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GAO ZJnited States 
General Accounting Office 
Washington, D.C. 20648 

Comptroller General 
of the United States 
Kl9HRoo 

May 29, 1986 

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

This report presents the results of our examination of the Federal Prison 
Industries, Inc’s, financial statements. We have expressed an unquali- 
fied opinion on the Federal Prison Industries’ balance sheet for the year 
ended September 30,1985. However, we are unable to express an 
opinion on the statements of income and cumulative results of opera- 
tions or of changes in financial position for fiscal year 1985 because we 
did not observe the physical inventories as of September 30, 1984. 
The amount of the inventories enters materially into the determination 
of income and changes in financial position for the year ended 
September 30, 1985. 

This report contains a separate report on the Federal Prison Industries’ 
system of internal accounting controls. It discusses a material weakness 
in internal accounting controls concerning the reconciliation of Federal 
Prison Industries’ cash balances with Department of the Treasury 
records and makes a recommendation for corrective action. This report 
also contains a separate report on the Federal Prison Industries’ compli- 
ance with laws and regulations. It discusses a legal matter which we 
have referred to our office of General Counsel. We made our examina- 
tion pursuant to the provisions of 31 USC. 9105 and in accordance with 
generally accepted government auditing standards. 

The Federal Prison Industries, Inc., is responsible for conducting indus- 
trial operations in federal penal and correctional institutions for the 
purpose of providing employment and training to inmates. 

We are sending copies of this report to the Director, Office of Manage- 
ment and Rudget; the Attorney General; and the Board of Directors, 
Federal Prison Industries, Inc. 

Charles A. Bowsher 
Comptroller General 
of the IJnited States 
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GAO Uuited States 
General Accounting Office 
Washington, D.C. 20648 

Comptroller General 
of the United States 
B-198600 

To the Board of Directors 
Federal Prison Industries, Inc. 

We have examined the balance sheet of the Federal Prison Industries, 
Inc., as of September 30, 1985, and the related statements of income and 
cumulative results of operations, and changes in financial position for 
the year then ended. Our examination was made pursuant to 31 lJ.S.C. 
9 105 and in accordance with generally accepted government auditing 
standards and, accordingly, included such tests of the accounting 
records and such other auditing procedures as we considered necessary 
in the circumstances. As a result of the work performed during our 
examination of Federal Prison Industries’ financial statements, we have 
also issued reports on internal accounting controls and compliance with 
laws and regulations. 

The financial statements were not audited for the fiscal year ended Sep- 
tember 30, 1984. We did not observe the physical inventories taken for 
that date, nor did we satisfy ourselves by means of other auditing proce- 
dures concerning the inventory quantities. The amount of the inventory 
at September 30, 1984, enters materially into the determination of 
income and changes in financial position for the year ended Sep- 
tember 30, 1985. Therefore, we do not express an opinion on the accom- 
panying statements of income and cumulative results of operations, or 
of changes in financial position for the year ended September 30, 1985. 

In our opinion, the accompanying balance sheet presents fairly the 
financial position of the Federal Prison Industries, Inc., as of 
September 30, 1985, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the preceding year 
after giving retroactive effect to the change, with which we concur, in 
the method of accounting for the disposal of assets used in operations. 
This change is described in note 1 to the financial statements. 

The accompanying balance sheet of the Federal Prison Industries, Inc., 
as of September 30, 1984, and related statements of income and cumula- 
tive results of operations, and changes in financial position for the year 
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then ended were not audited by us and, accordingly, we express no 
opinion on them. 

Charles A. Rowsher 
Comptroller General 
of the 1Jnited States 

March 26, 1986 

* 
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Report on Intend Accounting Controls 

We have examined the financial statements of the Federal Prison Indus- 
tries, Inc., (FPI) for the fiscal year ended September 30, 19385. As part, of 
our examination, we made a study and evaluation of the system of 
internal accounting controls to the extent we considered necessary t,o 
evaluate the system as required by generally accepted government 
auditing standards. The purpose of our study and evaluation was to 
determine the nature, timing, and extent of the auditing procedures nttc- 
essary for expressing an opinion on FPI’S financial statements. For the 
purpose of this report, we have classified the significant internal 
accounting controls in the following categories: 

. treasury, 

. expenditure, 
l payroll, 
l conversion, 
9 revenue, and 
. financial reporting. 

Our study included all of the control categories listed above, except that 
we did not evaluate the accounting controls over treasury, payroll, and 
financial reporting because it was more efficient to expand our substan- 
tive audit tests. Our study and evaluation was more limited than would 
be necessary to express an opinion on the system of internal accounting 
controls taken as a whole or on any of the categories of controls identi- 
fied above. 

FIJI management is responsible for establishing and maintaining a system 
of internal accounting controls. In fulfilling this responsibility, estimates 
and ,judgments by management are required to assess the expected bttne- 
fits and related costs of control procedures. The objectives of a system 
are to provide management with reasonable, but not absolute, assurance 
that assets are safeguarded against loss from unauthorized use or dispo- 
sition and that transactions are executed in accordance with manage- 
ment’s authorization and recorded properly to permit the preparation of 
financial statements in accordance with generally accepted accounting 
principles. Because of inherent limitations in any system of internal 
accounting controls, errors or irregularities may nevertheless occur and 
not be detected. Also, prqjection of any evaluation of the system to 
future periods is subject to the risk that procedures may bccomo inadc- 
yuate because of changes in conditions or that the degree of compliance 
with the procedures may deteriorate. 

Y 



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

Our study and evaluation, made for the limited purpose described in the 
first paragraph, would not necessarily disclose all material weaknesses 
in the system. Accordingly, we do not express an opinion on the system 
of internal accounting controls of FI’I taken as a whole or on any of the 
categories of controls identified in the first paragraph. IIowever, our 
study and evaluation disclosed the following condition that could result 
in errors or irregularities in amounts material to future financial state- 
ments, which may not be detected within a timely period. 

I-&conciliations of the cash accounts with the Department of the Trea- 
sury were not performed monthly as prescribed by ~‘1’1’s procedures. The 
failure to perform periodic reconciliations resulted in an adjustment to 
thct financial statements, decreasing cash by $47 1,887 at year-end. 
Although accounting department personnel performed monthly cash 
analyses that identified a difference between FPI cash balances and the 
monthly cash balance reported by Treasury, FPI did not attempt to 
explain the causes of these differences. At the end of fiscal year 1985, 
C’I’I’S cash balance was required to be adjusted downward by $471,887 in 
order that it conform with the amount reported by Treasury. This write- 
down was posted to the Production Expenses Not Allocated to Field 
Locations account. While the adjustment was necessary to complete the 
financial statements for fiscal year 1985, FPI officials stated that they 
will attempt to identify the cause of the difference after the financial 
statements have been issued and the accounting staff has the time to 
pursue the unexplained difference. FI’I officials stated that because of a 
shortage of accounting staff and because of other higher priority items, 
they were unable to pursue the differences identified by the monthly 
cash analysts. 

This condition was considered in determining the nature, timing, and 
extent of the audit tests to be applied in our examination of the 1985 * 

financial statements. FH made the necessary adjustments in order to 
present fairly its cash balance. Our study and evaluation of internal con- 
trols disclosed no other condition that materially affected our opinion on 
the balance sheet. 

Recommendation 
--_______- .----- .._.. - ._____ .._.. ._. 

We recommend that the Commissioner of Federal Prison Industries, Inc., 
direct the Controller to identify the cause of the difference in cash bal- 
ances between WI and Treasury and to perform a monthly cash reconcil- 
iation as prescribed by FIT’S procedures. 



..--_--- 
Report on Interual Accounting Controls 

Other Opportunities for During the course of our examination, we did identify a number of 

Improvement 
opportunities for improvements in internal controls and procedures. 
Through separate management letters, we have communicated these 
suggestions to the WI field locations we visited, and we will communi- 
cate other suggestions to WI headquarters. 
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Report on Compliance With Laws 
and Regulations 

We have examined the financial statements of the Federal Prison Indus- 
tries, Inc., (FJ’I) for the fiscal year ended September 30, 1985. Our exami- 
nation was made in accordance with generally accepted government 
auditing standards and, accordingly, included such tests of the 
accounting records and such other auditing procedures, including tests 
of compliance with laws and regulations, as we considered necessary in 
the circumstances. 

In our opinion, ITI, except for the unresolved matter discussed below, 
complied with the terms and provisions of laws and regulations for the 
transactions tested that could have materially affected FH’S financial 
statements. 

Nothing came to our attention in connection with our examination, 
except for the unresolved matter discussed below, that caused us to 
believe that IVI was not in compliance with the terms and provisions of 
laws and regulations for those transactions not tested. 

The Government Corporation Appropriations Act, 1947 (Public Law 75- 
5 19, ,July 20, 1946) established an annual limit on FPI’S administrative 
expenses. In fiscal year 1985, the congressionally established limit was 
set, at $2,074,000. During fiscal year 1985, certain costs totaling 
$852,057 were moved from the Corporate Administrative Expense 
account to the Production Expenses Not Allocated to the Field Locations 
account, resulting in those costs not being considered by FPI as subject to 
the statutory limitation. In prior years, those costs were included in the 
Corporate Administrative Expense account, which was subject to the 
statutory limitation. If all the reallocated costs remained in the adminis- 
trative cxpcnsc account, Corporate Administrative Expenses would 
have totaled $2,618,878, thus exceeding the limitation by $544,878. 
While this issue does not necessarily affect our opinion on the balance 1 
sheet, we have referred this matter to our Office of General Counsel 
and, if necessary, we will issue a supplementary legal opinion on this 
mattzr. 
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Financial. Statements 
----.- -_______-_---_--_------- --.--..- 

..^.. I_ .._.. -._--- 
Balance 

-- ----- 
Sheet 

September 30, 1985 and 1984 
Assets 

1985 
(Unaudited) 

1984 

Current Assets 
Cash 
Accounts Recetvable (Note 2) 

Inventones (Note 3) 
FInIshed Goods 
Work In Process 
Materials and Supplies 

Other 

Total Current Assets 

Plant and Equipment (Note 4) 
Machmery and Equrpment 

Accumulated Depreclatlon 
BulldIngs and Improvements 

Accumulated Depreciation 
Construction In Progress 

Total Plant and Equipment 

Other Assets 
Prepaid and Deferred Expenses 

_ ..__ -_---_ 
Total Assets .--. _-- _... -.- 

9 11,154,129 $ 7,223,573 
30,732,110 26,501,958 

11,350,000 12,890,835 
12,392,658 13,187,835 
35,481,004 42,428,702 

5,231,800 1,934,222 

106,341,701 104,167,125 - - 

46,305,456 40,062,510 
(19,968,905) (17,861,954) 
47,356,703 35,039,953 

(13,407,273) (12,579,278) 
15845,551 15540,556 

76,131,532 60,201,787 

2,916,968 2,552,220 

$ 185,390,201 $166,921,132 ~- 

Current Liabilities 
Accounts Payable 
Accrued Expenses 
, Salanes and Wages 

Other .A 

Liabilities and U.S. Government Equity ..^ _ _ ._.-.-- _-.-. - -.--- -_- 

t 16,139,422 $ 11.680,042 

2,740,979 2,430,835 
2,435,878 2,719,596 - --. 

Total Current Liabilities 21,316,279 16,830,473 

Employee Accrued Leave 2535,721 2,375,220 

Total Llabltk - “’ 23,852,OOO 19,205,693 _ 
U..S\ Government Equity 

--- I - - 

lnltlal Capital 4,176,040 4,: ?6,040 
Donated Property 660,372 608,712 
Cumulattve Results of Operations 156,701,769 142.930,667 ..--- ^., _ _._._. _______~ 
Total U.S. Government Equity 

..~ _ _-.. -.-- ..-.----. ..-----.----- 
161,538,201 147,715,439 .._..__ .-..-_ ..--_ 

Total Liabilities and 
U.S. Government Equity 

The accompanying notes are an integral 
part of theae flnrnclal statements. 

Y 
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FiuaucIal Statements . 
____--.-~ - -- 

Statement of Income and Cumulative Results of Operations 
September 30, 1985 and 1984 

Sales 

Returns 

(Unaudited) 
1985 1984 

--_ ..^ .-_. ..-_. -..--.- 
$239,409,258 $200,164,586 

499.931 684,905 

Net Sales 238,909,327 199,479,681 

Cost of Goods and Servrces Sold (Note 5) 193,395,807 158.062,403 

G&s Profit 45513,720 41,417,278 

Other Operatrng Income, net 703,332 640,210 

Sub-Total 48.217.052 42,057,488 

Other Operating Expenses 
Production Expenses Not Allocated to 

Freid Operatrons (Note 6) 
Inventory Write-offs and Adjustments (Note 7) 
Loss on Disposal of Operations Assets 
Selling and Samples 
Product Dwision Expenses (Note 8) 
Support Division Expenses (Note 9) 
Corporate Administrative Expenses (Note 10) -_-.-~ 
Total Other Operating Expenses .._ ._--... .-. .---_- ---- 
income Before Non-Operating Expenses 

Non-Operating Expenses (Note 11) -- 

3,634,962 2,276,273 
3,661,659 1,529,712 
1,525,774 1559,423 

602,192 581,855 
4,331,948 3,646,165 
4,637,OlO 3,275,997 
1,828,419 1,649,055 

20,221,964 14,520,480 

25,995,088 27537,008 --.-- 

, Inmate Performance Pay 5,699,940 5,369.641 
Vocatronal Trarnrng Expenditures 67524,046 7.132,675 ~. . ~~ _ _-.- _... -- 
Total Non-Operating Expenses 12,223,986 12502,316 __. -. ._ 
Net Income 13,771,102 15.034,692 

Cumulative Results of Operations, Beginning 142,930,687 ..~_ ~.- - .___..__ --.-..- .____._ --.- __.. -._---- 
Cumulative Resuits~of~ Operatlons Ending 5 156,701,789 .._ -..-_.. ..! ___ -..-..__----.__. 

127,895,995 ---- 
$142.930,687 

The accompanying notes are an integral 
parl 01 these financial statements. 
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Financial Stutmnenls 

Statement of Changes in Financial Position 
September 30, 1985 and 1984 

Sourc%s ot”daah: 

(Unaudited) 
1985 1964 ._ _. . ..“._ __.__ .__“..._..__ ..I_....__......._. -.. ..__-...--- _.-.. ~ ..- -_---- ..-_ _ .-...--.. .._.... -.. 

Operations: 
Net Income 
Items Not Requrring Use of Cash: 

Depreciation 
Amortization 
Loss on Dmosal of Assets 

S 13,771,102 $ 15,034,692 

4,515,408 3,146,678 
835,095 500,785 

1,525,774 3g645.473 

Cash Provided by Operations 20,647,379 22,327,628 

Decrease tn Inventories 9.283,709 -o- 
Increase in Current Lrabilities 4,485,806 5.929,609 
Increase in Employee Accrued Leave 160,501 213,965 

Total Source5 of Cash 34.577,395 20,471,202 

Uses of Cash: 
Increase in Accounts Receivable $ 4,230,152 
Increase In Inventories -o- 
Increase in Other Current Assets 3,297,570 
Construction Expendrture 13,652,886 
Equipment Expenditure 8,266,360 
Charges to Prepaid and Deferred Expenses 1,199,843 ..” ._.. “. ..-. “_-- 

Total Uses of Cash 
.-l---.--l.-- -.--- 

30,646,839 - “. _-. -.. _- ..“. .-.^ _. .._ -.._..“-.-_~----~ 
In&ease (Decrease) in Cash 3,930,556 

$ 3608.405 
6,364,919 
1,670,964 

14,036,362 
9,520,093 
i ,483.349 

36,892,092 -..~ 
(8,420,890) 

Cash at Beginning of Year . _......._.,.. _ ^... - 
Cash ‘at End o;“Year 

7,223,573 15644,463 ._., -_.. .-.__ --..-..---__- .._~_... .~-~ _““_ -.-._-.- . ..- 
S 11.154.129 $ 7,223,573 

The accompanying nofe~ we an integral 
part of these financial statemsnls. 
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I”iIIallcGIJ St*lt.t!ruent.s 

Federal Prison Industries, Inc. (UNICOR) financial 
staternonts are subject to triennial exammatlon by 
the Goneral Accountinq OffIce, and an exarncnatlon 
was performed for Fiscal Year 1985. L.ocatlon 
;IlJdlts and Corporate.wldt! program audits are per- 
formed by the Oepartment of Justice Audrt Staff 
annually. 

The Corporation has a umque relatIonshIp with the 
Bureau of Prisons in that the nature of our respec- 
\Ivi? rn~ss~ons requires the shanng of tacilities and 
rosponslbllltles regarding the custody of federal in- 
mate!; and the management of related programs for 
tracnmg and employment The result of this relation- 
ship IS that the Corporation receives and provides 
some services and resources such as bullding 
space and equipment without recognizing revenue 
or cost. The benefits received by each organization 
are both tangible and intangible and offset each 
other as nearly as practicable. A summary of rela- 
ttonshlps between the Bureau of Prisons and 
Federal Prison Industries, Inc. IS as follows: 

1) Services or facrlltles which the Bureau of Prisons 
provides the Corporation without recognltlon of 
cost: 

The Director of the Bureau of Prisons serves as 
the ex.officio Commissioner of the Corporation. 

The Corporation does not pay rent for land use 
where there IS an Industrial operation. 

.----.-~ 
The Corporation does not pay rent for buildings 
used by the Corporation but owned by the 
Bureau of Pnsons. 

The field locations of the Corporation utrlrze per- 
sonal services provided by the Bureau of Prisons 
such as legal counsel, personnel, architectural 
and construction contracting. These services are 
avallable through the Bureau of Prisons as 
needed. 

2) Services and facilities provided to the Bureau of 
Prisons wIthout recognition of revenue: 

The Assoc!ale Commissioner of Federal Prison 
Industries, Inc. also serves as an Assistant Direc- 
tor of the Bureau of Prisons. 

The Bureau of Prisons does not pay rent for 
buildings used by the Bureau of Prisons but 
owned by the Corporation. 

The Corporation pays for positions in Central Of- 
flee withln the Bureau of Prisons for legal 
counsel, personnel, cashiering, safety and mail 
room services which provide joint service to each 
organization. 

The Corporation is responsible for the custodial 
care of inmates during their work day and 
employees are responsive to institutional 
emergencies under the dlrection of the warden. 

Note 1: Summary of Siqnificant Accounting Policies 

T”hs summary IS presented to assist In understand- 
iny lhe Corporation’s financial statements. 

I 

1 Statement Presentation -.. The financial state- 
monts Include the Central Office accounts and the 
accounts of the mdustrlal facilities at 41 penal and 
correcflonal mstltutlons. Inter-Industry transactions, 
mcludmg corresponding profits or losses, have 
been eliminated In consolidation. Fmancial state- 
rnents and notes tar Fiscal Year 1984 have been 
rc:sfated to reflect changes in presentation of Other 
E~xpe?rlst?s 

plant and Equipment Plant and equipment are 
c.apltahrcd at cost or appraised value for donated 
property and include expenditures for new factlltles 
and those which substantially Increase the useful 
lms of extstlnt) plant and equipment. Mamtenance. 
repairs, and other minor renewals are expensed as 
Incurred. When propertctts are disposed of through 

~...~ 
the General Services Admimstratlon, the related 
cost and accumulated depreciation are removed 
from the respective accounts with any gain or loss 
Included In the determination of income. The 
straight-line method of depreciation is used for all 
depreciable assets. Rates of depreciation are 
generally based on the useful life guidelines 
established in the Revenue Procedures 62-61, 
Issued by the Internal Revenue Service. 

In accordance with 16 USC. 4126 machinery, 
equipment and bulldIngs are purchased for voca- 
tional tralmng programs. Such expenditures are 
deducted from Income after operations. 

Property donated to the Corporation by other 
government agencies IS recorded In the appropriate 
asset account at fair market value. As this property 
IS used, both expense and revenue In equal 
amounts are recognized on the Statement of In- 
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Pinrnrial Strttt~mcrnl.8 

come, as well as accomponymg adjustments reduc- 
mg the applicable asset &counts and equity ac- 
counts for the amount used. 

lnventorles - FInIshed goods Inventory is valued 
at the lower of cost or market. Raw materials and 
supplies inventory is valued usmg the moving 
average cost method. Work in process inventory in- 
cludes material, labor and applied overhead costs 
based on a standard for each operation. These 
costs are determtned by using either process or job 
order cost systems. 

Prepaid and Daferrsd Expenses - These are 
organlzational expenses Involved in starting new 
factones or product lines and prepayments of 
patent nghts and product destgn expenses. 
Generally, costs up to $15,000 are amortized over 
two years; costs over $15,000 are amortized over 
five years, 

Disbursements In Transit - Disbursements in 
transit to U.S. Treasury at year-end are recorded 
wtlen vouchers are approved for payment by The 
Corporation 

Pensions - Employees of The Corporation are 
covered by the CIVII Service Retirement and 

Disability Fund. Consequently, The Corporation has 
the responsibility for withholding 7% (normal retire- 
ment) or 7%0/o (hazardous duty retirement) of each 
employee’s salary and for contributing a matching 
amount to the fund. Permanent employees who 
were employed after January 1, 1984. are covered 
under the F.I.C.A. and the contributory retirement 
programs. 

Other Operating Income - This represents in- 
come derived from other than the regular opera- 
tions of The Corporation, including sales of excess 
materials to Federal agencies and scrap sales. 

Accounting Change - During Fiscal Year 1985, 
the method of accounting for the disposal of assets 
from closed factories was changed. Losses incurred 
in the disposal of such assets are now charged as 
other Operating Expenses on the Statement of In- 
come. In prior years, our accounting practice was 
to treat these losses as expenses of discontmued 
operations, thereby reducing net income from 
continuing operations. This IS not consistent with 
the criteria established by Accounting Principle 
Board Opinion 30. The effect of this change is to 
reduce net income from operations by $1,333,948 
in fiscal year 1985 and $1,295,419 in fiscal year 
1984. 

. - _ .- .._. ..----.. ..---. .-. 
Note 2: Accounts Receivable 

Accounts receivable consist of amounts due princi- eludes prepaid Items for productlon materials. Ac- 
pally from government agencies and all are con- counts that were 120 days or more overdue totaled 
sidered collectable. Accounts receivable from com- $1,137,525 (3.7%) as of September 30. 1985, as 
morclal vendors IS merchandise patd for and re- compared with the September 30, 1984 amount of 

I turned to vendors for replacement or credit and in- $643,000 (2.4%). 

FY 1985 (Unaudited) FY 1984 

Goiernment Agencies” “’ 
.,_. _. . .._.. ._ ..- . . ..__.....-.... ..-- . . ..- 

$ 29,808,513 $ 25,745,328 _ __. -. .._ _.. ._.. .._.. . _. --- --.. --- .--. ..--..-.-.-- 

Commercial Vendors 923,597 756,630 

Total Accounts Receivable 8 30,732,110 $ 26,501;958 

Note 3: Excess Inventory 

Included in Raw Matorlals and FInIshed Goods are mal operatcng requirements. The following IS a 
slow moving lnventorles and Items In excess of nor- summary of those items by type of inventory. 

1905 (Unaudited) 1984 

Raw Materials and Supplies 
F:mlshed Goods 

Total 

S 1,557,612 $ 1,575,938 
589,813 335,921 

S 2.147.425 $ 1.911.859 
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Note 4: Idle Plant and Equlpment * . . I--...-------- --- 
Included in Machmery and Equipment and 
&&lrngs and Improvements is idle plant, equip- 
ment and Improvements whrch have not been util- 
[red for a srgmficant penod of time and for which 
there is no Immediate use planned. The only idle 
buildings are those at the United States Peniten- 
tiary cn Marion, Illinois, which resulted from an 

instrtution mission change. The idle equipment IS 
comprised of Items pending trade-in on newer 
models, functional items pending periodic orders for 
items in our product line, and items in temporary 
storage pending completion of factory renovations. 
The following is a summary of the capitalized value 
and accumulated depreciation of these items. 

1985 (Unaudited)1984 

Machinery and Equipment 
Less: Accumulated Depreciation 

S 4,376,366 $ 698,310 
(2.312.103) 6 (358,702) 

Net Book Value (M&E) 2,063,265 539.608 ._ .I. ._. .._._ ._- __..____ .._... .____ - -_,_ -.------ 

Burldings and Improvements 1,660,763 1,860,783 .“_. “I .-... “.-.- I--~._-._.--.-._-__- 
“Less: Accumulated Depreciation -(713,435) 

--~- 
(663,715) “. - ..-. ..I -_-- _..- _ -.__.. ~_ 

t&t Book Value (B&l) 
-- 

1,147,346 1*197,0&i 
Total Net Book Value 5 3,210,613 $ 1,736,676 “” “I. ._. “.--.-. -___ 

Note 5: Coat of Goods and Servlcea Sold 1.._-._-1”_-.-- 
The;e costs”oonGst”‘of direct material, direct inmate 
labor, and overhead related to finished goods sold 
during the year 

---- 

1965 (Unaudited) 1964 

Matenal 6127,903,175 $112,495,023 
L. abor 7,523,716 6,706,619 
Overhead 52,666,014 44,812,310 
Work In Process, Begmmng 13167,635 9,199,403 
LHSS Work In Process, Ending (12,392,656) (13j187.835) 

Cost oi Goods and Servicei’P&duced 188,688,082 $160,025.520 _. ._ . ..^_.. - .__..__....__.. --__. _ .__.^_ -__- ..___ _.... -- ._-_ _.- .__...__ ~_.-. 
Fmished Goods, Begmnlng 12554,914 8,646,068 
Outside Purchases 2,712,798 1,945,729 
Less: Fimshed Goods, Ending (10,760,167) (12,554,914) 

“’ Cost of Goods and Services Sold $193,395,607 $158,062,403 . ..-..__ . “._ ..__ _..__ - . _.-_. -- _.---...- _____.___ ~.._ ~- . .._- 

7 
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hancial Stalr!tnt?tllo 

“. . .-.. ..l”” -I* ..- “--_“-. ~---- -- 

Nots 6: Production Expenses not Allocated to Field Operations .__._.__. _. .._.^_.___._.._____.__._ -. ..^ -_.--_--- .-------.----. ..-..----- -.. .-- 
Thus amount &present; costs ‘not charged directly 
to produc(ion 

1965 (Unaudited) 1984 
____ . _. _. .._ _.._ -_.. _ -._ .^__. . -.--.- ---------------..----.---.-.---. .-- 

Audit Services: 
General Accounting Office t 300,000 $ -o- 
Department of Justice 312,357 273,779 
Internal Audits (Contracted Out) 239,700 -O- 

Unreconciled Cash Differences 471,887 -o- 
Permanent Change of Station (Staff) 349,537 363,639 
Workmen’s Compensation 72,000 75.425 
Rulldmg Repairs 57,708 39,633 
Runts 13,339 33,203 
Utllltles 21,517 76,843 
Supplies 49,973 122,350 
Lab Expense (Net of Aelmbursement) 21,852 -o- 
Sundry Expenses 955,858 730,565 
Inmate Programs: 

Accident Compensation 226,323 225,356 
Chnstmas Packages 117,541 115,990 
Pre-Industrial Tralnmg 425,370 221,268 

Total ” ” 
_.. ._ __-. - ..^_... --___-_- ._.__----.- --- 

$ 3,634,962 $ 2.276,273 ---- _.. ..-.._ ._. -- ._..._.... . . ..” .--...... .----- -..- 

Note 7: inventory Write-Offs and Adjustments _. _-_---_---.-- -_--_ - --. 
In prior years, an allowance for potential write-offs 
wBs established in consolidation in recognition of 
accumulated obsolete inventories at many factories. 
The Corporalton Inttlated a non-recurring (amnesty) 
program In June 1985 to Identify and write-off ob- 
solete mventones to a Corporate level account by 
th@ end of FY 1985. The Superintendents of In- 
dustries at all locattons were encouraged to initiate 
dlsposltlon actions, and under this program 
$3,768,306 was charged directly to a Corporate ex- 

Corporat&Level Write-Offs. 
f?aw Materials and Supplies 
Finished Goods 

pense account rather than to individual factory or 
product division accounts. In addition, $769,777 
was written off at the lower organization levels. The 
balance of $2,516,653 in the allowance account 
represents obsolete items still physically on hand, 
pending disposltlon in coordination with the General 
Services Administration. The Inventories of Raw 
Materials and Finished Goods are shown net of this 
allowance on the balance sheet. 

1965 (Unaudited) 1984 
._ _ _.__.. -- -.. -- ..- ..--..-._- ..________.__.______.______._ 

0 2,331,610 $ -o- 
1.436.696 -O- 

Sub-Total S 3.768.306 -o- 

Factory Level Ac(lvlty. 
Write-Offs 
Reversal of Prior Year Allowance 

Sub-Total 
Total Inventory Write-Off 

709,777 1.740.301 
(896,424) (210,589) -. -.._-.-_.. -._ -. .__.. __, 
(106,647) 1,529,712 

$ 3,661,659 $ 1,529.712 --~~- ._.. ~--.~..--~-~. --... 



.._ .._...-...... ._-. -.---_-- -___-_-- -_--------~--- 
Financial Statements 

Note 0: Product Division’ E&p&m 

The Product Drvrsron expenses are those related to 
product development, ptoduclron management and 
marketrng of products and services. 

1985 (Unaudited) 1984 

Data/Graphics 
Electronics/Plastrcs/Optics 
Metal and Wood Products 
Textiles and Leather Products . .._” *. _ .._ _.,_” .--__- -. .---~-.-.~..__ 
T&l Prdduct Divlslon Expensea ._.. .___.___-.____.-I__..~ ._ . . ---._ _.__. -.__..--_.-. 

s 873,513 5 735,471 
1,230,459 853,413 
1,590,817 1,481,393 

837,159 575,888 

S 4,331,948 $ 3,646.165 --~ 

Nota 9: Support Dlvlrlan Expenses 1.11. --_.. “-_“___l_,“-_“_ 
This amount represents costs of administrative 
functions which directly support industrial opera- 
tions Examples of support provided are industrial 
desrgn of products, development and support of 
automated management systems, and identification 
of new product lines. 

1985 (Unaudited) 1984 

Industrial Desrgn s 408,881 $ 239,960 
information Systems 2,044,350 1,553,864 
Marketing 301,499 296,163 
Quality Assurance 672,320 60.248 
Resources Drvrsron 1,210,160 1,103,762 

Total Support Division Expenses 
__I- _....__I ~- 

r 
S 4,637,OlO $ 3,275,997 .- 

, 

I 
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Financial StMmnen~s 

Note 10: Corporate Admlnlrtmtlva Erpanrer . - _ _..-- .I-...~--.-- 
This amount represents costs associated with Cen- 
tral Office Corporate Management, and they are not 
allocated to product divisions, support divisions or 
factory operations. 

---.- .-- 

1985 (Unaudited) 1984 

Congressional Limitation S 2.074.000 $ 1.954.000 

Civilian Salaries and Benefits s 1,372,940 $ 1,262,111 
Contracting Services 62,667 37,255 
Travel 74,900 90,509 
Permanent Change of Station (Staff) 36,947 14.795 
Rent 56,519 37,071 
Communlcatlons 14,816 11.105 
Pnntlng and Reproduction 25,946 28,862 
Freight 5,195 2,125 
Sundry 114,669 112,669 

Total Subject to Congresrlonal Llmltatlon --. _ ..---. ---_..._--. -- _.-----“.- 
Add.‘Depreciation of Plant & Equipment _.. .I . ..- -.------.~-- 
Total Corporate Admlnlrtratlvs Expense .-. ._ . . --i”---- 

S 1,766,821 1,596,522 

61,696 52,533 

S 1,828,419 $ 1,649.055 

Y 
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. . . “_ ..I. __ _ ..- _-. -... I .-..-..-...- “... _- 
Note 11: Non-Opersting Expenses “. ..-... _ ._. ._. --._ .._..---.... 
The Corporation IS authorized by charter to provide 
funds for Inmate VocatIonal Tralnmg Programs and 
Inmate Performance Pay (non-Industrial employ- 
ment of Inmates In other work details). The Voca- 
tlonal Traming Program includes operatlng expen- 
ditures and machinery and equlpment. Operating 
expenditures of permanent programs are subject to 
Congresstonal IimItation, as are total costs of ex- 
perimental programs 

-_ 

(Unaudited) 
(Unaudited) Cumulative 

Prior Periods Current Year Slnce Inceotion 

Inmate Performance Pay $ 40,456,050 $ f&699,940 $ 46.155.990 -.. . . _ . . . . -. _. . * -I . .._.- ----. -~...-_.--.-.-----.- .--__----_ 
Inmate Vocational Training: 

Permanent Programs 3 85,686,992 $ 4,354,968 $ 90.04 1,960 
ExperImental Programs 4.729359 2,169,078 6,698,637 _......._ I..” . ...” ._..... .._~__~._.~__... 

T&al ioca;lo& ?rainina Exoendltures 
_..,...____ _ .--__---.~- ----_____ -. 

$ 90.416.551 $ 6.524.046 $ 96.940.597 

FY 1985 
(Unaudited) 

FY 1984 

Congressional Limctatlon on Vocational Training S 6,920,OOO $ 6,613,OOO . ..- .- ..- ._ -... -- .-, .,_l.- . ..- --.-_-__-.. .-__ __._. ~--..-_l_--___-- 
Operating Expenditures of Permanent Programs S 3,705,611 $ 3502,405 
Operating Expenditures and M 8 E for 

Experimental Programs 2,169,078 2,771,543 _. ._. ._. - .-- __.._ -- _.--- ---..- _..-. -.._--_-- 
Total Subject to Congressional Limitation 0 5,874,689 $ 6,273,948 ._ _. 
Machinery and Equlpment/E&ldtngs and Improvements 

Purchased for Permanent Programs t 649,357 $ 850,727 . . -. .__..__ -.- ..-_- -..-.-. -..--_ _-.. - ..-... 
I Total Vocational Training 8 63524,046 $ 7,132,675 

1 
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1--_-1-~_“---1-_.- 

FhncM Stcl,bmnta I- 
--~- - 

Summary of Remuneration to Inmates, and Income 
Before Remuneration - tn addition to the 
gratuitous allowances provided to the inmates 
employed in the factories. UNICOR also provides 
the funda for the gratuitous allowances for those in- 
mates assigned to other institution work details, 
commonly referred to as Inmate Performance Pay. 

1905 
(Unaudited) 

1984 

Direct Inmate Labor (Incl. in Cost of Sales) 
lndmct Inmate Labor (Overhead) ..--. ..-. _-I~ 
Sub-Total Industrial Wages 
Inmate Performance Pav 

S 8,3?2,185 8 70022,637 
8,549,879 7.134,101 -- -~ 

18,921,844 14,156,736 

5.899.940 5.369.641 
Total Rsmunoratlon to Inmate8 22,821.?84 19,526.379 

Income Before Non-Operating Expenses 25,995,088 27,537,006 
Add Back Total Industrial Wages 18,921,844 14,156,736 _.. --I. 
Income Before Remuneration to Inmates i-42,918,932 $ 41,693,746 _.-.-.- -_-_---- _ -_--_ 
Percent8ge of Remunoratlon to Income 53% 47% _.._ - .--.- .-- 

(~lH668) Page20 
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