
COPJIITROUR GENERAL OF THE UNlTED STATES 
WASHINGTON DC 20648 

B-163928 JUL 2 8 19972 

Dear Senator Proxmlre 

- This IS in response to your request of October 18, 1971, 
--ii@tiQECVUt&t we look Into fuel dlstrlbutlon problems In rhallan@ 

which were cited by Mr. Ray 
inspector there. 

!J 
8 
o ps, a former Navy petroleum 

On November 11, 1971, we met with Mr Toups and defined 
the matters of primary concern to him These are summarized 
as (1) thefts of truckloads of packaged fuel products in 
Thailand, (2) use of Government-owned fuel by a commercial 
alrllne without paying for it, (3) loss of control over re- 
turnable empty fuel drums, (4) payments of ocean freight by 
the Government for commercial fuel supplles transported on 
vessels loaded mainly with fuel for the Government, and 
(5) payment of ship demurrage by the Government for delays 
which should be the responslblllty of the shipper or the oil 
companies 

Information pertinent to those subjects 1s furnished 
below 

IHEFTS OF TRUCKLOADS OF PACKAGED 
PETROLEUM PRODUCTS IN THAILAND 

\, bV'B\ AMPAC Maintenance Company, a comrnerclal contractor, man- 
J ages, operates, maintains, and repairs Government property in 

?halland During fiscal year 1971 the AMPAC statlon at Udorn, 
Ihalland, received packaged products valued at about $52,000 
Internal controls over packaged products were weak at Udorn, 
and consequently thefts of packaged products occurred Be- 
cause inventory records were not properly maintained and 
because some petroleum product Issue documents were not avall- 
able, we were unable to determine the extent of the thefts 
At the other actlvltles we visited in ThaIland, we found no 
evidence of fuel thefts 

AMPAC's fuel theft problems at Udorn, the central re- 
celvlng and issuing point for Its Government operations in 
northern Thailand, resulted from weak internal control over 
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the recexpt and Issuance of packaged petroleum products The 
supply offlclal responsible for slgnlng receipts for petroleum 
products dellvered to the AMPAC supply dump told us that he 
did not witness the off-loadxng of the products from the 
trucks but that he depended on a Thai employee to perform this 
function. The Thai employee was also responsible for keeping 
stock records and for controlling Issues of products to users 
The users are required to sign for the products issued to them, 
but we found that many of the documents were unsigned 

These weak internal controls were brought to the attention 
of responsible AMPAC offlclals who took the following action 

1 AMPAC internal auditors conducted simultaneous audits 
of the management of packaged petroleum products In the three 
AMPAC areas In ThaIland Within the Udorn area, AMPAC audl- 
tors found that issues of products valued at about $10,200 
had not been slgned for during the 13-month period ended Jan- 
uary 31, 1972 However, the auditors could not determine how 
much of this fuel had actually been stolen No dlscrepancles 
were noted at the other two AMPAC areas In Thailand 

2 New Internal control procedures for northern Thailand 
were developed and implemented for the management of packaged 
petroleum products 

3 Six Thai employees, suspected of thefts, were dls- 
charged, but none were prosecuted because of lnsufflclent ev- 
ldence to get convlctlons 

We visited three other packaged fuel users--Air America, 
lnc , the 432d Tactlcal Reconnaissance Wing at Udorn Air Base, 
and the retail sales outlet at Sattahlp, Thailand We found 
no evidence of thefts at either the 432d or the retail sales 
outlet At Air America we were not able to check Its fuel 
issues because supportlng documentation was not retained We 
were informed that in the future Air America would retain doc- 
umentatlon for Its issued fuel 
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Packaged products represent only a small portlon of the 
volume and value of petroleum products used In Thailand Most 
of the products are delivered In bulk For example, In fiscal 
year 1971 the following petroleum products were delivered to 
locations In Thailand 

Gallons Value 

Bulk products 
Packaged products 

691,892,112 $76,047,195 
3,450,273 1,009,461 

Total 695,342.385 $77?056.656 

We complied data on monthly issues at Udorn, Korat, and 
U-Tapao Air Bases (large users of bulk products) to determine 
whether there were slgnlflcant usage trends, in relation to 
the scale of operations, which would indicate large-scale 
thefts Our tests covered bulk Issues of JP-4 Jet fuel, avla- 
tlon gasoline, diesel fuel, and motor gasoline for the period 
January 1970 through December 1971 The bulk petroleum prod- 
ucts used In fiscal year 1971 by the organlzatlons we visited 
amounted to about 375 5 mllllon gallons and were valued at 
$43 7 million This represented more than half the total vol- 
ume and value of petroleum products delivered in ThaIland dur- 
lng that period 

We found no dlscernlble trends which would indicate thefts 
of bulk products Our tests covered actlvltles which used as 
much as 265 mllllon gallons an an 18-month period, therefore, 
our tests, while they would have disclosed large-scale thefts, 
were not conclusive concerning possible small losses 

GOVERNMENT-OWNED FUEL USED 
BY CONTRACTOR-OPERATED AIRCRAFT IN LAOS 

Continental Air Services, Inc , a subsldlary of Contlnen- 
tal Airlines, Inc , used about $52,500 worth of Government- 
owned JP-4 Jet fuel, even though Its contracts with the U S 
Agency for InternatIonal Development MIssIon to Laos (USAID/ 
Laos) and another Government agency called for 
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contractor-furnished fuel The Government now 1s In the proc- 
ess of billing Continental for the fuel used 

The preposltlonlng of drummed JP-4 Jet fuel at remote 
sites In Laos has been a common practice The Intended use 
of this fuel was for Air Force search-and-rescue helicopters 
and for skycrane aircraft Continental was operating air- 
craft at three of the remote sites, and we were told that, 
to conserve time, these alrcraft refueled with preposltloned 
JP-4 Jet fuel at the sites This practice continued for some 
time before it was realized that Continental was In vlolatlon 
of its contract provisions 

Continental was asked to review Its flight logs to deter- 
mine fuel used for prior periods and to keep track of current 
usage On the basis of Continental's review of Its flight 
logs and on the basis of our review, we concluded that Contl- 
nental used at least 179,600 gallons of Government-owned fuel 
between October 1968 and September 1971 Based on Government 
contract prices, the value of this quantity was about $52,500 

At the time of our review, the Air Force was in the proc- 
ess of billing Continental for the first increment of 100,660 
gallons used between October 1968 and June 1970 Usage fig- 
ures for more recent periods still are under review by person- 
nel of Continental and the other Government agency We have 
been told that, when the usage 1s determined, Continental will 
be billed 

LOSS OF CONTROL OVER FUEL DRUMS IN LAOS 

USAID/Laos is responsible for admlnlsterlng Department 
of Defense petroleum contracts in Laos Petroleum products 
are delivered to users throughout Laos In drums, which, when 
new, cost from $6 50 to $7 50 each The contracts allow the 
users to return empty drums to the petroleum contractor, who 
then credits the Government for each serviceable drum returned 
for reuse Credits range from $1 50 to $2 77 for each serv- 
iceable drum returned 
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AID requires that users make a maxlmum effort to return 
empty drums because they represent a large dollar cost to the 
Government Large numbers of drums are not being returned for 
credit, because ‘&SAID/Laos does not have complete control over 
them and because problems of operating In Laos make the re- 
turn of many drums to the contractor lmpractlcal 

During calendar years 1969 through 1971, about 159,000 
drums were used to deliver petroleum products to Laos Of 
these drums, only about 39,000, or about 25 percent of the 
total, were returned to the contractor for a $93,000 credit 
to the Government The remalnlng 120,000 drums not returned 
would have an optimum redeemable value of about $308,000, 
provided that the drums were in servlceable condltlon and were 
In locations from which the drums could be reasonably trans- 
ported back to the contractor 

Inventory and disposal records for empty drums are not 
maintained Because of inadequate records, we were unable to 
determine or evaluate the extent to which drums could be re- 
turned Also we were unable to determine the extent to which 
the drums which could have been returned were not returned be- 
cause they were directed to other users or were considered un- 
serviceable. Many drums are Inspected at the field actlvltles, 
and those drums considered obviously unserviceable are not re- 
turned to avoid unnecessary transportation charges Other un- 
serviceable drums are given to the Laotian Army or are sold 
Because records for these transactions were not maintained, 
we were unable to determine whether the drums seen In use in 
the local economy were obtained through these channels 

There are extenuating circumstances in Laos for the non- 
return of many drums to the contractors for credit For ex- 
ample 

--A large number of drums are dellvered by airdrops or 
are landed at numerous isolated locations that are not 
accessible by road 

--Removal of empty drums 1s hampered by the presence of 
hostile forces at some locations 
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--AIrcraft pilots refuse to load empty drums aboard their 
aircraft unless the drums are vapor tested Fumes In 
the drums are highly explosive, these drums could be a 
dangerous cargo in flight 

--AIrcraft are loaded with cargo having a higher priority 
than empty drums 

--The road and river condltlons during the rainy seasan 
make drum recovery difficult 

Thus drum returns are encouraged, but under some circumstances 
this 1s lmposslble or uneconomical 

OCEAN FREIGHT TRANSPORTATION PAYMENTS 
FOR CONTRACTOR-OWNED FUEL 

We found that the Government had not paid transportation 
costs for commercial products carried In tankers brlnglng Gov- 
ernment fuel into Thailand 

From January 1969 to July 1971, there were about 325 
tanker loads of fuel dellvered Into Thailand under four con- 
tracts with each of three oil companies (Esso, Caltex, and 
Shell) We reviewed most of the transportation billings 
submltted by each company for this period 

Under all Esso contracts, freight was charged on the basis 
of the number of gallons of fuel discharged in Bangkok, Thailand 
For these contracts, lnvolvlng about 114 tanker loads, we com- 
pared the number of gallons of fuel dellvered with the number 
of gallons billed by the contractor and found they agreed 

During the same period, Caltex based ocean freight charges 
under its contracts, lnvolvlng about 76 tanker loads of fuel, 
on the number of gallons of fuel loaded aboard the tankers 
We compared the number of gallons of fuel loaded with the num- 
ber of gallons billed by the contractor and found they also 
agreed 
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Under two of Shell’s contracts, coverlng the period Jan- 
uary 1969 to December 1969 and lnvolvlng about 63 tanker loads 
of fuel, the vessels were chartered for each voyage and pay- 
ment was based on a dally rate agreed to In the petroleum COW 
tracts If commercial products were also carried on the same 
tanker, the contract required that the ocean freight be pro- 
rated on the basis of the ratio of the Government fuel to the 
commercxal fuel berng transported 

For these contracts 9 be selected 15 tanker loads and re- 
viewed 111 detail the transportation charges made bp the con- 
trac toI We found in each case that ocean freight charges 
had been correctly prorated between the Government and the 
contractor on the basis of the number of gallons each had on 
the vessel 

Under the other two Shell contracts, covering the period 
from January 1970 to August 1971, ocean freight was charged 
on the basis of the number of gallons loaded on the vessel 
We compared the quantity of fuel loaded with the quantity 
billed and found It agreed 

Thus we found In each case that the charges for ocean 
transportation paid by the Government were based, as approprl- 
ate, on the amount of Government-owned fuel that was either 
loaded on the vessel or unloaded at the receiving terminal In 
no case did we find that the Government was charged for trans- 
porting contractor-owned fuel 

TANKERS INCURRING DEMURRAGE CHARGES 
AWAITING BERTHS IN THAILAND 

In an IntervIew Mr Toups stated that the Government had 
been paying demurrage charges for the time spent by tankers’ 
waiting at the sandbar in the Gulf of Slam when the tankers 
missed a high tide and for the time spent delivering commercial 
fuel products after the Government fuel supplles had been off- 
loaded 
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Only when the Government chartered a ship at dally rates 
would it be affected flnanclally by the time spent waiting for 
the high tide Chartered vessels were used by Shell between 
January and December 1969 The other 011 companies did not 
use chartered vessels 

We reviewed about 23 percent of the Shell lnvolces and 
observed only one Instance of a slgnlflcant delay for the over- 
all voyage --whach Indicated that It was not a practice to In- 
tentionally delay at the sandbar 

Any excess time spent delivering fuel to terminals of 
other 011 companies would be costly to the Government If it 
had to pay demurrage charges or if the turnaround time for 
chartered vessels were lengthened beyond the normal Z-day 
standard unloading time For chartered vessels, the cost of 
delays to the Government would not be billed separately be- 
cause the Government would pay a flxed-time charge for the 
vessel, lrrespectlve of whether or not 1-t was delayed In port 

We reviewed about 30 percent of the time and demurrage 
statements submltted by Shell and found no instances in which 
the Government was being charged after Government-owned fuel 
had been discharged 

Startlng In January 1970, ship charters were not used and 
subsequent delays were bllled separately as demurrage charges 
Under Shell contracts from January 1970 to June 1971, ‘Pdemur- 
rage” was defined as the time spent In the discharge port in 
excess of the first 2 days Cargo statements) which showed 
excess hours spent In port and the demurrage chargeable to the 
Government, were prepared by Shell, Singapore 

The demurrage charges between January 1970 and June 1971 
amounted to only about $14,000 A Government offlclal who 
was In Thailand at the time the demurrage charges were in- 
curred told us that thorough r=vlews are made of demurrage 
charges We reviewed the procedures for validating demurrage 
charges and concluded that they were thorough 
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From January 1, 1969, to August 1971, demurrage Incurred - 
under the four Esso contracts was handled differently De- 
murrage In these contracts was Included as an element of the 
ocean transportation rates which were billed on a per-gallon 
basis. 

One Esso contract stipulated that, within 60 days after 
its expiration, the transportation rates which had been 
charged to the GoverFent would be recomputed and adlusted to 
the average world freight rates In effect during the contract 
period. This recomputation was made by the company and re- 
sulted in a substantial refund to the Government The demur - 
rage element In this contract was not speclfled In the ocean 
transportation rates 

The other three Esso contracts contained a stlpulataon 
that, wlthln 60 days of explratlon, demurrage charges (billed 
on a per-gallon basis) would be revised to reflect the actual 
demurrage incurred This revlslon was accomplished on the 
basis of audits performed by Price Waterhouse, which resulted 
In substantaal credits to the Government 

In summary, the demurrage charges incurred In delivering 
fuel to Thailand appear to be nominal, and, in our oplnlon, 
the Government’s interests were adequately protected 

Written comments on the contents of this report have not 
been obtalned from the Department of Defense or from the De- 
partment of State We ~12.1 not dlstrlbute this report further 
unless copies are requested and we obtain your agreement or 
unless you publicly announce Its contents 

9 



B-163928 

We trust that the furnlshed lnformatlon ~111 serve the 
purpose of your request The correspondence from Mr Toups 
1s returned as requested 

Slncerely yours, 

of the Unlted States 

Enclosure 

The Honorable Wllllam Proxmlre 
United States Senate 
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