REPORT TO THE CONGRESS

BY THE COMPTROLLER GENERAL
OF THE UNITED STATES

Is The Administrative Flexibility
Originally Provided To The
U.S. Railway Association Still Needed?

GAQO was asked to locok at the manner in
which the U.S. Railway Association exercised
its discration in making certain administrative
expenditures.

GAQ compared the Association’s administra-
tive policies and practices with four similar
corporations established under Federal law.
The other corporations’ policies and practices
are largely the same as the Association's and,
as far as GAO can tell, they are all operating
within their legal boundaries.

The Association no longer operates under the
tight time constraints that existed in its orig-
inal mandate and no longer must employ staff
for a specific short-term project with a known
termination. The flexibility originally pro-
vided the Association may no .onger be
needed and should be reexamined by the
Congress.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20848

To the President-ot the Senate and the
Soeaker of the House of Representatives

This report describes the administrative policies and
oractices of the United States Railway Association and com-
pares the Association's policies and practices with those
of other similar corporations establisned under Federal law.

We made our review pursuant to the Budget and Account-
ing Act, 1921 (31 U.S.C. 53), and the Accouating and Auditing
Act of 1950 (31 U.S.C. 67).

We are sending copies of this report to the Acting Direc-
tor, Office of Management and Budget; the Secretary of Trans-
portation; the Secretary of the Treasury; and the Acting
Chairman, Board of Directors, United States Railway Association.

L 4 1

Comptroller General
of the United States




COMPTROLLER GENERAL'S IS THE ADMINISTRATIVE

REPORT TO THE CONGRESS FLEXIBILITY ORIGINALLY
PROVIDED TO THE U.S. RAIL-
WAY ASSOCIATION STILL NEEDED?

This report examines certain questions concerning
the U.S. Railway Association's use of the admin-
istrative flexibility it was given in its enabling
legislation. The Association was created under
the Regional Rail Reorganization Act of 1973 to
develop and carry out a plan to reorganize bank-
rupt railroads in the Midwest and Northeast.

The Association is defined as a "mixed-ownership"
Government corporation, and has broad discretion

in the use of its administrative expense appropri-
ations. For example, Association employees are not
employees of the Federal Government, and statutes
and regulations governing Government employees,

for the must part, do not zpply. (See p. 7.)

The grant of broad discretion to the Association
is not unique. Similar flexibility has been

given to a number of other corporations estab-
lished under Federal law. In reviewing the
Association's use of appropriated funds, GAO
recognized that many statutes and practices re-
quired or appropriate for traditional departments
and agencies did not necessarilv apply. A Board
of Directors made up of 3 ex officio Government
members: the Secretaries of Transportation and

the Treasury and the Chairman of the Interstate
.Commerce Commission; and 8 other members including
a Chairman appointed from the private sector,
oversees the Association's policies and operations.
(See p. 2.)

In May 1976, the Under Secretary of the Treasury,
who represented the Secretary of the Treasury on
the Board, directed the Treasury Department

Office of Audit to undertake a review of some

of the Association's administrative oractices.
Their report, which questioned many of the
Association's practices, was made public on

July 20, 1976. Following its release, several
committees and members of the Congress asked

GAO to examine the Treasury audit and :the Associa-

Jear Sheet. Upon removal, the report
cover cate shouid be notec hereor.
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tion's administrative activities, and report its
findings to the Congress. (See p. 1.) This report
is responsive to those requests.

As part of this review, GAO compared the Associa-
tion's administrative policies and practices

with four similar corporations: Antrak (=he
National Railroad Passenger Corporation), Conrail
(Consolidated Rail Corporation), the Corporation
for Public Broadcasting, and the Legal Ser<vices
Corporaticn. Thess corporations' policies and
practices are largely the same as the Association's
and, as far as GAQO can tell, all are operating
witiin their legal boundaries. (See p. 33.)

The Association has revised many of the pclicies
and practices discussed in the Treasury audit
report. For example,

--policies for controlling and accounting for
reception and representation were Strengthened
and expenditures were reduced. (See p. 12.)

--consulting contracts with former officers are
now on a daily-rate basis for time actually
worked. (See p. 13.)

--the Association no longer pays for parking or
traffic fines incurred by its employees. (See
P. 16.)

--the Board has taken a more active role in
reviewing and approving administrative policies.
(See p. 17.)

The Association sent its Final System Plan for
consolidating bankrupt railroads in the Midwest
and Northeast to Congress on July 26, 1975. The
Association's role now is to control Conrail's
financing, keep an eye on its operations, and
participate in litigation related to reorganizing
bankrupt railroads. It no longer operates under
the tight time constraints that existed in

its original mandate and no longer must emciov
staff for a specific short-term project with

a known termination. Therefore, the flexibility
originally orovided the Association may no Zonger
be needed. (See o. 34.)
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CONCLUSICNS AND RECOMMENDATIONS

In recent reports, GAQO has made a number of
recommendations to the Chairman of the Board to
strengthen internal controls over administrative
expenses and, as noted above, the Association has
taken a number of actions to eliminate or 1limit
certain practices it previously followed.

#hile the Association has strengthened its
internal controls over certain administrative
expenses,; the broader problem of controlling the
overall administrative flexibility remains an
open question. The issue, as GAO sees it, is
whether the Association's operational require-
ments at this time still warrant the broad
flexibility which was granted initially.

GAO recommends that the Congress reconsider the
Association's enabling legislation to decide
whether the administrative flexibility originally
granted is still required, and whether limitations
on expenditures for certain kinds of administrative
activities should be established as a part of the
Association's basic statute or in appropriation
acts. (See p. 35.)

AGENCY COMMENTS

The Association disagreed with the GAO recommenda-
tion and stated its belief that the Association
should have the flexibility associated with its
status as an independent Government corporation.
(See app. II.) It stated this flexibility is
essential to the completion of its mission.
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CHAPTER 1

On July 20, 1976, the Treasury Department's Office of
Audit issued a report on the United States Railway Associa-
tion's (USRA's) administrative policies and cractices at the
request of the Under Secretary of the Treasury, who was then
representing the Secretary of the Treasury on USRA's Board of
Directors. The Under Secretary asked for the review after a
cursory examination of USRA's travel and expense records by
his assistant identified wnat the Under Secratary considered
to be questionable expenditures. We received inquiries re-
lating to various issues raised in the Treasury audit report
from the

Chairman, USRA Board of Directors;
Chairman, Senate Committee on Commerce;

Chairman, Senate Subcommittee on Surface Transportation,
Committee on Commerce;

Chairman, Senate Subcommittee on Transportation, Com-
mittee on Appropriations;

Chairman, House Subcommittee on Government Activities
and Transportation, Committee on Government Operations;

and
Congressman Lester Woiff.

We agreed to respond jointly to these inquiries by re-
viewing .

1. the legislation under which the Association operates,
including the Government Corporation Control Act, to
determine the legal boundaries, apparent congres-
sional intent, and other factors that bear on how the
Association operates;

2. the audit made by the Department of the Treasury to
determine whether the ‘findings were adequately sup-
ported and whether goverage of additional time peri-
ods or types of expengitures would tce apprcpriate;

3. the Association's policies and practices for com-
parison with other Government organizations, partic-
ularly any other mnixed-ownership Government COrLDO-
rations; and



4. the juestions that nave besen raised as to :
accounting, and authorization for the Asso-i
expenditures.

The matters In item 4 were initially addressed in our reg
entitlad "Examination of the United States Railwav Assoc:
tion's Financial Statements and Other Matters Conc=raing

Operations," CED-77-64, Julv 8, 1977.

The Unized States Railway Association (USRA) s a ncn-
prorfit, mixed-ownersnip Government corporation creztad bv
the Regional Rail Reorganization Act of 1973 (Fubl:c Law
93-236} and :incorporated on February 1, 1974, in trme Distr-ice
of Columblia. USRA was created to develop and impi=zment a
plan to reorzanize cankrupt railroads in the Midwest and
Northeast recgion. On July 26, 1973, USRA sent to zhe Con-

Jress its Final System Plan for reorganizing the bznxruot
railrcads. ©TSRA's clan crovided for operation and mcdern:-za-
ticn of all or parts of tne dSankrupt railroads und=r a for-
orofit corporaction, the Consolidated Rail Corporation
(Conrail).

CSRA's principal rol2 now is *=o (1Y control t-e flow of
Government investment and loan funds tc Conrail, (I} moni-zor
Conrail's performance, and (3) participate in litigation ra-
lating to the allocation of Conrail securities among “he carx-
rupt railroads and to the fairness and equity of the compen-
sation provided them for the property which was transferr=4
under the Final System Plan.

USRA is managed by an ll-member board of direc+ors con-
sisting of 3 ex officio Government members and 8 otner mem-
bers, including 3 chairman . appointed from-the private sec-
tor. The ex officio Government members are the Secretaries
of Transportation and the Treasury and the Chairman of the
Interstate Commerce Commission. The non-Government member 3
are appointed by the President and confirmed by the Senate.
The original non-Government members serve from 2- £Oo b-year
terms and their successors serve 6-year terms.

USRA operations ars financed entirely from apcrooria
funds. Appropriations provided since ‘its inception tarou
fiscal vear 1978 for administrative expenses totales
lion. USRA was ialso appropriated an additional, $2.32
‘for the purchase 2f Tonrail Securities over a {Fgeeq
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CORPORATIONS UNDER FEDERAL LAW

There ar= tnree gereral classes of corporaticns estad-
1isned under Federal law: (1) Governmenz COrporaticns s.c-
ject to the Government Corporation Control Act, {2) Gover..-

\

2Nt COorporations nNCt sudbject tl the act, and (3, ncn-
Government ccrporacions and other entities establisnecd un-
der Federal 1aw with a degrese oi Covernment confrrol o. sup-
cort. {(These are usually referred to as Government-sponsored
enterprises.’ As th2 chart on the next zage shows, ther=

y t£icns ~ithin zhese seneral classes. <Zach ¢
n's auznor.zing lsgislation determines the 2x!
trative flsx:ipility to be applied.

GOVERNMENT_CCRPORATION CONTROL_ACT
The Government Corporation Control act (31 U.35.C. 84
is designed to bring the t ansactions and operations of 3
Government corporations under annual ccngressional oversi
The act categorizes Government corporations as either "wnol
owned" or "mixed ownership." Wholly owned corporations ar=2
required to prepare and submit annual tudgets t: cthe Con-
gress. Both types dre subject to periodic aud.cs of finan-
cial transactions by the General accounting Office 7GAO).

hi

cne
gat.
ly

The act was designed primarily as a control device in
recognition of the growth of Government corporations since
enactment of the Budget and Accounting Act of 1921. The
House Committee on Expenditu:es in the Executive Departments,
in its report on H.R. 3660, which became the Government Cer-
portion Control Act, stated the purpose of the bill as £foi-
lows: ’ o :

"The power of the purse is one of the most imrortant
powers reserved to the Congress in the Constitution.
In the case of many Government corporations the Con-
gress has 1ot adequately exercised its power ro con-
trol public expenditures. This bill i3 Jdesigned to
bring Government corpo:ations and tneir transactions
and operations under annual scrutiny by the Congress
and provide current financial control thereof through
the regular fiscal .agencies of the Sovernment.” H.R.
Rep. No. 856. 79th Cong., lst sess. 4 (1945!.

In House debate on =he bill,‘Répresentative Whittington, <ne
of the bill's sponsors, stated:
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corporations. Control and sxamination ars essential
to protect the integrity of the corporaticns. Effi-
cient Government corporations should welccme examina-
tion and inefficient corporations should £z subjected
to audit and scrutiny. The bill will not 3estrov
corporations, but it will enable the Congrass, as the
stockholders of the people, to follow up, =xamine,
scrutinize, and protect the investments of tae tax-
payers. The bill is the most forward stec toward
promoting the sound financial structure of the Govern-
ment that could be taken by the Congress. It marxs
an advance in the right direction that has bzen too
long delayed. It provides for coordinatica and for
control by providing budgets and audits tnzt are
sound and in the public interest." 91 Corz.

Rec. 8553~-54 (1945).

b

Thus, in enacting the Government Corporat:osn Control
Act, the Congress certainly recognized the addizional freedon
of a Government corporation as contrasted with zraditional
departments and agencies, but did not lose sight of the fact
that the corporations were operating largely with appropri-
ated funds. 1In our view, the Government Corpor ation Control
Act was intended neither to enhance nor diminisa the author-
ity of anyv given corporation with respect to adainistrative
flexibility, as set forth in its enabling legislation.

Wholly owned Government corporations are generally sub-
ject to many of the same restrictions that apply to tradi-
tional departments and agencies, such as Federal personnel
travel, procurement, and property management policies. How-
ever, in some cases, their enabling legislation specifically
allows them to establish or follow other policiess. For ex-
ample:

--The Overseas Private Investment Corporation was given
authority to negotiate its own leases and to hire
directly certain administrative employees.

--The Panama Canal Company has the authority to ar-
point and fix the compensation of its officers and
employees at a rate not in excess of grade 18 of the

. Civil Service General Schedule. Compensation may be
made in excess of this rate with approval of the Com-
_pany's Board of Directors. '

Mixed corporations are generally not subject tc tnese restric-
tions.

OTHER CONTROLS

Although some Government corporations and 3Iovernment-
sponsored enterprises are not subject to the Government




Corporation Control ACt, the Pedearail Government do=egs
maintain a degree of control 6ver most of these corgora-~
tions through one or more of the following devices: (1)
restrictions applied thrcugh the corporation's use of
appropriated funds, (2) a2opointmen:t or approval of members
of the corporation's board of directors, (3) pay ceilings
for corporate otficers and 2mplovees, and (4} GAO audit
authority. '

Following are Specific examples i1llustrating Feder.'
contrels applied to corporations.

--Legal Services Corczoration 2mployees are considered
Federal Government 2mplovees for the purpose of com-
Pensation for work injuries, civil service retire-
Mment, and life and nealth insurance.

~--Members of the Corgoration for Public Broadcasting's
Board of Directors, although not considered Federal
employees, are authorized travel expenses only to the
extent authorized Dy law for intermittent Federal
emplovyees.

——A provision in the Corporation for Public Broadcast-
ing's fiscal year 1977 appropriation states that no
Federal funds are to be used to pay for receptions,
parties, or other entertainment of Government offj-
clials or employees.

STANDARDS APPLIED TO USRA

As previously indicated, there are no generally appli-
cable administration and operation standards for Government
corporations. Therefore, it is necessary to look to each
corporation's authorizing legislation to determine the
standards that should be applied. USRA was Created by the
Regional Rail Reorganization Act of 1973 (3R Act) and
charged with'planning the reorganization of the bankrupt
railroads in the midwestern and northeastern United States.

There is little legislative history to illuminate the
scope of USRA's administratijve flexibility. The House bill
would have established a Federal National Railway Associa-
tion. The Senate bill Proposed a Government National] Rail-
way Association. Under the Senate bill, the receipts and
disbursements of the Association would have been whoily ex-
cluded from the Government's budget totals. Section 202
{(a)(9) of the Senate bill (S. 2767, 934 Cong.}, as reoorted




by the Senate Committee on Commerce, wculd navs empowered
the Association to

"* * * enter into contracts, execute iastruments, in-
cur liabilities, and do all things necessary, agcro-
priate, or incidental to the proper manag=ment of

its affairs and the prudent exercise of i:ts resgon-
sibilities, including protecting the interests o< the
United States."” S. Rept. 93-601, 9334 Conz., lst sess.
61 (1973).

The conference bill, which osecame Public Zaw 93-236,
essentially followed the Senate version, with Zertain changes.
The Association's name was chancad to United ~'ates Railway
Association (201(a)). The budget exemption was retained ex-
cept that administrative expenses were required to be in-
cluded in the budget (202(f)). 3Section 202(a) 9) of zhe
Senate bill was deleted and replaced with section 202/a)(10:.
The conference committee's explanation was bri=f:

"The general power to execute contracts and do
all things necessary to the management of Associa-
tion affairs is not included. The substitute inserts
in lieu thereof a provision permitting it to enter
into contracts and other transactions necessary to
the conduct of its functions and duties without re-
gard to section 3709 of the Revised Statutes (i.e.,
competitive bidding)."

Pursuant to section 202(g)(1l) of the 3R Act, USRA was
established as a "mixed-ownership Government corporation"
for purposes of the Government Corporation Control Act.

By virtue of its authorizing legislation, USRA has
broad discretion in the use of its administrative expense
appropriations. Also, since by statute USRA emplovees are
nct employees of the Federal Government, statutes and
requlations governing Federal employees are for the most
vart not applicable. Thus, it would be clearly unwarranted
to view USRA's flexibility solely. in terms of what is
proper for traditional departments and agencies.

However, it would be equally unwarranted to view this
discretion as unlimited; it implies choice within a range.
Thus, there may be a point beyond which expeditures from
appropriated funds are 1mproper. Limits on USRA's fle2xibil-
ity are of two types:




(1) Statutory restricticns applicabie et} mixed-ownership
corporations. It is rot 1ecessary that such restric-
tions be expressly apclicabls t5 USRA or to mixed-
ownership corporations generallv. an 2xample of such

@ restriction is the Srovision in scme aporopriation
acts prohibiting the use Of appropriated funds or funds
made available for excenciture oy clrperations for
"publicity or Sropagarda purposes" designed to support
or defeat legislation sending befora the Congress,

(2) Limitations found in LSRA's 2nazling legislation,
the 3R Act, section 20i(c: of wrich incorporates con-
sSistent provisions of =na Distr:zct :
profit Corporation Act, Public Law 3
Code 1001 et Seg. Examples of limji:ta
Act are: — T

69, 29 pD.C.
ons in the 3R

{a) Section 202(ai(5:, whica 5ets level 1 of the
eéxecutive schedule as the compensation ceiling for
USRA officers.

(b) Section 202(g)(2), whicha gives USRA "maximum
feasible and prudent dudgetary flexibility" with
respect to its administrative expenditures.

Section 202(g)(2) is in Part a grant of authority, but by
incorporating the concept of the prudent use of appropriated
funds--in the context of USRA's mission and responsibilitieg--
it is also a limitation, albeit a difficult one to articulate
with precision, That is, an activity may oe "feasible" from
the corporate standpoint but exceed the bounds of Prudence if
funded not from corporate profits but from appropriated funds.
Broad though this may be, it is significant that the con-
ference committee rejected the language of the Senate bill,
which we perceive as somewhat broader. ("Do all things neces-
Sary, appropriate, or incidental to the proper management of
its affairs and the pPrudent exercise of its responsibili-
ties.") :

In sum, it is clear that the Congress gave USRA consid-
erable flexibility in the use of its appropriations to ac-
complish its mission.




CHAPTER 3

REVIEW OF TREASURY DEPARTMENT'S AUDIT XEPORT

ON USRA ADMINISTRATIVE ACTIVITIES

TREASURY AUDIT REPORT HALD ADEQUATE BASIS
FOR CONCLUSIONS AND RECOMMENDATIONS

We reviewed the Treasury Department's audit to determine
whether the findings wers adequately supportecd and whether
coverage of additional time periods or types of expenditures
would be aporopriate. We believe:

--The findings in the report based on the audit of USRA
financial records are adequately documented and sup-
portad.

--References to Federal regulations applicable to other
agencies or business entities are adequately docu-
mented and supported.

We noted that the Treasury auditors gave USRA an oppor-
tunity to comment on the report, made some changes to the
report based on USRA comments, and included USRA's position
on certain areas in the report. The report, in the statement
of its scope, pointed out that it was limited to several
areas of administrative policies and procedures and that the
review was initiated after a cursory examination disclosed
what were considered to be gquestionable expenditures.

On the basis of these factors, we believe that the final .
Treasury audit report adequately defined its purpose and
that USRA's position on various aspects of the report was
adequately considered and presented.

Selection of audit areas

The areas selected for examination by the Treasury
auditors followed closely the areas identified in the earlier
cursory examination conducted by the Treasury Under Secretary's
staff. Among the areas selected were relocation, representation,
and travel expenses; severance pay; and membership in private
clubs. ' ' ' o : :

Treasury's final audit report stated that its review was
limited to {l) examining USRA's internal compliance with its ad-
ministrative policies and procedures and (2) comparing USRA
policies with Federal regulations and other criteria of 3jood
business practice. We -found .that the audit work was carried
out 2long <ae pasic lines of the audit work steps and :hat




the statement in the report war an accurate description of
the scope. The "criteria of good business practice" referred
to generally were related +o business procedures required for
income tax burposes. As pointed out on Page 31, however,

we feel that these Criteria do not necessarily applv -o USRA.

9]

electisn of time period

The audit did not focus on one specific time period be-
cavse of the way the financial records were maintained for
the administrative areas being examined. We found no indi-
cation that Treasury selecced time periuds which would have
made the report findings unbalanced or Dlased.

CSRA comments on final Tr22sury a.dit report

The final Treasury arg:t report incorporated USRA com-
ments and corrections Suggested after its review of the pre-
liminary report. USRA also completed an analysis of the
final report and identified 43 pPoints where it had some com-

examined che 43 points listed by USRA and found them pri-
marily to be

~-disagreements arising from compar ing USRA policies
and pra~tices with those applying to Government agen-
Cies,

--disagreements with Treasury's interpretations or con-
clusions based on audit findings,

--points where USRA has or is planning to take action
to 2ange policies andg practices,

--points where USRA provided additional information or
clarification, and :

--points where USRA does not dispute ‘audit findings but
feels justified in its actions.

There were only two points where USRA disagreed with
facts or figures in Treasury's audit report. '

{l) USRA disagreed with the $35,000 representation
figure shown as spent in the first 9 months of £ig-
cal year 1976. USRA ¢laimed that after it analvzed
the changes, the correct figure S$hould have been
$30,744 for the first 10 months of fiscal vear 1976.

SR
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(2) USRA also disagreed with a computation made by
Treasury on relocation allowances for the former
USRA General Counsel. Treasury's computations of
the maximum relocation allowances permitted under
USRA policy resulted in what Treasury felt was an
$800 overpayment to the former ZGeneral Counsel.

Cost of Treasury audit

According to the Director of Treasury's Office of Audit,
the total cost to Treasury for the USRA audit was 3$12,994.
The bulk of this cost was composed of the direct t:i:me of
three auditors as follows.

Rate Hours Total
Direct _.me:
Audit Manager $13.34 304 $ 4,055
Senior Auditors(2) 11.66 440 5,130
9:185
Indirect time:
Director 18.17 90 1,635
Staff 16.06 112 1,799
_3:,434
Other costs:
Typing 300
Reproduction ' : ____15.
Total $12,994

A total of 118 staff days were spent completing the audit’
report. Reproduction costs were for 30 copies.

. Content of audit report

o

The main subjects discussed in the Treasury audit report
"were (1) reception and representation expenses, (2) consultlng
_contracts with former officers, (3) payments in lidu of relo-
cation, (4) payment of club membership fees, (5) payment of
rraffic fines, and (6) approval of administrative policy by
USRA's Board of Directors. The remainder of this chapter.
‘presents Treasury's findings in each area .and USRA's responses.

11




RECEPTION AND REPRESENTATION

Treasury found that reimbursements for Lepresentation
e€xpenses wers not documented sufficiently to determine
whether payments should have been made. Representz+ion ex-
penses under USRA policy included meal and recepticn costs
incurred while conducting official USRA dusiness with busi-
ness guests. Some Fepresentation expenses found by Treasury
were incurred for luncheons and other functions where theras
was not evidence of other than USRA employees being Sresen-z,
Funds were also used Ch Occasion to entertain Feder a]l em-
ployees and Members of Congress and their staffs. Treasur-s
identified $35,000 spent by USRA for reception and represen-
tation in the first g9 months of fiscal year 1976 anZ con-
trasted this amount to the $10,000 budgeted for the Department

of the Treasury in fiscal vear 1976.

lowable expenditures and the extent to which expenditures
should be documanted.,

USRA response

USRA's Board of Directors resolved at its July 29,
1976, meeting that USRA prepare and circulate to the Board
a comprehensive policy governing expenses for entertainment
Of representation. The eéxpenses were to be documented so
as to permit audit of the propriety, need, and purpose of

the expense. .

USRA prepared a revised policy which the Board reviewed
and approved, with minor revision, at its September 28, 1976,
meeting. The approved policy provided for more gquidance and
listed specific procedures for use of reception and represen-
tation funds. It fequired documentation on the repor+ of ex-
penses for the nature and Purpose of the expenditure along
with the.date, place, and number of.people involved. The

~policy z2lso stated that dollar limitations on funds avail-

able for that durpose would be established in fiscal srograms
approved bv the Board and expenditures would be regularly

t2ported to the Chief Executive Officer.

©SRA nas stated that its need for reception and -apre-
-S@ntacicn Zunds should decrease Substantially now tha= the
Tinal 3vstem Plan nas oeen issued. USRA reduced its repre-
I8ntizicn 2xcerses to $2,842 in fiscal vear 1977, the oericd
Tzllcwing 2Ccectance ¢f the Final System Plan.
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CONSULTING CONTRACTS WITH FORMER OFFICERS

Treasury found that USRA entered into cantrac-s for con-
sulting services with five former USRA officers. =Zach former
officer was Dpaid a fixed fee regardless of whether secrviczas
were rendered. Treasury found that the former officers ware
not providing services commensurate with payments made :tc
them.

USRA response

In commeriting on Treasury's report, USRA stat=d that it
was already considering discontinuing the award of future
consulting contracts to former officers on the basis of a
revised fringe benefit package distributed to the Board in
April 1976. No action had been taken on the proposal pend-
ing resolution of certain issues raised by the Department
of Transportation.

Treasury recommended that (1) USRA follow through with
its plans to discontinue the method of awarding consulting
contracts to former officers and (2) future consulting con-
tracts with former officers should provide compensation onaly
for duties actually performed or for a specific end product.
Treasury also recommended that the Board consider whether
USRA should enter into consultinag contracts with its current
officers upon their separation.

At the July 29, 1976, Board meeting, the Board passed
a resolution which provided that any contract for personal
consulting services, whether with fnrmer USRA officers or
employees, would be presented to the Board for approval
with a recommendation from the staff for appropriate com-
pensation. At the September 28, 1976, meeting, the Board
adopted a recommendation by the Chairman that the policy
providing officers with postservice contracts on a retainer
basis be terminated and instead that officers be provided
with severance pay as are all other USRA employees.

According to USRA, the cost of the consulting contracts
was ~approximately the same as if it had originally provided
severance pav and . then compensated officers at a daily

rate for actuail . oostemployment service. Current contracts

with former otfficers, USRA notes, are on a daily-rate

. basis fof time actually spent on USRA work,. and these are

individually acproved by the Board of Directors.

1
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ATION

Treasury found that USRA paid employees who 4is not
choose to relocate in Washington travel and Subsist=znce costs
incurred in commuting between USRA ard their Ddreemlc.oyment
residences. The ceilings for the amounts paid were nased on
the cost which would have been incurred had the emplovees
actually relocated. Treasury also found tha=- therz were neo
dollar limits oa the amounts reimbursed a relocating emplovae
for expenses 3ssoclated with the sale of a fcrmer ressidence.
These USRA policies were not approved by the 3oard ¢ = Direc-
tors.

Treasury noted that Federal travel regulations would rot
allow payment of commuting costs in lieu of r2locatiosn, ang
Treasury was aware of no other instance where Federal funds
have been used to reimburse employees for commuting costs
oased on the cost of relocating.

Treasury recommended that USRA's Board review and ap-
Prove the USRA policy on travel and relocation allowances and
consider imposing a dollar limit on reimbursements for real
estate costs incurred Dy relocating employees.

Treasury also examired USRA's handling of the commuting
payments for income tax purposes. It recommended that USRA
review and confirm the amounts paid to employees in lieu of
relocation and report to Federal and State tax authorities
and to the individual employees any past payments which were
reported incorrectly for income tax purposes. 1In addition,
Treasury recommended that USRA withhold amounts for income
taxes from commuting payments. o

USRA response

USRA considered its policy of Providing payments in lijeu
of relocation an innovative approach that helped it attract
and retain qualified bersonnel who otherwise would not have
been willing to relocate with USRA. .According to USRA the
payments in lieu of relocation also saved approximately .
548,640 through September 30,1977, ever .the actual cest of
relocatii.g emplovyees, ,Thevpolicy was presented to the Board
of Directors on June 26, 1974, butithe Board never acted to
aporove or disapprove the policy. :"° ° . -

lved at its July 29, 1976, meeting that

The 3o0arg reso
it nad o agorove any zavment for relocat§on expenses or
Parments I1n li2u of raiccation for U$RA officers and za-
clovees The Zoard later reviewed and approved a revised
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policy on relocation which eliminated the further need for
Board approval of individual relocation payments.

USRA reviewed the amounts of all commuting paymencs
reported for income tax purposes, and in thosz instances
where errors were found, USRA notified the individual am-
ployees and the tax authorities of the correc=z amounts.
USRA decided to study further whether amounts shoulé be
withheld from commuting payments for income taxes and sub-
sequently agreed to institute withholding. The numter of
individuals now being paid in lieu of relccation has
declined to two.

PAYMENT OF CLUB MEMBERSHIP FEES

Treasury found that USRA policy permitted membership at
USRA expense in private dining clubs in the Wwashington area.
Treasury felt one membership in the Burning Tree Country
Club did not fall under the prescribed USRA policy and stated
that it found no indication that the Burning Tree membership
was used for official receptions or representation. The USRA
Board of Directors rescinded all club memberships on May 6,
1976, but Treasury found some vrepayments of dues which ex-—
tended beyond that date.

Although USRA's Board rescinded club memberships for
USRA officers at its May 6, 1976, meeting, Treasury recom-
- mended that the Board consider whether any further action
was warranted concerning advance payments of dues extending
beyond May 6 and the membership in the Burning Tree Country
Club. :

USRA response

At both the July 29 and September 28, 1976, Board meet-
ings the Under Secretary of the Treasury proposed resolutions
that (1) USRA recoup the prorated amount of amy club initia-
tion or membership fees paid by USRA before May 6, 1976,
which was attributable to any period after May 6, 1976, anc
(2). initiation fees and dues paid to the Burning nge Country
Club and the American Airlines Admiral's Club were bgyond
the scope and intent of USRA's original policy on rpfivate
dining clubs and that USRA should recoup the amount® 'pdig.
The first attempt to pass the resclutions failed;® in the
second attempt the Board tabled the resolutions pending com--

cletion of our report.
- - ¢

USRA's Chairman later reimbursed USRA the amounts it
vaid for nis mempbersnip in tne Burning Tree Country Club.
USRA has paid no additional club membership fees or dues.
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PAYMENT OF TRAFFIC FINES

Treasury found bayments for traffic fires whils examin-
ing USRA's petty cash vouchers. It noted that Federal tax
law does not allow a business deduction for DPayment of traf-
fic fines and that in the Federal Government there is no au-
thority for payment of fines from appropriatad funds. Tresas-
ury felt that USRA should not pay fines from appropriated
monevs and recommended that USRA advise its chauffeurs and

- other personnel that it would not pay future fines.

USRA response

In a July 23, 1976, letter to the USRA directors, the
Board Chairman justified USRA's informal policy of gaying
parking violations for its employees as being a proper
exercise of its administrative discretion. According to the
Chairman

"The modest amount paid for traffic violations,
namely $130 during the three months period audited,
is substantially less than the costs which would
have been incurred if additional personnel hagd been
used to accompany drivers on official business in
order to reduce the number of violations."

The Board addressed the payment of traffic violations
at its July 29, 1976, meeting whern a motion proposing that
USRA stop paying traffic or parking fines failed to pass.

In November 1977 USRA informed us that it decided, as

'@ matter of policy, to discontinue the practices of paying

parking or traffic fines incurred by USRA employees travel-
ing on official business. USRA continues to believe that
its past policy was an appropriate exercise of its cor-
porate authority,

BOARD APPROVAL OF ADMINISTRATIVE POLICY

. | N H 1
TPhe general conclusion of Treasury's final report
was that USRA's Board of Directors should become more active-
ly involved in the review and approval of USRA administrative
policies, especially those coricerning compensation and
fringe benefits. : ) -

. USRA wresponse

I Icnsicdered tre Treasury report at its —July 2¢
<8, 1976, meetings and passed several resolu-
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tions as a result of Treasury's recommendations. However,
the Board resolved that USRA's programs

"+ * * were generally appropriate to the conduct of
the Association's mission and contributed to the suc-
cessful conclusions of the earlier phase of this As-
sociation's work * ¥ * _*

Accorcding to USRA, the Board of Directors has now taken
a more active role in administrative areas. In the past
year the Board's oversight of administrative policies included
approval of such areas as procurement, salary programs, fringe
benefits, representation expenses, and travel and relocatiocn
expenses.




CHAPTER 4

The TreaSury audic compared USRA's administrac:ve
policies and dractices with those used by Federal iTencies
and with other Criteria of good business practice. Byt (=33
is neither 3 traditional Federal agency nor a businsss, -~
provide a better comparison of how USRA's administrzcion
compares with similar corporations, we reviewed adm:nistrs-
tive policies ang practices at the Consolidated Rai-: Ccrpera-
tion (Conrail) National Railroad Passenger Corporation
(Amtrak,;, Legal Servics Corporation (LSC}, and the ~Oorpora-
tion for Public Broadcasting {CPB). These four corzoraticnas
are identified ip their authorizing legislation as Srivate,
non-Government eatities governed by boards of directors. They
operate with varying Federal Support, are subject tc GAQ
audit, and have the flexibility to establish their own ad-
ministrative colicies and Practices. We found that, with :che
exception of payments to employees in lieu of reloczting and
consulting contracts with former officers, USRA's adminis-
trative policies and Practices were similar te the other
corporations.

Conrail and Amtrak are for-profit, Levenue-generating
corporations. Amtrak is a mixed-ownership Ccorporation that
receives Federal grants through the Department of Transpor -
tation. Conrail receives Federal investnent and loan funds
through USRA. The loans will be repaid by Conrail when it
earns a profit, and Conrail investment securities will even-
tually be held Privatelv,

CPB and LSC are nonprofit corporaticns which receive

"Federal funds directly from the Congress. These funds are

the main Support for both Cpg and LSC, with some contribu-~

‘tions provided by private individuals and organizations.

As private corporations, all four are exempt from most
of the regulations applicable to Government agencies.,

-Amtrak, CPB, and LSC are subject to the maximum compensa-

tion ceilings contained in their individual authorizing

‘legislation, as is USRA.




USRA's ZOLICIES AND PRACTICES
COMPARED WITH OTHER CORPORATIONS

Receptlion and representation

USRA officers were authorized to host dinners and
receptions to promote USRA business. Allowed expenses :in-
cluded Zood, beverages, gratuities, and other costs in- ]
cidental to the activity. At the time of the Treasury audit,
expense reports were to include the nature of the expense
and the business purpose for incurring the expense. Dcl.ls
limitations on funds available were to be established ia a
croved Ziscal pregrams.

r
D~

in our examination of USRA's financial statements, we
reviewec 502 representation charges totaling $17,894, cr
about 50 percent of a total of about $36,000, expended
during Ziscal year 1976. We found many instances where
representation expenses were not supported by an explana-
tion of business purpose or information concerning whera
the expenditures were incurred.

According to USRA the expenses incurred for recep-
tion anc representation were in the pursuit of official
business and involved providing meals for persons working
with USRA "in the interest of advancing the statutory
mission of 'JSRA and extending the work day."

We found that Conrail and CPB had similar overall pol-
icies on representation, but.that LSC limited authorization
for representation expenditures to its two top officers.
Amtrak's policy on representation in effect during the per-
iod for which we examined expenses provided little guid-
ance as to the types of representation expenses allowed.
However, Amtrak's revised policy, issued in July 1977,
provides detailed gquidance similar to the policies at Con-
rail and CPB. Documentation requirements for Conrail were
about the same as USRA's. While CPB's policy for the time
periods examined was not specific on documentation
requirements, CPB revised its representation policy in
February 1977 with documentation requirements similar to
Conrail’'s. With the exception of LSC, the corporations did
not have specific amounts budgeted for representation but
included these amounts .in the total budget for travel and
business expense.

.
v
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As mentioned on page 19 of this lepert, we found in a2x-
amining fiscal year 1976 expenses that USRA did no= fully
document all I'épresentation expenses. 1In examining represen-
tation expenses lncurred by officers at Conrail, czB, Amtrak,
and LSC, we noted similar circumstances. Documentation
at all five corporations generally included receipts support-
ing the cost, date, and place where the activity occurred,
but did not relate the expenditures to business pur poses.
Details for the individual corporations follow:

Conrail
=2rall

We reviewed 33 of Conrail's representation charges to:tal-
ing $5,023.86 for a 9-month period, April through Cecember
1976. We were not able to identify the total amount Conrail
spent for representation because it was not maintained as a
Separate expense item. Representation is included in an
account with other trave] and business expenses. OFf the
33 charges we reviewed, 27, totaling $3,693.99, were not
supported by an explanation of business purpose.

Amtrak

Amtrak does not maintain a separate account for rep-
Fesentation expenditures reimbursed but includes the charges
in an account with other travel and business expenses. There-
fore, we were unable to determine the total number or amounts
of representation charges. we reviewed 524 of Amtrak's rep-
resentation charges totaling $12,679.06 incurred during calen-~
dar year 1976. we found 237 charges totaling $4,775.67 were
not supported by an explanation of business purpose.

Legal Services Corporation

We reviewed 16 LSC representation charges totaling
$466.01 that occurred during fiscal .year 1976, the transi-
tion quarter, ang the first quarter of fiscal Year 1977,
We found 8 charges totaling $243.99 were not supported by
an explanation of business purpose.

Corporation for Public Broadcasting

CPB does not maintain a Separate account for represen-
tation expenses, Since the charges are included in the ac-
count for staff travel, we wele not able to identify a
Separate total amount for representation.




We reviewed 237 CPB representation charges totaling
$6,541.33 incurred during fiscal vear 1976, the trarsizion
guarter, and the first quarter of fiscal year 1977. Our re-
view showed that 181 charges totaling $5,180.82 wers not
supported by an 2xplanation of business purpose.

Consulting contracts with former officers

USRA awarded consulting contracts to its officers after
they ended their full-time employment. The contracts were
generally for 3-month periods and did not call for a scecific
end product. ach officer was paid a fixed fee regardless of
whether anv work was done. The contracts were designed to
assure that former officers would be available if neaded,
and the commitments to provide the contracts were part of the
officers' employment agreements.

Amtrak, Conrail, CPB, and LCS do not have policies address-
ing counsulting contracts with former officers. We were in-
formed that none of the four have hired former officers as con-
sultants. Amtrak has held some former employees, usually mid-~-
level personnel, on retainer as consultants. CPB has also hired
former employees below the officer level as consultants for '
short durations when their expertise was required for a
specific task. At LSC we found payments made for the services
of four officers before they began full-time LSC emplovyment.
Payments to three officers totaling $4,648.50 were identified
as consulting fees. The other officer's former employer was
paid by LSC for the time the officer spent on LSC matters
while still on salary to his former employer. Payments were
based on the number of days actually worked by the individuals
on LSC matters.

Payments in lieu of relocation

USRA's relocation policy allowed officers or' employees
who chose to travel between their USRA place of employment
and their premployment residence to be paid for their travel
and living expenses instead of relocating. The maximum
amounts paid under this policy were predetermined at the .
time of employment on the basis of the estimated cost of
actually relocating the individual.

None of the four other corporations we examined had
any provision in their relocation policies for “payments ) . L
in lieu of relocation, and we found no evidence of such
payments in our reviews of financial records.




Payment of club membership fees

USRA determined that it was advantageous in the <2
of official business for each of its officers to have :
bership in a private dining club and for its chairman :nc
bresident to be a member of a country club. a listing o7
clubs and related initiation fees and dues paid by USR:
follows.

Burning Tree Country Club S 6,420
University Club 4,123
Capital Hill Club 1,329
International Club 9.3
National Lawyers Club 1=2
Metropolitan Clup 429
Democratic Club 13)
National Press Club 1:4
National Aviation Club 32
Admiral's Club Z3

$13,773

As stated on bage 15, the amounts paid to the Burning Tree
Country Club were reimbursed to USRA.

Amtrak's procedures manual does not discuss club mem-
berships and dues expenses incurred by officers and emplovees,
but the corporation maintains a current listing of approved
organizations. Amtrak only pays memberships and dues for
organizations on the list.

Amtrak paid $121,255.94 in memberships and dues during
calendar year 1976. It Pays memberships not only in profes-
sional organizations but scme social and private clubs as

LSC's written policy on club memberships covers only
professional organizations. LSC also Pays membership fees
and dues for its President and the Executive Vice President
in one social club. We found three payments for offj-ers'
membership fees. Two payments totaling $200 were for two
officers' dues in the Amer ican Bar Association. The third
payment of $760 was to the Federal City Club for membership.
"feas and dues. ‘ -

Conrail did not nave a “ritten policy for payment of
o memberships angd dues during the period of our audit.
ractice was to pay club mémberships when deemed

o)
tive 2 the performance S5f 3 particular job. It

o
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restricted payments for regular emplovees solely to profas-
sional organizations. Officers received the above benefit
and were paid for their memberships and dues in social cliubs
as well.

On July 26, 1977, Conrail issued a formal policv on
"Company. Sponsored Business or Professional Memberships"
which now provides specific instructions on the payment of
club membership fees and dues.

During our review of expense reports at Conrail, we
found $1,446.68 in reimpursements for club memperships in-
cluding

--membership dues and fees for social clubs, such as the
Philadelphia Country Club, the Congressional Country
Club, the Sunday Breakfast Club, and the Racquet Club
in Philadelphia; and

--memberships in professional organizations, such as
the National Association of Accountants, Financial
Executive Institute, and National Freight Traffic
Association.

We were informed that CPB does not ordinarily pay for
memberships in private clubs for officers or employees. 1Its
practice is to pay for the memberships of select department
heads and officers in certain trade organizations on an in-
dividual basis.

We examined the payments CPB made for memberships, and
while we found no payments for private social clubs, we did
find three payments totaling $85 for clubs which were not trade
or professional organizations. These were reimbursements paid
to officers for memberships in:

Capital Hill Club 535.00
Admirals Club -25.00
Ionosphere Club 25.00

$85.00

Most ©f the membership fees we  found were paid by CPB.
directly to the clubs and organizations. A separate account
is maintained for membership payments and for subscriptions
paid bv LPB. During fiscal vear 1976, the transition quar-
ter 1976, and the first guarter of fiscal vear 1977, the.
total charges to this account for memberships and subscrip-
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tions was $34,478. according to CPB, the great majorizy of
these costs pertained to corporate memberships in broacdcast-
ing organizations { European Broadcasting Union, Asian
Broadcastiag Union, Public Service Satellite Consortiunm),
reference oublications, job opening advertisements in major
broadcasting magazines, and a national clipping service.

Parking fines

USRA has no formal policy on paying parking or trzZfic
fines incurred by employees on official business. USRA's
practice, however, has peen to pPay such fines because :-
bSelieves that is less costly than hiring additional per son-

nel.

We found that Conrail was the only corporation we re-—
viewed with a formal policy on the payment of traffic fines.
Its policy was that all traffic fines and court costs were
nonreimbursable. While LSC did not have a specific policy
addressing traffic fines, we were informed by corporate
orficials that it does not reimburse or directly pay fines
incurred by emplovees while conducting official business.

CPB and Amtrak do not have specific policies address-
ing the payment of traffic fines, but corporate officials
told us that they have paid traffic fines in the past. The
fines were paid for employees conducting official business
while operaiing corporation vehicles. According to offi-
cials at bott corporations, no such payments have been made
recently. Amtrak's present informal policy, we were in-
formed, is not to pay for traffic fines incurred by its
employees. .

OTHER ADMINISTRATIVE MATTERé CONSIDERED

In addition to the matters raised in the Treasury audit
report, we compared the policies and practices of the four.
corporations for travel and employee relocation with USRA
and found them to be similar with only minor variations.

We also obtained information as to whether the corporations

orerated executive dining room facilities.

Travel and subsistence

-

USRA's zolicvy on travel -allowances provides that of-
ficers and a2mplovees ara Dermitted the cost of lodging, aeals,
and miscellansacus 2Xz2enses on official travel

TToR an ictual cost dasis up to 5§50 der day, with lcdg-

<19 2XPenses supported oy recelpted 51lls or

TTRTa LlXed 3ZES Zer dav o in lieu of itemized costs.



Expenses in excess of $50 per day may be allowed with
approval by the Vice-President for Administratisn. For
each report of expenses, a supervisor approves the repcrt
as "official business expenditures."

" Transportation on business travel is allowed at actual
cost, with receipts required as documentation. Employees
are instructed to use the most economical class of trans-
portation available and "suitable in the light of the length
of the trip and the work scheduled immediately zefore or
after the actual travel."” For travel charges in the time
period we examined, USRA did not require justifications on
the travel voucher for the purpose of the trip or for the
use of higher class accommodations. USRA's present policy
requires statement of “ravel purpose on expense reports.

In our review of USRA's financial statements, we exam-
ined about $221,000 in travel expenses. We found that most
reimbursements for subsistence were made at the $35 per day
rate, with no receipts required. For those reimbursements
for actual expenses up to $50 per day, we found that receipts
were properly providad. Because USRA policy does not re-
quire travelers to indicate the purpose of trips on support-
ing documentation, we could not judge whether the trips
were proper. Our examination of transportation charges
showed general adherence to policy, including only limited
use of first class air travel.

We found the overall travel policies for Conrail, Amtrak,
CPB, and LSC to be similar. 1In examining expense reports for
trips taken by corporate officers, we found that the majority
of trips were supported by some indication of business pur-
pose.

Even though support for travel pubpose was better at
the four corporations than at USRA, we still could not
judge the propriety for a substantial number of trips at
the four corporations. Business purpose was not shown at

--Conrail for 34 out of 79 trips,

--Amtrak for 84 out of 337 trips,

--CPB for 41 out of 131 trips, and

--LSC for 20 out of 110 trips.

All four corporations require that' the mos: economical

class of transportation available and suitable -e used, and
all four pay actual ctransportation costsa. LSC's policv re-
guires justificaticn for use of first class air sravel and
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prior approval for such travel from the Executive Office of
the ' irector of Administration. CpB's policy on travel in
effec ¢ during the period we examined provided that Ffirst
class travel could be used with no advance approval re-
quired whenever 3 flight was longer than 4 hours. The P8
policy has since been revised and now requires that any
first class travel must pe approved, in advance where
possible, by the Office of the Vice President for Finance.
Wwe found on examining expense reports at the corvorations
that part of the trip included first class air traval at

--Conrail in 16 of 65 trips,
--CPB in 25 of 126 trips, and
--LSC in 5 of 110 trips.

Aamtrak policy requires maximum use of rail travel but
permits air travel when Circumstances warrant it, First
class air accommodations can be used only if coach 1s not
available and the trip cannot bhe rescheduled. At Amtrak
we examined airline billings, which included tickets for
any officer or employee, since air ticket receipts were
not maintained with the expense report. We found that of
1,052 tickets, only 40 were for first class air travel.

Justification for using first class accommodations
was found on 5 of the 25 expense reports at CPB and 1 of
the 5 at LSC. We found no justifications for the use of
first class accommodations at Conrail or Amtrak.

Amtrak's and Conrail's policies on meals and lodging were
quite similar. They reimbursed employees for reasonable and
actual costs for subsistence while traveling. CPB reimburses
employees for actual costs of lodging but has a $20 per day
limit on meals. 1LsC has a $40 per day limit on subsistence
but makes exceptions in designated high rate areas.

We also found that most charges for subsistence at the
four corporations appeared reasonable. We noted that at
Conrail subsisténce varied greatly on-different trips; some
of the highest subsistence charges were incurred at:con-

ferences or national crqanization_meetings. For example:
--At a fall meeting Of the Naticnal Fre2ignt Traffic
Assoclation in Phoenix, Arizona, =he daily charge
for lodging with tax and serv:ice charze was 5108.30.
--At another nmeeting
Sulsnur ngs, We
S was




Although company policy states that accommodations
should be at the minimum rate possible, it was imprac-
tical to determine 1f it had been followed.

Relocation policies

USRA policy for relocation provides that emplovees are
reimbursed for actual travel costs at the rates specified
for regular business travel. Other charges that are reim-
cursable include moving and storage of household effacts
up to a 15,000-pound limit, two house-hunting trips for
employee and spouse for up to 7 days, and temporary living
guarters during relocation for up to 60 days.

USRA reimburses some costs incurred by the relocating
employee on the sale or lease of his former residence, such
as broker's fees, commissions, closing costs, or lease
penalty payments. USRA does not reimburse employees for
the costs incurred on the purchase of a new residence or
for any income tax consequences as a result of relocation.

USRA paid relocation expenses totaling $67,690 in
fiscal vyear 1976. We reviewed about $62,000 in relocation
rayments and found that only $18,141 was for employees who
actually relocated; the balance was for employees who chose
payments in lieu of relocation. The payments made for
actual relocations were in accordance with USRA's written
policy on relocation.

Conrail, Amtrak, CPB, and LSC policies provide that
they pay the travel costs of relocating the employee and
the cost of moving the employee's household. Conrail,
Amtrak, and CPB have no weight limitation on moving the
employee's household effects. "'LSC has a 13,000-pound limit
on moving and storage. Conrail makes available to its
noriunion employees the services of a relocation management
company to handle the sale of the relocating employee's
former residence and moving of household effects. Conrail
pays up to $1,000 iIn incidental expenses and Amtrak
provides a $500 allowance for relocation expenses not
otherwisg reimbursed.

Conrail, Amtrak, and LSC ;ay for costs incidental to

tne sale of the emplovee's form residence, including legal
fzes, transfer or doc“ment taxe:, real estate commissions,
and reascnable nortgage rnoavueﬂc penalties. Amtra< and

L3C also reimburse an =2m jlovee costs incidental to the
curchase of a new residence. :?B cclicy does not discuss

oa- i related to the sale or “urcnase of a

S Tesldence. We woelg informed, nowever,
ol ice rot 2 Day such costs. LOuLal] and
Am ie for re:impursement of additional in-




come taxes incurred by an employee as a result of heing
reimbursed for moving expenses which are not deductible for
income tax purposes.

LSC, like USRA, provides in its policy that the tax
consequences of relocation are the responsibility of the
employee. CPB does not discuss the area in its relocation
policy, but we were informed that its practice is to not
reimburse the income tax consequences of an employee's
relocation.

In the records we examined at the four corporations we
found only limited incidences of relocation payments at
Amtrak and CPB. At Conrail and LSC, which are newer organ-
izations, we noted more examples of relocation payments.

Relocation payments at all four corporations generally
were adequately documented and the types of expenses paid
were within stated corporate policies.

At Conrail we examined payments totaling $204,697 for
relocation as follows

--relocation management company $ 152,424
--moving and storage companies r 44;942
--hotel, travel, misc. expenses 7,331

' | S 204,697

The amounts paid to-the relocation management company
represented fees for appraisals, title searches, and selling
costs of a relccating employee's former residence and a
per formance fee based on a Percentage of the appraised value
of the residence. There appeared to be no maximums for the
total costs involved with either the sale of an employee's
residence or the moving of his household effects. 1In addi-
tion, the relocation management company charged Conrail a
$300 fee for each employee 1t helped-to relocate. We
found billings of $33,900 for i13 employees assisted by
the companv.

Conrail also reimbursed eamplovees for other costs
incurred on relocation, such as -

]
ot

install a new antanna -and rotor and to
Check stereo 2quipment;

--%10% ZIor poarding, Zathing, and :transportation of pet;




--%$1,945 for additional income taxes resultinc to :tnr=e
employees from their relocations.

At LSC we examined 27 payments totalinag $14,382

, in re-
location costs incurred by six corporate officers. These
payments were primarily for moving housenold effsccs, tem-
porary lodging and meals, and expenses of selling ZIormer
recidences. Alsc included were monthly consulting fees oI
$45 for a property manager handling the rental oI zn of-
ficer's former residence. According to LSC, those payman:s
were limited to a l12-month period as provided by the employ-

ee's contract.

Executive dining rooms

According to USRA officials, dining facilities with ap-
propriate business privacy were not available in or near
the Transpoint Building where USRA's offices are located.
Therefore, in June 1974, USRA initiated a project to estao-
lish a meeting and dining facility for USRA executives. The
purpose of the USRA executive dining facility was to pro-
vide a conference facility for large meetings called oy
key officials. The dining room was also envisioned as a
meeting place for USRA officials and their guests wnich
would be conducive to private, informal discussions and
which offered easy accessibility so that business discus-
sions could continue during intermissions for meals.

Although the financial records do not show zhat USRA
provided funds to its executive dining room, our review
indicates that USRA has provided about $200,000 to suppor:
dining room operations from the earliest phases through
June 15, 1977. The Association purchased the orig:inal
furnishings, kitchen accessories, and appliances for the
dining room with funds from its appropriation for admin-
istrative expenses. Salaries of the four dining rcom
employees (two part-time, two full-time) continue =0 be
paid out of USRA's administrative appropriations. In
addition, certain services and fees incurred by zh=2
dining room have been paid oy USRA with sppropriatsd.
funds. ' s ‘

The sexecutive dining room, which begakr operzting o
September 1974, generally is open Zrom noon O z
Mondav through Friday. It offers a small s=2l=zczic
antrees; sandwiches; soups; 3alads; and cevarag
inclucing beer, wine, cotffee, t2a, milk, and so0
The axecutive Jdining room stcaff, wnich ccnsists
cooks, 3nd 3 waltriss:D, o
s a day. The prics Iot '
s) orderad, is S3. The
although no formai :nal
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been done to support the $3 price, tae Vice Presicdent
for Administration and the Director of Suprort Services
agreed that $3 would be sufficient to cover the ccst of
all consumable items.

The USRA executive dining room was originally coened
to all members of the =-ard of Direczors, tAae Presicent,
Vice President, C.nera- -ounsel, and Office Directors.
With the decrease in t-e number of employees at the
Office Director level or above, membzrship is now oc=n
to USRA employees at the Division Chief lev=l or anove.
As of November 3, 1977, 57 USRA employees were members
of the executive dining room. Eligiole USRA emplovees
who desire membership in the dining room are assessed
a fee of $50 which is returned when zhe memoer leaves
USRA. The $50 ice drovides working capital for the -
dining room to cover recurring food and beverage cosrcs
and service expenses.

USRA plans to discontinue the executive dining
room service when the corporate offices move to a new
location in 1978.

Conrail has been operating an executive dining
facility at its Philadelphia, Pennsylvania, headquarters
- since November 197¢. Membership in the dining facility
is offered to selected Conrail employees after consider-
ation has been given to 11) level of compensation, (2)
level of responsibility (3) reporting level and (4) over-
all need to be there. Conrail does not require its members
to pay any membership fee. About 100 Conrail employees
were members of its executive dining room in June 1977.

The purpose of the Conrail dining room is to provide a
communication center where employees can meet to exchange
ideas, particularly since so many executives were new to
ore another and to Conrail. About .40 to 50 people dine
there every day. <Zonrail charges $4.20 for soup and sand-
wich or $3 for a full meal. Food served in the Conrail
dining room is prepared by a catering firm which employs
a chef, a busboy, and two waitresses,

Billings from the catering firm separate the charges
for the cost of food, salaries, and management fee. Finan-
cial information on the operation of the Conrail executive
dining facility is an integral part of Conrail's accounting
records. Unlike USRA, Corrail keeps no separate financial
records for its dining room. However, Conrail does have
2 separate management center number in its accounting system
tor dining room expenses, which makes it possible to zs-
Certain 1ts expenses in detail.

#e were informed by officials at Amtrak, CPB, ané LSC
“nat they do not operate executive dining rooms.
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CHAPTER 5

CONCLUSIONS, RECOMMENDATIONS, AND AGENCY CCMMENTS

CONCLUSIONS

There are no generally applicable standards for the
administration and operaticn of Government corporations. It
is necessary to look to each corporation's authcrizing legis-
lation to determine the standards to pe applied. UJSRA's au-
thorizing legislation permits broad discrestionarv use of ap-
propriated funds, but we believe there arz some limits to
USRA's flexibility.

The Treasury Department's audit of USRA's administrative
policies and practices generally was accurate and adequately
supported. However, Treasury used the standards applicable
to Federal agencies and other principles of good business
practice as the criteria against which USRA's pclicies and
practices were measured. These criteria do not necessarily
apply to USRA. When measured against the broader legal
standards that we believe apply, fewer of USRA's administra-
tive policies and practic:s are questionanle. ‘

Reception and representation

In light of USRA's justification of the need for re-
ception and representation expenses, a reasonable level of
activity does not appear unwarranted. USRA also has
specific statutory authority to consult with the private

sector, and the Congress has
reception and representation
entities. Therefore. we have
reception and representation

recognized the need for
expenses at many other Federal
no basis to object to USRA's
expenses.

In considering the relatively large amount of recep-
tion and representation expenditures at USRA, we noted that
USRA receives a lump sum appropriation for administrative.
expenses.  In the absence of limitatiens 'in the appropria-
tion legislation, USRA may administratively allccate its
appropriation among those items fo:r which the funds are.
legally available. Since there is no limitation on
reception and representaticn expenditures for USRA, we
cannot object to the amount spent on thos= items.

Since completion of the Treasury audit, USRA ras issued
& revised CTOLICY On representation which zpoears o D& ra-
sponsive to many ©f the Treasury audit's sbjections bv zZre-
cluding many of the kinds of charges which USRA zgrees Were
improperly classified as reception andé recresentation.

Lad
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Payments in liey of relocatiqn

We pointed out in a previous report on USRA's fiman-
cial statements that the accounting reccrds of zmploye=s
who raceived payments instead of relocating to the Washing-
ton, D.C., area were not accurately maintained and dig not
contain enough documentation of the aroraised value of the
employees preemployment residences.

USRA requested our opinion on the propriety of pav-
ments it made to employees for commuting in place of
actually r2locating to the Washington, b.C., ar=a. our
letter to JSRA {B-175155, July 1, 1976} "includad in acop. I)
concluded that the decision to authorize davments for
Sommuting zosts in place of relocating cecsts was, in USRA's
situation, a matter for administrative determination. The
value of relocating or commuting costs paid by USRA dic
not have to be considered as compensation in teras of the
compensation ceiling in USRA's authorizing legislation.

Consulting contracts with former officers

There is some indication that USRA conceives these
contracts, at leas: in part, as additional compensation.
USRA officers at the time of the Treasurv audit received
no leave payments or Severance pay and JSRA has stated
that the practice of awarding the contrac=s was "a special
Plan to compensate officers for a transition period" in
the event USRA closed down after issuing the Final System
Plan. Also, the number of days actually worked under the
contracts, as shown in the reasury repor=, indicates
that the need for consulting services was doubtful in
some cases. We agree with the Treasury report that any
fur ther consulting contracts with former cfficers should
compensate only for dutijes actually performed or for a
specific end product. ;

Payment of club membership fees

Although the USRa Board of Directors voted to cease
payment of all club memberships a. d dues for USRA officers
in May 1975, the Board expressl left open the possibility
of authorizing similar memoersh. ps in the Zuture.

T
If the 3ocard aporoves any club member ships ia the
future, we believe that USRA should Provid=' adequate doc-
umentation :to establish the PLopriety and zusinesz ne -

cessity of tnae Membersnips.




Pavment of traffic fines

We agree with the Treasury audit that payment of traffic
fines is an unauthorized expenditure of appropriated funds,
and recommended that USRA stop further payments in a letter
dated July 11, 1977. The amounts involved were minor ($190),
and USRA has decided to discontinue paying such fines, even
though they have not conceded that the payments are unautzor-
ized. :

Board_approval of administrative policy

As a matter of general corporate law, the Board of
Directors is responsible for corporate management. We recog-
nize that the Board may delegate elements of this authority
ard that delegation may be implied from a course of conduc=-.
The Board need not actively participate in the operation of
business or even in every decision of policy. While lack
of specific approval by the Board of Directors does not
necessarily give rise to any legal impropriety, there is
an implied public trust that the Board will exercise
reasonable management supervision. USRA's Board of Directors
is now taking a more active role in administrative areas.

Comparison with other similar corporations

Our comparison of USRA's administrative policies and
practices with four similar corporations established under
Federal law indicated that the other corporations' policies
and practices, with a few exceptions, were largely the
same as USRA's and, as far as we can tell, all are operating
within their legal boundaries. As a result of the Treasury
Department audit, however, the Congress was concerned that
USRA may have gone beyond the flexibility and freedom
originally intended for it. Whether or not every corporation
established under Federal law still needs the flexibility
provided by its enabling legislation would require an exam-
ination of its current objectives and mission--a task outside
the scope of this review.

USRA's need for administrative flexibility

USRA justified many of the activities questioned in the
Treasury audit report as necessary exercises of its adminis-
trative flexibility which helped it to complete its mandated
task within the short time provided. According to USRA,
its policies on compensation-and benefits for officers and
employees enabled it to attract and retain a high quality,
dedicated staff. The policy on payments in lieu of reloca-
tion assisted in its recruiting efforts, and the postemplov-
ment consulting contracts with officers helped assure the
availability of their expertise =2ven after they lef: USRA.
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USRA justified its representation activity as essential
to keeping State governments, shippers, rail management,
rail labor, and the Congress informed on the rail restruc-
turing plan and the reasons for the choices USRA made in
developing the plan. It considered club memberships useful
because they provided a place where USRA could meet with
Members of Congress and their staffs to discuss the rail
festructurinag plan,

According to USRA some of the practices discussed in
the Treasury rfeport have now changed. Some changes appear
to be the resuit of Board action and some appear to be
pased on the ckange in USRA's role and responsibilities.
USRA cited chese examples:

-—Representation activities have decreased to abouf
one-tenth of their former level.

--The number of individuals being paic¢ in lieu of
relocation has declined to two.

--The Association Pays no club membership dues or fees,
and the amount paid for the membership in the Burning
Tree Country Club was repaid to USRA.

--Revised policies have been issued for reception and
representation expenses and travel and relocation
allowances,

USRA's role changed with the approval of the Final System
Plan and passage of the Railroad Revitalization and Regqula-
tory Reform Act. It now has a longer planned existence to
oversee the Federal inves:ment .in Conrail and pursue litij-
gation resulting from the consolidation. The tight time
constraints, short employment periods, and frequent, exten-
sive contact with business and political leaders that charac-
terized USRA's first years of operation are now much less
important to its mission. The urgency and ad hoc nature of
its mission, which may have necessitated the administrative
flexibility originally granted, may no longer exist. wWe
believe the time has come for the Congress to reexamire
USRA's current role to decide whether the administrative
flexibility originally granted is still needed or whether
expenditures for certain kinds of expenditures should be

limited.

S that it still needs administrative flexi-
its financial functions and legal m:ission

1ng its continued corporate authorities.

iscussion of this is continued in aopendix
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Recommendations to the Congress

We recommend that the Congress reconsider USRA's
current role to determine whether the administrative flexi-
bility originally granted is still required and whethsr
expenditures for certain kinds of administrative activitios
should be limited. If necessary, the Cengress could

~~revice USRA's enaollng legislation o specificall~
limit its administrative flexibilitw,

,,
ot

--limit expenditures for administrati--e zcti-i
and specifi cally put a dollar limit on represe
tion expenditures as part of USRA's apploor*at on.
The Congress has already used this zpproach to
control certain administrative expenditures at CPS.

12
i2
-

r1‘ 1]
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AGENCY COMMENTS AND OUR EVALUATION

USRA believed (see app. II) that our report gave mora
support for the concept that USRA'S administrative flaxit 11-
ity is limited than is supported by law or legislative hi
tory. According to USRA, our report 1gnOL=d the axt°n51v=
indications emphasizing its flexibility in the legislative
histories of the 3R Act and the Government Corgoration Ccn-
trol Act.

In our opinion the report adequately rncocnlzes USRA's
administrative flexibility. Our purpose was to deterxzine
the legal limitations and other factors bhat USRA should
have considered in carrying out its activities.

USRA agreed that it was appropriate for us to commen-
on the degree to which it has a continuing requirement for
administrative flex1o111ty. However , USRA believed that
our report should have explained more fully and accurateiv
the current and prospective demands of its mission. In
USRA's judgment, continuation of its flexibility is
essential for it to carry out its mission.

USRA's litigation and legal mission, which was a
relatively minor aspect of its operations cefore complation
of the Final System Plan, has placed deadlines on USRA which
it believes can be met only if it ha's the aJthO[l*V and

‘flexibility available to & Government corpcration. USRA

also believes that its responsibilities of administering
financial assistance to Conrail and, certain other railroads
necessitate its corporate status ;nd administracive flaxi-
bilitv. .

(V%)
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We recognize that USRA faces certain deadlines and

requirements resulting from its new responsibilities. we
believe, however, that because of the changes in USRA's
responsibilities it ig appropriate for the Congress to
reconsider what administrative flexibilities USRA requires
to carry out its new mission.

Additional informa
tlie comments from USRA,
four corporations were o]

tion and clarifications provided in
Treasury, Transportation and the
onsidered in finalizing this report.,




CHAPTER 6

SCOPE OF REVIEW

Our review was made at the Washington, D.C., headguar-
tecs of the United States Railway Association, the Corpora-
tion for Public Broadcasting, Amtrak, the Legal Services
Corporation, and the Department of the Treasury. We also
visitcd the headquarters nffice of Consolidated Rail Cor-
poration in Philadelphia, Pennsylvania, and branches of =he
Accounting Operations Office located in Altoona, Pennsyl~vanisz,
and Detroit, Michigan.

Our audit work at USRA involved an examination of admin-
istrative policies and practices, including subsegquent policv
changes since the audit made by Treasury. We met with cffi-
cials of the Treasury Department's Office of Audit to discuss
the scope and results of its audit of USRA. We reviewed the
related workpapers to determine if they supported matters
included in the report.

We had discussions with representatives of the 0ffic
of Management and Budget to obtain information concerning
the number and types of Govesnment corporations.

We compared USRA's policies and practices mentioned in
the Treasury audit with those of the Corporation for Public
Broadcasting, Amtrak, the Legal Services Corporation, and
the Consolidated Rail Corporation to determine whether it
policies and practices were similar to other organizations
under Federal law.




APPENDIX I APPENDIX I

COMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON, D.C. 20848

July 1, 1976

Mr. Arthur D. Lewis

Chairman of the Board

United States Railway Association
2100 Second Sireet, S. W,
Washington, D,C. 20595

Dear Mr. Lewis:

We refer to your letter of June 18, 1976, requesting our opinion
as to whether, in view of the provisions of section 202(a}(5) of the
Regional Rail Reorganization Act of 1973, fringe benefits adminis-
tratively provided for officers and other employees of the United
States Railway Association in the form of retirement berefits and
reimoursement of ‘commutation costs, would be accepted as a normal
benefit of Execurive Level | cificials and, therefore, constitue legal
pavments., '

The Regional Rail Reorzanization Act of 1973, approwved
January 2, 1974, Pub. L, No. 93-236, which in major part appears
at 45 U.S.C. § 701 et sea. (Supp. IV, 1974), established the United
States Railway Association as an incorporated nonprofit associatio:
whose powers include the preparation and implementation of a final
system plan {or rail service in the midwest and northeast regions
of the United States. Its smployees are not employees of ‘he
Federal Governmen:, 45 U.S. C. §§ 711, 712(a)(1).

Section 202(a)(5) of rthe Ace, 45 C.S.C. § 7T12(aM5), provides
e e

7t part, as {eillows (gucting from the Code):

"M3) aon
ass1gn tne

: consuiiants,
-

N, L - . - D . T I )
RN s ST S TR . tiunrnasis added, )

38




APPENDIX I : APPENLCIX I
B-175155

The compensation level cited is that provided by statute as the
pay schedule for Cabinet members (currently $63, 000 per year),

Specifically, the Association proposes to establish a deferred
compensation account for each employee effective July 1, 1976,
with the Association contributing an amount equal to 9 percent of
the employee's base compensation, probably utilizing the ICMA
Retirement Corporation. Each employee would be given the
opportunity to match all or part of the USRA contribution. These
accounts would earn the interest or dividend paid by the trustee
and this added amount would also be credited to the employee's
fund. Arrangements would be made with the trustee to allow
employees to withdraw the accumulated amount upontermination
or to retain this amount in a deferred account which would be paid
out at a later date as a retirement annuity, All regular full-time
officers and employees would be covered by the plan. It is the
stated purpose of this approach to establish a plan that could serve
to facilitate savings or alternatively be retained for retirement
purposes.

We note that this proposed plan differs materially from usual
retirement pians in that it would allow those coversZ towithéraw
the employer's contribution in addilion 10 accrued inierest or
dividends (in addition to any contribution the employee might
voluntarily elect to make)immediately at the time of termination
of employment and does not require any minimum service for
benefits to vest. :

Therefore, this plan appears to be one of deferred compensa-
tion. To the extent that such payments exceed the statutory limi-
tation, it is our opinion that they would be in violation of the statute.

On the question of the propriety of various relocation expenses,
you state that:

"= = = USRA has paid substantial relocation
expenses for officers and employees on occasion
and such pavments, when added to salary, could
exceed the Executive Level ] salary limitaticn.
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We also have a policy in USRA of paying
commutation costs of certain officers and
emplovees who could have relocated to
Washington but preferred to retain their
out-of-town residence. In each case, we
have limited commutation payments to the
amount estimated as the cost of an actual
relocation of the officer or employee. Our
interpretation of GAQ policy is that these

You have provided our Office witha copy of USRA Order 1974-1,

Travel and Relocation Allowances, section 6(e) of which pProvides
as follows:

"e. Officers or employees who elect to travel
back and forth between their USRA place of
employment and their Pre-employment
residence may be paid for the travel and
Eubsizience éxpenses incurrec. Reimburse-
ment for suchtravel will be in accordance
with the business travel allowances set
forth in paragraph 5 of this Order provided
the total amount claimed for such travel and
subsistence does not exceed the sum of the
following:

"(1) $4,000 in lieu of miscellaneous
relocation and subsistence expenses;

"(2) A pre-determined amount in liey of
cost of sale of residence; and

"(3) A pre-determined average cost of move
in lieu of cost of shipment and Storage
of household goods, Average costs from
representative areas are maintained in
the Comptroller's Office.

"The maximum allowable reimbursement under the
visions ¢f this pa ragraph will be pre-determined
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in each case at the time of emp]qyrnent. The
pre-determined amount must be approved by
the Vice President for Administration and will
be shown in the 'Remarks’ section of the
Personnel Action form. "

Our examination of the legislative history of Public Law 983-236
fails to disclose any discussion directly on point, but in view of the
fact that the compensation level cited is that provided for cabinet
members we note that cabinet members receive certain benefits in
addition to the compensation provided by section 5312 of title 5,
United States Code. We also note that relocation benefits are not
considered to be compensation to Federal employees for purposes .
of the statutory ceiling on their compensation under title 5, United
States Code.

It would appear, therefore, that the decision of whether to
authorize commutation costs in lieu of relocation expenses within
the framework set forth above is a matter for administrative
determination.

For the reasons stated itis our view that the value of the
relocation expenses or commutation expenses, as outlined above,
need not be considered as "compensation" within the meaning of
that term as used in the compensation limitation ;provision of the

above-quoted provision of law,
i ETRly yoursﬁ /A '
i 2 ).
et Aa .o

Comptroller General
"..of the United States
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m—— United States Raibay Association
2100 Second Street. S W

Washington. D.C 20595
1202) 426-3315

Donaig C Cole

Vice Presigent ‘or

Government Attaus

ane Secreta:s November i, 197°

Mr. Henry Eschwege

Director

Community and Economic
Development Division

U. S. General Accounting Office

Washington, D.C. 20548

Dear Mr. Eschwege:

This is in response to the GAO draft report :f Septerszer 19, 137
entitled "Is the Administrari-e Flexibility Origizally Proviced to che
U. S. Railway Association Still Needed?" I wish :5 express =+ appre-
ciation and that of USRA staf for the opportunity accorde: us to reet
with GAO's audit and legal staffs to discuss the orincipal Zi=dings
and conclusions contained in the draft report priosr to the Jreparation
of our formal response. In these discussions, we were abl: ro clarify
our rationale for those policies and practices reviewed by 3AD and :o
explain USRA's initial reaction to the draft repor:.

Before addressing specific points raised on the draft report, !
offer some general observations whizh apply to many oY the :omments
which follow. We at USRA understand the difficulrtr faced =v -he GAC
auditors as the result of the Paucity of meaningfui standaris :o aprly
in the review of 3 mixed-ownership Government corporation :ucx as this
Association. In the absence ¢f such standards, we have hac to assura
ourselves that our management policies and practices were r2sconsive
to perceived requirements arising out of our missi:n and lrastitutec
prudent use of the management Zlexibility providec o us us:er rthe
Government Torporation Control Acz (GCCA) and the fegionai “a:il

: Reorganication Act of 1973 (RRRW,.. ‘ 8

The legislative nisrtorv of sze GCCZa 5UppPOrIs tne ori
a Section 201 Sovernment corpcration (s vested ~izn the
e e its operating policies and practizes :ubjecs
i “hile the draft reccrs ACHNCwW. 2 22es Toe
icn 201 rorporars “here e H

AD
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to regular, non-corporate Government agencies. The draft's discussion
of USRA's rationale ‘or its policies is also incomplete, and the reader
is occasionally presented with a misleading view of USRA's use of its
corporate flexibilicw.

The legislative history of the RRRA indicates that Congress intended
not only that USRA bte granted the management flexibility generally asso-
ciated with Section 101 corporations, but did so in the belief that the
tasks assigned to USRA could be accomplished cnly with the exercise of
such management flexibility. 1In our judgment, the Congress was proved
correct in its conviction by the operating experience of the Association.

It is this same conviction with regard to our current needs that
lead us to object to the draft report's recommendations concerning legis-
lative action to curtail the administrative flexibility of the Association.
We see as a deficiency in the draft report the fact that these recommen-
dations are being offered by the GAO auditors without sufficient appre-
ciation of USRA's continuing roles of providing financial assistance to
Conrail and other railroads, of monitoring Conrail's operations and of
defending the Government's interests in the multi-billion dollar litigation
arising from the adoption of the Final System Plan.

To assure an understanding of USRA's position on the various issues
ralsed in the draft report, I request that this response be included in
the final report to Congress.

Following are more detailed comments keyed to the subject areas
identified in the draft report:

[See GAO note 1, p. 48.]

Government Corvorations {(pages 8-16) In the draft report's dis-
cussion of the Ilexibiliry and limitations applicable to Government
corporations, tnere appears to be more argumentation supporting

the concept that USRA's administrative flexibility is limited than

is suppcfted bv law or legislative historv. In so doing, the draft
report Lgnbred che extensive, contrary indications in the citations
from the legisiative historv of the RRRA and the GCCA contained inm
our letter of “arch 18, 1977 to the GAO's Office of General Counsel.
We acknowl=dge zhat there are a aumber of constraints, both statutory
and non-statutcry which serve to set bounds %o the exercise of USRA's
flexibility; anc we Have recogniz Ld che existence of these constraints

nt sceliciesg and practices.

2

manageme

the Jormulaticon of

chrcughout

18.]
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We must likewise restate our belief that Congress intended to af ford
and did afford the Association broad flexibility in its administrative
practices, as shown in the language and legislative history of the
RRRA as well as in its choice of the corporate form of organization.
The decision to treat the Association as a mixed-ownership Government
corporation organized under State (D.C.) law further underlines the
Congressional desire that the Associacion's capacity to carry out an
unprecedented z=ission under severe time constraints not be impeded by
the rigidicies applicable to regular Government agencies and even
some wholly owned (Section 101) corporations.

Review of Treasurvy Audit (pages 17-22 We do not agree that Treasury
"adequately considered” USRA's position on various aspects of the
report. In many instances, while USRA's comments to the draft report
were included in the final report, there was no indication that USRA's
position was considered. For example, the report cites USRA's dis-
agreement with the Treasury findings that $35,000 had been spent on
representation during the period examined and that there was an $800
overpayment of relocation allowances. The report should have indicated
also that USRA was right on both of those issues and that the Treasury
audit findings were incorrect. We think it is erroneous to equate

"a good business pracrice" exclusively with a tax deducticn, as many
business expenditures are valid and warranted even though not deductible

for tax purposes.

Reception and Representation (pages 23-27) While the draft report
fairly presents Treasury's findings and USRA's position on payments
for representation purposes, it should include mention of the fact
that representation expenses were drastically reduced to $4,000 in
fiscal year 1977, indicating a quick response to the diminished
requirements of the period following the acceptance of the Final
System Plan.

[See GAO note 1, p. 48.]
' Moreover, we

now have adequate controls over all representation expenses which
are exercised by senior Association vfficials, and we svstematicaily
record the date, place, kind of event and aumber involvecd in each
use or :these -unds.

h Former Jfficers (pages 28-30) The section an "USRA
earing on page 18 should state clearly the sasis for
i31lon 1o oontract {or post-enplovment services sf sfficers
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: , USRA's
President foresaw a need ‘or occasiconal services ‘r:= such officers
after they .eparted from “SRA emplovment. Ia addit:-n. the emplov=-
ment terms Ior officers did not include the severance henefits and
leave provided to other USRA emplovees. Thus the ¢ atracts substi-
tuted for these benefits while assuring the availobility -of post-
employment services of former vice presidents as neeced; Mo;eéver
t?e cost incurred bv USRA under this Arrangement wWas not substanti;i’v
different from what the cost would have been had we originallw T
provided severance pav and then compensated separated officers it

a daily rate for actual post-employment service. (

At the time the first vice presidents of USRA were ==ploved

[See GAQ note 1, p. 48.]

You are aware that in the light of actual experience with post-service
contracts and the difficulties encountered in explaining their utility,
the Association's Board of Directors of September 28, 1976, decided

to provide USRA officers with severance benefits comparable to of er
staff and discontinued the standard three-month contracts. Caentracts
with former officers are now on a daily rate basis or time actually
spent on USRA work, and these are individually apprcved bv the Board
of Directors. ,

Payments in Lieu of Relocation (pages 30-33) The section on "USRA
Response” which appears on page 31 should cite the fact that USRA
saved money by adopting a policy of providing paymerts in lieu of
relocation rather than requiring employees to move their households

to the Washington area. We estimate the savings through June 30, 1977
was approximately $50,000. This policy also permitted the recruitment
of badly needed, speciallvy skilled emplovees who wouid never have
agreed to sell their homes and relocate for what was regarded as a
short term project.

Club Membership Fees (pages 33-37) The first paragraph on page 33
states, "Treasury felt one membership in the Burning Tree Country Glub
did not fall under the prescribed USRA policy.” *This is not a correct’
statement. There were two separate memoranda concerning club member-—
ships. A memorandum dated Mav '1l, 1974, addressed z2 all officers of
the Association. discussed onlv private dining <lubs. A second
memorandum dated Mav 22, 1974, discussed countrv .iud membership for
the Chairman and President.

The report menticns the JiscuSsions 2§ :adé September 18,
1676 meetings of the USR. Bcard ot to country club
and dining club initiaticn fees and d To ¢ :_‘ and complete,
the report should mention that USRA r i i ryll rsimbursement Jor

'n behals of the

fees and dues paid to the Burning
Chairman.
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[Sée GAO note 1, 0. 48.]

As outlined in 4 memorandum dated Mav 21, 1974, the
Association determined thasr it would be advantageous in the conduct oSf
official business for each of its officers to have 3 membership in a
private dining club in the Washington area. At no :rime did the
Association “onsider this tg he 3 fringe benefic. In view of the
Templex tasks facing the oificers in developing unc explaining the
Preliminary .and Final Svstem Plans and in view of zhe comparative
i{solation of USRA's (Buzzard Point) Anacostia River headquarters,
the ciub memberships which assured availability of -onvenient
meering rooms and dining facilities were felt to be and proved to
be, useful in getting the Association's job done.

Traffic Fines (pages 37-38) While we recently decided, as 3 matter of
policy, to discontinue the Practice of paving for traffic (parking)
fines incurred by USRA emplovees traveling on official business, we

continue to believe that the past policy was an appropriate exercise
of the Association's authority as a corporation

{See GAO note 1, p. 49.] A legal analysis

Presenting the Association's position on this matter is being
forwarded to the GAO General Counsel.

Board Approval of Administrative Policy (pages 38-39) The report
should note here that the Board during the past vear has substantiallv

approval of policies and Procedures in such areas 4s: procurement,
salary programs, fringe benefits, representation eéxpenses, and travel

USRA's Need for Flexibility (pages 40-41) wWe agree that it is
appropriate for the General Accounting Office to comment on the

administrative flexibility accorded it under the Government
Corporation Control Act, the laws of the District of Columbia

and the RRRA. We feel, however, that the discussion appearing

ir the draft report needs to explain more fullv and accurately
thke current and prospective demands of the USRA mission. In

our judgement, continuation of the Assoclation as an’ independent
Government cornoration, wirn the flexibility associated with this
status, is absolutelv essentigl if we are to do our icb in the
vears ahead.

s
(o)
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It is true that the Final System Plan has been completed and that
Conrail has been activated as the Nation's largest rafilroad. Clearly,
we no longer are confronted with certain deadlines directlyv associated
with the planning phase of USRA's history. On the other hand, the
Association's litigation and legal mission, which was a relatively
minor aspect of USRA operations prior to the completion of the Final
Syster Plan, has now become extremely crucial. We must meet new
deadlines imposed by the courts and the common desire to resolve as
sromptly as possible the legal issues in dispute. This can be done
only if we have the authority and flexibilitv available to Government
corporations,

As vou know, regular departments and agencies do not ordinarilv conduct
proceedings in the courts, and most Government litigation is handlced b
che Department of Justice. USRA, as a corporation, is empowered to sue
and be sued and to perform anv other legal functions necessarv to carrv
out its statutory responsibilities, including the utilization of contr.ct
counsel. Our authority to emplov lawyers as needed, to compensate them
in accordance with their skills and to enter into contracts for needed
legal and technical support has been an important factor in the decisicn
of the Department of Transportation and the Department of Justice to
rely on USRA as the Government's agent in the defense of the Final Svstem
Plan in the courts. Billions of dollars are =zt stake in this litigation.
and it is the strongly held view of the Association that anvy measures
taken at this time [See GAO note 1, p. 48.]

to curtail our flexibilitv in
personnel and procurement matters would have catastrophic effects upon
our ability to attract and hold a first rate legal staff and to defend
successfully the reorganization of the Northeastern railroads.

Our responsibilities with respect to the administration of financial
assistance to Conrail and certain other railroads also calls for the
continuation of corporate status with appropriate administrative
flexibility. Our financial functions are, in fact, of a type which
the Government Corporation Control Act contemplated be handled through
agencies of a corporate character. We make loans, we set their terms,
we work closely with the Federal Financing Bank and we collect re-
payments. In short, we have a large volume of financial transactions
with entities external to the Executive Branch, and these are best
handled by the Government corporation.

With respect to Conrail, the protection of the large public investment
requires that we have a strong staff familiar with railroad operations.
The recruitment and retention of this staff is greatly aided by our
freedom from civil service restrictions and our ability to continue
selected employees under the coverage of the Railroad Retirement Act.
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The Association is nor aware of any significant sentiment in the
Orffice of Management and Budget, the Department of Transportation, the
Department of the Treasurv, the Justice Department or the Congress
which favors disturbing, at this cruciaj time, the independent status
Or corporate authoritv o< the United Ststes Railway Association. We
urge, therefore, that the Genera! Accounting Offjce avoid in its report
anv inference or bigs “hich might seem :o favor the premature curtail-
ment of the 2Xisting administrative flexibility of the Association.

. Comparisons with Other Corporations (pazes 42-61) Our general reacrion
to this analvsis is that USRA's pelicies and Practices are shown to
he reasonably comparable {(if not more conservative) to those of the
corporations selected ‘or review. We also reiterate our suggestion
that care Be eXercised in the inclusion of the Consvlidated Raijl
Corporation, a private corporation, in anv comparative analvsis of
Governmeat Corporation practices.

The section on "Travel and Subsistence" beginning on page 52 of the

draft should be amended to include the following: (a) for each

report of expenses, an emplovee's supervisor approves the report !
as "official business expenditures;" (b) USRA has amended its

travel order to require travelers to state the business purpose

of each trip; and (¢) there are a number of Federal agencies where

trips are covered by blanket ‘travel orders and a business purpose

1s not stated for individual trips.

The draft report on pages 39-61 should acknowledge the extent to
which executive dining rooms and other enployee dining facilities
in regular Federal agencies are supported by appropriated funds.
Also, it should be noted that currently zembership in the executive

Conclusions and Recommendations (pages 62-64)

Our specific responses to the report's summary conclusions are covered
in the appropriate sections of this reply. As for the report's
recommendations suggesting means of limiting the existing adminis-
trative flexibility granted to USRA by Congress, we must reiterate
our conviction that the successful completion of our current mission
is in large part dependent on the retention of the management flexi-
bility which we believe we have exercised responsibly and prudenctly.

Dénald C. Cole”
President . : ‘
GAO note: 1. Deleted comments relate to matters discussed in

/

our draft recort bur omitted from or modified
In this final report.

2. Page rafsiences in tnis appendix refer to our
drafs recort and May nct adree with page
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DEPARTMENT OF THE TREASURY
WASHINGTON. D.C. 20229

ASSISTANT SECRETARY .
Sertember 26, 1977

Dear Mr. Lowe:

I am responding on benhalf of 3ecrstary Biumenthal to vcur
request for the Department of =the “reasury’'s comments on vour
proposed report titlea: "Is the Flexidbility Originally Pro-
vided to the U.S. Railway Associat:on 5till Needed?" The
proposed report states that the Trzasury's audit of the Unizzd
States Railway Association (USRA) was capacly done and that
the resulting report was accurate and sdeguately supported.
While your report points out that standards acplicable to
Federal agencies and other criteria of good business practices
used in the: Treasury report do not necessarily apply, the cca-
clusions in the draft report with respect to guestioned USRA
practices are substantially the same as Treasury’s.

In preparing the final report we suggest that vou comment
on the Treasury Department's recommendations con pages 28 anc
29 of its report that USRA examine whether payments made to
USRA employees in lieu of relocating were prorerly treated
as not subject to withholding for state and Federal income
taxes.

We understand that the former chairman of USRA, Mr. Arzaur
D. Lewis, reimbursed USRA for the 55,000 initiation fee ana
$1,400 in dues paid by USRA to the Burning Tree Country Clu:
on his behalf. We recommend that this fact b~ recognized irn
your final report.

Finally, page 63 of the proposed report states that, in
comparing USRA's administrative peolicies and practices with
four similar corporations, the GAO found that the other corcora-
tions' policies and practices were largely the same as USRA's.
In our view the report should state here, as it does on page 4c,
that payments in lieu of relocating and consulting contracts
with former officers are exceptions to that conclusion.

Sin ly yours,

¢. ) au

H
Rogef . Altman

Mr. Victor L. Lowe

Director . )
U.S. General Accounting Office

Washington, D.C. 20548

GAO note: Page numbers in this acvendix refer to our Qraft
report and may not agree with gage numbers 1n

this final report.

49



APPENDIX IV

PRINCIPAL OFFICIALS RESPONSIBLE FOR

MATTERS DISCUSSED IN THIS REPORT

APPENDIX IV

Tenure of office

UNITED STATES RAILWAY ASSCCIATION

From

CHAIRMAN AND CHIEF EXECUTIVE

OFFICER:
William K. Smith {acting)
(note a) July
Arthur D. Lewis (note D) July

PRESIDENT AND CHIEF OPERATING

OFFICER:
Donald C. Cole Nov.
Donald C. Cole (acting) July
James A. Hagen (note c) July
Edward G. Jordan Mar.
GENERAL COUNSEL:
Cary W. Dickieson June
Jordan J. Hillman Feb.
VICE PRESIDENT FOR
ADMINISTRATION:
Alan L. Dean Mar.
COMPTROLLER:
William H. Bozman June

1977
1974

1977
1977
1975
1974

1976
1975

1974

1974

To

Present
June 1977

Present

Nov. 1977
May 1976
July 1975

Present
May 1976

Present

Present

NATIONAL RAILROAD PASSENGER CORPORATION {AMTRAK)

PRESIDENT:
Paul H. Reistrup Mar.

VICE PRESIDENT, PERSONNEL
AND ADMINISTRATION:
Kenneth A. Housman May

1975

1971

CORPORATION FOR PUBLIC 3ROADCASTING

PRESIDENT:
Henry Loomis Oct.

in
(]

1972

Present

Present

Prasent
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Tenure of office
From To

CORPORATION FCR PUBLIC BROADCASTING

VICE PRESIDENT-FINANCE,
ADMINISTRATION AND TREASURER:
Ben Posner : Sept. 1973 Present

LEGAL SERVICES CORPORATION

PRESIDENT:
Thomas Ehrlich Jan. 197§ Present

DIRECTOR OF ADMINISTRATION:
Nelson R. Rios Apr. 1976 Present

CONSOLIDATED RAIL CORPORATION

CHAIRMAN AND CHIEF EXECUTIVE

OFFICER:
Edward G. Jordan Apr. 1976 Present
CHIEF FINANCIAL OFFICER:
Robert Platt July 1977 Present
R. V. Wadden {(actingj) Apr. 1976 July 1977

DIRECTOR, CORPORATE
ADMINISTRATIVE SERVICES:
Tobias V. Welo Apr. 1976 Present

DEPARTMENT OF THE TREASURY

SECRETARY OF THE TREASURY:

W. Michael Blumenthal Jan. 1977 Present
William E. Simon May 1974 Jan. 1377
UNDER SECRETARY:
Bette B. Anderson Mar. 1977 Present
Jerry Thomas Apr. 1976 Jan. 1977
ASSISTANT SECRETARY
"(ADMINISTRATION):
William J. Beckham, Jr. Apr. 1977 Present
Warren J. Brecht . Apr. 1972 Apr. 1977

51



APPENDIX IV APPENDIX IV

Tenure of office
From 22

DEPARTMENT OF THE TREASURY

DIRECTOR, OFFICE OF AUDIT:
Wilbur R. DeZerne Aug. 1971 Present
a/Mr. Cole assumed the functions of the Chief Executive

Cfficer on the resignation of Arthur D. Lewis in June
1977.

b/Before this confirmation date, Mr. Lewis served USRA as
a consultant.

c/Mr. Lewis assumed the functions of the office of the

President on the resignation of James A. Hagen in May
1976.

(34344)

w
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