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Report fo The Congress
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Examingiion Of The Bureau Of
Engraving And Printing Fund'’s

Fincncial Siatements For The

15 Months Ended September 30, 1976,
And For Fiscal Year 1977

The financial statements present fairly the
financial position of the Bureau of Engrav-
ing and Printing Fund at September 30,
1977 and 1976, and results of its opera-
tions and the changes in its financial posi-
tien for the perinds then ended in confor-
mity with »ovinc’ples of accounting pre-
scribed by the Comptrofier General.

In performing 1ts audit, GAC noted that the
Bureau coula save interest costs by borrowing
funds from the Treasury to buy machinery
and cquipment. This, however, will require
feyistation. The Bureau has drafted a legisla-
tive proposal to that effect. The Congress
shouid favorably consider legislation author-
izing the Byreau to borrow from the Treasury
for capital eqquipment needs.
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COMPTROLLER GENERAL OF THE UNITED STATES
WASBHINGTON, D.C. 20848

B-114801

To the_President of the fenate and the
Speaker of the House of Representatives

This report summarizes our examination of the financial
statements of the Bureau of Engraving and Printing Fund for
the 15 months ended September 30, 1976, and for fiscal year
1977.

Our examination 1s required by the act of August 4, 1950
(31 U.5.C. 181), which established the Bureau of Engraving
and Frinting Fund.

We are sending copies of this renort to the Director,
Office of Management and Budget, and to the Sevrefary of
the Treasury.

Comptroller General
of the United 3States



: COMPTROLLER GENERAL'S EXAMINATION OF THE BUREAU

‘ REPORT TO THE CONGRESS OF ENGRAVING 2D PRIKTING

‘ FUND'S FINANCIAL STATEMENTS
FOR THE 15 MONTHS ENDED
SEPTEMBER 30, 1976, AND FOR
FISCAL YEAR 1977

DIGEST

The Bureau of Engraving and Printing,
Department of the Treasury, manufactures
U.S. paper currency, various public debt
instruments, postage and revenue stamps,
food coupons, and miscellaneous security
items. These operations are financed
through the Bureau of Engraving and Print-
ing Fund. Costs of operations are re-
covered from agencies using the Bbureau's
) services.

U U Y

This report (1) provides information on
' the Bureau's currency, data processing,
: and food coupon operations, (2) suggasts
’ that the Bureau borrow money from the
Treasury to pay for equipment and machinery,
thus incurring lower interest costs, and
{3) analyzes the Bureau'’s financial state-
ments.

OPERATIONS

The paper for U.S. currency ic produced by
one contractor and has been ror some time.
One other firm has also manufactured this
paper in prior years for the Bureau, but
it cannot produce a yearly supply without
significantly altering its commercial
business.

Although procurement competition for this
paper is alwmost nonexistent, the Bureau's
cost reviews have found the contractcri's

' negotiated price reasonable. The latest

contract is for an estimated 27.7 million
pounds of paper at $32 million. (See

pp. 3 and 4.)

. : buring fiscal year 1977, 1.9 tillicn food
coupons were printed. The Bureau, at the
direction of the Office of Management and
Budget, contracts out the printing of coupons

Tsar Sheet. Upon removal, the report i - -~
cover d:ile should be noted hereon. . GGD-78-67



and bills the Department of Agriculture for
the cost. (See pp. 5 and 6.)

BORROWING AUTHORITY NEEDED FOR
MACHINERY AND EQUIPMENT

The Bureau does not have the authority to
borrow from the Treasury to finarnce machinery
and equipment. It does, however, have au-
thority to include a surcharge in the selling
price of its products to set up a reserve to
replace capital equipment. The need for
equipment occurs faster than capital accumu-
lates, =o the Bureau uses lease-purchase
agreements. These arrangements provide the
equipment when needed but will cost about
$3.4 million in interest over the life of

the agreements. :

GAO believes interest costs will decrease if
the Bureau borrows from the Treasury's general
fund. The Bureau has drafted legislation to
obtain the borrowing authority. (See ch. 3.)

OFINION ON
FINANCIAL STATEMENTS

In GAO's opinion, the accompanying financial
statements (schs. 1, 2, and 3) present f-irly
the financial position of the Bureau of
Engraving and Printing Fund at September 30,
1976 and 1977, and the results of its opera-
tions and changes in its financial position
for the periods then ended, in conformity
with principles and standards of accounting
prescribed by the CTomptroller General of the
United States. (See p. 10.)

MATTER FOR CONSIDERATION
BY THE CONGRESS

To minimize interest costs, GAQ suggests the
Congress favorably consider legislation author-
izing the Bureau to borrow money for the Treas-
ury ior capital equipment. (See p. 8.)

AGENCY COMMENTS

Bureau personnel have reviewed this repert and
concur with the facts and conclusions.

ii
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CHAPTER .
INTRODUCTILN

The Bureau of Enciaving and Printing, Department of <he
Treasury, :nanufactures U.S5. paper currency; various public
debt instruments; postage and revenue stamps; food coupons;
and various other items, such as commissions, certifirates
of awnrds, and perrits. Its products are produced fcr Gov-~
erument departments and independent agencies, the Board of
Governors of the Federal Reserve Systeil, and U.S.-administered
territories. The Eureau's principal customers are the Federal
Reserve Sycstem, the Department of Agriculture, the U.S. Postal
Se .vice, and the Bureau of A:icchol, Tobacco and Firearns.

The Bureau does z2xtensive research and development to
impcove the guality uf products, reduce manufacturing costs,
and strengthea “2teirzonts to counterfeiting Government secur-
ities. It purchnases equipment, .naterials, and s.upplies:
manufactures ink and gum used for its products; provides
maintenance service for its buildings and plant machinery
and equipment; and stores 1.ad delivers its products in ac-
cordance with reguiremeats of customer agenc._es. The Bureau
also provides services for Government agencies which include
(1) destroying mutilaied securities and confidential papers
and (2) providing custodial and elevator services in ar=as
cf its buildings occupied by other branches of the Treasurv.

The Bureau is headed by a Director, appointed by the
Secretary of the Treasury. The Director reports to the
Under Secretary of the Treasury,.

The century-o'd Bureau has grown to a modern industrial
establishment employing over 3,000 pzople. The Zureau is
housed in two buildings in Washingten. D.C., and rents
additional space in a warehouse at Lorton, Virginia.

The basic legislation authorizimng tne Bureau's overation
dites back to the act of July 11, 1862 (12 Stat. 532). This
regislation has been supplemented by the act of March 3, 1877
(19 Stet. 353), and the act of June 4, 1897 {30 Stat. 18).

Operations are financed through the Bureau of Engraving
and Princing fund, a revolving fund established in fiscal
year 1951. Capital requirements, such as exterior stonework,
air conditioning, and modernizing and purchasing new equip-
ment, have been provided through ccugressional appropriations.



Legislation approving the fiscal year 1978 apprepriction
t1so authorizes the Bureau (1} to adjust its prices :0 gen-
erate enouch funds so capital eguipnkrent cuan be acquired and
future working capital providad and (2) te retain, as addi-
tinnal capital, the funds collected fu~ these purjposes since
July 1, 1974. Since Ju'y 1974 tne BPureat his collected funas
L0 acquire capitai equipment only. Cn Octcber 1, 1977, it
vegan coullecting funds for working capital.

The Accounting and Auditing Act of 1950 (31 U.&£.C. 66(2))
places responsibility for establishing and maintaining ade-
gquate systems ¢of accounting and internal control with the
head of each executive agency. These svstems are required
to meet the accounting principles, standards, and related
requirenents prescribed by th:z CTomptroller Genercl of the
United States.

The act also requires the Conmptroller General to ap-
prove accounting systems when they are deemed adequcte and
conform to prescribed principles, stancdards, and related re-
guirements. The Compt.oller General approved the Bureau's
accounting system on J.ly 9, 1982,



CHAPTER 2
OPERATIONS
The Bur:au's operations are financed by the Bureau <.
Engraving and Printing Fund. Agdencies ucing che Bureou's
services pay prices con.idered adequate to reco.r the
Bureau's costs of producing the items.

Duri~g fiscal yeares 1976 and 1977, the Sureau delivered
the fol'.ow.ug finished goods to i s cuscomers.

Numoer ¢f pie.es

FY 1976 __Face valwe
~tem ynote Y FY 1977 FY 1221
Currency 3,490,080,116 2,997,120,106 § 19,%45,7.0.000
Bonds, notes,
hills, cer~
tificates,
and deben-
tures 5,755,KR0C 2,454,895 5:,922,125.00¢C
Starips 4°,75%,553,124 52,218,545,049 11,871 555,000
M:scella~
neous i0.7%6.595 4,793,842 R
To. il 48,765,125,246 35.%22,913,91" $1585,340,410,00¢

Pranashupppuny

a/Fiscal yeer 1975 includes the 15-month period from July 1,
1975, te SReptember 30, 13976,

In fiscail yezcrs 1976 and 1877, revenue froomr products the
Bureau sold was $136,268,403 and $115,613,4° % respectively.
The Buireau reportsd 3 net profit.of.$466,845 in fiscal year
1976 and a net loss of $904;04 cal year 1977. The
fiscal yeer 1976 prolit was e the acc mulate?
losg frem prior years' opetatio FWRITh was $722,017 at
June 20, 1975. To insure that 1 5 are recoverc.d, the
Bureau peclodically reviews,the rost Of making wroduct<e and
adi:sts sellirg prices.

PROCUREMZNT OF CURRENCY PAEER

To print U.S5. currency, the 2ureau uses paper manufac-
tured eccording to the Sccretery of the Treasury‘s raiuid
specificacions. The pvaper nas s.aall seaments of colored



fiber incorporated during manufacture. Although procurement

competition for this special paper is almost nonexistent, the
Bureau's cost reviews have found the contractor's negotiated

costs reasonable.

The current supplier has manufactured currency paper for
the Bureau for almost 100 years. Although another firm has
manufactured this paper for the Bureau in prior years, it
cannot produce a veatly supply without significanily altering
its commercial business. Contract competition, then, is es-
sentially nonexistent.

The contract awarded to produce the currency paper from
August 13, 1973, to June 30, 1975, contained an option to ex-
tend the contract thrcugh fiscal years 1976 and 1977. Effec-
tive July 1, 1975, the Bureau exercised this option and the
contract was extended through June 1977. Effective Juiy 1,
1977, the contract was extended through December 31, 1977,
to place the contract on a calendar y~ar basis, which would
coincide with the supplier's accounting year. Bureau offi-
cials believed this would provide better comparative cost
data to serve as *“he basis of negotiation nd would more ac-
curately portray contract costs. In addition, the extension
would give the Bureau nore time to explore cther possible
sources of paper. The contract was extended again until
January 31, 1978, to permit additional time to award a new
contract.

The contract's standard price adjustmen. clanse provided
that the price for currency paper can be increased or de-
creased propoertionately with increases or decreases in the
supplier's cost. The contracted unit cost per pound for cur-
rency paper increased from $0.671 on August 13, 1973, to
$1.090 on October 17, 1977, about a 62-percent increase.

The increase was p:imarily attributable to increases in the
supplier's costs of raw materials; manufacturing overhead,
of which energy costs are a significant element; and others,
such as laboratory and plant protection costs.

The Bureau's Office of Audit reviewed the contractor's
costs of producing the distinctive paper and nondistinctive
experimental paper from August 13, 1973, through June 30,
1977. The Office of Aud.t found the costs reasonable.

On February 21, 1978, the Bureau awarded a $322 million
fixed-price-with-escalation contract, effective February 1,
1978, through Lecember 31, 1981. This contract is for an
estimated 27.7 - illion prounds of currency paper at $1.163 per
round--a $0.373 per v»ound increase over the prior contract
price of $1.090 per pound.

Y]



DATA PROCESSING PLANS

In 1972 the Bureau began a program for developing and
using a computerized system that will provide and integrate
information on its manufacturing and financial activities.
As the initial step, the Bureau converted its pzyroll and
personnel procecsing from punched card equipment to computer
processing. The Burea't® does not have its own computer, and
uses a payroll and personnel system developed by the Depart-~
ment of the Interior. However, Treasury has recently devel-
oped its own payroll and personnel system, and has directed
that all Treasury organizations use it. The Bureau ic
evaluating the imzact of this change on its operations.

To improve its data processing capabilities, the Bureau
has

~-reorganized its Tabulation Machine Section into a Data
Prccessing Divisien,

~~trained personnel in the use of modrrn data processing
equipment for data entry and —:omputer time shering, and

-~established an Automatic Data Processing Management
Committee to make sure the Bureau's information systems
(1) will meet the goals and long-range requirements of
the Burecau's top management and (2) are automated :1n an
orderly and cost-effective manner.

FOOD COUPON PRODUCTION

In fiscal year 19¢1 the Bureau began printing food
coupons “or the Food Stamp Program, administered by the
Department of Agriculture's Food and Nu:rition Service.

Food coupon printing has increased from 7.9 million coupons

in 1961 to over 3 billion coupons in fiscal year 1975. Coupon
production for fiscal years 1976 and 1977 was 2.9 and 1.9 bil-
lion, respectively.

Because of increasing demandz on equipment, space, and
personnel, in November 1971 the Bureau awarded a contract to
a private company tc produce cbout half of the focd coupons
each year. For fiscal vear 1974, the Office of Management
and Budget directed the Bureau to contract out the entire
food coupon production. Since the only two available private
companies could not meet the total demand, the Bureau con-
tinued to produce some coupons until March 1976. At that
time, the Department of Agriculture advised the Bureau to
stop production cn April 15, 1876, becals. the Food Stamp



Proegram was cut Sack and the contractors could then print
enough coupons. However, *he Bureau was later authorized to
continue limited production until September 30, 1976.

For fiscal year 1377 the Bureau contracted with the
Amer ican Bank Note Company to manufacture approximately
80 percent of the food coupons and to maintain a centreal
distribution center for all food coupons. The United
States Banknote Company manufactures about 20 percent of
the ~oupons.

The Bureau pavs the contractors’ invoiced manufacuring
costs when the finished coupons are delivered to the distribu-
tion center. The Burea's does not. however, bill Agri:ulture
until the finished food coupons are shipped out of the dis-
tribution center. The Bureau recovers thaz contracted manu-
facturing and uistribution center costs, alcug with 2 2-
percent admirndstrative charge, through monthly billings to
Agriculture




CHAPTER 3

MACHINERY AND FEQUIPMENT MODERNIZATION PROGRAM

Based on its analysis of immediate and predicteble needs,
the Bureau started a program in 1972 to acquire moderr ma-
chinery and equipment. The program is t¢ (1) meintain the
Bureau's productivity as its workload increases, (2) improve
operations, and (3} mechaulze some manual processing opera-
tions,

Because the cost of specialized machinery and eguipment
greatly exceeds available funds, in fiscal year 1972 the
Furreau received a $3 million appropriation to begin the mod-
ernization pcogram. Estimated program cost "ras $17 million.

For fiscal year 1973 the Bureau requested $5 miliinn
more, but the Congress appropriated only $3 millicn. 1In
recomuending this appropriation, the House Committee on
Appropriations directed the Treasury and the Bureau vo
review their pricins policies. This review was ordered so
th: Bureau could ewtablish prL:ces which would generate
enough funds, at least over the long run, to cover direct
and indirect operating costs and to accumulate an adequate
reservc for replaring capital eqguipment.

After reviewing pricing policies, the Bureau began in-
cluding a surcharge in the selling price nf its products
in fiscal year 1975. From July 1, 1974, to September 30,
1977, the Bureau charged its customers surcharges totaling
$14,832,961. Of this amount, $12,963,729 was used to acquire
capital egquipment «nd the 51,869,232 balance was allocated to
equipment on ¢rder but not yet received.

FINANCING CAPITAL IMPROVEMENTS

The Bureau recognized that cash from a reasonable sur-
charge would not accumulate fast enough to pay for crrrent
machinery and equipment purchases. Therefore, it entered
into lease-purchase agreements duringe fiscal years 1974 and
1875 for 13 pieces of eguipment. This financing arrangement
permits the Bureau to pay rcor eagu.pment as fund: from the
surcharge become available during a 5-year pericd after the
Bureau accepts the equipment. Twelve of the 13 pieces of
2quipment were accepted during fiscal yvear 1976, and title
to this eguipment will pass to the Bureau in fiscal year 1981.

Under this financing arrangement, the accepted squipméent
will cost $13,501,956. The price for outright purchase of



this equipment, however, wouid have been $10,100,307. The
additional cost is eqguivalent to an average annual interest
rate of 11.6 percent. We believe that borrowing from the
Treasury's general fnnd to purchase this egquipment would be
1ess expensive and resuvlt in lower costs to the Bureau's
customers.

In our March 7, 1977, report to the Congress (FOD-76-22)
which examined the Bureau's financial stat:ments for fiscal
years 1974-75, we recommended wnat the Secretary of the Treas-
ury obtain legislative authority for the Bureau to borrow
funds i'rom the Treasury for this purpose. The Bureau has
drafter] proposed legislation. If the proposed legislation
is approved by the Treasury and Office of Management and
Budget officials, it will be sent to the Congress for con-
sideretion. The Bureau advised us that the proposed lw:gis-
lation will limit the maximum amount of borrowed funds which
can be outstanding at any time and that its proposed capital
budget will be included in the information provided to the
Congress annually.

MATTER FOR CONSIDERATION
BY THE CONGRESS

To keep interest costs to a minimum, we suggest the
Congress favorably consider legislation authorizing the °
Bureau to borrow money from the Treasury for caprital
eJguipment needs.

?
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CHEPTEE 4

IRTERNAL AUDIT

We found that the Bureau's internal audit staff's work
wa.. satisfactory and included adequate tests of the areas
reviewed. Therefore, we were able to limit our tests of
accounting records. Our review of the internal audit staff's
work included (1) reviewing the audit program to determine
th: adequacy of the prescribed proc:éures, (2) observing the
physical inventory of selected itere at the end of the fiscal
years, and (3) reviewing audit reports and workpapers of
accounts.,

The objective of the Burea.'s internal audit program is
to help managers do their work more efficiercly by giving
them information, analyses, appraisals, sucgestions, and
formal recommendations ~m agtivities reviewed. 1In doing
this, the Office of Audit staff makes financial, operational,
and management audits which:

--Examine financial transactions, accounts, and reports,
including an evaluation of compliance with laws,
regulations, and authorized policies and procedures.

~-Review efficiency and economy in the use of resources.
-~-Review whether desired results are achieved.

The Cffice of Audit is headed by a Chief who reports
directly to the Office of the Director of the Bureau. As of
September 30, 1976 and 1977, the internal audit staff had
26 and 23 auditors, respectiwely. The Office of Audit issued
63 reports containing 341 recommendations in fiscal year 1976
and 84 reports containing 552% recomm:ndations in fiscal year
1977.

The auadits' recommendations were des.gned to reduce
operating costs; strengthen internal controls; improve safety
and security; make better use of persennel, materials, and
equipment; improve procurement, warehousing, and use of
space; identify obsolete sftock arnd equipment; and improve
accounting and reporting systems.



CHAPTER 5

SCOPE OF EXAMINATION AND OPINICN

ON FINANCIAL STATEMENTS

SCOPE OF EXAMINATION

We examined the Bureau's statement of financial condi-
tion as of September 30, 1977 and 1976, its related state-
ments of income and expenses for the l12-month period ended
September 30, 1977, and the 15-month period ended Septem-
ber 30, 1976, and changes ir financial position for the years
then ended.

These statemenis do not include (1) interest on the
investment of the Government in the Bureau c¢f Engraving and
Printing Fund, (2) depreciation on the Bureau’'s rnrildings
excluded from the assets of the fund by the act of August 4,
1950 (31 U.S.C. §181-18le (1970)' and (3) costs of certain
services performed by other agencies for the Bureau, such as
check preparation and external audit. The amount of these
costs is not readily determinabla.

Cur examination of the accompanyirg financial statements
was made in accordance with the Comptroller General's stand-
zrds for auditing financial transactions, accounts, and re-
ports of governmental activities. These standards include
generally accepted auditing standards. Our examinhation in-
clvded such tests of the accounting records and such auditing
procedures as we considered necessary in the circumstances.

OPINION ON FINANCIAZL STATEMENTS

In our opinicn, the accompanying financial statements
{schs. 1, 2, and 3, present fairly the financial position of
the Bureau of Engraving and Printing Fund at September 30,
1976 and 1977, and the results of its operations and changes
in 1its financial position for the periods then ended, in
conformity with prirciples and standards of accounting pre-
scribed by the Comptroller General of the United States.

10
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SCHEDULE 1

DEPARTMENT Of THE TRLASURY

BUREAU OF ENGRAVING AND PRINTING FUND

STATEMENT OF FPINANCIAL CUNDIT:ON

SEPTEMBER 30, 1977 AND 197€

Septemver 30,

ASSFETS

CURRENT ASSE 'S:
Cash witnh the tfreasury
Accovnts receivanle
- Inventories (notes 1 and 2)
Prepald expenses

Total current assets

PLANT AND EQUIVMENT (no-ee 1 and 3)
Less accumulated dep_e<Tiation

1977

$11,461,574
11,583,860
23,744,860
184,50¢

45,974,800

SCHEDULE 1

September 30,
1976

$ 7,726,627
10,274,395
26,376,656

203,559

44,581,237

57,420,946

54,017,226

{notes i and 3} 31,545,645 29,233,832

Net plant and equipment 26,275,301 25,383,394
DEFERRED CHARGES (notes 1 and 4) 2,824,348 3,082,772
Total assets $76,074,449 $73,047,403

LIABILITIES AND INVESTMENT (Of THE U.S. GUVERN4ENT

CURRENT LIABILITIES:
Accounts payablie

$ 2,015,783

$ 2,152,850

Accrued li1abilities (note 5) 10,317,854 9,086,099
Trust and deposit liabilities 357,409 342,480
Advances from otaers (note 6) 14,650,000 14,060,000
Current iastallments of capitalized
lease-purchase contracts (note 1) 3,022,840 4,613,638
Totel current Liabilities 30,853,886 30,801,067
LONG~TERM LIASILIYIRS:
Capitalized lease-purchase contraces
less cur.ent installments (note 1) 4,241,880 6.502;12_
Total liabilities (note 7) 35,105,766 37,303,822
INVISTMENY OF THE U.S. GOVERNMENT:
Appropriation from U.S. Treaswmy 9,250,000 9,250,000
Donated assets, net 18,044,969 12,344,969
Provision for capital 1improvements
{aotes 1 and 8) 14,832,961 8,703,744
Accumulated earnirgs or deficit (-)
{note 1} -1,159,247 -2559,172
Total 1nvestment of the U.S.
Gover nment 40,968,683 35,743,581
total liabilitiz2- ::31 investment Of
the U.S. Government $75,074,449 $73,047,403

‘'ne notes following scnedule 3 are an 1ntegral part of this -taterent.

11



SCHEDULE 2

DEPARIMENT U FHE [REASURY

BUREAU Ur EJGRAVING AND PRINTING FUND

STAIEMENT J¢ ENCOME AND EXPENSE

FOR THE fESCAL YEAm® ENDRD

SEPTEMSER 1, 1977 AND 1976

UPERATINS REVENUE: SAl 'S OfF e8GaAVIRG
AND PRINLING
JPERATING CUSIS:
Cost of sales:
Direct labor {aote 9)
Ditect materials used

Coatract printlng {tood coupans}
Prime colct

Uver head costs:

salarler and 1adarect labos

.actory Supplies

kepair parcts and supplles

Employer *s sna: 2 pe:sonnel ceaefics

Rrents, communlcatlans and wtiigzles

O.net services

J1strabutton charges (food caupons)

depreclation and amottizarion {(note I}

‘ost of financing lease-purcnase
contracts (note 1)

Gains {-) or losses on disposal or
recirement of fixed assets

Minor egJipment

dransporcation ot tniags

Sundity expense (net)

(oote 9)

Total overnead
lotal costs

Less:
Nonpt oducrion ccstsS:
5n0p costs Cugctalrzed

Cost of miscellaneous saswice.
tenderea othe: agencies

Cost of pioduction

Ner 1nctease(-) or decrease in tinisned
g00ds and wnik In Process lnvento:1es

from operat:ions
Cost of sales
OUPEKATING PROUrII OUR LOSS (-}

NONOPERATING KEVENUC:
vperation ana raintenance of
and soace ut.iized oy otnes
Utner direct chatges tot
services

mmciner 4tor
agencies
miscellanegus

NOBOPERATING Lounls:
vost of miscellaneous services
otrer ajanciles

rendet eg

T NUNCPLRALING PRl UK LUSS (-)
Nef Prurll Ok Loosos
(note 1)

t-) rUR IHE YrAR

a’‘riscit vear !v.b
septemuer 39, 1Y

ine =or~3 tollaow:, 7 scnedule

3 ate an inteqral

19772

$115,613,475

SCHEDULE 2

1976
{note a)

$136,268,403

35,444,354

45,770,565

14,453,261 16,712,448
20,056.986 25,454,221
69,954,607 87,937,234

25,411,713
4,361,978
L.400,015
&,092,767
3,279,707
2,174,148

959,895
#.954,63:2

1 090,015

9,029
530,711
228,015
168,969

31,923,148
5,589,915
1,436,648
6,862,094
3,598,180
2,065,006
1,024,407
2,564,119

578,482

22,695
997,773
160,432
211,018

48,661,649

57,234,577

118,6k6,25%6 '45,171,411
Lo, 440 1,945,077
2,055,042 2,283,9%0

114,696,774

1,879,834

140,912,744

~5,161,824

$1ra,516,604

$135,78u,92y

-%23,133 467,443
B, 421,275 1545, 649
652,825 717,704
2,955,042 2,283,991
19,055 -20,638

S ZYyus,uis

B 466,445
e e

acludes rna LS~ranth ger et from July 1, 1475, to

part of (nis statement.
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SCHEDUL® 3 SCHEDULE 3

DEPARTMENT OF TdE TREASURY

BIREAU OF ENGRAVING AND PRINTING FUND

STATEMENT Ot CHANGES IN PINANCIAL PCSITION

fOR THE FISCAL YEARS ENDED SEPTEMBER 30, 1977 AND 1976

1976
1977 {note a)
SUURCES Of WORKING CAPITAL:
rrom operations:
Net profit or loss (-} $ -904,075 S 466,845
Charges to operations not
reguiring use of working
capital:
Depreciation a»d
amortization 2,954,681 2,564,719
Cost of financing
lease-purchase

contracts 1,090,015 578,482
Disposzl or retirement
of fixed assets 9,029 26,193

Proceeds from sales of
surplus or obsolete

) fixed assets 1,999 2,04
! Provision for capital

! improvements 6,129,177 . 6,575,413
i Long-term financing through

i iease-purchase contracts 1,596,797 8,882,318

Decrease i» wcrking capital 2,434,167

Total sources $10,877,623 $21,530,232

APPLICATINN OF WORKING CAPITAL:
Adaicions to plant and equipmeit
(includes $10,100,307 of equipment
acquired through lease-purchase

contracts in fiscal year 1976) $ 4,689,206 $15,749,020
Deferred cost of financing lease-
purchase contracts - 3,401,649
Payments made on lease~-purchase
contracts 3,857,673 2,379,563
Increase in working capital 2,330,744 -
Tfotal application $10,877,623 $21,530,232

a/¥iscal year 1976 includes the 15-month period from July 1, 1975,
to Septemwer 30, 1876.

Tne notes following scihedule 3 are an integral pet of this statement.
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SCHEDULE 3 SCHEDULE 3

Analysis of changes in working capital

September 30, 1977 September 30, 1976
Increase Decrease increase Decrease
Current assets:
Cash $3,734,947 5 4,948,629
Accounts receivable 1,309,465 640,036
Inventories $2,631,796 §4,576,n23
Prenaid expenses 19,052 55,701
Liabilities:
Accouuts payable 737,067 636,659
Accrued liabilities 1,731,755 963,554
Trust and c-=posit
liabilities 14,929 34,503
Advances from others 650,000 1,576,751
Other liabilities 1,596,797 . _ 4,619,637

1,378,276 5,047,532 7,808,688 10,242,855

Increase or decrease {(-)
in working capital 2,330,744 ~2,434,167

$7,378,27v $7,378,275 $7.808,68f S_7,808,688

14
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NOTES TO FINANCIAL STATEMENTS

1. SIGNIFICANT ACCOUNTING POLICIES

Inventories--Finished goods and work-in-process inventories
are valued at cost, including administraitive and seivice
overhead. Except f£or the distinctive paper, which iIs valued
at the acquisition cost, raw materials and stores inventories
are valued at the average cost of the materizls ard supplies
on hand.

Plant and equipment-~Machinery and equipment, furniture and
fixtures, office machines and motor vehicles acquired on

or before June 30, 1S5u, are stated at appraised values as

at that date. Additions since Junz 30, 1350, and all
building appurtenances are valved at acquisition cost. The
act that estabiished the Bureau of Engraving and Printing
Fund specifically excluded iand and buildings costing

about $9,000,000 from the assets of the fund. Also excluded
are appropriated funds o. about §7,184,000 for extra-
ordinary uncapitalized building repairs ar.d air conditioning.

Lease-purchase contracts capitalized--Certain long-term
Tease-purchase conrtracts relating to the financing of
equipment are accounted for as installment purchases of
property. Upon payment of the required amounts, the
equipment covered by these contractes becomes the property

of tue Bureau, and accordingly, for fincincial reporting
purposes this equipment is being capitalizeé on the basis

of the outright purchase price per contract. ‘'The difference
betveen the total contract amounts; which are recorded as
either current or long-term liabilities, and the capitalized
equipment costs, represent an implicit amount of interest
and contractsr risk, because of Bureau termination without
liability privileges. This difference is accounted for as

a deferred lease cost. Amortization of this lease cost is
based on the tatio of each -ponthly lease nayment to the
total contract price.

Depreciaticn~--Depreciation is computed urnder the straight-
line method. The depreciation rates used are based on

the following useful lives: 6 to 30 years for machinery
and equipment, 6 to 20 yeais for motor vehicles, 10 years
for office machines, 10 vears for furniture and fixtures,
and 3 to 20 years for building appurtenan.es.

Surcharge--In accordance with Public Law 95-81, dated
July 31, 1977, the Bureau includes in its .-~lling prices a
surcharcc which is used for financiag capital improvements.

15



This surcharge is being accounted for as a direct addition
to the investment of the U.5. Government on the statement
of financial condition

Earnings--Customer agencics make payments at prices deemed
adequate by the Bureav to recover costs Because of
variations between prices charged and actual costs, the
Bureau could earn a profit or incur a loss in any fiscal
year. All profit is to be paid into the general fund of
the Treasury except that required to offset any accumulated
loss from prior years operations.

INVENTORIES
September 30, September 30,
1977 1976
Finished goods $11,503,848 $12,310,005
Work in process 7,356,974 8,430,651
Raw materials 1,842,959 2,813,280
Stores 3,041,049 2,822,720
Total 323,744,860 $26,376,656
PLANT AND EQUIPMENT
September 30, September 30,
1¢77 1976
Mechinery and equipment:
Lease~purchase
contracts $10,100,307 $10,100,307
Outright purchases 38,190,077 34,020,463
Motor vehicles 370,061 234,822
Office machines 468,575 474,249
Furniture and fixtures 719,258 706,208
Building appurtenances 6,487,619 6,302,792
Total 56,335,897 51,838,90.
Less accumulated de-
preciation 31,545,645 29,233,832
Net 24,790,252 22,605,069
Censtruction in progress _1.485,048% 2,778,325

Tctal $26,275,301 $25,383,394

16
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Constructicn in progress on September 30, 1977, consicsts
of $1,091,96] for varicus items of machi:ery and equiprant
and $393,088 for various building appurte.ances.

The September 30, 1977, total of $56,335,89" iacludes
$21,027,641 of Fully depreciated assets stil) in use.
Tk amounts by class are:

Maciinery and equipment $16,205,339
Motor vehicles £0,704
Office machines 130,314
Furniture and €ixtur-< 290,854
Building appartenanc2s 4,320,380

Tccal $21,027,641

~————

4. DEFEKREL CEARGES

September 30, Sevtembar 30,
1677 1976
Lease-purchase financiag
costs $i1,722,152 $2,823,166
Alterations ana m~intenance 813,672 184,295
Experimental equipment 4,333 = 7,833
Other ___?73'19_}_ - 67:478
Total $2.824,348 $2,082.772
5. ACCRUED LIABILITIE§
September 30, Septemker 30,
1977 1976
Payroll $ 3,316,192 53,442,508
Accrued leave 3,352,985 3,012,373
Constructive receipts 1,705,368 1,223,087
Other 1,945,309 1.402,131
Total $10,217,834 $9,086,09%

The a-.crual for consti.ctive receipts is the estimated
value of work performed by contractors to Government
specifications, which had not heen delivered to or accepted
by the Burear at the staotement date. Excluded from tiis
amount is the value 0f any lease-purchase equipment which
has not been accep’.ed bty the Bureau becauasz of contractual
language contained in the cantracts limiting Bureau lia-
bility in the event of cancellation. For September 37,

17
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1977, the offsetting entries are to machinery and equip-
ment, $173,518; raw materials, $193,864; stores, $42,915;
and work in process, $1,295,071.

ADVANCES

The following agencies have advanced funds to the Bureau
which are being used to finance increased inventories
needed for future deliveries or site preparation costs

for processing facilities for alien registration identifi-
cation cards:

September 30, September 30,
1977 1976
Department of Agriculture
{food coupon books) $14,000,000 $14,000,000
Department of Justice
(site preparation) 650,000 -
Total $14,650,000 $14,000,000

COMMITMENTS AND CONTINGENT LIABILITIES

Outstanding commitments with suppliers for unperformed
contracts and undelivered purchase orders total $9,904,848
as of September 30, 1977, and $12,282,409 as of September 30,
1476.

A lease agreement for the rental of a closed circuit
television system provides for payments averaging about
$101,502 for fiscal year 1978, $59,509 for fiscal vyear
1979, $27,253 for fiscal years 1980 and 1981, and $2,271
for fiscal vye-r 1982. At the end of payment, the Bureau
will assume ownership of the eguipment. Under the agree-
ment the Bureau could be liable for a termination charge
if it suspends or discontinues making rental payments.
This charge was computed at $59,049 as of September 30,
1977. The Bureau has no plans to suspend or discoatinue

this system.

SURCHARGE

The provision for capital improvements, resulting from the
Bureau's need to obtain modern eqguipment, is funded by the

use of a surcharge included in the selling price of Bureau
products. Tne surcharge 1s computed to eguitably identity

18
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Accordingly, amounts previously reported as salaties
and indirect labor for fiscal yvear 1976 have been

reclassified as follows:

amounts
previously Amount
reported reclassified

Direct labor $42,449,783 $§+3,320,782

Salaries and
incdirect labor 35,242,930 ° -3,320,782
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Adjusted
amount

$45,770,565

31,923,148




APPENDIX I

v

PRINCIPAL OFFICIALS OF

THE BUREAU OF ENGRAVING AND PRINTING

RESPONSIBLE FOR THE ACTIVITIES

DISCUSSED IN THIS REPORT

APPENDIX I

Tenure of office

From
DIRECTOR:
Seymour Berry (note a) July 15977
James A. Conlon Oct. 1967
DEPUTY DIRECTOR:
Everett J. Prescott (note b} Nov. 1977
Kenneth A. DeHart July 1974
CHIEF, OFFICE OF AUDIT:
Jay L. Esserman Feb. 1973
ASSISTANT DIRECTOR OF ADMINIS™RATION:
Vacant July 1877
Seymour Berry (note a) Aug., 1975
CHIEF, OFFICE OF ADMINISTRATIVE
SERVICES:
Jules C. Rieder Feb. 1975
CHIEF, OFFICE OF FINANCIAL
MANAGEMENT :
Maurice M. Schneider June 1974

To

Present
July 1977

Present .
July 1977

Present

Present
June 1977

Present

Present

a/Mr. Berry became Acting Director in July .977 after
Mr. Conlon's retirement July 1, 1977, and has been tempo-
rarily promoted to Director, effective November 28, 1977.

b/Mr. DeHart retired on July 1, 1977, and Mr. Prescott has
been temporarily promoted to Deputy Director, effective

November 28, 1977.

(87513)
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