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COMPTROL.LER GENERAL. OF THE: UNITED STATES 

WASHINGTON, D.C. 20548 

SEP 1 5 1964 

Dear Mr. Speaker: 

In our review of insurance coats incurred by four major contractors 
clurin1 5-year perioda ended in 1961, we found that the Oovermnent in­
curred uanece1auy coats of about $1,237,500 because the military serv­
ice• required tH•• conuactors to bear tlut risk ofloae or damage to 
certain Government-owned part•. materials. inventories. work in process, 
and •pecial tooling in thei:r posse!Ssion und•r :£ixed"'price contracts. We 
edimate that price• negotiated With..theae contractors !or fixed-price 
contract• included c:osta for insurance and J'•latect profitt totaling about 
$1,250,000, that could. have been avoided if the military services had fol­
lowed the Ooverauneut'a e1ta'bliahed policy of ••ll·insurance. During the 
S•year period•, the a:mounta received by the contrac:to:rs for los1•s on 
thb property total•d. only $12,500. At another maj~r contractor•• plant, 
the Government ueumed th• risk of loss or damage to such property in 
tbtt po1H.1aioa of the conuacto~ #mel, ••a r••ult, avoided coats of about 
$295,800 during a compRahle S•yeu pe.riod. 

lt ta an e•tabliahed policy of long standing that the Govel'nment will 
bear the d1k of lo•• o:r damage to its p:rQperty. Tbb policy ia based on 
the theoioy that the mapitud• of. the Government•• retOUl"ces makes it 
more uvantapoua for the Government to assume its own risks rather 
than to tn.ul'e them thl'ough private in.aUl'era at rate• •u:fficient to pay all 
lo•••• and operating .expen1ea together with a profit !or the in.aurer. In 
consonance with thia policy, the Armed Services Procurement .Regulation. 
provlcl••· cene:rally, that the Government will bear the risk of lo•• 01" 

damage to it• property which baa been furnished to contractors unde:x­
eithel' fiad•price or coat-type cont:racts. The Armed Servieea Procure­
ment Regulation provide• alao that. unde::r cost.type contracts,, the Gov .. 
ernmant will acquire title to all contract:or•acquired property purchased 
for or chargeable to the contracts and will assume the risk of lots or 
clama1• to thi• p~operty. Under negotiated fixed .. price contl'acta, al· 
thou1h the Government' obtains title to c•:rtain part•. materials, inven• 
tort.•. work in. process, arid epei:ial tooling where such contracts 
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provide for progre•• payment• by th• Gov•rnmen.t during contract ,_ir!orm .. 
anc•• ~ p:rogr••• payment• clau••• provide that, unless the Governnumt 
expr•••ly a••v.me• the riilk of loa• of property to which it baa acquired 
title purauant to the•e clau.•ea, the eontractor eh.all bear the :ri•k of loes 
or eta.mas• to 1uch prope:rty belore its delivei-y to and acceptance by the 
Government. Conaequen.tly, at a c:ont.ra.ctor 1s plant,. the Government may 
u1\Ul'le the J'i•k of loe • or damage to ~e:rtain property to which it has 
title althou1h ta. c01ttracto:r may be :re sponaibl• I.or lo• 1 or damage to 
otbe:r property to which the Government al•o has tiU.~ The Al-med Serv• 
ice1 Procurement Regulation •tates that 'because of problems of ad:minis· 
wring thl cm:dl'act, especially tho•• cou.ec;ted with property responsibil­
ity and inv•ntory control, the dsk of lc:>ss on pl"operty to whieh the Govern ... 
ment holds title b41cauae of progr••• pay.ments must be on the contractor 
to tbe aame extent that it would be if the contractor held title to the prop­
erty .. 

In commenting OJ1 om find.in.gs~ th.a Acting Deputy Assis.t.ant S.c:Tetary 
of Defense (Procurement) •tated that he l'eeognized th4t poaeible savings 
at which our r•port waa dil"•cted but that the•• potential savings could not . 
be evaluated without con1id.ering the 1ignifieant 11ervices .. tuch as inspec­
tion, •afety, inveatigative, claims adjuatiag, and legal servic.etJ, provided 
by in.•ur•r• and. funded out of. prem.ium•· At•o. he eelieved that the £acta 
of OQZ report alone did. not aufficieatly auppol!t a :recommend:ation for al· 
terin1 exl•ting policy and aseumtag the risk of lo•• for property to which 
the Gove:nunent hai title pursuant to a propees payment clause in a ne .. 
gotiat•cl fbcec:l·prlce contract.. He believed, however,. that it would be UHi .. 

ful to 1'eexamine Department of De!enae inilul"anc• policies with reapect 
to ti. criteria for utilising GOWtrnment assumption of risk oi- private 
inauanc•• 

We believe th.i, generally .. the Gowrnment 1hould bear the risk of 
loss on part•.-. material•. inventories. wo7k in proe•••· and special tooling 
helcl by c:ontractore under negotiated fixed•price contracts where the Gov­
ernment hu olnained titl• to th••e itema pvsuant: to prog7e1a .payment. 
clauae• in the contract•~ We ue recommending that the Secretary of De .. 
f•n•• take action to provic:lo !or Government as eumption of :risk of loss 
or dama1e to all Oovernment•owne.4 property of thi• type in the posaes­
•ion of contractor• under negotiated fix•d•pdce contracts unless. in 
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individual eaa••. contnu::ting o!ficial.e eau ab.ow that ae eumption by the con• 
tractor of the riak o! lo•• on •ueh pi-operty is leee eoatly to the Govern... · ... 
men.t. We are :recommending aleo that when the Gcwernment bears the 
l'isk of 1011 on tbia property, the contractor be requii>ed to represent that 
no co•t• for insurance on such property art:: included ill the pricea estab ... 
li•he4 for negotiated fixod•prlce contracts. 

Thi• repol't is alao being sent today to the Pretident pro tempore 
of the Senate. Copies are being sent to the P~eaiclent of the United 
State1, the Secl'etary of Defense, and the Secretaries Qf the .Army, Navy, 
and .Air Force. 

Comptroll•r General 
of the United States 

The Honorable John w. McCoJ'mack 
Speaker of the House of Representatives 
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