; (2) 
enforcing P.L. 84-863, which requires use of accrual  accounting; (3) chang- 
ing t h e  appropriations s t ructure  to combine all operating expense appropria- 
tions; and (4) providing a system t h a t  focuses on t h e  total operating 
expenses of each  organizational unit. This last proposal would allow unit 
commanders to use operating funds to acquire t h e  mix of military, civilian, 
or  cont rac t  personnel t h a t  t h e  commander feels  most economically m e e t s  
unit requirements. 

Budgetary Impact,  The commission proposals do not  include sufficient 
detai l  for CBO to es t imate  savings. The recommendations are managerial 
and technical in nature and would not  in themselves cause savings; any 
ef ficiency-related savings would s t e m  from subsequent actions t h a t  cannot  
be anticipated. Even if es t imates  of t h e  efficiency-related savings were 
possible, t h e  savings might be partially or totally of fse t  by t h e  added costs 
of installing and operating a revised accounting and budgeting system and 
t h e  one-time cost of severance pay for military and/or civilian personnel 
who might lose their  employment. Allowing commanders to increase o r  
decrease personnel levels and mix t h e  source of personnel could seriously 
affect t h e  military personnel cent ra l  management system, which is predi- 
ca ted  on maintaining a rotational base sufficient to keep  overseas tours to 
reasonable lengths. 

The commission's three-year savings es t imate  of $1.2 billion assumed 
a n  immediate  1 percent  savings for  total budgeted operating expenses, but 
t h e  commission of fers  no basis for  t h e  savings assumption. I t  would b e  more 
reasonable to assume t h a t  it would t a k e  several  years  to develop and 
implement a major revision to t h e  current  DoD financial management  and 
accounting systems, and any savings could be expected to accrue  only a f t e r  
implementation of these new procedures. 
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Program Impact. Proposed changes to t h e  financial reporting system 
would require a major redesign and reorganization of t h e  current  DoD 
operating, cost, budgeting, and accounting systems. The  proposal to allow 
unit commanders to set personnel levels could fundamentally change person- 
nel management. Congressional and Off ice  of Secretary of Defense control  
of t h e  size of t h e  military and civilian workforces would b e  eliminated, 
leaving local unit  commanders f r e e  to determine how funds would be spent  
to meet  local manpower requirements. Reducing operating costs would be 
t h e  primary guideline in making these choices. Decisions made solely on 
this  basis could seriously interfere  with t h e  rotational base t h a t  supports t h e  
large overseas and at sea military deployments. And, if applied to overseas 
units, this management system could a f f e c t  forward deployed units t h a t  a r e  
p a r t  of t r e a t y  commitments.  This process would also have serious implica- 
tions for controlling t h e  flow of those military personnel needed for a 
mobilization base, even if their  cur ren t  routine functions could be covered 
by civilian or cont rac t  personnel. 

Implementation. The  government would implement t h e  commission's 
financial proposal by enforcing P.L. 84-863, which requires accrual  account- 
ing; specifically, t h e  commission proposes to change t h e  law to s t ipulate  a 
date for compliance with the Office of Management and Budget monitoring 
each  agency's progress. Other  steps would include changing appropriation 
accounts through Congressional act ion and installing a DoD-wide financial 
management system t h a t  focuses on total operating expenses of each 
organizational unit, and shif ts  control of financial resources to unit com- 
manders. 

Additional Comments. GAO agrees  with t h e  commission's recom- 
mendations 1, 2, and 4 and considers recommendation 3 to b e  unnecessary 
since operating expenses can  b e  accumulated within a n  accounting system 
even though funding is provided by more than one appropriation. The 
following is a summary of GAO's analysis. 

Concerning recommendations 1 and 2, GAO has long understood t h e  
shortcomings of t h e  obligation basis of accounting within t h e  federal  
appropriations s t ruc ture  and t h e  need for  improving financial management 
systems across t h e  federal  government. Since passage of Public Law 84- 
863, GAO has  favored implementation of t h e  concepts  of cost-based 
budgeting and accrual  accounting, while retaining t h e  currently required 
obligation and cash controls. GAO believes t h a t  t h e  implementation of 
accrual  accounting throughout t h e  federal  government would improve f inan- 
cia1 control. 

The  Air Force has implemented accrual  accounting in its Stock and 
Industrial Funds systems and selected act ivi t ies  financed with Operation and 
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Maintenance Funds, but has not instituted accrual accounting across-the- 
board in all accounting systems. The shift from obligation-based budgets to 
accrual-based budgets would not be  achieved, however, with the  sole 
enforcement of accrual accounting; t he  President and t h e  Congress must 
require a change in emphasis to make accrual accounting and cost-based 
budgeting the  unit of measurement in financial administration. 

GAO believes tha t  the  implementation of recommendation 3 is unnec- 
essary. GAO principles and standards already require accumulation of costs 
by organization, budget activity, and program structure. Also, subsection 
16.5 of t h e  GAO Accounting Principles and Standards for Federal Agencies 
requires agency accounting systems t o  classify costs according to (1) 
acquisition of assests and (2) current expenses. 

GAO believes tha t  implementation of recommendation 4 would con- 
tr ibute to bet ter  management controls. This recommendation is t ied into 
two PPSSCC recommendations (USAF-1-1 and 1-21, and is aligned closely to 
the  total costing or total operating expenses concept in GAO's Accounting 
Principles and Standards for Federal Agencies, Title 2. One area of 
departure between the  Title 2 concept of total costing and the  commission's 
recommendation is tha t  of depreciation accounting. The PPSSCC recom- 
mends that  depreciation accounting not be adopted, whereas GAO believes 
tha t  in activit ies such as industrial funds or when full cost  recovery 
information is required depreciation accounting is essential and should be 
considered an integral par t  of total  costing. 

R e f e r e n c e s .  PPSSCC:. Task Force ReDort on the neoartment of t he  

r 

Accounting During 1970 an1 

(AFMD-81-58). 
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CHAPTER m. ENTITLEMENT AND OTHER MANDATORY 
SPENDING PROGRAMS 

The PPSSCC has advanced an  a r ray  of proposals for  reducing t h e  
budget deficit by cut t ing spending on ent i t lement  programs--namely, those 
t h a t  dispense benefits  in various forms to individuals, businesses, or govern- 
mental  units on t h e  basis of eligibility rules. Most of t h e  federal  expense of 
ent i t lement  programs consists of benefit  costs. The PPSSCC bases most of 
its proposals on a judgment t h a t  program benefits  may be too generous o r  
available to too many people. Accordingly, it  recommends policy changes 
t h a t  would reduce either t h e  size or  t h e  availability of benefits, o r  both. By 
f a r  t h e  grea tes t  savings potential is in this category. Other  proposals seek 
to improve program administration. 

The CBO and GAO have analyzed 16 sets of t h e  PPSSCC's proposed 
changes in ent i t lement  programs, and CBO has est imated total budgetary 
e f f e c t s  (mainly outlay savings) of $15 billion over th ree  years  and $51 billion 
over t h e  full 1985-1989 projection period. The PPSSCC, in contrast ,  has 
a t t r ibuted three-year savings of $57 billion to its proposed changes in 
ent i t lement  programs. The principal fac tor  underlying t h e  difference in 
es t imates  is timing. If t h e  CBO's calculations were based on t h e  f i r s t  th ree  
years  of implementation, its savings es t imates  would nearly triple, to more 
than $40 billion. 

POLICY INITIATIVES 

The PPSSCC es t imates  t h e  greatest economies in this  a r e a  to come 
from correction of perceived overlaps among ent i t lement  programs and 
inefficiencies of program structure.  The PPSSCC also proposes a major 
restructuring of t h e  federal  role in health care. Nearly all t h e  budgetary 
e f f e c t s  (mainly outlay reductions) of t h e  PPSSCC proposals would entail  
diminished benefits  to individuals and to businesses. Because t h e  c r i te r ia  
governing access to these  benefits  a r e  established under t h e  law, however, 
achieving t h e  deficit  reductions associated with t h e  com mission's proposals 
would require legislative action. 

The PPSSCC recommends c u t s  in spending for  health care ,  the  Food 
Stamp program, Guaranteed Student Loans (GSLS), Railroad Ret i rement  Sys- 
t e m  (RRS) benefits, and Social Security Disability Insurance benefits. In 
addition, t h e  PPSSCC suggests increasing t h e  premiums tha t  private f i rms 
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pay to the  Pension Benefit Guarantee Corporation (PBGC). CBO estimates 
tha t  these proposals could produce net  budgetary savings of $14 billion over 
the 1985-1987 period and $49 billion over the 1985-1989 period (see Table 
111- I). 

TABLE 111-1. CBO ESTIMATES O F  NET BUDGETARY SAVINGS FROM 
PPSSCC PROPOSED POLICY CHANGES IN ENTITLEMENT 
PROGRAMS (By fiscal year, in billions of dollars) 

Cumulative 
Commission Five-Year 
Proposal 1985 1986 1987 1988 1989 Savings 

Health Care  0.0 0.0 3.9 9.5 15.6 29.0 

Nutrition 1.1 1.1 1.2 1.2 1.3 5.9 

Education 0.2 0.5 0.5 0.5 0.5 2.0 

Income 
11.8 

Total - a/ 2.7 3.5 7.9 14.0 20.6 48.7 

- 3.3 - 2.8 - 2.4 - 1.9 - 1.4 Security - a/ - 

SOURCE: Congressional Budget Office. 

a. Estimates include offsets from revenue reductions associated with 
changes in Railroad Retirement. 

Health Care  

The proposed fundamental change in the federal role in health care  
would limit t he  growth in federal  health-care spending to the annual change 
in the  Gross National Product. Though the  specifics of this plan are not 
fully developed, it would apparently apportion federal  health funds among 
regions on a per capita basis tha t  also reflected regional variations in 
health-care costs. Monies would go to private, state, and local bidders 
competing for service contracts. The PPSSCC attributes potential savings 
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of $28.9 billion to this plan over t h e  f i rs t  th ree  years of implementation; t he  
CBO est imate  is virtually identical. Though the  service cuts intended a r e  
not clearly outlined, substantial reductions would certainly be required. By 
1989, federal  health-care expenditures would be 10 percent below t h e  CBO 
projections based on current law. 

GAO believes tha t  implementing this proposal now would be inappro- 
priate, as too many assumptions would have t o  be made to permit the  plan 
as envisioned by the  PPSSCC t o  succeed. Either t he  level of health ca re  
provided would have to be  lowered, or program beneficiaries would have to 
pay more. GAO doubts tha t  some present Medicare and Medicaid beneficia- 
ries would be able to pay more than they do now toward their health-care 
costs. GAO also notes tha t  implementation of t he  PPSSCC proposal would 
affect  many programs besides Medicare and Medicaid. The direct  health- 
care delivery systems of t he  Department of Defense and Veterans Adminis- 
tration, for example, as well as the  research programs of t he  National Insti- 
tu tes  of Health, would all have their  growth limited t o  the  same percentage 
change in GNP, as would Medicare and Medicaid. If t he  Congress were to 
increase military health benefits or funding for cancer research, for 
example, it would have to cu t  funding in other health areas. 

Nutrition 

In the  Food Stamp program, three  changes a r e  suggested to reduce 
overlaps with other programs and to lower benefit levels. The formula for 
calculating a family's "thrifty food plan" allowance would be revised, result- 
ing in slightly lower benefit levels; recipient families with school-age 
children would receive smaller food stamp allotments, on the  justification 
tha t  t he  children were also receiving "free" school lunches; and a portion of 
each monthly food stamp allotment would be designated for  dairy products. 
The first  two changes together a r e  estimated by CBO t o  reduce Food Stamp 
spending by $3.1 billion over the  1985-1987 period. The commission's three- 
year es t imate  is $5.2 billion. The primary difference is tha t  t he  PPSSCC's 
calculations were done before recent updates in the  thrifty food plan. The 
third recommendation--by encouraging consumption of dairy products and 
permitting reduced dairy purchases by the  Commodity Credit  Corporation 
(CCC)--would save an estimated $0.3 million over t he  three-year period. 
The PPSSCC est imates  $0.4 billion over three years. 

Although GAO concurs that  changes a r e  needed in t h e  Food Stamp 
program's method of determining maximum monthly benefits, it feels that  
continuation of any uniform allotment system would be less equitable than 
an approach that  provides benefits on the  basis of the particular needs of 
specific categories of recipients. In general, GAO supports the  concept of 
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considering benefits from the  various food-assistance programs when deter- 
mining eligibility and benefit amounts under any nutrition program. With 
regard to the PPSSCC's proposal tha t  part  of each month's food s tamp allot- 
ment be designated for dairy product, GAO disagrees. Before such a s tep 
was taken, preliminary consideration would have to be  given to coordination 
with other programs already in place to reduce CCC food inventories. 
Finally, the dietary needs of food stamp recipients would require close con- 
sideration. 

Education 

In the a rea  of education, the  PPSSCC recommends two reductions in 
Guaranteed Student Loans. First, the  current 5 percent "origination fee" t o  
borrowers would be increased t o  10 percent. Besides raising borrowing costs 
to all GSL participants, the  increased origination fee would reduce loan 
amounts for the 50 percent of GSL borrowers who borrow the  maximum 
amounts allowable. The result would be federal savings estimated by CBO 
at $1 billion over the  five-year period. The PPSSCC estimates three-year 
savings at $1.6 billion, on the  basis of a larger assumed loan volume. 

Second, multiple disbursements of GSLs would be required, and the  
federal payments for interest and special allowances would be limited to the  
amount of the loan outstanding. At present, GSL lending institutions can 
provide either the  entire loan at the s t a r t  of a school year or multiple 
disbursements in installments over the year, but the  federal payments for 
interest  and special allowances begin with the  initial disbursement and a r e  
calculated on the full loan. The requisite multiple-disbursement plan would 
reduce the  federal subsidy t o  the  lender, yielding savings of $0.3 billion over 
the three-year period, according to CBO. The PPSSCC has no comparable 
budget estimate. The PPSSCC has estimated a $1 billion interest  saving 
resulting from lowering GSL loan capital. The loan capital, however, is 
financed by private lenders and is not part  of the  federal budget. 

Income Assistance 

In the area of income assistance, the  PPSSCC recommends changing 
the  appeals process for persons denied benefits under t h e  Disability Insur- 
ance (DI) and Supplemental Security Income (SSI) programs. The process 
would be changed so tha t  only a claimant who wanted to submit new evi- 
dence could obtain reconsideration by the  original examiner. All others 
would have only an appeal t o  an Administrative Law Judge (ALJ), but t h e  
claimant would no longer have an opportunity to make his or her case per- 
sonally. CBO estimates tha t  the annual number of awards would decline by 
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45,000 in DI and by 35,000 in SSI, producing cumulative savings of $2.4 
billion over the  three-year period. The comparable PPSSCC est imate  is $3.6 
billion, assuming a greater reduction in new awards. 

GAO believes tha t  this approach represents a fundamental departure 
from long-standing agency practice, as well as from Administrative Proce- 
dure Act (APA) requirements (that is, ALJ hearings a r e  now evidentiary, and 
denial of an oral hearing might prejudice the  rights of the claimant). GAO 
theref ore  disagrees with the  PPSSCC recommendation 

Retirement 

For Railroad Retirement, the  PPSSCC recommends eliminating the  
federal  appropriation tha t  covers "windfall" benefits designed to prevent a 
reduction in total  benefits for workers with dual coverage under RRS and 
Social Security from before the two were fully coordinated in 1974. If the  
windfall benefits were eliminated, approximately 370,000 annuitants and 
their survivors would experience an average cut  of $1,100 in their yearly 
benefits. CBO estimates federal outlay savings of $1.1 billion over t he  f ive 
years, but this sum would be partially offset (by $0.1 billion) by a loss in 

,income tax  revenues. The PPSSCC three-year saving est imate  is $1.2 
billion, without a revenue offset. 

The final PPSSCC policy recommendation for enti t lement programs 
would address the  deficit of the  Pension Benefit Guaranty Corporation. This 
corporation ensures tha t  employees who are vested in private pension plans 
will, upon their retirement, receive annuity benefits, even if their plans 
terminate or become otherwise unable to pay benefits. The main recom- 
mendation would increase the single-employer annual plan premium from 
$2.60 to $6.00 per participant. GAO has already recommended tha t  the  
Congress increase the premium t o  $6.00. Other proposals a r e  t o  assess a 
penalty on unfunded liabilities, change from a flat rate t o  a risk-related 
premium structure, and reduce the  PBGC's liability for unjust claims. CBO 
estimates combined savings from these recommendations at $2.3 billion over 
a three-year period, based on an updated est imate  of total unfunded liabili- 
ties. The PPSSCC three-year es t imate  is $3.7 billion. 

GAO believes a 5 percent assessment on unfunded liability could result 
in a substantial burden on financially weak sponsors; new plans, for example, 
commonly s t a r t  with large unfunded liabilities. Furthermore, if t he  assess- 
ments had to be paid out of t h e  funds' resources, such special assessments 
could reduce benefit increases for participants in defined benefit plans. 
GAO thus believes the  need for  such an assessment requires further study. 
Moreover, the  5 percent assessment would exceed the  PBGC's requirements 
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over the  next f ive  years. If any special assessment is established, it should 
be at a r a t e  more closely aligned to the  PBGC's requirements. 

MANAGEMENT INITIATIVES 

CBO and GAO have analyzed seven PPSSCC management initiatives 
for enti t lement and mandatory spending programs in the  areas of agricul- 
ture, health, and income security. As shown in Table 111-2, CBO estimates 
potential savings of $1 billion from these proposals over t h e  1985-1987 
period and $2 billion over the  full 1985-1989 period. 

TABLE 111-2. ESTIMATES OF OUTLAY SAVINGS FROM PPSSCC 
MANAGEMENT PROPOSALS FOR ENTITLEMENT 
PROGRAM§ (By fiscal year, in billions of dollars) 

Cum da t ive  
Commission Five-Year 
Proposal 1985 1986 1987 1988 1989 Savings 

Agriculture 0 0 -0.1 -0.1 -0.1 -0.2 

Health 0 0 * * 0.1 0.1 

2.1 

Total 0.2 0.4 0.4 0.4 0.5 1.9 

- 0.6 - 0 .5  - 0.5  - 0.4 Income Security - 0.2 - 

SOURCE: Congressional Budget Office. 

NOTE: Minus figures denote increased costs. 

* Less than $50 million. 

The commission's management proposals differ from its enti t lement 
policy recommendations in several ways. First, f ive of the  seven recom- 
mendations could be adopted without legislative action. Second, these pro- 
posals a r e  not designed t o  reduce the  benefits of entitled recipients. 
Instead, they would reduce error ra tes  and improve program administration. 
The proposals address changes in the  operations of t he  Commodity Credit  
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Corporation, Medicaid, Social Security, income assistance programs, and the  
Veterans Administration (VA). 

Agriculture 

The CCC currently distributes certain commodities (primarily dairy 
products and grains) from its inventories to the  Food and Nutrition Service, 
the VA, and other federal agencies. The CCC charges for only a portion of 
these distributions. The PPSSCC proposes instead that  distributions be fully 
reimbursed. Since reimbursements from one federal agency to another con- 
s t i tute  intragovernmental transfers and do not add to federal spending or 
revenues, the  only budgetary consequences of this proposal would derive 
from its effect  on CCC inventories. CBO has estimated tha t  inventories 
would rise as a result of reduced commodity distributions, with hi her handl- 
ing and storgage costs resulting in increased federal spending of 5 0.1 billion 
over the  1985-1987 period. The three-year PPSSCC est imate  assumes a 
savings of $1.2 billion, based on an increase in interagencies transfers. 

Health 

In the  health-care area, the PPSSCC recommends requiring tha t  all 
states participating in  Medicaid replace cost-based reimbursement systems 
with negotiated or llfixed-rate" systems. In addition, for  all payers--both 
governmental and private insurers--the PPSSCC would encourage all states 
to implement hospital rate-setting programs. Finally, the  PPSSCC recom- 
mends reducing federal spending on long-term care. These changes would 
require legislative action at both the federal and state levels. CBO esti- 
mates  potential savings of $0.1 billion over the  1985-1987 period. The 
three-year PPSSCC savings est imate  is $1 billion. The PPSSCC estimate 
assumes tha t  Medicaid savings could be achieved in all states from moving 
to a fixed-rate system. CBO assumes tha t  savings would be achieved only in 
the 26 states tha t  currently reimburse for in-patient hospital services using 
cost-based methods; disbursements in these 26 states account for  29 percent 
of all Medicaid in-patient hospital expenses. 

Income Security 

To reduce overpayment of Social Security benefits, t he  PPSSCC 
recommends the Social Security Administration tighten its enforcement of 
t he  current earnings test. Recent changes by the  Social Security Adminis- 
tration have greatly reduced overpayment errors, however. Fully imple- 
menting the PPSSCC proposal would require an updated data  processing 
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system. Given current schedules, t h e  updated computer system will not  be 
available until 1988 or 1989. CBO has therefore attr ibuted no five-year 
savings to this proposal, althou h la ter  savings a r e  possible. The PPSSCC 
est imates  three-year savings of ! 4 billion. 

To coordinate and automate state welfare da ta  and t o  improve income 
verification in means-tested programs, t he  PPSSCC makes several recom- 
mendations. The PPSSCC recommendations would improve the  targeting of 
benefits toward intended beneficiaries by permitting a more accurate  
assessment of beneficiaries' incomes and other resources. CBO estimates 
three-year savings of $0.7 billion, assuming full implementation. This com- 
pares with a PPSSCC three-year es t imate  of $3.6 billion. Many of the  
PPSSCC recommendations have already been implemented or would require 
only minor changes in t h e  current system. 

Finally, the PPSSCC recommends refining the  VA's response to 
guaranteed loan foreclosures and reducing error ra tes  in the  VA's claims 
processing. In response t o  the  PPSSCC report ,  t he  Administration has 
already reviewed i t s  loan foreclosure procedures, and t h e  President's pro- 
posed 1985 budget contains several of the  suggested changes. CBO esti- 
mates the PPSSCC proposals, if fully implemented, could reduce outlays by 
$0.3 billion over the  three-year period. A t  $0.2 billion, the PPSSCC three- 
year savings est imate  is slightly lower primarily because the commission's 
est imate  ref lects  a reduction in costs rather than outlays. Though reducing 
errors in VA claims processing is possible, no information is available on 
which to base an accurate  es t imate  of the  potential federal saving. The 
PPSSCC est imate  assumes savings of $1.5 billion over three years. The VA 
has recognized many of the  issues raised in the  PPSSCC report, and it has  
recently taken a number of steps to improve error detection. 
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LIMIT GROWTH IN HEALTH-CARE COSTS TO GNP GROWTH (MEDIC-I) 

Annual Savings Cumulative 
Savings from (millions of dolrars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Author it y 0 0 2,600 5,300 8,400 16,300 

Outlays 0 0 3,900 9,500 15,600 29 ? 000 

PPSSCC Proposal. During 1975-1983 federal  health expenditures grew 
at 14 percent  annually compared with a n  annual increase of 10 percent  in 
GNP during the  same period. Although some of this difference can  be 
accounted for by higher inflation in health-care prices compared with 
general  inflation, most of t h e  increase in health-care cost over general  
inflation has been due to increased usage. The PPSSCC at t r ibu tes  much of 
the  rapid increase in federal  health-care costs  to lack of competit ion 
because of the low out-of-pocket expenses incurred by beneficiaries of 
federal  health programs. The PPSSCC accepts  the  recently legislated 
diagnosis-related group (DRG) prospective payment system for Medicare 
only as a short-term solution t h a t  will not  work in t h e  long term. 

The PPSSCC proposes limiting t h e  growth in t h e  Medicare and 
Medicaid program costs to the  r a t e  of growth of the  GNP. This growth limit 
would determine the  amount  of federal  money available for Medicare, 
Medicaid, and other  federal  health programs. Based on t h e  to ta l  number of 
Medicare and Medicaid beneficiaries, t h e  funds would be divided on a per  
capi ta  basis. The funds would be distributed to regions according to t h e  
number of beneficiaries within each region and regional variations in health 
c a r e  costs. Based on t h e  established per capi ta  spending rates,  private- 
sector and state and local health-care systems would submit competit ive 
bids to the  federal  government to provide health-care services. Benefi- 
ciaries would have a choice of plans with varying degrees of coverage and 
benefit  levels. 

The PPSSCC proposal is not  specific with respect  to which federal  
programs a r e  included in the  proposal or how t h e  plan would be implemented 
for t h e  different  federal  programs. Medicaid is administered by states while 
Medicare is administered by t h e  federal  government. The Department  of 
Defense (DoD) and the Veterans Administration (VA) both run nationwide 
systems of hospitals and clinics for their  beneficiaries. Although federal  
health programs provide health c a r e  through a g r e a t  variety of institutional 

107 



arrangements,  t h e  PPSSCC did not  tailor its proposal to t h e  different  
agencies. In t h e  absence of guidance from t h e  PPSSCC on how t h e  plan 
would work for DoD and VA, CBO and GAO has limited their  discussion 
below to t h e  Medicare and Medicaid programs. 

Budgetary Impact. This proposal could save an est imated $29.0 billion 
over t h e  period 1985-1989.1/ CBO assumes t h a t  a two-year implementation 
period would b e  required for such a fundamental  change. No savings would 
therefore  be realized during t h e  period 1985-1986. To calculate  t h e  savings 
during 1987-1989, CBO compared Medicare and Medicaid outlays using 
CBO's baseline projected growth ra tes  with those outlays at a growth r a t e  
limited to tha t  of GNP. Currently, Medicare's Health Insurance (HI) 
program is projected to grow at about 11 percent  a year between 1987 and 
1989. During this same period, t h e  Supplemental Medical Insurance (SMI) 
program is projected to increase at 15 percent  a year, and Medicaid at 9 
percent a year. The budgetary savings recommended by t h e  PPSSCC would 
limit growth in Medicare and Medicaid to about  8 percent  a year. By 1989, 
Medicare and Medicaid expenditures would be 90 percent  of baseline 
projections. The PPSSCC est imated three-year savings of $28.9 billion for 
this proposal, as against  CBO's es t imate  of $29.0 billion for t h e  f i rs t  th ree  
years  a f t e r  implementation. Although t h e  es t imates  a r e  very similar, t h e  
PPSSCC includes programs from DoD and VA in its figures, while CBO 
includes only Medicare and Medicaid. The PPSSCC es t imate  is for 1984- 
1986 compared with 1987-1989 for t h e  CBO savings. 

Program Impact. The 10 percent reduction in health expenditures for 
1989 could be achieved from c u t s  in enrollments, utilization per enrollee, or 
in the prices of services. The PPSSCC proposal is not  specific with respect  
to how t h e  cu ts  in t h e  program would affect beneficiaries. Under this  
proposal, t h e  private sector would b e  called upon to accomplish a very large 
reduction in health-care spending. Whether tools a r e  available to achieve 
such a reduction without shifting financial burdens to beneficiaries or 
reducing t h e  quality of c a r e  is not known. Presumably, many plans t h a t  are 
successful bidders will employ significant l imitations on choice of providers, 
increased cost sharing, and/or more stringent c la ims review--tools t h a t  a r e  
controversial. In addition, adverse selection (beneficiaries choosing plans 
according to their  expected use) may severely complicate t h e  process of 
choice among plans. 

1. Because these limits a r e  an  al ternat ive to prospective reimbursement 
systems, the  savings of $135 million from LISAB-8 during 1987-1989 
cannot be added to the savings from this proposal when computing total 
savings from PPSSCC recommendations. 
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The impact  of t h e  PPSSCC proposal might b e  less severe on those 
state Medicaid programs t h a t  already limit coverage and choice. A t  t h e  
present time, a ser ies  of Medicaid competit ion demonstrations are testing 
the  e f f e c t s  of various arrangements  similar to this  proposal. Although t h e  
PPSSCC proposal may not  necessi ta te  major changes in t h e  nature  of t h e  
Medicaid programs, t h e  limits to growth would decrease federal  matching 
funds by roughly 1 percent. 

The PPSSCC proposal does not  specify which DoD and VA programs 
would be subjected to limits or how these l imits would be instituted. 
However, t h e  shif t  to a system in which beneficiaries a r e  t rea ted  by a 
private-sector par ty  would present a major change in those programs. DoD 
and VA have substantial  hospital and clinic systems for their  clients. These 
beneficiaries also would face restrictions on coverage or  additional cost 
sharing. 

Implementation. This proposal would require legislative action. 

Additional Comments. GAO notes  t h a t  t h e  federal  and state 
governments a r e  currently experimenting with many of the  elements  
included in t h e  overall PPSSCC recommendation. Over t ime, these 
experiments may help answer the  questions raised by t h e  PPSSCC's 
competit ive health-care strategy. GAO believes t h a t  fundamental  questions 
regarding not only costs but  also quality and availability of c a r e  should be 
answered before  adopting t h e  PPSSCC's recommendation. In particular, 
GAO believes t h e  DRG prospective payment system should be given t h e  
opportunity to evolve fully before  a decision is made regarding its usefulness 
in containing health-care costs. GAO therefore  does not believe it 
appropriate to consider implementing the proposal. 

' 

GAO fur ther  notes t h a t  t h e  PPSSCC proposal basically would cover 
only two of t h e  six factors  increasing t h e  costs of health care--general  
inflation and population growth. HHS es t imates  show, however, t h a t  the  
growth of t h e  four other factors  during t h e  past  decade--health-care price 
inflation, increased use of services, changes in medical technology, and 
increased medical intensity--accounted for about  41 percent  of t h e  growth 
in community hospital in-patient expenses and about 34 percent  of t h e  
growth in payments for  physician services. 

References. PPSSCC, Task Force Report  on Management Of €ice 
Selected Issues, vol. IX, Federal  Health C a r e  Costs, pp. 1-65. CBO, 
Containing Medical C a r e  Costs Through Market Forces (May 1982). 
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REVISE THE FAMILY MAKEUP FOR THE THRIFTY FOOD PLAN 
(AG-9) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 490 515 540 560 585 2,690 

Outlays 490 515 540 560 585 2,690 

PPSSCC Proposal. The cost of the Department of Agriculture's thrifty 
food plan has been used as the  basis for determining allotment levels in the  
Food Stamp program since 1976. The thrifty food plan is a set of foods that 
households might use to  provide nutritious meals and snacks at a relatively 
low cost; i t  is the lowest-cost plan of four that the department has 
developed. The costs of these plans are updated monthly to reflect changes 
in prices. The plans and their costs a re  determined for a number of age and 
sex groups; costs for particular households can be calculated by adding costs 
for individual members according to their age and sex and applying 
economy-of -scale factors developed in conjunction with the plans. 

Under current law, the maximum Food Stamp allotment for a four- 
person household during a fiscal year is based on the cost of the thrifty food 
plan during the preceding June for a household consisting of a man and 
woman 20 to 54 years of age and two children, one 6 t o  8 and one 9 to 11 
years of age. Maximum allotments for larger or smaller households are  
calculated by using the per person cost of the  four-person reference family 
adjusted for economy-of -scale factors. 

The PPSSCC proposal is to  replace the current four-person reference 
family as the  basis for the maximum allotment levels with a more 
individualized system based on a weighted average of thrifty food plan costs 
for all the  age/sex categories used in developing the  plan. The weights used 
would be the proportions of actual participants in each category. Maximum 
allotments for households of other sizes would be based upon this weighted 
average f our-person household value and would be calculated using the 
current method. 

Budgetary Impact. CBO used basically the same method as the 
PPSSCC t o  prepare its savings estimate. Differences between the current 
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and proposed maximum allotment levels for each household size were 
calculated and mdtiplied by t h e  projected number of households in each size 
category to arrive at the total savings estimate. However, the  PPSSCC 
three-year savings estimate of nearly $3.4 billion from this proposal is more 
than twice as large as the CBO estimate of $1.5 billion for 1985-1987. The 
major reason for CBO's lower estimate is the use of the  recently revised 
thrifty food plan, which is expected to be the basis of future allotments, 
rather than the original thrifty food plan developed in 1975. Differences in 
the  projected caseload level, the  PPSSCC's inappropriate inclusion of the  
Puerto Rico program in its estimate, and the  commission's inclusion of 
minimum-benefit households in its savings estimates also contribute to this 
difference. 

The 1983 revision of the thrifty food plan incorporates new data  on 
food consumption, prices, nutritional composition of foods, and human 
nutritional requirements. The revised version was designed so tha t  the cost 
level for the  current reference family would be the  same as tha t  of t he  
original version for an initial month. However, relative costs for different 
age and sex categories were not constrained to equal those of the  original 
thrifty food plan. The revised plan has less variation in cost across agehex  
categories than the  original plan, and thus less savings as a result of 
changing from the current reference household to a weighted average of all 
participants. 

Program Impact. This proposal would reduce maximum allotment 
levels and, as a result, benefits received by most households. Maximum 
allotments would be reduced because the average thrifty food plan cost for 
members of the  reference household exceeds the  weighted average of costs 
for all participants. This is because age and sex groups with relatively high 
costs tend to be overrepresented in the  reference family and those with 
relatively low costs underrepresented. A male 20 t o  54 years of age, for 
example, has a high thrifty food plan cost compared t o  other categories. 
This group is 25 percent of the  reference family, but only about 10 percent 
of the  participating population. 

This proposal would reduce benefits for all Food Stamp households 
except those one- and two-person households receiving the  $10 minimum 
benefit. About 5 percent of all households currently receive the  minimum 
benefit, The estimated amount of the reduction in the  monthly benefit for 
each household size in fiscal year 1985 is shown below: 
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Estimated Fiscal Year 1985 
Monthly Benefit Reduction 

Household Size (dollars) 

3 
4 
6 
8 
9 

12 
12 
14 

Implementation. Legislation would be  required to change the  method 
of calculating maximum allotment levels. The Food Stamp Act of 1977 
requires tha t  calculations for maximum allotment levels be  based on the  
f our-person "model" household. 

Several bills have been introduced, but  not adopted, t ha t  would have 
required t h e  use of individualized allotments. With individualized 
allotments, maximum allotment levels for each household a r e  determined by 
the  age  and sex of i t s  members. No legislation has been introduced tha t  
would revise t h e  current model four-person household in the  way the  
PPSSCC recommends. The PPSSCC recommendation could be  easily 
implemented as i t  would require no changes in current methods of program 
administration, and would have no direct  e f f ec t  on state or local 
governments. 

Additional Comments. The PPSSCC report  states tha t  this proposal is 
an administratively simple method of bringing maximum allotment levels 
more in line with the  dollar value of household food needs consistent with 
the thrifty food plan. Determining maximum allotments for  each household 
based on its age and sex composition might be  preferred but would be  
administratively burdensome and ap t  to increase issuance errors. This 
argument is based on the  assumption tha t  using maximum allotment levels 
more in line with individualized allotments would be  consistent with t h e  
intent of the  Congress in adopting t h e  use of t h e  thr i f ty  food plan. 

Opponents of t h e  proposal argue tha t  it is fundamentally a method of 
reducing benefits, t ha t  current Food Stamp benefits are already low relative 
to what might be needed to assure tha t  participants' diets a r e  nutritionally 
adequate, and tha t  further reductions would have deleterious effects. They 
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cite the  most recent Nationwide Food Consumption Survey, which showed 
tha t  only 9 percent of households using food valued at or below the  thrifty 
food plan level consumed the recommended daily allowance (RDA) for 11 
major nutrients, as compared with 50 percent of households at all spending 
levels. 

The GAO agrees with the  PPSSCC tha t  changes are needed in the 
method of determining maximum monthly allotments but believes tha t  t h e  
PPSSCC recommendation is not the  best solution. The GAO has previously 
recommended tha t  t h e  Department of Agriculture establish demonstration 
projects to evaluate the use of individualized allotments. I t  believes tha t  
individualized allotments would result in a more equitable distribution of 
program benefits than either current policy or the  PPSSCC recommen- 
dation. 

References. PPSSCC, Task Force Report on the  Department of 
Agriculture, pp. 47-53. GAO, Federal Domestic Food Assistance Pro- 
gram--A Time for Assessment and Change (CED-78-113, June 13, 1978). 
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REDUCE THE FOOD STAMP-CHILD NUTRITION OVERLAP 
(AG-13) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear  
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 500 515 530 550 570 2,665 

Outlays 500 515 530 550 570 2,665 

PPSSCC Proposal. Food Stamp benefits are currently calculated by 
subtracting 30 percent of the household's net  income from a maximum 
allotment level that is determined for each household size. Net income is 
gross income less allowable deductions. The definition of gross income 
includes most sources of money income--not only earnings but benefits from 
programs such as Aid to  Families with Dependent Children, Supplemental 
Security Income, Social Security, and Unemployment Compensation. 
Specifically excluded from the definition of gross income is "any gain or 
benefit which is not in the  form of money payable directly to a household." 
Thus, benefits received in kind, such as f ree  lunches in the  national school 
lunch program or certain medical and housing assistance programs, have no 
effect on the level of Food Stamp benefits received by households. 

The PPSSCC recommendation is to include as par t  of income the  value 
of the cash subsidy for f ree  lunches in the national school lunch program for 
households with school-age children. For administrative ease, a standard 
amount would be  added to household income for each child between the ages 
of 5 and 17. The monthly amount would be  20 t imes the value of the  federal  
cash reimbursement for a f ree  lunch and would apply only during the  months 
of September through May. The e f fec t  of this proposal would be to  reduce 
Food Stamp benefits for households with school-age children by an amount 
roughly equal to  one-third of the federal  subsidy for school lunches. 

Budgetary Impact. CBO's es t imate  of savings from the  commission 
proposal uses projections of the  number of school-age children living in Food 
Stamp households, the  cash reimbursement ra tes  in the  school lunch program, 
and the average effective ra te  of benefit reduction. During fiscal year 
1985, for example, the cash reimbursement ra te  for f ree  lunches is 
projected to  be abut  $1.27 per meal. At 20 meals per month, t he  monthly 
addition to  gross income, rounded to  the nearest  whole dollar, is $25 per 
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school-age child. The projected number of school-age children in Food 
Stamp households for  1985, based on forecasts  of aggregate  participation 
and a g e  distributions from household survey data, is 6.81 million. The 
resulting increment  to income across a l l  Food Stamp households for t h e  nine 
months of the  school year is est imated to b e  $1,537 million. The total 
benefit  savings would be 32 percent  of this income increment,  or $490 
million. The es t imate  of $500 million savings in fiscal  year 1985, and t h e  
es t imates  for  la ter  years  shown above, were based on unrounded es t imates  
of t h e  per child addition to income. The CBO savings es t imate  of $1.5 
billion for  1985-1987 is similar to t h e  PPSSCC three-year es t imate  of $1.7 
billion. 

Program Impact. This proposal would reduce Food Stamp benefits  to 
most participating households with school-age children. These households 
current ly  are about  40 percent  of all participating households. Of this 
group, 13 percent  have deductions t h a t  exceed their  gross income so t h a t  
t h e  addition of "school lunch" income would tend not  to affect their  
benefits. The monthly reduction in Food Stamp benefits  resulting from t h e  
increase in income would vary depending on t h e  size of t h e  household's 
excess-shelter deduction, which is af fec ted  by gross income. If t h e  
household has no excess-shelter deduction or a deduction at t h e  maximum 
allowable level, monthly benefits  would b e  reduced by 30 percent  of t h e  
increase in gross income--about $7.50 per school-age child. If the  
household's excess-shelter deduction is positive but not at t h e  maximum, 
monthly benefits  would b e  reduced by 45 percent of t h e  increase in income, 
or about  $11.25 per school-age child. The average reduction across a l l  
households with school-age children, including those whose benefits a r e  not  
likely to be affected because their  deductions exceed their  gross income, 
would b e  32 percent of the  increase in income. 

Implementation. This proposal would require legislation, as t h e  Food 
Stamp A c t  specifically excludes in-kind benefits  from the  definition of 
income for purposes of determining benefits. A related proposal was  
included in the  President's budget for fiscal  year 1982, was considered by 
t h e  Congress, but was not adopted. 

Additional Comments. The PPSSCC holds t h a t  both t h e  Food Stamp 
and t h e  National School Lunch programs a r e  designed to subsidize meals for  
eligible participants, and that under t h e  current  system duplicative benefits  
are provided. Food Stamp benefits  a r e  provided for meals of school-age 
children who also receive f r e e  lunches through t h e  school program. The 
PPSSCC argues that  its proposal is fair  and realist ic because it t r e a t s  t he  
benefits  of the school lunch program like other  forms of assistance. The 
recommendation does not e l iminate  t h e  "overlapping" benefits  but  does 
reduce t h e  amount of duplicative benefits  issued. 

30-878 0 - 84 - 5 
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Opponents of the proposal argue that  assistance designed to  improve 
the nutritional health of children should not be reduced, that  Food Stamp 
benefits are  already low, and that  further reductions in addition to those 
enacted during the past several years may have detrimental effects on 
participants. 

GAO supports the concept of considering benefits from the various 
food assistance programs when determining eligibility and benefits under 
any particular food program. GAO recommended in 1978 that the 
Department of Agriculture study the feasibility of considering food benefits 
from child feeding programs, primarily school lunch but also other federal 
feeding programs, when determining Food Stamp eligibility or benefits. I t  
also recommended that the Congress eliminate the overlap in benefits, 
particularly from Food Stamp and school lunch participation, if the study 
showed such a change was feasible. 

References. PPSSCC, Task Force Report on the Department of 
Agriculture, pp. 66-68. GAO, Federal Domestic Food Assistance 
Programs--A Time for Assessment and Change (CED-78-113, June 13, 1978). 
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REDUCE COMMODITY CREDIT CORPORATION INVENTORIES (ASSET- 5)  

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 ' Savings 

Budget Authority 85 95 100 105 110 495 

Outlays 85 95 100 105 110 495 

PPSSCC Proposal. The PPSSCC proposes two ways of reducing t h e  
inventories of surplus agricultural commodities held by t h e  Commodity 
Credi t  Corporation (CCC). I t  recommends t h a t  some percentage of coupons 
issued in t h e  Food Stamp program be designated for  t h e  purchase of dairy 
products of t h e  types bought by t h e  Commodity Credit Corporation. This 
recommendation is designed to increase domestic consumption of dairy 
products and reduce t h e  amount  of dairy products t h a t  t h e  CCC must 
purchase to support t h e  price of milk. Costs of storing CCC stocks would 
also be reduced. The commission report  discusses savings from designating 
20 percent of food stamps for  dairy product purchases. 

The commission also recommends eliminating interagency conflict in 
t h e  administration of t h e  Public Law 480 food aid program, with t h e  
expectation t h a t  CCC's inventory could b e  reduced by 30 percent  through 
grea te r  use of t h a t  program. 

Budgetary Impact. CBO es t imates  t h a t  t h e  Food Stamp proposal 
would save $495 million over t h e  1985-1989 period, while t h e  Public Law 
480 recommendation would result  in no additional savings. Most of t h e  
est imated savings from t h e  designation of a portion of food s tamps for  dairy 
products s t e m  from reductions in CCC purchases. Estimated s torage 
savings from reduced inventories are $2 million in fiscal year 1985 and 
increase to $11 million in fiscal year 1989 as t h e  cumulative stock 
reductions increase. These savings would be offset  slightly by increases in 
Food Stamp program administrative costs caused by increased issuance costs 
and possible increases in printing costs. These offsett ing costs a r e  assumed 
to b e  relatively small and a r e  not included in t h e  estimate.  

Food Stamp households would tend to purchase and consume more 
dairy products than under current  policy if t h e  value of specially designated 
dairy s tamps received exceeded their  usual purchases. Data  f rom t h e  
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Nationwide Food Consumption Survey (NFCS) and a survey of characteris- 
tics of Food Stamp households were used to compare estimates of average 
dairy product purchases with the  value of designated stamps tha t  would be 
received under the proposal. 

Data from the  NFCS indicates tha t  Food Stamp households spend an  
average of 11.8 percent of their food dollar on dairy products. A t  the t ime 
of the survey, the average Food Stamp household spent about $210 per 
month on food, of which $24.70 was used for dairy products. The average 
Food Stamp benefit received by sampled households was $95.70. Twenty 
percent of this benefit, or $19.15, is less than the estimated average value 
of dairy products purchased. Thus, the  average household would not 
purchase more dairy products under this proposal. 

Some households, however, would receive designated dairy stamps in 
excess of the value of their usual purchases of dairy products. These 
households, which would primarily be those with relatively low incomes and 
relatively high Food Stamp benefits, might tend to purchase more dairy 
products than they would under the continuation of current policy. 

The savings est imate  is  based on the  assumption tha t  all households of 
a given size currently purchase average amounts of dairy products, and tha t  
additional dairy products would be purchased and consumed if t he  value of 
designated stamps received exceeded this average baseline amount. Based 
on these assumptions, CBO estimates tha t  about 40 percent of Food Stamp 
households would be induced t o  purchase more dairy products than they 
would under current law. The remaining households would have spent at 
least as much on dairy products as they received in designated dairy stamps 
without the  law change. 

A more complete analysis of this proposal would require bet ter  
information on the  distribution of current dairy product purchases by Food 
Stamp participants, a more thorough examination of how Food Stamp 
participants might behave in response t o  this proposal, and consideration of 
the  interaction of this proposed change with the  current programs providing 
cheese and other commodities to needy families. 

The PPSSCC est imate  of savings from reduced CCC purchases is $425 
million in the  first year the  proposal is implemented. The est imate  is based 
on the assumption tha t  12 percent of food stamp allotments are currently 
used to purchase dairy products, while the Department of Agriculture 
surveys indicate tha t  about 12 percent of all food expenditures a r e  for dairy 
products. 
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The PPSSCC also estimates tha t  expediting commodity disposal deci- 
sions for foreign aid will result in receipts of $957 million from the  sale of 
CCC inventories, as well as $521 million in interest  and other savings. CBO, 
however, projects no savings from the  recommended changes in agency 
decision processes. The Public Law 480 program has other important 
objectives besides disposal of inventories- -including foreign policy, humani- 
tarian, and market development goals. The need to balance these objectives 
cannot be eliminated by procedural changes. Even if commodity disposal 
were to be given a higher priority, a 30 percent reduction is unlikely, 
because demand for the  products is uncertain. Much of the  inventory is not 
weli-suited for foreign dispostion, because i t  consists of dairy products 
requiring reprocessing and refrigeration for distribution. 

Furthermore, commodity sales under Public Law 480 a r e  unlikely t o  
yield substantial revenues. Receipts t o  the  CCC a r e  from interfund 
transfers from Public Law 480 appropriations. Most Public Law 480 loans 
a r e  repaid over 40 years with a ten-year grace period. Donations would 
produce no revenues. As a result, the  only significant potential savings from 
inventory reduction within five years would be lower storage costs. Such 
reductions, however, a r e  unlikely t o  result from the  commission's proposal. 

Program Impact. The Food Stamp proposal would a f fec t  coupon 
preparation, issuance, and use by participating households and retail  food 
stores. Some method would be developed t o  designate and issue a proportion 
of participating households' allotments for dairy product purchases. Dairy 
products would be separated in some way during purchasing at the  retail  
s tore  in  much the  same way tha t  eligible food and ineligible nonfood items 
now must be  separated. This proposal would cause some Food Stamp 
households to  purchase and consume more dairy products than they would 
under the  current law. Any increase in total  dairy product consumption 
would tend t o  reduce the amount of dairy products tha t  the  CCC would have 
t o  remove from the  market in their milk price-support activities. Lower 
CCC removals would reduce CCC price support outlays as well as storage 
expenses in current and future years. 

The Public Law 480 proposal, if implemented so as to produce a 
significant inventory reduction, could conflict with other national objec- 
tives. For example, international t rade  agreements might be jeopardized, 
and dairy exporting nations might retaliate. Also, inventory disposal could 
discourage food production in developing countries and, in the  long term, 
diminish their self-sufficiency. 

Implementation. Legislation would be necessary to implement the  
Food Stamp proposal, while the Public Law 480 change could be made 
administratively . 
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Additional Comments. GAO believes t h a t  t h e  Food Stamp recom- 
mendation may generate  savings for  t h e  federal  government, but  does not 
support t h e  proposal. I t  argues t h a t  a number of issues must b e  carefully 
examined before adopting this approach. These issues include t h e  e f fec ts  it 
would have on t h e  nutritional requirements of Food Stamp participants and 
its interactions with other  current programs aimed at reducing CCC dairy 
stocks, such as t h e  current  program under which fa rmers  will be  paid to 
reduce milk marketings. 

The GAO has recommended t h a t  t h e  Agency for  International 
Development be given responsibility and authority for  t h e  grant  portion of 
Public Law 480 and final responsibility to carry out t h e  multiyear develop- 
mental  aspects  of t h e  program. This contrasts  with t h e  PPSSCC recom- 
mendation t h a t  final responsibility be given to t h e  Department of Agri- 
culture. GAO notes t h a t  substantial increases in shipments of commodities 
to developing countries through Public Law 480 would require consideration 
of legislative requirements to avoid potential  disincentive effects on local 
food production. Precautions would also be  necessary to safeguard com- 
mercial  exports of t h e  United States  and not unduly disrupt world prices or  
normal pat terns  of commercial  t rade  with friendly countries. 

References. PPSSCC, Task Force Report  on Financial Asset 
Management, pp. 64-71. GAO, Conditions That Limit Using Barter and 
Exchange to Acquire National Defense Stockpile Materials (RCED - 84-32, 
June 23, 1981). GAO, Food for  Development Program Constrained by 
Unresolved Management and Policy Questions (ID - 79-25, October 15, 
1979). GAO, Coordinating U.S. Development Assistance: Problems Facing 
t h e  International Development Cooperation Agency (ID - 80- 13, February 1, 
1980). GAO, US.  Assistance to Egyptian Agriculture: Slow Progress a f t e r  
Five Years (ID - 81-19, March 16, 1981). 
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REQUIRE MULTIPLE DISBURSEMENTS OF GUARANTEED STUDENT 
LOANS (ED 1-2) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority -30 110 110 100 100 390 

Outlays 0 I10 I10 100 100 420 

NOTE: Negative figures indicate budgetary costs. 

PPSSCC Proposal. The PPSSCC recommends t h a t  multiple loan 
disbursements to students made under t h e  Guaranteed Student Loan (GSL) 
program be required by law. GSL lenders (commonly, private financial and 
educational institutions) now can disburse loans for t h e  coming academic 
year e i ther  at one time or in multiple allotments. Some policymakers 
regard smaller, more numerous disbursements t imed to coincide with school 
billing as a more prudent way to manage t h e  monies. To encourage private 
lenders to make multiple disbursements, t h e  law currently allows federal  
interest  and special  allowance subsidies to be paid on t h e  en t i re  loan amount 
from t h e  disbursement of t h e  f i rs t  installment. In addition, t h e  PPSSCC 
recommends t h a t  federal  interest  and special allowance subsidies be paid 
only on t h e  portion of t h e  loan actually disbursed to students. 

Budgetary Impact. Approximately half of t h e  loan volume disbursed 
each year occurs in July, August, and September. This volume most likely - .  
finandes full academic-  years and thus could be subject to multiple 
disbursements. According to CBO analysis, t h e  net  savings from requiring 
multiple disbursements and limitin interest  subsidies to only t h e  portion of 
t h e  loan disbursed is est imated at 1 390 millin in budget authority and $420 
million in outlays over five years. Further  savings would result  f rom lower 
default  costs if potential  defaul ters  dropped out  of school before receiving 
t h e  second installment. 

Annual disbursements of new GSLs in each  of the  next  f ive years a r e  
es t imated at $7 billion. Under this proposal, new disbursed loan volume 
would drop in 1985 to $5.25 billion, assuming $1.75 billion would not  be 
disbursed until t h e  second quarter  of fiscal e a r  1986. This would lower 
interest  subsidy costs in 1985 by nearly l 60 million. The 5 percent  
origination fee assessed on new loans, which partially offsets federal  
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interest subsidy costs, is assumed to be charged when the loan is disbursed. 
This would delay fee receipts of approximately $90 million until the  second 
quarter of fiscal year 1986. The net  effect in 1985 would be an  increase in 
net  budget authority of $30 million. The outlay effect would occur in 1986 
under the PPSSCC proposal. 

The PPSSCC has no comparable budgetary estimate for this proposal. 
The PPSSCC's estimated savings of $1 billion over a three-year period seem 
to be in interest on the public debt resulting from lowering the GSL loan 
capital by $4.7 billion over three years. In fact, however, GSL capital is 
financed by private lenders and is not part of the federal budget. 
Furthermore, loan capital would not be reduced but shifted two quarters. 
The CBO savings estimate of $190 million over a three-year period, on the 
other hand, reflects the impact on the GSL program only. 

Program Impact. Loan capital  in the GSL program is primarily 
provided by private lenders. One major factor a financial institution 
consideres when deciding to  participate in the program is the profitability of 
the loan portfolio. Any change to the lender's yield could discourage 
participation and thus the availability of loan capital to eligible students. 
Although lender response cannot be predicted, these changes would reduce 
yields to lenders; however, since the reduced yields come at a t ime when 
lenders a re  incurring little cost, the  impact on participation of lenders 
would probably be small. 

Implementation. Both requiring multiple disbursements of loans and 
changing the federal interest  subsidies would require legislative action. 
Since not all loans a re  for an entire academic year, guidelines would be 
needed to determine when multiple loan disbursements would be required. 

References. PPSSCC, Task Force Report on the Department of 
Education, pp. 23-3 1. 
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INCREASE THE ORIGINATION FEE ON GUARANTEED STUDENT LOANS 
(ASSET 19) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 ' Savings 

Budget Authority 350 350 350 350 350 1,750 

Outlays 175 350 350 350 350 1 , 575 

PPSSCC Proposal. The commission proposes doubling t h e  present 
origination f e e  of 5 percent  on Guaranteed Student Loans (GSLs). The f e e  is 
retained by t h e  lender and is a credi t  against  t h e  federal  interest  subsidy 
payable on the  loan. (GSL borrowers also incur state-imposed f e e s  not 
considered here.) The annual volume of new GSL lending is projected at $7 
billion over t h e  coming f ive years. 

Budgetary Impact. The PPSSCC at t r ibu tes  a three-year revenue gain 
of $1.6 billion to this proposal. In fact ,  however, t h e  change would result 
no t  in a revenue increase but  in an outlay reduction, which t h e  CBO 
es t imates  at roughly $1 billion for t h e  same three  years. Differences in t h e  
assumed loan volume account for t h e  discrepancy. While t h e  commission 
has projected t h e  budgetary e f f e c t s  on t h e  basis of higher Department  of 
Education es t imates  of GSL lending volume, t h e  CBO baseline assumes a 
lower projected level. 

Program Impact. An origination fee of any amount reduces t h e  
principal available to a student accordingly. The annual borrowing limit for 
an  undergraduate student is $2,500; for a graduate student t h e  limit is 
$5,000. Though students borrowing less than t h e  annual limit could probably 
borrow sufficiently more to meet  t h e  costs of a higher origination fee, those 
already at t h e  limit--1.5 million students--would see a real reduction in t h e  
money available to them for education. For GSL undergraduate students 
already borrowing t h e  maximum amount,  t h e  10 percent  f e e  would reduce 
t h e  money available to them for school by $125; for graduate students, t h e  
reduction would be $250. 

Implementation. The 5 percent origination fee was established in 1981 
under the  Omnibus Budget Reconciliation Act,  and it went into effect within 
weeks of t h e  legislation's passage. Any increase in t he  fee would require 
legislative action, but experience suggests t h e  change could be implemented 
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quickly. The Administration proposed such an increase in the f e e  in fiscal 
year 1983 and a similar but more limited increase in 1984. Both were 
rejected by the Congress. 

References. PPSSCC, Task Force Report on Financial Asset 
Management, pp. 172-74. 
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ELIMINATE FEDERAL SUBSIDY FOR RAILROAD RETIREMENT 
WINDFALL BENEFITS (BANK 12) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 405 380 360 340 320 1,805 

Outlays 405 380 360 340 320 1,805 

Revenue Effect -55 -52 -50 -47 -44 -248 - - - - -  
Net Budget Effect  350 328 310 293 276 1,557 

PPSSCC Proposal. Under current law, certain retirees from railroad 
employement who also qualify for Social Security retirement benefits have 
access to  dual, or "windfall," retirement benefits. These were first  
authorized in 1974 to prevent a reduction in total  benefits for workers 
covered by both the federally operated Railroad Retirement System (RRS) 
and Social Security before the  two were fully coordinated. Since 1981, 
outlays for these benefit payments have been limited to Congressionally 
appropriated amounts paid from the  general fund of the  U.S. Treasury. In 
each year since passage of the Railroad Retirement Amendments of 1981, 
the  Administration's budget has proposed limiting this appropriation to $350 
million, but the  Congress has increased the amount each year. The PPSSCC 
proposes eliminating Congressional appropriations for such windfall benefits. 

The PPSSCC further suggests that  funding for dual benefits could 
come from the  RRS trust  fund, as negotiated by labor and management. 
Before 1981, actual benefits from this subsidy were higher than the amounts 
appropriated, with the  difference coming from the  RRS trust  fund. When 
the trust  fund experienced financial difficulties, outlays for windfall pay- 
ments were capped at the appropriated amount with no further trust  fund 
financing. The Railroad Retirement Solvency Act of 1983 authorized 
repayment of $2 billion to the  trust  fund t o  compensate for these past 
windfall payments. 
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The PPSSCC also recommends that  payments should continue if total 
benefits fall below "adequate levels," and that  the  Social Security and RRS 
components of benefits be separated. 

Budgetary Impact. Estimated savings for this recommendation would 
equal the amount estimated by the  RRS actuaries to fund the benefit fully. 
Revenues would be reduced by the amount of the taxes currently collected 
on the payment of these benefits. CBO estimates slightly lower outlay 
savings than the PPSSCC, presumably because CBO incorporates an updated 
estimate of the windfall benefit, which is gradually declining. CBO makes 
no assumption about the amounts needed to prevent recipients' annuities 
from falling below "adequate benefit levels," since the  concept is 
ambiguous. 

If windfall benefits were negotiated by railroad labor and manage- 
ment, and paid for from the trust funds, the  federal savings shown would be 
reduced by the amount negotiated, since payments from the RRS trust fund 
are  an expenditure from the  federal budget. Although the  1983 act 
improved the condition of the fund's balance, additional outlays equal to  the 
total windfall benefit would weaken the  fund's status over timee 

No CBO estimate of costs or savings is shown for the  proposal to  
separate the  Social Security and RRS components of benefits. Any costs or 
savings would be small, with administrative savings roughly equal to 
implementation costs. 

Program Impact. Eliminating the windfall benefit would affect  
approximately 370,000 annuitants and survivors, reducing their annuities by 
an average of $1,100 a year in the first year of implementation. 

Implementation. To eliminate the dual benefit, elimination of the  
annual appropriation would be needed. To pay it from the trust fund, new 
legislation would be required. The Congress had limited the appropriation 
for a short period in 1982, forcing a reduction in benefits. A supplemental 
appropriation subsequently restored most of this benefit. 

Additional Comments, GAO has not recommended that  the portion of 
the  RRS that  is equivalent to Social Security benefits be moved under Social 
Security, but it agrees that such a change appears logical and worthwhile. 
GAO has suggested that  at least part of the  windfall payments made through 
federal appropriations could be eliminated. 

References. PPSSCC, Task Force Report on Board/Commissions- 
GAO, Railroad Retirement Board Calculations of -Banking, pp. 84-92. 
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Annual Appropriations Needed to Phase Out  Windfall Benefits (HRD-77-33), 
January 11, 1979). GAO, Keeping t h e  Railroad Ret i rement  Program on 
Track--Government and Railroads Should Clarify Roles and Responsibilities 
(HRD-81-27, March 9, 1981). GAO, Relationships of Dual Benefit Windfall 
Payments to Total  Railroad Retirement Benefits (HRD-82-97), July 12, 
1982). CBO, The Railroad Ret i rement  System: Benefits and Financing 
(December 1981). 
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TIGHTEN SOCIAL SECURITY DISABILITY CLAIMS PROCESS 
(SSA-10) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 65 130 210 22 5 280 910 

Outlays 360 780 1,250 1,660 2,070 6,120 

PPSSCC Proposal. The PPSSCC recommends changing the appeal 
process for persons denied Disability Insurance (DI) and Supplemental 
Security Income (SSI) disability benef;lts. Currently, an individual denied 
benefits can ask for reconsideration of that decision at the state disability 
service (DDS) office. Further appeals can be made sequentially to an 
administrative law judge (ALJ), to the  Appeals Council in the Social 
Security Administration (SSA), and then to the federal district courts. The 
claimant can submit new evidence at reconsideration and at the ALJ 
hearing. The reconsideration decision is based on the same criteria as the 
initial decision, except that  the  claimant's file is updated and the  claim is 
decided by a different set of claims examiners. Claimants can appear with 
legal counsel at the ALJ hearing. 

The PPSSCC recommends that the process be changed so that cnly 
claimants who want to submit new evidence would file for reconsideration. 
Others would appeal the initial decision directly to the ALJ. Under the 
proposed system, the original claims examiners would review the new 
evidence and make the reconsideration decision. The ALJ decision would be 
based on the evidence presented at the  initial and reconsideration levels. 
The claimant would have no opportunity to appear before the ALJ. The 
PPSSCC expects that  these changes would decrease benefits paid for several 
reasons. Staff currently working on reconsideration could be reassigned, thus 
allowing more continuing disability reviews (CDRS) to  be processed and 
more individuals to  be terminated from the rolls. Forcing the ALJs to make 
decisions on a closed record would decrease the number of allowances at 
that level. Eliminating claimants' appeals to the Appeals Council would also 
decrease the  number of individuals receiving benefit payments. 

The PPSSCC also recommends that SSA follow a policy of 
acquiescence to the decisions of the federal district courts, whereby the  
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decisions of the court would be adopted in the  circuit in which they are 
made and then nationwide if two or more courts of appeal agree with t h e  
decision. SSA's present policy is not to recognize, as binding judicial 
precedent, decisions of courts other than the  Supreme Court. This noncom- 
pliance with circuit court proceedings has created confusion and increased 
workloads. There is no way to estimate the  e f fec t  of requiring acquiscence 
on potential beneficiaries because i t  would depend on the  outcome of future 
court  decisions. 

Budgetary Impact. CBO estimates tha t  adopting the PPSSCC re- 
commendations would save $360 million in 1985, and t h e  five-year savings 
would total  $6.1 billion. The savings would occur in the  Medicare and 
Medicaid programs as well as in DI and SSI because many individuals receive 
these health program benefits as a result of receiving disability payments. 
This estimate is based on a reduction of about 15 percent in new awards 
annually: 45,000 in DI and 35,000 in SSI. I t  also assumes a 15 percent 
reduction in the  number of individuals retained on the  rolls a f te r  a regularly 
scheduled medical or continuing disability review. The major savings a r e  
estimated t o  result from a decrease in the  number of appeals allowed at t h e  
ALJ level for lack of a face-to-face hearing and because of the  disallowance 
of new evidence at tha t  level. 

This estimate is below the PPSSCC estimate of 223,489 people not 
awarded benefits each year for several reasons. First, CBO assumes tha t  
more individuals will be awarded benefits at reconsideration if the  claimants 
are aware tha t  it is their last chance to submit new evidence. Second, the  
est imate  includes neither savings from additional CDRs nor savings from 
increased staff productivity and improved methods. Improved processing 
methods might possibly increase the number of claimants allowed at the 
initial stage, not decrease them. Also, t he  PPSSCC estimates are based on 
an annual reduction in the number of people allowed to receive disability 
benefits and a 12-month benefit amount. Since people become entitled to 
disability benefits at a steady rate over the  year, only a few would receive a 
full year of benefit  payments. The group receiving benefits in the  first year 
could receive, at the most, an average of six months of benefit payments. 

Although, the  PPSSCC estimate overstates the  reduction in the  
number of people who would receive benefits, the  cost estimate understates 
the cumulative savings which would result from t h e  change in t h e  appeal 
process. The PPSSCC estimate does not take into consideration the  
compound affect of annual reductions in the  number of people who would be  
on t h e  rolls under current law. The CBO cost estimate grows rapidly 
because it assumes tha t  many of those denied benefits each year would have 
otherwise received benefits in subsequent years. The PPSSCC estimate also 
does not include savings in the  Medicare and Medicaid programs. 
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Program Impact. This change in the  appeal process would e f fec t  the 
number of individuals awarded disability benefits at each level of appeal. 
The ult imate impact of the  change on the  number awarded benefits is 
uncertain and difficult to estimate. If reconsideration were the  last s tep in 
which the claimant could submit new evidence, more evidence would likely 
be submitted at this point and awards at this level would probably increase. 
Based on evidence in the Bellmon Report, however, closing the  record and 
eliminating the  nonadversarial hearing at the  ALJ level would reduce the  
number of awards at this stage. Also, the  change in the appeal process 
might affect the  number of individuals deciding to appeal benefit decisions. 
The most likely outcome of the changes would be t o  decrease the  number of 
new beneficiaries. 

Although it is unlikely tha t  the change in the appeal process would 
decrease the  workload at the  DDS level, reassigning DDS staff t o  process 
more CDRs would have l i t t le  effect on the  number of individuals terminated 
from the  disability rolls since the  majority of those scheduled to be 
reviewed for the  first  t ime have already been reviewed or a r e  scheduled for 
a review under current policy. I t  is very unlikely that many beneficiaries 
whose benefits have been continued after one review would be terminated 
after a later review. 

Implementation. This proposal would require legislation by the  Con- 
gress and administrative action by SSA. Limiting the  role of ALJs to 
appellate reviews and denying the claimant an oral hearing could violate the 
rules of the  present Administrative Procedures Act. Changing the  appeal 
process would require some legislative change. Other recommendations, 
such as requiring a more complete investigation of the claimant's medical 
and vocational history, would require action by the  Secretary of Health and 
Human Services. 

Most of these recommendations would be hard to implement because 
t h e  Congress and much of t he  public believe tha t  SSA may have already 
gone too far in tightening up its disability criteria. Current legislation in 
t h e  Congress regarding DI has been targeted toward restoring benefits for a 
group of individuals whose benefits were or would be terminated under 
current SSA policy. 

Additional Comments. GAO supports some of the recommendations of 
the  PPSSCC. Among those supported a re  the  adoption of a policy of 
acquiescence to the decisions of the federal courts, provided SSA has the  
discretion to make exceptions in unusual circumstances. GAO has re- 
commended in testimony adoption of the  proposal for a more complete 
investigation of a claimant's medical and vocational history. GAO does not 
support those proposals tha t  would change the  de  novo nature of the appeal 
process. In particular, GAO does not believe tha t  t he  ALJs should be  
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prohibited from accepting new evidence, because this would be in d i rec t  
conflict  with t h e  requirements and pract ices  of t h e  Administrative Proce- 
dures  Act. 

References. PPSSCC, Task Force Report  on t h e  Department  of 
Health and Human Services, Social Security Administration pp. 164-190. 
GAO, Testimony before t h e  Senate Commit tee  on Governmental Affairs, 
Subcommittee on Oversight of Government Management (May 24, 1982). 
GAO, Testimony before the  Senate  Commit tee  on Finance (August 18, 
1982). GAO, Testimony before t h e  Senate  Special Commit tee  on Aging 
(April 7, 1983). GAO, Testimony before t h e  House Select  Commit tee  on 
Aging (May 20, 1983). GAO, Testimony before  t h e  House Commit tee  on 
Ways and Means, Subcommittee on Social Security (June 30, 1983). "The 
Bellmon Report," Social Security Bulletin (May 1982). 
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REDUCE THE DEFICIT FOR THE PENSION BENEFIT GUARANTY 
CORPORATION (BANK 1, 2, 3, 4, 5) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 0 0 0 0 

Outlays 700 760 820 890 970 4,140 

PPSSCC Proposals. The Pension Benefit Guaranty Corporation 
(PBGC), a federal entity established in 1974, ensures tha t  all subscribers to 
private pension plans can, upon retirement, receive annuity benefits even if 
their plans terminate or are  otherwise unable t o  pay benefits. The PBGC's 
subscribers are private firms, which support the  corporation through 
premium payments. Although t h e  Congress explicitly intends tha t  t he  PBGC 
be self financing, the  corporation's premium rates have not been set high 
enough to finance insurance claims and administrative costs. As a result, 
the  PBGC has been operating at a deficit since its inception. The PPSSCC 
has introduced five proposals to close the  current deficit and correct certain 
perceived inequities in the  ra te  structure. 

To increase revenues, the  PPSSCC recommends an increase in the 
single-employer premium rate from $2.60 to $6.00 per participant, the  level 
thought necessary to fund the PBGC's deficit and cover its estimated net 
claims. The PPSSCC further recommends tha t  the PBGC increase its 
interest earnings by shortening the  seven-month delay, before collection of 
the first premium; the  PPSSCC believes that employers' familiarity with t h e  
program makes this possible. The commission also proposes closing 
loopholes in the  Employee Retirement Income Security Act (ERISA) t o  
reduce the PBGC's liability. Finally, increased contracting for services, 
such as accounting control and premium collection, would allow t h e  PBGC 
to reduce its overhead costs. 

Under the  present system, all plans pay the  same premium rate,  
regardless of their funding levels or the  risks they pose of future PBGC 
claims. As the  ra te  increases, t h e  present structure becomes increasingly 
more inequitable for well-f unded, low-risk plans. The PPSSCC recommends 
that the PBGC consider annual assessments on sponsors of underfunded plans 
at a ra te  of 5 percent of their unfunded liability. The PPSSCC further 
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recommends that the PBGC develop a risk-related premium structure that  is 
equitable for premium payers and that  provides incentives for sponsors t o  
maintain adequate funding levels. 

Budgetary Impact. The CBO estimate includes savings from all the 
PPSSCC proposals except the risk-related premium, for which details were 
not specific enough to allow estimating. According t o  the PBGC, t h e  
number of plan participants should average about 32 million over the next 
four years. Thus, a $6.00 rate could generate $192 million a year, compared 
to the  $83.2 million currently generated-a difference of $108.8 million a 
year and $326.4 million over a three-year period. This estimate is very 
close to  t h e  PPSSCC's estimated revenue increase, which totals $324.1 
million over a three-year period. The GAO also estimates tha t  a $6.00 rate 
could, in 15 years, retire the program's September 30, 1982, deficit of $333 
million. 

The PPSSCC savings estimates for accelerating the premium 
collection schedule and increasing the use of contracting for financial 
services appear to  be overstated. The PPSSCC's $54.1 million estimated 
three-year savings for accelerated collections seems unrealistic, because 
the PPSSCC assumes that accelerated collections would recur in the same 
magnitude each year; in fact, however, the accelerated collection is a one- 
time occurrence. As a result, CBO estimates that the additional interest 
earned by the  PBGC should be about $20.1 million, rather than $54.1 million. 

The PPSSCC's estimated savings from the increased use of contracting 
with the private insurance industry--$l32.4 million over three years--also 
appear overstated. The PPSSCC estimate assumes that all of the PBGC's 
assets and liabilities could be transferred to private contractors. Since the 
corporation is currently operating at a deficit, those liabilities in excess of 
assets obviously could not be transferred to contractors. Furthermore, t h e  
likelihood of the industry's absorbing the PBCG's total liabilities in a single 
year is doubtful, A gradual phase-in would further reduce savings. 

Although t h e  true impact cannot be determined, as the results would 
accumulate over several years, GAO believes that  the PPSSCC's savings 
estimate for closing the loopholes in ERISA is within reason. 

The PPSSCC estimates that, if pension plans were required to pay 
special assessments of 5 percent of their estimated 1980 unfunded 
liabilities, the PBGC would collect an additional $3.2 billion in revenues 
over three years. The PPSSCC savings appear excessive because they a re  
not related to  the  insurance programs' premium needs from risks of exposure 
to  claims. The PBGC currently estimates its annual premium needs at $190 
million over the next five years. Also, since unfunded liabilities a re  
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extremely sensitive to changes in interest rates and because interest rate 
assumptions used t o  value liabilities have increased since 1980, t h e  PPSSCC 
savings are overstated. The PBGC's most recent es t imate  of its unfunded 
liabilities is $11.7 billion, much lower than the  1980 est imate  of $19.3 billion 
on which PPSSCC based its savings estimate. According t o  CBO's estimate 
the  PBGC would collect $1.9 billion over a comparable three-year period. 
GAO also points out tha t  the PPSSCC's estimated revenue increase could be 
offset by a decrease in federal taxes paid by plan sponsors as a result of 
increased tax-deductible contributions induced by a special assessment. N e t  
revenues are further reduced if the  imposition of t he  special assessment on 
financially weak plans resulted in an increase in plan terminations. 

The risk-related premium ra te  structure proposed by the  PPSSCC 
would result in a different allocation of premium revenue among premium 
payers, but it would not necessarily increase the  total premium revenue 
collected. 

Program Impact. GAO believes tha t  t he  PPSSCC recommendation for 
a premium rate increase has merit, because the  $6.00 rate represents t he  
lowest level needed to cover the program's net claims and administrative 
costs and to retire the  deficit on a schedule tha t  would minimize the  burden 
on future premium payers. The Administration's 1985 budget proposes a 
single employer plan premium increase to $7.00 per participant. GAO also 
believes tha t  closing the  loopholes in ERISA could reduce the  PBGC's future 
premium needs. 

Though the  5 percent special assessment proposal could encourage 
sponsors to improve the  funding of their plans, such assessments could also 
result in a substantial burden on financially weak sponsors. Since new plans 
generally start with a large unfunded liability, newer sponsors would 
probably be more burdened than older ones, which have had t ime t o  pay off 
their unfunded liabilities. The GAO is concerned about a possible negative 
effect on the  growth and operating practices of defined benefit plans. 
Participants could also be adversely affected if benefit increases were 
restricted t o  avoid increases in unfunded liabilities. Since, in GAO's opinion, 
the  amount of revenue tha t  would be generated by a 5 percent assessment 
far  exceeds the PBGC's requirements over the  next f ive years, GAO believes 
tha t  any special assessment established should be at a lower ra te  more 
closely aligned to PBGC's requirements. 

The GAO believes the  implementation of PPSSCC's recommendation 
for a variable ra te  structure tha t  considers some elements of exposure and 
risk would possibly provide a more equitable allocation of program costs, in 
addition to increased incentives to improve plan funding. 
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Insurance claims and the  PBGC's administrative costs a r e  financed 
primarily by premiums paid by pension plans, and GAO believes a n  
acceleration in the  premium collection schedule should only be implemented 
either to solve a cash flow problem or to save money for premium payers. 
Because the  PBGC does not have a cash flow problem, and additional income 
earned by PBGC would result in investment income forgone by premium 
payers, GAO believes that  the PPSSCC's proposal has limited usefulness at 
this time. 

GAO believes the PPSSCC's recommendation tha t  PBGC evaluate the 
use of private insurers has merit, because its implementation could lower 
the  level of premiums needed to pay PBGC's administrative costs and claims 
on terminated plans. 

implementation. Congressional action would be necessary to enact  the  
special assessment proposal, the  variable rate structure proposal, and t h e  
premium rate increase. Increased subcontracting and acceleration of the 
cash flow into PBGC could probably be accomplished through administrative 
action. 

S .  1227, introduced on May 5, 1983, contained a provision that, within 
two years, t h e  PBGC complete studies of a variable premium rate structure 
and alternatives for performing some or all of its functions in the  private 
sector. The bill also proposed a f la t  rate increase to reduce PBGC's deficit 
pending the results of this study, and it contained provisions designed t o  
close existing loopholes in ERISA. No action was taken on this bill before 
the  Congress recessed in November 1983. 

References. PPSSCC, Task Force Report on Boards/Commissions- 
Banking and Investment, pp. 5-33. GAO, Legislative Changes Needed t o  
Financially Strengthen Single Employer Pension Plan Insurance Program 
(HRD-84-5, November 14, 1983). GAO, Better Management of Private 
Pension Plan Data Can Reduce Costs and Improve ERISA Administration 
(HRD-82-12, October 1981). 
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ELIMINATE DONATIONS FROM THE COMMODITY CREDIT 
CORPORATION TO OTHER AGENCIES (AG-22) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) Five-Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority - 15 - 35 - 50 - 65 -80 -245 

Outlays - 15 - 35 - 50 - 65 -80 -245 

NOTE: Negative numbers indicate ne t  budgetary costs. 

PPSSCC Proposal. The commission proposes to hold donations by the  
Commodity Credit  Corporation (CCC) to other programs at $728 million, 
approximately the  1982 level. The CCC would continue t o  procure 
commodities--mostly dairy products and grains--through i t s  price support 
activities and to  distribute portions of i t s  inventories to  the  Food and 
Nutrition Service, to the  Veterans Administration, t o  penal institutions, and 
t o  foreign recipients under the Public Law 480 food aid programs. At 
present, t he  CCC receives reimbursement from some of these agencies for 
only a portion of these distributions. Under the  PPSSCC plan, the  CCC 
would release no stocks to  other agencies without reimbursement obtained 
through the  Congressional appropriations process. 

Budgetary Impact. The commission estimates that CCC donations 
would be halved by its proposals, for a net reduction in three-year outlays of 
roughly $1.2 billion. Though requiring agencies t o  reimburse the  CCC for 
donations might enhance the agencies' accountability t o  the Congress, CBO 
analysis finds no potential for budgetary savings. Any reimbursement t o  the  
CCC is merely an intragovernmental transfer, not a reduction in total  
budget outlays, and federal expenditures for CCC purchases through price 
support activities will still occur. In fact, CBO estimates tha t  outlays would 
actually increase if this proposal were implemented. Freezing CCC 
donations a t  the $728 million level would result in increased inventories and 
correspondingly greater storage costs, totaling about $245 million over five 
years. 

Program Impact. A donation level held at $728 million would reduce 
the  levels projected in the  CBO baseline by 55 percent t o  60 percent and 
would fall 60 percent below the  President's 1985 budget estimate. The 
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volume of commodities available for  donation to the  poor through charitable 
institutions accordingly would not increase. 

Implementation. The Secretary of Agriculture has the  authority to 
insti tute both t h e  decreased donation level and the  recommended reimburse- 
ment  practice. Agency reimbursements would be subject to appropriations 
action. 

Additional Comments. GAO believes the  PPSSCC proposal t ha t  
agencies be required to reimburse CCC for any surplus commodities 
received would impove accountability. GAO believes, however, t ha t  t he  
Secretary should seek t h e  advice and counsel of appropriate Congressional 
commit tees  before implementing the  recommendation, even though current  
law gives him authority over t he  disposition of CCC inventories. 

References. PPSSCC, Task Force Report on Financial Asset 
Management, pp. 107-9. 
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REQUIRE PROSPECTIVE PAYMENT SYSTEMS FOR MEDICAID HOSPITAL 
REIMBURSEMENT (LISAB-8) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 20 30 40 45 50 185 

Outlays 20 30 40 45 50 185 

PPSSCC Proposals. Expenditures for in-patient hospital services and 
long-term care  represent 73.2 percent of total  vendor payments under 
Medicaid. The PPSSCC proposals a t tempt  to  reduce costs in both of these 
areas but in very different ways. To reduce the growth on in-patient 
hospital expenditures t h e  PPSSCC recommends the following: 

o Require all states to replace retrospective (cost-based 
reimbursement systems with prospective (negotiated or fixed-rate) 
payment systems. 

o Encourage states to implement hospital rate-setting programs that 
would apply to all payers--both government and private insurers. 

o Create  competitive forces in the private and public health care 
sectors. 

To lower expenditures for long-term care  PPSSCC recommends: 

o Require prescreening and case management as a condition of 
participation in community-based service programs. 

Budgetary Impact. The requirement tha t  all states adopt prospective 
payment systems would affect the 26 states tha t  reimburse for in-patient 
hospital services using retrospective reimbursement methods. These 26 
states account for only 29 percent of in-patient hospital expenditures under 
Medicaid. The potential savings from prospective reimbursement methods 
also a re  limited because the inflation rate  is expected to be lower during 
1985-1989 than in the previous decade. Therefore, CBO estimates tha t  the 
annual savings from the proposal are likely to average roughly $40 million 
rather than the $160 million estimated by the PPSSCC. Savings during the 
five-year period 1985-1 989 would total $1 85 million. (Since the  PPSSCC 
views prospective payment systems as a temporary emergency measure to 
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be replaced by a competit ive system (MEDIC-I) in 1987, t h e  $135 million 
savings during 1987-1989 due to prospective systems would not  be realized. 
Thus, total savings for this proposal would be $50 million.) Since the  
PPSSCC did not provide specific proposals or cost es t imates  for t h e  
encouragement of all-payer systems or the  creation of competit ive forces  in 
t h e  health c a r e  sector,  no savings from these init iatives a r e  included in t h e  
CBO estimate.  

Prescreening and case management would not result  in cost savings 
unless they were combined with an  expansion in community-based services 
provided under Medicaid and a limit on expenditures for community-based 
services to t h e  level t h a t  would have resulted with institutional care. Since 
t h e  PPSSCC did not include ei ther  additional services or controls in their  
recommendations, no savings a r e  included in t h e  above table. This compares 
with a PPSSCC est imated savings of $145 million during t h e  f i rs t  year and 
$540.6 million during a three-year period. 

Program Impact. The requirement t h a t  all states use prospective 
reimbursement methods for all Medicaid hospitalization would have minimal 
impact  because a large majority of beneficiaries live in states t h a t  already 
have prospective payment systems. Moreover, development of al ternat ive 
reimbursement methods might b e  administratively burdensome in t h e  small  
states af fec ted  by this PPSSCC recommendation. The program impact  of 
the  three  less-specific recommendations cannot be assessed. 

Implementation. Legislation would b e  necessary to require t h a t  a l l  
states adopt prospective payment systems for in-patient hospital 
reimbursement and t h a t  a l l  states require prescreening and case 
management as a condition of participation in community-based service 
programs. Encouragement of all-payer systems and creat ion of competi t ive 
forces  in t h e  health care sector  might or might not require legislation 
depending on t h e  specific methods proposed. 

References. PPSSCC, Task Force Report  on Low Income Standards 
and Benefits, pp. 90-98. PPSSCC, Task Force Report  on Management Off ice  
Selected Issues, vol. IX, Federal  Health C a r e  Costs, pp. 1-65. GAO, 
Medicaid and Nursing Home Care: Cost Increases Are Creat ing Problems 
for the  States and the  Elderly (PE-84-1, October 21, 1983). GAO, The 
Elderly Should Benefit f rom Expanded Home Health C a r e  But Increasing 
These Services Will  Not Insure Cost Reductions (IPE-83-1), December 7, 
1982). GAO, Comments on a Health C a r e  Financing Administration 
Regional Office Report on New Jersey Diagnostic Related Group 
Prospective Reimbursement Experiment (HRD-83-63, June  15, 1983). GAO, 
A Primer on Competit ive Strategies  for Containing Health C a r e  Costs 
(HRD-82-92, September 24, 1982). 

139 



IMPROVE ENFORCEMENT OF SOCIAL SECURITY EARNINGS LIMIT 
(SSA-6) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 0 0 0 0 

Outlays 0 0 0 0 0 0 

PPSSCC Proposals. The PPSSCC has proposed tightening the Social 
Security Administration's (SSA's) enforcement of the current-law earnings 
test provisions so that  overpayments are  reduced. The earnings test reduces 
or eliminates Social Security retirement and disability benefits for workers 
who earn above a specified amount. For retired workers in 1984, the  
amount is $5,160 for those aged 62 to 64, and $6,960 for those 65 t o  69. 
Benefits above that amount are  reduced $1 for every $2 in earnings. The 
reductions are  withheld from benefits each year on the basis of annual 
reports filed by workers about their expected earnings. Benefits are 
adjusted yearly in a series of automatic data processing steps using actual 
earnings data. 

The PPSSCC recommends that  all retired workers aged 62 t o  69 and 
all disabled workers be notified annually of the earnings test requirement 
and that they estimate their earnings yearly. In addition, PPSSCC 
recommends stepped-up enforcement in the  collection of overpayments, 
along with the collection of interest on the overpayments. These steps 
would enable SSA to begin t o  reduce benefits for excess earnings earlier, 
accelerate cash flow, and add interest income to Social Security trust funds. 

Budgetary Impact. The commission estimates three-year outlay 
savings of $3 billion and $1 billion in revenue gains from its proposals. CBO, 
however, estimates that  little or no savings would result from these 
recommendations over the 1985-1989 period, although savings could occur in 
future years. Recent administrative actions in both the retirement (OASI) 
and disability (DI) programs have greatly reduced the overpayment error 
rates reported in the PPSSCC study. In addition, a modernized computer 
system would be needed to implement these proposals, and SSA is not 
scheduled to complete a new system until 1988. 
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By the  end of 1984, both the Social Security Administration's enforce- 
ment efforts and the  posting of earnings records should be up to date, 
negating the  three-year lag in reporting and enforcement tha t  existed when 
the  PPSSCC conducted its survey. In addition, the  error rates noted in t h e  
PPSSCC survey included overpayments through age 72, while current  law 
restricts earnings only through age  70. The error rates a r e  likely t o  be  
negligible in the future, as long as earnings postings are kept current. This 
up-to-date status of enforcement and of the earnings base would, in 
addition, act to negate any added savings from speeding the  recovery period 
for overpayments. Also, SSA probably could not accelerate its enforcement 
operations by as much as one year--as PPSSCC proposes--under the  present 
annual wage reporting system. Moreover, t he  DI rolls have been reviewed in 
the past three years, and many of those with earnings who should not be 
receiving benefits have been dropped. I t  is unlikely tha t  significant future  
savings can be achieved in this program. 

The determination of any remaining errors and collection of interest 
on future overpayments can only be implemented once SSA's modernized 
computer system becomes available. The PPSSCC report points this out, 
but also states tha t  there  is doubt the system can be fully operational in t h e  
t ime planned. Thus, the  data  processing required to implement the  
proposals will not be available until 1989 at the earliest. Since a 
modernized computer system will allow SSA to calculate and compute 
interest on any remaining overpayment, some savings could accrue a f te r  
tha t  date. 

Program Impact. 
benefits withheld as the 
with overpayments of 
known. 

In 1982, approximately 450,000 retired workers had 
result of earnings. The number of disabled workers 
benefits resulting from excessive earnings is not 

Implementation. The increased enforcement requires an "available 
and quality" automatic data  processing system. SSA's system is currently 
being updated, with a scheduled completion by 1988. The PPSSCC doubts, 
however, tha t  SSA will meet this deadline. On the  other hand, .it stresses 
the importance of the computer system in order to implement many of the 
enforcement recommendations. 

Reference. PPSSCC, Task Force Report on the Department of Health 
and Human Services, Social Security Administration, pp. 114-33. 
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COORDINATE AND AUTOMATE STATE WELFARE DATA 
(LISAB-5) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority * * 25 25 25 75 

Outlays * * 25 25 25 75 

*Less than $5 million in savings or costs. 

PPSSCC Proposals. Computerized da ta  and management systems for 
assistance (welfare) programs vary considerably among t h e  states in both 
extent  and sophistication. With considerable financial support from the  
federal  government, states have made much progress in automating the  Aid 
to Families with Dependent Children (AFDC), Medicaid, and Food Stamp 
programs in recent years. Federal  contributions have accounted for 90 
percent, 90 percent, and 75 percent, respectively, of automation e f for t s  in 
these three programs. The PPSSCC recommendations would affect 
automation only marginally--by accelerating present effor ts  to coordinate 
the  gathering of da ta  and issuing of regulations among programs, by 
standardizing recipient forms among programs, and by providing as a model 
t h e  Statewide Integrated Eligibility Determination and Recordkeeping 
System (SIEDRS). 

Budgetary Impact. On the  basis of evidence from one 
state-- Wisconsin--the PPSSCC est imates  total three-year savings of about 
$1.5 billion from automating and coordinating welfare da ta  and 
administration. But t he  PPSSCC recommendations would not require t h e  
states to speed up automation or adopt any particular automated system. 

Because the  recommendations would a f f ec t  automation only 
marginally, savings would be  much less than those associated with full 
automation. For example, if standardizing forms and coordinating da ta  
accounted for 10 percent of the  full savings from automation in Wisconsin, 
annual savings on a nationwide basis would be only $50 million. Even this 
es t imate  is probably too high; it includes savings from reduced error rates, 
which might accrue only to state and local governments rather than to the  
federal  government because of error r a t e  sanctions under current law. (This 
is discussed more fully under the  preceding item--LISAB-4). Moreover, i t  
would take  at least a year to implement these recommendations, and for a 
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year or  so thereaf te r  there  could b e  added administrative costs associated 
with changing current automated systems--for example, in adjusting to t h e  
new forms. Hence, t h e  CBO savings es t imate  of $25 million a year 
beginning in 1987 represents only an  order of magnitude. 

Program Impact. The PPSSCC recommendations would enhance t h e  
integration and automation of information on welfare program applicants 
and recipients. They would reduce administrative costs, and they might also 
reduce program error  ra tes  slightly. State and local governments would 
share  equally with t h e  federal  government in any savings. To whatever 
e x t e n t  error  ra tes  were reduced, they would also realize some additional 
savings. 

Implementation. The Departments  of Agriculture and Health and 
Human Services could implement these recommendations by administrative 
act ions or by regulatory act ions in coordination with t h e  Off ice  of 
Management and Budget. 

Additional Comments. GAO believes t h a t  PPSSCC's f i rs t  two 
recommendations--coordinating d a t a  and regulations and standardizing 
forms--have meri t  and can be implemented. GAO dismisses the  third 
recommendation--providing SIEDRS as a model--because SIEDRS has y e t  to 
be used or validated. 

References. PPSSCC, Task Force Report  on Low Income Standards 
and Benefits, pp. 56-66. GAO, Emphasis on Government's Effor ts  to 
Standardize Data  Elements and Codes for Computer Systems (8-1 15369, 
May 1974). GAO, Concerns About HHS' Ability t o  Effectively Implement 
Incentive Funding for State Information Systems in t h e  AFDC Program 
(HRD-8 1- 119, June  198 1 ). 
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IMPROVE INCOME VERIFICATION IN MEANS-TESTED PROGRAMS 
(LIS AB-4) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority -5 350 375 395 425 1,540 

Outlays -3 1 340 405 425 455 1,594 

NOTE: Negative figures indicate budgetary costs. 

PPSSCC Proposals. The many means-tested assistance programs use 
various methods t o  verify incomes reported by current and potential 
recipients. For example, in the Food Stamp and Aid t o  Families with 
Dependent Children (AFDC) programs, wage data from outside sources must 
be used to verify wages reported by recipients. And in the Food Stamp, 
AFDC, and Supplemental Security Income (SSI) programs, as well as in some 
states' Medicaid programs, recipients must furnish their Social Security 
numbers, allowing verification across programs and record-keeping systems. 
The PPSSCC recommendations would make available additional data for 
verifying incomes and resources and would otherwise strengthen verification 
procedures. They would: 

o Require all states to collect quarterly data on wages (ten states 
currently do not do so), and permit the use of these data in the  
Unemployment Insurance (UI), AFDC, Food Stamp, and Child 
Support Enforcement programs. 

o Amend the Tax Reform Act of 1976 to permit the disclosure of 
data on wages by the  Social Security Administration (SSA) and data 
on unearned income by the  Internal Revenue Service (IRS). 

o Require recipients to  submit their Social Security numbers and 
income tax returns as a condition of eligibility. 

o "Standardize and target" the use of available data in verification. 

o Require the Department of Housing and Urban Development (HUD) 
to use all available wage data in its annual review of housing 
managers in Section 8 programs. Related recommendations are 
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included in the  i tem entitled "Improve Verification of Applicants1 
Eligibility for  Housing Subsidies" (HUD-5) and are discussed there. 

Budgetary Impact. CBO believes tha t  these recommendations would 
yield some federal savings, but how much is uncertain. CBO's es t imate  
includes savings in the UI, SSI, Food Stamp, and Medicaid programs. Savings 
are excluded for AFDC and are lowered for the  Food Stamp program, 
because an assumed full imposition of fiscal sanctions for overpayments by 
the  states eliminates or reduces federal liability. 

In UI, the  use of quarterly wage data  to verify employment status and 
wages would save about $30 million annually a f te r  initial costs of $50 
million, as estimated by the  Department of Labor. In SSI, use of the  IRS 
files on unearned income to verify resources would save about $100 million 
in 1986, rising to $120 million in 1989. A feasibility study conducted by the  
IRS and SSA in 1978 estimated tha t  annual savings of $61 million would 
result from the checking of unearned income reported to the IRS; this 
estimate was increased by the  rise in SSI benefit payments since then. In 
the Food Stamp program, use of IRS files to verify resources would save an 
estimated $40 million annually; the  est imate  assumes tha t  overpayments 
relating to misreporting of resources--about 20 percent of client-caused 
errors--would be cut  in half. A portion of these reduced overpayments 
would lower federal costs, but a portion would also lower fiscal sanctions 
imposed on the  states. In both the  SSI and Food Stamp programs, savings 
are shown only for the recommendation related to  use of IRS unearned 
income records, because other records are currently used t o  verify incomes 
in these programs. 

In Medicaid, the  use of IRS unearned income da ta  to verify resources 
is estimated to save $210 million in 1986, rising to $265 million in 1989. 
This es t imate  is based on the joint IRS and SSA feasibility study noted 
above, in which 2.5 percent of SSI beneficiaries were estimated t o  be  
ineligible because their  assets were above program limits ($2,250 for a 
couple or $1,500 for a single person). This ineligibility rate is applied to 
aged Medicaid beneficiaries in receipt of cash payments, while the  rate 
applied to other Medicaid beneficiaries is reduced by one-half because the  
non-aged are assumed to have lower asset levels. Resulting savings are 
reduced to allow for overpayment recovery rates of about 50 percent. 

In AFDC, no savings a re  included because current law requires the  
imposition of fiscal sanctions on the  states for the  full amount of erroneous 
payments when error rates exceed 3 percent. Even if the PPSSCC 
recommendations eliminated errors caused by clients' misreporting of 
income and assets, no savings would accrue to the federal government. For 
example, the latest reported error rates in AFDC are 7.0 percent (April- 
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September 1981); if errors caused by income and resource misreporting were 
reduced to zero, the  error rate would fall t o  only 3.5 percent because such 
errors account for about half of total errors. Yet  3.5 percent is still above 
the  required error rate of 3 percent. Only if t he  fiscal sanctions were not 
imposed in full would there  be significant federal savings. 

CBO's estimate of annual savings is 15 percent to 50 percent of the  
range of savings estimated by PPSSCC--$667 million to $2,222 million each 
year. The PPSSCC estimates, based on an assumed 25 to 75 percent 
reduction in all erroneous payments, recognized neither tha t  existing fiscal 
sanctions would reduce federal government savings nor tha t  clients' errors 
attr ibutable to income and resource misreporting a r e  only one-half of total 
errors. Moreover, current law already requires considerable income 
verif ication--except for medically needy recipients of Medicaid--limiting 
any added savings from t h e  PPSSCC recommendations. Administrative 
costs associated with use of the income records could also be 
significant--particularly where recipient records are not computerized. On 
the  other hand, requiring applicants to provide their income t ax  returns as a 
condition of eligibility could dissuade them from applying and result in 
savings tha t  are not in CBO's estimate. Further, use of the IRS file to 
verify resources might add to estimates of overpayments made in t h e  
quality control programs. 

Program Impact. The PPSSCC recommendations would increase the 
targeting of benefits on intended beneficiaries by enabling a more accurate 
assessment of beneficiaries' incomes and resources. However, these 
proposals would entail a loss of privacy if appropriate safeguards t o  protect 
privacy were not implemented. 

Expenditures of state and local governments would be reduced if these 
recommendations were implemented. In a 1982 report proposing similar 
recommendations, the  GAO estimated tha t  federal government expenditures 
for overpayments resulting from misreporting of income and resources in  
the  AFDC and Medicaid programs (both partly financed by states and 
localities) were $314 million in fiscal year 1982. If these recommendations 
reduced overpayments by 25 percent, savings to state and local 
governments, exclusive of any administrative costs, would be about $100 
million a year (including savings in error ra te  sanctions in AFDC); if they 
reduced overpayments by 10 percent, savings would be about $40 million a 
year. 

Implementation. These recommendations would require both 
legislative and administrative action. They extend actions taken by t h e  
Congress in recent years to improve income verification, such as 
requirements in the  AFDC and Food Stamp programs to verify wages. 
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Additional Comments. GAO believes tha t  these PPSSCC 
recommendations have considerable merit  and a r e  feasible to implement, 
with two qualifications. First, GAO is concerned about income tax returns 
being required as a condition of eligibility (except for  t h e  HUD Section 8 
program) because of t he  risks of improper disclosure and of undermining the  
voluntary nature of t h e  income t ax  system. Moreover, income tax returns 
are of limited usefulness because they do not ref lect  current circumstances, 
which are better represented by quarterly wage data. Second, GAO believes 
tha t  t he  PPSSCC recommendation to target verification procedures in 
means-tested programs should be extended to social insurance and other 
federal  retirement programs. Moreover, GAO questions the  appropriateness 
of federally standardizing the  use of available data,  both because factors  
such as income are not defined uniformly among t h e  various programs and 
because the  states' needs for and abilities to use such da ta  vary. 

PP- 
Ver 
of 

References. PPSSCC, Report on Low Income Standards and Benefits, 
46-55. GAO, Legislative and Administrative Changes to Improve 

i f icat ion of Welfare Recipients' Income and Assets Could Save Hundreds 
Millions (HRD-82-9, January 1982). GAO, Testimony before 

Subcommittee on Oversight of Government Management, Senate  Committee 
on Governmental Affairs (December 16, 1982). GAO, Emphasis Needed on 
Government's Efforts to Standardize Data  Elements and Codes for  
Computer Systems (B-115369, May 1974). 
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REFINE VA RESPONSE TO GUARANTEED LOAN FORECLOSURES (VA-4) 

Annual Savings Cumulative 
Savings from (millions of doliars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 . Savings 

Budget Authority 82 0 54 64 80 280 

Outlays 183 75 50 63 78 449 

PPSSCC Pro osal. When a home loan guaranteed by the Veterans 
Administration + VA is foreclosed, the agency has two options for satisfying 
its obligation to the lender under the guaranty: i t  can pay off the guaranty-- 
that  is, the  lender's costs incurred as a result of the  loan up to 60 percent of 
the original principal or $27,500, whichever is less; or it can reimburse all 
the  lender's losses in exchange for t i t le to the  securing property, which can 
then be resold to recover some of the agency's costs. In about 95 percent of 
all foreclosures on VA-guaranteed loans, the  agency selects the la t ter  
course of action. Upon deciding to acquire the property securing the 
defaulted loan, the VA specifies a maximum allowable bid that  the lender 
may enter at the sale of the securing property. Lenders who bid above this 
amount forfeit the option of conveying the property to the VA in exchange 
for reimbursement of their losses on account of the loan. 

Before January 1983, the  VA set the specified bid at the  lower of the  
appraised value of the property or the sum of the lender's losses on account 
of the  loan. In that  month, however, new instructions were circulated 
within the agency requiring that  the appraised value be reduced for certain 
predictable maintenance and resale expenses before the comparison with the  
lender's losses is made. 

The PPSSCC recommends that the VA reduce the  appraised value by 
all costs related to the  acquisition and resale of the property--including 
administrative expenses and interest forgone on the cost of acquisition--to 
reflect more accurately the  value of the  property to  the agency. 

Budgetary Impact. The CBO estimates that, if VA-specified bids more 
accurately reflected the  true net value of acquired properties to  the agency, 
the  typical bid would fall from the current level of about 93 percent of the 
appraised value to about 80 percent of the appraisal. When the  VA-specified 
price was the successful bid at the foreclosure auction, the decrease in the 
bid amount would not affect  VA's obligation to the  lender nor the  agency's 
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net loss on the  transaction. The lower bid, however, could induce third 
parties to enter competitive bids at the  sale. If a third-party bid is 
successful, VA's obligation t o  the  lender decreases to the  sum of the  lender's 
losses reduced by the  proceeds of the  sale. 

The frequency with which third-party acquisitions would occur under 
this option cannot be precisely determined. The PPSSCC assumes tha t  third 
parties would acquire all such properties and thereby eliminate all future VA 
property acquisitions. A number of factors involved in foreclosure auctions, 
however, tend to  discourage third-party participation. In many areas, 
foreclosure sales are  poorly advertised. Sale notices may sometimes be  
limited to locations within the  county courthouse or even to law journals. 
Furthermore, many localities have stringent payment requirements to be 
met  by bidders at foreclosure auctions. Payment in full is normally required 
within 30 days of t h e  sale, but in some jurisdictions payment can be required 
within only 24 hours. Finally, many properties offered for sale at 
foreclosure auctions are still occupied. Few investors are willing to take on 
eviction proceedings, no matter  how a t t rac t ive  a price they might get on 
the  property involved. 

The GAO is currently analyzing a computerized listing of all 
foreclosure transactions involving VA-guaranteed loans during fiscal year 
1983. Third parties were the successful bidders in only about 30 percent of 
all foreclosure sales at which the  successful bid was 80 percent or less of 
the  appraised value. (For all VA foreclosure cases combined, third parties 
acquired properties only 3.5 percent of t he  time.) The savings est imate  
assumes that, if the  average VA-specified bid were reduced to 
approximately 80 percent of t he  appraisal, third-party bids would b e  
successful in 30 percent of the foreclosure auctions. 

I t  is even more difficult to determine the  price tha t  might be bid by a 
third party. Unless the  VA had more than one competitor for t he  property, 
there  would be no reason for  the  successful bid to be more than $1 above the  
VA maximum allowable bid. A third-party acquisition under these 
circumstances would not significantly a f fec t  total VA losses on the  property 
but would lower the  agency's initial outlay at the  t ime of the foreclosure 
sale. Competing third-party bidders, on the  other hand, could raise the  level 
of the  successful bid to a point at which the  agency saved a substantial 
amount. Such situations are not expected to occur frequently, however, and 
therefore the  CBO assumes that third-party bids would average 110 percent 
of t h e  VA-specified bid. 

The CBO analysis results in an estimated outlay savings of $308 
million in t h e  first  three years. These savings a re  slightly higher than t h e  
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PPSSCC estimate of $225 million, but they a re  spread very differently over 
the  three-year period. Also, the CBO estimate reflects the  reduction in 
budget authority and outlays, while the  PPSSCC has estimated the  reduction 
in costs. 

Program Impact. The effect of this proposal on veterans obtaining 
guaranteed home loans and on lenders making such loans would be minimal. 
Borrowers whose VA-guaranteed loans were foreclosed could be affected, 
however. The proceeds of the  foreclosure sale represent the  amount by 
which the borrower's indebtedness is currently considered by the  VA to be 
satisfied by the sale of the  securing property. Since a decrease in the  VA- 
specified bid would, in most cases, result in a lower f oreclosure-sale price, 
the  remaining indebtedness of many foreclosed mortgagors would be higher 
than under current practices. 

Implementation. This recommendation involves administrative 
changes only. 

Additional Comments. As part of the 1985 budget package, the  
Administration has announced a number of policy changes involving the  VA 
loan guaranty program. One of these changes would be to stop acquiring 
properties in the case of all foreclosures of VA-guaranteed loans that  occur 
after March 1, 1984. This change would preclude the PPSSCC 
recommendation. Although the  Administration's policy change is expected 
to  result in larger first-year savings than those estimated for the PPSSCC 
recommendation, the  Administration's action is estimated to increase 
outlays in 1987-1989 by between $70 million and $100 million a year. 

References. PPSSCC, Task Force Report on the Veterans 
Administration, pp. 40-46. CBO, The Financial Condition of the Loan 
Guaranty Revolving Fund: Current Status and Future Prospects 
(forthcoming). 
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REDUCE ERRORS IN VA CLAIMS PROCESSING (VA-2) 

Annual Savings Cumulative 
Savings from (millions of doliars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority The budgetary impact of the PPSSCC recommendations 
cannot be estimated with available information. 

Outlays 

PPSSCC Proposals. The PPSSCC proposes that the Veterans 
Administration (VA) improve its systems and procedures for processing 
claims for benefits in order to prevent errors, to  detect  errors before 
awarding benefits, and to identify and eliminate recurring sources of errors. 

Budgetary Impact. The PPSSCC estimated that the VA could save 
$1.5 billion over three years if the  agency doubled the rate at which errors 
in benefit payments were detected and corrected. The PPSSCC arrived at 
this estimate by assuming that  the agency could double the amount of 
accounts receivable it currently establishes each year with better error 
detection. The PPSSCC did not, however, recognize that many accounts 
receivable (A/Rs) a re  unrelated to benefit overpayments (such as 
indebtedness remaining after the foreclosure of a guaranteed home loan) and 
that the majority of errors that  do result in overpayments are  not 
committed by agency personnel and therefore may not be responsive to  
agency correction efforts. The VA has estimated that, of the $178 million 
in education A/Rs established during fiscal year 1983, only about 16 percent 
resulted from processing delays and errors. The VA does not capture the 
amount of compensation and pension overpayments caused by agency error 
because no A/R is established. Compensation and pension beneficiaries are  
not required to  return overpayments caused by agency error. Thus, of the  
nearly $400 million in compensation, pension, and education A/Rs 
established in 1983, less than $30 million resulted from agency error. The 
remaining $370 million in overpayments were caused by delays or errors on 
the part of schools, beneficiaries, or other individuals over whom the agency 
has no control. The largest savings from improving the  error detection rate  
would likely be from reducing compensation and pension errors. However, 
without data on the current volume of these errors, it is not possible to 
determine the potential savings. 
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Program Impact. The VA has recognized many of the problems 
discussed in this section of the  PPSSCC report and has taken a number of 
steps in the last few years to improve error detection. Two Inspector 
General's reports (Project Number 1-AB-003, July 1983; Project Number 3- 
AB-G99-020, January 1983) have resulted in a number of positive steps to 
reduce overpayments. Certain PPSSCC suggestions, such as tracking the  
processing errors that  result in compensation and pension overpayments, 
would most likely result in improved error detection. Other suggestions, 
such as doing a $3-5 million comprehensive study of causes of errors, might 
not demonstrate an acceptable cost-benefit ratio. Still others, such as 
delaying awards until all benef iciary-supplied information has been verified, 
might cause substantial delays in the receipt of benefit payments by 
beneficiaries. 

Implementation. Although an appropriation may be needed to finance 
the  $3-5 million study recommended by the  PPSSCC, the  other proposals 
could most likely be implemented through administrative action. 

References. PPSSCC, Task Force Report on the  Veterans 
Administration, pp. 21-29. GAO, Legislative and Administrative Changes to 
ImDrove Verification of Welfare Recioients' Income and Assets Could Save ._ - - - 
Hundreds of Millions (HRD-82-9, January 1982). GAO, Veterans 
Administration's Practices for Allowing Educational Benefit Payments for 
Courses Not Successfully Completed (HRD-83-47, March 1983). GAO, 
Overpayments of Education Benefits Could Be Reduced for Veterans 
Enrolled in Non-College Degree Courses (HRD-8 1-154, September 198 1). 
GAO. Further Actions Needed to Resolve VA's Educational Assistance 
Overpayment Problem (HRD-78-45, February 1978). GAO, Educational 
Assistance Overpayments, a Billion Dollar Problem--A Look at the Causes, 
Solutions, and Collection Efforts (MWD-76-109, March 1976). 
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CHAPTER IV. NONDEFENSE DISCRETIONARY SPENDING AND 
OFFSETTING RECEIPT§ 

The PPSSCC has made numerous recommendations affect ing non- 
defense discretionary spending--a category t h a t  encompasses a reas  as 
widely varying as federal  highway assistance, health care for  veterans, agri- 
cultural  loans, research and development spending, and t h e  day-to-day 
operations of most a rms  of t h e  federal  government. 1/ Other  proposals 
would a f f e c t  offset t ing receipts--for example, income from t h e  sale of 
government-owned natural  resources--that are subtracted from spending in 
calculating ne t  federal  outlays. CBO and GAO have reviewed 30 of t h e  
commission's recommendations in these areas,  and CBO was able  to prepare 
budget impact  es t imates  for  24 of them. CBO est imates  t h a t  these two 
dozen proposals would produce outlay savings of more than $60 billion over 
t h e  1985-1989 period, with 60 percent  of t h a t  total  appearing in "off budget" 
accounts. Total  savings t h a t  could b e  achieved by implementing all of t h e  
changes simultaneously a r e  difficult to calculate,  however, because of 
overlaps and interactions among t h e  proposals. 

The PPSSCC recommendations in these a reas  fa l l  into four general  
categories: modifying loan programs and altering federal  debt-collection 
practices; modifying spending programs; increasing receipts f rom t h e  sale  of 
natural  resources or  federally provided services; and making more efficient 
use of government funds and general  management improvements. - 2/ 

MODIFYING LOAN PROGRAMS AND ALTERING FEDERAL 
DEBT-COLLECTION PRACTICES 

CBO and GAO reviewed three  proposals to modify federal  direct  loan 
programs and f ive recommendations t o  a l te r  debt-collection or o ther  loan- 
management practices. 

1. Programs a r e  considered discretionary if  t h e  law establishes no 
ent i t lement  to benefits  from them. The Congress sets spending levels 
through t h e  appropriations process--by establishing budget authority, 
loan limits, expenditure limits, or obligation ceilings. 

2. Management savings associated with reductions in federal  personnel 
costs a r e  discussed in Chapter  V. 
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Modifying Loan Programs 

By f a r  t h e  largest  five-year savings in this group--and in t h e  en t i re  
nondefense discretionary spending area--would result f rom the proposal to 
replace cer ta in  direct  loan programs with loan guarantees. The PPSSCC 
would conyert  t h e  direct  loan programs of t h e  Farmers  Home Administra- 
tion and t h e  major business loan programs of t h e  Small Business Administra- 
t ion into guaranteed loan programs, with t h e  government guaranteeing no 
more than 75 percent  of t h e  principal amount. This would transfer more 
responsibilities and risk to t h e  private sector  and encourage more careful 
selection of loan recipients. On t h e  other hand, such a shift  would increase 
borrowers' costs in those programs tha t  currently have subsidized interest  
ra tes ,  thus reducing t h e  programs' ability to serve households and businesses 
with limited financial resources. 

CBO es t imates  t h a t  this change would reduce total on- and off-budget 
outlays by more than $40 billion over t h e  1985-1989 period--largely because 
loan disbursements averaging about $9 billion per year would be forgone. 
Long-term savings would b e  appreciably less, however, because t h e  federal  
government would also forgo t h e  repayments, which currently s t r e t c h  out  
over periods as long as 50 years. The PPSSCC es t imates  t h a t  long-term, 
steady-state savings from reductions in interest  subsidies, processing costs, 
default  payments, and interest  costs would to ta l  about $1.9 billion over a 
three-year period. CBO has not developed an  equivalent estimate.  

Two related proposals would make other  changes in loan programs. 
The more sweeping change would raise interest  r a t e s  on 13 programs ranging 
from Rural Electrification Administration loans and reduced-interest resi- 
dential  mortgages to loans made to developing nations by the Agency for 
International Development. CBO estimates that raising interest rates to the 
levels specified by t h e  commission would reduce n e t  outlays by $1.4 billion 
over t h e  1985-1989 period. As with t h e  previous proposal, however, this 
change would reduce access to credi t  for t h e  most needy borrowers. The 
PPSSCC also recommends consolidating several  student loan programs into 
t h e  existing Guaranteed Student Loan (GSL) program--a change t h a t  CBO 
est imates  would reduce net federal  outlays by about $2 billion over t h e  
1985-1989 period. - 3/ 

3. Other  PPSSCC proposals affect ing t h e  GSL program a r e  described in 
Chapter  111. 
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TABLEIV-1. CBO ESTIMATES OF OUTLAY SAVINGS FROM PPSSCC 
PROPOSALS TO MODIFY LOAN PROGRAMS OR ALTER 
DEBT-COLLECTION PRACTICES (Ry fiscal year, in billions 
of dollars) 

Proposal 

Cumulative 
Five- Year 

1985 1986 1987 1988 1989 Change 

MODIFY LOAN PROGRAMS 

Replace direct  loan programs 
with loan guarantees 

On - budget * * 0.1 0.5 0.8 1.4 
Off-budget 6.7 8 . 3  8.3 8.2 7.6 39.0 

Raise interest  ra tes  on 
government loans * 0.1 0.2 0.4 0 .6  1.4 

Consolidate the  Department 
of Education's student loan 
programs 0 . 3  0.5 0.4 0.4 0.4 2.0 

ALTER DEBT-COLLECTION PRACTICES AND PROGRAM MANAGEMENT 

Use IRS refund offsets 
t o  increase collection of 
delinquent debts 0.2 0.3 0.4 0.6 0.9 2.4 
Increase debt collection 

Charge interest  and penalties 

Apply market practices 
to direct  federal lending 0.2 0.2 0.2 0.2 0.2 0.9 

Improve credit  processing 
and federal debt-collection 
management - a/ a/ a/ a/ a/ - a/ 

On-budget total  - b/ 0.7 0.9 1.3 2.1 2.9 8.1 

through outside effor ts  0 0 0 0 0 0 

on delinquent debt 0 0 0 0 0 0 

Off-budget 6 .7  8.3 8.3 8.2 7 .6  39.0 
~~~~ 

SOURCE: Congressional Budget Office 
* Less than $50 million. 
a. Lack of available information precludes estimating this proposal. 

b. Total savings if all proposals were enacted simultaneously would differ 
from those shown here because of overlaps among items. 
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Altering Debt-Collection and Other Loan- 
Management Practices . 

Five PPSSCC proposals reviewed by CBO and GAO would leave the  
basic structure of current federal loan programs intact  but alter the prac- 
tices used by the  federal government to manage the  programs and to collect 
monies owed. The most sweeping of them would involve deducting nontax 
debts owed the government from federal income tax refunds otherwise due 
to delinquent borrowers. CBO estimates tha t  adopting this practice--which 
is now used by the  federal  government only to collect delinquent child- 
support payments, but which is used by 17 states to collect other sorts of 
debts--would increase federal receipts by $2.4 billion over the  1985-1989 
period. GAO has long supported the use of IRS offset as a means of collect- 
ing debts. Two related PPSSCC proposals t o  increase debt collections-- 
using private-sector collection agencies t o  collect from delinquent debtors 
and charging interest  and penalties on delinquent debts--are estimated t o  
have no budgetary impacts, because they a r e  already permissible under the  
Debt Collection A c t  of 1982. 

A fourth PPSSCC proposal t o  apply market practices t o  direct  federal 
lending--specif ically, to establish nonrefundable application and origination 
fees sufficient to cover processing costs--would produce f ive-year savings of 
about $0.9 billion, according to CBO. Finally, t h e  PPSSCC has proposed 
several management improvements in federal credit-processing and debt- 
collection practices, including establishing a central credit  office in each 
lending agency, developing uniform credit definitions, and improving 
management information systems. These recommendations a r e  similar to 
ones GAO has made. CBO was not able to estimate the savings tha t  could 
be achieved by making these changes; however, the  PPSSCC estimates of a 
$5.6 billion reduction in delinquencies and an $8.1 billion reduction in 
defaults over three years appear t o  be optimistic. 

MODIFYING SPENDING PROGRAMS 

CBO and CAO reviewed six proposals t ha t  would modify nondefense 
discretionary spending programs--f our affecting medical care and two deal- 
ing with other program areas. 

Medical Care  

One PPSSCC proposal calls for increasing cost recovery for medical 
care  provided by the  Veterans Administration (VA) and the  Indian Health 
Service (IHS). The four elements of this proposal involve adopting Medicare 
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TABLE IV-2- CBO ESTIMATES OF OUTLAY SAVINGS FROM PPSSCC 
PROPOSALS TO MODIFY DIRECT SPENDING PROGRAMS 
(By fiscal year,  in billions of dollars) 

Proposal 

Cumulative 
Five - Y e a r  

1985 1986 1987 1988 1989 Change 

REDUCE MEDICAL CARE COSTS 

Increase cost recovery for  
medical c a r e  by VA and IHS 0.3 0.3 0.3 0.3 

Phase out  VA health 
c a r e  facil i ty construction * 0.1 0.1 0.1 

Eliminate excess hospital 
capaci ty  - a/ - a/ a/ - a/ 
Improve planning and 
resource allocation 
in VA hospitals - a/ a/ a/ a/ 

MODIFY OTHER PROGRAMS 
Consolidate federal  highway 

Improve procurement 
policies for t h e  Strategic  
Petroleum Reserve 

(Off -budget) 

program categories * 0.1 * * 

0.1 0.1 0.1 0.1 

On-budget Total  b/ 0 . 3  0.5 0.4 0.4 
---- 

Off -budget TotaI-b/ - 0.1 0.1 0.1 0.1 

3 . 4  1.5 

0.1 0.5 

- a/ - a/ 

* 0.2 

-E 0.3 

0.5 2.2 
* 0 .3  

- 

SOURCE: Congressional Budget Office 
* Less than $50 million. 
a. This proposal is not sufficiently specific for  a budgetary impact  

estimate.  
b. Total  savings if a l l  proposals were enacted simultaneously would differ 

f rom those shown here because of overlaps among items. 
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hospital and physician reimbursement rates; contracting with fiscal inter- 
mediaries to  process reimbursement claims; eliminating clauses in health 
insurance contracts tha t  exclude the  federal government from cost 
recovery; and establishing a means test for veterans without service- 
connected disabilities who a r e  seeking VA health care. 

GAO believes tha t  adopting Medicare hospital and physician reim- 
bursement ra tes  has merit; while specific savings cannot be estimated, it 
believes significant amounts could be saved. However, CBO and GAO found 
tha t  the PPSSCC's estimated savings of $750 million in administrative costs 
through contracting with fiscal intermediaries appear to be clearly over- 
stated. The estimated first-year VA savings a r e  nearly 7% t imes the  
agency's total administrative expenditures for contract  care  in 1982. CBO 
and GAO also found that  the PPSSCC's estimated savings of $195 million in 
avoided duplicate payments through the use of a financial intermediary was 
based on an  erroneous assumption. Thus, CBO and GAO concluded tha t  t he  
savings from eliminating duplicate payments would be quite small and would 
be offset by the higher cost of processing. 

Concerning the PPSSCC's recommendation t o  establish a means test 
for veterans with non-service-connected disabilities, VA is already 
implementing such a test as authorized by Public Law 96-330. This would at 
least partially negate the PPSSCC savings estimated by having VA 
aggressively pursue medical care cost recovery from veterans who can 
afford private third-party insurers or pay their full medical care  costs. 
Also, savings would be limited because the means test would not result in 
savings from denying veterans admission until a sufficient number of beds 
had been vacated to permit closing down an entire bed section. CBO 
estimates tha t  the  means test would produce five-year savings of $1.5 
billion, while denying 7 percent of all hospital admissions and 1 percent of 
outpatient visits. 

A second PPSSCC proposal calls for the VA t o  stop constructing addi- 
tional nursing home facilities and, instead, cover future needs by converting 
under used acute-care beds to extended-care use and contracting with 
private nursing home operators. CBO estimates tha t  these changes could 
save about $0.5 billion over the  1985-1989 period with l i t t le  impact on 
patient care. Another recommendation is to eliminate excess hospital 
capacity by reducing reimbursement ra tes  under Medicare and altering the  
nature of tax-exempt financing for hospitals. Finally, the  PPSSCC proposes 
to improve planning and resource allocation in VA hospitals by adopting a 
model based on diagnosis-related groups (DRGs) such as tha t  used in t h e  
Medicare program. The PPSSCC estimates three-year savings at $0.9 billion 
and $4.9 billion for these last two recommendations. Although CBO has not 
been able to estimate the savings from these proposals because they a r e  not 
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sufficiently specific, it appears t h a t  t h e  l a t t e r  one, a t  least, may b e  over- 
stated. GAO agrees  with t h e  thrust  of t h e  recommendations t h a t  improved 
planning and resource allocation should achieve more efficient and economi- 
cal  use of VA's facilities. GAO believes, however, t h a t  PPSSCC's savings 
es t imate  of $4.9 billion over th ree  years is inflated, because it is based on 
realizing an occupancy r a t e  t h a t  VA is already achieving. 

Other  Programs 

Two other PPSSCC recommendations reviewed by CBO and GAO 
would modify domestic direct-spending programs in areas other  than health. 
One calls for  consolidating roughly 20 federal  highway programs into 12, and 
eliminating special-purpose programs tha t  direct  funds to particular states 
or highway projects. CBO es t imates  t h a t  eliminating t h e  special-purpose 
programs would reduce federal  outlays by $0.2 billion over t h e  next f ive 
years; CBO does not expect  t h a t  any savings would derive from t h e  program 
consolidation. G A 0  favors consolidating closely related programs within a 
functional a rea ,  but it  does not have a basis for est imat ing t h e  impact  of t h e  
PPSSCC proposal. 

The PPSSCC proposes to reduce costs associated with filling t h e  
Strategic  Petroleum Reserve (SPR) by specifying what it character izes  as a 
slower fill ra te ,  and by eliminating a current  legislative requirement t h a t  oil 
bound for  t h e  SPR be carried on U.S. f lag ships. CBO es t imates  t h a t  t h e  
l a t t e r  change would produce savings of about $0.3 billion over t h e  1985-1989 
period. However, CBO does not a t t r ibu te  any savings to filling t h e  SPR at 
t h e  r a t e  specified by t h e  PPSSCC, because a r a t e  appreciably below t h a t  
was already approved for  1984 and therefore  is in t h e  baseline. With regard 
t o  eliminating requirements t h a t  oil bound for  t h e  SPR b e  carried on U.S. 
f lag ships, GAO believes t h e  Congress will need to consider both costs and 
benefits  before act ing on t h e  recommendation. Cargo preference legislation 
provides a trade-off of higher government procurement costs in return for  
helping to ensure t h a t  U.S. f lag  tankers a r e  available for  national security 
needs. In making i t s  recommendation, t h e  PPSSCC did not indicate t h a t  it 
considered either national security benefits  or potential  a l ternat ive mari- 
t ime subsidy costs. 

INCREASING RECEIPTS FROM THE SALE OF 
NATURAL RESOURCES AND FEDERALLY PROVIDED SERVICES 

A third set of PPSSCC proposals affect ing nondefense discretionary 
spending programs would increase federal  receipts  f rom t h e  sale  of natural  
resources or federally provided services. 
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Natural  Resource Sales 

The PPSSCC proposes to increase receipts  resulting from Forest  Ser- 
vice t imber sales  by imposing a more rapid payment schedule than is now 
generally used. CBO est imates  t h a t  this change would increase federal  
revenues by about $0.4 billion during t h e  next f ive years. Requiring earlier 
payments could, however, reduce t h e  size of bids on f u t u r e  cont rac ts  while 
creat ing cash-f low problems for companies t h a t  already hold unprofitable 
contracts. In GAO's view it is is inappropriate to make changes before t h e  
results of t h e  Forest  Service's revised payment regulations a r e  evaluated 
since they a r e  designed both to acce lera te  cash flow and to encourage 
earlier t imber harvest. 

The PPSSCC also proposes accelerat ing t h e  sale  of public lands by t h e  
Bureau of Land Management. CBO es t imates  this would increase receipts 
by about $0.1 billion during t h e  1985-1989 period. Under current  law, much 
of t h e  revenue from land sales goes to earmarked revolving funds (primarily, 
t h e  Reclamation Fund). To implement fully t h e  PPSSCC proposal, the  law 
must be changed so t h a t  these revenues can go into t h e  general  fund of t h e  
Treasury. 

A third commission recommendation in this  a r e a  would cal l  upon t h e  
Department  of t h e  Interior to evaluate  and use, as appropriate, a l ternat ive 
bidding systems in offering leases for oil and gas exploration on t h e  Outer  
Continental Shelf. Because the Department already matches bidding sys- 
t e m s  to t r a c t s  based on its assessment of the risk inherent in each t r a c t ,  
CBO est imates  t h a t  t h e  PPSSCC proposal would have no budgetary impact 
relative to current  policy. Although t h e  legislative requirement to experi- 
ment  with al ternat ive bidding systems in 20 to 60 percent of offshore oil and 
gas  lease sales expired at the  end of fiscal  year 1983, nothing prevents t h e  
Department  from continuing t o  study and use those systems, as recom- 
mended by t h e  PPSSCC. The Congress would have to e n a c t  legislation 
requiring t h e  continued use of a l ternat ive bidding systems to ensure their  
use. GAO has recently recommended t h a t  such legislation be extended. 

Federally Provided Services 

The PPSSCC proposes to increase federal  receipts  in another a r e a  by 
imposing user fees for cer ta in  services provided by t h e  U.S. Coast Guard, 
including search-and-rescue missions in non-life-threatening situations, 
short-range aids to navigation, domestic icebreaking, and bridge administr- 
ation. CBO est imates  t h a t  combining elements  of two proposed user-fee 
schemes could generate  $3.8 billion in receipts over t h e  next f ive years, but 
this  es t imate  is very sensitive to assumptions regarding how t h e  proposal is 
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TABLEIV-3. CBO ESTIMATES OF NET OUTLAY SAVINGS FROM 
PPSSCC PROPOSALS TO INCREASE RECEIPTS FROM THE 
SALE OF NATURAL RESOURCES OR FEDERALLY 
PROVIDED SERVICES (By fiscal year, in billions of dollars) 

Proposal 

Cumulative 
Five - Year 

1985 1986 1987 1988 1989 Change 

INCREASE RECEIPTS FROM NATURAL RESOURCE SALES 
Improve timber sales 
cash management 0.2 0.3 0.2 -0.1 -0.1 0.4 

Sell unneeded public 
land * * * * * 0.1 
Improve management of 
Outer Continental Shelf 
oil and gas leasing program 0 0 0 0 0 0 

INCREASE RECEIPTS FROM OTHER FEDERALLY PROVIDED SERVICES 
Impose user fees  for cer ta in  
U.S. Coast Guard services 0.7 0.7 0.8 0.8 0.8 3.8 
Reduce costs of power 
marketing ad  minist r a t  ions 0 0.3 0.9 0.9 1.1 3.0 

Increase private participation 
in. the commercial  uses of 
space 0 0 0 0 0 0 

Total  0.9 1.3 1.9 1.6 1.8 7.3 
----- 

SOURCE: Congressional Budget Office 
* Less than $50 million. 
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phased in and t h e  services covered. As f a r  back as 1955, GAO recommended 
t h a t  t h e  Coast Guard consider charging for  selected services performed 
primarily for  t h e  benefit  of specific user groups. 

The PPSSCC has recommended three  changes t h a t  would reduce t h e  
ne t  federal  costs  associated with f ive federal  power marketing administra- 
t ions (PMAs) t h a t  sell and t ransmit  e lectr ic i ty  produced from dams built and 
operated by t h e  Bureau of Reclamation and t h e  Corps of Engineers. Specifi- 
cally, t h e  commission would require t h a t  PMAs pay back federal  invest- 
ments  on a timely basis and at market  interest  rates;  would charge a fee for  
water  used to generate  electricity;  and, finally, would sell t h e  PMAs to 
nonfederal enti t ies.  CBO es t imates  t h a t  implementing t h e  f i r s t  two changes 
would generate  $3.0 billion in additional receipts over t h e  next f ive years; it 
is expected t h a t  arranging for  t h e  sale of t h e  PivlAs would t a k e  a t  least  f ive 
years. CBO es t imates  tha t ,  if implemented, the  repayment and user-fee 
proposals could raise t h e  prices charged for  PMA-generated electr ic i ty  by 
perhaps 20 to 25 percent. Sale of the  PMAs would increase wholesale prices 
t o  distributors by somewhat less than 80 percent,  but  would sti l l  leave them 
below the national average. 

GAO supports the first recommendation but has reservations about the 
second because of recent  changes that have increased PMAs' power r a t e s  
significantly. With regard to selling t h e  PMAs, GAO believes consideration 
needs to be given to how t h e  other purposes of these facilities, such as 
irrigation and flood control would be met. GAO also believes consideration 
needs to be given to t h e  preference rights of electr ic  cooperatives and other  
public bodies t h a t  now receive lower-cost power from these facilities. 

A last PPSSCC proposal in this area calls for increasing private 
participation in t h e  commercial  uses of space by privately financing a 
possible f i f th  space shut t le  and by shifting to private industry responsibility 
for fu ture  expendable launch vehicles. Neither C00 nor t h e  PPSSCC esti- 
mates  t h a t  these  proposals would produce any near-term savings relative t o  
t h e  current  policy baseline, but  economies might be realized in t h e  future. 
G A 0  believes t h e  recommendation warrants consideration; however, t h e  
PPSSCC does not address t h e  many policy and legal questions related to 
such a recommendation, nor does i t  address t h e  potential  impact  on govern- 
ment  operations t h a t  a joint government/industry National Space Trans- 
portation System venture could have. 
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MAKING MORE EFFICIENT USE O F  FEDERAL FUNDS 
AND ACHIEVING OTHER MANAGEMENT SAVINGS 

A final set of PPSSCC proposals in t h e  nondefense discretionary area 
is intended t o  reduce costs of government purchases and increase the  effi- 
ciency of government operations. 

Labor-Cost Savings on 
Government Contracts  

The commission proposes to reduce outlays for  t h e  purchase of goods 
and services by repealing or modifying a number of s ta tu tes  tha t  raise labor 
costs  on federal  contracts.  One of these--the Davis-Bacon Act--requires 
tha t  contractors  engaged in federally funded construction work pay mini- 
mum "prevailing" wage ra tes  and fringe benefits  to their  workers. The 
Service Cont rac t  Act imposes similar requirements on contractors  providing 
services to t h e  federal  government. The Walsh-Healey Public Contracts  Act 
and related s ta tu tes  require tha t  workers on federal  cont rac ts  above some 
minimum be paid an overt ime premium for  work over 8 hours a day, even if 
they are not working more than 40 hours per week. All of these laws 
increase labor costs on federal  cont rac ts  above what they would otherwise 
be. If they were al l  repealed, as t h e  PPSSCC recommends, CBO es t imates  
t h a t  outlays over t h e  next f ive years would be reduced by $3.2 billion, $0.2 
billion, and $1.9 billion for each of t h e  laws in turn. 

GAO believes there  is meri t  in t h e  PPSSCC's recommendation to 
repeal t h e  Davis-Bacon and Service Contract  Acts. In both cases, however, 
GAO believes executive branch officials should consider monitoring t h e  
e f f e c t  of repeal to determine whether there  a r e  severe adverse e f f e c t s  on 
workers. GAO has not performed work dealing with repeal of t h e  Walsh- 
Healey Act; however, based on work done on t h e  application of t h e  act, 
CAO believes other  commission recommendations in this a r e a  have merit .  

Other Management Savings 

The final set of PPSSCC proposals examined in t h e  nondefense discre- 
tionary spending a r e a  were seven recommendations intended to realize 
efficiencies in the  operation of a wide range of government programs. CBO 
was able to prepare savings est imates  for four of them; in the  other cases, 
ei ther  t h e  proposals were not sufficiently specific t o  make an  es t imate  
possible, or t h e  data necessary to prepare an es t imate  were unavailable. 
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TABLEIV-4. CBO ESTIMATES OF OUTLAY SAVINGS FROM PPSSCC 
PROPOSALS TO MAKE MORE EFFICIENT USE OF 
GOVERNMENT FUNDS AND ACHIEVE OTHER 
MANAGEMENT SAVINGS (By fiscal year, in billions of 
dollars) 

Proposal 

Cumulative 
Five -Y ear  

1985 1986 1987 1988 1989 Change 

LABOR COSTS IN GOVERNMENT CONTRACTS 
Repeal or modify 
Davis-Bacon A c t  0.2 0.6 0.7 0.8 0.9 3.2 

Repeal or modify 
the  Service Contract Act * * * * * 0.2 

Repeal or modify the  
Walsh-Healey Public 
Contracts Act 0.1 0.3 0.5 0.5 0.6 1.9 

ACHIEVE OTHER MANAGEMENT SAVINGS 
Encourage electronic 
transfer of federal funds 1.2 * * * * 1.2 
Reduce the  size of government 
vehicle fleets 0.2 0.1 * * 0.1 0.4 

Make timely federal payments 
for procurement and grant 

Improve verification of 
applicants' eligibility for 

Improve research and 

programs 0 0 0 0 0 0 

housing subsidies 0 0 0 0 0 0 

development management - a/ a/ - a/ a/ a/ al 

(Con t hued)  
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TABLE IV-4. (Continued) 

Proposal 
Cumulative 

1985 1986 1987 1988 1989 Five-Year 
Change 

Increase use of performance 
specifications for federal 
construction projects - b/ - b/ b/ b/ b/ - b/ 
Upgrade obsolete computer 

b/ hardware and software 
Total 1.7 1.0 1.2 1.3 1.6 6 . 9  

- - - - -  b/ b/ b/ b/ b/ - 

SOURCE: Congressional Budget Office 
* Less than $50 million. 
a. This proposal is not sufficiently specific for a budgetary impact 

b. 
estimate. 

Lack of available information precludes estimating this proposal. 
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Of t h e  proposals considered, t h e  largest  savings--$l.2 billion over f ive  
years, as est imated by CBO--would b e  achieved by encouraging t h e  use of 
direct  deposit /electronic fund t ransfers  by recipients of federal  payroll and 
benefit  disbursements. However, most of t h e  savings would be derived from 
delaying t h e  mailing of checks to those who d o  not elect t h e  direct  deposit 
option. In GAO's opinion, t h e  recommendations a r e  consistent with 
principles of sound cash management , because decelerating disbursements 
generally benefits  t h e  government. As t h e  PPSSCC recognizes, however, 
there  a r e  cer ta in  practical  and legal obstacles t h a t  must b e  overcome 
before EFT can be made mandatory. 

CBO est imates  t h a t  t h e  PPSSCC's recommendation to reduce t h e  size 
of t h e  federal  government's vehicle fleet would save $0.4 billion over t h e  
same period--about one-fourth of t h e  three-year savings e s t i m a t e  prepared 
by the PPSSCC. GAO has previously recommended t h a t  improved vehicle 
management information systems be developed; it contends t h a t  t h e  opti- 
mum size of t h e  agency f lee ts  cannot be determined without such infor- 
mation. 

For two other  proposals in this  group, CBO estimates t h a t  no savings 
would be achieved over t h e  next f ive years. CBO es t imates  t h a t  a set of 
proposals t o  make more timely federal  payments for  federal  procurements 
and grants--which t h e  PPSSCC es t imates  would produce three-year savings 
of $2.6 billion--would not a f f e c t  outlays, largely because they already 
reflect current  law or practice. Another proposal--to increase e f for t s  to 
verify applicants' eligibility for  housing subsidies--could produce savings by 
increasing reported incomes, on which subsidies a r e  based, but  would also 
require additional budgetary resources to implement. The CBO's e s t i m a t e  is 
thus for no net budget impact  over t h e  next f ive years. Although GAO 
believes t h a t  t h e  PPSSCC proposal has  meri t ,  i t  has  suggested t h a t  obtaining 
t h e  budgetary resources necessary to implement it would present problems. 

CBO was unable to prepare savings es t imates  for  PPSSCC's proposals 
to increase t h e  use of performance specifications for federal  construction 
projects, improve t h e  management of federal  research and development 
effor ts ,  and update obsolete computer hardware and software. GAO 
believes t h a t  a l l  these proposals have meri t  conceptually. GAO believes, 
however, t h a t  it  may be difficult for  t h e  federal  government and t h e  con- 
struction industry to agree on what building components a r e  conducive to 
using perf ormance specifications. An additional impediment to impiement- 
ing this proposal quickly is t h e  lack of standards for  evaluating al ternat ive 
materials and methods. With regard to improving research and development 
efforts,  GAO believes t h a t  PPSSCC's recommendations could reduce tech- 
nical staff  while improving R&D planning, budgeting, and oversight. In t h e  
a r e a  of upgrading obsolete computer hardware and software, GAO believes 
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t h a t  achieving maximum savings depends on t h e  management and acquisition 
s t ra tegies  pursued. For example, if equipment is leased rather  than 
purchased, t h e  budgetary impact  is minimized over t h e  short  term,  although 
purchasing could be more cost ef fec t ive  over t h e  life cycle. 
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REPLACE DIRECT LOAN PROGRAMS WITH LOAN GUARANTEES 
(ASSET- 18) 

Annual Savings Cum ulative 
(millions of dollars) Five-Year ---------- Savings from 

CBO Baseline 1985 1986 1987 1988 1989 Savings 

On-Budget 
Budget Authority 1 ,540 860 920 1,130 1,360 5,810 
Outlays 40 10 120 460 780 1,410 

Off - Budget 
Budget Authority 6,660 8,250 8,340 8,170 7,630 39,050 
Outlays 6,660 8,250 8,340 8,170 7,630 39,050 

PPSSCC Proposals. The PPSSCC recommends converting into partial  
loan guarantee programs t h e  direct  loans offered under t h e  7(a) program of 
t h e  Smali Business Administration (SBA) and t h e  direct  loan programs 
offered by t h e  Farmers  Home Administration (FmHA). The 7(a) direct  loan 
program is SBA's principal business loan program. Loans a r e  made to small  
businesses to construct plants, purchase equipment and materials, and to 
supply working capital. FmHA provides direct  loans for fa rm operating 
expenses and ownership; emergency disaster assistance; rural community 
facilities; and mortgage and rental  assistance for rural  residents, primarily 
low-income. The current  SBA and FmHA loan guarantee maximum of 90 
percent would be reduced to 75  percent under t h e  PPSSCC proposal. 

Substituting guaranteed for direct  SBA and FmHA lending would 
transfer more responsibilities and risk from t h e  federal  government to t h e  
private sector, thus reducing program costs, according to t h e  PPSSCC. All 
federal  agencies would also be encouraged to develop and enforce s t r ic te r  
requirements in other  direct  loan programs, and to emphasize t h e  use of 
guaranteed loans throughout t h e  federal  government. 

Bud e t a r  Irn act. The PPSSCC es t imates  a three-year cumulative 
savings + of 1.9 billion by phasing out  t h e  SBA 7(a) and FmHA direct  loan 
programs. The bulk of these savings- - $1.7 billion--represents elimination 
of the interest  r a t e  subsidies f rom t h e  FmHA programs; t h e  remainder 
includes reduced administrative costs. Unlike t h e  PPSSCC, however, t h e  
CBO es t imate  of savings does not a t t e m p t  to measure the  cost savings 
resulting from eliminating direct  loans, but ra ther  t h e  budgetary effect .  
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Outlay savings, es t imated to to ta l  $40.5 billion over f ive years, ref lect  
reductions in loan disbursements and administrative expenses less ne t  
repayments. 

The savings est imated by CBO relat ive to t h e  baseline assume elimi- 
nation of t h e  direct  loan programs beginning in fiscal year 1985. The 
baseline loan levels in each year a r e  t h e  1984 levels, adjusted for projected 
inflation. For 1984, SBA is authorized to make $108 million in 7(a) direct  
loans, while FmHA loans to ta l  $8.6 billion. The on-budget reduction to t h e  
baseline in each year ref lects  t h e  ne t  budgetary effect of shifting t h e  direct  
loans of each program to guaranteed loans. Most of t h e  impact ,  however, 
would occur off-budget, because FmHA loans a r e  sold to t h e  Federal  
Financing Bank, an  off-budget agency. Such asset sales effectively t ransfer  
loan disbursements off-budget. As a result, termination of FmHA's direct 
loan programs would significantly reduce off-budget outlays. 

Program Impart .  Eligibility for  SBA direct  business loans requires 
t h a t  a n  applicant f irst  be rejected for  an  SBA guaranteed loan. Conse- 
quently, a n  applicant would be unlikely to qualify for any expanded 
guarantee program resulting from the  PPSSCC conversion plan. New f i rms 
with l i t t le  financial history would b e  most affected.  

Some of FmHA loans require a "credit-elsewherell test, meaning t h a t  
in order to be eligible, applicants must b e  unable to obtain credi t  from other  
sources. A switch to guaranteed loans would el iminate  such applicants from 
considerat ion. 

In addition, a substantial proportion of current  FmHA direct  lending is 
made available at subsidized interest  rates.  Market-rate loans, even if 
guaranteed, would b e  beyond t h e  financial reach of many of those now 
eligible for direct  loans. For example, most of FmHA's housing assistance in  
recent  years has  been earmarked by t h e  Congress to benefit  low-income 
households. The PPSSCC proposal would require t h a t  FmHA begin serving 
families with much higher incomes. In 1983, newly assisted homebuyers had 
a n  average annual income of about $12,700 and will pay about $2,540 per 
year  in mortgage payments. Loans made in 1983 carried an  average interest  
r a t e  of about 1.5 percent.  (Homeowners a r e  required to pay 20 percent  of 
their  adjusted incomes and interest  r a t e s  a r e  adjusted upward if incomes 

row.) Market-rate borrowers would have mortgage payments of about !$ 6,000 per year for  similar houses. 

Currently, loans to developers of multif amily housing carry interest  
r a t e s  of 1 percent. Rents  based on market-rate  financing would have to b e  
much higher, placing the housing units out of reach to many of t h e  
households served by FmHA. Reduction of t h e  guarantee ceiling from 90 
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percent to 75 percent could fur ther  e l iminate  cer ta in  lenders as well as 
borrowers. 

In sum, t h e  PPSSCC's proposal would significantly change t h e  roles of 
SBA and FmHA by reducing their  ability to serve businesses and households 
with limited financial resources. 

Implementation. Congressional action would be required t o  phase out  
both t h e  SBA 7(a) and FmHA direct  loans, as well as to increase t h e  
guarantee obligation levels for each program. At  present, t h e  Congress 
generally specifies t h e  mix between direct  and guaranteed lending, as well 
as t h e  program levels within each category. 

References. PPSSCC, Task Force Report  on Private Sector Financing, 
pp. 344-54. SBA, Report  of t h e  Inspector General's Advisory Council on 
Debt Collection (June 1982). GAO, The Farmers  Home Administration's 
Economic Emergency Loan Program Could Be More Effective (CED - 80-84,  
klarch 28, 1980). 

171 



RAISE INTEREST KATES ON GOVERNMENT LOANS 
(ASSET- 15, STATE-7) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions _I---- of dollars) Five-Y e a r  

1985 1986 1987 1988 1989 Savings 

Budget Authority 10 90 230 410 620 1,360 

Outlays 10 90 230 410 620 1,360 

PPSSCC Proposal. The gap between marke t  interest  r a t e s  and t h e  
interest  rates charged on direct  loans made by t h e  federal  government has 
increased for a large number of lending programs in recent  years. The 
PPSSCC recommends t h a t  interest  r a t e s  for all federal  direct  loan programs 
be set at ra tes  equal to current  market  interest  r a t e s  or at r a t e s  t h a t  would 
reestablish t h e  subsidy intended by t h e  Congress when t h e  program was 
enacted. Specifically, t h e  PPSSCC suggests r a t e  changes for  13 federal  loan 
programs--including Rural Electrif ication Administration (REA) loans for  
rural  e lectr ic  utilities and Farmers  Home Administration (FmHA) low- and 
moderate-income housing assistance- -and recommends increasing rates 
charged for Agency for  International Development (AID) direct  loans to less 
developed countries. But the basic proposal is applicable to all federal 
direct  loan programs. 

Budgetary Impact. CBO es t imates  t h a t  implementing t h e  PPSSCC 
proposal for t h e  specified programs would produce five-year savings of 
about $1.4 billion. Receipts would be increased in each  program, with t h e  
largest savings coming from raising r a t e s  for rural e lec t r ic  development 
loans, rural housing assistance, and foreign aid. CBO's es t imate  assumes 
t h a t  interest  ra tes  charged for these programs would be raised t o  about t h e  
same levels as those assumed by t h e  PPSSCC, adjusted to ref lect  CBO 
projections of interest  ra tes  and current  lending levels. The es t imate  
assumes t h a t  necessary legislative changes would be enacted during 1984 to 
allow all  new r a t e s  to be applied t o  loans funded in fiscal  year 1985. The 
es t imate  also ref lects  program disbursal r a t e s  unique to specific programs. 
Sufficient d a t a  were not available to adjust these savings es t imates  for  
changes in loan demand or program default  character is t ics  t h a t  would result 
f rom t h e  proposed r a t e  changes. 

172 



The PPSSCC savings es t imates  are substantially higher, totaling $2.4 
billion over t h e  f i rs t  th ree  years. They d o  not ref lect  t h e  fact t h a t  loans 
funded in a given year a r e  disbursed over a period of several  years, and t h a t  
loan amortization schedules reduce t h e  initial impact  of changes in interest  
rates. The PPSSCC est imates  also were made at a t ime when t h e  spread 
between government ra tes  and market  ra tes  was at  a n  all-time high. The 
recent  decline in all interest  r a t e s  reduces t h e  savings possible for  most 
programs. In several  cases, Congressional action has already taken place to 
reduce or eliminate the  subsidies targeted by t h e  proposal. 

The two PPSSCC recommendations both include t h e  savings possible 
The CBO from raising ra tes  for the  Public Law 480 food aid programs. 

es t imate  eliminates t h a t  duplication. 

Higher r a t e s  charged on direct  government loans to individuals o r  
businesses liable for  U.S. income taxes would be ref lected in grea te r  
interest  deductions. Net government gains from this proposal would 
therefore  be decreased by t h e  amount  of t h e  deductions- -although no 
es t imate  of t h e  revenue losses is included in t h e  CBO savings projections. 

Program Impact. Changing interest  rates to ref lect  t h e  program's 
intended subsidy would, under current  economic conditions, result in higher 
chargeable ra tes  for almost all federal  loan programs. The largest  increases 
in interest  r a t e s  would be for REA loans for rural e lectr ic  utjlities and 
FmHA low- and moderate-income housing assistance. The higher r a t e s  
could be expected t o  (1)  increase delinquencies and defaults because of t h e  
increased cost of debt  service t o  a l l  government borrowers and (2) decrease 
loan demand as t h e  gap  between t h e  costs of federal  and nonfederal 
borrowing narrowed. The net  impact  on any individual program would 
depend on t h e  relative rate change and t h e  alternatives available to the  
program's constituents. 

Implementation. Interest  r a t e s  for most direct  loan programs a r e  
established by legislation, either as a specific r a t e  o r  as a formula requiring 
administrative interpretation and action. Implementation of this proposal 
would require t h e  Congress to amend existing law for each program to 
ref lect  a chargeable r a t e  equal to t h e  relative r a t e  originally intended by 
t h e  Congress. This determination of t h e  "intended" relat ive r a t e  would be a 
substantially more difficult process than implied by t h e  PPSSCC report. 
Reconstructing t h e  original intent  of t h e  Congress for many of these 
programs would require information t h a t  may not now exist, if i t  ever did. 
In t h e  absence of a clear  legislative history, t h e  Congress would have to re- 
interpret  the  goals of each program. 
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Additional Comments. With respect to AID loans to less developed 
countries, t he  extent  to which t h e  mix of loans and grants t o  individual 
countries might change or remain the  same is unknown. A shift to grants 
would tend to offset the  gains from higher rates.  

GAO believes tha t  some savings could be realized by careful upward 
adjustment of interest  ra tes  in selected countries. However, t he  wide range 
of economic and debt-servicing capacit ies among developing nations points 
to the  desirability of flexibility in establishing a minimum base r a t e  system. 

References. PPSSCC, Task Force Report on State/AID/USIA. 
PPSSCC, Task Force Report on Financial Asset Management, pp. 314-28. 
GAO, Catalog of Federal Credi t  Programs and Their Interest  Ra te  
Provisions (PAD - 83-12, December 1982). GAO, Should Control Federal 
Credit  Programs to Promote Economic Stabilization (PAD - 83-22, May 
1983). GAO, Exposure Draft: A Methodology for Estimating Costs and 
Subsidies f r o m  Federal Credit  Programs (PAD - 79-5. Julv 1979). GAO, 

References. PPSSCC, Task Force Report on State/AID/USIA. 
PPSSCC, Task Force Report on Financial Asset Management, pp. 314-28. 
GAO, Catalog of Federal Credi t  Programs and Their Interest  Ra te  
Provisions (PAD - 83-12, December 1982). GAO, Should Control Federal 
Credit  Programs to Promote Economic Stabilization (PAD - 83-22, May 
1983). GAO, Exposure Draft: A Methodology for Estimating Costs and 
Subsidies f r o m  Federal Credit  Programs (PAD - 79-5. Julv 1979). GAO, 
Federal -Credit Assistance: An Appioach to Program ‘Design and-  Analysis 
(PAD - 78-31, May 1978). 
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CONSOLIDATE THE DEPARTMENT O F  EDUCATION'S STUDENT LOAN 
PROGRAMS (ED-1-1) 

Annual Savings Cumulative 
Savings from (millions of dollars) F ive-Y e a r  
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 525 495 410 410 405 2,245 

Outlays 275 480 425 400 395 1,975 

PPSSCC Proposal. To save federal  costs and streamline 
administration in federal  lending for education, t h e  PPSSCC recommends 
consolidating t h e  National Dire& Student Loan (NDSL) program and t h e  
auxiliary loan program (sometimes referred to as PLUS) into t h e  more cost- 
ef fec t ive  Guaranteed Student Loan (GSL) program. The NDSL program is 
now operated as a revolving fund at each participating college. The 
commission also recommends consolidating the  Federally Insured Student 
Loan (FISL) program into t h e  GSL program, but FISL is already a component 
of the  GSL program. 

Budgetary Impact. The CBO savings estimate includes t h e  net  e f f e c t  
of accelerated federal  receipts totaling 90 percent of NDSL loan 
repayments, elimination of the  annual NDSL federal  capi ta l  contribution, a n  
increase in GSL costs for  NDSL borrowers, and t h e  federal  cost of 
administering collection of NDSL loans outstanding. The current  auxiliary 
loan program costs t h e  federal  government only a few million dollars 
annually, so its elimination would have l i t t le  effect on federal  spending. 

Data  on t h e  s ta tus  of NDSL revolving funds a r e  scarce. The 
Administration es t imates  that  roughly $400 million dollars are collected 
annually in NDSL repayments; 90 percent  would b e  t h e  federal  government's 
share, and this amount would be returned to the  federal  government. Under 
current  law, these contributions a r e  scheduled for repayment beginning in 
199 1. The PPSSCC proposal would acce lera te  these repayments. Because 
t h e  proposal does not specify how closing out  t h e  revolving funds would work 
and when the federal  government would assume responsibility for 
collections, CBO assumes that,  for t h e  f i rs t  two years, schools would 
continue to collect the loans and reimburse the  federal  government 
quarterly. After that ,  t h e  collections would b e  handled federally. CBO 
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es t imates  these collection costs would be about $70 million annually based on 
experience in t h e  GSL program. Finally, t h e  federal  capi ta l  contribution, 
es t imated in the CBO baseline at about $200 million annually, would be 
eliminated under the  proposal. 

The comparable PPSSCC estimate for this set of proposals is a savings 
of $870 million over a three-year period. The CBO es t imate  is $1.43 billion. 
While analytic methods probably differ widely, t h e  major discrepancy in the  
es t imates  is CBO's inclusion of savings from eliminating t h e  annually 
appropriated federal  capi ta l  contribution. 

Program Impact. This proposal would effectively eliminate t h e  
auxiliary loan program. Borrowers in t h e  auxiliary loan program, whether 
parents borrowing on behalf of a student or  students themselves, are ei ther  
borrowing the  funds in addition to borrowing t h e  maximum under t h e  GSL 
program or a r e  not currently eligible for a GSL. Unless t h e  eligibility 
requirements and maximum borrowing limits of t h e  GSL program were 
expanded, current borrowers of auxiliary loans would not be able to borrow 
the funds. Any program expansion, however, could significantly increase 
costs. 

Availability of loan capi ta l  to lower-income students now borrowing 
under t h e  NDSL program might be reduced. Approximately 800,000 students 
a r e  expected to borrow approximately $700 million in NDSL loans in 1985. 
Under the  PPSSCC proposals, these students would have to borrow from GSL 
lenders. Whether any of these students could then borrow would depend on 
how much they are currently borrowing of the  current  GSL annual limit. To 
the extent  t h a t  these s tudents  cannot borrow the  needed capi ta l  under the  
GSL program, federal  aid targeted to low-income students would be 
reduced. In addition, financial-aid officers would have less flexibility to 
balance loan and grant  aid to low-income students. 

In 1991 under current  law, colleges would begin paying t h e  federal  
government 90 percent  of their  NDSL collections. This proposal not only 
acce lera tes  these receipts but  actually closes out  the  revolving funds at 
each institution and makes t h e  federal  government responsible for loan 
collections. This would significantly increase t h e  Education Department's 
role in t h e  collection business. Whether t h e  federal  government would be 
more successful collecting loans than the academic institutions is not 
known. Cumulative outstanding loan volume in t h e  NDSL program, however, 
is est imated to be close t o  $4.5 billion. If t h e  NDSL were eliminated and 
t h e  revolving funds at the  institutions closed out  beginning in 1985, 90 
percent of these funds could be returned to the Treasury over the next 10 to 
15 years. 
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Implementation. To merge t h e  NDSL and auxiliary loan programs into 
t h e  GSL program would require legislative action. Liquidating t h e  NDSL 
revolving funds at roughly 3,000 campuses could take  t ime and require 
fur ther  legal action if universities challenged t h e  action through t h e  courts. 
In 1979 and 1980 the  President suggested--and Congress 
considered--consolidating, eliminating, and refinancing all t h e  loan 
programs. Because t h e  NDS and GSL programs were seen as addressing 
different students and different needs, t h e  Congress maintained them as 
separate  programs. In addition, the auxiliary loan program was established 
as a means of providing loan capital  to  parents, financially independent 
undergraduates, and graduate students. 

References. PPSSCC, Task Force Report  on t h e  Department  of 
Education, pp. 23-31. 
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USE IKS REFUND OFFSETS TO INCREASE COLLECTION OF 
DELINQUENT DEBT (ASSET-27) 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

-I_---xI-__-----1_1 

Savings from 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 150 250 450 650 900 2,400 

Outlays 150 250 450 650 900 2,400 

PPSSCC Proposal. The PPSSCC recommends increasing collections of 
delinquent nontax debts by off setting these amounts against federal  income 
tax refunds. A t  present, t ax  refund offsets a r e  used at the  federal level 
only t o  collect delinquent child support payments. Seventeen states, 
however, now use tax  refund offsets and have found the  system to be 
effective and economical. 

GAO made a similar recommendation in a March 1979 report t o  the 
Congress. Then, in July 1980, GAO reported that  t h e  State  of Oregon was 
able to  collect more than $2.4 million by offset  at a cost  of approximately 
$200,000. At the  same time, debtors' rights to due process were protected 
and tax  refunds were not arbitrarily offset. In the  same report, GAO 
reiterated its recommendation that the federal government use the tax 
refund offset  mechanism. 

In 1979 a provision to allow €or a pilot test of the  offset  mechanism 
was attached t o  the  fiscal year 1980 Treasury, Postal Service, and General 
Government Appropriations bill. The bill provided $1 million and 30 
positions t o  the  IRS to match defaulted student loans with tax  refund 
records. Although the provision was later deleted, GAO believes tha t  30 
positions would be adequate for a pilot study. 

Budgetary Impact. CBO estimates that  the  five-year savings from this 
proposal would be approximately $2.4 billion, excluding interest  savings. 
CBO accepted the assumptions of the PPSSCC, which were tha t  75 percent 
of delinquent noiitax debt is collectible and tha t  18 percent of the  
collectible delinquent debt could be recovered through a refund offset .  (The 
18 percent estimate is based on the  results of a 1979 GAO study, which 
concluded tha t  for a sample of debts totaling $413,000, up to 36 percent 
could have been collected using a tax refund offset.) As of September 30, 
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1983, t h e  total nontax debt  delinquent by at least 360 days was about $11 
billion. Collections out of this sum, and out  of projected fu ture  additions to 
this  category of debt, were assumed to b e  spread over f ive years. 

The PPSSCC est imates  about t h e  same savings--$2.3 billion- -but in a 
three-year period, including interest  savings. The commission's es t imate  
includes a percentage of debt  delinquent under 360 days, is based on debt  
outstanding in June 1982, and assumes t h a t  collections a r e  made within 
three  years. 

Program Impact. Because t h e  tax-refund offset  is designed as a 
supplement to agency debt-collection procedures, t h e  program impact  would 
be minimal. Before debts were referred to t h e  Internal Revenue Service 
(IRS), agencies would document collection e f for t s  made for each debt. 
Agencies would retain primary responsibility for  collecting delinquent debts  
and t h e  IRS refund offset would be used only as a last  resort. The IRS role 
would be t o  match agency da ta  on delinquencies with t a x  refund data ,  and 
t h e  agency would be reimbursed for t h a t  work. 

The IRS has expressed concern t h a t  implementation of t h e  offset  
might adversely affect t h e  voluntary withholding system. The IRS is 
currently studying possible effects on t h e  t a x  system but  has  not ye t  
completed its study. According to t h e  PPSSCC, 69 million people received 
refunds in 1980, of whom only 1.8 million were delinquent debtors eligible 
for refunds. Thus, only about 2 percent  of those eligible for  refunds would 
be affected,  and i t  seems unlikely t h a t  this small group would substantially 
change t h e  withholding pat terns  of t h e  general  public. 

The IRS has also expressed reservations about concentrating resources 
in a refund offset program. The agency feels t h a t  its resources and 
expertise should be concentrated on administration of t h e  t a x  laws. How- 
ever ,  additional costs would be small  relative t o  t h e  increase in collections, 
and t h e  IRS would be reimbursed by t h e  relevant agencies. 

Implementation. Although t h e  IRS already has t h e  authority to offset  
t a x  refunds, legislative changes would be necessary to clarify t h e  IRS code 
with regard to use of t h e  offset  mechanism. GAO and t h e  Off ice  of 
Management and Budget, in comments on previously proposed legislation, 
cautioned t h a t  safeguards should be insti tuted to protect  debtors against  
arbi t rary offset  actions. GAO has recommended t h a t  t h e  IRS reach 
agreements  with each agency regarding procedures for implementing t h e  t a x  
refund offsets, in consultation with the  Attorney General's offiFe. These 
agreements  would provide a mechanism for  resolving due process and other  
procedural issues. The PPSSCC also recommends interagency agreements  
with t h e  IRS. Debtors' rights t o  due process would be protected by 
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establishing t h e  validity of t h e  debt,  notifying t h e  debtor before transferring 
t h e  debt  to IRS, giving t h e  debtor a n  opportunity for a hearing, and notifying 
t h e  debtor when t h e  offset was collected. 

References. PPSSCC, Task Force Report  on Financial Asset Manag- 
ement ,  pp. 452-77. GAO, The Government Can Collect  Many Delinquent 
Debts by Keeping Federal Tax Refunds as Offsets (FGMSD - 79-19, 
March 9, 1979). GAO, Oregon's Offset  Program for  Collecting Delinquent 
Debts Has Been Highly Effective ( FGMSD - 80-68, July 17, 1980). 
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INCREASE DEBT COLLECTION THROUGH 
OUTSIDE EFFORTS (ASSET- 28) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
-I__-- (millions of dollars) 
1985 1986 1987 1988 1989 Savings 

Five - Y ear 

Budget Authority 0 0 0 0 0 0 

Outlays 0 0 0 0 0 0 

PPSSCC Proposal. The commission recommends tha t ,  when federal  
agencies fail t o  collect non-tax debt  from delinquent debtors, t h e  delin- 
quencies b e  referred to credi t  bureaus and private-sector collection agen- 
cies. Ultimate responsibility €or these debts would remain with t h e  lending 
agency. The cornmission also recommends tha t ,  before resorting to private 
collection agencies, a debt  collection consultant t ra in  agency employees in 
debt collection techniques. The PPSSCC further  proposes t h a t  t h e  Internal 
Revenue Service (IRS) be allowed t o  disclose debtors' addresses. The 
commission recommends issuance of an  executive order emphasizing debt  
collection and t h e  use of c red i t  bureaus and collection agencies. This order 
would require each  agency to determine, through a benefit-cost analysis, t h e  
cost effectiveness of using government employees or private contractors  to 
collect delinquent debt. 

Budgetary Impact. The Congress has  already enacted legislation--the 
Debt Collection Act  of 1982 (Public Law 97-365b-which allows t h e  use of 
c red i t  bureaus and private-sector collection agencies, and authorizes t h e  
IRS to disclose debtor addresses. Because t h e  anticipated improvements in 
collections a r e  therefore  included in t he  CBO baseline assumptions, no 
additional savings would result. The PPSSCC savings es t imate  is $1.8 billion 
over th ree  years, including interest .  

Program Impact. Because agencies a r e  already empowered to use both 
credi t  bureaus and private collection agencies, fur ther  program impact  
would be minimal. 

Implementation. Under t h e  1982 law, eight agencies a r e  currently 
testing t h e  use of collection agencies to recover delinquent debts. Also, 
several  agencies have begun referring debtors to credi t  bureaus a f t e r  proper 
notification (60 days in advance of the agency's intent to disclose debt  
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information to a consumer reporting agency). But extensive information 
about t h e  cost effectiveness of using such agencies is not y e t  available. 
Preliminary evidence suggests t h a t  collections did increase a f t e r  delinquent 
debtors were made aware t h a t  they would be referred to credi t  bureaus. 

References. PPSSCC, Task Force Report  on Financial Asset 
Management, pp. 478-86. GAO, Significant Improvements Seen in Efforts to 
Collect  Debts Owed t h e  Federal  Government (AFMD - 83-57, April 28, 
1983). GAO, The Government Can Be More Productive in Collecting Its  
Debts by Following Commercial  Practices (FGMSD - 78- 59, February 23, 
1979). 
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CHARGE INTEREST AND PENALTIES ON DELINQUENT DEBT 
(ASSET-29) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) ____-II-- Five-Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 0 0 0 0 

Outlays 0 0 0 0 0 0 

PPSSCC Proposal. The PPSSCC proposes tha t  interest  and penalties 
b e  assessed and paid on delinquent debt  owed t h e  federal  government. 
Under t h e  Debt Collection Act of 1982 (Public Law 97-3651, agencies a r e  
already required to charge interest ,  penalties, and administrative costs  on 
nontax delinquent debt.  In addition, t h e  Federal Claims Collection 
Standards Act requires t h e  assessment of interest  on delinquent debts. In 
t h e  past ,  federal  agencies have not complied with those standards ei ther  
because their  accounting systems were inadequate to handle t h e  task or 
because t h e  standards were perceived as inadequate. Tine standards a r e  now 
being revised by GAO and t h e  Department of Justice,  and most agencies a r e  
waiting for release of t h e  new standards (due in February 1984) before 
instituting interest  and penalty charges. The PPSSCC recommendation was 
made before  t h e  Debt Collection Act was passed. That act now requires 
t h a t  all nontax debts past due 90 days be assessed a penalty of 6 percent a 
year and administrative costs. Both t h e  PPSSCC and GAO believe t h a t  such 
a penalty charge would add an  incentive for  borrowers to repay their  debts  
more quickly. The commission also recommends t h a t  delinquent accounts 
turned over to t h e  Just ice  Department and to private collection agencies be 
assessed uniform interest  and penalties. 

Budgetary Impact. This proposal is already being implemented under 
t h e  Debt Collection Act and is ref lected in t h e  CBO baseline. Therefore, 
CBO es t imates  no additional savings as a result of this proposal. The 
PPSSCC calculated three-year savings for this option of $1.1 billion, by 
deleting est imated savings from i t s  other  debt  collection proposals for 
outstanding delinquent debt  and then applying interest  and penalty charges 
to t h e  remaining balance. 

Program Impact. All debts  past due 90 days or more would 6e assessed 
a penalty of 6 percent a year,  administrative costs,  and interest  charged 
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according to a formula set by t h e  Debt Collection Act. Agencies may need 
t o  modify existing accounting systems to assess interest  and penalty 
charges. 

Implementation. The Debt Collection A c t  provides t h e  necessary legal 
framework for imposing interest ,  penalty charges, and administrative costs. 
Because t h e  provisions of t h e  act a r e  not retroactive,  however, agencies a r e  
bound by t h e  provisions of any loan agreement  or cont rac t  signed before 
t h a t  act passed. Agencies may need to revise existing loan documents if 
those documents prohibit t h e  charging of interest  or set an  interest  r a t e  
t h a t  is too low. Until agencies cor rec t  t h e  deficiencies in their  lending 
instruments and accounting systems, i t  will be  difficult to realize any 
savings. 

References. PPSSCC, Task Force Report  on Financial Asset 
Management, pp. 487-93 .  GAO, The Government Needs to Do a Bet ter  Job 
of Collecting Amounts Owed by t h e  Public (FGMSD - 78-61, October 20, 
1978). GAO, Significant Improvements Seen in Effor ts  t o  Col lect  Debts 
Owed t h e  Federal Government (AFMD - 83-57, April 28, 1983). 
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APPLY MARKET PRACTICES TO DIRECT 
FEDERAL LENDING (ASSET- 11)  

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 170 180 180 190 190 910 

Outlays 170 180 180 190 190 910 

PPSSCC Proposal. The PPSSCC proposes four changes in t h e  federal  
direct  loan programs to make their  policies and procedures parallel those 
common in private-sector lending. The recommendations are intended to 
reduce payment delinquencies and to recover cer ta in  costs associated with 
making loans. Specifically t h e  recommendations are: 

o Enforce t h e  Treasury Department's requirement t h a t  interest  b e  
charged on all  l a t e  loan payments, 

o Establish a late payment penalty for  all  federal  direct  loan 
programs, 

o Establish nonrefundable application and origination fees sufficient 
to recover all federal  costs  associated with making loans, and 

o Shorten t h e  t ime span t h a t  determines delinquency from 30 days 
to 15 days. 

Except for t h e  nonrefundable application f e e  and t h e  shortened 
delinquency te rm,  these recommendations re i te ra te  provisions of t h e  Debt  
Collection Act of 1982 (Public Law 97-365) currently being implemented by 
federal  agencies. That legislation applies not only to d i rec t  federal  loans 
but also to all delinquent nontax debt owed to t h e  government. 

Budgetary Impact. The savings relative to t h e  CBO baseline represent 
t h e  est imated receipts f rorn the PPSSCC proposal to require nonrefundable 
application or  origination fees for all federal  direct  loans. The additional 
receipts f rom penalty interest  and fees will mostly be achieved with the  full 
implementation of current  policy under t h e  Debt Collection Act. Although 
t h e  proposed 15-day delinquency period ref lects  practices common with 
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private lenders, the  budgetary impact  of its application to federal  loans is 
not clear.  The CBO assumes no effect relat ive to t h e  baseline. 

The PPSSCC es t imates  increased first-yea: receipts of $503 million in 
penalty interest  and $335 million in penalty fees. Estimated penalty 
interest  decreases to $487 million and $433 million in t h e  second and third 
years, respectively, while penalty fees decrease t o  $325 million and $289 
million. These es t imates  a r e  based on an assumed level of delinquent loan 
debt of $8.6 billion in t h e  first  year,  declining t o  $6.4 billion by t h e  end of 
t h e  third year as a result of t h e  penalties. The penalty interest  r a t e  is 
assumed to be 6 percent. The commission es t imates  t h a t  70 percent of t h e  
additional penalties will be collected. 

The commission es t imates  receipts from application fees of $172 
million per year. The es t imate  is based on t h e  1983 level of new direct  
loans, about $40 billion dollars, in all th ree  years. The CBO es t imates  a r e  
based on t h e  projected level of loan applications incorporated in the CBO 
baseline, about $39 billion in 1984, increasing to $44.6 billion by 1989. Both 
sets of est imates  include a n  adjustment for programs in which fees or 
partial fees are already charged. The application fee was assumed to be 5 
percent. 

Program Impact. The f i rs t  federal  loan programs were c rea ted  mainly 
to provide funds to areas short  of capi ta l  or to compensate for private- 
market inefficiencies. Many of these programs have since been changed, 
however, and new ones have s ta r ted  to benefit  individuals who, because of 
low incomes or other factors,  a r e  not deemed creditworthy by pr ivate  
lenders. Thus these programs, by their  nature, car ry  high default  risks. In 
some cases, additional default  penalties would simply increase a delinquent 
borrower's financial burden and diminish his or her  ability to repay. 

In cases in which t h e  government provides direct  loans at subsidized 
interest  ra tes ,  t h e  absence of application fees could b e  considered par t  of 
t h e  subsidies. The inclusion of separa te  fees, however--even if waived as 
part  of t h e  assistance packages--would provide a useful measure of the full 
value of t h e  subsidies. 

Implementation. The PPSSCC states t h a t  a brief survey indicates t h a t  
few statutes, if any, prohibit charging fees, l a t e  payment penalties, or 
penalty interest .  I t  adds, however, t h a t  several  agency lawyers a r e  of t h e  
opinion t h a t  specific fee authorizations a r e  needed. Although cer ta in  
programs already require application fees or other  financial commitments,  
current  laws of ten require t h a t  these be returned when borrowers meet  their  
program obligations. 
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With regard to shortening t h e  t i m e  span t h a t  determines delinquency 
from 30 days to  15 days as recommended by t h e  PPSSCC, t h e  Debt  
Collection Act of 1982 would require a change. It currently states t h a t  
interest shall not be charged if amounts due a r e  paid within 30 days a f t e r  a 
delinquent borrower has been notified. 

References. PPSSCC, Report  on Federal  Financial Asset 
Management, pp. 103-13. GAO, The Government Needs to  Do a Bet ter  Job  
of Collecting Amounts Owed by t h e  Public (FGMSD - 78-61, October 20, 
1978). GAO, The Government Can Be More Productive in Collecting Its 
Debts by Following Commerical Pract ices  (FGMSD - 78-59, February 23, 
1978). GAO, Significant Irnprovernents Seen in Efforts to Collect  Debts 
Owed t h e  Federal Government (AFMD - 83-57, February 4 ,  1983). 
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IMPROVE CREDIT PROCESSING AND FEDERAL 
DEBT COLLECTION MANAGEMENT (ASSET- 12,261 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y e a r  
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The budgetary impact  of t h e  PPSSCC recommenda- 
tion cannot b e  est imated with available information. 

PPSSCC Proposal. The PPSSCC proposes improvements in t h e  way t h e  
federal  government processes credi t  and collects debts. The recommenda- 
tions include: establishing a cent ra l  c red i t  department  within each agency; 
developing and promulgating uniform credi t  definitions; providing incentives 
t o  individuals and agencies to improve collections; improving management 
information systems (MIS) and automated records; and improving training 
programs. In essence, t h e  PPSSCC recommends bringing private-sector 
practices to government credi t  processing. GAO has made similar recom- 
mendations in several  reports,  most recently in a n  April 1983 publication. 

Budgetary Impact. The PPSSCC estimates t h a t  the proposed improve- 
ments  would prevent some delinquencies as well as increase collections of 
delinquent debt  owed t h e  federal  government. Improvements in c red i t  
processing were projected to reduce defaults by $5.6 billion over t h r e e  
years, while improvements in debt  collection were est imated to reduce 
delinquent debt  by $8.1 billion over th ree  years--out of a to ta l  of $19 billion 
t h a t  would otherwise b e  delinquent. These est imates  may be too  optimistic,  
given t h a t  many government lending programs a r e  intended to meet  c red i t  
needs different from those provided by t h e  private sector.  Furthermore,  
allowance should be made for planning and implementation t i m e  lags, 
additional costs requiring appropriations action, and t h e  effects of t h e  
ongoing debt  collection e f f o r t  t h a t  have already been included in CBO's 
baseline assumptions. There may also be additional costs for equipment and 
personnel to implement this  proposal, partially off set t ing any savings. 
Because savings a r e  highly uncertain, and because cer ta in  agencies have 
begun implementing some of t h e  PPSSCC proposals while o ther  agencies 
have not,  t h e  budgetary impact  cannot be estimated. 

Program Impact. The PPSSCC and GAO have both c i ted  t h e  need for 
agencies to increase t h e  emphasis on loan supervision as well as loan making 
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in order to increase collections. In some instances, however, t h e  goal of 
improved debt  collections directly conflicts with t h e  mission of a n  agency. 
For example, more lenient and flexible credi t  standards might be more 
consistent with t h e  goals of some loan programs of t h e  Small Business 
Administration (SBA) and t h e  Farmers  Home Administration (FmHA) than 
increased debt  collection. While rnost agencies (including SBA and FmHA) 
have increased their  emphasis on debt  collection management, e i ther  
through implementation of t h e  Debt Collection Act of 1982 or as par t  of t h e  
Administration's "Reform 88" initiative, loan making is still  their  primary 
responsibility . 

Implementation. Improving debt  collection practices within each 
agency could generally be implemented administratively. Many of t h e  
recommended activit ies a r e  already priorities for several  agencies. For 
example, t h e  Department of Education has c rea ted  a credi t  department  to 
oversee collection of student loans, and the  Departments of Agriculture and 
of Housing and Urban Development a r e  automating manual records and 
updating computer equipment. How long it will t a k e  t o  complete  this task 
throughout t h e  government is uncertain. GAO recommends t h a t  agencies 
develop and hold to a reasonable schedule for  implementing effect ive 
accounting systems. To t h e  ex ten t  t h a t  implementing t h e  PPSSCC proposals 
would require additional resources, Congressional approval would be needed. 

References.  PPSSCC, Task Force Report  on Financial Asset 
Management, pp. 420-51. GAO, The Government Needs to Do a Better Job 
of Collecting Amounts Owed by t h e  Public (FGMSD - 78-61, October 20, 
1978). GAO, The Government Can Be More Productive in Collecting Its 
Debts by Following Commercial  Pract ices  (FGMSD - 78-59, February 23, 
1979). GAO, Significant Improvements Seen in Efforts to Collect  Debts 
Owed t h e  Federal Government (AFMD - 83-57, April 23, 1983). 
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INCREASE COST RECOVERY FOR MEDICAL CARE BY VA AND IHS 
(HOSP- 12, HOSP- 13) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 260 280 30 1 325 350 1,516 

Outlays 260 2 80 301 325 350 1,516 

NOTE: Only the  savings estimated to result from the  imposition of a means 
test for  VA hospital care  are shown. Data  needed to est imate  t h e  
budgetary impact of the  other recommendations are not available. 

PPSSCC Proposals. The PPSSCC has recommended several measures 
to increase the cost recovery of the Veterans Administration (VA) medical 
ca re  and Indian Health Servide (IHS) programs. The proposals include: 

o Adopting Medicare hospital and physician reimbursement rates; 

o Contracting with fiscal intermediaries to process claims of 
hospitals and physicians for reimbursement; 

o Eliminating clauses in health insurance contracts t ha t  exclude the  
federal  government from cost recovery; and 

o Establishing a means test whereby the  VA could determine the  
ability of veterans without service-connected disabilities to pay for 
their  medical care. 

Budgetary Impact. The PPSSCC has estimated tha t  t he  VA could save 
$102.6 million over th ree  years and IHS could save $86.1 million by adopting 
Medicare hospital and physician reimbursement rates. CBO was unable to 
determine t h e  budgetary impact of this proposal because comparable da ta  
on reimbursement ra tes  were not available for the  three  programs. The 
Medicare program is currently in the  process of changing from a cost-based 
reimbursement system for hospital charges to a system of fees based on 
diagnosis-related groups (DRGs). The VA is making similar changes in i ts  
procedures for reimbursing contract  hospital ca re  costs but plans to pay only 
90 percent of t he  Medicare DRG rate. Thus, t he  changes now being 
implemented by the  VA will preclude the  PPSSCC proposal and should result 
in greater  savings. 
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The IHS is also considering a DRG-based reimbursement system, but  
has not ye t  received t h e  legal authority to make such a change. A t  present, 
t h e  IHS usually pays billed charges in full, but  these  of ten  represent a r a t e  
t h a t  IHS and t h e  hospital have negotiated down from t h e  hospital's 
customary charge. Since IHS reimbursement rates vary from hospital to 
hospital, it could not be determined from t h e  data available what t h e  effect 
would b e  of switching to Medicare rates. 

For outpatient care ,  da ta  a r e  not available to compare t h e  
reimbursement rates-exclusive of copayments and deductibles--under 
Medicare with those used by VA and IHS. Therefore, no savings were 
included above for switching to Medicare reimbursement ra tes  for  
outpatient care.  

The PPSSCC est imated t h a t  nearly $750 million in administrative 
costs could b e  saved over t h r e e  years  if t h e  VA and IHS contracted with 
fiscal  intermediaries to process claims for reimbursement. These savings 
are clearly overstated,  since t h e  est imated first-year VA savings a r e  nearly 
7% t imes t h e  agency's total administrative expenditure for  cont rac t  c a r e  in 
fiscal year 1982. The  PPSSCC es t imate  was based on t h e  erroneous 
information t h a t  it costs t h e  VA between $100 and $140 20 process a claim, 
and IHS between $50 and $200. (The figures were at t r ibuted to GAO, but  
t h a t  agency states t h a t  it has never calculated t h e  costs.) According to t h e  
VA, its average processing cost is $1.83, including all overhead; t h e  IHS 
states tha t  its cost is between $3 and $4 per claim. Since t h e  PPSSCC notes  
t h a t  t h e  processing costs of a typical financial intermediary average about 
$6 per claim, no administrative savings would result  from this  
recommendation. 

The PPSSCC also maintains t h a t  $195 million in  duplicate payments 
could b e  saved over th ree  years  by using financial intermediaries. But 
duplicate billings could only b e  recognized if one financial intermediary 
processed all claims for  federal  medical programs, and this does not appear 
to b e  t h e  focus of t h e  PPSSCC proposal. Even if a single processor were  
used, t h e  savings would b e  minimal. The PPSSCC es t imate  of the  VA 
savings, for  example, assumes t h a t  about 16 percent  of cont rac t  care costs 
could b e  eliminated, citing a GAO report  as the  source of its data. The 
GAO report, however, states tha t ,  while 15.9 percent  of VA contract  c a r e  
claims resulted in duplicate payments, only 4.9 percent  of t h e  amount paid 
in these cases duplicated another federal  payment. Thus, CBO concluded 
t h a t  t h e  savings from eliminating duplicate payments would b e  quite small  
and would b e  offset by the  higher cost of processing. 
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The PPSSCC also recommends tha t  t he  VA aggressively pursue all 
means available t o  recover medical care costs from private third-party 
insurers and from individual veterans receiving t reatment  for non-service- 
connected conditions who have sufficient personal resources to pay for their  
care. One of the  specific recommendations, t he  establishment of the means 
test authorized by Public Law 96-330, is already being implemented by VA. 
But this will disqualify applicants for admission, and savings would not occur 
from denying admission to these veterans until a sufficient number of beds 
had been vacated to  permit closing down an ent i re  bed section. In facilities 
with high and rising occupancy rates, beds vacated as a result of t he  means 
test would be filled with other qualifying veterans. Furthermore, since 
admission would be  denied to veterans with valid health insurance coverage, 
there  could be no cost recovery from third-party insurers. For these 
reasons, CBO's es t imate  of the  savings possible under these proposals is only 
about half tha t  of the  PPSSCC. 

Program Impact. The above est imate  of savings resulting from the 
VA's use of a means test for certain applicants for hospital care  assumes 
tha t  7 percent of hospital admissions and 1 percent of outpatient visits 
would be denied. 

Implementation. Some Congressional action is likely to be  needed for 
t h e  implementation of each of these recommendations, except for t he  
establishment of a means test, which is authorized under current law. 

Additional Comments. GAO agrees with t h e  PPSSCC conclusion tha t  
VA and Medicare payments for physician services should be governed by 
similar principles. A GAO survey of 5 of VA's 80 offices tha t  process these 
claims revealed problems in sett ing and applying appropriate f ee  schedules. 
As a result, GAO found that  VA paid full billed charges on about 62 percent 
of the claims. By comparison, in fiscal year 1982 the Health Care Financing 
Administration (HCFA) paid full billed charges on only 17 percent of t he  
Medicare claims it received. 

While GAO agrees with CBO tha t  the  da ta  available are not sufficient 
for a reliable es t imate  of the  budgetary impact of t he  proposal, it is 
confident that  significant savings would result from the  proposal's 
implementation. 

References. PPSSCC, Task Force Report on Federal Hospital 
Management, pp. 213-35. GAO, Duplicate Payments for Medical Services by 
VA and Medicare Progress (HRD-80-10, October 1979). GAO, New St ra te  
Can Improve Process for Recovering Certain Medical Care Costs + HRD-77- 
132, September 1977). GAO, Cost Cutting Measures Possible If Public 
Health Service Hospital System Is Continued (HRD-81-62, June 1981). 
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PHASE OUT VA HEALTH-CARE FACILITY CONSTRUCTION 
(HOSP-5, PRIV-4) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y e a r  
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 53 66 191 194 198 702 

Outlays 47 93 124 119 143 526 

PPSSCC Pro osal. The commission recommends t h a t  t h e  Veterans 
Administration ___+Jr VA s top  constructing new nursing home facilities. Future  
VA needs for nursing home beds should instead be m e t  in two ways: by 
converting available and underused acute-care (short-term) beds to 
extended-care use, and by additional contracting with private nursing home 
operators. Further,  t h e  VA Office of Construction should b e  completely 
reorganized with a substantial reduction in staff size, from t h e  present 800 
employees to 200. The agency should also contract  with a private firm to 
design an  improved construction planning system. 

Budgetary Impact. The PPSSCC has est imated t h a t  more than $600 
million could b e  saved over th ree  years by a halt  to new nursing home 
construction. The CBO analysis suggests, however, t h a t  t h e  commission's 
es t imate  of savings may be overstated,  because it is based on an  incorrect 
assumption t h a t  t h e  VA is required by s t a t u t e  to increase its number of 
nursing home beds by 5,000 before t h e  end of 1987. In fact, however, t h e  
VA's latest medical facility construction plan anticipates requesting 
appropriations for construction of only 2,700 nursing home beds during t h a t  
period, and very few of these will be completed before  1989. Thus, t h e  
PPSSCC has est imated that ,  under its plan, construction costs of $475 
million could be saved by 1987, though t h e  VA ant ic ipates  requesting 
appropriations during these  years of only about $275 million for all nursing 
home construction. 

On t h e  other hand, t h e  commission understates t h e  number of acute- 
c a r e  beds t h a t  could b e  converted to nursing home care. I t  assumes 
conversion of only 2,600 beds. The CBO analysis indicates, however, that  
3,000 acute-care beds--more than enough to fulfill VA plans through 1989-- 
could probably b e  converted in the  next f ive years without significant effect 
on t h e  quality of short-term c a r e  in VA facilities. CBO est imates  a ne t  
outlay reduction of $415 million by 1989 f rom converting al l  3,000 beds. 
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Under t h e  PPSSCC's assumption t h a t  5,000 new nursing home beds will 
b e  required by 1988, 2,400 beds would still be needed after conversion of t h e  
initial 2,600 beds. The PPSSCC recommends t h a t  these beds b e  provided 
through increased contracting with private nursing home operators. As  CBO 
assumes t h a t  all  future  long-term bed needs can be accommodated by 
conversion of acute-care beds, CBO sees no need for--hence no potential  
savings in--increased use of private nursing home care. 

The PPSSCC has est imated t h a t  t h e  reorganization and contraction of 
t h e  VA's O f f i c e  of Construction could save nearly $450 million over t h r e e  
years. CBO analysis assumes t h e  s a m e  staff  reduction to b e  feasible by 
at t r i t ion,  producing savings in personnel costs of $114 million over f ive 
years. 

Finally, t h e  PPSSCC estimates potential savings of $210 million in 
construction costs from improved planning. Although CBO has not  
es t imated savings attributable to be t te r  construction plans, a faul ty  
assumption in t h e  commission's calculation suggests t h a t  its es t imate  in this  
area may b e  overoptimistic. The VA bases i t s  construction plans on 
recorded lengths of s tay  in private-sector facilities, not on durations of VA 
hospital s tays  as t h e  commission assumes. As patient s tays  in private 
hospitals tend to b e  shorter than in VA hospitals, t h e  VA seems already to be 
basing its construction plans on relatively conservative projected needs. 
Opportunity for economies in this area therefore  appears more limited than  
t h e  commission assumes. 

Program Impact. The e f fec ts  of these changes on veterans served by 
VA hospitals would b e  minor. Converting acute-care beds to nursing-home 
beds should, in general, have a positive e f f e c t  on patient care ,  because 
patients not requiring a c u t e  c a r e  a r e  probably more comfortable and more  
appropriately cared for in nursing homes. 

Implementation. The VA is required by law to opera te  not fewer  than 
90,000 hospital and nursing home beds at all times. This restriction would 
have to be relaxed legislatively to enable  t h e  VA to t a k e  3,000 acute-care 
beds out  of operation to permit conversion within t h e  t ime span envisioned. 
A t  the  s a m e  time, though, t h e  VA might encounter other difficulties in 
converting 3,000 acute-care beds to nursing home care. VA planners believe 
t h a t  a nursing home unit of fewer than  60 beds is inefficient for  s taff ing and 
program purposes. But many VA hospitals have fewer than 60 underused 
acute-care beds. If such hospitals now lack nursing home wards tha t  could 
b e  expanded in increments of fewer  than 60 beds, conversion of t h e  
underused beds might be impracticable. Other  proposals in this 
recommendation would not require legislative changes. 
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Additional Comments. In 1981, GAO proposed t h a t  t h e  Congress 
consider allowing t h e  VA to extend its advance planning fund to cover final 
design work on construction projects. GAO determined t h a t  this legislative 
change could shorten by up to 15 months t h e  t i m e  needed for  VA 
construction projects. I t  believes tha t  this would be a be t te r  approach to 
improving VA construction management than t h e  massive reorganization of 
t h e  Off ice  of Construction proposed by t h e  PPSSCC. Although GAO's 
approach would require legislation, implementation a f t e r  enactment  would 
entai l  few--if any--operational problems. A reorganization of t h e  Off ice  of 
Construction, on t h e  other hand, could be accomplished without legislative 
action, but it could entail  major difficulties in implementation. A minimum 
of three  years would be required for  t h e  full reorganization, and it would 
likely encounter opposition from current  personnel. 

References. PPSSCC, Task Force Report  on Federal  Hospital 
Management. DD. 105-123. PPSSCC. Task Force Reoort  on Privatization. , . I  

pp. 88-121. GAO, VA Should Consider Less Costl; Alternatives Before 
Constructing New Nursing Homes (HRD - 82-114, September 1982). GAO, 
Sizing of Three VA HosDitals (HRD - 77-104. Mav 1977). GAO. 
Inappiopriate Number of A&te Care Beds Planned dy VA'for New Hospital; 
(HRD - 78-102, May 1978). GAO, Opportunity to Reduce t h e  Cost of 
Building VA Medical Facilities (HRD - 82-28, December 1981). CBO, 
Veterans Administration H 
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ELIMINATE EXCESS HOSPITAL CAPACITY (HEALTH -5) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority The PPSSCC recommendation is not  sufficiently 

Outlays 
specific for a budgetary impact  estimate.  

PPSSCC Proposals. The PPSSCC has made three  recommendations t o  
reduce excess hospital capacity: 

o Regulations should be developed by t h e  Health C a r e  Financing 
Administration (HCFA) to implement Sections 2101 and 2102 of t h e  
198 1 Reconciliation Act. These sections address closing and 
converting underutilized hospitals and reducing reimbursement for 
inappropriate hospital stays. 

o Legislation should b e  enacted to limit Medicare reimbursement 
when hospital occupancy falls  below 85 percent,  to establish a 
maximum amount for the  interest  costs on new hospital borrowing, 
and to penalize excessive certificate-of-need approvals by 
imposing a r e a  wide invest men t caps. 

o Legislation should b e  enacted to replace tax-exempt hospital bonds 
with general  obligation issues of state and local governments, 
which a r e  also tax-exempt. 

Budgetary Impact. The PPSSCC estimates tha t  its proposal to 
implement Sections 2101 and 2102 of t h e  1981 Reconciliation Act  would 
save about $900 million for the three-year period 1985-1987, whereas CBO 
est imates  either no savings or a small cost. Paying hospitals for closure and 
conversion could have a small  cost, but  would have no savings because of t h e  
new prospective payment system. Under t h e  old system of hospital 
reimbursement, closing hospital beds would have decreased hospitals' 
reasonable costs and thus reduced Medicare outlays. This does not occur 
under the prospective payment system, whereby hospitals receive a fixed 
payment for each ailment t reated regardless of reasonable costs. In fact, 
t h e  proposal would cost  money if funds were spent on closing or converting 
hospitals. Section 2102 relates  to reducing payments t o  Medicare for 
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inappropriate hospitalizations. Specifically, it would reduce reimbursement 
for hospital patients who a r e  waiting for nursing home beds from t h e  per  
diem for the  hospital t o  t h e  per diem for a skilled nursing facility. Under 
the  new diagnosis-related groups (DRG) system, this issue is less relevant 
because reimbursement is based on a per-case basis and not on a reasonable- 
cost basis. 

The second proposal could save some money although neither CBO nor 
the commission is able to  es t imate  t h e  amount. 

The third proposal could save money if general  obligation issues were 
less available than tax-exempt financing. The PPSSCC assumes t h a t  tax- 
exempt  financing for hospitals would decrease by 50 percent because of t h e  
limited availability of state and local general  obligation issues, and save 
$660 million over t h e  three-year period 1985-1987. However, if the  hospital 
authority general  obligation issues were too limited, hospitals could borrow 
the  funds from other  authorit ies such as industrial development authorities. 
While t h e  shift  from one form of tax-exempt financing to another could 
reduce the  to ta l  amount of tax-exempt financing for hospitals, t h e  e x a c t  
savings amount would depend on t h e  extent  to which t h e  alternative issues 
were limited. Because this proposal does not impose any specific limits on 
borrowing, CBO cannot e s t i m a t e  savings. 

Program Impact. These proposals a r e  designed to eliminate excess 
capacity and not to decrease access to care. However, limiting 
reimbursement for hospitals with low occupancy could reduce access to c a r e  
in areas  with few hospitals, such as rural  communities. 

Implementation. The regulatory proposal could be implemented by t h e  
issuance of regulations, but their  relevancy is uncertain because of t h e  new 
prospective payment system. The other two proposals would require 
legislation. 

References. PPSSCC, Task Force Report  on the  Department of 
Health and Human Services, Public Health Service, Health C a r e  Financing 
Administration, pp. 56-81. 
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IMPROVE PLANNING AND RESOURCE ALLOCATION IN VA HOSPITALS 
(HOSP-4) 

Annual Savings Cumulative 
Savings from (millions of dolrars) Five-Y ear  
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations a re  not sufficiently 
specific for a budgetary impact estimate. 

PPSSCC Proposal. The commission proposes that the Veterans 
Administration (VA) should develop and utilize a hospital resource allocation 
and planning model based on diagnosis-related groups (DRGs). This model 
should be used both for short-term budgetary purposes (determining the  size 
of appropriation requests and allocating amounts appropriated among 
facilities) and for long-range planning purposes (projecting future bed 
needs). The PPSSCC maintains that  the  use of such a model would result in 
savings, because it should enable the  VA, first,  t o  reduce the average length 
of stay (LOS) in its hospitals t o  tha t  in private and community hospitals and, 
second, to increase the  occupancy rate to 80 percent. 

Budgetary Impact. The PPSSCC has estimated tha t  the savings from 
this proposal would reach nearly $4.9 billion in t h e  first  th ree  years. CBO 
and GAO expect tha t  the  savings a re  overstated but do not consider an 
accurate es t imate  feasible, because the  savings would depend upon policy 
decisions that  were not specified by the  PPSSCC and tha t  cannot be  
predicted. 

Of t h e  $4.9 billion in total  savings, t he  PPSSCC estimates that  $1.2 
billion would result from an increase in the  average occupancy rate of VA 
hospitals t o  80 percent, t he  r a t e  considered optimal for private and 
community hospitals. But according to the  latest  da ta  available, VA 
hospitals currently operate at an average occupancy r a t e  of 81.4 percent. 
Further, for planning purposes the  VA uses a target  occupancy rate of 85 
percent. The use of an 80 percent target  ra te  would not, therefore, result in 
savings. 

If the use of a DRG-based resource allocation model enabled the  VA to 
achieve i ts  85 percent target  occupancy ra te  sooner than anticipated under 
current planning, some savings could be expected. 
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The PPSSCC has estimated tha t  $3.6 billion would be saved over three 
years as a result of the  reductions in the average LOS tha t  would ensue from 
the  use of a DRG-based model. The use of such a model in and of itself 
would not.necessarily ensure a reduction in lengths of stay or in costs. The 
savings would depend on the cost factors assigned t o  each DRG and on the 
amount of increase permitted or reduction required in each cost  factor over 
time. 

A DRG-based model would, however, make i t  more expensive to leave 
a patient requiring only nursing care in an acute-care bed. As discussed 
elsewhere (under the recommendation "Phase Out VA Health-Care Facility 
Construction"), the  VA system includes at least 3,000 excess acute-care 
beds, which could be converted to nursing-care use at a net five-year 
savings of $415 million. This would increase the occupancy ra te  of medical 
and surgical beds, while providing needed nursing-care beds. 

The PPSSCC proposes tha t  cost factors developed for private-sector 
hospitals be used to  bring down VA costs, but concedes tha t  the current cost 
factors typical of VA hospitals are not known. The VA, on the other hand, 
maintains that  current VA cost factors a re  equivalent to  or lower than those 
in the  private sector. (Relevant data  were not available for release, 
however.) Thus, the  potential for savings is uncertain. 

Program Impact. The use of a DRG-based model should provide 
incentives for greater efficiency and reduced lengths of stay. However, a 
DRG system might also allocate more resources than needed to  t h e  VA's 
major, tert iary care facilities. 

Implementation. This recommendation involves administrative 
changes only and would require no legislation. 

The VA has designed a DRG-based resource allocation model tha t  will 
be utilized to a limited degree in allocating the fiscal year 1985 Medical 
Care appropriation among VA facilities. The model does not now assign cost 
factors to the  DRGs, and therefore it is not being used to develop budgetary 
requests. While it does not yet cover outpatient and extended care, i t  is 
being expanded to do so. The model is neither designed nor intended t o  
perform a long-range planning function. I t  would have to be adapted to 
include all of these areas in order to implement fully t h e  PPSSCC proposal. 

References. PPSSCC, Task Force Report on Federal Hospital 
Management, pp. 82-104. GAO, Sizing of Three VA Hospitals (May 1977). 
GAO, Inappropriate Number of Acute Care Beds Planned by VA for Chicago- 
Based Hospital (June 1978). GAO, Inappropriate Number of Acute Care 
Beds Planned by VA for New Hospitals (May 1978). 
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CONSOLIDATE FEDERAL HIGHWAY PROGRAM CATEGORIES (TRANS-6) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five- Y ear 

1985 1986 1987 1988 1989 Savings 

Budget Authority 123 42 44 47 49 305 

Outlays 21 71 48 43 45 228 

PPSSCC Proposal. The commission proposes consolidating into 12 t h e  
roughly 20 federal  highway programs authorized in t h e  Surface Transporta- 
tion Assistance Act of 1982 and eliminating special-purpose programs t h a t  
ta rge t  funds to particular states or highway projects. In addition, t h e  
commission would t a k e  a block grant  approach and turn back to t h e  states 
administrative and operating responsibility for cer ta in  programs. It fur ther  
proposes multiyear funding for cont rac t  authority programs and increased 
state opportunity for shifting funds among uses. (Two of t h e  commission's 
highway recommendations a r e  already par t  of current  policy: two-year 
authorizations for the  highway program began in 1921 and have been 
increased to t h e  current  four-year authorizations, and states already have 
more flexibility t o  t ransfer  funds among programs than t h e  commission 
proposes.) 

Budgetary Impact. From t h e  proposed consolidations, t h e  commission 
es t imates  first-year savings of $297 million and $983 million over a period 
of three  years; no savings a re  associated with the  other recommendations. 
Two-thirds of t h e  savings would s tem from reduced funding for  sa fe ty  
programs such as highway/railroad grade crossings. The commission implies 
t h a t  allowing states to set their  own priorities would yield economies in 
highway spending. The remaining savings would be derived from cancella- 
tion of special-interest programs. 

The CBO does not assume any savings would derive from consolidating 
safety programs, but its e s t i m a t e  does assume savings from elimination of 
t h e  special-interest programs authorized in 1982. The CBO es t imates  t h a t  
in 1985, $123 million in budget authority and $21 million in outlays could b e  
saved by eliminating t h e  Rail  Highway Crossing Demonstration Program and 
other  specific demonstration projects in California, Pennsylvania, and 
Illinois. In 1986 through 1989, t h e  budget authority reduction, CBO 
est imates ,  would be less, because no funding is authorized a f t e r  1985 for t h e  
California and Pennsylvania projects. 
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CBO's analysis does not confirm t h a t  states would need less funding 
for  highway safe ty  if programs were consolidated. Though some states d o  
not need as much money for specific programs as is currently apportioned 
(for example, t h e  highway/railroad crossing program), t h e  states can  
transfer up to 40 percent of t h e  apportionment; a state t h a t  can show t h a t  
t h e  program's purposes have been m e t  can  transfer the  full federal  amount. 
A consolidated program, therefore,  might not significantly change states' 
priorities. There is no evidence t h a t  states would reduce their  safety- 
related projects; in fact, many observers suggest t h a t  s t a t e s  could use 
increased funding for hazard-elimination projects. 

Program Impact. Considerable consolidation has already taken place, 
and t h e  seven largest  federal  highway-aid programs now account for  88 
percent of related authorizations. Further consolidations would give t h e  
states more opportunity t o  set their  own priorities and to fund their  
programs accordingly. On t h e  other hand, some states already use t h e  
existing transfer provisions to adjust their  mix of programs; consolidation 
would probably have l i t t l e  effect on their  programs. If special-interest 
programs were eliminated, some of t h e  projects would be funded under other  
categories of federal  aid, while others, if states accorded them low priority, 
would not be funded at all. 

Implementation. Consolidating and/or eliminating highway programs 
would require legislative action, as would returning revenue to t h e  states. 
The 1982 legislation provided cont rac t  authority for most of t h e  highway 
programs, including many for special-interest projects; this authority would 
have to be rescinded to eliminate t h e  programs. The President proposed a 
transportation block grant  program (encompassing secondary and urban 
roads, as proposed by t h e  commission) early in 1983, but t h e  Congress has 
not yet  ac ted  on this plan. 

Additional Comments. The GAO has favored consolidating closely 
related programs within a functional a rea ,  although it does not have any 
basis for evaluating t h e  PPSSCC's es t imates  of savings. 

References. PPSSCC, Task Force Report  on Transportation, pp. 
101- 10. GAO, Consolidation of Federal Assistance Resources Will Enhance 
t h e  Federal-State Emergency hlanagement Effort  (GAO/GGD - 83-92, 
August 30, 1983). GAO, Fundamental Changes Are Needed in Federal 
Assistance t o  S t a t e  and Local Governments (GAO/GGD - 75-75, August 19, 
1975). 
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IMPROVE PROCUREMENT POLICIES FOR THE STRATEGIC PETROLEUM 
RESERVE (ENERGY-7) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dolig-s) Five-Year 
1985 1986-1 987 1988 1989 Savings 

Off -Budget 
Budget Authority 70 50 60 70 40 290 
Outlays 70 50 60 70 40 290 

PPSSCC Proposal. The commission proposes that the Congress avoid 
t h e  use of interim storage for t h e  Strategic Petroleum Reserve (SPR). It  
would also exempt t h e  SPR from t h e  requirements of t h e  Cargo Preference 
Act,  which stipulates t h a t  most oil bound for  t h e  reserve be carried on U.S. 
flag ships. Transport on U.S. ships c a n  b e  twice o r  even t h r e e  t imes as 
costly as on non-US. vessels. Further,  t h e  PPSSCC recommends t h a t  t h e  
SPR b e  operated on a government-owned, contractor-operated (GOCO) 
basis; that  cer ta in  i tems  for f u t u r e  facil i t ies not  be acquired; and that t h e  
Congress approve f ixed-price, lump-sum funding for  fu ture  construction 
projects . 

Budgetary Impact. The CBO es t imates  t h a t  t h e  PPSSCC recommenda- 
tions would save approximately $290 million in off -budget spending between 
1985 and 1989 from exempting t h e  reserve from cargo-preference require- 
ments. Both CBO and t h e  commission es t imate  that  t h e  cost of t h e  Cargo 
Preference Act t o  t h e  SPR is  about $1.05 per barrel  of oil. These savings 
correspond to t h e  $213 million in three-year savings est imated by t h e  
commission. The CBO es t imates  less savings over t h e  first  th ree  years 
because of a lower f i l l  r a t e  than the commission assumes. 

The commission a t t r ibu tes  another $1.07 billion to avoiding fu ture  
costs, of which t h e  largest  is for interim storage.  The cornmission assumes 
t h a t  oil purchases of 30Q,000 barrels a day would begin in 1983 and continue 
into 1984, which would require extensive interim storage. By filling t h e  
reserve at a r a t e  of only 220,000 barrels a day, t h e  commission es t imates  
t h a t  $932 million in interim storage costs could be saved over th ree  years. 
As a fill r a t e  appreciably lower than t h e  commission's r a t e  of 220,000 
barrels per day was approved for  1984, no savings, relative t o  t h e  CBO 
baseline, can  b e  achieved from implementing t h e  commission's 
recommendations. 
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If t h e  fas te r  fill r a t e  were e f fec ted  at once, however, and  maintained 
until t h e  500-million-barrel level was reached, @BO est imates  t h a t  purchase 
and s torage of a n  additional 4 million barrels of oil would be required in 
1985 at a cost of about $125 million, of which only $5 million would be for  
interim storage. The CBO est imates  lower costs  for additional s torage 
because of t h e  availability of permanent capacity. 

The commission also est imated savings of $124 million from not 
acquiring additional meters  for each cavern. These a r e  fu ture  purchases 
t h a t  could be avoided, however, not savings from current  funding levels. No 
plans to acquire these additional meters  currently exist. 

Finally, CBO cannot es t imate  savings from operating t h e  SPR on a 
GOCO basis, o r  from providing lump-sum funding for construction. The 
commission est imated t h a t  these two recommendations would save $27 
million over th ree  years. 

Program Impact. Maintaining a SPR fill r a t e  t h a t  could avoid use of 
interim storage is assumed in t h e  baseline. Exempting SPR oil from t h e  
Cargo Preference Act would reduce t h e  costs of acquiring oil and lower 
demand for U.S.-flag transports. No significant impact on t h e  SPR program 
will result from t h e  cornmission's other recommendations. 

Implementation. The Congress has already approved and authorized 
funding for a fill r a t e  of approximately 186,000 barrels of oil 2 day for fiscal  
year 1984--34,000 barrels a day less than t h e  PPSSCC has used for its 
estimates.  No interim storage has been used thus far. Legislation would be 
required t o  exempt SPR oil from t h e  requirements of t h e  Cargo Preference 
Act. The other  recommendations would require Executive action with 
Congressional approval through both authorizing and appropriations legisla- 
tion where additional funding might be needed. 

Additional Comments. The GAO supports t h e  commission's proposals 
f o r  avoiding t h e  use of interim storage and for  awarding contracts  on a 
fixed-price basis. As noted above, both proposals offer  potential for  
curtailing future  costs. The GAO also finds mer i t  in t h e  recommendation to 
exempt t h e  SPR from requirements of t h e  Cargo Preference Act. GAO 
believes t h a t  t h e  Congress will need t o  consider both costs and benefits  
before acting on t h e  recommendation. Cargo preference legislation pro- 
vides a trade-off of higher government procurement costs in return for  
helping to ensure t h a t  U.S.-flag tankers a r e  available for  national security 
needs. In making its recommendation, t he  PPSSCC did not indicate t h a t  i t  
considered ei ther  national security benefits  o r  potential  a l ternat ive 
mari t ime subsidy costs. 
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References. PPSSCC, Task Force Report on the  Department of 
Energy, pp. 62-73. GAO, Status of Strategic Petroleum Reserve Activities 
as of December 31. 1983 (RECD - 84-92, Januarv 13, 1984). GAO, 

. a  - -  ~ 

Feasibility and Cost of Interim Storage for the' Strategic Petroleum Reserve 
(EMD - 82-95, May 21, 1982). GAO, U.S. Strategic Petroleum Reserve at a 
Turning Point--Management of Cost, Oil Supply Problems, and Future Site 
Development (EMD - 80-19, January 2, 1980). 
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IMPROVE TIMBER SALES CASH MANAGEMENT (AG-41) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
-.-------I--__-- (millions of dolhrs )  - - Five- Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority 170 275 190 -100 -110 425 

Outlays 170 275 190 -100 -110 425 

NOTE: Negative figures indicate budgetary costs. 

PPSSCC Proposal. The commission proposes t h a t  t h e  Forest  Service 
impose a flat payment schedule on future  t imber  contracts.  In t h e  past ,  and 
under most existing t imber contracts ,  purchasers have been required to pay 
for  t imber only as it was being removed from t h e  forest. Because the  
average duration of a timber cont rac t  was three  to four years, and 
purchasers typically waited as long as possible before harvesting, t h e  federal  
government did not receive payment for most of t h e  timber sold until th ree  
to four years a f t e r  the  expenses of the  sales preparation had been incurred. 
The effect of t h e  PPSSCC proposal would be to acce lera te  Forest  Service 
receipts; complete  payment for a timber cont rac t ,  however, would continue 
to take  three  to four years. 

Budgetary Impact. The est imates  above a r e  based on historical infor- 
mation from t h e  Forest  Service and its timber-sale projections for t h e  
1985- 1989 period. The CBO assumes tha t ,  under t h e  current  contracting 
procedures, receipts over a four-year average cont rac t  would be 10 percent,  
15 percent,  30 percent,  and 45 percent of t h e  cont rac t  value in each year, 
respectively. 

Under t h e  flat payment schedule, CBO assumes t h a t  bids on contracts  
would be a n  average of 10 percent  lower than under t h e  more flexible 
current  practice. (This is based on d a t a  indicating tha t ,  with contract  
lengths shortened from f ive years to two years, bids have decreased by as 
much as one-third.) Receipts a r e  expected to be realized at a r a t e  of 25 
percent per year over t h e  four-year cont rac t  life. Assuming sales of 1.3-1.6 
billion board feet annually, CBO es t imates  a n e t  outlay savings of $425 
million over f ive years. 

The PPSSCC est imates  savings of $150 to $160 million from timber 
sales made in each of the  years  1983 through 1985. This es t imate  is on a 
present-value basis, rather than on a budgetary basis, and does not adjust for 
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likely reductions in bids t h a t  would result  f rom implementing its proposed 
change. In addition, t h e  commission's es t imate  does not ref lect  recent  
changes in regulations governing t h e  timing of t imber sales payments, which 
acce lera te  t h e  payment schedule. 

Program Impact. Creat ion of a f l a t  payment schedule would reduce 
t h e  flexibility of t imber purchasers t o  harvest  in response t o  fluctuations in 
t h e  t imber market.  This could cause bids to decrease on future  contacts.  

Also, because of t h e  recent  history of t h e  t imber industry--a number 
of years of speculative bidding in cer ta in  regions, followed by one of the 
worst slumps recorded- -many companies now hold unprofitable contracts.  
Changes that would require earlier payments on new contracts  now would 
c r e a t e  additional cash-f low problems for these companies. 

Finally, t h e  Forest  Service is now holding t h e  highest inventory of 
uncut t imber volume under cont rac t  in history. Creat ing a system whereby 
new timber under cont rac t  had to b e  cut ear ly  (in preference to t h e  older 
contracts)  could undermine effor ts  to increase t h e  cut t ing of t imber  already 
under contract .  

Implementation. A f l a t  payment schedule could b e  implemented 
administratively. Over t h e  past few years, t h e  Forest  Service has  already 
changed its contract ing procedures to improve i t s  cash-flow position. 
Requirements for a new contract  now include a 10 percent deposit within 
t e n  days of a sale  and payment of 25 percent of t h e  sale  value by t h e  
midpoint of t h e  contract .  Also, in region 6 ( the Pacific Northwest), where a 
large percentage of t h e  to ta l  federal  timber receipts are realized, discounts 
for  early removal a r e  provided, and stumpage r a t e s  a r e  adjusted over t ime.  
Immediate iinplementation of t h e  PPSSCC's flat payment schedules on 
t imber cont rac ts  could therefore  cause confusion and lose t h e  benefits  of 
experience from t h e  changes now under way. 

Additional Comments. In GAO's view, i t  is inappropriate to make  
changes before  t h e  results of t h e  Forest  Service's revised payment regula- 
tions a r e  evaluated. Since t h e  regulations a r e  designed both to acce lera te  
cash flow and to encourage earlier t imber harvest. 

Reference.  PPSSCC, Report  on Department  of Agriculture, pp. 188. 
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SELL UNNEEDED PUBLIC LAND (INT-I) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year -----.------L__-- 

1985 1986 1987 1988 1989 Savings 

Budget Authority 10 15 25 35 45 130 

Outlays 10 15 25 35 45 130 

PPSSCC Pro osal. The PPSSCC proposes accelerating the  Bureau of 
Land ____eT Management's BLM) Asset Management Program and depositing 
receipts  from its land sales directly in t h e  general  fund of t h e  U.S. 
Treasury. 

The President has a t tempted  to implement a similar proposal during 
t h e  past  several  years. In 1982, h e  issued a n  executive order directing 
agencies to dispose of excess land and established a Property Review Board 
to implement this  property sales initiative. In May 1983, the  BLM issued 
new, simplified land-use planning regulations. Later ,  proposed changes to 
land-sales regulations were published, with t h e  intention of making t h e  sales 
process more efficient.  

In August 1983, t h e  Secretary of t h e  Interior withdrew t h e  BLM from 
t h e  Asset Management Program in response to cr i t ical  public reaction. 
Later  t h a t  year, under t h e  public lands disposal provisions of t h e  Federal 
Land Policy and Management Act  of 1976, however, t h e  BLM offered more 
than 30,000 acres  for sale. Only 10,000 acres  were actually sold, for  a total 
of about $3 million. For fiscal year 1984, t h e  President requested $18 
million t o  prepare for t h e  sale of 250,000 acres;  to da te ,  t h e  Congress has 
provided $3 million for the  sale of 60,000 acres.  

Budgetary Impact. The esti inates shown in t h e  table  above ref lect  
amounts CBO ant ic ipates  would be received from BLM sales of additional 
public lands, less t h e  cost of those sales. These est imates  assume t h a t  all 
funds necessary f o r  land sale  preparation a r e  made available; they a r e  based 
on information available from t h e  existing BLM land sales program. 
Average value was determined by adjusting for inflation the  average price 
per a c r e  received in 1983. Sales volume was assumed to grow in 25,000-acre 
increments annually from t h e  expected 1984 sales volume. Since t h e  
baseline ref lects  sales at  approximately t h e  1984 level, es t imated savings 
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f rom this  proposal a r e  based on t h e  assumed increases above t h e  1984 level, 
totaling 375,000 acres  over f ive years. The CBO ant ic ipates  no savings from 
placing land sales receipts directly into t h e  general  fund of t h e  Treasury, 
because t h e  amount spent by t h e  federal  government will depend entirely on 
fu ture  Congressional appropriations. 

The PPSSCC est imated n e t  receipts  of $900 million would b e  realized 
over th ree  years. This es t imate  was based on t h e  assumption t h a t  11.5 
million acres  of land would b e  identified for  potential transfer,  and t h a t  
one-third of this  amount,  o r  3.8 million acres ,  would be sold at an  average 
price of about $270 per acre.  

To date ,  BLM has identified only 4.45 million acres  of potentially 
saleable land, of which it es t imates  perhaps one-third could b e  sold. 
Because of t h e  complexities surrounding t h e  disposal of federal  land, t h e  
process of identifying and selling such land is very time-consuming. As a 
result, despite t h e  Administration's effor ts  to expedite land sales, receipts 
from such sales have fallen f a r  short  of original expectations. I t  is 
therefore  very unlikely t h a t  sales approaching those assumed by t h e  PPSSCC 
could b e  accomplished within a few years. 

Program Impact. implementation of this  proposal would affect those 
parties using affected lands under permit for grazing, rights-of-way, or any 
other  purpose. I t  would also affect state and local governments, because 
payments from t h e  federal  government in lieu of taxes would cease. (The 
appropriate government ent i ty  could, however, collect  taxes  t h a t  a r e  not 
now available.) 

Implementation. Under current  law, much of t h e  revenue from land 
sales goes to earmarked revolving funds (primarily, t h e  Reclamation Fund). 
To implement fully t h e  PPSSCC proposal, t h e  law must be changed so t h a t  
these revenues can go into t h e  general fund of t h e  Treasury. The proposal 
also suggests streamlining t h e  existing land sales program; this  would 
require revising existing regulations. 

References. PPSSCC, Task Force Report  on Department of t h e  
Interior, pp. 11. GAO, Let te r  Report  to  Chairman Jack  Brooks pursuant to 
his request for comments on a draf t  bill enti t led National Debt Ret i rement  
Act of 1982 (11CCPAD83. ADril 19, 1983). GAO, Reoort  to Honorable Ken - , L  

Kramer , Numerous Issues Involved in Large-Scale Disposals and Sales of 
Federal  Real  Property (CED - 82-18). 
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IMPROVE MANAGEMENT OF OUTER CONTINENTAL SHELF OIL AND 
GAS LEASING PROGRAM (LAND- 1) 

Savings f r o n  
CBO Baseline 

Annual Savings Cumulative 
Five- Y e a r  (millions of dollars) - ~ - - -  

1985 1986 1987 1988 1989 Savings 
~ - ~ ~ ~~ ~ ~~ ~ 

Budget Authority 0 0 0 0 0 0 

Outlays 0 0 0 0 0 0 

PPSSCC Proposal. The Department of t h e  Interior, through its 
Minerals Management Service (MMS), leases t r a c t s  on t h e  Outer Continental  
Shelf (OCS) fo'; oil and gas exploration by development companies. Corn- 
panies bid for  these t r a c t s  by offering bonuses, or up-front payments, and 
royalties, a percentage of t h e  value of any future  production from t h e  t rac t .  
The PPSSCC proposes t h a t  t h e  MMS continue to study and use al ternat ive 
bidding systems, and use seven-year, ra ther  than ten-year, lease te rms  for  
t r a c t s  in harsh environments. I t  fur ther  proposes t h a t  t h e  MMS become an 
off-budget, independently funded en t i ty  within t h e  Department of t h e  
Interior. 

Under t h e  Outer  Continental Shelf Lands Act  Amendments (OCSLAA) 
of 1978, t h e  Secretary of t h e  Interior was instructed to experiment with 
al ternat ive bidding systems--for example, allowing royalty payments below 
t h e  levels typically required by MMS--on 20 to  60 percent of t h e  areas 
offered for sale in fiscal  years 1979 through 1983. (Alternative systems 
were actually used in about 30 percent of these.) The OCSLAA also 
stipulates t h a t  primary lease te rms  for a reas  with adverse drilling conditions 
shall not exceed t e n  years, rather than t h e  customary five. Although t h e  
Interior Department has chosen to issue ten-year leases for t r a c t s  in harsh 
environments, it has had t h e  flexibility t o  choose intermediate  te rm lengths 
between f ive and t e n  years  since fiscal year 1979. 

Budgetary Impact. The PPSSCC's proposal to require iMMS to evaluate  
and use ai ternat ive royalty systems, without stipulating t h e  number of 
t r a c t s  t o  be offered under these al ternat ive systems, would have no 
budgetary impact because it wouId not affect current  practices. The MMS 
already matches bidding systems to t r a c t s  based on their  assessment of t h e  
risk inherent in each t rac t .  
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The PPSSCC assumed t h a t  20 percent  of t h e  leases sold in 1983 used 
less than optimal bidding systems. The commission then took 20 percent of 
a n  es t imate  of all  1983 OCS receipts--including royalty payments and 
bonuses--and assumed arbitrari ly t h a t  they were 5 percent  lower than they 
would have been if t h e  optimal bidding system were used. This led to a n  
est imated 1983 revenue loss of $124 million. Such a n  es t imate ,  however, 
should have been based only on lower bonus receipts,  and should not have 
included royalties from leases previously sold. The PPSSCC then increased 
t h e  loss by 10 percent each year, resulting in a n  est imated three-year loss 
of $410 million from using sub-optimal bidding systems. 

Not only should t h e  PPSSCC have applied its analysis t o  bonus receipts  
only, ra ther  than to to ta l  OCS receipts  (bonuses and royalties), but t h e  
analysis and estimates a r e  necessarily arbitrary.  The t o t a l  effects of 
alternative bidding systems a r e  unknown. The demand for OCS t r a c t s  could 
fall  if higher bonuses a r e  required. Moreover, lower bonuses could lead to 
greater  receipts in t h e  long run if they induce firrns to offer  higher royalties 
on oil and gas discovered and produced. 

The PPSSCC ant ic ipates  increased receipts  f rom shortening primary 
lease te rms  for tracts in harsh environments f rom t e n  to seven years, 
because production would occur sooner resulting in earlier royalty payments. 
0 u t  shortening primary lease t e r m s  could result  in unleased t r a c t s  or in 
lower bonus bids for leased tracts. Firms operating under a ten-year 
primary t e r m  can  already produce within seven years if i t  is economical to 
do so. 

Moving t h e  MMS off-budget would not affect t h e  aggregate  federal  
deficit  and would not  prevent t h e  Congress f rom modifying t h e  leasing 
schedule. Furthermore,  off-budget financing is deceptive because it does 
not accurately re f lec t  t h e  t rue  state of t h e  federal  government's f inances in 
t h e  unified budget. 

The PPSSCC est imated three-year savings of $1.5 billion from placing 
t h e  MMS off-budget, by calculating t h e  interest  on 80 percent of t h e  
est imated to ta l  value (bonus and royalties) of two lease sales recently 
cancelled by t h e  Congress. This assumes t h a t  similar sale cancellations 
would continue t o  occur if M M S  remained on budget but would not occur if 
MMS were off-budget. In fact, t h e  Congress' ability t o  cancel  these sales 
would b e  unaffected by t h e  budgetary treatment of t h e  MMS. 

Program Impact. No substantial changes in t h e  offshore oil and gas  
drilling program would be likely to occur. 
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Implementation. Although t h e  requirement t o  experiment with alter-  
nat ive bidding systems in 20 to 60 percent of offshore oil and gas lease sales 
expired at the  end of fiscal  year 1983, nothing prevents t h e  MMS from 
continuing to study and use those systems, as recommended by t h e  PPSSCC. 
The Congress would have to enac t  legislation requiring t h e  continued use of 
a l ternat ive bidding systems t o  ensure their  use, however. GAO has issued a 
recent  report  analyzing t h e  Department  of t h e  Interior's experience to d a t e  
with alternative bidding systems, which includes a recommendation t h a t  
such legislation be extended. The legislative authority t o  issue seven-year 
leases for t r a c t s  in harsh environments already exists. Congressional action 
would be required t o  establish t h e  MMS as an  independent, off-budget 
government ent i ty  funded by receipts from offshore oil and gas leasing 
activities. 

Additional Comments. The Congress does not review Interior's five- 
year OCS leasing schedule every year as s t a t e d  in t h e  PPSSCC report. 
Review occurs only when t h e  Secretary of t h e  Interior proposes a major 
change in t h e  schedule. 

References. -- PPSSCC, Task Force Report  on Land, Facilities, and 
11 Property, pp. 3-13. GA( PersoG 3, Congress Should Extend Mandate to 

Experiment with Alternative Bidding Systems in Leasing Off shore Lands 
(RCED - 83-139, May 27, 1983). GAO, Interior Should Continue Use of 

e Oil fl Higher Royalty Rates  for Offshor - -  . _ _ _  83-30, 
December 2r 0, 1982). 
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IMPOSE USER FEES FOR CERTAIN U.S. COAST GUARD SERVICES 
(PRIV-8, TRANS- 19, USER- 16) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Addition 

Budget Authority 690 740 760 780 810 3,780 

Outlays 690 740 760 780 810 3,780 

PPSSCC Proposals. The PPSSCC has proposed tha t  financing for the  
U.S. Coast Guard services tha t  benefit identifiable groups of commercial 
shippers and recreational boaters be raised through user fees administered 
by the Department of Transportation (DQT). The Coast Guard activities 
identified by the commission include search-and-rescue (non-life-threat- 
ening only), short-range aids t o  navigation, radionavigational aids, domestic 
icebreaking, commercial vessel safety, port safety and security, marine 
environmental protection, and bridge administration. All of these activities 
a r e  currently funded out of general federal t ax  revenues, with recoverable 
portions accounting for about one-quarter of total Coast Guard spending of 
$2.7 billion in 1985. (Other Coast Guard activities--notably, military pre- 
paredness and enforcement of laws and treaties--are excluded, since they 
are judged to be in the  interest of the nation as a whole.) 

The PPSSCC's two proposed user fee schemes, prepared independently 
by its User Charge Task Force and by DOT Task Force, both recommend 
separate sets of fees for recreational boats, fishing fleets, and other 
commercial vessels sailing on waters under Coast Guard jurisdiction. A 
third proposal, developed by the  PPSSCC Task Force on Privatization, would 
transfer t o  the private sector operations in the areas of search-and-rescue 
(non-lif e- threatening), short-range navigational aids, and commercial vessel 
safety. A related plan advanced by the  DOT Task Force suggests shifting to 
state or local governments such Coast Guard functions as vessel t raff ic  
services (VTS) systems in use at a number of ports. 

Although the Administration has not included a Coast Guard user f e e  
proposal in its budget for fiscal year 1985, i t  has in the  past roposed such 
fees. One proposal, submitted in February 1982, called for  9 800 million a 
year in user fee collections to recover operating costs, and the  most recent 
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proposal called for  initial f e e s  of about  $50 million for direct  services (such 
as vessel inspections) for commercial  maritlers. The Congress did not  act on 
these  plans. 

Budgetary Impact. The commission reports two three-year savings 
es t imates  for  Coast Guard user fees: $1.57 billion by t h e  DOT Task Force, 
and $418 million by t h e  User Charge Task Force.- The wide divergence 
results from different assumptions about what costs to recover and when. 
The DOT Task Force assumes full implementation of user f e e s  beginning in 
t h e  f i r s t  year. By contrast ,  t h e  User Charge Task Force would phase in f e e s  
over a five-year period: "direct" (service-specific) f e e s  over t h e  f i r s t  two 
years, and "indirect" (systemwide) charges beginning in t h e  third year. The 
DOT Task Force includes only operating and administrative overhead costs, 
whereas t h e  User Charge Task Force specifies recovery of capi ta l  and o ther  
indirect  costs. 

The CBO savings es t imate  of $3.8 billion is based solely on t h e  user 
fee options, since "privatization" of t h e  same services would not yield ad- 
ditional federal  budget savings. I t  combines elements  of both PPSSCC user 
fee proposals: implementing all f e e s  in t h e  f i rs t  year (DOT Task Force), 
including al l  associated capital  costs (User Charge Task Force), and exclud- 
ing l ife-threatening search-and-rescue from t h e  category of recoverable 
costs (both task forces). The es t imate  assumes t h a t  10 percent  of civilian 
mari t ime search-and-rescue operations a r e  non-life-threatening--the per- 
cen tage  used by both the  DOT and User Charge Task Forces. (The Privati- 
zation Task Force, however, assumes t h a t  80 percent of search-and-rescue 
incidents a r e  non-life-threatening, and t h e  User Charge Task Force believes 
t h a t  t h e  10 percent es t imate  needs fur ther  investigation.) In es t imat ing 
recoverable capital  and research costs, t h e  CBO uses t h e  est imated capital  
and research spending for each program. This differs from t h e  approach 
taken by t h e  User Charge Task Force, which uses a n  average across a l l  
Coast Guard programs. The PPSSCC savings est imates  are based on 1982 
spending levels, while CBO uses current  baseline projections for  1985-1989. 

If f e e s  were phased in over f ive years  as proposed by t h e  User Charge 
Task Force, receipts  would be $1.8 billion less than t h e  $3.8 billion CBO 
estimates. Excluding capi ta l  costs would reduce receipts  by about 1 1  per- 
cent.  Using a higher (80 percent) e s t i m a t e  of non-life-threatening search- 
and-rescue missions would increase recoverable costs by $1.5 billion over 
f ive years. CBO es t imates  t h a t  if user f e e s  were expanded to cover a l l  
costs  for civilian mari t ime search-and-rescue activities, receipts would 
total $5.7 billion over t h e  five-year period. 
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Program Impact. The user f e e  and privatization proposals would not 
jeopardize existing programs or weaken any Coast Guard operations signif- 
icantly. Fees for recreational boaters would be small relative t o  total  
spending on boating and would average less than $20 per boat. Negative 
economic impacts could be more serious for commercial mariners and 
fishermen, who depend on the  sea for their  livelihoods. In particular, t he  
US. fishing industry has not fared well in recent years, and immediate 
federal recovery of both operating and capital Coast Guard spending could 
increase this industry's costs by as much as 10 percent. 

Implementation. Required legislation would include repeal of 46 U.S. 
Code 331, which prohibits the imposition of certain fees on commercial 
vessels. The Coast Guard Authorization Act for 1983 and 1984 directs t he  
Coast Guard t o  study the  possibilities for turning over to the  private sector 
aspects of its program providing short-range aids to  navigation. 

The administration of Coast Guard user fees could be handled by 
federal and nonf ederal agencies that  already have fee-collecting 
mechanisms, or t ha t  have working relationships with the  marine user groups 
concerned (for instance, the  U.S. Customs Service for vessels engaged in 
foreign trade). Annual registration fees for recreational boats could be 
handled by the  U.S. Postal Service or--since most states already have boat- 
numbering systems and recreational boating-safety programs--they might 
be administered by the  states with federal supervision and financial aid. 

Additional Comments. GAO supports the  recommendation tha t  user 
fees be established for  Coast Guard services benefiting specific groups of 
civilian users. GAO also believes tha t  transferring certain activities to 
state or local governments and contracting out selected functions t o  private 
firms could help the  Coast Guard handle its growing workload, reduce costs, 
and redistribute resources to missions with the  highest federal priority. 

References. PPSSCC, Task Force Report on the  Department of 
Transportation, pp. 241-56. PPSSCC, Task Force Report on User Charges, 
pp. 168-72. PPSSCC, Task Force Report on Privatization, pp. 181-97. 
GAO, The Coast Guard--Limited Resources Curtail Ability to Meet Respon- 
sibilities (CED-80-76, April 1980). GAO, The Congress Should Consider 
Exploring Opportunities t o  Expand and Improve the  Application of User 
Charges by Federal Agencies (PAD-80-75, March 1980). GAO, How Ef- 
fect ive Is the  Coast Guard in Carrying Out Its Commercial Vessel Safety 
Res onsibilities? (CED-79-54, May 1979). CBO, Charging for Federal Ser- + vices December 1983), pp. 47-60. 
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REDUCE COSTS OF POWER MARKETING ADMINISTRATIONS 
(PRIV-2, ENERGY-19, USER-5) 

Annual Savings Cumulative 
(millions of dollars) Five- Year -- -I__--- 

Savings from 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 28 0 87 5 90 5 960 3,020 
Outlays 0 28 0 875 905 960 3,020 

PPSSCC Proposals. The PPSSCC recommends reducing t h e  costs of 
t h e  f ive federal  power marketing administrations (PMAs) in three  
ways: (1) require t h e  PMAs to repay federal  investments on a timely basis 
and at market  interest  rates; (2) charge a user fee for water  used to produce 
electricity; and (3) sell t h e  PMAs to nonfederal entities. - 1/ 

--Repayment Reform. The federal  investment in t h e  power-related 
facilities of t h e  PMAs totaled about $12 billion by t h e  end of 1982. Under 
current  law, t h e  PMAs must repay th i s  investment within a "reasonable 
period," and pay interest  on t h e  unpaid balance. The schedule for  repaying 
t h e  investments is determined administratively; interest  r a t e s  also are set 
administratively, unless specified in a project's authorizing statute.  The 
interest  rate paid on these investments currently averages about 3 percent. 

Administrative guidelines historically required repayments to  follow a 
mortgage-type amortization schedule. Current  policies only require t h a t  
investments in generation and transmission facilities be  repaid within 50- 
and 35-year periods, respectively. By t h e  end of 1982, t h e  cumulative 
repayments of three  PMAs-- Western, Southeastern, and Alaska- -were con- 
sistent with a n  amortization schedule. The cumulative repayments of t h e  

1. The f ive PMAs in t h e  Department of Energy a r e  t h e  Alaska Power 
Marketing Administration (Alaska), Bonneville Power Administration 
(Bonneville), t h e  Southeastern Power Marketing Administration (South- 
eastern), t h e  Southwestern Power Marketing Administration (South- 
western), and t h e  Western Power Marketing Administration (Western). 
These PMAs sell and transmit t h e  electricity produced from dams built 
and operated by t h e  Bureau of Reclamation and the  Corps of Engineers. 
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Bonneville and Southwestern PMAs, however, were $723 million and $1 31 
million less, respectively, than would have been repaid under an  amortiza- 
tion schedule. 

The commission recommends t h a t  all  PMAs b e  required to make up 
promptly all  of t h e  deficiencies in t h e  repayment of federal  investments, 
repay all remaining investments according to a straight-line amortization 
schedule, and pay t h e  current  Treasury r a t e  on the unpaid investments, 
except  where prohibited by law. 

--User Charges. Under t h e  commission's user charge proposal, t h e  
PMAs would pay for t h e  benefit  of using federal  water  resources to produce 
electricity.  This f e e  would be analagous to t h e  government's royalty f rom 
t h e  production of federally owned oil and gas  resources. Nonfederal uti l i t ies 
currently pay a user fee for t h e  "use, occupancy, and enjoyment" of 
government dams and related facilities. The commission suggests t h a t  t h e  
PMAs be charged a fee equal to half of t h e  difference between their  cost of 
producing electricity and t h e  value of t h e  electr ic i ty  to utilities in t h e  area.  

--Sale of Facilities. Finally, t h e  commission proposes selling t h e  
power-related facil i t ies of t h e  f ive PMAs to nonfederal enti t ies.  The 
prospective purchasers--public utilities, cooperatives, or investor-owned 
utilities-- would pay t h e  federal  government for t h e  facilities and would 
assume responsibility for  marketing t h e  electricity.  The commission 
appears to assume, however, t h a t  federal  agencies would continue to 
opera te  and maintain t h e  dams because of their  multipurpose nature. The 
prospective buyers would pay those agencies for their  operating and 
maintenance costs, through a user fee like t h e  one proposed above. 

Budgetary Impact. CBO es t imates  t h a t  implementing these proposals 
would reduce federal  outlays by $3 billion over t h e  1985- 1989 period. These 
est imated savings a r e  a t t r ibutable  to t h e  repayment reforms and user 
charges. Selling the  PMA facilities would not be likely to yield any savings 
until a f t e r  1989, because of t h e  lead t i m e  needed to implement t h a t  
proposal. The PPSSCC, on t h e  other  hand, es t imates  to ta l  savings of $20 
billion in three  years if t h e  facil i t ies a r e  sold (PRIV-21, or $3-5 billion if 
they a r e  not (ENERGY-19, USER-5, and PRIV-2). If t h e  facilities a r e  sold, 
t h e  PPSSCC expects  $15 billion as proceeds from selling t h e  facil i t ies,  $3.2 
billion as savings from ongoing interest  subsidies as a result  of t h e  sale, and 
$1.3 billion as revenues from a user charge like t h e  one discussed above. 

--Repayment Reform. Savings from t h e  proposed repayment reforms 
a r e  es t imated by CBO to total $1.2 billion over t h e  five-year period. The 
PPSSCC es t imates  t h a t  savings would to ta l  $1.3 billion over a three-year 
period. CBO assumes t h a t  repayment deficiencies would be measured 
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re lat ive t o  t h e  mortgage-type amortization schedule historically used by t h e  
PMAs, and t h a t  any deficiencies would be repaid over a five-year period. 
All remaining repayment obligations a r e  assumed to be repaid according to a 
straight-line amortization schedule. The effect of charging t h e  Treasury 
interest  rate on unpaid obligations cannot be est imated precisely, because 
t h e  current  s ta tutory limitations on interest  r a t e s  vary from project t o  
project,  and data on those limitations a r e  not readily available at  this time. 
For this es t imate ,  CBO assumes t h a t  t h e  Treasury interest  r a t e  could be 
applied to at least  25 percent of t h e  outstanding investments. Finally, CBO 
assumes t h a t  savings would not begin until f iscal  year 1986, because of the  
lead t i m e  needed to revise administrative policies and t o  include t h e  
changes in PMAs' e lec t r ic  rates.  

--User Char  es. The outlay savings from t h e  proposed user fee a r e  
es t imated ---% to to ta l  1.8 billion over t h e  five-year period. This compares 
with PPSSCC's es t imated savings of $1.3 billion (PRIV-2) or $3.3 billion 
(USER-5) over a three-year period. The CBO es t imate  uses recent  d a t a  
f rom t h e  Federal Energy Regulatory Commission (FERC) on t h e  value of 
electricity t o  utilities in t h e  regions served by t h e  PMAs. The volume of 
hydroelectricity marketed by t h e  PMAs and t h e  average costs of t h a t  power 
a r e  assumed t o  remain consistent with recent trends. No savings a r e  
expected to occur until fiscal year 1987, because of t h e  lead t i m e  needed 
for t h e  legislative, administrative, and regulatory actions. 

--Sale of Facilities. Estimates of t h e  potential  savings from selling 
t h e  PMAs depend on four highly uncertain factors:  t h e  lead t i m e  needed to 
complete  t h e  sales; t h e  economic value of t h e  investments to prospective 
purchasers; t h e  legal prerequisites for t h e  sale and marketing arrangements;  
and the  ability of t h e  purchasers to obtain financing. 

CBO assumes t h a t  it would t a k e  at least f ive years  to complete  t h e  
legislative, administrative, contractual,  and financial transactions involved 
in t h e  sale of t h e  PMA operations. This ref lects  t h e  t i m e  needed for t h e  
Congress to repeal authorizing s ta tutes ,  and to clarify such legal issues as 
t h e  !'preference rights" of public utilities t o  power produced at federal  dams 
and t h e  s ta tus  of Bonneville's guarantee of bonds issued by t h e  Washington 
Public Power Supply System (WPPSS). The government, as t h e  seller, would 
need to prepare engineering, economic, and legal analyses before any 
competit ive bidding or negotiations could t a k e  place. Prospective buyers 
would need to establish marketing and financing arrangements and to 
prepare their  own technical analyses. After  t he  government approved a 
sale, t h e  new power supply arrangements would have to b e  approved by all 
par t ies  to existing and future  contracts.  CBO also assumes t h a t  private 
financing would b e  contingent upon federal  and/or state regulatory 
approvals of both t h e  new service arrangements and t h e  prices charged for 
t h e  power. 
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Estimates of t h e  potential  savings a f t e r  1989 are very speculative. 
The revenues collected would depend on t h e  value of t h e  power to t h e  more  
than 900 prospective buyers, and on t h e  l imits imposed by state or federal  
rate-sett ing standards. For example, t h e  market  value of t h e  power to 
public utilities might b e  less than t h a t  to private utilities because public 
utilities would not earn a profit  on t h e  investment o r  obtain investment t a x  
benefits. The price a utility paid for a PMA operation would also be subject 
to state or federal  review as par t  of t h e  rate-sett ing process. Although t h e  
standards used would vary among regulatory agencies, CBO assumes t h a t  t h e  
purchase would be compared with t h e  least  costly a l ternat ive investments. 
The PPSSCC es t imates  t h a t  t h e  sale  of PMA facil i t ies would yield a to ta l  of 
$25 billion over f ive years  which is equivalent to $780 per kilowatt of 
capacity.  The likelihood of obtaining this price cannot be determined at this 
t ime,  but CBO es t imates  t h a t  t h e  average wholesale price of e lectr ic i ty  
under t h e  PPSSCC assumption would still be less than t h e  cost of power 
from coal-fired units. 

Savings to t h e  federal  government f rom t h e  sales  would b e  offset by 
t h e  loss of future  PMA principal and interest  payments. For example, if 
revenues from t h e  sale were collected over a five-year period beginning in 
1990, t h e  ne t  increase in revenues on present value basis would be about 
two-thirds of the  sale  value. The ne t  budgetary impacts  would also depend 
on t h e  buyers' source of funding. Rural e lec t r ic  cooperatives,  for  example,  
finance virtually all of their  generation and transmission investments 
through loans from t h e  Federal Financing Bank (FFB). If t h e  cooperatives 
purchased t h e  facil i t ies in proportion to their  share  of PMA electr ic i ty  
sales, the  FFB would be expected to  finance about $4 billion of t h e  $25 
billion in savings estimated by the PPSSCC. Federal revenues might also be 
af fec ted  by t h e  use of tax benefits available to private utilities for such 
investments. 

Like t h e  PPSSCC, CBO assumes t h a t  t h e  federal  government could 
collect  a user charge similar to t h e  fee described above a f t e r  t h e  facil i t ies 
a r e  sold. 

Program Impact. All th ree  recommendations would increase t h e  price 
charged for e lectr ic i ty  from these federal  facilities. For example, CBO 
es t imates  t h a t  t h e  repayment reforms would increase Bonneville's costs by 
approximately $0.002 per kilowatthour (kwh), o r  8 percent  relative to  
current  wholesale rates.  The increases at t h e  other  PMAs a r e  es t imated to 
be much smaller. The proposed user charge is est imated to average $0.004 
per kwh, and e lec t r ic  r a t e s  would be increased to cover this  fee. Finally, 
selling t h e  PMA facil i t ies for a n  average of $780 per kilowatt would 
increase costs by less than $0.02 per kwh. This would represent about a n  80 
percent increase in t h e  est imated average wholesale price currently charged 
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by t h e  PMAs, but  average prices still would be less than t h e  national 
average. These est imated price increases might b e  higher, to t h e  ex ten t  
t h a t  demand for e lectr ic i ty  is reduced by t h e  rising prices. 

Selling t h e  PMA operations also would affect state and local govern- 
ment debt-financing to t h e  ex ten t  t h a t  publicly owned uti l i t ies purchased 
t h e  facilities. If t h e  public utilities purchased t h e  facil i t ies in proportion to 
their  share of PMA electr ic i ty  sales, state and local ent i t ies  would be 
expected to finance over $10 billion of t h e  $25 billion in revenues expected 
by t h e  PPSSCC. 

Implementation. Of t h e  commission's th ree  proposals, only one- - 
repayment reforms--has received Congressional attention in recent years. 
Numerous commit tee  reports have urged t h e  PMAs, especially Bonneville, t o  
improve their  repayment performance. The repayment reforms described 
above could be implemented administratively. 

I t  appears t h a t  Congressional action would be needed t o  implement 
both t h e  user fee and t h e  sale  of t h e  PMA operations. Without legislation 
authorizing a user fee, t h e  PMAs may lack t h e  authority to collect  i t  in 
their  ra tes ,  because it is not directly related to their  costs of service or  
repayment obligations. Likewise, t h e  Congress would need to repeal t h e  
PMAs' existing marketing and repayment obligations before t h e  operations 
could b e  sold to nonfederal enti t ies.  CBO also assumes t h a t  cont rac t  
negotiations could not be completed until t h e  Congress addressed t h e  
s ta tutory provisions on preference rights and federal  guarantees of certain 
PMA contracts.  

All th ree  proposals would involve administrative action. To implement 
t h e  repayment reforms, t h e  agencies would need to revise existing repay- 
ment  methodologies and e lec t r ic  rates.  Similarly, t h e  user fee would be 
implemented through a series of rulemakings on t h e  fee and t h e  revised 
rates.  Finally, t h e  sale of facil i t ies would require studies, rulemaking 
proceedings, cont rac t  negotiations, and other  administrative actions. The 
Department of Energy has discussed t h e  possibility of selling t h e  Alaska 
PMA with state officials. 

Additional Comments. The PPSSCC's proposed repayment reforms a r e  
consistent with GAO's recommendations for  improving Bonneville's repay- 
ment  progress. FERC also has urged Bonneville to cor rec t  t h e  shortcomings 
in its current  repayment practices. The PPSSCC's user charge is consistent 
with FERC's proposed rules for assessing fees paid by nonfederal ent i t ies  for 
t h e  benefit  of federal  hydropower facilities. GAO in t h e  past has suggested 
t h a t  t h e  PMAs levy user fees or surcharges to price power at replacement 
cost ,  encourage conservation, and reduce t h e  disparity in regional power 

219 



rates. Since t h a t  t ime, however, Bonneville's situation has  changed due to 
a n  economic recession and increased costs from WPPSS bringing t h e  price of 
Bonneville's electricity more in line with its Northwest neighbors. Because 
of this, GAO does not support t h e  PPSSCC proposal. 

In its analysis of t h e  proposal to sell t h e  PMAs, CBO states tha t  t h e  
PPSSCC appears t o  assume t h a t  federal  agencies would continue to operate  
and maintain the  dams. GAO finds little information in t h e  report  to 
support any assumption and believes t h a t  there  a r e  policy and practical  
concerns t h a t  need t o  be  addressed on t h e  various other purposes of federal  
water  projects--navigation, flood control, irrigation, and fish and wildlife 
protection measures- -before they can  b e  defederalized. All of these 
purposes a r e  carefully interrelated and need to be  operated in concert .  
There is l i t t le  discussion by t h e  PPSSCC of how these activit ies will be 
carried out under nonfederal ownership. The PPSSCC merely states that 
contracts  between t h e  buyers and t h e  federal  government will be needed to 
ensure tha t  these activit ies continue. Given t h e  complexity involved in 
coordinating fish and wildlife activities, flood control, navigation, irrigation, 
and power production through contracting with different bodies, t h e  federal  
government might receive greater  benefits  from more efficiently operating 
t h e  present PMA system. 

The major policy issue is the  preference laws, which provide t h a t  t h e  
PMAs must give preference to public bodies and electr ic  cooperatives in 
marketing power generated at federal  facilities. Federally generated power 
is generally lower cost than other  alternatives and trying t o  take  away any 
preference to this power may be politically impossible given tha t  federal  
power is marketed in 38 states. 

References. PPSSCC, Report on the  Department of Energy, t h e  
Federal Energy Regulatory Commission, pp. 133-39. PPSSCC, Report  on 
- User Charges, pp. 75-89. PPSSCC, Task Force Report  on Privatization, 
vol. I, pp. 1-78. GAO, Policies -Governing t h e  Bonneville Power 
Administration's Repayment of Federal  Investments Still Need Revisions 
(RCED - 84-25, October 1983). GAO, Let ter ,  Improving t h e  Repayment 
Study Interest  R a t e  Practices of t h e  Power Marketing Administrations 
(September 1983). GAO, Region at t h e  Crossroads--The Pacific Northwest 
Searches for New Sources of Electric Energy (EMD - 78-76, August 10, 
1978). 
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INCREASE PRIVATE PARTICIPATION IN THE COMMERCIAL USES OF 
SPACE (PRIVATE- 3) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five- Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 0 0 0 0 

Outlays 0 0 0 0 0 0 

PPSSCC Pro osal. At  present, t h e  National Aeronautics and Space 
Administration ------Tp7 NASA operates  all U.S. space launches, including those 
using t h e  space shuttles and expendable launch vehicles (ELVs). The 
PPSSCC proposes to increase private participation in t h e  commercial  uses 
of space by using private financing for  a possible f i f th  space orbiter. The 
commission would also shift  t o  private industry responsibility for future  
ELVs. 

Budgetary Impact. Neither t h e  PPSSCC nor CBO at t r ibutes  any 
budgetary savings to these proposals, recognizing t h a t  increased private 
participation could produce possible fu ture  economies but not savings 
relative to t h e  CBO baseline. On t h e  basis of Congress' current  policy, t h e  
CBO baseline assumes funding for acquiring four orbi ters  for  t h e  space 
shut t le  program. As funding for a f i f th  orbiter would increase baseline 
spending, any private-sector participation would merely reduce these addi- 
tional spending requirements. No savings would result  from commer- 
cializing ELV operations, because NASA currently receives full reimburse- 
ment  for commercial  launches. 

To secure private financing for  t h e  $2.3 billion cost of a f i f th  shuttle,  
t h e  federal  government would probably have to offer  cer ta in  inducements to 
private investors, including t a x  benefits  and flight guarantees. The costs of 
these provisions would vary according to t h e  fu ture  demand for launch 
capabilities and t h e  details of any agreement.  Similar costs could b e  
incurred with a n  agreement  for a commercial  ELV program. 

Program Impact. The commission believes tha t  its proposals would 
reduce costs, thus improving t h e  competitiveness of t h e  United S t a t e s  
relative to foreign companies in t h e  commercial  uses of space. Its plan 
would also increase t h e  number of orbi ters  and capabilities of t h e  shut t le  
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fleet .  Commercializing ELV operations might, however, result  in additional 
competit ion for commercial  launches on t h e  space shuttle. The government 
might b e  encouraging an  al ternat ive t h a t  could divert  commercial  satel l i tes  
from t h e  shuttle,  reduce demand, and result in increased costs for  t h e  
shut t le  program. The ul t imate  irnpact would depend on t h e  demand for  
commercial  launches and t h e  t e r m s  of t h e  public-private operating agree- 
ments. 

Implementation. The commission sees t h e  need for  legislation t h a t  
would allow private financing of an  orbiter and encourage pr ivate  invest- 
ment. These investments would be secured through t a x  credits,  a guaran- 
teed  number of government flights, low rental  ra tes  on facilities, and no 
charges for previous government investments. NASA is currently seeking to 
shift  to industry t h e  responsibility for ELV operations. 

Additional Comments. GAO believes t h a t  t h e  recommendation 
warrants  consideration. However, t h e  focus of t h e  PPSSCC's justification 
leading to t h e  recommendation does not address t h e  many policy and legal 
questions related to such a recommendation nor does i t  address t h e  potential  
impact  on government operations t h a t  a joint governrnent/industry National 
Space Transportation System (NSTS) venture could have. Before the action 
is taken, t h e  potential  impact  on national security, private-sector involve- 
ment  in international controversies, and t h e  potential for  creat ing unfair 
competit ion to itself a r e  examples of m a t t e r s  t h e  government must consider 
in t h e  commercialization of launch vehicles. 

References.  PPSSCC, Task Force Report  on Privatization, pp. 72- 87. 
GAO, Issues Concerning t h e  Future  Operation of t h e  Space Transportation 
System (MASAD - 83-6, February 28, 1982). 
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REPEAL OR MODIFY DAVIS BACON ACT 
(LABOR- 12, USAF-15, AND WAGE-1) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five - Y e a r  
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 850 900 940 990 1,040 4,720 

Outlays 250 550 720 820 900 3 , 240 

PPSSCC Proposals. Under the  1931 Davis Bacon A c t  as amended, the  
Secretary of Labor establishes minimum prevailing wage ra tes  and fringe 
benefits  to be paid by contractors  engaged in federal  construction work 
costing $2,000 or more. A network of related acts apply Davis Bacon 
requirements to construction projects financially assisted by t h e  federal  
government. Although recent  regulatory changes have modified or will soon 
modify practices tha t  have raised wage determinations, it is claimed t h a t  
t h e  act still results in increased labor costs on federal  contracts.  

In its final report, t h e  PPSSCC advocates  repeal of t h e  Davis Bacon 
and Copeland Anti-Kickback Acts. The la t te r  law requires federal  
construction contractors  to submit weekly payrolls to t h e  federal  
government. As a fallback position, t h e  PPSSCC suggests several  reforms. 
I t  recommends that: 

o The dollar threshold be increased to cover only construction 
projects over $1 million. 

o The prevailing wage b e  defined to mean the  range of wages within 
a local area. Currently, t h e  Department  of Labor (DOL) defines 
the  prevailing wage as the  ra te  paid to a majority of workers 
within a class; when no one r a t e  is paid to a majority, t h e  
prevailing wage is based upon a weighted average of local wages. 

o Unlimited use of semiskilled helpers b e  allowed. 

o The Copeland Anti-Kickback Act  be amended to permit  the 
submission of a weekly s ta tement  of compliance in lieu of payroll 
records. 
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o R a t e s  for rural  a r e a s  be set separately from those for nearby 
metropolitan areas and only wages on private projects be used in 
making determinations. Although t h e  Secretary of Labor has  been 
enjoined from making these changes, recent  appeals court  and 
Supreme Court  decisions have upheld DOL's right to make them. 

Budgetary Impact. Repeal of t h e  Davis Bacon and Copeland Anti- 
Kickback Acts  would reduce t h e  wage level paid on federal  projects, allow 
unlimited use of semiskilled helpers, el iminate t h e  reporting and paperwork 
requirements now imposed upon federal  construction contractors,  and induce 
more competit ive bidding. I t  would thus likely cause federal  construction 
costs to fall. CBO es t imates  t h a t  the  savings would to ta l  $4.7 billion in 
budget authority and $3.2 billion in outlays over t h e  1985-1989 period. 

The savings are estimated by first  inflating the  value of contracts  
subject to t h e  Davis Bacon Act  in fiscal year 1983 by CBO's deflator for  
nonresidential construction. CBO es t imates  t h a t  2.1 percent of this 
commitment  level for new construction cont rac ts  would be saved by t h e  
repeal  of t h e  law. This proportion, adapted from a study by DOL, comprises 
savings of 1.5 percent  from t h e  act's wage ef fec t ,  0.4 percent  from t h e  act's 
labor use effect, and 0.2 percent from the  act's compliance effect .  These 
savings es t imates  represent reductions in budget authority or reductions in 
the  cost of new federal  construction contracts  in a given year. Because 
most construction projects take  several  years to complete,  t h e  budget 
authority for a given year's stock of construction contracts  spend out  over 
several  years, causing expenditure savings t o  b e  relatively small  in t h e  
initial years. 

These savings es t imates  a r e  considerably smaller than those of t h e  
PPSSCC, which es t imates  t h a t  t h e  repeal of t h e  Davis Bacon A c t  would save  
$1.5 billion per year. I t  is assumed t h a t  these es t imates  represent reduction 
in budget authority. Since t h e  PPSSCC made its est imates ,  t h e  Supreme 
Court  has  upheld DOL's right to make cer ta in  changes administratively, 
thereby shrinking t h e  potential  savings from repeal. If these reforms were  
st i l l  enjoined, CBO's es t imates  of the budget authority impact  of repeal 
would be very close to t h e  es t imates  of t h e  PPSSCC. 

Implementation. Complete elimination of t h e  Davis Bacon A c t  would 
require legislation. Numerous bills have been introduced in recent  years  to 
repeal  or amend the  act, but  the  only provisions to become law removed 
Davis Bacon requirements from t h e  Head S t a r t  Program (Omnibus Budget 
Reconciliation Act  of 1981) and extended the  act's requirements to 
rehabilitation of highways (Surface Transportation Act  of 1982). 
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Increasing t h e  cost threshold, allowing unlimited use of helpers, and 
eliminating t h e  weekly payroll submission requirement would require 
Congressional action. Changing t h e  methodology by which prevailing wages 
a r e  determined could be carried out  by issuing new regulations. The 
remaining recommendations have recently overcome a judicial challenge by 
t h e  AFL-CIO and will soon be implemented administratively by DOL. 

Additional Comments. Because of (1) significant increased costs to 
the  federal  government, (2) the  impact  t h a t  excessive wage determination 
r a t e s  have on inflating construction costs and disturbing local wage scales, 
and (3) t h e  fact t h a t  contractors  tend to pay prevailing rates--the intent  of 
t h e  act--when determinations a r e  too low, GAO believes t h a t  the  PPSSCC 
recommendations have meri t  and t h e  Congress should adopt them. 
PPSSCC's final report's recommendations on Davis Bacon are in fact similar 
to those GAO has made in several  reports to t h e  Congress. If t h e  Davis 
Bacon A c t  is repealed, GAO believes tha t  the  Secretary of Labor should 
consider periodically reviewing construction contracts  awarded by t h e  
government t o  assess whether any egregious situations occurred affect ing 
t h e  employees working on contracts.  

In the absence of repeal, GAO favors PPSSCC's recommendation tha t  
the  Congress amend the  Davis Bacon Act  to raise t h e  threshold of contracts  
covered by the  act. In fact, in a July 1971 report, GAO recommended tha t  
t h e  Congress raise the  threshold t o  an  amount between $25,000 and 
$100,000. 

PPSSCC argues tha t  the  Copeland Anti-Kickback A c t  requirements 
will become superfluous if t h e  Davis Bacon Act  is repealed. Although GAO 
has recommended tha t  t h e  Congress rescind the  weekly payroll requirements 
of tha t  act, it has not taken a position or made a recommendation on its 
repeal. 

References. PPSSCC, Task Force Report  on t h e  Department of Labor, 
pp. 91-102. PPSSCC, Task Force Report  on t h e  Department  of t h e  Air 
Force, pp. 133-37. PPSSCC, Management Office Report  on Wage Set t ing 
Laws, pp. 16-64. GAO, Need for Improved Administration of t h e  Davis 
Bacon A c t  Noted Over a Decade of General Accounting Office Reviews, 
(B-146842, July 1971). GAO, The Davis Bacon Act  Should Be Repealed 
(HRD-79-18, April 1979). GAO, Review t o  Determine Whether the  Davis 
Bacon Act  Has an  Inflationary Impact and Increases Costs on Metro 
Construction (HRD-81-10, HRD-81-11, October 1980. CBO, Modifying the  
Davis Bacon Act: Implications for t h e  Labor Market and t h e  Federal  Budget 
(July 1983). 
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REPEAL OR MODIFY THE SERVICE CONTRACT ACT 
(USAF-14, LABOR-14, WAGE-3) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear  
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 39 41 43 45 47 21 5 

Outlays 37 41 43 45 47 213 

PPSSCC Proposals. The Service Contract  Act  (SCA) extends labor 
standards protection to employees of contractors and subcontractors 
furnishing services to the  federal  government. Specifically, t h e  SCA 
requires tha t  service employees working under federal  contracts  totaling 
more than $2,500 be paid wages and fringe benefits based upon t h e  ra tes  t h e  
Secretary of Labor determines as prevailing for service workers in t h e  
locality. 

The PPSSCC claims tha t  t h e  SCA suffers from several defec ts  t h a t  
cause federal  service contract  costs t o  be higher than they would otherwise 
be. I t  maintains that: 

o The SCA is often applied to contracts  tha t  only incidentally 
provide for  the delivery of services. 

o The prevailing wages as promulgated by t h e  Department of Labor 
(DOL) are based upon inadequate da ta  sources and a r e  frequently 
inaccurate. 

o DOL often defines "locality" too broadly. 

o The llsuccessor provision," which requires a contractor who 
succeeds another contractor covered by t h e  SCA to pay his workers 
wages and fringe benefits at least as high as those of t h e  first  
contractor,  can violate collective bargaining agreements and 
inflates federal  costs. 

o The "variance procedures," which purportedly provide a means to 
correct  inaccurate wage determinations, a r e  unwieldly and time- 
consuming. 
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o The SCA has been expanded to cover industries t h a t  historically 
have protected their  labor standards and only minimally supply 
services to t h e  government. 

o The "due consideration clause," which compels DOL to consider 
federal  wage levels for  comparable jobs in making wage 
determinations, is unnecessary and not cost-effective. 

In its final report, t h e  PPSSCC urges t h e  Congress to repeal t h e  act. 
In t h e  absence of repeal, however, t h e  PPSSCC recommends that: 

o The dollar threshold be raised to cover only contracts  over 
$1 00,000. 

o A maximum wage determination b e  incorporated into t h e  s ta tute .  

o The te rms  "prevailing" and "locality" be redefined. 

o The  "successorship provision" b e  stricken. 

o The  "due consideration clause" be stricken. 

o Wage determinations consider such issues as meri t  pay, entry-level 
pay, and t h e  like. 

Budgetary Impact. The savings achievable from repeal of the  SCA a r e  
est imated by f i rs t  inflating t h e  value of contracts  covered by t h e  SCA in 
fiscal year 1983 by CBO's deflator for  federal  purchases of services. Based 
upon a DOL analysis of t h e  impact  of modifying SCA regulations, CBO 
est imates  t h a t  10 percent of t h e  dollar volume of contracts  subject to t h e  
SCA is attr ibutable to labor costs, and t h a t  SCA coverage raises labor costs 
by 4.2 percent over what they would otherwise be. Applying this percentage 
t o  t h e  wage bill associated with federal  procurement of services, CBO 
projects tha t  repeal of t h e  SCA would save $39 million in fiscal year 1985 
and $215 million in budget authority over t h e  1985-1989 period, with outlay 
savings lagging slightly, reflecting t h e  spendout rate for each year's stock of 
new service agreements. 

These savings est imates  are substantially lower than those of t h e  
PPSSCC, which estimates SCA repeal would save  $1 billion per year. 
Because the  PPSSCC does not detai l  the methodology it used to reach its 
estimates,  t h e  reasons for t h e  difference cannot b e  determined. However, 
t h e  PPSSCC states tha t  it assumed t h a t  75 percent of t h e  cost of service 
cont rac ts  is related to labor, and this could b e  a major reason for t h e  
difference. 
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Program Impact. Repeal of this act would likely cause wage rates paid 
to service workers employed on federal  contracts to drop, thereby causing 
higher-wage service providers, possibly including union employers, to suffer 
a competitive disadvantage in t h e  bidding on contracts. 

Implementation. Legislation would be required either to repeal or to 
modify t h e  SCA in t h e  ways recommended by t h e  PPSSCC. In t h e  97th and 
98th Congresses, several bills amending the  SCA were introduced; all but 
one would have expanded SCA's coverage of either service employees or  
contracts. The exception would have abrogated all federal  authority to 
regulate private-sector wages. The Congress has not acted on any of these 
bills. 

DOL is in the  process of implementing a set of regulations tha t  will 
meet  some of PPSSCC's criticisms of t h e  SCA. The new regulations exempt 
contracts  for maintenance and repair of automated da ta  processing and 
high-technology equipment from SCA coverage; make the  successorship 
provision apply only when the  second contract 's work is performed in the  
same area as t h e  first's; exempt from SCA coverage those contracts whose 
principal purpose is not procurement of services; and narrow t h e  
interpretation of "locality." A U.S. District Court  decision on January 27, 
1984, upheld DOL'S revised regulations. An appeal by t h e  AFL-CIO and 
eight affiliated organizations is pending. 

Additional Comments. GAO believes tha t  t he  PPSSCC 
recommendation for repeal of t h e  SCA has merit  and endorses it as t h e  f i rs t  
option. In a January 31, 1983, report, GAO cited many of t he  same 
problems inherent in t h e  SCA as did t h e  PPSSCC and suggested tha t  t h e  
Congress consider repealing t h e  act and amending the  Fair  Labor Standards 
Act to ensure continued federal  minimum wage coverage for all employees 
on federal  service contracts. GAO further recommended that ,  if t he  SCA 
were repealed, t h e  administrator of federal  procurement policy implement 
administrative procedures to protect  the  wages and fringe benefits of 
employees working on federal  service contracts. Furthermore, if t h e  
administrator determined tha t  repeal had an adverse impact on service 
workers, GAO recommended tha t  he or she develop administrative policies 
or legislative remedies t o  correct  t he  problem. 

Although t h e  PPSSCC's proposed modifications of t h e  SCA and DOL'S 
new regulations a r e  fa r  short of the  repeal action i t  recommended, GAO 
believes tha t  t h e  modifications would correct  or alleviate some longstanding 
contract  coverage problems i t  had identified, and would, if properly 
implemented, result in substantial savings. In fact, in a September 1980 
report, GAO recommended tha t  t he  Congress amend the  SCA to ensure tha t  
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t h e  act excluded coverage for automated da ta  processing and other high- 
technology industries' commercial product-support services. 

References. PPSSCC, Task Force Report  on t h e  Department of Labor, 
DD. 110-17. PPSSCC. Task Force Reoort  on t h e  DeDartment of t h e  Air 
Force , pp. 126-32. PPSSCC, Task Forke Report  on Wage Sett ing Laws, pp. 
11 1-50. GAO, Special Procurement Procedures Helped Prevent Wage 
Bustine Under Federal Service Contracts in  the  CaDe Canaveral Area (HRD- 
78-49, February 1978). GAO, Service Contract  Act  Should Not Apply to 
Service Employees of ADP and High-Technology Companies (HRD-80-102, 
SeDtember 1980). GAO. Assessment of Federal  Aeencv Comdiance  with t h e  _ _ . - - -. - - - , . - _ _  - . 

Service Contract  Act  (HRD-82-59, July -1 982). GAO', The Congress Should 
Consider Repeal of t h e  Service Contract  Act  (HRD-83-4, January 1983). 
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REPEAL OR MODIFY THE WALSH-HEALEY PUBLIC CONTRACTS ACT 
(LABOR-13, USAF-17, AND WAGE-2) 

Annual Savings Cumulative 
Savings from (millions of dolrars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 520 550 570 590 620 2,850 

Outlays 60 250 4 60 530 580 1,890 

PPSSCC Proposals. The Walsh-Healey Public Contracts Act provides 
minimum labor standards for  workers emploved on federal contracts  
exceeding $10,000 for the  manufacture or fu;niihing of materials, supplies, 
or equipment. Specifically, contractors covered by t h e  act must pay wages 
not lower than the  minimum wages determined by the  Secretary of Labor as 
prevailing in t h e  area,  and must pay a n  overtime wage premium for work 
over eight hours a day and over 40 hours a week. The Contract  Work Hours 
and Safety Standards Act mandates premium pay for work over eight hours 
in a day for mechanics and laborers working on government construction 
contracts. 

In its final report, the PPSSCC recommends that  t he  Congress repeal 
t h e  Walsh-Healey Act  and remove t h e  daily overtime requirements in t h e  
Contract  Work Hours and Safety Standards Act. If repeal of Walsh-Healey 
cannot be  achieved, t h e  PPSSCC suggests several alternative amendments. 
First, it recommends tha t  the  law be  amended to eliminate the  requirement 
for overtime pay for workdays exceeding eight hours. Since a U.S. Court of 
Appeals decision in 1964, t he  Department of Labor (DOL) has not issued any 
wage determinations and in e f fec t  is not enforcing t h e  prevailing wage 
determination provisions of t he  act. Because of this, elimination of the  
overtime pay requirements would be virtually tantamount to repeal. 
Second, if neither repeal nor overtime premium elimination can be 
accomplished, t h e  PPSSCC recommends ei ther  raising t h e  cost threshold to 
$1 million or exempting from coverage firms with 100 or fewer employees. 

Budgetary Impact. Repealing t h e  Walsh-Healey Act  would eliminate 
the  overtime pay requirements. In addition to the  direct  effect on overtime 
pay, removal of these requirements would probably cause federal  contract  
costs to drop by encouraging more firms t o  bid on government contracts  and 
by prompting companies currently covered by Walsh-Healey to examine 
alternative, and perhaps more efficient,  work schedules. 
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Although repealing or amending the  act could reduce the  cost of 
federal contracts, sufficient information does not exist to permit a precise 
estimate of the  budgetary impact. If it is assumed, however, tha t  
productivity increases from this change would reduce new contract costs by 
0.5 percent, budget authority savings would be about $520 million in 1985 
and $2.85 billion over t he  1985-1 989 period. These savings are estimated by 
inflating the  value of contracts subject to the Walsh-Healey Act in fiscal 
year 1983 by CBO's deflator for federal purchases, and by assuming t h a t  0.5 
percent of this value is saved each year. Because about 90 percent of 
federal contracts subject to Walsh-Healey provisions are for military 
material and equipment purchases, which take  several years to  be 
completed, the budget authority for a given year's contracts spend out over 
several years. This causes outlay savings to be relatively small in the initial 
years and to accumulate over time. 

Using two methodolo ies, the  PPSSCC estimated tha t  repeal would 
save either $1.36 billion or 3 670 million per year. CBO's savings estimates 
differ from those in the PPSSCC volumes, because the PPSSCC did not 
annually inflate the  value of Walsh-Healey contracts and used a different 
assumption for productivity gains. Although the  PPSSCC did not identify 
the  savings estimates as being reductions in budget authority or outlays, it 
appears tha t  they represent the former. 

Program Impact. Repealing or amending the act and thereby 
eliminating the  daily overtime pay requirement could place unionized firms 
tha t  have negotiated a daily overtime premium at a competitive 
disadvantage in competing for federal contracts. In addition, employees of 
firms with Walsh-Healey contracts who work over eight hours per day but 
fewer than 40 hours per week could suffer a drop in wages. 

Implementation. Repeal of the act would require legislation. Bills 
rescinding the eight-hour overtime requirement were introduced in the  95th, 
96th, 97th, and 98th Congresses. None was reported out of committee, and 
one tha t  got to the  Senate floor as a rider was defeated. 

Additional Comments. GAO has not performed any audit work or 
issued any reports dealing with repealing the  Walsh-Healey Act. GAO 
believes that  the PPSSCC's other recommendations have merit. In April 
1976, GAO concluded tha t  strict adherence to fixed five-day schedules was 
not always to the advantage of employees and employers. GAO stated that 
persons desiring certain altered work schedules do not always find t h e  
current overtime payment requirements to their best advantage. Therefore, 
it recommended tha t  t he  Congress consider legislation to amend the  Walsh- 
Healey and Contract Work Hours and Safety Standards Acts to permit 
greater use of altered work schedules. 
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References. PPSSCC, Task Force Report on the Department of Labor, 
pp. 103-9. PPSSCC, Task Force Report on the Department of the  Air Force, 
pp. 150-55. PPSSCC, Task Force Report on Wage Setting Laws, pp. 67-109. 
GAO, Application of the  Walsh-Healey Act  to Small Business Firms Bidding 
for Department of Defense Contracts (PSAD-76-88, April 1976). GAO, 
Contractors Use of Altered Work Schedules for their Employees--How is it 
Working? (PSAD 76-124, April 1976). 
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ENCOURAGE ELECTRONIC TRANSFER OF FEDERAL FUNDS (ASSET-6) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dolfars) Five- Y ear  

1985 1986 1987 1988 1989 Savings 
~~~ ~ ~~ ~ 

Budget Authority 1 , 150 10 10 10 10 1,190 

Outlays 1 , 150 10 10 10 10 1,190 

PPSSCC Proposal. According to the  PPSSCC, additional incentives for  
direct  deposit/electronic funds transfer (DD/EFT) of federal payroll and 
benefit disbursements, such as Social Security, should be established by the  
Department of the  Treasury. The Treasury is already encouraging voluntary 
governmental use of this payment method. Besides eliminating forgeries 
and check thef ts  or loses, DD/EFT improves the timeliness and accuracy of 
federal financial reporting and facil i tates tracing of payments. 

Rather than mandate use of DD/EFT, however, t he  commission's 
proposal would encourage its use by mailing payroll or benefit checks on the  
da t e  they a r e  due to be paid, instead of mailing checks in t ime t o  arrive on 
the  scheduled payment date,  as is current federal practice. Disbursements 
by DD/EFT would be made on the  payment due date. 

Budgetary Impact. Conversion to DD/EFT would save the  federal 
government processing costs. Assuming tha t  2 percent of payroll and 
benefits a r e  converted in 1985, and a total  of 7 percent by 1989, at a savin s 
of 21 cents  per disbursement, the Treasury would save approximately f5  
million in 1985, increasing to over $10 million in 1989. 

Because relatively l i t t le  voluntary conversion to DD/EFT is likely, the  
major budget impact of the PPSSCC proposal results from the  change in 
mailing da te  for payroll and benefit checks. Assuming a steady flow of 
federal payroll and benefit disbursements throughout t he  fiscal year, CBO 
estimates tha t  the mailing of checks an estimated three days la ter  than is 
current practice beginning in fiscal year 1985 would result in a one-time 
outlay reduction in 1985 of approximately $1.15 billion. 

The PPSSCC estimates the  three-year cumulative savings to  be $1.9 
billion for slowed cash disbursements and $0.6 billion for reduced interest  
costs. Although the PPSSCC proposal would encourage the  use of DD/EFT 
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incentives, its savings estimates assumed no conversion from mail  t o  
DD/EFT. As a result, a larger cash flow, or budget savings, was generated 
relative to the  CBO estimate. In addition, CBO adjusted salary, payroll, and 
benefit distribution data to reflect  fiscal year I983 historical experience. 

Program Impact. Although a number of benefits--to the  federal  
government, t o  banks, and t o  individuals--would result from DD/EFT of 
payroll and benefit checks, public opposition t o  delayed payments remains 
strong. A survey conducted by the Treasury suggests that approximately 35 
percent of all pay check and benefit recipients would not voluntarily switch 
to DD/EFT. Organizations representing both federal  workers and senior 
cit izens (the la t te r ,  being concerned largely as Social Security recipients) 
would likely oppose a delay in receiving checks. People without bank 
accounts--an estimated 12 percent of all payees- -would probably incur 
additional bank service charges upon conversion to  DD/EFT; this could 
present a hardship to those with relatively low incomes. 

Impiementation. While the  Treasury is encouraging voluntary use of 
DD/EFT for both benefit and Davroll disbursements, it is also officiallv 
proposing statutory changes reiuii ing mandatory participation in DDIEFi' 
for federal payroll disbursements. Mandatory benefit payments by 
DD/EFT--in particular for Social Security benef its--would require legisla- 
t ive action, as the  U.S. Code specifies t he  medium of payment for Social 
Security t o  be in the  form of checks. Meantime, t he  Treasury is planning t o  
continue its voluntary campaign to enlist increased participation by benefit 
recipients. 

References. PPSSCC, Task Force Report on Cash Management, pp. 
119-27. GAO, Millions Paid Out in Duplicate and Forged Government 
Checks (AFMD - 81-68, October 1, 1981). GAO, Electronic Funds 
Transfer--Its Potential for Improving Cash Management in Government 
(FGMSD - 80-80, September 19, 1980). 
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REDUCE THE SIZE OF GOVERNMENT VEHICLE FLEETS (PRIV-7) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five -Y ear  
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 160 130 15 -35 140 410 
Outlays 160 130 15 -35 140 410 

NOTE: Negative figures indicate costs. 

PPSSCC Proposals. Federal departments and agencies own and 
operate about 430,000 civilian vehicles; more than one-fourth belong to the  
U.S. Postal Service. Sedans and other passenger vehicles account for about 
one-third of nonpostal vehicles, while light trucks account for most of the  
rest. On the basis of the limited da ta  available, the PPSSCC concludes tha t  
agencies underutilize their  vehicles and could reduce costs through bet ter  
management information systems. In addition, the PPSSCC recommends 
immediately disposing of 100,000 vehicles. Data contained in the  PPSSCC 
report suggest a reduction of an  additional 100,000 vehicles in la ter  years. 
Altogether, the  inventory could fall t o  half i ts  current level. 

Budgetary Impact. CBO estimates that  near-term cutbacks in the  
number of nonpostal government vehicles could generate budgetary reduc- 
tions of $410 million in the  1985-1989 period. (Impacts on postal vehicles 
a r e  not considered because the US. Postal Service is an off-budget agency.) 
The savings reflect  a 15 percent reduction, totaling 44,000 vehicles, and 
would mainly occur by curtailing purchases of replacement vehicles by about 
two-thirds in 1985 and 1986. The est imate  assumes sedans and passenger 
vehicles on average would be driven 15,000 miles per year, and that  light 
trucks (because of their unique uses) would average 10,800 miles per 
year--proportionate increases over their current averages. (The net  savings 
estimates take account of accelerated replacement of vehicles because the 
increased use would shorten their retention period. This acceleration shifts 
disposals and replacements t o  earlier years, but  has l i t t le budgetary impact 
in the  estimating period because some extra  costs in t h e  first  four years 
would about offset  reduced costs in the  fif th year.) 

The five-year cumulative CBO savings represent only about one- 
fourth of t h e  $1.5 billion in three-year savings estimated by PPSSCC. Most 
of the  difference reflects about equally CBO's exclusion of the  postal f leet ,  
of heavier trucks and other special purpose vehicles, and of possible savings 
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from acquiring better management information or from increased voluntary 
use of privately owned vehicles. The lower utilization target  assumed by 
CBO for government trucks also accounts for a significant portion of the  
difference in estimates. The estimated impacts assume tha t  reductions 
would be achieved by curtailing vehicle replacements rather than by accele- 
rating disposals. (The lower CBO estimates also measure impacts largely on 
the basis of reduced outlays for future purchases rather than on combined 
measures of sale proceeds, interest avoided, and noncash depreciation 
charges incorporated in the PPSSCC estimates.) 

Program Impact. The eventual 50 percent cutback recommended by 
PPSSCC would require tha t  all  government vehicles average 15,000 miles 
per year as compared t o  the 12,200 currently averaged by government 
sedans and other passenger vehicles, and the 8,800 averaged by light trucks. 
The size of the  reduction target  reflects two other assumptions: all vehicles 
in the inventory would be placed in service--virtually eliminating the 
downtime reflected in the  difference between the  number of owned vehicles 
and the in-use inventory; and use of privately owned vehicles would increase 
somewhat. The target  of 15,000 average miles per year appears con- 
servative in the light of information from private rental  firms, but a lack of 
data  regarding federal transportation requirements makes it impossible to 
determine whether the government could achieve this standard. 

Reducing vehicle fleets would eventually require agencies t o  change 
procedures and could curtail the effectiveness of some programs, especially 
in the management of natural resources. Over two-thirds of the vehicles 
maintained by the Departments of Agriculture, Energy, and Interior, as well 
as by the Corps of Engineers and the  Tennessee Valley Authority, consist of 
trucks often used in remote areas where winter weather, geographical 
dispersion of job sites, and work requirements undoubtedly limit opportuni- 
ties for improving efficiency. 

Implementation. The Executive Branch could itself implement the 
PPSSCC recommendations. Already, GSA is taking action t o  improve fleet 
management through development of management information systems, 
consolidation of fleet management, and investigation of the  feasibility of 
vehicle leasing versus ownership. Pending legislation ( S .  1798) would make 
such improvements in information systems mandatory and would reduce by 
$100 million the amounts budgeted in 1985 for vehicle operation, mainten- 
ance, and acquisition. To achieve immediate reductions in fleet sizes, 
agencies could sell existing vehicles before their scheduled disposal or, more 
efficiently, could cu t  back purchases of replacement vehicles. Longer-term 
reductions would mainly occur through curtailment of future purchases. 
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Additional Comments. In 1974, GAO recommended improved vehicle 
management information systems. Without such systems, GAO argues, the  
optimum size of agency vehicle fleets cannot be determined and across-the- 
board reductions, as reflected in PPSSCC estimates, are inappropriate. 

References. PPSSCC, Task Force Report on Privatization, pp. 162-80. 
GAO, How Passenger Sedans in the Federal Government Are Used and 
Managed (B- 158712, September 1974). GAO, Opportunities To Reduce the 
Cost of Government Vehicle Operations (LCD - 77-215, February 1978). 
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MAKE TIMELY FEDERAL PAYMENTS FOR PROCUREMENT AND GRANT 
PROGRAMS (ASSET-4) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Aut hot- i t y 0 0 0 0 0 0 

Outlays 0 0 0 0 0 0 

PPSSCC Proposal. The PPSSCC makes three recommendations 
regarding federal expenditures for procurement and grants. First, purchase 
vo&hers-should all  be marked with- a suspense da te  before being submitted 
t o  the  Treasury Department; the  Treasury should pay bills on tha t  date--not 
earlier or later. Second, t h e  Treasury should implement a system to ensure 
tha t  grant funds a re  not being invested by state governments before 
disbursement for grant purposes. The PPSSCC recommends contracting for 
such a system until the  Treasury is able to implement its own. Third, 
section 203 of the  Intergovernmental Cooperation Act of 1968 (Public Law 
90-577) should be  amended to allow the  Treasury t o  impose penalties and 
interest charges on states tha t  misuse federal  grant funds. 

Budgetary Impact. The proposal to mark purchase vouchers with a 
suspense da te  before submitting them t o  the  Treasury represents current 
practice. It is likely tha t  the  savings possible from this proposal have 
already been achieved. 

In arriving at its estimated $1.3 billion net  savings est imate  for three 
years, t he  PPSSCC relied on data  regarding early and la te  payments 
contained in a February 1978 GAO report and extrapolated that  payment 
behavior to the  present. In fact, i t  appears t ha t  t he  Prompt Payment Act of 
1982 (Public Law 97- 177) has significantly modified agencies' payment 
behavior. The act was intended t o  discourage agencies from making tardy 
payments, by requiring them to pay bills on t ime (with a 15-day grace 
period), or t o  pay interest  penalties if payments a r e  late.  Preliminary 
results of the  mandatory-interest program's first  year of operation indicate 
tha t  la te  payments in fiscal year 1983 were significantly lower than they 
had been in previous years. 
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The Treasury is currently implementing a system for grant programs 
tha t  would not release federal grant money until a check for grant-related 
activities is actually cashed. This system should be substantially in place by 
about the end of 1985. The magnitude of the savings resulting from this 
system cannot be accurately assessed. The Bureau of Government Financial 
Operations has no data  on the  amount of grant funds tha t  the states have 
drawn upon early. At any rate, because the  program is already being 
implemented, savings a r e  implicit in the  CBO baseline. The PPSSCC's 
estimated three-year savings of $1.1 billion is based on a one-time cash flow 
savings of $943 million and interest thereon, extrapolated from a Depart- 
ment of Health and Human Services study of grant programs. But current 
information does not provide a test of the accuracy of extrapolating from 
one department t o  all other federal departments. 

With respect to state misuse of federal grant funds, it would seem 
that,  once the Treasury has finished implementing its system for releasing 
grant money, there  would be no significant savings from amending the  
Intergovernmental Cooperation Act. 

The PPSSCC extrapolated from a Joint Financial Management 
Improvement Program study of four states to project the portion of total 
grant money tha t  was drawn down early by all states. This portion was 
assumed *to remain constant across states, with a potential estimated three- 
year savings of $1.1 billion. But early drawdowns should not continue to be 
a problem once the Treasury control system is implemented. Furthermore, 
even if early drawdowns continue for some time, i t  would be reasonable to 
assume tha t  states would do so less frequently once they are assessed 
penalties and interest charges. 

Program Impact. According to the  Bureau of Government Financial 
Operations, grant programs currently operate on a letter-of-credit (LOCI 
system and states can receive advance payment for three days of monetary 
needs. This results in a 'Yloat" period between the t ime the money is 
advanced and the t ime it is spent, during which the Treasury could otherwise 
be earning interest. S ta te  governments that  routinely invest federal grant 
money in escrow accounts before disbursing the  funds a r e  able t o  reap 
interest windfalls. Implementing wire transfers of money will eliminate 
states' windfalls. In addition, some state constitutions require that federal 
money be in a state account before the state can issue checks for federally 
supported programs. A conflict will result for these states if federal grant 
funds cannot be transferred to states' accounts until needed for cashed 
checks. 

Implementation. Since April 1983, all agencies have been required by 
regulation t o  a t tach  due dates to their vendor payment vouchers submitted 
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to the  Treasury. In addition, t he  Treasury has been stressing to agencies the  
need to avoid early payments. On the other hand, the Prompt Payment Act 
appears to have decreased late payments significantly. Perhaps a similar 
legislative requirement tha t  agencies pay interest  losses on early payments 
would decrease the  magnitude of such payments. 

The Administration currently plans, over t he  next year or two, to put 
agencies on an LOC system with wire transfer of money, so tha t  agencies 
can monitor payments before they a r e  made, and states will not be able t o  
draw federal grant funds before they a re  needed. Some agencies a re  
currently using the  LOC-wire transfer system for some of their grant 
programs. Since the  program is gradually being implemented, i t  would not 
seem worthwhile t o  contract  out a similar service. 

Congressional action would be necessary to amend section 203 of the  
Intergovernmental Cooperation Act t o  allow t h e  federal government t o  
charge interest  to states that  draw grant funds before corresponding checks 
a re  cashed, Such an  amendment would be superfluous, however, once an  
LOC-wire transfer program for grants is implemented. 

References. PPSSCC, Task Force Report on Cash Management, pp. 
55-63. GAO, Electronic Funds Transfer--Its Potential for Improving Cash 
Management in the  Government (FGMSD - 80-80, September 19, 1980). 
GAO, The Federal Government's Bill Payment Performance Is Good But 
Should Be Better (FGMSD - 78-16, February 24, 1978). GAO, Actions t o  
Improve Timeliness of Bill Paying by the Federal Government Could Save 
Hundreds of Millions of Dollars (AFMD - 82-1, October 8, 1981). 
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IMPROVE VERIFICATION OF APPLICANTS' ELIGIBILITY FOR HOUSING 
SUBSIDIES (HUD- 5)  

Annual Savings Cumulative 
Savings from (millions of dollars) Five- Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 0 0 0 0 

Outlays 0 0 0 0 0 0 

PPSSCC Proposal. Applicants' household income figures heavily in 
eligibility to participate in rental assistance programs operated by the  
Department of Housing and Urban Development (HUD). Recipients qualify 
if their adjusted incomes fall at or below 80 percent of t h e  a rea  median 
income. Significant numbers of ineligible tenants, however, occupy 
HUD-assisted dwellings, according to studies conducted by the HUD 
inspector general. The PPSSCC attributes this t o  HUD's inability t o  verify 
income information supplied by program applicants. I t  therefore proposes 
three steps to solve the problem: 

o Computer-matching procedures tha t  would allow the  use of all 
data  available--federal, state, and local--to check applicant- 
supplied information; 

o Better training for local program managers; 

o Closer monitoring of local officials t o  ensure adherence t o  HUD 
procedures and regulations. 

Budgetary and Program Impact. The PPSSCC estimates tha t  i t s  
DroDosals would have a first-year dollar effect of $565.0 million and a three- . .  
year total effect of $1.87 billion. I t  bases these-estimates on HUD studies 
indicating tha t  between 12 percent and 17 percent of "section 8" tenants 
falsify information t o  obtain assistance. At the  end of fiscal year 1982, 
about 1.5 million rental  units were eligible for section 8 assistance. The 
PPSSCC estimates imply that ,  if ineligible tenants could be identified, from 
183,000 to 260,000 units could be made available to newly qualified 
households. Since the  number of eligible households far  exceeds the number 
of available units, however, t he  disqualification of current tenants would not 
result in savings t o  the federal government. If t he  proposed procedures 

24 1 



were t o  reveal some tenants whose verified incomes were higher than 
originally s ta ted but still  lef t  them eligible for assistance, and if they were 
t o  remain in their units, HUD could expect to achieve higher rent collec- 
tions. The CBO has not estimated the  budgetary e f fec t  of this possibility. 

The training and monitoring programs suggested by the  commission 
represent significant changes from HUD's current procedures. It is probable 
tha t  additional budgetary resources would be required. 

Implementation. Some types of income da ta  a r e  currently available to 
managers of federally funded housing projects. At present, some 40 states 
maintain or a r e  developing automated wage-data systems to help determine 
eligibility for unemployment benefits. Legislative action would be required, 
however, t o  permit disclosure of federal  t ax  and Social Security data. 
Improved training and increased monitoring could be instituted administra- 
tively at the  agency level. 

Additional Comments. Over the past several years, GAO has published 
several reports tha t  deal specifically with the  HUD eligibility problems 
identified by the  PPSSCC. The commission's findings and suggestions 
closely parallel those of GAO. Though i t  is clear t ha t  t he  commission 
recommendations have merit,  GAO has suggested tha t  obtaining the  
budgetary resources necessary for full implementation present problems. 

References. PPSSCC, Report on the  Department of Housing and 
Urban Development, pp. 108- 119. GAO, Section 8 Subsidized Housing-- 
Some Observations on Its High Rents, Costs, and Inequities (CED - 80-59, 
June 6 ,  1980). GAO, Legislative and Administrative Changes to Improve 
Verification of Welfare Recipients' Income and Assets Could Save Hundreds 
of Millions (HRD - 82-9, January 14, 1982). GAO, Further Actions Needed 
to Improve Management of HUD Programs (CED - 81-41, February 26, 
1981). 
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IMPROVE RESEARCH AND DEVELOPMENT MANAGEMENT (R&D- 1&2) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
. (millions of dollars) Five-Year 
-~-_-I-- 

1985 1986 1987 1988 1989 Savings 

Budget Authority 

Outlays 

The PPSSCC recommendations are not sufficiently 
specific for  a budgetary impact  es t imate .  

PPSSCC Proposal. The commission recommends t h a t  federal  agencies 
implement a process of s t ra teg ic  planning for  civilian research and develop- 
ment  (R&D) t h a t  would establish specific program goals, projects, and t i m e  
guidelines. In addition, t h e  commission proposes changing budgetary t rea t -  
ment  of R&D monies t h a t  would result in multiyear funding, reduced project 
detail,  a shorter budget preparation and review process, and reduced 
technical staffs in federal  agencies. 

Budgetary Impact. The commission es t imates  t h a t  $3.2 billion-- 5 
percent  of to ta l  civilian R&D funding--could b e  saved over th ree  years by 
implementing s t ra teg ic  planning. CBO has no basis for est imat ing savings 
from t h e  commission's recommendations, but it  notes t h a t  savings cannot b e  
achieved directly f rom strategic  planning. To achieve t h e  savings est imated 
by t h e  PPSSCC, R&D projects t h a t  a r e  redundant, d o  not m e e t  cost and 
performance standards, or do not contribute to a national objective would 
have to be eliminated. The commission bases its savings es t imate  on 
perceptions of potential  savings from agency and t h e  leaders  of several  
public interest  organizations, regarding t h e  magnitude of such projects. 

The commission es t imates  t h a t  changes in t h e  budget process could 
produce three-year savings of $1.6 billion, 2.5 percent of its es t imate  of 
civilian R&D spending. Savings would result from reductions in technical 
staff and administrative costs stemming from t h e  need for  less budget detai l  
and other  changes in the  budget process. CBO cannot e s t i m a t e  t h e  savings 
t h a t  would result  from this recommendation because of a lack of sufficient 
detail.  The commission's es t imates  are based on interviews with Depart- 
ment  of Energy managers about t h e  effects of recent  funding uncertainty on 
R&D program costs. 

Program Impact. The commision maintains tha t  its recomfnendations 
would eliminate inefficient use of R&D funds and provide s table  support for  

30-878 0 - 84 - 9 
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R&D programs. In addition, R&D programs could be managed and admin- 
istered more efficiently. 

Implementation. Agencies could implement s t ra tegic  planning admin- 
istratively, though certain fac tors  would have to be considered, such as 
development or improvement of d a t a  bases and management information 
systems; such systems would mit igate  problems of coordination and improve 
t h e  ability to plan. Further,  t h e  goals of basic research programs cannot 
always be expected to meet  t h e  cri terion of being measurable in specific 
t i m e  periods. Such programs seek fundamental  information without concern 
for  specific processes or products. Finally, t o  achieve t h e  savings est imated 
by t h e  commission would require identifying and eliminating duplicative or 
unproductive R&D projects. 

The commission's recommendations regarding budgetary changes would 
require t h e  Congress to a l te r  its budget process. R&D projects would have 
to b e  funded on a multiyear basis, and t h e  focus of Congressional oversight 
and review of R&D programs would have to  be broadened. Finally, technical 
staff  within R&D agencies could b e  reduced administratively. 

Additional Comments. In principle, GAO supports t h e  commission's 
proposals for  s t ra tegic  planning and budget reform. GAO believes t h a t  
s t ra teg ic  planning not only c a n  benefit  agencies, but  also can  b e  used 
effectively to coordinate and direct  overall government R&D efforts.  GAO 
also believes t h a t  t h e  recommendations for budgetary reform should b e  
reviewed in t h e  context  of restructuring t h e  current  decisionmaking and 
funding processes t h a t  const i tute  t h e  financial management system of t h e  
government. 

evelopment, pp. 14-58. GAO, Multiyea 
levelopment (PAD-81-61, June 3, 1981). GA 

References. PPSSCC, Task Force Report  on Research and 
- D .r Authorizations for  Research and 
D .O, The Off ice  of Science and 
Technology Policy: Adaptation to a President's ODeratinn Stvle Mav 
Conflict  With Congressionally 
September ' non' 

_ -  " 
Mandated Assignments (PAD- 80-79, 
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INCREASE USE OF PERFORMANCE SPECIFICATIONS FOR FEDERAL 
CONSTRUCTION PROJECTS (CONST- 18) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dollars) Five-Year 
1985 1986 1987 1988 1989- Savings 

Budget Authority 

Outlays 

The budgetary impact  of t h e  PPSSCC recomrnenda- 
tion cannot  be est imated with available information. 

PPSSCC Proposal. Most federal  construction cont rac ts  a r e  based on 
prescriptive specifications; t h a t  is, bids must be based on specific materials 
and methods. Another approach to construction bids is performance (or end 
result) specification. This method, infrequently used by t h e  federal  govern- 
ment,  allows contractors  to offer  a l ternat ive materials and methods to 
achieve a specified standard of performance. The PPSSCC advocates  
increased use of performance specifications for  federal  construction 
projects. 

Budgetary Impact. I t  seems reasonable to expect  tha t ,  given t h e  
opportunity t o  advance al ternat ive methods to construct  a given project, 
bidders would--at least  in some instances--offer less expensive, y e t  equally 
effective,  proposals. Performance specifications cannot  b e  applied to all 
construction projects (or to all portions of construction projects), and it 
would be difficult t o  es t imate  t h e  possible savings even if t h e  base of 
projects to which they a r e  applicable were defined. In general, one would 
ant ic ipate  increased competit ion and lower bids, on average, if performance 
specifications were utilized where applicable. How much lower bids would 
b e  and what t h e  applicable base is a r e  uncertain. Thus, while some savings 
a r e  possible, CBO is unable to e s t i m a t e  t h e  budgetary impact of this 
proposal. 

The PPSSCC es t imates  t h e  three-year savings from implementing this  
proposal at $1.3 billion. I t  based this e s t i m a t e  on t h e  finding tha t ,  for  a 
sample of government construction cont rac t  bids, t h e  difference between 
t h e  two lowest bids averaged between 4 and  5 percent. A base of eligible 
programs was defined assuming t h a t  performance specifications a r e  appli- 
cable to  different ,  specified portions of various types of projects. The  
PPSSCC multiplied by 4 percent  t h e  est imated 1983 obligations for  t h e  base 
of programs it deemed eligible, and reduced this es t imate  by half to b e  
conservative. 
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It is not c lear  t h a t  t h e  PPSSCC's e s t i m a t e  of t h e  applicable base of 
projects to which performance specifications can  b e  applied is accurate.  
For many projects, it assumed t h a t  100 percent of cont rac ts  would be 
eligible for  performance specifications; this  probably overstates  t h e  base of 
eligible projects. In addition, t h e  assumption t h a t  the  federal  government 
would save 4 percent (or 2 percent) by switching from method specification 
to performance specification contract ing is uncertain. 

Program Impact. Some contractors  not able  to compete  for projects 
under prescriptive specification bidding procedures might possibly be able  to 
compete  under performance specifications. Contractors  would have t h e  
opportunity to make innovative proposals, but t h e  government might have to 
expand i t s  quality control and testing e f for t s  to ensure t h a t  performance 
standards were met .  

Implementation. No statutory or administrative prohibition now pre- 
vents t h e  use of performance specifications. In fact, t h e  General Services 
Administration and t h e  Department  of Defense have used performance 
specifications for some projects, and t h e  Federal  Highway Administration is 
currently developing perf ormance-related specifications for  highway con- 
struction and rehabilitation. To encourage their  use, t h e  PPSSCC recom- 
mends tha t  an  execut ive order be issued to the agencies. At any ra te ,  it 
would probably b e  a year to two before new regulations were  wri t ten and 
implemented. 

Additional Comments. GAO points out  t h a t  for many types  of projects 
there  is insufficient knowledge to wri te  good performance specifications. 
And it may b e  difficult  for t h e  federal  government and t h e  construction 
industry to agree  as to what building components have character is t ics  
conducive to using performance specifications. An additional impediment t o  
implementing this  proposal quickly is t h e  lack of standards by which to 
evaluate  a l ternat ive materials and methods. The Federal  Highway Adminis- 
t ra t ion finds t h a t  one drawback to t h e  use of performance specifications is 
t h e  inability to ascer ta in  t h a t  specifications have been m e t  until a project 
has been completed and in operation for  some time. 

References. PPSSCC, Task Force Report  on Design and Procurement,  
pp. 115-23. GAO, Improved Energy Management in t h e  Facil i ty Design 
Process Should Reduce Operating Costs for DOD (PLRD - 83-46, April 8, 
1983). GAO, GSA Could Do More To Improve Energy Conservation in New 
Federal Buildings (PLRD - 82-90, July 12, 1982). GAO, Bet ter  Information 
Management Could Alleviate Oversight Problems with GSA's Construction 
Program (PLRD - 82-87, July 9, 1982). 
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UPGRADE OBSOLETE COMPUTER HARDWARE AND SOFTWARE 
RESOURCES (ADP-4) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five- Year 
CBO Baseline 1985 1986 1987 1988 19w Savings 

Budget Authority 

Outlays 

The budgetary impact  of t h e  PPSSCC recornmenda- 
tions cannot be est imated with available information. 

PPSSCC Proposals. The PPSSCC recommends t h a t  a l l  major 
au tomat ic  d a t a  processing (ADP) system operations be examined to identify 
obsolete systems. It also recommends consolidating and enhancing computer 
systems on an  agencywide level. The commission also proposes t h a t  various 
planning and technical tools be adopted to improve computer hardware and 
sof tware resources management. Further,  t h e  commission recommends 
increasing eight-fold t h e  r a t e  at which computer systems a r e  acquired; this 
would result in t h e  purchase or  lease of an  additional 1,429 computers in 
each of t h e  next f ive years. 

Budgetary Impact. In order to e s t i m a t e  t h e  savings or increased costs 
of new computer systems, i t  is necessary to e s t i m a t e  its l i fe t ime cost. This 
requires analysis of both t h e  existing and proposed replacement systems. 
Only limited case examples a r e  available, and d a t a  a r e  not sufficient for  
reliable es t imates  on a governmentwide basis. The PPSSCC examined t h e  
costs and savings for hardware and sof tware separately. 

--Hardware. Using a GAO report  ent i t led Continued Use of Costly, 
Outmoded Computers in Federal  Agencies Can Be Avoided, t h e  commission 
es t imates  t h a t  $3.4 billion in hardware-related costs could be saved over a 
three-year period by increasing t h e  number of computers replaced each  year 
f rom 205 to 1,634. The GAO study showed a n  average savings per 
agency- -for t h e  four agencies studied--of $350,000. GAO indicates t h a t  
t h e  PPSSCC should have used a n  average of $190,500 per agency as f i rm 
savings. The commission incorrectly assumed t h a t  t h e  agency average 
represented a single computer for each agency. The GAO study actually 
included 23 computers,  thus yielding a to ta l  f i rm operating cost savings of 
$33,100 annually for e a c h  unit upgraded, or less than 10 percent of t h e  
$350,000 claimed by PPSSCC. Furthermore,  t h e  purpose of t h e  GAO study 
was to demonstrate  t h a t  savings could b e  achieved for  several  specific 
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computer brands. The findings of this small sampling should not be used as 
representative of the entire federal inventory. 

The GAO savings estimates were based on information showing tha t  
the  operating and leasing costs (including maintenance) of new leased 
equipment was less than the  operating and maintenance costs of the  old 
owned equipment. Thus, if t he  new equipment were leased, immediate 
budget expenditures would decrease. However, if t he  new equipment were 
purchased (which would lead t o  even greater savings over t he  new equip- 
ment's life cycle), these capital expenditures would cause short-term budget 
increases. 

These cost and savings estimates re la te  only to the  operations and 
maintenance of the  computer hardware. Generally, such costs make up only 
15- 20 percent of a system's cost. 

Federal agencies reported t o  the  Office of Management and Budget 
(OMB) their plans to  spend $19.1 billion on information technology acquisi- 
tions over the 1984-1988 period. The PPSSCC recommends tha t  a n  
additional 7,145 computers be bought or leased over a similar period. This 
could easily double the planned acquisition costs. 

--Software. The commission claims a three-year savings of $614 
million for the "common applications" recornendation, on the  assumption 
that  support costs of applications could be reduced by 20 percent. This a rea  
offers the  best opportunity for large savings. As applications age, t he  
software support costs increase greatly- -for example, maintenance costs 
often make up 80 percent of the  total  cost  of an aged application. This is 
reflected in the  personnel costs tha t  contribute over 40 percent of the  
federal  computer costs. The increasing costs of aging equipment, coupled 
with the high efficiency of f ourth-generation languages, data-base manage- 
ment systems, and other software advances, makes this an a rea  of poten- 
tially high productivity gains. 

Program Impact. The introduction of 8,170 new computers in a five- 
year period would have a major impact on the  federal ADP work force, 
acquisition processes, and applications. Noncomputer staff would have to 
invest significant t ime in redefining computer requirements and verifying 
redesigned computer applications. 

Implementation. The General Services Administration (GSA) has 
recently implemented a Technology Update Program, aimed at assisting 
agencies in replacing outmoded ADP equipment. GSA is currently 
developing program regulations that ,  when implemented, will provide an  
expeditious means for replacing obsolescent federal ADP equipment with 
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modern equipment. This regulation will amend both the  Federal Procure- 
ment  Regulations and t h e  Federal Property Management Regulations. 

Addtional Comments. The CBO and GAO agree tha t  t he  recommenda- 
tions have meri t  but also agree tha t  the  savings estimates a r e  not realistic. 
If t he  equipment is  purchased rather than leased, large budget outlays would 
be required in the  short term,  and ne t  budget savings would not be achieved 
in the  early years. Purchasing has been more common than leasing, and is 
more economical for systems with a life of three  years or  more. 

Much of t he  gains estimated in the  common applications recommenda- 
tion relate  to productivity gains and not budget reductions. The recom- 
mendations would aid in the  careful planning and assessment of existing 
systems and future  requirements. 

References. PPSSCC, Task Force Report  on Automated Data  Proc- 
essing/Office Automation, pp. 37- 55. James  Mar tin Executive Seminar 
(Spring 1983). GSA, OMB, and NBS, A Five-Year Plan: Meeting the  
Automatic Data  Processing and Telecommunications Needs of t h e  Federal 
Government (April 1983). OMB, Improving Government Information 
Resources Management: A Status Report  (March 1983). GSA, OMB, Major 
Information Technology Systems Acquisition Plans of Federal Executive 
Agencies, 1983-1988 (April 1983). GAO, Continued Use of Costly, 
Outmoded Computers in Federal Agencies Can Be Avoided (AFMD - 81-9, 
December 15, 1980). 
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CHAPTER V. FEDERAL CIVILIAN COMPENSATION AND 
WORK FORCE MANAGEMENT 

The PPSSCC proposes several  ways to reduce t h e  federal  costs--now 
some $75 billion a year--of compensating t h e  government's 2.1 million 
civilian employees (excluding postal workers) and its 2 million civilian 
ret i rees  and survivors. The proposals to reduce costs fall  into two 
categories: 

o Changes in federal  compensation policy covering levels of pay and 
employment benefits, and 

o Management initiatives t h a t  would result in a smaller federal  
civilian work force. 

According to CBO est imates ,  t h e  commission's farthest-reaching re- 
commendations offer  potential  for  budgetary savings totaling about  
$13.0 billion over t h e  1985-1987 period, reaching some $30.2 billion over t h e  
1985- 1989 period. If all of t h e  commission's recommendations were 
adopted, however, t h e  f ive-year savings would b e  somewhat smaller because 
of interactions among t h e  separa te  proposals. (The CBO es t imates  pre- 
sented in this chapter  were not  adjusted for  this interaction.) In addition, 
t h e  CBO total includes no es t imate  of t h e  e f f e c t  of t h e  recommended 
change in re t i rement  fund investment, as t h e  proposal lacks sufficient 
detail. 

The PPSSCC's es t imates  for its recommendations, by contrast ,  to ta l  
$75.7 billion over t h e  f i rs t  th ree  years of implementation. (As stated in 
Chapter  I, t h e  es t imated period of implementation of ten commences far in 
t h e  future  and is not  t h e  same for  all recommendations.) This sum is nearly 
six t imes t h e  three-year amount  es t imated by CBO. Two differences in 
estimating approach account  for  most of this discrepancy. First, t h e  
PPSSCC's calculated savings from modifying federal  re t i rement  benefits  
derive from accrual  cost measures reflecting events  anticipated for  t h e  
1990s and beyond, whereas CBO's calculated savings re f lec t  only t h e  
1985- 1989 budgetary impacts of changed benefit  disbursements. Second, 
t he  PPSSCC's calculated savings from improved federal  productivity assume 
f a r  grea te r  potential  for  gain than does CBO--in t e r m s  of numbers of 
workers potentially affected,  t h e  pace  of change, and the number of 
separa te  actions t h a t  can yield cumulative productivity growth from one 
work force. 
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CHANGES IN COMPENSATION POLICY 

The proposals to change federal  compensation policy seek t o  align 
federal practices more closely with those thou h t  to prevail in the  private 
sector, yielding three-year outlay savings of ! 1 1.4 billion when estimated 
against CBO's baseline. The PPSSCC, in contrast, a t t r ibutes  savings of 
some $46 billion over three years to improving this alignment. Of CBO's 
total  estimated 1985-1989 budgetary impacts (shown in Table V-I) ,  by fa r  

TABLE V-1. CBO ESTIMATES OF BUDGETARY EFFECTS OF PPSSCC 
PROPOSALS FOR FEDERAL CIVILIAN COMPENSATION 

Annual Outlay Savings Cumulative 
Commission (billions of dollars) Five- Year 
Proposals 1985 1986 1987 1988 1989 Savings 

Reduce Benefits and 
Alter Financing 
of Retirement 3.3 4.0 4.7 5.8 6.4 24.3 

Modify Health- 
Care and Disability 
Benefits -0.1 -0.1 0.0 0.1 0.2 0.1 
Alter Federal 

-0.4 -0.2 -0.2 Pay Practices . -0.1 - * 0.1 - - - - 
Total 3.1 3.7 4.6 5.9 6.7 24.0 

SOURCE: Congressional Budget Off ice. 
NOTE: Negative figures indicate budgetary costs. The estimates repre- 

sent the sum of each major proposal and, because of interaction 
among individual items, overstate the potential savings if many of 
the  recommendations were adopted. Numbers may not add to 
totals because of rounding. 

* Less than $50 million. 

t h e  greatest  savings would come from restructuring the contributions to and 
benefits from the  Civil Service Retirement (CSR) system. The PPSSCC also 
recommends changes in policy covering disability payments and health-care 
coverage, including numerous financing and administrative adjustments. 
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Concerning federal pay, the  PPSSCC recommendations would al ter  both the  
methods of calculating annual wage and salary adjustments and the grade 
levels held by many workers under the  General Schedule (GS) system. 

Reduce Benefits and Alter Financing of Retirement 

The PPSSCC has proposed various retirement-related benefit and 
financing changes to bring federal civilian retirement practices into closer 
alignment with what are thought t o  be typical private-sector practices. The 
PPSSCC benefit and financing proposals could, according t o  CBO, reduce 
federal deficits by $24.3 billion over t h e  1985-1989 period--$l4.1 billion 
from reduced benefits and $10.2 billion from accounting practices tha t  
would increase contributions from the U.S. Postal Service and other off- 
budget entities. 

With regard to  financing, the commission recommends tha t  employing 
agencies contribute the  full costs of future CSR benefits, less employee 
contributions, and that  some reserves in the CSR trust  fund be invested in 
top-grade corporate bonds. In this area, GAO has long held tha t  current 
practices cause accrued costs t o  be understated; thus, GAO supports the 
PPSSCC proposal to increase agency contributions toward federal civilian 
retirement. 

With regard t o  changes in retirement benefits, the PPSSCC recom- 
mends annuity reductions for new retirees as well as for those already 
retired. For employees under age  45, eligibility for fu l l  retirement benefits 
would be advanced from age  55 t o  age 62, credit  for years of federal service 
would be reduced, and participation in Social Security would become 
mandatory. The PPSSCC also proposes constraining future benefit increases 
linked to changes in the cost  of living and reducing benefits--paid to current 
as well as future annuitants--for credits from military service and for  
Social Security benefits. These last two proposals alone would save 
$13.2 billion over five years, according to CBO. 

The benefit changes sought by the PPSSCC stem from a conviction 
tha t  federal retirement is too generous and tha t  a wide gap--18 percent of 
payroll--distinguishes CSR accrued federal costs from private-sector re- 
t irement costs. Analysis by GAO and others indicates, however, tha t  t he  
commission overstates the gap in retirement practices. As a result, 
enactment of the  PPSSCC retirement policy changes might actually push 
federal retirement practices behind those of the  private sector. 

GAO agrees with t h e  need for structural  changes to CSR, but it warns 
tha t  adopting all the PPSSCC proposals together would not provide a 
program for federal employees comparable t o  tha t  typically available in the  
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private sector. The opposite conclusion reached by the  commission does not 
ref lect  differences in work force demographics, consistent cost t reatment  
of Social Security benefits, and growing use of capital  accumulation plans in 
the  private sector. Because of such shortcomings, GAO does not find the  
package of PPSSCC recommendations a sound basis for restructuring civil 
service retirement. 

Modify Health-Care and Disability Benefits 

The PPSSCC proposes delayed or denied disability benefits for federal  
workers and discontinuation of the  current practice of granting retirement 
credits earned by federal  employees for unused sick leave. For the 
employee health insurance program, the  PPSSCC proposes several modif ica- 
tions, including elimination of the  current 75 percent ceiling on t h e  govern- 
ment's share of annual health insurance premium costs. The health care  and 
disability recommendations seek, among other things, to improve the 
alignment of these systems with private-sector practice; but GAO finds 
flaws in the  PPSSCC comparison. Federal employees on extended sick 
leave, for example, could be on long-term disability if they worked for 
private firms, but these benefits a r e  not considered in the  commission's 
analysis. Similarly, in t h e  GAO's view, comparisons of health-care benefits 
do not adequately address the  different contributions made by federal and 
private-sector employees toward their health-care coverage. 

CBO analysis indicates that ,  together, t he  disability and health insur- 
ance modifications would reduce outlays by a net  amount of only some 
$0.1 billion over a five-year period. Against t he  $1.0 billion in five-year 
savings estimated for disability, health-care changes would generate cost 
increases of $0.9 billion through 1989--such an  increase attr ibutable primar- 
ily t o  elimination of the ceiling on the government's share of premium costs. 
(Elimination of the ceiling raises the  federal cost for employees already 
enrolled and would induce an estimated 200,000 more employees to join.) 

Alter Federal Pay Practices 

To make federal  pay more comparable with tha t  in the  nonfederal 
sector, the PPSSCC would reform the  basis for annual adjustments in 
federal wages and salaries. 

For federal blue-collar workers covered by the  Federal  Wage System 
(FWS), t he  PPSSCC recommends dispensing with the  current policy of 
capping annual pay adjustments below comparability, but i t  would broaden 
the  basis for determining those adjustments and modify other FWS practices 
in ways tha t  produce lower estimates of comparable compensation. The 
particular reforms--the need for which have been documented in numerous 
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recent  studies by t h e  GAO--include incorporating wage d a t a  of state and 
local governments and not-for-profit organizations, discontinuing use of 
cer ta in  wage da ta  outside t h e  a r e a  being surveyed, and basing rates for  
overt ime and night-shift work on local ra ther  than national comparisons. 

For federal  white-collar workers (mainly those covered by t h e  General 
Schedule) t h e  PPSSCC recommends several  changes to improve t h e  methods 
for determining comparability, though the President could sti l l  follow t h e  
past  pract ice  of overriding comparability calculations and capping pay 
adjustments. A major compensation change, endorsed by GAO, would result 
f rom calculating comparability for  federal  clerical, technical, and support 
jobs on a local ra ther  than nationwide basis. Other GAO-supported reforms 
recommended by t h e  commission include expanding survey data to include 
more job categories and information from smaller establishments, state and 
local governments, and not-for-profit organizations. Finally, t h e  PPSSCC 
would acce lera te  effor ts  t o  cor rec t  agency misgrading of positions relative 
t o  job standards, and would reduce t h e  number of middle-management 
positions graded GS 11 through 15. ' The commission bases this conclusion, 
however, on a very limited analysis t h a t  compares t h e  distribution of job 
levels for f ive highly-paid occupations in f ive private f i rms to t h e  distribu- 
tion of t h e  occupations throughout t h e  en t i re  federal  work force. Adequate 
information is not ye t  available to evaluate  t h e  PPSSCC position t h a t  t h e  
government, relative to t h e  pr ivate  sector,  has  a n  excess of top-level jobs in 
its work force. 

Relative to t h e  CBO baseline, t h e  major wage and salary modifications 
would increase near-term budget outlays by $0.4 billion during t h e  
1985-1989 period. The PPSSCC est imates ,  on t h e  other  hand, show 
three-year savings of $1 1.1 billion. Most of t h e  divergence arises as a result  
of different  assumptions used concerning t h e  current  level of federal  pay 
relat ive to comparability comparisons with t h e  private sector. The commis- 
sion's es t imates  represent savings as though federal  employees were  already 
receiving "comparable" pay as currently measured. However, they a.re not 
and, therefore,  CBO's es t imate  assumes a continuation of past  pract ice  t h a t  
has held pay below comparability, with no ca tch  up for  t h e  small  increases 
granted in prior years, Thus, t h e  PPSSCC proposals would increase 
near-term budgetary costs, even though t h e  result would show savings 
relative to uncapped adjustments. In t h e  case of blue-collar pay, CBO 
es t imates  t h a t  costs would rise, because t h e  PPSSCC recommends compen- 
sating FWS employees for past  wage restraint .  In t h e  case of white-collar 
pay, no payroll e f f e c t s  would occur, primarily because comparability adjust- 
ments  a r e  neither assumed in CBO's baseline nor specifically recommended 
by t h e  commission. 
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MANAGEMENT INITIATIVES 

The PPSSCC sets out five major proposals for improving federal 
personnel management. These concentrate largely, though not exclusively, 
on contracting out t o  the  private sector for support services and improving 
work force productivity. With the  exception of proposals affecting employ- 
ees' vacations, all the  recommendations could be  implemented under present 
statutes. The recommendations seek t o  reduce the  federal work force 
without causing lasting reductions in services; associated savings, according 
t o  the  PPSSCC, could reach $29.6 billion over a five-year period. According 
to CBO estimates, the recommendations show five-year budgetary savings 
summing t o  about $6.2 billion (see Table V-2). Implementation of some 
items, however, could limit the  savings achievable by others. Contracting 
out for most support services (maintenance, security, and similar functions), 
for example, would diminish potential savings available from improving the  
productivity of federal employees now performing those services. 

TABLE V-2. CBO ESTIMATES OF BUDGETARY EFFECTS OF PPSSCC 
FEDERAL PERSONNEL MANAGEMENT INITIATIVES 

Annual Outlay Savings Cumulative 
Commission (billions of dollars) Five-Year 
Proposal 1985 1986 1987 1988 1989 Savings 

Improve 

Increase 
Contracting Out 0.0 * 0.1 0.3 0.3 0.7 
Reduce 

1 . 8  Annual Leave - 0.4 0.4 0.4 0.2 
Total 0.2 0.4 1.1 1.9 2.7 6.2 

Productivity * * 0.6 i .2  1.9 3.7 

- 0.4 - - 

SOURCE: Congressional Budget Of €ice 

NOTE: Negative figures indicate budgetary costs. The estimates repre- 
sent  the  sum of each major proposal and, because of interaction 
among individual items, overstate the  potential savings available 
if many of the  recommendations were adopted. Numbers may not 
add t o  totals because of rounding. 

* Less than $50 million. 

256 



The magnitude of a t tendant  employment reductions is most difficult  
to determine. CBO estimates show personnel cuts (by at t r i t ion)  eventually 
reaching as high 12 percent  of t h e  work force,  or 257,000 jobs--compared to 
a c u t  of 736,000 jobs suggested in PPSSCC calculations. If all of these  plans 
were  adopted, t h e  government would need to lay off substantial numbers of 
federal  employees in t h e  next few years. In such a case--because severance 
pay, re t i rement  refunds, and o ther  payments could initially exceed laid-off 
employees' salaries--outlays for  large reductions in force  could cancel  ou t  
savings in t h e  near term. 

Improve Productivity 

The PPSSCC recommendations to increase productivity (output per 
worker) would create new organizations designed to improve management, 
raise skill levels, and increase investment in equipment--all to permit  
today's level of work to be done by fewer federal  workers. The  commission's 
proposals--largely substantiated by numerous recent  GAO studies--address 
t h e  opportunity for productivity growth in most federal  operations, including 
grea te r  use of office automation equipment, as well as in two special a r e a s  
of property maintenance and Social Security management. 

Implementation of t h e  proposals would generate  by f a r  t h e  biggest 
management savings--some $3.7 billion in outlays through 1989, according 
to CBO. This e s t i m a t e  includes some $0.6 billion in savings for productivity 
measures relating specifically to processing of Social Security claims and to 
maintaining federal  facilities. The PPSSCC's es t imates  for  its productivity 
recommendations total $19.4 billion for  only three  years. Full implementa- 
tion, according to CBO, could mean t h e  loss of nearly 80,000 federal  
jobs--about one-fourth as many as t h e  PPSSCC estimates.  A t  whatever 
level reductions occurred, resulting savings would be difficult to capture  for 
budgetary purposes, as they would spread over t h e  many accounts associated 
with t h e  a r ray  of federal  activities. 

Increase Contracting Out  

Other  staff management proposals would lower t h e  number of federal  
jobs by increasing reliance on cont rac t  services purchased from private 
firms. Expanded use of private contractors  for  t h e  support services t h e  
government requires could eventually save $I .1 billion a year--about one- 
f i f th  t h e  PPSSCC's annual es t imate  of $5.6 billion. To accomplish these 
savings, t h e  commission calls for, among other  things, Executive Branch 
encouragement and legislation mandating contracting out. Noting t h a t  
Executive Branch policy has called for  agency use of contracting out  since 
1955, t h e  GAO supports enac tment  of national policy in this area.  Grea ter  
use of pr ivate  contractors  would mean elimination of as many as 165,000 
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federal  jobs, mostly held - by blue-collar workers. (This CBO est imate  
assumes continuation of major statutory exemptions for cer ta in  jobs at the  
Defense Department and Veterans Administration.) 

Reduce Annual Leave 

The commission proposes tha t  the  amount of paid annual leave federal  
employees may earn and accumulate be  reduced to conform more closely 
with what i t  regards as typical private-sector practice. The increased 
personnel t ime spent on the  job would yield savings of some $1.8 billion over 
five years, according t o  CBO. The PPSSCC's estimates for this proposal 
total  $3.8 billion over three years. CBO's est imate  implies a cu t  of some 
13,000 workyears with no reduction in service provided by the  government. 

The commission's recommendations were based on studies tha t  failed 
to consider several types of paid t ime off allowed in the  private sector, such 
as personal leave not charged t o  earned vacation time. The GAO maintains, 
in fact, tha t  when all types of paid leave for purposes other than illness a r e  
considered, federal  employees now likely spend more t ime on the job than do 
their private-sector counterparts. 
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REDUCE CIVIL SERVICE RETIREMENT BENEFITS 
(RETIRE-1, 2, 4 ,  5, 6 ,  9) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five - Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 10 210 410 590 730 1,950 

Outlays 1,450 2,140 2,840 3,570 4,120 14,120 

PPSSCC Proposals. The PPSSCC proposes several recommendations 
aimed at reducing the  Civil Service Retirement (CSR) system's benefits and 
long-term costs through a purported closer alignment with private-sector 
retirement practices. For all  current  federal workers, t he  recommendations 
would: 

o Increase the  salary base used t o  calculate benefits from three  to 
five years, 

o Change to a n  actuarial  reduction t h e  benefit-reduction penalty for 
employees who re t i re  early because of employment cutbacks and t h e  
penalty for providing an  annuity for surviving spouses, and 

o Increase the  minimum years of service required for deferred pension 
benefits from five to ten  years. 

For current  workers under age  45, t h e  recommendations would: 

o Increase t h e  ret i rement  age to 62 years, with an  actuarial  reduction 
for earlier retirement,  

o Reduce the  accrual r a t e  formula, which, when applied to average 
salary, determines the  pension amount, and 

o Require participation in Social Security. 

As an  alternative, t he  PPSSCC recommends tha t  employees under age 45 par- 
t ic ipate  in a defined contribution plan rather than in a modification of the  
current  CSR system. The budgetary consequences of this plan a r e  not ad- 
dressed, however, because t h e  PPSSCC recommendation does not specify the  
government's contribution rate as a n  employer. 
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The PPSSCC would el iminate  t h e  benefits to annuitants'  survivors who 
For current  and fu ture  a r e  students between t h e  ages of 18 and 22 years. 

re t i rees  alike, i t  would: 

o Reduce post-retirement cost-of -living adjustments (COLAs), 

o Offset  CSR benefits  by a portion of a n  annuitant's Social Security 
benefit ,  and 

o Eliminate credit ing years  of military service toward civilian retire- 
ment  benefits. 

The PPSSCC also recommends modifying CSR disability provisions and chang- 
ing t h e  accounting and investment pract ices  of t h e  ret i rement  fund. These 
recommendations a r e  addressed separately in this  report. 

Budgetary Impact. Although t h e  proposed changes would lower t h e  long- 
t e r m  costs of CSR, budgetary savings through 1989 would result  mostly f rom 
changes in benefits  to current  retirees.  More than nine-tenths, or $13.2 bil- 
lion, of CBO's e s t i m a t e  of t h e  cumulative five-year savings would result  from 
modifications in future  COLAs and reductions in current  benefit  levels 
a t t r ibuted to t h e  elimination of military service credi ts  and t h e  application of 
Social Security offsets. None of t h e  remaining individual changes would yield 
cumulative outlay savings of more than $0.6 billion through 1989. The CBO 
estimates assume t h a t  implementation of t h e  PPSSCC proposal would begin as 
of October 1, 1984. In addition, t h e  CBO e s t i m a t e  does not  assume any change 
in t h e  behavior of federal  employees projected to r e t i r e  during t h e  next  f ive  
years. To t h e  e x t e n t  that  employees accelerated their  plans to ret i re ,  
near- term costs for new CSR beneficiaries would rise. 

The  PPSSCC es t imates  t h a t  t h e  overall savings from reducing CSR bene- 
fits would b e  approximately $30 billion over th ree  years. (This es t imate  also 
incorporates savings associated with modifying CSR disability and investment 
practices.) The savings represent t h e  present value of cost reductions for t h e  
years 2001 through 2003, calculated on an  actuar ia l  basis t h a t  assumes t h e  
government's cost for  CSR could be eventually reduced by t h e  equivalent of 
18 percent of salary. This cu t ,  the commission alleges, eliminates the  differ- 
e n c e  in re t i rement  costs  between t h e  federal  government and private-sector 
employers. Further,  t h e  e s t i m a t e  assumes t h a t  t h e  cost of re t i rement  for  new 
federal  employees hired on or a f t e r  January 1, 1984 (who will be covered by 
Social Security), would b e  t h e  s a m e  as t h e  current  program, which may or  may 
not  b e  t h e  case. 

On t h e  basis of information developed by t h e  Off ice  of Personnel 
Management, CBO has determined tha t ,  if re t i rement  pract ices  typical of 
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private  employers were adopted for  federal employees, t h e  employer cost 
would b e  22.8 percent  of pay. Recent  actuar ia l  es t imates  showed t h e  cost of 
t h e  CSR system for cur ren t  employees to b e  25.8 percent  of pay if t h e  
economic assumptions used in valuing t h e  Social Security program were  used. 
Thus, t h e  CRS and CBO d a t a  would indicate t h a t  f a r  less disparity may exist 
between t h e  CSR system and private-sector programs than t h e  PPSSCC as- 
sumed in reaching its conclusions. Moreover, t h e  CSR system covers law-en- 
forcement  personnel, firefighters, and a i r  t ra f f ic  controllers, who have no 
private-sector counterparts,  and who, in general, receive higher benefits  be- 
cause of earlier retirement.  Further,  t h e  comparisons used by t h e  PPSSCC 
incorporate t h e  cost of disability benefits  on t h e  federal  side but not  on t h e  
pr ivate  side. 

Program Impact. The PPSSCC proposal would drastically reduce CSR 
benefits  provided to federal  civilian employees and retirees. All of t h e  
1.8 million individuals currently receiving CSR benefits  would b e  a f fec ted  by 
t h e  proposal to change annual COLAs. Reduced COLAs would mean smaller 
fu ture  adjustments to re f lec t  inflation. In particular, COLAs received by 
annuitants under age 62 would b e  limited to one-third of t h e  change in t h e  
Consumer Price Index (CPI), and those received by annuitants aged 62 and over 
would b e  limited to about 70 percent  of t h e  CPI change. Further,  many of 
these s a m e  ret i rees  would have their  current  benefits  cut by as much as 
30 percent  because of t h e  proposed Social Security of fse t  and elimination of 
military service credits. Cutting t h e  level of benefits  currently received--an 
unprecedented action--as opposed to reducing t h e  size of fu ture  COLAs, 
would undoubtedly cause hardships for many persons whose ret i rement  budgets 
a r e  based on predicted levels of income. The e f f e c t  of t h e  other  changes 
would reduce CSR benefits  for  a l l  current  employees. Initial benefits  for 
employees retir ing during t h e  next  f ive years would b e  reduced on average by 
I5 percent. Offsets  owing t o  Social Security income a t  a g e  65 would fur ther  
reduce their  CSR benefits. 

Implementation. Through numerous actions, t h e  Congress has already 
t ightened t h e  requirements for  ear ly  re t i rement ,  required civilian employees 
to contribute toward their  military service credits,  limited t h e  inflation 
protection provided CSR beneficiaries, and c u t  Social Security benefits  for  
federal  employees with short  private-sector careers,  In addition, recent  
legislation requires new federal  employees tc participate in Social Security, 
though a supplemental pension plan has ye t  to be designed. 

The Senate  Commit tee  on Governmental Affairs and t h e  House Commit- 
tee on Post Off ice  and Civil Service have projects under way to  design a 
ret i rement  system for post-1983 federal  employees to supplement those 
workers' inclusion in t h e  Social Security system. The keystone of both 
Committees '  analysis is a comprehensive review of nonfederal (private, state, 
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and local) retirement practices. The probability of viewing the  retirement 
package as a whole and making consistent and complementary changes for 
both current and new employees would be  higher if t he  Congress deferred 
action until t he  legislative committees acted on the  changes for newly hired 
workers. 

Additional Comments. Although GAO agrees tha t  some of t he  individual 
i tems that  make up the  PPSSCC proposal have merit,  it does not believe tha t  
the  package of recommendations should be adopted. GAO does not agree with 
the  PPSSCC's assertion tha t  there  is an  18-percentage-point gap between 
federal  and private-sector retirement practices. Indeed, it questions whether 
there  would be  any gap at all  if the  PPSSCC analysis had considered laws 
recently enacted and included the  benefits often available from capital  
accumulation plans in the  private sector. Because the  PPSSCC proposals t o  
change CSR do not include all three  types of retirement income found in the  
private sector (pension plan, Social Security, and capital  accumulation plan), 
GAO does not endorse the PPSSCC recommendations as being based on 
representative private-sector practices or as sound personnel policy for 
federal  employees. 

In addition, t he  courts have commented that ,  once an individual retires 
from CSR and becomes enti t led to an annuity, he  or she has a protected 
property right in the  annuity, at least t o  the  level provided by law in e f fec t  at  
the  time. Since some of the  PPSSCC proposals could be viewed as depriving 
an individual of a vested property right, they could b e  questioned in the  courts. 

The President's 1985 budget also proposes reductions in CSR benefits 
similar to, but not so far-reaching as, those proposed by the  PPSSCC. 
Specifically, i t  would delay COLAS and provide only 55 percent of t he  change 
in t he  CPI for annuities over $10,000, eliminate benefits to annuitants' student 
survivors, eliminate minimum benefits, and base benefits on average salary 
over five rather than three  years. Unlike the  commission's recommendations, 
the  1985 budget also proposes to increase employee contributions to 8 percent 
from 7 percent of salary in 1985 and to 9 percent of salary in 1986 and beyond. 

References. PPSSCC, Federal Retirement Systems, pp. 45-61, 72- 109, 
and 133-41. CBO, Reducing the  Deficit (February 1983j, pp. 194-99. CBO, 
Reducing the  Federal Deficit (February 19821, pp. 177-81. CBO, An Analysis 
of t h e  Potential Budgetary Impacts of Certain Proposals Recommended by the  
President's Private Sector Survey on Cost Control: Task Force Report on 
Federal Personnel Management (May 1983). GAO, Need for Overall Policy and 
Coordinated Management of Federal Retirement Systems (FPCD - 78-49, 
December 1978). GAO, Cost-of -Living Adjustments for  New Federal Re- 
tirees: More Rational and Less Costly Processes Are Needed (FPCD - 78-2, 
November 1977). GAU, Cost-of -Living Adjustment Processes for Federal 
Annuitants Need Change (FPCD - 76-80, July 1976). 
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CHANGE CIVIL SERVICE RETIREMENT ACCOUNTING AND INVESTMENT 
PRACTICES (RETIRE-7,8) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority -5,650 -6,000 -6,400 -6,800 -7,200 -32,050 

Outlays 1,850 1,900 1,900 2,250 2,250 10,150 

NOTE: Negative figures indicate costs. 

PPSSCC Proposals. The PPSSCC would change t h e  accounting pract ices  
and investment policies of t h e  Civil Service Ret i rement  (CSR) system. Because 
contributions from federal  agencies and their  employees do not  cover t h e  full 
cost of fu ture  CSR benefits, t h e  U.S. Treasury makes cer ta in  payments toward 
CSR liabilities. The PPSSCC would streamline t h e  government's accounting 
pract ices  by increasing federal  agency contributions to recover t h e  est imated 
full  cost of fu ture  CSR benefits  less employee contributions; this would curtai l  
t h e  Treasury's payments. 

The PPSSCC also recommends investing a portion of CSR assets in top- 
grade corporate  bonds. About $100 billion of CSR assets a r e  invested in 
U.S. Treasury securities. These investments essentially represent internal 
accounting transactions t h a t  do not  affect governmentwide budget outlays or  
revenues. Over t h e  next f ive years, t h e  PPSSCC would shift  about $20 billion 
t h a t  otherwise would b e  invested in U.S. securities, and eventually would place 
25 percent  of CSR funds in AAA bonds. 

Budgetary Impact. Because t h e  PPSSCC report  lacks sufficient detai l  t o  
calculate  meaningful budgetary es t imates  of t h e  proposed changes in invest- 
ment  practices,  CBO has limited its es t imate  of savings to t h e  impact  of t h e  
accounting recommendations. Higher agency contributions for  re t i rement  have 
no direct  budgetary impact,  because they a r e  intragovernmental transactions. 
But CBO es t imates  t h a t  t h e  increase in CSR contributions from t h e  U.S. Postal 
Service (USPS) and cer ta in  other  off-budget agencies, which a r e  t rea ted  in t h e  
bud et as offsett ing receipts, would reduce federal  outlays and budget deficits  
by f 10.2 billion through 1989. The PPSSCC, unlike CBO, es t imates  no quantifi- 
ab le  savings from increasing federal  agency contributions to t h e  CSR system, 
probably because the  Postal Service impacts were not  considered. Although it 
did not  address the  Postal Service effects ,  t h e  PPSSCC maintains that  be t te r  
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accounting for retirement would indirectly reduce expenditures, presumably by 
focusing attention on the  full cost  of all federal services. (The outlay savings 
from accounting changes would disappear if --contrary to the  assumptions 
used--appropriations t o  off -budget agencies were increased to cover the  cost 
of higher agency contributions t o  CSR. The estimates also exclude the  
potential effects on new federal workers' being covered by the  Social Security 
Amendments of 1983, because their retirement benefits and associated costs 
a r e  not known. Finally, agency contributions a r e  assumed to increase from 
7 percent to 19 percent of pay for current employees--which is consistent 
with the discussion of CSR benefit reductions addressed elsewhere in this 
report.) 

The PPSSCC estimates include three-year savings of $0.6 billion from its 
proposed changes in CSR investment practices. These savings represent higher 
investment returns of $1.9 billion in the years 2001 through 2003, adjusted t o  a 
1983 present value using a 6 percent annual discount rate. Although CBO did 
not estimate this PPSSCC proposal, the plan might increase 1989 budget 
receipts by about $1 30 million assuming--unrealistically--that financial mar- 
kets were not affected. But the nature and extent  of such impacts a r e  most 
uncertain, because they would depend on the number as well as the  size of 
bond purchases made each year, the  timing of those purchases, and whether 
the  government purchased bonds in the market or by bid from potential bond 
issuers. 

Program Impact. Increasing agency contribution rates to the  CSR sys- 
tem for today's work force--from 7 percent of pay to 19 percent--presumably 
would foster bet ter  cost accounting and, therefore, bet ter  programmatic and 
budgetary decisionmaking; it would not affect benefits. For most agencies, 
the higher contribution would represent budgetary accounting changes that,  by 
themselves, would not directly alter federal services or total outlays. For the 
USPS, however, the  higher contribution ra te  would eliminate an indirect fed- 
eral  subsidy to postage ra te  payers. Because postal employees participate in 
the CSR system without the USPS' paying the full federal cost, the PPSSCC 
would shift USPS retirement costs from the general taxpayer to mail users 
through higher postage rates. As a result, between 1984 and 1990, the cost  of 
mailing a le t ter  could increase about 10 percent over whatever rate otherwise 
occurred. 

With regard to CSR investment in AAA bonds, the  PPSSCC's recommen- 
dations would mean a controversial and precedent-setting change in public 
policy. In effect, the  government would be borrowing money from the  public 
t o  invest in AAA bonds and trying to optimize investment returns by taking 
acceptable risks--much as a private insurance company or bank does. Such a 
major policy change for CSR could be extended to other government t rust  
accounts tha t  finance programs such as Social Security and federal aid to 
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highways. A t  present,  federal  trust funds mainly invest in special U.S. se- 
curit ies t h a t  a r e  not  marketable and thus do not  place a demand on money 
markets. 

If t h e  CSR or o ther  federal  t rus t  fund shifted a fraction of its invest- 
ments  to top-rated corporate  bonds, t h e  interest  earnings on t h e  amount shift- 
ed might rise by about half a percentage point re la t ive to earnings on 
U.S. bonds "of equivalent maturities." (The es t imate  ref lects  differences de- 
rived from CBO budget assumptions for t h e  1985-1989 period.) This suggests 
t h a t  a n  additional $5 million might be generated if $1 billion were invested in 
AAA bonds. 

A larger volume of such investments could, however, greatly a l te r  t h e  
r a t e  differential  between corporate  and U S .  bonds; it would also mean incur- 
ring cer ta in  risks--including t h e  possibility of default. Purchasing corporate  
bonds instead of special Treasury securities, which can  always be redeemed at 
f a c e  value plus accrued interest ,  c r e a t e s  a n  additional risk because corporate  
bonds a r e  subject to price fluctuations. The government would also incur t h e  
administrative costs of managing more heterogeneous bond holdings. The 
PPSSCC suggests purchasing $20 billion of AAA bonds by 1989, or about $4 
billion per year. But near t h e  end of calendar year 1983 (in par t  because 
several  bond ratings had been downgraded), about $33.4 billion was outstanding 
in AAA bonds. New issues alone amount to only about $1.2 billion per year. 
Thus, to m e e t  t h e  PPSSCC target ,  t h e  CSR fund would have to absorb about 
one-half of total holdings by 1989. 

If t h e  Congress wanted a portion of t h e  CSR fund to be credited with 
interest  based on AAA bond rates--without forcing t h e  sale of U.S. securit ies 
and t h e  purchase of corporate  bonds--it could so stipulate by amending t h e  
law. 

Implementation. The accounting changes and their  e f f e c t  on agency 
contributions would be consistent with those recently enacted for  military 
retirement.  Their application to CSR, as well as t h e  proposed investment 
changes, would require legislation. 

References. PPSSCC, Federal  Ret i rement  Systems, pp. 11 0-32. GAO, 
Federal  Ret i rement  Systems: Unrecognized Costs, Inadequate Funding, Incon- 
s is tent  Benefits (FPCD-77-48, August 1977). CBO, Civil Service Retirement:  
Financing and Costs (May 1981). A forthcoming CBO paper addresses t h e  
indirect  re t i rement  subsidies received by t h e  U.S. Postal Service. 
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RESTRICT SHORT-TERM AND LONG-TERM DISABILITY BENEFITS FOR 
FEDERAL EMPLOYEES (PER-4, RETIRE-3, RETIRE-4-3) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Year 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 -5 -15 -35 -55 

Outlays 40 115 200 295 385 1,035 
~ ~ ~ ~ ~~ ~~ 

NOTE: Negative figures indicate a net  increase of income, budget authori- 
t y ,  t o  the  retirement trust  fund. 

PPSSCC Proposals. The PPSSCC recommends modifying federal  
policy concerning benefits available to federal  workers with short-term and 
long-term disabilities. I t  would allow employees who have already accumu- 
lated more than 130 days of sick leave--about six months--to keep i t  until 
i t  is used, but i t  would not allow future accumulations t o  exceed more than 
tha t  amount. In addition, federal employees could no longer increase their  
retirement benefits by counting unused sick leave as additional federal  ser- 
vice. 

The PPSSCC would separate long-term disability payments from the  
federal retirement system, and would restrict  eligibility t o  only those em- 
ployees who a r e  unable to work at any job. Current law provides disability 
retirement benefits if an  individual is unable to perform any of the  cri t ical  
functions of his or her current job or an equivalent one at the  same grade 
and same level. In addition, the  PPSSCC proposal would allow employees t o  
receive disability protection a f te r  they have been employed for 18 months 
instead of a f t e r  f ive years, but they would have to have been disabled for f ive 
months before receiving benefits. These changes would base the  eligibility 
requirements--but not the  benef its--of t he  long-term disability system for 
federal civilian employees on those of the  Social Security system. 

Budgetary Impact. For long- and short-term disability recommen- 
dations combined, the  PPSSCC places savings at more than $1.5 billion a 
year. The estimates represent cost  differences, as a percentage of covered 
payroll, between today's federal policies and those recommended by the 
PPSSCC. The commission's calculations suggest t ha t  t he  government would 
save one day's pay by reducing by eight hours the  average annual amount of 
sick leave used. In reality, such a change would only a f fec t  payroll costs to 
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t h e  ex ten t  t h a t  %ick workers" spent more t ime on t h e  job and thus reduced 
t h e  government's total personnel requirement. Some of t h e  recouped job 
t ime would probably re f lec t  t h e  return t o  work of borderline but  less produc- 
t ive workers. The effect of eliminating sick leave accumulations from 
ret i rement  calculations is measured by t h e  PPSSCC over t h e  long t e r m  using 
a n  actuar ia l  cost basis, ra ther  than on t h e  basis of federal  outlays through 
1989. 

From a budgetary perspective, CBO es t imates  t h a t  t h e  PPSSCC's rec- 
ommendations would decrease t h e  cost of retirement.  Because unused sick 
leave would no longer increase ret i rement  benefits, t h e  initial level of new 
federal  pensions would decline by about 2 percent. This change would reduce 
outlays by about $290 million for t h e  1985-1989 period. During t h e  same 
period, t h e  o ther  short-term disability changes would have a negligible bud- 
ge ta ry  effect .  

Restricting eligibility requirements for long-term disability benefits  
would reduce t h e  number of employees who could begin receiving benefits  
and, by delaying payments for f ive months, would reduce t h e  total amount 
received. Although difficult to determine, t h e  estimate assumes t h a t  t h e  
number of employees s tar t ing disability benefits  under current  pract ice  would 
be reduced by approximately one-half: one-quarter would shif t  to regular 
re t i rement ,  but  benefits  based on age and length of service might b e  lower; 
and one-quarter would fai l  to qualify for  e i ther  disability or regular retire- 
ment  because they could not  satisfy a g e  and length-of-service service cri te- 
ria. For t h e  remaining one-half who would sti l l  be  eligible, commencement 
of disability benefits  would be delayed five months. 

Program Impact. In 1985, some 16,000 federal  employees will begin to 
receive federal  disability checks averaging approximately $1,000 per month. 
For some of these people, t h e  PPSSCC's proposal would delay receiving f i rs t  
checks for  f ive months. For others, no disabil.ity benefits  would b e  available, 
compelling them e i ther  to work at any job regardless of level, shift  to regular 
re t i rement ,  or leave t h e  federal  service without continued federal  income. 
This proposal would not a f f e c t  benefits  being received by persons currently 
disabled. By restricting eligibility without increasing benefits, t h e  PPSSCC 
proposal to change long-term disability falls short  of comparability with 
private-sector practice,  which typically provides a higher level of benefits  
for  eligible workers. If, however, federal  disability benefits  were increased 
accordingly, t h e  total federal  cost of disability wouid rise by about 50 per- 
cent. 

With regard to sick leave, most federal  workers already use their  accu- 
mulated days before initiating disability benefits. A disabled worker with 
less than t e n  years of service, however, could not have accumulated f ive 
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months of sick leave to use. This means tha t  if a person were unable--for 
whatever reason--to continue drawing salary (by taking annual leave, for  
example), he or  she would suffer financially. Based on information from the  
Office of Personnel Management (OPM), this recommendation could cause at 
least 2,200 newly disabled federal  workers each year to be without a salary or 
compensatory benefits for four or more months. To protect  against t he  
possibility af such an  event, workers could purchase short-term disability 
insurance. 

The amount of sick leave used by federal  workers would not necessarily 
decline if t h e  PPSSCC's recommendations were implemented; more likely, 
t he  amount of sick leave used by federal  workers would increase. About 
300,000 employees already have accumulated more than 130 days of sick 
leave. Under the PPSSCC proposal, these workers could not accumulate any 
more sick leave and could not credi t  any of their  current reserve toward 
retirement. Consequently, most of these individuals would use t h e  additional 
13 days they accrue each year and, before retiring, might deplete their  
accumulated reserves by taking more t ime off. According to the  PPSSCC, 
t h e  government should encourage other workers to build up their  accumulated 
sick leave to the 130-day level. Obviously, this would take  a long t ime for 
many employees, and at least ten  years for those newly hired. 

Implementation. The PPSSCC's recommendations would require legisla- 
tion to modify provisions of t h e  federal  re t i rement  system and government 
policies concerning the  accumulation of sick leave. Long-term disability 
cr i ter ia  have been tightened recently both by t h e  Congress, mainly through 
the  budget reconciliation process, and administratively by OPM. 

Additional Comments. Some observers believe t h e  PPSSCC proposal 
might be challenged in t h e  courts as depriving an  individual of a protected 
property right. Many workers, for example, have already accumulated 
substantial sick leave credits that ,  if not used for  illness during act ive 
service, would be forfeited. In this case, the  employee affected might claim 
loss of benefits earned under current  law. 

References. PPSSCC, Task Force Report  on Personnel Management, 
pp. 62-71. PPSSCC, Management Office Selected Issues, vol VI, Federal  
Retirement Systems, pp. 72-84. GAO, DoD Civilian Employees Use of Sick 
Leave Before Retirement Is Still High (FPCD - 79-66, August 1979). GAO, 
Disability Provisions of Federal and District of Columbia Employee Retire- 
ment  Systems Need Reform (FPCD - 78-48, July 1978). GAO, Civil Service 
Disability Retirement Program (FPCD - 81- 18, December 1980). GAO, Most 
Civil Service Disability Ret i rement  Claims Are Decided Fairly, But Improve- 
ments Can Be Made (FPCD - 83-1, April 1983). 
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MODIFY THE FEDERAL EMPLOYEES HEALTH BENEFIT PROGRAM 
(PER-2) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(Millions of dollars) Five-Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority -110 -165 -165 -155 -140 -735 

Outlays -130 -195 -200 -195 -185 -905 

NOTF Negative figures indicate costs. 

PPSSCC Proposals. The PPSSCC's report  on Personnel Management 
c la ims t h a t  t h e  to ta l  cost of t h e  Federal  Employees Health Benefit Program 
(FEHBP) would decline if federal  policies and practices were be t te r  aligned 
with t h e  pr ivate  sector's. The FEHBP offers  health insurance benefits  on a 
voluntary basis t o  federal  civilian employees (including postal workers), 
annuitants, and their  dependents. The government funds about 53 percent  of 
t h e  total premium cost €or annuitants and about 60 percent for  nonpostal 
active-service employees; its maximum contribution for  any of t h e  more 
than 150 FEHBP plans offered is 75 percent  of t h e  annual premium. The 
PPSSCC recommends 16 changes to improve t h e  program and to contain 
costs, including: 

o Eliminate t h e  75  percent  c a p  on government contributions, 

o Amend eligibility cr i ter ia ,  

o Change t h e  allocation of costs among participants, 

o Encourage cost competit ion by obtaining bids €or plans available 
on a governmentwide basis, 

Authorize adjustments in premiums on t h e  basis of geographic dif- 
ferences in health-care costs, and 

o 

o Limit t h e  number of health maintenance organizations within one 
service area.  

The PPSSCC also proposes a biennial ra ther  than an  annual enrollment 
cycle, use of demonstration projects to evaluate  new alternatives,  and 
circulation of be t te r  information to participants. Finally, t h e  commission 
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recommends changing budgetary accounting for retirees' health ca re  and 
establishing standards for claims processing, for t he  amount of funds held in 
reserve accounts, and for minimum benefit levels. Many of t he  individual 
recommendations a re  identified in a July 1982 report prepared by an 
independent actuarial  firm for the  House Committee on Post Office and 
Civil Service. 

Budgetary Impact. As opposed t o  the  PPSSCC's three-year savings of 
$1.36 billion, the CBO estimates that budget outlays through 1989 would 
increase by $0.9 billion. This increase arises because savings of $0.4 billion 
from reduced government costs would be more than offset by increases in 
administrative expenses ($0.1 billion) and the  e f fec ts  of lifting the  75 per- 
cen t  ceiling on agency contributions ($1.2 billion). The savings mainly 
derive from beginning to shift what is now the  government's cost for newly 
retired postal workers' health insurance t o  the  U.S. Postal Service--an 
off -budget agency. The combined ef fec ts  of the  PPSSCC recommendations 
a r e  based on a March 1983 snapshot of FEHBP participation. Because of 
data  limitations, current policy projections through 1989 assume no changes 
in the  March 1983 enrollment profife. Given this static baseline, i t  is 
difficult t o  see how the  PPSSCC would constrain the  projected rise in 
FEHBP costs rather than transfer costs among premium payors. 

The PPSSCC's report indicates t ha t  applying health insurance prac- 
t ices used by private-sector employers t o  the  FEHBP would reduce the  
program's cost from 6.8 percent of covered payroll (employees' 2.5 percent 
and employers' 4.3 percent) t o  5.8 percent (employees' 2.1 percent and 
employers' 3.7 percent). This reduction is estimated to save the  government 
$1.36 billion over a three-year period. But t he  PPSSCC also observes tha t  
health-care practices in the  private sector differ from FEHBP practices in 
three  ways: private employers' contributions average 5.3 percent of covered 
payroll, versus the  government's 4.3 percent; private employers devote a 
larger portion of their  contributions to administrative costs; and private- 
sector plans generally provide more comprehensive health-care insurance 
that ,  on average, covers 12 percent more claims. How do FEHBP benefits 
and administrative expenses tha t  a r e  lower than the  private sector's result 
in program costs tha t  a r e  one point higher? Perhaps because the  income, 
occupation, and demographic characterist ics of FEHBP participants differ 
from those typical of the  private sector; tha t  difference is not recognized 
by the  PPSSCC's cost comparison. 

Program Impact. The PPSSCC recommendations would have several 
direct  effects on the  FEHBP: 

o The level of health-care benefits available t o  federal  retirees eli- 
gible for Medicare would decline, and the  program costs subsi- 
dized by this group would shift to other FEHBP participants, 
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o Enrollees' choice would b e  limited because of t h e  proposed 
biennial enrollment cyc le  and because of t h e  reduced number of 
FEHBP options; some 10,000 federal  workers planning to re t i re  
during t h e  next f ive years with less than ten years of federal  
service would ei ther  delay their  re t i rement  plans or lose their  
FEHBP eligibility, 

o The government would no longer support any health-care cos ts  for 
newly retired postal workers and, as a result, t h e  operating cos ts  
and postage r a t e s  of t h e  U.S. Postal Service would rise slightly, 
and 

o Because t h e  government would begin to contribute up to 100 per- 
c e n t  of cer ta in  FEHBP premiums, about 200,000 more federal  
employees would enroll in t h e  program. 

This last recommendation, by encouraging grea te r  participation in 
lower-cost plans, could moderate t h e  projected rise in FEHBP premiums 
over several  years. But shifts  to lower-cost plans have already occurred and 
will likely continue through 1989, because t h e  annual rise in FEHBP 
premiums is expected t o  remain above general  price increases. 

Implementation. The Off ice  of Personnel Management (OPM) could 
implement a number of t h e  PPSSCC's modifications through administrative 
changes. In fact, OPM has already taken s teps  to prevent t h e  exclusion of 
federal  re t i rees  by cer ta in  plans. Eight of t h e  commission's recommenda- 
tions would require legislative action, of which t h e  following would have 
immediate  budgetary effects:  charging t h e  government's share  of FEHBP 
premiums for new ret i rees  t o  t h e  agency from which they ret i re ,  discontinu- 
ing FEHBP coverage for  new retirees--and their  survivors--unless they have 
at least ten  years of federal  service; and eliminating t h e  75 percent  ceiling 
on government contributions for  lower-cost FEHBP plans. 

Additional Comments. In GAO's view, each  of t h e  16 recommenda- 
tions has advantages and  disadvantages. Although GAO has not done 
sufficient study to determine long-term impacts, it does not find convincing 
evidence t h a t  t h e  recommendations a r e  cost effect ive,  especially in view of 
t h e  difference between government and private-sector contribution rates. 

References. PPSSCC, Task Force Report  on Personnel Management, 
' pp. 56-64. House Commit tee  on Post Office and Civil Service, Review of 

the Federal  Employees Health Benefits Program (July 1982). GAO, Finan- 
cial and Other Problems Facing the  Federal  Employees Health Insurance 
Program (HRD - 83-21, February 1983). GAO, Federal Employees Need 
Bet te r  Information for Selecting a Health Plan (MWD - 76-83, Janu- 
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ary  1976). GAO, More Civil Service Commission Supervision Needed to 
Control Health Insurance Costs for Federal Employees (HRD - 76-174, Jan- 
uary 1977). GAO, Stronger Management Needed to Improve Employee 
Organization Health Plans' Payment Practices (HRD - 79-87, Septem- 
ber 1979). GAO, Eligibility of Civil Service Annuitants, Survivors, and Em- 
ployees for Medicare (HRD - 83-26, March 1983). GAO, OPM Should Pro- 
mote Medical Necessity Programs for Federal Employees' Health Insurance 
(HRD - 80-79, July 1980). 
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REFORM PROCESS FOR DETERMINING PAY COMPARABILITY 
ADJUSTMENTS FOR FEDERAL BLUE-COLLAR EMPLOYEES (PER-7) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of doliars) Five- Year 
1985 1986 1987 1988 1989 Savings 

Budget Authority -220 -375 -400 -420 -490 -1,905 

Outlays -190 -340 -370 -390 -420 -1,710 

NOTE: Negative figures indicate costs. 

PPSSCC Proposal. Under t h e  principle of comparability, t h e  federal  
government would adjust  its blue-collar employees' wages on t h e  basis of t h e  
prevailing r a t e s  paid in the  private sector for  comparable work. The PPSSCC 
endorses the  principle of t r u e  wage comparability and recommends t h e  fol- 
lowing changes to make pay policies for federal  blue-collar employees (those 
covered by t h e  Federal  Wage System--FWS) conform more closely to those in 
the  private sector: 

o Use t h e  comparability process, but reduce from five to three  t h e  
number of s teps  federal  workers advance within each grade, 

o Expand wage surveys to include comparable jobs in state and local 
governments and not-for-profit organizations, 

o Repeal t h e  Monroney Amendment, which requires sett ing federal  
pay ra tes  in cer ta in  wage areas  according to d a t a  received from 
outside those areas, and 

o Determine overtime and night-shift pay more in accordance with 
t h e  prevailing local practice. 

Budgetary Impact. The PPSSCC est imates  tha t  savings of about 
$1.8 billion over th ree  vears could result from its recommendations. I t  bases 
this es t imate  on t h e  assumption tha t  i t s  proposals would reduce by 6 to 8 
percentage points the FWS adjustment necessary to achieve wage compara- 
bility. Several studies show t h a t  before 1978, FWS employees were overpaid 
a n  average of 8 percent  relative to their nonfederal counterparts. Limits on 
annual wage adjustments since 1978, however, have resulted in pay ra tes  for 
many FWS employees tha t  lag behind the  private sector's. On the  basis of 
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information from the  Department of Defense (DoD), which employs more 
than three-fourths of all federal  employees affected,  a 1984 catch-up raise 
of about 10 percent would be required to achieve comparability as it is now 
measured. Implementation of t h e  PPSSCC recommendations would merely 
reduce the  size of the catch-up from 10 percent to about 3 percent. 

The commission's recommendations, which would produce a more accu- 
r a t e  measure of comparability for FWS employees, would increase near-term 
outlays relative t o  the  CBO baseline. The CBO baseline assumes tha t  annual 
federal  wage increases will keep pace with the private sector's, and tha t  no 
catch-up adjustment will be awarded to offset  the  e f fec ts  of recent limits on 
annual federal wage increases. The net  budgetary effects, totaling $1.7 bil- 
lion in additional outlays through 1989, would result primarily from a one- 
t ime catch-up adjustment in 1985 of about 2 percent t o  4 percent. Outlays 
would also rise to finance the  expanded wage surveys proposed. 

Program Impact. The PPSSCC recommendations would a f f ec t  many of 
the  500,000 blue-collar workers employed mainly by the  DoD. The ef fec ts  on 
future  pay adjustments for individual workers would vary widely, because of 
differences in geography, occupation, and seniority. These differences, and 
uncertainty about implementation details, preclude generalizations about t he  
e f fec ts  on future pay adjustments. Many workers would receive pay raises 
larger than those under a continuation of pay caps (as assumed by CBO); but 
others could receive much smaller increases, because their current wages 
may already exceed the  proposed new nonfederal-based comparisons. 

Implementation. All the  elements of this plan, which have been con- 
sidered previously by the  Congress and by the  current and past Administra- 
tions, would require legislativeaction to implement. 

Additional Comments. Though GAO agrees with CBO tha t  immediate 
budgetary savings would not result, it recommends implementing this plan. 

References. PPSSCC, Task Force Report on Personnel Management, 
pp. 108-1 11. GAO, Improving the  Pay Determination Process for Federal 
Blue Collar Employees (FPCD-75-122, June 1975). GAO, How the  Fair Labor 
Standards Act Affects Federal Agencies and Employees (FPCD-76-95, 
April 1977). GAO, Federal Compensation Comparability: Need for Congres- 
sional Action (FPCD-78-60, July 1978). GAO, Federal Pay Setting Surveys 
Could Be Performed More Efficiently (FPCD-81-50, June 1981). GAO, Pro- 
posal t o  Lower the  Federal Compensation Comparability Standard Has Not 
Been Substantiated (FPCD-82-4, January 1982). CRO, Alternative Ap- 

roaches to Adjusting Compensation for Federal Blue-Collar Employees 
ovember 1980). 
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REFORM PROCESS FOR DETERMINING PAY COMPARABILITY 
ADJUSTMENTS FOR FEDERAL WHITE-COLLAR EMPLOYEES (PER-6) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five-Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority -8 -9 -11 -12 -14 -54 
Outlays -8 -9 -11 -12 -13 -53 

NOTE: Negative figures indicate costs. 

PPSSCC Proposals. In recent  years, both the  definition of what 
consti tutes "comparability" of federal  government and private-sector pay 
and the  method for arriving at a comparability adjustment for t he  nation's 
1.6 million federal  white-collar employees have been challenged repeatedly. 
The PPSSCC recommends a five-part modification to improve the  calcula- 
tion process for determining comparability: 

Establish pay rates for federal  clerical, technical, and support 
jobs according to prevailing rates in t h e  nonfederal sector, but on 
a local rather  than a nationwide basis, 

Expand the  number of grade levels for federal  employees paid 
under the  General Schedule, 

Consider adopting a biennial rather than a n  annual survey of pri- 
vate-sector salaries to establish a comparative basis, 

Broaden the  survey to include da ta  on the  salaries paid by 
not-for-profit organizations, state and local governments, and 
establishments tha t  employ as few as 25 workers, and 

Compare salary da ta  for an  increased number of job categories. 

As currently measured, pay comparability would have required a n  average 
pay raise for federal  white-collar employees in October 1983 of 21.5 per- 
cent. A capped increase of 3.5 percent--delayed from October to Janu- 
ary--was granted. 

Budgetary Impact. The PPSSCC believes its recommendations would 
lower the  comparability adjustment necessary to bring federal  white-collar 
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salaries into alignment with nonfederal pay by 4 t o  5 percentage points. The 
PPSSCC estimates that, over three years, this would save about $4.1 bil- 
lion--averaging some $1.4 billion a year. 

CBO estimates that t h e  PPSSCC's recommendations would increase 
administrative costs, on the basis of data from t h e  Bureau of Labor Statis- 
tics (BLS), but it would not affect  the size of annual pay adjustments pro- 
jected through 1989 for federal white-collar employees. The annual 
increase in outlays for administrative expenses would accumulate to some 
$53 million through 1989. As of March 1984, a pay comparability adjust- 
ment, as currently calculated, would exceed 2 1 percent--ref lecting a 
3.3 percent annual change in private-sector pay and a 17.4 percent catch-up 
adjustment to  compensate for pay limits during the last six years. Because 
CBO's f ive-year projections assume no catch-up adjustment will be granted, 
the PPSSCC's proposals would not reduce payroll outlays relative to the 
CBO baseline. 

Program Impact. Although the PPSSCC's recommendations could im- 
prove the means by which pay comparability is determined, they would not 
change the current practice of annually adopting an alternate plan that  caps 
pay rates at a level lower than the comparability rate. As noted above, 
enactment of alternate pay plans in each of the last six years has depressed 
pay rate  increases for federal white-collar workers. The PPSSCC re- 
commendations would, however, require an annual increase of 275 workyears 
of effort  over a four- to five-year phase-in period. This increase represents 
the net effect of expanding the scope of the BLS salary survey, offset by 
collecting biennial rather than annual salary data. 

Implementation. Implementation for most of these recommendations 
would require new legislation. Many of the PPSSCC's recommendations 
have been identified in prior reports or legislative proposals considered by 
the Congress; none would preempt the President's authority t o  cap pay 
adjustments to achieve budgetary and economic policy objectives and t o  set 
an example of wage restraint. The Office of Personnel Management could 
take  administrative steps to obtain salary data for more workers in 
expanded job categories, in not-for-prof i t  organizations, and in smaller pri- 
vate-sector establishments. 

Additional Comments. GAO believes that the comparability system is 
a sound and equitable basis on which to set and adjust pay for federal white- 
collar workers, and it generally supports the refinements proposed by the 
PPSSCC. In terms of biennial salary surveys, GAO has recommended basing 
federal pay adjustments in alternate years on nonfederal salary increases as  
measured by the Employment Cost Index or the Average Hourly Earnings 
Index. 
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CHANGE GRADES OF GENERAL SCHEDULE EMPLOYEES (PER-5) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority 60 100 245 435 580 1,420 

Outlays 60 100 230 410 545 1,345 

PPSSCC Proposals. Pay for t he  federal  government's 1.4 million Gen- 
e ra l  Schedule (GS) employees is based on their duties and responsibilities as 
reflected by the grade levels of the  positions they occupy. Grade levels for 
federal positions, as well as job t i t les  and occupational classifications, a r e  
determined by means of a classification system tha t  compares a position's 
duties to job standards prepared by the  Office of Personnel Management 
(OPM). According t o  the  PPSSCC, its recommendations on job classification 
would save $5.2 billion over three years. Most of the  savings would result 
from recommendations tha t  would accelerate  effor ts  to correct  agency 
"overgrading" of positions--setting them at levels too high--and consistent 
with PPSSCC's review of private-sector job distribution, would restructure 
the GS work force to lower i ts  average grade. The restructuring could entail  
abolishing positions in the  middle-management grades 11 through 15. 

Budgetary Impact. Consistent with a recent OPM study and as reported 
by the  PPSSCC, incorrect grading of federal  jobs costs taxpayers some 
$0.7 billion a year (calculated as the  costs of overgrading minus those of 
undergrading). Correcting misgrading, according to CBO estimates,  could 
generate near-term budgetary increases accumulating to $0.1 billion through 
1989. Unlike the  PPSSCC, which estimates three-year cumulative savings of 
$0.6 billion, the CBO estimates incorporate the  e f fec ts  of job turnover and 
are adjusted downward to take account of statutes tha t  protect  an employee's 
current pay and grade. The CBO est imates  assume that  nearly all overgraded 
positions would be identified and corrected through downgrading by the  end 
of fiscal year 1985. If managers failed t o  make vigorous efforts t o  correct  
misgrading or apply alternatives to downgrading (such as restructuring jobs t o  
justify higher grades), budgetary e f fec ts  would diminish. 

If the  federal work force were restructured as the  Administration now 
plans, CBO estimates tha t  the  savings would accumulate to $1.4 billion over 
five years. The estimates assume a n  8 percent employment reduction in each 
GS grade between 11 and 15, phased in over four years beginning in 1985. As 
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with the  Administration's planning, t he  CBO est imate  ,also assumes t h a t  posi- 
tions taken from grades 11 through 15 would be replaced by lower-graded 
positions, producing no ne t  reduction in federal  employment. In contrast, t h e  
PPSSCC's es t imate  of three-year savings, totaling $4.3 billion, implicitly 
assumes tha t  jobs a r e  eliminated rather  than shifted to lower grades. 

Program Impact. Correcting overgrading would mean tha t  as many as 
188,000 GS employees in overgraded positions could eventually move to lower 
grades. Downgrading would have no near-term impacts on employees' 
salaries and benefits, however, because of federal  s ta tu tes  t ha t  allow down- 
graded workers t o  hold their previous grades and pay for two years. There- 
a f te r ,  downgraded workers whose salaries exceeded the  maximum ra t e  of 
their correct  grade would receive half t he  annual government-wide pay 
adjustments until t h e  salary of the  lower grade catches up. 

Restructuring the  work force could mean t h e  loss of 40,000 federal  jobs 
in grades 11 through 15, causing a number of problems for federal  managers. 
Some agencies might have trouble carrying out their  tasks with t h e  lower- 
skilled personnel level t ha t  would ensue from the  regrading. Employee 
morale would fall for experienced managers whose promotions were denied or  
postponed. Restricted promotions might also mean tha t  agencies would find 
it difficult to recruit  a qualified work force. The current distribution of 
workers in higher grades has resulted in par t  from rapid promotions that,  in 
some cases, may have been granted to help compensate for below-market 
salary levels. Reducing upper-graded positions without providing for  rehiring 
at lower grades--as suggested in PPSSCC calculations--would compound the  
problems of the  restructuring effort .  

Implementation. The Office of Management and Budget (OMB) and 
OPM could insti tute a program to correct  misgrading of federal  positions. 
Though OPM does routinely update and revise its job classification standards, 
neither agency has put together a comprehensive plan for correcting the  
overgrading problem. As noted above, however, t he  Administration is already 
moving ahead on the  PPSSCC recommendation to restructure the  federal  
work force. It is reportedly considering a four-year phased reduction, 
totaling 8 percent, in t h e  number of jobs graded 11 through 15. OMB could 
enforce these reductions, beginning in 1985, through cu ts  in agency salary 
budgets. The Administration targets,  which conform with PPSSCC recom- ' 
mendations, would permit implementation through normal a t t r i t ion without 
layoffs. 

Additional Comments. GAO recognizes the importance of effective job 
classification and management, and in 1975, it recommended t h e  issuance of 
a Presidential directive calling for greater  emphasis in this area. With regard 
to overgrading, GAO supports several  of t h e  PPSSCC administrative recom- 
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mendations. In particular, i t  agrees tha t  routinely updating classification 
standards, reducing pressure on managers t o  upgrade positions, and estab- 
lishing a Presidential priority on improving position management would be 
constructive steps. G.40 cautions, however, tha t  t he  PPSSCC's basis for 
recommending reductions in the average grade of federal positions may be 
flawed. In making i ts  comparison with the  private sector, the PPSSCC used a 
sample of federal workers tha t  did not include federal clerical and technical 
positions, many of which fall at lower grades. Further, the private-sector 
da ta  used covers only five unidentified establishments. 

References. PPSSCC, Task Force Report on Personnel Management, 
pp. 82-100. GAO, Classification of Federal White-collar Jobs Should R e  Bet- 
ter Controlled (FPCD - 75-173, December 1975). 
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STEP UP FEDERAL CONTRACTING OUT FOR SUPPORT SERVICES 
(PER-12, PROC-18, CONG-4, EX-11) 

Annual Savings Cumulative 
Savings from 
CBO Baseline 

(millions of dolfars) Five -Y ear  
1985 1986 1987 1988 1989 Savings 

Budget Authority 0 140 420 570 610 1,740 

Outlays 0 15 140 270 290 715 

PPSSCC Proposals. Executive Branch policy set forth in Office of 
Management and Budget (OMB) Circular A-76 requires the  government to 
use private contractors for  cer ta in  support services, including maintenance, 
security, and da ta  processing, unless federal  workers can provide such 
services at less cost. In four separate  volumes, t he  PPSSCC recommends 
more contracting out. Specifically, it calls for greater  emphasis on Circular 
A-76--through legislation mandating contracting out  and through OMB pro- 
motional efforts. I t  also recommends procedures for streamlining t h e  com- 
parison of federal  in-house and contracting-out costs--including exemption 
of small activit ies from comparisons altogether. 

Budgetary Impact. The CBO est imates  that,  in t h e  long term, savings 
from contracting out  would be $1.1 billion a year--about one-fifth of t he  
PPSSCC es t imaG of $5.6 billion. Over three  years, t he  PPSSCC claims tha t  
savings would accumulate to $6.4 billion, its number adjusted for double 
counting. CBO finds, however, t ha t  t he  commission continues to double 
count estimates set out in different volumes treating contracting out. 
Moreover, t he  PPSSCC fails to reduce its est imates  to reflect  current  
s ta tutory restrictions on contracting out  for  cer ta in  activit ies in the 
Veterans Administration (VA) and the  Department of Defense (DoD). The 
PPSSCC estimates also incorporate much larger average savings per conver- 
sion to contract  than those of CBO. The CBO est imates  reflect compari- 
sons, by occupation and region, of federal  and private-sector unit labor 
costs. 

In the  near term, savings would be much smaller than the  estimated 
long-term amounts, because the  proposals would have to be implemented 
gradually and there  would be costs associated with transferring functions to 
t h e  private sector,  including payments to laid-off federal  workers. CRO 
est imates  annual outlay savings over t he  five-year period 1985- 1989 would 
accumulate to about $0.7 billion. Additional outlay savings approaching 
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$0.4 billion would occur over the  same period if restrictions on contracting 
out  at DoD and the  VA were lifted. 

Program Impact. CBO estimates show that,  under an accelerated 
A-76 program, as many as 165,000 federal  jobs, mostly blue-collar, could 
shift to private firms. Because of the  large DoD work force engaged in 
performing support services, job shifts in defense agencies would outnumber 
those in nondefense agencies by nearly three to one. In some instances, 
according t o  GAO analysis, increased contracting out might also result in 
federal agencies' obtaining lower -quality services. 

Implementation. Many of the PPSSCC recommendations have already 
been implemented through administrative action. Over the  past two years, 
t he  Administration has tried to accelerate  and gain support for i ts  Circular 
A-76 program. In August 1983, moreover, OM5 issued revised and simpli- 
f ied cost-comparison guidelines that  provided for exemption of small 
activities as recommended by PPSSCC. Making contracting out mandatory 
would, of course, require legislative action. But in the  past, t he  Congress 
has curbed the  A-76 program, partly out of concern for  preserving national 
security and the  effectiveness of federal programs for veterans. 

Additional Comments. Reliance on the  private sector for support ser- 
vices has been federal  policy since 1955, but without effect ive implementa- 
tion. Though Circular Ai76 can be  carried out administratively, GAO 
believes tha t  effect ive implementation will not occur unless t he  Congress 
legislates a national policy on contracting out. 

References. PPSSCC, Task Force Report on Personnel Management, 
pp. 152-57. PPSSCC, Task Force Report on Procurement/Contracts/Inven- 
tory Management, pp. 114-19. PPSSCC, Report on Management Office 
Selected Issues, Opportunities Beyond PPSSCC, pp. 2-4. PPSSCC, Report on 
Management Off ice Selected Issues, The Cost of Congressional Encroach- 
merit, PP* 101-108. GAO, Civil Servants and Contract Employees: Who 
Should Do What for t he  Federal Government (FPCD - 81-43, June 1981). 
GAO, Factors Influencing DoD Decisions t o  Convert Activities from 
In-House t o  Contractor Performance (AFMD - 81-78, April 1981). CBO, 
Contracting Out for Federal Support Services: Potential Savings and Budget- 
ary Impacts (October 1982). 
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IMPROVE FEDERAL WORK FORCE PRODUCTIVITY (PER-16, ADP-6) 

Savings from 
CBO Baseline 

Annual Savings Cumulative 
(millions of dolrars) Five-Year 

1985 1986 1987 1988 1989 Savings 

Budget Authority -2 -4 480 1,020 1,630 3,124 

Outlays -2 -4 475 1.020 1,625 3,114 
~~~ ~ ~ ~ 

NOTE: Negative figures indicate costs. 

PPSSCC Proposal. The commission contends t h a t  t h e  federal  govern- 
ment, like any other  employer, can improve productivity (output of goods and 
services per worker) by changing its methods of operation, raising employees' 
skill levels, and investing more than it does now in work-facilitating equip- 
ment. On t h e  belief tha t  the  federal  government has thus f a r  assigned too 
low a priority to productivity and has thus failed to realize major economies, 
t h e  PPSSCC recommends several correct ive measures. Specifically, it would 
e f f e c t  organizational changes throughout t h e  Executive Branch by: 

Instituting a new unit in t h e  General Services Administration (GSA) 
to provide technical support, 

o 

o Establishing a new off ice  to set policy guidelines, prepare plans, 
and offer  management assistance to federal  agencies, and 

o Scheduling reviews by the  GAO of agency office-automation 
activities. 

To strengthen federal  productivity in both off ice  and nonoffice activity, t h e  
PPSSCC recommends that: 

o A new, permanent organization be established in the  Office of 
Management and Budget (OMB) to concern itself with productivity 
management governmentwide, and 

o The Office of Personnel Management (OPM) resume offering 
assistance for  use of incentive awards, training, performance 
evaluations, and other  managerial techniques. 

Other  recommendations would require OMB to help safeguard against imped- 
ing promotions of supervisors or  automatically causing budgetary reductions 
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in agency totals. (For other PPSSCC-proposed federal  productivity improve- 
ments, see separate  analyses of PROP-6 and SSA-4.) 

Budgetary Impact. Because little is known about factors  such as the 
timing and costs of implementation, difficulty arises in evaluating any im- 
provements in labor productivity tha t  could ensue from such organizational 
and management changes as the  PPSSCC proposes. Furthermore? assump- 
tions about the  size of the  federal personnel pool affected? the investment 
cost  of new equipment and training, and the attendant yield in productivity 
a r e  highly subjective. As a result, the  CBO est imates  outlined below should 
be viewed as tentative. 

The commission estimates to ta l  three-year savings of $17.1 billion from 
its plan, and going further, five-year savings of $36.1 billion. Incorporating 
costs for extra  administrative expenses but not additional capital investment, 
t he  CBO estimates represent only fractions of these three- and five-year 
savings. The CBO estimates assume tha t  t he  PPSSCC's management pro- 
posals could lead t o  an  added federal productivity rise of about 4.4 percent by 
1990--boosting the  productivity gain over four years to about 11.6 percent. 
In current 1985 dollars, this would yield net  annual long-term compensation 
savings of some $1.8 billion; but because of the  t ime required t o  accomplish 
changes, the  near-term outlay savings would amount t o  only $0.5 billion over 
three years and $3.1 billion through 1989. 

Unlike the  PPSSCC's estimates,  CBO's projections do not add produc- 
tivity gains from automating offices on top of overall gains estimated for t h e  
federal  work force at large. This t rea tment  of the  office automation recom- 
mendations accounts for about half of t h e  difference in estimated five-year 
savings. Most of the remaining difference results from discrepancies in 
assumptions in two areas. First, in t he  work force considered, CBO assumes 
tha t  only about 55 percent of the  agencies' productivity improvements would 
result in employment reductions tha t  easily translate into budgetary savings. 
The CBO estimates, for example, exclude employees of certain off -budget 
federal enti t ies such as the  US. Postal Service and the  Tennessee Valley 
Authority. Professional employees are also excluded f rom CBO's computa- 
tions, because productivity gains commonly bring about improved quality of 
professional service, not reduced staff. Other portions of the  federal work 
force a r e  excluded? including those in real  property management and Social 
Security, mainly t o  avoid double counting savings associated with the  other 
PPSSCC proposals cited above. Second, t he  CBO estimates assume realiza- 
tion of a slightly lower and more gradual general productivity gain-- 
4.4 percent by 1990, versus 5.0 percent in the  f i rs t  year. 

Program Impact. According to CBO estimates, productivity improve- 
ments could cause a gradual reduction of some 65,000 jobs, or 4.3 percent of 
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t h e  employee population affected.  Such a reduction could be achieved by 
a t t r i t ion  (not filling vacancies), ra ther  than by sizable layoffs. Thus, no 
dramat ic  changes in federal  program levels need follow. The PPSSCC cal- 
culations, in contrast ,  assume about 260,000 federal  civilian jobs would be 
eliminated--a diminution t h a t  could not be accomplished through attr i t ion.  

Potent ia l  governmentwide improvements in labor productivity, accord- 
ing t o  GAO calculations, would come mainly from f ive categories of federal  
work: compliance and enforcement  of regulations, natural  resource and en- 
vironmental management, education and training, administration of loans and 
grants, and health-related services. If operations in these a reas  and o thers  
t h a t  have experienced below-average growth during t h e  1978-198 1 period 
were brought up to t h e  average for  similar types of federal  work, govern- 
mentwide federal  productivity could eventually rise by t h e  ex t ra  4.4 percent  
c i ted  above. GAO analysis indicates t h a t  it is not  unreasonable t o  assume 
such a n  increase might b e  reached gradually over a four-year period. 

Some observers, however, see achieving such annual productivity gains 
as overoptimistic, especially in t h e  context  of federal  experience, which 
shows annual growth averaging less than 2 percent  since 1977. In addition, 
cer ta in  factors  unique to t h e  federal  government might dampen near-term 
opportunities for greatly improved productivity. Current  budgetary stric- 
tures, for  example, could postpone many new equipment purchases. Em- 
ployee morale could be eroded by continuing to effect c u t s  in compensation. 
And operational flexibility could be restr ic ted if program c u t s  meant  lower 
output  requirements. Finally, cer ta in  types of federal  work--such as re- 
search, enforcement,  and policy analysis--cannot be reliably quantified, and 
measurement mechanisms might, in fac t ,  prove counterproductive. 

Implementation. Active support by OMB, as well as by operating 
agencies, would b e  required to car ry  out  t h e  PPSSCC productivity recommen- 
dations. Up to now, however, OMB has argued t h a t  productivity analysis 
const i tutes  but  one of many tools for  managing agency programs, and i t  be- 
lieves t h a t  ongoing management e f for t s  provide sufficient direction. New 
administrative mechanisms would have to monitor performance closely; at 
present only about half of t h e  federal  non-postal work force  is covered by t h e  
governmentwide productivity measurement system. Carrying out t h e  recom- 
mendations would also entai l  appropriation action by t h e  Congress to provide 
t h e  necessary s taff  to OMB, OPM, GSA, and o ther  agencies and possibly, to 
fund accelerated investments in work-facilitating equipment. For off ice  
automation, PPSSCC recommends over t he  next  four years an  equipment 
investment goal of $4,000 for every federal  o f f ice  worker. Although data 
limitations make it difficult to know how much is already being invested in 
office automation, projections from 1983 data on automated d a t a  processing 
and general  office equipment procurements suggest that  higher ra tes  of 
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investment are not needed to achieve the  PPSSCC goal. (As noted above, 
CBO projections do not assume accelerated capital  investments, but any 
increase would off set estimated personnel savings.) 

Additional Comments. Though GAO generally supports effor ts  t o  fur- 
ther  federal office automation, it believes tha t  havhg  its own staff review 
the  programs of every Executive Branch agency would be inappropriate. 
GAO especially endorses the  commission's advice tha t  budget cuts  not penal- 
ize agencies' efforts t o  improve productivity. Approaches such as repro- 
gramming savings into other activities, however, would reduce potential for 
governmentwide budget reductions. 

Despite considerable federal activity and interest in improved produc- 
tivity over the  past 12 years, GAO has found agency effor ts  ill-prepared and 
poorly directed, disjointed, short-lived, and hence, ineffective. Neither OM0 
nor OPM currently offer much support to such efforts. GAO cautions against 
hasty or overly extravagant purchase of computers and other off ice-automat- 
ing equipment. Time for proper planning of new systems, including work 
methods and performance standards, should precede purchase and installation 
of new equipment--possibly delaying potential short-term productivity gains 
but improving long-term prospects. In addition, GAO reviews suggest tha t  
reductions in the  federal work force resulting from off ice automation might 
be less than the 10 percent gain assumed by the PPSSCC, because of 
different effects on professional and clerical personnel. 

Any effor ts  to improve productivity should consider all t h e  cost factors 
involved. Some analysts warn tha t  focusing management and budgetary deci- 
sions on labor costs alone, while ignoring the cost  of capital, can misallocate 
resources. Major efforts to increase federal productivity should also take 
into account certain contingency costs, such as expenses €or entitlement 
benefits (severance pay, for example) t o  laid-off federal workers, as well as 
certain other costs tha t  do not necessarily show up as budgetary expendi- 
tures, including reduced quality and lower output during transition. 

References. PPSSCC, Report on Personnel Management, pp. 180-86. 
PPSSCC, Report on Office Automation, pp. 76-83. GAO, Increased Use of 
Productivitv Manaerement Can HelD Control Government Costs 
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IMPROVE SOCIAL SECURITY ADMINISTRATION MANAGEMENT (SSA-4) 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 -2 -1 1 -27 -40 

Outlays 0 0 50 110 180 340 

NOTE: Negative figures indicate increases in income to t h e  Social 
Security t rus t  funds, expressed as budget authority associated 
with growth in fund balances. 

PPPSSCC Proposal. The PPSSCC would insti tute a supervisory man- 
agement  system at t h e  Social Security Administration (SSA) with t h e  aim of 
improving productivity (output per worker) by some 50 percent. The system 
would entai l  having managers devise, communicate, and execute  daily work 
plans. In addition, production goals for  field off ices  would be set, work per- 
formance closely monitored, and work forces assigned to supervisors re- 
duced by half. The PPSSCC est imates  t h a t  its recommendations would 
enable work now performed by the equivalent of 54,000 of the SSA's 
nonsupervisory, nonadministrative s taff  to be  produced with 36,000 work- 
ers--a personnel reduction of 18,000. 

Budgetary Impact. 
management procedures, 
PPSSCC est imates  t h a t  

Savings could be achieved from improved SSA 
although how much is difficult to estimate. The 
its DroDosal would save $1.3 and $2.3 billion over , .  

three- and five-year periods, respectively. CBO est imates  a more conserv- 
a t ive e f fec t ,  with savings of $0.3 billion over t h e  1985-1989 period. About 
two-thirds of t h e  estimating difference derives from a much more modest 
productivity-improvement ta rge t  incorporated in CBO's savings. In contrast  
to t h e  PPSSCC's assumed 50 percent increase, CBO assumed t h a t  productiv- 
i t y  would grow by a n  ex t ra  11 percent. Most of t h e  remaining difference 
derives from assumptions about implementation and timing. The CBO 
est imates  assume t h e  ex t ra  growth would be achieved over three years 
beginning in 1987, while the  PPSSCC est imates  assume full implementation 
in the f i rs t  year. 

The 50 percent productivity growth envisioned in t h e  PPSSCC esti- 
mates  is drawn both from t h e  commission's general belief t h a t  most workers 
perform at half their  capacity, and from observations by commission 



members of highly productive SSA claims processors at selected field 
offices. Commission f indings--that workflow entails  too much paperwork 
and handling--confirm results of a 1980 consultant study prepared for the  
SSA and based on a comprehensive on-site analysis of work practices. 
Nonetheless, the  PPSSCC conclusion is based on only one type of claim 
activity (retirement insurance benefits) and on an unspecified sample size 
and design. As a result, extrapolation of findings across the  ent i re  field of 
SSA operation may lead to overoptimistic expectations about t he  potential 
for reducing near-term federal  costs. 

The CBO bases i ts  es t imates  on GAO analysis, which suggests tha t  im- 
proved SSA management, goal setting, and work processes could--conserva- 
tively--increase productivity by some 1 1 percent and enable nonsupervisory, 
nonadministrative field staffing to shrink by some 6,400 workyears. In its 
study, GAO ranked 1978 productivity performance for some three dozen 
separate field activit ies in each of the  ten  SSA regions, and then calculated 
the  staffing cutbacks tha t  could occur if average regional activity for each 
task were brought up to the  level of the  third highest region. The more 
conservative budgetary estimate used by CBO hedges against unrealistic 
expectations that might not materialize because of uncertainty about the 
effect of management changes. 

Program Impact. Producing today's level of SSA service with fewer 
workers would not a f f ec t  t he  average Social Security recipient. Some inter- 
nal SSA training operations could be shifted. Any savings would reduce bud- 
getary outlays and result in higher t rust  fund balances. 

Implementation. Proposed productivity improvements and employ- 
ment reductions could be  implemented by administrative action. Funding 
for retraining is currently available in the  SSA's budget, although even with 
some reprogramming, small additional administrative costs could arise. At 
the  level projected by CBO, most of the  personnel cutback could be  met  
through attr i t ion (not filling vacancies). The one-third cut-- 18,000 jobs-- 
targeted by the  PPSSCC, however, would probably be impossible t o  imple- 
ment effectively. Staff reductions on such a scale can encounter strong 
opposition, c r ea t e  their own morale and productivity problems, and incur 
such large costs for enti t lement benefits to laid-off employees tha t  near- 
term savings would disappear. 

Additional Comments. GAO concurs with the  PPSSCC recommenda- 
tions calling for systems to improve management of SSA field production 
and to increase productivity. Though the  SSA operates more than 1,300 
field off ices nationwide, standard procedures or techniques for managing 
them have not been developed. As a result, productivity among SSA offices 
varies widely and presents ample opportunity for  improvement. 
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IMPROVE PRODUCTIVITY OF FEDERAL MAINTENANCE PERSONNEL 
(P ROP-6) 

Annual Savings Cumulative 
(millions of dollars) Five-Year 

CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 0 0 40 90 150 280 

Outlays 0 0 40 85 140 265 

PPSSCC Proposal. The PPSSCC proposes a comprehensive effor t  to 
improve the  productivity (output of services per worker) of the  more than 
90iOOO blue-collar federal  workers who maintain, repair, and do alteration 
construction on the  government's real  property. Specifically, t he  plan en- 
tails, among other things: 

o Creating central  productivity groups within each agency, 

o Using incentives t o  improve management, and 

o Hiring private-sector management consultants. 

According to the  PPSSCC, a 48 percent productivity improvement would re- 
sult, with at tendant  savings in federal  costs. 

Budgetary Impact. The PPSSCC estimates tha t  efficiency gains in 
property maintenance would generate a three-year deficit  reduction of 
$1.1 billion--nearly four t imes the  CBO estimate of $0.3 billion. The CBO 
calculation reflects reductions in personnel costs from a gradual produc- 
tivity gain of about 10 percent effected over four years, beginning in 1987. 
This target  represents the  extra  productivity tha t  GAO calculation suggests 
would occur if federal maintenance-related activit ies with below-average 
productivity histories were brought up to the  federal average for similar 
work. The higher PPSSCC gain, on the  other hand, reflects productivity 
growth experienced by unspecified private-sector establishments, and this 
gain is assumed to occur in the  first  year, not over a longer time. In 
contrast  t o  the  PPSSCC approach, CBO adjusts its est imate  to take  account 
of both implementation costs and activit ies for which geographic dispersion, 
small size, or nonrecurring nature of work impede productivity gains. 
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Program Impact. GAO analysis suggests ample room for improvement 
in current  federal  productivity efforts, and implementation of t h e  PPSSCC's 
recommendations would likely increase t h e  efficiency of maintenance 
personnel. Improvements in productivity growth a t  t h e  level es t imated by 
CBO could mean a reduction of some 6,500 blue-collar jobs. Such a 
reduction could be achieved by at t r i t ion (not filling vacancies), ra ther  than 
by laying off employees, and thus it would not dramatically a f f e c t  t h e  level 
of work done. By contrast ,  an  ex t ra  productivity gain at t h e  level assumed 
by PPSSCC would mean t h e  loss of 24,000 federal  jobs and would necessi ta te  
layoffs. (Layoffs have budgetary consequences of their  own and could actu-  
ally genera te  costs instead of savings.) 

Implementation. Instituting t h e  changes recommended by t h e  PPSSCC 
would require administrative actions by managers in each  of t h e  Executive 
Branch departments  and agencies t h a t  undertake real  property maintenance. 
The General Services Administration, t h e  Department of Defense, and t h e  
Veterans Administration stand to be particularly affected,  as these agencies 
have especially large property maintenance programs. Any additional funds 
for hiring outside consultants or for training would have to be appropriated 
by Congressional action. 

Additional Comments. Many of t h e  specific PPSSCC recommenda- 
tions, including calls for  performance incentives, a r e  consistent with those 
made in various GAO reports. GAO's study of productivity improvement 
e f for t s  underscores t h e  importance to t h e  success of such programs of suffi- 
c ient  resources and strong management commitment  at al l  levels. 

Relerences. PPSSCC, Task Force  Report  on Real  Property Manage- 
ment,  pp. 58-62. GAO, Major Cost Savings Can Be Achieved by Increasing 
Productivity in Real Property Management (LCD - 76-320, August 1976). 
GAO, Improving Productivity in Real  Property Management Would Save 
Money for  Certain Agencies (LcD - 77-343, May 1978). GAO, Increased 
Use of Productivity Management Can Help Control Government Costs 
{AFMD - 84-11, November 1983). 
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REDUCE PAID ANNUAL LEAVE BENEFITS FOR FEDERAL EMPLOYEES 
(PER-3) 

Annual Savings Cumulative 
Savings from (millions of dollars) Five - Y ear 
CBO Baseline 1985 1986 1987 1988 1989 Savings 

Budget Authority 175 370 395 415 440 1,795 
Outlays 175 365 390 410 430 1,770 

PPSSCC Proposals, To improve t h e  alignment of federal  annual leave 
policies with private-sector practices, t he  PPSSCC recommends three 
measures: requiring employees to work 180 days without a break in service 
before they can t ake  paid annual leave; decreasing t h e  amount of such leave 
available to federal  workers--except those employed for  at least  25 years; 
and requiring tha t  annual leave earned in the  future  be forfeited unless used 
in the  year it is earned. Under current  law, most federal  employees can 
carry over to a new calendar year a maximum of 30 days (240 hours) of 
annual leave; members of t h e  Senior Executive Service (SES) can accumu- 
late an  unlimited amount. Earnings for accumulated leave a r e  payable in 
cash upon an  employee's separation from federal  service. While t h e  PPSSCC 
would not reduce the  amount of paid annual leave already accumulated by 
federal  employees, it recommends repealing t h e  unlimited leave accumula- 
tion for SES members so long as their  salaries are not constrained by pay 
ceilings. 

Budgetary Impact. On t h e  basis of data  from t h e  Office of Personnel 
Management, CBO est imates  show tha t  t he  PPSSCC's proposal could on t h e  
whole reduce outlays over t he  1985-1989 period by $1.8 billion if im- 
plemented as described. These savings assume tha t  t he  specified cutback in 
paid leave benefits would generate  more t ime on the job per worker and 
would thus permit a decline of about 1.5 percent in federal  personnel 
requirements, some of which a r e  currently m e t  by hiring intermit tent  and 
part-t ime workers and by requiring overtime work. The estimated increase 
in t ime spent on the  job derives from a projected decrease in average days 
of leave used per year--from 19 days under current  policy to 15.5 days 
under the  new scheme. 

The PPSSCC's estimated savings of more than $1 billion a year do not 
reflect  near-term cash impacts on t h e  federal  budget. Instead, they repre- 
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sent  t h e  es t imated  value as a percent  of covered payroll for  annual leave 
earned under current  policies less t h e  value t h a t  would result under t h e  
PPSSCC's recommendations. This implies t h a t  each day of annual leave c u t  
would save a day's worth of payroll. But federal  employees a r e  paid t h e  
same salary whether they a r e  at work o r  on annual leave. Therefore, having 
less annual leave accrue  each year  would not directly reduce near-term 
budgetary outlays, unless federal  work force  levels were reduced. The 
PPSSCC est imates ,  which a r e  more than double t h e  C60  calculation of 
annual near- term savings, fa i l  to recognize t h a t  employees would tend to 
use almost  a l l  of t h e  smaller amount  of leave earned--especially since it 
could not  b e  accumulated--and t h a t  some leave now earned under current  
policy is forfeited,  accrued for  fu ture  use, or  converted to lump-sum 
payments in la te r  years. The potential  near- term decline, at best, would 
likely occur evenly throughout t h e  f i rs t  year and thus, as seen in t h e  CBO 
est imates ,  genera te  about half t h e  full-year savings. 

Program Impact. If t h e  Congress decided to pa t te rn  federal  leave 
policy a f t e r  pract ices  in t h e  pr ivate  sector,  t h e  average number of hours 
worked per employee would not necessarily change significantly. Compari- 
son of federal  and private-sector pract ices  is influenced by t h e  particular 
measures and comparative framework employed. Comparisons a r e  made 
difficult by differences in type of leave, scheduled work hours, and 
variations among industries and geographic areas. 

The  GAO believes t h a t  t h e  PPSSCC comparisons a r e  misleading be- 
cause they fail  to incorporate paid t i m e  off taken in t h e  private sector  for  
personal reasons, which is not  charged to earned vacation time. Indeed, 
when all types of paid t i m e  taken off a r e  considered--other than sick 
leave--modeling federal  work schedules a f t e r  t h e  private sector  would 
cause  federal  employees to spend less t i m e  on t h e  job--on average, about 11 
fewer  hours per year. In t h a t  case, t h e  federal  government would need to 
employ 9,000 more workers and spend more for  associated pay and benefits. 

On t h e  basis of specifications derived from PPSSCC comparisons, how- 
ever ,  t h e  average reduction in annual leave earned per year for federal  
civilian employees, excluding U.S. Postal Service employees, would average 
about four days--dropping i rom 20 to 16. Federal employees, except  those 
with more than 25 years  of service, would accrue  at least t h r e e  fewer  days 
per year. But employees with between three  and f ive  years  of service would 
accrue  eight fewer  days--12 instead of 20. Because of the  use-or-lose 
recommendation, most employees would take  all of t h e  annual leave they 
accumulated.  The ne t  effect of higher usage ra tes  and lower levels of 
earned annual leave proposed by t h e  PPSSCC could increase t h e  amount  of 
t i m e  on t h e  job by about 13,000 work-years. If so, an  equivalent number of 
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federal  jobs could be  abolished without affecting government services. 
Finally, unless agencies were authorized t o  advance leave, federal  workers 
would be unable to take vacation during the  f i rs t  few months of any 
calendar year. 

Implementation. Each of the  PPSSCC recommendations would require 
legislative action. Measures directly opposite t o  those recommended by the  
PPSSCC were taken by the  Congress in 1973 when i t  eliminated the  YO-day 
period of employment tha t  federal workers had t o  serve before they could 
take  annual leave. 

Additional Comments. GAO believes tha t  most elements of the  
PPSSCC proposal have l i t t le or no merit,  because the  recommended 
cutbacks t o  ref lect  private-sector practice a r e  not based on a proper 
comparison. GAO supports, however, consideration of the  proposed limit on 
annual leave accumulated by SES employees if, at the  same time, the  
ceilings limiting their salaries were lifted. 

References. PPSSCC, Task Force on Personnel Management, 
pp. 66-71. CBO, Adjustments in Federal  White-collar Pay: Technical Re- 
view of Past Proposals and t h e  Outlook for October 1983, Staff Working 
Paper (March 19831, pp. 11-18. 
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CHAPTER VI. REVENUES 

The PPSSCC reports offer  several  revenue-raising proposals t h a t  could 
help to narrow the  long-term federal  deficit.  The revenue provisions include 
four tax policy recommendations, as well as several  initiatives t h a t  could 
mean more efficient management of the  federal  government's cash flow, 
such as shortening t a x  deferral  periods allowed some taxpayers or  acceler-  
a t ing t h e  government's deposits of tax  and other  receipts. Of t h e  tax  policy 
recommendations analyzed, t h e  most far-reaching is t h e  proposal calling for 
taxation of federal  subsidy payments. 

CBO es t imates  t h a t  t h e  overall savings from t h e  proposals discussed in 
this chapter  would reduce t h e  def ic i t  by about $16 billion over t h e  1985- 
1987 period ($43 billion over t h e  1985-1989 period)--not counting one 
proposal t h a t  CBO could not estimate.  The PPSSCC savings es t imate  of t h e  
same proposals is $73 billion over th ree  years, once they a r e  fully imple- 
mented. Including the  savings for t h e  omit ted proposal raises the  PPSSCC 
e s t i m a t e  to a total of $76 billion. 

The difference between the  CBO and PPSSCC revenue es t imates  
ar ises  from several  factors,  including differences in t h e  methodologies used 
to make the  estimates.  Actions have already been taken by t h e  Congress 
and t h e  Administration to achieve some of t h e  savings and, to t h a t  extent ,  
t h e  CBO es t imates  of additional savings have been lowered. The CBO 
es t imates  also include transition or start-up revenue effects ,  whereas the  
PPSSCC es t imates  a r e  intended t o  indicate t h e  potential  long-run savings 
a f t e r  the  changes a r e  firmly established. Although several  of t h e  proposals 
involve acceleration of government cash flow in the  initial year of 
implementation (which CBO includes in its estimates),  t h e  long-run PPSSCC 
es t imates  do not include these temporary effects .  If the  initial revenue 
gains from cash acceleration were included, a n  additional $13 billion 
(according to the  PPSSCC) in savings would be realized. 

In addition, the  PPSSCC includes t h e  savings from reduced interest  
payments (from a lower federal  deficit)  in es t imat ing t h e  savings from 
several proposals. CBO does not  ascribe such interest  savings to particular 
proposals; rather,  CBO computes only t h e  n e t  impact  on interest  outlays 
stemming from all t h e  PPSSCC proposals taken together (see Chapter  I). If 
in terest  savings ($5.5 billion) a r e  excluded from the  PPSSCC est imates ,  and 
cash acceleration is included, their  to ta l  three-year saving would be about 
$83 billion. Finally, excluding t h e  proposal CBO could not estimate,  yields a 
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n e t  PPSSCC saving of $71 billion, as compared to t h e  CBO e s t i m a t e  of $16 
billion in t h e  f i rs t  th ree  years. 

TAX POLICY INITIATIVES 

The PPSSCC's t a x  policy changes reviewed in this report  include tax- 
ing federal  subsidy payments, limiting t h e  use of tax-exempt bonds for pri- 
v a t e  purposes, indexing federal  highway taxes  for inflation, and increasing 
Railroad Ret i rement  payroll taxes. CBO es t imates  t h e  1985-1989 deficit  
reduction from these proposals to b e  about $27 billion (see Table VI-1). 

TABLE VI-1. CBO ESTIMATES OF SAVINGS FROM PPSSCC TAX 
POLICY PROPOSALS 

Addition to 
CBO Baseline 

Annual Savings Cumulative 
(billions of dollars) Five-Year 

1985 1986 1987 1988 1989 Addition 

Tax Federal  
Subsidies - a/ 0.0 3.0 4.0 4.0 4.0 15.0 

Limit Use of Tax- 
Exempt Bonds for 
Pr ivate  Purposes 0.3 1.0 1.9 2.7 3.6 9.5 

Index Federal  High- 
w a y T a x e s  for Inflation 0 0.1 0.4 0.8 1.1 2.4 

Increase Railroad Retire- 
ment  Tier 2 Taxes - b/ 0 0 0 - -  0 - 0 - 0 - 

Total  0.3 4.1 6 . 3  7.5 8.7 26.9 

a. Subsidies are defined here  as means-tested programs, of which 72 a r e  
considered. The largest  programs a r e  Medicaid, AFDC, SSI, Food 
Stamps, and housing subsidies. 

b. Payroll contributions by employees and employers t o  t h e  Railroad 
Ret i rement  t rust  fund. 
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Tax Federal  Subsidies 

The PPSSCC recommends tha t  federal  subsidies b e  subject to taxation 
in order to reduce t h e  e x t e n t  that benefi t  payments made by various 
programs overlap one another. Under t h e  proposal, federal  agencies such as 
t h e  Department  of Agriculture o r  Department  of Health and Human 
Services would be required to provide recipients (and t h e  Internal Revenue 
Service) with a n  information return similar to t h e  W-2 form t h a t  employees 
current ly  receive from employers. Recipients would be required to include 
some portion of their  benefits  in calculating their  taxable  income. Not only 
would taxing benefits  reduce t h e  subsidies received by some individuals and 
businesses, but t h e  information returns could lead to be t te r  coordination of 
federal  subsidy programs. 

The PPSSCC indicates its proposal is necessary because many feder- 
ally subsidized programs (especially means-tested programs) have not been 
ef fec t ive  in reducing t h e  poverty gap  because they  serve individuals who 
have incomes above t h e  poverty level. However, GAO believes t h a t  t h e  
programs included by t h e  PPSSCC in t h e  category of means-tested programs 
were not primarily intended to reduce t h e  poverty level. For example, 
Medicaid, t h e  program representing t h e  largest  expenditures, was designed 
to m e e t  otherwise unmet health needs. Persons qualify for  benefits  because 
they do not  have enough resources or income to pay for medical services. 

GAO believes t h a t  because these  means-tested programs were set up 
to provide services or benefits  to help individuals with specific problems, 
t h e  PPSSCC proposal to reduce benefits  to individuals through taxation is 
contrary to t h e  legislative in ten t  behind t h e  establishment of each  program. 
Implementation would also b e  difficult because many means-tested 
programs a r e  jointly administered by t h e  federal  and state governments; t h e  
impact  on t h e  states and their  reaction t o  this  proposal has to be seriously 
considered. Also, t h e  PPSSCC did not resolve t h e  problem of how to 
determine t h e  cash value to a beneficiary of an  in-kind benefit  (for example, 
medical services under Medicaid) which would b e  essential  for t h e  purpose 
of taxation. For these  and other  reasons, GAO believes t h a t  implementation 
of this proposal would be exceptionally difficult and problematic. 

Although the PPSSCC discusses t h e  inclusion of all federal  subsidies-- 
both f rom outlay programs like Social Security and from t a x  expenditures 
like accelerated depreciation--in taxable  income, its est imated savings 
result  solely from t h e  taxation of means-tested benefits. CBO estimates 
t h a t  taxation of means-tested benefits  could raise significant revenues-- 
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roughly $15 billion over the  1985-1989 period, while the  PPSSCC estimates 
tha t  it would raise much more--$59 billion--over t h e  first  three years. The 
CBO savings est imate  differs from tha t  of the  PPSSCC for a number of 
reasons, including a lower estimate of total federal means-tested benefits, 
as well as a lower effective t a x  rate. Taxing all federal subsidies, however, 
could easily raise much more revenue than the amount. estimated by the  
PPSSCC. That might include, for example, the  taxation of subsidies 
provided through the tax code, such as the  deduction for mortgage interest. 

Limit Tax-Exempt Bonds 

CBO estimates tha t  the  limits proposed by PPSSCC on the  use of tax- 
exempt bonds for  private purposes would raise about $3.2 billion over the  
1985-1987 period and $9.5 billion over the 1985-1989 period. These 
estimates compare with PPSSCC's of $5.2 billion over three years. The 
PPSSCC's recommendations would limit t h e  volume of new tax-exempt state 
and local government bonds issued to provide below-market-interest-rate 
loans for privately-owned investments in a wide variety of enterprises, 
including manufacturing, retail and service industries, sports facilities, 
hospitals, and housing. Because the current tax exemption subsidizes 
investment in certain activities, i t  encourages the allocation of capital to 
those activities. The resulting allocation may be inefficient because the 
capital might be put to other more productive purposes. The recommenda- 
tion would not affect revenue or general obligation bonds, which a re  
generally issued for public facilities such as sewers, schools, and roads. 
These would continue to benefit from the federal subsidy provided by the  
t ax  exemption. 

Index Highway Taxes for Inflation 

The proposal to index federal highway taxes  for inflation would raise 
about $3.7 billion over the  1985-1987 period. (The PPSSCC estimate was 
$2.0 billion, because i t  did not take account of inflation af ter  the first  year.) 
However, provisions already in law, plus a projected increase in highway 
usage, will cause Highway Trust Fund revenues to grow nearly enough t o  
match inflation during the  next three years. CEO estimates that  only $0.5 
billion is needed t o  maintain t rust  fund revenues in real terms over the  next 
three years, and $2.4 billion over the 1985-1989 period. GAO has recom- 
mended that  the Congress raise the  gasoline t ax  so tha t  it reflects inflation 
in highway construction and maintenance costs. 
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Increase Railroad Ret i rement  Taxes 

The final t a x  policy proposal--raising t h e  payroll t a x  r a t e  €or 
Railroad Retii-ement--has already been enac ted  by Congress in t h e  Railroad 
Ret i rement  Solvency Act  (P.L. 98-76), and hence no revenue gain is credi ted 
to t h e  proposal. 

MANAGEMENT INITIATIVES 

The PPSSCC report  outlines several  proposals t o  improve t h e  govern- 
ment's handling of its cash flow. The improvements would essentially 
reduce t h e  interval between t h e  t i m e  a t a x  o r  other  payment is due and t h e  
t i m e  t h e  government has use of t h e  funds. CBO es t imates  t h e  five-year net  
savings of these proposals to be roughly $2.6 billion, plus another $13 billion 
from improving federal  tax administration (see Table VI-2). 

Improve Federal  Tax Administration 

The most significant management init iative considered here  is t h e  
improvement of federal  t a x  administration. This would include annual 
increases in  IRS s taff ing of 2,500 positions over t h e  next few years t o  raise 
t h e  service's audit  coverage of individual tax returns  from t h e  projected 
1984 level of 1.3 percent  to 1.8 percent  by 1989. (As recently as 1976, t h e  
examination r a t e  was 2.6 percent.) Evidence indicates t h a t  taxpayer 
compliance has fallen and t h a t  increased audi t  coverage might raise 
significant revenues. The IRS reported t h a t  t h e  revenue lost in 1981 
because of underreporting of income from legal act ivi t ies  was about $80 
billion. While raising t h e  exa.mination r a t e  on t a x  returns increases 
compliance costs for  some taxpayers, t a x  evasion imposes an  unfair burden 
on all  those who honestly comply. This proposal is consistent with GAO's 
conclusions t h a t  s taff ing has  not been adequate  to respond to increasing 
problems in taxpayer corn liance. CBO es t imates  t h a t  improving t a x  
administration would raise s 3.7 billion during t h e  1985-1987 period, and $13 
billion over t h e  1985-1989 period; t h e  three-year PPSSCC e s t i m a t e  is $10.7 
billion. The CBO e s t i m a t e  is lower primarily because of act ion already 
taken by t h e  Congress to augment t h e  I R S s  staff ing for  t h e  collection of 
delinquent taxes. 

Accelerate  Deposit of State and Local Social Security Taxes 

The  PPSSCC es t imates  t h a t  t rea t ing  state and local governments like 
pr ivate  employers for  purposes of depositing Social Security taxes  would 
raise $1.7 billion over th ree  years. This issue was  partially addressed in t h e  
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TABLE VI-2. CBO ESTIMATES OF SAVINGS FROM PPSSCC 
MANAGEMENT INITIATIVES 

Addition to 
CBO Baseline 

Annual Savings Cumulative 
(billions of doll&) Five-Y ea r  

1985 1986 1987 1988 1989 Addition 

Improve Federal 
Tax Administration 0.3 

Accelerate State- 
Local Deposit of 
Social Security Taxes 0.7 

Accelerate Deposit 
of Federal Receipts - a/ 

Accelerate Deposits 
by IRS Service Centers  * 
Extend FTD t o  Indivi- 
dual Estimated 
Tax Receipts 0.1 

Accelerate Collec- 
tion of Alcohol and 
Tobacco Taxes 0.9 

Accelerate Collection 
0.3 of Customs Duties - 

Total 2 . 3  

1.1 

* 

- a/ 

* 

0.1 

-0.2 

* 

1.0 

2.3 

0.1 

- a/ 

* 

0.1 

* 

* - 
2.5 

3.8 5 . 5  

0.1 0.1 

- a/ - a/ 

* * 

0.1 0.1 

* * 

* * 
7 -  

4.0 5.7 

13.0 

1 .o 

- a/ 

0.1 

0.3 

0.8 

0.4 

15.5 

- 

~ ~~ ~~ 

* Less than $50 million. 

a. The budgetary impact of the  PPSSCC recommendation cannot be  
estimated with available information. 
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Social Security Amendments of 1983, which shortened from one  month to 15 
days t h e  deferral  period allowed state and local governments for  depositing 
withheld Social Security taxes. Further shortening of 10 to 12 days would b e  
needed to m e e t  t he  PPSSCC recommendation and would raise $0.7 billion 
(according to CBO) in 1984 and $1.0 billion over t h e  1985-1989 period. 
(State and local governments a r e  currently held to this rule in depositing 
withheld income taxes.) Any benefits  at t h e  federal  level would be exactly 
of fse t  by losses by other  levels of government. In order to implement this 
proposal, Congressional action would be necessary. 

Accelerate  Deposit of Federal  Receipts 

The PPSSCC has also recommended a number of administrative s teps  
to accelerate t h e  deposit of federal  receipts. These include requiring t h e  
use of electronic funds transfer (instead of checks) for  large payments, 
expanding t h e  use of lockboxes by executive agencies to collect  receipts, 
and using t h e  Automated Clearing House system to automatically withdraw 
funds from bank accounts when installment payments a r e  due. The eventual 
revenue gains f rom implementing these  systems cannot b e  accurately esti- 
mated, but roughly $100 billion in federal  receipts might be accelerated 
through these methods. Although the  PPSSCC has est imated a three-year 
savings from these proposals of $12.2 biliion, CBO es t imates  t h a t  t h e  actual  
savings might b e  only half t h a t  amount because of lower est imates  of 
potential receipts t h a t  might be accelerated,  lower es t imates  of t ime 
savings, and duplication among collection methods. The cost-effectiveness 
of each system should be analyzed in order to select t h e  most efficient 
collection method for  each type of receipt. Currently, t h e  Treasury is 
encouraging t h e  expanded use of electronic transfers and lockboxes, as well 
as s tar t ing a pilot program for automatic  account withdrawals. In general, 
Congressional action is not required to implement these systems. 

The PPSSCC also believes tax  deposits could be accelerated by 
changing procedures at IRS Service Centers  to process taxpayers' checks 
faster ,  and by requiring individuals paying est imated taxes  to pay their  
quarterly installments through t h e  Federal  Tax Deposit System. Both these 
options could be implemented without Congressional action. The PPSSCC 
es t imates  t h a t  these proposals would raise $1.5 billion--including $1.1 
billion in cash acceleration and $0.4 billion in interest  savings--over th ree  
years. CBO es t imates  t h a t  changes in t h e  timing of payments would occur 
within fiscal years and, therefore,  no fiscal year cash acceleration would 
result from these proposals. However, to the ex ten t  t h a t  revenues were 
accelerated within a fiscal  year, t h e  Treasury would reduce its borrowing 
costs. CBO est imates  t h a t  t h e  combined interest  savings would be about 
$0.1 billion annually for these two proposals. 
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Accelerate Collection of Customs Duties and Alcohol and Tobacco Taxes 

Two other management proposals of t h e  PPSSCC would probably 
require direct  Congressional action to implement. These a r e  the  accelera- 
tion of the  collection of customs duties, and t h e  elimination of t he  deferral  
periods for alcohol and tobacco taxes. Currently payers of customs duties 
or alcohol and tobacco taxes a r e  allowed deferral  periods of two weeks to 
one month from the  t ime a t ax  liability is incurred until t h e  t ime it is due 
t h e  Treasury. In the  case of distilled spirits and tobacco taxes, legislation 
would be needed to amend the  Internal Revenue Code to eliminate tax  
deferrals. In addition, t h e  PPSSCC recommends tha t  t h e  Congress l if t  its 
appropriations ban tha t  prevents the  Treasury from requiring t h e  use of 
electronic transfers (or lockboxes) for t he  payment of alcohol and tobacco 
taxes. The Congress has also prevented an acceleration of t h e  payment of 
customs duties (or t he  charging of interest  on these deferrals). Although no 
statutory ban is currently in e f fec t ,  Congressional action would probably be 
needed to reduce the  current  two-week deferral  of customs duty payments. 
GAO believes that before any action is taken to change the  tax deferral  
period, a careful examination is needed to determine the  economic impact 
of this change on the  alcohol and tobacco industries. Both the  PPSSCC and 
CBO es t imate  tha t  eliminating deferrals for customs and alcohol and 
tobacco taxes would increase revenues by about $1.2 billion in 1985, with 
minimal revenue ef fec ts  thereafter.  

In general, although the  CBO revenue est imates  of the  PPSSCC 
proposals are less than the  commission's estimates,  adoption of the  proposals 
would help to lessen the  long-term budget deficit. To the  extent  t ha t  t h e  
taxation of federal  subsidies included more than t h e  means-tested programs, 
budget savings could be very large. The cash management initiatives, 
although not large revenue raisers, seem worth exploring because they could 
contribute to more cost-effective federal  management. The individual 
PPSSCC proposals a r e  discussed more fully below. 
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TAX FEDERAL SUBSIDIES (SUB-1-11 

Annual Added Revenues Cumulative 
(billions of dollars) Five-Year 

1985 1986 1987 1988 1989 Addition 

Addition to 
CBO Baseline 0 3 4 4 4 15 

NOTE: Est imates  a r e  f o r  taxing means-tested benefits  only. 

PPSSCC Proposal. The PPSSCC proposes expanding income t a x  cover- 
a g e  to t h e  benefits  available to individuals and businesses under a n  a r ray  of 
federal  subsidy programs. The scope of this proposal is very broad, ranging 
from such direct  cash payment as benefits  under Social Security or  t h e  Aid 
to Families with Dependent Children (AFDC) program, t o  in-kind goods and 
services such as food s tamps and Medicaid, to credi t  subsidies such as t h e  
enterprise support offered by t h e  Small Business Administration, to t a x  
advantages such as t h e  Investment Tax Credi t ,  which benefits  many indus- 
tries. Particularly in t h e  programs t h a t  assist individuals, t h e  PPSSCC con- 
tends t h a t  poor target ing and duplication of benefits  to recipients qualifying 
f o r  several  programs give rise to substantial waste  of federal  dollars. 
Besides t h e  potential  increase in t a x  receipts,  t h e  PPSSCC sees improved 
program coordination as an  important secondary advantage from taxing 
federal  subsidies. 

The mechanism t h e  PPSSCC proposes for  implementing such a broad- 
ening of t h e  federal  t a x  base would require t h e  agencies t h a t  opera te  sub- 
sidy programs to issue end-of-year tax  returns  comparable t o  employers' W- 
2 wage s ta tements .  AS with W-2 forms, copies would be sent  to t h e  Internal 
Revenue Service (IRS). Total benefits  above some specified amount  would 
b e  subject to ordinary income tax. 

Budgetary Impact. The PPSSCC es t imates  t h a t  t h e  revenue gain from 
taxing means-tested benefits  alone would b e  $17.8 billion in t h e  f i r s t  year, 
rising to $58.9 billion over t he  three-year period. By contrast ,  CBO esti- 
m a t e s  the revenue gain to be $7 billion over the 1985-1987 period and $15 
billion by 1989. 

CBO finds t h e  PPSSCC e s t i m a t e  overstated for several  reasons. First ,  
CBO calculations of combined federal  benefits  directed to recipients of 
means-tested programs--about $100 billion both for  1985 and for  1986--are 
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lower than those assumed by the  PPSSCC. (These include benefits from a 
wide array of means-tested programs, t h e  largest being AFDC , Supplemen- 
ta l  Security Income, Medicaid, Food Stamps, and housing subsidies.) Second, 
survey da ta  collected by t h e  Department of Health and Human Services 
(HHS) suggest less multiple receipt of benefits targeted to the  poor than t h e  
PPSSCC assumes. For a few programs, eligibility for one is conferred on 
the  basis of participation in another; for  example, Medicaid eligibility is 
automatic  for AFDC recipients. For most others, however, the  degree of 
overlap is  not great. Thus, of all families and unrelated individuals receiv- 
ing cash assistance payments and Medicaid benefits in 1979, about 7.5 
million (less than 10 percent) also received housing allowances and food 
stamps simultaneously. Moreover, certain means-tested programs already 
take  account of multiple eligibility, adjusting benefits from one t o  reflect  
additions to recipients' incomes attr ibutable to receipt of benefits from 
another; for example, when food stamp allotments a r e  calculated, the value 
of AFDC benefits (if any) is included as a portion of recipients' incomes. 

Third, even if a l l  federal  means-tested benefits were t reated as 
taxable income, t he  t a x  rates applied t o  these incomes would be much lower 
than those assumed by the  PPSSCC. According t o  the  HHS survey, more 
than half of all cash benefits, Medicaid benefits, housing allowances, and 
food stamps together went to recipients with annual incomes (before trans- 
fers)  at or below 25 percent of the  1979 poverty level--which is currently 
set at about $7,000 for a family of four. About one-quarter of all  benefits 
went to recipients with incomes above t h e  poverty level, but typically, the  
total benefit amounts they received summed to less than $2,000. Finally, 
for t h e  f i rs t  year of implementation, assumed to be 1985, CBO estimates a 
zero revenue gain. The delay would result from t ime lost in coordinating 
tax reporting and processing systems not only among states participating in 
the  programs, but also between the  states and the  federal  government (for 
further discussion of intergovernmental coordination, see below under 
Implementation). The combined ef fec ts  of these differences result in CBO's 
estimating a significantly lower revenue gain--below 20 percent of t he  
PPSSCC's three-year estimate. 

PPSSCC estimates do not include the  revenue gains from taxing 
federal  subsidies other than means-tested benefits. The revenue gain from 
taxing federal  benefits on a wider scale cannot be estimated accurately, 
however. Depending on how comprehensive a definition of income one 
chooses, t ax  collections could be significantly higher. . In examining the 
relationship between the  total incomes and taxable income in the  United 
States,  the  Joint Committee on Taxation recently concluded tha t  t he  
current individual income tax  base could realistically be increased on t h e  
order of $600 billion by subjecting to taxation i tems such as fringe benefits 
and investment income from pension plans. Other studies confirm tha t  the  
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revenue gain from a more comprehensive income tax base could exceed 50 
percent  of current  t a x  liabilities. (CBO es t imates  1985 income tax revenues 
will exceed $300 billion.) Proposals to broaden t h e  t a x  base, however, a r e  
generally coupled with reductions in t h e  r a t e  s t ructure ,  so t h e  net  revenue 
gain from such base-broadening ef for t s  would likely be less than that .  

The federal  government's savings from expanding t h e  business income 
t a x  base in a like fashion would b e  sensitive to what i t ems  were selected for 
inclusion. A recent  CBO inventory of federal  programs in support of busi- 
nesses reveals annual d i rec t  federal  expenditures of $15 billion, an  addi- 
t ional $8 billion in credit supports, and loan guarantees and loan obligations 
totaling roughly $20 billion each. Tax benefits  make up t h e  bulk of federal  
support, however; accelerated depreciation accounts for $20 billion, reduced 
capi ta l  gains r a t e s  for $18 billion, and investment tax cred i t s  for  $20 billion. 

Program Impact. As par t  of a comprehensive reform of t h e  tax 
structure ,  eliminating tax preferences and including all subsidies in taxable 
income would improve "horizontal" equity among income groups, increasing 
t h e  degree to which individuals in similar economic circumstances a r e  taxed 
similarly. Most economists also agree  t h a t  t h e  allocation of resources 
among different  act ivi t ies  would improve, and national output could rise, 
with t h e  broadening of t h e  tax base. Including means-tested benefits  alone 
as taxable income would not  b e  equitable, however. 

Implementation. Several thorny issues would require resolution before 
t h e  vast  a r ray  of federal  t ransfers  and expenditures could be totaled and 
at t r ibuted to particular individuals and businesses. Cash valuations would 
have to b e  made both of t h e  in-kind benefits  t h e  government provides 
through means-tested programs and of those private employers offer. The 
Congress has reviewed such issues periodically without arriving at a solu- 
tion. At  present, for  example, many fringe benefits  a r e  t a x  f r e e  to 
recipients, and they are coming to account for  a growing proportion of 
overall  employee compensation. Because assessing t h e  value of these bene- 
f i t s  is so difficult, however, legislation in 1978, 1979, and 1981 has delayed 
issuance of new IRS regulations concerning t h e  t a x  t r e a t m e n t  of fringe 
benefits. 

Second, explicit tax deductions o r  exclusions would have to be valued 
as income to recipients. This would require decision rules regarding what  
form a t a x  system without these provisions should take.  For example, 
should it b e  t h e  current  t a x  s t ructure ,  but without any of t h e  exemptions, 
credits,  and deductions? Or a system with a comprehensive income base but  
with lower rates? The "tax expenditure" method used in t h e  budget deter- 
mines t h e  value of any t a x  benefits  by assuming t h a t  t h e  existing t a x  
s t ruc ture  remains intact .  This procedure implicitly concerns itself with t h e  
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marginal e f f e c t  of changing one provision at a time. Thus, t a x  expenditure 
es t imates  for  overlapping t a x  subsidies cannot  be simply summed. 

To a degree, t h e  t a x  code already contains provisions similar in spiri t  
to those recommended by t h e  PPSSCC t h a t  would restr ic t  excessive use of 
t a x  benefits  to reduce t a x  liability. ''Minimum" taxes  f o r  individuals and 
corporations require t h a t  each  tax fi ler be assessed some liability, based on 
a percentage of cer ta in  t a x  preferences claimed. Such rules could serve as 
a basis for  recouping duplicative or excessive benefits  on a wider scale. 

Another concern regarding implementation of t h e  PPSSCC proposals is 
t h e  degree of coordination t h a t  might be expected among t h e  various 
agencies administering federal  ass is tance programs. Many of t h e  federally 
funded means-tested programs, in particular,  are run by state or local 
officials, so administrative responsibilities could not easily be centralized. 
Thus, while any savings in reduced program costs would be realized 
primarily at t h e  federal  level, t h e  costs of implementation would be borne, 
at least  in part ,  by state and local governments. Information concerning t h e  
administrative costs incurred by t h e  states from t h e  federal  taxation of 
state-administered unemployment compensation suggests t h a t  total annual 
federal  costs are well below $10 million. The costs of administering taxa- 
tion of means-tested benefits on a wider scale might be somewhat greater. 
According to a 1979 report  by t h e  Department  of Agriculture on  a proposed 
plan to t a x  some Food Stamp benefits, t h e  federal  government's gain of 
about $83 million during the first four years of implementation would have 
been nearly of fse t  by s ta r tup  costs of about $75 million. S t a t e  and local 
initial costs, however, would have approached $60 million. Once fully 
operational, this  plan would have generated federal  savings of about $50 
million a year, but at t h e  same time, it would have generated about $25 
million in additional state and local costs. 

Additional Comments. Though t h e  PPSSCC's findings of a need to 
improve and consolidate many federal  subsidy programs are generally con- 
s is tent  with those in ear l ier  GAO reports, t h e  commission's recommenda- 
tion--as well as es t imates  of savings from its recommendation--are proble- 
matic. The recommendation combines needs-based and insurance programs, 
presumably to t a x  individuals who receive a cer ta in  level of benefits  or  to 
c u t  benefits  in some other  manner. This would not  improve t h e  efficiency 
or effectiveness of these  programs but  instead would result  in a major 
restructuring t h a t  might violate t h e  legislative intent  underlying t h e  
insurance-type programs. The PPSSCC argues t h a t  this restructuring is 
necessary, because many of these  programs (especially t h e  means-tested 
programs) have not  been ef fec t ive  in reducing poverty in as much as they 
serve individuals who have incomes above t h e  poverty level. 
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In f a c t ,  as s ta ted  above, t h e  programs included by t h e  PPSSCC in  its 
category of means-tested programs were  not designed to reduce poverty. In 
general, when these programs (with t h e  exception of Food Stamps) w e r e  
established, t h e  Congress did not relate benefit  amounts or  eligibility l imits  
for  each program to poverty thresholds. For example, Medicaid--the 
program representing t h e  largest  expenditures--was designed to meet  other- 
wise unmet health needs; it does not provide cash to raise participants o u t  
of poverty. Some other  programs (AFDC, SSI, and veterans' pensions) a r e  
intended to serve people who cannot  work (for example, t h e  aged, t h e  dis- 
abled, and children). The PPSSCC's es t imate  of a $58.9 billion savings over 
a three-year period would have to b e  accomplished, therefore,  by major 
legislative revisions, which would result in changes in current  program par- 
t icipants and in t h e  level of benefits  received. 

References. PPSSCC, Management Off ice  Selected Issues: Federally 
Subsidized Programs. U.S. Department  of Agriculture, Food and Nutrition 
Service, "Recoupment in t h e  Food Stamp Program," (1979). Daniel H. 
Weinberg, "Filling t h e  Poverty Gap: Multiple Transfer Program Participa- 
tion," Mimeo (December 1983). Joseph 3. Minarik, "The Yield of a Compre- 
hensive Income Tax," in Joseph Pechman, editor, Comprehensive Income 
Taxation, t h e  Brookings Institution (19771, p. 285; Joint  Commit tee  on 
Taxation, Analysis of Proposals Relating to Broadening t h e  Base and 
Lowering t h e  R a t e s  of t h e  Income Tax (September 24, 1982). CBO, Federal  
Support of U.S. Business (January 1984). CBO, Tax Expenditures: Current  
Issues and Five-Year Projections for Fiscal Years  1984-1988 (October 1983). 
GAO, W.S. Income Security System Needs Leadership, Policy and Effect ive 
Management" (February 29, 1980). GAO, "Federal Domestic Food Assis- 
t a n c e  Programs--A Time f o r  Assessment and Change V" (June 11, 1978). 
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INDEX FEDERAL HIGHWAY TAXES TO INFLATION (USER-21) 

Annual Revenue Cumulative 
(billions of dollars) Five-Year 

1985 1986 1987 1988 1989 Addition 

Addition to 
CBO Baseline 0 0.1 0.4 0.8 1.1 2.4 

PPSSCC Proposal. In passing t h e  Surf ace Transportation Assistance 
Act  of 1982, t h e  Congress init iated t h e  f i r s t  significant increase in federal  
highway taxes  since 1959--most importantly,  a 5 cent-per-gallon increase 
in t h e  previous 4 c e n t  federal  t a x  on motor fuel. As a result, total receipts  
to t h e  Highway Trust Fund rose by about 73 percent to a n  es t imated  $11.7 
billion for  1984, making available some $10.5 billion for  highways and t h e  
remaining $1.2 billion for mass transit.  The commission proposes a price 
adjustment mechanism t h a t  would increase highway taxes  automatically to 
re f lec t  inflation, so t h a t  t h e  purchasing power of t h e  highway program will 
not  b e  eroded as it has  been in t h e  past. The proposal is unclear in many 
respects, however. For example, it does not state whether or not highway 
authorizations would rise in line with fu ture  t a x  receipts,  nor does i t  t a k e  
into account t h e  growth in t a x  receipts  already built in to the.law. 

Budgetary Impact. On t h e  basis of a n  assumed annual inflation rate of 
5 percent,  t h e  PPSSCC es t imates  thaz indexed highway taxes  would produce 
approximately $600 million in additional t rus t  fund receipts  in t h e  f i r s t  year,  
over and above t h e  $12 billion t h a t  t h e  commission estimates would be 
raised by current taxes. Over three years, an extra $2.0 billion would be 
collected. The PPSSCC calculation does not  t a k e  account of inflation a f t e r  
t h e  first year, however, and thus it understates t h e  proposal's potential  
revenue gain. Were t h e  same 5 percent  annual inflation r a t e  applied 
annually throughout a three-year period, to ta l  additional receipts  would 
roughly double to $3.7 billion. 

Assuming t h a t  t h e  commission's goal is t o  maintain t h e  t r u s t  fund's 
current  real purchasing power, t h e  added 1985- 1987 receipts  resulting from 
t h e  proposal would f a r  overshoot t h e  goal. CBO es t imates  i t  could b e  
reached with a revenue increase of $0.5 billion over t h r e e  years and $2.4 
billion over f ive years. The difference is caused by t h e  commission's not  
taking account of growth in revenues already expected from existing taxes. 
Under current  law, t rus t  fund revenues a r e  expected to rise for t h r e e  
reasons: some heavy t ruck taxes  a r e  to be phased in, highway act ivi ty  in 
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general  is projected to grow at roughly t h e  s a m e  rate as t h e  economy, and 
t h e  sales tax on new trucks will re f lec t  price changes. As a result, t axes  
will not  have to be increased by t h e  ful l  expected r a t e  of inflation (as 
assumed by t h e  commission), and no increase at all would be needed until 
1986. Since current  highway outlays exceed t a x  receipts,  this  e s t i m a t e  
interprets  t h e  PPSSCC proposal as increasing only revenues and not 
spending. But, if authorizations rose, resulting outlays would c u t  t h e  savings 
by about $1.2 billion. 

The commission also disregards t h e  f a c t  t h a t  t h e  highway authori- 
zations enacted in t h e  1982 legislation will grow by more than t h e  expected 
r a t e  of inflation. As a result, increased highway revenues of about $8.5 
billion ($6.1 billion more than t h e  commission proposes) would be required 
over t h e  next  f ive years just to maintain a balance between outlays and 
receipts. 

Program Impact. Few additional administrative problems would ar ise  
in adjusting these  tax collections, and economic impacts  would be minor 
compared with those of t h e  major t a x  changes made in 1982. If t h e  current  
program level is thought appropriate,  automatic  adjustment of highway 
taxes would b e  beneficial. GAO has recommended t h a t  t h e  Congress 
address revising t h e  gasoline t a x  to b e  more responsive to highway needs and 
inflationary trends in highway costs. Indexed taxes, however, could hamper 
spending reductions at some fu ture  date. 

Implementation. Adjusting t h e  current  highway taxes would require 
new legislation. A t  present, four federal  highway taxes  a r e  in e f fec t ,  
including t h e  9 cent-per-gallon t a x  on motor fuel, a - 1 2  percent  sales t a x  on 
new trucks weighing more than 33,000 pounds and trailers over 26,000 
pounds gross weight, a tax  on t ruck t ires,  and a graduated tax on heavy 
vehicles weighing more than 33,000 pounds. The Congress could decide to 
increase a l l  t a x  r a t e s  proportionately, or  to raise only individual taxes, such 
as t h a t  on motor fuel. A t  present, heavy trucks a r e  t h e  only major group of 
vehicles paying substantially less than its share  of federal  highway costs. 

Timing problems could complicate adjusting t h e  taxes, since t h e  new 
r a t e s  for  each fiscal  year would have to be based in p a r t  on est imates  of 
inflation. The Federal  Highway Administration, however, publishes a price 
index for  federal  highway construction costs, which would provide sufficient 
da ta  to maintain a current  pricing mechanism. 

References. PPSSCC Task Force .on  User Fees, Report  on User 
Charges, pp. 222- 227. GAO, Deteriorating Highways and Lagging Revenues: 
A Need to Reassess t h e  Federal  Highway Programs (CED-81-42, March 5, 
1981). CBO, Financial Options for t h e  Highway Trust Fund (December 
1982). 
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LIMIT THE USE OF TAX-EXEMPT REVENUE BONDS FOR 
PRIVATE PURPOSES (EX-2) 

Annual Added Revenues Cumulative 
(billions of dollars) Five-Year 

1985 1986 1987 1988 1989 Addition 

Addition to 
CBO Baseline 0.3 1.0 1.9 2.7 3.6 9.5 

PPSSCC Proposal. The PPSSCC proposes that the use of tax-exempt 
revenue bonds for pr ivate  purposes be limited through various means: 

o Permitt ing tax exemption only for bonds backed by t h e  full fa i th  and 
credi t  of t h e  issuing city,  county, or state; 

o Set t ing ceilings on t h e  volume of tax-exempt bonds t h a t  a state or 
locality can issue; and/or 

o Requiring t h a t  projects m e e t  cer ta in  financial cri teria,  such as a 
specified r a t e  of return,  in order to qualify for  tax exemption. 

These recommendations--which a r e  not mutually exclusive--would 
a f f e c t  mortgage bonds for  single-family homes and rental  housing; industrial 
revenue bonds, which provide low-interest loans for a wide variety of 
purposes; bonds for private hospitals; and student loan bonds. 

Budgetary Impact. CBO es t imates  that ,  if tax exemptions were 
limited to general  obligation bonds as of July 1, 1984, savings over t h e  
three-year period from fiscal year 1985 to 1987 would amount to a n  
est imated $3.2 billion. The savings resulting from placing a ceiling on tax- 
exempt  bonds would depend entirely on t h e  level at which it was set. In the 
absence of more specific information, it is difficult to estimate t h e  savings 
t h a t  would result  f rom t h e  PPSSCC's recommendation t h a t  projects financed 
with tax-exempt bonds be required t o  m e e t  cer ta in  financial cri teria.  

The PPSSCC es t imates  t h a t  its proposals would result  in savings of 
$5.2 billion over th ree  years. CBO's revenue es t imates  assume t h a t  any 
legislation t h a t  t h e  Congress might pass would affect only new issues of tax- 
exempt  bonds. Revenue losses would continue from bonds outstanding at t h e  
t i m e  of legislation. The PPSSCC proposals appear not to make t h e  
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distinction between outstanding bonds and new issues; consequently, t h e  
PPSSCC's savings projections a r e  higher than CBO's. 

Program Effects. Limits on t h e  use of revenue bonds for private 
purposes would reduce t h e  supply of tax-exempt bonds and lead to lower 
interest  r a t e s  on state and local general  obligation bonds. 

Depending on how t h e  PPSSCC recommendations a r e  implemented, 
they could also result in some declines in investment in housing and hospital 
construction. Their effect on overall investment is less clear ;  for example, 
investment in pollution control equipment, which is of ten  financed with tax- 
exempt  bonds, is required by law and presumably would continue. In other  
instances, act ivi ty  normally financed with tax-exempt bonds might decline, 
while investment in plant and equipment not eligible for such financing 
might increase. Thus, t h e  l imits might result  in an  allocation of capital  to 
more productive uses. 

Implementation. Although states and locali t ies have authority to limit  
t h e  use of revenue bonds, few have done so. Accordingly, implementation of 
t h e  PPSSCC recommendations would require Congressional action. The 
House Commit tee  on Ways and Means has draf ted  legislation set t ing ceilings 
on t h e  volume of tax-exempt bonds t h a t  a state or locality could issue (H.R. 
4170). The same bill would also extend for f ive years t h e  authority to use 
tax-exempt state and local mortgage bonds for single-family housing. This 
authority expired at t h e  end of 1983. The Administration supports t h e  l imits 
set for th  in H.R. 4170. These limits, coupled with extension of mortgage 
bonds, would result in a net  revenue gain of close to $0.1 billion over t h e  
1985-1987 period. 

Additional Comments. This proposal could largely el iminate  bonds for  
cer ta in  activit ies such as single-family mortgages. GAO est imated t h a t  t h e  
present value of t a x  revenue losses due to single-family bonds sold in 1981 
and 1982 would be approximately $2.7 billion. GAO also est imated t h a t  t h e  
issuance of $10 billion of single-family revenue bonds a year could raise t h e  
cost of borrowing for traditional public purposes (which is about $40 billion a 
year) by $160 million per year for  each year t h e  traditional debt  remains 
outstanding. GAO also found t h a t  higher tax-exempt interest  r a t e s  in 1982, 
caused in part  by t h e  increased volume of private-purpose bonds in t h e  
market,  contributed to postponements and cancellations of $1.9 billion in 
bond sales for traditional public purposes. Lowering overall  market volume 
would, in addition t o  reducing federal  t a x  losses, contribute to lower tax- 
exempt  interest  rates,  thereby assisting state and local governments in 
bringing bonds for traditionally public purposes to t h e  market. 
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References. PPSSCC, Management Off ice Selected Issues, vol. XII, 
Opportunities Beyond PPSSCC, pp. 5-9. CBO, Reducing t h e  Deficit: 
Spending and Revenue Options (February 19841, pp. 2 16-2 18. PPSSCC, 
Management Off ice Selected Issues, Volume XII, Opportunities Beyond 
PPSSCC, pp. 5-9. CBO, Reducing t h e  Deficit: Spending and Revenue 
Options (February 1983). GAO, The Costs and Benefits of Single-Family 
Mortgage Revenue Bonds: Preliminary Report  (RCED 83-145, April 1983). 
GAO, Trends and Changes in the  Municipal Bond Market as They Relate to 
Financing S t a t e  and Local Public Infrastructure (PAD-83-46, September 
1983). 
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INCREASE RAILROAD RETIREMENT TIER 2 PAYROLL CONTRIBUTIONS 
(BANK-1 1-1) 

Annual Added Revenues Cumulative 
(billions of dollars) Five- Year 

1985 1986 1987 1988 1989 Addition 

Addition to 
CBO Baseline 0 0 0 0 0 0 

PPSSCC Pro osal. Developed before passage of t h e  Railroad Retire- 
m e n t  ___pr Solvency Act  P.L. 98-76) in August 1983, this  proposal is designed to 
ensure t h e  solvency of t h e  Railroad Ret i rement  trust fund t h a t  f inances 
ret i rement  pensions for  railroad employees. Specifically, it would raise by 4 
percent  t h e  payroll contributions t h a t  fund Tier 2 benefits--the portion of 
benefits  resembling private-sector pensions. (Tier 1 benefits  approximate 
Social Security.) If adopted before enac tment  of P.L. 98-76 and split evenly 
between employing f i rms and employees, this increase in Tier 2 contribu- 
tions would have raised employers' r a t e s  from 11.75 percent  to 13.75 
percent  of taxable wages ($29,400 in 1985) and employees' r a t e s  from 2 
percent  to 4 percent.  As a result, t h e  overall Railroad Ret i rement  System 
(RRS) t a x  would have risen to 20.45 percent  for employers and 10.7 percent  
for  employees. (An al ternat ive PPSSCC plan would have reduced benefits  in 
an  unspecified manner so as t o  produce an  equivalent e f f e c t  on t h e  RRS 
trust funds.) Passage of P.L. 98-76 has al tered t h e  fiscal  prospects of t h e  
RRS trust  fund significantly, however, putt ing it on a reasonably sound 
footing. 

Budgetary Impact. The PPSSCC es t imates  that,  once implemented, its 
proposal would cause revenue increases of about  $0.5 billion annually 
accruing to the  RRS t rus t  fund. Current  CBO revenue projections take  
account  of law already in e f f e c t  and, as a result, they include t h e  e f fec ts  of 
P.L. 98-76 in es t imates  of social insurance contributions. The law raises 
baseline revenues $0.2 billion in 1984, $0.7 billion in 1985, and $1.1 billion in 
each year during t h e  1986-1989 period. Thus, CBO a t t r ibu tes  no revenue 
gain to t h e  PPSSCC proposal. GAO has reached a similar conclusion. 

Because details  about t h e  reductions in benefits  proposed by t h e  
PPSSCC a r e  not available, CBO has not es t imated t h e  resulting savings. 

Program Impact. As noted above, P.L. 98-76 resolved t h e  RRS's 
financial situation by increasing Tier 2 taxes. Relative to prior law, 
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employer t a x  r a t e s  will r ise by 1 percent  in 1984, 2 percent  in 1985, and  3 
percent  in 1986 and thereaf ter .  Employee r a t e s  a r e  to rise by 0.75 percent,  
1.5 percent,  and 2.25 percent  during t h e  s a m e  intervals. In addition, t h e  t a x  
t rea tment  of Tier 2 benefits  was adjusted to conform with t h e  t r e a t m e n t  of 
private-sector pension benefits, which are taxed when t h e  amounts  received 
exceed employees' previous contributions. Revenues from benefit  taxat ion 
a r e  earmarked for t h e  RRS account  until 1989. 

The new law also raised system outlays by restoring Tier 2 benefits, 
which were scheduled to be automatically c u t  by 40 percent  in October 1983 
because of t h e  system's impending financial crisis. Other  benefit  changes 
of fse t  a portion of these increases. 

Overall, the impact of P.L. 98-76 on the unified budget deficit was to 
reduce i t  by $0.4 billion in 1985 but  increase i t  by $0.5 billion in 1986. 

Implementation. Enactment of P.L. 98-76 obviates t h e  need to a l te r  
Additional changes would railroad re t i rement  benefits  or taxes  further.  

require legislative action, however. 

Reference.  PPSSCC, Report on Boards/Commissions-Banking, pp. 79- 
83. 
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IMPROVE FEDERAL TAX ADMINISTRATION (TREAS-1, 3,7) 

Annual Added Revenues Cumulative 
(billions of dollars) Five- Y e a r  

1985 1986 1987 1988 1989 Addition 

Addition to 
CBO Baseline 0.3 1.1 2.3 3.8 5.5 13.0 

PPSSCC Proposals. According t o  t h e  PPSSCC, major deficit  reductions 
could b e  achieved by overhauling aspects  of t h e  federal  tax administration 
process. The largest  revenue increases would derive from augmenting t h e  
Internal Revenue Service's (IRS) s taff ing for collection of delinquent taxes  and 
examination of t a x  returns, and from accelerat ing t h e  disposition of t a x  cases 
brought before  t h e  U.S. Tax Court. But t h e  goal of halting t h e  growth of 
backlogged collections with staff levels appropriate to workload has  largely 
been accomplished through IRS staff increases provided by t h e  Congress in 
1983 appropriations. 

With regard to encouraging t a x  compliance by examining t a x  returns, t h e  
PPSSCC proposes annual IRS personnel increases of 2,500 for  each  of t h e  next  
few years. (The IRS's examinations work force  currently averages about 
28,500 positions.) The PPSSCC also proposes establishing a new t a x  hoard, 
with associated procedural changes, to s e t t l e  t a x  litigation involving sums of 
less than $10,000. The commission claims t h a t  t h e  new mechanism would free 
t a x  cour t  resources for  t h e  larger,  more lucrative cases and thus would 
acce lera te  se t t lements  and t h e  receipt  of t a x  revenues. 

Budgetary Impact. From al l  its recommended t a x  collection measures, 
t h e  commission es t imates  potential  savings of more than $10 billion over th ree  
years; some actions not considered here, however, a r e  incorporated in t h a t  
estimate.  For t h e  two initiatives analyzed, t h e  CBO es t imate  of savings is 
roughly $13 billion over f ive years. About $12.5 billion of this gain would 
result f rom increased examinations- -specifically, t h e  difference between 
revenue increases of $14 billion from improved compliance, less $1.5 billion in 
cos ts  for  training and additional personnel. These CBO projections represent 
a n  update of the  PPSSCC amounts (totaling $2.9 billion over th ree  years) and 
a r e  derived using t h e  s a m e  IRS planning model. 

The remaining $0.5 billion ne t  revenue gain would result from creation of 
t h e  new t a x  board. The CBO es t imate  represents only one-eighth t h e  PPSSCC 
three-year es t imate  of $4.0 billion. The lower five-year es t imate  includes 
$0.18 billion in costs  for 61 new small-case judges and for  great ly  increased 
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IRS t ax  litigation resources. These costs offset  an estimated revenue gain'of 
$0.73 billion. Nearly two-thirds of t h e  estimated revenue gain ref lects  a 
speed-up of docketed cases resolved before trial; but contrary to PPSSCC 
estimates,  no speed-up is assumed for cases resolved before docketing with 
the  court. (CBO does not find sufficient evidence to evaluate the  PPSSCC's 
claimed revenue gain from the  undocketed work load at t h e  IRS.) In addition, 
CBO est imates  exclude interest  effects from changes in Treasury borrowing. 

Program Impact. Added IRS examination staff would increase t h e  por- 
tion of tax returns reviewed, from the  current level of about 1.3 percent to 
1.8 percent through 1989. A new administrative tax  board for small t ax  cases 
could allow annual disposition of some 48,700 trial  and pretrial  cases docketed 
with the  court. At  this ra te ,  t he  current  backlog of cases involving sums of 
$10,000 or less would disappear in about 12 months. After that ,  projected new 
small tax cases would not support t he  higher number of judges recommended 
by the  PPSSCC. The new board would also f r ee  up judges' t ime for larger 
cases and thus allow accelerated annual disposal of docketed cases by nearly 
two-f ifths. The PPSSCC est imates  suggest an  even greater  acceleration of 
these cases along with those not docketed with t h e  U.S. Tax Court. Any 
estimated effects of expanding t h e  t ax  court ,  of course, a r e  subject to 
considerable uncertainty, because little is known about t h e  effects of recent  
changes in t h e  t ax  laws, about factors  tha t  affect taxpayers' behavior, or 
about t he  effect of one court  ruling on the  set t lement  of other  cases. 

Implementation. Additional staffing increases for t h e  IRS would require 
action by the  Congress, as would establishment of a new t ax  board authorized 
to hear cases involving sums of less than $10,000. Recognizing the  declining 
portion of tax returns examined and the growing tax litigation backlogs, t h e  
Congress has recently provided for an  increase in examinations and t a x  court  
staff .  For 1983, examinations staff  increased 5 percent, and tax court staff  
some 15 percent. Despite these increases, t he  IRS shows a declining number 
of annual examinations, and t h e  tax court  expects a growing backlog. The 
Congress is already considering legislation to revise the  dollar criterion used 
t o  determine cases eligible for less formal court  procedures (H.R. 4170). More 
far-reaching changes in tax  litigation have not been proposed. 

Additional Comments. GAO has recommended tha t  increased staffing 
for  either examinations or  collections be accompanied by improved manage- 
ment to ensure the  efficient use of additional funds. Among other things, 
GAO has supported improved information systems and greater  coordination 
between examination and collections. Concerning the  proposed new t ax  board, 
a forthcoming GAO report  identifies various tax-case management improve- 
ments--including be t te r  case scheduling and monitoring--that could a r res t  t he  
growth in the  court  backlog. believe tha t  increasing the  
number of judges available to hear large cases would represent a more 

Other observers 
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straightforward approach to accelerat ing tax se t t lements  without overstaffing 
for  small  cases. This approach could also alleviate concern t h a t  t h e  more 
far-reaching PPSSCC proposal would generate  additional workload for t h e  
government because of increased appeals to t h e  tax court. 

References. PPSSCC, Report  on t h e  Department  of the  Treasury, 
pp. 4-20, 29-34, and 76-85. GAO, With Bet ter  Management Information IRS 
Could Further Improve Its Effor ts  Against Abusive Tax Shelters (GGD - 83-63, 
August 1983). GAO, Further  Research into Noncompliance Is Needed t o  Re- 
duce Growing Tax Losses (GGD - 82-34, July 1982). GAO, What IRS Can Do 
to Collect  More Delinquent Taxes (GGD - 82-4, November 1981). GAO, 
B e t t e r  Use Can Be Made of Federal  Professional Staff (FPCD - 81-14, Decem- 
ber 1980). The GAO will soon release a report  on administrative improve- 
ments  t h a t  c a n  reduce t h e  growing backlog of-U.S. Tax Court  cases. 
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ACCELERATE PAYMENTS OF WITHHELD SOCIAL SECURITY TAXES 
BY STATE AND LOCAL GOVERNMENTS (ASSET-2-1) 

Annual Added Revenues Cumulative 
(billions of dollars) Five-Year 

1985 1986 1987 1988 1989 Addition 

Addition to  
CBO Baseline 0.7 * 0.1 0.1 0.1 1 .o 

* Less than $50 million. 

PPSSCC Proposal. The PPSSCC recommends that  the  Congress could 
produce a first  year's saving of $1.25 billion by accelerating the deposit of 
Social Security taxes by state and local governments. Under prior law 
(which formed the  basis of the  PPSSCC recommendation), state and local 
governments were allowed to  deposit Social Security taxes 30 days a f te r  the  
end of the  month in which the  wages were paid. Current law now requires 
state and local governments to deposit withheld Social Security taxes on the  
15th of the  month for wages paid during the  last half of the  previous month, 
and on the  last  day of the month for wages paid during the  first  half of the  
current month. This rule was adopted as part  of the  Social Security 
Amendments for 1983 (P.L. 98-21) and became effect ive January 1, 1984. 
Thus, t he  Congress has already enacted about 50 percent of the  acceleration 
called for by the  PPSSCC. 

In contrast  t o  the  rules for state and local governments, large private 
employers a re  required t o  deposit withheld Social Security taxes within 
three banking days a f te r  the end of a period.1 There a r e  eight periods in 
each month, defined as ending on the  3rd, 7th, I l t h ,  15th, 19th, 22nd, 25th, 
and last days of each month. If state and local governments were t reated 
the  same as private employers, most public employee payroll taxes would be  

1. A large private employer is one whose accumulated payroll tax 
liability at the  end of a period exceeds $3,000. For private employers 
whose accumulated liability is less than $3,000 at the  end of a period, 
but more than $500 at the  end of t he  month, deposits must be made by 
the  15th day of the  following month. If an  employer has a n  accrued 
liability of less than $500 for a full quarter, it may be paid a t  the  end 
of the  following month with the  employer's income tax return. 
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subject to this rule. The PPSSCC proposes t h a t  state and local governments 
be required to remi t  Social Security taxes  at t h e  s a m e  frequency as required 
of private employers. In general, t h e  effect of this proposal would be to 
reduce t h e  current  grace  period by 10 t o  12 days. (State  and local 
governments a r e  already governed by t h e  same rules as private employers in 
depositing withheld income taxes.) 

CBO es t imates  t h a t  federal  revenues would be 

1989 period. The amount is lower than t h e  PPSSCC first-year es t imate  of 
$1.25 billion (in cash acceleration) because of t h e  action already taken by 
t h e  Congress. In addition, t h e  CBO es t imate  shown here excludes t h e  
interest  earnings of $413 million at t r ibuted by t h e  PPSSCC to t h e  proposal. 

in fiscal year 1985 and $1.0 billion over t h e  1985- 

Program Impact. Treating state and local governments like private 
employers for purposes of Social Security withholding would result in a n  
acceleration of state deposits. The Treasury's cash acceleration gains would 
result  in a n  equal cost t o  state and local governments. 

Implementation. In t h e  1983 Social Security Amendments, t h e  Con- 
gress reduced t h e  grace  period for  state and local governments from 30 days 
to 15 days. Further Congressional legislation would be necessary to provide 
for consistent t rea tment  of pr ivate  employers and state and local govern- 
ments. 

Reference. PPSSCC, Report  on Financial Asset Management Task, pp. 
31-40. 
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ACCELERATE DEPOSITS BY IRS SERVICE CENTERS (ASSET-2-2) 

Annual Added Revenues * Cumulative 
(billions of dollars) Five-Year 

1985 1986 1987 1988 1989 Addition 

Addition to 
CBO Baseline * * * * * 0.1 

* Less than $50 million. 

PPSSCC Proposal. According to the  PPSSCC, significant revenues can 
be gained by shortening the t ime the  Internal Revenue Service (IRS) takes to 
process tax  payments at i t s  service centers. The PPSSCC recommends tha t  
the work flow be changed in the  service centers’ Remittance Processing 
Systems (RPS) so tha t  tax deposits t o  Treasury accounts can be accelerated 
by one day. A t  present, the RPS uses a duplicate entry of coded data  and a 
manual review for errors before payment checks a r e  photographed for 
microfiche and deposited at a commercial or a Federal Reserve bank. The 
PPSSCC proposal calls for a restructuring of the work flow so tha t  duplicate 
data  entries are made af ter  checks are deposited; errors would be reconciled 
at  tha t  time. After deposit, verification of entries of coded data  could be 
made from the  microfiche copies of checks. By saving one day in the t ime 
needed t o  process and deposit checks, the PPSSCC estimates the Treasury 
would accelerate  i t s  cash flow. 

Budgetary Impact. The PPSSCC estimates tha t  the  one day saved 
would generate $664 million in accelerated cash flow in the  f i rs t  fiscal year. 
This i gbased  on an est imate  tha t  an  average of $664 million per day is 
collected in September. The commission assumes that,  because September 
is a peak month for collections (quarterly estimated taxes a r e  due on the 
15th), a one-day acceleration could be achieved during this busy period. 
Speeding up deposits by one day would move receipts from the  f i rs t  business 
day in October to the  last day in September, thereby achieving a gain for 
the  earlier fiscal year. 

CBO attributes no increase in annual tax  receipts to this proposal. 
Although September is a peak month for IRS deposits, most of this flow 
occurs in the  days around the 15th; in 1983,78 percent of collections for t he  
month were deposited between the  13th and the  23rd of the  month. The 
average daily deposit was $595 million (for income and employment taxes 
not withheld), but the deposit on the  30th was  only $79 million, and on the  
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f i r s t  business day in  October was only $77 million. This suggests t h a t  t h e  
peak period has passed by t h e  end of t h e  month, and t h a t  t h e  IRS is back on 
its standard 24-hour turnaround of check deposits. Thus, a one-day gain is 
not likely to be achieved at t h e  end of t h e  month. Moreover, even if a day 
were  gained, t h e  cash acceleration would be only about $80 million, instead 
of t h e  $664 million est imated by t h e  PPSSCC. 

Although CBO es t imates  t h a t  no fiscal  year cash acceleration would 
result from this  proposal, Treasury borrowing costs could be reduced from 
cash acceleration within a fiscal  year. CBO es t imates  this  interest  saving 
to b e  $0.1 billion over t h e  1985-1989 period. 

Program Impact. To whatever ex ten t  t a x  payments a r e  processed and 
deposited more  quickly, t h e  Treasury acce lera tes  its cash flow. Taxpayers 
a r e  a f fec ted  in an  opposite manner; their  t axes  will be withdrawn from their  
accounts sooner and they will lose t h e  use of those funds by one day. 
Although t h e  e f f e c t  on individual taxpayers is likely to be small, in t h e  
aggregate  a sizable cash acceleration to t h e  Treasury might be achieved. 

Implementation. The PPSSCC recommends t h a t  t h e  IRS undertake a 
pilot study at a service center  to test whether t h e  error  reconciliation s t e p  
can  be performed a f t e r  depositing checks rather  than before. If this test is 
successful, t h e  IRS could undertake t h e  reorganization of its work flow so 
t h a t  t h e  one-day speed-up could b e  achieved. The IRS is already planning 
such a test at one of its service centers  this  year. 

Reference. PPSSCC, Report  on Financial Asset Management Task 
Force. DD. 31-40. 
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ACCELERATE DEPOSITS OF FEDERAL RECEIPTS (ASSET-2-33 3- 1 9  3-5) 

Annual Added Revenues Cumulative 
(billions of dollars) Five-Y ear 

1985 1986 1987 1988 1989 Addition 

Addition to 
CBO Baseline cannot be est imated with available information. 

The budgetary impact  of t h e  PPSSCC recommendations 

PPSSCC Proposal. The PPSSCC recommends t h a t  t h e  Treasury 
acce lera te  the deposit of federal  receipts  by usinp, t h e  Treasury Federal  
Communications System (TFCS), "automatic account withdrawals," and 
lockboxes. These systems opera te  as follows: 

o The TFCS enables t h e  federal  government to e f f e c t  immediate  
fund withdrawals and deposits by electronic transfer. By requiring 
federal  payments to be remit ted by electronic transfer,  agency 
check processing and mail t ime can  be virtually eliminated. As 
each electronic transfer costs about $10 to $15, they can  be 
justified only for  payments over about  $10,000. A t  present, about 
$94 billion in federal  receipts a r e  collected through t h e  TFCS 
annually. 

o Automatic account withdrawal allows t h e  Treasury to collect  
payments from individuals or businesses by directly accessing their  
bank accounts through t h e  Automated Clearing House System. 
This system enables t h e  Treasury t o  withdraw payments f rom bank 
accounts  (and deposit them in Treasury accounts) on their  e x a c t  
due dates. The Treasury now uses this system to pay federal  
employees through t h e  "direct deposit" system. Although not now 
used by t h e  Treasury for  collections, automatic  account with- 
drawals can be used for  regularly recurring installment payments, 
such as loan repayments. (The Internal Revenue Service is planning 
to use this system to collect  installment payments on t a x  delin- 
quencies s tar t ing in 1985.) The system is not only fas te r  than 
mailing and processing paper checks, it is also cheaper. 

o Expanding t h e  use of lockboxes can  speed t h e  process of depositing 
federal  receipts. A lockbox system entails  selecting a rental  box in 
a cent ra l  post off ice  with a cont rac t  with a commercial  bank to 
service t h e  box. Payments a r e  sen t  to t h e  lockbox--not to t h e  
recipient agency--and are immediately processed and deposited by 
t h e  bank into a government account. The paperwork accompanying 
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such payments is then s e n t  on to t h e  agency by t h e  bank. The 
advantages of this system a r e  t h a t  t h e  most eff ic ient  post off ice  
can  be selected,  and t h a t  t h e  payments can be deposited faster.  
This system is now used to collect  about $1 billion in federal  
receipts  annually . 

In 1983, t h e  federal  government collected $857 billion in t a x  and other  
receipts. Of this amount, roughly $529 billion was collected through t h e  
federal  t a x  deposit system and $94 billion through TFCS; $31 billion was 
at t r ibutable  to intragovernmental  transactions. Thus, about $200 billion in 
receipts  (about $145 billion in t a x  and $55 billion in other  receipts) f rom t h e  
public were  not  paid through a n  accelerated collection method. This amount 
is basically t h e  maximum level of receipts  t h a t  might be subject to 
acceleration under t h e  above proposals. 

Budgetary Impact. The PPSSCC es t imates  t h a t  these proposals, if 
$0.7 billion fully implemented, would raise $9.7 billion over th ree  years: 

f rom grea te r  use of TFCS; $4.9 billion from lockboxes; and $4.1 billion from 
automat ic  account withdrawals. In addition, t h e  PPSSCC es t imates  t h a t  
$2.6 billion in interest  savings would b e  achieved over th ree  years from 
these cash collection procedures. 

The commission bases its $0.7 billion savings from TFCS on an  
es t imate  t h a t  $40 billion in receipts can be deposited six days earlier 
because of shortened mail and processing time. As t h e  Treasury does not  
have statistics on t h e  number or value of receipts grea te r  than $10,000 
apiece and not currently paid through TFCS, there  is no basis to evaluate  
t h e  accuracy of t h e  $40 billion est imate ,  or t h e  associated savings. 

CBO analysis suggests t h a t  t h e  PPSSCC savings e s t i m a t e  f o r  lockboxes 
($4.9 billion) is probably too high. The e s t i m a t e  is based on $140 billion in 
receipts'  being accelerated by 12.6 days. As a significant share  of these 
receipts a r e  t a x  payments, t h e r e  may be objections to t h e  use of lockboxes 
for  reasons of confidentiality--that is, taxpayers might object  to commer- 
cial  banks' having access to their  tax returns. Thus, t h e  potential  receipts  
t h a t  could be collected by lockboxes may be significantly less. If only other  
receipts  ($55 billion) were collected through lockboxes, t h e  revenue gain 
would b e  lowered to about $1.9 billion (using t h e  PPSSCC methodology). 

The $4.1 billion savings e s t i m a t e  from automatic  account withdrawals 
is spli t  in to  two parts: $0.9 billion for cash acceleration on loan repayments, 
and $3.1 billion f rom reduced loan delinquencies. The cash acceleration 
saving results f rom an  assumed 15.4-day savings in mail and processing t i m e  
on loan repayments of $21.6 billion ($21.6 billion is 60 percent of an  
est imated $36 billion in annual loan repayments). But t h e  PPSSCC e s t i m a t e  
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of $36 billion in total annual loan repayments is overstated,  because it 
counts  t h e  Federal  Financing Bank's purchases of agency loans as repay- 
ments. In fiscal year 1983, loan repayments f rom t h e  public were only about 
$25 billion. In addition, t h e  15.4-day savings in t i m e  is probably too high, as 
agencies have moved to speed up their  deposits in recent  years. 

The e s t i m a t e  of savings from reduced loan delinquencies is based on 
t h e  assumption t h a t  25 percent  of delinquent loans will be collected over 
th ree  years. This 
assumption may be overoptimistic, as about 90 percent  of loan delinquencies 
a r e  older than 90 days, and about 70 percent  have been delinquent for more  
than one year. This suggests that most delinquencies a r e  not simply the 
result  of oversight or neglect; therefore,  t h e  associated savings a r e  probably 
overstated.  

(About $10 billion in federal  loans a r e  delinquent.) 

Two other  concerns related to these es t imates  are t h a t  they involve a 
significant transition period before they can be fully implemented, and t h a t  
t h e  proposals overlap one another. For example, some loan repayments may 
be counted in with t h e  lockbox savings as well as in with t h e  savings for 
au tomat ic  account withdrawal. These reasons suggest t h a t  t h e  initial 
savings from t h e  proposals would likely be much lower than t h e  commission's 
long-run est imates ,  and t h a t  t h e  sum of t h e  individual savings overs ta tes  t h e  
t o t a l  savings available from a n  lloptimalll mix of al l  th ree  collection 
methods. On the other hand, these  collection methods could result in 
significant long-term savings in administrative costs. The proposed methods 
a r e  generally more cost-effective (from a processing standpoint) than t h e  
current  use of agency personnel. In fact, t h e  administrative savings may b e  
larger than any revenue gain in cash accelerat ion or interest  in t h e  long run. 

Program Impact. The PPSSCC proposals would acce lera te  t h e  govern- 
ment's cash flow. They would also reduce t h e  t i m e  payers have use of their  
funds--that is, withdrawals from their  bank accounts  would occur sooner 
than at present. Although these proposals would not a l te r  any s ta tu tory  or 
contractual  payment-due dates,  they would effect ively move up t h e  d a t e  by 
which payment transactions a r e  completed. 

Use of t h e  au tomat ic  account  withdrawal system might also reduce 
t h e  amount of loan delinquencies t h a t  result from oversight or neglect. The 
PPSSCC es t imates  t h a t  loan delinquencies might be reduced by 25 percent  
because loans a r e  serviced on a n  immediate  basis. 

Implementation. The Treasury could speed t h e  adoption of these  
systems by issuing appropriate regulations. In general, Congressional act ion 
would not b e  necessary to adopt any of these initiatives. The Treasury 
already encourages the  use of TFCS and lockbox systems, and grea te r  use of 
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these systems and au tomat ic  account withdrawal can  b e  expected in t h e  
future. To the  extent t h a t  agencies do not participate in these programs, 
fur ther  regulatory action may be necessary. 

Additional Comments. GAO believes t h a t  th ree  considerations should 
be made before great ly  expanding lockbox operations. First, procedures 
need to be developed for ensuring t h a t  lockbox operations a r e  cost effec- 
tive. The PPSSCC cost es t imate  was based on one example in California, 
and the  benefit-cost ra t io  may not be t h e  same in a l l  areas. Second, 
adequate  controls a r e  not in place to ensure t h a t  t h e  banks operating t h e  
lockboxes t ransfer  a l l  receipts  when required. Without such controls, t h e  
Treasury does not have sufficient assurance t h a t  t h e  funds a r e  accelerated 
as desired. Finally, it would have to be determined whether t h e  Treasury 
should opera te  t h e  lockboxes rather  than banks. This alternative,  which has 
not been adequately examined, would eliminate the  reliance on banks t o  
transfer funds promptly and to provide grea te r  control at a possibly lower 
overall cost to t h e  government. In addition, with regard to t h e  expanded use 
of t h e  TFCS collection process, GAO believes t h a t  g rea te r  control is needed 
to ensure t h a t  t h e  depositories transfer t h e  fcmds promptly once t h e  
depositor authorizes payment. Bank delays in transferring t h e  funds would 
reduce t h e  savings at t r ibutable  t o  t h e  TFCS. 

Reference.  PPSSCC, Task Force Report  on Financial Asset Manage- 
ment,  pp. 31-54. 
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EXTEND FEDERAL TAX DEPOSIT SYSTEM TO INDIVIDUAL ESTIMATED 
TAX PAYMENTS (ASSET-3-2) 

Annual Added Revenues Cumulative 
(billions of dollars) Five-Y e a r  

1985 1986 1987 1988 1989 Addition 

Addition to 
CBO Baseline 0.1 0.1 0.1 0.1 0.1 0 . 3  

PPSSCC Proposal. Under current  law, individual taxpayers with self- 
employment income or other  taxable income (such as interest  o r  dividends) 
a r e  required to pay est imated taxes  on a quarterly basis. By April 15 of the  
following year, taxpayers are required to cover any difference between their  
es t imated taxes and their  ac tua l  liability for the  year. These payments a r e  
mailed to an Internal Revenue Service (IRS) service center  and processed at 
t h a t  point. In 1982, t h e  IRS issued proposed regulations (see 47 Fed. Reg. 
31889) tha t  would require the  quarterly payments to be  deposited with a 
Federal  Reserve bank or other depository institution authorized .to receive 
federal  taxes. This form of tax  payment is referred to as a Federal  Tax 
Deposit (FTD) and is t h e  method used for deposit of most taxes, such as 
withheld income or Social Security taxes. The regulations did not, however, 
require taxpayers to use t h e  FTD method of payment for the  reconciliation 
payment due by April 15 of the  following year. (In general, quarterly 
es t imated taxes a r e  required to cover only 80 percent of a taxpayer's annual 
liability--the remaining 20 percent  can  be remit ted by April 15 of t h e  
following year.) 

The PPSSCC proposal recommends t h a t  the  IRS require taxpayers who 
pay quarterly es t imated taxes  also to use the FTD system to make their  
April 15 reconciliation payments. This would involve l i t t le  additional e f for t  
as it would only entai l  t h e  inclusion of a n  ex t ra  FTD form in each 
individual's tax packet. After the  PPSSCC's analysis, however, the  IRS 
withdrew the  regulations requiring FTD deposits for the quarterly es t imated 
tax  deposits. Thus, the regulations upon which t h e  PPSSCC based its 
recommendations a r e  no longer in effect. The PPSSCC favors the reissu- 
ance  of such regulations, although this is not a formal recommendation. For 
t h e  purposes of this analysis, the  PPSSCC proposal will be assumed to 
include the  effects of t h e  reissuance of Treasury regulations requiring FTD 
deposit of quarterly es t imated taxes, as well as the  use of FTD deposits for 
reconciliation payments. 
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Budgetary Impact. Although t h e  PPSSCC proposal would acce lera te  
t h e  Treasury's cash flow, it would not  increase fiscal year receipts. Because 
none of t h e  est imated tax payment da tes  overlaps t h e  end of a fiscal  year, 
CBO es t imates  t h a t  there  would be no change in tax receipts. (The due 
d a t e s  for es t imated tax payments a r e  April 15, June  15, September 15, and 
January 15 of t h e  following year.) CBO's savings estimate for this proposal 
is $0.1 billion annually--$0.3 billion over t h e  1985- 1989 period--and ref lects  
reduced Treasury borrowing costs from the  accelerat ion of receipts  within 
e a c h  fiscal  year. The PPSSCC es t imates  t h a t  just t h e  use of FTD for final 
reconciliation would generate  interest  savings of $47 million in t h e  f i rs t  
year and $156 million over a three-year period; no increased revenues a r e  
a t t r ibuted to cash acceleration for any fiscal year, however. 

Program Impact. The use of t h e  FTD system to collect  es t imated tax  
deposits would reduce t h e  IRS processing and mail t ime needed to deposit 
those payments. Taxpayers would have their  payments c leared more rapidly 
as withdrawals from accounts would occur sooner. In 1983, about  10 million 
taxpayers paid est imated taxes in t h e  amount  of $46 billion. As FTD depos- 
its would speed up deposits by five to seven days, these taxpayers would 
essentially be required to pay their  taxes  sooner. 

Implementation. The IRS would have to issue regulations requiring t h e  
payment of quarterly es t imated taxes  by FTD, such as those originally 
issued in 1982. In addition, t h e  regulations would have to require t h a t  April 
15 reconciliation payments be made by FTD. 

Reference. PPSSCC, Report  on Financial Asset Management, pp. 
41-54. 
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ACCELERATE COLLECTION OF ALCOHOL AND 
TOBACCO TAXES (ASSET-3-31 

Annual Added Revenues Cumulative 
(billions of dollars) Five-Year 

1985 1986 1987 1988 1989 Addition 

Addition to 
CBO Baseline 0 . 9  -0 .2  * * * 0 . 8  

* Less than $50 million. 

PPSSCC Proposal. In general, producers of alcohol and tobacco 
products a r e  currently required to send in (remit)  excise taxes  on a semi- 
monthly basis. Taxes related to product shipments during t h e  f i rs t  half of a 
month a r e  due by the  end of t h a t  month; taxes  for t h e  second half of a 
month a r e  due by t h e  15th of t h e  following month. In addition, federal  
regulations require large alcohol and tobacco f i rms (companies with a n  
annual excise t a x  liability of more than $5 million) to pay their  taxes  by 
electronic  funds transfer (EFT). (An EFT payment results in a n  immediate  
t ransfer  of funds from t h e  taxpayer's bank account to a government 
account,  thereby shortening mail and processing t ime from what would 
otherwise to ta l  about five days.) More than 90 percent  of t h e  aggregate  
alcohol and tobacco t a x  liability is covered by t h e  regulations for EFT t a x  
payment. 

The Congress has enacted cer ta in  exceptions to the  above rules for 
excise t a x  payments. In t h e  Trade Agreements Act  of 1979 (P.L. 96-39), t h e  
Congress extended t h e  payment due d a t e  for distilled spiri ts  producers by 15 
days. Distilled spiri ts  taxes a r e  now due one month a f t e r  a tax period has 
ended (each month is split into two tax periods defined by the 1st to t h e  
15th, and the 16th to t h e  end of t h e  month). For example, t axes  for t h e  
f i rs t  half of a month a r e  not due until t h e  15th of t h e  following month, 
instead of at t h e  end of the  current  month. 

In t h e  Technical Corrections Act  of 1982 (P.L. 97-4481, tobacco prod- 
uct manufacturers were allowed a n  e x t r a  ten-day grace period for payment 
of taxes. Taxes for t h e  f i rs t  half of a month a r e  now due by t h e  10th day of 
t h e  following month. 

The Congress has also enacted legislation--H.R. 4139, as referenced by 
t h e  Continuing Resolution, 1984 (P.L. 98-15 1)--to prohibit t h e  Treasury from 
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implementing t h e  regulations related to EFT payments of excise taxes. The 
prohibition contained in H.R. 4139 also prevents t h e  collection of excise 
taxes through t h e  use of lockboxes (see t h e  i tem "Accelerate Deposits of 
Federal  Receipts"). Thus, alcohol and tobacco excise taxpayers a r e  effec- 
tively allowed t o  remi t  their  payments by mail, even though regulations 
require EFT payment. 

The PPSSCC proposal for accelerat ing alcohol and tobacco t a x  collec- 
tions involves t h e  elimination of a l l  deferrals beyond t h e  end of a t a x  period, 
as well as enforcement  of t h e  regulations requiring EFT payment of taxes. 
Thus, most alcohol and tobacco producers would be required to pay their  
taxes  by EFT immediately upon t h e  end of a t a x  period. 

CBO es t imates  t h a t  this proposal would raise $0.9 
billion over the  1985-1989 period. This saving is 

at t r ibutable  to t h e  cash accelerat ion received by t h e  Treasury. The to ta l  
three-year savings est imated by t h e  PPSSCC is $1.2 billion. The PPSSCC 
e s t i m a t e  of t h e  first-year savings from cash accelerat ion is also about $0.9 
billion. The CBO overall es t imate ,  however, excludes interest  earnings of 
$294 million included by t h e  PPSSCC for the  proposal. 

Program Impact. The PPSSCC proposals would reduce t h e  grace  per- 
iods allowed distillers by 30 days; tobacco manufacturers by 25 days; brew- 
e r ies  by 15 days; and wine cellars by 15 days. As taxes  would be due 
immediately at t h e  end of each  semi-monthly period, producers would no 
longer be able to make use of the  funds dedicated to tax  payments between 
t h e  t i m e  a t a x  liability is determined and when i t  is paid. 

The producers a f fec ted  by these  proposals object to the  shortening of 
t h e  grace  period, e i ther  through elimination of deferrals or implementation 
of EFT collection. Their basic argument  against  the  acceleration is t h a t  
there  is a relatively long lag between the  t ime shipments a r e  made by pro- 
ducers  and t h e  t ime payments a r e  made by purchasers. According to the  
Distilled Spirits Council of t h e  United States ,  for example, the  average age 
of receivables for distillers is about 75 days--that is, i t  takes  distillers about 
75 days to receive payment for shipments. Making distillers pay their  taxes 
within an  average of seven or  eight days a f t e r  shipment would require the  
companies to finance their  tax payments over t h e  65-70 days until they 
received payment. This cost, according to producers, would be a n  excess 
burden on their  operations. On t h e  other  hand, distillers could require more 
immediate  payment for t h e  goods they ship. I t  is not  c lear  why t h e  Treasury 
should assist producers in extending t rade  c red i t  to their  customers. 

Implementation. To acce lera te  t h e  collection of alcohol and tobacco 
taxes,  t he  Treasury would have to issue regulations eliminating t h e  standard 
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15-day grace  period between t h e  t i m e  a t a x  period ends and t h e  t ime pay- 
ment  is due. Also, t h e  Congress would have to e n a c t  legislation repealing 
t h e  special extensions allowed distilled spiri ts  and tobacco products pro- 
ducers. To enforce the  regulations requiring EFT payment of taxes, t h e  
current  appropriations ban on t h e  Treasury would have to be lifted. This 
would not require a change in law; t h e  current  restrictions expire automat- 
ically (unless renewed) at the  end of fiscal  year 1984. 

Reference.  PPSSCC, Report  on Financial Asset Management, pp. 41- 
54. 
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ACCELERATE COLLECTION OF CUSTOMS DUTIES (ASSET-3-4) 

Annual Added Revenues Cumulative 
(billions of dollars) Five-Year 

1985 1986 1987 1988 1989 Addition 

Addition t o  
CBO Baseline 0 . 3  * w * * 0.4 

* Less than $50 million. 

PPSSCC Proposal. Import brokers a r e  generally required to pay 
customs duties within t e n  business days a f t e r  t h e  goods have been released 
by t h e  Customs Service. This system allows importers t o  take  immediate 
possession of their  goods, but not remit  t h e  associated duties until about two 
weeks later. GAO has est imated t h a t  in 1976 t h e  average length of t ime 
between release of imported goods and payment of duties was 12.4 days. 

The PPSSCC recommends t h a t  t h e  ten-day deferral  be eliminated, 
thereby requiring duties to be paid upon release of imported goods. This 
could be achieved through the  use of revolving accounts with brokers; upon 
t h e  importation of goods, t h e  Customs Service could immediately withdraw 
the  est imated duties from a broker's account. An al ternat ive to this 
immediate payment system would be t h e  assessment of interest  on outstand- 
ing duties, s tar t ing at t h e  t i m e  goods a r e  released. Brokers would be 
allowed t h e  same grace period as now, but would be assessed interest  during 
t h e  interim. Both these options would el iminate  most of t h e  profit  from 
deferring t h e  payment of duties once goods a r e  released. 

Bud e t a r  Im act. CBO es t imates  t h a t  t h e  PPSSCC proposal would 
raise + 0.3 billion in 1985 and $0.4 billion over t h e  1985-1989 period. The 
PPSSCC first-year savings es t imate  f rom cash acceleration is $344 million 
and is about t h e  same as t h e  CBO estimate.  The total  three-year saving 
est imated by t h e  PPSSCC is $458 million, including $114 million in interest  
savings. The overall CBO e s t i m a t e  shown here  is lower because i t  excludes 
t h e  interest  earnings est imated by t h e  PPSSCC for t h e  proposal. 

Program Impact. Eliminating t h e  deferral  period for customs duties 
would allow t h e  Treasury to acce lera te  its cash flow. Brokers would be 
affected in tha t  they would no longer be allowed to defer  payment of duties. 
To t h e  ex ten t  t h a t  brokers a r e  now able to receive goods (and assess 
importers t h e  associated duties), they would no longer be able to earn 
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interest  by deferring duty payments. From a financial standpoint, t h e  
elimination of the  deferral  period or t h e  assessment of interest  would have 
t h e  same effect on the  government's budget. 

Implementation. In order to establish revolving accounts, and elimi- 
n a t e  the  ten-day deferral ,  the  Customs Service would have to issue regula- 
tions. The al ternat ive of charging interest  on deferred duties would also 
require regulations outlining the  assessment system. In the  past, however, 
t h e  Congress has objected to these types of proposals. In t h e  fiscal year 
19 83 Customs Service authorization (In te rna t  ional Trade Authorizations, 
P.L. 97-456), t h e  Congress res t r ic ted t h e  Service from reducing the  ten-day 
deferral  period. Although this restriction is not now in effect, the  House 
has recently expressed its objections to both reductions in the deferral  per- 
iod and interest  charges (see H.R. 2602 and House Report  98-105). 

Additional Comments. GAO concurs with the  PPSSCC proposal and 
recommends t h a t  t h e  Treasury either reduce t h e  deferrals allowed importers 
or col lect  interest  on t h e  deferred duties. 

References. PPSSCC, Report  on Financial Asset Management, pp. 41- 
54. GAO, Import Duties and Taxes: Improved Collection, Accounting, and 
Cash Managrnent Needed (FGMSD-78-50, August 21, 1978). 
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APPENDIXES 





APPENDIX A. COMPUTERIZED INDEX OF THE GRACE COMMISSION 
RECOMMENDATIONS 

The Congressional Budget Office (CBO) has established a com- 
puterized d a t a  base obtained from the  President's Pr ivate  Sector Survey on 
Cost Control (PPSSCC) t h a t  provides summary information on each of their  
recommendations for achieving budgetary savings. This d a t a  base allows 
CBO to generate  lists of PPSSCC recommendations sor ted in a variety of 
categories,  which can serve as useful indexes to t h e  Grace Commission 
reports. 

The computer data base includes a brief narrat ive description of e a c h  
recommendation as well as t h e  dollar savings t h a t  PPSSCC est imated could 
be achieved during t h e  f i rs t  th ree  years of implementation. Each recorn- 
mendation was also coded by t h e  Grace Commission for a number of 
different  i tems, including: 

1. 

2. 

3. 

4. 

5. 

6. 

The PPSSCC task force report  t h a t  makes t h e  recommendation. 

What action is necessary to implement t h e  recommendation 
(administrative action, Congressional action, o r  Presidential ac- 
tion). 

The budget function category t h a t  would be affected (for 
example, national defense, energy, transportation). 

The House and Senate  authorizing commit tees  t h a t  would have 
jurisdiction over t h e  programs af fec ted  by t h e  PPSSCC recom- 
mendations (added by CBO). 

The House and Senate  Appropriations subcommittees and other  
"direct spending" commit tees  t h a t  provide t h e  funds for t h e  
spending programs af fec ted  by t h e  recommendations (added by 
CBO). 

The federal  agencies and bureaus t h a t  administer t h e  affected 
programs. 

The PPSSCC recommendations a r e  grouped by issue categories  in the  
task force  reports. These issue groupings are also contained in the  
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computerized da ta  base, so t h a t  lists of issue areas  can be produced as well 
as lists of individual recommendations. The da ta  base contains 2,426 
separate  recommendations grouped into 765 different issue categories. 

PPSSCC Reoor ts 

The PPSSCC recommendations a r e  contained in 47 separate  reports. 
Thirty-six of the reports were prepared by separate  PPSSCC task forces. 
Twenty-two of the  36 task forces were assigned to study specific depart- 
ments and agencies, and the  other 14 studied functions cutt ing across 
agency lines, such as personnel, da t a  processing, and procurement. In 
addition, the  PPSSCC Management Office prepared 11 reports on selected 
issues. 

Table A-1 provides a list of 46 separate  PPSSCC reports as well as the  
task force numbers and PPSSCC task-force-issue codes tha t  a r e  contained in 
the  computer da ta  base. One PPSSCC management office report  on 
Anomalies in the  Federal  Work Environment is  not included in the  computer 
da ta  base. The table also gives a count of the  number of issues and 
recommendations for each repgrt  t ha t  is contained in the  da ta  base. 

The computer da ta  base includes PPSSCC est imates  of potential 
budgetary savings for all reports except three. The three PPSSCC reports 
tha t  do not have budget savings associated with the  recommendations are: 

Task Force No. PPSSCC Report 

14 Federal  Management Systems 

41 

50 

Financial Management in the  Federal  
Government 

Information Gap in the Federal 
Government 

Because of the  overlapping nature  of the  PPSSCC reports, i t  is 
important to note tha t  identical or similar recommendations may be 
contained in two or more reports. Thus, there  a r e  several  instances of 
double counting of the  potential budgetary savings in the  PPSSCC reports 
and in the  computer da ta  base. The PPSSCC has given i t s  es t imates  of the  
ex ten t  of this duplication in i ts  report  t o  the  President, and i t s  es t imates  of 
duplicated savings are contained in the computer da ta  base in task force 
number 40 da ta  fields. 
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TABLE A-1. PPSSCC REPORTS 

Task 
Force  
No. PPSSCC Reports 

PPSSCC 
Issue No.of No. of 
Code Issues Rec's. 

TASK FORCE REPORTS 

1 
2 
3 
4 

5 
6 
7 
8 
9 

10 

11 

12 
13 
14 
15 
16 

17 

18 

19 
20 
21 
22 
23 
24 
25 

Agriculture 
Air Force 
Army 
Automated Data/Processing/ 

Boards/Com missions-Banking 
Boards/Commissions-Business Related 
Commerce 
Defense-Office of Secretary 
Education 
Energy (including Federal  

Energy Regulatory Commission 
and Nuclear Regulatory Commission) 

Environmental Protection Agency/ 
Small Business Administration/ 
Federal  Emergency Management Agency 

Federal  Construction Management 
Federal  Feeding 
Federal  Management Systems 
Financial Asset Management 
Health & Human Services-Department 

Office Automation 

Management/Human Development 
Ser vices/ACTION 

Health Service/Health C a r e  
Financing Administration 

Services Administration 

Health & Human Services-Public 

Health & Human Services-Social 

Federal  Hospital Management 
Housing & Urban Development 
Interior 
3 ustice 
Labor 
Low Income Standards and Benefits 
Navy 

AG 59 
USAF 22 
ARMY 21 

ADP 18 
BANK 41 
BUS 96 
COMM 12 
OSD 40 
EDUC 9 

ENERGY 21 
EPA, or 
SBA, or  
FEMA 28 
CONST 23 
FEED 6 
FMS 10 
ASSET 35 

HHSMGT 8 
HEALTH, or 
PHS 20 

S S  A 10 
I-IOSP 13 
HUD 10 
INT 9 
JUST 10 
LABOR 14 
LISAB 9 
NAVY 16 

154 
50 
78 

58 
84 

289 
29 
73 
60 

82 

78 
23 
15 
35 
90 

117 

71 

56 
60 
51 
27 
37 
49 
24 
69 

_ _ - - - - _ _ _ - _ _ _ _ _ - _ _ - - - - - - - - - - - - - - - -  
(continued) 
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TABLE A-1. PPSSCC REPORTS (Continued) 

PPSSCC 
Issue No.of No. of 
Code Issues Rec's. 

Task 
Force 
No. PPSSCC Reports 

TASK FORCE REPORTS (continued) 

PER 18 97 26 
27 

Personnel Management 
Procurement /Contracts/hventor y 

Real Property Management 
Research and Development 
Land, Facilities and Personal 

State/AID/USIA 
Transportation 
Treasury 
User Charges 
Veterans Administration 
Privatization 

Management 

Property 

PROC 
PROP 
R&D 

22 
10 
8 

57 
52 
26 

28 
29 
30 

3 
10 
22 
23 
22 
8 
9 

9 
31 
69 
63 
57 
24 
22 

LAND 
STATE 
TRANS 
TREAS 
USER 
VETS 
PRIV 

31 
32 
33 
34 
35 
36 

MANAGEMENT OFFICE REPORTS 

37 Publishing, Printing, Reproduction 

Travel and Traffic Management 
Wage Setting Laws: Impact on the 

Financial Management in the 

Federal Retirement Systems 
Federally Subsidized Programs 
Opportunities Beyond PPSSCC 
The Cost of Congressional 

Federal Health Care Costs 
Information Gap in the Federal 

and Audiovisual Activities 

Federal Government 

Federal Government 

Enroachment 

Government 

7 
4 

29 
1 1  

PPAV 
TTM 38 

39 
3 13 WAGE 

41 
FINANC 
RETIRE 
SUBS 
EX 

4 
9 
1 

11 

13 
27 

4 
12 

43 
46 
47 
48 

CONG 
MEDIC 

5 
1 

32 
5 49 

50 
INFO 5 14 

PPSSCC DUPLICATIONS 

DUP 62 65 40 Duplicated Savings 



PPSSCC Savings Est imates  

The PPSSCC dollar es t imates  of potential  savings to t h e  federal  
government of its various recommendations a r e  in t e r m s  of three-year 
projections based on when first-, second-, and third year par t ia l  or full 
implementation will occur, and not  in te rms  of specific fiscal years. The 
PPSSCC character izes  its es t imates  as being of a "planning" nature  and not 
a "budget" quality. Therefore, t h e  PPSSCC cautions users of its reports and 
its computer d a t a  base against  using these dollar es t imates  in making 
specific budgetary proposals. 

The PPSSCC believes t h a t  t h e  majority of i t s  recommendations can  be 
fully substantiated. I t  notes, however, t h a t  t h e  recommendations a r e  not al l  
based on t h e  same level of research analysis and substantiation. According- 
ly, t h e  PPSSCC has divided i t s  recommendations into t h e  following three  
categories  of l'supportability." 

o Category I -- 

o Category I1 -- 

o Category 111 -- 

Fully substantiated and defensible. Recommenda- 
tions in this category are ,  in t h e  opinion of t h e  
PPSSCC task force, convincing and deserving of 
prompt implementation. 

Substantially documented and supportable. 
Recommendations in this category may not  be 
fully rationalized o r  documented in t h e  report, 
but a l l  indications to the  task force point to t h e  
desirability and defensibility of proceeding with 
their  implementation. 

Potentially justifiable and supportable. Recom- 
mendations in this category are not  regarded by 
t h e  PPSSCC as fully supported in t h e  report ,  
because of t ime, personnel resources, and o ther  
constraints, but a r e  deemed worthy of further 
analysis to determine t h e  fu l l  e x t e n t  of their  
merit.  

The various PPSSCC recommendations in t h e  computer d a t a  base a r e  
coded for these "supportability" categories (I, 11, or  111). I t  should be noted 
tha t  the PPSSCC report  to t h e  President uses dollar savings es t imates  only 
for those recommendations assigned to categories  I and 11. 

The PPSSCC savings es t imates  in t h e  computer d a t a  base also are 
divided into four types of savings: 
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o Spending reductions. These a r e  denoted by the  descripter Ikash- 
save" or "cash" and refer to potential savings in budget outlays. 

o Revenue enhancements. These a r e  denoted by the  descripter 
llrev-savell or and refer to potential increased government 
receipts, including off setting receipts recorded on the spending 
side of the  federal budget. 

o Interest savings. These a r e  denoted by the  descripter "interest" 
or "intI1 and refer to potential reduced interest costs as the  result 
of lower budget deficits or higher interest-bearing cash balances. 

o Cash-flow savings. These a r e  denoted by the  descripter !'cash- 
flow" or "flow" and refer t o  one-time potential savings by 
accelerating receipt collections or delaying cash outlays. 

In calculating three-year potential savings, the Grace Com mission 
excludes the fourth type of savings--cash-f low savings. However, in 
estimating the possible budgetary impact of the PPSSCC recommendations 
for specific fiscal years, possible cash flow effects a r e  important. Also, 
CBO usually does not es t imate  possible interest savings for individual 
proposals in budget plans, although it does estimate such savings for the  
aggregate effects of a combination of budget proposals. 

Implementation Authority 

The PPSSCC has divided its recommendations according to the type of 
action tha t  it believes is necessary to achieve implementation. It  specifies 
three types of action: 

o Administrative action (A). Implementation can be achieved 
through agency actions. 

o Congressional action (C). Implementation requires Congressional 
approval or a change in law. 

o Presidential action (P). Implementation requires some kind of 
Presidential directive or executive order. 

Each recommendation in the PPSSCC computer data  base has been coded by 
the  Grace Commission for implementation authority (A, Cy or PI. Each 
issue a rea  also has been coded for implementation authority, based on what 
authority is judged necessary for achieving the  largest part of the savings 
estimates. 
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Budget Functions 

The Grace  Commission coded its recommendations t h a t  would a f f e c t  
t h e  spending side of t h e  federal  budget according to t h e  budget functions 
used by t h e  President's budget for fiscal  year 1984. These budget functions 
and their  numeric codes a r e  shown in Table A-2. PPSSCC recommendations 
t h a t  c u t  across budget functions, such as personnel costs, a r e  put into a 
multifunction category, as a r e  proposals t h a t  would a f f e c t  revenues. 

CBO Additions To The Data  Rase 

Congressional Committees.  The CBO has added House and Senate  
authorizing and spending commit tee  codes to each of t h e  PPSSCC recom- 
mendations. The "authorizing committee" is t h a t  commit tee  t h a t  has sole 
or shared legislative/oversight jurisdiction over t h e  program or act ivi ty  t h a t  

TABLE A-2. BUDGET FUNCTIONS 

Numeric 
Code Budget Function 

No. of No. of 
Issues Rec's. 

050 
150 
250 

270 
300 
350 
370 
400 
450 
500 

550 
600 
700 
750 
800 
850 
999 

National Defense 
International Affairs 
General  Science, Space and 

Energy 
Natural  Resources and Environment 
Agriculture 
Commerce and Housing Credi t  
Transportation 
Community and Regional Development 
Education, Training, Employment 

Health 
Income Security 
Veterans Benefits and Services 
Administration of Just ice  
General Government 
General Purpose Fiscal Assistance 
Multifunction Proposals or Revenues 

Technology 

and Social Services 

Total 

128 
20 

2 
28 
50 
32 
97 
44 
16 

20 
37 
43 
14 
15 
42 

3 
174 

765 

- 

357 
56 

3 
123 
146 
79 

290 
104 
40 

117 
136 
212 

51 
58 

132 
7 

515 

2,426 

- 

34 1 



would b e  a f fec ted  by t h e  recommendation. The "spending commit tee"  is t h e  
Congressional c o m m i t t e e  in each  House t h a t  has jurisdiction over t h e  ac tua l  
expenditure of funds for t h e  program or act ivi ty  a f fec ted  by t h e  PPSSCC 
recommendation. In many instances, the  spending commit tees  is the 
Appropriations Committee.  In these cases, t h e  CBO has coded t h e  
recommendations by appropriation subcommittees. In other  instances, such 
as for most en t i t l ement  programs, t h e  spending commit tee  is the  authoriz- 
ing commit tee  because the  spending policies can only be al tered through 
changes in law. 

Determination of c o m m i t t e e  jurisdiction has been based on t h e  rules 
of e a c h  House or historical jurisdiction over laws t h a t  govern t h e  program or 
act ivi ty  involved in t h e  PPSSCC recommendation. In several  instances, t h e  
PPSSCC recommendations could not be assigned to a specific standing 
commit tee  or appropriations subcommittee. In these instances, CBO has 
assigned the issue or  recommendation to the  Appropriations Commit tee  in 
general, or to "multiple authorizing committees." Table A-3 provides a list 
of Congressional commit tees  and the  codes CEO used in assigning 
commit tee  jurisdiction t o  the  PPSSCC recommendations. 

CBO-GAO Analysis. Those PPSSCC issues and recommendations t h a t  
a r e  reviewed by CBO and GAO in their  joint report  to t h e  Budget 
Commit tees  a r e  identified in t h e  computer d a t a  base by an  asterisk affixed 
to t h e  PPSSCC issue and recommendation code. 

CBO Computer Reports  

To faci l i ta te  requests from Congressional commit tees ,  Members, or 
staff, t he  CBO has developed a number of standard computer  reports  from 
t h e  PPSSCC computer d a t a  base. 

These reports show recommendations grouped by issue and codes for 
implementation authority, supportability, budget function, and House and 
Senate  authorizing and spending committees.  Recommendations reviewed 
by CBO and GAO a r e  indicated by an  asterisk. Projected savings as 
est imated by t h e  Grace  Commission a r e  shown by type for each  year of 
implementaion, and a r e  totaled. 

Summary reports show total savings by type for each summary 
category, as well as by category, and grand totals. Duplicated savings are 
ne t ted  out. Different reports can  be produced by varying t h e  sor t  sequence 
and selection cri teria.  All detailed reports  can  be restr ic ted to any 
combination of implementation authority and supportability codes. The 
standard reports a r e  as follows: 
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TABLE A-3. CONGRESSIONAL COMMITTEES 

CBO Congressional Commit tee  or  No. of No. of 
Code Appropriations Subcommittee Issues Rec's. 

AUTHORIZING COMMITTEES - HOUSE OF REPRESENTATIVES 

20 
22 
24 
30 
40 
31 
32 
36 
42 
44 
46 
47 
52 
54 
56 
58 
33 

Agriculture 
Armed Services 
Banking, Finance and Urban Affairs 
Education and Labor 
Energy and Commerce 
Foreign Affairs 
Government Operations 
Interior and Insular Affairs 
Judiciary 
Merchant Marine and Fisheries 
Post Office and Civil Service 
Public Works and Transportation 
Science and Technology 
Small  Business 
Veterans Affairs 
Ways and Means 
Multiple Commit tees  (Grace Report)  

AUTHORIZING COMMITTEES - U.S. SENATE 

64 
66 
68 
72 
74 
76 
78 
80 
82 
86 
87 
94 
92 
90 
96 

Agriculture, Nutrition, and Forestry 
Armed Services 
Banking, Housing and Urban Affairs 
Commerce,  Science, and Transportation 
Energy and Natural  Resources 
Environment and Public Works 
Finance 
Foreign Relations 
Governmental  Affairs 
Judiciary 
Labor and Human Resources 
Small Business 
Temporary Select  Commit tee  on Indian Affairs 
Veterans Affairs 
Multiple Commit tees  (Grace Report)  

86 

56 
46 

103 
14 
92 
26 
16 
31 
77 
56 
19 
18 
19 
81 
82 

139 '. 

84 
139 
62 
72 
40 
62 
88 
14 

166 
16 
71 
18 
5 

19 
81 

209 
379 
159 
252 
416 

42 
270 
61 
44 
61 

238 
156 
41 
42 
64 

224 
95 

208 
380 
181 
199 
124 
164 
244 

42 
516 

44 
325 

42 
14 
64 

114 
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TABLE A-3. CONGRESSIONAL COMMITTEES (Continued) 

CBO Congressional Commit tee  or No. of No. of 
Code Appropriations Subcommittee Issues Rec's. 

APPROPRIATIONS COMMITTEES 

AP 

AR 
CJ 

DE 
EW 
FA 
IH 
IN 
LA 

LB 
MC 
TR 
TY 

Full Commit tee  
Subcommittees 
Agriculture 
Commerce,  Justice,  State,  and the  Judiciary 

Defense 
Energy and Water Development 
Foreign Operations 
HUD-Independent Agencies 
Interior 
Labor and Health and Human Services 

Legislative Branch 
Military Construction 
Transportation 
Treasury-Postal Service 

and Related Agencies 

and Education 

176 

63 

63 
134 
34 
15 
67 
42 

80 
2 
4 

40 
112 

368 

151 

192 
36 1 
120 
43 

196 
105 

39 1 
3 
9 

87 
298 

Task Force Reports 

1. Detailed report  in sequence by PPSSCC task force. Subtotals by 
task force. 

2. Same as (1) but without t h e  House and Senate  Commit tee  codes. 

3. Detailed report  showing only t h e  issues and recommendations t h a t  
were reviewed by CBO and GAO. 

4. Summary report. 

Budget Function Reports 

1. Detailed report  in sequence by budget function with subtotals. 
Duplicated savings, which a r e  not assigned to a specific function, 
appear at the  end of the  report. 
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2. Summary report .  

Commit tee  Reports 

1. Detailed reports in sequence by: 
a. House Spending Commit tees  
b. Senate  Spending Commit tees  
c. House Authorizing Commit tees  
d. Senate  Authorizing Commit tees  

If jurisdiction is shared with another commit tee ,  t,,e t i t l e  of t h a t  
other  commit tee  is also shown. The to ta l  savings for an  issue a r e  
shown, ra ther  than the  sum of t h e  recommendations under t h e  
subject commit tee ,  to point out  whether t h e  commit tee  is respon- 
sible for a l l  or  only a par t  of t h a t  issue's savings. 

2. Detailed report  for any one commit tee .  

3. Summary reports for each  commit tee  show t h e  amount of savings 
by type broken down by implementation authority,  and as a 
percentage of t h e  to ta l  survey savings. 

Agency Bureau Reports 

1. Detailed report  in sequence by federal  agency and bureau, with 
subtotals. Duplicated savings a r e  included in t h e  "multi-agency 
distribution." 

2. Summary report. 

Implementation Authority Reports 

1. Any detailed report ,  regardless of sor t  sequence, c a n  be limited to 
one or two of t h e  implementation authori ty  types. 

2. Summary of t h e  to ta l  survey savings broken down by implementa- 
tion authority. 

Sample pages from several  computer  reports a r e  shown on t h e  
following pages. Requests for computer  lists of the  PPSSCC recommenda- 
tions should be addressed to the  CBO Budget Analysis Division (226-2835 or 
226-28 12). 
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COmRESS10FIAL BClDGET OFFICE 
DATA MANAGEHENT SERVICES 

O A T €  . . . : 02/l0/84 
PAGE.. . : 1 

PRESIDENTS PRIVATE SECTOR SUAVEY ON COST 
m A R 1  OF RECOIWENUEO SAVINGS BY TASK 

TASN TASK F U K E  TITLE 

1 A 6 R I C U L N R f  
2 A I R  FORCE 
3 ARMY 
4 AUTOHATED DATA PROCESSINt /Of f ICE AUTOHATIOH 
5 BOARDS L COmISSIONS - BANKING 
6 BOARDS & COnnISSIUNS - BUSINESS 
7 COMMERCE 
8 OEFENSE - OFFICE OF THE SECRETARY 
9 EDUCATION 

10 ENERGY/FEOERAL ENERGY RES CO)Q.IISS/EUCLEAR R 
I I  ENVIRONHENTAL PROTECTIOWSIIALL BUSINESS/FED 
12 FEOERAL CONSTRUCTION MANAGEHENT 
I3  FEDERAL FEEDING 
14 FEDERAL MANAGEMENT SYSTEMS 
15 F INANCIAL  ASSET MANAGEMENT 
16 HEALTH L HUIAN SERVICES - HOP/ACTIOH 
17 HEALTH k HUMAN SERVICES - PHS/HCFA 
18 HEALTH L HUMAN SERVICES - SSA 
19 FEOERAL HOSPITAL MANAGEMENT 

w 20 

22 m 
23 
24 
25 
26 
27 
28 
29 
30 
31 
32 
33 
34 
35 
36 
37 
30 
39 
40 
41 
43 
46 
47 
48 
49 
50 

TOTAL 

c 21 
H O k I N G  & URBAN DEVELOPMENT 
INTERIOR 
JUSTICE 
LABGR 
LOU I W W E  STANIARDS I BENEFITS 
NAVY 
PERSONNEL MANAGEMENT 
PROCIIREMENT/CO~ACTS/INVEHT(IQI tfANAGEtlEKl 
REAL PROPERTY HANAGEMEW 
RESEARCH L OEVELOPHENT 
L A M ) / F A C I L I T I E S / P E R U L  PROPERTY W O E H E N  
STATE/AID/USIA 
TRANSPORTATION 
TREASURY 
USER CHARGES 
VETERANS ADMINISTRATIOH 
PRIVATIZATION 
P U B L I S H I N G / P R I N T I N G / E P R ~ ~ T I O N  L AUOIOVIS 
TRAVEL k TRAFFIC W G E H E N T  
WAGE SETTING LAUS 
OUPLICATEO SAVINGS 
FEDERAL F INANCIAL  MANAGEMENT 
FEOERAL RETIREMENT SYSTEHS 
FEDERALLY SUBSIOIZEO PROGRAMS 
OPPORrCMITIES BEYOND PPSSCC 
CONGRESSIONAL ENCROACHflENT 
FEOERAL HEALTH CARE COSTS 
INFORHATION GAP I N  FEOERAL GOVERfWENl 

CAW-SAVE 

10 1989.60 
27,603.70 
13,400.30 
29,431.70 

1.465.80 
3.054.90 
262.00 

44,434.90 
1,579.70 
2.776.30 
1,662.30 
5.472. 50 
10,035.70 

0.00 
739.50 
442.80 

12 0665.90 
7,930.60 
9,191.40 
2,421.10 
244.30 
128.40 

3,718.20 
6.685.00 
7,210 .OO 
49,830.50 
20,271 .OO 
3,302.60 
45,007.60 

200.70 
371.10 

2.704.90 
742.30 

0.00 
2.066. IO 
7.71 9.40 
1,463.00 
1.840.40 

11~650 .00  
-180,496. IO 

0.00 
58.100 .OO 
58,900.00 12.710.90 

7,755.30 
28,900.00 

0.00 

336~586.30 
_--------_ 

REV-SAVE 

616.20 
0.00 
0 .00  

102.80 
7~782.00 
929.00 
471 .OO 
248.20 
0.00 

1,290.90 
199.30 
0.00 

1.632.30 
0.00 

9,726.20 
0.00 

662.00 
980.00 

2~721.10 
581.90 

1,024.30 
666.90 
0.00 
0.00 
0.00 
0 . 0 0  
0.00 
0.00 

66.40 
426.20 
360.00 

1.705.30 
4.158.80 

20 I 975.30 
953.30 

17r226.20 
264.80 

0.00 
0.00 

-20,631.10 
0.00 
0.00 
0.00 

5 I 1 74.00 
1,070.00 

0.00 
0.00 

66eM3.30 
---------- 

CONTROL 
FORCE 

CASH - F LOY 

6.1 39.70 
0.00 
0.00 

644.30 
554.30 
33.50 
15.00 

0.00 
5.841 .OO 

89.40 
315.00 
0.00 
0.00 
0.00 

48,647.30 
477.00 
51.70 

4.661 .OO 
0.00 

666.70 
230.50 
288.40 
0.00 
0.00 
0.00 
0.00 
0.00 

231.00 
0.00 
0.00 
55.90 

436.00 
0.00 
0.00 

208.00 
0.00 
0.00 
32.10 
0.00 

-4 326.90 
0.00 
0.00 
0.00 
0 . 0 0  
0.00  
0.00 
0.00 

65.490.90 
---------- 

INTEREST 

1.394.80 
0 . 0 0  
0 . 0 0  
0.00 

150.80 
8.00 
3.30 
73.50 

1.240.10 
18.60 

0 . 0 0  
0.00 
0.00 
0. OD 

13-03?. 20 
158.90 
10.60 

476.40 
0.00 

(21 .90 
26.90 
54.80 

0 .00  
0.00 
0.00 
0.00 
0.00 
49.40 

0.00  
1 ~ 5 2 2 . 6 0  

1 1  .70 
144.40 

t ,626.40 
0.00 
53.90 

3.471 . I O  
0.00 
9.60 
0.00 

-2.252.10 
0.00 
0 . 0 0  
0.00 
0 . 0 0  
0 . 0 0  
0.00 
0.00 

2 1 ~ 4 2 1 . 2 0  
---------- 

TOTAL 

19rf40.30 
27r603.70 
13,400.30 
30,378.80 
9,952.90 
4.025.40 
751.30 

44.756.60 
8.668.80 
4,175.20 
2 9 176.60 
5,472.50 

11,668.00 
0.00 

72rl50.20 
1.078.70 
13.390 -20 

1 1  ~912.50 
3.791.60 
1,526 .OO 
1,138.50 
3.718.20 
6.685.00 
7,210.00 

49.830.50 
20.271 .OO 
3,583.00 

45r074.00 
2 s 149.50 
798.70 

4 ,??0.60 
1 1  9527.50 
20,975.30 
3~281.30 
28.41 7.10 
1,727.80 
1,882.10 
11,650.00 

-207~706.20 
0.00 

58,100.00 
5O.900,OO 
17,@84.90 
8.825.30 
28,900.00 

0.00 

489,881.70 

14.04a.00 

----------- 
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PRESIDENT'S PRIVATE SECTOR SURVEY MJ COST CONTROL 

(DOLLARS I N  H I L L I O N S I  
DETAIL LEVEL - BY TASK FORCE 

**I) AGRICULTURE '*a* 

R E C W  AUTH SUP FWC RECOmEMATIOFl DESCRIPTION 

ISSUE: PRMlDTE LOAN 6RADUATIM FOR NEW F M A  LOANS I A G - 0 0  

01-1 A I 35 ?tATCH NEW LOANS W I T H  A GRAOUATIOEI DP EXISTING LOAN 

01-2 A I 35 PERFORMANCE EVALUATIOIS BASED ON BRADUATIOW SUCCESS 

01-3 A I 35 GIVE C o u ( T Y  DFCRS INCENTIVES TO I N I T  W SRADUATIONS 

TOTAL OF RECUtIEtQATIONS 

w c 
-.J ISSUE: IMPROVE I(GpIT INFO SYSTEM8 (AS-02) 

02-1 A I1 35 INSTITUTE F'RDCEDVRES/STANDARDS W REWRTS CONTROL 

02-2 A I1 35 UPOATE FORHS AND REPORTS INVENTORY 

02-3 A I1 35 OBTAIN USER FEEDBACK DN PREPARED REWRTS 

02-4 A II 35 R A W  LOAN W A L I T Y  TO IMPROVE ACCOUNTABILITY 

02-5 A I1 35 CUlBINE/CONSDL RMS & HISDD INFORHATION SYSTEMS 

TOTAL OF RECOFWEMSATIONS 

H C M  SCUi HACDn SACCM 

AR 

AR 

AR 

Ai? 

AR 

AR 

AR 

*R 

AR 

AR 

AR 

AR 

AR 

AR 

AR 

AR 

20 64 

20 64 

20 64 

20 64 

20 64 

20 64 

20 64 

20 64 

TYPE 

CASH 
I N T  
TOT 

TOT 

TOT 

CASH 
I N T  
TOT 

TOT 

TOT 

TOT 

FLOW 
I N T  
TOT 

CASH 

CASH 
FLOW 
I N T  
TOT 

YEAR I 

91 .OO 
141 .OO 
232.00 

0.00 

0.00 

91 .OO 
141 .OO 
232.00 

0 . 0 0  

0 . 0 0  

0 . 0 0  

178.00 
17.80 
195.80 

0.70 

0.70 
178.00 
17.80 
196.50 

YEAR 2 

1OO.lO 
155.10 
255.20 

0.00 

0.00 

100.10 
155.10 
255.20 

0.00  

0 .00  

0 .00  

0 .00  
19.60 
19.60 

0.70 

0.70 
0.00 

19.60 
20.30 

YEAR 3 

110.10 
170.60 
280.70 

0.00 

0.00 

110.10 
170.60 
280.70 

0.00  

0 . 0 0  

0 .00  

0 . 0 0  
21.50 
21.50 

0.80 

0.80 
0.00 
21 -50 
22.30 

TOTAL 

301.20 
466.70 
767.90 

0.00 

0.00 

301.20 
466.70 
747.90 

0.00  

0 . 0 0  

0 .00  

178.00 
58.90 
236.90 

2.20 

2.20 
178.00 
58.90 
259.10 

I S W E :  W E  F I l  DIRECT L E W I S  TO FIXED AMT LOAN GUARANTEES IAG-03) 

03-1 c I 45 PRWIDE CREDIT ASSISTANCE THRCUGH LOAN GUARANTEES AR AR 20 64 CASH 68.20 75.10 82.60 225.90 
0.00 475.00 FLOW 475.00 0.00 

FODWTES: 1. YEARS 1M)XCATE YEARS OF IHPLEMENTATIW. NOT FISCAL YEARS. 
2. ASTERISK INDICATES THAT RECOWtNDATION WAS REVIEWED BY CEO AND SAD. 
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w 
-F 
00 

PRESIDENT'S PRIVATE SECTOR SIRVEY ON COST C M O L  
DETAIL  LEVEL - ISSUES REVIEWED BY CEO AND 6 A 0  

(DOLLARS I N  MILLIONS) 
*** AGRICULTURE *** 
REC E(BR AUTH SUP FUJC RECOmEEaATIf f l  D E S C R I P T I M  

ISSUE: UPDATE THRIFTY FOOD PLAN (TFP)  F M I L V  HAKEUP fAG-09)  

*09-1 C I 60 M A L L Y  UPDATE AGE I SEX OF TFP PARTICIPMTS 

HCOn SCOn HACON SACOH TYPE VEAR 1 YEAR 2 VEAR 3 TOTAL 

AR AR 20 6 4  CASH 1039.00 1142.90 1257.20 3439.10 

ISSUE: ELIf l INATE SCHOOL L W H / F 0 0 0  STAtlP BENEFIT OVERUP [Ab-13)  

*13-1 C I 6 0  INCLWE SCHOOL LUNCH BENEFITS AS INCOHE FOR E L I I I B I L I T Y  AR AR 20 

ISSUE: ELIMINATE CCC D O N I T I C M  HADE TO OMER AGENCIES (AG-221 

*22-1 P I 35 HOW FY 83 CCC DOHATIONS TO HAXItRJH S 7 2 M  

*22-2 P 1 35 ELIf l INATE ALL CCC OONATIONS I N  FY 84 

*22-2X P I 35 COneINED SAVINGS FOR RECONS 22-1 AND 22-2 

TOTAL OF RECOmEMATIONS: 

AR AR 20 

AR AR 20 

AR AR 20 

ISSUE: IMPROVE CASH MANAGEMEW OF T I W E R  SALES ( A 6 - 4 1 )  

W l - 1  A T I  30 IMPLEMENT A F IAT  PAVMENT StHEDULE FOR T I W E R  SALES I N  I N  20 

6 4  

6 4  

69 

6 4  

64 

CASH 

TOT 

TOT 

CASH 

CASH 

FLOW 
I N T  
Tor 

521 -00 

0.00 

0.00 

364.00 

364.00 

1500.00 
145.90 

573.10 

0 .00  

0 .00  

400.40 

400.40 

1575.00 
153.20 

1445.90 1728.20 

630.40 

0 .00  

0.00 

440.40 

440.40 

1650.00 
140.80 

1810.80 

1724.50 

0.00 

0 .00  

1204.60 

1204.80 

4725.00 
459.90 

51 84.90 

CASH 1924.00 2116.40 2528.00 6368.40 
REV 0 . 0 0  0 . 0 0  D.00 0 . 0 0  
FLOU 1500.00  1576.0P 1650.00 4725.00 
IMT 145.90 153.20 160.80 459.90 
TOT 3569.90 3044.60 4138.80 11553.30 

FOOTWTES: 1. YEARS IHJICATE YEARS OF IMPLEMENTATIONr NOT FISCAL YEARS. 
2. ASTERISK INDICATES THAT AECO~UIENDATION WAS REVIEUEO BY cao AMI GAO. 
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PRESIDENT'S PRIVATE SECTOR W V E Y  ON COST CONTROL 

(DOLLARS I N  H I L L I M I S J  
DETAIL LEVEL - HOUSE AUTHORIZING COWITTEE 

aW Hotme Agriculture tomittre 

RECEBR A W l i  SUP FUJC RECOmEWATIf f l  DESCRIPTION 

ISSUE: PROMOTE L O N  GRADUATION FOR NEW FtWA LOANS (AG-00 

01-1 A I 35 HATCH NEW LOAN3 WITH A BRADVATION OF EXISTING LOAN 

01-2 A I 35 PERFDRflANCE EVALUATIMJS BASED ON GRADUATION SUCCESS 

01-3 A I 35 SIVE CMMTY OFCRS INCENTIVES TO I N I T  LN GRADUATIONS 

TOTAL OF RECOHNENDATXONS (SEE FOOTWTE 2 b: 

ISSUE: IMPROVE nuSr INFO SYSTEMS fAG-02) 

02-1 A I f  35 INSTITUTE PROCEDIRES/STANDARDS ON REPORTS CWlROL 

02-2 A I1 35 UWATE FORMS AND REPORTS INVENTORY 

02-3 A I1 35 OBTAIN USER FEEDBACK ON PREPARED REPORTS 

02-4 A I1 35 R A W  L D I N  W A L I T Y  TO IMPROVE ACCOUNTABILITY 

02-5 A I1 35 COI1BINE/CONML R11S & MISDD INFORHATION SYSTEHS 

TOTAL OF RECOmENDATI0)39 (SEE FOOTNOTE 2) :  

ISSUE: IlWE FH DIRECT L E W I S  TO FIXED NIT LOAN GUARANTEES (AG-031 

03-1 C I 45 PROVIDE CREDIT ASSISTANCE THROUGH LOAN GUARANTEES 

TYPE 

CASH 
INT 
TOT 

TOT 

TOT 

CASH 
INT 
TOT 

TOT 

TOT 

TOT 

FLOW 
I K T  
TOT 

CASH 

CASH 
FLOW 
I N T  
TOT 

CASH 
FLOW 

YEAR 1 

91 .OO 
141 .OO 
232.00 

0.00 

0.00 

91 .OO 
141 .oo 
232.00 

0.00 

0.00 

0 .00  

178.00 
17.80 
195.80 

0.70 

0.70 

17.80 
196.50 

178.00 

68-20 
475.00 

YEAR 2 

100.10 
155.10 
255.20 

0.00 

0.00 

100.10 
155.10 
255.20 

0.00 

0 .00  

0.00 

0 .00  
19.60 
19.60 ' 

0.70 

0.70 
0.00 
19.60 
20.30 

75.10 
0.00 

YEAR 3 

110.10 
170.60 
280.70 

0.00 

0.00 

110.10 
170.60 
280.70 

0.00  

0 .00  

0.00 

0 . 0 0  
21.50 
21.50 

0.80 

0.80 
0.00  
21.50 
22.30 

82.60 
0 .00  

TOTAL 

301.20 
466.70 
767.90 

0.00 

0.00 

301.20 
466.70 
767.90 

0.00 

0 .00  

0 . 0 0  

178.00 

236.90 

2.20 

2.20 
178.00 
58.90 
239. IO 

58.90 

225.90 
475.00 

FOOTWTES: 1. YEARS INDICATE YEARS OF I ~ ~ P L E ~ ~ E N T A T I O N I  NOT FISCAL YEARS. 
2. ISSUE TOTALS 1HCLIA)E ALL  SAVINGS FOR THIS  ISSUE. REGAROLESS OF COPFnITTEE JUR1U)ICTION. 
3. ASTERISK INOICATES THAT RECO~ENDATION WAS REVIEWED BY CBO AND GAO. 
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PRESIDENT'S PRIVATE SECTOR SURVEY ON COST c o m a L  
DETAIL LEVEL - HOUSE SPENDING C W I T T E E  

lDOLLARS I N  HILLIONSI 

rn Appropriations C o a i t t o m  *I* 

REC WR A W H  SUP F W  RECDnnEWATION DESCRIPTION 

ISSUE: FEDERAL AOP LEADERSHIP A M  O I R E C T I m  ( A O P - 0 0  

09-1 P I 99 FORH OFFICE OF FEDERAL INFO RESOURCE HANAGEMENT (omn) 

01-2 ' P I 99 APPOINT DIRECTOR OF FEDERAL INFO RESOUlCE HGHT 

TOTAL OF RECOl(nENOAT1ONS (SEE FOOTNOTE 2 ) :  

ISSUE: AGENCY ADP UANAGEMENT (ADP-02) 

02-1-3 A I 99 ESTAB INFO RESOUICE HGR F L M T I O N  WITHIN EACH AGENCY 

TOTAL OF RECOIWEMATIONS (SEE FOOTNOTE 2): 

ISSUE: ADP ACQUISITION AMI TECHNICAL SUPWRT (ADP-031 

03-1 A I 80 DELEGATE AOP m m E n E m  AUTHORITY TO AGENCIES 

03-2 A I 80 R l B L I S H  ADP A C W I S I T I O N  GUIDELINES THROVtH GSA 

03-3 A I 80 CREATE TECHNICAL ADVISORY GROUP WITHIN o m  
03-4 A I 80 HAJNTAIN INVENTORY OF ALL  GOVT HWARE/SWARE/CC)?"IS CAPABS 

03-5 A I 80 MEASURE BENCHMARKS AGAINST BENEFITS OF A - I 0 9  

TOTAL OF RECOnnEMATIONS (SEE FOOTNOTE 2 ) :  

ISSUE: HARDWARE L SOFTUARE RESOURCES MANAGEMEMT (ADP-04) 

104-1 A I 99 EXAM ADP SYSTEHS FOR OBSOLESCENCE C RESPONSIVENESS 

*04-2 A I 99 CONDLCT ANALYSIS OF SYSTEM EFFECTIVENESS W I N  EA AGENCY 

*04-3 A I1 99 PROHOTE VARIETY OF PLAN/TECH TOOLS FOR ADP OPERATIONS 

FOOTNOTES: I .  YEARS INOICATE YEARS OF IHPLEHENTATION. NOT FISCAL YEARS. 

TYPE YEAR I YEAR 2 YEAR 3 TOTAL 

TOT 

TOT 

TOT 

TOT 

TOT 

TOT 

TOT 

TOT 

TOT 

TOT 

TOT 

CASH 

TOT 

CASH 

0 . 0 0  

0 .00  

0 . 0 0  

0 . 0 0  

0 .00  

0 .00  

0.00 

0 .00  

0.00 

0.00  

0.00 

500.20 

0.00 

33.00 

0.00 

0.00  

0.00 

0 .00  

0 .00  

0 .00  

0 . 0 0  

0 .00  

0 . 0 0  

0.00 

0.00 

l100.30 

0.00 

181.50 

0.00  

0 . 0 0  

0 . 0 0  

0.00 

0.00 

0.00 

0 . 0 0  

0.00 

0 .00  

0 . 0 0  

0 .00  

1815.50 

0.00 

399.30 

0.00 

0 .00  

0 .00  

0.00 

0.00 

0.00 

0.00  

0.00 

0 .00  

0 .00  

0.00 

341 6.00 

0.00 

613.80 

2. ISSUE TOTALS INCLUDE ALL SAVINGS FOR THIS  ISSUE, REGARDLESS OF COIVIITTEE JURISDICTION. 
3. ASTERISK INDICATES THAT RECOfWEtOATION WAS REVIEWED BY CEO AND GAO. 



CONW)ESSIOWIL BWGET OFFICE 
DATA MANAGEMEW SERVICES 

PRESIDENT'S PRIVATE SECTOR SWVEY ON COST C m O L  
O E l A I L  LEVEL - SENATE SPENDING COtPlITTEE 

IDOLLARS I N  MILLIONS) 

ann Swat. Banlting. Housing and Urban A f f a i r s  Commi t tee  wt* 

R E C W  Acm( SUP F U T  RECLPWEMATION DESCRIPTION 

ISSUE: FEDERAL FINANCING B M  WGETARY TREAMENT (ASSET-31) 

31-1 C I 80 BRING FFB-RELATED ACTIVITY W I  UNIFIEO BUDGET TOTALS 
JURISIDICTION SHARE0 UITH: 
Senat. Finance Commi t tee  

TOTAL OF RECOMIENOATIONS (SEE FOOTNOTE 2 I: 

ISSUE: FHLBB: USER FEES FOR AGENCY BORROUINGS (BAM(-19) 

19-1 C I 37 CHARGE THE FHLBB SYSTEM A USER FEE FOR AGENCY STATUS 

19-2 C I 37 L I M I T  INVESTHEWS OF D I S T  BAM(S TO U.S. TREAS OBLIGS 

TOTAL OF RECOnnEM)ATIW 1 SEE FOOTNOTE 2 I:  

ISSUE: FHLBB: COLLECTION OF PREMILMSP ASSESSMENTS L FEES (BANK-21) 

21-1 A I 37 W E R T A X E  COLLECTION BY DIRECT DEBIT 

TOTAL OF RECOnnEMIATIONS (SEE FOOTNOTE 21: 

ISSUE: NCUA: CEHTRAL L I W I D I T Y  FACILITY (BAN(-24) 

24-3 C 11 37 L I M I T  CLF INVESTHENTS TO 

TOTAL OF RECUHMENIATIONS (SEE FOOTNOTE 2 I : 

U.S. TREASIRY OQLIGATIONS 

ISSUE: NCUA: PWSKDHTROL OF AOP F W T I O N S  (BAW-25)  

25-1 A I 37 ESTABLISH ADP STEERING C m I T T E E  

l T P E  

CASH 

CASH 

TOT 

TOT 

TOT 

FLOU 
I N T  
TOT 

FLOU 
I N T  
TOT 

TOT 

CASH 

TOT 

YEAR 1 

146.50 

146.50 

0.00 

0 .00  

0.00 

33.30 
3.30 

36.60 

33.30 
3.30 

36.60 

0.00  

1.00 

0.00  

YEAR 2 

161.10 

161.10 

0.00 

0.00 

0 .00  

0.00  
3.60 
3.60 

0.00 
3.60 
3.60 

OATE: 02/1 3/84 
PAGE: i 

YEAR 3 

177.30 

177.30 

0.00 

0 .00  

0 .00  

0.00 
4 .00  
4.00 

0.00  
4.00 
4.00  

TOTAL 

484.90 

484.90 

0.00 

0 .00  

0.00 

33.30 
10.90 
44.20 

33.30 
10.90 
44.20 

0 .00  0 .00  0.00 

1.90 2.10 5.00 

0.00 0.00 0.00 

FOOTNOTES: 1. YEARS INDICATE Y k i  OF IMPLEMENTATION. HOT FISCAL YEARS, 
2. ISSUE TOTALS INCLUOE ALL SAVINGS FDR THIS ISSUE, REGARDLESS OF COM?lIlTEE JURISDICTION. 
3. ASTERISK INDICATES THAT RECOHIIENDATION WAS REVIEWED BY C 8 0  AND GAO. 
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PRESIDENT'S PRIVATE SECTOR SVRVEY Ow COST CONTROL 
DETAIL LEVEL - SENATE AUTHORIZING COMIITTEE 

(DOLLARS IN n r L L I o t < s ~  

I H  Sccu tm F i n a n c e  C a r i t t n  *.a 

RECNBR AUfH SUP F W  RECO(+IEMATION DESCRIPTION 

ISSUE: U.S. CUSTOCIS SERVICE: ADP IJTILILATIOH (AOP-081 

08-1 A I1 75 CMSTINUE WPPORT OF AOP H O O E R N I U T I W  PLAN 

08-2 A I1 75 PRIORITIZE DEVELOP OF AUTOHATED BROKER INTERFACE PGtl 

08-3 A I 75 PUBLISH OA GUIOELINES RE: SPECIFICATIONS & POLICIES 

08-4 A I 75 DELEGATE A U l H  FOR OA PROJECTS TO REGIONAL COtPlISSIONERS 

08-5 A I 75 DEVELOP LONGRANGE M P  PLAN U I T H I N  CUSTMlS 

TOTAL OF RECUIHEMATIMJS (SEL FOOTNOTE 2): 

ISSUE: IRS: P R W U C T I V I N  IHPRWEHENT t ADP-1 7 )  

17-1 A I 80 ACCELERATE I R S  ADP REPLACEMENTS 

17-2 C I 80 UPGRADE AOP RESOURCES UITHIN I R S  
JLWIISIOICTION SHARED WITH: 
Senate Governmen ta l  A f f a i r s  C o a i t t H  

17-3 A I 80 COMPLETE REVISE0 TAX PROCESSING SYSTEfl BY 1987 

17-4 A I 80 PERFORH COST/BENEFIT ANALYSIS OF IRS ADP PUNS 

TOTAL OF REC0HMEH)ATIOHS (SEE FOOTNOTE 21: 

ISSUE: COLLECTIOH ANU DEPOSIT OF,RECEIPTS (ASSET-02) 

*02-1 C I 99 REWIRE STATE GOVTS TO REHIT F I C A  : PYT IMIUSTRY 

*02-2 A I 99 VERIFY IRS-RPS ENTRY AFTER CHECK PASSES SYSTEH 

TYPE YEAR 1 YEAR 2 YEAR 3 TOTAL 

CASH 

TOT 

CASH 

TOT 

TOT 

CASH 

TOT 

TOT 

TOT 

TOT 

TOT 

FLOW 
I N T  
TOT 

FLOW 
I N T  
TOT 

1.60 

0.00 

0.50 

0.00 

0.00 

2.10 

0.00  

0 . 0 0  

0 .00  

0.00 

0.00 

1250.00 
125.00 

1375.00 

661.30 
66.10 

727.40 

24.40 

0.00 

1.40 

0.00 

0.00 

25.80 

0.00  

0.00 

0.00 

0.00  

0.00 

0.00 
137.50 
137.50 

0.00 
72.70 
72.70 

57.50 

0.00 

3.40 

0.00 

0.00 

60.90 

0.00  

0 .00  

0 . 0 3  

0.00 

0.00  

0.00 
151.20 
151.20 

0 . 0 0  
80.09 
80.00 

63.50 

0.00 

5.30 

0.00 

0.00 

88-80 

0 .00  

0 .00  

0.00 

0.00 

0.00 

1250.00 
413.70 

1663.70 

661.30 
218.80 
880.10 

FOOTNOTES: 1. YEARS INDICATE YEARS OF IHPLEMENTATION, NOT F I S C A L  YEARS. 
2. ISSUE TOTALS I N C L M E  ALL SAVINGS FOR THIS  ISSUEP REGAROLESS OF COIIPIITTEE JURISDICTION. 
3. ASTERISK I W I C A T E S  THAT RECOrPlEtUlATION WAS REVIEWEO BV CEO AN0 GAO. 
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NATIWAL DEFENSE 
INTERNATIONAL AFFAIRS 
GENERAL SCIEEKE, SPACE, AW TECHH)LffiY 
ENERGY 

AGRICULTURE 
COMlERCE AND HIXISING CREDIT 
TRANSPORTATION 
COMIu)1ITY AN0 REGIONIL DEVELOPHENT 
EDUCATIONI TRAINING, EHPLOYHENTI IM Soc 
HEALTH 
INCOHE SECIRITY 
VEtERANS BENEFITS *M SERVICES 
ADHINISTRATION OF JUSTICE 
OENERAL GOVERNHEW 
BENERAL PURPOSE FISCAL ASSISTAWE 
HULTIPLE F W T I O N S  

NATURAL RESOCRCES Am ENVIRWEIIT 

DATE...: 02/10/84 
PAGE...: 1 

PRESIOEWS PRIVATE SECTOR W V E Y  OH COST CWTROL 
s u + u R Y  OF RECOPMEWED SAVINGS BY FUNCTION 

F W T I O N  TOTAL 
DUPLICATES (TASK 40)  

NET TOTAL ( F W  - DUPLICATES) 

CASH-SAVE 

124~553.20 
1,265.70 
1.522.60 
3.945.10 
1,661 .OO 
2,579.70 
3 t 565.30 
4,916,90 
1~413.20 
1,838.80 

441660.20 
19,652.41 
9.481 . I O  
515.60 

19 s 768.50 
3.90 

275~738.80 

517~062.40 
-180~496.10 

334~586.30 

_____--__- 

___--_---- 

REV-SAVE 

2r272.30 
360.00 

0.00 
22.255.10 
4.424.20 

985.90 
11683.40 
4,451 - 0 0  

141.40 
1.572.20 
662.00 

6,949.70 
2.394.50 
1,049.70 
9.178.30 

0.00 
28,434.70 

87.014.40 
- 2 O m 1 .  10 

66~383.30 

---------- 

---------- 

CASH-FLU4 

9.425.00 
1,437.90 

0.00 
389.40 

4,944.90 
178.00 
688.30 
436.00 
667.70 

5.641 .OO 
528.70 

5.182.00 
208.00 
44.20 

14~050.00 
0.00 

25.596.70 

69 I 81 7.60 
-4,326.90 

65e490.90 

____-_____ 
---------- 

INTEREST 

1r886.00 
469.10 

0.00 
3,322.90 
2 ~ 0 0 5 . 8 0  
525.60 
185.40 
257.40 
219.30 

1.246.10 
169.50 
616.30 
53.90 
5.00 

7,036.30 
0.00 

5.672 -70  

23,673.30 
-2.252.10 

21,421 .EO 

----___-_- 

---------- 

TOTAL 

1 38.1 36 -50 
3.532.70 
1.522.60 

29 .912.50 
13,035.90 
4 I 269.20 
6,522.40 
10~061.30 
2.441.60 

I O  ,500. I O  
46,020.40  
32,400.40 
12 t 137.90 
1,614.50 

, 50,033.10 
3.90 

335~442.90 

697.587.90 
-207,706.20 

489,881 -70 

--------_-_ 

----------- 
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*** NATIOEIAL DEFENSE *** 
REC EltlR AUTH SUP F M  RECOWIEI 

PRESIDENT'S PRIVATE SECTOR SURVEY ON COST CONTROL 
DETAIL LEVEL - BY BUDGET FUIKTION 

IOOLLARS I N  HILL IONS)  

\TIOH OESCRIPTION HCOn 5COn HACOn SACOn 

ISSUE: DEPT OF THE ARHY: ADP t S K f  L PUEEIING (ADP-10) 

10-1 A I1 05 CREATE AUTUIATION C m  TO OEVEL LWGRAMGE ADP P U N  DE DE 22 

10-2-3 A 11 05 USE "VIABLE" SYSTEM FOR ARHY ADP PROCLIREMENT DE DE 22 

DE OE 22 10-3X A 11 05 C-INED SAVINGS FOR RECOm 10-1 ANI 10-2-3 

TOTAL OF RECMHEMATIONS: 

ISSUE: DEPT OF THE AIR FORCE: IMPROVED INFO SYSTEHS (ADP-12) 

12-1-2 A 11 05 UTIL IZE  CLEAR OBJECTIVES I N  ADP PROCUREMENT/OEVELOPtlENT OE OE 22 

12-5 A I1 05 EMPHASIZE FlMCTIONIL VS TECHNICAL AREAS FCW ADP 

12-3X A I1 05 COIBINED SAVINGS FOR RECOHS 12-1-2 AND 12-3 

TOTAL OF RECfmnEMATIONS: 

ISSUE: DEPT OF DEFENSE: INVENTORY HANAGEMENT SYSTEMS (ADP-16) 

*16-1 A I 05 OEFINE/BUILD INVENTORY HGHT SYSTEM ON HODULAR BASIS 

*16-2 P I 05 APPROVE DO0 EXPEMlS FOR PROCUREnEHT OF HWARE/SWARE 

*16-2X P I 05 CMlBINED SAVINGS FOR RECOHS 16-1 A M )  16-2 

TOTAL OF R E C U U i E M A T I M :  

ISSUE: R E C R U I T I N C ~ A I N I F X ; / D I S T I ~ I O E I  OF NEW ENLISTEES I A R P I Y - 0 0  

01-1 A I1 05 APPT HGR OF RECRUITING/TRNG/DISTIB OF NEH ENLISTEES 

01-2 A 11 05 AUTOHATE ENLISTED PERSONNEL ASSIGM'IENT SYSTEM 

01-3 A I1 05 ENFORCE EXISTING PERSOWEL W I L I Z A T I O N  W L I C I E S  

DE OE 22 

DE DE 22 

DE OE 22 

DE DE 22 

DE DE 22 

DE DE 22 

DE DE 22 

DE DE 22 

66 

66 

66 

66 

66 

66 

66 

66 

66 

66 

66 

66 

TYPE 

TOT 

TOT 

CASH 

CASH 

TOT 

TOT 

CASH 

CASH 

TOT 

TOT 

CASH 

CASH 

TOT 

TOT 

TOT 

YEAR 

0 . 0 0  

0 . 0 0  

250 .00  

250 .00  

0 ..oo 

0.00 

172.60 

172.60 

0.00 

0.00 

288.00 

288.00 

0.00 

0 . 0 0  

0 . 0 0  

YEAR 

0.00 

0.00 

275.00 

275.00 

0.00 

0.00 

194.30 

194.30 

0.00 

0.00 

4425.00 

4425 .00  

0.00 

0.00 

0.00 

YEAR 3 

0.00 

0 . 0 0  

302 .SO 

302.50 

0.00 

0.00 

213.70 

213.70 

0.00 

0.00 

1361.20 

1361.20 

0.00 

0 . 0 0  

0 . 0 0  

TOTAL 

0.00 

0.90 

827.50 

827.50 

0.00 

0.00 

580.60 

580.60 

0.00 

0.00 

6074.20 

6074.20 

0.00 

0.00 

0.00 

FOOTNOTES: 1. YEARS I M I C A T E  YEARS OF IHPLEHENTATIOEI. NOT FISCAL YEARS. 
2. ASTERISK IWICATES THAT ISSUE WAS REVIEYED BY CBD AM) GAO. 
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AGBU AGEHCY-WEAU T ITLE 

PRESIDENTS PRIVATE secim SUIVEI ON CWT CONTROL 
Su(rldslY OF RECMQIEMED SAVINGS BY AGENCY-BUREAU 

0348 O f f i c m  of Hmagoment and B u d g o t  
0414 Ag.ocy f o r  I n t o r r u t i t ~ n m l  D o v ~ l o p m m t  
0420 Ovor5eas P r i v a t o  Xnvaitmnt C o r p o r a t i m  
0500 Department of A g r i c u l t u r m  
0600 D e p a r t n o n t  of C a m n r c o  
0700 D o p a r t m m t  of D e f o n s ~ - - l l i I i t a r y  
0900 Department of H o a l t h  and Human Sorvicn 
1000 Department of t h o  Intrr ior  
1100 D e p a r t n m t  of Jmt ico 
1200 Department of Labor 
1212 Pens ion  B a n o f i t  G u a r a n t y  C o r p o r a t i o n  
1400 Department of Stat. 
1500 Department o f  t h e  T r o a s u r y  
‘1800 E d u c a t i o n  A c t i v i t i e s  
1900 Energy  A c t i v i t i e s  
2000 Env i ronmen ta l  P r o t e c t i o n  A m y  
2100 Department of T r a n 5 p o r t a t i o n  
2500 Department of H o w i n g  and U r b a n  Dovolop.l.nt 
2700 Of f i c .  of P a r r o n n e l  b n a g t m m t  
2900 V e t a r a m  A d m i n i i t r a t i o n  
3001 A c t i o n  
3024 C i v i l  A o r w u t i c s  Bwrd 
3038 Commodity F u t u r e s  T r a d i n g  Commiss ion  
3041 Consumer P r o d u c t  S a f e t y  Commiss ion  
3048 E x p o r t - I m p o r t  Bank of  tho United S t n t n  
3052 Farm C r e d i t  A d m i n i s t r a t i o n  
3064 F e d e r a l  D e p o s i t  Imuranco C o r p o r a t i o n  
3067 F e d e r a l  Emergency Hanagoment A g e m y  
3069 F o d e r a l  Homo Loan Bank B o a r d  
3072 F o d c r a l  H a r i t i m o  C o m i s r r i m  
308+ F o d e r a l  T rado  Commission 
3090 G e n e r a l  S o r v i c o s  A . d m i n i 5 t I d i O t 3  
3120 I n t a r s t a t .  Conmorc. C o n n i s r i o n  
3133 National C r e d i t  Uliw A h i n i m t r a t i o n  
3202 D c c t p a t i w l  S f o t y  and H o a l t h  R0vi.w C a i  
3206 D f f i c o  of Pers-1 bnagrsont 
3210 P o s t a l  S . r v i c o  
3220 R a i l r o a d  R e t i r w m t  BMrd 
3245 S m a l l  Bminass A c h i n i s t r a t i o n  
3316 TOnno~BOO V a l l o y  A u t h o r i t y  
5564 D e p a r t m m t  o f  T r e a s u r y  
5590 S y n t h o t i c  F U O ~ B  C o r p o r a t i o n  
9900 h l t i - a g m c y  distribution 

TOTAL 

CASH -SAVE 

248.70 
156.60 
5.60 

11~068.70 
303.00 

124.591.40 
23,456.70 

460.50 
113.30 

1,818.60 
30.10 
214.50 
700.00 

31891.60 
618.70 

4,849.1 0 
2,457.40 
1,522.60 
9.481.50 

26.70  
42.20 
0.00 
8.30 
4.60 
0.00 
0 .03  

997.40 
20.00 
3.10 
3.60 

556.50 
22.50 
6.60 
2.10 

35,938.40 
2 ,668.50 
19289.60 
231.70 
214.00 

18.20 
106,470.90 

I ,587.90 

484.90 

---------- 
336.586.30 

REV-SAVE 

0.00 
%O.OO 

0 .00  
1.461 .OO 

471 -00  
3.676.60 
1.642.00 
1,610.10 
666.90 
0.00 

3,650.60 
’ 0.00 

9.522.30 
1.572.20 

22,212.10 
0.00 

4.451 .OO 
590.00 
0.00 

2,394.50 
0.00 
0.00 
37.70 
0.00 
0.00 

272.70 
0.00 

54.20  
0.00 
0.00 

0.00 
379.00 
0.00 
0.00 

369.80 
2,319.10 
199.30 
83.80 
0.00 
0.00 

6,660.50 

66.383.30 

648.10 

I ,07a.80 

---------- 

CASH-FLU4 

0.00  
0.00 
0.00 

8~106.70 
15.00 

9.425.00 

230.50 

0.00 
262.00 
55.90 

141316.00 
5.841 .OO 

0.00 
436.00 
666.70 
0.00 

208.00 
0 . 0 0  
0.00 
0 . 0 0  
0 . 0 0  
0.00 
0.00 
0.00 
10.00 
33.30 
0.00 
0.00  

231.00 
0.00 
0.00 
0.00 
0.00 
23.50 
259.00 
315.00 
0.00 
0.00 
0.00 

5,ia9.70 

288.40 

89.40 

19,488. ao ------_--- 
65.490.90 

INTEREST 

0.00 
0 .00  
0 . 0 0  

2~061.00 
3.30 

I d386.00 
645.90 

1~549.50 
54.80 

0 . 0 0  
54.10 
11.70 

7rI24.40 
I ,248 .  10 
3.223.60 

0.00 
257.40 
121.90 
0.00 

53.90 
0.00 
0.00  
0.00 
0.00  
0.00 
0.00 
0.00 
3.30 
10.90 
0.00 
0.00 
49.40 

0 . 0 0  
0 . 0 0  
0 . 0 0  
0 .00  
4.70 

0.00 
0.00  
0 . 0 0  
0 . 0 0  

2~971.50 

21.421 -20  

85 .ao 

____--_-__ 

TOTAL 

248.70 
516.60 
5.60 

22.697.40 
792.30 

139.579.00 
30 s 934.30 
3~850.60 
1,818.60 1 v 123.40 

3 s 996 .BO 
282.tO 

31,662.70 
lOr249.20 
29,416.70 

618.70 
9 s  993.50 
3 I 836.00 
1.522.60 
12,137.90 

26.70 
42.20 
37.70 
8.30 
4.60  

272.70 
1~010.70 
118.40 
3. IO 
3.60 

1*915.70 
22.50 
385.60 
2.10 

35 I 938.40 
3.066 .SO 
3,953.50 
746.00 
297.80 

18.20 
135.591.70 

489.881.70 

64a.to 

484.90 

----------- 
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APPENDIX B. PPSSCC THREE-YEAR SAVINGS ESTIMATES AND CBO 
BUDGET ESTIMATES FOR FISCAL YEARS 1985-1987 

The preceding chapters  of this report  discuss 90 sets of proposals made 
by t h e  President's Pr ivate  Sector Survey on Cost Control (PPSSCC) for  
achieving cost savings. The table t h a t  follows lists these'proposals in t h e  
order t h a t  they appear  in this volume, and gives t h e  PPSSCC three-year 
savings est imate ,  n e t  of duplications, for e a c h  proposal as well as t h e  three- 
year sum of t h e  CBO es t imates  for  fiscal  years  1985-1987. 

The CBO savings es t imates  summarized in Table B-1 were not con- 
s t ructed on the s a m e  basis as t h e  Grace  Commission es t imates  and, there- 
fore,  are not fully comparable. The CBO es t imates  show t h e  potential bud- 
g e t  impact  for  f iscal  years 1985-1987, assuming implementation beginning 
October 1, 1984. The  PPSSCC character ized its es t imates  as being of a 
"planning" na ture  and not of Itbudget" quality. They represent potential  
savings during t h e  f i rs t  th ree  years of implementation without regard to 
specific fiscal  years. In some instances, t h e  PPSSCC reports  acknowledge 
t h a t  t h e  recommendations could not b e  implemented in t h e  next th ree  years. 
In other  instances, t h e  reports make clear  t h a t  t h e  potentia1 savings would 
come much later--in t h e  1990s or even later.  

The CBO savings es t imates  also were calculated in  federal  budget 
accounting terms; t h a t  is, in te rms  of budget authority, outlays, and reve- 
nues. The  CBO savings es t imates  for  1985-1987 shown in Table B-l are in  
t e r m s  of added revenues and/or lower outlays from t h e  levels projected 
under a continuation of current  laws and policies. Thus t h e  CBO savings 
es t imates  indicate t h e  potential  e f f e c t  of t h e  PPSSCC proposals for reduc- 
ing projected budget deficits. The Grace  Commission savings estimates,  on 
t h e  other  hand, were sometimes calculated in te rms  not used for  t h e  federal  
budget. As a result, many of t h e  PPSSCC savings es t imates  a r e  not t r u e  
indicators of possible budget deficit  reductions in t h e  next th ree  years. 

For example, t h e  PPSSCC savings es t imates  f o r  its proposed changes 
in federal  civilian and mili tary ret i rement  benefits  a r e  based on projected 
payroll costs in t h e  years 2001 to 2003 and have been discounted to their  
es t imated 1983 value. - 1/ The CBO es t imates  for  these proposals included in 

1. The precedent for this approach is the  t rea tment  of military retire- 
ment  costs in t h e  1985 defense budget, which is on a similar accrual  
accounting basis. However, in the new budget t rea tment ,  t he  accrual  
costs a r e  offset  in other  accounts, making modest t h e  overall impact  
of long-term changes on near-term outlay and def ic i t  totals. 
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Table B-1, however, a r e  based on t h e  potential  impact  for  reducing t h e  
1985-1987 budget def ic i ts  and, understandably, a r e  considerably lower. On 
t h e  other  hand, t h e  PPSSCC savings es t imates  most widely used by t h e  
G r a c e  Commission do not include cash-flow changes, although these are 
noted separately. Accelerating t a x  collections, debt  repayments,  or other 
changes in cash flow, however, can have a measurable impact  on t h e  level of 
federal  revenues and outlays for  a specific fiscal  year and thus c a n  result in 
lower budget deficits. These effects a r e  included in t h e  CBO budget 
estimates.  

Two other  cavea ts  should be be considered in comparing t h e  CBO and 
Grace  Commission savings est imates ,  First, in order to develop many of t h e  
cost estimates,  specific assumptions have t o  be made about t h e  details  of 
t h e  proposals and how they would be implemented; in some instances, CBO 
analysts could not find t h e  PPSSCC's assumptions in its published reports  or  
background materials. Theref ore, t h e  CBO assumptions might not exact ly  
re f lec t  what  t h e  PPSSCC t ask  forces  assumed for their  savings estimates.  
Second, t h e r e  is a g r e a t  amount of uncertainty t h a t  should be a t tached  to 
many of t h e  PPSSCC and CBO savings est imates ,  particularly for  proposals 
t h a t  call  for  substantial  change in current  laws, policies, and administrative 
practices. There usually is no way to determine exact ly  what happened in 
t h e  past  when laws, policies, or pract ices  were similarly changed, so it is not  
possible to determine t h e  e x t e n t  to which projected e f f e c t s  for  these  
changes were realized. As a result, a number of assumptions have to be 
made about how fu ture  changes will a f f e c t  government spending and reve- 
nues, and these may not prove to be correct.  

The potential  def ic i t  reductions for 1985-1987 resulting f rom t h e  
adoption of a l l  of t h e  PPSSCC recommendations could be larger than those 
shown in Table B-1, since t h e  CBO es t imates  apply to 70 percent  of t h e  
savings est imated by t h e  Grace  Commission. Also, t h e  CEO estimates do 
not  include possible dynamic budget effects resulting from induced changes 
in the economy, especially lower interest  r a t e s  brought about  by lower bud- 
g e t  deficits. On balance, however, it is CBO's judgment t h a t  the G r a c e  
Commission es t imates  of total possible savings t h a t  could be derived from 
its recommendations during t h e  next  t h r e e  years a r e  overstated.  

In preparing es t imates  of potential  budgetary impact,  CBO adhered to 
a strict methodology. First, potential  budgetary savings were measured 
against  a uniform and fully documented set of budgetary baseline 
projections for t h e  next f ive fiscal  years. These projections a r e  based on 
assumed inflation r a t e s  averaging about 5 percent  and short-term interest  
r a t e s  averaging about 8 percent  for this  period. 21 Second, potential  outlay 

2. For a detailed description of these  baseline projections, see 
Congressional Budget Office,  Baseline Budget Projections for  Fiscal 
Yeas 1985-1989 (February 1984). 
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savings or revenue gains were est imated only for those recommendations 
t h a t  were sufficiently specific to provide a basis for cost analysis and  for 
which d a t a  were available to develop a budget impact  s ta tement .  Third, 
the  es t imates  assume t h a t  any needed Congressional act ion would be taken 
this year, and t h a t  the  proposals would be implemented at a reasonable pace 
in line with past  administrative performance. Fourth, the  budget es t imates  
made for individual proposals do not include possible lower interest  costs 
resulting from lower deficits  or reduced borrowing needs, consistent with 
CBO's methodology for preparing bill cost es t imates  for t h e  Congress. An 
es t imate  of possible lower interest  costs  is provided in Chapter  I, however, 
assuming t h a t  a l l  of the  reviewed PPSSCC recommendations as a group a r e  
implemented and eliminating any overlap or  duplication among them. 
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TABLE 8-1. PPSSCC THREE-YEAR PLANNING ESTIMATES AND CBO 
BUDGET ESTIMATES FOR FISCAL YEARS 1985- 1987 
(Savings in billions of dollars) 

PPSSCC Proposal 

PPSSCC CBO 
Three-Year Estimate 

Planning for 
Estimate - a/ 1985-1987 - b/ 

Chapter 11. National Defense 

Reform Military Ret i rement  Pay 
(RETIRE-1, 2, 4, 5 ,  6 ,  91, p. 35 

Revise Military Commissary Operations 
(OSD-32, PRIV-5, CONG-1-3), p. 39 

Shift CHAMPUS Users to Military Health 
Care Facilities (OSP-281, p. 41 

Recover Medical Care Costs from Private 
Health Insurers (HOSP-1 I), p. 44 

Remove Restrictions on Silver Stockpile 
Sales (CONG-3-11, p. 47 

Revise DoD Contract Financing Proce- 
dures (ASSET-11, p. 50 

Increase Use of Multiyear Procurement 
(USAF-19, NAVY-2, PROC-4), p. 53 

Establish and Maintain Efficient Weapons 
Production Rates (OSD-21, ARMY-1 1, 
NAVY-l), p. 56 

Increase Use of Common Parts and 
Standards (OSD-20), p. 61 

Increase Dual-Sourcing of Weapons 
Programs (USAF-20, NAVY-31, p. 64 

Improve Army Weapons System Acquisi- 
tion (ARMY-lo), p. 67 

28.1 c/ 

2.4 

1.2 

1.2 

1 .o 

1.7 

6.6 - e/ 

18.3 - e/ 

7.3 - h/ 

3.4 - e/ 

2.6 - e/ 

0.5 dl  

1.0 

0.8 

0.7 

0.1 

6.0 

- f /  

- f! 

is/ 

- f/ 

- fl 



TABLE B- 1. 

PPSSCC Proposal 

PPSSCC CBO 
Three-Year Est imate  

Planning for 
Est imate  - a/ 1985-1987 - b/ 

Improve Procurement Process Manage- 
ment  (PROC-6, 7, 8, 91, p. 70 7.8 - e/ 

Establish a Procurement Audit Service 
for Weapons Acquisition (OSD-371, p. 73 1.7 

Modernize Contractors  Facil i t ies and 
Enhance Productivity (NAVY-41, p. 75 1.5 

Consolidate or  Close Bases and/or Base 
Activities (OSD-4, 8,  91, p. 78 4.3 

Improve Automated Inventory Management 
(ADP-16,OSD-2, PROC-1 I) ,  PO 82 7.4 - h/ 

Change Physical Inventory Management 
(PROC-10, 12), p. 85 4.5 

Improve Management of DoD Laboratories 
(OSD-191, p o  89 1.6 

Improve DoD Long-Range Planning and 
Management for Research and Development 
(R&D-I, 21, p. 91 6.1 

Reduce DoD Oversight of Contractors '  
Independent Research and Develop- 
ment  Costs  (OSD-181, p. 93 0.3 

Revise DoD Financial Accounting and 
Management (USAF-I), p. 95 1.2 

PPSSCC Duplication for Weapons System 
Procurement  Duplication -16 .2  

Subtotal, Chapter Il 94.2 9.2 
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TABLE B-1. 

PPSSCC Proposal 

PPSSCC CBO 
Three-Year Estimate 

Planning for 
Estimate - a/ 1985-1987 - b/ 

Chapter III, 

Limit Growth in Health Care Costs t o  
GNP Growth (MEDIC-11, p. 107 

Revise Thrifty Food Plan Family Make-up 
(AG-91, p. 110 

Reduce Food Stamp-Child Nutrition 
Overlap (AG-13), p. 114 

Reduce Commodity Credit  Corporation 
Inventories (ASSET-51, p. 117 

Require Multiple Dispensing of GSL 
Student Loans (EDUC-1-21, p. 121 

Increase GSL Origination Fee 
(ASSET-19), p. 123 

Eliminate Federal  Subsidy for 
Railroad Windfall Benefits 
(BANK-12), p. 125 

Tighten Social Security Disability 
Claims Process (SSA-LO), p. 128 

Reduce the  Deficit of the PBGC 
(BANK-1, 2, 3, 4, 51, p. 132 

Eliminate Commodity Donations to 
Federal Agencies (AG-221, p. 136 

Require Prospective Payment Systems 
for Medicaid (LISAB-81, p. 138 

28.9 

3.4 

1.7 

0.7 

1.0 - h l  

1.6 

1.2 

3.6 

3.7 

1.2 

1 .o 

3.9 

1.5 

1.5 

0.3 

0.2 

0.9 

1.0 

2.4 

2.3 

-0.1 

0.1 
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TABLE B-1. 

PPSSCC Proposal 

PPSSCC CBO 
Three-Y ea r  Estimate 

Planning for 
Estimate - a/ 1985-1987 - b/ 

Apply Market Practices to 
Direct Federal  Lending (ASSET-1 11, p. 185 

Improve Credit  Processing and Debt 
Collection Management (ASSET- 12, 261, 
p. 188 

Increase Cost Recovery for Medical 
Care  by VA & IHS (HOSP-12, 131, p. 190 

Phase-Out VA Health Care Facility 
Construction (HOSP-5, PRIV-4), p. 193 

Eliminate Excess Federal Hospital 
Capacity (HEALTH-51, p. 196 

Improve Planning & Resource Alloca- 
tion in VA Hospitals (HOSP-41, p. 198 

Consolidate Federal Highway Program 
Categories (TRANS-61, p. 200 

Improve Strategic Petroleum Reserve 
Procurement Policies (ENERGY-7), p. 202 

Improve Timber Sales Cash Management 
(AG-411, p. 205 

Sell Unneeded Public Land 
(INT-11, p. 207 

Improve Management of OCS Oil and 
Gas Leasing Program (LAND-11, p. 209 

Impose User Fees for Certain Coast 
Guard Services (TRANS-19, PRIV-8, 
USER-161, p. 212 

2.9 - h/ 

2.2 - h/ 

2.6  - h/ 

1 .3  

0.9 

4.9 

1.0 - h/ 

1.3 

0.5 

1.0 

0.4 

1.6 - h/ 

0.5 

91 

0.8 

0.3 

- fl  

- f/ 

0.1 

0.2 i/ 

0.6 

0.1 

0 

2.2 



TABLE B-1. 

PPSSCC Proposal 

PPSSCC CBO 
Three-Y e a r  Estimate 

Planning for 
Estimate - a/ 1985-1987 - b/ 

Improve Enforcement of Social Security 
Earnings Limit (SSA-6), p. 140 

Coordinate and Automate S ta te  Welfare 
Data (LISAB-51, p. 142 

Improve Income Verification in Means- 
Tested Programs (LISAB-41, p. 144 

Refine VA Response to Guaranteed Loan 
Foreclosures (VETS-41, p. 148 

Reduce Errors in VA Claims Process 
(VETS-21, p. 151 

Subtotal, Chapter 111 

Chapter IV. 

Replace Direct Loan Programs with 
Loan Guarantees (ASSET-181, p. 169 

Raise Interest Rates  on Government Loans 
(ASSET- 15, STATE-7), p. 172 

Consolidate Student Loan Programs 
(EDUC-1-11, p. 175 

Use IRS Refund Offset  t o  Collect 
Delinquent Debt (ASSET-271, p. 178 

Increase Debt Collection Through Outside 
Efforts (ASSET-281, p. 181 

Charge Interest and Penalties on Delin- 
quent Debt (ASSET-29), p. 183 

4.0 - h/ 

1.4 

2.3 

0.2 

1.5 

57.5 

1.8 - h/ 

2.7 

0.2 - h/ 

0.4 

0.3 

1.1 - h/ 

0 

* 

0.7 

0.3 

91 

15.0 

23.4 l/ 

0.3 

1.2 

0.8 

0 

0 



TABLE B-1. 

PPSSCC Proposal 

PPSSCC CBO 
Three-Year Est imate  

Planning for 
Est imate  - a/ 1985-1987 - b/ 

Reduce Costs of Power Marketing Admin- 
istrations (PRIV-2, USER-5, ENERGY-19), 
p. 215 

Increase Private  Participation in 
Space Programs (PRIV-31, p. 221 

Repeal  or  Modify Davis Bacon Act  
(USAF-15, LABOR-12, WAGE-l), p. 223 

Repeal o r  Modify Service Cont rac t  
Act  (USAF-14, LABOR-14, WAGE-3), p. 226 

Repeal or  Modify Walsh-Healey Public 
Cont rac t  A c t  (USAF-17, LABOR-13, 
WAGE-Z), p. 230 

Encourage Electronic Transfer of 
Federal  Funds (ASSET-61, p. 233 

Reduce Size of Government Vehicle 
F lee ts  (PRIV-71, p. 235 

Make Timely Payments for Procurement 
and Grants (ASSET-41, p. 238 

Improve Verification of Eligibility 
€or Housing Subsidies (HUD-5), p. 241 

Improve Research and Development 
Management (R&D-1, 2), p. 243 

Increase Use of Performance Specs for 
Construction Projects  (CONST-181, p. 245 

19.1 

1.5 

5.0 

3 . 3  

3.4 

0.6 

1.5 - h/ 

2.6 - h/ 

1.9 

4.8 

1.3 

1.2 

0 

1.5 

0.1 

0.8 

1.2 

0.3 

0 

0 

- f /  

d 
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TABLE B-1. 

PPSSCC Proposal 

PPSSCC CBO 
T hree-Y ea r  Estimate 

Planning for 
Estimate - a/ 1985-1987 - b/ 

Update Obsolete Computer Hardware and 
Software Resources (ADP-41, p. 247 - 4.0 91 

Subtotal, Chapter IV 76.1 35.3 

Chapter V . 
Reduce Civil Service Retirement Benefits 

30.0 k/ (RETIRE-1, 2, 4, 5,  6, 9), p. 259 - 
Change Civil Service Ret i rement  Accounting 
and Investment Practices (RETIRE-7, 8), 
p. 263 - i/ 

Restrict Federal Employee Disability Bene- 
fits (PER-4, RETIRE-3, 4-31, p. 266 3.7 

Modify Federal  Employees Health Benefit 
Program (PER-21, p. 269 1.4 

Reform Pay Comparability Process for Blue- 
Collar Employees (PER-71, p. 273 1.8 

Reform Pay Comparability Process for 
White-collar Employees (PER-6), p. 275 4.1 

Change Grades of General Schedule 
Employees (PER-51, p. 278 5.2 

6.4 

5 .6  

0.4 

-0.5 

-0.9 

-+ 

0.4 

Step Up Federal  Contracting Out for 
Support Services (PER-12, PROC-18, 
EX-1, CONG-4-7), p. 281 6.4 0.2 

Improve Federal  Work Force Produc- 
tivity (ADP-6, PER-16), p. 283 17. I 0.5 
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TABLE B-1. 

PPSSCC Proposal 

PPSSCC CBO 
T hree-Y ear Est imate  

Planning for 
Est imate  - a/ 1985-1987 - b/ 

Improve Social Security Administration 
Management (SSA-41, p. 287 

Improve Productivity of Federal  
Maintenance Personnel (PROP-61, p. 290 

Reduce Paid Annual Leave Benefits for 
Federal  Employees (PER-31, p. 292 

Subtotal, Chapter V. 

Chapter VI. 

Tax Federal  Subsidies 
(SUBS-l), p. 303 

Index Federal Highway Taxes for 
Inflation (USER-211, p. 308 

Limit Use of Tax-Exempt Bonds for 
Pr iva te  Uses (EX-21, p. 310 

Increase Railroad Ret i rement  Tier 2 
Payroll Contributions (BANK-1 1-11, p. 313 

Improve Federal  Tax Administration 
(TREAS-1, 3,71, p. 315 

Accelerate  State-Local Withholding of 
Social Security Taxes (ASSET-Zl), p. 318 

Accelerate  Deposits by IRS Service 
Centers (ASSET-2-21, p. 320 

Accelerate  Deposit of Federal  Receipts  
(ASSET-2-3, 3-1, 3-51, p. 322 

1.3 

1.1 - h/ 

3.8 

75.7 

58.9 

2.0 

5.2 

1.4 

10.7 - h/ 

0.4 - h/ 

0.2 - h/ 

2.5 - h/ 

0.1 

* 

0.9 

13.0 

7.0 

0.5 

3.2 

0 

3.7 

0.8 

* 

d 
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TABLE B-1. 

PPSSCC Proposal 

PPSSCC CBO 
Three-Year Estimate 

Planning for 
Estimate - a/ 1985-1987 - b/ 

Extent FDT System to Individual 
Estimate Tax Payments (ASSET-3-2), p. 326 0.2 - h/ 0.2 

Cigarette Taxes (ASSET-3-31, p. 328 
Accelerate Collection of Alcohol and 

0.3 hf 0.7 - 
Accelerate Collection of Customs 
Duties (ASSET-3-41, p. 331 0.1 - h/ 0.3 

PPSSCC Duplication for Federal 
Subsidies - 6 . 4  -- 

Subtotal, Chapter VI. 75.6 16.2 
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TABLE B.l Footnotes 

* 

a. 

b. 

C. 

d. 

e. 

f. 

g- 

h. 

i. 

j* 

k. 

Less than $50 million. 

PPSSCC estimates include reduced interest  costs and exclude cash- 
flow savings. 

CBO estimates a r e  in terms of reduced outlays or increased revenues, 
and generally exclude interest savings but include cash-flow effects. 

PPSSCC estimates for military retired pay savings is in terms of 
accrued costs. 

CBO est imate  for military retired pay savings is in terms of budget 
outlays. The budget authority savings for 1985-1 987 is $22.7 billion, 
which reflects accrued costs. 

PPSSCC savings estimates for weapons system procurement proposals 
are gross savin s; the  PPSSCC est imate  for overlap and duplication for 
these i tems is 9 16.2 billion. 

The PPSSCC recommendations a r e  not sufficiently specific for a 
budgetary impact estimate. 

The budgetary impact of the PPSSCC recommendations cannot be 
estimated with available information. 

PPSSCC proposals identified by Mr. Grace in testimony before the 
Senate Committee on Finance on February 8, 1984 as proposals tha t  
could be implemented during the next three years with minimal 
political resistance. 

PPSSCC did not make an estimate for the  e f fec t  of this specific 
proposal. 

CBO budget es t imate  includes savings in off-budget outlays. 

PPSSCC estimate for civil service retirement benefits is in terms of 
accrued costs, whereas the  CBO estimate is in terms of reduced 
budget outlays. 

30-878 0 - 84 - 13 
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APPENDIX C. SUMMARY TABLES OF GRACE COMMISSION 
PROPOSALS BY BUDGET FUNCTION 

The preceding pages of this report considers 90 sets of proposals by 
the President's Private Sector Survey on Cost Control (PPSSCC), better 
known as the Grace Commission, to reduce federal spending or increase 
revenues. The tables tha t  follow list these proposals by budget function. 
Some spending proposals a f fec t  several functions; proposals of this kind are 
carried at the end of the tables. The revenue proposals a r e  not assigned to  
specific budget functions. 

Table A-1 lists spending reduction proposals and Table A-2 revenue 
proposals. The page number a f te r  the  caption for each i tem locates the  
discussion of tha t  i tem in the body of the report. The aEpha-numeric codes 
in the parentheses refer to the PPSSCC reports and recommendations cov- 
ered by each item. These codes a r e  further described in Appendix 8. 

For each proposal, the tables display the estimated 1985-1989 savings 
or  revenue gains tha t  the Congressional Budget Office (CBO) estimates 
would result from enactment by the Congress and/or implementation by the 
Executive Branch. Both budget authority and outlay savings are shown for 
the spending reduction proposals. The estimates do not include any reduced 
interest costs following from lower budget deficits, or effects on spending 
or revenues that  would occur if the  performance of the economy as a whole 
were altered by adopting the proposals shown here. Unless specified other- 
wise, the estimates assume that the proposals in Table A-1 take effect on 
October 1, 1984, and those in Table A-2 on January 1, 1985. 
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TABLE C-1. ESTIMATED SPENDING SAVINGS FROM CBO BASELINE 
BY BUDGET FUNCTION, FISCAL YEARS 19851989 (In millions of dollars) 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

050 National Defense 

Reform Military Ret i rement  Pay 
(RETIRE- 1,2,4,5,6,9), p. 35 

Budget Authority 6,600 7,600 8,500 9,400 10,500 42,500 - 300 200 600 800 1,300 2,600 Outlays 

Revise Military Commissary Operations 
w (OSD-32, PRIV-5, CONG-1-3), p. 39 
c Budget Authority 258 387 402 418 435 1,900 

Outlays 256 377 402 418 434 1,887 

u 

Shift CHAMPUS Users to Military 
Health Care  Facilities (OSD-281, p. 41 

Budget Authority 260 285 310 340 370 1,565 
Outlays 208 272 30 1 33 1 360 1,472 

Recover Military Medical Care 
Costs from Private  Health Insurers 
(HOSP-ll), p- 44 

Budget Authority 
Outlays 

Remove Restrictions on Silver 
Stockpile Sales (CONG-3-1) p. 47 

Budget Authority 
Outlays 

245 260 280 300 320 1,405 
196 250 273 293 313 1,325 

0 0 0 0 0 0 
40 40 40 40 40 200 



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

850 National Qefense 

Revise DoD Contract  Financing 
Procedures (ASSET-I), p. 50 

Budget Authority 0 0 0 0 0 0 
Outlays 1,300 4,200 500 0 200 6,200 

Increase Use of Multiyear 
Procurement (OSD-23, WSAF-19, 
NAVY-2, PROC-4), p. 53 a/ 

Budget Authority -- -- -- -- -- -- 
Outlays -- -- -- -- -e -.. 

Establish and Maintain Efficient 
Weapons Production Rates  (OSD-21,23, 
NAVY-1, ARMY-ii), p. 56 a/ 

Budget Authority -- -- -- -- -- -- 
Outlays -- -- -- -- -- -- 

Increase Use of Common Parts  and 
Standards (OSD-20), p. 41 b/ 

Rudget Authority -- -- -- -- -- ..- 
-- -- -- -- -- -- Outlays 

a. 

b. 

The PPSSCC recommendations a r e  not sufficiently specific for a budgetary impact statement.  

The budgetary impact  of the  PPSSCC recommendations cannot be est imated with available information. 



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five- Y e a r  

1985 1986 1987 1988 1989 Savings 

050 National Defense 

Increase Dual-Sourcing of Weapons 
Programs (NAVY-3, USAF-201, p. 64 a/ 

Budget Authority 
Outlays 

Improve Army Weapons System 
Acquisition (ARMY-IO), p. 67 a/ 

5udget  Authority 
Outlays 

Improve Procurement Process 
Management (PROC-6,7,8,9), pa 70 a/ 

Budget Authority 
Outlays 

Establish a Procurement Audit 
Service for Weapons Acquisition 
(OSD-371, p. 73 b/ 

Budget AuthoFity 
Outlays 

e- 

-- 
-- 
-I 

a. The PPSSCC recommendations a r e  n o t  sufficiently spec i f ic  for a budgetary impact  estimate. 

b. The budgetary impact  of the  PPSSCC recommendat ions cannot  be est imated with available information. 



c*, 
U 
U 

TABLE C-1. 

PPSSCC Proposal 

Cumulative 
, Five-Year 

1985 1986 1987 1988 1989 Savings 

050 National Defense 

Modernize Contractors'  Facilities and 
Enhance Productivity (NAVY-4), p. 75 a/ 

Budget Authority 
Outlays 

Consolidate or Close Bases and/or 
Base Activities (OSD-4,8,9), p- 78 EJ/ 

Budget Authority 
Outlays 

Improve Automated Inventory Management 
(ADP-16,OSD-2, PROC-1 11, p. 82 - a/ 

Budget Authority 
Outlays 

Change Physical Inventory Management 
(PROC-10,12), p. 85 - a/ 

Budget Authority -- -- -- -- -- 
Outlays -- -- -- -- -- 

a. The PPSSCC recommendations a r e  not sufficiently specific for a budgetary estimate.  



TABLE C-1- 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

050 National Defense 

Improve Management of DoD Laboratories 
(OSD-19), p. 89 a/ 

Budget Authority 
Outlays 

Improve DoD Long-Range Planning and 
Management for Research and Development 
(R&D-1,2), p- 91 g/ 

Budget Authority 
Outlays 

Reduce DoD Oversight of Contractors '  
Independent Research and Development 
Costs (OSD-18), p. 93 &/ 

Budget Authority 
Outlays 

Revise DoD Financial Accounting and 
Management (USAF-11, p. 95 g/ -- -- -- Budget Authority -- I- 

-- -- -- -- -- Outlays 

a. 
b, 

The PPSSCC recommendations a r e  not  suff ic ient ly  specific for a budgetary estimate.  
The budgetary impact  of t h e  PPSSCC recommendations cannot b e  est imated with available information. 



TABLE C-1. 

Cumulative 
Five-Year 

PPSSCC Proposal 1985 1986 1987 1988 1989 Savings 

250 General Science, Space and Technology 

Increase Private Participation in 
the Commercial Uses of Space 
(PRIVATE-3), p. 221 

Budget Authority 
Outlays 

270 Energy 
w u 
Q Improve Procurement Policies for 

t h e  Strategic Petroleum Reserve 
(ENERGY-7), p. 202 

Budget Authority 
Outlays 

Reduce Costs of Power Marketing 
Admministrations (PRIV-2, ENERGY-19, 
USER-51, p. 215 

Budget Authority 
Outlays 

300 Natural Resources and Environment 

Improve Timber Sales 
Cash Management (AG-411, p. 205 

Budget Authority 
Outlays 

0 0 0 0 0 0 
0 0 0 0 0 0 

70 
70 

0 
0 

170 
170 

50 
50 

280 
280 

2 75 
275 

60 
60 

875 
875 

190 
190 

70 
70 

905 
905 

- 100 
-100 

40 
40 

960 
960 

-110 
-110 

290 
290 

3,020 
3,020 

425 
525 



TABLE C-1. 

w 
go 
0 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

350 Agricultute 

Reduce Commodity Credi t  
Corporation Inventories 
(ASSET-51, p. 117 

Budget Authority 
Outlays 

Eliminate Commodity Donations 
to Federal  Agencies (AG-221, p. 136 

Budget Authority 
Outlays 

400 Transportation 

Consolidate Federal Highway 
Program Categories (TRANS-61, p. 200 

Budget Authority 
Outlays 

Impose User Fees for Certain 
Coast Guard Services (TRANS-19, 
PRIV-8, USER-16), p. 212 

Budget Authority 
Outlays 

85 
85 

-15 
-15 

123 
21 

690 
69 0 

95 100 105 
95 100 105 

- 35 -50 -65 
-35 -50 - 65 

42 44 47 
71 48 43 

740 760 780 
740 760 780 

110 
110 

- 80 
-80 

49 
45 

810 
810 

495 
495 

- 245 
- 245 

305 
228 

3,780 
3,780 



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five-Y ear 

1985 1986 1987 1988 1989 Savings 

500 Education, Training, Employment 
and Social Services 

Require Multiple Dispensing of 
GSL Student Loans (EDUC-1,2), p. 121 

Budget Authority 
Outlays 

Increase GSL Origination Fee 
(ASSET-19), p. 123 

Budget Authority 
Outlays 

w 
00 
t-. 

Consolidate Student Loan Programs 
(EDUC-1-1), p. 175 

Budget Authority 
Outiays 

550 Health 

Require Prospective Payment 
Systems for Medicaid (LISAB-81, p. 138 

Budget Authority 
Outlays 

Modify Federal Employees Health 
Benefit Program (PER-2), p. 266 

Budget Authority 
Outlays 

- 30 110 110 100 100 
0 110 110 100 100 

350 350 350 350 350 
175 350 350 350 350 

525 495 410 410 405 
275 480 425 400 395 

20 30 40 45 50 
20 30 40 45 50 

-110 -165 -165 -155 -140 
-130 -195 -200 -195 -185 

390 
420 

1,750 
I ,  575 

2,245 
1,975 

185 
185 

-795 
-905 



TABLE C-1. 
- ~ -~ 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 
-~ 

570 Medical  Insurance 

Limit Growth in Health Care Costs 
to  GNP Growth (MEDIC-11, p. 107 

Budget Authority 
Outlays 

600 Income Security 

Revise Thrifty Food Plan 
Family Make-up (AC-91, p. 110 w 00 

N Budget Authority 490 
Outlays 490 

0 0 2,600 5,300 8,400 16,300 
0 0 3,900 9,500 15,600 29,000 

Reduce Food Stamp-Child 
Nutrition Overlap (AG-131, p. 114 

Budget Authority 500 
Outlays 500 

Eliminate Federal Subsidy for Rail- 
road Windfall Benefits (BANK-12), p. 125 

Budget Authority 405 
Outlays 405 

Reduce the Deficit of the 
PPBG (BANK-I,2,3,4,5), P o  132 

Budget Authority 
Outlays 

0 
700 

515 
515 

515 
515 

380 
380 

0 
760 

540 
540 

530 
530 

360 
360 

0 
8 20 

560 585 2,690 
560 585 2,690 

550 570 2,665 
550 570 2,665 

340 320 1,805 
340 320 I ,  805 

0 0 0 .  
890 970 4,140 



TABLE C-P. 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

600 Income Security 

Coordinate and Automate 
State Welfare Data (LISAB-5), p. 142 

Budget Authority 
Outlays 

Improve Income Verification in 
Means-Tested Programs (LISAB-lC), p. 144 

Budget Authority 
Outlays 

Improve Verification of 
Eligibility for Housing 
Subsidies (HUD-5), p. 241 

Budget Authority 
Outlays 

Reduce Civil Service Retirement 
Benefits (RETIRE-l,2,4,5,6,9), p. 259 

Budget Authority 
Outlays 

Restrict Federal Employee 
Disability Benefits (PER-4; 
RETIRE-3,4,3), 266 

Budget Author1 ty 
Outlays 

* 8 25 25 25 75 
* * 25 25 25 75 

-5 
-31 

0 
0 

10 
1,450 

0 
40 

350 375 395 425 1,540 
340 405 425 455 1,594 

0 0 0 0 0 
0 0 0 0 0 

210 410 590 730 1,950 
2,140 2,840 3,570 4,120 14,120 

0 -5 -15 " 35 -55 
115 200 295 385 1,035 

* Less than $5 million in savings or costs. 



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

650 %cia1 Security 

Tighten Social Security 
Disability Claims Process 
(SSA-101, p. 128 

Budget Authority 
Outlays 

Improve Enforcement of Social 
Security Earnings Limit (SSA-6) 
p. 140 

Budget Authority 
Out lays 

Improve Social Security 
Administration Management 
(SSA-4), p- 287 

Budget Authority 
Outlays 

700 Veterans Benefits and Services 

Refine VA Response t o  Guaranteed 
Loan Foreclosures (VETS-41, p. 148 

Budget Authority 
Outlays 

6 5  
36 0 

0 
0 

0 
0 

8 2  
183 

130 
780 

0 
0 

0 
0 

0 
75 

210 
1,250 

0 
0 

-2 
50 

54 
50 

225 280 
1,660 2,070 

0 0 
0 0 

-11 -27 
110 180 

64 80 
63 78 

910 
6,120 

0 
0 

-40 
340 

280 
449 



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

700 Veterans Benefits and Services 

Reduce Errors in VA Claims 
Processing (VETS-21, p. 151 - a/ 

Budget Authority 
Outlays 

Increase Cost Recovery for 
Medical Care to VA & IHS. 
(HOSP-12,13), p. 190 w 

00 
Ln Budget Authority 

Outlays 

Phase-Out VA Health Care  
Facility Construction (HOSP-5, 
PRIV-41, p. 193 

Budget Authority 
Out lays 

Eliminate Excess Federal 
Hospital Capacity (HEALTH-5) 
p. 196 a1 

Budget Authority 
Outlays 

260 280 30 1 325 350 
260 280 30 1 325 350 

53 66 191 194 198 
47 93 I24 119 143 

1,516 
1,516 

702 
526 

-- 
-- 

a. The PPSSCC recommendations a r e  not sufficiently specific for a budgetary estimate.  



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five-Y ear 

1985 1986 1987 1988 1989 Savings 

700 Veterans Benefits and Services 

Improve Planning and Resource 
Allocation in VA Hospitals 
(HOSP-4), p. 198 a/ 

Budget Authorsy  
Outlays 

800 General Government 

Sell Unneeded Public 
Land (INT-l), p. 207 

Budget Authority 
Outlays 

950 Undistributed Offsetting Receipts 

Improve Management of OCS Oil 
and Cas Leasing Program (LAND-1) 
p. 209 

Budget Authority 
Outlays 

10 15 25 35 45 130 
10 15 25 35 45 130 

0 0 
0 0 

0 0 0 
0 0 0 

0 
0 

Change Civil Service Retirement 
Accounting and Investment 
Practices (RETIRE-7,8), p. 263 

Budget Authority -5,650 -6,600 -6,400 -6,800 -7,200 -32,050 
Outlays 1,850 1,900 1,900 2,250 2,250 10,150 

a. The PPSSCC recommendations a r c  not sufficiently specif ic  for a budgetary estimate.  



TABLE G1. 

Cumulative 
Five-Year 

PPSSCC Proposal 1985 1986 1987 1988 1989 Savings 

999 Multiple Function 

Replace Direct Loan Programs 
With Loan Guarantees (ASSET-18) 
p. 169 

Budget Authority 
Outlays 

Raise Interest Rates on 
Government Loans (ASSET- 15, 
STATE-7), p. 172 

Budget Authority 
Outlays 

Use IRS Refund Offset to 
Collect Delinquent Debt 
(ASSET-27)P p. 178 

Budget Authority 
Outlays 

Increase Debt Collection 
Through Outside Efforts 
(ASSET-28), p. 181 

Budget Authority 
Outlays 

1,540 
40 

10 
10 

150 
150 

0 
0 

860 
10 

90 
90 

250 
250 

0 
0 

920 
120 

230 
230 

450 
450 

0 
0 

1,130 
460 

410 
410 

650 
650 

0 
0 

1,360 
780 

620 
620 

900 
900 

0 
0 

5,810 
1,410 

1,360 
1,360 

2,400 
2,400 

0 
0 



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five-Y ear 

1985 1986 1987 1988 1989 Savings 

999 Multiple Function 

Charge Interest and Penalties 
on Delinquent Debt (ASSET-29) 
p- 183 

Budget Authority 
Outlays 

Apply Market Practices to 
Federal  Direct Lending 
(ASSET-1 I), p. 185 w go 

go Budget Authority 
Outlays 

Improve Credit Processing 
and Debt Collection Manage- 
ment  (ASSET-12,26), p. 188 - a/ 

Budget Authority 
Outlays 

Repeal or Modify Davis Bacon 
Act (USAF-15, LABOR-12, WAGE-1) 
p. 223 

Budget Authority 
Outlays 

0 
0 

170 
170 

850 
250 

0 
0 

180 
180 

9 00 
550 

0 0 0 
0 0 0 

180 190 190 
180 190 190 

940 990 1,040 
720 8 20 900 

0 
0 

910 
910 

4,720 
3,240 

a. The PPSSCC recommendations a r e  not sufficiently specific for a budgetary estimate.  



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

999 Multiple Function 

Repeal or Modify Service 
Contract Ac t  (USAF-14, LABOR-14, 
WAGE-3), p. 226 

Budget Authority 
Outlays 

Repeal or Modify Walsh-Healey 
Public Contract A c t  (USAF-17, 
LABOR-13, WAGE-21, p. 230 

w 
go a 

Budget Authority 
Outlays 

Encourage Electronic Transfer 
of Federal Funds (ASSET-6), p. 233 

Budget Authority 
Outlays 

Reduce Size of Government 
Vehicle Fleets (PRIV-7), p. 235 

Budget Authority 
Outlays 

39 41 43 45 47 21 5 
37 41 43 45 47 213 

5 20 550 570 590 620 2,850 
60 260 460 530 580 1,890 

1 , 150 10 10 10 10 1,190 
1,150 10 10 10 10 1,190 

160 130 15 - 35 140 410 
160 130 15 - 35 140 410 



PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

999 Multiple Function 

Make Timely Payments for 
Procurement and Grants (ASSET-4) 
p. 238 

Budget Authority 
Outlays 

Increase Use of Performance 
Specifications for Construction 
Projects (CONST-18), p. 245 - a/ 

Budget Authority 
Out lays 

Improve Research and Development 
Management (R&D-1,2), p. 243 a/ 

Budget Authority 
Out  lays 

Update Obsolete Computer 
Hardware and Software 
Resources (ADP-41, p. 247 b/ 

Budget Authority 
Outlays 

0 0 0 0 0 
0 0 0 0 0 

a. The PPSSCC recommendations a r e  not sufficiently specific for a budgetary estimate. 

0 
0 

b. The budgetary impact of the PPSSCC recommendat ions cannot be estimated with available information. 



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

999 Multiple Function 

Reform Pay Comparability Process 
for Blue-Collar Employees (Per-7) 
p. 273 

Budget Authority 
Outlays 

Reform Pay Comparability Process 

p. 275 
bJ for White-collar Employees (PER-6) 

Budget Authority 
Outlays 

2 

Change Grades of General 
Employees (PER-51, p. 278 

Budget Authority 
Outlays 

Step-Up Federal Contracting Out 
for Support Services (PER-12, 
PROC-18, EX-1, CONG-4,7), p* 281 

Budget Authority 
Outlays 

-220 -375 -400 -420 -490 -1,905 
-190 -340 -370 -390 -420 -1,710 

-8 -9 -11  - 12 - 14 -54 
-8 -9 -11  - 12 -13 -53 

60 100 245 435 580 1,420 
60 100 230 410 545 I ,  345 

0 140 420 570 610 1,740 
0 15 140 270 290 715 



TABLE C-1. 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

999 Multiple Function 

Improve Federal  Work Force 
Productivity (ADP-6, PER-161, p. 283 

Budget Authority -2 -4 480 1,020 1,630 3,124 
Outlays -2 -4 475 1,020 1,625 3,114 

Improve Productivity of Federal 
Maintenance Personnel (PROP-61, p. 290 

bJ Budget Authority 0 0 40 90 150 280 
p3 Out lays 0 0 40 85 140 265 
a 

Reduce Paid Annual Leave Benefits 
for  Federal  Employees (PER-31, p. 292 

Budget Authority 175 370 395 41 5 440 1,795 
Outlays 175 365 390 410 430 1,770 



TABLE C-2. ESTIMATED REVENUE GAINS OVER CBO BASELINE PROJECTIONS, 
FISCAL YEARS 19851989 (In billions of dollars) 

PPSSCC Proposal 

Cumulative 
Five-Y e a r  

1985 1986 1987 1988 1989 Addition 

Tax Federal Subsidy Payments 
(SUBS-l), p. 303 3.0 4.0 4.0 4.0 4.0 19.0 

Limit Use of Tax-Exempt Revenue Bonds 
for Private Purposes (EX-21, p. 308 0 0.1 0 .4  0.8 1 . 1  2.4 

Adjust Federal Highway Taxes 
for Inflation (USER-211, p. 310 

Increase Railroad Ret i rement  Tier 2 
Payroll Contributions (BANK-1 11, p. 313 

0.3 1.0 1.9 2.7 3.8 9.7 

0 0 0 0 0 0 

w 
\o w 

Improve Federal Tax 
Administration (TREAS-1,3,7), p. 3115 0.3 1.1 2.3 3.8 5 . 5  13.0 

Accelerate Payments of Withheld Social 
Security Taxes by Sta te  and 

0.1 0.1 0.1 1 .o Local Governments (ASSET-2-1), p. 318 0.7 Jc 



TABLE C-2. 

PPSSCC Proposal 

Cumulative 
Five-Year 

1985 1986 1987 1988 1989 Savings 

Accelerate Deposits by IRS Service 
a/ - a/ a /  - a /  a /  Centers (ASSET-2-21, p. 320 - a /  - 

Accelerate Deposits of Federal 
Receipts (ASSET-2-3,3-1,3-5), p. 322 * * * * * 0.1 

Extend Federal Tax Deposit System 
to Individual Estimated 
Tax Payments (ASSET-3-21, p. 326 

Accelerate Collection of Alcohol and 
Cigarette Taxes (ASSET-3-31, p. 328 

0.1 0.1 0.1 0.1 0.1 0.3 
w 
W c 

0.7 * * * * 0.8 

Accelerate Collection of Customs 
Duties (ASSET-3-4), p. 331 0.3 * * * * 0.4 

* Less than $50 million. 

a/ The budgetary impact of the  PPSSCC recommendations cannot be estimated with available 
information. 
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