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| Assistant Secretary for Maritime
. AFfairs
Department of Coamerce

8907,

j "he Honorable Robert J. Blackwell

e

Cear Mr. Blackwell:

, During April 1976 we initiated a survey of the Maritime Admin- z79

L istration's (MarAd) ship sales program. OQur objective was to evaluate
“arAd's effectiveness in disposing of surplus Government vessels.
Included in our survey was an examinaticn of the progress being made
*o implement the recommendations contained in a December 1975 Depart-
ent of Cormerce Office of Audits report on selected ship sales
ctivities. To assist us in this effort we reviewed the workpapers
Lrepared by the internal auditors and then procecded to update the
status of their recoumendations. These reccrimendations were made after
“he internal auditors had reviewed the policies, plans and procedures
LTHQ applied under the ship sales pregream and were dmed at strength-
cning the ranaseaent and control of the program. Results of this
~oament of our survey are discussed in this letter.

Cur survey disclosed that HMarAd had not adequate]y implemented the
recenmendations made by the Office of Audits. We believe the reconmen-
dation concerning on-site vessel appraisals should be formally adopted as
cart of the vessel sales procedures and that funds be made available to
Taplerant these procedures.  We believe fwo oiher reconcendations con-
Larning (1) the levelogrent of criteria used to dzteraine Lhe Towest
:cccptab]e price, and (2) the establichrint of - 'rittbn rolicies and
.rocedures fo: the sale of ships should te further inplenented. ihe

axtails of these watters are discussed in the 7o ]],m]lg 2araygraphs

APTPATCALS SPOULD DE ROUTINELY

-SITE
0 ESTABLTSH VESSEL WETGHT

JSED
| The internal auditors stated that MarAd did not conduct on-site
| vessel appraicals to cstablish the esti ited weicht of the vessels being
2uld for ceeanping or rontransportation use.  Since weight is an
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inportant factor in establiching the fair 1arket value of the vestils,
the auditors recommended that on-site appraisals be routinely made.

ch appraisals would both strcongihen the Lid evaluation process and,
in certain instances, increase the sales ravenue received by the
Government.

In response to this recommendation, MerAd retained a vessel

anoraisal firm, at a cost of cbout $250 per vessel, ito determine on a
test basis ihe approximate weight of four vessels in the National Defense
Reserve Fleet. Three of these appraicals revealed that the approxiraie
vessel weilghts wore agreater than truse which would have becn used by

MarAd to esteblish a lowest acceptable price, a minimum price benes ﬁ:
which MarAd will not sell a vessel. In cne of the three cases, Murid's
estirated vessel weight was understated by 598 Tong tons, or shout

10 percent of tolal vessel tonnege. This discrepancy would have rooulted

in MarAd offering ihis vessel for caie with its lowest acce ﬁn,gm nrice
being understated by about 10 percent, and could have ﬁmmcéwmg in loust
revenue to the Governiient of as much as $21,000 if the vessel had actually

bheen sold.

The fourth appraisal indicated MarfAd's original estimated vessel
?m cht was overstated by 479 long mozm. If this vessel had been offered
for mmdm using the overstated estimated weicht, the Towest acceptzble
orice, which is coumputed, in part, by multiplying the estimated vesnel
Lnnmgw times comestic scrap prices, would have been priced agbove what
bidders would have been willing tlo wga Censequently, the vessel yould
undovbtedly have boen reofferced with a reduned lowest accepteble price
in crder for barAd o QAMﬁOMm of the vessel. This would have cntailed
additicnal administrative costs for FarAd and for those firms bidding
on the vessel.
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We believe that the evaluation of bids should be baséd on the best
available estimate of vessel tonnage, especially for those vessels having
extensive modifications over their lifetiwe, such as wmilitary conversions.
The Government and vessel purchasers both stand to benefit from the
establishment of competitive procedures which ensure as accurate and fair
bid evaluation criteria as practicable. We believe that on-site apprais-
als would help to provide such criteria and, in addition, increase ship
sales revenue.

The Director, Office of Domestic Shipping (ODS), concurs that such
appraisals are beneficial. However, he has taken the position that they
should only be performed on a selective basis. In a July 22, 1976, nemo
to the Director, Office of Fudget and Pregram Analysis, the Director,




00S reguestod $10,000 for appraisels and stated, in part, "Based orn

the findings of the Tour previously surveyed ships, it is coctimated

that the uliimate reiturn to the Governnent, Lhrougn higher <uip cales
receipts, will more than offuet lhe cost irncurrea.” We were inforicd

that becauce of the ronavailability of funds, the renuest hod not Loon
arproved. However, the request has been given a high priority, end if
funds do become available, the request will receive serious consideration.

Recoin andalion to the Assistunt Secvetary

Prudent end rosronsible managemont diclates that the cvaluation of
bids be based on the best available estimate of vessel tonnzge for n11
vessels sotd. Since independent cn-site appraisals would provide better
estirates of vessel weight, at 1ittle additinnal cost, than the esiiiizties
currantly used, we recorunend that on-site arpraisals be forially efootnd
as part of the vessel sales procegures and that funds be allocated to
implement -these procedures as soon as practicable. Also, funds for this
purpose should be included in future years' budget requests.

MEED TO ESTASLISH LOWEST ACCEPTABLE
PRICE IN SALES INVITATION

In the past, GO has expressed concern over MarfAd's high bid
rejection rate and, fqr the purpose of enhancing the iniegriiy of ihe
competitive bidding system, has recommnended that Merfd vessel sales
invitations should ccntain the minimum or Towest acceplable price at
which ships will be sold. Such a practice, as stated in our decisicn,
54 Conp. Gen. 830 (1875), 75-1 CPD 264, would make bidders aware of ihe
basis on which their bids would be evaluated and ultimately cnhance
competition. In the decision cited, we stated that:

"k * % In this way a prospective bidder will know in advance
whether submission of a bid at a given price will be nore
than a useless gesture. At the same time, the strong compe-
tition which can be expected will tend {o insure bids in
excess of the minimum * * *°

The Director, 0DS, stated that MarAd was considering a proposal to
try this concept on a selective basis. While performing our current
survey, we found that between June 9, 1975, and June 8, 1976, MarAd
advertised 12 sales invitations for the sale of 79 surplus vessels.

None of these invitations jncluded a lowest acceptable price. Moreover,
we noted that the Department's internal auditors had, in their December
1975 audit report, conmented on the fact that MarAd had only partially
developed the criteria to be used in arriving at lowest acceptable price
deterinations.  The auditors recowsended that the dovelop nt of critoria
be coirpleted and that it be used Lo inform potential bidders of the lowesti
acceptable price approach used by MarAd.
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In fmplesenting this audit reconuwendation, Yerfd has idenlificd the
factors used in setling lhe lowest acceptable price and has ucrut]V
begun to Tist these factors in its c¢zles inviiatlions. Hc':“'r‘Twl
has not developed any written procedures ezplaining how lhes {dLL;kS are
used to determine the lowest accepialble price and, as M(Hiltﬂvl GLOVE,
has rot included such prices in iis sales invitations.

Recently, GAOD in a reron<ide”3tion of its above mentioncd decicinn
stated that since thcore is stanutory requirement for ruLWishing tie
lowest acceptable price, ard since ihere are gther more bacic qursiions
concerning Farfid! s precedures for detoymining this price, it wos not
appropr1ate for GAU to insist thet [larAd disclose its lowest acceptable
prices in sales invitations. The GAD decision furilher points out that
it is unlikely that ihe pre-bid disclosure of the minimum price accapt-
able to Marhd would cure the rfrobl-m, but rather that thp r‘urt of
controversy cecncerns the reescnablinrrss of ParAd's determination of e

minimum acceptable price. (Understoring supplied.) -

As indicated above, this report points out that MarAd has not
developed any written procecures expleining how its factors are used to
determine the lowest acceptable price. We believe accordingly, to
enhance the integrily of the compatitive bidding system and to prouwnte
conpelition, MarAd should publish tﬁe Tovwest acceptable priccs in its cales
invitations after first firmly estzblishing reasonable and advquate pro-
cedures for deteriining minimum prices.

Reconmendation to the Assistant Secreiary

In the absence of any written procedures it is unclear to us how

MarAd ensures that lowest acceptabie prices are established on a consistent
basis. We believe specific written procedures for determining the lowest -
acceptable price are necessary for effective management of the proygram and
would greatly reduce bidders' concern as to hew such prices are arrived at.
We vrecommend that Marfid develop and issue proredures for determining the
Towest acceplable price. Once these procedures are developed and issued,
MarAd should 1nc1ude the lowest acceptable price in its sales invitations.

NEED TO FORSALIZE FOLICIES ALD PRCCETURES

PERTAINING TO SHIP SALLS ACTIVITIES

The internal auditors, in their December 1975 report, also observed
that the Office of Domestic Shipping did not have adequate written guide-
tines for carrying out ship sales activities. Further, the written
policies and procedures which did exist had not been consolidated into a
single basic guide and reference docurent. The internal- auditors pointed
out that such a document would be desirvable, eamong other reacaons, 1o assure
that policies and procedurcs vore uniformly applied and Lo provide more
effective management control over operating activities.
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Accordingly, lhe auwlitors roceruonded that NorAd develep ond
consolidate writion policias and ptroredurcs for:

selecting cpecific vessels 1o be <old;

H

reparing end disseninating invitations fTor bids;
I J

H

receiving, vecording and cvaluating bidsy und

H

awarding end noniioring <alcs contracts.,

0DS, in responce to ihis reco.wendatieon, develouped a tznual which
contains ccue of Lhe woare basic nolicies and procedures coverning ~hip
sales activities. e have revic.od the winwal and, while it s & siep
in the right directiion, we believe that <ore pertinent poiicies 2od
procedures, such as the procedur®s for deicermining lowest a-copl . ble
prices, have not beorn included. Therefore, we do rot believe thot the
current nanual is adequate as a lool for effective managLuint,

Recommendation to the Assistant Secretary

In addition to the benefits identificed by the internal zuditors,
the preparation of forvinl policies and procedures wight »ssist in
recucing the nhigh rete of bLidders' complaints and protests that DS
has historically experienced, and consequently, 00S's adiinistrative
burdan. fAccordinaly, we riconinsrd that 0DS revice the nerual to
incluae, in adeqgiite dotail, all of the pertinent aspects of the <hip
cales program. To assist LUS in this effort, we reconmend that 0DS
consult with Marfd's O7{ice of Merancient arnd Organizelion, whuse
responsibilities include preparing internal management manuals.

w

Thank you for the cooperaticn given our represcntatives. Please
let us know of any action you ilake on the matters discussed in this
report.

Sincerely yours,
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Jghn Landich

&%%ociaﬁe Director
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