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Honorable William L. Dawson, Chairman
Commiittee on Government Operations
House of Representatives

Dear Mr, Chairman:

Enclosed is a compilation of General Accounting Office find-
ings and recommendations for improving Government operations
and of actions taken by the departments and agencies of the Federal
Government as a result of these recommendations, The compila-
tion also includes recommendations which we believe will result in
further improvement in Government operations if adopted by the
departments and agencies, This report is being submitted in re-
sponse to the suggesiion made by members of your staff that such
a compilation be furnished to your Committee,

The recommendations included in this compilation were made
in connection with our responsibilities under the Budget and Ac-
counting Act, 1921; the Accounting and Auditing Act of 1950; and
other laws which require the General Accounting Office to examine
the manner in which the departments and agencies carry out their
financial responsibilitiess The financial responsibilities of the de-
partments and agencies include the expenditure of funds and the uti-
lization of property and personnel in authorized programs or
activities only and the conduct of programs or activities in an effec-
tive, efficient, and economical manner,

An essential part of the work we perform pursuant to these
requirements is to report our findings and recommendations, This
compilation includes, for the most part, recommendations made in
audit reports issued during the fiscal year 1959, recommendations
resulting from audit work in that year, or actions taken in that
year,

The report does not contain a cumulative estimate of the value
in dollars of the benefits resulting from the adoption of our recom-
mendations for improving Government operations, In many cases
it is impracticable to measure the benefits in this way, Nor does
the report show the repetitive benefits derived from our previous
recommendations for improving Government operations. One such
repetitive benefit that can be measured is the annual savings of
over $26 million in benefit payments resulting from a previous sug-
gestion that the Veterans Administration review certain static ben-
efit awards.

The forementioned laws also require the General Accounting
Office to determine whether financial transactions have been
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consummated in accordance with applicable laws. regulatione, and
other legal requirements, In accordance with our understanding

of the needs of your Committee as communicated to us by members
of your staff, this report does not include case descriptions of the
savings resulting from discovery and correction of illegal trans-
actions, However, refunds and collections tctaling $60 million
ware made in the fiscal year 1959 as the resuit of our reporting
illegal, erroneous, or otherwise .mproper transactions vr through
other efforts of our Office, includin; our specialized audit of trans-
portation payments. Further illegal expenditures are often averted
as the result of changes made to eliminzatc the underlving causes,

Sincerely yours,

of the United States

Enclosure
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COMPILATION CF
GENERAL ACCOUNTING OFFICE
FINDINGS AND RECOMMENDATIONS
FOR IMPROVING COVERNMENT OPERATIONS
AND ACTION TAKEN
BY THE DEPARTMENTS AND AGENCIES

CIVIL DEPARTMENTS AND AGENCIES

Revlew of contracting procedures

Changes made to eliminate inecquities in costs borne by the
Government uundsr cosi-type contracts.--In a report to the Atomic
Energy Commission TAEC) during fiscal year 1959 on our audit of a
cost-type contractor, we poilnted out certaln inequities in the
methods used by the contractor in charging costs directly and in
allocating 1ndirect costs to AEC contracte. We were informed that
AEC was negotliating amendments to the contracts to provide a more
equitable distribution of overhead and we suggested that AEC cone
glder our flndings during these negotlations. The contract with
this company was reuritten in a mamner that would eliminate any
payment by AEC for home offlce overhead.

Procurement procedures revised to encourape pgreater use of
formal ac advettising.aﬂThu Federal Property and Administrative Serve
lces Act of 1949, as amended, vermits Geuneral Services Administra.
tion. (GSA) to make purchases without advertising if the public eXx-
lgency will vot admit of the delay incldent to advertising. In

our audits of the CGeneral Supply Fund, we questloned GSA's practice
of using the "public exigency" authowity to negotiate purchases of
stores stock 1ltems under clrcumstances 1ln which the time of deliva
ery to ordering agencies dild not appear to be a siguilficaut factor.
For exawmple, wilthout any lundicatlion of a true emergency elther ac-
tually existliug or belng clearly imminent, negotiated purchases
were made for stock replenishment when delivery requirements al-
lowed adequate time for procurement by advertising and wheun rou=
tine procuremeut actlon was needed to prevent ordinary depletiom

of existing stock or to relleve low stock situatious.

On August 29, 1958, we informed GSA that negotiatlon under
the "public exigency" authority must be Justified by the situatiom
1n which the 1tem 1s actually needed and that the language of the
governlng GSA Manual tended to encourage negotiated purchases in
other than actual emergency situations rather than to emphasize
that the negotiation should be resorted to ouly in the exceptiomal
cese. GSA subsegquently revised its policy and issued instructiouns
lv consonance with our decision. This revised policy should re-
sult in greater use of formal advertising with consequent benefite
to the Goverument from iluncreased competition.



Legislation enacted teo provide for recovery of interest coste
and administrative expenses from operators of certified GLlSCOV-
eries.--1n our reports to the Congress on the Defense liinerals Ex-
ploration Administration (DMEA), Department of the Interior, we
recommeuded that DMEA, now the Office of Mirerals Exploration
(OME), be required to include in 1ts contrzets a provision that op-
erators of certifled dlscoverles pay lnterest on the funds ada-
vanced and a falr share of the administrative expenses involved in
addition to the priuncipal amount of the loan.

Public Law 85-701 (72 Stat. 700), spproved August 21, 1958,
which is OME's eunabling leglslation, provides that exploration con-
tracts shall contain repayment terms which will include interest
acerulng from the date of the loan. The law provides further that
the lnterest wlll be at rates not less than the rates the Depart.
ment of the Interlor would have to pay the Treasury..wire 1t to
borrow money from the Treasury-.plus 2 percent 2 year to recover
the cost of adminlisterivng the countracts.

Recommendation adopted regarding use of preferences in luvitaa
tions to bid.--0Our review of the Tennessee Valley AUthority's
(TVA) cozl procurement practices showed that TVA's bid invitations
contained a series of TVA preferences, with the additional provia
slon that a bld which departed from these preferences would be re-
Jected unless in TVA's Judgment the price advantage of the bid out. -
welghed whatever disadvantages arose from the departure. To ena
able each prospective bldder to determine in advance the effect om
his bid price of any departure in his bid from preferences stated.
in the invitation, we recommended that TVA discontinue the use of
preferences In Invitations to bld except where a definite monetary
value could be assigned. Beginning in April 1959, TVA has aselgned
definite monctary values to preferences included in its lunvitations
to bid.

Procedures changed to assure that excess costs are billed to
contractors in default.--Ceneral Services Administration supply
cContracts provide that, if a contractor falls to deliver suppliles
within the time specified in the contract, the Covernment may ter-
minate the contract, procure simllar supplies elsewhere under a reé-
placement contract, and charge the contractor in default for the
excess costs unless there are excusable circumstances. Our review
durlng fiscal year 1959 disclosed that the Chlczgo Reglonal Office
procedures did not provide assurance that excess costs paild by GSA
under replacement contracts were billled to contractors in default.

Following our review of the matter with regiomal officials,
procedures were changed aud controls strengthened to provide for
prompt billing of excess costs to contractors iun default.

Recovery of damages sustained by Government due to breach of
contract.-.We questioned the valldity of a contract amendment
which relieved a contractor, without cost, of his obligatiom to




furnish the Goverument the full quantity of tungsten required um-
der his contract because at the time the amendment was executed in
1953 the Coverument was still buylng tungsten and the material was
selling in the world open market at a much higher price than the
Government was required to pay under the amended comtract. The Ad.
ninistrator of Geuneral Services conceded that the authority for ex.
ecuting the amendment was doubtful in that it purported to walive
vested rights of the Government without conslderation. GSA as-
serted a claim against the contractor for damages suffered. The
claim, amounting to about %265,000, was settled in December 1958
by reduclug the Government's obllgatlon under another contract
with the same contractor to purchase tungsten which it no longer
needed at prices far above the existing maerket price.

Joint Government-industry ownership of faclilities...Durlng
fiscal year 1959, we submitted a report to the COUZTes:c On Our Ale
dit of the Shippingpvort Atomic Power Station coustructud and op-
erated under Atomic Energy Commission contracts with the Westing.
house Electric Corporation and the Duquesne Light Company in which
ve made the following recommendation for improvemeunt in future are

rangements of this type.

We recommended, in view of the experleunce gained from the cone
tractual arrangem2nts relating to Shippingport, that where there
1s monetary particlipation by industry, AEC atteupnt to enter into
an arrangement which would not result in Joint ownérship of the
facllities, AEC's General Manager advised us that, in all of
AEC's contract negotiations, they have recognized the desirability
of 2volding Jjoint ownersulp of facilltles conztructed under cone
tracts that include financlal particlpation by industry but that
it is not always possible to do so, as illustrated by the Duquesne
situatlon where the contractor insisted uvon title to facllitles
as a prerequisite to making its monetary coutributiom.

Steps taken to determine identity of items to become _property
of the contracior.--We vrecomnended that AEC and Duquesne finallze
a listing as to the items covered by Duquesne’s $5 million particl-
ratlon in the Shiopingport project. AEC's General Manager iun-
formed us that zgreement was subsequently reached on the identity
of the items to become the property of Duguesne and bthat stevps
wlll be taken to formallize thils agreement asg soon as coustructilon
appllicable to certain of these items 1is coupleted and final cosis
are reported,

Reduction in purchese vrice of nickel and cobalt througn elime

inztion of marine cargo ilngurance,--in our auit of a coantract

for the purchase of nickel aud cobalt refined in Norway, we noted
that the contractor was required to purchase nmarine cargo insura-
ance on metal sulpped from Norway to the United States after title
to the metal had passed to the Government. The cost of the insura
ance was included as an elemeunt of the price paid by the Govern-
ment. In view of the Coverumeut's policy Jf self-insurance, we




recommended that General Services Administration take action to

eliminate the requirement for insurance and obtain a commensurate
reduction iu the prices charged the Governmment. The contract was
amended accordingly in February 1959. We estimated that as a re-
sult of this amendment the Government will save about $55,000 on

future purchases of nickel and cobalt under this contract.

Deficlencies in mailntenance of bidders mailing lists to be
corrected.--In & number of instances, bldders maiT%EE—TTEEE_Ef—%he
San TFranclsco Reglonal Office, Ceneral Services Administrationm,
were not kept current. The maintenance of bidders mailing lists
(1ists of prospective suppliers) faclilitates the solicitation of
reliable scurces of supplies, materials, and equipment for Governw
ment use. During fiscal year 1959, we noted instances where (1)
suppliers responded that they did not stock or manufacture the
items needed but thelr names were not removed from the bidders
mailing lisbts, (2) suppliers responded and requested to remain on
the mailing list but their names were removed, and (3) suppliers
could have been added to the mailling list but were not. We

brought this matter to the attention of regional officlals and
polnted out that more care 1s required in the compilation and main.
tenance of these lists to have a ready access to adequate sources
of supply and to miuimize the administrative costs of procurement
actions.

Reglonal officlals stated that buyers will be instructed to
conslder more carefully the various sources of supply and that
steps will be taken to give proper effect, in the maintenance of
bidders mailing lists, to respouses recelved from those solicilted,

We also noted that the Washiungton, D.C., Reglonal Office was
performing unnecessary adminlstrative work by distributing bid ine
vitations to suppliers who were not interested 1n bldding under
the invitations. Replonal officials informed us that steps will
be taken to de.cslop more effective bldders waliling lists for use
by the regilonal office,

GSA to make more effectlve use of Records of Vendor Performe-
ance.--The effectlveness of General Services Administration's sup-
ply effort 1s often hindered by the continued fallure of suppliers
to deliver acceptable products and/or to make delivery within the
time specified 1n their contracts. Instances where veundors' sup-
ply shipments do wot meet product specifications or dellvery re-
quirements, or otherwlse fall to meet contract provisions, are re-
quired to be recorded on a Record of Vendor Performance., Contracta
ing officers are to consult these records in evaluating and selecta
ing respounsible sources of supply when new contracts are awarded
and may disqualify a vendor with a history of poor performance.
Unless these records are kept current and consulted regularly, in-
advertent awards to unsatlsfTactory vendors could result.

In our reports issued during fiscal year 1959 covering our au-
dits at GSA's Seattle, Denver, and Atlanta reglonal offlices,



we observed instances where (1) contracting officers were not re.
viewing the Records of Veundor Performance prior to making awards,
(2) new contracts were awarded to suppliers who were delinquent un.
der prior contracts, (3) vendors® deficiencies in performance were
not currently posted to the Records of Vendor Performance, and (4)
delinquent deliveries under national contracts were not reported

by the regional office to the National Buyilng Division (NBD) of
GSA as required by iunternal procedures.

These findings were discussed with officials at the regional
offices of GSA who agreed to take appropriate corrective action by
bringing the records up-to-date and keeping them current, remind-
ing buyers to consult these records prior to making awards, and re-
porting iustances of delinquencles to NBD as required.

Def'iciencles in Public Health Service contracts for vart-time
hysician services correcfeﬁ.--DurIng the tiscal year we reporEEE
Eo the Secretary of Healtn, Education, and Welfare that our re.
views o contracts for part-time physiclan services negotiated by

the Tampa Outpatient Clinic and approved in Washington disclosed
the following weaknesses In contracting oractices.

1. Cne.year contracts included 2.year automatic renewal
clauses.

2. A contract amendment gave the contractor increased benew
fits without counsideration to the Goverument.

3. The terms of the contracts were so indefinite that the re-
lated expeuditures could not be checked,

We dlscussed these contracts with Public Health Service offi.
cials in Washington and were advised as follows:

1. Contracting will be deceantralized and contracts will be
limited to l-year perlods without renewal clauses.

2. No amendments to contracts will be made involving price in-
creases unless added benefits to the Government result.

3. Terms of the contract will be made definite and will be
specific as to duties and fees, Services not covered by
the terms of the contract will be obtained under opéne
market procedures.

Contractors' accounting procedures vermitted unallowable
costs to be charged to Government contract.--In our report to the
Atomic Energy Commlssion on the audlt of a cost-type contract, we
pointed out that AEC had not required the contractor to maintaln
financial .ecords showlng separately costs reimbursable under the
contract and costs clearly unallowable under the contract or spe-
cifically acknowledged by the contractor to be nonreimbursable.




The contractor had charged to the ARC countract as operating costs
ltems stated to be unallowable. This practice places on the Gov-
ernment the burden and expeuse of repeatedly searching for and
ldentifylug the costs that are specifically and clearly unallow=
able. In the absence of a complete detailed audit, the contrac-
tor's practice increases the possibility of unallowable costs rew
mailning undiscovered and of the contractor being incorrectly reim.
bursed for such unallowable costs. ‘e recommended that AEC re-
qulre the coutractor to maintain financial records clearly identi.
fying and segregating all costs which are unallowable under the
AEC coubract,

Unallowable costs admitted to negotlation.--Our review dls
closed that AEC permitted certain overnead costs, which are
clearly unallowable under thz contract or acknowledged by the cona
tractor to be unonrelmbursable, to be admitted to negotiationm.
These costs related to entertalnment, advertising, contriltutioms,
and car reantals., We recommended that in the future AEC refuse to
permlt such costs to be zdmitted to negotiation. We recommended
also that an adequate rec. 1 be malntained of Boerd determinations
concerning cost classifications and reimbursement disallowaunces,
AEC Informed us that it concurred in these recommendations,

Recommendation that AEC obtain extended right tc recelve iun-
formation and reports oun operation of nuclear power plant..We
also found that under certaln conditions the rights provided to
AEC under its contract with the Consumers Public Power District
for examinlng and studying the technleal and economic aspects of
the work, and for recelving information and reports, may end in
less than 3 years after initial operation of the reactor. We rec-
ommended, and AEC agreed, to negotiate with Consumers an amendment
to the contract to provide that AEC continue to have the right to
recelive Information and reports until expiration of the terms
stated in the contract in the event Consumers exercises 1its pur-
chase option and coutinues to operate the facilities.

RBecommepdation that precontract agreement be confirmed.--Our
audit of the Consumers rublic Power District, a public corporation
and polltical subdlvision of the State of Nebraska and a partici-
pant 1un AEC's Power Demonstration Reactor Program disclosed the
need to strengthen and clarify the contractual arrangements to as-
sure adequate protection of the interests of the Government. Un-
der the Power Demounstration Eeacitor Program, AEC cooperates with
industry by bearing costs associated with the nuclear power reac.
tors and, in return, recelves technical and ecounomic data for dis-
semination to the public.

In addition to the costs normally shared, Consumers was
ranted additlional financial assistance by AEC, estimated at
%865,000, to offset excess costs that Cousumers would incur be-
cause of the necesslty of purchasing a conventlonal boiler for use
with the turbine generator untll the reactor becomes fully opera-
tive. Prior to execution of the countract, Consumers azpgreed that



if the excess costs actually incurred by it because of the neces.
sity for use of a dual heat source prove to be less than the addi.
tional financial assistance granted by AEC to offset such costs,
Consumers would review the costs with AEC and negotiate am adjust.
ment. The contract as executed, however, did not contaln a provi.
glon to this effect. We recommended, and AEC agreed, to obtain a
counfirmation from Consumers of the precontract agreement,



Beview of factors affectinz purchases of materials and suppliss

Praventlion of ummecessary expendltures for stockplle mate-
rigls,-~in our review of General SErvices AdminIsEratgon Stockpile
ing activlities, we gquestioned, in two cases, the need for procur-
ing and processing stockplile materials in excess of mobilization

requirements. Corrective actlon by the agency resulted in the
prevention of unnecessary expenditures of approximately $526,000.

1. Procurement of antimony from
contractor in default

Yie noted that a contractor had falled to meet scheduled de-
liveriecs under a contract for procurement of antimony. The Governe
ment's pollcy at that time was U0 1inlt all new purchases of stocke
plle materials to the guantvity necessary to fill establ:ished "pro-
curement prilority" levels; the level had been exceeded ir Lthe case
of antimony. Since the contractor was in default on his deliv-
eries, we recommended that GSA consider terminating this contract
to avold the purchase of materlal no longer required for the stock=
plle. After review of the prospective antimony situation Ly the
Office of Civil and Defense Mobllizatlon, the contractor®s right
to proceed with any further deliveries, except for guantities
theretofore produced, was terminated by GSA on September 29, 1958.
As a result, about #500,000 reserved for the purchase of antimony
was made avallable for other procurement needs, and an acquisition
of surplus antimony was averted.

2.Production of oxygen-free copper
from copper cathodes in national stoclknile

In the other case, followlng our recommendation and with the
concurrence of OCDM, GSA nezotiated a reduction in the quantity of
oxygen-free conper to be produced under a propnosed contract from
copper cathodes in the national stockpile, thus averting an exces=-
sive acquisition estimated at $26,000.

Heasures taken to correcht deflclsuclies in computlng procure-
ment redUIrelients (Or depot SLOCKS.--General Services 4aminiscre-
Tion controls depot stock Leveis largely through the Mse of pre-
determined reorder points and replenlsinment guldes based on estl-
mated future demand. Stock iltems are replenlshed when the quantlty
on hand has been reduced to a certain predetermined level (reorder
point). Among the factors used in computing the reorder point are
(1) lead time or estimated time between stock repleusinment action
and delivery and (2) the expected monthly rate of issue. These
elements should be reviewed and revised periodically, based on cur=
rent informatlon, to maintain well-balanced inventories, thus
avoiding overstocks and shortages.

In cur reports issued during fiscal year 1959, we commenied
on instances at certaln regional offices where (1) the estlmated



monthly rate of lssue was not changed for relatively long periods
of time although the actual monthly rate of 1ssue materlally ine
creased or decreased, (2) the lead time was significantly greater
than actual delivery experlence, and (3) estimated stock order re-
quirements were arbitrarily reduced.

Reglional offlcials reviewed our findings, issued instructions
stressing the importance of followling prescribed procedures, and
stated that further efforts will be devoted to increasing the ef-
ficlency of inventory management,

Chanpges to be made by GSA in contract arrangements for fure
nishing boolkzase components to using azencles.--A oug. ookcase
components were intended to be made avallable to customer agencies
by ordering directly from contractors on the Federal Supply Sched-
ule, most agencies were sending thelr orders to the various General
Services Administration depots where they were filled from depot
stocks. The depots, whlich obtalned thelr requlirements from the
same contractors, could give the agenclies faster delivery than the
contractors by buylng and stocking these items in large quantitles.
To encourage agencies to place thelr orders directly with Federal
Supply Schedule contractors, thereby saving depct handling costs,
we recommended that the Federal Supply Service review existing cone
tract arrangements to determine whether more satisfactory delivery
terms could be obtained. If more satisfactory dellivery arrange-
ments could not be obtained; we suggested that GSA determine
whether 1t would be more advantageous to replenish stores stock
through use of forward-type term contracts under which GSA obtains
other items of ¢ffice furniture, such as desks and chalrs, and un=-
der which it may be possible to obtaln a better and more reliable
supply service and possibly lower prices.

GSA informed us that procurement methods for bookcase compo=-
nents were reviewed and as a result steel bookcase sections will
be eliminated from future Federal Supply Schedules, and term con=
tracts will be established for these items.

Sugeestion that practices regarding acceptance of substandard
merchandise witnout compensating price reduciion beé reviewsd.--vhen
merchandise received by General services Administration for stores
stock does not meet specificatlions or comply with packing or mark-
ing requirements, the contracting officer may accept the item at
the contract price or at a reduced price or he may require the
contractor to replace or repair the 1tem furnished. In filscal year
1959, vie reported that a number of substandard items had been ace
cepted without price reductions by the Denver Reglonal Office
where, in our opinion, price reductions might have been obtained.
Furthermore, the records did not contain what we considered to be
valid reasons for not obtaining price reductlons.

The Reglonal Commissioner acknowledged that our observatlons
had alerted the region to the problems of a too liberal attitude



and stated that the reglional office practices regarding acceptance
of nonspecification merchandise were being carefully reviewed. He
also agreed that enough information would be included in the flles
to properly evaluate the actions taken.

Potential savings in the use of bulk dispensers.-~During the
year We reported to %He Adminsctrator, veterans Aaministration (VA)
that milk was being served in certain hospitals in individual half
pint milk containers. The use of bulk dispensers at one of the
hospitals would result in ammual savings of $29,000, or l.4 cents
a serving.

We recommended that the VA Central Offlce request hospital
managers to consider the practicability of using bulk milk dis-
pensers. VA Central Office officlals have now authorized hospitals
to use buik dispensers,

Posslble savings in purchasing razor blades from General
sServices KaﬁlnIsEra%Ton IESEI.--Ee Teported to the Administrator
of Veterans Afiairs that at one VA hospital we observed that razor
blades were purchased during the year from a masnufacturer at a
cost of £4,590. The same number of razor blasdes could have been
purchased from the GSA at a cost of {1,293, which would have ree-
sulted in an estimated amnual savings of £3,297. We were advised
that the GSA blades were not used because about 5 years ago lower
cost blades were considered to be unsatisfactory. Hospltal offie
clals agreed to use the lower priced blades cobtainable from GSA on
a trial basis. :

Suggestion that GSA's fee for marking materlals be reviewed
to assure recovery of cost.--lhe hourly I'ee assessedc vendors by
the AtTanta Hegional Uitice, General Services Administration, to
cover GSA's expense in marking or remarking materials not properly
marked by supplliers did not appear to be high enough to cover
these expenses., Improper merking by vendors causes extra expenses
to the CGovernment which, in our opinion, should be fully recovered.
We recommended that GSA Central Cffice review that costs in the
Atlarta Reglonal Office and determine whether an increase in the
fee charged the vendors should be made. GSA informed us by letter
dated June 2, 1959, that & review would be made to determine
whether the fee 1s sufficient to fully recover all applicable
costs,
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Review of warehousing of materials and supplies

Hazardous conditions removed.--In October 1958, we submitted
to the Congress a special report on hazardous conditions at the
Washington City Post Office Building. Our report commented on the
hazards of storing and dispensing gasoline in the subbasement o7
the bullding, the location of a motor repair unit in a section of
the subbasement adjacent to gasoline pumps used for refueling ve-
hicles, an inadequate ventilation system in the area used to un-
load gasoline trucks and refuel motor vehicles, and the question-
able serviceability in most cases of the fire extinguishers, fire
liose, and nozzles, By letter dated September 11, 1958, we trans-
mitted our findings and recommendations for corrective action to
the Department and, on October 1, 1958, the Department informed us
that immedlate corrective action had been taken.,

Action taken to obfain reduced freight rates on shipments to
cost-type contractors,--shipments ol stock 1tems Irom the Atlanta
stores gepof, General Services Administration, to independent con=-
tractors performing work under Govermnment cost-type contracts were
not always being made at the most economical freight rates avail-
able in that rate tenders made by the carriers under section 22 of
the Interstate Commerce Act, at lower than the regular established
tariff rates, had not be2n amended to cover shipments to all cost-
type contractors to which they could be applied, Since other GSA
stores depots also make shipments to cost-type contractors, we rec-
ommended that the Commissioner of the Transportation and Public
Utilities Service, GSA, determine whether existing section 22
rates cover shipments to all such contractors to which they could
be applied and amend such rate tenders, as necessary, to obtain re-
duced freight rates where they are availlable,

GSA informed us by letter dated June 2, 1959, that the Atlanta
Reglonal Office was amending 20 of 1ts sectlon 22 rate tenders to
cover shipments to cost-type contractors and that all Regional Di-
rectors of the Transportation and Public Utilities Service were
requested to take similar action where appropriate, These actlions
should increase the use of these advantageous freight rates with a
consequent savings through a reduction in transportation charges.

Recommendation that effort be made to reduce large number of
small orders handled by GQA for Alr Force Tnstallations,--1n our
audlt reports to the Adminlstrator, General Services Administra-
tion, we pointed out that a relatively large number of small or-
ders and single i1tem orders are customarily received by the GSA
stores depots from Air Force bases, and it appeared that the Gov=-
ernment could save money if such orders were consolidated at the
time of issuance by each base., We recommended that GSA review the
gituation with the Alr PForce to determine whether the existing pro=-
cedures should be revised,

GSA stated that consolidating Ailr Force small orders, which
arise from separate operating arezs within a base, is very complex
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and that part of the problem is caused by the fact that Alr Force
regulations require single line-item orders when supplies are or-
dered from Air Force depots and on occasion this results in single
line-item requisitions being receilved by GSA. GSA also advised us
that 1t 1s endeavoring to find other reasons fc¢.' these small or-

ders from the Air Force and to determine what corrective action
can be taken.
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Review of procedures for lssuance of supplies

Instructions 1ssued to reduce uneconomical shi%ment of small
quantities.-~We reported to the Administrator of Veterans airs -
that we had observed instances where a VA supply depot had made
uneconomical separate shlpments of open items on back orders to a
hospital. The frelght cost of the separate shipment amounted to
about 50 percent of the value of the goods. Ue discussed this
practice wlth the Supply Officer at the hospital and were informed
that 1n such 1nstances he had authority to cancel back orders and

that, 1f necessary and advantageous, swall purchases could be pro-
cured locally.

We recommended that the VA Central Office officials emphasize
to hospital managers and supply officers the policy of canceling
1tems back ordered by the depcet when such items constitute an un-
economlical shipping lot,

VA officlals have issued revised procedures to depot managers
to wlithhold shipment of back orders until release of the next reg-
ular shipment unless urgently needed. '

Control over issuance of subglistence suppllies improved.--Dur-
ing fiscal year 1950, we reported to the Secretary of Health, Edu-
cation, and Welfare that our review of activities at the Boston
Public Health Service Hospltal disclosed numerous adjustments to
the stock control records which indicated inadequate control over
subsistence suppliles.

We were advised by the Department that controls have been
strengthened by prescribing more adequate documentation to cover
the issuance of stock, and that no issues willl be made without
slgned receipts.

Greater control over the lssuance of supplies required.=--Dur-
ing flscal year 1959, we reported tvo the surgeon General, Public
Health Service, Department of Health, Education, and Welfare that
our review of issues of pharmacy supplies at the Public Health
Service Outpatlent Clinic, Washlngton, D.C., disclosed (1) that
the quantitles of drugs issued on prescriptions appeared excessive
to needs Ffor current illnesses and (2) that nondrug items were is-
sued to employees who may have been ineligible.

From a review of 800 prescriptions, it appeared to us that in
some instances drug 1tems may have been 1ssued too liberally to ine
dividuals. In other instances nondrug items such as sun protective
cream and sun skin cream were provided to ineligible employees.

O0fficials of the Division of Hospiltals stated (1) that they
would exerclse greater care to prevent the 1ssuance of drugs to in-
eligible persons and (2) that the issuance of drugs should be lim-
1ted to guantities needed for current illnesses,
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Control over orescriptions issued to be improved.--We re-
ported to the Surgeon General, Public Health Service, Department
of Health, Education, and Welfare, during fiscal year 1959, that
our review of prescriptions issued for civilian employees at a
Public Health Service outpatient clinic disclosed (1) instances
where drugs were issued free without explanations that the 1ll-
nesses or injuries were incurred in line of duty and (2) that the
quantities of drugs issued for single 1llnesses appeared excessive.
The Public Health Service accepted our recommendations that all
prescriptions issued be identifled by appropriate case number;
that prescriptions issued for civilian employees be marked
"employee"; and that the Medical Officer in Charge periodically.
review the presecriptions for eligibility of recipient and pro-
priety of guantity of drugs furnished.
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Review of inventory procedures

Procedures for taking physical inventories to be improved,--
During the year we reported to the Kdministrator ol veterans Af=-
feirs that in our audits of VA hospitals we observed weaknesses in
the procedures for taking inventories in that employees recording
physical counts were provided with a listing of the quantities
shovm by perpetual inventory records. Use of lists showing quantl-
ties on hand provides an opportunity to record the quantities
shovm on the 1list in lleu of making an actual physical count.

e recommended thet any lists furnished employees assigned to
count physical quantities of inventory should not include the quane
tities shown in perpetual inventory records. VA officlals con-
curred with this recommendation and indicated that corrective ac-
tion would be taken,

Instructions to be issued to eliminate excessive recordkee
ing for offlce forms and publLications,--in our review ol selected
supply activities at various field stations of the Veterans Admine
istration for fiscal years 1957 and 1958, we noted exéessive de=-
tailed perpetuzal inventory recordlkeeping for office forms and pub-
lications, The cost of maintaining these detailed records for 90=-

end 30-day stock levels was not warranted in view of the nominal
cost of the forms and publications,

In our report to the Administrator of Veterans Affairs, we
recommended that the VA revise 1ts procedures to eliminate perpete
ual inventory controls for office forms and publications and to re=-
quire the handling of these items on & simplified basis of deter-
mining reorder levels,

In July 1959, the VA stated that new policy statements were
in process which will provide for a simplified method of control
and distribution of forms.

Suggestions made to improve procedures for taking physical ine
ventories.--buring fiscal year 1959, We noted the ?oTLowTﬂg defi=
ciencies in the physicel inventory procedures at certain General
Services Adminlistration stores depots,

1l. At one stores depot, we noted a high percentage of errors
in the stock locator files showing the location of each stores
stock item, These flles should be kept current and accurate 1if
they are to serve thelr intended purposes of permitting maximum
space utilization, affording speed and accuracy in withdrawing
stock, and facilitating issuance of stock on a first-in, first-out
basis so that losses from stock deterioration will be minimized,

2. At another stores depot, results of prior counts were
avallable to persons assigned to recheck stock quantities. All re-
counts should be performed without access to previous count cards
so as to require an independent check, GSA inventory procedures
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recognize this principle and prescrilibe the use of new cards each
time an ilnventory recount 1s made.

3. At one stores depot, approximately 28 percent of the inie
tial count cards required a recount. Some of these recounts were
caused by erroneous stock numbers and units of 1issue on the count
cards, These errors could have been corrected and the recounts
avolded had the data been entered on the count cards when they
were attached to the stock items to be counted and subsequently
checked at the time of the count. ’

Begional offlclals advised us that appropriate corrective ace
tion would be taken or considered in each case,

Need for better control over quantities %urchased and on
hand.-=-Our report on review of management controls of the District
of Columbia Government polnted out that each of the major depart-
ments 1s responsible for procuring and warehousing common-use mate-
rials and supplies, that the lack of coordination of the require-
ments and stocks with those of otheir departments results in an in-
creased investment in inventorles and is a costly and inefficlent
practice, and that the controls over the inventories are inade-
quate,

We recommended that the Board of Commissioners give considera=-
tion to adopting procedures for general application throughout the
District providing for the maintenance, on a uniforam basis, of con-
trolled inventory records. The Board of Commlssioners stated that
this recommendation would be dealt with in its over-zll program
for improvement of financlal managenent.

Need for review of supply activities.--Based upon our find-
ings at the Baltimore hospital we recommended that attention be
given by the Office of the Secretary, Department of Health, Educa-
tion, and Welfare, and the Public Health Service (PHS) to a review
of the supply activities, including accounting and reporting for
suppllies and =quipment, for the purpose of initiating improved
techniques at all PHS hospiltals,

After reviewing our findings, officlals of the Public Health
Service advised us during fiscal year 1959 that, on the several
statements and recommendations relating to supply umanagement and
property management, a consilderable amount of examination of both
procedures and cases would be necessary, They stated that the
studles would be made promptly to determine the necessary correc=
tive action to be taken.

Review of surplus real property disposal activities

Following our review of surplus real property disposal activi-
ties at the San Francisco Regional Office, General Services Admin=-
istration, the Administration made a number of changes in proce-
dures to improve the Administration of disposal activities,
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Changes to result in better administrative control over sur-

glus property disp - - ; epare
ures {rom established procedures and a need for more careful at-

tention to all pertinent aspects of individual disposal actions.
We reported the detailed circumstances to the Administrator of
General Services in fiscal year 1959.

The Administration has informed us that, as a result of
changes in the Public Buildings Service Central Officc organizae
tion and institution of new administrative procedures, the Central
Office is now in a position to maintain better controi over disw
posal activities in the reglons and to offer timely assistance and
advice in an effort to preclude or at least greatly reduce the re-
currence of the conditions noted during our review,

Changes made to improve documentation of disposal actions,==-
Our exam%naEIon disclosed that the iiles often did not contein doc=
umentation clearly showing the actions taken or the basis for de-
cisions made by reglonal officials pertaining to the disposition
of the properties involved, During fiscal year 1959, we reported
this condition to the Administrator of General Services pointing
out that, to promote an effective basis for management review and
control over disposal activities, the regional officlals should de=
vote continulng attention to the preparation and maintenance of
adequate disposal records,

The Administration has advised us that, as a result of new
procedures, proper and complete documentation of each disposal
transaction is now being prepared in the region.

Changes made to assure financial responsibllity of purchasers
of suiplus TEal Proparts.—~UGr Tevier dTsclossd Ehst the Fegiomal
office nad not estabiished adequate procedures to (1) limit extene
sion of credit to financially responsible purchasers of surplus
real property and (2) determine whether current payments of taxes
and assessments were being made by purchasers to whom credit terms
had been extended, Ve found that credit investigations of prospec-
tive purchasers were not always made and that provisions of deeds
of trust requiring the furnishing of officlal tax recelpts to the
Government were not enforced.

These matters were reported to the Administrator of General
Services during fiscal year 1959, and the agency has advised us
that adequate procedures are now in effect providing that (1) sales
contracts will not be awarded until appropriate credit and finan-
cial clearances are obtained and (2) coples of tax receipts will
be obtained in all cases where deemed necessary to protect the Gove
ernment's interests.

Retention of lands in excess of Erogect needs,.=--0ur review of
the status of ilands controlled by the eau of Reclamation, De-

partment of the Interior, indicated that the Bureau is retaining
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control over substantlial amounts of land not needed for project
purposes, To accomplish the Bureau's stated objectives of dispos-
ing of unneeded lands and putting to beneficial use those lands
which must be retained for reclamation purposes, we recommended in
November 1958 that the Bureau place emphasis on compliance with the
provisions of the Reclamation Instructions which require comprehen-
sive reviews of lands wlthdr:wn from the public domain and dis-
posal of lands not needed for reclamation purposes,

In April 1959, the Department of the Interior advised us that

retention of certain lands was justified and that the need for cer=
tain other lands was being or will be reviewed,
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Beview of construction of public buildings

Sav s of $1,800,000 will result from pre ent of lease-
urchase contract on Roc 8 u ¢ bu n roject,==-0ur re-
por e Congress ovember » » on the review of the

financing and construction of the United States Post Office and
Courthouse public building project at Rock Island, Illinois, 1u-
cluded comments pertaining to possible prepayment of the unpald
balance of the purchase price of the building being financed under
a lease-purchase contract over a 25-year period. We stated that
if the Government exercised its right of prepayment to be effec-
tive on November 8, 1959, the date on which the third annual pay-
ment fell due, savings of about $1,845,000 would result by elimi-
nating the requirement for future payments of interest under the
contract and real estate taxes on the building,.

We suggested that, in view of the savings that could be
achieved because of a favorable prepayment provision in the con-
tract and the indication of congressional intent evidenced by the
legislative history of the Independent Offices Appropriation Act,
1959, to finance public bulldings projects by direct appropriation
rather than by the more costly lease-purchase method, the Congress
might wish to provide a specific appropriation for the purpose of
prepaying the unpald balance of the Rock Island contract.

The Independent Offices Appropriation Act, 1960, subsequently
enacted (Public Law 86-255, approved September 14, 1959), provides
that the General Services Adminilstration appropriation "Construc-
tion, Public Bulldings projects®™ shall be avallable for prepayment
of purchase contracts., Pursuant to this provision, GS5A has notle
fied the contractor of the Government's intentiomn to prepay the un-
paild balance of the Rock Island lease-purchase contract amounting
to about $1,500,000, Savings that will result from prepayment are
now estimated at about $1,800,000,

Procedure suggested for reducl ce loss in public bulld-
ings because of location Oof N1 h-cel%In COurtrooms.=--During ris-
ca? year 1959, we reported on our review of the financing and con-
struction of the post offlce and courthouse public bullding proj-
ect at Rock Island, Illinois. The courtroom in the new bullding
was located on the first floor and had a high celling extending
into the second floor. With slight structural modification involv-
ing an estimated cost of $59,000 at the time of construction, the
courtroom could have been located on the second floor with 1its
high celling extending into the roof, thereby making avallable ad=-

ditional usuable office space of 2,300 square feet on the first
floor,

We recommended to the Administrator of General Services that
appropriate consideration be given in the design of future public
bulldings to locating high-celling courtrooms in areas having the
least effect on the space which would otherwlise be avallable for
assignment to Government agencles.
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The Administration stated that certaln advantages resulted
from having the courtroom in the Rock Island building located on
the first floor but agreed that, as a general practice, such space
should be located on the top floor of a building when conditlons
are favorable,

Sugéestion that provision be made for the possible future en-
largzement of smal ubllic bu Ings.--0ur review o e nancing
and construction of the post office and courthouse public building
project at Rock Island, Illinois, under the lease-purchase program
disclosed that no sultable space was avallable in the new bullding
to meet possible future expansion of Government activities in the
Rock Island area. Furthermore, only a limited addition to the
bullding was possible horizontally because the building occupied
all but a small part of the building site which was bounded on all
four sides by city streets. Notwlthstanding the limited potential
for horlizontal enlargement, no provision was made in the building
design for future vertical expansion,

We recommended to the Administrator of General Services that,
to provide for the possible need to enlarge future small public
bulldings which are intended to house substantially all Federal ace
tivities in the area and where horizontal expansion of the bulld-
ings is not feasible, appropriate consideration be given to the
desirabllity of including in the original design of the bulldings
the structural and mechanical features necessary to permit subse-
guent construction of additions.

The Adminlstration stated that its experlience has been that
future vertical additions to bulldings are unllikely, but agreed
that the possible need for future expansion should be considered
carefully before final plans are approved and stated that it in-
tends to continue thls practice,

Bevisw of property maintenance

Policy to be established for controlllng maintenance and oE%r-
atlng costs.--In our repor ssued in July e Commandant,
United States Coast Guard, we commented upon the high cost of main-
taining certain officer family quarters and surrounding grounds.
The costs substantlally exceeded the cuarters allowances which
otherwlise would have been paild to the officers concerned, We rec-
ommended that the Coast Guard (1) take actlon to bring future costs
at the reported locations generally in line with the quarters al=-
lowances that would otherwise be paid, (2) establish guidelines
and criteria to control maintenance and operating costs applicable
to all Coast Guard officers' quarters, and (3) consider discontinu-
ing the use or disposition of any officers' quarters which cannot
be economlically maintained and operated. The Commandant replied
in November 1958 that it was considered impractical to limit the
cost of maintenance and operation of these quarters to the quar-
ters allowance which would otherwise be paid to the occupants.
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The Commandant concurred, however, that such quarters should be
economically maintained and operated and stated that a servicewlde
directive was being prepared to set forth a policy concerning re-
pair and improvement of Coast Guard family quarters,

Clalms for ruatiﬁg ﬁggln bins not asserted against supplier,--
During our a ] e Commodity Credit Co: rafion {CCC), Depart-
ment of Agriculture, for the fiscal year 1958, we noted that within
about a year after purchase and erection of certain galvanlized
metal grain bins corrosion and rust spots developed. BRehabilita-
tion of the bins was undertaken at the expense of CCC even though
it app:arod that CCC could have had recourse under the supplier's
warranty.

Our discuasions with CCC officials indiocated that they were
considering asserting a claim for the cost of painting the areas
where corrosion had developed. Because of the condition of the
bins as described in the report of a metallurgical eangineer, we ex-
pressed our bellef that CCC should serilously consider whether its
contemplated action was sufficient.
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Beview of buildings management activities

Decision on use of agency appropriations for payment of costs
of alr conaitloning space in EMIEEIE S under GoA con%rol.--ﬁur re-
VTonoT SSTscted aopents o Uencrel-SErvicesTImtiistration activ
ities pertaining to air conditioning in GSA-controlled buildings
disclosed that it was a common practice of GSA to obtain reimburse=-
ment from Federal agencles for the cost of alr conditioning space
whlch the agenclies occupied in federally owned buildings under the
control of GSA, where the GSA appropriations were considered in=-
sufficient for the purpose.

In a decision dated September 11, 1958, to the Administrator
of General Services, we advised GSA that, in the absence of a spe=~
cific provision therefor 1n an agency's gpproprlation or of a show=-
ing 1n the leglslatlve history of that act that the Congress in-
tended the funds therein to be avallable to the agency for air con-
ditioningz space it occuples 1n federally owned buildings under GSA
control, we must hold that the agency's funds are not avallable
for such a purpose, except to make space sultable for sclentific,
laboratory, or other speclalized purposes. This declsion was
called to the attentlon of all GSA regional offlces in a memoran-
dum dated September 26, 1958, by the GSA Central Office.

Need for revisicn of GSA's standard practices in the manage-
ment and servicing of bu S o mm a letter dated Mar: s 1959,
to the Chairman, Senate committee on Government Operations, we
stated that the funds of the Federsl Aviatlon Agency and certailn
predecessor agencles were not avallable o reimburse General Serve
ices Adminlstration for the cost of certain proposed renovation
work at the old Emergency Hospital in Washington, D.C., occupled
by the Federal Aviatlon Agency. GSA had considered the cost of the
work to be reimbursable as a speclal avallabllity of the agencles’
appropriations for such work, in accordance with its long-standing
standard practlices 1in the management and servicling of bulldings.
GSA requested our reconsideration of the matter on the grounds that
the ruling placed in doubt its whole reimbursable work program.

Our decision of May 13, 1959, 38 Comp. Gen. 758, in reply was
based primarily on our conclusilons that (1) the proposed renova-
tion work generzlly must be regarded as a normal service--as op-
posed to a speclzl service and (2) even Af 1t could be considered
a special service, the renovation of the bullding must be regarded
as a "public improvement" within the meaning of section 3733, Re-~
vised Statutes (41 U.S.C. 12), and since there 1s no specific au-
thority for public improvements in the Federal Aviatlon Agency ap-
propriations as required by section 3733, Revised Statutes, such
appropristions were not available to reimburse GSA for the renova-
tion work.

The Administrator of General Services was advised that we

would not generally object to the continuance of the present prac-
tice of performing speclial service work for the agencles on a
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reimbursable basis without regard to the specific avallability of
the agencies' appropriations provided the matter is promptly and
fully disclosed to the Congress, but that prompt action should be
taken by GSA to revise the standard practices in order to (1) ex-
clude from the relimbursable work category the items not qualifying
for reimbursement because of the provisions of section 3733, Re-
vised Statutes, or other applicable laws or decisions and (2) de=-
fine more specifically the classes of work which may and may not
be performed on a reimbursable basls., We further stated that this
action should be taken in order that necessary revisions in the
standard practices may be reflected in GSA's 1961 budget submis-
sion to the Congress.

Review of leasing policles and procedures

Steps taken to provide more extensive solicitation of prospec-
tive Sidgers on leases involving construction Ol IErge new BuIIE-
ings.--oince 1950 the Atlanta Reglona ce, Genera ervices

ministration, had entered into =2t least five leases involving the
constructlion by lessors of new office bulldings for Government ©C-
cupancy, each containing over 50,000 square feet of space. Our re-
view disclosed that solicitation of prospective bidders on leases
of this type was limited largely to the area in or near the citles
where the bulldings were to be constructed. During fiscal year
1959, we recommended in a report to the Administrator of General
Services that, to encourage maximum competitive bidding on future
leases of this type involving sizeable rental payments, the Com-
missioner, Public Bulldings Service, consider requiring the re-
glonal offlces to solicit bidders for such leases on a natlionwlde
basis, as 1s done on contracts for the construction of Government
public buildings projects. GSA has informed us that steps have
been taken to provide more extensive solicitation of bids for
larger lease acqulsitloms.

Reports on condition of leased premises to be preggred in fu-
ture.--our review ot policies and procedures relating to leas g
of space in the Atlanta Reglonal Office, Ceneral Services Adminisa
tratiovn, disclosed that the reglonal office had not prepared re-
ports on the condition of leased premises as of the effective dates
of the leases. Detalled reports on the condition of leased prem=-
ises at the time of acqulsition by the Government constitute, in
our opinlon, an important record for use in protecting the Governw
ment against unwarranted claims by lessors for dameges to leased
premises.

During fiscal year 1959, we discussed this matter with re-
gionzl and Central Office officlals. Ue were informed that re-
ports on the condition of leased premises would be prepared in the
future.

Improved controls to be established over expenditures for al=-
ratTons, I

te Nprovements, and repairs Lo leased premises,--we jound
during our review of'TEéEing activities in the EEIanfa Regional
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Office, General Services Administration, that a need existed for
improved control over expenditures for alterations, improvements,
and repairs to leased premises subject to the 25 percent limita-
tion of the Economy Act (40 U.S.C. 278a) in order to give effect
on the limitation control records to varlations between job order
estimates and expenditures incurred. DNeed for improvement in con=-
trols over this congressional limitation was noted also during our
reviews of GSA activities in New York, Chicago, Dallas, and Washe

mon. D. CO

In a report dated April 22, 1959, to the Adminstrator of Gen=
eral Services, we recommended that GSA establish procedures pro-
viding for maintaining the limitation control records on a uniform
basis in all regional offices. GSA has advised us that uniform
requirements will be worked out under a system which will provide
for improved control over expenditures subject to the 25 percent
limitation of the Economy Act and which will require periodic¢ in-
ternal audits of the records.

Premature renewal of leases to be discontinued.--Our review
of about 30 percent of the lease renewals Dy the Atlanta Reglonal
Office, General Services Administration, disclosed that, on the
average, notices exercising renewal options in leases were sent to
lessors 65 days in advance of the dates these notices were required
under the terms of the leases, Since agency requirements for space
may change between the time renewal options are exercised and the
time the renewals become effective, we consildered it desirable that
the options be exercised as mnear as practicable to the date re-
quired under the terms of the lease s0 as to reduce the risk of
leasing elther excessive or inadequate space.

This matter was reported to the Regional Commissioner who in-
formed us that in the future renewal notlces would not be sent to
lessors more than 15 days in advance of the date reguired under
the terms of the leases.

Inspection and reporting on space utllizetlon to be im-
proved.--0ur review of policies and procedures relacing to leasing
of space in the Atlanta Reglional Office, General Services Adminis-
tration, disclosed that much fewer reports were prepared in fiscal
year 1958 than in prior years covering regilonal office iumspections
of the manner in which agencies were utllizing space assigned to
them in Govermment-owned and leased premises. Under GSA Central
O0ffice procedures, systematlic detalled physical inspectlons of
space assigned to tenant agencies are required to be made period-
ically to evaluate the adequacy of assigned space and the effec-
tiveness of agency space utilization. The procedures call for
formal reports of findings on each inspection, with recommendations
for corrective action where necessary.

Reglonal and Central Office officials with whom this matter
was discussed agreed that a need existed for more space utilization
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inspections. It was stated that area managers would make system-
atic space utilization inspections during fiscal year 1959 of all
large areas under GSA assignment control and that written reports
would be prepared on these inspections.

Inadequate space utllization inspection activity was noted
also during our reviews at the Chlcago and New York Regional Of=-
fices of GSA. Regional officlals at these locations stated that
corrective action would be taken,

Belatlively low rental rates obtalned on negotiated grazi
leases.-=During our audit at the columbia Basin Project, Eureau of
Reclamation, Department of the Interior, we noted that rental rates
for grazing lands leased after negotiation were substantially lower
than rental rates for grazing lands leased after solicitation of
bids. In November 1958 we recommended that emphasis on award of
grazling leases through competitive bidding be continued and that in
instances where leases are negotlated every effort be made to ob=-
taln & rental rate whlch 1s at least equal to the average rate ob=-
talned under leases awarded through competitive bidding on compa=-
rable lands. '

In April 1959, the Department of the Interior advised us that
new negotlating procedures were being followed and that the rate
used for negotliating grazing leases for the project compares favor-
ably with rates recelived through competitive bidding on comparable
lands.
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copte.~-0ur review of the Highway Fund activities of the District
of Columbia Governmment disclosed that the District had not claimed
reimbursement from Federal funds for certain eligible costs in-
curred on Federal-aid highway projects,

We recommended that (1) a system of cost accounting be devel.
oped for accumulating by project all costs incurred in the con-
struction of Federal-sid highway projects, (2) procedures be de-
veloped for claiming reimbursement from Federel funds of all eli-
gidble interstate and local highway construction project costs, (3)
claims be filed for reimbursement from Federal funds of all ell.
gible costs on incompleted projects, and (4) future highway proj-
ect agreements provide for obtaining reimbursement from Federal
funde of all eligible costs,

The Board of Commissioners advised us that action was being
taken to comply with our recommendations, Also, a discuesion of
these matters with District offioials resulted in the District's
requesting and obtaining permission from the Bureau of Publioc
Roades to reprogram & specific interstate project which resulted
in obtaining an additional reimbursement of about §195,000 from
available Federal funds,

«JR: i S S DO = £} ) - DV E
08 gt ¢ d.=--In our audit of the Wapato irrigation
project, ndian Affairs, Department of the Interior, we
noted that, although legislation proposed in the 86th Congress
provided for the assignment to the project of certain costs in-
curred by the Bureau of Reclamation, Department of the Interior,
for water righte obtained from the ihkimn reclamation project, it
414 not clarify whether such coats were to be collected from water
users on the Vapato irrigation project, This matter involved
$799,954 of comstruction costs, the disposition of which had re-
mained unresolved since the completion of the reclametion storasge
works in 1933, We recommended that the Secretary of the Interior
make provisions for the payment or disposition of these costs and,
if necessary, request legislation to clarify the manner in which
this should be accomplished, The proposed legislstion, including
an amendment submitted by the Department to authorize the Bureau
of Indien Affairs to use appropriated funds to pay the Bureau of
Reclamation for these costs, was enscted as Public law 86-204 on

August 25, 1959,

v n 41 -
tion of operation and maintenance costg,--In our report on the
audit of the Wapato irrigation project, Bureau of Indian Affalrs,
Department of the Interior, we recommended that the Commissioner
of Indian Affairs take collection action or determine proper dis-
position of $1,291,416 clessified as. reimburcable operation and
maintenance costs due the Govermment, We recommended also that
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the Commissloner establish effective management controls over the
allocation and distribution of all operation and maintenance costs
to provide for the equitable distribution of reimbursable costs to
the project units,

We were advised by the Department of the Interior that approe
priste action wlll be taken to provide for the repayment or other
distribution of the amounts classified as reimbursable operation
and malntenance costs, We were advised also that current manage-
ment controls and procedures for allocation and distribution of
operation and maintenance costs will be reviewed and such changes
as may be found necessary will be made to equitably distribute
these costs among the various units of the project,

Repulatlons_to be changed for better control over local copne
tributions in Corps of Engineers orojects.--Our report to the
Chief of Engineers, Corps of Engineers (Civil Functions), on our
review of selected activities in fiscal year 1958 commented on
betterments provided to a city without the requilred local contribu-
tion, During the review we noted that Federal costs in connectiom
with the construction of a bridge at Cape Girardeau, Miesouri,
were substantielly increased because a new and wider bridge had
been substituted at the request of local interests for the bridge
originally planned, The city of Cape Girardeau benefited from the
change in plans, but, because of a lack of effective communication
between the district, the division, and the Office of the Chief of
Engineers (OCE), the Corps did not request the city to contribute
to the increased costs,

We recommeénded that the Chief of Engineers emphasize to divie
glon and district offices the necessity of submitting clear and
complete information essential to the evaluation of requests for
project design changes, The Chlef of Engineers concurred in our
recommendation and advised that to prevent future occurrences of
this kind, current regulations dealing with the acceptance of
contributed funds would be amended to require that pertinent cor-
respondence received from local interests be transmitted to OCE
in the future and that a full explanation of the clrcumstances of
the request be contained in the transmittal,

Pricing formula for reconditioned office machines to be
studied,--0ur review of selected transactions of the office machine

repalr shop in the Washington, D,C,, Regional Office of General
Services Administration indicated that prescribed procedures for
establishing acquisition values and sales prices for excess office
machines (other than typewriters), acquired by GSA without reim-
bursement for subsequent reconditioning and reissue to Federal
agencles, may result in the customer agencles vaying considerably
more than necessary to reimburse GSA for its costs, We recone
mended that the Federal Supply Service consilder establishing sales
prices at the lowest level necessary to recover the costs financed
by the General Supply Fund in making these machines available for
reissue,
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GSA informed us that it would investigate the problems in-
volved in determining selling prices of rehabllitated office ma-
chines and take appropriate action based on the findings noted
during the inveestigation,

\ 4 f G L ehed e ce

r t | de in jcies s d ch r

g1;pgz;_zgglljﬁlgf%ggg;gg;zlggg.--In our report to the Congress on
our audit of the Washingtorn National Alrport for the fiscal years
1956-58, we brought out that the airport mansgement had not had

the benefit of an established long-range policy as to the basis of
setting fees and charges for airport facllities and services, The
effect has been that the level of fees and charges embodied 1in
existing arrangements has not been closely enough tied to the prin-
¢lple.of operating the ailrport as a self-sustaining business enter-
prise,

We pointed to certain shortcomings and problems in the exist-
ing basic-use contracts which govern landing fees and terminal
building rents payable by the scheduled esirlines, particularly the
lack of flexibility for adjusting fees and rentals in long-term
contracts, the inadequate cost basis on which rentals were deter-
mined, delays in exercising escalatlon clauses, inequities in the
system of landing fees, and the questionadble need for ramp charges
as a separate fee, We also referred to the incousistent policy in
charging other Federal agencles for facilities and services used
by them at the airport.

We recommended that the Federal Aviation Agency (1) issue a
general statement of policy that the basis of fees and charges is
to be founded on the princinle of a self-sustaining operation of
the airport, (2) seek appropriate revisions at the time of nego-
tiating new basic-use contracts to overcome the deficiencles of
the present contracts and with particular regard to establishing
fees and charges in the terminal and landing ereas at a level that
willl be sufficlient to meet at least the full operating coste of
these areas, and (3) establish a uniform policy for dealing with
other Federal agencles as to fees and rentals for faclilities and
the recovery of out-of-pocket expenses for services furnished to
these agencies.

The Agency has expressed general agreement with these recom-
mendations and hag advised us that (1) considerable progress has
been made in formulating a long-range policy as to fees and
charges and that, as exlsting long~term contracts are negotiated,
more will be done toward implementing the policy of operating the
alrpnrt as a business enterprise, (2) new baslc-use contracts,
which will be negotliated upon expiration of existing comtracts on
December 31, 1960, will be calculated to recover all expenses, in-
cluding depreclation and interest on capltal investment, and tj) a
uniform policy is belng formelized covering charges to other Fed-
eral sgencies for facllitles and services used by such agencles at
the alirport.
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Inadeguate utility charges to occupants of Government guar-

ters adjusted.,--We reported to the Administrator of Veterans Af-
fairs that, in our audit of a VA hospltal, we noted that the util-
ity rates belng charged to occuvants of Govermment quarters had
not been changed since 1954, We compared local rates and average
usage figures for utilities and developed information which showed
that the chorges to occupants were lnadequate,

We recommended that the hospital manager prepare & new rate
schedule of charges to occupants which wpuld be comparable with
rates charged by local utility companies, A schedule was prepared
which will result in an increase in revenue to the Government of
about $5,200 annually,

Juoproyved tablighed t 8
for meals.==0Our review of the controls over payment for nonpatient

meals at several Public Health Service locations, on which ve ree
ported to the Department of Health, Education, and Welfare during
fiscal year 1959, showed that there was need for improvenment to
assure that the Government received payment for all meals served
employees,

Officlals of the Public Health Service informed us that meal
cards will be 1ssued and punched for each meal taken and that spot
checks will be made to ascertain that proper charges are made,

Rates fov outvatient services inogggseg;--aeview of reimburse-
ment rates for Public Health Service, Degartment of Health, Educa-
3

tion, and Welfare, outpatient services ($3.75 a visit) dieclosed.
that rates were inadequate to recover costs of services provided,
As a result of our recommendation, the Public Health Service made
a nationwide study and revised its rates to $§6 a visit effective
April 1, 1959, It is estimates that income will be increased
about $26,000 a year,

Rates for guarters revised upward,--~In our report to the Sec-
retary, Department of Health, Education, and Welfare, issued in

fiscal year 1959, we stated that rental rates for quarters located
on the Norfolk, Virginla, Public Health Service hoepltal grounds
and occunied by civilian personnel appeared to be consilderadbly
lower than rental rates for comparable private housing in adjacent
resildential areas, Bureau of the Budget Circular A-45, Revised
June 3, 1952, states that rents should be set at levels similar
to those prevalling for comparable private housing in the same
area,

We were informed by the Department that as & result of our
recommendation rates had been increased between 77 and 100 percent,
We estimate that this adjustment will result in approximately
$4,000 a year in additional income to the Government,
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Beview of utlilization of motor yehigcles

Control strengthened over yehicles sacquired from other Cov-
erument agencies for u i a [o) 0018 .==General Serve

ices Administration procedures did mot provide adequate control
over vehlcles acquired by transfer from other Govermment agencles
for use inm interagency motor pools because complete responsibility
for coutrol of the vehicles and preparation of detail for the ace-
counting entries related to them was placed with the motor pool
chlef, Followlng our audits during fiscal year 1959, we suggested
that the orlginal transfer documents relating to these vehicles be
seut dlrectly to the Reglonal Comptroller from the transferring
aegencles and that a copy be sent to the motor pool chief. The Re-
gional Comptroller would thus have an independent means of verify-
ing the data reported by the motor pool chief, and the control ac-
counts would serve as a check on the vehicles taken into the pool,
GSA amended its procedures to provide for division of responsibll-
ities in line with these views.

elag= 45 ~A-PNTaels L - *)MA=2 4 G SS»
a a o==0ur report on review
of the Department of Bulldings and Grounds, District of Columbla
Government, called attention to the absence of written policies or
stendards for evaluating the use made of motor vehicles and other
types of equipment or for determining the amount that may be spent
for repairs. '

We recommended that the Board of Commissioners give counsld-
eration to (1) establishing (a) standards for determining the need
for motor vehicles throughout the District, (b) policles providing
that surplus motor vehicles may not be acquired unless am economlc
benef'it will result, and (c) limitations on the costs that may be
incurred in repairing vehicles and (2) requiring the maintenance
on a uniform basis of automotive equipment and operating cost rec-
ords and the preparation of monthly reports for each vehlicle show-
ing all elements of costs and the cost per mile., The Board of Com-
missioners informed us that the recommendations would be given con-
slderation,

W utilizat f

Instructionsg isgued to obtain more effectlve use of equip-
ment.--VA officilals have encouraged the use of addressograph equip-
ment to reduce the costs of processing repetitive, routine, cleri-
cal work. About $625,000 worth of equipment had been installed in
about 125 hospitals. Maximum savings were not being realized, how-
ever, because of a lack of understemding of the various ways in
which the equipment could be used advantageously.

We recommended that the Veterans Administration inform field
gtation employees as to the various uses of the equipment and that
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it expand and accelerate the trainiug of personnel in the use of
addressograph equipment already installed at VA hospitals.

VA Central Office officlals issued instructions informing
hospital personmel of the various uses of the equipment,
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Review of organization

Consolidation of General Services Administration stores depot
activiﬁies in Eeglon ;; C%lcag§i %:%:no:s.--ﬂe reporfea to the EE—
ministrator, General Services Admiunistration, in May 1956 that the

need for two stores depots in Reglon 5 was questionable and that
substantial economies could be realized by consolidating the Cleve-
land depot with the Chicago depot without adversely affecting the
services rendered to customer agencies. In July 1957 GSA advised
us that, after full consideration of program and space projections
for the next 5 years, 1t considered that both depots were neces-
sary to handle supply support requirements in Region 5. However,
in accordance with one of our recommendations, certaln administra-
tive functions at the Cleveland depot were transferred to the Chi-
cago depot at a1 estimated annual savings of about $50,000,

In our audit report to the Congress dated April 24, 1958, we
suggested that GSA reconsider the need for two stores depots in
Reglon 5, if actual warehouse sales and resulting space require-
ments over the next several years should be considerably less than
GSA*'s estimates, Effective March 1, 1959, GSA consolidated a ma=-
Jor portion of the Cleveland depot operations with that of the Chil-
cago depot. In line with this consolidation the Cleveland depot
was converted to a warchouse annex to stock only selected items
which are best adapted to bulk shipment., The accompanying reduc-
tlon in persomnel and relating operating costs will result in addi-
tional estimated amnual savings of about $70,000,

Costs to be reduced by suggested transfer of function.--Our
review of selected activities at the Atomlc Energy Commission's
Hanford Operations Office disclosed that the duty officer function
at the airport control tower was performed during nonworking hours
on an overtime basis, Our review disclosed also that generally
the duty officer personnel handle matters of a routine nature and
refer matters of a nonroutine or emergency nature to responsible
officials for decision as to the required action.

In order to avoid the overtime costs, we suggested that con=-
sideration be glven to having the duty officer f:mction performed
by the airport control tower operators. The AEC informed us that
this transfer would be made.

Unnecessary post office closed.--In conmnection with our re-
view of postal activities, we noted that a third-class post office
had been established in 1942 at Ravenna Arsenal, Apco, Ohlo, to
serve the needs of a defense contractor who employed about 10,000
people during peak operations. In October 1957, the Arsenal was
declared inactive and, as a result, the number of employzes was re=-
duced to about 400, We discussed the need for the post office
with military officlals and contractor personnel who informed us
that the post office was no longer needed., By letter dated
July 22, 1958, we brought this matter to the attention of the
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Deputy Postmaster General and requested comments on action contem-
plated by the Department regarding this post office, By reply
dated December 8, 1958, the Deputy Postmaster General advised us
that this post office would be discontinued and the net savings to
the Post Office Department would amount to $8,780 a year. The
post office was closed December 31, 1958,

tions, == cal y s WO reporcer nistrator
of Veterans Affairs that our examination of the staffing pattern
of hospital engineering divisions showed certain high ratios of

:u;erviaory positions to nonsupervisory positions in some hospl-
als,

We developed data for 12 of the hospitals we audited to show
the ratios of supervisory employees to nonsupervisory employees,
The ratios ranged from 1 to 2,9 at the Denver, Colorado, and Fort
Meade, South Dakota, hospitalas to 1 to 9.5 at the Lyons, New Jer-
soy, hospital. Representative of the hospitals audited, the engi-

n:aitgg glgiaion of the Richmond, Virginia, hospital had a ratic
o O Delda

We recommended that the VA Central 0ffice require hospital
managers to review the staffing patterns of their engineering divie-

slons and to analyze the utilization and effectiveness of supervi=-
sory personnel,

As a result of our audit findings, each hospital manager 1is
being required to review the utilization of personnel and the
stalffing pattern of the engineering division in order that any in-
dicated improvement may be made., The Director, Englneering Serve
ice, Department of Medlcline and Surgery, 1s giving the matter his
personal attention. Also, area engineers have been instructed to

glve speclsl attention to the organization and staffing of engl-
neering divisions,

Line of authority of internal and project audlting staff
changed to permlt independent reviews of operationg,--0ur review
of project auditing activities of the Public Housing Administra-
tion (PHA) disclosed (1) that the organizational placement of the
regional and central office auditing staffs did not permit zn inde-
pendent review and evaluation of 211 PHA development and manage-
ment activities and (2) that there was need for additional project
audlitors trained in accounting theory and technigues. We recoum-
mended that the organizational location of the project audlting
staffs be changed to enable them to independently review operations
and report directly to a higher level in the PHA organization. 1In
line with our recommendation, PHA has consolidated its internal
and project auditing activities under an Assistant Commissioner
for Audits who reports directly to the PHA Commlssioner.
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Recommendation for consolidation of administrative functions
and relocation of acEiqifies.--In our reporf on audit of the Ten-
nessee Valley Authority for fiscal year 1958, we commented on the
fact that the activities carried out by the Office of Chemical En-
gineering and the Division of Agricultural Relations are, in ef-
fect, directed at a common goal and a high degree of coordination
between the two organizations 1s required in day-to-day operations
as well as in long-range plannirg. Desplte the close coordination
required between these two organizations, they are under separate
admlnistrative heads and are physically located at distant sites--
the Division of Agricultural Relations 1s located in Knoxville,

Tennessee, and the Office of Chemical Engineering 1is located at
Muscle Shoals, Alabama,

Based on our review, we belleved that a substantially ime
proved operation and an immediate financlal savings to the Author-
1ty would result from adoption of the following recommendations:

l. That the Division of Agricultural Relations a:id the Office
of Chemical Englneering be placed under a single adminis-
trative head and that the administrative functions of the
two organizations be combined insofar as practicable.

2, That the Division of Agricultural Relations be moved from
its present locatlon in Knoxville, Termessee, to the site
of the production operation at Muscle Shoals, Alabama.

In December 1958, the Authority informed us that it had glven
careful study over a period of years to the matters covered Ly our
recommendations and both recommendations were under active consid-
eration.

Recommendation that service functions be consolidated.-=Each
of thé major departments of CLhe District of Columbia Government 1s
responsible in varying degrees for the operation, maintenance, and
repalr of bulldings and automotive and electrical equipment and
for procuring and warehousing common-use materials and suppliles,
In our report on review of management controls of the District of
Columbla Government, we pointed out that the performance of these
functions on a decentralized basis is uneconomical and hinders the
adoption of uniform policies and procedures.

We recommended that the Board of Commissioners glve considera-
tion to centralizing the responsibility for the varlous service
functlons in one or more organlzatlonal units. The Board informed
us that this matter 1s under consideration.

Functions and responsibilities of organizational units should
be stated 1n Writing for bDetter CONLIOl.=-in our audit of uhe
Tirst year of operations of the Deveiopment Loan Fund, which was
established by the Mutual Securlty Act of 1957, we found that the
Managing Director had established under the general authority of
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the bylaws several organizational units without designating in
writing their functions and responsibilities. For orderly manage-
ment operations and in the interest of effective internal control,
we recommended that the Managing Director issue written orders cov=-
ering the establishment of all organizational units even though
these arrangements may be subject to revision.

The a%ency expressed agreement with the recommendation and
subsequently formalized the functions of one of its principal of-

fices, that of the Deputy MNanaging Director for Finance and Devel=-
opument,

Recommendation that the disbursing and certifying functions
at the Coast Guard be & ted.--1n April 1959 we reported to the
Commandant, United states 50&35 Guard, on our review of selected
administrative and financial activities at Coast Guard Headquar=-
ters and at 6 of the 12 Coast Guard districts. Our examination
was concerned primarily with the administrative activities of cer-
tifying and disbursing officers and civilian payroll procedures.,
Coast Guard officlals generally concurred in our findings of defi-
ciencies and took or agreed to take appropriate correétive action,
In our report we commented on and made recommendations with re-
spect to the large number of Coast Guard authorized certifying of-
ficers who viere also designated as assistant disbursing officers,
agent cashlers, or lmprest fund cashlers. Coast Cuard officilals
agreed that disbursing controls were weakened by these combina-
tions of functions but stated that workload and staffing conditions
did not always permit them to separate the certifying and disburs-
ing functions, We stated that in our opinion these functions
could be seperated within the exlisting Coast Guard organization
and recommended that this be done.

Recommendation to eliminate duplication of workshops.--We re-
ported to the Administrator of vVeterans Affairs that during the
year our review of operations at one hospital disclosed a duplica-
tion of carpenter and paint shops in the Engineering Division and
the Supply Division. The skills required in the carpenter and
paint shops in both divisions appeared to be similar,

He recommended that the duplication of workshops be elimi-
nated to achleve better utilization of persomnel and equipment and
to reduce costs,

The VA officlals informed us that the problem would be stud-
ied and a consolidation would be effected when the workload was
reduced.
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Review of work schedullng

Action to be taken for better control over leave and use of
overtime.--Our report to the Chlel Of Englneers on our review of
overtime policies and practices in the South Pacific Division con-
tained recommendations designed to coordinate more effectively the
workload of the divislon with available manpower. We recommended
to the Division Engineer that action be taken to (1) require ad-
herence to the leave polley contained in the Engineer Manual so
that employees may be granted the opportunity to use thelr yearly
annual leave accrual when they can be spared from thelr duties
and (2) control effectively the use of and Justification for over-
time by supervisory personnel. Both the Chief of Engineers and
the Division Engineer exnressed general concurrence with our rec-
ommendations and stated that corrective action had been or would
be taken,

Need for determination of deferred malntenance backlog.--In
our report to the Congress dated July 21, 1958, on our revgew of
deferred maintenance on civil works projects, Corps of Engineers
(Civil Functions), we recommended that the Chief of Engineers make
a more preclse determlnatlion of deferred malntenance projects,
work iltems, and related estimated costs in order to provide a firm
program for the orderly reduction of the maintenance backlog. In
his comments on the draft report, the Chief of Englneers advised
us that the Corps would adopt a program to establish a more firm
estimate for this backlog.

Subsequently, the Senate Committee on Appropriations in 1its
report on the Public Works Appropriation Bill for 1960 was highly
critical of the Corps because 1t had not reduced its backlog of
deferred maintenance. The backlog was stated to be about $65 mil-
1ion during 1956 hearings. During the 1960 hearings this backlog
was stated to be $90 million although over $27 million had been
provided by the Congress for reduction of the backlog for fiscal
years 1957, 1958, and 1959.

Review of unnecessary car storage and demurrage costs

Recommendations for improving procedures,.--In our report on
the audIt of the Commodity Credlt Corporation for the fiscal year
1958, we stated that the Dallas Commodity Office incurred unnec-
essary car storage and demurrage charges on shipments of grain to
ports. Car storage and demurrage at port terminals were paid on
milled rice for perlods up to 110 days and on some cars of grain
for periods of 30 days or longer. The commodity offlice estimated
car storage and demurrage costs to be $360,000 during the 1956
fiscal year and $325,000 during the 1957 fiscal year.

We believe that a general lack of coordination between the
commodity office and port elevators on the frequent and large
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shipments of grain may have been the principal cause of demurrage
charges.

The commodlty offlce has adopted a procedure providing that
shipments to a certaln elevator, which appeared to be a major
trouble spot, will not be made until the Commodity Credit Corpora-
tion recelves from the elevator notification of avallable space in
the warehousr, Also, an administrative position has been created
to coordinate movements of grain from inland warehouses with avall-
abllity of space at port warehouses, and a memorandum record of
car storage and demurrage costs has been established from which
monthly reports of such costs will be furnished to management.

We recommended to CCC that the monthly reports of car storage
and demurrage costs include an analysis of the delays in unload-
ing, and costs by commodities, locatlions, and dates. The agency
informed us by letter dated July 29, 1956, that 1t belleved the

cost of preparing a detalled cost report would exceed benefits to
be derived.

We believe, however, that the cost information furnished to
management would serve a more useful purpose if 1t were prepared
in a2 manner which would permit determination of the reasons for
unloading delays and car storage and demurrage expense, Such an
analytical report would enable management to deteet troublesome
areas and to take timely corrective action.

Review of Justification for payment
of retroactlve freight charges

Retroactlve freight charges recovered,--In our report on
audlt of The Commodity Credit Corporatlion for fiscal year 1955, we
stated that CCC pald certain railroads an estimated $600,000 for
retroactive increases in freight charges on shipments of cotton-
seed meal under the 1953 emergency feed program. We recommended
that CCC determine whether the retroactive freight charges could
be recovered. During fiscal year 1958, CCC referred claims to-
taling $496,000 against 14 railroads to the Department of Justice
for conslderation of legal action. The Department of Justice ac-
cepted $123,469 in full settlement of the claims and transmitted
the collection to CCC on June 29, 1959,

Revliew of method of payment for
passenger transportation services

Procurement of passenger transportatlion services to be sim-
1ified,--our examination at the Boston Regional Offlce, General
Eervices Administration, disclosed extenslive use of Government
transportation requests for procurement of passenger transportation
gservices costing less than $15. GSA procedures did not provide
for cash payments in such lnstances., To simplify the procurement
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of passenger transportation services as contemplated by sec-
tion 4.2 of the Standardized Government Travel Regulations and to
reduce the workload of the accounting personnel of both GSA and
the carriers, we recommended that the GSA manual instructlons on
official travel be revised to provide for cash payments by trav-
elers for official passenger transportation in amounts of $15 or
less, GSA advised us in March 1959 that our recommendation would
be adopted.

Review of ggcgggigg ¢costs
Possible reduction in costs incurred in packaging commoditles
for donation abroad.--1n our report on the use of tin cans for

packaging nonfat dry milk and processed cheese for donation abroad,
we pointed out that the Commodity Credit Corporation, Department
of Agriculture, incurred packaging costs during fiscal years 1957
and 1958 of about $7 million more than it would nave incurred had
these commodities been packaged exclusively in plastic bags in
cartons.

CCC informed us that the use of tln cans willl be elimlnated
whenever possible but that it considers as impractical a require-
ment for exclusive use of plastic bags in cartons, basically be-
cause of concern for spoilage due to climatic conditions, How-
ever, the Agricultural Marketing Service was unable to supply any
technical data or studies indicating that packaging in tin cans 1is
essentlial to avold spollage due to climatic conditions or damage
due to rough handling in transit, and CCC's records did not dis-
close any significant claims for losses attributable to packaging
in plastic bags in cartons.

We found that only minor spoilage or damage has resulted in
the past when these products were packaged in plastic bags., For
this reason we believe that substantially all the additional

$7 million costs incurred by packaging in tin cans were unneces-
sary.

Review of operating activities

Potentlal savings in disposal of trash and refuse.--During
the year we reported to the Administrator of vVeterans Affalrs that
disposal of trash and refuse at one hospital at an estimated an-
nual cost of $2,000 was being performed by hospital employees. A
review of city ordinances showed that this service could be ob-
tained from the city without charge. Hospital officials agreed to
confer with the city engineer in order to obtain trash and dis-
posal service without cost to the hospital.
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Review of financing

Recommendation that TVA be required to pay interest on Governe
ment's investment.--we nave consfs%enf!y Tecommended 1n our audit
Treports to the Congress that the Tennessee Valley Authority be die-
rected to pay interest on the Covernment®s investment in the power
program and, i1f necessary for the sound conduct of the power pro-
gram, that the statutory repayment requirement be modified. Pub-
lic Law 86-137, approved August 6, 1959, which authorizes TVA to
sell revenue bonds to the public, modified the statutory repayment
requirement and provided for TVA to make perlocdic payments into
the Unlited States Treasury as a return on the Govermment's appro=-
priation investment in TVA's power facilities., The pericdic pay-
ments are to be equal to the computed average interest rate paye
able by the Treasury upon its total marketable public obligations.

Recommendation that excess cash be deposited into miscellane-
ous ‘receipts of_the Treasgg%.--fn our auﬂfg report for fiscal year
1956 on the Reconstruction Finance Corporation Liquidation Fund ade
ministered by GSA, we estimated that the cash balance in the fund
on June 30, 1958, was about $4,000,000 in excess of current needs.
We recommended that GSA review the cash needs for the fund and de=
posit into the Treasury as miscellaneous receipts the amount deter-
mined to be in excess of needs. In flscal year 1959, GSA advised
us that a study was being made of the cash needs of the fund and
that any excess cash would be deposited into the Treasury as mis-
cellaneous recelpts,

Action taken to correct improper retention of funds,--Our re-
view of paritime Administration activities disclosed that charter
revenues amounting to $1,073,960 had been erroneously deposited to
the credlt of the Vessel Operations Revolving Fund and were thereby
improperly made available for future activities of the fund,

Upon notificetion by us, the agency transferred the emount to mis-
cellaneous receipts of the Treasury.

Legislation enacted limiting amounts avallable for adminjstra-
tive EXpENisci.--lfie Federal-Aid Highway ACL authorizes a deduction
not to exceed 3=3/4 percent of 21l sums appropriated or authorized
to be appropriated for expenditure, to administer the Federal-aid
program and for carrying out necessary research and investigation
by the Bureau of Public Roads. In our audit report to the Cone
gress on the Bureau of Public Roads for 1955 and 1956, we reported
that the amounts of authorizations set aside for administration of
the Federzl-zid program had in the past been considerably more
than the total administrative expenses estimated by the Bureau, in
its appropriation requests, to be necessary to carry out the pro-
gram,

Ve recommended that the Congress consider legislation to dis-
continue the present method of funding administrative expenses in
favor of (1) a stated amount suthorized ammually by appropriation
or (2) a monetary limitation within the total eppropr: .ced for
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program activities but avallable only for the budget year. There=-
after, the Department of Commerce and Related Agencleas Appropria-
tion Act, 1959 (72 Stat. 232), placed a limitation on the amount
avallable to the Bureau of Public Roads for administrative ex-
penses during fiscal year 1959. The limitation, $26,239,000, was
the amount estimated by the Bureau for its administrative expenses
for that year.

Adyanceg from General Fund appropriations returned to the Gen-
eral c.--At June 30, 1956, amounts aggregating $5,03%,072 had
been disbursed by the Bureau of Public Roads, Department of Com-
merce, from General Fund appropriations for zl) advances of
$5,000,000 to states, and (2) advances of $34,072 for travel and
other reimbursable items, This amount comprised accounts recelv=-
able of the General Fund appropriations charged therewith, and
should properly have been returned to the General Fund subsequent
to appropriation of funds to the Highway Trust Fund which was es-
tab%iahed to finance the Federal-ald highway program after June 30,
1956.

Of this amount, $250,000 was advanced to the State of Texas
for construction of access rosds to defense establishments because
of legal limitations in that state on construction of highways
that are not a part of the state highway system. In these circum-
stances this advance may be continued, but the Bureau may be in a
position to refinance the advance from other funds avallable to it
for agﬁgss road construction and return the $250,000 to the Gen-
eral d.

The Bureau has informed us that the remainder of the advance,
¢4,784,072, has been returned to the General Fund and the avail-
ability of funds to finance the advance to Texas is being re-
viewed,

Federal share of cost of bond-financed interstate highway
projects reduced.--In our report ocn the audit of the Bureau of Pub-

lic Roads, Department of Commerce, for fiscal years 1957 and 1958,
we questioned certain modificatlions in agreements with states
whereby the Federal share of the construction cost of bond=-financed
interstate highway projects was increased from 50 percent to &u
percent, amounting to about $220,000, subsequent to enactment of
the Federal-Aid Highway Act of 1954 which increased the Federal
pro rata share of interstate projects to 60 percent, We recom-
mended that these agreements be reexamined.

The Bureau has agreed to limit payments for bond~-financed
projects to an amount not to exceed the legal pro rata share in ef=-
fect at the time agreements were entered into with the states,

The Bureau has also taken action to recover overpayments on six
projects and to reduce the Federal share in the cost of two other
projects.

Appropriated funds improperly used to finance construction of
highways on which convict labor had been emgloxe&.--Acts appropri-

ating funds to the Bureau of Public Roads specifically prohibit
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the use of such funds to finance the construction of highways on
which convict labor has been employed. Our review of county rece-
ords for construction of Federal-aid secandary highways in Mary-
land, in cooperation with division office persomnel of the Bureau
of Public Roads, disclosed that convict labor had been used in the
construction of several highway prolects, The Bureau thereupon
took action to recover from the state all Federal funds expended
on projects constructed with convict labor. The Bureau computed
the amount involved as $112,000,

Agency agreed to use forelgm currenciles ffg travel gn% re=
lated expenses.-=-In our review of selected activities of the ror-
eign Agricultural Service (FAS), Department of Agriculture, to
June 30, 1958, we noted that the Service used United States dol-
lars instead of foreign currencies to pay certain foreign travel
and related expenses although foreign currencies were avallable
for purchase by FAS from the Treasury Department,

Our examination of payments of $93,000 made in one é-month
period showed that appropriate foreign currencies were available
for purchase to pay for $16,000, or 17 percent of these expenses,
Expenses of this type amounted éo $350,000 in fiscal year 1958,

We recommended that FAS use foreign currencies purchased from
the Treasury Department, to the extent available and practicable,
to pay these expenses, FAS informed us that it will do this to
the maximum practicable extent,

Legislation enacted to control the use of forelgn currencies
through the appropriation process.--Foreign currenclies used for
agricultural market development programs are not subject to the
control over the expenditure of public funds usually exercised by
the Congress through the appropriations procedures. Pursuant to
section 104 (a) of the Agricultural Trade Development end Assist-
ance Act of 1954, Public Law 480 (7 U.S.C. 1704), the Foreign Agri-
cultural Service (FAS) was permitted to finance these programs
with foreign currency transferred to it from the proceeds of sales
of agricultural coumodities in amounts approved by the Bureau of
the Budget. From September 1954 to June 30, 1958, nonappropriated
foreign currencies authorized by the Bureau of the Budget for use
by FAS amounted to $22,425,519.

Under the procedures in effect, the Congress does not have
control over expenditures by FAS of forelgn currencies generated
through sales of surplus agricultural commodities under Public law
480, and the related control over the level of program operations
desired, which it would have Af, as in the case of several other
uses, the expenditure of these foreign currencies were authorized
by congressional appropriations., We suggested that the Congress
might wilsh to consilder the desirablility of requiring FAS to obtain
its funds for this purpose through the approprilation process,

In a letter to us dated February 4, 1959, the Acting Adminis-
trator, FAS, stated that the presentation of a budget request for
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an appropriation would present certain problems, Among these probe
lems would be the difficulty of determining at the time of prepar-
ing the budget (1) the participation of cooperators in the proj-
ects, (2) the participation of FAS in trade fairs, and (3) the
fluctuation in buying power of foreign currencies, Although FAS
may encounter problems in preparing the budget requests, we be=-
lieve that the problems can be resolved inasmuch as similar prob-
lems have been resolved by other agencies which obtain the use of
foreign currencies through the appropriations procedures.

essional action was taken to extend control to these
funds after June 30, 1960, under the provisions of section 104 {a),
;ssamended by section &4, fublic Law 86=341, approved September 21,
959.

Progress made in resolvi uestion of assi ent of revenues
to projects.--We have recommen e el o neers,
orps o ineers (Civil Functions), and the Secretary of the In-

terior negotiate agreements between the Corps of Engineers and the
Department of the Interior on the scheduled amounts of receipts
from sale of power allocable to generating projects as a return of
the reimburssble power costs of the Corps' projects, At the Octo-
ber 29, 1958, meeting of an interagency staff-level working group
counsisting of representatives of the Department of the Interior,
Corps of Engineers, Federal Power Commission, and the General Ace-
counting Office, it was agreed that the assignment of revenues and
related marketing expenses of the hydroelectric energy generated
at Corps~operated plants in the southeastern area of the United

. States was primarily the responsibility of the Southeastern Power
Administration (SEPA), Arrangements were made for SEPA to furnish
Corps district offices with the amounts of revenues and marketing
expenses assigned to specific projlects. It was agreed also that
there should be jJoint amnual reviews of accounting results. Major
ad justments to Corps' financial records are expected to result
from these agreements. Through interchange of cost and revenue
information, SEPA as the power marketing agency will be enabled to
more accurately show repayment information in its records,

Excess cash transferred to miscellaneous recelpts of the
Treasury.-~1n our audlt of the abaca riber program of tThe General
Services Administration for fiscal year 1957, we estimated that
the available cash balance in the revolving fund used to finance
the program was approximately $3,000,000 more than would be re-
quired for the foreseeable needs to the program termination date
of March 31, 1960. We recommended that GSA review its cash needs,
after decisions concerning future operation of the program were
made by the Office of Civil and Defense Mobilization, and return

to the Treasury the amount determined to be in exceses of needs.,
Following this recommendation GSA reviewed its needs and in Septeme-
ber 1958 transferred $2,500,000 from the abaca fiber revolving
fund to miscellaneous receipts of the United States Treasury,
thereby effecting a rescission of unnecessary spending authority.
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Requirements for charging fees for revising Federal Crop Ine
gurance coverage Should De unilorm,e=in our report on audit ol the
Federal Crop Insurance Corporation, Department of Agriculture, for
fiscal year 1958, we pointed out that state directors of the Fed-
eral Crop Insurance Corporation mey at their discretion require
payment of a $$10 fee in cases where the insured submits a revised
acreage report to adjust his insurance coverage. Our audit dise
closed that these fees had been collected in about 1 percent of
the cases and that one state accounted for 75 percent of the col-
lections., It does not appear reasonable that the circumstances
within this one state that warranted collections of fees did not
exlst in other states to a comparable degree. We recommended that
the Corporation establish uniform requirements that will be appli-
cable in asll cases,

In a letter dated January 8, 1959, the Manager of the Corpora-
tion stated that "the variety of situa%ions which can be. involved
in acreage reports and requested revisions makes it most practical
to handle this provision zﬁharging the fee/ as an authority placed
with the State Director *** ye will, of course, continue to work
toward as much uniformity as 1s practicable ### #

We believe that the practice of permitting the state direotor
to charge a fce entirely at his discretion may result in inequity
to the insureds.

Possible savings of interest on advances of grant funds to
states.=~-1n December 1958, we reported to the secretary ol Health,
Educafion, and Welfare on the possibility of reducing Government
interest costs by advancing grant funds to states on a monthly
rather than a less frequent basis and suggested that the Depart-
ment review the matter. The Secretary informed us that reviews
would be made of all grant programs in which funds are advanced to
determine whether the timing of the advances should be modified
end that the results would be reported to us.

43



Review of accounting procegures

Procedures to be corrected to avold understatement of reim-
bursable ErojecE cogts.--Under the provisions of the Flood Control
Act of 19F1, as amended (33 U.S.C. 701C.3), 75 percent of the
moneys recelved and deposited into the Treasury of the United
States durlng any fiscal year on account of the leasing of lands
acquired by flood control, navigation, and allied purposes is to
be paid to the states 1n which the lands are located. The Corps
of Engineers records these paymentes in 2 manner that results in
reducing the amount shown as the Federal Government's investment
in the power generating and dlistributing facllities, thus reducing
the amount of the investment to be recovered by charges to power
users.

) To correct thls situation, we recommended that the payments
be recorded in a manner that would reflect the proper amount of
the power investment. The Chief of Engineers, Corps of Engineers
(Civil Functions), concurred in our recommendation and instruca
tions were issued on December 2, 1958, to put this recommendation
into effect.

ggocedgpes improved to avoid loss_of discounts and to realize
other benefits atfor ed Dy current_reporting.--During the fiscal
year 1959, we reported to the surgeon General, Public Health Serva
ice, Department of Health, Education, and Welfare, that accounting
documents received at the Public Health Service Outpatieunt Clinic,
New York, N.Y., were not forwarded promptly to the designated ac-
. counting point (PHA hospital at Staten Island). Vhere.this situa-
tion exists, discounte offered by vendors may be lost and the ac-
countling records are not maintained on a current basis. As a re-
gult of our recommendation to Publlic Health Service the Division
of Hospltals advised that the clinic 1s expediting the flow of doc-
uments to the accounting point and that records are beling main.
teined on a current basis.

Improved controls being developed to provide a wore rellable
record of accountability and basis for actuariel determinations.--
In our reports on the insurance operations of the Veterans Admine
istration, we recommended that the VA take steps to obtaln adequate
accounting control over unidentifled remittances, policy premiums,
and actuarial records. It is anticipated that these controls will
be provided through the conversion to electronlic data processing

which is now in process and expected to be completed in fiscal
year 1960.

We recommended also, in previous reports that iunsuraunce death
awards which were under a manual system be placed under accounting
control. As of June 30, 1959, death awards were fully converted
to a punched card system with proper controls.

Manuslly maintained benefit payment account records converted
to_a _mechanized system.--1n working with the Veterans Administra-

tion, we noted a need for improvement in accounting controls over
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volume beneflt payments under the manual syatem. The accounting
control consisted of a visual comparison of Treasury payment liste
with individual account records. Our cooperative efforts helped
establish a mechanized system of controls at one regional office,

and we recommended to VA that it extend this system to all benefit
accounting offlces.

VA anticipates that all but the smallest regional offices
will have converted their benefit accounting systems to mechanized
procedures by October 31, 1959. It 1s estimated that a savings of
$1.3 million will result from the conversion.

Better information for managin§ Publlic Health Service hosgi_
tals to be obtalned.--Our reviews o e budgeting and accounting
actlivities at various Public Health Service hospitals, as reported
to the Department of Health, Education, and Welfare during fiscal
year 1959, disclosed that the hospital cost accounting systems,
based on PHS manual instructions, were inadequate because they did
not provide management with complete and accurate iunformation. Ex.
amples of the inadequacy of the systems are as follows.,

1, Cost centers were not arranged to agree with organizational
subdivisions or other activity classifications. For example, cost
center, "Medical, Surglcal, and Dental Services,® covered several
separable activitles., The activities should be subdlvided 1in the
accounts to provide cost data for each major element such as oper-
ating room, pathology, radloleogy and X-ray, dental activities, and
nureing service,

2. Salaries were dlstridbuted to the various cost centers omn
predetermined percentages based on an amnual time study of the num.
ber of employees on duty and the wage rates in effect., At the Bal.
timore hospital, the percentages were not revised although during
the year there were internal transfers of personnel, additions to
staff, resignations, pay increases, overtime, and other simillar
items that materially affected the perceutages established earlier.
At the New Orleans hospital, the percentages had not been approprl.
ately revised for over 3 years. And at the Staten Island hospital,
percentages were seriously out of line with the number of persons
actually employed in most of the cost centers.,

3. Manual instructions require the distribution of utilities
and fuel expenses to certalin cost centers on the basis of fixed
rates. How the rates at the Baltimore hospital were determined,
and if they were still appropriate, could not be ascertained. The
Staten Island hospital, in accordance with prescribed cost accounta
ing procedures, did not distribute certain indirect expenses to
the benefiting cost centers. For example, communication expenses
of %28,421 in fiscal year 1957 were classiflied as adminlstration
expense. In addition, the outpatient service, a substantial opera-
tion, did not share in the distribution of costs for fuel, utility,
and maintenance of bulldings and grounds.
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k. Cost center, "Education and Training," was not used by the
Baltimore ané Staten Island hospitals primarily beczuse manual in.
etructions were directed toward operationm of a formal- and
permanent-type school such ag a school of nursing. Training pro-
grams at the hospitals for interns and a l.year course for medical
record studeuts, for example, were not separately classified for
cost eccounting purposes, Also, there was no requirement that an
approximate cost of speclal study cases admitted for the purpose
of tralning interns and residents be established and considered in
the cost of traiuning.

5. Costs of the tumor clinic, a specialty of the Baltimore
hoepital, were not segregated from other hospital costs.

In response to our reporte, officlals of the Public Health
Service stated that they intended to make extensive changes 1in
cost accounting procedures in many hospitals at the beginning of
fiscal year 1960,

Controls established to provide for timely filing of claims
against carriers.--At June 30, 1957, there were 1l loss and damage
cEalms against carriers totaling 550,885 and 166 overcharge claims
totaling #16,039 in the rejected claim flle of the Chicego Commod-
ity Office of the Commodity Credit Corporation, Department of Age.
riculture, because the commodity office di1d not submit clailms to
carriers within the contractual limitation period of 9 months for
loss and damage clalms and the statutory limitation perioéd of
2 years for overcharge claims. Although many of these clalms may
eventually be collected either by suit or by offset agalunst certif-
Jcates issued by the General Accounting Office for amounts due car-
riers, the fallure to file claims promptly causes uncdue delays in
collection and additional administrative expenses., Previously,

755 rejected claims agailust carriers, amounting to #71,105, were
removed from the accounts of CCC as uncollectible and transferred
for offset agalnst certificates 1ssued by the CGeuneral Accounting
Office for amounts due carrilers on billls more than 6 years old.
211 of these claims had been rejected by carriers beczuse the com-
modity office did not file them within the prescribed time limita-
tlons.

In a letter dated May 8, 1959, commenting on our report, the
Presldent, Commodity Credit Corporation, informed us that more
time 1s now beiung devoted to tramnsportation activities and that
the system for handling these clalms has been improved and con-
trols established to provide timely filing.

Changes made_to_ improve llen collection procedures...In our
report on the 1lnsurance operations in the Veterauns Adminlstration
we stated that VA's lien collectlion procedures were lnadequate 1n
that (1) only one collection letter was belng sent to the insured
and (2) prompt collection action was deterred by informing the 1ne
gured in the letter of motification of establiishment of the lien
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that interest would not be charged for 1 year., VWe recommended
that VA send a serles of collection letters to the insured and
notify the insured ouly in the final letter of the series when and
at what rate Interest would be charged. VA issued procedures 1in
August 1958 in counformance with our recommendation.

Changes being made to improve accounting for leasehold im-
rovements.--Our review of leasing pollciles and procedures in the
Atlanta Regional Office, General Services Administration, dis-
closed that (1) the financial accounts kept in the regional office
pertaining to leasehold improvements were inaccurate and (2) the
accounting procedures did not provide adequate control over Govern-
ment owned property in leased premises. These conditions were
found also Iin GSA regional offices at Chicago, Dallas, and New
York.

In a report dated April 22, 1959, to the Administrator of Gen-
eral Services, we recommended that the Comptroller, GSA, (1) re-
vise the accountlng manual to more completely identify the types
of items properly classifiable as leasehold improvements and (2)
establish accounting procedures covering leasehold improvements aca
quired by means of perlodic payments to lessors, including the re=
cording of the related liabilities incurred. GSA has advised us
that changes to improve and clarify the accounting for leasehold
improvements are belng prepared for inclusion in the accounting
manual.

Administrative controls over payrolls strengthened.-.-As a re.
sult of our audit findings in various General services Administra.
tion reglonal offices, reglounal offlclale took or agreed to take
appropriate action during fiscal year 1959 to correct the follow-
ing conditions observed in payroll activities: (1) timekeepers®
distributing pay checks and savings bonds, (2) timekeepers' fail.
ing to record time and attendance on a daily basis, (3) employees®
certifylng their own time and attendance reports, and (4) employ-
ees' approving thelr own overtime.

Changes made to eliminate improper retention of terminatin
employees on the rolls and exXCessive acerual Of leave.--Our audit
at the General Services Administratlon Regional and Central of.-
fices 1n Washington, D.C.,, disclosed a number of cases where em-.
ployees about to be separated from the Federal service were belng
granted terminal anmmual leave, retained on the rolls, and credited
with additional leave during the terminal leave periods countrary
to section 1 of Public Law 525, Seventy-eighth Congress (5 U.S.C.
61 b). To avold the disadvantages which the law was designed to
correct and to eliminate unnecessary additional paper work, we rec-
ommended that GSA take appropriate action to require compliance
with the law. GSA issued an order to all its officlals on Janu.
ary 6, 1959, to carry out our recommendationm.

Procedures changed to provide control over basic workweeks of
guards. --0ur examlna%lon at the Washington, D.C., Regional OITice
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of the General Services Administration showed certain deficiencies
in administrative controls over the baslc workweeks (duty hours)
established for guards in that (1) basic workwecks were adjusted
to give the guards days off for holidays to which they would not
otherwise be entitled, (2) guard force persounel established and
revised thelr own workweeks without proper authority to do so, (3)
the Reglional Comptroller was not furnished the information neces-
sary for proper verlfication of time and attendance reports, and
(4) there was not formal recordkeeplng procedure for malontalnlng
the work schedules for guard force persomnel. As a result of our
examination, a regional order was 1ssued on May 8, 1959, providing
a gulde and prescribing procedures for establishing and document.
ing modifled tours of duty for employees wheu the nature of the
work so required, If strictly adhered to, this order should cor-
rect the deficiencies described.

Changes made to prevent excess annual leave accruals due to
errors in esta shlng service computation dates.--Our audlit at
the Hasﬁingfon, D.C., Reglonal Office of the General Services Ad-
ministration disclosed that changes in rates of anuual leave ac-
crual were being made incorrectly because of numerous errors in
service computation dates, We recommended that GSA review the es-
tablishment of these dates to help elimlnate further erroneous
leave accruals and the attendant cost to the Coverument, A review
of about 85 percent of all reglonal employees' service computation
dates was completed by February 28, 1959, and resulted in the cora
rection of 2,771 of these dates,

Recommendations adopted to simpllify procedures and to reduce
errors.--1n a report on %ﬁe Insurance Operations in the Veteraus
Administration, we recommended that, in order to achieve adminis-
trative saviungs and provide more prompt service to the veterans in-
volved, VA use the latest dividend rate tables avallable 1in proc-
essing final settlements when a policy 1s termiunated between annl-
versary dates. VA had been delaying dividend payments until the
next year's dividend rate tables were released, although there has
been little change in dlvidend rates from year to year. In Juue
1959, VA 1ssued instructions adoptling our recommendatlion 1n death
and cash.surrender cases.

In another report, we pointed out that there was a high rate
of error on the part of VA employees in applyling dividends to pay
premiums in advance. We recommended that VA modify lts procedures
to provide a more extensive check of these transactlons. VA 1l&-
sued instructions in November 1958 to carry out this recommenda-
tion.

Recommendation for elimination of deficlencles in accountin
and reportlng.--Our report on review of management controls o e
District of Columbia Governmeunt, issued during fiscal year 1959,
pointed out that the District's system of accounting and reporting
does not provide the necessary information for (1) determining the
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financial condition and operating results of the various funds, ac-
tivitles, and programs, and evaluating the operating results, (2)
congrglling all resources, and (3) developing annual budgets on a
cos AS18.

We recommended that the District establish (1) an accrual sys-
tem of accounting for each fund and related activity or program
that will provide for determiniung the financial couditioun of the
fund and the results of the activitles or program operations, and
for adequate control over all funds or other resources and (2) a
reporting system that wlll provide information essential for man-
aging the Dilstrlct's finances and evaluating the operations of the
varlous funds, activities, and programs, and for sound forecasting
and budgeting purposes.

The Board of Commissioners informed us that they anticlpate
that most of the deficlencies in the accounting and reporting sys-
tem will be remedied under the program for improvement of finan-
cial management that was inltiated in January 1957. Our report ine
dicated, however, that the improvements contemplated in the pro-
gram initiated in 1957 were not being made timely primarily because
of an inadequate accountlng systems procedures staff.

Need for imvrovement 1lu cost accounting and allotment struc.
ture.--1In our report issued during fiscal year 1959 on programing,
budgeting, accounting, and reporting activities of the Bureau of
Indian Affairs, Department of the Interlor, we pointed out that
counsiderable progress has been made by the Bureau in properly main-
taining its accounting system, but certain changes in accounting
procedures are still needed to obtain maximum benefits and to real.
1ze the full potential of the system, For 1lustunce, there is need
(1) for development and use of unit costs for measuring the Bu.
reau's operating efficlency and (2) for providing greater flexibila.
ity in the management of appropriated funds. Our review disclosed
that certalin Bureau practices have resulted in placing emphasis on
the use of allotment records rather than cost records for countrol
of the Bureau's various programs and activities. Ve recommended
that the Commissloner of Indlan Affairs take action to provide for
control of obligatlions at the highest practical level and promote
reliance on costs, in such detall as is required for management
purposes, for the control of programs or activities at all levels.

In respouse to these matters, the Department advised us that
it considers the development of unit costs desirable. The Depart-
ment also advised us that, because 1t made a commitment to the Ap-
propriations Committees of the Congress that (beglinning with fis-
cal year 1951) approprlated funds will be obligated and expeunded
by budget activities in the manner in which they were presented to
the committees, 1t is necessary for the Bureau to maintain and use
the many separate allotment countrols and records. In additlon, Bue
reau officials have indicated that the allotment system should be
simplified but that this must wait uutil the Bureau has developed
better programing. )

49



We recognize that revision of the Bureau's allotment controls
will require appropriate coordination with these congressional com-
mittees. We do not believe, however, that simplification of the
ellotment structure need necessarily be delayed until better pro-
graming is achieved.

Need for %mgrovement in g%dgetar¥ accounting.--0ur review of
management controls o e District of Columbla Government dis-
closed that there was an overemphasis on fund control and that in.

sufficient attention was given to seeing that costs were charged
to the activities to which they applied and to controlling costs.

We suggested that the allotment and obligation procedures be
simplified by reducing the number of allotments and eliminating
duplication and that costs be controlled by use of financial cost
data to be provided by cost records integrated with the accrual
system of accounting.

The Board of Commissioners informed us that this suggestion
would be given attention under its progrem for improvement of fi.
nancial management. ;

Deficient controls and cedures in the administration of
+=alll OUr report su e Maritime Administrator in
ebruary 1959, we pointed to significant defects in financilal and
other administrative procedures of the agency for the effective ad.
ministration of claims, then totaling about 200 million, for and
against the United States.

As a result of the defects, the records and reports of the
agency of the number and value of the claims were unrellable, and
the effective administration of claims was hampered. Some claims
were recorded on the accounting records, some on an administrative
record, some on both or not at nll., No allowance was provided for
uncollectible notes and accounts receivable from outside the Gov-
ernment. The valuation of claims against the Government was ex-
cessive. Claims for indemnification were not under control. Fur.
ther, we could not establish the reliability of the reserve for es-
timated claims in connection with vessele sold under the Merchant
Ship Sales Act of 1946 because of the condition of the underlying
records. ;

The agency has informed us that action taken or contemplated
as a result of the report will lead to material improvement in ad.
ministration.

Disproportionate time and effort sg&nt in determining egu1§-
ment clasgification..-.In our report on e audit o < Nationa
Bureau of Standards, Department of Commerce, we stated that the
formulation of a sound and workable plan for classifying and fia
nancing the procurement of general and special purpose equipment

has been a perplexing problem to the Bureau. Because of limited
funds available for the purchage of general.purpose equlpment, the
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difficulty of projecting in many cases the utility of equipment to
the Burezu beyond the immediate project on which it is to be used
and the extent of obsolescence due to rapid advaunces in techmology,
there has been strong incentive to classify equipment as special
purpose. This has been further encouraged by the ready availabll.
1ty of funds on projects financed by other agencies, most of which
include some equipment requirements which can be met from such
funds provided the equipment can be classified as special purchase.
In addition, it has been the practice of the Bureau to allocate

the majority of funds avallable for the purchase of general purpose
equipment to the techunical divisions on the basis of the aunual de.
preciation charges by the individual divisions rather than oun the
basls of equipment needs and to permit purchase of new equipment
from such funds without justification as to need. As a consge.
quence of these conditions, disproportionate time and effort are
expended by Bureau personnel in determiniug the classification (as
to general or speclal purpose) and the source of financing equip-
ment, and in devising means of clrcumventing the restrictions im.
posed by Bureau administrative policies,

We suggested that a more orderly and consistent basis for
classifying equipment would evolve and the adminisgtration of equip-
ment operations would be made easier if all funds avallable for
the purchase of general purpose equipment were allocated on the
basls of demonstrated need and if the procurement of special pur-
pose equlpment for a project were controlled through specific ap.
proval simultaneously with the approval of the project at the time
it 1s budgeted. The former was done in fiscal year 1958 and the
Bureau has agreed to consider our suggestions in formulating a new
statement of pollcy on equipment clagsificatlon.
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Review of budgeting

Corps of Engineers to include additional information on major
rocuremen ems in budge resentation.-~-In our report of KFebru-
ary 17, s ON e revolving fund operations of the

a )
Corps of Engineers (Civil Functions), we recommended improvement
in the presentation of proposed capital outlay expenditures in the
annual budget presentation to the Congress to show additional de-
tails on major procurement items. The Corps advised us that it
had no objection to furnishing the Congress any desired details on
activities of the revolving fund and that future budget presenta-
tions would include additional details on major procurement items.

Need for lgerovement in Eregarigg budget estimates for
contractor-operate ant.-- review of selected activities of
the Atomic Energy Coﬁﬁission's Hanford Operations Office disclosed
(1) that a voluminous amount of detail was used to support the
budget request prepared by the operating contractor for equipment
not included in construction, (2) that all the detailed engineer-
ing data relating to the plant acquisition construction budget was
not made available to the contractor's estimator who was responsi-
ble for the preparation of the related cost estimates, and (3)
that certain duplication of accounting records existed between the
fiscal accounts and general accounts sections. AEC advised us
that appropriate procedures had been or would be adopted to elimi-
nate the deficiencies noted during the review,

Change made in budget presentation to disclose unused reserve

for administrative expenses.-- annual budget submission for the

ureau o ublic Roads, partment of Commerce, did not, in the
past, disclose the status of the unused reserve for administrative
expenses. For complete disclosure of Bureau methods of financing
1ts activities, we suggested that the budget document should show
the unexpended amounts of authorizations withheld from apportion-
ment tc the states, for Bureau administrative expenses, in rela-
tion to the annual budgeted administrative needs of the Bureau,
We recommended to the Bureau that this type of information be in-
corporated in all future budget presentations to the Congress.
The Bureau agreed to present the status of its reserve account in
the congressional budget Jjustifications. A summary of the status
of the reserve appears in the fiscal year 1960 budget estimate.

Recommendation that budget presentation be revised to dis-
close extent to which appropriated funds are supplemented by funds
of other agencies.--In our report on the audit of the National Bu-
reau of Standards, Department of Commerce, we pointed out that one
of the more difficult problems of the Bureau has been the develop-
ment of a more stable program to concentrate the Bureau's techni-
cal effort on its own assigned mission rather than on the work of
other Government agencles. The Bureau bellieves that a substantial
part of this work for other agencles, while 1n large part within
the sphere and contributing to the accomplishment of the Bureau's
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basic program, has different objectlives, requiring diversionary ef-
fort which would not ordinarily be necessary in carrying out its
baslc program 1f sufficient funds were avallable through appropria-
tlons directly to the Bureau.

The most slgnificant effect of this dual financing 1s that
the activlties of the Bureau--more importantly, the Bureau's basic
program--do not lend themselves readlly to analysls, evaluation,
and control by the Congress and central control agencles. Budget
estimates submitted toc the Congress by the Bureau have not shown
the extent to which funds appropriated for the Bureaut's basic pro-
gram were supplemented by funds of other agencies. We recommended
that the Bureau revise its annual budget presentations to the Con-
gress to disclose (1) the character and scope of its baslc program
and total estimated cost thereof, (2) the estimated amount that
may be expected from other agencles for the work within or closely
related to its basie program, and (3) the estimated cost of other
projects to be undertaken by the Bureau for other agencies because
of 1ts unique facllities and competence, The Bureau helieves that
there are a number of problems involved in carrying out this rec-
ommendatlon, but has acknowledged that some form of meaningful
presentation of total Bureau activlty should be incorporated in
the budget document.

Recommendatic® that practice of apportioning charges to proj-
ects be describe n budget presentation.=-=-0ur au ol the Na-
tional Bureau of Standards, Eeparfmenﬁ of Commerce, indicated that
many of the sclentific projects undertaken by the Bureau are simi-
lar 1n technical content and are being carried on by the same tech-
nlcal personnel whose work on these projects generally benefits

all such projects in varyinz degree. Thils poses & problem in ap-
portloning costs to individual projects and the situation has been
complicated by the Bureau's practice of apportioning costs to such
projects according to the availability of the various funds financ-
ing these projects, rather than on the basis of the cost of the ef-
fort expended on them, We recommended to the Bureau that such
projects be consolidated into single master projJects for cost pur-
poses and that the costs be apportioned to the financing sources

by the accounting division based on a formula that would produce
reasonably equitable charges to each financing source. The Bureau
claims that i1ts practice 1s proper, that it does not violate the
intent of the Congress or the financing agencies, and that it per-
mits maximum research effort with the funds made available.

We have no knowledge that the congressional committees are
épprised of this practice. Accordingly, we recommended that the
Bureau fully describe i1ts practice in its annual budget presenta-
tion for the information of the Congress and for consideration as
to the propriety of the practice,
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Review of utilization of automatic
ata processing equipmen

Lack of justificaiion of need.--In July 1958, the Bureau of
Public Roads, partment of Commerce, contracted to rent medlum
scale automatic data processing (ADP) equipment., On the basis of
our examination of information available in Bureau files and from
our discussions with Bureau officials, we reported to the Adminis-
trator in February 1959 that (1) the administrative determination
to rent ADP equipment was not sufficiently documented to show
whether a complete critical analysis of Bureau requirements and
plans preceded the decision to rent such equipment and (2) there
is insufficient documentation of the costs of operating the equip-
ment to permit cost-benefit analyses for individual projects, and
criteria have not been established to facilitate evaluation of
equipment usage in terms of costs and benefits. Lacking adequate
studles on which to base a considered judgment as to the need, uti-
lization, and economic benefits of this equipment, the Bureau 1is
without sound justification f'or its acquisition. We recommended
that the Bureau have a competent staff make such studles as soon
as possible, The Bureau has organized an advisory committee to re-
view its needs for ADP equipment.

Savings derived from electronic system for payment and recon-
ciliatlion o vernment checks,--Llectronic processing equip-
ment for the peyment and reconciliation of checks drawn on the
Treasurer of the United States was first used in fiscal year 1957.
In installing automatic data processing systems, it 1s lmportant
to make a post-installation review to determine the costs before
and after installation and to evaluate the effect of the system on
the procedures and organization of the agency or agencles involved,
Agencles directly involved in this installation were the Treasury

Department, the General Accounting Office, and the Federal Reserve
banks .

Representatives of the General Accounting Office and the
Treasury Department made such a review for the fiscal year 1959,
the first year in which the payment and reconciliation of current
checks was performed solely by use of this equipment. The report
on the review, issued to the Secretary of the Treasury, the Direc-
tor of the Bureau of the Budget, and the Comptroller General of
the United States on August 28, 1959, showed that the original ex-
gectations had been exceeded considerably. Instead of savings of
92,200,000 a year as originally estimated before the equipment was

ut in use, it is now estimated that the annual savings will be
52,949,000.

A large part of the savings will be realized by the General
Accounting Office where the check reconciliation operation was
previously performed, The number of people engaged in thils opera=-
tion in the General Accounting Office was reduced from 369 in 1956
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to 70 at June 30, 1959. The latter were retalned to complete the
residue of reconciliation work under the old system. This was com-
pleted on October 1, 1959, after which no employees were engaged
in this operation in the General Accounting Office,
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Review of preparation and utilization of reports

Changes made to eliminate 1lnaccuracies in records and reports
of landholdIngs.--Our review disciosed that records in certain
regional offices of the Bureau of Reclamation, Department of the
Interior, on the status of landholdings were inaccurate and that
information shown on Status of Lands reports was incorrect. In
November 1958, we recommended that the Bureau place emphasis on
the establishment and maintenance of accurate land records and the
preparation of accurate reports.

The Department of the Interior advised us in April 1959, that
some of the inaccuracies have been corrected and that efforts were
being made to correct other inaccuracies by updating land records
andtdetermining the cause of discrepancies in Status of Lands re-
ports.

Improvement in appraisal procedures and reports.--In our re-
ports on audit ol the Eoresﬁ Service, Boparimong of' Agriculture,
we recommended that certain measures be taken to improve timber ap-
praisal procedures and reports. In accordance with our recommen-
dations, the agency, both prior to and during fiscal year 1959,
has accelerated the making of necessary mill studies and has pro-
gressed . in training personnel in the collection and evaluation of
cost and selling price data used in appralsals.

Action to be taken to eliminats unnecess reports,--Our re-
port To the Chlel of Englneers on our review o§ overtime policies
and practices in the South Pacific Division contained recommenda-
tions cesigned to coordinate more effectively the workload of the
division with available manpower. We recommended to the Chief of
Engineers that a reappraisal be made of reporting requirements
with a view of limiting to those found necessary to management the
large number of time-consuming reports currently being prepared by
district offices. Both the Chief of Engineers and the Division En-
glneer expressed general concurrence with our recommendations and
stated that corrective action had been or would be taken.

Reports to be changed to provide for more complete disclosure
of financlal information.--In a report to the Administrator of Vet-
erans Aifairs, we recommended that the VA develop reports which
would adequately dilsclose the results of operations and changes in
equity in the insurance funds. The Administrator replied that VA
did have such reports in its "Actuarial Analysis of Operations."
However, this analysis 1s an internal VA report for management.

We then recommended that the VA, in order to provide for more
complete disclosure of financial information, include, in all 1its
external reports for each fund, statements on an acerual basis
which would show results of operations and changes in equity or
surplus.
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In July 1959, the VA stated “that such statements would be in-
cluded in all future reports, both internal and external. These
statements should provide a basis for better management control
and information.

Review of internal review procedures

Steps taken to provide for systematic internal reviews of pro-
grams and operations.--The VA CenErEI Office procedures require
that the manager of each hospital conduct a continuing review of
programs and operations with emphasis given to the review and ap-
pralsal of a particular activity each month. Our examinations dis-
closed varilous instances where the review of Veterans Administra-
tion hospltal programs and operations was not properly carried out
by VA personnel. In one instance, the reviews had not been
started; 1in other instances, the reviews had not been applied to
all actlivities; in some, the reviews were inadequate; and in other
instances, there was need for improved reporting on the results of
the reviews.

We concluded from our examinations that the VA Central Office
should have placed more emphasis on the manner in which the re-
views were being made at the hospltals and provided for more ag-
gressive follow-up to determine whether the procedures were under-
gtood and followed.

In our report to the Administrator of Veterans Affairs, we
recommended, generally, that the Chief Medical Director require
the hospltal managers to make certain that division chiefs are suf-
ficlently indoctrinated in the obJectives of the self-evaluation
program and that they understand and comply with pertinent VA Cen-
tral Office procedures. We recommended also that the Chlef Medi-
cal Director take action to ascertain whether the reviews were
being effectively carried out at each hospital or station.

As a result of our audit action, administrative instructions
were 1ssued within the Department of Medicine and Surgery, VA Cen-
tral Office, and to the Area Medical Office staffs for the purpose
of strengthening fthe controls and follow-up of the systematic re-
view program., In addition, the Department of Medicine and Surgery
directives gecverning the review program were revised as of
April 30, 1959, to clarify obJjectives and responsibilities and to
improve procedures for making reviews.

Review of internal auditing

Scope of internal audit expanded.--In our review of the activ-
1ties of the Natlonal Bureau of standards, Department of Commerce,
we noted that the work of the Bureau's internal audit staff had
been generally limited to examinations of financlal transactions
and reviews of certain activities of administrative divisions. Re-
view of technical program administration had been almost completely
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excluded from the scope of internal audit. For more effective use=-
fulness of internal audit to the Bureau management, we recommended
that the scope of internal audit be broadened to include periodic
review of the administration of the Bureau's technical programs.
The Bureau agreed that the scope of its internal audit should be
expanded, and a program for review of technical division adminis-
traticn has been instituted.

Recommendation that internal auditing be improved to serve as
an effective element of management conErOE.--In our report on re-
view of management controls of the District of Columbia Government,
issued during fiscal year 1959, we called attention to the fact
that the District's internal audit program has not functioned as
an effective element of management control because of the limited
scope of the audits that have been made.

We recommended that the Board of Commissioners adopt a broad-
ened internal auditing policy that would permit an objective evalu-
ation of District activities. The Board of Commissioners informed
us that a eritical review of the internal auditing function would
be made with the obJective of making all practicable improvements
but that the audit staff would have to be augmented with persons
skilled in management appraisal techniques.

Review of external auditing

Need for timely and effective external auditing.--In our re-
port to the Congress, issued 1In 1950, on our audlt of the construc-
tion of the Shippingport Atomic Power Statlon, we recommended to
the Atomic Energy Commission that, in order to provide management
- with the maximum benefits to be obtained from audits, timely and

effectively executed audits be made, particularly where substan-
tial cost-type construction projects are involved. Because effec-
tive application of this basic administrative control was not made
in this instance untll the final stages of construction, weak-
nesses in the contractor's administration and accounting during
construction were not brought to the attention of management soon
enough to permit timely corrective action. The General Manager
stated that AEC is in complete agreement with the recommendation.
He stated further that timely and effectively executed audits have
been and will continue to be a point of emphasis in AEC-wide audit
policy and that AEC's experlence at Shippingport has served to in-
crease the awareness within AEC of certain problems likely to
arise 1if effective audits are not. undertaken at an early date.
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Review of administration of benefit Egzgents

Procedures changed to reduce inaccurate determinations of
maximim amount of compensation creditablieé Lo empioyees WIth cole
current railroadq emEIégmenE.--In our reporE'dﬂ'gﬁH*E'ET”bEIEEEed
actliv es o € road Retirement Board we stated that the
Board's procedures for recording creditable compensation paid to
rallroad employees who worked concurrently for more than one em-
ployer resulted in excess compensation credits in individual ac=
counts. Overstating the amount cf compensation creditable to an
employee results in an unwarranted increase in benefits upon ree-
tirement. We estimated that $250,000 of excess compeunsation was
credited to employee accounts in cases where employers had re-
celved credits for overpayment of eamployment tax and unemployment
insurance contributions. Proration adjustment reports submitted
by employers, which were the basls for these credits, were not
posted to individual accounts. We recommended to the Board that
procedures be revised to require posting of employer proration ad-
Justment reports to correct these errors in the individual ac-
counts., In response to the recommendation, we were advised that
the procedures had been revised to provide for these adjustments
in the future,

Procedures established to disclose excessive ngments-to ré=
tired m ar ersonnel.--1Iwo reports, one recte o e cre=
tary of Defense and the other te the Administrator of Veterans Af-
fairs, on a review of concurrent payments of military retirement
pay and VA compensation or pension were issued on September 2,

1958.

Our review of procedures covering payments of VA compensation
or pension to retired military personnel disclosed that some re-
tirees gre recelving excessive retirement payments from the mili-
tary services as a result of incomplete information furnished to
the services by VA, principally as to the statutoery increases in
compensation or pension payments authorized by Public Law 356, 82d
Congress, Public Law 695, 834 Congress, and Public Iaw 85-168.

As a result of our recommencdation, the VA and the Department
of Defense have establlished procedures to disclose existing errors
and to reconclle and correct their records. Procedures desligned
to prevent improper payments in the future are being consldered.

Changes recommended to correct differences in amount of com-
pensatlon reporte Or varlousS purposes.-=Frocedures in the Hall-
road Retirement Board for reconciling reports of compensation made
by employers with the amounts of compensation used by them for com-
puting and paying retirement taxes and unemployment contributions
did not establish controls in the accounts over differences pro-
duced by the reconciliations. Such controls would provide in-
creased assurance that such differences were resolved. In addi-
tion, contribution and tax rates applied to compensation adjust-
ments for prior periods were not verified as to accuracy. In
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response to our recommendations, contained in our report submitted
in December 1958, the Board advised that they were developing pro-
cedures on a trial basis to record differences disclosed in recon-
ciliations and that, as a test check, they had arranged to verify
the acguracy of the reporting of prior-perlod adjustments reported
in 1958.

ggggggs recommended to correct 1nade§uate review of records
to detect cases ol nonen emeént to annultlies.--Frocequres o e

road ke men rd desligned to automatically disclose an-
nuitants who earn compensation from railroad employment subsequent
to award of the annuity do not disclose those who earn such com-
pensation in the remalning portion of the calendar year in which
the annuity 1is awarded. Under provisions of the Rallroad Retire-
ment Act, earnings from railroad employment after retirement cause
a loss of annuity.

In our report submitted in December 1958, we recommended that
the Board revise 1its procedures to correct this deficlency. We
understand that our recommendation will be adopted as soon as COO=
pensation accounting has been placed on electronic data processing
equipment. This conversion is scheduled for January 1, 1961.

Study to be made to improve controls to reduce erroneous pay-
ments” of Eg%é!onb.--! review ol penslion cases EEgun In the veterans

stratlion, washington regional office, in fiscal year 1958,
was completed in the fiscal year 1959. A report on this review
was l1lssued to the Administrator on June 15, 1959. This review ine
cluded an examination of 2,026 claims folders to determine whether
the awards were proper in accordance with current applicable stat-
utes and VA regulations and procedures. We reviewed also the pro-
cedures for the control of specific actions that should be taken
by the VA at some later date or dates in determining the continued
eligibility of veterans to receive payment of benefilts,

Our review disclosed that overpayments were made because
timely physical examinations were not scheduled and made, and in-
formation contained in the claims folders was not evaluated to
determine the continued elilgibllity of veterans to receive payment
of benefits. As a result of our review, VA made adjustments re-
sulting in contlnuing annual savings of $21,000., In addition, VA
began a study of the need for additional controls and will deter-
mine the need for a general review of claims folders in other of-
fices to determine the propriety of the pension awards and the con-
tinued eligibility of the Veterans.

Recommendation that procedures be desipgmned to correct possible
errors in awards.--1In our report on the auﬁ%g of the Hallroad He-
tirement Board submltted in December 1958, we pointed our that, to
facilitate. timely computation and payment cf annuities, the Rail-
road Retirement Board requires employers to submit supplemental
compensatlion reports covering the perliod between the last regular
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compensation report and the employee's retirement date. We found,
however, that, when the next regular compensation report was re-
ceilved, there were discrepancles between the compensation then re-
ported and that reported previously on supplemental reports.

The Board does not have a regular procedure for reconciling
the supplemental and regular compensation reports, and consequently
posgible errors in awards may not be detected. We recommended that
the Board establish procedures to permit the prompt disclosure of
differences, and we understand that our recommendation will be
adopted as soon as compensation accounting has been placed on elec=-
tronic data processing equipment. This conversion is presently
scheduled for January 1, 1961.
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ljmiggzign.--rn our report on the 19 7 Soil Bank Program, we

stated that the soil bank regulations of the Department of Agricul-
ture provided that the total of all annual payments under the Cone
servation Reserve Program to any producer for any year, with re-
spect to all farms in which he has an interest, may not exceed
$5,000, except under certain conditions,

Although the producers were required to certify that they
were not receiving more than $5,000 in conservation reserve annual
rental payments, steps were not taken to verify these certifica-
tions, Participants were required to identify on acreage reports
all other farms in which they have an interest. With this in-
formation available, the state and county Agricultural Stabiliza-
tion and COnservation (ASC) offlces were in a position to estab-
1ish control over the maximum limitation of annual rental payments
to each producer by communicating with the ASC offices in the
counties and states listed as locatlions of additional farm intera
ests,

Under the agricultural conservation program, the county com-
mittee Has the responsibllity of controlling the maximum limita-
tions where the producer has an interest in more than one farm in
the same county, and the state ASC office has responsibility for
control over those participants having an interest in farms lo-
cated in two or more counties or in different states, We believed
that similar responsibllities shsuld be assigned to control the
limitation under the conservatlon reserve program,

The Commodity Stabilization Service issued procedures dated
February 13, 1959, to carry out our recommendation,

R W _ odlty ce port pro

lation ¢ ed to permit use of average gqualitb CONM=

rity and orice~su rt rates on upland cotton,=--In our
report on the Commodity Credit Corporation, Department of Agricul.
ture, for fiscal year 1955 we pointed out that the Agricultural
Act of 1949 specifically provided that Middling 7/8-inch cotton
was to be the standard grade for purposes of parity and price supe
port, but since this grade was no lounger representative of current
production, its continued use for these purposes had the effect of
supporting the price of all qualitiees of upland cotton at en aver=
age level considerably above that which would prevall if parity
were applicable to the average quality as in the case of other
basic commodities, We stated that, in order to change the stand-
ard grade to a more representative grade, it would be necessary.
for the Congress to repeal the applicable provieione of the act,
This would permlt the Secretary of Agriculture to use the averag
quality., These provisions were repealed, effective with the 1961
crop, by section 108 of the Agricultural Act of 1958, CCC has
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announced that, begimming with the 1961 crop, parity and price sup-
port for upland cotton will be based on the average quallty of the
crop instead of Middling 7/B-inch.

M%Mf%ﬂw.--mder the Agricule
tural Act of 1949 (7 U,S5,C, 1441), the Commodity Credit Corpora-
tion, Department of Agriculture, supports prices of agricultural
commodities through loans to producers, purchases, and other op=-
erations, Loans may be satisfied by (1) repayment of the principal

lus carrying charges, (2) delivery of the commodity to CCC, or
?3) forfeiture of the pledged or mortgaged commodity. In our re=-
ports on our audits of CCC for fiscal years 1955 and 1956, we
pointed out that, if, upon forfelture, loan principal plus inter.
est and other charges exceeded market value of the forfelted com-
modity, CCC could not collect the deficiency, On the other hand,
if market value exceeded the amount due on the loan, the borrower
had a residual interest or %equlty" in the commodity, CCC took
the position that in the absence of specific statutory authority
the Inclusion in 1ts loan agreements of a clause providing for
forfelture of the borrowers® residual interest or "equity" would
be contrary to long established Judlclal precedents which hold
such forfelitures to be invalld,

We recommsnded that the Agricultural Act of 1949 be amended
to authorize CCC to include a forfelture provision in ite loan
agreements, We stated that such a procedure would result in sav-
ings through reduction iln the gquantitles of unredeemed commodities
acquired by CCC and the costs of acquliring, handling, and dispos-
ing of such commodities and through eliminatlion of administrative
costs 1ncident to "equity" payments. By enacting section 502 of
the Agricultural Act of 1958 (72 Stat, 996), the Congress author-
ized CCC to take over unredeemed collateral under nonrecourse
loans wlthout making equlty paymeunts,

Recommendation rerarding selection of warehouse receints for
liczatlon to dellveries.--In our review of the Miunneapolis Com-
modlty Offlce for the fiscal year 1953, we noted that, in settling
with country warehousemen for Commodity Credit Corporation-owned
grain loaded out of their facilities, the commodity office did not
compute (desk blend) the welghted average of gquality factors, such
as test welght and protein content, for the warehouse recelipts
selected for loadiug orders untll after the loadiug orders were
released, Consequently, settlements were not always to the best
interest of CCC in that the werehouse recelpts were not desk
blended 1n the must favorable manner,

We were informed by the commodity office that to attempt desk
blending would cause additional delays in issuance of loading
orders and would requlre additional personnel; however, we belleve
that time consumed in making these desk blends to be insignificant
compared with the more favorable settlements to be gained by CCC,
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We recommended that weighted averages for test welght, pro-
tein content, and other grading factors (where applicable) be come
puted prior to the issuance of country elevator loading orders and
that additional desk-blending efforts be made where practicable in
order to afford the most advantageous settlement to CCC, CCC in-
formed us that 1t has been confronted with many variables in the
selection of warehouse recelpts which 1t considers partially or
completely beyond 1ts control,

RBecommendation regarding pricing of inestore gales.--0ur re-
view of the fiscal year 1958 operations of the Minneapolis Com-
modity Offilce disclosed that the practice of selling in.store corn
at the "Licked-off" terminal price resulted at times in sales be=-
ing made at a price less than market price, By not selling at the
local martet price, the Commodity Credit Corporation may have sus=-
talned signlflcant losses,

In fiscal year 1957, the commodity office scld, basis in-
store country warehouses, approximately 9,000,000 bushels of non-
storable corn plus a large gquantity of emergency feed program corn
to storing warehousemen at a “backed-off" terminal price, The
"backed-of f" terminal nrice was computed as the Minnezpolis or
Sioux City cash corn price less the rall freight cost from.country
point to terminal and the terminal commisslon charges, The com-
modity office was instructed to make this type of sale at the best
price obtainable but at mnot less than the local market price,
Officials of the commodity office informed us that, because of
difficulty in obtalning Iinformation on local market prices, the
"backed-off" terminal price was generally used,

Qur review of bin site sales in Mimmesota and South Dakota
disclosed numerous instances of. corn seles at prices in excess of
the "backed-of f" termlnal price. A review of June 1957 sales rec.
ords of three Minmesota country warehouses also disclosed that lo-.
¢al prices exceeded the "backed-off" terminal price for No, 2 corn,

Agency officlals informed us that 1t is extremely difficult
to establish local market prices and that they attempt to obtain a
local price indlcation on every in-cstore sale made for a quantity
of one carload lot or over., Although we recognize the difficul-
ties encountered, we recommended to CCC that, when possible, the
local market price be determlned before an in-store sale and that,
when it is found to be higher than the "backed-off" terminal price,
CCC megotliate a price more in line with the local market price,

Recommendation to eliminate or minimlze allowances for nremi-

ume possibly unearned,-~In our report to the Congrese on audit of
the Commodity Creait Coruporation, Department of Agriculture, fiscal
year 1958, we commented on the fact that, in the Miuneapolis Com=
modity Office area, country warehousemen had accumulated substan-
tial premium oredits to which they may not be fully entitled, Pre-
mium credits are generally allowed to warehousemen when they
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deliver, for the account of CCC, grain of a higher quality than
the grain acquired by CCC from producers., However, there were
indications that some premium credits may have been accumulated,
not by delivering to CCC a higher quality grain than that acquired
from producers, but by warehousemen recording on warehouse re-
ceipts issued to producers test weight and protein content at the
minimum for the grade rather than that actually applicable to the
grain,

The accrual by country warehousemen of premiums which, in ef.
fect, are unearned could result in larger quantities of low=
quality grain being delivered to CCC from country warehouses than
were placed in the warehouses under the price-support loan and
purchase agreement programs because the accumulation of premiums
encouragee the warehousemen to deliver low=quality grain in order
to work off their premiums, Substantlal losses could be incurred
by CCC in the dispositlon of low-quality grain,

We recommended to CCC that it study all possible means of
eliminating or minimizing the accrual of premiums and the accumula-
tion of large premium balances not fully earned by warehousemen,

As one means, we suggested that consideration be given to limiting
to 1 year the time during which premiums may be applied to _dis-
counts rather than 3 years as 1s currently the case,

CCC has informed us that it will endeavor, when the Uniform
Grain Storage Agreement again 1s revised, to shortem the period
during which premiums and discounts are eligible for offset,

Review of factors leading to_substantial refunds
to cotton purchasers by Commodity Credit Corporation

Purchasers' opntion to have cotton _reclassifled eliminated,==

In our reporis on the Commodlty Credit Corporation, Department of
Agriculture, for fiscal years 1956 and 1957, we pointed out that
uplend cotton export sales announcements permitted purchasers to
have the cotton they nurchased reclassed and required it to be re-
welghed for final settlement purposes, Net refunds under these
provisions of the several export programs from January 1956 to Febe
ruary 1959 were about $166,813,000, A substantial portion of the
refunds were caused by lower grading of the colton upon reclassi-
fication when 1t was sold, We recommended that CCC make a com=
plete study of the factors contributing to lower grading with the
oblective of reducing the amount end number of refunds resulting
from reclassification, This matter had been under consideration
by the Subcommittee on Department of Agriculture and Related Agen-
cles, House Committee on Appropriations who held hearings and made
suggestions for revising the policy,

On March 27, 1959, the Department of Agriculture announced

that upland cotton sold by CCC after August 1, 1959, will be s0ld
without an option by the purchaser to have the cotton reclassed,
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Stocks of cotton from 1957 and earlier crop years will be re-
classed by CCC and offered for sale after being listed in a new
catalog at the new classification, However, pending reclassifica-
tion, this cotton will continue to be offered for sale under pres-
ent sales announcements until all of it has been removed from the
present catalog, or until August 1, 1959, whichever is earlier,

On the basie of past experience, CCC will stlll sustain losses
from the reclassification of this cotton, whether it 1s sold be-
fore or after August 1, 1959,

Cotton from 1958 and 1959 crops will be offered for sale after
August 1, 1959, and the purchaser will not have an option to have
it reclassed,

A large portion of the losses measured by refunds made to pur=-
chasers from January 1956 to February 1959 were attributed by CCC
to deterioration. of the color and quality factors of the cotton
while in storage. The revised policy does not provide for allevi-
ating the conditions contributing to this deterioration and, therea
fore, continuing losses due to deterloration may reasonably be ex-
pected, The amount of these losses will not be determinable, howe
ever, gince it will be included in the over-a2ll loss represented
by the difference between proceeds from sales and CCC's costs,

Review et devel n t reements unde
t Deve nt and Assis C L

cedures ad ed for periodic reporting by contributors,-=-
The Foreign Agricultural Service encourages cooperative participa=
tion of farm and trade groups and other interested organizations
in market development projects authorized under section 104(a) of
the Agricultural Trade Development and Assistance Act of 1954
(7 U,S.C, 1704), The projects sre designed to maintain or expand
present export markets and to develop new forelgn markets for
United States agricultural commodities, The general policy of FAS
is to require cooverators to make contributions to the market de-
velopment projects sufficient to assure assumption of responsibil-
ity, active. participatlion, and continued interest on the cooper-
ators?! part,

Although the agrzements provided that the cooperators should
submit prozress reports and make their financial records avallable
for audit by FAS, they did not require the cooperators to submit
to FAS periodic statements of amounts expended for their share of
the project cost, The essentlal purpose of the agreements genera
ally is the achievement of whatever results can be obtained by the
efficient expenditure of a specified emount of momney, Therefore,
1t 1s important that FAS obtain periodic reports and maintain rec-
ords of cooperators' contributions to determine whether cooper-
ators have complied with the agreements,
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In our report on audit of selected activitles of the Forelgn
Agricultural Service (FAS) to June 30, 1958, we recommended to FAS
that project agreements provide for periocdic accounting by cooper=
ators for amounts contributed as thelr share of the project cost
and that FAS maintain records to keep itself currently informed of
the status of these contributions,

FAS agreed with our recommendation and informed us that fue
ture agreements will provide for periodic reports of contributions,

Review of prices established by Commodity

Credit Co ration for cotto d for e

Export prices for cotton have not been
world market,--~In our report on audit of the Commodity Credit Cor-
poration for the fiscal year 1958, we stated that prices at which
Commodity Credlt Corporation had made cotton avallable for export
for the 1958-59 marketing year had been maintained at levels in
excess of competitive world prices, In our opinion this action
did not comply with the requirements of section 203 of the Agricul-
tural Act of 1956,

While the prices at which CCC has made cotton available for
export remained fixed, publications of the Foreign Agricultural
Service and the Agricultural Marketing Service of the Department
of Agriculture disclose that world market prices had declined and
inporting countries had shifted substantially from United States
cotton to lower~priced foreign growths, PRased on recent publica-
tions of the Department of Agriculture, the decline in United
States cotton exports in the 1958-59 marketing year will be ap-
proximately twice as great as the decline 1n world cotton exports,

We recommended that the Secretary of Agriculture periodically
ad just prices at which CCC makes cotton avallable for export and
that the Secretary determine at least annually the volume of cot-
ton exports necessary to maintain the.fair historical share of the
world market for United States cotton,

The Department informed us that 1t 4id not agree that the re-

quirements of section 203 of the Agricultural Act of 1956 had not
been met,
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Administration of foreign economic
and technlcal assistance programs

In several reports to the Congress on selected major assist-
ance programs and in testimony before congressional commlittees, we
brought out the continuing need for better administration in order

to achieve a more economical and efficlient use of Unlted States
aid funds.

Specific areas of administration in which this need was evi-
dent, as discussed in our reports on the ICA programs for China
(Taiwan), India, Laos, Pakistan, and Turkey, are summarized below,
ICA has been generally aware of these shortcomings but in many
cases has cited overriding foreign policy considerations and vari-
ous adverse local conditions and problems as having interfered
with good financial administration and delayed remedial actions.
ICA has informed us of a number of corrective steps which were
taken subsequent to our fleld examinations in the respective coun-
tries. However, the agency has stressed 1ts dependence on the co-
operation of the foreign countries to bring about necessary im-
provements and has advised us of 1ts continuing educational and
persuasive efforts.

Overprograming.--We called attention to the accumulation of
large amounts of unliquidated obligations for the financing of com-
modity imports, evidencing a lag in the implementation process
which we belleve was attributable in large measure to programing
aid funds 1n excess of the recipient country's immediate capacity
to absorb and process imports.

Inadequate program planning and administration of project-
type aid.--The absence of adequate advance planning, in the form
b¥ Tirm technical and financial plans and reliable cost estimates,
and the failure to reach definitive understanding with the recip-
ient country on all essential project elements has led to pre-
mature obligations and piecemeal financing of project-type aid.
Thils condition has frequently resulted in delays in completing
projects and 1n increased costs. Legislation enacted by the Con-
gress effective in fiscal year 1959, which makes the completion of
plans and cost estimates a prerequisite of the valid obligation of
project funds, 1s intended to remedy this situation.

Inadequate accounting for and observation of the use of aid
funds.—-IC% did not have, for several programs and activitlies,
adequate information on the use of aid funds, through a satisfac-
tory reporting and accounting by the recipient countries and
through effective end-use investigations and fileld audits by the
ICA overseas missions. Particularly in the case of Laos, audit
activities were inadequate to cope with the serious conditions
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caused by the broad use of dollar cash grants without the benefit
of the agency's regular financial controls and to cope with the
numerous misuses of ald funds.

For several activities, where the ICA fleld staff had made
adequate end-use investigations, these investigations disclosed
ineffective use of certain ICA-financed equipment by the responsi-
ble agencles of the recipient country. Some of this equipment ap-
parently had been purchased prematurely or in excess of project
needs, Some items lacked the necessary spare parts. Others had
served thelr intended purpose but had not been.transferred to
other uses.

Weakness 1n administration of local currency.--The adminis-
tration of local currency generated under I1CA Iﬁgort programs,
which is a jJoint United States-foreign country responsibility,
showed weaknesses with respect to budgetary controls, financial
reporting, and auditing. In some of the countries, officlal ex~-
change rates were used which substantially overvalued the local
currency in relation to the dollar, thus reducing the amount of
counterpart funds belng deposited in consideration of dollar aid.
In Laos, the use of an unreallstic exchange rate unduly increased
the dollar cost of the ald program and provided strong incentives
for speculation and irregular practices.

Uneconomical and inefficient technical and administrative
Support.--In Individual countries, we noted a need for greater
economy and efflcliency in the agency's technical and adminlistra-
tive support functions, evidenced by (1) excessive staffing with
local nationals, (2) excessive quantities of motor vehicles and
household goods for Government-furnished housing, (3) dispersal of
assistance efforts over too wide an area and too large a number of
individual projects, and (4) delays in recrultment of qualified
personnel,

* Inadequate program presentation te the Congress.--As a result
of our examination of the agency's presentation to the Congress of
the proposed mutual security program for fiscal year 1959, we rec-
ommended certailn actlons which we believe will contribute to more
informative future presentations and facilitate the task of the
congressional committees in reviewing the reasonableness of pro-
posed programs, With respect to nonproject cssistance, we recom-
mended that the presentation should furnish clear and specific
information as to how the proposed amounts for each country are
determined, that economic and budgetary statistics should be cor-
related with the amounts of proposed assistance, and that expendil-
ture data should be shown in conjunction with aetual and estimated
obligations, We suggested that the presentation of project as~-
slstance should show the over-all progress in terms of annual ob-
ligations and expenditures, that estimates of current implementing
capability and of expenditure forecasts should be improved, and
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that significant increases in anticipated United States financing
should be dlsclosed for all major projects,

ICA has expressed doubts as to the need for and practicabll-
1ty of the various additional disclosures recommended by us. How-
ever, during the congressional hearings on the mutual security
leglslation for fiscal year 1960, ICA amended its latest program
presentation by inserting material which corresponds in large part
to our suggestlions for nonproject asslistance. The responsible
congressional committees have recognized the need for improved
agency presentations and have incorporated appropriate require-
meggs in the mutual security legislation effective in fiscal year
1960,

Deficiencies in contracting practices.--Our examination of
selecTed major ICA-Tinanced conEracEs Tor engineering and other
technical services to foreign countries brought out a number of
weaknesses principally In contract negotiations, We called par-
ticular attention to the desirability of obtaining wherever prac-
ticable comparable proposals before making contract awards, and
we sought to encourage contract provisions for the payment of fees
and overhead which would be equitable to the Federal Government in
all respects., §

ICA has made progressive improvements in establishing sound
contracting standards and guldelines and in performing necessary
post audlit functions., These develogments have been accelerated by
an investigation in fiscal year 1958 by a Subcommittee of the
House Committee on Government Operations which had focused atten-
tion on several existing shortcomings in this area.
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Review of administration of

nternational Educational EXC ants
C) 8 made to mote better fiscal control and program ad-
minigtration, =« axamination of selects cla ransactions

ractices of the Intermational Educational Exchange Service
(IES) of the Department of State disclosed practices in authoriz.
ing and administering grants which we believe were not conslstent
with sound financial administration. We observed some 500 individ-
ual transactions whioh showed weaknesses in administrative proce-
dures and we recited representative examples, such as deficiencies
in awarding, amending, and extending grants; payments which in our
opinion 4id not result in a direct benefit to the exchange programj
delays in making refunds and adjustments; inadequate acoountabils
ity for supplies and equipment purchased with grant funds; and
need for better internal control, While the guidelines and regula-
tions appeared to be gemerally adequate, we noted a need for
stronger supervision so that these instructions would be properly
followed. We recommended that, as a part of its regular intermal
control and audit proceasses, the Department review the activities

:rk?ES and ascertain that the necessary corrective measures are
aken,

The Department informed us in response to our audit report
that our findings were used to assure that program operations of
IES are conducted in stricter compliance with established regula-
tions and procedures and to promote closer fiscal control by the
Financlal Management 3taff, We were informed that the improved
methods resulting from our examination have proven most beneficial,

Review of administration of educational and training
program .

Instructions to be issued to improve compliance surveys pers
formed E* Vetarans IEEIhEEEFEEIoh.-«Sur ief!?ﬁ%‘%f compTIaéEEBEEr-
véys periorme Y of educational and training establishments
participating in the VA's educational and training program dis-
closed 1inadequacles in survey techmiques which could impair the ef-
fectiveness of the surveys.

In our report to the Administrator, we recommended that the
VA instruct its persomnel of the need for approaching the surveys
of educational insgtitutions in an independent manner and in accord-
ance with accepted survey and audit standards and techniques.
These surveys are necessary to determine whether the participants
are complying with the applicable laws and regulations, and pro-
vide the best means which VA has for detecting collusion between
the training establishment and the veteran. VA officlals con-
curred with our recommendation and stated that precautionary in-
structions concerning this matter will be issued to all field sta-
tions.
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Procedures changed to prevent ga¥%ente to veterans for traline
ing to whic ey are not en ed.=-=1ne veterans nistration
procedure requir%ng verification of a veteran's unused entitlement
balance only when the records show that the current enrollment to
be authorized wlll exhaust such balance does not necessarlly per-
mlt the discovery of excess entitlement before overpayments are
made.

In our report to the Administrator submitted during the fis-
cal year 1959, we recommended that a review of the original compue-
tatlon of entitlement be made by VA employees at the time the vet-
eran enters training and that subsequent charges to entitlement
for tralning received as well as other charges should be verified
at the time of each subsequent enrollment., Veterans Administra-
tlon officlals accepted our recommendation and changed the proce-
dures accordingly. The new review method should provide detection
of errors in time to prevent payments to veterans for training to
which they are not lawfully entitled.

Review of procedures for determinlng ag%lcultural
commodlties avallable for sale for foreign currency

Procedures adopted for documenting determinations.--In our re-
view of selected acglvifles of the Forelgn Agricultural Service

(FAS) to June 30, 1958, we observed that adequate records or other
docunentary evidence were not maintained as to the factors consld-
ered by the Department of Agriculture's supply estimates commit-
tees in determining the commodities and the quantities of the come
modlties avallable for sale for foreign currency. We were in-
formed that the committee members arrived at estimates of exports
avallable for forelgn currency by interpreting avallable data and
applying thelr individual experience and judgment., These esti-
mates were made pursuent to section 106 of the Agricultural Trade
Development and Assistance Act of 1954 (7 U.S.C. 17063 Public law
480, 834 Cong.). This section of the act authorizes the Secretary
of Agriculture to determine that commodities and quantities are in
surplus and avallable for sale for foreign currency.

We recommended to Foreign Agricultural Service that the sup-
ply estimates committees maintain records documenting their deter=-
mirations of the commodities and quantities considered avallable
for sale for foreign currency. This procedure would provide a rec=-
ord of the methods and sources of information used by the supply
estimates committees in making thelr determinations and should fa-
cllitate the review and approval by higher authority of such deterw
minations,

In a letter dated February 4, 1959, the Acting Administrator,
FAS, agreed with our recommendation and advised us that instruc-
tlons would be issued to require that supply estimates committees
fully document the basis of their estimates of the major factors
entering into determinations of each surplus commodlty and the
amounts recommended for possible export for forelgn currency.
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Review of administration of loan programs

Instructions issued for prompt inspection of acquired proper-
ties To establish res hsISiIEE gor condition.--1in our examInL—
Tion of the direct loan and loan guaranty programs administered by
the Veterans Administration, we noted instances where the initlal
inspection of property acquired by the regional offices was de-
layed for an unreasonable period of time, thus making 1t impos-
sible to establish the condition of the property at the time of
transfer of responsibility.

The VA regulation provides that the lender who has obtained
custody of a property 1s responsible for loss due to property dam-
age or personal injury from the date he acquires the property un-
til the risk of loss is assumed by the VA,

To avold the possibllity of the Govermment's assuming losses
unnecessarily when acquiring properties, we recommended in our re-
port submitted to the Administrator during the fiscal year 1959
that the reglonal office be required to take the proper action to
make certain that inspection of acquired properties will be made
immediately after the VA assumes custody. ' '

This matter was brought to the attention of all regional of-
fices by the Administrator.

Instructions issued for proper use of credit analysis proce-
dures,--our review of the direct loan and loan guaranty programs
administered by the Veterans Administration disclosed instances in
which credit analysis procedures were not properly applied, resulte

ing in loans' belng made and properties® being sold to persons who
apparently are poor credlt risks.

In our report to the Administrator, submitted during fiscal
year 1959, we recommended that the regional office managers be re-
quired to comply with the provisions of the act which require that
there must be a determination that the veteran is a satisfactory
credit risk. VA, in commenting on a draft of our report, informed
us that all stations have been instructed that there must not be
any relaxation of sound credit analysis in the liquidation of ac=
quired properties. Subsequent to the issuance of the report, simil-
lar instructlions have been 1ssued covering guaranteed loans.

Recommendation that funds not be advanced prior to need.--In
our report to The Comgress on Sudlt of the Fursl FTectrIfication
Administration, Department of Agriculture, fiscal year 1958, we
commented on the fact that funds were advanced to borrowers in ad-
vance of their need. At the request of a borrower and when found
necessary by REA, REA may approve loans which include funds for
the payment of interest during the borrower's development period.
In some instances funds for the payment of interest have been ad-
vanced to borrowers from 75 days to 1 year before scheduled

73



interest payment dates. Inasmuch ag the interest cost to ths
United States Treasury is greater than the 2 percent interest rate
paid by REA borrowers, we believe that these advances should not
be made before the funds are needed by the borrowers. REA in-
formed us that steps were being taken so that funds for interest
will not be made availlable to the borrowers too far in advance of
thelr need.

Our audit report on the first year of operatlions of the Devel-
opment Loan Fund (DLF), which was established by the Mutual Secu=-
rity Act of 1957 as a source of financlal assistance for the eco=-
nomlc development of friendly forelgn countries, points to a num-
ber of administrative arrangements and practices, particularly on
the evaluation and approval of loan applications, which we believe
to be inconsistent with the criteria presented to and contemplated
by the Congress or not in accord with sound business standards,

DLF has informed us that the following matters and our recom-
mendatlions thereon are under consideration,

Need for study of loan-making responsibilities of various
agencies,--1he making end aaﬁinis%ering of loans under the Mutual
Security Act and the Agricultural Trade Development and Asslstance
Act,Public Law 480 (7 U.S.C. 1704) have been dispersed to several
Government agencles, including, ICA, DLF, and the Export-Import
Bank. This has led to complexities and inconsistencies in making
and administering the loans, We recommeénded in our report on the
Development loan Fund that the Department of State, ICA, DLF, and
the Export-Import Bank study the existing organizationzal and funce
tional arrangements with a view to simplifylng such arrangements
and eliminating inconsistencies.

Need for confining loans to carefull lanned, speclfic activ-
ities,--Based on the pronounced policles of the ﬁﬂﬁ and our review
of the legislative history, we believe that the DLF was intended
to finance only specific activities which are expected to contrib-
ute to sound economic development of the borrowing country and are
susceptible of careful plamming and evaluation. In our opinion,
three of the six loan agreements executed in 1958 do not ade-
quately meet these requirements. These loans appear to have been
for the princlpal purpose of furnishing foreign exchange for the
borrowling country's import program and not for speclflic activities,
We recommended that, in accordance with the pronounced policles of
DLF and representatlons made by the executlve branch before inter-
ested congressional committees, future loans be related to spe=-
ciflc economic development activities which are carefully examined
and evaluated as to theilr economlc technical soundness prior to
the signing of loan agreements.,

Need for establishment of officlal lendlgg Eﬁlicies and E¥1de-
lines.--The policlies and guidellnes followe y the sta n

e consideration of loan applications were not officially
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established by the Board of Directors. We recommended that, in
the interest of orderly management and effective control over loan
operations, basic lending policies and guidelines be formally ap=-
proved by the Board of Directors and recorded in the official min-
utes of Board meetings.

Need to screen and evaluate loan applications in advance of
commitments.--DLF earmarked the sum Of EEE mililon for development
projects in a country based on prior commitments made by the De-
partment of State and before loan applications had been received
and evaluated. We believe that this action was contrary to ear-
lier representations to the Congress that loan funds would not be
used for advance allocations because of the undesirable conse-
quences experienced in the past, We recommended that DLF commit
funds only on the basis of loan applications which have been prop-
erly screened and approved.
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Review of entitlements of school '‘districts in
edera affeec areas to Federa nts

Need for revision of administrative procedures and records.--
During Tiscal year 1959, we issued a report to the Congress on our
review of entitlements of school districts to Federal payments to
meet a share of local school district current expenditures for
those school districts located in federally affected areas. Such
payments are authorized by Public Law 874, 8lst Congress, as
amended. Part of our work was done in each of 300 school dis-
tricts. In this report we pointed out that there was need for the
Office of Education, Department of Health, Education, and Welfare,
to (1) revise and clarify instructions issued to school districts
and state agencles, (2) simplify the application form, (3) pre-
scribe a simpler method for determining the average attendance of
federally connected pupils, and (4) strengthen supervisory and
audit work. We pointed out also that in many cases school dias-
tricts did not have adequate records to establish the eligibllity
of pupils for whom payments were claimed. Following our audit
overpayments of about $56,000 were recovered from the school dis-
tricts.

We have been informed by the Department that our report and
recommendation would be given careful consideration and that we
would be informed of actions taken or the matters reported.

Review of administration of program to terminate
Government quervIs;gn over Endians

Need for improvement in administration.--In our report on the
administration of withdrawal activities In the Bureau of Indian
Affairs, Department of the Interlor, we pointed out certain defi-
clencies and weaknesses in the development and administration of
termination, relccation, and industrial development programs. For
example, we noted that action had not been taken to remove restric-
tions on certain Indian property as provided by law and that termi-
nation legislation had not been proposed for withdrawal of Federal
supervision over certain Indian groups and tribes. We noted also
that certain Bureau practices have resulted in not placing suffi-
clent emphasis on successful relocations of Indians away from res-
ervations. We found that Indians were relocated to an area not
offering adequate employment opportunities and desirable housing
conditions, Indians were inadequately prepared for relocation, and
minimum standards for selecting relocatees had not been prescribed
by the Bureau. In addition, our review disclosed a lack of ade-

quate planning in advance of negotlations for establishment of in-
dustrial development projects.

In response to these matters, the Department stated that, in
view of the limited facllities for administering termination pro-
grams, legislative proposals for termination of Federal supervi-
sion over certain groups and tribes have been withheld pending
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congressional action on the termination bills already before it
for other tribes. The Department also informed us that appropri-
ate action would be taken on our recommendations on the Bureauts
relocation program and that steps are being taken to formalize the
organization and to develop criteria which will provide minimum
standards for industrial training faclilities and a basls for nego-
tiation with industry.

Revliew of admission practices at Public
Health Servlice hospitals and clinics

Improvement of practices relating to the admission of pa-
tlents.--Our reviews ol the admission practices at rublic Health
Service hospitals and clinics, Department of Health, Education,
and Welfare, dlsclosed a need for greater care in admitting pa-
tients and for more complete documentation of the reasons for ad-
mission. In our reports to the agency, during fiscal year 1959,
we brought the followlng matters to their attention,

1, At the Washington, D.C., clinic, patients were improperly
clasaified as speclal study cases., The word "courtesy" was writ-
ten on the admlsslon record as the explanation for admitting these
patients.

2..At the Baltimore hospital, there was a need to identify
the subsgtantlal number of speclal study cases wlth specific re-
search and trailning programs,

3. At several locations, patients were admitted for emergency
treatment under less than emergency conditions and there was little
evidence to indicate that they were discharged promptly after re-
celving appropriate emergency treatment.

4, At the Baltimore hospital, there was incomplete evidence
of eliglbility of American seamen and, in one instance, a fallure
to obtain reilmbursement for service rendered a foreign seaman.

5. Reimbursement was not obtained by the Savannah hospital
for services rendered VA-sponsored patients subsequently disap-
proved by VA; there were several fisherman cases where eligibllity
was questionable.

6. At New Orleans and possibly other locations, information
in the files did not adequately support the ellglibility of PHS
clvilian employees for inpatient or outpatient care, dental treat-
ment, or free medical supplles.

In response to our reports, the Public Health Service advised
us that instructions had been issued to discontinue the practice
of admitting patients where the only criteria for admission is the
extending of courtesy, that new instructions were developed de-
scribing the conditions under which special study cases may be ad-
mitted to treatment following review by competent authority to
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determine the proper justification and documentation of the re-
quests for admission, and that the Surgeon General had requested
the Bureau of Medical Services to conduct an intensive review of
the practices regarding the admission of patients to hospitals.
Upon completion of this review, further improvements in procedures
will be made as warranted. Also, the Surgeon General directed
that existing regulations be strictly observed.
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Review aof activities unmder the
slum clesrance and urbsn renewal program

The net cost of the slum clearance and urban renewal program
carried out by the Urban Benewal Administration (UBA), Housing and
Home Finesnce Agency, generally is shared two thirds by the Federal
Government and one third by the local public agencies (LPA's) that
administer the program in each locality. Since the Federal Gov-
ernment bears two thirds of the cost, URBA's controls and proce=
dures should be adequate so that project costs are limited to
those that are resccnable and necessary, Excessive costs to the
Government could raesult, for example Af en LPA (1) incurred unnec-
essary costs in acquiring land and in other project undertakings,
(2) sold project lend at less than its highest value, or (3) re-
celved excess credit for noncash local grants-in-aid,

Procedures strengthened for determining allowabllity of cred-
its clalmed 85 NONCAS! EPENLSwiNeBlt.== wo New Ior y proj=
ects and one PUerto Hico projecf, we noted that certain supporting
facilities and site improvements were tentatively approved by the
Urban Renewal Administration as noncash locel grants-in-aid al-
though the benefits to the projects claimed by the local public

egencles were not adequately supported. The credits claimed to-
taled $275,694, :

We recommended that URA give tentative approval of noncash
local grants-in-ald only after reasonable justification is sube
mitted by the LPA to support the percent of benefit claimed., Also,
when tentative approvel is conditioned upon the submission of fure
ther information, we recommended that URA periodically make a
follow-up to determine whether the information was received and
evaluated,

On March 6, 1959, URA informed us that it is in genersl agree-
ment with our recommendations. URA further stated that a special
committee has been established to develop policy governing the ine
¢cluslion of allowances for noncash grants-in-ald where the informa-
tion provided by the LPA 1s not satisfactory or 1s not sufficiently
firm to support the benefit clalmed,

Changes made to prevent excessive allowances for noncash
grants.in..a when projects are subsidize y other rederal agen-
clées,=-1the Urban henewa nistration tentatively approved, as a
noncash local grant-in-aid, en amount of $226,620 representing
10 percent of the estimated cost of expressway ramps leading to a
central arterial expressway, Our review showed there was a good
poeslbility that the Federal Government would pay 90 percent of
the cost of the expressway ramps under the Federal-aid highway pro-
gram. URA reglonal wmployees were not aware of thils possibility
but, as a result of our inquiry, they ascertained that the Federal
Government would pay the 90 percent. The item is therefore ineli-
gible as a noncash local grant-in-aid and, according to URA, it
will not be allowed. This will reduce the Federal grant through
URA by $151,080. '
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We recommended that URA require the LPA's to certify that the
noncash local grants-in-aid claimed under title I of the Housing
Act of 1949, as amended, are not being subsidized in whole or in
part by other Federal agencies, On March 6, 1959, URA advised us
that the provision of our recommendation was incorporated in a
form whicg the LPA's are required to submit when claiming allow=
ances for noncash local grant-in-aid,

Steps taken to eliminate delay in disposing of project lands
resulting in unnecessary Interest and administrative CoSt8.==EX=
tended 'desfay' 8 in 'E!apos*ng of land 1n Puerto Hico urban renewal
projects have resulted in unnecessary interest and administrative
costs totaling about $z78,000, two thirds of which will be borne
by the Federal Government, Generally, disposition may begin as
soon as a local public agency can deliver title and possession to
a redeveloper and may precede completion of demolition or site im-
provement activities. Using the date of completion of demolition
activities as a conservative availability date, it had taken 14 to
42 months to dispose of lands for three completed projects.

Although the problem of disposing of project lands was recog-
nized by URA officials in 1955, a concentrated effort to accelér-
ate the disposition program was not made until July 1957. At this
time the URA central office started to assist Puertc Rico in the
development of standardized land disposition documents.

In our report of June 19, 1959, we recommended that the URA
central office maintain close control over the disposition of proj-
ects in Puerto Rico, On August 18, 1959, URA advised us that it
is in general agreement with our recommendation and that there has
been a concentrated effort to accelerate the land disposition proe
grai.,

Steps taken to eliminate costly delays in land acquisition.--
Acquls on ot properties ifor one erto Rico slum clearance proj=-
ect will take far in excess of the scheduled time, primarily be-
cause of appraisal difficulties which might have been avoided.
These difficulties aroce principally because (1) the appraisers
were not furnished sufficlent information in making the original
eppraisal, thus necessitating an updating of the appraisal, (2)
appraisals were not made within the required period of time for
condemnation proceedings, thereby becoming obsolete and requiring
new appraisals, and (3) there were delays in establishing the ap-
proved acquisition price,

Although 1t is not practicable to fix the dollar amount, the
delays in land acquisition are costly in terms of overhead, intere
est, and appralsal expense, We recommended that in future acquil-
sition programs the local public agency be given approval to begin
eppireisals only after URA is satisfled that ownership data is re-
liable and useful, and that URA establish scquisition prices
within a reasonable period of time.
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URA informed us that it is in general agreement with our rec-
ommendations and that certain revisions have been made in the land
acquisition procedures for Puerto Bico projects which will correct
most of the deficiencies noted on the one project.

Policies to be developed to eliminate 1nad?guate rental
charges on tempor egse Zgreements,=- review ol a temporary
Yease agreemenf on & ruerto E%oo project showed that rent was not
belng charged for the actuzl period of occupancy and the rental
rate was less than that generally charged in the area., As a re-
sult, we estimate that potential income exceeding $9,000, which
would reduce project costs, will be lost.

We recommended that, before approving temporary lease agreew
ments on project lands, UBA determine whether the rental rates
specified ir the agreements conform to the rates generally charged
in the area, UBA informed us that it is in general agreement
with our recommendation and that it »roposes to develop policies
governing the tamporary leasing of project land for use of all re-
glonal offices.

Procedures for collectigé delinguent rents and controll&gg
rental reductions str nened, --lne strict o olumbla Hedevele
opment Land Agency iﬂgﬁi is a local public agency engaged in slum
clearance and urban renewal in the District of Columbia, In care
rying out this work, RLA receives Federal financial assistance in
the form of loans and grants from the Urban Renewal Administration,
Housing and Home Finarce Agency.

We were informed that through May 9, 1958, the RLA obtained
175 judgments against delinquent tenants for possession of the
properties but evicted only 3 tenants for nonpayment of rent and
obtained ro judgments to attach the tenants' assets or incone.
Through Fay 9, 1958, 8 tenants had fully satisfied the judgments
and 64 tenmants had partially satisfied the judguents by the paye
ment of rent. The other 100 tenants, however, had not pald rent
after the judgments were obtalned.

We reviewed the BLA's files on 28 tenants whose rents had
been reduced by the BRLA and found that 19 files did not contain
approvals of the reductions by an authorized employee and 18 riles
did not show the reason for the reduction,

After we brought this matter to its attention, the RLA ad-
vised us on February 26, 1959, that the procedures for collecting
delinguent rentals have been strengthened. We have also been ade
vised by the RLA that all rent reductions are now being submitted
to the chief of the project management division or to his assista-
ant for approval,

roved procedures adopted for control over relocation opera=
tions,--1n one EhsﬁingEEE. 5.3.. pro!ecﬁ. control by the EeHvaI-

opment Land Agency over the records pertaining to the relocation
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operations was inadequate and the statistics maintained were inac-
ocurate, We reviewed 30 inspection reports prepared by the RLA on
dwellings to which project famllies relocated, We found that no
dwellings existed at two of the lorations for which such reports
had been prepared, that the descriptions of two dwellings were
materially inaccurate, and that three awellings which had been
certified by the RLA as standard were actually substandard.

After we brought these matters to the RLA's attention dwu: ing
fiscal year 1959, the agency adopted new procedures which improved
controls over relocation operations, The RLA also began a review
of 1ts filea for the purpose of correcting statistical information,

Suggestion regarding scheduled demolition of sound structures
in a slum clearance area.--With Some exceptions, the renewal ol
one Washington, D.C., project area will be accomplished by a
strict clearance operation, rather than by demolishing only those
structures which cannot be conserved. We were informed that cer-
tain commercial structures, which would cost about $2 million to
acquire and demolish and which seemed to be sound in appearance
and condition, would probably be demolished.

After bringing this matter to the attention of the District
of Columbia Redevelopment Land Agency in our report dated May 29,
1959, we were advised that further consideration will be given to
the feasibility of retaining additional commercisl structures in
areas which are to be redsveloped for commercial uses.

Recommendation that redevelopers of urban renewal areas be
charged Tor CosSts of holding cleared land,-~The DiStrict of Columlm-
bia Eeaeveiopmenf Yand Agency hes agreed to hold certain acquired
and cleared land for public and private redevelopers but will not
be reimbursed for the costs it incurs for real estate taxes and

interest on borrowings from the date the land was available for
delivery until possession 1is taken.

. The RLA informed us that i1ts present policy is to assess pri=-
vate redevelopers carrying charges but that it did not believe
that it could require the public redevelopers to pay such charges,

We recommended that in the future, where land is held for
specific public redevelopers, the agreements provide that the RLA
be relimbursed for all costs of holding the land from the dates
the land is avallable for delivery until possession is taken., We
had not received a reply to this recommendation at the time this
report was prepared,

Recommendation that credit for noncash grant-in-aid be com=-
uted In accordance with the laW.--Section 110 &) e Housing
ﬁE%"ET'I?E@'TEj'BEEE:'ﬁEET-E?EVTdes that the amount of noncash
local grants-in-aid for a supporting facility shall be based upon
the cost of the facility. On the basis of the records made

82



available to us for our review of two projects, we believe that
the amount of noncash local grant-in-azid, tentatively approved by
the Urban Renewal Adminlstration (URA) for one supporting facility,
was based upon the increment in land values rather than upon cost
as required by section 110(d). The total noncash grant-in.aid
tentatively approved for this supporting facility is §1,189,668.

We recommended that URA determine the amount of the noncash
local grant-in-aid on the basls of the cost of the facility as
required by section 110(d). Also, we recommended that URA require
the local public agency to submit complete documentation for the
credit claimed.

On March 6, 1959, the UBA Commlssioner informed us that it
was his opinion that the increment in land value was a legitimate
basls for determining noncash grant-in-aid credit and therefore
the credit was computed in accordance with the act,

RBecommendation that authorization Le withheld where sale
price of project land 1is adversel§ affected E% restrictive rede-
velopment plan.--The Urban Renewz Inistration belleve a
IocaE public agency's redevelopment plen was too restrictive and
that these restrictions would have an adverse effect on the sale
price of the project land. Although URA suggested to the LPA that
the plan be revised, no significant revision was made. URA allowed
the LPA to zdvertise for bids on the project land, notwithstanding
the restrictive nature of the redevelopment plan, Only one bid

was received for the land. This bid of 450,000 was well below
the top estimated re-use value of $1,244,000,

Ve recommended that, in similer cases, URA withhold authorizae
tion of the loan and grant contract until the redevelopment plan
is modified. URA informed us that 1t concurs in the objectives of
this recommencéation but belleves that the okjectives can genereily
be accomplished Ly edviszing and consulting with tie LPA's,

Hecommendation that urban renewal land be reofferel for sale
when redevelopment plan 1S SUDSLENLLIALLY MOGLL 160,w=1n Our review
of the disposition of land 1n one urban renewal project, we noted
that, in accordance with the desires of the redeveloper, the ree
development plan for the project was substantially revised to per=
mit the construction of & multistoried office building =s well as
to permit other changes. Although local public agency appraisers
estimated the re-use value of the land after these changes, no ine
dependent appralsal was made,

We believe that the Urban Benewal Administration should have
required the LPA to obtain an independent appraisal based on the
substential modificetious in the redevelopment plan and changes 1in
the conditions of sale, und we recommended that, in similer cases,
en independent appraisal be required. Ve recommendzd also that,
when a redevelopment plan is svbstantially modifled so as to
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materially increase the potential sale price of the land, URA re-
quire the LPA to reoffer the land for sale,

URA informed us that it agreed with our first recommendation
but stated that nothing is to be gained by offering the land for
sale after changes have been mede in the redevelopment plan,

Recommendation that facilities of community-wide benefit not
be alTowed as local noncash grants=in-ald.--The Urban nenewal Ad-
ministration tentatively allowed cne third of the estimated total

cost of an expressway as & noncash grant-in-ald on two Washington,
D.C., urban renewal projects.

URA policy provides that facilities which serve an entire com=-
munity are not eligible as noncash local grants-in-sid, In the
District of Columbia Redevelopment Land Agency's files, we noted
staiements by both the RLA and the District of Columbia Department
of Highways which indiceted that the expressway is of community-
wide benefit, Y

In our report of May 29, 1959, we recommended that URA adhere
te the policy set forth in the Local Public Agency Manual and not
allow the cost of facilities of community-wide nature as noncash
grants-in-aid, At the date of preparation of this report, we had
not received a reply to our recommendation.

Recommendation that urban renewval land be sold by competitive
pidding.--TEe redevelopment plan 10r TWo Washington, E.U., projects
was prepared, in part, by a potential private redeveloper of the
area, Because of the redeveloper's assistence, the District of
Columbla Redevelopment Land Agency believes that it has a moral obe
ligation to negotiate only with him for the disposition of land
that he desires o redevelop in one project. The RLA, therefore;
has neither invived nor encourage other potential private redevel=-
opers to submit bids or proposals for thet land.

. We believe that, generally, the sale or lease by competitive
bidding results in the dispesition of land in a fair and impartial
menmer and will give reesonable assurance of obtaining the highest
return for the land.

In our report of May 29, 1959, we recommended that URA re-
quire the RLA to (1) discontinue the practice of negotiating with
only one potential private redeveloper, (2) publicize the avalla-
bility of land and invite competitive bids or proposals, and (3)
refuse to accept redevelopment plans prepeared by a private redevel-
oper if such acceptance obliges the RLA to negotiate only with
such redeveloper, We have not recelved a reply to this recommenda-
tion,

Recommendation for use of proper and adequately su rted
bases §o §e§erm§ne Eercen§ og grojecﬁ Eenefgﬁ.--TEe percent of bene
el'lT clalime ¥y e District o olumbia Hedevelopment Land Agenoy
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for certain facilities was, in our opinion, determined on improper
bases, and the data used to determine the percent of benerfit
claimed for arnother facllity was not supported by adequate documen-
tation,

The Urban Renewal Administration stated that additional data
will have to be furnished by the RLA prior to a final determina
tion of credit for these facilities,

In our report of May 29, 1959, we recommended that URA obtain
the needed supporting information and, if revisions are found to
be necessary in credits tentatively allowed, revise tha project
budgets accordingly. We have not received a reply to this recom=
mendation,
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Review of FHA mortgage insurance ‘activities

Becommendation that FHA include overhead exggﬁges in deter-
mining net amounts realized on acquired asseéts.--The Federal Hous=-
IEIEEﬁIsTmron'TFHIﬁoes'no' t recognize 1ts overhead expenses
in determining net amounts realized on the disposal of home prop-
ert:ies acquired in settlement of insurance claims. Proper treat-
ment of these expenses would result in savings to FHA through de-
crecased payments to former mortgagees and mortgagors and a more
accurate presentation of the results of FHA's acquired property
transactions.

Pursuant to provisions of the National Housing Act, as
amended, a mortgagee receives debentures and a certificate of
claim in satisfaction of an insurance claim, Payment of the cere
tificate of claim, which covers a portion of the lender's fore-
closure costs and unpaid mortgage interest, is contingent upon the
net amount realized by FHA from the disposition of the property.
After liquidation of the certificate of claim, any residual profit
i1s paid to the former mortgagor except in section 903 cases.

In our report dated May 7, 1959, we recommended that FHA al-
locate overhead expenses of acquisition, management, disposition,
and servicing of acquired assets in determining net amounts real-
ized on acquired home property tramsactions., FHA has stated that
the distribution of these administrative expenses invoives too
many complicated factors to provide a practical methoed of distri-
bution of expense to the acquired properties. However, FHA began
assessing a service charge on mortgages acquired in connection
with the settlement of insurance claims. If the service charge
should prove to be sufficient to cover the overhead expenses, it
would accomplish the trimery objective of our recommendation.

Becommendation to increase lnadeguate charges on mortgages
held By FHA.--rFederal Housing IEEIEIs%raEIon'?Eéh and cﬁirggs'bn
morigeges arising out of the sale of acquired properties are less
than those made by mortgagees on FHA-insured mortgages. On a
mortgage held by FHA, FHA does not impose (1) a charge in lieu of
an insurance premium to compensate the agency for possible loss
on the loan, (2) a service charge on mortgages where the loan
emount 1s so small that the interest return does not compensate
for the cost of servicing the loan, and (3) a fee to cover FHA's
expense of originating and closing the loan.

In our report of May 7, 1959, we recommended that FHA assess
mortgagors on FHA-held mortgages (1) a charge in lieu of an in-
surance premium, (2) a service charge in cases involving mortgages
of $8,000 or less, and (3) loan origination and closing fees.,
Mortgagors currently pay these charges on mortgages linsured by
FHA., FHA does not agree with our recommendation, stating that, by
keeping the charges and fees to a minimum, higher prices are ob=
talned from the sale of acqulred propertles.
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Recommendation that credit pollicies on sale of FHA-held home
mortgages be strengthened,-- cre pollicies on sales ol ac-
quired property do not conform to the standards established for
original insured mortgage transactions. Mortgages have been
granted to individuals having histories of judgments cobtained
against them by creditors, excessive obligations, irregular em=-
ployment, alcoholism, arrests, and other evidence of unreliabll-
ity. Defaults on such mortgages have been numerous. The adoption
of higher credit requirements could reduce mortgage servicing
costs and lessen the probability of furthe. FHA losses upon repose
session of acquired properties sold on terms.,

Ir. our report of May 7, 1959, we recommended that FHA, in
selling acquired properties on terms, evaluate the credit accepta=
bllity of prospective purchasers in conformance with underwriting
policlies and procedures as prescribed in its regular morterge ine
surance programs. FHA does not agree with the recommendation,
stating that the adoption of higher standards of credit accepta=-
bility in these sales would serilously impalr the effort to dispose
of acquired properties,

Recommendation that FHA require Egriodic inspection of home

roperties securing FHA mor ZAEES o == does not require periodic
gESpecﬁions of home properties securing insured and Commissioner=
held mortgages to determine whether the properties are being prop-
erly maintained. When uneglected properties are acquired, FHA bears
substantially all the loss resulting from such neglect. We believe
tha; the adoptlion of adequate inspection requirements would reduce
such losses.

In our report of May 7, 1959, we recommended that FHA (1) re=-
quire or make physlcal Inspectlions of properties securing insured
or Commissioner-held mortgages and (2) require correction of de=-
fects disclosed by such inspections. FHA stated that the imposi-
tion of inspection requirements would tend to discourage the use
of FHA mortgage insurance because the additional expense of these
inspectlions would be borne by mortgagees without any increase in
income,

Recommendation for timely action in acquiring properties after
mortgage delaulb.--11 Our review o eraulte onmissloner-he
purchase-money mortgages, we noted that FHA unnecessarily delays
1ts acquisition of collateral properties., As a result, FHA risks

additional losses in the form of mortgage interest, advances for
taxes and hazard insurance, and deterioration of propertiles.

We recommended that FHA acquire propertles collateral to de-
feulted Commissioner~held mortgages on a timely basis.. FHA stated
that the determlnatlon as to the timing of these acquisitions is a
matter of Judgment based on the circumstances in each individual
case.,
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Becommendation that FHA charge fees for preapplication anal-
868 and reinspections,=-A euBsEnglaI amounf ol Egrﬁ 1s perlormed
%y FAR Tield ogfice employees in the preapplication analyses of
proposed small home subdivisions and multifamily projlects, FHA
does not chnarge fees for this work, and some sponsors do not sub-
mit mortgage insurance application to FHA after obtaining the ben-
efits of these analyses.

Neither does FHA charge a fee for reinspecting. Many rein-
spections are attributable to the practice of builders' prema-
turely requesting FHA compliance inspections. The requirement that
a $5 fee be pald for reinspecting small homes was discontinued by
FHA in 1951.

We recommended that FHA charge fe¢es for preapplication anale
yses and reinspections., The FHA Commissioner stated that FHA plans
its entire schedule of fees and premiums to assure adequate income
for its entire administrative and operating cost, including pre=-
application work, as well as for losses under its insurance pro=-
grams., Although FHA's entire schedule of fees and premiums may
assure FHA of adequate income to meet 1its costs, we do not agree
that the cost of gratultous services to certain groups should be
met with the fees and premiums collected from other groups.
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Review of management of low-rent housing projects

The Public Housing Administration (PHA) has direct responsi-
bility for administering the low-rent public housing program under
the United States Housing Act of 1937, as amended. The act pro-
vides for & program of locally owned and operated low-rent public
houslng and authorilzes PHA to make loans and annual contributions
to local housing authorities (LHA's). To the extent that LHA man-
agement incurs unnecessary expenses or falls to realize all pos-
slble revenues, residual recelipts from project operations are de-
ereased and annual Federal contributions of appropriated funds are
increased, The following i1tems relate to recommendations which
have been adopted or to recommendations which, if adopted, should
help to reduce the Federal contribution to the LHA's.

Savings reallzed through adoption of recommendation to invest
excess runds.--Many local housing authorities had excess funds
which could have been Invested to increase revenues to the author-
itlies and decrease the Federal subsidy to the low-rent housing pro-
gram, References to such excess funds were made in several of our
reports along with recommendations to PHA for administrative ac-
tion to reduce such funds to a reasonable level. PHA agreed with
our conclusions and has stressed to local authorities the impor-
fance of investlng all funds excess to their immediate require~
ments.

Legislation enacted to permlt consolidation of annual contri-
butions contracts to reduce costs.--We noted that many local hous-
ing authorities were operating low-rent public housing projects
under two or more contracts wlth PHA. The New York Clty Housing
Authority, for example, operated 1lts low-rent projects under 10
different contracts.

The authorities were required to maintain separate bank ac-
counts anc accounting records, have separate fiscal agents, and
prepare separate management records for each contract. The dupli-
cation of effort was time consuming and costly to the authorities
and to PHA.

As a result of our inqulry, PHA advised the authorities that,
except for certaln projJects, a consolldated annual contributions
contract was avallable. Contracts covering Lanham Act projects
conveyed for low-rent use were excepted because the law reguired
that the net revenues from such projects be deposited into the
Treasury as miscellaneous recelpts.

We recommended to the Congress that the PHA Commissloner be
glven dlscretionary authority to permit the merging of net receipts
from conveyed Lanham Act projects with the net receipts from other
low-rent projects and to lnclude the Lanham Act projects under con-
sollidated annual contributions contracts. Congress adopted our
recommendation in sectlon BOT7 of the Housing Act of 1959, approved
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September 23, 1959 (73 Su=t. 687). Ve believe that this discre-
tionary authorlity will make 1t possible for PHA to simplify 1its
administrative proc iures and thereby reduce administrative costs
of the local housing authorities and of PHA.

Rental policles revised to eliminate PHA subsidy of local re-
lief program.--In several local housing authorlitles, the average
monthly rental allowed by local welfare agencles for relief ten-
ants living in low-rent public housing was less than the average
monthly operating cost of the dwelllng unlt occupled. Because re-
lief tenants 1in private housing were allowed higher rentals, this
condlition represented subsidization of the local rellef program.
PHA revised 1ts rellef rental policy and now advises local author-
1ties to negotliate agreements with local welfare agencies for rent-
als for relief tenantz which will be at least equal to those al-
iowed by the welfare agencies for relief families in private hous-

ng.

Procurement policles and practices of local housing authori-
ties astrengthened.--We observed Ilnelfllclent procurement policies
and practices in many of the local houslng authorities which re-
sulted in additional costs and consequently increased Federal sub-
sidies to the low-rent houslng program. PHA has informed us that
the procurement practices have been strengthened and that PHA au-
ditors and management reviewers will perilodically review the au-
thorities! procurement operations.

Steps taken to prevent further damage from inadequate drain-
age faclllties.--Inadequate dralnage facilities at a low-rent pub-
Tic housing project managed by the National Capital Housing Au-
thority (NCHA) caused an estimated $260,000 worth of damage to the
bulldings and grounds. We recommended that NCHA and the Publie
Housing Administration (PHA) take concerted action to prevent fur-
ther damage and that, in the future, PHA disapprove plans for the
construction of low-rent projects that do not provide adequate
drainage facilities or that contain other known deficlencles. 1In
reply NCHA informed us that it had engaged a landscape architect
who determined the extent of the needed rehabllifation and that on
completion of hls work a contract had been awarded for the improve-
ments.

Recommendation designed to enforce archlitects'  ‘ponsibility
for the adequacy and correctness of thelr work.--In the construc-
tion contract for a low-rent public housing project, 13 change or-
ders issued by the National Capiltal Housing Authorlty added
$76,67T0 to the cost of the project. Four change orders were the
result of omissions in the architect's drawings and specilficatlons,
three were the result of an inadequately Jdesligned heatlng system,
and six were caused by the architect's drawings because they did
not comply with District of Columbila bullding codes. We recom-
mended that, where changes in construction contracts are contem-
plated, NCHA (1) determine the need and the responsible parties
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before the change orders are issued and (2) charge architects for
all increases in construction cost caused by the inadequacy or in-
accuracy of their work. NCHA informed us that it had determined
that there was no recovery for the architect's llabllity in the
instant case but that architects now engaged have been notified
that all changes will be carefully analyzed to determine those for
which the archiltect appears responsible and the extent of damages
for which the archlfect may be llable.

Recommendation designed to reduce loss of potential rental
revenue.--rne National Capital Housing Authority lost potential
rental revenues because 1t (1) did not promptly rent completed
dwelling units 1n newly constructed proJects, (2) had dwellin
units vacant in older projects for a prolonged period, and (3) did
not collect all rent chargeable to tenants occupying acquired slum
properties, We recommended that NCHA more effectively coordinate
the processing of applications with the scheduled complietlion dates
of the new unlts and review 1ts present policy to determine whether
the continuance of preference for those applicants who refuse
dwelling units sultable to thelr circumstances and needs 1s dis-
rupting the orderly placement of needy familiés into low-rent hous-
ing. We were informed by NCHA that plans are in process to insti-
tute what may be more expeditious means to reduce vacancy losses.

PHA to study inequitable, excesslve, and nonuniform allow-
ances ror tenant-supplied utllitles.--We noted that, 1n local hous-
ing authiorities iIn Puerto Rlco, the utility allowances to tenants
for deductlion from rental schedules lacked uniformity among the
varlous projects, contalned inequities in the allowances with re-
spect to the size of tenant famllies, and were excessive thus caus-
ing & loss of potential rental revenue and a resulting increase in
PHA's annual confributions,

We recommended to PHA that a review of allowances for utili-
tles be made in conjunction with a general review of rents. PHA
informed us that a study of rentals and related utility allowances
has been undertaken.

Recommendation to end uneconomical insurance policies and
practices.-~Annual contributions and adminlstration contracts be-
ween PHA and local authorities require that fire and extended cov-
erage 1insurance be purchased from financially sound and responsible
insurance companles at the lowest net cost obtainable after giving
full opportunity for open and competitive bidding. Under certain
condltions, PHA walves the contract requirement for competitive
bldding and permits the authorities to negotiate for insurance cov-
erage. One of the condltions 1s that the cost of insurance ob-
tained through negotiation must be reasonably within range of the
lowest net cost known to be avallesble. In cases8 where authorities
obtain formal bids, PHA does not obJject 1f the negotiating proce-
dure 1s invoked and awards are made to other than the lowest bidder.
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The current PHA regulations, which provide for negotiating
the purchase of insurance and for awarding the insurance contract
to other than the low bidder, enable local authorities to place
their insurance at costs which, in effect, may be as much as 25
percent more than the lowest competitive bid received or the low-
est net cost known to be available,

We have recommended to the PHA Commissioner that the Low-Rent
Housing Manual be revised to provide that (1) contracts for insur-
ance be awarded to qualified low bidders and (2) the negectiation
procedure be invoked only when 1f will result in a lower premium
cost than that proposed by the lowest responsible bidder. The PHA
Commissioner defends the negotiation procedure on the bases that
(1) 1t encourages the stock company rating bureaus to reduce their
rates to amounts reasonably within range of the lowest net cost
available and (2) in the absence of the negotiating procedure,
stock companies would have no incentive to reduce their rates be-
cause, under competitive bidding, the award would have always gone
either to a company subscribing to an independent rating bureau or
to a mutual company subscribing to the stock bureau rates.

Recommendation to eliminate inequitable arrangement for rental
of eguiﬁ%enf EE zegeralzi sugszgizeg %ow-ren% Eouszﬁg Erojecis.--
gquipment purchase y certaln author es w oca poo unds

(in which PHA has no financial interest) 18 rented to the federally
subsidized low-rent housing programs. Through these rental
charges, these authorities realize a substantial profit on their
investment in the equipment.

Rental charges are established by authorities on varying
bases, some charges include the payment of interest, the repayment
of capital funds, operating expenses (including depreciation), and
the maintenance of a replacement reserve equivalent to the cost of
the equipment on hand.

PHA's current policy 18 to allow federally subsidized proJ-
ects to pay to the pools the original costs of the equipment and
more (by depreciation charges) through rentals although title to
the equipment remains in the authorities' local equipment funds.
We recommended that PHA revise its procurement policy to provide
that (1) equipment needed by federally subsidized projects be ac-
quired in accordance with the annual contributions contract and
established budgetary procedures and (2) arrangements providing
for an authority's ownersnip of equipment and the recovery of the
equipments' costs, plus profits, through charges to federally sub-
sidized projects may not be approved.

In replying to our recommendation regarding one authority's
local equipment fund account, PHA stated that 1t does not belleve
that there are any grounds for prohibiting federally alded proj-
ects from participating in local fund equipment programs as long
as the charges made to these projects conform with the PHA pollcy
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and do not result in a profit to any fund in which PHA has no in-
terest, Also, PHA belleves that the fact that the federally sub-
sldized projects have no equity in the equipment does not endanger
any of its rights under the contract.

Recommendation to reduce loss of revenue because of dela¥a in
renting newly-constructe ow-rent nhousing.--we noted substantia
Tosses of potentlal revenue because ol excessive vacancles in newly
constructed low-rent housing projects due to delays in renting com-
pleted dwelling unlits, This loss of potential rental revenue un=-
necessarlly lnereases the Federal subsidy of the low=rent housing
program,

We belleve that losses resulting from vacant units in newly
constructed projects can be reduced substantially if local authori-
tles will more effectively coordinate the processing of applica-
tions for low=-rent housing with the scheduled construction comple-~
tion dates of dwelling units, We have made recommendations that
PHA asslist the authorities in developing procedures and practices
for that purpose, Whille believing that its present procedures for
controlling vacancy losses are adequate, PHA has agreed that in
practlce there must be a more effective coordination of occuparicy
with the completion of constructlion in order to minimize delays in
renting.

Recommendation designed to reduce gro%ect maintenance costs
because of construction delfects.=-DPoor workmanship in the instal-
1atlon of hardwood floors and water plpes at a low=rent public
housing project managed by the National Capital Housing Authority
(NCHA) resulted in increased maintenance costs. We recommended
that NCHA inspect thlis work closely and that, 1f significant con=-
struction defects from fallure to follow specifications are noted
in newer projects, NCHA refuse to accept further bids from this
contractor, NCHA stated that the work of all contractors 1is in-
spected as closely as possible and rejected our recommendation
concerning refusal of bids from this contractor,

Recommendation for actlon against delinguent tenants.-=During
an 8-month perlod in fiscal year 1958, NCHA, as manager of low-rent
publie housing proJects, flled in the District of Columbia Munici-
pal Court an average of about 428 cases a month against delinquent
tenants. In some instances delinquent tenants had been sued five
or more times during a 12-month period, but specific legal action
to evict the tenants had not been initiated. We recommended that
NCHA 1Increase 1ts efforts to enforce its established procedures
which provide that the leases of chronically delinquent tenants be
terminated, We belleve that such action will tend to reduce delin-
quencles, court actions, and administrative costs. This recom=-
mendation was being considered by NCHA.
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Review of FNMA's home mortgage purchase policy

Action taken to encourage use of private financing.--The
Federal National Mortgage Assoclation (FNMA) purcEEseE!designated
types of VA-guaranteed or FHA-insured mortgages under its Speclal
Assistance Program if mortgage sellers are unable to market such
mortgages at the FNMA purchase price. FNMA provided such assist-
ance, however, by paying 100 percent of unpald principal even
though private capital was avallable at reasonable market prices,
We recommended that FNMA require that sellers be unable to market
the mortgages at reasonable prices before FNMA would purchase the
mortgages. During fiscal year 1959, FNMA reduced its prices of
mortgages from 100 percent of unpaid principal to the approximate
market prices. This action was consistent with the objective of
our recommendation,

Review of FNMA's mortgage servicing policy

Recommendation that FNMA review its servicers' operations to
reduce the excessive number ol Bmall MOrigage servicers,--1ne red-
eral National Mortgage Assoclation (FNMA) ﬁas In 1ts portfolio.
about one half million small home mortgages, all of which are
serviced by private mortgage servicers, approximately 1,200 in
number. About one half of the servicers service over 95 percent
of the mortgages; the remaining servicers handle only about 4 per-
cent of the portfolio. We reported the bciief that an inordi-
nately large number of servicers were handling very few mortgages.
Inasmuch as FNMA's administrative work ic directly affected by the
number of mortgage servicers, we recommended that FNMA review its
servicers' operations and, where practicable, take action to elim-
inate those servicers who service only a small number of mortgages.
This matter was being considered by FNMA.
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DEPARTMENT OF DEFENSE
AND DEPARTMENTS OF THE ARMY, NAVY, AND AIR FORCE

Review of contract pricing

Inadequate evaluation of cost information and ineffective ne-
otilation and administration o rime contracts r al nes
related e§u1§ment and e§u1§ment for navaI vesseIE.--UE§ examina-
tions disclosed instances in which prime contractors for aircraft

and related equipment and equipment for naval vessels proposed,
and Alr Force and Navy contracting officials accepted, contract
rices based on cost estimates that were excessive by about

%40 million because proper recognition was not given to cost infor-

mation available at the time of negotiations, The results of our
examinations are summarized as follows,

1, Cost estimates, used as a basis for negotiating prices for
firm fixed=-price and incentive-price contracts, were un-
reasonably high by about $34,7 million because contractors,
in preparing these cost estimates, did not give sufficient
consideration to prior cost experience and to production
efficiencies nor did contracting officials obtain this in-
formation or amalyze and evaluate the contractors' cost
estimates in the light of avallable cost and production ex-
perience., Prices based on these unreasonably high cost es-
timates resulted in additional cost to the Government of

about $13,3 million, of which $3.1 million has been re-
funded, ;

2, Prices under price-redeterminable contracts and final
prices under incentive-price contracts were based on cost
estimates which were excessive by about $5.2 million be-
cause contracting officlals, in negotiating prices, ac-~
cepted cost data that were excessive in relation to actual
coste which had been incurred under the contracts being
priced or that included duplicate costs or costs not re-
lated to the contract. In reply to our reports, the con-
tracting agencles stated that price reductions of $1.6 wil-
lion have been obtailned,

Unreasonably high prices, in most of these instances, may be
attributed to inadequate evaluation of prices proposed by contrac-
tors and ineffective negotiation and administration of contracts.
Cne of the major deficiencies in the negotiation of contract
prices has been the tendency to accept contractors' representa=-
tions as to actual costs and estimates of future costs without as-
certaining the correctness and completeness of the cost estimates
used in establishing contract prices,
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Actions by the Air Force

Alr Force comments indicate that the agency has given serious
consideration to our findings and has initliated action to adjust
prices in certain instances and to make certain improvements in
the negotiation and administration of contracts with respect to
the deficiencles disclosed by our reviews, The Alr Force agreed
generally with our findings in regard to failure by the Air Force

and its

prime contractors to obtaln and use the latest avallable

cost information and with our recommendations concerning the imple~
mentation of the requirement that the latest available cost infor-
mation be obtained and used. The Assistant Secretary advised us
of correctlive measures taken by the Air Force, These corrective
measures conslst chiefly of:

1.

2o

3.

Asking 28 major contractors to review the pricing informa-
tion furnished to Alr Force negotiators in negotlating
prices of price-rcdeterminable and incentive contracts, on
which final settlement had not been made, to determine
whether the information was current, complete, and correct,
The contractors were advised that if discrepancies were
disclosed by these reviews the Alr Force would like to dis=-
cuss price adjustments,

Bringing the matter to the attention of three industry as-
socliations and requesting their support.,

Requiring, siuce April 1958, contractors to certify at the
time of nsgotlation conferences that all pricing data
avallable have been considered by the contractor in prepar-
ing its proposal and have been made known to the Alr Force
vegotiator and, further, that all significant data belng
consldered at the conference are cument, All contractors
who were not required to make this certification when tar-
get prices were negotiated are being asked to do so at the
time prices are finalized, Instructions in implementatlion
of the above-mentioned measures were issued by the Air Ma-
teriel Command (AMC) on January 23, 1959, to the various
Alr Force commands involved in procurement activities,

Impressing Air Force procurement personnel with the need
for thorough review and critical analysis of contractors'
cost estimates supporting price proposals., In its Janu-
ary 23, 1959, letter to Alr Force commands, AMC pointed
out to the procuring activities that the findings of the
General Accounting Office show that procurement personnel
must make a thorough analysis of contractors' proposals
and obtain current, complete, correct, and significant
cost and pricing data before decisions are made on con-
tract prices and that information avallable to the entire
negotiating team must be thoroughly examined and related.

Subsequently we were advised by the Air Force of the follow-
ing revisions to the Alr Force Procurement Instruction,
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1. AFPI 3-811(b) was revised to the effect that the pre-
scribed contractor's certificate is not to be considered
a substitute for careful review and analysis of contrac-
tors' proposals by contracting officers, price analysts,
and, where appropriate, Government auditors. The practi-
cal effect of this is to continue to emphasize careful re-
view and analysis of contractors' proposals by Air Force
personnel even though the contractor executes the pre-
scribed certificate,

2+ AFPI 3-808 has been revised directing that Air Force pro-
curement persomiel must (a) make a thorough analysis of
contractors' proposals, (b) obtain current, complete,core
rect, and significant cost and pricing data, and (c) se-
cure Information on the types of subcontracts before con-
tract prices are finalized.

In a letter dated June 22, 1959, subject: "Action to Improve
AMC Pricing," the Commander, Air Materiel Command, furnished AMC
procuring activities with additional instructions which emphasize
the need for review and analysis of contractors' price proposals
and supporting data and indicate that such review and analysis
will include review of contractors' records to assure that the
most current cost and pricing information avallable has been made
known to Alr Force negotlators. We feel that these instructions
should make it clear to Air Force contracting personnel that as a
general practice the agency contracting "team" should, in review=
ing and evaluating price proposals, examine contractors' records
related to the proposals to ascertain whether the amounts proposed
for significant elements of cost are reasonable and whether the
cost and pricing data for use in negotiating contract prices are
the most current, complete, and accurate information available to
the contractor.

Actions by the Navy

In general, the Navy has agreed that 1t 1s necessary for 1its
contracting officlals to obtailn and use cost information in nego-
tiating contract prices and indicated that thelr problems stem
more from manpower failures than from thelr procedures, which are
amended from time to time., We were advlised of two recent procure-
ment directives which compel all personnel involved in a procure-
ment to give more consideration to (1) the planning of the procure-
ment, (2? the study of a proposal prior to the negotiation
conference, (3) reducing plans to writing and obtaining approval
thereof prior to negotiation, and (4) having the individuals in-
volved in the negotlation identify themselves with the actlons pro-
posed and taken, The Navy believes this will result not only in
better application of existing instructions by staff employees but
also more thorough supervisory action. The Navy advised us also
that there i1s under study a procedure which will, to a far greater
degree than in the past, make mandatory the participation o

37



technical inspection personnel and audit personnel in the analysis
of proposals and in subsequent negotiations,

Further, we were informed that Revision No. 49 of the Armed
Services Procurement Regulation (ASPR) covers, among other things,
guldance relating to price and cost analysis, including the evalua-
tion of cost data supporting contractors' proposals. Also, this
revision, which will apply to all three military services, re-
quires generally that contractors certify that all available ac-
tual or estimated costs or pricing data have been considered in
the preparation of proposals and that this information and any sig-
nificant changes which have occurred since the date of preparation
of the proposals have been made known to the procurement persomnnel.
This certificate and related instructions, which caution contract-
ing officers against relying primarily on the contractor's certif-
icate or on profit-limiting statutes as remedies for ineffective
pricing, are simllar t¢ the revislons made earlier by the Air
Force in its Procurement Instruction,

Inadz2quate evaluaticn of subcontract prices for major compo-
nents Tor'aIrEIanes and airgiane equipment.--Firm fixed-price sub-
contracts were negotlated by prime contractors at unreasonably
high prices on the basis of subcontractors?! estimates without ei-
ther the Alr Force's or the prime contractors' requiring the sub-
contractors to furnish evidence of the reasonableness of the pro-
posed prices. Prices of about $47.2 million were negotiated in
these instances, as ccmpared with actual costs of about $36.5 mil-
licn subsequently incurred by the subcontractors.

We recommended that the Alr Force require its prime contrac-
tors to generally obtain from their major subcontractors (1) infor-
mation on prior cost and production experience, where such data
are available, and (2) detalled analyses of estimated costs in sup=
port of proposed subcontract prices. We recommended also that the
Alr Force exercise closer controls over the effectiveness of prime
contractors' subcontracting practices by (1) ver:“ving, on a test
baslis, that cost information being used by prime contractors in ne=-
gotiating prices of major subcontracts 1is current, complete, and
correct and (2) evaluating the prices of major subcontracts, in re-
lation to known and estimated costs of performance, to determine
whether prime contractors are negotiating falr and reasonable sube
contract prices.

The Air Force agrees that control over the prime contractors!
purchasing system should and must include close survelllance over
major subcontract negotiations in order to assure tiat falr and
reasonable prices are negotiated by the prime contractors. In
this regard, our attention was directed to a recent revision of
the Air Force Procurement Instruction (AFPI) which stresses that
the Air Force must have substantial assurance that subcontract
prices are reasonable and states that the pricling and contracting
philosophies of ASPR and AFPI apply to subcontract negotiations as
well ae prime contract negotiations. The Alr Force has advised us
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that 1t 1s currently exploring the feasibility of furnishing prime
contractors with Air Force audit informatlion to improve the evalu-
ation of subcontract proposals by prime contractors.

Further, on June 22, 1959, the Commander, Air Materiel Come
mand, furnished ANMC procuring activities with additional instruc=-
tions which specify that Alr Force procurement personnel will es-
tablish procedures to insure that prime contractors obtain the
latest avallable cost and pricing information from their subcon-
tractors and use it in evaluating proposed subcontract prices.
These instructions also require audit review, by either the prime
contractor or agency auwditor, in the pricing of all large subcone
tracts to major prime contracts. The measures outlined above
should provide the control over subcontract pricing which we be-
lieve 1s necessary.

Inadequate administration of claims for delay under shipbuilld-
ing contracts.--We completéd a review of 15 claims, amounting to
$0.9 million, which had been submitted by 10 shipbuilders for dam-
ages allegedly arising from Government delays in furnishing plans
and material. These shipbullders were constructing, or had con-
structed, ships for the Navy under fixed-price contracts., Our ex-
amination of the 15 claims revealed that the settlements were not
necessarily representative of the true cost of the delays for
which the Government was responsible, Neilther the contractors nor
the Navy had adequate information concerning the extent of delays
or thelr cost and for this reason the claims were settled on the
basis of inconclusive data.

In order to make such informatlion available, we recommended
that the Navy's Bureau of Ships (1) 1ssue instructions for the
guldance of contractors in preparing delay claims, (2) evaluate
the effects of delays as they occur, and (3) encourage contractors
to submit claims within a reasonable period after termination of
the delays so that settlements can be negotlated before details of
the delays are forgotten., The Bureau concurred with our recommen-
dations and indicated that 1t will take appropriate action to put
them into effect.

Ship overhaul contract prices were unnecessarily high.--Our
review o? Ship overhaul contracting activities aEmEﬁ*sEered by In-
dustrial Managers, Bureau of Ships, Department of the Navy, dis-
closed that a lack of effectlive price evaluation procedures pere
mitted the award of contracts at unnecessarily high prices. Our
review further disclosed that laxity of controls over supplemental
work increased ship overhaul costs, In this respect, we found
that additional repair work authorized after the award of the con-
tracts totaled about $16 million annually and that generally the
prices negotiated for additional work were between 115 percent and
170 percent of competitive prices for such work. We found also
that (1) fallure to use split-bidding techniques unnecessarily re-
stricted competition for ship overhaul work, (2) inequitable
pricing of Government-furnished materials allowed contractors
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unwarranted benefits, and (3) a lack of coordination between in-
spection and contracting functions permitted overpayments to con=-
tractors.

We made a number of recommendations to the Navy pertalning to
(1) measures for improving price evaluation procedures, (2)
methods for improving control over repalr work added after award
of the contract, (3) alternative methods for getting work done
when contractors' bids are excessive, (4) more extensive use of
split-bidding techniques, (5) the charging of market prices when
Government-furnished materials are substituted for materlals that
the contractor was to provide, and (6) more careful correlation of
the work authorized and the work performed. The Navy Ainformed us
that it has accepted substantially all of our recommendations and
that necessary corrective action has been taken or 1s under way.
We believe that the corrective measures which the Navy has indi-
cated will be taken, if properly implemented, will satisfactorily
resolve the problems disclosed by our review,

Inadequate review of proposed prices under negotiated cone
tracts of the aorgs of Eﬁgfneers.--gﬁr review of contracting proce=
dures snowe at in some Instances price negotlations by the U.S,
Army Engineer Procurement Off'ice, Chicago, Illinols, were based ene
tirely on desk reviews of contractors' proposals, In one case we
questioned the validity of the contractor's labor and overhead
rates, and in another we found that the contractor, in the execu-
tion of the contract, made substlitution of less costly material
than was included 1n the price proposal and the contingency face
tors, which were not substantiated in the price proposal, did not
materialize,

In reécogznition of our findings the procurement office
strengthened its price analysis by including a verification of
pricing and cost data proposed by prospective contractors. A vol=-
untary reduction in contract price was negotlated in one case in
the amount of $188,882, of which $111,756 was attributable to our
findings, and in another case a voluntary refund was obtalned 1n
the amount of $25,000., While such rscoveries are important, we
place greater significance on the recognltion by the procurement
office of the importance of the verification of contractors' price
proposals in order to obtain better contract pricing.
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Review of determinations of requirements
for purchases of materials and sggpiies

Recommendation designed to forestall overgrocuremont of spare
aircraft englnes and to reduce out-of-gervice me for engine over.
haul,.--Our study of the pnysical movement of unserviceable naval
aircraft englnes (1) while awaiting removal from aircraft, (2) dur.
1ng the overhaul process, and (3) while awaiting return to the
Navy supply system for re.use, revealed a general lack of expedi.
tious handling 1n almost every segment of the overhaul pipeline,
Consequently, the actual overhaul pipeline period was considerably
in excess of the estimate which had been used in computing require.
ments for procurement purposes. Notwithstanding this conditilon,
the actual procurement of spare partes and new engines was substan.
tlally in excess of the Navy's actual needs because of other varia.
tlous 1n requirements determinations.

Our reviews of the physlcal movement of naval airoraft engines
and comparison with performance by the Department of the Air Force
on simllar englnes suggested that a reasoneble pipeline would be
approximately 150 days as contrasted with the Navy's scheduled 210
days used for computing requlrements and with the current perform-
ance record of 275 days. Using the 150.day basis, we estimated
that at July 31, 1958, 793 alrcraft engines, costing about 368 mila.
lion, were belng procured in excess of the Navy's requirements.

In addition, at that date the Navy had plauned requirements for
204 more of these englines estimated to cost about £33 millionm.

We recommended that (1) a pipeline factor of 150 days be used
in computing requirements for spare alrcraft engines, (2) engine
requirements be recomputed on this basis and that quantities on
order be reduced where 1t was economically practicable to do so,
and (3) the requirement for serviceable englunes include all en-
gines in perviceable conditlon regardless of thelr physical locaw
tion., We also made several recommendations designed to accelerate
the flow of engines through the overhaul pipeline.

In commenting on our fiundings and recommendatious, the Navy
stated that i1t d4id not coucur with our principal recommendation.
It stated that (1) the pipeline criteria suggested by us would not
provide sufficient engines to support the Navy's misslon and (2)
including all serviceable engines in the operating requirement was
not feasible., UWe evaluasted the Navy's comments and reached the
concluslon that lts response did not justify the rvetentiou of the
current pipellne factor used 1n determining spare engine require-
ments, Our report, including our findings and recommendations,
the Navy's comments, and our evaluation of those comments, was suba-
mitted to the Congress on February 4, 1959. The Navy later in-
formed us that it will use the 150-day cycle ag recommeunled for
the management of the plpeline and it has based its 1960 procure-
ment program on the 150-day pipeline,
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Recommendatlon that purchase orders for unneeded aeronautical
gpare parts and ground communication-electronic eaquipment be can.
celed.--Review of requiremenfs, procurement, and sSupply records at

ree Alr Force Alr Materlel Areas and one Alr Force depot disa
closed large excess procurements of aeronautical spare parts and
ground communication-electronic equipment. As a result of ocur
findings and recommendatiouns, orders were canceled for excess pro-
curements at the following locations in the amounts shown:

San Antonilo Ailr Materiel Area $16, 360, 000
Oklahoma City Alr Materiel Area 3,000,000
Oklahoma City Air Materilel Area
(followaup review) 24,480, 000
Sacramento Alr Materiel Area 1, 500,000
Rome Alr Force Depot 1,400,000
Total 46,640,000

A similar study at the San Rernardino Alr Materiel Area revealed
deficiencies in supply management which were corrected locally
upon receipt of our report. Detalls of our findings and the cor-
rective actions taken are shown below.

San_Antonio Alr Materiel Area (SAAMA)

Review was made at SAAMA, San Antoniu, Texas, of Alr Force
recorded requilrements in relation to stocks on hand and on order
for certain aeronautical spare parts, and a later review was made
of actions taken by the Air Force on our recommendations to cancel
orders for excess materlel,

We found that large quantities of alrcraft parts on order in
excess of needs were not canceled because satisfactory coutrols
had not been established to assure timely cancellation action when
requirements were reduced. Durlng our initlal review of require-
ments records, SAAMA had over 220,000,000 worth of spare parts on
hand in excess of current program needs and about 20,000,000 worth
more on order, However, ounly a small portion of the excesses om
contract had been canceled prior to our review, although program
changes and other factors had caused many of these items to be-
come excess 7 or 8 months earlier,.

We recommended to the Alr Force that countracts be canceled as
soon as possible for the excess quantities on order that had not
been delivered. Followlng our recommendation, the Alr Force cane
celed orders for about %16, 360,000 wortn of spare parts, with an
estimated savings of between $13,000,000 and 51#,000,000 after ter.
mination charges.

We also made recommendations to the Alr Force for 1improving

internal controls to insure prompt cancellation of excesses on Orw
der. Ve have been informed that our recommendations in this
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respect were adopted by the Alr Force and that appropriate proce-
dures were prescribed for all Alr Materiel Areas and depots.

Oklahoma City Air Materlel Area (OCAMA)

Review of certain requiremeunts determinatious and related pro-
curement for spare parts for alrcraft and aircraft accessories at
OCAMA, Oklahoma City, Oklahoma, disclosed 2 need for additional
controls to minimize overprocurement and to insure prompt contract
termination or disposition of excess equipment. The need for im-
provement in controls was 1llustrated by the fallure to terminate
all excess parte on order, the reordering of spare parts in excess
of curreunt requirements, and the improper use of a fixed percent.
age for determining the requirements for a particular type of
spares. We found that the lack of consolidated records for cera
tain parts had resulted in incorrect contract orders. These defi.
clencies, 1involving significant contract orders, were called to
the attention of OCAMA officials during our review. These offi.
clals reduced orders at that time, thereby avoiding expenditures
amounting to approximately $3,000,000.

We recommended certain improvements in requirements proce-
dures, and we have been advised that procedural changes will be
made at OCAMA substantlally in accordance with our recommendatioms.

Ve also found evidence at other iunstallations as well as at
OCAMA that the world-wide inventory and consunption reports are of
questlionable reliabllity and in many cases are not usable for re.
quirements purpcses. This indicates that this defect is a general
condition and is a serlous weakness in the management of Alr Force
inventorlies and related supply functions. We belleve that these
inaccuracies in records and reports are due primarily to the lack
of adequate controls over inventories, particularly at the time of
delivery to the Alr Force and extending in greater or lesser de-
gree to all echelous of the supply system.

In a subsequent review we found that OCAMA officials had made
slgnificant progress in improving requirements procedures and that
they had generally maintalned close control over the requirements
and related procurement for spare parts. Officials had canceled
the vast majority of outstanding orders for parts excess to pro-
gram requirements, had returned substantial quantities of deliva.
ered excess parts to a major contractor for use in the production
of alilrcraft on order, and had uniformly applied more conservative
criteria in establishing requirements for parts questioned by us
in the prior year. With a few exceptions, we found that all Hi-
Valu items orlginally on order in excess of the filgcal year pro-
gram requirements had been canceled in the aircraft, aircraft en-
gine, and alrcraft accessory property classes. According to the
Air Force, the total value of orders canceled in these classes dure
ing the fiscal year was about %24 000,000. The total value of de-
livered parts returned to the contractor for credit on B.52 air.
eraft contracts was about $2, 500, 000.
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In several property class units not covered by our prior re-
view, we found relatively minor deficiencies and some excesses re.
maining on order. When these were referred to OCAMA officilals, ad-
ditional contract orders valued at approximately $380,000 were
promptly terminated. OCAMA officials have now completed the in.
stallation of uniform requirements controls for all supply units
substantially as we recommended.

Headquarters, Alr Materiel Command, also has issued a general
regulation that contalns the main substance of recommendations we
made in connection with reviews at other supply centers as well as
at OCAMA. This regulation prescribes a detalled system of con-
trols for all Alr Materiel Areas and depots for the identificationm,
reporting, and cancellation of excesses oun order,

The actions taken by the Alr Force provide improved proce.
dures for the control of Hi.Valu spare parts requirements and ex-
cess procurements throughout the Air Force supply system.

Sacramento Air Materlel Area (SMAMA)

Our review of certain requirements determinations and control
of related procurement of aircraft spare parts at SMAMA, MeClellan
Alr Force Base, Sacramento, California, disclosed that SMAMA offi.
clals d1d not have effective procedures for controlliug important
phages of requirements management for spare parts, particularly
with respect to identifying and canceling orders for excess equlp-
ment and obtalning reliable termination cost estimates. Because
of these deficiencies, the requirements for certain Hi.Valu itens
were overstated by 81,500,000 and approximately #500,000 of other
parts were needlessly delivered after reduced requirements were
computed.

As a result of information developed in our review, the Alr
Force canceled orders for excess prrte with a total contract price
of nearly $1,500,000, at an estimated net saving in Government ex-
penditures of approximately £#1,200,000. We recommended improved
procedures and controls for the management of these activities at
SMAMA at the couclusion of our initial review.

Rome Air Force Depot (RAFD)

Review of requirements determinations and related procurement
for ground communication-electronie (C.E) equipment one of the
major equipment classifications of the Air Force, at RAFD, Rome,
New York, disclosed that the Alr Force did not have an effective
program control of ground communication-electrounlec equipment or
the capability of computing current aund valid requirements, uunder
the methods of computing requirements in operation at the time of
our review, and the supply system di1é not have the capability to
promptly ldentify and cancel excess equipment on order.
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During our review at RAFD we reported to the Air Force a num.
ber of excesses on contract that had not been canceled. The Air
Force subsequently terminated orders for equipment with a total
contract price of approximately #1,400,000. A much larger reduc-
tion would have been possible if the Air Force had acted wheun the
reduced requirements were recorded.

The principal deficiencles found in the Air Force controls
were ineffective methods of processing and recording program
changes, 1incomplete review and analysls of requirements informa.
ticn at BRAFD, lack of controls and delegated authority at RAFD for
terminating excess equipment on order, and unreliable inventory
records and reports throughout the Alir Force.

We submltted our findings regarding these problems and defl.
ciencles to the Alr Force, together with our recommeudations for
improving the management of ground C.E equipment requirements.

The Alr Force responded very favorably to our findings and recom.
mendatione and stated that extensive improvements have been made

ln the menagement system, including the adoption of all of our rec-
ommendations.

San Bermardino Air Materiel Area (SBAMA)

Revliew of the determination of requirementes and related pro.
curement for sircraft spare parts at SBAMA, Norton Air Force Base,
San Bernardivno, Califorunia, disclosed ineffective management con.
trols.

For many high-cost spare parts, officlals had not reviewed
and, where necessary, revised thelr estimated requirements in ac-
cordance with the fiscal year 1958 aircraft programs and changes
in consumption. The latest computation of requirements for spare
parts in one property class was in February 1957. In another prop-
erty class there had been only partial reviews of requirements for
gspare parts since January 1957. In a third property class the
latest recomputations were made in May 1957, but agaln for only a
portion of the spare parts in the class. Also, because of increas-
ing alrcraft programs, SBAMA supply officials reteined during the
czlendar year 1957 over $£1,000,000 worth of spare parts that had
been declared surplus, although no recomputations were made to de-
termine the effect of these program changes on specific parts and
quantities requilred.

Nelther the contractor nor the Air Force adequately analyzed
production information prepared by the contractor for use by SBAMA
officials in determining the feaslbility of canceling orders for
certain high.cost C-133 spare parts. Our examination of the con-
tractor's records showed that the contractor had not recelived all
the materials ordered, was not scheduled to begin fabrication of
certain parts for at least 6 months, and had not considered utiliz.
ing materiale and partial fabrications of spare parts in the con-
current production of C-133 aircraft. This information was

105



reported to SBAMA officlals who reopened discussions of contract
cancellations with the contractor, We were later informed that on
more recent contracts, for additional C-133 aircraft, more econom-
ical spare parts arrangements were made, whereby the contractor
carries partially fabricated parts that can be either rapidly com-
pleted for spares on request or utilized in production of the last
block of aircraft,

The requirements analysis function, an independent review of
requirements programs, computations, and procedures, was not ef-
fectively managed at SBAMA because of 1inadequate instructions, rec-
ords, and reports. No written instructions had been prepared for
this function. and accordingly the analysis of requirements was
not well cccrdinated and systematized.

These deficlencies were reported to the Commander, SBAMA, and

to Headquarters, Air Materiel Command. The Commander, SBAMA, ac-
knowledged the reported deficiencies in management and stated that
corrective action had been taken substantially as recommended.
The reply from Headquarters, AMC, informed us of recent supply and
procurement procedural changes devised for the entire Alr Materiel
Command, which we were informed, should eliminate the reported de-
ficlencies.

Recommendation that purchase orders for unneeded supplies at
major ALr rForce instaliations in e l'ar bas € canceled,--Exami-
nation of supply management and stock control practices and proce-
dures of the major Ailr Force installations in the Far East--Japan,
Korea, Okinawa, and the Philippines-~-disclosed various deflcien-
cles and weaknesses among which were (1) failure to properly dis-
charge supply control responsibilities 1in regard to determination
of requirements, (2) requisitioning action based on invalid custom-
ers' requirements, (3) requisitioning in excess of established con=-
trol levels, (4) erroneous stock records, and (5) deficiencies in
waintenance supply operations,

As a result of our recommendations, cancellations were issued
in the approximate amount of $10,475,000 for items not required at
the time of requisitioning. The installations and approximate
amounts involved in the cancellations were:

Andersen AFB, Guam, Mariana Islands $ 2,700,000

Clark Air Base, Philippine Islands 585,000
Itazuke Alir Base, Japan 3,100,000
Johnson Ailr Base, Japan 950,000
Naha Air Base, Okilnawa 220,000
Tachlikawa Alr Base, Japan 1,100,000
Yokota Alr Base, Japan 845,000
6314th Alr Base Group, Osan, Korea 935,000

Total $10,475,000
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At Kadena and Naha Alr Bases, Okinawa, inaccurate subsistence
forecasts were revised to reflect actual requirements, resulting
in a savings of approximately %60,000 a month.

Recommendations_designed to correct deficlencles in computing
requirements for peacetime operating STOCKE Of the U.S. Army, Eu.
rope.--1lmproper requirements computations for peacetime operating
stocks of the United States Army, Europe, have resulted in substan.
tiel quantities of material being requisitioned, shipped, and
stored in excess of actual requirements. In other cases, computed
stock requirements were lower than warranted. Reviews of stockage
requirements computations by supply control agencies and the Army
Communications Zone Command were inadequate to detect or prevent
inaccurancies and to assure adjustments.

We recommended (1) that applicable experience factors be de.
veloped and incorporated in data used to compute requirements, (2)
that a closer and more systematic command review of requiremeuts
computation practices be instituted, and (3) that more realistic
ceriteria be applied 1in determining retention needs. Although cor-
rective action had been promised as a result of this review and
earlier findings in this area, our follow-up review indiceted that
deficiencles in computing and reviewing requivements still exist.

Material and equipment requirements for military assistance
d without suff

rogram have been established w clen nforma n as
nee%e.--Our examinations dlsclose m ry assistance pro=-

gram requirements have frequently been developed without knowledge
of the recipient country forces, without valid tables of organiza-
tion and equipment, without reliable information as to country con.
sumption rates, and without adequate knowledge of material already
possessed by reclpisnt country forces, Considerable excess mate-
riel existed, and, in the absence of a sound basis for programing,
additional excess material could be delivered.

We recommended that the programing process be reviewed and
that more adequate controls be established, We were advised that
corrective action has been taken and that substantial quantities
of material and equipment were either recovered or canceled from
approved programs.
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Review of supply management and stock control
ractices
Recommendations made to correct deficiencies in supplyi
spare parts Tor Navy aircralt,--our review of the avIaEgon segment
og the %avy Supply Eisfem dl

sclosed that, because of serious defi-
clencies in several critical areas, the system does not ‘adequately
meet alrcraft spare parts requirements of the fleet. Although it
has not been possible to identify all the direct causes, some of
the causes contributing to its ineffectiveness are (1) unreliabil-
ity of requirement computations, (2) inaccurate field reporting of
quantities and condition of assets on hand, (3) unrealistic usage
information, (4) inadequate control of short shelf-1ife items, ?5)
questionable provisioning practices, (6) untimely allocation, dis-
tribution, and redistribution of material, (7) frequent changes in
programs, and (8) frequent technical changes.

These conditions have resulted in shortages of certain mate-
rial, causing aircraft to be grounded and work stoppages in mainte-
nance activities, During the first few months of 1953, an average
of 7.9 percent of the Navy's operational aircraft were reported
grounded for lack of parts, but for certain first-line aircraft
the rate was much higher, These conditions resulted also in sub-
stantial quantities of other materials being accumulated which
must be disposed of at a substantial loss. During the fiscal
years 1955-58, material valued at approximately $523 million was
declared excess. The Navy estimated that additional aeronautical
material valued at $350 million would be declared excess in the
fiscal year 1959.

We made specific recommendations to improve each of the defi-
¢ient areas noted in our review, Practically all. of our recommen-
dations have been accepted by the Navy, and Navy officials have ad-
vised us that necessary corrective action has been initiated. The
prompt action should result in substantial improvement in aviation
material support,

Recommendations designed to provide more effective and econom-
ical Bupply support at Navy shipyards,--we found that Navy ship-
yaiﬂd'ﬁgve consEsEenEIy overesEgmaEEB their needs for material for
ship overhaul and conversion work., As a result, enormous quanti-
ties of surplus materials have been accumulated which, experience
shows, will be ultimately disposed of at a fraction of their cost,
During the last three fiscal years, a sizable amount of Navy inven-
tories have been classified as excess to its needs, This included
nearly $850 million worth of electronic and shipboard equipment

and ship repair parts which are used almost exclusively for over-
haul and conversion of ships.

We found also that (1) retention of inactive items increased
shipyard storage, accounting, and administrative costs and delayed
making this stock available to other potential users, (2) about
40 percent of material carried in shop stores for day-to-day use
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was in excess of established supply levels, (3) a substantial
amount of the stock held as insurance items did not meet criferia
established for stocking such items, and (4) little or no account-
ing control exlsts over t=s more than $40 million worth of surplus
materlals at the four shipyards we reviewed.

We made a number of recommendations which, if properly imple-
mented, should result in more effective and more economical supply
support at naval shipyards. The Navy concurred with all our recom=
mendaticns and informed us that a number of them have been put
into effect. Ofher recommendations, because of thelr far-reaching
impact, will require considerably more time for proper implementa-
tion, but the Navy is actively working to put them into effect.

Recommendatlion designed to eliminate unnecessary work in pro-
visioning ship repair parts 1n Navy Supply system,--we found EEaE
the pollcles and procedures followed by Eﬁe *avy in reviewing pro-
visioning forms for ship repair parts involve a substantial amount
of unnecessary work in making a detailed review of items already
carried in the supply system. Based on the results of our review,
we estimated that the cost of this unnecessary work amounted to
more than $300,000 annually. We recommended that initlal reviews
of provisioning forms be made to identify the new items and the
atock list 1tems. We recommended also that complete reviews be
made for new 1tems and that reviews of stock 1list items be re-
stricted to establishing the correctness of stock numbers and re-
vising quantity requirements, The Navy concurred in our findlngs
and stated that our recommendations are being implemented.

Need for improvement of aupglz data at Engineer Sug§lg Con-
trol Qffice.--Our review ol supply actlv as a e kEnglneer Sup-
Ply control Office (ESCO), St. Louis, Missourl, disclosed that
there was 1n use certain supply data which we deemed unreliable,
Ag of June 30, 1957, the differences in which the dollar value of
the stock balance cards exceeded the financial inventory account-
ing (FIA) ledgers totaled $44.,4 million; differences in which the
ledgers exceeded the cards totaled $32.2 million. The dollar value
of the maintenance and operation (MxZO) stock balance cards was
$13.2 million in excess of the FIA ledgers, All these differences
totaled nearly $90 million, or about 30 percent of the FIA balance
of $303 million for stock fund and M&0O inventories.

ESCO also was making significant adjustments in 1ts studies
of principal items in order to reconcile the asset data reported
on world-wlde asset reports with the assets that ESCO analysts had
determined to be in the supply system, Adjustments totaling
$25 million, representing $18,.6 million in increases of reported
assets and $6.4 million in decreases, were made on the April 1957
supply control studies for 33 of the 49 principal items for which
ESCO had responsibility for computation,

Accuracy of the asset data is, of course, important because

it 1s a major factor in the determination of the quantities to be
procured, and a system which requires the continual compilation of
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information by ESCO for the purpose of correcting data in field re-
ports is of questionable value. Although ESCO questioned the

field commanders on a number of the apparent discrepancies, we be-
lieve that, in order to prevent their recurrence, it will be neces-
sary to ascertain and correct the underij;ing causes, At other in-
stallations we also found that inventory and consumption reports
were of questionable reliability.

The Assistant Secretary of the Army (Logistics) disagreed
with the implications of our finding and stated that the stock re-
porting differences did not consist completely of errors in the
records but that initiation of various technical and procedural im-
provements in themselves had caused some backlog and temporary dif-
ferences, He sald also that the consolidated stock status report
has been traditionally used and accepted as a management tool as
representative of the stocks in inventory available for requisi-
tion, not necessarily the total inventory on hand, The comprehen=-
silve program of integrated dollar and item accounting which was
installed by ESCO on May 1, 1958, and the use of automatic data-
processing equipment promise increased reporting improvement, and
such reporting will be based on the same source data that will be
used in the development of financial management reports. The As-
sistant Secretary agreed that the world-wide asset reporting
needed improvement and said that there were 17,000 reporting
sources, that improved procedures had been under test for 2-1/2
years and would require at least 1 year more, that improvements
were belng initiated, and that a high-level committee had been es-
tablished to assure continued and sustained improvement.

Need for improvement in supply operations of Signal Corps,
U.S. Army, bBurope,--Review of tne Army signal COrps supply opera=
tions, United States Army, Europe, Communications Zone (COMZ),
headquartered at Orleans, France, disclosed that practices, proce-
dures, and controls were inadequate to assure proper supply deter-
minations and this resulted in uneconomical operations. One of
the adverse effects was the generation of a significant amount of
excess stock, Out of an inventory of $108 million worth of stock
at December 31, 1957, there was $42 million worth in excess of nor-
mal operating requirements and approved reserves,

Our review disclosed that (1) orders were placed for signifi-
cant quantities of unneeded supplies because close supervision was
not belng exercised, proper analysis of outstanding orders was nct
being made, and records were inaccurate, (2) a significant portion
of stocks was reserved for various purpcses without a valid re-
quirement or proper authorization ($5 million of $11.6 million
worth of stock reviewed was improper), (3) screening of unfilled
customers' requisitions was 1lnadequate because of insufficlent co-
ordination and ineffective internal controls at the agency, (i) a
substantial percentage of the stock levels on the line items ex-
amined were excessive because of lack of (a) internal control to
insure recording of adjustments of stock levels and (b) proper
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emphasis on reviews of stock levels for high-dollar-value line
items, (5) excess stocks were not being utilized to fill signifi-
cant deficiencies in mobilization reserve materiel requirements,
(6) timely action was not taken by the agency to fill customers!'
current requlrements for high-dollar-value stocks ordered and re-
ceived from the United States, (7) no adequate formal storage plans
existed at any of the three depots to assure efficient and economi-
cal operations, and (8) excess property was not always being prop-
erly reviewed and controllied by the agency in accordance with es-
tablished procedures.

Many of these same deficiencies were noted by us in previous
examinations of Signal Corps supply operations in 1955 and 1956,
These matters were then brought to the attention of the United
States Army, Europe (USAREUR), and the Assistant Secretary of the
Army (Logistics), but our recent review disclosed that effective
corrective action had not been taken, We have been informed by
the Deputy Assistant Secretary of the Army (Logistics) that, subse=-
quent to our recent review, many corrective actions were initiated
whieh should materially aild in achieving a higher quality of man-
agement of Signal Corps supply operations in Europe. - Since we
were unable to determine all the specific actions taken, we re-
stated the following recommendations:

1, That Signal Corps officlals give more consideration to de-
termining the causes for the errors in the records and that
action be taken to prevent thelr recurrence,

2. That timely reviews of known changes in requirements be
made by competent and closely supervised personnel in or-
der to Insure that only suppllies currently needed are on
order,

3. That the Signal Officer, USAREUR; Signal Officer, COMZ;
and the agency institute additional controls to assure
that all reservations of stock are properly authorized and
supported and that reviews are made timely to determine
the contlnued need for the reservations.

L4, That there be more effective coordination between the
agency and its customers in regard to the current status
of unfilled requisitions.

5. That the agency establish a procedure to assure that appro-
priate disposal action is taken on all excess property.

Need for Improvement 1n supply management practices in the
Far East.,--1n our review ol suppgy management practices and proces=
dures of the U.S. Army Signal Supply Center (SSC), Yokohama, Japan,
we found that SSC was falling to properly discharge its supply con=-
trol responsibilities in determining requirements due to overstate-

ment of needs because of numerous erroneous determinations; action
was not belng taken to cancel active requisitions for items in an
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excess position; outdated equipment authorization lists were being
used to determine requirements; contrary to regulations, SSC au-
th.rized the stockage of a 60-day level of major components in ad-
dltion to the 100 percent authorized stockage of the end item;
stock records were in such poor condition that many overstated
requisitions could not be canceled during our examination; issues
made to closed installations were considered in computing require-
ments; excesses totaling $1.5 million in dry batteries ware on
hand or order, due to errors in computation in establishing stock
levels, to lnadequate recordkeeping, and in part to the Army phase-
down in Japan; excesslve stocks were reserved for speclal projects,
without giving conslderation to the use of the excesses to fill
general lssue requlrements; and stock was being reserved for spe-
clal projects which had been canceled, completed, or otherwise
rendered inactive,

As a result of our findings, recommended corrective action
was taken promptly, Overstated requisitions amounting to over
$8 million, which represented more than one half of the amount on
order at the time of our examinatilon, were canceled, and we were
advised that actlion was taken to improve procedures and controls
which should provide for more effective supply management and
avold similar deficlencles in the future,

Inefficlent procurement policles and procedures for the solid
fuel program of the U.S. Army, Europe.--In our review of policles
and procedures for this program and thelr implementation in terms
of procurement, storage, distribution, and accountability, we
found that (1) seasonal price advantages were lost as a result of
poor delivery scheduling and consistently late contract awards,

(2) deliveries to several locations exceeded unloading capacilties,
with the result that demurrage charges were incurred in some cases,
and (3) personnel costs were excessive at some distribution yarcs
because of full-time assignments of enlisted personnel instead of
utilizing local wage-rate employees and because of multiple distri-
bution operations serving a single area.

We recommended that USAREUR award contracts on a timely basisa
and that efforts be made to schedule fuel shipments so as to ob-
tain the most advantageous price, that contracts be amended to
show unloading capacities for each destination, that personnel as-
signment practices be reviewed, and that consolidation of fuel dis-
tribution functions be consildered.

USAREUR has promised satlsfactory corrective action on each
of our recommendations and stated that its policy will be revised
to have enlisted men replaced with local wage-rate employees and
that a study of a consolidatlon of functlons was under way.

Savings can be realized by deleting many ship repalr parts
now 1n inventory which can be purchased readil from commercial
Sources,--The Navy has a large number of Ship repalr-part Items in

its inventorv which are of low unit value and low inventory value
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end have been in low demand for the past several years. Our test
disclosed that many of these iltems are readlly avallable from com-
merclal sources, We concluded that about 50,000 of these itenms
could be eliminated from the Navy supply system et an approximate
system~-wide savings of $1.6 million annually., We also found that
the programs estesblished for removing nonessential items from the
supply system were not effective. We recommended that items prese
ently in the supply system having low unit costs and little demand
be continually reviewed and amalyzed to assure that such items are
deleted from the system to effect all possible savings in system
costs. The Navy concurred in our findings and recommendations and
stated that studles are currently being made to eliminate nones-
sential ltems and to decentralize control of shelf-type commercial
items.

Many ship reEair parts are included in mobllization reserve
stocks although they are not essential for wartime opera ToNng, ==
Many ship repalr-part items for such equipment &s movie projectors,
heaters, snd laundry equipment were included as mobilizetion ree-
serve stocks although such items are not considered by the Depart-
ment of the Navy as essential for wartime operations. We recom=-
mended that more emphasis be placed on the degree of essentliality
for wartime operations end that all 1tems presently included in
mobllization reserve stocks be reappralsed on this basis. The
Navy concurred in our findings and recommendations and stated that
mobllizatlion reserve stock items will be reviewed and items not
meetlng the criterlia wlll be eliminated.

Abllity to meet supply needs of United States Army in Europe
lopaired by lnaccurste stock re ords.=--0ur review of supply activie
ties of the United States Army in Europe disclosed that the capa-
bility of supply control agencles and depots to meet the needs of
our forces has been serlously impsired by inaccurate supply rec-
ords. The unreliasble records largely invallidated the usefulness
of flnanciesl inventory reports as a menagement tool.

We recommended the establishment of a strong program to as-
sure that needed materials are provided 1n s timely and efficient
manner baesed upon the initiation of controls, reviews, reports,
and examlnations directed towards eliminating noted deficlencles,

Our follow-up review disclosed that some corrective action
had been inlitlated but that stock records continued to be inaccu=
rate,

Little improvement in supply operation by use of the Modern
Army Supply System, Europe.--%he Modern Army Supply System (MASS)
1s not achieving its originally established objective of improving
the 7th Army's supply system in Europe by providing parts for mod-
ern vehicles, weapons, and equipment in quantities consonant with
the needed mobility of the combat elements, The MASS concept ine-
cluded the rapid delivery of needed stocks dlrectly from United
States depots and a reduction in line items and quantities stocked
by the 7th Army to increase its moblility.
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Our examination discl.sed that there are continuing and sub-
stantial shortages of spare parts, that combat units are unable to
obtain adequate and timely replenishment supplies of parts, and
that, wlith one exception, the establishment of mobile depots
within the 7th Army has not been achieved,

We recommended that needed 1tems be adequately stocked and
that action be initiated to preclude overordering and unauthorized
ordering of MASS items,

Qur follow-up review showed that efforts are under way to re-
duce order and shipping time for replenishment requisitions and to
improve requisitioning procedures, However, there has been only
a 8light improvement in the Tth Army's supply system since MASS
was permanently instalted in July 1958,

Deficlencles in the supply system for the Southern Europcan
Task Forces In Ttaly due £o Iinadequate Instructions and supervi-
sion,~--We round a general mlsunderstanding and misinterpretation
of the combat reserve program objectives and Instructlons at all
levels of the Southern European Task Forces (SETAF) in Italy, de-
fective instructions and guldance issued by 1ts headquarters and
its support command staff, lmproper computatlon of stock levels by
the technilecal supply services, insufficlent or excessive requisi-
tioning by the two supply services whlich had issued requisitions,
and an 1inadequate stoeck inspection and rotation program. In our
opinion, substantially all these deficlenciles resulted from or
were aggravated by the failure of the Department of the Army to
furnish SETAF with detalled instructions and program guidance for
almost 2 years after authorizing the reserve and by the lack of
adequate supervision and review of the program by the headquarters
staff and support command personnel,

The Assistant Secretary of the Army (Loglstics) concurred in
our findings and recommendations that the procedures be improved
and that clarifying instructlions be 1ssued at departmental and lo-
cal levels to correct the deficiencles. He iInformed us of several
actlons which were taken both prior to and after receipt of our in-
formal report to correct the deficlencies, It is noted that SETAF
also had taken some corrective action at the time of our review,

Deficilencles in the supply management activities of the U.S.

8th Avsz Korea,—-0Our review of selected supply management activi-

eés o he United States 8th Army, Korea, disclosed that substan-
tial amounts of materiel 1in excess of requirements were belng req-
uisitioned because quantities of serviceable, repalrable, and
turned-~in assets were not considered; that issues to Armed Forces
Ald to Korea, although inapplicable, were included in 8th Army de-
mand data and inventory adjustments which decreased stocks recorded
to be on hand were 1ncluded in the computations for developling de-
mand data; that requisitlons were not canceled when theater activ-
1ty was reduced; that quantitlies on customer orders were not
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consldered; and that customers' orders were placed in excess of au-
thorized quantities, Alsco, the accounting records for stocks,

upon which supply actlons are based, were 1lnaceurate and unreli-
able; the records did not include large quantitles of materiel on
hand; materlel was shown as due-in subsequent to receipt and, in
the case of Ordnance, the materiel was not reconcilable with list-
ings from the Ordnance Stock Management Agency, Japan; invalid or
canceled customers' orders were recorded as due-out; and numerous
posting errors were noted. The Engineer Depot cement-block plant
was 1n production while there was no known forecast of need,

In response to our findings and recommendations, orders placed
were reduced by about $4.1 million. The Engineer Depot canceled
orders for 253 18-ton pontoons valued at $373,428; 16-inch fans
valued at $71,425; bridge components, generators and paint valued
at about $75,000; 2 D-8 tractors valued at $58,964; and 2,000 cyl-
inders valued at $73,000. The Engineer Depot also reviewed and re-
stated 1ts lumber forecast, reducing 1t by about 25 million board
feet, valued at $2.3 million, a reduction of about 55 percent,

The cement-block plant was put on stand-by basis from December 1,
1957, to March 15, 1958, at an estimated savings of $46,000. The
Ordnance Depot reduced its requisitions for M37 trucks valued at
$179,452, 14 commercilal-type trucks valued at $138,465, 365 trail-
ers valued at $332,880, and 31 buses valued at $124,775. The
buses were rerequisitioned to satisfy a requirement placed by the
Department of the Army. The Signal Depot was able to cancel vari-
ous requlsitions having a value of about $42,000, Also, the cor-
rection of errors in the stock accounting records led to cancella-
tion of orders amounting to about $250,000,

Headquarters, 8th Army, concurred in our recommendations taat,
prlor to submission of any sizable requisitions, complete verifica-
tion be made of stocks on hand at the depots; that customer "due-
outs" be verified as to theilr continued requirement; and that the
cases of overstated requirements be corrected.

Deficlencies 1n the supply management actlvities of the Ag%z
Engineer Supply Center, Japan,--Controis in e supply and stoc
control activities at the Engineer Supply Center, Tokyo, Japan,
were found to be 1lnadequate to assure the proper determination of
requirements and proper supply actions, There was a failure to
conalder all assets already on hand; erroneous information was fur-
nished to continental United States supply control points and de-
pots; insufficient consideration was given to use of substitute ma-
terial on hand; overstated demand data was used in computing
theater requirements; numerous errors appeared in the computations
which resulted in overstatements of requisitioning objectives; and
cancellations of orders for materiel which was no longer needed
were processed in a routine and excessively time-consuming manner
also, combat reserve stocks were excessive in quantity and included
items of doubtful combat necessity, such as electric fans and as-
phalt tile, and excess quantities of materiel were placed in re-
serve for set-assembly,
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It was found also that items of equipment whiech were disman-
tled while undergoing rebulld at the Center were being reassembled
although destined for disposal as scrap, and some were again dis-
mantled by the Property Disposal Division prior to sale; that serv-
iceable wooden pallets were being so0ld as scrap lumber while new
ones were being manufactured; that usable scrap lumber costing
2 cents a board foot to reclaim was not being returned to the box
factory, which used lumber costing about 12 cents a board foot;
and that a substantial number of vehicles were in disposal channels
but could be used by canniballzation of parts by the Logistlcal De-
pot at Kokorozawa for 1ts military assistance program,

The Center concurred generally in our recommendations and
took corrective action. Among other actions as a result of our re-
view, the Center canceled outstanding requisitions amounting to
about $1 million.

: Need for improvement 1n the.operations of the Army Transporta-
tion Supply Control Agency, rurope,--rThe nransportation Supply Con-
trol Agency, United Siafes Army, Burope, falled to effectively per-
form its supply mission for the 18-month period ended December 31,
1957. During that time there were serious delays in filling req-
uisitions, the backlog of requisitions increased enormously, and

no recognizable management procedures existed to govern perform-
ance of basic supply and stock control functions.

We recommended that command staffs be required to critically
review supply reports, investigate areas of indicated weakness,
and take timely action to correct deficient supply operations,

The Agency has now been reorganized and restaffed in all key
positions, and new control procedures have been developed to imple-
ment our recommendations.

Savings to be made by chang1n§ storage location.--During our
review of the activitlies at a naval supply activity at Oakland,
California, we noted that savings 1n operating costs could be real-
ized by moving packaged petroleum products from a storage locatlon
approximately 15 miles from the supply activity to a storage loca-
tion at the supply activitz. We estimated that initial savings
would be approximately $184,000, the amount required to improve

the present storage location, and that approximately $4,000 could
be saved annually on transportation, utilities, and maintenance
costs. As a result of our inquiry and recommendation, these prod-
uets are being moved to a location at the supply activity.
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Review of utilization of materials, supplies, and equipment

Additional procurement avoided by redlstribution of excess
aeronautical equipment of one mil tar¥ service to another.--Prior
to fiscal year 1958, the Department of Defense no system for
redistributing the excess aercnautical equipment of one military
service to another service, if a need existed. At that time the
military services usually notified one another of the availability
cf excess aeronautical equipment only Af 1t were being disposed of
as surplus property, i.e., stocks exceeding maximum long-range pro-
gram requirement. During fiscal years 1957 and 1958, we found

that millions of dollars worth of excess alrcraft and engine parts
stocked at two Air Force supply points could be used by the Navy
but that the Navy had no knowledge of these spare parts and was
procuring ldentlcal items. As a result of the information we de-
veloped, the Navy obtained over $1,600,000 worth of excess Air
Force aeronautical equipment, consisting primarily of J-48 and

J=57 alrcraft englne spare parts.

After our examination of the above cases, the Department of
Defense established Commodity Coordination Groups for aeronautical
equlpment, iIn order to facilitate the redistribution of stocks ex-
ceeding the current or mld-range program needs of any one of the
services. The operating procedures of these Groups, however, did
not contaln adequate provislion for disseminating information on
excess stocks. We found at the Middletown Alr Materiel Area, for
example, that during fiscal year 1958 the Air Force had about
$8,400,000 worth of helicopter spare parts in stock that exceeded
its then current programed requirements. Over $2,000,000 worth of
these parts had been declared surplus to any foreseeable needs by
the Air Force and were placed on excess property listings distrib-
uted to the other services in February and March 1958. At that
time the Ailr Force was not required to notify other services of
its remaining excesses, which in thils case amounted to about
$6,000,000 worth of parts, unless direct inquiries were made.

We found that during this period the Army, which utilized the
same hellcopter, was placing substantial orders for identical
spare parts. Not only were Army supply officlals unaware of the
over-all Alr Force excesses, but they had falled to take notice
that those particular parts had been placed on excess property
listings., As a result of the Information we presented to the serv-~
ices, arrangements were made to transfer about $3,400,000 worth of
excess Alr Force helicopter parts to the Army. The transfer of
these parts enabled the Army to cancel orders that had been placed
for about $1,000,000 worth of parts; and the Alr Force was -able to
withdraw over $1,500,000 worth of parts from the disposal yards
that would have otherwlse been sold for a fraction of their origi-
nal cost.

Several additional measures were taken by the Department of
Defense to improve the management of interservice supply
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activities, after our examinations of these cases, In June 1958,
there was established, in the Office of the Secretary of Defense,
an Armed Forces Supply Support Center which replaced the former
committee arrangement as the central directing point for interserv-
ice supply activities in the Department of Defense. In January
1959, the Department issued a more comprehensive policy statement
on redistributing supply inventorles which we understand: (1) re-
quires the military services to circulate lists of all common
stocks exceeding their respective current or mid-range program
needs ani (2) provides for more effective redistribution of such
stocks when needed in another service.

In view of the significance of the interservice supply prob-
lem, we are continuing our review of supply cocperation and of the
extent that common 1tems are utilized effectively in the Depart-
ment of Defense.

Savings realized by cancellation of disposal actions on bin-
oculars and bearings in the Navy 'supply system.--Because of inade-
quate data furnished to the Bureau og gﬁips, Department of the
Navy, excess quantities of binoculars valued at $2.4 million that
were in ready-for-issue condition were recommended and scheduled
for disposal while quantities of similar binoculars in need of re-
pair were being retained in the supply system to maintain adequate
supply levels. After this was called to the attention of the Navy,
the binocculars in ready-for-issue condition were removed from dis-
posal lists and replaced by binoculars in need of repairs. This
action saved approximately $225,000 in estimated repair costs. We
recommended that procedures be established to require the submis-
sion of all avallable data on excess quantities avallable for dis-
posal, including the physical condition of inventories. The Navy
advised that procedures will be developed to preclude recurrence
of any situation of this type.

Usable bearings in supply at one Navy depot were erroneously
being scrapped because of a misinterpretation of instructions is-
sued by the inventory manager. As a result, requisitions for such
material were not being filled by the depot and instead were being
forwarded to other supply points for action. We found that guanti-
ties of bearings which cost (1) $6,288 had ilready been scrapped,

2) $87,292 had been surveyed and were to be scrapped, and (3

691,765 were in inventory and presumably would have been scrapped
if the same survey criteria vere followed. Thene bearings had
previocusly been inspected and preserved by conmmercial contractors
and the depot at a cost of $187,835. At our suggestion, the depot
suspended further acticn on the bearings and requested clarifica-
tion of the instructions from the inventory manager who advised
that the instructions were misinterpreted and disposal of the
bearings was in error. We were subsequently informed that the in-
ventory manager was revising the instructions to preclude misin-
terpretation by field activities.

Recommendatlon that the Army Transportation and Maintenance
Command use hellcopter EransmIsa%on assemblies on hand rather than

purchase new assemblles.--The Army Transportation and Malntenance
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Command (TSMC) failed tc consider in its supply studies large quan-
tities of old model H-13 helicopter transmissions which were cur-
rently being rebuilt by a contractor. Although old model transmis-
sions were specified in a requirement, 27 new mcdel transmissions
were furnished and 13 additional were ordered. Also, an error in
the computation of requirements for helicopter transmission assem-
blies was made with the result that 29 were ordered.

TSMC accepted our recommendation that independent verifica-
tion be made of supply studies on which procurement actions in ex-
cess of $5,000 are based. TSMC was able to cancel the order for
13 transmissions, valued at $62,079, and utilize the old model
transmissions. The order for the 29 assemblies valued at $109,488
also was canceled,

Need to review disposal actions relating to spare parts fo:d
the Army M-51, hea recove vehicle.--1in November I§§§, the Ord-
nance Wgnk-ﬁutomotgge Command initiated disposal action on 19

spare parts pecullar to the M-51, heavy recovery vehicle. The dis-
posal actlon was taken as a routine matter because there were no
recent 1ssues or demands for the parts. Although these vehicles
had been 1n storage for several years, they represented an impor-
tant segment of the Ordnance tactical fleet and their continued

use was contemplated.

The Ordnance Tank-Automotive Command accepted our recommenda-
tion and promptly canceled the disposal actions and parts valued
at $9,235 were returned to the supply system. It also issued in-
structions for screening all past disposal actions for parts pe-
culiar to the current vehicle fleet. In addition, procedures were
adopted to direct supply analysts to consider potentlial require-
ments of all fleet vehicles in processing future disposal actions.

Expensive delays in servicing aircraft engines.--Our review
of actlvities at two naval alr stations dlsclose eficiencies in
the controls over aircraft engines and other aeronautical material.
We found that unserviceable englnes, classified as being in criti-
cally short supply, were not promptly removed from aircraft await-
ing overhaul. Once removed from the ailrcraft, the shipment of
these engines to the designated overhaul poirits was further de-
layed. These delays presumably increased the out-of-aervice time
of the engines and the possibility of grounding aircraft in fleet
use because of lack of englnes. At one air station we found also
that engines had to be reshipped because of the failure of the
Bureau of Aeronautics to promptly revise shipping instructions
when the overhaul point was changed. As a result, engines were de-
layed in reaching the overhaul point and unnecessary transporta-
tion costs were incurred. We made specific recommendations to im-
prove these areas. The Navy advised that procedures have been re-
vised to correct these deficiencies.

Insufficient coordination in use of material and equipment
made avallable under both the mIIIEagz assistance and economic

ald programs.--In certain countries, the itary asslstance
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programs and economic¢c aid programs have not been sufficiently co-
ordinated to insure efficient use of material and equipment made
available under both programs. Equipment, including construction
material, has been programed, and in some cases delivered, under
one program, while equipment delivered under the other program was
available to meet the requirement. We also noted in one country
that the United States military and economlc programs were being
used to sponsor communication and highway projects without ade-
quate coordination to prevent duplications in plans and materiel,

We recommended closer coordination between the economic and
military programs and that equipment furnished under either pro-
gra: be :ade available to fill both defense and economic develop-
ment needs.

We were advised that a closer working relationship between
the two programs has been established. In one country, however,
no progress has been made due to an absence of cooperation of the
recipient country's officials.

Equipment furnished under the milit assistance program in
excess of %EEE which the recipient counErges could effectivel
use.--ln certain o countries examined, the United States has

programed and delivered military equipment in excess of that which
the recipients could effectively maintain and utilize. Signifi-
cant quantiiies of material and equipment were deteriorating in
storage or inoperative, mainly because of a shortage of trained
operating and maintenance personnel and an inadequate supply dis-
tribution system,

We recommended that programing of material be more closely
related to the recipients! capabilities and that more adequate con-
trols be established to determine whether MAP equipment 1s being
properly accounted for and effectively used in furtherance of ap-
proved purposes.

We were advised that correctlive action was being taken in
most instances. However, military and political factors were
cited as Jjustifying the level of aid provided in some of the coun-
tries.
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Review of management and utllization of vehicles

Uneconomical vehicle replacement policy of the Air Force not
fully disclosed to the Congress.--Our review disclosed that since
fiscal year 1057, the Air Force has spent over $5,000,000 more in
repalrs and depreciation on thousands of old commercial design
vehicles than it would have cost to replace them. Due to reten-
tion of worn-out vehicles and other factors, Air Force repair
costs are among the highest, i1f not the highest, in the entire
Government for comparable types of vehicles. Postponing the pur-
chase of replacements needed in prior years has also cost the Air
Force higher vehlcle prices paid or to be paid for purchase of re-
placement vehicles in fiscal years 1959 and 1960 because of the
general rise 1n market prices., These conditions have resulted
from the policy of Alr Force management to accept increased mainte-
nance costs 1n order to postpone procurement expenditures for re-
placements.

Although the initial cash outlay for new vehicles 1is greater
in most cases than the annual costs of repairing old vehicles, our
study shows that over the long run the annual costs of deprecia-
tion and repairs would be substantially less than the present
costs incurred by the Alr Force to retain and operate worn-out
vehicles, We found in examining maintenance records for 327 ve-
hicles that the Alr Force had spent about $91,000 over a 2-year

erlod for repairs of 37 vehicles that originally cost only
568,000. For 11 of these vehicles, the repair costs recorded for
2 slngle year actually exceeded their original acquisition prices.

Desplte thelr general recognition of excessive repalr costs
for worn-out vehicles, Air Force management officials have not
Informed the Congress of thelr total replacement needs and the
long~run costs of thelr replacement policy. Air Force budget
Justifications have presented as total needs only those vehicles
which officlals have determined can be financed within their self-
imposed procurement fund limitations, No attempt has been made to
relate the effect of vehicle procurement decisions on maintenance
and operations, military pay, and other appropriations. As a re-
sult, the Congress is unable to analyze and evaluate the real
costs of the Alr Forces' vehicle replacement policy.

According to our understanding, the Alr Force did not notify
the Congress that there was a major accumulation of worn-out ve-
hicles with rising repair costs until presenting the fiscal year
1959 budget, At that time the Air Force requested funds to pro-
cure replacements for about 10,000 vehicles when its forecast re-
quirements were nearly 20,000. In the succeeding year the Air
Force requested 10,000 vehicles while its forecast requirements
were closer to 30,000. As far as we can determine, the Congress
was not informed of the total number of uneconomical vehicles or
the high cost of utlilizing those not replaced.
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Inadequate internal reporting of total vehicle maintenance
costs and reEIaeemenE neeEu.--TEE methods of recording malnténance
cOSsCS a requirements for replacement of worn-out vehicles
within the Alr Force do not disclose adequate information for

sound management decisions. Nelther the total costs of vehicle re-
pairs not reliable estimates of complete replacement requirements
are available in the Air PForce., Air Force management officlals
are unable, therefore, to evaluatc and control the general effi-
ciency of theilr vehicle repair operations or to systematically
plan ahead for replacing all needed vehicles that are estimated to
become uneconomical. :

We recommended to the Assistant Secretary of the Air Force
(Materiel) that a thorough study of replacement requirements and
repair costs be made and a replacement policy be developed that
would be the most economical in both replacement and repair costs.
Although the Alr Force subsequently made some improvements in the
reporting of requirements and repair costs, there has been no
change in its replacement policy. We were informed that Air Force
management is relying on an "orderly" 4-year replacement program
begun in fiscal year 1959 to modernize the fleet by the end of
fiscal year 1962, We were also informed that the Air Force does
not consider it worth while to undertake an extensive survey of ve-
hicle repalr costs, primarily on the premise that these costs
could not be significantly reduced even if the fleet were composed
of all new vehicles,

The Alr Force has not presented any information to demon-
strate the economy of its present replacement policy or the in-
ability to significantly reduce its over-all repalr costs. We be-
lieve that the current and planned rate of replacing worn-out ve-
hicles, without any reduction in the level of repair costs previ-
ously experienced, will add at least $2,000,000 a year to the total
cost of providing serviceable vehicles to Air Force units. The
Alr Force also risks, of course, the payment of higher purchase
prices by postponing the procurement of these needed replacements
to later years.

We therefore recommended again to the Secretary of the Air
Force that the Air Force (1) direct the previously recommended
study and analysis of vehicle maintenance costs, in order to iden-
tify and measure all costs involved, improve the efficilency and
economy of the repair operations, and obtaln essential information
for evaluating the relative costs of repair and replacement, (2)
reconsider 1ts replacement plans in order to develop and plan the
necessary financing of the most economical program for both re-
placement and repair of vehiocles, and (3) fully disclose to the
Congress the total coats of repailrs, depreciation, and operation
for vehicles in the Air Force fleet,

We also made recommendations to the Secretary of the Air
Foroe regarding the recording and reporting of all costs invoived
in vehicle repairs,
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Since similar conditions of excessive repair costs may exist
in the other military departments, we recommended that the Office
of the Secretary of Defense carefully examine the vehicle repair
and operating costs and the requirements for replacement of un-
economical vehicles in the Departments of the Army and of the Navy.

Inefficlent storage, maintenance and issuance of vehicles and
heavy equipment by the U.S. Arm¥, Euro%e.--Our review of policies,
procedures, and practlices relating to the storage and maintenance
of vehicles and heavy equlipment of the United States Army, Europe,
located in the vicinity of Kalserslautern, Germany, disclosed that
certain types of malntenance float vehicles have not been issued
on a "first-in, first-out™ basis, with the result that unites were
not properly rotated; requirements for maintenance floats were
based on 1lnaccurate records as to types and quantities of equip-
ment supported by maintenance units; both excesses and shortages
have existed in the quantities of equipment on hand and on order
for floats of the fleld maintenance units, as a result of incor-
rect determinations and deficient procedures for control and
follow-up of requisitions; equipment servicing has been seriously
delayed by shortages of spare parts, attributed by USAREUR pri-
marily to periodic restrictions on consumer credit expenditures
under the current austerity program, and to procedural and person-
nel problems in the supply control agencies; and vehicle repair
costs have not been properly recorded, with a resulting impairment
of controls to prevent uneconomical repalr of vehicles,

USAREUR has advised that recommended corrective action has
been taken on each of the dellwulencles and that they have been
called to the attentlon of sub.idinate commands with instructions
to take corrective action wher: required,

Revlew of production planning and cost control

Inadequate cost control over material and labor,--Our examina-
tlion of production planning and cost controls a e Longhorn Army
Ordnance Works, a Government-owned, contractor-operated plant at
Marshall, Texas, disclosed that direct material 1issues to produc-
tion were not adequately controlled. The quantities of materials
to be 1ssued were determined by production personnel based on their
personal knowledge of the requirements without reference to the
bill of material requirements or the production schedule. The con-
tractor did not utilize or ascertain the validity of his predeter-
mined scrap or waste allowance standards, neither did he develop
general materlal usage factors or report materials lost in process.
No production labor standards had been established and the plant
was not staffed with industrial engineers until after some time
had elapsed. Labor requirements forecasting also was predicated
on the past experience and personal knowledge of production per-
sonnel, PFurther, no segregation of 1dle-time costs was made. The
Army Ordnance Ammunition Command did not require analysis of the
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variances between planned and actual labor expenditures on which
to base corrective action.

We were informed by the Office of the Chief of Ordnance that
the contractor has developed an adequate system for control over
production material issues and consumption and was developing a
system of labor standards based on plant capabilities, and which
would segregate idle-time costs,

Inadequate planning for efficient use of manpower and facili-
tiea.--ﬂﬁ%a%'brﬁnan%ﬁ'InausEbIEI Installations do not plan or
schedule work sufficiently in advance to assure efficlent use of
manpower and facilities. Without adequate advance planning of
Jobs, there can be no assurance that manpower of appropriate
8kills and facilities of appropriate types are effectively used.
We made a number of recommendations designed to strengthen the
procedures for planning and scheduling work. The Bureau of Ord-
nance stated that its program for devising and implementing pro-
duction planning and control procedures, which had been introduced
in selected depots and later extended to all industrial-type in-
stallations, 18 correcting the deficiencies in work scheduling in
accordance with the objectives of our recommendations.

Inadequate inspection of contractors' work.--Our review of
Job orders 1ssued by the CGranite City Army Engineer Depot, Illi-
nois, disclosed that final inspections at contractors' plants by
personnel of the depot were inefficient, resulting in unnecessary
duplication of inapection and additional work and repairs when
equipment was delivered to the depot. 1In connection with 75 job
orders for contract work, 15 cases required supplementary work to
correct deficlencles, for which the contractors were not liable
following final inspection at their plants,

Depot offlcials stated that as a result of our review both
contractors and inspectors had been reinstructed on inspection
grocedures and other action had been taken to correct the situa-

ion,

Cumbersome fund control system resulting in insufficient at-
tention to control of costs,--WOrk authoriza%ion procedures used
by the Bureau of Ordnance 1n assigning work to naval ordnance
industrial-type activities result in a cumbersome funding program
which requires management to devote a disproportionate amount of
time and attention to administration of funda. As a consequence,
insufficient attention 1s being given to the obJjective of effec-
tively controlling costs and work programs,

We made a number of recommendations designed to achieve sim-
plification of fund control and to encourage shifting of emphasis
from fund control to cost control, The Navy agrees that a further
simplification of funding and the shifting of management emphasis
from fund control to operaticnal control would be desirable, The
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Navy believes, however, that further major steps in this direction
are not practicable under the provisions of existing laws and reg-
ulations and the requirements of the Congress, the Bureau of the
Budget, and the 0ffice of the Secretary of Defense in connectlion
with the Federal budget and apportionment system. We do not agree
that further simplification of funding is inconsistent with exist-
ing iaws and regulations, We belleve that greater emphasis on
operational control, together with improvement in the system of
operational reports for management, should provide adequate fund
control in conformity with the provisions of existing laws and
regulations and provide adequate budgetary information to meet the
requirements of the Congress, the Bureau of the Budget, and the
Office of the Secretary of Defense. :

Unrellable cost estimates and 1nade%uate comparison of esti-
mated and actual costs.--JOb cOST estimates prepare Yy most naval
ordnance iIndustrial-type 1nstallations are not sufficiently reli-
able to serve as a basis for comparison with actual costs, upon
completion of Jobs, and for evaluation of efficiency of perform-
ance on the jobs. TFurthermore, most naval ordnance industrial-
type installations do not review, or review inadequately, sig-
nificant variances between the estimated and actual costs. We
recommended (1) that procedures for cost estimating be reviewed
and appropriate action be taken to assure that cost estimates are
properly documented and are based on the best information avall-
able and (2) that the installations be directed to review cost
variances to 1dentify the factor or factors which caused them and
to determine costs attributable to the factors.

The Bureau of Ordnance stated that 1ts program for devising
and 1mplementing productlion planning and control procedures, in-
cluding the development and application of engineered time stand-
ards, when completed will provide the results contemplated in our
recommendations. We believe that significant benefits from the
Bureau's long-range program may not be evident for several years
and that the acoption of our recommendations should not await the
completion of the program,

Deficlencies 1n cost finding and estimating,.--We found that
production 1n some cases at the Plne Blull Army Arsenal, Arkansas,
was scheduled and performed before receipt of authorization. The
costs of productlion were accumulated initially against established
work orders and later transferred to the production orders by

which the work was subsequently authorized. Also, labor costs

were charged in amounts to match estimates, resulting in inequita-
ble charges to customers and in volding the basis on which improve-~
ment of the cost-estimatling processes could be effected, The de-
pot offlclals promised to take corrective action on these matters.

125



Review of contracting policies and procedures

Need for improvement in contracti ractices and administra-
tion of advertised contracts for mIIﬁEagi cIoﬁE%ﬁE.--Tﬁe oE}eoEIve
of our review or the award and esdministration of advertised con-

tracts by the Military Clothing and Textile Supply Agency (MC&TSA),
Philadelphia, Pennsylvania, was to determine the timeliness of con-
tracting, the existence of effective and fair competition, adher=-
ence to contract terms, the proper maintenance of contract files,
and the progress made by the Department of Defense (DOD) and
MC&TSA in improving procurement practices as recommended by the
House Committee on Government Operations through its Military Op-
erations Subcommittee.

While we identified several areas requiring improvement, the
deficlencles existing at the time of our review did not, in our
opinion, significantly impalr the over-all effectiveness of the
agency's performance in the award and administration of advertised
contracts. We found that progress had been made in lmproving cone-
trols, much of which resulted from actions taken to implement the
recommendations of the subcommittee.

Major defilclencles noted during our review were as follows:

1. MC&TSA officilals had not initlated the necessary action to
debar contractors for repeated delinquencies in deliveries, result-
ing in these contractors receiving additional awards although they
continue to perform in a delinquent manner.,

» Guldance in the Armed Services Procurement Hegulation
(ASPR) and MC&TSA's procedures were inadequate to ald contracting
officers in detecting objectlionable multiple bids, and the attor-
neys at MC&TSA had no written policy on which to base their recom-
gendatlons to contracting officers for actlions to be taken on such
ids.

3. The Agency did not have a method that would assure ade-
quate consideration for the Government and consistent treatment of
contractors in determining price considerations to be received
from contractors for extending delivery schedules when the delays
were not excusable. At our suggestion, the Agency established
such a formula.

L. A proportionately greater number of delinquencies in de-
liveries and extensions of dellvery schedules were encountered
under the contracts awarded during the last quarter of fiscal year
1958, apparently because of acceleration in preaward work in order
to complete the annual procurement program. We were informed that
the acceleration was necessitated by a Government-wide expenditure
limitation program during the first half of the fiscal year. This
condition should not recur at the end of the fiscal year 1959 since
adequate funds were made avallable for the first quarter to cover
the procurements planned for the first 3 quarters of the year.
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5. In meny instances, small business firms took an unfair ad=-
vantage o other smell business firms under contracts set aside in
part for small business by submitting bids (token bids) at ex-
tremely low prices for very small quantitles of the portion of the
contracts not set aside for small business. Under existing regula-
tions, they thus received prilority for consideration for award at
much higher prices of part or all of the portion of the contracts
set aside for small business.

6. DOD haed not yet implemented the recommendation of the Mil-
itary Operations Subcommittee that "Govermment contracts should
not be awarded to the members of the immediate family of a Govern=-
ment officlal occupyling a major administrative or policymaking po-
sition." We were informed hy officials of DOD that a draft of a
directive on the point had been prepared but that major problems
in addition to those referred to by the subcommittee had been en-
countered and were awalting resolution.

We recommended that the Agency take necessary action to make
suppliers with a history of unsatisfactory performance ineligible
for awards for an appropriate perlod of time; that ASPR be ex-
panded to include adequate guldance to all procurement personnel
in DOD to assist them in detecting objectionable multiple biddi
in their respective areas; that MC&TSA continually study the applle-
cation of its formula for determining price consideration for ex-
tending dellvery schedules, and adjust 1t when necessary; and that
the Administrator, Small Business Administration, review the appli-
cation of certain of the current revisions of Government regula-
tlons designed to assure that competitlon among small business
firms 1s fair.

In lieu of actlon to debar contractors for repeated delinquen=-
cles in deliveries, MC&TSA 1is currently establishing Qualified
Manufacturers Lists consisting of firms which have met established
criteria, one of which is that the firm does not have a past his-
tory of repetltive unsatisfactory performance on Governmment cone
tracts. PFirms failing to qualify for placement on the lists prior
to bid opening will not be considered for award. We have recom=-
mended that the Agency, through proper implementation of the lists
and the debarment procedures prescribed in ASPR, take the neces-
sary action to make suppliers with a history of unsatisfactory per=-
formance ineligible for awards for an appropriate period of time.

The Agency has taken recommended corrective action to aid cone
tracting officers to detect objectionable multiple bids. However,
we belleve that ASPR should be expanded in this area to include
adequate guidance to all procurement personnel in DOD, and we have
80 recommended to the Secretary of Defense.

Corrective action alsc was taken by the Agency on our recom-

mendation with respect to token bids, through establishment of a
procedure whereby the right 1s reserved to disregard such bids in
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determining the priority of bidders for award on the set-aside por-
tion. Also, the ASPR Committee of DOD i1s considering revisions to
ASFR for the purpose of negating token bids. We were advised also
that the Small Business Administration (SBA) assisted the General
Services Administration (GSA) in issuing new regulations in Febru-
ary 1959 for the purpose of eliminating the use of token bids.

We recommended that the Administrator, SBA, review the applica-
tion of the revised GSA regulation and the ASPR revision when 1s-
sued to assure that small business firms do not receive any undue
advantage over other small business firms through token bidding
and other unfair practices.

' Excessive profit allowance _1in contracts for esircraft spare
parts for m ary assistance program.-~-lhe prices of F-5tc air-
craft spare parts being procured for the military assistance pro-

gram under an offshore procurement contract with FIAT were based

on North American Aviation, Inc., export sales prices which con-
tained a profit factor of approximately 25 percent rather than
upon prices normally paid by the Alr Force which contain a profit
factor of about 10 percent.

During our review of the contract, we inquired into the pro-
priety of the basis used in pricing the spare parts, Based upon
this inquiry, the Air Force negotiated price adjustments which re=-
sulted in obtaining additional spare parts valued at $669,000.

Improper assumption of license charge and unreasonable tech-
ical assistance COSLS LO reproduce aircralit 1N Jbaiye--in a mile
ary assistance program ofishore contract with FiAT, the United
States Air Force improperly assumed charges for a license to repro-
duce the F-86K alrcraft in Italy and for fees for transfer of know=-
how to the Italian contractor which were in excess of a reasonable
charge for the technical assistance rendered or for the services

required to transfer such know-how.

We recommended that the Air Force determine a reasonable
charge for the technical assistance rendered, or for the services
required to transfer know-how, by North American Aviation, Inc.,
to FIAT for the purpose of recovering the excess costs improperly
included in the license and technlcal assistance charges assumed
by the Air Force. Our formal report containing this recommenda-
tion was issued in August 1959, and to date we have not been ad-
vised of any action taken in the matter.

Unauthorized changes in scope of repsir and rehabilitatlon
services in Rorea.--rnere was & EacE of control by the Bth Army
Korea, over repairs and rehabilitation performed by the Seoul Elec-
tric Construction Company in the Seoul, Inchon, and Ascom Clty

areas. The area post engineers, as the contracting officers' rep-
resentatives, authorized changes in the scope of work, after work
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was started, for which Government-furnished material was committed.
Also, in at least one instance, the requirement that the contrac-
tor furnlsh specified material was not met and was apparently
walved.

The 8th Army concurred in our recommendations that procedures
be established to facilitate obtaining the necessary approval by
the contracting officer prior to action by the site representa-
tives to amend the scope of work to be performed and that, in the
instant case, a postaudit of work-in-place be performed by U.S.
Army Procurement Agency, Korea, and made a part of the contract
records to establish the basls of settlement of any c¢laims whlch
may arlse as a result of the changes in the scope of work as set
forth in the contract.

Inade§uate consideration of comg%ratlve costs of Government
manufacturing v. purchasing.=-Materials were selecte or manu-
facturing at tne Ermy Cio%ﬁing Factory, Philadelphia, without con-
sideration as to which items could be manufactured at the least

cost disadvantage to the Government as compared with costs from
commercial sources.

The Military Clothing and Textile Supply Agency took cogni-
zance of our recommendations by revising its procedures to- provide
(1) that the items selected for factory production to sustain the
mobllization base strength willl be those which wlll result in the
least cost disadvantage as determined by comparison of factory and
contractor unit costs and (2) that in all instances the files will
show the justification for the selection.

Need for revision of regulation to preclude lanterest-freg use
of Government funds.--nefunds of about Sl.4 million due the Govern=
ment as a result of subcontract price reductions were not made un-
til March 1958 after the repricing negotiations with the Navy were
concluded although the extent of the reductions were known to the
prime contractor in February 1955 when the subcontractors submit-
ted their price proposals. During this J-year period, the prime
contractor and the subcontractors had interest-free use of these
Government funds.

We recommended that the Secretary of Defense amend Departe
ment of Defense Directive 4105.7, which limits the aggregate total
payments to prime contractors on price-revision-type contracts, so
that the directive also will apply to their subcontractors under
simllar types of subcontracts. The Office of the Assistant Secre.
tary advlised us that the recommendation appears to have consld-
erable merit and that the problem has been referred to the Armed
Services Procurement Begulation Committee for complete study.

Actlion taken to assure receipt of and right to use contractor-
furnished arawings acquired at Qovernment expense ror fucure pro-

curement of m ary items for the Alr Force.--Inltlal procurement
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contracts often require the contractor to furnish design drawings
to the Alr Force at CGovernment expense. These drawings are essen-
tial if the benefits of competition are to be realized in letting
additional contracts for the same items. We made a review of the
use of contractor-furnished drawings at the Air Materlel Command
prompted by the disclosure in our examination of contract award
procedures at selected Air Materiel Areas that a number of con-
tracts were awarded to the initiel supplier on a sole-source basls
because contractor-furnished drawings were not avallasble for use
of other prospective suppliers.

We found in many cases that the Air Materiel Command executed
contracts without definite provisions glving the Govermment the
right to use the drawings furnished by the ¢ontractor. Contracts
-not containing the standard clause set forth in the Armed Services
Procurement Regulation, which would give the Government unlimited
right to use such drawings, were construed by the Air Materiel Com-
mand as forbidding the use of such drawings by the Government,

This construction was contrary to the policy of the Air Force and
of the Department of Defense that, when the terms of contracts un-
der which drawings are furnished do not specifically restrict

their use, the Government has an implied right to use them for pro-
curement purposes.

We found also that (1) there was no assurance that the Alr
Force received all drawings required to be furnished under the con-
tracts and (2) no effective controls exlisted to assure adequate
follow-up action on missing drawings or proper identification of
drawings received, The Alr Materiel Command's drawlng records and
records showing whether the Government had the right to use
contractor-furnished drawings were unsatisfactory and incomplete,
resulting eilther in additional work and delay in furnishing draw-
ings to procurement activities or a denlal of the right to use the
drawings in the absence of records of reproduction and use rights,

We recommended that (1) a definite provision be included in
all future contracts regarding the Government's right to use draw-
ings furnished under the contracts, (2} with respect to the rec-
ords already on hand showing that the Government did not have the
right to use contractor-furnished drawings, the spplicable con-
tracts be reviewed on an as=required basis to determine the cor-
rect extent and status of the Government's rights, and (3) a con-
trol system be adopted to assure that AMC recelves all drawings to
which it 1s entitled. Our recommendations were accepted by the
Alr Force and corrective action was initlated,

Need for care in selecting type of contract to avold exces-
sive pricing.-~The use of inapproprlate types ot contracts by the
ir Force and the Navy resulted in the negotiation of excesslve
prices. In these instances, prices of about $10.6 million were
negotlated, as compared with actual costs of about $7.8 million

subsequently incurred under the contracts., These prices were
later reduced to $9.8 million through price adjustments. The
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results of our examinations are summarized as followss

l, Firm fixed-price contracts were negotiated by the Air
Force at unreasonably high prices for items which had not
been previously produced or for which there was insuffl-
clent cost experience. The Ailr Force did not require the
contractors to furnish detailed cost estimates from which
to determine the reasonableness of the prices, or provide
for price redetermination after cost experience had been
geined, which would have been appropriate under the cir-
cunstances.,

2. The use of firm fixed-price and incentive-price contracts
by the Navy, before adequate cost and production experi-
ence was avallable to estimate future production costs
with reasonable accuracy and where there was no competi-
tlon, resulted in the negotiation of excesslve prices.

Actlons by tha Alr Force

In reply to our reports, the Assistant Secretary of the Air
Force concluded that fixed-price contracting has generally saved
the Government considerable sums of money but indicated that our
findings would be used in Air Force tralning programs to illus-
trate the need for adequate cost analysls in the negotiation of
fixed-price contracts. Subsequently, we recommended that our find-
ings be brought to the attention of Air Force procurement person-
nel as examples of the need for care in selecting contract forms
and that conslderatlon be given to revising Alr Force instructions
for selection of the form of contracting to be used.

Actlons by the Navy

The Deputy Comptroller of the Navy agreed that the selection
of the type of contract most appropriate for each procurement is
a factor of importance in all procurement. He stated that, occa-
8lonally, contrects awarded in the past have not been the most ap-
propriate type for the procurement but that proper selection of
contracts is now better ur..erstood and that, since the likellhood
of incorrect selection has been substantially reduced, there 1s no
need for additional written guldance at this time.

We were subsequently advised by the Navy that the revised pro-
cedures relating to the review and analysis of contractors' pro-
posals, and those requiring more consideration of a procurement
and study of a proposal prior to the negotiation conferenoce,
should help %o 2zsure the selection of appropriate contract pric-
ing clauses.

n d n «==lUnder the

terms of 1ts lease agreement with the Navy, a subcontractor was re.
quired to carry fire and extended-coverage insurance in the amount
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of $4,255,000 on the buildings and equipment owned by the Navy.
During the period of the lease, the subcontractor was engaged pri-
marily in producing tank hulls and turrets for the Army Ordnance
Corps. The Govarmment plant was rehadbilitated and expanded by Ord-
nance at a cost of about $35,000,000, which was five times the

cost of the Navy facilities, but Ordnance did not require the con-
tractor to provide this type of insurance coverage on the Ordnance
portion of the facilities,

The insurance cost of about $28,700 was included in the costs
submitted for price-redetermination negotiations under the subcon-
tracts and served to increase the cost bases upon which the profits
of both the subcontractor and the prime contractor were computed.

We recommended to the Navy that, in accordance with para-
graphs 13-104 and 13-411 of the Armed Services Procurement Regula-
tion, contractors generally not be required to carry fire and
extended=-coverage insurance on Govermment-owned facilitles. We
recommended also that, if it was considered necessary to equalize
the competitive position of a contractor who 1s furnished
insurance-=free use of Govermment facllities with that of other pro-
ducers, the estimated cost of insurance be taken into account .when
:at:?li:hing a rental for the contractor's use of Government-owned

acilities.

The Assistant Secretary of the Navy stated that; under
present Navy policy, insurance is not required by a facilitles con-
tract when 1t 1s known beforehand that the faclllities wlll be
used substantially for Govermment work for a reasonable period,
even though the facilitles may be used in part for non-Government
work. He stated further that insurance would not n~w be required
under the present policy.



Beview of apreements with privete contractors for
pavment of rent for use of Goverpment-ovped facilities

Recommendation that prices paid by the Covernment not include
prefit on rent pald for use of Government-owned facllitieg.--We

found instances in which the prices of items supplied to the Gov=
ernment under negotlated contractes were increaged because contrac-
tors were allowed profit on rentsl charges by the militery depart-
ments for Govermment-owned facllitles used almnst exclusively on
Government contracts.

For example, a subcontractor was charged rental by the Navy
for a Government-owned plant used in production under Army Ord=-
nance Corps subcoutracts. The subcontractor and the prime contrace
tor were allowed profit on the rental charges paid to the Navy by
the subcontractor for the use of the Government-owned plant, which
increased by about $184,600 the price to the Government under the
Army prime conmtracts. In our report submitted to the Congress om
July 23, 1958, we recommended to the Secretary of Defense that coue-
slderation be gilven to issuing specific poliey guldance to the mil-
itary departments to the effect that prices to the Government un-
der negotlated contracts or subcontracts generally will not include
rrofit on rent paid for the use of Govermment-owned facilities.

In & reply of September 2, 1959, the Acting Assistant Secre-
tary of Defense (Supply and Loglstics) stated that the Department
of Defense does mot agree that it is generzlly equiteble to ex=-
clude remntal expenses for the use of Government-owned facilitiles
in the cost base upon which the contractor computes i1ts profit.
He stated further that, since reasonable expendltures s contractor
makes in the reuntal of facllitles from a private source are con-
sidered to be & proper contract cost, the Department of Defense
sees no reason for a different view merely because the rental of
the facillty happens to be from the Government rather than from a
private source.

In replylng to the comments of the Acting Asslistent Secretary
of Defense, we stated that 1t i1s unreasonable for the Government
to incur additlional cost in the form of proflit to contractors
merely because rental is charged for facllities which could have
been furnished to the comtractor rent free. We stzted also that
the key peint involved in setting a profit or fee under any leas-
ing agreeament 1s whether the contrzctor has taken any action or asg-
swied any obligation which would entitle him to a fee or profit,
end we preseuted several differeunces between the leasing of faclli-
tles from a private source and from the Govermment which should be
congldered 1n establishing a profit factor to be allowed on any
rental charge.

In eddition, we pointed out that the exclusion of rental pay=-

meuts from the cost base in establishing the contractor's fee or
profit is the most practical meaus of carrying out the inteunt of
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ASPE 3-808.4(c) which provides that, where extraordinary assist-
ance must be furnished to & contractor by the Government, such ex-
traordinary aselstance ghould have a modifying effect in determin-
ing what constitutes a falr and reasonable profit.

Accordingly, we agaln recommended to the Secretary of Defense
that specific policy guldance be issued to the military depart-
meuts to the effect that prices to the Government under negotlated
contracts or subcontracts will generally nmot include profit on
rent paild for the use of extensive Government-owned facilitles,

n ot (o) h
full cost.--A contractor hed pald no rental for the use of
Government-owned facllitles in its commerclal production even
though the facilitles had been used for about 4 years and the con-
tract with the Navy provided for rental charges, if the commercial
use of the facllities was substantial,

After we brought this matter to the attention of Navy con-
tracting officlals, we were advised that a rental charge for the
commerclal use of Government-owned faclilities, through December 31,
1956, had been negotlated. Later, we were informed that the Navy
had executed a rental charge with the contractor for 1957.

Subsequently, we found that the comtractor's proposal for
rental charges for 1957 did not include all the facllltles to be
used or, in some cases, the full cost of the facilities. We found
nc evidence to indicate that Navy comtracting officlals made any
evaluatlon of the data supporting the contractor's 1957 rental pro-
posal and that the costs and facilities omitted from the rental ne=
gotlated for 1957 were also omitted from the countractor's 1958 pro-
posal.

We submitted our findings to the Navy and recommended that
Navy contracting officials include in the rental fee negotlated
for 1958 a falr reutal for the contractor's commercial use of
Government-owned offlce equipment and that counsideratlion be glven
to negotiating a rental rate for all Govermment-owned facillitles
so used without cost by the contractor 1in prior years. Further,
we recommended that the Department of the Navy generally withhold
approval of proposed rental fees until 1t has been determined that
the full costs of all Government-owned facllities used by contrac-
tors in their commercilal operations have beeun consldered in estab-
lishing the rental charges.

As a result, the Navy has obtalmed rentals of $230,475 for
the commercial use of Government-owned facllitles through Decem-
ber 31, 1958, and further negotimtions are in progress wlth re-
spect to additional rental for the year 1957. We have been in-
formed by the Navy that, in additlon to negotiating appropriate
rental charges in this instance, 1t has adopted procedures recom-
mended by us with respect to approval of proposed rentel fees.
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«==Although a facilities contract
provided for payment of remt for use of Government-owned machinery
and equipment in the performance of work other than that authorized
by the contract, the prime contractor and its subcontractors had
been using these facilitles for commerciasl work since 1950 and the
amount due for rent or other use charges had not been deiermined.

Begluning in 1952, the contracting officer attempted to ob-
tain data from the contractor on which to base an agreement as to
rent to be paid. Finally, on December 12, 1955, after we sug-
gested that the contracting officer take immediate action to col-
lect estimated rentals based on available information, the con-
tracting officer made & unilateral determination of rental due,
which the contractor appealed to the Armed Services Board of Cone-
tract Appeals. Alr Force representatives estimated that rentals
due from the contractor through June 30, 1957, amounted to about
$4,500,000 and that an additional $933,000 might be due the Gov-
:;g?ent for subcontractors® use of such facilitles through Jume 30,

L]

We recommended that the Department of the Alr Force process
the contractor®'s appeal in an expeditious manmer and that an ad-
ministrative report be submitted to the General Accounting Office
to include the declsion of the Armed Services Board of Contract
Appeals and any further action taken or planmmed by the Air Force
to insure that the Government has been properly compensated for
the use of 1ts faclilities by the contractor and its subcontractors.

On September 23, 1959, the Armed Services Board of Contract
Appeals reached a decision that the Government 1s entitled to rent
in the amount of $652,298 for the period through 1956 for commer-
¢lal use of the facllities by the prime contractor. The Alr Force
has not yet furnished advice of action taken or contemplated with
respect to recovery of this amount from the prime contractor and
any additional amount due the Govermment for subcontractors' use
of facilities under this contract. At such time as this informa-
tion is furnished, we contemplate a review of all actlons taken by
the Alr Force in this case, as well as an evaluetlion of the deci-
sion by the Armed Services Board of Contract Appeals.
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Review of mllitary constructlon

Need for full dilsclosure to the Congress of total cost of con=-
struction programs to be financed from several appropriations,=-
ination of t

During fiscal year 1959, we completed an exam} the pro=-
gram for constructing and equlpping the Air Force Academy, Coloe
rado Springs, Colorado, aad issued our report to the Congress on
April 29, 1959. The report is of particuler interest because it
demonstrates the necessity for more effective control of construce
tion programs involving large expenditures which are financed from
several approprlations. We found that the amounts expended and ob-
ligated by the Air Force for constructing and equipping the Acade
emy did not exceed the amoumts authorized by law. The Air Force,
however, has not made a full disclosure to the Congress with re-
gpect to the needs and total cost for constructing and equipping
the Alr Force Academye.

The total expenditures =znd obligations through August 31,
1958, excluding expenditures of approximately $13 million for op=-
erating expenses, together with additional anticipated costs,
amounted to $256 million whereas, at the time the Academy Act was
enacted, the Congress evidenced an intention that the authoriza-
tion for appropriations in the amount of $126 million--subse=-
quently.increased to $139,797,000--constituted a total celling on
the ultimate cost of the Academy. However, the Alr Force used
funds contalned in the maintenance and procurement appropriatione
to finance the cost of meny items for use in completing the Acad-
emy, Items specifically for use in completing the Academy were ine-
cluded 1n departmental justifications for the malatenance and pro=-
curement appropriations,

We found nothing in the legisletive histories of these appro=-
priation acts which indicated one way or another that amounts ap=-
propriated thereunder were specifically considered to be in addl=-
tion to the statutory construction limitation or that the Congress
consldered these appropriation requests in the light of the statu=
tory limitation. However, the policy of the Alr Force at the time
of the original construction auvthorization, and contlnulng with re-
spect to other similar constructlion authorizations, of charging une
installed items of equipment and furnishings to other than Zon-
struction appropriations appears to have been known to the Con=-
gress. While we found no specific approval on the part of the Con-
gress neither did we find that Congress as a whole or the appropri-
etions commlttees expressed any specific disapproval of the stated
practice of budgeting and funding these additional items.

Accordingly, it 1is our opinion that the amounts of expended
or obligated appropriations for establishing, constructing, and
equipping the Acadeumy as of August 31, 1958, did not exceed the
amounts authorized by law. However, we believe that the Air Force
should have made a complete disclosure to the Congress with re-
spect to the needs and total cost involved in constructing and
equipping the Academy.
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We recommended to the Secretary of the Air Force that the
totel foreseeable costs plenned for future major construction pro-
grams be included in the program and budget Jjustificetions to the
Congress. The full disclosure of all costs to be incurred will en-
able the Congress to more effectively evaluate and control such
programs through esuthorization and appropriation legislation. The
Alr Force stated that, because of the far-reaching implications of
this recommendation, it would need time for adequete consideration
before replying to us,

Need for complete disclosure to Congress on planned Academy
airfield, including cost and capablility.=--The Air Force had spent
approximately 3.5 milllion at August 31, 1958, to acquire land and
prepare a sultable airfleld site within the Academy boundarles and
wes planning to spend a minimum of £19 million for a runwey end
other operating faclllitles, 0fflcial reports and records indicate
that the alrfield planned for the Academy mey have limited capabil-
ity and may create an air traffic problem. The Air Force had not
dlsclosed these facts to the Congress, althcugh the necessity for
ean eirfield at the Academy had been questioned repeatedly in con-
gressional hearings. In reply to our recommendation, the Alr
Force stated that 1t would epprise the Congress of ell factors rel-
ative to the Academy airfield.

Wide varlsnces between construction progrzm justified to Con=-

ress and program actuzlly followed.--Construction costs of indi-
vidual racilitlies for the Academy have far exceeded the amounts
Justified to the Congress for these facilities., Our report con-
talns a 1list illustrating instences of significent increases in
scope and construction costs of speciflic facilities over the origl-
nal estlmates Jjustiflied to the Congress. The origlnally estirated
cost of 30,691,000 had increased to $44,089,000 with respect to
the specific items listed., Costs of approximately $2.2 million
were incurred in connection with the construction of certain facll-
lties in advance of congressional approval which, when subsequently
requested, were not approved. Also, over {6 million specifically
Justified to the Congress for family housing was used for other
purposes. We recommended that, in caeses where there are wlde varie-
ances between the cost of the over-all construction programs Justl-
fied to the Congress and the costs actually involved, the Secre=-
tary of the Alr Force take prompt steps to inform the Congress of
such lncreases, The Alr Force advised us that the Congress would
be promptly informed of wide variances between amounts Justifiled
for a constructlion program and the actual costs to be incurred as

& result of changing conditlons.

Deficlencies in determining prices for Wherry housing ac-
quired by the Alr Force,=--Our review of the Eir Force's program
for the acquisltion of Wherry housing disclosed that, for the ‘
first 23 projects on which purchase prices were agreed to, the ven=

dors were offered the "formula price," the maximum price peraltted
by law, without any attempt to negotiate, as required by law, a
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price within the formula price. The procedure was in accordance
with Department of Defense policy which remained in effect until
November 1957. Since that date, price negotiations are conducted
if the value of the property 1ls determined, by appraisal or other-
wige, to be less than the formula price, Generally, the vendors
are advised of the formule price prior to offer or negotiation of
a purchase price, We recommended to the Office of the Secretary
of Defense that (1) the formula price be determined by the mili-
tary departments as required by law, without consultation or nego-
tlation with the vendors on any elements of price to be included
therein and without disclosure to the vendors, (2) the military de-
partments give consideration to all factors influencing a fair
price for the property, and (3) price negotiations be conducted
with a view to arriving at a fair price for the property and, for
this purpose, the formula price should be regarded solely as the
legal maximum price that can be offered.

Formula price for Wherry housing overstated by reason of in-
adeguaEe Eeiugtlons Eor reiairs an§ reﬁlacementa.-—fn arriving at
e "formula price"” the amounts deducted from the FHA-estimated re-

placement cost for the estimated cost of repalrs necessary to re-
store the projects to sound physical condition were often signifi-
cantly inadequate, The total of $1.7 million deducted for this
purpose  for the 33 projects we reviewed may be at least $1.6 mil-
lion, but not more than $4 million, less than the amounts since
spent or to be spent by the military departments for repairs and
replacements. We recommended that the Office of the Secretary of
Defense or the Office of the Secretary of the Air Force, as appro=-
priate, take steps to see that the estimated cost of repairs and
replacements to be deducted in arriving at the formula price ap-
proximates the estimated ccsts to be incurred subsequently by the
military departments for all past-due repairs and replacements,

Fallure to recover windfall profits when acgulring Wherry
housing.=--Pursuant to instructions from the Office of the Secre-
tary of Defense (0SD), the Alr Force was required to deduct wind=-
fall profits, if any lexcess of mortgage proceeds over actual cost
of the project), from the "formula price" te arrive at what then
was to become an administratively effective formula price. How-
ever, the guldelines established by OSD involved unjustified devi-
etions from congressicnal policy embodied in the law with regard
to the recovery of windfall profits. In accordance with the gulde=-
lines, the Alr Force determined that there were no windfall prof=-
its. We believe that at least three vendors may have earned wind-
fell profits, totaling perhaps £740,000. Ve recommended that the
Office of the Secretary of Defense, in determining formula prices
for the purchase of Wherry projects, deduct the amounts of the ex~
cess mortgage proceeds as certifled by the Federal Housing Adminis-
tration, based on the definition of actual cost contained in the
law.

Large profits may have been realized by vendors of Wherry
housing.=-~Some project vendors may have earned large profits on
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the sale of their projects to the Air Force. Although we are not
qualified to say whether or not the prices paid by the Air Force
were falr and reasonable for the projects acquired, we belleve
that the Congress should be informed if large profits were appar=-
ently earmed by vendors. In view of the speclal arrangement under
which Wherry housing was financed and operated, we feel that these
vgndors should have been entltled to no more than reasonable profe-
its.

Lack of emphasls on economy in administration of Capehart
housing program.--When the Fort Belvoir Capehart housing project
was orlglnally contemplated, the average cost limitation for each
housing unit was $13,500 and the project was designed as 4=, 6-,
end 8-unit row houses. After the limitation was raised to #16.500.
the project was redesigned for the same number of duplex units.

The resulting increase in estimated cost was about $2,000,000, a
substantial part of which was assignable to the coversion from row
houses to duplex houses. The policy of the Department of the Army
is to obtain housing of the maximum size and quality possible, pro-
vided that the size and cost limltatlions imposed by law are not exe
ceeded. Under this policy the cost limitations become, in effect,
objectlves to be met rather than cellings under which acceptable
stendard housing 1s tc be provided at minimum cost., Further, invi-
tations to bid on the projects provide for a series of "additive
items" which may be added to the bid prices for basic houslng and
on-site utilities when deciding on the low bidder, that 1s, the
bidder who wlll supply the most "additive items" within the cell=-
ing of $16,500. Moreover, the unused cost limitation can be fur-
ther reduced through the issusnce of change crders subsequent to

the award of the contract. We recommended that the Army lssue ln-
structions which would provide appropriate and adequate standards
of construction for Capehart housing at minlimum cost and thus pro-
vide for the discontinusnce of the practices which result in empha-
sls on full use of available funds within legal limltations rather
than on economy.

Unnecessary reguirement for title insurance on Capehart hous-
ing.--We noted, alsoc, that the Covernment was required by regula-
tions of the Federal Housing Administration and the Federal Na=-
tionel Mortgage Association (FNMA) to obtain and to assume the
cost of obtaining title insurance on or other evidence of title to
its own land on which a Capehart project 1s to be located, in
spite of the fact that title insurance or certificate of title was
obtained when the land was originally purchased by the Government,
On the Fort Belvoir project alone the Army will pay $15,000, plus
related interest charges, over a perlod of 25 years. We recom-
mended in turn to the Department of Defense and the Bureau of the
Budget that steps be taken to eliminate the expense of title insur-
ence elther by administrative action or by legislative considera-
tion in connection with the current housing bill.

A Department of Defense commlttee had explored the possibility
of eliminating the requirement for title insurance. The matter
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was dropped, however, primarily as a result of objections by FNNMA,
In response to our stated position, the Assistant Secretary ad-
vigsed that the Department is "of the view that it 1s not feasible
to eliminate the requirement for title insurance, both because pri=-
vate mortgagees have in the past evinced their unwillingness to
eliminate it, and also because the substitute procedure to which
FNMA might agree to accept presents serlous difficulties.," When
this matter was brought to the attention of the Congress, we as-
slsted in the drafting of legislation to correct thls situation,
As a result, Section 415 of Public Law 149 was enacted on Au-

gust 10, 1959, and provided that none of the proceeds of any mort-
gege loan insured under title VIII shall be used for title search
and title insurance costs, Title insurance may be provided out of
the revolving fund if it is impossible to obtain financing for a
project without this insurance.,
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Review of organization

Separate offices to be consolidated.--The Navy h1as two sepa-
rate ofglces to control and manage the lnventories o:’ repair parts
and equipment needed to keep its vessels in operating condition--
(1) the Submarine Supply Office, Phlladelphia, Pennsylvania, which
controls and manages submarine repair parts and nuclear parts ap-
Plicable to nuclear power units on surface vessels and submarines
and (2) the Ships Parts Control Center (SPCC), Mechanicsburg,
Pennsylvania, which controls and manages ship repalr parts., Ap-
proximately one third of the ship repair parts controlled by SPCC
are agplicabla to components used on submarines as well as surface
vessels,

Based on our comparison of the organizations, missions, re-
sponsibilities, and operations of the two activities, we concluded
that the supply of repair parts for naval vessels could be managed
more efficlently and economically by combining under one inventory
manager the function of furnishing spare-parts support for all nae
val vessels, We estimated that consolidation of these activities
would result in annual savings of more than 41 million.

We recommended that the Navy consolidate these activities,
The Navy concurred and advised that the Submarine Supply Office
will be moved and consolidated with the Ships Parts Control Center
at Mechanicsburg, Pennsylvania, in November 1959, when the lease
o?.the quarters now occupied by the Submarine Supply O0ffice ex-
pires,

Arm% to make recommended study of hosgital staffing,--Our re-
view at Letterman Army Hosplita isclose a e composite pa-
tient workload had decreased 11 percent between January 1, 1955,
and March 31, 1958, while persommel increased over & percent, One
thousand and forty persons were engaged in patient care on the lat-
ter date. Our workload indexes were computed by use of the formula
established by the Surgeon General, The hospltal command manage-
ment system has not revealed areas of overstaffing because of the
failure on the part of the hospital staff to determine the causes
and effects of changes in workload., The staff has relied on the
periodic determinations made by the manpower survey team from the
Office of the Surgeon General, However, the Surgeon General has
indicated that the staffing criterla appeared to be set too high.

We recommended, in connection with the command management sys-
tem, that analyses be made of the cause and effect of variations
between the programed and actual workload, between actual work-
loads of different periods, and between forecasts and actual unit
costs,

The Commanding Officer advised that the hospital management
is currently comparing personnel requirements with workload, and
persomel adjustments are being made accordingly, and also that the
command management system was rapidly approaching the point where
the data gathered were relatively factual as to workload amd costs.
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Review of financial practices

Costly procedure for estimating funds required for spare parts
for naval alrcralt and related equipment.--We noted That eonaIﬁer-
able cost and effort were being expended by the Aviation Supply Of-
fice, Department of the Navy, in preparing budget requirements for
spare parts for newly constructed aircraft and related equipment

on a line-item basis. In our opinion, initial budgets prepared on
this basis are comparatively useless since (1) funds provided dif-
fer significantly from funds requested and (2) individual parts
requirements frequently change from estimates prepared 18 months

or more in advance of purchases.

During our review we recommended that approval be obtained
from the Bureau of Aeronautics to prepare the budget for spare
parts on the basis of a factoring procedure. This procedure for
determining needed funds consists of determining the ratio of the
flying-hour program during the budget year to the program for the
previous year and applying this ratio (factor) to the procurement
requirements of the previous year. Aviation Supply Offilce manage-
ment estimated that the adoption of this method would result in
annual savings of about $85,000 in administrative expenses.

The Navy authorized this method of budgeting for fiscal year
1960 provided that (1) the Aviation Supply Office could demon-
strate that an estimate projected on this basis would reflect ac-
tual requirements with reasonable accuracy and (2) sufficient de-
tail was retained at the Aviation Supply Office on significant
items to permit a comprehensive review of the estimate by all
budget review levels.

Financing procurement of aeronautical sgare parts from two ap-
propriations.--Funds used for the purchase of aeronautical spare
parts are providesZ from two appropriations: Ailrcraft and Related
Procurement, Navy and Aircraft and Facilities, Navy. Under this
arrangement, it is not feasible or practical to conform with the
intent of the appropriations on a consistent basis. UWe recom-
mended that the Department of the Navy take action to secure ap-
proval for financing all aeronautical spare parts through one ap-
propriation. Recently the Comptroller of the Navy recommended to
the Assistant Secretary of Defense (Comptroller) that funding of
the procurement of certain replenishment alrcraft support be trans-
ferred from the annual eppropriation to the continuing appropria-
tion. This should zlleviate some of the problems encountered 1in
the administratiion of the two appropriations. However, we belleve
that the action taken is only a partial solution to the problem.

Inadequate control over use of foreign currency for milit
8u orE.--gaEIsTacEOry controls have not Eeen esEaEEIaEeE over Eﬁe
use of local currency provided from the United States economic as-
slstance program.
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Local currencies generated from the sale of commodity imports
are turned over to the countries “or use in supporting their mili-
tary budgets. The United States presently does not examine coun-
try reccrds with respect to use of these funds and there is no as-
surance that they are belng used for the purposes intended. In
some countries, we were Informed of grave waste and mismanagement
of these funds. We recommended that adequate United States super-
vislon and audit be established to afford a reasonable degree of
control over the use of budget support funds.

Both the Office of the Assistant Secretary of Defense (Inter-
national Security Affairs) (ISA) and the International Cooperation
Administration agreed that some examination should be made. ISA
has since agreed to accept the responsibility for review and obser-
vation of country utilization of local currencies for budget sup-
port purposes. We were advised that policies and procedures are
belng drafted and would be i1ssued in September 1959,

Interest earned through transfer of sterling funds from non-
interest-bearing to Ilnterest-bearing bank accounts.--Our review of
the administrative activities of the American Embassy in London in
February 1959 disclosed that the Embassy had on deposit with the
Bank of England a balance of about $16.5 million in sterling, not
needed for current operations, in non-interest-bearing accounts.
The sterling funds, which originally totaled about $138 million,
were derived from the sale of surplus agricultural products to the
British, under the Mutual Security Acts of 1953 and 1954, and were
used in lieu of dollars for various mutual aid programs in the
United Kingdom. At the time of our review the aid program for the
balance of $16.5 million in sterling had not been determined.

The Embassy had inquired about transferring the funds to
interest-bearing accounts in October 1954 since the government-to-
government agreements pertaining to the use of the funds did not
preclude the United States Government from earning interest on
them; however, the British Treasury objected because of the then
existing balance of payments' position of the sterling area, and
further efforts were not made to transfer the funds to interest-
bearing acccunts when the balance of payments' position later im-
proved.

In our discussion with Embassy officlals, we suggested that,
in view of the improved British economic position, they obtain the
current British views on the matter.

As a result of our inquiry, and after obtaining approval from
the British Treasury and the Bank of England, the Embassy on
March 11, 1959, transferred the $16.5 million 1in sterling funds to
interest-bearing accounts with American banks in London. As of
September 30, 1959, $166,889 in interest had been earned on the
funds.
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Reduction of excess balance-in limited dollar depository ac-
count,.--Our examination of the records of the Accounting and Fi-
nance Office, Aviano Air Base, Italy, relating to the conversion
of military payment certificates to United States currency dis-
closed that a limited dollar depository account with Credito
Italiano, the Aviano banking facilify, had a balance of approxi-,
mately $2.85 million although there had been very little activity
in the account since its conversion to United States dollars in

May 1958.

We recommended to Headquarters, U.S. Alr Force, Europe
(USAFE), that the requirements for United States dollar deposits
at Aviano be revliewed and that the balance be reduced if appropri-
ate, USAFE informed us that, in line with our recommendation, the
amount on deposit in the account had been reduced by $2 million at
the end of February 1959 and that on July 2, 1959, the Treasurer
of the United States was requested to further reduce the balance
to $400,000 effective July 20, 1959.

Review of accounting and financial reporting

Consolidation of Air Force accounting and financlal organiza-
tions,--Our report covering the review ang evaluation of organiza-
tion and selected activities of the Air Force Comptroller proce-
dures and operations contained recommendations for the consolida-

tion of the various accounting and financial functions.

In the report conclusions and recommendations, the following
comments were made: The foundations of an Air Force system which
can become an effective instrument for financial coordination and
management control have been laild; attainment of the ultimate ob-
Jective, however, will require development of and adherence to a
systematic, continuous program of completion and refinement. The
need for a long-range master plan for development of Improved Air
Force Comptrollership in general was discussed 1n part I of the
report which dealt with the Comptroller organization. The impor-
tance of the application of such a plan to the task of completing
the accounting system development cannot be overstressed.

In accordance with our recommendatlons, the Alr Force has de-
veloped a system for the consolidation of accounting and flinancial
functions and under date of August 26, 1959, issued appropriate
revisions to the Air Force Manual (AFM 170-6E, Part Five, Chapter
Three, ACCOUNTING AND FINANCE). The change consolidates technical
responsibility for the financial accounting, disbursing, and fi-
nancial reporting of (a) all appropriations, funds, and financial
resources of the Air Force and (b) all financial resources under
the custody of the Air Forece. In explanation of the change, the
Manual states that:

"The separation of accounting functions from finance

functlons has been proven uneconcmical, particularly in
the preparation of documentation and processing steps,
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often involving duplicate files and records. The use of
separate reporting channels for financial data was con-
ducive to duplication and nonreconcilable reports.
Proper internal control and fixing of responsibility was
difficult. Functional integration was directed to over-
come these and other deficienciles., #¥#»" .

Improvement 1n accounting and reporting for central procure-
ment contracts.--1n our repor% on the review and evaluation ol the
organization and selected activities of the Air Force Comptroller,
we poilnted out also that there was a great potential for improve-
ment in the efficlency of accounting and the effective use of the

accounting products by management in the area of central procure-

ment and related supply activitles. We found that accounting prob-

lems in the central procurement area were the result of a complex
situation in which there are at least four basic factors, briefly
as follows:

1. The division of responsibilities for supply require-
ments and procurement between Air Materilel Areas and depots
on the basis of prime and zonal responsibilities, the reten-
flon of certaln responsibilities by Headquarters, Alr Ma-
teriel Command, and the adminilstration of contracts through

Air Procurement Districts and Air Force Plant Representatives.,

2. Alr Force methods of programing and funding and of ex-

ercising program and fund controls.

3. The effect of fragmentatlon of records, lack of ade-
guate document control procedures, and other deficiencies of
the general accountlng system.

4. Practices followed in the negotiatlon, administration,

and payment of central procurement contracts.

We recommended (1) development, through coordination of Comp-
troller, Supply, and Procurement organlzations, of a long-range
plan for a simplifiled system of budgeting, accounting, and report-
ing which conforms to the organizational structure and operating
practices of the Air Materiel Command and (2) a realignment of
Comptroller functions and responsibilities with the several cen-
tral procu.>ment organizational levels, specifically to reassign
accounting responsibilities for central procurement contracts to
the poilnt of contract administration, generally the Alr rFrocure-
ment District or the Alr Force Representative, to improve relia-
billity of financlial reports, reduce the flow of documents, and
eliminate the duplication in records and procedures.

We recommended also that there should be developed the form
and content of reports to be prepared from detailed accounting
records maintained at Alr Procurement Districts (APD) and Air
Force Plant Representatives for use by Supply, Procurement, and
Comptroller organizations in carrying out their management func-
tions.
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In consonance with our recommendations, the Air Force con-
ducted a test operation at the Newark APD and developed a simpli-
fied system for accounting and reporting of the financial and non-
financial data assoclated with contract management at Air Preccure-
ment Districts and Air Force Plant Representative Offices (AFPRO).
In July 1959 the Alr Force formally established a procedure for op-
erating an integrated management data and control system to sat-
isfy all requirements of the Air Force and the ADP/AFPRO concern-
ing financial accounting, disbursing, and financial reporting and
nonfinancial reporting with respect to contract management respon-
sibilities at APD's and AFPRO's.

Inadequate financlal and operating reporting system used b
Naval Ordnance industrial-type installations.--The financlal an
operating reporting system used by Naval Ordnance industrial-type
activities does not provide management with a ready means for re-
view and evaluation of results of operations and for disclosure of
those areas of operations which require management inquiry, inves-
tigation, and corrective action. Although available reports fur-
nish valuable information on various aspects of operations, the
reports do not present a comprehensive view of the operations as
a whole or of their relative efficlency.

We - recommended that the Bureau of Ordance design and adopt a
reporting system which will show, among other things, (1) a con-
cise summation of the results of depot operations 1n relation to
predetermined standards or estimates, (2) an analysis of the vari-
ances between results of coperatlions and predetermined norms, and
(3) comments of the depots as to the action taken or proposed to
be taken by the depots to correct unfavorable operating results
disclosed by the reports. We recommended further that the Bureau
use the reports as a basls for evaluatlon of relative efflclency
of 1ts various depots as well as evaluatlion of efficlency of an
individual depot. The Bureau accepted the concepts and objectlves
of our recommendations. It believes that, as management improve-
ment programs progress, lmprovements 1n the reporting system will
manifest themselves., However, in view of the long-range and com-
prehensive nature of the management ilmprovement programs from
which significant benefits may not be evident for several years,
we belleve that current adoption of our recommendation 1s neces-
sary.
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eview of the admi trat

fo m am 1

«==-Combines =elective audits by the Gemeral Accoumting
Office and the Departei=" .3 of the Army and Alr Force comtinue to
reveal that extensive overpayments to military personnel are being
made year after year. The areas concerned are generally the same,
such as erroneous reenlistment bonus payments, duplicate payments
of travel allowances, overpayments on accrued leave gettlements,
erroneous mustering-out paymeunts, improper payments for travel of
dependents, etc. Durlng the flscal year, we reported that over-
payments of more than $46 million had been disclosed in audits
made in fiscal years 1956 and 1957. The overpayme:nts disclosed in
fiscal year 1958 amounted to more than $19 million and in fiscal
year 1959, over $25 million. The overpayments in the fiscal year
1958 occurred prior to the issuance of our report for the fiscal
years 1956 and 1957 and therefore there had not been time for the
reflection of any corrective actlon subsequently initiated. BRe-
ported recoveries of the overpayments made during the 4 fiscal
years amounted to $39 million at the end of fiscal year 1959.

The continuance of this high error rate is attributable pri-
marily to baslic weaknesses in the administration of pay and allow=-
ances at the installation level. We have recommended to the de-
partments that steps be taken to provide adequate training of per-
sonnel responsible for finance operations and that personmel of
other organizational units be made more aware of their responsi=-
bility for furnlishing or certifylng correct information affecting
military pay and allowances. We have recommeunded also that the
Alr Force expand its intermal audit program so that greater cover-
age ou a more timely basis will be glven to the review of proce-
duras and controls at fleld installations. The departments have
advisc? thuc corrective actions are being taken in line with our
recommendations.
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Beview of payroll practices

Sav;ggs of §2 million ennually could be realized by peying

Navy egglogees on a biweekly basis.=~In our reviews of Navy activi-

ies, we note at approximately 200,000 Navy civilian employees
occupying ungraded positions were being pald weekly in accordance
with policy established by the Secretary of the Navy, Ve belleve
that processing weekly payrolls for these employees almost doubles
the cost of payroll preparation and creates an unnecessary burden
on payroll departments. WYe estimate that about $2 million could
be saved annually if the Navy paid such employees on a biweekly ba-
sis,

We recommended that the Navy asdopt the policy of paying such
employees on a biweekly basis consistent with the practice followed
by the Departments of the Army and Air Force and other Government
activities. We pointed cut that many of the field instellations
of the Departments of the Army end Air Force which employ person-
nel for ungraded positions are located within the same geographi-
cal areas es Navy field activities which employ personnel for simi-
lar type positions.

The Navy officiels informed us that they had reviewed the ba-
sis of their policy in the light of our recommendation and consid-
ered that it would not be in the best interest of the Navy or the
public to adopt a biweekly pay periocd. The Navy officials later
advised that they would reexamine the essumption underlying their
concluslons in the matter to ascertain if their position should be
altered in any respect. The Navy ncw has underway a study of the
actual dollar savings which would result by converting to a bi-
weekly pay period,
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Revlew of operations at milltary
installatlong, bases, and statlons

Variety of weaknesses in administrative procedures and con=-
trols.--Our reviews at over 25 installations, bases, and stations
during the fiscal year disclosed many administrative deficiencies
which were resulting in uneconomical operations. These deficlen-~
cles were brought to the attention of appropriate officials and in

all cases recommended corrective action was taken or promised.
Some of the deficiencies generally noted are as follows:

Unreliable supply and accounting reports,
Excessive use of priority requisitlons.

Errors in inventory accounting.

Inadequate conbtrol over casual payments.,

Lack of necessary entrles on military pay records.
Improper coeting of work orders.

Inadequate verification of blllings received for public utili-
tles,

Fallure to maintailn accurate real property records,
Failure to adequately review requisitions.
Dlscrepancies in obligation records.

Fallure to charge or to adequately charge for services pro-
vided to nonappropriated fund activities.

Inadequate control of material.

Inadequate control of repairable supply items.
Faillure to take tirely physical inventory.

Delay 1n processing critical materlals for repailr.
Failure to report material for dispositilon.
Failure to inspect and preserve material.
Inaccurate stock records.

Fallure to dlspose of excess stocks,

Faillure to screen surplus property.
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Unauthorized use of military pr2rsonnel to support non-
appropriated fund activities.

Unnecessary accounting for low-value items.
Weaknesses in property administration.

In our follow-up reviews at the installations, bases, and

stations, we intend to determine the sufficiency of the corrective
action taken,
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Review of dependents' medical care program

Improvements in administration made as a result of our re=-
view,~=The Depend.en.tsi Medical Care KGE, approvea June 7, I§33,
provides that eligible dependents of members of the uniformed serve
ices may receive medical and hospital care from civilian faclli-
tlies at Government expense, To provide for such benefits, the 0f=-
fice of the Surgeon General, Department of the Army, under author-
ity delegated by the Secretary of Defense, is authorized to negoti-
ate contracts with medical socleties, assoclations, and insurance
companies. Allowable fees for the various types of medical serv-
ices are incorporated in each contract,

Qur review during the fiscal year of the physician and hos-
pital phases of the program in selected geographical areas 4dis-
closed weaknesses in the procedures for determining eligibility of
dependents for medical care benefits and certain instances where
allowable fees to physiclans appeared to be in excess of amounts
allowable for substantially identical services under another group
plan applicable to families with comparable incomes.

In our review of the administration of the program in the
State of Illinois, we found (1) that a large number of claims for
medical services were submitted for amounts considerably less than
the allowable fees shown in the medical service contract, indicata
ing that the fees allowable under the contract were higher than
the customary rates charged by physicians to the general publlc,
(2) that under existing procedures, the physicilans and administra-
tor of the program do not, in all cases, recelve sufficlent infore
matlon to determine whether a dependent is eligible for medical
care, and (3) that the contractor had not supplied dentists with
any informational material relating to dental services covered by
the program, as required by the contract.

We recommended to the Surgeon General that the contracting of=-
ficer review the existing schedule of allowable fees and, on the
basis of experilence gained during a contracting period, negotiate
any adjustments necessary to obtain a realistic schedule which
would serve as a sound basis for the payment of claims, In accord-
ance with our recommendation, new fee schedules were negotiated
for the State of Illinois, and the maximum allowable fees for cer=
tain surgical procedures have been reduced io more realistic lev=
els. We have been informed that steps have bsen taken, both in
the negotiation of contracts amd otherwise, to keep fees at the
customary rates, Corrective measures have elther been taken or
are under consideration with respect to other findings relating to
our review,
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