
UNITED STATES G,_ ./ERNMENT 

Memorandum . bc=wber 1, 1971 

TO The Comptroller Genera:t 
~~~~~~~~~~==-~~--~~-~ -------~~-~~~---,--

e~ ;~/Jo'-/-
FROM Director, li'GMS Division - D. L. 

) A f.~ 
Scantlebury -0//~ ~ ~ 

SUBJECT: Request .for l.egal instructions qn lJroposed 
regu._ation governing the Automatic Data 
Proc~ssing (ADP) Revolving Fund 

There is il,ttached a copy of a memorandu a addressed to Richard W. 
Maycock, Deputy Director of this Division, b r Dwight A. Ink, Assistant 
Director, Office of Mana,gement .a.nd -Budget. ( o: .ffi), with an appended set 
of guidelines concerning the above subject. These papers outline, 
among other things, certain proposed changes in the methods heretofore 
applied in accordance with the provisions of H. IL 89-3o6 in estab
lishing the ra+.es to be charged agencies to :-ecover approximate costs 
of equipment a1d in securing the net proceeds of disposals of excess 
property. 

The mat~e:'s included-in the memorandum) and, to some extent, those 
in the guideli:1es, were discussed at length -.Tith representatives of the 
Office of .Mana ~e:merit and Budget ( OMB). Mr. Tohn Moore of the Office of 
the General Co·insel and representatives of orr site audit stai'f at the 
General_Servic}s Ac1'llinistration (GSA) partic~pated in the discussion 
which revolved largely around the question o ~ legality of at least two 
of the propose l actions. 

The first basic proposal is to permit G meral Services Adm:i.nistra
tion (GSA) to ~stablish a current -fair ma,rke '; residual value for equip
ment turned in by an original using agency after the agency has paid 
the ADP :f\md t 1e full· cost of the equipment, and to. set the rental ra.te 
to a second usl.ng agency on the basis of suc.i fair value plus an allow
ance for a.dmin:_strative and other costs. Thts, we believe, is sound 
from the stanct_)oint of accounting and manage 1ent principles as applied 
to the ADP funl and to both the original and secondary using agencies. 
That treatment of fully paid for turned-in eluipment WQuld ,seen to be 
authorized by the second clause ·of subsectio'l lll(d) of P. L. 89-306 
regarding dete:mination by the Administrator of the value of supplies 
and equipment cransferred to the Administrat1r. If·the equipment is 



retained an¢1. continued in use by the original user after the cost is 
fully paid, our principles provide for establishment of the residual 
(fully deprecic·ted still in use) value on the books of that user. 

The seconc... basic proposal would provide for including in current 
charges to users of data processing centers a rate factor for the 
financing of mere costly replacement ADP equipment in addition to the 
factors needed to recover 11approximate costs."' Although it is evident 
that P. L. 89-3o6 contemplates continuing operations and e~ttlpment 
replacement m1c er subsection lll(c), we doubt that charging for 
increased equi1 ment replacement costs is penn.issible in view of the 
further provisions of that subsecti.on regarding appropriation act con
trols and of st bsection (d) regarding the app:ropriation of such swns as 
may be require:( • 

We have tl ie same doubt expressed in the paragraph next above as to 
the propriety c,f items (2), (5), and (6) listed under paragraph 3a of 
the guidelines appended to the basic letter. Further, we question the 
evidently penn:i ssible use under· itein (2) of f3..ir market value, in lieu 
of acquisition cost, in charges to the origins.I user of equipment~. 
Comments above regarding the e,ppropriation pr .)Cesses also pertain to 
_the remaining J arts of paragraph 3 and to pan.graph 4. 

Subparagrt: ph 3b of the guideJ.ines should be amended, we believe, 
by inserting tl e word 11only" after the word ''include 11

• in the fourth 
line. 

In view oj· the questionable aspects of the basic proposals and 
the guidelines: the entire package is submitted for instructions 
regarding theiJ· legal .propriety. 

Attachment 
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lndorsement 

o~c 9 1s11 

Direct0¥'~ FGMS Division 

Returned. Relative to the autom.atia data processing fund, section 
lll(d) of the Federal Property and Administrative Service.a Act ot 1949 
as added by Pu.b. L. 89.306, Clpproved October 30, 1965, 40 u.s.c. 759(d~ 
provides aG follows: 

"(d) There ~ authorized to::,be appropriated to 
said tund such sums as may be required which,. together 
with the value, aa determined by the Administrator, of 
#Uppliea and equipment tl'olll time to time transferred 
to the Administrator, shall -0onstitute the capital of 
the twld: Provi,ded, That said fund shall be credited 
with (1) adVanc-ea and reim.bu:rsements f'rom :available 
apPropriationa and funds of i1ny agency (including 
the General Services Administration), organization, 
w contractor utillzina such equipment and Gervicea 
r~ndered them, at rates determined by the Administra
tor to appl'oximate the costs thereof' met by the fund 
(including depreciation of equipment, provision for 
accrued leave, and for amortization of installation 
eosta, but ex~luding, in the determination of rates 
prior to the fiscal year 1967, euoh direct operating 
expe$ee a$ may be directly appropriated tor, which 
expenses ll1BY be charGtJd to the tund and covered by 
advan¢~a or reiml>ur~~ts fr<>m auch direct appropria· 
tiQns) and (2) re.funds or recoveries tesulting hom 
~ticmJJ ot the tuna, incl\l<lins the net proceeds of 
di$1JOS~l ot excess or surplus personal p;toperty and 
receipt$ fl'Olll carriers and. others for loss of or 
damage to property# P:rovided further, That f'oll.O'iling 
the e1oae tJt flacb tiacii yea%' any net income, after 
provisions ,for prior year losses, if any, f.Jhall be 
uanaf'e,rred to the fi'eaaury Of the United States as 
mise$Uaneoua t"eoeipts. t• 

A3 to the first basic proposal concerning the l'ates to be charged 
a second agency where the original using ogency has paid the AllP fund 
the full co4t of the equipment, we see no objection to the pr0p0s.$1 to 
establish such new rates on the bal'fis of the fair l!UU'ket value of the 
equipment. We understand this to be the common cOllllm'cial ptactice. 
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:a-i5J$4-0.M. 

However, ve •e~ no FOJle:r basiiJ whereby the t\lnds generated by aueb 
revaluation may be used to augment th~ eapi tal of the tund. T1;1 the 
-~~nt that thos~ funds may exceed eosts it is our vi•w that they 
~epresent net inoome and to the extent not nettd.ed for prior ye$;r 
leues, EU"e required by the lut provieo of aection lll(d) to be 
transferred to miscellaneous x-eeeipta. 

As to the. second baaie FOP¢lSal and. the remaining l.tems discussed 
in your memorandum.t it is noted that ll.ection lll(d) provides that 
rental rat~ll tor equipment shall be determined by the Adminiatrator 
so aa to "tlpp?'Pximate. the costs thereo:r.u While the term neostsu 
is nQt <.lefined in the act, Ho~.e Report No. Boa, 89th Congress,. 
ut S:~sion., issued by the House Couwittee on Government Opera'"". 
t1Qn$t o.t page 4o~ contains the t'ollowinS statell1ent: · 

ttnates tor use ot the equi}?ment or tor services received 
therefr0111 are to be fiXed bY the Adnd.nistrator so as 
to apJl'oximate the cost cila;'ged. to the fund• 4-nol.uding 
dapreciation and a<':CX'U.ed leave, the amort1~$tion of in.
stallation eQsta, <lireet eosts t>-f operating aerviae 
centers,. as well as other itema Qf expense racogn!S_:2d 
and acceptable .trom the $ta.nd:pQint of sound aceounttng 
praetic$s .. " 

An $.dentical statement appears in related Senate Report No- 938 .. 

We think that the tenn "col$ thereof mat b;:r the tund" ~£era to 
bistoriea:t. eosttf as diStingui-shed from. :replacement coste there being 
nothing in the act or its legislative history to indicate- otherwi$$. 
See B .. 61937 •0.M~; F~bru.ary 4, 1952. 'l\le inel\lsion of losses ($_e c' ,3~ (5)) , 
bowever is a .11.1$tter prinlaril.y ~or your consideration and reaof.uti-Qrt 
under genel'llly aco~pted eecountinS pn\~ic.tm. In this connection we 
i!tated. in 11-61937 ... 0 .. M.., May ll,. 1951., concerning losseB in the opera ... 

r, ti® Qf ])OD WOl"ld.ng eapitl.\l funds fot' Stooks Of materials, ete. » under 
aection ho5 of the Nation~ S«eu:rity Aot A::aendments of 1949, tl".at; 

0/jh~ ellteblisbment of! prices to be uged in ef'fe¢ti~ 
reimbursements of the IJtoek tunds, is primaril.y a pro'bletll 
Of tlOOO'Untiug, since the word "costlf ilS uied in seotton 
4o!>(b) o:r Public taw 21.6 is not defined in that act,. but 
it does not appear that possible untoJ>eseetiible losoes due 
tQ $CtS of' God as weu -~ de.stru.ction by t'i.?;'e should be 
oonsidf;tred in de;)t~ning 11uch prices. If· 



· Al•o, tt _,, be ~~ •t ~t 1JOO ~ti01Ul ~~~ 
~tock bmd ~-~, fJ® Si~t.tve Wo .. ?42o ... 1, pnrn(ta$ tu 
pm-~ph vnx B .. 6 u roJ.10Wjl 

"~6 .. The ~dis:ratla :.b1$~d a 'tt¢ ~ pt;~$ tu 
lo~•ea and a\l:~vi:.C ..... ·~ ffR tl.$ ~JO• 
~t r.-h10M.riB$ minted •t ~ lOAlmi on 
~~~au~ .G$ p1lf'•~1 4 ..... 
ti$'t$J:1~~ia, ~cu iJ'#e~ ._,'*•• 
~. u~e#-a $1'1a1na ~ ob.aolie~ ~ ·~ 
·~- ~ 1~ t1e ~t. btel.llde ~- ill 
"e inwn~ ~ti~ &le to reria1-a •t 
a.t~ :prlce• ~ ~ae )1'$.~• vni~•• 
(~ell 4-o not fdft<l't ~$ u t~ or 
pbtal~ qantit1ea of •t11rUl).. The atn" ... 
·~ will uot be ·~~ted t• re.cover lu•~ 
u~$d '7 ~OJ< di~t~ .or e~ $~t.1oth » 

~ a~~te t~40d vtth ~ Ml!br.an4a ~ ntttd.nci! in 
·eur m. tor ~~ ... :r.~-- i~f' ~-d. 

PAUL G. DE:M.BLING 

~tJ~~l~ 
~\1~1-
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