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UNITED STATES GO ENT

Memorandum

T

FROM

SURJECT:

Boads of Divisiens and Offices, BOQ pDaTe: Adgust 11, 198]

Managars of Oparatious

Jabhn A. Derry, Directer
Divisian aof Conetruetion lupply.

ROTIFICATION OF COMPLETION OF GAD ANDIT THRODGH 30, 1938
CHME:SRH

Inclosed are copies of the Gemaral Aceomting Offtes official
notificetion ¢f completion of audit through June 30, 1958 cowvaring
AEC-direct activities and coet-type contiactors.

Appropriate action should be taken to dispose of Tecords which
have beem retsined pending the receipt of this notification and
whick axe otherwiss sligibls for dispoual in sccordancs with
prepcribed retention pericds published in ABC Manual Appandix 0230,
the bandbook on Recoxds Dispositicm,

It should ba voted that the second paragraph of the snclosed QAD
latter xegarding monthly trgnamittals of racoxds covering payments
to carriexs for trauesportation sexvices applies omly to ARG direct
activities. Cost-type contractors® freight and express bills re-
guired by GAD are transmitted on a gquarterly basis in accordance
with AZC Mamusl Chapter 1130.

Enclosure =
Cy ltr to ABC fm GAD, 8/2/61
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UNITRED STATES CENRWAL ACCOUNTIRG OFFICK

Washington 25, D. C.

Civil Accounting and
Anditing Division Auguet 2, 1961

Mr, Dom "l' lm. ﬂﬂtﬂllﬂ
9. 5. Atomic Energy Comission

Washington, P. C.
Daar ¥r. Burrows:

Pursuant to tha provisions of Chaptax 2000, Bectiom
2060.20, Tirla 3 of tha Caneral Aocounting Offica Policy mé
Procedurse Manugl for Guildases of Padaral Agancies, this is
te advisa you that the Gessral Accovmting OFflcve oudit of
the Atemdc Energy Commiseion has basn completed throughk
June 30, 19358.

In accordamce with the provisions of 8§ GAG 3030.40,
voucher-schedules amd aupporting basie docxments covering
paymeats to carriers for traosportatiom ssrvices should ceo~-
tinue to be trmusnittsd each month, after the diasbursing
officer's account curreat or statemsnt of transactions has
basn recomcilad and approved by the agency, co:

Opsrations Bramch
Tranaportation Division

J. 8. Gmaral Accounting Offica
Weshiogton 25, b. €.

It should bs uaderstood that this advice of audit com=
plation is not & statecent of settlement of the acoountability
of ths GComuission's accountable officers but is issued for
the parposs of loplsmenting the records dispesiticn progrem
af tha Comsission and its contractors.

Sincerely yours,
{s/ Azthur L. Litke

Asslntant Mrwoter
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Memorandum

O ‘ Heads of Divisiona amd Offices, W} DATE: Septexber 12, 1960

TEEST
‘Folm A , Diractor

Divisiom of Constructiom amd Supply, BQ

* BOTIFLCATION OF COMPLETION OF GAO AODIT THROUGH JUNE 30, 1957
CBME:TJP

Enclepad are coples of rha Ganaral Accounting Office official
notification of completion of audir through Jons 30, 1957
covaring AEC-diract sctivities snd cost=type contractors.

Appropriste action chould be taken te dispose of records which
have boun reteined pending the raceipt of this notificarion
and which are otherwiss eligibls for disposal in accordance
with prascribed retention pariods published fm Chapter 0230,
ARC Mannal.

Enclosore =
Cy 1t to AEC fm QAD, 9/6/60
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P URITED STATES GENEBAL ACCOUNTING OFFTCE
¥

WASHINGTCN 25, D. C.

Civil Accommting and
Anditing Division Saptamber 6, 1360

Mr. Dom 8. Burrows, Controller
U. 8. Atomic Ensergy Coumission
Washington, D. C.

Dear Mr. BurTowra:

Pursuant to the provisioms of Chapter 2000, Section
2060,20, Title 3 of the General Accounting Office Policy
and Procedures Manual for OQuidance of Fadaral Agsoacies,
this is to advise you that the Tsnersl Accoumting Office
audit of the Atomlc Boergy Commission has haen conplataed
through Juna 30, 1957.

1t should be undearstood that this sdvice of aundit com-
pletion is not a statsment of settlmeent of the account-
ability of the Commnission’s accountable officers but is
fesuad for the purpose of implementing the records dis-
position proziwm of the Commission and its comtractors.

fincersly youra,
fe/ Arthur L, Litke

Arthor L, Litke
Asaistant Directer
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UNELASSIFIED ARC 166/22

Jayary 21, 1960 COPY HNO, 2R

ATOMIC ENERGY COMMISSION

AEC-WIDE INTERNAL AUDIT PROGRAM

Nots by tha Seeretary

The Gemeral Manager has requested that the attached memo-
randum and report from the Controller be circulated for the

information of the Commisplon.

W, B, MaCool
Secretary

DISTRIBUTION COPY NO.
Secretary 1
Commisaioners 2 =6
eéneral Manager E
Deputy Gen, Mgr.

Asst, Gen. Mgr., g
Asat. Gen., Mgr. IA 10
Asat, Gen. Mgr. Mfg. 11
Asst, Gen, Mgr. R&S 12
Asat,. Gen. Mgr. REID 13
Asst. Gen. Mgr. Adm, 1} - 1
Bipance . . 16 - 1
D. ¢, Office 19 = 21
Senretariat 22 - 28
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. UNCLASSI¥IRD
Oﬂir:e MW@M%% « UNITED STATES GOVERNMENT

A. B, Luslecke PATE: December 10, 1959
Gonatal Hanager

Don 6. Burcows
Contratiec 2@

STATUS REPURT - ARC-HIDE INIERNAL ATDHT PRICRAM

The AEC Internal Audit Prograsm fe o cfigoidicent factor fu the systan
thecugh which AEC contrels its opositiizos wnd thosa of its contzactscs.
Sioca your direct coatacts with thw AES exdit unflartaking are rather
infrequant, 1 am cartala that you will be datarested in readiog ti:s
attached report by the Asststent Contveller €ad Auditing oo develsy-
ments duxing the past year.

As the xeport indicates, AEC audicing sccivities ranged from standapd
verifications of cash disbursements to the disclosure of foeffective
and ipadequate busineas practices smd the discovery of bribary and
fraud, BSuch a wide sphere of coverage 1a indicacive of a dynawle du-
ternal audit program and provides assurance toe all who bave besn Gu-

" 'trusted with the stewardship of AEG's vast rescurces that tha fleomalzf

integrity of its operations have been subjected te close scruiiny axé
criticel review.

One point which I would 1ike to emphasize la thar while suditing eooe
sistently produces sizeable dollar savings te the Government, partfeeg=
lorly in commection with overhead billings of contractors, I 4o met
conglder that this is the principal purpose of AEC'a interonl sudit
program, Of greater fmportence are the improvementa achieved in chs
various business practice areas subjecited to sudit plus the deterzemz
effect provided by knowledge that all business practices will be
perlodically reviewed,

In the aggregate, wa can take pride {n s highiy competent and profec-
slonal audit undartaking while ar the same time recognirzing chet thacs
are certain areas which still require attentica, such as overhead cewis
and financial control of 5N matarials. The Hesdquarcers audic scafd,
in discharging fte vesponaibility for providing technical guidence amd
survelillance over fleld aodic acrivitiss, will be continuously alact
to iwproving and strengthening fnternal auditing in order that it may
wost effectively contribute to the financisgl administration of the
artgmie energy enterprise.

Aftar you have bad sn opportunity co read the report, I would likz o
arrange a mesting at your convenlenca in oerder chat wa may discuss ¢he
reporkt and the auditc program generaiily,

Attachment:
RBeport

—— - A——————————




VHCLASSIFIED
Report by Assistant Controllar for Awditing
-. On AEC-i{de Audit Activities for FY 1959

This report on the AFC~uide audit undertaking summarizes recent develope
ments affecting the ABC audit program, and the organization and staffing
for carrying it out, It also prasents the highiights of pudits comducted
throughout AEC during fiscal year 1939,

-

AEC Andi¢ Progran

Sinca the inception of the AEC intersal sudit program im January 1953
there has been po changs in the basic audit policy chat internal suditing
be an element in the administration of opsgatioms parformed by ARC and
ics cost~typa contractors, exclusive of tsebnical operatioms, During

the past year, howaver, three aignifdecant Seveiopments have taken place
that affacted the menner in which the poldey ks carried out.

Firae, in the lipght of expsrience geicad to dace, provision was made dor
a reduction in the required frequemcy of audits, fn lieu of the smuc(
audit of all business practices and procedures beretofore raquired, owfigy
. those activities sssential to minlewn finsneial comtrol must now be
subjectad to annnal review. Other activities will be axeminad with soch
frequency as the Minmagers of QOperations determine to be necessary, norxmeiby
every two or threa years. Additionally, latitude was provided to Managere
of Operationa, within the broad principles establiszhad, to deternmina ¢he
acope and extenelvencss of audits of contractor and Aras Office activitdes
under their jurisdiction. It is contemplated that theses modifications
I1;1!1.1‘]. reewlt in 2 more productive audit designed to better fulfill the sweds
of mepagement, while at the seme time assuring elimination of unoezessasy
or excessive audit coverage,

The eecond development comcerns completion of the ABC Audit Handbook whilech
wag prépared pursuant to the requiremsnta of the ABC Management Directive
System for developing detailed guldelines in implementation of established
policy. Inasmuch &g the Bmdbook will be used primarily in the field, Che
vievs of the Qperations Offices were solicited and incorporated in the
final product, The Audit Bandbook ia wow being circulated in Headguarters
for ccordination with interested Headquarters divisicns to wmutuelly assure
that there 13 no unnecessary overlap or duplication between the awdits

and the appraisals of other ataff divisionms,

. Finally, as diacussed later im this yeport, ag audit of SN materials im
research and with licensees wes inaugurated for the purpose of eliminatcing
the andit qualification appearing im AEC's Anmual Financial Report.,

grgamization and Respomeibilitica

Responsibility for carxying out the AEC Interunal Audit Program is assigned
in pert to the Controller and in part to the Managers of Operations Qffices.

The Centroller's auditc staff exercises overall directior of the program
including evaluation of and reporting on the technical rsompetence of the
Operations Office audic scaffe, Addicfonally, the Controllerfs staff
audirs direcc activities of the Operations Offices, direct sctivities of
Ileadquarters, Headquarters administered cantracts, and gsuch other speefal
examinationg as the Controller may direet,

-2 -
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UNCLASSIFIRD

The Operaticns Office audit staffa aye xesponsible for passing upem the
propriaty of expenditures and adaquacy of finmncial controls of che 54
malor operating comtractora whose accounts sre intagrated with thosa of
AEC, as well as the wmore then 350 cost-iype aon-integrated comtractors

and thair cost-type subecentractors., Ths suditors also review and report
oo inctegrated contractore' business prectices ia such areas as procure-
manca and' contracting, property acd fmventory, perscnal services and ,
traval, snd finsncisl sccounting and xeportizg. Paralleling the Head-
guarters sphere of rasponsibilicy, they sodic Area Dffice direct activitias
end evaluate the competancea of cootractsrs Anternsl exdit staffs as well

an pexforming diverse spacisl purposs sxdite Tanging from the communicy
dispopal programs at Ook Ridge =nd Haaford co the mining Leasea ac Grand
Junction.

It im AEC"a policy to encourage ite mifor cpevsting coniractora to pro-
vide for an interpal avdit of contract operations. However, the actosi -
audic responsibility assumed by them 1s a maiter for megotiation and L8
covered in the contract provisicns. Curreatly, 22 wajor contractors fheve
sgreed to end are actuslly carrying cut internal sudits of thelr owm eoge
tract oparations, mmong whom are such large comserciial corporations am

du Pout, General Electrie, FPhiiiips Petroleum, Unjop Carbide, Western
Elactric, and Wastinghouse, Brookhaven is the omly one of the aducaciomal
and research imsritutions which has aatsblished an #nternal audit progTam,
although others such as the University of Califorunis and Argonne parform
some Auditing of comtract szpenditurssa. These intagngl audit programc
provide an,effaptive addition to the contrantor's aystem of incernal coc=
trolp, sod we have foumd that eonsidarabla reliance can be placed upon
them by AEC in discharging its own andit ruponni.biiil:ian.

Staff

: |
A staff of 29 profesaional audirors was attachad to Headquarters, ons
lasa than tha preceding year, To achieve maximmn ataff utflizarion =2nd
minimize travel time and traval gxpanses, 18 of cthass sspioyeze ara
parmangntly Atationad at saven of the Operations Jf¥icem, with the eudico
of tha other 5 affices (Schensctady, Sevemnah River, Locklamd, ILdaho
and Grand Junction) beinpg carried out o an {tinarsat baata,

The Oparationa Qffiees smployed 154 suditors &t .Iun’t 30, 1959 as comparad
with 170 a year earlier, while thes nuwsber of zuditors on conktractors®
internal audit staffs (131} ramainad at substantially the same laval,
The reduction in*Operations OfEice auditore im ovan greater than the
£iguras indicate ginces two now offices wars established at Piptsburgh

/and Lockland im tha intarim paricd with am ipcreass pf 1 apd 2 yespec-
tively in the number of audirers parmansatly aseigned to those locations,
The downward adjuatmant in ataffing Lavals vesulted principally from two
factora: the audit atreteh-out discusssd earlier in this repoxt, and =
genaral improvemsmt in the contractor activitiaes being audited resultingz
in leos audit effort baing vequirsd to. complets the werk,

The presdant AEC-wlde audif compleaent ie ganerally adequats Lo dlascharge

the existing audit workload although thers are staff iwbalances at certain
offican, The Schenectady and Hanford etaffe have been unable to maintain
thair audits o A eurrent basis and have litcle hope of doing so wlthout

an inerorss of at least two anditors at each office, The M¥ew York OfEflce

i3 shorrhanded to spproximately the same extemt, although this situation
hI:li been genersted ia pirt by the fact that the three auditors at Brookhaven

L 3 - I
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UHCLASSIFIED

and the ona auditor at Princeton are attached to the Area Managers' staffs.
The placing of these enployess under the dirvect supervision of the Wew York
Office Audit Branch Chief would provide greater flexibility in making andic
aspigumente and assure full utilizacion of their aervices on audit sattexs,
A reduction of approximately three suditors io the Savaonah River staff of
fourteen could be effected. One factor which lsads to thia comelusiom 1a
the indicated diminfehment in madit workload at that office, Additionally,
the fregquemcy of functfonal audits could ba reduced conafatent with present
::ﬂhﬁ-;:h and grebter utilizetiom could be made of do Pont's internal
t 8.

DAYLSES t
Twenty-nins suvdits of Beadquartexs direci sctivities were completed during
the past year. Seventeen of thess sudiis wers for the purpose of mtfrl.ng
sxpenditures under Headquarters adminietered cpst-type contracts and
ineluded contricts partaining to construction of tha Germantosm building,
and contracts smterad finto by the Offics of fpecial Projacts in connsction
with the September 1958 exhibit at Ganeva on FPeacoful Uses of Atomic Energy.
One of the latter was with Beynolds=Feal Corp., the sudit of which was
performod in Hew York City and Milan, Italy, where the principal recorda
wera maintained, The audit questioned the propriety of mors than 133 of
tha 166,000 total coste and devaloped certain imformation which indicated
the possibility of fraud, ¥or this reason the gudit findings wetre eommn-
icated to tha Joint Committee ¢n Atpmic Energy and to the U. 8. Deparimant
of Josties for its reyiew snd conslderation of what further action ghould
ba token, Hubzaquently the Reynolds-Feal Corp. offarad $21,913 in z2atcle-
went qf the Covernment's elaim againet it and the Departmant of Juakice
qumludtd that it would be in the bast interests of tha Goversment toc
acceapt this offer,

The remaining twelve audits relsted principally to the $478 milliom of
expendituras by Cemtral Accounts Braonch, a special study of telephops
charges at Cermantown, and review of the Isotops Equlpment Granta Program
of the Divisisom of Bilology and Medicine,

The prepomderdnce of Central Accounts Branch expenditures were for the
procurapent of raw materlals from foreign and domesptic sources., In sddition
to ascertaloing that espenddtures for this purpose wers in accerdsnce with
contractual provisions, thy auditors also pasiicdpated iz the Filnapes Livisio
reviews of propored new comiracts and comtrace anmduma-

The special telephone study revealed that mouthly charges had increaszed
from 530,000 in Dctobexr 1957 {pre~Germantosn) to 559,000 in Jume 1958
{post Garmntm} The principal veasens for the higher cost were an
increase in wonthly equipwent xental charges from $9,000 to $26,000 and
# 1007 incresspe iw the cost of long diatance toll calla from 311,000 to
§22,000. TYollowing the audit, economy measures were introduced with the
result that sgeipment rentzl charges bave beem Teduced approximeately
43,000 a montl and lomg distdnce toll calls are approximately §15,000 a
wonth lasa then » Fyear ago,

The audit of eyolpmest grantse pointed up an pbarpce of clearly defined
eriteria for reviewing submitied proposals amd a failure to veview final
grant reports to determine adhersnce to the grant conditfons, Procedoral
revisions axe beling inatituted to correct thess and other fipdings aet
forth in the amdfif Teport.
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UNCLASSIVIRED

Busingsa Practices of the Operationa Officaes

Audiea of Oparationg Offica dixect activicisa resvltad in the issuance of
39 reporta to the cognizant Operating Divisfon Directors covering 48
functions apd containing over 100 disclosutes of various typas indicating

a need foxr corzactive actiom. The most prevaleot weaknasses were a need
for wore adequately documenting the recowd of ¢omtract actions taken, and
the necessity for inproving records apd comtrols of government property

in the hands of non-inteagrated contzamstore. Two scross the board aodits
wars carriad out simultanecuply at £11 Opexszisas Offices, Oue provided
for ipguixy into the budgetery and Sinmcial aspects of comstruction
projects apd indicated that finencial snd admivdstrative controls at ail
offices were gendrally in sccordapcz with AP0 taquirements and that acticms
taken wexe on 8 timely basfs. The principel respects in which Improvenents
ware ipdicated to be nacessary wera: (a2} Zpafdactive use of project .
dixectives g3 an aid In contrelling comstivetion pwojects) (b) delaya in .
cloping cut completed congtructlon projecte; {c} insdequate financial comtrel:
ever agd inaccurate aceounting for geoexsl plsze praject funds; and (&} Ainguf-
ficlent documentation to indicate_complimnce with zequired administrative
proceduras.

The other across the board sudit related to Soutce and Kuclear materiszls
in resesxch and with licensees, The audit Indfzated that the method of
valuing SN materials in resecaxrch is oot uniform at all offices, the
accurecy aof the results produced by the designated method i{s questionabls,
and the prescribed annual surveys by the Division of Ruclear Materials
Manggement on whom reliance was baeilng placed for wverification of quantitise
were Dot all parformed. As to SN materiale with licenpees, the examinsrios
discloged a mmber of deficiencles in the basic systen sod procadures whiech
govern the processing and recording of licenses transactiona. Principal
aoong these were sn absende of provisions for adequate phyaical control
over materials in the hapdas of licenpees and a nedd to develop a more
scourate end gimpli £ ied method for valuing licensze inventories. Those
reeponsidle for these areas of activity have been apprised in order that
appropriate corraective measures way be inatituted.

In addition to the foregoing, each Operations Office’s financisl atatemcrnin
wers verified and theixr comsolidation at Headquarters raviewed. These
Teylews in conjmction with those of integrated contractors comducted by
the Operations Offices, provided the basis for cercifying to the finangial
integrity of the Commission's FY 1959 Anwual Finamelal Report. As in prior
yearna, however, it was pecessary to again imclwde 8 qualification with
respect to SN weterisls in visw of the deficiancice disclosed by the
previously nentioned audits in thia ares.

The year-end Teyiew alse included verification of the June 30, 1959
obligatiemy reported by sech Operations Office for fnclusiom in the
annual report on the status of AEC appropriasticns, (Prior to FY 1959
this xeport was gubwmilted to Congress and cartifisd by the AEC Chairméin:
commencing in FY 1959 it was submitted by the Finance Division direstily
o the Treagury Pepartment.) In contrasc with FY 1958 when audit adjust-
ments approximated 910 millicn, the obligstions at June 30, 19359 were
correctly reported by all offices except two, Chicago's obligations were
overstated by $181,000 due to inclusisn of genersl plant proflects contem-
plated but not authordzed ss of Juns 30, 1959, angd .Now Wenk's obligaticno
were understated in the smount of $1,182,000 bacauge «of # wikeundarstanding
'by Wew York as to which of its contractes should be forysxd financed and
the proper method of eatabliphing the doliaxr level of gorwerd £inencing
te be provided, Tn both ingtances adjustments weze effected .and the
affloes wors appriged of the apolicable regulaifons for future guddance.
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ustion of it formance b rations QOffices
Individual sppralsal reports aye being iezued by the Coutroller's sudit
staff evaluating each Operations Offica's audit sctivities during FY 1959.
In the sggregate these repoxts indiceie thet the Operations Qffice audit
wmdertaking fulfilled the requizements of the ARC Intsernsl avdit propram,
and in its sxecution svidencad a high degree of technical end profesaional
competence on the pazt of tha sudit ateffs, By and large all iwmportent -
activities were sudited énd adequaisly sovered, including wverification
of allowability and rasscmablenese of axpanditures, Furthermors, resulte
of the audit were fully diasclosed im zodit reporis.

There wvare nevertheless some instsncas whsxse the audit coverage was net
satisfactory. At SBevannab Rivex, the sudiz did not include a detexrmina-
tion of the applicebility to the coutrect of the du Pont geperal and
administrative expenses tllocated therecn. At Chicago, the audit of
Brush Berylliwm Co. failed to disclose that the comtractor, contrery to
specific contractuel provisions, wes diverting sisesble quentities of
bexyliivm for use in his commercial operatiom. Additionally there was
a backlog in suditing st Bchenectady, HMenford, apd New York which cen be
sttributed primerily to inadequate staffing. At Pittsburgh, the other
coffice where a backlog existed, moticeable progresa was made in reducing
the audit arrearage during the past year and it im expected that ths
remaindaﬁ; of the sudit backlog will be sliminated by the close of fiscal
yaar 1960. '

The mudt frequently recurring problems affecting technicel audit per-
formance were wndue delays la reporting audit reeults end ineffaciive
utillzation of contractor internal audit efforts. To sagplat io espoditing
report issuvence at Chicago, Sen Framciseco, Lockiend, and Pittsburgh, it
was suggested that lass formal. type reports be utilized where circume
stences warrant snd that comelderation be given to reporting more fre-
quenily on vmaller segments of the operstiom. At New York, reports have
baen issuad promptly, but distributieon bae besn wnduly limdied with the
repult that all Interestad parties have not racelvad timely kmowlsdge of
the audit resulis,

As to mtilization of contrector internal sudit sfforte, ac Sayvannah Biverx
and Albuguarque there 1g need for cloeser coordinetfon to arrange fox
doverailing tha AEC sod contractor audit achadulss, while at Pittsburgh
and Banford acceptsmce of the contractors work without independent y=rifi-
cation to establish a basias for relisnce is contrary to AEC sudit policy
and fundamental auditing principles. At Lockland utflization of General
Electric and Pratct & Whimey sodir efforts by ARC auditors has baen
serioualy hemparad becauge of refusal to sllow them free accese to the
cantractors' audit workpapers. Continuing efforte are being made at
thesa locations to arrive at more sstigfactory arrangesents which will
agsure maximum uvtilization of the eonivactora' internal audit afforis.

1 tha atione OFFlcas

The more than 350 reports on audits of Integrated and non-integratad con-
tractors® financial activicias indicated that, for the most part, expendi-
tures mada wera propsar, in accordance with contractual provisfons, snd
correctly documantsd, Thare were, nevertheless, a number of instances
whers costs claimed were found to ba In excess of allowable amounts,
resulting in significant coat raductlons a2 illustyated by the followlng.
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From a review of the Combustion Engineering Inc. accoumting aystem, the
Schenectady auditors ¢oncluded that the exieting method of distributing
overhoad wae not equitable. Radistribuiion of coete om & more acceptsble
baels resultad in savings to ABD of $450,000, Ia thie some contract the
suditors questicned the contractor's proposed method of apportioming it
booe dffice general and adminietracive sxpenccs on the groumds that it
did not accurately weasuzs the becefits darived, As a result, the pro-
posed rates were reducad ssveral percentege poluts, and this reduction
when spplied to total zoseze incurrad o feta xepressnts a saving In auceqs
¢f 41 willion, Purthermors, other fadarsl agsucies, who heve contracts
with this asse prganizacion, have been advisad of the audit xesults and
will updoubtedly achisve propoxtioosts taductions in thelr own costs.
{Cost reductions are being achieved fxom cverimad audits at all Qpera-
tions Dffices.)

The certified costa of plant constxuction and sxpemsion undertaken by
uranium concentrate contractors at Grand Juncifion were audited and
reduced $519,000 producing & sayving of $211,000 in amortization pay-
menttd (the balance representing cocts in oxcess of the maximm allow-~
able in the contract). Disallowancas under formula typa production
contracts at this same location totallsd moxe than $144,000.

Audits at Albuquerque produced nuperous savings such as unallaowsble
employee fringe bemefite of §125,796 under the General Elsctric Co. cou-
tracty ymallowsble legal and accounting fees of $20,939 under the contesct
with Edgerton, Germeshausen and Greer Incj and overpayments to Holmea

ahd Narver Inc. of home office indirect charges tocaling 5181,889%.

At New Iork, the audit disclosed that fwproper charges hed besn billad
by Metals Research and Development Corp, A company officilal wunsuc=
cassfully attenpted to have the facts coacasaled by offaring the audince
a bribe; the bribs actempt was raported to the FBI, the officlal was
prosecuiad, and he 1s now serving & Jail santencs.

There were better than-#90 Hmdividoal awdit.findiags in the 237 fwac-=
tional reports iasuad in FY 193%9,--a subsiential portion of which yelaisd
to wealmadeés'in partigular ‘detaile,‘as-opposad to hasdc.procadural . dzfi-
clendies*or' inadequate everal]l coarréls, Among-itha mors significaat
exceptiova‘eo this gedaril-bbservation were-ths-following, representing
The mostifprayalent curngﬁt*mluu in ocoptractor husiness practices
requiiding’ corrections '(#) inadequate Ffinancial contrels over inven=
torien, (b} malpractices fn travel, (¢} unacceptahle asccounting practices,
and ‘() an absence of adequats documentation in support of progurement
activme, 'In the -aggregate however, ataady improvemsent has been noted in
the!Businens practice-areas exemined sface tha ingtitution of tha internal
audityprogram, This'ts artributable in part ta the revisioms in policias
and proecddures steaming from the audit sa wall g to tha praveativa
infludhea gmepating from! knowledgaithat paviodie reviews will be con-
ducted.

The cohBrierara’ internhl audit mide a matarisl contribution to the
effective -administration of the cohtrect work, Conformance:to ABC Inter-
nal auditeprineiples  in establivhing aress of audit coveymge.and in
dawluptnrapprﬂpruta programa,' ¢oupled with a more inkdmpbe knowledge

of cthe ceméractor's oparacion achisved through coatinuipg-obesrvation

and contace,!rewhlred in rhe disclosure of many eigniffcant.=udit fiadings,
For example'kheigarbide audit of aroras inventoriss revaslad a' lack of

...'I....
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uniformity in methods and practices, an absence of adesquate procadures,
and inadecquate storege facilities to provide proper physical safaguards.
Their avdit of receiving and ehipping disclosed a backlog of rejected
material on hacd becanga of fallure to provide disposal instructions.
Thase sand other audit findings devaloped by Carbide and other contractor
internal audit staffs produced substential besefits to AEC and the con-
trazt oparations as demonatrrated by the fact that contractor management
haa affectively utilized the findings to improve procedures and strengthen
controla, It ia aleo significant that the contracior audice provided =
basie for AEC discharging its cem auditr rapponsibilities with conpidar-
ably lees ecaff than would otharwiss have bean required,

Corraction of Daflicisncies Disclowsed by Audit

At wost Operations Offices procedures have been inatiruted to aseure that
all audic findings receive appropriate considavarion, that responsibility
for nacessary corrective action ie assignad, emd that this action is in
fact taken, The only exceptions are at New York wheare follow-up pro~
cadures are not affaective and 8an Francizco where procedures have not

yet baon fully developed. Tha nead for more agpressive follow-up at

NMew York and Sen Prancisco ip damonatyated by tha fact that at asach of
these lecations a numbar of audit findings continua te be reparitfve of
those appearing in prior years raports.

4 satisfactory working arrsagoemsnt has baan asatablished with tha Hashisgton
rating Diviaions for follow-up of findings in Headquarters reports on

Oparatiens Qffiece pctivities., Their cooperatiom has basn an imporieat

factar i{n assuring that nacesasry corrective actionm is promptly caksn.

General Accounting Qffice

Payorable working ralationships gontinue with the Gzneral Accountim

Dffiea and it i@ apparant that aver increasing relisnce ip being placad

on AEC internal awdita in the discharge of their own audit recpongibilitisa.
A brief outling of GAD*s reporting practices togather with a suwmmary of
reporte resulting from GADYe audlt activities ducing thoe.past fipeal pFoavw
follows.

It is SAD's practice to.lssue three different types of audit reports;
those submitted to Comgraess, thoge addressed to the General Manager, and
those addrasa#d to Operations Qffice Managers, Thig veporting approach
iz deaigned to diatcinguish smong tha yarious classes of findings disclosed
by their auditas with the thought that tha less significant findings can
be resolved-at the local level,

Thers weye oily two veports submitted to Comgresa during FY 1959 cne
covered the contract with Copesumeras Public Power District end the other
the concracts- for construction mhd operation pf xhe idhippingport Atcmic
Power Station, :

With respect.to-the Conswoers report, AEC adopigdithes Gad -regzompendations
that certain coiweractual provieioms be further glerlfled. - Infithe PHR
Teport GAD made 'sheree poincs; () the depirability of avoflding joiat
ovnership of fadilities wich a coptributing sontractor,:{) the deair-
ability of direct ARG contrecting for copstruction work smd () the
eagentinlicy of timely and efifectivaly executed andita, particularly
'dudits bf cost-Gype comstructiom projects, AEC expreased agreement with
all' three pbints - edeh of which had bean reported upon earlier by the
ARG -alth pova.,

- 8 L]
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'Au an uutgruuﬁh nf the ludttl. & ip-uial ltndr . undartlknn by ﬁha
Readquarters auvdit staff fer tha purpose . £ determining the extent to
which major comstructiod projects wera being coptractad for by AEC sripe
- .. gpeTating contractore rather than by ARG itself, The study disclosed
numerous exceptions to the AEC gemerel policy of direct contracting for
. axrchitect-engineer and construgtion sarvices and proposed, with the con-
* gurrence of the Construction and Supply Division, that the policy be
- strengthanad by making it mepdatory that major architect-engloeer and
. constructiom contracts bs sxecuted, administered, sud controlled by AEC.
.~ This proposal was :dba:quﬁntlr the subject of a Gnnstrnctiﬂn an& Supply :
-;;Dtviaiun 1taff pnpnr prananmld to. thl ﬂuuuinliun; --g ;-._ e .
“;ﬁThnrn WOre 1o :-pnrtn uddrusned!urﬁln':n ihi ﬂanﬂrtllﬁuuqmr. ot the _
. .38 letter reports issued to Operations Offfced Maiagers,’ many were parely’
R, '_I.miff.cation of sudit cobplation in A particular area and indicated that
<7 there were no. audit findings; where findings wers reported satizfactory .
:_;,‘rasulutiﬂn wvas Achleved in all inwteances at the -Oparations Office. level, - .
f;glgsix latners were addrensed to the Ceneral Manager advising him.nﬁ parc~
o -0 ticular ivems comtained inm these letter reports. with. all.six being for
'”'”}}minfnrmatiun'purpusn: unly. no aﬂttnn: being raqnantsd or ruquirad

i . Ca
3 necenbar 1959 S
ﬂssistant cnntrnlldr for Aﬂditing
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EXECUTIVE OFFICE OF THE PRESIDENT

WABHINSTON 28, D. G-
Apxil 1, 1959 CIBCULAR NO. A-50

SURJECT: Roscutive branch action cu reports by the OGeneral Accounting
Office wn audite and investigaticons

1. Furpoa¢. Agencies of ibhe executive branch have regularly glven
carafyul sttanticn to reports ssnde by the Jmeral Accounting Office in
gonnection vith its gudits and investigeticns. This Circular establishes
s uniform policy and procedure for such considerstion by sgemcles of the
axacutive branch, including wvhere appropriate the inltiatiomn of follow-up
action and the subsegqueni filing of e statement of vievs sand results with
the Buresy of the Budgat.

2. !'olig; on Generel Accounting Office raporta. The Genaradl Ascount-
ing Office hes responesibility for meking independent sudite and in-

vastigations of the sgencies and functions of the executive braoch.
General Acccuntipng Office reports, although varying in form snd scope,
often contain good indspendent reviews of sxecutive branch operaticus as
vell as algnificant findings. In scoe cases, suggestions and reccamenda-
ticne are offered for changes in laws, policies, methodsa, snd procedures.

Fiodings, suggestions, and recomsendations in the reports will ve
glven careful conaidearaticn by the respective agencies of the exscutive
branch. The agencies are not cobliged to sccept these findings, sugges-
ticmn, snd recommndaticons, However, 1t is the intention that system-
atic comslderetion of the reports result in constructive action oo every
recomendation whare such actlon is appropriste from the vievpelnt of the
exscutive branch.

3. Action Hm?Ecin. The bead of esach agemcy sbhall provide
for the systematic ¢ deraticn of all Osneral Accounting OfTice reports
o the work of his ageney =- both thoss on vhich agency statamsnts are
required by parsgreph I+ below and those additional General Accounting
Office reports oo which agency statuments are not required. Vhen review
in the ageney indicates that action would be appropriate, the hasd of the
agency shall promptly inltiate such action. Where the mction requires
clsarance by & central agancy of the Government, or vhere it requirea
actlon regarding legislation or sppropriations to put it in uff:c:t, the
agency will procesd through the usual channels,

L. E;mrumt for agency statemsnt to the Bureau of the Budget,
Within celender desys after formel trenmmittel of a Jeners) Accounting
Office report to the agency, the hesd of the agency will comment on it

({Mo. a-50)
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aot 4o preliminary drafts. However, vhere the final report and the pre-
Uninary draft ares substantially the ssme, the sgency hesd may subsit

to the Burean of the Dudget coples of his commsuts on the draft,
st aleo submit such sadditicnal dsts =8 required by paragraph 5 sbowe.

8. ve data and transitiooal Tement. This Circular is
i

In sowe cases, the Puresu of the Budgef may deslre commentsa on »
Ganaral Actounting Office report which wms ifssued before pmeil 1, 1959.
Such comments will be requestsd in writing and will be doe within 60

By directicn of tha Fresident:

MAURTCE H. STANS
Director

. (o, a-50)
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March 26, 1953 COPY NO, 8

ATOMIC ENERGY COMMISSION

DESION AND EMGINEERING OF GOVERNMENT FACILITIES

Note by the Secretary

The Obtiersl Manager has requestad that the attached

memorandum, and enologure, be oiroulated for the information of

the Commission.

W, B. McCool
Searetary
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UNITED STATES
ATOMIC ENERGY COMMISSION
WASHINGTCH 25, D. C,
MarToh 10, 1959
MEMORANDUM
O + A, R, Luedecks, Ceneral Manager

FROM ¢ Johin A, Derry, Director
Divigion of Construetlon and Supply

SUBJECT: DESIGN AND ENGINEERING OF GOVERNMENT FACILITIES

Recently represcntatives of several englneering firms
have ealled our attention %4 the attached article by the world-
rencwned Robert Moses captioned, "Should Private Firms Flan
Publio Works?" I belleve that you will be most interested in it
an%hthe sound phllosophles éxpreased by the eminently qualifled
author, ;

Your partloular atbaqﬁiun is dalled to page 4 of the
pamphlet which cites the Basic cohelusion from the Task Force
Report of the Hoover Commission, Aa noted therein, the quobed
exXcerpt cdmmends the ABC for the effilolient administration of
ite conatruction and related englneering program.

The Hoover Commisaion report was submitted to $he President
of the Senate and Spehker of the Housa of Representatives under
date of June 20, 1955, 4Yhe Thslt Force comprised outstanding
repreeentabives of the cotstruction-engineetriling management f£leld,
and whs chalred by the former president ard cheirman of the board
of Stone & Webater Engineering Corporation,

In view of the cited cvmnendation ahd the compatibility of
tie expressed philosophles wlth our congtyustion and relsted
englneering contract policies, you might 1ike to esll the
enclosed article to the attention of the Chalrman and Commissiohers;

Additional coplies are belng sent to our fleld offices for
thelr Informetion.
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SHOUED PRIVATE FIRMS PLAN PUBLIC WORK3?

An Article by ROBERT MOSES

Beoause of its importance to public officlals responsible
for large public wWorks programs, architects, engineers and other
professional groups, this article by world-renowned Robert Moses
has been reprinted and distributed by a naticnwlde group of

architecta and engineers.

For further information, wrlte W, J. Donoghue Assoc¢lates,
10 Columbus Clrele, New York 19, N.Y.

ROBERT MOSES holds meny titles, including chairman of the
Now York State Power Authority, chalyman of the Triborough Bridge
and Tunnel Authority, Park Commlssioner of New York and Clty
Construction Ceoordlnator.

In various parts of the natlion renewed efforts are belng
made o foree public officials to use only permanent eivil service
technicians in the preparation of angineering, architectural,
landacape and related plans and specificatlons for publlc works
and for supervision of constryuction of such Works. Civil service
agsoclaflona and groups, ambiticup and Jealous bureaucrats and
innocent people migled by plsusible propaganda have been triggering
these attacks for yeara, Contrary to the old aphorism, opporbunivy
to swell the ranks of govermment employss in these days of hupe
armamant, arterial, housing and bullding expenditures knocks sgaln
and agaln and may, if we do not think and aot, become lryeslstible,

Mine 1s no attack on the permanent dovernment agencles, Iin
whioh I have lohg been enrolled, or upon many exeeptlionally able,
exparienced, underpald and unrecognlized men and women who are fully
a3 ocompetent, honeast, and ambltious as any to be found 1in more
luerative private employment, I propose te make an honest, im-
parclal analysis of the reasons why relying on the rank and fille
of public employes $o furnish all professional advice, dlagnosis,
plang and supervislon to the exelusion of cutside consultants
would be suleidai,

Let me offer an example of the drive for exclusive goverrment
Plarming. In comnection with the vast new Pedersl Ald Highway Pro-
Bram, involving some fifty blllion dollars over z perlod of twelve
yoars, and aspeclally the 41,000-mile intersbate network, there
has been serious discussion at varicus meetings of stabe highway
officials of the gquestion of eliminating private firms. The adop-
tlon of asuch a policy, if it were followed by legislation to pub
1t Into effect, would in my oplnion go far toward rulning this great
program, especlally in the urban areas of the natlon, and would
inevitably spread into the deslgn and inspection of other public
works, including slum clearance, housing, power, bridges, parka
EEEI§:E§I goncaivable kind of construction carried on or aided by

unds,
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The objective of the proponents of thie phlicsophy 1s
eloarly to prevent the employment on public work of skllled
professional private consultants, experts snd technlelana, notably
competent enginesring and architectural firmg, and to relegate
all such work to permanent pudlic employes, to bureaucrats, and
to the political leaders who are over the bureaucrate, The
sharacter of the work to be performed, the slze of the program,
the urgency of the improvements, and above all, the professlonal
and technical skills and problems invelved snd the necssslty of
independent judgment and superlor talent, are ignored, Government
engineers are esgentlal, So are outside consultants., Both have
their place,

The almanacs show every year that there are more and more
government employes - Federal, state and municipal, This la
logical up to & point and there lz no use getting hyeterical about
1%, but a prodigious and slarming increcase in the noxt decades,
not expliesble or justifiled by population growbh, hlgher standards,
greater demands and better services, represents a tendency which
mu3t be watohed and controlled, Otherwlss, before long pretiy
nearly everybody will be worltlng for the govermnment - certainly
not a happy prospect, Im any event, there can be no excuse for
transferring to public offices outeide professlional talent which
can be hlred o do the work in private offices, Public house-
keeping and protective forces must grow, but consultants need not
multiply llke rabblts to keep pace with the population,

Government employes must take care of budgeting of programs,
routine construction, overhead policy decisions, supsrvislon,
review and coordination of plans, mainbenance and other essentlal
overhead work. Thereafter, the use of outslde professicnal Tirms
and technicians 1s the loglcal and economical method of progressing
engineering and architectural design and supervision of most large
cohetructlon projects,

1t has become increasingly d4ifficult Go find people in
public employment competent to meet our big oconatructlion reguire-
ments, many of them brought about se a result of work stoppage
during the war years and poatwar expansion, population inoreases
and other faetors, Many aqualifled englneers and architects have
left publio service for betiter paying positions in private practice,
Private firms move much faster in progressing large builidlng pro-
grame, Multiplylng c¢ivil service technig¢lans means recruiting by
examination, slow promoftions, tremendous overhead copts uswally
not fully reported tc the publioc, delays, 2lcw mofion, and fublle
attempts to make an effective tesm out of people who ususlly lack
incentlves for imaginative concepts, speed and econcmy.

Permanent govermment engineering organizations recruited to
handle huge construction programs acquire rights, privileges and
protections under liws which make i1t impossible to tailor thelr
aize to current needs., They go on indefinitely, Work has to be
made for them if, as in most instances, they live on capital con-
atructicn as distingulehed from expense budget approprliation. The
goats of enginaering, deslgn and inspection by government agehcles
run up t¢ 18 per cent of sntimated construction costs, according
to surveys made by the Hoover Commlssion in its second report as
againat an average of 4 per cent for design and 4 per cent for
ingpectlon ordinarily pald to private conaulting firms who have to
meet thelr entire overhead bills snd pay full baxes,

-3 .
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These Hoover atudies of eight billion dollars' worth of
construction concluded:

"By conbracting to private architect-engineer and
eonstruction organizationa all phases of design and
conatruction work on Government conatructlion projects,
relatively smel]l supsrvisory engineering organlzatlons
in the executive agenolea could furnish the preliminary
atudy, preplanning and budgeting, and the supervisory
management and control essantlal for all Government
projects, without meintaining through perlods of fluctu-
ating demands the present costly overhead for complete
engineering and construction staffe, With minor excep-
tions, the Atomlc Energy Commlssion has been cperating
under such a program, If other Federal agencles could
attain the operating efficlency of the AEC, the savings
to the Govermment in Just the oost of design armd super-
vision of construction, on the basgig of present volome of
buainess, would be more than $100 million annually,”

Other authoritative studies esubatantiate the concliuslon
that engineering plans and supervizsion in a typlecal stabte highway
department range as high as 16 per cent of the eost of construction,
while private enginsering firms generally work for half that
amount, There have baan instances where rgplid transif engineering
costs by regular forces have run even higher,

Thers are thosge who assume or profess to belleve that
permanent Qovernment englineers, architects and draftsmen turn ouf
satisfactory work and meet schedules at moderate cost because of
low public pay. Acbtually, in many lnstances, urgent projects are
delayed, postponed, shelved or saved up to be worked on when lnade-
quate forces got around to 1t and so as to otagger thelr chores and
leave no Intervals without funds,

A3 a squirrel burleg nutes for future conasumption, the
tendency of a permanent staff is €c keep plenty of plans in
obeyance and not to work itself out of a job. It 1s almost always
opposed to hiring outaslde servicea, Thiep is human nature, Most
state highway departmente cannot equlp thenselves wilth slrilla which
are needed only infrequently. Thelr staffs do not have the ex-
perience, the drive, the ambition and the dlecipline fo handle large
programg smoothly and on schedule,

There 1s umfortunately a prevalent type of engineering and
architectural and plamning bureaucrat who measures his power and
prestige by the number of mubordinates working for him, or the
gpace they occupy Iin public offices, by the length of the rows
of drafting tables and typewriter desks, and by the accumulation
of inatruments and other paraphernalia.

There are, too, the rarer ones who take up little room,
ogmnand only a few good men and farm out the work to firms which
operate In rented space, hire thelr help in the market, sharpen
thelr own pencils, pay the lighting company and, like Rufus Rastus
JDE:gun Brown, have to figure out what to do when the rent comes
e .

Outside professicnal consultants, firms and companies can
seelk Ghelr talent anywhere regardless of wveatriotions; they can
advance and reward at willl; they can make it poasible Cor excep-
tional men to becowe partners, Public business, on the cther hand,

-4 .
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suffers from mortmain from absurd residence and age restrioctions,
genloxlty systems, vetéran and other preferehces, unifomrm
efficiency ratings which in any event cannot refleci elther
livaly imagination or execubive abllity, &ll aimed ¢o malntaln

& level of satlefied nedloority and fhe demoeratlc rule of the
lowest comman denominator;

Elimination of employment of oubside private professiocnal
firms and technlcians would force state, clby and ofther munlei-
palitias to expsnd their alraady unwieldy and extremely expenslve
permanent ebgineering ataffs to meat emergencles and pesks in
oongtructlion programe. It is doubtful 1f many compebent englneers
and architscts with spacislized training and knowledge would
aocept olvil service employment where thelr abllitles might be
put to use only a few tlmes in their entire caresrs., The altermna-
tive of securing infrequent, occasional, overhesad advice on a per
diem or plecework basis is not practieal becsusge of divided
responsibility and becaunse actusl €echnical design after consul-
tation would be lefi in the handr of lnexperlenced parsonnel,

The construction of the St. Lawrance and Niagara power pro-
Jeots, invelving an expanditure of ovar a blllicn dollars, 1s
being carrisd out on a2 tight sohedule engineered by an eminent
private flrm of consultanta with recognized experience throyghout
the world in hydroslectrle power censtruction., Tt was logloal to
turm to private enginears aspeclallzing in this kind of work.
Recruiting & great planning and inapection staff over night through
slvll service competibive examinstions to prepars conbract
spe¢lifications for a program of thls magnitude would have been
doomed to failure f'rom the astart.

There 1s no myestery as to how these firms cobtain their men.
Engineers as wall as contractors gravitabe toward the big Job
whether it i1s a hydro plant, bridge, tunnel, or new express artery,
On the Hisgara and 3t. Lawrence projects, by employing oconaulting
Firms, we got the experisnce of men from the Tennessee Valley
Authority, the Burean of Reclamabtion, the Army Englneers and private
agencles long involved in thila type of work, men who have worked
;Erz?gry large dam and hydro plant in the Unlted States and meny

ad.

The Fublic Works task force which I headed under the direction
of the first Hoover Commission made a Fhorough study of the subject
of englneering personnel, Qur report polnted out that the tradi-
tienal tendency to build up a large permenent civil service force,
In the ahsence of 2 foreseeable and continuing heed, shouid be
opposed and counterscted, and that such foreces in many Goverrment
enginasring bureaus invite Justified eriticism by multiplication
of permanent perscmel and over-head expenses for speeclfic prolects
which would be better and more chesply designed and supervised by
eonsulting Cirma.

"We need competent top engineers in civil service," the
report stated, "but 1t 1s ohly human nature for the rank and file
who are paid out of limited project funds to string out the work
and make i1t last as long as posgible, Adopilon of a polioy to
retein qualified engineers engagad in private practice for specifia
purposes on a fee basis would expedite work, reduce overhead costs,
afford an opportunity to szecure specisliized perscnnel for such
speclalized work, and would encourage professional pride without
weallening the esprit de corps of the permanent civil service
perasonnel "
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~ In any pernanent Government organization with a reasonably
small nunber of regular employes, there should be first-rate
professional men and techniclans on a par wlth the best in private
employment, competént to engage and direct the aotivitlies of out-
alds ¢onsulbants oh design and contractors on sohstructlon,

In World War II, military and related establlshments more
and more adopted the practice of employing cutside consultants
for specific tasks of limi%ed duration, and gobt away from the old
practice of bullding up an lmmense permanent stalf for projects
perforned better, more guickly and more chesaply by prlvate engineer-
ing and architecbural Firmg experienced in the lateat developments
in thelr particular fields; and famillar with the problems of the
locality, physical difficulties at the slte, local bulldlng codes
and avallability of local labor,

I cannot make it tooiplzin that the Gtop so-called clvil
sarvice caresr men, the skilled professional and technical people
1n Government - not the hidebound, old-fashioned bursaucrats -
have ne superiors and few equals in private practice and corporate
business, Private enterprise has no monopoly of bralns.

It muat be admitted, thowever, that in Government departments
there are altogether too mghy routine red-tape artists, clock-
watchers, comme chagers, ard writers of caublous gobbledygock let-
ters and interoffice memosfor the files., The rank and file are
held down by absurd promotion rules, overlooked and underpaid, and
there are too many who, 1ike Falstaff*s army, are the cankers of
a galm world,

The dilemma may, to he sure, bs avoided by mechanlical brains
and sutomation, Pretty sooh englneering may e reduced to expedit-
ing. Problems wlll be ghot.to Univae by pneumatle tube and come
zoomlng back neatly packaged and completely solved the next day,

What happeng 1in Goverhment service, when there 1z some urgent
Job to be done and an sxcep¥lonal man 1s avallable, was recently
11lustrated by the caresr of Vice Admiral Hymsn Rielover, in the
cage of the atomie submariné, Here an lconoelast, no doubt smarting
under old wounds, Iivritating and impatient, plcks hiz helpers from
Junlor officers, defies the system, tramples on custom, The tradi-
tional brass got out thelr erds and eyanide, muttered that the
man never stocd a watch, snd cut him off from promotion and recognl-
tion until the press and public came $o hig reacus, At that he had
& narrow shave,

The ablest heads 1n publie service must be given incentiver
and rewards to keep them on thelr toes. Loading them down with
hordes of subordinates primarily interested in asecurity i1a no
kindness to them, They eshould have the greateat outslde profession-
a8l talent made avallable to them for design, Just az they should
have the best private contractors in the fleld, Experience has
taught us that bullding by force account, that 1s, by Goverrment
labor, 1s an expensive, long-winded buplness, Private contractors
can be hired by the use of competlve blda, but the conaultants
must be pleked by the public officlals who carry the respensibllity,
uﬁuﬁély on the basis of recommendations of the heads of the permanent
staffs,

No doubt there will ooeaslonally be favoritism, politios, pull
and other extraneous regaons for tha selection of this or that ocmn-
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gulting firm, but the Governmeht servise is not free from such
considerations either, No aystem yet devised 14 sbsolutely fool-
proof, The time is still far off when, as Kipling sald: "Only
the Master shall pralse ud, and only the Haster shall blame; and
no one shall work for monsy, and ne one shall work for fame,"

I am qulte aware of other faults which appear here and there
when private conaultants are employed on public worka - new,
untried, fly-by-night flirms without much experience or talent,
smartlieas who malkte others do thelr work, c¢hiselers who asslgn too
few men, especially on inspection, ugly rumors, Af not poaltlve
evidence, of political pressures and contributions in the melec-
tion of consaltanta, tough competltion of filrma for the large
planning sums Invelved, 1rksome problems of choloe bebtween and
anong the contenders.

The posaibility of such bricks and tricksters calla for
vigilance on the part of the appointing officlals bub is nc reapm
to rale out the good ones. One answer is to prequalify firms on
the basis of abllity, experience and resources, A cconsultant or
arshibtect should be something more than a professlicnal man who
has gone into businsss,

There i3 & famillar, almoat conatltuticonzal, three-way
separatlon of powers 1n blig publle bullding- that is, 1in major,
original, nonrscurring projects. The work 18 shared by the
Government which conceives, initlates and controla; the outside
conaulting englneering or archltectural flrm, whloch mzakes the
detalled planas and sees that they are conformed with, and the
private contractor, who doea the sctual construction on fhe ground,
Labor 13 lnvolved in each of the threet public emplicyes 1n the
firat; profeasional, private, field and office workera in the
second, and unlon labor in the third.

When thla balance 18 disturbed, as it i3 in many forelgn
countries, such as in South America, whare the outslde contractor
designa and builde and often inltially invents, there 1s usually
trouble and always heavy expense. The checks and balances are
mleeing, Dlisturb that baiance, fuse thelr powers and you create
a private or public monopoly which is no good for Government, the
professlons, management, labor or the cltizenry in general.

The present and prospective total velume of publie bullding
1s staggering, whether subsldized in che way or another by the
Federal Government or dealgned and bullt by private enterprise,

It runs to billions anhually and a draztic departure from the
conventional pattern and balance poverning professional wori may
well send us on the long dubiouns road to socislism,

Therefore, the fallure of tha engineering, architeatural,
planning and related professions to defend theilr independence,
thelr Ireedom, their claim to rospeot, not to epeak of thelr very
livelihood, 18 ealmozt incomprehenaible, unless wWe reflect on the
shell shock or supinenese of ths traditional sculptor, painfer and
artist familliar with history, perspective anstomy and the ground
workk of the great arts as he 1s slbowed out of ormamentation in
publie bullding and, indeed, almost forgotten in the triumph of
anhear, stark, metallle desipgn snd masps efPocta,
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Let up see what the hlghway offlelals of the several states
will do on £he gqueation of making highway plane another Govern-
ment monopoly. If they do not lmock out this grab for power, the
road builders wlll do themeelves, thalr states, the publlo service,
and business generally, a conspicucus diaservice,




January 12, 1959

MEMORANBIM FOR THE OOMMIESTONERS

Subjact: MEKTING WITH JOSEPH CAMPRELL, COMPIROLLER OEWZRAL,
AT SIS STAPE

*
On Thuraday, January 15, 1959, &t 2130 p.a. $n Boow A-41G, the Com-
nissfoners and tho Canarsl Mensger wilk ocaet with Jossph Cempball,
l:hnfgmptmuﬂ Genoral, snd mocbars of his Gegaral dccownting Gffice
staff,

Ft i3 customary for the GQAD steff to test with hasde of ageociea Lrom
tima o tiws fn order to make thampalven kaowa, explain the natures of
tha GAD aodit progrwme, and to diacuss relstionsbips between the GAC
and the agency. If approprista, the GAD alsp makes kaown any absex-
vations velatiog to the asdit of the agency during thoee meetings.

Et wouldl bo considared sppropriste for the Commaieaton to likewise
wake aAgy observaiions it chooses regarding the aedit progrsm ducing
thic wmacting.

Insofar 49 ia Lnown, thers &re 0o outstsnding aigaificant Lesusn
raiead by the GAD sudite, or problems of relatiouships, which it ie
talievad should ba Gpecifically ralsed by the Commisnfon for diecuseion
doring Thuraday's maeting with tha GAD.

Attending with ¥r. Campbell will bhe A, T. Ssmualéon, Directer of the
Civil Accountlog end Acditing Division, Join P, Alhadesaa, L. Hormik
Gerbardt, and Azthur L. Litke.
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. Office Memorandum - oNiTep STATES GOVERNMENT
O yHanagers ol Operations bhire:
! Panl. F. Foster, Genersl Manager R
PROM
AEC AUDTY, INSPECTTION AND APFRATSAL

SUBJRCT:

r &4, 1958

You will recsll that the AEC awdii, inspsciion and appralsal prograzms

- vera diacussed at aome length at the Meeting of Managers of Operatione
in Chicage oa Aungust bk and 5, 1958. T am writing to you now to inform
you of the actionx taken and ©o be taken on this mattar.

A genaral reviaew has been made of the inepection and sudit setivities

. of the Headquartara staff Divisions. Thie review has taken into con-
sideration previous studies on thie subjeet {such ae the Ad Hoe Com-
nittse Report of 19%56), the comtinuing problems eited by the Manegers
and the necessity for living within the reatricted staffing leveis now
available. Opportunitiese for economy in appilication of inspestion and
audit effort have besn found whieh will st{ll preserve g sound basis
for review of all programe. These ars 4o be reflected iu the changes
to individusl programs which are reported below,

T ghould like to smphasize that ihese changes In ho way dimin{sh the
econtinuing importence of AEC'R responsibility for effective appraisal
(i.e. eveluation of performance) of ABC und combractor operations.
Each Headgnartere Ddvigion [dreasbor and Mamager of Opereilons con-
tinues to be responsibile for making apprajsals of activities wmder
his Jurisdiction on &n armual basls. The changes, howevsr, are da-
signed to permit more flexibllity in the uee made of the verioms in-
spectlon, reporting and ofher methode which are avallable fo support
vallid evaluations of performance., For exomple, every agpnual ataff
appraizel need ot be preceded by e formal physical Inspection vhen
adequate supporting informetion is evalleble by other means. Sach
flexibility calle for the exarclse of good judgment on the part of
appralsing officials and I an expecting cack Diviszion Director and
Manager o follovw clesely the sppralsal work psrformed by thelr
organizations.

Personnel and Orgenization and Management

The Office ¢of Persconel has abolished its Beview and Asalstonce
Eranch and has eliminated scheduled formal lnspecticns of per-
poruel eetivitics in Operations 0ffices. Appraleals of Upera~
tions Officea’' parsommel amd organizaticn anéd manegensnt
funetions will be made perledically on the bhasis of informa-
tion otteined by the IHrector's Office and Branch Chiefs

from such visits ns are necessary and dsalrable fo tesi amd
validate standards, provide agaletance, discuss problema,

and hoar suggestions for progren improvemonts. Work audite
of positions allocated undsr authority delegated to Managere
of Operetlons will be mads on a sompling hasis from time o
time to substantiabe certifications umder Section 1614 of

the Atouic Energy Act.
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Internal Awndit

Boginning ¥with the Fi=1959 program, only the mcst impsrtant
pudite from & financial point of view will be performed by
Beadquerters esch year. A1l others will be performed once
gvery two or three yesrse. BEven with resgpect to those vhich
are parformed snnually, provision 1s being mades for eon-
traction in scope and detsiled checking wheraver pogaibla.
Jnsofer se the Operations Offiees’ sudits of contractors
ere concerned, similar changes in frequancy snd acope of
sudits have beon worked out esnd sppropriate interim in-
stractions set forth in memorsnduns to Managers of Opera-
tions. Anthority for contraetiog or expanding the acaope
of -endite, in¢luding those whiech will continue to be par-
formed anhually, resides wilth those who heve responsibility
. Tozr the execution of the mudits. In this wey the sudit
effort can teke focal conditlonms lnto conslderatlon and
thus be directed to the meiters which are most importent
and beet Zerve the lnierests of local nenegenment. There
is being completed the coordinetion emong the awdit and
obher Inepection staffe of the coversage of their respsciive
programs to asgure miniman overlap.

AEC Mepual Chapters 1201 apd 1203 vill be reviszsd to reflect
these and earlier changes in the ABC awdlt progrom.

. Bupply

The Division of Conetruction and Supply is revising AEC-
5002 to extend the minimm intervel between formal in-

_ &pegtiion of supply operations of Cperstions Offices frem

" one ymar to two years. JAppraisals of supply actlvities
{as dlstinguished from sppraissl visite) will still be

. made ysarly snd, 1f necesssry, wey contain reference to
the informstien sources on which they are beaeed. The
revision wlll permit the Operatione Offices to make tha
same change in their formal inepection of Area Offices
and major c¢ost-iype comtractors. In specisl circum-
stances wore frequent inspections wey be made at the
diseretion of the Manager of Operatione or, in the caes
of B, ite Mrector or the Director of an Cperatdng
Divisicn.

Securlty
al

Significant reduction in the nurber and frequency of
Headquarters eecurlty inspections bhas been mate., The
Divisicn bas recently instituted & performance appralsal
progrom to supply responsible mensgement with aonual sun-
mary evaluations of the Operaticns Office programse. A
experience is geined with thie "appraissl spproach” further
reductions will be made in the number of Headguarters ssmpl-
ing inapecticne of Area (ffices and contractors.
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Congtruction-Enginesring

The Divieion of Congtruction end Bupply in 1957, at the
reguesh of the COperetisg Divislens, indéisted snousl ep-
prailzels of the construction-engineering progreas et the
Oparations Officea., In addition €0 an evaluation of the
effactivepsss of written sutmissions to Headquarters,
thep= appraisale asre a2 byproduct ‘of. the routine trips of
the (38 project enginesrs In providing steff coordinetion
for the over-all construciion progream. During FY-1955
project engineer visits will be confived priwarily o
apecial surveys, or as mepbers of task forces or varlous
AEC Belection Poarde. The number of project engineer trips
to Operations Offices (and offices subordinate to them) is
bedge sharply reduced. o the case of Operations Qffices
with major construction programs this will smoumt to &
reduckicn from the FY 1958 average of four visite to two
in FY 1959.

Sefety snd Fire Protection

The Office of Imdustrial Relaticns ie recrienting ite in-
Bpectlon away frow direct Headquarters exmminstion cof ins
dividual Ffi=l1d facllitles to an svalvation of the over-all
adaguiey of the Qperatlona Offices-sefeiy and fire pro-
tection progrems. An AED Menue) Chapter will be lasued
Ll Iving the primary responelbility of Managers of
{Oparetiona for nmcessery review of Area Gffices and oop-
tractor.operetions end satting forth standanis and guide-
Alnes for such reviews. This will permit the sliminetion
iof direct. Inepections by Headgoarters of orgacizetions
subordinate to the Qperations (fficas.

Et;l;t.ra.ctar FPargonns] !

Apprdisals and reporte bty Bemdguarters have bean made of

the contractor parsonnel function at each Oparatione Office.
Based upon the experience gained with this coverags tha Df-
filce of Industrisl Relstions is revising the metheds by
which 1f will make futmre aonual appraisals.’ Primary
relianpe will be placed on indieators of ever-all Oparations
Office sffectivensas, snalysis of etatistical and other :
reports and informal commmications with formal ingpsetions
largely reserved for critical incidents or the most d1fficnlt
pruhlema.

l?uclear Materials Bianaggment

The Divipion bas consclldsted into ene annual docomsnt 1t
reports to Manegement of field performance.
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Classification

The Divisdon of Clagalification hag completed an indtisd
appraisel of the clessification progrems of each of the
Operetions Offices. From experiance geined through thepge
initial appraisals snd in recoghiitlon of Operations Office
responsibility for review of contractors, the Divielon 1e
fbarply reducing the mumber end axtent of its ssmpling
Javiews of contrectors and Ares Offices during FY 1959.
The extent of field revisw of Cparations (ffices will alao
be redoced.

EX N

I am agkting sach affectsd Division to prepars (by December 31, 1958)
ravisions to applieceble AEC Mannel Chenterz which will reflect the
sbove and pravions changee cellsd for In thelr inapection or sudit
programs. This up-dating of the Manual should be accompiishad in
accordance with ths instructions in my memorandum of September 5,
1958, eubject, “AEC Manual." The Director, Division of Inspaction,
wlll, davelopn necegsary implemsnting revisions to the gensral AEC
inspestion policy statement [AEC O70Ll) and report o me pesriodically
on the progrésy mads in ravising the varicus progrums.

Copies furnished:
Heade of Offices and
m?ilim, Heedgquartars
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