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@ G A O Comptroller General

Accountablllty * Integrity * Reliability of the United States

Umted States General Accounting Office
Washington, D.C. 20548

August 1, 2003

The Honorable Jim Nussle
Chairman

The Honorable John Spratt
Ranking Minority Member
Committee on the Budget
House of Representatives

The Honorable Don Nickles
Chairman

The Honorable Kent Conrad
Ranking Minority Member
Committee on the Budget
United States Senate

This report is submitted pursuant to section 301(e) of the Concurrent
Resolution on the Budget for Fiscal Year 2004, which directs the
Comptroller General to submit to the Committees on the Budget a
comprehensive report identifying instances in which the committees of
Jjurisdiction may make legislative changes to improve the economy,
efficiency, and effectiveness of federal programs within their jurisdiction.

In this report, we highlight opportunities for and specific examples of
legislative and administrative change that might yield budgetary savings.
We identify illustrative examples from GAO work of changes or steps that
would improve the economy, efficiency, and effectiveness of given
programs, sorted by budget function. We indicate whether an example
appeared in our 2002 report, Supporting Congressional Oversight:
Budgetary Implications of Selected GAO Work for Fiscal Year 2003,* and
whether a Congressional Budget Office (CBO) estimate was included in
that report. Each specific example included in this report is not presented
as the only way to address the significant economy, efficiency, and
effectiveness issues identified in our reviews of federal programs and
operations but rather as one of many possible approaches available to the

"H.R. Rep. No. 108-71, Sec. 301(e) (2003).
2U.S. General Accounting Office, Supporting Congressional Oversight: Budgetary

Implications of Selected GAO Work for Fiscal Year 2003, GAO-02-576 (Washington, D.C.:
Apr. 26, 2002).
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Congress. The inclusion of a specific example does not mean we endorse it
as the only feasible or appropriate approach.

We drew on GAO’s work that highlights opportunities to improve the
economy, efficiency, and effectiveness of government programs. The report
is based on program design and operational issues that we have identified
in reports for the Congress. Major risks and challenges faced by federal
agencies are summarized in the Performance and Accountability Series.?
The High-Risk Series® is designed to help the Congress focus its attention
on the most important issues and challenges facing the federal government.

Although we derived the examples presented in this report from our
existing body of work, there are similarities between the specific examples
presented here and those presented by CBO’s annual spending and revenue
options report. To assist the Congress, we also have listed GAO reports
identified as relating to options included in the CBO March 2003 Budget
Options report.” We included GAO reports if they related to the topic of the
CBO option, regardless of whether our work supported the option or not.

Addressing the myriad of issues reflected in this volume will help improve
economy, efficiency, and effectiveness and reduce costs. The budget
process should prompt us to periodically focus not only on new proposals
but on existing programs. Hard questions need to be asked not only about
the economy and efficiency of our existing programs, but about their need,
fit, relevance, priority and sustainability in the 21% century. Given the fiscal
challenges the United States faces in both the near and the longer term,
tough choices will be required in connection with what government does,
how it does business, and sometimes even who does the federal
government’s business.

We are also sending copies of this report to other interested committees of
the Congress. Copies will be made available to others upon request.

3U.S. General Accounting Office, Major Management Challenges and Risks: A
Governmentwide Perspective, GAO-03-95 (Washington, D.C.: January 2003).

*U.S. General Accounting Office, High-Risk Series: An Update, GAO-03-119 (Washington,
D.C.: January 2003).

®Congressional Budget Office, Budget Options (Washington, D.C.: March 2003).
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This report was prepared under the coordination of Paul L. Posner,
Managing Director and Susan J. Irving, Director, Federal Budget Analysis,
Strategic Issues, who may be reached at (202) 512-9573 or (202) 512-9142,
respectively. The examples provided in the appendix draw on work from
across GAQO. Specific questions about individual examples may be directed
to the GAO contact listed with each example.

Wil ——

David M. Walker
Comptroller General
of the United States
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Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal

Programs

This appendix is organized by budget function. The following two sections
are included, where available, for each budget function.

Examples from Selected GAO Work

We identify illustrative examples based on GAO’s work that highlight
opportunities to improve the economy, efficiency, and effectiveness of
federal programs. We indicate whether an example appeared in our 2002
report Supporting Congressional Oversight: Budgetary Implications of
Selected GAO Work for Fiscal Year 2003' and whether a CBO estimate was
included in that report.

CBO Options Where Related GAO Work Is Identified

We list GAO reports identified as relating to options included in the CBO
March 2003 Budget Options report.> Only those CBO options for which we
identified related GAO products are included. We included GAO reports if
they related to the topic of the CBO option, regardless of whether our work
supported the option or not.

U.S. General Accounting Office, Supporting Congressional Oversight: Budgetary
Implications of Selected GAO Work for Fiscal Year 2003, GAO-02-576 (Washington, D.C.:
Apr. 26, 2002).

“Congressional Budget Office, Budget Options (Washington, D.C.: March 2003).
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Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

050 National Defense

Examples from Selected GAO Work
Reduce the Number of Carrier Battle Group Expansions and Upgrades

Limit Commitment to Production of the F/A-22 Fighter until Operational
Testing Is Complete

Reassess the Need for the Selective Service System

Consolidate Military Exchange Stores

Reorganize C-130 Reserve Squadrons

Acquire Conventionally Rather Than Nuclear-Powered Aircraft Carriers
Improve the Administration of Defense Health Care

Seek Additional Opportunities for VA and DOD to Increase Joint Activities
to Enhance Services to Beneficiaries and Reduce Costs

Continue Defense Infrastructure Reform

Reduce Funding for Renovation and Replacement of Military Housing until
DOD Completes Housing Needs Assessment

Improve DOD Procurement Practices Regarding Canceling Orders
Reduce Planned Military Construction Costs for Barracks

Take a Strategic Approach to Department of Defense Acquisition of
Services

Address Overpayments to Defense Contractors

CBO Options Where Related GAO Work Is Identified
050-05 Cancel the Army’s Comanche Helicopter Program
050-10 Reduce Purchases of the Air Force’s F/A-22 Fighter

050-11 Slow the Schedule of the F-35 Joint Strike Fighter Program
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Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

050-19 Replace Military Personnel in Some Support Positions with Civilian
Employees of the Department of Defense

050-22 Have the Departments of Defense and Veterans Affairs Purchase
Drugs Jointly
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Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

Examples from
Selected GAO Work

Reduce the Number of
Carrier Battle Group
Expansions and Upgrades

Primary agency Department of Defense

Accounts Multiple

Spending type Discretionary

Budget subfunction 051/Department of Defense—Military

Aircraft carrier battle groups are the centerpiece of the Navy’s surface
force and significantly influence the size, composition, and cost of the fleet.
The annualized cost to acquire, operate, and support a single navy carrier
battle group is about $2 billion (in fiscal year 2000 dollars) and is likely to
increase as older units are replaced and modernized. The Navy has several
costly ongoing carrier-related programs: two nuclear-powered Nimitz-class
carriers are under construction ($9.6 billion); a research and development
program ($3.6 billion) for a new nuclear-powered carrier design is
underway; the second ship of the 10-ship Nimitz-class began its 3-year
refueling complex overhaul in 2001 ($2.5 billion) and the third ship is
scheduled to begin in 2005; AEGIS destroyers are being procured and the
next generation of surface combatants is being designed; and carrier-based
aircraft are expected to be replaced/upgraded by a new generation of strike
fighters and mission support aircraft throughout the next decade.

Our analysis indicates that there are opportunities to use less costly
options to satisfy many of the carrier battle groups’ traditional roles
without unreasonably increasing the risk that U.S. national security would
be threatened. For example, one less costly option would be to rely more
on battle groups centered around increasingly capable amphibious assault
ships, surface combatants and Trident SSGNs for overseas presence and
crisis response. In the past, CBO concluded that savings could be achieved
if the Congress chose to retire one aircraft carrier, the CVN-70, and one
active air wing in 2005.
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Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report’

Related GAO Products

GAO Contact

Yes.

Force Structure: Options for Enhancing the Navy's Attack Submarine
Force. GAO-02-97. Washington, D.C.: November 14, 2001.

Navy Aircraft Carriers: Cost-Effectiveness of Conventionally and
Nuclear-Powered Carriers. GAO/NSIAD-98-1. Washington, D.C.: August 27,
1998.

Aireraft Acquisition: Affordability of DOD’s Investment Strategy.
GAO/NSIAD-97-88. Washington, D.C.: September 8, 1997.

Surface Combatants: Navy Faces Challenges Sustaining Its Current
Program. GAO/NSIAD-97-57. Washington, D.C.: May 21, 1997.

Cruise Missiles: Proven Capability Should Affect Aircraft and Force
Structure Requirements. GAO/NSIAD-95-116. Washington, D.C.: April 20,
1995.

Navy'’s Aircraft Carrier Program: Investment Strateqy Options.
GAO/NSIAD-95-17. Washington, D.C.: January 1, 1995.

Navy Carrier Battle Groups: The Structure and Affordability of the
Future Force. GAO/NSIAD-93-74. Washington, D.C.: February 25, 1993.

Henry L. Hinton, Jr., (202) 512-4300

*Throughout this document, “GAO’s 2002 Budget Implications Report” refers to U.S. General
Accounting Office, Supporting Congressional Oversight: Budgetary Implications of
Selected GAO Work for Fiscal Year 2003, GAO-02-576 (Washington, D.C.: Apr. 26, 2002).
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Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

Limit Commitment to
Production of the F/A-22
Fighter until Operational
Testing Is Complete

Primary agency Department of Defense

Account Aircraft Procurement, Air Force (57-3010)
Spending type Discretionary

Budget subfunction 051/Department of Defense—Miilitary

The fiscal year 2003 Defense Appropriations Act provided funds for low-
rate initial production of 20 F/A-22 aircraft, and DOD plans to procure 22
aircraft in fiscal year 2004, 24 aircraft in fiscal year 2005, 26 aircraft in fiscal
year 2006, and begin full-rate production of 32 aircraft in fiscal year 2007.

In several reports over the last 8 years, and as recently as March 2003, GAO
concluded that the Department of Defense (DOD) should minimize
commitments to F/A-22 production until completion of operational testing,
now planned for fiscal year 2004. Limiting initial production rates until
completion of operational testing affords the opportunity to confirm the
stability and soundness of a new system before committing large amounts
of production funding to purchase aircraft. In the past, buying production
articles before they could be adequately tested has resulted in buying
systems that require modifications to achieve satisfactory performance.
The F/A-22 development program did not meet key performance, schedule,
and cost goals in fiscal year 2002. We reported in March 2003 that the
program continues to address technical problems that have limited the
performance of test aircraft, including excessive movement or “buffeting”
of the vertical tail fins, weakening of materials in the horizontal tail, and
instability of avionics software. Air Force officials cannot predict when
they will resolve the avionics problem.

Further, commercial and DOD best practices have shown that completing a
system'’s testing prior to producing significant quantities will substantially
lower the risk of costly fixes and retrofits. Conversely, lower production
rates could increase average procurement cost over the life of the program
and, if the Air Force maintains its plan to procure 276 production aircraft,
lead to difficulties in completing the production program within the
production cost estimate.

Low-rate initial production of 20 aircraft has been approved by the

Congress for fiscal year 2003. The Air Force subsequently determined that
21 aircraft could be purchased for the amount of funding provided in the
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Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

fiscal year 2003 defense appropriations act. To avoid the acceleration of
production until completion of operational testing, low-rate initial
production could be maintained at 21 aircraft through fiscal year 2004. If
the Congress were to limit funding to no more than 21 aircraft in fiscal year
2004, and then proceed with the planned acceleration of production to 24
aircraft in fiscal year 2005, 26 aircraft in 2006, and 32 aircraft in 2007,
budget savings could be achieved.

No—the number of aircraft associated with this option has increased since
the CBO estimates were published.

Best Practices: Better Acquisition Outcomes Are Possible If DOD Can
Apply Lessons from F/A-22 Program. GAO-03-645T, Washington, D.C.:
April 11, 2003.

Tactical Aircraft: Status of the F/A-22 Program. GAO-03-603T.
Washington, D.C.: April 2, 2003.

Tactical Aireraft: DOD Should Reconsider Decision to Increase F/A-22
Production Rates While Development Risks Continue. GAO-03-431.
Washington, D.C.: March 14, 2003.

Tactical Aircraft: DOD Needs to Better Inform Congress about
Implications of Continuing F/A-22 Cost Growth. GAO-03-280.
Washington, D.C.: February 28, 2003.

Tactical Aircraft: F/A-22 Delays Indicate Initial Production Rates Should
Be Lower to Reduce Risks. GAO-02-298. Washington, D.C.:
March 5, 2002.

Tactical Aireraft: Continuing Difficulty Keeping F-22 Production Costs
Within the Congressional Limitation. GAO-01-782. Washington, D.C.:
July 16, 2001.

Tactical Aircraft: F-22 Development and Testing Delays Indicate Need for
Limit on Low-Rate Production. GAO-01-310. Washington, D.C.: March 15,
2001.

Defense Acquisitions: Recent F-22 Production Cost Estimates Exceeded
Congresstonal Limitation. GAO/NSIAD-00-178. Washington, D.C.:
August 15, 2000.
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Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

F-22 Aircraft: Development Cost Goal Achievable If Major Problems Are
Avoided. GAO/NSIAD-00-68. Washington, D.C.: March 14, 2000.

Defense Acquisitions: Progress in Meeting F-22 Cost and Schedule Goals.
GAO/T-NSIAD-00-58. Washington, D.C.: December 7, 1999.

Fiscal Year 2000 Budget: DOD’s Procurement and RDT&E Programs.
GAO/NSIAD-99-233R. Washington, D.C.: September 23, 1999.

Defense Acquisitions: Progress of the F-22 and F/A-18E/F Engineering
and Manufacturing Development Programs. GAO/T-NSIAD-99-113.
Washington, D.C.: March 17, 1999.

F-22 Aircraft: Issues in Achieving Engineering and Manufacturing
Development Goals. GAO/NSIAD-99-565. Washington, D.C.: March 15, 1999.

1999 DOD Budget: DOD’s Procurement and RDT&E Programs.
GAO/NSIAD-98-216R. Washington, D.C.: August 14, 1998.

F-22 Aircraft: Progress of the Engineering and Manufacturing
Development Program. GAO/T-NSIAD-98-137. Washington, D.C.: March 25,
1998.

F-22 Aircraft: Progress in Achieving Engineering and Manufacturing
Development Goals. GAO/NSIAD-98-67. Washington, D.C.: March 10, 1998.

Aircraft Acquisition: Affordability of DOD’s Investment Strategy.
GAO/NSIAD-97-88. Washington, D.C.: September 8, 1997.

F-22 Restructuring. GAO/NSIAD-97-100BR. Washington, D.C.: February 28,
1997.

Tactical Airceraft: Concurrency in Development and Production of F-22
Aircraft Should Be Reduced. GAO/NSIAD-95-59. Washington, D.C.: April 19,
1995.

Weapons Acquisition: Low-Rate Initial Production Used to Buy Weapon
Systems Prematurely. GAO/NSIAD-95-18. Washington, D.C.: November 21,
1994.

Tactical Aireraft: F-15 Replacement Is Premature As Currently Planned.
GAO/NSIAD-94-118. Washington, D.C.: March 25, 1994.
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Reassess the Need for the
Selective Service System

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Product

Primary agency Department of Defense
Spending type Discretionary
Budget subfunction 054/Defense-related activities

No one has been drafted since 1973 and the advent of the all-volunteer
force. Since 1980, after the Soviet invasion of Afghanistan, males from ages
of 18 through 26 have continued registering with the Selective Service
System for a potential draft in the event of a national emergency. However,
it would still require congressional action to actually draft anyone into the
military. A return to a military draft seems unlikely. One reason for this is
that any recruiting shortfalls represent only a minute percentage of the
over 13 million males of draft age and it would be very difficult to ensure a
fair and equitable draft to cover such shortfalls. The likelihood of the
United States engaging in a manpower-intensive conflict in the future is
very remote, so alternative approaches to a draft could be devised to fill
personnel needs.

Supporters of continuing registration maintain that it is a relatively
inexpensive insurance policy in case the government underestimates the
threat level the U.S. military may face in a future contingency. Supporters
also contend that registration maintains the link between the military and
society-at-large and reinforces the notion that citizenship involves an
obligation to the nation. They also maintain that it would ensure a fair and
equitable draft should one need to be reinstated in the future. Nevertheless,
it was estimated in 1997 that it would take a little more than a year and cost
about $23 million (or about 1 year’s appropriation) to bring the Selective
Service System back from a “deep standby” status. In the past, CBO
concluded that savings could be achieved if the Congress chose to
terminate the Selective Service System.

Yes.

Selective Service: Cost and Implications of Two Alternatives to the
Present System. GAO/NSIAD-97-225. Washington, D.C.: September 10,
1997.
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Consolidate Military
Exchange Stores

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

Primary agency Department of Defense

Accounts Multiple

Spending type Discretionary

Budget subfunction 051/Department of Defense—Miilitary

Since 1968, studies by GAO, the Department of Defense (DOD), and others
have concluded that financial benefits could be achieved through
consolidation of military exchange stores into a single entity. The Office of
the Secretary of Defense in a decision memorandum dated May 9, 2003,
decided that a single optimized Armed Service exchange system would best
serve the department and exchange patrons. DOD has established a task
force to produce, within 24 months, a plan to consolidate the three
exchange systems (Army and Air Forces Exchange Service, Navy
Exchange, and the Marine Corps Exchange) into one. The consolidation
will affect management and “back room” operations of the exchanges.
However, it will be transparent to the exchange workers and shoppers as
sailors, for example, will still go to a Navy Exchange. The director of this
effort believes it is too early in the process to estimate savings from the
consolidation. While savings are expected to accrue to the exchange
system and benefit Morale, Welfare and Recreation funding, it appears that
any savings to appropriation accounts would be limited because the
exchanges only indirectly receive benefits from appropriated funds. For
example, they do not pay (1) rent for use of properties owned by the U.S.
government, (2) the salaries of military personnel working for the
exchanges, and (3) utilities associated with overseas exchanges.
Significant savings to appropriated funds are likely to result only to the
extent that reductions occur in military personnel and facilities. It is not
clear at this point to what extent, if any, that will occur as part of this effort.

Yes.

Defense Management: Industry Practices Can Help Military Exchanges
Better Assure That Their Goods Are Not Made by Child or Forced Labor.
GAO-02-256. Washington, D.C.: January 31, 2002.
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Excess Equipment for Former Castle AFB (BXMART). GAO/NSIAD-98-
94R. Washington, D.C.: February 27, 1998.

Morale, Welfare, and Recreation: Declining Funds Require DOD to Take
Action. GAO/NSIAD-94-120. Washington, D.C.: February 28, 1994.

GAO Contact Barry W. Holman, (202) 512-8412
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Reorganize C-130 Reserve
Squadrons

Primary agency Department of Defense

Accounts Multiple

Spending type Discretionary

Budget subfunction 051/Department of Defense—Miilitary

Currently, the majority of the Air Force’s C-130 aircraft are in the reserve
component—that is, assigned to the Air Force Reserve and the Air National
Guard. Typically, reserve component wings are organized in one squadron
of 8 C-130 aircraft. However, active Air Force wings flying the same aircraft
are generally organized in two to three squadrons of 14 C-130 aircraft.
Given this organizational approach, reserve component C-130 aircraft are
widely dispersed throughout the continental United States, Hawaii, and
Alaska.

The Air Force could reduce costs and meet peacetime and wartime
commitments if it reorganized its reserve component C-130 aircraft into
larger squadrons and wings at fewer locations. These savings would
primarily result from fewer people being needed to operate these aircraft.
For example, we reported in 1998 that redistributing 16 C-130 aircraft from
two 8-aircraft reserve wings to one 16-aircraft reserve wing could save
about $11 million dollars annually. This reorganization could eliminate
about 155 full-time positions and 245 part-time positions; the decrease in
full-time positions is especially significant, since the savings associated
with these positions represents about $8 million, or 75 percent of the total
savings. Fewer people would be needed in areas such as wing
headquarters, logistics, operations, and support group staffs as well as
maintenance, support, and military police squadrons.*

Several alternatives could be developed to redistribute existing reserve
component C-130 aircraft into larger squadrons. Sufficient personnel could
be recruited for the larger squadrons, and most locations’ facilities could be
inexpensively expanded to accommodate the unit sizes. Overall savings
will depend on the organizational model selected, but each should produce

“To the extent that alternatives are selected that would cause civilian personnel reductions
that exceed the thresholds established in 10 U.S.C. 2687, the department would have to
follow the procedures provided in that section.
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savings to help make additional funding available for force modernization.
The alternative that requires the most reorganizing would increase the
squadron size to 16 aircraft for the C-130 by redistributing aircraft from 13
C-130 squadrons to other squadrons.

CBO 5-Year Cost Estimate No.
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Product Air Force Aircraft: Reorganizing Mobility Airvcraft Units Could Reduce
Costs. GAO/NSIAD-98-55. Washington, D.C.: January 21, 1998.

GAO Contact Henry L. Hinton, Jr., (202) 512-4300
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Acquire Conventionally
Rather Than Nuclear-
Powered Aircraft Carriers

Primary agency Department of Defense

Accounts Multiple

Spending type Discretionary

Budget subfunction 051/Department of Defense—Miilitary

Throughout the 1960s and most of the 1970s, the Navy pursued a goal of
creating a fleet of nuclear carrier task forces. The centerpiece of these task
forces, the nuclear-powered aircraft carrier, would be escorted by nuclear-
powered surface combatants and nuclear-powered submarines. In deciding
to build nuclear-powered surface combatants, the Navy believed that the
greatest benefit would be achieved when all the combatant ships in the task
force were nuclear-powered. However, the Navy stopped building nuclear-
powered surface combatants after 1975 because of the high cost. The last
nuclear-powered surface combatants were decommissioned in the late
1990s because they were not cost-effective to operate and maintain.

Our analysis shows that both conventional and nuclear aircraft carriers
have been effective in fulfilling U.S. forward presence, crisis response, and
war-fighting requirements and share many characteristics and capabilities.
Conventionally and nuclear-powered carriers both have the same standard
air wing and train to the same mission requirements. Each type of carrier
offers certain advantages. For example, conventionally powered carriers
spend less time in extended maintenance and, as a result, can provide more
forward presence coverage. By the same token, nuclear carriers can store
larger quantities of aviation fuel and munitions and, as a result, are less
dependent upon at-sea replenishment. There was little difference in the
operational effectiveness of nuclear and conventional carriers in the 1991
Persian Gulf War.

The United States maintains a continuous presence in the Pacific region by
homeporting a conventionally powered carrier in Japan. If the Navy
switches to an all-nuclear carrier force, it would need to homeport a
nuclear-powered carrier there to maintain the current level of worldwide
overseas presence with a 12-carrier force. Homeporting a nuclear-powered
carrier in Japan could prove difficult and costly because of the need for
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

support facilities, infrastructure improvements, and additional personnel.”
The United States would need a larger carrier force if it wanted to maintain
a similar level of presence in the Pacific region with nuclear-powered
carriers homeported in the United States. During fiscal year 2003, a new
nuclear-powered carrier replaced a retiring conventionally powered
carrier, leaving a mix of 10 nuclear and 2 conventionally powered carriers.

The life-cycle costs—investment, operating and support, and inactivation
and disposal costs—are greater for nuclear-powered carriers than
conventionally powered carriers. Our analysis, based on historical and
projected costs, shows that life-cycle costs for conventionally powered and
nuclear-powered carriers (for a notional 50-year service life) are estimated
at $14.1 billion and $22.2 billion (in fiscal year 1997 dollars), respectively.

In assessing design concepts for the next class of aircraft carriers—and
consistent with the Navy’s objectives to reduce life-cycle costs by 20
percent—our analysis indicates that national security requirements can be
met at less cost with conventionally powered carriers rather than nuclear-
powered carriers. In the past, CBO concluded that savings could be
achieved if the Congress chose to acquire a conventionally powered carrier
in 2007 instead of a nuclear-powered carrier.

Yes.

Navy Aireraft Carriers: Cost-Effectiveness of Conventionally and
Nuclear-Powered Carriers. GAO/NSIAD-98-1. Washington, D.C.: August 27,
1998.

Nuclear Waste: Impediments to Completing the Yucca Mountain
Repository Project. GAO/RCED-97-30. Washington, D.C.: January 17, 1997.

Navy Carrier Battle Groups: The Structure and Affordability of the
Future Force. GAO/NSIAD-93-74. Washington, D.C.: February 25, 1993.

The State Department has noted that the entry of nuclear-powered vessels into Japanese
ports remains sensitive in Japan and there would have to be careful consultations with the
government of Japan should the U.S. Government wish to homeport a nuclear-powered
carrier in Japan.
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Nuclear-Powered Ships: Accounting for Shipyard Costs and Nuclear
Waste Disposal Plans. GAO/NSIAD-92-256. Washington, D.C.: July 1, 1992.

GAO Contact Henry L. Hinton, Jr., (202) 512-4300
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Improve the Administration
of Defense Health Care

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

Primary agency Department of Defense

Account Defense Health Program (97-0130)
Spending type Discretionary

Budget subfunction 051/Department of Defense—Military

Each of the three military departments (Army, Navy, and Air Force)
operates its own health care system, providing medical care to active duty
personnel, their dependents, retirees, and survivors of military personnel.
To a large extent, these separate, costly systems perform many of the same
administrative, management, and operational functions.

Numerous studies since 1949, with the most recent completed in 2001, have
reviewed whether a central entity should be created within the Department
of Defense (DOD) for the centralized management and administration of
the three systems. Most of these studies encouraged some form of
organizational consolidation. A Defense health agency would consolidate
the three military medical systems into one centrally managed system,
eliminating duplicate administrative, management, and operational
functions. No specific budget estimate can be developed until numerous
variables, such as the extent of consolidation and the impact on command
and support structures, are determined.

Although in the past CBO agreed that improving the administration of
Defense health care had the potential to create savings, it could not
develop a savings estimate without a specific legislative proposal.

No.

Defense Health Care: TRICARE Resource Sharing Program Failing to
Achieve Expected Savings. GAO/HEHS-97-130. Washington, D.C.:
August 22, 1997.

Defense Health Care: Actions Under Way to Address Many TRICARE

Contract Change Order Problems. GAO/HEHS-97-141. Washington, D.C.:
July 14, 1997.
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GAO Contact

TRICARE Administrative Prices in the Northwest Region May Be Too
High. GAO/HEHS-97-149R. Washington, D.C.: June 24, 1997.

Defense Health Care: New Managed Care Plan Progressing, but Cost and
Performance Issues Remain. GAO/HEHS-96-128. Washington, D.C.:
June 14, 1996.

Defense Health Care: Despite TRICARE Procurement Improvements,
Problems Remain. GAO/HEHS-95-142. Washington, D.C.: August 3, 1995.

Defense Health Care: DOD’s Managed Care Program Continues to Face
Challenges. GAO/T-HEHS-95-117. Washington, D.C.: March 28, 1995.

Defense Health Care: Issues and Challenges Confronting Military
Medicine. GAO/HEHS-95-104. Washington, D.C.: March 22, 1995.

Marjorie E. Kanof, (202) 512-7101
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Seek Additional
Opportunities for VA and
DOD to Increase Joint
Activities to Enhance
Services to Beneficiaries
and Reduce Costs

Primary agencies Department of Defense
Department of Veterans Affairs

Accounts Multiple

Spending type Discretionary

Budget subfunctions Multiple

Together, the Department of Veterans Affairs (VA) and the Department of
Defense (DOD) provide health care services to more than 12 million
beneficiaries at a cost of about $34 billion annually. To promote more cost-
effective use of these health care resources and more efficient delivery of
care, in 1982 the Congress passed the VA and DOD Health Resources
Sharing and Emergency Operations Act (Sharing Act). Specifically, the act
authorizes VA medical centers (VAMC) and military treatment facilities
(MTF) to become partners and enter into sharing agreements to buy, sell,
and barter medical and support services.

VA and DOD continue to be hampered by long-standing barriers, including
inconsistent reimbursement and budgeting policies and burdensome
agreement approval processes. These long-standing barriers, along with
changes in how VA and DOD provide medical care, present challenges for
future collaboration and cost efficiencies. Although VA and DOD have
taken some actions to address these barriers and seek more opportunities
to maximize resources, challenges still remain. In a February 2002 staff
report to the House Committee on Veterans’ Affairs, new opportunities for
enhancing sharing authority between the VA and DOD were discussed and
legislation recommended to achieve more VA and DOD resource sharing.
Further, in May 2003, the President’s Task Force to Improve Health Care
Delivery For Our Nation’s Veterans submitted its final report, which
includes a series of recommendations to remove barriers and improve
collaboration between VA and DOD. It is too early to determine what
impact the findings and recommendations of the Presidential Task Force
will have on joint activities between VA and DOD.

VA and DOD sharing partners generally believe the sharing program yielded
benefits in both dollar savings and qualitative gains. Recognizing joint
purchasing as an area where efficiencies could be achieved, in June 1999,
VA and DOD signed a memorandum of agreement to combine their buying
power and eliminate contracting redundancies for certain items, including
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

pharmaceuticals and medical and surgical supplies. In 2001, we reported
that VA and DOD saved over $170 million annually by jointly procuring
pharmaceuticals. However, as we testified in June 2002, VA and DOD had
not awarded joint contracts for medical and surgical supplies, as
envisioned by their memorandum of agreement. In fiscal year 2001, VA
spent about $500 million and DOD spent about $240 million for medical and
surgical supplies. Our analysis of about 100 identical medical and surgical
items that VA and DOD now contract for separately indicates that jointly
purchasing these items will yield additional savings, although we were
unable to quantify the full potential. For example, in fiscal year 2001, if VA
had collaborated with DOD and obtained a discounted price from one of
DOD’s regions for needle and syringe disposal containers, VA could have
saved tens of thousands of dollars on this one item alone. Similarly, DOD
could have realized additional savings if it had obtained VA’'s lower national
contract price on one type of intravenous tubing.

While it is difficult to quantify the potential savings that joint contracting
and other shared approaches could yield, as we reported in 2002, these
savings could be meaningful given that VA’s and DOD’s separate
approaches to procuring surgical and medical supplies have yielded an
estimated $19 million annually in savings. However, much needs to be done
to take advantage of additional savings opportunities. At this point, neither
department has accurate, reliable, and comprehensive procurement
information—a basic requirement for identifying potential medical and
surgical items to standardize. Furthermore, because DOD has opted to
follow a regional rather than a national approach to standardization,
opportunities for national joint procurement will be more difficult to
achieve.

Other types of potential sharing exist to maximize each system’s capacities
and result in the most effective delivery of health care. For example, having
DOD use VA’s consolidated mail outpatient pharmacies could yield
additional significant savings. VA and DOD need to continue to work
together to determine an appropriate course of action to ensure that
resource-sharing opportunities are realized to the maximum extent
possible.

No.
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VA and Defense Health Care: Potential Exists for Savings through Joint
Purchasing of Medical and Surgical Supplies. GAO-02-872T. Washington,
D.C.: June 26, 2002.

DOD and VA Pharmacy: Progress and Remaining Challenges in Jointly
Buying and Mailing Out Drugs. GAO-01-688. Washington, D.C.: May 25,
2001.

DOD and VA Health Care: Jointly Buying and Mailing Out
Pharmaceuticals Could Save Millions of Dollars. GAO/T-HEHS-00-121.
Washington, D.C.: May 25, 2000.

VA and Defense Health Care: Rethinking of Resource Sharing Strategies
Is Needed. GAO/T-HEHS-00-117. Washington, D.C.: May 17, 2000.

VA and Defense Health Care: Evolving Systems Require Rethinking of
Resource Sharing Strategies. GAO/HEHS-00-562. Washington, D.C.: May 17,
2000.

Cynthia A. Bascetta, (202) 512-7101

Page 26 GAO-03-1006 Opportunities for Oversight


http://www.gao.gov/cgi-bin/getrpt?GAO/T-HEHS-00-121
http://www.gao.gov/cgi-bin/getrpt?GAO/T-HEHS-00-117
http://www.gao.gov/cgi-bin/getrpt?GAO/HEHS-00-52
http://www.gao.gov/cgi-bin/getrpt?GAO-02-872T
http://www.gao.gov/cgi-bin/getrpt?GAO-01-588

Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

Continue Defense
Infrastructure Reform

Primary agency Department of Defense

Accounts Multiple

Spending type Discretionary

Budget subfunction 051/Department of Defense—Miilitary

Although the Department of Defense (DOD) has made significant
reductions in defense force structure and military spending since the end of
the Cold War, it has not achieved commensurate reductions in
infrastructure® costs. We previously reported that the proportion of planned
infrastructure funding in DOD’s budgets would remain relatively constant
at about 60 percent through 2005. DOD recognized that it must make better
use of its scarce resources and announced a major reform effort—the
Defense Reform Initiative (DRI). This effort began in November 1997. A
major thrust of the DRI was to reduce unneeded infrastructure, primarily
through a number of initiatives aimed at substantially streamlining and
improving the economy and efficiency of DOD’s business operations and
support activities. The resulting savings were expected to help DOD
modernize its war fighting forces.

While the administration has not continued the formal DRI program, it has
recognized the need to continue reform efforts. Secretary of Defense
Rumsfeld announced on June 18, 2001, the creation of two new
management committees to recommend ways to improve DOD’s business
activities and transform the U.S. military into a 21st century fighting force.
The Senior Executive Committee, which includes the Secretary and deputy
secretaries of Defense and the service secretaries, is expected to meet
monthly and use its members’ unique qualifications as business leaders to
recommend changes to DOD’s business practices. The second committee,
the Business Initiative Council, also includes the service secretaries but is
chaired by the Under Secretary of Defense for Acquisition, Technology, and
Logistics. Its mission is to recommend good business practices and achieve
cost savings that will help pay for other DOD priorities. Although the

DOD defines infrastructure as those activities that provide support services to mission
programs, such as combat forces, and primarily operate from fixed locations. They include
such program elements as installation support, acquisition infrastructure, central logistics,
central training, central medical, and central personnel.
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agendas of these committees are not clear at this time, their members have
endorsed several initiatives that were part of the DRI program (e.g., family
housing and utilities privatization) and indicated that they would consider
25 other areas that impact readiness and quality of life. They also
emphasized that the committees do not intend to conduct another study.
Rather, they will execute those initiatives or ideas that have already been
researched and offer opportunities to fundamentally change DOD’s
business practices and reduce infrastructure costs.

Despite the change in the management structure, a number of old
initiatives continue. However, progress in achieving the goals is mixed, as
the following illustrate.

* A major efficiency initiative is to subject 226,000 government positions
to public-private competition using OMB Circular A-76 or to subject
those positions to alternative sourcing such as partnering or divestiture.
Competitive sourcing is one of the five governmentwide initiatives in the
President’s Management Agenda. Under this initiative, OMB has
directed agencies to compete 15 percent of positions deemed
commercial in their fiscal year 2000 Federal Activities Inventory Reform
Act inventories by the end of fiscal year 2003, with the ultimate goal of
at least 50 percent through fiscal year 2008. DOD expects that they will
meet these goals predominately through A-76 competitions. DOD has
not attached savings targets to these goals, although it has in the past.
Nevertheless, we have noted that these efforts can produce significant
savings regardless of whether governmental organizations or private
contractors win the competitions. However, we have raised questions
about the precision of DOD’s past savings estimates and the likelihood
that the savings will not be realized as quickly as DOD projected.

e DOD has initiated a program to demolish and dispose of over 80 million
square feet of excess buildings on military facilities. The military
services were each given a demolition goal and expect to meet their
goals and complete the program by 2003.

¢ (losing unneeded research development test and evaluation (RDT&E)
facilities has proved to be more difficult. DOD’s RDT&E infrastructure
consists of 131 facilities that develop and test military technologies.
Over the years, DOD has tried to reduce the size of its RDT&E
infrastructure. In addition, DOD reduced its RTD&E personnel by about
40,000 between fiscal years 1990 and 1997, saving an estimated
$2.4 billion annually in personnel costs. Despite these reductions, the
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RDT&E infrastructure continues to have excess capacity. DOD
estimates that excess capacity, in terms of square footage, is between 20
percent and 60 percent, depending on the military service and the
method of estimation used. Moreover, DOD has stated that estimated
personnel reductions are somewhat inflated because many government
employees were replaced by on-site contractor employees who are
conducting essentially the same tasks as government employees.

¢ Privatizing utilities has also proved to be more complicated and costly
than anticipated and, consequently, progress has been very limited. The
department established the goal of privatizing utility systems on military
bases by September 30, 2003. However, as of March 2003, almost 6 years
after the goal was established, DOD had privatized only 38 of the
approximately 1,700 systems being considered for privatization under
existing legislation. The effort has proven to be more complex, time-
consuming, and expensive than originally anticipated. Although exact
costs are not known, DOD estimates that it could cost hundreds of
millions of dollars to complete required feasibility and environmental
studies and upgrade the facilities to make them attractive to private
investors. Additionally, instead of realizing significant savings, as once
envisioned, the program might instead increase costs to the
department’s operations and maintenance budgets to pay for privatized
utility services. By not privatizing, however, DOD faces large capital
costs (possibly in the billions) to repair the utility systems and ensure
they continue to operate at an acceptable level. DOD sees privatization
as a way to use private resources to finance these needed capital repairs
and to get out of a business that is clearly not central to its mission.

e Privatizing family housing through private sector financing, ownership,
operation, and maintenance has also experienced delays. Since the
program began, the department has awarded a small number of
contracts. DOD has not implemented a departmentwide standard
process for determining housing requirements. DOD and the services
have worked to develop the framework for this process, but technical
concerns—such as standards for affordable housing and commuting
distance—have stalled its adoption. Also, DOD’s life-cycle cost analyses
for housing privatization have been incomplete and inaccurate, and have
overstated savings. Moreover, increasing military members’ housing
allowance to secure private sector housing may be a better alternative
to more quickly increase the availability of quality housing to military
members.
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The administration also continues to emphasize the need for at least one
additional base realignment and closure round in 2005 to reduce unneeded
infrastructure and free up funds for readiness, weapon modernization, and
other needs.” DOD projects that additional base closure rounds could save
several billion dollars annually once realignment and closure actions are
completed and the costs of implementing the actions are offset by savings.
While we have previously raised questions about the precision of DOD’s
savings estimate, our work has nevertheless shown that the department
will realize net annual recurring savings once initial investment costs from
implementing realignment and closure decisions have been offset.

Undoubtedly, opportunities remain for DOD to reduce its infrastructure
costs through additional strategic sourcing, streamlining, consolidating,
and possibly privatizing. However, DOD needs a plan and investment
strategy to maximize the results of these efforts. In particular, a
comprehensive integrated consolidation and downsizing plan that sets
goals, identifies specific initiatives, and sets priorities across DOD is
needed to guide and sustain reform efforts. Ongoing DRI initiatives from
the previous administration as well as initiatives involving the 25 business
areas being evaluated by the Business Initiatives Council need to be
addressed by the plan. Savings for this option cannot be fully estimated
until such a plan is developed.

CBO 5-Year Cost Estimate No.
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products Defense Management: New Management Reform Program Still Evolving.
GAO-03-58. Washington, D.C.: December 12, 2002.

Major Management Challenges and Program Risks, Department of
Defense. GAO-01-244. Washington, D.C.: January 2001.

Future Years Defense Program: Risks in Operation and Maintenance and
Procurement Programs. GAO-01-33. Washington, D.C.: October 5, 2000.

"The National Defense Authorization Act for Fiscal Year 2002 authorized another Base
Realignment and Closure (BRAC) round to be conducted in 2005.
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Defense Infrastructure: Improved Performance Measures Would Enhance
Defense Reform Initiative. GAO/NSIAD-99-169. Washington, D.C.:
August 4, 1999.

Defense Reform Initiative: Organization, Status and Challenges.
GAO/NSIAD-99-87. Washington, D.C.: April 21, 1999.

Defense Reform Initiative: Progress, Opportunities, and Challenges.
GAO/T-NSIAD-99-95. Washington, D.C.: March 2, 1999.

Force Structure: A-76 Not Applicable to Air Force 38th Engineering
Installation Wing Plan. GAO/NSIAD-99-73. Washington, D.C.: February 26,
1999.

Major Management Challenges and Program Risks: Department of
Defense. GAO/OCG-99-4. Washington, D.C.: January 1999.

Army Industrial Facilities: Workforce Requirements and Related Issues
Affecting Depots and Arsenals. GAO/NSIAD-99-31. Washington, D.C.:
November 30, 1998.

Military Bases: Review of DOD’s 1998 Report on Base Realignment and
Closure. GAO/NSIAD-99-17. Washington, D.C.: November 13, 1998.

Defense Infrastructure: Challenges Facing DOD in Implementing Reform
Initiatives. GAO/T-NSIAD-98-115. Washington, D.C.: March 18, 1998.

Best Practices: Elements Critical to Successfully Reducing Unneeded
RDT&E Infrastructure. GAO/NSIAD/RCED-98-23. Washington, D.C.:
January 8, 1998.

Future Years Defense Program: DOD’s 1998 Plan Has Substantial Risk in
Execution. GAO/NSIAD-98-26. Washington, D.C.: October 23, 1997.

1997 Defense Reform Bill: Observations on H.R. 1778. GAO/T-NSIAD-97-
187. Washington, D.C.: June 17, 1997.

Defense Infrastructure: Demolition of Unneeded Buildings Can Help

Avoid Operating Costs. GAO/NSIAD-97-125. Washington, D.C.: May 13,
1997.
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DOD High-Risk Areas: Eliminating Underlying Causes Will Avoid
Billions of Dollars in Waste. GAO/T-NSIAD/AIMD-97-143. Washington,
D.C.: May 1, 1997.

Defense Acquisition Organizations: Linking Workforce Reductions With
Better Program Outcomes. GAO/T-NSIAD-97-140. Washington, D.C.:
April 8, 1997.

Defense Budget: Observations on Infrastructure Activities. GAO/NSIAD-
97-127BR. Washington, D.C.: April 4, 1997.

GAO Contact Henry L. Hinton, Jr., (202) 512-4300
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Reduce Funding for
Renovation and
Replacement of Military
Housing until DOD
Completes Housing
Assessment

Primary agency Department of Defense

Accounts Multiple

Spending type Discretionary

Budget subfunction 051/Department of Defense—Miilitary

One of the Department of Defense’s (DOD’s) most pressing problems is its
outsized and decaying infrastructure, and this problem is prominent in the
family housing program. By DOD’s March 2002 estimates, about 60 percent
of military housing is inadequate and would require as much as $16 billion
to renovate or replace using traditional military construction. Efforts to use
private contractors to build and operate housing are off to a slow start and
may require a long-term (50 years or more) commitment from the
government. DOD’s policy is to rely on the private sector first for housing,
but military members that receive a cash allowance to live in private sector
housing must often pay out-of-pocket costs also. These additional costs
have been a significant disincentive for living in civilian housing. However,
in 2001, an initiative started to eliminate the service members’ out-of-
pocket costs for living in civilian housing by fiscal year 2005. While the full
impact of this initiative on military housing requirements is not known, it
will provide added incentive for service members to move into civilian
housing, thereby reducing the potential need for DOD constructed housing.

Despite efforts to improve the quality and availability of housing for
military families, DOD has not implemented a departmentwide standard
process for determining military housing requirements. A requirements-
setting process that first considers the housing available around
installations would likely decrease the amount of needed military housing.
Without an accurate requirements-setting process based on the availability
of private sector housing, DOD will continue to have inadequate
information with which to make decisions about where it should renovate,
build, or seek to privatize military housing. Increasing the housing
allowance heightens the urgency for a consistent process to determine
military housing requirements because it is expected to increase demand
for civilian housing, and lessen the demand for military housing.
Considerable evidence suggests that it is less expensive to provide
allowances for military personnel to live within the civilian market than to
provide military housing. While overall program costs are increasing
significantly over the short term to cover increased allowances, DOD could
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Product

GAO Contact

save money in the longer term by encouraging more personnel to move into
civilian housing. In the meantime, without an accurate determination of
military housing needs, the department may spend millions of dollars to
construct, renovate, or privatize housing that in some locations is
unnecessary.

In order to better ensure that DOD’s renovation and replacement of military
housing is needed, the Congress may wish to reduce spending on
noncritical housing construction and renovation until DOD completes a full
needs assessment to determine if less expensive alternatives exist in the
private market. Such a needs assessment would better enable DOD to
target its limited financial resources to where military housing needs are
most immediate. In the past, CBO could not estimate the savings for this
option unless the funds needed for noncritical construction and renovation
projects were identified. Although CBO agreed some savings would result
from this option, it estimated that some of those savings would be offset in
future years by additional spending for projects that are delayed but
ultimately funded.

No.

Military Housing: DOD Needs to Address Long-Standing Requirements
Determination Problems. GAO-01-889. Washington, D.C.: August 3, 2001.

Barry W. Holman, (202) 512-8412
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Improve DOD Procurement
Practices Regarding
Canceling Orders

Primary agency Department of Defense

Accounts Multiple

Spending type Discretionary

Budget subfunction 051/Department of Defense—Miilitary

As of September 30, 2001, Department of Defense (DOD) records showed
that the department had inventory on order valued at about $1.6 billion that
would not have been ordered based on current requirements. We have
issued several reports in the past few years highlighting weaknesses in the
department’s requirements determination processes for materials and its
procedures for canceling orders for items that are no longer needed. For
example, we reported in May 2001 that the Army was unable to accurately
identify its requirements for war reserve spare parts because (1) it was not
using the best available data concerning the rate at which spares would be
consumed during wartime and (2) a potential mismatch existed between
how the Army determined spare parts requirements for war reserves and
how the Army plans to repair equipment on the battlefield.

Additional budgetary savings in this area can be anticipated because the
department has a number of initiatives underway to better define spare
parts requirements and to more efficiently cancel orders for items it
determines are no longer needed.

The Congress may wish to continue to monitor the DOD’s annual reports
on the value of its unneeded inventory in order to ensure that the value
continues to decrease. In addition, the Congress could consider requiring
that the department’s logistics transformation initiatives include

(1) enhancements to its models for computing inventory requirements to
ensure greater accuracy and (2) more efficient procedures for canceling
orders it determines are no longer needed.

CBO 5-Year Cost Estimate No, this is a new example. CBO could not develop an estimate for this
Included in GAO’s 2002 example.
Budgetary Implications Report

Related GAO Product Magjor Management Challenges and Program Risks: Department of
Defense. GAO-03-98. Washington, D.C.: January 2003.
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GAO Contact William Solis, (202) 512-8365
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Reduce Planned Military
Construction Costs for
Barracks

Primary agency Department of Defense

Accounts Multiple

Spending type Discretionary

Budget subfunction 051/Department of Defense—Miilitary

In January 2003, GAO reported that over the next few years the military
services plan to eliminate barracks with gang latrines and provide private
sleeping rooms (to meet the Department of Defense’s (DOD) 1+1 barracks
design standard) for all permanent party service members. The Navy has
an additional goal to provide barracks for sailors who currently live aboard
ships when in homeport. To implement these goals, the services plan to
spend about $6 billion over the next 7 years to construct new barracks.

GAO reported that the DOD Housing Management manual, which
provides policy guidance about who should live in barracks, appears to be
out of date and is under revision, and the military services have adopted
different barracks occupancy requirements. The rationale for the services’
requirements, and in particular for the requirement that more experienced
junior service members live in barracks, appears to be a matter of military
judgment and preference with less emphasis on systematic, objective
analyses. Requiring more personnel (more pay grades) to live in barracks
than is justified results in increased barracks program and construction
costs and may be inconsistent with DOD’s policy to maximize reliance on
civilian housing to the extent this policy is applied to barracks. There are
also quality-of-life implications because most junior service members
prefer to live off base. GAO reported that the timely resolution of these
matters could potentially affect future budget decisions by reducing the
number of new barracks to construct.

GAO recommended that DOD revise its barracks occupancy guidance
based, at least in part, on the results of objective, systematic analyses to
determine who should be required to live in barracks on base or permitted
to reside off base and seek to ensure greater consistency in requirements
among the military services to the extent practical. DOD agreed, in
principle, to base the department’s barracks policy revision and the
services’ barracks occupancy requirements—at least in part—on the
results of systematic analyses, but left unclear the extent to which it is
likely to do so. GAO continues to believe that, given the variations noted in
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the report, the services requirements determinations should be supported
with more objective analyses to the extent practical. If the Congress
required DOD to revise its barracks occupancy guidance according to GAO
recommendations, then future construction and operation costs for
barracks could be significantly lowered.

CBO 5-Year Cost Estimate No, this is a new example.
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Product Military Housing: Opportunity for Reducing Planned Military
Construction Costs for Barracks. GAO-03-257R. Washington, D.C.:
January 7, 2003.

GAO Contact Barry W. Holman, (202) 512-8412
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Take a Strategic Approach
to Department of Defense
Acquisition of Services

Primary agency Department of Defense

Accounts Multiple

Spending type Discretionary

Budget subfunction 051/Department of Defense—Miilitary

Over the last decade, much of the Department of Defense’s (DOD)
management control of the billions it has spent in procuring services has
been inefficient and ineffective. Today, DOD spending on a wide range of
services—such as information technology, administrative support, and
research and development—is approaching $100 billion annually. All too
often, our work—and the work of the DOD Inspector General—has found
that DOD organizations have not clearly defined service contract
requirements nor adequately pursued competition. Award of these
contracts has been widely dispersed, and DOD or the military services have
had limited control on a servicewide or DOD-wide basis. Recent legislation
requires DOD to improve procurement practices to achieve savings and
other benefits.

Like the federal government, private companies increasingly rely on
services and also struggle with methods to better manage their purchasing.
To reduce costs and more effectively procure services, many companies
have adopted a strategic approach—centralizing and reorganizing their
operations to get the best value for the company as a whole—that is based
on the implementation of a variety of best practices. These range from
learning much more about their service spending to buying services on an
enterprisewide rather than business unit basis.

A strategic approach pulls together participants from a variety of places
within an organization who recommend changes that can constrain rising
acquisition costs. These changes can include analyzing spending to identify
opportunities to leverage their buying power; instituting companywide
purchasing of specific services; reshaping a decentralized process to follow
a more center-led, strategic approach; and increasing the involvement of
the enterprise procurement organization, including working across units to
help identify service needs, select providers, and manage contractor
performance.
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Studies have reported significant cost savings in the private sector, with
some companies achieving reported savings of 10 to 20 percent of their
total procurement costs through the use of a strategic approach to buying
goods and services. A recent Purchasing Magazine poll finds that
companies employing procurement best practices—including employing
effective spend analysis processes—are routinely delivering a 3 percent to
7 percent savings on their procurement costs.

One option for achieving significant savings is for DOD to adopt the very
same strategic approach and practices employed by the private sector. In
response to recent legislation requiring management improvements in
service contracts, DOD is beginning a pilot to analyze spending data from a
DOD-wide perspective. The pilot is expected to identify 5 to 10 categories
of smaller service requirements that can be consolidated for large-scale
savings opportunities and other efficiencies over the current decentralized
contracting environment. Although moving in the right direction, DOD has
not yet adopted best practices to the same extent as the companies we
studied. Whether DOD can adopt these practices depends on its ability to
make long-term management changes necessary to implement a more
strategic approach to service contracts. DOD cites a number of challenges
that may hamper adoption of these practices. These include the size and
complexity of DOD’s service needs, the fragmentation of spending data
across multiple financial and procurement systems, and socioeconomic
goals for contracting with small businesses that may constrain its ability to
consolidate smaller requirements into larger contracts.

While seemingly daunting, each of the challenges to be faced by DOD has
been faced and overcome by private sector companies. Given that DOD’s
spending on service contracts is approaching $100 billion annually, the
potential benefits of overcoming the challenges and using best practices to
establish an effective spending analysis program are significant—achieving
total spending perspective across DOD; making the business case for
collaboration in joint purchasing rather than fragmented purchasing;
organizing an effective management structure to assign accountability and
exercise oversight; and identifying potentially billions of dollars in
procurement savings opportunities by leveraging buying power.

No, this is a new example. CBO could not develop an estimate for this
example.
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Related GAO Products Best Practices: Improved Knowledge of DOD Service Contracts Could
Reveal Significant Savings. GAO-03-661. Washington, D.C.: June 10, 2003.

Sourcing and Acquisition: Challenges Facing the Department of Defense.
GAO-03-574T. Washington, D.C.: March 19, 2003.

Major Management Challenges and Program Risks: Department of
Defense. GAO-03-98. Washington, D.C.: January 2003.

Best Practices: Taking a Strategic Approach Could I'mprove DOD'’s
Acquisition of Services. GAO-02-230. Washington, D.C.: January 18, 2002.

Contract Management: Trends and Challenges in Acquiring Services.
GAO-01-753T. Washington, D.C.: May 22, 2001.

GAO Contact David E. Cooper, (617) 788-0555
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Address Overpayments to
Defense Contractors

Primary agency Department of Defense
Accounts Multiple

Spending type Discretionary

Budget subfunctions Multiple

Ensuring prompt, proper, and accurate payments is a key element of a
sound contract management process. Yet, for the Department of Defense
(DOD), completing such basic tasks has long been a challenge. GAO first
reported problems with contractor overpayments in 1994. That report, and
those issued subsequently, noted that contractors were refunding hundreds
of millions of dollars to DOD each year, for a total of about $6.7 billion
between fiscal year 1994 and 2001. GAO also found that a substantial
portion of overpayments was not repaid promptly—in some cases for
years. As an example, in a 1999 review of 13 contractors, GAO found that it
took about a year, on average, before overpayments of $56.2 million were
refunded to DOD. The time taken for repayment ranged from 2 weeks to
nearly 6 years.

While DOD has a number of initiatives underway to address its payment
problems, it will be some time before the problems are resolved. Until then,
DOD contractors will continue receiving a sizable amount of cash beyond
what is intended to finance and pay for the goods and services DOD is
purchasing. In effect, such overpayments provide an interes-free loan to
contractors.

In December 2001, in response to GAO’s work, the Federal Acquisition
Regulation (FAR) was revised to require contractors receiving
overpayments on invoice payments to notify the government and seek
instructions for disposing of the overpayment. However, the revision does
not address overpayments stemming from financing payments®—although
GAO found that most overpayments involve contracts with financing

8Contract payments involve payments for the delivery of goods and services and financing
payments. Financing payments include (1) progress payments to cover a contractor’s costs
as they are incurred during the construction of facilities or the production of major weapons
systems and (2) performance-based payments that are based on the accomplishment of
particular events or milestones—typically used on production contracts.
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

payments. In June 2003, the Civilian Agency Acquisition Council and the
Defense Acquisition Regulations Council were proposing to require
contractors to notify the government when they received overpayments
stemming from either invoice or financing payments on commercial item
and non-commercial item contracts.

While we have recommended that the Secretary of Defense require
contractors to promptly notify the government of overpayments made to
them, given the extent of the overpayment problem, one option is for the
Congress to require contractors to notify the government of overpayments
when they become aware of them, for all types of contracts, and to return
the money promptly upon becoming aware of the overpayments.
Additional steps could be taken to create incentives for contractors to
refund money they have not earned. For example, a requirement could be
established for contractors to pay interest on overpayments at the
discretion of DOD on a facts and circumstances basis if they do not return
the money promptly.

No, this is a new example. However, CBO indicated it could probably make
an estimate for this example.

Major Management Challenges and Program Risks: Department of
Defense. GAO-03-98. Washington, D.C.: January 2003.

Financial Management: Coordinated Approach Needed to Address the
Government’s Improper Payments Problems. GAO-02-749. Washington,
D.C.: August 9, 2002.

DOD Contract Management: Overpayments Continue and Management
and Accounting Issues Remain. GAO-02-635. Washington, D.C.: May 30,
2002.

Department of Defense: Status of Achieving Outcomes and Addressing
Major Management Challenges. GAO-01-783. Washington, D.C.: June 25,
2001.

Contract Management: Excess Payments and Underpayments Continue
to Be a Problem at DOD. GAO-01-309. Washington, D.C.: February 22, 2001.
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DOD Contract Management: Greater Attention Needed to Identify and
Recover Overpayments. GAO/NSIAD-99-131. Washington, D.C.: July 19,
1999.

Recovery Auditing: Reducing Overpayments, Achieving Accountability,
and the Government Waste Corrections Act of 1999. GAO/T-NSIAD-99-213.
Washington, D.C.: June 29, 1999.

DOD Procurement: Millions in Contract Payment Errors Not Detected

and Resolved Promptly. GAO/NSIAD-96-8. Washington, D.C.: October 6,
1995.

GAO Contact David E. Cooper, (617) 788-0555
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CBO Options Where
Related GAO Work Is
Identified®

050-05 Cancel the Army’s
Comanche Helicopter
Program

Related GAO Product

GAO Contact

Defense Acquisition: Comanche Program Objectives Need to Be Revised
to More Achievable Levels. GAO-01-450. Washington, D.C.: June 7, 2001.

William Graveline, (256) 922-7514

050-10 Reduce Purchases of
the Air Force’s F/A-22
Fighter

Related GAO Products

GAO Contact

Tactical Aircraft: DOD Should Reconsider Decision to Increase F/A-22
Production Rates While Development Risks Continue. GAO-03-431.
Washington, D.C.: March 14, 2003.

Tactical Aircraft: DOD Needs to Better Inform Congress about

Implications of Continuing F/A-22 Cost Growth. GAO-03-280.
Washington, D.C.: February 28, 2003.

Michael Hazard, (937) 258-7917

9We list GAO reports identified as relating to options included in the CBO March 2003
Budget Options report. Only those CBO options for which we identified related GAO
products are included. We included GAO reports if they related to the topic of the CBO
option, regardless of whether our work supported the option or not.
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050-11 Slow the Schedule of

the F-35 Joint Strike Fighter

Program

Related GAO Product Joint Strike Fighter Acquisition: Mature Critical Technologies Needed to
Reduce Risk. GAO-02-39. Washington, D.C.: October 19, 2001.

GAO Contact Brian Mullins, (202) 512-4384

050-19 Replace Military
Personnel in Some Support
Positions with Civilian
Employees of the
Department of Defense

Related GAO Product DOD Competitive Sourcing: Some Progress, but Continuing Challenges
Remain in Meeting Program Goals. GAO/NSIAD-00-106. Washington, D.C.:
August 8§, 2000.

GAO Contact Barry W. Holman, (202) 512-5581

050-22 Have the
Departments of Defense and
Veterans Affairs Purchase
Drugs Jointly

Related GAO Products VA and DOD Health Care: Factors Contributing to Reduced Pharmacy
Costs and Continuing Challenges. GAO-02-969T. Washington, D.C.: July 22,
2002.

DOD and VA Pharmacy: Progress and Remaining Challenges in Jointly
Buying and Mailing Out Drugs. GAO-01-588. Washington, D.C.: May 25,
2001.

GAO Contact Cynthia A. Bascetta, (202) 512-7101
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150 International Examples from Selected GAO Work
Affairs Eliminate U.S. Contributions to Administrative Costs in Rogue States
Streamline U.S. Overseas Presence

CBO Options Where Related GAO Work Is Identified

150-01 Eliminate the Export-Import Bank, the Overseas Private Investment
Corporation, and the Trade and Development Agency

150-02 End the United States’ Capital Subscriptions to the European Bank
for Reconstruction and Development
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Examples from
Selected GAO Work

Eliminate U.S.
Contributions to
Administrative Costs in
Rogue States

Primary agency Department of State

Account International Organizations and Programs
(19-1005)

Spending type Discretionary

Budget subfunction 151/International development and

humanitarian assistance

International organizations, such as the United Nations Development
Program, fund projects in countries that are legislatively prohibited from
receiving U.S. funding under section 307 of the Foreign Assistance Act of
1961, as amended. The list of countries varies over time but has included
Afghanistan, Burma, Cuba, Iran, Iraq, Libya, Serbia, and Syria. To comply
with the legislation, the Department of State withholds from its voluntary
contributions to international organizations the U.S. share of funding for
projects in these countries.

However, the department does not withhold administrative expenditures
associated with the operation of field offices in these countries.
Consequently, a portion of the U.S. contribution still goes to projects in
states prohibited from receiving U.S. funds. We did not attempt to calculate
the total amount that the United States contributes to all international
organizations for administrative expenses in rogue states. However, in 1998
GAO estimated that the amount for one United Nations organization, the
United Nations Development Program, was about $600,000.

The Department of State has indicated that it would not, as a matter of
policy, withhold U.S. contributions to United Nations organizations for
administrative expenses in these countries. The department believes the
legislative restriction invites politicization and contradicts the principle of
universality for participating in United Nations organizations.

Savings may be achieved if the Department of State were to include field
office administrative costs when calculating the amount of U.S.

Page 48 GAO-03-1006 Opportunities for Oversight



Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

withholdings for all international organizations that are subject to section
307 of the Foreign Assistance Act of 1961.

CBO 5-Year Cost Estimate No.
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products Multilateral Organizations: U.S. Contributions to International
Organizations for Fiscal Years 1993-95. GAO/NSIAD-97-42. Washington,
D.C.: May 1, 1997.

International Organizations: U.S. Participation in the United Nations
Development Program. GAO/NSIAD-97-8. Washington, D.C.: April 17, 1997.

GAO Contact Susan S. Westin, (202) 512-4128
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Streamline U.S. Overseas
Presence

Primary agency Department of State
Accounts Multiple

Spending type Discretionary

Budget subfunction 153/Conduct of foreign affairs

The U.S. overseas presence at more than 260 overseas posts consists of
more than 90,000 people (including dependents). The workforce has been
estimated at as many as 60,000 personnel representing over 30 U.S.
agencies. The Department of State employs about a third of the U.S.
workforce overseas and its embassies and consulates have become bases
for the operations of agencies involved in hundreds of activities. U.S.
direct hire staffing levels have increased over the years, most notably in the
nonforeign affairs agencies.

The costs of overseas operations and related security requirements are
directly linked to the size of the overseas workforce. By reducing the
number of employees at posts where U.S. interests are lower priority,
consolidating functions, establishing regional centers, or relocating
personnel to the United States, the costs of overseas operations could be
significantly reduced. The average annual cost of an American at a post
overseas varies by location, but can cost several hundred thousand dollars,
not including salary. The costs to station an American overseas have been
estimated to be about two times as much as for Washington-based staff. In
addition, reductions in the number of personnel overseas could
substantially enhance the safety of Americans and other U.S. employees,
reduce the costly security demands placed on the State Department, and
help control the costs of new embassy construction estimated to cost as
much as $16 billion.

Since the mid-1990s, we have encouraged actions to reevaluate overseas
staffing requirements and levels. In late 1999, the Overseas Presence
Advisory Panel concluded that substantial monetary savings and
reductions in security vulnerabilities could be achieved through
streamlining posts. In August 2001, The President’s Management Agenda
noted that the U.S. overseas presence is costly, increasingly complex, and
of growing security concern. The President’s Management Agenda
concluded that cost and security considerations demand that the overseas
staffing process be improved. We have developed a rightsizing framework
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

GAO Contact

that encourages overseas staffing decisions to be based on a full
consideration of cost, security, and mission factors. In the past, CBO
estimated that savings could be achieved if the Congress chose to reduce
overseas staffing by 1 percent, either through domestic reallocation or
elimination.

Yes.

Embassy Construction: Process for Determining Staffing Requirements
Needs Improvement. GAO-03-411. Washington, D.C.: April 7, 2003.

Overseas Presence: Rightsizing Framework Can Be Applied at U.S.
Diplomatic Posts in Developing Countries. GAO-03-396. Washington, D.C.:
April 7, 2003.

Overseas Presence: Systematic Processes Needed to Rightsize Posts and
Guide Embassy Construction. GAO-03-582T. Washington, D.C.: April 7,
2003.

Overseas Presence: Conditions of Overseas Diplomatic Facilities. GAO-
03-557T. Washington, D.C.: March 20, 2003.

Jess T. Ford, (202) 512-4128
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CBO Options Where
Related GAO Work Is
Identified!’

150-01 Eliminate the Export-
Import Bank, the Overseas
Private Investment
Corporation, and the Trade
and Development Agency

Related GAO Product Export Promotion: Mixed Progress in Achieving a Governmentwide
Strategy. GAO-02-850. Washington, D.C.: September 4, 2002.

GAO Contact Ginny Hughes, (202) 512-5481

150-02 End the United
States’ Capital
Subscriptions to the
European Bank for
Reconstruction and

Development

Related GAO Product Foreign Assistance: International Efforts to Aid Russia’s Transition
Have Had Mixed Results. GAO-01-8. Washington, D.C.: November 1, 2000.

GAO Contact Celia Thomas, (202) 512-8987

We list GAO reports identified as relating to options included in the CBO March 2003
Budget Options report. Only those CBO options for which we identified related GAO
products are included. We included GAO reports if they related to the topic of the CBO
option, regardless of whether our work supported the option or not.
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250 General Science, Example from Selected GAO Work
Sp ace, and Technology Continue Oversight of the International Space Station and Related Support
Systems
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Example from Selected
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Continue Oversight of the
International Space Station
and Related Support
Systems

Primary agency National Aeronautics and Space
Administration

Accounts Multiple

Spending type Discretionary

Budget subfunction 252/Space flight, research, and supporting
activities

Recent events associated with the National Aeronautics and Space
Administration’s (NASA) human space flight programs have generated
major congressional concern. First, the Space Launch Initiative—a
planned $4.8 billion research and development effort—was significantly
downsized in November 2002. This decision made the prospect of a Shuttle
replacement unlikely for the foreseeable future and necessitated
investment in extending the life of the Shuttle fleet. Second, the tragic loss
of Shuttle Columbia has engendered intense scrutiny by the Columbia
Accident Investigation Board and NASA’s congressional oversight
committees into various aspects of the agency’s activities—from budgetary
decisions to emphasis on flight safety. Third, the uncertain status of the
unfinished International Space Station (ISS) is worrisome. Construction
has halted due to postponement of shuttle flights and a crew size larger
than three is still being negotiated among the international partners. As a
result, the projected scientific benefits from this orbital laboratory have
been further delayed.

The Congress is well aware of the challenges NASA faces in developing,
building, and transporting crew to the ISS—challenges that have in the past
resulted in schedule delays and higher program cost estimates to complete
development. Although assembly of the ISS is well underway, it warrants
continued congressional oversight because the ISS will impose continued
demands on future budgets and will require critical decisions on Shuttle
modernization and replacement efforts. As NASA returns the Space
Shuttle fleet to safe flight by incorporating the accident board’s
recommendations and more clearly defines the future of human space
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

GAO Contact

flight and commensurate financial commitments, continued congressional
oversight will help to ensure that NASA’s priorities and supporting funding
are appropriately matched.

No.

NASA: Magjor Management Challenges and Program Risks. GAO-03-849T.
Washington, D.C.: June 12, 2003.

Magjor Management Challenges and Program Risks: National Aeronautics
and Space Administration. GAO-03-114. Washington, D.C.: January 1,
2003.

Relocation of Space Shuttle Major Modification Work. GAO-03-294R.
Washington, D.C.: December 2, 2002.

Space Transportation: Challenges Facing NASA’s Space Launch
Initiative. GAO-02-1020. Washington, D.C.: September 17, 2002.

NASA Management Challenges: Human Capital and Other Critical Areas
Need to be Addressed. GAO-02-945T. Washington, D.C.: July 18, 2002.

Space Station: Actions Under Way to Manage Cost, but Significant
Challenges Remain. GAO-02-735. Washington, D.C.: July 17, 2002.

NASA: Compliance With Cost Limits Cannot Be Verified. GAO-02-504R.
Washington, D.C.: April 10, 2002.

Allen Li, (202) 512-4841
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1
270 Energy Examples from Selected GAO Work

Corporatize or Divest Selected Power Marketing Administrations

Recover Power Marketing Administrations’ Costs

Increase Nuclear Waste Disposal Fees

Recover Federal Investment in Successfully Commercialized Technologies

Reduce the Costs of the Rural Utilities Service’s Electricity and
Telecommunications Loan Programs
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Corporatize or Divest
Selected Power Marketing
Administrations

Primary agency Department of Energy
Spending type Direct

The federal government began to market electricity after the Congress
authorized the construction of dams and established major water projects,
primarily in the 1930s to the 1960s. The Department of Energy’s (DOE)
power marketing administrations (PMA)—Bonneville Power
Administration, Southeastern Power Administration, Southwestern Power
Administration, and Western Area Power Administration—market
primarily wholesale power in 33 states produced at large, multiple-purpose
water projects. Our March 1998 report identified options that the Congress
and other policymakers can pursue to address concerns about the role of
three PMAs—Southeastern, Southwestern, and Western—in emerging
restructured markets or to manage them in a more business-like fashion.
Our work has demonstrated that, although federal laws and regulations
generally require that the PMAs recover the full costs of building,
operating, and maintaining the federal power plants and transmission
assets, in some cases federal statutes and DOE’s rules are ambiguous about
or prohibit the recovery of certain costs. For fiscal years 1992 through 1996,
the federal government incurred a net cost of $1.5 billion from its
involvement in the electricity-related activities of Southeastern,
Southwestern, and Western. We also reported that the appropriated and
other debt that is recoverable through the PMAs’ power sales totaled about
$22 billion at the end of fiscal year 1997 and included nearly $2.5 billion in
irrigation costs. In addition, our work has demonstrated that the
availability of federal power plants to generate electricity has been below
that of nonfederal plants because the federal planning and budgeting
processes do not always ensure that funds are available to make repairs
when needed.

Our March 1998 report outlined three general options to address the federal

role in restructuring markets: (1) maintaining the status quo of federal
ownership and operation of the power generating projects, (2) maintaining
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Related GAO Products

the federal ownership of these assets but improving how they are operated
(an example of which is reorganizing the PMAs to operate as federally
owned corporations), and (3) divesting these assets. The third option
would eliminate the government’s presence in a commercial activity and,
depending on a divestiture’s terms and conditions and the price obtained,
could produce both a net gain and a future stream of tax payments to the
Treasury. Corporatization or divestitures of government assets have been
accomplished in the United States and also overseas, and corporatization
could serve as an interim step toward ultimate divestiture. Our March 1997
report concluded that divesting the federal hydropower assets would be
complicated but not impossible. Such a transaction would need to balance
the multiple purposes of the water project as well as other claims on the
water.

CBO estimated previously that divesting the federal hydropower assets for
Southeastern, Southwestern, and Western would result in budgetary
savings. The savings assumed that the divestiture would not occur for 2
years and was based on the net present value of outstanding debt for the
Southeastern, Southwestern, and Western PMAs.

Yes.

Budget Issues: Effective Oversight and Budget Discipline Are Essential—
FEven in a Time of Surplus. GAO/T-AIMD-00-73. Washington, D.C.:
February 1, 2000.

Potential Candidates for Congressional Oversight. GAO/OGC-00-3R.
Washington, D.C.: November 1, 1999.

Federal Power: The Role of the Power Marketing Administrations in a
Restructured Electricity Industry. GAO/T-RCED/AIMD-99-229.
Washington, D.C.: June 24, 1999.

Federal Power: PMA Rate Impacts by Service Area. GAO/RCED-99-55.
Washington, D.C.: January 28, 1999.

Federal Power: Regional Effects of Changes in PMAs’ Rates. GAO/RCED-
99-15. Washington, D.C.: November 16, 1998.
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Power Marketing Administrations: Repayment of Power Costs Needs
Closer Monitoring. GAO/AIMD-98-164. Washington, D.C.: June 30, 1998.

Federal Power: Options for Selected Power Marketing Administrations’
Role in a Changing Electricity Industry. GAO/RCED-98-43. Washington,
D.C.: March 6, 1998.

Federal Electricity Activities: The Federal Government’s Net Cost and
Potential for Future Losses. GAO/AIMD-97-110 and 110A. Washington,
D.C.: September 19, 1997.

Federal Power: Issues Related to the Divestiture of Federal Hydropower
Resources. GAO/RCED-97-48. Washington, D.C.: March 31, 1997.

Power Marketing Administrations: Cost Recovery, Financing, and
Comparison to Nonfederal Utilities. GAO/AIMD-96-145. Washington, D.C.:
September 19, 1996.

Federal Power: Recovery of Federal Investment in Hydropower Facilities
in the Pick-Sloan Program. GAO/T-RCED-96-142. Washington, D.C.: May 2,
1996.

GAO Contacts Bob Robinson, (202) 512-3841
Jim Wells, (202) 512-3841
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Recover Power Marketing
Administrations’ Costs

Primary agency Department of Energy
Spending type Direct

Four of the Department of Energy’s (DOE) power marketing
administrations (PMA)—Bonneville Power Administration, Southeastern
Power Administration, Southwestern Power Administration, and Western
Area Power Administration—market primarily wholesale power in 33
states produced at large, multiple-purpose water projects. Except for
Bonneville, these PMAs receive annual appropriations to cover operating
and maintenance (O&M) expenses and, if applicable, the capital investment
in transmission assets." Federal law requires the PMAs to repay these
appropriations as well as the power-related O&M and the capital
appropriations expended by the operating agencies generating the power.

Current monitoring activities do not ensure that the federal government
recovers the full cost of its power-related activities from the beneficiaries
of federal power. The full cost of the power-related activities—which are to
be recovered under DOE policy—include all direct and indirect costs
incurred by the federal government in producing, transmitting, and
marketing federal power. Neither DOE nor the Federal Energy Regulatory
Commission, which reviews the PMAS’ rate proposals, is effectively
monitoring the rate-making process and the amounts due and repayments
made to ensure their accuracy, completeness, and timeliness. Unrecovered
power-related costs relate to (1) Civil Service Retirement System (CSRS)
pensions and postretirement health benefits, (2) life insurance benefits,
(3) certain workers’ compensation benefits, and (4) interest on some of the
federal appropriations used to construct certain projects. The full
magnitude of the underrecovery of power-related costs is unknown. Until
an effective monitoring system is implemented, the federal government will
continue to be exposed to financial loss due to the underrecovery of power-
related costs.

"n 1974, the Congress stopped providing Bonneville with annual appropriations and
instead provided it with a revolving fund maintained by the Treasury; however, Bonneville
remains responsible for repaying its debt prior to 1974 and debt stemming from
appropriations expended by the operating agencies on power-related expenses.
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The federal government is also incurring other substantial net costs
annually—the amount by which the full costs of providing electric power
exceed the revenues from the sale of power—from the electricity-related
activities of the PMAs. Although the PMAs are generally required to recover
all costs, favorable financing terms and the lack of specific requirements to
recover certain costs have resulted in net costs to the federal government
because these PMAS’ electricity rates do not recover all costs that are to be
repaid through the sale of power. It is important to note that the PMAs were
generally following applicable laws and regulations applying to the
recovery of costs; however, in some cases, federal statutes and an
applicable DOE order are ambiguous about or prohibit the recovery of
certain costs.

In part because the PMAs sell power generated almost exclusively from
hydropower, are not required to earn a profit, and do not fully recover the
government’s costs in their rates, they are generally able to sell power more
cheaply than other providers. Southeastern, Southwestern, and Western
sold wholesale power to their preference customers, such as public entities
and rural cooperatives, from 1990 through 1995, at average rates from 40 to
50 percent below the rates nonfederal utilities charged. If the PMAs were
authorized to charge market rates for power in conjunction with federal
restructuring legislation, some preference customers who now purchase
power from the PMAs at rates that are less than those available from other
sources would see their rates increase. However, we have reported that
slightly more than two-thirds of the preference customers, which are
located in varying portions of 29 states, that purchased power directly from
Southeastern, Southwestern, and Western would experience small or no
rate increases—increases of one-half cent per kilowatt hour or less—if
those PMAs charged market rates.

The Congress and/or the Secretary of Energy may wish to consider
directing the PMAs to more fully recover power-related costs or revising
DOE’s policy on high-interest debt repayment. We have recommended a
number of specific actions aimed at enhancing DOE’s oversight. For
example, changes could be implemented to recover the full costs to the
federal government of providing postretirement health benefits and
pensions for current employees and operating agency employees engaged
in producing and marketing the power sold by the PMAs. We and CBO
agree that several PMAs have begun to address some of these actions. The
Congress has the option of requiring the PMAs to sell their power at market
rates to better ensure the full recovery of the appropriated and other debt
that is recoverable through the PMAs’ power sales. This debt totaled about
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

$22 billion at the end of fiscal year 1997 and included nearly $2.5 billion in
irrigation costs that are to be recovered through the PMAs’ power sales.
This option would likely also lead to more efficient management of the
taxpayers’ assets.

Although in the past, CBO agreed that savings would occur if the PMAs
were directed to fully recover power-related costs or set their power at
market rates, it could not develop an estimate for this option without a
specific proposal.

No.

Congressional Oversight: Opportunities to Address Risks, Reduce Costs,
and Improve Performance. GAO/T-AIMD-00-96. Washington, D.C.:
February 17, 2000.

Federal Power: The Role of the Power Marketing Administrations in a
Restructured Electricity Industry. GAO/T-RCED/AIMD-99-229.
Washington, D.C.: June 24, 1999.

Federal Power: PMA Rate Impacts, by Service Area. GAO/RCED-99-55.
Washington, D.C.: January 28, 1999.

Federal Power: Regional Effects of Changes in PMAs’ Rates. GAO/RCED-
99-15. Washington, D.C.: November 16, 1998.

Power Marketing Administrations: Repayment of Power Costs Needs
Closer Monitoring. GAO/AIMD-98-164. Washington, D.C.: June 30, 1998.

Federal Power: Options for Selected Power Marketing Administrations’
Role in a Changing Electricity Industry. GAO/RCED-98-43. Washington,
D.C.: March 6, 1998.

Federal Electricity Activities: The Federal Government’s Net Cost and
Potential for Future Losses. GAO/AIMD-97-110 and 110A. Washington,
D.C.: September 19, 1997.

Federal Power: Issues Related to the Divestiture of Federal Hydropower
Resources. GAO/RCED-97-48. Washington, D.C.: March 31, 1997.
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GAO Contacts

Power Marketing Administrations: Cost Recovery, Financing, and
Comparison to Nonfederal Utilities. GAO/AIMD-96-145. Washington, D.C.:
September 19, 1996.

Federal Power: Outages Reduce the Reliability of Hydroelectric Power
Plants in the Southeast. GAO/T-RCED-96-180. Washington, D.C.: July 25,
1996.

Federal Power: Recovery of Federal Investment in Hydropower Facilities
in the Pick-Sloan Program. GAO/T-RCED-96-142. Washington, D.C.: May 2,
1996.

Federal Electric Power: Operating and Financial Status of DOE’s Power

Marketing Administrations. GAO/RCED/AIMD-96-9FS. Washington, D.C.:
October 13, 1995.

Bob Robinson, (202) 512-3841
Jim Wells, (202) 512-3841
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Increase Nuclear Waste
Disposal Fees

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

GAO Contacts

Primary agency Department of Energy

Spending type Direct

Utilities pay a fee to the Nuclear Waste Fund to finance the development of
storage and permanent disposal facilities for high-level radioactive wastes.
The amount of this fee has not changed since 1983, making the fund
susceptible to future budget shortfalls. To help ensure that sufficient
revenues are collected to cover increases in cost estimates caused by price
inflation, the Congress should amend the Nuclear Waste Policy Act of 1982
to direct the Secretary of Energy to automatically adjust for inflation the
nuclear waste disposal fee that utilities pay into the Nuclear Waste Fund.

Yes.

Status of Actions to Improve DOE User-Fee Assessments. GAO/RCED-92-
165. Washington, D.C.: June 10, 1992.

Changes Needed in DOE User-Fee Assessments. GAO/T-RCED-91-52.
Washington, D.C.: May 8, 1991.

Changes Needed in DOE User-Fee Assessments to Avoid Funding
Shortfall. GAO/RCED-90-65. Washington, D.C.: June 7, 1990.

Bob Robinson, (202) 512-3841
Ms. Gary Jones, (202) 512-3841

Page 64 GAO-03-1006 Opportunities for Oversight


http://www.gao.gov/cgi-bin/getrpt?GAO/RCED-92-165
http://www.gao.gov/cgi-bin/getrpt?GAO/RCED-92-165
http://www.gao.gov/cgi-bin/getrpt?GAO/T-RCED-91-52
http://www.gao.gov/cgi-bin/getrpt?GAO/RCED-90-65

Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

Recover Federal Investment
in Successfully
Commercialized
Technologies

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Primary agency Department of Energy
Accounts Multiple

Spending type Discretionary

Budget subfunctions Multiple

The Department of Energy (DOE) and the private sector are involved in
hundreds of cost-shared projects aimed at developing a broad spectrum of
cost-effective, energy-efficiency technologies that protect the environment,
support the nation’s economic competitiveness, and promote the increased
use of oil, gas, coal, nuclear, and renewable energy resources. In June 1996,
we reported that DOE generally does not require repayment of its
investment in technologies that are successfully commercialized. Our
review identified four DOE programs that require industry repayment if the
technologies are ultimately commercialized. The offices in which we
focused most of our work planned to devote about $8 billion in federal
funds to cost-shared projects over their lifetime, of which about $2.5 billion
would be subject to repayment.

Our June 1996 report discussed the advantages and disadvantages of
having a repayment policy and pointed out that many of the disadvantages
can be mitigated by structuring a flexible repayment requirement with the
disadvantages in mind. It also discussed the types of programs and
projects that would be the most appropriate or suitable for repayment of
the federal investment.

Because opportunities exist for substantial repayment in some of DOE’s
programs, requiring repayment under a flexible policy would allow the
government to share in the benefits of successfully commercialized
technologies that could amount to significant cost savings. However,
repayment provisions would only apply to future technology development
projects not yet negotiated with industry.

No.
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Related GAO Product Energy Research: Opportunities Exist to Recover Federal Investment in
Technology Development Projects. GAO/RCED-96-141. Washington, D.C.:
June 26, 1996.

GAO Contacts Bob Robinson, (202) 512-3841
Jim Wells, (202) 512-3841
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Reduce the Costs of the
Rural Utilities Service’s
Electricity and
Telecommunications Loan
Programs

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Primary agency Department of Agriculture
Accounts Multiple

Spending type Discretionary

Budget subfunction 271/Energy supply

The Rural Utilities Service (RUS), created by the Federal Crop Insurance
Reform and Department of Agriculture Reorganization Act of 1994 (P.L.
103-354, Oct. 13, 1994), was established to provide loan funds intended to
assist in the development of the utility infrastructure in the nation’s rural
areas. RUS finances the construction, improvement, and repair of
electrical, telecommunications, and water and waste facility systems
through direct loans and through repayment guarantees on loans made by
other lenders. According to the Financial Statements For Fiscal Year 2002
of Rural Development (the U.S. Department of Agriculture agency
responsible for administering RUS), RUS loans receivable totaled about
$39.5 billion as of September 30, 2002. From a financial standpoint, RUS
has successfully operated the telecommunications loan program, but the
agency has had, and continues to have significant financial problems with
the electricity loan program. For example, since fiscal year 1992, RUS
wrote off the debt of 9 electricity loan borrowers totaling more than

$4.9 billion.

RUS needs to take steps to increase the effectiveness and reduce the costs
of its loan programs. RUS could, for example, (1) target loans to borrowers
that provide services to areas with low populations, (2) target subsidized
direct loans to borrowers that have a financial need for the agency’s
assistance, and (3) graduate the agency’s financially viable borrowers from
direct loans to commercial credit. Also, to reduce its vulnerability to losses,
RUS could (1) establish loan and indebtedness limits, (2) set the repayment
guarantee at a level below 100 percent, and (3) prohibit loans to delinquent
borrowers or to borrowers who have caused the agency to incur loan
losses. In the past, CBO could not develop an estimate for this option
unless specific proposals to improve efficiency were identified.

No.
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Rural Utilities Service: Status of Electric Loan Portfolio. GAO/AIMD-99-
264R. Washington, D.C.: August 17, 1999.

Rural Water Projects: Federal Assistance Criteria and Potential Benefits
of the Proposed Lewis and Clark Project. GAO/T-RCED-99-252.
Washington, D.C.: July 29, 1999.

Rural Water Projects: Identifying Benefits of the Proposed Lewis and
Clark Project. GAO/RCED-99-115. Washington, D.C.: May 28, 1999.

Rural Water Projects: Federal Assistance Criteria Related to the Fort Peck
Reservation Rural Water Project. GAO/T-RCED-98-230. Washington, D.C.:
June 18, 1998.

Rural Utilities Service: Risk Assessment for the Electric Loan Portfolio.
GAO/T-AIMD-98-123. Washington, D.C.: March 30, 1998.

Rural Utilities Service: Opportunities to Operate Electricity and
Telecommunications Loan Programs More Effectively. GAO/AIMD-98-42.
Washington, D.C.: January 21, 1998.

Federal Electricity Activities: The Federal Government’s Net Cost and
Potential for Future Losses. GAO/AIMD-97-110. Washington, D.C.:
September 19, 1997.

Rural Development: Financial Condition of the Rural Utilities Service's
Electricity Loan Portfolio. GAO/T-RCED-97-198. Washington, D.C.: July 8,
1997.

Rural Development: Financial Condition of the Rural Utilities Service's
Loan Portfolio. GAO/RCED-97-82. Washington, D.C.: April 11, 1997.

Bob Robinson, (202) 512-3841
Lawrence J. Dyckman, (202) 512-3841
McCoy Williams, (202) 512-6906
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800 Natural Resources Examples from Selected GAO Work
and Environment

Terminate Land-Exchange Programs
Deny Additional Funding for Commercial Fisheries Buyback Programs
Revise the Mining Law of 1872

Reexamine Federal Policies for Subsidizing Water for Agriculture and Rural
Uses

Reassess Federal Land Management Agencies Functions and Programs
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Examples from
Selected GAO Work

Terminate Land-Exchange
Programs

Primary agencies Department of the Interior
Department of Agriculture
Accounts Multiple
Spending type Discretionary
Budget subfunction 302/Conservation and land management

The Bureau of Land Management (BLM) and the Forest Service have long
used land exchanges—trading federal lands for lands that are owned by
corporations, individuals, or state or local governments—as a tool for
acquiring nonfederal land and conveying federal land. By law, for an
exchange to occur, the estimated value of the nonfederal land must be
within 25 percent of the estimated value of the federal land, the public
interest must be well served, and certain other exchange requirements
must be met. Recognizing the importance of land exchanges in
supplementing the federal funds that were available for purchasing land,
the Congress, in 1988, passed legislation to facilitate and expedite land
exchanges. Between fiscal years 1989 and 1999, BLM and the Forest
Service acquired about 1,500 total square miles of land through land
exchanges.

Several fundamental issues create significant problems in the use of land
exchanges. For instance, in 1998, the cognizant inspectors general
identified exchanges in which lands were inappropriately valued and the
public interest was not well served. Also, although current law does not
authorize BLM to retain or use proceeds from selling federal land, BLM
sold federal land and retained the sales proceeds in escrow accounts.
Further, BLM did not track these sales proceeds in its financial
management system. At least some of BLM’s and the Forest Service’s
continuing problems may reflect inherent underlying difficulties associated
with exchanging land—rather than buying and selling land for cash. In
fiscal year 2002, BLM contracted with the Appraisal Foundation to conduct
a review of the agency’s appraisal organization, policies, and procedures.
The Appraisal Foundation’s report listed numerous problems with BLM’s
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

GAO Contacts

appraisal process and concluded “violations of law may have occurred.”
The report contained seven principal recommendations including the
recommendation that the “previously recommended moratorium on BLM
land exchanges be implemented immediately.” The Foundation performed
a similar evaluation for the U.S. Department of Agriculture (USDA) Forest
Service in 2000. That study resulted in a number of recommendations,
which the Foundation noted, “have been successfully implemented.” In
most circumstances, cash-based transactions would be simpler and less
costly.

While both agencies have taken steps to improve their land-exchange
programs, the many controversies and problems associated with their
programs reflect, in part, the difficulties and inefficiencies inherent in these
exchange programs. On the basis of these difficulties and inefficiencies, the
Congress may wish to consider directing both agencies to terminate their
land-exchange programs. In the past, CBO was unable to develop a savings
estimate for this option.

No.

National Park Service: Federal Taxpayers Could Have Benefited Movre
From Potomac Yard Land Exchange. GAO-01-292. Washington, D.C.:
March 15, 2001.

BLM and the Forest Service: Land Exchanges Need to Reflect Appropriate

Value and Serve the Public Interest. GAO/RCED-00-73. Washington, D.C.:
June 22, 2000.

Bob Robinson, (202) 512-3841
Barry Hill, (202) 512-3841
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Deny Additional Funding for
Commercial Fisheries
Buyback Programs

Primary agency Department of Commerce

Account Operations, Research, and Facilities
(13-1450)

Spending type Discretionary

Budget subfunction 306/Other natural resources

Fish populations in many commercial fisheries are declining, resulting in a
growing imbalance between the number of vessels in fishing fleets and the
number of fish available for harvest. In response to this growing imbalance,
the federal government has provided $140 million from 1994 to 2002 to
purchase fishing permits, fishing vessels, and related gear from fishermen,
thereby reducing the capacity of fishermen to harvest fish. Generally, the
government designed these purchases, called buybacks, to achieve
multiple goals, such as reducing the capacity to harvest fish, providing
economic assistance to fishermen, and improving the conservation of fish.
Coastal states issue permits and develop and enforce regulations for fishing
in waters that are near their shores. In areas outside state jurisdiction, the
National Marine Fisheries Service (NMFS) within the Department of
Commerce is responsible for issuing permits and developing and enforcing
regulations for harvesting fish. Because excessive fishing capacity has been
a continuing problem in many fisheries, several additional buybacks have
been proposed that, if implemented, would be in excess of $250 million.

GAO found that buyback programs in three fisheries we evaluated removed
from 10 to 24 percent of their respective fishing capacities. However, the
experiences of these three cases demonstrate that the long-term
effectiveness of buyback programs depends upon whether previously
inactive fishermen or buyback beneficiaries return to the fishery. For
example, while 79 boats were sold in the New England buyback, 62
previously inactive boats have begun catching groundfish since the
buyback. In addition, several buyback participants purchased boats with
buyback funds and returned to the fishery. Long-term effectiveness of
buyback programs may also depend on whether fishermen have incentives
to increase remaining fishing capacity in a fishery. Importantly, buyback
programs by themselves do not address the root cause of excess fishing
capacity, that being the ongoing incentives fishermen have to invest in
larger or better equipped fishing vessels in order to catch fish before
someone else does.
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

GAO Contact

The problems of past buyback programs should be addressed as part of the
design of any future programs. Given the experiences of buyback programs
to date—both in terms of their limited effects on reducing fishing capacity
and in terms of their inability to effectively address the root causes of over-
fishing— one option the Congress may wish to consider is denying
additional funding for proposed programs until these fundamental
weaknesses are resolved. In the past, CBO could not develop a savings
estimate without a more specific proposal.

No.

Commercial Fisheries: Effectiveness of Fishing Buyback Programs Can
Be Improved. GAO-01-699T. Washington, D.C.: May 10, 2001.

Commercial Fisheries: Entry of Fishermen Limits Benefits of Buyback
Programs. GAO/RCED-00-120. Washington, D.C.: June 14, 2000.

Anu Mittal, (202) 512-9846
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Revise the Mining Law of
1872

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

Primary agencies Department of the Interior
Department of Agriculture

Spending type Direct

The Mining Law of 1872 allows holders of economically minable claims on
federal lands to obtain all rights and interests to both the land and the
hardrock minerals by patenting the claims for $2.50 or $5.00 an acre—
amounts that do not necessarily reflect the market value of such lands
today. Since 1872, the federal government has patented more than 3 million
acres of mining claims (an area about the size of Connecticut), and some
patent holders have reaped huge profits by reselling their lands.
Furthermore, miners do not pay royalties to the government on hardrock
minerals they extract from federal lands.

Among the options that are available are to prohibit the issuance of new
patents, require the payment of fair market value for a patent, or otherwise
modify the requirements for patenting. Legislation could also be enacted to
impose royalties on hardrock minerals extracted from federal lands, such
as a b percent royalty on net smelter returns.

Yes.

Bureau of Land Management: Improper Charges Made to Mining Law
Administration Program. GAO-01-491T. Washington, D.C.: March 29, 2001.

Bureau of Land Management: Improper Charges Made to Mining Law
Administration Program. GAO-01-356. Washington, D.C.: March 8§, 2001.

National Park Service: Agency Should Recover Costs of Validity
Examinations for Mining Claims. GAO/RCED-00-265. Washington, D.C.:
September 19, 2000.

Review of the Bureau of Land Management’s Administration and Use of

Mining Maintenance Fees. GAO/AIMD-00-184R. Washington, D.C.: June 2,
2000.
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Mineral Royalties: Royalties in the Western States and in Major Mineral-
Producing Countries. GAO/RCED-93-109. Washington, D.C.: March 29,
1993.

Natural Resources Management Issues. GAO/OCG-93-17TR. Washington,
D.C.: December 1992.

Mineral Resources: Value of Hardrock Minerals Extracted From and
Remaining on Federal Lands. GAO/RCED-92-192. Washington, D.C.:
August 24, 1992.

Federal Land Management: The Mining Law of 1872 Needs Revision.
GAO/RCED-89-72. Washington, D.C.: March 10, 1989.

Bob Robinson, (202) 512-3841
Barry Hill, (202) 512-3841
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Reexamine Federal Policies
for Subsidizing Water for
Agriculture and Rural Uses

CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

Primary agency Department of the Interior
Spending type Direct

Federal water programs to promote efficient use of finite water resources
for the nation’s agricultural and rural water systems have been used to
provide higher subsidies than Congress may have intended. To improve
the effectiveness and efficiency of federal water programs, the Congress
could consider several options to reduce duplication or inconsistencies.

The Congress could, for example, consider collecting the full costs of
federal water for large farms. Under the Reclamation Reform Act of 1982,
as amended, some farmers have reorganized large farming operations into
multiple, smaller landholdings to be eligible to receive additional federally
subsidized irrigation water. The act limits to 960 the maximum number of
owned or leased acres that individuals or legal entities (such as
partnerships or corporations) can irrigate with federal water at rates that
exclude interest on the government’s investment in the irrigation
component of its water resource projects. However, due to the vague
definition of the term “farm,” the flow of federally subsidized water to land
holdings above the 960 acre-limit has not been stopped, and the federal
government is not collecting revenues to which it is entitled under the act.
According to the Department of Interior, a portion of the acreage served by
the Bureau of Reclamation was used to produce crops that were also
eligible for USDA commodity subsidies. Farmers received the water
subsidy for using irrigated water from Interior as well as USDA subsidies
per crop production. Another option would be for the Congress to
consider restructuring the subsidies for crops produced with federally
subsidized water.

No.

Rural Water Projects: Federal Assistance Criteria and Potential Benefits
of the Proposed Lewtis and Clark Project. GAO/RCED-99-252T. Washington,
D.C.: July 29, 1999.
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Rural Water Projects: Identifying the Benefits of the Proposed Lewis and
Clark Project. GAO/RCED-99-115. Washington, D.C.: May 28, 1999.

Rural Water Projects: Federal Assistance Criteria Related to the Lewis
and Clark Rural Water Project. GAO/RCED-98-231T. Washington, D.C.:
June 18, 1998.

Rural Water Projects: Federal Assistance Criteria Related to the Fort Peck
Reservation Rural Water Project. GAO/RCED-98-230. Washington, D.C.:
June 18, 1998.

Rural Water Projects: Federal Assistance Criteria. GAO/RCED-98-204R.
Washington, D.C.: May 29, 1998.

Federal Power: Recovery of Federal Investment in Hydropower Facilities
in the Pick-Sloan Program. GAO/T-RCED-96-142. Washington, D.C.: May 2,
1996.

Rural Development: Patchwork of Federal Water and Sewer Programs Is
Difficult to Use. GAO/RCED-95-160BR. Washington, D.C.: April 13, 1995.

Water Subsidies: Impact of Higher Irrigation Rates on Central Valley
Project Farmers. GAO/RCED-94-8. Washington, D.C.: April 19, 1994.

Natural Resources Management Issues. GAO/OCG-93-17TR. Washington,
D.C.: December 1992.

Reclamation Law: Changes Needed Before Water Service Contracts Are
Renewed. GAO/RCED-91-175. Washington, D.C.: August 22, 1991.

Water Subsidies: The Westhaven Trust Reinforces the Need to Change
Reclamation Law. GAO/RCED-90-198. Washington, D.C.: June 5, 1990.

Water Subsidies: Basic Changes Needed to Avoid Abuse of the 960-Acre
Limit. GAO/RCED-90-6. Washington, D.C.: October 12, 1989.

Bob Robinson, (202) 512-3841
Barry Hill, (202) 512-3841
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Reassess Federal Land
Management Agencies’
Functions and Programs

Primary agencies Department of the Interior
Department of Agriculture
Accounts Multiple
Spending type Discretionary
Budget subfunction 302/Conservation and land management

The responsibilities of the four major federal land management agencies-
the National Park Service, the Bureau of Land Management (BLM), the Fish
and Wildlife Service within the Department of the Interior, and the Forest
Service within the Department of Agriculture—have grown more similar
over time. Most notably, the Forest Service and BLM now provide more
noncommodity uses, including recreation and protection for fish and
wildlife, on their lands. In addition, managing federal lands has become
more complex. Managers have to reconcile differences among a growing
number of laws and regulations, and the authority for these laws is
dispersed among several federal agencies and state and local agencies.
These changes have coincided with two other developments—the federal
government’s increased emphasis on downsizing and budgetary constraint
and scientists’ increased understanding of the importance and functioning
of natural systems whose boundaries may not be consistent with existing
jurisdictional and administrative boundaries. Together, these changes and
developments suggest a basis for reexamining the processes and structures
under which the federal land management agencies operate.

Two basic strategies have been proposed to improve federal land
management: (1) streamlining the existing structure by coordinating and
integrating functions, systems, activities, programs, and field locations and
(2) reorganizing the structure by combining agencies. The two strategies
are not mutually exclusive and some prior proposals have encompassed
both.

Over the last several years, the Forest Service and BLM have colocated
some offices or shared space with other federal agencies. They have also
pursued other means of streamlining, sharing resources, and saving rental
costs. However, no significant legislation has been enacted to streamline or
reorganize federal land management agencies and the four major federal
land management agencies have not, to date, developed a strategy to
coordinate and integrate their functions, systems, activities, and programs.
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In the past, CBO was unable to estimate savings without a specific
restructuring proposal that would eliminate certain programs or revise how
the land is managed, due to shared resources among the four major land
management agencies. Savings would depend on the extent of a workforce
restructuring and implementation proposal.

No.

Wildland Fires: Better Information Needed on Effectiveness of
Emergency Stabilization and Rehabilitation Treatments. GAO-03-430.
Washington, D.C.: April 4, 2003.

Severe Wildland Fires: Leadership and Accountability Needed to Reduce
Risks to Communities and Resources. GAO-02-259. Washington, D.C.:
January 31, 2002.

The National Fire Plan: Federal Agencies Are Not Organized to
Effectively and Efficiently Implement the Plan. GAO-01-1022T.
Washington, D.C.: July 31, 2001.

Land Management Agencies: Ongoing Initiative to Share Activities and
Facilities Needs Management Attention. GAO-01-50. Washington, D.C.:
November 21, 2000.

Federal Wildfire Activities: Current Strateqy and Issues Needing
Attention. GAO/RCED-99-223. Washington, D.C.: August 13, 1999.

Land Management: The Forest Service’s and BLM’s Organizational
Structures and Responsibilities. GAO/RCED-99-227. Washington, D.C.:
July 29, 1999.

FEcosystem Planning: Northwest Forest and Interior Columbia River
Basin Plans Demonstrate Improvements in Land-Use Planning.

GAO/RCED-99-64. Washington, D.C.: May 26, 1999.

Land Management Agencies: Revenue Sharing Payments to States and
Counties. GAO/RCED-98-261. Washington, D.C.: September 17, 1998.

Federal Land Management: Streamlining and Reorganization Issues.
GAO/T-RCED-96-209. Washington, D.C.: June 27, 1996.
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National Park Service: Better Management and Broader Restructuring
Efforts Are Needed. GAO/T-RCED-95-101. Washington, D.C.: February 9,
1995.

Forestry Functions: Unresolved Issues Affect Forest Service and BLM
Organizations in Western Oregon. GAO/RCED-94-124. Washington, D.C.:
May 17, 1994.

Forest Service Management: Issues to Be Considered in Developing a
New Stewardship Strategy. GAO/T-RCED-94-116. Washington, D.C.:
February 1, 1994.

GAO Contacts Bob Robinson, (202) 512-3841
Barry Hill, (202) 512-3841

Page 80 GAO-03-1006 Opportunities for Oversight


http://www.gao.gov/cgi-bin/getrpt?GAO/T-RCED-95-101
http://www.gao.gov/cgi-bin/getrpt?GAO/RCED-94-124
http://www.gao.gov/cgi-bin/getrpt?GAO/T-RCED-94-116

Appendix I

Opportunities to Improve the Economy,
Efficiency, and Effectiveness of Federal
Programs

350 Agriculture Examples from Selected GAO Work

Terminate or Significantly Reduce the U.S. Department of Agriculture’s
Market Access Program

Consolidate Common Administrative Functions at the U.S. Department of
Agriculture

Further Consolidate the U.S. Department of Agriculture’s County Offices
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Examples from
Selected GAO Work

Terminate or Significantly
Reduce the U.S. Department
of Agriculture’s Market
Access Program

Primary agency Department of Agriculture

Account Commodity Credit Corporation (12-4336)
Spending type Mandatory

Budget subfunction 351/Farm income stabilization

The Market Access Program is an export promotion program operated by
the Foreign Agricultural Service of the Department of Agriculture. The
program subsidizes the promotion of U.S. agricultural products in overseas
markets. Through a cost-sharing arrangement, the program helps fund
overseas promotions conducted by U.S. agricultural producers,
cooperatives, exporters, and trade associations. Under the Farm Security
and Rural Development Act of 2002, authorized funding for the program
has increased from $100 million in fiscal year 2002 to $110 million in fiscal
year 2003, $125 million in fiscal year 2004, $140 million in fiscal year 2005,
and rising to $200 million in fiscal years 2006 and 2007. About three-
quarters of the program budget supports generic promotions, with the
remaining funds supporting brand-name promotions.

Beginning in fiscal year 1993, the Congress directed that changes be made
to the program in order to increase the emphasis on small businesses,
establish a graduation limit, and certify that program funds supplement, not
supplant, private sector expenditures. From fiscal year 1994 through fiscal
year 1997, program reforms resulted in increases to the number of small
businesses participating in the program as well as small businesses’ share
of program funds. In addition, in 1998, the Foreign Agricultural Service
prohibited direct and indirect assistance to large companies for brand-
name promotions unless the assistance was provided through cooperatives
and certain associations. The Service also implemented a 5-year graduation
requirement for brand-name promotional activities but waived this
requirement for cooperatives. As a result, promotional activities by
cooperatives for brand-name products remained eligible for program
funding.
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CBO 5-Year Cost Estimate
Included in GAO’s 2002
Budgetary Implications Report

Related GAO Products

Questions remain about the overall economic benefits derived from the
Market