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ECONOMIC IMPACT OF FEDERAL PROCUREMENT

TUESDAY, APRIL 27, 1965

CoxcrEss OF THE UNITED STATES,
SUBCOMMITTEE 0N FEDERAL I’ROCCREMENT AND
RectraTioN oF THE JoiNT Ecoxoyic COMMITIEE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to call, in room 3110,
New Senate Office Building, Senator Paul II. Douglas, chairman of
the subcommittee, presiding.

Present: Senators Douglas and Jordan; Representatives Griffiths
and Curtis.

Present also: Ray Ward, economic consultant; James W. Knowles,
executive director; and Hamilton D. Gewelr, administrative clerk.

Senator Doveras. 1 might explain for the benefit of those who have
not followed the hearings and reports of the Subcommittee on Federal
Procurement and Regulation for the past 5 years, that Federal costs
for personal and real property, transportation of things, storage and
issuance of supplies, and surplus disposal run into tens of billions of
dollars annually.!

How these functions are done—where, when, and by whom—rvitally
affect our economy.

Our concern has been with the impact of these functions on the
cconomy and not on military matters per se.

Of special interest to us has been the factor of waste which im-
poverishes the taxpayer, impedes efficiency, and deprives essential
military and civilian programs and projects of economic lifeblood.

We have been heartened, therefore, by the positive actions taken
by Secretary McNamara since he assumed office in January 1961. I
am merely speaking the truth when I say he is the greatest Secretary
of Defense that this country has ever had.

Secretary McNayara. Thank you, Mr. Chairman.

Senator Doveras. His cost reduction program, which has been en-
dorsed by both Presidents Kennedy and Johnson, is paying national
dividends in excess of $4 billion annually. These savings have kept
the estimated Federal administrative budget below the $100 billion
level and have been a key factor in financing needed functions that
otherwise would be long deferred, if not impossible.

Secretary McNamara, we deeply appreciate your coming to us this
morning in the midst of your heavy burdens and responsibilities. We
shall be very glad to hear from you on the cost reduction program
and then from your able assistants on the subjects I outlined in my
letter of April 8 which is inserted at this point.

APRIL 8, 1965.
Hon. RoBERT S. MCNAMARA,
Secretary of Defense,
Washington, D.C.
DEear Mg. SECRETARY : The Subcommittee on Federal Procurement and Regula-

tion will hold hearings on April 27, 28, and 29, 1965, as a continuation of the
program of the former Subcommittee on Defense Procurement.

1 “Background Material on Economiec Impact of Federal Procurement—19635,” hereaf
referred to as ‘‘staff report, 1965.” See p. 3. eafter
1
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You are scheduled to testify at 10 a.m. on April 27, 1965, in room 3110, and
Assistant Secretary Ignatius and Director Lyle of the Defense Supply Agency
will follow you, taking such time in the morning and afternoon as may be
required.

It would De helpful to the subcommittee if you and your assistants would
cover the following areas:

1. DOD cost reduction program, bringing us up to date as to accomplish-
ments and projections.

2. Progress and plans relative to the management of common supply and
service activities.

3. Impact of DOD oversea procurement on balance of payments and
policies and plans respecting thereto.

4. Policy and practices on procurement of products and services by
contract and force account.

5. Progress made in the standardization and reduction of items in the
DOD supply systems.

6. Improvement in competitive bidding, development of adequate engi-
neering data, and specifications.

7. Utilization of existing Government inventories and stocks.

We should like for Secretary Ignatius to elaborate on his letter of January
26, 1965, as to the recommendations contained in our report of September 1964.
(Of particular interest is the subject of “Item Management Coding Criteria”
and the scheduled report thereon.) The point raised by Congresswoman Grif-
fiths as to relationships between prime contractors and subcontractors and the
prolection of the latter under DOD regulations should also be covered.

This subcommittee is interested in the attainments and plans of DSA and
would welcome Director Lyle's testimony thereon.

It is appreciated that there is overlapping in the subjects listed above. You
may eliminate this to the extent feasible in the development of your respective
statements.

Faithfully yours,
PauL H. DouGLAs.

Senator Doteras. Since you have another commitment at 11 o’clock,
youmay read or paraphrase your prepared statement as you wish, and
we will place the full statement in the record.

(Prepared statement of Secretary McNamara follows:)

PREPARED STATEMENT OF SECRETARY OF DEFENSE ROBERT S. MCNAMARA,
APRIL 27, 1965

Mr. Chairman and members of the committee, it is again my pleasure to appear
before this committee to discuss the progress of the Defense Department’s cost
reduction program. I believe it would assist in setting this program in proper
perspective if I were to discuss some of the major improvements we have made
during the last 4 years in the overall organization and management of the De-
fense Establishment, with particular reference to the logistics functions.

To start with, it should be recognized by all concerned that in an enterprise as
large and complex as the Defense Establishment, some of the actions taken will
not turn out as planned and some outright mistakes will be made no matter how
the Department is organized and managed and, indeed, no matter who the man-
agers happen to be. What is involved here is an enterprise employing almost 4
million full-time military and civilian personnel, including more than 100,000
foreign civilians. In addition, we have on our direct payroll over 1 million part-
time military employees in the Reserve components and about 500,000 retired
personnel. We manage an inventory of over $170 billion in real and personal
property and we spend about $50 billion a year, including a gross expenditure of
about $3 billion overseas. Our annual payroll costs alone amount to about $20
billion and we spend almost $30 billion a year for goods and services purchased
from the private economy. We draw on virtually every segment of American
industry and account for a very large proportion of the total research and develop-
ment effort of the Nation. Our people and activities are located at more than
1,000 major military installations and some 11,000 minor facilities spread through-
out the United States and the free world.

We execute some 10 million contract actions and write over 90 million checks
per year. Even excluding purchases of less than $10,000 each, we deal with
nearly 20,000 different firms. The Defense supply system stocks almost 3.9 mil-
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lion different items worth nearly $40 billion. About 400,000 new items are added
to the system each year and about the same number of old items are dropped. It
has been estimated that the supply system makes over 20,000 wholesale issues
daily ; the number of retail issues is many times greater.

In all of these tens of millions of transactions each year, ample opportunities
for human error or poor judgment exist, and I might add that these deficiencies
are much more easily recognized after the fact than before. This very real limit
on human infallibility can be frankly recognized without in the least condoning
the results. I can testify from my own experience that it exists in industry as
well as Governiment. The issue we should be concerned with is whether the De-
fense Department is taking the proper measures to provide the organization,
policies, procedures, and training required to carry out its responsibilities effec-
tively.

And let me say right here that the defense program is far too large and complex
to manage in any single pattern or from any central point and indeed, we are
organized to manage in several different ways, depending upon the area or
function involved. For the day-to-day administration of most of this huge aggre-
gation of diverse activities, we still rely on the three military departments which
report directly to the Secretary of Defense. The actual combat forces are orga-
nized under unified and specified commands which report to the Secretary of De-
fense through the Joint Chiefs of Staff. For certain functions common to the
entire establishment there have been created over the years what we now call
“defense agencies”’, for example, the Defense Communications Agency, the De-
fense Intelligence Agency and, of course, the Defense Supply Agency which is
of particular concern to this committee.

But all of these diverse programs, activities and management systems must be
brought together in a single unified effort directed toward a single overriding ob-
jective—the defense of the Nation. That is the basic purpose of the planning-
programing-budgeting system which we introduced into the Defense Department
4 years ago. This system brings together at one place and at one time all of the
programs and activities of the Defense Establishment, in both physical and
financial terms, and not just for 1 year but projected for at least 5 years into the
future. It is here, in the context of the entire long-range effort, that the most
important decisions must be made, decisions which involve not only large sums
of money but the very security of the Nation.

Worth noting is the fact that under this system the programs and activities are
anaylzed in terms of the principal military missions and not in terms of the
traditional organizational components of the Defense Establishment; and the
force levels are established in relation to the objectives of our foreign policy and
the military strategy associated with the attainment of those objectives. As
President Eisenhower so rightly pointed out in his 1958 Message on Defense
Reorganization:

“% = * complete unity in our strategic planning and basic operational direc-
tion [is a vital necessity]. It is therefore mandatory that the initiative for
this planning and direction rest not with the separate services but directly with
the Secretary of Defense and his operational advisers, the Joint Chiefs of Staff,
assisted by such staff organization as they deem necessary.

“No military task is of greater importance than the development of strategic
plans which relate our revolutionary new weapons and force deployments to
national security objectives. Genuine unity is indispensable at this starting
point. No amount of subsequent coordination can eliminate duplication or
doctrinal conflicts which are intruded into the first shaping of military
programs.”

It is interesting to recall in this connection that President Kennedy’s Com-
mittee on Defense Reorganization, chaired by the distinguished Senator from
Missouri, Stuart Symington, sought to achieve the same objective by eliminating
the three major departments as such, vesting directly in the Secretary of Defense
the administration of the services. I believe we have achieved a true unification
of effort through the planning-programing-budgeting system without going
through such a drastic upheaval in the organization of the Defense Establish-
ment.

While we were able to avoid a sweeping reorganization of the basic structure
of the Defense Department, we did find it necessary to make a number of or-
ganizational changes, particularly in the logistics area. In addition to the
establishment of the Defense Supply Agency, with which you are fully familiar,
major changes have been effected in the logistics organizations of the military
departments. One of the most significant was the merging of the old “technical
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services” into a new Army Materiel Command which now is responsible for the
entire life cycle of Army materiel from research and development through pro-
duction, supply and maintenance and eventually to its declaration as excess.

As I pointed out to this committee when I appeared here 2 years ago, the
reorganization of the Army’s technical services had been discussed with Presi-
dent Truman by Secretary of Defense Lovett in 1952—at that time Secretary
Lovett said it would be ‘“no more painful than backing into a buzz saw,” but it
was long overdue. Now that it has been accomplished I believe there is general
agreement among all parties concerned that it was a sound and necessary de-
cision. The merger, however, was not without its difficulties. The new Army
Materiel Command inherited from its predecessors a number of different sets
of procedures, forms, and ways of doing business which had developed over the
long history of separate technical services. These had to be reconciled into
a uniform system and it took the new command about a year simply to complete
this task. The command now is, of course, a fully functioning, and we believe
effective, organization.

For all of its relatively brief history as a separate service, the Air Force has
centrally managed its logistics operations. The most recent significant change
(effective in the spring of 1961) involved a realinement between the old Research
and Development Command and the Air Materiel Command. A new Systems
Command was established to manage all major weapon systems from the re-
search and development phase through procurement, supply, and maintenance
and declaration of excess, leaving to the new Logistics Command all other Air
Force logistics functions.

Over and above these reorganizations of the logistics activities of the military
departments, we have, of course, placed responsibility for the management of
most common supplies and services in the Defense Supply Agency. The eight
existing single managers for common supplies, the single manager for traffic
management, the Armed Forces Supply Support Center and the surplus property
sales offices, previously scattered throughout the Defense Department, were all
consolidated in January 1962 under one management in that Agency. Later,
additional responsibilities were assigned to the Agency, including the manage-
ment of common electrical and electronics items, chemical supplies, automotive
supplies and industrial production equipment. -Admiral Lyle will report to you
in detail on the progress of this Agency. Let me simply say that I believe
our experience over the last 3 years has fully demonstrated the wisdom of this
move.

Within the last year, we have given DSA the additional responsibility for
the management of the consolidated contract administration function in the
field. When fully completed by the end of fiscal year 1966, this action will
bring under a single management the 150 field offices and some 20,000 personnel
concerned with the administration of defense contracts after they are awarded,
including such functions as materiel inspection, production expediting, industrial
security, and payment of contractor invoices. The headquarters activity—the
Office of the Deputy Director of DSA, Contract Administration Services—be-
came operational on the 1st of February this year. The integration of field units
is now proceeding under a schedule which will have the new system fully opera-
tional by the end of fiscal year 1966. We estimate that our contractors will,
as a result of this action, realize significant annual savings in administrative
costs which will, in time, be reflected in lower procurement costs for us. Addi-
tional direct savings to the Defense Department of $19 million annually should
result from the elimination of about 1,800 personnel spaces made possible by
the consolidation.

More recently, as this committee had previously recommended, we have de-
cided to consolidate the contract audit functions. This consolidation will re-
sult in the creation of a new defense agency, known as the Defense Contract
Audit Agency (DCAA), bringing together under single management the activities
now performed by the 268 offices of the three military departments employing
over 3,400 people. As a tentative target, we expect that as many as 40 of the
present field offices will be eliminated with an overall 5 percent savings in
personnel spaces. .

At the same time, we have embarked on an effort to consolidate all procure-
ment regulations in one system by incorporating the service implementing regu-
lations and instructions into the main body of Armed Services Procurement
Regulations. This in itself should do much to eliminate unnecessary variations
among the purchasing activities of the three military departments and DSA,
thus easing for defense contractors the problems of doing business with the Gov-
ernment and, we would hope, decreasing the paperwork burden for both. Al-
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though it will increase the scope of the ASPR’s it should result in a significant
decrease in the overall volume of procurement regulations.

In a further consolidation move last fall, I designated the Secrctary of the
Army as the single manager of military traffic terminals. His charter embraces
traffic management, the control of movement into and out of air and ocean
termiiuils, and the management and operation of common user ocean terminals.
This consolidation should produce annual savings of $14.1 million.

In my appearance before this committee 2 years ago, I noted that truly im-
portant savings in defense expenditures can be achieved only by attacking the
entire spectrum of logistics activities—beginning with research and develop-
ment, extending through procurement, production, construction of facilities,
deployment, supply, maintenance, transportation, ete., and ending with disposal
of surplus material and facilities. Decisions made during the development
phase of a weapon system will affect not only the cost of development but also
the cost of production and operation of the system throughout its life. But the
research, development, test, and evaluation effort also deserves intensive man-
agement attention in its own right. Not only does it account for $63% billion
a year of defense expenditures but, more important, it is the foundation for our
future military strength.

There has been considerable discussion in recent years about the number of
new developments being started. Yet, it is not the number of developments
started but rather the number of developments successfully completed and
which make a significant contribution to our military strength that is the true
measure of how well the research and development program is being man-
aged. As 1 pointed out to the committee 2 years ago:

“All too often large-scale weapon system developments, and even production
programs, have been undertaken before we had clearly defined what was wanted
and before we had clearly determined that there existed a suitable technological
base on which to draw in developing a system. And, all too often, insufficient
attention had been paid to how a proposed weapon system would be used; what
it would cost, and, finally, whether the contribution the system could make to
our military capability would be worth the cost.”

As a result, many developments had to be terminated before completion and
use. In fact, the records show that some 60 major research and development
projects were terminated during the last 10 or 12 years after costs of well over
$6 billion had been incurred. The number and value of smaller canceled de-
velopments have never been counted.

It was plain to us that for management purposes, the entire R.D.T. & E. effort
needed to be realined. Clear distinctions had to be made among the various
sequential phases of the development process, ranging from basic research
through operational systems development because each phase has its own peculiar
problems and requires somewhat diffierent management standards and techniques.

Accordingly, the research and development process was divided into five
significant steps or phases:

1. Research: The effort directed toward the expansion of knowledge of na-
tural phenomena and our environment, and the solution of scientific problems.

2. Exploratory developments: The effort directed toward the expansion of
technological knowledge and the development of materials, components, and sub-
systems which it is hoped will find some useful military application. Here the
emphasis is on exploring feasibility of various approaches to the solution of spe-
cific military problems, up to the point of demonstrating feasibility with
“breadboard’” devices and prototype components and subsystems.

3. Advanced developments: The effort directed toward the development of
experimental hardware for technical or operational testing of its suitability
for military use, prior to the determination of whether the item should be
designed or engineered for actual service use. Here is where we begin to
identify each project with a specific military application or technique, and we
begin to question in depth its potential military utility. During this phase we
also begin to explore the costs of the most likely applications to determine
whether the potential operational benefit would be worth the cost of development,
production, and deployment.

4, Engineering developments: The effort directed toward the development of
a particular system engineered for service use and for operational employment,
but which has not as yvet been approved for production and deployment. During
this phase large commitments of resources must be made to single projects. Ac-
- cordingly, before full-scale engineering development is initiated, the specific
operational requirements and the cost effectiveness of the system must be
confirmed, and goals, milestones and time schedules must be established.

47-662—65 2
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5. Operational systems developments: The effort directed toward the continued
development, test, evaluation, and design improvement of projects which have
already entered (or have been approved for) the production-deployment stage.

The first 3 phases—research, exploratory developments and advanced de-
velopments—constitute the area of new technology formation. The last two-——
engineering developments and operational systems developments—cover the area
of development, test and evaluation of specific new weapon systems and equip-
ment. It is particularly from the second and third that we acquire the “techni-
cal building blocks,” i.e., the new techniques and critical components that we
need for the development of major systems. We cannot do a proper job of
engineering development, still less of operational systems development, unless
these building blocks are available. Thus, the kinds of weapon systems we
will have a decade from now will depend importantly upon how well we conduct
the research, exploratory and advanced development phases of the R. & D.
process over the next few years.

One of the management difficulties encountered in the past was the tendency
to require that new technology efforts be justified in terms of an end-product
development, since there was a reluctance to undertake work on new technologies
or components which could not be directly related to some needed future weapon
system. 'This, in our opinion, was a shortsighted approach on two counts: First,
it led to a neglect of basic research and technology; and second, it resulted in
the initiation of large numbers of system developments for which the basic
technology had yet to be created, thereby foredooming many to failure. Because
they were so numerous, the available funds were not nearly adequate to pursue
them all at efficient and orderly rates and, as a consequence, many developments
were overtaken by new technologies or changes in requirements and eventually
had to be terminated before completion.

We now try to judge proposed research and exploratory development projects
on their own merits, in relation to their potential contribution to the advancement
of knowledge across the entire spectrum of science and technology of pertinence
to the defense effort. Not until the third step, “advanced development,” do
we begin to weigh the costs of the more likely applications against the potential
operational benefits to making program decisions. Decisions affecting “research”
and “exploratory development” projects do not normally involve this kind of
consideration ; instead, they are managed generally on a “level of effort” basis.
It is interesting to note that expenditures for research, exploratory development
and advanced development, which together constitute the area of new technology
formation, have increased from less than $1.9 billion in fiscal year 1962 to well
over $3.2 billion in the fiscal year 1966 budget request.

But while research and exploratory development, and even advanced develop-
ment, do not necessarily have to be directly related to specific military require-
ments, a full-scale engineering development or an operational system development
can be justified only in terms of its potential contribution to our strategy, con-
sidering both its cost and military effectiveness as well as the relative cost effec-
tiveness of other alternatives. We are dealing here with billion dollar decisions,
just for development alone. For example, we will have spent about $1%4 billion
on the development and construction of two experimental B-70 heavy bombers
and this project is still far from a full-scale weapons systems development. We
invested about $114 billion in the Nike-Zeus anti-ballistic- missile system before
we shifted emphasis to a more advanced system, the Nike X which itself will
require a comparable investment. The new Poseidon submarine-launched missile
development, which we announced in January, will cost about $900 million for
development alone. The development cost of the new C-5A transport, also an-
nounced in January, is estimated at three-quarters of a billion dollars. Cer-
tainly, we should want to know, in at least approximate terms, what these
projects, if produced and deployed, could add to our overall military strength and
weigh these contributions against their total costs before we commit ourselves
to sueh large expenditures.

Now, before we embark on a new major weapons systems development, we first
conduct a series of studies during which we, together with our contractors, do
our thinking and planning. These studies not only permit us to define the pro-
posed program more clearly, assess better the technical risks, and determine
the estimated costs and time schedule before commitment to full-scale develop-
ment, but they also help us judge how well a proposed system might contribute
to the attainment of our military objectives. We have found that, in most cases,
careful and comprehensive prior planning saves time as well as money and results
in more effective and dependable weapons.
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In some critical areas, it may be necessary to develop major weapons systems
even though we are not sure that they will ever be deployed or that a military
requirement for them will actually emerge. The YF-12A is a case in point. A
force of these advanced interceptor aircraft might be needed if the Soviets were
to deploy a new supersonic long-range bomber. While they have not done so as
yet they may in the future and we might not become aware of it until a prototype
aircraft, or even the first production aircraft, was actually flying. To delay the
start of the development of a new interceptor until that time might have put us
at a serious disadvantage. This is an example where the development of an
expensive technology and even a full weapons system was thought to be clearly
justified, before an actual military requirement presented itself.

The new Poseidon missile falls into the same category. Our principal interest
in this missile is its potential capability to carry a heavy load of penetration
aids which may be required if the Soviet Union should ever deploy a sophisticated
ballistic missile defense on a large scale. It was for the same reason that we have
invested almost a billion dollars in the development of penetration aids for all
of our present missiles. Although this latter program is often overlooked in the
debate on ‘“new developments,” its contribution to our strategic offensive capa-
bility in the long run could be of major importance.

As I stated before, how well a research and development project is managed
will not only infiuence the development cost itself but will also help determine
to a significant extent the costs of production and operation, particularly the cost
of the logistics system. In this connection, I noticed that in your last report
on the “Economic Impact of Federal Supply and Service Activities,” you express
some disappointment in the progress of our standardization program and in the
continued increase in the value of military property holdings. First, I would
like to point out that although the value of our total personal property inventory
is increasing, the value of stocks in our supply systems is actually decreasing,
both absolutely and in relation to the total personal property inventory. Whereas,
at the end of fiscal year 1960, the supply system accounted for 62 percent of the
value of the end-item inventory, by the end of fiscal year 1964 it was down to 48
percent. Inother words, at the end of fiscal year 1960, we had $42 billion of stocks
in our supply systems supporting about $68 billion of weapons and equipment com-
pared with about $39 billion of supplies supporting $811% billion of end-items at
the end of fiscal year 1964, This, I submit, is a very good record. The increase in
the stocks of weapons and equipment reflects the buildup of our forces over the
last 4 fiscal years as well as the increase in the average unit costs of the aircraft,
missiles, ships, etc., now entering the inventory.

It is true that we are still introducing into the supply system almost the same
number of new items as we are eliminating each year. Nevertheless, this in
itself should be viewed as an achievement, since up until recent years, we had
actually been adding more items than we had been eliminating. From the end
fiscal year 1938 to the end fiscal year 1962, the number of items in our supply
system increased from about 3.4 million to nearly 4 million. But from that time
through fiscal year 1964, the number of items leveled out at about 3.9 million and
during the past 8 months has actually begun to decrease.

Although we have been quite successful in purging our inventories of duplica-
tive items through our standardization program, it is now clear that the real
problem is to reduce the number of new items entering the inventory. This, we
are now doing through our item entry control system which was initiated in
fiscal year 1963. Admiral Lyle will discuss this effort in greater detail but I
would like to point out now that during a 6 months’ test of the system last year
in which about 25 percent of all requests for new stock numbers were reviewed,
42 percent of those screened were rejected for one reason or another with 32
percent of the total found to have existing Federal stock numbers or recom-
mended substitutes already in the supply system. The proportion of requests
for new catalog numbers being screened by the system has been rising steadily.
The services, too, are conducting direct item screening in the major weapon areas.
The Army Missile Command, for example, has a continuing program to review
proposed new missile parts. As a result of this program, out of some quarter
of a million repair parts used in Army missiles, some 31 percent are now standard
items and an additional 14 percent are common to more than one application.

But much more fundamental to the task of minimizing the number of new
items entering the inventories than “screening” is the extension of the standarad-
ization philosophy back into the research and development stage. Here is where
the decisions are really made to add new items to the supply system and the
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consequences of these decisions cannot be undone at the supply support stage.
Each time a new weapon enters the inventory, it brings with it thousands of new
items of spares and support equipment. That is why any serious attempt to re-
duce the number of different items in our logistics system and thereby reduce
logistics costs, must begin in the research and development stage.

Two years ago when I appeared before this committee, I discussed with you
our efforts to minimize parallel developments which could lead to parallel pro-
duction programs and supply inventories. I pointed to the standardization of
the ¥~ as a tactical fighter for the Air Force as well as the Navy and my deci-
sion to assign to the Air Force supply management responsibility for all spares
and components peculiar to the F-4 aircraft. I also mentioned that I had asked
the Air Force and the Navy to develop and submit for my approval joint plans
for the maintenance of this aircraft, the cost of which will eventually involve
over $300 million annually. This has been done and we are now well along in
achieving a single integrated system of maintenance and spares management
for both Air Force and Navy F—4's,

Our largest single effort in this direction to date has, of course, been the F-111
(TFX) which I described to you 2 years ago. The project, as a whole, is going
well and just last month we took the first steps to commit the aircraft to pro-
duction. I am convinced that the F-111 program will produce substantial sav-
ings not only in the development and production phases but in the logistics su-
port as well. An integrated materiel management and maintenance plan has
been jointly prepared by the Navy and the Air Force with support to be provided
by the Air Force for about 10,000 to 15,000 items common to both aircraft. Be-
cause joint logistics planning was possible from the beginning of the project,
the F-111 plan should be considerably more effective than the F-4 plan which
had to be developed after the airplane had already entered production for the
Navy.

_The possibilities for common development programs, however, are relatively
quite limited because of the difference in missions among the four military serv-
jces. But even where a full-scale common development program is not feasible,
we can and shounld standardize on components and parts within a particular de-
velopment program and, wherever possible, incorporate in new designs, com-
ponents, and parts already available in the Defense supply system. The vig-
orous application of these principles should open up new and important possibili-
ties for reducing the number of new-item entries into the supply system as well
as expanding opportunities for using existing stocks of components and parts
which may be in excess to our current supply requirements. With regard to the
latter, it would also facilitate advertised competitive bidding inasmuch as we
already have engineering drawings and technical data for items now in our
inventory. Thus, a new effort directed along these lines would do much to solve
a number of problems which have long been a matter of concern to this committee,

However, if standardization is to begin in the design and development stage,
it is necessary, as the committee noted in its September 1964 report: “* * * that
the views of research and development as well as production, supply, and service
people be merged into final decisions.” To meet this need and to insure the
coordination of the closely related technical data program within the Depart-
ment, we established in March 1964 a Department of Defense Council on Tech-
nical Data and Standardization Policy, cochaired by the Assistant Secretary of
Defense (Installations and Logistics) and the Deputy Director, Defense Research
and Engineering. To provide staff support for the Council, in both the technical
data and standardization areas, we established in June 1964 an Office of Technical
Data and Standardization Policy within the Office of the Assistant Secretary
of Defense (Installations and Logistics). With regard to standardization, this
Office is responsible for:

(1) Administering and managing the standardization program, including
the establishment of policies, procedures, and controls;

(2) Establishing a system of reports to measure progress in achieving the
program objectives;

(3) Insuring that the implementing instructions of the Military Depart-
ments and Defense agencies are mutually compatible;

(4) Resolving, or referring to the Council, differences on any phase of
the program which cannot be settled at the Military Department-Defense
agency level.

To encourage the standardization of components and parts within a single
development project, we plan to include a requirement to that effect wherever
appropriate in all future development contracts. To facilitate the developer’s
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use of existing components and parts, we are making a major effort to improve
our data storage and retrieval systems. Obrviously, if designers are to make
use of items already in our inventories, they must have ready access to adequate
technical descriptions, specifications, engineering drawings, etc. Considering
the enormous number of items involved, it is clear that this is a major under-
taking in itself. Several techniques are now being explored to provide such
data more quickly than is now possible and in a more readily usable form.

One word of caution is in order here: We must be careful that our effort to
encourage the use of existing items in new developments is not pressed to the
point where we are stultifying technical progress. Small improvements in the
large numbers of bits and pieces which make up any major end item may cumula-
tively produce significant advances in its overall performance, and we should
not want to lose that kind of benefit. Similarly, in the “break out” of components
and spares for competitive procurement, we want to be sure that there will be
no interruption in the support of the end item in the field. In both cases, full
consideration must always be given to the claims of the operational requirement.

Al of the measures which I have described, and the many others which I have
not had time to discuss, are designed to simplify and improve the management
of the Defense Department’s logistics functions. But simply providing the
proper organizational framework, sound policies and efficient procedures is not
enough. By themselves, they cannot insure economy and efficiency in our day-to-
day logistics operations which involve the actions and decisions of literally hun-
dreds of thousands of Defense employees spread around the world. These people
must be properly motivated and provided with a continuing stimulus and incen-
tive for efficiency and economy at all levels of the Department’s operation, and
that is the basic objective of the cost reduction program.

But, as I noted last year, a program of this type can succeed only if—

(1) It is vigorously supported by the entire management of the Depart-
ment, from the Secretary on down to the lowest managerial level;

(2) Firm, clearly defined goals are set for each level of management and
the objectives, methods, and procedures of the program are clearly explained
to and accepted by the people who have to achieve the goals.

(3) A uniform and effective system of progress reporting is established
to insure adeqguate followup on performance; and

(4) Both the goals and the results are thoroughly audited by an independ-
ent group to insure the savings being reported are valid and can be properly
substantiated.

The Defense Department’s cost reduction program is based on these principles.
The initial targets are actually developed at the lowest levels of management
and are then aggregated and reviewed at each successively higher level up to
my own office. As a result, when the overall goals are finally approved at the
Defense Department level, all logistics managers understand what is expected
of them and have, in fact, been given an opportunity to participate directly in
the formulation of the program’s objectives.

To add to this built-in stimulus of having a specific goal to strive for, we initi-
ated last year a new system of awards, over and above those given in the regular
incentive awards program. After an intensive review of the best of the thousands
of cost reduction ideas submitted by our logistics organizations, 19 civilian and
military personnel were singled out for special commendation. Mo emphasize
the importance which the administration attaches to this program, these initial
awards were made personally by the President in a special ceremony at the
Pentagon. The individual Military Departments are also making special awards
for outstanding achievement in this program. Recognition by top management
of jobs well done is indispensable to the success of such an effort. The cost re-
duction program must have the full and sustained support and interest of the
entire management structure if we are to expect continuing concern and involve-
ment of the people who must actually produce the results.

Inasmuch as I have discussed the character of this program in some detail in
my previous appearances before this committee, I would like at this time simply
to give you a brief progress report and highlight some of the areas in which this
committee has expressed a particular interest.

As shown on the chart below, we have successively raised our ultimate goal
each year since the inception of the program and it now stands at $4.8 billion per
year to be achieved in fiscal year 1968, compared with the $4 billion I mentioned
here last year. Based on the progress achieved during the first 6 months, I am
certain that we will exceed our goal for the current fiscal year and be able to
raise the ultimate objective above $4.8 billion.
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PROGRESS OF DoD COST REDUCTION PROGRAM
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This achievement is a tribute to the entire Defense Establishment. As I noted

on previous occasions, the top management of the Department can plan the pro-
gram, establish objectives, prescribe the organization and procedures, and follow
up on the execution but, in the final analysis, its success depends on the skill, un-
derstanding, and support of the people who must actually carry out the program.

As a result of this cost-reduction effort, the fiscal year 1966 budget now before
the Congress is some $4.1 billion less than it otherwise would have been. And it
is worth noting that the program has also contributed to a reduction in Defense
expenditures below the amounts originally estimated for both fiscal years 1964
and 1965. A detailed analysis of expenditures for these two fiscal years re-
veals that refinements of requirements and lower purchase prices alone have
reduced expenditures about one-half of a billion dollars in each year, over and
above the anticipated cost-reduction savings deleted from the budgets of those
years. In other words, we are actually buying weapons and equipment at prices
lower than we had estimated in those budgets. This, I understand, is a rare
experience for the Defense Department and I ascribe it in large measure to our
efforts to increase competitive procurement and reduce cost-plus-fixed-fee con-
tracts. These additional savings are included in the $3.2 billion of prior-
year appropriations which have been applied to our fiscal year 1966 budget in
lien of new appropriations.

The detailed goals and accomplishments of the cost reduction program are
listed on the table attached to this statement, but I have summarized and will
discuss them in terms of the three categories shown below :

{In billions]
Savings Savings
reflected in goal by
fiscal year fiscal year
1966 1968
budget
1. Buying only what we need.____ $2.0 $2.0
2. Buying at the lowest sound price. ..o oo ool 1.0 1.1
3. Reducing operating costs_. . _..... 1.1 1.7
Total 4.1 4.8
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BUYING ONLY WHAT WE NXEED

As you can see from the attached table, better analysis of our materiel re-
quirements continues to offer major opportunities for savings. Basically, this
effort is aimed at pruning out of each proposed procurement program every
nonessential item. The value of such savings reflected in the fiscal year
1966 budget totals $1.7 billion. They result from literally thousands of in-
dividual reviews made by managers at all levels to insure that inventories of
end items, spare parts and consumables are held to the minimums required
to meet the needs of approved forces and mobilization objectives.

Not included in these savings is a reduction of $24 billion which we made
a few years ago during our initial review of the stated requirements for mili-
tary equipment and supplies. These requirements were based on unilateral
service war plans, which were not in balance with one another. This kind
of requirements calculation is worse than useless—it distorts the true require-
ment and makes effective management of the program virtually impossible.
I have, therefore, insisted that our approved war plans, force structures and
materiel requirements be brought into appropriate balance and kept that way.
There is no point in having forces which cannot be adequately supported in
combat or war plans that cannot be properly carried out by the forces being
supported.

This is one of the principal reasons why we have recommended the elimina-
tion of 21 divisions and various nondivisional units in the Army Reserve com-
ponents. These units are not required to support our contingency plans.
Furthermore, they have only about 35 percent of their authorized equipment
on hand and much of this is substandard and unsatisfactory for combat use.
Thus, in the event of a callup, these units would have to be completely re-
equipped and even under the best of conditions, this would require 12 to 18
months—about the same time it would take to organize, train, and equip new
units. To acquire the necessary equipment and war consumables for these
forces during peacetime would cost about $10 billion. Such an expenditure
would be clearly unjustified for units for which there is no requirement in
our contingency war plans.

“Buying only what we need” also means utilizing excess inventories instead
of turning to new procurement. Since fiscal year 1961, we have steadily in-
creased the use of excess stocks and in fiscal year 1964, about $1.3 billion of
such stocks were returned to productive use, about $330 million more than in
fiscal year 1961. On the basis of progress made during the first 6 months of
fiscal year 1965, we expect to exceed our goal for that year and make still further
progress in fiscal year 1966.

It is not enough to determine simply the proper quantitative requirement for
equipment and supplies. We cannot afford to buy qualitative features which are
not essential to meet the standards of performance, reliability and durability
required by the military mission.

Last year, we estimated that, by simplifying our specifications to eliminate
“frills” or “goldplating” and by employing greater ingenuity in seeking out
less costly materials and designs, we could eventually save $145 million annually.
That estimate has proved to be far too conservative; in fact, actions initiated
through fiscal year 1964 alone will ultimately save $224 million in the cost of
defense hardware—half again more than last year’s goal. Moreover, I am con-
vinced that given a proper plan of organization for value engineering, the fiscal
year 1964 performance can be at least doubled. To this end I have asked the
military departments and DSA to propose plans for augmenting our staff of full
time qualified value engineers and have established an evaluation group to help
me judge their proposals.

Looking ahead, we now believe that savings of $500 million annually will ulti-
mately be attainable through “value engineering” techmiques. This improved
outlook stems not only from our own stepped-up program but also from the
excellent assistance we are now receiving from industry in challenging unneces-
sary quality features in our procurement specifications and in seeking ont
more economical ways to do the job. Last year. 580 cost savings of this type
were proposed by our principal defense contractors, and we expect this number
to increase significantly in the future.

Here are some examples of recent savings achieved in fiscal year 1964 by
eliminating “goldplating” :
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Unit cost
Savings on
current
Before After procurement
redesign redesign

M-449 projectile: Eliminated components, simplified manu-

facturing and assembly Processes. - ... o—-c-ooooeoooo—- $116 $71 $4, 480, 800
Xenon searchlights: Redesigned the refiectors to eliminate the

excessive supporting members _ ..o 1,757 465 1,476, 600

Container for LANCE missile propulsion system: Substi-
tuted lightweight design made of fibreglass and aluminum
for a bulky steel container. . oo 2,732 869 174, 400

Tilting tailpipe for A-6A aireraft: Eliminated as nonessential
after analyzing operational experience. Weight reduced 154
pounds per aireraft . e 31,911 0 765,864

The final item in this category of “Buying only what we need,” is inventory
item reduction, which I have already discussed at some length. Although we
have not recorded any savings from this source heretofore, we have deleted $72
million from the fiscal year 1966 budget in anticipation of the progress we expect
to make as a result of the measures I discussed earlier.

BUYING AT THE LOWEST SOUND PRICE

During the past 4 years, we have devoted much aftention to strengthening the
policies and practices governing the 10 million purchase actions made annually
by the Department of Defense. As a result, we believe that most of the
steps needed to realize the savings potential in this area of the 5-year cost reduc-
tion program have now been initiated. To date, these actions have resulted in
a marked increase in competitive procurement and the elimination of cost-plus-
fixed-fee contracts in all but those few cases where it is generally agreed that
this is the most suitable type. Procurement savings stemming from these meas-
ures will amount to over $1 billion in fiscal year 1966 and future years, as shown
on the table.

Early in 1961, we began a detailed analysis of Defense purchasing practices to
determine whether more of our procurements could not be made on the basis
of free and open competition, with award to the lowest responsible, responsive
bidder. From this analysis, we found significant opportunities to increase com-
‘petitive buying and we have pursued them energetically.

In fiscal year 1961, 32.9 percent of the value of our contracts were awarded on
the basis of price competition. However, our analysis of this performance showed
that with better planning by our more than 800 design, engineering, and require-
ments staffs, this rate could and should be raised to about 40 percent. Continued
progress was made during fiscal year 1964 in shifting from noncompetitive to com-
petitive procurement. As shown on the next chart, 39.1 percent of the total value
of our contracts was awarded on a competitive basis, significantly in excess of
the goal for that year. Based on the progress made during the first 6 months
of the current fiscal year, it appears that we will meet or exceed our goal of 40
percent for fiscal year 1965 and 40.5 percent for fiscal year 1966.
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CONTRACTS AWARDED ON BASIS OF COMPETITION
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In reaching our objective we will have shifted about $1.8 billion of our annual
procurement program from noncompetitive to competitive-type contracts at an
average savings of 25 cents for each dollar shifted. As a result of this shift,
anticipated savings of $414 million have been reflected in the fiscal year 1966

budget request.

Some recent examples of the savings achieved are shown below :

Noncom- | Competitive Percent Total
Item petitive unit price reduction savings

unit price
Antiexposure coverall.___________________._.__. $358. 80 $171.12 52 $91, 340
Helicopter armament subsystem._.__..____ 19,471. 00 10, 218. 00 47 2,165, 337
Electronics assembly (Polaris guidance).. 48, 287. 00 37,127.00 23 4,924, 466
Gimbal assembly (Polaris guidance) _ __ 77,834. 00 47,168. 00 39 13, 696. 015
Radio receiver-transmitter (AN/ARC- 4,670. 00 3,207.00 31 1,958, 712
Target control system (AN/SRW-4B)._. 44, 804. 00 31, 619. 00 29 265, 787
Test set, target control system (AN/SRM-2) 34,973. 00 23, 746. 00 32 44,909
Radio transmitter-receiver (AN/SRC-20).._... 12, 375. 00 9, 025. 00 27 556,100
Submarine antenna (AT-317) . ______________.__ 2,327.00 1,759. 00 24 67,175
Accessory kits (MK 706/PRC-41)_ 1,344. 44 878.32 35 151, 022
Signal comparator (CM-122)________.____.._.__. 36, 000. 0C 26, 550. 00 26 340, 200

Short of a very recent innovation which I will discuss in a moment, we believe
that there are only a few areas in which we can expect to achieve further sig-
nificant increases in the degree of price competition. These include:

(1) A few additional military end items for which detailed specifications
are available, such as ships, tanks, guns, and certain electronics equipment;

(2) Spareparts; and

(3) Maintenance and repair services for equipment and facilities.

All of these possibilities for expanding the scope of competitive procurement
are being intensively explored and, as I indicated earlier, we are moving forward
with the “breakout” program for the competitive procurement of spare parts and
components. But one major area of sole source procurement has, up to now,
evaded solution and that is the procurement of major weapons systems involving
extensive development effort. Last year when I appeared before this committee,
I noted that:

‘“* * * Where large engineering and tooling costs are involved, which is typically
the case in aircraft, missiles, and many other complex weapon systems, it is un-
likely that any new source could compete successfully against the development
contractor who has already incurred these costs. Accordingly, we have no alter-
native but to place the follow-on procurement contracts with the development
contractor.”
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Although we have attempted in the past to obtain at least some degree of
competition in the project definition phase of such programs, once the develop-
ment contract was let, we were, for all practical purposes, limited to sole source
procurement from the development contractor. This led to a tendency for con-
tractors to try to “buy in” on the development contract in the expectation of
making their profit on the production contract. To solve this problem, we have
developed during the last year a new procurement technique which we plan to use
for the first time in connection with the acquisition of the C-5A aircraft. The
value of this program, for development and production of 58 operational aircraft
and a small number of prototypes is estimated at $2.2 billion.

Under this procurement concept, one contract will be awarded competitively
for the development and production of the C-5A system, less engines and other
Government-furnished equipment. Similar contracts will be awarded on a com-
petitive basis for the engines. Appropriate options will be provided in the con-
tract for any future changes in the number of aricraft to be procured. Although
the basic contract will be a multiyear procurement, each annual increment will
be separately funded in accordance with the law and the desires of the Congress.
We hope that all the terms and conditions of the entire transaction will be settled
through competition so that definitive contracts can be awarded to the winning
contractors. In this way, we expect to apply the principle of competition not
only to the development phase of the program but to the “life cycle” of the pro-
duction program.

At the same time that we have increased competitive procurement generally,
we have also increased the volume placed through formal advertising, from $2.9
billion in fiscal year 1961 to 34.1 billion in fiscal year 1964, or from 11.9 to 14.4
percent. I believe this to be a significant achievement considering the relatively
limited areas to which formal advertised procurement is applicable. Two new
techniques have contributed significantly to this result—the two-step formal ad-
vertising procedure and multiyear procurements. I described the former to you
last year. The latter technique involves the procurement of more than 1 year’s
requirement of an item in a single competitive contract, often through the use of
the two-step advertising procedure. The larger production run, of course, per-
mits the bidders to offer lower unit prices. However, each single annual incre-
ment of such a contract is funded separately. A study of 42 multiyear contracts
awarded since fiscal year 1962 indicates average savings of about 10 percent.

In addition to increasing competitive buying, we have sought to “buy at the
lowest sound price” in shifting procurement from cost-plus-fixed-fee to fixed-price
and incentive-type contracts. Progress here has exceeded our expectations, as
shown on the next chart.

COST PLUS FIXED FEE CONTRACTS
AS A PERCENT QF TOTAL CONTRACT AWARDS
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From a peak of 38 percent of total awards, CPFF contracts have declined to 12
percent, well below our fiscal year 1964 goal of 19.1 percent. We estimate that at
least 10 cents is saved on every dollar shifted from CPFF contracts. As a result,
we have been able to reduce our fiscal year 1966 budget request by about $600
million. CPFF contracts are now used only when no other form of contract is
suitable, e.g., in exploratory developments or study projects where no meaningful
measure of performance can be established in advance.

REDUCING OPERATING COSTS

This third category of cost reduction actions is designed to increase the efficiency
of our various supply, maintenance, communications, transportation, and other
support activities. In total, our goal in this area is to achieve annual savings of
$1.7 billion by fiscal year 1968. During fiscal year 1964, we actually realized
savings of $757 million and the anticipated savings incorporated in the fiscal
year 1966 budget request total $1.1 billion.

Since my appearance here last year, another major step forward has been
taken to close unneeded Government-owned facilities. From an original list of
73 closure actions announced in 1961, the number has now grown to 669, and the
recurring annual savings from $220 million to over $1 billion, after deducting all
one-time closing and relocation costs.

These results have been achieved through a systematic evaluation of each cate-
gory of installations by a full-time staff in the Office of the Assistant Secretary of
Defense (Installations and Logistics), assisted by similar staffs in each of the
military departments. Among the functional systems studied were the Defense
Supply Agency’s supply and distribution facilities ; the record centers of all of the
Services ; the military ocean terminals ; the naval shipyards; the Air Force supply
and maintenance depots; the Strategic Air Command base structure, etc. In
each case, the facilities excess to requirements were identified and placed on the
closure list.

As shown below, the list of base closings announced late last year is one of the
largest such actions we have taken thus far.

Summary of actions to eliminate surplus, obsolete facilities (January 20, 1961,
through December 81, 196})

Jobs
Date Number of Acres Annual
actions released savings
Dislocated (Eliminated

To Nov. 18, 1964 574 144, 950 85,834 | 1, 000, 000 $577, 000, 000
Nov. 18,1964 ... 95 145,872 64,047 480, 267 461, 000, 000

117 Y 669 290, 822 149,881 | 1,480,267 1, 038, 600, 000

Although totaling only 95 (80 in the United States), they have virtually
doubled the number of military and civilian positions eliminated as well as the
ultimate level of recurring annual savings. In fact, about 146,000 military and
civilian personnel will be dislocated by these most recently announced closings.
About 82,000 of the jobs will be moved to other locations but the remaining
G4.000 positions will be eliminated.

Included in this list of 95 closures are some very large facilities: Brookley
Air Force Base, at Mobile, Ala., with more than 13,000 military and civilian
jobs; the Air Materiel Area of Norton Air Force Base, at San Bernardino, Calif.,
with about 8,500 jobs; Hunter Air Force Base, at Savannah, Ga., with about
5,800 ; Schilling Air Force Base, at Salina, Kans., with 5,400; Lincoln Air Force
Base, at Lincoln, Nebr., with 6,800 jobs; Portsmouth Naval Shipyard in New
Hampshire, with 7,600 jobs; the New York Naval Shipyard, with about 9,800
jobs; and Amarillo Air Force Base, at Amarillo, Tex., with about 7,100 jobs.
Because of the magnitude of some of these installation closings, their activities
will be phased out over a period of years.

Nevertheless, the impact of these base closures on the employees and com-
munities involved will be substantial and we are very well aware of that fact.
With regard to its own employees, the Defense Department, in my judgment,
bears a special responsibility as an employer. It has always been my contention
that the burden of major dislocations caused by our dynamic economy should
not have to be borne solely by the people directly involved. Our society, within
reason, should help to carry that burden, and I refer here not only to the Federal
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Government but to State and local governments and industry as well. This is
desirable not only on the basis of equity but also to facilitate the changes re-
quired for progress.

When I first suggested that the Defense Department, as an employer, assume
the responsibility for finding a new job opportunity for every employee dislocated
by a base closure, there was much skepticism among some of my associates in
the Department. They pointed out that the Defense Department would be
assuming a new responsibility which it had heretofore avoided on the grounds
that there were other Government programs designed to take care of unemployed
workers and that the cost of any new effort would have to be borne by the De-
partment. Yet it seemed to me that both for reasons of fairness to our employees
and in the Government’s own interest, the Defense Department should assume
that responsibility. In a program as dynamic as Defense, major changes are
unavoidable and must be made in a timely fashion if the program is to be man-
aged efficiently. As I pointed out in the spring of 1961 in connection with the
initial set of President Kennedy’s amendments to the fiscal year 1962 budget:

“Technological progress causes obsolescence not only in weapon systems, but
also in the often highly specialized facilities constructed for their deployment
and maintenance. Just as we continually measure our weapon system devel-
opment and procurement programs against the ever-changing yardstick of mili-
tary need, so, too, we review our worldwide complex of installations in light
of our present and future requirements. Facilities and installations which fail
this test of true need only encumber the national security effort and waste
resources.”

But these necessary changes will be bitterly resisted if the full burden has
to be borne solely by the employees affected. It is therefore in the national
interest for the Defense Department, as an employer, to mitigate these hardships
to the full extent that the law permits, and this is what we have undertaken to do.

To this end, we have established a continuing employment opportunity pro-
gram designed to protect the job security of our employees, to minimize personal
hardships resulting from Defense program shifts, to preserve the talents and
experience of our work force, and over the long run to improve the climate for
change itself. Under this program every career employee, dislocated by a base
closure, is being offered another job opportunity and wherever possible he is
given a choice of locations.

When a displaced career employee is offered a job at some other Defense
installation, we now pay the appropriate expenses of moving his family and
household goods. If he accepts a lower paying job or moves to a lower pay rate
area, his present pay will be continued for a period of 2 years. Where a tem-
porary waiver of qualification requirements will facilitate the placement of a
career employee in a job for which he can be trained, this is being done under
special arrangements worked out by the Civil Service Commission. Where
feasible, we are also undertaking special retraining programs for dislocated
career employees.

To facilitate this employment opportunity program we have instituted a series
of hiring freezes and limitations on permanent appointments, thus, in effect
“stockpiling” jobs for career employees who are scheduled to be displaced as a
result of actions taken by the Department of Defense. Just 2 months ago we
established at Dayton, Ohio, a nationwide centralized referral activity. Prior
to that time, we depended principally upon a regional placement program in
which qualified displaced employees were matched with job openings occurring
within their own civil service region. Under the new system, placement op-
portunities will be greatly broadened and this referral process considerably
speeded. In the first 7 weeks of operation, more than 6,800 employee applica-
tions were registered in the system and about 6,500 requisitions representing
about 14,000 jobs were received. These numbers are expected to grow signifi-
cantly in the months ahead. Finally, we are aggressively seeking the assistance
of State employment services in finding jobs in industry and the Civil Service
Commission in locating job opportunities in other Government agencies.

This program requires a major effort on the part of Defense management
and it costs money. But, in my judgment, it is well worth the cost and the
effort involved. And in this connection may I say that I don't think early
retirement is a good substitute for productive employment. It would be easier
on Defense management but much harder on the individuals involved and much
more costly for our Nation. No self-respecting American in his early forties
would want to live on a retirement income; what he wants and should have is
a productive role in our society.

Admittedly, our efforts to help our own dislocated employees may not solve
the problems of the communities affected by our base closing actions, especially
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swwhen the new jobs offered them are at other places. Although our responsi-
bility in this instance is not as direct as in the case of our own employees, we
still should do what we can to alleviate the impact. It was for this reason that
I established in March 1961, a new Office of Economic Adjustment under the
Assistant Secretary of Defense (Installations and Logistics). This Office is
designed to work with the affected communities to help them find alternative
uses for whatever Government facilities may be available and to advise them
on other programs of assistance offered by the Federal Government.

In working with these communities, the Office of Economic Adjustment en-
courages and assists local leadership to identify and exploit their own resources
for economic growth. Officials of local defense firms are encouraged to par-
ticipate in this effort. Members of the staff of the Office of Economic Adjust-
ment visit the communities on their invitation and therefore the cooperation
of a community’s leadership is an indispensable element in the success of this
effort. The Office of Economic Adjustment can serve as the focal point and
provide ideas and advice and put the local officials in touch with the appropriate
Government agencies. But the initiative must rest with the local community
and cooperation must be forthcoming if any useful results are to be achieved.

Representatives of the Office of Economic Adjustment have now completed
initial visits to most of the communities affected by the base closings announced
last November which have requested assistance. These include Mobile, Ala.;
San Bernardino, Calif.; Savannah, Ga.; Terre Haute, Ind.; Salina, Kans. ; Glas-
gow, Mont.; meoln, \Iebr Reno, Nev Portsmouth, N. H., Mlddletown, Pa.;
Amarillo, Tex.; Moses Lake, Wash.; and Madison, Wis. These initial visits
are intended to lay the organizational groundwork for continuing cooperation
between the community and the Federal Government.

We have found in most cases that swift, aggressive action can usually reduce
and shorten the local economic impact of these closing actions. For example,
shortly after we announced that Schilling Air Force Base at Salina, Kans.,
would be closed by this coming June 30, a group of local leaders, accompanied
by Governor-elect Avery, Congressmen Dale and Shriver and representatives
of Senators Carison and Pearson met with Deputy Secretary Vance to arrange
for the assistance of the Office of Economic Adjustment. Since that time, read-
justment planning has moved forward at a very good pace. By next September
a vocational school will open occupying part of the facilities of the former base.
Action has been taken to freeze the transfer of surplus industrial type equipment
located at the base which might be of use in the school’s training program.
Within the past few weeks, the State legislature has passed a bill approving
some quarter of a million dollars for the establishment of a technical institute
which will eventually enroll about 1,500 students. Also well along in planning
is a new campus for Kansas Wesleyan University. Both of these new activities
will occupy former base facilities. Still another portion of Schilling will hecome
a municipal airport. The local planning group, known as the Schilling Devel-
opment Council, has “fathered” enabling State legislation permitting the creation
of a public authority to buy some of the remaining property for use as a large
industrial park.

The final story at Schilling has yet to be written, of course. The closing of
the airbase was, by any measure, a staggering economic loss. Some 5,000 mili-
tary and 350 civilian jobs, upwarad of a quarter of total area employment, were
lost to the community by this single action, not counting those jobs indirectly
supported by the military activities at Schilling. Nevertheless, the prompt
response of community leaders and the Government agencies at all levels makes
the prognosis, in this case, I believe, good.

But, Schilling is not an isolated case. We now have extensive evidence that
when obsoIete or surplus military facilities are made available for long-term
civilian uses, they are frequently of even greater economic benefit to the com-
munities immediately concerned. An analysis of what has happened to the
military properties released since 1961 clearly demonstrates the wide range of
productive civilian uses to which these facilities can be put:

New use Locations States Acres
Other Federal ageneies. - ... 29 21 23,101
Civic airports.._._________ - 18 10 5,763
Schools and universities - 54 28 7,635
Publicdomain._______________________________ 6 3 627, 785
Parks, recreation, community development. __ 66 28 35, 407
Private industry for production_____________ - 22 10 6, 218

Individuals and small companies. - __________.._______________ 55 30 26, 550
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Altogether, communities in 44 different States have been beneficiaries of these
disposals, and the return to the U.S. Treasury has been over $84 million. I
believe you are already familiar with some of the cases where base closings
have actually resulted in the creation of more jobs for the communities involved :

Presque Isle, Maine, where today a new industrial complex provides jobs
for 2,000 civilians (compared with a former Defense employment of 1,200
military and civilians) and where the former SNARK missile base itself
provides educational, commercial aviation, local government and industrial
facilities.

The former Army signal depot facilities at Decatur, Ill.,, where the new
private owners employ half again as many ecivilians as did the Army and
are still adding workers.

The former Naval Ordnance Plant at York, Pa., which was sold for $9.6
million as a going concern to a private company which promptly rehired
the entire work force and has since increased employment by 60 percent.

The following are some more recent cases:

The same kind of “going concern” disposal so successfully employed at
York, Pa., is now being developed for the Naval Ordnance Plant in Macon,
Ga., and it is anticipated the sale will be completed before the end of cal-
endar year 1965.

The University of Southwestern Louisiana now plans to open a new 3,000-
student, general studies campus on the site of the former New Iberia Naval
Air Station, which closed in January 1965. A regional airport will be lo-
cated on the airfield portion of the station. The university’s payroll will
more than offset the economic effect of the loss of the air station.

On April 5, 1965, Governor Connally of Texas announced that Texas
A. & M. University will locate a top quality, modern, 2,500 student voca-
tional-technical institute at James Connally Air Force Base after it closes
in July 1966.

On April 9, President Johnson formally opened a 2,000-man Job Corps
training center at the former Camp Gary in San Marcos, Tex. The Defense
Department provided equipment needed for operation of the center. Five
other major 2,000- to 2,500-man Job Corps centers are being located on former
military installations. In addition, smaller Job Corps camps are being
planned on several radar sites and smaller ingtallations being released by
the Defense Department.

In addition to these base closures, major changes in the defense procurement
program also have an important impact on the economy, particularly on those
industries and companies which are heavily dependent on defense work and on
those communities in which they are located. Although we are concerned with
the impact of our program on the Nation as a whole and on the individuals.
firms and communities affected, both our responsibility and our capability to
mitigate the impact are more limited than in the case of our own employees or
the communities in which our bases are located.

We recognize our obligation to do everything we properly can to minimize
the disruptive effects of changes in our programs and to assist insofar as we
are able and the law permits those who are adversely affected by these changes.
The Defense Department, however, cannot and should not assume responsibilities
for creating a level of demand adequate to keep either the national or a local
economy healthy and growing.

Actually, in the aggregate, the changes taking place in the defense program
today are not as severe as those which have taken place in previous periods,
notably after World War II and the Korean War. Indeed, their effects on the
economy as a whole are not far different in kind or degree from those which
periodically take place as a result of changes in civilian demand or technology,
or the exhaustion of natural resources in a particular area. Adjustments to
all of these changes can best be accomplished when the economy as a whole is
expanding. Thus, the most fundamental answer to the defense impact problem
is a strong and growing economy, a development which we would want to foster
in any event.

There are, however, a number of measures which the Government can take to
alleviate hardships on particular individuals and eommunities during the period
of readjustment. Most of these measures are the responsibilities of other Gov-
ernment agencies both Federal and State. They include the maintenance of
employee income during periods of readjustment, job information and placement
services, training and retraining, relocation allowances, assistance to communi-
ties and, in a limited way, assistance to firms. All of these measures and others
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are now being studied by the President’s Committee on the Economic Impact of
Defense and Disarmament and a report of their findings, conclusions, and recom-
mendations will soon be published. I do not wish to anticipate them at this
time. I do want to point out, however, that the ability of our free enterprise
economy to adjust to change is one of its greatest strengths. The programs I
have discussed and those which are being studied by the President’'s Committee
are designed to facilitate the necessary shift in resources, not to impede it;
they are also designed to alleviate the hardships on the individuals and com-
munities concerned.

Returning now to the cost reduction program—in addition to terminating un-
necessary operations, we are also consolidating and standardizing our operations.
I have already mentioned the consolidation of the contract administration serv-
ices, the contract audit activity and the ocean terminal and traffic management
functions. The consolidation of the management of common supply items and
services in the Defense Supply Agency continues to produce savings and promote
efficiency. Operating savings alone in fiscal year 1964 amounted to $42 million
and the fiscal year 1966 budget request anticipates further economies of $57 mil-
lion. The following table illustrates some of DSA’s accomplishments:

Prior to
DSA End fiscal | Reduction | Percent
(January | year 1965 reduction
1962)
Items managed._.__ thousands.. 1,875 1,630 245 13
Inventory value -millions._. $2,486 $1,914 $572 23
Personnel. __ o ans 41, 039 33, 168 7,871 19

The final category of cost-reduction projects is concerned with the logistic
support services of communications, transportation, and maintenance. These
activities annually involve about $15 billion of Defense expenditures. The fiscal
year 1966 budget anticipates savings of over $364 million as a result of our
actions in the areas and our goal for fiscal year 1968 is to achieve annual savings
of well over $300 million. As a group, these activities offer a very great potential
for future savings and we intend to exploit this potential intensively.

I cannot conclude this discussion of the cost-reduction program without call-
ing attention to the fact that we have received outstanding cooperation from
our defense contractors. There is much evidence that the program is taking
widespread hold in defense-related industry and that industry profits have been
thereby improved rather than impeded. For example, I noticed in Lockheed’s
annual report for 1964 that among the factors to which that company attributed
increased earnings in a year of lower sales were the following: “1. Generally
improved efliciency resulting from the cost-reduction program.,” and “2. More
work carried out under fixed price and incentive contracts rather than cost
plus fixed fee.” Western Electric’s 1964 financial report states that “price re-
ductions * * * also reflect the sustained program of cost reduction conducted
in all of our operations * * *. In manufacturing operations alone, several
thousand individual cost-reduction projects were completed during the year.”
In defense work alone, that company reports savings of “approximately $21
million of taxpayers’ money.” Douglas reports that “* * * the company’s ability
to show higher earnings on a slightly lower level of sales is further demon-
stration of its substantial progress in effecting greater efficiency through new
management systems and cost-reduction techniques * * *. In 1964 Douglas
scored well in responsiveness to the national administration’s heavy emphasis
on cost reduction * * *. These efforts had a simultaneously beneficial effect on
the company’s own results.” Similar comments are to be found in the annual
reports of other defense contractors.

This trend is indeed encouraging, especially so because our contractors account
for more than 55 percent of each defense dollar spent. Their efforts will con-
tribute importantly to our ability to meet and, indeed, exceed our present goal
of $4.8 billion in cost-reduction savings by fiscal year 1968.

Mr. Chairman, this has been a rather long statement even though I have not
dealt with all of the points raised in your letter to me. Mr. Ignatius and Admiral
Lyle will be covering some of them in their prepared statements. I will be glad
to respond to any other questions you may have.
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Department of Defense cost-reduction program
[In millions of dollars]

Estimated savings to be realized in fiscal year 1—

1963 1964 1965 1966 1968

A. Buying only what we need:
1. Refining requirement calculations:

(a) Major items of equipment.__._._._

(b) Initial provisioning_. . ___

{c) Secondary items.____

(d) Technical manuals..__

(e) Production base facilities. .

(f) Technical data and reports.________

2. Increased use of exeess inventory in lieu of

new procurement:

(a) Equipment and supplies

{b) Idle production equipment._

(¢} Excess contractor inventory__._._..

3. Eliminating “gold plating” (value eng.)._.

4. Inventory item reduction

B. Buying at the lowest sound price:
1. Shift from noncompetitive to competitive
procurement:
Total percent competitive 2.___________ ) (GO PR F NI
Total amount of savings R 237 448 216 414 . _____
2. Shift from cost plus fixed fee to fixed or
incentive price:
Total percent cost plus fixed fee3_______ U] 0]
Total amount of savings._ _.___ 100
3. Breakout for direct purchase 5

Total oo ool 237 553

C. Reducing operating costs:

1. Terminating unr y operations . 123 334 359 [:%:) B D
2. Consolidation and standardization of
operations:
(a) DSA operating expense savings4.___ 31 42 53 57 |oecmecace
(b) anstqlidation of contract adminis-
ration. o .o aos

(c) Departmental operating expense

(a) Improving  telecommunications

management____________________ 80 131 49 129 (...
(b) Improving transportation and

traffic management...___.___.... 24 7 12 35 |oeommcaes
(¢) Improving equipment mainte-

nance management______________|.___..._... 65 109 108 |-
(d) Improving noncombat vehicle

management_________._.________ 2 18 12 21 | oo

(e) Reduced use of contract tech-

Do T0) [N PRSI 20 9 p7 i IR
(f) Improving military housing man-
agement_ __.____________________. 6 13 8 4
(g) Improving real property manage-
ment_ .. . .. 23 25 9 27 s
(h) Packaging, preserving and pack- 3
ing. . il 7 1 3|
4, Military assistance program.. . ... _ | o b e e e
Total e oL 289 757 641 1,067 1,711
Total Program. ... coooeoceeococcaooaooos 1,386 2,831 52,461 4,055 4,826

i Includes certain one-time savings not expected to recur in future years.

2 Fiscal year 1961 was 32.9 percent; total annual conversion from sole source by end of fiscal year 1966 of
$1,800,000,000. Savings are 25 percent per dollar converted.

3 For the first 9 months of fiscal year 1961, cost plus fixed fee was 38 percent, a reduction of $6,800,000,000 is
requiretd go reduce that percentage to the fiscal year 1966 goal of 12.0 percent; savings are 10 percent per dollar
converted.

¢ Excludes DSA inventory drawdown without replacement of $38,000,000 for fiscal year 1962; $262,000,000 in
fiscal year 1963; $161,000,000 in fiscal year 1964; $111,000,000 in fiscal year 1965; and $131,000,000 in fiscal year
1966, a total of $703,000,000.

¢ Amount refiected in the original fiscal year 1965 budget; actual accomplishment is expected to exceed
this amount.

¢ Fiscal year 1943, 37.1 percent.

7 Fiscal year 1963, 20.7 percent.

§ Fiscal year 1964, 39.1 percent.

? Fiscal year 1964, 12.0 percent.
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Senator Doucras. If time does not permit members of the commit-
tee to finish their questioning, we will send their further questions to
you so_that the answers may be supplied for the record. ( See
Appendix, p. 331.)

TESTIMONY OF HON. ROBERT S. McNAMARA, SECRETARY, DEPART-
MENT OF DEFENSE, ACCOMPANIED BY PAUL R. IGNATIUS,
ASSISTANT SECRETARY, DEPARTMENT OF DEFENSE

Secretary McNaymara. Thank you very much, Mr. Chairman.

I am deeply grateful for the opportunity to be here.

The cost reduction program, on which you so graciously compli-
mented us, 1s based upon the thoughts and 1deas, studies and analyses
of many, many people, including the members of this committee. The
record of its proceedings over the past several years, the Hoover
Commission reports, the reports of the General Accounting Office, re-
ports of other congressional committees, and in particular the per-
sonal views of many Members of Congress, notably yourself and
Congressman Curtis.

So, what I will be reporting to you this morning is a restatement
of many of the conclusions you have previously stated and a progress
report on the degree to which we have implemented those.

Before discussing the cost reduction program itself I should like
to discuss some of the major improvements we have made during the
past 4 years in the overall organization and management of the De-
fense Establishment which are fundamental to the program. In doing
so, I will follow my prepared statement for the most part, reading
certain portions, summarizing and paraphrasing certain portions, and
draw your attention to the portions I omit.

To start with, it should be recognized by all concerned that in an
enterprise as large and complex as the Defense Establishment, some
of the actions taken will not turn out as planned and some outright
nustakes will be made no matter how the Department is organized
and managed and, indeed, no matter who the mangers happen to be.

What is involved here is an enterprise employing almost 4 million
full-time military and civilian personnel, including more than 100,000
foreign civilians. In addition, we have on our direct payroll over
1 million part-time military employees in the Reserve components
and about 500,000 retired personnel. We manage an inventory of
over $170 billion in real and personal property and we spend about $50
billion a year, including a gross expenditure of about $3 billion over-
seas. Our annual payroll costs alone amount to about $20 billion and
we spend almost $30 billion a_year for goods and services purchased
from the private economy. We draw on virtually every segment of
American industry and account for a very large proportion of the total
research and development effort of the Nation. Our people and activi-
ties are located at more than 1,000 major military installations and
some 11,000 minor facilities spread throughout the United States and
the free world.

We execute some 10 million contract actions and write over 90
million checks per year. Even excluding purchases of less than $10,-
000 each, we deal with nearly 20,000 different firms. The Defense
supply system stocks almost 8.9 million different items worth nearly
$40 billion. About 400,000 new items are added to the system each

47-662—65—3
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year and about the same number of old items are now dropped. It
has been estimated that the supply system makes over 20,000 whole-
sale issues daily ; the number of retail issues is many times greater.

In all of these tens of millions of transactions each year, ample
opportunities for human error or poor judgment exist, and I might
add that these deficiencies are much more easily recognized after the
fact than before. This very real limit on human infallibility can be
frankly recognized without in the least condoning the results. I
can testify from my own experience that it exists in industry as
well as Government. The issue we should be concerned with is not
whether or not we are making mistakes, but whether the Defense
Department is taking the proper measures to provide the organiza-
tion, policies, procedures, and training required to carry out its re-
sponsibilities effectively, which, of course, are the defense of the
Nation.

That is the basic purpose of the planning, programing, and budg-
eting system which we have introduced into the Defense Department
which 1s the foundation of all our management actions. This sys-
tem brings together at one place, at one time, all of the programs and
activities of the Department in both physical and financial terms.
It brings them together not just for 1 year but for the 5-year period
covered by our projections in the future. It is here in the context
of the entire long-range defense effort that the most important pol-
icy decisions must be made. Decisions which involve not only large
sums of money, but the very security of the Nation.

Worth noting is the fact that under this system, the programs
and activities are analyzed in terms of the principal military missions
and not in terms of the traditional organizational components of the
Defense Establishment; and the force levels are established in rela-
tion to the objectives of our foreign policy and the military strategy
associated with the attainment of those objectives. As President
Eisenhower so rightly pointed out in his 1958 message on defense
Teorganization :

* * * complete unity in our strategic planning and basic operational direction
(is a vital necessity). It is therefore mandatory that the initiative for this
planning and direction rest not with the separate services but directly with the
Secretary of Defense and his operational advisers, the Joint Chiefs of Staff,
assisted by such staff organization as they deem necessary.

No military task is of greater importance than the development of strategic
plans which relate our revolutionary new weapons and force deployments to
national security objectives. Genuine unity is indispensable at this starting

point. No amount of subsequent coordination can eliminate duplication or
doctrinal conflicts which are intruded into the first shaping of military programs.

It is interesting to recall in this connection that President Kennedy’s
Committee on Defense Reorganization, chaired by the distinguished
Senator from Missouri, Stuart Symington, sought to achieve the
same objective by eliminating the three major departments as such,
vesting directly in the Secretary of Defense the administration of the
services. I believe we have achieved a true unification of effort
through the planning-programing-budgeting system without going
through such a drastic upheaval in the organization of the Defense
establishment.

While we were able to avoid a sweeping reorganization of the
basic structure of the Defense Department, we did find it necessary
to make a number of organizational changes, particularly in the
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logistics area. In addition to the establishment of the Defense Sup-

ly Agency, with which you are fully familiar, major changes have

een effected in the logistics organizations of the military depart-
ments. One of the most significant was the merging of the old “tech-
nical services” into a new Army Materiel Command which now is
responsible for the entire life cycle of Army materiel from research
and development through production, supply, and maintenance and
eventually to its declaration as excess.

As I pointed out to this committee when I appeared here 2 years
ago, the reorganization of the Army’s technical services had been
discussed with President Truman by Secretary of Defense Lovett in
1952. A that time Secretary Lovett said it would be “no more pain-
ful than backing into a buzz saw,” but it was long overdue. We
have felt the pain of the buzz saw as a result of the reorganization.

Now that it has been accomplished, I believe there is general agree-
ment among all parties concerned that it was u sound and necessary
decision.

Over and above these reorganizations of the logistics activities of
the military departments, we have, of course, placed responsibility
for the management of most common supplies and services in the
Defense Supply Agency. The eight existing “single managers” for
common supplies, the single manager for traffic management, the
Armed Forces Supply Support Center and the surplus property
sales offices, previously scattered throughout the Defense Department,
were all consolidated in January 1962 under one management in that
Agency. Later, additional responsibilities were assigned to the
Agency, including the management of common electrical and elec-
tronics items, chemical supplies, automotive supplies, and industrial
production equipment. Admiral Lyle will report to you in detail on
the progress of this Agency. Let me simply say that I believe our
experience over the last 3 years has fully demonstrated the wisdom
of thismove. .

Within the last year, we have given DSA the additional responsi-
bility for the management of the consolidated contract administration
function in the field. When fully completed by the end of fiscal year
1966, this action will bring under a single management the 150 field of-
fices and some 20,000 personnel concerned with the administration of
Defense contracts after they are awarded, including such functions as
materiel inspection, production expediting, industrial security, and
payment of contractor invoices. The headquarters activity—the Of-
fice of the Deputy Director of DSA, Contract Administration Serv-
ices—became operational on February 1, this year. The integration
of field units is now proceeding under a schedule which will have the
new system fully operational by the end of fiscal year 1966. We es-
timate that our contractors will, as a result of this action, realize sig-
nificant annual savings in administrative costs which will, in time, be
reflected in lower procurement costs for us. Additional direct sav-
ings to the Defense Department of $19 million annually should result
from the elimination of about 1,800 personnel spaces made possible
by the consolidation.

More recently, as this committee had previously recommended, we
have decided to consolidate the contract audit functions. This con-
solidation will result in the creation of a new Defense agency, known
as the Defense Contract Audit Agency (DCAA), bringing together
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under single management the activities now performed by the 268
offices of the 3 military departments employing over 3,400 people. As
a tentative target, we expect that as many as 40 of the present field
offices will be eliminated with an overall 5 percent saving in personnel
spaces.

pAt the same time, we have embarked on an effort to consolidate all

rocurement regulations in one system by incorporating the service
implementing regulations and instructions into the main body of
armed services procurement regulations. This in itself should do
much to eliminate unnecessary variations among the purchasing activ-
ities of the three military departments and DSA, thus easing for
defense contractors the problems of doing business with the Govern-
ment and, we would hope, decreasing the paperwork burden for both.
Although it will increase the scope of the ASPR’s, it should result in
a significant decrease in the overall volume of procurement regulations.

In a further consolidation move last fall, I designated the Secretary
of the Army as the single manager of military traffic terminals. His
charter embraces traffic management, the control of movement into and
out of air and ocean terminals, and the management and operation of
common user ocean terminals. This consolidation should produce an-
nual savings of $14.1 million.

In my appearance before this committee 2 years ago, I noted that
truly important savings in Defense expenditures can be achieved only
by attacking the entire spectrum of logistics activities—beginning
with research and development, extending through procurement, pro-
duction, construction of facilities, deployment, supply, maintenance,
transportation, and so forth, and ending with disposal of surplus ma-
terial and facilities.

Decisions made during the development phase of a weapon system
will affect not only the cost of development but also the cost of produc-
tion and operation of the system throughout its life. But the research,
development, test, and evaluation effort also deserves intensive man-
agement attention for that reason as well as because of the huge ex-
penditures associated in the research and development phase alone.
That phase alone accounts for $614 billion a year defense expenditures,
but more importantly, of course, it is the foundation of our future
weapons development and, therefore, our future military strength.

There has been considerable discussion in recent years about the
number of new developments being started. But, of course, it is not
the number of new developments started but rather the number of
developments successfully completed which makes the significant con-
tribution to our military strength.

As T pointed out to the committee 2 years ago :

All too often large-scale weapon system developments, and even production
programs, have been undertaken before we had clearly defined what was wanted
and before we had clearly determined that there existed a suitable technological
base on which to draw in developing a system. And, all too often, insufficient
attention had been paid to how a proposed weapon system would be used; what
it would cost, and finally, whether the contribution the system could make to
our military capability would be worth the cost.

As a result, many developments had to be terminated before com-
pletion and use. In fact, the records show that some 60 major research
and development projects were terminated during the last 10 or 12
years after costs of well over $6 billion had been incurred. The num-
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ber and value of smaller canceled developments have never been
counted.

It was plain to us that for management purposes, the entire
R.D.T. & E. effort needed to be realined. Clear distinctions had to
be made among the various sequential phases of the development
process, ranging from basic research through operational systems
development because each phase has its own peculiar problems and
requires somewhat different management standards and techniques.

Therefore, we have divided this process into five steps or phases.
Basic research, exploratory development, advance development, engi-
neering development, and operation systems development.

I will describe how we are controlling these various phases.

One of the management difficulties encountered in the past was the
tendency to require that new technology efforts be justified in terms
of an end-product development, since there was a reluctance to under-
take work on new technologies or components which could not be
directly related to some needed future weapon system. This, in our
opinion, was a shortsighted approach on two counts: first, it led to a
neglect of basic research and technology; and second, it resulted in
the initiation of large numbers of system developments for which
the basic technology had yet to be created, thereby foredooming many
to failure. Because they were so numerous, the available funds were
not nearly adequate to pursue them all at efficient and orderly rates and,
as a consequence, many developments were overtaken by new technolo-
gies or changes in requirements and eventually had to be terminated
before completion.

We now try to judge proposed research and exploratory develop-
ment projects on their own merits, in relation to their potential con-
tribution to the advancement of knowledge across the entire spectrum
of science and technology of pertinence to the defense effort. Not
until the third step, “advanced development,” do we begin to weigh the
costs of the morelikely applications against the potential operational
benefits to making program decisions.

Decisions affecting “research” and “exploratory development” proj-
ects do not normally involve this kind of consideration; instead, they
are managed generally on a “level of effort” basis. It is interesting to
note that expenditures for research, exploratory development, and
advanced development, which together constitute the area of new
technology formation, have increased from less than $1.9 billion in
fiscal year 1962 to well over $3.2 billion in the fiscal year 1966 budget
request.

It is from these expenditures that we expect to achieve the advance
in weapons systems development in future years.

But while research and exploratory development, and even advanced
development, do not necessarily have to be directly related to specific
military requirements, a full-scale engineering development or an op-
erational system development can be justified only in terms of its
potential contribution to our strategy, considering both its cost and
military effectiveness as well as the relative cost effectiveness of other
alternatives. We are dealing here with billion-dollar decisions, just
for development alone.

Certainly with respect to these large projects we should want to
know, in at least approximate terms, what they will, if produced and
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deployed, add to our overall military strength and we want to weigh
these contributions against their total costs before we commit our-
selves to such large expenditures.

It is that stage with respect to engineering development which has
been completely skipped many, many times in the past which has led
to the cancellation of the $6 billion worth of projects that I mentioned
earlier, a clear waste of $6 billion of our resources.

Now, before we embark on a new major weapons systems develop-
ment, we first conduct a series of studies during which e, together
with our contractors, do our thinking and planning. These studies
not only permit us to define the proposed program more clearly,
assess better the technical risks, and determine the estimated costs
and time schedule before commitment to full-scale development, but
they also help us judge how well a proposed system might contri-
bute to the attainment of our military objectives. We have found
that, in most cases, careful and comprehensive prior planning saves
time as well as money and results in more effective and dependable
weapons when placed 1n service.

As I stated before, how well a research and development project
is managed will not only influence the development cost itself but
will also help determine to a significant extent the costs of produc-
tion and operation of that system, particularly the cost of the logistics
systems. In this connection I noticed in your last report on the
economic impact of Federal supply and service activities, you ex-
press some disappointment in the progress of our standardization
program and in the continued increase in the value of military prop-
erty holdings.

I will digress just a second. I want to comment on that but I
also want to say that we, too, are dissatisfied with the progress of
the standardization program. Within the last 9 months we have seb
up an office to specialize in monitoring this. We have appointed
an able officer, General Stanwix-Hay, to head that office. I think
you can expect some progress and next year I hope to be able to re-
port that progress to you.

We have made some progress in reducing our supply inventories,
however.

First, I would like to point out although the value of our total per-
sonal property inventory is increasing, the value of stocks in our
supply systems, the spare parts, if you will, is actually decreasing,
both absolutely and in relation to the total personnel property in-
ventory. And that is important. Whereas at the end of fiscal 1960
the supply system accounted for 62 percent of the end item inventory,
by the end of 1964 that had dropped to 48 percent.

In other words, at the end of fiscal 1960 we had $42 billion of
stock in our supply system supporting about $68 billion worth of
weapons and equipment. Today we have $39 billion in supplies sup-
porting $81 and $1%4 billion of weapons and equipment. So, the
backup, the spare parts in support of the weapons systems has been
cut down substantially. This is the result of much more precise
requirement calculations and results in a very direct saving. I think
it is a good record.

The increase in the stocks of our weapons and equipment reflects
the buildup of the forces over the last 4 years as well as the increase
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in the average unit cost of the more complicated aircraft, missiles,
ships, and so forth, which are now entering the inventory.

It is true that we are still introducing into the supply system almost
the same number of new items as we are eliminating each year. Never-
theless, this in itself should be viewed as an achievement, since up until
recent years, we had actually been adding more items than we had been
eliminating. From the end of fiscal year 1968 to the end of fiscal year
1962, the number of items in our supply system increased from about
3.4 million to nearly 4 million. But from that time through fiscal year
1964, the number of items leveled out at about 8.9 million and during
the past 8 months has actually begun to decrease.

Although we have been quite successful in purging our inventories of
duplicative items through our standardization program, it is now clear
that the real problem is to reduce the rumber of new items entering
the inventory. This, we are now doing through our item entry control
system which was initiated in fiscal year 1963. Admiral Lyle will
discuss this in greater detail but 1 would like to point out now that
during a 6-month test of the system last year in which about 25 per-
cent of all requests for new stock numbers were reviewed, 42 percent
of those screened were rejected for one reason or another with 32 per-
cent of the total found to have existing Federal stock numbers or rec-
ommmended substitutes already in the supply system. The proportion
of requests for new catalog numbers being screened by the system has
been rising steadily. The services, too, are conducting item screening
in the major weapons areas. The Army Missile Command, for exam-
ple, has a continuing program to review proposed new missile parts.
As a result of this program, out of some quarter of a million repair
parts used in Army missiles, some 31 percent are now standard items
and an additional 14 percent are common to more than one application.

But much more fundamental to the task of minimizing the number
of new items entering the inventories than “screening” is the extension
of the standardization philosophy back into the research and develop-
ment stage. Here is where the decisions are really made to add new
items to the supply system and the consequences of these decisions
cannot be undone at the supply support stage. KEach time a new
weapon enters the inventory, it brings with it thousands of new items
of spares and support equipment. That is why any serious attempt
to reduce the number of different items in our logistics system and
thereby reduce logistics costs, must begin in the research and de-
velopment stage.

Two years ago when I appeared before this committee, I discussed
with you our efforts to minimize parallel developments which could
lead to parallel production programs and supply inventories. I
pointed to the standardization of the F-4 as a tactical fighter for the
Air Force as well as the Navy and my decision to assign to the Air
Force supply management responsibility for all spares and com-
ponents peculiar to the F—4 aircraft. I also mentioned that I had
asked the Air Force and the Navy to develop and submit for my ap-
proval joint plans for the maintenance of this aircraft, the cost of
which will eventually involve over $300 million annually. This has
been done and we are now well along in achieving a single integrated
system of maintenance and spares management for both Air Force
and Navy F-4’.
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Our largest single effort in this direction to date has, of course,
been the F-111 (TFX), which I described to you 2 years ago. The
project, as a whole, is going well and just last month we took the first
steps to commit the aircraft to production. I am convinced that the
F-111 program will produce substantial savings not only in the de-
velopment and production phases but in the logistics support as well.
An integrated materiel management and maintenance plan has been
jointly prepared by the Navy and the Air Force with support to be
provided by the Air Force for about 10,000 to 15,000 items common to
both aircraft. Because joint logistics planning was possible from the
beginning of the project, the F-111 plan should be considerably more
effective than the F—4 plan which had to be developed after the air-
plane had already entered production for the Navy.

However, if standardization is to begin in the design and develop-
ment stage, it is necessary, as the committee noted in its September
1964 report: “* * * that the views of research and development as
well as production, supply, and service people be merged into final
decisions.” To meet this need and to insure the coordination of the
closely related technical data program within the Department, we
established in March 1964 a Department of Defense Council on Tech-
nical Data and Standardization Policy, cochaired by the Assistant
Secretary of Defense (Installations and Logistics) and the Deputy
Director, Defense Research and Engineering. To provide staff sup-
port for the Council, in both the technical data and standardization
areas, we established in June 1964 an Office of Technical Data and
Standardization Policy within the Office of the Assistant Secretary
of Defense (Installations and Logistics). With regard to standardi-
zation, this office has been making excellent progress.

All of the measures which I have described, and the many others
which I have not had time to discuss, are designed to simplify and
improve the management of the Defense Department’s logistics fune-
tions. But simply providing the proper organizational framework,
sound policies, and efficient procedures is not enough. By themselves,
they cannot insure economy and efficiency in our day-to-day logistics
operations which involve the actions and decisions ‘of literally hun-
dreds of thousands of Defense employees spread around the world.
These people must be properly motivated and provided with a con-
tinuing stimulus and incentive for efficiency and economy at all levels
of the Department’s operation, and that is the basic objective of the
cost reduction program.

But, as I noted last year, a program of this type can succeed only if—

(1) It is vigorously supported by the entire management of
the Department, from the Secretary on down to the lowest
managerial level.

(2) Firm, clearly defined goals are set for each level of man-
agement and the objectives, methods, and procedures of the pro-
gram are clearly explained to and accepted by the people who
have to achieve the goals.

(3). A uniform and effective system of progress reporting is
established to insure adequate followup on performance.

(4) Both the goals and the results are thoroughly audited by
an independent group disassociated with management for af-
taining those goals to insure the savings being reported are
valid and can be properly substantiated.



ECONOMIC IMPACT OF FEDERAL PROCUREMENT 29

The Defense Department’s cost-reduction program is based on these
]larinciples. The initial targets are actually developed at the lowest
evels of management and are then aggregated and reviewed at
each successively higher level up to my own office. As a result, when
the overall goals are finally approved at the Defense Department
level, and by me and Mr. Vance, all logistics managers understand
what is expected of them and have, in fact, been given an opportunity
to participate directly in the formulation of the program’s objectives.
To add to this built-in stimulus of having a specific goal to strive
for, we initiated last year a new system of awards, over and above those
given in the regular incentive awards program. After an intensive
review of the best of the thousands of cost-reduction ideas submitted by
our logistics organizations, 19 civilian and military personnel were
singled out for special commendation.

To emphasize the importance which the administration attaches
to this program, these initial awards were made personally by the
President in a special ceremony at the Pentagon. The individual
military departments are also making special awards for outstand-
ing achievement in this program. Recognition by top management
of jobs well done is indispensable to the success of such an effort.
The cost-reduction program must have the full and sustained sup-
port and interest of the entire management structure if we are to
expect continuing concern and involvement of the people who must
actnally produce the results.

I think perhaps the most notable accomplishment in the past year
or two has been the development of interest and ideas from the bot-
tom instead of at the top. Two or three years ago many, if not most,
of the suggestions leading to substantial reductions originated in
the upper levels of the departments. That has not been true in the
past 2 years. 'The savings which I will report to you now are largely
a reflection of the initiative, efforts, and ideas and imagination of
the literally hundreds of thousands of people in all echelons of the
Department.

Inasmuch as I have discussed this program in considerable detail in
previous appearances before you, I would like at this time to simply
highlight 1t and respond later to your questions. I think for this
purpose you might like to examine the table I have included in my
prepared statement (see table, p. 20), as I summarize the program
from here on.

First, let me draw your attention to the chart. (Seep.10.) Ihave
summarized the goals and the progress to date. The program started
back in fiscal 1962. At that time we established a goal of $3.4 billion
annual savings per year which we hope to achieve in 1967 or 1968.

We did save, we believe, $750 million in fiscal 1962 as a result of
the program. Our experience was more favorable than we antici-
pated, and in fiscal 1963 we were able to raise the annual goal for
savings from $3.4 billion to $4 billion. And in fiscal 1963 the savings
themselves rose to about $1.4 billion. Again our savings exceeded our
expectations and by fiscal 1964 it became apparent we could raise the
goal again.

‘We so reported to the President on July 1 of last year when the goal
was raised from $4 billion to $4.8 billion. We do expect to achieve
annual savings of $4.8 billion effective in fiscal 1968. The actual sav-
ings in fiscal 1964 we believe were $2.8 billion, or more. We are not
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entirely certain; some of the final figures aren’t in as yet. The fiscal
1966 budget now lying before the Congress was developed after taking
account of savings of $4.1 billion as a result of the program.

I have summarized in this brief table the categories of actions
contributing to these savings. You will see there three basic categories
entitled, “Buying Only What We Need,” “Buying at the Lowest Sound
Price,” and “Reducing Operating Costs.”

It 1s from these we have achieved the savings shown in the chart
and the savings shown in the table. I will run through these very
quickly for you. Under the heading “A. Buying Only What We
Need,” we have been refining requirement calculations. This has very
substantially reduced the volume of materiel which we have placed
on procurement.

I want to mention to you that we have not included in the estimated
savings a reduction of about $24 billion which we made a few years
ago during our initial review of the stated requirements for military
equipment and supplies. These requirements were based on the uni-
lateral service war plans—war plans which were not in balance with
one another and which led to a vast overstatement of the materiel
requirements.

That kind of requirement calculation is worse than useless. It dis-
torts the true requirements and it makes effective management of the
procurement program absolutely impossible.

REQUESTS REDUCED BY $24 BILLION

Senator Doueras. Did you say a savings of $24 billion?

Secretary McNamara. As I say, we have excluded that $24 billion
figure from these savings calculations because no one had any inten-
tion of buying that amount of equipment. But it is a fact that it was
in the stated requirements, and it is a fact that the procurement plans
therefore were based on false and inflated requirements, and it is a
fact, therefore, that this distorted the management of the procure-
ment program and made any effective control of it impossible. It also
led to a serious imbalance in our inventories.

I therefore insisted that our approved contingency war plans, our
approved force structures, and approved materiel requirements be
brought into appropriate balance and be kept that way. We have a
military strategy related to our foreign policy, a force level related
to the strategy, and a program of supplies related to the force level
and the financial budget which will support the force level and pro-
curement program.,

There is no point in having forces which can’t be supported in com-
bat or war plans that can’t be carried out by the forces being supported.

This is one of the principal reasons why we have recommended the
elimination of 21 divisions and various nondivisional units in the
Army Reserve components. These units are not required to support
our contingency plans. Furthermore, they have only about 35 per-
cent of their authorized equipment on hand and much of this is sub-
standard and unsatisfactory for combat use. Thus, in the event of a
callup, these units would have to be completely reequipped and even
under the best of conditions, this would require 12 to 18 months—
about the same time it would take to organize, train, and equip new
units. To acquire the necessary equipment and war consumables for
these forces during peacetime would cost about $10 billion. Such an
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expenditure would be clearly unjustified for units for which there isno
requirement in our contingency war plans.

TSE OF EXCESS ON SCURPLUS STOCK

I would like to draw your attention to item No. 2 in the table—still
under the heading “Buying Only What We Need.” This item, No. 2,
is listed as increased use of excess inventory in lien of new procure-
ment. We are using about $1.3 billion per year of excess or surplus
stock in lieu of new procurement and that 1s up about $300 million
over the levels of fiscal 1961 as a result of a much more screening of
new procurement orders against existing stocks.

TEN BILLION FOUR HUNDRED MILLION DOLLARS IN EXCESS OR SURPLUS
INVENTORY

We have today about $10.4 billion of excess or surplus inventorly. It
is that inventory which we are gradually drawing down and utilizing
as a result of this program. I think it is very effective.

ELIMINATING “GOLD PLATING”

The third item under “A. Buying Only What We Need” is Jabeled
as eliminating “gold plating.”

This is an extremely important portion of our cost reduction pro-
gram the full potential of which we have not yet realized. Last year
we estimated that by simplifying our specifications, by eliminating
frills or gold plating and employing greater ingenuity in seeking out
less costly materials we could save $145 million a year. That estimate
has proven too conservative. Action initiated through 1964 alone will
Savela $224 million in the cost of hardware, again more than last year’s
goal.

TPOTENTIAL SAVING OF $500 MILLION

I think with proper attention we can raise that annual savings from
some $224 million to about $500 million a year.

To this effort individual industrial contractors are making very
substantial contributions. Last year alone we received 580 cost savings
proposals of this kind and we expect that number to increase signifi-
cantly in the future.

Now, the next category shown in the table is headed “B. Buying at
the Lowest Sound Price.” Here I think you are quite familiar with
many of the changes we have made. I will pass over them rather
quickly, therefore. But these savings occur primarily because of two
shifts in our basic procurement policy. The first is to increase the
Eercentage of our contracts awarded through competitive processes,

oth formal advertising and other competitive procurement proce-
dures. In 1961 about 33 percent of the contracts were let on the basis
of competition.

THIRTY-NINE PERCENT OF CONTRACTS TO BE COMPETITIVE

That has been increased to about 89 percent through the end of
fiscal 1964.

As T can report to you later, the percentage is substantially above
that at the present time. Not only is the total percentage of competi-
tive contracts increased but the percentage through formal advertising
hasincreased rather dramatically.
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BREAKOUTS

Representative Curtis. Does that include the breakout bids?

Secretary McNanmara. Yes; that includes the breakout of spare
parts. Asa matter of fact, that is one of the important contributing
subprograms to this. The result is that we have shifted $1.8 billion
worth of contracts each year from noncompetitive to competitive pro-
curement. As we can show you from our audits of these shifts, we save
25 cents on every dollar shifted. From this program alone we have
saved about $450 million a year. There are some very spectacular sav-
ings that rise substantially above 25 percent but on the average it
amounts to that figure.

Now, the second major shift in procurement policy which has con-
tributed substantially to these savings has been a shift away from cost-
plus contracts to fixed-price or price-incentive contracts in areas
where it has not been possible to go to full formally advertised procure-
ment or other competitive procurement. Cost-plus contracts in 1955
ran about 19 percent of our total contracts. That percentage doubled
between 1955 and the first 9 months of fiscal 1963 ; 19 percent to 88 per-
cent. It was down at the end of 1964 to 12 percent and it is still
dropping. It is now around 10. That means we have shifted about
$6.5 billion a year of contracts from a cost-plus form to a fixed-price
or price-incentive form. We save about 10 cents on every dollar
contracted and, perhaps even more importantly, this shift away from
cost-plus puts great pressure on the Department of Defense and the
contractor to plan their operations before they begin them. We ob-
viously can’t move away from cost-plus to a fixed-price type of contract
or price-incentive contract unless we know exactly what it is we want
to buy, in what form we want to receive it, when we want to receive it,
and the contractor can’t enter into such a contract until he has laid
out a very definite plan for production, has firm cost estimates, and
is able to relate his profit to those and accept the risk of deviating from
them. It is from this that we gain the very substantial savings that
accrue through this program, roughly $600 million a year.

ABUSES IN COST-PLUS-FIXED-FEE CONTRACTS

Senator Doueras. As I remember the reports of the Comptroller
General, the specific instances which he brought forward of past abuses
was centered primarily in this field of cost plus fixed fee. Isthat not
true?

NO INCENTIVE IN CPFF CONTRACTS

Secretary McNanara. Yes, his reports over the years have em-
phasized that. I have been on both ends of this cost-plus contracting
cycle. I can testify from my personal experience. Without any intent
to be ineflicient, or without any intent to do other than the most effec-
tive job under the circumstances, a cost-plus contract provides no
incentive to the purchaser and no incentive to the manufacturer to
preplan the job and insure that each is following the most efficient
form of procurement or manufacture as the case may be. We think
this is a major change in procurement policy, one that will lead to
substantial savings not only for the present but for the future as well.
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REDUCING OPERATING COSTS

Now, I can go down to the third category in the table which is
headed “C. Reducing operating costs.” The first item, No. 1, under
C, is labeled “Terminating unnecessary operations.” Many of you
are painfully aware of some of the actions here.

CLOSING INSTALLATIONS

In total in the last 4 years we have announced the closing or substan-
tial termination of operations at 669 installations throughout the world.
The result has been the elimination at those specific locations of 290,-
000 jobs. Of the 290,000 jobs, 150,000 have been completely eliminated.
The difference between these two figures, 140,000 jobs, has for all prac-
tical purposes been eliminated at the location because they have been
transferred to other locations. As a result we have released from De-
fense Department use 1,500,000 acres of land. That is over 2,340
square miles of land, formerly tax consuming, now tax reducing in the
sense that it is available for other use in our society.

ONE BILLION DOLLARS SAVINGS

There will be savings of a little over a billion dollars a year as a
result of this program when all of these actions have been completed.

As T will point out to you, we have phased some of them over a
period of 2 or 3 years in order to soften the impact of these decisions
upon the communities affected. I particularly want to call your at-
tention to the actions we are taking to take account of the effect on
individuals and communities of these base closings.

ECONOMIC IMPACT OF CLOSINGS

We recognize that the impact of the closings on the employees and
the communities affected will be substantial in many cases. We are
well aware of that fact. With regard to our own employees, the De-
partment, in my judgment, bears a special responsibilify as an em-
ployer. It has always been my contention that the burden of major
dislocations caused by our dynamic economy should not have to be
borne sorely by the people directly involved. Our society within
reason should help to carry that burden and I refer here not only to
the Federal Government but to the State governments, local govern-
ments, and industry as well. This is desirable not only on the basis of
equity but also to facilitate the changes required for progress. Unless
we spread this burden, opposition to progress will develop and we
won’t achieve it.

DEVELOPING JOB OPPORTUNITIES

When I first suggested that the Defense Department, as an employer,
assume the responsibility for finding a new job opportunity for every
employee dislocated by a base closure, there was much skepticism
among some of my associates in the Department. They pointed out
that the Defense Department would be assuming a new responsibility
which it had heretofore avoided on the grounds that there were other
Government programs designed to take care of unemployed workers
and that the cost of any new effort would have to be borne by the De-
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partment. Yet it seemed to me that both for reasons of fairness to our
employees and in the Government’s own interest, the Defense Depart-
ment should assume that responsibility. In a program as dynamic as
defense, major changes are unavoidable and must be made in a timely
fashion if the program is to be managed efficiently. As I pointed out
in the spring of 1961 in connection with the initial set of President
Kennedy’s amendments to the fiscal year 1962 budget:

Technological progress causes obsolescence not only in weapon systems, but
also in the often highly specialized facilities constructed for their deployment
and maintenance. Just as we continually measure our weapons system develop-
ment and procurement programs against the ever-changing yardstick of military
need, so, too, must we review our worldwide complex of installations in light of
our present and future requirements. Facilities and installations which fail this
test of true need only encumber the national security and waste resources.

But these necessary changes will be bitterly resisted if the full bur-
den has to be borne solely by the employees affected. It is therefore
in the national interest for the Defense Department, as an employer,
to mitigate these hardships to the full extent that the law permits, and
this is what we have undertaken to do.

ESTABLISHMENT OF EMPLOYMENT OPPORTUNITY PROGRAM

To this end, we have established a continuing employment oppor-
tunity program designed to protect the job security of our employees,
to minimize personal hardships resulting from Defense program
shifts, to preserve the talents and experience of our work force, and,
over the long run, to improve the climate for change itself.

Under this program every career employee, dislocated by a base
closure, whether it be by the fact that his job is eliminated or by the
fact that his job is transferred geographically, every career employee
so dislocated is being offered another job opportunity and, wherever
possible, he is given a choice of location.

When a displaced career employee is offered a job at some other
Defense installation, we now pay the appropriate expenses of moving
his family and household goods. If he accepts a lower paying job or
moves to a lower pay rate area, his present pay will be continued for
a period of 2 years. Where a temporary waiver of gualification re-
quirements will facilitate the placement of a career employee in a
job for which he can be trained, this is being done under special ar-
rangements worked out by the Civil Service Commission. Where
feasible, we are also undertaking special retraining programs for
dislocated career employees.

To facilitate this employment opportunity program we have in-
stituted a series of hiring freezes and limitations on permanent ap-
pointments, thus, in effect, “stockpiling” jobs for career employees
who are scheduled to be displaced as a result of actions taken by the
Department of Defense.

CENTRATIZED REFERRAL ACTIVITY

Just 2 months ago we established at Dayton, Ohio, a nationwide
centralized referral activity. Prior to that time, we depended prin-
cipally upon a regional placement program in which qualified dis-
placed employees were matched with job openings occurring within
their own civil service region. Under the new system, placement op-
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portunities will be greatly broadened and this referral process con-
siderably speeded. In the first 7 weeks of operation, more than 6,800
employee applications were registered in the system and about 6,500
requisitions, representing about 14,000 jobs, were received. These
numbers are expected to grow significantly in the months ahead.
Finally, we are aggressively seeking the assistance of State employ-
ment services in finding jobs in industry and the Civil Service Com-
mission in locating job opportunities in other Government agencies.

This program requires a major effort on the part of Defense manage-
ment and it costs money. But, in my judgment, it is well worth the
cost and the effort involved. And in this connection may I say that I
don’t think early retirement is a good substitute for productive em-
ployment. It would be easier on Defense management but much
harder on the individuals involved and much more costly for our
Nation. No self-respecting American in his early forties would want
to live on a retirement income; what he wants and should have is a
productive role in our society.

Admittedly, our efforts to help our own dislocated employees may
not solve the problems of the communities affected by our base-closing
actions, especially when the new jobs offered them are at other places.
Although our responsibility in this instance is not as direct as in the
case of our own employees, we still should do what we can to alleviate
the impact.

OFFICE OF ECONOMIC ADJUSTMENT

It was for this reason that T established in March 1961, a new
Office of Economic Adjustment under the Assistant Secretary of De-
fense, Installations, and Logistics. This Office is designed to work
with the affected communities to help them find alternative uses
for whatever Government facilities may be available and to advise
them on other programs of assistance oftered by the Federal Govern-
ment.

In working with these communities, the Office of Economic Adjust-
ment encourages and assists local leadership to identify and exploit
their own resources for economic growth. Officials of local defense
firms are encouraged to participate in this effort. Members of the
staff of the Office of Economic Adjustment visit the communities on
their invitation and therefore the cooperation of a community’s lead-
ership is an indispensable element in the success of this effort. The
Office of Economic Adjustment can serve as the focal point and pro-
vide ideas and Government agencies. DBut the initiative must rest with
the loca] community and cooperation must be forthcoming if any use-
ful results are to be achieved.

Representatives of the Office of Economic Adjustment have now
completed initial visits to most of the communities affected by the base
closings announced last November which have requested assistance.
These include Mobile, Ala.; San Bernardino, Calif.; Savannah, Ga.;
Terre Haute, Ind.; Salina, Kans.; Glasgow, Mont.; Lincoln, Nebr.;
Reno, Nev.; Portsmouth, N.H.; Middletown, Pa.; Amarillo, Tex.;
Moses Lake, Wash.; and Madison, Wis. These initial visits are in-
tended to lay the organizational groundwork for continuing coopera-
tion between the community and the Federal Government. We have
had magnificient cooperation from the majority of the communities
affected. There are some notable exceptions, however.
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We have found in most cases that swift, aggressive action can
usually reduce and shorten the local economic impact of these closing
actions. For example, shortly after we announced that Schilling Air
Force Base at Salina, Kans., would be closed by this coming June 30,
a group of local leaders, accompanied by Governor-elect Avery, Con-
gressmen Dole and Shriver, and representatives of Senators Carlson
and Pearson met with Deputy Secretary Vance to arrange for the
assistance of the Office of Economic Adjustment. Since that time,
readjustment planning has moved forward at a very good pace. By
next September a vocational school will open, occupying part of the
facilities of the former base. Action has been taken to freeze the
transfer of surplus industrial-type equipment located at the base which
might be of use in the school’s training program. Within the past
few weeks, the State legislature has passed a bill approving some
quarter of a million dollars for the establishment of a technical insti-
tute which will eventually enroll about 1,500 students. Also well
along in planning is a new campus for Kansas Wesleyan University.
Both of these new activities will occupy former base facilities. Still
another portion of Schilling will become a municipal airport. The
local planning group, known as the Schilling Development Council, has
“fathered” enabling State legislation permitting the creation of a
public authority to buy some of the remaining property for use as a
large industrial park.

I won’t go through it, but we show the disposition of several hun-
déeds of t};e)se properties in a table I present in my prepared statement.

ee p. 17.

( A]tggether, communities in 44 different States have been benefi-
ciaries of these disposals, and the return to the U.S. Treasury has been
over $84 million. I believe you are already familiar with some of
the cases where base closings have actually resulted in the creation of
more jobs for the communities involved :

Presque Isle, Maine, where today a new industrial complex provides
jobs for 2,000 civilians (compared with a former Defense employment
of 1,200 military and civilians) and where the former SNARK missile
base, itself, provides educational, commercial aviation, local govern-
ment, and industrial facilities.

The former Army signal depot facilities at Decatur, I, where the
new private owners employ half again as many civilians as did the
Army and are still adding workers.

BASE CLOSURE RESULTS IN GREATER EMPLOYMENT

Senator Douaras. I may say, Mr. McNamara, that when you closed
that base, the mayor of the city denouced me for not preventing you
from doing it. However, what has happened has been that the Fire-
stone Co. has moved in there; it employs more people and pays taxes
to the locality. It hasbeen a highly beneficial act.

Secretary McNamara. This 1s quite true, Mr. Chairman. It is
typical, I think, of what can be done when men with imagination seek
to put to productive use these facilities formerly reserved solely for
defense purposes.

Another illustration of the same kind is at York, Pa., where the
former naval ordnance plant was sold by the Government for $914 mil-
lion to a private concern and where that private concern has increased
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the former employment by 60 percent; and, in addition, put the
property on the tax rolls.

So, this is what we can expect from the 669 actions that have released
a million and a half acres of land and which utimately will save a bil-
lion dollars in direct cost to the Government but, much more impor-
tantly, will put these facilities, these men and facilities, to work in the
mainstream of our society, producing either for the public sector or the
private sector the goods which we need and so much desire.

Now returning to the cost-reduction program, there is only one
other item I wish to draw your attention to and that is item 2, under
the heading “Reducing Operating Costs,” where we note what we are
saving through consolidating and standardizing our operations.

SAVINGS FROM DSA

I mention many of these consolidations to you today—the consolida-
tion of our Contract Audit Service, consolidation of our Contract
Administration Service—but I think the most interesting and most
important has been the consolidation of the Common Procurement
Service into the Defense Supply Agency. I will report very briefly
on that to you.

One million eight hundred and seventy-five thousand items formerly
procured by the services have been transferred to the Defense Supply
Agency for procurement. That Agency has been able to reduce the
number of those items by a quarter of a million. The inventory value
which had amounted to $2.5 billion has been reduced by $500 million.

Forty-one thousand men were formerly assigned to these functions.
They have been able to cut that total by 8,000. The savings are sub-
stantial as a result.

It has been an extraordinarily well-managed operation, the credit
for which goes to General McNamara and now to Admiral Lyle.

I have but one further point to make in connection with the cost-
reduction program. T want to draw your attention to the assistance
that we have received from defense contractors. It has been out-
standing and very important. There is much evidence that the pro-
gram is taking widespread hold in defense-related industries. Not
only is it helping the Government through direct savings, but there is
an indication that industry profits are being improved, as well.

For example, in the Lockheed Aircraft Corp. report for 1964, among
the factors to which the company attributed increased earnings in a
year of lower sales were these, and I am now quoting directly from
that report:

First. generally improved efficiency resulting from the cost reduction program ;
and, second, more work carried out under fixed-price and price-incentive con-
tracts rather than under cost-plus-fixed-fee contracts.

Western Electric’s 1964 figures report states:

Price reductions also reflect sustained program of cost reduction conducted In
all our operations. In manufacturing operations alone, several thousand indi-
vidual cost reduction projects were completed during the year.

In defense work alone, the company reports savings of approxi-
mately $21 million taxpayers’ money. :
The Douglas Aircraft reports that :
The company’s ability to show higher earnings on a slightly lower level of sales
is further demonstration of its substantial progress in effecting greater efficiency
47-662—65——4
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through new management system and cost reduction techniques. In 1964, Doug-
ias scored well in responsiveness to the national administration’s heavy empha-
sis on cost reduction. These efforts had a simultaneously beneficial effect on
the company’s own results.

We have had similar comments from other defense contractors.

This trend, I think, is encouraging because our contractors account
for more than 55 percent of each defense dollar which we spend.
Their effort, therefore, will contribute importantly to our ability to
meet and, indeed, I hope to exceed the present goal of $4.8 billion
annual savings attributed to the cost reduction program.

Mzr. Chairman, this has been a long statement. I apologize for its
length.

I will be very happy now to attempt to answer some of your
questions.

Senator Doueras. That is a very splendid report on a great achieve-
ment.

I notice your time has approached. I shall not ask any questions.
I will ask Mrs. Griffiths if she has any questions.

PROTECTION OF SUBCONTRACTORS

Representative GrmrFrras. I wonld like to commend you, too, Mr.
Secretary. I think you have done a good job.

What have you done, if anything, toward the protection of the sub-
contractor?

Secretary McNamara. We have not done what I think you would
like to see us do, Mrs. Griffiths.

We did investigate the problem you brought to my attention either
last year or the year before, which involved possible discrimination
against the subcontractor by a prime contractor.

We considered what we might do to prevent such situations from
developing in the future. We finally concluded that it is not practical
for the Defense Department to interpose itself between the prime
contractors with whom we have legal contractual arrangements and
their subcontractors. It is not practical for several reasons, the most
important of which is simply the huge magnitude of the job.

There are tens of thousands of subcontractors functioning for the
account of the prime contractors. We have sought to avoid discrimi-
nation in those relationships by two primary programs:

One is a program to increase the participation of small business in
defense contracting and on this we have made considerable progress.
Small business was receiving about 15.9 percent of defense contracts
4 or 5 years ago, and it is up to something over 20 percent in the first
8 months of 1965.

Secondly, and more importantly, we have sought to insure that the
prime contractors were utilizing the most efficient form of subcontract-
ing, choosing the best producers, if you will, pushing out the work
to subcontractors where that could be done more efficiently than being
done in their own plants, by emphasizing formally advertised competi-
tion, competition in other forms, by shifting away from cost-plus
contracting and fixed-price contracting, all of which forms of con-
tracting give the prime contractor a major incentive to seek the most
efficient, way of obtaining the competent parts for his major systems;
in that way, to insure that he does procure those services from the most
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efficient subcontractor, if you will. I think we must rely on that as
our primary safeguard.

Representative Grirriras. Is one of the reasons you are able now
to have more competitive bidding and fewer cost-plus, the fact that
the things which you buy you have more experience in purchasing?
They are more closely standardized ?

Secretary McNamara. No; I don’t believe that is a major factor.

It is true that the opportunity for formalizing varies by type of
weapon. In a sense, it is much more difficult to have a formally ad-
vertised contract for an intercontinental ballistic missile than for a
rifle. I believe the major reason for an increase in formal advertising
which has been very substantial, indeed, during the past several years,
has been simply we have directed more attention to it. This com-
mittee has consistently emphasized the desirability of it as have other
bodies in the Congress. We, ourselves, recognize the benefits that
accrue from it.

Tt is extremely difficult to develop procedures for applying formal
advertising under some circumstances. We think we have made a
major breakthrough within the last 2 years by developing a proce-
dure that we call—I think it is called—two-step bidding.

In any event, what we do is first go out and separate those firms
qualified to participate in a formally advertised bid from all other
firms in the country and then having determined which firms are
qualified we limit the formally advertised bids to those firms. This,
as well as other changes in procedures, has allowed us to substantially
expand the percentage of our business through formal advertising.

T don’t think we have reported before to this committee the prog-
ress in fiscal 1965, and I don’t wish you to think these are final figures;
they are not; we have not finished the year, of course. I think they
will drop before the end of the year.

IN 1965 18.6 PERCENT FORMALLY ADVERTISED BIDS

Through the first 8 months of 1965, 18.6 percent of our contracts
were awarded through formally advertised bids. That compares with
11.9 percent in 1961, which is a tremendous percentage increase, from
11.9 to 18.6 ; roughly a 60-percent increase.

Perhaps I should add that I think not only will that percentage
drop before the end of the fiscal year, but it will drop a point or two.
T don’t want to overstate the case. The fact is that there has been a
tremendous increase in formally advertised bids as a result of your
interest.

DECREASE IN SPARE PARTS

Representative Grrrrrras. I have observed you have decreased the
quantity of spare parts. How did youdoit?

Secretary McNaMara. As a percentage of new equipment inven-
tories and in absolute terms. Simply by 1nsisting that we make a more
precise requirement calculation. Particularly the Air Force, I think,
has done a magnificent job in improving the precision of its require-
ments calculating procedures. General Gerrity who has been in charge
of that work for some time has spent a great deal of his personal time
on it and has made a substantial contribution to it.
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I, personally, believe that we not only have drawn down inventories
and therefore saved in the sense that had we purchased stock we
didn’t need, it would have eventually ended up in surplus and we
would have had to sell it at salvage value, 1 or 2 cents on the dollar,
but, in addition, the more precise calculation will increase the in-
operation rate of our equipment by relating more directly the spare
parts in inventories to the maintenance requirements.

BATTLE CREEK OPERATION

Representative Grirrrras. Have you been aided by the Battle Creek
operation ?

Secretary MoNamara. I will have to ask Mr. Ignatius.

I don’t believe Battle Creek participates in the requirement compu-
tations for spare parts; do they?

Mr. Ievarrus. No. In terms of utilization of inventory already on
hand, they play a very majorrole. They don’t, as the Secretary points
out, get mvolved in computation, but through their expertise there
and the computer equipment that they have, they have been an im-
portant factor in helping us to draw down some of our excess assets.

Secretary McNamara. It is through that operation we are able to
use $1.3 billion a year of surplus inventory in lieu of buying and in lieu
of new equipment.

Representative Grrrrrras. What possibility is there that you can
historically maintain a record of which spare parts are necessary ?

Secretary McNamara. I think there is a very great possibility.
The Air Force has developed job order sheets in effect that show what
parts are used on what particular aircraft and in relation to what num-
ber of hours of flying time on the basis of which they can project fu-
ture requirements both for that same aircraft and also for similar
aircraft,

Representative GrirrrTes. But on other vehicles?

Secretary McNamara. On automotive vehicles, it is obvious that a.
historical record should be of great value. I don’t mean to imply that
our automotive records are fully adequate, but I think they are much
more adequate than our records of parts consumption associated with
certain unique systems such as missiles or aircraft.

Representative Grrrriras. When you were here before you thought
then that the standardization of the TFX for the use of two depart-
ments would save about a billion dollars in spare parts costs.

Secretary MoNamara. I believe I said a billion dollars in research
and development cost. An additional savings unestimated in spare
parts and maintenance cost. I still can’t estimate the savings in spare
parts other than to say, as I mentioned in my statement, the Air Force
will assume the responsibility for, in effect, maintaining common
spares supplies for 10,000 to 15,000 individual parts that are common
to the Navy and the Air Force. There will be substantial savings as a
result,

It looks as though the research and development savings will be very
substantial, I think approximating the magnitude I estimated.

STANDARDIZATION PROGRAM
Representative Grirrrras. Do you think that the standardization,

program is progressing satisfactorily ¢ (See p. 26.)
Secretary McNamara. I don’t know whether you would call it satis-
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factorily. It is certainly progressing. It will progress much more
rapidly as a result of the establishment of the office 1 referred to and
the appointment of General Stanwix-Hay as head of that office. We
have made considerable progress in the last 4 years.

BUTCHERS’ SMOCKS

I have brought to your attention rather humorously in the past, but,
nevertheless, seriously, that we did have four separate specifications
for butchers’ smocks, one for each of the services including the Marine
Corps. We now have one butchers’ smock. I think that is progress.
Now we need to multiply it by tens of thousands of units.

Representative Grirrrras. What about handkerchiefs?

Secretary McNamara. T was not aware that we had more than one
handkerchief. If we do, I will check intoit.

Representative Grrrrrrms. Standard blankets?

Secretary McNaatara. I can’t answer, but if we have more than one
or two types, we will shortly have only a limited number.

Representative Grrrrrras. I would like to ask you also on this busi-
ness of setting up a common procurement regulation: I don’t know
whether you still have or not, but I believe at one time within recent
years, not while you were running the Defense Department, but before
that, some new procurement regulations were handed down. One
of them forced the purchaser to consider the freight costs of moving
the end item to the point of use.

Another regulation required the purchaser, when ordering from an
ordnance plant owned by the Government, to consider the taxes that
would have been paid—if it had been a privately owned plant—to the
city in which it was situated, and to consider that as part of the pur-
chase cost.

I, personally, consider these two very poor purchase regulations. If
they are still there, I hope you will consider doing away with them.

In the first place, the business of including the freight cost as part
of the purchase cost discriminates against various areas of the country.

Secondly, it is perfectly obvious that you can also throw out a
bidder under this system. You can simply move the place you are
coing to use the item. That is one thing. Therefore, I don’t think
the purchase regulations are fair, that particular one. It works a
hardship.

The second one, the idea of having anybody who is competent to
figure out what the tax would be on a certain item, when this is a big
point in question in every city, everybody objects to the tax; nobody
thinks the tax is fair. So, we really don’t have any purchasers or any-
body in the city who can tell you properly what can be paid on taxes.

Secondly, the idea of discriminating against the city that way. First,
you require them to put a plant in there and then when the moment
comes when they can be filled with working people, there is property
that does not pay taxes, the bid is thrown out and it is given to some-
body else.

If you have those regulations now, I hope you will consider doing
away with them. They are not fair in that they allow the contracting
officer to move the bid any place he wants to.

Secretary McNaMara. T can’t answer the specific question of whether
those provisions remain in the procurement regulations, but I would at
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some point when we have more time be willing to argue the theoretical
justification of them. I think each of them is justified. )

Representative Grrrrrras. I don’t. I think they work a hardship.
Everybody pays taxes. There 1s no point m giving one person a
greater break than another.

From long experience, I am perfectly well aware that many of the
procurement regulations simply permit a contracting officer to throw
out any bidder he wants to. I think the fewer loopholes you have, the
fewer additional regulations you have, and the better off you are.

Secretary McNamara. This I fully agree with. )

Representative Grirrrras. If all you have is price and quality and
the contracting officer has fewer outs, you are in a better situation. I
think that the people, themselves, have more faith in your operation.

Secretary McNamara. This I fully agree with. There should be
no opportunity for favoritism in the regulations. If there is any such
opportunity, I will be very happy to eliminateit.

Representative GrrrriTas (presiding). Mr. Curtis.

Representative Curtis. Thank you.

Mr. Secretary, I think this is an excellent operation we have going
here—these annual reports for the committee. I know the committee
appreciates them very much. There is enough material here for us
to do a lot of homework on, and probably throughout the course of the
next weeks and months there will be detailed questions that will be
sent, to you on it.

Secretary McNamara. I will be very happy to respond.

Representative Curris. I know you will be. This has been an ex-
cellent relationship.

Again, I want to join the chairman in commending you for this
progress report.

There are a few details I would like to touch on at this point.

First, I want to emphasize how deeply impressed 1 have been by
your military installation reexamination program. I could not agree
with you more on the economic value of it to the Government, as well
as to the community itself.

MOVING COSTS FOR DISPLACED EMPLOYEES

I hope that, in regard to moving costs for the individual displaced
person, you have been more successful in setting up a liberal system
than I was in trying to convince the Internal Revenue Service to pro-
vide tax deductions for these costs. I regret to say our tax laws, in
spite of the improvements in the 1964 Code, are way out of line.

Did you take account of the new Civil Service Commission schedules
in estimating moving costs allowances?

Secretary McNamara. Yes; we are working with them on that.

I somewhat share the same feeling you have, though. I don’t be-
lieve that the amounts we are allowing today are fully adequate. The
principle is correct. We have made the right policy decision. But we
have not yet developed the means of properly calculating the full
economic effect on the individual and taken account of it ; loss on house,
furnishings, et cetera. There are many, many indirect costs associated
with moving one’s family from one geographic area to another that
we don’t compensate for. We have taken account of the more direct
moving expense and we are compensating for that.
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Representative Curris. Some of the more enlightened companies
will permit a man and his wife to go to the new community where
they are going to locate to look around.

Do you include that item ?

Secretary McNantara. Noj we don’t take account. of that yet. That
is why I say; I think we have made the right policy decision but we
have not developed all the techniques of implementing it. Where you
are dealing with tens of thousands of moves, it is extremely difficult
to delegate discretionary policy, particularly, when you are applying
new policy in areas where it is so easy for violation of policy to come
in and where costs of such violations could be substantial.

Representative Curris. You answered one of the other questions
I was going to ask on homeownership.

Among the problems that have come to my attention, one is that
when you close down a base you find that the property value has gone
down. Now, private corporations have moved into that area and
possibly with this development, and our Government moving along
with it, the situation will improve. I just want to touch on that and
emphasize 1t. . .

Now, if I could go through several items here just to point out some
other areas in which I think action is needed—not now, but in the
future. TFirst—advertised bidding. I am always glad to see that
progress. The question I asked you: How much of that was break-
out

Secretary McNaxara. Of spares?

Representative Curtis. Also components of the prime contract. I
wonder if you could supply data on that aspect; It think it is quite
mportant.

(Data, subsequently supplied, follows:)

The competitive percentage of total procurement dollars includes procurements
of items broken out to competition for the first time as well as all other competi-
tive procurements. However, our reporting system on total procurement dollars
is not designed to break down competitive procurement awards to identify pro-
curements of items bought competitively for the first time. e have reporting
procedures supplementing our primary reporting system that identify some of
these transactions and provide us with a means for measuring progress of the
breakout program and evaluating the savings resulted from the shift from non-
competitive to competitive procurement. These supplementary procedures are
limited in their objectives and were deliberately designed to avoid duplication
of the primary reporting system. For example, of the $966.2 million in spare
parts procurements reported under these procedures in fiscal year 1964, 42.2
percent was competitive. These and all other spare parts procurements are
included in the primary reporting system. This competitive percentage includes
procurements of items broken out during the fiscal year, some of which might
have been purchased competitively more than once during the year and also, of
course, procurements of items broken out to competition in prior fiscal years.
This is true also as to procurement dollars placed competitively for end items
and components. Our primary reporting system covers all procurement dollars
and identifies the portion awarded competitively. It is this system that we rely

upon to evaluate the total procurement program and measure the increase in
competition.

COST REDETERMINATION

Representative Curtis. Now, on your negotiated bids, themselves,
and your incentive bidding. I presume in most of those cases—or
many of them—you have a cost-redetermination clause. Is that
usually the case?
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Secretary McNamara. We have very few of that kind. Within that
category, we have several different formulas. I would be happy to
give you the detailed breakdown of that.

Representative Curris. We would appreciate it if you would.

(Information requested and later furnished for. the record, appears
below :)

There are two broad categories of contracts which provide for price redeter-
mination. One type provides for a firm fixed price for an initial period of
contract deliveries or performance and for prospective price redetermination,
either upward or downward, at a stated time or times during the performance of
the contract. The use of this type of contract is very limited but it is sometimes
considered appropriate in procurements calling for quantity production where it
is possible to negotiate fair and reasonable firm fixed prices for an initial period
but not for subsequent periods of contract performance. The following table
reflects the limited use of the prospective price redetermination type of contract.

The second price redeterminable type provides for a ceiling price and retro-
active price redetermination after completion of the contract. The use of this
type is even more limited than the prospective price redeterminable type. It is
sometimes considered appropriate in procurements where it is established at the
time of negotiation that a fair and reasonable firm fixed price cannot be negoti-
ated and the amount involved is so small or the time of performance is so short
that the use of any other type of contract is impracticable. ASPR limits the
use of this type to research and development at an estimated cost of $100,000 or
less.

Fixed price incentive contracts are a preferred type. It is a fixed-price-type
contract with provision for adjustment of profit and establishment of the final
contract price by a formula based on the relationship which final negotiated
total cost bears to total target cost. These contracts provide for either a firm
target or successive targets. In the firm target type, there is negotiated at the
outset a target cost, a target profit, a price ceiling, and a formula for establish-
ing final profit and price. After performance of the contract, the final cost
is negotiated and the final contract price is then established in accordance with
the formula. Where the final cost is less than the target cost, application of
the formula results in a final profit greater than the target profit; conversely,
where final cost is more than target cost application of the formula results in
a final profit less than the target profit or even a net loss. Thus, within the
price ceiling, the formula provides for the Government and the contractor
to share the responsibility for costs greater or less than those originally esti-
mated as determined by a comparison of negotiated final cost with target
cost.

In the fixed-price incentive contract with successive targets, there is negotiated
at the outset an initial target cost, an initial target profit, a price ceiling, a
formula for fixing the firm target profit, and a production point at which the
formula will be applied. Generally, the production point will be prior to delivery
or shortly after completion of the first item. This formula does not apply for
the life of the contract but simply is used to fix the firm target profit for the
contract. When the production point for applying the formula is reached, the
firm target cost is then negotiated, consideration being given to experienced
cost and other pertinent factors, and the firm target profit is automatically de-
termined in accordance with the formula. At this point two alternatives are
possible. First, a firm fixed price may be negotiated using as a guide the firm
target cost plus the firm target profit. Secondly, if a firm fixed price is deter-
mined to be inappropriate, a formula for establishing the final profit and price
may be negotiated using the firm target profit and the firm target cost. As in
the firm target type referred in the preceding paragraph, the final cost is negoti-
ated at the completion of the contract and the final contract price is then estab-
lished in accordance with the formula for establishing final profit and price.

The cost-plus-incentive-fee contract is a cost-reimbursement-type contract
with provision for a fee which is adjusted by formula in accordance with the
relationship which total cost bears to target cost. Under this type of contract,
there is negotiated initially a target cost, a target fee, a minimum and maximum
fee, and a fee adjustment formula. After performance of the contract, the fee
payable to the contractor is determined in accordance with the formula which
provides, within limits, for increases in fee above target fee when total allowable
costs are less than target cost, and decreases in the fee below target fee when
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total allowable cost exceeds target cost. The cost-plus-incentive-fee contract is
considered suitable for use primarily for development and test when a cost re-
imbursement type of contract is found necessary and when a target and a fee
adjustment formula can be negotiated which are likely to provide the contractor
with a positive profit incentive for effective management.

There are no prescribed formulas for these incentive-type contracts except
that ASPR states that in the case of cost-reimbursement-type contracts involving
a fee, the maximum fee shall not exceed the statutory limitations stated in 10
U.S.C. 2306(d). In regard to fixed-price incentive contracts, the objective is
that the formulas should reflect the risks involved in contract performance in
order to provide an incentive consistent with the circumstances. Additionally,
it should be understood that profit incentives might be applied to performance as
well as to costs. A contract with a performance incentive is one which incorpo-
rates an incentive to the contractor to surpass stated performance targets by
providing for increases in a fee or profit to the extent that such targets are sur-
passed and for decreases to the extent that such targets are not met. The term
“performance” as used in this context refers not only to the performance of the
article being procured but to the performance of the contractor as well. Such
multiple incentives are frequently used in large development contracts. The
formulas on cost incentives generally employed vary from a share of 85/15 to
75/25. In a typical formula of 80/20, for example, 80 percent of the savings
would accrue to the Government and 20 percent to the contractor.

The following table shows total procurement dollars in millions for fiscal year
1964 and the percentage of this figure represented by various types of contracts.

Retroactive
Total Defense Department | Total pro- | Firm fixed | Fixed price} Cost plus | Prospective| price re-
and period curement price incentive | incentive | price rede- | determina-
(millions) fee termination| tion after
completion

Percent Percent Percent Percent Percent
Fiscal year 1964 (July 1963- $25,327.5 46.3 18.5 14.1 1.8 0.1

June 1964).

RENEGOTIATION ACT

Representative Courtis. As you may know from my past interro-
gation, T am deeply disturbed with the Renegotiation Act remaining
during periods when we should be able to procure in an orderly
fashion. I have always argued that the process of renegotiating is
necessary when you are dealing with a new weapon or new building;
no one knows the cost but the people who are best able to do the renego-
tiating are those engaged in carrying out the contract.

Therefore, I was hoping to see a continued development of elimina-
tion of the cost-redetermination clause—I call them renegotiation
clauses—in the contracts, themselves.

Secretary McNamara, We are trying to move, both in the formally
advertised and in the other fixed-price forms of contracts, to con-
tracts which provide proper incentive for high performance and to
set a standard of high performance in advance and then when the
performance is met to allow the profit to follow.

This results in elimination of cost-redetermination clauses. It may
alsoresult in errors. I realize that.

Representative Corris. I am willing to go along with the incentive
idea. But I worry that we are somewhat at variance with a strict
interpretation of the Renegotiation Act. I, personally, would like
f)o see us eliminate it and get on what I would regard to be a proper

ase.
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. TRANSFER OF CIVILIAN ITEMS TO GSA

Now, I would still like to know how much we are doing to bring
over into the General Services Administration, items that are of com-
mon use, items it is not necessary for the military to procure.

Secretary McNamara. I strongly support that. I think we buy
about 300,000 items from GSA. We purchase only as an incidental
function to our primary function of military operation. Anything I
can get anybody else to buy for me, which is not essential for me to
buy, I want to do so. The General Services Administration is now
buying for us over $970 million worth of items. We will be very
happy to transfer anything else to them that is in our mutual interest.

Representative Curtis. Another area is this business of out-of-house
procuring instead of in-house performance, the subject of well-known
Hoover Commission recommendations. I would like, if we could, to
get a report on how we are doing in this area, too. We should be
getting out of the laundry business and barbering; there are a thou-
sand and one different fields in which the military used to operate.
I think they are not completely out of them now.

(The Department of Defense subsequently supplied the following
information :)

STATUS OF THE IN-HOUSE PERFORMANCE OF COMMERCIAL-INDUSTRIAL ACTIVITIES BY
THE DEPARTMENT OF DEFENSE

The number and type of commerical or industrial type activities conducted
within the Department of Defense are closely controlled. DOD Directive
4100.15 and DOD Instruction 4100.33 implement the DOD policy that no com-
mercial or industrial function will be started or continued in operation under
military control unless necessitated by a clear determination of national security
personnel training requirements, excessive costs, commercial unavailability or
other compelling reasons.

To assure compliance with this policy, current DOD instructions specify that
no new commercial or industrial activity may be started without the specific
written approval of the Assistant Secretary of Defense (Installations and Logis-
tiecs). Further, all military departments and defense agencies are required to
make periodic reviews of all commercial or industrial acitivities now being
conducted under their control to assure that only those which conform to estab-
lished DOD policies are continued in operation.

It is required that these reviews be impartial and searching, with the primary
objective of discontinuing activities which do not conform to established criteria.
Included in this review procedure is the responsibility to consolidate, wherever
possible, commercial or industrial activities that must be continued under mili-
tary control, and to operate these activities efficiently and economically.

As an indication of the results achieved under this program, continuous re-
ductions have been made in the number of Government-owned industrial plants
under military control during the past 4 years. These reductions in the number
of Government-owned contractor-cperated defense plants now total 63, and their
release makes available a substantial amount of production capacity for use by
private enterprise.

In addition to the release of these 63 plants, the Department of Defense has
terminated Government manufacturing operations in the Naval Ordnance Plant at
York, Pa., and is proceeding with announced closure plans for the Watertown
Arsenal, Mass.; the Springfield Arsenal, N.Y.; the Naval Ordnance Plant, Macon,
Ga.; and the naval shipyards at New York and Portsmouth. Termination of
operations at these large production facilities is a major Government withdrawal
from commercial-industrial functions, and represents a continuation in the De-
partment of Defense policy of obtaining the maximum practicable amount of its
required products or services from private enterprise through ordinary business
channels.

DOD efforts toward obtaining further reduction of military controlled com-
mercial-industrial activities is continuing, and a new program is now underway
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1o develop improved guidelines for use in reaching better cost/effectiveness
decisions on whether various base support type functions should be performed
in-house or by contract. It is anticipated that this new program will aid DOD
in achieving more precisely its objective of performing in-house only those func-
tions which are essential to military readiness, and procuring all other goods
or services by the method which involves the lowest overall cost to the Govern-
ment.

Representative Curris. 1 should not even mention commissaries at
this point because there has been a lot of controversy on the subject.
But 1t is useful to illustrate the kind of things that the committee is
interested in. That is only one item.

Secretary McNamara. On the commissaries, I differentiate that
from all other items in the category because we consider that a fringe
benefit and take that into consideration on the basic pay scales.

Representative CorTis. On this item, I would much prefer to have
us give compensation rather than the kind of fringe benefits that
interfere——

Secretary MoNamara. I don’t disagree with you on that. But, as
long as we are counting the commissary privileges as a fringe benefit,
we must either maintain the commissaries or give a cash amount equiv-
alent to that benefit. I would also prefer the cash payment.

I think we must seriously consider simplifying the system, getting
rid of a lot of these things, giving cash equivalent so that we know
what the cost is.

Representative Curris. That is what I would like to see. Keep us
in the commissary area where you have to because there are not facil-
ities available.

Secretary McNamara. And then price accordingly.

Representative Grirrrras. Neither of us was up here when it was
announced that the Secretary has to go to the White House. So, could
you both submit written questions?

- Representative Curtts. Let me do that. I do have a number of
other things, but I will reduce these to writing and this will serve
the purpose.

(See appendix, p. 331, for additional questions and answers involv-
ing DOD, BOB, and GSA.)

gecreta.ry McNamara, Mr. Jordan has not had an opportunity.
I will be happy to stay long enough to answer his questions.

Senator JorpaN. Mr. Secretary, I appreciate the thoroughness of
the progress report. .

In the interest of the commitment you have, I will defer any ques-
tions I have and present them in writing, if that is agreeable, because
I know your commitment is all-important.

It is a very fine progress report. I am particularly impressed by the
fact that we are now able to use $39 billion of supplies supporting
$81.5 billion end items as against $42 billion supporting $68 billion in
1960 which, I think, is highly commendable.

Secretary McNamara. Thank you very much, sir.

I am very grateful to the committee for its courtesy and past help-
ful advice.

Representative Grrrrrras. Thank you, Mr. Secretary.

Our next witness is the Honorable Paul R. Ignatius, Asistant Sec-
retary of Defense, accompanied by Mr. Paul H. Riley, Deputy for Sup-
ply and Services; John M. Malloy, Deputy for Procurement; and
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Brig. Gen. A. T. Stanwix-Hay, Director of the Office of Technical
Data and Standardization Policy.

We are pleased to welcome you, Mr. Secretary. We are aware that
you have a difficult problem. You have our sympathy.

You may proceed as you wish.

STATEMENT OF HON. PAUL R. IGNATIUS, ASSISTANT SECRETARY
OF DEFENSE; ACCOMPANIED BY PAUL H. RILEY, DEPUTY FOR
SUPPLY AND SERVICES; JOHN M. MALLOY, DEPUTY FOR PRO-
CUREMENT; AND BRIG. GEN. A. T. STANWIX-HAY, DIRECTOR OF
THE OFFICE OF TECHNICAL DATA AND STANDARDIZATION
POLICY

Mr. IeNarrus. Thank you.

I appreciate the opportunity to appear before you today to report
on progress we have made in areas of particular interest to this
committee.

At the outset, I would like to acknowledge the contributions of my
predecessor, Thomas D. Morris, who served as Assistant Secretary of
Defense (Installations and Logistics) until December of last year. I
had enormous admiration for Mr. Morris and I think he was held in
high repute by members of this committee.

Senator Doueras. We found him to be a devoted public servant and
very efficient. I hope he is getting a little rest because he worked him-
self almost to death.

Mr. Iexatrus. With me today are Mr. Paul H. Riley, my Deputy for
Supply and Services, Mr. John M. Malloy, just recently appointed as
Deputy for Procurement, and Brig. Gen. A. T. Stanwix-Hay, Director
of the Office of Technical Data and Standardization Policy.

In accordance with your instructions to me (see p. 1), I have in
general confined my statement to an extension of comments already
forwarded to the committee on the recommendations contained in your
report issued after last year’s hearings (see p. 68). Admiral Lyle
will also address certain of these recommendations in his statement.
(See p. 75.)

GOVERNMENT-FURNISHED EQUIPMENT

During the past year, there has been increased interest in our policies
and procedures concerning Government-furnished equipment—GFE,
versus contractor-furnished equipment—CETF, in the procurement of
major end items.

The General Accounting Office, as you know, has issued several re-
ports on the subject, recommending, in substance, that project man-
agers be directed to review each major component of their weapon
systems to determine the feasibility of furnishing it as GFE.

While the committee in its report last year made nc specific recom-
mendation as to whether items should be procured by the Government
or contractors, 1t did stress the importance of assuring that available
Government supplies and resources be utilized before either the Gov-
ernment or the contractor made new purchases.

As the committee knows, the military departments have tradition-
ally furnished quantities of material, components, and equipments to
prime contractors for incorporation into end items. For example,
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Government-furnished material represents about 35 percent of the
total purchase price of Navy ships. With respect to alrcraft, the
Navy 1s furnishing over 35 percent of the dollar value of the equip-
ment being installed in the F—4, a large portion of which is repre-
sented by the engines.

The Army furnishes large amounts of Government-procured mate-
rial to prime contractors; for example, approximately 40 percent of
the M—60 tank is furnished as GFE to the Chrysler Corp., the prime
contractor.

The Air Force advises me that many of its systems contain a sub-
stantial percentage of GFE. For example, the C-141 is 36 percent
GFE and the T-38 is 33 percent GFE.

The military departments have recognized the desirability of fur-
nishing selected materials and equipments to prime contractors where
substantial benefits, such as cost reduction or standardization, can be
obtained. ‘

The Department of Defense has been emphasizing for the past 4
years the importance of incentives for contractors to improve per-
formance in all areas including cost, quality, reliability, and com-
pliance with delivery schedules.  Accordingly, we must be careful, in
formulating a policy on breakout, not to diminish the effect of the
incentives or the responsibility of the contractor for delivering the
required item in timely fashion. In addition, we must avoid a situa-
tion where the prime contractor may lose interest in improving the
reliability or reducing the cost of importance components.

A reduction in the contractor’s control over the manufacture of his
product runs counter to a philosophy of increased contractor respon-
sibility.

A proposed addition to the armed services procurement regulations
has been drafted to expand upon the policy relating to the furnishing
of Government, material to production contractors. The draft of the
armed services procurement regulations coverage has had preliminary
coordination with industry and is being reviewed within the military
departments.

At this point, we have tentatively concluded that breakout should
be encouraged wherever substantial net overall cost reductions are
clearly attainable wihout significant increased risks. The problem
we face in developing this policy is one of proper balance. We are,
of course, dedicated to reducing costs at every opportunity.

Iowever, there must be real cost savings and in connection with our
breakout program any sudden and precipitous acceleration would
inevitably create administrative and technical problems of substantial
magnitude. Some of the factors that affect a breakout policy are:

The criticality of the item to safety or military effectiveness;
The stability of design;
b il‘he effect on the prime contractor’s performance responsi-
ity ;
The effect on production schedules;
The extra administrative costs to the Government.

In summary, we are hopeful that we can develop a policy on break-
out that will protect the Government’s interest, be reasonable and
equitable with respect to our prime contractors, and be consistent with
our needs for timely delivery of reliable weapons systems.
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HIGH DOLLAR SPARE PARTS BREAKOUT PROGRAM

While we are continuing to work on an overall Department of De-
fense policy on breakout related to major end items, we have already
established a procedure for breaking out replenishment spares for-
procurement, either from the original supplier or on a competitive
basis.

In 1961, we began developing procedures for improving ‘the com-
etitive procurement of replenishment spares and repair parts. We
ave reports on about $1.8 billion of spares and repair parts purchased

in all commodity areas during the period fiscal year 1962 through
fiscal year 1964. In the last fiscal year, $966 million in procurement
were reported, of which 42 percent were purchased on a price com-
petitive basis. On an overall basis, we have achieved an increase of
approximately 50 percent in the dollar value of competitive procure-
ment for replenishment spares and repair parts during the fiscal year-
1962-64 period. '

INCREASED USE OF FORMAL ADVERTISING

We are pleased to report to the committee that our insistence on in--
creased price competition has resulted in an increase of $1.2 billion
in formally advertised procurements from fiscal year 1961 to fiscal
year 1961. The following chart illustrates the growth in price com-
petition and the attendant growth in formally advertised procure-
ments:

PRICE: COMPETITION
A% :BTLLLONS)

NEGOTIATED: ,

_ FORMAL
ADVERTISING.

FY 1961, FY 1962 TFY1963 0 FY: 1964,

We believe that this increase in formal advertising is attributable,.
in the main, to two contracting techniques:

Two-step formal advertising: This method of procurement is de-
signed to expand the use and obtain the benefits of formal advertising-
where available specifications preclude the use of conventional formal
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advertising. Tt is especially useful in procurements requiring tech-
nical proposals for the production of complex items.

Under the first step, unpriced technical proposals are reviewed in
order to screen out those proposals which are technically unsuitable.

The second step is conducted on the basis of normal advertising pro-
cedures, with public opening of bids and award to the lowest respon-
sive, responsible bidder. During fiscal year 1964, $415 million was
obligated under this procedure. We expect to make greater use of
this technique in the future.

Multiyear procurements: While this technique is not confined to
formal advertising, in actual practice we have found that it lends itself
particularly well to the two-step advertising procedure. Multiyear
procurement permits us to buy items for a period of 2 or more years in
situations where requirements are comparatively firm. While the con-
tract covers the multiyear quantity, funds are obligated for only the
first year portion.

Under this procedure, we made contracts totaling over $680 million
in fiscal year 1964 by means of formal advertising. The results have
been beneficial both to industry and the Government. Industry gains
as a result of continuity of production. The Government realizes
the saving that this continuity of effort makes possible.

The Government also benefits as a result of the increased standardi-
zation that the multiyear technique provides, as well as from the sav-
ings achieved as a result of not having to reprocure the item each year.

A study has just been completed on 42 multiyear contracts awarded
since fiscal year 1962. This study reveals that average savings at-
tributable to multiyear procurement amounts to about 10 percent. We
have proposed legislation this year that would enable us to extend this
procurement technique to confracts financed by O. & M. funds.

PROCUREMENT MANAGEMENT REVIEW

Our procurement management review program is now in its third
year of operation. Under this program, periodic reviews are con-
ducted of all major procurement organizations in order to determine
how efficiently procurement is being carried on, to suggest possible
areas of improvement, and to assure that our policies are understood
in the field.

Activities which together account for 75 percent of our precure-
ment dollars are each reviewed at least once every 2 years. In addi-
tion, the program permits us to make quick reviews to determine
whether new policies are having the desired effect. We are extending
these reviews to our oversea theaters and there is presently underway
a joint Army, Navy, and Air Force procurement review in the Euro-
pean theater. Preparations are also being made for a review of pro-
curement operations in the Far East in the next fiscal year.

DEPARTMENT OF DEFENSE RELATIONSHIPS WITH SUBCONTRACTORS

Relative to the expressed interest of this committee in the Depart-
ment’s relationship with subcontractors, our basic policy has been,
and is today, to look to our prime contractors to properly manage their
subcontracting programs in accordance with armed services procure-
ment regulations requirements and sound business practice. We do
not attempt to interpose ourselves between prime and subcontractors.
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Our major procurement objectives of awarding higher risk contracts
(fixed price and incentive) and conversely minimizing the use of cost-
plus-fixed-fee contracts, coupled with our emphasis on competitive
procurement and our success in achieving our objectives in the past
few years, only strengthens our conviction in the soundness of this
approach.

In this respect it may be noted that Department of Defense fixed-
price contracts increased from 31.5 percent of our procurement dollars
in fiscal year 1961 to 50.3 percent in the first 7 months of fiscal year
1965. If, in this current year, we add firm fixed-price contracts with
escalation (5 percent) and fixed-price incentive arrangements (16.3
percent), our total fixed-price contracts constitute more than 71 per-
cent of our total procurement program. Hence, in this high-risk
procurement environment, we believe it is sound procurement policy
to hold the prime contractor accountable for performing the work,
including the selection of subcontractors and vendors, and the letting
and pricing of subcontracts.

DEPARTMENT OF DEFENSE TECHNICAL DATA MANAGEMENT

Technical data and specifications. This committee has noted that
we must have adequate data and specifications in order to increase
competitive procurement. There are many facets to the technical
data problem, and I wish at this point to describe the approach we are
taking.

Adequate data are of critical importance to the Department of
Defense for three basic reasons: First, experience has proven that we
cannot support effective military operations in the absence of reliable
and accurate data; second, the expenditure for all categories of data
by the Department of Defense represents a very large sum of money,
estimated to be $1.5 to $2.6 billion per year; and, third, reliable, ac-
curate data are essential to obtaining sound competition.

Substantial progress has been made to improve overall control of
technical data at the Department of Defense level during the last year.
Secretary McNamara has already mentioned the establishment of the
Office of Technical Data and Standardization Policy in order to
achieve a single focal point within the OSD for the coordination,
integration, and policy management of the total Department of De-
fense program. In addition, we have:

1. Issued a Department of Defense policy directive governing
the determination of data requirements and the procurement of
technical data and standardization from exploratory development
through production, distribution, use, maintenance, and disposal
of military items,

2. Reviewed specifications over 10 years old and as a result
canceled 50 percent of those reviewed.

3. Established a Department of Defensewide data managers’
training program.

4. Revised and issued Engineering Drawing Specification
(MIL-D-70327), to include drawing acquisition.

5. Initiated a Department of Defensewide pilot test program to
determine the utility for rapid retrieval by Government and con-
tractor engineers of technical information on components.



ECONOMIC IMPACT OF FEDERAL PROCUREMENT 53

6. Established other priority projects to bring into sharper
focus problems related to technical manuals, data cost and storage
and retrieval systems.

We have greatly facilitated and improved the working relationships
between the research and development and logistics sides of our house
through the Technical Data and Standardization Policy Council,
which was established a year ago and which is chaired jointly by Dr.
Fubini, Deputy Director of Research and Engineering, and me.

One of the most important and also most elusive problems before
the Council which our staffs are actively studying is how to utilize
development data in the procurement process. While we cannot re-
port any specific improvements at this time, we have greatly increased
our understanding of the processes involved and are working on a
plan we hope to discuss with industry in the near future.

As data management visibility increasecs, cost reductions are antic-
ipated. It is not our policy, however, to achieve cost reductions at
the expense of quality. Interestingly enough, our experience to date
indicates that when valid cost reductions can be achieved in data
management, quality of data tends to increase. During the next year,
T feel our effectiveness in managing data will increase still further.

AVOIDING UNNECESSARY PROCUREMENT

Our effort to avoid unnecessary procurement has four main ap-
proaches: First, we are refining our requirements calculations in order
to avoid purchases beyond our needs.

Second, in selected instances, we are delaying the initial provision-
ing of reparable components and spare parts until sufficient experience
has been gained through the use of the end item to enable us to deter-
mine more accurately the items and quantities we need.

Third, we are screening items which are designated as “new items” to
assure ourselves that they are, in fact, new and not already in our
inventory.

Fourth, we are intensifying and improving our procedures for trans-
fering excess materiel among the military services, thus avoiding
new procurement.

Refining requirements calculations for secondary items: Secondary
items, that is, repair parts, component assemblies and minor items, com-
prise the bulk of the 8.9 million items in the military supply system.
The inventory of these secondary items is valued at a little over $17 bil-
lion, and annual procurement amounts to over $2 billion.

We have reduced unnecessary procurement by establishing more
realistic safety levels, reducing turn-around time in overhaul facilities,
shortening administrative and procurement leadtimes, and other refine-
ments. These and other actions have enabled us to avoid buying $799
million of secondary items in fiscal year 1966 that would have been
bought were it not for these actions.

Phased provisioning: Phased provisioning involves the deferral of
quantity procurement of selected high-cost items until reliable usage
data ave available to confirm our actual needs. This technique requires
careful planning and coordination with the contractor producing the
major end item.

During this past year, we have exploited this technique on the J79-15
engine, the F-4 aircraft, and the C-141A. aircraft. Imitial spares pro-
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curements on the C-141A prime contract amounting to $13.2 million
were deferred and arrangements have been made with the contractor
to hold buffer stock quantities for 95 high-cost reparable items.

Plans are being made to apply this technique to the F-111 program,
the UH/2A helicopter and the “Gama, Goat,” anew Army vehicle.

Item Entry Control: During fiscal year 1964, about 406,000 item
identifications were added to the Department of Defense portion of the
Federal Catalog File. During the same time period, approximately
398,000 items were deleted.

Although our efforts this past year were more effective than pre-
viously, we recognized that we must take further steps to reduce the
number of new items entering the Department of Defense inventory.
A promising effort was the establishment of the Department of De-
fense Item Entry Control Office as a part of the Defense Supply
Agency.

gI‘hisy Office is responsible for developing techniques and systems to
prevent the entry of items already in the system or for which there is
a satisfactory substitute on hand. We currently have underway a
pilot test of a new item entry control procedure which we are conduct-
Ing at five locations. The test results are now being evaluated and
recommendations will be submitted in the near future.

Utilization of long supply: Over the years, one of our continuing
problems has been how best to achieve optimum utilization of the large
quantities of materiel we hold in long supply. Until recently, the
magnitude of the task of attempting to match, manually, or by con-
ventional cardpunch equipment, the millions of procurement transac-
tions with the stock position of over 8 million items, was almost insur-
mountable. The advent of computers and the rapid expansion of
their cipabilities have now provided us with the means of automating
the task.

The Defense Logistics Services Center, located at Battle Creek,
Mich., in addition to its responsibilities for maintaining the Federal
Catalog and supervising the sale of surplus property, now operates a
central clearinghouse which matches the items we need to buy with
items in long supply. Continuing reports are received from the serv-
ices, identifying 1tems beyond their authorized requirements and re-
tention levels. Simultaneously, the Center receives reports of service
requirements. The two are compared, and when matches occur, the
service which needs to buy an item is notified of available long supply
to meet its need, and transfer of the available assets is arranged. This.
procedure is performed on a large high-speed computer.

In fiscal year 1961, we utilized $956 million of our long supply. In
fiscal year 1964, more than $1.287 billion was utilized, or an increase
of $331 million in our rate of utilization. (See p. 40.)

DEPARTMENT OF DEFENSE STANDARDIZATION PROGRAM

The report issued by this committes in September 1964 urged the-
Secretary of Defense to bring the standardization program under more-
decisive control and to merge the views of research and development,
production, and supply personnel in making final standardization
decisions.

. On June 12, 1964, the Office of Technical Data and Standardiza-
tion was established as a part of my Office. In addition to its respon--
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sibilities for technical data and specifications management which I
mentioned earlier, this Office is the focal point in the Department of
Defense for our standardization program. It works closely with the
Office of Defense Research and Engineering in the assignment and
approval of standardization projects through the Technical Data and
Standardization Policy Council and through a working group which
is composed of representatives who are Deputy Assistant Secretaries
from my Office and O.D.D.R. & E.

The Office of Technical Data and Standardization Policy has as-
signed to its research and engineering personnel who assist in coordi-
nating the standardization activities of the office with O.D.D.R. & E.

Thus, with these new organizational and staff rearrangements, I
believe we have been responsive to the committee’s recommendation
and have reenergized the standardization program. In fiscal year
1964, we reviewed 500,000 items in the standardization program and
eliminated 221,510 of them.

CONTRACT SUPPORT SERVICES

This committee has expressed an interest in our policies and prac-
tices with respect to obtaining support services by contract as opposed
to performing such services in-house. Last September, Secretary
McNamara established a special study group to examine our policies
and practices in the use of contract support services.

The Secretary’s objectives, as outlined in his memorandum which
established this project, are quite specific. First, he wants to make
certain that the Department of Defense is equipped and staffed to
perform efficiently and effectively all of those functions which are
essential to military readiness.

Second, in regard to all other functions, the objective is to select
the arrangement, (that is, performance in-house or by contract) which
will produce the lowest overall cost. Where the use of contract sup-
port services is inconsistent with civil service laws and regulations,
we intend to terminate such use.

The Department of Defense is in complete agreement with the
national policy that the Federal Government should not provide for
itself commercial and industrial products or services which can be
obtained from private industry at lower cost and at no detriment to
military readiness. Our current study, which has just been com-
pleted, recognizes this policy and any actiom we take as a result of
the study will be consistent with it. (See p. 98.)

The scope of our study was very broad. It included 24 support-
type activities such as contract technical services, base telephone ex-
changes, depot level maintenance, laundry and food services, paint-
ing, motorpool operations, and a wide variety of others.

%enator Doucras. Did it include ropemaking, Secretary Ignatius?
Is that sacrosanct, protected by Massachusetts?

Mr. Iexatius. I recall that issue.

Senator Douaras. Do you know whether there is a recommendation
on whether the Government should make rope?

Mr. Iexarros. I don’t recall a specific recommendation on that. I
think that issue got settled after long, long discussion, about the rope
walk in Boston.

At any rate, the report on the study was completed on March 31,1965,
It is now being reviewed by the military departments and by the De-
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fense Industry Advisory Council. Subsequently, it will be forwarded
with appropriate recommendations to the Secretary of Defense.
(See p. 72 and appendix, p. 331.)

MANAGEMENT OF ITEMS BY DSA AND THE MILITARY SERVICES

The committee’s report pointed out a need to restudy the criteria
we use to assign items for management to DSA and the military serv-
ices. In March of 1964, the Director of DSA was requested to under-
take a study of our criteria and identify problems associated with inter-
pretation or application of them and to recommend uniform criteria
which could be simply and consistently applied to all items of supply.

The DSA completed its study in November 1964. We have com-
pleted a field test of new criteria and the Defense Materiel Council
approved them on April 26, 1965.

The military services now manage 912,000 items of the 2,495,000
items in the Federal supply classes assigned to DSA. Weestimate that
application of the new criteria to these 912,000 items will result in the
transfer of over 500,000 additional items to DSA.

Senator Doucras. But the four services will still have control over
weapons; isn’t that true?

Mr. IexarTUs. Yes, sir.

Senator Doueras. And over Ordnance?

Mr. Ievarrus. Yes, sir.

This study was concerned with the Federal supply classes assigned
to DSA and generally speaking, there were no major end items in-
cluded in there, and the ammunition category excluded, also.

To conclude, Mr. Chairman, our overall management improvement
efforts are brought into focus by means of the Department of Defense
cost-reduction program which Secretary McNamara has reviewed with
the committee. The program covers 27 major areas and provides
regularly scheduled reports of progress toward specific goals. The
savings that have been achieved have been of importance to the De-
partment of Defense and, indeed, to the Nation as a whole. Equally
important, they attest to our determination to conduct our affairs
in a responsible and business-like manner.

Mr. Chairman, we deeply appreciate the counsel we have received
from your committee in the past and we solicit your continuing advice
and support. We are prepared now to respond to questions or com-
ments that you or the members of your committee may wish to direct
to our attention.

Senator Doueras. Mrs. Griffiths.

Representative Grirrrras. I have no questions.

Senator Doucras. I take it you are continuing the tradition of
your predecessor, Mr. Ignatius.

Mr. IexaTius. Thank you.

Senator Doucras. I understand that after prolonged negotiations
and after some prodding from this committee that basic agreements
have been reached by DOD, GSA, and others in supply fields such as
(a) medical supplies and equipment; (?) subsistence supplies; (c)
handtools and paint.

g %\(Tiovev, what actual progress has been achieved in each of these three
elds?

Mr. IeNaTrus. As Secretary McNamara said earlier, we have en-
couraged where appropriate, supply to us by the General Services
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Administration. In the area of paint and handtools, the General
Services Administration has assumed responsibility for large numbers
of those items. The dollar value of the amounts transferred, I do
not have, Mr. Chairman. Perhaps Mr. Riley has that.

Mr. Rmey. Mr. Chairman, last year, we transferred $41 million
worth of inventory of paint ‘and handtools to the General Services
Administration.

Senator Doveras. Handtools?

Mr. RiLey. Yes, sir; paint and handtools. (See appendix, p. 379.)

With respect to the other commodities, the Defense Supply Agency
and the General Services Administration have been working jointly
on an agreement whereby the Defense Supply Agency, if economy can
be achieved, will assume responsibility for managing subsistence, cloth-
ing, and electronics.

Senator Doucras. Now, we have here items formerly stocked by the
military some of which spoiled because an excessive quantity had been
accumulated. I am going to pass them down. I will ask Mr. Gewehr
to pass these around.

Some are mere samples of stuff that have gone to waste in the past
through excessive stocking. Time has done its work. The taxpayers
pay thebill.

Here is some ink ribbon, a dry battery, some film.

As the Secretary said, in a huge program it is inevitable that
there should be some miscarriages. I am not bringing this forward
as any indication of personal sin at all. I am bringing it forward
as an indication that some centralization of supply was necessary.
I thought we had reached an agreement on handtools and paints,
subsistence supplies, medical supplies, and so forth.

What I would really like to know is what actual progress has
been achieved in these fields?

Mr, IenaTius. May I respond, Mr. Chairman ¢

Senator Doteras. Yes.

Mr. Ienamius. First, you called to our attention an important mat-
ter. There has been some spoilage and wastage in the short shelf life
items. Your report issued mn September last year called this particu-
larly to our attention and recommended that we establish a joint
Department of Defense-General Services Administration project to
try to deal with the problem. This we initiated shortly after the is-
suance of your report. It was jointly conducted by the Defense Sup-
ply Agency and the General Services Administration. The report
has been completed and it is now being circulated among the mili-
tary services for review.

The report attempts to establish procedures by which we can know
what the shelf life of the item is, to know assets on hand, and to call
the attention of inventory managers to the importance of the remain-
ing life in the item so that we can in fact issue them before spoilage
ocenrs.

Senator Doveras. These items were stored and forgotten about ?

Mr. IoxaTius. Yes, sir.

Senator Doveras. And time did its work.

Mr. Iexarius. T think we need to improve our control here. The
intent of this study that has been completed is to provide procedures
that will do that.
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Senator Doucras. Now, Mr. Ignatius, I have a suspicion that the
loss on paint, for example, would never have been brought to light but
for the transfer of stock to the General Services Administration.

Mr. Ienamius. That may have been the case. There was as I re-
call the figure, about 4 percent of the value of the paint stocks trans-
ferred that had spoiled. Paint certainly is an item that has a short
shelf life and one that we ought to give close attention to.

Mr. Rizey. Mr. Chairman, may I add to that, please?

Senator Doucras. Yes.

Mr. Rieey. When the Defense Supply Agency took over the man-
agement of paint for the Defense Department, it recognized this was
a problem; they recognized some of the paint items that had been
turned over to them in stock were overage. They began working im-
mediately on issuing the old items first and declaring excess those
items that were overaged.

I think Admiral Lyle will touch a bit more on what the Defense
Supply Agency did in respect to this particular problem. They had
already begun to work on it and issue the old age items first and declare
as excess the items that had already been spoiled. (See p. 98.)

Senator Doteras. Thank you, Mr. Riley.

Now we can see the situation which has developed in paint.

Are you sure that the same situation does not exist with photographie
supplies, still retained by the military and not turned over to the DSA ?

The similarity of initials between GSA and DSA confuses people.

We were successful in having an agreement reached on paint, as
well as hand tools, to be turned over the General Services Admin-
istration, GSA.

Now, what I am asking about: Are you certain that this same situ-
ation does not occur in the case of photographic supplies ?

Mr. Rivey. Mr. Chairman, I feel reasonably sure that we have made
a number of improvements in controlling our photographic stocks in
recent years. I think the Cuban situation highlighted our position on
that. We have strengthened our procedure and I think our photo-
graphic supplies are in good shape.!

Senator Dougras. I will get our sleuths to go into that.

Mr. Riwey. We would appreciate knowing any problems.

Senalt;)r Doueras. How do you feel about tires, rubber goods in
general ?

Mr. Rmey. I would like to say it is my belief that the manage-
ment of our automotive tires, since it is under single management, the
Tank Automotive Center in Detroit, is in good hands and I believe our
tl%‘e. inventory is watched carefully and we have little or no spoilage
of tires.

Senator Doteras. We will do some additional sleuthing on that.

Mrs. Griffiths, will you accept that assignment ?

Representative GrirrrTas. I certainly will.

Senator Doueras. What about medical supplies? We passed out
some chemicals there that had deteriorated.

Mr. Iexatrus. I think that there is a general problem in the several
commodity areas that you have called to our attention both this morn-
ing and in the report last year.

As I say, it is our aim through the effort that we have made since
last September in studying this problem, to try to devise procedures

1 See staff report, 1965, p. 224, for GAO study of short shelf-life items.
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that will identify the remaining life and call attention to inventory
managers to the need to issue in order to avoid loss through spoilage.
I don’t suppose vou can ever eliminate this completely.

But there is no doubt that we can do better and what is needed, it
seems to me, is good procedures that identify the stocks that you have
on hand with respect to their age.

Admiral Lyle, working with the General Services Administration,
has come up with procedures that we are now reviewing.

Senator Douearas. I want to congratulate you on the open-minded
way in which you approach this problem and your attitude as a wel-
come contrast with the experiences that I have had in years prior to
1961 when every suggestion that I made about improving the supply
functions was greeted with stubborn opposition and denial that any
problem existed.

I remember once when I produced evidence on the floor of the Senate
indicating grossly excessive prices paid for common-use items of 10,
15, 20 times, the Defense Department brought over approximately 15
officers to my room and they faced me with a phalanx of a command.
I could only conclude it was an effort to overawe me with the weight of
military authority.

I want to say that this attitude which the Department now adopts is
a welcome contrast to this. These facts are not intended to embarrass
you but to suggest ways in which we can work together in the future
1n a very creative fashion as I think we have been able to do in the last
4 vears.

Mr. Iexarrcs. We so regard it in that manner, Mr. Chairman.

Senator Doucras. What about foodstuffs? This is a difficult
problem.

Mr. IevaTivs. In terms of spoilage?

Senator Doucras. Yes.

Mr. Ienatrus. I don’t have any specific comments with respect to
food other than the general comments I have made on the problem of
shelf life.

Mr. RiLey. Senator Douglas, our principal problem in foodstuffs is
combat rations. We have a problem of rotating those from time to
time and we do watch them carefully and do rotate them by force feed-
ing during maneuvers and at other times. The perishables are not a
problem because we buy them on sight and ship and consume them
immediately. As far as I know, we are in good shape on our non-
perishable foods.

CONSOLIDATION OF HOSPITALS

Senator Doucras. What progress have you made in consolidating
hospitals? You have Air Force, Navy, and Army hospitals?

Mr. Ievatros. Yes, sir; we do.

Senator Doveras. Do you not sometimes have them in the same area,
with idle beds, large percentages of idle beds in one?

Mr. Iexartos. We have not consolidated hospitals. There are
Army, Navy, and Air Force hospitals. However, we do have cross-
servicing in a given area. A Navy hospital, for example, may attend
to the needs of the Armv veople in an area.

Senator Doveras. Isthat ever done?

Mr. IonaTrus. Yes, sir.

For example, in Illinois, I believe the Navy hospital at Great Lakes
tends to the needs of the Army personnel, I believe at Fort Sheridan,
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as an example. And this is done in other areas. There are, as you
say,in a given area, maybe both Navy and Air Force hospitals or of the
three services if they are located in a given area.

Senator Doucras. What headway have you been able to make on
chaplains—Army, Air Force, Navy, and Marine chaplains? Do the
doctrines of Christianity differ from service to service?

Mr. Iexarros. No, sir. There has been no consolidation of the
chaplains corps. Many of the uniform people feel very keenly that
having a chaplain of the same service on the line with them if it is in
the Army or Marines, or aboard ship with them if it is in the Navy, is
meaningful. There have been no efforts that I am aware of to form
a single corps of chaplains.

RECORDING SUPPLY ITEMS

Senator DoucLas. I was much interested in your statement that
when you recode supply items you will transfer the management of
500,000 to the Defense Supply Agency.

Did the buzz saw cut very deeply when you did that?

Mr. Ienarrus. This was a fairly hard thing to do. We had a pre-
liminary study last November and a great deal of disagreement. I
would say the buzz saw was cutting a little deeply last November.

We then established a joint Department of Defense-service group to

o into this again. T think they did an excellent job, Mr. Chairman.
%ne of the things that surprised me when we went over the study in
the last few weeks was the degree of agreement we got from the
services in what is admittedly a controversial area.

Yesterday the Defense Materiel Council met on this matter. As I
indicated in my statement, more than half of the 912,000 items re-
tained by the services will go to the Defense Supply Agency.

I have felt that this particular study was a good indication of the
ability of the individual services and OSD and DSA to work co-
operatively in an area that is bound to be controversial.

Senator Doucras. I want to congratulate you. I hope you don’t
wake up some morning with a knife planted between your shoulder
blades and penetrating the innermost recesses of your body. I hope
your sleuths will keep watch over that. Mrs. Griffiths?

CHEF’S HATS

Representative Grirrrras. There is a picture here that was carried
in the Washington Post, Sunday, of the Belvoir cook with his new hat,
a tall hat. Isn’t this the most expensive hat in the art of the cuisine?

Mr. Ienarrus. I would like Admiral Lyle to respond to that when he
testifies since that is a DSA item.* Clearly, that looks to be a more ex-
pensive hat than the other ones. It may be a matter of cleanliness or.
more likely, prestige for the chefs and perhaps that is the explanation
}flor it. It is a characteristic, I believe, for chefs, this particular high

at..

Senator DoucLas. I am afraid I shall have to close on a slightly
more solemn note, Mr. Ignatius.

1The explanation follows: ‘“High chef hats shown in the photograph appearing in the
Washington Post on April 24 are being tested experimentally only at Fort Belvoir by
kitchen personnel. They have not been officlally sanctioned by Army although Army has
interposed no objection up to the present time. If accepted they will be worn by 1st cook
only and serve as a morale booster and indicator of rank.”
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ALLOCATION OF R. & D. ¥UNDS

I want to commend you and your associates for the fine work you are
doing. It has been a privilege to work with you and do one’s best to
help.

But, I do have a complaint. I hope you will not regard me as a
shameless pork-barrel operator if I mention it. That ison the distribu-
tion of research and development contracts and money. On pages 25
and 26 of our staff report of April 1965, the figures are given on the
distribution of research and development funds, a total of approxi-
mately $5,800 million for fiscal 1964. These are classified by States.
'We have computed the percentages of the total.

I would now like to read these off : California, 41.4 percent; Massa-
chusetts, 7.1 percent; New York, 6.8 percent ; New Jersey, 5.4 percent;
Florida, 4.5 percent; Texas, 4.5 percent ; Colorado, 8.9 percent; Mary-
land, 3.8 percent; Pennsylvania, 3.4 percent ; Washington, 3.2 percent;
Connecticut, 2.1 percent; Ohio, 1.5 percent ; Michigan, 1.5 percent ; In-
diana, 1 percent ; Minnesota, 1 percent; Missouri 1 percent; Virginia,
1 percent ; and North Carolina, 1 percent.

These 18 total 93 percent of all the contracts. The remaining 32
States and the District of Columbia have 7 percent of the contracts.
My own State of Illinois has eight-tenths of 1 percent.

Now, I have loyally supported you fellows; in fact, I have stim-
ulated some of your action. But, here we have a situation in which
California gets four-tenths; if you take these Eastern States, Mas-
sachusetts, New York, New Jersey, they have approximately 20 per-
cent between them. If you add in Maryland, Connecticut, Penn-
sylvania, Virginia, it goes up to around 30 percent.

Now, let me say this: Illinois has always been regarded as having
some of the best universities in the country. My own university, the
University of Chicago, is generally rated as one of the first 10 uni-
versities of the country; the University of Illinois and Northwestern
University are truly great universities. In my university, we had at
one time more Nobel Prize winners than any university in the world
except from Cambridge in England. Now, somehow, the squeaking
wheel gets the grease and the patient truck horse gets left. There we
are.

Now, this is not merely true of Illinois; it is true of the whole Mid-
dle West. The University of Michigan 1s one of the great universi-
ties of the Nation. Indiana has two very fine schools, the University
of Indiana and Purdue, and also Minnesota. The Midwest gets left.
But, in terms of producing scientists, in producing doctors of phil-
osophy, the middle western universities produce more doctors of phil-
osophy than any other section of the country, but they can’t stay in
the Middle West because the work moves elsewhere.

I once talked to a scientist about the placement of one of these con-
tracts. I said, “What are you trying to do? Are you trying to make
the Midwest a cultural wasteland %y concentrating intellectual ex-
cellence on the two coasts?” Not at all shamefacedly, but rather
brazenly, he stated that was precisely his purpose.

Now, we have been patient, Mr. Ignatius, but our patience does not
seem to have Paid off. Now voices are being raised in the Midwest,
we had better “raise a little hell.”

Representative Grirrrras. The Midwest won World War II.
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Senator Doucras. So far as supplies are concerned. Of course,
they will argue that that was in the period of tanks and cannon. They
will argue that this is the period of missiles.

Mr. Iewarrus. Let me say we certainly are anxious in our procure-
ment program, whether it be for research and development or pro-
duction, to have the widest possible participation.

Senator Doucras. Somehow, it does not happen, though.

Mr. IgNatrus. No, sir; the concentration, particularly in California,
as you have noted, and also in certain other States, is quite heavy.
The universities often have been a major factor. MIT has been &
major factor in Massachusetts, and in California I would think Stan-
ford University is largely or significantly responsible for the concen-
tration in the Palo Alto area. Cal Tech in the Los Angeles area was
instrumental in some of the growth in the rocket propulsion field.

My impression, sir, is that there is an increasing interest on the part
of some of the universities in the Middle West to participate in pro-
grams of this kind. T believe Indiana and Purdue, which you men-
tioned, are among them.

Senator Doucras. When the kissing takes place, they are never
under the mistletoe.

Representative Grirrrras. One of the problems in all procurement
is that you buy from the people you know so that if you start to buy
from one group, then the moment you have a new procurement, you
remember, “Oh, they are well set up”; so you proceed on that.

Mr. Ionarrus. With respect to procurement supplies, our effort, as
Secretary McNamara.

Representative Grirriras. You deal with people you have dealt
with. You don’t really go out into a new field. You don’t try to
find out. First of all, you are human and it takes too much time.

R. & D. AWARDS MADE ON BASIS OF PERSONNEL QUALITY

Mr. Ienatrus. We award R. & D. work on the basis of the quality
of the effort proposed and the quality of the people proposed to do the
effort and not on the basis of the price, as you know.

In supply, I think that where we are increasing significantly the
amount of our procurement awarded on the basis of price competition,
I don’t think we have this problem because the lowest, responsive, re-
sponsible bidder is the one that receives the award.

In the field of awarding R. & D., clearly one has to make a judgment
here in the evaluating of the proposals received in terms of their tech-
nical merit and an award is made on that basis.

Representative Grirrrras. It is rarely the lowest bidder—not rarely,
but there are too many exceptions to the fact that the lowest bidder
receives the production work. You get out on the responsible bidder.
That is also true on R. & D. The moment you say you will place it
where quality is, who determines what the quality is?

The Senator pointed out that the universities in the Midwest are
producing the most doctors of philosophy. They are doing the most
research; yet they are not the ones to get the contracts. They are not
the people who are used.

. Mr. IenaTrus. The assessment of the proposals is made by human
eings. . .

Regpresentative GrrrrrTaS. And they choose people they have known.

Mr. Ienatrus. Certainly, past performance is an indication of fu-
ture performance. I am certain that is taken into account. I do not
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supervise R. & D. procurement, as you know, but my general under-
standing is that Dr. Brown and Dr. Fubini, the people who do, are
very interested in having available to them the widest possible spec-
trum of interest. They %ave been out to the Middle West; they have
met with some of the people.

Senator Douaras. I have also the figures for 1963 here.

In 1963, Illinois received nine-tenths of 1 percent of the research
and development contracts; and in 1964, eight-tenths of 1 percent.
So the efforts of Dr. Brown and others apparently did not bear much
fruit.

I would like to know: Who is it that makes these decisions on re-
search and development? What are the committees? I would like
to know the sections of the country from which they come. I suspect
they are people from Harvard and MIT and possibly Columbia—
that is not quite the upper point in the Ivy League—and from Stan-
ford and California and Cal Tech, all of them are very fine institutions,
but with a distinct geographical bias.

Now, we Middle Westerners are tired of being treated as country
cousins. In Great Britain, the northern areas are treated as prov-
inces, and Oxford and Cambridge and the southern counties domi-
nate the intellectual and scientific Iife of the nation.

In France, Paris dominates the intellectual life of that country.

I think personally this is an unhealthy development. I do not
think it is a just development. I urge you to look over the boards
that determine these research and development contracts. I don’t
wish to indulge in indiscriminate denunciation, but I think you will
ﬁ}xlnd that there is a distinct educational and geographical bias amongst
them.

I cannot believe that an area which has produced more Nobel prize
?finners than any other area should be put down at the bottom of the
1st.

Mr. Iewatrus, I will talk to Dr. Brown when I return. Perhaps
vou would want him to submit

Senator DoueLas. He is not going to pass on his own work. He is
a very fine man, I am sure, but he won’t pass on his own work.

I urge you to make a little independent investigation. I am not
going to indulge in current denunciation of Harvard. I studied a
vear there myself. But,I don’t want Harvard and Stanford to domi-
nate the scientific life of this Nation.

Mr. IexvaTivs. I willdo that, sir.

(The following material relating to preceding testimony was later
supplied for the record :)

GEOGRAPHICAL DiSTRIBUTION OF DOD CoONTRACTS

The Department of Defense conducts an extensive program of research, devel-
opment, test, and evaluation work in order to secure the most advanced and
effective weapons now and to establish reserveoirs of technical and scientific
knowledge upon which to draw for the weapon development of future years.
This program is essential to the defense of the Nation. The program is con-
ducted in Government laboratories, and in commercial organizations, educational
institutions, and scientifically oriented nonprofit organizations.

Defense research and development is constantly pushing at the forefront of
science and technology. Since the goal of our research and development program
is the best possible equipment, weapons, and weapons systems, we must seek those
firms and institutions which have the best available scientific and technical re-
sources. Competence and a willingness to devote this competence to our work is
necessary if the Department is to Le assured of the best results at the lowest
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cost to the Government. The competent contractor or institution will get the
work done faster and with better results and this is likely to be less costly in the
end.

It is true that this policy has led to concentration in certain educational in-
stitutions and industrial organizations. However, one should understand that
these centers of competence did not just happen. There was a lot of planning
and hard work on the part of the educational institutions, industrial organiza-
tions, and the communities in which they are located, which resulted in-these
centers of excellence.

In fiscal year 1964, the net value of prime contract awards for RD.T. & E. work
was $5,765 million. The award of these contracts was made by many different
people in many different offices. These awards are made pursuant to criteria
set forth in the Armed Services Procurement Regulation (4-205.4). The most
important of these criteria is that contracts be awarded to those organizations,
including educational institutions, which have the highest competence in the
specific field of science or technology involved. The determination of competence
is made by the technical personnel of the organization letting the contract.

The source selection for a major contract award is now made pursuant to the
procedures established by DOD Directive No. 4105.62, dated April 6, 1965, Sub-
jeet: “Proposal Evaluation and Source Selection,” copy attached. In summary,
on the contractor selection phase we believe that contractors are fairly selected
and that no undeserved advantages obtain for any contractor selected pursuant
to our procedures.

Two tables entitled “Net Value of Military Prime Contract Awards for Ex-
perimental, Developmental Test, and Research Work for Fiscal Years 1963 and
1964” are enclosed and will be referred to herein.

There appears to be no consistent pattern of statistical relationships between
the level of R.D.T. & E. contracts in a particular State and other defense con-
tracts in that State. This generality is equally pertinent even if limited to
awards for R.D.T. & E. contracts. For example, Massachusetts, ranking first in
awards to schools and their affiliates with 33.2 percent and 30.8 percent of such
awards in 1964 and 1963, respectively, dropped to 7.1 percent and 5.9 percent for
the same years when all R.D.T. & E. awards made in the State are considered.
On the other hand, California with the highest percentage of total awards—1963,
41.1 percent and 1964, 39.2 percent—was third in awards to schools and their
affiliates with 11.6 percent in 1963 and 13.4 percent in 1964. Illinois which ranked
fifth among the States in awards to schools and their affiliates ranks low in total
awards because of the low participation in awards in the East North-Central re-
gion by its business firms. Illinois, which ranked ahead of Michigan in awards
to schools and their affiliates, ranked behind Michigan in total awards for
R.D.T. & E. work because of awards to business firms in fiscal years 1963 and
1964. There is no question that a flow of R.D.T. & E. funds, requiring the estab-
lishment, maintenance, or expansion of scientific and technical organizations,
carries with it a potential capability to compete for new R.D.T. & E. projects, and
for new production projects in the same category if the contractor has been so
oriented. However, the economic and other impacts of military R.D.T. & E. and
production vary extensively from one community to another, depending on a
complex array of factors. Procurement statistics alone are inadequate to de-
scribe these interrelationships.

The following information extracted from a study on the structure of the U.S.
R. & D. industry points up some of the factors pertinent to geographic distribu-
tion of the defense R. & D. industry.

The work force is the dominant production factor and labor costs are the
largest cost element in defense R. & D. Not only does labor play the dominant
role in the costs of the industry, but the industry is extremely dependent on labor
skills of a high technical level. These are primarily engineering and scientific
skills, requiring a large investment both in resources and in time; consequently,
their supply is limited. A vital part of the industry’s dynamics which has a
distinct influence on its efficiency and on its location is the flow of its salaried
manpower. This flow is of two types; geographic or interregional and institu-
tional or movement between types of organization. The rate of flow of the
salaried work force in defense R.D.T. & E. is much higher than that for U.S.
industry as a whole.

Approximately 43 percent of the prime contract dollar awarded for defense
R.D.T. & E. is spent for materiel. Regardless of where a major defense R.D.T.
& E. contractor is located, he obtains a high percentage of that materiel from
the major R.D.T. & E. regions of the country ; studies have indicated that a mini-
mum of 60 percent of the materiel dollars will be spent in the west coast and
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Northeast regions of the country. Four out of every five dollars spent on prod-
uct-related materiel by R.D.T. & E. prime contractors is spent on materiel that
can be arbitrarily classified as having a “high technology’” content, making the
contractor even more dependent on the west coast and Northeast regions.

No one environmental factor can be singled out as being necessary and sufficient
for the development of a defense R. & D. community. Some of the factors, vary-
ing in importance depending on the size of the R. & D. complex are:

(1) The presence of R. & D.-oriented entrepreneurs or a technically
oriented university community ;

(2) The availability of financial support ;

(3) A community attitude that is favorable to such a development ;

(4) Those factors that attract and retain R. & D. professional personnel
such as climate, recreational, and cultural amenities, opportunity for
advanced education, ete. ;

(5) Good communications and transportation ;

(6) Proximity of a large defense R. & D. complex or Government R. & D.
laboratory.

Money alone will not draw and retain the competence required for an effective
R. & D. facility or complex.

Despite a number of forces that have been acting in the direction of dispersal
of the R. & D. industry during the past decade, the large defense R. & D. com-
plexes have persisted and even grown in their predominance as the major per-
formers of defense R.D.T. & E. prime contract work. One of the forces for dis-
persal was the “strategic dispersal policy” of the 1950’s which, for purposes of sec-
urity, located a number of major defense R. & D. industry facilities in areas
remote from the traditional areas of concentration. Another force for dispersal
has been the voluntary action of several major defense R. & D. contractors and
subcontractors to transfer divisions or set up new ones in the “sunshine” States as
a means of attracting and retaining professional personnel. Other forces include
the efforts of a large number of communities to attract R. & D. industry by
offering favorable conditions and treatment; internal company pressure for dis-
persal because of high taxes, living costs, and labor costs. None of these dispersal
actions has materially affected the role of the major R. & D. complexes.

In summary, we recognize that defense R. & D. is concentrated geographically
and that this concentration will continue for the foreseeable future. The De-
partment of Defense, of all the agencies of Government, is the one that must
feel itself most constrained to the purpose of getting the best results in
R.D.T. & E. at the least cost. We cannot speak for the remainder of the
Government ; such agencies as the National Science Foundation and the National
Institutes of Health were created in part to support research, and, therefore,
have legitimate additional criteria for their operations. We tend to follow com-
petence where we find it and therefore consider that greater uniformity in the
geographical distribution of our R. & D. contracts and grants can only be
achieved to the extent that more uniform competence is also geographically
distributed.

Net value of military prime coniract awards for experimental, developmental,
test, and research work, by State and region and by type of contractor® fiscal
year 1964

} Total Schools and | Other nonprofit| Business firms
their affiliates | institutions 2

Thou- Per-{ Thou- { Per-| Thou- | Per-| Thou- Per-
sands cent | sands | cent | sands | cent sands cent

b o eimeeeas $5, 764,904 1100.0 | $442,190 [100.0 | $208, 077 |100.0 | $5, 114, 637 | 100.0

New England._ ... ___...___. 558,221 1 9.6 152,117 | 34.4 2,666 | 1.3 403, 538 7.9
139 ® ol o 0| 0 139 ®

11, 309 .2 450 .1 0] 0 10, 859 .2

Vermont....... 8, 067 .1 166 | ® 0| 0 7,901 .2

Massachusetts.. 408,961 | 7.1 | 146,752 | 33.2 1,570 .8 260, 639 5.1
Rhode Island. 6,836 .1 3,490 .8 30, @ 3,316 (®

Connecticut . _.________.___ 122,909 | 2.1 1,259 3 966 .5 120, 2.4

|
I
I

See footnotes at end of table,
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Net value of military prime contract awards for experimental, developmental,
test, and research work, by State and region and by type of contractor,® fiscal

year 1964—Continued

Total Schools and Other nonprofit| Business firms
their affiliates | institutions 2
Thou- Per- | Thou- | Per-| Thou- | Per- ; Thou- Per-
sands cent | sands | cent sands { cent | sands eent
Middle Atlantic . ... 885,388 | 15.6 58,741 1 13.3 23,193 | 11.2 813,454 15.9
New York. ... ____________. 389, 851 6.8 39, 187 8.9 2,076 | 1.0 348, 588 6.8
New Jersey.. - 310,150 | 5.4 4,839 1.1 7,826 1 3.8 297, 485 5.8
Pennsylvania._ _________.__ 195,387 | 3.4 14,715 3.3 13,201 § 6.4 167, 381 3.3
East North Central . __.____._.... 309,223 | 5.5 56,183 | 12.8 10,160 | 4.9 242,830 4.9
Ohio.______ ... 83,628 | 1.5 8,588 1 2.0 9,487 | 4.6 65, 553 1.3
Indiana_ .. 57,378 1.0 3. 651 .8 0 53,727 1.1
Tlinois_.-_ 43,750 .8 23,938 | 5.4 433 .2 19, 379 .4
Michigan.. 83,358 1.5 17,946 | 4.1 31 ®) 65, 381 1.3
‘Wisconsin 41,109 .7 'y .5 209 .1 38,840 .8
West North Central..____.._____. 162,563 | 2.8 4,175 .9 6,043 1 2.9 152, 345 3.0
Minnesota._ . 57,273 1.0 1.824 .4 199 .1 55, 250 1.1
Towa..__ 2,320 1 (® 1,202 .3 0] 0 1,118 § (3)
Missouri__..._ 54,874 1.0 910 .2 5743 | 2.8 48, 221 .9
North Dakota. 30, 558 .5 0| 0 0} 0 30, 558 .6
South Dakota. 8,170 .1 80 [ (® 0| 0 , 080 .2
124 ® 231 ® 101 (U] 0
...................... 9,244 .2 136 | (® [N 1] 9,108 .2
.................. 655,548 | 11.5 82,164 | 18.5 22,840 | 11.0 560,544 | 10.9
6,249 .1 4 .1 01 0 5, 8156 .1
- 217,772 | 3.8 60.280 | 13.6 2,429 | 1.2 155, 063 3.0
- 31,683 .5 7,545 { 1.7 14,060 | 6.8 10, 078 .2
- 58,255 1.0 2,310 .5 7,754 | 3.7 48,191 .9
‘West Virginia. - 17,083 .3 ® -1,722 | —.8 18,771 .4
North Carolina.. - 57,378 1.0 68,7381 1.5 0 O 50, 642 1.0
South Carolina. _ - 27141 @ 581 @ 0| 0 216 | (®)
Georgia. ... ... 19, 632 .3 1, 503 4 238 .1 17, 891 3
Florida 257,222 | 4.5 3,264 7 8t @ 253, 877 5.0
South Central .. ____.___.________ 344,168 | 5.9 10,330 | 2.3 4,465 1 2.1 329, 323 6.4
Kentucky_ 9751 (3 548 | .1 0| © 27 @
45, 534 .8 522 .1 151 .1 44, 861 .9
13,630 . 457 .1 624 .3 12, 549 .2
500 | (3) 459 .1 411 ® 0 0
248 | (3 83{ @ 0} 0 165 | @)
1,104 | (3 55¢ | .1 0| 0 550 |
21, 002 .4 1,725 .4 17| ® 19, 160 .4
261,175 | 4.5 6,032 1.4 3,532 | 1.7 261, 611 4.9
386,282 | 6.7 12,057 | 2.7 6,080 | 3.4 367,236 7.1
3,180 .1 18| (® g|] 0 3,162 | O
o o 0] 0 0] 0 0 0
36,210 .6 01 0 01 0 36,210 .7
225,665 | 3.9 6,352 | 1.4 1,144 .5 218, 059 4.3
53,345 .9 1,515 .3 0] 0 51,830 1.0
271 @ 30| 3 153 .1 244 | @
23,127 .4 3, 356 .8 5,162 | 2.5 14, 609 .3
44,438 .8 786 .2 0 .3 43,122 .8
2,441,215 | 42. 4 64,196 | 14.6 | 131,712 | 63.2 | 2,245,307 | 43.9
‘Washington_____.__.._._____ 182,017 | 3.2 3,971 .9 106 | (3 177,940 3.5
Oregon. __ 1,311 | (3 1,105 .3 0| 0 206 | (3)
California. 2,257,887 | 39.2 59,120 | 13.4 | 131,606 | 63.2 | 2,067,161 | 40.4
Alaska and Hawaii_.___________. 2,206 1 (3) | 2,177 .5 109 ® 10 @
Alaska_ . . .. 1,856 | (3) 1,789 .4 671 ® 0 0
Hawaii_ ... .. ... 40| @ 388 .1 21 ¢ 10 &

1 Contracts of $10,000 or more each,
2 Includes contracts with other Government agencies.

¥ Less than 0.05 percent.

Source: Directorate for Statistical Services, Office of the Secretary of Defense, Dec. 7, 1964,
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Net value of military prime contract awards for experimental, developmental,

test, and research work, fiscal year 1963

[Dollars in thousands]
Total Schools and | Other nonprofit] Business firms
their affiliates | institutions 3
Amount | Per-{ Amount [ Per- | Amount | Per- | Amount | Per-
cent cent cent cent
Total distributed by
1 2:17 P $6,198,903 [100.0 | $381,864 [100.0 | $172,217 [100.0 | $5, 644,822 | 100.0
New England. oo o______ 487,409 | 7.9 123,217 | 32.3 1, 551 .9 362, 641 6.4
Maine 2071 ® o| o 105 .1 102 ®
New Hampshire...coo.o.co 7,916 .1 685 .2 0 7,231 .1
Vermont..._.. 4, 698 .1 1301 ® 0 4, 568 .1
Massachusetts 364,006 | 5.9 117,772 30.8 554 .3 246, 670 4.4
Rhode Tsland. - 6,124 .1 3,602 .9 161 (3 2,606 1 (%)
Connecticut .. coooeoeeas 103,468 | 1.7 1,028 .3 876 .5 101, 564 1.8
Middle Atlantic.. oo o 1,029,674 | 16.6 48,708 | 12.8 21,0311 12.2 959,935 1 17.0
................... 386,053 | 6.2 32,041 | 8.6 11,069 | 6.4 342,043 6.1
- 387,530 | 6.3 3,944 1| 10 390 .2 383, 186 6.8
255,191 | 4.1 11,823 | 3.1 9,572 | 5.6 233, 796 4.1
- 314,794 | 5.1 51,343 | 13.4 6,106 | 3.5 257,345 4.6
- 90,978 | 1.5 8,616 | 2.2 5133 3.0 77,329 1.4
- 28, 732 .5 2,947 .8 0| o 25,785 .6
- A7,001 .9 26,367 | 6.9 662 .4 30, 962 .5
- 72,758 | 1.2 1,688 1 3.1 66| (3 61, 003 1.1
___________________ 64,335 | 1.0 1,824 .5 245 1 62, 266 1.1
............. 102,766 | 1.7 3,054 1.0 3,333 1.9 05, 479 1.7
................... 58,630 | .9| 1,878| .5 666 | .4 56,005 | 1.0
- 4,058 .1 739 .2 01 0 3,319 .1
- 186, 346 .3 882 .2 2,618 1.5 12, 846 .2
- 1170 | (®) 100 (® 01 0 ,160 [ (@)
South Dakota. - 10, 686 .2 25 23) 0r 0 10, 661 .2
Nebraska. . - 369 @ 121 @ 9| & 38| @
Kansas. . oooooeooooo 11,498 .2 408 .1 o o 11, 090 .2
Bouth Atlantle. .. ... .. .. 581,360 | 9.4 82,890 | 21.7 29,103 | 16.9 469, 387 8.3
Delaware_ ... o coeoaaos 26, 186 .4 .1 0 0 25,982 .4
Maryland____.._.__ - 231,019 | 3.7 67,120 | 17.6 7,760 | 4.5 157, 040 2.8
District of Columbia_ - 36,213 .6 , 96! 2. 19,015 | 11.0 9, 233 .2
Virginia___________ - , 070 .6 1,246 .3 2,006 1.2 36, 728 .6
West Virginia_. - 31, 587 .5 64 (3) 0 0 31, 523 .6
North Carolina__ - 40, 847 .7 2,481 N:] 20| @ 38,346 .7
South Carolina. - 341} (8) 192 .1 0 O 149 | (¥
QGeorgia. 2,608 | (3 1,154 .3 187 .1 1,265 | (®)
Florida._.. 171,581 | 2.8 2,455 .8 3| @& 169, 101 3.0
‘South Central 208,588 | 3.4 9,202 2.4 7,580 | 4.4 191, 797 3.4
Kentueky. ..o _____ 998 [ () 376 .1 0 62 (3
Tennesses. .. - 45, 396 .7 699 .2 3,507 2.0 41,190 .7
Alabama.___ - 12,470 .2 453 .1 503 .3 11, 514 .2
Mississippi.-. - a5 450 .1 251 (3 0 0
Arkansas._.. - 689 | (3) 23| @ 0f 0 666 { (2)
Louisiana._ __ - 1,340 | ® 654 .2 0 0 686 1 (3
- 5, 958 .1 1,271 .3 2 ¢ 4,615 .1
141,262 | 2.3 5276 | 1.4 3,482, 2.0 132, 504 2.3
566,224 | 9.1 10,985 | 2.9 4,999 | 2.9 550, 240 9.7
3,100 .1 Bl ® 0| o 3,023 1
—49 1 (3) 51 ® —-100 | —.1 0 0
1,484 | (3) 0 0 0|l 0 1,484 ®)
254,346 ¢ 4.1 3, 462 .9 4,438 | 2.6 246, 448 4.3
137,366 | 2.2 2,985 .8 0| 0 134,381y 2.4
, () 0 0l o0 1,429 ()
17,424 .3 3,602 1.0 641 .4 13,001 .2
151,123 | 2.4 717 .2 2| ® 150, 386 2.7

:See footnotes at end of table,
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Net value of military prime contract awards for experimental, developmental,
test, and research work,' fiscal year 1963—Continued

[Dollars in thousands]

Total Schools and | Other nonprofit| Business firms
their affiliates | institutions 3
Amount | Per- | Amount | Per- | Amount | Per- | Amount{ | Per-
cent cent cent cent
Pacific.....--___ $2,905,008 | 46.8 | $49,955 | 13.1 | $98,260 | 57.1 [ $2,757,603 | 48.9
Washington.. 337,174 { 5.4 4,786 1.3 104 .1 332, 284 5.9
Oregon 1,718 | (3 749 .2 01 0 969 | 3
California._____.____._____ 2,567,016 | 41.4 44,420 | 11.6 98,156 | 57.0 | 2,424,440 | 42.9
Alaska and Hawaii__...._...._. 2,180 | ® 1,610 .4 245 .1 32 @
Alaska. oo 1,559 1 (® 1,255 .3 246 .1 59 [ (%
Hawaii . 621 | ® 355 .1 01 0 261 @

1 Contracts of $10,000 or more each. Includes contracts of Advanced Research Project Agency and other
agencies of the Office of the Secretary of Defense.

2 Includes contracts with other Government agencies.

3 Less than 0.05 percent,

NoTE.—Percentages may not add to totals because of rounding.

Senator Doueras. Fine. Thank you very much for coming,
gentlemen.

Mr, Ienatrus. Thank you, Mr. Chairman.

(Additional material which was later submitted by the Assistant
Secretary of Defense is included at this point.)

ASSISTANT SECRETARY OF DEFENSE,
INSTALLATIONS AND LOGISTICS,
Washington, D.C., January 26, 1965.
Hon. PAuL H. DouGLAS,
Chairman, Joint Economic Committee, U.S. Senate,
Washington, D.C.

Dear MR. CHAIRMAN: Attached are brief statements of progress that the
Department of Defense has made in areas where your Subcommittee on Defense
Procurement of the Joint Economic Committee made recommendations in its
September 1964 report. If additional information would be helpful, please let
us know.

We again express appreciation for the kind remarks in the introduction to the
report, and in your letter of transmittal to the Secretary.

Sincerely,
Paur R. IGNATIUS.

COMMENTS ON RECOMMENDATIONS OF THE REPORT OoN FcoNoMic IMPACT oF FED-
ERAL SUPPLY AND SERVICE ACTIVITIES, SEPTEMBER 1964, BY THE SUBCOMMITTEE
ON DEFENSE PROCUREMENT, JOINT EcoNoMIc COMMITTEE OF THE UNITED STATES
CONGRESS

Recommendation relating to need to restudy assignment of management of
items as between the DSA and the services (p. 4) :

“Since the services are permitted to retain item management on the basis
of whether or not they are ‘weapons related,’ it is recommended that the Office
of Secretary of Defense (OSD) make the division of responsibility on the
basis of effectiveness, efficiency, and economy in the light of developments in
improved inventory controls and advanced systems of distribution.”

Comment

In March 1964 the Defense Materiel Council directed the Defense Supply
Agency to review and comment upon certain proposed revisions in existing
item management coding criteria for items within Federal supply classes des-
ignated for integrated management. Subsequent to receipt of these com-
ments and review of them with appropriate representatives of the military
departments, the Assistant Secretary of Defense (Installations and Logistics)
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directed a joint military department/DSA study and test application of these
and certain other proposed coding criteria. The objective of the study and
test application, as stated in DSA’s October 1964 report thereof to the Council,
was:

“To develop consistent, clear coding criteria that will insure maximum benefits
of integration, identify those items which should be retained by the military
departments, be agreed to by all parties, and be uniformly applied throughout the
Department of Defense.”

In November 1964 the Council met to consider the study report, and tentatively
agreed upon certain revised coding criteria. The Council directed that a joint
military department/DSA team headed by a representative of the Assistant
Secretary of Defense (Installations and Logistics) should conduct a field test of
the tentatively approved coding criteria to determine whether they could be
easily understood and uniformly applied, and what the results would be if
approved for implementation. This test is now underway, and a report to the
Council of the results thereof, together with appropriate recommendations, is
scheduled for March 1965. Final decision by the Council will result in the
promulgation and implementation of appropriately revised item management
coding criteria throughout the Department of Defense.

Recommendation relating to standardization of items (p.4) :

“The subcommittee urges that the Secretary of Defense bring this problem
under more decisive control so that accelerated progress may be achieved. Since
standardization, as Secretary McNamara previously advised this subcommittee,
must begin in the research and development stage, it is necessary that the views
of research and development as well as production, supply, and service people
be merged in the final decisions.”

Oomment

The Office of Technical Data and Standardization Policy has been established
within the Office of the Assistant Secretary of Defense (Installations and Logis-
ties). A Technical Data and Standardization Council has been formed under
the joint chairmanship of the Assistant Secretary of Defense (Installations and
Logistics) and the Assistant Secretary of Defense (Research and Engineering).
A working group of the Council, chaired by the Director, Technical Data and
Standardization Policy, and consisting of Deputy Assistant Secretary level rep-
resentation from both ASD (Installations and Logistics) and D.D.R. & E., has
also been established to monitor the Defense standardization program for the
Council. This management arrangement is set forth in DOD Instruction 5010.13,
“Technical Data and Standardization Mangement,” December 28, 1964.
Through this medium standardization decisions will be rendered where competing
services cannot agree and will reflect the thinking of both logistics and engi-
neering functions. Further, the Office of Technical Data and Standardization
Policy has been staffed with research and engineering personnel acting in a
liaison capacity and participating in standardization work efforts which insures
that R. & E. requirements are integrated into the overall effort.

Since standardization must begin in the research and development stage, the
Director, Office of Technical Data and Standardization Policy has requested
that DOD Directive 4120.3, “Defense Standardization Program,” be revised
and updated to reflect this. A committee consisting of members from OTDSP,
O.D.D.R. & E., DSA and the three military departments are preparing a new
directive establishing current policy governing the Defense standardization pro-
gram and delineating responsibilities for carrying out its provisions. The provi-
sions apply to all Department of Defense departments and agencies and cover
engineering practices, processes, services, items and documentation which sup-
port the functions of design, development, procurement, production, inspection,
supply, maintenance and disposal. Completion is anticipated early this year.

Recommendation relating to more advertised bidding (p. 5) :

“Of even greater importance than ‘contract administration’ is improvement
in ‘contract formulation’ which requires among other things:

“1. More advertised bidding.”

Comment

Formally advertised procurement amounted to $4.1 billion in fiscal year 1964
and was the highest amount of advertised procurement awarded since 1952
(a peak year in the Korean war).

The.$4.1 billion in advertised awards amounted to 14.4 percent of the fiscal
year 1964 obligations and this was the highest percentage of advertised dollars

47-662—635 6
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awarded since 1957. There has been a steady increase in advertised awards,
both total dollars and percentage of obligations, during the 4 years of fiscal year
1961, 1962, 1963, and 1964. In this period, the total amount has increased from
11.91n fiscal year 1961 to the 14.4 percentage of the last fiscal year.

Almost 63 percent of the increase in formal advertising during the past 2 years
has been provided by the use of two-step formal advertising. Two-step formal
advertising has increased from $84 million in fiscal year 1962, to $250 million in
fiscal year 1963, to $416 million in fiscal year 1964. In step 1 of this procedure,
bidders submit items for test or specifications for evaluation without prices. In
the second step, those qualified then submit sealed-bid price proposals, with the
award made to the low bidder as in the regular formal advertising procedure.
This flexible procedure permits the development of a procurement package for
all subsequent procurements; and, with the longer range planning now taking
place, this technique can be substituted for negotiated price competition in a large
number of cases.

The emphasis on formal advertising, wherever possible, will continue. In
those cases where formal advertising is not possible, where it might be dangerous
and uneconomical, there will be renewed emphasis on negotiated price competi-
tion. Dollar obligations with only one source solicited declined by over $1 bil-
lion last year in fiscal year 1964, and total price competition increased from
37.1 percent in fiscal year 1963 to 39.1 percent in fiscal year 1964—a steady in-
crease under the DOD cost reduction program, and the highest level of price
competitive awards on record; our current goal for price competition in fiseal
year 1965 is 40 percent and our fiscal year 1966 goal is 40.5 percent. These over-
all goals provide detailed attention to continuing increases in formal advertising.

Recommendation relating to better engineering data and specifications (p. 6):

“Since there has been a consistent record of negotiation of the bulk of defense
requirements with the large contractors who gain thereby the experience, know-
how, rights, etc, and become entrenched, it is necessary that the trend be
reversed.”

Comment

The armed services procurement regulations have been revised (defense pro-
curment circular No. 6) to protect the Government’s rights to know-how result-
ing from Government experience,

The Office of Technical Data and Standardization Policy was established by
the Secretary of Defense on June 12, 1964, to deal specifically with problems
related to engineering data and specifications, such as those discussed in the
report. This Office is now staffed and functioning. As a direct result, new pro-
cedures have been established and others are under development. These pro-
cedures are intended to accelerate standardization of items and to assure the
purchase of technical data adequate for (but not excessive to) the engineering
and logistic needs of the Department of Defense.

The basic drawing specification (MII-D-70327 ) is being revised to facilitate
precise statement of requirements for drawings to suit a specific purpose such as
competitive procurement, maintenance, ete.

To organize technical data more effectively for future use. a directory of
Department of Defense engineering drawings has been published, and a test pro-
gram for automated retrieval of drawings and other technical data has been
initiated.

DOD instruction 5010.12 (technical data and information: determination of
requirements and procurement of) establishes policies and procedures for de-
termining technical data requirements to be levied on contractors to insure
economical, timely, and adequate acquisition of such data. A training program
is being established to provide a nucleus of data managers trained in policies
and execution practices related to this instruction.

Recommendation relating to utilization of excess stocks in the production of
end items (p. 10) ;

“The subcommittee is in complete aceord with the Comptroller General’s recom-
mendation that the Government should use its available resources, including
supplies, equipment, drawings, stockpile materials, ete., before acquiring more
either through its own services or through its contractor-agents.”

Comment

The Department recognizes the importance of efficiently managing all of its
resources and has for several years been making available to defense contractors
selected items of excess military stocks. The Department is currently reexamin-
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ing this subject carefully. Efforts are being made to determine the soundness
of expanding the existing programs to make available additional stocks in long
supply, wherever it is feasible, to production and overhaul contractors. It is
not possible at this time to forecast the probable outcome of the current studies;
however, as our examination progresses we will be happy to respond to the
further interests of the committee or its staff.

The Assistant Secretary of Defense (Comptroller) issued a memorandum to
the military departments and DSA on September 9, 1964, directing that “‘pertinent
audit programs should be amended, as necessary, to provide for evaluation of
procurement procedures, contract awards and contract provisions to appraise
the soundness of decisions as to whether materiel should be furnished by the
contractor or by the Government. In this respect, some of the more important
audit considerations which should be provided for in audit programs are—

“(1) the adequacy of procurement policies and procedures designed to
guide and direct contracting officers in this area;

“(2) effectiveness of procedures and performance concerning the exchange
of purchase information (ASPR 1-303) ;

“(3) availability and extent of use of relevant data concerning sources
of supply, prices, and inventory status of items and components thereof being
procured which are already in defense supply systems; and

“(4) adequacy and effectiveness of procedures and performance relating
to consideration of information of Government sources and prices in review
of contractors’ ‘make or buy’ programs and proposals.”

Recommendation relating to short shelf-life items (p.11) :

“It is therefore recommended that the GSA and the DSA set up a joint proj-
ect to identify and use throughout the Government the existing short shelf-life
items now in stock and to devise ways and means to reduce losses from these
items in the future. The subcommittee will expect a full reporting on this
subject at its hearings next year. The GAO is also requested to check into this
subject and to report to the subcommittee by March 1965.”

Comment

The Director, Defense Supply Agency is participating in a joint project with
the General Services Administration. Its objectives are to—

(a) Identify items managed by each agency that has shelf-life limita-
tions.

(b) Review shelf-life periods presently specified.

(¢) Establish standardized optimum shelf-life periods acceptable to DOD
and GSA.

(@) Explore possibilities for a systematized method for offering stocks
to all Government activities prior to expiration of the shelf life.

The working group is exploring the subject in detail, and has compiled useful
data on short shelf-life items in all services. In addition to a report on its work,
the group plans to complete a DOD instruction on the control and utilization of
short ghelf-life item assets, as well as a DOD-GSA agreement on government-
wide interchange of inventories of such items.

There follows a memorandum by which we set up this project:

“SEPTEMEER 25, 1964.
“Memorandum for the Director, Defense Supply Agency.
“Subject : Project to identify and use short shelf-life materials.

“Reference is made to the report of the Subcommittee on Defense Procure-
ment to the Joint Economic Committee, Congress of the United States, dated
September 3, 1964, specifically that portion dealing with short shelf-life items
(pp. 10 and 11 of report).

“Losses to the Government by surplus declaration of items on which the
self life has expired require the constant attention of our inventory managers.
It is imperative that inventories of these items be matched with requirements
on a continuing basis. Management must insure maximum utilization of these
stocks to include all Government activities prior to disposal action.

“It is hereby requested that the Defense Sunply Agency contact the General
Services Administration with the view of establishing a joint project for the pur-
pose of identifying items having limited shelf life, standardizing the shelf-life
time periods to the maximum extent possible, and exploring the possibilities for
increased interservicing arrangements as a medium for providing the maximum
Government-wide utilization of such items prior to disposal action.
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“The military services will provide the Director, Defense Supply Agency such
participation and assistance as may be required in the discharge of this responsi-
bility.

“(8) PauL H. Ry,
Deputy Agsistant Secretary of Defense.”

Recommendation relating to centralized management of automatic data proc-
essing (ADP) (p.11):

“The subcommittee noted from the testimony received during the April 1964
hearings that split responsibility exists in this area and should be clarified.
This is another instance of long-deferred decisionmaking in an area of expendi-
tures and investments amounting to hundreds of millions of dollars annually and
steadily growing for the past decade.”

Comment

The report refers to pending bills (H.R. 5171 and 8. 1577) which relate to
the centralized management of ADPE in Government; it acknowledges some
progress during the past year and it notes that split responsibility in this area
which still exists should be clarified.

The Department of Defense has opposed the enactment of legislation as pro-
posed ‘“To authorize the Administrator of the General Services Administration
to coordinate and otherwise provide for the economic and efficient purchase,
lease, maintenance, operation, and utilization of automatic data processing
equipment by Federal departments and agencies.” We have been particularly
concerned with that aspect of the proposal which provides for dealing with
ADPE in general terms, irrespective of the applicability or function to which it
is applied. An additional major concern deals with the applicability of the
proposal to ADPE employed by Government contractors, as evidenced by the
language contained in the proposal.

The need for any legislation such as has been proposed in this area is yet to
be demonstrated. Within current authorities and responsibilities, the Bureau
of the Budget is charged with overall responsibility for the administration of
the ADPHE program in the Federal Government; the General Services Adminis-
tration is responsible for procurement, excess property utilization, and sur-
plus property disposal; and each of the departments and agencies is respon-
sible for determination of individual ADPE requirements and the use to which
ADPH shall be applied. There is an incontrovertible inconsistency in proposed
legislation which attempts to recognize the responsibilities discussed above, yet,
at the same time, attempts to provide a single central agency with the authority
to control ADPE acquisition for the Federal Government as a whole.

Recommendations relating to commercial-industrial activities of Government
(p. 12):

“* * * all new activities proposed to be started should be carefully screened
on the basis of essentiality. Second, those in existence should be identified,
listed, and eliminated or curtailed in scope. Again, the basis for continuation
should be essentiality. * * * While the BOB has still not issued guidance of
executive agencies, the subcommittee reaffirms its previous recommendations.”

Comment

Although BOB has not yet revised and reissued Bulletin 60-2, the Defense
Department has taken positive action which is consistent with the recommen-
dations of the subcommittee. Through publication in March 1963, of DOD Di-
rective 4100.15 and DOD Instruction 4100.33, a program was established for
effective confrol of the number and type of commercial-industrial activities
operated in DOD. In addition to this, our declarations of excess covering 61
DOD industrial plants, plus the closure of NOP, York, and the announced in-
activation of arsenals and shipyards, are major steps toward the transfer to
private enterprise of production capacity which need no longer be owned by the
Government. The feasibility of further releases of DOD in-house production
capacity is now being examined under the current studies covering equipment
maintenance activities and all remaining DOD industrial plants.

The effectiveness of these efforts was acknowledged in hearings which the
subcommittee conducted, at which Mr. Shoemaker, Chairman of the Committee
of Hoover Commission Task Force members, made the following statement con-
cerning DOD efforts in reducing their commereial-industrial activities: “I must
in fairness state that the Department of Defense has made substantial progress
in this field and I so testified to you in the 1963 hearings.”
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Recommendation relating to review of commeon service activities pursuant to
the McCormack-Curtis amendment (p. 13) :

“The subcommittee renews its previous recommendation that, as a part of the
cost reduction program, a systematic program be pushed in the DOD to establish
priorities for the study and analysis of cominon service activities and determina-
tions made as to the most appropriate way to manage each in terms of effective-
ness, economy, and efficiency as contemplated by the McCormack-Curtis amend-
ment.”

Comment

There is a continuing effort to study various feasible possibilities for integra-
tion and consolidation of common service activities. The record of successful
continued development of the Defense Supply Agency, and the plans that are
progressing for integration of Contract Administration Services and Contract
Audit Services, are important examples.

Senator DoucrLas. At this point in the proceedings we will include
the statement of Representative Charles S. Gubser, a Congressman
from California and a minority member of the House Armed Services
Committee.

STATEMENT OF HON. CHARLES S. GUBSER, A REPRESENTATIVE
FROM CALIFORNIA, T0 THE JOINT ECONOMIC COMMITTEE

Mr. Gusser. Mr. Chairman, I deeply appreciate the opportunity of
making this statement and to raise certain points regarding defense
procurement policies which I think are harmful to both Government
and industry.

I have carefully studied the report of your Subcommittee on Defense
Procurement issued in September 1964 and believe it is an excellent
piece of work. It dealt at length with the subjects of (1) cost reduc-
tion, (2) standardization, and (3) the increased use of advertised com-
petitive bidding. But, Mr. Chairman, one subject was completely un-
touched which has a direct bearing upon these three subjects—I refer
to the matter of buying standard commercial catalog products and
the tendency of the Defense Department on increasingly frequent oc-
casions to resist the purchase of such items.

The report appears to be concerned exclusively with products de-
veloped at Government expense and makes no mention of incentives
for private development or technical contributions available from
private industry. In fact, the report strongly suggests that the com-
mittee favors (Government control of research and development by
emphasizing data rights and the acquisition of engineering drawings
and detailed specifications to the complete discouragement of inde-
pendent effort. This emphasis has been interpreted by DOD to mean
more (Government design and greater concentration of defense buy-
ing with those industries already dependent on the Government for
survival. How can this policy achieve greater competitive biddin%
when it narrows the field to defense-oriented industries exclusively?

In stressing acquisition of data and extensive audit of all contracts,
including firm fixed-price contracts involving standard commercial
equipment, Congress 1s forcing management to either accept greater
interference and control through Government procurement policy or
a careful avoidance of Government contracts.

Commercial competition involves ingenuity to advance the state of
the art. A better design merits recognition by those standard buying
techniques which encourage new and better solutions to a problem.
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A policy of greater price competition without incentives for technical
advancement is limiting competition to one narrow area of refinement
in production. The Defense Department procurement practices are
freezing out the most important asset of the free commercial market—
the desire to be first with a new and better product.

Government engineers are being intimidated by their contracting
officers to avoid sole source or brand name buying. They are being
forced to write detailed specifications not limited to one manufacturer,
thus avoiding the latest advancement, and often with inadequate
technical information on available commercial products or practice.
This condition is particularly prevalent in the purchase of very com-
plicated equipment such as electronic systems and instruments.

For example, the Navy Purchasing Office has a policy of buying
only on detailed specifications or qualified products lists. Standard
commercial catalog electronic instruments, often meeting the Navy’s
requirements at less cost, are carefully avoided for fear of criticism
on sole source or brand name procurement. Many products on the
Navy QPL are obsolete by commercial standards. There is an under-
current in DOD that is discrediting sole source and brand name or
equal procurement because of the notion that these buying methods
are noncompetitive.

Sole source or brand name or equal specifications are not without
competition. There is a strong incentive to achieve the unique posi-
tion of being first with a new and better product. Used properly, sole
source buying is a powerful technique for improving reliability, per-
formance, and efficiency. Brand name or equal procurement is an imn-
portant technique for the Defense Department to obtain timely prod-
ucts. We should not so discredit this technquie that we restrict our
DOD agencies to relatively old and outmoded technical gear.

Last year we saw a rash of protests to GAO because of awards to
nonresponsive bidders on brand name or equal specifications. These
awards were made to the lowest bidders without adequate considera-
tion for their products being equal to the brand name. I refer to GAQ-
decisions, B-153531 (March 20, 1964), B-154560 (July 24, 1964), B—
155034 (November 24, 1964), and B-155283 (December 14, 1964).

These cases are only representative of the trend to discredit brand
name or equal procurement. The difficulty stems from excessive em-
phasis on increasing competition when there is inadequate technical in-
formation within the procurement agency to prepare detailed speci-
fications or to fairly evaluate “or equal” bids without bid samples.
This undue emphasis places a higher priority on low price than meet-
ing specifications. The contracting officer is persuaded that the like-
lihood of internal criticism for failure to award to the lowest bidder is
greater than vendor criticism for failure of a competitor to meet
specifications. Vendors don’t like to file protests for fear of black-
Lsting. Hence, abuse of the “or equal” award is increasing.

Utilizing the best products that private industry can develop needs
to be placed in its proper perspective. The Defense Department should
be encouraged to improve and strengthen those buying techniques
which will nsure maximum use of appropriate commercial catalog
products and the avoidance of duplicating by special design that which
1s already available.

It should be kept in mind, too, that small business is best supported
by incentives to protect its own ingenuity of offering technically ad-
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vanced products. The importance of proprietary rights and catalog
products was emphasized at hearings of the House Small Business
Subcommittee in July 1964.

These trends are not healthy for the future of privately financed
technical advancement. If they continue the Government will be fore-
ing private industry to acknowledge Government dominance of tech-
nical advancement through absolute control of technical data and the
determination of product requirements.

Thank you again, Mr. Chairman, for including my statement in the
official record.

Mr. Doucras. We conclude the morning session at this point and
will meet here this afternoon to hear Vice Adm. Joseph M. Lyle,
Director of the Defense Supply Agency.

(Whereupon, at 12:25 p.m., a recess was taken until 2 p.m. of the
same day.)

AFTER RECESS

(Whereupon, the subcommittee reconvened at 2:30 p.m., Senator
William Proxmire presiding.)

Senator Proxmire. The subcommittee will resume.

Our witness, as I understand, is Admiral Lyle, who favored us last
year with a short visit with his predecessor, General McNamara.

Admiral Lyle has had-a long and notable experience as an expert
in logistics in the Navy. We are pleased to know that the DSA con-
tinues its important mission under such fine direction.

Admiral Lyle, you may introduce your associate, if you wish, and
proceed.

STATEMENT OF VICE ADM. J. M. LYLE, U.S. NAVY, DIRECTOR,
DEFENSE SUPPLY AGENCY; ACCOMPANIED BY DR. WILFRED
GARVIN, COMPTROLLER

Admiral Lyre. Thank you, Mr. Chairman.

On my left is Dr. Wilfred Garvin, our Comptroller. In the event
that the cold I have overcomes my vocal cords, he will take up the
reading of my statement. But I will go aslong as I can.

Mr. Chairman and members of the committee, I am pleased to re-
port to you today on the principal changes which have occurred in
the missions of the Defense Supply Agency over the past year, the
current status of its major programs, and its record of accomplish-
ment in the performance of assigned missions.

At the outset, I want to pay tribute to the extremely valuable con-
tribution made to the development of the Agency by the first Director,.
and my predecessor, Gen. Andrew McNamara of the Army. What-
ever success the Agency has enjoyed is due in significant measure to
his leadership, vision, strength, and vigor.

I wish also to express my appreciation for the support which this
committee has consistently given to the advancement of a sound con-
cept of integrated management within the Department of Defense.
The Defense Supply Agency represents an intelligent application of
that concept, and it owes much to the committee’s continued interest
and support.
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MISSION CHANGES

Since our appearance before you last April, significant changes
have occurred in each of our primary mission areas. Some of these
were envisioned before last year’s hearings; others have been initiated
since that time.

Changes in our materiel management mission include:

Assumption of all functions related to integrated materiel manage-
ment of lighting fixtures and lamps, Federal glf;ply Group 62, involv-
ing approximately 25,000 items with wholesale inventories valued at
$10 million;

Assumption of materiel management of engineer supplies for Army
ilsers, involving some 35,000 items with inventories valued at $24 mil-

ion; and

Assumption of procurement support for Army oversea users of
noncataloged and decentralized items in DSA-managed classes. Sim-
ilar support for all Air Force decentralized and noncataloged items
will be imitiated upon disestablishment of Air Force logistic control
groups, effective July 1,1965.

Two major changes were made in our service mission during the
past year. The first, and most significant, was the assignment of re-
sponsibility for centralized management of contract administration
services.

This assignment stemmed from a study directed in early June, 1962,
by the Secretary of Defense. The study concluded that improved ad-
ministration and significant economies could be realized through the
consolidation of certain contract administration services field offices
of the military departments and DSA which dealt separately with De-
fense contractors. Concepts developed in the study were subjected
to an operational test in the Philadelphia region, comprising a five-
State area. In June 1964, the Secreatary of Defense assigned central
management, of the contract administration services mission to the De-
fense Supply Agency.

The purchase function, that is, the initial placement of contracts,
is excluded from this assignment and will remain with the procure-
ment agencies of the military departments. Also excluded are desig-
nated major weapons systems producing facilities, construction con-
tracts, shipbuilding contracts, and contracts for perishable subsistence
items. The assignment includes, however, a wide range of functions
such as preaward surveys of contractors’ facilities, quality assurance
and inspection, and payments to contractors. The assignment also
encompasses the administration of the Defense industrial security
program which includes the functions of central clearance of con-
tractor personnel and clearance of contractor physical plant facilities.
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We are currently engaged in manning the headquarters staff and in
the phased activation of 11 contract administration services regions, in
accordance with the detailed plan approved in December by the Sec-
retary of Defense. Both the headquarters organization and the field
activities will be staffed by military personnel of all the services and
by civilians who have performed these functions for the military de-
partments.

The 11 contract administration services regions, subdivided into dis-
trict, plant, and area offices, will cover the entire United States. The
selection of regional boundaries and field office locations has been gov-
erned principally by considerations of workload concentration. The
Philadelphia region was the first to become operational under DSA,
in September 1964. The Defense Contract Administration Services
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Region, Detroit, was established on April 1 of this year. Regions in
Dallas and Boston will be established on or about June 1; New York
and Cleveland, August 1; and conversion of the Atlanta, Chicago, and
St. Louis regions 1s scheduled for October 1. The remaining two re-
gions, Los Angeles and San Francisco, are scheduled for conversion
December 1 o% this year. The system is expected to become fully
operational by March 1966. Within this overall time frame, some
minor adjustments to the schedule may be required, depending on the
operational problems encountered.

EXHIBIT 1t

CONTRACT ADMINISTRATION SERVICES REGIONS

© ldustrial Secwrity Clearance Offce, Colrmbus, Ohig

REGIONAL ACTIVATION PLAN
PHILADELPHIA  SEP 1964
DETROIT

APR 1965
B80STON JUN 1965
DALLAS JUN 1965
CLEVELAND AUG 1965
NEW YORK AUG 1965
CHICAGO 0CT 1965
ATLANTA OCT 1965
ST. LouIs 0CT 1965

LOS ANGEL ES DEC 1965

SAN FRANCISCO  DEC 1965
INDUSTRIAL SECURITY CLEARANCE OFFICE

COLUMBUS MAR 1965.

Our initial estimates indicate that effective performance of the con-
tract administration services mission can be maintained with a reduc-
tion of over 2,000 personnel, roughly 10 percent of those now employed
by the military departments and DSA, and with ultimate annual sav-
ings of over $19 million by fiscal year 1969 and each year thereafter.
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Senator Proxyire. How do you estimate those savings of 10 per-
cent, 2,000 personnel? How do you determine there is an actual sav-
ing that would not take place otherwise?

Admiral Lyre. There was a very thorough and comprehensive study
made by a joint study group that was established to survey this prior
to the decision to centralize, and to give the mission to DSA.

Following that decision, there was a careful identification of re-
sources at present committed to this function in the military depart-
ments and DSA; and in comparison with that, a careful determina-
tion of requirements by DSA to run the consolidated mission. The
difference 1s the savings in peeple and dollars to which I have referred.

Senator Proxaire. Has there been any criticism of this kind of
an estimate? The Secretary, I think, has done a magnificent, job. But
I frequently have seen these assertions that 10 percent has been saved,
2,000 people, $19 million, and so forth. It is very heartening. But 1
think it is awfully important to try and establish this clearly, and as
-emphatically as possible.

Has there been any serious questioning of this from any outside
group, to your knowledge?

Admiral LyrLe. No, sir, not to my knowledge.

Senator Proxmire. In your judgment, is this something that is
without question—that it has been established ¢

Admiral Lyre. Yes. This isa hard figure.

Senator Proxmire. A hard figure?

Admiral Lyce. Yes.

Now, to the extent that we are not able to do the job with the peo-
ple that we estimate are needed, it would be affected. But I have
-every confidence now that we can do it.

Senator Proxmire. Has there been sufficient experience with this
kind of thing in the past elsewhere, so you have had a chance to check
a.ndedetermine whether or not your estimates have proven out in prac-
tice?

Admiral Lyce. Yes, I think there is. And I think that the experi-
ence of DSA in its supply management mission bears this out. By the
end of this current fiscal year, we will be doing the job that we in-
herited from the services with about 7,800 fewer people than the serv-
ices were using for the same functions prior to our establishment,
which yields an annual saving—and this is a hard figure, too——

Senator Proxmire. You say you are doing the same amount, or
more?

Admiral Lyre. Comparable.

Senator Proxmrre. Comparable amount with 7,800 less. What per-
centage reduction is that?

Admiral Lyre. Well, it is 7,800, and we are now at roughly 32,000.

Senator Proxuige. I see.

Admiral Lyre. About 25 percent.

Senator Proxmire. Yes, that is a very substantial reduction. Thank

ou.
v Admiral Lycre. The second major change in our service mission
was initiated in November 1964, when the Secretary of Defense ap-
proved the recommendation of a joint study group to designate the
Secretary of the Army as single manager of combined military traf-
fic and terminal management missions. This embraces traffic manage-
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ment, and control of movement into and out of air and ocean terminals,
and the management and operation of common-user ocean terminals.
The decision to establish the Military Traffic Management and Termi-
nals Service brought about the transfer to the Department of the
Army the major part of the mission and resources of the Defense
Traffic Management Service. Included in this was the transfer of
the Defense-wide responsibility for consolidated management of house-
hold effects of Defense personnel.

The Defense-wide program assignments to DSA have also under-
gone significant change since I last appeared before you.

The administration of the Defense-wide standardization program,
previously assigned to DSA, has been reassigned to a newly estab-
lished Office of Technical Data and Standardization Policy in the
Office of the Assistant Secretary of Defense (Installations and Logis-
tics). This change does not alter either the responsibility or the au-
thority of DSA with respect to the standardization of items assigned
to it for management.

Assignment has been made to DSA. of a Defense-wide mission to
develop and maintain a master file of all Defense owned or leased
automatic data processing equipment and to promote maximum re-
utilization of this equipment within the Department of Defense.
The objective of this assignment is to facilitate the release of
automatic data processing equipment and related supplies and mate-
rials no longer needed by one Defense activity to other activities
that need them and that otherwise would be required to purchase
or lease them.

The DOD ADPE Reutilization Screening Office is staffed and fully
operational. An inventory of excess ADP equipment and materials has
been established, and DOD needs are screened against these excesses.
In addition, DSA listings of excesses are made available to the Gen-
eral Services Administration for Government-wide screening. Dur-
ing the current fiscal year through March, a total of 378 line items,
with an acquisition value of $20.3 million, have been reported as
excess. 'Transfers of 155 line items of equipment, valued at more
than $7.7 million, have been effected between the military depart-
ments and between the Department of Defense and the General gerv-
ices Administration.

MANAGEMENT IMPROVEMENTS

Improved management of continuing and newly assigned missions
remains a primary objective of our Agency. I should like to bring to
your attention the principal management improvement projects in
which we have been engaged over the past year.

In response to a specific recommendation contained in the 1964
report of this committee, the General Services Administration and the
Defense Supply Agency set up a joint project to identify short shelf-
life items now 1n stock and to devise ways and means to improve their
utilization throughout the Federal Government. A joint study group
was charged with the task of identifying assets on which the shelf life
might expire if not used promptly; developing standard shelf-life
terminologies and definitions for use throughout the Government;
devising means of insuring full utilization prior to expiration of shelf
life; and formulating standard procedures and controls over item
1d%1'17t3f’;catlon, marking, and storage. (See pp. 99, 193, and appendix,
p. 879.
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The review of the study group substantiated the findings of the com-
mittee concerning losses from short shelf-life items. A report of the
study group’s findings and recommendations is being staifed among
the military departments and the General Services Admmistration
prior to submission to the Secretary of Defense and the Administrator
of General Services. In his recent report of April 2, 1965, which has
just been received, the Comptroller General has raised certain addi-
tional questions concerning the coverage of the study and the group’s
recommendations; and these, too, are under consideration. You may
be assured that the Defense Supply Agency will take all feasible action,
within the limits of its authority, to alleviate the conditions which
gave rise to your committee’s concern. A full report will be made to
the committee upon completion of the staffing and approval of the
recommendations. (See p. 58.)

Over the past year we have stepped up our efforts to halt or reverse
the continued growth in the number of items in the Defense portion
of the Federal Catalog. Item reduction decisions, incident to stand-
ardization review of 187,000 items, totaled 80,000-DSA and service-
managed items during fiscal year 1964 and nearly 90,000 out of the
265,000 reviewed during the first 9 months of fiscal year 1965. In addi-
tion to the reviews incident to standardization, items experiencing no
demand for 21 months or more are also reviewed. During the current
fiscal year through March, we examined over 115,000 inactive items,
resulting in decisions to delete approximately 55,000 DSA-managed
items.

We believe, however, that major gains in stemming the growth of
the catalog will come from the control of new items entering the sys-
tem. Since this effort was begun in fiscal year 1963, an effort which
involves improved initial provisioning procedures and requirements
determination, and better screening techniques to identify duplicates
or substitutes already assigned Federal stock numbers, a downward
trend in the number of new stock number assignments has been noted.
The DOD Item Entry Control Office, establishment of which was
reported to the committee last year, is presently conducting a pilot
test of item entry control procedures. Results thus far have been
gratifying. During a 6-month period of the test, 45 percent of the
requests for new stock numbers which were reviewed were rejected,
and 32 percent of the requests were found to have existing Federal
stock numbers or recommended substitutes already in the system.

Another area currently under study is that of engineering data
interchange among the military departments, DSA, and industry. At
the direction of the Secretary of Defense, pilot testing of an engineer-
ing data retrieval system is being conducted under DSA management.
The system features the positioning of engineering data microfilm
files at both Government and industry activities engaged in research
and development, and production engineering. Benefits are expected
from reduction in duplication of design, testing, documentation, and
engineering search time, all of which lessen the chance of duplicate
items entering the supply system. Evaluation of the pilot test will
be made in August, after which recommendations for a future course
of action will be presented to the Secretary of Defense.

As you will appreciate, most of the effort of DSA toward inte-
grated supply and service management could be accomplished only



82 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

through the use of modern automatic data processing equipment. At
the present time, we have 16 computer installations. However, DSA
inherited diverse equipment and systems from the military depart-
ments. The incompatibility of the equipment and systems has cre-
ated significant problems in programing and in the application of
uniform procedures. (See p. 130.)

As one major means of coping with this problem, we have estab-
lished the Data Systems Automation Office at Columbus, Ohio, to de-
sign and develop uniform computer programs and data processing
procedures.

We have also established three major projects designed to achieve
standardization of mechanized systems, procedures, and programs.

The first of these, mechanization of warehousing and shipment
processing, known as MOWASP, addresses itself to data processing for
storage depot operations as they relate to warehousing and traffic man-
agement functions. The second project is standard automated ma-
teriel management systems, or SAMMS, which result in uniform
materiel management procedures throughout the Agency. The third
project, mechanization of contract administration services, or
MOCAS, is a uniform data system for the Defense Contract Adminis-
tration Services Regions that provides for use of computers in fur-
nishing contract administration services to buying offices and item
managers.

Reports of performance or deficiency in the Agency’s operations
continue to receive special attention. One of the principal sources of
these reports is the General Accounting Office. From DSA’s estab-
lishment through the end of March 1965, DSA has received 71 reports
from the General Accounting Office. Of the 116 separate recom-
mendations contained in the reports, final action has been taken on 101.

Generally, the GAO recommendations in the areas of value engineer-
ing, standardization, and control of the entry of new items into the
supply system have met Department of Defense agreement. How-
ever, we do not fully concur with the GAQO recommendation that we
should override military judgment as to the acceptability of offered
substitutes. Not only does DSA, under its charter, lack the authority
to force the acceptance of substitute items, but we believe that mili-
tary requirements should override supply considerations, and that in
the event of disagreement between DSA and the services, the Secretary
of Defense should make the decision. However, we are alive to the
need to maximize utilization of inventory assets and will aggressively
prl())fnote use of long supply materiel as substitutes wherever practi-
cable.

Still another important area currently under study relates to our re-
sponsibility for administering Defense surplus disposal operations.
In 1964, DSA accomplished the reutilization or disposal of 6.9 billion
in excess and surplus materiel. The program was self-sufficient, costing:
$80.5 million and yielding a total of $111.4 million in proceeds from
sales. The Secretary of Defense initiated a study, known as project
26, for improvement of the surplus sales program. A task force re-
port was submitted, with approximately 60 recommendations relating
to both the operational and management aspects of the program. The-
Defense Supply Agency accepted and has implemented those recom-
mendations which fall within its area of responsibility. As a result, a.
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number of major improvements have already been made. Certain dis-
posal activities were abolished, others were consolidated, without im-
pairing the effectiveness of operations. In addition, DSA initiated
other management improvements in the disposal operation. The num-
ber of sales offices was reduced from 34 to 18 by the end of fiscal year
1964, at a savings of approximately $1.7 million a year. Early in
this fiscal year, we initiated a further reduction in the number of sales
offices from 18 to 12 to achieve additional streamlining of the sales
organization. However, action on this phase of the program has been
stopped, to minimize the impact on personnel, pending finalization of a
plan to transfer the disposal sales function to GSA, and the potential
pattern of sales offices under GSA operation. (See p. 131.)

Recognizing the increasing role of the General Services Administra-
tion as a supplier for Defense users, we informed the committee, during
last year’s hearings, that the Department of Defense and the Gen-
eral Services Administration had entered into a tentative agreement
delineating their respective roles in a coordinated supply system for
the Federal Government. This tentative agreement contained criteria
governing the selection of groups, classes, families, or items for man-
agement by the Defense Supply Agency for Defense users or by the
Federal Supply Service for all Federal Government users. The cri-
teria were subjected to a comprehensive test to insure that they were
adequately defined and susceptible to practicable application. The test
was completed early last fall. On the basis of the test, mutually
agreeable changes were made in the criteria and other provisions of the
agreement to insure uniform understanding and application. A final
agreement, incorporating changes resulting from the test, was ap-
proved in December 1964 by the Assistant Secretary of Defense and
the Administrator of General Services! We are now engaged with
the General Services Administration in the application of the agreed
criteria to all supply classes designated for integrated management by
the Department of Defense.

The agreement reached last December also contains a provision re-
quiring the Defense Supply Agency to consider support of all Govern-
ment agencies for certain supply groups or classes. This provision
does not rely upon a principal user criterion as the basis for Defense
management. The circumstances under which Defense will consider
Government-wide supply support are special and limited in the agree-
ment. (Seep.188.)

1 See staff report, 1965, p. 216, et seq., for wording of agreement.
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EXHIBIT 11l
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First, the groups or classes in question must %ualify, under the
agreed criteria, for management by the Defense Supply Agency as
an integral part of the military supply system.

Second, the General Services gministration must determine that
separate arrangement for support of civil a%encies would result in
igniﬁcantly higher costs than management by the Defense Supply

ency.

'Iyd, the Defense Department must agree that such support will
not impair performance of its primary military mission or signifi-
cantly increase operating costs or inventory investment.

Preliminary studies indicate the feasibility of DSA management
of clothing, electronics, and petroleum supplies. Accordingly we are
now engaged, with the General Services Administration and the prin-
cipal interested civil agencies, in drawing up detailed plans for this
assignment to include identification of specific economies resultin,
therefrom. These will be submitted to the Secretary of Defense an
the Administrator of General Services for their consideration. Fur-
ther study of medical and subsistence supplies will be required before
even tentative conclusions can be reached as to the desirability of
DSA management of these commodities for all Federal agencies.

OPERATIONAL EFFECTIVENESS AND ECONOMY

In spite of assignment of additional tasks and an increase in work-
load associated with tasks already assigned, DSA has, over the past
year, continued to seek ways to reduce costs without loss in support
effectiveness. We have had significant success in this effort.

Operating costs of the Defense Supply Agency will be reduced, by
the end of fiscal year 1965, $57.1 million below the cost identified to
the same functions at the time of their transfer from the military
departments.

ince establishment of the Agency, a cumulative total of $3.1 billion
worth of materiel has been transferred to it. At the end of fiscal year
1964, this investment had been reduced to $2.2 billion. By July of
this year, we expect our inventory investment to be $1.9 billion and
even further reduced to less than $1.6 billion by the end of July 1966.
I wish to emphasize that these reductions are being made primarily
by sale or transfer for use without replenishment of stocks in lo:
supply. They are not being made at the expense of validated an
protectable mobilization reserves.

47-662—63 7
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EXHIBIT IV

DSA INVENTORY REDUCTION TRENDS
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Last year we undertook a comprehensive review of our inventory
control point structure to explore feasible realinements which would
reduce operating costs while assuring equal or better service to our
customers. As a result of this review, we will consolidate the missions
and functions of the Defense Medical Supplx Center in Brooklyn, and
the Defense Subsistence Supply Center in Chicago, with those of the
Defense Clothing and Textile Supply Center in Philadelphia. The
new center will perform inventory management functions for com-
modities directly supporting military personnel: food, clothing, and
medical supplies, The new, enlarged center will be named, therefore,
the Defense Personnel Support Center. We have transferred the in-
ventory management of packaged petroleum and chemical supplies
from the Defense Fuel Supply Center in Washington, D.C., to the
Defense General Supply Center in Richmond. Transfers will be
completed early in fiscal year 1966 and will, after offsetting one-time
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moving costs, result in a $3.6 million reduction in DSA operating costs
in that year. Savings will rise to $5.7 million annually in fiscal year
1967 and each year thereafter.

By the end of this fiscal year, DSA will be performing presently
assigned functions with over 7,800 fewer personnel than were required
for the same functions prior to consolidation in DSA. These reduc-
tions have been and are being accomplished with minimum impact on
the personnel involved. I am confident that further reductions in the
immediate future will be effected in the same manner. We are ex-
tending every effort, as is the entire Department of Defense, to make
personnel reductions without adverse 1mpact on those involved by
offering them other jobs in the Agency, in the Department of Defense,
or in other Government agencies, and by not filling vacancies caused
by retirements and resignations.

EXHIBIT V
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The reductions in personnel and consolidation of facilities have
been achieved with no loss in the quality of support we furnish our
customers. During the past year, we have consistently maintained a
stock availability of over 90 percent in relation to requisitions placed
upon our supply centers, except for short periods when major manage-
ment transfers were in process. This indicates that we were able to
issue immediately out of available stocks the items requested by the
military customers in 9 out of 10 cases.

EXHIBIT VI

DSA CUSTOMER SUPPORT INDICES
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Our on-time fill rate over the past year has averaged 85 percent.
This percentage represents issues from our depots, and from stock
points operateg by the military departments, shipped within the time
frames prescribed by the priority system of the Joint Chiefs of Staff.

During the current fiscal year the number of items in the Defense
portion of the Federal Catalog has again decreased slightly. In the

eriod 1958 through 1962 the number of active stock numbers in the
%efense Catalog increased an average of over 160,000 items per year.
From the peak of 3.97 million items 1n fiscal year 1962 we decreased to
3.95 million items at the end of fiscal year 1964, and as of March 1965
we had reached a new low of 3.89 million items. Of these DSA is
responsible for 2.46 million items in our assigned classes or 63 percent
of the total items cataloged. This, too, is a slight decrease from the
number of items recorded at the end of fiscal year 1964.

EXHIBIT VIl
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The value of our procurements during fiscal year 1964 aggregated
$2.7 billion. We reached $2.4 billion at the end of March 1965. Sub-
ject to some now unforeseen change in service requirements our fiscal
year 1965 procurement goal of $3 billion should be met.

EXHIBIT Vil
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During fiscal year 1964 nearly all of the $2.7 billion of DSA. pro-
curements were subject to competition; of this $2.5 billion were
awarded through competitive-type contracts. As of the end of March
1965 $2.2 billion of the fiscal year 1965 procurements of $2.4 billion
were made competitively.
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EXHIBIT IX

VALUE OF DSA TOTAL AND COMPETITIVE
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DSA sales from the Defense stock fund amounted to $1.7 billion
in fiscal year 1964. At the end of March 1965 sales had reached $1.4
billion, well on the way to the fiscal year 1965 goal of $1.8 billion.
The difference between the value of procurement and the value of
sales was over $900 million in fiscal year 1964 and has exceeded a
billion dollars thus far in fiscal year 1965. This difference is caused
by several factors. One of these is our effort to reduce inventory
values by issuing, without replacement, materiel on hand excess to
our needs, as indicated by consolidated requirements computations.
Another and much more significant cause is that our bulk petroleum
assignment is confined to procurement only, with inventory manage-
ment retained by the military departments.
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Line items issued from the DSA system increased to a total of 12.3
million in fiscal year 1964. Fiscal year 1965 issues have exceeded
11 million through March and are expected to reach 15.9 million by
the end of the fiscal year.

EXHIBIT X

DSA MATERIEL SHIPMENT WORKLOAD
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We have progressively increased the volume of long supply re-
utilization within the Department of Defense. We expect to achieve
reutilizations of long supply materiel worth about $1.4 billion during
this fiscal year. These interchanges of materiel among the military
services obviate new procurement or permit users of the materiel to
satisfy a valid requirement which would not otherwise be met.
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EXHIBIT XI

MATERIEL UTILIZATION COST REDUCTION ACTIONS
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The Defense Supply Agency is performing all assigned missions
and tasks effectively and efficiently. I believe that we have equaled
or exceeded the goals set for us when DSA was established, in terms
of both effective support of the military services and operational
economy.

I do not, however, wish to leave you with the impression that we are
fully satisfied with our performance or are complacent about our
capability to respond to military emergency or contingency needs.
We are continuing to seek ways to improve our responsiveness to the
mobilization and contingency plans of the military services; the
coordination of our own continuity of operations planning with
service plans; and the adaptation of supply procedures to military

riority determinations. We are currently engaged with the Joint

taff and the military services in a review of all mutual military

concerns.
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Mr. Chairman, this concludes my presentation, but, with your per-
mission, I should like to submit a group of exhibits for the record
to further amplify several points I touched on briefly in my state-
ment. Iam ready for your questions.

Senator Proxmire. Those exhibits will be placed in the record at
the points you indicate and for the purpose you desire. (Exhibits
referred to are those appearing throughout Admiral Lyle’s statement
to this point.)

COMPETITIVE CONTRACTS IN DSA

Senator Proxmire. You say, Admiral, that during fiscal year 1964
nearly all of the $2.7 billion of DSA procurements were subject to com-
petition. Then you talk about $2.5 billion awarded through competi-
tive-type contracts.

What do you mean by a competitive-type contract? What propor-
tion of this 1s advertised competitive bidding, and what proportion of
it is some other kind of competition? I would like a breakdown.

Admiral Lyre. The figure that I gave, Mr. Chairman, embraces all
forms of competitive procurement formally advertised as well as com-
petitive negotiation ; 40.9 ?ercent was formally advertised.

Senator ProxmMire. 40.91

Admiral Lyre. 40.9; yes, sir.

Senator Proxyire. Do you have any further breakdown—can you
further refine your types of competition ?

Admiral Lyie. I have no further breakdown of the remaining 50
percent, which is merely other forms, but it would be competitive
negotiation.

enator Proxmire. Negotiations that are competitive. You mean
more than one supplier ?

Admiral Lyie. Yes.

Ser}zator Proxmire. How does that 40.9 compare with previous
years?

Admiral Lyre. In 1964 it was 87.8. It isup 3 points.

Senator Proxmire. Do you have any years previous to that?

Admiral Lyre. Idonot have that, sir.

Senator Proxmire. I am a little surprised it is not higher than
that—although I know you are doing your best in working on it,
because it seemed to me that GSA has a record that is considerably
better. They have a much higher proportion than half of their sup-
Flies, as I understand it, by advertising competitive bids—something

ike three-quarters.

PURCHASE UNDER $2,500 NEGOTIATED

Admiral Lyre. I am not sure that the terms are comparable. For
instance, under the Defense system, all small purchases, that is, un-
der $2,500, shall be negotiated. These, in DSA, represent over 70
percent of the purchase actions and about 8 percent of the dollars
spent. While the small purchases are negotiated, they are awarded
competitively to the maximum extent possible.

Brand name procurements for the commissaries, which represent a
significant dollar value, are not reported as competitive procurement.

Senator Proxmire. Well, to the extent that you have items that are
less than $2,500—and many of them would be less than a thousand
dollars, I imagine—you would buy, I take it, at the lowest price, and
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the sellers would advertise in many cases—perhaps in most cases. Yet
you would not call that advertised competitive bidding. For example,
if you are buying some kind of food, canned food, and a number of
companies have it for sale, you would buy at the lowest price, and they
might all advertise.

ﬁdmira.l Lyie. If you were specifying Campbell Soup, that is all
you were looking for to sell your customers at the commissary—

Senator ProxyIre. You would buy at the lowest price.

Admiral Lyre. You would buy at the lowest price. But still it
would not be considered competitive procurement, when you buy by

"brand name. :

Senator Proxmire. You would buy in response to what the cus-
tomers at the commissary requested.

Admiral Lyie. Yes. I did not mean to imply we use this approach
for our normal business. This is solely for resale through the com-
missaries, where we engage in the brand-name procurement, to meet
specific brand-name requirements. But our normal business, for sup-
port of Defense, for Government, is not on a brand-name basis at all.
It is on the basis of specification.

IDENTICAL BIDS REPORTED TO DEFARTMENT OF JUSTICE

Senator ProxMIire. Now, where you solicit bids and get identical
bids, do you report, that to the Department of Justice?

Admiral Lyre. Yes, sir.

Senator Proxmire. You do. Good.

Now, several times in your statement you indicated there have been
a number of savings in jobs. You went into some detail indicating
you made an effort to do what you could to place these people and see
there was no suffering.

As I recall, you said you actually interrupted a program because
of its impact on personnel—you felt apparently if you continued that
people would be thrown out of work, and it was hard to find provision
for them.

Do I interpret that correctly ?

TRANSFER OF SALES FUNCTION TO GSA

Admiral Lyre. We are in the process of reducing the number of
Defense surplus sales offices from 18 to 12. They are the activities
around the country that sell Defense surplus.

As perhaps you know, GSA has a parallel surplus sales organiza-
tion for Federal agencies other than Defense. There are negotiations
in process for GSA to take over this function. They have had the
fundamental responsibility under law. We have been performing
under delegation for many years.

So I had no way of telling, and neither did GSA, on short notice, just
where they would locate these combined offices—whether they would
close out all of ours and move to theirs, or whether they might shift
to ours in some cases, with respect to geographical location. So rather
than force people in the six Defense surplus sales offices that we were
going to close out to make two moves, I froze the disestablishment of
those six until we found out GSA’s plans, and then they could make a
single coordinated move.
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Senator Proxarire. I see.

Well, where you do eliminate jobs, do you have any statistics to in-
dicate the number or percentage of people who actually have been
discharged and as far as you know did not quickly and promptly find
employment %

Admiral Lyie. No, sir; I do not believe I have any reliable statistics
on that.

Senator Proxmire. You give the impression that you make an effort
to place everyone, and I thought it might be helpful to us, in judging
the program, if you can qualify it by indicating how many you do
place and how many you do not.

Admiral Lyre. 1 can relate our experience so far.

Senator Proxmire. That would be helpful.

Admiral Lyie. Using the last 2 years as a representative period,
eight specific cases of management transactions involving consolida-
tions, transfer of function, or reduction in force were examined. In
these cases, of the 1,429 employees affected, 1,280 were placed, either
within DSA, with other Government agencies, or with local govern-
ment or private industry; 109 employees retired or resigned, and
40 were separated and not placed. All of the 40 received 1 or more
offers of continued employment ; 26 of the 40 were separated for failure
to accompany their function when it was transferred; and 14 were
separated in reduction in force actions after they had refused offers
of positions available.

SMALL BUSINESS PROCUREMENT

Senator Proxmire. Incidentally, do you have any statistics at all
on the procurement by small business—from small business?

Admiral Livre. You mean on the absolute dollar levels or percent-
age? Our percentage is running about 41 percent.

Senator Proxmire. Forty-one percent to small business?

Admiral Livre. Yes, sir.

Senator Proxmire. The Defense Department, overall, as I under-
stand it, procures 15, 16 percent.

Admiral Liyre. We would naturally be on the high side.

Senator Proxmire. How does that compare with the past record ?

Admiral Lyre. Well, it is going down—it is really about level.

Senator ProxMire. It was 42, it is down to 41—about the same?

Admiral Lyre. Forty-three fast year, so far we are 41.5, but this
may be a seasonal dip.

Senator Proxmire. How does it compare with GSA ?

Admiral Lyre. I donotknow, sir.

Senator Proxmire. Do you have a program?

Admiral Lyre. A very strong, vigorous program. We have busi-
ness counselors who participate to a large degree in regional and local
business consultation around the country. We have a staff that en-
gages primarily in business counsel, procurement counseling.

enator ProxmIRE. Maybe 114 percent——

Admiral Livre. Itisa change in the product mix.

Senator ProxMmire. A change from 43 down to41.5.

Admiral Lyre. It is a change in the product mix, in that a greater
proportion of technical items are procured, which have fewer small
business sources.
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Senator Proxaire. You are sure of that? )

Admiral Lyre. Yes, I am. We have a dropoff in the labor surplus
area, too. This is the result of the fact that we have fewer labor sur-
plus areas. .

Senator Proxmtre. You still have the same small business problem,

Admiral Livie. Yes, sir.

TRAFFIC MANAGEMENT DECENTRALIZED TO ARMY

Senator Proxmire. Why was traffic management decentralized in
the Army rather than centered in DSA %

Admiral Lyre. Traflic management was transferred to DSA at the
time 1t was established. The function was consolidated back in 1955.
It was in the original group of single manager assignments. It was
an Army single managership at that time. Then when we were
formed, traffic management, along with all of the other then existing
single managerships, except MATS and MSTS, the Navy sealift pro-
gram, were transferred to DSA, and the traffic management element
became a component command of DSA. Then, fairly recently, durin%
the course of the past year, following a study by the Joint Chiefs o
Staff and the OSD and the military departments, the decision was
made to form a consolidated traffic management and terminal service.
It was felt there was a natural affinity between the traffic management
function which controlled the feed of material to the ports and the
management of the ocean terminals themselves. The decision wasmade
to assign this combined function to Army, since it had the predominant
interest. The element was then transferred back to Army and merged
with the terminal management function. This was done about the
1st of February, I believe.

Senator Proxaure. Thank you. I just wanted to revert to the pre-
vious question before the last one. It has been called to my attention
that the (GSA. small business program seemed to work in reverse in
1963 and 1964. TFiscal year 1963 the GSA placed 40.5 percent of the
dollar volume with small business firms. In the first 6 months of fiscal
year 1964 they placed 57.5 percent, or $210 million, with small busi-
ness firms.

Do you have fluctuations that are that substantial ?

Admiral Lyre. No. I suspect one thing that might have been a big
contributor to that was the transfer of the paint and handtool manage-
ment function from Defense to GSA. This would have had a sig-
nificant effect. This is what I meant by change in product mix. Some
of our high performer elements were lost. when the mission was trans-
ferred to GSA. This would affect our performance statistics.

MANAGEMENT OF ADPE

Senator Proxmire. Perhaps the most dramatic and exciting devel-
opment in our economy in recent years has been the development of
computers. You have had by far the biggest experience with this—
I mean the Defense Establishment as a whole. I realize that most of
these computers are in perhaps the classified area, and do not have as
much relevance anyway to the rest of the economy. But your com-
puters do have.

On the basis of your own experience, do you envision that there
should be a comprehensive, Government-wide control of computers so
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that they could be made available throughout the Federal Government,
or do you think that perhaps the future of this would suggest that we
should proceed on a department-by-department basis?

Admiral Lyre. I think there should continue to be centralized con-
trol of procurement through the use of Federal supply schedules and I
think there should be a central system of:

Senator Proxyike. It is a huge operation—is it $3 billion, roughly?

Admiral Lyre. I do not know, sir. I think there should be an or-
ganized means of maximizing utilization within the Federal Govern-
ment, an organized system whereby existing assets can be used to meet
new requirements. I think the thing we have got to be careful about
in centralization in this particular field is to avoid giving the central
organization authority over requirements, and utilization. I think this
has got to be left with the users of the computers.

Senator Proxmire. How much of the contractor equipment is the
DOD paying for?

Admiral LyLe. Would you repeat that question?

ADPE USED BY DEFENSE CONTRACTORS

Senator Proxmire. How much contractor ADP equipment is the
Defense Department paying for? That is, leasing, and not buying ?

Admiral Lyre. By defense contractors?

Senator Proxmire. That is correct.

Admiral Lyre. T do not have that, sir. I will attempt to furnish
it for the record.

(Material below subsequently supplied for the record.)

The Department of Defense does not have an inventory of contractor-leased
automatic data processing equipment. A Bureau of the Budget survey in April-
May 1964 revealed that ADPE used in cost-reimbursement-type contracts by 65
of the top 100 Government contractors includes 771 computer systems at an esti-
mated purchase price of $516.9 million. These 65 contractors account for 61
percent of the military contract dollars. However, DOD owned and leased ADP
equipment is included in DSA’s listing of equipment available for reutilization,
whether such equipment is located in Defense or as GFE in contractors’ plants.

Senator Proxyire. I presume—I do not want to assume anything—
is there a study going on constantly to determine the wisdom, on the
one hand, of purchasing, as compared with leasing?

Admiral Lyie. Yes, sir. This is a matter that is under constant
consideration. As a matter of fact, there has been recently completed
a special study on contract support services, which includes consid-
eration of buy versus lease, and contractor buy or lease versus Govern-
ment furnishing ADP equipment to contractors as GFE. This study
has just been completed and is now being staffed prior to submission
to the Secretary of Defense. This is a study that Secretary Ignatius
has under his jurisdiction. (See p. 55.)

Senator Proxmire. I havea couple more questions, but at this time
I will defer to Senator Jordan.

Senator Jornan. Thank you, Mr. Chairman.

SHORT-SHELF-LIFE ITEMS

Admiral, in the subcommittee’s report last year, they called attention
to the short-shelf-life items, indicating that there are many items in
the Federal stocks which are subject to spoilage and deterioration, and
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obsolescence. They directed particular attention to the supply man-
agement of those items.

CRITICAL REPORT OF COMPTROLLER GENERAL

I have before me a letter by Joseph Campbell, Comptroller General
of the United States, in which he 1s quite critical of your agency for
the deficiency in supply management on paint and other short-shelf-
life items.?

Have you taken any steps to correct those deficiencies in supply
management ?

Admiral Lyie. Well, not in specific relation to Mr. Campbell’s
letter, because we but recently received that letter and the report, sir.

As he states, it of course relates to and amplifies the shelf-life study,
a joint study that was inangurated during the past year as a result of
the Committee’s recommendation. (See pp. 80, 379.)

We have not taken any final action or taken a final position on either
the study or Mr. Campbell’s report. We have not completed the
staffing of it. So I am not in a position to react in any complete detail
to it.

But in general, I think his concern is well founded, his findings, I
believe, are generally valid ; we would go along with them.

There are some deficiencies in the program that need correction, and
we are going to address ourselves to them.

I would like to go on and emphasize that I think we have a good,
sound system which has these principal features—that all items which
are subject to deterioration by the passage of time are identified, and
with the shelf life designated. This fact is taken into account in
the requirements process. In other words, you do not buy beyond the
shelf life of the material in question.

There are special measures taken at the depot level, the storage
point level, to insure the rotation of this material and the issuance of
old material first, and as an item approaches its shelf life, to issue it.
Even if it goes beyond designated shelf life—since in most cases, in
many cases, as a practical matter, although it has reached the technical
limit, it may stili be in perfectly fine shape—we send it to a laboratory
for technical examination. We do this, for instance, as a matter of
course, on film, Where film approaches its labeled and designated
shelf life, we will send it to a laboratory and have it subjected to test,
and if it 1s found to be in good shape, we will then continue to issue it,
although we would never 1ssue such film that is even in that stage to
tactical users, only to users ashore, in the administrative establishment.

So we have got basically a good system. But there obviously are
flaws in it, we need to tighten it up.

These studies and the GAO report have shown this. We are going
to use the experience that has come out of this study and out of the
GAO report to do just that.

DSA INHERITED PAINT AND HANDTOOLS

The only other point I would like to make on this, Senator, is that
we inherited both the paint and handtools from the services not too
long ago. We had the handtools altogether about 2 years, from the

1 Rept, B-180417 is printed in full in “Background Material on Economic Impaet of
Federal Procurement—1965,” p. 224, issued by the Joint Economic Committee, April 1963.
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time of our establishment until we turned it over to GSA. And we
had the paint about 18 months, from the time we took it over from
the services until we turned it over to GSA.

So some of this was inherited probably from Korean war stocks and
so forth-—material that is overage in wholesale inventories and down
at the base level.

This leads me to my last point. Even if you achieve perfection
at the wholesale inventory manager’s level, you still are going to have
some degree of problem down at the base level, where it has been
drawn out of the wholesale system and is down at the individual air
station or base, airbase, or Army post. You are going to find some
cases where it goes over age on the shelf there.

Now, one way we try to cope with this is with a liberal credit return
policy, through which we encourage the individual posts and camps
and stations to turn back their material as it approaches the end of its
life, put it back into the system, so we can issue it to someone else.

Senator Jorpan. I can understand the deterioration by just some
products that are short lived—rubber and so on. But, the matter of
disappearance is mentioned here at one point in Mr. Campbell’s letter,
and he says, “In addition, our limited review disclosed that prior to
the transfers”—that is from the Defense Supply Agency to GSA—
“the Defense Supply Agency decreased its inventory down by approxi-
mately $2 million because stocks of these materials could not be physi-
cally located or were unfit for use.”

Admiral Lyce. Inoticed that, sir.

INVENTORY SHORTAGE

Senator Jorpan. I can understand a deterioration taking place.
But why could they not be physically located ?

Admiral Lyce. I have no facts on that, Senator. I noticed that.
I am investigating it now. Conceivably this could have been a paper
shortage that was transmitted to us at the time the material was trans-
ferred to us, when we were established, and the availability of the
material may not be traceable. But I cannot respond to you fully.

Senator Jorpan. I am aware that is a relatively small percent, in
view of the tremendous volume of material you handle. But by the
same token, this is a limited review that he is speaking of.

I was wondering how prevalent that might be.

Admiral Livie. I thought it was a significant quantity. I was quite
concerned about it. I have asked for a report on it. But I do not
have the answer to give you now.

Senator JornaN. Thank you. Thatisall I have.

Senator Proxarmre. To go back again to the equipment that we were
discussing before, the automatic data processing equipment, the com-
puter systems—as I understand it, your Agency, Defense Supply
Agency, handled the systems from the departments, and under these
circumstances it seems there perhaps should be more control on pro-
curement and management of this equipment, along the lines suggested
by the chairman of the subcommittee, Senator Douglas, in his bill
that was introduced on March 22. I do not know whether you have
had a chance to read the bill or not.

Admiral Lvre. No,Ihavenot had a chance.
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Senator Proxarre. This is a bill which would provide for coordina-
tion, for economic and efficient purchase, lease, and maintenance
operations, along the line that perhaps you will be interested in follow-
ing after you have had a chance to examine this report.

T understand you say this report has just been made available.

Admiral Lyie. I was referring to the report—the GAO report—
on the shelf life.

Senator ProxMtre. No, this is before that—when I was questioning
last. I am not referring to this Jast question.

Admiral Lyie. Contract support services study report? Yes.

Senator Proxmire. I am wondering if on the basis of that report
you would be able to make a finding or recommendation on the Douglas
bill.

Admiral Lyce. This is a question that is within the purview of
Secretary Ignatius. It is in his province, the matter of overall ADP
utilization policy. It is beyond mine.

Senator Proxyire. I just have a couple more brief questions.

Admiral Lyte. That report that I spoke of, Mr. Chairman, deals
only with contractor use of ADP. It would not embrace the total
field. I just wanted to complete the record on that point.

PURCHASE SPECIFICATIONS

Senator Proxmire. I understood you to say that most military
purchases are by specification.

Admiral Lyre. Most of ours, I said.

Senator Proxmire. Therefore, they are outside the advertised com-
petitive bidding sphere.

Admiral Lyre. No; therefore they are within it. That is what I
meant to convey.

Senator Proxmrre. Obviously, when your specifications are very
meticulous and precise, it may be that you only have one or two sup-
pliers who can deliver the particular item to you. In other words,
1f there are standard-size typewriters and the Government wants one
that is an inch broader, it might be pretty hard to find suppliers who
can come in and make a competitive bid which is economical.

Admiral Lyre. I was speaking in the context of brand-name pro-
curement. I said this was only for resale purposes. The general
range was under specifications.

Senator Proxmire. Well, let’s forget about that. I am thinking of
the fact that so often when the Government procures things, they do
have specifications. You see, some of us are concerned about the fact
that advertised competitive bidding—I am not critical of your par-
ticular agency, but I think this is generally true-—you probably have
the best record, percentagewise, of any Defense agency-—such a small
percentage, 15, 16, 17, 12 percent, something like that, are adver-
tised competitive bidding. One of the reasons for it is because they
say that the Government has peculiar specific specifications and that
these can only be met by one or two suppliers.

I am wondering if you can enlighten me at all on whether you or any
other agency, to your knowledge, has any procedure to police this
specification procedure, to make sure that it is needed, and not merely
an additional method of making sure that you deal with one supplier.

Now, this question does not. mean to imply there is any dishonesty
on the part of the procurement officials. I am sure there 1s not. I

47-662—65——8
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have had a lot of experience with them, and I know they are the
highest type people. But it is true that it is easier to deal with a
supplier you know, have had relationships with in the past, and more
digicult to deal with new people. This seems to me to be an element
in keeping the procurement costs higher than they otherwise might be.

Admiral Lyre. I would agree, sir.

Senator Proxarmre. What method is there being used now in the
Defense Department to police specifications and make sure they are
necessary ?

Admiral LivLe. Let me start off by saying it is basic Defense policy,
as you probably know, sir, to maximize competition, and wherever
possible to buy by formally advertised means. ~You have to justify any
deviation from this.

Senator Proxmire. One way of justifying it would be to provide
specifications which are so stringent that only one or two suppliers
can meet them. Recognizing this as a policy, I am wondering, is
there any method that you know of, by which the Defense Department
or the GSA policies its procurement, to make sure whatever specifica-
tions that are provided are reasonable ?

Admiral Lyie. No. Basically we are not primarily concerned with
this—except where as a result of our procurement experience we
would point out to the specifying authorities that this seems to be
unnecessarily restrictive,

THIRTY-NINE PERCENT ADVERTISED COMPETITIVE BIDDING—DSA

Senator Proxaire. Good, that is what I had in mind—60 percent
of your procurement is not advertised competitive bidding—39 percent
is. It would seem to me, therefore, that there should be some pro-
cedure—might be some procedure—so that when the procurement
officials say this is not subject to competitive bidding because of the
nature of the specifications, that you can police it, defermine whether
it is reasonable or not.

Admiral Lyre. We would do this.

Senator Proxyire. You would do this?

Admiral Livie. Yes.

Senator Proxarre. How ?

Admiral Lyie. As I indicated, under our procurement experience,
when we have found that the specification was unduly restrictive, we
would go back to the specifying authority, the service that had tech-
nical cognizance over that item, and ask if it could be liberalized and
broadened to permit better competition.

I want to go back to a basic point.

I think that you will find—we have talked in dollar terms up to now.

Senator Proxmire. I know there is a very good reason, If you are
procuring missile systems, or these enormous procurements that have
to be done, there are only a few companies in the world that are
capable of doing this—maybe there is only one or two. Obviously
that kind of procurement cannot be by advertised bid. But I am
just trying to find out what procedures there are to make sure that
we maximize that area of competitive bidding as much as possible.
This is the only external discipline there is.

Admiral Liyre. One discipline we have besides the GAOQO, which is a
very effective one, is that Defense has a formally organized procure-
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ment review program—that as a regular process they go around and
audit the procurement function at the major procurement offices to be
sure that their procedures are sound in this respect.

There is also the matter of promoting the preparation of standard
specifications, which is aimed at achieving what you are talking about,
competitive procurement, formally advertised procurement, where
you can refer to a specification rather than in restrictive terms to a
sroduct “similar” to that of a particular manufacturer, or to a per-

ormance specification.

Formal advertising statistics—DSA

(a) Formal advertising rate:

Tiscal year Fiscal year
1964

1965 (July-
March)
Subject t0 COMPELILiON . - e $2, 677, 540,000 |  $2, 365, 542, 000
Formally advertised .o eooee 1, 012, 298, 000 967, 918, 000
Rate. oo _---percent.. 37.8 40.9

(b) By regulation, DSA is precluded from formally advertising or including
in the formal advertising rate the following-type procurements :

(1) Small purchases (under $2,500) shall be accomplished by negotiation
(ASPR, sec. 3-603.1). The dollar value of small purchases negotiated under
10 United States Code 2304 (a) (3) were:

Fiscal year 1964_ $213, 798, 000
Fiscal year 1965 (July-March) 166, 060, 000

(2) Oversea procurement (10 U.S.C. 2304(a)(6)) are similarly precluded
from advertising by ASPR, sec. 3-206.2. Dollar value of such purchases were:

Fiscal year 1964 _______ $250, 280, 000
Fiscal year 1965 (July-March) _ 219, 048, 000

(3) Set-asides: A substantial dollar amount of small business and labor
surplus set-asides was awarded as a part of procurements that were solicited
under formal advertising procedures, but were required to be reported as nego-
tiated, in accordance with ASPR 1-706.2 and 1-804.4, under an appropriate nego-
tiation authority. Due to this reporting requirement, the advertised rate was
diminished by :

Fiscal year 1964______________ $298, 411, 000
Fiscal year 1965 (July-March)._. 254,453, 000

DSA SUPPORT TO CIVILIAN AGENCIES

Senator Proxarre. Is DSA actually providing any supply support
to any civilian agencies now ?

Admiral Lyre. Yes,sir.

Senator Proxarire. Which ones?

Admiral Lyre. We support NASA, FAA, in the electronics area
primarily. We support the Coast Gumard across the entire spectrum.

Senator Proxarre. By support you mean you provide—

Admiral Lyre. The source.

Senator ProxMire. You do the procurement.

Admiral LyLe. We buy for NASA, FAA, in the area of electronics.
T do not mean to claim or imply that we are their sole support, but we
have agreements and they do rely on us for many items in the elec-
tronics category.
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We support Public Health Service, the Veterans’ Administration
in the medical area from time to time. We are supporting the Job
Corps now pretty heavily in clothing, nondistinctive items of clothing,
and in the food area, and in general supplies, in the opening of their
youth centers.

I think that about covers it.

Senator Proxaire. Does this represent a substantial additional cost
to DSA—this kind of service ?

Admiral Lyre. I would think not. It is small, really, compared
to our total operation.

Senator Proxmire. What is the date for completion of the study of
medical and subsistence items to see if DSA should handle them for
civilian agencies?

Admiral Lyre. We do not have a definite date on that. I would
certainly think within 6 months we will have a final determination of
those. I should have added to that earlier category that in the three
commodity areas for which we have taken a decision principally to
support them—the clothing and food and electronics—we will be sup-
porting civil agencies across the board in those areas, as soon as we can
formulate the necessary procedure in consultation with GSA and the
civil agencies concerned.

FEDERAL SUPPLY SYSTEM

Senator Proxmire. How is the Federal supply system developing,
whereby GSA does some things for Defense ?

Admiral Lyce. As Iindicated in the statement, we recently finalized
the formal agreement between Defense and GSA that delineates the
responsibilities of the Federal Supply Service versus DSA, in the con-
struction of a complementary national system. That has been signed
out. Wenow have a joint implementing group which will oversee the
implementation. They are now engaged in drawing up a schedule to
identify the classes that in their entirety will go to GSA, those in their
entirety which should be managed by Defense, under the criteria set
forth in the agreement, where complete classes can be so segregated and
broken out and moved down into groups and families, and finally on
an item-by-item basis.

The idea is to eliminate duplication as much as possible.

Senator Proxmire. Do you have any further questions, Senator
Jordan? :

AWARDED BY STATUTORY AUTHORITY

Senator JornaN. I am looking at a table, Admiral, awards by statu-
tory authority, July 1962 to June 1963, covering a 1-year period.

The formally advertised awards by statutory authority amounted
during this period to $3 billion $677 million, but other authority, $25
billion. This other authority includes a number of categories, but, it
seems that rather than the 89 percent or the 40 percent being formally
advertised, that it has been a much higher percentage than that in
years past.

Is that a correct statement ?

Of course this is for the entire Department of Defense.

Admiral Livre. I think it would probably be less than our percent-
age, because of the type of material that we have. We tend to be at
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a higher level than the rest of the Department. We do not have weap-
ons and equipment like that.

Senator Jornon. This for the Department would include weapons,
of course.

Admiral Lyce. Yes.

Senator JorvaN. Well, that isa reasonable explanation.

Your participation would be a very small, minute part of that.

Senator Proxaikre. Admiral, I want to thank you very, very much.
‘This has been most enlightening and helpful. I did not mean in my
questioning to imply that I was particularly critical of your agency.
I think this is a model for the Federal Government; I think you have
«done a magnificent job in the last few years especially. I think that
you can give us a great deal more advice and assistance than we can
possibly give you.

The subcommittee will stand in recess until tomorrow morning at
10 o’clock, when the witness will be Joseph Campbell, the Comptroller
General of the United States.

We will meet in room 318, Old Senate Office Building.

(Whereupon, at 3:35 o’clock p.m., the subcommittee stood in recess
unti] 10 o’clock am., Wednesday, April 28,1965.)
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WEDNESDAY, APRIL 28, 1965

Coxcress OF THE UNITED STATES,
SuscoMMITTEE ON FEDERAL PROCUREMENT AND
RecuraTION OF THE J 0INT EcoNoymic COMMITTEE,
Washington, D.C.

The subcommittee met at 10:05 a.m., pursuant to recess, in room
318, Old Senate Office Building, Senator Paul H. Douglas, chairman
of the subcommittee, presiding.

Present: Senators Douglas and Jordan; Representative Griffiths.

Also present: Ray Ward, economic consultant; James K. Knowles,
executive director; and Hamilton D. Gewehr, administrative clerk.

Senator Doucras. The committee will come to order.

I want to apologize for being 5 minutes late. I never have known
the pressures to be as great on the Hill as they have been this week.

We have with us this morning the Honorable Joseph Campbell,
Comptroller General of the United States, and members of his staff
whom he may introduce if he wishes when he begins his statement.

For the record I want again to state that Mr. Campbell is one of
the outstanding public servants of our time. His work in behalf
of the taxpayers cannot be measured in terms of dollars or other ben-
efits, though I think he has saved the taxpayers many hundreds of
millions of dollars. I want to say that the country has been very
fortunate to have Mr. Campbell for Comptroller General, as it was
for 14 years before to have Lindsay Warren, who was a Member of
the House of Representatives and then Comptroller General and who
was a man of equal integrity and competence.

Before beginning your statement, Mr. Campbell, I have two short
statements to make.

First, I am aware that one of your assistants, Mr. Stanley Warren,
who rendered valuable assistance to this subcommittee on reports on
the stock funds was untimely killed in line of duty overseas durin
the past year. Will you please furnish his family a copy of this reoorg
wherein public recognition is given to his valuable contribution to
public service?

Secondly, through a misunderstanding of one of our suppliers, the
improper 1mpression was given yesterday that all the short-shelf items
that we had on display were actually outdated and useless. Some
were outdated and have been declared surplus. Others had not. All
were short-lived items, however.

Mr. Campbell, your statement is quite short. You may read it in
its entirety and then we will ask you a few questions. I will include
my letter of April 7,1965, to you at this point.

APrIL 7, 1963.
Hon. JoseEpH CAMPBELL,

Comptroller General of the United States.
General Accounting Office, Washington, D.C.

Dear Mg. CaMmpBELL: The Subcommittee on Federal Procurement and Regula-
tion will held hearings on April 27, 28, and 29, 1965, as a continuation of the pro-
gram of the former Subcommittee on Defense Procurement.

107
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You are scheduled to testify, accompanied by such staff as you desire, on
April 28, 1965, at 10 a.m., in room 318, Senate Office Building.

It will be helpful to the subcommittee if your testimony covers progress made
in procurement and management of ADP equipment, standardization of military
supply items, utilization of existing supply inventories, and the management of
short-shelf-life items in the Federal establishment.

In addition to the above, your opinion will be valued as to any other prime
areas requiring improvement.

It is noted that you have issued 201 reports during the past year which relate
to subjects of interest to the subcommittee. The digests of these reports and the
index thereto which you have furnishead will be printed in the staff report we plan
to issue before the hearings.

Faithfully yours,
Paur H. DotgLas.

STATEMENT OF HON. JOSEPH CAMPBELL, COMPTROLLER GENERAL
OF THE UNITED STATES; ACCOMPANIED BY ROBERT KELLER,
GENERAL COUNSEL; WILLIAM NEWMAN, DIRECTOR OF DEFENSE
ACCOUNTING AND AUDITING DIVISION; HAROLD RUBIN, ASSO-
CIATE DIRECTOR OF DEFENSE ACCOUNTING AND AUDITING
DIVISION; AND EDWARD J. MAHONEY, ASSOCIATE DIRECTOR OF
THE ACCOUNTING AND AUDITING POLICY STAFF, GENERAL
ACCOUNTING OFFICE

Mr. CameBern. Thank you very much, Mr. Chairman.

This morning I have with me our General Counsel, Mr. Robert F.
Keller ; Mr. William Newman, Director of our Defense Accounting and
Anuditing Division ; Mr. Harold Rubin, Associate Director of that Di-
vision. All of these men have been involved in the preparation of my
statement and in various other reports which have come to your com-
Inittee.

We appear before you today at your request to discuss some of the
more significant matters presented in our reports issued since last
year’s hearings. Since last appearing before this subcommittee, we
have issued over 200 reports to the Congress relating to Department of
Defense activities. Brief digests of most of these reports are contained
in the background material prepared for your use by your staff. Also,
your staff has been furnished copies of these reports.

Our reports this year again point out examples of the need for im-
proved management in logistics operations in order to achieve signifi-
cant cost savings. This is not to say that the military departments are
not making progress toward the correction of many of the problems.

We are of the opinion that Department of Defense officials give
careful consideration to the matters we bring to their attention. This
is demonstrated by the fact that collections and other measurable real-
ized or potential savings in defense operations attributable to action
taken or planned on findings developed by the General Accounting
Office totaled an estimated $255 million during fiscal year 1964. We
are reasonably certain that the potential savings in fiscal year 1965
will be substantially greater.

Yet, many of our reports still pointup weaknesses in the adminis-
tration of activities similar to those discussed previously with this
subcommittee. In our opinion, this can be attributed in large part to
an apparent lack of sufficient awareness of individual responsibility
for appropriate actions and indicates that constant attention must be
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given to emphasizing this underlying and basic concept of efficient
management. .

In this statement we will discuss our findings with respect to (1)
standardization, (2) failure to use available material, equipment, and
facilities, (8) lease versus purchase of equipment, and (4) short-shelf-
life items. These are areas of defense activities warranting imme-
diate attention.

STANDARDIZATION

Defense officials estimate that the standardization program has cost
approximately $310 million since the enactment of the Defense Cata-
loging and Standardization Act of 1952, through fiscal year 1964.
Almost $35 million is being spent annually on the program. These
amounts do not include the salaries and expenses of military person-
nel working in the standardization area.

Approximately 4 million active items are now in the military supply
system, and it has been estimated that for each item eliminated from
the supply system, a savings of about $1,000 a year in supply man-
agement costs will be realized.

Last year when we discussed our initial report on lack of satisfac-
tory progress under the defense standardization program, we stated
that this program had not received the emphasis and central direction
it required to achieve its objectives. During the past year, the Sec-
retary of Defense established the Office of Technical Data and Stand-
ardization Policy under the Assistant Secretary of Defense (Instal-
i:ations and Logistics) to administer defensewide standardization ef-

orts.

While this office will likely strengthen the administration of the
standardization program through more centralized management, we
believe that continued surveillance by the Secretary of Defense is
necessary to assure that appropriate action is taken to preclude the
recurrence of deficiencies such as we have identified in our reports.

We recently issued a second report to the Congress resulting from
our continuing review of the standardization program. This re-
port discloses that potential savings of over $30 million in supply
management costs were lost because of delays in processing the neces-
sary paperwork to record completed standardization decisions so that
future procurements of unneeded items could be avoided. As an
example, we found that 12 item-reduction projects for motion picture
cameras had been completed; however, in some cases, almost 4 years
expired before the resulting decisions to eliminate the unneeded items
were recorded and made known to inventory managers.

In commenting on our findings, the Assistant Secretary of Defense
(Installations and Logistics) advised us that procedures have been
revised to insure the timely recording of standardization decisions.

In another recent report to the Congress, we have identified an
additional phase of the standardization program that warrants the
attention of management officials. We have a limited review of new
items that had entered the supply system after completion of item
reduction studies. We examined 722 items and found that 350 were
identical to or essentially the same as those that had been previously
eliminated or those that had been retained as standard items. The
failure to prevent reentry of items previously eliminated or the entry
of duplicate standard items has resulted in the loss of potential annual
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savings in supply management costs of about $350,000. In view of
the small number of items covered in our review, we feel that the
total potential loss may be very substantial.

We believe this problem exists because proposed new items are not
reviewed and analyzed by an organization with the technical capa-
bility to determine whether a standard item already in the supply
system can serve the same purpose. The Department of Defense
has advised us that a defense item entry control office has been estab-
lished and new procedures have been issued for controlling the entry
of new items.

Because of the large quantities involved, the potential savings avail-
able by standardizing on the most economical and equally serviceable
items are significant even though the difference in cost between one
item and another may only amount to a few cents.

Last year, I referred briefly to a review being conducted on varia-
tions in utility caps used by the military services. As shown in our
subsequent report to the Congress the Army incurred unnecessary
cost of about $1.4 million through December 1963 for the development
and procurement of a more expensive utility cap than that used by
the Navy and Marine Corps. In addition, the Army will have in-
curred unnecessary procurement costs of about $1.3 million through
fiscal year 1965 because of the continued use of this cap.

The Army cap is made of polyester and rayon gabardine, and costs
about $1.08 eaclh. The Navy and Marine caps are made of cotton
sateen and cost $0.67 and $0.57, respectively. Furthermore, tests of
the Army cap indicated that it had serious drawbacks, while the Navy
and Marine Corps caps have proved acceptable through use. Never-
theless, the Defense Clothing and Textile Supply Center, despite its
responsibility to control the introduction of new items into the supply
system, procured material worth more than $3 million to fill require-
ments for the more expensive utility cap which the Army insists on
using.

Senator Doteras. Mr. Campbell, do you have specimens of these
three caps here?

Mr. CameserL. We do not, Mr. Chairman. However, pictures of
these caps are contained in our report to the Congress.

Based on our findings in this report we recommended that the Direc-
tor, Defense Supply Agency, direct and control projects that involve
two or more military services in order to achieve greater objectivity,
attain maximum practical standardization, and prevent unnecessary
introduction of items into the supply system, especially where there are
other acceptable items available in the system.

In a recent report to the Congress, we disclosed that additional costs
of almost $650,000 were incurred in fiscal years 1962 through 1964
because the Army, Navy, and Marine Corps purchased raincoats with
more costly back vents. The Army and Marine Corps raincoats were
designed with a cantle piece, which is a triangular-shaped piece of
cloth sewn on the rear vent. The Navy raincoat is designed with a
slit vent but without the cantle piece.

The original purpose of the cantle piece was to provide a rider on
horseback with additional protection from inclement weather since it
spreads over the cantle or back part of the saddle when the vent opens.
The Air Force has been satisfactorily using a closed back without slit
vent or cantle piece. The use of a closed back would decrease the cost
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of each Army raincoat by about 47 cents, each Marine Corps raincoat
by about 51 cents, and each Navy raincoat by about 28 cents.

As a result of our bringing this matter to its attention, the Army
has changed its design which eliminates a portion of the excess costs
and will result in procurement savings of over $200,000 during fiscal
years 1965 through 1967. The Navy is currently conducting user tests
of the closed back design.

However, the Marine Corps has decided to retain the cantle piece,
in our opinion, without adequate justification. Additional savings of
over $700,000 could be achieved during fiscal years 1965 through 1967 if
the Army, Marine Corps, and Navy would agree to use a more economi-
cal closed-back design.

We have recommended that the Director, Defense Supply Agency,
establish a project to promptly evaluate the need for vents in military
raincoats. We have been informed that such a project is now under-
way.

d FAILURE TO UTILIZE AVAILABLE MATERIAL

We continue to find instances where the military services failed to
use items available in long supply or excess to foreseeable needs, to
avold unnecessary procurement.

We have noted cases where the military services refuse to accept
substitute items, insisting that the requisitioned items be purchased,
and the Defense Supply Agency has been reluctant to bring this sit-
uation to the attention of higher authority because it believes that
such action would antagonize the services and thereby create an un-
desirable supplier-customer relationship.

We recognize that this could be a management problem and that
the acquisition of more costly preferred items may be warranted at
times because of special purpose applications. However, we do not
believe that public funds should be spent for new procurement when
assets which can adequately perform the necessary functions are in
an excess supply position and will otherwise be disposed of at a frac-
tion of their original cost, particularly where the items are of a non-
tactical nature.

Senator Doucras. Mr. Campbell, isn’t this true that virtually all
of the items are of a nontactical nature? You are not dealing with
munitions or combat material, you are dealing with supplies. Isn’t
that true?

Mr. Caarppen. That is true, Mr. Chairman.

Consequently, we feel that the refusal by the military services to
accept the available items should be referred by the Defense Supply
Agency to higher authority for resolution.

In a recent report to the Congress, we identified unnecessary past
and anticipated future procurements totaling $1.8 million for ware-
house platform trailers caused by the failure to effectively distribute
and use available assets. Trailers with 6,000-pound capacity were
being procured and issued for purposes which could have been ade-
quately served by 4,000-pound trailers which were being disposed
of as excess to Defense Department needs. Our review showed that
generally the quantity of 6,000-pound trailers which were required
could have been met by an equal number of 4,000-pound trailers.

As a result of corrective action being taken by the Department
of Defense after we brought this matter to their attention, future



112 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

planned procurement estimated at approximately $215,000 can be
avoided. ‘

In another report to the Congress we disclosed that the Defense
Supply Agency was buying a substantial number of 40- by 48-inch
general-purpose pallets even though excess quantities of 48- by 60-
inch pallets were available that could be cut down to the size of the
general-purpose pallet with little expense, thereby avoiding procure-
ment of the smaller pallet. .

We estimate that by modifying the larger pallet to fill existing
requirements for the smaller, a savings of $1.5 million would result,
Department of Defense advised us that the larger pallets are being
modified and will be offered to the services at a reduced cost to avoid
unnecessary procurements of the pallets.

In other reports to the Congress, we identified instances where dis-
posal action was being initiated for items needed by other users in
the supply system.

In one case, we found that the Army was disposing of various
quantities of aircraft parts valued at about $414,000 which they
needed. When we brought this to their attention, disposal action was
discontinued.

Also, we found that the Army was about to buy $484,000 worth of
radar test sets. When we pointed out that sufficient stock was in the
supply system to satisfy their needs, the Army canceled the plans to
buy new sets. We found that the Navy had over a million dollars
worth of submarine spare parts stocked in Western Pacific supply
depots while, at the same time, it was buying additional quantities of
identical items. When we notified Navy of this fact, spare parts
valued at over $700,000 were returned to the United States to meet
needs that otherwise would have been met by purchase of additional
quantities.

LEASE VERSUS PURCHASE OF EQUIPMENT

Since we last appeared before this subcommittee, we have seen some
additional benefits accrue to the Government in the form of economies
resulting from the emphasis placed on purchasing rather than leasing
of automatic data processing equipment. As a result of increased
consideration given within the Government to purchasing ADP equip-
ment, by June of this year over 45 percent of all computers used within
the Government will have been purchased. However, there remains
a very definite problem in regard to the purchase of automatic data
processing equipment used by Government contractors. :

Since last year we have submitted reports to the Congress disclosing
that the cost of leasing the equipment used by certain Government con-
tractors included in our limited examination will exceed the total
cost of purchasing by about $50 million over a 5-year period. For
each year thereafter that the equipment may be used, the Government,
will incur additional costs of about $40 million.

. The Department of Defense has consistently taken the position that
1t would be impractical for it to purchase equi pment and furnish it to
contractors as Government-furnished equipment. The Department
has advised us that it intends to avoid furnishing data processing
equipment to contractors as Government-furnished equipment unless
it is alveady Government owned and in an excess status. Contractors
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also have opposed this approach and have generally discarded the
possibility of purchase.

On March 2, 1965, the Bureau of the Budget released its report on its
stucy of the management of automatic data processing in the Federal
Government. It concluded that the establishment of a central man-
agement office, with authority and responsibility to make decisions on
the procurement and utilization of ADP equipment, would not be
desirable.

Included in the reasons expressed for this conclusion were that
existing organizational arrangements were basically sound while a
central organization would dilute responsibility of agency heads for
the management of their organizations and would interfere with
agency-contractor relationships unnecessarily.

We disagree with this conclusion. We believe that significant un-
necessary costs will continue to be incurred until centralized manage-
ment responsibility is established and appropriate authority provided
to manage this important function from the standpoint of the overall
interests of the Government.

“We have found also that costs to the Government increase signifi-
cantly when Defense contractors lease rather than purchase other
equipment.

In a report issued to the Congress in October 1964, we disclosed that
the leasing of some 1,600 motor vehicles by an Air Force contractor
resulted in increased costs of about $1,800,000 above what the Gov-
ernment would have paid, had it purchased these vehicles and fur-
nished them to the contractor. These vehicles were being used in the
assembly and checkout operations at missile launch sites.

As an example of these increased costs, we estimate that the cost of
leasing a Ford sedan was over $1,000 higher than the cost that would
have been incurred if the Government had purchased the vehicle; the
cost of leasing a Plymouth station wagon was over $1,100 higher; and
the cost of leasing a Chevrolet one-half-ton truck was $1,140 higher.

The increased costs are attributable to the fact that rental charges
are based on (1) purchase prices of the vehicles which are substantially
higher than the purchase prices for comparable vehicles obtained
through the General Services Administration and (2) on other costs,
such as contractor’s overhead and profits, which would not be incurred
if the Government purchased the vehicles.

In addition, we found that the Air Force required the contractor to
make available for use by Government personnel as many as 188
vehicles a day during the period covered by the review. Thus the
leasing method provides a means of avoiding limitations established
by the Congress over the numbers, types, cost, and utilization of ve-
hicles to be obtained for use by Government personnel.

The Department of Defense recently informed us that it was in
general agreement with our recommendation that the Government
should purchase vehicles for contractor use under the circumstances
described in our report.

SHORT-SHELF-LIFE ITEMS

Mr. Chairman, on the recommendation of your subcommittee in
September 1964 and following discussions with your staff, we have
examined into the supply management of paint and other short-shelf-
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life items in the Department of Defense, the General Services Admin-
ictration and, to a limited extent, other Federal agencies. Our selec-
tive review effort in this area disclosed that existing control procedures
are inadequate and there is a need for closer supervision over the im-
plementation of existing procedures. Our report was submitted to
your subcommittee on April 2, 1965, and, pursuant to arrangements
with your staff, copies of the report were furnished to the agencies
involved. (Seepp.71,80.) .

In this report we bring out that, with respect to the transfer of paint
and related products from the Defense Supply Agency to the General
Services A£ninistration and to the Department of the Navy, items
costing approximately $3.6 million were identified as (1) excess to
requirements, (2) deteriorated and unfit for use, (3) not on the rec-
ords but physically in the supply system, or (4) on the records but
missing from stock.

In addition, prior to these transfers, the Defense Supply Agency
reduced its inventory balances by $2 million because stocks could not
be located or were unfit for use.

We found evidence that these conditions were attributable basically
to (1) the use of inaccurate data in computing requirements, (2) the
failure to issue the oldest stocks first, (3) the failure to fill requisitions
of items in short supply from excess stocks of substitutable material,
(4) the failure to promptly return excess stocks to the supply system
for reissue, and (5) the failure to terminate procurement actions when
requirements for items have decreased.

For example, as of January 1965, the General Services Administra-
tion had 15,000 units of a certain paint kit valued at about $400,000,
in excess of current needs. This situation resulted from the use by
the Air Force of inaccurate data in computing requirements. During
1959 and 1960, 25,300 of these kits were procured in excess of actual
Air Force requirements. However, approximately 19,500 of these
kits were still available years later and were transferred to the General
Services Administration during the latter part of 1963.

Losses due to the failure to use older supplies first are illustrated by
the existence of about 7,700 gallons of a certain type of paint which
was declared unfit for use when Department of Defense stocks were
transferred to the General Services Administration in October 1963.
During the period ending June 1963, the military services were issued
over 5300 gallons of this paint manufactured after October 1962
even though more than 6,800 gallons of the same type of paint manu-
factured in September and October 1960 were on hand.

Our report also shows that, because of failure to use excess sub-
stitutable stocks, over 10,600 gallons of enamel paint were declared
unfit for use when defense stocks were transferred to the General
Services Administration.

We noted during March 1963 that the Department of Defense had
about 12,400 5-gallon containers of this paint on hand with a. shelf life
of 2 years. The average annual usage was only about 4,000 containers.
Therefore, it was likely that about 4,400 units, or 22,000 gallons,
would be on hand beyond the expected shelf life. Nevertheless, the
Department of Defense procured 20,800 gallons of this same paint in
1-gallon containers causing the paint in 5-gallon containers to become
subject to total loss. (See p.136.)
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ROTATION OF MEDICAL STOCKPILE

From our review of selected items in the civil defense medical stock-
pile, managed by the Public Health Service, it appears that deterior-
ation losses might be reduced by transferring limited-life items to the
Department of Defense and Veterans’ Administration for current use.

For example, the Public Health Service estimates that during the
next 3 years about $8.2 million worth of potency-dated antibiotics will
need replacement. We observed that the Veterans’ Administration
purchased $600,000 worth of these antibiotics, while the Department
of Defense purchased about $3.1 million. Large quantities of these
items were 1n the civil defense stockpile, and their issuance for cur-
rent use by these agencies would enable replacement of the stockpile
with fresh stock, thereby reducing deterioration losses which undoubt-
edly will otherwise occur.

Efforts of the Public Health Service to arrange such transfers to
other agencies have been impeded, we believe, by the divided agency
responsibilities and the reluctance to accept items that have been in
storage for some time.

We have brought this matter to the attention of the Secretary of
Health, Education, and Welfare, the Secretary of Defense, and the
Administrator of Veterans’ Affairs, suggesting that they review the
feasibility of using limited-life items in the civil defense medical
stockpile for current Government requirements and establishing pro-
grams for the systematic rotation of items that can be used in the
current activities of other agencies. At the present time, we have not
received the comments of the agencies. (See pp. 120-124.)

In a report to the Congress in March 1964 covering a review at
several Air Force depots we disclosed that $4 million worth of spare
parts had been condemned and committed to disposal without any
examination to determine their serviceability.

AIR FORCE POLICY QUESTIONED

This happened mainly because of an unrealistic and inflexible policy
of the Air Force Logistics Command that required that age-controlled
items whose prescri%ed shelf lives had expired be automatically con-
demned without regard to their possible remaining usefulness.

At one location, for example, we found that they had condemned
990 valves valued at $6.75 each or a total of $6,682. Later the valves
were processed for sale as scrap although, at that time, a require-
ment existed for 380 valves of this type. The scrap value of the con-
demned valves was estimated to be $26. The component of the valve
on which the shelf life was based was a rubber washer, priced in Air
Force records at 24 cents. Qur test showed that the washer could be
replaced in a minimum of time at a fraction of the cost of a valve.

After we brought this matter to the attention of the Air Force, cor-
rective action was taken in the form of revisions to existing regula-
tions and directives. The Air Force estimates that the savings result-
ing from the retention in active inventories of age-controlled items
which were previously subject to automatic condemnation and disposal
may reach $15 million by June 1965.

This concludes our statement, sir. We will be pleased to answer
any questions.
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Senator Doucras. Thank you very much, Mr. Campbell. This is a
characteristically admirable, concise, and specific statement of the
concrete ways in which waste has existed and in which it could be
corrected.

I will ask Senator Jordan if he has any questions.

Senator Joroan. Thank you, Mr. Chairman.

I want to commend Mr. Campbell for a very forthright statement.

SCOPE OF GAO REVIEW

The first question that comes to my mind is this: What percent of
the items in Government stockpiles do you cover in your review? I
know you are limited to a number of items that you can inspect, but
what percentage would you say you cover?

Mr. CamepeLL. Tt would be probably as little as 1 percent.

Senator Jorpan. Then we might expect that the difficulty that you
find and the waste and extravagance you find could be multiplied at
least, by a hundred if you had the time and the manpower to go over the
whole inventories of stock items.

Mr. Campeerr. That would be possible.

We mention these items, Senator, some of which may seem very
small in amount because, as you say, when multiplied by thousands,
in the aggregate they come to a very, very substantial sum.

PROCUREMENT AND MANAGEMENT OF ADPE

Senator JorpanN. You mention the recommendation you made for
the establishment of a central management office with authority and
responsibility to make decisions on the procurement and utilization
of ADP equipment. The administration is not apparently willing
to follow your recommendation. I think you made a good sound case
for that kind of central management office. I do hope that the ad-
ministration will reconsider its attitude.

You point out very aptly that substantial waste has taken place
in this area.

I was interested in your comment on car leasing as against car
buying. I know from experience that the rates that people in the
business charge for leasing automobiles has to be substantial. They
intend to write them off in the first 18 months or so, the total purchase
price. If used beyond that period rather than a very short time, it
certainly would seem that the recommendation to buy this transporta-
tion is very much in order.

Now yesterday we talked some about these short-shelf-life items
with the witnesses from the Department of Defense.

INVENTORYING OF ITEMS

I can understand the deterioration that takes place in this type of
merchandise when it is stored, but I can’t understand the disappearance
of these items. You mentioned in your report here today that some
items can’t be accounted for. WWould you suspect that there is theft
or pilfering going on or would you be more inclined to think there is
a foulup in the recordkeeping ?

Mr. CameBerL. Our impression is that the pilferage is not too seri-
ous—undoubtedly there is some; I think it is more a matter of care-
less or poor recording.
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Mr. Newman. In this area I believe there are certain practices that
we normally find in a business concern, that of taking inventories
periodically. In many cases when the warehouses in the different
services have to keep under their personnel ceilings, it seems the last
thing they dois to take an inventory.

INADEQUATE RECORDS

Basically in business today, that is large and small companies, in
order to issue a financial statement to its stockholders, public account-
ants come in, inventories are taken under their observation. This does
not exist in the services and in many cases in order to get the daily
job done they have sacrificed the taking of cycle or annual inventories.
Asaresult, there are many item transactions that don’t get on the ware-
house records so they are lost. Also, the inventories deteriorate, no
one makes mandatory periodic inspections to see that the items are
up to par for issuance.

It 1s in this area that we have to put some emphasis, on the type
of short-shelf items we are talking about.

Senator JorbaN. You mentioned, too, Mr. Campbell, that in one in-
stance a lapse of some 4 years occurred between your recommendation
and the implementation of your recommendation. This, it seems to
me, could result in disasters if we can’t get faster action.

Mr. Camprerr. Senator Jordan, our followup, now is somewhat
more prompt than has been possible for us in the past. I think that
we are going to press on a more current basis for the Department to
make these corrections.

ADPE SERIOUS PROBLEM

I would like to go back for a moment to the matter in which Chair-
man Douglas has been very much interested. That is ADP. I don’t
want you to feel that because I have spent so little time in my state-
ment on this problem that we don’t feel very strongly about it.

Senator JorpaN. That is one where the big dollars are.

Mr. CampBerL. It is a very serious problem. (See p. 207.)

Senator Jorban. A big sum.

DISAGREEMENT WITH BOB AND OTHER AGENCIES

Mr. CampBeLL. We are in complete disagreement with the Bureau
of the Budget and with other agencies in this matter of control of the
ADP situation.

Senator Jorpan. I hope you continue to press your point. I agree
with you.

Mr. CameBeLL. I think it is coming regardless, but I would like to
see it come sooner. But they will come to it because this is such an
enormous development that there is no way to estimate what it will
cost the Government in the next 4 or 5 years.

STOCKPILING OF MEDICAL ITEMS

Senator JorpaN. Now there is a smaller item, but one of concern to
me, that is the stockpiling of medical supplies for Civil Defense. We
all know that those stockpile items will deteriorate on the shelves if
we can’t get some kind of rotation system where in 6 months or a
reasonable time some items are removed from Civil Defense and put
in use in veterans hospitals or where they are buying similar items
currently.

47-662—65——9
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Obviously there will be a waste when the useful life of these items
has expired and the quality is questionable, then they will go into the
garbage can. I hope you can work that out. You have made an im-
portant suggestion 1n your system of rotation so that we can keep fresh
supplies at all points of use.

Mr. CameBeLL. You will find in the matter of handling food, for
example, if you visit some of these sites where large quantities of food
have to be available, that the rotation system seems to be moving
smoothly. The average man on the job 1s more aware of the possi-
bility of food going bad. But this matter of drugs is something else;
they require a more technical understanding. From what I've seen of
the food program I think the rotation is really remarkable.

Senator JorpaN. You keep harping on the medical supply, the drug
end of it. We need the same kind of attention paid to that as has
apparently taken place with respect to foodstores.

Mr. CampBeLL. Yes,sir.

Senator Jorpan. Thank you.

Thank you, Mr, Chairman.

Senator DoucrLas. I want to thank the Senator from Idaho for his
characteristically constructive questions which go right to the point.

I would like to start at the back part of your statement, Mr. Camp-
bell and work forward,if I may. 4
" Do I understand that you have samples of these valves which were
condemned as being unfit $

Mr. Rusin. Yes, sir.

Senator Doucras. I wonder if they could be produced ?

Mr. Rusin. Yes, sir.

Senator Doucras. The only trouble with them is this rubber washer?

Mr. RueiN. That isright.

Senator Doueras. And the valve cost $6.75¢

Mr, Rusin. Yes, sir.

Senator Doucras. The rubber washer cost——

Mr. lﬁ{UBIN. 24 cents. You can lift the washer. The washer comes
right off.

enator Doucras. So they threw 990 away because a 24-cent item
was overage?

Mr. Rusin. Yes, sir.

Senator Doucras. Are the representatives of the Department of
Defense hiere ?

Commander DurkiN. Yes, sir.

Senator DouerLas. Your name, please?

Commander Durgin. Commander Michael F. Durkin, Office of the
Secretary of Defense, Legislative A ffairs.

Senator Doueras. Do you know of this?

Commander Durkin. Not that specific one, Mr. Chairman.

Senator Doucras. I would like to ask the representative of the
Department of Defense if he would go into this matter and make a
report to the committee with a copy to the Comptroller.

Commander Durgin. Yes, sir.

(The following was subsequently supplied :)

DOD STATEMENT ON GAQO REPORT

1. Title: “Wasteful Practices in the Management of Age-Controlled Aero-
nautical Spare Parts,” B-146865, March 10, 1964 (OSD Case No. 1795).

2. GAO finding: The Air Force had condemned and committed to disposal
age-controlled spare parts without any examination to determine their suit-
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ability. After the GAO’s findings were brought to the attention of Air Force,
corrective action was begun. The Navy, based on information furnished by
the Department of Defense, also follows the practice of committing to disposal,
upon expiration of shelf life, those parts categorized as “consumable” items.

3. GAO estimate of unnecessary costs: $4.8 million.

4. Time period of GAO report: July 1961 to June 1963.

5. DOD comments on GAO finding : None.

6. DOD comments on costs: No exceptions were taken to the GAO alleged
unnecessary costs incurred.

7. DOD corrective action: Actions taken by Headquarters, AFLC, prior to
and subseguent to the GAO review should result in rapid correction of the de-
ficiencies cited by GAO. Significant Air Force actions taken include (1) a
symposium attended by personnel of all air materiel areas, (2) regulations were
revised providing new policy and guidance, (3) technical orders were changed,
(4) eachair materiel area has established monitors to maintain a review of the
age-controlled program and (5) AFLC plans to make regular visits to air
materiel areas to review progress. Since the GAO draft report, the Navy
has made a review of its age-controlled aeronautical items. Of the 7,600 categor-
ized as consumable, 800 have been singled out as assemblies and will be subject
to repair. The remaining 6,800 items are low-cost items, such ag individual
parts, which are not considered economically repairable.’

Senator Doucras. As the Senator from Idaho suggested, this is
only onesample. Thismay have been occurring elsewhere.

Mr. Rusin. We have another sample.

Senator DoucrLas. You have another sample from another place?

Mr. RusiN. Yes,sir.

Senator DoucLas. Isthisinthe 990¢

Mr. Rusin. No, sir; thisis another item. : )

Senator DoucLas. What was thrown away here? The whole item
was thrown away? What part was defective? :

Mr. RuBiN. There is a little rubber ring. o

Senator Doueras. Could you tell me what the part as a whole cost ¢
~ Mr. NEwmax. The draincock was $9.

Senator Dovucras. And this rubber ring would cost how much?

Mr. Rusin. A few cents. )

Senator Dougras. Do you know how many of these were discarded ?

Mr. Rusix. I believe in this case they were not thrown away. They
-were condemned and restocked for practice in this particular case.

Mr. NEwMaN. 630 were condemned. )

Senator Doucras. Had they been scrapped or did you stop them?

Mr. Rupin. As I recall this case, they were stopped before they were
scrapped. ) ) )

Senator Doveras. I will say in my judgment the top brass in the
Department of Defense is doing everything they can in these matters.
T don’t know whether Mr. Campbell will agree with me, but in general
he agrees. But it is a huge organization, and it is very hard to cor-
rect every instance, and these individual illustrations are very good
and they should cure some of the cockiness which the lower echelons
in the Department of Defense at times display, a feeling that they
are infallible and they should not be ecriticized. Certainly not by
civilian authority.

What you are saying is very valuable. o

Mr. CamepeLL. As 1 have said, we are receiving the greatest of con-
sideration from the top authorities in the Defense Department. As
you say, this is an enormous organization and it takes a long time
for even those at relatively high levels to become aware of the prob-

lems.

1 See staff report, 1965, p. 122, for synapsis of GAO Report B-146856, Mar. 10, 1964.
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Mr. Rusiy. Mr. Chairman, these two items we have shown you are
covered on page 9 of our report to Congress in March 1964. They are
described in detail there. It is B-146865.

Senator Doucras. If the representatives of the Department will
take notice of that.

ROTATION OF MEDICAL STOCKPILE ITEMS

Now on this matter that the Senator from Idaho very properly
called attention to:namely, the fact that the medical items given to the
Department of Civil Defense I suppose are to be used in case of a
nuclear attack, and which age rat}l)ler quickly, and which are kept
there because nuclear attack fortunately does not occur, I think your
suggestion that before their lifespan is over they be transferred either
to the military or to the Veterans’ Administration, or to both, would
involve, would it not, each item having pasted upon it the date of pur-
chase and the date of expiration of potency ?

Mr. CameeLL, Probably so.

Senator Doueras. It would carry with it, would it not, a provision
for X number of months before its potency was exhausted that it be
transferred and used currently ?

Mr. CamreBeLL. Yes, sir.

Senator Doucras. This would require periodic inspection of the
warehouse and classification of the material on the basis of when the
time expired, would it not ?

Mr. CaAmreBELL. Yes.

Senator Doucras. It would put up a warning signal?

Mr. CameBeLL. Yes, sir.

a Sexela,tor Doucras. Now you say you have had trouble in getting this
one?

Mr. CampeeLL. Yes. The agency now has our draft report in this
matter. We haven’t had their comments returned to us so we do not
know whether they will agree with us that it is possible to monitor this
kind of supply.

Senator Doucras. I wonder if we could have a report from the De-
partment of Defense and from the Veterans’ Administration.

(The Department of Defense later supplied the following state-
ment:) (Seealsop.115.)

DOD STATEMENT ON GAO REPORT

1. Title: “Opportunities for Reducing Costs by Using Limited Life and Excess
Items in Civil Defense Medical Stockpile for Current Government Requirements”
(OSD Case No. 2265).

2. GAO finding: Opportunities exist for cost reductions by transferring items
acquired for the civil defense medical stockpile that have a limited life or are in
excess of stockpile requirements to DOD and VA for current use in medical care
programs of these agencies. Also, new procurements for medical care programs
could be reduced if transfers could be made to these programs of usable items
in the stockpile that are in excess of stockpile requirements.

3. GAO estimate of unnecessary costs: During fiscal year 1963, Defense Medi-
cal Supply Center contracted for 18 items at a total cost of about $725,000, and
Veterans’ Administration purchased 16 items at a total cost of about $2.4 mil-
lion. of the same types that were in the stockpile in quantities substantially in
excess of established requirements.

4. Time period of GAO report: Latter part of fiscal year 1962, and fiscal year
1963.

5. DOD comments on GAO finding: A review of the seven items reported by
the GAO as excess to the stockpile in December 1962 disclosed that substantial
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quantities of these items are carried by DMSC in mobilization reserve stocks and
require rotation as do those in the PHS stockpile. It is the policy of the Defense
Medical Supply Center to utilize PHS stockpile items where their availability
is made known, the condition and gquality of the materiel are satisfactory, and
PHS is in a position to accept funded requisitions. PHS officials have indicated
an unwillingness to accept funded requisitions from DMSC, preferring instead
to effect the transfer on a stock exchange basis. Discussions are continuing in
an effort to resolve the funding aspects.

6. DOD comments on costs : No comment.

7. DOD corrective action: The DOD has entered into two agreements with
PHS. One agreement provides that DMSC will obtain its requirements of gamma
globulin from the PHS stockpile. The second agreement, dated March 1965,
revises an earlier agreement whereby DMSC provides medical materiel through
purchase or from stocks to PHS. This latter agreement also provides that
DMSO will assist in the utilization of PHS stockpile materiel on an item-by-item
basis as requested when such action is in the best interest of the Government
and would not jeopardize the DOD support mission, or detract from the high
quality of the DOD medical care program.

Mr. CameBeLL. Our draft went up in the latter part of February.

Senator DoucLas. Of this year?

Mr. CameeeLL, Of this year.

Senator Doucras. I wonder if we could have a reply in the not too
distant future and also a letter from the Public Health Service of
HEW, on this. I wonder if Mr. Ward would notify the agencies not.
present; namely, the Veterans’ Administration and HEW. Defense
does know about it. We appreciate Defense coming here this morning,
too.

(Letter of Senator Douglas, May 3, 1965, to Veterans’ Administra-
tion and response follows; also responses from DOD and HEW to
similar letters from Senator Douglas:)

Max 3. 1965.
Hon. WiLLIAM J. DRIVER,
Administrator, Veterans’ Administration,
Washington, D.C.

DeAR MR. DRIVER: At hearings of the Subcommittee on Federal Procurement
and Regulation, held April 28, 1965, the Comptroller General of the United States
testified at some length concerning the need for better management of short
shelf life (perishable) items in order to prevent the excessive losses we have
had in the past.

Mr. Campbell stated that a draft report dealing with medical supplies and the
need for rotation of stocks, ete., had been forwarded to your Administration
for comment. !

We should like a reply on this subject, by May 7. for inclusion in the printed
hearings.

Faithfully yours,
Paur H. DOUGLAS.

MAy 6, 1965.
Hon. PAuL H. DovGLAS,
Chairman, Subcommittee on Federal Procurement and Regulation,
U.8. Senate, Washington, D.C.

DeaR SENATOR DoucLas: This has reference to your letter of May 3, 1965,
in which you requested our comments to the General Accounting Office draft
report concerning the management of short shelf life medical supplies.

I am enclosing a copy of our letter to Mr. L. H. Drennan, Jr.,, of the General
Accounting Office, which presents our views on the draft report. If I can provide
further assistance to you on this subject, please let me know.

Sincerely,
A. H. MONK,
Associate Deputy Administrator
(For and in the absence of
W. J. Driver, Administrator).

47-662 0—85——10
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May 4, 1965.
Mr. LoriN H. DRENNAN, Jr., -
Assistant Director, Civil Accounting and Auditing Division,
U.S. General Accounting Office,

Washington, D.C.

Dear MR. DRENNAN : We have reviewed the draft of your proposed report con-
cerning the use of the civil defense medical stockpile and concur with your recom-
mendation that (a) the Department of Health, Education, and Welfare, the
Department of Defense, and the Veterans’ Administration review the feasibility
of using current excess and limited life items from the stockpile; and (b) that
action be taken to establish programs for the systematic rotation and transfer
from the stockpile of those items which can be used in the medical programs of
the respective agencies.

Your report acknowledges that Veterans’ Administration had exchanged
penicillin G tablets with stockpile tablets having an earlier expiration date.
In addition, we have recently agreed to procure a number of class 2 and 3 items
from the stockpile. Acquisition of other excess items, however, was not advisable
because of short expiration dates and differences in dosage forms. For example,
two of the items mentioned in your report——namely, oxytetracycline and tetra-
cycline—are available in the civil defense stockpile only in tablet form. The
capsule form of these antibiotics is commonly used in our medical program and
it has been professionally determined that the interchange of these dosage forms
would not be desirable.

We feel that increased coordination between the concerned agencies could
result in establishing within the stockpile many items comparable with those used
in active medical programs. This would permit the rotation and transfer of com-
mon use items on a planned basis and reduce possible loss to the Government
because of obsolescence or deterioration.

My staff is available for any further discussion or followup action you feel
is necessary. Enclosed are the draft copies of your report.

Sincerely,
(S) A.H.MonK,
Associate Deputy Administrator
(For and in the absence of Cyril F. Brickfield, Deputy Administrator).

ASSISTANT SECRETARY OF DEFENSE,
) Washington, D.C., May 8, 1965.
Hon. PAuL H. DougLas,
Chairman, Subcommittee on Federal Procurement and Regulation, Joint Eco-
nomic Committee, Congress of the United States.

Dear Me. CHAIRMAN: This is in response to your letter of May 3, 1965, re-
questing comment on a General Accounting Office (GAO) report dealing with
medical supplies, and the management of short shelf life items in order to prevent
excessive losses.

The GAO draft report (OSD Case No. 2285) is entitled “Opportunities for
Reducing Costs by Using Limited-Life and Excess Items in Civil Defense Medi-
cal Stockpile for Current Government Requirements.” The draft report states
that opportunities exist for cost reductions by transferring items acquired for
the civil defense medical stockpile that have a limited life or are in excess of
stockpile requirements to the Department of Defense (DOD) and the Veterans’
Administration (VA) for current use in medical care programs of these agencies.
Also, that new procurements for medical care programs could be reduced if
transfers could be made to these programs of usable items in the stockpile that
are in excess of stockpile requirements. According to the draft report, Public
Health Service (PHS) attempts to arrange transfers to DOD and VA have had
only limited success and further efforts in this regard are needed. According
to the draft report, new procurements were made by the Defense Medical Serv-

- ice Center (DMSC) and VA for items which were also in the civil defense
medical stockpile in excess quantities. The GAO recommendation is that the
Secretary, Health, Education, and Welfare (HEW) in cooperation with the
Secretary of Defense and the Administrator of Veterans’ Affairs, review the
feasibility of using for current Government requirements excess items and lim-
ited-life items acquired or to be acquired for civil defense medical stockpile
and, on the basis of this review, take action to establish programs for the sys-
tematic rotation and transfer from the stockpile of those items that can be used
in the programs of other agencies.
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During 1964, PHS forwarded to DMSC lists containing about 66 items with
releasable quantities. At that time, a review of these lists disclosed approxi-
mately 36 items which could be used to meet peacetime and/or mobilization re-
serve requirements. The other items were either non-standard, obsolete or no
requirement existed. One of the above-mentioned lists submitted in July 1964
contains 61 items reported as excess to the needs of the civil defense medical
stockpile. Inspection was begun to determine the items that could be utilized
but was subsequently discontinued when PRS officials indicated an unwilling-
ness to accept funded requisitions from DMSC preferring istead to effect the
transfer on a stock exchange basis. DMSC and PHS are continuing their dis-
cussions in an effort to resolve the funding aspects so that the items and quantities
available from the PHS stockpile may be utilized within DOD. Of the above
items inspected, however, significant deficiencies of varying degrees were found,
such as shelf life was about to expire, some materiel was at least 10 years old,
field dressings were not camouflaged, and some original intermediate packages
had been removed and replaced with materiel from other than original lots.
DMSC is prepared to submit funded requisitions to PHS for acceptable items,
or to accept transfer of these items as excess or to rotate them on an identical
item and quantity basis.

It is DMSC policy to utilize PHS stockpile items where their availability is
made known, the condition and quality of the materiel are satisfactory, and PHS
is in a position to accept funded requisitions. In this connection, two agree-
ments have been entered into with PHS. One agreement dated in November
1964 provides that DMSC will obtain its requirements of gamma globulin from
the PHS stockpile. The second agreement, dated March 1965, revises an
earlier agreement whereby DMSC provides medical materiel through purchase
or from stocks to PHS. This latter agreement also provides that DMSC will as-
sist in the utilization of PHS stockpile materiel on an item-by-item basis as
requested when such action is in the best interest of the Government and would
not jeopardize the DOD support mission, or detract from the high quality of
the DOD medical care program.

With respect to the recommendation in the draft report to establish a pro-
gram to maxXimize utilization of PHS limited-life items, the Department of
Defense is of the opinion that such a program is in existence.

JIn regard to the broad subject of the management of short shelf life items, the
Department of Defense jointly with the General Services Administration have
recently completed a study which was recommended in September 1964 by the
Joint Economic Committee. This study has been sent to the military depart-
ments and the Defense Supply Agency for comment. Upon receipt and evalua-
tion of these comments, the military departments and DSA will be directed to
implement procedures development to assure optimum utilization of such items.

Sincerely,
PAuL R. IGNATIUS,
Assistant Secretary of Defense
(Installations and Logistics).

THE SECRETARY OF HEALTH, EDUCATION, AND WELFARE,
Washington, D.C., May 13, 1965.
Hon. PAvuL H. DoUGLAS,
Chairman, Subcommittee on Federal Procurement and Regulations,
Joint Economic Committee, U.S. Senate, Washington, D.C.

DEeAR SENATOR Dougras: Your letter of May 3, 1965, requested information on
action taken by the Department on the draft report of the Comptroller Gen-
eral concerning rotation of medical supplies in the defense stockpile.

In the draft report General Accounting Office states that ite review indicated
that opportunities exist for cost reductions, without impairing civil defense
medical stockpile objectives, by transferring items acquired for the stockpile
that have a limited life or are in excess of stockpile requirements to the Depart-
ment of Defense and the Veterans’ Aldministration for current use in the medical
care programs of these agencies. The General Accounting Office recommended
that the Secretary, Department of Health, Education, and Welfare in coopera-
tion with the Department of Defense and the Veterans’ Administration take full
advantage of the rotation program and transfer from the stockpile those items
that can be used in the programs of other agencies.

In our reply to the General Acounting Office on the draft report we indicate
our concurrence with the recommendation. The following examples represent
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some steps taken in an effort to accomplish this objective. The Public Health
Service has attempted to rotate limited shelf life items with other agencies.
We have established rotation contracts with industry insofar as this has been
practicable. Recently, we completed a rotation agreement with the Department
of Defense to cover gamma globulin.

We will continue to work with the Department of Defense and the Veterans’
Administration in order to take the fullest advantage of a rotation program:.

Sincerely,
ANTHONY J. CELEBREZZE, Secretary.

MANAGEMENT OF PAINT AND HANDTOOLS

Senator Doucras. Now to come back to the subject of paint, due
to the very efficient work of Mr. Ward who is sitting beside me, and
who is our expert, we found pressure against transfer of management
of paint from the military services to General Services Administration.
An agreement. to that effect was worked out.

Have you been able to tell whether this agreement has been carried
out in practice?

Mr. Ruein. Yes, the transfer has been made to a great extent.

Senator Doueras. Made on paper, but has this transfer actually
occurred ?

Mr. Rusin. A substantial amount has been transferred.

Senator Doucras. Now I have heard rumors by the grapevine that
opposition to this transfer is nevertheless still strong and that final
and effective transfer may not be carried out. Do you have any state-
ment to make on that ?

Mr. Rusin. We have no information in that regard. We do know
there has been a transfer to some degree. It is still in progress.

Senator Douaras. Will you ride herd on this question and see that
the actual transfer does occur?

Mr. RueIN. Yes.

Senator Doueras. Do you think in general it is a good thing?

Mr. Ruein. Yes, we do.

Senator Doucras. What about handtools?

Mr. Ruein. We haven’t made the same type of survey on handtools
that we made in connection with paint. We do know again that there
has been a transfer to some degree, but we are not quite as current on
that position.

Senator Doucras. Will you look into that and see how real the
transfer has been ?

Mr. RuBiN. Yes,sir.

Senator Doucras. Because you know it is a favorite device of Wash-
ington bureaucrats to give verbal approval to a protest and then to
sabotage it in operation. This is one reason why I am very glad the
General Accounting Office is under the direction of Congress rather
than under the control of the executive department, which was I think
very improperly suggested by the Hoover (‘fommission some 18 years
ago.

Mr. CameeLL. There wouldn’t be any General Accounting Office.

Senator Douceras. You would be a rubberstamp for the executive
departments.

Mr. CameeeLL. If we existed at all.

Senator Doucras. I think on this point the members of the con-
tinuing Hoover Commission should admit that they were wrong. This
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is very hard to get from the Hoover Commission because they tend to
regard themselves as being as infallible as the bureaucracy does.

I want to say that the work of the two Comptrollers General has
helped.

PURCHASE VERSUS LEASING OF AUTOMOBILES

Now let us come back to this leasing of automobiles question.

You have recommended purchase of the automobiles rather than
leasing.

Mr.gCAMPBELL. It appears to be the practical thing to do.

Senator Doucras. And purchase for use by contractors rather than
allowing them to lease and charge ?

Mr. CampeerL. Yes, sir. I might qualify that, Mr. Chairman. In
the case which we have looked into, we feel there should have been pur-
chase. It may be in some cases the lease arrangement is better.

Senator Doucras. You say that the leasing cost of a Ford sedan is a
thousand dollars higher than the purchase cost would have been? In
the case of a Plymouth, $1,100 higher. Chevrolet pickup truck, $1,140
higher. Did this primarily prevail in the Air Force, this practice of
leasing, or does it run all through the Department of Defense?

Mr. CameBeLL. We just covered one contractor which happened to be
an Air Force contractor.

Senator Douvcras. I think this would be worth further probing to
make a few more investigations and find out how widespread the prac-
tice is, if your staff can take it.

Mr. Campeerr. Wecan do that. Obviously it is a snare and delusion
because it is very convenient to lease any kind of equipment as against
buying it.

Senator DoucrLas. Now I notice that the Department of Defense has
written you saying that they are in agreement with your general
recommendation.

Mr. CampserL. That is correct.

Senator Doucras. I wondered if after a decent interval of time you
would be willing to report the degree to which this program is being
carried out?

Mr. CameBeLr. We will, sir.

Senator DoucLas. Now this raises a cognate question.

I have been deluged with mail and probably the Senator from Idaho
has been deluged with mail from rural carriers, post office carriers.
Apparently they have been furnishing their own cars largely for the
delivery of mail and have received a mileage charge for it. The Post
Office Department is now proposing to furnish cars. I must admit I
can’t remember whether the cars are to be paid for by the Post Office
Department on a leasing basis or by outright purchase.

The Post Office Department claims that there are savings to be made.

Have you been able to go into this question at all ?

Mr. CameBeLL. I believe we have done something in that area, Mr.
Chairman.

Senator Dovcras. I wonder if you could inform us of the compara-
tive cost ?

Mr. CampBeLL. Yes, sir.

Senator Doueras. I am not quite certain what the precise mileage
charges are that the rural carriers receive, whether it is 12 cents a mile
or 10 cents a mile. I wonder if you could include some estimates of
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this because this is obviously buoying up a political issue of real
magnitude. Have you received such letters, Senators?

Senator JorpaN. Yes, I have.

Senator Doucras. I think I have received 500 from all the rural
carriers in the State.

PURCHASE VERSUS RENTAL OF ADPE

Now on this automatic data purchasing question, we have tried when
practicable to support you in your recommendation for purchase rather
than leasing because we became convinced by your studies that it was
often cheaper to purchase than to lease. I am glad there has been an
increase in purchase, but as your report indicated, only about 45 per-
cent of the Government-used computers have been purchased rather
than leased.

Mr. CampBELL. Yes, sir.

Senator Doucras. We make estimates that a billion dollars a year
cost—approximately—either is or will shortly be paid for the use of
computers by the Government. What is your estimate as to the savings,
perceﬂntage savings per computer effected by purchase rather than by
lease?

Mr. CameeeLL. Mr. Mahoney is our expert in this field.

Senator Doucras. He has done very valuable work. Mr. Mahoney,
I want to congratulate you.

Mr. Manoney. For the record, I am Edward J. Mahoney, Associate
Director of the Accounting and Auditing Policy Staff, General
Accounting Office.

Mr. Chairman, we have made some very detailed lease studies by
individual months. Quite often in these individual cases over a period
of 5 years the payoff would be about 100 percent of the purchase price.

Senator DoucLas. You mean it has doubled the cost over 5 years of
leasing rather than purchasing?

Mr. MasoneY. In many cases, yes.

Senator Dotveras. And that you, therefore, could cut the cost in half
by a policy of purchase over 5 years?

Mr. MasoNEY. For many of the major components.

Senator Dougras. Approximately ?

Mr. Manoney. Right.

Senator Doucras. That means if you are now spending a billion
dollars a year that the same work could be done under purchase price
by $500 mallion, approximately ?

Mr. MaroNEY. Yes; we have not gone quite that far, Mr. Chairman.

Senator Dougras. I know, but I Iike to deal in rough figures, there
is approximately $500 million a year, that 45 percent, has now been
switched to purchase, so they are saving $225 million, but there is $275
million yet to be saved.

Mr. Manoney. We certainly think it runs into hundreds of millions
annually.

Senator Doucras. Let me paraphrase the common remark by saying
that I think, “There is gold in them thar hills.”

Mr. CampBeLL. Mr. Chairman, may I interrupt ?

Senator Doueras. Yes.
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SCOPE OF ADPE COSTS

Mr. CampBELL. You use this figure of a billion dollars a year. 1
hope you understand that this will be much larger than that in a few
years. Thisis an increasing figure.

Mr. ManoNEyY. Actually, Mr. Chairman, the billion dollars we talk
about is in-house Government expenditures. This is not including
contractors.

Senator Doucras. It does not include contractors ?

Mr. Masoney. No.

Senator Doueras. That is merely direct payments?

Mr. Manoney. We are talking of expengitures of over $3 billion an-
nually in the ADP area.

Senator DoucLas. Let us start simply on Government-operated com-
puters. ’

Mr. MasONEY. Yes.

Senator Douceras. The potential saving there of $275 million a year
over and above the savings now effected by 45 percent purchase policy.

Mr. ManoNey. We feel this is a combination of purchase and full
utilization of the equipment.

Senator Doucras. Yes; we will come to full utilization in a moment.

Now, let us take up the use of computers by Government contractors.
You say this results in a further cost of $2 billion a year.

Mr. Mano~NeY. Well, if this is broken down again, by $1 billion in
Government contractors, another billion dollars in military opera-
tional uses.

Senator Doucras. Is the $1 billion in military use included in the
first billion dollars or was that simply for civilian use of computers?

Mr. Manmoney. If we start with $3 billion, roughly $1 billion in-
house commercial-type and engineering-type uses in the Government
for all agencies, excluding certain intelligence-type activities, military
operation uses. Now over in that area we are talking about another
billion dollars roughly. Now this includes personnel as well as the
equipment,

Then the third area is the contractor area, roughly another billion
dollars,

So our estimates of savings, when we talk in terms of saving hun-
dreds of millions of dollars annually, you have to recognize that of
course a lot of this money involved is for personnel and so on.

Senator Doucras. Let us take the billion dollars spent by contrac-
tors on computers on an annual basis. The Government pays for this;
does it not ?

Mr. ManonNEY. Yes.

GOVERNMENT FURNISHED ADPE TO CONTRACTORS

Senator Doucras. We had testimony yesterday that in certain
branches of the supply system that the Government furnished from 35
to 40 percent of the component parts. Why could not the Government
furnish computers to the contractors?

Mr. Mamoney. This is certainly our position. We are in full agree-
ment that it should be furnished in many cases.

Senator Douaras. Do contractors in the main pay for the com-
puters or do they lease them?

Mr. ManoNEY. These are almost always 100 percent leased.
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Senator Doucras. So there is the potential savings of $500 million
a year here? A

Mr. CampBerL. There would be no advantage to the contractors
themselves to purchase because from an income tax viewpoint and other
factors the leasing is by far the most convenient thing for them to do.

Senator Doucras. T wish you would explain this tax situation a
little bit.

Mr. CameBeLr. The rental is fully deductible whereas the machine
itself would be written off over a period of many years.

Senator DoucrLas. Whereas the rent is deductible from the current
gross income ?

Mr. CamPBELL. Yes, sir.

Senator Doucras. Now have you taken this up with the Defense
Department ?

Mr. CamereLL. Yes, sir.

Senator Douaras. What is their reply? :

Mr. CameBeLL. We have issued about 30 reports on contractor use
of ADP equipment in the past year and a half or two.

DOD POSITION IN GOVERNMENT FURNISHED ADPE

Mr. Newman. It is just as Mr. Campbell stated in his statement that
he read, that the Department of Defense feels that they do not want
to give or furnish the contractors with ADP equipment unless it is
excess to the Government. We feel that in many plants that are
practically 100 percent Government business that we should furnish
the ADP equipment. You must understand, also, Mr. Chairman,
that the lease cost which is now being charged to the Government con-
tracts also increases the fees of these contractors.

In other words, if you have a million dollars in rentals on ADP
equipment, why, he would make it another 5- to 10-percent fee on that
figure. ‘

CONTRACTOR FEES RE ADPE

Senator Doucras. Now this is a very interesting question. The -
cost-plus-percentage contracts which were abused 1n World War I
have been removed now, and what we now have is cost-plus-fixed-fee,
which is not as bad as the cost-plus-percentage contract. You say
in practice the fixed fee becomes a percentage fee, that the fee tends to
become a percentage of the original contract?

Mr. Newman. Of the cost.

Senator Doucras. Of the cost.

Mr. Newman. In other words, in a negotiated contract or cost-plus-
fixed-fee, they negotiate a total cost and based on that cost, depending
on the risks in some areas, the contractor would receive a fee or profit
on the total cost. Now maybe on ADP the services would only allow
the contractor 5 percent. .

Senator Doveras. You mean that in part the cost-plus-percentage
contract has come back wearing the disguise of a cost plus fixed fee?

Mr. Newman. This all isset in advance, Mr. Chairman.

Senator DoucLas. Yes, but what about changes, when the changes
are made 1n specifications?

Mr. NewmaN. He may get more fee or he may not. The services
may reduce the fee.
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Senator Dotcras. If the fee goes up as the changes are made, this
becomes almost a cost-plus percentage.

Mr, NewyanN. In each change they would negotiate what the cost
would be as well as what the fee would be.

Senator DoucLas. You know, we are opening up some new avenues
of inquiry.

In any event you feel very strongly, first, that the computers should
be purchased rather than leased in direct Government operations?

Mr. CayreerL. In general, yes.

Senator Dovaras. And second, that this should be extended to direct
contractors for the Government ?

Mr. CaurBeLL. Yes, sir.

Senator Doucras. And that the savings will run into the hundreds of
millions of dollars.

Now Congressman Brooks and I have had bills in to this effect for
some years. We have not been able to make much progress.

BOB POSITION ON ADPE

Now it becomes my painful duty to ask you this question: Has not
one of the chief sources of opposition to this bill come from the Bureau
of the Budget?

Mr. CaxeeerL. I regret that is correct. 'We can’t understand it, but
that is true.

Senator Doteras. Now this is the agency which is supposedly your
opposite number in the executive branch, isn’t that true?

Mr. Camesern. Its function in the executive branch does parallel
ours in the legislative to a degree.

Senator Dotvcras. And I want to say in general I think its work is
very good.

CENTRALIZED MANAGEMENT OF ADPE

I have been unable to understand this opposition. Now there is a
third question, the centralized management in the handling of these
computers.

We have been stressing the fact that these computers can work a
long working day without great fatigue. There may be a fatigue of
metals but they can work at least 22 or 24 hours a day with shifts of
people working on them. And that it is an uneconomic use of re-
sources to work them only a few hours of a day.

Granted that they are status symbols, granted that each agency
wants to have a computer in order to show that it is right up with the
times, still if they are under central management in convenient places
this would make possible one agency using a computer for 6 hours a
day and another agency for 3 or 4 hours a day, and so forth.

Mr. CaypeBELL. Yes, sir, that is correct.

ROLE OF BOB IN ADPE MANAGEMENT

Senator Doucras. It could be handled centrally. I have heard
rumors that what the Bureau of the Budget wants is for them to be
the central agency. Have you ever detected possibilities in this di-
rection ?

Mr. CameienL. Our original suggestion that I think was discussed
with you, Mr. Chairman, is that this was such a vital thing to the
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f(‘f'rovernment that it should really be part of the President’s own of-
ce.

Senator Doucras. The President’s?

Mr. CameBELL. Yes, we directed our recommendation toward direct
Executive control.

Senator DouerLas. That would be the Bureau of the Budget?

Mr. CameBeLL. No, we did not think that would be a good idea.

BUREAU OF THE BUDGET—OPERATING OR PLANNING AGENCY?

Senator Doucras. Now that raises the question, should the Bureau
of the Budget be an operating agency or should it be a planning agency
and to some degree a supervisory agency ?

Mr. CameBeLL. I think that was the reason we felt as we did, that
this was an operating matter and that the Bureau of the Budget——

Senator DoucLas. Some years ago I crusaded against Government
Cadillacs. I resented esthetically seeing the streets here blocked in
the morning with Cadillacs of bureaucrats. My wife drives me down
in a 1960 Chevrolet. I use the Chevrolet for 7 years and discard it.
I am very proud I have a Chevrolet. I have no jealousy of Cadillacs
but it seems to be a status symbol which people embrace. I crusaded
on this for several years, drew down on my head the derision of the
Secretaries, the Deputy Secretaries, and Under Secretaries, the Dep-
uty Under Secretaries, the Assistant Secretaries, and the whole hier-
archy of governmental officials.

I waspleased to see the President put in an Executive order reducing
the number of Cadillacs and making a saving. I want to congratulate
him on it.

Now who is managing the assignment of these cars? Is it the Bureau
of the Budget?

Mr. CampBeLL. Of course, the General Services Administration han-
dles most of the car problem in the Government.

Senator Doueras. The chief abuse has not been the White House but
in the departments scattered around. I am informed by Mr. Ward
that the authorization for cars is fixed by the budgetary-legislative
process and Congress handles its own somewhat liberally.

Then each Department more or less administers its own vehicles
where there is no GSA motor pool. T think that is right. There have
been real reforms of it on the whole. Would you not say, that the
Bureau of the Budget should not be an operating agency but should
be a planning and inspecting agency ?

Mr. Campprrr. I think that was the genesis of the Bureau’s orga-
nization.

Senator Doucras. I have been asking questions for some time. I
think I will stop for a moment and let Mrs. Griffiths have a. chance.

COMPATIBILITY OF COMPUTER SYSTEMS

Representative Grirrrras. I would like to ask you, Mr. Campbell,
what about the difference in these computer systems.

Did not DSA inherit a good many different computer systems and
would it not be of more value if they were all the same system or at
least compatible? (See Admiral Lyle’s statement, p. 82.)

Mr. Cameeerr. That is a technical problem which I probably am
not competent to discuss. I will say, however, that we are aware that
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these computers do serve different purposes. Mr. Mahoney is better
qualified on that.

Mr. Masoney. I think what we are asking the Government is a
degree of compatibility between computers so that we can interchange
data between the various systems.

We are not particularly interested in who the manufacturer is as
long as we can speak computer to computer language back and forth
not only in Government but between Government and industry. We
have been searching for this for a number of years. At the moment
we have quite an incompatibility problem.

Representative Grirrrras. Thank you.

TRANSFER OF DISPOSAL FUNCTION TO GSA

I would like to ask you also, Is not General Services about, to take
over the disposal function of the Defense Supply Agency? (Seep.83.)

Mr. CameseLL. Tosome extent.

Representative Grrrrrras. Do you have information on cost differ-
entials in this? And the economies, if any, that would be effected or
the speed with which it could be done?

Mr. RusiN. We have no information on that. We are aware of the
fact that there is an agreement between GSA and the Defense Supply
Agency to make this transfer which will go into effect, we believe,
the first of July but we have not made a study as to the relative cost.

Representative GrirrITHS. Do you know whether or not in actuality
the General Services Administration is now recouping less per dollar
than Defense is?

Mr. RueiN. We have no information here on that.

Representative GrirritHs. In addition to this, the General Services
do not have the automatic processing data that the Defense Supply
Agency has, does it ?

Mr. Rusin. We have no information here as to GSA’s ADP
capability.

Representative GrirriTss. So in reality they will take over the thing
and make it into a manual operation and the real advantage that the
Defense Supply Agency has now is that they have an automatic
operation

Mr. Ruein. We do not know what their plans are. We are not too
familiar with that phase of the problem,

GAO TO REVIEW CAPABILITIES AND COSTS OF DSA AND GSA RE DISPOSAL
FUNCTION

Representative Grirrrras. Would you mind looking into it?

Mr. RreiN. We would be glad to.

Representative Grirrrras. I think the result would be that it would
simply cost the Government additional money. Why should any addi-
tional equipment be purchased or why should these people take it over
ﬁnd_ run it manually when it is already being run from an automatic

asis.

Second, I think it is true that the Defense Supply Agency recoups
more money per dollar than General Services recoups.

Mr. Rusin. We will be glad to look into that.

Representative Grirritas. Thank you.
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TREATMENT OF SUBS BY PRIME CONTRACTORS

Now I would like to ask you a question. For a long time, as you are
aware, I have been very much interested in the treatment of subcon-
tractors by primes. Over and over it has been brought to my atten-
tion that subcontractors really get a very rough deal. I was told yes-
terday, I think, by a subcontractor that they, of course, are not given
the same type of contract that a prime has from the Government—the
prime does not give them the same type of contract, the prime simply
tells them what they will pay.

Now I think there is some merit to this. I think this is generally
the practice of business. They simply make the determination how
much they will pay for the part and they will find somebody who will
make it at that price.

But I would be very much interested in knowing whether or not
the prime treats their own corporate children the same way they are
treating the independents. That is, if the prime has an interest in the
plant of the subcontractor, or if there are people in the management
that have an interest in the plant of the sub, are they being given
exactlgf the same deal as the absolutely independent contractor is being

iven
s Now I think in business they are not. I do think that the Govern-
ment should be fair.

Mr. CameBeLL. We recall last year we discussed this and we know
your interest, Mrs. Griffiths. We can go into this matter you men-
tioned, the matter of the corporate children as against the outsider in
connection with our future audits. I don’t know whether Mr.
Keller has any comment ; there are a great many problems involved
here.

Representative Grirriras. Yes; I realize that.

PRIME AND SUBCONTRACTS

Mr. KeLLer. Mrs. Griffiths, generally you don’t find the same clauses
in the subcontract that you do in the prime. The Government con-
tracts with the prime and the prime makes his own contract with the
sub. Some of the terms of the subcontracts are more strict than the
Government uses with the prime.

The Government agencies have been quite reluctant to step in be-
tween the prime and the sub for several reasons. First, the Govern-
ment is paying the prime to manage the contract and to produce results,
and therefore it does not want to be between the prime and the sub.

Second, there is always the possibility that any moves in this direc-
tion might establish a privity of contract between the Government and
the subcontractor which most people in the Government procurement
field think would be undesirable. I personally think so myself. Take
for example a substantial aircraft contract where there might be as
many as a thousand first and lower tier subs. If the Government gets
in the business of administering each sub and sub-sub it would have
quite an administrative job and a costly one. Also ,there would be dis-
putes to settle, possible litigation, and other matters.

On Thursday and Friday of last week there was a conference at
George Washington University on subcontracting problems at which
some of the matters we are talking about were discussed for 2 days
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among the experts; that is, lawyers from private practice, Government
officials, representatives of the primes, and representatives of the subs.

While I was not there, we had one of our attorneys at the conference
and I gather that after 2 days no one found any real good solutions to
the problems. There was a considerable discussion along the lines we
are talking about—that the same contract conditions should be in the
subcontract that the Government puts into the prime contract. But,
I gather there was no general agreement on this point.

Representative Grirriris. I should think that if the prime sends out
a change order to the sub, that at least the sub should have some oppor-
tunity to increase the price, or decrease it. But I think also some place
along the line the Government should have sufficient supervision to
determine whether or not every sub is being given the same type of
treatment and whether or not 1n fact the primes are taking the work
of the subs at less than fair value and then discarding the sub as a
contractor.

I am quite sure that in many instances they are, they permit the sub
to perfect the item and then simply get rid of them.

Mr. Kerier. 1 have heard of some cases like that.

Representative Grrrrrrrs. I have heard enough to know that it is
happening on some occasions and I think it is reprehensible. I don’t
think the rest of us feel that is the way the Government should be
treating anybody.

Senator Doveras. Senator Jordan.

Senator Jorpan. Thank you, Mr. Chairman.

CITANGE ORDERS IN CONTRACTS

I have just one question. You mention the word “change order”
in contracting. Have you ever done any research on change orders
on Government contracts, Mr. Campbell ?

I am thinking now of contracts that are awarded under competitive
bid to the successful contractor, then there will be a great many change
orders perhaps before the contract is completed. Have you ever had
any occasion to do research in this area?

Mr. CameperL. Yes, sir. We have issued a number of reports in-
cluding comment on change-orders.

Senator Jorpan. Those reports are available ?

Mr. CaMpBELL. Yes, sir.

Senator JorpaN. Thank you. That is all, Mr. Chairman.

Senator Doteras. Thank you, Senator.

GENERAL POLICY AND EXCEPTIONS IN PROCUREMENT AND MANAGEMENT OF
ADPE

Let me expound a statement on automatic data processing before
we dismiss the subject.

I can well understand that in certain governmental agenties such as
the FBI, for example, that they would not want to have their com-
puters shared with other agencies. It isalso possible that in individual
instances the leasing arrangement might be superior to purchase. But
as a general policy, it would seem to me that (Government operated
computers where the material is not classified should be shared and
that even where it may be confidential it could be operated within a
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department so that each subdivision would not necessarily have to have
its own computer.

Second, so far as possible it be owned rather than leased, that this be
extended into the field of prime contractors as rapidly as possible.

1 hope you will pursue this, Mr. Campbell. It seems to me this may
be the most important source of immediate savings that we can effect.

Mr. CampBeLL. We feel that way about it, Senator.

Senator Doueras. I wish we could get some publicity on this subject.

ATTITUDE OF MANUFACTURERS TO ADPE

Mr. CampBerL. I am sure that the manufacturers are well aware of
our feelings and are well aware of the problem.

Senator Doueras. The manufacturers are opposed to this, are they
not, because they make more money by leasing ¢

Mr. CamreBeLL. Not entirely. Some may be, some may not be for
various reasons.

Senator Doucras. What is the attitude of IBM ¢

Mr. CameeerL. I haven’t discussed it with IBM.

Senator Douveras. If IBM would cooperate that would be a great
advance.

INDUSTRY GENERALLY CENTRALIZES

Mr. CameeeLL. I don’t know whether you have seen the transeript of
a recent hearing on this matter, Mr. Chairman. There has been some
question about what private industry does in this area of computer
control. We were asked that question. We recently made a survey
and found that although the Government should be leading the way in
these things we find that industry generally centralizes.

Senator Douveras. Centralizes purchases?

Mr. CameeeLL. Centralizes purchases, leases, or management.

Senator DoueLas. Within the giant companies?

Mr. CamppeLL. Within the large compantes, yes.

DISPOSAL OF SURPLUS PROPERTY

Senator Doucras. Now let me deal with this question of disposal
of surplus property. Do you want to make a general statement on
that, on the progress in this field? What has been the degree of
progress ?

_ Mr. CampeELL. Do you mean, Mr. Chairman, how they are progress-
1n§ in disposal?

enator DoucLas. Yes, what progress is being made, whether we are
realizing a higher percentage on disposal?

Mr. CampBeLL. We have done very little this year in that area, Mr.
Chairman.

DOD RETURNS FROM SURPLUS DISPOSALS

Senator Doueras. I regret that Mrs. Griffiths is not present but as
you know we have just issued background material on the economic
impact of Federal procurement. I would like to put in the record
tables 16 and 17, page 28, from the publication “Background Material
on Economic Impact of Federal Procurement, 1965”; these are com-
parative tables. The military figures are that they realized in fiscal
1964 gross receipts of 2.14 percent of acquisition cost and on other
than scrap and salvage, 6.2 percent.
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Proceeds from disposal sales of surplus personal property by the military
departments, fiscal years 1958-64

[In millions]
Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal
Proceeds from disposal year year year year year year year
. 1958 1959 1960 1961 1862 1963 1964
From sale (other than scrap) and salvage.._.. $128 $140 $124 $106 $87 $59 $61
From sale of other property.. . _.______.._.. 55 72 70 61 48 40 42
Total..... 183 212 194 167 135 99 103
Acquisition cost (total) . ... ... 5,460 | 7,366 | 5083 | 6,123 | 3,482 | 3,446 4,815
Percent of total gross proceeds to total acqui-
sition cost_ oo 3.38 2.88 3.24 2.7 3.87 2.87 2.14
Percent of proceeds to acquisition cost (other
than scrap) and salvage_ .. cccceemenenn- 518 5.2 5.25 5,08 7.02 6. 66 6. 22

Costs of disposal sales of surplus property by the military depariments, fiscal
years 1958-64

[In millions]

Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal | Fiscal
Costs of disposal sales of surplus property year year year year year year year
1958 1959 1960 1961 1962 1963 1064

Cost for demdilitarization_____________________ $24.0 | $20.5| $26.6 | $10.1 $9.1 $9.5 $12.7
Costs for preparation and selling 18.5 37.8 51.8 65.5 69.0 62.6 64.6

Total .. ... 3 58.3 78.4 84.6 78.1 72.1 77.3
Gross proceeds 212.0 | 104.0 | 167.0 | 1350 99.0 103.0
Percent of sales costs to gross proceeds._...._| 23.0 27.5 40.4 50.6 58.0 75.2 75.0

Senator Doucras. Now if we could get comparative figures on the
percentage of gross proceeds of General Services Administration dis-
posal compared with the military on substantially similar items, that
unl((ii be very helpful to deal with this question that Mrs. Griffiths
raised.

Mr. Cameeer. I think we can obtain those, Mr. Chairman.

Senator Doucras. I hope you can make a report on that and we will
see that it gets publicity. Is there anyone here from GSA ?

Mr. CampBeLL. Yes, sir, Mr. Chairman. John O. Tressler, Deputy
Director, National Supply System Division, General Services Admin-
istration, is here.

Senator Doueras. Would you come forward, please? You are very
modest in sitting in the back part of the room. We hope you will
come and sit up here at the front table.

Did you hear the questioning ?

Mr. TressLEr. Yes, sir.

Senator Douceras. I wonder if you can assemble material on this
over the noon hour so that when Mr. Knott appears this afternoon we
can have some GSA statistics to compare with these figures. You have
seen our report, have you? Will you look at tables 16 and 17 on page
28 of the Economic Impact Report of April 19657

Mr. TressrEr. I will get the word back to them, sir.

Senator DoucLas. You can telephone back and see if we cannot get
some figures this afternoon. If not this afternoon, as speedily as pos-
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sible so that they can be included in the transcript of the hearings.
(See p. 204.)
Mr. TRESSLER. Yes, Sir.

POSSIBLE COLLUSION AT AUCTION SALES

Senator Dougras. Mr. Campbell, years ago I became suspicious of
these auction disposal sales, suspicious as to whether or not there was
a ring of purchasers who would come to these sales and the bids would
not be truly competitive and would be unduly low.

We had a number of talks about this. I never made any public
charges because I didn’t have any evidence, but I did think it was pos-
sible just to have suspicions because of things I picked up. I toured
a lot of so-called Army-Navy stores and found clothing items and shoe
items which obviously had come from the surplus sales which seemed
to be in very good condition and which were offered at extraordinarily
low prices, implying that the purchase price at the auction had been
low.

Have you ever been able to give that any attention or have you been
so swamped with other jobs ?

Mr. CameBeLL. We have not, Mr. Chairman. We realize that the
same names seem to appear in these sales, a few names, and very large
organizations. But we have not

Senator Doucras. I have always felt that this was a subject for in-
quiry as to whether or not there were buying rings so that the auction
prices were not real competitive prices.

Mr. Newman. We did have one contractor in Florida, Aerodex,
Inc., who was out buying surplus aircraft parts and furnishing them
under a contract with the Federal Government to overhaul engines.
He was charging the Federal Government an exorbitant price for
these parts which he had bought at surplus sales at a very low price.

BALANCING REQUIREMENTS AGAINST STOCK

Senator DoucrLas. Now as to the system of balancing requirements
against stock, is that proceeding inside the GoVernment, the com-
parison of current orders and future requirements as balanced against
amounts of stock in inventory? (See pp. 40, 54, 70, 114.)

That problem was highlighted largely as a result of your pressure
and to some degree possibly from the work of this committee.

Is the system working ?

PROBLEM OF SUBSTITUTABILITY

Mr. Ruein. We feel there has been a substantial improvement.
However, we continue to find problem areas as we have brought. out
in our reports, particularly where we find that they have an excess of
stock.;vhich is substitutable for the item that is being ordered. (See
p- 82.

We still have some problems in that area. In other words, the
excess item may not be quite the same as the item that is being ordered
but it might be able to meet the mission requirements. (See comments
on paint, p. 136.)

Our position there is that basically they should tend to use the old
stock if it will serve the purpose rather than spend additional money
for new stock.
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REDUCTIONS IN ITEMS IN SUPPLY SYSTEMS

Senator Doteras. Now on the question of the reduction in the
number of items in the supply systems. Mr. Ignatius said yesterday
that in fiscal 1964 they reviewed 500,000 items in the standardization
program and eliminated 221,510. (See p. 55.)

I believe in his testimony, yesterday afterncon, Admiral Lyle gave
another substantial figure. (See p. 81.)

Now your testimony seems to indicate that in some cases an item will
disappear from the catalog but will reappear under another name.
So that it. comes back again under a disguise. Is this widespread or
did you find this in just a few instances?

Mr. Ruein. We made a very limited survey but we found a signifi-
cant occurrence of this situation. There is a project underway in
defense to improve this. It is still in the test phase. It has not pro-
gressed very far. (See p. 81.)

Although we feel the procedures being set up are worth while we
feel it will take quite a while and a considerable amount of pressure
to get this project going.

enator Doucras. Do you think this comes about from a willful
disregarding of the order or how widespread is it ; does it come from
the local supply officer?

Mr. Rusin. We feel the problem basically is the lack of technical
capability by the people who review the requests for new item numbers.

In other words, they don’t recognize this is the same as the one al-
ready in the system. What we recommend is that they have people
with technical capability to review these to determine that they are
not the same as those already in the system. This is one of the tgings
they are doing in this current project and have shown some rather
significant results.

Senator Dovaras. I notice that in fiscal 1964 they added slightly
more items to the list than they took off, so that the total number of
items somewhat increased. Isthat correct?

Mr. Rusiv. Their report shows this; yes, sir.

Senator Doveras. But they say during the last 8 or 10 months that
they have made very substantial improvements and that their program
is now working and they are reducing the total number. Isthat true?

Mr. Rupin. We have seen their report which states this. We have
not reviewed it that currently.

COMPETITIVE CONTRACTING

Senator Dotcras. Now, on the question of competitive contracts,
both of us have crusaded against negotiated contracts and have urged
the extension of competitively bid and advertised contracts. T think
the Secretary of Defense has been making honest efforts to increase
this percentage.

INCREASE IN FORMALLY ADVERTISED PROCUREMENT

I think he has caused an increase from somewhere around 12 to 14
percent. according to the figures of yesterday, with an anticipated in-
crease perhaps to 18 percent if the current trend continues. I would
like to put into the record table 10 from page 21 of the committee’s
recent publication “Background Material on Economic Impact of Fed-

47-662 0—65——11
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eral Procurement, 1965,” which we have issued, showing an increase
from 12.1 to 14.8 percent from 1951 through 1964.
(The table referred to follows:)

TaBLE 10.—Net value of military procurement actions, with business firms for
work in the United States, classified by method of procurement, fiscal years
1951-64%

Formally advertised Negotiated
Total procurement procurement
Fiscal year net value
(millions)
Millions Percent Millions Percent
$30, 823 $3,720 12.1 $27,103 87.9
41,482 4,479 10.8 37,003 89.2
27,822 3,089 1.1 24,733 88.9
11, 448 1,789 15.8 9, 659 84.4
14,930 2,386 18.0 12, 544 84.0
17,750 2,815 15.9 14,935 84.1
19, 133 3,321 17.4 15,812 82.6
,827 3,115 14.3 18,712 85.7
22,744 3, 089 13.8 19, 655 86.4
21,302 2,078 14.0 , 324 86.0
22,992 2,770 12.0 20, 222 88.0
26, 147 3,412 13.1 22,735 86.9
A 3, 538 13.0 23, 605 87.0
26, 221 3,889 14.8 22,332 85.2
Total, 105164 __ .. _______.________ 331, 764 44,390 13.4 287,374 86.6

Source: “Military Prime Contract Awards and Subcontract Payments, July 1963-June 1964, Office o
the Secretary of Defense.

SAVINGS FROM COMPETITIVE BIDDING

Senator Doucras. The Secretary has said that the savings he ef-
fected on the advertised and competitively bid contracts amount to
as much as 25 percent.

Mr. CamreserL. I have heard that figure; yes.

Senator Doucras. If this is so, is there not room for further ex-
tension of this system? Granted that progress has been made, is there
not room for greater progress?

Mr. CameBeLL. We feel, as you know, that this should be extended
far more widely than it is.

Senator Doucras. Have you marked out certain types of commodi-
ties where you think this system could be used without compromising
security? We have never thought that this need apply to weapons or
missiles.

Mr. CameBeLL. That is correct.

CHAIRMAN PUZZLED AT LACK OF PROGRESS

Senator Doucras. With the savings so great and the approval of the
Secretary of Defense and the actual efforts of the top brass in the De-
fense Department to do this, I am a little bit puzzled by the slowness
of actual progress. Now it may be that fiscal 1965 and 1966 will show
a great improvement. I hope our friends from the Defense Depart-
ment will realize that in their efforts to increase the percentage they
not only have our support but our vigilance as well on this.
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FORMAL ADVERTISING 19.5 PERCENT FOR FIRST HALF FISCAL 1965

Mr. Newman. This morning I had an opportunity to look at the last
6 months ending December 1964. The formal advertised had jumped
to 19.5 percent. )

Senator Doucras. I remembered some such statistics as that.

Mr. NewmaN. That is on 6 months. That is a 6-percent increase.

Senator Doucras. Yes. That would be a great improvement. I
remember that. I want to congratulate the Department of Defense on
that. This has been a sudden jump upward above fiscal 1964.

Mr. Newman. The trend is increasing as indicated by the first 6
months.

Senator Doueras. The momentum is moving on this. I hope that
any internal sources of opposition may be weakened.

TWENTY-FIVE PERCENT SAVING—A CONSERVATIVE FIGURE

Mr. Newnan. The figure of 25 percent saving, Mr. Chairman, I
would say is conservative, based on our audit work.

COMPETITIVE NEGOTIATION

Senator Doucras. Now the Secretary has instituted a second type
of contract which he terms a competitive contract which is, I think, a
competitively negotiated contract where the bid is not advertised but
where the most prominent suppliers are interviewed. That is true;
itisnot?

TWO STEPS

Mr. CampeeLL. Yes. Also, the Department has established the two-
step procurement procedure. (See p. 50.)

Senator Doucras. The savings on this are less but they have in-
creased the percentage. Do you have any comment you want to make
on the so-called two-step competition or, as I prefer to call it, com-
petitively negotiated ?

! Mr. CampeeLL. Mr. Keller is more familiar with that, I think, than
- am.

Mr. Kerier. Mr. Chairman, we have seen a number of procure-
ments where competitive negotiation and two-step procurement have
been used in lieu of sole source procurement.

You can argue that competitive negotiation is not quite as good as
advertised procurement but certainly it is far better than sole source
or limited competitive negotiation.

Some of the same procurements we examined 3 or 4 years ago that
were negotiated as sole source are now being handled by competitive
negotiation or two-step procurement. I think the Department of
Defense is making a real effort to put their procurement more and
more on this basis.

Senator Doucras. You are going to keep watching this?

Mr. CameeerL. Very much so.

PROCUREMENT OF C—5 PLANE

Mr. Newman. Mr. Chairman, recently we were briefed by the Sec-
retary of the Air Force on the proposed procurement of this C-5 plane.
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That is that enormous big transport. They have called certain com-
panies in, I think there were three or four involved.

Senator Doueras. Of course the number of airplane companies is
very limited.

Mr. Newnman. That is right. Just like the production of TFX,
there are only a certain number of companies you can go to. But they
are trying to put this on a highly competitive basis.

INCENTIVE-TYPE CONTRACTS

Senator Doueras. Now in the so-called fixed price, cost reduction
program, in which the portion of the costs is returned to the contractor
if the actual costs fall below fixed cost, what percentage does the con-
tractor get of the reduction? Is it 25 percent?

Mr. CameeeLL. That is the incentive-type contract?

Senator Doucras. What is the general figure? Do you know?

Mr. Newman. It will vary, Mr. Chairman. It may run 5 and as
high as 25.

enator Doueras. Twenty-five tends to be the upper limit ?

Mr. Newman. It may go as high as 80.

Senator Doucras. It isnot on a 50-50 basis.

Mr. Newnman. No. I don’t think we have ever seen a 50-50 basis.

Senator Douaras. Do you think this effects real economies ?

Mr. NEwman. What is that, sir?

GAO STUDYING INCENTIVE-TYPE CONTRACTING

Senator Doucras. Do you think this effects real economies ?

Mr. Newnman. Well, we have our doubts. We are testing on a few
of these incentive contracts to be sure that the proposal is really down
to the ground and not up in the air as far as cost and estimates.

Senator Doucras. There would be a temptation of course to fix the
price high so that then you can share in the reductions.

Mr. Newman. That is right, sir.  'We are reviewing a few incentive
contracts now. They have not been in operation long enough for us
to make a safe test but we will keep you posted on our progress in
this area.

I know Secretary McNamara is very much concerned about this.
Of course, you win or lose at the negotiating table.

- QUALITY OF GOVERNMENT NEGOTIATIONS

Senator Doucras. Now I was somewhat concerned and I think you
were too over the fact that our negotiators were generally not as able
as the negotiators for the companies, and that it was in a sense pitting
minor leaguers—bush leaguers—against major leaguers. Have you
had any feelings on that score ? *

GOVERNMENT NEGOTIATORS OFTEN NOT EQUIPPED WITH AVAILABLE
. FACTS

Mr. Newman. We have found that negotiators have had the means
whereby to get the information but in many cases they don’t get the
information before they reach the negotiating table.

1 Report, 1960 : “Economic Aspects of Military Procurement and Supply,” report of the

Subcommittee on Defense Proocurement of the Joint Economic Committee, 86th Cong., 2d
sess.; p. 32.
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Naturally T would say if any of us here were trying to negotiate
with General Motors, we are in a different ball park and we don’t know
the operation of the plant completely as well as the General Motors
negotiators. But if we could get the Government negotiators more
and more to rely on the information available and use that informa-
tion, I think they would have more success at the negotiating table.

Senator Doucras. Now some of us have adopted a rule of not letting
anybody buy us a lunch on the grounds that under the influence of
a lunch and the convivial attributes which frequently attend it, that
the resilience of the individual increases and the tensile strength of
his resistance diminishes.

Do you know if the President’s advice not to let people buy them
lunches, people in the Government service not to allow others to buy
them lunches applies to these negotiators?

Mr. CampeBeLL. Do we what?

POLICY ON NEGOTIATORS ACCEPTING FAVORS

Senator DoucLas. Is there a prohibition against negotiators accept-
ing lunches at the hands of contractors?

Mr. Camepern. The Department of Defense has issued a rather
comprehensive directive, I believe.

Senator DoucrLas. When was that issued ¢

Commander Durkin. There was one issued several years ago, Mr.
Chairman, but last fall Secretary Vance issued a revision to that direc-
tive which includes the items you are referring to.

Senator Doucras. I wonder if you could supply that for the record.

Commander Durkin. I will be happy to, Mr. Chairman.

(The directive referred to follows:)
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sy 17, 1403
NUMBER 5500. 7

GC,DaD

Department of Defense Directive

SUBJECT ) Standards of Conduct

Refs.: (&) DoD Directive 5500.7, subject as sbove,

December 12, 1961 (hereby cancelled)

(b) DoD Directive 5500.8, "Standards of Conduct
(Advisers and Consultents)," March 12,
1962 (hereby cancelled)

(c) DoD Directive 1005.3, "Decorations, Awards,
and Gifts from Foreign Governments,”
Septenber 27, 1958

(d) DoD Directive 1442.1, "WOC Appointments,"
July 20, 1951 (hereby cancelled)

I. FURPOSE AND CBJECTIVES

A. This Directive prescribes the standards of conduct,
relating to possible conflict between private interestp
and official dutieg, required of all Department of
Defense personnel, regardless of assigmment. Close
adherence to these principles will insure compliance
with the high ethical standards demanded of all public
servants.

B. This Directive is in consonance with (1) the President's
nenorantum (Inclosure 2) councerning Special Govermment
Brplayees and (2) the Code of Ethics for Govermment
Service contained in House Concurrent Resolution 175,
85th Congress, vhich applies to all Govermment person-
nel (See Inclosure 4).

C. This Directive includes standards of conduct based on
the revisions of the conflict of interest laws enacted

#DoD personnel, as used in this Directive, unless the
context indicates otherwise, means all civilian officers
and employees of all the offices, agencies, and depart-
ments in the Department of Defense (including non-
aprropriated fund activities) and all officers and
enlisted members of the Army, Navy, Air Force, and

. Marine Corpe (officers includes camissioned and warrant).
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in 1962 (P.L. 87-TTT and P.L. 87849). (See Inclosure 3).

CANCELIATIOR

References (a), (b) and (d) are hereby superseded and cancelled
on the effective date of this Directive.

APPLICABILITY

This Directive applies to all camponents of the DoD.

ETHICAL STANDARDS OF CONDUCT

A.

General

DoD personnel are bound to refrain fram any private business
or professional activity which would place them in a position
where there is a conflict between their private interests and
the public interests of the United States. Even though a
technical conflict, as set forth in the statutes cited in this
Directive, may not exist, DoD persomnel must avoid the appear-
ance of such a conflict, fram a public confidence point of
view. DoD personnel will not engege in any private activity
which involves the use of, or the appearance of the use of,
inside information gained through a DoD position for private
gain for themselves, their families or business associates.
DoD personnel must not use their DoD positions in any way to
induce, or give the appearance of inducing, another person to
provide any financial benefit to themselves, or persons with
whan they have family, business or financial ties.

Dealing With Present and Former Military and Civilian Personnel

DoD personnel will not knowingly deal with military or civilian
personnel, or former military or civilian personnel, of the
Govermment, if such action will result in a violation of a
statute or policy set forth in this Directive.

Presidential Appointees

Executive Order 10939 of May 5, 1961, prescribing special
standards for Presidential appointees and others (Inclosure 1)
is self-explanatory.

ERIBERY AND GRAFT

In general, DoD personnel may be subject to criminal penalties if

they solicit, accept, or agree to accept anything of value in
return for being influenced in performing or in refraining fram
performing an officlal act (See 18 U.S.C. 201).

143
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VI. GRATUITIES

A. DoD personnel will not accept any favor, gratuity, or entertain-
ment directly or indirectly, fram any person, firm, corporation,
or other entity which is engaged, or is endeavoring to engage in
procurement activities or business transactions of any sort with
any agency of the DoD except as provided in Paragraphs 1, 2 and *
3 of this section. Favors, gratuities, or entertainment bestowed ¥
upon members of the immediate families of DoD personnel are viewed
in the same light as those bestowed upon DoD personnel. Accep-
tance of entertaimment, gifts, or favors (no matter how innocently
tendered or received) from those who have or seek business dealings
with the Department of Defense may be a source of embarrassment to
the Department and to the personnel involved, may affect the ob-
* Jeetive Judgment of the recipient and impair public confidence in ¥
the integrity of business relations between the Department and
industry.

* *

1. 1In some circumstances the interests of the Government may be *
served by participation of Defense per 1 in widely-attended *
lunches, dinners and similar gatherings sponsored by industrial,*
technical and professional associations for the discussion of
matters of mutual interest to Govermment and industry. Parti-
cipation by Defense personnel is appropriate where the host is
the association and not an individual conmtractor. However,
acceptance of entertainment or hospitality from private compa-
nies in connection with such assoclation activities is prohi-
blted.

%k %k k k k ¥ K ¥ %k X
* %k %k % k % *k

2. In some circumstances the interests of the Govermnment may be
served by participation of Defense personnel in activities at
th; expense of individual Defense contractors. These activi-
ties include public ceremonies of mutual interest to industry,
local communities and the Department of Defense, such as the
launching of ships or the unveiling of new weapons systems;
industrial activities which are sponsored by or encouraged
by the United States Government as a matter of United States
Defense or economic policy, such as sales meetings to promote
off-shore sales involving foreign industriel groups or govern-
ments; and luncheons or dinners at a contractor's plant, oh
an infrequent basis, where the conduct of official business
within the plant will be facilitated and where no provision
can be made. for individual payment.

* ok ok ok ok dk,ok k ok ok k k ok K
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3. There may be a limited number of additional situations where,

in the judgment of the individual concerned, the Government's
interest would be served by participation by Department of
Defense personnel in activities comparable to those enumera-
ted above. In any such cases in which Department of Defense
personnel accept any favor, gratulty or entertainment directly
or indirectly from any person, firm, corporation, or other
entity which is engaged or is endeavoring to engage in busin-
ess transactions of any sort with the Department of Defense,
a report of the circumstances will be made within forty-eight
hours to the designee of the Secretary of the military depart-
ment concerned, or to the designee of the Secretary of Defense
in the case of Department of Defense personnel not within one
of the military departments.

gk Kk Kk Kk K K K k¥ K K Kk
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B. Procedures with respect to gifts from foreign governments are set
forth in DoD Directive 1005.3, reference (c).

VII, PROHIBITION OF CONTRIBUTIONS OR PRESENTS TO SUPERIORS

No officer or employee in the United States Government employ shall at any
time solicit contributions from other officers or employees in the Govern-
ment service for a gift or present to those in a superior official pesition;

#1st amat (Ch 1, 9/25/64, effective November 29, 1964)
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nor shall any such officials or superiors recelve any gift or
present offered or presented to them as a contribution from persons
in Government employ receiving a salary in an amount smaller than
their own; nor shall any officer or employee mzke any donation as
a gift or present to any official superior. Every person who vio-
lates this section shall be summarily discharged from the Govern-
ment employ (See R.S. 1784; S U.8.C. 113).

VIII. USE OF GOVERNMENT FACILITIES, PROPERTY, AND MANPOWER

Covernment facilities, property, and manpower, such as stenographic
and typing assistance, mimeograph services and chauffeur services,
shall be used only for official Government business. This section
is not intended to preclude the use of Govermment facilities for
activities which would further military-community relations provided
they do not interfere with the military missions.

IX. USE OF CIVILIAN AND MILITARY TITLES IN CONNECTION WITH CCMMERCIAL
ENTERPRISES

A. All civilian personnel, and military personnel on active duty,
are prohibited from using their civilian and military titles
or positions in connection with any ccaomercial enterprise or
in endorsing any commercial product. The foregoing shall not
be deemed to preclude publication by such personnel of books
or articles which identify them as author by reference to
their military or civilian title or position, provided that
publication of such material has been cleared under existing
DoD procedures. .

B. All retired military personnel and all members of reserve
components, not on active duty, are permitted to use their
military titles in comnection with cammercial enterprises.

Such use of military titles shall in no way cast discredit on
the military services or the DoD. Such use is prohibited in
connection with commercial enterprises when such use, with or
without the intent to mislead, gives rise to any appearance

of sponsorship, sanction, endorsement, or approval by the mili-
tary services or the DoD. The Military Departments may restrict
retired personnel end members of reserve components not on active
duty, from using their military titles in comnection with public
appearances in overseas areas.

X. OUTSIDE EMPLOYMENT OF DOD PERSONNEL

A. DoD personnel shall not engage in private outside employment,
with or without compensation, which:

1. interferes with the performance of their Government
duties,

2. may reasonably be expected to bring discredit upon
the Government or the agency concerned,

3. is inconsistent with paragraph IV. A. above.

B. No enlisted member of the armed forces on active duty may
be ordered or permitted to leave his post to engage in a
civilian pursuit or business, or a performence in civil life,
for emolument, hire, or otherwise, if the pursuit, business,
or performance interferes with the custamary or regular employ-
mert of local civilians in their art, trade or profession.

C. Ap active duty officer of the regular Navy or Marine Corps may
not be employed by any person furnishing Naval supplies or war
materials to the United States and continue to receive his
service pay.
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XI. INFORMATION TO PERSONNEL

A. HNew DoD personnel will be informed of the standards of
conduct specified in this Directive upon employment or
entry on duty. These standards of conduct will also be
brought to the attention of all DoD personnel by appro-
priate means at least semi-annually.

B. DoD personnel will be advised how to obtain additional
clarification of standards of conduct and related laws,
rules and regulations. For this purpose each of the
Military Departments and Defense Agencies shall designate
oné or more legal officers who shall be responsible for
providing edvice and assistance on all matters relating
to conflict of interest covered by this Directive.

C. Appropriate officials in the office of the Secretary of
each Military Department and Head of each Defense Agency
shall be designated as responsible for proper coordination
and final disposition of all problems relating to conflict
of interest, in accordance with regulations to be prescribed
by the respective Secretarles or Agency Heads. In the
Office of the Secretary of Defense, the General Counsel of
the DoD or his designee will be responsible for these matters.

«  REPORTING SUSPECTED VIOLATIONS

DoD personnel who have information which causes them to believe
that there has been a violation of a statute or policy set forth
in this Directive will promptly report such incidents to their
immediate superiors. If the superior believes there has been a
violation, he will report the matter for further- action in ac-
cordance with existing procedures. Any question or doubt on the
part of the immediate superior will be resolved in favor of re-
porting the matter.

XITII. CONFLICT OF INTEREST LAWS

A. Full-time Officers and Employees

1. Definition. The term "full-time officer or employee"
inciudes all civilian officers and employees, and all
military officers on active duty, except those who
are "special Government employees" (See Section XIII. B.).
It does not include enlisted personnel.

2. Prohibitions. Inclosure 3 A contains a discussion of
These criminal laws and the exemptions therefrom. In
general, a full-time officer or employee is subject to
the following major prohibitions:
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a. He may not, except in the discharge of his official
duties, represent anyone else before a court or
Govermnent agency in a matter in which the United States
is a party or has an interest. This prohibition applies
both to paid and unpaid representation of another (See
18 U.5.C. 203 and 205).

b. He may not receive any salary, or supplementation of his
Goverment salary, fram a private source as campensation
for his services to the Govermment {See 18 U.S.C. 209).

c. He may not participate in his Govermmental capacity in
any matter in which he, his spouse, minor child, outside
business associate or person with wham he is negotiating
for employment, has a financial interest (See 18 U.S.C.
208), Instead of participating in such a matter, he
must pramptly disqualify himself in accordance with
Paragrarh 4, below, except as provided in Paragraph 3,
below.

Nondisqualifying Financial Interest. A full-time officer or
employee need not disqualify himself under Paragraph 2c¢, above,
1f his financial holdings are in shares of a widely-held
diversified mutual fund or regulated investment company.

The indirect interests in business entities which the
holder of shares in a widely held diversified mutual fund
or regulated investment company derives from ownership by
the fund or investment company of stocks in business entities
1s hereby exempted fram the provisions of 18 U.S.C. 208s, in
accordance with the provisions of 18 U,S.C. 208b(2) as being
too remote or inconsequential to affect the integrity of the
Govermment officers' or employees' services.

Disqualification Procedure.

a. In any case where a full-time officer or employee must
disqualify himself under Paragraph 2c, above, he will
pramptly notify his superior thereof and make a full
disclosure of the financial interest. The superior will
thereupon relieve him from his duty and responsibility
in the matter, unless the Govermment official responsible
for his appointment makes a written advance determination
that the interest is not so substantial as to be deemed
1likely to affect the integrity of the services which the
Govermment may expect from the officer or employee. Such
written determination shall be retained in the agency
records.

b. In the case of a military officer or a civilian employee,
the "official responsible for his appointment” shall, for
purposes of this Paragraph, be his immediate superior or
an official designated to perform this function.
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In addition, where a superior thinks anyone responsible to
him may have a disqualifying interest, he will discuss the
matter with that person, and, if he finds such an interest
does exist, he will relieve the person of duty and responsi-
bility in the particular matter.

‘In cases of disqualification under this peragraph, the

matter will de reassigned for decision and action to sameone
else vho is not subordinate to the disqualified person.

Epecial Govermment Employees

1.

Definition. The term "special Govermment employee" includes
an officer or employee vho is retained, designated, appointed,
or emplaved to perfarm, with or without campensation, for not
to exceed 130 days during any period of 365 consecutive dsys,
temporary duties either on a full-time or intermittent basis.
(See 18 U.8.C. 202)., The term also includes a Reserve

officer while on active duty solely for training for any length
of time, one vho is serving on active duty involuntarily for
any length of time, and one who 1s serving voluntarily on
extended active duty for 130 days or less. It does not include
enlisted personnel.

Prohibitions. Inclosure 2 contains s detailed discussion of
these criminal laws. In general, a special Govermment
employee is subject to the following major prohibitions:

a. He may not, except in the discharge of his official duties,
represent anyone else:

1. Before a court or Govermment agency in a matter in
which the United States is a party or has an interest
and in which he has at any time participated personally
and substantially for the Govermment (See 18 U.S.C.

203 and 205).

2. In a matter pending before the agency he serves unless
he has served there no more than 60 days during the
past 365 (See 18 U.S.C. 203 and 205). He 1s bound by
this restraint despite the fact that the matter is not
one in which he has ever participated personally and
substantially.

The restrictions described in sub-paragraphs 1 and 2
apply to both peid and unpaid representation of another.
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b. He may not participate in his govermmental capacity in
any matter in which he, his spouse, minor child, outside
business associate or person with wham he is negotiating
for employment, has a financial interest (See 18 U.S.C.
208), 1Instead of participating in such a matter, he must
pranptly disqualify himself in accordance with Paragrarh
XIII A b, except as provided in Paragraph XIII A 3.

c. After his Govermment employment has ended, he is subject
to the prohibitions in Paragraph XIII C 2 as a "former
employee.” (See 18 U.S.C. 207).

C. Former Officers or FEmployees
L

D.

1.

Definition. The term "former officer or employee" includes
those full-time civilian officers or employees who have left
Government service, special Goverrment employees who have left
Govermment service, retired regular officers and reserve
officers released fram active duty. It does not include en-
listed personnel.

Prohibited Activities. Inclosure 3 B contains a more detailed
discussion of the criminal law. In general, a former officer
or employee is subject to the following major prohibitions:

a. He may not, at any time after his Govermment employment
has ended, represent anyone other than the United States
in connection with a matter in which the United States is
& party or has an interest and in which he participated
personally and substantially for the Govermment (See 18
U.S.C. 207(a)).

b. He may not, for one year after his Govermment employment
has ended, represent anyone other than the United States
in connection with a matter in which the United States is
a party or has an interest and which was within the bounda-
ries of his official responsibility during the last year of
his Govermment service (See 18 U.5.C. 202(b) and 207(b)).
This temporary restraint, of course, gives way to the perma-
nent restriction described in paragraph a., if the matter
is one in which. he participated personally and substantially.

Retired Regular Officers

1.

Prohibitions. Inclosure 3 C contains a summary of the laws
applicable to retired regular officers. 1In general, a retired
regular officer is subject to the following major prohibitions:

a. As an officer whose "employment has ceased,” he may not engage
in the prchibited activities listed in Paragraph C ebove (See
18 u.s.c. 207).
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b. He may not, at any time, assist in prosecuting a claim against
the United States if he worked on that claim vhile on active
duty (See 18 v.s.C. 283).

c.' He may not, within two years after his retirement, assist in
prosecuting a claim which involves the department in vhose
service he holds a retired status (See 18 U.S.C. 283).

4. He may not, at any time, sell anything to the department in
whose service he holds a retired status (See 18 U.S.C. 281).

e. He may not, within three years after retirement, sell supplies
or war materials to any agency of the DoD, the Coast Guard, the
Coast and Geodetic Survey, or the Public Health Service (See
37 U.S.C. 801(c), as amended October 9, 1962, P.L. 87-TTT,
formerly S U.S,C. 59(¢)). (See definition of "Selling", page
7, Inclosure 3).

2., Required Statement of Employment.

a. Each regular retired officer of the armed forces shall file
with the Military Department in vhich he holds a retired
status a Statement of Buployment (DD Form 1357). Bach regular
officer retiring hereafter shall file this Statement within
thirty days after retirement. Whenever the information in
the statement is no longer accurate, each such officer shall
file a new ID Form 1357, {Inclosure 6).

b. The Military Departments shall appropriately review the State-
ments of Employment to assure campliance with applicable
statutes and regulations.

Officers of the Reserve Camponents

1. A Reserve officer who is voluntarily serving a period of extended
active duty in excess of 130 days is a full-time Govermment
officer, and Paragraph XIII A applies to him.

Exception: Any Reserve who, before being cardered to active duty,
wvas receiving campensation fram any person may, vhile he is on
that duty, receive compensation from that person (See 10 U.S.C.
1033). .

2. A Regerve officer vho is serving on active duty involuntarily
for any length of time, and a Reserve officer who is voluntarily
serving on extended active duty for 130 days or less, is a
"special Govermment employee," and Paragraph XIII B applies to him.

3. A Reserve officer (unless otherwise a full-time officer or employee
of the United States) who is on active duty solely for training
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for any length of time is a "special Govermment employee,"
and Section XIII. B. applies to him.

When he is released from active duty, a Reserve officer de-
scribed in 1., 2., or 3., above, is a "former officer," and:
Section XIII. C. applies to him.

Membership in a Reserve component of the armed forces or in
the National Guard does not, in 1itself, prevent a person from
practicing his civillan profession or occupation before or in
connection with any department (see 5 U.S.C. 30 r (c), (d)).

An officer of a Reserve component, whether in a Ready, Standby,
or Retired Reserve, who is not on active duty is not, solely
because of his status as a Reserve, considered to be an officer
or employee of the United States for the purpose’of dbringing
him within the prohibitions summarized in Section XIII. A., B.,
or C. (see 5 U.5.C. 30 r (e), (d)).

Receipt of retired pay by a Reserve or a former Reserve does
not, in iteelf, make him an officer or employee or a former
officer or employee for the purpose of bringing him within the
prohibitions summarized in Section XIII., A., B., or C. Sec-
tion XIII. D. does not apply to & retired Reserve.

XIV. ADVISERS AND CONSULTANTS

A.

The President's memorandum (Inclosure 2) is entitled “"Preventing
Conflicts of Interest on the Part of Special Govermment Employees."
It will be noted that, while the memorandum relates to all special
govermment employees, ite primary thrust is to advisers and con-
sultants.

Bach adviser and consultant shall, prior to appointment, file with
a designated officlal of the Military Department or Defense Agency

where he is employed a statement (Inclosure 5) setting forth his
govermment employment, his private employment, as prescribed in
Inclosure 2, and his flnancial Interests. An appointee must list
all of his investments and other financial interests such as a

pensionj retirement; group life, health, or accident insurance; and
profit-sharing, stock bonus, or other employee welfare or benefit
plan maintained by a former employer. He ic not required to 1list
precise amounts of investments.

The Secretary or the Deputy Secretary of Defense, or the Secretary
of a Military Department may grant an exception to a specifie ap-
pointee from completing that part of the statement relating to his
investments and other financial interests referred to 1ln Section B.
upon the making of a determination that this information is not
relevant in the light of the duties the appointee is to perform.
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D. The following categories of personnel are not considered
"edvisers and consultants” within the meaning of this section
wvhen performing the specific services listed below and are not
required to file the statement referred to in paragraph B.

1.

2.
3.
b,
5.

6.

Physicians, dentists and allied medical specialists
performing care and service to patients.

Veterinarians providing veterinary service to animals.
Lecturers participatin_g in educational activities.
Chaplains performing religious services.

Individuals of national prominence in the motion
picture and televisiop fields who are utiligzed as
narrators or actors in motion picture or television
productions produced by the DoD.

Members of selection panels for NROTC candidates.

E. Each Military Department or Defense Agency upon the appointment
of an adviser, consultant or other temporary or intermittent
employee shall:

1.

2,

a. Make a determination, in accordance with the procedure
set forth in paragraphs (a) through (g), Inclosure 2,
beginning at page 3, as to whether the appointee will
serve as & special govermment employee. Any service
expected to be rendered with other departments or agencles
during the period will be taken into account in making
this determination. In the case of advisers and consul-
tants the determination will be based on the statement
filed pursuant to paragraph B while for other temporary
or intermittent employees it will be based on personnel
records. Such determination will be entered on the
employment records of the appointee.

b. Designate an officer to coordinate the classification of
such appointees with other agencles where he is serving.

Adopt appropriate procedures to provide for review by
designated legal officers of all statements of employment
and financial Interests.

F, Advisers and consultants and DoD personnel concerned with
them shall be furnished a copy of this Directive and its
attachments, or other appropriate action shall be taken to
bring the Directive to the attention of all such personnel,
together with advice pursuant to the determination made under
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subparagraph 1 above, as to whether for the purpose of
Inclosure 2, he will be considered a special goverment

anployee.
XV. EFFECTIVE DATE

This Directive shall became effective immediately. Two copies of
implementing regulations of the Military Departments and Defense
agencies will be sutmitted to the General Counsel, Office of the
Secretary of Defense for approval prioar to pramulgation.

B 2o

Deputy Secretary of Defense

Inclosures - 6
1. Executive Order 10939
2, President's Memo, Subject: "Preventing
Conflicts of Interest on the Part of
Special Govermment Employees”
3. Digest of Conflict of Interest Laws
A. Applicable to Full-Time Officers
B. Applicable to Former Officers and
Employees
C. Applicable to Retired Regular Officers
D. Applicable to all DoD Perscnnel
4. Rouse Concurrent Resolution 175, 85th
Congress, 2d Session - Code of Ethics
for Govermment Service
S. Statement of Employment & Financlal Interests
6. Statement of Employment - DD Form 1357

47-662 0—65——12
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IMMEDIATE RELEASE May 5, 1961

Office of the White House Press Secretary

THE WHITE HOUSE

EXECUTIVE ORDER
10939

TO PROVIDE A GUIDE ON ETHICAL STANDARDS
TO GOVERNMENT OFFICIALS

WHEREAS the maintenance of high ethical and moral standarde
in the conduct of the functions of the Federal Government is a matter of
continuing concern; and

WHEREAS it is incumbent upon those who occupy positions of
the highest responsibility and authority to set an impeccable example:

NOV, THEREFORE, by virtue of the authority vested in me as
President of the United States, it is hereby ordered as follows:

1. This Order shall apply to al) heads and assistant heads of
departments and agencies, fall-time members of boards and commissions
appointed by the President, and members of the White House Staff,

2. No such official shall engage in any outside employment or
other outside activity not compatible with the full and proper discharge .
of the responsibilities of his office or position. It shall be deemed
incompatible with such discharge of responsibilities for any such official
to accept any fee, compensation, gift, payment of expenses, or any other
thing of monetary value in circumstances in which acceptance may result
in, or create the appearance of, resulting in:

(a) . Use of public office for private gain;

(b) . An undertaking to give preferential treatment
to any person;

(¢} . Impeding government efficiency or economy;

(d) . Any loss of complete independence or impartiality;

(e) . The making of a Government decision outside
official channels; or

{f) . Any adverse effect on the confidence of the public
in the integrity of the Government. '
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3. No such official shall receive compensation or anything
of monetary value, other than that to which he is duly entitled from the
Government, for the performance of any activity during his services
as such official and within the scope of his official responsibilities.

4. No such official shall receive compensation or anything
of monetary value for any consultation, lecture, discussion, writing or
appearance the subject matter of which (a) is devoted substantially to
the responeibilities, programs or operations of the official's depattment
or agency, or (b) draws substantially upor official data or ideas which
have not become part of the body of public information.

5. Paragraphs 3 and 4 of this Order shall not preclude

{a) Receipt of bona fide reimbursement, to the extent
permitted by law, for actual expenses for travel and such
other necessery subsistence as is compatible with this
directive and in which no government payment or reimburse-
ment is made; provided, however, that there shall be no
reimbursement or payment on behalf of the official for
entertainment, gifts, excessive personal living expenses,
or other personal benefits;

(b) Participation in the affairs of charitable, religious,
non-profit educational, public service or civic organisations,

or the activities of national or state political parties not
proscribed by law;

(c) Awards for meritorious public contribution given by
public service or civic organizsations.

6. Each department and agency head shall review or issue
internal directives appropriate to his department or agency to assure
the maintenance of high ethical and moral standards therein.

7. Nothing in this Order shall be construed to superseds, alter,
or interpret any existing law or regulation,

JOHN F, KENNEDY

THE WHITE HOUSE

May 5, 1961,
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Presidential Documents
Title 3—THE PRESIDENT

Memorandum of May 2, 1963

[PREVENTING CONFLICTS OF INTEREST ON THE PART OF SPECIAL
GOVERNMENT EMPLOYEES]

Memorandum to the Heads of Ewecutive Departments and Agencies
INTRODUCTION

Over the past twenty or tmore years departments and agencies of

e Government have made increasing use of temporary or inter-
mittent consultants and advisers who serve individ\u.lf; or on advisory
bodies. The employment of highly ekilled persons on a temporary
or intermittent basis is in the interest of the Government Ango TO-
vides it with an indispensable source of expert advice and knowlas%e.
However, since such persons have their principal employment outside
the Government, conflict of interest problems arise from time to
time.

More particularly, many persons serving the Government tem-
E:ranly or intermittently are individuals with specialized scientific

owledge and skills whose regulsr work is in industry, research
institutes or educational institutions. An individual employed by
& university may act as an intermittent consultant not ongy for the
Government but for a private firm and either his university or tke
firm or both maly be engaged in work for or supported by the Govern-
ment. A consultant to the Government may have other financial con-
nections with firms doing business with the Government in the general
area of his expertise and, therefore, his consultancy. The many pos-
sible interrelationships between a consultant’s service to the Govern-
ment and his own and his employer’s or client’s financial interests
demonstrate that conflicts problems may often arise.

The temporary or intermittent adviser or consultant and the depart-
ment or agency which employs him both must be alert to the possil%‘llity
of conflicts. 1t is, of course, incumbent upon the adviser or consultant
to familiarize himself with the laws and regulations which are appli-
cable to him. The responsibility of the department or agency is
equally great. It is important that it oversee his activities in order
to insure that the public interest is protected from improper conduct
on his part and that he will not, through ignorance or inadvertence,
embarrass the Government or himself. It must assist him to under-
stand the pertinent laws and regulations. It must obtain from him
such information concerning his financial interests as is necessary
to disclose possible conflicts. It must take measures to avoid the use
of his services in any situation in which a violation of law or regulation
is likely to occur. And it must take prompt and proper disciplinary
ordremeiiial action when a violation, whether intentional or innocent,
isdetected.

Prior to January 21, 1963, the date on which P.L. 87-849 §76 Stat.
1119) came into force, the restraints imposed by the conflict of interest
laws on temporary or intermittent employees of the United States
were largely the same as those imposed on persons regularly employed
by the é‘:)vernment. However, in enacting P.L. 87-849, Co

recognized that these restraints were unduly restrictive, as applied
to temporary and intermittent employees, and hindered the Govern-
ment in obtaining expert services for sg:acial needs. Congress dealt
with these difficulties’in the new statute by establishing a category of
persons designated “special Government employees,” and by malzi.ng
the restrictions imposed upon their private activities considerably
less extensive than those applied to regular employees. :

The term “special Government employee” is defined in new section
202 of Title 18, United States Code, which was enacted as a part of
P.L.87-849. The term includes, among others, officers and employees
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of the departments and agencies, including the District of Columbia,
who are retained, designated, appointed or employed to serve, with or
without compensation, for not more than 130 days during any period
of 365 consecutive days, either on a full-time or intermittent basis,
under any type of appointment of whatever duration.

The enactment of P.L. 87-849 has made it necessary for the depart-
ments and agencies utilizing temporary or intermittent personnel to
revise their conflict of interest regulations with regard to such per-
sonnel. While the problems arising from the employment of such
personnel will undoubtedly vary from one Government organization
to another, and different regulations' may in some instances be appro-
priate or n , I believe it is  desirable to achieve the maximum
uniformity possible in order to insure general standards of common
application throughout the Government. This memorandum is de-
signed to achieve that lg,u . It supersedes my Memorandum of
February 9, 1962 to the Heads of Executive Departments and Agencies,
entitled “Preventing Conflicts of Interest on the Part of Advisers
and Consultants to the Government” (27 F.R. 1341), which is hereby
rescinded.

ConrFricT OF INTEREST STATUTES

P.L. 87-849 repealed the six basic conflict of interest laws which
were discussed in my Memorandum of February 9, 1962, and replaced
them with six new sections of Title 18 numbered 202, 203, 205, 207,
208 and 209. Sections 203 and 205 contain prohibitions affecting the
activities of Government employees in their private capacities. As
already noted, the prohibitions applicable to special Government
employees are less stringent than those which affect regular em-
ployees—i.¢., those who are appointed to serve more than 130 days a
year. Section 207 contains prohibitions affecting the activities of
persons who leave the service of the Government. It applies with
the same force to former special Government employees as to former
regular employees. Section 208 sets forth a restriction on the activities
of a Government employee in performing his functions as such. This
section also apgllies with the same force to categories of employees.
Section 209, which prohibits a regular employee’s receipt of compen-
sation from frivate sources in certain circumstances, specifically ex-
cludee special Government employees from its coverage.

The new sections are set forth in full in the appendix to this memo-
randum. Tt will be noted that all but 18 U.S.C. 202, which is devoted
to the definition of terms, carry criminal penalties. The restraints
imposed by the four criminal sections which are applicable to tempo-
rary and intermittent advisers or consultants, and to other persons
fa{ﬁnf within the definition of a special Government employee, are
consgidered below.

18 US.C. 203 and 205. These two sections in general operate to
preclude a ar Government employees, except in the discharge
of his official duties, from mpreeent.ixtxg another person before a depart-
ment, agency or court, whether with or without compensation, in a
matter In which the United States is a party or has a direct and
substantial interest. However, the two sections impose only the
following major restrictions upon a special Government employee :

1. He may not, except in the discharge of his official duties, repre-
sent anyone else before a court or Government cy in a matter
involving a specific party or parties in which the United States is a
party or has a direct and sul tial interest and in which he has
at any time participated personally and substantially in the course
of his Government employment.

2. He may not, except in the discharge of his official duties, represent
anyone else in 8 matter involving a specific party or parties in which
the United States is a g:rty or has a direct and substantial interest
and which is pending before the agency he serves. However, this
restraint is not applicable if he has served the agency no more than
60 days during the past 365. He is bound by the restraint, if appli-
cable, regardless of whether the matter is one in which he has ever
participated personally and substantially.

157
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Thees restrictions prohibit both paid and unpaid representation and
apply to a special Government employee on the days when he does not
serge the Government as well as on the days when he does.

Each department and agency should observe the following rules in
obtaining and utilizing the services of a consultant, adviser or other
temporary or intermittent employee :

(a) At the time of his original appointment and the time of each
appointment thereafter, the department or agency should make its best
estimate of the number of days during the following 365 on which
it will require the services of the appointee. A part of a day should
be courted as a full day for the purposes of this estimate, and a Satur-
day, Sunday or holiday on wﬁich duty is to be performed should
be counted equally with a regular work day.

(b) Unless otherwise provided by law, an appointment should not
extend for more than 365 days. In cases where an appointment
extends beyond that period, an estimate as required by paragraph (a)
should be made at the inception of the appointment and a new estimate
at the expiration of each 385 days thereafter.

(c) If a department or agency estimates, pursuant. to par::,igraph
(a) or (b), that an appointee will serve more than 130 days during
the ensuing 365, the appointee should not be carried on the rolls as a
special Government employee and the department or agency should
instruct him that he is regarded as subject to the prohibitions of sec-
tions 203 and 205 to the same extent as if he were to serve as a full-time
employee. If the estimate is that he will serve no more than 130 days
during the following 365 days, he should be carried on the ro}ls of
the department or agency as a special Government employee and
instructed that he is regarded as subject only to the restrictions of
sections 203 and 205 described in para_sraghs 1 and 2 above. Even
if it becomes apparent, prior to the end of a period of 365 days for
which a department or agency has made an estimate with regard
to an appointee, that he has not been accurately classified, he should
nevertheless continue to be deemed a special Government employee or
not, as the case may be, for the remainder of that 365-day period.

(d) An employee who undertakes service with two departments
or agencies shall inform each of his arrangements with the other. If
both his appointments are made on the same date, the aggregate of
the estimates made by the departments or aiencies under paragraph
(a) or (b) shall be deemed determinative of his classification by each.
Notwithstanding anything to the contrary in paragraphs (a), (b)
or (c), if after being employed by one department or agency, a
special Government employee 1s appointed by a second to serve 1t in
tK: same capacity, each department or agency should make an estimate
of the amount of his service to it for the remainin rtion of the
365-da; riod covered by the original estimate of the first. The
sum of the two estimates and of the actual number of days of his
service to the first degartment or agency during the prior portion of
such 365-day period shall be deemed determinative of the classification
of the appointee by each during the remaining portion. If an em-
ployee undertakes to serve more than two departments or agencies,
they shall classify him in a manner similar to that prescribed in this
paragragh in the case of two agenciea. Each agency which employs
special Government employees who serve other agencies shall esi%;
nate an officer to coordinate the classification of such employees wit!
such other agencies.

(e) In the case of a person who is serving as a member of an
advisory committee, board or other group, and who is by virtue of
his membership thereon an officer or emE oyee of the United States,
the requirements of paragraphs (a), (b), (c) and (d) should be
carrireeg out to the same extent as if he were serving the sponsoring
department or agency separately and individually.

(f) The 60-day standard affecting a special Government em-
ployee’s private activities before his department or agency is a stand-
u'dy of actual past service, as contrasted with the 130-day standard
of estimated future service discussed above. As appears from para-
graph 2 above, a special Government employee is barred from repre-
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senting another person before his department or agency at times when
he has served it-for an aggre, of more than 60 days during the past
365. Thus, llthOﬂ%h once having been in effect, the statutory bar
may be lifted later by reason of an intervening period of non-service.
In other words, as a matter of law the bar may fluctuate in its effect

durinﬁ the course of a special Government employee’s relationship
with his department or agency.

r(.ﬁ) A part of a day should be counted as a full day in connection
with the 60-day standard discussed in Eangragh (bfe)(; above, and
a Saturday, Sunday or holiday on which duty has been performed
should be counted equally with a regular work day. Service performed
ISJK a special Government employee in one department or agency

ouégnilot be counted by another in connection with the 60-day
stan .

To a considerable extent the prohibitions of sections 203 and 205
are aimed at the sale of influence to gain special favors for private
businesses and other organizations and at the misuse of governmental
position or information. In accordance with these aims, it is de-
sirable that a consultant or adviser or other individual who is a special
Government employee, even when not compelled to do so by sections
203 and 205, should make every effort in K?s private work to avoid
any personal contact with respect to negotiations for contracts or
grants with the department or agency which he is serving if the subject
matter is mlated to the subject matter of his consultancy or other
service. - I recognize that this will not always be possible to achieve
where, for example, a consultant or adviser has an executive position
and tesponsibility with his regular employer which requires him to
participate personaily in contract negotiations with the department
or agency he is advising. Whenever this is the case the consultant
or adviser should participate in the negotiations for his employer
only with the knowledge of a responsible government official. In
other instances an occasional consultant or adviser may have technical
knowledge which is indispensable to his regular employer in his
efforts to formulate a research and development contract or a research
grant and, for the same reason, it is in the interest of the Government
that he should take part in negotiations for his private employer.

Again, he should participate only with the knowledge of a responsible
Government official.

Section 205 contains an exemptive provision dealing with a similar
situation which may arise after a Government grant or contract has
been negotiated, %his provision in certain cases permits both the
Government and the private employer of a special Government em-
ployee to benefit from his performancd of work under a grant or
contract for which he would otherwise be disqualified because he had
participated in the matter for the Government or it is pending in an
agency he has served more than 60 days in the past year. More
particularly, the provision gives-the head of a department or agency
the power, notwithstanding any prohibition in either section 203 or
205, to allow a special Government employee to represent before such
department or aﬁ;mcy either his regular employer or another person or
organization in the performance of work undera %:'ant orcontract. As
a basis for this action, the department or agency head must first make
a certification in writing, published in the Froerar. Rro1sTER, that it is
required by the national interest.

Section 205 contains three other exemptive provisions, all of which
apply to both special and regular Government employees. The first
permits one Government employee to represent another, without com-
pensation, in a disciplinary, loyalty or other personnel matter. The
second permits a Government employee to represent, with or without
compensation, a parent, spouse, child, or person or estate he serves
asa fiduciary, but only if he has the agproval of the official responsible
for appointments to his position and the matter involved is neither
one in which he has pamcirated rsonally or substantially nor one
under his official responsibility. e term “official responsibility” is
defined in 18 U.S.C. 202 to mean, in substance, the direct administrative
or operating authority to control Government action. The third

159
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provision removes any obstacle in section 205 to a Government
emgoyee’s giving testimony under oath or making statements required
to be made under penalty for perjury or contempt.

18 US.C. 207. Section 207 applies to individuals who have left
Government service, including former special government employees.
It prevents a former employee from representing another person in
connection with certain matters in whicgl he participated personally
and substantially on behalf of the Government. e matters are
those involving a specific party or parties in which the United States
is also ;&arty or has a direct and substantial interest. In addition,
section 207 prevents a former employee, for a period of one year after
his employment has ceased, from appearingpersonally for another
person in such matters before a court, department or agency if the
matters were within the area of his official responsibility at any time
during the last year of his Government service. It should be noted
that a consultant or adviser usually does not have “official
responsibility.” ’

For the purposes of section 207, the employment of a special Gov-
ernment employee ceases on the day his appointment expires or is
otherwise terminated, as distinguished from the day on which he
last performs service.

18 US.C. 208. This section bears on the activities of Government
personnel, including special Government employees, in the course of
their official duties. In general, it prevents a (overnment emploiee
from participating as such in a particular matter in which, to his
Imowledge, he, his spouse, minor child, partner, or a profit or non-profit
enterprise with which he is connected has a financial interest. How-
ever, the section permits an employee’s agency to grant him an ed koc
exemption if the interest is not so substantial as to affect the in ty
of his services. Insignificant interests may also be waived by a
general rule or regulation. Whether an agency should issue a general
rule or regulation and, if it does so, what standards it should set are
questions which should be resolved by each agency in the context of
its particular responsibilities and activities.

The matters in which special Government employees are disqualified
by section 208 are not limited to those involving a specific party or
pearties in which the United States is a party or has an interest, as
in the case of sections 203, 205 and 207. Section 208 therefore un-
doubtedly extends to matters in addition to contracts, grants, judicial
and quasi-judicial proceedings, and other matters of an adversary
nature. Aocordi;f , 8 special Government employee should in gen-
eral be disqualifi m participating as such in a matter of any type
the outcome of which will have a direct and predictable effect upon
the financial interests covered by the section. However, tha power
of exemption may be exercised in this situation if the special Govern-
ment employee renders advice of a general nature from which no
preference or advantage over others might be gained by any particular
person or organization. The power of exemption may of course be
ex?rclsed also where the financial interests involved are minimal in
value.

EtnicaL Stanparos or Conpucr

Aside from the conflict of interest laws, there are elementary rules
of ethics in the conduct of the public business by which all those who
serve the Government are bound. That an individual may serve the
Government only occasionally and for brief periods does not relieve
him from the obligation to abide by those rules. That he may be
needed to bring rare or specialized talents and skills to the Government
does not mean that he should be considered for a waiver. The people
of the nation are entitled to ethical behavior of the highest order in
the conduct of their Government’s affairs, from the occasional em-
ployee no less than from career personnel.

Although any discussion of standards of ethics is of course appli-
cable to all special Government employees, it is especially important
in connection with the work of advisers and consultants. The follow-
ing remarks are therefore concerned with them in particular.
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Inside Information. The first principle of ethical behavior for
the temporary or intermittent consultant or adviser is that he must
refrain from any use of his public office which is motivated by, or
gives the appearance of being motivated by, the desire for private
gain for himself or other persons, including particularly those with
whom he has family, business or financial ties. The fact that the
desired gain, if it materializes, will not take place at the expense of
the Government makes his action no less improper.

An adviser or consultant must conduct himself in & manner devoid
of the slightest suggestion that he is exploiting his Government em-
ployment for private advantage. Thus, a consultant or adviser must
not, on the basis of any inside information, enter into speculation,
or recommend speculation to members of his family or business asso-
ciates, in commodities, land or the securities of any private company.
He must obey this injunction even though his duties have no connec-
tion whatever with the Government programs or activities which may
affect the value of such commodities, land or securities. And he should
be careful in his personal financial activities to avoid any appearance
of acting on the basis of information obtained in the course of his
Government work.

It is important for consultants and advisers to have access to
Government data pertinent to their duties and to maintain familiarity
with the Government’s plans and programs and the requirements
thereof, within the area of their competence. Since it ils.e‘}requentl
in the Government’s interest that information of this nature be made
generally available to an affected industry, there is generally no
Impropriety in a consultant’s or adviser’s utilizing such information
in the course of his non-Government employment after it has become
so ayailable. However, a consultant or adviser may, in addition,
acquire information which is not generally available to those outside
the Government. In that event, he may not use such information for
the special benefit of a business or otger entity by which he is em-
ployed or retained or in which he has a financial interest.

In order to avoid any actual or potential abuse of information
by a consultant or adviser, departments and agencies should, through
information roimms, make every effort to 1nsure to the maximum
extent possible that all firms within an industry have access to the
same information that is available to a consultant or adviser who is
emplayed by any of them. In addition, regular Government employees
:ahoult‘f7 avoid divulging confidential information to him unnecessary
to the performance of ﬁis governmental responsibility, or information
which diréctly involves the financial interests of his employer. Con-
sultants and advisers should be instructed that information not gen-
erally available to private industry must remain confidential in their
handy;, and must not be divulged to their priyate employers or clients,
In cases of doubt they &;}um]ciZE be encouraged to conz\,r with the chief
legal officer or other designated agency official who can assist in the
identification of information not generally available and in the resolu-
tion of any actual or potential conflict between duties to the Govern-
ment and to private employers or clients.

Occasionally an individual who becomes a Government consultant
or adviser is, subsequent to his designation as such, requested by a
private enterprise to act in a similar capacity. In some cases the
request may give the appearance of being motivated by the desire
of the private employer to secure inside information. Where the
consultant or adviser has reason to believe that the request for his
. services is so motivated, he should make a choice between acceptance
of the tendered private employment and continuation of his Govern-
ment consultancy. In such circumstances he may not engage in both.
Furthermore, he should discuss any such offer o! private employment
with the chief legdl officer of his Government agency whether or not
he acceptsit.

At times a private enterprise or other organization urges the ap-
pointment of one of its emrr‘)loyees or members to a particular Gov-
ernment consultancy. The departments and agencies should
discourage this practice. Any initiative in connection with the ap-
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pointment of consultants, or in securing the names of qualified persons,
should come from the. Government.

Abuse of Office. An adviser or consultant shall not use his position
in any way to coerce, or give the appeararice of coercing, another
rson to provide any financial benefit to him or persons with whom

e has family, business or financial ties,

@ifts. An adviser or consultant shall not receive or solicit any-
thing of value as a gift, gratuity, or favor for himself or persons
with whom he has family, business or financial ties if the acceptance
thereof would result in, or (Five the appearance of resulting in, his
loss of complete independence or impartiality in serving the
Government.

INDUsTRY, LABOR, AGRICULTURAL OR OTHER REPRESENTATIVES

It is occasionally necessary to distinguish between consultants and
advisers who are special Government employees and persons who are
invited to appear at a department -or agency in a representative
capacity to speak for firms or an industry, or for labor or agriculture,
or for any otm recognizable group o:dpersons, including on oceasion
the public at large. A consultant. or adviser whose advice is obtained
by a department or agency from time to time because of his individual
qualifications and who serves in an independent capacity is an officer
or employee of the Government. On the other hand, one who is re-
quested to appear before a Government department or agenc{l to

reeent the views of a non-governmental organization or group which
Ee represents, or for which he is in a position to speak, does not act
as a servant of the Government and is not its officer or employece. He
is therefore not subject to the conflict of interest laws and is not within
the scope of this memorandum. However, the section of this memo-
randum headed “Ethical Standards of Conduct” sets forth rules of
ethics by which he should be guided even though not in the status
of a Government official, and the agency before which he appears
should call that section to his attention.

The following principles are useful in arriving at a determination
whether an individual is acting hefore an agency in a representative
capacity :

(1) A person who receives compensation from the Government for
his services as an adviser or consultant is its employee and not a repre- -
sentative of an outside group. However, the (Government’s payment
of travel expenses and a per diem allowance does not by itself make
the recipient an employee.

(2) Itisrare that a consultant or adviser who serves alone is acting
in a representative capacity. Those who have representative roles are
for the most part persons serving as members of an advisory committee
or similar body utilized by a Government agency. It does not follow,
however, that the members of every such are acting as repre-
sentatives and are therefore outside the range ofv the conflict of interest
laws. This result is limited to the members of committees utilized
to obtain the views of non-governmental groups or organizations.

(8) The fact that an individual is apsoinmd by an agency to an

visory committee upon the recommendation- of an outside group
or organization tends to support the conclusion that he has a repre-
sentative function.

(4) Although members of a governmental advisory body who are
expected to bind outside organizations are no doubt serving in a rep-
resentative capaciti, the absence of authority to bind outside groups
does not require the conclusion that the members are Government
employees. at is important is whether they function as spokesmen
for non-governmental groups or organizations and not whether they
can formally commit them.

(5) Where an adviser or consultant is in & position to act as s
spokesman for the United States or a government agency—as, for
example, in an international conference—he is obviously acting as
an oflicer or employee of the Government.
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All departments and agencies of the Government shall

(1) bring this memorandum to the attention of all ial Govern-
ment employees who serve them as advisers or consultants, of such
other special Government employees as they may determine and of all
regular employees who supervise such advisers, consultants and
others;

(2) review their existing rules and lations and make appropri-
ate revigions or issue new rules and ations to promote the policies
set forth in this memorandum ; and

(3) take such other measures as may be appropriate to impress upon
the consultants, advisers and other specmi) overnment employees
referred to in subdivision (1), and upon Government oﬂiciag with
whom they work, that they have a responsibility to aveid situations
in which a potential conflict of interest may exist. Thess individuals
should also be cautioned to avoid situations in which a special Gor-
ernment employee might be thought to be influencing governmental
action in matters with regard to which he has a financial or other
personal interest, or to be using inside information for private gain.

‘While it would be highly desirable, in order to minimize the occur-
rence of conflicts of interest, for departments and agencies of the
Government to avoid appointing to advisory positions individuals who
are employed or consulted by contractors or others having a substantial
amount of business with that department or agency, I recognize
that the Government has, of necessity, become increasingly concerned
with highly technical areas of specialization and that the number of
individuals expert in those areas is frequently very small. Therefore,
in many instances it will not be possible for a department or agency
to obtain the services of a competent adviser or consultant who 1s not
in fact employed or consulted by such contractors. In addition, an
advisory group may of necessity be composed largely or whollfy of
persons of a common class or group whose employers may benefit from
the advice given. An example would be a group of university
scientists advising on research grants to universities. Only in such a
group can the necessary expertise be found. In all these circumstances,
particular care shoultﬁ)e exercised to exclude his employer’s or clients
contracts or other transactions with the Government from the range
of the consultant’s or adviser’s duties.

DiscrLosuRE OF FINANCIAL INTERESTS

In order to carry out its responsibility to avoid the use of the
services of consultants or advisers in situations where violations of
the conflict of interest laws or of these regulations may occur, each
department or agency of the Government shall, at the time of employ-
ment of a consultant or adviser, réquire him to supply it with a
statement of all other employment. The statement shall list the
names of all the companies, firms, State or local governmental organi-
zations, research organizations and educational or other institutions
which he is serving as employes, officer, member, director, adviser or
consultant. In adsition, it shall list such other financial information
as the appointing department or agency shall decide is relevant in the
light of the duties the appointee 1s to perform. The appointee may
but need not be requires to reveal precise amounts of investments.
Each statement of private employment and financial interests should
be forwarded to the chief legal officer of the department or agency
concerned, for information and for advice as to possible conflicts of
interest. In addition, each statement should be reviewed by those
persons responsible for the employment of consultants and advisers
to assist them in applying the criteria for disqualification which are
set forth in this memorandum. Such statements should be kept cur-
rent throughout the period during which the consultant is on the
Government rolls.

LecAL INTERPRETATION -

Whenever the chief legal officer of a department or agency or his
designee, believes that a substantial legal question is raised by the
employment of a particular consultant or adviser he should advise
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the Department of Justice, h the Office of Legal Counsel, in
order to insure a consistent and authoritative interpretation of the law.

This memorandum shall be published in the Froerar. Rrciores.

Jorx F. Kenxeny
Tar Wurre House,
May 8, 1963.

APPENDIX
18 U.8.C. 202. Definitions.

(a) For the purpose of sections 203, 205, 207, 208 and 209 of this title the
term “special Government employee” shall mean an officer or employee of the
executive or legislative branch of the United States Government, of any inde-
pendent agency of the United States or of the District of Columbia, who is
retained, deslg-nnt?d. appointed, or employed to perform, with or without com-
pensation, for not to exceed one hundred and thirty days during any period
of three hundred and sixty-five consecutive days, temporary duties either on
a full-time or intermittent basis, or a part-time United States Commissioner.
Notwithstanding the next preceding sentence, every person serving s a part-
time local representative of a Member of Congress in the Member’s home district
or State shall be classified as a speclal Government employee. Notwithstanding
section 20 (c) and (d) of the Act of August 10, 1956 (70A Stat. 632; § U.8.C.
80r (c) and (d)), a Reserve officer of the Armed Forces, or an officer of the
National Guard of the United States, unless otherwise an officer or employee
of the United States, shall be classified as a 1al Gover ! while
on active duty solely for training. A Reserve officer of the Armed Forces or an
officer of the National Guard of the United States who is voluntarily serving a
period of extended active duty in excess of one hundred and thirty days shall
be classified as an officer of the United States within the meaning of section 203
and sections 205 through 209 and 218. A Reserve officer of the Armed Forces
or an officer of the National Guard of the United States who 18 serving involun-
tarily shall be classified as "a special Government employee. The terms
“officer or employee” and “special Government employee” as used in sections
203, 205, 207 through 209, and 218, shall not include enlisted members of the
Armed Forces.

(b) For the purposes of seetions 205 and 207 of this title, the term “official
responsibility” means the direct administrative or operating authority, whether
intermediate or final, and either exercisable alone or with others, and either
personally or through ‘subordinates, to approve, disapprove, or otherwise direct
Government action.

18 U.S.C. 203. COompenaation to Members of Congress, officers, and others in
matters affecting the Government.

(a) Whoever, otherwise than as provided by law for the proper discharge
of official duties, directly or indirectly zeceives or agrees to recelve, or asks,
demands, solicits, or seeks, any compensation for any services rendered or to
be rendered either by himself or andsther—

(1) at a time when he is 2 Member of Congress, Memter of Congress Elect,
Resident C issi , or Resident Commissioner Elect; or

(2) at a time when he 18 an officer or employee of the United States in the
executive, legislative, or judicial branch of the Government, or in any agency
of the United States, including the District of Columbia,

in relation to any proceeding, application, request for a ruling or other determi-
natipn, contract, claim, controversy, charge, accusation, arrest, or particnlar
matter in which the United States is & party or has a direct and substantial
interest, before any depariment, agency, court-martial, officer, or any civil,
military, or naval commission, ‘or

(b) Whoever, knowingly, otherwise than as provided by law for the proper
discharge of official dutles, directly or indirectly gives, promises, or offers any
compensation for any such services rendered or to be rendered at a time when
the person to whom the compensation is given, promised, or offered, is or was
such a Member, Commissioner, oficer, or employee—

Shall be fined not more than $10,000 or imprigoned for not more than two
years, or both; and shall be incapable of holding any office of honor, trust, or
profit under the United States.

(¢c) A special Government employee shall be subject to subsection (u) only
in relation to a particular matter involving a specific party or parties (1) in
which he has at any time participated personally and substantiaily as a
Government employee or as a special Government employee through decision,
approval, disapproval, recommendation, the rendering of advice, investigation
or otherwise, or (2) which is pending in the department or agency of the
Government in which he I8 serving: Provided, That clause (2) shall not apply
in the case of a special Government employee who has served in such department
or agency no more than sixty days during the immediately preceding period
of three hundred and sixty-five consecutive days.

18 U.8.C. 205. Activities of officers and employees ‘in claims against and other
matters affecting the Government.

‘Whoever, being an officer or employee of the United States in the executive,
legislative, or judicial branch of the Government or in any agency of the United
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States, including the District of Columbia, otherwise than in the proper discharge
of his oficial duties—

(1) acts as agent or attorney for prosecuting any claim against the United
States, or receives any gratuity, or any share of or interest in any such clalm in
conxideration of assistance in thQ prosecution of such claim, or

(2) acts as agent or attorney for anyone before any departmmt, lgency, court.
court-martial, oficer, or any civil, military, or naval in tion
with any proceeding, application, request for a ruling or other determination,
contract, clahn. controversy, charge, accusation, arrest, or other particular matter
in which the United States is a party or has a direct and substantial interest—

Shall be fined not more than $10,000 or imprisoned for not more than two
years, or both.

A special Gover t loyee shall be subject to the preceding paragraphs
only in relation to a particular matter involving a specific party or parties
(1) in which he has at any time participated personally and substantially as
a Government employee or as a special Government employee through decision,
approval, disapproval, recommendation, the rendering of advice, investigation
or otherwise, or (2) which is pending in the department or agency of the Govern-
ment in which he is serving " Provided, That clause (2) shall not apply in the
case of a specisl Government employee who has served in such department or
agency no more than sixty days during the immediately preceding period of
three hundred and sixty-five consecutive days .

Nothing herein. prevents an officer or employee, if not inconsistent with the
faithful performance of his duties, from acting without compensation as agent
or attorney for any person who is the subject of disciplinary, loyalty, or other
personnel administration proceedings in connection with those proceedings.

Nothing herein or ln sectlon 208 prevents an officer or employee, including
a ee, from acting, with or without compensation, as
qent or attorney for his parents, spouse, child, or any person for whom, or for
any estate for which, he is serving as guardian, executor, administrator, trastee,
or other personal ndudlry except in those matters in which he has participated
personally and substantially as a Government employee, through decision, ap-
proval, disapproval, recommendation, the rendering of advice, investigation, or
otherwise, or which are the subject of his official responsibility, provided that
the Government official responsible for appointment to his position approves.

Nothing herein or in section 203 prevents a special Government employee
from acting as agent or attorney for anotber person in the performance of work
under a grant by, or a contract with or for the benefit of, the United States
provided that the head of the department or agency concerned with the grant
or contract shall certify in writing that the national interest so requires.

Such certification shall be published in the FrozzaL REoIsTER.

Nothing herein prevents an officer or employee from giving testimony under
oath or tr;:l making statements required to be made under penalty for perjury
or contem:;

18 U.8.C. 207. Disqualificalion of former officers and employees in maiters
connected with former duties or official responsidilities; disqualification of
partners.

(&) Whoever, having been an officer or employee of the executive branch of
the United States Government, of any independent agency of the Unlted Smtes,
or of the District of Columbia, including a 1al Gover t
his employment has ceased, knowingly acts as agent or attormey for lnyone
other than the United States in connection with any judicial or other proceeding,
application, request for a ruling or other determination, cootract, claim, con-
troversy, charge, accusation, arrest, or other particular matter involving a
specific party or parties in which the United States is a party or has a direct
and substantial interest and in which he participated personally and sud-
stantially ' s an officer or employee. through decision, approval, disapproval,

dation, the dering of advice, investigation, or otherwise, while
loemployed. or

(b) Whoever, having been 8o employed, within one year after hia employment
has ceased, appears personally before any court or department or agency of the
Government as agent, or attorney for, anyone other than the United States in
connection with any proceeding, application, request for a ruling or other deter-
mination, contract, claim, controversy, charge, accusation, arrest, or other par-
ticular matter involving a specific party or parties in which the United States is
a party or directly and substantially interested, and which was under his official
responsibility as an officer or employee of the Government at any time within a
period of one year prior to the termination of such responsibility—

Shall be fined not more than $10,000 or imprisoned for not more than two
years, or both: Provided, That nothing in subsection (a) or (b) prevents a
former officer or employee, lncludlng a former special Government employee,
with outstanding logical qualifications from acting as attorney
or agent or appearing Ly in tion with a particular matter in a

- sclentific or technological fleld if the head of the department or agency
concerned with the matter shall make a certification in writing, published in
the Froenat Rrorstes, that the national interest would be served by such action
or appearance by the former officer or employee.
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(¢) Whoerver, being a partner of an officer or employee of the executive branch
of the United States Government, of any independent agency of the United
States, or of the District of Columbia, including a special Government employee,
acts as agent or attorney for anyone other than the United States, in connection
with any judicial or other proceeding, application, request for a ruling or other
determination, contract, claim, controversy, charge, accusation, arrest, or other
particular matter in which the United States 1s a party or has a direct and
substantial interest and in which such officer or employee of the Government or
speclal Government employee participates or has participated personally and
substantially as a Government employee through decision, approval, disapproval,
recommendation, the rendering of advice, investigation or otherwise, or which
is the subject of his official responsibility—

Sball be fined not more than $5,000, or imprisoned not more than one year,
or both.

A partner of a present or former officer or employee of the executive branch
of the United States Government, of any independent agency of the United
Btates, or of the District of Columbia or of & p or former special Govern-
ment employee shall as such be subject to the provisions of sections 208, 205,
and 207 of this title only as expressly provided in subdéction (c) of this section.

18 U.8.C. 208. Acts affecting a personal financial interest.

(a) Except as permitted by-subsection (b) hereof, whoever, being an officer
or employee of the executive branch of the United States Government, of any
independent agency of the United States, or of the District of Columbia, tncluding
& special Government employee, participates personally and substantially as a
Qover officer or loyee, through decision, approval, disapproval, recom-

dation, the rendering of advice, investigation, or otherwise, in a judicial or
other proceeding, application, request for a ruling or other determination,
contract, claim, controversy,.charge, accusation, arrest, or other particular
wmatter in which, to his knowledge, be, his spouse, minor child, partner, organi-
sation in which he is serving as officer, director, trustee, partner or employee,
or any person or organization with whom he is negotiating or has any arrange-
ment concerning.prospective loyment, has a fi clal ints t

Shall be flued not more than $10,000, or imprisoned not more than two years,
or both.

(b) Subsection (a) hereof shall not apply (1) if the officer or employee first
advises the Government official responsible for appointment to his position of
the nature and circumstances of the judicial or other proceeding, applicatfon,
request for a ruling or other determination, contract, claim, controversy, charge,
accusation, arrest, or other particular matter and makes full disclosure of the
financial interest and receives in advance a written determination made by such
official that the interest im not so substantial as to be deemed Mkely to affect
the integrity of the services which the Government may expect from such officer
or employee, or (2) if, by general rule or regulation published in the Fxprmar
Rrarsta, the financial interest has been exempted from the requirements of
clause (1) hereof as being too remote or too inconsequential to affect the in-
tegrity of Government officers’ or employees’ services.

18 U.8.C. 200. Salary of Govermment oficials and employees payadle only by
United Btates.

(a) Whoever receives any salary, or any contribution to or supplementation
of salary, as compensation for his services as an officer or employee of the
executive branch of the United States Government, of any independent agency
of the United States, or of the District of Columbia, from any source other than
the Government of the United States, except &9 may be contributed out of the
treasury of any State, county, or municipality ; or

Whoever, whether an individual, partnership, association, corporation, or
other organization pays, or makes any contribution to, or in any way supple-
ments the salary of, any such officer or employee under circumstances which
would make its receipt a violation of this subsection—

Shall be fined not more than $5,000 or imprisoned not more than one year, or

(b) Nothing herein prevents an officer or loyee of the ive branch
of the United States Government, or of any independent agency of the United
Btates, or of the District of Columbia, from continuing to participate in a bona
fide pension, retirement, group life, health or accident insurance, profit-sharing,
stock bonus, or other employee welfare or benefit plan maintained by a former

ewployer.

(¢) This section does not apply to a special Government employee or to
omcext- :r iexnpl;):g:;e loé the Gove:nment serving without compenls)at{on. whethlelrl
or not he is a g al Government employee, or to an T8ON paying, co;
to, or supplemendng.hls salary as such. ’ v pe paying nutlbutlng

(d) This section does not prohibit payment or acceptance of contributi
awards, or other expenses under the terms of the Government Employees Tr:llI::
ing Act (Public Law 85-507, 72 Stat. 827 ; 5 U.B.C. 2801-2318, July 7, 1958).

[F.R. Doc. 63-4917 ; Filed, May 3, 19635 1:00 pan.]
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DIGEST OF CONFLICT OF INTEREST LAWS

NEW LAWS APPLICABLE TO FULL-TIME OFFICERS AND EMPLOYEES

(These laws are set out in full in the Appendix to Inclosure 2)

I.

1I.

18 U.8.C. 203

Subsection (a) of this section in general prohibits en officer

or employee of the United States in any branch or agency of the
Government from soliciting or receiving compensation for services
rendered on behalf of another person before a Government depart-
ment or agency in relation to any particular matter in which the
United States is a party or has a direct and substantial interest.
The subsection does not preclude compensation for services
rendered on behalf of another in court.

Subsection (b) makes it uniawful for anyone to offer or pay
compensation, the solicitation or receipt of which is barred by
subsection (a).

18 U.8.C. 205

This section contains two major prohibitions. The first prevents
an officer or employee of the United States in any branch or agency
of the Government from acting as sgent or attorney for prosecuting
any claim against the United States, including a claim in court,
whether for compensation or not. It also prevents him from
receiving a gratuity, or a share or interest in any such claim,

for assistance in the prosecution thereof.

The second main prohibition of section 205 is con¢erned with more
than claims. It precludes an officer or employee of the Govern-
ment from acting as agent or attorney for anyone else before a
department, agency or court in connection with any particular
matter in which the United States 1s a party or has a direct and
substantial interest.

18 U.8.C. 203 and 205 overlap. The following are the few important
aifferences between sections 203 and 205 as they apply to officers
and employees of the Government:

1. Section 203 bars services rendered for compensation
solicited or received, but not those rendered without
such compensation; section 205 bars dboth kinds of services.

2, Section 203 bars services rendered before the departments
and agencies but not services rendered in court; section
205 bars both.

It should be noted, however, that for all practical purposes
section 205 completely overshadows section 203.
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Exemptions:

Section 205 permits a Govermment officer or employee to represent
another person, without compensation, in a disciplinary, loyalty

or other personnel matter. Another mrovision declares that the
‘section does not prevent an officer or employee fram giving testi-
mony under oath or making statements required to be made under penalty
for perjury or contempt.

Section 205 also authorizes a limited waiver of its restrictions
and those of section 203 for the benefit of an officer or employee,
including a special Govermment employee, who represents his own
parents, spouse or child, or a person or estate he serves as a
fiduciary. The waiver is available to the officer or employee,
whether acting for any such person with or without campensation, dut
only if approved by the official making appointments to his position.
In no event does the walver extend to his representation of any

such person in matters in which he has participated personally and
substantially or which, even in the absence of such participation,
are the subject of his official responsibility.

Finally, section 205 gives the head of a department or agency the
power, notwithstanding any appliceble restrictions in its provisions
or those of section 203, to allow a special Govermment employee to
represent his regular employer or other outside organization in the
performance of work under a Govermment grant or contract. However,
this action is open to the department or agency head only upon his
certification, published in the FEDERAL REGISTER, that the national
interest requires it.

18 v.s.c. 208

This section forbids certain actions by an officer or employee of
the Goverrment in his role as a servant or representative of the
Govermment. Its thrust is therefore to be distinguished fram that
of 18 U.S.C. 203 and 205 which forbid certain actions in his capacity
as a representative of persons outside the Govermment.

Subsection (a) in substance requires an officer or employee of the
executive branch, including a special Govermment employee, to refrain
from participating as such in any matter in which, to his knowledge,
he, his spouse, minor child or partner has a financial interest. He
must also remove himself from a matter in which a business or non-
profit organization with which he is connected or is seeking employment
has a financial interest. Under this section, a "particular matter"
may be a matter less concrete than an actual contract, because the
concept of a "particular matter involving a spec:u’ic party or parties”
is not used here as in other sections. However, a "particular matter"
is samething more specific than rule meking or abstract scientific
rinciples. The test for determining whether the action of the
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individual involves a particular matter in vhich he (or the other
emmerated parties) has a financial interest is whether he might
reasonsbly anticipate that his action or the decision in wvhich
he participates or with respect to vhich he advises, will have

a direct and Tredictable effect upon a financial interest of
himself, his spouse, minor child, partiner or organization with
vhich he is comnected or seeking employment. ’

Subsection (b) permits the agency of sn officer or employee to
grant him an ad hoc exemption fram subsection (a) if the outside
financial interest in a matter is deemed not substantial enough
to have an effect on the integrity of his services, Financial
interests of this kind may also be made nondisqualifying by a
general regulation published in the PEDYRAL REGIJTER.

. 18 U.8.C. 209

Subsection (a) prevents an officer or employee of the executive
‘branch, an independent agency or the District of Colunbis from
receiving, and anyone fram paying him, any salary or supplenente-
tion of salary fram a private source as campensstion for his
services to the Govermment.

Subsection (b) specifically euthorizes an officer or employee
covered by subsection (a) to continue his participetion in &
bona fide pension plan or other employee welfare or benefit plan
maintained by a fordler employer.

Subsection (c) provides that section 209 does not apply to a
special Govermment employee or to anyone gerving the Govermuent
without compensation, whether or not he is & special Govermment
employee.

Subsection (d) provides that the section does not prohibit the
peyment or acceptance of comtributioms, avards or other expenses
under the terms of the Govermment Employees Training Act.

V. APPLICABIE TO REGULAR NAVY AND MARINE OFFICERS, 3T v.S.C. 801 ‘a!
Farmerly 10 U.S.C. 6112 (a

An officer of the Regular Navy ar the Regular Marine Corps, other
than a retired officer, may not be employed by any person
furnishing Naval supplies or war materials to the United States.
If such an officer is so employed, he is not entitled to any
payment fram the United States during that employment.

47-662 0—65——13
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1.

NEW_LAW APPLICABLE TO FORMER OFFICERS AND EMPLOYEES

18 v.8.C. 207 ('n:lis law 1is set out in full in the Appendix
to Inclosure 2.)

Subsections (a) and (b) of this section contain post-employment
prochibitions applicable to persons who have ended service as
officers or employees of the executive branch. The prcohibitions
for persons who have served as special Government employees are
the same as for persons who have performed regular duties.

The restraint of subsection (a) is against a farmer officer ar
amployee's acting as agent or attorney for anyone cther than the
United States in connection with certain matters, whether pending
in the courts or elsevhere. The matters are those involving a
specific party or parties in which the United States is one of

the parties or has a direct and substantial interest and in which
the former officer or employee participated personally and substan-
tially while holding a Govermment positionm.

Subsection (b) sets forth a one-year post-employment prohibition

in respect of those matters which were within the area of official
responsibility of a former officer or employee at any time during
the last year of his service but which do not come within subsection
(a) because he 414 not participate in them personally and substan-
tially. More particularly, the prohibition of subsection (b)
prevents his personal appearance in such matters before a court

or a department or agency of the Govermment as agent or attorney
for anyone other than the United States. Where, in the year prior
to the end of his service, a former officer or employee has changed
areas of responsibility by transferring fram one agency to another,
the period of his post-employment ineligibility es to matters in

a particular area ends one year after his responsibility for that
area ends, For example, if an individual transfers from a
supervisory position in the Internal Revenue Service to a super-
vigsory position in the DoD and leaves DoD for private employment
nine months later, he will be free of the restriction of subsection
(b) in three months insofar as Internal Revenue matters are
concerned. He will of course be bound by it for a year in respect
of DoD matters.

The proviso following subsections (a) and (b) authorizes a depart-
ment head, notwithstanding anything to the contrary in their
provisions, to permit a former officer or employee with ocutstanding
scientific qualifications to act as attorney or agent or appear
personally before the department for ancther in a matter in a
scientific field. This authority may be exercised by the department
head upon & "national interest" certification published in the
FEDERAL REGISTER.
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Subsections (a) describes the activities it forbids as being in

. connection with "particular matters involving a specific party

or parties" in which the former officer or employee had
participated. Subsection (b) relates to matters which were under
his official responsibility. The language of both does not include
general rulemaking, the formulation of general policy or standards,
or other similar matters. Thus, past participation in or official
responsibility for a matter of this kind on behalf of the Govern-
ment does not disqualify a former employee fram representing
another person in a proceeding which is governed by the rule or
other result of such matter. Similarly, in the scientific field
past participation in discussion of scientific or engineering
concepts, the feasibility of scientific or technical accamplishments
or proposed Govermment programs in early stages prior to the
formulation of contract or a contract proposal where specific
parties became involved in a matter, does not disqualify the former
employee fram representing his compeny with respect to a contract
entered into at a later time even though the same general scientific
matters may be involved in such a contract.

Subsection ga bars permanently a greater variety of actions than
subsection (b) bars temporarily. The conduct made unlawful by

the former is any action as agent or attorney, while that made
unlawful by the latter is a personal appearance as agent or attorney.
However, neither subsection precludes post-employment activities
vhich may fairly be characterized as no more than aiding or '
assisting another. An individual who has left the department to
accept private employment may, for example, immediately perform
technical work in his company's plant in relation to a contract

for which he had official responsibility - - or, for that matter,

in relation to one he helped the agency negotiate. On the other
hand, he is forbidden for a year, in the first case, to appear
personally before the department as the agent or attarney of his
company in connection with a dispute over the terms of the contract.
He may at no time appear personally before the department or
otherwise act as agent or attorney for his campany in such dispute
if he helped negotiate the contract. Under both sections the
disability is personal, and neither section would prevent the
former officer or employee fram becoming the president or other
officer of a corparation which has contracts with the Goverment,
so long as such former officer or employee does not personally act
as the agent or attorney of the company in dealing with the matters
covered under Sections a and b.
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SUMMARY OF LAWS APPLICABLE TO RETTIRED REGULAR COFFICERS

NOT ON ACTIVE DUTY

I. PROHIBITED ACTIVITIES.

A.

Matters Connected With Former Duties or Official
Responsibilities. A retired regular officer not on active
duty is considered to be a "foarmer officer" for the pur-
poses of 18 U.S.C. 207 and therefore, the prohibitions
discussed in paragraph XIII C and Inclosure 3 B apply to him.

Claims. A retired regular officer of the armed forces may
not, within two years of his retirement, act as agent or
attorney for prosecuting any claim against the Govermment,
or assist in the prosecution of such a claim or receive

any gratuity or any share of or interest in such claim in
consideration for having assisted in the prosecution of
such a claim, if uch claim involves the department in
whose service he holds a retired status. Nor may a regular
retired officer at any time act as an agent or attorney for
Frosecuting any claim against the Govermment or assist

in prosecution of such claim, or receive any gratuity or
any share of or interest in such a claim in consideration
for having assisted in the prosecution of such claim, if
such claim involves any subject matter with which he was
directly connected while on active duty (See 18 U.S.C. 283).

Selling.

1. A retired regular officer is prohibited, at all times,
fram receiving or agreeing to receive any campensation
for representing any person in the sale of anything
to the Govermment through the department in whose
service he holds a retired status (See 18 U.S.C. 281).

2. 37 U.S.C. 801(c) as amended October 9, 1962, P. L.
87-TTT, formerly 5 U.S.C. 59(c) provides:

"No payment shall be made from
appropriations in any Act to any
officer on the retired lists of the
Regular Army, Regular Navy, Regular Marine
Corps, Regular Air Force, Regular Coast
Guard, Coast and Geodetic Survey, and
Public Health Service for a period of three
years after retirement who for himself or
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for chears is engaged in the selling

of or contracting for the sale of or negotia-
ting for the sale of to any agency of the
Department of Defense, the Coast Guard, the
Coast and Geodetic Survey, and the Public
Health Service any supplies or war materials.”

For the purpose of this statute, "selling” means:

a., Signing a bid, proposal, or contract;

b. Negotiating a contract;

c. Contacting an officer or employee of any of the
foregoing departments or agencies for the purpose of:

1) Obtaining or negotiating contracts,

2) Regotiating or discussing changes in specifica-
tions, price, cost allowances, or other terms
of a contract, or

(3) Settling disputes concerning performance of a
contract, or

d. Any other liaison activity with a view toward the
ultimate consummation of a sale although the actual
contract therefor is subsequently negotiated by
another person.

However, it 1s not the intent of this Directive to preclude
a retired regular officer from accepting employment with
private industry solely because his employer 1s a contractor
with the Govermment.

EXEMPTIONS FROM LAW APPLYING TO CFFICERS ON ACTIVE IUTY

A regular officer who has been retired continues to be an "officer”
of the Uniteéd States for purposes of many statutes. However, the
laws applying to officers on active duty listed in paragraph XIII A
of this Directive 4o not normally apply to retired regular officers
not on active duty. The law specifically provides that 18 v.s.C.
203 and 205 do not apply to a retired officer while not on active
duty who is not otherwise an officer or employee of the United
States (See 18 U.S.C. 206). In addition, as a practical matter,

18 U.S.C. 208 and 209 do not apply to a retired officer not on
active duty who is not perfarming services for the Govermment,
gsolely because of his status as a retired regular officer.
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OTHER RELATED CRIMINAL IAWS AFPLICABLE TO ALL DEPARTMENT
OF DEFENSE PERSONNEL

The following activities may subject present and former
DoD personnel to criminal penalties:

A. Aiding, ebetting, counseling, camanding, inducing, or
procuring another to cormit a crime under any criminal
statute (See 18 U.S.C. 201).

B. Concealing or falling to report to proper authorities
the comission of a felony under any criminal statute
if such personnel knew of the actual cammission of the
crime (See 18 U.S.C. &4).

C. Conspiring with one or more other persons to commit a
crime under any criminal statute or to defraud the United
States, if any party to the conspiracy does any act to
effect the object of the conspiracy (See 18 U.S.C. 3T1).
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HOUSE CONCURRENT RESOLUTION 175
85TH CONGRESS, 2D SESSION

Resolved by the House of Representatives (the Senate concurring),
That it is the sense of the Congress that the following Code of Ethics should
be adhered to by all Government employees, including officeholders:

CODE OF ETHICS FOR GOVERNMENT SERVICE
Any person in Government service should:

1. Put loyalty to the highest moral principles and to country above
loyalty to persons, party, or Government department.

2. Uphold the Constitution, laws, and legal regulations of the United States
and of all governments therein and never be a party to their evasion.

3, Give a full day's labor for a full day's pay; giving to the performance
of his duties his earnest effort and best thought.

4. Seek to find and employ more efficient and economical ways of getting
tasks accomplished.

5. Never discriminate unfairly by the dispensing of special favors or
privileges to anyone, whether for remuneration or not; and never accept,
for himself or his family, favors or benefits under circumstances which
might be construed by reasonable persons as *nfluencing the performance
of his governmental duties.

6. Make no private promises of any kind binding upon the duties of office,
since a Government employee has no private word which can be binding on
public duty,

7. Engage in no business with the Government, either directly or
indirectly, which is inconsistent with the conscientious performance of

his governmental duties,

8. Never use any information coming to him confidentially in the
performance of governmental duties as a means for making private profit,

9. Expose corruption wherever discovered,

10, Uphold these principles, ever conscious that public office is a public
trust.
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STATEMENT OF EMPLOYMENT AND FIMANCIAL INTERESTS
1. Private Employment

(Kame of all companies, firms, State or local govermmental
organizations, research organizations, and educational or other
institutions for vhich you are serving as employee, officer, mem-
ber, director, adviser or consultant. Also list any organization
with vhich you are negotiating or have an arrangement comcerning

prospective employment.)

Pederal Govermment Employment

I anticipate I will be employed by the U. S. Goverment during
the 365 days following (date of proposed appoint-
ment), as follows:

Buploying Agency Botimabed Days of Service

2.

b. During the days prior to (date of proposed
appointnmtﬁ will have been employed by (Army), (Navy),
(Air Porce), (0SD) as follows:

Employing Agency =~ Days Seryed

Financial Interests

3.
(Nemes of all campanies, fimms, research institutions or other
organizations in vhich you, or to your knowledge, your spouse, or
your children, own securities or other financial interests -
Irecise amounts of investments need not be revealed.)

Name

Address

Date
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STATEMENT OF EMPLOYMENT

(Regular Retired Officers)
1. [ am a regular retired officer of the. , and was retired on .
(Department) (Data)

2. 1 [Jem []am not employed. (If employed, or self employed, complete the rest of this item; if more than
one employer, list complete information for each employer on a separate sheet).

a. My employer’s name and address is

b. My employer sells, or offers for sale, to ag fudis iated fund activities) of the
Department of Defense, the Coast Guard, the Coast and Geodetic Survey, or the Public Health Service,

the following tvpes of products or services;

c. My position title is

d. My duties are, briefly (a complete description of your job, a copy of your employment coatract, or any
other pertil inf ion, may be hed):

e. My duties do not involve selling to the Government in vioiation of the statutes and policies cited in

the regulation received.

3. I have received a copy of DOD Directive 5500.7, or the regulation issued by my department implementing
that Directive.

h the inf ion in this Stat t is no longer

4. 1 will promptly file a new Statement of Employment
accurate,

SIGNATURE DATE

NAME (Typed o Printed) FILE/SERVICE NUMBER

—
DD ,zﬁ“" 1357 PREVIOUS EDITION OF THIS FORM IS OBSOLETE.
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Senator Dotcras. Suppose a person is found accepting a lunch or
dinner or trip to Miami or fishing or hunting trip, is any disciplinary
action taken against him ?

Mr. CameeeLL. I don’t know.

Commander Durkin. There has been some question about this. I
believe it is left to the individual’s superior. A report is made of this
and a determination of the facts is then established.

Senator Dovgras. It is not subject to what would be the equivalent
of a court-martial?

Commander Durkin. I would rather not answer on that. I am not
quite sure.

Senator Doteras. I wonder if you would supply evidence on that.

(The following material was subsequently supplied:)

Section XI of Department of Defense Directive 5500.7, “Standards of Con-
duct,” provides, “Department of Defense personnel who have information which
causes them to believe that there has been a violation of a statute or policy set
forth in this directive will promptly report such incidents to their immediate
superiors.” Depending on the nature of the allegation, immediate action is
taken to conduct a full investigation of the circumstances surrounding the
charge. This may be carried out through regular departmental investigative
sources, personnel management, or the appropriate legal officer. Such investi-
gations are conducted through the department or ageney in which the member
is serving. In the case of a possible violation of a statute the facts are assembled
for submission to the Department of Justice unless the individual concerned is
subject to courts-martial procedure, in which case he may be handled in accord-
ance with these procedures. The type of disciplinary action taken will depend
upon the gravity of the charge.

(Off-the-record discussion at this point.)

Mr. NewxmaN. Mr. Chairman, to our knowledge we did issue a
draft report to the Secretary of Defense. As a result of the findings
in this report the agency admonished certain personnel.

Senator Doucras. In how many instances?

Mr. NewxanN. Eight, I believe.

Senator Doucras. What was the type of disciplinary action taken ?

Mr. Newman. In one case we understand that court-martial pro-
ceedings were considered.

Senator Doveras. Is that the case that appeared in the newspaper?

Mr. Newaran. No,sir,

Senator Dovaras. Well, I read a great many newspapers and I do
not maintain a clipping srevice. Somehow I had the impression of
three or four negotlating officers.

Mr. NEwnman. Oh, that is the one at Fort Monmouth.

Senator DoucLas. Yes.

Now there was a case, was there not, where these men had been
found guilty but were restored to duty? Is that not true?

Mr. Newman. Weare working on that for you.

Senator Doueras. Has the Department of Defense any statement to
make on the Fort Monmouth case? The Department of Defense man ?

Commander Durkix. I have none, Mr. Chairman.

Senator DoucrLas. I happen to be interested in that because a re-
porter, Mr. Charles Nicodemus, of the Chicago Daily News, an
acquaintance of mine, made the original recommendation on the basis
of which disciplinary action was supposedly taken. As I remember
his subsequent stories of this winter he found that these men were
restored to duty.

Mr. CameBeLr. We are looking into that now for you.
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Senator Doucras. Will you make a report on that?

Mr. CampBELL. Yes, sir. Of course this did not involve entertain-
ment as I recall. This was another problem.

Senator Doucras. Yes. But there were real abuses in the Mon-
mouth contracts. We had a lot of complaints on Monmouth. Not of
the type another Senator made about Monmouth but on excessive price

aid. '
P I wish the Department of Defense would review that action at Mon-
mouth, too, and make a report on Monmouth.

(Report mentioned above was later supplied to the committee for
the record and appears below.)

REPORT ON MONMOUTH FOR JOINT EcoNoMIo COMMITTEE HEARINGS

I. INTRODUCTION

A. The Army Materiel Command

The U.S. Army Materiel Command (AMC), a major command of the Depart-
ment of the Army, was formed in August 1962. The command inherited more
than 250 military installations and activities engaged in developing, producing,
supplying, and maintaining weapons systems, missiles, electronics, munitions, and
other materiel for the Army. It has operated under annual expenditures of
over $7 billion. The command has 20,000 military and 160,000 civilian personnel.

Gen. Frank 8. Besson assumed command of AMC on August 1, 1962, and has
continued in that capacity to date.

All AMC personnel were asked to lend wholehearted support to the Army re-
organization and to identify themselves with the Army Materiel Command rather
than their former technical services. A new sense of urgency was required and
the latest developed management system was initiated with these new commands.

The Army Materiel Command cost reduction savings for its first 30 months of
operation approximates $1,003 million. These savings include those in the pro-
eurement areas for all subordinate command activities. Included in this is an
estimated $28 million savings realized by procurement actions at the Electronics
Command during the fiscal years 1964 and 1965.

Now in its third year, the AMC cost reduction program continues to gain
momentum. In fiscal year 1964, AMC savings totaled $547 million, 50 percent
above the goal set by the Army for AMC. These savings clearly evidence the
success of the AMC efforts to achieve the three major objectives of the program—
to buy only what we need, to buy at the lowest sound price, and to reduce operat-
ing costs. The program is becoming stabilized and better understood by personnel
at all levels. As one of the more dynamic programs in AMC, it continues to re-
ceive the highest priority attention by all AMC commanders.

B. The U.S. Army Electronics Command

The U.S. Army Electronics Command at Fort Monmouth, N.J., one of seven
subordinate AMC commands, was established on August 1, 1962, with Maj. Gen.
Stuart 8. Hoff as its first commanding general. The command became opera-
tional September 1, 1962. Maj. Gen. F. W. Moorman assumed command at Fort
Monmouth in August 1963.

II. BACKGROUND

When General Moorman reported for duty he learned that senior engineers
William J. Laverick (GS-15) and Harrison F. Tryon (GS-14) as well as former
Fort Monmouth Senior Engineer Malcolm Schaeffer had been arrested by the
Federal Bureau of Investigation and all three were then under a U.S. district
court indictment for bribery in connection with the award of an electronic
contract. Mr. Laverick had up until 13 months previously headed up the Pro-
duction Engineering Division, Fort Monmouth. The cases were successfully
prosecuted in Federal court. All three individuals were found guilty of bribery,
and appeals are still pending. Mr. Charles Nicodemus of the Chicago Daily News
may have contributed to exposing the offenses involved.

As a direct result of the Laverick-Tryon-Schaeffer case, the Department of the
Army initiated 30 to 40 other invistigations at Fort Monmouth to determine if
this case was an isolated episode or whether there were other instances of bribery
and corruption. The Army’s reports of investigation were made available to the
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FBI on a continuing basis and despite extensive further FBI investigation the
Department of Justice concluded that there was not sufficient evidence to support
criminal actions involving Fort Monmouth personnel.

During the assumption of command briefing General Moorman learned of a
General Accounting Office (GAO) draft report of their survey titled “Procure-
ment of Inaccurate Radiation Measuring Instruments.” The GAO report raised
serious questions concerning five separate procurements on radiacmeters.

In consonance with AMC policy, General Moorman directed an investigation
to ascertain the lack of compliance with established policies procedure and
regulations concerning the testing, acceptance, and production of radiacmeters.
The GAO findings and conclusions were to be used as guidelines for the investi-
gation.

As a result, the command concluded that there was a need for a second investi-
gation to ascertain the identity of Ecom personnel who (a) failed to perform
their duties and/or (b) acted wrongfully in the radiacmeter contract case.

With this as a background, this paper will discuss the radiacmeter contracts,
radiacmeter adverse personnel actions, and the three other procurements men-
tioned by Congressman Rumsfeld in his remarks of March #, 1965.

III. THE ‘“RADIACMETER” CASE

Soldiers use IM-108 radiacmeter as a tactical survey instrument to detect and
measure gamma radiation resulting from nuclear explosions. The IM-174
radiacmeter is a later and further improved model. The Army needs the radiac-
meter in this nuclear age. Those soldiers first committed to combat would have
an immediate need.

In March 1955 El-Tronics, Inc., of Alhambra, Calif., the U.S. Army Signal Corps
developer of the IM-108, delivered a number of test items to the National Bureau
of Standards and the U.S. Continental Army Command (Conarc).

The National Bureau of Standards evaluated six prototype radiacmeters and
reported on their test results on May 3, 1955. In this test, the performance of
the meter was checked during extended periods of the continuous operation up
to 129 hours. Analysis of the results indicate that for 528 measurements the one
sigma accuracy value was approximately plus or minus 24 percent. The reports
also stated that the energy and orientation dependence is negligible, but other
factors such as sensitivity and provision for battery check should be incorporated
in the instruments. These improvements as well as separate battery box for
arctic use were added to the instrument and four improved models were there-
after submitted to Conarc for test. It was these later models which were tested
that resulted in Conare’s recommendations to undertake limited production and
to correct deficiencies during production.

Another test of the IM-108 was conducted by the Deputy Quartermaster
General (Design and Development) of the Canadian Army. Two produc-
tion instruments were tested. One instrument was within a *=10 percent of
true reading on calibration accuracy and within *15 percent on energy de-
pendence. The second instrument, however, dropped as low as 54 percent of
true reading.

From the above tests, it is concluded that the specifications drawn up by the
Army Signal Corps were attainable, but that definite problems in the radiac-
meter production existed.

All procurement contracts were initially awarded prior to the Army’s reor-
ganization and the formation of the Army Materiel Command. Further all
five awards were initially made before General Mcorman became commander
of the Electronics Command. However, because of continuing production dif-
ficulties General Moorman terminated the last two contracts.

The first procurement

The contract for 10,800 IM-108 radiacmeters was awarded as result of price
competition, to the Landsverk Electrometer Co. of Glendale, Calif., in the amount
of $605.858, on March 29, 1958.

The U.S. Armor Board (CONARC) had completed tests on the experimental
models of the radiacmeter on May 17. 1957. The test report recognized deficien-
cies in the development model but recommended a crash limited procurement
on an emergency basis with the deficiencies to be corrected in the production
contract. The Army staff modified the CONARC recommendation based on as-
surances by the chief signal officer that the deficiencies could be corrected in
production, and the radiacmeter was type classified standard A (rather than
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limited production) on July 29, 1957. The Landsverk contract was awarded the
following March.

This standard A designation meant “Items which are preferred for opera-
tional requirements. Both complete end items and the necessary repair parts
and components may be procured.”

It is now ascertained that the five production models required from the
Landsverk contract for confirmatory test were sent to the U.S. Armor Board
on a nonpriority basis and that this test took 1 year to complete. When the
tests were completed in February it was found that major deficiencies still
existed and it was then recommended that no further production be allowed un-
til the deficiencies were corrected. By this time, however, all the items speci-
fied under the Landsverk contract had been accepted and delivered and were
then in the Army’s inventory. Since they could not be reworked to bring them
to acceptable standards, the 10,800 purchases from the Landsverk Electrom-
eter Co. were subsequently scrapped.

Second and third procurements

Both contracts were awarded by the Signal Corps prior to the return of the
U.S. Armor Board test report referred to previously. This is stated as a fact
and not in mitigation of the length of time (1 year) taken by the board in
completing its test. The steadily increasing nuclear power of the Soviet forces
continued the pressure on the Electronics Command to furnish the field forces
with a radiacmeter.

The second contract was awarded after price competition on January 29, 1959,
to the Jordan Electronics Division of Victoreen Instrument Co., Alhambra, Calif.
It was for 12,817 M-108A’s in the amount of $638,098.

The third contract was awarded on October 9, 1959, also to Jordan Electronics
Division, and this was for 12,017 M-108A’s in the amount of $615,150.

The M-108’s produced by Jordan incorporated, among other changes, a Zener
diode circuit. These modifications. however, did not correct all the deficiencies
indicated in the U.S. Armor Board test report and the 22,098 ultimately delivered
under the second and third contracts required additional modification. The
modification program took place at the U.S. Army Materiel Command’s Sacra-
mento, Calif., and Lexington, Ky., Army depots. It is estimated that the modi-
fication costs is $752,100. As a result, the radiacmeter was redesignated the
IM-174. They are the current standard A assets.

Fourth and fifth procurement

In May 1961 the Conarc Board completed its test of 10 modified M-108A
radiacmeters from the Jordan production and recommended that this modified
M-108A meter be adopted for Army use.

The fourth contract for 11,417 modified IM-108A’s was awarded to Landers,
Frary & Clark in two phases. On June 7, 1961, as a result of a formally
advertised procurement, Landers was awarded a contract for 5,707 modified
IM-108A’s for $188,045.65, including ancillary items with an additional award
of 5,710 instruments reserved under labor surplus set-aside procedure made
on June 21, 1961, at a total cost of $188,144.50. On December 5, 1962, the con-
tractor was required to modify the meters being produced from IM-108A’s to
IM-17+'s. This change provided for the incorporation of certain improvements
at a cost of $127,736.23. An additional engineering change was directed to be
made on April 1, 1963, at a cost of $20,683.69. In January 1964, an additional
$35.000 was committed and obligated to allow Landers to proceed to make certain
changes which resulted from tests conducted at the Lexington Army Depot.

The fifth procurement was made to Victory Electronics & Research Corp. on
January 10, 1962. This award was for 4,200 IM-108A’s modified, plus ancillary
items at a cost of $125,566. A certificate of competency was issued by the Small
Business Administration for this contract. There were no qualified bidders
for the labor surplus set-aside portion, so Victory received a second award of
4,200 units at a price of $124,345. The increase option provision of the contract
was exercised twice, to add 4.200 units at $124,343 and the second time for an
additional 125 units at $3,702 for a total of 12,725 instruments at $377.958. This
contract was modified on November 2. 1962, for $151,325 to incorporate engineering
changes resulting in the nomenclature being changed from IM-108A to IM-174.

General Moorman on June 30, 1964, made the decision to terminate the fourth
and fifth contracts for the convenience of the Government. It was a difficult
decision because an urgent requirement still exists. As reported to the GAO.
by the Assistant Secretary of the Army, the urgency for the radiacmeter require-
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ment fluctuates with the international situation. In the event the United States
committed its forces tomorrow, the requirement for radiacmeters would be im-
mediate and urgent.

As evidence that the basic design of the radiacmeter was sound, the successful
production of the Canadian radiacmeter IM-108B is cited. The Canadian pro-
ducer utilized the basic U.S. Army radiacmeter design. As the result of a
coordinated effort by the Canadian Government and its producer, a radiacmeter
has been produced which is suitable for use by the Canadian forces and would
be available to meet emergency requirements of the U.S. Army.

Our Canadian defense production representative states that Canadian Admiral
could deliver 1,000 per month, beginning immediately, if we ordered.

IV. ADVERSE PERSONNEL ACTIONS AGAINST CIVILIAN ENGINEERS

As a result of the report of investigation by the General Accounting Office
and subsequent related Army investigations dealing with the radiacmeter pro-
curements, Maj. Gen. F. W. Moorman on July 10, 1964, issued letters proposing
separation of seven high ranking engineers.

All seven employees were associated with the U.S. Ariny Electronics Materiel
Support Agency (USAEMSA). One was the division chief, two were assistant
division chiefs (at different times during the five procurement actions), one was
a branch chief, one was the section chief, and two were the project engineers
for specific production contracts. All these individuals initiated or approved
technical action requests which (which are engineering change orders called by
Signal Corps TAR's) which permitted deviations from the original specifications
and which changed the performance standards for the radiacmeters.

One of the responsibilities of the Field Engineering Division, USAEMSA,
was to act as the technical representative for the contracting officer after award
of a production contract. The Field Engineering Division was not responsible
for contract awards. This Division was responsible for—

(a) evaluation of production samples ;

(b) monitoring production ;

(¢) evaluating technical action requests (TARS) which change the ap-
proved design ;

(d) insuring that manufactured products are in accordance with speci-
fications; and

(e) technical approval of production.

Under the civil service statutes and regulations, Government employees who
are veterans and who have acquired status as permanent civil service employees
have certain rights concerning advance notification of proposals to effect adverse
actions. Accordingly, General Moorman's letters are identified as letters of intent
to effect removal of each employee. The effective data was to have been August
14, 1964. In summary, the letters stated that these employees had failed to take
effective action to eliminate flaws in the manufacture of radiacmeters. The fail-
ure was a lack of attention to and an awareness by them of their respective re-
sponsibilities. Each employee was notified of his right to answer his notice of
proposed removal personally and in writing and to submit evidence, afidavits, or
produce witnesses within 10 working days from the receipt of the letter of intent.
The employees were advised that full and careful consideration would be given
to any answer submitted and that, as soon as possible a written notice of decision
would be issued to them. At the employees’ requests, the authorized 10-day
period in which to answer the letters was extended by General Moorman so that,
by the middle of August 1964, the written replies to these charges by the em-
ployees were received.

During the several months’ period while the commanding general, ECOM, con-
sidered the employees’ replies to the proposed action and while in conference with
the attorney of the employees, the suggestion was made that lesser penalties
might be called more appropriate than the dismissal action. The employees called
to the attention of the commanding general, that during the period in question,
the division staff had a heavy workload, and that, with the single exception of
this procurement they had a long record of faithful service. It was during these
meetings that the commanding general, ECOM, carefully explained to the attorney
representing the employees that he felt his obligation was to initiate corrective
action. General Moorman expressed his belief that disciplinary action was ini-
tiated only as a corrective measure and not as punishment. He reported that, if
the employees demonstrated an understanding of what they were expected to do
by recognizing that they were responsible for the defects in the performance of
the radiacmeters as charged, then he would consider assessing lesser penalties.
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Obviously the commanding general, ECOM, could not continue senior engineers
in positions of responsibility who did not understand the scope of responsibility in
their work. When this was first explained to the employees, they, through their
attorneys, indicated that they were unwilling to acknowledge their deficiencies.
Therefore, removal actions were effected.

Five of the original seven employees appealed their removal actions to the com-
manding general, AMC. (One employee had retired prior to removal and could
not appeal. The second had been cleared during the CG, ECOM review.) During
this process, and prior to any hearing in their cases, these five employees, through
their counsel, presented a joint statement which included recognition of their
responsibilities for the actions with which they had been charged and requested
that consideration be given to lesser penalties. The statement which was ten-
dered by these employees through their counsel, contained the acknowledgements
of responsibility which the CG, ECOM had indicated were a prerequisite to con-
sideration of retention in positions of responsibility.

Of the five one withdrew his appeal and elected to retire. This individual was
the senior engineer (who had served as GS-15 division chief during the time
frame involved) and therefore the one who had to bear the greatest responsibility
for the actions under consideration. This employee had been advised by the CG,
ECOM, that, although the suspension action might be reduced, the employee re-
instatement would be at two grade levels lower than his previous position.

On February 2, 1965, General Moorman recommended that General Besson
approve (a) reinstatement of the remaining four employees, (b) suspension for
20 working days without pay for three of these employees and (¢) suspension for
10 working days without pay for the fourth employee.

On February 5, 1965, General Besson approved the recommendation of General
Moorman based upon the following considerations:

(a) The CG, ECOM, who was personally familiar with the details of the rea-
sons for the removal actions, the involvements of the individual employees and
their past performance records, had recommended lesser penalties because he was
interested in obtaining corrective action through constructive discipline rather
than through punitive actions. As a result of the employees’ statements, the CG,
ECOM considered that this constructive discipline could be attained by imposing
lesser penalties or suspension.

(b) The incidents cited in the dismissal actions all occurred between 1958 and
March 1963, with the majority occurring in 1961 and previous years. The Army
Materiel Command was not organized until August 1962 and electronics com-
mand became operational in September 1962. Therefore, the impact of the
philosophies of the new commands and the organizational realinement designed
to improve the fixing of responsibilities had not had a real opportunity to become
effective. While in no way countenancing the negligent performance of the types
cited, the CG, AMC felt that the fact that the incidents were largely pre-AMC
was an extenuating factor.

(¢) The major purposes of punishment are deterrence and rehabilitation. Tt
was the sense of General Moorman’s recommendations that these purposes had
been served by the actions he took and the impact of these actions, not only on
the individuals concerned, but also on the entire ECOM organization. Certainly
the statements made by the individuals indicated that the employees concerned
had a new and clear insight into their responsibilities. This insight they demon-
strably did not have at time of the procurements nor during the period of July
1964 to November 1964 when the nature of the charges against them was formally
and repeatedly under active discussion.

It should be noted in passing that, while four of the five employees were rein-
stated and did receive back pay in accordance with governing rules and regula-
tions totaling over $7,000, their suspensions for periods of 20 and 10 days cannot
be considered token punishments. For the periods of suspensions involved, three
of the four employees forfeited salaries of over $1,000 each and the total amount
forfeited by these four employees was over $3,800. The former division chief
received no back pay having elected to withdraw his appeal and accept the
discharge.

ECOM in press releases dated July 21, 1964, November 9, 1984, and February
3, 1965 provided full information concerning developments in this case with the
exception of the names of the individuals involved. These individuals were
not named in the first two press releases since charges made against them were
either still pending their replies and the decision of the CG, ECOM or these
decisions were subject to appeals through Army administrative channels. With
regard to the third press release, it is not customary for the Army to publicize
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the names of persons receiving disciplinary action for performance not involv-
ing malfeasance because it destroys their future effectiveness.

V. LATER DEVELOPMENTS

AMC and its subordinate command, ECOM, have continued since July 1, 1964,
to explore the possible solutions to meet the Army’s needs for radiacmeters.
Modification work at the AMC depots within available funds has continued on
the IM-108A’s to that IM-174’s are now available on a limited basis for use in
an emergency.

In August 1964 a visit was made by a team from the electronics command,
headed by a general officer, to the Canadian Admiral plant, then producing IM~
108A-type radiacmeters, to observe the production techniques.

Models of the Canadian meter and the civil defense meter are being tested
at the U.S. Army Materiel Command’s test and evaluation command, Aberdeen,
Md.

Plans for research and development efforts to achieve a better long-range
position in the radiacmeter field are continuing. In September 1964, a contract
was placed with Eon Corp. for Engineering Development Models of the AN/
VDR-1, a multipurpose instrument which will not only provide a new and
needed vehicular capability, but will also provide a replacement for the IM-
174/PD. This equipment is scheduled for type classification in fiscal year 1968.

In February 1965, General Besson initiated a further review of the actions
taken by the commanding general, electronics command, in connection with the
radiacmeter case. As an independent and supplemental program, the com-
manding general, AMC has convened a review board of technical personnel from
a number of commands other than ECOM to review the specifications which
were the basis for the five U.S. Army contracts as well as the Canadian
Army specification which was the basis for its contract with Admiral, Ltd.
Specifically, this board will attempt to establish, factually, why the Canadian
production of radiacmeters appears to have been successful while the U.S. Army
experienced great difficulty with what is essentially the same specification. The
board, as a result of its experience in this investigation may well develop
recommendations applicable not only to radiacmeters, but to a broad spectrum
of procurement specifications. It is anticipated that, when the board com-
pletes its review and its findings are presented to the commanding general, certain
scientific advisors from industry will be invited to consult with General Besson
on the lessons learned and remedial actions to be taken.

BETTER ENGINEERING DRAWINGS

Senator DoucLas. Now one issue which came up last year in our
hearing was the necessity of developing better engineering drawings
prior to the awarding of the contract so that the charges would be less.
You made that recommendation. I thought it was excellent. Has
any progress been made in developing these better drawings?

RATE OF PROGRESS

Mr. Newman. We do know that the Secretary of Defense has called
the individual services together and put major emphasis on getting
the technical data. However, in our observations recently on the F4
program on which we are working for the House Appropriations Com-
mittee, we found that there is a lot to be desired in getting technical
data on that program.

TEN-YEAR PROGRAM

As you know, that program if it goes along as planned, will be here
for at least 10 years. So there is still a major problem with engineer-
ing drawings.

Senator Doucras. What is the F—4 program?

Mr. Newaan. The F—4 program is the fighter plane, the Phantom
11, which is being produced for the Navy and for the Air Force by
McDonnell Aircraft.
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Senator Dougras. This is the so-called TFX ¢

Mr. Newman. Not the TFX. The TFX, or F-111, is manufac-
tured by General Dynamics at Fort Worth. The F—4 is manufac-
tured at the St. Louis McDonnell plant.

Senator Doveras. Thank you.

ROLE OF GAO IN ASSISTING CONGRESS

Now there is one comment, not so much concerned with this investi-
eation as on general work of the General Accounting Office. T have
always been much impressed by the work of your agency. I have
always felt that we in Congress should utilize it more.

Some years ago when I perhaps foolishly took on the task of fight-
ing appropriation bills on the floor of the Senate, not being a member
of the Appropriations Committee, I would dig out your reports and
on the floor try to get your suggestions adopted. I must say that I
had zero success. 1 became convinced that this as a practical matter
was like tilting at Don Quixote’s windmills. I was very happy when
niy friend, Senator Proxmire, entered the Senate and relieved me
of this responsibility. He is younger than I am and exercises more
than I do and has tremendous vigor. It took me 10 years to get
discouraged.

Senator Proxmire has been in now for 7 years. This wears a man
out, Mr. Campbell, and other issues crowd in upon him. Flesh and
blood, at least ordinary flesh and blood after a time gives up. T hope
that your work could be introduced into the deliberations of Congress
at an earlier stage than the floor. It is almost impossible to cut an
appropriation bill significantly on the floor because the Appropriations
Committee stands together. All the chairmen rally to the defense
of their fellow chairmen. These are the sages of the establishment,
so to speak. They constitute what a famous writer said was a “citadel”
of the Senate. To storm those heights with merely the reports of the
Comptroller General is like trying to knock down a fortress with a
bow and arrow.

So I have felt that if we could have the General Accounting Office
furnish advice to the Appropriations Committee of the House and
Senate—I am not proposing a consolidation of the committees—prior
to the budget being approved it would help. I try to read these hear-
ings before the Appropriations Committees. They consist almost en-
tirely of statements by the agencies themselves and then if by any
chance the House cuts the appropriation, which it frequently does,
then on appeal to the Senate the pleas are always for restoration or
increase. No one appears—I think literally no one appears to defend
the original cut or to suggest economies. It is ex parte testimony.

Therefore, the Appropriations Committee does not have adequate
cases in “which the weaknesses of these projects are presented. This is
one of the weaknesses of democratic government anyway, or any type
of government, in consequence, the taxpayer is not adequately pre-
sented.

You know where the bodies are buried more than any other agency.
You are the auditing agency after the fact, after the appropriation
has been made.

47-662 0—65——14
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Now, once in a while we try to bootleg material to them before the
fact but you are very careful on this matter and rigidly protect your
duties.

Would you be willing to assume the responsibility for—what are
there, 16 appropriation bills—having 30 of your men or additional
staff of 30 men act as public defenders before the Appropriations Com-
mittee?

GAO SUPPLIES STAFF TO HOUSE APPROPRIATIONS COMMITTEE

Mr. Cameeerr. I think that that would be a job which we probably
would not be in a position to competently do. We now do supply, in the
last year since the new chairman of the House Appropriation Commit-
tee has been functioning, a rather large number of people to that com-
mittee.

Senator Doucras. You do?

Mr. CampeeLL. Yes. I have it in mind because each year when they
come home, as they are coming home now, I pose with them for pic-
tures, you see. This is a very select group of young men—not so young,
too. I will say this: In the last year or two, last year particularly, our
reports up there to the committees and subcommittees have seemed to
be of far greater interest than they were before.

Senator Doucras. Now, with the understanding you are only reply-
ing to a question which I put and not volunteering the information,
have you had the same success with the Senate?

Mr. NEwman. Mr. Chairman, in both the House and Senate Appro-
priations Committees we prepare a compilation of about 200 reports.
Half of those are draft reports which have been in the hands of the
Secretary of Defense.

These reports are used during the hearings. In addition, I would
like to say that along the lines you are speaking of, the chairman, Mr.
Mahon, chairman of the House Appropriations Committee, has re-
quested us to delve deep into major, big programs. For example, the
TFX or the F-111 as it is known today. Also the F4 program I just
mentioned.

Now this means retraining of our staff. We are, say, crawling in
this area. They want to know in what areas and how are the millions
going to be spent during the years to come. What is going to be “GFE
against CFE.” What is going to be advertised fixed price. What is
going to be sole source. We are now working on areas which will be
reviewed by the House Appropriations Committee next year and the
follovsiing years when these appropriation requests come up for ap-

roval.
P Mr. CampeeLL. Don’t you think that is progress, Mr. Chairman ?

Senator Doucras. It sounds fine. I not only hope it will spread
but it will continue and spread from the south side of the Capitol to
the north side.

Mr. CameeeLL. I think so.

Senator Doucras. Thank you very much.

This afternoon at 2 o’clock Mr. Lawson Knott will testify.

(Whereupon at 12:05 p.m., the committee was recessed to be re-
convened at 2 p.m. the same day in room 457, Senate Office building.)
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AFTER RECESS

Representative GrirriTHs (presiding). We are pleased to have as
our witness this afternoon Mr. Lawson B. Knott, Acting Adminis-
trator, General Services Administration. The Chairman’s letter of
April 7,1965, to you will be inserted at this point.

(Letter to Mr. Knott follows:)

Mr. LawsoNn KNorT,
Acting Administrator, General Services Administration,
Washington, D.C.

Dear Mr. KNorT: The Subcommittee on Federal Procurement and Regulation
will hold hearings on April 27, 28, and 29, 1965, as a continuation of the program
of the former Subcommittee on Defense Procurement.

You are scheduled to testify, accompanied by such staff as you desire, on
April 28, 2 p.m., room 457, Senate Office Building.

The subcommittee report of September 1964 contains a number of conclusions
and recommendations pertaining to the work of the General Services Adminis-
tration and to the development of an efficient and effective Federal supply and
services system. Testimony as to progress made on these points during the
past year will be of value to the subcommittee. Of special interest is the
“short-shelf-life project,” and the procurement and management of ADP
equipment.

Faithfully yours,

Aprn 7,.1965.

PAvuL H. DoUgLAS.

Mr. Knott, will you please introduce your associates and proceed
with your statement.

STATEMENT OF LAWSON B. KNOTT, JR., ACTING ADMINISTRATOR,
GENERAL SERVICES ADMINISTRATION; ACCOMPANIED BY H. A.
ABERSFELLER, COMMISSIONER, FEDERAL SUPPLY SERVICE;
MAURICE J. CONNELL, COMMISSIONER, DEFENSE MATERIALS
SERVICE; HOWARD GREENBERG, COMMISSIONER, UTILIZATION
AND DISPOSAL SERVICE; EDMUND D. DWYER, DIRECTOR, DATA
PROCESSING COORDINATION STAFF, AND CHARLES W. GASQUE,
JR., DEPUTY GENERAL COUNSEL

Mr. Kvxorr. It is a pleasure for me and members of my staff to
appear before your subcommittee today as you again consider the
economic impact of Federal procurement.

I have with me Messrs. H. A. Abersfeller, Commissioner of our
Federal Supply Service; Maurice J. Connell, Commissioner of our
Defense Materials Service; Howard Greenberg, Commissioner of our
Utilization and Disposal Service; Edmund D. Dwyer, Director of
our Data Processing, and our Deputy General Counsel, Mr. Charles
W. Gasque, Jr.

I would like to have each of them assist me in presenting informa-
tion and data pertaining to their respective areas of responsibility
which, we believe, will be of interest to you and your subcommittee.

We appreciate, Madam Chairman, the continued interest which you
and the members of your subcommittee have manifested in the role
and responsibilities given the General Services Administration by
the Congress in the field of Federal procurement, and are happy to
have this opportunity of reviewing with you the programs and
accomplishments of GSA in this important and essential governmental
activity.
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In doing so we shall be pleased to give an account of the actions
taken and the progress made by GSA with respect to those related
matters, emphasized in the report of your subcommittee to the Con-
gress of September 1964, such as the development of an efficient and
effective national supply and services system; the standardization of
supply items; the elimination of items from the supply system ; short-
self-life items; the utilization of Government-owned property to
reduce Federal procurement expenditures, and the procurement and
management of automatic data processing equipment in the Govern-
ment today.

It is our firm conviction, Madam Chairman, that the foundation
for building an efficient integrated national supply system is the
elimination of the unnecessary overlapping and duplication in the
various supply systems of the Federal Government. To this end a
tentative agreement was developed by the General Services Adminis-
tration and the Department of Defense establishing criteria for as-
signment of management responsibility for items.

JOINT DOD/ GSA AGREEMENT FOR NATIONAL SUPPLY SYSTEM

We are pleased to report that a test of the proposed agreement was
conducted by GSA and DOD and revisions in the proposed agree-
ment were made and the final agreement jointly executed with the
Department of Defense in November and December of 1964. (See

.83.)

P This agreement provides for a more simplified coding structure,
emphasizes and encourages transfers by group or class, and estab-
lishes a Defense Supply Agency and Federal Supply Service Man-
agement and Review Committee totally dedicated to implementing the
agreement and accelerating the program.

We are confident that if the intent of this agreement is carried out,
it will result in the orderly development of the National Supply Sys-
tem as contemplated by the Federal Property and Administrative
Services Act of 1949 and as envisioned by this subcommittee.

DISPOSAL OF SURPLUS PROPERTY

Representative GrirritHs. It is by agreément with the Defense
Supply Agency or is it by statute that you contemplate taking over
disposal of the surplus property ?

Mr. Knort. It 1s by agreement and based on the statute. That is,’
basically under the 1949 Federal Property Act it is the responsibility
of the General Services Administration to sell surplus property which
authority was delegated many years ago to the Department of Defense.

This by agreement is in effect a withdrawal of that delegation of
authority which we will discuss later.

GSA TO WITHDRAW DELEGATION OF AUTHORITY

Representative GrirFiTHS. You are now going to withdraw the
delegation of the authority to the Defense Supply Agency ?

Mr. Krvorr. Yes. (See pp. 83, 131.)

Assignments by total Federal supply group or class are presently
being developed and recommendations for class assignments to either
GSA or DSA will bé made to the Commissioner of our Federal Supply
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Service and the Director of the Defense Supply Agency by the DSA/
FSS Management Review Committee.

TIMETABLE TO BE PREPARED FOR TRANSFERS OF RESPONSIBILITIES

When these class assignments are approved, the Review Committee
will develop the timetable for transfer of management responsibilities
to the appropriate agency. The remaining groups and classes which
are not susceptible to total assignment will be subjected to item-by-
item coding against the agreement criteria and assignments made to
GSA or DSA based on the coding results.

DSA TO HAVE FEDERAL-WIDE RESPONSIBILITIES

The GSA/DOD agreement also provides for the Defense Supply
Agency to perform supply management services for selected commodi-
ties for Federal agencies. Considerable progress has been made to
date on the five commodities under consideration by DSA for support
to all Federal agencies.

FEASIBILITY STUDIES UNDERWAY

During the past year, DSA has been evaluating the feasibility and
desirability of assuming governmentwide support for petroleum, elec-
tronics, clothing, and textiles, nonperishable subsistence, and medical
supplies.

STATUS OF STUDIES

Representative Grirrrras. May I ask, where are you now on these
studies?

Mr. K~orr. Ibelieve we can report on three of them.

Their studies indicate that it might be feasible to assume responsi-
bility for petroleum, electronies, and clothing textile supplies. The
Department of Defense recently gave them approval in principle to
proceed with GSA in developing a plan for these three commodity
categories. A review of identified costs and savings are to be included
in this plan, which will then be submitted to the Secretary of Defense
for his approval.

This has occurred within the tast 80 days.

PLANS BEING DEVELOPED FOR PETROLEUM, ELECTRONICS, AND CLOTHING-
TEXTILES

GSA is now actively engaged in DSA and the civil agencies in
developing the plan for these three commodities. We will continue
to work closely with DSA and the civil agencies in developing addi-
tional detail which will enable DSA to make a final determination
with respect to medical supplies and subsistence.

SAVINGS BY GSA

In fiscal year 1964 our buying volume for distribution through
GSA supply system and agency direct purchasing from Federal sup-
ply schedules reduced the Government’s bill for commercial-type
supplies by $270 million, and are estimated at $320 million for 1965
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and $330 million for 1966. These savings to the Government are com-
puted by comparing the prices which Federal agencies would have
paid for supplies at the normal wholesale rate if they had not procured
them through the GSA supply system.

Representative Grirriras. How do you get a better price ?

Mr. K~orr. This is simply by bulk buying in the first place, and by
the economies that are effected 1n the distribution system, our stocking
and distribution system.

Representative Grirriras. Why would the distribution help any ?

Mr. Knorr. It is largely a question of transportation cost. It
depends on where you are stocking your supplies and where your
customers are. The effect of an inventory management system on the
redistribution or repositioning of supplies, meeting orders wherever
they are needed.

Representative Grirrrras. Do you have more outlets than the agen-
cies themselves would have? Are not the agencies actually buying the
things when they are needed ?

Mr. Knorr. Let us take a small agency that has not a substantial
requirement but some requirement for a particular item and not suf-
ficient to have storage space or to stand the cost of storage space.
This is one element in the cost of a supply system. Where all of these
can be handled, stocked, and stored in the central distribution point,
there are some economies to be effected from it.

Do you want to elaborate on that, Mr. Abersfeller?

Mr. AsersreLLER. No; I think you have pointed it out very well.
There is one point that might be of interest to you, that is the develop-
ment of specifications on the part of the Federal Government in its
procurement activities tends to increase competition and thereby drive
the price down. As an example, a common office desk which whole-
sales for $114 is bought by us for $64. An automobile which whole-
;ales in the neighborhood of a little over $1,800 is bought for us for

1,300.
TRADE-IN VALUES

Representative GrirrrTas. Is this lower price because you have a
trade-in value?

Mr. ApersFeLLER. There is no trade-in on the automobile we are
buying.

Representative Grirrrras. What do you do with them ?

Mr. ABersrELLER. We sell them to the public. It is not a trade-in
in the sense of trading.

Representative Grirriras. How many do you sell annually?

THIRTY THOUSAND AUTOS SOLD ANNUALLY

Mr. ABersFeLLER. Approximately 30,000 annually are sold by the
Federal Government,

Representative Grirrrras. I hope you are not some of those people
who are objecting to the decrease in excise taxes?

Mr. ApersFELLER. No. Our price includes that excise tax, I might
add.

DISPOSITION OF PROCEEDS FROM SALES

Representative Grirriras. Through this system do you then count
the sale of automobiles as showing some element of profit in the way
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you do business? What do you do with the proceeds from the sale of
the automobiles?

PROCEEDS USED FOR MOTOR POOL OPERATIONS

Mr. K~orr. The proceeds go back into our general supply fund and
are available for the repurchase of automobiles that are used in our
motor pool operations. The cars that we buy for use in our motor
pools are driven 60,000 miles or 6 years, whichever comes first. And
then we dispose of those. We dispose of them in principal areas
around the country where we have surplus sales centers. Actually
our experience varies widely depending on the area, the season, and the
particular demand.

AS MUCH AS 33%% OF COST RECOVERED IN SOME AREAS

We have some areas in which the demand is such that we recover as
much as 3314 percent on our original investment in the cars, even with
that age and that kind of mileage.

GSA VEHICLES NEVER BECOME SURPLUS

Representative Grirriras. They are never declared surplus, are
they? You never have a surplus automobile? You never declare an
automobile surplus ? .

Mr. GreENBERG. GSA, because of its operation of the motor pool,
does not declare its vehicles to be surplus. They are sold, the receipts
are deposited in the general supply fund to be invested in new vehicles
for continued oi)eratlon of the motor pool system.

Mr. Knort. I don’t believe, Madam Chairman, you are dealing with
the question of technicality of surplus, are you ? ]

Representative GrirriTas. He answered the question ; they are never
declared as surplus. That is if an agency writes in to me and asks
where are the surplus cars, there are no surplus cars because you people
are selling them.

Thank you. )

(Supplementary information appearing below was later supplied
by GSA:) (Seep.333.)

GENERAL SERVICES ADMINISTRATION,
Washington, D.C., May 7, 1965.
Hon. PAUL H. DOUGLAS,
Chairman, Subcommittee on Federal Procurement and Regulation,
Joint Economic Commilttee, U.8. Senate, Washington, D.C.

DEAR SENATOR DouGLAS: With the exception of vehicles, records on property
sold by the General Services Administration are maintained only on an overall
volume basis in terms of original acquisition cost and proceeds by owning agency.
To keep records in the detail necessary to provide the data requested in your
letter of May 3, 1965, would, in our opinion, be prohibitive from a cost standpoint.

During the 3-year period cited in your letter, GSA sold approximately 43,000
vehicles of all types, for which we received approximately $14 million. En-
closed is a listing showing, for each of the 3 years, the total number of vehicles
sold by GSA and the proceeds received. The listing contains a further break-
down of this total to reflect the vehicles owned by GSA, those sold by GSA for
the Post Office Department, and those which GSA sold for several other agencies.
During the same period, a number of agencies, including the Department of
Defense, sold their own vehicles, which are not reflected in these totals.

Our sales are conducted through our 10 regional offices and include all types
and categories of property which become surplus or otherwise available for sale.
Each year these offices conduct approximately 2,500 sales, resulting in a sub-
stantially larger number of individual contracts. At the conclusion of each
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sale a report is received, but only on the total volume sold in terms of original
acquisition cost and proceeds received. As a result, we do not have readily avail-
able the requested data on each type and class of vehicle and office equipment
sold. Similar information by condition code would not be available as the
latter is applicable only to the excess screening utilization program and not to
sales.

To develop the detailed information on vehicles and office machines by types
and classes would require a research of each sale case file and contract, which
would be quite costly and require from 3 to 4 weeks. Therefore, we shall ap-
preciate your further advice before proceeding with this task.

We trust, however, that the enclosed information on vehicles will be helpful

to you.
Sincerely yours,
Lawson B. Kvorr, Jr.,
Acting Administrator.
Vehicles sold by General Services Administration
TOTAL
Fiscal year Number Proceeds | Average price
1962, - 12,340 |  $3,581,783 $290
1963.._.. 13,192 4,801,206 371
1064 17,524 5,603, 728 320
Total. .- 43,056 | 14,076,807 |occoeeeooo--
FOR THE GENERAL SERVICES ADMINISTRATION
3082 e oo oo e e e memne 3,539 | $1,605,043 $454
1963, - 5,308 2,424,498 457
1964 5,890 2, 568, 556 436
Total. cmemmmmmmeeeeee 14,737 6,598,997 |-ceoooioae
FOR THE POST OFFICE
1062, o o eee e m e ma e mmneemmm e memeemee 5,512 $623, 255 $113
1963, 2, 661 337,936 127
1964. oo .. 6,510 877,297 135
b 1 14,683 1,838,488 |- ...
FOR OTHER AGENCIES

1962...- R 3,280 | $1,352, 585 $411
1083 e ceoeee 5,223 2,128, 862 408
1964, - 5,124 2,157,875 421
Total. 13,636 5,639,822 |.ccuoeeneoC

NoTe.—See appendix, p. 233, for further information on this subject.

NATIONAL INVENTORY CONTROL CENTERS

Mr. Knorr. We are pleased to advise that GSA now has a National
Inventory Control Center which gives us significant capability to
manage stocks on a total system basis. During fiscal year 1966 we
will fully automate this national center and such automation will im-
prove the management techniques available for providing decisions
more frequently and in a faster time frame. Long supply control and
management, through the use of automatic referrals to avoid reposi-
tioning of stocks and timely national demands analysis as well as auto-
matic referrals of out-of-stock items for filling from national resources
will be possible.
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Representative Grirrrras. How much of this system duplicates
Battle Creek? (See pp. 40, 55.)

Mr. Kvort. Now we are still talking about the supply system rather
than the disposal system ? o .

Representative Grrrrrras. Yes. But how much of it is a duplica-
tion of Battle Creek ?

" Mr.Kxorr. None. Thereis no duplication at all.

Representative GrirriTns. What do you inventory ?

Mr. Knorr. These are procurement items; items of supply procured,
stocked, stored, and distributed for Government use.

Representative Grirrrrs. What are they doing in Battle Creek?

Mr. Knorr. They have an inventory of DOD property which is
available for redistribution, a marketing unit which provides market-
ing data for sale of surplus property, a cataloging operation, as well
as a Bidders’ Control Center.

Representative Grirrirus. They told me they had a catalog out there
for everything. What I want to know is, are you going to do an in-
ventory of the same items they have?

Mr. Knorr. No, they are not the same items. They are working on
a cataloging system out there. That isa separate function. I thought
you were talking about the automation.

Representative Grirrrris. They have an inventory, too. Is your
inventory going to duplicate their inventory ?

Mr. Kx~orr. No.

Representative Grirrrrns. What are you going to inventory ?

Mr. Kxorr. None in the supply field. If we are talking now about
disposal and, if we can, it would help me to keen them separate.

Representative Grirrrras. But they have all three systems.

Mr. Knorr. Yes. '

Rc;presentative Grrrrrras. Which part of it are you going to dupli-
cate?

Mr. K~orr. None.

Mr. AsersrerLLErR. The Battle Creek activity, Madam Chairman,
covers, as Mr. Knott has said, the excess property. It covers cata-
loging functions and marketing functions in case of sales.

epresentative GrirrrtHs. They inventory things. They have a
complete inventory.

r. ABersreLLER. They do the cataloging work and items iden-
tification. They do that for us. They maintain the master files.
The Defense Supply System, each of their control points, maintains
their inventory records in the same fashion as we are talking about
maintaining here on a nationwide basis. I was aware of the master
catalog system but not of a master inventory system. We will have
to look into that.

Representative GrirriTis. You may proceed.

Mr. Knorr. Duplication of reporting by individual regions will also
be eliminated and the new system will provide mechanical processing
of buy-back offers to promote better utilization of Government assets.

As you know, Madam Chairman, the Subcommittee on Defense Pro-
curement in its September 1964 report to the Congress recommended
that the General Services Administration and the Defense Supply
Agency study the problem of short-shelf-life items for the purpose of
reducing losses. (See p. 80.)
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_ The real critical area for control of losses due to short-shelf-life
Items remaining in stock beyond the period of their usefulness lies
in the policies governing the acquisition of such stock and their dis-
tribution from storage points.

A positive control system utilizing such scientific inventory manage-
ment techniques as economic ordering quantities which will assure
that short-shelf items are maintained at the most economical level is
one of the best ways to limit losses on such items. In addition, an
1ssue control system which guarantees that stocks are issued on a first-
in-first-out basis will prevent excessive material aging while in stor-
age. Both of these systems, Madam Chairman, are in effect in GSA.

In accordance with the recommendation of the subcommittee’s re-
port of SeFtember 1964, GSA and DSA established a joint project-and
have jointly developed a system involving standard coding structures,
management techniques, and procedures which will provide for
stricter controls on shelf-life or deteriorative items. We are also
setting up a joint project with DOD to improve the utilization of long
stocks for all multimanaged items.

A study group consisting of representatives of GSA, DSA, and the
military services was convened in October of 1964, and the study was
completed on February 10, 1965. The report of the study group
makes recommendations for improving the handling of shelf-life
items from the procurement and requirement stage through issue to
use or final disposition. This study group report is presently under
review within the Department of Defense and GSA.

Representative GrirriTHs. May we have a copy of the study for our
reference ?

Mr. Knorr. Yes.

Representative GrirrrTas. Thank you very much.

(See appendix, p. 379, for information referred to.)

Mr. Knorr. We have a copy of the March 1965 report by the Comp-
troller General on “Supply Management of Paint and Other Short-
Shelf-Life Items” and are carefully reviewing its contents.! You may
be assured that serious consideration will be given to the recom-
mendations in that report before a final decision is reached on the
recommendations of the GSA-DOD study group so that all possible
efficiencies and economies can be realized. Upon completion of this
review GSA will issue a Federal property management regulation
providing civil agencies with procedures and guidelines of handling
deteriorative items reported by other agencies.

In the meantime, we have again reviewed the limited shelf-life items
in GSA’s stores stock system. Tentative shelf-life periods of from
4 months to 3 years have been assigned to 3,960 items presently listed
in the catalog.

We have established for each of these items a definite period of time
at the end of which those items which have been in storage for that

eriod of time will be inspected by our quality control personnel.
hese personnel will extend the period that these items can be retained
in stock based upon their condition at the time of the inspection.

Initial steps have been taken by GSA to identify items of deteriora-
tive nature which are used by civil agencies. We plan to establish

1Full text in “Background Material on Economic Impact of Federal Procurement—
1965,” p. 224.
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shelf-life time periods for such items wherever possible, and to co-
ordinate the assigned shelf-life time periods witﬁ suppliers and all
Federal agencies. Preliminary review of civil agency use items indi-
cates that approximately 50,000 stock numbers wiil have to be screened
and a determination made as to which of these stock numbers fall
within the shelf-life criteria.

We have also initiated a test to realistically establish the life of
paint in storage. GSA’s Fort Worth stores depot, which is subject
to a substantial range of temperatures, has been selected to make the
test where samples of paint items will be subjected to continuing tests
to fully evaluate their stability. During these tests, determination will
be made as to whether periodic turning of paint containers contributes
to lengthening of the shelf-life time period.

As a continuing project, the chemical composition of paint will be
carefully examined in order to determine whether substitution could
be made in the formula to prolong the shelf-life of the paint without
loss of product value.

The solution to the problem lies principally in the control of inven-
tory levels through (1) proper procurement actions, (2) sequencing
of issues in accordance with the aging of the stock in storage, (3)
quality surveillance of items in storage as they approach the shelf-life
period, and (4) full utilization of long stocks of all multimanaged
items will assure that GSA’s customers receive only usable items and
that disposal of items which still have useful life will not be made.

Representative GrirriTas. When did you start working on the paint
problem ?

Mr. Kxorr. In January.

STANDARDIZATION

GSA’s Federal Supply Service standardization operations include
a complete system for cataloging civil agency items, issuance of Fed-
eral specifications, and issuance of Federal standards. As of Decem-
ber 81, 1964, 739,000 items used by civil agencies had been cataloged
in the Federal catalog system and by the end of June 1965 almost all
current civil agencies’ items will have been identified and stock num-
bered. The joint GSA-DOD review of items for the purpose of
standardizing on a minimum number of different varieties is proceed-
ing very well.

Representative GrirriTas. Are we now talking about the Federal
catalog out in Battle Creek or are you talking about some other——

Mr. Knorr. No, these are the standardization operations. This is
the Federal supply cataloging, that is the proper requirement guide.
Part of that I am told is done at Battle Creek.

Representative GrirrrTas. Part of it?

Mr. ABERSFELLER. Yes.

Representative Grirrrrus. Actually were you originally supposed
to have the catalog and finally the Defense Department set up a cata-
log of its own?

Mr. Knorr. Idon’tthink that is true.

Representative Grirriras. Has the Defense Department completed
more of their catalog than you have? They are cataloging for several
agencies too?
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Mr. ABERsFELLER. At our request. We channel all the items to be
cataloged for civil agencies.

Representative GrirrrTas. When you refer to the Federal catalog
there is only one Federal catalog; is that right ?

Mr. AsersrELLER. That is correct.

Representative GrirriTHs. Proceed.

PAINT AND HANDTOOLS

Mr. Knorr. GSA’s support to the military services under the paint
and handtool assignment has been in effect for more than a year and
we have some significant developments to report. By June 30 of
this fiscal year, GSA will have reduced the total Government inven-
tories of paint and handtools by more than $20 million, and by June of
fiscal year 1966 we expect to have reduced these inventories by $40
million. (See appendix, p. 879.)

The development of competitive specifications for handtool items
since the transfer of responsibility for this commodity is a matter
especially worthy of note. Thus far, GSA has developed specifications
for 250 additional handtools not previously covered and as a result,
substantial savings are being realized. We will present in a moment
an illustration showing several tool items previously bought under a
brand name which are now being purchased under a competitive speci-
fication at substantially reduce(f unit prices.

FORTY-MILLION INVENTORY REDUCTION

Representative Grrrrrras. Where do you expect to reduce the in-
ventory by $40 million ?

Mr. KNnorT. When?

Representative Grirrrras. Where? What inventory?

Mr. K~otr. This is in our paint stocks; paint and handtools.

Representative GrirriTas. Where ¢

Mr. Knorr. They are stored of course in different places.

LOSSES IN PAINT INVENTORIES

In the paint program we have had a problem of deteriorated mer-
chandise and unnecessary costs resulting from the purchase and use of
paint products in uneconomical sized containers (pints and quarts)
as pointed out by the Comptroller General in his report of March
1965. GSA has discontinued the stockage of small sized containers
for 30 items and an additional 133 items are currently being reviewed
in order to determine whether they may also be eliminated.

VOLUME OF GSA SUPPLY ACTIVITIES

The Federal Supply Service of GSA, Madam Chairman, has ex-
perienced the largest volume in its history with total procurement
reaching a level of $1,551 million and stores shipped sales reaching
a level of $287.8 million, which represents increases of 23 percent
and 11 percent respectively.

This year we expect to again reach new record highs with increases
totaling 14 percent above last year in total procurement and 27
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percent in stores stock sales. These increases can be largely at-
tributed to further centralization of supply support responsibility
of the Federal Government.

These are some of the highlights in which the committee has ex-
pressed interest in our supply operations. I think nothing would be
more helpful, particularly in the matter of what we have been able
to do in specifics, than if Commissioner Abersfeller would show you
wit(lil some charts he has here some of the work they have been able
to do.

Representative Grirrrrus. Will you please keep that until the last?
If possible. We are going to have a quorum call soon. I am in-
terested in this disposal. Please proceed.

USE OF STOCKPILE MATERIALS

Mr. K~xorr. Turning, Madam Chairman, to the matters of utiliza-
tion and disposal of excess stockpile materials, we are pleased to re-
port that during the past year GSA made considerable progress in
these activities.

Further, we expect during fiscal year 1965, disposal of materials
no longer required for stockpiling for emergency needs will retnrn
at least $400 million to the Government in sales value, or almost 240
percent above the fiscal year 1964 total of $167.1 million which itself
was a new record.

DISPOSAL OF EXCESS STOCKPILE MATERIAL

This substantial increase in the disposal of excess stockpile materials
has resulted in part from emergency releases of significant tonnages
of copper, lead, zinc, molybdenum, and certain other materials. These
disposals during the past year have greatly assisted domestic con-
suming industry in meeting its urgent requirements for these vitally
necessary industrial metals.

In line with the recommendations made in your subcommittee’s
report of September 1964, particular stress has been given by GSA
to utilization within the Government of excess stockpile materials.
As a result, our program for Government use of such materials has
more than doubled during the past year. We estimated that Govern-
ment use of excess stockpile materials in fiscal year 1965 will total
some $75 million, compared with $36.8 million used during fiscal year
1964. The principal excess stockpile materials used by other Gov-
ernment agencies include copper, rubber, nickel, tin, and feathers and
down.

IMPACT OF DISPOSALS ON BALANCE OF PAYMENTS

It should be pointed out, Madam Chairman, that GSA’s disposal
of excess stockpile materials also has a favorable impact upon the
balance-of-payments picture. Most of the materials being disposed
of are produced abroad, and the bulk of our domestic requirements
for these materials is supplied by imports. This year, some 86 per-
cent of total disposals in dollar volume or approximately $345 mil-
lion worth, covers materials which otherwise would be imported into
the United States, with a consequent reduction in gold outflow in this
amount.
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Some 35 excess stockpile materials have been reviewed for long- .
range disposal planning by the Interdepartmental Disposal Commit-
tee, and its working subcommittee chaired by the General Services Ad-
ministration. Recommendations have been made to the Director of the
Office of Emergency Planning for the disposal of these materials with
excesses having current market value of approximately $3.3 billion.
Disposals are planned over varying periods of time, consistent with
policies designed to avoid undue impact on the market of producers,
processors, and consumers and for maximizing the return to the Gov-
ernment from disposals of such excess stockpile materials.

MACHINE TOOLS LOANED TO SCHOOLS

During the past year, increased use has been made in the school
loan program of machine tools in the National Industrial Equipment
Reserve managed by GSA. Of some 9,600 tools in the reserve as of
December 31, 1964, over 3,000 were on loan to 109 schools in 27 States.
Loans of these tools to schools serve a dual purpose, since the tools not
only continue to be available for use by the Government in an emer-
gency, but also help to train the skilled manpower needed to operate
such tools. We have some charts at this point.

TRANSFER OF DISPOSAL FUNCTION FROM DSA TO GSA

Representative Grirritas. Yes. Are you not contemplating takin
over disposal of property that is now being done by Defense Services?

Mr. K~vorr. Yes. That is the next area we are coming to.

We come now, Madam Chairman, to the activities of the General
Services Administration in the field of personal property utilization
and disposal. (See pp. 83, 131.)

UTILIZATION OF EXCESS PROPERTY

Each executive agency, under existing law, is required to redistrib-
ute its property between its organizational units so as to insure maxi-
mum internal utilization of such property, and GSA, in turn, is
responsible for transferring excess property between Federal agencies
in the interest of maximum Government-wide utilization.

In this connection, we are pleased to report that GSA’s Government-
wide property utilization program has continued the rapid growth
rate of which the Administrator of General Services spoke during his
appearance before your subcommittee last year, and should reach at
least $635 million, the original cost to the Government, of property
transferred for further Federal use in fiscal year 1965.

SAVINGS ON FILE CABINETS

In a letter to GSA dated January 9, 1965—and this is merely illus-
trative of one area of utilization—the President stated that Federal
agencles are spending about $60 million annually for new office furni-
ture, file cabinets, and typewriters. He expressed the belief that new
purchases of these items can be substantially reduced through greater
utilization of the GSA program for repair and rehabilitation of exist-
ing furniture and equipment and through disposal of old records by
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retiring them to record centers. He asked that GSA, in cooperation
with other agencies, take steps to put these policies into effect.

The President further asked that we declare a moratorium on the
purchase of new file cases for use in the 50 States and the District of
" Columbia and directed that for the duration of the moratorium agen-
cies meet their current need for file cases by accelerated disposal of old
records, either by destruction or by transfer to Federal records centers.
The President authorized GSA to fill requirements for file cases which
cannot be met by records disposal under an austere standard of issue
from inventories of excess file cases and current warehouse stocks.

Figures for the third quarter of fiscal year 1965 as compared to the
third quarter of fiscal year 1964 reveal a total reduction in procure-
ment (}or file cabinets and office furniture and typewriters of $1.4
million, $800,000 of which comprise a reduction in the procurement of
file cabinets and $600,000 for office furniture and typewriters.

In addition, GSA has on hand approximately 5,000 excess file cabi-
nets in serviceable or economecally repairable condition available to
meet requirements of agencies on requests that have been validated as
to need in accordance with existing procedures.

Representative Grrrrrrrs. What I cannot understand is what
would have happened to those 5,000 cabinets if the President had not
sent out the order.

Mr. Kxort. Actually, many of those were flowing through the excess
stage into surplus and being disposed of to schools and other eligibles
under the donation program and if not donated were being sold.

Representative GrirriTas. How many other items are there that the
agencies should use where they are not using them? It is one thing
to say that all this property can be transferred. If the result of this
is that it is not being transferred, that everybody is just getting a new
one, then it seems to me we are wasting our time.

Mr. Kxorr. Not under this program because we have put a clamp
on the purchase of new ones.

Representative GrrrriTus. The President issued an order on it.

Mr. Knorr. This is true. It is illustrative of what can be done and
the areas into which wz are moving in order to do that.

Representative GrirrirHs. Why do you not stop them from buying
new equipment? Do you need special authority?

Mr. Kxorr. Well, it is pretty difficult when agencies come within
their own budget structure and with their money and are able to cer-
tify that they have been able to get money for the purchase of furni-
ture. But even so, the Bureau of the Budget is moving into this area
and is clamping down. I think there is a great deal that can be done
and is being done.

Representative Grrrrrras. Why not have the Bureau of the Budget
do it or why don’t you notify the Appropriations Committee of the
House that there is this much excess office equipment available? ILet
them look it over?

Mr. Kx~orr. I think that is a good suggestion and certainly to the
extent that we are not able to handle it by administrative devices I
think we should come to Congress with a recommendation.

Representative Grirrrras. I think you should, too. If we can get
this much done and that much money saved by the President putting
out an order I think we ought to do better.

Mr. K~orr. I agree with that.
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USE ‘OF EXCESS PROPERTY BY DEFENSE CONTRACTORS

In his testimony before your subcommittee in 1964, the Comptroller
General commented that more emphasis should be placed upon use of
Government-owned excess property by Government cost-type contrac-
tors to reduce Government procurement expenditures. GSA has long
pursued this concept and the extent of such use of excess property is
growing steadily. Government contractors are also a source of much
good excess property. Of the total utilization of $635 million forecast
for 1965, about 5120 million will consist of excess contractor inventory
transferred.

CONTRACTOR INVENTORY—PROCEDURES FOR CONTRACTING

Representative Grirriras. Who keeps check on the contractor in-
ventory property that is owned by the Government; that is, Govern-
ment property ¢

Mr. Kxorr. The contracting officer.

Representative Grirriras. Asa matter of fact, do you know whether
or not he has an inventory ¢

Mr. K~orr. I don’t know except as I am somewhat familiar with
the Department of Defense procedures and they have accountable offi-
cers for all of these projects.

Representative g{RIFFITHS. Do you know a project where they
haven’t?

Mr. Roos. I do not know of any situation where they do not.

Representative Grirrrras. Where they do not have them?

Mr. Roos. No.

Representative GrirrrtHs. I have been told by a man who works on
this that he knows positively that Government-owned property in
contractors’ plants becomes a contractor’s property and there is never
any account made of it.

Mr. Roos. Idon’t know about that.

Representative Grirrirsis. When you get ready to transfer this how
do you get it into your hands to transfer?

Mr. GreeNBERG. What happens, Madam Chairman, is that each par-
ticular Government agency is charged with the responsibility of re-
viewing the amount of personal property it has, and the responsibility
of reporting as excess that property which is no longer required for its
needs or use. Contractor inventory is reported excess as a result of
termination of contracts, reduction in production, and for various other
reasons.

Only when it is reported to GSA are we aware of what is available
for disposal through our procedures. But we do not have basic respon-
sibility for making an inventory Government-wide of all personal
property that is acquired and used either by agencies or contractors of
the various agencies.

Representative GrirriTas. It is probably a pretty loosely controlled
program.

Mr. Greensere. This is something I would not be prepared to dis-
cuss. Iknow from past experience—I was an auditor some time in my
experience—that every expenditure that is made by a contractor is re-
corded, and under usual procedures subject to internal or contract audit,
and the accountability provisions of a contract followed up fairly
closely.
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1 imagine, as with anything else, it varies with the extent of the
audits that are made. I certainly would not bein a position to comment
on the fact that it is loosely controlled.

Representative Grirrrras. Well, property officers, contracting offi-
cers change pretty regularly. First, you do not have the list of prop-
erty. Second, you go out to the contractor’s plant and all they have
to do is say the property is not right here and available at this moment.
You might be able to find a Cincinnati grinding machinn ar camathing

Jike that but what about the jigs, dies, and fixtures? When that prop-
erty begins to be smaller and smaller I think that would be very auiti-
cult.

EXTENT OF CONTRACTOR INVENTORY

Mr. GreenBerG. This is a problem but to the extent that each agency
has the responsibility for appropriate control.
Representative Grirrrras. How much property is there?
Mr. GreenBErG. I haven’t the slightest notion.
Representative GrirriTHs. I guess it bears investigation. Please
proceed.
DSA/GSA AGREEMENT ON EXCESS PROPERTY

Mr. Knorr. The program initiated in 196+ by joint DSA/GSA
agreement, for the reporting of certain DOD excess property to GSA
by ADPE tapes has progressed to the point where nrartically all
inventory-managed items of DOD excess are reported in this manner.
This arrangement has saved numerous reporting activities of DOD
much time and effort in preparing reports of excess.

NEW REGULATIONS ON REPORTABLE PROPERTY

GSA expects to issue very shortly a regulation change which will
result in additional types of property being made available as report-
able property for a more effective interagency screening. These types,
which include highly specialized communication equipment, radar,
sonar, laboratory, and test equipment, were selected as the result of a
periodic review which is made to keep up to date the list of categories
of excess property which have sufficiently high-utilization potential
to warrant formal reporting to and systematic screening by GSA.
The impending changes were developed in conrdination with the
Office of Assistant Secretary of Defense (I. & L..) and DSA.

PROPERTY REHABILITATION PROGRAM

GSA’s property rehabilitation activities have expanded consider-
ably in recent months. The acquisition cost of property rehabilitated
through GSA arrangement should reach a new high of $63 million in
fiscal year 1965. A substantial portion of the increase is the result of
greater use of (GSA’s rehabilitation contract base by the military
departments.

DOD COOPERATING IN PROGRAM

In this connection, in November 1964 the Office of Assistant Secre-
tary of Defense (I. & I..) further stimulated the DOD participation
by issuance of an instruction to the military departments stressing
the importance of using GSA’s numerous sources for the repairing
and rehabilitation of a growing list of types of personal property.

47-662 0—65——15
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USE OF SMALL BUSINESS FIRMS

Practically all of the approximately 5,000 contractors used by GSA
in these activities are small business firms. In connection with these
activities, a new contract was established in fiscal year 1965 for the
recovery of platinum and silver from certain types of wornout aircraft
and tank spark plugs. It is expected that in the first year of this
contract approximately $1 million worth of platinum and silver will
be recovered by the Government from these surplus spark plugs.

Representative Grirrrras. How much will it cost to recover?

Mr. Knorr. About 25 percent, I am told, of that figure is the cost.

TRANSFER OF DISPOSAL FUNCTION TO GSA

You will recall, Madam Chairman, that the Administrator of Gen-
eral Services in his testimony before your subcommittee last year
stated, among other things, that the Bureau of the Budget was at that
time evaluating a joint DOD/GSA proposal that the function of sell-
ing DOD personai property, heretofore performed by DOD under a
delegation of authority from GSA, be consolidated in GSA so that
a single Government selling organization would, in fact, come into
being. July 1, 1965, is the target date for actual transfer of the sales
responsibility to GSA. (See pp.82,95,131.)

REAL PROPERTY DISPOSAL

In the area of real property disposal, during the period of January
1, 1961-December 31, 1964, GSA sold 79 industrial facilities to user-
buyers thus providing needed payrolls to the communities in which
these facilities are located. It isestimated that these facilities provide
employment for 51,900 people with an annual payroll of $357 million.

Representative Grirrrras. Now how do you propose to take over the
sales responsibility of the Defense Department?

REDUCTION IN SALES CENTERS

Mr. Kxorr. The Department has been conducting this activity for
many years and over a period of the last 3 years or so—since the De-
fense Supply Agency was created—has been gradually trimming down
the number of sales centers, so that more and more their facilities are
more closely identified with our regional offices. We don’t anticipate
any great difficulty in utilizing the experienced personnel they have
that are devoted strictly to this phase of the activity in carrying on the
function when they are transferred to GSA.

USE OF ADPE

Representative Grirrrras. How much of that automatic equipment
are you going to use or are you going to go through manual equipment,
or are you going to buy additional equipment $

Mr. Knorr. We don’t plan any immediaate change but I would like
Commissioner Greenberg, who has been working on these plans, to
expand on them,
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Mr. Greeneere. Madam Chairman, at the present time the only
portion of the ADP equipment that we would propose to use that
would affect this particular problem is that pertaining to the sales
operation including the maintenance of the bidders’ list. It is a na-
tional bidders’ control center.

The latest figures indicate that some 41,000 names are on that bidder
list. At the present time in the 10 GSA regional offices we maintain
lists totaling some 57,000 names.

MAINTENANCE OF BIDDERS’ LIST

Representative Grirrrras. How are they maintained ¢

Mr. GreeNBERG. In most cases they are maintained through the use
of addressograph-type equipment. ‘We made a study before this pro-
posal actually developed, using a new type of equipment, Scriptomatic,
I think it is called, but our present plans are to consolidate all of the
bidders’ lists into a single bidders’ list. We certainly would not retro-
gress to the point of taking what is presently mechanized and produc-
ing an effective job and attempt to (i:) the job on a manual basis. We
believe there will be considerable duplication when these lists are com-
bined. It is our proposal that if and when this action does take place
that we will consolidate the bidders’ list.

Representative Grirrrras. Consolidate it on their equipment?

Mr. Greensere. That is correct. At the present time the total
2-week cycle of the operation, maintenance, and production of this
list, takes about 25 machine-hours. I understand, however, that new
equipment is presently going to be installed which will substantially
reduce the amount of time needed for the production of these lists.
To be very frank with you, we don’t know specifically how the lists
are maintained or the detail or the kind of information the machine
will produce, but we assume that it is sufficient for the purpose and we
would certainly entertain no ideas of instituting our own capability as
long as it is presently producing what is required.

SAVINGS FROM TRANSFER OF FUNCTION

Representative GrirrrTas. What real saving is there to the Govern-
ment in your taking over the disposal in view of the fact that the larg-
est part of the supply is generated by the Defense services and they
have experience 1n their personnel. Where is the saving to the
Government ¢

Mr. GreexBere. This was the subject of a study by DOD and GSA.
There are many points where it was concluded there would be savings.
First, we think from the standpoint of the buying public a single
selling agency of the Federal Government with a single set of proce-
dures would be advantageous; not only to the buying public but to
the Government in establishing a uniform system.

Further, we believe that GSA’s mission is property management.
This is in no way intended to criticize the Department of Defense. But
this is our mission ; we think we are experienced in conducting sales.

Representative Grirrrras. As a matter of fact, are you not getting
less back on the dollar than they are ?
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RETURNS BY DOD AND GSA

Mr. GreenBERG. Mrs. Griffiths, according to the figures that the De-
partment of Defense has submitted to the committee I think their
return on usable property is someplace in the neighborhood of 6 per-
cent. Our experience from 1960 through 1964 and as late as March 31,
shows a minimum of 14 percent. In 1963, it was 18.9 percent. So for
the past 5 years, from 1960 through 1964, our return based upon the
acquisition cost has varied from 14 to 18.9 percent. (See p. 136.)

Representative Grirrrras. What did it cost to do that?

Mr. GreenBERG. Our cost per hundred dollars of sales proceeds last
year was $11.58, which includes all costs to GSA.

Representative Grirrrris. Do you know what their cost was?

Mr. GreenBErG. I looked in the table that had been submitted by
DOD but there are other costs involved in there. I would not hazard
a comparison.

Representative GrirriTas. Is it about $6 as compared to your $11?

Mr. GreenBERG. I haven’t any idea. I will say this, that our ex-
perience has shown that we are doing what we believe 1s an effective
Job. We are returning to the Government on the basis of the proceeds
about 10 times what we are spending. Our cost per hundred dollars of
sales of a little over $11 we think is very favorable on a comparable
basis to industry experience. I don’t know what is included in DOD
costs. I do notice the Department of Defense in their table on page
28, if my memory serves me correctly, indicates that they had certain
expenses which appeared to be higher on a percentage basis, than ours,
but I would not be in a position nor am I qualified to comment on the
DOD costs.

Representative Grirrrras. How much property of like nature have
you been accustomed to disposing of ?

Mr. GreenBerG. On the basis of acquisition cost last year it was
about $65 or $66 million. This year we think we will approach $70
million.

Representative Grirriras. When you take over their selling job are
you going to be selling the same type of item that you have customarily
sold, or are you going to reach now into a new field ?

Mr. Greenserc. In many cases the items are similar. Obviously,
because of the large number of items that the Department of Defense
stocks and handles, undoubtedly there will be additional items that
will be disposed of. But again we will have the assistance of these
experienced people who are involved in this program. We think that
we can consolidate sales that are presently being held separately for
civil agencies with those which could be held by the Defense surplus
sales offices. We believe that various improvements can be made.

Again, I am not in any way attempting to be critical of the Depart-
ment of Defense. We think they are doing a fine job in what they are
domng. But as a result of the study, after many long weeks and
months of consideration, it was the considered judgment of both the De-
partment of Defense and the General Services Administration, which
has been concurred in by the Bureau of the Budget, that this would
be a desirable and economical improvement.
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POSITION OF BOB

Representative GrrrriTas. Did you say the Bureau of the Budget?
I thought the Bureau of the Budget opposed this.

Mr. Greexeere. No, Madam Chairman. They have interposed no
objection to this move.

Representative Grirrrras. But they have not approved it? They
didn’g say that they thought this was the best way to do it, is that
right?

r. GREENBERG. In our submission to the Bureau of the Budget they
considered it at quite some length and finally decided they would inter-
pose no objection assuming we arrived at certain arrangements and
agreements with the Department of Defense with respect to personnel,
financing, and timing, which we are presently developing and propose
to submit to the Bureau of the Budget shortly.

Representative Grirritas. It is very difficult for me to figure out
how after they maintain the catalog, buy the property, and take care of
the inventory, how there comes a moment when it is easier for somebody
else to sell it.

Mr. GreenBerG. May I speak to that for a moment?

Representative Grirrrras. Certainly.

Mr. Greexeere. This is being done with other agencies in the Fed-
eral Government, except the Department of Defense. This is not
unusual, of course, even in a private organization. The same people
who buy the property, store it, stock it, distribute it, don’t ordinarily
sellit. We believe selling requires a certain expertise which we believe,
and T hope this will be justified, we have. We are in no way attempting
to affect adversely the people involved in this. We believe they are
competent, they are capable and experienced. We think a single sell-
Ing organization with a single source of disposal policy will prove
more profitable in the long run not only in terms of costs of operation
but as well, possibly, in increased proceeds.!

Representative GrirFiras. I should think, also, there would be some
problems in inventory transfer; it would cost some money to do.

Mr. GReenBErG. There will be no transfer of inventory.

Representative Grrrrrrus. I will be interested in seeing your report
and seeing how you propose to do it.

Mr. GREENBERG. Yes, Madam Chairman.

Representative Grirrrras. You may proceed.

PROCUREMENT AND MANAGEMENT OF ADPE

Mr. Kxorr. We wish to discuss next, Madam Chairman, Federal
procurement of automatic data processing equipment, a subject in
which this subcommittee has been interested.

_Substantial Federal expenditures are being made today in the acqui-
sition and utilization of ADP equipment. When one recalls that the
punchcard was first produced to solve the pressing needs of the Census
Bureau, it is not surprising that the Government has turned to the
electronic computer as the answer to many of today’s problems. Tax
accounting, checkwriting, supply and logistical problems, research in
the physical sciences, all have felt the first effects of this new
technology.

1 NoTE—Both GSA and Bureau of the Budget have advised the subcommittee that the
sales function will not now be transferred. '‘See p. 330.
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We see no indication that the Government’s use of ADP equipment
has reached a plateau. Quite the contrary is true. The number of
computers, their costs, and the number of Federal employees engaged
directly and indirectly in their use are expected to climb. The Bureau
of the Budget has estimated the total number of computers in the
Federal Government will reach 2,150 by the end of fiscal year 1966.
As might be expected, any effort of this magnitude has serious prob-
lems. These generally arise because the technical developments are
occurring faster than the administrative reaction time. Equipment
is becoming faster and more complex, training and educational re-
quirements are increasing as are overall costs.

GSA, apart from operating computers for its internal operations,
has been concerned with activities that fall in our area of Government-
wide responsibilities—procurement, utilization and management of
property, equipment maintenance, common services, source data auto-
mation, and ultimate disposal of outmoded and uneconomical com-
puters.

Although we have made some progress, much remains to be done.
We have developed improved contractual terms and conditions which
have achieved substantial benefits for the Government.

Recently, for example, we were successful in increasing IBM’s fiscal
year 1965 offer of purchase discounts based on the age of used equip-
ment. This can result in savings in excess of $10 million during fiscal
year 1965.

One such installation affected, the Jet Propulsion Laboratory oper-
ated by California Institute of Technology at Pasadena, Calif., was
advised to delay its equipment purchase pending completion of our
negotiation. By awaiting the new terms, the Laboratory has advised
us that it saved over $1 million.

A particularly significant development in meeting some of the ad-
ministrative management problems was the issuance in April 1964
of GSA Personal Property Management Regulation No. 36, which
established a new program to insure the full utilization of excess Gov-
ernment-owned and leased ADP equipment.

Agencies planning to release such equipment now report to GSA
and we in turn offer it to other Government agencies including cost-
reimbursement-type contractors prior to final disposal, or in the case
of leased equipment, before returning it to the manufacturers. Equip-
ment and related gear of over $1 million in value was transferred for
further Government use through December 81, 1964.

Our most recent undertaking is the organization and establishment,
in large urban centers, of ADP sharing exchanges. There the agency
operating official can secure up-to-date information on the available
time and resources on nearby suitable equipment installations. Fed-
eral officials without computer facilities may arrange to have their
work done on a reimbursable basis. To date sharing exchanges have
been established in 12 large cities, while 1 additional 1s in the planning
stage.

SHARING OF EQUIPMENT

Several agencies are now assisting GSA by operating sharing ex-
changes, for example, Veterans’ Administration in Philadelphia, the
Navy Department in Los Angeles, and the National Bureau of Stand-
ards in Washington. We believe the sharing exchange concept will
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prove to be one of the more significant GSA contributions to overall
Government cost reduction efforts.

The success of the exchange program has been most gratifying. In
the Denver exchange, over 21 Federal agencies and Government con-
tractors have made use of the facilities. Among the users are the
Forest Service, the Air Force, the Geological Survey, Bureau of Land
Management, Bureau of Public Roads, the National Park Service,
Federal Bureau of Prisons, the Civil Service Commission, and the
Bureau of Reclamation.

POOLS OF ADPE

We are also participating with the Budget Bureau in a study of the
need for regional Federal data processing centers to establish equig-
ment and resource pools to serve agencies on a geographical basis. The
recent Presidential study, as implemented by Bureau of the Budget
f(_)if((lzular A-T71, has defined additional major tasks for GSA in this
ield.

Among those are the development and operation of a technical in-
formation service to assist in computer selection and subsequent op-
eration; development of guidelines and criteria for replacement; the
establishment and furtherance of joint utilization and sharing ar-
rangements; the evaluation of maintenance criteria and the monitor-
ship of planning efforts for data transmission between computer
systems.

In many of these efforts the GSA regional interagency coordinator
is currently occupied with the development of the sharing exchange
effort and will play a major role.

In addition to sharing our equipment or making arrangements for
sharing between other Government agencies, we have prepared annual
ADP mventory and statistical reports for the Bureau of the Budget.

The Bureau of the Budget established a policy that excess electronic
computer equipment or the sharing of unused computer time on equip-
ment in other Federal agencies be considered before any Federal agenc;
purchases or leases a computer. In implementing this policy, GS
now requires each agency to screen the excess equipment as a condition
precedent for economical automatic data processing equipment.
procurement.

Another example of direct action for obtaining more effective use of
the Federal Government’s electronic computers is the active repre-
sentation of the General Services Administration on several commit-
tees of the American Standards Association.

This is essentially what we are doing in this field. Mr. Edmund D.
Dwyer, who has been long with the Navy Department, is now with
GSA as our top coordinator in the ADP field. (See p. 117.)

BUSINESS SERVICE CENTERS

1f I can turn now to the last subject, Madam Chairman, I want to
talk a bit about what we are doing in the business counseling field
by GSA business service centers.

In fiscal year 1963 GSA business service center personnel coun-
seled 41,322 businessmen on methods of doing business with the
Government.
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During fiscal year 1964, due to the agency’s adoption of a more
active role in attracting new suppliers for GSA’s procurement pro-
grams, more than 113,000 businessmen were counseled by GSA busi-
ness service center personnel. The result of this has been to spread
the agency’s contract dollars over a broader base of suppliers, and by
obtaining increased competition, effect price savings for the Gov-
ernment.

Evidence of the benefits of this program in attracting new sup-
pliers who have received awards is now being received in reports.
For example, a listing of 20 contracts awardeg by 6 of our regional
offices to new bidders has indicated that their successful bids were an
average of 11 percent lower than the second low bidders.

Our business service center in Denver, for example, has just re-
ported that 11 contracts awarded recently to new bidders have re-
sulted in savings of $72,302. A documented report of contracts
awarded in the month of March 1965 by our San Francisco regional
office indicates that savings of $27,016 have resulted from the award
of contracts to new bidders obtained through GSA’s market research
and development program.

DISCONTINUANCE OF PROCUREMENT ADVISORY CENTER

As requested by the subcommittee in its report to the Congress of
September 1964, GSA has reviewed the situation in regard to the
discontinuance, as of May 22, 1964, of the procurement advisory
center, which was operated for many years by the Department of
the Army and, more recently, by the Small Business Administration.

It is our considered judgment, Madam Chairman, that ample in-
formation is currently available to potential bidders and others, and
that the public’s best interests are being served through other exist-
ing Government facilities, policies, and procedures, as follows:

1. Federal procurement regulations which are issued by GSA pro-
vide for Federal procurement offices to maintain and make maximum
use of bidders mailing lists, publicize procurement and contract award
information in the Commerce Business Daily, display copies of in-
vitations for bids in public places, and provide interested firms with
bidding and contract awards information.

2. GSA’s business service centers, located in 11 cities throughout
the United States, provide businessmen with one step counseling serv-
ice and assistance 1 dealing with the Government.

They also provide detailed information and guidance on such sub-
jects as location of contracting offices, how to get on bidders mailing
lists, how and where to obtain Government specifications, how to in-
troduce new or improved items into Government supply systems, and
how to keep informed on current bidding opportunities. GSA busi-
ness service personnel also participate in business opportunity meet-
ings sponsored by local business or Government groups.

3. GSA representatives, trained to provide basic procurement in-
formation and assistance to businessmen, are located in more than
100 additional cities throughout the country.

In view of the foregoing, we believe that the provisions of the Fed-
eral procurement regulations, the facilities, information, and services
available from our business service center and GSA representatives

-
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provide business concerns with ample information and the means to
develop fully their capability and potential for doing business with
the Government.

In addition, the Commerce Business Daily which is published 5
days a week by the Department of Commerce, is an extremely val-
uable source of contracting information to the business public. It
provides daily information to the business public. It provides daily
mnformation on all military procurement actions of $10,000 or more,
all GSA procurement of $2,500 or more, and all civilian procure-
ments of $5,000 or more. This includes proposed procurements, con-
tract awards, subcontracting leads, foreign business opportunities,
surplus property sales, and research and development sources sought.

In fiscal year 1964, 90.5 percent of GSA’s total procurement dollars
were expended under advertising methods.

Representative GrrrriTas. Do you have a public opening of those
bids?

Mr. K~orr. A public opening.

Representative Grirrrras. And it goes to the lowest bidder ?

Mr. K~xorr. Yes; that is right.

Representative Grrrrrras. The lowest bidder or the lowest quali-
fied bidder?
© Mr. Kvorr. Well, it has qualifying conditions. He has to be the
lowest responsive and responsible bidder.

Representative GrrrriTHS. Proceed.

Mr. Kworr. This includes awards made to small business firms
under small business restricted advertising procedures but does not
include orders placed with commercial suppliers under indefinite -
contract awarded by other agencies. Our experience, thus far, indi-
cates that this level will be maintained during fiscal year 1965.

GSA, in fiscal year 1964, placed 53.2 percent of the dollar volume
of its total prime contracts, or $451.4 million, with small business
firms. This was an increase of 12.7 percent above the fiscal year 1963
figure of 40.5 percent, or $328.9 million.

Prominent among the beneficiaries of this increase were small busi-
ness construction contractors as evidenced by the fiscal year 1964
E)roportion of GSA’s Public Building Service contracts which went

rom 88 percent of total awards made to small business firms in
fiscal year 1963 to 56.7 percent in fiscal year 1964.

During the first 6 months of fiscal year 1965 this trend continued,
with 57.4 percent of GSA’s dollar volume of its total prime contracts,
or $264.2 million, being placed with small business firms.

We had a svbstantial public building program last year which
accounted for a great deal of the increase in the public building steel.

This, Madam Chairman, is our reporting summary. We do have
some charts for the record.

Representative Grrrrrras. They will be included in the record at
this point.

(The charts referred to follow:)
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CHART No. 3

SAVINGS THROUGH COMPETITION

(SPECIFICATION V5 BRAND NAME)
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CHarT No. 4

Federal Supply Service
VOLUME AND EMPLOYMENT TRENDS

FY 1955 - FY 1964 (Actuah)
FY 1965 & FY 1966 (Program)
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CHarT No. 5

GENERAL SERVICES ADMINISTRATION-
FEDERAL SUPPLY SERVICE

TOTAL STORES, NON-STORES, AND FEDERAL SUPPLY SCHEDULE VOLUME
(MILLIONS OF DOLLARS)
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CHarT No. 6
DOMESTIC PROCUREMENT FOR OFF SHORE USE

ECONOMIC IMPACT OF FEDERAL PROCUR
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CHARrT No. 7

GOVERNMENT USE OF STOCKPILE EXCESSES

$MILLION
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FY 1965
COPPER
RUBBER
0 - — NICKEL
TIN
FEATHERS
AND DOWN
36.8
% |- 4
2.8
14.6
8.8
e tetetetatetet!
1961 1962 1963 1964 1965
FISCAL YEARS
TOTAL
DISPOSALs 893 8.5 110.5 167.1 400.0



ECONOMIC IMPACT OF FEDERAL PROCUREMENT 217

CHART No. 8

DISPOSALS OF STOCKPILE EXCESSES
EFFECTS ON BALANCE OF PAYMENTS

$MILLION 400,0
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CHART No. 9

PERSONAL PROPERTY UTILIZATION

MIL. OF DOLLARS
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CHarT No. 10

PERSONAL PROPERTY REHABILITATION

MIL. OF DOLLARS
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WIDESPREAD USE OF ADP IN GOVERNMENT
REQUIRES AN ADP SHARING PROGRAM

(X) MONEY SPENT

NUMBER OF COMPUTERS IN PLACE IN GOVERNMENT

OWNED BY THE GOVERNMENT

(t) ADP EMPLOYEES IN GOVERNMENT
(D) GOVERNMENT COST FOR ADP CONTRACTED COMMERCIAL FACILITIES

(E) UNUSED TIME ON GOVERNMENT COMPUTERS

UNUSED TIME AVAILABLE FOR SHARING

FISCAL YEAR 1964
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Representative Grirrrras. I dohave some questions.

Mr. Ward has been very busy and he has discovered from the Fed-
eral Property Act of 1949, as amended, that you have the power to
issue regulations regarding this contractor Government-owned
mventory.

Mr. K~otr. I am not sure that I follow.

On what point?

GSA REGULATIONS ON CONTRACTOR INVENTORY

Representative GrirrrTas (reading). “Subsequent to regulations of
the Administrator, any executive agency may authorize any contractor
with such agency or subcontractor thereunder; to retain or dispose of
any contractor inventory.”

How many regulations has the Administrator ever issued ?

Mr. Knorr. Mr. Gasque?

Representative Grirrrtas. This is section 203 (7) (f) of Public Law
152.

Mr. GasQue. Madam Chairman, to my best recollection we have
issued regulations currently under the Federal property management
regulations system covering this point. Mr. Ward 1s certainly correct
that we do have the authority under section 203 (f) of the Federal
lProperty and Administrative Services Act of 1949, to issue such regu-
ations.

Representative Grirriras. Well, how far have you exercised it?

Mr. Gasque. We would be very happy to furnish for the record the
regulations, Madam Chairman.

(GSA subsequently supplied the regulations which are reproduced
immediately f(glowing this testimony.g“l

EXTENT OF CONTRACTOR INVENTORY

Representative GrirrrTas. I want more than that. I want the in-
ventory.

Mr. GasQue. I will ask Mr. Greenberg.

Representative GrrrrrTas. 1 want to know what you own that the
contractor is using and how will you get it back in Government ware-
houses or what you do with it.

Mr. GreenBere. We don’t have any contractor inventory in GSA,
Madam Chairman. This deals with the contractor inventory of the
individual agencies of the Federal Government. But we do not have
contractor inventory, we do not expend any money for it, we do not
maintain the inventory control, nor do we govern whether or not it is
excess to the needs of the contractor.

Representative GrirrrTas. But you issue regulations governing it.
T want to know what kind of regulations you have issued and who
has produced the inventory. 'Who knows where the stuff is?

Mr. Greensere. Every Federal agency of Government who has a
contractor. GSA doesnot have this basic responsibility.

Representative Grirrrras. GSA is supposed to. (Reading from
sec. 3 (k), Public Law 152:)

The term “contractor inventory” means (1) any property acquired by and in
the possession of a contractor or subcontractor under a contract pursuant to
the terms of which title is vested in the Government and in excess of the amount
needed to complete full performance.
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Then we get over here in 203 (7) (f) :

Subject to regulations of the Administrator any executive agency may author-
ize any contractor with such agency or subcontractor thereunder to retain or
dispose of any contractor inventory.

What we want to know is what regulations have you issued and
what have you people done?

Have you ever checked up on whether you have carried out the

reﬂ]ations?
r. GasQUE. Madam Chairman, as I said, we will be very happy
to provide you with a copy of our regulations and any other infor-
mation we have available or can get for you on that point.
Representative GrirriTas. See if you can find out what they are
di)ipg under the regulations for us. Check up to see if they are com-
plywmng.
Mr. Gasque. We will certainly try, Madam Chairman, to get you
whatever information is available.

GSA AND ASPR CONCERNING CONTRACTOR INVENTORY

Representative Grrrrrras. Does the military issue a contract that
refers to your regulations or to their own procurement regulations?

Mr. Gasque. With respect to procurement, the Department of De-
fense makes its contracts pursuant to its own regulations, the Armed
Services Procurement Regulation.

Representative Grirrrras. They do not follow yours as to contractor
inventory ?

Mr. Gasque. No. However, I would like to point out that in the
development of the Federal Procurement Regulations those regula-
tions are coordinated practically word for word with the ASPR com-
mittee of the Department of Defense. So, to the extent that there is
a regulation governing any facet of procurement in the FPR, it is
}S)ra,ctically identical with the corresponding regulation in the Armed

ervices Procurement Regulation.

In connection with the sale of Government property, we have, if
my understanding of the law is correct, complete authority with re-
spect to the issuance of regulations on disposal of Government prop-
erty. Our regulations on the disposal of Government property are
now issued in the Federal Property Management Regulations. The
regulations which we will provide you with respect to contractor in-
ventory are from that set of regulatinons and apply to the Department
of Defense.

Representative Grirrrras. Do you consider that you have delegated
your authority to write the regulations?

Mr. GasQue. On procurement of property ?

Representative GrirrrTms. On contractor inventory. Have you
delegated your authority ?

M%. Gasque. No. We have issued the regulations governing this
matter.

q lr}epresentative Grirrrtas. Have you ever checked up on what they
o?

Mr. Gasque. I do not know whether we have or not, ma’am. I
can’t answer that. We will be glad to look into it for you, though.

Representative Grirrrras. While you are checking up on that, will
you do something with these subcontractors? I have another sugges-
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tion for you. It has come to my attention at various times over the
years that ever so often the Government steps in and takes away a
subcontractor’s equipment, Government-owned equipment, removes it.
This, of course, is a subcontractor. While you folks go around, why
don’t you check up on how many times they have taken away a sub-
contractor’s Government-owned equipment.

Mr. GasQue. We will be glad to check up on it.

Representative Grrrrrras. This is a very effective way of putting
a person out of business. All you have to do is take out one large
machine tool. A hundred thousand dollars in a small plant and a
man is out of business. It works very effectively.

Thank you very much.

(Whereupon, at 3:25 p.m. the committee was recessed, to be recon-
vened at 10 a.m. Thursday, April 29, 1965.)

(Information requested by Mrs. Griffiths and subsequently supplied
by GSA appears on following pages:)
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GENERAL SERVICES ADMINISTRATION
Washington 25, D.C.

MAY 7, 1965
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Honorable Paul H. Douglas

whairman, Subcommittee on I ederal
Procurement and Regulation

Joint Economic Committee

United States Congress

Viashington, D. C.

Dear Senator Douglas:

During my testimony before your Subcon.mittee on April 28, 1965,
iu connection with your hearings on the economic impact of Fed-
eral procurementi, Representative Griffiths, who was presiding,
requesied that we {urnish the Subcommittee a copy of GSA's regu-
lation, issued pursuant to Section 203(f) of the Federal Property
and Administraiive Services Act of 1949, governing the retention
or disposal of contractor inventory by Government contractors.

Accordingly, there is transmitted herewith a copy of Part 111-43
of the I ederal Froperty I anagement Regulations on the subject

of "Utilization of Fersonal Froperty. ' Sections 171-43, 316 and
43.316-1 (page 4319 of the ilegulations) deal with contractor
inventory.

In addition, Representative Griffiths requested that we advise the
Subcommittee as to whai I ederal agencies have done with respect
to GSA s regulation governing contractor inventory.

Therefore, we are requesting the major agencies of the executive
brauch to furnish us repocts on the aciions .aken by therr to carry
out ie provisions of Sections 1.1-43. 316 and 43. 315-1 of the F ed-
eral Froperiy L.anagen eat legulations. 4s soon as we are in
receipt of these reports we shall be pleased to furnish your Sub-
commniittee the desired information.

Sincerely yours,

Lawson B. Knott, Jr,
Acting Adiministrator

Enclosure
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§ 101-43.000 Scope of part.

This part prescribes the policies and
methods governing the economic and
efficient utilization of personal property
located within the United States, Puerto
Rico, and the Virgin Islands.

Subpart 101-43.1—General
Provisions

§ 101-43.101  Surveys.

Fach executive agency shall contin-
uously survey property under its control
to assure maximum use and shall
promptly make property that is excess
to its needs available for transfer in
accordance with this Part 101-43.

§ 101-43.102 Reassignment of prop-
erty within executive agencies.

Each executive agency shall, to the
maximum extent feasible, reassign prop-
erty within activities of the agency, in-
cluding its cost-reimbursement type
contractors as described in § 1-3.405 of
this title, when such property is deter-
mined to be no longer required for the
purpose of the appropriation from which
it was purchased or the use to which it
has been applied, and shall immediately
discontinue procurement of items for
which such property can be substituted
or adapted. A quarterly performance
report of such internal property reas-
signments shall be submitted to GSA on
Standard Form 121, Revised, Quarterly
Report Utilization and Disposal of Ex-
cess and Surplus Personal Property (see
§ 101-43.4907).

§ 101-43.102-1

furniture.

Office furniture shall be purchased
only after agency compliance with the
reassignment requirements in this sec-
tion and applicable replacement stand-
ards. Such items should then be ob-
tained from GSA stores stock or through
Federal Supply Schedules pursuant to
Part 101-26.

Acquisition of office

utilization offi-

§ 101-43.103 Agency

cials,

To promote the maximum utilization
of excess personal property, agencies are
requested to name national and regional
utilization officials who will be respon-
sible, among other things, for promoting
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the acquisition and profitable use of
available excess. It is suggested that
wherever possible, the responsibility for
training personnel concerned directly or
indirectly with the acquisition ar_ld use
of excess be given to these utilization
officials.

§ 101-43.104 Definitions.

As used throughout this Part 101-43,
the terms enumerated in this section
shall have the meanings set forth in this
§101-43.104.

§101-43.104-1 Atomic Energy Com-
mission-controlled materials.

The possession, use, and transfer of
certain materials are subject to the regu-
latory controls of the Atomic Energy
Commission, pursuant to the Atomic
Energy Act of 1954, as amended. The
materials are:

(a) “Byproduct material,” meaning
any radioactive material (except special
nuclear material) yielded in or made
radioactive by exposure to the radiation
incident to the process of producing or
utilizing special nuclear material (see
Atomic Energy Commission Regulation,
10 CFR Part 30) ;

(b) “Source material,” meaning (1)
uranium, thorium, or any other mate-
rial which is determined by the Atcmic
Energy Commission pursuant to the pro-
visions of the Atomic Energy Act of
1954, as amended, to be source material,
or (2) ores containing one or more of the
foregoing materials, in such concentra-
tion as the Commission may by regu-
lation determine from time to time (see
AEC Regulation, 10 CFR Part 40); and

(¢) “Special nuclear material,” mean-
ing (1) plutonium, uranium enriched in
the isotope 233 or in the isotope 235,
and any other material which the Com-
mission, pursuant to the provisions of
the Atomic Energy Act of 1954, as
amended, determines to be special nu-
clear material, or (2) any material arti-
ficially enriched by any of the foregoing
(see AEC Regulation, 10 CFR Part 70).

§101-13.104-2 Combat materiel.
Arms, ammunition, and implements

of war listed in currently effective desig-

nations (22 U.S.C. 1934).

§ 101-43.104-3 Contractor inventory.
(a) Any property acquired by and in

the possession of a contractor or sub-
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contractor (including Government-fur-
nished property) under a contract pur-
suant to the terms of which title is vested
in the Government, and in excess of the
amounts needed to complete full per-
formance under the entire contract; and

(b) Any property which the Govern-
ment is obligated or has the option to
take over under any type of contract as
a result either of any changes in the
specifications or plans thereunder or of
the termination of such contract (or
subcontract thereunder), prior to com-
pletion of the work, for the convenience
or at the option of the Government.

§ 101-43.104—4 Electronic data proc-
essing equipment.

Electronic data processing (EDP)
equipment refers to a machine or a group
of interconnected machines which use
electronic circuitry to perform arith-
metic and/or logical operations under
control of internally stored programed
instructions. Punched card machines
which cannot be electrically intercon-
nected with one or more machines con-
trolled by internally stored programs are
excluded.

§ 101-43.104-5 Excess personal prop-
erty.

Any personal property under the con-
trol of any Federal agency which is not
required for its needs and the discharge
of its responsibilities, as determined by
the head thereof.

§101-43.104-6 Executive agency.

Any executive department or inde-
pendent establishment in the executive
branch of the Government, including any
wholly owned Government corporation.

§ 101-43.104-7 Federal agency.

Any executive agency or any estab-
lishment in the legislative or judicial
branch of the Government (except the
Senate, the House of Representatives,
and the Architect of the Capitol and any
activities under his direction).

§ 101-43.104—8 Holding agency.

The executive agency which has ac-
countability for the property involved.

§ 101-43.104-9

The critical examination of material
to verify quantity, determine condition,

Inspection.
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or to compare actual characteristics with
those given in applicable specifications.
The term includes laboratory analyses
and other technical testing operations
which may be required. The term is
used in a similar sense with respect to
services performed and other stipulated
performances in general.

§ 101-43.104-10 Intangible
property.

Includes but is not limited to such
classes of personal property as patents,
patent rights, processes, techniques, in-
ventions, copyrights, negotiable instru-
ments, money orders, bonds, shares of
stock, and similar evidences of value,
except as, in a given case or class of
cases, may be excluded by the Adminis-
trator of General Services.

§ 101-43.104-11 Materiel.

All items necessary for the equipment,
maintenance, operation, and support of
governmental activities without distinc-
tion as to use for administrative or
operational purposes.

§ 101-43.104-12 Narcotics.

The following drugs or preparations
thereof: (a) opium, coca leaves, cocaine,
or any salt, derivative, or preparation of
opium, coca leaves or cocaine; (b)
isonipecaine (demarol); (¢) any drug
found by the Secretary of the Treasury
and proclaimed by the President to have
addiction-forming or addiction-sustain-
ing liability similar to morphine or
cocaine, such as methadon (delephine,
adanon) and nisentil; and (d) mari-
huana (Cannabis Sativa L.).

§ 101-43.104-13 Personal property.

Property of any kind or any interest
therein, except real property, records of
the Federal Government, and naval ves-
sels of the following categories: battle-
ships, cruisers, aircraft-carriers, de-
stroyers, and submarines.

personal

§ 101-43.104-14 Possessions.

Includes the Virgin Islands, the Canal
Zone, Guam, American Samosa, Wake
Island, Midway Island, and the Guano
Islands, but does not include the Com-
monwealth of Puerto Rico.
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§ 101-43.104-15 Related personal prop-
erty.

Any personal property:

(a) Which is located on, or is an inte-
gral part of, real property, or used or
useful in connection with such property
or the productive capacity thereof, or

(b) Determined by the Administrator
of General Services to be otherwise re-
lated to the real property,

§101-43.104-16 Salvage.

Personal property that has some value
in excess of its basic material content
but which is in such condition that it
has no reasonable prospect of use for
any purpose as a unit (either by the
holding or any other Federal agency)
and its repair or rehabilitation for use as
a unit (either by the holding or any
other Federal agency) is clearly imprac-
ticable. Repairs or rehabilitation esti-
mated to cost in excess of 65 percent of
acquisition cost would be considered
uclearly impracticable” for purposes of
this definition.

§ 101-43.104-17 Scrap.

Materiel that has no value except for
its basic material content.
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§101-43.104-18 Surplus personal
property.

Any excess personal property not re-
quired for the needs and the discharg? of
the responsibilities of all Federal agn-
cies, as determined by the Adminis. a-
tor of General Services.

§ 101-43.104—-19 Trust territory.

Applies to the Trust Territory of the
Pacific Islands, which the United States
administers pursuant to the trusteeship
agreement approved by the President of
the United States pursuant to the Act
of July 18, 1947 (48 U.S.C. 1681 note).

§ 101-43.104-20 Typewriters.

Manually and electrically operated
machines having standard or special key-
boards, designed to produce printed
characters by impression of type upon
paper through the medium of an inked
ribbon. It includes the varityper, hekto-
writer, proportional spacer, flexowriter,
justowriter, and portable type machines
but does not include bookkeeping, billing,
or teletype machines.

§ 101—43.104-21 United States.

In the geographical sense, ‘“‘United
States’ means all the States and the Dis-
trict of Columbia.
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Subpart 101-43.2—Utilization of
Property Proposed for Processing
for Exchange/Sale

§ 101-43.200 Scope of subpart.

This Subpart 101-43.2 prescribes the
utilization policies incumbent upon exec-
utive agencies exercising the exchange/
sale authority granted under section
201(c) of the Federal Property and Ad-
ministrative Services Act of 1949 (40
U.S.C. 481(e)).

§ 10143.201 [Reserved]

§ 101-43.202 Definition.

The term “acquire”, as used in this
Subpart 101-43.2, means procure, pur-
chase, or obtain in any manner, includ-
ing transfer, or manufacture, or produc-
tion at Government-owned or -operated
plants or facilities.

§ 101-43.203 General authorization.

Subject to the provisions of this Sub-
part 101-43.2, executive agencies are
hereby authorized, in acquiring replace-
ment personal property within the
United States or elsewhere, to exchange
or sell similar items and apply the ex-
change allowance or the proceeds of sale
in such cases, in whole or in part pay-
ment for the replacement property
acquired.

§ 101-43.203—1 Restrictions and limita-

tions.

(a) The application of exchange al-
lowances or proceeds of sale in whole or
part payment for personal property ac-
quired is authorized only when all the
following conditions apply:

(1) The items sold or exchanged are
similar to the items acquired (see § 101-
43.203-1(b) for explanation of the word,
“similar”) ;

(2) The items sold or exchanged are
not excess, and the items acquired are
needed in the conduct of approved pro-
grams;

(3) The items acquired are to be used
(whether or not intended for additional
uses) in the performance of all or sub-
stantiaily all of the tasks or operations in
which the items exchanged or sold would
otherwise be used, but the items ac-
quired need not be the same in number

101=43,203—1(c)

nor used in the same location as the
items sold or exchanged (Example: two
Yp-ton dump trucks may be replaced with
one l-ton dump truck which performs
tasks previously requiring the two
trucks) : Provided, That the limitation
prescribed in this subparagraph shall
not apply with respect to parts or con-
tainers; And provided further, That de-
tailed cross reference between old and
new items will not be required in the ab-
sence of specific requirements of law.
In the absence of such cross reference,
however, there shall be made available
to the General Accounting Office suffi-
clent data to establish that the items ac-
quired were similar to the items ex-
changed or sold, that any exchange
allowances or proceeds of sale applied
in whole or part payment for property
acquired were in fact available for such
application, and that the transaction
was otherwise in accordance with the
provisions of this § 101-43.203-1;

(4) There has been at the time of ex-
change or sale (or at time of acquisition
if it precedes the sale) a written ad-
ministrative determination to apply the
exchange allowance or proceeds of sale
in acquiring property in accordance with
this section; and

(5) The transaction will foster the
economical and efficient accomplishment
of an approved program.

(b) The item of personal property to
be exchanged or sold and the item to he
acquired shall be deemed similar for the
purpose of this section when:

(1) Both fall within any one of the
categories listed in § 101-43.4908; or

(2) In the case of personal property
not falling within the categories of § 101-
43.4908, the item to be acquired is de-
signed and constructed for the same spe-
cific purpose as the item to be replaced;
or

(3) Both constitute containers for
items which are similar within the
meaning of subparagraph (2) of this
paragraph; or

(4) Both constitute containers for
items which are similar within the mean-
ing of subparagraph (1) or (2) of this
paragraph.

(¢) Items falling within the follow-
ing categories shall not be eligible for
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handling under the provisions of this
Subpart 101-43.2.

(1) Hand tools.

(2) Hardware, general purpose.

(3) Lumber, millwork, plywood, and
veneer.

«4) Furniture, office, household and
quarters, hospital, shipboard, and cafe-
teria located in the United States and its
possessions.

(5) Office supplies.

(6) Textiles.

(7) Wearing apparel.

(d) This Subpart 101-43.2 shall not
be construed to authorize:

(1) The acquisition of personal prop-
erty by an executive agency when such
acquisition is not otherwise authorized
by law.

(2) The acquisition of personal prop-
erty by an executive agency in contra-
vention of (i) any restriction upon the
procurement of a commodity or com-
modities, or (ii) any replacement policy
or standard, prescribed by the President,
the Congress, or by the Administrator of
General Services.

(3) The purchase or acquisition of
personal property otherwise than ui:der
a consolidated purchasing or stores pro-
gram of Federal Supply Schedule con-
tract where procurement under such
program or contract is required by reg-
ulations or other directives prescribed
by the Administrator of General Serv-
ices. However, an executive agency ac-
quiring an item or items under and in
accordance with such program or con-
tract may sell or exchange simijar items
and apply the exchange allowance or
proceeds of sale as provided in this
Subpart 101-43.2.

(4) The sale, transfer, or exchange of
excess or surplus property in connection
with the purchase or acquisition of per-
sonal property. However, an executive
agency may sell or exchange items origi-
nally acquired as excess or surplus from
another agency and apply the exchange
allowance or proceeds of sale in accord-
ance with this Part 101-43.

(5) The sale, transfer, or exchange of
strategic and critical materials, unless
such materials at any one location are
in lots of less than the minimum quanti-
ties specified in Part 101-14, and the
agency determines that there is no rea-
sonable prospect of accumulating, with-
in 12 months, the minimum guantities
specified in said part.
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(6) The sale, transfer, or exchange of
Atomic Energy Commission-controlled
materials as defined in § 101-43.104 ex-
cept in accordance with applicable regu-
lations of the Atomic Energy Commis-
sion (see 10 CFR Parts 30, 40, and 70).

(1) The sale or exchange of narcotics,
except in accordance with Parts 101-44
and 101-45.

(8) The sale of personal property in
new or unused condition in connection
with the purchase or acquisition of per-
sonal property.

(9) The sale, transfer, or exchange of
scrap in connection with the purchase or
acquisition of personal property.

(e) This Subpart 101-43.2 does not
apply to strategic and critical materials
which have been accepted for the na-
tional stockpile. Materials no longer
needed for the stockpile are required to
be disposed of in accordance with the
provisions of the Strategic and Critical
Materials Stock Piling Act (£0 U.S.C. 98-
98b) and Part 101-45.

§ 101-43.204 Agency responsibility.

Executive agencies having property
determined to be available for exchange
or sale pursuant Lo this Subpart 101-
43.2 shall, to the fullest extent practi-
cable or economical and prior to any
disposal action, solicit Federal agencies
known to use or distribute such property
and arrange for transfers thereto, ex-
cept that no attempt need he made to
obtain further utilization of property
which is eligible for replacement in ac-
cordance with standards prescribed by
GSA. Executive agencies may also ex-
change similar property with other Fed-
eral agencies (including the Senate, the
House of Representatives, the Architect
of the Capitol and any activities under
his direction, the District of Columbia,
and mixed-ownership Government cor-
porations).

§ 101-43.204-1 Dangerous property and
combat materiel.

(a) No property which is dangerous to
public health or safety shall be ex-
changed or sold pursuant to this Subpart
101-43.2, without first rendering such
property innocuous or providing ade-
quate safeguards therefor.

(b) No combat materiel shall be ex-
changed or sold pursuant to this Subpart
101-43.2 without first demilitarizing such
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property if such demilitarization is found
by a duly authorized official of the ex-
ecutive agency concerned to be in the
best interest of public health, safety, or
security. Such demilitarization may in-
clude rendering such property innocuous,
stripping from it any confidential or se-
cret characteristics, or otherwise making
it unfit for military use. Demilitariza-
tion of property to be exchanged or sold
shall be accomplished in such manner
as to preserve so far as possible any ci-
vilian utility or commercial value of the
property.

§ 101-43.205 Reimbursement.

Transfers of personal property under
this Subpart 101-43.2 shall be made upon
such terms as shall be agreed to by the
Federal agencies concerned (including
the organizations specified in § 101-
43.204). However, agencies offering
property for transfer for further utiliza-
tion within the Government shall not in
any case require reimbursement of an
amount greater than the best estimate
of the gross proceeds if the property were
to be sold on a competitive bid basis.
Funds shall be transferred in accordance
with such terms, and the exchange al-

101=43, 206

lowance or other proceeds of transfer
shall be applied in whole or part pay-
ment for personal property acquired.
Funds transferred as representing the
difference in value between items which
are exchanged shall be deposited to mis-
cellaneous receipts by the transferee
agency unless (1) other disposition is
authorized by law or (2) acquisition of
items in addition to the items received
in exchange is required for the perform-
ance of the tasks or operations in which
similar items exchanged would otherwise
have been used.

§ 101-43.205-1 Books and periodicals.

Notwithstanding any other provision
of this Subpart 101-43.2, executive agen-
cies may exchange, without monetary
appraisal or detailed listing or reporting,
books and periodicals in their libraries
not needed for permanent use for other
books and periodicals.

§ 101-43.206 Records.

Executive agencies shall prepare and
maintain such records as will show full
compliance with the provisions of this
Subpart 101-43.2 and with section 201(c)
of the Federal Property Act (40 U.S.C.
481(c))
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Subpart 101-43.3—Utilization of
Excess

§ 101-43.301 Federal Government pro-
cedure.

The first source of supply is excess per-
sonal property, which should be utilized
by agencies to the fullest extent prac-
ticable, as prescribed in this Part 101-43.
Any need for personal property expressed
by any Federal agency (including the
Senate, the House of Representatives,
the Architect of the Capitol and any ac-
tivities under his direction, the District
of Columbia, and mixed-ownership cor-
porations as defined in the Government
Corporation Control Act) shall be para-
mount to any disposal, if such need
is made known to the holding agency
prior to shipment or delivery in the case
of donation, or prior to an award in the
case of sale.

§ 101-43.302 Agency responsibility.

(a) In order to obtain maximum uti-
lization and minimize the procurement
of new items, each executive agency shall
be responsible for making excess prop-
erty available and facilitating the trans-
fer of the property to other Federal agen-
cies, to its cost-reimbursement type con-
tractors, and to the organizations speci-
fied in § 101-43.315. The transfer of ¢x-
cess property to a cost-reimbursement
type contractor shall be made only by
the agency administering the contract.
Each executive agency shall, to the max-
imum practicable extent, fulfill its re-
quirements for property, including those
of its cost-reimbursement type contrac-
tors, by obtaining excess from other Fed-
eral agencies in lieu of new procurement.

(1) Prior to procurement of new prop-
erty, careful and receptive consideration
shall be given to utilization of known
usable excess property of a similar type,
including the possibility of substitution
or adaptation of excess items not identi-
cal with requested items, whether the
excess items are unused, rehabilitated, or
in used condition, and regardless of
whether the intended new procurement
would be from GSA stores stock or other
sources of supply. Executive agencies
shall accept, to the fullest extent prac-
ticable, the reasonable substitution of
such excess property in lieu of new pro-
curement.

(2) GSA will assist agencies in meet-
ing their requirements for property of
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the types excepted from reporting as
excess by this Part 101-43. Federal
agencies requiring such property should
contact the appropriate GSA regional
office as indicated by § 101-43.4903. GSA
area utilization officers, stationed at key
military excess generating points
throughout the United States, are
screening and offering nonreported per-
sonal property as it becomes available
for transfer.

(h) To implement the policy for max-
imum utilization of excess personal brop-
erty, as outlined in paragraph (a) of this
§ 101-43.302, the regional offices of the
GSA will screen all requests for replen-
ishment of stores stock and direct de-
livery purchase requests submitted by
executive agencies against lists of excess
personal property available in their re-
spective regions.

(1) GSA may take physical custody of
such excess personal property for redis-
tribution, or may direct its transfer to
executive agencies in lieu of procure-
ment of new property from commercial
sources of supply. If the excess property
is used, rehabilitated, or differs in some
substantial characteristic from the item
ordered, notice of intent to substitute
will be given the ordering agency to per-
mit such agency the opportunity to in-
spect the property prior to shipment.

(¢) Acceptance of excess property un-
der the above circumstances shall be re-
quired unless the using agency submits
a full and convincing written justifica-
tion that such transfers or substitutions
would result in serious hardship or im-
pairment to its operations programs.

(d) Part 101-27 prescribes standards
for executive agencies in computing in-
ventory levels. To encourage the use of
excess property which might otherwise
be disposed of as surplus, inventory levels
may be adjusted upward when items of
stock are to be acquired from excess
sources. Such adjustments should be
tempered by caution and arrived at after
careful analysis which gives considera-
tion to the factors set forth in Part 101-
27 and in this Part 101-43. Generally,
acquisitions of items for inventory from
excess shall not exceed a two years’ sup-
ply except when:

(1) A greater quantity is needed to
meet known requirements for an author-
ized planned program.
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(2) The item is not available without
special manufacture and a predictable
requirement exists.

(3) Administrative determination has
been made that in application of the
EOQ principle of stock replenishment
within an agency an inventory level in
excess of two years is appropriate for low
dollar-volume items.

(4) The items are being transferred
into authorized stock funds for resale
to other Government agencies.

(5) In addition, the following condi-
tions should be met prior to acquisition
of excess:

(i) There must be a predictable re-
quirement for an authorized program.

(li) The cost of acquisition, including
packing and shipping, carrying in inven-
tory, and preservation shall not exceed
delivered cost of new material.

(iii) The supply acquired does not ex-
ceed the expected shelf life, considering
condition at time of acquisition.

(iv) The supply of spare parts
acquired shall not exceed the life ex-
pectancy of the equipment supported.

§ 101-43.303 Suspension of procure-

ment.

The Administrator of General Services
may, as circumstances warrant, suspend
the initiation of procurement for new
items of property when these same items,
or those. which can be substituted or
adapted for them, are available from
excess property.

§ 101-43.303-1 Acquisition of mercury.

(a) Executive agencies of the Fed-
eral Government are prohibited from
purchasing mercury in quantities of 76
pounds or more from commercial sources
without prior clearance from GSA.

(b) Mercury, prime, virgin, 99.9 per-
cent pure (not triple distilled), in 76 1b.
flasks, with unit acquisition cost of
$235.60 per flask, is available for trans-
fer from AEC excess personal property
with reimbursement at fair-market
value.

(1) Requests for the mercury shall be
made on Standard Form 122, Transfer
Order Excess Personal Property, submit-
ted in quadruplicate to the General
Services Administration, Utilization and
Disposal Service, Personal Property Di-
vision, 1776 Peachtree Street NW., At-
lanta, Ga., 30309. Orders will show the
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holding agency as the U.S. Atomic
Energy Commission, Oak Ridge Opera-
tions Office, Post Office Box E, Oak
Ridge, Tenn., Attention: R. H. Miller.
The unit of issue is 76 1b. flask.

(2) Requests for clearance to pur-
chase quantities of 76 pounds or more
from other sources than the U.S. AEC
submitted to GSA’s regional office, At-
lanta, Ga., will receive prompt review
provided such requests are accompanied
by a statement of the reasons that make
the available excess mercury unsuitable
for the purposes of the requesting
agency. Requesting agencies will be
notified as to the approval or disapproval
of such requests.

§ 101-43.304 Retention of custody.

GSA may direct the holding agency
to retain custody of excess property, or
order custody of whole or part trans-
ferred to other executive agencies, with
their consent.

§ 101-43.305 Strategic and critical ma-
terials; excess related personal prop-
erty.

With respect to strategic and critical
materials, and excess related property,
this Part 101-43 shall apply to them only
to the extent not precluded by the pro-
visions of Part 101-14 and Part 101-47,

' respectively.

§ 101-43.306 Property not required to
be reported.

Excess property which is not required
to be reported to GSA is nonetheless a
valuable source of supply for Federal
agencies. Regional offices and area
utilization officers of GSA are responsi-
ble for local screening of such property,
for making it available to Federal agen-
cies, and for consummating its expediti-
ous transfer to such agencies. Federal
holding agencies shall cooperate with
GSA representatives in making informa-
tion available and in providing access to
their nonreportable excess property. To
the extent such property is not covered
by the utilization screening processes of
GSA, executive agencies shall make rea-
sonable efforts to obtain utilization
among Federal agencies of that property
having utilization potential. In the
case of narcotics, this solicitation shall
be limited to those agencies shown in
§ 101-43.309.
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§ 101-43.307 Legislative and judicial
Federal agencies.

Federal agencies in the legislative and
judicial branches are encouraged to
report and transfer excess property and
fill their requirements from excess prop-
erty of other Federal agencies, in ac-
cordance with the provisions of this Part
101-43. In reporting property as excess,
each Federal agency shall comply with
the provisions of this Part 101-43.

§ 101-43.308 Assistance in major dis-

aster relief.

In accordance with instructions of the
Director, Office of Emergency Planning,
or of any officer of his agency designated
by him, excess property shall be utilized
in behalf of or loaned to States and local
governments, with or without compensa-
tion therefor, pursuant to the Act of
September 30, 1950 (42 U.S.C. 1855 et
seq.), and Executive Order No. 10427 of
January 16, 1953, as amended, Executive
Order No. 10737 of October 29, 1957, as
amended, and Executive Order No. 11051
of September 27, 1962 (3 CFR), to pro-
vide assistance to such States and local
governments in alleviating suffering and
damage resulting from major disasters.
Excess medicines, foods, and other con-
sumable supplies may be distributed to
States and local governments for such
purposes. In the event such property
has been reported to GSA pursuant to
§ 101-43.311, it shall be withdrawn by
the holding agency pursuant to § 101-
43.314.

§ 101-43.309 Narcotices.

Holding agencies shall arrange for
transfers in accordance with § 101-
43.315-5. In effecting the utilization of
excess narcotic drugs, the holding agen-
cies shall solicit only the following Fed-
eral agencies and may transfer excess
narcotics to these agencies only:

(a) Department of Defense;

(b) Veterans Administration;

(¢) Department of Health, Education,
and Welfare;

(d) Office of Territories, Department
of the Interior; and

(e) Such other Federal agencies as
may be designated by the Administrator
of General Services in special cases.

47-662 O—65——17
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§ 101-43.310 [Reserved]
§ 101-43.311 Reporting requirements.
§ 101-43.311-1 Reporting.

Except as set forth in § 101-43.312,
excess personal property shall be reported
promptly as provided in this § 101-
43.311-1 and in accordance with the Fed-
eral Supply Classification Groups and
Classes contained in § 101-43.4901. Full
descriptions will be used, when available.
In the absence of such descriptions, ade-
quate commercial descriptions will be
furnished. Whenever possible, Federal
stock numbers should be provided as part
of the description. It is especially im-
portant that the excess property report ~
reflect the true condition of the property
as of the date it is reported excess,
through assignment of the appropriate
code designation, as defined in § 101-
43.4902-1.

§ 101-43.311-2 Form and distribution
of reports.

Reports of excess property shall be
made on Standard Form 120, Report of
Excess Personal Property, and Standard
Form 120A, Continuation Sheet (see
§§ 101-43.4902 and 101-43.4902-2), in ac-
cordance with the instructions in § 101-
43.4902-1. Reports to GSA shall be
submitted in original and three copies to
the appropriate GSA regional office for
the region in which the property is lo-
cated (see § 101-43.4903), except that
reports of excess standard forms, and
samples of such forms shall be submitted
to the General Services Administration
Region 3, Federal Supply Service, Wash-
ington, D.C. 20407, in accordance with
Part 101-26 of this chapter.

§ 101-43.311-3 Typewriters.

Typewriters shall not be included on
Standard Form 120 with any other per-
sonal property and the following addi-
tional descriptive information shall be
provided: make, model, type (standard,
silent, noiseless, portable, or electric),
carriage width, typeface, and serial
number.

§ 101-43.311-4 Excess personal prop-
erty on or within excess real prop-
erty.

Excess related personal property shall
be reported to GSA in accordance with
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Part 10147 of this chapter. Excess per-
sonal property, other than related per-
sonal property, which may be located on
or within excess real property, is gov-
erned by this Part 101-43. The fact of
location on excess real property shall be
noted on the report.

§ 10143.311-5 Property at
tions due to be discontinued.

installa-

Executive agencies that have instal-
lations which are due to be discontinued,
closed, or abandoned and at which there
will be excess personal property shall, un-
less inadvisable in the interest of na-
tional security, give advance notice of
such situations as early as possible by
letter to the appropriate GSA regional
office. In such cases, agencies shall
identify the installation to be discon-
tinued, and provide the scheduled date
for the removal of personnel from the
location, and the last date when the per-
sonal property will be needed. As soon
as possible after filing the advance notice,
the excess personal property shall be re-
ported in accordance with this § 101-43.-
311 to provide time for screening for Fed-
eral utilization and donation purposes.
Seventy-five days are usually required.

§ 101 43.312 Exceptions to reporting.

Unless otherwise directed by GSA, the
following excess property shall not be
reported:

(a) Perishables, defined for the pur-
poses of this section, as any foodstuffs
which are subject to spoilage or decay;

(b) Property dangerous to public
health and safety;

(¢) Scrap and/or salvage, provided the
property strictly conforms to the defini-
tions for scrap and/or salvage (§ 101-
43.4902-1) .

(d) Property determined by compe-
tent authority to be classified for reasons
of national security;

(e) Other items excepted from report-
ing as listed in § 101-43.4901;

(f) Otherwise reportable property
which, prior to reporting as required in
§ 101-43.311, is transferred directly be-
tween Federal agencies to fill a known
need; and

(g) Trading stamps.
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§ 101-43.313 Ttems requiring special
handling.
§ 101-43.313-1 Narcotics.

All excess narcotic drugs may be deter-
mined to be surplus by the holding agency
without reporting as excess, after such
agency has complied with the utilization
requirements of §§ 101-43.102 and 101-
43.309.

§ 10143.313-2 Printing, binding, and
blankbook equipment and supplies.

Excess machinery, equipment, ma-
terial, and supplies for printing, bind-
ing, and blankbook work should be re-
ported to the Public Printer for possible
transfer, as provided in section 3 of the
Act of July 19, 1919 (44 U.S.C. 59), prior
to reporting to GSA.

§ 101-43.313-3 Intangible property.

Excess intangible property shall be re-
ported to the General Services Adminis-
tration, Utilization and Disposal Service,
Washington, D.C. 20405, and shall not be
transferred or disposed of without prior
approval of GSA, except that bonds,
notes, or other securities authorized to
be disposed of by the Secretary of the
Treasury under section 5 of the Act of
April 3,1945 (31 U.S.C. 7T41a), shall not be
reported to GSA.

§ 101-43.313-4 Conditional gifis.

(a) Any agency receiving an offer of
a conditional gift (other than money or
intangible property) for a particular de-
fense purpose within the purview of the
Act of July 27, 1954 (50 U.S.C. 1151-
1156), shall notify the appropriate re-
gional office of GSA and shall submit a
recommendation as to acceptance or re-
jection of the gift.

(b) Prior to such notification, the re-
ceiving agency shall acknowledge receipt
of the offer and advise the donor of its
referral to a GSA regional office but
should not indicate acceptance or rejec-
tion of the gift on behalf of the United
States. A copy of the acknowledgment
shall accompany the notification and rec-
omendation to the regional office.

(¢) When the gift is determined to be
acceptable and it can be used in the form
in which offered, it will be transferred
without reimbursement to a Federal
agency designated by GSA for use for the
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particular purpose for which it was
donated.

(d) If the gift is one which GSA
determines shall be converted to money,
the funds, after conversion, will be de-
posited with the Treasury Department
for transfer to an appropriate account
which will best effectuate the intent of
the donor, as provided in Treasury De-
partment Circular No. 957, dated Febru-
ary 24, 1955.

(e) Such conditional gifts of property
will be accepted or rejected on behalf of
the United States or transferred to an
agency by GSA only after consultation
with the interested agencies.

(f) GSA will advise the donor and the
agencies concerned of the action taken
with respect to acceptance or rejection
of the conditional gift and of its final
disposition.

(g) The provisions in this § 101-43.-
313-4 are applicable only to the accept-
ance of gifts under the provisions of the
Act of July 27, 1954 (50 U.S.C. 1151-1156) .

§101-43.313-5 Electronic data proc-
essing equipment.

(a) This § 101-43.313-5 provides for:
(i) maximum utilization of Government-
owned personal property; and (i)
achievement of economic advantages
available to the Government through the
purchase and continued use of electronic
data processing (EDP) equipment previ-
ously leased by the Government. This
§ 101-43.313-5 prescribes requirements
for reporting Government-owned and
-leased equipment which is either excess
or available for exchange or sale pur-
suant to Parts 101-43 and 101-45, and
prescribes policy and procedures for
transfer of such EDP equipment for
further Federal use.

(1) The provisions of this §101-
43.313-5 are applicable to all electronic
data processing equipment capable of
performing those applications listed in
the Code Sheet for Applications, At-
tachment A of Bureau of the Budget
Circular No. A-55 (Revised) of Novem-
ber 15, 1963, when such equipment is
either Government-owned or -leased.
Included in this section is general pur-
pose commercial type equipment that is
a part of a weapons system or used in re-
search, development, test, and evalua-
tion, or classified programs. However,
specialized equipment designed for use
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exclusively in the foregoing systems or
programs is excluded.

(2) Government-wide policy for the
selection and acquisition of Automatic
Data Processing (ADP) equipment is
contained in Bureau of the Budget Cir-
cular No. A-54. Consistent with the
policy contained therein, executive agen-
cies shall acquire available Goverriment-
owned or -leased electronic data process~
ing equipment in lieu of purchase or lease
from sources outside of the Government
of new or used equipment where tech-
nically feasible and determined eco-
nomically advantageous to the Gov-
ernment.

(b) Reporting property by owning or
leasing agencies:

(1) Most agencies can predict planned
replacement dates a year or more in ad-
vance of replacement. Some maintain
centralized records of the status of all
owned and leased EDP equipment. Writ-
ten notice of planned replacements, by
letter or other means, will greatly assist
GSA in later efforts to obtain utilization
among other Government agencies for
this equipment. All advance notices sub-
mitted to GSA should contain as much
information as is considered essential to
determine effectively future utilization
potential. When the status of such
equipment changes, notification to this
effect should be submitted on a situa-
tional basis, or reports of the status of
all previously reported planned replace-
ments or new planned replacements may
be submitted quarterly.

(2) When an agency has determined
the release date for EDP equipment be-
ing replaced, or considered excess to its
needs, that fact shall be reported to GSA
on Standard Form 120, Report of Ex-
cess Personal Property. The report shall
be submitted at the earliest practicable
date and, in any event, no later than 120
days prior to the anticipated release date.
Specific reference to the advance notifi-
cation previously furnished to GSA shall
be made. The release date may be indi-
cated as tentative if necessary. When a
firm release date is established, or a pre-
viously reported firm release date is
changed, this fact shall be reported by
submission of a revised Standard Form
120. The basic Standard Form 120 re-
port, in original and three copies, shall
include the following:
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(1) A complete listing of each equip-
ment item identified by manufacturer’s
series and model number or other identi-
fication, as applicable, and a complete
listing of modifications and attachments
applied to each component. With each
component listed there shall be an indi-
cation as to whether it has been pur-
chased, leased, or leased with an option
to purchase. If leased with option to
purchase, and the option has not been
exercised, the time available in which
it may be exercised shall be reported.
Also, since the reporting agency is in the
best position to determine the acquisition

" cost to the Government at the time
leased equipment will be released, such
information shall be obtained from the
supplier and reported. In addition, for

each machine listed, the time in serv- -

ice and average down time per month for
a twelve month period immediately pre-
ceding the report shall be reported on an
attachment to the Standard Form 120.

(ii) An attachment that will indicate
applications for each machine utilizing
the application code contained in Attach-
ment A of BOB Circular A-55. If nocode
is determined to be applicable, then a
brief narrative statement of machine
applications should be included. In the
instance of a complete equipment con-
figuration, the report shall include in-
formation regarding power and air-
conditioning requirements. Also the
attachment shall include a listing of
compilers and other software packages
(such as executive routines), and a list-
ing of engineering drawings and mainte-
nance manuals available with the
equipment and indicate the availability

of maintenance, supplies, and spare
parts.
(iii) The notation “Exchange/Sale

Property” prominently displayed on the
face of the SF 120 in those instances
where the reporting agency is releasing
Government-owned equipment for the
purpose of replacement and plans to em-
ploy the exchange/sale provisions of
Parts 101-43 and 101-45.

(3) In consideration of the time fac-
tors involved, agencies, particularly large
ones, may elect to forego any canvass
of other internal EDP needs and to re-
quest that GSA perform this service si-
multaneously with its canvass of the
requirements of other agencies. In such
instances, GSA will direct its catalogs
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and bulletins to those addressee offices
within the reporting agency supplied by
the reporting agency. Any needs of.the
reporting agency will be given priority
over those of other agencies for a reason-
able period of time. This reasonable
period will be established by GSA in col-
laboration with the agencies involved.

(4) If, after submission of a Standard
Form 120, an agency determines that the
equipment will still be required and in-
tends to continue the use, continue the
lease, or exercise a purchase option and
retain said equipment, notification to
this effect shall be immediately submitted
to GSA on an appropriately noted SF 120
in order to prevent unnecessary expense
to other agencies in attempting to obtain
utilization of the property.

(¢) The Utilization and Disposal Serv-
ice, GSA, will circularize catalogs and
bulletins to all Federal agencies, includ-
ing the reporting agency, advising of the
availability of the equipment by transfer,
by purchase from the supplier at reduced
prices to be agreed upon by the requiring
agency and the supplier, or by exercise
of the purchase option contained in the
leasing agency’s contract. Price infor-
mation will be included in catalogs and
bulletins, when available, but final pric-
ing on Government-owned equipment
will normally be arrived at in accordance
with § 101-43.313-5(d).

(1) Catalogs will be released by GSA
for distribution on or before the fifteenth
day of the first month of each calendar
quarter, listing all equipment available
for transfer as of the last day of the pre-
ceding quarter. Bulletins will be issued
to update the most recent catalog pub-
lication.

(2) Executive agencies shall: (i) pro-
vide GSA with quantitative requirements
and/or distribution lists for catalogs and
bulletins; (ii) take steps to insure expe-
dited distribution of catalogs and bulle-
tins internally; and (iii) inform all ap-
propriate officials in the agency concern-
ing the use and applicability of the
catalogs and bulletins.

(d) In the case of Government-owned
equipment, transfers shall be governed
by the fair value reimbursement provi-
sions of § 101-43.315, which means that
in most instances transfers between
agencies will be without reimbursement
of fair value. However, when replace-
ment is involved, and the owning agency
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plans to employ the exchange/sale pro-
visions of Parts 101-43 and 101-45, and
so annotate the report, then reimburse-
ment will be required of the acquiring
agency In accordance with the criteria
set forth in § 101-43.205, except that re-
imbursement will be at least equal to the
trade-in value as stipulated in the Fed-
eral Supply Schedule contract, or other-
wise allowed by the supplier.

(e) The costs of care and handling of
owned or leased equipment prior to the
release date stated by the holding agency
on the SPF 120, including movement and
temporary storage, shall be borne by the
holding agency. Any costs directly in-
volved for temporary storage incurred
subsequent to the stated release date may
be billed to the acquiring agency pro-
vided that the date of original submis-
sion of the SF 120 to GSA was at least
120 calendar days in advance of the re-
lease date stated in that declaration.
The obligation rests with the acquiring
agency to make arrangements with the
holding agency whenever physical trans-
fer of the equipment to the acquiring
agency cannot be completed immediately
after the stated release date and tem-
porary storage by the holding agency is
therefore required. All other costs inci-
dent to transfer shall be borne in ac-
cordance with § 101-43.317-1.

(f) When an executive agency has
developed systems specifications, as re-
quired by BOB Circular A-54, and has
determined its equipment requirements,
it will sereen information catalogs and
bulletins furnished by GSA to determine
the availability of equipment or com-

" ponents to meet its specifications. Each
requiring agency shall acquire, where
economically and technically feasible,
tHe items offered through the circulariza-
tion media referred to in § 101-43.313-
5(c) in lieu of leasing or purchasing new
or used equipment from commercial
sources. In making its determination
pursuant to §101-43.313-5(a)(2) rela-
tive to the offered equipment, appropriate
consideration shall be given to opera-
tional suitability, installation time re-
quirements, budgetary implications, and
economic factors. In instances where no
suitable used equipment appears to be
available, study should be made to de-
termine the feasibility of modifying
available used items, or adding periph-
eral equipment, to meet specifications.
When the information listed in a GSA
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catalog or bulletin is not sufficient to
make a determination, further informa-
tion may be obtained by contacting the
holding agency or the GSA office set
forth in this §101—43.313-5. Since
planning for obtaining EDP equipment
considerably precedes actual procure-
ment, agencies are cautioned to screen
continuously the GSA catalogs and bul-
letins until a firm contract to purchase
or lease new equipment has been let.

(1) Agencles desiring to acquire owned
or leased equipment will submit a
Standard Form 122, Transfer Order Ex-
cess Personal Property, to GSA in an
original and three copies. (See § 101-
43.4906-1 for instructions for prepara-
tion of the SF' 122.)

(2) When an agency, after considera-
tion in accordance with this §101-
43.313-5({), has determined that ac-
quisition of the offered equipment, if it is
identical or substantially similar to
equipment required, is not in the best
interest of the Government, it shall place
in its official records a written statement
setting forth the basis for its decision.

(g) When a Standard Form 122 is re-
ceived in accordance with § 101-43.313-
5() (1), GSA will notify the releasing
agency. The following actions will then
be taken:

(1) The releasing agency shall notify
the supplier in writing of the intention
of the requiring agency to further utilize
the equipment when it is wholly owned
by the Government and a maintenance
agreement with the supplier is in effect,
when it is leased, or when it is leased
with option to purchase. This communi-
cation will indicate the name of the
requiring agency and will state that the
requiring agency will contact the sup-
plier. Copies of this correspondence will
be furnished the requiring agency and
GSA.

(2) When the requiring agency re-
celves a copy of the releasing agency’s
notice to the supplier, the requiring
agency shall contact the supplier to es-
tablish a firm purchase agreement, if
applicable, and/or support agreements.
Coples of key correspondence and agree-
ment documents shall be furnished GSA
and the releasing agency. In the in-
stance where equipment being acquired
is Government owned and maintained,
the requiring agency shall take the nec-
essary action to effect transfer as set
forthin § 101-43.315-5.
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(h) No executive agency shall ex-
change or sell electronic data processing
equipment under the exchange/sale pro-
visions of Parts 101-43 and 10145 of this
chapter until the items have been re-
ported and released in accordance with
the provisions of this § 101-43.313-5.

(1) Equipment reported in accordance
with § 101-43.313-5(b) (2), will remain
available for transfer until the release
date specified on the Standard Form 120
has been reached at which time it is
automatically released to the owning
agency for appropriate disposition.

(2) Reports prescribed by this § 101-
43.313-5 shall be addressed to General
Services Administration, Utilization and
Disposal Service, Office of Personal
Property, Utilization Division, Washing-
ton, D.C. 20405.

§ 101-43.313-6 Trading stamps.

Trading stamps are exempted from re-
porting to GSA as excess intangible per-
sonal property pursuant to § 101-43.312.
Executive agencies in a position to re-
ceive trading stamps should establish
such internal procedures for handling
trading stamps as will result in the least
administrative burden or cost. Such
procedures should provide for a minimum
of administrative and accounting con-
trols.

(a) Arrangements for redemption by
the lowest appropriate organizational
level should be made where redemption
of trading stamps by the procuring
agency is practical and in the best in-
terest of the Government.

(b) Arrangements for transfer, with-
out reimbursement or accountability, to
a nearby Federal hospital or similar in-
stitution operated, managed, or super-
vised b VA, DHEW, or DOD, should be
made where the procuring agency has no
need for trading stamps received, pro-
vided it has been ascertained that the
proposed recipient is prepared to receive
and utilize such trading stamps.

(¢) Other Federal agencies are en-
couraged to adopt these procedures.

§ 101-43.313-7 Atomic Energy Com-

mission-controlled materials.

Atomic Energy Commission-controlled
materials, defined in § 101-43.104, are
exempted from reporting to GSA as ex-
cess personal property. Transfers of
such materials shall be made in accord-
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ance with applicable regulations of the
AEC (see 10 CFR Parts 30, 40, and 70).

§ 101-43.314 Withdrawals and correc-
tions.

§ 101-43.314-1 Withdrawals,

Requests for withdrawals shall be ad-
dressed to the GSA regional office to
which the report of excess property was
forwarded. Disposition of property shall
not be made until after approval of with-
drawal is received from GSA except in
cases involving the physical transfer of
property for purposes of major disaster
relief. This will enable the GSA regional
offices to provide firm listings of excess
property and assure agencies that prop-
erty selected is available. It will pre-
clude the expense of inspection and
preparation of correspondence and
transfer documents on property to be
withdrawn and will assist in providing a
uniform and orderly program for the
utilization of excess property.

§ 101-43.314-2 Corrections.

Corrected reports of excess property
shall be submitted to the appropriate
GSA regional office for necessary action.

§ 101-43.315 Transfers of excess prop-
erty.

§ 10143.315-1 Agencies eligible.

Transfers of excess personal property
may be made among Federal agencies
(which include wholly owned Govern-
ment Corporations), to cost-reimburse-
ment type contractors, and to the Sen-
ate, the House of Representatives, the
Architect of the Capitol and any activi-
ties under his direction, mixed-owner-
ship Government corporations as defined
in the Government Corporation Control
Act (31 U.S.C. 841), the municipal gov-
ernment of the District of Columbia, or
non-Federal agencies for which GSA
procures, such as State forestry activities
engaged in forest fire control, or Soil
Conservation Districts.

§ 101-43.315-2
ability.

Information of avail-

There are several methods of obtain-
ing reliable information regarding the
availability of excess property Agencies
are encouraged to inspect or arrange for
inspection of excess property, prior to
placing an order, as a means of verifying
description and condition. GSA regional
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offices. will make such inspection, upon
request, to the extent of available man-
power resources.

(a) Personal contact with GSA or the
holding installation;

(b) Review of excess property catalogs
and bulletins circularized by GSA;

(¢) Submission of property require-
ments to the GSA regional offices, using
GSA Form 1539, Request for Excess Per-
sonal Property; see § 101-43.4905 for in-
structions about acquisition and use of
the form;

(d) Examination and inspection of re-
ports and samples of excess property as-
sembled for this purpose in GSA regional
offices.

§ 101-43.315-3 Fair value reimburse-

ment.

(a) All transfers of excess personal
property shall be without reimbursement
of fair value (the costs specified in
§ 101-43.317 will be chargeable to the
transferee agency), except that such re-
imbursement shall be required when:

(1) The property transferred was ac-
quired by the use of funds either not
appropriated from the general fund of
the Treasury or appropriated therefrom
but by law reimbursable from assessment,
tax, or other revenue or receipts and pay-
ment of fair value is requested. It is the
current policy of the executive branch of
the Government that transfers of work-
ing capital fund property shall be with-
out reimbursement.

(2) Either the transferor or the trans-
feree agency (or the organizational unit
affected) is a wholly owned or a mixed-
ownership Government Corporation as
defined in the Government Corporation
Control Act (31 U.S.C. 841), is the munic-
ipal government of the District of Co-
lumbia, or is a non-Federal agency when
the function of a Federal agency author-
ized to procure for it is transferred to the
General Services Administration. (See
§ 101-43.4905 for List of Government
Corporations.)

(3) Reimbursement
GSA.

(b) The fair value of excess property
transferred with reimbursement pursu-
ant to this § 43.315-3 shall be determined
by the holding agency in accordance with
the following formula:

is directed by

101-43,315—4(d)

Percentage
Fair of original or
value Explanation estimated
code acquisition
cost
AL New or unused personal 20
property falling in condi-
tion code designations N-1
and N-2 (see §101-
43.4902).
) : SR All other personal property. . 0

(c) Where application of the above
formula will not achieve the intended
purpose because of special circumstances
or the peculiar nature of the property,
the holding agency may use other criteria
for arriving at fair value if approved or
directed by GSA. Where circumstances
warrant, and the agencies concerned
agree thereto, fair value prices higher
than those arrived at by use of the for-
mula specified in this § 101-43.315-3 may
be used.

(d) Disagreement between agencies as
to the fair value shall be referred for
final determination to the Regional Ad-
ministrator, GSA, for the region in which
the property is located, or his designated
representative.

§ 101-43.315~-4 Transfer for redistri-
bution.

(a) Any organizational unit of GSA
authorized to perform redistribution
functions is authorized to make necessary
arrangements for the transfer to it for
redistribution of available excess prop-
erty in the custody of any Federal
agency.

(b) Items reported as excess and de-
termined by GSA to be suitable for re-
distribution within the Federal Govern-
ment may be taken into physical custody
by GSA and redistributed through an
authorized organizational unit or, when
notified, shall be retained by the holding
agency until such time as redistribution
is directed by GSA.

(c) Items which are identical to or
can be substituted for items listed in GSA
Stores Stock Catalog shall be supplied to
agencies through the stores program of
GSA at prices to be determined by GSA.

(d) To assure maximum redistribu-
tion of items available from excess, GSA
may require from time to time that all
orders for such items be forwarded to a
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GSA regional office until excess stocks
are exhausted.

§ 101-43.315-5 Procedure for effect-
ing transfers.

(a) All transfers of excess personal
property between Federal agencies shall
be accomplished by use of Standard Form
122, Transfer Order Excess Personal
Property (see §101-43.4906). Each
transferee agency shall forward the orig-
inal and three copies of SF 122 to the
appropriate GSA regional office (see
§ 101-43.4903) for approval. Such prior
approval need not be obtained where the
property involved in the given transac-
tionis:

(1) Reportable under § 101-43.311 but
has not yet been reported to GSA and
its total acquisition cost does not exceed
$1,000, and the owning agency’s regula-
tions relative to internal redistribution
have been satisfied; or

(2) Nonreportable under § 101-43.311
and has not been reserved at the holding
location for special screening by the ap-
propriate GSA regional office.

(3) An information copy of each di-
rect transfer order shall be furnished by
the transferee agency to the appropriate
GSA regional office within ten days from
the date of the order.

(b) Transfer order shall be completed
in accordance with the example (§ 101-
43.4906) .

(¢) When articles are offered for
transportation, the condition of the arti-
cles shall be shown on the bill of lading.
In order that the Federal Government
may obtain the most economical rates
for the movement of excess personal
property in other than new condition,
particular attention shall be given to the
use of the appropriate classification de-
scription as required by carriers’ tariffs.

(d) In approving transfer orders, GSA
will take into consideration national de-
fense requirements, emergency needs,
equitable distribution, transportation
costs, and other appropriate factors. If
there are no other compelling factors,
transfer order will be approved on a “first
come, first served” basis.

(e) A copy of each approved or dis-
approved transfer order will be returned
to the ordering agenoy by GSA regional
office with appropriate notation. Two
copies of approved orders will be ap-
propriately noted and transmitted by
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the GSA regional office to the holding
agency for transfer action. Any billing
by the holding agency shall be accom-
plished in accordance with § 101-43.317.

(£) (1) If the transfer order does not
contain complete shipping instructions,
the transferee agency is required to
transmit these to the holding activity
within 15 days after receipt of the trans-
fer order by the holding activity in the
case of domestic shipments, or 45 days
in the case of export shipments. The
holding activity will communicate fail-
ure to receive such shipping instructions
to the GSA regional office which ap-
proved the transfer.

(2) If the transfer order indicates
the property is to be picked up by the
transferee agency, this action must be ac-
complished within 20 days from the time
such agency is notified by the property
custodian that the shipment is ready.
The holding activity will communicate
with the GSA regional office concerning
the failure of the transferee agency to
pick up property within the allotted time.

(g) Whenever a transfer order covers
excess property which has deteriorated
materially below the reported conditfon,
the holding agency shall advise the GSA
regional office of its current condition.
The GSA regional office will so advise the
ordering agency. Shipment will not be
made until the ordering agency has ad-
vised the GSA regional office that the ex-
isting condition is acceptable, and the
GSA regional office has so advised the
holding agency.

(1) Holding activities will carry out
shipping instructions within 20 days
from receipt or make property available
for pickup promptly.

(2) If the holding activity is unable
to ship or deliver as required, the order-
ing activity must be advised of the rea-
son for delay and scheduled shipping
or delivery date.

§ 101-43.315-6 Report on
and description.

condition

Transferee Federal agencies are en-
couraged to advise the appropriate GSA
regional office of instances in which the
condition or description of excess items
they acquired was improperly reported
to them. This action shall not be taken
when the items involved were inspected
by the transferee agency.
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§ 101-43.316 Contractor inventory.

Subject to the limitations contained in
this Part 101-43, and Parts 101-44 and
101-45, any execufive agency may au-
thorize any of its contractors or their
subcontractors to retain or dispose of any
contractor inventory under such orders
as such agency may prescribe.

§ 101-43.316-1 Utilization.

(a) Each executive agency shall pro-
vide for use of contractor inventory
within such agency to the maximum ex-
tent feasible, prior to retention or dis-
posal by a contractor. In addition, each
executive agency shall comply with the
utilization requirements and procedures
in Part 101-43 with respect to the fol-
lowing types of contractor inventory:

(1) Typewriting machines; office fur-
niture, machines, equipment, and sup-
plies; motor vehicles and automotive
equipment; printing and binding equip-
ment; construction equipment (except
hand tools); and all items included in
the GSA Stores Stock Catalog.

(2) Types of property for which
known requirements exist either in the
contracting agency or other Federal
agencies. Contractors shall be kept cur-
rently advised by the contracting agency
of such types.

(3) Excess property, the quantity or
dollar amount of which is substantial, in
accordance with criteria established by
each agency, or as may be directed from
time to time by GSA.

(4) Atomic Energy Commission—con-
trolled materials.

(5) Narcotics.

(6) Intangible personal property.

(T) Strategic and critical materials.

(8) Such other types of property as
may, from time to time, be designated by
GSA.

(b) In the case of contractor-owned
contractor inventory, compliance with
the utilization requirements and pro-
cedures in Part 101-43 with respect to
the categories in § 101-43.316-1 should
ordinarily octur prior to the Govern-
ment’s exercising the applicable option
to take over such property. When util-
ization efforts disclose that an agency
will accept transfer of such property, the
appropriate agency shall take the neces-
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sary action to acquire title for the Gov-
ernment.

§ 101-43.317 Costs and proceeds.
§ 10143.317-1 Cost of care and han-

dling.

Each holding agency shall be responsi-
ble for and bear the costs of performing
care and handling of excess pending dis-
position. The direct costs incurred in-
cident to the transfer shall be borne by
the transferee agency. Overhead or ad-
ministrative costs or charges shall not be
included. Only costs incurred in the
actual packing, preparation for ship-
ment, and loading may be recovered by
the holding agency; and where such
costs are incurred, they shall be reim-
bursed by the transferee agency upon ap-
propriate billing, unless the holding
agency waives the amount involved as
being uneconomical or impracticable to
collect. For example, collection of
amounts of $15 or less where a transac-
tion is otherwise without exchange of
funds would appear uneconomical.

§101-43.317-2  Proceeds.

In those cases where reimbursement
for fair value is to be made, the fair value
proceeds shall be deposited in the Treas-
ury to miscellaneous receipts or the ap-
propriate agency account by the trans-
feree agency with a copy of the deposit
action furnished the agency determining
the property to be excess.

§ 101-43.318 Determination of excess
as surplus.

§ 101-43.318-1 Reportable property.

Excess property reported to GSA, and
not transferred to other agencies, shall
be deemed surplus only when released by
the Administrator of General Services.
Property so reported will be released for
disposal as surplus at the earliest possible
time consistent with utilization objec-
tives.

§ 101-43.318-2 Nonreportable
erty.

Executive agencies having property
not required to be reported shall, after
screening for a reasonable time in ac-
cordance with § 101-43.306 and finding
no need for such property, determine it
to be surplus.

prop-
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§ 101-43.318-3 Donation and sale of
surplus property.

Property determined to be surplus in
accordance with § 101-43.318 shall not be
offered for sale until a period of 15 cal-
endar days has been afforded for dona-
tion program screening, in accordance
with Part 101-44.
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§ 101—43.319 Performance reports.

A quarterly performance report of the
utilization of excess property shall be
submitted to GSA on Standard Form 121,
Revised, Quarterly Report of Utilization
and Disposal of Excess and Surplus Per-
sonal Property (§ 101-43.4907) .
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Subpart 101-43.4—Utilization of
Abandoned and Forfeited Personal
Property

§ 101-43.400 Scope of subpart.

This Subpart 101-43.4 prescribes the
policies and methods for the utilization
and transfer within the Government of
abandoned and forfeited personal prop-
erty which may come into the custody or
control of any Federal agency in the
United States, Puerto Rico, and the Vir-
gin Islands. Such property located else-
where shall be utilized and transferred
in accordance with the regulations of the
agency having custody thereof.

§ 101-43.401 Definitions.

As used in this Subpart 101-43.4, the
following terms have the meanings set
forth in this § 101-43.401.

(a) “Distilled spirits”: Ethyl alcohol,
hydrated oxide of ethyl, spirits of wine,
whiskey, rum, brandy, gin, and other
distilled spirits, including all dilutions
and mixtures thereof.

(b) “Forfeited”: Forfeitures, whether
by summary process or by order of a
court of competent jurisdiction pursuant
to any law of the United States.

(¢) ‘““Malt beverage’”: A beverage made
by the alcoholic fermentation of an in-
fusion or decoction, or combination of
both, in potable brewing water, of malted
barley with hops, or their parts. or their
products, and with or without other
malted cereals, other carbohydrates or
products prepared therefrom, and with
or without the addition of carbon di-
oxide, and with or without other vhole-
some products suitable for human food
consumption.

(d) “Property”: All personal property,
including but not limited to vessels, ve-
hicles, aircraft, and alcoholic beverages.

(e) “Regional Administrator”: Gen-
eral Services Administration, Region 3,

Regional Administrator, Washington,
D.C. 20407.
(f) “Wine”: (1) Wine as defined in

Sections 5381 and 5385 of the Internal
Revenue Code of 1954 (26 U.S.C. 5381,
5385), as now in force or hereafter
amended, and (2) other alcoholic bever-
ages not so deflned, but made in the
manner of wine, including sparkling and
carbonated wine, wine made from con-
densed grape must, wine made from

101-43,404

other agricultural products than the
juice of sound, ripe grapes, imitation
wine, compounds sold as wine, vermouth,
cider, perry, and sake; in each instance
only if containing not less than 7 per
centum and not more than 24 per centum
of alcohol by volume, and if for non-
industrial use.

§101-43.402 Sources of property avail-
able for utilization.

Property available for utilization un-
der this Subpart 101-43.4 may result from
property which has been abandoned to
any Federal agency, in such a manner
as to vest title to the property in the
United States, and property which has
been seized by an authorized agency of
the Government and forfeited.

§ 101-43.403 Custody of property.

GSA generally will not take possession
of property that is forfeited or aban-
doned. Holding agencies shall retain
custody of and be responsible for the
property until it is delivered or shipped
to a duly authorized receiving Federal
agency, or otherwise disposed of after
release by the Regional Administrator.

(a) In the case of forfeiture of any
firearms subject to disposal under the
Internal Revenue Code of 1954, GSA will
take custody of such firearms, or direct
the disposition thereof (including re-
tention for official use by the Treasury
Department at the written request of the
Secretary of the Treasury or his dele-
gate), upon receipt of the report thereon
required pursuant to § 101-43.4086.

(b) GSA will take possession of for-
feited or abandoned property it acquires
for redistribution.

§ 101-43.404 Cost of care and handling.

Each holding agency shall be respon-
sible for performing care and handling
of abandoned and forfeited personal
property pending disposition. If cost of
storage, towing, care, handling, or trans-
portation of property has been paid hy
the Federal agency which has custody
thereof, any subsequent transferee
agency should be advised as to such costs
in advance of transfer; and such trans-
feree agency shall reimburse the hold-
ing agency therefor upon appropriate
billing, unless, because of the amount in-
volved, the holding agency finds this un-
economical or impractical.
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§ 101-43.405 Status of property as-
signed or transferred.

Any property delivered for official use
under this part shall thereupon other-
wise lose its identity as abandoned or
forfeited property and, when no longer
required for official use, shall be reported
as excess in accordance with § 101-43.311.

§ 101-43.406 Reporting abandoned and
forfeited personal property.

Federal agencies shall report promptly
to the Regional Administrator, aban-
doned and forfeited property that comes
into their custody and is not covered by
the exceptions and modifications of this
§ 101-43.406, unless otherwise directed
by GSA. Such property shall be reported
as directed herein.

(a) Reports shall contain the follow-
ing information:

(1) Name of the reporting Federal
agency;

(2) Whether property was (i) volun-
tarily abandoned; (ii) forfeited other-
wise than by court decree; or (iii) sub-
ject of a court proceeding, and, if so, the
place and judicial district of court from
which decree will be issued;

(3) Present official custodian of prop-
erty, and address where property is lo-
cated;

(4) Destription and condition of prop-
erty in sufficient detail to enable a deci-
sion to be made regarding its desirability
and utility;

(5) Fair-market value of property as
appraised by holding agency;

(6) Existence or probability of lien or
claim of lien and amount involved;

(7) Charges incurred for hauling,
transporting, towing, and storage to date
of report and rate of storage charged;

(8) If the property is a motor vehicle:
Type, make, model or year, body, color,
capacity, speedometer reading, number
of wheels, extra equipment, motor num-
ber, nature and probable cost of repairs
necessary to put in serviceable condition,
and condition of tires;

(9) If the property is a vessel or an
aircraft: Type, manufacturer or builder,
identifying official name or number, age,
and description; and

(10) If the property is alcoholic bev-
erages: Qualities and kinds (whether
ethyl alcohol or hydrated oxide of ethyl;
rye or bourbon or other whiskey and its
brand, if any; sparkling or still wine and
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its color or brand; cordial, brandy, gin,
etc.); proof rating and other qualities
shown by test, number, and size of con-
tainers; condition (whether fit for
human consumption, scientific, or me-
chanical purposes) and basis therefor;
and condition for shipping.

(b) The following forfeited and aban-
doned property need not be reported:

(1) Forfeited arms or munitions of
war condemned and handled pursuant
to the provisions of section 1 of Title VI
of the Act of June 15, 1917, as amended
(22 US.C. 401);

(2) Forfeited firearms which are trans-
ferable by the holding agency to the
Secretary of Defense;

(3) Abandoned, condemned, or for-
feited tobacco, snuff, cigars, or cigarettes
which the holding agency estimates will
not, if offered for sale by competitive bid,
bring a price equal to the internal reve-
nue tax due and payable thereon; and
which is subject to destruction, or de-
livery without payment of any tax, to
any hospital maintained by the United
States for the use of present or former
members of the military or naval forces
of the United States;

(4) Scrap;

(5) Salvage;

(6) Animals;

(7) Any item or group of similar items,
other than distilled spirits, wine, or malt
beverages, or forfeited firearms, when
such items are at any one location, and
have a value of less than $100;

(8) Money and valuable securities;

(9) Perishable commodities and items
prohibited by law from sale to the pub-
lic, including, but not limited to, indecent
or obscene articles;

(10) Property dangerous to public
health or safety;

(11) Property not the subject of a
court proceeding desired to be retained
by the holding agency for official use;

(12) Property determined by compe-
tent authority to be classified for rea-
sons of national security and otherwise
handled in accordance with applicable
provisions of law;

(13) Forfeited distilled spirits (includ-
ing alcohol), wine, and malt beverages
not fit for human consumption, or scien-
tific or mechanical purposes. Domestic
distilled spirits (other than alcohol),
wine, and malt beverages not produced
at a registered distillery, winery, or
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brewery will be regarded as not fit for
human consumption.

(14) Odd lots of distilled spirits con-
sisting of any one seizure of less than
five wine gallons, except that distilled
spirits (other than alcohol) of any one
kind and brand in excess of one wine gal-
lon shall be reported;

(15) Effects of deserters from the
Coast Guard or the military services, or
of deceased persons of the Coast Guard
or military services, or of deceased in-
mates of naval or soldiers’ home of Gov-
ernment hospitals;

(16) Seeds, plants, or misbranded
packages seized by the Department of
Agriculture pursuant to authorities pro-
vided by law;

(17) Game and equipment (other
than vessels, including cargo) seized by
the Department of the Interior pursuant
to authorities provided by law;

(18) Files of papers, dead letters, un-
claimed printed matter, and nonmailable
matter in the custody of the Postmaster
General;

(19) Infringing articles in the cus-
tody of the Patent Office, Department of
Commerce; and

(20) Motor vehicles which qualify for
replacement under replacement stand-
ards provided in Part 101-38.

(¢) The general rule for reporting
abandoned and forfeited property is
modified, hereby, with respect to the fol-
lowing:

(1) Narcotics, regardless of quantity,
condition, or acquisition cost, shall be
reported to the Bureau of Narcotics, De-
partment of the Treasury, Washington,
D.C. 20220.

(2) Vessels of 1,500 gross tons or more
shall be reported to the Secretary of
Commerce.

(3) Property, seized by one Federal
agency, but adopted by another for
prosecution under laws enforced by the
adopting Federal agency shall be re-
ported by the adopting agency to the
extent and in the manner required by
this section.

§ 101-43.407 Information of availabil-
ity.

Property reported under § 101-43.406
and not required for assignment to the
seizing agency will be made available by
GSA to other Federal agencies by dis-
semination of information with respect

101~43, 408—2 (a)

to such property, in the following man-
ner: )

(a) Copies of reports submitted pur-
suant to § 101-43.406 will be made avail-
able for examination by authorized rep-
resentatives of Federal agencies in the
offices of the Regional Administrator.

(b) Notification by personal contact
with Federal agencies believed to have an
official use for the property.

(¢) By circularization of lists of items
believed to have special value or signifi-
cance, to appropriate Federal agencies.

§ 101-43.408 Transfer of abandoned
and forfeited personal property.

Except as to forfeited firearms sub-
ject to disposal under the Internal Reve-
nue Code of 1954, the transfer of for-
feited and abandoned personal property
shall be accomplished by the submission
of purchase orders to the Regional Ad-
ministrator, for approval. Transfers of
such forfeited firearms shall be accom-
plished as set forth in § 101-43.408-2.

§ 101-43.408-1 Transfer official

use to seizing agency.

The request for retention of property
subject to court proceeding by a seiz-
ing agency for official use may be made
by endorsing on the report at the time of
submission or by subsequent memoran-
dum to the Regional Administrator.
Transfer of the property will be accom-
plished by the issuance by GSA of a suit-
able document authorizing the acquiring
agency to take title on behalf cf the
Government.

§ 101-43.408-2 Transfers to other Fed-

eral agencies.

(a) Except for property which is sub-
ject to court action, purchase orders shall
be submitted in an original and three
copies, indicating the agency having
the custody of the property as sup-
plier, and showing, where such informa-
tion is available, the report or case num-
ber on which the property is listed, the
property required, location of the prop-
erty, and the fair unit price and total
amount. Purchase orders generally will
be approved on a “first come, first
served” basis, but other factors such as,
but not limited to, urgency of need and
transportation costs will be taken into
consideration. When the purchase or-
der is approved by GSA, a transfer docu-

for
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ment will be issued authorizing the
agency to take title to the property for
the Government.

(b) Property subject to court action
may be obtained by the submission, to
the Regional Administrator, of a memo-
randum setting forth the need for the
property by the agency. If proceedings
are being, or have been, commenced for
the forfeiture of the property by court
decree, application will be made by GSA
to the court prior to entry of a decree for
an order requiring delivery of the prop-
erty to an appropriate recipient.

(¢) Transfers of forfeited distilled
spirits, wine, and malt beverages shall be
limited to those for medicinal, scientific,
or mechanical purposes, or for any other
official purposes for which appropriated
funds may be expended by a Government
agency. Purchase orders for transfers
shall be signed by the head of the re-
questing agency, or by officials desig-
nated by him to sign. Where these offi-
cials are designated to sign, the Regional
Administrator, shall be advised of de-
signees by letter over the signature of
the head of the agency concerned. No
purchase order will be acted upon unless
signed as provided herein.

(d) Requests for the transfer of for-
feited firearms subject to disposal under
the Internal Revenue Code of 1954 shall
be submitted in memorandum form ad-
dressed to the Regional Administrator,
GSA. Such memorandum shall set
forth the need for the property by the
requesting agency.

§ 101-43.408-3

ment.

Transfers - reimburse-

Except in the case of forfeited firearms
subject to disposal under the Internal
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Revenue Code of 1954, reimbursement for
transfers of forfeited property to other
Federal agencies shall be in accordance
with § 101-43.315. Reimbursement shall
be required in connection with transfers
of abandoned property. Transfers of
forfeited firearms subject to disposal
under the Internal Revenue Code of 1954
shall be without reimbursement.

§ 101-43.409 Proceeds.

§ 101-43.409-1 Billing.

Each holding agency shall be respon-
sible for billing and collecting the fair
value of property transferred to other
agencies when reimbursement is re-
quired. See § 101-43.404 relating to the
cost of care and handling.

§ 101-43.409-2 Disposition of proceeds.

(a) Reimbursement from the transfer
of forfeited property shall be deposited
by the transferor agency in the Treasury
of the United States as miscellaneous
receipts.

(b) Reimbursement from the transfer
of abandoned property shall be deposited
in a special fund for a period of at least
three years. A former owner may be
reimbursed from the special fund, based
upon a proper claim filed within three
years from the date of vesting of title in
the United States as determined by the
head of the transferor agency. Such
reimbursement shall not exceed fair
value at the time title was vested in the
United States, less the costs incident to
the care and handling of such property
as determined by the head of the agency
concerned.
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Subparts 101-43.5—101-43.48
[Reserved]

SUBPART 101-43.49 ILLUSTRATIONS

101=43, 4900

Subpart 101-43.49—Illlustrations
§ 101-43.4900 Scope of subpart.

This subpart prescribes lists and forms
applicable in connection with the utili-
zation of personal property.
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SUBPART 101-43,49 ILLUSTRATIONS
101-43,4901
§ 101-43.4901 Excess personal property reporting requirements.
F8C commodity Reportable requirements
Not
report- { Report- { Acquisi-
able to | able to | tion cost | Report in con-
Code | Group classification title Classes GSA GSA mini- dition codes or
mum tter
line itern
value
10 | Weapons
11 | Atomic ordnance_ __....__ Al
12 | Fire control equipment_ ._
13 | Ammunition and explo-
sives,
14 | Guided missiles....__.____
16 | Aircraft and airframe | All except.._._.
structural components. 1510 fixed wing_ E4, 04, R4.
1520 rotary wing, in- |...______. S 500 | N4, E4, 04, R4,
cluding helicopters.
16 | Aircraft components and ! b ST (RS EUPU
accessories. 1670 parachutes. . X 500 Ngf E4, 04, R4,
17 | Alreraft launching, land- | AN _______.____.___ b S (R P,
ing, and ground han-
dling equipment.
19 | Ships, small craft, pon- | All except.__._... b S 500 | N3, E3, 03, R2,
toons, and ﬂ'oating Combat wvessels and | x._ ... .| oo ... fecceoaool
docks. vessels over 1500 tons,
1945 pontoons and float-
ing docks.
1950 floating drydocks...
20 | Ship and marine equip- | All__.
ment.
22 | Railway equipment______ i N3, E3, 03, R2.
car accessories and
components.
23 | Motor vehicles, trailers, | Allexeept. ... ... - N4, E4, 04, R4.
and cycles. Armored and amphib-
ious in class 2320,
2340 motorcycles, motor N3, E3, 03, R2.
scooters, and bicycles.
2350 tanks and self- | x .. __.f . ______ [ ...
propelled weapons.
24 | Tractors_ ... Allexcept .. ..o..____ 500 | N4, E4, 04, R4.
Cab, body and frame
structural components
and springs in classes
2410 and 2420.
2430 tractors, track lay- | x._._____|..._._____ |
ing, high speed.
25 | Vehicular equipment | O b UV S SR
components.
26 | Tiresand tubes..__.______ All except
2610 tires and tubes, 300 | N2.
pneurnatic, except air-
) craft.
28 | Engines, turbines, and | All except
components. 2805 gasoline recipro- 300 | N3, E2, O2.
cating engines, except
aircraft and com-
ponents.
2815 diesel engines and |._.....__. b SO, 300 | N3, E2, 02.
components.
29 | Engine accessories___.____ 1
30 | Mechanical power trans-
missfon equipment.
31 | Bearings.__. -
32 | Woodworki N3, E3, 03 R2.
and equipment.
34 | Metalworking machinery. | All._._.....____.._...... 500

N3, E3, 03, R2.
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F8C commodity

Reportable requirements

Not
report- | Report- | Acquisi-
. ableto | ableto |tioncost | Report in con-
Code | Group classification title Classes GSA GsA mini- dition codes or
mum better
line item
value
35 | Service and trade equip- | AN. ... | | SUR, 300 | N3, E3, 03, R2.
ment.
36 | Special industry ma- | All except 300 | N3, E3, 03, R2.
chinery. 3695 mlsoellaneous spe-
cial industry ma-
chinery.
37 | Agricultural machinery | Al ... .. ... N3, E3, 03, R2.
and equipment.
38 | Construction, mining, ex- [ All except... N3, E3, 03, R2.
cavating, and highway 3835 petrol
maintenanceequipment. tion and distribution
equipment.
3805 earth moving and |.__.__..__ b S 500 | N4, E4, 04, R4.
excavating equipment.
3810 cranes and crame- {.__.._._.. b S 500 | N4, E4, 04, R4.
shovels.
3815 crane and crane- |.._....__. b SRR 500 | N3, E3, 03, R2.
shovel attachments.
3820 mining,rock drilling, |......._.. ) S 500 | N3, E3, 03, R2,
earth boring, and re-
lated equipment.
3825 road clearing and |_______... b SURRIN 500 | N4, E4, 04, R4,
cleaning equipment.
3830 truck and tractor |..._.__... b SR 500 | N3, E3, 03, R2.
attachments.
3895 miscellaneous con- |.__._._____ b SN 500 | N4, E4, 04, R4,
struction equipment.
39 | Materials handlingequip- | All exce ;l) .................... 300 | N3, E3, 03, R2.
ment. 3940 blocks, tackle, rig-
ging, and’ slings.
40 R%pe, cable, chain, and | Al ... b SR 300 [ N3, E3, 03, R2.
ttings.
41 | Refrigerationandaircon- | Al ... b S 300 | N3, E3. 03, R2.
ditioning equipment.
42 | Fire fighting, rescue, and | All except 300 | N3, E3, 03, R2.
safety equipment. 4220 marine lifesaving
and diving equipment.
4230 decontaminating | x_. . __..|eceoiio|amiaaaaos
and impregnating
equipment.
43 | Pumpsand compressors...| All 500 | N3, E3, 03, R2,
44 | Furnace, steain plant, 500 \ra E3, 03.
and drying equipment. 4420 heat exchangers and
steam condensers.
4440 driers, dehydrators, { X |ccoiooioifeeaaanas
and anhydrators.
45 | Plumbing, heating, and - 300 | N3, E3, 03, R2.
sanitation equipment.
46 | Water purification and | AHR____ 500 | N3, E3, 03, R2,
sewage treatment equip-
ment.
47 Pige, tubing, hose, and | AN ...l .. Xemoonnes 300 | N3, E3, 03, R2.
ttings.
48 N3, E2.
49 | Maintenance and repair R
shop equipment. 4910 motor vehicle main- |_ N3, E3, 03, R2.
tenance and repair
shop specialized equip-
ment.
4930 lubrication and {...___..__. Kemcommnn 300 | N3, E3, 03, R2.
fuel dispensing equip-
ment.
4940 miscellaneous main- |..._._._.. b S, 300 | N3, E3, 03, R2.
tenance and repair
shop specialized equip-
ment.
51 300 | N3, E3, 03, R2.
52 - 300 | N3, E3, 03,R2.
53 | Hardware and abrasives... Al 300 | N3.
54 | Prefabricated structures | Allexcept 500 | N3, E3, 03.
and scaffolding. 5420 brldgcs, fixed and

47-662 0—BF——18

floating.
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FS8C commodity

Code

Group classification title

Classes

Not
report-
able to

GSA

Report-

Reportable requirements

Acquisi-
tion cost
mini-
mum
line jtem
value

Report in con-
dition codes or
better

&9

62

a8

6

B

Lumber, millwork, ply-
wood, ‘and veneer.

Construction and ‘build-
ing materials

Communication equip-
ment.

Electrical and electronje
equipment comp

All

All except.

Sand, gravel, and stone
in class 5610.

Allexcept

Na3.
Na.

g 8

5805 teleph and tele-

graph equipment.
5815 teletype and fac-
sirile equipment.
5820 radio and television
communication equip-
ment, except airborne.
intercommunica-
tion and public ad-
dress systems, except
afrborne.
5835 sound recording
and reproducing

Electric wire, and power
and d!stributlon equip-

nghtlng fixtures and
lamps.

Alarm and signal systems_

Medical, dental, and vet-
erlnary equipment and
supplies.

Instruments and labora-
tory equipment.

Photographicequipment..

microphones and

3| ers,
5975 electrical hardware
1 and supplies.

All except..........
6210 indoor and outdoor
electric lighting fix-

tures.
6220 electric vehicular
lights and fixtures
6260 nonelectrical Ught-
" ing fixtures.

N3, E3, 03, R2.
N3, E3, 03, R2.
N3, E3, 03, R2.

N3, E3, 03, R2.

N3, E3, 03, R2.

N3, E3, 03, R2.

N3, E3, 03, R2.
N3, E3, 03, R2.

Ns.

A
Allexcept.........

8505 drugs, biologleals,
and official reagents.
8510 surgical dressing
m&t.eri
All exce,
6605 navlgatlonal instru-

8610 ﬂight instruments.__
6615 automatic pilot
mechanisms and air-
borne gyro compo-

nents.
6620 engine instr

N3, E3, 03, R2.

N1
N3, E3, 03, R2,

6655 geophysical and
astronomical instru-

ments.

6665 hazard-detecting
instruments and ap-

paratus.

6680 liquid and gas flow,
liguid level, and me-
chanical motion meas-
unns instruments

All except ... ... ..

Outdaud film in class

6750,

6770 (i, processed... .

N3, E3, 03, R2.
4.
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F8C commodity Reportable requirements
Not
report- | Report- | Acquisi-
ableto | ableto |tion cost | Report in con-
Code | Group classification title Classes GSA GSA mini- dition codes or
mum better
line item
value
68 | Chemicals and chemical N3.
products.
69 Tramlngandsand devices_| All
71 | Furniture_.._____...__.___ N3, E3, 03, R2.
N4, E4, 04, R4.
72 { Household and commer- N3, E3, 03, R2.
cial furnishings and ap-
pliances.
73 | Food preparation and N3, E3, 03, R2.
serving equipment.
74 | Office machines__.____.__. N3, E3, 03, R2.
75 | Office supplies.....__..._. N3.
76 | Books, maps, and other p
publications. 7610h lbooks and pam-.._|._____.___ b S 500 | N2, E2, 02.
phlets.
77 | Musicalinstruments,pho-| Al ____________._.____._ .| _.____._. b SUR 300 | N3, E3, 03, R2,
nographs, and home
type radios.
78 Recreatwnal ‘and athletie | Al....o._o.oooooooooo.fo._ 100 | N3, E3, 03, R2.
equipment.
79 | Cleaning equipment and | Allexcept....... 300 | N3, E3, 03, R2.
supplies. 7930 cleaning an - 300 | N3.
ingcompounds and prep-
parations,
80 | Brushes, paints, sealers, | GO S ) SO 300 | N3.
and adhesives.
81 | Containers, packaging, | All except. E3, 03, R2.
and packing supplies. 8125 bottles and jars
8130 reels and spools_.___
8140 ammunition boxes,
packages, and special
containers.
83 | Textiles, leather, and P! .
furs. 8305 textile fabrics. E3, 03, R2.
8340 tents and tar- E3, 03, R2,
paulins,
8325 fur materials_....._.
8345 flags and pennants
84 | Clothing and individual { Allexcept....cco - _.... - E3, 03, R2.
equipment,. 8455 badges and insignia.
Leggings, military head-
gear, navy jacket
umpers, and pistol
1ts (in other classes).
85 | Toiletries. .........___.... All_________..
87 | Agricultural supplies. All__
88 | Live animals__..... All.....___
89 | Subsistence_.............. All except
8965 bevemges alcoholic.
91 | Fuels, lubricants, oils, | Allexcept.._......________
and waxes. Oilstripped from vessels
in class 9140.
93 | Nonmetallic fabricated N3.
materials.
94 | Nonmetallic crude ma-
terials.
95 | Metal bars, sheets, and N4,
shapes.
96 | Ores, minerals, and their
primary products
99 | Miscellaneous.............

N2.
N3, E3, 03, R2.
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§ 101-43.4902 Standard Form 120, Report of Excess Personal Property.

(L7 - S

STAMOARD FORM 120 REV. 1. REPORT . 2. DATE MAILED
APRIL 957 REPORT OF NO. 2 TOTAL COST
PRESCRIBED BY EXCESS PERSONAL H :
FPaR (41 CFR 1O1)
101-43.311 PROPERTY
aTm (Qutemon o] lo. onomnm © PARRALWD {Alne chack “e” and/or T~ . OvERSEAS
Of erort o B e e b, CORRECTED 4. TOTAL WD # cppropriete) 1) CONTRACTORS INV
K TO (Nome ond Addrem of AQeacy 10 which report & mode] THED & APFROP. OR FUND TO B REIMIIISED (¥ ony)
2. FROM (Nome ond Addrem of fuporting Agency) 4. REPOKT APPROVED 8Y (Name ond Title}
¥, FOR FURTHER INFORMATION CONTACT (17, Addrew and Telephome Ne.] 0. AGENCY APPROVAL (I opplicoble)
T1.7$END PURCHASE ORDERS OR DISPOSAL (NSTRUCTIONS 7O (Title, Addrem ond Telephors No.) 12. G3A CONTEOL NO.
13, FSC GEOUP | 14. LOCATION OF PROPERTY (K Jocation s 10 be obandoned pive dose] 15 FEM/EEGD |14 AGENGY CONTROL MO, | 17. SURPLUS RELEASE
NO, Y65 | ™o DATE
18. EXCESS PROPERTY UIST NUMBER ACQUISITION COST EAIR
COND.| UNIT
[y OESCRIPTION OF UNITS [ pen uear Tom VAE
{0} ® [} ] {o} U] 9 L]

STANOARD FORM 120 REY. (Use Stondord Form 120A for Continuation Sheets) frus Lchnd
APER 19 EDTION
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§ 101-43.4902-1 Instructions for preparing Standard Form 120.

() Page 1 of Instructicns for Preparing Standard Ferm 120
GENERAL

Standard Form No, 120 and, when continuation sheets are necessary,
Standard Form 120a shall be used to report excess personal property in
aecordance with section 43,311 of this chapter and to make amendment or
withdrawal of prior reports.

Each report shall be confined to property at one location and one
commodity group, as defined in item 13 of the detailed instructions below,
No combination of typewriters, contractor inventory, reimbursable property,
and nonreimbursable property shall be included on the same report; each
shall be the subject of separate reports, For the last three mentioned,
gseparate reports also shall be submitted for each cormodity group,

Legal restrictions (including patent) on the power of the holding
agency ultimately to dispose of property being reported excess shall be
fully explained in the listing of such items,.

Reports shall be submitted in 4 copies,
DETAILED

Page 1 of , Enter the total number of pages of the report in space
provided in the top margin,

1. Report Number, Enter the serial number of the report and any
other identifying mumber or symbol required by the reporting agency, If
the report is a correction or withdrawal (complete or partial) of a prior
report, the original report number shall be entered, followed by the let~
ter (as, (v), or (c), etc., to identify the number of successive correct-
ing or withdrawing reports,

2, Date Mailed, Enter the date the report is mailed (not date on
which prepared).

3. Total Cost,

a, For original reports of excess (see La below), enter the
total of all amounts shown in colum 18(g) for all pages
of the report,

be For correcting reports (see Lb below), enter an amount
in this block only if the corresponding amount shown in
block 3 of the original report was incorreatly reported,
and irmediately thereunder the word “corrected”,
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(b) .Page 2 of Instructions for Preparing Standard Form 120

¢e For partial withdrawal reports (see lic below), enter the
total of all amounts shown in column 18(g) of the with-
drawing report and immediately thereunder the word "with-
drawn®, ’

he Type of Report. Indicate the type of report by entering an (X)
in the appropriate box, For all reports where an (X) is entered in box kb,
Le, or Ld, show the number of the original report in block 1, followed by
the letter a, b, c, etc,, as appropriate,

a, Original, An original report shall be made to report an
initial quantity of an item or items as excess,

When additional quantities of the same items are to be
reported as excess, at a later date, a new original
report for the additional items shall be submitted,

b, Corrected, If it is necessary to correct an original
report previously submitted, in all cases, complete .
blocks 1, 2, L4, 5, and 7 on the corrected SF-120, Com-
plete the remaining blocks and columns on the form only
to the extent necessary to show the correction, For
example, if information in block 9 on the original report
is the only item that needs correction, complete only
block 9 (in addition to the 5 identification blocks men-
tioned above) on the correcting report, Similarly, for
corrections in colums 18(a) through 18(g), enter the
item number in column (a) of the item on the original
report that requires correction and complete columns
b through h only to the extent necessary to show the
correction,

ce Partial Withdrawal, If the report is to withdraw a part
of the excess previously reported on an original report,
complete blocks 1, 2, 3, L, 5, and 7, The line items or
portions of line items withdrawn must be identified in
columns 18(a), (b), (c), (d), (£), and (h) as they appeared
on the original report., The number of units withdrawn must
be shown in 18 (e) and the acquisition cost applicable to
these items to be withdrawn muist be shown in 18(g),

d, Total Withdrawals, If the report withdraws all items on an
original report, complete blocks 1, 2, 3, L, 5, and 7 only.

e, Overseas and Contractor Inventory, Check either or both
blocks if applicable.

5. To. Enter name and address of the executive agency and office to
which the report is to be made, If the report is required to be submitted
through an agency control office, the name and address of that office shall
be shown after the word "Thru",
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(c) Page 3 of Instructions for Preparing Standard Form 120

6. Approp. or Fund to be Reimbursed., Whenever the net proceeds resulting
from the transfer or disposition of property are to be used to reimburse a re-
imbursable fund, appropriation, or a Govermment corporation, enter the symbol
and title of the fund, appropriation or the name and address of the Government
corporation which is to receive the proceeds. HNo entry shall be made in this
block if the net proceeds are to be deposited in the Treasury as miscellaneous
recelpts.

7. From, Enter the name and address of the Federal agency or depart-
ment and burean, office, or other subdivision making the report.

8. Report Approved By. Type the name and title of the person author-
ized to approve the report by signature on the original copy.

9. For Further Information Contact. Enter title, eddress, and
telephone nmumber of the person who may be contacted for further information
about the property.

10, Agency Approval., Where responsibility for approval in an agency
is vested in an activity other than the reporting office, the signature of
the person suthorired to approve shall be shown on the original.

1l. BSend Purchase Orders Or Disposal Instructions To. Enter title,
sddress, and telephone number of the person, or office, to whom purchase
orders or disposal instructions are to be sent.

12, GSA Control FNo., HNot' to be used by reporting activity.

13, FSC Group No, Enter one of the following Federal Supply Classi-
fication Group Kumbers to which the property being reported belongs. (In
cases of uncertainty as to the correct category in which to report certain
items, the reporting office shall make the determination using its best
Judgment and such information as is available, including a visual inspection
when feasible):

Federal Supply Classification Description
Fo.

10. Weapons

11, MNuclear Ordnance

12. Fire Control Equipment

13. Ammnition and Explosives

14, Guided Missiles

15. Aircraft; and Airframe Structural Components

16. Aircraft Components and Accessories

17. Aircrart Leunching, Landing, and Ground Handling Equipment
18, Space Vehicles

19. Ships, Small Craft, Pontoons, and Floating Docks
20. Ship and Marine Equipment
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(4) Page 4 of Instructions for Preparing Standard Form 120

22. Railwey Equipment
23. Motor Vehicles, Trailers, and Cycles
24, Tractors
25. Vehicular Equipment Components
26, Tires and Tubes
28, Engines, Turbines, and Components
29. Engine Accessories
30. Mechanical Power Transmission Equipment
31, Bearings
32, Woodworking Machinery and Equipment
34k, Metalworking Machinery
35. Service and Trade Equipment
36. Special Industry Machinery
37. Agricultural Machinery and Equipment
38. Constructicn, Mining, Excavating, and Highway Maintenance Equipment
39. Materials Handling Equipment
40, Rope, Cable, Chain, and Fittings
k1. Refrigeration and Air Conditioning Equipment
42, Fire Fighting, Rescue, and Safety Equipment
43, Pumps and Compressors
bl, Furnace, Steam Plant, and Drying Equipment; and Nuclear Reactors
45, Plumbing, Heating, and Sanitation Equipment
46, Water Purification and Sewage Treatment Equipment
L7, Pipe, Tubing, Hose, and Fittings.
48, Valves
49, Maintenance and Repair Shop Equipment
51, Hand Tools
52. Measuring Tools
53. Hardwere and Abrasives
54, Prefabricated Structures and Scaffolding
55. Lumber, Millwork, Plywood, and Veneer
56. Construction and Building Materials
58. Commmnication Equipment
59. Electrical and Electronic Equipment Components
61, Electrical Wire, and Power and Distribution Equipment
62, Lighting Fixtures and Lamps
63, Alarm and Signal Systems
65. Medical, Dental, and Veterinary Equipment and Supplies
66. Instruments and Laboratory Equipment
67. Photographic Equipment
68, Chemicals and Chemical Products
69. Training Aids and Devices
71l. Furniture
72, Household and Commercial Furnishings and Appliances
73. Food Preparation and Serving Equipment
7h. Office Machines, Visible Record Equipment, and Data Processing Equipment
75. Office Supplies and Devices
76. Books, Maps, and Othexr Pudlications
" 77. Musical Instruments, Phonographs, and Home-Type Radios
78. Recreational and Athletic Equipment
79. Cleaning Equipment and Supplies
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(e) Page 5 of Instructicns for Preparing Standard Form 120

80, Brushes, Paints, Sealers, and Adhesives
81. Containers, Packeging, and Packing Supplies
83, Textiles, Leather, and Furs
. Clothing end Individual Equipment
85. Toiletries
87. Agricultural Supplies
88. ILive Animals
89. Subsistence
9l. Fuels, Iubricants, Oils, and Waxes
93. Nonmetallic Fabricated Materials
ok, Nommetallic Crude Materials
95. Metal Bars, Sheets, and Shapes
96, Ores, Minerals, and Their Primary Products
99, Miscellaneous

14, loecation of Property. Give the warehouse, building, or other
specific location and the address at which the property is located, If
the property is at a location to be abandoned enter "to be abandoned” and
give date,

15. Reim/Reqd, Enter an (X) in the appropriate block to indicate
whether or not re sement of the net proceeds from the transfer of

property at fair value is to be credited to the reimbursable fund,
sppropriation ur eorporation shown in block 6.

16, Agsncy Control No. When agency has central control for reporting
property give agency control number. -

17. Surplus Release Date. Not to be used by reporting activity.

18, Excess Property List. For the purpose of this list, a line item
of property shell consist of a single unit of property or a number of units
each of which is identical with respect to description, condition, per unit
acquisition cost and fair value.

(a) Item No, Enter consecutive numbers for all line items in the
report, beginning with "1" for the first line item on the first page.

For exsmple, if 10 line items are being reported excess and there is
rooam for only 6 on the first page of the report they will be given con-
gecutive mumbers "1" through "6" on the first page of the report, and the
remaining I line items will be given consecutive mmbers "7" through 10"
on the continuation sheet, (SF 120A). Leave a blank space across all
colunms between line items.

(b) Description, In this column describe each line item in commercial
terms and in sufficient detail to permit transfer or sale without further
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(f) Page 6 of Instructions for Preparing Standard Form 120

reference to the holding agency., The name of the manufacturer, year of
manufacture, stock numbers and prefixes, manufacturer's part number, stand-
ard catalog reference numbers, applicable specifications, and Federal stock
mmbers, if available, should be stated, The condition of the most important
components of an item should be noted, Specify the type of container or
package and the quantities in each, In reporting used equipment include an
estimated cost of repair, where feasible and for machine tools, the hours

of use, where known.

(c) Condition, In order to obtain effective utilization, it is
extremely important that the code designation entered in this colum re-~
flect the true condition of the property as of the date it is reported
as excess, Accordingly, care should be exercised to insure the selection
of the appropriate code designation, as defined below, The condition code
will also aid in determining whether the property is to be reported in
accordance with Section 43,311 of this chapter.

Condition Brief
Code Definition Expanded Definition

N-1 New = Excellent New or unused property in excellent
condition, Ready for use and identi-
cal or interchangeable with new items
delivered by a manufacturer or normal
source of supply.

N-2 New = Good New or unused property in good condi-
tion, Does not quite qualify for N-1
(because slightly shopworn, soiled, or
similar), but condition does not impair
utility,

N-3 New- Fair New or unused property in fair condition,
Soiled, shopworn, rusted, deteriorated, or
damaged to the extent that utility is
slightly impaired,

N-li New - Poor New or unused property, soiled, rusted,
mildewed, deteriorated, or damaged, con-
dition is poor still having some utility,
but cannot be classed as salvage,

E-1 Used-Reconditioned~ Used property, but repaired or renovated
Excellent and in excellent condition,

E-2 Used-Reconditioned- Used property which has been repaired
Good or renovated and, while still in good

usable condition, has become worn from
further use and cammot qualify for
excellent condition,
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(g) Page 7 of Instructions for Preparing Standard Fora 120

Condition Brief

Cods Definition

E=3 Used-Reconditioned-
Fair

E-4 Used-Reconditioned-
Poor

0-1 Used-Usable Without
Repairs-Excellent

0-2 Used-Usable Without
Repairs-Good

0-3 Used-Usable Without
Repairs-Fair

Omdy Used-Usable Without
Repeirs-FPoor

R=1 Used-Repairs Required-
Excellent

R=2 Used~Repairs Required-

Good

Expanded Definition

Used property which has been repaired
or renovated but has deteriorated
since reconditioning and is only in
fair condition, Further repairs or
renovation required or expected to be
needed in near future.

Used property which has been repaired
or renovated and is in poor condition
from serious deterioration such as
from major wear and tear, corrosion,
exposure to weather, or mildew,

Property which has been slightly or
moderately used, no repairs required,
and still in excellent condition.

Used property, more worn than 0-1 but
still in good condition wdth consider-
able use left before any important

repairs would be required,

Used property which is still in fair
condition and usable without repairs;
however, somewhat deteriorated, with
some parts (or portion) worn and
should be replaced.

Used property which is still usable
without repairs but in poor condition
and undependable or uneconomical in
use. Parts badly worn and deteriorated.

Used property, still in excellent con-
dition, but minor repairs required,
(Estimated repairs would cost not more
than 10% of acquisition cost.)

Used property, in good condition but
considerable repairs required. Esti-
mated cost of repsirs would be from
11% to 25% of acquisition cost,
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(a) Pege 8 of Instructions far Preparing Standard Form 120

Condition Brief

Code Definition Expanded Defimition
R-3 Used-Repairs Required- Used property, in fair condition
Fair but extensive repairs required,

Estimated repair costs would be
from 26% to LOZ of acquisition

cost.
R=b Used-Repairs Required- Used property, in poor condition and
Poor requiring major repairs, Badly worn,

ind would still be in doubtful con-
dition of dependability and uneconomi-
cal in use if repaired, Estimated
repair costs between 414 to 65% of
acquisition cost,

X Salvage Salvage, Personal property that has
some value in excess of its basic
materiel content but which is in such
condition that it has no reasonable
prospect of use for any purpose as a
unit (either by the holding or any
other Federal agency) and its repair
or rehabilitation for use as a unit
(either by the holding or any other
Federal agency) is clearly impracti-
cable., Repairs or rehabilitation
estimated to cost in excess of 65¢ of
acquisition cost would be considered
“clearly impracticable" for purposes
of this definition,

S Scrap Materiel that has no value except for
its basic material content.

If condition of a line item cannot be adequately described by code,
descibe condition in column (b),

(d) Unit. Enter the unit of measure, such as: BEach, pounds, tons,
dozen, gross, etc, Distinguish between long, short, and metric tons.
Standard abbreviations may be used,

(e) Mumber of Unit:i. Enter the quantity of each line item in terms
of the unit of measure givem ln colurm (d),

(£) Acg%sition Cost--Per Unit. Enter the recorded acquisition cost per
unit (Column (d)), If acquisition cost is not known, enter the estimated
cost per unit, excluding transportation and handling charges incurred after
purchase, Identify an estimated cost by the prefix (E).
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(1) Puage 9 of Instructions for Preparing Standsrd Form 120

1ine item (Number of units in colwm {e) timés the cost per unit in

column (£).

accordance with the following code and guides:

Fair
Value
Code

A

(g) Acquisition Cost--Total, Enter the computed total cost of each

(k) Pair Value--$, Insert the appropriate fair value percentage in

‘Percentege of original or

Explanation estimated acquisition cost
Umused personal property, ready . 20%

for use in a condition identical
with new items delivered by a
aupplier, In genersl, this would
include cnly property that would
‘qualify for the following condi-
tion codes:

N-1 New-Excelleny

N-2 RNew-Good

Personal property which is unused, but %
in fair or poor condition; that which has (no charge)
been used and has or has not been recon-
ditioned; that which is used and needs
varying degrees of reconditioning or
repairs; salvage and scrap. In general,
this would include all property which
does not qualify for code A and is in
the following condition codes:

K-3 New-Fair

N-4 New-Poor :

E-1 Used-Reconditioned-Excellent

E-2 Used-Reconditioned-Good

E-3 Used-Reconditioned-Falr

E-4 Used-Reconditioned-Poor

0-1 Used-Usable Without Repairs-Excellent

0-2 Used-Usable Without Repairs-Good

0-3 Used-Usable Without Repairs-Fair

0-l Used-Usable Without Repairs-Poor

R-1 Used-Repairs Required-Excellent

R-2 Used-Repairs Required-Good

R-3 Used-Repairs Required-Fair

R-Ii Used-Repairs Required-Poar

X Salvaege

Scrap
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101—43,4902—2

§101-43.4902-2 Standard Form 120A, Continuation Sheet (Report of Excess

Personal Property).
STANDARD FORM 120A
Fegscn 1oty av CONTINUATION SHEET
TR 4 cra o) (Report of Excess Personal Property) PGE__
-43.3

FROM {Name and Addrass of Reporting Agency}

ACQUISITION COST FAIR

EXCESS PROPERTY UIST {Continved) NUMBER

COND. | UNTT 1

oM DESCRIFIION OFUNITS | pexumar o VR
(o) ) © ) (o} (4] {9) h

P U & COVEINMENE FTIND OFCIL 1957 O30

STANDALD FOtM 1204
A 1997 EDMON
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§ 101-43.4903 Regional Offices’ addresses and assigned areas.

Regional office address

General Services Administration Region 1,
Post Office and Courthouse, Boston, Mass.,
02109.

General Services Administration Reglon 2,
30 Church Street, New York, N.Y., 10007.

General Services Administration Region 38,
Washington, D.C., 20407,

General Services Administration Region 4,
1776 Peachtree Street NW,, Atlanta, Ga.,
30309.

General Services Administration Reglon 5,
219 South Dearborn Street, Chicago, Ill.,
60604.

General Services Administration Region 6,
1500 East Bannister Road, Kansas City,
Mo., 64131.

General Services Administration Reglon 7,
1114 Commerce Street, Dallas, Tex., 75202.

General Services Administration Region 8,
Building 41, Denver Federal Center, Den-
ver, Colo., 80225.

General Services Administration Region 9,
49 Pourth Street, San Francisco, Calif,
94103.

General Services Administration Region 10,
GSA Center, Auburn, Wash., 98002.

Regional area for supply support
Connecticut, Maine, Massachusetts, New
Hampshire, Rhode Island, and Vermont.

Delaware, New Jersey, New York, Pennsylvania,
Puerto Rico, and the Virgin Islands.

District of Columbia, Maryland, Virginta, and
West Virginia,

Alabama, Florida, Georgla, North Carolina,
South Carolina, Mississippi, and Tennessee.

TNlinois, Indiana, Kentucky, Ohio, Michigan,
and Wisconsin.

Iowa, Kansas, Minnesota, Missouri, Nebraska,
North Dakota, and South Dakota.

Arkansas, Louisiana, Oklahoma, and Texas,

Arizona, Colorado, New Mexico, Utah, and
Wyoming.

California, Hawali, Nevada, and Pacific Ocean
areas.

Alaska, Idaho, Montana, Oregon, and Wash-
ington.
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101—-43,4904

§ 101-43.4904 GSA Form 1539, Request for Excess Personal Property.
(a) Page 1 of GSA Porm 1539 '

INSTRUCTIONS TO REQUESTING AGENCY

So that GSA may assist you in locating required excess personal property, please retun the bottom por-
tion of this card to the appropriate GSA office after you have:

1. Completed blocks 1 through 5;

2. Entered your complete mailing address in block 7, including, if any, the name of a particular per-
son GSA is to contact;

3. Completed the GSA office address on the reverse of this card.

GSA will initiate screening action upon recelpt of this request and continue such action for a period of
180 days, unless a shorter period is indicated by the date in block 5. If screening is not practical, it
will be noted on the card and promptly retumned to your agency.

If, during the screening period, your agency determines that it no longer has need for the item, or wishes
to procure through other sources, it should immediately notify the appropriate GSA office so that the
screening action can be discontinued. The retained portion of this card, with block entitled “Need Sat-
isfied” checked, may be used for that purpose.

1. 1TEM DESCRIPTION (Show minimam ecceptable condition code) 2. DATE OF REQUEST |9. r:c“co):z {Four digis
» L7

4, UNIT AND QUANTITY [S. DATE SCREENING PENIOD
EXPIRES

€. UTILIZATION ACTION (To be completed by GSA)
D 8. ITEM REQUESTED 1S AVAILABLE AND HAS BEEN FROZEN FOR YOU. GSA CONTROL NO.

listing). ORDER MUST BE RECEIVED BY THE FOLLOWING DATE:
D b. SCREEMING PENOD HAS EXPRED. WE WERE UNABLE TO LOCATE THE ITEM. I ADDITJONAL SCREEMMG IS DESIRED, SUBMIT ANOTHER REQUEST,

[TJc. s tvem seLoom AsEaRs In EXCESS. SUGSEST YOU OBTAIN BY OTHER WEANS.

(See msached SF 120 or

GENERAL SERVICES ADMINISTRATION
REQUEST FOR EXCESS PERSONAL PROPERTY GSA wiv'8a 153

GSA WASM DC 64.13568



ECONOMIC IMPACT OF FEDERAL PROCUREMENT 265

PART 101-43 UTILIZATION OF PERSONAL PROPERTY

10143, 4904

(v) Page 2 of GEA Fora 1539

GENERAL SERVICES ADMINISTRATION
UTILIZATION AND DISPOSAL SERVICE -

POSTAGE AND FEES PAID

GENERAL SERVICES ADMINISTRATION

OPFICIAL BUSINESS

General Services Administration
Utilization and Disposal Service

1. 1TEM DESCRIPTION (Show minimum acceptable condition code} 2. DATE OF REQUEST |3, FSC co;:e (Fowr digis
aamber)

4, UNIT AND QUANTITY|S. OATE SCREENING PERICD
EXPIRES

AGENCY TO RETAIN THIS PORTION OF CARD AS ITS RECORD OF SCREENING ACTION

General Services Administration, Region .
Utilization and Disposal Service

REQUEST FORWARDED TO:

Oueen sanisrien

REQUESTING AGENCY ACTIVITY

47-662 0—65——19
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§ 101-43.4904-1 Instructions for preparing GSA Form 1539.

INSTRUCTIONS FOR ACQUISITION AND USE OF GSA FORM 1539, MAY 1963,
REQUEST FOR EXCESS PERSONAL PROPERTY

1., Avallability. GSA Form 1539 will be furnished to customer agencies
upon request to GSA regional offices as shown in Section 101-43,4903,
Information, of a local or limited nature, concerning the use of
the form, not covered under paragraph 2, below, will be furnished by
the GSA regional offices for customer agencies located in their
respective areas (see Section 101-43,4903),

2, Guidelines for Use of GSA Form 1539.

8, GSA Form 1539 was developed so that Federal agencies would have
available a uniform form for requesting assistance from the GSA
reglonal offices in locating certain excess personal property for
a specific current or future need.

b. To obtain maximm benefits from GSA Form 1539, customer agenciles
shall submit the completed form to the GSA regional office
immediately upon determination of the need., The expiration date
of the normal 180-day screening period should be shewn in block 5,
however, if this period cannot be allowed, an earlier date should
be shown,

¢. Agencles are requested to restrict the use of GSA Form 1539 to:

1. A single line item, which, as a general rule, has a
total acquisition cost of over $500,

2. An item not currently listed in GSA Excess Property
Catalogs or Bulletins,

3. An item not listed in GSA Stores Stock Catalogs and
supplements thereto. .

d. To assist the appropriate GSA regional office in locating and
offering the customer agency an availeble excess item which will
meet the specific need, block 1 (Ttem Description) of GSA Form
1539 must fully describe the item required and indicate the
minimum acceptable condition code.

. e. Nationwide requirements originating at customer agency headquarters
may be submitted to the General Services Administration, Utiliza-
tion and Disposal Service, Office of Personal Property, Utilization
Division, General Services Building, Washington, D.C. 20405,
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§ 101-43.4905 List of Government Cor-
porations (31 U.S.C. 846, 856).

Wholly owned and mixed ownership
Government Corporations are not neces-
sarily limited to those listed below.

WHOLLY OWNED GOVERNMENT CORPORATIONS

Commodity Credit Gorp.

Reglonal Agricultural Credit Corps.
Farmers Home Corp.

Federal Crop Insurance Corp.
Federal National Mortgage Assn.
Virgin Islands Corp.

Federal Prison Industries Inc.
Development Loan Fund.
Export-Import Bank of Washington.

267
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Federal Public Housing Authority (or Pub-
lic Housing Adm.) and including public
nousing projects financed from appro-
priated funds and operations thereof.

Federal Savings and Loan Insurance Corp.

Federal Housing Adm.

Saint Lawrence Seaway Development Corp.

Panama Canal Co.

Tennessee Valley Authority.

MIXED-OWNERSHIP GOVERNMENT
CORPORATIONS

Central Bank for Cooperatives and the Re-
glonal Banks for Cooperatives.

Federal Land Banks.

Federal Intermediate Credit Banks.

Federal Home Loan Banks.

Federal Deposit Insurance Corp.
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§ 101-43.4906 Standard Form 122, Transfer Order

101—-43, 4906

Excess Personal Property.

STANDARD FORM 122
»

PRESCRISED BY .
FPR (41 CFR 101)
101-43.315

EXCESS PERSONAL PROPERTY 2 pate

1. ORDER NO.

TRANSFER ORDER

8. To: GENERAL SERVICES ADMINISTRATION
UTILIZATION AND DISPOSAL SERVICE

PERSONAL PROPERTY DIVISION

4. ORDERING AQENCY (Full name and oddress)

B. HOLDING AGENCY (Nawe and address)

€. sHIP T (Consignes and destination)

7. LOCATION OF PROPRATY

8. SHIPPING INSTRUCTIONS

ORDEIRING AGENCY APPROVAL

10. APPROPRIATION SYMBOL AND TITLE
SIGNATURR Lmn
TITE 11, ALLOTMENT 12. GOVERNMENT B/L NO.
1. PROPERTY ORDERED
ACQUISITION COST
GSA AND "TEM DESCRIPTION acl
HOLDING NO. (Include noun name, FSC Group and Claxs, Condition Code and, UNIT | QUANTITY
AGENCY NOS. - if available, Federal Stock Number) uNIT ToTAL
) ) (o) W) [O) ) 133
14, $1GNATURK T CATE
GSA
APPROVAL
FOR AGENCY AND LOGATION souRcE
Fsc NDITION
G4 ey Jovare] oot
ONLY | ]
W PAINTING OFFICE:
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101-43,4906-1
§ 10143.4906-1 Instructions for preparing Standard Form 122.
PREPARATION OF TRANSFER ORDER
WHEN ORDER 15 SUBMITTED, GIVE ALL DATA
SHOWN ON SAMPLE TRANSFER ORDER BELOW,
ENTER COMPLETE
ADDRESS OF
APPROPRIATE o ENTER FULL NAME
GSA REGIONAL excest PERSONAL PRaPERTY actmess {  AND ADDRESS OF
OFFICE — ssmary 3, 1 ORDERING AGENCY
ERRRE T s e R anatian
FURNISH FEEE T, — ————{ FURNISH NAME
NAME AND E e e iets gl AND ADDRESS
ADDRESS OF Branch, Folsom, California oF CONSIGNEE
AGENCY HAVING T ey e *
CONTROL OF ~ e e e N SHIPPING
Jan, 3, 1963 lilm&lwolnmlvﬂ Mocl
PROPERTY Ay 306,173 I AC-201, 615 N INSTRUCTIONS
ORDERED LT i
SHOW ACTUAL ER I el i i ‘C:IVE FULL
LOCATION OF - SHOW ALLOTMENT SYMBOL sizg%iﬂf'm
PROPERTY (IF / |=t > (WHEN APPLICABLE) D
AVAILABLE, ( 1 mu:;mm Joie mw u|s oo [320.00 TITLE (WHEN
q?t , sfr Cemtral 13 .
BUILDING -;EZ. 748 (07675) Cond. o1 APPLICABLE)
245 wa
NUMBER, ' v SHOW GBL.
ETC') I/ SELLF EXPLANATURY NO, IF
- FURNISHED
SIGNATURE OF
AUTHORIZED P e
REPRESENTATIVE
OF ORDERING
AGENCY
AND DATE F
WHEN =T ===
REQUIRED
IMPORTANT
1. MAKE SEPARATE TRANSFER ORDER FOR EACH DIFFERENT PROPERTY
LOCATION,

2. PREPARE TRANSFER ORDER IN FAVOR OF THE HOLDING AGENCY,

3, FURNISH COMPLETE SHIPPING INSTRUCTIONS OR GOVERNMENT BILLS
OF LADING WITH TRANSFER ORDER,

4, IF REIMBURSEMENT IS REQUIRED, ENTER TOTAL FAIR VALUE FOR
QUANTITY REQUESTED BELOW EACH ITEM DESCRIPTION, COLUMN C.

5. MAIL 4 COPIES OF TRANSFER ORDER TO THE GSA REGIONAL OFFICE,
ATTENTION: PERSONAL PROPERTY DIVISION, UTILIZATION AND
DISPOSAL SERVICE. WHEN PRIOR GSA APPROVAL IS NOT REQUIRED, MAIL
ONLY 1 COPY OF THE TRANSFER ORDER TO THE GSA REGIONAL OFFICE.
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101—43, 4907

§ 101-43.4907 Standard F or m 121, Quarterly Report Utilization and Disposal

of Excess and Surplus Personal Property.

(a) Page ) of Standard Form 121

Standard Form 191
Mar 1962 Eprion

QUARTERLY REPORT

FoR et Gy UTILIZATION AND DISPOSAL OF EXCESS AND SURPLUS PERSONAL PROPERTY
and e ienr 44001 IMPORTANT—Carafally follow the INSTRUCTIONS on The reverne

REPORTING AGENCY

REPORT FOR QUARTER ENDING

REPORT
I DOLLARS ONLY
OMIT CENTS

DESCRIPTION OF ITEMS TO BE REPORTED

ACQUISITION COST

Section I.—REASSIGNED PROPERTY

I 1 PROPERTY REASSIGNED WITHIN THE REPORTING AGENCY (Cielt Agencica only).

L]

$Sectien II.—EXCESS PROPENTY

INVENTORY ON HAND- OF QUARTER.

ADJUSTMENT

DETERMINED EXCESS DURING QUARTER. ........_......

TOTAL AVAILABLE FOR UTILIZATION.

LESS—DESTROYED OR

—EXPENDED TOSCRAP....... ..

—REASSIGNED WITHIN AGENCY (DOD oniy)
=T TO OTHER AGENCIE

C e N aw N

10. ~DETERMINED SURPLUS DURING QUARTER.
11. INVENTORY ON HAND—END OF QUARTER........

Section (1..—SURPLUS PROPERTY

12. INVENTORY ON HAND- OF QUARTER

13. ADJUSTMENTS,
14. DETERMINED SURPLUS DURING QUARTER..... . ...

15. TOTAL AVAILABLE FOR DISPOSAL...._. ,
16 LESS—EXPENDED TO SCRAP.....

17. LESS—-DONATED~TOTAL (18 through £#) . ..... . ..___. .
1 —EDUCATIONAL, PUBLIC HEALTH, AND CiVIL DEFENSE PURPOSES.

L] —PUBLIC AIRPORTS. s

2 —EDUCATIONAL ACTIVITIES OF SPECIAL INTEREST TO THE ARMED SERVICES.
2 —PUBLIC BODIES (Zneluding Disaster Relief)

2 —OTHER

23 LESS-SOLD-TOTAL (24+29) .....

t ~S50LD 8Y REPORTING AGENCY

5 ~SOLD BY ANOTHER AGENCY.

26 LESS—ABANDONED OR DESTROYED.
27 LESS—OTHERDISPOSALS ... ... . ... .
28 INVENTORY ON HAND—END OF QUARTER.

3ectien IV.—PROCEEDS FROM SALES

TYPE OF PROPERTY PROCEEDS
29. PROPERTY OTHER THAN SCRAP.._____....ooiomee ever e 3
0. SCRAP.
REMARKS (If more space s needed, continus on o separate sheet)
APPROVED BY (Signature) TM.E DATE

121-103
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(b) Puge 2 of Btandard Form 121

271

UTILIZATION OF PERSONAL PROPERTY

INSTRUCTIONS FOR PREPARATION OF REPORTS ON STANDARD FORM 121, MAY 192,
QUARTERLY REPORT OF UTILIZATION AND DISPOSAL OF EXCESS AND SURPLUS PERSONAL PROPERTY

General —Standard Form 121, May 1962, shall be used by executive
agencies to submit the quarterly reports required by FPMR (41 CFR 101)
101-43. 3]9‘ 44.801 lnd 45.306. Nerver—Reguistion—I-E-10108

Reports shall cover the reassignment of property and all excess and
surplus property transactions pursuant to Federal. Property Manage-
ment' Regulatfons (41 CFR 101), 1 pa—

por proper

property.

Entries under Sections I through III shall reflect the scquisition cost
of the property. If data on acquisition cost are Dot avatlable, the esti-
mated scquisttion cost of the value at which property ia carried in in-
ventory records for sccounting purposes may be shown.

1f the property determined excess by the reporting clvillan egency in
the prior fiscal year amounted to less than 353 million at acquisiton
cost, the agency nieed not provide the data called for on lnes 1, 2, 3, 5,
11, 12, 13, 15, and 28, unless otherwise directed by the General Services
Administration.
Each report shall be aigned by an
1n to the > Office of Personal Property.
Utilization and Dis Service, General Bervices Administration,
Washington , D.C.20405 within 60 days following each calendar quarter.

officer and de

Section I.—REASSIGNED PROPERTY

Line 1.—Civil agencies shall use this line to report the acquisition cost
of property reassigned during the quarter for continued use within the
reporting agency.

Inctude between major and
if feasible, reassignments within major organizationsl components of
property no longer needed by the controlling office or for the purposes
of the appropriation from which it was acquired. Do not include re-

of stocks, or between sup-
ply systems. Do not include property withdrawn from excess for con-
tinued use by the former using ofice, but include withdrawals for use
by other offices of the reporting executive agency. Explain coverage
under “Remarks’

Section 11.—EXCESS PROPERTY

General—Rxcess property is property determined unne
needs and discharge of the responsibilities of the holding executlve
agency.

Line 2.—Report the acquisition cost of the inventory of excess prop-
erty on hand st the beginning of the quarter. On all reports after the
first, this will be the amount shown &s the ending inventory on line 11
of the previous report. Include the acquisition coet of ali excess prop-
erty subject to for transfer, that not
reported to OSA on Standard Form 120. (DOD report may include
property subject to interna) utilization screening.)

Line 3.—Report net gains (+) or losses (—) to the cost shown on
line 2 resulting from overages, shortages, corrections, etc. Gains or
losses of 10 percent or more will be explained under “Remarks.

Line 4.—Report the net acquisition cost of all property determined
during the quarter to be excess to the needs of the reporting agency.
including that not reported to GSA on Standard Form 120. Exclude the
cost of property determined excess during the qusrter which was later
In the quarter withdrawn for use within the reporting agency. (DOD
report may include property subject to internal utilization screening.)

Line 6.—Report the acquisition cost of excess property abandoned or
destroyed during the quarter.

Line T.—Report the acquisition cost of excezs property expended to
scrap during the quarter Include the cost of property determined to
have no value except for its basic materis! content snd which i3 to be
disposed of as scrap, but do not include normal generations of waste or

production scrap.

Line 8.—DOD will report the acquisitlon cost of property reassigned
during the quarter for continued use within the sagency.

Line 9.—Report the scquisition cost of excess property transferred
during the quarter to other Federa! sgencles for utilization.

Line 10.—Report the acquisttion cost of property determined to be
surplus to the needs of the Federal Government.

Line 1l.—Report the acquisition cost of the inventory of excess prop-
erty on hand at the end of the quarter. (Line 5 less 6, 7, 8, 9, and 10.)
(DOD report may include property aubject to utilization screening.)

Section III.—SURPLUS PROPERTY

General.—Surplus property is property determined to be no longer
needed by the Pederal Government.

Line 12—Report the acquisition cost of the inventory of surplua
property on hand st the beginning of the quarter. On all reports after
the first. this will be the amount shown as the ending {nventory on line
28 of the previous report. Include the acquisition cost of property re-
ferred to another Federal agency for sale (without transfer of account-
abilty) , but Which has not yet been sold.

Line 13.—Report net gains {+) or losses (-) to the cost shown on
lne 12 resulting from oversges, shortages, defaults, corrections, etc.
Qalns or losses of 10 percent Or more shall be explained under
“Remarks.”

Line 14.—Report the scquisition cost of property determined surplus
during the quarter. The cost shown will be the same as that reported
on Une 10.

Line 18.—Report the acquisition cost of surplus property expended to
scrap during the quarter. Include the cost of property determined to
have no value except for its basic material content and which ts to be
disposed of as scrap, but do not include normal generations of waste or
production scrap.

Lines 18 through 22.—The acquisition costs reported shall reflect dona-
tions actually shipped. Any donations reported on line 22 shall be ex-
plained under “Remarks.”

Line 24.—Report the acquusition cost of surplus property (other than
scrap) sold during the quarter by the reporting agency. Inctude only
property belongicg to the reporting agency.

Line 25. -Report the acquisition cost of surplus property (other than
scrap) sold by another agency for the reporting agency.

Line 26.—Report the acquisition cost of surplus property abandoned
or destroyed during the quarter.

Line 27—Report the acquisition cost of surplus property whlch was
transferred to enother Federal agency. Explatn under “Remarks.

Line 28.—Report the acquisition cost of the Inventory of surplus prop-
erty on hand at the end of the quarter. (Line 1S less 18, 17, 23, 26, and
1)

Section IV.—PROCEEDS FROM SALES
Line 29.—Report the proceeds of surplus sales reported on line 23, in-

cluding proceeds from sales conducted for the reporting agency by
another Federal agency.

Line 30.—Report the proceeds of all sales of scrap, including proceeds
from scrap sales conducted for the reporting agency by snother Federal
agency.

REMARKS

Include under for lines 1, 3, 13,
22, and 27. Explain also any unususl transactions having a significant
effect on activity during the quarter. If more space is needed, continue
on separate sheet.

% US GOVERNMENT PRINTING OFFICE 1942 O 643333
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§ 101-43.4908 Exchange/sale category

list.

In the acquisition, exchange, or sale

of property in the categories below, both
the item to be acquired and the item to
be replaced must fall within a single
numbered category.

1.

Agriculture products, processed foods
and forage.

2. Air-conditioning units, office and resi-

. Crane

dential.

. Air-conditioning units, industrial.

Ambulances, all sizes.

. Ammunition and ammunition compo-

nents.

. Animals and animal products.

. Asphalt distributors.

. Agphalt pavers, portable or road mix.
. Batteries, storage.

10.
11.
12,
13.
14.
15.
186.
17.

Bicycles; tricycles.

Binoculars; field glasses; telescopes.

Boflers, steam.

Buses, all sizes.

Cards, tabulating. .

Compressors, air, portable.

Compressors, air, stationary.

Crawler, wheel mounted, and railroad
cranes (including shovels and drag
lines).

trucks, industrial warehouse,

electric and gasoline powered.

. Ditching machines.

. Dozer blades.

. Drill presses.

. Earth augers.

. Fans, electric.

. Graders, self-powered and towed.

. Lathes.

. Machines, adding; machines, calculating.
. Machines, addressing and maliling.

. Machines, dictating and transcribing.

. Machines, duplicating.

. Machines, punched card, bookkeeping,

tabulating and accounting.

. Milling machines.
. Mixers,

concrete, portable truck

mounted.

or

. Motor scooters.

65.

66.
67.

68.
69.

ECONOMIC IMPACT OF FEDERAL PROCUREMENT
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. Motorcycles with or without side car.
. Mowers, lawn, power.

. Pile drivers.

. Polishers, fléor, powered.

. Pontoon, assemblies.

. Power shovels.

. Rallroad cars, freight.

. Rallroad cars, passenger.

. Railroad cars, service.

. Railroad locomotives.

. Refrigeration equipment.

. Refrigerators.

. Road rollers, wheeled and sheepsfoot.

. Saws, bench.

. Scrapers, earth moving (self-powered).
. Scrapers, earth moving, towed.

. Sedans; station wagons, coupes; limou-

sines.

. Snow plows, motorized.

. Spreaders, aggregate and lime.

. Tractor, warehouse.

. Tractors, wheeled or crawler, with or

without special attachments, up to
65 h.p.

. Tractors, wheeled or crawler, with or

without special attachments, 65 h.p,
and up.

. Trailers, general purpose, multiple axle.
. Trailers, general purpose, single axle.

. Trallers, industrial.

. Trailers, special purpose (including fire

pumper and Bean type sprayer and
crash trailer).

. Trailers, tank mounted.

. Trucks, electronic.

. Trucks, fire.

. Trucks, forklift.

. Trucks, general purpose, cargo and con-

struction, 12,500 GVW through 28,000
GVW (including truck tractors, dump,
multiple drive, etc.).

Trucks, general purpose and utility up
to 12,500 GVW (including suburbans,
carryalls and sedan deliveries).

Trucks, straddle.

Trucks, tank (special purpose trailer ot
which the tank is an integral part of
the construction).

Trucks, warehouse, platform, electric and
gasoline powered.

Typewriters, manual and electric.
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101-43, 4909

§ 101-43.4909 Specimen description of reported excess EDP equipment,.

(a) Page 1 of the Specimen Description of Reparted Excess EDP Equipment

Modifications

STANDARD FORM 120 REV. 2EPORT OF 1. #EPORT NO. 7. GATE MAILED 3. TOTAL COST
mrescareto oY EXCESS PERSONAL Self Self $ 47h,895%
FPMR (41 CFR101) 101-43.30% PROPERTY explanatory |_explanatory ’
4 TYPE "(Qst.?ﬁdHﬂ. ORIGINAL € PARTIAL W/D {Aho check “s”" and/or " ». OVERSEAS

OF RerORT o B e o ) b. CORRECTED 4. TOTAL W/D # appropriote) 1. CONTRACTORS INV
i.lomwmmdwm-miﬁwiw)mm 6. APPROP. OR FUND TO BE REIMBURSED (If cnv)

Self-explanatory.

7. FROM (Nome and Adcrem of Rezorting Agency)
Self-explanatory.

8. REPORT APPROVED BY {Nome ond Titie)

3. FOR FURTHER INFORMATION CONTACT (Tiths, Address end Telephene MNo.)

10. AGENCY APPROVAL (If applicoble)

Self-explanatory

1. SEND PURCHASE ODERS OR DISPOSAI INSTRUCTIONS TO (Title, Addrass ond Telephona No.)

Self-explanatory

12. GSA CONTROL NO.

12. FSC GROUP | 14. LOCATION OF FROPERTY (If lecation &t to be sbondeasd give dots) 15, REIM/REQO | 16. AGENCY CONTROL NO. | 17, SURPLUS RELEASE
NO. YES NO DATE *x
iy Self-explanatory. ! June 15, 1964
18. EXCESS PROPENTY LIST NUMBER ACQUISITION COST FAIR
T DESCRIFTION CMPL N1 oFuNms | reune TotaL VALE,
© ) T 0 " @ w7
1 |IBM 1401-F3 Processing Unit with: PO 65,000
ho/6 1 127,7500 127,750 |(86,000)
2272 Console Inguiry PO 225
Station Adapter o/6k] 1 450 450 (300}
4575 High-Low-Equal PO 1,450
Compere oy 64 1 2,800, 2,800 { (1,950)
5539 Print Control PO 1,250
ho/6k 1 2,450, 2,450 | (3,650)
5563 Printer 14O4 Adapter P 620
ho/64 1 1,380 1,380 (820)
2 |1BM 1402-1 Card Resd Punch with: L S 1 30,000 30,000 15,000
s
3550 Early Card Read L 8 1 215 215 115
[+
3 |IBM 1hoL-2 Printer L 8 1 85,500, 85,500 k2,750
4 |IBM 1407-1 Console Inquiry Station L 1 8,350 8,350 b, 200
5 |1BM 729-2 Megnetic Tape Unit L 6 36,000{ 216,000 |106,000

* [Total Acquisition Cost (capital costs gxcluding pite preparation and installation

costs), whether purchesed or leased.

** [Planned date of release of equipment.

#x |Tndicate L{Leased), P(Purchesed), or PQ(Leage with purchhse optipn). If pufchase
option is still effective, indicate rjonth and year of pxpiratipn.

4 |For leased equipment, obtain from marmuflactuter price Govprnment jrould have jo pay
at release date. If leased with purdhase|optipn, elso| indicatp in parenthesis
menufacturers advertised purchase priice Tor identical pquipment in used
condition without option.

STANDAID 1OUL 1 Y. (Use Standord form 1204 for Continuation Shaeis) Fr V. 1 OOVIBMMNT PG OFCE 1957 CBeH
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PART 101-43 UTILIZATION OF PERSONAL PROPERTY

101~43, 4909
(b) Page 2 of the Specimen Description of Reported Excess EDP Equipment

EQUIPMENT DESCRIPTION

All equipment installed and use begun in October 1962.

Codes 00l, 103, and 204 of Attachment A to BOB Circular A-55, Revised,
are applicable,

Designed for operation on 230 volts, 3-phase, 60 cycles alternating
current.

Requires approximately 60,000 b,t.,u, of air-conditioning for temperature
and humidity control,

Requires approximately 800 square feet of floor space.
Average monthly down time during past 12 months--8 hours.
SOFTWARE

Programming Systems and Compilers: Symbolic Programming System, Basic
Autocoder, end Report Program Generator,

Engineering drawings and meintenance manuals available for all items.

Maintenance contract, supplies and spare parts available from manmufacturer.

(END OF PART)
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THURSDAY, APRIL 29, 1965

Coxeress oF THE UNITED STATES,
SuBcoMMITTEE ON FEDERAL PROCUREMENT,
AND REGULATION OF THE JoINT EcoNoMIc CoMMITTEE,
Washington,D.C.

The subcommittee met at 10:10 a.m., pursuant to recess, in room
318, (?Id Senate Office Building, Representative Thomas B. Curtis
presiding.

Preser%t : Senator Jordan, and Representatives Curtis and Widnall.

Also present: Ray Ward, economic consultant, James W. Knowles,
executive director, and Hamilton D. Gewehr, administrative clerk.

Representative Corris. The committee will come to order.

We are very pleased this morning to have Mr. Elmer Staats, Deputy
Director of the Bureau of the Budget. Mr. Staats, of course, is no
stranger to this subcommittee, and to the deep interests that we have
been pursuing. So, without further ado, Mr. Staats, will you please
introduce your associates, and then proceed with your statement ?

STATEMENT OF ELMER B. STAATS, DEPUTY DIRECTOR OF THE
BUREAU OF THE BUDGET; ACCOMPANIED BY ROGER JONES,
SPECIAL ASSISTANT TO THE DIRECTOR; GEORGE G. MUL-
LINS, CHIEF, PROPERTY AND SUPPLY MANAGEMENT BRANCH,
OFFICE OF MANAGEMENT AND ORGANIZATION; HAROLD SEID-
MAN, ASSISTANT DIRECTOR, MANAGEMENT AND ORGANIZATION;
WILLIAM GILL, AUTOMATIC DATA PROCESSING PROGRAM; AND
CLIFF MILLER, MILITARY DIVISION, BUREAU OF THE BUDGET

Mr. Staats. Thank you, Mr. Chairman.

Iam very pleased to be here.

At my immediate right is Mr. Roger Jones, special assistant to the Di-
rector; and to my immediate left is Mr. George Mullins, who is head of
our Property and Supply Management Branch in our Office of Man-
agement and Organization.

We have some others here that I will introduce as we go along, if
weneed to call on them.

Representative Curtis. I wonder if you might, just for the record,
introduce them with their titles, and then, if you will, refer to them.

Mr. StaaTs. All right.

At my back here is Mr. Harold Seidman, who is Assistant Director
. of the Bureau in charge of Management and Organization. To his
left, Mr. William Gill, who has been concerned with our automatic
data processing program, and is in charge of that, and Mr. ClLiff Mil-
ler, to my back here, is in our Military Division, concerned with mili-
tary supply management.

275
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Mr. Chairman, I would like to say at the outset that this has been
an annual occurrence for us, and for the committee, and I would like
to go out of my way to compliment the committee for what it has done
in this field. It is only by a sustained effort that sometimes we are .
able to get some of these things accomplished that both you and we
are interested in bringing about.

I have had an opportunity to read the statements of the Defense
Department, and the General Services Administration, and the Comp-
troller General, and I think that all these together with the committee’s
questioning, adds up to a very fine way of assuring all of us that we
are on top of the problems in this area. '

I just wanted to say that as a personal note of appreciation.

Representative Curris. Thank you.

Mr. Staats. I appreciate the opportunity to appear again before
your subcommittee and review, from the standpoint of the Bureau of
the Budget, developments in the continuing efforts to improve pro-
curement and supply management and related activities in the execu-
tive branch.

I plan to cover briefly subjects to which you referred in your letter
of April 7. T would be pleased to discuss more fully any on which you
have particular questions.

(Tﬁe April 7 letter referred to, from Chairman Douglas to the Di-
rector of the Bureau of the Budget, appears below :)

ArriL 7, 1965.
Hon. KERMIT GORDON,

Director, Bureau of the Budget,
Washington, D.C.

Dear MR. GORPON : The Subcommittee on Federal Procurement and Regulation
will hold hearings on April 27, 28, and 29, 1965, as a continuation of the program
of the former Subcommittee on Defense Procurement.

You are scheduled to testify, accompanied by such staff as you desire, on April
29, 1965, at 10 a.m., room 318, Senate Office Building.

In addition to a followup on previous recommendations, the subcommittee
will be interested in learning of the progress that has been achieved in the
Government-wide cost reduction program including the development of an efficient
Federal supply system. This includes not only DOD-GSA relationships, but also
relationships between GSA and other civilian agencies such as the Post Office,
Veterans’ Administration, ete.

We will appreciate progress reports on the automatic data-processing (ADP)

.program ; the improved management of weather research and hospitals: and the
impact of Buy American policy on costs and balance of payments.

Of growing importance also is the subject of the economic impact of com-
mercial-industrial activities of the Government (see subcommittee reports of
July 1963 and September 1964). A discussion as to basic policy on initiation
and continuation of such activities will be of value to the subcommittee.

Faithfully yours,

PauL H. DougrLas.

Mr. Staats. As you know, the Bureau of the Budget is not directly
involved in procurement and other administrative operations. Our
primary interest is from the point of view of the President’s budget
and the efficient and_economical management of Government pro-
grams. A sustained drive for economy in all Government operations
1s necessary if we are to adequately support our stepped up efforts in
such fields as education, the war on poverty, health, manpower train-
ing, and housing and urban development. Between 1964 and 1966 the
President’s budget outlays for national defense and space, together,
will decline by $1.7 billion, and all other administrative budget ex-
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penditures are estimated to decrease by $1.4 billion. Procurement,
supply management and the other matters which are the concern of
your subcommittee are especially important in this effort.

COST REDUCTION PROGRAM

The President has directed each agency head to assume personal
responsibility for cost reduction and make quarterly reports on ac-
complishments. Last year agencies reported actions taken that have
or will produce savings in excess of $314 billion; $2.8 billion was re-
ported by Secretary McNamara.

While the President was encouraged by this response, he believes
that there are certain aspects of the Defense Department program that
could be emulated profitably by all agencies. Accordingly, we have
issued recently a circular (A-44) requiring each agency head to estab-
lish a formal cost-reduction program. I am attaching a copy of this
circular as part of my statement.

(The material referred to follows:)
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EXECUTIVE OFFICE OF THE PRESIDENT -
BUREAU OF THE BUDGET
WASHINGTON, D.C. 20503

March 29, 1965 CIRCULAR NO. A-h}
Revised

TO THE HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Cost reduction and management improvement in Government
operations

1. Purpose and coverage. This Circular sets forth policies, procedures
and responsibilities for carrying out the President's program to reduce
the cost and improve the general effectiveness of Government operations.
It applies to all departments and agencies of the executive branch
effective July 31, 1965. On that date this Circular replaces Circular
No. A-Ui of October 31, 1962, as revised.

2. Policy. The President has directed that each department and agency
head put into effect and assume direct supervision of a formal, organ-
ized cost reduction program. The President is interested in savings
for three principal reasons:

To reduce the cost of Government;
To finance new and needed programs; and
. To offset increased costs for personnel and other resources.

The following policies will be cbserved in agency cost reduction
activities:

a. The head of each department and agency is as responsible for
efficiency and economy in the conduct of agency programs as he is for
program results.

b. Management at all levels in each agency is expected to under-
take vigorous and continued efforts to reduce costs by eliminating
nonessential activities and positions and by increasing productivity.

c. The heads of departments and agencies and their subordinates
vill make every effort to meet new workload requirements through adjust-
ments in existing activities and procedures, and by improved manpower
cantrol and utilization.
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d. Government business will be conducted in accordance with the
same exacting standards that apply to the most expertly managed private
business.

e. Improved organization, more efficient methods and procedures,
use of labor-saving equipment, strengthened supervision, wise and
economical procurement, and other actions to reduce the cost of current
programs will be constantly sought so that available resources can be
most effectively utilized in meeting the Nation's urgent needs.

3. Cost reduction plans and reports. Each department and agency
head will prepare an annual cost reduction plan with specific savings
goals. In preparing his plan he will maske a systematic review of
agency programs from the standpoint of relative priorities and subject
major proposed expenditures to searching serutiny in terms of cost gnd
benefits. Specific efforts should be planned to eliminate or cur-
tail low priority activities, seek new and less costly approaches

to achievement of program objectives, and devise better solutions

to management problems. Positive steps should be taken to encourage
innovation in the development and use of new techniques for increasing
productivity.

a. Goals. At the beginning of each fiscal year each department
and agency, head will establish cost reduction goals for at least the
year just beginning and the following fiscal year. The goals will be
quantified to the extent possible and based on reasonable projections
of concrete actions contemplated and savings expected, but desirable
improvements or benefits which cannot be quantified in term? of dollar
savings may be included.

b. Reporting of goals. The head of each department and agency
will submit to the President, through the Director of the Bureau of
the Budget, by September 1 of each year, a report on the cost reduction
goals he has established for the current fiscal year and at least one
following year. The report will be submitted in triplicate and provide,
in accordance with the attached guidelines and format (Attachments A
and B), a drief description of the actions contemplated, when they are
t0 be completed, and appropriate annual man-year and dollar savings
targets. If legislative action is required to achieve these goals,
this should be noted and a legislative proposal should be submitted,
in accordance with Bureau of the Budget Circular A-19, revised.

c. Reporting of progress. Each department and agency will send
to the President, through the Director of the Bureau of the Budget,
semi-annual progress reports showing the extent to which cost reduction
goals are being reached. The reports covering the first half of the
fiscal year and the entire fiscal year will be due on March 1 and
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September 1, respectively. They will be submitted in triplicate in
accordance with the attached guidelines and format (Attachments A and
B). Cost reduction goals and improvement actions may be updated in
the March 1 progress report. Savings resulting from actions teken in
the first half and in the entire fiscal year, respectively, will be
estimated for both the fiscal year reported on and the next fiscal
year. Savings will be in terms of dollars and man-years, as appro-
priate. The report will also show the nature of savings or benefits
and the proposed disposition of savings.

d. Definition of savings and other benefits.

(1) Savings. Savings generated and reported under this
program will be only those which result from new, improved, or in-
tensified management practices and actions or from the elimination
or curtailment of low priority activities during the fiscal year
reported on. They are not to include reductions due to deferment of
programs or activities to some future date. Savings are to be measur-
able and identifiable. They will be calculated using as a base the
level of expenditures or unit costs of the fiscal year immediately
preceding the current year, except where another base year has been
approved by the Director of the Bureau of the Budget. As a general
rule, savings should result in one or more of the following:

. Reduced level of expenditures for a defined workload or
progrem

. Increased production or more effective program performance
at no added cost

. Reduced requirements for additional funds

(2) Other benefits. Noteworthy management improvement actions
that do not result in measurable monetary savings should be reported
as "other benefits." Such benefits might be more prompt service, more
effective program results, or more equitable treatment of clientele.

4. Use of savings. Since savings may constitute an additional
resource for other worthwhile work, recommended and actual use of
savings will be specified and reported by agencies. Recurring savings
and those projected for the budget year will be considered during the
budget review process. Recommended high-priority uses of savings will
be categorized as follows:

a. Use to finance increased costs, such as statutory pay increases.

b. Apply to the production of more units of work.
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c. Apply to raise the quality of service or performance.

d. Use to finance some other approved program or activity of
the reporting agency.

e. Place in reserve, or apply to reducing the President's budget.

The need for application of savings to categories (a) through (d),
above, will be fully explained in the report.

5. Validation of savings. Savings will be measured using the tech-
niques appropriate to the particular circumstances. Care will be taken
to prevent double counting and to consider offsetting costs. All off-
setting costs applicable to an individual savings action, whether in-
curred within or outside the reporting agency, will be deducted before
net savings are reported. Savings should be validated by a review
performed independently from the claiming unit.. Such validations will
be performed before data and reports are submitted to the Bureau of
the Budget and the President. The term "validation" means an inde-
pendent evaluation of the reasonableness of amounts reported as
accomplishment against goals through selective examination of reports,
records, and operations.

6. Central assistance for improving management.

a. The staff of the Bureau of the Budget is available to advise
agencies in their management improvement and cost reduction programs
and to serve as a clearinghouse for exchanging information on techniques
and programs, from within and outside of the Government, that have
produced noteworthy results. To meet unusual problems where the agency
does not have the expertise or the financial resources to undertake
special management studies, assistance may be provided from the appro-
priation to the President for Expenses of Management Improvement.

b, Federal Executive Boards in major centers of Federal sctivity
outside of the Washington area will give specific attention to the ex-
change of information and cooperative efforts designed to improve
management and performance of Federal activities in the field.

c. The Bureau of the Budget, the Civil Service Commission, and
the departments and sgencies have undertaken a systematic program of
. agency management and manpower reviews. The schedule for these reviews
is developed by the Bureau of the Budget .and the reviews are carried
out jointly by staff of the Bureau, the Commission, and the agency
concerned. The reviews are made on & selective basis glving priority
attention to areas where the most significant problems and potential
savings exist. The results of these reviews are reported to the head
of each agency for immediate attention and such action as is neces-
sary.

KERMIT GORDON
Director

Attachment

47-662 0—88——20
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ATTACHMENT A
Circular No. A-Lh

GUIDELINES FOR REPORTING COST REDUCTION GQALS AND ACCOMPLISHMENTS
(See paragraphs 3 and 4, Bureau of the Budget Circular A-ik)

I. Categories for Goals and Semi-annual Progress Reporting

Cost reduction goals and accomplishments will be reported by the head
of each department and agency under the following categories. Addi-

tional categories may be used if desirable, and some of those listed

here may be excluded if they do not fit.

A. Increased productivity and efficiency. Annual productivity goals
and progress in achieving them mey be reported for the organization-as
a whole or for major organizational components. They may be expressed
in percentage increases in productivity or decreases in unit costs. All
improvement in productivity or efficiency should be translated into
specific dollar and manpower savings. Depending on the size of the
agency, they may be presented in aggregate or in terms of specific
projects.

B. Elimination of low priority activities; substitution of less costly
alternatives. This may include savings resulting from such actions as
the elimination of unessential programs or activities or reduction of
specific program levels (excluding reductions imposed externally by the
President's budget or appropriation actions) and the selection of an
alternative program or course of action from that originally appréved
or in use.

c. Increased management and program effectiveness. The intended and
actual results or benefits of management improvement actions during the
current year for which specific and demonstrable savings are impossible
to caleulate will be reported under this category.

II. Annual Goals

The statement of cost reduction goals, set by each department and agency
end submitted to the President through the Director of the Bureau of the
Budget by September 1 of each year, will contain these elements stated
as briefly as possible:

A, Narrative description

l. Goal. Describe each separate goal, listed by category as defined
in Section I above, including estimated dollar and man~year savings
or other benefits.
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2. Projects. Under each goal, list and provide a brief description
of the program, projects or actions designed to reach the goal,
together with a timetable of implementation. These will be
reported in terms of general programs, major projects or speci-
fic actions, as appropriate to the size of the reporting
department or agency.

3. Nature of savings or benefits. For each program, project or
action, describe the type of saving or benefit; indicate when
it is to be achieved, and indicate whether it is one-time or
recurring.

4, Disposition of savings. FExplain the proposed use of savings
in accordance with the criteria included in paragraph 4 of
Circular No. A-lk,

5. Problem areas. Note and explein any roadblocks in planning
or accomplishing the goal which require the assistance of the
Bureau of the Budget, the President, other agencies, and/or
require new or revised legislation.

6. Innovation. Identify and describe steps to encourage innovation,
including specific actions, planned or underway, to develop and
use new management techniques. Where appropriate include eval-
uation of results.

B. Summ form. Recapitulate in the first five columns of the summary
form (Attachment B) the essential information provided in the narrative.
The summary form will also be used for subsequent semi-annual reporting
of progress. '

IIT. Semi-annual Progress Report

A, Narrative report. The semi-annual narrative progress reports will
contain:

1. Any changes in the narrative description provided at the time
the cost reduction plans were submitted.

2. Changes in goals, but these should not ordinarily be reduced
unless the original plan was greatly overestimated. Any
slippages in goals should be indicated, together with the
reasons.

3. A description of major actions taken during the preceding six
months on each program, project or action listed in the plan.
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4. An explanation of the use proposed for any savings.

Summary form. The summary form (Attachment B) will contein:

1. Recapitulation of the programs, projects or actions by which
goals are to be reached, as specified in the annual plan and

in the narrative section of the report.

2, Estimate of savings in dollars and man-years, or other benefits
to result from action on each goal or project.

3. Proposed disposition of anticipated savings using the key
provided on the form (Attachment B), that is --

a. Use to finance increased costs, such as statutory pay
increases.

b. Apply to production of more units of work.
¢. Apply to raise quality of service or performance.

d. Use to finance some other program or activity of the
reporting agency.

e. Place in reserve, or apply to reducing the President's
budget.
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Mr. Staats. The circular, in brief, directs the heads of each depart-
ment and agency to—

Assume direct supervision of a formal cost-reduction programj;

establish specific dollar-cost reduction goals;

initiate a systematic and periodic review of programs and op-
erations from the standpoint of relative priorities;

identify roadblocks to cost reduction which may require. legis-
lative action or cooperation from other agencies;

subject every major proposed expenditure to searching scrutiny
in terms of costs and benefits;

employ independent means to verify reported savings;

recommend high-priority uses of savings achieved; and

make periodic progress reports to the President.

Our goal, under the stimulus of this extended program, is to exceed
last year’s reported cost reduction.

The Bureau of the Budget has recently issued a booklet on “War
on Waste,” which will give the committee an indication of the wide
range of the cost reductions achieved. There are sections reporting
savings in property and supply management, in automatic data proc-
essing, and other areas of interest to the committee.

AUTOMATIC DATA-PROCESSING PROGRAM

On March 2, 1965, the President approved a Bureau of the Budget
report on the management of automatic data processing in the Gov-
ernment. Copies of that report, published as Senate Document 15,
89th Congress, have already been provided to this committee.

The report reviews and evaluates our existing policies, regulations,
legislation ,and practices, and recommends an action program for aug-
menting our resources and otherwise strengthenin% the automatic data
processing management program. Specific legis ative requirements
are identified.

Prepared with the advice and assistance of a high-level, Govern-
ment-Industry committee, the report highlights a number of accom-
plishments in automatic data processing management during the past
few years. Some of these are of special interest to this committee.

For example, a fairly dramatic 1ncrease has occurred, since 1963, in
purchasing automatic data processing equipment rather than renting.
Whereas only 15 percent of our equipment inventory was owned In
1962, 46 percent is owned today. Current estimates indicate that over
50 percent will be owned by the end of fiscal year 1966. The net sav-
ings resulting from the purchases made in fiscal years 1963, 1964, and
1965 are expected to be about $200 million within the first 5 years.

Automatic data processing equipment sharing exchanges have been
established in six regional areas of the country, under General Services
Administration leadership. Up to seven more will be established. As
a result, sharing of automatic data processing equipment and services
within and between agencies is rising consistently, resulting in greater
economy in the performance of needed work.

Excess and surplus automatic data processing equipment, both
owned and rented, is put through special screening processes by the
General Services Administration to facilitate continued use in Gov-
ernment whenever practical. Hours of utilization of equipment rise
steadily, especially for the medium- and large-scale equipment.
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As of last year, equipment in the price range of $1.5 million and up
was utilized an average of 410 hours per month, which is virtually
around-the-clock operation, 5 days a week. For all equipment, the
average was 313 hours, up from 285 the previous year. Figures for
this year will be available for publication in about 60 days.

The automatic data processing management report also points to
actions which should be taken by the Bureau of the Budget, General
Services Administration, National Bureau of Standards, and Civil
Service Commission to provide needed additional policies, guidelines,
regulations, and consultative assistance and to undertake expanded re-
search in automatic data processing technology.

On March 6, the Bureau of the Budget issued a circular (A-71) de-
fining the responsibilities of these agencies in the administration and
mana%?ment of automatic data processing activities. T have copies
available if the committee is interested in them, and a copy of this is
in the report, itself, Mr. Chairman.

Representative Curtis. How long a document is it?

Mr. Sraars. It is very, very brief. It is a matter of three or four
pages, sir.

Representative Curris. We will include it in the record.

Mr. Staats. Yes, sir.

(The Bureau of the Budget subsequently furnished the following
material :)
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EXECUTIVE OFFICE OF THE PRESIDENT
BUREAU OF THE BUDGET
WASHINGTON, D.C. 20503

MARCH 6, 1965 CIRCULAR No. A-71

'I’O>TH'E HEADS OF EXECUTIVE DEPARTMENTS AND ESTABLISHMENTS

SUBJECT: Responsibilities for the administration and management
of automatic deta processing activities

1. Purpose. This Circular identifies certain responsibilities of executive
agencies for the administration and management of automatic data processing
(ADP) activities, and is intended to provide for maximum cooperation and
coordination between and among the staff and operating agencies of the
executive branch.

2. Scope. The ADP equipment affected by this Circular is that equipment
identified in paragraph 2 of Bureau of the Budget Circular No. A-5&,
Policies on the selection and acquisition of automatic data processing (ADP)
equipment, October 14, 1961.

3. Responsibilities of the Bureau of the Budget. The Bureau of the Budget
will provide overall lecadérship and coordination of executive branch-wide
activities pertaining to the management of automatic data processing equipment
and related resources and will develop programs and issue instructions for
achieving increased cost effectiveness through improved practices and tech-
niques for the selection, acquisition and utilization of automatic data pro-
cessing equipment and resources. In this connection, the Buresu of the Budget
will:

a. Provide policies and criteria, procedures, regulations, information,
technical advice and assistance to executive agencies.

b. Evaluate, through the review of agency programs and budgets and
through other means, the effectiveness of executive agencies and the executive
branch as 8 whole in menaging automatic dats processing equipment asnd resources.

c. Foster adequate Federal Government support of programs for developing
voluntary commercial standards for asutomatic date processing equipment and
techniques, arrange for the approval and promulgation of voluntery commercial
standards when it is in the best interests of the Government to do so, and
arrange for the development, approval and promulgation of Federal standards
for automatic data processing equipment and techniques on an interim besis,
or permanent basis, when voluntary commercial standards are not available
or usable.
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4. Support the develcopment and promulgation of standard data
elements and codes in Government svstems, when such data elements end
codes are in common use in some or all executive agencies.

e. Encourage the use of sdvanced techniques in the design of daeta
systems and support research in advanced svstem design through demonstra-
tion projects.

f. Advocate intra-agency and interagency integretion of systems.

g. Sponsor the development of a svstem which provides to line and
staff officials st all levels of Government the information needed for
effective management of automatic deta processing equipment and releted
resources.

4, Responsibilities of the General Services Administration. The General
Services Administration i8 responsible for aiding in the echievement of
increassed cost effectiveness in the selection, acquisition and utilization
of automatic data processing equipment and appropriate related resources
and will perform the following functions:

a. In connection with the selection of automatic data processing
equipment, provide to executive agencies, on request, comparative informetion
on the characteristics and performance capabilities of equipment and on the
contractual performance of the firms thet supplv equipment and programing
aids to the Government.

b. In connection with the acquisition of automatic data processing
equipment (1) provide Federal Schedules of Supply for renting, purchasing
and meintaining automatic date processing equipment, for use by executive
agencies each fiscal year, (2) teke such steps es may be feasible and
necessary to insure to the extent precticeble, that the Federal 5chedules of
Supply for ADP equipment each yeer will be availsble for use on the first dav
of that vear, and (3) through continucus study and negotiation, seek improve-
ments in the terms, conditions, and prices stated in Federsl Schedules of
Supply for automatic data processing equipment end services.

¢. In connection with the utilization of automatic data processing
equipment (1) develop and publish guidelines and criteris governing the
replacement of equipment to avoid usage of such equipment bevond the point
of economic advantage, (2) provide overall coordination end leadership of
the executive brench in fostering the effective utilization of excess and
disposal of surplus,automatic datas processing equipment, including rented,
leased or owned equipment, and promulgate such regulations ag mav be needed
to insure effective Govermment-wide screening and utilization of excess ADFP
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equipment; and, further, to plan and undertake appropriate measures for
coping with emerging problems associated with the management of excess and
surplus avtomatic data processing equipment, (3) prepare Government-wide
inventory reports ana other statistical information pertaining to ADP
equipment utilization, based upon reports submitted in accordance with
applicable Bureau of the Budget circulars; and, further, to cooperate in
the continucus refinement and improvement of mansgement informastion systems
relating to automatic data processing activities, (4) exercise leadership
for the executive branch in the development and operation of arrangements
which are designed to promote the sharing and joint utiligation of automatis
date processing equipment time and services within and among the executive
agencies, and obtain such information on sharing practices as is necesssry
to evaluste the sharing program on a Government-wide end regional basis,
including ecquisition of equipment in connection with joint utilization
programs, and (5) provide policies, guidelines and evaluation criteria for
use bv erxecutive agencies in the maintenance of automatic deta processing
equipment.

d. In connection with the standardization of automatic date
processing equipment and techniques, (1) promulgate standard purchase
specifications besed upon ADP standards which have been approved for
adopticn by the Federal Government, and (2) support progrsms for the
development of voluntary commercial or Federsl standards as they pertain
to sutomatic data processing equipment and techniques and coordinate these
activities with other executive agencies similarly involved.

e. In connection with automatic date processing equipment ised with
date communications systems, insure that plenning for the Federal Telecom-
munications System embraces consideration of the rising need for data com-
munication facilities which provide for high-speed data transmission betweer
computer-based systems.

S. Responsibilities of the Department of Cormerce. The Department of
Commerce is responsible for eiding in the achievement of increased cost
effectiveness in the selection, acquisition snd utilization of automatic
data processing equipment, and in this connection will perform the following
functions:

a. Provide advisory and consultative services to executive agencies
on the methods for developing informetion svstems based on the use of
computers and the programing and languages thereof.

b. Undertake research on computer sciences and techniques, including
system design, oriented primarily toward Govermment applications.
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¢c. Provide day-to-dav guidence and monitorship of an executive
branch program for supporting the development, measurement and testing of
voluntarv commercial standards for sutomatic data processing equipment,
techniques end computer langusges.

d. Improve compatibilityv in eutomestic date processing equipment
procured by the Federal Govermment by recommending uniform Federel standards
for automatic deta processing equipment, techniques and computer langusges.

6. Responsibilities of the Civil Service Commission. The Civil Service
Commission is responsible for providing executive branch-wide lemsdership
and assistance in the personnel management and manpower aspects of automstic
data processing. In this connection, the Commission will foster programs

designed to:

a. Staff automatic deta processing activities effectively by, among
other things, (1) formuleting position claseification and qualification
standards, (?) developing necessary special recruiting techniques, (3)
devising improved testing and selection devices, and (4) stimulating and
coordinating necessary training.

b. Educate executives and other keyv personnel to achieve greater
effectiveness in ADP management.

c. Anticipate and minimize, to the greatest practicable extent, any
adverse effects of automatic data processing upon the people involved.

d. Provide a medium within the executive branch to focus and coordinate
preparation for the future personnel msnagement and msnpower effects and
requirements of automatic data processing.

7. Responsibilities of the heads of executive agencies. The heads of all
erecutive depertments and establishments are responsible for the adminis-
tration end mesnagement of their automatic data processing activities
including:

a. Agency-wide planning, coordinstion and control of equipment
utilization.

b. Determination and use of those equipment applications that offer
the greatest return in terms of increased effectiveness in mission accomplish-
ment and higher productivity.

c¢. Development of data systems that employ the use of the most
advanced design techniques.



292 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

d. Merger or integration of data svstems irrespective of intra-
agencv or interagency organizational lines, when cost effectiveness in
equipment utilization, data systems management, or program accomplish-
ment can be increased.

e. Determination of automatic dete processing equipment requirements.

f. Sharing equipment time and services within the agency, and with
other sgencies through support of the Government-wide program for sharing
exchanges; cooperation in the establishment of service centers and other
interagency joint use arrangements.

g. Consideration of the potential impact of the introduction of ADP
equipment on the agency work force and taking such steps as are necessary
to alleviate adverse effects to the greatest extent practicable.

h. Participation in Government-wide studies and ﬁi-ograms for improving
the administration and mensgement of automatic data processing aectivities
in the executive branch.

8. Effective date. The provisions of this Circular are effective
jmmedistely.

KERMIT GORDON
Director
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Mr. Staats. Of special interest to the committee are recommenda-

tions appearing in the automatic data processing report concerning—

(1) the need for increased effort toward achieving greater com-
patibility among computers and techniques for their use;

(2) the exercise of closer surveillance over the automatic data
processing equipment expenditures which are reimbursed to Gov-
ernment contractors, to insure that these reimbursements are no
greater than the Government would incur for similar purposes
and in support of this