
.  I  

U.S. GENERAL ACCOUNTING OFFICE: 

COMMENTS ON THE PRESIDENT’S 

FEBRUARY 18,1981, BUDGET PROPOSALS 

AND ADDITIONAL COST-SAVING MEASURES 

MARCH 3, I@81 
OPP-81-2 



, 



COMCTROLLER OLNLRAL OF THE UNITED cTAl%8 

WASHINOTDN. D.C. toll48 

B-198312 

PREFACE ~-.- - 

This report is designed to further assist the 
during its consideration of the FY 1982 budget by 
the views of the General Accounting Office on budget reduc- 
tion proposals provided by the Administration on February 18, 
1981. 

At'the end of each discussion the material notes the G90 
official to contact for more detailed information. When the 
Administration presents its specific budget proposals to enact 
the overall recommendations it proposed on February 18th, the 
GAO officials noted should be contacted to provide more de- 
tailed information regarding our views on each proposal. 

In some cases the information contained i.n this report 
is similar to budget reduction proposals and strategies that 
GAO discussed in its February 17, 1981, report commenting on 
Congressional Budget Office options for reducing the Federal 
budget and discussing other cost-containment proposals based 
on GAO's work. In many instances, however, new views and 
material are presented. 

Comptroller General 
of the United States 
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GENERAL GAO DISCUSSIONS 





STATEMENT ON 

GRANT CONSOLIDATION 

Over the part two decades, the number and variety of Federal 

assistance programs and their &char amounts have increased at 

a phenomenal rate. The number of categorical grant programs 

available to State and local governments (now about 500) haa 

almoet tripled since 1963, while funding has increased twelve- 

fold in that period to the current $89 billion level. Although 

all program8 were well intended and designed to emphasize and 

direct resources to meat.rpecifically defined national needs, 

their proliferation ha8 come under increasing criticism in 

recent years by recipients, program managers, the research and 

academic communities, as well a8 the general public for the at- 

tendant red tape, distortion of recipient priorities, and limited 

rucce#s in achieving national goals. 

To cope with the problems resulting from the multiplicity of 

Federal assistance programs, attempts have been made to improve 
. 

coordknation of program planning and administration. However, 

the #beer number and variety of programs with administrative re- 

sponr&bilitier for programs serving similar objectives highly 

fragmtnted among Federal agencies presents a virtually insur- 

mountable barrier to effective coordination. The key to signi- 

ficanfly improving the administration of Federal domestic assist- 

ance programs lies in the legislative consolidation of separate 

categorical programs serving similar objectives into broader 



categories of assistance and the placing of like programs in a 

single agency. Accordingly, 
z 

we strongly endorse the Administra- 
_. 

tion's consolidation initiative recognizing that the specific .- 1 
implementation details are not yet available. 

One of our earliest reports in this area, "Fundamental 

Changes Are Needed In Federal Assistance To State And Local 

Governments," highlighted our long-standing position that the 

consolidation of fragmented and restrictive categorical grants 

into broader purpose programs is fundamental to improving the 

administration of Federal assistance programs at all levels of 

government. The categorical grant system has fostered an un- 

wieldy and fragmented system for delivering public services. 

Further, categorical grants are often too restrictive to meet 

actual service needs at the State and local level and the burden 

of mounting a coordinated effort to deliver federally assisted 

services falls on the grantee. This causes management problems 

at the State and local level as grantees attempt to reconcile 

grant programs with separate and, at times, conflicting stand- 

ards and requirements. 

In addition to creating a variety of administrative problems, 

the proliferation of categorical programs has considerable impact 

on State and local priorities. By providing assistance in nar- 

rowly defined areas of national priorities, the Federal Government 

induces State and local involvement into programmatic ventures 

that they otherwise may not have funded from their own funds. 

Yet, because of matching and maintenance of effort requirements 

as well as the long-term costs which can be involved in operating 
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federally assisted programs0 State and local funds have also 

been enticed into these new areas* In this new era of State and 

local budgetary constraints , the dividend of fiscal growth is no 

longer available to cushion the cost impact of Federal grants. 

Localities in cutback situations find that federally funded 

programs and basic services not eligible for Federal grants 

compete with each other for shrinking local dollars. 

Federal grants available for a broader range of purposes 

would increase State and local discretion and move toward sup- 

porting rather than changing State and local priorities. In 

our 1975 report, we concluded that consolidation of Federal 

grants into broader purpose programs was justified in order to 

promote increased efficiency and effectiveness in the delivery 

and administration of Federal assistance. 

Block grants seek to achieve this goal by providing assist- 

anc’e for a broad range of purposes in a functional arear thereby 

maximizing flexibility and easing administrative burdens at State 

and local levels. Nevertheless, the bulk of Federal assistance 

is :still provided in the form of categorical grants and only 

five Federal grant programs are generally recognized as block 

grant in nature. 

Legislative consolidation of Federal assistance programs is 

an iextremely difficult task. Congressional committees tend to 

favor categorical grant programs because they are easier to track 

and enactment of a bill to address a specific need holds far more 

pozitical appeal than a broader purpose consolidated program. Any 

efffort to consolidate categorical programs is almost immediately 

-- 
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interpreted as an attack on the Congressional committees that 

created the programs, the agencies that administer them, and 

the clientele groups that prosper. In addition, program admini- 

strators at all three levels of government have become comfortable 

with and learned how to deal with our complex categorical struc- 

ture. The earmarking of funds also serves to lessen the political 

pressure associated with State and local funding decisions. 

Accordingly, the few consolidation proposals that have been made 

by past administrations have experienced limited success. 

Loss of accountability is the most frequent objection raised 

by opponents of the block grant approach. We would certainly agret 

that accountability for the proper expenditure of funds is an 

important Federal interest but would not see it as being lost 

through the block grant approach. Increased State and local flex- 

ibility and discretion does not necessarily lead to reduced 

accountability. 

It could be argued that block,grants would increase account- 

ability by removing the current fragmentation in the Federal 

assistance system. Currently, it is often hard to determine just 

who is accountable, particularly when grant programs bypass 

elected officials. While block grants may not insure the accomp- 

lishment of specific, narrowly defined objectives to the extent 

of categoricals, they would, if properly designed, promote greater 

State and local program management and oversight and thus improve 

the process of government itself. 

On a more technical note, we would agree with the Administra- 

tion that matching requirements may not be necessary under the 
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proposed block grants but would disagree that maintenance of 

effort requirements are not needed. In a recent report, 

"Proposed Changes In Federal Matching And Maintenance Of Effort 

Requirements For State And Local Governments," we noted that 

localities facing budget reductions most often choose to continue 

their matching contributions to retain Federal grant funds while 

cutting, disproportionately, services funded solely from local 

revenues to maximize local budget savings while minimizing pro- 

grammatic impact. As a result, a local priority shift towards 

federally funded programs occurs. We recommended that the Congress 

use matching requirements more sparingly and only where a specific 

Federal interest can be articulated. This would help restore State 

and local discretion in allocating their own funds. Maintenance 

of effort requirements on the other hand, usually serve a clear 

Federal interest and need to be changed to more effectively prevent 

the substitution of Federal for State and local funds. However, 

we believe that maintenance of effort requirements need to be 

made more flexible to avoid penalizing or inhibiting bona fide 

State and local budget reductions. 

gontact. William J. Anderson, 275-6059 
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Budgetary Savings with Better Debt Management 

GAO Views. Debts owed the Federal Government are enormous and growing each 
year. tederal agencies reported that receivables due from U.S. citizens and 
organizations were $126 billion at the start of fiscal 1980--a 23 percent 
increase over the prevtous fiscal year. It was anticipated that an estimated 
$6.3 bfllton would be uncollectible--also a 23 percent increase over fiscal 
year 1979, Federal agencies reported that they wrote off as uncollectible 
receivables of more than $1 bfllion in fiscal 1979. Unfortunately these 
gloomy statfstjcs are matertally understated because the accounting systems 
of many systems of many agencies do not provide accurate information on 
receivables, expected losses, and writeoffs. 

We have reported on a variety of problems contributing to the collection 
of debts owed the Government. There are two basic reasons why debt collecfion 
In the Federal Government has not kept pace with the increasing number of 
debts. First, many agenctes have not aggressively pursued the collection of 
debts owed the Government. Second, present collection methods are expensive, 
slow, and ineffective when compared with corunercial practices. We have 
identified speciftc weaknesses in debt collection programs and have recommended 
a number of specific corrective acttons to improve the recording, and collec- 
tion of debts to the Government. Unfortunately, our recommendations have 
not always been implemented. Until all Federal agencies aggressively pursue 
the collection of debts owed to the Government, hundreds of millions of dollars 
will continue to be lost. 

Based on our many reviews and numerous discussions with agency officials, 
we conclude that top management does not devote sufficient attention to the 
collection of outstanding debts. In our view, they have been more concerned 
with delivering services and disbursing funds. Debt collecti-on h3s received 
a low priority with only ltmited personnel often involved in the collection 
of these debts. 

In response to these reports and congressional interest, OMB,established 
a special debt collectlon project to address these problems. GAO has worked 
closely with OMB and the Treasury to improve the current reporting system 
which provides information on debts owed the Government. The project should 
help the executive branch monitor agency debt collection performance. 

In addition, legislative action is needed to remove the impediments that 
now preclude most Federal agencies from using more effective comnercial practices 
to collect debts. We have been actdvely working with the Congress and we have 
supported legtslation to eliminate these impediments. 

Recovery of these funds along with improved credit management and debt_. 
collection systems can result in significant budgetary savings. ._me_----- - - _..___A .-.--- -__ * - - 

Relevant GAO Reports. CD-80-1, FGMSD-78-61, FGMSD-78-59, and FGMSD-80-46. 

Contact. John Simonette, 275-1581. 
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Savinos Available By Resolving Audit Findings 

GAO views. The Government could save billions of dollars if Federal 
departments and agencies would act on auditors+ findings and recom- 
mendations. Basically, these savings could be achieved by recovering 
Federal funds from recipients who either misused them or did not use 
them at all, avoiding costs discovered during contract proposal audits, 
and by improving operations. 

It has been about 2 years since our first report on this problem. 
While Federal departments and agencies have made some improvements in 
their systems to resolve audit findlngs, progress overall has been dis- 
appointin , 
cies had % 

For example, in October, 1978, we reported that 34 agen- 
4.3 billion of audit findings that were unresolved. On 

January 23, 1981, we reported that unresolved audft findings at the 
same 34 agencies had escalated $10 billion from $4.3 billion to $14.3 
billion. 

Becaum of the rignificance of thir problem, we have made rpscific 
rrconmeadationr to OMB to help them improve this situation. There ir a 
great potential for ravings by acting on auditors’ findiaga. Tim new ad- 
ministration aumt be willing, however, to commit itself to improvements 
in this area to achieve the potential savings. 

Relevant GAO Report. FGMSD-79-3 and AFMJI-81-27. 

Contact, Gaorgc, Egan, 275-5824. 
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Federal Finance Bank Reform --- - - - - --~-----.-- 

The Director of the Office of Management and Budget has 

testified that reform of the Federal Financing Bank (FFR) is 

needed. We totally agree. 

GAO has consistently opposed the off-budget status of the 

Federal Financing Bank as well as other questionable budget 

practices which combine to produce an inadequate and incomplete 

picture of Federal credit assistance activity. The current 

relationship between Federal credit agencies and the FFB causes 

misleading changes in the Federal budget totals, and creates 

incentives for the inappropriate use of Federal credit assist- 

ance. None of these effects are related to the basic financial 

conduit role that the Bank is intended to play. 

Most notably among the questionable budget practices are the 

budget treatment accorded Certificates of Beneficial Ownership, FFB 

purchases of agency assets, and FFB acquisition of the Federally 

guaranteed loans. The combined effect of these practi.ces resulted 

in a cumulative net understatement of Federal outlays that totalled 

$62 billion at the end of fiscal year 1980. When the tcS3r~s~cti.ons 

between the Federal Financing Bank and off-budget agencies are 

taken into account the figure becomes $64 billion. 

The Federal Financing Bank now holds about $64 billion worth 

of Certificates of Beneficial Ownership (CRO) issued mainly by the 

Farmer's Home Administration. Though these instruments are debt 
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securi.ties and represent debt transactions, they are defined 

legislatively as asset sales. Therefore, proceeds from sale of 

CBO’s to the FFB are treated as an offset to the agency’s loan 

outlays. This practice should be eliminated by removing language 

in the relevant agencies’ authorCzi.ng statutes which specifically 

define CBO transactions as asset sales. 

Federal Fi.nancing Bank purchases of government guarantee loans 

is another troublesome consequence of its off-budget status. This 

practice results in conversion of guaranteed loans into direct 

loans which are not recorded as outlays. It also reduces or elimi- 

nates sharing of risk, creates the potential for oversubsLdization 

of program beneficiaries, and encourages the use of credit 

assistance when this device may not be appropriate. 

The most serious problems would be avoided by (1) including 

the FFR’s recetpts and disbursements in the budget totals, and (2) 

assuring correct budget treatment of the sale of CBO’s. 
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GENERAL STATEMENT ON 
ENTITLEMENTS AND INDEXED PROGRAMS 

There is a growing consensus on the need to cut the 

rate of growth in Federal spending. Consequently, the 

Congress today is searching for ways to reduce the budget. 

To assist the Congress in this effort, we,offer in this 

report seven basic approaches to controlling that portion of 

the budget consisting of entitlements and indexed spending. , 

The seven methods that the Congress should consider include: 

--eliminate a program altogether, 

--limit the indexing of program benefits, 

--tighten eligibility criteria to target available 

funds to -the most needy, 

--reduce the level of benefits, 

--place a cap on the program's total spending, 

--limit spending to amounts annually appropriated, and 

--improve the efficiency with which a program is 

administered. 

Except for program elimination, these seven approaches 

are not mutually exclusive. We expect that the Congress will 

use all of these approaches in one form or another in its effort 

to restrain Federal spending. Any particular decision to limit 

the size or growth of entitlement and indexed spending, whether 

made on program by program or on a more aggregate basis, wil4 
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involve diffidult choices about precisely where and how to: 

limit such spending. 

On February 18, 1981, the President proposed a multi- 

year plan for economic recovery which includes proposals for 

reducing Federal domestic spending. The President's proposal 

suggests that entitlement spending can be limited by tightening 

eligibility criteria for some programs, lowering benefit 

levels of others, capping, and other means. However, the 

President's plan dealt in only a minor way with the indexing 

of Federal spending (the automatic adjustment for cost 

of living changes). 

In contrast, this paper describes several approaches 

for limiting the growth of indexed programs. In particular, 

there are three approaches for altering the present practice of 

automatic, full indexing utilizing the Consumer Price Index 

(CPI) that we believe merit early consideration as part of 

the congressional action on spending reductions. . 
1. Give the President and the Congress the 

discretion to modify the amount of the index 

through the budget process. The President 

could be authorized to recommend a specifid 

percentage adjustment to benefit levels that 

would take effect unless the'congress acted 

to change it. This is the same procedure 

now used to adjust Fede<al white collar pay. 

This alternative has the advqntage of returning 
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. 

some flexibility to the cost of living increases. 

Any reduction could adversely affect the lives of 

truly needy recipients. One way of overcoming this 

problem is to the authorize the President to use 

differential rates of indexation at different 

beqefit levels. However, it will require decisions 

by the President and the Congress each year on a 

matter which, in addition to its budgetary aignif- 

icance, involves great political sensitivity. 

2. Limit the adjustment to the level of the average 

increase in worker pay or the CPI, whichever is 

less. This alternative moves away from the ex- 

clusive use of a price index. The argument for 

making such a change is based on equity consider- 

ations. While, at present, income from indexed 

entitlement programs is protected against inflation, 

not all entitlement programs are indexed and wage 

earners income is certainly not protected. The 

result is that in periods of rapid inflation and 

slow productivity growth, present formulas redis- 

tribute income in favor of the indexed groups--and 

the burden on the wage earning population is in- 

creased. Switching to this alternative would have 

wage-earners and entitlement recipients share equally 

in the burdens imposed by falling real incomes. There 

are two problems with this approach. First, during 
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periods of high inflation, declining real benefits 

could adversely affect the lives of truly needy 

recipients. Second, a return to greater price level 

stability and higher productivity growth would 

normally see wages increasing at a faster rate than 

the CPI. Under this proposal, those receiving. 

entitlements would not share in these benefits of 

higher productivity. Thus, the sacrifices made by 

these program recipients during less favorable times 

would not be balanced, as in the case of wage earners, 

by higher rewards in good times. 

3. Substitute for the present CPI.an index judged more 

efficient in measuring changes in the cost of livinq 

of those receiving entitlements or make adjustments 

in the index to compensate for its alleged statistical 

deficiencies. Proponents argue-that if such measures 

could be found, adopting them would preserve the _. 
. 

benefits inherent in automatic adjustment processes, 

without incurring the social costs associated with 

over-compensating program receipients. If there were, 

at present, agreement on how best to adjust the present . 

CPI so that it more accurately measured changes in 

the cost of living, such changes should be adopted 

whether or not the CPI is used to index entitlement 

programs. Unfortunately, there is, at present, no . 

consensus on how best to make such changes, nor is 

1-13 



there agreement on what cost of living index, other 

than the CPI, should be used to adjust entitlements 

during inflationary periods. 

Despite specific drawbacks, any of these three indexing 

options would enable the Congress to gain increasing control 

over the growth of this segment of the budget. We believe 

the first option is preferable because it permits the President 

to recommend and the Congress to consider the cost of living 

increases as part of the budget process. In this way, the 

action has the full visibility of the budget process. 

While many entitlement programs are indexed, some 

entitlement piograms are not. The three approaches to limiting 

the costs of indexing discussed above would thus not apply 

to such non-indexed entitlements. However, there are a number 

of other ways to restrain the growth of entitlement programs, 

whether indexed or not. 

In-numerous reports 

on individual entitlement programs, we have suggested how 

such programs could be administered more efficiently, how 

entitlement spending could be'focused better to serve the 

most needy, and hm needless duplication and overlap in entitle- 

ments could be eliminated. For example, we have recommended 

eliminating benefits to students under Social Security, since 

the same types of benefits are available to needy students under 

Federal education aid programs; and we have suggested modifying 

the laws providing for Federal retirement in order to eliminate 
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certain inequities and inconsistencies in the provision of ' 

benefits to retirees. We expect to make further recommendations 

based on work still fn process. 
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GAO ’ S VIEWS ON BUDGETARY SAVINGS 

IN THE DEFWSE AREA 



President Is 

Proposal - REDUCE OVERHEAD ANl2 PERSONNEL COSTS 
OF THE FEDEFCAL GOVERNMENT 

DEPARTMENT OF DEFENSE - MILITARY 

We agree that more attention and in many cases more funding is 
needed to improve current readiness conditions. We support the 
President's view that part of his proposed defense growth can 
be financed by savings that can be realized from increased 
efficiency and reductions in overhead and personnel. As dis- 
cussed below, and in more detail in the followizig pages, we have 
identified many potential sources for savings. 

Realignments could reduce the size of the overall Defense structure 
The Department of Defense has realized savings In Defense expend- 
itures-in the past through the realignment and closure of 
military bases. Further base closures and realignments may also 
be warranted to reduce Defense expenditures. GAO has performed 
many congressionally requested reviews of these closures. Although 
we have often raised questions about the adequacy of the studies 
supporting the closing decisions, we have generally found the 
closings to be cost effective. 

In addition to base closures, significant savings can be obtained 
by consolidating base support services. GAO believes that savings 
of hundreds of millions of dollars annually are possible, primarily 
in personnel costs. For example, our past consolidation studies 
have shown personnel reductions of 10 to 30 percent. 

Increased contracting out of government commercial and Y industrial-type actlvitles offers signlilcant opportunities for 
reducing facility overhead and base personnel costs in the Depart- 
ment of Defense. The Department has conducted more Circular A-76 
cost comparisons than any other Federal agency, and it has been 
estimated that about 60 percent of the comparisons show that it 
is more economical to contract out. With annual operating costs 
for over 15,000 government commercial and industrial-type activities 
at about $17 billion, the potential exists for substantial savings. 
While GAO generally has found contracting out to be cost effective, 
we have cautioned the Department of Defense that before making such 
a decision a complete analysis should be made of the options 
available for support of these activities including consolidation. 
Only then can a decision be made on whether it is more cost 
effective to contract the function out or do it in-house. 

Reduction in consultants are possible. Despite continuous 
attention focused on consulting service contracts at Federal 
agencies, serious and pervasive problems continue to exist. In a 
recent report, GAO found questionable need for and use of consulting 
services, extensive sole source awards which precluded effective 
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price competitir-, and ,jig&ficant contract modifications, both 
in numbers and dollars, resulting in increased costs and delays 
in end product delivery. We have recommended improvements to 
agencies and the Office of Mahagement and Budget. 

Multiyear contracting is a viable acquisition method which could 
substantially reduce procurement costs and should'therefore be 
used where feasible and applicable. It can increase competition 
and reduce contract prices by enabling a contractor to (1) spread 
its planning, startup, and other preproduction costs over a 
long period, (2) take advantage of economic order lots, and 
(3) reduce its administrative costs. 

Increased competition could better ensure that the Department of 
Defense obtains acceptable products and services at the lowest 
prices. For example, we projected that between $146 million and 
$432 million in new fiscal year 1979 sole-source award contracts 
could have been competitively awarded. 

More attention to the precise role of some major weapons could eliminate un- 
certainty as to the capabzlrtles proposed for the weapons. In other cases, some 
of the requirements proposed for weapon systems were questionable or not fully 
established. Elimination of such uncertainties could minimize development time 
and reduce cost. Examples of individual weapon systems where we found this to be 
the case include the Low Altitude Defense System, the AX-64 Attack Helicopter, 
the Light Airborne Multipurpose System, the KC-135 Aircraft, some Navy Cruise 
Missiles, and the Air Force/Navy Trainer Aircraft Programs. 

Earlier consideration of logistics in weapons systems planning_ 
can save hundreds of ml 'llions of dollars. Because ownership costs 
run in the billions and greatly exceed acquisition costs, the 
SecretaL- of Defense must make it clear to system planners that 
they are to give early emphasis.to logistics and life-cycle costs 
in addition to system capabilities and design costs. Also, the 
Department of Defense spends billions of dollars for noncombat- 
mission aircraft which serve as backup aircraft to combat units. 
GAO's analysis has shown #at aircraft totaling about $5.7 billion 
are not properly justified. A hard look at this area by the 
Secretary of Defense is needed. If these aircraft are'in fact 
required for combat purposes, they should be justified as. such and 
approved in that context by the Secretary of Defense, the Office 
of Management and Budget, and the Congress. 

Productivity enhancing opportunities at the Department of Defense 
are possible. However, to make substantial improvements there 
must be more incentives for contractors to invest in plant and 
equipment modernization and automation. 
in the President's message. 

This need was recognized 
An additional area involves the many 

industrial in-house activities that are in need of modernization 
and productivity-enhancing investments. 
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These industrCa1 in-house activities are currently operating at 
low rates resulting in costly and inefficient operations. By 
realigning these activities the Department of Defense could 
realize savings of about $200 million. (This refers to aeronautical 
depot activities) - e - - a . . 

In addition to the above areas, discussed in the President's 
message, we have identified several other areas where potential 
savings are subatantial. 

Further consolidating supply activities can save millions of 
aollars annually. The Defense Logistics Agency grew out of 
Congressional ahd Department of Defense concern on economizing 
supply actions, and the time has come to expand the Agency's role 
and consider other consolidations. For example, the Department 
of Defense has a project under consideration to transfer the 
management of an additional 1.3 million consumable items to the 
Defense Logistics Agency at an estimated annual savings of $73 
million. GAO supports this action. 

Another example is the partial implementation of a single manager 
for ammunition. By the Department of Defense's own statements, 
about $200 million has been saved in the 1st 3 vears. GAO 
beiieves very conservatively that another 5200 million is avail- 
able by fully implenen~ing the single zzn:.-c3r concept. Such 
action would reduce pipeLine time and unnecessary paperwork 
between wholesale and retail managers. 

Apply the single manager concept to transportation. It is 
timely to establish a unified transportation command, thus saving 
millions of dollars annually. The House and Senate reports on 
the fiscal year 1980 Defense Appropriation Bill directed DOD to 
develop an implementation plan for consolidating the Military 
Sealift Command and the Military Traffic Management Command and 
for creating a Defense Traffic Management Agency. GAO supports 
this and estimates that over $58 million can be realized annually 
plus one-time savings of millions more in reduced inventory costs. 

Better visibility and interchangeability of wholesale and 
retail Lnventorles can reduce investment and make better use of 
assets thereby saving several'hundreds of millions cf dollars. 
Currently, wholesale managers lose visibility over assets at the 
retail level. As a result, quite often GAO has found that stocks 
are (1) requisitioned unnecessarily, (2) repaired when not needed, 
or (3) repositioned when alternative actions could have been taken 
by the inventory manager. Savings realizable from vertical 
management are in the areas of reduced investment in safety levels, 
not transferring stocks when demand can be satisfied by other 
means, and avoiding unnecessary billing and invoicing between 
wholesaler and retailer. 
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President's 
Proposal - 

Realignments to Reduce the Size of the Military Bases Structure 

GAO Supplementary Discussion 

G A O  views l The Department of Defense (DOD) has realized savings 
In Defanra expenditures in the past through the realignment and 
closure of military bases. Further base closures and realign- 
ments may also be warranted to reduce Defense expenditures. 

GAO has issued a number of congressionally-requested reports on 
DOD's announced base closures or realignments since DOD announced 
its last major base realignment plan in March 1979. In many cases 
these reports have concluded that DOD's estimates of savings were 
overstated and that costs were understated or not recognized at 
all. In some cases GAO has questioned whether DOD or the mili- 
tary service had a sufficient basis for deciding on the action. 
As a result, DOD has ordered some of the realignments to be 
deferred and restudied. And some of the realignments have not 
begun according to the March 1979 plan. Thus, DOD's past esti- 
mates of savings due to its announced realignments and closures 
may have been overstated. 

Another factor bears on the reliability of DOD's estimates of 
savings based on base closures or realignments. Generally, DOD 
computes costs and savings on the premise that the computation 
should only include costs and savings to DOD activities. Thus, 
any costs or savings directly resulting from these realignments 
borne by a government agency other than DOD would be excluded. 
Generally, the additional expenditures resulting from the actions 
of the Office of Economic Adjustment would not be included and 
therefore offset against any net savings resulting from the 
realignments and closures. 1 
In addition to the savings available through base structure 
realignments , major cost savings can be achieved through DOD con- 
solidation of military base support functions. Base support, 
which includes facilities maintenance, utilities, trash and sew- 
sage disposal, to name just a few, cost about $12 billion in 
fiscal year 1978. About 63 percent of this amount represents 
the pay and allowances for the 550,000 civilian, active duty mili- 
tary , and reserve personnel which provide these support services. 

In several GAO studies over the past years, we have identified 
personnel reductions ranging from about 10 percent through con- 
solidated quality control functions on Okinawa to 30 percent 
reductions through consolidated security services at Kelley Air 
Force Base. 
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Other examples include 18 percent personnel reductions through 
consolidated Army and Air Force Civilian Personnel Offices in 
Okinawa, 23 percent by consolidating Army and Air Force procure- 
ment offices in Okinawa, and a 33 percent reduction by consoli- 
dating Air Force logistics staffs, also on Okinawa. While 
recurring savings in the instances indicate significant savings 
if translated Into DOD-wide consolidations, additional savings 
are available through redistributed equipment and reduced mili- 
tary construction requirements. 

Further the services and DOD have identified major potential 
savings in such areas as the Navy's Pay/Personnel Administrative 
Support System (with anticipated savings of about $10 million 
yearly), and DOD-wide consolidated civilian payroll systems (with 
anticipated savings of $40 million in 7 years). 

Major base support savings are achievable if DOD is willing to 
coordinate its available cost-reduction programs and override 
parochial service interests. Through personnel cost savings 
alone, the potential is great. Using a conservation projection 
of only 5 percent compared to the 10 to 30 percent savings noted, 
DOD could save $370 million per year. 

Relevant GAO Reports. 

Base Realignments: LCD-81-22, January 23, 1981; LCD-81-21, 
January 2/ 1981; LCD-81-11, October 24, 1980; LCD-80-104, 
September ;l, 1980; LCD-80-80, June 23, 1980: LCD-80-54, May 9, 
1980; LCD-80-50, April 14, 1980; LCD-80-46, March 20, 1980; 
LCD-80-24, November 29, 1979; LCD-79-333, October 10, 1979; 
LCD-79-332, September 14, 1979; LCD-79-331, August 30, 1979; 
LCD-79-329, August 23, 1979; LCD-79-328, August 15, 1979; 
LCD-79-326, August 30, 1979; LCD-79-325, August 6, 1979; 
LCD-79-324, July 31, 1979; LCD-79-322, August 8, 1979; LCD-79- 
318, July 20, 1979. 

Base Support Consolidation: LCD-80-92, September 5, 1980; 
LCD-n-223, April 12 1979; LCD-79-113, October 15, 1979; 
LCD-76-347, March 28: 1977; B-178736, July 6, 1973; B-176139, 
December 6, 1973; B-164217, December 12, 1972. 

Contact. James G. Mitchell, 275-3591. 
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Prasideat's Proposal - Incrrrred contracting out 

CONTRACTING OUT--0MB CIRCULAR A-76 

GAO SUPPLEMENTARY DISCUSSION 

GAO Views. In 1945 the then Bureau of the Budget established 
a national policy of "contracting out" to the private sector 
for commercially available goods and services used by the 
Federal Government, including the Department of Defense 
(DOD), arr oppored to providing them "in-house" using Govern- 
ment personnel and facilities. Since then, the policy has 
been a subject of controversy involving the Congress, depart- 
ments and agencies, industry, and Federal labor unions. 
Private sector firms, for example, view in-house performance 
as multibillion dollar Government competition with private 
enterprise, and Federal unions view contracting out as 
uneconomical an@ a threat to the jobs and financial security 
of affected civil servants. 

The policy is currently stated in Office of Management 
and Budget (OMB) Circular A-76, revised March 29, 1979. It 
provides, when,private performance is feasible and no over- 
riding factors such as military necessity require in-house 
performance, that a rigorous comparison of contract versus 
in-house costs be used to decide how the work will be done. 

Circular A-76 requires agencies to inventory their com- 
mercial and industrial activities and establish schedules 
for their periodic review. When appropriate, cost compari- 
sons must be conducted to determine the most economical 
source of performance --contract or in-house. 

The DOD Commercial and Industrial-type 
Activities (CITA) Program 

The DOD has established a CITA program to implement 
Circular A-76. It currently operates over 15,000 commercial 
and industrial-type activities at an estimated annual 
operating cost of about $17 billion. 0 

To date, DOD has conducted more A-76 cost comparisons 
than any other Federal agency. About 60 percent of the 
comparisons show that it is more economical to convert in- 
house activities to contract arrangements. 

Between April 1978 and October 1980, DOD converted 
over 200 activities of a commercial or industrial nature 
from performance by DOD personnel to performance by private 
contractors. The conversions involved a wide assortment of 
functions, ranging from individual types of services (laun- 
dry and drycleaning; keypunch: custodial: food: guard; main- 
tenance of facilities, motor vehicles or aircraft: aircraft 
fueling: etc.), to total installation support for a number 
of services, to the operation and maintenance of whole 
installations, such as radio transmitting sites. The con- 
versions eliminated about 7,800 employee positions in the 
200 activities and are expected by DOD to result in an esti- 
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mated cost.. ad‘~aiK1L3cjf;L t.3 the Government of about $130 million 
over a 3-year period. Many other studies resulted in the 
activities L emairri 3t.j i.I;l-house, but with fewer personnel 
spaces resultnng i"roro the use of more efficient and cost 
effective or~7anizatic~ns. 

Congressional policy an< e"y.s 
recurring restrictions --- 

The Congress has expressed concern in each of the last 
4 years about implementation of the contracting-out policy 
in DOD. For example, in fiscal year 1978, the Congress 
placed a moratorium on the contract conversions of many base 
operating support services. In fiscal year 1981, it autho- 
rized conversions subject to certain specified restrictions. 
In part, these restrictions precluded conversions ($1 to 
circumvent any civilian personnel ceiling, or (2) unless the 
Secretary of Defense certified to the Congress that the Gov- 
ernment's costs were based on the most efficient and cost 
effective organization for in-house performance. 

Another current congressional restriction waives the 
applicability of Circular A-76 to the contracting out of 
certain research and development activities. 

The overall management of DOD's personnel resources is 
governed by a congressional policy that DOD convert higher 
cost forms of manpower (military, civilian, or contract) to 
Lower cost forms of manpower, when consistent with military 
requirements. The policy is stated in Section 502 of DOD's 
Appropriation Authorization Act, 1975. Although expressed 
in 1975, it continues to mandate consideration by the 
Secretary 0f Defense. The legislative history of the act 
provides some evidence that, in determining relative costs, 
DOD will follow the cost. comparison guidelines of Circular 
A-76 to achieve the desired objective. 

The GAO position 

Current DOD activities under Circular A-76 provide an 
opportunity to reduce overhead and personnel costs. All DOD 
in-house activities will be scheduled for review within the 
5-year period extending through 1984. 

Although Circular A-76 is controversial, and the 
procedures established to implement it have not been totally 
accepted by many interested parties including GAO, this 
office does support the general policy precepts it sets 
forth. 

Relevant GAO Reports. PSAD-81-4, PSAD-80-79, PSAD-78-118 

Contact: George J. Wooditch, 275-3181 or 
Xarren Nagel, 275-3132 
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Ekes i AenK ‘s PrOpOSAl - Reduce number of consultants 

Proposed Reduction in Consultants 
GAO Supplementary Discussion 

GAO views 

On March 20, 1980, GAO issued a report on controls over consulting 
service contracts at Federal agencies. GAO examined contracts from six 
agencies: The Departments of Energy, Commerce, Transportation, Labor, and 
Housing and Urban Development, and the Office of Education. During Con- 
gressional hearings on this report, GAO was asked to perform a similar 
review at the Department of Defense. Audit work has been completed and 
we are now responding to agency comments on the report. Since our DOD work 
was done as a result of a Congressional request, it is not available for 
release at this time. The statements which fol'low are based primarily on 
our earlier work. 

GAO believes that despite continuous attention focused on consulting 
service contracts at Federal agencies, serious and pervasive problems 
continue to exist. GAO feels these problems are rooted in the lack of under- 
standing of what constitutes consulting services and the corresponding problems 
assocfated with application of meaningful management controls. In a recent 
report, GAO found questionable need and use of consulting services, extensive 
sole source awards which precluded effective price competition, and significant 
contract modifications, both in numbers and dollars, resulting in increased 
costs and delays in end product delivery. GAO recommended improvement of 
management controls over Federal agencies' use of consulting services. In 
addition, GAD recognized the need for a better and more uniform understanding 
of OMB's consulting service definition. Consulting services represents only 
a small part of the larger overall universe of management support services at 
Federal agencies. GAO believes that it makes little sense to focus attention 
and establish special controls over only consulting services as defined by 
OMB when the same types of problems exist in all types of contract management 
support services. For example, in fiscal year 1981, Federal agencies estimated 
$400 millfon in consulting services , while the same Federal agencies reported 
$3 billion in management and professional services and special studies and 
analyses. By applying management controls to consulting services alone, the 
balance of the larger universe of management support services does not get 
the attention or scrutiny needed to reduce and avoid abuses. 

GAO is in the process of completing audit work on management support 
services at the Department of Defense. This review has established that 
similar problems as found in our review of other Federal agencies exist at DOD. . 

As evidence of the impact of our recent work in the consulting services 
area, two Executive branch actions can be cited. In April 1980 OMB issued 
Bulletin No. 80-9 which cut FY 81 spending on consulting service contracts by 
15%. Thfs resulted in a government wfde $62 million reduction and more than 
920 million at the Department of Defense. More recently (January 1981) OMB 
issued a second Bulletin No. 81-8 which provides for submission of plans to 
reduce consulting services and management and professional services and special 
studies and analysis for FY 81. This latter action indicates that OMB is now 
agreeing that the broader universe of management support service contracts needs 
to be controlled. 

Relevant GAO Reports. PSAD-80-35 

Contact: Carl Bogar, 275-3161 
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MULTIYEAR CONTRACTING 
GAO SUPPLEMENTARY DISCUSSION 

GAO views 

A multiyear contract is a commitment by the Government to purchase 
services or supplies from a contractor for a period extending beyond the 
fiscal year in which the contract is made. It is a long-term arrangement where 
the parties are released from their mutual obligations only upon termination of 
the contract. 

The GAO maintains that multiyear contracting is a viable acquisition 
method which could reduce procurement costs and should be used therefore where 
feasible and applicable. 

One of the greatest advantages in using multiyear contracting is the 
potential for savings in contract prices and administrative costs. With regard 
to contract prices, the contractor who holds a multiyear contract is able to 
spread his planning, startup, and other preproduction costs over a longer period 
of time, and more opportunity for increased efficiency and productivity should 
exist over this extended period. GAO conducted a study in 1977 which included 
an evaluation of instances where multiyear contracting was introduced into certai 
Defense Logistics Agency and Air Force procurements. The resulting report 
(PSAD-78-54; January 10, 1978) identified annual savings of $3 million, or about 
21 percent of 26 multiyear contracts valued at $14 million, exclusive of any 
administrativecost savings, Although not identified in this analysis, admin- 
istrative costs would also be saved by eliminating costs attributable to 
repetitive soliciting and evaluating bids and awarding the contract. 

Another advantage often cited by Federal agency and contractor personnel 
is that multiyear contracting could lead to increased competition for Government 
contracts. Many officials feel that with a longer time period for investment 
amortization allowed by the multiyear contract, a larger number of contractors, 
including small and minority-owned businesses, would be encouraged to complete 
for Government contracts. Today, the uncertainties of future business inherent 
in the annual procurement process discourage such businesses from competing 
for Government contracts because they are reluctant or unable to make capital 
investments they have no assurance of recovering. Multiyear contracting could 
remove much of this uncertainty. 

Still another advantage which has been repeatedly cited is that the quality 
of contractor performance and service should improve. Contractor performance 
may be improved by reducing the uncertainty of continued Government business; 
providing continuity in the delivery of recurring service and supply needs; and 
enabling the contractor to maintain a stable, well trained work force. 

Multiyear contracting should not be used for every procurement. We 
believe that the following three criteria should exist in any multiyear contract 
situation: 

--there will be a continuing requirement for the supplies or service 
consistent with current plans for the proposed contract period; 



--the furnishing of such supplies or services will require substantial 
initial fnvestment In plant or equfpment, or the fncurrence of a 
substantfal contfngent Ifabf?fties for the assembly, training or trans- 
portfng of a spaclalfzed work force; and 

--the use of such a contract will promote the best interests of the United 
States by encouraging effective competition and promoting economies in 
operation 

Relevant GAO Reports. PSAO-78-54, PSAD-80-13, PSAD-81-14, PSAD-80-9, 
PSAD-77-171. 

Contact: Sidney Wolin, 275-3176 (multiyear contracting) 
Carl Bogar, 275-3161 (red tape and comercfal products) 
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Preuident's Proposal 
Adoption of Multi-year Contracting - Chapter 8, p. 8-1 

GAC Supplementary Discussion -.- -. 

Because of statutory restrictions and a general reluctance on the part of 
the Cmgress , substantial potential savings Which muld be available through 
imlti-year contracting have not been realized. This technique is crucial to 
achievmg the kinds of savings cited earlier. 

In the acquisition. of major weapons systems, the "up front" ccmnitment 
to a program, demonstrated through multi-year contracting, produces 
prcqrarnstiility andpamits econcxni.calproductionquantities to be 
scheduled. These factors, in turn, provide the incentive to acontractor 
t.o invest in labor saving capital eguipmant that produces cost reductions 
and increases productivity. Eia-ther, mre.total units of equipmantcan be 
procured at the same total cost. 

Savings resulting fm utilizing multi-year contracting are not limited to 
major acquisitions. The estinated range of 10 to 30 percmt we find is 
also likely to be realized in the procurement of supplies and semices. 
Cannercial typz tc3mmdities such as copying equipment mch of which is 
nw leased at a very high cost to the Government. Multi-year procurement 
authority in such cases would open the possibility of increasing initial 
competition because of the assurance of business continuation over a 
several-year period (such as 3 to 5 yearsr . Similar to major acquisition 
procuremnts, the stability resulting frommulti-year contractingpKovides 
an incentive to contractors to make labor saving capital investments and 
develop efficient means of producing supplies or delivering services. 
Additionally, using multi-year contracting might attract more small and 
tiority cmed businesses to participate in Government procurment. 
Today the uncertainties of future business inherent in the annual procure- 
xent process discourage such entities fm participating either because 
they are reluctant or unable to make capital invesmts they have no 
assurance of recovering. 

GAI) has long advocated, tmst recently in testinxmy before a congressional 
camitteq the adoption of multi-year contracting. We believe that the 
Wfense L!epartmentcan and should take the initiative, by concrete case- 
by-case documentation of the savings opportunities in its annual budget 
presentation, to focus action attention on this long overdue improvement 
in the business of procurement. 

Test&my before Defense Industrial Ease Panel, House &mad Services 
Cunnittee, November 1'1, 1980. 

Contact. Walton H. Sheley. Jr., 275-3456 
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President’s Proposal - Increasc competition 

COMPETITION 

GAO SUPPLEMENTARY DISCUSSION 

GAO Views. The Congress has historically required that Government purchases of 
goods and services be accomplished using full and free competition to the max- 
imum extent practicable. Offering all qualified firms the opportunity to 
compete helps to minimize favoritism and collusion and provides assurance that 
acceptable products and services are obtained at the lowest prices. 

In October 1979 testimony before the House Budget Comnittee GAO stated 
that the trend has been to less competition and less price competition in DOD 
negotiated awards. The value of negotiated price competitive awards (which 
includes small business and labor surplus area set-asides) decreased from 
25 percent in fiscal year 1971 to 19 percent in fiscal year 1978. During the 
same period the value of all contract awards negotiated competitively (including 
price as well as design, technical, or other competition) fell from 31 to 29 
percent. Concurrently, the value of noncompetitive (or sole source) contract 
awards rose from 58 percent to 64 percent, (and remained atthat level in fiscal 
year 1979). 

GAO believes that DO0 could better ensure obtaining acceptable products 
and services at the lowest prices by decreasing the dollar value of noncompeti- 
tive awards and increasing the amount of awards based on competition. This 
approach is also likely to reduce procurement costs. Recent GAO reports show 
that various improvements are needed. 

Review of Noncompetitive Procurement of Aeronautical Spare Parts (B-200136, 
This assignment examined the procedures used at the Oklahoma City 

Air Logistics Center to determine the competitive status of replenishment spare 
part buys. We found that many noncompetitive purchases of high-dollar value 
replenishment spare parts can occur because data packages needed for competition 
are not assembled expeditiously. We recomnended that procedures be established 
to assure prompt assembly of complete reprocurement data packages so savings 
associated with competition can be realized at an early stage in the procurement 
history of these high-dollar value items. 

Implementation of Federal Policy on Acquiring and Distributing Comnerclal 
iroducts is Faltering Badly (PSAD-80-13 January 14 1980) This review 
assessed implementation of the Governme&'s policy ;hich requires Federal agencies, 
to the extent practical, to rely on commercial off-the-shelf products to satisfy 
their needs as opposed to products manufactured to meet unique Federal or 
military specifications. The policy was supposed to be fully implemented by 
August 1979. 

Federal supply agencies-- including the Defense Logistics Agency--procure, 
stock, and distribute billions of dollars of products. Although the major Federal 
supply agencies recognize the potential savings and benefits of this policy, 
none has aggressively pursued this matter. Implementation has faltered so 
badly that successful achievement of policy objectives is doubtful. We found 
that DOO's implementation is fragmented among various programs. It needs an 
integrated approach for implementing the policy. 

3. Air Force Procurements of Spare and Repair Parts for the ARC-164 Radio 
(PSAD-80-59, 7/14/80)--At the request of Senator Sam Nunn GAO reviewed why 
certain ARC-164 components and parts are procured from the prime contractor, 
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instead of competitively. According to the Air Force noncompetitive procurenr:rl:. 
from prime contractor are necessary to insure reliability and maintainability. 
GAO recommended that the Air Force (1) compute savings attributable to competing 
for the remaing ARC-164 requirements as well as costs associated with establishing 
other production sources and (2) if warranted by potential cost reduction, compete 
future ARC-164 procurements. 

Other past GAO reports covering Department of Defense activities have 
pointed out the following problems adversely affecting competition which need 
to be corrected: ('I) restrictive specifications or purchase descriptions have 
been used repeatedly, (2) the causes for receipt of low numbers of bids have 
not been evaluated to increase competition for future procurements, (3) advertising 
in the Commerce Business Daily has not been timely, and the published description 
of supplies or services required has been insufficient to elicit bids, (4) the 
complexity of invitations has discouraged suppliers from bidding, (5) bidders 
have been given insufficient time to bid, and (6) excessive use of urgency to 
justify not getting competition. 

Ongoing reviews using random statistical samples are identifying widespread 
problems. 

Keview of the Feasibility of Obtaining Competition in Awarding DOD Non- 
Lpetitive Procurement (950575) - As requested by the Chairman, Task Force 
on Government Efficiency, House Budget Committee, this review includes analysis 
of a statistical sample of noncompetitive contracts. A significant number of 
cases representing at least $146 million, have been found where DOD could have 
obtained competition. We anticipate a report to Congress including suggestions 
to correct these problems. 

2. Review of the Department of Defense's Use of Management Support Service 
and Consulting Service Contracts (950601) (Request of the Chairmen, Subcom- 
mittee on Human Resources, House Connni ttee on Post Office and Civil Service 
and the Subcornnittee on Civil Service and General Services, Senate Committee 
on Governmental Affairs) - GAO is reviewing a random statistical sample of 
256 DOD consulting service contracts to determine the extent to which problems 
identified in GAO's earlier review of consulting service contracts at six 
civilian agencies (PSAD-80-35) exist on DOD. Many of the previously identified 
issues are surfacing, including frequent sole-source follow-on contracts. 

Relevant GAO Reports. B-200136, 10/31/80, PSAD-80-13, PSAD-80-59, PSAD-80-9, 
PSAD-80-48, PSAD-80-35. 

Contact: Sidney Wolin, 275-3176 



President’s Proporal - Give more attention to the precise role of weapons systems 

DEPARTMENT OF OEFENSE MAJOR WEAPON SYSTEMS - CHAPTER',, PAGE 8-l 

GAO Supplementary Discussion 

Annual reviews conducted by GAO of selected weapon systems culmfnate 
in reports issued to the Congress each February. These reports fdentffy 
issues that would have a direct impact upon the weapon system's mission 
effectiveness--that is, how well the weapon can be expected to accomplish 
its intended purpose when threatened by a major hostile force, The reports 
also address issues which impact upon' program acquisition matters requfr- 
ing management decisions or improvements. 

Issues identified under the mission effectiveness category include 
operational and performance limitations, survivability and vulnerability, 
operational requirements, and reliability. Operational requirements for 
weapon systems are characteristics that are deemed necessary to fulffll a 
needed defense capability. They are usually specified well before fnitiat- 
ing development work but are frequently modified during development. In 
some cases the precise role of the weapon system is an issue resulting in 
uncertainty as to the capabilities proposed for the weapons. In other 
cases, some of the requirements proposed for a few of the weapon systems 
where their roles were not an issue were questionab?e or not firmly es- 
tablished. Examples of individual weapon systems where we found this to 
be the case include the Low Altitude Defense Ballistic Missile System, the 
AH-64 Attack Helicopter, the Light Airborne Multipurpose System, the KC-135 
Aircraft, and the Air Force/Navy Trainer Aircraft Programs. 

Under the program acquisition issues requfring management decfsfons or 
improvements, GAO has identified matters relating to the program's afforda- 
bility, the concurrency of development and production, the adequacy of test- 
ing, cost effectiveness and management. With regard to affordability, it is 
widely recognized that it has become a major issue associated with all major 
weapon systems. It generally applies to exceedingly high cost programs that 
tend to disrupt the procurement expectations for other programs and result 
in compromises between military requirements and the availability of funds. 
This leads to uneconomical rates of production and stress on the defense 
budget when there are more systems in the development and production phases 
then can be properly funded. All systems for which funds are being re- 
quested are subject to stretch outs and perhaps curtailment ff approprfate 
dollars are not available. Priorities need to be established within the 
Department of Defense to identify in some disciplined way what is more ur: 
gent. 

Another area that adversely impacts on the cost of acqufrfng and 
operating weapon systems is the way weapon systems are designed. Many of 
today's military systems cannot be adequately operated, maintained, or sup- 
ported because the Department of Defense does not pay enough attention to 
logistic support, human factors, and quality assurance during the design 

l-29 



phase of the acquisition process. These problems deter the system's 
effectiveness to defend our country fn case of war. We suggested that 
management needs to improve its planning process when systems are in 
the early stages of design so that these important factors are given 
full consideration at that time rather than waiting, as is so often 
the case, until the systems become operational. 

GAO REPORTS 

PSAD-81-17 
MASAD-81-1 
MASAD-81-2 
MASAD-81-3 
PASAD-81-6 
,MSAD-81-9 
MASAD-81-11 
C-MASAD-81-l 
C-MASAD-81-2 
C-MASAD-81-3 
C-MASAD-81-4 
C-MASAD-81-5 
C-MASAD-81-6 
C-MASAD-81-7 
C-MASAD-81-8 
C-MASAD-81-9 
C-MASAD-81-10 
C-MASAD-81-11 

Contact. Walton 8. Sheley, Jr., 275-3456 
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President ‘a Proposal - Earlier conrideration of logistics in weapon6 system 
planning 
Consider Life Cycle Logistics 

er e. d Backup Equipment Requirements 
E-n the Weapon Planning Cycle 

GAO Views. On newer systems far better attention is being 
given by the services to the concept of "integrated logistics 
support," but even stronger Secretary of Defense emphasis is 
needed. Examples of current opportunities are the following: 

--On the Navy's F/A-18 aircraft, operational and 
support costs can be reduced by several hundreds 
of millions of dollars if the Navy adopts several 
alternative concepts. For example, buying initial 
spares and installed components concurrently could 
save as much as $160 million. 

--Requirements for noncombat mission-related aircraft, 
such as quantities of F-14, F-15, F-16, F-18, and 
A-10 aircraft used for training, peacetime attrition, 
and backup during depot maintenance, were being 
justified by DOD on the basis of data which were out- 
dated, inflated, and unsubstantiated or which did not 
recognize improvements in maintenance, technology, 
and support concepts. 

However, XI3 has taken the position that regardless 
of their peacetime uses, in wartime all aircraft will 
be used to their maximum advantage, and any cutback 
in aircraft procurement would reduce combat capability. 
It is GAO's position that if DOD believes these 
additional aircraft are needed for combat purposes, 
they should be justified as such and approved in that 
context by the Secretary of Defense, the Office of 
Xanagement and Budget,and the Congress. Lacking this 
kind of justification, there are serious questions 
about the use of billions of dollars to acquire 
aircraft that may not be needed. 

--A number of opportunities exist to consider more 
economical support concepts for the F-16. Since this 
is a multi-national fighter being used by the North 
Atlantic Treaty Organization countries, there is an 
opportunity not only to centralize our needs, but 
also to build on host-nation support, One example-- 
reduction in the intermediate maintenance eguipment-- 
would save an estimated $56 million. 

The Secretary of Defense must make it clear that he will not 
tolerate an attitude on the part of DOD managers which assumes 
that if a system can be funded, logistics will have to be 
provided, regardless of cost effectiveness at a later time. 
It must become a way of life to give the same attention to 
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logirticr concern8 an$ life cycle costs at the outret of 
ryrtomr dovrlopment, as are given to systems capabilities and 
deriqn cost considerations. 

Relevant GAO Reports: LCD-80-65, June 6, 1980; LCD-80-83, 
hly 22, 1980; LCD-90-39, August 20, 1980. 

GAO Contact: Martin Ferber, 275-3697 
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President ‘8 
Proporal - Productivity Enhancing Investments 

GAO views. Improvement in national productivity is needed to 
aid the fight against inflation. GAO has issued a number of 
reports aimed at measuring and improving productivity within 
the Department of Defense. These reports indicate that, aven 
though the Department of Defense has made some progress toward 
increasing productivity, many opportunities for additional 
increases and monetary savings still exist. 

Our past reports on productivity have dealt with areas 
such as work measurement, use of numerically controlled 
equipment, source data automation, the productivity of vari- 
ous maintenance activities and productivity increases through 
capital investment. We have found, for example, that while the 
Department of Defense devotes considerable resources to work 
measurement, the services are not uniformly applying the stand- 
ards and are not providing sufficient management emphasis to 
realize work measurement's full potential. In several other 
reports we pointed out the potential for increased savings 
through the use of numerically controlled equipment. However, 
the Department of Defense has not provided the attention and 
direction in this area that we believe is needed. Expanded 
use of source data automatiow- collecting data in computer 
readable form at the point and time an activity occurs--would 
be a further spur to increased productivity. 

A number of reports have dealt with the productivity prob- 
lems of the services' various maintenance activities. For 
example, the Department of Defense spends about $2.5 billion a 
year on depot maintenance for aircraft. Many of its industrial 
in-house activities are currently work-loaded at low rates re- 
sulting in costly and inefficient operations as indirect costs 
are spread over low production. 

This problem is massive ind complex. A master plan and 
uniform cost accounting are essential to eliminate unneeded 
capacity and overheads and properly integrate Government-owned 
and private facilities. While it is difficult to estimate 
potential savings with precision, even if they were only 10 per- 
cent of current costs, they could exceed $200 million annually. 

In the area of capital investment, we have pointed out 
that the Department of Defense's program for simplifying ac- 
cess to capital investment funds, while conceptually sound was 
ineffective because of poor management. Ongoing work indicates 
that two of the services have overcome their difficulties and 
are successfully using the program. 

We have also pointed out factors that affect the defense 
industry's productivity. Defense contractors, for example, 
are sometimes reluctant to make long-term facilities improve- 
ment investments. The inherent uncertainty of many Depart- 
ment of Defense program's funding and ,production schedules 
combined with slow depreciation rates provide little or no 

l-33 



incentive for capital investment by contractors. Incentives 
must be improved to realize the benefits of plant and equip- 
mont modernization. 

Additionally, the Government uses the procurement process 
to implement variour socio-economic programr which have been 
enacted into law as well as to obtain supplies and services. 
The resultant burden on both the Government and contractor or- 
ganizrtionr ir enormous. The.Congress should take the initi- 
ative to reexamine the full range of socio-economic programs 
applied to the procurement process. 

We have also recommended that the Secretary of Defense 
identify there aspects of contract administration that could 
be relaxed to reduce cost8 and paperwork and should accelerate 
the implementation of management policies for major weapon sys- 
tern8 acquiritions as set forth in OMB Circular A-109. 

Relevant GAO reports. FGMSD-80041,4/18/80; FGMSD-78-44, 
/25/78 LCD-75 432 12/23/75; LCD-76-401, a/31/76: LCD-77-441, 

g/23,77: LCD-7BI406: 7/12/78; LCD-78-427, l/17/79; LCD-80-23, 
12/S/79; LCD-80-70, 6/17/80; LCD-80-02, a/7/80; PSAD-80-6, 
11/8/79. . 

GAO contact. Paul Math, 275-3663. 
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Further Consol'i&ation of Supply Activities 

GAO Views. While there has been substantial progress in 
consolidating supply activities by establishing single 
managers, there is still strong services' resistance in areas 
with great potential. A firm decision by the Secretary of 
Defense would set in motion procedures providing substantial 
savings within 2 years. 

In the 195Os, the Congress directed DOD to consolidate the 
purchase, issue, and use of common supplies. This was 
incorporated in the so-called "~cCorrnick-Curtis Amendment" of 
1958 which mandated consolidation of common supply and 
support functions to eliminate duplication and-achieve 
economies. 

A series of commodity single managers were established 
(including medical, clothing, subsistence, industrial, elec- 
tronics, and general supplies). Each procured, stored, and 
distributed supply items to the four services. In 1961 this 
croup was brought together by the then Secretary in an agency 
known as "The'Defense Supply Agency" (DSA), responsible for 
some 1.8 million items of supply. Major reductions in inven- 
torv investment and Fersonnel economies quickly ensued. 
Since then the Office of the Secretary of Defense (OSD) 
civilian managers have repeatedly advocated further consolida- 
tion of consumable items by assigning the remaining 1,300,OOO 
constable items to the Defense Logistics Agency (DLA) (the 
successor to DSA) for procurement, storage, and issue. These 
OSD officials estimate that $100 million annually can be 
saved in operating costs (about 4,000 people). Substantial 
reductions in inventories are also possible. 

While the above is the most dramatic opportunity for supply 
consolidation, there are two others which have been addressed 
in recent GAO reports that deserve early consideration: 

--Eliminating Marine Corps logistics o&lap with other 
services has already saved several million dollars, 
but further savings are possible. In response to an 
earlier GAO sport, the Marine Corps took steps, 
saving about $65 million, by reassigning some 157,000 
items to other service agencies for management, thus 
eliminating separate Marine Corps staff and facilities. 
However, there are at least another 39,000 items 
managed by the Yarine Corps which others could effi- 
ciently manage for it. In addition, there are opportu- 
nities for the transfer to other services of duplica- 
tive maintenance activities; use of other services' 
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depot overhaul facilities for selected items: and 
transfer of war reserve stocks to the storage 
facilities of other services. 

--Centralized ammunition management is a long-sought 
goal which has not been fully achieved. Despite 
progress, much remains to be done. The current 
single manager’s control is limited and the Office of 
the Secretary of Defense's proposal to expand the 
single manager concept has encountered considerable 
resistance from the services. Thus, there remain 
millions of dollars to be saved by installing a single 
ryrrtem capable of providing intensive management of 
this critical commodity. 

Relevant GAO Reports. LCD-80-74, June 30, 1980: LCD-80-1, 
ilovember 26, 1979 . 

GAO Contact. !?ichard Xelmer, 275-3637 
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APPLICATION OF THZ SINGLE MANAGER 
coNm To msPbfP1FZTrm 

GAO Views. It ir timely to establish a unified command instead 
of the three services managing transportation separately. Studies 
have shown potential savings of over $58 million annually from 
reduced personnel and facilities coats from consolidating these 
functions for just two of the three service single managers. 
Additional one-time savings in inventory costs from increased 
efficiency have also been projected. 

Since the National Security Act of 1947, DOD has designated the 
Navy to be the single manager for ocean transportation (1956) 
and the Air Force to handle airlift service (1956). In 1965 DOD 
designated the Army to be the single manager for land transpor- 
tation and common user terminals. 

In 1979 the Blue Ribbon Defense Panel established by the then 
Secretary examined this multiservice approach to transportation. 
It recommended that transportation be further consolidated under 
a "Unified Logistics Command." Today, however, the three 
managers operate basically as originally established. 

The House and Senate reports on the fiscal year 1980 Defense 
Appropriation Bill directed DOD to develop an implementation. 
plan for consolidating the Military Sealift Command and the 
Military Traffic Management Command for creating a Defense 
Traffic Management Agency. We understand that a recently 
completed Harbridge House, Inc., study which DOD contracted for 
in response to this congressional directive, recommends the 
establishment of a Unified Traffic Management Command under the 
Joint Chiefs of Staff. However, to make this a truly Unified 
Traffic Management Command, the Secretary of Defense should 
consider assigning to it the traffic management functions of the 
Military Airlift Command. 

Relevant GAO Reports. LCD-77-227, November 8, 1977. . 
GAO contact. Henry Connor, 275-6546 
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CONSOLIDATED USE OF WHOLESALE 
AND #ETA11 INVENTORIES 

GAO Views. Since 1974 we have been emphasizing the need to 
maintain visibility and interchangeability of stocks held both 
at major depots (wholesale levels) and at using installations 
(retail levels), such as shipyards, bases, and operating 
activities. This concept --vertical stock fund management--has 
the advantage of reducing total inventory investment and obtain- 
ing better use of assets. 

Vmtical stock fund management requires that a single stock 
fund manager (located at the inventory control point) maintains 
ownership and asset visibility of inventory at both the wholesale 
and retail levels. This contrasts to horizontal or multiple 
stock fund management which provides that inventory at the 
wholesale level is owned and controlled by wholesale stock fund 
managers while the same type inventory located at the retail 
level is owned and controlled by the retail stock fund manager-- 
in es6ence there are two funds. 

Without vertical stock fund management the wholesale managers 
lose visibility over assets and as a result stocks may be 
requisitioned unnecessarily, repaired when not needed or 
repositioned. For example, in past studies GAO has reported 
that: 

--the Air Force was spending unnecessary millions of 
dollars to repair parts when more than sufficient 
quantities were already available. We first reported 
this finding in 1964 and the Air Force Audit Agency 
has repeatedly confirmed that millions of dollars 
can be saved if appropriate inventory management is 
applied. 

--the Army could save some $18 million by using 
serviceable parts which were then-in overstock, 
instead of repairing them, based on tests conducted 
at just two Army depots. 

--the Navy had purchased parts valued at $5.3 million, 
while the Philadelphia Naval Shipyard had $11 mil- 
lion of identical items on stock excess to its 
needs. 

Savings realizable from vertical management are in the areas of 
reduced investment in safety levels, not transferring stocks 
when demand can be satisfied by other means, and avoiding 
unnecessary billing and invoicing between wholesaler and retailer. 
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In January 1981, we reported that the Navy could reduce rupply 
support for combat #hips, and also enhance readiness, by improved 
policies and practices for establishing and maintaining stock 
levels. Savings--$137 million. Also, in January 1981, we 
reported that the Army, through improved retail inventory manage- 
ment, could lava $126 million. 

Relevant GAO Reports. LCD-81-16, January 19, 1981; LCD-81-9, 
January 15 1981 LCD-80-70, June 17, 1980; LCD-79-205, January 31, 
1979; LCD-;7-202: June 7, 1977. 

GAO Contact. Henry Connor, 275-6546 
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CHAPTER 2 

DISCUSSIONS ON 

SPECIFIC ADMINISTRATION COST-SAVING PROPOSALS 



SECTION A. 

REVISE ENTITLEMENTS TO ELIMINATE UNINTENDED BENEFITS 



President’s Proposal: Targeted Eeform of Food Stamps 

GAO Sgpplementarv Discussion --- 

GAO Vitws: Regarding the possible annual savings by eliminating 
the duplication between food stamp and school lunch subsidies, 
GAO agrees that suostantial savings might be possible by elimi- 
nating this duplication. Based primarily on fiscal year 1976 
information, GAO estimated in a June 13, 1978, report that the 
duplication would be at least $112 million, but this estimate 
was intentionally conservative. All the assumptions on which 
GAO's calculation was based were made so as to avoid overstating 
potential savings: different assumptions would significantly 
increase the savings estimate. Other factors--growth in program 
participation and increased food costs and benefits--which have 
changed and will change dramatically between 1976 and 1986 would 
also increase the estimated savings. GAO has not evaluated the 
details behind the President's estimated savings but believes that 
:he general principle on which it is based--overlap between food 
stamp and school lunch benefits--is valid. Further overlaps-- 
and potential savings --are available regarding the summer food 
service, child care feeding, free special milk, and breakfast pro- 
grams. GAO has no estimates of what such potential savings might 
currently amount to. GAO's 1978 report recommended, among other 
things, that USDA study the administrative feasibility of consider- 
ing child-feeding benefits when determining food stamp ?ligibility 
and benefits. 

Regarding income verification, GXO testified in October 1979 
in connection with the proposed 1980 food stamp amendments that 
restrospective accounting is generally advantageous because it 
uses actual, rather than estimated, income information for making 
benefit determinations. GAO also commented, however, that retro- 
spective accounting could result in a household receiving benefits 
after it no longer needs them. This could happen, for example, 
;Jhen household income increases after a previously unemployed 
worker returns to work. 

In a review completed in 1977, GAO assessed the efforts being 
made to identify and recover overissuances of food stamp benefits 
and estimated that the Government was losing over half a billion 
dollars annually because of errors, misrepresentations, and sus- 
pected fraud by recipients, and by errors by local food stamp 
off ices. For every $100 of the more $5 billion in annual benefits 
being issued nationally at the time, overissuances accounted for 
about $12; only about 12 cents of that $12 had been recovered. 
The 8 local projects GAO reviewed we,re doing little to identify 
and recover the value of overissuanits. 

GAO reported in 1979 that, if some semblance of integrity 
is to be maintained in this program, food stamp recipient fraud 
cannot be allowed to continue unchecked. Administrative adjudi- 
cation and penhlty assessment were proposed as effective deter- 
rents. GAO said that better financial incentives were needed 
for States and.local projects to devote more effort to identifying . 
and recovering overissuances and punishing recipient fraud. The 



subsequently enacted Food Stamp Act of 1977 and the August 1373 
amendments to the act provided additional tools for dealing with 
fraud and other overissuances. Yowever, GAO believes that fur- 
ther steps are needed as discussed in a subsequent,report issued 
in 1980 on the efforts being made to control fraud, abuse, and 
mismangement in domestic food assistance programs. 

The 1980 report dealt with the numerous recommendations GAO 
had made for dealing with fraud, abuse, and mismanagement in 
domestic food assistance programs. Some significant'improvements 
were apparent in the regulation of retailers accepting food stamps, 
and in the handling and controls over food stamps, ‘out more were 
needed in other areas where little had been accomplished. 

The work requirements of tSe food stamp program are intended 
to affect the program in two ways --by helping recipients Eind jobs 
so that they will no longer need assistance and by terminating 
benefits to those recipients who are able but not willing to work. 
GAO found, unfortunately, that those responsible for administering 
the requirements seemed to regard them as administrative paperwork 
rather than as a tool for reducing the program's size. 

The Food Stamp Act of 1977 also requires that the workfare 
concept, in which food stamp recipients will be required to work 
on public service jobs for the value of their benefits, be tested 
in pilot projects. GAO is currently completing its assessment of 
the first year's operation of the demonstration and will recommend 
changes to make operation of the concept mar? effective. 

Relevant GAO Reports: CED-78-113, CBD-79-5, CBD-77-112, CED-80-33, 
CED-78-60 

GAO Contact: Stanley Sargol (447-7883) 
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Preridmlt'r - 
Proposal - Eliminating the Social Security 

Minimum Payment Amount 

GAO Supdlsmsntary Discussion 

GAO \licws. 

Congress can save the Social Security trust fund $650 million 
in fiscal years 1982 through 1986 by eliminating the minimum 
benefit provision of the Social Security Act for new beneficiaries. 

The minimum benefit provision, intended to help the poor, 
has in recent years mainly benefited retired government workers 
with pensions and homemakers supported by their spouse's incomes. 
Our study of beneficiaries who were awarded minimum benefits 
during 1977 showed approximately 44 percent of sampled 
beneficiaries received no additional income from the minimum 
provision because of offsets required in other Federal programs. 
More than half of the remaining 56 percent had income or support 
from other sources. 

The need for the minimum benefit was greatly reduced in 1974 
with the enactment of the Supplemental Security Income program. 
This program established a Federal minimum income level for the 
aged, blind, or disabled. Before the program, the minimum social 
security benefit may have been the only source of income for many 
people, but now most needy elderly are eligible for Supplemental 
Security Income. 

A few minimum beneficiaries are not eligible for the 
Supplemental Security Income program even though they may be needy. 
This group includes individuals who selected early retirement and 
widow/widowers age 60 through 64. They are not eligible for the 
Supplemental Security Income program because they are not aged, 
blind, or disabled. The President's proposal could be amended 
to authorize a limited Supplemental Security Income payment which 
would replace the lost portion of the social security benefit 
provided they are needy and otherwise meet the program's 
eligibility requirements except for age. 

If the minimum benefit provision of the Social Security Act 
yere eliminated, our work shows that the net savings would be 
$405 million for fiscal years 1982 through i986 after a $245 
million increase in Supplemental Security Income to replace the 
portion of the Social Security benefit lost. 

kelevant GAO Reports. 

Minimum Social Security Benefit: A Windfall That Should 
Be Eliminated 
(HRD-80-29, December 10, 1979) 
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Implementing.GAO’r Recommendations On The Social Security 
Administrrtiantr Programs Could Save Billions 
(HRD-81-37, Decembw 31, 1980) 

GAO Contact: Peter McGough, PTS 987-3138 
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President’s 
- 

Proposal - Eliminating Social Security Payments 
to Adult Students 

GAO ~upplamntiry Discussion 

GAO Views. 

Congress should amend the Social Security Act.to discontinue 
payments to post-secondary students and take the necessary steps 
to assure that the Department of Education will have sufficient 
financial resources to meet any increased demand for aid arising 
from discontinuance of these benefits. 

The basic purpose of the Social Security program is to pro- 
vide some minimum family income in the event of the taxpayer's 
retirement, disability, or death. However, Social Security 
student benefits divert tax money from that basic purpose. 
During the 1979-1980 school year, it diverted $1.95 billion. 
Student benefits are being paid while, even after imposition of 
increased taxes upon Social Security contributors, there is 
doubt the system can fulfill its basic purpose without still 
further increases. 

Our report also supports a phase out of the student benefits 
program because it 

--duplicates financial assistance provided by other 
programs paying education benefits, and 

--gives many students more money than their school 
costs warrant, inequitably curtails--or bars 
altogether--benefits to other students, and 
deprives non-students. 

Were student benefits to post-secondary students to be 
terminated effective Fall 1981, our work shows that the estimated 
net first year savings to the Social Security taxpayers would be 
$1.4 billion, and the net savings to all taxpayers in that year 
would be about $1.1 billion. 

If the program were to be phased out over a' S-year period-- 
fiscal years 1982 through 1986 --the estimated savings to the 
trust fund would be $5 billion. Net savings to the taxpayer for 
the same period would be $4.2 billion after an increase in cost 
to the Department of Education Basic Grant Program to.meet any 
increased demand for aid arising from discontinuance of Social 
Security student benefits. 

Relevant GAO Reports. 

Social Security Student Benefits For Post-Secondary 
Students Should Be Discontinued 
(HRD-79-108, August 30, 1979) 

2-5 



Implementing GAO’s Recommendations On The Social Security 
Administration's Programs Could Save Billions 
(HRD-81-37, Decambar 31, 19110) 

GAO Contact: Peter McGough, FTS 987-3138 
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Prerident's 
Proporal - Tightening Eligibility for Dimability 

fnrurance 
I 

GAO Supplementary Dircua~sion 

--Individual8 mirclarsified ar dirabled 

GAO Views. We agree with the Administration's position that the 
Social Security Administration (SSA) should begin ai, intensive re- 
view of cases to insure that only the truly disabled receive dis- 
ability benefits. 

We found that SSA investigates only a small percentage of its dis- 
ability program beneficiaries each year to determine whether they 
are still eligible. Persona not investigated are not subject to 
any follow-up reexamination or reevaluation and can if they choose, 
continue to collect benefits until they voluntarily return to work, 
die, or reach retirement age. As a result, as many as 584,000 bene- 
ficiaries may not be currently disabled but still be receiving dis- 
ability benefits. These*beneficiaries represent over $2 billion 
annually in Trust Fund coats. Although it may not be realistic to 
expect that all these beneficiaries could be removed from the rolls 
because of appeals, rubatantial savings would be achieved if SSA 
focused on this problem. 

The Congrerm legislated P.L. 96-265 which requires; effective 
January 1, 1982, that SSA review'all nonpermanent disabled bene- 
ficiaries at least once every three years. Whila this may be the 
ultimate solution when implemented, we have made several recommen- 
dations that can have immediate effects on reducing the number of 
ineligible recipients. 

In commenting on GAO's draft report SSA stated that it was in 
general agreement with GAO's findings and acknowledged that much 
remains to be done to correct this complex situation. SSA has 
initiated and expanded efforts to review disability cases by 
budgeting to review additional disability cases in fiscal years 
1981 and 1982. 

Expected GAO Report. Spring 1981 
. 

--"Megacap" 

P-w* 
We endorse the concept of establishing a "megacap" on 

isabil ty benefita to preclude people from making more money from 
disability payments than they earned while working. We believe 
that benefits in excess of 60 to 70 percent of a worker's pre- 
disability income acts as a strong disincentive to ever return to 
work. 
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Presently, inequities exist between Federal programs--some programs 
are coordinated and offset, i.e., workers' compensation and dis- 
ability insurance, whilecothere are not, i.e., Federal Employees 
Compensation Act and disability insurance. Persons with comparable 
disabilities, therefore, can receive more or less in total benefits 
depending on the programs under which they are covered. The Govern- 
ment needs to establish a policy that will be uniform and the appli- 
cability of which will be equitable to the disabled. 

The Senate Finance Committee requested that we study the prevalence 
- of multiple benefits from various Federal and State benefit pro- 

grams. We are in the process of determining the number of persons 
receiving multiple benefits and the potential savings that might 
result should a cap be instituted. However, our work has not 
progressed to the point where we can provide details. Programs 
covered by our study include VA compensation, Civil Service, and 
military disability programs. Preliminary information indicates 
that the VA compensation prbgram is by far the most prevalent pro- 
gram paying benefits concurrently with SSA disability payments. 

GAO Contact: Peter McGough, FTS 987-3138 
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Premident ‘0 
Proposal - Cost Raduction and Improved 

Management of Welfare Programs 

GAO Sunplementary Discussion 

--Retrospective Accounting and Monthly Reporting 

GAO Views. 

GAO has issued two reports to Congressional Committees that 
included discussion of mandatory monthly recipient income reporting 
and recipient retrospective accounting. The first report, issued 
on June 23, 1978, to the Senate Committee on Human Resources, out- 
lined GAO’s concerns about key features and details of the Carter 
administration's Better Jobs and Income Act (S. 2084 and H.R.9030, 
introduced September 12, 1977; neither was subsequently enacted). 

On monthly reporting, GAG was concerned because the decision to 
require At was based largely on tests of this technique.in an expe- 
riment conducted in Denver, Colorado , and Denver's experimental 
population may not have typified the bill's target population, 
Also, (I) the expected volume of reports might be difficult to 
process in a timely, accurate wayr and benefit payments might be 
suspended and delayed and (2) certain types of recipients experience 
infrequent changes in income and other circumstances so monthly . 
reporting would serve no real value. GAO believed that the con- 
cept should be more fully tested and that consideration should be 
given to requiring such reports only of high-risk clients. 

On retrospective accounting, the previous administration 
proposed basing an applicant's eligibility and payment level 
on his or her income 6 months prior to the date of application. 
The retrospective approach would be less error prone and thereby 
produce more savings than the generally used prospective (anticipated 
future income 1 approach, it would be.less responsive to an applicant's 
current needs, and could produce hardships. Shortening the 
retrospective period could reduce the incidence of hardship, 
but, according to HHS estimates, could also increase costs and 
make more applicants eligible for the program. GAO believed 
more analyses seemed needed toward a goal of maximizing program 
savings yet minimizing recipient hardships. 

The second report, issued on July 20, 1978, to the Chairman, 
Hous+ Committee on Ways and Means, set out GAO's concerns on 
various key administrative features of two welfare reform bills, 
H.R.~10711 and S.2777, intended to improve the welfare system 
throbgh change to the AFDC, Food Stamps, and Supplemental 
Secu~rity Income programs; neither was enacted. 

H.R.10711 proposed, among other things, that AFDC recipients 
report changes in income or other circumstances pursuant to 
regu,lations issued by the Secretary of HHS, but did not specify 
the frequency of recipient reporting. While GAO did not 
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believe monthly reporting should be required for all 
recipients, even though an HHS study in Colorado indicated 
that monthly reporting'was an effective method to obtain 
accurate information on recipient circumstances, GAO believed 
States should be required to adopt monthly reporting for 
recipients with frequent changes in circumstances, for 
example, those recipients with earned income. 

S.2777 proposed that States decide whether to use monthly 
prospective or retrospective accounting, but the bill did not 
establish the day of the month to begin the accounting period. 
This could vary from the day of application to any day of the 
month. GAO believed that the same accounting method and period 
for all States is necessary to facilitate the exchange of data 
to identify and prevent fraud and abuse. Also, the bill did 
not synchronize the AFDC accounting method with that of the Food 
Stamp program. Food Stamps uses prospective accounting and 
provides benefits to most AFDC recipients. GAO believes it ' 
would simplify administration if the two programs used the same 
accounting method, preferably retrospective. 

The bill also proposed that States be permitted, but not 
required, to require recipients to report monthly any changes in 
income or other circumstances. Allowing States to decide does 
not provide the uniformity GAO believed is desirable and 
attainable in the AFDC program. States should be required to 
adopt monthly reporting for recipients whose circumstances are 
most likely to change, such as wage earners; monthly reporting 
is unnecessary for those who are not likely to have frequent 
circumstance changes. 

GAO has not formally projected potential savings through 
adoption of monthly reporting and retrospective accounting, but 
believes that higher costs associated with monthly retrospective 
accounting and applying monthly reporting,only to AFDC wage earners 
would likely result-in lower savings. I .__ .- ._ --__. 

Relevant GAO Reports. 

Review of The Better Jobs And Income Bill 
(HRD-78-110, June 23, 1978) 

Comments on Welfare Reform Legislation 
(HRB-BILL-IO, July 20, i978) 

Contact. Peter McGough, FTS 987-3138 
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--Standardizinq of the AFDC Work Expense Disregard 

GAO views. 

GAO has issued two reports to a member of Congress that 
discussed, in part, the work-related expense disregard and the 
earned income disregard. The first report, issued on 
August 3, 1977, compared Wisconsin's 21 percent flat allowance 
for work-related expenses with those of other States in Federal 
Region V and other selected larger States. GAO's analysis 
showed that the dollar amounts allowed for work-related expenses 
varied among the States because of different methods used for 
treating work-related expenses. 

Wisconsin arrived at the flat allowance for all work- 
related expenses, except child care, in 1974 by randomly sampling 
AFDC cases and reviewing them for work-related expenses claimed; 
the results showed these expenses averaged 21 percent of an 
individual's gross income. 

Title IV-A of the Social Security Act requires States to' 
consider an individual's reasonable work-related expenses in 
determining eligibility for and amount of AFDC benefits. Each 
State can establish its own criteria for reasonable work-related 
expenses. However, as a result of an April 23, 1974, U.S. 
Supreme Court decision, Shea v. Vialpando (416 U.S. 2511, States 
are not allowed to limitthe dollar amount of work-related 
expenses that may be deducted. In the Court’s opinion, any 
limitation placed on the dollar amount would act as a disincen- 
tive to an individual seeking or retaining employment. 

The second report, issued on June 22, 1978, discussed in 
part the effect of both the $30 and one-third income disregard 
and the work-related expense disregard in Wisconsin and else- 
where. GAO reviewed five selected studies of the effect of the 
disregard provisions on recipient work response that provided 
some evidence that recipient employment rates in the areas 
studied did increase as a result of the provisions. However, the 
studies also found that recipients did not work themselves off 
the welfare rolls, the major intent of the provisions, which 
resulted in increased caseloads and program costs. GAO'S 
samples of working APDC recipients in California and Wisconsin 
showed essentially the same result. 

GAO also tested the effect of the provisions of one bill, 
the President's welfare reform proposal , of some 17 bills, which 
in part would have changed the provisions, that had 'been intro- 
duced in the 95th Congress to overcome the widely recognized 
we,aknesses of the current disregards. This test, on selected 
AF'DC cases in California and Wisconsin, found that welfare grants 
would generally be reduced or eliminated. The elimination of 
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work-related expenms ad a disregard, provided in the 
President's proposal , was a significant factor in eliminating 
the grant awards. GAO has not formally projected potential 
savings from any proposed change to the disregard provisions. 

Relevant GAO Reports. 

Wisconsin's Aid to Families With Dependent Children Program 
(HRD-77-125, August 3, 1977) 

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

GAO Contact: Peter McGough, FTS 987-3138 
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President ‘a 
Proposal - Increasing the Cost Effectiveness of the 

Medicaid Program 
. 

This propk. al would feature the "capping" of Federal contribu- 
tions to the $29 billion State operated Medicaid programs to pay 
for the health care of the poor. Coupled with this proposal Fed- 
eral law would be modified to provide the States with more flexi- 
bility in managing their programs. 

GAO Supplementary Discussion 

GAO Views. Although the details of this proposal are vague parti- 
cularly with regard to modifications to existing Federal require- 
ments, we believe that there are potential advantages and dis- 
advantages. 

In terms of advantages we believe the proposal could: 

--Eliminate the open-ended nature of the existing Medicaid 
program which pays for virtually any health related service 
for which the State claims reimbursement. Historically, 
budgetary controls over Medicaid have been non-existent 
because the Federal Government must underwrite a specified 
portion of what the States spend if such expenditures are 
in accordance with the approved State Medicaid plans. 

--Provide for a counter incentive to the existing incentive 
for States to maximize Federal reimbursement through Medicaid 
to support their municipal, county, or State health care in- 
stitutions even though these may be more costly in providing 
services. Further in a recent review l/ we noted that at 
least two States were particularly lax-in identifying and 
recovering millions of dollars of Medicaid overpayments to 
such public institutions. Because of the Federal dollars 
involved, the States have little incentive to do so. 

--Offer the potential for modifying the existing Federal 
"Freedom of Choice" provision which has hampered State 
initiatives to reduce their costs by acquiring such items 
as laboratory services on the basis of competitive bids or 
other direct contracting methods. 2/ Although relief from 
such restrictions on an experimental basis has passed both 
the House and Senate at various times, it has not been en- 
acted into law. 

L/"States Should Intensify Efforts to Promptly Identify and Recover 
Medicaid Overpayments and Return the Federal Share," HRD-80-77, 
June 10, 1980. 

Z/"Savings Available for Contracting for Medicaid Supplies and 
Laboratory Services" HRD-78-60, July 6, 1978. 
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--Offer the Stat- the flexibility to implement a comprehensive 
preasrossment and service program designed to maintain in- 
dividualr'in the community where thin would result in less 
coot than if institutionalized in a nursing home. Certain 
combinations of existing Medicaid eligibility policies create 
financial incentives to use nursing homes rather than commun- 
ity sorvicos and a GAO report proposed several strategies for 
assuring that avoidable nursing home care is minimized. I/ 

In terms of disadvantages we believe they can be categorized 
into two areas- (1) the lack of specifics on how savings are to be 
realized and (2) poesible transfer of costs to the Federal Medicare 
program. Additional comments on each of these follows. 

No Specifics on How Savings Axe to be Realized 

One of the major problems in addressing the Administration's 
Medicaid capping proposal is the lack of specificity regarding 
where savings and/or extra funds will come from to offset the 
projected decrease in Federai funding. These offsets can only come 
from thre8 sources--the States, medical services providers, and 
Medicaid recipients. 

The States. The States could decide to spend additional State 
and/or local funds on Modicafd. Currently, many States are strapped 
to meet their currant Medicaid funding requirements and we believe 
it is unlikely that most States will be able to put additional re- 
sources into the Medicaid program. The same is true for local 
governments. 

Medical Services Providers. Reductions in expenditures to 
help offset decreases in Federal Medicaid funding could be obtained 
from providers in three ways. First, by eliminating or reducing 
payments to providers resulting from fraudulent activities. While 
we believe all reasonable efforts should be made to eliminate fraud 
from the Medicaid program, we do not believe expenditure reductions 
which would result 'from eliminating fraud would approach those re- 
quired to offset projected decreased Federal Medicaid funding. 

The second way to reduce payments to providers is by elimi- 
nating expenditures for medically unnecessary services, commonly 
referred to as program abuse. It is generally believed that a 
significant portion of Medicaid funds are spent on unnecessary or 
excessive services. It is also generally recognized that it is very 
difficult to draw the line between what constitutes necessary serv- 
ices and what does not. Regarding control of fraud and abuse, the 
Congress enacted legislation in October 1980 which requires States 
to have Medicaid Management Information Systems (MMIS), for which 

i/"Entcring a Nursing Home --Costly Implications for Medicaid and 
the Elderly" PAD-80-12, November 26, 1979. 
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increased Federal sharing is available= These claim6 processing 
systems are designed to provide the States with the information 
necessary to identify potential cases of fraud and abuse. States 
with operating MMIS have estimated savings resulting from their 
use in the range of 3 to 5 percent of program costs. Thus, cur- 
rent law has, in effect, .built in these potential savings. 
Thirty-two States have operational MMIS. The impact the elimf- 
nation of the increased Federal sharing for MMIS would have on 
the development, installation, and operation of MMIS in States 
without systems is not known. Also, the State fraud control units 
could lose some Federal funding. Interruption of incentive funding 
of the fraud control units in the fall of 1980 resulted in their 
decreased activity. 

The third way to reduce payments to providers is by-lowering 
the amount that providers are paid for particular services. In 
general, providers currently complain that they are not fairly com- 
pensated by Medicaid for their services. Many providers, especially 
noninstitutional providers, do not participate in Medicaid. For 
example, in Ohio about 50 percent of the payments for physician 
services were received by about 5 percent of the physicians in the 
State during the year ended June 30, 1977. If payment levels are 
reduced, provider participation could be further reduced. This 
would reduce the availability of services to recipients and could 
result in increased costs if recipients are forced to go to gener- 
ally higher cost providers, such as hospital outpatient departments, 
t2 obtain physician services. In fiscal year 1981, total Federal 
Medicaid expenditures for hospital outpatient services were about 
60 percent of the total amount paid to physicians. 

Medicaid Recipients. Reductions in expenditures to offset 
decreased Federal Medicaid funding could come from recipients in 
three ways. First, reductions can occur from eliminating payments 
for services provided to ineligibles. The Administration proposal 
cited the current estimate that about $1.2 billion per year is 
spent on Medicaid ineligibles. However, as we have reported A/ 
these estimated erroneous payments do not directly relate to the 
amount of money that can be saved by eliminating errors. This 
results because many of the errors are of a technical nature, the 
correction of which does not result in lower program costs. For 
example, if a State permits a person to have no more than $500 in 
liquid assets and that person has $550, the entire payment made 
for the person on the sampled claim was counted as erroneous. To 
become eligible, the person merely has to dispose of $50. We 
analyzed the cases found ineligible in Ohio during the April- 
September 1976 period and found that 56 percent of the reported 
erroneous payments represented payments where correction of the 
error would not result in program savings. Of the remaining 

l-/"Ohio's Medicaid Program: Problems Identified Can Have National 
Importance" (HRD-78-98A, Oct. 23, 1978). * 
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44 percent, elimination of many of the errors would not necessarily 
result in iavingr because many persona ineligible because of excess 
resources would not havi to apply them to the cost of medical serv- 
icer . Inmtaad, these parsons could dispose of the excess by such 
mean8 as purchasing personal items. While a number of ch,anges have 
beon mado to the program which estimates Medicaid erroneous pay- 
ment6, we believe a large portion of the reported $1.2 billion 
figure would still represent cases where the correction of the 
error would not result in program savings. 

The second way reductions to offset reduced Federal funding 
could come from recipients is by eliminating coverage of certain 
types of service or by requiring the recipient to pay part of the 
coot of rervica8. For fiscal year 1981 it is estimated that almost 
85 percent of Federal M8dicaid funds will be paid for hospital, 
nursing home, and physicians' services. It would be virtually 
impossible not to cover these services but restrictions could be 
placed on the amount of these services that are covered (for ex- 
araple, limit the number of days of hospital care that will be paid 
par recipient per year). Many States have already instituted such 
r8otrictiona. Aa far a8 requiring recipient copayments, the ques- 
tion boils down to how much can you require the recipient to pay be- 
fore in affect you have eliminated the benefit because the individ- 
ual cannot afford to pay it. Currently, some States require co- 
payments for some types of services and long-term institutionalized 
recipients are required to apply all their income except $25 a month 
to the cost of care. 

The third way reductions to offset decreased Federal funding 
could come from recipients is by restricting eligibility. If people 
require medical services, especially institutional services, we 
amwme they will still receive them. If the people cannot pay for 
the services they receive, the costs of these services will have 
to be paid through some other means such as increased charges to 
those who can pay, whether privately or publicly funded. 

Transfer of Medicaid Costs to Medicare 

In considering the budget impact of "capping" the Federal con- 
tributions to the Stat. operated Medicaid programs, we believe it 
also appropriate to consider the vulnerability and the related bud- 
getary implications of the States' ability to shift their Medicaid 
costa to the faderally financed Medicare program. This vulncr- 
ability exists because there are about 4 million aged, blind, and 
disabled persons eligible for both programs (dual beneficiaries) 
and the benefits overlap. We believe that there is a potential 
for a high level of cost shifting from Medicaid to Medicare in 
two amas-- (1) Part A inpatient hospital deductible and (2) Medi- 
care skilled nursing facility benefits. 
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Part A inpatient deductib$o 

For 1981, the inpatient hospital deductible under Part A of 
Medicare is $204 for each ape11 of illness or benmfit period. The 
Social Security Amondmonte of 1967, removed a Federal requirement 
that State Medicaid programs pay this deductible expense for the 
dual beneficiaries: however, based on one of our recent studies, g 
all State Medicaid programs have continued to pay the inpatient 
deductible for individuals eligible for both programs. Consider, 
however, the possible consequences if the States elected not to pay 
this expense for the dual beneficiaries. Since most dual benefi- 
ciaries could not pay the $204, this amount would eventually be 
charged by the hospital to Medicare as a Medicare bad debt which is 
presently reimbursable. Assuming about 1 million dual beneficiaries 
are hospitalized in a year, the total impact on the hedicare program 
would be about $200 million. 

Nursing home care . 

Nursing home care represents the costliest Medicaid benefit, 
consuming 41 cents of each Medicaid dollar. In 1978, of the total 
national nursing home bill of about $i6 billion, Medicaid paid 
about 46 percent or about $7.3 billion. In contrast, Medicare 
paid about 2 percent, or about $400 million. There are a number 
of reasons for this, the primary one being that Medicare's skilled 
nursing home benefit is focused on acute post-hospital oriented 
care whereas Medicaid is focused on the long-term chronic illnesses. 

However, we believe that another factor is that many skilled 
nursing homes that participate in Medicaid do not participate in 
Medicare. We estimate that of the 900,000 skilled and jointly 
certified skilled and intermediate care beds participating in 
Medicaid--about 400,000 (or lees than half) participate in Medicare. 
If persons eligible for both Medicar? and Medicaid.cannot be placed 
in skilled nursing home beds which participate in both programs, 
Medicaid currently has to pay the entire nursing home bill. If 
States were to require facilities participating in their Medicaid 
programs to also participate in Medicare, thus increasing the supply 
of Medicare nursing home beds, Medicare could become first payer for 
dual-eligibles now unable to be placed in nursing homes under Medi- 
care. 

L/“More Can Be Done to Achieve Greater Efficiency in Contracting 
for Medicare Claims Processing" (HRD-79-76, June 29, 1979). 
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While it ir likely that the incqaro in Medicare certified 
bed8 would have tha effect of docr(raring thm cost8 of Modicaro'# 
inpatient hospital bwwfit, we believe that rome Statrr could 
tramfar portionr of thair nurring home expenses to the federally 
financad Medic&r0 program. 

GAO Contact; Thomar Dowdal, 987-3138 
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FinancestatehcusinqwithtambleIxmds- Disdllcwing tax excmp bcrds 
f&Statehrxlring financeagcneies~favoroftaxahlebardswatldsuti 
8tantially~ethe ScQpnic efficiency of tnis product&m alternative. 

Disallowpzutiallyassisted sectim8 projects - Thecostsofpmviding 
subsidiza?l housinq are siqnificantlyincreasedbyallowing @ally- 
asdsted projects~ sincekry laxye-TANEMard tax subsi.dieS are incurred 
on brhalfofall tits, mt justthose seming needyhousehdlds. 'Ihe 
ra~tisVlatalargepa;rtionof~~sbenefitmiddleincane 
musemlds. 

Arwtner way to ccxrtrollorq-ttxm Federal expenditures formirq 
subsidies wuldbe to reduce RID's cost8 fordi~singofaquired pmperties. 
In Dscemtw1979 we rqmrted thatitwuld cc&HUD&out $lbiI.lionover a 
15-year sdm 8 rental assistawe cannitmmt pericd to sell its April 30, 
1979, invmtoryofwer 280 projects withwer 24,CQO housing units. lhere 
areirdicat~that~acqukrsdrmiltifamilyprojectscanbedisposedofFna 
ls~scostlymaMaranjstillensureuw?yaremaFntainedforlaw-andmcderate- 
incane people. InJuly MeNational t4ousi.q LawProject inBerkely, 
California, issued arqxxttichaddressed various financial alternativesand 
tecrmqu~ for providig ecomnic relief to trcubled subsidized projects. The 
study concluded that under certain cmxlitions the acquisitionofdistremed 
projectsbylccal rxmsing autmritiesis tneleastcostlyalternative to the 
Gwenme. In acurrentreview(nrC are taking acloserlcokataltematives 
to trw useof sectiala subsidies to sell acquired projacm. Preliminary 
indications are that selling EUhxmsd properties tolccal bxsingautMritie8 
irlaast costly to tmGovment,but thatlccal hmAngauthoritiesmaymt 
~~~bewilliragtotaketnelaopertieswitnoutatl~stscmesection8 
CQrmitments. Even if sold to local musinq autfmrities with sane setion 8 
amnitments, t*hen amsidering all costs to the Govemnent, it appears less 
costly tnan selling tne units ti UE private sectm with sectim 8 fund 
czmnitments. 

~lmmnt GAD Reports: cm-00~59, ~~~80-13, CEYD-81-54 (due for release 
3/13/81) and cm-86 I -31. 

qQ cantact: WilliamGainer, 426-1645. 
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The rapid uc8latdal inP4odi.4 e!!xpdlw yxcade 
canbeattrikltalhpnrttotbprograpnls~ 
car@. NatioMlly,nuK¶inghmlR~turarhawgrcwnat8~~of 
20 par-t a yt8tu ud ~1 pmj4b0tdbd to w $45 biiiicn by 1985. mbud , 
daich pays ahost half of this bill, in FY 1978 SJpent $7.2 billicn 
for nurslrq homr care. By FY 1980 thin had - to $10.4 billiar 
or 39 percent of total Msdicaid expmdiavaS of $26.7 billion. 

GAL), in ltr repoFt, proposed several std3gies for ~Suring that 
avoidable nursiag haae care is mInimbed. One approach would be to 
requFrea~rahensivepreadmissi~~ssraaentforallappllicants to 
nuroirx?hPnos~~~carawouldSecovaredbyMadicaidorModicare. The 
objective of the aasessmnt ulratld be to dWmuine whether other non- 
institutional oemkes would be equally appropriate. 

Relevant G&O rerwrt. Ehterlnga~NursingHaw --CostlyInplications for 
mdicaid and the Elderly PAD 80-12, Novarrber 26, 1979 

contact, Joe Celfico, 275-3581 
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Pr@ridant's 
Proposal - REWCEDLJZVELOF AlXXTICHALSUaSIDIPPHCUSZISr; 

GAL] Supplanerntary Discus8ion 

GAC)Viwmt ~1ethspcgrw~raluct~nLn~lwelofsubaidizsjlhbusing 
tpuLtd for1982 and future year8 will have $hedesFtbd effect of signi.ficantly 
rsduzirq b&et authority and outlay8, it does not deal directly or in an 
affrtive my with "chh tw major problsms cited, namely (1) the shaxply 
increedng per unit-of sutx4idizadhn;rsing, and (2) the inequityofmany 
years stanairg ofprovidiq housirq subsidies toonlya fractionofthe total 
ellgble households. 

Webdiwe th inquityissue is purticuzarlyunforttrnate anddeser?&q 
of high priority attmti. While we have rr& PrqxMed fundamental policy 
dlangarinthem&lner ia tich houdng subsidies are distributed, we have 
~enrrmsndedtoHUDthattheSecretaryestab.Lishataskforceordesignatea 
audygfoupwithinthsagencyto~uctre~earchdFtectedtofirdizgways 
inwhlrhagreatard~ee,ofequitycanbeacNevedanrxlgthemanyhouse- 
lmld6 dattmdnd to be in need. HID has not reqmxkd fattily to our 
recomrdation . 

Within thepresentcampts &designs forsubsidizedhxsingprcqams, 
a nmberofactlamauldb8 t&an to reduce theperunitcostofsubsidized 
housing ad/car enable the limited available finids to reachmore eligible 
house~lds l Sune examples are: 

Wtildrmremdestsizesecti~8housingwith fewerarenities- *W 
s&a8 h0-q i~~ftenbettsrthanmasthxsing in themarketareas 
rrhere it is locatad. It is larger than it nesdstobe andmayccartain 
suchcatlyamenities ascentral aircanditioning,balconies and/or 
p-i-, carpeting, aId garbage disposals. 

GetbstterusecutofsubsidizedhDusing~ts- Wenotsdinarecent 
rwiawofthes&8New CcnstnxticnProgramthatoverhalfof~ 

I 862 fiunilyhousirq unia wevisitedwere u&&used. The rcotofthe 
pr@lan~%s the lackofeffective Incentives forprojectowners/managers 
to6&ieveoptimunoccupam-y lwelsard thelackofeffsctivexnitoring 
bym* 

pmgram adminisvatim - Awidevarietyofactions are needed by 
fim to jmprwe prqz7m a&ministration arxi thereby reduce the costs and 
inpmve the efficiency of subsidized housing programs. These include 
imprwkqprccsduras borsettixqfairmarketrentsfwthesecticH8 
pzqratn, incmadng co6t cmsciousness by HUD program p=-d, and 
taklnqstspaPtoincrbase~incentives~rhighqualitymanagementard 
lorg-larm~shipofnewsection8projects. 

Plato mm emphasis m plblichcusinq- Webelieve a kg= ProFortim 
ofassistsdhouairrg &ts ~uldbebuiltwiththismechanism~ that 
the cbngress airad provide direct furrlirq shifts toachiwe this 

cbjective l ~ichousFngischeaperintheshort~,anldlsointhe 

laq nm b&enoff-kxdgetuxts suchau tax eapenditures areccnsidered. 
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Preridant'e 
Proposal - INCREASE13 REST axVNwrIcNsFORSJE?SIDIZEDMx?sIMiTeMSNlS 

GAOdlrro~icnrestfvltadditiandl.stepecanbetakantoreduca~ 
Federal costs of subsidizirvJ rentcmtributions. Ebr example, in Nuvarku: 
1979 GM reprtd thatthe1974Housing arxICamn.mityDevalopentAr=trequir~ 
mcntthatboth higher ad laker incaneeligible familfesbe ascristcrd had mt 
~Widcly~l~~byHuD~plblichnwingaqerrfes. ontyanaofthe 
sixphlickmsing4encies includsd inourreviewhadhgmtosalecttenants 
fmnabmadeaxmhincumrange. GWestimtedthatalmut$33millknin 
additional rental revenue wx.M havebeen earned bytheother five authxities 
in1 year if thy had bused the required broad rangeof lw-incune families. 

Inoonjvlcttonwithincrrrasl‘lgt~r~ltcantributions,GAOdLsso 
believes that canplete arx! accurate reprting and verification of iname is 
mdd to ensure thatonlyaliglble familias are assisted and thatthlevekl 
of assistancs is proprlycalcula~. Since 1971 WI has issmd a nunber of 
reprts tich have ldentifid ShortconirqsinttnantLranereportingard 
verification. llwse r8pxts gemrallycarlti thatsan8tenant8 pay less 
tfiantheirfaFrshare,andthat~rverifieatianof~'~~ 
inccmeJexacerbetestis~lun. 

In~artw:1979GAOalsonportedthatacharrgeinHX)'spolicyregatding 
rentcnargedtotenantsin~acquired,fonnallysubsidizedproj~~salso 
resulting in increased losses to IUD's nrxtgqe insurance fuds. This change, 
made in May1979, limit@ the rent chazyed at such projects to25 percent of 
the tenants' Incane. PriortothirchangetenantsinHlDacquiredprojects 
ware chargad the established rent& utilities. Tki 25 prcentlhitaticn 
MS reducsd project r8v8nues and immmsedloemes. Theresultinglosses are 
absorbedby HLD'smrtgage irisurm fur&. Arescisionofthis policy, 
requitirrgeanantstbFaythealreadyJubsidizedrentJFneffeaIaiortoH]D's 
arquisition,wouldreazltinar~uctionin~'smut~einsurancelosaes, 
and a resultant decrease in Federal outlays for assisted kxxdng. 

Ralnmnt 0 w: RED-75-321, CED-80-2, CED-EO-31, ti CFD-W-59. 

cclltact.: stcaven J. Womy, 426-1780. 
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President's 
Proposdll - 

em views: me AdmMtion pmposes to stretch out the timatable for 
~~1mcmtingtk~lrHaurringMdlrmSzatJwlprognvnonthebasisthatthe 
original ~irrgbor~prcqrrrnnw~clowlbitiousthatitisquestioMble 
whether the rncmy cculd have been wed effectively. G?uJ 8grees that the furds 
requested Sormdl~~ar~~grcbaturthan~thasbeenspantinthe 
P-t* f+xmwer, wrpriorwtxk irdicatesthatthere hadbeennoplan forth 
axmprahensivaRad~~ofpublic~using. AlthoughHuDiscurrently 
rewrit- its regulaticrm todwrldpguidalines for implmmtirq aamprehen- 
a.ive lTm.kdmtim m, it is tea scan to tell ti effective this program 
willbeor thh impact of axtmx&q the timetableover alorqerperiodoftime. 

HIDtsstimDlybsfora~Subcormittaeon~ingard~tyCevelapnent, 
Houseczcmnit~on~, FlnarmBardUxbanRffkFrsonMard? 3,1980,dis- 
cussed the need ebr a cuqrahaanrive medarnization initiative. HUD officials 
testifid that a studyoftheplrsical clbnditionofplblic housing projects 
indicatea thatonemillionofths1.2 millionexisting public lm.&.ng tits 
werebasically mound, arki thatofthe rmainixq200,m units, about 9o,m, 
mdnly large, inner-city, l?amuypmjects, cclrould require Substantial archi- 
tectural arrldesign~~,scrwallasre~irs,~hmaycostasmuchas 
$2.3 bdJ.U.or~ ($25,000 a nit) tomake them decent, safe, and sanitary. The 
other UO,OOO units could mquire major upgrading costs of about $935 million 
(sB,sOO a unit). Z'hus, the total cart tomodernize the 200,000 units could 
mvunttower$3billionoveraperi~ofyears. In additim, the one million 
tasicallysomd unitsmayrequire about $lbfilionofmaintenanceor repair 
wrk, thereby rai.stng the total to $4 billion. HUD officials said further 
thatbasedanthis~~imlr?rlNanal~isofthocosttomcrlerni~plblic~~- 
hgprojects it-s clear that HUJ'scurremtlevelofmcdemization funding 
couv1 rat impwe the poorghysical ccndition in the 200,000 units. lbere- 
fore, accordisq -HUD, it needs amore cmprehensive approach to solve this 
problm. 

FlJD.officials told us #at, under new regulations for the canprehensive 
hprwvmmt assistarm pragnnn, qualipyins public h&ng aut!mrities muld 
beglMn~stohFreanarchitectlau3ineerfinntoJcapeoutthetyFeard 
extimtofrmWnizatian ard repairworkneeded tobring the projector units 
up to decant, safe, and sanitaryccmditions. 'lhistypeofmrkcan range 
frcm cbarq* the exterior ar&itectuml. appeararxze to replacing kitchen ard 
be-furnishingsandfixture8. Olcethetypeandextentofthewrkare 
detcuininad the public Musing authxitywillbegivenccntract authority to 
do th8 wxk as a total p&age. WD officials said that this approachmakes 
it a cmprehmsive initiativeas amtrasterl topreviousmodexnizationpn>- 
grams Mere public housing authorities mxmally did the mrk in segmmts 
wer a pedal of years. These rqulaticns arecurrmtlypendirq Secretary 
Pierce's approval. 

RalevantGAo RcrForuJ: o-o-163. 

cultact: stavei J. Womy, 426.1780. 
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Prasident's 
Proporal - Potential Savings by Taxing- 

All Unemployment Benefits 

GAO Supplgnentary~Di8cussion 

GAO Views. GAO ha8 isauod a report on inequities and work 
disincantiver in the current system of unemployment compen- 
sation. In this report, we recommended that the Congress 
consider includSing unemployment compensation in taxable 
income. 

- The original decision to make UC nontaxable income wag not part 
of any legislation, but the result of a 1938 Internal Revenue 
Service ruling. Because relatively few people were subject to 
Fedora1 income taxes in 1938, the exclusion was a matter of 
administrative convenience with little economic impact. The 
situation today, however, is much different because most 
workers pay taxes. 

To give recipients an incentive to seek employment and treat 
UC consistent with unemployment benefits paid in private plans, 
the Congress passed the Revenue Act of 1978 (Public Law 95-600). 
This act revised the tax exempt statua of UC for a #mall 
percentage of the recipients. Compensation will be taxed if 
adjusted gross income exceeds $25,000 for those married, 
filing jointly: $20,000 for single taxpayers; and, regardless 
of income, for those married, filing separately. The act 
became effective in 1979, and it was reflected in tax returns 
filed by April 15, 1980. 

we believe including UC in taxable income has merit both in 
increasing equityand in providing recipients with a financial 
incentive to work. When compensation is nontaxable, recipients 
in a high tax bracket benefit more from the tax-free nature of 
UC than recipients in a lower tax bracket. Further, recipients 
with working spouses benefit most from this inequity. As one 
of two worker in the family, these recipients would normally 
be in a higher tax bracket than if they were sole wage earners. 

In addition to the equity issue, taxing UC reduces the percentage 
of income replaced and increases recipients' incentive to seek 
employment. The decision of whether or not to tax UC is 
complicated and has different ramifications for.different 
clarrrer of tax filers. In light of the equity and incentive 
advantages of taxing UC, we believe the Congress should also 
consider the effect of expanding the act's coverage to include 
recipisnt8 at all income levels. 

Relevant GAO Reports. HRD-79-79 

Contact; Victor F. Bouril, 523-8701 
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Prrridrnt'r 
Proporal -End Overuse and Excessive Benefits Under 

The Federal Employees Injury Compensation Program 

GAO Sudplementary Discussion 

--Increase the compensation rate to 808 of gross pay but make 
the entirb amount subject to Federal income taxes 

GAO Views. We have a proposed report ("Federal Employees' Compensa- 
tion Actr Benefit Adjustments Needed to Encourage Reemployment and 
Reduce Costs," HRD-81-19) curtsntly in final processing in which we 
address this issue in the President's proposal. We concur with the 
concept of the proposal but do not believe it goes far enough. It 
should be noted that the proposal is the same as one the Department 
of Labor had been contemplating at the time of our review. 

The proposal to tax Federal ComlEjenaation benefits wuld lessen in- 
equities among beneficiaries and would increase so-what the finan- 
cial incentive to return to work. Furthermore, establishing a 
single percentage of preinjury pay would eliminate the increased 
benefits for dependents, a provision of the current benefit struc- 
ture which we believe is not warranted. However, t%e proposal to 
increase benefits from 6602/3 and 75 percent to 80 percent would 
not restore the original congressional intent to provide suffi- 
cient economic incentive to return to work because such benefits 
would still replace close to 100 percent of preinjuzry net pay. 

Under the proposal, beneficiaries at or below GS-lLI step 1, would 
receive increased workers' compensation which would be close to 
their preinjury net take-home pay. This would eradicate what 
little economic incentive to return'to work that currently exists 
at these levels. Compensation benefits for higher graded benefi- 
ciaries would be reduced somewhat, but at the GS-14 and 15 levels 
they would still remain above preinjury net take-h-e pay. 

Although we are not sure what the benefit level shclerld be, we 
believe that, if the 66-2/3 percent called for in the initial leg- 
islation had validity, it would be a more reasonable level to work 
toward, than one which allows for compensation clot to 100 percent 
of take-home pay. 

Both Labor and OPM commented on our draft report zIl1pj, neither were 
in agreement with our position to establish a bene=t level closer 
to the 66-2/3 percent established in the initial le@slation. 
Their rationale and our evaluation of their positi- will be fully 
discussed in our soon to be issued report. 

What it boils down to, however, is that almost any benefit 
level above or below what now exists or what is prowsed by Labor 
can be argued pro and con. In our view, when the 66-2/3 percent 
of gross pay benefit level was included in the initial Federal 
workers ' compensation legislation, that level was considered as a 
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reasonable balance between the somewhat conflicting goalr of &la- 
quate income protection and sufficient incentive8 to return to work. 
Further, the 6602/3 percent level seems to better recognize a basic 
concept of workers "compensation that there ought to be some sharing 
of the risk between both employee and employer for work-related 
illness or injury. 

nelevanc GAO Report, KRD-81-19 

.-Reinstate the 3-day waiting pcridd before a claimant can 
receive compensation benefits 

GAO Views. We recommended in our June 11, 1979, report that in 
order to reduce the number of minor and frivolous cqlaims for com- 
pensation which divert Labor's efforts from more sdtrious claims, 
to reduce the cost to taxpayers, and to give Federa+ employees an 
incentive to return to work, the Congress require that the 3-day 
waiting period for traumatic injuries be applied &fore continua- 
tion of pay, rather than 45 days later. 

our report showed that the number of lost-time injury claims filed 
by Federal workers escalated sharply after the FuWral Employees' 
Compensation Act was amended in 1974 to allow employees' pay to 
continue uninterrupted for 45 days after an injury- Previously, 
employees had to wait 3 days before receiving canqlcnsation. In 
fiscal year 1974 about 12,000 claims for compenazrtion were filed 
for job-related lost-time traumatic injuries. Labox estimated 
khat the number of claims would increase to 101,000 for fiscal 
year 1979. We believe that as many as 46 percent of all claims 
might be eliminated by a 3-day waiting period. 

R~~ovant GAO Report. "Multiple Problems with the 1974 Amendments 
to the Federal Employees' Compensation Act," HRD-79-90, June 11, 
1979. 
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--Reduce the pay that a person can get for up to 45 days 
while a claim for compensation for a work-related injury 

' \is being processed from 100% to 80% of full salary 

GAO views. In 1973, we found that Labor's system for paying com- 
pensation, at that time, faltered and lags occurred when the in- 
volved parties did not promptly meet their responsibilities. We 
stated that, even if Labor were to increase its staff to handle the 
increased number of claims, the overall lag would not be reduced 
significantly since a large part of it would still be external and 
beyond Labor's control. We concluded that what is needed, then, is 
a new ryrtem. 

We suggested that one alternative would be to have each agency-pay 
its employees' claims. Under this system the agency would keep 
the disabled employee in a pay status at a reduced rate of pay 
pending the filing of a claim by the employee and its review and 
approvdl by Labor. 

Such a system would result in immediate compensatioa payments and 
would eliminate lags since payment would not be contingent upon 
claim processing's being completed. A period of 90 days in which 
to file, procwa6, and approve a claim appeared to be reasonable, 
inasmuch as Labor approved nearly every claim within 90 days after 
the injury. 

We recommended that the Congress favorably consider legislation 
that would reduce the lag in compensation payments outlined in 
this report. We favored the first alternative s-em, discussed 
here, because it is a faster way to pay disabled Federal employees. 

The continuation-of-pay provision of the 1974 amdents to the 
Federal Employees Compensation Act did not provide for a reduced 
rate of pay. 

Relevant GAO Report. "Need For A Faster Way to Pay Compensation 
Claims to Disabled Federal Employees," B-157593, Uov. 21, 1973. 

--Convert FECA compensation recipients to the civil service 
annuity rolls after age 65, instead of the current practice 
of providing life-long compensation . 

GAO Views. In the previously mentioned proposed rel;ort that is in 
final processing, we also address this issue which was also pro- 
posed by Labor at the time of our review. We agree that the pro- 
posal is basically sound, but we believe it does not allow for 
early enough transfer from compensation to retirement and, there- 
fore, does little to end the substantial economic incentive for 
workers to effectively retire on compensation rather than on Civil 
Service retirement. 
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A# discussed in our report, OPM data show that most Federal em- 
ployees retire within 3 years of their eligibility--i.e., at 
age 55 after 30 years of serv'ice. It would seem reasonable to 
transfer Federal workers' compensation beneficiarisa from the 
workers' compensation program to the Civil Service retirement 
program somewhat closer to the time they would hava been eligible 
to retire rather than at a predetermined age 65. 

According to Labor, in commenting on our proposed report, any 
discussion of the current average retirement age for Federal em- 
ployees should consider the (1) impact that changing economic and 
social conditions might have on that figure and (2) requirements 
of the Age Discrimination in Employment Act. OPI4 also takes excep- 
tion with our proposed recommendation that conversion from compen- 
sation to retirement benefits should occur earlier than age 65. 
OPM states that our rationale fails to recognize that only about 
23 percent of new Federal employees stay in Federal service until 
voluntary retirement age, and thus might have spent.most of their 
careers in the private sector under the social security system, 
working until age 65, had they not become disabled, 

We recognize that changing economic and social ccxa&itions could 
have an impact on the average retirement age for Ptieral employees. 
It should be noted, however, that over the past sweral years, even 
with the periods of increasing inflation, the trand has been toward 
earl Aei. retirement--in both the Federal and primatte sectors. We 
arc __ v well aware of the requirements of the A- Discrimination 
in Employment Act and believe our recommendation ti consistent with 
them. 

We do not concur with OPM's position and believe apt proposal to 
transfer workers' compensation beneficiaries to tjra retirement 
program, for example, at age 58 for a person eligiiBle to retire 
at age 55, is not out of line with what is occurr%g in the pri- 

'vate sector. A survey of private industry employees who retired 
during calendar year 1978 showed that 62 percent ryere younger than 
age 65. Social Security Administration statistics show that about 
30 percent of those who are eligible retire at age 62, with almost 
50 percent retiring before age 65. Also, the lo-term Federal 
workers' compensation roll does not generally consist of the young 
or short-term Federal employee. Of the 239 beneficiaries in our 
svwle, 166 (69 percent) were 41 years of age or older when injured. 
O$ the 186 beneficiaries for whom years of Federal service data 
were available, 100 (54 percent) had 20 or more years of Federal 
service. Our review also showed, that for these 186 beneficiaries 
7$ (39 percent) were eligible for Civil Service retirement at the 
time of our review, and an additional 32 (17 percent) were within 
S'years of eligiblity. 
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In our propored report we recommend that the Secretary of Labor 
make revi8iona to Labor'8 legislative proposals, and if these 
revisions are not made or if the proposed legislative package is 
not introduced, we recommend that the Congrers 

--Integrate the Fedwal workers' compensation and Federal 
ratiramont programs to provide for the transfer of com- 
pensation.beneficiaries to the retirement program within 
3 your of the time the employee would be eligible to 
rotiro. This would help enaure the act's objectives are 
accomplirhod and better define the roles and responaibili- 
tiea of those programs.. 

Relevant GAO Report. *Federal Employees' Compensation Act: Benefit 
Adjustment Needed to Encourage Reemployment and Reduce Costs," 
EiRD-81-19. 

GAO Contact: Peter McCough, FTS 987-3138 
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4 
President’s 
Proposal - Eliminating Tracla Adjustment Assistance 

Payment8 t0 People Already Receiving 
UnemploYment Insurance Benefits 

GAO Supplementary Discussion 

GAO Vfawr. GAO has issued several reports to the Congress on trade 
adjustment assistance to workers. The latest report, issued on 
January 15, 1980, assessed the worker adjustment assistance program 
nationwide and found that weekly cash payments have helped few 
import-affected workers adjust to the changed economic conditions 
during their layoff because the payments were received by most in 
the form of a lump-sum payment after they had returned to work. The 
various processing delays that caused late payments to a great ex- 
tent are inherent in the design of the program. Furthermore, most 
workers indicated that they experienced no severe economic hardship 
as a result of-their layoff --which for most was not permanent--and 
were able to rely on regular unemployment insurance benefits and 
other income sources to meet their financial needs. 

This was not the case for all workers. Some remained unemployed 
even after exhausting their unemployment insurance benefits. In 
our opinion, the adjustment assistance program should be targeted 
to these workers. Such an approach would target program benefits 
to workers experiencing long-term unemployment or permanent job 
loss and, at the same time, save millions of dollars now paid-- 
often retroactively--to workers who do not experience permanent 
unemployment, most of whom return to work before exhausting un- 
employment insurance benefits. In addition, this approach would 
provide a longer period of income protection for those who experi- 
ence the most difficulty in finding employment. 

GAO recommended that the Congress amend the Trade Act of 1974 to 
require that import-affected workers exhaust unemployment insurance 
benefits before receiving up to 52 weeks of cash payments under the 
Trade Act. To minimize the possibility that the additional weeks of 
income protection under this approach would provide a disincentive 
to employment, GAO also recommended that the act be amended to pro- 
vide that Trade Act benefits be continued at an amount comparable 
to that received under unemployment insurance, rather than 70 per- 
cent of a worker's average weekly gross wage as now prescribed. 

In the report GAO estimated that at least $165 million would have 
been saved if workers would have been required to exhaust unemploy- 
ment insurance benefits before receiving Trade Act cash payments. 
That estimate was based on workers eligible for benefits under 
petitions certified by Labor as of December 1977. However, the 
universe of petitions from which GAO drew the sample excluded petli- 
tions covered by previous GAO reviews (petitions in various indus- 
tries in the New England States, some petitions involving Pennsyl- 
vania apparel workers, and some petitions covering workers in the 
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auto industry). The savings would have been somewhat more if also 
projected to these workers. 

Recent Labor data indicates that the number of workers filing for 
benefits is continuing to increase rapidly. Therefore, it is 
reasonable to assume that potential savings which would result 
from adopting GAO's recommendations are substantially more than 
estimated in GAO's report. GAO has not formally projected poten- 
tial savings through 1986, but we have no reason to dispute the 
Administration's projections. 

Relevant GAO Reports. HRD-80-11, HRD-78-153, HRD-78-53, HRD-77-152, 
ID-77-28. 

Contact: C. I. (Bud) Patton, 523-8701 
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Prerident's 
Proposal - Place the Black Lung Trust Fund 

On ai S4lf-Sustaininq Basis 

GAO Supplementary Discussion 

GAO Views. As rtatcld in the Administration'8 budget prOpO6a1, 
GAO's review of a random sample of 200 SSA re-reviewed and approved 
black lung claim6 indicated that, in 88.5 percent of the cases, 
medical evidence was not adequate to establish disability or death 
from black lung. SSA approved claims on the basis of affidavits, 
inconclusive medical evidence, and presumptions based on years of 
coal mine employment --all of which were legal under existing 
legislation. 

Projecting the results of our sample, we estimated that success- 
ful claimants raceived retroactive lump-sum payments of about * 
$353.6 million, of which $312.9 million was for claims that were 
not based on adequate medical evidence of disability or death from 
black lung. The same claimants also receive about $79 million 
annually in monthly payments, of which $69.8 million was not sup- 
ported by adequate medical evidence of disability or death by 
black lung. 

The Tedera Coal Mine Health and Safety Act of 1969, as amended, 
pei ,I# : .ted SSA to (1) accept statements by survivors of miners to 
ek . .-ii1 disability or death from black lung, (2) approve claims 
whcrrb ihere was contradictory or inconclusive medical evidence, and 
(3) dscs presumptions based on years of coal mine employment to 
establish disability from black lung. 

We believe that medical evidence should be the basis for determin- 
ing disability and death from black lung. We also believe awarding 
benefits based on years of employment seems more appropriate for 
pension programs than disability programs. 

SSA is no longer responsible for processing new black lung claims. 
However, the Department of Labor is responsible for the continuing 
administration of the black lung program. Although we believe that 
medical evidence should be used as the basis for determining eligi- 
bility for black lung benefits, we did not make any legislative 
recommendation in our report. That review covered only SSA's ad- 
ministration of the program. We are currently conipleting work on 
pur Review of Labor's Administration of the Black Lung Benefits 
Program. Accordingly we are deferring any legislative recommenda- 
,tion until the completion of our current review. 

We are currently making a Review of the Black Lung Disability Trust 
Fund. The principal objectives of this review are to determine 
(1) whether the Labor black lung trust fund model is analytically 
sound, (2) alternative solvency solutions for financing the trust 
fund, (3) what impact an increased excise tax will have on coal 
sales, and (4) what impact the charging of the entire cost of the 
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black lung benefits program back to the coal industry through the 
trust fund will have on coal sales and the trust fund. 

Relevant GAO Report. "Legislation Allows Black Lung Benefits to 
be Awarded Without Adequate Evidence of Disability," HRD-80-81, 
July 28, 1980. 

Ongoing GAO Work. Review of Labor's Administration of the Black 
Lung Benefits Program (Code 201635) Review of Black Lung Disability 
Trust Fund (Code 201610). 

GAO Contact: Peter McGough, FTS 987-3138 
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President’s 
Proposal - Annual Indexation of Civil Service 

Retirement Annuities 

GAO Supplementary Discussion 

GAO Views. GAO strongly endorses annual in lieu of biannual, 
cost-of-living adjustments for Federal retirees. We have 
advocated this since 1976 in reports to the Congress and in 
letters to and testimony before key congressional committees. 

GAO has long been concerned about the inequities, illogical 
and inconsistent benefits, and the affordability of Federal 
staff retirement systems. The cost-of -living adjustment proc- 
ess is one of several extremely costly and generous features 
which raise serious questions about the continued viability 
of those systems. Many of the changes we have advocated, such 
as repeal of the l-percent "kicker" and the so-calledq"look- 
lack" and "look-forward" provisions, have been adopted. Even * 
with these changes, however, the inflation protection afforded- 
to Federal retirees is far superior to that enjoyed by retirees 
of private industry and State and local governments. 

Fed!:artil retirees are the only group we are aware of who receive 
unl im'ted cost-of-living adjustments automatically twice' a year. 
This LS highly inequitable to others not similarly treated, 
costly, and should not be continued. 

J 

A new policy of annual adjustments would be more equitable and 
more consistent with prevailing non-Federal practices, with 
the process used under social security-and many other Federal 
income security programsI and with the process used f'jr adjust- 
ing the pay of active Federal employees. Also, it would reduce 
annual retirement outlays considerably. Moreover, from the 
Federal retiree's perspective, it would still fully protect 
the purchasing power of retirement income as the Consumer 
Price Index rises. 

To fully satisfy the objective of making the Federal adjustment 
process more rational, more consistent with prevailing non- 
Federal practices, and less costly, however, an additional 
change needs to be made to limit the annual adjustment to some- . 
thing less than the full percentage increase in the Consumer 
Price Index. This is one of GAO's additIona recommendations 
which are discussed later. , 

Rblevant GAO Reports. FPCD-76-80, July 27, 1976; FPCD-78-2, 
November 17, 1977; 0-130150, January 30, 1980; B-130150, 
July 1, 1980. 

. 
GAO Contact. Robert Shelton, 275-5743 
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SECTION B. 
REDUCE MIDDLE-UPPER INCOME BENEFITS 



President' 9 Proposal: Child Xutrition - Elimination of Subsidies ----c-- -.----- - -- --..- 

for Middle and Upper Income Households 

GAO Supplementary Discussion 

GAO Vitwrt In evaluating previous proposals to cut subsidies for 
the school feeding programs, we concluded that the Wpartment Of 
Agriculture could not determine the nutritional impact on those 
children dropping out o f the DrDJrarn as a result of decreased 
subsidies. GAO still believe; that insufficient evaluation has 
been conducted on these programs. A lack of evaluation makes it 
difficult--if not impossible --to determine the impact of cuts 
or additions to the subsidies. 3ne possibility might be that 
cuts in predominately high income school districts might result 
in so few children eating school lunches that it would be pro- 
hibitively expensive to continue food operations for a small 
number of needy children. Prior GAO recommendations for evalua- 
tions of the child feeding programs have not been fully acted 
upon. Such evaluations would facilitate program and budget 
decisions such AS the current proposals. 

Ideally, program benefits should be determined by nutritional 
need. The current set of nutrition programs were developed over 
a number of years AS particular needs were identified. While 
these programs generally compliment une another, they also are 
dUpliCAtiVe and compete with one another. A better approach for 
nutrition program implementation would be to identify nutritional 
need through A monitoring process, %arget programs to meet that 
need, and perform evaluation to determine if that need has or is 
being met. Although three monitoring programs exist, they operate 
separately and do not provide the necessary information. lJSD.l 
and HHS have spent almost 3 years in developing a monitoring _ 
proposal which has not yet been finalized. 

GAO has some concerns with the proposal to eliminate nutri- 
tion education and training grants. Food information and educa- 
tion programs offer an opportunity for improving nutritional 
status with relatively minimal cost. Food choices are becoming 
increasingly difficult due to the thousan;ls of food items avail- 
Able, the increased cost of food, and changing lifestyles which 
promotes fewer meals eaten at home. These factors make good 
nutrition difficult to achieve at a time when the health benefits 
of nutrition are becoming increasingly documented. 

GAO’s current review of the nutrition and education training 
grants shows that this opportunity is recognized by the States but 
that improved management and administration could develop the pro- 
gram into an integrating force to bring public and private educa- 
tion efforts together to reduce duplication of information resourcE?z 
and to promote more effective use of existing food assistance 
grograms. , 
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Relevant GAO Reports: -me CED-79-5, C&D-78-14& CED-78-145 
CEO-78-75, CED-80-68, CEDy80-138 

, 
GAO Contact: Bill Gahr (275-5525) 
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SECTION C. 
RECdVER CLEARLY ALLOCABLE COSTS FROM USERS 

(INCREASE IN GOVERNMENTAL RECEIPTS) 



CRm of the Administtation’s budget criteria is the recovery of 

*clearly aUxablr costs frcin users, ‘1 for which a number of user fee pro- 

pwala are made. While GM has sane questions regarding these prqosals, - 

it agrees with the principle that tlmse who benefit from publicly-provided 

good8 and service8 should bear the associated costs. GAO suggests-, how- 

ever, that there may be ether areas where user fees could be successfully 

plied, in sdditicn to those cited by the Pdministration. 

U8ez fees need not ba restricted to the recovery of “clearly a&cable 

at&” They can also ba usei! to ‘sell or lease p&licly+bmed or controlled 

rucwrcea to wer8. pblc exaqle, revenues collected f mu the sale of off- 

s&are drilling rights are not restricted to the Administrative costs of 

allocating tbse ,.rights to users. They are &mre closely related to the 

value users place on these rights. Similar “user fees” could be applied 

in otk areas. 

cola of these other area%, for example, is the broadcast spectrum, a 

scarce resource wbae value to users likely exceeds the governmnt’s 

usociatad regulatory costs. Leasing porticms of the spectrum to users 

at market value would generate revenues that could be used to offset these 

rqulalxxy cods, with the balance placed in the “general fund of the 

Treasury. Theta are arguments cn both sides of the issue of spectrum 

chargea, md CAC) does mt take a position either way. mver, GPO dces 

believe that the possibility of instituting such charges deserves congres- 

ricmal attention. (See, “Selected FCC Regulatory Policies: Their Purpose 

ad Conseqwnces for Ccmnrcial. Radio and TV,” CIDB-62, July 4, 1979, 

particularly pages 168-176.) There may be other areas where the government 
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is foregoing revenues it ax&I collect for the use of scarce resources 

under its control. These would also deserve congressional attention. 

do GAO believes that it is both equitable and efficient that those wW 

receive clearly identifiable benefits frcfn the gwernment pay for those - 

benefits. While the fees they pay would usually be based on costs W the 

government, this need not always be the case. The goverment can subsidize 

beneficiaries of its activities by simply not charging the market value 

of the gcods or services it bestows on them, regardless of the casts it 

actually incurs. Unless sane public purpose is achieved by this subsi- 

dization (e.g., equity ccnsid&ations my call for the subsidization of 

low incane ilrdividuals), it slmuld be eliminated where administratively 

feasible. For a'discussion of W's position on this and other aspects 

of uses charge policy, see: "The Congress Should CBnsider -loring 

Cpxtunities to Fxpand and Improve The Application of User Charges By 

Federal Agencieg (PAD-80-25, March 28, 1950). 

Contoc t . Craig A. Sinmona, 275-3588 
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PrrrFdrnt'r 
Propoobl -ELIXINATE INLAND WATERWAY SUBSIDIES 

GAO Supplementary Discussion 

GAO Vi8ws. GAO agrees with the principle of full recovery of 
future expenditures on inland waterways, since this would be 
both equitable and efficient. 

GAO pointed out in its Novambar 1975 report that if user 
charges were kcrpt at a rata that would not exceed 10 percent 
of existing barge ratar --a rate sufficient to recover the 
watorwayrl 1973 operation and maintenance costs-some traffic 
diversion could bo expected but most of the inland waterways 
shippers we interviewed did not believe this would result in 
any major divarrion. 

In a later report, GAO pointed out that the efficiency of 
inland waterwayr can be increased by changing the form of the 
charge from the present fuel tax to the use of congestion charges. 
Charges for waterways that cost more to construct and operate 
should ba higher than charges for less expensive waterways. A 
fuel tax cannot accomplish this. However, segment charges which 
vary from one waterway to another can accomplish this. 

In some casas, the operating 'costs of a waterway may be 
quit8 low relative to initial construction costs. In such cases, 
efficiency in waterway use can be enhanced by using a two-part 
tariff, which imposes a (commonly annual) fixed charge for access 
to the waterway, and a lower charge for each use of it. The fuel 
tax is, again, less efficient in these cases. 

Finally, congestion charges should be used when demand for 
the use of a waterway exceeds its capacity. Such charges will 
even out demand, reducing or eliminating peak loads. Congestion 
charges may have to take the form of a tax, since they would not 
be associated with any cost incurred by the Government. The 
legal restrictions on implementing congestion charges should be 
fully explored prior to implementation. 

Relevant GAO Reports: BED-76-35, PAD-80-25. 

Contact: Hugh Wessinger, 275-5489 or Craig Simmons, 275-3588 

I 
I 
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Eliminating Subsidies for Airport and Airway Users (pg. 3-3L 

GAD agrees that airprt and airway users shot&d pay for the services 

they receive fran the government. It is both equitable a@ efficient that 

this be done, It is important, hcmver, thatthecosts recoveredar? . 

clearly identified, arh that consideration be given to the method of .,coqt 

recovery. 

The costs recovered from users should not include past expenjituzes _ 

made by government to construct existing facilities. C&IQ future ccnstruc-’ 

tion costs, as well as operating and maintenance costs, should be included. 

Also, the charges imposed on users should be closely tied to the costs 

incurred on their behalf. If costs are mt chsely related to fuel am 

sumption or the number of passengers carried, for example, then fuel and 

ticket taxes may not be the most equitable or efficient forms of user fees. 

The services provided by government should be clearly separated and, where 

practicable, charged for individually. 

An additional cost consideration is that of delay created by peak 

use of limited facilities. Efficient use of.these facilities can be pro- 

pted by employing time and location related fees to reduce congestion. 

For a mre detailed discussion of such fees, see GAO’s reert: “Aircraft 

$elayS At Major U.S. Airprts. Can Be Reduced” (CED-79-102, September 4, . . 
‘1979) . 

GAO does not see the need for continuing the cross-subsidization of 

general aviation by mercial aviation. Unless there is sme public bene- 

fit that is associated with general aviation, there is no equity or 

ef f icicncy basis for the continuance of this subsidy. GAO suggests &at 

G\.> .- props&l to Gx1 tinue this cross-SubsidiLatlcn be CbScly SeZut~~ized. 
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In summary, CA0 agrees with the prqosed cost tecoveryl hut suggests 

gl8t the ul8thod of ch%rging UUYLS be examined more closely. It may be 

m G888 th8t wity 8nd efficiency buld k krtter served by saw System 

# fm different fran the varioua taxes that have been psogmed. Also, - 

w mtind et-&idization of general aviation by ccamercial aviation 

gltculdam. For a general discussion of equity and efficiency 

~@urtion maodated with user fees, s4e GWs rqxxt: “The Cmgress 

#Myld Coddar Fbploring Opportunities m E3pand And Iqmve The Applica- 

@On of U88s a’=pS & Federal Agencies” (PAD-W-25, March 28, 1980) . 
. 

Contrc t . Crdg A. SinaPonr, 275-X88 
i 

. . 

. . 



Prerident’r 
Proporal - ESTABLISH BOAT AND YACHT OWNER FEES 

SuoDlcmentary GAO Discussion 

GAO Views. In an April 1980 repo::t, GAO recognized the Coast 
Zdard’s inabil ;*y to meet its legislative responsibilities 
with its limited resources. GAO identified serious ptoblems 
with the number and condition of the Coast Guard’s vessels, 
rhe numbe: and experience of its personnel, and the condition 
of its shore facilities. Estimates of future needs show the 
need for substantial increases in funds to provide additional 
vessels and personnel to meet the Coast Guard’s increased 
5ut ies. GAO provided 5 alternatives for the Senate oversight 
committee to consider, considering that funds might not be 
available. One alternative was to charge users for Coast 
Guard Services. 

GAO agrees with the Administration’s proposal to establish 
boat and yacht owner fees. Such fees could be used to help 
cover the costs of operating the Coast Guard at the current 
level of services it provides. Given its large future needs, 
the fees could also be used to finance some of the vessel and 
personnel needs the Coast Guard has projected. 

GAO’s April report did, however, recognize certain dis- 
advantages or difficulties in implementing a user charge system: 

--Mariners requiring assistance at sea may hesitate to 
contact the Coast Guard if they know they are to be 
charged for services per formed. As a result, mariner 
safety may be jeopardized. 

--The users of some Coast Guard services--radio navigation 
services, aids to navigation, law enforcement, etc.-- 
may be difficult to identify and it may be difficult to 
establish equitable charges for some services. I 

--Costs to implement and administer a user charge system 
(billing and collection, rate revisions, etc. ) could be 
costly. Also, collection of charges may be’a protrac’ted 
and difficult task. 

GAO believes the potent ial disadvantages or difficulties 
outlined should be taken into consideration in extending the 
user charge concept to the various Coast Guard programs. 

Relevant GAO ReDorts: CED-80-76 

GAO Contact: David L. Jones, 755-9100 

I  
I  
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SECTIO@I 0. 
APPLY SOUND CRITERiA TO ECONOMIC SUBSIDY PROGRAMS 



President’s Proposal: Reduction in Federal Subsidies 

for the Dairy Industry 

GAO Quopltmentary Discussion 

GAO Views. Most of the rapid increase in the milk support price 
has resulted from tha formula for computing the parity price for 
milk. The formula does not adequately consider many economic 
factors affecting milk market conditions and includes some factors 
which have little to do with milk production. Alternative milk- 
pricing standards that could help solve or reduce the surplus prob- 
lem and more effectively and equitably accomplish program objectives 
include: a dairy parity price standard; a cost-of-production standard; 
and a standard based on a comprehensive formula that systematically 
and simultaneously considers changes in cost of production, milk 
product stocks, and demand. 

GAO believes that a comprehensive formula could eventually be 
used to adjust the dairy price-support level. Since research needs 
to be done before this approach could be used, the basis for setting 
the support price could be changed to either a dairy parity price 
standard or a cost-of-production standard. GAO believes that the 
dairy parity price standard would be the least disruptive to the 
industry. 

GAO therefore recommended that the Congress authorize the Sec- 
retary of Agriculture, in conjunction with producer and consumer 
groups and with input from Congress, to perform research to develop 
a comprehensive formula that will balance the interests of producers, 
consumers, and taxpayers and then if appropriate, implement the 
formula. Until the formula can be developed, the Secretary should 
be authorized to (1) base the milk support price on 100 percent of 
the dairy parity price using a base period comparable with other 
national indexes, and ( 2) ad just the price-support level when Gov- 
ernment purchases of dairy products exceed specified levels. 

GA6 favors the President’s proposal to eliminate the mandatory 
increase in dairy price-support currently required by law on April 1, 
1981. Producer returns have been more than adequate to maintain pro- 
duct ive capacity. Dairy product prices have generally increased 
faster than average prices for all farm products while the average 
cost of producing milk has been relatively stable in recent years, 
actually decreasing during 1977 and 1978. GAO is not aware of 
details of the Administration’s long-term reforms which are to be 
part of the comprehensive farm program package for this legislative 
session. However, GAO favors the proposed program’s two basic objec- 
tives to avoid excess production and Government held surpluses and 
provide sufficient price support for the dairy industry to ensure 
adequate supplies of dairy products. 

Relevant GAO Reports: CED-80-88, July 21, 1980 

GAO Contact : Bert L. Williams (447-4949) 
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Prerident ‘II 
Proposd -ALCOHOL FUELS AND BIOMASS LOANS 

GAO Supplementary Discussion 

GAO Views. Although GAO has not specifically reviewed the 
Farmers Home Administration (FmHA) program, it recently completed 
work on the use of alcohol as a motor vehicle fuel. Eased on 
this work, the administration's justification for terminating 
funds for biomass-derived alcohol fuels (that is, ethanol) 
projects seems correct. The justification essentially boils 
down to the following: (1) the technology for producing alcohol 
fuels is well-proven, (2) existing Federal and State subsidies 
amount to at least $18 per barrel, and (3) removal of oil 
price controls makes alcohol fuels competitive with other 
energy forms. The administration further points out that 
the loan program could lead to excessive production of alcohol 
fuels from grain crops thereby causing adverse effect on 
food prices and agricultural export revenues. 

As pointed out in the report on ethanol as a motor vehicle 
fuel, technological problems are not a major impediment to the 
current ethanol industry. The technology to be employed on 
projects supported by the Federal funding in question is well- 
proven. Moreover, existing tax policies provide a major subsidy 
to alcohol fuels. The waiver of the Federal excise tax on 
gasoline (when blended to produce gasohol) provides a subsidy 
of $16.80 a barrel. This subsidy is supplemented in 25 States 
by further State gasoline tax waivers which provide additional 
subsidies of up to $42 a barrel-- in one State the subsidy is 
$58.80 a barrel in total. 

GAO believes that alcohol fuels should be more competitive 
with petroleum-based fuels in the future, even without the sub- 
sidies that are being proposed for termination. As noted in a 
June 1980 report, the existing price differential between ethanol 
and gasoline could be expected to decline as a result of the 
increasing gasoline prices and an expected decline-in the real 
Price of ethanol. The decontrol of oil prices should accelerate 
gasoline price increases and further enhance the competitive posi- 
tion of alcohol. 

Further, excessive alcohol production from grain crops could 
have an adverse effect on food prices. Alcohol production beyond 
'a level of 2 billion gallons a year could disrupt the agricultural 
industry and cause sharp increases in the prices for food and 
feed grains. Alcohol production at a level sufficient for a 
nationwide gasohol program (about 11 billion gallons) would 
have to use cellulose technology which is currently in the 
research and development phase and which is not planned for use 
in plants currently planned for construction. 

Finally, another form of alcohol fuels (methanol)--which is 
'derived primarily from coal and hence would not be affected by 
~this proposed reduction-- has greater potential than ethanol to 



rrplrco gasoline. M8than?l can be produced in much vaster quan- 
titiar and potentially at conriderably leas cost. AccordinglyI 
there ir a concern that rxcesrive rubsidirs for ethanol production 
and ura could rrrult in an economically unjuetitiad commitment of 
resources to ethanol, which has less potential than methanol. 
Reducing ethanol rubridies, thoraforr, could serve to head off 
thir potential problem. 

Ralovant GAO Reports. EMD-80-73 and EMD-80-88 

GAO Contact: Thomas E. Melloy, 353-5711 
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President’s 
Proporal - 

Department of Agriculture 

REDUCTION IN FEDERAL FINANCIAL ASSISTANCE TO COOPERATIVES 

AND PRIVATE COMPANIES ASSISTED BY THE 

RURAL ELECTRIFICATION ADMINISTRATION (REA) 

GAO Supplementary Discussion 

GAO Views: GAO has issued two recent reports on REA. The latest 
report issued on November 28, 1980, stated that electric genera- 
tion and transmission cooperatives could need from $12-16 billion 
in capital financing by fiscal year 1990 and that without a 
change in present policies, nearly all of this financing could 
come from the Federal Government. This is because the Federal 
Financing Bank, which is a wholly owned Government corporation 
that receives its funds from the U.S. Treasury, is being used t0 
fund almost all the loans REA guarantees for electric generation 
and transmission cooperatives. 

GAO recommended that REA require borrowers to rely more on 
the private sector for their financial resources. GAO pointed out 
that alternative credit sources were available and recognized that 
such financing could involve somewhat higher interest rates. How- 
ever t GAO expressed the belief that greater reliance on private 
credit is needed to (1) avoid placing a major burden upon the U-S. 
Treasury, (2) help ensure that power supply systems have an alter- 
native source of credit in the event the Government is unable Or 
unwilling to fund the cooperatives' increasing capital requirements, 
and (3) be more in line with the Congress' objective of encouraging 
private credit sector involvement in the REA guarantee program. 

GAO also stated that if the private credit sector became 
more involved in REA's guarantee program, then the law should be 
changed to (1) reduce the percentage of REA's loan guarantee to 
something less than 100 percent and (2) permit REA to charge a 
loan guarantee fee. With the 100 percent loan guarantees now 
authorized by law, private lenders would not be exposed to risk 
and thus the normal incentives for them to carefully evaluate the 
applicant's prospects and provide adequate loan servicing would 
be absent. GAO believes the guarantee fee is needed to fund a 
reserve for losses. 

In its May, 30, 1980, report, GAO stated that many rural 
'electric distribution systems continue to need REA subsidized 
loans and that some may need even more assistance to help them 
charge electric rates comparable to those of their urban counter- 
parts. But GAO stated that other electric distribution systems 
now assisted by REA subsidies could qualify for and obtain long- 
term credit at reasonable rates and terms from other sources and 
still charge comparable electric rates. The problem is that 
REA needs criteria to (1) identify financially sound electric 
distribution systems able to qualify for non-REA credit and (2) 
determine whether such distribution systems need subsidized 
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loam to charge reasonable electric rates. In addition, GAO 
found that REA'r loan-making criteria do not adequately corre- 
late the type and/or amount of subsidized loana REA will provide 
with the borrower’# needs& As a result, borrowers that have 
high coats, which generally lead to higher electric rates, can 
receive the 8ame rubridy or even less than borrowers with low 
costs and raterr. GiAO recommended that REA develop criteria to 
address these problems. 

GAO also reported that many REA distribution borrowers had 
low equity levels which hinders their ability to obtain private 
credit. GAO said that REA could do rrrxe to encourage borrowers to 
achieve the minimum equity levels necessary to qualify for private 
credit and recommended that REA (1) establish minimum equity goals 
for borrowers, (2) require borrowers to develop plans to achieve 
eetablirhed equity goals, and (3) ensure that borrowers' electric 
raterr are8 where practical, sufficient to generate the income 
needed to meet the equity level objectives in the plans. 

Relevant GAO reports: CED-81-14, CED-80-52. 

Contact: Thomas J. Storm (447-6947) 
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Department of Agriculture 
President ‘8 
Proposal - REDUCTION IN FARMERS HOME ADMINISTRATION 

DIRECT LENDING ACTIVITIES 

GAO Supplementary Discussion 

GAO Views: On January 30, 1981, GAO reported that USDA's Office 
of Inspector General (OIG) had found that many of its past audits 
of FmHA programs had reported the same general problems--inadequate 
review of loan applications, inadequate servicing of loans and de- 
linquent accounts, and inadequate review of borrowers to determine 
if they should be graduated to commercial credit sourcesa The OIG 
attributed many of these continuing problems to the imbalance 
between the size and complexity of FmHA programs and the size and 
skills of its staff. GAO concluded that if FmHA was to correct 
program deficiencies, it would need a better balance between its 
staffing and program activities. This could be accomplished either 
by increasing FmHA staffing or reducing its lending activities. 

GAO’s August 6, 1979, report showed that a significant amount 
of emergency disaster assistance loans were made at interest rates 
well below the Government's cost of money. Also, GAO found that 
many of the loans in its sample apparently went to borrowers who 
could get credit from other sources. This was true for FmHA even 
though FmHA has a test to screen out applicants who could get 
credit elsewhere. GAO found that FmHA's test was widely ignored 
or received only cursory attention. 

GAO's March 28, 1980, report states that meeting the rural 
housing demand beyond 1980 may be difficult because of problems 
such as shortages of (1) rural mortgage credit, (2) housing as- 
sistance for low- and moderate-income families, particularly in 
rem0 te areas, and (3) affordable building sites. The report dis- 
cusses (1) how rural families receive less Federal housing support 
than urban families, (2) the need to increase the supply of rural 
mortgage credit, (3) the growing problem that homeownership is 
for moderate-income rural families, and (4) some of the oppor- 
tunities available for FmHA to improve its rural housing programs. 

Also, the report shows that the elderly are increasingly 
occupying substandard housing in both rural and metropolitan areas 
and discusses some of the difficulties of providing housing for 
them. Some of these difficulties include the scarcity, expense, 
a@d inconvenience of rental apartments in rural areas. In addition, 
the report states that renters occupy half of the substandard rural 
housing, which is higher than the rate that did in 1950. Age and 
condition of the units and renter incomes were three factors contri- 
buting to this problem. 

GAO reported on August 19, 1980, that many existing rural 
central water systems have deteriorated and need to be repaired 
or replaced. Other systems need to be expanded; in some rural 
pIaces additional systems need to be developed. The most 
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important factor inhibiting the development, expansion, rapafr I 
and replacement of central systems is a lack of money. Al- 
though both Federal and State governments provide financial aid 
for rural chntrdl water systems, GAO reported that the needs of 
rural America are greater than the funds available. GAO also 
reported that no one really knows the full extent of rural water 
development problems or the cost of solving them, although a 
number of studies were underway to determine this. 

GAO recognizes that some communities that received EWA water 
and waste disposal loans may have had the ability to finance their 
systemrr from other credit sources. But in a September 1, 1977, 
report, GAO point& out that the lack of documentation in FmHA 
files prevented GAO from determining whether FmHA was complying 
with the credit elsewhere provisions of the water and waste 
disposal program. 

Relevant GAO reports: CED-81-56, CED-80-1, C&D-80-120 
CED-79-111, CED-77-116. 

Contactt Thomas J. Storm, (447-6947) 
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Department of Commerce 

Prasidanc’s 
Appalachian Regional Commission 

Proposal - REDUCTIONS TO ECONOMIC AND RECIONAL DEVELOPMENT PROGRAMS 

GAO Supplementary Discussion 

GAO Viewsr Economic Development Administration. The fundamental 
goals of the Economic Development Administration (EDA) are to save 
and create jobs and increase-incomes in economically distressed 
areas, and help institutions in those areas develop the capacity 
to plan and carry out effective economic development programs* 
GAO has issued several reports to the Congress on the management 
of the grant and loan programs administered by EDA. The central 
message discussed in these reports was, while EDA programs help 
to improve depressed areas' economies, they could be made more 
effective through improved management. The latest report, issued 
on December 2, 1980, assessed the impact of EDA-funded industrial 
parks. Through fiscal year 1979, EDA had funded 1,130 park pro- 
jects at a cost of $519 million. GAO found that while industrial 
parks help improve the economies of depressed areas by creating 
and saving jobs, many parks had not attracted businesses, were not 
well utilized, and had not created nearly as many jobs as antici- 
pated. The report made several recommendations for correcting these 
problems through. improved EDA management. 

The Administration cited studies indicating that the total 
cost for each job directly created by an EDA development grant was 
between $60,000 and $70,000. In the above cited report, GAO com- 
puted the direct cost of a job created or saved through EDA-funded 
industrial parks at $1,528. Moreover, in a report on measuring 
accomplishments under the business development assistance programr 
issued September 6, 1979, GAO computed the direct cost of a job 
created or saved through direct or guaranteed loans to businesses 
at $6,688. While there is a wide discrepancy in the estimates, 
the computation of the cost of jobs saved and created is highly 
subjective because of the difficulty in documenting what would 
h,ave happened without EDA assistance. Basically, GAO gave EDA 
credit for creating jobs when a business was established or ex- 
panded after EDA assistance and for saving jobs when a business 
claimed it would not have stayed in the area or would not have 
remained in business without EDA's assistance. 

GAO recognizes that the cost of jobs saved and created could 
have been substantially higher had credit not been given for merely 
encouraging a business to stay in the distressed area where it was 
located, had total Federal assistance to the businesses been iden- 
tified, and had cost been adjusted for inflation. GAO cannot; 
therefore, comment on the reasonableness of the $60,000 to $70,000 
cost per job figure cited. It does, however, seem rather high. 

G40 Views: Appalachian and Title V Regional Commissions. The 
Appalachian Regional Commission (ARC) was created as a national 
experiment in comprehensive Federal-State-local development plan- 
ning aimed at correcting economic and social imbalances between 
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Appalachia and the rest of the Nation. On April 27, 1979, GAO 
issued a report to the Congress on the non-highway programs of the 
commission. The report concluded that despite the commission’s 
contributions to the development of the Appalachian region, major 
problems have limited its success in meeting national objectives. 
For example, we found the commission’s planning process to be in- 
complete at the multistate level because ARC's policy does not re- 
quire States to address economic and social problems consistently 
when preparing their plans. Rather, ARC allows individual States 
to select which problems to address and which to omit. This dis- 
cretion leaves a gap in the Federal-State-local approach which the 
commission was intended to demonstrate. In addition, we found that 
inadequate written guidelines for State and district planners have 
permitted planning deficiencies to continue. 

Aside from these problems, we also reported that (1) program 
goals and objectives at all planning levels are inadequate to mea- 
sure progress, (2) allocation procedures appear inequitable and 
inefficient resulti* in the likely underfunding,of some States 
while overfunding others, (3) administrative controls are inadequate 
for documenting and reporting on the disposition of Federal funds, 
(4) commission policy does not adequately address declining State 
financial support of the commission's non-highway programsl and 
(5) program evaluation is inadequate to ensure that ARC funds are 
having the greatest impact on solving regional problems. Although 
we did not recommend the elimination of ARC, we did conclude that 
it would be premature to consider expanding the commission concept 
nationwide, at a projected cost of $1.5 to $2 billion annually, 
until the issues discussed in our report were thoroughly con- 
sidered and resolved. We pointed out in our report, that ARC did 
not have a syste!m for determining which geographic areas no longer 
needed ARC assistance. In this connection, ARC's Deputy Executive 
Director commented that as many as 140 of Appalachia's 397 counties 
may no longer require ARC assistance. 

Like ARC, the Title V Regional Commissions were created as 
Federal-State partnerships in an experiment for solving multi- 
State problems. On March 26, 1974, we issued a report on 
selected activities of 3 Title V regional commissions and ARC. 
Although more narrow in scope than our review of ARC, this 
report documented similar problems with the administration 
of these commissions. In addition to our work, the Office 
of Inspector General, Department of Commerce,'issued a report 
on February 28, 1979, on the performance of all Title V com- 
missions. This report discussed administrative deficiencies 
similar to those cited in our reports. 

Relevant GAO reports: EDA: CED-79-104, CED-79-117, CED-81-7, 
FGMSD-78-34, and FGMSD-78-62. 

ARC: CED-79-50 and GGD-74-44 

Contact: Robert E. Allen, Jr. (377-5483) 
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ADMINISTRATION BUDGET PROPOSALS FOR ENERGY PROGRAMS 
OVERALL ISSUES 

The administration's proposals on energy imply a fundamental 
reorientation of the Federal Government's role in energy policy 
and programs. While it is important to analyze each separate 
proposal, it is perhaps even more important for the Congress to 
understand the broader implications and to consider carefully the 
basic issues raised by this reorientation. 

This paper briefly discusses the more important assumptions 
which guide the administration's approach to energy policy and 
programs and the issues GAO has identified based on its past and 
ongoing work which should be considered by the Congress. In- 
dividual proposals on energy have been separately analyzed by 
GAO in terms of its completed and ongoing work and specific 
comments provided. 

Administration assumptions 

Although the administration's proposals lack sufficient 
detail to permit complete analysis, several underlying assump- 
tions seem apparent about national energy policy and program 
direction. 

1. Principal reliance should be placed on private market 
forces in achieving energy goals. Specific reference is made 
to oil and gas deregulation as providing sufficient incentive 
for private sector actions in fossil fuel research and develop- 
ment, synthetic fuels, and greater use of conservation and 
solar alternatives. 

2. Consistent with the assumption about private market 
forces is the view that, when additional 'incentives are 
needed, particularly for conservation and renewable programs, 
the best way to provide them is through tax incentives. 

3. Also consistent with the assumption about p.rivate market 
forces is the belief that regulations should be deemphasized or 
eqiminated as a method to bring about changes in patterns of energy 
production and use. This view extends not only to oil and gas 
ptice regulation, but also to regulations dealing with efficiency 
of energy use in buildings and appliances. 

4. Government's appropriate role with respect to technology 
development is in the area of long-term research and development. 
Aa efforts move closer to commercialization, the Government role 
should be curtailed and private market forces used to make any 
decisions on commercialization. The implication is that direct 
Government involvement in energy research and development in 
costly near-term activities, such as construction and operation 
of pilot and demonstration plants would be eliminated or reduced. 
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Using these assumptiona, the administration’s proposals can 
ba broadly categorized as follows: 

-Most synthetic fuels effortr will be centered in the Syn- 
thetic Fuels Corporation. Present Department of Energy 
effortr to demonstrate synthetic and other fossil fuel 
technologies will be curtailed and the Corporation will 
have to decide whether or not to support any of these 
efforts. Corporation efforts are expected to center on 
the ure of loan and price guarantees for projects, to 
provide a “safety net” and th,ereby induce private invest- 
mrnt in projects where questions exist about the price 
competitiveness of the end product or the technology. 

--Although specifics are lacking, Department of Energy 
efforts in. areas lika solar and fossil are expected to 
concentrate on long-term research and development, while 
near-term demonstration programs for some proven tech- 
nolog ies are al iminated . Programs to provide loans or 
loan guarantees to help commercialize alcohol fuels, 
low-head hydropower, and solar are to be reduced. or 
eliminated. 

--Higher energy prices in a deregulated environment and 
tax incentives to further influence market decisions are 
seen aa the key to effective conservation efforts. LOW- 
income weatherization, the Solar Energy and Conservation 
Bank, building performance and appliance efficiency stan- 
dards, and programs to help utilities to do better plan- 
ning and adopt regional rate structures are reduced or 
eliminated. 

--Staffing for phasing out DOE’s enforcement programs and 
resolving violations and litigation involving oil price 
regulations is reduced substantially. 

Issues for conqressional 
consideration 

While our analyses of the administration’s proposals indicate 
a general agreement in many areasl there are also areas of concerns 
with respect to specific proposals. Also important are the 
fundamental energy-related issues raised by the Administration’s 
arrumptions, which the Congress should also consider. In some 
caaen I the issues are raised by the thrust of the administration’s 
proposals; in other cases, they are raised by the implications 
of the proposals for related areas not addressed directly 
in the proposals. 

1. Collectively, the administration’s assumptions imply 
that deregulation of oil and gas prices and accelerated Federal 
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leasing may lead to increased domestic oil and gas production. 
While higher prices should lead to greater production than may be 
otherwise available, the United States is not likely to reverse 
the long-term decline taking place in domestic oil and gas 
production since the early 1970’s. Absent effective conserva- 
tion efforts and developments in other areas of energy 
production, the Nation could end up substantially more reliant 
on imports in the years ahead. (Recent GAO work, based on 
fundamental resource considerations, described likely trends in 
domestic oil and gas production through the year 2000--EMD-80-24, 
December 7, 1979.) 

2. Many of the administration’s proposals refer to natural 
gas deregulation. While deregulation could result in some 
increase in production from existing fields and further encourage 
conservation, it would also substantially increase consumer costs 
in the short term. and could cause some industrial users to 
switch to alternative fuels, including oil. Residential 
customers would have to absorb a greater share of the system 
costs. The Congress would have to weigh carefully the advantages 
and disadvantages of accelerating the existing schedule of de- 
regulation, whereby almost .a11 categories of natural gas 
would be deregulated by 1985. The anticipated cost increases 
would be much larger than thse resulting from oil price de- 
control, because a relatively small amount of oil remained under 
controls and because controls would have expired in any case by 
October 1981. 

3. The administration’s proposals repeatedly refer to the 
Government’s responsibility for long-term research and develop- 
ment, without defining specifically what is meant by long term. 
It will be difficult to draw this distinction, particularly as 
research and development moves towards the high-cost projects 
needed to demonstrate technical feasibility on a reasonable scale. 
In any case, industry may not be willing to underwrite the risks 
where technology is uncertain and cost-effectiveness in an 
equally uncertain energy world is not clear, In essence, the 
issue of how far the Government may want to go in demonstrating 
commercial feasibility of a particular technology can be 
influenced by a variety of factors, including not only cost- 
effectiveness but also national security concerns and institu- 
tional constraints, which private market forces may not be willing 
Or able to respond to in the short term. In summary, what is 
defined as long-term research and development will be important 
with respect to synthetic fuels, other fossil research, nuclear, 
solar, and many other program areas. 

4. Related to the third issue are possible national security 
arguments for Government efforts to further breakthroughs in 
technologies which are not yet cost-effective, but which offer 
qubstantial possibility for reducing U.S. reliance on imported 
energy sources. This was the principal justification for the 
$ynthetic fuels program, as well as for other programs to spur 



energy activity where private market forces and tax incentives 
may not yet be adequate. 

5. A considerable amount of GAO work on various conserva- 
tion, solar, geothermal, and fossil programs has identified 
institutional constraints which may impede the effectiveness of 
private market forces and tax incentives to influence otherwise 
desirable actions to bring on line energy technologies which 
are proven and cost-effective. For example, some solar technolo- 
gies are cost-effective but have a high initial cost and result 
in a pay-back only over several years. The relative effective- 
ness of tax incentives at different levels versus low-interest 
loans has yet to be measured adequately. 

6. The substantial cut in that part of the regulatory budget 
devoted to enforcement of oil pricing regulations could imply a 
phasing out of efforts before decisions are reached to resolve 
over $9 billion of potential price violations still outstanding. 
The question of the need to resolve all potential violations in 
an acceptable, yet timely, manner involves considerations of 
equity--between companies that complied with the regulations and 
those that did not and between companies that have settled 
complaints about overcharges and those that have not--which should 
be carefully considered. 

The variety of charges and other public discussion also gives 
rise to questions about the future role of the Department of 
Energy. Before the Department was created in 1977, GAO supported 
the need for a Department of Energy and Natural Resources, and 
subsequently a Department of Energy, for the purposes of bringing 
about a central focus on long-term resource problems of national 
importance that its work indicated would require attention 
for years to come (EMD-77-31, March 24, 1977). GAO’s work 
predating DOE indicated that the Government’s energy work, then 
scattered throughout several agencies, resulted in uncoordinated, 
and less than effective, programs. 

Although the Department has experienced many problems 
in its first few years, GAO still believes that over the long 
term a coordinated ‘focus on energy is necessary. Whatever the 
disposition of the administration’s energy proposals, substantial 
programs are likely to remain intact-including the Strategic 
Petroleum Reserve, nuclear programs, and to some extent 
fossil, conservati’on, and renewables programs. Moreover, a 
vital area which still needs substantial attention where GAO 
is currently completing work, is energy emergency planning. 

In summary, it is still GAO’s view that a central focus 
on energy is needed, either within a Department of Energy 
or as part of a new Department of Energy and Natural Resources 
designed to focus not only on energy but also on developing 
long-term policies for all fuel and non-fuel resources- 
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SYNTHETIC FUELS 

GAO Supplementary Discussion 

GAO Views. GAO has preformed numerous reviews pertaining 
to synthetic fuels. This work indicates that a synthetic fuels 
industry will be capital-intensive, complex, and technologically 
novel, and should not be expected to significantly contribute 
to reducing oil imports before the late 1980s. Nonetheless, 
since oil supply problems will almost certainly recur and may 
become even more serious in the 19809, 19909, and beyond, 
a national commitment to reducing the Nation's dependence on 
imported oil appears warranted. Synthetic fuels should contrib- 
ute to reducing this dependence. Accordingly, the Government 
should establish an atmosphere that will encourage private industry 
to invest in and operate synthetic fuels plants. 

To encourage the building of plants, the Congress created 
the Synthetic Fuels Corporation (SFC). GAO has supported. the 
concept of the Corporation. Goals were estimated for the 
Corporation-- to promote synthetic fuels production equivalent 
to 500,000 barrels of oil per day by 1987 and 2 million barrels 
per day by 1992. Howeve I:, these goals may prove to be overly 
optimistic. For example, in commenting on the previous admin- 
istration's illustrative goals of 1.0 to 1.5 million barrels 
per day of synfuels from coal by 1990, GAO stated that a more 
likely level was about 1 million barrels per day. Building 
the 15 to 25 plants required to produce this quantity of 
synthetic fuel, as well as in mining the coal needed to feed the 
plants, would require gathering and deploying massive amounts of 
capital, manpower, and equipment. 

GAO has also expressed concern about the technical mix used 
to reach these goals. Although only a limited number of reason- 
ably proven (first-generation) processes are currently available, 
a number of new (second-generation) technologies are now under 
development; the latter are widely believed to be more efficient 
and less expensive. Such new processes must, however, be demon- 
strated using commercial-sized equipment before commercial opera- 
tion can be expected. Since these new technologies will not be 
commercially available for some time, GAO believes that reasonable 
production targets should be established to allow the Corporation 
some flexibility to adapt to new more efficienct technologies 
as they become available and to avoid an overcommitment to the 
less efficient first-generation technologies. In this regard, 
a recent report stated that if any portion of the national goals 
for synthetic fuels is to be met with coal liquefaction, the 
bulk of the production is likely to come from existing indirect 
processes. 

One way to avoid overcommitment to existing technology would 
be to establish more modest goals for the Corporation and to 
encourage the construction of plants that would employ a variety 
of technologies. Doing so would reduce the risks and costs, 



while still maximizing the’ value of the program. This effort 
could find definitive answers to economic, environmental, socio- 
economic, technical, and other questions which persist concerning 
synthetic fuels production. The experience and information gained 
from such a varied program would facilitate the selection of 
technologies for further commercialization and the development 
of updated goals for synthetic fuels’ contribution to solving the 
Nation’s energy problems. 

In addition to building plants utilizing a variety of 
processes, GAO has stated, it may be prudent to allow the 
Corporation to perform some R&D, since bringing currently unused 
technologies on stream will surely entail the demonstration and 
improvement of those technologies. 

Corporation efforts are expected to center on the use of 
loan and price guarantees for projects providing a “safety net“ 
to induce private investment in high risk projects where the 
price competitiveness of the end product is uncertain. This 
approach is somewhat consistent with GAO’s position. However, 
GAO has stated that loans and loan guarantees may not in them- 
selves induce private firms to produce synfuels. A more 
certain way to assure synfuel production is to provide a price 
guarantee coupled with a purchase guarantee. Details of 
specific projects would have to be considered before final 
judgments could be made regarding the most appropriate financ- 
ing mechanism. 

GAO’s positions on the surface may appear somewhat consistent 
with the administration’s proposal to transfer responsiblity for . 
construction of pilot and demonstration plants from DOE to the 
Corporation. However, GAO would caution that the Corporation 
is primarily production-oriented, with very ambitious goals to 
meet. Considering these goals, sponsors of demonstration plants 
may not be able to compete for Corporation funding with sponsors 
of projects using commercially available, first-generation tech- 
nolog ies . Also, it has not been shown that private industry 
would be willing to fund construction of the high-cost, capital- 
intensive plants to demonstrate the more advanced, yet riskier 
technologies. If neither private industry nor the current 
production-oriented Corporation supports the necessary facili- 
ties, the Nation may be committed to less efficient and more 
costly technologies. If the reponsibility for construction 
on these plants is transferred to the Corporation, GAO believes 
that it would be prudent to establish more modest and reasonable 
production goals, and to clarify the Corporation’s policy regard- 
ing assistance in the construction of demonstration and other 
facilities. 

Relevant GAO Reports. EMD-79-99, EMD-79-107, EMD-80-18, 
EMD-80-84, and EMD-81-36 

GAO Contact. Flora Milans, 353-3408 
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Prerident’r 
Propoarl - FOSSIL ENERGY 

GAO Supplementary Discussion 

GAO Viewa. The administration plans to revamp DOE fossil 
energy research and development to eliminate or reduce involve- 
ment in costly near-term activities, such as construction and 
operation of pilot and demonstration plants using company- 
specific processes. By relying on private market sources and 
assistance of the newly created Synthetic Fuels Corporation, the 
administration believes near-term technology demonstration and 
commercialization activities can proceed without direct Federal 
funding . DOE activities would consist only of supporting lonq- 
range research and development. 

The administration needs to define near-term and long-term 
research by referring to the specific technologies and the 
timeframe in which they can be expected to make a contribution 
to energy supply. Referring to near-term activities as 
including construction and operation of pilot and demonstration 
plants using company-specific processes, beclouds the key 
issue of the status of the technology and the timeframe in 
which commercial production may be expected to occur. The broad 
array of synthetic fuel technologies require varying lead times 
and investment levels to resolve technical and environmental 
uncertainties prior to commercialization. 

For example, GAO’s work on coal liquefaction technologies 
concluded that since the “direct” liquefaction processes have 
operated only in small test facilities, successful operations 
in larger-scale plants are needed to reduce technology, health, 
and evironmental uncertainties before commercialization is 
viable. Further, it is unlikely that any commercial “direct” 
liquefaction plants will be operating in-the 1980s. By contrast, 
three ” indirect” liquefaction processes are commercially available 
and may contribute to U.S. energy supply in the near term. 

Current work in the high-Btu coal gasification area suggests 
that 10 years of Government support of the R&D pilot plants has 
brought few answers about actual commercialization and that the 
pilot and demonstration plant activities planned for the next 
several years will likely offer few more. 

It is too early to tell whether private industry, on its 
own, will invest in synthetic fuels R&D and eventually intro- 
duce new technologies as a result of decontrol of energy prices 
and tax and regulatory relief. If much of DOE’s synthetic fuels 
R&D programs is eliminated, it will be critical that the new 
Synthetic Fuels Corporation demonstrate production of synthetic 
fuels using several technologies. 

GAO has issued several reports concerning DOE’s manage- 
men t of fossil energy research and development programs and 
the status and problems in advancing the technologies being 
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developed by DOE. GAO ha.8 recently made recommendations 
for improvement in the management of coal liquefaction 
projects and the fluidized-bed combustion and magnetohydro- 
dynamics program. In addition, GAO has discussed the status, 
potential, and problems to be overcome in commercializing 
unconventional sources of natural gas, magnetohydrodynamicsr 
fluidized bed combustion, and coal liquefaction processes 
which may assist the administration and the Congress in their 
deliberations over specific fossil energy research and 
development budget reductions. 

Relevant GAO Reports. Em-79-99, EM*79-107, EMD-80-8 
EMD-80-12, EMD-80-18, PSAD-81-19 

GAO Contact. Flora H. Milans, 3S3-3408 
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SOLAR ENERGY 

GAO Supplementary Discussion 

GAO Views. In recent years, GAO has issued a number of reports 
that have dealt, in part, with the Federal role in developing 
various solar energy technologies. Other reports concerned the 
roles of Federal laboratories and the roles of the Solar Energy 
Research Institute (SERI) and the regional solar centers. In 
addition, a current review focuses on the planned construction 
of SERI's permanent facility. 

The administration has proposed to shift the Department of 
Energy's (DOE's) solar activities away from near-term develop- 
ment, demonstration, and commercialization efforts, to long- 
range research and development projects that are too risky for 
private firms to undertake. This budget proposal would reduce 
DOE's solar spending by more than 60 percent in fiscal year 1982. 
GAO agrees, in principle, that emphasis should be on long-term, 
high-risk reseach and development and that, as solar technologies 
proceed toward commercial viability, the Federal role should 
be phased out and eventually eliminated. 

Although information is not yet available on the specific 
solar projects or programs to be eliminated or reduced, GAO is 
concerned that the administration may be seeking to terminate 
the Federal role too abruptly. With respect to the roles of 
Federal laboratories, for example, the degree of Federal partici- 
pation in the various phases of development--basic and applied 
research-- should diminish, and industry's role increase, as 
work progresses toward commercialization. However, no clear cut 
division between the various research, development, and demon- 
stration phases is evident. Instead, the categorization of a given 
activity into a particular phase is based on the judgments and 
perceptions of those making such a categorization. Thus, deciding 
what efforts are long-term or near-term research and development 
cannot be easily done. 

While the Federal role should decline relati.ve to industry's 
increased role, some degree of Federal effort should be maintained 
during the engineering development and demonstration phases to 
remove any existing barriers and help transfer to industry the 
knowledge gained during the research and development phases 
phases. Even if oil price decontrol and tax incentives make solar 
more economically attractive , other problems still need to be 
resolved before widespread use of a solar technology can be 
obtained. 

A July 1979 report stated that, in addition to economic 
constraints, other constraints need to be resolved to success- 
fully commercialize solar heating systems. There is a lack of 
warranties to protect consumers from poorly designed and impro- 
perly installed systems and from systems that are falsely 
advertised. Institutional constraints such as the reluctance 
of lending institutions to finance solar systems, utility rate 
structures and insurance rates also need to be resolved. Finally, 

2-59 



regulatory and legal constraints--such as sun rights, building 
codes and property tax lorses --could impede widespread use of 
solar heating. The nature of these constraints makes it difficult 
for the solar industry, which currently includes many small 
companies, to resolve such problems without Federal assistance. 

Four GAO reports on various solar demonstrations recognized 
that the Federal Government appropriately has a role in solar 
demonstrations. Although management deficiencies hindered the 
effectiveness of the demonstrations, with management improvements 
the demonstrations can be an effective mechanism for advancing 
solar technologies from research and development to the market 
place. 

GAO agrees with the administration’s proposal to defer 
the construction of the SERI permanent facility. Although over 
6 years have passed since the Congress authorized the creation 
of SERI, much confusion remains over the role it is to play 
in DOE’s solar programs. A current assignment has found that over 
2 years and $3 million have been spent on the design of the 
Permanent facility without the benefit of a clearly defined role 
or long-term plan for its use. Accordingly, funding of the 
facility should be deferred until the mission of SERI is better 
defined and an appropriate staffing level is agreed upon. 

With a proposed reduction of over 60 percent, it appears to 
us that Federal efforts to advance certain solar technologies may 
be termined without complete consideration of desirable actions 
to reduce institutional and other constraints and to improve 
opportunities for broader commercial application. 

Relevant GAO Reports. EMD-78-62, EMD-80-106, EMD-79-19, EMD-78-40, 
EMD-79-55, EMD-79-84, and EMD-80-41 

GAO Contact. Thomas E. Melloy, 353-5711 
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Prerident'r 
Proporal - OTHER ENERGY SUPPLY 

GAO Supplementary Discussion 

The administration proposes to reduce subsidies for a 
variety of energy supply programs. Discussed below art: 
geothermal loan guarantees, geothermal commercializations 
energy impact assistance, energy storage systems, uranium 
resource assessment activities, and small hydropower 
demonstrations. 

Geothermal loan guarantees 

GAO View8, The'administration proposes to terminate 
geothermal loan guarantees that serve merely to reallocate 
capital from more productive investments. It is not clear 
what the administration means by "more productive investments.” 
It could mean any investment which would need a loan guarantee, 
and therefore, would encompass all geothermal loan guarantees. 
If this is the case, GAO disagrees. 

Although GAO has generally held the position of being 
against loan guarantees because of their off-budget nature, 
the geothermal loan guarantee program has helped industry 
pursue geothermal projects and helped accelerate geothermal 
development and use. 

GAO reported in January 1980 that the program had achieved 
only a limited effect on accelerating geothermal development 
and use; however, since that time industry's interest in 
participating in the program has increased. Five projects are 
now underway which otherwise mi ht not have been started or might 
have been started only at some f ater date. In addition, three 
applications for loan guarantees are currently being considered 
by the Department of Energy and another 15 applications are 
expected to be submitted to the Department during the next 12 
months. 

GAO reported that the uncertainties and risks involved 
in high cost geothermal energy projects, along with the financial 
community's unfamiliarity with such projects, made it impossible 
for medium- and small-sized companies to obtain loans for such 
projects without Government loan guarantees. These companies 
lack the collateral to secure such loans and financiers are 
unwilling to make unsecured loans due to the uncertainties and 
risks. Thus, the program has been successful in getting industry 
involved in a new energy source and is serving a useful and 
productive purpose. 

GAO believes that the geothermal loan guarantee program 
should be continued under carefully monitored conditions and 
brought to an orderly conclusion as soon as its primary 
objective of establishing normal borrower-lender relationships 
(between developers and the financial community) is achieved. 
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This Program, it should be noted, is scheduled to be terminated 
by law in 1984. 

Relevant GAO Report. EMD-80-26 

GAO Contact. Thomas E. Melloy, 353-5711 

Geothermal commercialization 

CA0 Views. The administration appears to propose elimi- 
nating funding for certain geothermal commercialization 
activities and to phase out hydrothermal demonstration and 
Commercialization efforts and to reduce component development. 
However, from available documentation, it is not clear which 
specific projects or activities are to be eliminated. GAO 
would point out, however, that careful consideration needs to 
be given to those geothermal demonstration and commercialization 
activities which are promising but would not be undertaken 
by the private sector. 

GAO reported that geothermal development has proceeded 
slowly and private industry's development efforts have been 
limited to a few projects concerning high quality hydrothermal 
resources. Industry has made only limited efforts to develop 
other resource areas due to the high costs and financial 
and technical risks associated with such development. 

GAO believes that Government-supported demonstration and 
commercialization activities are still needed because economic 
and technical uncertainties still exist with respect to lesser 
quality geothermal reservoirs. While Government support should 
be phased out as industry becomes involved and more becomes 
known, federally supported demonstration and commercialization 
activities will be needed for a while. Even with deregulation 
raising the prices of petroleum products to the point where 
hydrothermal/geothermal energy is more economically competitive, 
industry and the financial community will still have to be 
convinced of the economics through demonstration and commercial- 
ization activities. 

A Government-supported demonstration project which may be 
needed to accelerate the use of geothermal energy, but which may 
be included in the administration's proposed cut is the binary 
geothermal demonstration project. This project is aimed at 
ultimately demonstrating a technology that has not been used 
anywhere in the world and is expected to be suitable for a 
major portion of the geothermal resources in the United States. 
Industry has indicated that a demonstration of this technology 
is needed to prove the technical viability of the binary 
technology, plus the economic, environmental, and social 
acceptability of the related geothermal plants. Without a 
demonstration, the use of geothermal energy as a replacement 
of fossil fuels will be slowed, since developers, utilities, 
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and the financial community will not make 
to unfamiliar technologies until evidence 
commercial demonstrations. 

Relevant GAO Reports. EMD-80-36 and 

large-scale commitments 
is gained from 

EMD-80-26 

GAO Contact. Thomas E. Melloy, 353-5711 

Energy impact assistance 

GAO Views. The administration proposes to reduce funding 
in FY 1981 from $62 million to $10 million, with no funds for FY 
1982, for the Department of Energy’s progr,am under section 601 
of the 1978 Powerplant and Industrial Fuel Use Act. The admini- 
stration proposal states that this reduction would eliminate 
e.nergy impact assistande grants to States.that duplicate other 
Federal programs and unnecessarily assume responsibility for 
activities that are more appropriately undertaken by State and 
local Governments. 

The question of whether there are unanswered socioeconomic 
needs at the local community level as a result of energy develop- 
ment has yet to be satisfactorily answered. In previous work 
dealing with the Rocky Mountain area, GAO was unable to support 
the need for additional Federal assistance. Although there 
appeared to be an initial mismatch between the expenditure needs 
of affected State and local governments and the receipts 
generated by the energy related development, in the long-term 
revenues to the affected areas may be adequate, 

The decision about whether to reduce Federal energy impact 
assistance should be viewed in the context of the total resources 
available to and the overall economic condition of the areas 
impacted by energy development. Items which should be considered 
include the current size and condition of public facilities, the 
local tax base, funds available from other Federal programs, the 
extent of in-migration of workers needed for development, and 
other economic development impacting the area. 

Concerning the form of assistance, GAO has taken the 
position that, in most instances, loans would be more appropriate 
than grants. However, grants may be necessary in some instances 
to fund the planning efforts necessary to anticipate the impact 
of energy development. GAO has also taken the position that 
State and local governments should be primarily responsible for 
assuring the availability of the facilities and services needed 
for energy development. 

The section 601 program provides funds for planning for 
energy development and site acquisition and development for 
housing and public facilities needed because of energy 
development. This program is just one of many sources of 
Federal funds being used by States and local communities to 
finance projects related to energy impact. For example, a 
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community might also look, to EPA for funds for water ar\d sewer 
lines and to EPA, HUD, and other agencies for funds for planning. 
Also, the amount of funds available from the section 601 program 
alone to meet energy impact assistance needs has not been 
significant. In FY 1980 about $32 million was divided among 
21 States. 

Relevant GAO Report. EMD-77-23 

GAO Contact. Flora H. Milans, 353-3408 

Energy storage. 

GAO Views. The administration proposes to eliminate 
the Department of Energy's development and demonstration 
efforts with respect to energy storage that can and should 
be supported by the private sector. While it is not clear 
whether the proposal is to eliminate all of DOE's energy 
storage development efforts, GAO agrees that some of the 
Department's energy storage development work is more 
appropriate for support by the private sector and should 
be terminated. 

In a report on electric vehicles, GAO noted that the 
Department planned to spend about $28 million during fiscal 
years 1978-1981 for improving commercially available batteries, 
about one-fourth of which was for improving lead-acid batteries. 
Industry was not seeking to improve the lead-acid batteries 
for use in electric passenger or commuter vehicles because it 
believed such batteries have limited potential for such use. 
However, lead-acid batteries have long been the focus of 
battery manufacturers' research for use in industrial appli- 
cations such as forklifts, and other limited performance 
vehicles such as golf carts. Accordingly, GAO recommended 
that the program be redirected away from research in lead-acid 
batteries and be focused instead on longer term research having 
a higher potential payoff. 

Relevant GAO Report. EMD-79-6 

GAO Contact. Thomas E. Melloy, 353-5711 

Uranium Resources Assessment Program 

GAO Views. GAO believes that the administration's 
proposal to phase out DOE's uranium resource assessment 
program is premature. Until the' new administration enunciates 
its future plans for nuclear energy development in this country, 
it is difficult to determine the effect of this proposal on the 
overall nuclear energy supply picture. 

Specifically, while the administration supports a phase- 
out of this program as being no longer necessary to meet U.S. 
nuclear non-proliferation objectives, it is unclear at this 
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poant in time just what degree of emphasis the proliferation 
issue is going t,o receive in the administration's nuclear 
energy supply strategy. Consequently, to the extent that 
the administration's nuclear non-proliferation 

9 
oals remain 

undefined, it is not clear what role the Federa Government 
should play in assessing the adequacy of the domestic uranium 
resource base. 

Moreover, the administration has not yet detailed 
intentions on the long-term future for nuclear power supply 
in this country. As a result, additional considerations must 
be factored into any decision to phase-out the uranium assessment 
program. What will be the role for and timing of the breeder 
reactor for extending existing uranium supplies? Will 
reprocessing and recycling of spent fuel from light water 
reactors be permitted? What are the plans for significantly 
reducing licensing times for light water reactors? Answers to 
such questions could have a significant impact on the need for 
continuing the uranium resources assessment program. 

GAO Contact. Cliff Fowler, 353-5759 

Small hydropower demonstration 

GAO Views, The administration proposes to end subsidies 
for all additional small hydropower demonstrations on the 
assumption that a al-percent investment tax credit and credit 
programs in the Department of Agriculture provide sufficient 
incentives for development. 

GAO would not oppose the administration's proposal to 
end subsidies for small hydropower demonstration projects 
on the assumption that the 210percent tax credit and pther 
assistance will provide adequate incentives. 

GAO had previously taken the position that the Department 
of Energy should continue its funding of small hydropower 
demonstration projects, and recommended that the Department 
of Energy expedite its grant program for demonstration proj- 
ects and increase efforts to provide assistance, information, 
and guidance to hydro developers through an outreach program. 

GAO reported in January 1980 that poten,tial hydro 
developers were not in the business of hydro development 
and were inexperienced in the development process, and that 
further assistance through an outreach program would be a key 
element in providing an impetus for hydro development. At that 
time, however, the energy investment tax credit for small hydra 
power was not available. This development in April 1980 may 
stimulate development, and should be given a chance to operate. 

Relevant GAO Report. EMD-80-30 

GAO Contact, John Brown, 275-3572 
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President’s 
PEoposal - ENERGY CONSERVATION 

GAO Supdlemantary Discussion 

The administration proposes to make widespread and substan- 
tial cuts in energy conservation programs. After an overall 
comment, the following elements are discussed below: energy 
conservation tax credits, building and appliance standards, 
the Residential Conservation Service and public information 
programsr grants for State energy offices, incorporation of 
low-income weatherization assistance with HUD's block grant 
program, internal Federal Government conservation efforts, 
the Schools and Hospitals Grants Program, and electric and 
hybrid vehicles. 

Overall Perspective 

GAO Views. GAO agrees with the administration's position 
that progress has been made in reducing total energy demand over 
the past few years and that energy price increases have been a 
primary factor. However, three significant factors also need 
to be recognized when deciding on the type and level of Federal 
commitment to conservation programs. First, energy conservation 
is in the best interests of the Nation--often in excess of the 
value indicated by market prices. Second, energy conservation 
can make a direct contribution to reducing the Nation's 
dependence on imported oil. Third, significant potential to 
increase the efficiency of energy use continues to exist. 

In the years following the Arab embargo, the Nation 
further increased its dependence on imported oil--despite 
substantial price increases --thus failing to alleviate the 
Nation's vulnerability to supply disruptions. GAO be1 ieves 
this situation, coupled with significant potential for 
increasing the efficiency of energy use of up to 50 percent 
in buildings alone, indicates a continued Federal need to 
facilitate and supplement market forces by alleviating the 
high level of dependence on imports and assuring that 
increased energy conservation is achieved in a timely manner. 

While GAO’s past work has identified a number of problems 
in DOE's implementation of energy conservation programs, GAO 
does not believe the solution is to eliminate or substantially 
reduce resources committed to these efforts. Rather, there 
is a need for (1) corrective action to assure that certain 
ongoing programs are effectively and efficiently implemented 
and (2) more selectivity in identifying further Federal 
involvement to assure that Federal resources are directed where 
they can most effectively contribute to the achievement Of 
greater energy conservation, particularly with respect to 
reducing the level of imports. 

Relevant GAO Reports. EMD-78-38, EMD-79-76, EMD-80-7, 
and EMD-81-8 
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GAO Contact. William C. Oelkers, 252-1400 

Enerqy Conservation Tax Credits 

GAO views. GAO has supported tax credits in the past 
to provide an incentive for consumers to achieve energy 
conservation opportunities. GAO has had some concern, 
however, over the administration’s proposal to rely, for 
the most part, on market forces and tax credits to achieve 
energy conservation. Such a proposal is not likely to result 
in substantial near-term energy savings, and the Federal 
Government will need to play an important role in fostering 
greater energy conservation. 

The Federal Government should continue to supplement 
market forces to assure substantial energy savings. The 
last 2 years’ eXperience with the existing residential tax 
credit indicates that selective use has been made of the 
credit, even though energy prices continued to rise during 
that period and significant opportunities exist to cost- 
effectively save energy. For example, the tax credit was 
used more often for relatively inexpensive conservation 
measures. In addition, higher income households were more 
likely to take advantage of the credit. 

Given the apparent selected impact of the credit, signifi- 
cant potential to save energy (estimated at up to 50 percent 
for homes), and the need to promptly achieve these savings 
in view of the continued high level of imports, GAO believes 
that the Federal Government should reassess the contribution 
being made by its ongoing energy conservation programs and 
continue, in a more selective manner, to facilitate and 
supplement market forces in the area of energy conservation. 

Relevant GAO Report. EMD-77-48 

GAO Contact. William C. Oelkers, 252-1400 

Building and Appliance Standards 

GAO Views. In a recent report on the Building Energy 
Performance Standards program, GAO pointed out that such 
standards would close the gap between achieving cost 
effective energy conservation practices and the level of 
energy conservation which would be achieved by market forces. 
Such a gap exists because of imperfections in the market. 
For example, consumers do not have precise knowledge of how 
future energy prices should effect current energy conservation 
decisions or what energy conservation actions are needed to 
maximize cost effectiveness. 

The report also addressed the question of establishing 
mandatory standards b 

3 
establishing a sanction for non- 

compliance. It state that, since energy prices had risen 
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substantially, homeowners and builders had a strong incentive 
to implement energy conservation measures, although a lack of 
awareness concerning maximum cost effective energy conser- 
vation practices would remain. Thus, while a mandatory standard 
may not be justified, establishing a voluntary standard could 
facilitate market forces by identifying the optimal level 
of energy conservation that could be cost effectively achieved. 

With respect to appliance efficiency standards, GAO 
previously supported establishing major appliance standards. 
Since that time, some States have established appliance 
standards. If that trend continues, failure to establish 
Federal standards could result in appliance manufacturers 
being forced to comply with a number of different standards 
for their products. Thus, Federal standards would help to assure 
a level of uniformity in the appliance standard area as well 
to as assure that energy-efficient appliances are produced. 

While the administration proposal does not indicate what 
action, if any, will be taken with respect to the appliance 
labeling area, that effort should continue to assure that 
consumers have appropriate information when making appliance 
purchase decisions. 

Related GAO Report. EMD-81-2 

GAO Contact. William C. Oelkers, 252-1400 

The Residential Conservation Service 
and Public Information Programs 

GAO Views. GAO recently reported on residential energy 
conservation outreach activities, including the energy conser- 
vation opportunities in the residential sector, its needs 
in order to voluntarily achieve such potential, the most 
effective manner of meeting those needs, and the appropriate 
DOE role. 

The administration's proposes to abandon the Residential 
Conservation Service (RCS) on the basis that utilities themselves 
will respond to consumer needs when conservation represents an 
economic alternative. This proposal fails to recognize the 
timely and important contribution energy conservation can make 
in the Nation's energy program and the potential role RCS can 
play in achieving voluntary residential conservation. Because 
individual utilities face vastly different demand, supply, 
and cost situations, it is likely that the administration's 
strategy would result in a fragmented assortment of residential 
conservation programs --unequal in application, quality, or 
comprehensiveness. Ultimately, this strategy could lead to many 
years of delay in closing the gap between energy conservation 
achieved and energy conservation opportunities still available. 
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The report indicated that if consumers are not effectively 
made aware of their conservation opportunities, the extent to 
which they can or will voluntarily realize available energy 
savings will be limited. Comprshens ive , on-site energy audits-- 
a central feature of the RCS program currently underway 
nationwide--have been shown to be the most effective way to 
encourage voluntary conservation actions. While GAO has not 
yet examined the regulatory burden RCS has imposed on utilities, 
States, or the private sector, the program’s on-site audit 
features, scope, and timing raise serious concerns about 
eliminating this program prematurely. 

The report supports the administration’s general position 
that many DOE information programs efforts are contributing 
little to meet the needs of consumers--especially in light of 
non-Federal activities. However, DOE can make a timely and 
significant contribution to achieving greater levels of voluntary 
conservation, specifically by playing an important role in 
enhancing the success of the RCS program through selectively 
reducing and refocusing current outreach programs. In parti- 
cular, the Energy Extension Service program, if implemented 
consistent with congressional intent, could be the vehicle to 
assure that DOE outreach funds are expended efficiently and 
effectively toward this restructured effort. 

Relevant GAO Report. EMD-81-8 

GAO Contact. William C. Oelkers, 252-1400 

Grants For State Energy Offices 

GAO Views. Pursuant to specific legislative mandate, GAO 
has issued two reports on DOE’s State Energy Conservation 
Program and is currently involved in a third review. GAO con- 
cluded that the 1980 energy savings goal will not be attained 
and that implementation of many State conservation measures 
were delayed or reduced in scope because of problems in estab- 
lishing and administering the measures and overly ambitious 
and optimistic goals. . 

Although the specific amount of energy conserved as a 
result of the program is unknown and questionable at this 
moment , the program has been effective in terms of developing-- 
for the first time-- a capability to manage energy programs 
in many Statea. Loss of Federal funds may cause some States, 
because of budget constraints, to eliminate State energy 
offices, resulting in a loss of this management and coordin- 
ation capability at the State level. 

This loss would affect not only the conservation areaf 
but would also affect the States’ growing responsibilities 
in emergency response planning activities, such as gasoline 
supply distribution. 
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Relevant GAO Reports. EMD-78-81 and EMD-80-97 

GAO Contact. William C. Oelkers, 252-1400 

Incorporation of Low-Income Weatherization 
Assistance into HUD's Block Grant Program 

GAO Views. Pursuant to specific legislative mandate, GAO 
has issued two reports on DOE's low-income weatherization program 
and is currently involved in a review of the program. Among the 
principal problems noted has been slow progress because of 
problems in obtaining sufficient labor through the Comprehen- 
sive Employment and Training Act (CETA) program. DOE revised 
its regulations and funding to allow the hiring of labor or 
contractors. 

GAO concluded that the low-income weatherization program 
could go a long way toward reducing the utility bills of people 
least able to afford them. In view of the recent deregulation 
of oil prices, GAO believes that the need for such a program 
is even more acute in order to lessen the impact of rising fuel 
prices on low-income persons. Also, the more successful is 
the low income weatherization program in reducing energy costs, 
the less Federal funds should be necessary for the Community 
Service Administration's crisis intervention program to pay 
the fuel bills of low-income persons. 

GAO has no strong views as to whether the program should 
be in DOE or HUD. There are advantages and disadvantages to 
location in either department, which are discussed below. Some 
concerns about the administration's justification for 
transfering the program to HUD are also discussed below. 

An advantage to the administration's proposal is that many 
units need rehabilitation in addition to weatherization, and 
merger with the HUD program could provide this. However, there 
are the following disadvantages to the proposal: 

--Under merger, weatherization would lose its identity 
and priority. In past reports, GAO has taken the 
position that it was desirable to place energy functions 
in one agency with overall responsibility to insure that 
such functions receive proper priority within a single 
department. 

--Possible negative effect on rural areas and small towns, 
as the block grant program is primarily for big cities. 

--Possible negative effect on ability of low-income 
persons to weatherize if local community elects loans 
rather than grants. 

As discussed below, GAO questions the statements given by 
the administration to justify the transfer of the program to HUD. 
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--The program will be more in accord with local needs and 
priorities. DOE's program is carried out by granting funds to 
the States which subgrant funds to local community action agencies. 
Each State is responsible for developing and monitoring its program. 
Since, under the DOE programr both the State and its local communi- 
ties are involved, it is unclear how the program would be more in 
accord with local needs under HUD. 

--The DOE program has been plagued by increasing costs and 
quality control problems. GAO has found that part of the 
increase in cost is a result of the shift from free CETA labor to 
hired or contractor labor. It seems that cost increases and 
quality control problems will not disappear by changing agencies. 
The proposed reduction in the CETA program will likely result 
in higher costs for labor in the low-income weatherization 
program. 

--The DOE program would take 50 to 100 years to reach all 
the potentially eligible low-income households in the Nation. The 
speed with which weatherization can be accomplished will primarily 
be influenced by the availability of labor, materials, and funds. 
Based on the current DQE limit of $1,600 per unit and the estimated 
10 million low-income units needing weatherization, about $16 
billion would be required to accomplish the task. Unless funding 
of weatherization under the block grant program is significantly 
increased, it is not reasonable to assume that HUD could accomp- 
lish the task in a period of time significantly less than DOE. 

Relevant GAO Reports. EMD-78-81, EMD-80-59, and EMD-80-134 

GAO Contact. William C. Oelkers, 252-1400 

Internal Federal Gove'rnment 
Conservation Efforts 

GAO Views. The Federal Government is the Nation's largest 
single energy user, directly accounting for over 2 percent 
of U.S. energy consumption. Thus, the Government has a unique 
opportunity to save large amounts of energy and lead the Nation 
by demonstrating, within its own domain , an aggressive energy 
management program. 

GAO has supported the need for a comprehensive aggressive 
energy conservation program in the Federal Government. Although 
past work has disclosed that the Government's in-house energy 
conservation program is in disarray, the problems appear to stem 
from DOE's failure to take charge and provide the necessary 
support. 

In view of the significant future energy and cost savings 
that a viable and effective Federal Energy Management Program 
could bring to the Federal Government, GAO applauds the admini- 
stration's stated intention that the Government's internal con- 
servation effort "would be retained." 
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Relevant GAO Reports. EMD-80-11, EMD-79-11, and EMD-79-68 

GAO Contact. William C. Oelkers, 252-1400 

Schools and HospitaJ.s Grants Program 

GAO Views. The administration proposes to retain the Schools 
and Hospitals Program but at a reduced rate of $100 million. 

GAO recently reported on the Energy Conservation Program for 
Schools and Hospitals. The program has been authorized nearly 
$1 billion to provide grants to institutions to reduce energy 
use. Schools and hospitals are major consumers of energy and 
through effective conservation efforts, they can reduce their 
energy consumption by as much as 30 percent. GAO found that 
there is an opportunity to reduce overall program costs while 
at the same time increase energy savings. 

The Schools and Hospitals Program is not an effective use 
of Federal funds when compared to other DOE energy conservation 
programs. It is among the highest in cost, yet among the lowest 
in yielding energy savings. GAO recommended that the focus of 
the program needs to be redirected toward placing more emphasis 
on energy audits, providing energy audits to more schools and 
hospitals, and more closely matching the assistance provided to 
the needs of schools and hospitals. 

The administration's proposed reduction in program funding 
and GAO's recommendqtion would complement each other and serve 
to increase the program's cost-effectiveness. 

Relevant GAO Report. EMD-81-47 

GAO Contact. William C. Oelkers, 252-1400 

Electric and Hybrid Vehicles 

GAO Views. cThe administration proposes to terminate a 
number of technology development projects based on the rationale 
that such projects are commercially viable without Federal assist- 
ance. Among these projects is the electric and hybrid vehicle 
(EHV) project. From the available information, it is unclear 
whether all EHV efforts are to be terminated or simply the vehicle 
demonstration portion. EHV efforts also include loan guarantees 
and research and development. Depending on the extent of the 
planned cuts, GAO could support some of the cuts, but on a basis 
different from the rationale used by the administration. 

In April 1979, GAO reported on the need to redirect DOE's 
electric vehicle efforts. Specifically, it was recommended that 
DOE (1) postpone private-sector and State and local government- 
sector demonstrations, substituting instead a smaller Federal 
demnstration and (2) delay issuance of loan guarantees for 
vehicle and component production. These recommendations were 
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based on an assessment that vehicles available at that time cost 
too much and delivered such inferior performance that commercial- 
ization could not reasonably be expected. Available information 
suggests that the same deficiencies still exist with respect to 
the vehicles being demonstrated in the Federal efforts. Even 
General Motors, which previously announced entry into the electric 
vehicle market by 1984, seems to be backtracking; recent announce- 
ments indicate a later date for entry with "significant" quantities 
possibly by 1990. Accordingly, it still seems prudent at least 
to defer Federal support of private-sector and State and local 
Government-sector demonstrations. This support represents about 
$10 million in the fiscal year 1981 budget. It also seems prudent 
to terminate the loan guarantee efforts , which represent an addi- 
tional $1.4 million in the fiscal year 1981 budget. 

However, it does not seem prudent to terminate the research 
and development efforts. For EHVs to be commercialized, signi- 
ficant technical advances are required. To the extent that the 
Government research and development program is helping to resolve 
technological barriers, terminating these efforts could delay 
implementation of this oil-saving technology. 

Relevant GAO Report. EMD-7 9-6 

GAO Contact. Thomas E. Melloy, 353-5711 
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Presidaat'r 
Prop0841 - ALCOHOL FUELS SUBSIDIES 

GAO Supplementary Discussion 

GAO Views. The administration proposes to terminate funding for 
feasibility studies, coo erative agreements, and loan guarantees 
for biomass-derived alto 01 fuels (that is, ethanol) and biomass It 
energy development administered by the Department of Energy. The 
justification essentially boils down to the following: (1) the 
technology for producing alcohol fuels is well-proven, (2) exist- 
ing Federal and State subsidies amount to at least $18 a barrel, 
and (3) removal of oil price controls makes alcohol fuels compe- 
titive with other energy forms. 

Although GAO has not reviewed the effectiveness of these 
specific subsidies for ethanol and biomass fuels, based on 
prior work the proposal appears justified. A report on ethanol 
as a motor vehicle fuel noted that technological problems are 
not a major impediment to the current ethanol industry. The 
technology to be employed on projects supported by the Federal 
funding in question is well-proven and commercially available. 
In addition, existing tax policies provide a major subsidy for 
alcohol fuels. The waiver of the Federal excise tax on gasoline 
(when blended to produce gasohol) provides a subsidy of $16.80 
a barrel. This subsidy is supplemented in 25 States by further 
State gasoline tax waivers , which provide additional subsidies 
of up to $42 a barrel-- in one State the subsidy is $58.80 a 
barrel in total. 

Further, alcohol fuels should be more competitive with 
petroleum-based fuels in the future, even without the subsidies 
that are being proposed for termination. The existing price 
differential between ethanol and gasline could be expected to 
decline as a result of the increase in gasoline prices and an 
expected decline in the real price of ethanol. The decontrol 
of oil prices should accelerate gasoline price increases and 
further enhance the competitive position of alcohol fuels. 

Finally, another form of alcohol fuels (methanol)--which is 
derived primarily from coal and hence not affected by the pro- 
posed subsidy reduction-- has greater potential than ethanol to 
"replace gasoline. Methanol can be produced in much vaster 
quantities and potentially at considerably less cost. There- 
fore, there is a concern that excessive subsidies for ethanol 
production and use could result in an economically unjustified 
commitment of resources to ethanol, which has less potential 
than methanol. Reducing ethanol subsidies, accordingly, could 
serve to head off this potential problem. 

Relevant GAO Reports. EMD-80-73 and EMD-80-88 

GAO Contact. Thomas E. Melloy, 353-5711 
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President ‘a 
Proporal - SOLAR ENERGY AND CONSERVATION BANK 

GAO Supplementary Discussion 

GAO Views. The Solar Energy and Conservation Bank was created 
by the Energy Security Act (P.L. 96-294, June 30, 1980). 
Although GAO has not yet specifically reviewed the Bank’s 
activities, based on previous work on solar energy, GAO has 
some thoughts on the proposal to eliminate the Bank. 

The Administration’s rationale for this proposal is that 
rising energy prices and existing tax credits for solar energy 
systems will provide sufficient incentive for using solar energy 
systems, and that additional Federal incentives are, therefore, 
not needed to promote the use of solar energy. The Bank, as 
established, can subsidize the interest individuals pay in 
connection with purchasing solar energy systems: however, the 
act precludes an individual taxpayer from receiving the bene- 
fits of both this interest subsidy and the tax credits. 

The solar energy tax credits were recently increased to 
40 percent by the Windfall Profits Tax Act of 1980 (P.L. 960 
223, April 2, 1980). On the surface, it appears that tax 
credits will be the preferred incentive since the interest 
subsidy will result in a much smaller dollar benefit to a 
taxpayer. GAO’s past work on Federal efforts to commercialize 
solar heating indicated that interest subsidies may not be 
as effective an incentive as tax credits. 

However, GAO cautions that, as noted in a report on solar 
heating, the success of the tax credits or other incentives 
should be periodically examined. The full impact of the new 
40-percent solar tax credit and the decontrol of oil will not 
be known for some time. It may turn out that an additional 
incentive, such as that .offered by the Bank, may still be needed 
if the Federal.Government wishes to accelerate the widespread 
use of solar energy to reduce the Nation’s dependence on 
imported energy supplies. When more is known on the impact 
of the decontrol and tax credit measures the Congress will 
have better information on which to decide whether to abolish 
or initiate operations of the Bank. Until more is known, a 
more prudent action may be to defer --as opposed to eliminate-- 
funding the Bank. 

Relevant GAO Report. EMD-79-19 

GAO Contact. Thomas E. Melloy, 353-5711 
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President's 
Propoeal - 

Ia!sm8JcxuRzN;HuD's-- SJPFoRr AsmmwE 

GM Stq@l~ Discussion 

Gl4JViewar TheFseopvdltokstagra~thh ckammity Dwelopnsnt Block Grant 
(CCBG)andWb~D~aLopwntMtimGrant(UDPI;)p~inWamoro 
efficient and flexible grant mectndm hall maeit, particularly if PropHwrl 
budget cuts are ac#mplmidbybattertargetingoffurrlsandbetterFederal 
guidancaonthhowrall paramwtrrs within bhich cities can oprate their 
blcck grant-. TargetirqarxJ&dithznalFehralguidanceoneligible 
itanscauLlrdocl,thh~ofbudgetcutson~evingFProgramobjectives 
titdmutexzessive Fderal intervention in theday+o-daymechanicsofthe 
progr=n* 

-Cities have spant Ands in tmmanyareas, in areas too large to 
acaxrqlishmeanirqfulre8ultsinar eascrnahleperiodoftime,arxIon 
activities not directly related to cannu&ydevelqment. In addi- 
tian,bsnafit~tolacr-Mdmodcrate-inconapersonsarerPtthonxrghly 
verified, and a# a resultitis unclear uhetherortokdzatdegree this 
major objaztive of the progmn is being met. 

-Th~lackofHUl guidanc~onblcckgrantsupported housing rehabilita- 
tionwcrk has reerultsrl inrxx~-essential ~kbeingccmpletad, 
relatively high irxxzwparsonsbeiq assisted, ard widedisparities 
inthet~sofwekthatcanbedccre. 

-Audits of grantee opemtions by HJD's Thspctor General, hhpendent 
plblic acunmtants, and city captmllers, as well as curown review, 
have idkflQ?tifiedmanyexamplesukwre inadequate informationand cxntrols 
existtodetexmheuhethr program experditures are for eligibleitens 
arxl are adequatelysupporWd or justified. 

lbimprweth6tCDBG progxam's efficierszy and effectiveness, the 
ArhninistratiaJQxithcCaqrea;smaywPlttoaddresssuehissuesas: 

-The nedd for allgranteus tocorxxntrate theirblcckgrant fur& 
k,distrassedgeograFhicarearrsMLlenoughsothatvisible 
impmvementsareacktev~einareascnabletimeperiod. 
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lUlemnt GAO Rqzartmr C$D-78-30, -7I&lS7, CEb7944, PAS79-85, 
cm-a-19,anbcpID-80- l 

centact: stevmJ.woply, 426-1780. 
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President's 
Proposal - Ph~r@ Out of Comprehensive Employment 

and Tr8ining Act (CETA) Public Service Job6 
, 

GAO Supplementary Discussion 

GAO Viewa. W8 haw not raported on the effect that a reduction in 
Public Service Employment (PSE) funding would have on State and 
local govornmntr operating the PSE programs or on the Federal 
budget. GAO reports have addressed such issues as participant 

- eligibility, enrolling the most qualified applicants and the 
- transition of participant8 into jobs not supported by CETA. For 

example, on October 12, 1979, (HRD-79-101) we reported that as of 
November 1978 CETA programs had had limited success in moving par- 
ticipants from public service employment jobs into unsubsidized 
employment, and that many participants had remained in their public 
service jobs for a long time. We also found that unsubsidized jobs 
obtained by participants were largely in the public sector and with 
the participants' former public service employers. 

The CETA amendments of 1978 reemphasized the temporary nature of 
PSE jobs and the importance of moving PSE participants into un- 
subsidized employment. The amendments provided a better frame- 
work for implementing successful transition programs. However, 
preliminary data on current GAO work indicate that many prime 
sponsors have not significantly improved transition performance. 

CETA requires that the majority of funds allocated under titles IID 
and VI be expended for wages and employment benefits to people em- 
ployed in public service jobs. It follows, therefore, that elimi- 
nation of Federal funds for individuals holding CETA-funded jobs 
after September 30, 1981, would result in reduced outlays. The 
net reduction in Federal outlays would depend on the extent of 
fiscal substitution and the probable increase in Federal expendi- 
tures in other areas, such as public assistance payments. 

Relevant GAO Reports. HRD-79-101, HRD-78-57, HRD-77-53. 

GAO Contacts Maurice S. Moody, 523-8701 
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PHASE OUT OF FEDERAL MASS TRANSIT OPERATING SUBSIDIES 

GAO Vicwr: 

GAO will be reporting shortly on tne results Of its 
review of the Federal transit suosidy program and the transit 
industry's cost and revenue problems tnat led to the need for 
Cavernnent suosi5its. GA3 concl;;ded that demand for transit 
operating subsidies is approaching crisis proportions. GAO's 
findings are similar to the Administration’s, For instance, 
GAO found 

-- *one reason for soaring subsidy demands is tnat operat- 
ing costs, which increased from $5.5 oillion in 1973 
to an estimated $5.5 billion in 1979, are not being 
offset by productivityvements. GAO idtntif ied 
three najor problem areas preventing transit from 
operating eff icicntly and effectively. One of these 
concerned transit’s problems in expanding cost effec- 
tively into suburban areas, which are riore costly to 
serve than dense urban areas. 

--another reason for growing suosidy demands, is that 
transit systems have adopted and maintained unrealis- 
tically low fares even though operating costs are 
increasing. 

Rather than recommending a phase-out of Federal operating subsidies, 
GAO recornnended that UtlTA undertake specific actions to improve mass 
transit efficiency and that Congress and UIITA develop policies to influence 
local areas to recover more of their costs,from passenger fares. GAO also 
recommends :.hat Congress amend the Urban Mass Transit Assistance Act of 
1964 to change the method by which Federal funds are allocated to local 
areas, and a number of actions the Secretaries of Labor and Transportatior. 
could take to improve administration of the ooerziing vsistance rro?rac. 
GAO's positions are consistent with the administration's proposal in the 
sense that Federal operating subsidies should be reduced to encourage 
oreater productivity and local control over mass transit. Such reductions 
sh,ould be accomplished over a period of several years, as proposed by the 
Administration, to allow transit systems and local governments sufficient 
time to seek alternative financing and/or adjust their level of service. 

Relevant GAO Reoort: CED-81-28, "Soaring Transit Subsidies Must Be 
Control led," (to be released shortly). 

GAO Contact: John Vialet, 426-1777 
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Depertment of Trrarpor~a:ion 
President’s 
Proposal - RMNCTIOM IN AMTRAK SUBSIDIES 

;A0 vieus: 

The Admlniscration proposes to reduce Amtrak’s 
subsidy nerds by increasing fares tnd eliminating routes 
that car.noL l::ract sufficient riders at the higher fares. 
Such l policy could eventually result in eliminating most of 
Attrak’s routes, depending on how much the firer 8ra increased- 
Moat of GAO’s work her centered on reducing Amcrek’s costs end 
subsidy nerds rather then incresring fares. GAO has concluded 
thee, l lthough Amtrak could improve its opereting rfficienCY, 

it cannot rubrceacielly reduce its operating coata without 
reducing the sire of ita ryrcem. This report rrid that Amtrak’ 
needed co give continued ectention to achieving lower direct 
lrbor costs, meintrnence costs, and lossrr on food end bever- 
age service. Improved efficiencies in these l reas, however, 
will not rubst,aatielly reduce Amtrak’s subsidy need. 

In another report aaelyzing 11 of Amtrak’s most unprofit- 
able routes, GAO fouad chat, not only did the routes require 
subrtenz ial subsidies, but the trains wasted energy and efforts 
to improve 8ervice bed not generally been successful. Some of 
these routes were subsequently discontinued, but most of them 
remain. Ridership generally increased on Amtrak trains because 
of the 1979 gerolinr rhortrge, but some routes continue to be 
highly unprofitable end co terry rclrtivaly fev passengers. 

Regarding proporals to institute high speed rail passenger 
service in corridorr outside the Northeast, GAO concluded that 
l ncicipated benefit8 may not be svsiloblt or worth the cost 
end chat rubstentiel increases In ridership cannot be expected 
unless one of the other trensportstion modes is disrupted. 
Additional studier and reports by ocher organizations, primarily 
the Depertment of Trensportstion, have been completed sinct 
the GAO report was issued, but they have not focussed on the 
ov?rell COICS and benefits of each of the corridors proposed 
for development. GAO believes that such Information is tssen- 
cial in deciding if additional passenger corridors should be - 
developed. . 

Relevent GAO Reuorcs: CED-78-67, CED-78-86, CED-79-3, PM-79-32. 

GAO Contact: J. R. Bolon, 416-1735 
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President’s . 
ProporAl - REDUCED FUNDING FOR THE NORTHEAST CORRIDOR IMPROVEMENT PROJECT 

GAO Views: 

The AdzAnfstration proposes to reduce tht project by about $300 
million And chAnge its objectives to cz.pfaqrirt reliability ml srft:Y 
rather than high speeds. The effects of these changes vould GcRmd on 
the specific changes in work to bt done under the project. F’o changer 
specifically ntntioned Are (1) deleting planned l lectrificAtion of 
unrlectrificd trAck between Kew Haven and Boston and (1) repairing rather 
than replacing rhc l xittioc si;;aaling systca. 

Electrification vork between Sew Haven and Boston could probably 
be deleted with little or no adverse impact because most of the Corridor’s 
riders do not USC that section and those vho do vouldn’t ;cem to be 
tfftcttd by the small increase in trip times thAt vould result from the 
deletion. Deleting the ncv signAliny system night decrease train speeds 
and increase trip tines, but WC do not know hov this vould affect rider- 
ship or operating losses. 

In redirecting the project’s czphasis toward reliability and Safety, 
it is not clear whether, oy to vhat extent, funds vould be shifted among 
I .L c ;rofcct’r :-3rfous work clmcnts. Ocr October 132’ rc~ort df::ursrd 
several cutbacks that vere asde to stay within the $2.5 billion authorira- 
tion that could adversely affect safety and/or reliability. For cxi~.~lc, 
All fencing betveen tracks in stations ~-as deleted which could reduce 
safety to pedes:rians and could result in additional dtlays to trains. 
Shifting funds to festort work affcctint reliability And/or safety cscld 
be d! fficulc at this pqint because much of the Rroject*s’::ork is tom- 
plcted or .co far along that major chan;;cs are impracticable. ’ 
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Prerident ‘0 
Prop0841 - ACCELERATION OF MINERALS LEASING 

GAO Supplementary Discussion 

GAO Views. The administration proposes to accelerate the leasing 
of minerals-- particularly energy minerals--on Federal lands to 
help meet the Nation’s future needs for energy and also to 
streamline the leasing process. These actions, it is asserted, 
will increase future domestic production, thus contributing to 
economic 

9 
rowth and also increase receipts to the Government, 

thus help ng to reduce the budget deficit. These actions, it is 
further stated, will be consistent with balanced development and 
environmental protection. 

GAO basically shares the administration's views in this area 
and much recent work has called for a more balanced, orderly, 
and efficient approach to developing Federal lands. One report 
included various recommendations to open more Federal lands to 
leasing and improve the overall Federal oil and gas leasing and 
drilling permit programs. Another report advocated the leasing 
of the National Petroleum Reserve in Alaska (NPRA) for further 
exploration and development, rather than continuing the costly 
and largely ineffective Federal exploration program. Still 
another report stated that available geologic data supported 
a decision for more exploration of oil and gas potential on the 
William 0. Douglas Arctic Wildlife Range rather than to close it 
to such exploration. 

Other recent GAO work has identified problems and proposed 
various solutions to improve the new Federal coal leasing 
program. In a broader vein, GAO has identified various 
inconsistencies in Federal leasing rules and suggested possible 
ways to streamline them. 

Relevant GAO Reports. &MD-80-87, EMD-80-111, EMD-81-30, 
EMD-81-40, and EMD-81-44 

GAO Contact. Lowell Mininger - 254-6937 
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Prrridene’r 
Proporal - ar;IH’I#ATIOU OF AIRLc#E SmBSIDp PROcRAH 

38 alx2La:ior. :: :!a airltie subsidy proplc auUori:rd by Sec. 406 

0: ::.E: “cicral ;v;r:itxr. h:t 9 CSnSistent vith GAO’s ;;a~: racazzendation 

that fcz.i;rrrs needs to rts*%-ucturt the airlkae subsidy proi;rw. The 

res tr-xtzr5r.g should comlder : uhci 8 coxiunity’s air service needs 

ssbsldy; asUblis&ont of a s*tandard to deter-zinc adequate SerViCr; 
tashg 2~ szSrfCy 03 l ckll cost of srrvice provided; tu2sidizbg airlines 
t!ka t can provide n~:atsuy service at lover cost, and; when eMhating 
the need for sarvlca ta mall COI’Z-~:A -‘as, d~t.e.rd.na the tt:?a&Jlcd service 

bei% provided by unsubsidirad airlines. 

Relevant GAO Reports : ED-V-114 
For Further Information 

Cont8ct: Thoau D. Reese, 426-8462 

I  
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President’s 
Proporal - 

.,e 
3’ , . ..’ 
_  ; -... 2: 

-, a  
.I- -c-Inistratijn proposes an end to aid in Twrail after 1982 through 

: + ':' sJ-‘stsntial track abandonments, (2) reductions in labor costs by reduc- 
: "'j toqrail's ~mrkforcc and changing its work rules, and (3) State andlor 
ic:al s+,Jsidies if necessary to retain marginal lines. 

GAG has reported several times that Conrail must act to lower its 
costs and increase revenue in order to reduce its need for subsidy, and 
r,z:e sbgsested somt changes in emphasis for Conrail management. The over- 
all thrust of our work supports the idea that Conrail may be somewhat 
hampered in taking effective action to become profitable by continued 
Federal subsidy. For example, labor unions may be more willing to accept 
working rule changes, and State and local governments more willing to accept 
reduced service; if the Federal umbrella is eliminated. 

GAO has reported that Conrail must gain better control of its labor 
costs if it is to attain financial self-sufficiency. Conrail's labor costs 
are considerably higher than those of other railroads and Conrail's costs 
are affected by labor work rules that continue to be an industry-wide prob- 
lem. Reducing Conrail's workforce, however,increases labor protection pay- 
ments Conrail is obliged to pay under Federal law. GAO has taken the posi- 
tion that such special protection for workers in particular industries should 
be restrained, and avoided in the future. 

As indicated in the Administration's proposal, several study reports 
regarding Conrail's future are due in April 1981 which may contain recomnenda- 
tions that would reduce the need for Federal funds and still result in ade- 
quate rail service. 

Relevant GAO Reports: CED-78-23, CED-78-174, CED-80-61, CEO-80-51, CED-80-56. 

, GAO Contact:. J. R. Bolon, 426-1735 

2-84 



President’s 
Proposal - Reduction of Export-Import Bank Direct Lending 

GAO Supplementary Discussion 

GAO Views. The United States continues to suffer serious balance of 
trade deficits despite a substantial Increase in exports for fiscal 
year 1980. For 1980, the U.S. merchandise trade deficit totaled 
$26.7 billion, down from a deficit of $29.4 billion in 1979. Imports 
of increasingly expensive petroleum and petroleum products continue 
to be the major factor in our trade deficits. Therefore, the adminir- 
tracioa characterization of the U,S, •xport-p~rfo~amze 81 being 
excellent is misleading. 

Exports are of critical importance to the U.S. economy. Over the 
past decade, the share of U.S. economic output devoted to exports 
almost doubled from 6.4 percent,, in 1970 to over 12 percent in the 
first half of 1980. Today, one out of seven U.S. manufacturing 
jobs and one of every three acres of U.S. farmland produce for 
export. According to the conventional estimate, $1 billion of 
exports supports 40,000 jobs. 

The Rea an Administration would reduce the level of the Export-Import 
Bank's 9 Eximbank) direct lending authority in fiscal yqar 1981 by 
$752 million below the current authorization, and the proposed fis- 
cal year 1982 level would be $600 million below the Carter Adminis- 
tration budget proposals. The Reagan proposal projects a reduction 
in Federal outlays and the Federal deficft of more than $6 billion 
over the next 5 fiscal years (1982 through 1986). Since Exfmbank 
finances only a part of each export sale, the impact on exports is 
substantially greater than $6 billion. 

The Eximbank has a dual mandate to be self-sustaining while at the 
same time to meet the export financing of foreign competitors. The 
Bank finances its activities through receipts from prior loans, fees 
and charges for Insurance and guarantees, interest earned on its 
retained earnings and borrowings which are predominently.through 
the Federal Financing Bank. To date, the Bank has remained self- 
sustaining even though to meet foreign competition it has been lending 
at rates of interest below its cost of borrowing. During its existence, 
the Eximbank has paid over $1 billion in dividends to Treasury. The 
net budgetary impact of the Bank's activities, therefore, depends on a 
number of factors, not solely its direct lending levels. The $6 billion 
savings claimed over the next 5 years in the Reagan Administration pro- 
prosal is based only on projected loan authorizations and thus would 
require significant downward adjustments for the Eximbank's receipts. 
Furthermore, the loan authorization levels are projected at unprecedented 
high levels, including a fiscal year 1982 level of $6,410 million, as 
contrasted with the Carter Administration's actual request of $5,000 
million. 
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For a number of years, GAO has expressed concern over the Eximbank's 
subsidized lending practices which have resulted in an increasing risk 
of losses as the Bank's exposure has grown faster than its reserves. 
Accordingly, GAO's annual reports on the Eximbank's financial state- 
ments have traditionally included the qualification that GAO was 
unable to express an opinion on the adequacy of the Bank's reserves. 
GAO has also recommended that the Bank raise its interest rate on 
direct loans for sales where there is little or no foreign competi- 
tion. The Reagan proposal would put the Bank on a more sound financial 
footing to the extent that its export loan subsidies are reduced by the 
lower loan levels and hardening of loan terms to more clearly reflect 
the costs of the Bank's borrowings. The key issue rqised, however, is 
whether the Eximbank will have sufficient funding to meet export 
financing competition. 

Faced with rapidly rising imported energy bills, the major exporting 
nations have been competing more aggressively for export sales. 
Government-supported export financing, often at heavily subsidized 
rates, has become a significant factor in this competition. The 
United States in recent years has pursued an explicit goal of reduc- 
ing and eliminating subsidies in export financing. To this end, the 
United States has pursued multilateral negotiations in the OECD's 
Export Credit Group to limit subsidies. At the same time, the pre- 
vious administration strengthened its negotiating position by signif- 
icantly raising the Bank's direct loan authority and by approving 
more heavily subsidized export loans to meet foreign competition. 
The OECD negotiations failed in December 1980, raising-the prospects 
of intensified credit competition among major exporting nations. 

The proposed cut in direct lending authority would appear to reduce 
our ability to meet foreign credit competition. It clearly signals 
a withdrawal from aggressive credit competition, and as a result, 
weakens our bargaining leverage in future negotiations to eliminate 
credit subsidies. On the other hand, the proposal does not specify 
levels for Eximbank's guarantee and insurance programs, which can 
be substituted for direct loans but at higher costs to borrowers. 

Relevant GAO Reports. 10-80-43, ID-80-16, 10-79-19 and 19a, ID-78-34, 
ID-78 -9 9 ID - 77 -23, ID-76-17. 

Contact: Frank M. Zappacosta, 2755337 
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President’s 

Proposal - REDUCTION OF PUBLIC SERVICE AND REVENUE 

FOREGONE SUBSIDIES TO THE POSTAL SERVICE 

GAO SUPPLEMENTARY DISCUSSION 

For fiscal year 1980, the Postal Service had an operating 
loss of $306 million. In January 1981, the Postal Service pro- 
jected an operating loss of $3 million for 1981 and a gain of 
$287 million for 1982. These projections were based on the 
implementation of new rates in March 1981. The increased rates, 
as proposed by the Postal Service, were expected to increase 
annual revenues by $3.7 billion. However , the rates as approved 
by the Postal Rate Commission will increase revenues by $2.7 
bill ion-- $1 billion less than the amount expected by the Postal 
Service. 

The proposed reduction in outlays ($250 million in 1981; 
$632 million in 1982) for Postal Service subsidies combined 
with the $1 billion shortfall will reduce substantially the 
revenues expected by the Postal Service for 1981 and 1982. If 
revenues projected by the Postal Service prove to be more 
correct than those projected by the Postal Rate Commission, 
the Postal Service will experience large operating losses in 
1981 and 1982. Such losses probably cannot be completely offset 
by increased operating efficiencies and, without a reduction in 
services, postal rates will have to be increased. The Postal 
Service will probably seek increased rates before reducing the 
level of service. 

The proposed reduction in outlays will impact on funds made 
available to (1) subsidize postal costs (i.e., public service) 
for services nationwide and in communities where post offices 
are not self-sustaining, and (2) cover reduction of rates (i.e., 
revenue foregone) for certain categories of mailings identified 
by statute. 

To offset the reduction in the revenue foregone appropria- 
tion the Postal Service can increase rates for mail which is , 
now handled at a reduced rate--nonprofit publications: third 
class mail of nonprofit organizations; library materials; and 
mail by the blind and handicapped. However , the public service 
appropriation is provided to subsidize postal costs for services 
nationwide and in communities where post offices are not self- 
sustaining. Any reduction in this appropriation must be 
absorbed by other postal revenues. 

2-87 



'The 1970 Postal Raorgmizatfom Act instructed the Service 
to provide a umxfmum daqrha of effective portal s@vkcr to 
rural ar?as e camnmmitics,. a,nd sntull towns where post afftces 
are not relf.-sustaininq. The Act stated that na sma.L.L post 
office shall be clomd sohly for.operatfnqrt a deficit. 
In 1976 legislat.ba, the Congress spelled out procadurrrs 
governinq the cloning of apd.l post. offices.. Among other 
things, 
effect 

the Postal Service was reguired'to cunsider the 
ai? a closing on the commuatty and.tha comma ity was 

allowed to appeal. a decision to clase: a perst affirra-to; the 
Postal Rate Comxdss.ion. 

We believe that, if thh prropolred m&&ion tn. public 
service appropriation is approvad.by'thh Congress, the Postal. 
Service. should bs permitted to close mualL post offices uhLfch . 
are operating at a deficit if altexnatitiia mail service could 
be at least aa good. Our 1975 report suggcitsd that the. Postal 
Reorgaaizatfom Act be changed as follmmrr . . 

sac. 101. "(b) Thit lkmtal Service shall +ntain 
effective and reqilar pastal samices- tn. rural areasp 
c~itfas.,. and small. towns where post offices are 
not 8alf-asta:frring; I&. smr;ll.post office shall be 
cloued for oparatiq at- a deficit unless the quality 
of mail ~sqrvitce is maintnhedr it being the specific 
intent of thm Conqresa thrt effective: poatai s+3ice.s 
be insuzsdr to: nvaidants of bath, urhzuz and ruxal 
-ni tie*. IR 

Cont8ct c bmli& gfsanc, 2454397 
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SECTION E. 
STRETCIi OUT AND R%TARGET PUBLIC SECTOR CAPITAL 

IWROVEMENT PROGRAMS 



President's 
Proposal - REDUCTION OF FEDERAL HIGHWAY CONSTRUCTION GRANTS 

GAO Views: 

Early in March we will issue a report entitled "Deteriorating Highways And 
Lagging Revenues: A Need to Reassess the Federal Highway Program" CED 81-42. 

This report points out that the condition of our Nation's highways is 
declining. The Interstate System has seen the most serious decline--its 
percentage of miles in poor condition more than doubled between 1975 and 1978. 
Billions of dollars will be needed to preserve these roads, and if timely 
action is not taken, deterioration will accelerate and even more money will 
be needed for reconstruction. The increasing costs to complete the Interstate 
System and to continue other highway programs will cost additional billions. 

Mounting costs of highway construction and maintenance and lagging State 
and Federal highway revenues are compounding these problems. Although the 
States have taken a number of actions to increase highway revenues--primarily 
by raising motor fuel taxes-- there has been no Federal action. 

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

We believe the reassessment of the program should specifically consider: 

--Giving priority to preserving existing highways with emphasis on the 
Interstate System. 

--Determining whether current preservation policy needs to be modified 
to ensure that necessary resurfacing, restoration, and rehabilitation 
work on Federal-aid highways is carried out. 

--Eliminating restoration funds from sanctions. 

--Assessing the goal of Interstate completion as currently defined, 
possibly giving priority to funding essential gaps. 

--Analyzing State efforts and capabilities to increase highway 
revenues and to preserve highways. 

--Revising the Federal motor fuel tax and other highway revenue sources 
to be more responsive to highway needs and the inflationary trends in 
highway costs. 

Relevant GAO Report: CED-81-42 

GAO Contact: J. Kevin Donahue, 426-1777 
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President's Proposal - Peducticn in Federal Mass Transit Capital Grants 

GAQ views: GAO has not done any work directly related to the merits 
of Federal ftiing for new subway systemsbeyond theAtlanta,Balttire, 
Buffalo, ard Miunisystems that are already being funded. Hcwever,we 
have issued several reports which address sane of these issues. 

In a report on the People Mover Demnstration Projects CW con- 
cluded that the relative benefits of downtown peoplemsvers to other 
alternatives for downtown circulation need to be demonstrated and the 
need for multiple demonstration projects needs to be justified by UMPA. 
A number of reasons were cited by WA officials as to why multiple 
projects are necessary, In GW's view, UMl!A's augments do not 
justify the potential $675 million Federal investment in nine people 
mover d-n&ration projects. An UMl!A official acknowledged that 
perhaps three to five projects would be enough to show fundamental 
differences. If only the three most expensive projects were built, 
the Federal share would be reduced by about $322 million. 

GM issued a report recently which discussed efforts to 
increase camuter use of transit and ridesharing and presented matters 
for consideration by the Congress regarding mass transit expansion 
and Federal funding for ridesharirq. GAO expressed concern that the 
decision to support transit expansion is being unduly influenced by 
the energy situation and the availability of witifall profits tax 
revenues and that not enough consideration has been given to potential 
adverse impacts of transit expansion on transit operating costs, 
deficits, and subsidies. 

GW concluded that although increasing transit capacity might 
pmluce significant percentage increases in the number of people who 
cam\ute by transit, the impact of these ridership increases on energy, 
congesticn, and pollution will be small because the existing base of 
transit cannuters is small. Furthermore, increasing transit capacity 
involves considerable capital expenditures ard under current industry 
labor practices could appreciably add to transit operating deficits. 

GW feJ.tthatCotqress should support Federal funding of rider- 
sharing activities because, armong other matters, doubling ridersharing 
WMtld save at least three times as much energy as a 50-percent increase 
in transit CarmutIng and would have a greater impact on congestion 
and Ipultion. 

If, as the Administration has proposed, the Federal emmasis is 
concentrated on maintaining existirq transit systems, then the Congress 
should recognize that the funds appropriate for this purpose should be 
available for operating as well as capital assistance. The 
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Adhrinistration correctly points cut that many buses caild be bought 
for tb mm coat as building a mall section of a fixad rail 
transit systcn. Homvar, If local govemnrnts can obtain Federal 
financing for bus nrplscanrn tbutmustpy the full cost af ragnil? 
ing bmes they already ow, then there will be strong incentlw to 
raplace bums granaturaly, GAO has discussed the merits of pmvidiq 
opratiq amfatance when capital assistance is also prwided in its 
report aAnalysis of the Allocation Ebtmula for Federal Mass Transit 
Subsidies” 

Iwwant G?a Reportst CEIHl-I.3 
CED-80-98 
PAD=7947 

Contact: Ralph Dansnlck - 426-2125 
Craig Simnms - 275-3588 
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President’s 
Proposal - REDUCTION OF AIRPORT CONSTRUCTION GRANT PROGRAM 

GAO VIEWS 

Larger air carrier airporta, although better able to pay their own way, 

have received considerably more in airport construction grants than smaller 

ones. Priorities are needed to distribute airport development grant funds, 

so that grant funds are effectively utilized to meet airport problems consis- 

tent with Federal goals, such as making airports safer, maintaining the ex- 

isting airport system, bring airports up to FAA standards, developing reliever 

airports to relieve congestion at air carrier airports, expanding the air 

carrier/commuter system, or making airports more compatible with their en- 

vironment. If funding is decreased as proposed, priorities would be very 

useful. The use of priorities could also assure that airport development 

grants are used at airports having the greatest financial need. GAO has 

recommended that Congress establish priorities and use them to distribute 

airport grants. 

Relevant GAO Reports: CED-79-17 

GAO Contact : Thomas D. Reese, 426-8462 

2-93 



President’s 
PropoBal - ExTE!:t KibiE.. r-m .R,ESOtJRCES DEVELOPmNT PROJECT CONSTRUCTION 

GAO Supplementary Discussion 

GAO Views. The probable impacts from delaying completion of 
project construction are construction cost growth (inflation 
effects) and delays in realizing project benefits. 

Concerning the cost growth impact, it is likely that the 
2-year delay will result in increased construction costs, depend- 
lng on the rata of price escalation. However, this impact would 
be offset because the U.S. Treasury would require less borrowed 
funds and therefore save the current high interest costs. 

With respect to delays-.in project .benefits, President Reagan's 
proposal app.arently considered this impact. The proposal states 
that the budget reductions will not delay the realization of the 
benefits from the more significant project purposes but will defer 
some less critical project features. Also, those features to be 
deferred are not like the other projects purposes which produce 
significant revenues. The deferred items, as shown, will generate 
little, if any, revenues. 

Relevant GAO Report: None 

GAO Contact: Harold Pichney, 275-6076 
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Ptasident’s 
Proporol - REFORM OF MUNICIPAL WASTE THEATYE1JT 

GRANTS TO REDUCE THE COST OF ACHIEVIIIG 
ENVIRONMENTAL PROTECTION 

GAO Supplementary Discussion 

;A? ‘.‘lews. GAO's reports over the past 3 years on EPA's 
construction grants program have a common theme--wastewater 
treatment projects which do not significantly improve water 
qua:lty or which are too costly should not be built. GAO agrees 
with the Administration's proposals on the Municipal Waste 
Treatment Grant Program, which has the same general approach. 
It must be recognized, however, that the Clean Water Act must 
be amended to eliminate certain inflexible requirements for 
providing certain treatment levels. 

The GAO reports deal with the subjects of mandatory 
secondary treatment requirements, the basis for advanced waste 
treatment, the effect of nonpoint pollution on water quality 
goals, the high cost of projects to correct combined sewer 
overflow problems, and the ability of treatment plants to 
meet their performance standards. In addition, GAO is currently 
processing a draft report showing how billions in construction 
grants costs can be saved by communities discharging into marine 
waters, through changes to waiver provisions of the Clean Water 
Act. 

GAO reports have demonstrated that the current 
legislation can result in constructing projects which have 
only a marginal impact on water quality. GAO's May 1978 
report on secondary treatment in the St. Louis area showed 
that constructing $163 million in facilities to obtain a 
secondary level of treatment would not significantly improve 
the Mississippi River's water quality or uses. The law 
nevertheless requires that secondary treatment facilities be 
built. Similarly, GAO's July 1980 report showed that advanced 
waste treatment-- which removes some pollutants left after 
secondary treatment --with few exceptions, may not be justified 
becau;se the treatment might not make a substantial difference 
in wa:ter quality. In both reports, GAO recommended that the 
Congress amend the Clean Water Act to allow EPA more flexibility 
to consider the impact of the secondary or advanced treatment 
on waster quality. 

The December 1977 report demonstrated the lack of adequate 
data on diffused or "nonpoint" pollution sources of water 
pollubion which produce more than half the pollutants entering 
the Nstion's waterways. Such data is crucial because funds 
are insufficient to treat all pollution sources. Priorities 
must be established to assure the selection of control projects 
that will most benefit water quality. Constructing waste 
treatment facilities, for example, may not be as beneficial 
as implementing practices to control nonpoint pollution. 
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The enormous funds required for the large construction 
projects to curb pollution caused by sewer overflows and 
floodi?g was the subject of GAO's reports in Yay 1979 on 
r=hscsgc's :?lnnel and Reservoir Plan, and in December 1979 
on the Combined Sewer Program in 15 U. S. cities. Because 
neither the Federal Government nor local communities can 
supply the $00 billion needed to stem the pollution and 
flooding, GAO recommended that new techniques using inexpen- 
sive measures be attempted before considering costly solutions. 

Wastewater treatment projects designed and constructed 
to have a significant impact on water quality have seldom 
or never met the performance standards they were designed 
to achieve. GAO’s November 1980 report delineated 5 major 
problem areas that caused long-term noncompliance with waste 
treatment permits; including design and equipment deficiencies, 
infiltration/inflow overloads, industrial waste overloads, 
and operation and maintenance problems. GAO called for the 
Congress to require EPA to test various alternatives to the 
present construction grants funding program concept, to provide 
for better accountability so that plants not working properly 
can be fixed by the responsible party. 

Relevant GAO Reports: CED-78-76, CED-80-86, CED-78-6, 
CED-79-77, CEO-80-40, CED-81-9 

GAO Contact: David L. Jones, 755-9100 
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SECTION F. 
I&POSE FISCAL RESTRAINT ON OTHER PROGRAMS 

OF NATIONAL INTEREST 





President's 
Proposal - NATIONAL OCFJUIC AND ATMOSPHERIC ADMINISTPATION 

(DEPARTMENT OF COMMERCF) 

GAO Supplementary Discussion 

GAO Views. The Administration proposes to terminate the funding 
ror N0;3i’s Coastal Zone Management (CZM) State grant program 
which provides Federal grants and guidance to States to help them 
develop and implement coastal zone management programs. GAO's 
December 1976 and June 1980 reports discussed States' problems 
and progress in developing their programs. Both reports clearly 
indicated a lack of progress in carrying out the goals and objec- 
tives of the Coastal Zone Management Act, thus lending support to 
the proposal to terminate the grant program. GAO found that 
States were experiencing delays in implementing their programs 
because of problems in obtaining State financial and political 
support. The public had not supported the States' programs and 
coordination between States and Federal agencies was poor. GAO 
recommended actions to improve NOAA's management of the program. 

The Administration proposes to reduce Federal funding to 
Sea Grant Colleges by 50 percent. 

GAO reviewed the Sea Grant program in 1979 and reported 
that: 

--Sea Grant projects appear to have limited application and 
are of little benefit to the identified user community. 

--A follow-up evaluation of Sea Grant projects is needed to 
determine if the federally supported projects meet the 
expected goals and objectives. 

GAO questioned projects at several universities because 
project results had not been communicated or disseminated to 
parties outside the Sea Grant institutions and also questioned 
whether the identified user of project results benefited from 
the research activity. GAO said improvements were needed in the 
administration of the program so that the day-to-day problems 
and needs of the marine community are addressed. 

GAO has not worked on the National Ocean Satellite System 
or the Coastal Energy Impact Program and doesnot have information 
on the merits of the Administration's proposals. 

Relevant GAO Reports:. GGD-76-107, CED-80-103 and letter report 
dated October 25, 1979 

Contact: Frank V. Subalusky, 443-8691 c 
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Prssident'r 
Proporrl - Reduction of School Assistance 

In Federally Affected Areas 
* (Impact Aid) 

GAO Supplementary Discussion 

GAO Views. In an October 1976 report to the Congress we presented 
an economic analysis of fiscal year 1973 impact aid data from 
1,671 local education agencies. This analysis showed that without 
impact aid 48 percent of the agencies would need property tax in- 
creases of loss than S percent and 18 percent would need increases 
of 5 to 10 percent. At the upper extreme, 15 percent of the local 
agencies without impact aid would need property tax increases of 
25 percent or more. A 1977 updated analysis of fiscal year 1976 
data rhwed similar results. 

Relevant GAO Reportr. Assessment of Impact Aid Program (HRD-76-116, 
Oct. 15, 1976): Letter report to Chairman and 
Member, Subcommittee on Elimentary, Secondary, 
cation, Houre Committee on Education and Labor 
1978). 

Ranking Minority 
and Vocational Edu- 
(~~~-78-132, July 13, 

GAO Contact% Al Jo jokian, 245-9623 
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Prerident'r 
Proposal - ECONOMIC REGULATION 

GAO Supplementary Discussion 

The administration proposes to eliminate or streamline a 
number of energy regulatory activities. Discussed below are: 
utility proqrams, coupon gasoline rationing, enforcement of 
oil pricing regulations, and coal switching. 

Utility Programs 

GAO Views. The administration's proposal appears to elimi- 
nate interventions in State public utility proceedings by DOE's 
Economic Regulatory Administration (ERA). In addition, the pro- 
posal would apparently eliminate ERA's ability to work with and 
encourage voluntary actions by utilities and States to ensure 
adequate and cost effective electric power. 

GAO recently pointed out that States need improvement in 
electricity demand/supply planning and that electricity planning 
in many instances goes beyond State boundaries. For these 
reasons, GAO recommended that DOE (through ERA) take a more 
active role in working with States to improve electricity 
planning in order to protect consumers and to advocate national 
energy policy. GAO also recommended that, if State action is 
inadequate, DOE should intervene at State and regional levels to 
promote national energy policy. (The Utility Program within ERA 
is responsible for these functions.) 

GAO still believes that the Federal Government has a respon- 
sibility to ensure that States and utilities consider the national 
energy interest in developing plans for balancing electricity 
supply and demand. Further, electric utilities, States, and 
Federal Government agencies should work together to improve elec- 
tric power planning and decisionmaking. This would improve the 
quality of overall electric planning and help provide better 
information upon which electricity demand/supply decisions are 
made. 

Relevant GAO Report. EMD-80-112 

GAO Contact. John Brown, 275-3572 

Coupon Gasoline Rationinq 

GAO Views. While coupon gasoline rationing would be cumber- 
dome and expensive, the debate over the need for a standby 
rationing plan has been ongoing since 1974, with no consensus 
emerging around any options preferable to ratioing as a last- 
resort measure. In fact, the Emergency Energy Conservation Act, 
enacted in November 1979, reaffirmed the President's and the 
Congress' desire to have in readiness a standby gasoline ration- 
ing plan. 
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GAO believes that, before abandoning development of the 
rationing plan, the administration should present, and get 
congressional agreement on, what "streamlined measures” the 
administration plans to substitute for a standby rationing plan. 

Relevant GAO Reports. EMD-78-59 and March 26, 1979, testimony 

GAO Contact. William C. Oelkers, 252-1400 

Enforcement of Oil Pricinq 
Regulations 

GAO Views. The administration proposes only $12 million 
for Economic Regulatory Administration compliance activities in 
1982, a reduction of $59 million from the 1981 budget of $71 
million. Although the 1981 budget can be reduced, such a drastic 
budget cut would effectively eliminate DOE's compliance program. 
tEa;;eo;e 

1 
inning of fiscal year 1981, DOE had a compliance 

218. Under the proposed 1982 budget plan, DOE would 
have to reduce its compliance staff to about 100 by the end of 
fiscal year 1982. Oil companies would perceive such a staffing 
reduction as a lack of commitment on the part of ERA to bring 
all unresolved violations to a fair and logical conclusion, 
and probably cease their attempts to settle with ERA. 

One of the principal problems facing DOE now that oil 
decontrol has been effected is the large number of unresolved 
cases involving billions in alleged violations. As of January 
30, 1981, DOE had identified $13.1 billion in alleged viola- 
tions, of which about $9 billion was still unresolved. 

GAO believes that DOE should develop a plan calling 
for the orderly resolution of all violations and litigation 
outstanding on January 28, 1981, the effective date of decontrol. 
GAO believes that the pursuit of fair resolutions is important 
in the interest of fairness to the companies that did 
not violate pricing regulations and to those companies 
that agreed to settle their violations and that a failure 
to follow through on these charges could set a dangerous 
precedent for any future enforcement regulations established 
to implement Federal laws. 

. 

Relevant GAO Reports. EMD-80-34 

GAO Contact. Gerald Elsken, 275-3551 

Coal Switching 

GAO Views. The administration proposes no funding for coal 
switching starting in fiscal year 1982, a $24 million budget 
reduction. This would eliminate the following regulatory 
activities: (1) completion of regulatory orders which are 
intended to cause utilities to switch existing boilers from oil 
to gas to coal, (2) processing of petitions for exemptions from 
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the Powerplant and Inducrtrial Fuel Use Act prohibitions on 
additional oil and ga6 use in new or existing boilers, and 
(3) administration of the prohibitions on natural gas use 
by electric utilities starting in 1990. 

GAO believes that this program is an attractive target for 
budget cuts. Increased coal use is not strongly dependent on 
these programs, since economic incentives to use coal as an 
alternative fuel exist already. In addition, exemptions from 
the Fuel Use Act oFL and gas use prohibitions are available 
if companies cannot afford to use coal, cannot comply with 
environmental rules, or are limited to oil and gas use by 
practical considerations. Preliminary information shows that 
utilities are reducing oil use and are attempting to convert 15 
of the 32 existing powerplants under proposed orders. Many of 
these are likely to be completed without the program, although 
the Economic Regulatory Administration's environmental analyses 
and final conversion orders may be needed in some cases to cause 
final action at the State and local levels. About 40 percent of 
the program's projected 400,000 barrels a day savings may be 
achieved if all the voluntary conversions occur. Those opposed 
to conversion intend to apply for exemptions. 

Most new boiler capacity which will be built in the U.S. 
will be coal-fired, according to various reports. The electric 
utility industry, for example, projected that 52 percent of 
the generating capacity to be added between 1980 and 1989 will 
be coal-fired, 35 percent nuclear, and only 3 percent oil- or 
gas-fired. However, there presently remains some economic 
incentive to use oil and natural gas in some industrial boilers 
because coal-fired boilers require a larger capital investment. 
The program will cause companies to carefully evaluate fuel 
mixtures or other alternatives to oil and gas. 

Relevant GAO Report. EMD-81-31 

GAO Contact. Charles Adams, 275-3551 
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Prorident ‘I 
Proporal - GENERAL SCIENCE 

GAO Supplementary Discussion 

GAO Views. GAO recently reported on the increasing costs and 
competition which may hinder the U.S. position of leadership 
in high energy physics. 

The proposed fiscal year 1982 budget reduction of $40 
million for the Department of Energy’s (DOE’s) general science 
programs still reflects a budget authority increase of about 
$63 million over the fiscal year 1981 level of $504 million. 
Amounts for high energy physics represents about two-thirds 
of DOE’s general science funding. 

GAO generdlly agrees that Federal support of long-term, 
high-risk basic research is appropriate. With respect to high 
energy physics, the Federal Government provides nearly all of 
the funding support. Such a role seems appropriate because 
the benefits of the research are primarily of a long-term, 
unpredictable nature, and private sponsors are unlikely to 
be able to realize the full benefits. In establishing funding 
levels for DOE’s support of the program, however, inadequate 
consideration appears to have been given to the amounts needed 
to carry out program goals and the priority of high energy 
physics relative to other basic sciences. 

Even with the limited funding increases, the program is 
expected to continue to stretch out construction and decrease 
already low levels of operations and accelerator use. Such 
constraints will hinder the U.S..program’s ability to maintain 
a position of leadership, GAO believes. Accordingly, the report 
recommended that a study is needed to determine the appropriate 
funding level for the U.S. high energy physics program, consider- 
ing factors impacting on its needs and importance to other 
basic sciences. Such a study may disclose that, all factors 
considered , the proposed funding level is appropriate. On the 
other hand, if less funding is recommended, then consideration 
should be given to pursuing an alternative policy or approach 
which would require funds equal or nearly equal to the amount 
deemed appropriate. 

Relevant GAO Report. EMD-80-58 

GAO Contact. Thomas E. Melloy, 353-3711 
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President's 
Proposal - Eliminate Medical Services Entitlement 

For Merchant Seamen 

GAO Supplementary Discussion 

GAO View8. We have not made a study of the merits of continuing 
entitlement of seamen as Public Health Service (PHS) beneficiaries* 
We noted, however, that: 

--Since 1798 the Federal Government has had an extensive in- 
volvement in funding programs to control and eliminate com- 
municable diseases. 

--In a draft report on opportunities for PHS to reduce the 
costs, we point out that many seamen have health insurance 
or are covered under insurance-type programs. 

--PHS has no feasible means to verify that individuals claim- 
ing to be seamen meet existing eligibility criteria. 

The proposal to clorre the PHS hospitals and clinics is premised on 
low occupancy of PBS hospitals, excess supply of hospital beds in 
each of the eight cities where PHS has a medical hospital, and the 
availability of at least one other Federal hospital in each of the 
eight cities which is operating at less than 80% capacity. These 
Federal facilities would be envisioned as sources of care for the 
uniformed service beneficiaries of the PHS being treated in the PHS 
hospitals and entitled to Federal care. 

In April 1975, we reported to the Chairman, Subcommittee on Labor- 
Health, Education, and Welfare, Senate Committee on Appropriations, 
that during fiscal years 1972 through 1975 the eight PHS hospitals 
experienced a decline in the number of hospital admissions, the 
average daily patient load, and outpatient visits provided to all 
of its beneficiaries. 

In May 1977, we repeated this message and pointed out that because 
,of the hospitals' attempts at maintaining a level and range of 
direct patient care services comparable to 1973 levels and ranges, 

'the PHS hospital system was unable to 

--prevent a reduction in the level and range-of other health- 
related activities, including training and research; 

--maintain authorized staff ceilings; 

--maintain adequate inventories of drugs and other supplies: 

--maintain an adequate program for replacing obsolete equip- 
ment or purchasing new equipment required by advancements 
in modern medical practice and technology: and 
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--Statistical sampling techniques can be used to a 
greater extent to reduce the amount of information 
collected, analyzed, validated, and processed. 

--Many types of analyses EIA performs are discre- 
tionaryl that is, they have not been mandated 
by law or requested by legislators, regulations, 
program managars and analysts, decisionmakers, or 
the genaral public. EIA has not demonstrated that 
these analyses are cost-beneficial. 

--When EIA was created, it continued collecting the 
typas of data that were collected by its predecessor 
agencies. Also, other types of data were collected 
in response to energy-crisis situations. EIA has 
not demonstrated that these types of data are still 
relevant. 

While it may be possible for EIA to absorb major budget 
reductions and still generally meet its data requirements, GAO 
does not believe that the proposed funding level for data valida- 
tion activities will allow the agency to meet its basic mission 
of providing credible information. Under EIA’s initial budget 
of $237 million for fiscal year 1982 activities, $14 million, 
or abo.ut 11 percent of the budget , was designated for validation 
activities. The proposed budget request would reduce funding 
for validation activities to $3 million , or only about 4 percent 
of the $80 million being requested. Under the proposed level 
of funding, EIA would not have proper control over the quality 
of its information and the accuracy of most information provided 
would be undetermined. 

This situation is exacerbated by the fact that EIA histori- 
cally has not placed adequate emphasis on data validation acti- 
vities. For example, the mo8t recent PART report showed that, 
as of June 1980, EIA has issued validation reports on only 
4 of its 55 information systems. Further, in reviewing three 
of these reports, PART concluded that they did not adequately 
address all of the issues which should be addressed in a thorough 
validation study and recommended that EIA assign a higher priority 
to validation activities. 

Relevant GAO Reports. EMD-78-112 and EMD-78-86 

Other Relevant Reports. PART reports, November 13, 1980 and 
May 7, 1979 

CONTACT : Edward Xratzer, 376-4468 

2-104 



President’s 
Proposal ” ENERGY INFORMATION AND OVERHEAD 

GAO Supplementary Discussion 

GAO Views. GAO has issued several reports on the activities of 
the Energy Information Administration. These reports were 
critical of the methods used by the agency to define its energy 
data needs and to determine the usefulness of information it was 
providing. In addition, GAO has had considerable involvement 
in the work of the Professional Audit Review Team 1/ (PART), 
which conducts an annual evaluation of EIA’s activqties and 
operations. The administration's proposed reductions in EIA's 
EIA's budget would eliminate or severely cut back on the 
agency's discretionary, detailed data collection efforts. 
As shown in the following table, these reductions will encompass 
each of the agency's four budget categories. 

Previous Current 
Administration Administration 
FY 81 FY 82 FY 81 FY 82 

Budget activity 
(budget authority,inillZi5 

Data collection $ 47 $ 60 $41 $40 

Applied analysis 11 16 10 8 

Validation 14 14 11 3 

Data services 32 37 28 29 - - 

$104 $127 $90 $80 

Although the administration’s proposed budget will require EIA to make 
significant raductions in the amount and kind of data collected, analyzed, 
and published, there are a number of factors which will or could offset the 
impact of the reductions on EIA’s capabilities to meet its goal of providing 
objective energy information. For example, EIA has been collecting data for 
both regulatory and statistical reporting purposes. For regulatory purposes, 
EIA must collect detailed information on each actor in a given regulatory 
situation--each refinery, each petroleum company, and so forth. Deregulation 
of oil prices, therefore, should enable EIA to cut back substantially on its 
data collection, analysis, and validation aativities. 

EIA can also mitigate the effects of budget reductions 
by improving the efficiency of its operations. For example: 

l/ PART was fOKmed to review and evaluate EIA's work and to deter- 
mine whether data collection and analysis activities are being 
Performed in an adequate and professional manner consistent 
manner consistent with the intent of the Congress. PART mem- 
bers are drawn from several Federal offices and agencies. The 
Comptroller General appoints the PART Chairman. 
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--spend funds needed to maintain and repair existing equipmen, 
and facilities, resulting in the continued deterioration of 
the hospitals. 

In a draft report on opportunities to reduce PHS costs, we state 
that PHS hospitals (1) are not complying with provisions of the 
Federal Medical Care Recovery Act and as a result have not been 
reimbursed for costs incurred in providing care to PHS benefici- 
aries treated under tort conditions: (2) are not adequately as- 
suring that individuals seeking care as seamen beneficiaries are 
eligible for free care; and (3) lack adequate control over the 
volume, cost, and quality of services provided to PHS primary 
beneficiaries under contract with PHS. This report is expected 
to be issued to the Congress in May 1981. 

We note the following issues not addressed in the President's 
proposal 

1. 

2. 

or in our reports: 

What impact will closing the hospitals have on the PHS 
Commissioned Corps which provides staff to the PHS hos- 
pital system as well as the Indian Health Service Hos- 
pital System and other programs administered by the 
Department of Health and Human Services? 

The PHS also operates a hospital in Carveln?, Louisiana, 
as a leprosarium. No mention is made about the future of 
this facility in the President's proposal. 

Relevant GAO Reports. Letter Report to Chairman, Subcommittee on 
Health-Education, and Welfare, Senate Committee on Appropriations 
on PHS efforts to provide level and range of services at least 
equal to those of January 1, 1973. (MWD-76-3, Apr. 22, 1975) 

Letter Report to Chairman, Senate Committee on Appropriations on 
PHS efforts to provide level and range of services at least equal 
to those of January 1, 1973. (HRD-77-111, May 26, 1977) 

GAO Contact: Robert Farabaugh, 275-6207 
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Ic 

President's 
Proposal - Better Targeting of Federal Subsidies 

For Health Professions Education 
4 

GAO Supplementary Discussion 

GAO Views. Wa believe that the broad objective of this budget 
reduction proposal is reasonable and warranted in view of the 
September 1980 report of the Graduate Medical Education National 
Advisory Committee which projected that by 1990 the.U.S. would 
have an excess of about 70,000 physicians. About one-half of 
this excess was attributed to the influx of foreign medical school 
graduates. 

In issued reports we have supported.constraining assistance to 
medical students. An August 1978 GAO report concluded that it 
was doubtful that a separate Health Professions Loan Repayment 
Program was still needed to attract physicians to shortage areas. 
We recommended that Congress reconsider whether the loan repayment 
program for physicians should be continued since it had not induced 
substantial numbers of physicians to enter shortage areas, and it 
seems that many physicians participating in the programs received 
windfall repayment of their education loans by the Federal Govern- 
ment since they would have established their practice in those 
shortage areas anyway. 

A November 1980 GAO report pointed out that the Department of 
Education (ED) and the Veterans Administration (VA) were providing 
financial assistance in the form of guaranteed student loans and 
educational benefits forqseveral thousand U.S. citizens studying 
medicine abroad. Before authorizing guranteed student loans for 
studying abroad, ED is required by law to determine that the educa- 
tion and training is comparable to that provided by a U.S. school. 
The VA Administrator can deny or discontinue educational benefits 
if he finds that such enrollment is not in the best interest of 
the individual or the Government. 

Our report showed that (1) the education and training received by _ 
students at the six foreign medical schools we visited was not 
comparable to that offered in U.S. schools, and (2) ED and VA were 
not making adequate comparability determinations. We recommended 
that procedures be established that ensure medical schools are 
comparable before student loans are made. 

~ Relevant GAO Reports. "Progress and Problems in'Improving the 
I Availability of Primary Care Providers in Underserved Areas" 
( (HRD-77-135, August 22, 1978.) 

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

GAO Contact: J. William Gadsby, 443-3596 
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President's 
Proporal - Eliminate Unnecessary Federal Subsidies for the 

Development of Health Maintenance Organizations 

GAO Supplementary Discussion 

GAO Views. Since enactment of the Health Maintenance Organiza- 
tion (HMO) Act of 1973, we have made numerous reviews of the HMO 
program. Until recently, most of our efforts were.legislatively 
mandated or done at the specific request of a congressional com- 
mittee. Our initial effort concentrated on HHS' (formerly HEW) 
management weaknesses and/or restrictions in the legislation whi 
hampered program implementation. Our eecond major effort addres 
the extant to which 14 federally qualified HMO8 complied with th 
variou8 provisions in the act and the Department's progress in 
improving program management. In this report we pointed out tha 
HMO8 ' ability to become self-sustaining business entities wae 
dependent upon such factors as 

--the ability to control costs when they must rely on non-H 
providers to service enrollees: 

-the ability to generate sufficient revenues through their 
pricing strategies and marketing capabilities: and 

--the ability to accurately forecast future costs. 

One of the recommendations in this report addressed the need for 
program to train individuals responsible for managing HMOs. 

In May 1979 we reported to the Congress our conclusion that the 
existing $4 million Federal loan limitation to help HMOs cover 
operating losses waa sufficient to enable HMOs to achieve financ 
independence within 5 years after becoming qualified and we reco! 
mended that HHS develop a strategy to assess the fiscal soundnes 
of individual HMOs. 

To date nine HMO8 have defaulted on their Federal loans and, accl 
ing to HHS, an additional 28 HMO8 are currently in noncompliance 
may eventually default. Although the President's proposal state 
that artifically high minimum benefit requirements and organiza- 
tional standards have been a leading source of defaults, we note1 
that a leading HMO expert studied the first seven HMOs that de- 
faulted and lost their Federal qualification. The expert concluc 
that poor management was the primary cause of three HMOs' defaul. 
inability to obtain projected enrollment was the cause of two de- 
faults; one HMO had a rapid growth in enrollment while experienc. 
a $S monthly loss for each enrollee: and, one was located in an 
area which could not attract sufficient enrollment. 

* 
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An ongoing rwiow addreawr various mean8 that HMO8 are employ- 
ing to better control costs 02 operation. Our prelixrinary obssrva- 
tions include that HMO@ are either 

--being more reloctive in whom they accept as enrolleesr 
and/or 

--adopting cost containmmt procedures, such as'ancout'W3ing 
use of hospital emergency rooms only for emergencies, en- 
couraging outpatient surgeries, requiring management $rp- 
proval prior to referring patients to non-HMO specialists, 
and monitoring length of stays in hospitals. 

Relevant GAO Reports. "Factors That Impede Progress in Implen\ent- 
ing the Health Maintenance Organization Act of 1973" (HRD-76-128, 
September 3, 1976) 

"Can Health Maintenance Organizations be Successful?--An Analysi.9 
of 14 Federally Qualified EIMOs" (HRD-78-125, June 30, 19783 

"Health Maintenance Organfzationsr Federal Financing Is Adeq'late 
But HEW Must Continue Improving Program Management" (RRD-79-71, 
May 1, 1979) 

GAO Contact: Robert Farabaugh, 275-6207 
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Prrridrot'.r 
Propoclrl - Restrain Excess Growth in th8 

Nat'ional Health Service Corpe (NHSC) 

GAO Supplementary Discussion 

GAO vA.rwr l We believe that the budget reduction proposal to elimi- 
xrn(ll(rl NHSC scholarship awards in 1981 and 1982 is a reason- 
able couree of a&ion that would temporarily curtail -further growth 

. of 'the WHSC and provide opportunity for a comprehensive evaluation 

. of its long-range goals and objectives. 

Ovthr the past 9 year:r the NHSC has grown in size, colt, and numbers 
Of communftias served. In 1973, the NHSC had a budgot of $7 million 
arId a field strength of 330. In 1978 the budget was about $40 mil- 
J-'i.ont the field strength, 1,340. In 1979 the budget war $63 million; 
the fi8ld staff, 1,8SO. By theend of fiscal year 1980, the budget 
was about $75 milliont the field staff, 2,060. 

In lOQ0 about 2,000 health professionals served 968 communities 
lo(zated throughout the Unitad States. About 50 paroent of this 
corps *are physicianat 15 percent dentists? 20 percant physician 
w.tenderr : and 15 percent dietitians, social worker@, and other 
hfdalth professionals. Of the sites, 424 were freestanding (only 
BHSC personnel) and 544 were integrated (NHSC providers incorpo- 
ratad with one or mores Federal grant programs). By 1990, the NMSC 
plans to have about 9,000 providers and incur a total annual coat 
of over $450 million. 

Temporarily curtailing the growth of the NHSC scholarship program 
would provide an OppOrtUnity to WalUate 

--whether the NHSC scholarship program is giving adequate 
priority to supporting students who intend to practice in 
the medical disciplines most needed, 

--the long term financial implication of sending substantial 
numbers of NWSC phyeicians to integrated (grant-supported) 
health centers, 

--whether NHSC providers have been placed where they are truly 
needed and what impact they have had on accesr to care and 
other servicr delivery problems at the health center level, 
and 

--what the appropriate size of the NHSC should be given the 
physician supply projections and the other reductionrj in 
health professions assistance programs that are being 
recommended. 
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Relevant GAO Report8. “Progroa8 and Problem8 in Improving the 
Availability of Primary Care Providera in Underserved Araa8” 
(HRD-77-135, Auguet 22, 1.978). 

GAO Contact: J. William Gadrby, 443-3596 

2-111 



President’s - 

Proposal - Phasing Out Federal Regulation of the 
Health Care Industry 

8 
GAO Supplementary Discussion 

GAO Views. Health Planning - We have done considerable work in the 
health planning program over the last several years. Our initial 
effort, which resulted in a report to the Congrerr in November 1978 
(HFLD-77-1571, identified several problems the program was experienc- 
ing during the early stages of its implementation. More recently we 
analyzed the adequacy of health systems plans developed by Health 
Systems Agencies (13s~). This effort determined that the plans, 
which are fundamental for accomplishing HSA objectives, were inade- 
quately developed and did not represent a well-developed framework 
for making needed changes in the health care system. This report 
is presently with thr Department of Health and Human Services (HHS) 
for comment and should be finalized and issued to the Congress by 
April 15. 

Presently we are looking at the degree to which local government 
agencies--health departments, etc. --engage in health planning ac- 
tivities and the degree to which they make use of health systems 
plans and other inputs from HSAs. Our limited work to date indi- 
cates that local governments do perform health planning functions: 
that is, they identify health needs, develop plans and to the degree 
possible, devote resources to address the needs. Little reference 
is made to the HSA or its health systems plan during this process. 
This leads us to question whether any benefits exist due to the 
health planning functions performed by HSAs. 

HSAs have little authority to bring about change in the health care 
system. They provide only advice to States in the certificate-of- 
need process and appropriateness review process. Their only real 
authority is to approve or disapprove proposed uses of Federal grant 
funds in their health service areas. However, according to HHS' 
Bureau of Health Planning, of about 6,800 reviews done by HSAs, 
only 86 proporals were disapproved. HHS, which has ultimate ap- 
proval authority, overruled the HSA in 68 of the 86 disapprovals. 
Summarizing, of about 6,800 reviews of proposed uses of Federal 
grant funds performed by HSAs, only 18 (0.3 percent) were dis- 
approved. 

Relevant GAO Reports. Status Of the Implementation of the National 
Health Planning and Resources Development Act of 1974 (HRD-77-157, 
November 28, 1978) 

Letter report to the Secretary of HHS on Health Planning Savings 
Claimed by the American Health Planning Association (HRD-80-49, 
March 13, 1980) 

Contact: William A. Gerkens, 275-5132 
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Professional Standards Review Organization - The Medicaid and Medi- 
care laws require that rervicer paid for under the programr must be _ 
reviewed to ensure that,only claims for medically necessary and ap- 
propriats servicer arc, paid. In areas where PSROs have been desig- 

_ 

nated, they are responsible for such reviews of inpatient hospital 
services. In some areas, PSROa also review nursing home services. 
If PSRO~ are phased out ad proposed by the Administration, some 
other mechanism for performing these reviews would have to be eatab- 
lished (thus reducing or eliminating the administrative cost saving 
from abolishing PSROa) unless the utilization review provision8 of 
the laws were also repealed. We cannot support, at this time, 
repeal of the utilization review provisions because we do not know 
what the impact would be on utilization rates. 

Questions have been raired about the cost effectiveness of PSROs. 
The Congressional Budget Office (CBO) estimated that for every 
$1 spent on the PSRO program to review Medicare inpatient hospital 
services only $.40 was saved by the health care systeni during 1978. 
This results because, if fewer inpatient days occur the fixed costs 
of hospitals increase for each day of care provided, so society 
only saves a portion of the cost of a day of care. However, CBO 
also estimated that, on an incremental cost basis, PSROs saved the 
Medicare program $1.20 for every dollar spent. Thus, viewed on 
this basis from the Federal perspective, Federal expenditures would 
increase if the PSRO program were eliminated. 

It is important to keep in mind that the CBO estimates are national 
averages and that individual PSROs vary greatly in their effective- 
ness. It could be preferable to continue funding effective PSROs 
and to eliminate PSROs which are not cost effective by substituting 
something more effective for them. 

One potential long-term benefit of effective PSROs (or any form of 
effective utilization review) could be the reduction of excess 
hospital capacity through closure or conversion of unneeded low 
occupancy hospitals and preventing the construction of unneeded 
additional facilities. 

In 1978, we reported that the operating costs of the PSROs could 
be reduced by consolidating small PSRO areas. 

Relevant GAO Report. Opportunities to Reduce Administrative Costs 
of Professional Standards Review Organizations, HRD-78-168, 
October 12, 1978 

Contact 8 Robert Iffert, 245-1572 
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GpL) Supplensntary Discussion 

WViwst rn~ingto~~'~ planningassi5tanceprqramautbrized 
by sectian 331of theHousing Actof1954, the Ahinistration 8tatm3 that the 
701~amgrwnhks acknplished its prbaryobjectiveofdevelopi.w sub-mtional 
plannirqcapabilitir2sardthatgemralplming assisixwe,mlinkedto pm- 
gram implanrntation, as in the case of the 701prcgram, is ineffective. 
Also, theA&ninistrat~nb%l.icvrs that to the extant States and localities 
benefiting fran the program find it ele arrI of high priority, they can 
prsride furzA*, or webla=rkgrantorgermal revenue sharing furrls for this 
gmrpxm , at their own discretion. 

wadomttotdl1yagrcwrwith#eseargumts. The 701pzoqarndbes 
furd plarming activitiesof States tilaxLLities. mwever, organizations 
receiving tb largest prtion of 701 funds (about $22 million of $34 million 
authorimd for fiscal year 1981) are the aFproxinrately 64Ometmpolitan ti 
mn~etrqmlitan araatide planning organizations. These oqmizationsdomt 
qualify for furdiq tier the Carmmity Cevelqment BlazkGrant (CDBG) pro- 
gram or gemral rwamnt sharing. Therefore, unless States, cities, or 
localities furd araawidaplanningorganizatbns, th%y%cmldlik@lybe forced 
to curtail muchoftheir planning efforts. An alternative to et-ding the 701 
programeuld bs tolimit701fumIing to entities, such as areawideplanning 
organizations, &odo mtraciwe furxiing fmnCDBGor revenue sharing. 

RtleMntW lu?prt: February 20, 1974, letter rqmt to Em a-l the 701 
program- 

CQltiCt: Stwen J. Wxny, 426-1780. -- 



President’s 
Proposal - TEEIKicNATIoNOFm-CNLaANRIND 

GAO views: The&3nlni8tratiuap3pose8toelimlnatothe rehabilitationloan 
~cgram~~i~lycln tnskrris thtthis ~IXXI -ties arri&ance forhousing 
rahnbilitaticc!r~artothatcurrrrtlybingprartiaedthrrxrghthcCamunity 
Walqzmt81cckGramt(C!DBG)program. c;Aowncurs Fnthisasmmmmtbut 
bdliavssitisimportanttoncrtsthat~tsPninatiDnofthisfudlonprlsdwith 
the Mninfstration's propmod rwtruct Mngofthec!mGplroglm may result in 
nxlmad levels of housing rehabflitatbn b&y accanpUa3hed nationwide. GPA 
believes that the Ampxt resulting frunareduction in Federal ex~turam 
Sor howing rehabilitW&n canbeoffset, orminimized, throughthe ado+ion 
of certain newhousing rehabilitatianpolicies and the implementationof 
illproved maganent practicm. 

In DacW1979, GPO repoHxd thatannually$24Omillion inFederal 
funds for housing rehabilitationassirtance under IED's rehsbilitationlozm 
fund and CDEEprogramsware rntbdng used effectivelybycannunities. Fbr 
exsmple, cwer $76 million in rehabilitation ,loan funds and a large axrount 
OfCDBGrehabFlitattonAndsMlrebatngusedtorefinarrcehanerortgages 
rather than for hous* rehabUitatkn. GAO further estimated that over 
SW million in CDBG rehabilitatim fmds could bf2 used more effectively 
by c~ities if tidy would ccnrbine direct grants with other furds or use 
loans instead of grants to tianceh.x&ng rehabilitation-ther~ystretch- 
irq the useofavailahle fur&a. Also,GPDstatedthatadditionalfurds 
could bebetter sptntif HUD (1) artaued that low- tiderate-incane 
persam received fuzxdirq priority and (2) implenented higher interest 
rates and me realistic r~ym~t~icdsto reflect abormher 's loerl 
repayment ability as provided for by legislation. 

~~sorep>rtedinMarch1980thatbettermethcdswereaMilable 
for imprwirg HUD's cashmana~tprocedures for the rehabilitation 
loan fund programand procedures Br letter-of-credit withdraw& for 
CDEE rehabilitation direct grants. The Federal savinp frunplanned 
corrective actions by END could result in about $1 million annually. 

GAOwoakcunrentlyund~yalgo~~tthelcrkofFNDguidance 
cc1 CDffisupported tousing rehabilitationwxkhas resulted in non-essential 
wxkbeirq cmpleted, relatively high inccme persons being assisted, and 
tide diqnritiee in the types ofwarkthatcanbedone. GRobelieves that 
if better Federalguidacxzeis provided tocutrmmities (1) limiting eligible 
howing rehabilitation mk to that tich is essential to restore the unit 
to a safe, decent, arid sanitaryoonditicn, specifically prohibiting rxx~- 
essential items and (2) dewalcpirq overall incune eligibility reguirenfznts 
tbr recipients, thenmore rehabiJ.itationcouldbe accanplishedwith 
dvailable Ms. 

*1eMnt WUD R#qnrts: CEIHO-19 and -0-74. 

+Ct: Stevm J. Wxny, 426-1780 
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PresiJcnt’J 
Proporrl - Im: ovcrd Ta: get ma sf Consezva? ion Zxoenditures 

GAO Su3blementary Discussion 

;;iL Views We agree with the President’s proposed (1) moratorium on Federal 
iand purchases, (2) elimination of the State recreation grant program, and 
I 3) use of the Land and Water Conservation Fund ( LCF! for restoration and 
improvement of the existing national park system. We do not agree with 
xs proposal to cut the historic preservation fund from $32 million to $5 
million in fiscal year 1982. 

State recreation grants--States obtain funds for outdoor recreation projects 
from the LKF on 5O/SO matching basis. States can use other Federal funds 
to finance all or part of the matching requirement. Therefore, eliminating 
TV State portion of the LKF could also reduce the need for other Federal 
funds. CXI November 1, 1979, we Issued a report which identified 500 recrea- 
t ion projects that received financial assistance through the LKF and other 
F&era1 programs. m total cost of these projects artPunted to about $144 
million with the LKF contributing about $66 million and other Federal pro- 
grams contributbbg about $47 million for a total of $113 million in Federal 
fgnding. The Federal share therefore was 78 percent. Should the 78 percent 
total Federal funding hold up for all projects, potential Federal savings 
could be greater (an additional 28% of project costs) if the States did not 
go forward with the projects or use the funds for other purposes. 

Du: ing a current WdUatiOn, we found that some States, because of shrinking 
retreat ion budgets , were having problems adequately maintaining and operating 
LWCF projects. Some were using Comprehensive Employment TraFning Act funds 
and other Federal programs to operate and maintain local recreation areas 
or were allowing them to deteriorate. Elimination of the State share of 
the LKF could encourage States to use funds earmarked for land acquisition 
and develq?ment for the operation and maintenance of existing recreation . 
facilities. 

Federal land acquisition and administration and National park :estoration and 
i,mxovernent-We rssued a report on December 14, 1979, which pouted out that 
at the present tim?, the Federal Government has no overall policy on how much 
land it should protect, own, and acquire. Federal agencies have followed the 
general practice of acquiring as much land as possible regardless of need, 
alternative land control methods, and impacts on private land owners. Con- 
sequently, lands have been purchased that were not essential to achieving 
project objectives, and before planning how the land was to be used and 
managed. We, therefore, agree that there should be a mratorium on Federal 
acquisition until an overall policy is developed. 

Reducing the Federal share of the LKF except for contingencies would also 
reduce the future need for developmental and operational funds. The Park 
Service needs over SS billion to rehabilitate, upgrade, and :eplace facili- 
ties in National Parks, including $1.6 billion to protect visitor health 
and safety and $2 billion to upgrade its road system. The Congress wald 
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nave to appropriate a!~ I? S342 million a yea: to fund just health and sarcty 
g:o]ec33 over a 5-year pefiod. The $105 million of LWE monies proposed by 
the P:esident waJld help, but would not be enough to correct just health 
a& safety deficiencies. TWO alternatives would be to (1) raise user charges 
(enc:unce and camping fees) or collect them at additional locations and use 
tne funds to cor:ect health and safety deficiencies, and (2) require conces- 
sionaires to make health and safety improvements on facilities they own Or 
manage. 

Another alrernative source of funding was pointed out in our January 22, 
1981, report which said that the National Park Service spent $2.4 million 
to purchase land at the Lake Chelan National Recreation Area contrary to CUP 
gress’ intent that acquisition costs be minimal. We recommended that the 
Service stop purchasing additional land and sell back to previous owners Or 
other private individuals lands compatible with the purposes of the recrea- 
cion area. There may be other areas where the Service should sell land back 
to p:ivate land owners. These funds could be used for restoration and im- 
provement of the park system. 

The urban national recreation area program provides Federal funds from LW=F 
to help develop urban recreation aseas for inner-city residents. The Park 
Service estimates expenditures of over $313 million to develop and acquire 
lard for the first three national recreation areas-Golden Gate, Gateway, 
and Cuyahoga Valley. Two additional recreation areas established in late 
1978~Santa Monica and Chattahoochee-have authorized expenditures of about 
5200 million for land acquisition. 

Our June 1979 report pointed out that the urban national recreation areas 
were not being used very often by transit-dependent, low-income, inner-city 
residents who need recreational opportunities the most. The report also 
noted that about 45 percent of the lands within the recreation areas were 
owned by State and local governnxznts. since less than half of these lands 
had been donated to the Secretary, we recommended that the Secretary examine 
ways to accomplish the recreation areas’ objectives without Federal land 
wner ship. 

:l&toric oreservation fund--Reducing the historic preservation fund from $32 
to $5 million UI fiscal year 1982 would cut off Federal funding of State his- 
tor ic preservation off ices and, therefore, greatly reduce their role in the 
National Archeology Program, which costs about $100 million annually and is 
r-xX working well. Because of a lack of Federal direction and criteria on deter- 
mining whether an archeological site is of national significance, Federal agen- 
cies could spend billions of dollars over the next 10 to 30 years on archeological 
studies, many of which may not be necessary. State historic preservation 
offices could play a greater role in helping Federal agencies determine whether 
archeological properties are significant and eligible for listing on the National 
mister of Historic Places. 

*levant GAO Reports: CEDBl-10, -80-115, -0-14, i. 
CED-80-23, -79-98 

C&O Contact: Roy J. Kirk, 376-8212 
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President's 
Proposal - REDUCTION OF THE HIGHWAY SAFETY GRANTS PROGRAM 

GAO Views: 

On October 15, 1980, we issued a report entitled "Highway Safety Grant 
Program Achieves Llmited Success, *I (CEO-83-16.) We found that, since 1966, 
the Department of Transportation (DOT) had provided States and local govern- 
ments nearly $1.3 billion in Federal highway safety grants to help reduce 
motor vehicle accidents and deaths. Our assessment of the grant program 
inddcated that 

--changing and sometimes conflicting direction from the legislation, 
DOT, and the States had caused the program to address a multitude 
of safety activities that may not have been the most effective, 

--evaluations generally had not determined whether funded projects 
effectively reduced accidents, and 

--many measures that are believed to improve highway safety are not 
implemented by the States. 

We made several recommendations to the Secretary of Transportation 
to improve the Federal administration of the program. ,However, because 
of the large amount of funds that had already been spent on the program, 
and the lack of documented evidence to measure its effectiveness, we 
also felt that the Congress should consider some rather drastic administra- 
tive alternatives. Namely, 

--ff the Federal role is to continue administering the safety grant 
program, the program's effectiveness could be improved by 
strengthening DOT's leadership role and administrative authority. 
This alternative would limit the States' ability to address any 
and all safety-related activities by establishing a single program 
direction that all States should follow. 

--i,f the Federal role is to assist in financing safety activities 
in State-identified problem areas, DOT could limit its involvement 
in the program to include only technical assistance to the States 
regarding safety research. Therefore, the States could be funded 
directly, eliminatfng many of the burdensome administrative 
requirements that are now part of the program. Under this approach, 
the Congress could determine a more narrow scope for funding 
eligible safety-related activities. 

--if the responsibility for financing and-administering future 
highway safety activities is ever to be turned over completely 
to the State and local government, the Federal role in highway 
safety grant program could be eliminated, and future funding could 
be discontinued. Because the federal grants represent only 2 to 
3 percent of what the State and local goverments are already 
spending in this area, the Federal funding for the program may 
not, in itself, be large enough to have any significant impact 
on overall accident reductions. Moreover, the program may have * 
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already served Its purpose by establishing uniform safety standards, 
data collectSon/analysis systems , and State highway safety agencies, 
Thus, the States would be solely responsible for funding those safety 
activitjes that they believe in and are already supporting with 
their own funds. 

In Its budget reduction justification, the Administratlon referred to 
GAO's report and our conclusion that there is no evidence that highway safety 
grants have reduced highway'fatalities as part of its justification for 
discontinuing the program, 

Relevant GAO Reports: cm-78-18; cm-79-33; CEO-81-16. 

GAO Contact: J. Kevin Donohue, 426-1777. 
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Praridrnc '8 Proporal 

RwlcrrorNsIIuNAsA~ - ci#WKR 6, p. 6-35 

In Augu8t 1978, WJ rrportea on its analysis of, armng othmr things, 
the need for mre than thros orbiters. AtthetinveofGAD'sstudy,the 
~trauanwarrae#r~:aurorbitersbutbothNAsAandDc6had 
taken the pwltlon thtfivoorbiters wuldbe required. The report 
dlscussed~ls analysisof the& fora three, four, or fiveorbiter 
fleet. cwconcludedtbat~orbiterJmybemre than emugh to 
prwide abala%edaMviable spacmprQgraIIt,butitalso reccgnizedthat 
a fourUI orbiter wnu~dprovlda for fleet attrition. 

GM Report: PSAD-78-57 

Contact . Ualton 8. Shrley, Jr., 275-3456 
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President's Proposal _ 
RnxrcMCNSINNASA- - QiAPTER 6, p. 6-36 

GAO Sumlementary Discusrion 

In July 1980, GAO mporbd on C&GA Aircraft Energy Efficiency Program. 
GAO found that NASA’s role in aeronautics had centered around basic maarch 
and technology wrk but had alsobeen encmrag~ to increase qhasis on 
efforts that have necvBT tam payoff. Witbut a significant Fncrease in 
resources, NASAcmldnotsatisfybthof these demnds. Therefore,GAQ 
concluckd thattherewar aneed todweloppolicyguidance anddirection 
tomaintainabalanced aercmau~calreoearchMdtechnologyprogramthat 
muld be responsive to natiom1needs~ 

GAL) Report: PSAD-60-50 

contact. Walton H. Shelay, 275-3456 
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SECTION G. 
CONSOLIDATE CATEGORICAL GRANT P!tOGRAiS INTO BLOCK GRANTS 



President's Proposal? Consolidating Elementary 'and Secondary 

Education Programa 

GAO Supplementary Discussion 

GAO Views. Federal education programs have been intended to 
supplement or rtimulate State and local efforts. Over 80 Federal 
educatiaH program rupport elementary and secondary education. 
Our April 1980 report to the Congress discusses the potential for 
a number of Federal education programs to provide duplicative 
services to studenta and increase the administrative costs. 

Wa found that despite providing similar services under two 
or more Federal and/or State programs, duplication of services to 
students in the 36 local education agencies in the six States 
covered by our review was minimal. sowever, Federal, State, and 
local education, agencies were spending significant amounts on 
administration. Although we did not identify significant instances 
of duplicate services to students, the administration of several 
separate program8, oath with its own set of regulations requiring 
separate applications, evaluations, parent advisory groups, and 
other elements, undoubtedly adds to administrative costs. 

. 
our report concluded that ways to improve administration of 

Federal education programs, including consideration of proposal 
to consolidate programs, should bs explored. 

Relevant GAO Roportrt HRD-80-18, April 30, 1980 c 
GAO Contact2 willfam Hightower (245-9623) 
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President's 
Proporal - Returning Management of Health and 

Social Service Programs to States 

GAO Supplementary Discussion 

GAO Views- Health Programs2 Currently, there are about 25 cate- 
gorical health programs with annual appropriations approximating 
$3 billion. Each program is intended to increase the accessibility 

_ of the general population or particular groups within the popula- 
. tion to health services. Some programs are directed toward provid- 

ing specific types of health services (i.e., family planning serv- 
ices, alcohol or drug abuse treatment, veneral disease treatment, 
etc.) while others are directed toward the development of centers 
where comprehensive health services are to be available (i.e., 
community health centers, mental health centers, etc.). Regardless 
of whether the health services offered are disease-specific or com- 
prehensive in nature, similarity exists in that each program uses 
Federal grants to fund State or local governments or private organi- 
zations for providing these services. Some of the grant programs 
distribute funds to State and local entities based on formulae while 
others distribute funds directly to grantees based on estimated 
costa that will be incurred in providing the service or services. 

In both testimonies and reports to the Congress, we have called for 
fundamental changes in the Federal assistance system and recom- 
mended consolidation of categorical programs. In regard to all 
types of grant programs, we have stated that: 

--The categorical grant system has fostered an unwieldy and 
fragmented system for delivering public services. Cate- 
gorical grants are too restrictive to meet actual service 
needs and cause administrative management problems at the 
State and local level. 

--National priorities defined through the categorical grants 
with State and local government matching requirements induce 
these governments into ventures they otherwise may not have 
pursued with their own funds. As a result of the matching 
requirements to obtain the Federal funds, some needed State 
and local program efforts not consistent with national 
priorities are unsuccessful when competing with the fed- 
erally supported programs for limited.State and local funds. 

--Legislative consolidation of like or similar programs is the 
most effective solution to (1) State and local governments' 
problems caused by the proliferation of categorical grant 
programs and (2) Federal agencies‘ inabilities to portray 
unified approaches to deal with social issues and population 
needs. 
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Opponents of legislative consolidation of categorical grant pro- 
grams into a smaller number of block grants generally argue that 
with block grants, the Federal government loses fiscal account- 
ability over the Federal funda. We believe that accountability 
for proper expenditure of funds is an important Federal fntersst 
but does not believe it ia lost through the block grant approach. 
State and local governments can still be held accountable for the 
expenditures of Federal funds and it can be argued that with block 
grants it is easier to determine who is accountable. 

In the health area, our recently issued report on infant mortality 
points out the problema associated with categorical grants. This 
report cited inconsistencies and lack of cohesiveness between such 
categorical grant programs as Maternal and Child Health, Sudden 
Infant Death Syndrome, Family Planning and Adolescent Pregnancy, 
and Genetic Screening: between the categorical programs and other 
federally funded efforts, such aa Medicaid: and between all the 
federally assisted efforts and those of private industry. We recom- 
mended consolidation of the categorical health programs mentioned 
above. Also, we suggested that the Department of Agriculture's 
Women and Infant Care Program also be considered for consolidation. 

In another recent report which focused on the Sudden Infant Death 
Syndrome program, we cited problems in administering the program 
and again recommended that the program be consolidated into the 
Maternal and Child Health program. 

The myriad of categorical grant programs which have the same or 
similar objectives also provides opportunities for abuse and mia- 
management at the grantee level. A 1976 report pointed out how a 
single grantee had obtained Federal funds directly as the grant 
recipient and indirectly as a "second-tier" grantee to provide 
family planning services in a community. The multiplicity of 
funding sourcea provided the grantee opportunity for duplicative 
payments. Such abuse would have been precluded if the programs 
were consolidated, and we recommended that the Congress consolidate 
the various family planning programs. 

In an ongoing review of the family planning program (in essence 
there are three major sources of Federal funds--Title X of the 
Public Health Service Act and Titles V and XX-of the Social 
Security Act and thus can be viewed as three programs) we are 
determining whether there are opportunities to consolidate these 
Federal efforts into a single program. 

Relevant GAO Reports. "Administration of Federal Assistance 
Program3 --A Case Study Showing Need for Additional Improvements" 
(HRD-76-91, July 28, 1976) 

"Better Management and More Resources Needed to Strengthen Federal 
Efforts to Improve Pregnancy Outcome" (~~~-80-24, Jan. 21, 1980) 
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"The Sudden Infant Death Syndrome Program nelpr Families But 
Neodo Improvemat" (HID-81-25, Fob. 6, 1980) 

GAO Contacta RObart Farabaugh, 275-6207 
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SECTION H, 

REDUCE OVERliEAD AND PERSONNEL COSTS OF THE FEDERAL GOVERNMENT 



-- _*.-. .- 

. 
.--- . 

President's . 
Proporal - Reductions of Fktisral Civilian Employment 

GAO Supplementary Discussion 

GAO Views. Reductions'in the number of civilian employees 
are antrcipated through reduced program levels in the revised 
buQget and “by reducing overhead and by greater efficiencies 
in carrying out Federal prqgrams. ” ’ By far the most substan- 
tial employment reductions, however, are to be effected by 
the imposition of lower personnel ceilings and continuation . 
of the hiring free.ze until the lower ceilings are met. 

We have maintained in reports over the past 10 years that 
personnel ceilings and freezes are'.not effective manpower 
controls because they limit management flexibility to plan 
and achieve work goals. We have recommended replacing per- 
sonnel ceilings with funding controls and suggested that 
the Congress should carefully assess the impact of personnel 
ceilings and cutbacks if it is to avoid reducing staff at 
the expense of effectively administering important programs. 

Our work has shown that personnel csflings are inefficient . 
because they 

-are arbi trarfly appl ied, 

--are inflexible to program changes, 

--are uneconomical because they increase overtime usage 
and contracting, 

-ycause skill Imbalances, -’ - 

--cause ‘work and services to be deferred or cancelled; 
and -. . 

. . 
. --cause 'manhgers to enirphasize meeting the ceiling 

instead of the work. ,.. ' . 
If personnel ceilings yield inefficiencies, then hiring freezes 
are likely to yield even greater inefficiencies because of the 
necessarily arbitrary and capricious manner in which they affect 
an agency. With perdonnel ceilings, an agency at least retains 
the flexibility to shift resources through the process of attri- 
tion and replacement. This flexibility i,s lost during a hiring 
freeze. The inability to replace people with essential skills 
may bring substantial parts of an organization to a virtual 
standstill. Similarly, different attrition rates between local- 
ities will produce imbalances between parts of the organization 
whose workload is interdependent. This can rapidly lead to 
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overload in onm lodation rnd underetiployment of stiff at another 
Declining staff handling a steady or rising volume of work is 
likely to produce an escalating error rate as a result of prae- 
sure to handle an increased volume of work par person. Finally, 
the hiring freeze will impact most severely on those programs 
wheh are already understaffed. 

Substantial employment cutbacks rugbert the possibility of 
formal reductions-in-force. We have found that widespread use 
of reductiona-in-force leade to the ram probleme--work- 
load and skill imbalancer, curtailed services and overtime . . 
or contracting out- that result from freezes and ceilings. 
In addition, reductions-in-force are usually associated with 
opportunities for earlier then normal retirement which in- 
creases the loee of the Government's most experienced and 
skilled employees and adds to the retirement system's already 
serious financial condition. . 
In summary, raductione--whether by hiring freeze, ceilings 
or reductions-in-force --would be credible if they were based 
on sound analysib that matched staffing levels directly to 
workload. However, thfe has rarely been the practice in the 
past, and it does not seem likely that renewed emphasis on 
ceilings and freezes without such analysis will reduce inef- 
ficiency or lead to' increased productivity. 

Relevant GAO Reports. B-165959, April 30, 1971: FPCD-74-46, 
3 1 21 1974* FPCD-74-50, June 21, 1974; FPCD-75-129, 
Jinzary'7, 19;51 FPCD-76-88, June 2, 1977; FPCD-77-85, 
February 9, 1978; GGD-77-85, September 13, 1977, FGMSD-79-43, 
July 27, 19791 PSAD-90-76, September 29, 1980. _ 

CIAO Contact. John Anderson, 275-5907 
. 
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President’s 

Proposal - Revision of Fadorql ,Pay Comparability Standard , 

GAO SuPPltmantarY Discussion 
. 

GAO Views. In recent iears GAO has issued several reports on 
the compensation policiar and the pay-setting processes of the 
vauious Federal pay ayetams. One of our first and most im- 
portant observations was that the Government's compensation 
policies, structures, and practices require continual evalu- 
ation and research to keep up with the constantly changing 
nature and composition of the labor markets as well as the 
Government's needs. Improvements are needed to achieve more 
reasonable comparability with the non-Federal sector in line 
with the basic purposes of comparability. 

GAO has recommended that a policy which allows for adjusting 
not only pay but also benefits to achieve total compensation 
comparability between the Federal and non-Federal sectors be 
adopted. Benefits, however, are numerous, complex and diffi- . 
cult to quantify, and many assumptions and predictions must 
be made when ertimatlng benefit levels and costs. While dif- - 
ferent assumptions may be equally reasonable and acceptable, 
they can yield different results. With the Federal nonpostal 
civilian payroll at nearly $55 billion., changes brought about 
by instituting total compensation comparability could have a 
substantial effect. 

We have reviewed the plan being developed by the Office of 
Personnel Management (OPM) --apparently the same plan as d,is- 
cussed in the revised budget--and we believe that certain 
features of OPM's approach need to.be modified or substantiated 
before an accurate total compensation comparqbility system can 
be achieved. Specifically, we believe that OPM should be re- 
quired to (1) insure that all significant benefits are appro- 
priately accounted for in the analysis, (2) justify the assump- 
tions used, (3) provide assurances that benefits data can be 
accurately gathered and’classified and (4) consider major dif- 
ferences in benefits by major employee group and by locality. 
Given these complexities, we believe that an evolutionary 
approach which can be modified and refined over time may be 
appropriate. One possible approach would be to initially 
implement a total compensation comparability system in which 
pay and benefits are measured and ad j usttd separately. 

A further refinement of the principle of comparability would 
be to include State and local governments, in Federal white- 
and blue--collar pay surveys. We be1 ieve that the present legis- 
lated pay principle of comparability with -the private sector 
is too restrictive. While the exclusion of State and local 
governments was originally justified on the grounds that their 
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salaries were "administered rates" which lacked the economic 
characteristics of private enterprise pay and that pay data 
gathered from State and local governments would be negligible 
compared to data from private firms, conditions have changed. 
State and local government employees now represent about 15 
percent of the civilian work force and their pay--especially 
theough collectfve bargaining-- has become more competitive in 
the marketplace. We support their inclusion. 

We do not support establishing the Fadaral compensation stan- 
dard at 94 percent of tht average non-Federal compensation 
(including benefits). We strongly believe that it is both 
f nequi table and inappropriate to adjust Fedtral compensation 
upward or downward without first substantiating that differ- 
ences do in fact exist, attaching a value to each of the dif- 
ferences, and assessing the implications of making such adjust- 
ments. A similar view was expressed by the President's Pay 
Agent when commenting on the.time lag between the pay'survey 
reference date (March) and the adjustment date (October). It * 
stated that Federal pay adjustments must be based on factual 
data and not estimates or projections. . . . 

, 
The revised budget proposed the 94 percent standard to recognize 
qthose aspects of Federal employment which make it more attrac- 
tive than many comparably-paid jobs in the private sector." As 
an example, the budget said that Federal employees may change 
jobs and career paths many times during a career with no loss 
in fringe benefits while comparable treatment is seldom avail- 
able to private sector employees. 

The “portability” feature is not unique to Federal employment. 
In the non-Federal sector social security retirement and dis- 
ability coverage follows workers throughout their careers, even 
though they may change employers. Retirement entitlements under 

. . the Employee Retirement Income Security Act of 1974 are another 
txample, Non-Federal workers may also obtain the same or a 
similar benefits package when transferring within units of a 
large corporation or, because of union-negotiated benefits pack- 
ages, even to other companies within the same industry. We 
question whether valid assessments can be made of these factors 
which could serve as a basis for adjusting Federal compensation. 
koreover , the budget proposal, in effect, assumes that each . 
Government agency is a separate, independent employing entity 
rather than viewing the Government, overall, to be one employer. 
We believe this premise can be seriously*questioned, particularly 
when it is used to reduce Federal employees' compensation. 

Salaries for comparable jobs often vary substantially from one 
geographic area to another. Setting Federal whiteicollar pay 
ion a locality basis similar to the Federal blue--collar system . 
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would lessen situations where'the Federal Government overpqys 
in some areas and is unable to affectively recruit and retain 
employees in others. It would also obviate the need for separate 
cost-of-living aIlowmces in nonforeign areas. 

We support the movement.to a locality pay system. We have some 
comcerna, though, over how a total compensation policy might 
be implemented on a locality basis. Under OPM's approach, only 
a nationwide measurement of benefits will be obtained. Since 
indications are that private rector benefits can vary signifi- 
cantly from area to arear the use of local pay but national 
(instead of local) benefit measures in a total comparability 
analysis and adjustment could intrpduce some additional inequit- 
ies into Federal compensation. We-have recommended that OPM 
analyze local benefits and, if they are found to differ materially 
by locality, OPM should be required to take not only local pay 
but also local benefits into account when assessing and adjust- - '. 
ing Federal compensation on the local level. . i) 

GAO has recommended several other changes to certain features 
in the blue-collar pay system that cause Federal wages to depart 
from prevailing private-sector rates. The features that should 
be modified are 

--a five-8tep grade syrtem with the average private-sector 
rate aqua ted to the Federal step 2 even though 80 percent 
of the employees are above step 2; 

--Federal rates which are some times set on rates paid, 
in other than the local wage area: 

--night-shift differentials that drc not set according 
to local prevailing practice; and 

. . --exclusion of State and local government jobs from fhc 
pay surv4ys. _ .. 

By causing Federal blue-collar pay to exceed private-sector 
rates, these features reduce confidence in the Government's 
pay-setting policies, and increase outlays for bay and bene- 
fits. To the detriment of Federal blue-collar employees, 
these features also increase the likelihood of contracting 
out inasmuch as private-sector cmployees.will tend to be 
less costly. 

We support attempts to make Federal prem'!um pay more consis- 
tent with non-Federal practices. For example, as mentioned 
earlier, cost-of-living allowances--a form of premium pay-- 
for Federal employees in non-foreign areas should be unneces- 
sary under a locality-determined pay system supplemented by 
special staffing differentials. We also believe that a 
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comprehensive approach 1s needed to reconcile inherent conflicts 
not only between the Fair Labor Standards Act and certain title 
5 provisions (such as overtime entitlement) but also among all 
of the statutes, regulations, and instructions affecting premium 
PY* 

Weaare generally in favor of the executive branch having addi- 
tional pay flexlbllltits for recruiting and effectively managing 
a quality work force. For example, we have in the past recom- 
mended that more rational pay systems are needed to be designed 
around more logical groups of occupations. The authority to 
establish special occupational schedules for Federal white-collar 
employees could greatly assist in ,this area. 

There are currently no principles ‘or standards for setting Fed- 
era1 military pay. Under the proposed reforms the military 
would receive a pay adjustment based on salary increases in the 
private sector. The military would not be included in the total 
compensation comparability provision as would most Federal 
civilian employees, and military benefits would continue to be 
set separately. ..- 

, ’ 
We be1 ievt that it would be intqui table to set the com- 

pensation of Federal civilian employees by considering both 
pay and benefits but to allow the military--who enjoy even 
more liberal btnefits-- to receive their pay increases based 
on private sector salary movements alone. While the severe 
recruitment/retention problems in the military may require 
fundamental changes in pay policies, these changes have not 
yet been justified. In the interim, it appears reasonable 
that linking military and civilian pay be continued. The 
Federal white-collar pay adjustment percentage is used for 
adjusting pay of such groups as Members of Congress, Federal 
jWgts, and others. Further, the Federal white-collar pay sur- 
vey would probably not provide an accurate estimate of overall 
salary movements in the private sector since this survey tias 
designed to measure salary movements only for the selected 
occupations covered in the Federal General Schedule. 

Wb cannot comment on the correctness of the 4.8 percent Federal 
white collar pay increase expected in October 1981 if certain 
reforms are enacted since that figure would depend on the many 
assumptions and predictions made in the analysis. As an example ' 
a8 to how variable such a figure might bC, the Congressional 
Budget Office estimated that the 1980 adjustment for General 
Schedule employees under a total compensation mode could have 
ringed anywhere from 3.4 percent to 14.8 percent. This is 
bdcause Federal benefits could be valued as being from 
2,s percent of pay behind the private sector to as ,much as 
7.4 percent ahead, depending on what benefits are considered 
representative of the private sector and how they art measured; 
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CHAPTER 3 

COST-SAVING PGOPOSALS XOT IXCLUDED 

IN ADHINISTRATIOIU' PACKAGE 





STATEMENT ON 

IRS RESOURCES 

1.n the emphasis to balance the budget by reducing Federal 
spending, we must not overlook the need for resources with which 
to collect Federal revenues generated through the tax system. 
Taxes are the primary source of Federal revenues, accounting for 
96 percent of the $465.9 billion collected in fiscal year 1979. 
Considerable evidence exists, however, to indicate that non- 
compliance with the tax laws is a serious problem. For example, 
the Internal Revenue Service estimated that up to $135 billion 
in income earned by individuals went unreported in tax year 1976. 
Had the taxes due on this income been paid, the fiscal year 1977 
budget deficit would have been reduced by 58 percent, from $45 
billion to $19 billion. It is imperative that sufficient resources 
be available to shore-up the voluntary compliance upon which the 
tax system is based and provide better assurance that taxes owed 
the Government are in fact collected. Revenue collection and 
spending reduction go hand in hand with a balanced budget. 

To illustrate, IRS estimates that its document matching program, in which 

information returns submitted by payers are compared with taxpayers tax returns, 

will recover about $5.70 to the Treasury for each dollar spent in fiscal year 

1981. As we pointed out in testimony last October before the House Subcommittee 

In Commerce, Consumer, and Monetary Affairs, Committee on Government Operations 

#lnd in our October 20, 1980 report on the same subject (IRS Can Expand and Improve 

Computer Processing of Information Returns, FGMSD-81-4), IRS has made good progress 

toward a 100 percent match of all documents received, but additional improvements 

depend on an adequate funding level. For example, IRS currcntiy matches about 

76'percent of the information returns received, To increase that coverage beyond 

90 percent would cost an additional $40 million. That increase in funding, 

however, would return about 5107 million to the Treasury--a benefit-to-cost 

ratio of $2.67 to $1. 

Corntact. William J. Anderson, 275-6059 



THE DEPARTMENT OF ENERGY’S BREEDER REACTOR PROGRAM 

Although the administration has not yet announced the details 
of its nuclear energy budget, one of the largest elements in 
recent years, a program which has generated considerable contro- 
versy, and a program which merits close congressional attention 
is the Department of Energy’s breeder reactor program. Based on 
d considerable amount of recent work, GAO offers the following 
thoughts. 

The development of a new generation of nuclear powerplants-- 
breeder reactors --has been justified on the basis that they will 
make nuclear power a long-term energy source, not subject to the 
limitations of the Nation’s uranium resource base. However, for 
the past several years there has been a great deal of controversy 
about whether a long-term future for nuclear power is desirable. 
Consequently, while the question of if and when breeder reactors 
should become commercially available remains unanswered, the 
Department is continuing a breeder reactor technology development 
program for ultimate commercial application. 

At the center of the controversy about the future of breeder 
reactors has been the issue of if and when a commitment should be 
made to the construction and operation of the first commercial- 
scale breeder reactor facility-- the Clinch River Breeder Reactor 
(CRBR). For about the past 4 years the administration and the 
Congress have been unable to agree on this issue and, as GAO 
reported recently, the stalemate has had a profound effect on 
both the timely development of the technoloqy and the Department’s 
ability to efficiently manage it. 

Specifically, GAO found that if the United States wants to 
rely on nuclear power as a long-term energy source or even if it 
chooses only to preserve a future energy supply option for possi- 
ble use if other energy technologies cannot carry the load, it 
is time to move the technology forward by constructing and 
operating a demonstration plant. In GAO’s opinion, a decision to 
go ahead with the construction and operation of a demonstration 
plant would help foster a more appropriate breeder reactor 
research, development, and demonstration program. Without the 
construction and operation of a demonstration plant, the exist- 
ing program lacks the direction and focus necessary for effi- 
ciently managing the research and development efforts now under 
way. As such, the entire breeder reactor development program is 
left in a state of disarray that could result in a considerable 
waste of money and time. Accordingly, to continue to fund the 
program at several hundred million dollars a year to keep the 
scientific and engineering team together is hard to justify. 

GAO recommended that if the Congress wishes to commit the 
Nation to nuclear power as a long-term energy source, the Depart- 
ment should demonstrate the viability of breeder technology by 
constructing and operating a breeder reactor facility. On the 
other hand, if the Congress cannot reach a resolution on whether 
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to preserve the breeder option, it should consider terminating 
the breeder program. The latter Course of action could result 
in cost savings of several hundred million dollars a year. 

Relevant GAO Reports. EMD-80-81, EMD-79-89, and EMD-79-62 

GAO Contact. Cliff Fowler, 353-5759 
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Potential Saving8 by Modifying Provisions '8 
of Other Special Employee Assistance Program8 

GAO Views. GAO recognizes that providing special assistance to 
certain .groups designated by Congress as impacted by Federal 
policies is a complex and controversial &estion. However, 
we believe that the approach for determining compensation 
anVDunts for recipients of special cash benefits as outlined 
in our statement on the trade adjustment assistance program 
should be considered for other special employee assistance 
proqrams. Briefly, this approach would require employees to 
exhaust unemployment insurance benefits before receiving any 
special payments which would be at an amount comparable to 
unemployment insurance benefits. Besides the Trade Act of 
1974, some of the major laws with provisions for special 
cash benefits include (1) the Regional Rail Reorganization 
Act of 1973, (2) the Redwood National Park Act (1978), and 
(3) the Airline Deregulation Act 1978. . 

While we have not projected the cost savings,' we have no 
reason to doubt that modification of all acts with provisions 
for special benefits along the lines of our suggestion would . 
probably save millions of dollars annually. Most importantly, 
implementation'of a uniform approach for determining benefits 
would insure that all recipients designated by Congress for 
special assistance would be treated equally. 

Relevant GAO Reports. HRD-80-11, HRD-80-63, CEDkb-16, . HRD 
Statement before the Subcommittee on Oversight, House Cbmmittee 
on Way8 and Means (February 21, 1980). 

Contactr C. I. (Bud) Patton, 523-8701 _ 

. 
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Interdo= Sharino of Federal Medical Resources 
Kould Reduce Costs and Irrprove Effectiveness 

GAO Views. In a June 1978 report to the Congress, we proposed 
legislation to establish a Federal policy that (1) directs 
interagency sharing of Federal medical resources, when appro- 
*iate, and (2) removes many of the legislative and administra- 
tive obstacles to such sh,aring. 

Over the years, Federal agencies have become increasingly 
concerned with their abilities to provide quality health care, 
directly to their primary beneficiaries. However, little atten- 
tion has been given to taking advantage of the opportunities to 
improve patient care and reduce Federal care costs through inter- 
agency sharing of medical resources. In fact, because of the 
emphasis on individuals agencies' capabilities, several obstacles 
have evolved which now make sharing--even when it is tried--much 
more difficult. 

Legislation is needed to require interagency (primarily 
between the Department of Cefense and the Veterans Administration) 
sharing when appropriate and to encourage the establishment of 
Government-wide implementing procedures. Such legislation should 
encourage individual initiative without affecting any Federal aqen- 
cy's organizational or command structures. It should also uive 
increased nanaaement options to local Federal medical officials to 
make the best use of our Xation's medical resources. The enactment 
of legislation would provide the impetus for an effective Federal 
medical resources sharing program and a concerted effort by the 
involved agencies to make sharing a routine occurrence. 

.In view of the increasing concern in the Nation regarding 
the spiralling costs of health care, enacting legislation which 
(1) establishes a firm Federal policy to promote Federal inter- 
agency sharing and (2) reToves restrictions on the types of 
services which can be shared, would be both beneficial and timely 
and would provide the impetus and direction needed to make such 
sharing more a rule than an exception. .- 

The total potential savings which would result from the 
implementation of coordinated planning and sharing of medical 
resources anon9 Federal agencies are difficult to quantify. I!ow- 
ever, we included in our reFort several,case studies to illustrate 
thak even a minimal arcunt of interagency sharing would result in 
substantial savings in several areas of the country. Also, reclcf- 
rinp ann,usl sa;rinos of nearly S13c! ri?licn woul? result frc:!.~ eiic?~ 
one percen?. reductlcn iz the direct ?:eclth care bud?e+s of t?e 
bq33rtr92nts cf Defense nr~J Fealth an,? Furen Ser-:icts cr.? the 
Vctbrans ;:.*?7 inistreticn finc!udinz thcs~ for ~r:trt!+i.c~ns nnrl cr'n- 
structior!) ;:!tic+ accrues f'rcrl increase!! s:r..arir.c? of I'm :t.*ri . . . ..I .F‘ f ' * : i. " i 1 
resources. b:e helicvc sz-.7iriz.E of this r:icnJtu::e c.ap r'b'->E':!'ij:' 1 ',' :. .f 
ex~-.tct.f:F :.f b le?islstivcly ri:2c?i:ted zinc! fully operatic~;~] iy-: -.;-- 
aqeiicy s?,trino pro,tra;:y is achieve?. 
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Near the end of the 96th Congress, the Senate passed the 
legislation 8s we recommended, but the House did not act ori the 
measure. In January 1981, the legislation was reintroduced in 
the Senate. 

We continue to beliave that the enactment of legislation such 
as we proposed would result not only in significant savings to the 
&vernmcnt but also in beneficiaries' improved access to health 
care directly provided by the Federal Government. 

Relevcnt GAO Reports - "Legislation Needed to Encourage Eetter L'se 
of Federal Medical Resources and Remove Obstacles to Interagency 
Sharin?, ” HRP-78-54, June 14, 1978. 

GAO Contact: David P. Baine - 426-5246 

, 
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Reducing Funding For Emergency School Aid 

GAO Views. We issued a report on the Emergency School Aid 
Act (En) on January 20, 1978. Our primary concern was that 
prodram funds had been used for general education rather than 
desegregation assistance because the administration allowed 
funding for (1) past desegregation efforts, (2) schools not 
affected by desegregation plans, and (3) activities not 
directly related to implementing plans. 

The raport contained recommendations to the Congress and 
the Sacretary of HEN. (After issuance of the report a separate 
Department of Education was established. The Secretary of 
Education is non-responsible for tha matters discussed in 
the report.) Almost all of them have been or are being imple- 
mented. Specifically, the Congress, in the Education Amend- 
ments of 1978, amended Me act in accordance with our recom- 
mendations to (1) include recentness of desegregation efforts 
as a basis for awarding grant funds, (2) clarify a basis for 
eligibility for, funds under the "integrated schools" pro- 
vision, and (3: limit the amount of funds under the state- 
wide competition. The Department of Education has provided 
guidance to Office for Civil Rights officials and ESAA 
program officers about eligibility of desegregation plans 
and funding only those schools affected by, and only those 
activities that are related to implementing, the plans. 

In final year 1980, the Congress reduced the President's 
initial budget request by $18.8 million and rescinded an 
additional $11 million from the general grants program. 

Relevant GAO Report - Ratter Criteria Needed for Awarding 
Grant,s for Scnool desegregation (HRD-78-36, January 20, 1978). 

GIU3 Contact: Xilliam Hightower (245-9623) 
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Service Contract Act Should Not Apply To Service Employees of 
ADP and High-Tcchnoloay Companies 

GAC?Views. The Service Contract Act of 1965 protects workers' 
wages on Federal contracts when the contract's principal pur- 
pose is to provide services in the United States using service 
employees. For contracts over $2,500, the minimum wages and 
fringe benefits must be based on rates the Secretary of Labor 
determines as prevailing for service employees in the locality. 

. 
On June 5, 1979, the Department of Labor ruled that all 

Federal contracts for the maintenance and repair of ADP, tele- 
communications and other high-technology equipment are subject 
to the wage determination and other requirements of the act. 4 
Previously, Federal contracting agencies had not considered ' 
these contracts to be subject to the act. 

We believe that the act was not intended to cover mainte- 
nance services related to commercial products acquired by the 
Government. Alro, Labor made no feasibility, cost/benefit, 
or impact studies to support its ruling. 

We said that Labor's decision to enforce the act's coverage 
would adversely affect operations in the ADP, office equipment, 
and other scientific and high-technology industries. The ruling 
will impose an undue financial and administrative burden on 
the affected companies and industry compliance would be counter- 
productive and costly. Furthermore, wage protection for these 
servics workers is not needed. 

The most serious concern presented by the 19 corporations 
we contacted were that Labor's decision would eventually 

--increase the administrative burdens and operating 
costs of each corporation and 

--hinder employee productivity and morale by disrupting 
merit pay systems and staff practices. 

In addition, several corporations stressce the inflationary 
impact Labor's wage determina, 'ions cc:;lid 'nave cr. the industries' 
wage fates. 

3-8 



Our corporation said a new aystem ecrtimatsd to co%t 'almost 
$1 million would be needed to track data on employees servicing 
approximately 700,000 machiner within the Government. Another 
corporation estimated that the coat to develop and implement 
new data processing system6 and modify existing systems would 
beIC11.5 to $2 million. A third corporation estimatsd the cost to 
design, develop, and in%tall itr system at over $1 million, with 
annual maintenance costs of $250,000. 

The fir%t corporation also stated that, to maintain its 
merit pay system and still comply with the act, a separate work 
force would have to be created for the Federal contracts. To 
do this, the corporation estimated it would incur davelopmental 
and implementation costs of $9.35 million--including the almost 
$1 million for a new %ystem --and annual recurring co%t% of $3.3 
million. 

r3ne corporation said the first-year inflationary impact 
on its field aervica technician wages would be $648,000. Another 
corporation estimated the impact at $12 million. A third and 
much larger cornoration said the inflationary impact on technician 
wages would be'i100 million the first year. 

We obtained information on the act'% application at 114 
Federal agency installations. At 42 of the installations, con- 
tracting difficulties developed because contractor% refused 
to accept contract% subject to the act. 

At 21 of the installation%, agencies also attempted or 
considered attempting to acquire maintenance service% through 
third-party contractors-firms other than the original 
equipment manufacturers. Some third-party arrangement% proved 
succes%ful; others did not. 

One Army installation had to permanently shut down its 
$12 million computer system because the sole-source contractor 
Mould not acce_nt a follow-on zaintenare contract containing 
#Service Contract Act provisions. 
be scrapped, 

The system is eqCr;ected to 
and replacement computer services are Seing 

'obtained from %ource% at much higher cost and considerable 
inconvenience. 
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vital signs of critically ill or postsurgical patients at a 
veterans' medical center, (3) loss of support to U.S. ..rmy 
Health Service Command activities throughout the world, 
(4) delay or shutdown of test and research programs on 
the F-15 and F-16 fighters and B-l bomber, and (5) serious 
programmatic impact on the design, development, test, 
prc%uction, and retirement of nuclear weapons. 

We recommended that ths Congress amend the Service Con- 
tract Act to make it clear that the act excludes coverage for 
ADP and other high-technoloF/ commercial product--support 
services--i.e., service the Government procures based on 
established market prices of commercial services sold in 
substantial quantities to the public. 

Pending such action by the Congress and to avoid further 
serious iapairment to the conduct of Government business, 
the Secretary of Labor shauld temporarily exempt from the 
act's coverage certain contracts and contract specifications 
for ADP and other high-technology commercial product support 
services. 

Relevant GAO Report 

Service Contract Act Should Not Apply to Service Employees 
of ADP and Yigh-Technology Companies (HRD-80-102, g/16/80). 

GAO Contact: Charles Gareis (523-8706) . . - 
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Incentives to States for lrospftal Cost Containment 

GAcpldWS. Wa issued a report on September 19, 1980, entitled 
arsi3iospital Costs Can Be Restrained By Regulating Payments 
and Improving :4anagament" that assessed the impact of State pro- 
spective ratesetting programs on rising hospital costs. 'de 
determined that during the 3-year period 1975-77 the annual 
increase in expenditures per care for all community hosjitals 
in the country averaged 14.9 percent. In States without a pro- 
spective ratesetting program the growth rate averaged 17.9 percent 
while States with prospective ratesetting programs averaged 
13.9 percent-- 4 percent less than the States without programs 
and 1 percent less than the national average. . 

All the reasons that some prospective ratesetting programs 
have successfully controlled hospital cost increases are 
not readily apparent. There appears, however, to be a relation- 
ship between the effectiveness of some programs and elements 
essential to an effective ratesetting program identified in 1977 
by the Health Care Financing Administra,tion (XCFA): 

(1) 

(2) 

(3) 

(4) 

(51 

(6) 

! 7 ) 

All hospitals within a given system should submit 
accounting and reporting data based on uniform 
systems. 

Health planning and ratesetting should be cJ.osely 
coordinated. -. - 

Prospective ratesetting systems should focus on 
total hospital expenditures including utiliqation 
factors. 

Prospective ratesetting systems should cover all 
payers. 

Hospital rartici?ating in -=rospective rdtesetting 
syste:ns should be rancntory. 

Statistical screens should be es;*-il?,lFs!;e.5 to 
determine khhat hospital cost3 Grt? :32sonable. 
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HFCA's participation of Medicare in prospective ratesetting 
programs is limited to experimental and demonstration projects 
as provided by section 222 of the Social Security Amendments of 
1972 (P.L. 92-603). This inability of Medicare to participate 
hasprobably reduced the effectiveness of State prospective rate- 
setting programs. As a result we recommended the Congress 
amend the Social Security Act to permit full participation of 
HFCA's Medical program in existing prospective ratesetting 
programs. 

Since issuance of our report an HHS contractor assessing 
prospective ratesetting programs also concluded that these 
programs have been successful in restraining hospital cost 
increases. The final report, however, will not be available 
until early 1982. . 

Relevant GAO report - HRD-80-72 
PAD-80-17 

GAO Contact: h‘llliam A. Gerkins, 275-5132 
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Changes in the Calculation of Social Security 
Benefits Would Result in Large Savings 

GAO views. 

Congress should amend section 215(g) of the Social 
Security Act to require calculation of Social Security 
Retrrenent and Survivors Insurance benefits to the nearest 
Penny. 

Presently , the Social Security Act requires that benefit 
paynents ue rounded to the next highest dime. Xe estimated 
that a savings of $386 r,lillion would accrue to the Retireh.lent 
and Survrvors Insurance iJrograr.1 froi.1 calendar years 1980 
through 1986 if benefits were calculated to the nearest penny. 
A savinys, altrlous;:l somewhat si.ialler, would alSo be achieved 
for tile Disaoility Insurance proyran. 

Relevant G;rO Reports. 

Savrncjs To The Social Security System If Benefits Were 
Calculated To The Xearest Penny 
(HRD-78-16U, Seytemper (3, 1978) 

Ir4~plementing GAO’s Recommendations On The Social Security 
Adninistratlon’s Programs Could Save Billions 
(HRD-81-37, December 31, 1980) 

ZkO Contact: Peter McGough, FTS 987-3138 - 
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Reduction of Federal Financino cf 
Certain Railroad Retirerer.t Bexts 

Revaluatina to What Extent the Federal kvernr+cnt 
Should Fund Certain KiMfall Benefits for !&al Beneficiaries 

GAO Views. 

Railroad workers who also worked tor nonrailroad enploye~~ 
covered DY social security can receive benefits from bocn the 
social security and railroad retirement programs if such benefits 
were earned before 1975. Because such benefits are computed under 
each sys ten, beneficiaries receive benefits weighted twrce. This 
advantaye recerved by such dual beneficiaries has been labeled a 
“windfall” and from fiscal year 1976 to 1980, the Congress has 
appropriated about $1.4 billion to pay these windfall benefits. 

Since the Congress agreed to pay windfall benefits in 1974, 
the estimated annual cost has doubled from $250 mill ion to an 
estimated 5529 million needed annually from fiscal years 1.980 to 
2000. In view of conyressional concern about increasing windfall 
costs, the Congress may wish to reconsider tapping the alterna- 
tlve fundiny sources it considered and rejected in 1974--railroad 
employees and employers and social security--as well as the 
Option to elizinate such benefits. However, most of the reasons 
the Congress yave for not selecting those alternatives ara s:ill 
val ld today. One reason-- the railroad industry’s questionaole 
anility to share the responsibility--could be reevaluated in 
llyht of events since 1974. . 

If the Conyress decides that continued appropriations for 

, 

wlndfail Seneflts arc approFriatP, the issue then secozes ‘row 
zluch of the *w~x!fall costs does tne Governcent .&sn; to Eina?ce. 
Tile Railroad iietlrenent Act contains certain offset -,roviS.rons 
which reduce retirees’ grlvate pensions whsn they recci:?e ~2:s; 
uencflts. These offsets ware it.IpOSed tie'ginninq Ln 19b6, iZ7 ?art, 
to reuace t:le rarlroad retlrenent _crograzi’s loss s=e.7zi~~ fr3z 
windfall oenefrts xinq paid. If the intent of ;ke Canyrzss is 
to cover only net Windfall aenefits, t:iat is, after oftsets 
to tne private pension are considered, then the Latest 3arlrgad 
Hetlrel.lent Uoard's estlTate of S523 nlllhon needed annaall;) 
froc,l fiscal years LS)31 to 2300 3ay be overstacec 3:~ riooUt 5137 
:3LLlL~,n yer i't-ar. 
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Relevarlt GAO Reuorts. 

Report expected to be issued Match 1981. 

GAO Contact: Pator McGough, FTS 907-3138 

. 
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Termination of Certain Social Securitv Benefits 

Phasiso Out the reath Benefit 

SOCld: Securitv has oaid more, than $6 billion in lunp JUCI 
dtath uenefr:s since 1940; tne first year payments were made. 
1 n flJC3l 1978, about 1.3 ~nlll ion lunp sum death payments were 
aade totallxq’ about 5332 a:llron. 

T 17 l .*e I~rr.=, sum deatri ber.efit was part of the original ” 
Social Security Act of 1935. At that tine, this was an important 
benefit becailse there was no provision for survivprs benefrts. 
It ;?rovicea funds for cne deceased wage earners s;lrvivors, 
ae?encents, or estate toward the costs that arose at the tine of 
deatz . 

Saoseq;clent amendments provided .for benefits to survivors 
ana aesendents of aeceased wage earners. In 1950, the incent of 
tne ls~rng sum oaynent was changed 
r@t’Jrn on an individual’ 

from the original concept of a 
s contribution to the Social Security 

;rrsc;raa to one of proviciny a modest pagent for expenses of the 
last lll2ess and ourial of the deceased worker. Yhe max inuX 
3enefrt is $255. 

Uhile GAO has not developed estimates of cost savings 
which coulc oe realized if tne ‘benefit was eliminated, the 
savanys would be considerable. HHS estimates that eliminating 
tne current liliil? Sum aeath Benefits would save tne Social Security . 
trust f4r.d $227 zillion in fiscal 1989 and $378 million in fiscal 
i9d4. T,k.e net sav3inys wrx, ‘d oe $221 milLion in fiscal 1980 and 
s370 ziiliion in fiscal 1484 alter establishing a modified .death 
oenef :t lancer the S51 ?rogran. 

I: is XHS’ view that the :!~mp sum dea:h benefit is not 
earnlnys rela;ed aric c!ces not seem partic-llarl:J a;?ro?riate 
under the earnrnqs-re:aLed social sec*url:y. prOyraAm. The proposal 
fur 3 doa: zenef:: under t.7e SSI sroijrzn provides for palcent t3 
;eop;e 2~0 are ~r.c)st 1.9 .7eec of tne ?a;rzent. 

.‘ielevant S.;t .iescrzs. 



Rec’uctitin of Certain Social Security Penefits 
Revising the Sacial Security Benefit Fcrmula 

to Stop Advantaoe to Short-Term Workers 

The social security benefit formula ensures that low waye 
workers receive a sroyortionattly higher return on their payrdll 
tax contribution than workers with higher wages. This favorable 
rate of return is based on a social adequacy or welfare objective. 
The formula also provides this advantage to average or high waye 
earners who work for only short periods in en?lopent covered by 
social security, (short-tern worker advantage) although such an 
advantage may not be warranted for them. 

Short-term workers have contributed a relatively’small amount 
of social security tax because they have had little work in covered 
emyloyr.ltn t . They receive, however, a higher return on the.ir con- 
tribution than the averaye wage earner because of the benefit 
formula used to attain the proyrala’s social adequacy obj.ective. 
tn many instances, short-term workers have substantial income in 
addition to their social security. 

Accordiny to the Social Security Administration, stop?iny the 
short-ter;n worker advantaye couid save from SLi biLlion iO Sl3 
billiof? over the next decade depending on the netkod used. Stop?:.?9 
tne snort-terz worker advantayt would also end "w,indfall" sccial 
security benefits to retired government workers. 

Because a social adequacy benefit seems inappropriate for ti-9 
averaye or high waye earner, and in vie*-4 of the c3,xern sliodt the 
financial staoility of the socisl sec;lr;:y ar3gra5, ti,e Cor?~ress 
3ilOUld cor,sider Ke:.lOViny t!?e a;;‘ra,:tacjP that the cL:rrent sociii 
SecdKity Denrtlt computation nethod grovldes to t5a snort-tern 
?OK~=K. 

8% Levbn t Gl.0 3%por ts . 

Re?oKt expected to be issued Yay 1331. 

CjAO Cqntoct: Peter !~lcSou~h, FTS 927-3133, 
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Eliminate CI Bill Benefits for Correspondence Courses 
and General Flight Trainlnq 

GAO-Viewm. The Chairman', Senate Committee on Veterans' Affairs, 
asked GAO to survey a representative sample of veterans who 
had completed flight or correspondence courses to determine 
whether their full-time occupations were related to the training 
they had received under the GI bill. 

Over 1 billion dollars in educational assistance has been 
paid by the Veterans Administration to veterans enrolled in 
flight or correspondence training since the current GI bill was 
enacted in 1966. However, our review of a ramdom sample of 
vcreranm who completed such training during a recent 5-year 
period showed that only about 16 percent of flight-trained 
veterans and 34 percent of correspondence-trained veterans 
had full-time jobs related directly to their training. 

Employment survey rep'orts submitted to VA by vocational/ 
technical schools indicate that in general over 50 percent 
of flight and correspondence course graduates have found training- 
related employment. However, these reports provide no assurance 
that most veterans obtained full-time employment in training 
related occupations. Our findings support proposed legislation 
submitted by VA to terminate GI bill benefits for flight and 
correspondence training. 

Relevant GAO Report. GI 9111 Benefits for Flight and 
Correspondence Training Should Be Discontinued (HRD-79-115, 
Aug, 24, 1979) 

GAO Contact: Dave Zylks (245-9623) 
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Repeal of Davir-Bacon Wage Requirement8 

GAO Views. In April 1979, WI) issued a report in which we 
recommended that the Congress repeal ths Davis-Bacon Act. We con- 
cluded that repeal of the act and removal of its wage determination 
requirements would result in rubstantial savings on Federal or 
federally financed construction Costa. 

As stated in our report to the Congress in April 1979, we 
believe that the Congress should repeal the Davis-Bacon Act 
because (1) significant changes in economic conditions,+ and the 
economic character of the construction industry since 1931, plus 
the passage of other wage laws, maka the act unnecessary, (2) after 
nearly 50 years, the Department of Labor has not developed an 
effective program to issue and maintain current and accurate wage 
determinations: it may be impractical to ever do so, and (3) the 
act results in unnecessary construction costs of several hundred 
million dollars annually and has an inflationary effect on the . 
areas covered by,inaccurate wage rates and the economy as a whole. 

In addition, the Davis-Bacon Act, along with the weekly payroll 
reporting requirement of the Copeland Anti-Kickback Act also result 
in substantial unnecessary administrative costs for contractors-- 
which are ultimately passed on to the Government--and for agencies 
to administer and enforce the act's requirements. 

More recently, we made a review of one of the largest Federal 
construction projects which would benefit from repeal of the 
Davis-Bacon Act -+he Washington Regional Rapid Transit System 
(METRO). The latest estimate for a completed rail system by the 
late 1980's is $8.2 billion. In a report issued in October 1980, 
we found that setting prevailing wages for METRO construction-- 
48 required by the Davis-Bacon Act --may increase the construction 
costs by about 6.8 percent. We estimate, that as a reeult.of 
Labor establishing wages at higher rates than those actually pre- 
vailing in the area of METRO projects, future METRO construction 
costs could be increased by about $149 million. 

Critics of our report and recommendation, such as OMB and the 
gecretary of Labor, contend that the Davis-Bacon Act is still 
deeded to protect the construction workers and that the problems 
in implementing the act could be resolved through administrative 
action including, where appropriate, modilication of. Labor's 
regulations. '. 

We disagree. The Davis-Bacon Act covers less than one-fourth 
of the estimated 4 million construction workers. The fact that 
The remaining 3 million workers who work on projects not covered 
by the act are among the beet paid workers in the country indicates 
+o us that construction workers do not need the "special protection" 
the critics deem essential. 
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Also, in our opinion, the problems and inadequacies we have 
identified --over almost 20 years of reviews--cannot be corrected 
or improved significantly by any administrative action, modifying 
regulation6 or applying additional resources to the program. . . 
Obstacles, inadequacies. and problems continue to hamper Labor'6 
ateempts to develop and issue accurate wage rates based on pre- 
vailing rates in localities. In our view, the act i6 impractical 
to administer --it cannot be effectively and afficiently administered. 
Further, improving the administration of the Davis-Bacon Act pre- 
vailing wage determination6 may slightly lessen or dampen, but not 
eliminate, the act'6 inflationary effect. Only the repeal of the 
act would return the determination of labor coqts on federally 
funded or assisted construction projects to the forces of the com- 
petitive marketplace and eliminate the act's inherent inflationary 
effect. 

Defenders of the act also argue that it increases worker .P 
productivity and prevent6 awards to incompetent contractorr. On* 
the basis of studies we have reviewed conclusive evidence doe6 
not exist that the act rerults in greater productivity. Contract 
awards to incompetant contractors is a procurement and contract- 
ing issue, and ha6 little to do with Labor's administration of the 
act. The Federal Government and its contracting agencies must follow 
well-established and longstanding procurement rule6 and regulations 
to assure that contract6 are awarded to responsive and responsible 
bidders. 

In conclusion, we believe that the concept of issuing prevailing 
wage6 a6 stated in the Davis-Bacon Act is fundamentally uneound. We 
do not believe the act can be effectively, efficiently, and equitably 
administered. The act should be repealed. 

Finally, an increaeing number of congressional members are 
advocating repeal of the act. This i6 evidenced by a %ouse bill 
introduced in the 96th Congress for repeal which had about 75 
cosponsors. Moreover, bill6 have also bee? introduced in the 97th 
Congress recommending repeal. Others seeking regeal, in addition 
to GAO, include, the Association of General Co"ntrac,tors, Associated 
rjuilders and Contracts, Inc., the American Farm Bureau Federation: 
many leading economists, such as Xrthgr Barns; many contractors, an4 
a number of State legislators. They believe, as GAO does that the 
law has outlived its usefulness, is infl?tionary, is impossible to 
administer and should be repealed. 

Relevant GA.0 Pe?orts. !? I? s - 79-18, April 27, i979 -- - i!X>-81-13, Oczzber 2, 1980 
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Additional Proposal 

Opportunities for Greater Use of User Charges t0 

Fund Specfal Benefit Services Provided by USDA 

GAO Supplementary Discussion 

GAO Views. We recently completed a review of the Department of Agriculture's 
use of user charges to fund special benefit services. Based on fiscal year 
1980 findings and cost data, we concluded that Federal appropriations could 
be reduced as much as $48 million annually If recipients of special benefit 
services were charged for all costs except those which can be readily iden- 
tified with public benefits. A draft of the proposed report was sent to the 
Department for comnent on January 16, 1981. The final report will be issued 
in the near future. 

The Department provides a wide range of marketing and regulatory services 
whjch primarily benefit identifiable recipients. Marked differences now 
exist in the degree to which costs associated with providing these services 
are borne by the recipients. As a result, certain sectors of the agricultural 
marketing industry are receiving preferential treatment at the expense of the 
general taxpayer. 

The special benefit services discussed in the report and the amount of 
additional user fees include grain inspection and weighin 
food commodities grading, $1.2 million; cotton classing, 9 

, $22.8 million; 
9.1 million; 

tobacco and naval stores commodities grading, $6.3 million; phytosanitary 
inspections, 51.4 million; mailed market news reports, $0.7 million; warehouse 
examfnatfons, $2.8 million; imported animal inspections, $3.2 million; im- 
ported seed inspections, SO.5 million; and plant variety certifications, 
SO.3 million. 

Relevant GAO Report CED-81-49, now In process 

GAO Contact Leigh Cowing (447-2234) 
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Additional Prooosal 

Food Stamps For the Hilitary 

GAO Supplementary Discussion 

GAO Views. According to Department of Agriculture income criteria, all 
cash income received by a household must be included in determining food 
stamp eligibility. For military members, income consists of basic pay, 
allowances for subsfstance and quarters, and special and incentive pays. 

Under current and proposed revisions to the food stamps program, in-kind 
benefits such as housing assistance are excluded from the incom determination 
process. In the military, some members are given cash allowances for housing 
which would be included in detetminin food stamps eligibility. Other milf- 
tary members receive in-kind housing 9 Government Quarters) which is excluded 
from the income eligibflity criteria. As a result, military members living 
in Government quarters stand a better chance of being eligible for food 
stamps than those members receiving cash allowances for quarters. 

We estimated that 19,700 military members were potentially eligible 
for food stamps in 1980 according to Department of Agriculture criteria. 
Placing a dollar value on in-kind quarters would reduce the number eligible 
for food stamps and also eliminate the inequitable treatment between military 
members. 

Relevant GAO reports. FPCO-81.27, December 9, 1980, 

GAO Contact. Ken Coffey, 275-5140 

/! 
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Additlonal Proposal 

Reduction of Funds for Cost-Sharing of Measures Under 

the Resource Conservation and Development Proqram 

GAO Supplementary Discussion 

GAO Views. The Resource Conservation and Development Program is administered 
byil Conservation Service, Department of Agriculture, to promote the 
development, improvement, conservation, and utilization of natural resources 
of a project area to meet local needs. 
mllllon for fiscal year 1980. 

The program was funded at about $32 
About $15 million of these funds were dis- 

tributed to authorized project areas nationwide for use in cost-sharing 
local project measures. Usually such cost-sharing was used for measures 
desfgned to reduce soil erosion and sedimentation, increase recreation, 
and minfmfze flooding. The remaining RC&D funds are used to pay for full- 
tdme project coordinators and related technical assistance--which are 
considered essential program ingredients. Usually, most RC&D project measures 
are financed by sources other than RCLO and included a mix of Federal, State, 
or private sources. These measures require no RC&D cost-sharing--just the 
energy and talents of the project coordinator and local people. 

GAO observations from an on-going review of the program indicate that 
there are other Federal programs, such as Agriculture's soil conservation 
programs, Rural Clean Water Program, and Watershed Protection and Flood 
Prevention Program, that have been established wfth their own sources of 
Federal funding to pursue the same general objectives as RCLD does with 
its cost-sharing measures. Accordingly, in view of current heavy budget 
constraints and proposed budget reductions, GAO suggests that the Congress 
consider dropping the cost-sharing part of RC&D for those measures that can 
be funded under other Federal programs. 

GAO Contact John Murphy (447-9267) 
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Other 

Reducing Land Acauisition Costs BY 

Expedit ins Condeanat ion Cases 

GAO Views: In a May 14, 1980, report, GAO concluded that 
the Department of Justice could reduce land acquisition costs 
by expediting the settlement of condemnation cases with pri- 
vate land owners. At the end of fiscal year 1979, Justice 
had 21,230 condemnation cases pending, some as long as 4 
yea:s. Considering the volume and appraisal value of tracts 
in condemnation--16,832 contracts in 1978 valued at $332 
million, with land owners claiming $1.2 billion--Justice 
estimated that each year’s delay in processing these cases 
through the courts would cost the Government an additional 
$31 million because of escalating land values. 

In March 1978, Justice developed a caseload reduction plan 
to help reduce increasing workload of condemnation cases 
referred to Justice and pending in court, awaiting closing 
action, 

A year later, progress had been made by Justice in closing 
cases faster, but major problem areas remained, including 
limited staff resources. In fiscal year 1980 the Congress 
increased Justice’s staff by 20 positions to han.dle con- 
demnat ion cases. This should help expedite closings and 
result in lower land acquisition costs. Further, the Presi- 
dent proposed a moritorium on Federal land purchases which 
should help reduce the condemnation workload. 

Relevant GAO Reports: CED-80-54 

GAO Contact: Roy J. Kirk, 376-8212 
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ADDITIONAL ITEM: 

ALTERNATIVES AVAILABLE TO ASSIST THE 
COAST GUARD IN MEETING ITS RESPONSIBILITIES 

GAO Views. In an April 1980 report, GAO stated that the Coast 
Guard could not meet its legislated responsibilities with 
its limited resou:ces. GAO idcnt ified serious problems with 
the number and condition of the Coast Guard’s vessels, the 
number and experience of its personnel, and the condition 
of its shore facilities. Estimates of future needs show the 
need for substantial increases in funds to provide additional 
vessels and personnel to meet the Coast Guard’s increased 
duties. GAO provided S alternatives for the Senate oversight 
committee to consider, assuming that funds might not be 
available: 

--Transferring certain Coast Guard missions to industry. 

--Establishing performance levels based on funding, rather 
than on program goals. 

-Purchasing less costly cutters with limited capabilities. 

--Using contractors when the Coast Guard does not have 
the resources needed to meet unusual circumstances 
or needs. 

--Charging users for Coast Guard Services. 

GAO’s report also identified the disadvantages with each 
alternative . 

As discussed in the report, the Coast Guard needs substan- 
tial resou:ces increases tc meet its established responsibilities 
Coast Guard resources apparently will be reduced for fiscal year 
1982. Therefore, GAO believes that Coast Guard responsibilities 
should also be reduced and the alternatives outlined above 
adopted. 

,Relevant GAO ReDorts: CED-8 O-7 6 

;GAO Contact: David L. Jones, 755-9100 
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ADDITIONAL ITEM: 

FEE SYSTEMS: A MEANS FOR UNDERWRITING 
HAZARDOUS WASTE PROGRAM COSTS 

GAO Views. In a January 1979 report, GAO stated that many 
States may not accept responsibility for implementing the 
haza:douo waste provisions of the Resource Conservation and 
Recovery Act (RCRA) . Under such circumstances, the Environ- 
mental Protection Agency (EPA) will need funding to provide 
program oversight and to operate hazardous waste programs 
in States that do not seek or receive EPA authorization to 
operate their own program. GAO recommended that EPA request 
that RCRA be amended to allow EPA to include a fee system 
to cover haza:dous waste program costs where (1) a State 
cannot or will not assume responsibility for its program and 
(2) EPA is required by RCRA to assume responsibility 
for the State’s program. 

The fee system approach recommended is similar to the 
funding source for the recently passed “Superfund” legislation, 
which allows EPA to clean up spilled toxic wastes and hazardous 
waste sites and later to attempt to recover the costs of such 
cleanup from responsible parties. 

Amendment of RCRA and the adoption of a fee system would 
eliminate the need for Federal general revenue support for EPA 
to provide oversight and operate hazardous waste programs in 
States that do not seek OK receive EPA authorization to operate 
their own programs. 

Relevant GAO Reports: CED-79-14 

GAO Contact : David L. Jones, 755-9100 
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r;L;;rITIONAL ITEM: 

INCREASED REVENUES FROM FEDERAL WATER RESOURCES PROJECTS 

GAO Views. The Army’s Corps of Engineers and the Department 
f the Interior's Water and Power Resources Service are two 

irincioal federal agencies which build and operate multipurpose 
water brojects. The 1981 appropriation act for the two agencies 
includes $2.3 billion for construction and $1.1 billion for 
operation and maintenance costs. 

The Resources Service and Corps repayment policies are 
designed to recover reimbursable construction and operation and 
maintenance costs from water project beneficiaries when projects 
are fully developed. However, the policies do not assure full 
cost recovery when water supply or reservoir storage space is 
underutilized; that is, water uses have not developed as origi- 
nally intended. GAO's audit work shows that intended water 
users, such as cities, industries, and irrigators, have not pur- 
chased more than 15 million acre-feet of water or storage space 
in Federal reservoirs. As a result, the Government (general 
taxpayer) absorbs the substantial amounts of costs associated 
with the underutilized reservoirs (estimates of amounts involved 
not available). 

In many cases, the water agencies have not required the 
existing water users of the underutilized reservoirs to share 
more equitably in project cost recovery. To achieve this 
objective, changes in agency policies and practices are neces- 
sary I and the agencies must make project repayment a priority. 
Adoption of such policies would be fair to the water users and 
lessen the taxpayers ’ increasing burden for repaying the costs 
of constructing and operating water resources projects. 

RdeVant GAC Report: None,audit work complete and report is 
being prepared (Code 085550) 

Contact: Harold Pichney, 275-6076 
. 
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Additional Items for Consideration 

Small Business Administration 

GAO Views: Since 1975, GAO has issued numerous reports to the 
Congress on management and financial assistance Fyograms adminis- 
tared by the Small Business Administration (SBA). These reports 
have documented many management and program deficiencies which have 
seriously hindered SBA's ability to carry out its mission in an ef- 
fective and efficient manner. Unfortunately, all too often, these 
deficiencies have gone uncorrected. For example, on August 21, 
1979, we issued a report which followed up on actions taken by SBA 
to correct problems cited in six GAO reports issued between 1975 
and 1976. We found that effective corrective action had not been 
taken on 27 of the 33 recommendations we reviewed. 

Although our reports have not recommended the elimination of 
any SBA programs, we have raised numerous issues having budgetary 
implications. For instance, on February 23, 1976, we reported that 
(1) numerous 7(a) loans were approved which merely transferred the 
risk of loan payment from banks and other creditors to SBA, and 
(2) some 7(a) loans were made to wealthy businesses not intended 
to receive assistance. Moreove I:, a problem permeating the entire 
loan process was the shortage or improper alignment of personnel. 
We recommended that SBA consider realigning its current staff or 
requesting additional personnel from the Congress. Our August 1979 
report disclosed that, SBA had not filled all the positions au- 
thorized by the Congress for the 7(a) program. As a result, SBA 
field office personnel were continuing to process loans without 
adequate analysis resulting in the same problems cited in 1976. 

Other GAO reports with budgetary implications were issued 
on March 3, 1978, and December 8, 1980. In our March report, we 
evaluated the Small Business Investment Company Program (SBICs) 
and concluded that continued Federal participation was question- 
able. We reached this conclusion after finding that the program 
was benefiting only a select group of small businesses and that 
loan-oriented SBICs were providing small businesses with the same 
type of financing provided by the 7(a) loan program. In the report 
we recommended to the Congress that continued Federal funding of 
the program be contingent on SBA fully justifying the program's 
role in financing the equity needs of small businesses. 

The December 1980 report, discusses our evaluation of the 
Economic Opportunity Loan Program. Our review disclosed that 
Economic Opportunity Loans have not been an effective means of 
helping disadvantaged people start or improve their own business. 
More borrowers have defaulted on the loans than have repaid them. 
Many who paid off their loans have not remained in business. 
Furthermore, we found the outlook for borrowers with active loans 
is not good since many are in financial difficulty. We stated that 
if program results do not improve, congressional oversight commit- 
tees should determine whether the program's objectives could be 
better achieved by transferring its funds to other Federal programs 
for disadvantaged businesses. 
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Relevant GAO reportrt CXD-76-24, CED-78-45, 
Cm-79-103, and CED-81-3 

Contact8 Robert E. Allen, Jr. (377-5483) 

. 
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GAO RECOMMENDATIONS RELATIWG TO FEDEML CIVILIAN :i 

RETIREMENT NOT INCLUDED IN ADMINISTRATION'S PROPOSAL 
. 

GAO Supplementary Discussion 
Limitinq Cost-of-Living Adjustments to Something Less Than 
&he Full Percentage Increase in the Consumer Price Index 

GAO Views. Considerable attention has been given in the 
Congress and elsewhere to the cost-of-lving adjustment 
provisions of Federal retirement systems. GAO has long been 
concerned about the equity and costs of the Government's 
policy of full, automatic cost-of-living increases for Federal 
retirees and has reported on this subject several times. Our 
reports have urged the Congress to enact legislation making 
the Federal cost-of-living adjustment process more rational, 
more consistent with prevailing non-Federal practicesr and 
less costly. As discussed earlier, we have recommended .to the 
Congress and strongly endorse the Administration's proposal 
to provide cost-of-living adjustments annually instead of 
biannually. 

But to fully satisfy the objectives of making the Federal 
adjustment process more rational, more equitable, and less 
costly, the Congress should consider adopting a modified policy 
of less than full inflation indexing. 

The erosion of the purchasing power of retirement benefits is 
certainly a serious issue. Inflation shrinks the purchasing 
power of all Americans. While the established policy of full, 
automatic indexation of Federal retirement benefits is a laud- 
able, humanistic objective, it is highly inequitable to others 
not similarly treated and costly. Historically, it has re- 
sulted in Federal retirees receiving far greater increases 
than active Federal employees. This has encouraged and contin- 
ues to encourage valuable, experienced employees, particularly 
top officials whose pay rates have been depressed, to retire 
early rather than continuing to work. 

Generally, the purchasing power of non-Federal retirees' income, 
if protected at all, is only partially protected from inflation. 
They are no less deserving of full purchasing power protection; 
it is simply a matter of affordability. YFrom an equity stand- 
point, we believe it is unreasonable to force taxpayers whose 
incomes (pay or retirement) are not fully protected. from infla- 
tion to pay for full, automa tic indexation of Federal retirees' 

. I 
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benefits. Because. of the costs'involved, this plac& a financial 
burden on current as well as future taxpayers. 

Accordingly, we urged the Congress to consider adopting a modl- 
fied policy of less than full indexation of,Federal. retirement 
benefits. We suggested that annual adjustments for Federal 
cirilian and military retirees be limited either to 75 percent 
of the full percentage increase in the C,onsumer Price Index 
or to the average percentage pay increase granted to active 
Federal employees. _ 

:I 

Limiting annuity cost-of-living adjustments to less than the . ' 
full percentage rise in the Consumer Price Index would reduce 
retirement outlays by hundreds of millions of dollars annually. 
For example, if the 1979 adjustments had been limited to the 
average percentage pay lncre'ase granted to active Federal 
white-collar employees, retirement outlays for that year alone 
would have been over $800 million lower. With outlays for 
Federal civilian and military retirement programs approaching 

.... $30 billion annually, each l-percent reduction in cost-of- 
living adjustments would reduce annual outla.ys by about $300 
million. 

Virtually all Federal entitlement and income security programs 
are adjusted for inflation. The issue of whether or not to 
continue fully indexing benefit payments based on the Consumer 
Price Index goes far beyond Federal civilian staff retirement 
systems. 

Relevant GAO Reports. FPCD-7.6-80, July 27, 1976; FPCD-78-2, 
November 17 1977; PAD-79-22, August 15, 1979; B-130150,. 
January 30, '1980; B-130150, July 1, 1980; B-199649, December 15, 

. "1980. _ . . 

GAO'ContactT Robert Shelton, 275-5743 ~ 
. . ,... _. 

'. 
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Savings' Poaribla From Standardizing Annuity -! , 

Reductions for Survivor Benefits . 

GAO Views. Signif icant unnecessary costs and inequities can 
berhvoidad by changing the methodology that is used to deter- 
mine the amount of civil service annuity reductions for 
retirees who have elected survivor benefits. Under the 
method used by the Off ice of Personnel Management, nawly 
retired personnel pay more than previous re tireas for the 
same survivor benefit coverage. Computing the survivor 
benefit reduction the same way for new and previous retirees 
would eliminate this inequity and reduce expenditures from 
the retirement fund by at least $77 million annually. 

Relevant GAO Reports. FPCD-81-35 

GAO Contact. Robe& Shelton, 275-5743. - 

. 
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Unnecersdry Voluntary.Early Retirement ' 

GAO Views. We recently completed a review of another special 
early retirement provision in the civil service retirement 
system whereby employees can volunteer to retire early (age 
50awith 20 years of service or any age with 25 years) if their 
agency is undergoing a major reduction-in-force, major reor- 
ganization, or major transfer of function. 

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

The Civil Service,Reform Act, effective January 1979,' liberal-* 
ized the voluntary early retirement program. It allows 
employees to retire early during major reorganizations and 
transfers of function. OPM's implementing regulations allow 
early voluntary retirements in organizations where no employee 
is being involuntarily separated. 

Our review of the voluntary early retirement program at eight 
agencies revealed that the early retirements helped very little 
with the staffing problems the program was intended to correct. 
In many cases, all the early retirees were replaced by new 
hires. . . 

.The voluntary -early retirement program is expensive. Our 
actuaries estimate that it will cost $109, million in 1980. 
We believe the program, with proper controls, can be workable. 
However, as presently designed and adninigtered, it is result- 
ing in too many unnecessary retirements. We are concerned 
that (1) early retirement authorizations are not restrictive 
enough to insure a high probability of job savings, (2) agencies 
do not exhaust other management techniques for solving staffing 
problems before turning to the early retirement program, and 
(3) as the program was .revised under civil service reform, 
employees can retire early even though none of the agency's 
employees are being adversely affected.. Our report contained 
recommendations to the Congress for major changes to the 
program. 

Relevant GAO Reports. FPCD-81-8, December 31, 1980. 

GAO Contact. Robert She-l ton, 275-5743. 
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Increised Revenues Possible If , 

Full Retirement Costs Were Recoqnized . 

GAO Vicwa. Civil rervihe retirement costs are understated 
beEause they are calculated on a *static” basis, whereby 
no consideration is given to the effect of future general 
pay increases and annuity cost-of-living adjustments on 
ultimate benefit payments. The static cost of benefits 
accruing annually under the civil service system is currently 
estimated to be 13.73 percent of pay, which is about equal to 
the combined rate of contributions* being made to the retire- 
ment fund by agencies and their employees--generally, 7 percent 
of pay each. However, the estimated "dynamic" cost of the sys- 
tem, including factors for pay and annuity cost-of-living 
increases, is 36.81 percent of pay. Eased on this estimate, 
the cost to the Government for benefits which accrued'during 
the fiscal year 1980 was $15.1 billion--$11.6 billion more than ' 
the $3.5 billion agencies contributed to the retirement fund. 

Funding retirement costs on a dynamic basis would not increase' 
Federal outlays, however, it would require increased contri- 
butions from off-budget entities whose' employees participate 
in the civil service retirement system and thereby increase 
Federal revenues. 

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

GAO Contact. Robert Shelton, 275-5743. 

I . 
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Curtaflinq Special, Early Retirement Programs 

GAO views. With the tremendousBcosts associated with Federal 
retirement programs and the large unfunded liabilities that 
have accumulated, the continuation of generous early retirement 
bebefits may just no longer be possible. Rather than encour- 
aging people to retire early, we believe the Government's 
retirement policies should more appropriately be designed 
to encourage the retention of experienced personnel wherever 
possible. 

The term “early retirement” can have different meanings depend- 
ing upon the context in which it is used. To some, it may mean 
retiring before age 65, while to others, it may mean retiring 
before meeting a plan's requirements for normal retirement. 
For example, in context of the Nation's retirement programs 
in general, the civil service system’s normal retireme.nt age 
of 55 is quite early. However, it is not generally recognized 
that many Federal personnel can retire with immedia.te benefits 
even earlier than age 55. Almost all military members and 
around 40 percent of civilian employees retire before 55. ,. 

Early retirements in the Federal sector can be grouped into 
two general categories--( 1) those persons who are working in 
jobs where the basic retirement provisions allow for retirement 
earlier thdn that usually available to other employees and 
(2) those persons who are allowed to retire earlier than they 
otherwise could have because of disability or some other 
event that precluded their continued employment to the normal 
retirement age. 

Certain types of Federal personnel are allowed to retire 
early under the general presumption that their duties need 
to be performed by a young and vigorous work force. These 
include the military, foreign service, law enforcement and 
firefighter personnel, air traffic controllers, and others. 
We reviewed the historical development of these special 
'benefit programs and found it difficult, in most cases, to 
clearly identify any current management or compensation 
,policies that are being served by the programs as they are 
idesigned. 

Federal law enforcement officers and firefighters are a 
'good illustration. They may retire at age SO after completing 
20 years of service and receive an immediate annuity equal to 
SO percent of their high-3 years average salary. In contrast, 
most other personnel covered by the civil service system must 
be at least age 60 to retire after 20 years of service and 
would receive an annuity equal only to 36.25 percent of their 
high-3 salary. 
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This early retiramdnt policy was enacted more than-30 years 
ago to improve the quality of Federal law enforcemen. service 
by helping to maintain a youngr vigorous work force. The 
special annuity formula is not intended to reward theR;rn;n;y- 
ees for performing demanding or hazardous services. I 
the more generous annuities are designed to make earlier 
reeirement economically feasible. , 

We evaluated the reasonableness, effectiveness, and costs of 
this special early retirement program and concluded that the r 
need for continuing it was questionable. There were several 
reasons for our conclusion. Perhaps the primary ones were the' 
fact that employees covered by the special policy were not 
retiring much earlier than those who were not covered by it, 
and the costs of covered employees' benefits was considerably 
greater. 

We found that over the policy's 30-year history, the average 
retirement age of covered employees ranged from only 1 to 3 

~' years less than that of employees retiring under regular 
civil service optional retirement provisions. To achieve 
this l-to-3 year reduction, the Government pays heavily. 8 
Based on actuarial estimates, the annual cost for the early 
retirement benefits is 61 percent more than what the cost 
would be to provide the same employees with regular benefits. 

Relevant GAO Reports. FPCD-78-49, December 29, 1978. 

GAO Contact. Robert Shelton, 275-5743. 
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Savings by Replacing Old, Inefficient Computers 

GAO Views. On December 15, 1980, we reported that much of the Government's 
?nventory of medium- and large-scale ADP equipment was obsolete, and that 
it was costing more to operate and maintain than it would to lease, operate, 
and maintatn more modern equipment of stmtlar capacity. Newer equipment 
costs less to operate and mafntatn because fewer people are required, lower 
energy consumption, and less floor space ts required. In just the four 
installations analyzed tn detail, we found that $1.4 million could be saved 
annually with newer equipment. When you consider that there are over 1,000 
computers of stmilar vtntage tn the Federal inventory, the potential savings 
to the cost of Federal operattons become extremely significant. 

In view of the potenttal savings, Government-wide, we made specific rec- 
omnendations to the Office of Management and Budget and the General Services 
Administration so they could act without delay to realize these savings as 
well as many side benefits the newer equtpment offers. Although OMB has . 
expressed similar concern for the sertousness of this problem, recently it 
placed a temporary freeze on all procurements, including ADP equipment. 
Because of its negative impact on savings in this particular instance,sbo - 

4#&-u-r@+ OMB to grant an exception for rsplacin8 old computers. 

We beliave this is one of our most significant reports in the ADP 
area. Not only is there a potential for substantial savings Government-wide 
but there fs an opportunity to improve ADP resource management which will 
have continuing benefits. Constdering the importance of this subject and 
its potentlal for reducing Federal operating costs, the Committee may wish 
to inform both OM8 and GSA of tts desires for expeditious actions on this 
matter. 

Relevant GAO Report. AFMD-81-9. 

Contact. Walter Anderson, 275-5044. 
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Savings Potential in Foreign Military Sales 

GAO Views. The Department of Defense continues to make large sdbsldies to 
foredgn countries under the foreign mtlitary sales program. By not charging 
foreign governments enough for equipment and spare parts--items which make up 
a large portton of the over $15 billion in sales during ftscal year 1980.- 
the Department ts, fn effect, substdiztng the sales with Defense appropriations. 

During the past several years, GAO has issued numerous reports on the 
need to tmprove pricing and cost recoupment under the foreign military sales 
program. These reports, coupled with congressional action on the recomnenda- 
tion have resulted in savings of over a billion dollars. 

Although the Department of Defense has taken considerable corrective 
actions based on prevfous GAO work and congressional followup, cost recovery 
practices are still inadequate. As a result, we are continuing work in this 
area and have received requests for addittonal work from several congressional 
members. This work ts primarfly concentrated in the following three areas. 

1. The Department of Defense has not developed a good basis for deter- 
mlntng if all administrative costs of supporting the foreign military 
sales program are being recovered. As a result, Defense does not 
operate the foreign military sales program at no cost to the tax- 
payer as required by law. 

2. Weaknesses persist tn Defense pricing policies and practices. The 
milftary services stl'll are charging less than full replacement 
costs for items sold from inventories. 

3.. The Department of Defense does not have adequate control over foreign 
mflitary sales accounting and cannot provide foreign countries with 
an accurate accounting for their funds which are deposited in trust 
fund accounts. 

The new administration could realize substantial budgetary 
savings by improving the financial management of foreign military sales. 
Furthermore, in view of the program's size, the Committee also may wish tO 
recommend to the Department of Defense that it focus the necessary resouces 
to ensure that the foreign military sales program is not subsidized. 

Relevant GAO Reports. FGMSD-80-47, FGMSD-80-26, FGMSO-79-33, FGMSO-79-31, 
and FGMSO - - 79 16 . 

Contact. John Simonette, 275-1581. 
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Prrsidmt's 
Proposal - INTEGRATING THE GOALS OF REGULATORY 

RELIEF WITH PAPERWORK REDUCTION 
GAO SUPPLEMENTARY DISCUSSION 

The Administration needs to apply enough OMB resources to 
effectively implement the Paperwork Reduction Act of 1980 
(P.L. 96-511). Tremendous potential exists for improving the 
management of the Government's activities and programs through 
more effective use of information resources. This could result 
in reduced costs for both the Government and private sectors and 
in improved performance and productivity. 

The Administration has linked the goals of regulatory relief 
with paperwork reduction, with both functions to be carried out 
by the Office of Information and Regulatory Affairs in OMB. While 
there is a close relationship between regulations and paperwork, 
the legislation is not limited to paperwork issues. In addition, 
it covers ADP, telecommunications, and privacy functions previously 
assigned to OMR. The functions in these areas were reemphasized 
to get OMB to take a stronger role in carrying out its assigned 
responsibilities. The legislation also returns the statistical 
policy function to OMB and establishes a new records management 
policysetting and oversight function. These information-related 
functions are of equal importance to the function of reviewing 
Federal regulations and should be given strong attention. In 
this regard, the House Report on the legislation states that 
each of the functions should be effectively and efficiently 
-ied out and that the OMB Director and Office Administrator 
should insure that one function does not dominate the others. 

Successful implementation of the Paperwork Reduction Act by 
OKB and the agencies should provide a good management boost to 
the Administration's program. 

Relevant GAO Reports: Testimony of Elmer B. Staats, Comptroller 
General of the United states, on H.R. 6410, 

GdO Contact: 

The Paperwork Reduction Act of 1980, before 
the Subcommittee on Legislation and 
National Security, House Committee on 
Government Operations; February 7, 1980. 

Letter of March 3, 1980, from the Comptroller 
General to the Chairman, Subcommittee on 
Legislation and National Security, House 
Committee on Government Operations, pro- 
viding responses to questions and examples 
of potential benefits through implementation 
of H.R. 6410 

Letter of July 25, 1980, from the Comptroller 
General to the Chairman, Subcommittee on 
Federal Spending Practices and Open 
Government, Senate Committee on Governmental 
Affairs, providing comments on S. 1411. 

Danny R. Latta - 275-5710 
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