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UNITED STATES GENERAL ACCOUNTING OFFICE
WASHINGTON 25, D. C.

DEFENSE ACCOUNTING AND
AUDITING DIVISION
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The Compbroller Genersl

Reference is made to Hr. Surginer's discussion with ¥r. Goldstein
on August 12, 1959, =nd dlscussion between Hessrs. Rumizen and Socolar
of the aem f:am}‘a Office and Messrs. Stacy and Wilson of the
Javy Audit on August 13, 1959, on the sale of surplus Govermment
plant e@im During the latier discussion it was agreed to submit
the case for considerstion and advice.

The enclosed file of working papers concerns the sale of Govermment
. in the E&?&i zamm Eeserve Air-

fm the s&.ie of

plant property equirment installe
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property and i;h@ WM %& b&ﬁm %&aﬁa the proceeds should
have ‘a&en covered into the Treasury ass miscellaneous receipts.

operty 13 leased by the Dureau of Asyon

: :stinghcuse Electric i‘fmm:wa azz&er cfmtrm m
dated JW 1, 3,956, W superseded contract Hoy{r; 6010k
Dacember 31, 1948, The Government plant g@mﬁ ia aseé by %@:{n@u
house on a remb-free basis under Buller facilities a ent ?i% 58&6
dated March 2k, 1958 (page 1). This sgreement superseded conmtra
%0a 107k {i&%eé Jamuary 19, 1949, which covered the W and iﬁﬁt&l«-
lation of the eguipment as well as the use of the eguipment,

Tog : weing 5 ngines at this g}&a}z&: under
various mﬁmﬁs with the ﬁmw far Wz’a}. years. The production
contract in effect at the time The @rg&mmrmglme@iwﬁ
was sold, vas H0as 56=-1046~1 dated September 28, 1956.

By memorandum dsted June 23, 1958, (page 2) the Bureau of Aero-
nautics Representative {m}, Kansas City, Missouri, advised Buder
that the contractor was rearranging his jet engine production lines
mmmmacm&r@ﬁwammmmtm In
this memorandum, the BAR propx
smszsmmmmwumemmmmesmmmmr
under comtract HOa 58-053¢ which was issued to cover the cost of
wﬁ%%mtmsmmmﬁmmzmt%mmmay
departments and agencies during the screening process. Reply from
Suher dated July 29, 1958, (pege 3) advised that the proceeds must be
credited 4o niscellaneous recelipts.
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After the equipment was screened by depariments and agencies,
Yestinghouse wag authorized 4o sell the surplius squimsent. The sure
plus equ%;man‘t which consisted of office machines, machine tools and
production equipment was sold at public auctions conducted by Westing-
house on Hovember 25, 1958, and Februsry 18, 1959. (pages % and 5)

Hotwithstanding the instructions issued by Buler on July 29, 1958,
that the proceeds from the sale must be credited to miscellanecus re-
ceipts, the Inspector of Haval Material (INSMAT) Chicago, on February ki,
1959, (page 6) informed the Cffice of laval Material (OM) that Westing~
house had sdvised thabt instructions on the aspplieation of proceeds from
the first auction sale had not been received. By letter dated March 2k,
1959, (page 7) to the BAR, the contracting officer of Buler directed
that the net proceeds from the sale of surplus Govermmenteowned eguipe
ment be credited to contract H0as 56-10h6ei, the then current contract
for the production of jet engines.

The BAR then advised Buder on March 26, 1959, (page 8) that the
second auction sale had been conducted on Pebruary 18, 1959, and re-
quested advice as to the application of all proceeds that would aecrue
as a result of disposal of Govermment plant equipment used under facile
ities asgreement HOa 5626, In reply dated May 1k, 1959, (pege 9) BuAer
adviged "# * % Proceeds of sales of contractor inventory are to be
credited to amounts due the contractor under the applicable supply or
service contract., All cther proceeds must be deposited in the Miscelw
laneous Reeceipts account of the U, 8. Treasury, As soon as a determe
ination is made as to the proper classification of the property sold
on 18 Pebruary 1959, instructions for disposition of the proceeds will
be issued.” On MHay 19, 1959, (page 10) the contracting officer of
Puler again directed that the net proceeds be credited against amounts
due Westinghouse under production contract HOas 56-1046=i, and stated
“¥ % % Thisg direction is issved pursuent bto the provisions of Section
Li, paragraph (b) of the subjeet contract.” The net proceeds from the
first sale amounting to $502,335.80 was deducted from billings under
contract 5610k6mi, payable from appropriation 17x150k.8l. The
net proceeds from the second sale amounting to $200,656.00 are being
held for deduction from future billings under the same coutract.

Section 41(b) of the contract referred to above (page 11) permits
the contracting officer to decrease the property furnished or to be
furnished under the contract snd make equitable adjusiment of the
contract price. We belleve, however, that the temm "property” refers
to Govermment material furnished under a production contract to pro~
duce an item rather than to Govermment plant equipment. Our belief
appears to be confirmed by the provisions of parsgraph h. of seetion
41 of the conmtract which provides that "Upon completion of this contract
# % # the conbractor shall submit * % #* inventory schedules covering all
items of Coverrmente-furnished property not consumed in the performance
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of this contract % # #." Underscoring supplied. Paragraph 0356003
of the Havy Comptroller Mamual defines doverzmeni-furnished sguipment
and states in gubparegraph 2., "it iz neither consumed during produc-
tion nor incorporated in ths product.”

Infoymel discussions with Havy representatives disclosed thab
their determination %o credit the net procseds of the sals of Governs
nent squipment to the current production conbract was that the eguip-
zent was considered "contractor lnvenbtory" according to the defiaibtion
in Chapter 1, Ssction 101, paragraph 10 of the Havy Property Dedistribu-
tion and Disposal Regulation Ho. 1, Zevised July 1, 1953, 7his regula~ .
tion clearly states that contractor inventory is “Any ’Covernment'
oroperty acquired by and in possession of a contractor or subcontractor
{including Jovernment-furnished mr@y) under a contract pursuant to
the terms of which title is vested in the Government, and in sxcess of
the amounts nseded to complete full performance under the enbtire
sw@m@ # % %.% 7The basis for Puler's determination that the plant

nipment was "contractor invemtory" is evidenced by conments nade by
the mﬁr&eﬁi&g officer, the Counsel for Buler, aad the Industrial
Planning Division, on a route sheeb {;g}ag% 12) attached to the BAR's
lstter a.f Harch 26, 1559.

YWe are aware of the muling in 3-135655-0i dated July 20, 1?59,
which defined contractor inventory as "% # %' any property acouire
# # % a contractor # # #' with title to the properby vesied in i 'z;
Government # % #,7 and wpheld the m:.an%skaﬁﬁyﬁi@sﬁir?main
cr@éi%izzg the procseds from the sals of surplus squipment furnished
for use in operating a Govermment storage site to Puture billings Zor
cperabing the storage site. However, we balisve that a clear disbince
tion should be made for Jovermment pl squipment that iz lessed o 2
sontractor for production of ific itenms under successive produchion
conbracts. As of Juns 30, 1958, the Havy had L9 industrial rsserve
plants under lesase with g:;:ﬁ.?ats contractors with plent squipment ine
vantories valued ab more than 3555 wmillion. (Considering A ropid
changes being nade in our weapons, we can visualize much of the
present plant equipment bedng deelarad obsclste =and sold 23 surplus
with the result that current sppropriations will be sugmented by
considerable amounts if the present practice iz followed.

Hagsell B, Bell
dassell 5. Zell
Aspistant Direchor

Znclosurse
Working papers containing
exhibits 1 through 12
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Hirsctor, Defense Accounting and Auditing Division

Zeturmed. Section 204(d) of the Federal Property and Administrative
Services Act of 1949, 63 Stat. 389, redesignated sectien 20i{e) by the act
of August 31, 195k, 68 Stat. 1051, L0 U.5.C. uB5(e), provides that:

“here any contract entered into by an executive
agzencey or any subcontract under such conbract authore
izes the proceeds of any zale of property in the custody
of the contractor or subcontracior to be credited to the
nrice or cost of the work covered by such contract or
subeontract, the proceeds of any such sale shall be
sredited in acocordance wibh the ceontract or subeconbract.”

The reports of the Legislative Committess of both Houses of Congress
in cornnection with the Federal Property and Administrative 3ervices Act
of 1949 contain, with reference to section 20i{e), the following sxplana-
tiont ‘ "

"fhis subseciion recognizes thedt the contractual
vrovisions authorizing the procseds of sale of oroperty
o be credited to price or cost of the work coversd by
the sontract, are conbtrolling and are nobt subjest to
the requirements of the act relating o covering pro-
ceeds inbte the Trsasury as miscellansous receipts,”

Therefore, and since section [1(h) of the comtract regquires the con-
Lractor to make such disposal of Government furnished property as may be
directed or authorized by the conbracting officer and provides that the
net proceeds of any such disposal be credited to the contract price or
paid in such other manmer as the ceonitracting officer may direct, it nay
he stated that the oroceeds involved need not be deposited into the
Treasury as niscellaneouns receipts, provided the property furnished the
sontractor was a necessary incident to perforsmance of his contract.

Section 203(f) of the act, 40 U.5.C0. LIL{£), providez that executive
agencies may authorize coniractors or subeontractors to retain or 4dispose
of any contractor inventory, and section 3(k) of the act, 49 U.S.C. 472{k),
states thal:

“The term 'contractor inventory'! means (1) any
oroperty acquired by and in the possession of a cone
tractor or subcontracter under s conbtract pursuant o
the terms of which title is vested in the Govermment,
snd in excess of the gwounis needed bto complete full
performance under the entire contraet; and (2) any
oroperty which the Goverrment is obligated or has the
option to take over under any type of contract as a
resnit either of any changes in the speciflications or
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nlans thereunder or of the termination of such cone
trac} (or subcontract thereunder), prior to comple-
tion of the work, for the convenience or at the
option of the ﬁﬁ?ﬁrﬁﬁgﬁ%»

The property involved ordinarily would fall zemarely within this defini-
tion notwithstanding that it might have been used under successive pro-
duction contracts; however, implicit in the definition and in the provi-
sion of section 20L{e), above, is that the property must have been
acquired in connection with the requirements of the contract. Accord-
ingly, only if the proceeds from sales of the surplus machine tools
referred %o include an amount for items that were never used or cone-
templated for use by the conbractor, even though a part of the facility
furpished, that amount nay not be considered contracior inventory and
mast be covered inte the Treasury as miscellansous receipts.

| JOSEPH CAMPBELL

Comptroller General
of the Unibted States

Attachnentis



