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Dear Mr. Chairman:

As vou requested. we reviewed Publie Law 99-234 to determine if the
law treats contractors fairly. Our objective was to provide the Commit-
tee with readily available information to help address the concerns
raised by defense contractors. Major defense contractors stated that
Public Law 99-234 is unfair because their employees cannot obtain hotel
or motel room discounts equal to the discounts granted government
employvees on official travel. They contend that without access to these
rates. their emplovees cannot travel within the federal per diem limits
set by the General Services Administration (G5a). As agreed with your
representative, we modified the scope of our work to obtain readily
available data in order 1o make an initial assessment. The results of our
review are summarized below and more fully discussed in the appendix.

Senate Report 99-406, dated August 14, 1986, contained a provision for
us to obtain extensive detailed statistical information to determine the
etfect of Public Law 99-234, governing the allowability and reasonable-
ness of travel costs incurred by government contractors. This law,
enacted on January 2. 1986, and eftective as of July 31, 1986, states
that the government will consider per diem travel costs of government
contractors to be reasonable and allowable only to the extent that they
do not exceed those maximum levels set for federal employvees.!

Based on our review it is premature to conclude whether Public Law 946-
234 is or1s not treating government contractors fairly because of (1 1
hmited available equivalent contractor per diem cost data. (2} recent
efforts by usa to negotiate government rate discounts with hotels and
motels for government contractors, and (35 government contractors’
efforts to reduce costs
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provide the auditors with information on costs incurred until 3 months

after the end of the corporate fiscal year. Most contractors’ fiscal years
end June 30, therefore. the auditors will not receive this information for
review until about October 1987,

We obtained official comments from the Secretary of Defense; Adminis-
trator, General Services Administration; and the eight contractors sur-
veved. They all generally concurred with our conclusion. The objectives,
scope, and methodoelogy of this review are discussed in appendix I.

We are sending copies of this report to the Secretaries of Defense. Air
Force, Army. and Navy: the Director, Detense Logistics Agency: and to
the Administrator, General Services Admnistration. Copies will also be
made available to the conrractors surveyved and other interested parties
upon request.

Sincerely yvours,

Frank C. Conahan
Assistant Comptroller General
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Appendix |
Comparison of Contractor Per Diem Costs

access to government hotel and motel discount rates, their employees
cannot travel within the federal per diem limits set by Gsa.

During our work. we obtained information from pAR and Federal Acqui-
sition Regulatory Counciis. the Defense Contract Audit Agency, and GSA
officials. We also asked selected major defense contractors located
throughout the United States to provide us with per diem cost informa-
tion. We obtained data from eight contractors to test the availability of
information on per diem costs before assessing whether to perform a
valid statistical sample of defense contractors. We selected major
defense contractors because they would be more likely to have systems
in place to readily provide per diem cost information than would smaller
contractors. We chose divisions of these eight contractors which have
resident government contract administrators—two each with Army,
Navy. Air Force. and Defense Logistics Agency plant representative
offices. The eight contractor divisions or subsidiaries and their locations
are as follows.

Boeing-Vertol Company, a division of the Boeing Company, Philadel-
phia, Pennsylvania:

Convair. a division of General Dynamics, San Diego, California:
Grumman Aircraft Systems Division, a division of Grumman Aerospace
Corporation. Bethpage, Long island. New York;

Lockheed-Georgia Company. a division of the Lockheed Corporation,
Marietta, Georgia:

McDonnell Aircraft Company. a division of McDonnell Douglas Corpora-
tion, St. Louis, Missourr:

Equipment Division Laboratories, a division of the Raytheon Company,
Burlington, Massachusetts, and Division Headquarters. Lexington,
Massachusetts:

North American Aircratt Operations, a division of Rockwell Interna-
tional Corporation, Los Angeles, California; and

Beli Helicopter Textron Ine . a subsidiary of Textron, Inc., Fort Worth,
Texas

In March 1987, we requested per diem costs and travel policy informa-
tion from the eight contractors. We asked each contractor to tabulate, by
city, employees” average per diem costs for all of those cities that
together comprised 50 percent of the contractor’s per diem costs for
January and February 1987, We then compared the per diem costs pro-
vided by the contractors against the maximum per diem levels outlined
in the Federal Travel Recularions. We also asked these contractors for
information on revised travel policies and efforts they have made (o
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Comparison of Contractor Per Diem Costs

time. However. contractor E reported per diem costs $5.00 or less above
the federal rates only 13 percent of its total travel days. Over 81 percent
of its travel days were more than $15.00 above the federal per diem

rates.
Table i.1: Contractor Per Diem Costs ]
Compared to Government Per Diem Figures in percent
Rates® (In percentages) ~ Less Amounts greaterthan govt. per diem
than or rates
equal to $5.01to $15.01and Notable to
Contractors® govt. rate $.01 to $5.00 $15.00 above determine
AT e
s sy as  11a 35 0
A L e T
o tag 26 183 12 0
E 83 44 55 g5 0
F gy 127 18 239 a
s %2 55 325 336 21

e used the maamum federal per diemirates that aere in elect dunng Jdanugr, and Feoruar, 1987
G54 has increased the 1aderal e e rares ettech.e dugusl 1 1387

Db Ol NotINGILAE one SOntrAat o r N the e iEm GO COMEANSON s eRCause 11 .. as nol able 1 o e
meal and INGdental erpense codl;

Contractors' Per Diem The seven contractors provided cost informartion which totaled 23,210
Costs at Same Locations travel days and represented 326 different locations. Over 90 percent of
Differ these travel days were at only 67 different locations. The top 10 loca-
‘ tions, as shown in table [.2, accounted for almost 54 percent of all travel
days.

Looking only at the 10 most-traveled locations based on travel days, we
found large differences among contractors’ per diem costs. (See table
[.2.) For example, in Los Angeles, the average per diem costs ranged
from $88.20 per day up to $113.98 per day. By comparison. the federal
rate for Los Angeles 1s $110 00 per day. (Of the seven contractors, all
but contractor E reported average per diem rates less than the federal
rate for this location . Also, St. Louis, Missouri. has a federal per diem
rate per day of $78.00. while the contractors reported per diem rates
ranging from $53.54 per day 1o $106.40 per day. We did not find out the
reasons for the large differences in reported per diem costs for the same
locations. However, lodging in different areas within a location can
result in different per diem costs and may account for some of this
difference.
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. |
Table 1.3: Comparison of Lodging Costs® In the 10 Most-Traveled Cities in Qur Sampie.

Govt.
lodgin _____Contractors
Cities rates A B c D E  F G  H
Los Angeles Cabf $7700 35623  $5632  $7344  $7008  #12298  $7202  $7504 45042
San Diego Call 67 00 35 44 0 4902 5502 9271 I P
Wasn D C 7900 7185 0 &7 31 5841 113 54 a1 6212 69 24
New York NV 9300 11016 0 o0 0 1079 9565 0 0
Dallas; Forr Wortn Texas 7400 5189 O 152 8672 7220 6089 8935 3530
Dayton Chio 5300 7552 6448 00 FEod Tl 538 47 96
Sacannah Ga 4100 2492 0 0 0 L A
St Louis Mo ) 5300 3417 0BG 4971 8110 a2 66 0
Onlanc Cait 4600 4882 0 o0 oo o i
Sealtle Wash 5300 69 24 4300 6678 0 8999  ozes EEREES

*A reroandicales no Nala Aas rle . ed

BYve SEd the maximum lodgeni] rates INA1 wers n ethect dunry Janaar  and Fepruar, 1987 30 2m
mient contractor reimbursements are nol resinzled O, MEo: Ma Mo Daging 13y Lol 3rs hmaled 1o
the overall maximum federal per dem rale:

. Of the eight contractors contacted. seven said they are or have been
EffO[T.S by COl’ltl actors negotiating with motels and hotels to obtain the government rates or

and GSA to Reduce discounts in selected cities. According to three contractors, they have

Lodgmg Costs negotiared with major hotel chains to obtain greater discounts or gov-
ernment-rate lodging. The other four contractors said they have negoui-
ated with hotels in their most frequently visited locations. Only one
contractor told us that its effort consisted of asking for a discount at
time of reservation. According to the contractor, a negative response did
not necessarily affect the booking.

GSA has also asked hotels and motels to extend the government-rate dis-
counts to government contractors, according to the Federal Supply Ser-
vice's Director, Travel and Transportation Management Division. who
oversees the hotel and motel discount program. This eftort has
increased the number of hotels and motels offering the government-rate
discounts to government contractors. The sa’s 1987 Federal Hotel
Motel Discount Directory lists approximately 7.500 lodging establish-
ments which offer discounted rates for government employees. Accord-
ing to GSa, managers of nearly 5000 of these properties, or 66.7 percent.
have agreed to extend the discount rate to cost-reimbursable or all-gov-
ernment contractors traveling on official business. For fiscal year 1987,
the Federal Supply Service for the first time asked hotels and motels to
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wait until January 1. 1987, as allowed by the Dar Council, and the other
contractor waited until October 1, 1986. The cost increases associated
with this effort was noted by three contractors. For example, one con-
tractor estimated that at one location alone, the more complicated sys-
tem ( necessary for using and auditing the per diem rates) requires
additional time for ¢ach traveler to prepare the expense reports and
incremental processing time by travel audit staft of approximately 20
percent. For that one location. the contractor stated that these supple-
mental eftorts result in an estimated additional cost of $100,000 to
F150L000),
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Appendix [
Comparison of Contractor Per Diem Costs

extend these discount rares to all government contractors. This is a 56-
percent increase above the number of hotels and motels offering these
discounts in the 1986 directory. The 1986 directory listed more than
5.700 lodging establishments and over 3,200 properties, or H6.1 percent.
had agreed to extend their rates to government cost-reimbursable con-
tractors traveling on official business.

The hotels and motels thit have agreed to extend their discount rates (o
government contractors on official government business may require
that the government contractors furmsh a letter of identification signed
by the authorizing agency’'s contracting officer. Gsa issued a bulletin on
August 15, 1986, informing the heads of federal agencies of this require-
ment. According to asa Federal Supply Service's Director, Travel and
Transportation Management Division, contracting officers have been
relnctant to sign a standard letter of identification that would allow the
government contractors access to the discount rates. For example,
according 1o one contractor, the administrative contracting officer has
not issued a letter identifyving it as a cost-reimbursable government con-
tractor as requested because the contractor had not substantiated the
need for the letter te.g.. provided examples where hotels denied the gov-
ernment rate! According to the Director, the reluctance on the part of
contracting officers to issue a standard letter of identification 1s the
missing link between contractors being eligible for and receiving govern-
ment discounts. The Director believes a change to the Federal Acquisi-
tion Regulations may be necessary to ensure that identification letters
are issued.

Contractors Will According to five of the eight contractors, no changes were made to
Reimburse Employees for their travel cost reimbursement policies in response to Public Law 99-
Actual Costs : 234, although there are limits on allowable per diem costs that may be

applied toward government contracts. The remaming three contractors
have modified travel cost reimbursement policies and procedures. For
example, one contractor has instituted 4 policy to limit reimbursement
for most travelers ro actual amounts for meals and incidental expendi-
tures not to exceed that portion of the maximum federal per diem for
the travel location, and also to prescribe the use of a corporate hst of
hotels.

Of the eight contractors, six have moditied their procedures and
aceounts to capture the unallowable costs under the new travel regula-
tions. However only three of the eight contractors contacted elected 1o
wiit toimplement the new rravel regulations Two contractors elected to
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Table 1.2: Comparison of Per Diem Costs?® In the 10 Most-Traveled Cities in Qur Sample.

Contractors®
Govt.
Cities per diem* A B Cc D E B F @G
Los Angeles Calif §11000 $88 20 $9005 9686 $92e0 514398 310473 10215
San Diego Calit 10000 8558 0 7381 77X 11980 10550 10897
Wash D C 11200 110 01 0 108 05 a9 11 142 1% 1130 1773
New York, N Y 12800 546 0 0 D 83T? 1289 0
Dallas/Forl Worth Texas 10700 866 0O 6748 B45%  987e 9079 11799
Dayton. Ohio 7800 10451 9468 0 0 983G 11355 804
Savannan, Ga 600 4875 o O o o5 erm
St Louis, Mo 7800 535 0 S oT4gd 6482 10640 7914 9367
Ontaro Calf T Tio0 . 709 o o o o 0 0
Seattle, Wash 8600 9035 6550 Conel 0 9493 9593 9365

A zergindicates N Aata sas re s en

“ive did not ingludis one oniracher 0 the per eSSt COMpAnsnns BECAUSE 1T 4 35 Mol aBIE 10 pro e
meal and ncidental evpeneg= . oits

“WvE Used Ine madamum fecsnal per 3em rate s thal serean eftect duong Jannar, and Februar, 1967

We also compared the average lodging cost the 8 contractors provided
for the 10 most-traveled locations against the government maximum
lodging rate. As with the overall per diem rate, large differences exist
among contractors’ lodging costs. (See table [.3). In some cities, lodging
costs were higher than the government’s maximum lodging rates. (See
table [.3.) For example, three contractors reported lodging costs for New
York City, and all three contractors’ costs exceeded the government's
maximum lodging rate In addition, the government’s maximum lodging
rate for Seattle, Washington, was exceeded by six of the seven contrac-
tors which provided lodging cost for this city. Gsa has since increased
the federal per diem rates for some of these and other cities, effective
August 1, 1987
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Comparison of Data
Provided a Mixed
Result

obtain discounts for government contract employees at hotels and
motels.

Because our analyvsis used per diem cost averages. we were not able to
determine the actual unallowable costs experienced by the contractors.
However, two contractors stated that they modified their policy to limit
reimbursement for their employees not to exceed maximum per diem.
The contractors are required to compare daily costs versus federal
travel rates, and any offset of overruns by underruns to the daily rates
is not permitted. Therefore, the per diem cost averages cannot be com-
pared against the government per diem rates to determine the amount of
unallowable per diem costs. In addition, because the new travel regula-
tions apply only to contracts resulting from solicitations issued on or
after July 31, 1986, we have no assurances that the per diem costs pro-
vided by all contractors were required to meet the per diem rates estab-
lished by the new travel regulations.

Our review was performed from December 1986 to July 1987 in accor-
dance with generally accepted government auditing standards.

Although we asked each contractor to provide specific travel policy and
cost information, there were differences in the data we received. For
example, two contractors said that because of their accounting systems
and volume of travel, they could only provide a random sampling of the
January and February 1987 expense reports. According to another con-
tractor, it provided a representative list of most frequently traveled
locations. However, because of the new travel policy implementation,
travel vouchers for January and February were delayed and the infor-
mation provided was not representative of a normal 2-month period.

We did not include one contractor in the per diem cost comparison
because it was not able to provide meal and incidental expense costs.
However, as shown in table .1, we compared the data provided by the
other seven contractors, labeled A" through “G", against the maximum
per diem rates allowed by the Federal Travel Regulations. The eighth
contractor is included as contractor "H™ in our comparison of lodging
costs in 10 high-travel cities. (See table [.3.)

As shown in table L1, five of the seven contractors had per diem cost
averages no more than $5.00 above the federal per diem rates 50 per-
cent of the time. Of these contractors, three reported average per diem
rates at $5.00 or less above rhe federal rates almost 80 percent of the
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Background

Before the enactment of Public Law 99-234, the Federal Procurement
Regulations allowed government contractors to charge t(ravel costs,
including per diem charges lodging. meals, and incidental expenses), to
government contracts as long as the charges were considered reason-
able. However, no specific criteria existed to determine what was rea-
sonable. Under Federal Acquisition Regulations implementing Public
Law 99-231, contractor per diem costs are to be considered reasonable
and allowable only to the extent that they do not exceed, on a daily
basis. the maximum per diem rates set out in the Federal Travel
Regulations.

These rates, set by vy, govern per diem reimbursements to tederal
employees. Government employees are restricted to a maximum lodging
amount and a fixed rate for meals and incidental expenses within each
per diem rate The new regulations governing contractor reimburse-
ments, on the other hand. do not set lodging, meal, and incidental
expenses limits within each maximum per diem amount.

In keeping with Public Law 99-234, contractors were not subject to the
new travel cost principle until they received a contract award resulting
from a solicitation 1ssued on or after July 31, 1986, However, the DAR
Council approved a change in the eftective date for use by all Depart-
ment of Defense contracting officers. This change gave contracting
officers the option of waiting until January 1987 to begin applying the
new cost principle to applicable contracts. According to the Chairman,
DAR Council, Committee on Commercial Cost Principles, this allowed con-
tractors time to modify or adjust their accounting systems to apply the
new travel cost principles in requesting reimbursement from the govern-
ment. However. to do this, the contractor had to agree that all travel
costs after January 1, 1987, not just those incurred as a result of new
contracts. would be subject to the new principle. Of the eight contractors
we guestioned, only three elected to defer implementation—two waited
until January 1. 1987, and the other waited until October 1, 19845,

Objectives, Scope, and
Methodology

As requested by the Chairman, Subcommittee on Treasury, Postal Ser-
vice. and General Government, Senate Committee on Appropriations, we
reviewed the effect Public Law 99-234 is having on contractors to deter-
mine if the law treatrs contractors fairly. Some major defense contractors
stated that Public Law 99-234 is unfair because their employees cannot
obtain government discount rates at hotels and motels equal to those
granted government emplovees. These contractors contend that without
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As agreed with the Committee’s representative, we did a limited analy-
sis of contractor per diem costs by asking eight major defense contrac-
tors to provide us with travel cost information. However, we received
different information from the eight contractors. The volume of travel
and the different accounting systems used by the contractors influenced
the type and completeness of information which they provided.

We compared the data provided by the eight contractors and found con-
siderable differences in the per diem costs reported for the same loca-
rions by the contractors. The limited data showed that in most cases
these per diem costs did not exceed the government per diem limitations,
but we cannot conclude whether contractors are being treated fairly or
unfairly under Public Law 99-234 because our results are not based on a
statistically valid sample, and therefore, cannot be used as a basis for
general conclusions about all federal contractors. Also, the limited pre-
liminary darta did not include small or civilian agency contractors.
Because the new travel regulations. for some contractors, apply only to
contracts resulting from proposals or solicitations issued after July 31,
1986, we could not determine whether the contractors’ travel per diem
costs reflect efforts that meet the new travel regulations.

According to seven of the contractors, they have made efforts to obtain
discount rates from hotels and motels. In addition, 6sa has obtained dis-
count rates at selected hotels and motels for government contractors.
According to the Chairman, Defense Acquisition Regulatory (par) Coun-
cil, Committee on Commercial Cost Principles, contractors now have
more incentive to talk to hotels and negotiate more favorable rates.
Under the previous travel cost reimbursement system. “adequate and
reasonable” travel costs were not specifically defined. leaving contrac-
tors with no incentive to try to keep hotel costs down. However, five of
the eight contractors stated they have not changed their trave!l cost
reimbursement policies in response to Public Law 99-234.

It is too early to fully assess the effect of the new travel regulations on
contractors. Sufficient time should elapse to allow the contractors’ and
Gsa's efforts to obtain discount lodging rates to have an effect, and to
have sufficient numbers of travel vouchers processed under the new
travel regulations to assess The Chairman of the par Council Committee
on Commercial Cost Principles said data will not be available to compare
unallowable costs under the old and new systems until around December
1987, In addition, Detense Contract Audit Agency officials said it will
not be until fiscal yvear 1988 before it would be able to start auditing
travel costs. According to these officials, contractors are not required to
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