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June 19, 1986

The Honorable Caspar W. Weinberger
The Secretary of Defense

Dear Mr. Secretary:

On March 20, 1986, we testified at a hearing held by the Subcommittee
on Legislation and National Security, the House Committee on Govern-
ment Operations, on Department of Defense (DOD), Army, Navy, and Air
Force implementation of government policies on equipment that the gov-
ernment furnishes to contractors Our testimony focused on factors
which impede effective policy implementation with regard to
government-furnished equipment (GFE), and was based on the results of
our work at 25 randomly chosen contractor locations.! (See app. I for a
description of our objectives, scope, and methodology and app 11
through IV for a copy of our testimony and 1ts accompanying
appendixes.)

In the early 1970s, DOD established a program designed to phase down
government-furnished IPE and OPE in the possession of contractors. It
has not developed any specific programs for reducing the amount of STE
In addition to being consistent with the free-enterprise concept of pri-
vate ownership of productive equipment, DOD believed that implement-
ing the phase-down program would result in (1) a reduction of the gov-
ernment’s costs for managing and maintaining equipment, (2) the pur-
chase of more modern equipment by contractors, (3) greater revenues
for states and localities since contractor-owned equipment would
become part of the state and local tax base, and (4) more economic and
effective use of equipment because of increased management flexibility
to use the equipment for both commercial and defense work.

While data we obtained showed that as of September 30, 1984, contrac-
tors had over $8.4 billion of GFE 1n their possession, there are known
problems concerning the accuracy of this data poD and the services cur-
rently do not know how much GFE 1s acquired, discarded, or transferred
annually from government to contractor inventories as work previously
performed by service personnel is contracted out to the private sector.

IGFE 1n this report 15 defined as industrial plant equipment (IPE), other plant equipment (OPE), and
special test equipment (STE) used, or capable of being used, 1n the development and manutacture ot
products or performance ot a service
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Major Factors
Affecting the Amount
of Equipment Provided
to Contractors

Without accurate information on the amount of GFE, 1t is not possible to
determine accurately the progress being made in phasing down GFE.
However, given the numerous problems we found at contractor plants, 1t
is clear that DOD needs to take additional steps to ensure that GFE 18

(1) properly managed and (2) provided only when adequately justified.

Defense has not minimized the amount of equipment 1t provides to con-
tractors for three major reasons First, exception clauses of the Federal
Acquisition Regulations (FAR), which set forth requirements for pro-
viding GFE to contractors, are too broad. For example, the FaRr allows the
government to furnish equipment, including such general purpose equip-
ment as office furniture and vehicles, any time a contractor indicates an
unwillingness to provide 1t. The Defense Supplement to the FAR simply
reflects the FAR, providing little additional guidance.

Second, contractors generally lack incentives to provide their own
equipment, especially when the government continues to furnish it Tra-
ditionally, many contractors have viewed defense work as being subject
to substantial risks due to the unstable nature of some defense programs
and the low profits on defense work when compared to commercial
work. Consequently, they have been reluctant to invest in the equipment
needed for performing defense contracts. However, recent studies have
indicated that defense work entails no more risk than commercial work,
and, according to a 1985 Navy-contracted study, contractors make con-
siderably more profit on defense work than on their commercial
endeavors.?

The Navy has taken action to reduce GFE on the basis of these studies. In
November 1985, it implemented a new acquisition policy which, among
other things, requires contractors to provide all production tooling, pro-
duction facilities (1IPE and OPE), and special test equipment used during
production. The Navy expects significant savings by implementing the
policy, and claims that 1t has already avoided costs in excess of $1 bil-
lion by applying the policy to the Aegis cruiser and V-22 aircraft pro-
grams. (We did not review the validity of the claimed cost avoidances or
cost-saving projections.)

2A June 1985 DOD study entitled Defense Financial and Investment Review shows substantially
lower profit figures than the Navy-contracted study We are currently reviewing both studies and will
report on the results of our review 1n the near future
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Third, DOD and the services have provided insufficient guidance to their
procurement officials and program managers on when equipment for
service contractors should be government- or contractor-financed. As a
result, equipment-purchase decisions are left to the judgment of pro-
gram managers and local procurement officials, who usually base their
decisions on past practices or contractor preference. Our review dis-
closed numerous problems with this process. For example, at one loca-
tion, the local Air Force contracting officials authorized a service
contractor to procure 99 vehicles valued at $1.2 million, even though the
contract did not call for it, and the contractor was prepared to spend up
to $2 million of its own funds for this purpose

Other Factors
Affecting the Amount
of Equipment Provided
to Contractors

Two other factors appear also to have an impact, though a less signifi-
cant one, on the amount of GFE In the possession of contractors One of
these factors is that Defense has sold few plants and little equipment to
the private sector. Currently, of the $8 4 billion worth of GFE 1n the pos-
session of contractors, about $2.7 billion of GFE is located at 64 govern-
ment-owned and contractor-operated (Goco) plants and over $400 mil-
lion worth of IPE and OPE 1s located at over 300 contractor-owned and
contractor-operated (Coco) plants The remainder is associated with ser-
vice, research and development, and non-profit contractors Since 1971,
the services have sold only 17 plants. Of these, the Air Force has sold
13, and the other services 2 each. The Army and Navy have made few
attempts even to identify potential sales candidates.

With the exception of the Air Force, Defense has sold little of the equip-
ment located at coco plants to the holding contractors because of the
lack of clear legal authority to permit the direct sale of some non-excess
equipment to such contractors. boD belhieves that the General Services
Administration (GsA) does not have the authority to dispose of such
property, while GsA believes that 1t does have the authority under the
Federal Property and Administrative and Services Act. To address this
problem, DOD 1s considering asking for legislation that would provide
clear authority to dispose of such property.

The second additional factor that appears to be having an impact on the
amount of GFE 1in the hands of contractors 1s inadequate Defense over-
sight both in the field and at headquarters. At the field level, we found
that, In many cases, Defense procurement officials delegate their over-
sight and review responsibilities to the contractors. That 1s, the con-
tractor determines the quantity and types of equipment to be acquired,
retained, or disposed of, with httle review by Defense officials. Some
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contractors ignore established controls for the approval of GFE acquisi-
tion or bypass, with Defense officials’ concurrence, established acquisi-
tion procedures.

One result of this lack of management oversight 1s that acquisitions are
sometimes made outside normal procurement channels Before permut-
ting contractors to buy equipment from commercial sources, government
agencies are supposed to screen existing government stocks and comply
with certain other procedures. However, we found that service program
managers and contracting officials were not always following these pro-
cedures. As a result, extra costs have been incurred and GFE inventories
have increased. For example, an Army contractor acquired over
$500,000 worth of automatic data processing equipment, office trailers,
furniture, and supplies from private vendors, and charged the Army
$144,000 for overseeing the acquisition. Army program officials did not
require the contractor to screen available government inventories or use
GSa supply schedules. We found that the contractor could have acquired
the furniture items—within a week if necessary—from a local Gsa fur-
niture rehabilitation center for about 24 to 63 percent less than the com-
mercial rate paid. Also, we found that local Air Force officials
frequently ignored the FAR requirement that general purpose plant
equipment should only be acquired under facilities contracts, which
allow the government to reimburse contractors only for the actual cost
of the equipment, with no add-ons for fees or profit. Instead, they per-
mitted contractors to acquire plant equipment under supply and produc-
tion contracts, which allowed contractors to add profit or fees to the
purchase price.

We found numerous problems associated with the use, retention, and
timely disposition of GFE. Specifically, we found (1) equipment not
declared excess that should have been; (2) routine transfers of equip-
ment from contract to contract without any documented assessment of
whether the equipment was still needed, 1.e., whether 1t should be
declared excess; and (3) untimely disposition of equipment declared
excess to government needs. For example, in 1985, the government paid
one contractor $79,000 to store GFE, including 1,545 items of STE valued
at about $10 million. Some of these 1items had been in the contractor’s
warehouse for over 15 years. Also, another contractor stored equipment
valued at about $1.4 million 1n a warehouse for over 4 years because the
Navy did not provide disposition instructions, although the contractor
repeatedly asked for them.
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In addition to inadequate management oversight at the field level, there
is also little oversight at the headquarters level, where, at the present
time, there is no centralized management office. Instead, management 1s
vested in the Defense Government Property Council, supplemented by
focal points within each of the services.

The Council is understaffed, operates only on an ad hoc basis, and has
no authority to direct the services to take corrective action where
appropriate. Furthermore, it does not have the information 1t needs to
manage GFE effectively. For example, it does not know how much GFE 18
acquired annually, how 1t 1s being used, or how much is being discarded
We noted similar problems at the services

DOD has recently recognized the need to collect and maintain such infor-
mation, and it is developing a data base for use by property managers.
DOD expects that parts of this system should be operational by June
1986, with other parts to be phased 1n as soon as possible.

We endorse DOD's action 1n this area. However, the new system will not
account for the large amount of equipment that is being transferred
annually from government to contractor inventories as work previously
done by service personnel is contracted out to the private sector. bob
has not established a target completion date for total system implemen-
tation. In our opinion, this date should not be later than the projected
1989 completion date for full implementation of boD’s property
accounting standards.

In our 1985 testimony before the Subcommittee, we agreed with the
Subcommittee’s recommendation for an adequately staffed central
office to improve management of and accountability for government-
furnished material and recommended that 1t be extended to GFE We con-
tinue to believe that the establishment of such a central office at either
the Office of the Secretary of Defense or service headquarters 1s
desirable

.. - -~~~y
Conclusions

Since 1971, poD and the services have made little progress in imple-
menting overall government policies which call for minimizing the
amount of equipment the government furnishes to contractors Major
factors impeding progress, 1n our opinion, include
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vagueness of FAR and Defense FAR Supplement provisions, which have

allowed government officials to permit contractors to acquire new, gen-
eral purpose equipment;
limitad Nafanco affarte t

limited Defense efforts
equipment;

inadequate equipment-acquisition guidelines, especially for service con-
tractors; and

continuing management oversight problems at field and headquarters
levels over the acquisition, use and retention, and disposal of GFE.

o

3
3
o+
<

o
o

Other factors which have hindered efforts to reduce GFE include (1) legal
uncertainties surrounding disposal of equipment at coco plants and

(2) limited efforts by the Army and Navy to determine the prospects for
selling Goco plants

Recommendations

In order to effectively implement the government'’s policy for mini-
mizing the amount of GFE in the hands of contractors and realize the
benefits of placing increased reliance on contractor-owned equipment,
we recommend that you develop a strategy for reducing GFE As a part
of this strategy, we recommend that you direct

the Defense Acquisition Regulatory Council to take steps to amend the
Department of Defense FAR Supplement to allow the military services
and defense agencies to provide general purpose equipment to contrac-
tors only under highly unusual circumstances which are clearly defined,
adequately controlled, and properly justified;

your office and the Army, Navy, and Air Force to develop specific
guidelines for program managers and local contracting officials to use in
determining when and under what conditions the government can pro-
vide general purpose equipment to service contractors;

the three services to (1) identify general purpose plant equipment
acquired by contractors under other than facilities contracts, and

(2) determine and recoup any improper profits or fees that were added
as a result of such acquisitions;

the Army and the Navy to undertake comprehensive reviews of their
GOCO plants to determine which ones could be sold, and then to consum-
mate such sales;

the three services and the Defense Logistics Agency to assign a high pri-
ority to overseeing property-management systems at contractor loca-
tions, with special emphasis put on (1) ensuring that equipment
acquisitions are authorized by the contract and made through normal
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government procurement channels whenever possible; (2) making peri-
odic, detailed assessments of what GFE is needed to accomplish defense
work; and (3) ensuring that action 1s taken to declare unneeded equip-
ment excess to agency needs and dispose of it in a timely manner; and
your office to establish an adequately staffed central office for govern-
ment-furnished property, including GrE. This central office should have,
at a minimum, information on the quantity and value of GFE acquired
annually by each service, how it is being used, and how much 1s being
discarded. In support of this office, each service secretary should desig-
nate a focal point responsible for the overall management of govern-
ment-furnished property within the service

As you know, 31 U.S.C. 720 requires the head of a federal agency to
submit a written statement on actions taken on our recommendations to
the House Commuttee on Government Operations and the Senate Com-
mittee on Governmental Affairs not later than 60 days after the receipt
of the report and to the agency’s first request for appropriations made
more than 60 days after the date of the report.

We are sending copies of this report to the Chairmen, House and Senate
Committees on Appropriations and Armed Services, House Committee
on Government Operations, and Senate Committee on Governmental
Affairs, and to the Director, Office of Management and Budget

Sincerely yours,

}\,M,L Q@&V\VK«V\

Frank C. Conahan
Director
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GSA General Services Administration
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OPE other plant equipment
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Objectives, Scope, and Methodology

Our objectives were to determine the progress pop has made in imple-
menting its policy to minimize the amount of GFE provided to defense
contractors. We obtained overall statistics, reports, and data on GFE from
contractors and examined how DOD and the services have implemented
overall government and Defense policies relating to the way contractors
acquire use, retain, dispose of, and account for the equipment

We conducted our work at the Office of the Secretary of Defense, Office
of Industrial Base Assessment; Army, Navy, Air Force, and Defense
Logistics Agency headquarters and commands in the Washington, D.C.,
area and the field; and various Defense Contract Audit Agency activities
and Defense Contract Administration Services Management Area activi-
ties. At each organization, we interviewed responsible officials and
obtained relevant reports and statistics on GFE.

Because of the lack of centralized data on GFE, especially on OPE and STE,
our review was based on a case study approach of 25 randomly selected
contractors, both large and small, who were doing production, research,
development, testing and engineering, or service work either at a
government-owned, contractor-operated facility or a contractor-owned,
contractor-operated facility. Table 1.1 lists the 25 contractors, their
plant locations, and the most recent data available on the amount of GFE
they had 1n their possession.

At each contractor location, we interviewed responsible government and
contractor officials and obtained data on how the contractors acquired,
used, retained, disposed of, and accounted for GFE.

Our work was conducted from May 1985 through February 1986, in
accordance with generally accepted government auditing standards.
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Table 1.1: Contractors Reviewed by

DOD Component

Dollars in mrlltons

Contractor name and location - ~ Total GFE
Air Force o i h .
Computer Sciences Corp Edwards Arr Force Base, CA $717
E- Systerné Inc , Greenville, TX - 7 - 19
General Dynamlcs Corp Fort Worth, TX B - 1100
Hughes Aircraft Co , Tucson, AZ o 1116
Systems Research Laboratory Inc, Dayton OH T o3
Teledyne Geo- Tech, Garland, TX o - 43
URS-Berger, San Bernardino, CA 7 7 09
Total . $300.7
Army

AVCO- Ly<comrng Division, Stratford, CT ) i 7 3783
Bell Helrodptér Textron, Inc , Fort Worth ™> 7 . 107
BDM Management Services Co , Fort Hooidi TX - g2
BDM Corporation, McLean, VA ) I 142
Engtneenng ‘Resources, Inc , McLean, VA - ) 05
Galileo Electro- Optlcs Inc, Sturbrtdge MA - o7
KDI Precision Products Inc Clncrnnatr OH S T80
Total 7 81176
Navy

Automated Industries, Inc , Vitro Laboratories Division, Silver Sprrng MD 249
EG&G Washrngton Analytical Service Center, Inc , RookA\frtIe MD 06
Gould Defense Systems, Inc | Cleveland OH - - 146
Hitco Corp Long Beach, CA o 7 52
Sanders Associates, Inc , Nashua, NH 7 . 7 7 S 467
Srkorsky Awrcraft Division, Stratford, CT B B 92
Woods Hole Oceangraphrc Institute, Woods Hole, MA N - 7 173
General Electrlc Co, Ordance Systems Dnvtsron Prttsfreld MA 308
Total S ©$149.3

Other Defense Agencies

Electronic Data Systems, Inc , Alexandria, VA ) %20
National Data Corp , Inc , Rockville, MD 7 10
varo, Inc , Electron Devices Division, Garland, TX 20
Total ) $5.0
Grand Total $572.6
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GAO Testimony on Government-
Furnished Equipment

The following testimony, *“The Department of Defense Has Not Mini-
mized the Amount of Equipment It Provides to Contractors,” was given
by Frank C. Conahan, Director, National Secunity and International
Affairs Division, General Accounting Office The testimony was given on
March 20, 1986, before the Subcommittee on Legislation and National
Security, Government Operations Committee, House of Representatives.

Mr. Chairman and Members of the Subcommuittee:;

We are pleased to be here today to discuss our review of the extent to
which DOD and the services have implemented government policies
relating to the way contractors acquire, use, retain, dispose of, and
account for equipment the government furnishes to defense contractors
We believe that effective implementation of these policies could result in
large cost-savings. (For purposes of this testimony, we define govern-
ment furnished equipment [GFE] as industrial plant equipment, other
plant equipment, and special test equipment.)

As of September 30, 1984, the most recent available GFE data shows that
there was over $8.4 billion worth of equipment in the possession of con-
tractors. The total value of GFE could be even larger than these figures
indicate because DOD and the services have no central accountability or
visibility over how much GFE is acquired annually, how 1t is being used,
or how much is being discarded

This overall lack of central accountability and visibility 1s not unlike the
situation 1n the government-furnished material area, on which we testi-
fied before this Subcommuittee in 1981 and in 1985. We noted at that
time that defense contractors were not held accountable for govern-
ment-furnished property and that pop and the services did not have the
management systems in place which could independently verify con-
tractor records. This remains unchanged today.

It appears that Defense has not minimized the amount of equipment it
provides to contractors for three major reasons First, the exception
clauses of the Federal Acquisition Regulations (FAR) are so broad that
they allow Defense to provide any equipment it wants to contractors.
Second, contractors lack incentives for furnishing their own equipment.
Third, poD and the services have provided little guidance to their pro-
curement officials on the buying of equipment for service contractors.
Two other reasons that appear to have less iImpact on the amount of GFE
in the hands of contractors are (1) Defense has sold few government-
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Appendix II
GAO Testimony on Government-
Furnished Equipment

owned, contractor-operated plants and little equipment to the private
sector, and (2) little boD oversight exists at the field and headquarters
levels.

In our opinion, DOD and the services should provide equipment only
under highly unusual and clearly defined circumstances Without such
actions, the amount of GFE and the management problems and costs
associated with it are likely to increase

The Navy has recognized that large cost reductions are possible if con-
tractors are required to provide their own equipment, and has recently
issued a policy mnstruction to that effect. In instances where the Navy
has applied this policy, it has avoided potential costs amounting to hun-
dreds of millions of dollars. If DOD and the other services adopted the
Navy'’s policy, large additional cost savings could be realized. In addi-
tion, having contractors provide their own equipment would reduce the
government'’s need to provide and account for such equipment, where
the record shows that the government'’s interests have not been ade-
quately protected.

L
Background

DOD and the services furnish billions of dollars of equipment to contrac-
tors for use on defense research and development, production, and ser-
vice contracts. According to poD, the work on these contracts is being
accomplished at 64 government-owned contractor-operated (GOCO) pro-
duction plants, over 300 contractor-owned and contractor-operated
(coco) production plants, and several hundred contractor service activi-
ties. This service work includes providing services at military installa-
tions, as well as technical and engineering consulting services.

GFE includes industnal plant equipment (IPE), other plant equipment
(orE), and special test equipment (STE) used, or capable of being used, in
the development and manufacture of products or performance of ser-
vices. IPE includes equipment with an acquisition cost of $5,000 or more
that is used to cut, grind, shape, or form metal or other materials. OPE
includes equipment such as vehicles, office furniture, and materials-han-
dling equipment. STE includes either single or multipurpose integrated
test units engineered, designed, fabricated, or modified to accomplish
special purpose testing in the performance of a contract

Table II 1 shows the reported value of GFE 1n possession of contractors
as of September 30, 1984,
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GAO Testimony on Government-
Furnished Equipment

Table 11.1: Reported Value of GFE in
Possession of Contractors as of
September 30, 1984

Dollars in millions

IPE OPE STE®* Total GFE®

Arr Force ’ $2700 $1,7630 $1,0640 $3,097.0
Amy a 11470 14770 250 2,649.0
Nawy 2090 7810 5190 1,509.0
Other DOD activities - 40 250 1,1520 1,181.0
T $18300 $4,046 0 $2,760 0 $8,436.0

2amount of STE as of September 1981 This figure was compiled by a special Defense task force on
GFE and was reported to the House Government Operations Committee

PEquipment value totals do not account for inflation

Of the $5.7-billion IPE and OPE total, over $2 billion was located in Goco
plants, about $0.4 billion at coco production plants, and the remainder
of about $3.3 billion was associated with service, research and develop-
ment, and nonprofit contractors.

GFE used to accomplish the work contracted appears to fall into three
categories:

general purpose equipment, such as office furniture and equipment,
vehicles, and IPE designed to do operations on any piece of work suitable
for the specific types of equipment;

general purpose equipment with special features added by the onginal
builder or subsequent user, and

special purpose (unique application) equipment, which has no commer-
cial application and is used only for the production of specialized
defense items.

While nobody knows the exact breakdown, a past Air Force study on
GFE and our work at 25 contractor locations between June 1985 and
March 1986 indicate that most GFE belongs to the first category

GFE Policy

The Federal Acquisition Regulations (FAR) set forth requirements for
providing GFE to contractors and accounting for such equipment (Part
45, Government Property). The regulations provide that (1) contractors
should furnish all facilities, including equipment, required for per-
forming government contracts, and (2) agencies should not furnish IPE
and OPE to contractors for any purpose, including restoration, replace-
ment, or modernization, except when
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GAD Tesiimony on Government-

Furnished Equipment

the IPE and OPE will be used in a GOoco plant operated on a cost-plus-fee
basis;

the equipment will be used in support of “industrial preparedness”
programs;

the equipment will be used as a component of special tooling or special
test equipment acquired or fabricated at government expense;

as a result of the prospective contractor’s written statement asserting
inability or unwillingness to obtain the necessary IPE and OPE, the agency
head or designee determines that the contract cannot be fulfilled by any
other practical means or that it 1s in the public interest to provide the
equipment;

the contractor’s inability to provide IPE and OPE is due to insufficient
lead time—in which case, the government may provide existing equip-
ment until the contractor can install his own equipment; and

Defense’s provision of the equipment is otherwise authorized by law or
regulation.

The FAR permits the government to provide STE to contractors when it is
advantageous to the government and when existing STE is unavailable.

Several methods may be used to provide GFE to contractors:

The government may procure the equipment and furnish it directly to
the contractors.

The contractor may requisition equipment directly from government
supply sources, such as base procurement offices or the General Ser-
vices Administration (Gsa).

The contractor can buy or lease equipment directly from commercial
sources, with the government funding or reimbursing the acquisition.

“volution of DO J’s
Equipment Phasedown
Policy

The government began furnishing equipment to contractors at the begin-
ning of World War II when the government asked contractors to support
requirements for a rapid mobilization. At that time, because contractors
were unable or unwilling to make the huge investments required for
mobilization, the government provided facilities (plants and equipment)
to be operated by contractors. Newer defense firms expected the same
treatment, and the procedure became an established way of doing
business.

During the 1950s, contractors began investing substantial funds of their
own in capital facilities, in addition to the government-owned facilities
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they already held By the end of the early 1960s, the value of con-
tractor-owned facilities exceeded that of government-furnished
facilities.

During the 1960s, DOD became increasingly concerned about the large
number of facilities provided to defense contractors Although pob sold
many facilities to the private sector, large amounts of GFE remained in
the hands of contractors A 1969 Rand study on DOD’s policies and prac-
tices for furnishing GFE to defense contractors concluded that, for a
variety of reasons, the total amount of GFE was not decreasing and that
new, general purpose equipment was being added to the GFE inventory.
The study emphasized that the high level of investment in GFE should be
halted and alternatives sought to motivate contractors to acquire equip-
ment before GFE-related problems became unmanageable !

In March 1970, the Assistant Secretary of Defense (Installations and
Logistics) issued a policy statement directing the services to come up
with plans to phase out, over a 5-year period, all government-owned
facihities, including IPE and OPE, in the possession of contractors The
policy exempted nonprofit contractors and wholly government-owned
contractor-operated plants not in competition with commercial plants. In
February 1971, the Deputy Secretary of Defense permitted deferment of
phaseout plans at contractor plants where mobilization base require-
ments were being developed and where phaseout would be contrary to
government interest or would create an economic hardship for the con-
tractor. His memorandum delegated to the service secretaries the
authority to approve exemptions and deferrals. This action has been
termed the ‘‘phasedown policy.”

Prior Reports

Since 1971, several reports have addressed 1ssues related to GFE,
including the effectiveness of the phaseout-phasedown policy. For
example, in 1972, we stated that the criteria permitting phasedown
deferment were so general that they permitted many exceptions to the
phasedown and would delay much of the activity which may have been
anticipated with the phaseout plans ¢

lEdward Greenberg, Government-Owned Plant Equipment Furnished to Contractors An Analysts of
Policy and Practice, Santa Monica, Calif Rand Corp , Dec 1969

2Further Imptovements Needed in Controls Over Government-Owned Plant Equipment in Custody of
Contractors, 3-140389, Aug 29, 1972
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In 1977, we reported that, while some progress had been made in
reducing the amount of plant equipment in the hands of contractors,
total phaseout could not be achieved under DOD and the service policies
and procedures at that time. We recommended, among other things, that
poD (1) obtain visibility of OPE furnished to contractors by maintaining
central records on such equipment and (2) put more emphasis on identi-
fying IPE and OPE essential to either current or wartime production and
removing unneeded equipment. We also recommended that the Congress
clarify GsA’s authority to sell GFE to holding contractors, which is one
way of reducing GFE inventories.?

In 1983, the President’s Council on Integrity and Efficiency reported
that DOD's progress in implementing the phasedown policy had been lim-
ited. The study concluded that primary factors contributing to the inef-
fective implementation of this policy included (1) limited incentives for
contractors to invest in new equipment, (2) inadequate guidelines for
determining when it is in the best interest for the government to provide
equipment, and (3) weak government and contractor controls over the
acquisition of equipment.*

DOD Initiatives

DOD has taken some actions which have resulted or may result in reduc-
tions of GFE. The following are the major actions DOD has taken:

Since 1971, the services, especially the Air Force, have sold or trans-
ferred 17 Goco plants to contractors and state and local governments. In
many of these sales, the transaction included GFE.

Between January 1984 and February 1986, poD has reviewed the need
for the equipment the Army retains 1n plant equipment packages—
equipment set aside to support mobilization needs. Thus far, these
reviews have resulted in the elimination of 2,643 items of equipment,
valued at $41.2 million.

In May 1982, pop eliminated obsolete and idle electronic test equipment
which used to be classified as IPE. About 3,000 pieces of such equipment
valued at $11.5 million was discarded.

In 1983, poD provided Defense contract administration offices a supple-
ment to the FAR, which modifies the existing property (including equip-
ment) disposal procedure. This modification, called the “modified plant

3Challenges to Reducing Government Equipment in Contractors’ Plants, LCD-77-417, Sept 15, 1977

4Summary Report on Audits of Government Property in the Possession of Contractors/Grantees, Aug
1983
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Factors Impeding
Effective
Implementation of GFE
Policies

clearance program,” is expected to result in more efficient and effective
disposal actions.

During 1985, pop implemented a plan to restructure the general reserve
of 1PE.5 This action is expected to result in the elimination of about 6,309
pieces of idle and unneeded equipment with an acquisition value of $162
million,

Overall government policies, which call for placing maximum reliance
on contractors to furnish all equipment, have not been effectively
implemented.

Currently, Defense does not have a management information system
which identifies the quantity of equipment provided to contractors.
Therefore, it is not possible to determine whether the amount of GFE has
increased or decreased. However, contractors do report equipment-
acquisition values. This data shows that, overall, the value of GFE, unad-
justed for inflation, has grown from about $5.3 billion in 1971 to over
$8.4 billion in 1984. The largest increases have occurred in the area of
other plant equipment and special test equipment. (Industrial plant
equipment has remained essentially level, with a slight downward
trend.)

The value of other plant equipment has increased from over $1.9 billion
to over $4 billion. The value of special test equipment has also
increased, but by how much is unclear because DOD has not collected
information since 1980 on the value of this equipment. However, we do
know that its value doubled between 1971 and 1981—from about

$1.4 billion to $2.8 billion—and data we obtained shows that the gov-
ernment has furnished contractors much additional test equipment since
then. (See app. III for OPE and IPE trends.)

We believe that some of the factors impeding DOD’s policy implementa-
tion relating to GFE have been the following:

the vagueness of the FAR provisions, which permit exceptions to become
the rule, and the lack of control over these exceptions;

himited incentives for contractors to finance procurement of required
equipment;

5pOD's general reserve of IPE exists to retain equipment for immediate use by the armed forces in
time of a national emergency During peacetime, defense contractors can and do use some of the
equipment from the general reserve As of 1984, the general reserve contained 14,600 1items, with an
acquisition value of $385 mllion
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limited sales of government-owned plants and equipment,

inadequate acquisition guidelines, especially for service contractors,
weaknesses in Defense oversight of contractor acquisition, use and
retention, and disposition of equipment at both the field and headquar-
ters levels.

Vagueness of FAR
Provisions and Lack of
Control Over FAR
Exceptions

Part 45 of the FAR provides overall policy guidance on the acquisition of
GFE for the performance of government contracts. In general, these regu-
lations state that contractors are required to furnish all equipment nec-
essary to perform government contracts. However, the regulations
provide that the government can provide IPE and OPE under the excep-
tions discussed on pages 14 and 15 and can provide STE when it is
advantageous to the government.

poD Directive 4275.5, entitled ‘‘Acquisition and Management of Indus-
trial Resources,’”” and various service directives implement the FAR for
production contracts. These directives call for minimum government
ownership 1in consonance with the need to ensure economical support of
essential peacetime, surge, and mobilization requirements

According to Defense documents prepared in 1970 pertaining to DOD’s
phaseout-phasedown policy, service secretaries or assistant secretaries
are to document and approve the IPE and OPE exceptions. The Assistant
Secretary of Defense (Installations and Logistics) who was 1n charge of
DOD’s facilities phaseout program at that time, pointed out that, in his
opinion, some exceptions are legitimate. He said, however, that DOD envi-
sioned those exceptions relating to public interest and contractor unwill-
ingness or inability to finance equipment procurements to be limited to
only a few contractors needed to produce critical defense items

We recognize that some exceptions, such as the Army’s providing equip-
ment to its 25 ammunition plants, are legitimate. Because much of the
equipment at these plants was provided to satisfy possible mobilization
requirements rather than current production, it would be unreasonable
for Defense to expect contractors to provide their own equipment Simi-
larly, we believe it appropriate for Defense to furnish equipment to con-
tractors who operate overseas missile tracking systems and remote
radar sites. In addition, Defense should be able to provide (1) single or
special purpose equipment which has no commercial application and
which 1s required for the production of specialized defense items and
(2) plant equipment packages. However, these exceptions have not been
clearly 1dentified.
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Work we performed at service headquarters activities and 25 selected
contractor activities disclosed that, over the years, pob and the services
have interpreted the exceptions very loosely and have not adequately
documented the basis for any exceptions granted. This has resulted in
questionable acquisitions of general purpose equipment. For example-

At one Army contractor, the government authorized the contractor to
purchase about $500,000 worth of OPE, which included office trailers,
furniture, equipment, and supplies. While there was no documentation
supporting the exception, the program manager said that the equipment
was provided to a small business which, the program office assumed,
would not be financially able to provide the equipment. However, dis-
cussions with the contractor disclosed that the contractor would have
been willing and able to provide the equipment if the contract had called
for it.

At one Air Force contractor performing environmental impact studies
for the Air Force’s Ballistic Missile Office, the government authorized
the contractor to purchase about $875,000 worth of office furniture and
automated data processing equipment. Some of these items included a
$1,300 oak conference table, three $1,000 oak desks, and thirteen $600
bookcases. The rationale for the authorization was that the Air Force
needed to have the contractor near the program office, and the con-
tractor was unwilling to provide the equipment.

At another Air Force contractor, a Goco facility that produces the F-16
fighter aircraft, the government permitted the contractor to acquire 22
pieces of kitchen equipment costing about $100,000 as part of a
cafeteria-rehabilitation project. (This equipment included such items as
a $1,600 potato peeler, a $2,400 food cutter, and two dishwashers
costing about $60,000.) To justify the acquisition of the equipment, the
Air Force officials cited a clause in the plant’s facilities contract which
calls for replacement of equipment. In addition, the property adminis-
trator stated that the contracting officer could have used the public-
interest exception clause to support this acquisition. However, since
kitchen equipment does not appear to be critical to the mission of the
facility, it is difficult to understand why such equipment was provided.

For all our case studies, we attempted to obtain from government or
contractor officials reasons for DoD’s and the services’ providing equip-
ment to contractors. We were able to obtain only limited written docu-
mentation for such actions. Frequently, Defense contract officials told
us that providing equipment to contractors would be more economical in
the long run. However, they were unable to support such statements.
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Contractor Incentives

Traditionally, Defense contracting policies and practices have provided
little incentive or motivation for contractors to invest in equipment
needed for accomplishing defense contracts. In the past, many contrac-
tors have viewed defense work as being subject to substantial risks due
to the unstable nature of some of the defense programs and low profits
on defense work when compared to commercial work and have, conse-
quently, been reluctant to provide their own equipment.

In this connection, a 1985 study by the Logistics Management Institute
concluded that defense work entails no more risk than commercial
work.® Furthermore, a 1985 Navy study of profits at 22 major defense
contractors concluded that the contractors made considerably more
profit on defense work than on their commercial endeavors. For
example, the report noted that during 1984 the contractors made more
than twice as much profit on government work as on commercial busi-
ness when their gains were measured against what they had invested in
plants and other assets.” The validity of this study was supported by
Peat, Marwick, Mitchell and Company, a major accounting firm, in a
letter to the Assistant Secretary of the Navy for Shipbuilding and Logis-
tics (November 21, 1985).

The government’s furnishing equipment to contractors also provides
little incentive for contractors to be prudent in acquiring equipment.
Some Defense officials believe that, as a result, contractors are pro-
curing excessive quantities of equipment, especially production tooling
and special test equipment. The Assistant Secretary of the Navy for
Research, Engineering, and Systems said that this belief was one of the
reasons for implementing a new policy in November 1985 designed to
strengthen and improve the weapon-system acquisition process. Under
this policy, he said, contractors are expected to provide production
tooling and STE, as well as the facilities, including IPE and OPE, required
for program execution once production has been approved. (Also, the
policy provides for greater competition and earlier use of fixed-price
contracts.)

The Assistant Secretary stated that the Navy expected to save billions
of dollars by implementing this policy. He said that, when contractors
are required to purchase their own tooling and test equipment, they are
much more circumspect in acquiring such equipment. For example, he

8Myron Meyers et al , Facilities Capital as a Factor in Contract Pricing, Bethesda, Md Logistics Man-
agement Institute, May 1986

"Robert R Gigliott, Financial Analysis of Major Defense Contractors, RRG Associates Aug 20, 1985
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noted that applying the new policy to the Navy's CG-47 (Aegis cruiser)
and the V-22 aircraft programs had avoided costs of $728 million and
$300 million, respectively. He stated that, while he could not readily
identify what portion of the Aegis-cruiser cost avoidance was directly
attributable to the equipment provision of the new policy, he believed
that this provision had made a major contribution However, according
to the Assistant Secretary’s staff, all of the V-22 figure is attributable to
the equipment provision. Furthermore, he noted that, when contractors
buy new equipment, they generally buy state-of-the-art equipment

their productivity.

In addition to the new Navy policy, DoD initiated in 1981 a program to
improve the effectiveness of the Defense Acquisition Program for major
weapon systems One of the principal thrusts of this program is to pro-
vide contractors with incentives to improve their productivity through
increased capital investments. Some of this program’s initiatives include
multiyear procurement, program stabihity, and other specific incentives
for investment 1n facilities and equipment. While it is still too early to
determine the effectiveness of this program 1n increasing contractor
investments in equipment and decreasing the amount of GFE, data pro-
vided by poD to this Subcommittee indicates that some progress has been
made. For example, the Navy said that $13.5 million worth of IPE has
been removed as a direct result of implementing the program. The Army
projects that 653 pieces of IPE valued at $21.5 mullion will be eliminated.
The Air Force did not provide information on IPE reductions because
such information was not readily available However, our work at its
GOCO plant at Fort Worth, Texas, which 1s operated by General
Dynamics, showed that it may be sizable At that plant, the quantity and
value of government-furnished IPE decreased by 330 pieces valued at
about $20 million since 1977. At the same time, the contractor’s invest-
ment increased by 679 pieces, valued at about $87 million.

Opportunities for Greater
Sales of Government-Owned
Plants and Equipment

Defense policy is to minimize 1ts ownership of industrial facilities to the
maximum extent practicable and still provide assurances that facilities
are available to produce essential defense 1tems One way this can be
accomphshed 1s by selling Goco plants, including equipment, to the pri-
vate sector Another way is to sell equipment located at coco plants.
Currently, the services own 64 GOCO plants containing GFE valued at
almost $2.7 billion, and plant equipment valued at about $400 million 1n
over 300 coco plants. (See app. IV for a breakdown of the Gocos, by
service.)
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GOCO Plant Sales

We found that, except for the Air Force, few sales of plants and equip-
ment have been made because of (1) perceived legal barriers to such
sales, and (2) the lack of studies assessing the need for continued gov-
ernment ownership of such plants and equipment.

The services have differed in the way they have implemented Goco plant
sales. The Air Force has sold 13 plants since 1971.% In contrast, the
Army and Navy combined have sold only 2 each. The Air Force has been
able to sell more plants by using the concept of ‘‘excess to government
ownership but not excess to government requirements.”” Under this con-
cept, the Air Force considers ownership of the facilities to be nonessen-
tial if the facilities can still be made available to satisfy pob production
requirements. Only 4 of the Air Force’s current 13 Goco plants do not
meet the above concept and thus have to be retained. The remaining 9
plants are being reviewed for potential sale. Regarding the 4 needed
plants, Air Force officials commented that only the plants need to be
retained—not the plant equipment. The Air Force plans to dispose of
this equipment in the future. Air Force officials noted that they have
used this procedure once already, at the Goco plant in Tucson, Arizona,
operated by Hughes Aircraft, Inc. In that case, the Air Force sold or
excessed $8 million worth of plant equipment but did not sell the plant.

The Army, on the other hand, does not recognize the excess-to-
ownership concept. An Army official stated that the Army retains its
GOCO plants if there are some established peacetime or mobihization
requirements for them. However, in a limited review of the existing 32
Army Goco plants, we found several cases where either the peacetime or
wartime requirements were questionable. For example, we noted that
(1) the Carbonyl Plant in Huntsville, Alabama, performs no defense
work, and (2) the Tarheel Missile Plant in Burlington, North Carolina,
has no mobilization requirement. Furthermore, this latter plant per-
forms work primarily for the Navy. Army officials stated that they are
studying the need to retain the Army’s 7 nonammunition Goco plants.

The Navy has also made only limited efforts to determine which of its
remaining 19 plants might be excess to needs. Discussions with one offi-
cial from the Navy’s Strategic Systems Program Office disclosed that 3
plants under the cognizance of the Office, which contained equipment
valued at about $191 million, could probably be sold because govern-
ment ownership of these plants was not critical to the Navy’s peacetime

8[nformation on the amount of GFE contamed in the plants sold was not readily available
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Equipment Sales at COCO Plants

or mobilization requirements. An official from the Naval Air Command
stated that the Command could not sell its 10 plants because the current
contractors operating the plants were uninterested in buying the plants
and equipment. He noted, however, that several of the contractors
would have been willing to buy the equipment alone

In a June 1985 memorandum to the Navy’s General Counsel, a staff
member working for the Assistant Secretary of the Navy (Shipbuilding
and Logistics) stated that the Assistant Secretary 1s concerned that the
Navy is devoting too much management time and resources (money and
people) to 1ts 19 Gocos. In 1984 and 1985, the Navy obligated about

$64 million and $56 million, respectively, to improve the Goco facilities
The staff member also said that, while 1n his opinion 1t may not be prac-
ticable to force all current contractor-operators to buy these facilities
and equipment, he believed that a number of these facilities could be
sold and that it would make good business sense to do so. In addition, he
said he did not think that selling them would degrade any mobilization
plan efforts Subsequently, we were told that the Assistant Secretary 1s
reviewing a plan to identify potential candidates for sale or transfer.

As 1n the case of GOCO plants, the Air Force is making greater strides in
reducing the amount of equipment 1t owns at contractor-production
plants. Since 1971, 1t has had GsA negotiate the sale of over $22 milhon
of GFE directly to the holding contractors, using the excess-to-ownership
but not excess-to-need rationale.

The Army and Navy have not made such sales because of a 1970 legal
opinion, by the Defense General Counsel, which was reiterated in 1975,
that no disposal authority exists to adequately support a Defense pro-
gram which seeks to dispose of nonexcess government-owned industrial
equipment on a negotiated basis to contractors in possession of such
property at their plants.

GSA, however, believes that it has authority to sell such equipment under
the Federal Property and Administration Services Act of 1949, as
amended (40 U.S.C. 484[e]3]G]), and has done so GSA considers each
proposed sale individually and negotiates sales only when the agency
believes that the sale 1s within 1ts authority. Independent appraisals to
determine the fair market value of the equipment are made, and a
selling price approximating that value is negotiated with the contrac-
tors When GsA determines that it does not have sales authority for an
individual case, the sale 1s not made.
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A Commission on Government Procurement recognized in the mid-1970s
that Defense efforts to divest itself of equipment had been hampered by
the lack of clear authority to negotiate sales with the using contractor of
equipment which is excess-to-ownership and recommended that legisla-
tion be enacted to authorize such sales

GAO has supported legislation 1n the past which has attempted to clarify
GSA’s authority to dispose of nonexcess government equipment and, in
1977, cao recommended that such legislation be enacted. However, the
Congress has not acted on this recommendation DOD is now again con-
sidering asking for legislation that would resolve this issue.

Inadequate Acquisition
Guide ines

DOD and the services have developed guidance to implement the FAR pro-
visions. However, the implementing instructions do not provide procure-
ment officials with sufficient guidance to assist them in making a
decision on when equipment should be government- or contractor-
financed. Existing guidance does not ensure that all costs and risks are
assessed in making a decision as to who should fund the acquisition of
equipment. We found that, with only a few exceptions, the government
was providing equipment based on past practices or contractor prefer-
ence, justifying the new equipment generally by the exception provi-
sions previously discussed.

The Air Force and Navy have made provisions to implement FAR clauses
which generally require the acquisition of plant equipment under facili-
ties contracts. (Facilities contracts allow the government to reimburse
the contractor for only the actual cost of the equipment, with no add-ons
for profit or fees.) However, we found that some local Air Force officials
ignored the requirement and permitted contractors to acquire new plant
equipment under supply and production contracts, which allow contrac-
tors to add profits or fees to the purchase price. For example, one Air
Force contractor recently acquired from commercial services 24 general
purpose vehicles—Ilike pickup trucks, vans, jeeps, and lift trucks—
valued at $630,000 under the B-1B production contract and added a 14-
percent profit, or about $88,000, to that total. Air Force contract man-
agement division officials provided us with documentation showing that
such practice 1s widespread.

The Air Force and the Navy are attempting to limit the amount of equip-

ment they provide to Gocos. However, the Army provides practically all
the plant equipment needed to sustain its GOCO operations. For example,
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it provided essentially all the $87.3 million worth of equipment cur-
rently at the Lima, Ohio, tank plant.

There is no guidance for the several hundred contractors performing
service work either at military installations or at contractor-owned facil-
ities, While FAR provisions can be applied to service contractors, bob and
service directives implementing the FAR are silent on this topic. As a
result, equipment-purchase decisions are left to the judgment of pro-
gram managers and local procurement officials.

We found several problems with this process. For example:

At one Air Force contractor, local Air Force contracting officials autho-
rized the purchase of 99 vehicles—85 general and 14 special purpose—
at a total cost of $1.2 million, even though (1) the contract specified that
the contractor was to provide all transportation services, and (2) the
contractor had set aside $2 million for vehicle acquisitions. The con-
tracting officials stated that it was always intended that the Air Force
would provide the vehicles, notwithstanding what was stated in the con-
tract. They added that the reason for this was an unfavorable experi-
ence with the previous contractor which centered around a special
purpose tractor-type vehicle that was used to retrieve objects from the
salt flats in Utah. The Air Force wanted the current contractor to use
the vehicle as well; however, the previous contractor refused to sell it
unless the new contractor also purchased 47 additional general purpose
vehicles. The new contractor, with the concurrence of the Air Force,
purchased all 48 vehicles for $363,600. Within a year, 17 of the general
vehicles were disposed of or traded in, at one-fourth of the price paid
for them.

At one Navy contractor, the Navy provided over $300,000 worth of
audiovisual equipment, even though such action was not authorized in
the contract.

At one DOD contractor, the contractor acquired a computer, valued at
$142,000, which was used for only half a year before poD told the con-
tractor to replace it with another computer. The computer has been in
storage since March 1985 awaiting disposition instructions.

Weaknesses in Defense
Oversight at the Field Level

The government exercises little oversight over the equipment it provides
to contractors. In 1985, we testified that DoD has experienced, since
1967, recurring problems with the management of and accountability
for GFE. We stated that this situation existed because FAR provisions
were not adequately enforced and that FAR guidance on recording the
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Acquisition Disallowed or
Unauthorzed Procurements
I i

use of GFE was madequate. Our present case studies disclosed that the
lack of government oversight continues, contributing to the increasing
trends of GFE.

We found significant weaknesses 1n DOD and service oversight of the
acquisition, use and retention, and disposition of GFE. In many cases,
Defense procurement officials delegated their oversight and review
responsibilities to the contractors. That is, the contractor determined the
quantity and types of equipment to be funded, retained, or disposed of,
with little review by Defense officials Some contractors ignored estab-
lished controls for the approval of GFE acquisition or bypassed, with
Defense officials’ concurrence, established acquisition procedures. In
summary, Defense oversight was not always of sufficient detail to
ensure that only needed equipment was acquired or retained and that
costs were Kept at a mimimum

Sufficient documentation did not always exist to adequately support
GFE-acquisition requests. We experienced difficulties in determining why
1tems were ordered because existing files often contained no basis or
support for such acquisitions. Furthermore, we found little evidence
that the contractors had considered any alternatives.

The following examples describe some of the oversight weaknesses we
found 1n our case studies.

Contractors charged procured items directly to contracts which either
the responsible Defense Contract Administration Services Management
Area (DCASMA) or procurement officials deemed to be either unallowable
or unauthorized

At one location, a Navy contractor billed items as direct charges against
several contracts, although the contracts did not specifically authorize
him to do so For example, the contractor acquired such items as a
tripod stand for $80, a steel cart for $62, and cardboard boxes for $84.
We also found two entries, called “food trays,” valued at $157 Investi-
gation revealed that the food trays were actually trays of food catered
for luncheon meetings between Navy and contractor officials Subse-
quent follow-up work disclosed that trays of food were routinely pro-
vided. During calendar year 1984, an additional 20 luncheon meetings
took place, and food valued at over $1,400 was catered for these meet-
ings. Contractor officials agreed that direct charging of food trays to
government contracts was mapproprate, and advised us that they were
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Acquisitions Outside Normal
Procurement Channels

going to take action which would specifically prohibit such charges in
the future

An Arr Force contractor purchased from commercial sources over
$875,000 worth of office furniture and automated data processing
equipment (ADPE) as a direct charge to an Air Force contract. According
to the Air Force Audit Agency, office furniture items alone could have
been procured for about $47,000 less by using the services of the base
procurement office. In January 1985, a Defense Contract Audit Agency
(Dcaa) report recommended that office furniture and ADPE acquisition
costs be disallowed because the equipment purchase was 1n violation of
the FAR. However, the program management officials disagreed with
DCAA’s position; local Air Force contracting officials said that it was the
program manager’s decision, and DCAA considered the 1ssue closed.

A DOD contractor charged several items that DCASMA staff determined to
be ‘‘nonallowable costs’’ directly to two contracts. These items included
a $411 beeper/pager, a $28 dictionary, a $12 appointment book, and two
$15 wallets. According to contractor officials, such items have been rou-
tinely charged to contracts with the DOD program manager’s approval

Normal procurement practices inciude making certain that purchases of
general purpose IPE and OPE under facilities rather than production con-
tracts, screening existing government stocks, using GSA supply schedules
where possible, and making lease-versus-purchase determinations How-
ever, we found that contractors were not always following these prac-
tices, and the purchases did not receive adequate government review

As a result, extra costs were incurred, and GFE inventories increased.
For example:

One Air Force contractor who builds the F-16 fighter aircraft acquired,
with the concurrence of the program manager, over $7 million worth of
ADPE between 1981 and 1985 under production contracts, which allow
such add-ons as profits and general administrative expenses, rather
than facilities contracts, which do not permit add-ons According to
existing acquisitions regulations, such equipment 1s to be purchased
under facilities contracts. In this case, Air Force Plant Representative
and DCAA officials estimate that the Air Force may have paid the con-
tractor an extra 15 to 41.8 percent, which may have added $1 million to
$3 million more than necessary for this equipment. Air Force program
officials explained that one reason for using the production contract to
acquire the ADPE from commercial sources rather than through normal
government procurement channels was to enable the contractor to make
engineering and contract changes more expeditiously 1n order to “‘keep
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the aircraft at the leading edge of technology.” They indicated that they
planned to continue buying ADPE under production contracts, despite the
objections of Defense and Air Force contracting officials, to meet the
program’s mission objectives. (We did not review whether the program’s
mission objectives were realistic or whether they could have been met
without resorting to the use of production contracts )

An Army contractor acquired over $500,000 worth of ADPE and otfice
trailers, furniture, equipment, and supplies from private vendors and
charged the government $144,000 for overseeing the acquisition Army
program officials did not require the contractor to screen available gov-
ernment inventories or use GsA supply schedules. We found that the con-
tractor could have acquired the furniture items from a local Gsa
furniture rehabihitation center for 24 to 63 percent less than the com-
mercial rate paid by the contractor For example, the contractor pard
$140 for filing cabinets that could have been obtained from the Gsa
center for $58. The Army program manager told us that the equipment
was bought from private vendors because government channels would
not have been able to respond promptly enough However, Gsa told us
that it could have provided the furniture within a week, if necessary.
Local Air Force contracting officials permitted a contractor to purchase
85 general purpose vehicles valued at about $744,000 without using
government supply sources According to a recent Air Force Audit
Agency report, Air Force regulations which state that all requests for
vehicles in support of contractor personnel should be approved at Air
Force headquarters were not followed As a result, the report questioned
the propriety of the vehicle acquisitions. The purchase of 85 vehicles
without using government procurement channels resulted in the con-
tractor’s paying about $2,200 more per vehicle than was necessary

We also found one contractor who, at the Air Force’s direction, pur-
chased $61 milhon worth of equipment during a 3-year period, including
pens, television sets, and major computer systems needed to equip and
maintain Air Force laboratory and testing facihities The purchases were
made through service contracts which permitted the contractor to add
such charges as profit and materials-handling to the acquisition costs
For three service contracts, where equipment purchases totaled over
$16 milhon, we estimate an additional $1 3 mullion was added for mate-
rials-handling and profit Air Force officials stated that the unav aila-
bility of in-house resources and the lack of timeliness of base-
procurement channels justified the purchases We did not assess the
avallability of in-house resources. However, we question whether
purchasing lead times—which the Air Force uses to justify outside
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U'se and Retention: Excessive
Quantities

procurements—were appreciably different for the contractor and base
procurement.

We found that quantities of GFE at contractor locations were either in
excess of that required by active contracts or were being used very
little. Much of the excess equipment was in storage and had not been
reported to DOD or service officials as excess. The problems with
retaining excess equipment are that unnecessary storage costs must be
paid, and the equipment is unavailable for use by other contractors

At a DOD contractor who does work for all three services, GFE was ware-
housed at a cost of $79,000 1n 1985. This equipment included 1,545 sTE
1tems, valued at about $10 million, for use on active contracts. Some of
the items had been in the contractor’s warehouses for over 15 years
When we brought this matter to the attention of a top contractor offi-
cial, he issued a directive for a thorough review of all warehoused sTE
items. This review has so far indicated that much of the equipment may
be excess and available for use elsewhere or for disposal. For example,
out of 263 STE items retained for over 15 years, 256 1items valued at
about $1.8 million were considered excess to the contractor’s needs
Between 1980 and 1983, an Army contractor acquired 47 pieces of plant
equipment valued at over $1 6 million under four contracts. This equip-
ment was provided to develop and manufacture fuzes for the Multiple
Launch Rocket System Work on two of the contracts—which required
the use of 42 of the pieces of equipment, valued at about a million dol-
lars—was completed over 2 years ago, and work on all four contracts
has been completed for over a year. Contractor-use records from Jan-
uary 1984 to November 1985 show that the 47 items had a collective use
rate of 1.2 percent. Only 13 pieces of equipment had been used for pro-
duction purposes, and then only 4.4 percent of the time. A government
contract administration official said that he believed that most of the
equipment was excess to future needs. Three Army commands are cur-
rently trying to decide what to do with the equipment

At an Air Force contractor, a sample check of 37 OpPE items valued at
about $27,000 showed that many of the items were being kept even
though the items were apparently in excess. For example, a $1,750 video
recorder was not being used and, when we questioned 1t, it was declared
excess by the responsible supervisor Also, we noted that three cameras
priced at $900 were located 1n a storage cabinet. The contractor official
responsible for the equipment said that the cameras were surplus and
would be declared excess when he had the time
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At another Air Force contractor who 1s involved in the research, devel-
opment, and production of seilsmic equipment, equipment valued at
about $863,000 had been acquired by the Defense Advanced Research
Projects Agency to monitor underground nuclear explosions and other
seismic events of interest. The equipment, not used since the later 1970s,
when the United States signed the underground nuclear test ban treaty,
was placed in storage in 1980 It stayed in storage until May 1985, when
the Air Force decided to assemble and refurbish three seismic moni-
toring systems using equipment stored at the contractor. In February
1986, the contractor estimated that only about $75,000 worth of the
stored equipment would be used, leaving a balance of about $788,000 to
be excessed.

Contractor and Defense officials often did not adequately evaluate the
continued need for particular types of equipment. We found that, at
most of the contractors reviewed, equipment was routinely transferred
from contract to contract without any documented assessment of needs.
The following are some examples:

One poOD contractor who does work for all three services had retained
817 STE 1tems valued at about $1.2 million under a no-cost storage con-
tract to support potential spare-parts requirements and future produc-
tion orders. However, 72 of them had been in the warehouse for 9 years
or longer. After we questioned the continued need for these items, a top
contractor official agreed to look into the matter. The Navy official
responsible for the storage contract with the contractor stated that he
was not surprised with our finding since, historically, the contractor had
been reluctant to declare equipment excess. In January 1986, he told us
that the contractor was taking action to dispose of some of this
equipment.

At one Navy contractor, the amount of OPE has stayed constant at about
$2.1 million for many years because it has been rolled forward from one
facilities contract to another. Our review of the OpPE showed that the gov-
ernment had apparently not required the contractor to make a needs
assessment for this equipment. As a matter of fact, we found that about
$420,000 worth of oPE could not be located, because the contractor did
not maintain adequate control over the equipment. The contractor has
requested and received relief from accountability for these items.

One Navy contractor has routinely transferred equipment used for its
torpedo-production contracts from one contract to the next without a
needs assessment to justify retention. This contractor said that he does
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not believe that the contractor is responsible for reporting excess equip-
ment and, if there is any potential future use, he intends to hold on to
equipment until obsolescence. We believe that some of this equipment 15
probably in excess of the contractor’s needs. For example, 36 items,
valued at $770,000, had been in storage for an indeterminate length of
time. Also, a utilization report 1dentified that 15 of 114 items had not
been used in 9 months.

Contractor and Defense officials do not always take timely actions to
dispose of GFE declared excess to government needs. For example.

At one Navy contractor, 354 pieces of OPE and STE equipment, valued at
$4.5 million, had been excess to contract needs since as far back as 1977.
The contractor had requested disposition instructions from the prime
contractor, but failed to follow up when no disposition instructions were
received. The contractor has just now initiated action to dispose of the
equipment.

At an Army contractor, 24 items of OPE, valued at about $45,000, had
been in storage for 3 to 15 months. The contractor had not advised gov-
ernment property administration personnel of this situation However,
contractor officials told us that the OPE 1tems were excess to needs and
that the contractor now plans to request disposition instructions for all
the items.

A Navy contractor retained 39 OPE items valued at about $1.4 million in
his warehouse for over 4 years. Although the contractor repeatedly
asked the Navy for disposition instructions, the Navy did not respond,
reportedly because of reorganizations and reassignments of key
personnel.

At an Air Force contractor, equipment valued at about $30,000 was
declared excess to government contract needs between September 1983
and July 1984. Although the contractor repeatedly requested disposition
instructions from Air Force project managers, such instructions were
never provided. In 1985, the government property administrator
decided to no longer wait for disposition instructions for this excess
equipment and declared it surplus. The equipment is now in the process
of being discarded.

Liack of GFE Management at
Headquarters

At the present time, there 1s no centralized management of GFE at the
headquarters level. Instead, management 1s vested in the Defense Gov-
ernment Property Council, supplemented by focal points within each of
the services.
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In lieu of the central office recommended by the Subcommittee in 1981,
Defense established the Council in April 1983 As we pointed out 1in our
1985 testimony, this Council 1s understaffed, operates only on an ad hoc
basis, and has no authority to direct the services to take corrective
action where appropriate. Furthermore, it does not have the information
it needs to manage GFE effectively For example, 1t does not know

how much GFE has been and currently 1s 1in the possession of contractors,
how much new equipment 1s being acquired by and for contractors each
year;

how much equipment 1s transferred annually from government to con-
tractor inventories,

how the equipment 1s being used—whether for research and develop-
ment, production, or service work; and

how much equipment 1s being disposed of annually.

At the present time, most of this information can be obtained only by
contacting each of the contractors individually. Since there are over 900
defense contractors with GFE, this is a time-consuming process For
example, although the Subcommittee requested information on GFE use
and disposal actions in mid-November 1985, the Council did not provide
the information until March 1986. Furthermore, the information was not
complete, because the Army has not yet furnished all of 1ts input

DOD has only recently recognized the need to collect and maintain such
summary information. It is developing a data base for operation by
property managers—the “DoD Industrial Property Management
System.” DOD expects that parts of this system should be operational by
June 1986, with other parts to be phased 1n as soon as possible

We endorse DOD’s action in this area However, we believe that the new
system will not be totally satisfactory. For example, it will not account
for the amount of equipment that is being transferred annually from
government to contractor inventories, as work previously done by ser-
vice personnel 1s contracted out to the private sector. Our work dis-
closed that the value of such transfers may be significant, especially on
service-contract work. Also, we are concerned that DOD has not estab-
lished a target completion date for total system implementation. In our
opimion, this date should be not later than the projected 1989 completion
date for full implementation of DOD’s property accounting standards.

We noted similar problems at the services. Again, information on GFE 18
lacking, which makes 1t difficult, for example, to identify what progress
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has been made to implement DoD’s phasedown policy. Furthermore,
staffing of the GFE function is minimal. For example, the Army has no
full-time staff assigned to it at the headquarters level, and the Navy has
not yet replaced the only person who performed this function since his
retirement in early January 1986.

In our 1985 testimony, we agreed with the Subcommittee’s recommenda-
tion for an adequately staffed central office to improve management of
and accountability for government-furnished material and recom-
mended that it be extended to GFE. We still believe that the establish-
ment of such a central office at either the Office of the Secretary of
Defense (OSD) or at the service headquarters level 1s desirable.

In summary, DoOD and the services have made little progress since 1971
in implementing overall government policies which call for minimizing
the amount of equipment the government furnishes to contractors.
Major factors impeding progress, in our opinion, include

vagueness of FAR provisions, which have allowed government officials to
permit contractors to acquire new, general purpose equipment;

limited Defense efforts to motivate contractors to provide their own
equipment;

lack of sales of government-owned plants;

uncertainties about the legal authority to sell nonexcess GFE to holding
contractors;

madequate equipment acquisition guidelines, especially for service con-
tractors; and

continuing management oversight problems at field and headquarters
levels over the acquisition, use and retention, and disposal of GFE

We believe that greater progress to implement government GFE policies
could be made if

the FAR were rewritten to allow Defense to provide equipment to con-
tractors only under highly unusual circumstances which are clearly
defined, adequately controlled, and properly justified—leading us to
believe that Defense should incorporate the Navy’s new acquisition
policy, which calls for contractors to furnish equipment to the maximum
extent possible;

the Army and Navy made greater efforts to identify the government-
owned plants which could be sold;
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the Congress clearly defined GsA’s authority to sell Defense equipment to
holding contractors;

Defense established firm equipment-acquisition guidelines for service
contractors;

Defense better enforced the existing FAR on equipment acquisitions, use
and retention, and timely disposition; and

an adequately staffed central office for government-furnished property,
including GFE, were established at either the OSD or service headquar-
ters level.

As our work disclosed, without such actions, the management problems
and costs associated with them are likely to increase.
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Dollars in bilions

Army Navy _ AirForce __ DLA Others _ Total Total Plant
Year OPE IPE OPE IPE OPE IPE OPE IPE OPE IPE OPE IPE Equipment
1971 $0525 $0700 $0460 $0358 $0906 $0987 $0001 $0006 $0011 $0001 $1903 $2052 $3.955
1972 0576 0692 0275 0308 1448 0913 0001 0003 0011 0001 2311 1917 4.228
1973 0550 0653 0238 0304 1341 0828 0004 0004 0012 0001 2145 1790 3.935
1974 T 0659 0622 0258 0308 1462 0765 0006 0003 0013 0002 2398 1700 4.098
1975 0552 0617 0274 0311 0975 0746 0014 0003 0013 0001 1828 1678 3.506
1976 0619 0615 0265 0307 1424 0701 0003 0002 0013 0002 2324 1627 3.951
1977 0693 0680 0248 0281 0645 0633 0003 0002 0011 0002 1600 1598 3.198
1978 0772 0861 0352 0275 1383 0581 0003 0002 0011 0002 2521 1721 4.242
1979 1143 0787 0315 0248 1325 0546 0003 0002 0010 0002 2796 1585 4.381
1980 0901 0934 0293 0259 1343 0511 0003 0002 0010 0002 2550 1708 4.258
1981 0971 0935 0281 0247 1281 0484 0003 0003 0014 0003 2550 1672 4.222
1982 1124 1135 0652 0232 1422 0392 0003 0002 0016 0002 3217 1763 4.980
1983 1304 1217 0741 0222 1624 0324 0003 0002 0017 0001 3689 1766 5.455
1984 1477 1147 0781 0209 1763 0270 0003 0003 0022 0001 4046 1630 5.676

Source Report of Government (DOD) Facilities in Possession of Contractors (DAR B-311, C311), DOD
Summary
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Dollars in millons
Plant

ARMY:
Scranton Ammo Plant

Lone Star Ammo Plant

Kansas Ammo Plant
Hawthorne Ammo Plant
Radford Ammo Plant
Holston‘Arnmo Plant
Indiana ‘Ammo Plant

Milan Ammo Plant

Mississippt Ammo Plant
lowa Ammo Plant

Louisiana Ammo Plant
Lake Ctiy Ammo Plant
Longho'rn Ammo Plant

Sunflower Ammo Plant
St Lous Ammo Plant

Twin Ciies Ammo Plant
Volunteer Ammo Plant
Cornhu%ker An'1mo Ptant
Rlverbahk Ammo Plant

Badger Ammo Plant
Hays Ammo Plant

Ravennh Ammo Plant

Johet A*nmo Plant

|

Contractor

Chamberlain Mfg Corp
Day and Zimmerman

Day and Zimmerman
Day and Zimmerman
Hercules, Inc

Holston Defense Corp
ICl Americas, Inc

Martin Marietta Alum
Sales, Inc

Mason Chamberlain, Inc

Mason-Hanger, Silas-
Mason, Inc

Morton-Thiokol, Inc
Olin Corp

Thiokol Corp , Longhorn
Division

Hercules, Inc
Donovan Construction

Federal Cartndge Corp
ICI Americas, Inc

Mason Hanger, Silas-
Mason, Inc

Nlind , Inc (Norris Ind )
Olin Corp Winchester GP
Plant Factory and
Engineering

Ravenna Arsenal, Inc

Uniroyal, Inc

Plant Products
_location Sta_tEQ_ __produced  IPE and OPE STE  Total
Scranton, PA Active ~ Ammumiton  $499 $ $49.9
Texarkana, Actve  Ammunition 714 05 71.9
X
Parsons, K5 Actve | Ammunition 260 01 261
Babbitt, NV Actn(e B “vwf\rﬂrggrjltlgq o 203 . 20.3
Radford, VA  Active L _Ammunﬁu_qn L 91} 1 . 94.1
Klngport TN Active ~__ Ammuniton 608 . 60.8
Charlestown Active Ammunition 66 1 1 66.2
Milan, TN  Actve  Ammumttion 532 . ~ 53.2
__ Picayune, Mi A%:ttyé____ ~ Ammunition _@17_ B pé __ 102.5
Mnddletown Active Ammunition 357 03 36.0
10
Shreveport, Active Ammunition 790 . 79.0
LA
—fEdependeﬁceActlve Ammunition 1179 19 119.8
MO
Marshall, TX Active Ammunttion 93 . 93
DeSoto, KS  Active N /ﬁmrilggmpn ) 15§_1_ 01 )  59.2
St Louss, Inactive Ammunition 327 . 32.7
MO o ) B
New Inactive Ammunition 555 02 55.7
Brighton, MN S o
1(_)hattanooga, Inactive Ammunition 257 . 25.7
N
Grand lnactve  Ammunition 36 . 3.6
Island, NE ) o o o
Riverbank, Inactive 'Ammunition 332 . 33.2
Baraboo, Wl In'éc{m_e: i - Amn{b‘n_ltn_c;r}- o -—4.7 4 09 ' 48.3
Pittsburgh,  Inactive Ammunition 67 01 6.8
PA
gavenna, lnactve  Ammuniton 560 . 56.0
H
Jolet, IL lnact&é“ a Ammunmon 87 8 . 87.8
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Plant Products
Plant Contractor location  Status produced IPE and OPE STE Total
Newport Ammo Plant Mason-Hanger Newport, IN  Inactive Ammunition 265 . 26.5
Carbonyl lron Plant GAF Corp Huntsville, Active Iron powder 13 . 1.3
AL
Redstone Arsenal Morton-Thiokol, Inc Redstone Active Missiles and 92 . 9.2
‘Argsenal, AL ) i proge[lants
Detroit Arsenal Tank Plant General Dynamics Warren, Ml Active Tanks 58 0 59.2
Lima Army Tank Plant General Dynamics Lima, OH Active Janks 755 78 87.3
Tarheel Missile Plant AT&T Technologies Burlington,  Active Missiles 257 46 30.3
NC
Saginaw Arrcraft Plant Bell Helicopter-Textron Saginaw, TX Active Helicopters 80 25 10.5
Stratford Engine Plant AVCO Lycoming Stratford, CT Active Asrcraft and 380 49 429
o tar_lk engines
Phosphate Development  Tennessee Valley Sheffield, AL Inactive Chemical 73 . 7.3
Works Authority munitions
Total: 32 Army plants Total dollar value $1,446.8 $25.8 $1,472.6
A R FORCE:
AF Plant PJKS Martin-Marietta Waterton, Active Electronics $162 $380 $54.2
CO
AF Plant #3 McDonnell Douglas and  Tulsa, OK Active Aurcraft 108 . 10.8
Rockwell International components 34 . 3.4
o and overhaul
AF Plant #4 General Dynamics Ft Worth, TX Actve ~ Awcraft 479 480 95.9
AF Plant #6 Lockheed Marietta, GA  Active Arrcraft 352 238 59.0
AF Plant #19 General Dynamics San Diego,  Active Aircraft and 105 . 10.5
CA missile
] 7 7cor_n_ponernts 7
AF Plant #36 General Electric Evandale, Active Aircraft 537 16 55.3
OH i engines
AF Plant #38 Bell Aerospace Textron Porter, NY Active Lasers 16 22 3.8
AF Plant '#42 Lockheed 07 . 0.7
: Northrop 28 . 2.8
Rockwell 109 . 10.9
McDonnell Douglas Palmdale, Active Aircraft . . .
CA
AF Plant #44 Hughes Aircraft Tucson, AZ Actu'v_e" ‘Missiles ) 7 77 770 84.7
AF Plant #59 General Electric Binghamton, Active Avionics 18 . 1.8
NY
AF Plant #70 Aerojet Strategic Sacramento, Active Missiles 170 . 17.0
Propulsion
AF Plant #78 Morton Thiokol, Inc Brngham Active Missiles 142 1 14.3
City, UT
AF Plant #85 Rockwell International Columbus,  Active Aircraft 243 6 24.9
OH
Total: 13 Air Force plants Total dollar value $258.7 $191.3 $ 450.0
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Plant

NAVY:

Naval Wanmnn
navai vveapuii

Reserve Plant

Naval Weapons Industrial
Reserve Plant

Naval Weapons Industrial
Reserve Plant

Naval Weapons Industrial
Reserve Plant

Naval Weapons Industrial
Reserve Plant

w

Naval Wéapons Industnial
Reserve Plant

Naval Wéapons industnal
Reserve Plant

Naval Wéapons Industnal
Reserve Plant

Naval Weapons Industnal
Reserve Plant

+
Naval Weapons Industrial
Reserve Plant

Naval Industnal Reserve
Ordnance Plant

Naval industnal Reserve
Ordnande Plant

Naval Ingustrial Reserve
Ordnance Plant

Naval Industrial Reserve
Ordnance Plant

Naval Industnal Reserve
Ordnance Plant

Naval Industnal Reserve
Ordnance Plant

Page 39

Plant Products
Contractor location Status produced IPEand OPE  STE Total
Hercules McGregor,  Active Rocket - 348 $09 $5.7
X motors o
Teledyne, CAE Toledo, OH  Active Jet engines 68 . 6.8
Grumman Bethpage,  Active Aircraft $216 $1071  $128.7
NYe
Grumman "~ Calverton, Active Aircraft S
o NY® o o
Raytheon Bnstol, TN Active Missile 98 14 11.2
components
) - _ and radar ) o
Kaman Aerospace Bloomfield, Active Rotor blades 31 05 3.6
for
o helicopters o
General Offshore Corp St Croix, Active Electronics 38 . 3.8
o UsSvi (sonobuoys) o
Raytheon Bedford, MA  Active Missiles 22 346 36.8
McDonnell bouiélva;- St Lows,  Active Aircraft 400 1430  183.0
MO
LTVVought ~ Dallas, TX  Active Arrcraft 277 90  36.7
General Electnc ~ Pittsheld, Active Missile - 163 136 29.9
MA guldance
and fire
control
) o systems B )
Hercules Magna, UT  Active Missiles 99 083 10.2
FMC ~ Minneapolis, Active Missile 377 03 380
MN launching
systems and
o ) gun mounts L )
Lockheed Sunnyvale,  Active Missiles 485 1324 180.9
CA
General Dyhié}'hlégn ‘E&Ean?c”/i Active Missiles and 450 02 45.2
N o L gun systems B
Sperry Corp St Paul, MN  Active Fleet 33 05 3.8
computers
overhaul
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Naval Industrial Reserve E}iét_rﬁ;n?odak
Ordnance Plant

Naval Industrial Reserve _
Ordnance Plant

Naval Industrial Reserve -
Ordnance Plant

Total: 19 Navy plants

Plant Products
location Status produced I&Eﬂagd‘ O_P§ STE Total
rIi%lt\)(chester. Active Projectiles 12 06 1.8
" Cumberland, Actve  Msssle = 63 10 7.3
o MD _ propellants o B
Aerojet Solid Propulsion  Sacramento, Active Missiles 72 . 7.2
CA
T Total doliar value  $295.2 $445.4 $740.6

Grand total: 64 plants

Grand total dollar value $2,000.7 $662.5 $2,663.2

3The dollar amounts for the two Grumman plant locations represents equipment at both plants

The government-owned contractor-operated plants listed in this table have been identified by the ser
vices as being part of the Detense industnal reserve retained for national emergency as directed by
Public Law 93 155 (Defense Industrial Reserve Act of 1973)
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