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M r. Chairm an and M embers of the Subcom m ittee: 

We are pleased to be here today to discuss our review'of 

the extent to which DOD and the services have, implemented 

governm ent policies relating to the way contractors acquire, 

use, retain, dispose, and account for equipm ent the governm ent 

furnishes to defense contractors. We believe that effective 

implementation of these policies could result in large 

cost-savings. (For purposes of this testim ony, we define 

governm ent-furnished equipm ent (GFE) as industrial plant 

equipm ent, other plant equipm ent, and special test equipm ent.) 

As of Septem ber 30, 1984, the most recent available GFE 

data shows that there was over $8.4 billion worth of equipm ent 

in the possession of contractors. The total value of GFE could 

be even larger than these figures indicate because DOD and the 

services have no central accountability or visibility over how 

m uch GFE is acquired annually, how it is being used, or how m uch 

is being discarded. 

This overall lack of central accountability and visibility 

is not unlike the situation in the governm ent-furnished material 

area, on which we testified before this Subcom m ittee in 1981 and 

in 1985. We noted at that tim e that defense contractors were 

not held accountable for governm ent-furnished property and that 

DOD and the services did not have the m anagem ent systems in 

place which could independently verify contractor records. This 

rem ains unchanged today. 
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It appears that Defense has not m inim ized the amount of 

equipment it provides to contractors for three major reasons. 

First, the exception clauses of the Federal Acquisition 

Regulations (FAR) are so broad that they allow Defense to 

provide any equipment it wants to contractors. Second, 
r contractors lack incentives for furnishing their own equipment. 

Third, DOD and the services have provided little guidance to 

their procurement officials on the buying of equipment for 

service contractors. Two other reasons that appear to have less 

impact on the amount of GFE in the hands of contractors are (1) 

Defense has sold few government-owned, contractor-operated 

plants and little equipment to the private sector, and (2) 

little DOD oversight exists at the field and headquarters 

levels. 

In our opinion, DOD and the services should provide 

equipment only under highly unusual and clearly defined 

circumstances. W ithout such actions, the amount of GFE and the 

management problems and costs associated with it are likely to 

increase. 

The Navy has recognized that large cost reductions are 

possible if contractors are required to.provide their own 

equipment, and has recently issued a policy instruction to that 

effect. In instances where the Navy has applied this policy, it 

has avoided potential costs amounting to hundreds of m illions of 

dollars. If DOD and the other services adopted the Navy's 

policy, large additional cost savings could be realized. In 

addition, having contractors provide their own equipment would 
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reduce the government's need to provide and account for such 

equipment, where the record shows that the government's 

interests have not been adequately protected. 

BACKGROUND 

DOD and the services furnish billions of dollars of 

equipment to contractors for use on defense research and 

development , production, and service contracts. According to 

DOD, the work on these contracts is being accomplished at 64 

government-owned contractor-operated (GOCO) production plants, 

over 300 contractor-owned and contractor-operated (COCO) 

production plants, and several hundred contractor service 

activities. This service work includes providing services at 

military installations, as well as technical and engineering 

consulting services. 

GFE includes industrial plant equipment (IPE), other plant 

equipment (OPE), and special test equipment (STE} used, or 

capable of being used, in the development and manufacture of 

products or performance of services. IPE includes equipment 

with an acquisition cost of $5,000 or more that is used to cut, 

grind, shape, or form metal or other materials. OPE includes 

equipment such as vehicles, office furniture, and 

materials-handling equipment. STE includes either single or 

multi-purpose integrated test units engineered, designed, 

fabricated, or modified to accomplish special purpose testing in 

the performance of a contract. 

As of September 30, 1984, the reported value of GFE in 

possession of contractors was as follows: 
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IPE OPE STEa Total GFEb 
-----~---------millions-~-------~------- 

Air Force $ 270.0 $1,763.0 $l,064.0 $31097.0 
Army 1,147.o. 1,477.0 25.0 21649.0 
Navy 209.0 781-O 519.0 1,509.o - 
Other DOD 

activities si&s $4,0:x 1,152.0 11181.0 
$2,760.0 $8,436.0 

-- 

aAmount of STE as of September 1981. This figure was compiled ' 
by a special Defense task force on GFE and was reported to 
the House Government Operations Committee. 

bEquipment value totals do not account for inflation. 

Of the $5.7 billion IPE and OPE total, over $2 billion was 

located in GOCO plants, about $0.4 billion at COCO production 

plants, and the remainder of about $ 3.3 billion was associated 

with service, research and development, and non-profit 

contractors. 

GFE used to accomplish the work contracted appears to fall 

into three categories: 

--general purpose equipment, such as office furniture and 

equipment, vehicles, and IPE designed to do operations on 

any piece of work suitable for the specific types of 

equipment; 

--general purpose equipment with special features added by 

the original builder or subsequent user; and 

--special purpose (unique application) equipment, which has 

no commercial application and is used only for the 

production of specialized defense items. 

While nobody knows the exact breakdown, a past Air Force study 

on GFE and our work at 25 contractor locations between June 1985 

and March 1986 indicate that most GFE belongs to the first 



GFE Policy 

The Federal Acquisition Regulations (FAR) set forth 

requirements for providing GFE to contractors and accounting for 

such equipment (Part 45, Government Property}. The regulations 

provide that (1) contractors should furnish all facilities, 

including equipment, required for performing government 

contracts, and (2) agencies should not furnish IPE and OPE to 

contractors for any purpose, including restoration, replacement, 

or modernization, except when: 

--the IPE and OPE will be used in a GOCO plant operated on 

a cost-plus-fee basis; 

--the equipment will be used in support of "industrial 

preparedness" programs; 

--the equipment will be used as a component of special 

tooling or special test equipment acquired or fabricated 

at government expense; 

--as a result of the prospective contractor's written 

statement asserting inability or unwillingness to obtain 

the necessary IPE and OPE, the agency head or designee 

determines that the contract cannot be fulfilled by any 

other practical means or that it is in the public 

interest to provide the equipment; 

--the contractor's inability to provide IPE and OPE is due 

to insufficient lead time--in which case, the government 

may provide existing equipment until the contractor can 

install his own equipment; and 
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--Defense's provision of the equipment is otherwise 

authorized by law or regulation. 

The FAR permits the government to provide STE to 

contractors when it is advantageous to the government and when 

existing STE is unavailable. 

Several me thods may be used to provide GFE to contractors: 

--The government may procure the equipment and furnish it 

directly to the contractors. 

--The contractor may requisition equipment directly from 

government supply sources, such as base procurement 

offices or the General Services Administration (GSA). 

--The contractor can buy or lease equipment directly from 

commercial sources, with the government funding or 

reimbursing the acquisition. 

Evolution of DOD's Equipment Phasedown Policy 

The government began furnishing equipment to contractors at 

the beginning of World War II when the government asked 

contractors to support requirements for a rapid mobilization. 

At that time, because contractors were unable or unwilling to 

make the huge investments required for mobilization, the 

government provided facilities (plants and equipment) to be 

operated by contractors. Newer defense firms  expected the same 

treatment, and the procedure became an established way of doing 

business. 

During the 195Os, contractors began investing substantial 

funds of their own in capital facilities, in addition to the 

government-owned facilities they already held. By the end of 

6 



the early 196Os, the va’lue of contractor-owned facilities 

exceeded that of government-furnished facilities. 

During the 196Os, DOD became increasingly concerned about 

the large number of facilities provided to defense contractors. 

Although DOD sold many facilities to the private sector, large 

amounts of GFE remained in the hands of contractors'. A 1969 

Rand study on DOD's policies and practices for furnishing GFE to 

defense contractors concluded that, for a variety of reasons, 

the total amount of GFE was not decreasing and that new, general ' 

purpose equipment was being added to the GFE inventory. The 

study emphasized that the high level of investment in GFE should 

be halted and alternatives sought to motivate contractors to 

acquire equipment before GFE-related problems became 

unmanageab1e.l 

In March 1970, the Assistant Secretary of Defense (Instal- 

lations and Logistics) issued a policy statement directing the 

services to come up with plans to phase out, over a 5-year 

period, all government-owned facilities, including IPE and OPE, 

in the possession of contractors. The policy exempted nonprofit 

contractors and wholly government-owned contractor-operated 

plants not in competition with commercial plants. In February 

1971, the Deputy Secretary of Defense permitted deferment of 

phaseout plans at contractor plants where mobilization base 

requirements were being developed and where phaseout would be 

'Edward Greenberg, Government-Owned Plant Equipment Furnished to 
Contractors: An Analysis of Policy and Practice, Santa Monica, 
Calif.: Rand Corp., Dec. 1969. 
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contrary to governm ent-interest or would create an economic 

hardship for the contractor. His m emorandum  delegated to the 

service secretaries the authority to approve exem ptions and 

deferrals. This action has been term ed the "phasedown policy." 

P rior Reports 

1 Since 1971, several reports have addressed issues related 

to GFE, including the effectiveness of the phaseout-phasedown 

policy. For exam ple, in 1972, we stated that the criteria 

perm itting phasedown deferm ent were so general that they 

perm itted m any exceptions to the phasedown and would delay m uch 

of the activity which may have been anticipated with the 

phaseout plans.2 

In 1977, we reported that, while som e progress had been 

m ade in reducing the amount of plant equipm ent in the hands of 

contractors, total phaseout could not be achieved under DOD and 

service policies and procedures at that tim e. We recom m ended, 

among other things, that DOD (1) obtain visibility of OPE 

furnished to contractors by m aintaining central records on such 

equipm ent and (2) put more emphasis on identifying IPE and OPE 

essential to either current or wartim e production and rem oving 

unneeded equipm ent. We also recom m ended that the Congress 

clarify GSA's authority to sell GFE to holding contractors, 

which is one way of reducing GFE inventories.3 

2Further. Improvem ents Needed in Controls Over Governm ent-Owned 
Plant Equipm ent in Custody of Contractors f&140389, Aug. 29, 
197y. 

khallenges to Reducing Governm ent Equipm ent in Contractors' 
Plants (LCD-77-417, Sept. 15, 1977). 
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In 1983, the President's Council on Integrity and 

Efficiency reported that DOD's progress in implementing the 

phasedown policy had been limited. The study concluded that 

primary factors contributing to the ineffective implementation 

of this policy included (1) limited incentives for contractors 

to invest in new equipment, (2) inadequate guidelines for 

determining when it is in the best interest for the government 

to provide equipment, and (3) weak government and contractor 

controls over the acquisition of equipment.l 

DOD Initiatives 

DOD has taken some actions which have resulted or may 

result in reductions of GFE. The following are the major 

actions DOD has taken: 

--Since 1971, the services, especially the Air Force, have 

sold or transferred 17 GOCO plants to contractors and 

state and local governments. In many of these sales, the 

transaction included GFE. 

--Between January 1984 and February 1986, DOD has reviewed 

the need for the equipment the Army retains in plant 

equipment packages --equipment set aside to support 

mobilization needs. Thus far, these reviews have 

resulted,in the elimination of 2,643 items of equipment, 

valued at $41.2 million. 

4Summary Report on Audits of Government Property in the 
Possession of Contractors/Grantees (Aug. 1983). 
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-- In M a y  1 9 8 2 , D O D  el im ina te d  obso le te  a n d  id le  e lect ronic  

tes t e q u i p m e n t wh ich  used  to  b e  classi f ied as  IP E . A b o u t 

3 ,0 0 0  p ieces  o f such  e q u i p m e n t va lued  a t $ 1 1 .5  m i l l ion 

was  d i sca rded . 

-- In 1 9 8 3 , D O D  p rov ided  D e fense  con tract admin i s trat ion 

o ffices a  supp l emen t to  th e  F A R , wh ich  m o d i fies  th e  

exist ing p rope r ty ( inc lud ing  e q u i p m e n t) d isposa l  

p rocedu re . Th is  m o d i f ication, ca l led  th e  "mod i fie d  p l an t 

c lea rance  p r og r am ," is expec te d  to  resul t  in  m o r e  

e fficient a n d  e ffec tive d isposa l  ac tions . 

- -Dur ing  1 9 8 5 , D O D  i m p l e m e n te d  a  p l an  to  restructure th e  

gene ra l  reserve  o f IP E .~  Th is  ac tio n  is expec te d  to  

resul t  in  th e  el im ina tio n  o f a b o u t 6 ,3 0 9  p ieces  o f id le  

a n d  u n n e e d e d  e q u i p m e n t with a n  acquis i t ion va lue  o f $ 1 5 2  

m il l ion. 

F A C T O R S  IM P E D ING  E F F E C T IV E  
IM P L E M E N T A T IO N  O F  G F E  P O L ICIE S  

O vera l l  g o v e r n m e n t pol ic ies,  wh ich  cal l  fo r  p lac ing  m a x i m u m  

re l iance  o n  con tractors to  fu rn ish  al l  e q u i p m e n t, have  n o t b e e n  

e ffec tively i m p l e m e n te d . 

Cu r ren tly, D e fense  does  n o t have  a  m a n a g e m e n t inform a tio n  

system  wh ich  i den tifies  th e  q u a n tity o f e q u i p m e n t p rov ided  to  

con tractors. The re fo re , it is n o t poss ib le  to  d e te rm ine  w h e the r  

th e  a m o u n t o f G F E  has  inc reased  o r  dec reased . Howeve r , 

5 D O D 's gene ra l  reserve  o f IP E  exists to  re ta in  e q u i p m e n t for 
immed i a te  use  by  th e  a r m e d  fo rces  in  tim e  o f a  n a tiona l  
eme rgency . Dur i ng  peace tim e , d e fense  con tractors can  a n d  d o  
use  s o m e  o f th e  e q u i p m e n t from  th e  gene ra l  reserve.  A s o f 
1 9 8 4 , th e  gene ra l  reserve  con ta i ned  1 4 ,5 0 0  ite m s , with a n  
acquis i t ion va lue  o f $ 3 8 5  m il l ion. 
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contractors do report -equipment acquisition values. This data 

shows that, overall, the value of GFE, unadjusted for inflation, 

has grown from about $5.3 billion in 1971 to over $8.4 billion 

in 1984. The largest increases have occurred in the area of 

other plant equipment and special test equipment. (Industrial 

plant equipment has remained essentially level, with a slight 

downward trend.) 

The value of other plant equipment has increased from over 

$1.9 billion to over $4 billion. The value of special test 

equipment has also increased, but by how much is unclear because 

DOD has not collected information since 1980 on the value of 

this equipment. However, we do know that its value doubled 

between 1970 and 1981 --from about $1.4 to $2.8 billion--and data 

we obtained shows that the government has furnished contractors 

much additional test equipment since then.(See appendix I for 

OPE and IPE trends.) 

We believe that some of the factors impeding DOD's policy 

implementation relating to GFE have been the following: 

--the vagueness of the FAR provisions, which permit excep- 

tions to become the rule, and the lack of control over 

these exceptions; 

--limited incentives for contractors to finance procurement 

of required equipment; 

--limited sales of government-owned plants and equipment; 

--inadequate acquisition guidelines, especially for 

service contractors; 
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--weaknesses in Defense oversight of contractor 

acquisition, use and retention, and disposition of 

equipment at both the field and headquarters levels. 

Vagueness of FAR Provisions and 
Lack of Control Over FAR Exceptions 

Part 45 of the FAR provides overall policy guidance on the 

acquisition of GFE for the performance of government contracts. 

In general, these regulations state that contractors are 

required to furnish all equipment necessary to perform 

government contracts. However, the regulations provide that the 

government can provide IPE and OPE under the exceptions 

discussed on page 5 and can provide STE when it is advantageous 

to the government. 

DOD Directive 4275.5 entitled "Acquisition and Management 

of Industrial Resources", and various service directives 

implement the FAR for production contracts. These directives 

call for minimum government ownership in consonance with the 

need to ensure economical support of essential peacetime, surge, 

and mobilization requirements. 

According to Defense documents prepared in 1970 pertaining 

to DOD's phaseout-phasedown policy, service secretaries or 

assistant secretaries are to document and approve the IPE and 

OPE exceptions. The Assistant Secretary of Defense 

(Installations and Logistics), who was in charge of DOD's 

facilities phasedown program at that time, pointed out that, in 

his opinion, some exceptions are legitimate. He said, however, 

that DOD envisioned those exceptions relating to public interest 

12 
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and contractor unwillingness or inability to finance equipment 

procurements to be limited to only a few contractors needed to 

produce critical defense items. 

We recognize that some exceptions such as the Army’s 

providing equipment to its 25 ammunition plants are legitimate. 

‘Because much of the equipment at these plants was provided to 

satisfy possible mobilization requirements rather than current 

production, it would be unreasonable for Defense to expect 

contractors to provide their own equipment. Similarly, we 

believe it appropriate for Defense to furnish equipment to 

contractors who operate overseas missile tracking systems and 

remote radar sites. In addition, Defense should be able to 

provide (1) single or special purpose equipment which has no 

commercial application and which is required for the production 

of specialized defense items and (2) plant equipment packages. 

However, these exceptions have not been clearly identified. 

Work we performed at service headquarters activities and 

25 selected contractor activities disclosed that, over the 

years, DOD and the services have interpreted the exceptions very 

loosely and have not adequately documented the basis for any 

exceptions granted. This has resulted in questionable 

acquisitions of general purpose equipment. For example: 

--At one Army contractor, the government authorized the 

contractor to purchase about $500,000 worth of OPE, which 

included office trailers, furniture, equipment, and 

supplies. While there was no documentation supporting 

the exception, the program manager said that the 
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equipment was provided to a small business which, the 

program office assumed, would not be financially able to 

provide the equipment. However, discussions with the 

contractor disclosed that the contractor would have been 

willing and able to provide the equipment if the contract 

had called for it. 

--At one Air Force contractor performing environmental 

impact studies for the Air Force's Ballistic Missile 

Office, the government authorized the contractor to 

purchase about $875,000 worth of office furniture and 

automated data processing equipment. Some of these items 

included a $1,300 oak conference table, three $1,000 oak 

desks, and 13 $600 bookcases. The rationale for the 

authorization was that the Air Force needed to have the 

contractor near the program office and the contractor was 

unwilling to provide the equipment, 

--At another Air Force contractor, a GOCO facility that 

produces the F-16 fighter aircraft, the government 

permitted the contractor to acquire 22 pieces of 

kitchen equipment costing about $100,000 as part of a 

cafeteria-rehabilitation project. (This equipment 

included such items as a $1,500 potato peeler, a $2,400 

food cutter, and two dishwashers costing about $60,000.) 

To justify the acquisition of the equipment, the Air 

Force officials cited a clause in the plant's facilities 

contract which calls for replacement of equipment. In 

addition, the property administrator stated that the 
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contracting officer could have used the public-interest 

exception clause to support this acquisition. However, 

since kitchen equipment does not appear to be critical to 

the mission of the facility, it is difficult to 

understand why such equipment was provided. 

For all of our case studies, we attempted to obtain from 

government or contractor officials reasons for DOD's and the 

services’ providing equipment to contractors. We were able to 

obtain only limited written documentation for such actions. 

Frequently, Defense contract officials told us that providing 

equipment to contractors would be more economical in the long 

run. However, they were unable to support such statements. 

Contractor Incentives 

Traditionally, Defense contracting policies and.practices 

have provided little incentive or motivation for contractors to 

invest in equipment needed for accomplishing defense contracts. 

In the past, many contractors have viewed defense work as being 

subject to substantial risks due to the unstable nature of some 

of the defense programs and low profits on defense work when 

compared to commercial work and have, consequently, been 

reluctant to provide their own equipment. 

In this connection, a 1985 study by the Logistics 

Management Institute concluded that defense work entails no more 

risk than commercial work.6 Furthermore, a 1985 Navy study of 

profits at 22 major defense contractors concluded that the 

6Myron Meyers et al, Facilities Capital as a Factor in Contract 
Bethesda, Md.: Logistics Management Institute, May 
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contractors made considerably more profit on defense work than 

on their commercial endeavors. For example, the report noted 

that during 1984 the contractors made more than twice as much 

profit on government work as on‘commercial business when their 

gains were measured against what they had invested in plants and 

other assets.7 The validity of this study was supported by 

Peat, Marwick, Mitchell and Company, a major accounting firm, in 

a letter to the Assistant Secretary of the Navy for Shipbuilding 

and Logistics (November 21, 1985). 

The government's furnishing equipment to contractors also 

provides little incentive for contractors to be prudent in 

acquiring equipment. Some Defense officials believe that, as a 

result, contractors are procuring excessive quantities of 

equipment, especially production tooling and special test 

equipment. The Assistant Secretary of the Navy for Research and 

Development, Engineering, and Systems said that this belief was 

one of the reasons for implementing a new policy in November 

1985 designed to strengthen and improve the weapon-system 

acquisition process. Under this policy, he said, contractors 

are expected to provide production tooling and STE, as well as 

the facilities, including IPE and OPE, required for program 

execution once production has been approved. (Also, the policy 

provides for greater competition and earlier use of fixed-price 

contracts.) 

7Robert R. Gigliotti, Financial Analysis of Major Defense 
Contractors, RRG Associates, Aug. 20, 1985. 
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The  A ssistant Sec re tary  stated th a t th e  Navy  expec te d  to  ' 

save  b i l l ions o f do l la rs  by  i m p l e m e n tin g  th is  pol icy. H e  said.  

th a t, w h e n  con tractors a re  requ i red  to  pu rchase  the i r  o w n  

too l i ng  a n d  tes t e q u i p m e n t, they  a re  m u c h  m o r e  c i rcumspect  in  

acqu i r ing  such  e q u i p m e n t. Fo r  e xamp le , h e  n o te d  th a t app ly ing  

th e  n e w  pol icy  to  th e  Navy 's C G - 4 7  (Aeg i s  cru iser )  a n d  th e  V -22  

aircraft p r og rams  h a d  avo ided  costs o f $ 7 2 8  m i l l ion a n d  $ 3 0 0  . 

m il l ion, respec tively. H e  stated th a t, wh i le  h e  cou ld  n o t 

read i ly  i den tify w h a t po r tio n  o f th e  Aeg is -c ru iser  cost 

avo idance  was  direct ly a t tr ibutable to  th e  e q u i p m e n t p rov is ion  

o f th e  n e w  pol icy, h e  be l i eved  th a t th is  p rov is ion  h a d  m a d e  a  

m a jor  con tr ibut ion. Howeve r , acco rd ing  to  th e  A ssistant 

Sec re tary 's staff, a l l  o f th e  V -22  figu re  is a t tr ibutable to  th e  

e q u i p m e n t prov is ion.  Fu r the rmo re , h e  n o te d  th a t, w h e n  

con tractors buy  n e w  e q u i p m e n t, they  genera l l y  buy  

state-of-the-art  e q u i p m e n t wh ich , in  tu rn , enhances  th e  qual i ty  

o f the i r  p roduc ts a n d  improves  the i r  p roduc tivity. 

In  add i tio n  to  th e  n e w  Navy  pol icy, D O D  ini t iated in  1 9 8 1  a  

p r og r am  to  imp rove  th e  e ffec t iveness o f th e  D e fense  A cquis i t ion 

P rog ram  fo r  m a jor  w e a p o n  systems. O n e  o f th e  pr inc ipa l  th rus ts 

o f th is  p r og r am  is to  p rov ide  con tractors with i ncen tives to  

imp rove  the i r  p roduc tivity th r ough  inc reased  capi ta l  

investm e n ts. S o m e  o f th is  p r og r am 's init iat ives inc lude  

m u lt iyear p r ocu remen t, p r og r am  stability, a n d  o the r  speci f ic 

i ncen tives fo r  investm e n t in  faci l i t ies a n d  e q u i p m e n t. W h i le it 

is still to o  ear ly  to  d e te rm ine  th e  e ffec t iveness o f th is  

p r og r am  in  inc reas ing  con tractor investm e n ts in  e q u i p m e n t a n d  
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d e c re a s i n g  th e  a m o u n t o ,f G F E , d a ta  p ro v i d e d  b y  D O D  to  th i s  

S u b c o m m i tte e  i n d i c a te s  th a t s o m e  p ro g re s s  h a s  b e e n  m a d e . F o r 

e x a m p l e , th e  N a v y  s a i d  th a t $ 1 3 .5  m i l l i o n  w o rth  o f IP E  h a s  b e e n  

re m o v e d  a s  a  d i re c t re s u l t o f i m p l e m e n ti n g  th e  p ro g ra m . T h e  

A rm y  p ro j e c ts  th a t 6 5 3  p i e c e s  o f IP E  v a l u e d  a t $ 2 1 .5  m i l l i o n  

w i l l  b e  e l i m i n a te d . T h e  A i r  F o rc e  d i d  n o t p ro v i d e  i n fo rm a ti o n  

o n  IP E  re d u c ti o n s  b e c a u s e  s u c h  i n fo rm a ti o n  w a s  n o t re a d i l y  

a v a i l a b l e . H o w e v e r, o u r w o rk  a t i ts  G O C O  p l a n t a t F o rt W o rth , 

T e x a s , w h i c h  i s  o p e ra te d  b y  G e n e ra l  D y n a m i c s , s h o w e d  th a t i t m a y  '  

b e  s i z a b l e . A t th a t p l a n t, th e  q u a n ti ty  a n d  v a l u e  o f 

g o v e rn m e n t-fu rn i s h e d  IP E  d e c re a s e d  b y  3 3 0  p i e c e s  v a l u e d  a t a b o u t 

$ 2 0  m i l l i o n  s i n c e  1 9 7 7 . A t th e  s a m e  ti m e , th e  c o n tra c to r ' s  

i n v e s tm e n t i n c re a s e d  b y  6 7 9  p i e c e s , v a l u e d  a t a b o u t $ 8 7  m i l l i o n . 

O p p o rtu n i ti e s  fo r G re a te r S a l e s  
o f G o v e rn m e n t-O w n e d  P l a n ts  a n d  E q u i p m e n t 

D e fe n s e  p o l i c y  i s  to  m i n i m i z e  i ts  o w n e rs h i p  o f i n d u s tri a l  

fa c i l i ti e s  to  th e  m a x i m u m  e x te n t p ra c ti c a b l e  a n d  s ti l l  p ro v i d e  

a s s u ra n c e s  th a t fa c i l i ti e s  a re  a v a i l a b l e  to  p ro d u c e  e s s e n ti a l  

d e fe n s e  i te m s . O n e  w a y  th i s  c a n  b e  a c c o m p l i s h e d  i s  b y  s e l l i n g  

G O C O  p l a n ts , i n c l u d i n g  e q u i p m e n t, to  th e  p r i v a te  s e c to r. 

A n o th e r w a y  i s  to  s e l l  e q u i p m e n t l o c a te d  a t C O C O  p l a n ts . 

C u rre n tl y , th e  s e rv i c e s  o w n  6 4  G O C O  p l a n ts  c o n ta i n i n g  G F E  v a l u e d  

a t a l m o s t $ 2 .7  b i l l i o n , a n d  p l a n t e q u i p m e n t v a l u e d  a t a b o u t 

$ 4 0 0  m i l l i o n  i n  o v e r 3 0 0  C O C O  p l a n ts . ( S e e  a p p e n d i x  II fo r  a  

b re a k d o w n  o f th e  G O C O s , b y  s e rv i c e .) 

W e  fo u n d  th a t, e x c e p t fo r th e  A i r  F o rc e , fe w  s a l e s  o f 

p l a n ts  a n d  e q u i p m e n t h a v e  b e e n  m a d e  b e c a u s e  o f (1 ) p e rc e i v e d  
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l ega l  bar r ie rs  to  such  sales,  a n d  (2 )  th e  lack o f s tudies 

assess ing  th e  n e e d  fo r  con tin u e d  g o v e r n m e n t ownersh ip  o f such  

p lan ts a n d  e q u i p m e n t. 

G O C O  P lan t S a les 

The  serv ices have  di f fered in  th e  way  they  have  i m p l e m e n te d  

G O C O  p lan t sales.  The  A ir Fo rce  has  so ld  1 3  p l an ts s ince 

1 9 7 1 .8  In  con trast, th e  A rmy  a n d  Navy  comb i ned  have  so ld  on ly  

2 ’ each . The  A ir Fo rce  has  b e e n  ab le  to  sel l  m o r e  p l an ts by  

us ing  th e  concep t o f "excess  to  g o v e r n m e n t ownersh ip  b u t n o t 

excess  to  g o v e r n m e n t r equ i r emen ts." Unde r  th is  concep t, th e  A ir 

Fo rce  cons iders  ownersh ip  o f th e  faci l i t ies to  b e  nonessen tia l  

if th e  faci l i t ies can  still b e  m a d e  ava i lab le  to  sa tisfy D O D  

p roduc tio n  r equ i r emen ts. O n ly 4  o f th e  A ir Fo rce 's cu r ren t 1 3  

G O C O  p lan ts d o  n o t m e e t th e  a b o v e  concep t a n d  thus  have  to  b e  

re ta i ned . The  rema in i ng  9  p l an ts a re  be i ng  rev iewed  fo r  

p o te n tia l  sale.  Rega rd i ng  th e  4  n e e d e d  p lan ts, A ir Fo rce  

o fficials c o m m e n te d  th a t on ly  th e  p l an ts n e e d  to  b e  

re ta ined- -  n o t th e  p l an t e q u i p m e n t. The  A ir Fo rce  p lans  to  

d i spose  o f th is  e q u i p m e n t in  th e  fu tu re . A ir Fo rce  o fficials 

n o te d  th a t they  have  used  th is  p rocedu re  once  a l ready , a t th e  

G O C O  p lan t in  Tucson , A r izona,  ope ra te d  by  Hughes  A ircraft, 

Inc . In  th a t case , th e  A ir Fo rce  so ld  o r  excessed  ove r  $ 8  

m i l l ion wo r th  o f p l an t e q u i p m e n t b u t d id  n o t sel l  th e  p l an t. 

The  A rmy , o n  th e  o the r  h a n d , does  n o t recogn ize  th e  

excess- to -ownersh ip  concep t. A n  A rmy  o fficial stated th a t th e  

B In fo r m a tio n  o n  th e  a m o u n t o f G F E  con ta i ned  in  th e  p l an ts so ld  
was  n o t read i ly  ava i lab le .  
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Army retains its GOCO plants if there are som e established 

peacetim e or m obilization requirem ents for them . However, in a 

lim ited review of the existing 32 Army GOCO plants, we found 

several cases where either the peacetim e or wartim e requirem ents 

rjere questionable. For exam ple, we noted that (1) the Carbonyl 

Plant in Huntsville, Alabam a, performs  no defense work, and (2) 

the Tarheel M issile Plant in Burlington, North Carolina, has no 

m obilization requirem ent. Furtherm ore, this latter plant 

performs  work prim arily for the Navy. A rmy officials stated 

that they are studying the need to retain the Army's 7 

nonam m unition GOCO-plants. 

The Navy has also m ade only lim ited efforts to determ ine 

which of its rem aining 19 plants m ight be excess to needs. 

Discussions with one official from  the Navy's S trategic Systems 

Program  Office disclosed that 3 plants under the cognizance of 

the Office, which contained equipm ent valued at about $191 

m illion, could probably be sold because governm ent ownership of 

these plants was not critical to the Navy's peacetim e or 

m obilization requirem ents. An official from  the Naval Air 

Systems Com m and stated that the Com m and could not sell its 10 

plants because the current contractors operating the plants were 

uninterested in buying the plants and equipm ent. He noted, 

however, that several of the contractors would have been willing 

to buy the equipm ent alone. 

In a June 1985 m emorandum  to the Navy's General Counsel, a 

staff m ember working for the Assistant Secretary of the Navy 

(Shipbuilding and Logistics) stated that the Assistant Secretary 
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is concerned that the N.avy is devoting too much management time 

and resources (money and people) to its 19 GOCOs. In 1984 and 

1985, the Navy obligated about $64 million and $56 million, 

respectively, to improve the GOCO facilities. The staff member 

also said that, while, in his opinion, it may not be practicable 

to force all current contractor-operators to buy these 

facilities and equipment, he believed that a number of these 

facilities could be sold and that it would make good business 

sense to do so. In addition, he said, he did not think that ' 

selling them would degrade any mobilization plan efforts. 

Subsequently, we were told that the Assistant Secretary is 

reviewing a plan to identify potential candidates for sale.or 

transfer. 

Equipment Sales at COCO Plants 

As in the case of GOCO plants, the Air Force is making 

greater strides in reducing the amount of equipment it owns at 

contractor-production plants. Since 1971, it has had GSA 

negotiate the sale of over $22 million of GFE directly to the 

holding contractors, using the excess-to-ownership but not 

excess-to-need rationale. 

The Army and Navy have not made such sales because of a 

1970 legal opinion, by the Defense General Counsel, which was 

reiterated in 1975, that no disposal authority exists to 

adequately support a Defense program which seeks to dispose of 

nonexcess government-owned industrial equipment on a negotiated 

basis to contractors in possession of such property at their 

plants. 
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GSA, however, believes that it has authority to sell such 

equipment under the {Federal Property and Administration Services 

Act of 1949, as amended (40 U.S.C. 484[e][3][$]), and has done 
r" 

so . GSA considers each proposed sale individually and 

negotiates sales only when the agency believes that the sale is 

within its authority. Independent appraisals to determine the 

fair market value of the equipment are made, and a selling price 

approximating that value is negotiated with the contractors. 

When GSA determines that it does not have sales authority for an 

individual case, the sale is not made. 

A Commission on Government Procurement recognized in the 

mid-1970s that Defense efforts to divest itself of equipment 

had been hampered by the lack of clear authority to negotiate 

sales with the using contractor of equipment which is excess-to- 

ownership and recommended that legislation be enacted to 

authorize such sales. 

GAO has supported legislation in the past which has 

attempted to clarify GSA's authority to dispose of nonexcess 

government equipment and, in 1977, GAO recommended that 

such legislation be enacted. However, the Congress has not 

acted on this recommendation. DOD is now again considering 

asking for legislation that would resolve this issue. 

Inadequate Acquisition Guidelines 

DOD and the services have developed guidance to implement 

the FAR provisions. However, the implementing instructions do 

not provide procurement officials with sufficient guidance to 

assist them in making a decision on when equipment should be 
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government- or contractor-financed. Existing guidance does not 

ensure that all costs and risks are assessed in making a 

decision as to who should fund the acquisition of equipment. We 

found that, with only a few exceptions, the government was 

providing equipment based on past practices or contractor 

preference, justifying the new equipment generally by the 

exception provisions previously discussed. 

The Air Force and Navy have made provisions to require the 

acquisition of new plant equipment at GOCO plants under 

facilities contracts, which allow the government to reimburse 

the contractor for only the actual cost of the equipment, with 

no add-ons for profit or fees. However, we found that some 

local Air Force officials ignored the requirement and permitted 

contractors to acquire new plant equipment under supply and 

production contracts, which allow contractors to add profits or 

fees to the purchase price. For example, one Air Force 

contractor recently acquired from commercial services 24 general 

purpose vehicles--like pickup trucks, vans, jeeps, and lift 

trucks-- valued at $630,000 under the B-1B production contract 

and added a 14-percent profit, or about $88,000, to that total. 

Air Force contract management division officials provided us 

with documentation showing that such practice is widespread. 

The Air Force and the Navy are attempting to limit the 

amount of equipment they provide to GOCOs. However, the Army 

provides practically all the plant equipment needed to sustain 

its GOCO operations. For example, it provided essentially all 
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the $87.3 million worth of equipment currently at the Lima, 

Ohio, tank plant. 

There is no guidance for the several hundred contractors 

performing service work either at military installations or at 

contractor-owned facilities. While FAR provisions can be 

applied to service contractors, DOD and service directives 

implementing FAR are silent on this topic. As a result, 

equipment-purchase decisions are left to the judgment of program 

managers and local procurement officials. 

We found several problems with this process. For example: 

--At one Air Force contractor, local Air Force contracting 

officials authorized the purchase of 99 vehicles--85 

general and 14 special purpose--at a total cost of $1.2 

million, even though (1) the contract specified that the 

contractor was to provide all transportation services, 

and (2) the contractor had set aside $2 million for 

vehicle acquisitions. The contracting officials stated 

that it was always intended that the Air Force would 

provide the vehicles, notwithstanding what was stated in 

the contract. They added that the reason for this was an 

unfavorable experience with the previous contractor which 

centered around a special purpose tractor-type vehicle 

that was used to retrieve objects from the salt flats in 

Utah. The Air Force wanted the current contractor to use 

the vehicle as well; however, the previous contractor 

refused to sell it unless the new contractor also 
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purchased 47 additional general purpose vehicles. The 

new contractor, with the concurrence of the Air Force, 

purchased all 48 vehicles for $363,500. Within a ye.ar, 

17 of the general vehicles were disposed or traded in, at 

one-fourth of the value paid for them. 

--At one Navy contractor, the Navy provided over $300,000 

worth of audiovisual equipment, even though such action 

was not authorized in the contract. 

--At one DOD contractor, the contractor acquired a 

computer, valued at $142,000, which was used for only 

half a year before DOD told the contractor to replace it 

with another computer. The computer has been in storage 

since March 1985 awaiting disposition instructions. 

Weaknesses in Defense Oversight 
at the Field Level 

The government exercises little oversight over the 

equipment it provides to contractors. In 1985, we testified 

that DOD has experienced, since 1967, recurring problems with 

the management of and accountability for GFE. We stated that 

this situation existed because FAR provisions were not 

adequately enforced and that FAR guidance on recording the use 

of GFE was inadequate. Our present case,studies disclosed that 

the lack of government oversight continues, contributing to the 

increasing trends of GFE. 

We found that significant weaknesses exist in DOD and 

service oversight of the acquisition, use and retention, and 

disposition of GFE. In many cases, Defense procurement 

25 



officials delegate their oversight and review responsibilities 

to the contractors. That is, the contractor determines the 

quantity and types of equipment to be funded, retained, or' 

disposed of, with little review by Defense officials. Some 

contractors ignored established controls for the approval of GFE 

acquisition or bypassed, with Defense officials' concurrence, 

established acquisition procedures. In summary, Defense 

oversight was not always of sufficient detail to ensure that 

only needed equipment was acquired or retained and that costs 

were kept at a minimum. 

Sufficient documentation did not always exist to adequately 

support GFE-acquisition requests. We experienced difficulties 

in determining why items were ordered because existing files 

often contained no basis or support for such acquisitions. 

Furthermore, we found little evidence that the contractors had 

considered any alternatives. 

The following examples describe some of the oversight 

weaknesses we found in our case studies. 

Acquisition: Disallowed or Unauthorized Procurements 

Contractors charged procured items directly to contracts 

which either the Defense Contract Audit Agency (DCAA) or 

procurement officials deemed to be either unallowable or 

unauthorized. 

--At one location, a Navy contractor billed items as direct 

charges against several contracts, although the contracts 

did not specifically authorize him to do SO. For 

example, the contractor acquired such items as a tripod 
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stand for $80, a steel cart for $62, and cardboard boxes 

for $84. We also found two entries, called "food trays," 

valued at $157. Investigation revealed that the food 

trays were actually trays of food catered for luncheon 

meetings between Navy and contractor officials. 

Subsequent follow-up work disclosed that trays of food 

were routinely provided. During calendar year 1984, an 

additional 20 luncheon meetings took place, and food 

valued at over $1,400 was catered for these meetings. 

Contractor officials agreed that direct charging of food 

trays to government contracts was inappropriate, and 

advised us that they were going to take action which 

would specifically prohibit such charges in the future. 

--An Air Force contractor purchased from commercial sources 

over $875,000 worth of office Furniture and ADPE as a 

direct charge to an Air Force contract. According to the 

Air Force Audit Agency, office furniture items alone 

could have been procured for about $47,000 less by using 

the services of the base procurement office. In January 

1985, a DCAA report recommended that office furniture and 

ADPE acquisition costs be disallowed because the 

equipment purchase was in violation of the FAR. However, 

the program management officials disagreed with DCAA's 

position; local Air Force contracting officials said that 

it was the program manager's decision; and DCAA 

considered the issue closed. 
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--A DOD contractor charged several items that DCAA 

determined to be "nonallowable costs" directly to two 

contracts. These items included a $411 beeper/pager, a 

$28 dictionary, a $12 appointment book, and two $15 

wallets. According to contractor officials, such items 

have been routinely charged to contracts with the DOD 

program manager's approval. 

Acquisitions Outside Normal Procurement Channels 

Normal procurement practices include making certain that 

purchases of general purpose IPE and OPE under facilities rather 

than production contracts, screening existing government stocks, 

using GSA supply schedules where possible, and making lease- 

versus-purchase determinations. However, we found that 

contractors were not always following these practices, and the 

purchases did not receive adequate government review. As a 

result, extra costs were incurred, and GFE inventories 

increased. For example: 

--One Air Force contractor who builds the F-16 fighter 

aircraft acquired, with the concurrence of the program 

manager, over $7 million worth of automated data 

processing equipment (ADPE) between 1981 and 1985 under 

production contracts, which allow such add-ons as profits 

and general administrative expenses, rather than 

facilities contracts, which do not permit add-ons. 

According to existing acquisition regulations, such 

equipment is to be purchased under facilities contracts. 

In this case, Air Force Plant Representative and DCAA 
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officials estima’te that the Air Force may have paid the 

contractor an extra 15 to 41.8 percent which may have 

added $1 million to $3 million more than necessary for 

this equipment. Air Force program officials explained 

that one reason for using the production contract to 

acquire the ADPE from commercial sources rather than 

through normal government procurement channels was to 

enable the contractor to make engineering and contract 

changes more expeditiously in order to "keep the aircraft 

at the leading edge of technology." They indicated that 

they planned to continue buying ADPE under production 

contracts, despite the objections of Defense and Air 

Force contracting officials, to meet the program's 

mission objectives. (We did not review whether the 

program's mission objectives were realistic or whether 

they could have been met without resorting to the use of 

production contracts.) 

--An Army contractor acquired over $500,000 worth of ADPE 

and office trailers, furniture, equipment, and supplies 

from private vendors and charged the government 

$142,000 for overseeing the acquisition. Before buying 

the equipment, they did not screen available government 

inventories or use GSA supply schedules. We found that 

the contractor could have acquired the furniture items 

from a local GSA furniture rehabilitation center for 24 

to 63 percent less than the commercial rate paid by the 

contractor. For example, the contractor paid $140 for 
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filing cabinets that could have been obtained from the 

GSA center for $58. The Army program manager told us 

that the equipment was bought from private vendors 

because government channels would not have been able to 

respond promptly enough. However, GSA told us that it 

could have provided the furniture within a week, if 

necessary. 

--Local Air Force contracting officials permitted a 

contractor to purchase 85 general purpose vehicles valued 

at about $744,000 without using government supply 

sources. According to a recent Air Force Audit Agency 

report, Air Force regulations, which state that all 

requests for vehicles in support of contractor personnel 

should be approved at Air Force headquarters, were not 

followed. As a result, the report questioned the 

propriety of the vehicle acquisitions. The purchase of 

the 85 vehicles without using government procurement 

channels resulted in the contractor's paying about $2,200 

more per vehicle than was necessary. 

We also found one contractor who, at the Air Force’s 

direction, purchased $61 million worth of equipment during a 

3-year period, including pens, television sets, and major 

computer systems needed to equip and maintain Air Force 

laboratory and testing facilities. The purchases were made 

through service contracts which permitted the contractor to add 

such charges as profit and material-handling to the acquisition 

costs. For three service contracts, where equipment purchases 
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totaled over $16 million, we estimate an additional $1.3 million 

was added for materials-handling and profit. Air Force 

officials stated that the unavailability of in-house resources 

and the lack of timeliness of base-procurement channels 

justified the purchases. We did not assess the availability of 

in-house resources. However, we question whether purchasing 

lead times-- which the Air Force uses to justify outside 

procurements --were appreciably different for the contractor and 

base procurement. 

Use and Retention: Excessive Quantities 

We found that qua.ntities of GFE at contractor locations 

were either in excess of that required by active contracts or 

were being used very little. Much of the excess equipment was 

in storage and had not been reported to DOD or service officials 

as excess. The problems with retaining excess equipment are 

that unnecessary storage costs must be paid, and the equipment 

is unavailable for use by other contractors. 

--At a DOD contractor who does work for all three 

services, GFE was warehoused at a cost of $79,000 in 

1985. This equipment included 1,545 STE items, valued at 

about $10 million, for use on active contracts. Some of 

the items had been in the contractor's warehouses for 

over 15 years. When we brought this matter to the 

attention of a top contractor official, he issued a 

directive for a thorough review of all warehoused STE 

i terns. This review has so far indicated that much of the 

equipment may be excess and available for use elsewhere 
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or for disposal.. For example, out of 263 STE items 

retained for over 15 years, 256 items valued at about 

$1.8 million were considered excess to the contractor's 

needs. 

--Between 1980 and 1983, an Army contractor acquired 47 

pieces of plant equipment valued at over $1.6 million 

under four contracts. This equipment was provided to 

develop and manufacture fuzes for the Multiple Launch 

Rocket System. Work on two of the contracts--which 

required the use of 42 of the pieces of equipment, valued 

at about a million dollars-- was completed over 2 years 

ago, and work on all four contracts has been completed 

for over a year. Contractor use records from January 

1984 to November 1985 show that the 47 items had a 

collective use rate of 1.2 percent. Only 13 of the 

pieces of equipment have been used for production 

purposes, and then only 4.4 percent of the time. A 

government contract administration official said that he 

believed that most of the equipment was excess to future 

needs. Three Army commands are currently trying to 

decide what to do with the equipment. 

--At an Air Force contractor, a sample check of 37 OPE 

items valued at about $27,000 showed that many of the 

items were being kept even though the items were 

apparently in excess. For example, a $1,750 video 

recorder was not being used and, when we questioned it, 

it was declared excess by the responsible supervisor. 
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Also, we noted that three cameras priced at $900 were 

located in a storage cabinet. The contractor official 

responsible for the equipment said that the cameras were 

surplus and would be declared excess when he had the 

time. 

--At another Air Force contractor who is involved in the 

research, development, and production of seismic 

equipment, equipment valued at about $863,000 had been 

acquired by the Defense Advanced Research Projects Agency 

to monitor underground nuclear explosions and other 

seismic events of interest. The equipment, not used 

since the late 197Os, when the United States signed the 

underground nuclear test ban treaty, was placed into 

storage in 1980. It stayed in storage until May 1985, 

when the Air Force decided to assemble and refurbish 

three seismic monitoring systems using equipment stored 

at the contractor. In February 1986, the contractor 

estimated that only about $75,000 worth of the stored 

equipment would be used, leaving a balance of about 

$788,000 to be excessed. 

Use and Retention: Unsupported Need 

Contractor and Defense officials often did not adequately 

evaluate the continued need for particular types of equipment. 

We found that, at most of the contractors reviewed, equipment 

was routinely transferred from contract to contract without any 

documented assessment of needs. The following are some 

examples: 

--One DOD contractor who does work for all three services 

had retained 817 STE items valued at about $1.2 million 



under a no-cost storage contract to support potential 

spare-parts requirements and future production orders. 

However, 72 of them had been in the warehouse for 9.years 

or longer. After we questioned the continued need for 

these items, a top contractor official agreed to look 

into the matter. The Navy official responsible for the 

storage contract with the contractor stated that he was 

not surprised with our finding since, historically, the 

contractor had been reluctant to declare equipment 

excess. In January 1986, he told us that the contractor 

was taking action to dispose of some of this equipment. 

--At one Navy contractor, the amount of OPE has stayed 

constant at about $2.1 million for many years because it 

has been rolled forward from one facilities contract to 

another. Our review of the OPE showed that the 

government had apparently not required the contractor to 

make a needs assessment for this equipment. As a matter 

of fact, we found that about $420,000 worth of OPE could 

not be located, because the contractor did not maintain 

adequate control over the equipment. The contractor has 

requested and received relief from accountability for 

these items. 

--One Navy contractor has routinely transferred equipment 

used for its torpedo-production contracts from one 

contract to the next 'without a needs assessment to 

justify retention. This contractor said that he does not 

believe that the contractor is responsible for reporting 
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excess equipment and, if there is any potential future 

use, he intends to hold on to equipment until 

obsolescence. We believe that some of this equipment is 

probably in excess of the contractor's needs. For 

example, 36 items, valued at $770,000, had been in 

storage for an indeterminate length of time. Also, a 

utilization report identified that 15 of 114 items had 

not been used in 9 months. 

Untimely Disposition 

Contractor and Defense officials do not always take timely 

action to dispose of GFE declared excess to government needs. 

For example: 

--At one Navy contractor, 354 pieces OPE and STE 

equipment, valued at $4.5 million, had been excess to 

contract needs since as far back as 1977. The contractor 

had requested disposition instructions from the prime 

contractor, but failed to follow up when no disposition 

instructions were received. The contractor has just now 

initiated action to dispose of the equipment. 

--At an Army contractor, 24 items of OPE, valued at about 

$45,000, had been in storage for 3 to 15 months. The 

contractor had not advised government property 

administration personnel of this situation. However, 

contractor officials told us that the OPE items were 

excess to needs and that the contractor now plans to 

request disposition instructions for all the items. 

--A Navy contractor retained 39 OPE items valued at about 
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$1.4 million in his warehouse for over 4 years. Although 

the contractor repeatedly asked the Navy for disposition 

instructions, the Navy did not respond, reportedly 

because of reorganizations and reassignments of key 

personnel. 

--At an Air Force contractor, equipment valued at about 

$30,000 was declared excess to government contract needs 

between September 1983 and July 1984. Although the 

contractor repeatedly requested disposition instructions 

from Air Force project managers, such instructions were 

never provided. In 1985, the government property 

administrator decided to no longer wait for disposition 

instructions for this excess equipment and declared it 

surplus. The equipment is now in the process of being 

discarded. 

Lack of GFE Management at Headquarters 

At the present time, there is no centralized management of 

GFE at the headquarters level. Instead, management is vested in 

the Defense Government Property Council, supplemented by focal 

points within each of the services. 

In lieu of the central office recommended by the 

Subcommittee in 1981, Defense established the Council in April 

1983. As we pointed out in our 1985 testimony, this Council is 

understaffed, operates only on an ad hoc basis, and has no 

authority to direct the services to take corrective action where 

appropriate. Furthermore, it does not have the information 
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it needs to manage GFE effectively. For example, it does not 

know 

--how much GFE has been and currently is in the possession 

of contractors; 

--how much new equipment is being acquired by and for 

contractors each year; 

--how much equipment is transferred annually from 

government to contractor inventories; 

--how the equipment is being used--whether for research and 

development, production, or service work; and 

--how much equipment is being disposed of annually. 

At the present 'time, most of this information can be 

obtained only by contacting each of the contractors 

individually. Since there are over 900 prime defense 

contractors, this is a time-consuming process. For example, 

although the Subcommittee requested information on GFE use and 

disposal actions in mid-November 1985, the Council did not 

provide the information until March 1986. Furthermore, the 

information was not complete, because the Army has not yet 

furnished all of its input. 

DOD has only recently recognized the need to collect and 

maintain such summary information. It is developing a data base 

for operation by property managers-- the "DOD Industrial Property 

Management System." DOD expects that parts of this system 

should be operational by June 1986, with other parts to be 

phased in as soon as possible. 
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1 *s ‘6 We endorse DOD's action in this area. However, we believe 

that the new system will not be totally satisfactory. For 

example, it will not account for the amount of equipment that is 

being transferred annually from government to contractor 

inventories, as work previously done by service personnel is 

t contracted out to the private sector. Our work disclosed that 

the value of such transfers may be significant, especially on 

service-contract work. Also, we are concerned that DOD has not 

established a target completion date for total system 

implementation. In our opinion, this date should be not later 

than the projected 1989 completion date for full implementation 

of DOD's property accounting standards currently under 

development. 

We noted similar problems at the services. Again, 

information on GFE is lacking, which makes it difficult, for 

example, to identify what progress has been made to implement 

DOD's phasedown policy. Furthermore, staffing of the GFE 

function is minimal. For example, the Army has no full-time 

staff assigned to it at the headquarters level, and the Navy has 

not yet replaced the only person who performed this function 

since his retirement in early January 1986. 

In our 1985 testimony, we agreed with the Subcommittee's 

recommendation for an adequately staffed central office to 

improve management of and accountability for qovernment- 

furnished material and recommended that it be extended to GFE. 

We still believe that the establishment of such a central office 

at either the Office of the Secretary of Defense (OSD) or at the 

service headquarters level is desirable. 
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* * * * * 

In summary, DOD and the services have made little progress 

since 1971 in implementing overall government policies whic,h 

call for minimizing the amount of equipment the government 

furnishes to contractors. Major factors impeding progress, in 

our opinion, include: 

--vagueness of FAR provisions, which have allowed 

government officials to permit contractors to acquire 

new, general purpose equipment; 

--limited Defense efforts to motivate contractors to 

provide their own equipment; 

--lack of sales of government-owned plants; 

--uncertainties about the legal authority to sell nonexcess 

GFE to holding contractors; 

--inadequate equipment acquisition guidelines, especially 

for service contractors; and 

--continuing management oversight problems at field and 

headquarters levels over the acquisition, use and 

retention, and disposal of GFE. 

We believe that greater progress to implement government 

GFE policies could be made if: 

--The FAR were rewritten to allow Defense to provide 

equipment to contractors only under highly unusual 

circumstances which are clearly defined, adequately 

controlled, and properly justified. Accordingly, we 

believe, Defense should 

incorporate the Navy new acquisition policy, which 

calls for contractor's to furnish equipment to the 

maximum extent possible. 



--the Army and Navy made greater efforts to identify the 

government-owned plants which could be sold; 

--the Congress clearly defined GSA's authority to sell 

Defense equipment to holding contractors; 

--Defense established firm equipment-acquisition guidelines 

for service contractors; 

--Defense better enforced the existing FAR on equipment 

acquisitions, use and retention, and timely disposition; 

and 

--an adequately staffed central office for government- 

furnished property, including 'GFE, were established at 

either the OSD or service headquarters level. 

As our work disclosed, without such actions, the management 

problems and costs associated with them are likely to increase. 
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fear 

Plant Equipment in Possession of Contractors 

1971 io. 525 ;0.700 jO.460 i0.358 ;O. 906 io. 987 $0.001 

1972 0.576 0.692 0.275 0.308 1.448 0.913 0.001 

1973 0.550 0.653 0.238 0.304 1.341 0.828 0.004 

1974 0.659 0.622 0.258 0.308 1.462 0.765 0.006 

1975 0.552 0.617 0.274 0.311 0.975 0.746 0.014 

1976 0.619 0.615 0.265 0.307 1.424 0.701 0.003 

1977 0.693 0.680 0.248 0.281 0.645 0.633 0.003 

1978 0.772 0.861 0.352 0.275 1.383 0.581 0.003 

1979 1.143 0.787 0.315 0.248 1.325 0.546 0.003 

1980 0.901 0.934 0.293 0.259 1.343 0.511 0.003 

1981 0.971 0.935 0.281 0.247 1.281 0.484 0.003 

1982 1.124 1.135 0.652 0.232 1.422 0.392 0.003 

1983 1.304 1.211 0.741 0.222 1.624 0.324 0.003 

1984 1.477 1.147 0.781 0.209 1.763 0.270 0.003 

-------------------------------------------B 

--m-w-- -- ----_ -___ e-e----- -.-__ 
DLA Others Total Total Plant 

Equipment 
OPE XPE OPE IPE OPE IPE - 1 1 -- 

01 ,s-e----------e ------------------------------- 

$0.006 

0.003 

0.004 

0.003 

0.003 

0.002 

0.002 

0.002 

0.002 

0.002 

0.003 

0.002 

0.002 

0.003 

IO.01 1 :0.001 il.903 $2.052 $3.955 

0.011 0.001 2.311 1.917 4.228 

0.012 0.001 2.145 1.790 3.935 

0.013 0.002 2.398 1.700 4.098 

0.013 0.001 1.828 1.678 3.506 

0.013 0.002 2.324 1.627 3.951 

0.011 0.002 1.600 1.598 3.198 

0.011 0.002 2.521 1.721 4.242 

0.010 0.002 2.796 1.585 4.381 

0.010 0.002 2.550 1.708 4.258 

0.014 0.003 2.550 1.672 4.222 

0.016 0.002 3.217 1.763 4.980 

0.017 0.001 3.689 1.766 5.455 

0.022 0.001 4.046 1.630 5.676 

Source : Report of Government (DOD) Facilities in Possession of Contractors (DAR B-311, C311), DOD 

Summary. 
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APPENDIX II 

lirtiw of Goremt+mad, Coatrut~-Operated ?lmtr aad Equi*ot by tilitaq Serrrica 
& of Eeptaber 30,198v 

Scranton &so Plmt 
Lane Star Awe Plant 
Kmsas km0 Plant 
Heuthornc -0 Plant 
Redford ti Plant 
Holsron Anarm Plane 
Iadiena Amo Plant 
Milan Ammo Plant 

Mississippi Ammo Plant 
Iowa Am0 Plant 

Louisiana Amo Plant 
Lake City hmo Plant 
Ionghorn m Plant 

Sunflover Am0 Plant 
St. Louir Ammo Plant 
-in Cities lbmo Plant 
Volunteer kna PLmc 
Cornhusker lbno Plant 

Riverbank Amo Plant 
Badger Amto Plant 
Hays Asm Plant 

Uvenna ti Plant 
Joliet Amso Plant 
Newport Amm Plant 
Cerbonyl Iron Plant 
Redstone Amens 1 

Detroit Arsenal lank 
Plant 

Lima Army Tank Plant 
Trrheel Yissile Plane 
Saginev Aircraft Plant 
Stratford Engine Plant 

Contractor 
Plent 

locrt ion 

Chamberlain Nfg. Corp. 
Day and Zimmemsn 
Day and Zimmerman 
Day and Zimermn 
tircules , Inc. 
Holston Defense Corp. 
ICI Americas, Inc. 
Martin-Msrietta Alum. 

Sales, Inc. 
!4eson-Chamberlain, Inc. 
Nmon-Hanger, Silas- 

Mrson, Inc. 
Morton-Thiokol, Inc. 
Olin Corp. 
lhiokol Corp., Longhorn 

Division 
Hercules, Inc. 
Donovrn Construction 
Pedetal Cartridge Corp. 
ICI Americas, Inc. 
Muon-Hanger, Silrs- 

Mrson, Inc. 
NI Ind. Inc. (Norris Ind.) 
Olin Corp. Winchester CP 
Plant Futory and 

Engineering 
Ravenna Arsenal, Inc. 
Uniroyal, Inc. 
Mason-Hanger 
GAF Corp. 
Morton-Thiokol, Inc. 

Geocral Dynamics 
General Pynamic s 

Scranton, PA Active CVlPunic ion $ 49.9 
Texorkana, TX AC t ive Ammunition 71.4 
Parsons, KS Active Asmunition 26.0 
Babbitt, NV Active &munition 20.3 
Redford, VA Active rhunition 9A.l 
Kingport, TN Active &munition 60.8 
Chrrlestovn, IN Active Munition 66.1 

Milan, TN Active 
Picayune, HI Active 

Middletorn, IO 
Shreveport, LA 
Independence, MO 

Active 
Active 
Active 

Aaaunit ion 
Amxunition 

Asxnunitibn 
-unition 
Anmunition 

53.2 
101.7 

35.7 
19.0 

117.9 

Marshall, TX Active Ammunition 9.3 
DeSoto, KS Active Munition 59.1 
St. Louis, MO Inactive Asmunition 32.1 
Nev Brighton, MN Inective Amsunition 55.5 
Chstt onoogo, TN Inactive Ammunition 25.7 

Grand Island, NE Inect ive Ammunition 3.6 
Riverbank, CA Inutivc Assnunit ion 33.2 
Baraboo, WI Inac t Lve Aaxnunit ion 47.4 

Pittsburgh, PA 
Rmenna, OH 
Joliet, IL 
Nevport , IN 
Huntsville, AL 
Redrtonc Arsenal 

AL 

Inect ive Ammunition 6.7 
Inactive Anssunit ion 56.0 
Inac t ive &munition 87.0 
Inutiwe Armsunit ion 26.5 
Active Iron powder 1.3 
Active Hissilts and 

propellanes 9.2 

Warren. HX 
Lima, OH 

AC t ive 
Active 
Active 
Active 
AC t ive 

Tanks 50.2 
Tanks 79.5 
Missiles 25.7 
Relicopters 8.0 
Aircraft and 

tank engines 38.0 

AT&T Technologies Burlington, NC 
Eel1 Helicopter-Textron Saginrv, TX 
AVCO-Lycoming Stratford, CT 

status 
Products 
produced 

IPE and 
OPE STE TOTAL 

---w---i 11 j,z-e--w- 

s- 
0.5 
0.1 

.I 

s L9:9 
71.9 
26.1 
20.3 
96.1 
60.8 
66.2 

0.0 

0.3 

1.9 

53.2 
102.5 

36.0 
79.0 

119.8 

0.1 

0.2 

9.3 
59.2 
32.7 
55.7 
25.7 

0.9 

0.1 

3.6 
33.2 
08.3 

6.8 
56.0 
87.0 
26.5 

1.3 

9.2 

1.0 59.2 
7.8 87.3 
Cr.6 30.3 
2.5 10.5 

6.9 02.9 

‘The Government-ovned contractor operrted plants listed in this table have been identified by the services as being prrc 
of rhe Defenre industrial reserve retained for national emergency as directed by Public Lsv 93-155 (Defense Industrial 
Reserve Act of 1973). 
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Liatior of CoweM, CantrutotOprrated Plaota and lquiprnt by Ililitary Service 
As of se,rs!dJr 30, 19aA 

Plant 

AEltT: continued 

Phosphate Development 
Uorks 

mtal: 32 Army ?laate 

* UEIMQ: 

AP Pl~nr PJKS 
AP Plant #3 

AF Plant #a Gsncral Dynemica 
AP Plant a6 Lockheed 
AP Plant a19 General Dynamics 

AF Plant 136 General Electric Evandale, OH 

AF Plant $38 
AF P1ent #Lt 

Bell Aerospecc Textron 
Lockheed 
Northrop 
Pockvell 
McDonnell Douglas 

Porter, NY 

AF Plmr #Irk 
AF Plane C59 
M Plant #?a 

AF Plant c70 
AF Plane a65 

Contractor 
Plant 

locat ion stwiur 

Tennessee Valley Authority Sheffield, AL Inectivc 

harrin-#Iarictta 
McDonnell Douglas and 
bckvell International 

Hughes Aircraft 
General glcctric 
Aerojct Strstagic 

Propulsion 
Horton-Thiokol, Inc. 
Ibckvell Inrernational 

Tootal: 13 Air lorce ?hots . 

UVT: 

Pelmdale, CA Active Aircraft 

Tucson, AZ Active Missiles 
Binghamton, NY Active Avionic:, 

Sacramento, CA Active Mirtiles 
Brighem City, UT AC t ive kiss ilea 
Colrnnbus, OH Active Aircraft 

TOCAL Dollar Velue Air Force 

Naval Werpont Industrial 
Rererve Plant 

keval Weapons Indurtrisl 
Reserve Plsnc 

Hercules McGregor, TX Active Rocket mocorr 

Teledyne, CAB Toledo, OH Active Jet engines 

Products 
Produced 

Chemical 
municiona 

Wecerton, CO 

Tulre, OK 
Ft. Worth, TX 
Marietta, GA 
San Diego, CA 

Total Dollar Value Army 

Active 

Active 
Active 
Active 
Active 

Active 

Active 

Electronicr 
Aircraft com- 

ponent s and 
overhaul 

Aircraft 
Aircraft 
Aircrefc and 

missile 
component 6 

Aircraft 
engines 

Lasers 

2 

IPE end 
OPE STE TOTAL 

--*------million*------- 

5 1.3 

fl,946.0 

5 7.3 

‘S1,672.6 

S 16.2 
10.8 

3.4 

$ 38.0 $ 54.2 
10.8 

3.; 

47.9 48.0 95.9 
35.2 23.0 59.0 

10.5 10.5 

53.7 
1.6 
0.7 
2.8 

10.9 
- 

1.6 
2.2 

55.3 
3.8 
0.7 
2.0 

10.9 

7.7 
1.8 

17.0 
14.2 
20.3 

S 250.7 

Sb.8 55.7 

6.8 6.6 
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(#  rr  A P P E N D IX  II 
l IL -  

I ,  : *  
, $  

A P P E N D IX  II 

yI1: Con t i nued  

conCr lC tOr  

Kaychcon  

K a u n  &ro*pecc  

Cenv r~ l  O ffshore Carp.  

Ray theon  

McTbnne l l  Dou6 l eo  

L T V  V o u 6 h C  

Gene ra l  Elect r ic  

Lockheed  

Cvncrv l  Dynvmice  

Spe r r y  Corp.  

E w twn K o d a k  

IktClJlvB 

krojtt So l i d  
P ropu l s i on  

P lan t  
locrc  i on  

6 loomf ic ld .  CT  

SC.  Croix.  U.S.V.I. 

fedford,  M A  

St. Loui r .  M O  

rml lm,  T X  

Pirtrf ivld, M  

na~na ,  UT 

Ihmevpol iv ,  M I4 

Sunnyva le ,  C A  

Powna ,  C A  

S C . Pml l ,  M N  

Kocher te r  , N Y  

Cmbcr lmd ,  RID 

secramco,  C A  

Act iw 

Act ive 

Act ive 

&t ive  

Act ive 

6cc ive  

Act ive 

Act ive 

ktivt 

Act ive 

Act  ivc 

Act ive 

Act ive 

A C C i W  

kt ive 

&c ivv  

Act ive 

h o d u c  t . 
p roduced  

Ai rera fc  

hircraft 

lti**ilv 
eo rpooen t r  
and  miaa i l c  
teder  

btor  b l a d e @  
for bv l icopcvrv  

E lesc ron ie9  
(  soeobuoye)  

Mio*i l*r  

Aii rcraf  t 

Aircrvf t 

Mirr i lc  & u i d v m c a  
end  f ire coatro l  
syr tem 

Hi**il*r 

l4 ivvi lc l aunch ing  
l y r temo and  
‘~ 0  moun t r  

Mira i le r  

Miss i les  a n d  
g u n  l y rcew 

I leer compute rs  
overbw l  

Roject i les 

F i iu i la  

621 .6  $107 .1  $128 .7  

9.1)  1.6 11.2  

3.1 

3.0 

2.2 

40.0  

27.7  

0.5 

34.6  

143.0  

9.0 

3.6 

3.0 

36.a  

103 .0  

36.7  

16.3  13.6  29.9  
9.9 0.3 10.2  

37.7  0.3 36.0  
II.5 132 .4  loo.9 

45.0  0.2 45.2  

3.3 0.5 3.8 
1.2 0.6 1.6 

6.3 
7.2 

1.0 7.3 
7.2 

bl Iw do l la r  a o u n t ~  for the two C ruan  p lant  locat ions rep re8enc r  cqu ipcnt  et bo th  plants. 

3  

$2.663.2  




