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UNITED STATES G.. VERNMENT GENERA ACCOUNTING OFFICE

M emorandum L steer 1, 97

TO :  The Comptroller General

FROM : Director, FGMS Division - D. L. Scantlebury foc“”’“ \

SUBJECT: Request for legal instructions on proposed
regu.ation governing the Automatic- Dats
Proc issing (ADP) Revolving Fund

There is :ittached a copy of a memorandua addressed to Richard W.
Msycock, Deputy Director of this Division, bs Dwight A. Ink, Assistant
Director, Office of Management and -Eudget. (0MB), with an eppended 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, K. 89- 306 in estab-
lishing the rakes to be charged agencies to recover approximate costs
of equipment aid in securing the net proceeds: of disposals of excess
property.

The mattess included in the memorandum, and, to some extent, those
in the guidelines, were discussed at length 'rith representatives of the .
Office of Mana:ement and Budget (OMB). Mr. John Moore of the Office of
the General Coinsel and representatives of oir site gudit staff at the -
General Servic:s Administration (GSA) partlc.pated in the discussion
which revolved largely around the questlon o? legallty of at least two
of the proposel actions.

The Tirst basic proposal is to pemmit G:neral Services Administra-
tion (GSA) to :stablish a currvent fair marke: residual value for equip-
nent turned in by an original using agency after the agency has paid
the ADP fund tie full cost of the equipment, and to.set the rental rate
to a second using agency on the basis of guci fair value plus an allow-
ance for administrative and other costs, This, we believe, is sound
from the standyoint of accounting and managenent principles as applied
to the ADP funl and to both the original and secondary using agencies.
That treatment of fully paid for turned-in ejuipment wquld seen to be
authorized by bthe second clause-of subsection 111(d) of P, L. 895306
regarding dete:mination by the Administrator of the value of supplies
and equipment sransferred to the Administrat-rr. If the equipment iz




retained and continued in use by the original user after the cost is
fully paid, our principles provide for establishment of the residual
(fully deprecizted 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 t6 recover "spproximate costs.” Although it is evident
that P. L. 89-306 contemplates continuing operations end eguipment
replacement un¢ er subsection 111(c), we doubt that charging for
increased equiiment replacement costs is permissible in view of the
further provisions of that subsection regarding appropriation act con-
trols and of stubsection (d) regarding the appropriation of such sums as
may be required. ' '

We have the same doubt expressed in the paragraph next above as to
the propriety «f items (2), (5), and (6) listed under paragraph 3a of
the guidelines appended to the basic letter. Further, we question the
evidently permissible use under item (2) of fair market value, in lieu
of acquisition cost, in charges to the originzl user of equipment,
Comments above regarding the sppropriation piracesses also pertain to
the remsining jarts of paragraph 3 and to paragraph L.

Subparagreéph 3b of the guideiines should be amended, we believe,
by inserting tle word "only" after the word "include"” in the fourth
line.

In view oif the questionable aspects of the basic proposals and

the guidelines, the entire package is submitted for instructions
regarding thgir legal propriety.

Attachment
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Director, FGMS Division

Returned. Relative to the automatic data processing fund, section
111(a) of the Federal Property and Administrative Bervices Act of 1949
as sdded by Pub. L. 89+306, approved October 30, 1965, 40 V.8.C. 759(&5
provides as followa:

"(d) There are muthorized tocbe appropriated to
gald fund such sums as may be required which, together
with the value, as determined by the Administrator, of
supplies and equipment from time to time transferred
to the Administrator, shall comstitute the capital of
the fund: Provided, That said fund shall be credited
with (1) advances and reimbursements from available
appropriations and funds of any agency (including
the Oeneral Services Administration), organization,
or contractor utilizing such equipment and services
rendered them, at rates determined by the Administrae
tor to approximate the costs thereof met by the fund
(including depreciation of equipment, provision for
geerued leave, and for amortization of installation
coste, but excluding, in the determination of rxates
prior to the fiscal year 1967, such direct operating

" expénses as may be directly appropriated for, which
expenses may be charged to the fund and covered by
advences or reimbursements from such direct sppropria-
tions) and (2) refunds or recoveries resulting from
operations of the fund, including the net proceeds of
disposal of excess or surplus personal properiy and
recelpts from carriers and others for loss of or
damage to property: Provided further, That following
the close of éach fiscal year any net income, after
provigions for prior year losses, if any, shall be
transferred to the Treasury of the United States aua
miscellaneous receipts.”

As to the first bssle proposal concernirng the rates to be charged
a second agency where the original using sgency has paid the ADP fund
the full cost of the equipment, we see no objection to the proposal to
establish such new rates on the basis of the fair market value of the
equipment. We understand this to be the common commercial practice.
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However, we gee no proper basis whereby the funds generated by such
revaluation may be uszed to sugment the capitel of the fund. To the
exbont that those funds mey exceed costs it is our view thabt they
rapresent net income and to the extent not needed for prior yesr
losses, are required by the last proviao of section 111(d) to be
trangferrad 1o mlscellaneous yeceipts.

As to the second basic proposal and the remaining items discussed
in your memcrandum, it is noted that section 111{d) proyides that
rentel rates for equipment shall be determined by the Administrator
50 as to "epproximete the costs thereof.” While the term "costs"
is pot defined in the ach, House Report No. 802, B9th Congress,
1st Beasion, issued by the House Committee on Government. Opera<.
ticns, at page 4O, contains the following statement: '

"Rates for use of the equipment or for services received
therefrom are to be fixed by the Administrator 8o ms

to approximate the cost charged to the fund, including
dapreciation and acerued leave, the amorbimabion of in-
stallation costs, direct costs of operating rervice
genteérs, as well as other iltems of expenze recognizad
and acceptable from the atandpoint of sound aceounting
practices.”

An identical statement appears in related Senate Report No. 938.

We think that the term “cost thereof met by the fund'refers to
historical costs as distinguished from replscement costs there being
nothing in the act or its legislative history to indicate otherwise,

See B-61937-0.M., Februery L, 1952. The inclusion of losses (Sec.34(5)),
however is a matter primerily for your consideration and resolution
under generally accepted accounting prackices. In this comnection we
stated in B-61937~0.M,, May 11, 1951, concerning losses in the opera-
tion of working capital funds for stocks of materials, ete., under
section hO5 of the National Securdty Act Amendments of 1949, that:

*[The estsblishment of/ prices to be used in effecting
reimbursements of the gtock funds, is primarily s problem
of aceounting, since the word "cost" as uded in section
bos{b) of Public law 216 is not defined in that mch, bub
it doss nobt appear that posgsible unforeseeable losges due
to acts of God as well as destruction by fire should be
sonsidered in determining such prices.”




Alav, 1% may be noted thet cwrrent KD regulnticns zoveraing
atock fand operations, DOD Directive Ho. Th20,), provides in
paragraph VIIX B.5 ag followss

“6. The surcharges ilncluded In the stendurd prices for
lopses and sulhoriged sxpsnses sre for the purpose
of recovering estlzsted et stochk losses on
surront procuressnt such g pilferage, deamags,
é¢terioration, physicel investory shurisges,
and exeess arising froa obaplescence and othwy
exuses. Such logses do not include changes in
the inventory valuations due to revisions of
slandard prices oo purchase price verisnces
{unich du ot affect holdings in ierms of
physical guantities of materisl). The sur-
charge will not be expscied o recover lossss
cauged by major disasber oF enesy acbion.”

The stiucheests forverded with your semtrandon ave retsined ia
sur file Por ready referense 1f neoded.

PAUL G. DEMBLING

Paul . Desblby
doneral Counsel.
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