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UNITED STATES GENERAL ACCOUNTING OFFICE 
WASHINGTON, D.C. 20545 

OMCRAL OOVCANMLNT 
DIV4SION 

B-202774 

The Honorable James G. Watt 
The Secretary of the Interior 

Dear Mr. Secretary: 

We recently performed a Government-wide review of Federal 
agencies' and grantees' policies and practices on handling in- 
come generated under federally assisted programs. We found that 
a number of Federal agencies, including the Department of the 
Interior, had not established regulations addressing some grant 
related income issues, were not conforming to the Office of 
Management and Budget's grant related income standards, and/or 
were not adequately implementing their grant related income 
regulations. As a result, the objectives which the income 
standards sought to attain-- using the income to increase the 
size of the federally assisted programs or to reduce the Federal 
Government's and grantees’ shares of program costs--were not 
always being attained. We are reporting the findings as they 
relate to your agency and recommending that you direct the 
Interior agencies included in our review to develop regulations 
on some grant related income issues and to comply with existing 
grant related income regulations so that the income standards' 
objectives can be attained. 

I As you know, 31 U.S.C. S720 requires the head of a Federal 
agency to submit a written statement on actions taken on our 
recommendations to the House Committee on Government Operations 
and the Senate Committee on Governmental Affairs within 60 days 
of the date of the report and to the House and Senate Committees 
on Appropriations with the agency's first request for appropri- 
ations made more than 60 days after the date of the report. Our 
recommendations to you appear on pages 12 and 13. 

We are sending copies of this report to the Director, 
Office of Management and Budget; appropriate Senate and House 
Committees; and other interested parties. 

Sincerely yours, 

William J. Anderson 
Director 
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RESULTS OF GAO'S REVIEW OF INCOME 
GENERATED UNDER DEPARTMENT OF THE 

INTERIOR ASSISTANCE PROGRAMS 

BACKGROUND 

Grant-related income is any money received by grantees dur- 
ing the course of operating federally assisted programs. Grant- 
ees in a number of Interior programs generate income from (1) 
rents for land, housing, and industrial facilities collected on 
properties acquired with Federal assistance; (2) investment 
income (interest) earned on grant project funds; and (3) pro- 
ceeds realized from the sale of property, oil, and natural gas. 
OMB issued standards durinq the 1970's requiring grantees to 
account for income generated under programs financed in whole or 
in part with Federal funds.1 

OMB categorized different types of income by source and 
provided principles for each type's disposition, as follows: 

--Interest earned by States or their instrumentalities on 
advances of Federal funds pending disbursement need not 
be remitted to Federal aqencies per the provisions of the 
Intergovernmental Cooperation Act of 1968. 

--Interest earned by others on advances of Federal funds 
must be remitted to Federal agencies. 

--Proceeds from the sale of real and personal property are 
to be remitted to the Federal Government in proportion to 
the percentage of Federal participation in the cost of 
the original project. 

--All other program income (fees, rents, lease income, 
etc.) earned during the grant period is to be retained by 
grantees but used in one of three ways. 

The circulars specify the three available options for 
handlinq the last type of income --other proqram income. The 
grant agreement is to specify which of the followinq options the 
grantee is to use: 

--Additive: Add the income to the funds committed to the 
project by the grantor and grantee and use it to fur- 
ther eligible program objectives. This is intended to 

'Attachment E of Circular A-102: Uniform Administrative 
Requirements for Grants-in-Aid to State and Local Governments, 
issued in 1971 (revised January 1981) and Attachment D of 
Circular A-110: Uniform Administrative Requirements for Grants 
and Agreements With Institutions of Higher Education, 
Hospitals, and Other Nonprofit Orqanizations, issued in 1976. 

1 
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result in a larger program than what would otherwise be 
the case. 

--Cost-sharing: Use the income to finance the non- 
Federal share of the project. This is to result in the 
same size program. The grantee is allowed to use pro- 
gram income as part or all of its contribution towards 
project costs rather than having to contribute its 
share from its own resources. The Federal contribution 
remains the same. 

--Deductive: Deduct the income from total project costs 
to arrive at net costs on which the grantor and grantee 
shares will be based. This is to result in the same 
size programl and unanticipated program income is used 
to reduce the grantor and grantee contributions rather 
than to increase the funds committed to the project. 

These three options for handling other program income are graph- 
ically displayed in appendix II. 

OBJECTIVES, SCOPE, 
AND METHODOLOGY 

Our review was undertaken to assess agencies' policies and 
practices for reporting and disposing of grant-related income.. 
Two of your agencies were included in our review--the Fish and 
Wildlife Service (FWS) and the National Park Service (NPS). 

Federal financial assistance for Interior programs is pro- 
vided to State and local agencies through many programs. Be- 
cause existing information and reporting systems were inadequate 
for determining which programs were generating income, we se- 
lected and examined four programs --the FWS' Wildlife Restoration 
and Fish Restoration programs and the NPS' Historic Preservation 
and Outdoor Recreation programs --that generated income, based on 
reports issued by Interior's Inspector General. 

The number of States we visited and grantees/subgrantees we 
contacted is shown below by program. 

Number of Number of grantees/ 
Programs States visited subgrantees contacted 

Wildlife Restoration 10 10 
I Fish Restoration 7 7 
~ Historic Preservation 5 12 

Outdoor Recreation 6 9 

( Our selection was gdnerally designed to yield grantees with 
i varying dollar size grants and a combination of grants for which 
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income was and was not reported. We interviewed grantee offi- 
cials having proqram, administrative, and financial responsi- 
bilities and examined grantee records to verify the information 
obtained. 

In Washington, D.C., (headquarters) and in four Federal 
Regions --New York, Atlanta, Denver, and Seattle--we interviewed 
Interior officials having program , grants administration, ac- 
counting, budgeting, auditing, and legal responsibilities. We 
examined agency records and reviewed several hundred internal 
audit and Inspector General reports for the period 1974 to mid- 
1981. We used these reports, along with information we obtained 
from our audit work, to develop our findings. Because of the 
larqe number of audit reports reviewed, we did not verify the 
supporting data and did not pursue what corrective action was 
taken. We conducted these interviews and record reviews to 
ascertain Interior's policies on grant-related income and to 
determine whether aqency and grantee practices were in accord 
with the policies. 

This audit was performed in accordance with generally ac- 
cepted government auditing standards. . 

GRANTEES SHOULD USE PROGRAM 
INCOME FOR PROGRAM PURPOSES 

OMB's proqram income standards provide that grantees are to 
retain program income and, in accordance with the grant agree- 
ment, use the income under one of the three program income op- 
tions. Applying these options results in expanded programs or 
reduced Federal and grantee costs. Interior programs we re- 
viewed all have regulations requiring grantees to retain the 
income and use it for program purposes. We found, however, that 
grantees were not always retaining and using the income under 
the options available, and thus, Interior programs did not 
always benefit when income was generated. 

Outdoor Recreation Program rggulations require grantees to 
retain program income and to apply it to the program according 
to the additive or deductive option. We found that in 1980, New 
Jersey generated $72,500 of income from the lease of a State 
park funded, in part, under the Outdoor Recreation Program. An 
additional $105,000 was generated at other State parks, some of 
which received Federal outdoor recreation funds. However, none 
of this income was used on the projects; instead, in accordance 
with State law, the income was deposited to the State's general 
fund. State officials told us that the State's accounting 
system does not distinguish between income generated from fed- 
erally and nonfederally assisted projects and that they did not 
determine whether some of the lease income may be applicable to 
the federally assisted projects. We asked them to make this 
determination, but they have not responded to date. 

3" 
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Under Interior's Wildlife Restoration Program, federally 
assisted wildlife areas have been leased by the States to pri- 
vate concerns for extracting oil, gas, and mineral deposits. 
While Interior's Wildlife Restoration Program policies require 
grantees to apply all income to wildlife projects, we found some 
cases where lease and royalty income was deposited in States' 
general funds rather than being applied to the grantees' wild- 
life projects. 

In Utah, for example, which as of January 1982 had 111 
leases covering over 58,000 acres, nearly $59,000 in lease in- 
come was generated. Over 40,000 of the acres are in federally 
assisted wildlife management areas. The State was depositing 
all proceeds from mineral leases in the general fund in accord- 
ance with a State statute. Regional Interior officials in 1981 
questioned the disposition of the income, citing FWS regulations 
prohibiting the diversion of income from wildlife purposes. 
Interior and State officials recognize that a conflict exists 
between the State statute and Interior's regulations, and they 
are working to resolve the conflict. 

In Indiana, State law requires the deposit of oil royalties 
to the State's general fund. In February 1981, FWS officials 
questioned State officials on the practice of crediting the 
State's general fund with oil income generated on federally 
assisted wildlife management areas. Discussions between State. 
and FWS officials occurred intermittently until March 1982 when 
the Governor of Indiana wrote to the Secretary of the Interior 
stating that the oil royalties were not program income. In July 
1982, Interior responded that the oil income was program income 
and should have been credited to wildlife programs. In a letter 
dated November 15, 1982, the State advised Interior regional 
officials that nearly $115,000 in oil revenues generated during 
the period July 1973 to June 1982 will be credited to wildlife 
purposes and that income generated after June 1982 would also be 
credited to wildlife purposes. 

Other situations such as these have arisen over the past 
few years. yet, to our knowledge, Interior agencies have not 
systematically reviewed State practices to ensure compliance 
with agency regulations. In our opinion, Interior agencies need 
to review grantees' practices and to emphasize the program in- 
come requirements contained in program regulations so that when 
grantees receive income from operating federally assisted pro- 
grams, the income will be applied toward accomplishing the pro- 
qram income objectives. 

FOR WHAT PURPOSES CAN 
PROGRAM INCOME BE USED? 

Interior agencies have varying policies on the use of 
program income. For instance, Wildlife Restoration Program 
policies consider program income as Federal funds subject to the 
same standards of cost allowability. FWS program policies state 

4 
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that proqram income becomes Federal funds if the Federal Govern- 
ment participated in the activities which produced the income. 
According to the policy statement, the use of the income is 
subject to the same constraints, limitations, and requirements 
that apply to the use of Federal funds. 

Interior's Outdoor Recreation Program funds are available 
for planning, acquisition, and development activities but not 
for the operation and maintenance of outdoor recreation facili- 
ties. The Outdoor Recreation Program regulations, however, are 
silent on the expenditure of program income funds for operation 
and maintenance. In Louisiana, substantial income is expected 
to be derived from mineral leases on outdoor recreation land 
acquired with Federal assistance. Louisiana proposed to estab- 
lish a trust fund for financing outdoor recreation acquisition 
and for outdoor and indoor recreation development projects. 
Based on an opinion of Interior's Solicitor, Louisiana was 
advised that the income could be used for outdoor recreation 
acquisition, development, operation, and maintenance but not on 
indoor recreation projects. Thus, it appears that program in- 
come, but not Federal funds, may be used to fund operation and 
maintenance of outdoor recreation activities. . 

OMB, in its Circular A-87 which establishes cost principles 
applicable to grants with State and local governments, states 
that grant program funds can be used only for allowable costs. 
OMB defines grant program as an activity funded by Federal and 
grantee funds. In our report* on grants awarded to nonprofit 
organizations, we stated that a grant program is comprised of 
not only the Federal and grantee funds but also any program in- 
come generated under the program. Thus, in our opinion, program 
income funds could be used only for allowable costs. 

Although this determination applied only to the case we 
considered, we believe it would be desirable for Interior, in 
view of the uniformity sought by OMB Circulars A-102 and A-87, 
to reexamine the different program policies on the allowable 
uses of program income funds. 

WHEN SHOULD PROGRAM 
INCOME BE SPENT? 

The Interior Wildlife Restoration Program had no requla- 
tions on when program income should be spent. Lacking Federal 
agency direction, we found that some grantees retained and 
planned to spend the income later during or after the project 
period and thus, they did not reflect program income in their 
drawdowns of Federal funds. In addition to the cash management 
implications of this practice, it may be difficult for Federal 

*"Restrictions on Abortion and Lobbying Activities in Family 
Planning Programs Need Clarification*' (GAO/HRD-82-106, 
Sept. 24, 1982). 

5 
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agencies to ensure that program income retained for expenditure 
after the project period will be used for originally aqreed upon 
purposes. 

Under .the Wildlife Restoration Program, Florida and Georgia 
earned, and planned to spend in future years, substantial income 
from the sale of special hunting permits, wildlife management 
area stamps, and in one case, a long-term lease. In Florida, 
annual permit sale revenues totaled over $1 million in 1981 and, 
after deducting for certain expenses, were deposited to a land 
acquisition trust fund. This fund totaled $1.7 million as of 
June 30, 1981. Florida also received $1 million in 1981 as a 
lump-sum payment under a 45-year lease agreement wherein 884 
acres of a federally assisted wildlife management area were 
leased to a city for waste treatment purposes. The money was 
placed in a special trust account for future development of 
wildlife management areas. 

In Georgia, income from hunting stamp sales is remitted to 
the State Treasury. Income in fiscal year 1980 was about 
$320,000. These funds are appropriated by the State for wild- 
life purposes in the following year. 

, 
During our review, we examined the Federal control of and 

share in Florida's $1.7 million land acquisition trust fund. 
Federal officials told us that they have reached agreement with 
State officials that any future land acquisition paid for out of 
the trust fund will have a Federal share. In response to our 
question as to the amount of the Federal share, Florida offi- 
cials provided us with their computations showing that of the 
almost $1.2 million added to the fund for the 3-year period 
ending 1981, about $150,000 or 12.6 percent represented the Fed- 
eral share. We suggested that because the Federal agency parti- 
cipated in financing 75 percent of project costs, 75 percent of 
the income would appear to more equitably represent the Federal 
share. After we discussed this with Interior regional and State 
officials, they agreed that a 75-percent Federal share exists in 
the $1.7 million trust fund as well as in lands purchased with 
trust fund assets. Interior regional officials also agreed to 
clarify the Federal share of the $1 million special trust fund. 

The matter of when to spend program income funds is impor- 
tant when viewed in the context of Federal cash management ob- 
jectives. Reduced Federal borrowing costs due to reduced Fed- 
eral fund advances or reimbursements could result if grantees 
were required to use program income funds to defray project 
costs before requesting Federal funds. Although not explicit, 
this appears to be the objective sought by attachment H of OMB 
Circular A-102 which requires grantees to subtract program in- 
come from their requests for Federal funds. However, in the 
Florida and Georgia examples discussed previously, program in- 
come was not subtracted from requests for Federal funds. 

6 
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Establishing a regulation calling for the spending of pro- 
gram income before spending Federal funds would ensure that the 
income is spent during the time the project is active and on 
project purposes and would result in a reduction of grantees' 
immediate needs for Federal funds. 

INTEREST EARNED ON 
PROGRAM INCOME 

Program income accruing to grantees is being invested and 
is earning interest. Although Interior agencies' regulations 
guide the disposition of program income, they do not address the 
disposition of interest earned on program income. We did note 
that some agreements with States under the Outdoor Recreation 
Program provided for the disposition of interest earned on 
certain types of income. In the absence of regulations in this 
area, however, the other grantees we reviewed were guided by 
State and local laws. 

Some States require that all interest received from in- 
vested program income funds be credited to State accounts rather 
than to the program whose funds earned the interest.. In other 
States, interest earned on invested funds is credited to the 
individual program account: thus making available additional 
funds for accomplishing program purposes. The different ways 
grantees treated interest earned on program income wnere no 
Federal policies or regulations exist are identified below: 

--In Colorado, all wildlife program income is deposited to 
the State's wildlife account. The wildlife account, 
however, is not credited for any interest earned on the 
funds because the State's statute requires that all in- 
terest be credited to the State's general fund. 

--In Wyoming, wildlife program income is deposited in the 
State's wildlife accounts. Interest earned on these 
accounts is used for furthering wildlife purposes. 

--In' Georgia, proceeds derived from special hunting permit 
fees under the wildlife program are deposited to the 
State general fund and invested. In the following year, 
the State appropriates an amount equal to the permit rev- 
enues to the State wildlife agency, which, in effect, 
denies the agency any interest earned on the funds. 

--In New Jersey, all lease income generated from State 
parks developed or acquired with Federal outdoor recrea- 
tion funds and the interest thereon is deposited to the 
State's general fund. 

--In Florida, a certain percentage of proceeds from the 
sale of special hunting permits under the wildlife pro- 
gram is deposited to a land acquisition'trust fund. 
Interest earned is retained in the account and totaled 

? 
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$143,000 in fiscal year 1981 on a principal amount of 
$1.7 million. 

--Also in Florida, lease income of over $1 million under 
the wildlife program was deposited in a special trust 
fund and earned $108,000 in interest over nearly a 2-year 
period. The interest was retained in the special ac- 
count. 

Under Interior's Outdoor Recreation Program, some States 
are involved in the extraction of oil, gas, and mineral deposits 
from lands acquired with outdoor recreation funds. In the cases 
we reviewed in which States proposed to extract deposits, the 
agreements between the States and the Interior contained provi- 
sions requiring that the income be dedicated to outdoor recrea- 
tion purposes. For the most part, the agreements also specified 
that any interest earned on invested income must also be dedi- 
cated to outdoor recreation purposes. 

We believe that Interior should establish regulations deal- 
ing with the disposition of interest earned on invested program 
income funds. Consideration could be given to designing the 
regulations along the lines of having grantees treat the inter- 
est as they treat the program income. Thus, programs could get 
larger or costs to the Federal Government could be further re- 
duced depending on which program income option is being applied. 

We also believe that Interior should determine whether any 
Federal share exists in the interest earned on the $1.7 million 

I 
Florida wildlife trust fund and the $1 million special trust 
fund. 

I AGENCIES' REGULATIONS 
I CONFLICT INTERNALLY 

FWS and NPS have each issued program income regulations or 
adopted practices which conflict internally and possibly with 
statutory provisions thus confusing grantees on the proper use 
of program income. FWS has program income regulations allowing 
two of the three OMB options--the additive and deductive. The 
statutes authorizing Fish and Wildlife programs, however, appear 
to allow only the additive option for certain types of program 
income. At the regional level, one official told us he uses the 
OMB circular as his criteria. In another region, an FWS offi- 
cial told us he allows two of the three options in the OMB Cir- 
cular-- the additive and deductive--but he also allows grantees 
to use the income to fund an entirely separate project. 

NPS' Historic Preservation Program Manual states that pro- 
gram income is to be retained by the grantees and used to fur- 
ther the objectives of the legislation. This language is simi- 
lar to that used by OMB to describe the additive option under 
which program income is added to the program. However, the NPS 

8 
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manual does not offer the additive option but instead offers 
only the cost sharing and deductive options. 

We believe the two Interior agencies need to review their 
regulations concerning the options available for using program 
income to make them clear and consistent and reflective of 
statutory requirements. 

BETTER REPORTING OF GRANT- 
RELATED INCOME IS NEEDED 

Although certain types of program income are required to be 
reported, grantees are failing to report millions of dollars of 
such income generated under Interior programs. Also, other 
types of income, such as interest and s.ales proceeds, are not 
reported because reporting is not required. As a result, Fed- 
eral oversight and control of the income's disposition are im- 
peded. Accurate and complete reporting of grant-related income 
would produce the information needed to effectively oversee and 
control the significant amounts of income generated under fed- 
erally assisted programs. 

To determine the magnitude of the nonreporting, we judg- 
~mentally selected and reviewed about one-third of Interior's 
~audit reports from 1974 to mid-1981. This review showed that 
~unreported program income, as identified in 40 of the audit 
~reports, totaled over $3.8 million during that period. 

An Outdoor Recreation Program grantee in Idaho did not re- 
port $38,000 in program income during 1980 as required. How- 
ever, during our review, the grantee said that he planned to 
report it on a future billing. Two grantees in the Historic 
Preservation Program earned income but, contrary to agency regu- 
lations, failed to report it. One grantee in Utah earned about 
$71,000 and the other grantee, in Colorado, earned about 
$14,700. 

We also noted that three grantees in the Fish and Wildlife 
Restoration programs were earning, but not reporting, grant- 
related income. In New York, a grantee generated, but did not 
report, $2,970 of program income. A Utah grantee earned $6,653 
of income which a State official agreed to report on a future 
request for reimbursement. A Florida State grantee earned 
$108,000 in interest on funds received from leasing a wildlife 
management area. The grantee reported the lease transaction to 
FWS officials but did not report the interest consistent with 
FWS regulations which do not require the reporting of interest. 

In one case, a State grantee was not required by FWS to 
report permit sales even though two other States which had per- 
mit sales income were required to report their income. Under 
Interior's Wildlife Restoration Program, 2 of t,he 10 States 
in our review derived income from special hunting permit sales 
on federally assisted wildlife management areas. FWS regional 
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officials consider these permit sales to be program income in 
Georgia and Florida and require the States to report the in- 
come. But the permit sales are not considered program income in 
another State, North Carolina, and therefore the income is not 
required to be reported. 

FWS policy on program income cites the sale of management 
area permits as an example of income producing activities whose 
proceeds must be reported. Thus, as a result of a February 1977 
audit report, in which Interior auditors noted that Georgia 
permit sales of $415,000 had not been reported, the Assistant * 
Regional Director for Federal Assistance advised Georgia that 
"Since these Wildlife Management Areas were financed in part 
with Federal Aid funds, the revenue received must be treated in 
accordance with the program income provisions of [OMB Circular 
A-1021." 

In contrast, a May 1977 audit report noted that North 
Carolina did not report permit sales income of over $800,000 for 
the 29-month period ending September 1976, but FWS' Deputy Asso- 
ciate Director concluded that the North Carolina permit sales 
were not program income, "* * *based on the criteria established 
that the management of game lands is not the income-producing 
activity." The Interior official, however, did acknowledge that 
Federal aid funds were used in managing all State-controlled 
lands. 

In our opinion, the FWS' determination that North Carolina 
permit revenues did not represent program income, although simi- 
lar income in Georgia and Florida was considered program income, 
is inconsistent and may be contrary to FWS policy on program 
income. 

INTERIOR GRANTEES SHOULD USE 
THE FINANCIAL STATUS REPORT 

The basic financial reporting form prescribed by OMB's 
standards is the Standard Form 269: Financial Status Report 
(FSR). However, the OMB standards provide Federal agencies with 
the option of not requiring grantees to use the FSR when other 
OMB forms used by the agency provide adequate information. 

FWS officials in the Atlanta region told us that they do 
not require grantees to use the FSR because the information on 
other OMB forms meets their needs. The OMB forms are the SF 
270: Request for Advance or Reimbursement and SF 272: Federal 
Cash Transactions Report. Both provide space for grantees to 
report on program income but for different purposes and in dif- 
ferent ways. The stated purpose of the SF 272 is to assist 
Federal agencies in monitoring advances to grantees and to ob- 
tain disbursement information. The stated purpose of SF'270 is 
for grantees to request advances and reimbursements. 

10 
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Unlike the FSR, SF's 270 and 272 do not require grantees to 
report on the source and disposition of program income. Fur- 
thermore, the language on the forms, as it relates to reporting 
income, is confusing because it does not clearly relate to the 
language used in the Fish and Wildlife Restoration programs' 
regulations regarding the options for using program income. For 
example, the instructions on the SF 270 require grantees to 
'I* * *enter only the amount applicable to program income that 
was required to be used for the project or program by the terms 
of the grant or other agreement." The only language in the pro- 
grams' regulations that is close to this language is that used 
to describe the additive option, and, thus, it may be confusing 
to grantees using other options. 

The SF 272 requires grantees to "Enter the Federal share of 
program income that was required to be used on the project or 
program by the terms of the grant or agreement." No explanation 
is provided on the form or in the FWS program income regulations 
as to what the "Federal share" is or how it is calculated. 

Although the FSR, in its present form, is not entirely ade- 
quate for reporting on the source, amount, and disposition of 
program income, we believe it is nevertheless preferable to the 
SF's 270 and 272. We therefore believe it would be desirable 
for Interior to require grantees to use the FSR for reporting 
proqram income and to further require that grantees report all 
types of grant-related inc me. 

s 
We have therefore recommended to 

OMB, in a separate report, that the FSR be revised to provide 
space for reportinq the source, amount, and disposition of all 
types of grant-related income. 

GRANTEES SHOULD REMIT 
PROPERTY SALES PROCEEDS 

Historic Preservation Program regulations reference OMB 
Circular A-102, Attachment N, property management standards 
which require, in part, payment of the Federal share when prop- 
erty acquired in whole or in part with Federal assistance is 
sold. We found, however, that the following subgrantees sold 
real property that was either acquired or developed in part with 
Federal funds but did not remit the Federal share of the sales 
proceeds: 

--Georgia subgranted to the City of Marietta $15,000 of 
Federal funds to assist in the $75,000 cost of acquiring 
the Kennesaw House property. Later, the City sold the 
property to a private developer for $75,000, but did not 
remit to the Interior the Federal share ($15,000) of the 
sales proceeds. 

-- 

3"Improved Standards Needed for Managing and Reporting Income 
Generated Under Federal Assistance Programs" ('GAO/GGD-83-55, 
July 22, 1983). 

11 
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--Georgia subgranted Federal funds of $30,000 to the 
Athens-Clarke Heritage Foundation to assist in stabiliz- 
ing the Franklin House project. The subgrantee's match 
was provided by the value of the property, which was pur- 
chased for $75,000. Three years later, the property was 
sold for $75,000 to a private individual for further 
development. The subgrantee retained the entire amount 
and did not remit the Federal share of sales proceeds 
amounting to about $21,000. 

--Oregon subgranted Federal funds of nearly $30,000 to a 
private individual in Portland to assist in acquiring the 
Bishop's House property at a total cost of $120,000. 
Three years later, the property was sold for $200,000 to 
another individual who subsequently applied for and 
received Federal funds for restoring the property 
(painting). The seller retained all proceeds and did not 
remit the Federal share amounting to $50,000. 

We discussed the two Georgia cases with State and Federal 
regional officials. 'They stated that because the sales occurred 
after the project period, no computation and remittance of a 
Federal share of the proceeds was required. 

The OMB property management standards provide that grantees 
should use the real property for authorized purposes of the ori- 
ginal grant and when the real property is no longer needed and 
is sold, the Federal Government is to be paid its fair share of 
the sales proceeds. Further, the standards do not distinguish 
between property sold before or after the project period. We 
believe the standards require payment of the Federal share when 
property is sold, regardless of the time of disposition. 

~ RECOMMENDATIONS TO THE 
SECRETARY OF THE INTERIOR 

We recommend that the Secretary of the Interior 

--Direct the NPS and FWS to review grantees' practices on 
the use of income and to emphasize that program income 
must be used for program purposes. 

--Direct the NPS and FWS to establish regulations governing 
the (1) timing and allowability of program income expen- 
ditures and (2) disposition of interest earned on in- 
vested program income funds. 

--Direct FWS officials to determine whether any Federal 
share exists in the interest earned on the two Florida 
wildlife accounts. 

--Direct the NPS and FWS to review and, where appropriate, 
revise their regulations on the options available to 
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grantees for using program income to ensure that they 
reflect statutory requirements and clarify them as appro- 
priate to remove internal conflicts. 

--Direct FWS officials to be consistent in requiring 
grantees to account for and report on income from the 
sale of wildlife management area permits, taking into 
consideration FWS' policy statement on this issue. 

--Direct the FWS to require grantees to use the Financial 
Status Report for reporting program income and all other 
types of grant-related income. 

--Direct the NPS to enforce the Historic Preservation Pro- 
gram regulations requiring grantees to remit the Federal 
share of proceeds realized from the sale of real property 
without regard to whether the property is sold during or 
after the project period. 

AGENCY COMMENTS AND OUR EVALUATION 

Interior generally agreed with our recommendations, stating 
that it recognizes a need to provide more explicit guidance to 
grantees. Interior 'will consider our report and recommendations 
in preparing such guidance. (See app. III.) 

Interior also commented that it supported the need for 
improvements in dealing with the issue of grant-related income. 
To obtain Government-wide consistency, Interior would like OMB 
to establish standards on the timing and allowability of program 
income expenditures and the disposition of interest earned on 
invested income. 

i 
n a report to OMB, we made recommendations 

along these lines. 

Regarding our recommendation that NPS and FWS review 
qrantee program income practices and emphasize that the income 
be used for program purposes, NPS commented that it relies on 
periodic fiscal compliance audits and inspections to monitor 
grantees' program income practices and will continue to do so. 
NPS added, however, that it will also explore the possibility of 
increasing the emphasis on grantee reporting of income to 
address our concerns about grantees neglecting to report income. 

FWS stated that its policies are clear, that the use of 
program income is limited to eligible program activities, and 
because of limited FWS staff resources, it must rely on grantees 
to comply with the policy. FWS added that it did not believe 
that large-scale violations of the policy existed. The intent 
of our recommendation to FWS was not to suggest that it conduct 

i - 
4nImproved Standards Needed for Managinq and Reporting Income 

Generated Under Federal Assistance Programs"' (GAO/GGD-83-55, 
July 22, 1983). 
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separate reviews of grantees' program income practices, but 
merely for FWS during its normal grantee audits and reviews to 
pay special attention to the recently emerging problem as iden- 
tified in Utah, Indiana, and several other States. 

FWS agreed to clarify its guidance on the timing and allow- 
ability of program income expenditures and to incorporate in its 
guidance a discussion on the disposition of interest earned on 
invested program income funds pending OMB concurrence with the 
principle we proposed. OMB, in its comments to us on a related 
report, agreed to establish standards on the disposition of in- 
terest. 

NPS believes that the interest on program income should 
generally be treated the same as the income itself and, with 
regard to the timing and allowability of income expenditures, 
that grantees should be clearly informed on the requirements. 
NPS pointed out, however, that we did not clearly distinguish 
among the different types of income and the consequent varia- 
tions in need for program controls. Using the OMB standards as 
criteria, our concern and report discussion center only on that 
program income earned from nonrecreational activities (as de- 
fined by NPS) during the project period and on sales proceeds. 
Thus, this is the type of income for which we recommend that NPS 
establish program requirements. 

FWS agreed to review the two Florida wildlife accounts in 
regard to the Federal share of the interest being earned on 
them. FWS, subject to the issuance of a policy on interest, 
stated that it will request that future, but probably not past, 
interest earnings be returned to the program. We understand 
FWS' reluctance to require a retroactive adjustment and are 
satisfied with its agreement to address the issue on a prospec- 
tive basis. 

FWS also agreed to (1) clarify the requirements for ac- 
counting and reporting of income from the sale of wildlife 
management area permits and (2) review its current financial 
reporting requirements related to the reporting of income. 
Further, both FWS and NPS agreed to clarify their guidance on 
the options for using program income. 

NPS disagreed with our recommendation that it require 
grantees to remit the Federal share of proceeds realized from 
the sale of real property. NPS maintains that its grantees are 
not buying or developing property for use by the Federal Govern- 
ment or the States, but are preserving the property from des- 
truction or disrepair. Thus, NPS states, OMB Circular A-102 
(Attachment N) is not fully applicable to these situations and 
does not require repayment of the Federal share when property is 
sold. According to OMB, there is no question that Attachment N 
requires the repayment of the Federal share when property is 
sold. Thus, as long as NPS has regulations incorporating 
Attachment N requirements, it is required to enforce them. We 
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' therefore continue to believe that NPS should require remittance 
of the Federal share of real property sales proceeds. 

. 
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United States Department of the Interior 
OFFICE OF THE SECUTARY 

WASHINGTON, D.C. MI4D 

Hr. J. Daxtor mach, Direator 
Ra8ourao8, Comunity, and icimomic 

Davolopunt Divi8ion 
0.8. -net81 Amounting Office 
Uamhington, D.C. 20440 

our Nr. Ikaohr 

This rooponda to your raquwt for runts on the draft report, "Interior 
Should Improve It# 1Alioiw and kautiaom on Grant-Related Inaomo". 

Enclosed are our amntm in nmponao to the specific roconadatione 
udr in this raport. 

The Dapartnnt l pport8 the noad for *rovanrt in the area l f grant- 
rolatod inwn and urm* that l varal rmcor*n&ticulr be ma& to rXEi for 
clarifying the Attaahamt on kogru Incow in Cirwlarr A-102 and A-110. 
Spocifiwlly, wa kliova that govorrntwido consirtoncy could be achieved 
if timing and l llwability of program inaow l xpmlitur~8 and disposition 
of intoraat urnmd on invwtad program income funds wore oovered in the 
Attbchnnt and if a roquirmnt worm ad&d that l groonnts should also 
oovar thau immuw whan applicable. 

Sinw the draft raport indiaat. thit plan@ l ra king ma& to recommend 
to DUB rwiaion of the ?in4ncial Statua Report - Standard Form 269 and 
l inw wo undor#tand that a projout i8 underway at OMB to revise the 
Circulbrr A-102 and A-110, wa klievo that this would b8 an appropriate 
tiu to raoomand additional change a8 ,discu##ed &ova, 

Thank you for an opportunity to coPwnt. 

Sinwrely, 

ty Assist8nt 88cretar-y - 
mlicy, Budget, and Administration 

I tncloaure 
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THE DEPARTMENT OF THE INTERIOR 
RFiS#INSE TO GAO DRAFT REpOKT 

"INTERIOR SHOULD IMPROVE ITS~&LICIES MD 
ON GRANT-RELATED INCOME" 

General Coaunentr . 

The timh and Wildlife Service 

PRACTICES 

a broad range of The Pieh 2~4 wildlife Service's grant programs cover 
activities, many of which have the potsntial for producing program income* 
Recognizing the complexity of the program income issue, we developed, in 
conmltation with the Office of Audit and Investigation, guidance on program 
income. Thin guidance was issued in 1977 and incorporated previous formal 
and informal guidance on apeciflc questions. Our guidance represented an 
attempt to clarify a complex eubject based on our interpretation of A-102 
provi8ion8 applied to’our grant programs. 

We have recognitod a need for providing more explicit guidance to grantees 
am part of our Federal Aid Manual. Preliminary work ham begun on this 
guidance and will consider your report and recommendations in preparation 
of tha guidance. We anticipate compldtion of this project by September 30. . 

RSCMHENDATION: 

Direct the NPS and FWS to review grantee** practices on the use of income 
and to empharieo that program income must be ured for program purposea. 

RESPONSE: 

.Tho Fi8h and Wildlife Service 

We believe our current policies are clear that the use of program inoom 
is limited to eligible program activities. Given our limited manpower 
remurco8, we cannot review all active and completed projects which may 
produce income. Therefore, we mu6t to a large extent rely upon grantees 
to comply with this policy. The example6 given, i.e., Utah and Colorado, 
were disclosed through existing relationships with the grantees. we do 
not believe there are large-scale violations of thie policy which would 
indicate a need for the allocation of additional resources to monitoring 
or for the imposition of additional administrative burden on all the 
grantees. 

The National Ihrk Service 

The NPS questiona the need for a separate review of grantee practices on 
use of program income. Controls over such practices are already included 
in existing audit and project inspection programs. These controls appear 
sufficient to provide for correction of significant abuses. 

Both Historic Preeervation Fund and the Land and Water Conservation Fund 
(LLWCF) program have been covered for years by standard and periodic 
fi6cal compliance audits. The LhWCF program also provides for periodic 
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inspection8 of active and completed grant sites. While audit procedures 
have changed over the yeara, from the multiple agency to the single agencY 
concept for example, this area of concern will continue to be covered under 
Attachment P audita (Circular A-102) currently required, am well a8 by 
the agency'6 on-8ite inapectionr. However, the Service will explore the 
pomaibility of increased emphasis on grantee reporting of income on active 
projects to complement existing compliance efforts and addreas the report's 
concern8 about grantee failures to report income. 

RECCWlWNDATIONt 

Direct the NPS and FWS to establish regulation8 governing the (1) timing 
and allowability of program income expenditurea, and (2) dispoaition of 
intereat earned on invested program income funds. 

RESmNSEr 

Tha Fiah and Wildlife Service 

Wo agree that progare in- should be promptly uaed and will clarify 
this in our guidance. Rowever, not all income can be used during the 
period of th8 project. For example, income from cloamd project8 much aa 
procede from a&lea cannot ba deducted from or added to the project. 
Therefore, we would allow a reaaonable period to uae these fund8 to carry 
out other eligible program work. The treatment of intereat earning8 on 
program income ia not clear in Attachment E of A-102 and warn not addressed 
in our previoua guidance. However, we agree to incorporate a diecusaion 
of interoat in our reviaed guidance if OMB concurs with thia principle. 

The National Rrk Service 

We agree that grantee8 should be clearly informed on the disposition of 
program income, but feel that the report fail8 to diatinguiah clearly 
among different types of program income and the consequent variations in 
need for program controla. 

1) Incoom on active versus completed projects: There are mbetantial 
difference8 between program incoma which accrue8 during a project'8 
active matching period and income that becomes available once a 
project ia completed and all Federal matching funds are expended. In 
the former came, the "deductive" and ‘coat sharing" option8 defined 
in OMEi Circulars A-102 and A-110 are feasible, although generally 
difficult to apply. In the latter came, the "additive" approach is 
the only reasonable choice for moat completed grants. 

2) Income from property 8ales or learns8 veraua income from entrance or 
uaer feerr The Land and Water Conesrvation Fund (Outdoor Recreation) 
grants program ham atrong, legislatively-mandated controls over 
"conversion" income from sale or lease of grant-assisted properties 
(cf. section 6(f)3 of LCWF Act). Reimbursement8 for or replaCe8IOntS 
of any sold property are required by the Secretary* Lease income in 
these caaea would normally be earmarked for use, in an additive 
fashion, to support further development or operation of grant assisted 
facilitie8. 
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The historically-accepted use of entrance ox user fees at park and 
historic sites to defray a portion of operational and maintenance 
cost8 is an entirely different matter. It is our opinion that State 
or local development or operational expenditures which equal or exceed 
such user-generated income adequately and automatically meet legislative 
and executive mandates for additive use of program income, regardless 
of the timing or disposition of actual revenues (I.e., the fiscal 
year of expenditure and the particular account into which user revenues 
are deposited are irrelevant so long as user revenues do not exceed 
actual State or local expedituxes for program purposes during a given 
period). 

It would also be unreasonable to impose "allowable cost" standards on 
such expenditures from program fees, since they axe imposed and intended 
specifically to meet operation and maintenance purposes that are iequixed 
by the LCWCF and HPF legislation, but axe not eligible fox Federal matching 
funds under the two progxams. 

3) The relatively 8mallMistoric Fresexvation Fund grant program is 
unique among Interior programs. Them gxante are awarded to States 
annually on a total program basis, rather than fox individual 
acquisitions or developnunts. States subgxant allocated funds to 
third parties in addition to funding their own projects and programs. 
In this highly complex situation , suggested revisions could cause 
unnecessarily burderuome papsrwoxk and administrative efforts greatly 
out of proportion to the small amounts of program income ordinarily 
gonerated. 

4) Direct program lncoms versus interest on program income: The NFS is 
essentially in agreement with the report's conclusion that interest 
on program incoav should fall under the same requirements as direct 
income, taking into account the distinctions made in comments (1) 
through (3) above. 

REC-DATION: 

Direct FWS officials to determine whether any Federal share exists in the 
intere8t earned on the two Florida wildlife accounts. 

RES RXSE t 

The Fish and Wildlife Service 

We will review the two Florida wildlife accounts. Subject to the issuance 
of a policy on interest, we will request that future interest earnings on 
program income should be returned to the program. Given our lack of a 
previous policy on this matter, we are reluctant to require a retroactive 
adjustment. 

RECOMMENDATION: 

Direct the NP8 and FWS to review and, where appropriate, revise their 
regulations on the options available to grantees for using program income 
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to ensure that they reflect statutory requirements and clarify them as 
appropriate to remove internal conflicts. 

The Pi8h and Wildlife Service 

Wo will attempt to clarify the options for using program income in our 
revised guidance. I 

The National Furk Service 

The Land and Water Conservation Fund (Outdoor Recreation) grants program 
has rtrong legislatively-nundated controls over "conversion" income from 
8ala or lease of grant-as8i8ted properties. It is our opinion that State 
or local development or operational expenditures which equal or exceed 
inconn generated from entrance or user fees adequately and automatically 
a*Ot legirlative and executive mandate8 for additive Use of program 
income, regardless of the timing or dispoaitlon of actual revenues. 

. 
?or Historic Pre8ervation Grants, the wording in the program's Grants 
Management Manu81 do48 not provide a 8eparate definition of the additive 
option. The manual states the additive option a8 the objective, with the 
coat-8harinq and deductive options specified as alt8matives. The additive 
approach is the intended preference. Because of a possible lack of 
clarity in this area, the Grant8 Management Manual will be revised in the 
future to spacify explicitly the three options listed in Attachment E of 
Circular A-102. 

Direct PWS officials to be consistent in requiring grantee8 to account 
for and report on income from the rale of wildlife management area permits, 
taking into consideration FWS' policy statement on this ilaud. 

The Fish and Wildlife Service 

We will attempt to clarify the requirement8 for accounting and reporting 
of imom from user fees. 

RECOWHENDATION: 

Direct the FWS to require grantee8 to use the Financial Status Report for 
reporting program income and all other type8 of grant-related income. 

RESPONSE: 

The Fish and Wildlife Service 

Wa will review our currant financial reporting requirements related to 
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,? 

the reporting of program income. Our basic policy has been to minimize 
ths rsporting burden on the grantaes , and we elected to waive the Financial 
Status Report. We believed that sufficient financial information was 
available on the SF-270 and SF-183. 0 

RECOMMENDATION: 

Direct the NPB to enforce the Historic Preservation Program regulations 
requiring grantees to remit the Federal share of proceeds realized from 
the sale of real property without regard to whether the property is eold 
during or after the project period. 

RES PONSE t 

The National ECrk Service 

There are several issues involved. First, this recommendation appears 
inconsistent with the definition of program income provided in the 
introductory Baokground section of the report. Progr4m income is "...any 
money received by grantee@ during the course of operating federally assisted 
programs." (Underline supplied. 1 Second, the examples are Historic 
Prosarvation Fund subgrants from the States of Georgia and Oregon to 
third parties, one city, one foundation and one private individual. In *' 
each in8tance the primary purpo8e of the aubgrant was not to transfer use 
of the propertyr instead, the purpose of the grant was to insure the - 
preservation of each property for at least 20 years for public benefit. 
Thir view im based on Section 101(a)(2) of the National Historic Preservation 
Act of 1966, which authorizes grants to the States to preserve properties 
for public benefit and prohibits the Secretary of the Interior from 
granting funds unless the grantee (the State) has agreed to ammme, after 
completion of the project, the total cost of the continued maintenance, 
repair, and administration of the property (Ssction 102(a)(5)). Covenants 
(or deed ea8ements) for privately-owned property and contract provieions 
with respect to public property are required to asaurs compliance with 
thess two provisions of law. The continued maintenance requirements 
of Section 102(a)(5) apply to and ars finally enforceable upon the State 
unle8s the State passes the burden to the property ownem* 

Therefore, what is bsing obtained with the Federal grant is a preservation 
ea8esnnt for the benefit of the general public. Ths easement remain8 
even though the property is 8ub8equsntly sold. Attachment N is not fully 
applicable kcause the property was not purchaeed or developed for the 
use of the Federal Government or the State, but rather to preserve the 
property from destruction or disrepair. The Federal Government does not 
obtain an interest in the property except to oversee the State's monitoring 
of the preservation easement. In this relationship, the grant is viewed 
am a gift and proceed8 of the grant are not taxable aa ordinary income 
(Section 162(a)(6). We disagree that Attachment N requires repayment of 
the Federal share when the property is sold. 
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