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Internal Controls. The audit did not identify material internal control weaknesses as 
defined by Public Law 97-255, Office of Management and Budget Circular A-123, and 
DoD Directive 5010.38. See Part I for details of the internal controls reviewed and 
Part II for details of internal control weaknesses. 

Potential Benefits of Audit. We identified potential monetary benefits of about 
$348,950 and opportunjty to improve controls over Government-furnished silver 
(Appendix D). 

Summary of Recommendations. We recommended that the Navy, Air Force, and the 
Defense Logistics Agency procurement offices initiate action to obtain a return of silver 
on contracts where the silver requirement was overstated. We also recommended that 
the Services and the Strategic Defense lnitiative Organization provide guidance and 
establish procedures to ensure that silver is provided as Government-furnished material. 
Furthermore, we recommended that Lile Services and the Defense Logistics Agency 
procurement offices resolve residual and deficit balances of silver on completed 
contracts. On April 24, 1992, a modification to the "no-cost" storage contract was 
issued notifying Yardney that the contract would be terminated effective July 3, 1992. 
Therefore, we made no recommendation on this issue. 

Management Comments. The Army agreed to provide guidance and establish 
procedures to ensure that silver is provided as Government-furnished material on 
production contracts but not on research and development contracts. The Army also 
developed a procedure for contracting officers to monitor and document usage on 
disposition of Government-furnished silver and requested Yardney to return residual 
silver. The Navy directed contracting offices to review contracts and request a return 
of residual silver. The Navy also issued a memorandum on November 19, 1991, 
reminding the Navy contracting community to ensure that silver is provided as 
Government-furnished material on future contracts. The Navy believes that the 
administrative contracting office is responsible for property administration and contract 
closeout but agreed to initiate action to verify and resoJve residual and deficit balances. 
The Air Force initiated action to obtain a retum of silver on contracts where the silver 
requirement was overstated and issued a policy 1,1emcrandum reminding contracting 
officers to ensure that silver is provided as Government-furnished material. The Air 
Force issued guidance to contracting officers on the management of Government­
furnished silver and will meet with the contractor to resolve residual and deficit 
balances. The Strategic Defense Initiative Organization agreed in principle that silver 
should be provided as Government-furnished material but was not specific as to what 
actions were taken and did not provide estimated dates of completion. The Defense 
Logistics Agency agreed to initiate action to obtain a return of si lver where silver was 
overstated but not for the total amount overstated. The Defense Logistics Agency also 
agreed to resolve residual and deficit silver balance on completed contracts. 

We request that the Army, Navy, Strategic Defense Initiative Organization, and the 
Defense Logistics Agency provide additional comments to the final report by 
March 9, 1993. A discussion of the responsiveness of management comments is 
included in Part II of the report, and the complete text of management comments is in 
Part IV of this report. 
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Introduction 

obtained on the open market was valued at --,--...---(b)(4) Finally, we reviewed 
specifications, contract files, cost analyses, actu cost data, precious metal 
requisitions, storage contractor invoices, correspondence, and other related 
documentation for the period from FY 1979 through FY 1991. 

Audit Period, Location , and Standards. We performed this economy and 
efficiency audit from November 199 J to April 1992 in accordance with auditing 
standards issued by the Comptroller General of the United States, as 
implemented by the Inspector General, DoD. Accordingly, we included tests of 
internal controls as were considered necessary. Appendix E lists the activities 
visited or contacted during the audil 

Internal Controls 

We evaluated internal controls applicable to compliance with laws, regulations, 
and procedures for obtaining Government-furnished silver. Specifically, we 
reviewed contract files; Federal Acquisition Regulation (FAR); Defense Federal 
Acquisition Regul,\.tion Supplement (DFARS); and Army, Navy, Air Force, and 
Defense Logistics Agency regulations. In addition, we interviewed DoD 
procurement and contractor personnel. We also evaluated the internal controls 
over silver requirements, usage, and reporting at Yardney by analyzing its 
policies, procedures, production, and cost accumulation practices. The internal 
controls applicable to management of Government-furnished silver to Yardney 
were deemed to be effective in that no material internal control weaknesses were 
disclosed by the audit. 

Prior Audits and Other Reviews 

The Office of Inspector General, DoD, Report No. 92-083, "Controls Over 
Government-Furnished Precious Metals at J. F. Jelenko and Company, " 
April 29, 1992, found no reportable problems with the methods used to 
establish requirements for Government-furnished precious metals. 

The Office of the Inspector General, DoD, Report No. 88-189, "Controls Over 
Government-furnished Silver at Eagle Pitcher Industries, Inc.," August 5, 1988, 
verified that the contractor purchased commercial precious metals in place of 
less-expensive Government-furnished metals and that internal controls over 
Government-furnished precious metals were inadequate. The report 
recommended that Government-furnished silver stock be used in place of 
contractor-furnished silver, that Government-furnished silver balances be 
reconciled, that the use of contract clauses that waive the requirement to account 
for Government-furnished precious metal and residual scrap by contract be 
prohibited, and that clearer guidance concerning contracting officer and 
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Introduction 

administrative contracting officer responsibilities be issued. Management 
generaUy concurred with the report recommendations and initiated corrective 
actions. 

The Office of the Inspector Genera], DoD, Report No. 92-INS-0l, "Disposal of 
Excess Personal Property in the Department of Defense," October 4, 1991, 
stated that the contracting activities failed to include DFARS 
clause 52.208-7004, "Notice of Intent to Furnish Precious Metal as 
Government-Furnished MateriaJ," in .solicitations for listed Federal supply 
groups. The report recommended that the Director of Defense Procurement 
direct the Military Departments to establish procedures and provide oversight to 
ensure inclusion of DFARS clause 52.208-7004 in solicitations requiring 
precious metals. The Director of Defense Procurement concurred with the 
recommendation and initiated corrective actions. 

Other Matters of Interest 

The Defense Authorization Act for FY 1993 authorized disposal of excess silver 
from the National Defense Stockpile. The disposals must avoid undue 
disruption of the usual markets of such materials and must not adversely affect 
the capability of the National Defense Stockpile to supply silver necessary 
during a national emergency. 
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Finding B. Procurement of Silver on the Open Market 

Headquarters, Space Systems Division, the Air Force Materiel Command; the 
Ballistic Missile Organization; the Marine Corps Systems Command; and the 
Strategic Defense Initiative Organization; provide guidance and establish 
procedures to ensure that silver is provided as Government-furnished material 
on future contracts in accordance with Defense Federal Acquisition Regulation 
Supplement 208.73, "Use of Government-owned Precious Metals." 

Management Comments. The Director, Army Contracting Support Agency, 
partially concurred with the finding. The Army concurrence with the 
recommendation was limitoo to production contracts because the language use.d 
in the second sentence in DFARS subpart 208. 7302, "Policy," requires DoD 
Components to use Government-furnished precious metals on production 
contracts. The Army Strategic Defense Command issued guidance instructing 
contracting officers to ensure that if precious metals are required in the 
manufacture of items to be delivered under a contract, the clause at OF ARS 
252.208-7000 will be incJuded in the solicitation. The Army nonconcurrence 
applies to contracts for research and development that the Army interprets as not 
being included in the guidance. 

The Navy issued a memorandum on November 19, 1991, reminding the Navy 
contracting community to follow DFARS policy for precious metals. The 
Office of the Deputy Assistant Secretary of the Air Force (Contracting) 
concurred and issued a policy memorandum that reminds contracting officers of 
their responsibilities under DFARS 208. 73. 

SDIO concurred with the finding in principle and stated it had "inadvertently" 
omitted the DFARS clause 252.208-7000, "Intent to Furnish Precious Metals as 
Government-Furnished Material," from the contract. 

SDJO nonconcurred with the loss estimate and stated: 

We understand that the loss estimate involved a market price 
estimation at the time a very ·mall subcontract on an 
$83 million effort was performed, and therefore that there 
may be some indefiniteness in the potential loss estimate. 

Audit Response. We consider the Army comments to be partially responsive. 
We agree with the action that the Army Strategic Defense Command has taken 
to inform contracting officers to include the clause at DFARS 252.208-7000 in 
solicitations for manufactured items containing precious metals. Although 
DF ARS 208. 7302, "Policy," requires DoD Components to furnish recovered 
precious metals contained in the DISC inventory to production contractors 
whenever it is in the Government interest, the policy does not exempt research 
and development contracts from using Government-furnished 
precious metals. DFARS subpart 208.7302 states, that "DoD policy is for 
maximum participatjon in the Precious Metals Recovery Program." Further, 
subpart 208. 7305, "Contract Clause," states: 

U~e the clau ·e 252.208-7000, Jntent to Furnish Precious 
Metals as Government-Furnished Material, in ill 
(underl ining added) solicitation ancl contra ·ts except--
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Finding B. Procurement of Silver on the Open Market 

(1) When the contracting officer has determined that the 
required precious metals are not available from the DISC; 

(2) When the contr-dcting officer knows that the items being 
acquired do not require precious metals in their manufacture; 
or 

(3) For acquisitions below the small purchase threshold in 
FAR 13.000. 

Based on DFARS 208.7302 and 208.7305, the decision to use Government­
furnished precious metals is based on a determination of what is in the best 
interest of the Government, not the contract type. We request that the Army 
reconsider its position and provide additional comments to the recommendation. 

The SDIO comments were not specific. DoD Directive 7650.3 requires that 
planned corrective actions be described, including actions already taken and 
estimated dates for completion of planned actions. The comments do not state 
what actions were taken or provide estimated dates of completion. We ask that 
SDIO provide a more specific response to the recommendation. 

SDIO disagreement with the loss estimate was based on an apparent lack of 
understanding of how monetary benefits were determined in the report. The 
market price was not estimated as stated in the SDIO comments. The price was 
based on the price of silver charged to the work order by the contractor (see 
Appendix B) _ The comparative price was based on the DISC. pr'ce for si1ver for 
the same period. The loss on the contract was based on the difference between 
U1e price actually paid and the price Government-furnished silver would have 
cost. 

The Navy and Air Force comments are responsive and no additional comments 
are required. 
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Finding C. Inter11al Controls Over 
Government-Furnished 
Silver 

Physical, accounting, and administrative controls over Government 
silver furnished to Yardney were inadequate because procurement offices 
and prime contractors did not comply with the FAR and did not establish 
sufficient internal control procedures. These inadequacies contributed to 
-(b)(4) troy ounces of Government silver that was excess to Yardney's 
requirements (sec Finding A). In addition, residual and deficit silver 
balances improperly remained on Yardney accounts for up to 12 years. 

Background 

Under FAR 45.502, "Contractor Responsibility," the contractor is responsible 
for all Government property, including Government property in the possession 
of a subcontractor. In addition, the contractor is responsible for reporting all 
Government property beyond the amount needed to complete full performance 
under the contract. According to FAR 4.804-5, "Detailed Procedures for 
Closing Out Contract Files," contract files should not be closed before the 
evidence of property clearance report is received. This action is intended to 
ensure that Government property beyond the amount needed to complete full 
performance of the contract does not remain on the records of the contractor. 

Controls and Responsibilities 

DoD procurement offices authorized Government-furnished silver to be 
requisitioned through DISC to be issued to Yardney. Both DISC and Yardney 
maintained a physical silver inventory at Handy and Harman, Incorporated, a 
storage contractor. 

The buying command initiated a requisition authorizing DISC to transfer a 
specific silver amount to the Yardney account. A paper transaction reduced the 
DISC balance and increased the Yardney balance, but no silver was physically 
moved. Al this point, Lhe Government-furnished silver losl its itlenlily antl was 
commingled with Yardney silver within its account. 

The actual physical movement of silver occurred when Yardney received new 
silver in its raw and vendor-fabricated form, such as silver foil, expanded mesh, 
and strip. Yardney converted silver bullion into silver powder, whereas Handy 
and Harman, Incorporated, and other vendors converted silver bullion into 
fabricated materials. 

15 
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Finding D. Storage Contract 

metals. Both Handy and Harman Incorporated, and Engelhard Corporation, 
the two other storage contractors for DISC, meet this requirement. Both 
storage contractors also have a basic purchasing agre mcnt that covers assaying 
and upgrading precious metal. 

The Yardney no-cost storage contract required Yardney lo store, maintain and 
protect Government-owned silver only. Yarclney has no basic purchasing 
agreement covering shipping, receiving, assaying and upgrading precious 
metals. 

Justification 

DISC did not properly justify awarding a no-cost torage and accountability 
contract with Yardney. Specifically, the use of existing storage fac.·ilities, the 
impact on competition and property administration, and the hidden costs were 
not justified. 

Stor~ge Facilities. Handy and l-lar111an, Incorporated, <1nd the Engelh(lrd 
Corporation have pool or transfer accounts with 90 percent of the Government 
contractors and customers who use silver. These pool accounts simplify 
shipments of precious metals. According to a November I , 1989, Defense 
Logistics Agency memorandum, the precious metals industry recognizes only 
Handy and Harman, Incorporated, and the Engelhard Corporation as precious 
metals banks. The industry does not recogniz Yardney as a precious metal 
bank, and Yardney does not operate as a bank. 

Competition. Yardney is the only storage contractor who is also a battery 
manufacturer. Competitors claimed to the administrative contracting officer 
that there was unfair competition because they do not enjoy the advantages of an 
on-site storage facility. One advantage is the reduced lead time in acquiring 
Government-furnished silver. Having an on-site storage facility ensures that a 
sufficient quantity of silver is on hand to begin production immediately. Other 
contractors must wait for delivery of Government-furnished silver. In addition, 
battery manufacturers without an on-site storage fac i lity experience increased 
business costs. 

Prope11y Administration. DCMAO is responsible for aclministralive functions 
necessary for accounting and accountability of Government-owned property. 
The contract requir s Yardney to have silver available in a quantity equal to th 
quantity recorded as Government-owned property. However, DCMAO cannot 
ensure that Yardney has a quantity of silver that is equal to the Government­
owned property. 

Yardney has silver in the form of bullion, strip, and powder. Yardney 
commingles like properties without marking containers to identify Government 
property. Commercial firms provided silver to Yardney for their contracts 
through Handy and Harman, Inc01vorated, which has a commercial relationship 
with Yardney for silver. Handy and Hannan, Incorporated , did not identify 
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Fmdmg D. Storage Contract 

silver shipments to Yardney as either Government or commercial nor did they 
identify the shipment to a contract number. Yardney records were the sole 
source of accountability. 

On December 15, 1988, DFARS 245.612-3, "Special Storage at the 
Government's Expense," was changed to read that all storage contracts will be 
fully funded and separately priced to include all allocable costs. Despite this 
guidance, the Yardney no-cost contract states that nothing in the contract 
precludes Yardney from including an allowable portion of costs as part of the 
price or cost under Government contracts or subcontracts. Thus, the costs to 
store property are obscured. 

Conclusion 

The existence of a no-cost contract with Yardney left the Government open to 
allegations of unfair competition. In addition, the contract presented potential 
risks to the Government due to the unfavorable financial condition of Yardney. 
We presented the results of our audit to contracting officials at DISC on April 
20, 1992. 

On April 24, 1992, DISC issued a modification to the storage contract notifying 
Yardney in writing that the contract would be terminated effective 
July 23, 1992. For this reason, no recommendation was made. 
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Part III - Additional Information 
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Appendix E. Activities Visited or Contacted 

Office of the Secretary of Defense 

Assistant Secretary of Defense (Production and Logistics), Washington, DC 
Strategic Defense Initiative Organization , Washington, DC 
Inspector General , Defense Criminal Investigative Service, Arlington , VA 

Departn1ent of the Army 

Assistant Secretary of the Army (Research, Development, and Acquisition), 
Washington, DC 

U.S. Army Armament Research , Development, and Engineering Center, Picatinny 
Arsenal, NJ 

U.S. Army Strategic Defense Command, Huntsville, AL 

Department of the Navy 

Strategic Systems Programs, Washington, DC 
Space and Naval Warfare Systems Command, Washington , DC 
Naval Sea Systems Command, Arlington, VA 
Navy Supply Systems Command, Arlington , VA 

Naval Supply Center, Norfolk, VA 
Navy Ships Parts Control Center, Mechanicsburg, PA 

Naval Regional Contracting Center, Philadelphia, PA 
Naval Regional Contracting Branch, Falls Church, VA 
Naval Surface Warfare Center, Crane, IN 
Naval Undersea Warfare Center, Newport, RI 
Naval Coastal Systems Center, Panama City, FL 
Navy Aviation Supply Office, Philadelphia, PA 
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Appendix E. Activities Visited or Contacted 

Department of the Air Force 

Office of the Deputy Assistant Secretary of the Air Force (Contracting), Washington, 
DC 

Air Force Systems Command, Andrews Air Force Base, MD 
Headquarters, Space Systems Division, Los Angeles, CA 
Ballistic Missile Organization, Norton Air Force Base, CA 

U.S. Marine Corps 

Marine Corps Systems Command, Quantico, VA 
Marine Corps Systems Command, Washington, DC 

Defense Activities 

Defense Contract Audit Agency, Hartford, CT 
Headquarters, Defense Logistics Agency, Alexandria, VA 

Defense Industrial Supply Center, Philadelphia, PA 
Defense Contract Management Area Operations Hartford, CT 
Defense Contract Administration Services Management Area, Cleveland, OH 
Defense General Supply Center, Richmond, VA 

Non-Defense Activities 

AeroVironment, Incorporated, Simi Valley, CA 
AT&T Bell Laboratories, Whippany, NJ 
AT&T Technologies, Incorporated, Greensboro, NC 
Beech Aircraft Corporation, Wichita, KS 
Boeing Defense and Space Group, Seattle, WA 
Boeing Defense and Space Group, Vandenberg Air Force Base, CA 
Contraves USA, Simulation and Systems Integration, Tampa, PL 
Department of Energy, Albuquerque, NM 
Ernst and Young, Hartford, CT 
General Dynamics, San Diego, CA 
Hughes Aircraft Company, Fullerton, CA 
Hughes Ground Systems Group, Fullerton, CA 
ITT Defense, Clifton, NJ 
TIT Defense, Fort Wayne, IN 
Litton Instruments and Life Support, Davenport, IA 
Lockheed MissiJes and Space Company, Palo AJto, CA 
Lockheed Missiles and Space Company, Sunnyvale, CA 
McDonnell Douglas Space Systems Company, Huntington Beach, CA 
New Mexico State University, L1s Cruces, NM 
OECO Corporation, Milwaukee, OR 
Orbital Sciences Corporation, Chandler, AZ 
Pennsylvania State University, State Coll ge, PA 
Sandia National Laboratories, Albuquerque, NM 
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Appendix E. Activities Visited or Contacted 

Non~Defense Activities (cont I d) 

Sandia National Laboratories, Livermore, CA 
United Technologies, San Jose, CA 
Westinghouse Electric Corporation, Cleveland, OH 
Westinghouse Electric Corporation, Annapolis, MD 
Yardney Technical Products, Incorporated, Pawcatuck, CT 
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Appendix F. Report Distribution 

Office of the Secretary of Defense 

Under Secretary of Defense for Acquisitions 
Assistant Secretary of Defense (Production and Logistics) 
Comptroller of the Department of Defense 
Director of Defense Procureme.nt 

Department of the Army 

Secretary of the Army 
Inspector General, Department of the Army 
Auditor General, Army Audit Agency 

Department of the Navy 

Secretary of the Navy 
Assistant Secretary of the Navy (Financial Management) 
Comptroller of the Navy 
Auditor General, Naval Audit Service 

Department of the Air Force 

Secretary of the Air Force 
Assistant Secretary of the Air Force (Financial Management and Comptroller) 
Auditor General, Air Force Audit Agency 

Defense Activities 

Director, Defense Contract Audit Agency 
Director, Defense Logistics Agency 
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Non-Defense Activities 

Office of Management and Budget 
General Accounting Office 

National Security and lnternational Affairs Division, Technical Information Center 

Appendix F. Report Distribution 

Chairman and Ranking Minority Members of the following Committees and 
Subcommittees: 

Senate Subcommittee on Defense, Committee on Appropriations 
Senate Committee on Armed Services 
Senate Committee on Governmental Affairs 
House Committee on Appropriations 
House Committee on Armed Services 
House Committee on Government Operations 
House Subcommittee on Legislation and National Security, Committee on 

Government Operations 
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Fmal Report 
Reference 

Page 11 

Page 12 

IU.D-ltt 

DEPARTMENT Of' THE ARMY 
or,1c11 o, THt ···••TANT •11c111TA•Y 

U.9. Atl.MY CONTlltACTIN°I 9UPPOIIT AGIINCY 
•- LtllS9UIUI PIICS 

,ALL9 CHU.CH. VIIIGINIA U0•1 UOI 

U AUS a· 

KEKORANDUK POI TB& INSPtCTOI GEHEAAL, Dt?AllTNINT or DtflNSI, 
(AUDITING}, 400 AJUCY NAVY DIIVI, 
llLINGTON, VIIGINIA 22202-2184 

SU"!JECT1 Draft Audit Report on Control• over Govern■ent 
rurni1hed Prectou1 Netal1 at Yardney Technical 
Product■, Incorporated (Project No. lCD-0054.01) 

1. l1fer1nce it aad• to your June 17, 1992, ■e■orandu■, 
aubject al abov1. 

2, Me hav1 r1vl1ved the 1ubj1ct draft report and hav1 obtained 
co-•nta fro■ th• u.1. Ar■y Strate9ic Def1n1e co-•nd and th• 
U.S. Aray ftltttlll co-and. 

3. Wt offer the follovin9 co-•nt11 

a. rindln9 a (page 17). Partially concur. The Strategic 
Ptf•n•• Conand (SOC) •v•rdtd only ont of tht thrt• proc~r•■tnt 
action,. Two of the action• vere contracted for by other 
a9encle1 a1 a retult of Nilltary Interdepartaental Purch••• 
Requ11t1 fro■ SDC. IDC dld avard contract DASG60-8t-C-OOt1 for 
the developaent of a tar9et ay1te■ and flight t••t• (not for 
hardware), Under thia contract, al la the ca,e in ■o•t 
research and develop■ent efforts, the contractor purcha•e• and 
•••••bl•• equipaent d1t1raln1d to bt n1c,,1arr to perfor■ 
,t~dlea, aiaulationa, etc. Th• contract deliverable 11 • 
report providing an analyal• of th• teat re1ult1. The language 
in DPlll Subpart 201,71 and the clauat at DfMI 252.208-7000 
appear• to b• directed toward production contract• (l,e., 
contract, under vhich aanufactured ltea1 ar• to be delivered). 

b, 1ecoa11endatlon (pa9e 11)1 Concur. SDC l••u•d guidance 
on July 24, 1992, ln1tructln9 each Contract1n9 Officer to 
ensure that if precioua ■etala vlll bt required ln the 
■anufacture of lte■• to be delivered under a contract, th• 
clause at DrMS 2S2.201-7000 11 included in the aolicitatlon. 
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THE A8818TANT SECRETARY OP THE NAVY 
(AHearch, Oe~r~tnt ~ Acqur,111011) 

WASHINGTON, D.C. 20350-1000 

SEP 251992 

MEMORANDUM FOR THE INSPECT(')R GENERAL. DEPAJtTMENT OF DEFENS~ 

Subj: DRAFT AUDIT REPORT ON CONI"ROLS OVER GOVERNMFNI' 
FUllNlSHED PRECIOUS MBTALS AT YAJIDNBY TFCHNJCAL 
PRODUCl'S, INCORPORAT5D (PROJ'ECI' NO. ICl)-()()54.01) 

Ref: (a) DODIG Memo of 17 Jun 92, same subj 

Bnct: (1) DON Response to Draft Audit llq,ort 

This ia in response to refemice (a) concemlna the procurement and mana,emcnt of 
Government f'umished silver. We genenlly a,ree with IJie draft report findings and 
recommendations. Al outlined in the comments in Enclosure 0) the Navy lw taken action 
to ensure adequate inana,emei,t control of 1imilu contracts in the future. 

Copy to: 
NAVlNSOEN 
NAVCOMPT (NCB-S3) 
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DEPARTMENT OF THE AIR ,oRC! 
MUIDOVAIIITlll9 ■l"AC. AND Mle .. L■ • .,.,., ... CINYIIJII CAl'NCJ 

LO■ ANO■'-n, CIA 

a, JIil 19iZ 
PROII: PlC 

SDBJ: Control• over Oovern.m■nt-Purni■hed Prtolou■ Metal• 

T01 aeolplento ot aHC/P~ loroni■~1onal P•l107 Letter■ 

1. A NClnt Doil 10 AlldU. Jl■P91"\ 1dtnUfhel lnatano■ Vblrt IMIJ1na ottlooe 
ra11•d to lnlVl"I ooaplllAO■ v1tb th■ ~D pol107 on tr11ta1ot or Government• 
fllrllitbed pr1olou1 Nt&l■• 

2, Tb■ OoD r1R Supplement Subpart 208.T3 requ1r11 uxi■u■ participation 10 
th PNolou■ Metal■ Jl■oo••l'Y Pr0111r■• (PMJIP). DoD 11rodu0Uon oontraotora 
■ut t,1H recoured preoioua ••t•la t\lral■h■d b7 the Qov1rnM11t. unltH t.b■ 
Contract1111 orr1c1r det.trein•• 1t 11 not 1D th■ b■at tnurut or tbs 
Oourn .. ot. to do ,o. ni, l>■ ttDH Otilh■UOD 11111 DltPOHl Manual, ~D 
-160,21•M pro•ldtl d■ta1a on PKJIP, 

:s. Contracting O(t'iOll'I IUlt if!IIIN that the OOftt l'&OtOl't coeply VHh thtU 
d1Nou,.. and ahould ■ontt.or ■Dd rullJ ■11lu1t1 tile u11 or GoYtrDMnt• 
t'lirnl1h1d prtc1ou1 ut■l• prior to contract clo11out.. 

,,,_\ol'■ Ot IIIVlllf I POll01 co■■1tt■• 
l)CS/Coatr■att111 
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	Internal Controls. The audit did not identify material internal control weaknesses as defined by Public Law 97-255, Office of Management and Budget Circular A-123, and DoD Directive 5010.38. See Part I for details of the internal controls reviewed and Part II for details of internal control weaknesses. 
	Potential Benefits of Audit. We identified potential monetary benefits of about $348,950 and opportunjty to improve controls over Government-furnished silver (Appendix D). 
	Summary of Recommendations. We recommended that the Navy, Air Force, and the Defense Logistics Agency procurement offices initiate action to obtain a return of silver on contracts where the silver requirement was overstated. We also recommended that the Services and the Strategic Defense lnitiative Organization provide guidance and establish procedures to ensure that silver is provided as Government-furnished material. Furthermore, we recommended that Lile Services and the Defense Logistics Agency procureme
	Management Comments. The Army agreed to provide guidance and establish procedures to ensure that silver is provided as Government-furnished material on production contracts but not on research and development contracts. The Army also developed a procedure for contracting officers to monitor and document usage on disposition of Government-furnished silver and requested Yardney to return residual silver. The Navy directed contracting offices to review contracts and request a return of residual silver. The Nav
	We request that the Army, Navy, Strategic Defense Initiative Organization, and the Defense Logistics Agency provide additional comments to the final report by March 9, 1993. A discussion of the responsiveness of management comments is included in Part II of the report, and the complete text of management comments is in Part IV of this report. 
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	Intro
	Part I -Introduction 
	Figure
	obtained on the open market was valued at --,--...---(b)(4)Finally, we reviewed specifications, contract files, cost analyses, actu cost data, precious metal requisitions, storage contractor invoices, correspondence, and other related documentation for the period from FY 1979 through FY 1991. 
	Audit Period, Location , and Standards. We performed this economy and efficiency audit from November 199 J to April 1992 in accordance with auditing standards issued by the Comptroller General of the United States, as implemented by the Inspector General, DoD. Accordingly, we included tests of internal controls as were considered necessary. Appendix E lists the activities visited or contacted during the audil 
	Internal Controls 
	We evaluated internal controls applicable to compliance with laws, regulations, and procedures for obtaining Government-furnished silver. Specifically, we reviewed contract files; Federal Acquisition Regulation (FAR); Defense Federal Acquisition Regul,\.tion Supplement (DFARS); and Army, Navy, Air Force, and Defense Logistics Agency regulations. In addition, we interviewed DoD procurement and contractor personnel. We also evaluated the internal controls over silver requirements, usage, and reporting at Yard
	Prior Audits and Other Reviews 
	The Office of Inspector General, DoD, Report No. 92-083, "Controls Over Government-Furnished Precious Metals at J. F. Jelenko and Company," April 29, 1992, found no reportable problems with the methods used to establish requirements for Government-furnished precious metals. 
	The Office of the Inspector General, DoD, Report No. 88-189, "Controls Over Government-furnished Silver at Eagle Pitcher Industries, Inc.," August 5, 1988, verified that the contractor purchased commercial precious metals in place of less-expensive Government-furnished metals and that internal controls over Government-furnished precious metals were inadequate. The report recommended that Government-furnished silver stock be used in place of contractor-furnished silver, that Government-furnished silver balan
	administrative contracting officer responsibilities be issued. Management generaUy concurred with the report recommendations and initiated corrective actions. 
	The Office of the Inspector Genera], DoD, Report No. 92-INS-0l, "Disposal of Excess Personal Property in the Department of Defense," October 4, 1991, stated that the contracting activities failed to include DFARS clause 52.208-7004, "Notice of Intent to Furnish Precious Metal as Government-Furnished MateriaJ," in .solicitations for listed Federal supply groups. The report recommended that the Director of Defense Procurement direct the Military Departments to establish procedures and provide oversight to ens
	Other Matters of Interest 
	The Defense Authorization Act for FY 1993 authorized disposal of excess silver from the National Defense Stockpile. The disposals must avoid undue disruption of the usual markets of such materials and must not adversely affect the capability of the National Defense Stockpile to supply silver necessary during a national emergency. 

	Findings and Recommendations 
	Part II -Findings and Recommendations 
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Figure
	Headquarters, Space Systems Division, the Air Force Materiel Command; the Ballistic Missile Organization; the Marine Corps Systems Command; and the Strategic Defense Initiative Organization; provide guidance and establish procedures to ensure that silver is provided as Government-furnished material on future contracts in accordance with Defense Federal Acquisition Regulation Supplement 208.73, "Use of Government-owned Precious Metals." 
	Management Comments. The Director, Army Contracting Support Agency, partially concurred with the finding. The Army concurrence with the recommendation was limitoo to production contracts because the language use.d in the second sentence in DFARS subpart 208. 7302, "Policy," requires DoD Components to use Government-furnished precious metals on production contracts. The Army Strategic Defense Command issued guidance instructing contracting officers to ensure that if precious metals are required in the manufa
	The Navy issued a memorandum on November 19, 1991, reminding the Navy contracting community to follow DFARS policy for precious metals. The Office of the Deputy Assistant Secretary of the Air Force (Contracting) concurred and issued a policy memorandum that reminds contracting officers of their responsibilities under DFARS 208. 73. 
	SDIO concurred with the finding in principle and stated it had "inadvertently" omitted the DFARS clause 252.208-7000, "Intent to Furnish Precious Metals as Government-Furnished Material," from the contract. 
	SDJO nonconcurred with the loss estimate and stated: 
	We understand that the loss estimate involved a market price estimation at the time a very ·mall subcontract on an $83 million effort was performed, and therefore that there may be some indefiniteness in the potential loss estimate. 
	Audit Response. We consider the Army comments to be partially responsive. We agree with the action that the Army Strategic Defense Command has taken to inform contracting officers to include the clause at DFARS 252.208-7000 in solicitations for manufactured items containing precious metals. Although DF ARS 208. 7302, "Policy," requires DoD Components to furnish recovered precious metals contained in the DISC inventory to production contractors whenever it is in the Government interest, the policy does not e
	U~e the clau ·e 252.208-7000, Jntent to Furnish Precious Metals as Government-Furnished Material, in ill (underlining added) solicitation ancl contra ·ts except--
	(1) When the contracting officer has determined that the required precious metals are not available from the DISC; 
	(2) When the contr-dcting officer knows that the items being acquired do not require precious metals in their manufacture; or 
	(3) For acquisitions below the small purchase threshold in FAR 13.000. 
	Based on DFARS 208.7302 and 208.7305, the decision to use Government-furnished precious metals is based on a determination of what is in the best interest of the Government, not the contract type. We request that the Army reconsider its position and provide additional comments to the recommendation. 
	The SDIO comments were not specific. DoD Directive 7650.3 requires that planned corrective actions be described, including actions already taken and estimated dates for completion of planned actions. The comments do not state what actions were taken or provide estimated dates of completion. We ask that SDIO provide a more specific response to the recommendation. 
	SDIO disagreement with the loss estimate was based on an apparent lack of understanding of how monetary benefits were determined in the report. The market price was not estimated as stated in the SDIO comments. The price was based on the price of silver charged to the work order by the contractor (see Appendix B)_ The comparative price was based on the DISC. pr'ce for si1ver for the same period. The loss on the contract was based on the difference between U1e price actually paid and the price Government-fur
	The Navy and Air Force comments are responsive and no additional comments are required. 
	Finding C. Inter11al Controls Over Government-Furnished Silver 
	Physical, accounting, and administrative controls over Government silver furnished to Yardney were inadequate because procurement offices and prime contractors did not comply with the FAR and did not establish sufficient internal control procedures. These inadequacies contributed to -(b)(4)troy ounces of Government silver that was excess to Yardney's requirements (sec Finding A). In addition, residual and deficit silver balances improperly remained on Yardney accounts for up to 12 years. 
	Background 
	Under FAR 45.502, "Contractor Responsibility," the contractor is responsible for all Government property, including Government property in the possession of a subcontractor. In addition, the contractor is responsible for reporting all Government property beyond the amount needed to complete full performance under the contract. According to FAR 4.804-5, "Detailed Procedures for Closing Out Contract Files," contract files should not be closed before the evidence of property clearance report is received. This 
	Controls and Responsibilities 
	DoD procurement offices authorized Government-furnished silver to be requisitioned through DISC to be issued to Yardney. Both DISC and Yardney maintained a physical silver inventory at Handy and Harman, Incorporated, a storage contractor. 
	The buying command initiated a requisition authorizing DISC to transfer a specific silver amount to the Yardney account. A paper transaction reduced the DISC balance and increased the Yardney balance, but no silver was physically moved. Al this point, Lhe Government-furnished silver losl its itlenlily antl was commingled with Yardney silver within its account. 
	The actual physical movement of silver occurred when Yardney received new silver in its raw and vendor-fabricated form, such as silver foil, expanded mesh, and strip. Yardney converted silver bullion into silver powder, whereas Handy and Harman, Incorporated, and other vendors converted silver bullion into fabricated materials. 
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	Figure
	Figure
	Figure
	Figure
	metals. Both Handy and Harman Incorporated, and Engelhard Corporation, the two other storage contractors for DISC, meet this requirement. Both storage contractors also have a basic purchasing agre mcnt that covers assaying and upgrading precious metal. 
	The Yardney no-cost storage contract required Yardney lo store, maintain and protect Government-owned silver only. Yarclney has no basic purchasing agreement covering shipping, receiving, assaying and upgrading precious metals. 
	Justification 
	DISC did not properly justify awarding a no-cost torage and accountability contract with Yardney. Specifically, the use of existing storage fac.·ilities, the impact on competition and property administration, and the hidden costs were not justified. 
	Stor~ge Facilities. Handy and l-lar111an, Incorporated, <1nd the Engelh(lrd Corporation have pool or transfer accounts with 90 percent of the Government contractors and customers who use silver. These pool accounts simplify shipments of precious metals. According to a November I, 1989, Defense Logistics Agency memorandum, the precious metals industry recognizes only Handy and Harman, Incorporated, and the Engelhard Corporation as precious metals banks. The industry does not recogniz Yardney as a precious me
	Competition. Yardney is the only storage contractor who is also a battery manufacturer. Competitors claimed to the administrative contracting officer that there was unfair competition because they do not enjoy the advantages of an on-site storage facility. One advantage is the reduced lead time in acquiring Government-furnished silver. Having an on-site storage facility ensures that a sufficient quantity of silver is on hand to begin production immediately. Other contractors must wait for delivery of Govern
	Prope11y Administration. DCMAO is responsible for aclministralive functions necessary for accounting and accountability of Government-owned property. The contract requir s Yardney to have silver available in a quantity equal to th quantity recorded as Government-owned property. However, DCMAO cannot ensure that Yardney has a quantity of silver that is equal to the Government-owned property. 
	Yardney has silver in the form of bullion, strip, and powder. Yardney commingles like properties without marking containers to identify Government property. Commercial firms provided silver to Yardney for their contracts through Handy and Harman, Inc01vorated, which has a commercial relationship with Yardney for silver. Handy and Hannan, Incorporated, did not identify 
	silver shipments to Yardney as either Government or commercial nor did they identify the shipment to a contract number. Yardney records were the sole source of accountability. 
	On December 15, 1988, DFARS 245.612-3, "Special Storage at the Government's Expense," was changed to read that all storage contracts will be fully funded and separately priced to include all allocable costs. Despite this guidance, the Yardney no-cost contract states that nothing in the contract precludes Yardney from including an allowable portion of costs as part of the price or cost under Government contracts or subcontracts. Thus, the costs to store property are obscured. 
	Conclusion 
	The existence of a no-cost contract with Yardney left the Government open to allegations of unfair competition. In addition, the contract presented potential risks to the Government due to the unfavorable financial condition of Yardney. We presented the results of our audit to contracting officials at DISC on April 20, 1992. 
	On April 24, 1992, DISC issued a modification to the storage contract notifying Yardney in writing that the contract would be terminated effective July 23, 1992. For this reason, no recommendation was made. 
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	Appendix E. Activities Visited or Contacted 
	Office of the Secretary of Defense 
	Assistant Secretary of Defense (Production and Logistics), Washington, DC 
	Strategic Defense Initiative Organization, Washington, DC 
	Inspector General, Defense Criminal Investigative Service, Arlington, VA 
	Departn1ent of the Army 
	Assistant Secretary of the Army (Research, Development, and Acquisition), Washington, DC 
	U.S. Army Armament Research, Development, and Engineering Center, Picatinny Arsenal, NJ 
	U.S. Army Strategic Defense Command, Huntsville, AL 
	Department of the Navy 
	Strategic Systems Programs, Washington, DC 
	Space and Naval Warfare Systems Command, Washington, DC 
	Naval Sea Systems Command, Arlington, VA 
	Navy Supply Systems Command, Arlington, VA 
	Naval Supply Center, Norfolk, VA 
	Navy Ships Parts Control Center, Mechanicsburg, PA 
	Naval Regional Contracting Center, Philadelphia, PA 
	Naval Regional Contracting Branch, Falls Church, VA 
	Naval Surface Warfare Center, Crane, IN 
	Naval Undersea Warfare Center, Newport, RI 
	Naval Coastal Systems Center, Panama City, FL 
	Navy Aviation Supply Office, Philadelphia, PA 
	Department of the Air Force 
	Office of the Deputy Assistant Secretary of the Air Force (Contracting), Washington, DC 
	Air Force Systems Command, Andrews Air Force Base, MD 
	Headquarters, Space Systems Division, Los Angeles, CA 
	Ballistic Missile Organization, Norton Air Force Base, CA 
	U.S. Marine Corps 
	Marine Corps Systems Command, Quantico, VA 
	Marine Corps Systems Command, Washington, DC 
	Defense Activities 
	Defense Contract Audit Agency, Hartford, CT 
	Headquarters, Defense Logistics Agency, Alexandria, VA 
	Defense Industrial Supply Center, Philadelphia, PA 
	Defense Contract Management Area Operations Hartford, CT 
	Defense Contract Administration Services Management Area, Cleveland, OH 
	Defense General Supply Center, Richmond, VA 
	Non-Defense Activities 
	AeroVironment, Incorporated, Simi Valley, CA AT&T Bell Laboratories, Whippany, NJ AT&T Technologies, Incorporated, Greensboro, NC Beech Aircraft Corporation, Wichita, KS Boeing Defense and Space Group, Seattle, WA Boeing Defense and Space Group, Vandenberg Air Force Base, CA Contraves USA, Simulation and Systems Integration, Tampa, PL Department of Energy, Albuquerque, NM Ernst and Young, Hartford, CT General Dynamics, San Diego, CA Hughes Aircraft Company, Fullerton, CA Hughes Ground Systems Group, Fullert
	Sandia National Laboratories, Livermore, CA United Technologies, San Jose, CA Westinghouse Electric Corporation, Cleveland, OH Westinghouse Electric Corporation, Annapolis, MD Yardney Technical Products, Incorporated, Pawcatuck, CT 
	Appendix F. Report Distribution 
	Office of the Secretary of Defense 
	Under Secretary of Defense for Acquisitions Assistant Secretary of Defense (Production and Logistics) Comptroller of the Department of Defense Director of Defense Procureme.nt 
	Department of the Army 
	Secretary of the Army Inspector General, Department of the Army Auditor General, Army Audit Agency 
	Department of the Navy 
	Secretary of the Navy Assistant Secretary of the Navy (Financial Management) Comptroller of the Navy Auditor General, Naval Audit Service 
	Department of the Air Force 
	Secretary of the Air Force Assistant Secretary of the Air Force (Financial Management and Comptroller) Auditor General, Air Force Audit Agency 
	Defense Activities 
	Director, Defense Contract Audit Agency Director, Defense Logistics Agency 
	Non-Defense Activities 
	Office of Management and Budget General Accounting Office National Security and lnternational Affairs Division, Technical Information Center 
	Chairman and Ranking Minority Members of the following Committees and Subcommittees: 
	Senate Subcommittee on Defense, Committee on Appropriations Senate Committee on Armed Services Senate Committee on Governmental Affairs House Committee on Appropriations House Committee on Armed Services House Committee on Government Operations House Subcommittee on Legislation and National Security, Committee on Government Operations 
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