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B -140389 

COMF’TROLLER GENERAL OF THE UNITED STATES 
WASHINGTON. O.C. 20548 

To the President of the Senate and the 
TV Speaker of the House of Representatives 

This is our report on the need for further improvements 
I in Department of Defense controls over Government-owned plant 1 

/ equipment in the custody of contractors. ; 
b 

Our review was made pursuant to the Budget and Account- 
ing Act, 1921 (31 U.S.C. 53), and the Accounting and Auditing Act 
of 1950 (31 U.S.C. 67). 

Copies of this report are being sent to the Director, Office : r 
of Management and Budget; the Secretary of Defense; the Secre- 
taries of the Army, Navy, and Air Force; and the Director, De- 
fense Supply Agency. 

Comptroller General 
of the United States 
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FURTHER IMPROVEMENTS NEEDED IN CONTROLS 
OVER GOVERNMENT-0'21NED PLANT EQUIPMENT 
IN THE CUSTODY OF CONTRACTORS 
Department of Defense B-140389 

i.'oMpTROLLER GENERAL'S 
-ZPORT TO THE CGlJ3XSS 

DIGEST -we 
------ f b i' : : , ; 

i?3Y I]TAE REVIEW .h?4S MADE 

&On November 24, 1967, the General Accounting Office (GAO) reported to the 
: ; I 

Congress that there was a need for improved controls over Government-owned 
property in contractors! plants. Su%%?q'ikiilt:titernal reviews by the be- 

/ 

p~~-~~~t--af--~~i;e~~~~~~~~)I have shown the continued existence of this 
I r 

situation. GAO's current review was directed chiefly toward DOD manage- I 

ment of a major part of such property--plant equipment--to examine into - i 

the underlying causes of the problems. 
: / 

i I 

PINDINGS AND CONCLKZONS 

Some progress has been made toward the DOD goal of generally requiring con- 
tractors to furnish all equipment needed to perform Government contracts. _ 

In December 1967 contractors had in their possession DOD-furnished plant 
equipment costing $4.6 billion. By June 1971 this amount had declined to 
$4.1 billio-,I, of which $2.2 billion worth was industrial plant equipment, 
such as lathes, milling machines, and drills. The $1.9 billion balance was 
the value of other plant equipment, comprised of machines costing less than 
$1,000 and such items as furniture, vehicles, and computer equipment. (See 
P* 5.) 

In March 1970 the military services and the Defense Supply Agency were 
directed to require contractors to submit plans to phase out their use of 
Government-owned facilities. The Deputy Secretary of Defense, however, has 
permitted deferment of these plans at contractors' plants where mobiliza- 
tion base requirements are being developed and where the phaseout would 
be contrary to the Government's interest or would create an economic 
hardship for the contractor. The Department expects to receive, by March 
1973, plans from about 647 contractors. As of December 31, 1971, 187 plans 
had been approved. (See pp. 7, 8, 9, and 13.) 

As a result of a prior GAO review, DOD stated in October 1970 that the 
Armed Services Procurement Regulation (ASPR) would be revised to stop the 
practice of furnishing general-purpose test equipment--i.e., plant equip- 
ment--as special test equipment to contractors. But on March 15, 1972, 
the Department informed GAO that it had decided not to implement the pro- 
posed revision. (See pp. 9 and 10.) 

DOD is rebuilding existing equipment at contractors' plants without an 
evaluation as to the need. The Air Force has spent about $200,000 to re- 
furbish equipment for which future use is questionable. Such expenditures 
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would be curbed if POD app?ied to the rebuilding program the criteria it 
uses for furnishing equipment--ice., needed for use in a Government-owned 
plant, needed in support of mobilization production, or specifically de- 
termined by DOD to be necessary. (See p. 12,) 

The reuse potential of Government-owned industrial plant equipment has not 
been fully realized because of weaknesses in the procedures for reporting 

e unneeded equipment to th2 Defense Industrial Plant Equipment Center for 
screening and redistribution. 

L At 13 of the contractors' plants visited, GAO identified 327 items of 
equipment costing $11.4 million which had not been reported to the Center 
but were idle, had fittle use, or were used predominantly for commercial 
work. Of the 327 items, the Center identified 78 costing $1.7 million 
which, had they been reported, might have been used to fill equipment re- 
quirements at other locations. .(See pp. 16 to 22.) 

Some contractors use Government equipment for conqercial work without ob- 
taining the approval required in advance of the actual use. When obtained, 
this approval normally limits the commercial use to 25 percent of available 
machine time. When commercial use is expected to exceed the 25-percent limi- 
tation, approval must be obtained from the Secretary of the military de- 
partment concerned, and, in the case of certain metalworking equipment, 
from the Office of Emergency Preparedness. GAO identified instances of 
unauthorized use within the framework of these criteria. (See pp. 23 to 25.) 

Available machine time is not always an appropriate basis for measuring com- 
mercial use, because it is possible for machines to be used solely or pre- 
dominant!y for commercial work without exceeding the 25-percent limitation. 
Consequently, approval requirements for commercial use should be based on 
25 percent of actual machine time rather than of available time. (See 
p. 25.) 

DOD regulations permit considerable flexibility in computing rent for com- 
mercial use of equipment. The lack of a uniform method of computing the 
credit for Government use has resulted in inequities to the Government and 
to the contractors. (See pp. 30 to 36.) 

Under the Air Force heavy-hammer program, five contractors have been per- 
mitted to use about $20 million worth of Government-owned plant equipment 
under nonstandard leases which permit unlimited commercial use at rental 
rates significantly lower than the rates provided in ASPR for the same L classes of equipment. These terms were granted because it was thought there 
was only a small commercial market for the types of items produced with the 
equipment. k 

At one contractor's plant, however, GAO found that during 1 year over 
80 percent of recorded sales of products produced using Government-owned 
equipment were not under Government contract. (See pp. 37 to 40.) 



The Secretary of Defense should: 

--Reemphasize the DOD program for phasing out the use of Government-owned 
facilities by contractors. (See pa 15.) 

--Revise the definition of specia ! 
purpose equipment. (See p. 15.) 

test equipment to exclude general- 

--Strictly apply to the rebuilding of existing equi ment the criteria for - 
furnishing equipment to contractors. (See p. 75. P 

Y 
--Revise the regulations to require contractors to maintain utilization 

records for individual machines making up some minimum portion, for 
instance 75 percent, of the acquisition cost of Government-owned in- 
dustrial plant equipment. GAO estimates that, by including only those 
items having the highest acquisition cost, this might require such 
records for only 25 percent of the machines. The records should show 
the amount of Government use and commercial use. (See p. 29.) 

--Revise the regulations to require that the commercial-use factor be 
based on actual machine time rather than on available time. (See p. 29.) 

--Remind contract administrators of the need to (1) monitor use of 
Government-owned plant equipment, (2) identify unauthorized use of 
equipment, and (3) incorporate regulation changes promptly into facili- 
ties contracts to insure contractual coverage of DOD policies concern- 
ing industrial plant equipment, (See p. 29.) 

--Revise ASPR to provide clear criteria for identifying and reporting un- 
needed items of equipment. (See p. 29.) 

--Revise the regulations to establish a uniform and equitable method of 
computing rent. To the extent practicable, this should be done on a 
machine-by-machine basis with the credit for rent-free (Government) 
use applied to each machine in its ratio of Government to total machine 
hours of use. (See pp. 41 and 42.) 

AGENCY ACTIONS AND UFJRESOLVED ISSUES 

The Assistant Secretary of Defense (Installations and Logistics) indicated 
that DOD had made significant progress both in phasing out the use of 

I L Government-owned equipment held by contractors and in managing the re- 
I maining such equipment. In his view, increased emphasis on enforcing ex- 
I isting policies rather than on issuing new or revised regulations will pro- 
I Q 
I vide the necessary improvements. 

I 
I Although DOD has made some progress toward its goal of generally requiring 
I contractors to furnish all equipment needed to perform Government contracts, 
I the significant amount of equipment remaining in the possession of 
I 
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contractors necessitates a renewed emphasl's on the Department's phase- 
out program if it is to achieve its stated objectives. (See pp. 13 and 14.) 

The improvements necessary in COD's management of industrial plant equip- 
ment in the possession of contractors cannot be achieved in all cases by 
only reemphasizing existing DOE policies and procedures. The Secretary of 
Defense should give further consideration to the recomendations stated 

c above which call for revising certain DOE policies and criteria. 

) I  MATTERS FOR COiVSIDERATI~,N BY THE CCNGRESS 

This report provides information on the progress being made to reduce the 
amount of Government-owned plant equipment in the hands of defense contrac- 
tors and on the problems associated with adequately managing this property. 
The information should be useful in considering proposed legislation re- 
lating to such property as well as in evaluating DOE's stewardship in this 
area. 

Existing legislation does not permit the direct sale of equipment through 
negotiation with holding contractors unless certain conditions are met. DOD 
officials feel that enactment of House bill 13792, which permits the direct 
sale of equipment to holding contractors, would facilitate DOD's efforts to 
phase out the use of Government-owned equipment at contractors' plants. 
GAO has endorsed similar legislation, proposed in previous years, and agrees 
with the intent of House bill 13792 to permit direct sale of equipment to 
the using contractors. (See p. 8.) 
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CHAPTER 1 

INTRODUCTION 

Armed Services Procurement Regulation (ASPR) 13-101.1 
establishes five separate categories of Government-owned 

* property. These are faciiities, special tooling, special 
test equipment, material, and military property such as weap- 

.a ons systems and related support equipment. 

'lFacilities" is defined in ASPR 13-101.8 as industrial 
property 3 including real property and rights therein, build- 
ings, structures, improvements, and plant equipment. 

Plant equipment includes such items as machine tools, 
test equipment, furniture, vehicles, and accessory and aux- 
iliary items. Government-owned plant equipment in contrac- 
tors' possession is furnished by the Government or is pur- 
chased by contractors for Government account, in accordance 
with the basic policies set forth in ASPR, under facilities 
contracts. As a rule, such equipment is furnished only if 
it is needed for the performance of a Government contract. 
However, commercial use of the Government-owned items is 
permitted when certain conditions, including the payment of 
a rental fee, are met. 

The amount of Department of Defense (DOD)-owned plant 
equipment in contractors' custody has decreased by about 
$500 million since 1967. As of June 30,.1971, the acquisi- 
tion cost of DOD-owned plant equipment in contractors' pos- 
session totaled about $4.1 billion. Of this equipment, 
about $1.4 billion worth was at locations where only Govern- 
Gent projects were involved. 

About $2.2 billion worth of the equipment was indus- 
trial plant equipment (IPE), which is defined in ASPR 
B-102.11 as: 

rt*** that part of plant equipment with an acquisi- 
tion cost of $1,000 or more; used for the purpose 
of cutting, abrading, grinding, shaping, forming, 
joining, testing, measuring, heating, treating, or 
otherwise altering the physical, electrical or 
chemical properties of materials, components or 
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end items, entailed in manufacturing, maintenance, 
supply, processing, assembly, or research and de- 
velopment operations; and IPE is further identified 
by noun name in Joint DOD Handbooks as listed in 
13-312."' 

On November 24, 1967, GAO reported to the Congress 
CB-140389) that there was a need for improvements in controls 
over Government-owned property in contractors' plants. Since 
that time the Auditor General, Defense Supply Agency, has 

-~ reviewed, at the various Defense Contract Administration Serv- 
ices Regions, the administration of industrial facilities 
under the control of defense contractors. The Auditor Gen- 
eral's reports for 1968, 1969, and 1970 noted deficiencies 
similar to those reported in our 1967 report. In almost all 
cases the various regional commanders of the Defense Contract 
Administration Services concurred in the findings and com- 
mented that the appropriate sections of ASPR and the Defense 
Supply Agency's manuals would be followed and that seminars 
would be held to correct the deficiencies. However, because 
the same deficiencies have been recurring, we performed this, 
work to examine the underlying causes of these problems and 
to make further recommendations. We directed our review 
chiefly to the management of plant equipment. 

Because of congressional interest, our review included 
Government-owned automatic data processing equipment. DOD 
statistics show that such equipment, worth only about 
$63 million, is a minor portion of the total Government-owned 
equipment in the possession of contractors. One of the 
contractors included in our review had Government-owned auto- 
matic data processing equipment valued at $5.2 million. We 
did not find any significant deficiencies in the controls 
over its acquisition or utilization at'this location. 
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rnER 2 

ROGRESS TN REL%-mCE ON CONTRACTORS 

. 
Since our 1967 report the Department of Defense has 

sought to curtail the furnishing of new machines at 
contractor-owned plants, Funding for this purpose approxi- 
mated $120 million in 1967 but decreased substantially in 
subse~t years. A%sop in March 1970 DOD initiated a pro- 

--~ gram to phase out Government-ohned facilities at contractors' 
plmt s s Although these actions appear to be in consonance 
with DODls existing po%icy of re%ying on contractors to fi- 
nance the purchase of equipment, we believe that a general 
phaseout is unlfkely to occur because: 

1. The Deputy Secretary of Defense, on February 13, 
f971, established broad criteria permitting defer- 
ment of phaseout g%ans. 

2. DOD is reassessing its mobilization-production- 
planning program to determine its adequacy. Present 
regulations permit the furnishing of new equipment 
when the contractor has a mobilization plan approved 
by the Assistant Secretary of Defense. Hence, under 
the existing criteria, the DOD investment in equip- 
ment at contractor-owned plants may increase rather 
than decrease in future years. 

3. On Apri% 9, 1971, GAO reported to the Congress 
(B-140389) that significant quantities of generaf- 
purpose plant equipment had been furnished to con- 
tractors under a category termed "special test evip- 
merit." DOD estimated that its total inventory of 
special test equipment and special tooling was worth 
between $3 billion and $3,5 billion. To preclude 
the furnishing of general-purpose items in the fu- 
ture, we recommended that the definition of special 
test equipment in ASFR be revised. DOD concurred. 
However, on Narch 15, 1972, we were advised that 
DOD had concluded that it would not be in the best 
interests of the Government to implement the pro- 
posed revision, 
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FIVE-lW.33 PHASEEOUT PTUWS 

In March 1970 the Assistant Secretary of Defense (In- 
stallations and Logistics) issued a memorandum to the Assist- 
ant Secretaries (Installations and Logistics) of the Amy, 
Navy, and Air Force and to the Director of the Defense Sup- 
ply Agency concerning phaseout plans for Government-owned 
facilities in the possession of contractors. 

This memorandum restated the basic DOD policy of relying 
on the use of privately owned facilities in performing Gov- 
ernment contracts, Contractors were required to submit plans 
to phase out the use of in-place Goverinment-owned facili- 
ties. Nonprofit and not-for-profit contractors and wholly 
Government-owned, contractor-operated plants which do not 
engage in competition with comercial firms were exempted. 

The objective of the plans was to orderly phase out 
contractor use of Government-owned facilities over a period 
generally not to exceed 5 years. All exceptions were to be 
approved by the Secretary of Defense. 

As of December 1971, 187 of 647 expected phaseout plans 
had been approved. We were told that some contractors did 
not submit plans because their production contracts with 
the Government would terminate shortly, requiring them to 
return the equipment to Government custody. Other contrac- 
tors delayed submitting plans because they wanted to buy 
the Government-owned equipment in their possession. How- 
ever, existing legislation does not permit the direct sale 
of equipment through negotiation with the holding contractor 
unless it is sold in a package with an entire Government 
facility or is nonseverable and is classified by the General 
Services Administration as real property. DOD officials in- 
dicated that enactment of House bill 13792, which permits 
the direct sale of equipment to holding contractors, would 
facilitate DOD's phaseout efforts without affecting the in- 
dustrial production base needed for emergency defense re- 
quirements. We have endorsed similar legislation, proposed 
in previous years, and agree with the intent of House bill 
13792 to permit the direct sale of equipment to the using 
contractors. 



On February 13, 1971, the Deputy Secretary of Defense 
issued a memorandum stating that DQD was evaluating the 
impact on the mobilization base of the 5-year phaseout plan, 
in connection with a reassessment of its mobilization- 
production-planning program, The memorandum delegated to 
the Secretaries of the Army, Navy, and Air Force the author- 
ity to approve the exemptions or exceptions to the basic 
policy of the phaseout plan, which were initially required 
to be approved by the Secretary of Defense. In addition, 
it provided for deferring phaseout plans where mobilization 
base requirements were in the process of being developed 
and where phaseout would be contrary to the interests of the 
Government or would work an economic hardship on an individ- 
ual company. In our opinion, the deferment criteria pertain- 
ing to the interests of the Government and to the economic 
hardship on an individual company are so general as to per- 
mit many exceptions to the phaseout. We believe that this 
memorandum will delay much of the activity which may have 
been anticipated in connection with the 5-year phaseoutplan. 

IMPROPER ACQUISITION OF PLANT EQUIPMENT 
AS SPECIAL TEST EQUIPMENT _. 

On April 9, 1971, we reported to the Congress that 
significant quantities of plant equipment--specifically, 
general-purpose test equipment --had been acquired as special 
test equipment and has been paid for by the Government. 
Had this equipment been classified properly as general- 
purpose test equipment, in all likelihood it would have been 
provided by private investment, because the acquisition 
would not have met the ASPR criteria for furnishing 
Government-owned equipment to contractors. 

We reported that, at five contractors' plants, special 
test equipment on hand costing about $62 million had been 
purchased for the Government's account. Of this amount, an 
estimated $12 million represented the cost of plant equip- 
ment which should have been provided by private investment. 
At the time of the review, a DOD official estimated that the 

- total active and idle Government-owned special tooling and 
special test equipment under DOD administration would be 
worth from $3 billion to $3.5 billion. These figures did 
not provide a breakdown of special test equipment, but we 
were told that it was considered to be a significant part 
of the total. 



The acquisition of plant equipment as special test 
equipment has been permitted by the AS&% definition of 
special test equipment, which specifically includes "all 
components of any assemblies of such equipment." This def- 
inition permits the acquisition of plant equipment as spe- 
cial test equipment when it is to be included in a group of 
test equipment items assembled for a specific use. 

We expressed the belief that it is feasible to require 
eontractors to provide their own general-purpose components 
of special test equipment and that such a requirement should 
result in significant cost savings on new weapons systems __~ ~~_.~__ 
currently undergoing design, development, or initial produc- 
tion. 

We recommended that the Secretary of Defense act to 
revise the definition of special test equipment in ASFR and 
other pertinent DOD regulations to exclude items that are 
really plant equipment. 

On October 20, 1970, the Assistant Secretary of Defense. 
(Installations and Logistics) stated that the recommendation 
to revise the definition of special test equipment to exclude 
general-purpose equipment was concurred in and that neces- 
sary action in,this regard was being developed and would be 
made effective soon. On March 15, 1972, however, we were 
advised that DOD had concluded that it would not be in the 
best interests of the Government to implement our recommenda- 
tion (see p. 7 >, and we were asked to comment'on proposed 
revisions to ASFR. We reviewed the revisions and found that 
they offered no significant improvement because they contin- 
ued to permit the acquisition of general-purpose items as 
special test equipment, 

EQUIPMEr;rr INVESTMENT POLICY AND TRENDS IN DOD 

Since our November 1967 report, DOD has revised its 
criteria for furnishing Government-owned equipment to con- 
tractors, The present criteria, published in September 
7968, are more restrictive, AS&R? 13-301(a) states that, 
with certain limitations, it is DOD policy that contractors 
furnish all facilities required for the performance of Gov- 
ernment contracts. Facilities are not to be provided to 
contractors except 

10 



--for use in a Government-owned, contractor-operated 
plant, 

--for mobilization production in accordance with a mobi- 
lization plan packag e approved by the Assistant Secre- 
tary of Defense (Installations and Logistics), or 

. --when DOD determines that the furnishing of facilities 
is necessary or in the public interest. Such deter- 
minations must be supported by the contractor's writ- 
ten statement that it is unwilling or unable to ac- 
quiz-e the necessary facilities with its own resources. 

Since 1967 DOD's payments for new industrial plant 
equipment have been reduced, as shown below. 

-1 

Fiscal 
year 

New industrial plant equipment 
paid for by DOD and delivered to 

Contractor-o-snned plants Defense installations 

(millions>- , 

1967 $120.3 $25.5‘ f 
1968 36.5 95,0 
1969 34,2 78.6 
1970 14.6 50.2 

I 
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REBUILDING OF EQUIP-EGTT APBROVED 
WITHOUT EV~ALUATION OF NEED 

We found that iarge amounts of Government money had been 
spent or authorized for rebuilding equipment without an ade- 
quate review of the equipment's use to insure that rebuild- 
ing was justified, For example, at one location, during the 
period April 1969 to January 1971, the contractor had sub- 
mitted five proposals totaling $993,350 for the rebuilding 
of 96 machines to a "like ned' condition. At the time of 
our review, three of the proposals had been approved by the 
Air Force and the facilities contract had been modified ac- 
cordingly. The other two proposals had been recommended for 
approval by the Defense Contract Adxxinistration Se~ices. We 
reviewed the use of these machines and questioned whether 55 
items-- having an estimated rehabilitation cost of $551,675-- 
had been used enough to justify rehabilitation. Repairs had 
been completed on 15 items at an estimated cost of $197,075, 
while repair work, estimated to cost $37,900, was in progress 
on five other items. Rebuilding of the remaining 35 items, 
at an estimated cost of $316,700, had not been started. 

Representatives of the Defense Contract Administration 
Services had reviewed the machines to be rehabilitated and 
determined that they were in need of repair. However, no 
consideration had been given to the past or probable future 
use of the equipment. As a result of our findings, the con- 
tractor was notified that no more machines were to be re- 
paired until a current need was established. 

Air Force officials told us that projects such as those 
described above were approved as "capital type rehabilita- 
tion" projects and were authorized under the maintenance 
clause of facilities contracts. Capital-type rehabilitation 
projects are not subject to the ASFR 13-301 criteria govern- 
ing the furnishin, * of new facilities. (See pp* 10 and 11.1 
The assumption is that the equipment is needed unless the 
administrative contracting officer determines otherwise, 

CONCLUSIONS 

Two DOD plans which would have resulted in a greater 
reliance on contractors to furnish equipment have not been 
fully implemented. These plans are the expected phaseout of 
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contractor use of Gcwerment-owned equipment and the revision 
of the definition of special test equipment to exclude 
general-purpose items which are, in fact, plant equipment. 

It appears that the more restrictive criteria for fur- 
nishing equipment to contractors, as presently set forth in 

- ASPR, have been effective in limiting the acquisition of new 
items at contractor-olvned plants. However, the rebuilding 

_ of existing equipment to like -new condition is the equivalent 
of furnishing new items and should be based on an evaluation 
of use and a determination of need, in accordance with the 

- ASPR criteria. ~~ -- ~~~~ -- ~~. _~. _ ~~~ ~..~ 

Phaseout plans 

In our draft report we suggested that the Secretary of 
Defense act to determine whether the criteria for deferment 
of phaseout plans -were too broad and would result in suspen- 
sion of the program. In replying to our draft report in a 
letter dated Hay 16, 1972, DOD stated that current controls 
were adequate to inonitor the number of cases in which defer- 
merits were requested and that the value of IPE in use by con- 
tractors had been reduced by nearly $700 million from the end 
of 1967 to the end of 1971. DOD stated that deferments had 
been authorized to 16 contractors for only 388 items having 
a value of $9.9 million as of January 1972. 

I3BD informed us that, in achieving the reduction of 
nearly $700 million worth of IPE in use by contractors, most 
of the equipment was returned without invoking a phaseout 
plan, As of December 31, 1971, 187 of 647 expected phaseout 
plans had been approved. The value of the equipment included 
under the approved phaseout plans represents only about 
$55 million of the $2.5 bilkion being reviewed for possible 
phaseout. According to the implementation instructions, all 
phaseout plans must be received by March 1973. 

Also, we found that nearly $200 million of the cited 
reduction was due to a reclassification of equipment, which 
merely transferred certain classes of IPE to "other plant 
equipmentel' Thus, this portion of the decrease in IPE was 
accompanied by a corresponding increase in other plant 
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equipment. The remaining reduction of about $500 million 
does represent some progress toward the Department's goal of 
generally requiring contractors to furnish all equipment 
needed to perform Government contracts. Kowever, a signifi- 
cant amount of equipment-- about $4.1 billion worth as of 
June 30, 1971--still remains in contractors' possession. In 
Giew of the significant amount of equipment still in the pos- 
session of contractors, we feel that the phaseout program 
ileeds renewed emphasis to achieve its stated objectives, 

Definition of special test equipment 

Although IND stated in its reply that it concurred with 
our recommendation to revise the definition of special test 
equipment, the proposed revision seems to offer only limited 
improvement, because it will continue to permit the acquisi- 
tion of general-purpose items as special test equipment. 

DOD's stated reason for continued acquisition of 
general-purpose items as special test equipment is that there 
is often a legitimate requirement to incorporate general- 
purpose items into special test equipment. 

It is our opinion that Government ownership of general- 
purpose components of special test equipment is generally 
not justified. However, revising the definition of special 
test equipment to exclude general-purpose items, as we have 
recommended, would not prohibit the acquisition of such 
items for the Covernmentss account if a bona fide require- 
ment, meeting the ASPR 13-301 criteria, could be established. 
In this case, the general-purpose items would be furnished 
as facilities under a facilities contract, rather than as 
special test equipment under a supply contract. Conse- 
quently, the contractor would not be paid a fee for the ac- 
quisition of the equipment and its use and subsequent dispo- 
sition would be subject to more stringent controls. 

Criteria for rebuilding equipment 
. 

DOD states that there are adequate criteria for review 
of capital-type rehabilitation projects and that ASPR pro- 
vides guidance concerning the removal of equipment for which 
retention is not justified. 
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The rehabilitation proposals we cited as examples of 
the need for more stringent criteria w2re recommended for 
approval without consideration of past or probable future 
use. Rehabilitation projects are not subject to the ASPR 
13-301 criteria governing the furnishing of new facilities. 
The assumption is that the equipment is needed unless the 
administrative contracting officer determines otherwise. We 
have pointed out elsewhere in this report that there is no 
firm criteria for identifying items "for which retention is 
not justified" and have recommended that clearer criteria be 
established. (See pa 17.1 

i 

The Secretary of Def2nse should (1) reemphasize the D0D 
program for phasing out the use of Government-owned facili- 
ties, (2) revise the definition of special test equipment to 
exclude general-purpose equipment, and (3) apply the ASPR 
13-301 criteria for furnishing equipment to the rebuilding 
of existing equipment. 

. ! 

I  
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CHAPTER 3 

NEED FOR BETTER CONTROL OVER UTILIZkiTIOX 

LACK OF CONTRACTUAL COVERAGE 
OF ASPR REQUIREMENTS --- 

Appendix B of ASPR sets forth the basic requirements to 
be observed by contractors in establishing and maintaining 
control over Government property. The requirements con- 
tained therein may be clarified, extended, or modified, but 
they cannot be contradicted by the legal contract between 
the contractor and the Government. 

Appendix B generally applies to all DOD contracts for 
supplies or services that obligate appropriated funds, and 
it is generally incorporated into contracts by reference as 
being in effect at the date of the contract. Therefore, 
subsequent changes to appendix B, which substantially repeal 
or affect existing contract rights, are applicable only 
when they are made a part of the contract through a modifi- 
cation accepted by both parties. During our review we found 
examples of the absence of contractual coverage of important 
provisions of appendix B. \ 

ASPR B-603.1, by Revision 3, dated June 30, 1969, es- 
tablished requirements for recording authorized and actual 
use for IPE and provided for minimum utilization levels and 
the reporting of items not needed. At the time of our re- 
view, however, we identified deficiencies in the utiliza- 
tion record systems at five contractor locations where ASPR 
B-603.1 had not been incorporated into the facilities con- 
tract. Four of the five had inadequate or incomplete uti- 
lization records; none of the five had established minimum 
utilization levels. The facilities contracts were dated 
prior to June 30, 1969, and had not been modified to reflect 
the utilization requirements established on that date in 
ASPR B-603.1. One of the contractors had repeatedly refused 
fo accept such a modification. We found no evidence of at- 
tempts on the part of the Government to modify the other 
contracts. 



LACK OF l?ECORDS PREVENTS 
EVALUATION QF UTILIZATION 

At 16 of the 27 locations we visited after the effec- 
tive date of ASPR B-603.1, we found that the contractors' 
utilization records were not adequate for a proper evalua- 
tion of the use of IPE. Such utilization records are nec- 
essary to identify equipment no longer needed by the con- 
tractor, to insure that equipment is used only for authorized 
purposes, and to insure that an equitable method is used 
for-determining rental charges, 

NEED TO CURIFY CONTR!CT?JAL REQUIREMENTS 
FOR RIZPORTING GF UNNXEDED ITEt% 

ASPR B-603.l(i.v) provides that contractors have proce- 
dures for immediately reporting to the contracting officer 
all IPE items for which retention is not justified. ASPR 
7-702.23, Notice of Use of the Facilities, which generally 
is included in facilities contracts, provides that the con- 
tractor shall notify the contracting officer whenever any 
item *'is no longer needed or usable for purposes of perform- 
ing existing Government contracts or subcontracts for which 
use has been authorized." Similar language is contained in 
ASPR B-101(d). 

Although the intent of all of these provisions is 
clearly to require the reporting of unneeded items, there 
are no firm criteria for identifying such items. Terms like 
"items for which retention is not justified" and "no longer 
needed or usable" are subject to interpretation. Conse- 
quently contractors are relatively free to develop their 
own criteria for identifying unneeded items. 

the 
for 

At eight of the 27 locations we visited, we found that 
contractors had not established minimum levels of usage 
Government-f urnished IPE. If used in conjunction with 

utilization records, the established minimum levels would 
provide the contractors with a means for identifying equip- 
ment not being utilized to the extent necessary to justify 
retention. At three of these locations the minimum use 
levels requirements were included in the facilities contract. 
At the other five locations they were not. 
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At another location the contractor-established minimum 
use criteria provided for the reporting of items idle for 
LO or more consecutive days and for the justificzticn of 
their retention. Thus, if an item were used every 10th 
day, retention would be justified, regardless of the total 
&mount of use. 

Minimum utilization levels established at one location I 
were meaningless, because the contractor did not maintain 
machine utilization records, 

Unless DOD prescribes a more uniform use criteria on a 
contractual basis, the retention of unneeded items is likely 
to continue indefinitely. Government personnel stated that 
authorizations under supply contracts for rent-free use of 
facilities further complicate the problem of removing equip- 
ment from contractors' plants. Generally authorization is 
granted on the assumption that such use will result in lower 
Government procurement costs on current contracts. Once 
rent-free use authorization is granted, the Government can- 
not legally remove the equipment under the terms of the fa- 
cility contract without an equitable adjustment in the price 
or delivery schedules, or bothi of any uncompleted supply 
contracts. Consequently the authorization of rent-free use 
of existing facilities could result in indefinite retention 
of equipment for which the original purpose had been com- 
pleted. 

RJZTENTION OF UNNEEDED ITEMS 
PREVSNTS USE ELSEJ'HERE 

ASPR B-603.1 provides that contractors' utilization 
procedures require periodic analysis of needs for IPE and 
have firm provisions for immediately reporting to the con- 
tracting officer all IPE items for which retention is not 
justified. Items no longer needed are to be prompt'ly re- 
ported to the Defense Industrial Plant Equipment Center, 
Vemphis, Tenn., in order to be made available for reutiliza- 
tion. Idle IPE within DOD is centrally managed by the Cen- 
ter whose primary function is to facilitate reutilization 
by directing transfer of equipment to other locations and 
thereby to avoid unnecessary procurement of new equipment. 



At 13 of the 27 contractor locations we visited, we 
identified 327 items of IPE having acquisition costs total- 
ing about $11.4 million which had not been reported to the 
Center. In our opinion, these items were not justified for 
retention because they (1) were idle, (2) had little use, 
or (3) were used predominantly for commercial work. 

In identifying such items9 we generally used machine 
utilization records maintained by the contractors. However, 
many contractors did not maintain adequate utilization rec- 

mm-.ords (see p* l.7), and~we were unable to fully evaluate ma- 
chine usage at those locations. 

Idle equipment 

We found that 51 items having acquisition costs total- 
ing about $2.3 million had been idle for periods of 6 months 
or more but had not been reported to the contracting officer 
or the Center. 

For example, at one contractor location we found 28 
items costing about $1.1 million which had been idle for 
periods ranging from 6 to 10 months. The contractor stated 
that a dramatic decline in defense business was responsible 
for the idle equipment and that unneeded items would be re- 
ported and removed as fast as possible. 

At another location 14 items costing about $833,000 
had been idle for periods ranging from 6 to 22 months. The 
contractor stated that the equipment was needed for mobili- 
zation production and that the retention of these items 
would be justified to the Administrative Contracting Offi- 
cer, During the periods covered by our review, however, 
ASPR made no provision for retention of idle equipment ex- 
cept that which was part of a mobilization plan package; no 
such mobilization package had been established at this loca- 
tion. 

Low-use equipment 

We identified 182 items costing about $5.6 million 
which had been used less than what we considered to be a 
reasonable minimum. In making the determination, we used 
the contractor-established minimum use levels when minimums 
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had been established. When they had not, we used the 35- 
percent, or 14 hours per week, criteria previously used by 
DOD as the level of use below which justificstion for reten- 
tion would be required. 

At one location we found that 95 items costing about 
$2.9 million had been used an average of less than 14 hours 
per week during a lo-month period, The contractor stated 
that unneeded items would be reported and removed as soon 
as possible. 

-- 
-Atanother location 22 items- having a.total cost of 

about $1.3 million were used less than the contractor- 
established minimums during the last 6 months of 1970. Con- 
tractor officials stated that they were reluctant to report 
as excess all low-use equipment, because a substantial 
amount would be required in the event of mobilization. Dur- 
ing the period covered by our review, however, there was no 
justification for holding currently unneeded equipment for 
mobilization use, unless it was idle and was part of an ap- 
proved mobilization plan package; no such package had been 
approved for this location. Subsequently, on July 12, 1971, 
DOD issued Defense Procurement Circular No. 89 which per- 
mitted temporary retention of idle IPE by contractors while 
mobilization planning was being accomplished. 

Commercial use 

In addition to idle and low-use items, we found 94 
items costing about $3.5 million which had been used predom- 
inantly for commercial work. We considered commercial use 
of 75 percent or more of total actual use as being predomi- 
nantly commercial, 

For example, at one location 23 items having a total 
acquisition cost of about $1.5 million had been used predom- 
iriantly for commercial work during the first 10 months of 
1970. Twenty-one of the items having an acquisition cost 
of- $1.4 million had been used only for commercial work for 
8 to 10 months. In addition, 19 of the 23 items were sched- 
-tiled entirely for commercial work for the 5 months ended 
June 30, 1971. Projected Government use of the other four 
items for the same period was extremely low. 



In 1969 the contractor and the Government entered into 
negotiations for the sale of the Government equipment to 
this contractor. However, they have been unable to agree 
upon a price. Officials of the Defense Contract Administra- 
tion Services were directed by the Air Force early in 1969 
not to report as excess any of the production equipment 
which the contractor had proposed to purchase, pending com- 
pletion or termination of price negotiations. The contrac- 
tor stated that efforts to effect the purchase had been re- 

-newed in March 1971. 

At another location 11 items having a total acquisition 
cost of about $529,000 were used predominantly for commer- 
cial work during the period from July 1970 through January 
1971. The contractor stated that the utilization of 
Government-owned machines fluctuates because of the short 
duration of most Government contracts and that, consequently, 
some machines have been used for commercial work. 

A third contractor used 18 items costing about $322,000 
for which commercial work ranged from 75 to 100 percent of 
total use during the 6 months ended January 31, 1971. The 
contractor stated that these items were scheduled to be re- 
ported as excess. 

Lost opportunities for reutilization 

Our review showed that, had they been reported to the 
Defense Industrial Plant Equipment Center as excess, many 
of the items which we identified as unneeded at contractors' 
plants could have been used to fill approved needs at other 
locations. These determinations were made by the Centerls 
technical personnel at our request. They compared the un- 
needed items with approved requisitions which they had been 
unable to fill during the same period of time for which we 
had questioned retention of the unneeded items by the con- 
tractor. As a result, they identified 78 items having a 
total acquisition cost of about $1.7 million which, had 
they been available to the Center, would have been offered 
to satisfy requirements which the Center had been unable to 
fill for lack of suitable items in its idle inventory. 

Although the offer of an item does not necessarily mean 
that it will be accepted, a Center official stated that they 
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have experienced an acceptance rate of 75 to 80 percent for 
items offered. Because of the number-of installations in- 
volved, we did not attempt to determine how many of the un- 
filled requisitions resulted in the purchase of new equip- 
ment. However, the estimated purchase price of the 78 req- 
uisitioned items totaled about $2.3 million. The difference 
between this and the $1.7 million acquisition cost of the 
unneeded items represents primarily price increases since 
the-latter were acquired. 

-  _-- 
.__-_._--.- 

y__.u- 

- - - - -  _. I  -_----- 
__ ____ __-_---- - - . . -  
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. 

UNAUTHORIZED USE 

. 

ASPR provide s that the use of Government-owned equipment 
for work other than that specifically authorized for use with- 
out charge must be authorized in advance by the contracting 
officer. For each item used without authorization, the con- 
tractor is liable for the full monthly rental, ASPR also 
provides, in paragraph 13-405, that non-Government use of IPE 
in 
in 

---in 
of 

excess of 25 percent of available time requires approval 
advance by the Secretary of the department concerned and, 
the case of certain metalworking equipment, by the Office 
Emergency Preparedness. 

The Office of Emergency Preparedness established the 
procedure for prior approval primarily to preclude contrac- 
tors from obtaining a favored competitive position through 
using Government-owned production equipment. As discussed 
below, we found instances in which the appropriate approval 
had not been obtained. 

Authorization by the Administrative 
Contracting Officer not obtained 

At four locations we found that the contractors, without 
obtaining authorization from the contracting officer,had used 
equipment for work not authorized as rent-free, 

At one of the locations we found that 22 machines had 
been used on jobs for which the contractor had not obtained 
rent-free authorizations. A contractor official stated that 
the company had not paid rent for the use of the Government- 
owned equipment since the early 1950's. On the basis of 
utilization records maintained by the contractor, we estimated 
that rent of about $22,860 was due for 1970 and the first 
quarter of 1971. Utilization records were not available for 
earlier periods. We discussed our findings with the contract- 
ing officer, who subsequently obtained payment from the 
contractor. 

At another location the contractor had not obtained ad- 
vance authorization for 16 machines which it used during 1 
month on commercial work. We discussed the matter with the 
contracting officer. Subsequently the contractor paid 
$21,838 in additional rent and revised its procedures to 
prevent unauthorized use of Government-owned equipment. 
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At the other two locations, although the equipr?,zat was 
used without proper authorization, the contractors paid the 
full rent for the period of unauthorized use. 

bproval of the Office of Emergency 
Preparedness not obtained 

At seven contractor locations, Government-owned machines 
had.been used more than 25 percent of available time for com- 
mercial work without approval of the Office of Emergency 
Preparedness. 

_..___ ~_ ~_.~ ~-- ~.....~~~~ ~~ ~- - 
The approval requirement applies individually to machines 

costing $25,000 or more, The use of machines costing less 
can be averaged, At one location we reviewed the co-mmerical 
use of machines, costing over $25,000 each, during nine 
l-month rent periods, On the average, 70 machines had been 
used without authorization each month for commercial work for 
more than 25 percent of available time, Although the con- 
tracting officer had advised the contractor in JuIy 1968 that 
commercial use in excess of the 25-percent limitation would 
constitute unauthorized use, both the contractor and the 
contracting officer stated that the contractor was not re- 
quired to comply with ASPR 13-405, because it was not in- 
cluded in the facilities contract, We believe that, in addi- 
tion to being required to obtain permission from the con- 
tracting officer to use Government equipment on non- 
Government work9 the contractor is obligated to obtain prior 
approval of the Secretary of the department concerned and of 
the Office of Emergency Preparedness, as appropriate, when 
the non-Government use is expected to exceed 25 percent of 
available time even though neither is stipulated in the con- 
tract, because the provisions of ASPR 13-405 must be,given 
full force and effect unless specificaLly modified by the 
terms of the contract. 

At another location 32 machines having an acquisition 
zos't of more than $25,000 each had been used without approval 
t-or commercial work more than 25 percent of available time 
jurjng a &month period. The contractor's procedures pro- 
Tided for payment of the full rent for such machines. Con- 
sractor officials stated that 20 of the 32 machines were 
)cheduled to be declared excess and that all Government-owned 
terns retained beyond 1971 would be used predominantly for 

iovernment work. 
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We found instances of unauthorized use for commercial 
work in excess of 25 percent of available time at five other 
locations. At one of the five locations the contractor had 
paid additional rent for the unauthorized use. At the other 
four locations the contracting officer initiated or promised 
corrective action as a result of our review. 

Available machine time is not an appropriate 
basis for measuring commercial use 

The time a machine is available for use is not always 
-~-----~--an appropriate basis for measuring the degree of commercial 

use of Government-owned equipment. Available time is based 
on the contractor's normal work schedule, as represented by 
scheduled production-shift hours. Therefore, available time 
increases proportionately with the number of scheduled shifts. 
If a contractor operates on a multiple-shift basis, machines 
can be used for a significant number of hours on commercial 
work without exceeding the 25 percent of available time 
limitation. 

For example, at one location we identified six machines 
costing more than $25,000 each for which commercial'work 
ranged from 77 to 100 percent of actual use during a 6-month 
period. However, commercial use stated as a percentage of 
available time ranged from 6.5 percent to 16.5 percent. 
Actual hours of commercial use ranged from 184 to 463. 

At another location a similar comparison made b,' Navy 
auditors for six machines showed a wide disparity between 
percentages of non-Government use based on available hours 
and those based on actual usage. The commercial use based 
on available hours ranged from 9 to 23 percent, while com- 
mercial use based on total actual use ranged from 37 to 68 
percent. The Navy auditors recommended that the Chief of 
Naval J%kerial consider initiating action to change ASPR 

i - 13-405 to requir e that the 2%percent ceiling on non- 
Government use be based on actual production time rather 

I - than on available time, 

25 



COMCLUSIQNS 

The examples cited in this chapter show that Stems of 
Government-owned plant equipment have been retained in con- 
tractors s plants without appropriate justification and have 
been used for non-Government work without authorization, 
They also show that proper evaluation of the need for and 
use of Government-owned equipment generally cannot be made 
in those instances where adequate utilization records are 
not maintained. In our opinion, the deficiencies discussed 
above have resulted from: 

_.---~_~ --~ .-_.- -~ 
--A lack of contractual coverage and ambiguous contract 

terms that inhibit the enforcement of DOD policies 
concerning IPE, 

--A lack of a specific requirement in ASPR for machine- 
by-machine utilization records. 

--Measuring commercial use on the basis of available 
time rather than actual machine time. 

It seems reasonable that contractors should be required 
to account to the Government for the use of its equipment. 
However, we believe that the current requirement in ASPR 
B-603.l(ii) is too general to be effective in establishing 
adequate utilization records if the contractor is reluctant 
es do so0 As is demonstrated by the examples on pages 17 
and 18, the Lack of adequate records prevents evaluation of 
machine use. Such evaluations are essential to effective 
property management, in order to facilitate the identifica- 
tion and reporting of unneeded items and to control improper 
or unauthorized use. 

Utilization records should show machine hours of use 
for individual machines and should differentiate between 
Government and comercial work. The feasibility of main- 
taining machine-by-machine utilization records has been dem- 
onstrated by many contractors who are currently keeping such 
records. Information obtained from I.1 of the 27 contractors 
included in our review shows that the estimated costs of in- 
stalling their machine utilization records systems ranged 
from $600 to $165,000. 

’ : 
I C I 
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I 
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The estiPnated annual costs of operating these systems 
ranged from about $1,2CO to about $48,000, and the number of 
Government-okned items included ranged from six to about 

h 14,000. Complete information on installation costs and op- 
i erating costs was not available at all locations. Because 
% the costs cited above are based on contractor estimates and 

I because of differences in the systems, we did not attempt to 
evaluate these costs in the light of the results produced. 
However, we obse-rved that generally a high proportion of the 
cost of Government-owned machines on hand was made up of a 
relatively Ldl mnnber of machines, 

- ~. -. .~ - 
On the basis of the above facts and the fact that many 

contractors have successfully established machine utiliza- 
tion records, it would seem reasonable to require contrac- 
tors to xriaintain utilization records for individual machines 
representing some minimum portion, for instance 75 percent, 
of the total acquisition cost of Government facilities on 
hand and for such other items as practicable. At several 
locations included in our review, 75 percent of the acquisi- 
tion cost of Government-owned equipment on hand was made up 
by 25 percent or less of the items. 

It is also our conclusion that available time is not an 
appropriate basis for measuring commercial use, because 
equipment can be used extensively for cormnercial work with- 
out exceeding 25 percent of available time. 

AGENCY COWWS AND OUR EVALUATIONS 

Utilization records 

DOD does not agree that utilization records should be 
required for individual machines. It states that the cost 
of such a system is unnecessary and prohibitive and proposes 
an audit review of the contractor9s method of measuring use 
prior to agreement with the contractor to insure that the 
nethod adequately reflects the use. 

During our review we found that maintaining utilization 
records for individual machines was generally the only 
method that could be relied on to accurately measure machine 
use. The DOD conclusion that the cost of individual machine 
records is %nnecessary and prohibitive" is based on a 1968 

P 
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study which) at that time, DOD sonsidered to be inconclusive. 
@klr current review shows that many contractors do have 
machine-by-machine utilization records systems and that some 
very good systems have relatively low instaU.ation and oper- 
ating costs, Furthermore, our recommendation would not re- 
quire records for &KJ machines. We observed that, at sev- 
eral. locations, 7.5 percent of the acquisition cost of 

-Government-owned equipment on hand was made up by 25 percent 
or less of the items. Ye a&so found that, in the absence of 
-machine utilization records, there is no reliable way to de- 
termine &ether other measurement methods will adequately 
reflect machine use. (See pp, 31-to 35.1 ~- ~-- __ --- 

Limitations on commercial use 

Although DOD concurred with our position that the 
25-percent commercial use factor be based on actual produc- 
tion time, the concurrence is largely negated by its stated 
qualifications. DOD's position is that forecasted actual 
use may be based on "other than actual machine hours" and 
that the use of groups of equipment may be approved in lieu 
of approval on a machine-by-machine basis, 

Cur review has shown that machine hours are generally 
the only reliable measure of machine use. We do not object 
to approval on a group basis for machines costing less than 
$25,000, as is currently permitted by ASPR 13-405. However, 
we feel that machines costing $25,000 or more each should 
continue to be approved on an individual basis. Group ap- 
proval which included both high-cost and low-cost machines 
could result in 100 percent commercial use of high-cost ma- 
chines, if the group included sufficient low-cost machines 
for averaging purposes, 

Griteria for identifying unneeded items . . 

DQD does not agree that the ASPR provisions for the re- 
porting of unneeded items are ambiguous or that clearer cri- 
teria are required, 

As we stated on page 17, there are currently no firm 
criteria for identifying unneeded items, The ASPR terminol- 
ogy is subject to interpretation, Consequently contractors 
are relatively free to develop their own criteria for 
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identifying unneeded items, Our position is supported by 
the numerous examples (see pp. 18 to 21) of items not justi- 
fied for retention which had not been reported. 

RECOMMENDATIONS 

To improve the utilization of Government-owned plant 
equipment, we recommend that the Secretary of Defense: 

--Revise ASPR B-663.1 to require contractors to main- 
tain utilization records for individual machines mak- 
ing up some minim portion, for instance 75 percent, 
of the acquisition cost of Government-owned indus- 
trial plant equipment on hand. The equipment to be 
included in the 75 percent should be those items hav- 
ing the highest costs. Such records should be based 
on machine hours of use and should differentiate be- 
tween Government and commercial use. 

--Revise ASPR 13-4-05 to require that the 25-percent 
commercial use factor be based on actual machine time 
rather than on available time. 

We further recommend that contract administrators be 
reminded of the need to (1) monitor utilization of 
Government-owned plant equipment to facilitate the reporting 
of unneeded items, (2) identify instances of unauthorized 
use and take appropriate action, and (3) initiate timely ac- 
tion to incorporate changes to appendix B of ASPR into indi- 
vidual facilities contracts, 

Finally we recommend that the Secretary have ASPR re- 
viewed to identify and eliminate all ambiguous terms in the 
sections of ASPR which pertain to the reporting of unneeded 
items and that clearer criteria be established for identify- 
ing IPE items for which retention is not justified. 
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CHAPTER 4 

NEXD FOR UNIFORMITY IN RENT AGREEMENTS 

METHOD OF COYIPUTING RENT 

The DOD criteria governing the payment of rent by con- 
tractors for the use of Government-owned plant equipment are 
contained in PSPR 7-702.12, the "Use and Charges" clause 
which is required to be included in all facilities contracts. 
The requirements of the Use and Charges clause are generally 
implemented by a written rent agreement which supplements 
the facilities contract. Items to be rented must be au- 
thorized in advance. The length of time covered by each 
rent payment is subject to agreement between the contractor 
and the Government, but it cannot be less than 1 month or 
more than 6 months. Rental rates --expressed in percentages-- 
are based on the age and/or type of the equipment and are 
uniform for all facilities contracts. These rates have been 
increased since our 1967 review. However, because DOD does 
not maintain centralized records of rent collections, we 
were unable to determine the total amount of rent collected. 
We were told that obtaining such data would be extremely 
difficult and expensive. 

The Use and Charges clause provides that the full'rent 
due for the rent period is to be computed by applying the 
specified rental rates to the acquisition costs of the items 
authorized to be rented. The full rent is to be reduced by 
a credit for use of equipment which has been specifically 
authorized in advance as rent-free. Generally, rent-free 
use is that par t of the use applicable to work on Government 
contracts and subcontracts. The credit is to be combuted by 
multiplying the full charge for the period by a fraction 
whose numerator is the amount of rent-free use during the 
period and whose denominator is the total amount of use 
during the period. 

LACK OF UNIFORM RENT CREDIT 
PERMITS INEQUITIES 

For the purpose of computing the credit for rent-free 
use, the Use and Charges clause provides that the measurement 
unit for determining the amount of use shall be: 
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"* direct labor hours, sales, hours of use, or 
any other measurement unit which will result in an 
equitable apportionment of the rental charge, as 
may be mutually agreed to." 

Contrary to the requirement for an ec@table apportionment 
of the r&tal charge, this all-inclusive definition has 
resulted in inequitable rent computations, because it permits 
the use of measurement units which do not reflect machine 
usage. 

--- _- -- ~. - ~- ~~~ _ 
In our 1967 report we cited examples of inequitable----- 

rent credits and concluded that the full rent for the rent 
period and the rent credit should be computed individually 
for each machine above an established dollar value and that 
the rent credit should be based on machine hours of use. 
During our current review we found that the same type of 
inequities reported in 1967 still exists. 

Rent credit based on value or 
ouantity of contractor-owned equipment 

At two locations the rent credit was based, in part, on 
the value or quantity of contractor-owned equipment. At one 
of these locations the full rent was reduced by two credits. 
The first of these credits was based on the ratio of 
contractor-owned items to the total acquisition cost of plant 
equipment in productive work centers. The adjusted rent was 
further reduced, on the basis of the ratio of rent-free cost 
of sales to total cost of sales. Prior to 1970 only the 
credit based on cost of sales was applied to the full rent. 
A rent agreement negotiated in March 1970 for the period 
January 1, 1970, through June 30, 1971, added the credit 
based on the ratio of contractor-owned equipment. The use 
of the new method resulted in a rent payment of $81,729 for 
the period January 1 through June 30, 1970. Under the pre- 
vious method, using only a single credit for rent-free work 
based on cost of sales, the rent for the same period would 
have been $178,682, or $96,953 more than was actually paid. 

e-d We discussed the rent computation with the contracting 
officer, who was of the opinion that the method used was 

c 
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equitable and that it provided the contractor with an in- 
centive to phase out Government-owned equipment, because an 
increase in contractor-owned equipment would result in a 
larger rent credit. 

At the other location the contractor's rent credit for 
periods prior to June 1970 had been based on the relationship 
of direct labor hours spent on Government work to total di- 
rect labor hours, on a departmental basis. For the 6-month 

* period ended November 1970, the contractor increased the 
rent credit by allocating to the Government hours ins each ~- 
department-a-portion of total departmental direct labor ___-- --- 
hours, based on the percentage of the total number of 
contractor-owned machines in that department. As a result, 
Government hours (rent-free) are counted twice. The intent 
of the allocation was to give the contractor credit for 
Government work done on contractor-owned equipment. 

The illogical nature of the rent-free credit computation 
is best demonstrated by the fact that computed rent-free 
hours for two departments exceeded total hours worked by 
42 percent and 70 percent, respectively. Consequently no 
rent was due for these departments, even though both had 
commercial work. The commercial work in one department was 
6,237 hours, or 33 percent of the total direct labor hours 
for the 6-month period. 

The revised rent credit procedure resulted in a proposed 
rent payment of $8,971 for the 6-month period ended Novem- 
ber 30, 1970. The previous method, with a single rent credit 
based on direct labor hours, would have resulted in a payment 
of $20,054, or $11,083 more. At the completion of our work 
at this location, the proposal had not been approved-by the 
Government, 

In both of the instances cited above, the lack of ma- 
- chine utilization records prevented us from determining what 

the rent payment should be if it were based on the machine- 
by-machine rent computation recommended in our 1967 report. 

In our opinion, rent credit based on the value or quan- 
tity of contractor-owned machines is inequitable because 
contractor-owned items are not included in the rental base 
and because the Government generally pays for the use of 
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contractor-owned equipment through allocation of depreciation 
to overhead accounts. In the latter example, Government * 
hours were counted twice, which increased the rent credit. 

Rent credit based on 
number of parts produced 

One contractor's rent agreement provided for a rent 
credit based on the ratio of the number of parts produced 
on a rent-free basis to the total number of parts produced. 

-Although the contractor did not maintain machine utilization ~-- 
records, we found--by examining machine time standards and 
quantities produced ---that this-method did not equitably 
reflect machine usage, because the commercial parts being 
produced generally required more machine processing time 
than rent-free parts. 

, 
For example, for one machining operation, 73 percent of 

.the parts produced during 1 month were items authorized for 
rent-free use. Kowever, only 56 percent of the standard 
machine processing time for that month was used to process 
these parts. Conversely, 44 percent of the standard ma- 
chining time was used to process the 27 percent of the parts 
which were commercial. Other machining operations showed 
similar results. In all, we reviewed operations on machines 
accounting for over 80 percent of the value of Government- 
owned equipment. 

We estimate that the rent paid for 1970 would have been 
about $76,800 higher, had the method of computing the rent 
credit recognized the differences in processing times between 
commercial and rent-free parts. 

'We discussed our findings with officials of the Defense 
Contract Administration Services. As a result, the contractor 
was asked to submit a proposal for a revised method of com- 
puting the rent. . 

"'Mobilization" credit 

One contractor used still another type of additional 
rent credit. The total rent for the period was initially 
allocated between Government and commercial work on the 
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basis of machine hours of use 'by groups of machines. The 
amount thus allocated to commercial work was further reduced 
by a "mobilization" credit based on the relationship of the 
acquisition cost of machines used on Government work less 
than an average of 14 hours per week to the total acquisition 
cost of all equipment on which time records were kept. Under 
the terms of a modified equipment mobilization package ap- 
proved for this location, the contractor was allowed to use 
the equipment for current production, including commercial 
work, The contractor stated that the purpose of the ad- 
ditional credit was to recognize that rent was charged for ~~____ 
many machines which were being retained for mobilization 
but which were not needed for current operations and that 
the contractor was required to maintain and repair those 
machines at its expense. 

In our opinion, the mobilization credit is inequitable. 
We do not agree that the contractor is entitled to consid- 
eration in the rent computation for maintenance of Government- 
owned equipment. The requirement for the contractor to 
maintain the machines is a normal one under facilities con- 
tracts. The costs of such maintenance are generally charged 
to overhead or burden accounts and are reflected in the 
prices of the items produced. 

Furthermore, the machines represented in the numerator 
of the fraction which determines the percentage reduction 
in the rent payment are selected only on the basis of low 
Government usage. As a result, the commercial use of these 
same machines is ignored. Our repaiew showed that there was 
commercial use of many such machines and that some were 
used solely for commercial work during one of the two 6- 
month rent periods included in the 12 months ended June 30, 
1970. The application of the mobilization credit for these 
two periods reduced the rent payment for the 12 months by 
$107,704, or about 25 percent. Since the credit was ap- 
plied only to that part of the rent allocated to commercial . 
work, it resulted in rent-free use of Government-owned 
equipment for about 25 percent of the contractorss commer- 

- cial work. 
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Sales dollars not representative 
of machine usage 

At three contractor locations the rent credit was based 
on the relationship of Government sales dollars to total 
sales dollars, even though machine utilization records, 
which would have provided a more equitable basis for the rent 
credit, were maintained. We found at these locations that 
sales dollars did not accurately reflect machine usage. 

e&ior to May 1970 one contractor had computed rent by 
-apply.ng the rent credit to each machine in its ratio of ~--- 
Government to total machine hours of use. In August 1970 
the contractor requested, and was authorized, to compute 
the-!rent credit on the basis of the ratio of Government sales 
dollars to total sales dollars, We compared the rent liabil- 
ity for the period Hay 4 to December 31, 1970, under the two 
methods. The method previously used, based on machine hours 
of use, would have resulted in rent of $99,868; the new 
method, based on sales dollars, resulted in rent of only 
$45,708, a decrease of $54,160, or 54 percent. 

At the second location we recomputed the rent for a 
12-month period, applying the rent credit to each machine 

. in its ratio of Government to total machine hours of use. 
The resulting amount was $46,000 more than was paid by the 
contractor which used a rent credit based on sales dollars. 

At the third location the summary utilization records 
did not differentiate between Government and commercial 
work. However, the end-use could be determined from de- 
tailed records, On the basis of a test, which was limited 
by time considerations to the rent for 1 month on machines 
costing $25,000 or more, we concluded that the rent credit 
based on sales dollars did not reflect actual machine usage. 
The rent applicable to the machines included in our test, 
as computed by the contractor's method, was $1,306. Our 
computations, based on applying the rent credit individually 
to each machine in its ratio of Government to total machine 
hours of use, showed that the rent for the selected machines 

c 

should have been $1,656, or about 27 percent higher than was 
actually paid. Because of the limited test made, we did not -. . 

try to project the difference over more items or over a 
longer period. 
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Average rent credit not always 
equitable to contractor 

The preceding exasnples have illustrated rent credits 
which, in our opinion, resulted in underpayments of rent. 
We also found four contractor locations where the rent paid 

- was higher than would have resulted from our recommended 
method of computing rent individually for each machine. 

At these locations the rent credit was based on the 
average percentage of direct labor hours or machine hours 

-applicable to Government work. Although it is our opinion 
that either direct labor hours or machine hours would pro- 
duce an equitable rent credit if applied separately to 
individual machines, we found that average use based on the 
same factors does not always do so. 

At one location an average rent credit was computed 
for each of four groupings of equipment on the basis of 
the relationship of applicable rent-free direct labor hours 
to total direct labor hours. We recomputed the rent for 
each of 61 selected machines, representing 57 percent of the 
total rent value of all Government-owned equipment, for a 
l-month period. For the selected machines, the rent computed 
by our machine-by-machine method was $4,720 less than by the 
contractor8s method. Projecting the results of our test to 
the total rent for that month shows that the machine-by- 
machine method would have resulted in a reduction of $7,054, 
or 15.6 percent, in the amount actually paid under the con- 
tractor's average-use method,, Similar comparisons at the 
three other locations showed that the rent would have been 
reduced by amounts ranging from $3,272 for a Z-month period 
to $1,400 for a 6-month period, had the contractor used a 
machine-by-machine basis instead of a credit based on aver- 
age use. . 
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LACK OF UTILXZATION RECORDS PREVXNTS 
EVALUATION OF AHOUNTS PAID 

The above examples demonstrate the inequitable rent 
computations which resulted from various methods of comput- 
ing the credit for rent-free use. We were unable to evalu- 
ate the rent payments made at two other locations because of 
the lack of machine utilization records. One of these con- 
tractors computed the rent credit on the basis of direct la- 
bor dollars. The other used sales dollars. Because machine 
utilization records were not available, we could not deter- 
mine whether these bases reflected actual machine usage. 

NONSTANDARD LEASES 

fn addition to providing plant equipment under stand- 
ard facilities contracts, the Air Force has provided certain 
contractors with equipment under nonstandard leases, with 
different requirements concerning utilization and rent. 
Specifically, these contractors are those included in the 
Air Force heavy-press and heavy-hammer programs. As of Jan- 
uary 1971 the heavy-press program included seven contractors 
that had Government-owned facilities costing about $212 mil- 
lion. Four of the seven contractors operated Government- 
owned plants. The $212 million included the land and build- 
ings at these four locations. The heavy-hammer program, as 
of the same date, included five contractors who had 
Government-owned plant equipment costing about $20 million. 

The original purpose of furnishing equipment to the 
heavy-press and heavy-hammer operators was to provide a ca- 
pability which did not exist elsewhere. Nonstandard leases 
were used to recognize the specialized nature of the equip- 
ment and the fact that it was not expected to operate at 
capacity, due to the lack of a commercial market for its 
products. Rent had been charged the contractors for all use 
of the equipment, both Government and commercial. Air Force 
officials stated that heavy-press and heavy-hammer operators 
were generally second- or third-tier subcontractors and that 
rent-free use for Government work had not been authorized 
because of the difficulty in tracing the consideration for 
such use through all the higher tier contractors using the 
heavy-press and heavy-hammer products in their end items. 
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status of heavy-pr2ss promxm 

Ln our 1847 report we concluded that the heavy-press 
rent payments did not provide an acceptable rate of return 
on the Government's investment. We also concluded that the 
policy of charging rent for (Xwernment work could result in 
signi.ficant increases in end-item prices through the applica- 
tion of indirect expense and profit factors to the rent cost 
included in the prices of forgings and extrusions. Conse- 
quently w2 recommended that DOD take action to increase the 
r2nt return for commercial use of the heavy presses and re- 
examine its policy of not authorizin, 0 rent-free us2 for Gov- 
ernment work. 

Since our last review the heavy-press rental rates for 
commercial work have been increased from 4 percent to 7 per- 
cent of net sales. We have not reviewed the rent payments 
to determine whether they now represent an acceptable rate 
of return on the Governm2nt's investment. Rent is still 
charged at 4 percent of net sales for Government work. An 
Air Force official said that rent-free use had been dis- 
cussed but had not been authorized for the same reasons pre- 
viously stated, 

In addition, heavy-press facilities costing about 
$22 million have been sold to one contractor. These con- 
sisted of eight pieces of equipment at five locations. We 
w2r2 told that n2gotiations were being conducted with three 
other contractors for the sale of heavy presses in their 
possession and that no new acquisitions of heavy-press fa- 
cilities were contemplated. 

Need to reevaluate the terms 
of heavy-h.amm.er leases 

Our findings at the one heavy-hammer contractor included 
in our revi2w lead to the conclusion that the terms of the 
heavy-hammer leases may need to be reevaluated. 

No limitations on commercial use 

The heavy-hammer leases permit unlimited comm2rci.ai use 
of the equipment. There is no reqplirement to obtain advance 
authorization for commercial use, as is provided by ASPR for 
standard facilities contracts. 
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The contractor did not maintain adequate machine uti- 
lization records, By examining daily labor tickets for a 
l-month period, however, we identified 30 machines that had 
been used more than 75 percent for commercial work. Of the 
30, 14 had been used only for commercial work. 

Low rental rates 

The heavy-hammer leases provide for rental rates sig- 
nificantly lower than those established in ASPR for the 
same classes of equipment. The leases set the annual rental 
rate-for commercial use of the forging hammers and all sup- 
porting equipment at 9 percent of acquisition cost. This is-- 
equal to the minimum rate that would be charged under ASPR 
7-702.12 for items more than 10 years old. The ASPR annual 
rate for new items is 36 percent. Thus, any heavy hammer 
less than 10 years old is rented at a rate more favorable 
than that provided under standard facilities contracts. We 
estimated that the rent paid by the contractor for 1970 
would have been about $96,000 more if the ASPR rates had 
been used. 

Rent reduced for idle time 

Under the Use and Charges clause for standard facili- 
ties contracts (ASPR 7-702.121, the entire rent computed for 
the rent period by applying the specified rates to the ac- 
quisition cost of the equipment is allocated between Gover- 
ment and commercial use. In contrast, the heavy-hammer 
leases provide that rent for items used less than 13 days 
a month will be charged one twenty-first of a month's rent 
for each day of use. This method of rent computation was 
established to avoid charging the contractor for idle ca- 
pacity of machines installed for Government use. We esti- 
mated that rent paid by the contractor for 1970 would have 
been about $208,000 more if the ASPR method of allocating 
the full month's rent between Government and commercial work 
had been used. 

CONCLUsLONS 

------- The examples cited above demonstrate that the absence 
of a requirement for uniformity has resulted in a variety 
of rent credits which do not accurately reflect the use of 
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the equipment being rented. Consequently the amounts paid 
for rent have often been either too low or too high to sat- 
isfy the requirement for an equitable apportionment of the 
rental charge, as stated in the Use and Charges clause. Be- 
cause the degree of equity of any of the above methods would 
depend on the circumstances at the particular location con- 

- cerned, they cannot be categorized as inequitable per se. 
However9 the lack of assurance as to their reliability as a 

. measure of actual machine usage makes them generally unde- 
sirable. 

In our opinion, 
~___ . ____ -- --- 

____-- .- -- the only method which can be consist- 
ently relied on to produce an equitable allocation of the 
rental charge is one in which the rent credit is computed 
individually for each machine, on the basis of the ratio of 
its rent-free hours of use to its total hours of use. We 
realize that there is some equipment for which it may not 
be feasible to keep utilization records. As we have noted, 
however, the major part of the cost of Government-owned 
items generally comprises a relatively small portion of the 
number of items. Hence, it would seem reasonable to require 
a machine-by-machine rent computation for items representing 
some minimum portion, for instance 75 percent,of the total 
acquisition cost of Government facilities on hand and for 
such other items as practicable. 

The rental charge on items for which utilization rec- 
ords are not practicable could be allocated in the same 
overall proportion that results from the machine-by-machine 
computation for the selected items. 

The terms of the heavy-hammer leases were based on the 
premise that the equipment would be used primarily for Gov- 
ernment work and that there would be idle cap-aclty due to 
the.lack of a commercial market. Although this assumption 
may have been valid at the time the program was established, 

-our review showed that it was no longer true for the heavy- 
hammer operator included in our review. Over 80 percent of P 
calendar year 1969 recorded sales of products produced using 

-Government-owned equipment were not under Government con- 
tracts. 

In view of the high degree of commercial work, the fa- 
vorable terms regarding commercial use and the computation 
of rent may no longer be justified. 
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AGENCY COlvilMENTS AND OUR EVALUATIONS 

Uniform rent computation 

The DOD does not agree that a uniform rent computation 
method is warranted OF that it should be applied to individ- 
ual machines. It proposes a method whereby the Defense Con- 
tract Audit Agency would evaluate the method selected for 
measuring and allocating use, prior to finalizing the agree- 
ment with the contractor. 

Our report identifies many examples of inequitable rent ~~._ - ..-.c_ 
computations which have been permitted under the current I 
regulations. We feel that these examples adequately demon- 
strate the need for a uniform method which would be equitable 
to both the Government and the contractor. We agree that 

/ 

there may be instances , particularly at the subcontractor 
level, where it may be difficult to specifically identify I 

machine hours as commercial or Government, In such cases, 
1 

it may be necessary to allocate machine use on the basis of 
other iniormation. However, the existence of possible ex- 
ceptions should not prohibit the application of a method I 

': 
which has been demonstrated as generally feasible. - 

Our review has shown that other methods of measuring 
and allocating use cannot be relied on to reflect actual ma- 
chine usage. We found that, in the absence of machine uti- 
lization records, there is no reliable way to evaluate other 
measurement ,methods. 

Nonstandard Leases 

The DOD has agreed to evaluate the terms of the heavy- 
hammer leases. It stated that the Air Force Systems Command 
was requested in November 1971 to reexamine leasing methods 
for the'entire heavy-press and heavy-hammer programs. 

We recommand to the Secretary of Defense that ASPR be 
revised to require that the credit for rent-free use be ap- 
plied, to the extent practicable, to each machine in its ra- 
tio of Government to total machine hours of use. Because it 
is not practicable to keep utilization records on all 
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machines we recommend that, when the impracticability is 
agreed to by an appropriate Government representative, the 
machine-by-machine rent credit be applied to items repre- 
senting some minimum portion, for instance 75 percent, of 
the total acquisition cost of Government facilities on hand 
and that the rental charge for other items be allocated in 
the same overall proportion that results from the machine- 
by-machine computation for the selected items. 
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CHAPTER 5 

SCOPE OF RXVIIZW 

5 
4 

Our review examined the management controls over the 
! acqlisition, utilization, and rent of Government-owned 
E - 
i 

plant equipment furnished to contractors., The review was 
made at 27 contractors' plants, five military commands, 
and the Defense Industrial Plant Equipment Center, Memphis, 
TfCSlTl. Our review did not include plant equipment in con- 
tractors' possession at locations involved only in Govern- 

-~- -merit operations. 

We examined pertinent DOD regulations and contractors' 
documents and records and interviewed responsible officials 
at the locations visited. 

The results of our review were discussed with contrac- 
tor and DOD officials, 
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APPENDIX I 

16 MAY 1972 

Mr. R. G. Rothwell 
Associate Director, Logistics 

and Communications Division 
U. S. General Accounting Office 

----------Washington, Da ~C:~- 20548 ---__-- ___-_- 

Dear Mr. Rothwell: 

Reference is made to the draft Report, "Further 'Improvements Needed in 
Controls over Government-Owned Plant Equipment in the Custody of 
Contractors.' The draft has been reviewed and our specific comments 
are attached. Also attached are general comments with respect to 
statements made on page 19 of the report. (OSD Case #3415) I 

We disagree with the statement on page 4 that I(as of June 30, 1970, the 
acquisition cost of DoD-owned plant equipment in contractors plants 
totaled about $4.6 billion." Thie figure represents plant equipment 
in the custody of contractors regardless of where located and includes, . 
for example: I 

I 

(a) $668.4 million of IPE at Distant Early Warning Sites (DEWLINE) 
in the sub-Arctic. 

(b) $572.0 million in wholly Government-owned, contractor-operated 
ammunition, missile and tank plants where no commercial products are 
produced. 

(c) $155.2 million in South Vietnam. 

(d) $50.0 million on loan to the Nationalist Chinese Air Force. 

(e) IPE on loan to the Smithsonian Institution, American Museum of 
Natural I&story, Franklin Institute and the American Red Cross. 

(f) A substantial amount of equipment which is retained in con- 
tractors' plants, in inactive "packaged" status to provide industrial 
readiness for emergency production. 

, 

(g) $96.0 million of IPE, which is idle and is in the process of 
disposal. 
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In our opinion the amount of 33% in use by contractors is a much more 
valid indicator of progress in phasing out contractor use of DoD-owned 
equipment. The amount of such equipment at the end of 1967 was 213.,657 
units with 

3 
acquisition cost of $2,655,387,000. At the end of 191 

it was l&,97 units with an acquisition cost of $1,978,075,000. This 
represents a reduction of 3136 in numbers of items and 26% in acquisition 
value. It should be noted that most of the equipment returned to the 
Government was shipped without invoking a phase-out plan. 

We also disagree that the deferment of phase-out plans authorized by 
the Deputy Secretary of Defense to permit completion of industrial pre- 

. paredness planning or prevent economic hardship is "tantamount to 
suspension of the phase-out program" or that the deferment criteria are 
"so broad as to permit almost any contractor to-suspend phase-out plans." 
On 12.July _---- 1971 the Deputy Secretary of Defense policy was implemented 
by a letter to DOD Agencies which was published in Defense Procurement 
Circular #@9. This requires approval of both the Armed Services Procure- 
ment Planning Officer and the Procuring Contracting Officer for each 
phase-out deferment and also requires that each item approved for 
deferment from phase-out be reported to the Defense Industrial Plant 
Equipment Center (DIPEC) at Memphis, Tennessee, using a special status 
code 4F. The DPC also states that the number of cases where deferment 
is authorized should be very limited, completely justified and closely 
monitored. By the end of January 1972 only 16 contractors had been 
granted such exemptions covering a total of 388 items with a value of 
$9.9 million. 

The report points out that several contractors indicated a desire to 
purchase Government equipment in their plants but cannot do so because 
of lack of authority of the DOD to make such sales. The enactment of 
legislation currently pending (H.R. 13792) would greatly facilitate 
the phase-out effort without detriment to maintenance of an industrial 
production base capable of fulfillment of emergency defense requirements. 

%n summary we believe that significant progress has been made both in the 
phase--out of use of Government-owned equipment by contractors and in other 
aspects of management of DOD-owned industrial plant equipment. It is 

'noted that management improvements were under way just before and during 
the period of the GAO review, and additional actions have recently been 
instituted as a result of internal review of equipment management. We 
believe that increased emphasis on enforcing existing policies rather than 
the issuance of new regulations will provide the necessary improvements. 
Action is underway to reemphasize to our field activities the need for 
assuring that existing policies are fully implemented and monitored. 

, . . Sincerely, 

Attachments 

G'lenn V. Gibson 
beputy Assistant Secretary of Defegss. 
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‘--eThe Sedretary of Cefense should act to determine 11’ the -recently ------ ------__- 
issued cri teri.a permit ti::g contractors to defer their Thase-cut 
plans are too brca-l and T:lili result in suspension of the phase-out 
prclgram. 

Criterk co-dering granting cf exemptions to the -,kase-cz% proga3 
were published in DPC $33 of 12 July 1571. This L’FC also pro\-ides 
for reports to permit Zetermination i: such deferments agear -ic be 
too nmero~~s . Rcpcrts recl?ived tc date IQicate close 84keren2e ‘;o 
limitstlon of deferments since they had only been authorized for 
‘388 itess on 31 January 1972. Ye consider curren’c contrcls to be 
adequate. 

Revise Definiticn of Soecial Test Eouiment 

The Secretary of Defense should act to revise thz definition of 
special test equipment to exchie general purpose equipment. 

Concur.’ An ASPR revision IXLS been prepared k:hic? redefines special 
test equipr,cr,t. XSPR 13 also being revised to pro;tiie nm ro-.riev 
and ap;z- oval prcce&res for zcntractor acquire:! cpocial test eqilzip- 
5ent prior to ir,s acquisitkn to assure that it is#prcTarly 
classified as special and tc assure tk3;t gz,erai pu~pcse ccssenent 
requireaz& are screened %*i’ih DiPZf: to <et-zrz:ine their a-;ailabiilty 
prior t.o purck~s authorization . . This revisicn Goes not exclude 
prcviciing ~enerzl. p~tr;ose test ea-uipzent to contractors sicee 
general pwpoce test cq:.:iyr;ent Is o3en legifh3tc:ly rcquir2.i to 
be incorporated into speciaL test eq1ipcer.t. ‘;?I? revised reg-L- 
rations t1-e being tra.nsxi”,tcd to industry (?r e 22 CA3) for expedited 
coordinaticn k:ith a vieid tswar~ their publication in a CX in 
approximatal>- 6C days. 
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As yea know a feasibility test of zair+xence of machine by machine 
u”,iliza.tion rexrds :qas Ferfcrmed by 13 consrectcrs in ~368. Tfie 
conzlusioos rSsult;ing Trcm the test indizateci that iLj IT’ cost cf 
installation ami aaictzzmx c2 ~uc'h recor,ds far c-c;-xeig&Z their 
value, (2) dsta x?.sulti.l~ ?rz~ such records ha5 Ilttie, if any, 
valce for accaratel:r yo jzcting ?%t7xe eq-~Lg1-,?rit reeds.. 

. 
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Droiected (Gs-Jermznt) rl?qiymx& mxi also with considcraticn tC 
a.lternatj.-ie merap of cbtainin; the required prcducticn. \:e believe 
tktt the inclusion of de",aiie", crlteris in the I?e@ation Vould be 
ccu.nter productive ani accordingly intended to accomplish renedini 
action r;rlro\?gh increased training and management attention. 

4. Basis for Charges for Ccm~rcial Yse. 

RECO!~%EKDAI'IU:~: 

The Secret,ar;r of Defense should act to revise the regulaticns 
to require tha t; the corLTercis3 use factor be based IQO~ actual 
production time, rather than available tine, and that the 

--___ Xmitations be made co?.tract~lly-binding,~------ 

Concur l This concurrence is with the stipulaticn that forecasted 
actual use may be based upon other than actual machine hours and 
t&a%, where appropriate, the use of groups of equipment may-be 
approved in lieu of the approval on a machine-by-machine basis. 

.As stated abcve, we believe a requirement that records be kept cf 
actual machine use on a machine-by-machine basis in unnecessary to 
achieve a prcljsr level of control. tn fcrecasting expected use for 
the puqcse of obtaining the required approvals, the contractors' 
practi,oes should generally follow the same pattern as is used for 
forecasting expected use of di,, -ct labor and allocation of overhead. 
The unit of xeasure of use should ordinarily be the same as that 
used in coqtiing the rent under the Use and Charges clause. 

_. 
5. Developir?ent of L?hiform Eental Computation Methods 

REc"OI&IDATItDT: . 
1 

_ - 

. 

The Secretary cf Defense should act to revis: the regulations to 
establish a uniform and equitable method to ccmpute rent. To the 
&el?t yracticabie this should be &xe on a mazhice-by-machj.ce 
basis with credit for rent free (Government) use a@ied to each 
machine in its ratio of Government to total machine hours of use. 

CAM: 

PIon-concur l GAO, in supporting this recommendation, calls to our 
attention several cases sJhere contrae+e- ,,ing officers have agreed to 
*roper rentsi arrangements. We ccncur with G-W's view of these d 
situations but not with the concl?sion that they F;arrant prescribing 
a single method of making thtt computation. Exyerienee has shown 
that there are sufficient cases k!here a single methcld wcul? be tco 

. restrictive. We are currently ccnsi~erin~ a methcci ::hereby the 
contracting officer t;culd obtain the opinion of' tIw cognizaqi; K&I 



Tine Secretary of Defense shocl2 act to strictly apply the regulation 
critiera for furnishing equipment to cmontraccors to--the rebuilding .-- .- ~- 
or retrofitting ef existing equipment. 

Eon-concur. The reference to the retrofitting of the 1C twret 
lathes was the subject of a GA3 Review of Air r'orce Industrial 
Plant Equipment McJernizaticn Projects (B-l403$I) issued in 
Februarj 1969. Ye advised G-33 in April X$9 that this was a 
Nodernizatioz ?roject rather than a Capital Qpe Rehabilitation 

'Project and that the project tad in fact been evaluated against 
the ASPR criteria for furnishing equipment to contractors as set 
forth in AS?!? 13-391. The other case mentioned by GAO, a Capita: 
Type Rehabilitation Project, has been stopped pending reevaluation. 
Our reply to the previous rev:ew in April. I$9 stated that Xoderni- 
z&ion Frojects of all Zlitary Departments would be evaluated 
against the AS?R 13-301 criteria. it should be noted that the 
case of the 10 turret lathes was reevaluated after the 15&9 2~3 
Report and was determined to be necessary to prcvide a quicker 
reaction capability to support Southeast Asia t-ype contingencies. 
The present utilisztion of the equipment is being investigated. 

The Department of Defense is currently considering mcdificatlons 
to ASPS 13-3X to cover the provision of industrial Pl<r,t ecuipment 
when such action has been deternined to be necessary for maintenulce 
of 8 rnc3er3, responsive industrial producticn preparedness base. 

I?e non-concur vith the GAO recommendations to establish an ASFR 
revision concernins L'a,ital Type Rehabilitaticn since we consider 
that adequate detai!ed-policy and procedure criteria al.ree.dy exist 
for revl:w of such recuirements. Further, .kht ASFR already provides 
policy guidance requiring the rcncval of equipment for :qhich retention 
is not justified. If this trite ria is not met Capital ?;pe Rehabili 
tation ir; not Justified. Ke believe that increased emphasis of 
existing policies can correct nroblems that may exist in this area. L i 
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The secretary of Cefense shculd act to evaluate the terms of the 
'heavy MYYX leases in tiz light of the current and.Frobable future 
MX of Government e!nd commercial use. 

ccilcur . The Air Force heavy rress . and hammer facilitie; are leased 
to the contractors ~der-t~eyroi~i;isns~~of Section 2667, Title 10, ~~ 
U.S. Code, which Fernits deviation from the standard AS3 rental 
rates. Qur rental arrangements for these leases SaT.-e been previcusly 
re%-ieved by GM, OASi3 (I';,), CET, and Congressional sources. The 
rental rates =zre continuously under review to assure that they aze 
eqtitable, and that competitive acivantage does not accrue to users 
oI' this equipment. The rental rates for commercial r;ork perfcrr=ed 
on the press and harrmer facilities were increased in 1569. 

- 

The ultimate Air Force objective in the management of these 
facflities is to achieve private ownership :Aile assuring the 

-retention of their capabilities to meet current and emergency 
defense needs. In this connection, the Assistant Secretary of 
the Air Force (I&L) has directed a special effort. to consider 
either sale or lease of such facilities on the basis of their 
real value as a gcing business operation. As a result of this 
effort, ~@~IL'I-~ cordon has indicated an interest in negotiating 
with the General Services Administration for the plzchase of 
Am? $53. GSA has engaged an appraisal firm ?&ich will evalua",e 
the property as an operating entity, in terms of the overall 
prcduction capability of the plant, a reasonable projection of 
the market for its prxiucts, and the financial retum tkat car, be 
anticigsted frcm the sale of these products. The going business 
or earnings value as a true reflection of the fair market value of 
the property would be used by the Air Force as a basis for's 
rental determiaaficn (as oz>osed to the present ?ercect of sales 
rate), in the event a sale is not consmmated. 

? / f 

I 
, 
! t I 

5 On February 1, 1972, the Aluminum Ccm?any of America advise?. the - 
Assistant Secretary of the Air Force (I&L) that it desire*3 to 

. enter ido negctiaticns for the pqose of acquiring Air Force 
Plant 47, located at Cleveland, Ohio on the same basis as that 
being explored with !$man-Gordcn. The Aeronautical Sys terns Division 

~--is presentiy obtaining a ccmplete and -7erified descripticn of all 
of the property associated with this plant for use of the Ccrps 
of Engineers in filing the preliminary report of excess. Again, 
we feel that the GSA ap?raissi leading to sale or leasing arrange- 
ments on this t=e of equigmenr; must be based on the true value of 
the property involved as a going business. 



APPENDIX I 

Ceslcurrent wir;h the fc rerroing action, 7;he Air Force Systems Cormzznd ,: 
was reqzstzd on Fiovexber 17, 1971, to reesamine our m&hods of 
leas ins r'cr the entire heavy press and hmmer -prcqms including 
consultat ions dth corxn>rcial leasing firms, as well as -&th s-xh 
Go-aerzment apxcies as the Army Corps of Engineers and the General 
Services Adroinistraticn. It is intended that these finding xi11 

. be used as P. basis 'In renegotiatin g equitable leasing arrangements I L to minimize or eliminate ccqetitive advantage, and to ?rovide an 
acce$able rate of return on the Gagernment's investment in these 

, facilfties. 

. - 
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'%rther Imprcvoments Feeded in Control&@@er Government-Owned Plants 
In the Custc~:~ of Contractors" -. 

General 

Page 19 - GA@ states "Government personnel stated that authorizatiors 
under supply contracts for rent-free use of facilities further complicate 
the problem of removing equipment from contractors' pplants. We were told 

3hat since sw$y contracts provide- for rent-free use, the Government 
could not Legally remove equipment withcut contractor permission until 
the completion of all contracts authorizing such use. Consequently, 
the routine authorization of rent-free use of existing facilities coald 
result in indefinite re%ention of equipment for which the original 
purpose had been completed." 

Comment - We do not agree with the statement the Government &not 
legally remove equipment without contractor permission u&i1 completion 
of all contracts authorizing use. We do not know of any contracts that 
do not reserve the right of the Government to remove cr direct the 
removal of an item of facilities. Contracts providing for furnishing 
or use of facilities generally provide for an equitable adjustment in 
price or delivery or both if the contractor is deprived of use, but there 
is no question concern- the Government's right to remove an item. 

It is also considered that the use of the adjective “routine” in the last 
sentence is misleading. Contracting Officers do give full consideration 
to the advantages to the Government, the contractors' needs and alternatives 
available prior to requesting use of or furnishing facilities. Further, 
that the extent of Government-owned facilities made available to a con- 
tractor is considered in the negctiation of profit as provided in ASi? 
3-&5.5(e)(i), which requires less favorable profit cczsideration to 
discourage contractors from relying on Government facilities. 

. . .-._- -. - ._ .._ 
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