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ECONOMIC IMPACT OF FEDERAL PROCUREMENT

MONDAY, JANUARY 24, 1966

CoNGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON FEDERAL PROCUREMENT AND
REeGuiATION OF THE JOINT Economic COMMITTEE,
Washington, D.C.

The subcommittee met at 3 p.m., pursuant to call, in room S5-407,

the %@pitol, Hon. Paul Douglas (chairman of the joint subcommittee)
residing.

P Present: Senators Douglas, Sparkman, Proxmire, and Jordan;

Representatives Griffiths, Curtis, and Widnall.

Also present: Ray Ward, economic consultant; James W. Knowles,
executive director; John R. Stark, deputy director; Donald A.
Webster, minority economist; and Hamilton D. Gewehr, adminis-
trative clerk.

Chairman Doucras. The subcommittee will come to order.

This subcommittee has been concerned in the past about the waste
in the Federal procurement and supply management activities which
have taken so much economic lifeblood from intended programs and
denied it to others of great merit.

We have always contended that our economy can and should bear
all needed expense for defense and for other programs, but that it
should not be burdened with waste. I have long believed, as have
other members of this subcommittee, that annual savings of billions
of dollars were practicable.

As an economic approach to the subject, we have endeavored first
to have guidelines established as to the proper role of Government
itself as compared to the private sector.

Second, we have sought to list, study, analyze and, where feasible,
consolidate common-type activities into streamlined operations.

Third, we have thought, as a general principle, that the national
economy is best served by placing civilian-type activities in civilian
agencies.

We are vitally interested in the economic implications of procure-
ment and related matters since they require about one-third of all
Federal expenditures, and, in addition to annual expenditures, the
Defense Department alone, as of the 30th of June last year, bad an
inventory of $37.6 billion in real property and $138.7 billion in personal
property.

It is obvious that operations of this magnitude affect the local,
State, regional, and national economies. If anyone doubts this, he
should note the pressures both upon Members of Congress and upon
the Defense Department for new installations and the anxious con-
cern about their closing.

1



2 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

It is much easier to start than to close or to curtail an activity, as
our witness today probably well knows better than we.

Mr. Secretary, when I wrote to you as Secretary Designate on
December 30, 1960, on a number of problems, I despaired of progress
after 10 years of frustration, but I want publicly to state that your
program of cost reduction, weeding out of unneeded installations, and
their restoration to the tax rolls, the integration of common activities
and the increase in competitive procurement, to name only a few, are
heartening achievements.

I am sure that Congressman Curtis and other members of the
subcommittee share my views on this. While I do not want to take
credit which is rightfully due to you who have borne the burden of the
battle, I should accept responsibility when criticism arises for urging
that these things be done.

Mr. Secretary, let me also say, as I said I believe 2 years ago, that
I regard you as the ablest Secretary of Defense or Secretary of the
Army that we have ever had in the history of the United States.
Secretary E. M. Stanton, who was a somewhat eccentric genius, was
a great Secretary of War from 1862 to 1865, but he had great per-
sonality defects. He indulged in frequent temper tantrums. He was
arbitrary in his behavior. And after the conclusion of the war, he
went completely haywire.

I think that you are a more well-balanced Secretary, and I await
with interest what you have to say, without diminishing the combat
effectiveness of the Armed Forces.

I can remember that when you came to the Department of Defense,
I believe there were 11 combat-ready Army divisions. I believe
that total has now increased to 16. The Marine Corps prides itself
on being always ready, but I think we are more ready now than we
were then. So you have done this with great efficiency, with great
humanitarian spirit, and at the same time a zeal to make the fighting
forces of the United States strong and vigorous.

We honor you for this, and I want to express my appreciation in
advance of your testimony.

My letter to you of January 20, 1966, about the hearings, will be
placed in the record at this point.

(Letter referred to follows:)

CoNGRESs OF THE UNITED STATES,
Joint EconoMmic COMMITTEE,
January 20, 1966.
Hon. RoBERT S. McNAMARA,
Secretary of Defense,
Department of Defense, Washington, D.C.

Dear SzcrerarRy McNamara: The press of congressional duties makes it
necessary to start the annual hearings of the Subcommittee on Federal Procure-
ment and Regulation as soon as practicable. Accordingly, I will outline the sub-
ject matter upon which you and your associates are to testify on January 24, 1966,
3 p.m., room $-407 (AE-1), the Capitol, which is the public hearing room of the
Joint Committee on Atomic Energy.

It will be appreciated if you will again cover the cost reduction program which:
has made such a notable contribution, not only to the Defense Establishment but
to the entire executive branch, and the national economic structure.

1 For text see “Background Material on Economic Aspects of Military Procurement and Supply—1964,’”
materials prepared for the Subcommittee on Defense Procurement of the Joint Economic Committee,
Congress of the United States, 88th Cong., 2d sess., April 1964, pp. 2-3.
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Of specific interest also will be a statement of progress made in competitive
procurement procedures, consolidation or integration of other common supply
and service activities, the development of a Federal supply system, standardiza-
tion of supply items, utilization and disposal of real and personal property inven=~
tories, and progress and problems in the Defense Supply Agency.

As was the case last year, you and your staff—i.e., Assistant Seecretary Ignatius
and Admiral Lyle—may divide the time and subject matter to suit your heavy
schedules and responsibilities.

If you have any queries, you may contact Ray Ward, economic consultant to
the subcommittee, telephone 173-8169. .

With best wishes,

Faithfully yours,
Paur H. DouagLas.

Chairman Dougras. A list of the hearings and reports of the sub-
committee, previously printed, will be included in the record at this
point for cross-referencing purposes.

(The list referred to follows:)

Report, October 1960: “Economic Aspects of Military Procurement and
Supply,” report of the Subcommittee on Defense Procurement to the Joint
Economic Committee, Congress of the United States, 86th Cong., 2d sess.
(Hereinafter called “Report, October 1960.”)

Report, July 1963: “Impact of Military Supply and Service Activities on the
Economy,” report of the Subcommittee on Defense Procurement to the Joint
Economic Committee, Congress of the United States, 88th Cong., 1st sess., July
1963. (Hereinafter called “Report, July 1963.”)

Report, September 1964: “Economic Impact of Federal Supply and Service
Activities,” report of the Subcommittee on Defense Procurement to the Joint
Economic Committee, Congress of the United States, 88th Cong., 2d sess.
(Hereinafter called “Report, September 1964.”)

Report, July 1965: “Economic Impact of Federal Procurement,” report of
the Subcommittee on Federal Procurement and Regulation of the Joint Eco-
nomic Committee, Congress of the United States, 89th Cong., 1st sess. (Here-
inafter called “Report, July 1965.”)

Hearings, 1960: “Impact of Defense Procurement,” hearings before the
Subcommittee on Defense Procurement of the Joint Economic Committee, Con-
gress of the United States, 86th Cong., 2d sess.,, Jan. 28, 29, and 30, 1960.
(Hereinafter called “Hearings, 1960.”)

Hearings, 1961: “Progress Made by the Department of Defense in Reducing
the Impact of Military Procurement on the Economy,” hearing before the
Subcommittee on Defense Procurement of the Joint Economic Committee,
Congress of the United States, 87th Cong., 1st sess., June 12, 1961. (Herein-
after called “Hearings, 1961.”) .

Hearings, 1963: “Impact of Military Supply and Service Activities on the
Economy,” hearings before the Subcommittee on Defense Procurement of the
Joint Economic Committee, Congress of the United States, 88th Cong., 1st sess,,
Mar. 28, 29, and Apr. 1, 1963. (Hereinafter called “Hearings, 1963.”)

Hearings, 1964: “Impact of Military and Related Civilian Supply and
Service Activities on the Economy,” hearings before the Subcommittee on
Defense Procurement of the Joint Economic Committee, Congress of the
United States, 89th Cong., 2d sess., Apr. 16 and 21, 1964. (Hereinafter called
“Hearings, 1964.”)

Hearings, 1965: “Economic Impact of Federal Procurement,” hearings before
the Subcommittee on Federal Procurement and Regulation of the Joint Eco-
nomic Committee, Congress of the United States, 89th Cong., 1st sess., Apr. 27,
28, and 29, 1965. (Hereinafter called “Hearings, 1965.”)

Staff study, 1960: “Background Material on Economic Aspects of Military
Procurement and Supply,” materials prepared for the Subcommittee on Defense
Procurement of the Joint Economiec Committee, Congress of the United States,
86th Cong., 2d sess., February 1960. (Hereinafter called “Staff Materials, 1960.”)

Staff study, 1963: “Background Material on Economic Aspects of Military
Procurement and Supply,” materials prepared for the Subcommittee on Defense
Procurement of the Joint Economic Committee, Congress of the United States,
&8th Cong., 1st sess., March 1963. (Hereinafter called “Staff Materials, 1963.”)
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Staff study, 1964: “Background Material on Economic Aspects of Military
Procurement and Supply, 1964,” materials prepared for the Subcommittee on
Defense Procurement of the Joint Economic Committee, Congress of the United
States, 88th Cong., 2d sess., April 1964. (Hereinfater called “Staff Materials,
1964.”)

Staff study, 1965: “Background Material on Economic Impact of Federal
Procurement, 1965, materials prepared for the Subcommittee on Federal
Procurement and Regulation of the Joint Economic Committee, Congress of
-the United States, 89th Cong., 1st sess., April 1965. (Hereinafter called “Staff
Materials, 1965.”)

Staff study, 1966. “Background Material on Eeconomic Impact of Federal
Procurement, 1966, materials prepared for the Subcommittee on Federal
Procurement and Regulation of the Joint Economic Committee, Congress of
the United States, 89th Cong., 2d sess., March 1966. (Hereinafter called
“Staff Materials, 1966.”)

Chairman Doucras. We are very glad to have you, Mr. Secretary

STATEMENT OF HON. ROBERT S. McNAMARA, SECRETARY OF
DEFENSE

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

I am deeply grateful to you for your comments, even though they
are not deserved. They do offset some of the equally, I hope, un-
deserved criticism.

For the fourth time in as many years, it is again my pleasure to
appear_before you and the members of your committee to report
‘of the Department’s cost reduction program.

As you mentioned a moment ago, the Department of Defense cost
reduction program, which saved $4.8 billion in fiscal year 1965, owes
much of its inspiration to you personally and to the work of your
committee. I recall particularly your letter to me, dated December
30, 1960, to which you referred a moment ago. I received that some
3 weeks before I was sworn into office. In it you outlined a number
of the problem areas which have now been incorporated in the cost
reduction program.

I recall also the McCormack-Curtis amendment which provided
the legal basis for the establishment of several of the consolidated
defense agencies which we have set up in recent years, particularly
‘the Defense Supply Agency and the Defense Communications Agency.

Before proceeding with a discussion of the cost reduction program
which we have established, particularly its status today, I want to
‘express again not only my appreciation, but the appreciation of all of
my colleagues in the Defense Department, both military and civilian,
to you personally, to the members of your committee, to the other
committees of Congress, and to many notable Americans who have
-eontributed so much of their time and effort to determining ways and
means by which our Defense Department, which spends over half of
‘the Federal budget, can operate most efficiently.

Not only have we in effect stolen suggestions from you and from
your committee, but from many other Americans as well.

President Hoover, for example, and the Hoover Commission were
an important source of ideas for us, and one of my first instructions
to my colleagues was to obtain your reports and the reports of other
investigative committees, to sift out from them those ideas that had
not yet been put into effect, to review each one to determine which of
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them could be applied with advantage, and I would say we have
probably applied 80 percent of those that came to our attention.
Since my last appearance here the conflict in southeast Asia, as you
know, has deepened. Although our day-to-day concerns are under-
standably focused on the requirements of that conflict, I want to
assure this committee, to assure the Congress, and to assure the
Nation’s taxpayers that our search for economy and efficiency in the
management of the Department will continue to be prosecuted with
the greatest vigor, and I hope my appearance here today underscores
that fact. There is no conflict between efficiency in management in
Klq affairs of the Department and efficiency in combat of southeast

sia.

As a matter of fact, one supports the other.

PROGRESS OF DOD COST REDUCTION PROGRAM
The results achieved from the cost reduction program through our

last completed fiscal year, 1965, have again far exceeded our expec-
tations, and this is shown in the chart below:

PROGRESS OF DoD COST REDUCTION PROGRAM
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As you will see from examining this chart, which records the progress
of the Defense Department cost reduction program in billions of
dollars of annual savings, the savings actually realized in fiscal year
1965 rose to over $4.8 billion in that single year alone. That was a
goal which even as recently as last January we had not expected to
reach until 1968.

Although the extraordinary requirements for Vietham, which have
been superimposed on our regular defense requirements, have created
some uncertainties as to the results to be expected in fiscal years 1966
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and 1967, I still believe that the goal which we established in J uly 1965,
which called for $6.1 billion in savings in 1969 and in each year
thereafter, can be achieved.

. The detailed accomplishments in past years and our goal for the
future years has been broken into three sections, which I will discuss
in sequence.

Savings realized in fiscal 1965 and goal by fiscal 1969
[In billions of dollars}

Savings Savings
realized in goal by
fiscal year fiscal year

1965 1969

1. Buying only what we need_.__. 2.5 2.6
2. Buying at the lowest sound price_ 1.2 1.2
3. Reducing operating costs. 1.1 2.3

Total-_. . 4.8 6.1

BUYING ONLY WHAT WE NEED

The first of these, labeled “Buying only what we need,” shows that
we realized savings in that area of about $2.5 billion in fiscal year 1965.
The second, which calls for “buying at the lowest price” compatible
with the quality and delivery sche(%ules required, shows savings of
about one and a quarter billion dollars in 1965.
“And the third area of saving, “Reducing operating costs,” shows
savings in fiscal year 1965 of about $1.1 billion.

In total, these amount to the $4.8 billion of savings for that year.

I want to emphasize that these achievements do not represent
merely the totaling up of chance economies. Rather, they are the
product of a very carefully planned and audited program wbich enlists
the continuing efforts of tens of thousands of defense managers, both
military and civilian, at all levels of the Department.

I believe that the savings reported have been objectively measured
and validated, and they will continue to be audited with great care.

We have about 200 man-years of auditing each year devoted to this
program, to insure that the savings are, in fact, as reported.

In previous appearances before this committee, T have discussed the
character of the program in some detail. At this time, I would simply
like to give you a progress report, to highlight certain recent develop-
ments, and to outline some of our future plans.

Mr. Ignatius, who is the Assistant Secretary of the Department in
charge of installations and logistics, is here today. He is prepared to
discuss measures we are taking in response to the findings and recom-
mendations contained in the committee’s report of last July. :

And Admiral Lyle, who is Director of the Defense Supply Agency,
can deal with the operations of that Agency.

Now turning to our first major area of savings, which we call “Buy-
ing only what we need,” I will deal with several subcategories of that,
the first of which is the work to refine the requirements calculations,
eliminating any requirement for which we cannot develop a sound
justification.

Cost reduction efforts in this area continue to yield significant
savings. Of course, the more we improve our requirements calcula-
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tions, the more we reduce the opportunities for further savings through
this means in the future, and this is reflected in the figures in the table
attached to this statement, which summarizes the cost reduction
program savings and goals.

(The table referred to follows:)

Department of Defense cost reduction program
[Dollars in millions]

Estimated savings to be realized in—1

Fiscal | Fiscal | Fiseal | Fiscal | Fiscal
year year year year year
1963 1964 1965 1966 1969

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

(e) Major items of equipment 2. ccenrocoeeeeo $90 $487 | $1,060 $747 oo
(b) Initial provisioning 163 218 368 184 |-
0) Secondary items._._ 481 643 626 799 ..
d) Technical manuals._ ... o oconooooeemee 10 9 8 [ocaaaeen
¢) Technical data and reports. 2 6 P2 R
Production base facilities_ . _____ ... 14 18 1o eeacean
9, Increased use of excess inventory in lieu of new pro-

curement:

(a; Equipment and supplies
(b) Idle production equipment
(c) Excess contractor inventory.

3. Eliminating “goldplating” (value engineer
4. Inventory item reduction.__._._..._._.

Total, buying only what we need .. .oococeocoon

B. Buying at the lowest sound price:
1. Shift from noncompetitive to competitive procure-
ment:
Total percent competitive ..
Total amount of savings.
2, 8hift from CPFF to fixed or incentive price:
Total percent CPFF 4o
Total amount of savings......
3. Direct purchase breakout ..c.-coooeamcnee
4. Multiyear procurement.___ -

Total, buying at lowest sound priee....._—..._.

C. Reducing operating costs:
1. Terminating unnecessary operations. ...._..oco-oo...
2. Consolidation and standardization:
(2) DSA operating expense savingsf......___..._
(b) Consolidation of contract administration.....
() Departmental operating expense savings..._.
3. Increasing efficiency of operations:
(a; Improving telecommunications management.
(b) Improving transportation and traffic man-
LY 1| S

(d) Tmproving noncombat vehicle management.
(¢) Reduced use of contract technicians.._...__..
(f) Improving military housing management._...
(g) Improving real property management.......
(R) Packaging, preserving, and packing...._.__..

Total, reducing operating costs. ... 289 757 | 1,119 | 1,087 | $2,206
D. Military assistance program (MAP): Total MAP oo _|-ccaeaoodooooones 1N 126
Total program. 1,38 | 2,831 4,843 | 8 4,055 6,091

1 Includes rertain 1-time savings not expected to recur in the same amounts in future years.
. 2 Tn addition fiscal year 1962 “requirements” for major items of equipment were reduced by $24,000,000,000.
In fiscal year 1963, the Army reduced 1964 pipeline requirements by $500,000,000.

3 Fiscali year 1961 was 32.9 percent; fiscal year 1965 actual was 43.4 percent; savings are 26 percent per dollar
converted.

¢ First 0 months of fiscal year 1961 was 38 percent; fiscal year 1965 actual was 9.4 percent; savings are 10
percent per dollar converted.

s Excludes DSA inventory drawdown without replacement of $3%,000,000 for fiscal year 1962; $262,000,000
in fiscal year 1963; $161,000,000 in fiscal year 1964; $51,000,000 in fiscal year 1965.

s Amount refiected in the original fiscal year 1966 budget.
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Secretary McNamara. With regard to the refining of require-
ments calculations, I would now like to try to clear up some apparent
misunderstandings which have risen concerning cost reductions in
this area of the program.

As I have repeatedly noted in my previous appearances before
various congressional committees, President Kennedy gave me two
general instructions when I took office in January of 1961, and Presi-
dent Johnson has reiterated these instructions to me. They both
said first develop the military force structure which is necessary to
support our foreign policy, and do this without regard to arbitrary
budget ceilings or predetermined financial limits. They both be-
lieved, as I do, that we are an affluent nation; that with a gross national
product of $700 billion per year there is absolutely no excuse for not
spending every dime that we can effectively spend to furnish the
weapons and the men and the other resources needed to protect our
security. '

But both Presidents have emphasized that, having determined the
military force required to support our foreign policy, we should
procure and operate that force at the lowest possible cost.

During the entire 5 years of my tenure as Secretary of Defense, I
have been guided by these two basic principles. Throughout that
period I have insisted that our military strategy and our military
plans be related to the threat, that the forces to be acquired and
maintained should be related to the strategy and the plans, and that
the forces should be adequately supported not only with men, not only
with equipment and fac?lities, but with the war reserve stocks as well,
so that they could engage in combat for sustained periods of time.

The achievement of this objective has not always been easy.
For many years our military plans, our contingency war plans, far
exceeded the forces available to support them, and eveén the forces
available were not in proper balance with one another. There was
not enough tactical airpower, for example, to support the existing
number of combat-ready Army divisions. In addition, although the
concept of a mobile central reserve of combat forces had been generally
accepted, the airlift required to move these Reserve Forces was com-
pletely inadequate. Nor was there enough amphibious lift to move the
Marine Corps Forces. And although a great deal of attention had been
paid to nuclear weapons, stocks of ammunition and other combat
consumables which were required for nonnuclear war were grossly
deficient in many categories.

Since 1960 we have added about $50 billion to our defense program,
exclusive of the supplement to the fiscal 1966 budget now being con-
sidered by the Congress. This was added to correct these and other de-
ficiencies. By the end of fiscal 1965, just 6 months ago, we had achieved
a 45-percent increase in the number of combat-ready Army divisions.
As you noted, it increased from 11 to 16.

There was a 45-percent increase in the number of combat heli-
copters, a hundred-percent increase in our airlift capacity, a 51-
percent increase in the number of Air Force fighter squadrons de-
signed to support our combat Army divisions, a hundred-percent
increase in the naval ship construction program in order to modernize
the fleet, and a 1,000-percent increase in the Special Forces partic-
ularly trained for counterinsurgency.
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And while this tremendous increase in our nonnuclear power was
underway, we did not neglect our nuclear forces. Indeed, during
this same 5-year period, we achieved a 200-percent increase in the
number of nuclear warheads and total megatonnage in the strategic
alert forces, and a 67-percent increase in the number of tactical nuclear
weapons on the soil of Western Europe.

But even while these increases in our military strength were bein
achieved, we moved ahead vigorously on President Kennedy’s secon
instruction that we ‘“procure and operate this force at the lowest
possible cost,” and each year since its inauguration in fiscal year 1961,
we have been able to increase the savings actually realized through
the cost reduction program and to increase its goals for the future.
I can assure you that these savings were made without adverse effect
on our military strength, and without adverse effect on our combat
readiness. Any doubt of this can only be based on a misunderstanding
of the way in which we compute our requirements for equipment and
for ammunition. As noted earlier, it has been my contention from
the very beginning that we should first determine as accurately as
possible what we need to support the forces required by our contin-
gency war plans, and then we should buy all of what we need, but only
what we need, and we should buy that at the lowest sound price.

In the case of both major equipment and consumables, we must
acquire the items needed for the initial outfitting of the forces and for
keeping their equipment modern, plus sufficient stocks to meet our

eacetime consumption, plus a war reserve sufficient to meet the
ogistic standards associated with our contingency war plans. All of
these requirements are susceptible to calculation and there is nothing
to be gained by buying more than we need at any particular time.

I want to emphasize this. No matter how much money is spent,
if we are spending it on procurement in excess of requirements, we
gain nothing. Indeed, there is much to be lost since nearly all of
these stocks are subject to obsolescence and many items actually
deteriorate physically over time. Even under the best of circum-
stances, we have to dispose of billions of dollars of equipment and-
supplies each year, and, as this committee has repeatedly pointed out,
at a mere fraction of their original cost.

Chairman Douaras. Less that 5 percent?

Secretary McNamara. Well, I was going to say between 5 and 8
percent. But it is a very, very small fraction of the original cost.

As you know, our excess inventories at the present time amount to
something on the order of $10 billion. That is about $2 billion
lower than it was several years ago, almost 5 years ago, and we have
sought to use a portion of it by substituting excess stocks in lieu of
new purchases on which I will comment in a moment.

To the extent we buy more than we need, we simply increase the
amount which eventually must be disposed of, thus wasting the tax-
payers’ money without adding anything of value to our actual military
strength.

But the question still remains: Why, if we had acquired what we
needed, do we now have to increase our procurement so substantially
in order to support our military effort in southeast Asia?

The answer to this question has three parts.

60-599—66. 2
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First, we are increasing the size of our Active Forces because we do
not wish at this time to call up the reserve forces. As you know, we
are adding a Marine division. We have added an Army division and
the equivalent of another Army division in the form of three brigade
forces. The new forces must be equipped and supplied.

Second, we do not normally provide 1n advance for combat attrition
of such major weapon systems as aircraft and ships because of the
great cost involved. I understand that a war reserve of aircraft was
once considered in connection with the military buildup undertaken
during the Korean war, but rejected for the same reason. Accord-
ingly, additional aircraft must be procured as soon as the forces are
committed to combat, and this was one of the largest items in our
I(i)scal year 1966 supplemental request, now being considered by the

oI gress.

Chairman Dovucras. For additional aircraft?

Secretary McNaMaRra. For aircraft that we will need to replace
potential losses.

Representative CurTis. Is that essentially helicopters?

Secretary McNamara. No, it is both fixed-wing and rotary-wing
aircraft. The helicopter losses have been very small to date, but we
anticipate they may rise, and we are placing helicopters on procure-
ment for that purpose.

In the case of the helicopters the great bulk of the new procurement,
however, is to add to the number of helicopter companies in our forces,
because the experience in southeast Asia has demonstrated to us that
the value of helicopters even exceeds our previous expectations. We
have more than doubled the number of helicopter companies author-
ized for the total Army worldwide, and therefore, the bulk of the new
helicopter procurement is, as I say, to expand the force rather than
to éeplace lost helicopters. Helicopter losses have been very small
to date.

Third, we provide, in our war reserve stocks only those quantities
of combat consumables needed to tide us over until additional stocks
can be acquired from new production. This means that, as soon as
we start to consume significant quantities of war reserve stocks in
combat, we must start to procure replacement stocks. For such
items as ammunition, wartime consumption rates are many times
peacetime rates. .

For example, in the case of ammunition, we have added to the $1.1
billion included in the original fiscal year 1966 budget $800 million
from the August amendment and $2.1 billion from the supplemental
request now before the Congress—giving us a total of about $4.1
billion for ammunition in fiscal year 1966. And another $3.7 billion
of ammunition is included in the fiscal year 1967 budget.

Obviously, it would be entirely impractical to attempt to carry
in stock the huge amounts of ammunition required when our
forces actually engage in combat. And there is no need to do so,
as long as we have on hand the essential margin between consumption
and production. This margin we have, except in those few cases
where ammunition is being used in Vietnam in ways and quantities
which were never anticipated; for example, the 2.75-inch rocket
recently adapted to helicopters and which is now being fired in great
quantities from helicopters.
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This is not to say that every one of the tens of thousands of Defense
Department supply points is without a single “inventory shortage.”
Anyone who has had experience with large supply systems knows that
somewhere, sometime, something will be lacking. No matter how
much we spend for defense, someone somewhere in our farflung
organization will be short some item at a particular time.

This has nothing to do with the amount of funds requested and
appropriated. It simply reflects the fact that no system involving
literally hundreds of thousands of people and millions of different
items spread around the globe can be 100-percent perfect. Mistakes
in distribution or requirements calculations will be made, and these
mistakes will be reflected in an inventory shortage, or overage,
somewhere in the system. This is true of private industry as well
as government, and it is up to management at all levels to see to it
that these mistakes are held to a minimum and corrected promptly
when discovered.

Accordingly, the entire question of shortages must be reviewed in
perspective. The acid test of our logistic system or any logistic
system is the ability of our forces to take the field and engage in
combat. I submit that the rapid deployment and support in combat
of a force of over one-quarter of a million men—including those aboard
ships off the coast of southeast Asia—to an area 10,000 miles from our
shores clearly demonstrates that our logistic system has that capa-
bility. Never before has this country or any other country been able
to field and support in combat so large a force in so short a time over
so great a distance, without calling up the reserves and without apply-
ing price, wage, and material controls to our civilian economy. That
is why General Abrams, the Vice Chief of Staff of the Army, was able
to say last June:

The Army is in the best peacetime condition in its history. I make this state-
ment based on my experience as a battalion commander in Europe for 22 months
beginning in 1949, and as commander of an armored cavalry regiment for 14
months thereafter, as a division commander in Europe from October 1960 to June
1962, and as corps commander from July 1963 to July 1964. From this back-
ground and from my association with soldiers and their equipment, I can state
unequivocally that the readiness conditions in the U.S. Army are the highest that
have been attained in my 29 years of service.

That is why the Secretary and Chief of Staff of the Army, General
Johnson, were able to report last August that:

The Army was never in a better position in peacetime than it is today—with
respect to both training and equipment, it is fully prepared to carry out its mission
of sustained land combat. From the point of view of materiel, this is the direct
result of the significant equipment procurement and modernization program that
has taken place over the past several years, and the provision of combat reserve in
depth to enable our forces to engage in sustained combat.

That is why General Wheeler, the Chairman of the Joint Chiefs of
Staff who had been Chief of Staff of the Army previously, was able to
say last year about our forces in Europe:

I have never known, historically or otherwise, of any Army in peacetime as well
equipped, as well trained, as well manned as the 7th Army today.

Now, turning to the second category of actions leading to a savings
in connection with “buying only what we need,” which deals with the
increased use of excess inventories which I alluded to a moment ago.
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At end of fiscal year 1961 the long-supply stocks of the Defense
Department totaled $13 billion; by the end of fiscal year 1965, they
had been reduced to about $10 billion. Even so, we succeeded in
reutilizing within the Defense Department $1,451 million of such
stocks in fiscal year 1965 compared with $956 million in fiscal year
1961 when the total available was about $3 billion greater. Much
of this improvement can be attributed to the new screening procedures
which require that all proposed procurements be matched against
long-supply stocks to determine if they can be used in lieu of new
purchases. Our progress since fiscal year 1961 is shown below:

Value of long-supply stocks
[In millions of dollars}

Returned to | Increase over
Fiscal year productive fiscal year
use 1961

1861 956 |- ooomcccaaae
1862, _. 1,080 124
1063 1,120 164
1964 __ 1,287 331
1965 . 1,451 495

I would point out that in the last column we have shown in each
year we have been able to use more of the excess inventory. Here are
some recent examples of how these stocks were reutilized:

Army received 913 excess RT-178 ARC-27 radio receiver-trans-
mitters from the Air Force for use in Army aircraft and helicopters,
saving $1,386,800; Marine Corps received 6,078 120-millimeter pro-
jectiles from Army saving $551,000; Air Force used 24 excess aircraft
engines to support the RC-135B production contract, saving
$2,776,000.

The third category of “buying only what we need,” this relates to
eliminating what we call goldplating through value engineering.
Very simply, it means to simplify the specifications to insure.that
they provide all of what we require, but no more than what we require
in combat.

To insure that we do not buy quality features in our weapons and
equipment which are not necessary for military effectiveness, design
specifications must be continually challenged in order to rid them of
frills or goldplating. The analytical techniques and systematic

rocesses thaft pinpoint and eliminate these unneeded qualitative
eatures are called value engineering.

Last year, value engineering saved us $204 million, or $128 million
more than in fiscal year 1964. Our objective is to save at least $500
million by fiscal year 1969. We are now adding 265 more value engi-
neering specialists throughout the Department, confident that the
efficiencies they achieve will not only pay their salaries many times
over, but will also make a positive contribution to military effective-
ness, and I think this is extremely important, because, as we simplify
the device, we not only reduce its cost but we substantially increase
its reliability.

I should emphasize now what perhaps I should have stated earlier,
that our primary job in the Defense Department is not to save money.
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Our primary job is not to achieve maximum efficiency. Our primary
{ob is to achieve combat readiness. But in 20 years of managing
arge organizations, I have found that efficiency of management can
be translated both into cost reductions and into, in this instance, com-
bat readiness. One goes hand in hand with the other. And particu-
larly in this case, where we simplify the product and simplify its de-
sign, we reduce cost and we increase reliability, and it is the reliability
and effectiveness of the weapon that is our primary objective.

Whenever appropriate, defense contracts now provide for the pro-
ducer to share in savings resulting from value engineering improve-
ments proposed by him. The incentives contained in these contracts
have been made more attractive by:

Enabling a contractor to share in follow-on contracts the sav-
ings resulting from his earlier value engineering improvements;
roviding for a larger contractor share where his value engi-
neering change produces savings in such collateral functioas as
maintenance or logistic support;
Extending value engineering sharing incentives to subcon-
tractors, as well as to the prime contractors.

Partly as a result of these changes, the number of value engineer-
ing ?roposals received from contractors has increased dramatically in
the last 2 years. About 700 such proposals were approved in fiscal
year 1965, more than double the number accepted in fiscal year 1964.

Here are some examples of recent savings achieved by eliminating
goldplating:

Savings achieved on procurement by elimination of “‘goldplating’

Unit cost
8avings on
recent
Before After procurement
redesign redesign

Change in injector housing, LANCE missile system: Machin-

ing costs were reduced by using an aluminum alloy casting

in place of forging. - $2,933.60 $2, 656.85 $125, 500
Redesign of XM169 cartridge case: Number of component

parts were reduced from 8603 .. oo o oo oo 1.15 54 1, 073, 500
Redesign of waveguide tube for SP8-52 radar: Machining

operations were eliminated by reducing the wall thickness

on the waveguidetube. . ... 48.04 12.42 108, 400
Elimination of nonessential items—C-130 stall warning

system: ‘“SCAT* system for alerting crew to impending

stall replaced by simplified ‘“Monitair” system. 14, 650 1,820 8,877,200

INVENTORY ITEM REDUCTION

Our continuing effort to reduce the variety, sizes, and types of
items in use was even more productive in fiscal year 1965 than in
the preceding year. Through the standardization and identification
of interchangeable and substitute parts, the services and DSA were
able to eliminate nearly 632,000 individual items from their respective
inventory lists, an increase of more than 48,000 over fiscal year 1964.

Chairman Doucras. Mr. Secretary, those figures are almost
incredible.

Secretary McNamara. These are gross figures. This is not a net
reduction. But it is a drastic change from the previous level of gross
reductions. In 1961 the reduction was about 293,000, for example, in
terms of deletions. We have not yet done as much standardization
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as I think we can, and it is through this standardization that we are
able to eliminate these parts that are unique and have but a narrow
field of application.

And not only are we eliminating substantial numbers, as I indi-
cated some 632,000 items, but we are reducing the number of items
added to the catalog, with the result that last year for the first time
we had a net reduction of some 87,000 in the number of items carried
in our catalog.

CATALOGED ITEMS

Chairman Douaras. How many items are carried?

Secretary McNamara. I should know. It is now slightly over
3.8 million if I recall the figure correctly. (Information subsequently
furnished by the Department: “As of October 31, 1965, the total of
cataloged items was 3,821,400.”) But, of course, it is so large that
no one can intelligently deal with it, so that this standardization and
item elimination effort is not only going to reduce costs, but it is going
to lead to a much more intelligent management of the entire inven-
tory system.

BUYING AT THE LOWEST SOUND PRICES

The second major category of action under which we group a series
of subprograms for cost reduction has to do with buying what we buy
at the lowest sound price.

I believe that we have made good progress during the last 5 years
in improving the effectiveness of our contracting activities. As you
know, at an early stage in this program, we established two principal
objectives in this area:

(1) To increase the use of competition in our procurement, and this,
of course, has been one of the primary recommendations of you and
the members of your committee; and

(2) To limit the use of cost-plus-fixed-fee (CPFF) contracts to &
minimum,

Our progress to date in both areas continues to exceed substantially
our earlier expectations.

During the next 2 years, our efforts must be directed toward holding
on to these gains and, to that end, we are further streamlining our
contracting procedures and improving the skills of our procurement
personnel through intensified training programs.

As shown in the chart (p. 15), 43.4 percent of our prime contracts
were awarded on the basis of price competition during fiscal year
1965, an increase of 3.5 percentage points over our goal for the year.
It is almost a 10-point increase, about a 30-percent increase over the
level of 1961.

FORMAL ADVERTISED PROCUREMENT

While I do not show it on the chart, I should draw your attention
to the fact that total formal advertised procurement increased from
11.9 percent in 1961 to 17.6 percent in 1965.

I know this has been an area of particular interest and concern to
the committee.
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(Chart referred to follows:)

CONTRACTS AWARDED ON BASIS OF COMPETITION
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Representative Curtis. Mr. Secretary, could I ask you this? T
think it is obvious, but I want to be sure.

In doing this you also broaden the number of firms that are:
participating, do you not?

Secretary McNaAMARA. Yes, in many cases that is true. In most
cases it is true as a matter of fact, and, of course, it is through this.
device that we get greater competition.

Representative Curris. Yes.

Secretary McNamara., And it is through that broadening of the
base that we also achieve the savings. _

As you can see in the little table on the chart, we estimate we have-
converted about $2.6 billion of contracts per year at the 1965 rate,
from noncompetitive to competitive procurement.

Our audits show us that we save at least 25 cents of every dollar
shifted from noncompetitive to competitive procurement, and I
want to emphasize that this doesn’t mean that American defense:
industry has been profiteering at the expense of the Government.
Such is not at all the case. The point is that, as we move to competi--
tion, each firm is given greater incentive to find cheaper ways of doing-
things, and they find those cheaper ways.

ACCEPTANCE OF LOW BIDS

Chairman Dovucras. Congressman Widnall,
Representative WipnaLn. Excuse me for interrupting right now,.
Mr. Secretary, but in competitive procurement what do your figures-
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show as to acceptance of low bids when the actual low bidder is
accepted? Or do you actually take a qualified low bidder rather
than the actual low bidder?

Secretary McNamara. Well, it depends.

I would say in formal advertising we take the low responsible
bidder. We are required to do so.

Now, there is a qualification to that which relates to what we call
two-step advertising. It is a relatively small part of the total, but
it is important.

There, in the first step, we qualify a series of firms, normally
something on the order of six. We qualify them by inspecting
their manufacturing facilities, examining the competency of their
management, reviewing the drawings and specifications for the
particular product, to determine that the firm’s product will meet
our general requirements.

And then, having qualified a set of firms, we accept the low bid
without question from any one of those firms. All other formal
advertising requires that we accept the low responsible bidder without
any qualification.

In price competition generally, we retain the right to throw out
the low bid if we feel it comes from a company that from its record
or for other reasons appears not to be qualified to meet our specifica-
tions and our delivery dates, and periodically we will on that basis
throw out a low bid.

It does not happen very often, but when it happens it is very,
very important for us to do it. We have learned by experience that
the low bidder is not always the cheapest source.

Representative WipNaLL. I can understand this. The reason T
raised the question is that a number of times in my own district
someone who has been low bidder has been thrown out on the bid,
lzzx)l_lc(lidsome‘oimes a person who is third has been taken as the qualified

idder.

So competitive competition does not necessarily mean you take the
low bidder?

Secretary McNamara. No. However, we split competitive pro-
curement into two categories. This figure of 43!4 percent that you
see here is made up of what we call formal advertising to the extent
of 17.6 percentage points of the 43.4, and 25.8 percentage points of
other price competition. In this category of price competition we
reserve the right to throw out the low bidder.

There are items where design is so important that it is very, very
difficult to say that the low price with the cheapest overall design is
acceptable from the point of view of the Department.

But in the formal advertising process, we are required by the speci-
fications of the bid to accept the low responsible bidder.

Chairman Dovueras. And your percentage of formal advertising

Secretary McNamara. Has risen from 11.9 to 17.6.

Chairman Doucgras. So it has risen by about 6 percent?

Secretary McNamara. Yes, 6 percentage points, from 11.9 per-
cent—almost 50-percent increase.

Chairman Doucras. That is almost 60 percent.

Secretary McNamara. And this I know has been a matter of great
interest to the members of this committee. We have given particular
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attention to it for that reason, and I must say that the committee
was right. It has paid off in tremendous savings.

Chairman Dougras. I want to say Congressman Curtis has joined
me in this urging more competitive bidding.

Representative Curris. Oh, indeed. This has been a great subject
of our concern.

Secretary McNamara. I know it has. I know that from your
written reports and also from your personal discussion with me. It
came hard. The increase in formal advertising as a percentage of our
total procurement has been the most difficult part of this program
to comply with, for the very reason that you mention, Congressman
Widnall, because it does require that we accept the low bid, and that
carries with it a great danger if the low bidder proves incompetent
for one reason or another.

So we have had to qualify the product of the low bidder in some
cases, and that we have done, through what we call the two-step
process.

Of the 17.6 points that represent procurement through formal
advertising, 2.7 points of the 17.6 are what we call this two-step
process, which we devised a couple of years ago to allow us to achieve
the advantages of formal advertising while protecting us against
fly-by-night companies who were not qualified really to carry on.

Representative CurTis. A great deal of this has come through your
breakouts of the prime contractors?

Secretary McNamara, I am glad you mentioned that. That is
exactly right. I should have mentioned that before.

We have required that our prime contractors break out through
their engineering drawings subitems that we can place on prime con-
tract competitively through formal advertising, where possible.

And also, we have required that the prime contractor submit sets
of drawings early enough in the process so we can bring other manu-
facturers into the bidding on the basis of those drawings.

Now, in that case we do it ordinarily not through formal advertising,
but through a competitive bidding process.

Chairman Doucras. Mr. Secretary, if the situation in Vietnam
becomes more serious, or remains as serious as it is, and we are going
to be under great pressures of time, do you think you can hold to this
percentage in view of the pressure of time?

Secretary McNamara, I wasabout to comment on that in a moment.
My answer is a qualified “Yes.” Irealize that the competitive procure-
ment process takes more time in some cases than a noncompetitive
process. But, in most instances, our inventories are sufficient to
allow us to take that time, and we propose to do so. The result is
that I have asked that any significant shift from a competitive to a
noncompetitive basis of procurement receive the prior written approval
of Mr. Ignatius, my Assistant Secretary, Mr. Vance, my Deputy
Secretary, or myself, before it is authorized, because I do not wish
to give up under the guise of urgent conditions the tremendous gains
that we believe we have made in the last several years in this procure-
ment program. I think this should be frozen into the Department
and become an established part of it, and I don’t want to see 1t dis-
appear at the present time.

Chairman Dougras. Good.
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Representative Curtis. Could I comment further here? This is
to me the main thrust, to assist small business. Part of this breakout,
I would observe, directly assists this area. At least our studies have
shown that the incidence of small business participation goes up as
advertised bidding over negotiated bidding goes up. Would your
studies conform to that?

SAVINGS FROM COMPETITIVE BUYING

Secretary McNamara. Yes, I think that is true, and it is particu-
larly true when the prime contractors are given an incentive to intro-
duce more competition into their subcontracting, and this we have
done also, and particularly in the subcontracting we are finding more
and more conpetition, which means drawing on more and more small
business firms.

To resume, we shifted $2.6 billion of our procurement from non-
competitive to competitive contracts at an estimated average savings
of 25 cents on each dollar shifted, and from that we have saved about
$641 million in fiscal 1965. I show below some of the recent examples
of such shifts, and the savings that resulted therefrom.

(The table referred to follows:)

Exzamples of procurement shifts and resultant savings

Noncom- Competi- Percent Savings on

Item petitive tive unit reduction recent pro-

unit price price curement
Power control box $1. 50 $1.11 26 $214, 838
Extendible earth anchor 75.43 52.25 30 231, 800
Radio set (AN/PRC-47, 4, 370. 87 2,797, 67 36 1,296, 317
R-1051 receiver_._.._____. 24, 473. 00 11, 750. 00 52 4,016,718
Portable ship instrumentation package.. | 795,777.00 595, 987. 00 25 399, 554
Bomb fuze, M-905, tail assembly___..__________ 18. 06 15.14 16 168, 797
Power supply (PP-2058/ ULA-2(V)). ..o 1,238. 59 834,10 32 27,118

:Shroud, steering control module (SP GAX-

BT66) - oo e eeaae 750. 00 538. 00 28 27, 560
Doppler navigation radar (AN/APN-153 (V))_. 2,924.00 1, 567. 00 46 4,221,135

Secretary McNamara. Thus far in the current fiscal year, the level
-of competitive contracting has held near or above the record level of
fiscal year 1965. And this despite the emphasis on increased procure-
ment for South Vietnam. But with respect to the chairman’s ques-
tion of & moment ago, I must caution that much of the procurement
associated with our southeast Asia effort will be, essentially, additions
to ongoing contracts and, therefore, may not qualify as competitive
procurements. Nevertheless, we have no intention of relaxing our
-efforts in this area, and I am hopeful that 1966 will see as high a level
-of competitive procurement as did 1965.

“TOTAL PACKAGE’’ CONTRACTING

One of the most encouraging developments in this area of increasing
-competition in our procurement during the last year has been the
-evolution of the “total package’’ contracting concept which we have
recently applied to the C-5A transport aircraft program. This is a
transport aircraft which, as you know, will carry about a quarter of a
million pounds, something on the order of 3,000 miles, It is a tre-
mendous airplane. In my judgment, the C—5A award represents a
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major breakthrough in contracting techniques. Heretofore it has
proved most difficult to avoid sole-source procurement of major
weapon systems such as missiles or aircraft which require extensive
development effort. The development contractor, having already
amortized large engineering and tooling costs in his development
program usually has such a great advantage in bidding for the produc-
tion contract that meaningful competition, for all practical purposes,
is impossible. Furthermore, in these large, technically complcated
projects, contractors are often prone to propose unrealistically low
prices on the development phase when we have some competition,
with the expectation of making their profit on the production con-
tract. Under the new ‘“total package” concept, however, a single
competitive contract is awarded covering not only the development
but also production and system support for a specified time period.
In the case of the C~5A, the airframe contract covers the develop-
ment, test, and production of 58 aircraft, with specifically priced
options for 57 more, and a formula priced option for another 85. The
engine contract parallels the airframe contract. There was intense
competition among our airframe and engine manufacturers for these
contracts. Three of the largest airframe manufacturers and the two
largest engine contractors survived the preliminary competition and
participated in the final competition. We finally chose one airframe
contractor and one engine contractor and awarded to the two contrac-
tors work totalling about $2 billion for the development and produc-
tion of this aircraft. I think it was probably the largest single
development and production contract ever awarded at one time.

“THE ORDEAL OF THE PLANE MAKERS’

Representative Curtis. Mr. Secretary, could I interrupt just to
ask this one thing. There is an article which appeared in Fortune
magazine in December 1965, “The Ordeal of the Plane Makers,”
which seems to describe this very thing. I just wanted to know
whether you had read this, and whether in your judgment this is a
good exposition of this?

Secretary McNaMara. I frankly have not read it, but I will be
happy to do so and give you an opinion on it.

Representative Curtis. I would like to have it put in the record at
the end of the testimony here. (See p. 56.)

(Comment on the article referred to was supplied by the Depart-
ment and appears on p. 63.)

Secretary McNamara. I would say this. There is no question but
what they went through an ordeal, and when you are bidding on a
major contract, the airframe manufacturers’ share of the $2 billion
contract was about $1.3 billion and the engineer manufacturers’ share
was the balance—it is an ordeal, there is no question of that——

Representative Curris. I think this is a complimentary article.

Secretary McNamara. I would also say it is a very profitable
venture for an efficient manufacturer, because I want to emphasize
that while we are putting intense pressure on defense industry, and
while we are shifting billions per year of contracts from non-
competitive to competitive procurement, and still additional billions
from cost plus to fixed price or price incentive contracts, all of which



20 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

is an ordeal for our defense manufacturers, we also are insisting
that we increase the profits of efficient manufacturers at the same
time that we penalize inefficient manufacturers. And by this emphasis
on incentives we insure that the efficient producer has an opportunity
for a reasonable return on his investment, while protecting the
Department by insisting, as I say, that an inefficient producer be
penalized in the future in the way he has not been in the past.

In the past there was a level of profit that was very small dispersion
around the median. The range was very small, and it simply meant
that inefficient and efficient producers received essentially the same
profit rate, and as a matter of fact because profit was so often awarded
on the basis of cost, the higher the cost estimate the higher the
absolute profit. We have sought to get away from that, as I say, by
increasing the percentage of contracts awarded through a competitive
process, by shifting from cost plus to fixed price and price incentive,
and by insisting that a contractor who did not perform effectively
suffer a loss or no profit.

Both the aircraft and engine contracts of this C-5A award employ
flexible incentive features which, by holding out the possibilities of
higher profits, are designed to induce the contractors to assume more
responsibility for cost overruns, thereby increasing the incentive for
cost reduction. The contracts, of course, are written so as to limit the
Government’s liability if they have to be terminated before completion.

Representative WipNaLL. Mr. Chairman, might I ask a question
at this point?

RENEGOTIATION OF CONTRACT

Chairman Dovueras. Yes.

Representative WipnaLL. Does this in any way change the ability
of the Government to renegotiate a contract?

Secretary McNamara. No, it does not. Of course, under the
Renegotiation Act, renegotiation applies regardless of the form of the
contract and applies to the total profits of the firm. This in no way
changes that possibility.

Representative WipNaLL. The formula you are suggesting now you
say is to sort of give the incentive to higher profits. They look for the
higher profits and they end up by renegotiating and losing the higher
profits, don’t they?

Secretary McNamara. No, because the Renegotiation Board
takes account of the efficiency with which a contractor performed the
contract, and allows higher profits for a more efficient producer. So
I think that this will be quite compatible with the renegotiation
standards. And the contractors are very pleased with this oppor-
tunity. We have a means of discussing it periodically with them,
and I found no criticism of this emphasis on incentive for high per-
formance. American business firms, at least those we deal with, are
quite prepared to assume the responsibility for relating profit to
performance. We have not given them an opportunity to do so many
times in the past.

The main elements of the total package concept are also being ex-
tended to the major subcontractors. Being committed to overall
target costs and performance specifications before completion of the
detailed design, the major subcontractors, as well as the prime con-
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tractors, have great incentives to design for more economical produc-
tion, higher reliability and greater ease of maintenance.

In a significant departure from traditional shipbuilding practice,
the Navy, too, is now applying the total package concept to the con-
struction of fast deployment logistic ships, This is a total change in
ship procurement procedure. Interested bidders were requested
last December to submit their qualifications and a formal request for
proposals is scheduled to be issued late this spring. Later, in the
summer, two or three successful bidders will be selected to conduct
a 6-month study of the program. Contract definition, which in-
volves the design, should be completed by the spring of 1967 and
negotiation on the total procurement package should begin in the
summer.

Bidders for these ships will be asked to submit costed proposals
to meet performance and reliability standards, rather than detailed
ship characteristics or material specifications. By avociding rigid
specifications and requiring the bidders to guarantee their cost esti-
mates and ship performance proposals, we hope to provide them with
a strong incentive to engineer and design for maximum efficiency.
The final contract award will cover the design, construction, and
selected support aspects of a fleet of these ships. By employing a
multiyear contract, and taking advantage of ‘“learning curve’’ econ-
omies, we should be able to reduce construction costs considerably
as well as obtain a highly desirable degree of standardization in this
class of ship.

T think it is fair to say that our construction costs for this kind of
ship which in some ways is comparable to commercial ships, have far
exceeded commercial costs. This was because of particular material
specifications or design specifications we inserted in the program.
Here we are saying to our shipbuilding industry, we want ships that
will do certain things, move at certain speeds, carry certain bulk
tonnages, obtain certain efficiencies in loading and unloading, and we
want the best possible design to do that. We ask you to prepare that
design, to tell us what it will accomplish, to certify that it will, to
stake your profit on accomplishing that, and to bid a total price for a
given number of ships, including the design. This they are doing.

The Air Force is presently planning to develop and procure the short
range attack missile (SRAM) under the ‘“total package’’ concept and
the Army may employ a modified version of it for the advanced aerial
fire support system. As we and our contractors gain more experience
with this new method of procurement, we may be able to widen its use
considerably.

The second major objective under “Buying at the Lowest Sound
Price,” as I mentioned earlier, was shifting from cost-plus-fixed-fee to
fixed price and incentive contracts.

A contractor’s motivation for good management and tight cost
control usually varies in direct proportion to the degree of risk he
bears. CPFF contracts, being virtually risk free, provide no such
motivation. In contrast, fixed price or incentive contracts offer strong
inducements for managerial efficiency because they impose serious
financial penalties on the contractor who exceeds his cost estimates,
defaults on his delivery schedule, or who fails to meet the performance
specification. As shown in the chart below, in 1956 the cost plus
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contracts were about 19 percent of our total. They doubled in rela-
tion to other contracts between 1956 and 1961, rising to 38 percent, as
you can see by the peak of the curve in the following chart. We have
reduced them to 9.4 percent.

COST PLUS FIXED FEE CONTRACTS
AS A PERCENT OF TOTAL CONTRACT AWARDS
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Chairman Douaras. Mr. Secretary, I think this is a magnificent
performance. I have read most of the reports on specific contracts
made by the General Accounting Office, and those reports in a large
majority of instances were leveled against ways which had crept in
because of the cost-plus-fixed-fee contractor.

Secretary McNamara. Many, many of them have emphasized
that. You are quite correct.

Chairman DougLas. It is not quite as bad as cost-plus-percentage
of l(iozt contracts, which we had in the First World War, but almost
as bad.

Secretary McNamara. Yes, and the contractors had no incentive
to minimize costs, and it was not that they were sloppy. It is just
that in a very real sense the trite phrase ‘“Necessity is the mother of
invention’ is correct. And as we provided incentive to the contractor,
and as it became necessary for him to either reduce costs or reduce
profit, he found ways to reduce cost.

The conversion of these contracts amounted to about $6.3 billion
in 1965, and resulted in savings of about $436 million in that year.

Representative Curtis. Mr. Secretary, just one thing to be certain.
On these you may have time deliveries, and I just assume throughout
that the schedules have been met, too.

Secretary McNamara. Yes. Well, the incentive contracts nor-
mally put & premium on meeting a time delivery schedule.

Representative Cortis. That is right, yes.
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Secretary McNamara. And in the event that schedule is not met,
the profit is reduced according to the original terms of the incentive.

Representative Curtis. I felt certain that was so, but I wanted
to make the record clear on that.

Secretary McNamara. Yes, that is correct. And again it is true
that performance in terms of delivery and in terms of reliability so
often correlates directly with the performance in terms of cost. It is
the contractor who meets his cost objective that also meets his time
schedule, and correspondingly it is the contractor who fails to meet
his cost objective who usually fails to meet the delivery schedule.

To continue: Now that contracts entailing higher risks for the
contractor predominate in our procurement, we are seeking ways to
eliminate some of the administrative controls heretofore required
under CPFF contracts for the Government’s protection. These
controls will be eliminated on an individual contractor basis, de-
pending on the degree to which he has assumed the cost risks on his
current contracts.

In addition, we are extending our contractor performance evaluation
program, which centrally records the past performance of major
contractors in meeting their commitments, i.e., delivery schedules,
technical specifications, and costs. As I reported last year, our
procurement offices are required to evaluate these records before
selecting a contractor for a new development project, and before
negotiating fees on noncompetitive contracts. We are now planning
to use this information wherever applicable.

BUYING AT LOWEST SOUND PRICE

A third section under “Buying at Lowest Sound Price” has to do
with multiyear procurement. This year for the first time, savings
resulting from multiyear procurements are being included in our cost
reduction program. By insuring longer production runs, we enable
the contractor to avoid annual startup costs, thereby making it
possible for him to offer us lower prices. In fiscal year 1965, the first
full year of this effort, savings from multiyear contracts totaled $67
million. Shown below are some recent examples: There is a fertile
field for saving here that we have hardly tapped up to the present
time.

(The table referred to follows:)

Examples of savings resulting from mulliyear procurement

Unit price Savings on
Percent recent
reduction | procurement

Single year | Multiyear

Truck ¥-ton, M-151A1lessengine_ . _..._______ $2,293 $2, 035 11 $1, 419, 000
Digital data computers (CP-624 B/USQ, 20V)__ 170, 000 125, 000 26 916, 700
General purpose bomb (MK-81, model 1

empty) . ... - 101. 34 87.37 14 537,845
‘Wing tank and pylon assembly________________ 912 844 17 314, 160
Pylon assembly 1,967 1, 547 1 292, 320

REDUCING OPERATING COSTS

_Secretm(-iy McNamara. The third major area of saving has to do
with ‘“Reducing operating costs.” In 1965, through this category
of action, we realized savings of about $1.1 billion. The first and by
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far the most important section of this program has to do with termi-
nating unnecessary operations.

Because the defense program is greatly influenced by changes
in the international situation and in milit technology, frequent
and, at times, drastic shifts in requirements for weapons, manpower,
and facilities cannot be avoided. Even while we have been steadily
increasing our military strength, many existing military installations
have become surplus to all foreseeable peacetime and wartime needs.
These facilities must be closed if the defense program is to be managed
efficiently and waste eliminated.

Although the impact of scientific and technological progress on
weapons 1s genecally well understood by the American people, not
so well understood is its effect on our requirements for military facili-
ties. Yet, the very fact that radically new weapons are continually
replacing old ones means that we must often build new specialized
facilities even though existing facilities become idle.

The impact of technological change on our installation complex
goes very deep, affecting not only the operational facilities but also
training, support, maintenance, and supply facilities. The depth and
scope of this impact is well illustrated by the shift from manned
bombers to strategic missiles which has taken place over the last 5
or 6 years. At the end of fiscal year 1961 we had about 2,500 strategic
bombers and tankers compared to about 100 strategic missiles. By
the end of this fiscal year, July 1966, we will have about 1,300 bombers
and tankers and almost 1,500 missiles; and during this same period
we phased out some 180 Atlas and Titan I missiles, which became
obsolete. Such a major shift in weapons was bound to have a major
imgact on the required base structure; and the same kinds of changes,

lthough to a lesser extent, have been taking place in the other services.

In addition, the improvements in logistics management which both
you and we have been striving toward, in themselves, result in reduced
requirements for supply and maintenance facilities.

t was in recognition of these changes that the Defense Department
in 1961 undertook a comprehensive, systematic review of all of its
thousands of major and minor military installations around the world.
These installations were examined category by category—the Army’s
supply and distribution facilities, the military ocean terminals, the
naval shipyards, the Strategic Air Command base structure, the Air
Force’s supply and maintenance depots, et cetera. In each case, the
facilities excess to our present and foreseeable requirements, including
all emergency and mobilization needs, were identified and scheduled
for closure or reduction.

Let me give you just one specific example to demonstrate the way
in which these studies were carried out. In 1960 the bulk of the Air
Force’s supply and maintenance workload was being performed by
nine major depots—this was the year in which the phaseout of the
B-47 force began. Since that time, the total workload of these
depots has declined very sharply and is projected to declinestill further.
Depot stocks, for example, declined from about 3.2 million tons to
about 2.4 million tons by end fiscal year 1964, and a further reduction
to about 1.8 million tons is projected by fiscal year 1970. The number
of maintenance personnel (which is a good measure of the maintenance
workload) declined from 57,000 to about 45,600 during the fiscal year
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1960-64 period and is projected to decline to about 44,500 by 1970.
In the light of these trends and on the basis of a detailed study of its
depot needs over the balance of this decade, the Air Force concluded
that five depots would provide all the warehousing required and more
than enough maintenance capacity. Accordingly, a year ago last
November we decided to close three depots, in addition to the one
closed in 1963. The closing of these three depots will free almost
4,300 acres, eliminate about 7,500 positions, and save about $86.5
million annually when completed.

The present status of the program to terminate unnecessary opera-
tions—on a “when completed’’ basis—is shown below. We have taken
852 actions to close or to substantially reduce bases or installations
around the world. We released 1,752,378 acres of land. That is
over 2,738 square miles of land. We have made 66 industrial plants
available for commercial use. We have eliminated over 200,000 job
positions, and this will result, when completed, in savings of about a
billion and a half dollars per year.

Chairman Dovucras. Mr. Secretary, this is something that has
been needed for a long time, and I think you have been the first
Secretary to have the.courage to put it into effect. Am I right in
my understanding that a good many of the Navy yards were estab-
lished in the days of sailing ships, when the distances in days between
the Navy yards was relatively great, because the speed of the ships
was low?

Secretary McNamara. Yes, sir; that is true. Many of the Navy
yards go back into the early part of the 19th century, and one as I
recall into the 18th.

Chairman Dovceras. And isn’t it also true that many of the Army
posts were established in the days of the Indian wars?

Secretary McNamara. Yes, that is definitely true, and it is neces-
sary to

Chairman Doucras. The Indians are no longer a menace to the
internal safety of the United States.

Secretary McNamara. We think not and believe not.

Representative Curtis. Mr. Chairman, at this point let me join
in your observation, because this has been a very difficult thing to
do politically. I wish the press would note this. They did not note
it the last time it came up. It is perfectly true that Senators and
Congressmen will speak up when a base is being closed in their district,
and indeed they should. But the bulk of the Members of both the
House and the Senate, I would observe, have supported your position.
I certainly have. I think that it did require political courage, but
there were many that were backing you. I notice what you are going
on to state about the economic adjustments. I think you have done
a magnificent job there, and this shifting, Mr. Chairman, is one of
the major areas that the Joint Economic Committee must be con-
cerned about. So I want to join with the chairman in commending
you in this regard.

Secretary McNamara. I much appreciate the compliment you have
given me. ~Obviously, I could not have done this without the support
and as a matter of fact at the insistence of two Presidents, nor could 1
have done it without the support of a majority of the Members of
Congress. I think it is entirely appropriate that our citizens should

60-599—66——3
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question actions of this kind that so directly affect their lives and
livelihood, and it is entirely appropriate that their representatives in
Congress should question them, and it is incumbent upon us to be
able to answer those questions. We recognize that responsibility, and
I hope we can carry it out. So I expect, if not criticism, at least ques-
tions, in connection with base closings. But I do believe that our
citizens must understand that when they advance their parochial
interests at the cost of our Nation, that they are sowing the seeds of
inefficiency which become frozen in our system, and which translates
into declining rates of productivity, and which ultimately cause basic
balance-of-payments problems of the kind that other nations have
faced over time, and which ultimately will substantially reduce our
standard of living and in the process of doing so affect our security.
In any case, I consider it my responsibility, as I know the Congress
considers it is theirs, to act in accordance with the national interest
and not the interest of a particular citizen or geographic area, and it is
that standard that we seek to apply in connection with the analysis
of our base systems.

Representative Curtis. Mr. Secretary, I think that we might also
suggest to our citizens, particularly the eager chambers of commerce,
and so forth, that when they seek to have military installations come
into their communities, in a sense they are taking on a burden, because
this by nature is a business of rapid obsolescence. I think if they will
be & little more cautious in the beginning, then the efforts that
you now are making to move with the times will be better understood.

Secretary McNamara. I could not agree with you more. A mili-
tary installation by its very nature is an unstable element in an
economy.

Representative Curtis. That is right.

Secretary McNamara. And no section of our country should base
its economy on that, if it can possibly avoid it.

Representative CurTis., Amen.

Secretary McNamara. Nor should we place an installation in an
area in which it is the foundation of the economy, unless it has a
reasonable prospect of staying there for some extended period of time.
And then after that, we have the responsibility which I am going to
describe now, in connection with the closing of such installations, to
handle those closing actions in a way that softens and minimizes the
impacts on the community and the individuals affected.

DISPERSAL OF FACILITIES

Representative WipnaL. Mr. Secretary, how important is the
factor of dispersal of facilities? Now we have been very, very
fortunate as a country. We have never been under attack, under
any major attack. We can concentrate our facilities and close
those facilities to the point where we are counting on just two, three,
or four major places, that subject to an attack could cost us dearly,
where we did not have the dispersal that we have today. Now,
how important is that factor?

Secretary McNamara. Well, I would say that dispersal of some
elements of our system is absolutely fundamental to our security.
A good example is the MINUTEMAN system, and dispersal there-
fore is taken account of in locating military facilities or weapons.
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On the other hand, dispersal in nine depots in the Air Force instead
of five provides no security whatsoever, because what we have done
is actually concentrate all the activity associated with one system,
such as an F-105 maintenance system, in one depot, and we might
just as well put that in with another system in the same depot. So
I think that the 852 actions that we have taken so far either
to eliminate or substantially reduce base activity have not in any way
reduced our security. If anything, it has increased it, because it
has concentrated some inventories and allowed us to operate with
far greater efficiency as a result.

I checked on the efficiency resulting from one of these moves.
The move was not made to increase efficiency, but it did do so,
because it put like activities together and raised the level of efficiency
as a result.

Representative WipNaLL. Where do we find in the budget or in
your own accounting the cost of the actual moving from one facility
to another?

Senator McNamara. In accounting for these savings, which we
state to be $1.4 billion when the actions are completed we take ac-
count of the moving cost, to be sure that we are not making a saving
which is more than offset by the moving costs. The actual cost .of
moving, by the nature of the congressional appropriation process,
appears in the several appropriation accounts. In construction, for
example, there may be provided funds at one base to construct facili-
ties necessary to duplicate those that are being closed in another base.
Those new construction costs are not segregated in the appropriation
accounts, but they are integrated when we consider the question of
whether we should or should not close the first installation, and we
offset them against those costs and report them to the Congress
periodically.

Representative WipnarLL. Thaveinmind, I believe, in closing Brook-
lyn Navy Yard—some of the things that have taken place there are
going to be moved to Bayonne?

Secretary McNamara. Yes.

Representative WipnaLL. Now does the new appropriation just
cover the additional construction cost, or would that cover also the
cost of moving equipment from one place to the other?

Secretary McNamara. It would cover the cost of moving equipment
to Bayonne in that case, and when we estimated the savings to accrue
from the closing of the Brooklyn Navy Yard, we took account also of
the cost of moving its personnel, many of whom were moved to
Philadelphia, for example, and we offset that against the potential
savings to be sure that there was a net saving to the Government
after taking account of all moving expenses.

Representative Wip~navLs. Thank you.

ECONOMIC IMPACT OF BASE CLOSURES

Secretary McNaMara. Obviously some of these base closures could
have a serious impact on the employees and communities involved,
at least in the short run. But it should be clear to all Americans that
the continuing obsolescence of existing military facilities is one of the
inescapable consequences of our efforts to keep our Armed Forces
modern and equipped with the latest products of our extensive research-



28 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

and development program. No one would argue that we should
retard the progress of military technology simply because it causes
obsolescence. Yet, when technological progress makes facilities obso-
lete, there is frequently resistance to closing them, even though we have
no further military requirement for them. Keeping unneeded facili-
ties open not only results in inefficiency and unnecessarily increases
the cost of national defense, but, even worse, deprives our Nation of
the use of very valuable human and physical resources—without
contributing one iota to our military strength.

The dislocations created by the onrush of science and technology
are not unique to the Defense program. Indeed, their effects on the
economy as & whole are not much different, either 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 geographic area. Under our free enterprise system,
competition in the marketplace eventually forces the reallocation of
resources from older, less efficient uses to new, more efficient uses and
po business firm can long survive unless it responds promptly to these
market pressures. The ability of our system to adjust to such changes
quickly is one of its greatest strengths and is one of the major factors
contributing to the growth and efficiency of our economy. And I
think this is the important point. But while the Nation as a whole
benefits from the prompt shift of resources from old to new uses, the
employees and the communities directly involved may, temporarily,
be adversely affected. From the viewpoint of both social equity and
economic efficiency, these people should not be asked to bear by
themselves the full burden of such adjustments unaided. The
Defense Department, therefore, has adopted the policy of assisting
in such adjustments to the extent that the law permits and its own
capabilities allow.

With respect to its own employees who are dislocated by the closing
of military installations, the Defense Department bears a special
responsibility, both as an employer and as an agency of the Govern-
ment. To assist in carrying out this responsibility, the Department
has adopted a seven-point program, making full use of all existing
legislative authority. Under this program we guarantee a new job
opportunity to each displaced employee. This is the foundation of
the program:

To carry that out we operate a nationwide system for matching
displaced employees with job vacancies;

Restrict hiring of new workers, giving preference to displaced
employees;

Facilitate the placement of dislocated employees by the temporary
waiver of job qualifications and by retraining programs;

Protect the income of displaced employees during the period of
transition;

Reimburse a displaced employee for the costs of moving to a new
job in the Defense Establishment; and

Make full use of the “job finding” resources of the U.S. Civil
Service Commission and the State employment offices.

This continuing employment opportunity program, which we
started in the latter part of 1963, is designed to protect the job security
of the Department’s employees, to minimize personal hardships
resulting from defense program shifts, to preserve the talents and
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experience of our work force, and, over the long run, to improve the
climate for change itself.

Every Defense Department career civilian employee dislocated by
a base closure is offered another job opportunity, and wherever
possible, he is given a choice of location. For example, between
January 1, 1964, and December 1, 1965, over 59,000 of the 74,600
civilian employees affected by base closures, reductions, et cetera,
were placed in other positions. (Military personnel affected by such
actions are simply reassigned to other duties, a completely normal
feature of service.)

A centralized referral activity has been established to aid in this
process in Dayton, Ohio. Here, with the help of a computer, dis-
placed employees reported to the center are matched against job
vacancies elsewhere in the Defense Establishment. The releasing
activities provide the center with information on the skills of the em-
ployee and the grades and locations he is willing to accept. Every
2 weeks the center sends to each defense installation at locations for
which displaced employees have indicated a preference, a ‘‘stopper
list” of the job categories for which these employees qualify. The in-
stallations receiving these lists must stop hiring new employees to fill
vacancies in those job categories, and report their requirements to the
centralized referral activity. An exception is allowed where the
vacancy is filled by a transfer of a displaced employee within the same
military department or defense agency. In the first 10 months of the
operation of the referral activity, about 9,000 registrants were placed
in new jobs. Since excess military installations are phased out over
extended periods, in some cases as long as 3 to 4 years, there should be
sufficient time for normal personnel turnover to provide new job oppor-
tunities for displaced employees.

To facilitate further the placement of employees affected by base
closings, the Defense Department has secured the agreement of the
Civil Service Commission to waive, temporarily, qualification require-
ments for certain positions and to permit on-the-job and off-the-job
training of such employees to help them qualify for those positions.

Chairman Doucras. Mr. Secretary, I think this is the greatest
miracle of all, to be able to get the Civil Service Commission to modify
its stringent rules.

Secretary McNamara. They have been very cooperative with us,
Mr. Chairman, because they realize that it is through this device that
we reduce the social cost of these dislocations. Instead of throwing
a man out of work and perhaps placing him in a situation where he
has to stay out of work for a year or two, until he can find another job,
we maintain him constantly employed, and there is a tremendous
reduction in what I call social cost to our economy as a result. They
see that, and they are very happy to cooperate.

Chairman Douaras. Well, may I say I extend my congratulations
to the Civil Service Commission. It indicates that there is hope for
everybody.

Representative Grirriras. I am sure it won’t affect your Depart-
ment as much, Mr. Secretary, but it is my understanding that in
some areas where an establishment has been required to rid itself of
some female employees, it has done so by offering transfers, who, of
course, could not take the transfer. It then has fulfilled the require-
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ments. Those women quit and that took care of the problem. So
that it resulted in one type of treatment if the husband worked for the
Federal Government, and another type of treatment if the wife
worked for the Federal Government; where the husband worked, he
was not required to move away and his wife held her job in the city
or whatever else she might have been doing. But if the wife worked
for the Federal Government, she was required to quit. I assume
that you would not have as much a problem, but in Internal Revenue
it is quite a problem.

Secretary McNamara. There may have been some instances of
that type in the Defense Department. I don’t know of any. We
would not under our policies expect that to happen, because I have
insisted that in offering a guaranteed job opportunity—and I think
we are the only Department in the Government that does this as a
matter of fact—but in offering a job opportunity guarantee, that we
offer it first in the local geographic area, if it is at all possible, and
do this without regard to whether it is a married woman or a man,
because no matter whether it is a man or a woman, to move from
that geographic area to another area is costly. It is costly for us
since we pay the moving expenses, and it is very, very costly in
heartbreak and financial means to the individual involved. So we
try to avoid it. Obviously it isn’t always possible. And in some
cases, individuals turn down the opportunity because they do not
wish to move.

EMPLOYEES LOSSES ON BEING TRANSFERRED

Representative Curtis. I wish we could get our Internal Revenue
Code updated on moving expenses. You and other employers give
moving expenses that we then don’t grant as a tax deduction.

Secretary McNamara. Yes; I know that is true. An even greater
problem, I think, is associated with loss on disposal of property under
these circumstances. It is very, very serious.

Representative Curris. Yes.

Secretary McNamara. And as you will see in a moment, we are
seeking to develop a formula to take care of it, but we have not been
very successful yet.

Representative Curtis. Some of our companies, like the Bell
System, have worked out some excellent arrangements in this.

Secretary McNamara. Yes. They get very complicated though,
and it is even worse for us, and particularly so when we go into a
community, as we have in certain parts of the Far West, where
practically all the houses in the area are owned by Defense Depart-
ment employees, and if we begin to procure those, we end up owning
4,000 or 5,000 houses in an area for which there i1s no economic use.
On the other hand, would it not be better for us to own them than for
individuals who can’t afford to accept the loss to be saddled with it?
And this is the problem we are seeking to solve at the moment.

TRAINING DISPLACED DOD EMPLOYEES

Agreement has also been reached with the Department of Labor
for the training of displaced Defense Department employees for
non-Federal jobs under the Manpower Development and Training Act
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of 1963, as amended. Over 500 applications for such training have
been submitted by employees of the New York Shipyard, and we
hope many more of our displaced employees will take advantage of
this opportunity to gain new skills.

To minimize the financial impact on displaced employees who have
to move to new defense jobs at other locations, the Department now
pays the moving expenses. Moreover, career employees may now
continue to receive their present pay for a period of 2 years when they
accept a lower paying job or move to a lower pay rate area.

Finally, the Defense Department is utilizing fully the resources of
the Civil Service Commission in locating job opportunities in other
Government agencies and those of the State employment services in
finding jobs in industry for displaced Defense Department employees.

To ease further the financial burden on displaced employees, the
President last year requested new legislation, applicable Government
wide, which would provide for severance pay and more liberal pay-
ments of moving costs. The severance pay provision has already been
enacted. An eligible employee can now receive 1 week’s pay for each
year of service up to 10 years and 2 weeks’ pay for each year of service
beyond 10 years, plus an additional 10 percent of severance pay for
each year he is over 40 years of age, providing the total does not exceed
1 f'ear’s pay. This was a long-needed reform and it will be very
helpful to us.

As I mentioned a moment ago, we are also developing a plan for the
implementation of section 108 of the National Housing Act of 1965,
which authorizes, but does not appropriate, funds to permit the
Secretary of Defense to acquire private dwellings owned by Defense
Department personnel affected by base closures.

We hope to have legislation before the Congress that will appropriate
funds for that purpose.

Experience to date with the new employment opportunity program
has been very encouraging. I am going to report now on 42 base
closures, relatively few In number, but in total they displaced 6,600
career civilian employees. As you can see in the table below, all of the
employees were offered job opportunities, fulfilling the guarantee.
Seventy-three percent accepted a new position or a transfer to a new
location in the same position, and only 906 out of the 6,600 declined
the job offer; 748 more retired.

(The table referred to follows:)

Experience with the employment opportunity program at 42 bases where closing action
has been completed

Employees
Number Percent

Moved to another Department of Defense job_ __.________...__ - 4,096 62.1
Placed in another Federal job._ _________________________.__ 595 9.0
Placed in a non-Federal job.... oo 153 2.3
Declined job offer, transfer, or placement assistance - 906 13.7
Retired orresigned . ___ e 748 11.3
Other (death, military service, ete.) .. ..____ 102 15

Total emplovees affected - . 6, 600 100. 0
Separated without job opportunity. - None None
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Of the 4,844 employers who accepted a new position (or transfer),
about 72 percent made the change at the same or higher grade (or job
level); a substantial proportion of those who accepted lower grades
did so without loss of pay due to the “pay saving” policy I mentioned
earlier.

OFFICE OF ECONOMIC ADJUSTMENT

The Defense Department’s efforts to help its own employees do not
necessarily solve the problems of the communities affected by base
closures, especially when the new jobs offered are at other places.
We recognize and accept our responsibilities to these communities to
do what we reasonably can to alleviate the impact. It was for this
reason that I established, in March 1961, the new Office of Economic
Adjustment. As you know, this office provides, on request, advice
and technical assistance in the development of economic recovery
programs and helps mobilize the resources of the entire Federal
Government in support of these efforts. Since its establishment,
the Office has helped some 53 communities in 29 States. In order
to provide these communities with & maximum amount of time to do
their planning and prepare for the necessary adjustments, we an-
nounce these closings at the earliest possible time and where feasible,
we extend the closing over a period of years.

NONDEFENSE USES OF CLOSED BASES

The land and facilities released by the base closing program can
usually be turned to productive nondefense uses, to the ultimate
benefit of the community and the entire economy. In the little table
that follows I have shown the disposition of military property released
during 1961-65, and you can see the number of locations affected,
the number of acres disposed of for civil airports, schools and univer-
sities, parks and other recreational purposes, private industry, small
commercial concerns, and for federally owned reserved lands and
other Federal agencies.

(The table referred to follows:)

Disposition of military property released during 1961-65

New use Number of States Acres
locations
Civil airports...-ocococeeoo___ . 23 13 6,478
Schools and universities__.______.___..__________________...___ 98 34 11, 617
Parks, recreation, community development..._........___.___ 78 32 39, 486
Private industry for production... - 37 18 12, 647
Individuals and small companies - 171 39 55,472
Federally owned reserved lands_.._.__.__ [, 6 3 627, 785
Other Federal agencies 57 25 36, 336

Secretary McNamara. In many cases, the facilities released can
be converted directly to civilian industrial use. You may recall one
of the earliest examples in this category, the Navy Ordnance Plant
at York, Pa. The closure of this facility, which employed some 1,100
skilled workers, was announced in January 1963, to be completed in
mid-1965. The General Services Administration invited competitive
bids to acquire the entire plant and complete ongoing work. The
American Machine & Foundry Co. purchased the facility, hired the
work force without loss of retirement pay or other benefits and has
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since increased employment by over half of the original number. This
does not happen in every case, but it is sufficiently typical to be
illustrative of the net value to the community and to the company of
a well supervised program of base closure and property disposal.

BUILDING THE TAX BASE

Representative Curris. That gets back in the tax base, too.

Secretary McNamara. I should have mentioned that. Exactly,
it becomes tax producing instead of tax consuming, and it is an ex-
tremely important development in the interests of, as I say, both the
local communities and our Nation.

Last year I told you that we were trying to make a similar arrange-
ment for the disposition of the Naval Ordnance Plant at Macon, Ga.
Last November this facility was sold by the General Services Ad-
ministration to Maxson Electronics Corp. under the same conditions
and with the same employee privileges as the York transaction.
Employment at this plant is already back to the presale level.

A somewhat different example is the Army Signal Depot at Decatur,
TlIl. At the time the closure of this facility was announced, there was
much concern in the community as to the future of the local economy
and efforts were made to delay or forestall the closure. Yet, by 1964
the community was urging us to speed up the closure so that they could
capitalize on industrial interest in this 200-acre property, and we
accommodated them by moving out some 3 months earlier than origin-
ally planned. Now, the General Electric Co. and the Firestone Tire &
Rubber Co. employ well over 50 percent more civilians than were
formerly employed by the Army.

Chairman Dougras. Mr. Secretary, may I underscore that ex-
ample? When the announcement of the closure was made public, I
was held partially responsible for it by the officials of Decatur, and I
am very happy that I was able to stand my ground on this. What has
happened has been exactly what you say. These two companies have
moved in. There is more employment than was there before. The
jobs are stable and not subject to the potential gully taken of military
necessities. The Congressman from Missouri 1s completely correct.
They are on the tax base now. Revenues of the city have increased.
They now think this closing is the best thing that ever happened to
them. And they are inclined to believe that they originated it.

I want to say in this connection that Mr. Steadman who was for-
merly head of your Office of Economic Adjustments, was tremendously
valuable, and I hope his successor is of the same stamp as Mr.
Steadman.

Secretary McNamara. Yes, Mr. Don Bradford has succeeded Mr.
Steadman and I think you will find that communities where he has
worked have the same high regard for him that they had for his
predecessor, Mr. Steadman.

A more recent case is the Erie Army Depot at Port Clinton, Ohio,
which employed about 1,700 civilians and is now phasing out. Al-
ready, one modern large warehouse has been sold to Uniroyal and
we have every reason to expect that the rest of this facility will be
sold for industrial use; and I would not be at all surprised if private
employment eventually exceeds the original 1,700 level.
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Many installations, with their large barracks areas, dining halls,
and shop and classroom facilities are uniquely suited to the expanding
educational needs of the Nation. The following are several examples
of surplus military facilities being used for this purpose:

Lake Charles, La.: McNeese State College has expanded onto the
former Chennault Air Force Base, establishing a new school of en-
gineering.

Salina, Kans.: A regional vocational school had already becn es-
tablished on the former Schilling Air Force Base and special legislation
authorizing the establishment of a statewide technical institute has
been enacted by the Kansas Legislature.

Waco, Tex.: Waco, Tex., is a particular interesting case because
there the James Connally Air Force Base is scheduled to lose its two
major training missions late this spring. Through the foresight of
the State government and with the assistance of the Department of
Defense, the entire base is rapidly being converted to a statewide
technical institute under the supervision of the Texas A. & M. Uni-
versity. The first technical training course started on January 11
with some 70 students. Facilities have been made available to the
university for an anticipated resident enrollment of over 500 in
September of this year. The 867 family housing units at the base
are scheduled for use by faculty and students and other personnel
associated with the technical institute.

It is a magnificent example of what can be done by cooperation
between the State and local communities and the Federal Govern-
ment. Instead of fighting us, they strove to cooperate and find an
economic use for the area, and between the two of us we did it, and
did it in time to permit educational use to be phased into its military
use.

As I mentioned, the Job Corps program of the Office of Economic
Opportunity has been another important user of surplus defense
installations.

Large urban Job Corps centers for men have been established at
eight former defense installations, including Camp Kilmer, N.J.;
Camp Parks, Calif.; Camp Atterbury, Ind.; Camp Breckinridge, Ky.;
and Camp Gary, Tex. At Camp Gary, for example, there are now in
excess of 2,500 Job Corps trainees working and learning to fit them-
selves into our complex society.

Smaller defense installations are being used for other Job Corps
activities, such as the conservation camps at the former Cottonwood
Air Force Station, Idaho, and the former Dickinson Air Force Station
in North Dakota.

One of the major requisites for community economic progress is
the availability of modern air transportation facilities. The large
investments in airfield facilities found at surplus Air Force bases are
of unique value in this regard. The following are some examples:

Albuquerque, N. Mex.: The transfer of the airfield portion of
Kirkland AFB to the city of Albuquerque has assisted that community
in its efforts to update and modernize its terminal and other airfield
facilities.

Salina, Kans.: The Salina Municipal Airport is small and unsuited
for modern jet aircraft. The runways and aircraft parking areas at
the former Schilling Air Force Base represent a major resource since
they can handle any aircraft now in use. With the assistance of the
Federal Aviation Agency and GSA, plans have been developed to
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close the present municipal airport and relocate all commercial
flying to the Schilling complex.

Harrisburg, Pa.: The airlines using the present Harrisburg-York
State Airport are converting to jet equipment this year. There
was some fear that the inability of the present airport to handle these
jets safely would affect airline service into the Harrisburg area.
The planned closing of the nearby Olmsted AFB has given the State
an opportunity to update its airfield resources at minimal cost.
The State now intends to take over the Olmsted airport as a modern
regional jet facility, beginning this calendar year—some 3 years
before the final closure of the Air Force base.

Because many military installations are communities within them-
selves, containing industrial, residential, and community facilities,
they lend themselves readily to a number of community needs.
Following are two of the most recent examples of multiple use. They
are relatively complex situations, in which large installations are
turned over to a variety of public and private sectors usage, all for
the benefit of the communities.

Olmsted Air Force Base, Middletown, Pa.: This depot, which
employed in excess of 11,000 civilians, is being phased out over a 4-year
period, from June 1965 to June 1969. Through the joint efforts of
the Department of Defense, the Commonwealth of Pennsylvania,
and local citizens, plans have been developed for productive civilian
use of the entire base, beginning early in the phaseout period. The
major features of the plan involve:

(1) Industrial use of two modern warehouses (660,000 square feet).
The Defense Department has expedited the movement of supplies
from these warehouses so that they can be made available for civilian
use during 1966.

(2) Use of the office building on the base (some 199,000 square
feet) as the center of a new Pennsylvania State University campus.
University staff personnel have already occupied a portion of this
building and are planning for classes to begin this fall.

(3) Use of the family housing (141 units) on the base for graduate
students and junior faculty members.

(4) Use of the airport facilities as a modern regional jet airfield,
beginning this calendar year, as I noted earlier.

Dow Air Force Base, Bangor, Maine: These B-52 and fighter-
interceptor facilities are scheduled to be vacated early in 1968. The
community of less than 40,000 has taken vigorous steps to use this
base for—

(1) A modern university campus for first- and second-year
students at the nearby University of Maine;

(2) A modern jet airport;

(3) An industrial park designed to attract air-associated
industries; and

(4) A residential community for college personnel and low-
to medium-income families (the base has 1,010 military family
housing units).

CONSOLIDATION AND STANDARDIZATION OF OPERATIONS

Significant operating economies, usually accompanied by increases in
efficiency, can often be obtained when common support activities are
consolidated. During the past year we have continued to seek out
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such opportunities, and to improve the operating procedures of the
Department as a whole.

ANNUAL DSA SAVINGS OF 359 MILLION

The consolidation of common supplies and services in the Defense
Supply Agency continues to yield impressive savings. In fiscal year
1965, DSA achieved savings 1n annual operating costs of $59 million.
This saving, before taking account of the reduction in inventories, was
made possible by the greater efficiency in operations.

CONSOLIDATED CONTRACT ADMINISTRATIVE SERVICES

As reported last year, we are consolidating under single management
the 150 offices and 20,000 people involved in the administration of de-
fense contracts after their award. The contract administration field
offices of the military departments are being merged into 11 Defense
Contract Administration Services regions under the management of

DSA.
DEFENSE CONTRACT AUDIT AGENCY

We have now also established a Defense Contract Audit Agency
which will bring under 1 management the audit activities previously
performed by some 3,600 people in the 3 military departments. Up to
5 percent of these positions will be eliminated when this Agency be-
comes fully operational a year from now, although that was not the
major objective of the move.

Savings in departmental operating expenses are usually the product
of the thousands of actions taken at the lower management levels to
improve administrative procedures. Many of these changes produce
annual savings of less than $100,000 each, and many stem from in-
dividual employee suggestions. Total savings reported in fiscal year
1965 were $186 million.

LOGISTIC SUPPORT SERVICES

The final category of cost reduction projects is concerned with the
logistic support services of communications, transportation, mainte-
nance, the management of real property, et cetera. In fiscal year
1965, savings totaled $390 million as a result of our actions in these
areas. As a group, these activities offer a very great potential for
future savings and we intend to exploit this potential intensively.

SAVINGS GOAL OF $6.1 BILLION IN 1969

Mr. Chairman, as I noted last year, our contractors, who account
for well over half of the dollars spent for defense, are making a major
contribution to our cost reduction program. They are cooperating
far in excess of what we expected, to their advantage and to ours.
It is these efforts plus the efforts of almost literally hundreds of thou-
sands of military and civilian individuals in the Defense Department
which led to the $4.8 billion savings in 1965, and which T am confident
will make possible the achievement of our goal of $6.1 billion in 1969
and every year thereafter.
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I am very grateful again, Mr. Chairman, {for the help we have re-
ceived in this program from you and the members of your committee,
not only in the investigation you have carried on before I entered the
Government in 1961, but in your continuing support and continuing
suggestions since that time.

I would be very happy to try to answer your guestions.

Department of Defense cost reduction program

[Dollars in millions]

Estimated savings to be realized in— !

Fiscal | Fiscal | Fiscal | Fiscal | Fiscal
year year | year year year
1963 1964 1965 1966 1969

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

(a) Major items of equipment 2._________________ $90 $487 | $1,060 $747 |______.

(b) Initial provisioning___._. - 163 218 368 184

(¢) Secondary items.____ 7

T
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|
1
|
'
'
—
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©
o™
T

(d) Technical manuals. ...

(¢) Technical dataand reports.___.__._______.__| _______ 2 [ 2

(/) Production base facilities 35 14 122 ISR
2. Increased use of excess inventory in lieu of new pro-

curement:

(@) Equipment and supplies..... _ovoeoooooioo|caaaas 57

(b) Idle production equipment . _ ) U

(¢) Excess contractor inventory.__. 18 14

3. Eliminating “gold plating” (value engmeermg)...__: 72 76
4. Inventory item reduction ———- PR I S

Total, buying only what weneed.___.._______._.._ 860 | 1,521

B. Buying at the lowest sound price:
1, Shift from noncompsetitive to competitive procure-
ment:
Total percent competitive 3__________________ 37.1 39.1 43.4 || C
i $237 $448 $641 $414 | __

Total percent CPFF 4. 5
Total amount of savings_._______________________] ___..__ $100
3. Direct purchase breakout.. $8
4. Multiyear procurement

Total, buying at lowest sound price....____.____._. $237 $553 | $1,150 | $1,015 | $1,170
C. Reducing operating costs:
1. Terminating unnecessary operations_._.__._....._.._. $123 $334 $484 $551 |__._.__
2. Consolidation and standardization:
(@) DSA operating expense savings 5_____________ 31 42 59
(b) Consotlidation of contract administration_____|________}. ... __ oo
(¢) Departmental operating expense savings...__{._.__.__ 95 186
3. Increasing efficiency of operations:
(a) Improving telecommunications management. 80 131 118 129 | ...
(b) Improving transportation and traffic man-
agement._ ________.________ . ___._.____._ 24 7 35 35 |-

(d) Improving noncombat vehicle management. 2 18 24 21 |,
() Reduced use of contract technicians. ... | _...___ 20 26 27 |-
y) Improving military housing management.___. 6 13 16 14 |-
g) Improving real property management....._.. 23 25 46 27 |-
(h) Packaging, preserving, and packing_..._._.__|..._____ 7 8 b 2 PR——

. Total, reducing operating costs.
D. Military assistance program (MAP): Total MAP

4,843 | 64,055 6, 091

Total program

1 Includes certain 1-time savings not expected to recur in the same amounts in future years.

2 In addition fiscal year 1962 “requirements’ for major items of equipment were reduced by $24,000,000,000.
In fiscal year 1963, the Army reduced 1964 pipeline requirements by $500,000,000.

3 Flsté:%l year 1961 was 32.9 percent; fiscal year 1965 actual was 43.4 percent; savings are 25 percent per dollar
converted.

4 First 9 months of fiscal year 1961 was 38 percent; fiscal year 1965 actual was 9.4 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; $51,000,000 in fiscal year 1965.

¢ Amount reflected in the original fiscal year 1966 budget.
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Chairman Doveras. Thank you very much, Mr. Secretary.

I think your record has been magnificent, and I do not believe it
can be stressed too much to say this apparently has been done along
with an increase in the combat effectiveness of our forces rather than
a reduction, because I know that the vultures are gathering not to
devour you but to try to curb your style.

Now you were kind enough, the Department was kind enough to
make a statistical report to us, which I am going to ask unanimous
consent to have Erinted as a part of our staff report. 2 We have gone
over that, and there are a number of features of that report which I
think are significant, and I would like to have you confirm or deny
some of the things which I felt have been developed.

Now, according to the analysis which I have, defense expenditures
as a percentage of the gross national product are down 1.1 percent
since last year.

Am T right on that?

Secretary McNamara. Inclusive of the fiscal 1966 supplement—
well, first, {et me go back to 1965. I take it that is the year you were
speaking of,

Chairman Dovucras. Yes.

Secretary McNamara. Defense expenditures in fiscal 1965 were
7.3 percent of gross national product compared to 8.4 in 1964, down
1.1 percentage points.

Chairman Douceras. Percentage points?

Secretary McNamara. Percentage points, exactly.

Chairman Dovueras. Which would be a reduction of about 12
percent?

Secretary McNamara. That is correct.

Chairman Dovucras. Now I do not know what the cost of the
operations in Vietnam have been, and I do not know that anyone
can precisely estimate them, but I formed the rough judgment that
as of last year that the costs of the operations in Vietnam have been
largely met by economies in the operation of the Department.

Am I right?

ECONOMIES IN FISCAL YEAR 1965 EXCEEDED VIETNAM COSTS

Secretary McNamara. Well, I think that they, as we anticipate
them, in 1966 fiscal year and 1967 will be larger than the economies
in the Department, but in fiscal 1965 the economies substantially
exceeded the cost of Vietnam. But even in fiscal 1966 and 1967,
because of the economies in the Department, and because of the
actions in past years, the defense expenditures as a percentage of
gross national product in each of those years will be less than in 5
of the past 6 years.

Chairman Douceras. That is a very impressive record.

Do I understand that the total value of procurement is down by
almost $1 billion?

Secretary McNamara. Yes; that is correct, in fiscal 1965.

Chairman Doucras. And that the use of long stocks has increased
by about $164 million?

3 Stafl materials, 1966,
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Secretary McNamara. Yes.

Chairman Douaras. To about $1.4 billion now?

Secretary McNamara. Yes; exactly.

Chairman Doucgras. That formally advertised procurement is up
4 percentage points, or by about one-quarter?

Secretary McNamara. Mine shows 3.1 percentage points, and
about 22 percent. I may be in error, Mr. Chairman.

Chairman Doueras. Now Congressman Curtis mentioned the fact
that if you advertise bids, it results in a greater diffusion of the bids
and the smaller companies get a larger percentage of the total business
because they have a chance to get in, instead of being excluded by
the supply officers who tend to deal inevitably with a restricted group
of companies.

Am I right that the figures show that the 100 largest companies,
while they received virtually 69 percent of the prime contracts, were
down 4)4 percentage points from last year, which again would be
around 7 percent?

Secretary McNaMmara. Yes; I believe that is correct, Mr. Chairman,
and I think the figures also show that, over the past 5 years, the
percentage of contracts going to small business has increased.

Chairman Dovcras. In other words, if you give a chance to
competition, small business firms turn out not to be as inefficient as
they are sometimes said to be?

Secretary McNamara. Yes.

Within certain limits I do not think size can be taken as a gage
of efficiency.

Chairman Doucras. I understand.

Now there has been a good deal of publicity given to shortages in
ammunition. Do you want to make any comments on that?

Secretary McNamara. Yes; I would like to, Mr. Chairman.

I think that such comments as have appeared in the press relating
to shortages in ammunition or equipment in South Vietnam completely
misstate the case.

As I tried to point out in my statement, any large supply system,
at times and in some places, has inventories below planned levels.
That is the purpose of having an inventory in the first place. If at
some times inventory levels did not fall below plan, there would be
no need to carry an inventory. So that is exactly why you have them.
And T would not want to indicate that we do not have some inventories
some places in the world below our planned levels. Of course we do.

But the point is that no amount of money would have prevented
that. These discrepancies result from maldistributions and mis-
estimates of requirements which are common in large supply systems.

The point I want to make is, and I think it is an extremely important
point, that no such shortage has impacted on operations at any time
in South Vietnam, and when I say that, I use the exact words of
General Johnson, the Chief of Staff of the Army, when he reported to
me on January 10, approximately 2 weeks ago, following his
return from South Vietnam. And, that statement of General Johnson,
the Chief of Staff of the Army, is supported by similar statements from
General Westmoreland, the commander in Vietnam, by Admiral
Sharpe, the commander in the Pacific under whom General Westmore-
land functions and by General Wheeler, the Chairman of the Joint
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Chiefs of Staff who reported to me exactly the same statement, and
who confirmed it this morning in an executive session before the
Senate Armed Services Committee based on his trip to Vietnam in
December and earlier this month.

Chairman Doueras. I am very glad to get that, because while
your program has saved billions of dollars to the taxpayers who have
also been going through an ordeal in the past, and has not been adverse
to the contractors, nonetheless that inevitably arouses certain opposi-
tion among certain groups, and every effort is made to discredit the
program, and from time to time stories are issued saying that our
fighting men lack bullets and so forth.

Of course you are going to pay continuing attention to ammunition,
are you not?

Secretary McNamara. Yes.

As I mentioned earlier, my primary responsibility is not to reduce
costs. It is not to increase efficiency. It is to insure a maximum
degree of combat-readiness consistent with the threats we face, and
that is the objective to which I devote the majority of my time.

This cost reduction program is a labor of love, and it happens to be
consistent with, and I believe contributing to, achievement of the
primary objective of combat-readiness. But I want to emphasize
with respect to Vietnam that no other nation in the history of the
world has ever done what we have accomplished in providing forces
and their logistical support in Vietnam.

When the Vietcong built up in the spring, and when their monsoon
offensive demanded on very short notice a quick response by the
United States, we put 100,000 men in Vietnam 10,000 miles away
from here in about 120 days. We now have approximately a quarter
of a million men in combat in southeast Asia, including the naval
forces off the coast of Vietnam. They are operating over 1,500 heli-
copters, which is substantially in excess of the total operational heli-
copter inventory in the Army General Purpose Forces worldwide when
we came to the Department a few years ago.

They are using a new type of combat division, the Air Cavalry
Division, the concept of which developed from a committee we set up
under General Howze about 2 years ago. The division was not even
organized until July of this year. It moved to Vietnam in September.
It deployed to combat in October. It carried out the famous opera-
tion in the Ia Drang Valley in November.

The air operations in that area this month will drop over twice the
bomb tonnage of the average month of the Korea war. We are pre-
pared to expand air operations in southeast Asia. We are prepared to
add to our deployments there, if that becomes necessary.

As the President has said, we will send what our combat commanders
request and when they request it. And I want to emphasize we are
doing it all without the callup of a single man from the Reserve, without
material controls, without price controls, without wage controls, and
with defense expenditures planned for fiscal 1966 and fiscal 1967 at
levels which, in terms of percentage of gross national product, are
lower than in 5 of the past 6 years.

And as I said in repeating General Johnson’s words when he reported
to me upon his return from South Vietnam 2 weeks ago, without any
shortage which has impacted on combat operations at any time.



ECONOMIC IMPACT OF FEDERAL PROCUREMENT 41

Chairman Dovucras. My time is up.

Congressman Curtis?

Representative Curtis. Mr. Secretary, I want to again say I am
very much impressed with the report that you have given us, updating
your last report to us. I am now going to move to areas of further
concern.

DEFENSE CONTRACT ADMINISTRATIVE SERVICES

First before I do that, let me say that I was very impressed with
the briefing that your people gave us on the development of the
Defense Contract Administration Services, and inasmuch, Mr. Chair-
man, as we actually held hearings, or rather had this recorded, I
wonder if it would be appropriate to make this a part of this record.

Chairman Doucras. Unless the Secretary objects.

Secr(;ta,ry McNamara. 1 would be happy to. (See appendix 8§,

. 305.
P Representative Curtis. I did have one question, not realizing at
the time that you were going to be here, that I directed to you by
letter. I was a little surprised to find that you had not put the
procurement officers in this new Defense Contract Administration
Services.

Would you care to comment now or would you prefer to comment
in answer to the letter?

Secretary McNamara. T would rather answer it more directly in
reply to your letter. But let me say that we put a few of the former
procurement responsibilities in it, but we have not put the procure-
ment responsibilities or officers for the major weapons systems in the
new service. _

Representative Curris. Then I had a misunderstanding.

I would not expect that necessarily to be so, although certainly
the testimony did reveal that the liaison between your contract
service officer and your procurement officer is very close. And of
course they of necessity would be.

But in thinking over when you originally suggested to this commit-
tee, I think a year or two ago, that you were contemplating this,
and the committee was very much impressed I believe by this develop-
ment, I myself had thought that perhaps the procurement officers
would be put in this new service too.

Secretary McNamara. Let me check exactly how far we have gone.
I have forgotten the numbers and the specific responsibilities we have
put in those and we have left out, and I will reply to your letter.

(Further information was subsequently received for the Secretary
of Defense and is reprinted below:)

THE SECRETARY OF DEFENSE,

Washington, D.C., February 2, 1966.
Hon. THoMas B. Curris,

House of Representatives,
Washington, D.C.

Drar Mrg. Curtis: This is in response to your letter of January 19, 1966, and
supplements my remarks before the Subcommittee on Federal Procurement and
Regulations on January 24, 1966. When the Defense Supply Agency (DSA) was
established, it was our aim to consolidate the procurement and supply functions
pertaining to items which were common to the military departments. One of
the steps in this direction was the assignment to DSA of the responsibility for

60-599—66——4
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purchasing common items. The establishment of the contract administration
services activity was compatible with our objective to place in DSA common
support-type functions.

To the extent that DSA has both purchasing and contract administration
responsibility for certain items, it is proper to say that the purchasing function
has been assigned, together with the contract administration function, to DSA.
The DSA contract administration services responsibility also extends to certain
contracts which have been entered into by the Departments for items for which
purchasing responsibility has not been given to DSA. This is the consolidation
of the departmental geographic contract administration offices which provide
support at plants not assigned to the Departments. This consolidation eliminates
the duplication that would otherwise result from the necessity for the Depart-
ments to establish overlapping capabilities for inspection, production surveillance,
and other contract administration functions. Finally there are weapon systems
and particular types of contracts for which neither purchasing nor contract ad-
ministration responsibility has been assigned to DSA. The necessity for close
technical monitoring by the requiring activity and the importance of these major
systems and categories of contracts to military effectiveness have justified the
retention of purchasing and contract administra.ion responsibility in the De-
partments, Certainly, until the assumption by DSA of its newly assigned con-
tract administration responsibilities has been in effect for a reasonable period,
we must be cautious in ihe assighment of additional responsibilities involving
critical systems procurement. We intend to remain alert, however, to the
possibilities fo further adding to the purchasing and contract administration
responsibilities of that agency.

1 have asked Mr. Ignatius to respond to your letter to Captain Ryder of January
13, 1966, by giving you available data on the categories of contracts which are
not assigned to DSA for the performance of contract administration services.

Sincerely,
RoBERT S. McNaMARA.

(See appendix 8, p. 305.)

RENEGOTIATION ACT

Representative Curtrs. All right, thank you.

Now we have the extension of the Renegotiation Act up again this
year I believe before the Ways and Means Committee. I think in the
body of your testimony here you have relieved me of a lot of the
concern I had. I felt that our procurement officers and contract
service officers would tend to use the Renegotiation Act as a crutch
instead of developing the very techniques that you have developed
here. But not to anticipate you, let me ask it this way rather than
assume any conclusions,

Have you had under review whether or not you feel that the Re-
negotiation Act is serving an actual purpose?

Secretary McNamara. Well, it is under review at the present time.
I actually have not received the report of those who are studying it,
and I would rather not take a position on it at the moment.

Representative Curris. No, I would not ask you to. You have
answered my question.

Secretary McNamara. Yes, it is definitely under review, and before
the Department takes a position, the results of the study will come to
me and I will examine them. I have not looked at it myself since it
has not required any position from me for several years, and I would
rather examine the study before giving you my opinion.

USE OF GSA BY DOD FOR COMMON USE ITEMS

Representative Curtis. Now one of the things this committee has
kept 1n its sights is the utilization of the GSA for common use items,
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and you did not report on that. I wonder if you could supply us with
an up-to-date report.

Secretary McNamara. Yes. I can tell you my policy.

Do not buy a single thing in the Defense Department you can get
anybody else to buy for you as efficiently because we are not in the
business of buying. We are in the business of fighting, cr being
prepared to fight.

It has been my experience over the past 5 years that when we
_tulx)'ned something over to GSA to procure for us, they did an excellent
job.

Representative CurTis. I was going to ask that question, whether
or not in the Vietnam situation you found that GSA was responsible.

Secretary McNamara. I have not had a single complaint brought
to my attention. It does not mean there may not be some problems,
but not a single problem has been serious enough to have been brought
to my attention. And I would not expect them to be. They are
quite competent to procure the types of items that we have turned
over to them for procurement.

PROCUREMENT OF CLOTHING

Representative CurTis. I saw an item in the newspaper to the
effect that some clothing manufacturers were not accepting the con-
tracts that were needed for procuring certain clothing.

Is there anything to that?

Secretary McNamara. Mr. Ignatius, who I think is here, might
want to comment on that.

Representative Curtis. I will wait to ask him.

Secretary McNamara. I have not heard of any. (See p. 56.)

Representative CurTis. I have one other specific question that has
to do with this problem of single source procurement.

At the time of the strike of the Olin-Mathieson Co. in East Alton,
statements were made that this was the only source available for this
particular kind of ammunition. Is this true, and if it is, how does this
conform with our policy to try to develop multiple sources?

Secretary McNamara. Well, it is true that it was the single source,
but it is also true that I personally made the decision not to request
application of the Taft-Hartley Act, becaise since it was a single
source, we had carried an adequate inventory to carry us through any
reasonable strike, and I did not feel that it was desirable for the Govern-
ment to intervene in the free collective bargaining process by asking for
the application of Taft-Hartley under those circumstances, and there-
fore I did not, and the strike did not affect our ability to supply our
combat operations, nor did it unduly draw down our inventories.

Now since that time we have put in a second supplier, but not as a
protection against strikes, but simply because forecasts of possible
requirements indicated that would be desirable.

Representative Curtis. My comments were that that is another
reason for trying to develop diversified sources.

Secretary MC%IAMARA. Yes.

Representative Curris. Rather than a single source. But I did
not know what the full facts were.
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THE GOVERNMENT IN BUSINESS

Now another big area of concern to this committee has been Govern-
ment in business. We are trying to develop guidelines as to the proper
role of Government as a producer or manufacturer or operator of
many of its programs, and one reason of course is the fact that this
private participation becomes part of the tax base. I might say the
Hoover Commission recommendations directed a lot of attention to
this.

This committee has been asking the Bureau of the Budget for some
time to update its policy statement on this. I think it is numbered
60-2 and this policy statement has been forthcoming for several years,
bus it still is not out. This is a big problem in defense. (See p. 208.)

One of the first things I did in the Congress on the Bonner sub-
committee was point out some of these areas. Take examples like
coffee roasting, rope making, paint and so on. I wonder if you would,
because of our concern, state what your views are now or would you
rather wait for the Budget Bureau’s overall statement of policy?

I assume you are in consultation with them.

Secretary McNamara. Yes, although I have not actually discussed
that regulation, a new draft of it, with them to the best of my knowl-
edge for months, if not years.

But my own belief is that we in Defense should not be carrying on
any activity that the private sector can handle for us. Now of
course there are qualifications, because in wartime it may be necessary
for us to operate a Navy Yard in order to carry out emergency repairs
on vessels, and provide certain skills that a private naval yard or a
private shipyard could not be expected to carry between wars.

But I would simply say that reflects the standard I apply; that in
that instance the private shipyard could not provide the service we
need. But with that qualification, I do not believe we should carry
on activities that the private sector can provide for us equally well,
and we are not, to the best of my knowledge, carrying on such
activities.

Representative Curtis. I know we agree on the principle, but in
order to make it meaningful, so we can find out where there is dis-.
agreement or agreement, these guidelines should be developed. You
and I have had correspondence, for example, on the commissaries,
and I only use it as one example. (See p. 196.)

Here I felt that the guidelines were established. At least we had
something you and I could argue about. But when you do not have
guidelines, and this is what we are hoping that the Bureau of the
Budget will develop, it makes it pretty difficult to take specific cases.
and follow the progress of this matter.

Secretary McNaMara. Surely.

COMMISSARIES AS A FORM OF PAY

Well, I think the commissaries are a good example, although perhaps.
almost a unique example, of the kind of activity that we are carrying
on that should be considered for the private sector.

In that particular instance, the commissaries, by tradition are selling
below commercial prices, and the difference between the commissary
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price and the commercial price is recognized as an element of
compensation.

Representative Curtis. That is right.

Secretary McNamara. And it is now agreed within the Govern-
ment it will be taken account of as an element of compensation when
making compensation studies. So I think there we have met the
standard of not doing anything that can be performed by the private
sector equally well.

Representative Curtis. Well, I have always said that I would take
that into consideration, but that it had not been, or at least there was
some confusion as to whether it had been taken into consideration. I
would still say, though, that this should be changed by law. I think
it was the guidelines that we did establish which gave no justification
for keeping the commissaries open here in the Washington, D.C. area,
for example. The law I think was quite clear.

Secretary McNamara. I think you are absolutely right. It is
entirely a question of tradition, and as I say, in this case I do not think
there can be any dispute about the way in which we are handling the
difference between commercial price and commissary price.

Now it is handled as an element of compensation. It is recognized
in all of our statistical studies as an element of compensation, and in a
very real sense I think the question is not primarily one of should we be
running the commissaries. It is really not a very important matter.

The much more basic question is: Is that the best way to pay
compensation? I think there is a lot of question on that issue.

Representative CurTis. Yes, that is one, and my time is up. But
the other is, this illustrates the point of what should the military or
any governmental agency be doing directly.

Secretary McNaMara. Yes.

Representative Curtris. Or what should it contract out?

Secretary McNamara. There is no question but what the guidelines
are desirable. I will do everything I can to speed their development.

Chairman Doucras. Senator Proxmire.

Senator ProxMIRE. These hosannas have become kind of em-
barrassing, I suppose, to you.

Secretary McNamara. They do not come very often, Senator
Proxmire.

Senator ProxMIrRE. Before this committee I think they certainly
come often, not only from the standpoint of economy but these
details you have mentioned, in which you show this perfectly immense
increase in combat readiness and power and capability to respond
and so forth are very, very impressive.

The fact that you could do this and at the same time save money,
I think if we leave Vietnam aside and apart, your testimony indicates
that we are doing these things for a less aggregate amount than we
were in 1960, or do I misunderstand?

Secretary McNamara. No, sir; the aggregate amount is up.

Senator ProxMire. Leaving Vietnam aside?

Secretary McNamara. Well, it gets rather complicated. The
increase in the compensation level has been almost unbelievable in
that period of time.

For example, in the fiscal 1967 budget, the payments to retired
personnel and the increased compensation to military and civilian
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personnel above the level of 1961 amounts to $4.3 billion. If you
take out Vietnam, and take out just that portion of the increase in
compensation level, then I think your statement is approximately
correct.

CIVILIAN PERSONNEL CUTS

Senator ProxmirE. It is a remarkable showing.

I would like to ask something that I know you can answer, and
although the question may sound hostile, it is not meant that way.

A year ago the President estimated that the Defense would cut
24,000 personnel.

Secretary McNamara. Civilian personnel.

Senator PrRoxmIrE. Civilian personnel, about 2% percent.

Now you ended up increasing civilian personnel about 10 percent,
and I wondered if you would give us an explanation of that.

Secretary McNaMaRra. Increasing it in the budgeted level for fiscal
1967, but not in the actual.

Our actual as of the end of fiscal 1965, my recollection is it came
down to just about the budgeted figure. But then we did two things.

First, and by far the most important in its effect on civilian per-
sonnel, was to substitute 58,000 direct-hire civilians in the fiscal
1966~67 budgets for 75,000 military jobs, believing—and I think
we can prove—that we can replace 75,000 soldiers with 58,000 civilians.
"This in part is because by the very terms of the draft or our voluntary
enlistments the soldiers are on hand for such a short period of time
that, in addition to having one on the job, we have to have, let’s say, a
third _o{) a man behind him being trained and being made ready to go
on a job.

So when we cut out a military job, we cut out the one-third of a man
behind him. The net is that we can take out 75,000 military, replace
them with 58,000 civilians. This we have done. And thaf acted to
increase the civilian total in 1967 over 1965.

Then, second, the expansion of about roughly 500,000 military jobs
for the Vietnamese war has brought along with it a necessary expan-
sion in civilian personnel.

Senator Proxmire. The figures that I see on page 398 of the budget
just issued by the administration show an original 1966 estimate as
of June of 950,000, and a current estimate for 1966 of 1,067,000, or an
increase of 117,000,

Secretary McNamara. Yes. That includes the 58,000 civilians
introduced after the 1966 budget was prepared, in order to substitute
for the 75,000 military. .

I haye here, if the committee would like to have it in the record,
an analysis of both the military and civilian personnel for 1966 that
shows the shift of the 75,000. We reduced the military goal by 75,000,
raised the civilian by 58,000, for a net saving as a result of that move
of some 17,000 men.

Senator PRoxmire. On the basis of your experience with this,
would it be wise to make this reversible?

Secretary McNamara. No.

Senator ProxMIrE. In other words, if the Vietnam situation were
over, would you return to the level of civilian personnel you had before?

Secretary McNamara. I would go back to the original 1966 goal
plus the 58,000 civilians and minus the 75,000 military, for a net
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reduction below the 1966 figures you have there for military and
civilian combined of about 17,000 men.

Senator Proxmire. And how would it compare with the estimate,
as of June 1966, which was 950,000?

Secretary McNamara. Well, give me the military estimate for
the same date, let’s call it z, so it is z plus 950,000, and the new
figure would be z plus 950,000 minus 17,000. There is an absolute
net saving as a result of this shift from military to civilian.

Senator Proxmire. Now you said the small business share was up
in the last 5 years. Do you have figures for last year?

Secretary McNamara. I do have them but I do not have them here
with me.

Senator Proxmire. Up or down?

Secretary McNamara. I would like to submit them for the record.
I just do not remember exactly.

I know that over 1961 it is up, but I do not recall what happened in
the last year.

(Information later supplied by the Department states that in fiscal
1965 the “small business” share of total prime contract awards was
20.3 percent; in fiscal 1964 it was 18 percent.)

USE OF PROCUREMENT TO MAINTAIN WAGE-PRICE GUIDELINES

Senator Proxmire. Now, because this committee is responsible
for reports to Congress on the economy, I wonder if you could give
up your idea of the role that the Defense Department plays in the
lr_nanipulation of procurement to help maintain the wage-price guide-
ines.

I am thinking of steel, aluminum, perhaps leather eventually, et
cetera.

Secretary McNamara. Well, I think that we can effect the wage-
price guidelines in several ways.

One, by the degree to which we recommend increases in military
and/or civilian compensation for Defense Department employees.
Such recommendations as we make should be consistent with the
guidelines,

Two, in the extent to which we put pressure on the economy,
which pressure can be translated into actions designed to exceed the
guidelines. For example, we cut back the authorized and appro-
priated construction budget for fiscal 1966 by just about 50 percent.
About $1.250 billion was authorized and appropriated. We have
deferred indefinitely $620 million of that construction program in
order to reduce the pressure on construction labor in this country,
which pressure, if not reduced, could have been translated into wage
increases in excess of the guidelines,

We can recommend and have recommended reductions in stockpiles,
Government-owned stockpiles such as aluminum, at times when,
because of increased defense procurement, metals were falling into
short supply, and had there not been a recommendation for a reduction
in the stockpile, stockpiles that had been procured for exactly this
purpose, the scarcity of metal could have led to price increases that
would have exceeded the guidelines.

Senator PRoxMIRE. In this aluminum area, for example, you think
in terms of the supply-demand situation and the effect of defense
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buying or selling on the price, rather than any idea of discipline or
retaliation for action by individual companies?

Secretary McNamara. Well, without really discussing the specific
aluminum situation, I would simply say that where we have a stock
pile, in a situation where the metal or other material is in short supply,
we can assist in the maintenance of the guidelines by releasing from
the stockpile. And I think it is entirely appropriate that we do so.

DOD POLICY ON EMPLOYEE SAVINGS

Senator ProxmirE. Do you follow any policy now, in view of the
inflationary tendencies in the economy, of trying to persuade the very
large amount of people you have in the Defense Department, both in
the military and civilian personnel, to save a large proportion of their
income?

Secretary McNamara. No.

Senator Proxmire. The kind of program we had during World
War II. Would that be wise?

Secretary McNamara. With a few exceptions, we do not have any
special voluntary savings program. We do give full support to the
savings bond program, and I have urged our employees to participate
fully and actively in that. But I have not urged them to do that
recently any more than I have in the past.

It has been our practice to do that for 3 or 4 years.

We have put into effect special voluntary savings programs over-
seas, seeking to reduce the foreign exchange costs of defense operations.
But we have domestically only the programs that are consistent
throughout the executive branch of the Government.

Senator ProxMIRE. Do you think that it might be sensible to
consider that now, in view of the inflationary pressures in the economy?

Secretary McNamara. It might be.

To tell you the truth, I have not given any thought to it, and I
will be happy to do so.

Senator ProxMire. Then I am concerned about this: You demon-
strate in your statement and elsewhere in your testimony a perfectly
remarkable job of placing your personnel after you have closed
installations. Now, this is easier to do when you are expanding the
Defense Department, as you were.

As I say, you increasedy the number of people 93,000, and, of course,
the civiian economy also is growing, and looking for personnel.
Would it not be a great deal more difficult in a different situation
that you might have in a peace period?

Secretary McNamara. It is more difficult in a contracting than in
an expanding environment. But the environment was contracting
during the period that I discussed in this statement, because I believe
that our total civilian payroll numbered about 1,070,000 in 1962,
possibly even 1963. And it went down to about 985,000 I would
say, in 1965. And the period I discussed in my statement was the
period prior to July 1965.

So we made those placements during a period of contraction. We
were able to do it, of course, because even in a period of contraction
there is a very substantial turnover each year, about 18 percent.
And we used that turnover as an important tool to assist us in this
placement period.
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From now on when we are expanding our civilian personnel, as we
will be doing between now and the end of this year, it will be much
easier to place dislocated employees than it has been in the past.

Senator Proxmire. But in 1963 and 1964 you had an expanding
economy and a diminution in unemployment.

Secretary McNamara. Yes, but the placements we are talking
about here were in a contracting section of that economy, specifically
in the personnel of the Defense Department. :

Senator Proxmire. That would affect the number of people leaving
the Defense Department for their jobs and so forth?

Secretary McNamara. Yes, but as you saw, we placed a sub-
stantial part of the personnel affected by base closings in other
defense jobs and I think we can always do that, whether it be an
expanding or contracting economy, just so long as we set up the
procedures to insure that we do not hire a new person where we
have a person that has been in our employ some time and well trained
for the job.

It is those procedures that have been set up that make the system
possible in either a contracting or an expanding economy.

Chairman Doucras. Senator Jordan?

Senator Jorpan. Thank you, Mr. Chairman.

Mr. Secretary, I want to commend you for the very excellent
statelfnent you have given here today. 1 got a lot of good information
out of it.

I am impressed particularly with the closing of bases and the
dislocations that have been IZandled by your Office of Economic
Adjustment.

FUTURE BASE CLOSINGS

You tell us that you have closed or reduced 852 bases. Are we
correct in assuming that the bulk of them that are likely to be closed
in the immediate future have been closed or reduced?

Secretary McNamara. Well, T keep thinking so, Senator Jordan.

A year ago November when we announced a series of actions that
had associated with them reduction in costs of about $500 million, T
doubted that we would at any time in the near future find it possible
to make similar savings by additional base closings. And yet in
November of last year, November 1965, just 60 days or so ago, we
came up again with a series of actions that had savings of $400 million
plus, associated with them. We were able to do this because in the
intervening 12 months, between November 1964 and November 1965,
we again went over our base systems, and flushed out these oppor-
tunities for saving.

Now to be quite frank with you today, I do not know where there
is another $400 million of savings associated with base closings that
might possibly be announced i November of 1966, but I would
hesitate to say that between now and then we cannot find a very
substantial opportunity for further saving.

CLOSED FACILITY AT POCATELLO, IDAHO

Senator JorpaN. Mr. Secretary, several years ago in Pocatello,
Idaho, we had a naval gunnery facility that was closed. It is still
idle and unoccupied. Would you think that your Office of Economic
Adjustment properly might direct its attention to this facility?
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Secretary McNamara. We would be happy to, Senator Jordan.
I do not know enough about the situation there to be able to give
any opinion on whether we could interest a private corporation in
use of it, or whether we might find some other defense use for it, but
I would be very happy to look at it.

Senator JornaN. I shall be in touch with your people.

Secretary McNamara. All right, sir.

Senator JorpaN. It is a very fine facility and it should be used.

Sﬁclretary McNamara. We would be very happy to do what we can
to help.

Senator JorpaN. I am impressed, too, Mr. Secretary, with the
reductions you have made in the amount of defense procurement that
falls outside of competitive procurement practices. You estimate
that 43.4 percent of our defense needs come under competitive
procurement.

Do you anticipate that this percentage will be increased, or are we
reaching a plateau?

Secretary McNaMARA. As you could see from the chart on com-
petitive procurement we thought the plateau was about 40.5 percent.
We are quite a ways above that now. (See chart, p. 15.)

We are concerned in the near future about maintaining the 43.4
percent because of the problems associated with Vietnam which I
mentioned earlier. I think we will do very well in 1966 to hold to
43.3 percent.

It is my objective to do so. I think there is a pretty good chance
of accomplishing that objective.

In future years I think we can go above it, although my opinion
is not shared by some others. I think we can.

Senator JorbAN. You said that 25 percent of each dollar spent in
noncompetitive procurement might be saved if it could be moved
over into the competitive procurement category.

Secretary McNamara. Yes; I did, and we get that figure by exam-
ining each shift of a contract from noncompetitive to competitive,
and adjusting the noncompetitive price for any changes in circum-
stances such as a higher volume on the competitive contract than the
noncompetitive or something of that kind to be sure we do not over-
state the savings, and then actually compare the old price to the new

rice.
P The 25 cents in terms of our recent experience, if anything, under-
states the savings. I think it is closer to 30 percent in recent months.

Senator Jorpan. That is very good.

Now you have reduced by something over 600,000 the individual
items from your inventory lists.

Secretary McNamara. We took out 600,000 items. I do not want
to mislead you into thinking that it is a net reduction, because we also
added some new items.

Senator Jorpan, Yes.

Secretary McNamarA. But there was a net reduction in 1965 of
87,000 items. These figures are subject to a few qualifications,
because of the technicalities of the data, but essentially that is what
happened.

Senator JorpaN. What does the figure 632,000 represent?

Secretary McNamara, Those are items that were in the catalog
or inventory lists of DSA and the services—specific stock numbers
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which we removed because we were able to substitute a standard item
in place of two specialty items, or something else of that kind.

We simplified the stock system by the extent of 632,000 items.

Senator Jorpan. I think you said too, although it is not in your
sbateiment, that there are presently over 3.8 million total items in the
catalog.

Secretary McNamara. Yes, I did. I want to check that figure.
That was from memory, but I think I am correct in saying that.
(See p. 14.)

Senator JorpaN. This is a continuing study with you, of course?

Secretary McNamara. Yes, and to show you the trend that is de-
veloping, in 1961 there was a net addition of 235,000 items. In 1963
a net addition of 17,000. And last year there was a net reduction of
87,000. So a lot of progress has been made.

If you except the South Vietnamese period of conflict, I think that
progress can continue.

Senator JorpaN. Mr. Secretary, I have heard the criticism that
in order to achieve combat readiness in South Vietnam, we have had
to rob some of our stateside defense units. Will you address yourself
to that statement, please?

Secretary McNamara. Yes, I would be happy to.

We have not robbed them. Obviously we have transferred men
and material from the United States to South Vietnam. Of course
that was the purpose of maintaining the forces and the inventories in
the United States. But I do not think it is appropriate or proper to
say we have robbed them.

The statement is frequently made we have robbed units in Europe,
for example. There it would be much more serious than saying we
moved units from the States. Units are kept in the States in order
to move to some foreign territory, but units are not kept in Europe to
move to South Vietnam, and the fact is we have not moved units or
equipment from Europe to South Vietnam, with but a handful of
exceptions.

I have issued, or did issue many months ago, perhaps last April,
instructions to all the departments that requires that any movement
of units or materiel from Europe to South Vietnam receive the prior
written approval of Mr. Vance or myself, and we have given such
approval in only a handful of small unimportant cases.

The most immediate one that comes to my mind is that I approved
the movement of five RB-66 aircraft, which are a special type of
reconnaissance aircraft, from Europe to South Vietnam. But the
magnitude of the movement is on that order. So I do not think it is
correct to imply that our South Vietnamese deployments have been
at the sacrifice of Europe, or, for that matter, U.S. units.

Senator JorpaN. Then T would assume we could meet the challenge
of another one or two South Vietnamese situations, simultaneously.

Secretary McNamara. Well, without indicating how many, I can
simply say that we can meet the challenge of more, and that the
contingency war plans, which take account of multiple challenges
and the capability of our potential opponents for facing us with
multiple challenges have been supported by the necessary forces and
equipment.

Senator Jorpan. Thank you, Mr. Secretary. My time is up.

Chairman Dovuaras. Mrs. Griffiths?
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Representative Grirriras. Thank you.

I would like to ask you, Mr. Secretary, how do you estimate the
demand for any particular item in Vietnam that is a perishable
item or a hardware item?

Secretary McNamara. Well, in the case of a hardware item, the
services have developed rates of expenditure based on prior combat
experience, and they have varying levels of expenditure, depending
upon intensity of combat.

We have built our inventories based on a certain number of days
or weeks of very intensive combat, and a greater number of days and
weeks of less intense combat, and have applied these expenditure rates
to the number of forces that we anticipate putting in combat under
varying contingency war plans.

We have added to that the necessary pipeline factors and inventory
requirements, have examined the production flow in relation to the
inventory levels and the possible expenditures, and based on that
have determined our procurement program.

In the case of the fresh foods, I frankly don’t know how they deter-
mine the detailed requirements or the extent to which they decide
upon furnishing the troops an A-ration as opposed to a B-ration menu.
At the present time most troops are being fed on the A-rations. This
involves bulk fresh foods shipped primarily from the United States.

As a matter of fact, when General Johnson came back and reported
to me January 10 and made the statement he did about no shortage
having any impact on combat operations at any time, he added this
statement: that when troops are being fed on A-rations involving
substantial quantities of fresh foods, which fresh foods come from the
United States, you can be absolutely certain that the logistical system
is functioning.

This doesn’t mean we didn’t have a large backlog of ships awaiting
unloading, because we did. But in passing, let me simply say that the
backlog, including ships unloading and ships in the holding areas,
amounting to about 122 in November was reduced to 81 on the 11th
of January, compared ot a normal of about 59, so the ship backlog
which one hears so much about has been substantially cut.

But to answer your specific point, the commanders are serving the
men a high percentage of their meals on A-rations, and how they
determine what percentage to serve on A-rations versus B-rations,
which has a lesser content of fresh foods I frankly don’t know, but I
will be happy to check it and let you know.

(Statement which follows was subsequently supplied by the Depart-
ment:)

As a general rule, troops will be fed A-rations except when limited by opera-
tional considerations (e.g. combat) or logistical considerations (e.g. lack of
refrigeration facilities).

Representative Grirriras. Do you know how your method of
determining the requirements, for instance, of hardware differs from
what might have been in effect 10 years ago?

Secretary McNamara. Well, I would say the difference is in what
I would call balance. Many times in the past the defense budget
and the procurement sections of it have been developed against a
financial ceiling of z, let’s say $44 billion, and then that $44 billion
was spread rather arbitrarily in some cases among the items to be
produced.
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Now we operate on the policy that there is no upper financial limit,
but it is absolutely essential there be a balance in all elements of the
program, and if we provide for 16 Active Army divisions, as we do,
and as we did for 6 priority Reserve divisions, 22 divisions in total,
there are expenditure rates for every item of equipment and every
item of ammunition, for every one of those divisions, and there are
assignments for every one of those in our contingency war plans.

In effect what we do is say we will have 22 divisions worth of men,
and we will provide in the military personnel appropriations for that,
and then we will insist that the procurement program buy 22 divisions
worth of equipment, and that the Air Force provide in effect 22 divi-
sions worth of close air support, and that the Military Air Transport
Command provide 22 divisions worth of air transport capability.
So we have a balance between all elements of the program. And I
think that is the major difference between the basic policy affecting
procurement today and what might have been applied in the past.

Representative GrirriTas. The inventory control system, too,
would have some effect.

Secretary McNamara. Yes, the inventory control system is, I
hope, better today than in the past, but it is far from perfect.

Representative Grirriras. 1 would like to tell you that, during
‘World War II, one afternoon we had had an order canceled on ammu-
nition, which the next day was reinstated, and I was complaining
because they didn’t seem to know what they wanted. The general
who was handling the operation explained the method of determining
Army requirements. He told me that in World War I, for example,
some kid out on the field fighting with five other people said to his
sergeant, “Say, I need a blanket.”

The sergeant wrote down one blanket, and then thought, “Gee, we
had better get six,” and as it went through each train of command,
it was multiplied by the number of people that that person was
responsible for, so that any order that came in, the general told me,
was multiplied by anything from 20,000 to 500,000.

You could easily have divided any order, any requirement, by 100,
and have come out with fantastic supplies for everybody. So that I
would assume, and I think the general was probably correct, that as
much as price control, and as desirable as it is that you use your
purchasing powers to reduce the costs, I would think that the
ability to estimate with some accuracy what you need has by far the
greatest effect on maintaining this economy on an even keel, supply
the Defense Department, and still do it all without wage or price
controls.

Secretary McNAMARA. Yes, I think that is an important point.
And the result is that because it is important, I have here in front of
me—and I have insisted that each of the Service Secretaries and the
Chiefs of Staff maintain in front of them for each of the major items
the major items of ammunition, ground and air—an estimate of con-
sumption by month in southeast Asia, of production by month, of
inventories by month, and of other worldwide consumption by month,
between now and June of 1967—which is the end of the period that
we are providing financing for in the fiscal 1967 budget—and I expect
them personally to review this every month, and to report to me
whenever it appears that the consumption that we have projected by
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month through this period exceeds the actual level, in which case we
should cut back our procurement, or even perhaps more importantly, if
the consumption estimates fall under the actual level, in which case
we should increase our procurement.

So that the inventory controls on the major items of ammunition,
ground and air, Navy, Marine, and Air Force, are now in the hands of
the Sﬁrvice Secretaries, and each of the Chiefs, plus Mr. Vance and
myself.

And I will guarantee you that no sergeant or anybody else is going
to multiply these by 10 and get by with it very long, because it will
show up in these monthly reports. And we are doing this for two
reasons.

One, we don’t want to end up with another huge excess inventory,
such as we ended up with after the Korean war and, two, we don’t
want to run out of anything. If I have to do anything, I am going
to end up with excess instead of a shortage.

Representative Grirritas. Obviously, of course. No matter what
you asked for, you are going to get it in requirements. So that I
think it is more commendable that you are actually trying to control
the inventory and the requirements than anything else you could do,
because you could get any requirement you asked.

Secretary McNamara. Yes.

Representative GrirriTas. So that this is even greater than the
price, and I am not going to be half as complimentary on price, but
I think it is marvelous that you are controlling the inventory.

Secretary McNamara. I think we will have to wait for a few
months to see how this works out.

Representative GrirriTHs. You are doing pretty well already.

Secretary McNamara. But T think that it will work out well.
We have already within the last week or so as a matter of fact noticed
some very serious variations in this report, that if it continues for
maybe another 60 days it should indicate we could in some cases cut
back rather substantially.

There are one or two cases where I think if it continues another 30 or
60 days, we ought to increase the order, but this is the sensitive control
that we are applying to I would guess maybe 25 or 30 key items, which
comprise both the most important items from the point of view of the
troops, and also the largest items from the point of view of ammuni-
tion procurement.

Representative Grrrriras. Thank you, Mr. Chairman.

Chairman Douceras. We have kept the Secretary here for two hours
and a half. .

Senator ProxMIreE. May I ask just one final question? I hate to
prolong his agony. He has done a marvelous job.

Mr. Secretary, I want to ask you about the inflationary effect of the
Vietnam situation in your judgment, and see if these figures are right or
if they distort the situation.

The gross national product is now approximately five times as large
as it was in 1942. There is a lot of inflation in there, but even if we
eliminate inflation it is more than twice as large—two and a half times
what it was at the time of the Korean war. Allowing for inflation it is
still 50 percent bigger.

It would seem to me that in view of the present scope of the Vietnam
conflict, and assuming that the proposals that we send 400,000 people
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to Vietnam instead of 200,000, even if this is pursued, it would seem to
me that the inflationary impact would be of a far lesser order than in
Korea, and that we should be able to meet this situation in Vietnam
withoug great fears as to inflationary effect. What is your judgment
on this?

Secretary McNamara. Well, based on the initial qualification
that you inserted, that the expenditures for defense do not exceed
our present plans, I strongly concur with what you have said.

In the case of Korea, the defense expenditures as a percentage of
gross national product rose 250 percent in 24 months. Here, as I
mentioned, the expenditures that we are proposing for fiscal 1966 and
fiscal 1967 in relation to gross national product are lower than in 5 of
the past 6 years. So the pressure on our economy from defense, even
though defense expenditures are rising today, is far less than it was
at the time of Korea.

Now it is true that our economy is operating at a rather high level,
but it is also true that there is still a substantial amount of unem-
ployment in our society, and while the plant is operating at close to
what might be called optimum rates, it is also true that there have
been very large plant expenditures in recent months induced in part
by the depreciation credits and other tax incentives, and that these
large investments in production capacity will be coming into produc-
tion during the next 12 months, and I think that will offset some of
the pressure resulting from the high demand, which in turn also
reflects some tax action.

But my own personal conclusion is that if we act with reasonable
discipline and restraint, there is no need for wage and price controls
ni)w, and there won’t be any in the future, based on present military
plans.

Senator PRoxMIRE. Thank you very much, Mr. Secretary.

Chairman Dovaras. I shall waive any further questions.

Mrs. Griffiths?

Representative Grirriras. On this requirement determination
problem are the requirements for items matched against the inventories
at Battle Creek?

Secretary McNamara. I can’t answer the question as to where
they are matched.

Representative GrirriTas. You can find out, though?

Secretary McNamara. Yes, surely. I will be happy to, and insert
it in the record.

(Department later supplied the information that requirements are
matched against inventories of the Defense Logistics Service Center
located in Battle Creek, Mich.)

Chairman Doucras. Thank you very much, Mr. Secretary. I
continually marvel at you. Two and a half hours of testimony,
meeting every question on the nose with precision. It is an amazing
performance. You were before another committee this morning. You
are, I understand, going to go before still another committee either
tomorrow or Wednesday.

Secretary McNamara. Both.

Chairman Doveras. I hope you get a good sleep tonight.

Secretary McNamara. I am afraid I will need it.

Chairman Dovueras. Thank you very much.
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Secretary McNamara. Thank you, sir. I appreciate it.

Chairman Dovcras. We also asked Secretary Ignatius and Admiral
Liyle to come, but in view of the fact that it is getting late, unless other
members of the committee object, it will be advisable to have them
appear at our next session. Is that agreeable to all?

Representative Curris. Could I just ask a question on this one
item that I read about in the newspaper? We ought not to leave it
hanging here. Are you having difficulty getting clothing manu-
facturers to accept military contracts? Is there any basis for that?

Admiral Lyvre. I believe your original question was to the point
whether we had any producers refuse.

Representative Curris. Yes, or had difficulty letting out these
contracts.

Admiral LyLe. We have had some difficulties, but we haven’t
had any refusals. We have run into cases of producers who normally
were not engaged in defense business, or who were fully committed
at the time that we requested bids, who were, let us say, unenthusiastic
about submitting bids, and we have had to invoke the process of
direct orders under the Defense Production Act.

Representative Curtris. That was the next question. We do
have authority, do we not, under the Defense Production Act, so
that they have to accept these bids?

Admiral Lyre. Yes, we do, Mr. Curtis, and we generally have had
favorable response when we have placed these orders. There have
been no cases of refusal.

Representative Curris. Thank you.

Chairman Dougras. I may say that I have heard only favorable
reports of your work, Admiral, and also Secretary Ignatius.

Thank you.

(Whereupon, at 5:35 p.m., the committee was adjourned.)

(The article reprinted below was referred to in the proceedings by
Representative Curtis. See p. 19.)

{From Fortune, December 1965]
Tae C-5: Parr II—THE OrbpEAL OF THE PLANE MAKERS

(By John Mecklin)

The competitors for that $2 billion C-5 program were also fighting for a domi-
nant position in the future commercial market for jet transports. And the
Pentagon was testing some tough new procurement rules. A surprise behind-the-
scenes switch in Washington provided the climax.

There are rare occasions when a single decision can change the evolutionary
direction of great enterprises. Such was the weight of the decisionmaking that led
to the selection last September of a manufacturer for the giant C-5 jet transport.
Within both the Government and the aircraft industry, the repercussions of the
C-5 project have already been as dramatic in their way as the anticipated impact
of the plane itself on U.S. strategy and, ultimately, on the Nation’s whole trans-
portation system.

The competition for the contract was memorably exhaustive, generating, among
other things, no less than 35 tons of documents. The competitors—Lockheed,
Boeing, and Douglas for the airframe, General Electric and Pratt & Whitney for
the engines—spent some $60 million of their own funds and committed more than
4,000 of the Nation’s top engineers to the undertaking. They committed them-
selves to this grueling exercise because they were aware that stakes were apprecia-
bly greater than the $2 billion program itself. The winners could expect to get a
corner on the commercial market for a plane that promises eventually to become a
standard workhorse of the air transport business.
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For the Pentagon, the experience was no less harrowing. It was the most
exacting, complex, and imaginative effort the Government had ever mounted to
spend $2 billion sensibly. The C-5 competition was the first trial of a new
procurement concept applying extraordinarily precise, computerized methods
to defense contracting. It came as a follow-on to the systems analysis technique
which Secretary of Defense Robert MeNamara has used so effectively to suppress
interservice warring over weapon systems. The procedure probably will be
applied to a large segment of Pentagon procurement—some $25 billion annually—
and thus represents a critical new phase of McNamara’s managerial revolution.

So far-reaching were the implications of the C-5 contract, however, that cold,
impersonal computer calculations could not be given the last word. In the end,
human judgment—and human controversary—came into play. An Air Force
source selection board recommended, on the basis of evaluation studies at Ohio’s
Wright-Patterson Air Force Base, that Boeing should get the award to build the
airframe. But Washington was of a different mind. After a dramatic behind-
the-scenes debate, the Wright-Patterson recommendation was overruled and the
contract went to Lockheed. Whether or not the issue was decided on the merits
of the companies’ proposals, the reversal had the effect, as will be seen, of pre-
venting the impact of such a major contract from endangering the overall health
of the aireraft industry.

However unprogramed it may have been, the surprise finale by no means
discredited the overall value of the new procurement procedure. On the contrary,
this procedure proved itself in the C—-5 competition to be an important step
toward solution of a problem that has frustrated thrift in the Pentagon since the
early years of World War II. The problem results from the immense cost of
designing and producing the prototype of a new airplane—or practically any other
modern weapon system—a cost that makes it financially impossible for contractors
to offer “flying samples”’ as they did in the thirties. Instead, the Government
has been forced to buy planes off the drawing board. In the past, this involved so
many unknowns that initial contracts were usually limited to the development
phase alone, often on the basis of open-end cost-plus-fixed-fee arrangements.
That left the price of the eventual production model to be negotiated later, when
the Government no longer could bargain by threatening to go elsewhere. Since
development can amount to as little as 15 or 20 percent of the long-haul cost of a
system, most of the true price lay hidden and unknown during the procurement
process. Around the Pentagon, this has come to be known as ‘‘iceberg procure-
ment’—with the taxpayer often playing the role of the Titanic.

REDISCOVERING THE LAW OF SUPPLY AND DEMAND

The new technique for exposing the iceberg is officially called “‘total package
procurement,” buti t is better known as the Charles plan after the man who
invented it: Robert H. Charles, Assistant Secretary of the Air Force for installa-
tions and logistics. In surprising contrast to the ferocity with which he attacked
the problem, Bob Charles at 52 is a gentle, unassuming man. He also is eminently
qualified. Before coming to the Government in 1962 he was No. 2 man at
MeDonnell Aireraft Corp., where he served for 19 years and participated inti-
mately in many a contract tussle with the military. The objective now, he says,
is to “rediscover, in defense industry, the law of supply and demand. We seem
to have mesmerized ourselves into believing that there is a nonmarket in the
weapons acquisition process.”

The main innovation of the Charles plan is its requirement that the manufac-
turer propose a price covering the total cost of development and production of
the system. He must also analyze his proposal in such astonishing detail that
the system’s long-term value to the Government per dollar invested—i.e., its
“eost effectiveness’—can be compared scientifically with his competitors’ pro-
posals. The effect is to impose unprecedented discipline on the competitors,
making them prove every claim, however minor, while dispensing with the hard-
sell “brochuremanship” that has featured past competitions.

Thus, in the C-5 contest, the package bid submitted by each manufacturer
had to cover not only the cost of design and testing of the prototype but also the
cost of 58 planes (the initial Air Force purchase), and the price of supplementary
equipment to keep them flying indefintely. The contract guarantees maximum
maintenance costs, and fixes prices for spare parts—e.g., the price of a nosewheel
tire in 1975—loading facilities, and flight-crew training equipment. The manu-
facturer committed himself to meet minimum reliability standards, such as a

60-599—66———35



58 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

guaranteed time of at least 1,000 hours initially between engine overhauls. Ad-
ditionally, the Charles plan required that each bid contain an option for the Air
Force to purchase 57 more planes at a fixed price, and 85 more under a rigid price
formula, calculated on a declining scale to compensate for the manufacturer’s
“learning curve” production savings, and covering the same long-term commit-
ments to keep the planes flying. "A morass of secondary requirements ranged
from exact production timetables to an analysis of the management control
systems the competitor proposed to install if he got the contract.

On top of all these disciplines, the Charles plan calls for an ingenious pricing
formula that gives the contractor a “flexible incentive”’ to make good on his cost
commitments. In effect the contractor can hope to increase his profit by ex-
ceptionally good performance; but he also faces losing & good deal of his profit
if his costs run above his estimates. (The formula is described on p- 62.) As
one planemaker remarked, the plan “makes the contractor put his money where
his mouth is.””  Another called it “‘a great theoretical earrot,” but in general the
competitors liked the idea.

The Air Force is already using the Charles plan in a second competition—for
the SRAM (short-range attack missile), an air-to-ground weapon system. The
Navy is considering its use for the two FDL (fast deployment logistic) ships au-
thorized by the last Congress. The Pentagon believes the procedure is feasible
for any type of procurement, except for projects pushing the frontiers of knowl-
edge, where the technical unknowns are so great that advance commitments are
impractical.

The mother hen of the C-5 was a system program office (known as the SPO,
pronounced to rhyme with woe) of the Aeronautical Systems Division, Air Force
Systems Command. This SPO was set up at Wright-Patterson in December
1963. The following summer it awarded contracts, in varylng amounts, totaling
81,600,000, to the five competitors for “parametric studies.” In effect, the three
airframe manufacturers were asked whether an outsize jet transport was feasible,
while the two enginemakers were invited to say whether they could build a
powerplant big enough to get such a plane off the ground. The replies, delivered
in September, were unanimously in the affirmative, and the Air Force decided
to go ahead. It kicked off the competition at a special meeting at 8 p-m. on
December 11, 1964, in the SPO offices, at which the representatives of each
company received 13 copies of a formal “Request for proposals’”’ (REP), a massive,
hard-covered document of 1,287 pages.

The message in the ““Request for proposals”” was as rough and tough as it was
voluminous. It gave the competitors 4 months, officially called “the contract
definition phase,”” to come up with comprehensive data on every detail of the
package they hoped to sell to the Air Force.

AN INVITATION TO HARA-KIRI

And the “Request for proposals’’ was only a starter. During the following weeks
the manufacturers bombarded the SPO with 1,783 questions. The SPO responded
with 1,600 pages of “‘Clarifications and revisions,” including 294 specific changes
in the request requirements. Air Force “‘scrub teams’’ of 100 men or more—
so called because their mission was to clean up the competitors’ troubles—made
two separate inspection tours of the five plants. Back at Wright-Pat, the SPO
staff itself did a series of exhaustive independent studies—e.g., a 2,000-page cost
analysis, to have ready for comparison with the forthcoming proposals from the
competitors. Colonel W. F. Rankin Jr., director of the SPO, had the good
humor to send the C—5 project chief in each company a wooden hara-kiri sword
with a note reading: “Why wait?”

Boeing and Douglas each spent close to $20 million of their own funds, Lockheed
about $16 million—on top of the $6 million they each received from the Air Force
to help pay for the exercise. Each company created regimental size C~5 teams ;
1,800 at Douglas, 1,300 at Boeing, and 1,750 at Lockheed. Douglas further
beefed up its resources by forming an alliance with Martin Marietta and North
American Aviation, which contributed technical know-how in hopes of winning
major subcontracts. They all developed extraordinary complex systems of
computerized management, and all ran exhaustive field tests. Lockheed, for
example, built a mock-up cargo hold at Fort Benning, Ga., to study loading
problems with Army vehicles and GI drivers. At Harper Dry Lake, Calif., Boeing
outfitted a four-engine jet plane with experimental high-lift devices and multiple-
landing gear to test takeoffs from ground so soft that the wheels sank 6 inches into
the mud. “It was grim,” says one plane maker, “but it was the only game in
town and we came to play.”
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Somehow the competitors all met the late April deadline, creating what must
have been the biggest blizzard of bureaucratic paper of all time. The proposals
themselves were encyclopedic—Douglas, for example, submitted some 60,000
pages in 625 volumes—and the Air Force had required 40 copies of everything.
The competitors went into the publishing business, using production-line methods
to assemble their documents and delivering them by special planes.

Now came the Wright-Patterson round of the ‘“evaluation phase.”” A source-
selection board of four generals prepared a preliminary recommendation for the
contract awards on the basis of studies by a staff of some 500 officers and civilian
technicians. To prevent leaks that could influence the stock market and other-
wise disrupt orderly analysis, security precautions were so stringent that the
competing companies were referred to by code names. Cost analyses were rigidly
isolated from technical studies, and the competitors’ price proposals, which were
particularly sensitive, were circulated only on a need-to-know basis. Under a
don’t-call-us-we’ll-call-you edict, company representatives were barred from
the Wright-Patterson headquarters.

A THOUSAND PAGES, USUALLY IN COLOR

Like everything else about the C-5, the evaluation process was memorably
exhaustive. Models provided by the competitors were tested intensively at the
Government wind tunnel at Langley Air Force Base, Va. Specification of the
competing planes were fed into computers, and the evaluators ran off simulated
emergency airlifts to southeast Asia and Europe, first with an imaginary armored
division, then an infantry division, to determine which plane could do the job
most efficiently. Repeatedly the SPO went back to the competitors for better
documentation of their proposals; for instance, they had to submit reliability
records of their previous planes to check against their claims for the C-5. On
such occasions the response was electric. ‘““Even on minor points,” says an SPO
officer, ‘“the answer would be in a thousand pages, bound in hard covers, and
usually in eolor.”

It was by no means a one-way flow of paper. During this period the Air Forece
peppered the competitors with some 600 suggestions on ways to correct ‘“defi-
ciencies’” in their proposals, asking them in each case to consider whether the
corrections were feasible and to estimate any additional cost.

When all the data was in, the source selection board considered the three tradi-
tional questions in airplane procurement: (1) Who offers the best airframe? (2)
Who the best engine? (3) Whose product is cheapest? In the C-5 evaluation,
for the first time, all this was then related to a fourth question: Who offers the
best cost effectiveness? The answer was based on a $2-billion equation:

(UE)XUXVyXPXC,
Cost

In this symbolic formulation (U.E.) stands for unit equippage, the number of
planes for six squadrons; U is utilization rate, hours in the air per day; Vy is block
speed, the time between two given points at most efficient cruising speed plus 15
minutes; P is payload. C, is correction of payload for terminal effectiveness,
meaning mirimum landing runway length required; this determines how many
airstrips the plane can use in areas like southeast Asia. Cost is the price of the
six squadrons plus 10 years’ operating expenses.

Cost effectiveness=

A COMPUTERIZED DEAD HEAT

The decision on the engine was relatively painless. On August 5 the Air Force
revealed that it had ceased financial support for development of the Pratt &
Whitney offering. This meant that GE was the victor, although the contract
award would not be formally announced until the airframe winner had also been
selected. The GE engine was more advanced technologically, and dramaticaliy
more efficient in fuel consumption. Lockheed has estimated, for example, that
to accomplish a 6,300-mile flight with a minimum payload of 50 tons, one of
the Air Force’s basic requirements, the Pratt & Whitney engine would require
at least tons more fuel than the GE design.

As from the airframe competition, however, all was silence. The explanation
was as heartening for ordinary humans as it was embarrassing to the Air Force.
The 35 tons of paper, the hundreds of thousands of man-hours, and the mountains
of computer printouts had defined the problem far better than ever before—
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but they had not solved it. The gap that remained could be bridged only by a
human judgment, and the experts, as usual, were divided.

The crisis began behind the scenes on August 23, when the source-selection
board forwarded a report to Washington recommending that the ajrframe con-
tract be awarded to Boeing. The report said that Lockheed had been the lowest
bidder, by several hundred million dollars, and Boeing the highest. But it ar-
gued that the Boeing plane promised so much better performance than either of
the other competitors that it was worth the additional cost.

Boeing’s design was the most sophisticated of the three. The source-selection
board particularly liked the fact that it was faster and could land on runways
several hundred feet shorter than would be required by the Lockheed plane.
Boeing achieved this performance by a number of advanced high-lift devices,
notably a blown-flap system wherein engine exhaust is directed across the trailing
edge of the wing to reduce the stalling speed.

The source-selection board rated Lockheed second in performance, citing
shortcomings in the two areas where Boeing had won praise—speed and lift.
Lockheed’s optimum long-range cruise speed was the slowest of the three—507
miles per hour or 7 percent below Boeing’s. Lockheed engineers had deliberately
chosen the slower speed because, among other advantages, it would allow a wing
sweep of only 25 degrees versus 35 degrees in the other two designs. They
calculated that this would provide sufficient lift to dispense with special devices.
On the basis of its own studies, the source-selection board disputed this, and sug-
gested that Lockheed might not be able to meet even the minimum requirements
for short takeoff and landing.

Douglas ran third in performance. This was mainly the result of a prolonged
dispute between Douglas and Air Force engineers on the aerodynamic drag of the
Douglas design. The Air Force said the drag would be excessive and the plane
might therefore be unable to meet the minimum range and payload requirements.
Douglas staked both its reputation and the risk of great financial loss (if a fault
had to be corrected in a prototype) on its contention that it was the Air Force
experts who were wrong. The dispute could be finally resolved only by flight
tests, and the Air Force was unwilling to take a chance on prolonged delays.

ANOTHER WET TOWEL LIKE TFX

The Pentagon reacted to the board’s recommendation about the way it does to
campus demonstrations against the war in Vietnam. Air Force higher ups placed
a high value on the big difference in price between the Boeing and Lockheed bids.
They were impressed by the fact that, for long hauls, the Lockheed design offered
lower ton-mile operating costs and greater payload than Boeing’s. And they
felt that the source-selection board had not given enough weight to the better
loadability features of the Lockheed design. These included a wider cargo
floor (19 feet versus Boeing’s 17.5), better clearance, and full-width ramps at
each end. In citing this advantage, Pentagon specialists were mindful that GI’s
in field conditions make mistakes that can’t be cranked into computer estimates,
like running a tank through the side of a fuselage when there is insufficient space
to maneuver.

The source-selection board was never intended to be the final judge; indeed
there has been talk of changing its misleading name. But it could not be lightly
overruled after its long months of intensive study, especially in view of the awk-
ward parallel with the 1962 award of the multibillion-dollar contract for the
TFX, a biservice fighter (‘‘the 87 Billion Contract That Changed the Rules,” For-
tune, March and April 1963). A source-selection board also chose Boeing in that
competition, only to be overruled by Washington, and a stormy congressional in-
vestigation ensued. Accordingly, Secretary of the Air Force Eugene Zuckert
moved cautiously this time, remarking to a friend, “You don’t need a wet towel
like TFX slapped in your face more than once to get the idea.”

First he set up a review group of senior officers, chaired by a two-star general.
Then all three companies were asked to try to improve their proposals. Lockheed
improved the lift of its design, adding 400 square feet to the wing area, extending
the span from 215 feet, 4 inches to 222 feet, 7 inches. Boeing and Douglas reduced
their bids. But Lockheed was still the lowest. Under the Charles plan limits
(i.e., assuming an overrun of 130 percent), the maximum price the Government
might have to pay under the Lockheed bid was $1.663 billion for the total package
purchase of 58 planes. Boeing’s bid was still the highest of the three, $1.955
billion, or $292 million more than Lockheed’s. TUnsurprisingly, the review group
voted for Lockheed.
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The issue then proceeded through the usual channels: the Air Council (an
advisory group composed of the vice chief of staff and seven three-star generals),
the commanders of the three interested commands (air transport, systems, and,
logistics), the three Air Force assistant secretaries, and finally the chief of staff,
Gen. John P. McConnell. Only three lower ranking officers voted for Boeing. On
September 23, Zuckert wrote a formal report to McNamara, concluding that the
contract should go to Lockheed. McNamara concurred and informed President
Johnson, who did not object. On September 30, at a Pentagon press conference,
McNamara made the announcement, noting that ‘“the combination of performance
and price of the Lockheed proposal is superior to that of the other competitors.”

At Marietta, Ga., moments after the news was flashed over the Dow-Jones
ticker, a voice boomed over the public address system to 14,000 workers in the
Lockheed plant: ‘“Please stop your work and cut off your machines for an im-
portant announcement * * *’ Then there was pandemonium. At Seattle,
Boeing President William M. Allen said, ““We are disappointed, of course, but
;ve are ,DOt complaining * * * I have no doubt that price was the determining
actor.’

A PENALTY FOR SUCCESS?

But was price the determining factor? Looked at in terms of its broader
economic effect, the Lockheed victory could hardly have been more convenient—
so much so as to raise the question whether Washington would have reacted the
same way if the Boeing and Lockheed price bids had been reversed. Lockheed’s
Georgia division would have faced a bleak future without the C-5. The plant
at Marietta, which Lockheed leases from the Government, is probably the world’s
biggest aireraft production facility under one roof (76 acres). It employs almost
22,000 workers, more than any other single plant in the Southeastern United
States. Yet its only substantial existing business, the C-141 jet transport, is
being cut back drastically (to a probable 284 planes from an original plan of at
least 396) as a result of the Air Force decision to order the C—5, and the C-141
program will phase out entirely in 1968. Without the C-5, at least 10,000 jobs
would probably have been lost over the next few years.

Contrarily at Boeing, loss of the C-5 will cost no jobs at all, nor seriously
damage the company’s financial position in the immediate future. Boeing has
the biggest backlog of commercial orders in its history—445 jet airliners worth
$2.4 billion on order as of September 30—and it is a prime contender for the
supersonic transport (SST). The suggestion that Boeing’s commercial good
health could have been relevant to its loss of the C-5 award outrages Bill Allen.
“That would be a penalty for success in the free enterprise system,” he says;
“It’s un-American.” Nevertheless the question arises: In any award as impor-
tant as this one, would it not be mandatory for the Air Force to give some weight.
to the welfare of a great national asset like the Marietta plant?

There is also a question of the national interest in the long-term implications.
of the C-5 award for the evolution of the American aircraft industry. It is
highly likely, as Fortune reported last month, that long-haul air transport in
the seventies will polarize into two distinet categories—supersonic planes for
fast, high-cost passenger travel, and huge subsonic planes for cargo and low-cost
passenger travel. The C-5 and its successors may well become the standard
%lanes for such subsonic duty during the last quarter of the century. The Air

orce award, subsidizing development of the C-5, thus gives Lockheed an im-
mediate competitive advantage that can count for a long time to come.

Of course, this has happened before. Government purchase of the KC-135
jet tanker, the military version of the 707, enabled Boeing to get a big jump on
its rivals at the beginning of the jet-airliner age. Despite the Boeing lead with
the 707, however, Douglas was able belatedly to buy into the jet market by
spending some $300 million of its own money to develop the DC-8. But it is
highly unlikely that anyone will be able to buy into the C—5 market. The plane’s
initial development costs will come to some $750 million. For a commercial
version the figure may be somewhat less, but probably still more than any manu-
facturer can afford to pay out of his own pocket. And the market may not be
big enough to support two manufacturers anyway, at least not for a long time.
The plane will carry such enormous loads that the most optimistic estimates
put the total world demand at only 300 commercial C-5’s by 1980 or even 1985.
Thus if Lockheed is alert to the airlines’ needs and modifies the C-5 for effective
commercial use, it may just possibly parlay its Air Force contract into a monopoly
in the field of very big subsonic transports.
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Another clearly discernible effect of the C-5 verdict is the severe blow it dealt
o Douglas’ hopes of regaining its one-time supremacy in the air-transport business.
The company is still paying the price of the crisis it went through in the late
“fifties, after it gambled mistakenly on one more piston plane, the DC-7, before
:going into jets. Douglas undertook a sweeping survival reorganization in 1961,
:and it now has a healthy $1.3 billion backlog of orders for the DC-8 and the
short-range DC-9, the first of which is going into airline service this month.
But all this took a heavy toll of its resources, and because it couldn’t handle both
competitions at the same time, it was forced to choose between bidding for the
SST and for the C-5. Now that the try for the C-5 has failed, Douglas’ future
in big planes is questionable. The company is doing well in space, recently
having won a big chunk of a $1.5-billion Air Force program for the manned
orbiting laboratory (MOL). But to stay in the commercial-transport business
at all in the coming era of the C-5 and SST, it must live mainly off short and
medium-range planes.

This is by no means an unattractive market, for there will always be a con-
siderable demand for such planes. But it is a highly fluid and therefore dangerous
market, cluttered with unknowns. Boeing has the upper hand, at least for the
moment, with a commercial backlog twice as big as Douglas’. Since the C-5
decision, both companies have indicated that they plan to increase their efforts
in this market with new models, a Boeing 747 and a Douglas DC-10, but neither
has yet decided where to aim. There are three main choices: (1) an intermediate-
sized long-range plane, carrying, say, 300 to 350 passengers, to fill in during the
8 or 10 years before the C-5 and SST; (2) a small jet airliner, with 25 to 50 seats,
for short, less-traveled routes; or (3) a jet “air bus” designed to haul 200 to 300
passengers on congested short-range routes like New York-Washington. All
three are risky since even the airlines are far from making their minds up as to
which types, if any, are really needed.

WHO WILL GET THE SST?

In the case of engine manufacturers, the C-5 award to GE was also significant.
Its main effect is to bring GE solidly into the air-transport market after a good
many years of near misses, such as its $90 million-loss on the engines for the
unsuccessful Convair 880 and 990 airliners. Pratt & Whitney can hardly be
:said to be in trouble, however. Not only will it make the engines for the current
‘deluge of airline orders, but it is also reported to be testing a new turbofan engine
with some 30,000 pounds of thrust, which will be a natural power plant if the
-airlines decide to invest in big intermediate planes before the C-5-SST era.

Of all the unknowns still before the industry, the key question is who will build
the American SST. The winner of this competition, to be sponsored by the
Federal Aviation Agency, will acquire an advantage in the supersonic future as
great as or even greater than Lockheed’s corner on big subsonic transports.
Except for the absence of Douglas, the competitors are the same: Boeing and
Lockheed for the airframe, GE and Pratt & Whitney for the engines. The FAA
has kept them at work on research with sporadic subsidies for more than two
years, but a final decision has not yet been reached.

There has been widespread speculation that the C-5 award to Lockheed makes
Boeing a shoo-in for the SST, once the go-ahead decision is reached. There are
persistent rumors, moreover, that FAA studies have found the Boeing SST
design, featuring a wing with a variable sweep, to be superior to Lockheed’s
double delta wing. The Government, of course, dismisses this kind of specula-
tion as premature since the decisive SST competition has not even begun. But
if the Government were to give the SST to Loekheed on top of the C-5, it would
needlsome exceptionally eloquent arguments to escape another barrage of wet
towels.

CarroTs aND Sticks: THE PENTAGON’S NEW INCENTIVE PRrIcING FORMULA

The procurement procedure devised by Assistant Secretary of the Air Force
Robert H. Charles, and applied in the C-5 competition, contains an ingenious
pricing formula that rewards efficient performance and penalizes “‘overruns’’; i.e.,
costs in excess of the original estimate. Broadly, it works this way:

The contract fixes a target cost plus a 10-percent profit for the contractor. If
costs rise above the target, 15 percent of the excess comes out of the contractor’s
profit, while the Air Force pays the other 85 percent. If costs fall below the target,
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the contractor receives 15 percent of the savings, and the Government gets the
rest. The contract stipulates, however, that the Government will in no case pay
more than 130 percent of the target cost. Thereafter all additional costs are on
the manufacturer, and his profit declines to zero if costs reach 135.5 percent of the
target.

For example, assuming a target cost of $1 million, the contractor’s profit would
be 8100,000, making a total price to the Air Force of $1,100,000. If the contractor
could hold actual costs to $900,000, his profit would be the original $100,000 plus
15 percent of the saving, or $15,000. On the other hand, if his actual costs
mounted to $1,100,000, his profit would be the original $100,000 less $15,000.
The profit would disappear entirely if actual costs reached $1,355,000, or 135.5
percent of the target.

A further innovation in the Charles plan is the “flexible incentive,”” an ingenious
provision that, at specified times during the life of the contract, gives the company
the opportunity to increase savings and profits dramatically (while risking equally
dramatic losses). At these mileposts, when the contractor is pretty sure that the
danger of failure is negligible, he can choose to gamble for an increased share of
the cost savings, above the initial 15 percent and up to a maximum of 50 percent
on the work still to be done. ““The idea,” says Charles, ““is to instill in the con-
tractor the cost-reduction motivation that comes with great risk, without, in fact,
exposing him to great risk.”

If the contractor in the hypothetical case, for example, saw the chance of great
economies ahead, he could boost his share to 50 percent after half the work had
been done. If he then completed the job at a total cost of $900,000, his profit
would come to $132,500—the original $100,000, plus 15 percent ($7,500) of the
savings on the first half of the job, plus 50 percent ($25,000) of the savings on the
second half. The catch is that if costs exceeded the target, 50 percent of the
difference would come out of the contractor’s profit.

In the actual case of General Electric’s contract on the TF-39 C-5, the price is
$458,700,000—a target cost of $417 million, plus 10 percent profit of $41,700,000.
The company stands initially to make an additional 15 cents on every dollar that
its actual costs fall below $417 million, and it can increase this up to 50 cents if it
chooses to invoke the flexible incentive. Omn the other hand, the most that the
Government can pay if GE runs into trouble is $542 million, or 130 percent of the
target cost. Any further expenses would be borne by the company.

Since the flexible incentive is experimental, the Air Force also asked the C-5
airframe competitors to submit bids on two other formulas, both of which offered
a bonus for good performance but omitted the option to change the percentages.
At this writing the Air Force had not yet decided which formula to use for the
Lockheed contract.

(Secretary McNamara’s comments, later supplied, appear below :)

THE SECRETARY OF DEFENSE,
Washington, February 18, 1966.
Hon. THOMAS B. CURTIS,
House of Representatives.

Dear MR. Curtis: Thank you for your letter of January 25. As I promised
in my appearance before the Subcommittee on Federal Procurement and Regu-
lation of the Joint Economic Committee on January 24, 1966, I have read the
article entitled, ‘“The Ordeal of the Plane Makers,” in the December 1965 issue
of Fortune magazine. I am happy to offer the following comments.

The article rightly stresses the very desirable features of the “total package”
contract. This approach to procurement contracting stimulates beneficial com-
petition among potential contractors and ties profitability to efficiency in both
development and production. The winning competitor must guarantee the per-
formance of his product, as well as state his target cost. If actual cost is less
than the contractor’s target cost, an amount equal to 30 percent of the cost under-
run will be added to the contractor’s profit. On the other hand, if actual cost ex-
ceeds the target cost, an amount equal to 30 percent of the overrun will be sub-
tracted from the contractor’s profit with 70 percent of the cost overrun being
borne by the Government. The Government will in no case pay more than 130
percent of the target cost. Hence, contractor profit falls to zero if actual cost
exceeds 130 percent of the target cost.
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The article is also correct in noting that the Navy has expressed considerable
interest in applying the “total package” concept to its fast deployment logistic
(FDL) ship program. The FDL ship, like the C—5A aircraft, is a major element in
our programed rapid deployment posture, and we anticipate benefits similar to
those experienced in the C—5A competition to result from total package contracting
for these ships.

However, I should like to reject the author’s suggestion that the award of the
C-5A contract to Lockheed was based on the desirability of continued military
aircraft production at Lockheed’s Georgia division. Long and arduous con-
sideration of the contractor proposals revealed that the Lockheed airplane was
the most economical in meeting the Department’s military airlift requirements, all
things considered. It was on this basis that the contract award went to Lock-
heed. DOD policy forbids the award of development and production contracts
for reasons other than the cost and performance competitiveness of the winning
contractor,

Though the concept formulation and contract definition experience was
“memorably exhaustive” in the author’s phrase, very considerable short-run and
long-run benefits will acerue to the Department as a result of this ordeal. More-
over, the Air Force is thoroughly reviewing this experience to insure that we
learn as many lessons as we possibly can from it.

Sincerely,
ROBERT S. MCNAMARA.
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WEDNESDAY, MARCH 23, 1966

CoNGRESS OF THE UNITED STATES,
SUBCOMMITTEE ON FEDERAL. PROCUREMENT AND

RecuLaTiON OF THE JOINT EcoNoMIic COMMITTEE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to recess, in room
S-407, the Capitol, Hon. Paul H. Douglas (chairman of the subcom-
mittee) presiding.

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

Also present: Ray Ward, economic consultant; Douglas C. Frecht-
ling, minority research assistant; and Hamilton D. Gewehr, adminis-
trative clerk.

Chairman Doucras. We are resuming hearings today on a subject
which may seem somewhat pedestrian and lacking in thrills, but which
is extremely important, namely, report by the Department of Defense
on its cost reduction programs.

Secretary McNamara reported on the 24th of January on this pro-
gram and showed that in the last year, following out many of the sug-
gestions of the subcommittee that savings of $4.8 billion had been
made without impairing in any degree the combat effectiveness of
the armed services.

In fact, really, it increased the combat effectiveness by reducing
deadwood.

‘We have repeatedly stressed that the magnitude of Federal procure-
ment and even of segments of it vitally affect the whole economy, but
what T want to stress in these hearings 1s that what we do not buy is also
important.

Now is a good time to follow the old New England maxim of “use it
up, wear it out, make it do.” We have a military stores inventory of
about $40 billion, much of this may become obsolete, outdated and
useless if not put to use, and civilian agencies of the Government have
inventories of considerable size.

It was once said that the Government is like a pack rat, stores every-
thing it ever buys, never lets go of it. When we have a real federal-
wide system, we can maximize the use of this material.

We have spent some $400 million for a catalog, a uniform catalog,
for this very purpose and now is the time to use it.

Through our previous hearings we have developed that many of
what in the bureaucratic language is called “short shelf life of items,”
or what I would call “perishable items” or items which depreciate over
a short period of time, have become useless and have had to be given
to schools or discarded.
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We found this true with paint, photographic supplies, rubber goods,
and so forth; some of those items are on display here on my right, and
some will be brought up this afternoon.

We requested a study be made to identify the short-shelf-life items,
or the perishable items, to use English rather than gobbledygook, and
to work out a program for their use, and a Department of Defense and
GSA study group has made an inventory of $708 million which they
found of these items.?

We want to learn today, among other things, what programs have
been developed to insure the taxpayer will get his money’s worth from
this inventory. There are other important, points which we may raise,
but probably none more urgent.

I understand that there may be more medical supplies on hand than
the Government can use before their effective life expires, and that
some special authority may be needed to dispose of them in a timely
way.

Our first witness today is Assistant Secretary of Defense Paul R.
Ignatius, who is appearing for the second year. I have found Secre-
tary Ignatius to be frank, honest, responsive, instructive, hard work-
ing, and a model public servant. Nothing I have said should be con-
strued otherwise by anyone.

Mr. Secretary, you may proceed with your statement.

STATEMENT OF HON. PAUL R. IGNATIUS, ASSISTANT SECRETARY
OF DEFENSE (INSTALLATIONS AND LOGISTICS); ACCOMPANIED
BY J. M. MALLOY, DEPUTY ASSISTANT SECRETARY (PROCURE-
MENT); PAUL H. RILEY, DEPUTY ASSISTANT SECRETARY
(MATERIEL REQUIREMENTS); R. C. MOOT, DEPUTY ASSISTANT
SECRETARY (LOGISTICS SERVICES); AND MAJ. GEN. ALLEN T.
STANWIX-HAY, SPECIAL ASSISTANT TO MR. IGNATIUS

Mr. IexaTrus. Thank you, Mr. Chairman.

Mr. Chairman, members of the committee, it is a pleasure for me
to appear before the committee once again. I propose to review briefly
some of the items of particular interest to the committee, as evidenced
by your comments at last year’s hearing and the committee’s report.

As in past years, we have again this year benefited from your con-
tinued interest in our activities. We have accepted your suggestions
in the same constructive manner in which they were given, and during
the course of this statement I will discuss the actions we have taken.

SUPPLY SYSTEM INVENTORIES

During fiscal year 1965 our supply system inventories were reduced
by $1.8 billion gfrom $38.8 to $37.0 billion). Despite this reduction,
active stocks increased $700 million (from $26.2 to $26.9 billion).
Assets stratified as Long Supply have been reduced by $2.5 billion
(from $12.6 to $10.1 billion), and “potential excess” stocks have been
reduced by $2 billion (from $5.5 to $3.5 billion).

Active stocks now represent 73 percent of the total inventory, or
$700 million more than in fiscal 1964. “Potential excess” on the other
hand is lower than at any time in the last 10 years.

8 Report, July 1965, pp. 4-5.
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INVENTORY ITEM REDUCTION

Conversion of the item identifications maintained by the separate
military services to the Federal catalog system was completed in De-
cember 1958. At that time, 3.4 million Federal stock numbers were
registered in the DOD portion of the Federal catalog. On January 1,
1961, the total had increased to more than 3.7 million items and had
reached 3.9 million by June 30, 1962. In spite of our best efforts to
reduce and delete nonessential items from the inventory, the number of
item identifications continued to increase. )

Finally, through persistent attack on the problem and the assign-
ment of centralized responsibility and authority, the growth of cata-
loged items has been checked, and through the concerted efforts of the
military services and the Defense Supply Agency, a substantial reduc-
tion has been made in the number of items which must be managed in
the Defense supply system. .

From December 1963 through June 30, 1965, more than 155,000 1items
were designated for deletion as inactive and unessential. During fis-
cal 1965, for the first time, we achieved a net reduction of 112,000 items
in the DOD section of the Federal catalog, thus reducing the overall
total, as of June 30, to 3.8 million items. This downward trend 1s
expected to continue during fiscal 1966. o

Although these programs resulted in substantial item reduction, 1t
became quite evident, that we must provide a parallel and equally con-
certed effort to control the number of items entering the supply system,
if we were to reduce further our supply management costs.

To cope with this problem, the DOD Item Entry Control Office was:
established in DSA during fiscal 1964. The mission of this office is to
“provide DOD-wide counsel and leadership in the development of
programs and systems to control the entry of new items into the
Defense supply system.”

As a result of the test discussed with you last year, the refinement
of systems and procedures has been accomplished. We expect the new
item entry control techniques to produce significant results, both in
number of items prevented from entering the system, and in dollar
savings generated within the next 12 to 18 months.

AVOIDING UNNECESSARY PROCUREMENTS

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

During this past year, continued progress has been made. For ex-
ample, we are now able to report an initial $2 million procurement
savings for C-141A aircraft spare parts, with additional procurement
sa}ﬁpgs projected for calendar year 1966, ranging between $4 and $10
million.

Other major item procurement programs to which we have applied,
or are now planning to apply phased provisioning, are the F-111 air-
craft (both Air Force and Navy versions), the TF-30 and TF-33 jet
el_lginefs for the FB-111 aircraft, the A~TA aircraft, and the C-5A
aircraft.
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Repair parts, component assemblies, and minor items comprise the
bulk of the 3.8 million items in the military supply system. The in-
ventory of these secondary items is valued at a little over $17 billion,
and annual procurement 1n fiscal 1965 amounted to $2.4 billion.

We reduce unnecessary procurement in this area by continuing to
maintain more realistic safety levels, reducing turnaround time in
overhaul facilities, and shortening administrative and procurement
leadtimes. As a result, we avoided procurement of $1 billion in
secondary items in fiscal year 1965,

UTILIZATION OF SUPPLY SYSTEM STOCKS

Substantial progress has continued in the utilization of existing
inventories, thus obviating the need for additional procurements.

Ower 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 conventional card-punch equip-
ment, the millions of procurement transactions with the stock position
of over 3 million items, was almost insurmountable. The advent of
computers and the rapid expansion of their capabilities have now
provided us with the means of automating the task.

From fiscal year 1958 through fiscal year 1965 the amount of utiliza-
tion has steadily risen from $218 million to $1.4 billion, and still
greater improvement is expected in this activity in the future.

In reference to your recommendation of maximizing utilization of
long supply assets between Government agencies, meetings have been
held with the General Services Administration representatives. An
agreement on policies and procedures is now in the final stages. The
procedures will provide for direct DSA/GSA contact to accomplish
the exchange of long supply assets.*

Requirements and inventories of items managed by the military de-
partments, the Defense Supply Agency, and items managed by GSA
and other Federal civil agencies, will be matched. This will give us
the capability to screen requirements against assets in long supply on
a Government-wide basis and thus reduce the Government’s procure-
ment cost.

The first phase of this procedure will include matching GSA and
DSA assets. The second phase will bring all Federal civil agencies
into the system. This subcommittee should realize that considerable
time—probably 2 to 3 years—will be required to implement fully the
second phase. The civil agencies must complete their catalogs, mech-
anize their procedures, acquire ADP equipment, program it, and phase
into the system.

REDUCTION OF SURPLUS SALES OFFICES AND HOLDING ACTIVITIES

While we have been improving the utilization of excess property,
we have also been tightening our surplus property disposal organiza-
tion. We have reduced the number of Defense Surplus Sales Offices
from 84 to 12. In addition, four regional offices have been eliminated.

¢ Report, July 1965, pp. 3-4.
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As a result of these organizational reductions, 293 manpower spaces
and approximately $2.5 million a year have been saved.

A plan for the consolidation of military excess and surplus personal
property holding activities was also initiated. As a result, 68 holding
activities have been or are being eliminated. A reduction of 391 man-
power spaces has been realized, and approximately $2.7 million a year
saved. When the entire plan 1s completed, additional manpower and
monetary savings will be realized.

IDENTIFICATION, CONTROL, AND UTILIZATION OF SHELF-LIFE ITEMS

In response to the September 3, 1964, report of the Subcommittee on
Defense Procurement, particularly that portion dealing with short-
shelf-life items, we have, both in combination with GSA and separately,
undertaken a number of actions which will be of interest to the com-
mittee. Our point of departure was a joint DOD/GSA study which
you have already reviewed.®

This report and a later addendum contributed significantly to our
understanding of the shelf-life problem. Based on this understand-
ing, we are agbout; to enter into an agreement with GSA governing
the utilization of shelf-life items in the Federal Government.

This agreement will be implemented in DOD by the instruction
which will have an effective date of July 1, 1966, to coincide with the
final service implementation of milstrap, our military standard trans-
action reporting and accounting procedures, a necessary prerequisite
to effective control.

Through this instruction, shelf-life items will be controlled within
DOD by a uniform, all Service/DSA system up to the point where
Federal utilization 1s required. By agreement, we will forego sep-
arate, prior DOD screening to give G%A the opportunity to screen
Government-wide so that utilization of long supply materiel can be
made while shelf-life remains.

We have already implemented that portion of the agreement con-
cerning items which of necessity are managed both by DSA and GSA.
Special utilization procedures mnvolving direct contact between DSA
and GSA managers have been worked out to insure that any long
supply stocks in either agency will be utilized in lieu of new procure-
ment.

The intent of the DOD instruction is to minimize losses by increased
attention to the before-use considerations. Here we are talking par-
ticularly about requirements determination and procurement, with
emphasis on controls to insure that quantities procured are never more
than can reasonably be expected to be consumed during the shelf-life
of the item in question.

Adherence to “first-in, first-out” principles is required and provided
for in the instruction. While these principles have been in force
previously, our new instruction will bring all controls on shelf-life
under one document for the first time, and this will emphasize the
attention we wish to have applied to these items.

The intent of the DOD/GSA agreement is to expedite the referral
of DOD potential excess to GSA for utilization by civil agencies be-

& Report, September 1964, pp. 10-11.
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fore the shelf life expires. The combination of our new instruction
as well as the agreement should provide the necessary control.

In connection with improving the utilization of medical items before
shelf life expires, we have asked DSA to represent us in the recently
established Inter-Agency Committee, chaired by GSA, which has
been organized to acquire a full understanding of the problems which
now discourage cross-servicing on these items.

We believe that DOD can be of major assistance in utilizing medical
items held in large quantities by other agencies. However, uniform
item and packaging specifications must be developed before this pro-
gram can be fully effective.

ITEM MANAGEMENT CODING

New criteria for coding items in DSA Federal supply classes were
approved April 30, 1965, and coding of military service managed
items began July 1, 1965, and will extend over a 214-year period. The
criteria are now applied to all new items within DSA classes entering
the DOD supply system.

In addition, existing items in these classes, still under service man-
agement, are being reviewed for possible recording. Of the remaining
880,000 items in this category, it is anticipated that about 62 percent,
or 545,600 items, will be assigned to DSA for integrated management.
Ezip(;arience so far with the program has proven this estimate to be
valid.

DOD/GSA SUPPLY RELATIONSHIPS

Under terms of the DOD/GSA agreement, reached at the end of
1964, a joint DSA/GSA group has been reviewing the individual
Federal supply classes (F§C’s) managed by DSA to identify those
classes susceptible to GSA management or DSA management.

The joint group has examined some 150 Federal supply classes and
has identified 52 groups for which, with certain exceptions, the General
Services Administration will be designated as the supply source.

In December, I forwarded to the Administrator, GSA, a plan of
action developed by the DSA/GSA group. This plan of action iden-
tifies 52 Federal supply classes (FSC’s) for primary assignment to
the GSA Federal supply service, 98 Federal supply classes for pri-
mary assignment to DSA, and two classes for split management, with
item selection and transfer to be completed by the end of the year.

I am informed, Mr. Chairman, just in the last day or so, the two
classes for split management have been resolved, one going to GSA
and one staying within DOD. (See p. 99.)

In concurring with the plan, the Administrator indicated his satis-
faction with the recent progress and his feeling that the plan of action
will accomplish the intended objectives.

With regard to the provision of the agreement dealing with DSA
support of civil agencies, studies have indicated the feasibility of DSA
providing Government-wide support in the areas of clothing and tex-
tiles, electronics and petroleum supplies. Plans are being developed,
inchllding the identification of economies that might be expected to
result.
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DSA support of civil agencies in the areas of medical and subsistence
sugp}ies is in process of examination. With respect to perishable
subsistence, it has been determined that support can best be accom-
plished by individual cross-servicing arrangements between civil
agency activities—mainly hospitals—and the nearest DSA Subsistence
Regional Headquarters.

TECHNICAL DATA AND STANDARDIZATION MANAGEMENT

Although I will discuss technical data and standardization as two
separate subjects, there is a continuous interface between these two
programs.

Standardization actions begin with the generation of military
requirements and continue through design, development, production,
supply and final disposition of military items. The acquisition of
technical data is also directly related to the life cycle of military
hardware.

However, whether we talk about standardizing on a single weapon
system design to fulfill military requirements, data packages for com-
petitive procurement, standard parts in the inventory, or manuals
to maintain and operate weapons, we consistently work toward increas-
ing the capabilities of our military combat forces.

TECHNICAL DATA PROGRAM

The objectives that guide data management in the Department of
Defense remain unchanged from last year. First, the requirements
for data must be explicit; second, data delivered by our contractors
must be adequate to meet our needs; and third, the information must
be readily accessible to the user.

The early determination of data requirements in design is essential
along with periodic refinement during subsequent phases based on
changing needs, intended use, cost, quality, and timely availability
where and when needed.

A Defense data manager’s course is now in operation and the first
three classes have been completed. During the next 5 years over
1,100 Defense personnel will receive this specialized training in the
principles, policies, and procedures for improved management of data
and documents associated with military material and systems. The
need for qualified data managers has never been greater than it is
today in both industry and the Government. We are encouraging the
initiation of similar training courses with industry.

To improve the quality of engineering drawings, broader use of
sampling techniques for their inspection 1s under consideration. Un-
der such a procedure, sets of drawings will be accepted or rejected
based on sampling evidence. Experience with this technique at some
military installations has indicated a marked improvement in draw-
ing quality after sampling plans were instituted.

The deferred ordering of technical data, under which the Govern-
ment defers selection and delivery of all or any portion of the data
specified in the contract until actual requirements are economically
determined, has proved highly successful on the C-141 aircraft and
J-79 engine programs.
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This concept is now being applied to the F-111 and C-5A aircraft
programs where the same degree of success is anticipated. We will
monitor this concept for application to a broader range of programs in
the other military departments.

Assistance has been provided to the Federal Aviation Agency by
arranging the exchange of technological information on Defense
supersonic aircraft developments between Defense contractors, FAA
technical staff, and the supersonic transport (SST) contractors.
Initial briefings have been followed by engineer-to-engineer discus-
sions that should be of significant benefit to the SST development pro-
gram. We will continue to assist FAA and its contractors in this
vital national effort and thereby minimize what could otherwise have
been a duplicating effort.

Our future plans for improving technical data management include:

(1) Better identification of data costs.

(2) Development of optimum systems for the collection, stor-
age, retrieval, and distribution of data.

(3) Determination of the feasibility of a DOD authorized data
list.

(4) Better quality of technical data delivered to the Govern-
ment.,

(5) Exploration of wider application of the deferred ordering
concept.

DEFENSE STANDARDIZATION PROGRAM

Standarization must be applied throughout the life cycle of military
systems, equipment, and materiel to reduce the variety of items and
to achieve uniformity in related technical documents.

During the past year the basic standardization policy statement
was revised and now provides balanced guidance with respect to the
role of research and development and logistics in the application of
standardization disciplines.

The initial step has been taken to bring the standardization pro-
gram under a 5-year programing cycle. Under the plan, for the first
time, standardization projects will be identified, time phased, and re-
sources programed over a 5-year period. In addition, automatic data
processing methods are being applied to a reporting and management
review system for the program.

Stage II of our program on review of overage specifications and
standards has been completed. This review of 7- to 10-year-old
specifications has resulted in identification of 1,605 for cancellation—
some 31 percent; 1,423 for revision—27 percent; with 2,181—42 per-
cent—of the total of 5,209 reviewed still being valid without change.

Review of 5- to T-year-old specifications has been initiated. Fol-
lowing completion of the 5- to 7-year-old review, there will be a con-
tinuing review of specifications and standards to assure their current
usefulness. You will recall that the stage I review covered specifica-
tions more than 10 years old, and resulted in cancellation of 4,900
documents, or 50 percent of the total.

The new specification for procurement of drawings, MIL-D-1000,
is now in effect. It requires the acquisition of drawings based on
specific intended uses and permits greater flexibility in accepting in-
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dustry drawing practices. Also, military drafting practices previ-
ously covered in many different documents were combined into a single
standard, MIL~Standard-100. Our objective is to control the pro-
liferation of special drawing provisions by the individual services.
Future plans to improve standardization management include—
(1) Better identification of resources and standardization costs.
(2) Improved defense guidance on preferred parts lists, quali-
fied products lists, part numbering and limited coordinated speci-
fications.
(8) Increased application of standardization as a design disci-
pline during research and development.

INCREASED USE OF FORMAL ADVERTISING

The increase in competitive procurement by formal advertising con-
tinues—rising from 11.9 percent of total dollars awarded in fiscal year
1961 to 17.6 percent in fiscal year 1965. The fiscal year 1965 percent-
age for formal advertised procurements is the highest the Department
of Defense has ever experienced.

During the same timespan, overall competitive procurements were
increased from 32.9 percent of total dollars awarded in fiscal 1961 to
43.4 percent in fiscal 1965—an increase of 10 percentage points.

A substantial part of this achievement is attributed to two-step
formal advertising. The percentage of formally advertised awards
utilizing this method has increased from 2.4 percent in fiscal 1962 to
15.1 percent in fiscal 1965. In dollars, this represents an increase from
$85 million In 1962 to $726 million in 1965.

Adopted in fiscal 1961, the two-step formal advertising procedure
was designed to expand the use and obtain the benefits of formal
advertising where available specifications preclude the use of conven-
tional formal advertising. It is especially useful in procurements
requiring technical proposals for complex items, and is employed
only when there are enough qualified firms interested in bidding to
assure adequate price competition.

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 traditional advertising
procedures, with public opening of bids and award to the lowest re-
sponsive and responsible bidder. As mentioned earlier, $726 million
was obligated under this procedure during fiscal year 1965. We hope
to make greater use of this technique in the future.

Chairman Dougras. Secretary Ignatius, I wonder if you could
make estimates of the percentage of savings effected by these two
methods.

Mr. Ieg~xaTrus. Yes.

First, we run a sample each year of a representative number of our
procurements to ascertain what the saving is when we shift from
sole-source procurement to competitive procurement. We have used
a factor of 25 cents on the dollar as being the savings achieved. Each
year when we have run our actual sample we have validated this
guideline of 25 percent.

I recall, last year’s sample showed in excess of 30 percent, so we
think our 25 percent figure 1s valid.

60-599—66———6
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Chairman Doucras. So, that is not a hypothetical figure ?

Mr. Ienarrus. No, sir; we do not believe so. Something happens
when you bring competition to bear. We know that this is the strength
of our own industrial economy and it serves us well in defense pro-
curement when we can harness the same motivating force to do the
job better.

Senator Doueras. Now, your two-step form of advertising. Have
you measured the percentage economies effected there?

Mr. Ienatius. Yes, sir; here if we shift from sole source to any
form of competition, we generally get a saving of about that magni-
tude. The advantage of the two steps is that it lets us advertise in
lieu of any negotiation ; the law requires this.

To oversimplify the statement, the law requires us to procure by
formal advertising except where we cannot, and the law lists some
16 exceptions that are permissive to us to procure by means of negotia-
tion. We find that with standard type items, it is a relatively easy
matter to procure by regular formal advertising.

This notebook, this glass, perhaps this table are items that could
be easily described in a specification. This would be the basis for bids
by interested qualified bidders and automatic award to the responsible
bidder on public opening.

As you get into more complex items, on the other hand, that cannot
be described so precisely or where there may be questions of tooling
mvolved or interpretation, it has been our practice in the past always
to resort to negotiated procurement. We developed the two-step
method as a means of accommodating this more complex type of
procurement.

During the first phase, as I noted, we do not get prices. We get
technical proposals only, and we have an opportunity to sit down
with the proposers to discuss their proposals, to clarify our intent,
for them to clarify their intent, to screen out clearly unacceptable
proposals at that stage, if this is the case. Thus having determined
and clarified as a result of the discussions with the proposers, we then
screen out unqualified companies and then go into the second step
which follows the regular advertising method.

We call for bids to be submitted—prices to be submitted. The bids
are opened publicly and award is made. The advantage of this, Mr.
Chairman, is that it has allowed us to maintain what I would call the
necessary flexibility of negotiation with the desirable objective of
advertising and it has enabled us to bring more of our procurement
under formal advertising which otherwise would have been done
under negotiations.

Chairman Doucras. One question: In these later procedures which
do not involve initial advertising, how do you inform firms that they
may make technical proposals?

Mr. Ienarius. We solicit all companies that we know to be quali-
fied. Our buyers maintain active bidders’ lists. We encourage com-
panies to register their interest in Government procurement at our
procurement offices.

Now, sometimes people learn about the procurement, which is pub-
licized in various publications, and may submit a request to receive
the bid documents and submit a proposal. Our effort is always di-
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rected to obtain as broad a base of procurement as we can, and as I say,
we have source files, bidders’ files.

Chairman Doucras. In the old days we used to get many bidder
complaints that their firms were never invited to bid.

I want to say that we have been getting fewer complaints in recent
years.

Mr. Ienarius. I am glad to hear that.

Chairman Dovucras. But once in a while this will show up. Will
those be people who have been tried and found wanting, or. will the
be firms, new firms, or will they be firms that have not got the word,
or what?

Mr. Ienatrus. They can be a combination of all, Mr. Chairman.

We want any company that is qualified in the commodity area in
which we are seeking procurement to participate. In some of the
more technical procurements we may, based on our existing knowl-
edge, send out to rather a small number of companies, because they are
the only ones we happen to know about.

Now, we may learn of others and I might say we have quite an ac-
tive program around the country where we hold procurement clinics
to inform companies in various regional areas of our defense pro-
curement program, and this is to increase knowledge of what we are
buying, increase knowledge of our methods of buying, and for them
to register interest in our procurements.

Chairman Doueras. Thank you.

Senator Jorvan. Mr. Chairman, may I ask a question at this point?

Chairman Douveras. Yes, Senator Jordan.

Senator Jorpax. To round out the record, Mr. Secretary what per-
cent of procurement cannot be adopted either to formal advertising or
to the two-step method on which you have elaborated ?

Mr. Ienativs. The regular advertising, the traditional one-step,
plus this two-step method that I have described, Senator Jordan, in
fiscal year 1965 accounted for 17.6 percent of our total dollars. The
remainder was procured on the basis of negotiation and much of that
ig highly competitive.

It does not mean that it was negotiated with only one company. We
have a high degree of competition in many of our negotiated procure-
ments and the overall competition figure which includes both adver-
tising and competitive negotiation is 43.4 percent, so there are two com-
ments I would make in answer to your question, Senator Jordan.

First, 43.4 percent of our procurement is on the basis of price com-
petition; and secondly, 17.6 percent of our procurement was formally
advertised and the balance was procured on the basis of negotiation.

Chairman Doucras. By competitive negotiation?

Mr. Iewvarros. Not all of it, but a good deal of it. In certain large
systems, Mr. Chairman, Minuteman would be an example, it is simply
not feasible to have competition. The investment in tooling and the
leadtime precludes this.

Polaris would be another case. Theoretically I suppose it would be
possible to have a competitive procurement of a Polaris missile, but
there it would be prohibitive and a waste of resources.

Representative Curtis. But has not a great amount resulted from
br_eaﬁot;t, because even there you would break out a good deal of the
missile?
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Mr. Iewarius. That is quite right, Mr. Curtis. We can and do
break out from the prime and place that competitively. Additionally,
there is the major innovation that was developed this last year by the
Air Force which concerns the procurement plan that was followed
in the case of the large new transport airplane, the C-5A.

Secretary Robert H. Charles of the Air Force and a number of people
working with him evolved a procurement plan where, with a large sys-
tem, we did get competition right from the beginning. They combined
the research and development phase with a production phase and had
an intense competition. We believe that this technique will enable us
to increase the amount of competition in the major weapons system
areas.

We think this is a very important development.

Representative Curris. Was this not the subject of a Fortune maga-
zine article a couple of months ago?

Mr. Tenatius. 1 believe there was an article on it; yes, sir.

Representative Curtis. I remember the article and I asked Secretary
MeNamara about it. I wanted to have his evaluation as to whether or
not it was a good article. He had not read it at the time, but he supplied
information for us later saying that he felt this was a fair presenta-
tion. It wascommendatory,I willsay. (Seep.56.)

Mr. Ienarrus. It was. I believe, as T stated, that we have a very
good opportunity here to increase competition and lower costs.

The thing that appeals to me, Mr. Chairman, is that we develop
under one contract and the developer then receives the production
contract. Under this arrangement he does his development and
production under the same contract. His design engineers are highly
motivated to design under least cost rules because the company has to
manufacture, under the same contract, what its engineers design under
the design phase.

We think there is very real opportunity here and the first time it
has been tried was on the C-5A. We have several applications that
we intend to use this technique and we are studying it intensively to
see where we can use it in still other areas.

It will not work in all cases, but we think it has a good deal of
application. Mr. Charles and his people did an excellent job in work-
ing this out.

We can improve as we go along too. We have learned a lot from
our first procurement.

During the past year we have published a new regulation governing
“Component Breakout.” The committee has been interested in this
subject in the past and with your permission we will provide a copy
of our new regulation for the record.

Senator Doucras. Without objection, it will be included.

(Document, follows ;)
GENERAL PoLICIES

1-326 COMPONENT BREAKOUT.

1-326.1 Scope of Paragraph.

(a) This paragraph sets forth guidance for making decisions on whether or
not components should be purchased by the Government directly and furnished
to an end item contractor as Government-furnished material, for incorporation
in the end item. This paragraph, however, does not pertain to all such decisions,
but only to those which deal with whether components that have been included
as contractor-furnished material in a previous procurement of the end item
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should be “broken out” from a forthcoming end item procurement for direct
Government purchase. Thus, this paragraph does not pertain to the initial Gov-
ernment-furnished equipment/contratcor-furnished equipment decisions that
must be made at the inception of a procurement program.

(b) Items procured as spare parts are governed by the “DOD High Doliar
Spare Parts Breakout Program” described in DOD Joint Regulation AR 715~
22, NAVMATINST P4200.33, AFR 57-6, MCO P4200.13, DSAM 4105.2, and are
not covered by this paragraph.

(e) This paragraph applies to procurements of weapons systems or other
items of major equipment involving components whose direct purchase by the
-Government may result in substantial net cost savings over the life of the pro-
-curement program. Accordingly, it will seldom be applicable to a procurement
of such a system or item of less than $1,000,000. The term ‘“componen », as
used in this paragraph, includes subsystems, assemblies, subassemblies, and other
major elements of an end item, but does not include elements of relatively small
annual purchase value.

1-326.2 Policy. Whenever it is anticipated that the prime contract for a
weapons system or other major end item will be awarded without adequate price
.competition, and the prime contractor is expected to acquire a component with-
out such competition, it is Department of Defense policy to break out that
-component if :

(i) substantial net cost savings will probably be achieved ; and

(ii) such action will not jeopardize the quality, reliability, performance

or timely delivery of the end item.

"The desirability of breakout should also be considered (regardless of whether
the prime contract or the component being purchased by the prime contractor
is on the basis of price competition) whenever substantial net cost savings will
result (A) from greater quantity purchases or (B) from such factors as im-
proved logistics support through reduction in varieties of spare parts and econ-
omies in operations and training through standardization of design. Primary
breakout consideration shall be given to those components of the end item rep-
resenting the highest annual procurement costs and offering the largest potential
net savings through breakout.

1-326.3 Responsibility for Component Breakout Selection, Review and De-
cision. The project manager (or if there is no project manager such other of-
ficial as may be designated by the Head of the Procuring Activity) supported
by a project team (to include cognizant engineering, production, logistics, main-
tenance and other appropriate personnel, and the contracting officer or his
designee) shall be responsible for :

(i) earmarking as susceptible to breakout those components potentially
conforming to the criteria and policy set forth herein;

(ii) conducting the breakout review and evaluation described in 1-326.4;

(iii) making the decision whether or not to break out the component ; and

(iv) preparing records explaining such decisions in compliance with
1-326.5.

1-3264 Breakout Guidelines.

(a) Bach decision on whether or not to break out a component must embrace
(i) assessment of the potential risks of degrading the end item through such
contingencies as delayed delivery and reduced reliability of the component, (ii)
calculation of estimated net cost savings (i.e., estimated purchase savings less any
offsetting cost), and (iii) analysis of the technical, operational, logistic and
administrative factors involved. As to each of these, the decision must be sup-
ported by adequate explanatory information, including an assessment by, and
consultation with, the end item contractor where feasible.

(b) In deciding whether a component should be broken out, the guidelines set
forth below (in the form of questions) should be considered. Answers will
rarely be “positively yes” or “positively no” but usually “probably yes” or
“probably no”, with the degree of probability governed by the facts of the
particular case. The decision will depend largely upon the degree and signifi-
cance of the risks to quality performance, reliability and timely delivery of the
end item which would be involved in breakout and upon the estimated overall
cost savings. Where the risks, if any, are acceptable and breakout is expected
to result in substantial overall cost savings, the component should be broken out.
On 1:he other hand, if such risks are unacceptable, the components should not be
‘broken out.
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(1) Are the design of the component (and the design of the end item inso-
far as it will affect the component) sufficiently stable that further design or
engineering effort by the end item contractor in respect to the component
is unlikely to be required?

(ii) Is a suitable data package available for Government procurement?
(Note that breakout may be warranted even though competitive procure-
ment is not possible.)

(iii) Can any problems of quality control and reliability of the component
be resolved without requiring effort by the end item contractor?

(iv) Is it anticipated that requirements for technical support (i.e.,
functions such as development of proposed detailed specifications; develop-
ment of test requirements to prove design adequacy or compliance with de-
sign ; monitoring tests to assure compliance with established requirements;
definition of quality assurance requirements for production of articles; and
analysis and correction of service-revealed deficiencies) heretofore performed
by the end item contractor will be negligible? If not, does the Government
have the resources (manpower, technical competence, facilities, ete.) to pro-
vide such support, or can such support be obtained from the end item con-
tractor, even though the component is broken out) or other source?

(v) Can breakout be accomplished wvithout causing unacceptable diffi-
culties in logisties support (e.g., by jeopardizing requisite standardization of
components) ?

(iv) Can break out be accomplished without causing over fragmentation,
of the end item that might materially impede administration, management,
and performance of the end item contract (e.g., by unduly complicating
production scheduling or identifying (and fixing responsibility for) end item
failure that may be caused by a defective component) ?

(vii) Can breakout be accomplish without jeopardizing delivery require-
ments of the end item ?

(viii) If a decision is made to break out a component and to acquire it
from a new source, can advance procurement funds be made available to
provide that source any necessary additional lead time?

(ix) Is there a source other than the present manufacturer capable of
supplying the component?

(x) Has the component been (or is it known that it is going to be) pur-
chased directly by the Government as a support item in the supply system or
as GFE in other end items?

(xi) Would the financial risks and other responsibilities being assumed
by the prime contractor that will have to be assumed by the Government if
the item is broken out be acceptable?

(xii) Will breakout result in substantial net cost savings? Estimates of
probable savings in cost, should be developed for each case on its own facts,
with consideration given to any estimated offsetting costs such as increases
in the cost of requirements determination and control, contracting, contract
administration, data package purchase, material inspection, qualification or
pre-production testing, ground support and test equipment, transportation,
security, storage, distribution, and technical support.

(c¢) If application of the guidelines in (b) above reveals conditions currently
unfavorable to breakout, the feasibility of eliminating such conditions should
be considered. For example, where adequate technical support is not available
from Government resources, or similar assistance must be obtained in order
to successfully accomplish breakout, consideration should be given to the pro-
curement of the necessary services, such as product assurance suitability serv-
ices, from the end item contractor or other qualified source.

1-826.5 Records and Review Procedure. The records of the purchasing ac-
tivity shall contain documentation of :

(i) those components which have been reviewed and determined to have
no potential for breakout;

(ii) those components which have been reviewed and earmarked as being
susceptible to breakout pursuant to 1-326.8 ; and

(iii) those components for which a decision to break out has been made.

Documentation of these three categories, and for those components once ear-
marked but no longer considered susceptible to breakout, shall be signed by
the cognizant project manager or other designated official and reflect the facts
and conditions of the case, including any assessment by the contractor, and the
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basis for the decision. Components that have been earmarked for potential
breakout shall be reviewed well in advance of each successive procurement,
with a decision made as to whether the component will be broken out for the en-
suing procurement. Such reviews, made preferably in the course of requirements.
determination, but in any event before procurement of the requirement is initi-
ated, shall be repeated until a final decision on whether or not to break out is
reached, and shall be documented. When breakout is delayed or postponed,
the documentation shall include a description of the actions required to accom-
plish breakout, identify the activities responsible for such actions, and indicate
the fiscal year when breakout should be effected.

Mr. IeNatrus. In this regulation we have provided the contracting
officers with guidelines as to when to purchase components, subassem-
blies, and selected parts of major weapon systems directly from the
actual manufacturer of those items as opposed to having the prime

contractor procure them for us.

PROCUREMENT MANAGEMENT REVIEW

As you may recall, we described our procurement management re-
view program to the committee last year. It is now in its fourth year
of operation.®

Under this program we made periodic reviews of all major De-
partment of Defense procurement offices to determine the effective
ness of procurement management to make recommendations for im-
provement, and to assure ourselves that our policies are properly
carried out. These offices, which account for 75 percent of our pro-
curement dollars, are reviewed every 2 years. In calendar year 1965
our first overseas review was completed, covering the European pro-
curement, headquarters of the Army, Navy, and Air Force.

As a direct result of the procurement management review program,
procurement organizations have eliminated duplicatory efforts and
streamlined their procedures, reduced administrative leadtime, re-
duced the frequency of use of cost-plus-fixed-fee contracts, improved
the selection of contract types, broadened the use of competitive pro-
curement, and have greatly improved their pricing methods.

Heretofore, our review activities have been directed toward the pre-
award function. We now feel that it will be advantageous to review
the contract management function; that is, the postaward actions.
We have developed a tentative plan for review in this area, and will
initiate a pilot study this month.

SUPPLY MANAGEMENT REVIEW PROGRAM

Encouraged by the success of the procurement management review
program, we have developed a comparable program for the supply
management area, so as to assure that we are effectively managing our
inventories. A small unit within my office will coordinate the review
effort.

PRODUCT QUALITY AND RELIABILITY

In order to prevent defects and minimize losses due to scrap and
rework, Defense contractors are required to institute such quality
controls and to conduct such inspections and tests as are necessary to

¢ Hearings, 1965, p. 51.
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insure that their products conform to design and other contractual
requirements.

Within the past year the Department of Defense has prepared and
issued a quality and reliability assurance handbook entitled “Eval-
uation of a Contractor’s Quality Program” to assist military qual-
ity assurance organizations in enforcing our requirements. (See
appendix 9, p. 329.)

At the same time, intensive effort has been directed toward pre-
venting product defects and failures due to human error. This effort
is known as the Department of Defense zero defects program. Its
aim is to insure that the job is done right the first time. The zero
defects program is described in a DOD publication entitled “A Guide
to Zero Defects.” (See appendix 9, p. 869.)

The Departments of the Army, Navy, and Air Force, and the De-
fense Supply Agency have instituted in-house zero defects programs
throughout the United States and at many overseas bases. Over 1.8
million civilian employees and military personnel have pledged their
support to the zero defects program. Simultaneously, more than 1,200
Defense contractors and their subcontractors have instituted zero
defects programs and are reporting favorable results.

To conclude, our overall management improvement efforts continue
to be reflected in the Department of Defense cost reduction program
which Secretary McNamara has reviewed with the committee.” The
program provides for regularly scheduled reports of progress toward
meeting specific goals. The savings that have been achieved have
been of importance to the Department of Defense and, indeed, to the
Nation as a whole. Equally important, they attest to our determina-
tion to conduct our affairs in a responsible and businesslike manner.

Mr. Chairman, as I said in opening this statement, 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 comments that you or the
members of your committee may wish to direct to our attention.

‘With me are three of my deputies, Mr. Paul Riley, Mr. Robert Moot,
and Mr. John Malloy; and Maj. Gen. Allen T. Stanwix-Hay, who
has headed our Office of Technical Data and Standardization Policy.

DSA SAVINGS

Chairman Doucras. That is a very fine statement, Secretary Igna-
tius. I want to compliment you and your associates in the Department
on what you have done.

As you may know, some of us for 15 years have urged the develop-
ment of a central Defense Supply Agency and have wanted such a
supply corps.® )

Now, can you give any estimate of the hard savings which are
attributable to the DSA since its establishment?

Mr. IanaTros. Yes, sir; I can. 'We keep records of what we have
achieved. I believe significant savings resulted from consolidations
that took place and which this committee has urged upon us for so
many years.

7 See pp. 4. et seq., supra.
8 Report, October 1960, pp. XI-XII.
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First, we have been able to reduce our inventory as a result of con-
solidation. We have eliminated a lot of duplication that existed when
there were separate service inventories and we estimate through fiscal
ye%f_ 1965 that this has resulted in an inventory reduction of $506
million.

Secondly, by consolidation we have reduced our annual operating
costs. It just costs less money to operate a consolidated activity.

Chairman Doucras. If you take the supply services of the four mili-
tary services plus DSA, what is the total personnel now compared to
the total personnel in the four separate agencies before ?

Mr. Ie~atrus. The personnel that DSA employs to do the job that
was formerly done by the services before the establishment of DSA is
some 8,439 less than what it was previously. In other words, as a result
of consolidation we have saved about 8,500 people.

Chairman Douceras. And that includes the employees in DSA itself?

Mr. Iexarrus. Yes, sir, it does, and this is a comparison. We can
furnish for the record the total DSA employees, military and civilian.

Chairman Doucras. It was charged in the beginning that the crea-
tion of a Defense Supply Agency merely meant that you would put
another echelon of supply on top of the previous echelons and the re-
sult would be an increase in personnel ?

Mr. Tevatrus. We do not believe this has been the case and as a
result of a consolidated supply agency we can get the job done at less
cost and with fewer people.

PAYROLL SAVING OF $50 MILLION ANNUALLY

Chairman Doueras. And those 8,500 jobs constitute a payroll saving
of $50 million a year?

Mr. Ionatrus. Well, let’s see, I suppose an average figure might be
perhaps $7,000 or so per individual, $7,500.

Chairman Doueras. $50 million a year, conservatively.

Mr. IenaTius. Yes, sir; about that order of magnitude.

Chairman Doucras. I wonder if you would say anything about the
situation as far as medical and dental supplies are concerned ?

Mr. Ienarros. Yes, sir. Medical and dental supplies, of course, are
the responsibility of the Defense Supply Agency through its Defense
Personnel Support Center in Philadelphia.

I believe from what I know about this, and Admiral Lyle who will
follow me in testimony can expand on this if you wish, that this is an
effective and professional organization and is doing a good job.

USE OF $2.8 MILLION OF MEDICAL ITEMS

Recently in connection with the shelf-life problem that I discussed
in my statement and which you referred to in your opening remarks.
Mr. Chairman, DSA and the Public Health Service have had discus-
sions with respect to exchange of information and exchange of assets.
I am informed that so far some $2.8 million of pharmaceuticals from
the Public Health Service in long supply have been transferred to the
Department of Defense for use.

I think this is progress in the general line that you called to our
attention in your report last year.
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Chairman Doucras. Is there any tendency for the Defense Supply
Agency to have excess stocks of short-life items?

Mr. IenaTrus. Yes, there is that tendency and we need to improve
our management to keep this to an absolute minimum.

Chairman Doucras. Have you any estimate as to the value of med-
ical items which—pharmaceutical items which have outlived their
potency ?

Mr. Ionarrus. I do not. I have a figure for the amount of our in-
ventory of perishable items or shelf-life items, but I do not have fig-
ures on the medical component. Perhaps Admiral Lyle will have that
later; I do not havethat, Mr. Chairman.

ALAMEDA MEDICAL TEST

Chairman Douveras. There was an Alameda test in 1951-52 on medi-
cal and dental supplies and equipment. Are you familiar with that
or any of your staff familiar with it?°®

Mr. IeNatius. I am not, Mr. Chairman. Perhaps Mr. Riley is.

Chairman Doucras. Are you, Mr. Riley?

Mr. Roey. Yes, I am, Mr. Chairman. The Alameda test took
place, I believe, in about 1951. It was proposed by the committee that
was a forerunner of this one, the Bonner committee. The committee
requested the Department of Defense to make a test of consolidated
supply operations on medical items alone.

I think, from the point of view of the Bonner committee, that the
test was not a complete success. However, it did provide basic ob-
jectives for the Department of Defense which this committee has urged
upon us for a number of years.

The culmination of that test, I believe it is fair to say, is the Medical
Supply Center of DSA, which has been a great success and has proved
the achievements which the committee said should be accomplished.

LESSENING OF ECONOMIC IMPACT

Chairman Doucras. What I am trying to get at is this: Suppose we
now had the disorganized separate procurement of the four services.
Would this in the present market result in a tremendous amount of
duplicate and excessive buying ?

Mr. Ritey. I do not think there is any question about that.

Senator DoucLas. But here you have been able to survey the needs
as a whole and purchase as a whole. Is there any shortage of medical
supplies in Vietnam?

Mr. IenaTrus. T am not aware of any shortage of medical supplies
in Vietnam, Mr. Chairman.

Chairman Doucras. I have not heard of any.

So, what about clothing ?

Mr. Ievatrus. We have clothing procured by the Defense Supply
Agency, again through the Defense Personnel Support Center in
Philadelphia. ]

In respect to clothing, we have had, as you know, a rather significant
increase in the size of our military forces in connection with our ac-
tivity in Vietnam, and we have also had some new items that were as-

 Ibid., p. 68.



ECONOMIC IMPACT OF FEDERAL PROCUREMENT 83

sociated with that activity, a new jungle boot, a lightweight tropical
fatigue uniform.

We have also augmented our military strength by means of induc-
tion and enlistment, as opposed to a Reserve callup. This aggra-
vates the clothing problem, because the Reserve personnel have a
clothing bag, whereas you must clothe an enlistee or an inductee from
the ground up, so to speak.

As a result of these many things, we find the situation as follows:

First, all of our requirements 1n Vietnam are being very well
met with respect to all clothing items. In the case of one or two
new items such as the jungle boot, we have to use substitutes yet, for
a period of time, because the boot 1s brand new. When I last checked
on the figure, we had shipped almost 400,000 pairs of the new combat
boot, so we have a great many of them out there. We also use the
regular leather in addition.

STANDARDIZATION OF BOOTS

Chairman Doucras. Have you been able to standardize the boot?

Mr. Iewatrus. Yes, the boot is standardized.

Chairman DoueLas. The Army boot, in my experience was always
a better boot, the Marine Corps insisted on having a separate boot.

Mr. Ienatius. The jungle boot is standard sized and is used by
the Marine Corps and the Army, and I believe also the leather boot
has recently been standardized.

Chairman Doucras. You have persuaded the Marine Corps to adopt
the Army boot?

General Stanwix-Hay. We have compromised, sir. We have come
up with the boot which we think combines the best features of all
the boots.

Chairman Doucras. What about blankets? Have you been able to
standardize blankets or does each service now insist on its own
blanket ?

Mr. Ienatius. There was a GAO report several years ago, as I
recall, on the question of blankets. My recollection, and I will need
to check the record to be certain, Mr. Chairman, is that there were
some differences, inherent differences, required in blanket size be-
tween a blanket that would fit a Navy bunk, for example, on a ship as
opposed to a blanket that would be used by an Army man or a
marine in the field.

I believe that was the substance of the Department’s response. Per-
haps Mr. Riley can add to this.

Mr. Roey. Ithink that is correct.

Chairman Dougras. Mr. Curtis?

Representative Curtts. Thank you. I want to join with the chair-
man’s remarks commending you for a good report.

Mr. Ienatros. Thank you.

1 Representative Curris. And then go into some questions of further
etails.

“BUY AMERICAN” ACT

One specific that has been bothering me a bit is the Buy American
Act as it relates to some of our problems. I want to find out what the
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Defense Department policy is by presenting a problem that has de-
veloped when we moved handtool procurement over to GSA. Ap-
arently GSA has a different concept of, or maybe it is the law, of
uy American. The net result is that there are many procurements.
of material coming from abroad.

I think it is a 6 percent allowance that they give the domestic manu--
facturer or the domestic supplier. I have heard—this is what I
wanted to find out—that the Defense Department has been using a.
differential as high as 50 percent.

Would you comment on that? (See appendix 2, p. 214.)

Mr. IenaTius. Yes, sir; your statement is substantially correct.

The Buy American Act provides for a differential. I believe it is
6 percent under the Executive order implementing the act. I do not
think the act actually stipulates the percent. It is 6 percent except in
certain instances it may be 12. Those certain instances, I believe, are
in the case of a small business or a company in a distressed area.

But at any rate it is normally a 6-percent differential. You are
quite right, Mr. Curtis. The Department of Defense, with respect to
procurements where we would compare an oversea procurement versus
one in this country has applied a 50-percent factor. In several in-
stances we have even gone higher than 50 percent, but that requires
the approval of the Secretary or the Deputy Secretary.

Representative Curris. Just so we get it out in the record, where
does the authority for the 50 percent come from; is that under the
Buy American Act, too?

Mr. IenaTrus. This is Mr. Malloy, my deputy for procurement.

Mr. Marroy. That was established by Secretary McNamara 2 or 3
years ago in an effort to reduce the impact of Defense expenditures on
our flow of gold problems.

There is a Cabinet Committee on the International Balance of Pay-
ments problem and this figure of 50 percent was discussed some 2 or
3 years ago by the Cabinet Committee. That committee ratified the
Defense policy of using the 50-percent rule.

Representative Corris. What authority, though, do they use? Is
it from the Buy American Act that they get their basic authority to
ap&ly a 50-percent figure?

r. Macroy. Mr. Curtis, the Buy American Act itself does not
specify the percentage. That is left up to the executive department,
as I understand it. The Executive order which implements the Buy
American Act establishes for all Government agencies the 6- and 12-
percent figures.

There 1s a provision in the Executive order for exceptions to the
general figure and it was the exception procedure of the Executive
order that Secretary McNamara invoked with the approval of the
President’s Cabinet Committee.

Representative Curris. Very good. In other words, it is the Buy
American Act that is the basic authority. That is what I thought it
was.

Then comes the question: Why by Executive order can we not
correct this problem that exists in the procurement of handtools,
at least as far as it relates to the procurement of handtools for which
the ultimate user is the Defense Department ?
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We have a problem here, and yet this committee felt that this
movement of handtools over into GSA was a very desirable thing.
As you know, this committee is constantly watching the relationship
of GSA and DSA. We urge, wherever possible and appropriate,
that the Defense Department utilize the General Services Administra-
tion, but we run into this kind of impediment.

It would certainly render this movement ineffective and, as far as
the domestic handtool producers are concerned, would create a real

roblem if you have a 50-percent rule applying to what the Defense
}))epartment procures, DSA or one of the military serivces, when
only a 6-percent rule can apply to GSA.

Mr. Ievarius. You raise a good question, Mr. Curtis. There was,
and it was in December of 1963 I believe, a Cabinet committee that
addressed the question of these differentials and concluded that the
disparities that existed between Defense, on the one hand, and some
of the other agencies, on the other, should continue.

I will be glad to meet with Mr. Knott of GSA and pursue this
further, also Mr. Malloy with his procurement people, will make
further inquiries, particularly with respect to the handtool problem
which you have brought to our attention.

(The following information was later supplied by the Depart-
ment:

) GSA PROCUREMENT OF HANDTOOLS

The General Services Administration purchases all common handtools for
the Department of Defense. In carrying out this responsibility, GSA applies
the 6- and 12-percent Buy American differential required by Executive Order
10582. The Department of Defense, on the other hand uses a 50-percent differ-
ential in its buying program, although it should be noted that DOD does not
buy common handtools. Any tools purchased by GSA are used by DOD regard-
less of the Buy American differential used during the purchasing phase. The
differing Buy American rules ‘have existed for some time and have been ap-
proved by the Cabinet Committee on the Balance of Payments as well as
the Bureau of the Budget.

Representative Corris. I would appreciate that very much. T think
we need to get this straightened out one way or another without even
getting into other questions that might arise as to the wisdom of apply-
ing the Buy American Act to this extent. (See appendix 11, p. 406.)

BUY AMERICAN ACT AND BALANCE OF PAYMENTS

Mr. IenaTrus. I think one of the things we were concerned about—
that Secretary McNamara was concerned about—Mr. Curtis, was
that the Department of Defense was responsible for a large part
of our balance-of-payments deficit and he undertook in 1961 to deal
very affirmatively with it with excellent results. In fiscal 1961 the
gross defense expenditures entering the balance of payments were
about $3.1 billion. By the end of 1965, the figure had been reduced
to $1.4 billion.

Now, he did this by two means principally: One, to enter into a
number of military sales agreements with companies abroad that had
the effect of offsetting our gold flow expenditures; and secondly, by
return of procurement under this 50-percent policy. I think I should
add a third category, by looking very hard at a number of causes of
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expenditures attributable to defense activities abroad and pruning
them as far as prudence would allow.

Representative Curris. As you know, the Joint Economic Commit-
tee—the whole committee, of course—is deeply concerned about this
balance-of-payments problem.

Mr. IenaTrus. Yes, sir.

Representative Curtris. And this is one that the full committee, both
the Democrats and Republicans, have said is an area to look to. Of
course, I personally commend the Defense Department for directing
this attention.

I might worry about some of the specifics applied and I would like
to ask this question: This has been at some additional cost to military
procurement, hasn’t it ¢ 1

Mr. IevaTrus. Yes, sir.

COST OF BUY AMERICAN ACT POLICY

Representative Curris. Because in many instances we could have
acquired these goods and were acquiring them at a cheaper price. Do
you have any idea of what the additional cost has been, at least in that
category that had to do with defense procurement ?

You dropped from $3.1 to $1.4 billion, and one of the categories was
this area. How much additional cost has it been in procurement.
do you know?

Mr. IewaTIUS. Yes, sir.

Under the 50-percent rule that we have applied, through fiscal
1965, the average price differential or average premium that we paid
Wa,ls 27.6 percent, and the dollar equivalent of that was some $67.5
million.

In short, we have spent $67.5 million in order to reduce the gold
dollars, so to speak, the gold outflow. You are right, it has cost more
money to do it, but we have done it in the national interest.

Representative Corris. In the long run I would hope that military
procurement would not have to be restricted by this kind of extraneous
consideration—at least extraneous as far as getting the best quality
at the cheapest price for our defense equipment.

But there is no question we have this overall problem of the balance
%)f pe}mlyments and this is one of the penalties we pay. I would argue

or this.

I see my time has expired. I have a few other items that I will
check when we come back.

ADEQUACY OF MACHINE TOOL MANAGEMENT

Chairman Doucras. Mrs. Griffiths?

Representative Grrrrrras. Thank you, Mr. Chairman.

I think, too, Mr. Secretary, you made an excellent statement. I
would like to ask you, have you read this report from the GAO on
Government-owned property in the possession of contractors?

Mr. Ienarrus. That has just been issued, Mrs. Griffiths. The report
is in the office; I have not personally read it, but the staff is going to
work on it and I intend to read it.

19 Hearings, 1963, p. 232 et seq. ; hearings, 1964, pp. 18, 297 et seq.
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Representative Grirriras. It was made, if I recall, because I asked
what control the Defense Department had over its property and supply
in the hands of contractors.1

I notice in the report that it is the policy of the DOD to have its con-
tractors maintain the official records of Government-owned property
in their possession.

What records do you maintain ?

Mr. Iewarrus. I believe that our contract administration people
maintain records of property that is in the hands of contractors so
that we know what we have and where it is.

I believe that this is one of the functions of our Contract adminis-
tration offices and that property officers are the ones within the offices
who do this,

I would like Mr. Malloy to comment further on that, if he wishes.

Mr. Matroy. Basically the records are kept by contractors in ac-
cordance with some rather detailed rules we have published which
tells them how they are supposed to do this. As a matter of fact, we
are coming out within the next month or two with an expansion of
our rules 1n this area that we have been working on for some time.

Our own property administrators perform a surveillance function
over the work done by the contractors and maintain overall figures
showing the totals, relying on the detailed records in the contractors’
hands.

Now the reason we do this is that the contractor himself has to main-
tain these types of records and if we maintain the exact same records,
'we would duplicate. So, in order to save administrative costs, we
have for many years provided that the contractors fill out our forms
in the way we want them and we then check on them and see that the
records are accurate.

Representative Grrrrrras. How do you check if you do not have a
record of your own? How do you check?

Mr. MarLoy. We have records of property that the contractors
acquire. We can tell from the contractors’ accounting records what
he has acquired and from our own records where we have furnished
the property.

Representative Grrrrrras. The report of the GAO points out that
you do not require the contractor to pay for equipment that is miss-
Ing or lost?

Mr. Marroy. That is right.

Representative Grirrrrms. Because it is assumed this would be
charged back to the Government.

So that the real truth is, that the reporting system is very sketchy,
to say the least, is that not really true?

Mr. Marroy. I do not know as T could agree completely with that,
Mrs. Griffiths.

I'have had a chance to read the GAO report, rather fast, although I
have not had time to study it. The GAO people have pointed out
that there are some areas 1n which we can improve our administra-
tion of property records and I am sure this is true.

Part of the General Accounting Office observations had to do with
the fact that they themselves were unable to track from our own

u Report, July 1965, p. 11,
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records whether or not the property administrators were doing the
job. This does not say that they were not doing the job.

But I think that the combination of the expanded regulations
that we are in the process of putting out, plus the additional atten-
tion that we will devote as a result of this General Accounting
Office study will undoubtedly prove beneficial.

As to the other basic question of whether we make contractors pay
for missing articles, here, again, is a longstanding policy of ours
which, as a result of the GAO study, we will investigate further.
(See p. 240.)

The contractors can be held responsible, and they in turn will cover
this responsibility by taking out insurance, and we will pay the
premiums. For many years we have acted as a self-insurer in this
area.

We do this in other areas and we have other instances in which we
insist that the contractor take out insurance and we do not act as a
self-insurer. It is a very complicated area, but we have not taken a
look at this for a long time and I think that it will be quite beneficial
to do so now.

DOD WILL REVIEW GAO REPORT

Mr. IenaTrus. Let me add, I am glad you asked this report to be
made. I am glad the GAO made it and we will undertake a review
of what we are doing and how we are doing it. If it is evidence that
we need to improve, we will do it. We appreciate your doing it.

The GAQO and this committee have often brought matters to our
attention. We will take a good, hard look at everything. If we
agree with everything we will say so; if we disagree with some, we
will certainly say so. (See p.405.)

Representative Grrrrrras. One thing it points out is there are
billions of dollars worth of property now involved.

Mr. IgvaTrus. Yes.

POSSIBILITY OF DUPLICATION IN INVENTORIES

Representative Grrrrrrus. I have been running some hearings in
here on tax increases and decreases. It seems to me that one of the
problems that you have is that you have large amounts of equipment
not known to a single agency, a single unifying agency that could
make that equipment known throughout the country. Therefore you
must be duplicating equipment that you have sitting in your own
plants, in a contractor-run plant where he is not using the equip-
ment, and it seems to me it would be one of the ways in which you
could not only reduce the bill, but reduce the demand for machines
upon other contractors.

If you actually knew whether or not you had equipment that you
are now buying for somebody else, or that you are issuing to some-
body else, how do you propose to take care of that?

ADEQUACY OF CONTROLS

Mr. IenaTrus. We, I believe, have that under control, Mrs. Griffiths.
Representative Grirrrras. The report says you do not have. This
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report says you have hundreds of machines sitting around that you
are not using and that you are duplicating elsewhere.

Mr. Tenvarrus. As 1 say, the report was issued on the 17th of
March; I have not had a chance to read it yet, but I will and we will
look at it carefully.

FUNCTIONS OF DIPEC

We did establish an organization called DIPEC (Defense Industrial
Plant Equipment Center) that is part of the Defense Supply Agency
that is responsible for looking at the machine tools of a general-purpose
sort that are Government owned and used by contractors. We have,
also, screening procedures and interdepartmental utilization proce-
dures designeg to avoid the kind of problem that you are mentioning
here.

Certainly we do not want to buy quantities of tools if we have
them, and we have procedures that are designed to prevent us from
doing that. If there are problem areas in the report we will look
at those particular areas.

WITHDRAWAL OF TOOLS FROM SUBCONTRACTORS

Representative Grrrrrrms. I would like to raise another question
with you which I have raised with Secretary McNamara before.
One of the things which you are doing is permitting your inspectors
to direct machine tools out of a subcontractor’s plant when the sub-
contractor was actually using them for your own work, and I happen
to know of an instance where the machine tools were removed and
put in storage and the prime took over the contract.

Now, I think this is just as bad as having equipment sitting in a
contractor’s plant while you order more.

Mr. Iexatros. I do not know the particular case that you men-
tion, we will look into it if you will bring it to our attention.

Representative Grrrrrras. You do not need to, because I have gone
over 1t and I know what the facts are, and I know they were moved
out of the plant. I think the Navy inspector moved them out, but
I would assume that if you have equipment in plants that you do not
know is there, you do not know that this happens either, and I would
think that it would be a very good way to check up on what is happen-
ing with Government-owned equipment.

PAYMENT FOR CIVILIAN USE OF GOVERNMENT EQUIPMENT

Now, I think, also, that you ought to investigate how much Gov-
ernment-owned equipment is being used on civilian work and whether
or not you are getting rent for it.

Mr. ToxaTrus. Well, we have procedures for that and use agree-
ments that we enter into with companies and if the Government-
owned equipment is used on nongovernmental work, the use of that
equipment is covered by usage agreements. This is a matter of basic
policy in the Armed Services Procurement Regulations.

Representative Grirrrras. Well, I would assume that you are not
renting out equipment for private use when you need it elsewhere for
Government use.

60-399—66——7
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Mr. Chairman, may we make a copy of this report a part of this
record ?

Chairman Doucras. Without objection, that will be done.

(See appendix 4, p. 240.)

Representative Grrrrrras. Thank you very much. My time is up.

Chairman Doucras. Senator Jordan?

STANDARDIZATION AND LIFE OF MILITARY HARDWARE

Senator Jorban. Thank you, Mr. Chairman.

Mr. Secretary, I also commend you for a very fine report. I want,
first, to ask some general questions about standardization and the life
cycle of military hardware.

I know that your job of procurement must be compounded tremen-
dously by the fact that the life cycles of military hardware are very
likely to be affected by obsolescence, by change in design, and by
change in plans. I can see the tremendous burden this puts upon
you.

Tell us for the record, if you will, are we using any of the military
hardware, weapons, ammunition, or aircraft that were effective in
World War I1?

Mr. IenaTrus. Are we using, today, any equipment that was effective
in World War IT, in Vietnam?

Senator JorpaN. That were standard in World War IT.

Mr. Ionatrus. Yes, sir; just quickly responding to your question,
I donot think of too many things.

For instance, let’s take some basic items: The rifles we are using are
the M-14 and M-16; in World War IT we used the M—1. We do not
use many tanks in Vietnam; those that we do have are quite different.

The personnel carrier we use is the M—113, which is new, and was not
available in World War II. We have, by and large, in the small-
arms field, reequipped with the 7.62, including the M-14 that I men-
tioned, the M-16 machinegun, the .30 caliber equivalents, I mentioned
the rifle and machinegun equivalents were used in World War II, so
there is not much of that.

In terms of aircraft, we did not have helicopters, and we use many
now. Interms of the fixed-wing, most of the fixed-wing arenew. The
only one I can think of that might be similar, it is not identical, but
there might be similar equipment to the O-1 aircraft which is the
single-engine observation plane. There are various commercial ver-
sions, the Piper Cub and Cessna. Here there would be similarities,
but I am sure the performance would be different.

In short, I do not think of too many items, although I am sure there
are some. Perhaps thebayonet is the same; I would guess it is the same.
The uniform items have changed pretty much. There may be some
In terms of support equipment, certain generators that go back to that
time, but I do not right offhand think of too many, Senator Jordan.

Senator Joroan. How rapidly do systems change? Will you give
us the same rundown with respect to the Korean war ?

Mr. Ienarius. Well, some of what we used in Korea we are using
in a limited way. For example, Korea was the first, I believe, where
we used helicopters to any extent and the Bell and Hiller observation
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helicopters were introduced in the Korean war. This would be the
OH-13 and the OH-23, and some of those are still being used in
Vietnam and quite a few of them are being used in the United States.
We also have a new light observation helicopter, the O-6, which re-
places it and which is just coming into production. Of course, we
have a whole family of new helicopters of the turbine variety, the
UH-1 being the ones we use in the largest number, CH-53, 51, that
weused in Korea. Therehasbeen quite a change there.

I would suspect some of the trucks of the standard variety, two-
and-a-half ton. I know the three-and-a-quarter ton goes back 14
years, so that would go back to Korea.

Generally speaking, the military vehicles of the standard sizes prob-
ably go back to that period. There are new ones under development
and limited procurement.

The tank has changed since then, I believe we had the M—48 tank in
Korea. We have the M-60 now. We used the M-1 and .30 caliber
arms systems then and we now have the .762 and .556, which is the
M-16 rifle, so there has been quite a lot of change since Korea, but not
as much as since World War 1I.

Senator Jorpan. That is a very uncertain procedure, then, trying
to determine what the useful life of any system is.

Mr. Ievarius. Yes, sir; it varies. The .45 caliber sidearm, I be-
lieve, goes back to the Philippine Insurrection; that is a long time
ago, and we still use it and it 1s a real good sidearm. The 3/-ton truck
goes back 12 to 14 years, I believe. I donot think you want to replace
for replacement sake. I think you want to replace if you have a real

ood reason. The real good reason ought to be a significant increase
1n combat effectiveness or a significant increase in doing the job less
expensively. To change for the sake of changing simply costs money
and complicates our supply system. As you bring in undue variety
you have serious logistics problems.

VALUE OF STANDARDIZATION

I might mention, Senator Jordan and Mr. Chairman, that in some
areas the value of standardization has been brought very directly to
our attention as a result of Vietnam. For example, materials-han-
dling equipment, the many makes and models complicate our spare
parts supply.

The bulldozers—many makes and models make supply support
difficult. Generators is another area. We have a major project going
on generators to try to reduce the number of military standards in
order to improve effectiveness; that is, we will not have as much dead-
line because we will have not as many parts to keep in the supply
system. Y ou cannot guess right on all of these.

REDUCING DOWNTIME OF EQUIPMENT

Senator JorpaN. Mr. Secretary, the Comptroller General’s report
of November 29, 1965, on page 121,'% said that Army reports disclose
that for the 18-month period October 1, 1962, through March 31, 1964,
a daily average of 318 helicopters and 119 fixed-wing aircraft, a total

12 Staff study, 1966, p. 121.
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of 437 Army aircraft were in a grounded status because repair parts
were not available when needed.

The Comptroller’s report suggests also that the publication and
promulgation for standard rates for deadlining and reordering may be
responsible by having relieved personnel on the site of responsibility.

We have had a tremendous stepup in the use of these aircraft in
Vietnam. Have steps been taken to reduce the downtime of these very
effective helicopters and fixed-wing aircraft ?

Mr. Ienatrus. Very substantially, Senator Jordan. The largest
single unit in Vietnam that uses helicopters is the 1st Cavalry, Air
Mobile Division. I get a weekly report on their deadline rate for
helicopters and it has been quite satisfactory. The deadline rate is
below what our norms would call for and this is true also of the fixed-
wing aircraft in the 1st Cavalry as well as in other Army units in
Vietnam.

With respect to aircraft operated by the Air Force, the Air Force
for a number of years, I think, has had a very excellent system of con-
tro&tof the NOR system, as they call it, “not operationally ready” air-
craft.

They maintain daily reports that come into Wright-Patterson Air
Force Base, the headquarters of the Air Force Logistics Command
where they know the aircraft that are down in all theaters in all parts
of the world.

We are experiencing very satisfactory performance in our fixed-
wing and rotary-wing aircraft in Vietnam. The only place where we
are not satisfied in respect to deadline rates, Senator Jordan, is in
materials-handling equipment and bulldozers, and we have taken
action to deal with that. The action we have taken is to reduce the
variety of makes and models to a smaller number of standardized
items, so that we can, in fact, support them better.

Senator Jorban. Thank you, Mr. Secretary.

Chairman Doucras. Any other questions?

Representative Curris. Yes, Mr. Chairman.

Chairman Dovucras. Mr. Curtis.

Representative Curris. Mr. Secretary, some of these points that T
will raise, I think, would best be answered in the record, if you would.

Mr. Ionarrus. Yes, sir. .

Representative Curris. We do read the record and it becomes a basis
for further points. . .

I think I will skip this shelf-time item because Admiral Lyle will be
here and you have gone into it to some degree.

USE OF RENEGOTIATION ACT

The Renegotiation Act is up again for renewal before my com-
mittee, the Ways and Means Committee, and the Senate Finance
Committee. _

I have felt for years that this should be eliminated, not that the
process of renegotiation should be eliminated. I think you have to
have it. At the same time, I think the military has been doing a
very good job in putting what I called renegotiation clauses in their
contracts. It is simply a question of whether the people who nego-
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tiate the original contract are the ones best able to go over it in light
of actual performance to determine where the renegotiation should
apply rather than an independent board.

I can see in times of emergency procurement why we established
the Renegotiation Board to do these things. I think for your response
and maybe for the record would be this question :

In effect, I think you have bypassed the Renegotiation Board
through the development of your clauses, the various clauses in your
contracts, your incentive contracts, which I applaud. But they
really go against the theory of the renegotiation. I guess this is
the question to ask you directly here—has the Department of Defense
thought this over as far as a basic recommendation to possibly handle
this within-house, within the Defense Department rather than have
an independent board ¢ .

Mr. Ie~atrus. If I understand the question, you are not suggesting
the exclusion of, for example, incentive contracts from the renegotia-
tion procedure

Representative Curris. Oh, no.

Mr. IenaTius (continuing). But rather that it be done by the De-
partment of Defense as opposed to the Renegotiation Board.

Representative Curris. That is right. I like to see the flexibility.
I have often argued that the Board somewhat becomes a crutch. I
would rather rely on what I think is true, the honesty, integrity and
ability of our procurement officers. They are the ones who are best
able to judge this in regard to new equipment, where no one can get the
costs ahead of time to do the renegotiations. That is the theory.

Mr. IenaTivus. Let’s give you a response for the record, but just
ofthand I believe consideration has been given to the question of
whether incentive contracts should be subject to renegotiation. I am
not aware of any consideration having been given to us doing the job
as opposed to the Renegotiation Board.

Mr. Marroy. Notrecently.

Mr. Ienarros. We will look into that and give you a fuller response
for the record.

Representative Currrs. This is coming before the Ways and Means
Committee and T will be asking questions then, but I think it relates to
our overall study in procurement practices. I would think we would
have a much better system without this extraneous operation.

(Material which follows was subsequently submitted by the De-
partment:)

RENEGOTIATION

The reason advanced for the transfer of the Renegotiation Board from the
Department of Defense to an independent agency in 1951 was that only the
creation of a separate agency would insure the objectivity of independent judg-
ment and the uniformity of decision so essential to the fair and equitable
administration of renegotiation. We congider this reasoning still valid.

Certain DOD contracts do provide for price redetermination by our contracting
officers and this redetermination does give us a second look at costs. However,
each redetermination may not be as effective as it should be. At the present
time the Renegotiation Board determines whether, and the extent to which, the
contractor’s total profits from all its contracts in a fiscal year, are excessive in
the light of the factors prescribed in the Renegotiation Aect. There are present
advantages to a contractor in that overall profit may be derived after losses
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or subnormal profits on some contracts have been offset against high profits of
others.

The Government has no direct contract relations with subcontractors and it is
difficult to redetermine subcontract prices through the prime contractor. The
profitability of defense business generated by all contracts negotiated with a
contractor will not be known until the results of performance in his respective
fiscal years have been recorded. The present Renegotiation Board provides the
means for reviewing such profits on an overall basis.

The placing of the renegotiation responsibility within the Department of
Defense would not take care of those contracts of other departments which are
also subject to renegotiation. These other departments may want to establish
boards of their own. However, it would be difficult to get all departments to
work together to achieve uniform renegotiation results. The regulations would
need to be as detailed as at present and more personnel would probably be
required because of additional problems involving coordinations between de-
partments.

It is our feeling that at the current high level of spending this overall and final
look by an outside board operates as a means of assuring the public of effective
procurement.

EXECUTIVE OFFICE POLICY ON PROCUREMENT OF COMMERCIAL-TYPE ITEMS

Representative Curris. Another subject for response to the record:
The Bureau of the Budget has finally issued circular A-76 that this
committee has been most anxious to have issued. I would like to have
the Defense Department’s comment on this. (See below.)

CONSIDERATION OF LOCAL TAXES

There are many aspects of it that I would like to comment on, but
one in particular. I was disappointed in not having an item in here
in lieu of local taxes. The fact is that our Government, with its
Federal installations or operations, does not pay local taxes and
yet it derives the benefit from States—sewers, police protection, and
so forth. It would seem to me that this should be clearly spelled out
as one of the items of cost. Would you supply for the record your
comments in regard to this new guideline that has been published ? '3

GAO REPORT ON USE OF PROCEEDS FROM SURPLUS PROPERTY SALES

We have a March 18, 1966, report from the Comptroller General
on cost of sale of surplus property and disposition of proceeds. The
GAO will be testifying before us. Whether you have had an oppor-
tunity to go over this report of the Government Accounting Office or
not, I do not know, but at any rate it would be better, I think, if
you supplied your comments for the record.

Mr. Ienarrus. We will do that. I have read a summary of the
report. I have not read the full report, but my staff is reading it
and we will comment on that for the record.

(The Department subsequently supplied the following :)

DOD CoMMENTS oN BOB CIRCULAR A-T6

The Department of Defense considers that Bureau of the Budget Circular
A-76 contains comprehensive and sound guidance on the policies which all Gov-
ernment agencies must follow in determining whether products or services
are to be provided by contract or by Government personnel. Department of

13 See also, Report, September 1964, pp. 11-12.
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Defense will comply fully with this circular, as a part of our efforts to achieve
maximum economy and efficiency in the provisioning of all required products
and services, with the reduction of unnecessary costs continuing to be one of
our primary objectives.

As this circular was prepared by the Budget Bureau, any detailed response
as to the reason why local taxes are not included as a cost consideration must,
of course, come from that agency. However, it is our understanding that this
element of cost involves various legal, economic, administrative, and budgetary
problems which make its inclusion in any cost comparison formulas inadvisable.
Moreover, it appears that the 10-percent differential, which the circular requires
be added to all Government costs involving new startg of commercial or indus-
trial activities, provides ample protection against any inequities in cost com-
parisons which might result from omission of local taxes.

Chairman Dougras. We have made the GAO report on the adequacy
of controls over Government-owned property a matter of record.
(See appendix 4, p. 240.) Would you like to have this made a matter
of record also?

Representative Curtis. Yes, Mr. Chairman, I would.

See appendix 5, p. 278.)
hairman DoucLas. And there is still a third GAO report to be in-
cluded on the use of high-priority requisitions.

(See appendix 6, p. 289.)

Representative Curris. We had, Mr. Secretary, an informal briefing
on the newly established Defense Contract Administration Services,
which I thought was quite good. Following that up, 1 had asked fur-
ther questions. I think, in fact, that I have here a letter sent from
Mr. Malloy, who is the Deputy Assistant Secretary of Defense, who
sent the chairman a letter dated February 8, 1966, along with some
data, including a summary listing of Department of Defense plant
cognizance assignments of the installations and logistics.

One of the questions I raised is why various categories of contracts
have been excluded from Defense Contract Administration Services,
DSA, or are being considered for exclusion. There is a response to
this question and also a memorandum for Deputy Director for Con-
tract Administration Services of March 7, 1966, which Mr. Chairman,
I would like to have in the record, too.

Chairman Doucras. That will be done.

(See appendix 8, p. 305.)

EXCLUSION OF CONTRACTS WITH COLLEGES FROM DCAS

Representative Curris. Then I had this one additional comment.
Perhaps we will supply some questions on this. I have not had a
chance to go into this as fully as I would like. However, in attach-
ment No. 3 there was a footnote stating that contracts to 300 colleges
are now administered by military departments rather than the DCAS.
(See p. 96.) I wonder whether you would agree that with regard to
colleges, contracts should be centrally administered, not administered
by individual departments, in order to lessen perhaps what some of
the universities feel is interference in university affairs.

I am not sure that that would be the case, but if you have any com-
ment on that specific now, I would be glad to receive it, otherwise
just comment for the record, along with the other questions.

Mr. Ie~aTrus. All right, sir, we will.
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(Comment later supplied by Department follows:)

All DOD contracts which require on-site administration at colleges are being
administered by a single DOD component, the Office of Naval Research. The
Office of Naval Research was selected as the sole DOD contract administration
representative at colleges because it had a field organization for this purpose
in being, and had available the kind of scientific personnel best qualified to
administer contracts with educational institutions, which are predominately
for basic research.

POLICY ON MULTIPLE SUPPLY SOURCES

Representative Curtrs. I want to follow up on a question that I had
asked Secretary McNamara concerning the theory of not relying on
one supply source. I know your policy is to develop alternate sources.
This problem occurred in East Alton with regard to the small arms
ammunition, I believe, of Olin-Mathieson. The Secretary then said
that you were in the process of developing other sources of supply.
(See p.43.)

Have you any up-to-date report on that ?

Mr. Iexarrus. In addition to Olin-Mathieson at East Alton, which
produces this powder, we have opened the Government-owned standby
plant at Baraboo, Wis., I believe it is, that makes the same kind of
powder.

Secondly, there is more than one kind of powder for small arms.
Olin-Mathieson made one in particular; Baraboo is making the same
one, but there are other sources for the other types of powder that is
used and we will give you a detailed report of this for the record, show-
ing you the guns for which the different powders are used and the
procurement sources that make the various powders.

Representative Curris. This question, of course, is directed only
toward this as an example of the overall policy which the committee is
concerned with.

Mr. TexaTrus. Let me make just a quick overall comment and I will
keep it, very, very quick.

In this case of this particular powder, the Army at one point gave
some consideration to having an alternate source, but the quantity was
so small; in peacetime you do not use much of this, that it is not an
economical operation, and so you maintain your insurance policy, so to
speak, in the form of a stockpile of powder——

Representative Curtis. You can stockpile it ?

Mr. Ienarrus. Yes, sir.  You can, and we had large quantities on
hand and we took approximately a 30-day strike at Olin and we had,
as I say, large quantities on hand. It getsto be very costly to keep cur-
rently in operation alternate or duplicate sources on all of your items
and I think that this is a case where you ought to confine it only as
necessary and in the case of this particular powder, as I say, the Army
lookﬁd into it, tried to interest some companies in it and they were so
small.

Now, you get into war and you have, of course, the large consump-
tion and your stockpiles carry you over until the new producers come
in and we have standby plants that we bring into being to meet the
increased consumption that inevitably occurs.

Representative Curris. The experience that you had overall with
an emergency situation worked out ?
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Mr. Texarrcs. As Mr. McNamara testified, we always could have in-
voked the Taft-Hartley act had the strike continued. We were hope-
ful that it might be settled and it was, in fact, settled, and the

East Alton plant is in production and, as I say, we had made a deci-
sion—quite apart from the question of the strike—to open the Badger
Ammunition Plant in Wisconsin, not as an alternate source for protec-
tion, not because of the strike, but because the consumption in Vietnam
was increasing so tremendously.

Representative Curris. Thank you.

Chairman Doucras. Thank you very much, Secretary Ignatius, for
this report.

Mr. Ienarros. Thank you, Mr. Chairman.

Chairman Doucras. I thank your associates, too.

We have kept Admiral Lyle waiting. I wonder if he would be
willing to come forward.

Admiral Lyle, we are very happy to have you here. You are in a
very difficult and important position and we appreciate your services
therein.

STATEMENT OF VICE ADM. J. M. LYLE, U.S. NAVY, DIRECTOR,
DEFENSE SUPPLY AGENCY

Admiral Lyie. Thank you, Mr. Chairman. Shall T proceed, Mr.
Chairman?

Chairman Doucras. Yes, if you would, please.

Admiral Lyre. Mr. Chairman and members of the committee, I am
grateful for this opportunity to report to you again on the operations
of the Defense Supply Agency in the performance of its assigned mis-
sions and on the status of its major programs.

Since I last appeared before you, we have experienced an extremely
large increase in the demands for supply and service support of mili-
tary forces deployed to southeast Asia and of related troop augmenta-
tions to reconstitute the strategic reserve. Primary management
attention and first priority in the application of available resources
have, of necessity, been assigned to satisfying these requirements.
Activities directed toward system improvements and other longer
range benefits have received less attention than might otherwise have
been the case, but they have by no means been neglected.

The increased demands placed upon our system in support of south-
east Asia operations have subjected it to the most prolonged, severe,
and extensive test since DSA was established. The following com-
parisons will give you some appreciation of the impact on our supply
system as a result of the military buildup and large-scale deploy-
ments:

In the first 7 months of this fiscal year, the dollar value of issues of
stock fund supplies aggregated $1.5 billion, approximately $500 mil-
lion—or 45 percent—above the peacetime level for which we had
budgeted.

In the same period, we placed contracts aggregating $2 billion to
bring inventory levels in line with the continuing growth in military
demands. This 7-month contract volume exceeded by almost $300
million the previously planned volume for the entire fiscal year.
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The volume of requisitions received and purchase requests gener-
ated by our supply centers for the first 7 months of fiscal year 1966 has
exceeded the volume experienced in a comparable period in fiscal year
1965 by 2.5 million line items.

Tonnage received by and shipped from our depot system during the
first 7 months of fiscal year 1966 has been approximately 55 percent
higher than a year ago.

The response of our supply centers and depots to this surge in de-
mand has been most gratifying. We have had to recruit and train
additional personnel and to resort to high overtime usage to cope with
the workload growth. We have also witnessed significant increases
in productivity during the first 7 months of this fiscal year. As meas-
ured by work units per productive man-hour, these increases have
exceeded 20 percent in each major supply operating area, when com-
pared with the average productivity of fiscal year 1965,

While I do not wish to leave the impression that we have encoun-
tered no supply problems or that we are complacent about our capabil-
ity to respond to emergencies, I am pleased to report that the DSA
system has stood up well. Our supply effectiveness, as measured by
the availability of stocks in being to satisfy requisitions received, had
reached a highly satisfactory 93 percent prior to the Vietnam buildup
last summer. Despite the impact of the great surge in demand, sys-
tem effectiveness has held at or about 87 percent. We are giving first
priority in the distribution of supplies to the forces in or deploying to
Vietnam and to the outfitting of recruits, and have been able, with a
few isolated exceptions, to support these elements adequately. As
may be expected with an increase in demand of this magnitude across
a supply system encompassing 114 million items, we will have support
problems and some shortages from time to time, but I am confident
that with the continued cooperation of the military services and the
support of industry, we can cope with them.

Turning now to some of our major programs: Last December, with
the activation of the Los Angeles and San Francisco Contract Ad-
ministration regions, we completed the nationwide conversion of the
contract administration services function from separate management
by the three military departments to a consolidated operation under
DSA management. "Some 165 offices employing almost 20,000 person-
nel have been reduced to approximately 100 offices in 11 regions. Our
basic program, exclusive of added requirements to support southeast
Asia operations, envisions reductions in direct Government expendi-
tures agoregating $19 million per year, to be fully realized by fiscal
year 1969,

EFFICIENCY OF DCAS

Chairman Doucras. Admiral, is this a reduction in personnel ex-
penditures only, or reduction, also, in material costs?

Admiral Lyre. It is primarily in reduction in personnel, Mr. Chair-
man, almost exclusively.

Representative Curris. Could T ask for your comment; would you
agree that the quality is improved and also productivity of the serv-
ices that you are rendering in contract administration ?
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Admiral Lyre. Mr. Curtis, I am not sure that we have enough ex-
perience to really state that conclusively yet, but we do have this in-
dicator that relates to your question.

We anticipate that to support the increased workload stemming
from the increase in procurement as a result of the Vietnam buildup
we will be able to accomplish this with a disproportionately lower in-
crease in staffing, so I think this does attest to an increase in efficiency
and quality.

Representative Currrs. T hope that you are doing it. Probably the
wages or the salaries paid to this personnel group will be greater per
individual, as it should be, because of the quality of people you are
getting. That is the advantage of developing this esprit de corps
that I see existing here and it is why I think your performance wil] be
vastly improved. T am tremendously impressed with this operation.

Admiral Liyre. I share your feeling on the matter of esprit de corps
and quality. The sense that I have from going around through the 11
regions, and I have now visited almost all of them, is that there is,
following the natural disruption of the transition, now a significant
and marked feeling of pride and esprit de corps and a sense of pur-
pose and accomplishment in doing the job.

Representative Curris. Thank you, sir.

Admiral Lyre. As has been the case for most of our supply and
service missions, the workload incident to this assignment has been
significantly affected by the expanded requirements generated by the
southeast Asia emergency. The increased volume of contracts placed
by the military departments and by DSA itself, as well as requests to
expedite deliveries against outstanding contracts, has already been
reflected in increased workloads in all regions. We expect that the
workload volume will increase by 40 percent above the level prevailing
when we undertook the assignment. Our experience to date indicates
that we shall be able to perform the added work with less than a 20-
percent increase in the reduced work force which we are scheduled to
employ. Accordingly, we can assure you that reduced costs per unit of
work performed—one of the principal objectives of the consolida-
tion—will certainly be achieved.

We are participating with the military departments, under the
direction of the Office of the Secretary of Defense, in a joint review
of the application of the new item management coding criteria, which
Mr. Ignatius mentioned, to all items in Federal supply classes desig-
nated for integrated management. The review is scheduled for com-
pletion by the end of calendar year 1967. (See p. 70.)

We were most encouraged by your committee’s endorsement of the
agreement entered into last year by the Department of Defense and
the General Services Administration. This agreement envisioned the
fitting together of our respective supply management capabilities in
a cooperative arrangement which would insure effective and efficient
supnly management for the Federal Government without impairing
performance of our separate primary missions.**

Representatives of the Federal Supply Service and the Defense
Supply Agency have proceeded, in the intervening months, to give
effect to the principles and eriteria set forth in the agreement. As

1 Report, July 1965, p. 3 ; see also Staff Materials 1965, p. 214, et seq.
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Secretary Ignatius has advised you, this has resulted in the identifica-
tion of some 53 Federal supply classes as susceptible to primary assign-
ment to the Federal Supply Service for support of both Department
of Defense and Federal civil agencies.

I would like to amplify his remarks on plans for DSA support of
other Federal agencies for selected commodity classes. While we
do not seek these assignments as a means of building our responsi-
bilities, we are ready to undertake them when significant Government-
wide benefits are assured. The agreement recognizes that such bene-
fits will accrue under the following conditions:

First, the supplies in question must qualify under agreed criteria
for management by the Defense Supply Agency for Defense users.

Second, it must be demonstrated that separate management by the
General Services Administration or another civil agency would result
in significantly higher costs to the Government.

Third, assumption of the mission will not impair DSA performance
of its primary military support mission.

We advised you a year ago that we had initiated a test of perishable
subsistence support of certain Veterans’ Administration and Public
Health Service hospitals by our Chicago subsistence region. The test
demonstrated that significant economies could be achieved for standard
items which are used by civil agencies and are procured in quantity
for military users, but that centralized supply of nonstandard items
resulted in no significant benefits. Accordingly, we have agreed to
make the procurement services of our subsistence regions available to
these agencies and have suggested that local arrangements be made
between the agencies and our regions to cover support by standard
DSA-managed subsistence items.

Studies conducted jointly with the General Services Administration
and principal civil agency users indicate that DSA support of all Fed-
eral agencies for fuel, electronics, and clothing and textile supplies
promises significant Government-wide benefits. Accordingly, DSA
support of all Federal agencies in these commodities has been approved
in principle by both Defense and GSA, and detailed plans for the
assumption of this responsibility, together with the identification of
the savings to be achieved, are being developed.

Meanwhile, a number of separate interagency agreements between
DSA and certain agencies have been negotiated. As a result, DSA is
currently supporting the Coast Guard with a full range of our mate-
riel. We have recently updated our agreements with the Veterans’
Administration and the Public Health Service with regard to our sup-
port with selected medical items. We are also currently supporting the
National Aeronautics and Space Administration and the Federal
Aviation Agency with electronics materiel and the Office of Economic
Opportunity with clothing and subsistence items.

We are continuing to pursue several separate but coordinated efforts
to reduce the number of items used in the supply system of the Depart-
ment of Defense. Our endeavors over the past year have encompassed
the following:

(1) Completion of a pilot test of an engineering data retrieval sys-
tem, which seeks to inhibit the entry of unnecessary new items in the
design process by making available to the design engineer information
on items already in the system.
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(2) Application to selected classes of a newly designed item entry
control system involving the technical screening of proposed new items
before assignment of a Federal stock number. The system will be ex-
tended to additional high growth classes in the near future.

(3) Vigorous purusit of an item elimination program within DSA
managed classes, resulting in the withdrawal of 143,000 items from the
supply system and the Defense catalog in fiscal year 1965. Elimina-
tions during fiscal year 1966 are expected to result in the withdrawal of
an additional 140,000 items.

Representative Corris. Do you have this on computers?

Admiral Lyre. Well, the items, of course, are on the computer at the
Defense Logistics Services Center, but the process for eliminating them
or considering them for elimination is not in itself on the computers,
Mr. Curtis.

Representative Corris. Thank you.

Admiral Lyre. And (4) continued progress in the development of
improved Federal item identification Guides. These will make the
cataloging system more responsive to a broad spectrum of logistic
requirements, including standardization, substitution, materiel utiliza-
tion, and procurement.

There is encouraging evidence that these and other efforts through-
out the Department of Defense are paying off. After more than a
decade of rapid growth, the number of items in the Defense section of
the Federal Catalog registered its first significant decline in the latter
half of 1964. This favorable trend was continued in 1965 with a net
decrease of approximately 170,000 during that year.

UTILIZATION OF LONG SUPPLY

Efforts to increase utilization of long supply and excess assets within
the Department of Defense continue to bear encouraging results.
Central screening of releasable assets reported by military service in-
ventory control points to the Defense Logistics Services Center re-
sulted in the interchange of assets valued at more than $1.4 billion last
year. Assets valued at $851 million which were declared excess by
the military services were utilized in the same period. The utilization
of excess and releasable assets has been significantly improved through
provisions for special handling of high value items, those having a
value in excess of $10,000.15

This program centers around the publication of special bulletins
containing E%ull descriptive information and data on high value items,
including photographs, and tailoring the description of the item to se-
lected potential users; and making telephone contacts with potential
users to inform them of substitute and interchangeable uses of high
value items. Through the weapons system utilization program, ma-
teriel valued at $1.7 billion was distributed to alternative users, of
which almost $300 million was transferred to other Federal agencies
between 1961 and 1965.

The utilization of excess automatic data processing equipment is a
more recent and specialized addition to our materiel utilization pro-
gram. Under our system, a data processing equipment, that becomes

15 Report, July 1965, p. 3.
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excess to a Defense agency’s needs is reported to our Reutilization
Screening Office. This office then circulates bulletins and takes other
measures to advertise the availability of the excess equipment. This
program is not confined to the Department of Defense, however, but
through cooperative arrangements with the GSA, it extends to all
Federal agencies—with provision for movement in both directions.

In fiscal year 1965, $32 million worth of excess equipment was
utilized within the Department of Defense. In the first 6 months of
the current fiscal year, the Defense Supply Agency redistributed $50
million worth of excess ADP equipment, of which $38 million worth
involvgd joint action with the General Services Administration. (See
p- 115.

OTHER COMMITTEE RECOMMENDATIONS

A significant recommendation in your last report centered around
institution of a program by DOD and GSA to match agency needs
against existing inventories of long supplies within the Federal Gov-
ernment.” DSA and GSA are currently working out the details of an
agreement which will provide for direct contact between Defense
supply centers and the Federal Supply Service to screen requirements
agamnst stocks in long supply. Interservicing of long supply stocks will
be carried out for all items common to both DSA and the Federal Sup-
ply Service. Approximately 1,100 such dual managed items have been
1dentified thus far. Direct contact at the inventory control point level
will facilitate exchange of long supply assets, and the mutual use of
Milstrip procedures will permit the exchange within the framework of
current procedures and regulations to the maximum feasible degree.

Aside from the priorities imposed by the current military emergency,
certain other practical impediments stand in the way of early effective
action to employ full mechanized screening of Federal-wide long sup-
ply assets by the Defense Logistics Services Center. In the first place,
the demands placed upon the Logistics Services Center over the past
several years have outstripped its existing computer capabilities. ~We
are now in the process of designing a long-range system for the center
and of acquiring new and more sophisticated ADP hardware to sup-
portit. (Seep.118and appendix 11, p. 408.)

This could well provide for the capability envisioned in your recom-
mendation. In the second place, any agency desiring to participate
in the program would need to develop a capability to tie in with a
highly sophisticated mechanized system, and you may wish to secure
the advice of civil agencies on this aspect of the problem.

Secretary Ignatius has advised you of the steps which have been
taken to improve the management of short shelf life items through-
out the Department of Defense. Action which we have taken within
the DSA supply system is fully in accord with the newly developed
policies and procedures. We have reviewed and strengthened our
shelf life management system to insure that shelf life items are identi-
fied at the time of entry into the inventory, that shelf life items are
stocked in limited quantities, that first-in"items are the first issued,
and that warehouse stocks are constantly under surveillance to report
and force issue of materiel approaching the end of its shelf life.

In addition, we have instituted procedures which require laboratory
testing of certain items such as food, medical, rubber, and photo-

¥ Ibid., p. 4.
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graphic supplies to determine whether or not the shelf life can be
extended. The new Defense instruction prescribes standard policies
and procedures similar to those we employ. As part of the govern-
mentwide attack on the problem, DSA represents the Department of
Defense on an interagency committee established to coordinate the
utilization of short shelf life items in the civil defense medical stock-
pile. (See appendix 11, p. 393.)

USE OF $2.8 MILLION MEDICAL SUPPLIES

An interagency agreement between DSA and the Public Health
Service was signed on February 17, 1966, which will facilitate the
exchange of medical items between PHS and Defense. Over $2.8 mil-
lion worth of medical materiel has been transferred from PHS to
Defense use. Additional materiel is under review by the Defense
Personnel Support Center. Actions to transfer items to DSA have
centered on items with matching stock numbers. The interagency
committee is now working on methods of resolving differences in
specifications, packaging, and funding procedures which stand in the
way of fully effective interservicing.

gentlemen, this concludes my statement. Dr. Garvin, our Comp-
troller, and I shall be happy to respond to your questions.

Chairman Dovucras. Senator Jordan, you sort of lost out on the
first go-around. You may question now.

DEPOT SHIPMENTS BY DSA

Senator Jorban. Thank you, Mr. Chairman. T think this is an ex-
cellent statement, Admiral. You state that tonnage received by and
shipped from our depot system during the first 7 months of fiscal year
1966 has been approximately 55 percent higher than a year ago.

I am curious to know if you are able to utilize shipments by sea to
meet most of your requirements in southeast Asia, or are you against
a deadline, an emergency and have to fly a substantial percentage of
supplies over by air ¢

Admiral Lyre. Well, Senator, the great majority of our tonnage
goes by sea. This stems, naturally, from the nature of the commodi-
ties that we handle—large volume, high bulk, clothing, food, and so
forth, and the tremendous volume required to support operations in

-Vietnam necessarily goes by sea.

This matter of differentiation between mode, between the sea mode
and the air mode, is really governed by the standing Defense proce-
dures, and under certain conditions of high priority where the materiel
concerned is susceptible to airlift by virtue of the s1ze and weight, why,
then, it does go by air. For instance, medical supplies on occasion will
go by air and certain essential repair parts will move by air; but the
large bulk of our materiel goes by sea.

Senator Jornan. We read a good deal in the press about the conges-
tion at the docks in southeast Asia. Sometimes ships have to back
away and go back to some place else to refuel and so on.

How prevalent is this?

Admiral Liyte. Well, Senator, T am not expert in this field, but T
have general knowledge that this situation is vastly improved and



104 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

Secretary McNamara testified that as far as Defense-sponsored cargo
itself, as opposed to ATD and other materiel, we are about down to a
normal backlog in the theater for unloading cargo ships, so that this
port congestion at the other end has been largely resolved.

Senator Jorpan. And the system of inventorying at the other end
has been improved so we are getting away from the piles on the docks
that have lost their identity and so on ?

Admiral Lyre. Yes, I am certain this is so, sir. I am not respon-
sible for this operation, but I do know that certain Army logistics
commands have been sent out there and established to cope with this
problem and that they are setting up an organized and rational system
of inventory control.

Senator JorbaN. Thank you. I haveno further questions.

Chairman Doucras. Congressman Curtis?

EFFICIENCY PERMITS BOTH GUNS AND BUTTER

Representative Curris. This is certainly a splendid report, Admiral,
and it makes me feel very good to see this kind of progress.

I would make this general observation: If we can have guns and
butter, and I happen to think we can, it is to a large degree because of
the work the Defense Department has done over a period of years in
bringing about this kind of efficiency and this kind of planning.

I would like to have made a list of the shortages of goods and mate-
riel and of manpower skills. I am thinking of the overall picture of
the economy which we must be concerned about. I can illustrate, of
course, one place where we all know there is a shortage, and that is in
medical skills; doctors, nurses, and so on.

I know specifically we have a shortage of copper. I would like to
have the Military Establishment identify for this committee where you
are experiencing shortages. I think this would be of value to us.
I would like included not just shortages of goods and basic materials
but also of skilled manpower where it has come to your attention.
These are the things that will heat up the economy.

Of course, where there are these shortages, you may have had to
move in and insist upon priorities or you may have recommended that
there be imposed export controls. I do not know whether you had
anything of this kind. I might ask you, do you have anything to do
with the imposition of export controls on hides, which just happened
about a week or 10 days ago? Was it a shortage of hides for shoes:
needed by the military that lay behind this?

(In response to the preceding line of testimony the Department sub-
sequently supplied the following :)

There have been temporary supply shortages of maintenance parts and cloth-
ing items.

These temporary shortages of maintenance repair parts have related primarily
to bulldozers, trucks, forklifts, and warehouse tractors. These equipments have
experienced high deadline rates due to the lack of replacement parts. In large
measure, these shortages were provoked by the rigorous combat operating and
maintenance conditions in Vietnam and the long logistics pipeline involved, plus
the fact that some of the equipment is obsolete and replacement parts are no
longer in DOD inventory. We have acted strongly and directly to alleviate these
shortages by establishing high priority requisitioning procedures, priority air
transportation, expedited procurement, and rapid return of reparable components.
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Measures to prevent or alleviate shortages have been given extremely close aften-
tion, including the monitoring of these efforts by the Office of the Secretary of
Defense.

Prime examples of tight supply situations in the clothing area in support of
Vietnam are the cases of the direct molded sole boot and the lightweight tropical
combat uniform. Both of these are new items of supply which experienced
extraordinary increases in demand over a short period of time. Nevertheless,
adequate supplies of standard fatigues and combat boots have been and are
available to meet replenishment requirements in Vietnam during the period in
which we are building up production of the new items.

It is important to note that, while temporary shortages have occurred, none
of any type have impeded combat operations in Vietnam. This fact has been
attested to by General Westmoreland, our commander in South Vietnam ; Admiral
Sharp, our commander in the Pacific; General McConnell, Chief of Staff of the
Air Force—and by General Wheeler, Chairman of the Joint Chiefs of Staff, Gen-
eral Johnson, Chief of Staff of the Army, and General Greene, Commandant of
the Marine Corps, all three of whom recently visited Vietnam and talked with
commanders down to the battalion level.

There are very few actual shortages in raw materials and basic manufacturing
which are adversely affecting the Department of Defense today. The shortages
which are heavily publicized are world or national shortages which, because
of our defense priorities, do not impact on defense programs. Under the pri-
rities system our needs take precedence over nonmilitary requirements.

Mr. Curtis cited copper as a commodity on which there is a shortage. The
worldwide shortage of copper has posed a threat to general price stability and
orderly marketing as well as continued prompt fulfillment of defense orders.
Only limited amounts of copper are required by the Department of Defense
compared with total U.S. consumption, about 5 percent, under the accelerated
rates required by the Vietnam buildup. We cannot therefore say that defense
programs have suffered because of this shortage. Of course, our problem has
been eased by stockpile releases and future relief is expected from the predicted
increase in domestic copper production over the next few years.

As to shortages of manpower, recruitment of civilian skilled manpower is
difficult for most of the journeyman crafts in many locations where the DOD
has facilities. In the shipyards, for example, active recruitment is underway for
such skills as boilermakers, electricians, electronic technicians, machinists,
pipefitters, radio and air-conditioning mechanies, ship fitters, and welders. The
Air Force is recruiting several thousand civilian maintenance mechanic ap-
prentices for such skills as welders, industrial electroplaters, turret-lathe op-
erators, radio repairmen, grinding machine operators, aircraft mechanics, flight-
line mechanics, aircraft sheet-metal template makers, general machinists, tool-
makers, aircraft instrument and control systems mechanics, pressure instrument
repairmen, optical instrument repairmen, and electromechanical instrument
and control repairmen. Training programs have been expanded to train for
these skilled craftsmen and their helpers.

There is also a shortage of nurses and medical technicians.

The buildup of military forces has required increased training programs for
such skills as those needed for helicopter pilots, airplane and other maintenance
mechanics, electronic technicians, and the construction crafts.

Admiral Lyie. Not to my knowledge; I have no knowledge that
we were concerned with the imposition of these export controls.

Going back to your earlier point, Mr. Curtis, I believe it would be
more appropriate, if I may suggest, that this question that you asked
on shortages in manpower and basic materials and other goods be ad-
dressed to the Secretary.

Representative Curtis. I think you are right. I do think, though,
that 1n the Defense Supply Agency your attention has been directed
and would be directed to see whether you might: be in short supply in
the future?

Admiral Lyie. Yes, sir, I can respond quickly to the major short-
ages that we have.

Representative Corris. All right, please do.

60-599—66——S
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Admira] Lyce. Primarily in the clothing area, as Secretary Igna-
tius indicated, we have experienced some shortages. None of these
affect Vietnam itself except the newly developed jungle boot and the
recently developed lightweight combat fatigue uniforms, and we are
getting substantial deliveries of these and have been for almost a year.
But supply has not yet quite caught up with demand and we are hav-
ing to make up the deficits out of the regular items of both combat
boots and combat fatigues.

As far as the recruit support, we have experienced some shortages
in almost all of the services, but by special measures of various sorts,
by the services themselves and by us, we have been able to insure that
all of the recruits have the essential items in at least minimum quan-
tities.

We anticipate that the recruit support situation will clear up and
improve around about July and August, and in the meantime, as I say,
we are getting by on a minimum essential basis.

We have had trouble in the recruit area, for the Marines with the
raincoat and the overcoat ; with the Army with the raincoat and Army
green coat and trousers. The situation in the Air Force and the Navy
1s much less acute and we have not had to reduce any bag allowances
for their recruits so far, and I do not think we will have to.

Outside of the clothing area, we have had some difficulties with port-
able refrigeration boxes. This has been largely met now. In the area
of fortification materials, we have had some shortages in barbed wire
and concertina wire and sandbags. None of these affected actual im-
mediate needs by the combat forces, but we were not able to respond
fully to requisitions for establishment of pipeline stocks.

We will shortly be out of the woods in the area of these three.

I mentioned the jungle boots and the combat fatigues and, as Sec-
retary Ignatius indicated, we have experienced difficulties in repair
parts for the support of construction equipment and materials han-
dling equipment, and vehicles; and the problem here stems from the
fact that many of these were so-called orphan items of equipment, to a
considerable degree old and now out of production, so that it was diffi-
cut to find sources for the parts.

Representative Curris. And the problem of a variety ?

Admiral Lyre. And this is met by what Secretary Ignatius said
about sending out new items of standardized equipment which will
facilitate the parts support.

Representative Curtis. Thank you.

EFFECTIVENESS OF GSA

You commented that the DSA had responded well. How about the
experience with GSA as far as the military relies on them for certain
supplies? Have they responded well, in your opinion ?

Admiral Lyre. They are responding well. I am not aware of any
problem of any significance. At the time they took over paint and
handtools, there were some temporary transition problems in support
of paint for the Navy, but this was cleared up in a matter of weeks
and we have had no complaints or difficulties since then.
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ROLE OF DCAS

Representative Cortis. You heard a number of the questions I will
be submitting. Many of these probably will come to you, so I will let
that rest. I have some further questions on the DCAS that I wanted to
ask. Figuressupplied to me by Deputy Assistant Secretary of Defense
Malloy show that the services are handling $75 billion worth of con-
tracts while the DCAS is only handling about $25 billion. I was won-
dering for that reason why we could not move into certain areas like
basic research and other contracts at educational institutions; con-
tracts for subsistence items; contracts even for items like headstones
and grave markers ; contracts for stevedoring ; contracts for services of
industry-technical representatives and consultant support services;
and things like that. A fuller list of such items, including amounts,
will be found in the material from Assistant Secretary Malloy that
I asked to be included in the record earlier.

1 would appreciate it if you would supply your reasons for the
record. I would like this committee to have a continuing progress re-
port in this area.

EXCLUSIONS FROM DCAS

Admiral Liyce. We will coordinate with Mr. Ignatius’ office in his
response to your question in that same area, sir.
(The information furnished by the Department follows:)

Assignment of contracts falling within the categories enumerated above to
either DCAS or one of the military departments is considered by individual
category. A determination as to how best to handle each of these specialty areas
is made on the basis of the special skills involved, the degree of direct control
over the contractor which must be maintained by the buying office, the relative
amount of field performance required, and the most efficient utilization of
people. Also considered is the fact that the total dollar value of these types of
contracts does not account for a significant percentage of the total contract
administration services workload.

Basic research and all other contracts at educational institutions have been
assigned to the Office of Naval Research for field contract administration serv-
ices. The Office of Naval Research was selected because it had a field organiza-
tion for this purpose in being and had available the kind of scientific people best
qualified to administer the predominantly basic research-type contracts.

Contracts for subsistence items are awarded by the Defense Supply Agency
(DSA). All contract administration services are retained for performance by
the DSA buying offices except inspection which is requested, as required, from
the Department of Agriculture, the veterinary services of the Army and Air
Force, and from the DCAS. This procedure takes advantage of special skills
available within the military departments as well as those which are available
to DSA from the Department of Agriculture. General inspection services are
provided by DCAS under this arrangement.

Contracts for headstones and grave markers are awarded by Army Support
Services purchasing offices who retain responsibility for all contract administra-
tion services not requiring field performance. When required, field performance
is accomplished by the DCAS office having responsibility for the geographic area.
This permits the most efficient use of people and provides a single point of con-
tact with the Government at the plant locations.

Contracts for stevedoring are usually by military departments at port activities
operated by those departments. These same military departments have been
authorized to perform contract administration services, using the same people
who awarded the contract to maintain close control over contractor activities
at the site. This eliminates the need for travel by those performing administra-
tion services. In those few cases where travel would be involved, field perform-
ance is accomplished by the nearest DCAS office.
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Contracts for services of industry technical representatives and consultant
support services usually require no field contract administration actions. There-
fore, buying offices have been authorized to retain responsibility for administra-
tion of their own contracts. However, should field performance be required,
DCAS has been designated to perform such services for the buying office.

In summary, each of these specialty areas has been considered for assignment
to DCAS. Each case presented a different problem and was handled in a
slightly different manner. But in each case, the best utilization of the skills and
capabilities of available people was the predominant factor in deciding how
the job would be done,

SHORT-SHELF-LIFE ITEMS

Representative Curis. Just a short question on the short-shelf-life
situation. When you said that you are now laboratory testing so you
can extend the shelf life, are you also looking at the possibility of im-
proving packaging and storage techniques? I hope you are. That
would be a very important aspect to examine.

Admiral Lyie. We did not mean that, but I think that you are
quite right that this is something that should be looked at.

What we meant in my statement was that as an item approaches
its prescribed or designated shelf life, we then give it an actual test
to see if, in fact, its utility has been affected and if it has not been
affected or not been impaired, then we will extend it so that we can
continue to use it.

Representative Currrs. The other thing T want to comment on is the
experience we had with hamburgers many years ago—the emergency
ration. It was a good example because this was a higher cost ham-
burger which you would not want to use in the general mess. But
after the shelf time reached a certain point, it would have been cheaper
to have used it in the general mess rather than just dump it, as was
done. I wonder whether in the turnover of your short-shelf-life items
you consider alternate uses such as the hamburger situation illustrated ?

Admiral LyLe. We do, indeed. As a matter of fact, not long ago in
the European theater the Army cooperated with us in using some of
our combat rations that were approaching the end of their shelf life.

COST OF PRINTING

Representative Curris. One final thing and this is one that T am
really interested in: We have talked about many areas to examine, but
one of the big cost items that tends to be forgotten is printing. Any
organization of large size does a great deal of printing. I wonder if
you would give us a report—not now but for the record—on the cost of
printing. Maybe it has to go out of your command. Maybe Secretary
Igmatius will have to give us that.”

The Government Printing Office does the bulk of printing for the
whole Federal Government and I daresay does some for the military.
I do not know how much, but then there is a great deal of printing
going on elsewhere. I think this is a subject that ought to be explored
a bit, and I would appreciate your giving us a little light on this.

Admiral Lyre. The cost of Defense printing ¢

Representative Curtis. Yes, in the Defense Establishment.

17 See also, Report, July 1965, p. 7, and app. 11, pp. 401, 409, 413.
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Admiral Lyre. T am sure I could get that. This comes under the
jurisdiction of Secretary Horwitz, the Assistant Secretary for Ad-
ministration, and I will arrange with him to supply this.

(Material later furnished by Department follows:)

Department of Defense (DOD) printing is obtained from four major sources:

(@) Procurement through the Government Printing Office.

(b) Procurement by DOD contract with private industry.

(¢) Production from inhouse DOD printing plants.

(2) Procurement from DOD equipment contractors (essentially technical
and maintenance manuals for hardware equipment).

The costs to DOD for obtaining this printing in fiscal year 1964, the latest
date for which statistics are available, was as follows (figures are rounded out
to the nearest million dollars) :

(a) Procurement through GPO, $39 million.

(b) Procurement by DOD contract with private industry, $45 million.

(¢) Inhouse production, $53 million.

Costs of procurement of technical and maintenance manuals from DOD equip-
ment contractors are included as a part of the hardware system itself and have
not in all cases been separately identified as printing costs. However, the mili-
tary departments are currently undertaking accelerated programs for obtaining
as much of this printing as possible through area contracts established by the
GPO and for separately identifying the costs of those manuals, which for opera-
tional reasons, must be procured through equipment contractors.

(See also, app. 11, pp. 409, 413; see also p. 176.)

Chairman Doucras. Thank you, gentlemen. We will meet at 2:30,
not at 2 o’clock, this afternoon in this room, and Mr. Lawson B. Knott,
Jr., Administrator of the General Services Administration, will be
our witness.

(Whereupon, at 12:15 p.m., the hearing recessed to reconvene at
2:30 p.m. the same day.)

AFTER RECESS

(The subcommittee reconvened at 2:30 p.m., Senator Paul H.
Douglas, chairman of the subcommittee, presiding.)

Chairman Doucras. The committee will come to order.

We have with us this afternoon Mr. Lawson B. Knott, Jr., who has
become Administrator of the General Services Administration since
our last hearing, when he was Acting Administrator.

Mr. Knott, we know you have risen from the career service. We are
glad to have you here this afternoon and you may proceed with your
statement. My letter of January 26, 1966, to you concerning these
hearings will be inserted at this point.

JANUARY 26, 1966.
Mr. Lawson B. KvorT, Jr.,
Administrator,
General Services Administration,
Washington, D.C.

DEArR MR. KNoTT: The Subcommittee on Federal Procurement and Regulation
plans to hold hearings again this year on the subject of “The Impact of Fed-
eral Procurement on the Economy.”

It will be appreciated, therefore, if you and your staff will give the subcom-
mittee the benefit of your views on the specific recommendations pertaining to
Your agency that were covered in our report of July 1965.

Of specific interest also will be a statement of progress on the procurement and
management of automatic data processing equipment under present laws and
regulations.

The subcommittee is also concerned with the scope and nature of the Govern-
ment’s real property holdings, both military and civilian worldwide, and trends
in acquisitions and disposals. We would like to have copies of statistical data
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you may have with respect thereto for inclusion in a staff report that will be
issued shortly. Your views on real propery management, the impact on the tax
base of these holdings, and disposal procedures and practices will be of value
to the subcommittee.

You will be advised as soon as a suitable date for the hearings can be arranged,
which will be after March 1. As in former years, we will need 100 copies of your
statement at least a day before the hearing date. If further information is
needed by you, please contact our economic consultant, Mr. Ray Ward, phone
No. 173-8169, study room 161, Library of Congress Annex.

Faithfully yours,
Pavur H. DouGLAS,
Chairman, Subcommittee on Federal Procurement and Regulation.

STATEMENT OF LAWSON B. KNOTT, JR., ADMINISTRATOR, GEN-
ERAL SERVICES ADMINISTRATION; ACCOMPANIED BY J. E.
MOODY, DEPUTY ADMINISTRATOR; R. 1. GRIFFIN, ASSISTANT
ADMINISTRATOR; HEINZ ABERSFELLER, COMMISSIONER, FED-
ERAL SUPPLY SERVICE; HOWARD GREENBERG, COMMISSIONER,
UTILIZATION AND DISPOSAL SERVICE; AND HARRY VanCLEVE,
GENERAL COUNSEL

Mr. Kxorr. Thank you, Mr. Chairman.

It is a pleasure, Mr. Chairman, as always, to appear before you and
your subcommittee to discuss the relationship of GSA’s programs to
the work of this subcommittee in the field of Federal procurement and
regulation.

I have with me several members of my staff to assist in presenting
information about the varied GSA programs which are of interest to
the subcommittee.

The stimulus provided by the subcommittee’s annual review, which
we have come to look forward to, of the progress in the field of prop-
erty management has led to many improvements with attendant
savings to the Government and the taxpayer.

Chairman Doucras. Mr. Knott, do you really mean that or is that a
statement intended to placate congressional Members ?

IMPACT OF SUBCOMMITTEE HEARINGS

Mr. Kxorr. Mr. Chairman, I believe if we were to go back to the
early stage of these hearings—I have known about them for about 5
years now—and we were to look at some of the things you were advo-
cating and promoting, for example, in the field of supply, the inte-
grated naitonal supply system, I think is more directly attributable
to the support and constant prodding of this committee than any other
one single factor.

Chairman Doucras. I thank you for this. Out of a fit of generosity,
I want to say Congressman Curtis shares credit for this, too, because
he has been crusading on this for some time. I hope he on the west
bank of the Mississippi and I on the east bank of the Mississippi may
use this handsome eulogy.

Mr. Kxorr. It is true that these phrases do have a way sometimes
of sounding rather stereotyped, but I can say this with a great deal
of conviction and I have sald this to Congressman Curtis in private
conversations and I kiow he knows we feel very strongly that this
is so.
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The Joint Economic Committee has been very helpful. Its interest
has served as a catalyst that operates between authorizing and appro-
priation and funding activities that brings Government agencies to-
gether, and if there is one thing that GSA ought to stand for and
ought to be able to lead the way on with the right kind of support,
and that is the elimination of duplication of activities.

Chairman Doucras. This handsome tribute pleases us very much.
T hope you will not mind if upon occasion we refer to it. [Laughter.]

Mr. Kxorr. Thank you, sir.

DSA/GSA AGREEMENT

Last year we reported to the subcommittee that an agreement be-
tween GSA and DOD governing supply management relationships
had been signed in late 1964. The agreement envisions the fitting
together of supply management capabilities of DSA and GSA to
form a coordinated national supply system for the Federal Govern-
ment.

This will provide the Federal Government with an efficient and
economical system for the procurement and supply of personal prop-
erty and will eliminate avoidable duplication. For example, there are
presently some 1,100 items stocked both by GSA and DSA. We be-
lieve that little, if any, of this duplication will continue to exist under
this dual management when the joint studies now underway are
completed.

During the past year, DSA and GSA have proceeded toward pro-
gressive implementation of this agreement. The DSA/FSS Material
Management Review Committee (MMRC), established last year, com-
pleted its examination of 152 Federal supply classification (FSC)
classes now managed by DSA to determine those which should con-
tinue to be managed by DSA and those which should be transferred to
GSA. TFifty-three of these FSC classes studied were assigned to GSA
and 99 remained with DSA. The 53 classes assigned to GSA will be
transferred late this year.

PROGRESS TOWARD A NATIONAL SUPPLY SYSTEM

Integration of civilian agencies into the national supply system.
Basic plans have been developed and actions taken to integrate the
supply systems of several civilian agencies into the national supply
system. The subcommitttee was specifically interested in four agen-
cies and selected commodity classes.

We have made good progress in these areas:

1. Analysis of cost and resource data on electronic, fuel and cloth-
Ing and textiles indicates that it is feasible for DOD to support civil
agencies for these items. We are now ascertaining what Government-
wide savings would result from assignment of Government-wide sup-
ply support for these items to DOD.

) Chf;irman Doveras. You are willing to give up jurisdiction on these
1tems?

Mr. K~orr. Yes, sir; again, where they have the major capability,
the major interest, it will avoid duplication and effect savings for the
Government overall, then I think we should go in that direction.
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Chairman Doucras. You are to be commended. A most unusual
type of Government official to surrender jurisdiction and cede power.

Representative Curtis. But this is reciprocity, is it not.?

Mr. Kxorr. Yes; it should work both ways. [Laughter.]

But you notice in the items we studied between GSA and DSA in
a more narrow field that actually more items stayed with DSA than
the ones that came to GSA, but it should be on the basis of the item it-
self rather than the numbers.

2. Further analysis of medical and nonperishable subsistence items
is needed to identify the savings potential before a decision can be
made on the assignment of these items. An indepth study is now
underway to determine whether economies can be achieved through
DSA supply support of these items to the Veterans’ Administration
and the Public Health Service. (See p. 393.)

3. Since we have already established that economies will accrue
through arrangements for the Veterans’ Administration and the
Public Health %ervice to utilize Defense Supply Agency facilities in
fulfilling their requirements for perishable subsistance, such arrange-
ments are now being made on an installation-by-installation basis.

4. A joint GSA/VA review has been made of all other items now
managed by VA to determine those which should be supplied by GSA
and those which should be retained by VA.

5. Following a recently completed item-by-item review, agreement
has been reached with the Post Office Department whereby GSA will
provide direct support to major post offices on all items which the re-
view established should be managed by GSA. This does not include
items identified as peculiar to Post Office Department programs, such
as lockboxes and mailbags, which will continue to be managed by the
Post Office.

Chairman Doucras. Now- the mailbags can be, and I believe are,
being made in the Federal prisons, are they not?

Mr. Knorr. Many of them are; yes, sir.

Chairman Doucras. Could they not all really be manufactured in
the Federal prisons? Could this not be true of the mailboxes, too?

Mr. Knorr. Whether they are made there or not, this is your ques-
tion, not whether GSA or Post Office manages them?

Chairman Doueras. Do you want to go into that question?

Mr. Knorr. I would be glad to explore it. I frankly don’t know
at this point whether——

Chairman Dovucras. These two items, it seems to me, are peculiarly
adapted to Federal prison production. We do not want to have the
time of Federal prisoners lying idle. On the other hand, we do not
want to have them assigned out to private contractors for profit; we
do not want to have them swamping the private market with low
prices because of labor, but production for Government use, it seems
to me, is admirably adapted for the Federal prisons.

Mr. Knorr. Certainly

Chairman Doueras. I am going to ask Mr. Ward to check on this
and I want to say the Federal Bureau of Prisons, I think, is one of
the most enlightened agencies in Government, beginning with the
great Sanford Bates, to whom—he was a Republican, too.

[Laughter.]
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Mr. Currrs. This is my day.

Chairman Doucras. Your time will come.

[Laughter.]

Chairman Doucras. And going on to this splendid fellow who suc-
ceeded Bates, James Bennett, and now into the present executive, I
would say the——

Mr. K~orr. Myrl Alexander. )

Chairman Doveras (continuing). Efficiently and humanely admin-
istered agency of the Government. I have inspected a lot of prisons,
not that I expect to be an inmate, but I wanted to see how the Inmates
were getting on and I have just been delighted with the work.

T think this is a real possibility.

Mr. Kxorr. Well, they, of course, have done a great job for GSA
over the years in providing for our metal shelf needs in our record
centers. This has been one of the standard items that we acquired
through them.

Chairman Doueras. I want Mr. Ward to go into this, because I think
there are real possibilities with the Post Office Department.

Mr. Kxorr. The Post Office Department will redistribute to_the
smaller post offices the relatively few GSA-managed items used by
them. GSA is currently performing all procurement, contract admin-
istration, and quality control for all Post Office Department motor
vehicle requirements.

6. GSA regional depots are now supplying stores stock items di-
rectly to the Federal Aviation Agency. Such items are no longer
stocked at the Federal Aviation Oklahoma City Depot. As you know,
this is their largest depot facility.

Also, DSA presently supplies FAA electronic tube stock replenish-
ment requirements and it is planned to extend this arrangement to
other electronic items available from DSA.

7. DSA is now the principal direct supply source for National
Aeronautics and Space Administration facilities for all electronic
items available from DSA. NASA does not maintain redistribution
facilites of its own.

In addition, we have been working, and will continue to work, with
other civil agencies looking toward further implementation of the
national supply system, including utilization of more effective requi-
sitioning practices. For example:

1. An agreement is being finalized whereby the Maritime Adminis-
tration of the Department of Commerce will obtain ships’ parts, navi-
gational aids, and other technical item support directly from the
Defense Supply Agency.

2. Cooperative joint efforts between GSA and the Office of Eco-
nomic Opportunity since its creation have been successful in avoid-
ing the establishment of a duplicate supply system in OEQ. TUnder
these arrangements:

(¢) The Job Corps uses certain excess or long-supply military
clothing and textiles and other items of equipment and supply, and
DSA supports the Corps for other recurring clothing requirements.

(b) Where it is economical to do so, Job Corps centers obtain both
perishable and nonperishable subsistence support either from DSA
or local military installations.
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Chairman Doucras. I have inspected some of the Job Corps camps.
What you say is true, dungarees furnished from GSA, boots, blankets,
excellent,

Mr. Kxorr. OEO, for a new agency, comes nearer utilizing the full
spectrum of services that GSA has to offer than any agency that I
know of in Government.

Chairman Doucras. What we on the Hill are somewhat distrustful
of are the empire builders. An agency wants to get everything under
its wing. If each agency does this, you get great duplication.

Mr. Kvorr. Right. They have béen willing and ready to use ex-
cess property, rehabilitated property, excess installations. They have
been willing to use our services, in fact, have called upon us for
rehabilitation of their buildings.

All of our services, in one way or another, have been contributing
to their use.

(¢) GSA is now furnishing or arranging to furnish complete sup-
ply support for all OEO programs, including the preparation of
specifications, procurement and storage and distribution of training
materials and other program type items.

In each instance, our negotiations with the civil agencies are guided
by a single principle: Complete and effective supply support for
Federal agencies at the lowest cost to the Government as a whole.
Each arrangement we have concluded or have underway is designed
to avoid duplication of effort in the management, procurement, stor-
age and distribution of the Government’s supply needs.

Since the last hearings, we have been working on additional aspects
of the short shelf-life problem.

SHORT-SHELF-LIFE ITEMS

Chairman Doucras. Mr. Knott, the late Maury Maverick had a
phrase which he called “gobbledygook,” and he said the Government
was the great perverter of language and creater of gobbledygook.
The phrase “short-shelf-life commodities” is gobbledygook for perish-
able commodities, is it not.?

Mr. Kxorr. I think that’s right, sir.

Chairman Doucras. Why not say it?

Mr. K~orr. I think that is an excellent suggestion.

Chairman Doucras. All right.

Representative Currrs. I think you have to have a different term
for this reason. I think every item has a shelf life and if you use
perishables, you are relating to that which has, say a very short shelf
life. T would like to get across the thought that everything, except
possibly gold, has a shelf time. I think we could probably, as Senator
Douglas says, improve on this.

Chairman Doveras. Relatively perishable. [Laughter.] That is
clearer than short-shelf-life.

Representative Curris. That may be.

Chairman Doucras. We have to guard the language constantly
against perversions, vulgarisms, archaisms, and so forth, and to my
mind, the Government is the greatest perverter of the English
language.

Mr. Kyorr. I would agree with that.
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Chairman Doucras. All right, go ahead.

Mr. Kxorr. We are about to enter into a cross-servicing agreement
with the Department of Defense which is intended to assure that
items subject to deterioration on the shelf will be offered for utiliza-
tion by other Federal agencies, as soon as it becomes apparent that
quantities of items are held which may exceed requirements during
the period of remaining shelf life.® (See also p.102.)

I guess that is another phrase

Chairman Doucras. You are struggling toward virtue, [Laugh-
ter.] We give you an A for effort.

Mr. Kxorr. Thank you, sir; at least I am conscious of it now.

Upon concluding this agreement, we will issue appropriate Gov-
ernment-wide implementing regulations.

The subcommittee will also be interested in our special efforts to
rotate the civil defense medical stockpile. In October 1965, GSA,
the Department of Defense, the Public Health Service, and the Vet-
erans’ Administration formed an interagency committee, chaired by
GSA, to explore means by which utilization of limited shelf life items
in the civil defense medical stockpile could be improved.

This has already resulted in a formal agreement between the Vet-
erans’ Administration and the Public Health Service under which
stockpile items will be utilized by the Veterans’ Administration in
lieu of new procurement.

LIFE OF $8 MILLION INVENTORY TO EXPIRE IN 18 MONTHS

A similar agreement has just been concluded by the Department of
Defense and Public Health Service. During the last 3 months, the
Department, of Defense and Veterans’ Administration utilized ap-
proximately $5 million worth of medical supplies from the Public
Health Service medical stockpile,

Just recently, we identified an additional $8 million of inventory
which will expire on the shelf in the next 18 months. Steps are
being taken to utilize or enhance rotation of this material as rapidly
as possible and to avoid recurrence of this undesirable situation.

For example: A special task force has been established to improve
specifications and develop packaging standards. These actions are
essential to future utilization of inventories which must be rotated.
We are also exploring the transfer of these commodities to AID for use
in its foreign ald program.

The subcommittee can be assured that this problem will receive the
continuing attention of all agencies concerned.

SCOPE OF SURPLUS PERSONAL PROPERTY

The subcommittee’s report noted that the Government generates
upward of $5 billion annually **

Representative Curtis. Mr. Chairman, s it at this point you had
some samples you were prepared to show us?

Mr. Kxorr, Yes. Mr. Abersfeller, our Commissioner of Federal
Supply, is with me and I want him to show you these samples.

18 Report, July 1965, p. 4.
19 Staff materials, 1966, p. 40.
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SAMPLES OF MEDICAL ITEMS WITH SHORT LIFE

Mr. Asersrrrrer. We have eight samples, Mr. Chairman, in the
box, which represent an inventory of nearly $3 million. These are
all shelf life items. This is amobarbital sodium, of which we have
$26,000 worth of material which will expire.

Representative Curtis. What would its shelf life be ?

Mr. ApersreLLER. That shelf life, Mr. Congressman, is 5 years, 60
months. Actually, this was packaged in 1957 or 1958, tested every 5
vears, and expiration date extended.

Chairman Douaras. Does each package have on it when it went into
the stock?

Mr. Asersrerier. Most of them have on a code. Some of them
have actual dates, Mr. Chairman ; others have a code.

Chairman Doucras. So you can tell when it went in?

Mr. ArersFELLER. Yes, sir.

Representative Curris. Will this be indicated on the stock?

Mr, ApersFELLER. Yes; as, for example, this one—tetanus toxoid—
would show August 1, 1966—that is the expiration date.

Chairman Doucras. When was it manufactured ?

Mr. ApersFELLER. This was manufactured in August 1964.

Chairman Doucras. That isthe expiration date. Do the others have
expiration or entrance dates?

Mr. ApersFELiEr. Both dates. Another thing I would like to point
out in shelf life is that these are all reexamined. We have a case of
tetracycline, which was packed in 1952, has a computed 60-month or
5-year storage life and, in fact, has been extended now two times, and
1s still good.

Representative Currrs. Based on your laboratory examination ?

Mr. ABERsFELLER. Yes, sir. And this is important, there is no one
we know that has a precise measure of shelf life for any item. We set
up these safeguards, then at a point in time, we look af it again.

Representative Currrs. Are these put on computers?

Mr. AprrsFELLER. Is the inventory on computers?

Representative Curris. And the shelf life.

Mr. Apersrerier. No.

Representative Curris. Can that be done?

Mr. AsersrELLER. It could be done, Mr. Curtis, but I would not
advise it. Tt is a most highly complicated proposition to use com-
puters for shelf life control. It would mean, as an example, for the
thousands of items we have in storage, there would be a transaction
entry each time the item is procured; each time the item is issued:
each time the item is retested; and all these entries would have to be
related to the remaining shelf life of the item.

We have what we think is a more simple control and actually to a
large extent most of it is done manually. In this particular case it
1s a little easier and less costly than by doing it on machines.

Representative Curris. All right.

MANAGEMENT OF SHORT-SHHELF-LIFE ITEMS

Mr. ABERsFELLER. As an example, a good inventory management
system would not allow inventory to be bought in a quantity to exceed
shelf life under any circumstances. It is only when demands unex-
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pectedly rise or fall that cause this circumstance to exist. So many
thousands of items in the system have a limited shelf life yet only a
relative few give us any trouble. And under a machine system, you
would have a difficult time of identifying those.

Under a manual system you could do it.

Representative Curris. Many years ago with the old Bonner sub-
committee one of the things that we directed our attention to was
dry cell batteries. I guess it was overprocurement that really cre-
ated the problem. Rubber heels was another item.

Mr. AsersFeLLER. 1 think that is an interesting point. None of us
buy from the point of view of buying more than we really need. Out-
side influences, over which the merchandiser has no control, if you
will, is what causes items to be in an over-shelf-life condition, with
the exception of stockpile materials.

Stockpile materials, such as these medical items, represent a differ-
ent problem: you must have large stocks on hand; they are not con-
sumed. In this case,they are for emergency use.

Representative Curtis. Medical supplies are the kind of thing you
need to stockpile because you have an unusual requirement there.

Mr. ABersFELLER. Yes, sir; what we are hoping for, in the long
haul, is that we not wait for the expiration date, but rather use the
stockpile as a ready resource and draw down from it with regularity
for issue to customers, and then replenish the stockpile.

DATING OF PACKAGES

Chairman Doucras. On the shelf, do you have the packages ar-
ranged according to date of entries, so that you can always be taking
the——

Mr. ABERSFELLER. Yes, taking the oldest stock first. First in, first
out is the principle everyone follows here. In fact, every new ship-
ment has a separate location in the warehouse, is stored there, nothing
put in front of it. As issues are made, the oldest stock is issued first.

We do this through a mechanized system. This is a locator on
computers. The people in the warehouse are instructed to select from
a given location for a particular issue and that would be the older
stock.

There are several other examples here of medical material. All of
these happen to be drugs and pharmaceuticals. I should like to point
out that there are other things in the medical stockpile which are not
pharmaceuticals.

LIFE OF CANVAS COTS

As an example, canvas cots which we would also propose to rotate.
They do have a longer shelf life, but they do have one. In fact, the
Defense Supply Agency took over one and a half million dollars worth
of canvas cots out of the stockpile.

Representative Curris. What would be their shelf life? Have you
got it set up yet?

Mr. Azersrerier. We would expect it to be about 10 years.
Strangely enough, the wood tends to deteriorate before the canvas be-
cause of certain larva that infest the wood, and this is one of the rea-
sons we are concerned; canvas, under the right conditions, should
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have a longer shelf life than 10 years, but again the efforts that we
are concentrating on are to remove materials before their condition
becomes critical.

Of the $8 million of material which these samples represent, we do
have some material for which there is no requirement during peacetime
operations on the part of VA or on the part of the Defense Supply
Agency.

An example would be the plague and cholera vaccines, which for-
tunately we do not need in this country; we are hopeful that we can
work this matter out with the Agency for International Development,
to arrange for their use in the emerging nations.

Representative Curris. The things you gave us tended to have a
shelf of 5 years. Do you actually have items that are of a shelf-time
as short as, say, a year or 18 months?

PAINT AND LACQUERS HAVE SHORT LIFE

Mr. ApersFeLLER. Yes; we do have. I do not think we have any
in the medical stockpile with that short a shelf life, but we do have
items in the system. Some items of paint and lacquers, as an example,
have a shelf life of 6 months.

Representative Curris. So, those would be the perishables that
Senator Douglas

Chairman Doucras. Relatively perishable.

Mr. AsErsFELLER. As you so aptly pointed out, Mr. Congressman,
everything has a shelf life.

Chairman Doucras. Nothing lasts forever.

(Laughter.)

Mr. AsersrELLER. On this particular item of, Chloramphenicol,
we have a million dollars of this in the stockpile, which was manu-
factured in 1952, expired first in 1955, and now extended through most
of the remaining part of this year.

Chairman Doucras. Youbetter get rid of that pretty quick.

Mr. ABersFELLER. Mr. Chairman, we are going to try to get rid of
it very quickly, but if some should stay with us, we would again
examine it, as we do regularly.

Chairman Doucras. You have had luck now twice.

Mr. ABERSFELLER. Yes, Sir.

Chairman DoucLas. You have had it extended twice. You better
not try the third time.

Mr. AsersreLLER. We are not going to push our luck; no, sir.

Chairman Dovceras. Excuse us, Mr. Knott. We are curious about
these things and we like practical things to look at.

Mr. Kxorr. One picture is far better than many words in a case of
this kind. That cover it very well.

Chairman DoueLas. Go ahead.

USE OF LONG STOCKS

Mr. Kxorr. Extending on into this same area, the subcommittee’s
report noted that the Government generates upward of $5 billion
annually in surplus personal property and recommended institution
of a program to match agency needs against long stocks of the Govern-
ment. Prior to its being declared excess, DOD personal property is
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classified as “long supply” and current procedures within DOD require
the screening of new procurement requests against long-supply
Inventories.

Secretary McNamara reported to you the substantial savings made
under these procedures. 'We have been working closely with DOD on
extending these procedures on a Government-wide basis. A number
of actions are already underway :

1. Within the next 30 days we expect to enter into an agreement
with DSA on cross-servicing of items which are presently stocked both
by DSA and GSA. A special utilization procedure involving direct
contact between DSA and GSA managers has been worked out to
assure that any long-supply stocks in either agency will be used in lieu
of new procurement. This procedure will avoid procurement by GSA
for direct delivery to customer agencies of items not stocked by GSA,
but which are in long supply in DSA inventories.

2. A Federal property management regulation will be issued shortly
which will extend to other Government agencies the requirement for
utilization of long supply to meet stock replenishment requirements.
Since agencies’ systems and their degree of mechanization vary, it is
our intention to work with the agencies to adapt procedural details to
individual agency’s capabilities. This phase of the program will be
implemented progressively.

The growing volume of utilization of existing inventories in lieu of
new procurement by DOD and the civil agencies is due in large part
to the cooperative efforts of DOD and GSA staffs. GSA has con-
tributed materially to this effort through its screening of reportable
and nonreportable excess property and filling requirements of defense,
as well as civil agencies.

Chairman Doucras. What is DLSC?

Mr. K~orr. Defense Logistics Supply Center.

Chairman Doucras. It used to be the old Civil Defense ?

Mr. K~orr. The same facility. It was the old Kellogg Hospital
at one time.

GSA is working closely with DSA headquarters and the Defense
Logistics Supply Center, Battle Creek, to improve the computer out-
put reports on DOD excess so as to facilitate screening and matching
against requirements. The introduction of automated techniques has
caused some problems with item descriptions, which tends to delay
or preclude effective screening for utilization. However, we are confi-
dent these will be resolved through our joint effort with DOD.

Over the years, GSA has continually improved its techniques for in-
creasing the utilization of excess personal property within the Govern-
ment in lieu of new procurement.

The results of our program have been gratifying. Property costing
$95 million was transferred in 1956. Transfers increased to $310 mil-
lion in 1961, and to $677 million in 1965, which involved 577,524 line
items of excess property.

To obtain this high rate, we screened reportable and nonreportable
property which cost $1.1 billion and $2.4 billion, respectively. ~ A large
proportion of the excess currently being generated consists of missiles
support equipment, electronic communication equipment, and similar
items related to weapons systems. We are helping FAA, NASA,
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AEC and the National Science Foundation in fulfilling their require-
ments for this type of technical equipment from available excess rather
than by new procurement.

For the past 4 years, we have given special attention to the utiliza-
tion of excess inventory in the hands of contractors. Transfers of
contractor inventory for further Federal use increased from property
costing $34.8 million in 1962 to $140.4 million in 1965.

Defense contractors were the largest source for contractor inventory
and a large portion of the utilization was achieved by other defense
activities. The success of this special program stems to a large degree
from the speed with which the several screening steps can be achieved
and the ability of Federal activities in the field to make selections at
contractors’ plants of needed items which frequently are of a non-
standard nature, unidentifiable by Federal stock numbers.

The subcommittee report took note of the file cabinet moratorium
announced by the President and recommended that similar steps be
taken with respect to other items in excess supply.

Results achieved under the President’s directive for the first full
calendar year ending December 31, 1965, substantially exceeded the
initial savings goal of $5 million a year. Actual purchases of filing
cabinets, typewriters and office furniture during calendar year 1965
were $11.1 million less than procurements during the preceding year.

Of this total, $3.6 million was in the file cabinet category and $7.5
million in office furniture and typewriters. During the same period,
excess office furniture, typewriters and file cabinets having an acquisi-
tion cost of $7.6 million were transferred among Federal agencies for
reuse.

One of the additional byproducts of this effort was the increase
in the percentage of the total Federal records that moved from office
space into our Federal record centers, and this is by far the greater
savings. About 45 percent of the total Federal records are now in our
record centers.

Chairman DoucrLas. Isthat St. Louis?

Mr. K~xorr. There are 13 record centers around the country. The
two in St. Louis are specialized ones. One is military records and the
other one is civilian personnel records. In Chicago, we have a record
center and we have them at other locations around the country.

We are building a new one here in the Washington area, which is
going to have a substantial impact on the movement of records out of
offices here.

But this is one of the real benefits. We feel that moving up from 45
percent of the Government’s records to 50 percent in the records center
for example, will make a tremendous impact on the cost of office space.

In keeping with the subcommittee’s recommendation, a review of
long supply and excess stocks has been underway for several months
to identify large volume common use items in serviceable condition
and adequate quantities to warrant a buy freeze.

This review disclosed that relatively small quantities of the types
of common use items normally stocked by the Federal Supply Service
are being generated as excess property by DOD or other agencies.
Thus far, we have found no additional items on which a buy freeze
is warranted. However, we are still studying the situation and as-
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sure the committee that buy freeze action will be taken if such items
are uncovered.

At the present time GSA has prohibited, on a Government-wide
basis, the purchase of mercury and is holding excess inventories to fill
Federal needs.

GSA is pursuing a vigorous Government-wide property rehabilita-
tion program to avoid new procurement. Agencies are making
increased use of several thousand GSA repair, maintenance, and re-
conditioning contracts all over the United States and the results
through fiscal year 1965 are most encouraging.

In that year property having an original cost to the Government
of about $73.6 million, consisting of 1.5 million pieces, was recondi-
tioned or repaired as compared with $53.4 million in 1964 and $22.9
million in 1963. 'We now have 37 different classes of property covered
by our contracts as compared with only 2 classes in 1962.

So, this is an expanding field that is proving to be quite beneficial.

Property costing $407.8 million was donated for educational public
health, civil defense, and public airport purposes in fiscal year 1965,
an increase of $15.3 million over fiscal year 1964.

During the last 5 years, surplus property costing more than $1.8
billion has been donated for public purposes, primarily for educational
use.

Representative Curts. I notice your headline says personal prop-
erty. Itispersonal?

Mr. K~orr. It is personal, yes, sir; and it should be emphasized
that it is.

SALE OF USABLE PERSONAL PROPERTY

Excess property which is not transferred for further Federal utili-
zation or donated for public purposes is sold as surplus. Usable
property costing $17 million was sold in 1960 and increased to $40
million investment in 1963 and to $70 million in 1965, an alltime record.
The return on sales by GSA has averaged 15.3 percent of acquisition
cost for the past 6 years.

Representative Curars. Could you supply for the record what you
have done in the way of real property, too, just so we will have an idea ?

Mr. Kworr. Yes, sir; I would like to report right now that we are
headed toward an alltime high in receipts from the sale of real prop-
erty this year. Our program of donations to meet education, park,
and recreational needs are standing at about the same, but the value
and I believe the number of real properties that have been sold this
year has reached an alltime high and we have receipts already in 8
months of this fiscal year which more than double the amount received
all of last fiscal year. We are approaching $100 million in returns
and over the past 10 years have averaged about 108 percent of ap-
praised fair market value.

Rep;esentative Curris. Some of that would be buildings, too, would
it not?

Mr. K~xorr. That would be buildings; yes, sir.

Representative Curris. I wonder if you would supply for the record
what the figures are for the past 2 or 3 years and if you could shown
that which is buildings and that which is raw land ?

Mr. Kxorr. Yes.

60-599—66——9
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Representative Curris. I do not mean to separate, if it is land that
contains buildings, but——

Mr. Kxorr. Unimproved land ?

Representative Curtis. Right, unimproved land and improved land.

Mr. Kvorr. Right.

Representative Curtis. Thank you.
: (The information subsequently submitted by the Department fol-
ows:

) Disposals by sale

{Dollar amounts in thousands}

Number of | Acquisition { Appraised Selling
properties cost fair market price
value
Fiscal year 1964:
Land and improvements__.____________.____ 126 $309, 877 $70, 606.8 $75,187.0
Land without improvements 101 2, 936 8,777.3 9,528.1
Improvements without land. 41 27,445 5,251.2 5,337.0
B+ 268 340, 268 §4,635.3 90, 052. 1
Fiscal year 1965:
Land and improvements.._._._.....__.____ 160 246,112 32,419.0 36,626.9
Land without improvements._. 04 7, 596 9,012.3 9,3%4.7
Improvements without land 38 6,189 213.6 ™ 300.9
Total . e 292 259, 897 41,644.9 46,322.5
Fiscal year 1966 (first half): ¢
Land and improvements R 79 123, 334 23,993.7 55,954.5
Land without improvements 55 263 1,870.0 2,009.7
Improvements without land. 19 17,185 3,019.2 3,003.7
7§ NI 153 140, 782 28,882.9 61,057.9
Summary (fiscal year 1964 through first half
fiseal year 1966):
Land and improvements..__ .. ___._..____ 365 679, 323 127,019. 5 167,768.4
Land without improvements... 250 10, 795 19, 659. 6 20,932.5
Improvements without land 98 50,829 8,484.0 8,731.6
Grand total. .ol 713 740, 947 155,163. 1 197,432.3

Mr. Kw~orr. Of course, that raises your percentage of return,
although our percentage of return this year has increased. We are up
this year on what we have sold, the roughly $90 million that we have
taken in so far this year, while it represents 106 percent of present
value, it represents about 22 percent of the Government’s investment,
and this includes the buildings, ordnance installations, and so on.

Representative Curtis. Very good.

Mr. K~orr. In its last two reports, and I am turning now to auto-
matic data processing activities, the subcommittee urged that action
be taken to achieve the potential economies through centralization of
the management of the Government-wide automatic data processing
activities.®

_ The enactment last fall of Public Law 89-306, provided an expres-
sion of congressional intent and the authority and funding mechanism
needed by the central management agencies to develop an aggressive
ADP program. Since enactment of the legislation, we have been
working closely with the Bureau of the Budget and the Bureau of
Standards in developing an integrated master plan designed to capture

20 Report, September 1964, p. 11 ; and Report, July 19635, p. 8.
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the potential savings to the Government as rapidly as possible. Con-
siderable progress has been made because we now have 13 ADP sharing
exchanges operating in major cities with high concentrations of ADi3
facilities. This program will be progressively extended to a potential
30 locations. Sharing of resources totaled $18 million in 1965, and
this is expected to increase to about $24 million in 1966.

Additional funds have been requested in the 1967 budget of GSA
to cover hiring of experts and consultants to work on the numerous
projects in the master plan in such fields as procurement, standardiza-
tion, maintenance, and establishment and operation of service centers
and equipment pools. .

A management information system is being designed and will be in-
stalled this year to provide much-needed information on all aspects
of the Government’s ADP activities and expenditures.

A budget is being developed for the revolving fund authorized by
the new legislation. Policies and procedures governing activities to be
financed t%rough the fund are also in the developmental stage.

Mr, Chairman, I believe again you would be interested to know that
in establishing these centers we have assessed the situation in the local
communities as to who had the major resources and we have been
willing to work out with the agencies that had the predominant capa-
bility to operate these facilities.

The Navy, for example, is operating one of these exchanges for us,
and right here in Washington GSA looks to an HEW computer
facility to meet some of its overtime requirements at night.

Chairman Doueras. Youdo this at night?

Mr. Kxorr. Well, some of our requirements—yes, this is often the
case, where this will meet the need. This is true right here in
Washington where our own supply requirements—the average—are
met through open time, it is called, by HEW computers.

GSA’s recently established special program for interagency redistri-
bution of excess Government-owned and leased electronic data process-
ing equipment showed substantial progress in 1965. During the year,
equipment costing $9.4 million, consisting of both main frame com-
puters and components and accessories was transferred for secondary
use in the Government, $1.8 million was donated, and even greater ac-
tivity is expected next year.

Each project which has been included in the master plan has been
carefully thought out and scheduled for implementation on a progres-
sive basis as the resources become available. A prudent step-by-step
approach has been adopted to assure maximum participation by the
individual Federal agencies and minimum disruption to current
methods of doing business.

SAVING CLAUSE IN BROOKS-DOUGLAS ACT (PUBLIC LAW 89—-306)

Chairman Doveras. Now, Mr. Knott, you probably know in order
to get the so-called Brooks-Douglas Act through, we had to put in sec-
tion 111(g) which stated that:

Authority so conferred upon the Administrator shall not be so construed as to
impair or interfere with the determination by agencies of their individual auto-
matic data processing equipment requirements, including development of specifi-
cations for, selection of types and configurations of equipment. The Adminis-
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trator shall not interfere with or attempt to control in any way the use made of
automatic data processing equipment or components thereof for any agency. The
Administrator shall provide adequate notice to all agencies and other users con-
cerned with respect to each proposed determination specifically affecting them or
the automatic data processing equipment or components used by them. In the
absence of mutual agreement between the Administrator and the agency or user
concerned, such proposed determination should be subject to review and decision
by the Bureau of the Budget unless the President otherwise directs.

Now, I was opposed to this because I thought it hampered you very
much and could lead to each agency getting its own computers and
refusingto pool.

I also thought the Bureau of the Budget should not be an administra-
tive agency.

I suspected, and I think my suspicions were well founded, they were
out trying to run this computer system for the Gov ernment here n
Washington at least, and to be a manager of the data processing rather
than a research : agency reoommendmc policies for the Government, but
in order to get this through, we had to agree to that. This was the
price that the agencies required.

Now, I want “to know whether you have had trouble with 111(g)
since last October.

Mr. Knorr. Well, of course, Mr. Chairman, we felt somewhat the
same way, that the Congress dropped its voice in the last section after
expressing a pretty clear intent in another direction.

Chairman Doucras. That is right.

Mr. Xw~orr. Nevertheless, we, as you, are reasonably well experi-
enced in the art of compromise and we are perfectly willing to accept
the challenge that is embodied in the tirst part of the act and to rest
our case on what our investigations show can be accomplished in this
area.

Chairman Doucras. Well, what results are you having from this
persuasion ?

Mr. K~orr. Well, of course, we have it called to our attention that
the savings clause is there, but we have not pressed that point. What
we are trying to do, and one of the greatest lacks, and it is not resolved
yet, I would not for a moment suggest that it is—but we really do not
have a complete inventory of the resources that the Government has.
We are trying to identify those. If we can identify those and if we

can point out where there are resources that can be used by other
agencies, we can malke it rather embarrassing to fail to use these re-
sources rather than purchase new ones.

You know, despite the fact, Mr. Chairman, if I can use an analogy,
that there is no such limitation on our authority to lease space, the
directives and the Iixecutive orders that have been issued implement-
1nfr our authority to manage space make it very clear that we cannot
impinge on the program 1esponmb1ht1es of an agency. We cannot
tell an agency that it can or must operate out of Chicago when it
decides it is going to operate out of Springfield.

So, that—-

Chairman Doucras. Let me say that if you have trouble with the
agencies on the 111(g) I for one will favor removing 111(g) from
the act.

Mr. Kxorr. I think, Mr. Chairman, that this committee is entitled
to know, after we have had an experience of certainly no more than
2 years in operation under this act what our difficulties are.
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Chairman Doucras. Let representatives ¢f the Bureau of the Budget
hear or any other agency take notice.

Representative Corris. I would like to join the Chairman in that
sentiment; yes, indeed.

Chairman Doucras. Good. Without objection the text of Public
Law 89-306 will be inserted at this point.

Brooks-DoUGLAS ACT
Public Law 89-306
89th Congress, H.R. 4845
October 30, 1965

AN ACT To provide for the economic and efficient purchase, lease, maintenance, operation,
and uitilization of automatic data processing equipment by Federal departments and
agencies

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That title I of the Federal Property and
Administrative Services Act of 1949 (63 Stat. 377), as amended, is hereby
amended by adding a new section to read as follows:

“AUTOMATIC DATA PROCESSING EQUIPMENT

“SEc. 111, (a) The Administrator is authorized and directed to coordinate
and provide for the economic and efficient purchase, lease, and maintenance of
automatic data processing equipment by Federal agencies.

“(b) (1) Automatic data processing equipment suitable for efficient and
effective use by Federal agencies shall be provided by the Administrator through
purchase, lease, transfer of equipment from other Federal agencies, or other-
wise, and the Administrator is authorized and directed to provide by contract
or otherwise for the maintenance and repair of such equipment. In carrying
out his responsibilities under this section the Administrator is authorized to
transfer automatic data processing equipment between Federal agencies, to
provide for joint utilization of such equipment by two or more Federal agencies,
and to establish and operate equipment pools and data processing centers for
the use of two or more such agencies when necessary for its most efficient and
effective utilization.

“(2) The Administrator may delegate to one or more Federal agencies au-
thority to operate automatic data processing equipment pools and automatic
data processing centers, and to lease, purchase, or maintain individual automatic
data processing systems or specific units of equipment, including such equip-
ment used in automatic data processing pools and automatic data processing
centers, when such action is determined by the Administrator to be necessary
for the economy and efficiency of operations, or when such action is essential
to national defense or national security. The Administrator may delegate
to one or more Federal agencies authority to lease, purchase, or maintain auto-
matic data processing equipment to the extent to which he determines such
action to be necessary and desirable to allow for the orderly implementation
of a program for the utilization of such equipment.

“(e) There is hereby authorized to be established on the books of the Treasury
an automatic data processing fund, which shall be available without fiscal year
limitation for expenses, including personal services, other costs, and the pro-
curement by lease, purchase, transfer, or otherwise of equipment, maintenance,
and repair of such equipment by contract or otherwise, necessary for the effi-
cient coordination, operation, utilization of such equipment by and for Federal
agencies: Provided, That a report of equipment inventory, utilization, and
acquisitions, together with an account of receipts, disbursements, and transfers
to miscellaneous receipts, under this authorization shall be made annually in
connection with the budget estimates to the Director of the Bureau of the Budget
and to the Congress, and the inclusion in appropriation acts of provisions regu-
lating the operation of the automatic data processing fund, or limiting the
expenditures therefrom, is hereby authorized.
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“(d) There are authorized to be appropriated to said fund such sums as
may be required which, together with the value, as determined by the Admin-
istrator of supplies and equipment from time to time transferred to the Admin-
istrator, shall constitute the capital of the fund: Provided, That said fund
shall be credited with (1) advances and reimbursements from available appro-
priations and funds of any agency (including the General Services Administra-
tion), organization, or contractor utilizing such equipment and services rendered
them, at rates determined by the Administrator to approximate the costs thereof
met by the fund (including depreciation of equipment, provision for accrued
leave, and for amortization of installation costs, but excluding, in the de-
termination of rates prior to the fiscal year 1967, such direct operating expenses
as may be directly appropriated for, which expenses may be charged to the fund
and covered by advances or reimbursements from such direct appropriations)
and (2) refunds or recoveries resulting from operations of the fund, including
the net proceeds of disposal of excess or surplus personal property and receipts
from carriers and others for loss of or damage to property: Provided further,
That following the close of each such fiscal year any net income, after making pro-
visions for prior year losses, if any, shall be transferred to the Treasury of
the United States as miscellaneous receipts.

““(e) The proviso following paragraph (4) in section 201(a) of this Act and
the provisions of section 602(d) of this Act shall have no application in the
administration of this section. No other provision of this Act or any other
Act which is inconsistent with the provisions of this section shall be applicable
in the administration of this section.

“(f) The Secretary of Commerce is authorized (1) to provide agencies, and
the Administrator of General Services in the exercise of the authority delegated
in this section, with scientific and technological advisory services relating to
automatic data processing and related systems, and (2) to make appropriate
recommendations to the President relating to the establishment of uniform
Federal automatic data processing standards. The Secretary of Commerce is
authorized to undertake the necessary research in the sciences and technologies
of automatic data processing computer and related systems, as may be required
under provisions of this subsection.

“(g) The authority conferred upon the Administrator and the Secretary of
Commerce by this section shall be exercised subject to direction by the Presi-
dent and to fiscal and policy control exercised by the Bureau of the Budget.
Authority so conferred upon the Administrator shall not be so construed as to
impair or interfere with the determination by agencies of their individual auto-
matic data processing equipment requirements, including the development of
specifications for and the selection of the types and configurations of equipment
needed. The Administrator shall not interfere with, or attempt to control in
any way, the use made of automatic data processing equipment or components
thereof by any agency. The Administrator shall provide adequate notice to
all agencies and other users concerned with respect to each proposed determina-
tion specifically affecting them or the automatic data processing equipment or
components used by them. In the absence of mutual agreement between the
Administrator and the agency or user concerned, such proposed determinations
shall be subject to review and decision by the Bureau of the Budget unless
the President otherwise directs.”

Approved October 30, 1965.

Mr. Kxorr. We certainly appreciate that, Mr. Chairman. And we
think, however, by persuasion we may get there. We are going to
try that first.

Now, on the disposition of excess strategic and critical materials,
Mr. Chairman, if I could just have a brief word. The subcommittee
will be interested, I believe, to learn of our progress in the utilization
and disposal of excess strategic materials. For the past 2 years the
Government has planned for the orderly disposal of these excesses on
a commodity-by-commodity basis. Disposal plans have been formu-
Jated in close coordination with concerned Federal agencies and
industry. Excess materials ave released into the market in a manner
carefully calculated to conform to the ability of the markets to absorb
them without adverse economic impact.
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Representative Corris. Could I ask a question there?

Mr. Kxorr. Yes.

Representative Currzs. In some of these, you coordinate with the
Department of Commerce?

Mr. Kxorr. Yes, sir, we have an interagency coordinating com-
mittee that consists of Commerce, State, Interior, and OEP, of course.

Our disposal efforts to date have been successful in this regard and
we have been able to accelerate sales, at rates consistent with the needs
of the expanding domestic economy which normal sources of supply
have been unable to fulfill.

Zinc, molybdenum, vanadium, columbium, mercury, and tungsten
are examples of the excess commodities disposed of which has relieved
severely strained normal supply sources. Our disposal of excess
strategic and critical materials has, in many instances, been the factor
which enabled continued full-scale domestic industrial operations
instead of curtailment.

The volume of excess materials sales increased from $167 million
in fiscal year 1964 to $432.5 million in 1965. In the current fiscal
year, total disposal volume reached $602 million through mid-March
1966, This new high in the disposal of materials in less than three-
quarters of the fiscal year was accomplished without any perceptible
adverse impact on the normal channels of trade.

ANTI-INFLATIONARY ASPECTS OF SALES PROGRAM

Chairman Dovuecras. And it has helped to keep down inflation,
has it not ?

Mr. Kxorr. It certainly has had that byproduct; yes, sir.

Representative Corris. The chairman said he would stir me up a
bit. I am very happy about that aspect but there are some that you
did not mention, like copper and aluminum.

Chairman Doucras. Copper is coming.

Mr. Kxorr. Well, aluminum, Mr. (%urtis, I think, is one of the
most successful of all of the things that we worked out. Now, I
think it is unfortunate that at the time the agreements were being
worked out, and this was a continuation of an effort that started a few
years earlier, that the price rise got into the picture, but actually
we have an agreement that is very satisfactory to industry, and in-
dustry since those contracts were signed in late December has pur-
chased 130,000 tons of aluminum, and has told us clearly that this
has exceeded their expectations and has made it possible for them
to expand.

Representative Curris. Of course, here is the point. I will not get
into 1t any further, but as long as you use what is really your need for
military purposes and keep your stockpile at that level and do not use
it just fo help along the industry, then you are not outside the law.

Mr. Kxorr. Exactly.

Representative Curtis. I have raised this question. I do not do it
here other than to bring it into context. I think we have gone beyond
that in copper, for example, where we are in real short supply.
Frankly, the testimony before the Ways and Means Committe indi-
cated that they were trying to do what Senator Douglas said: take care



128 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

of a price problem. I would say, and these are my words, that this is
being done at the neglect of future military needs.

Chairman Doueras. Congressman Curtis and I have been getting
along so well that the afternoon is not really characteristic. In order
to make it more characteristic, let me say we largely purchased these
raw materials to keep prices from falling. I do not see why we
cannot use the same stockpiles to keep prices from rising. This is
not merely a bailout, this is also a stabilizing factor and my dear
friends from the other side of the aisle and across the river, weep
about inflation, but every time we try to do something about it in
the field of raw materials then they say, “You should not do it.”

Representative Curris. Let me respond by saying I do agree with
Senator Douglas to some degree. There was, 1 would say, a missue
of procurement of stockpiles in order to keep prices up. But I empha-
size “misuse.” I hope I was critical then, because the law did not pro-
vide for using stockpiles for that purpose. I think I am consistent in
pointing out a misuse, if it is the other way of getting rid of them. I
would still say that if stockpiles were too high for Defense needs, then
you are doing the right thing to get rid of them.

Chail‘man%OUGLAS. As a practical measure a lot of this stuff was
bought to keep prices up. We all know the raw materials lobbies that
operate through both Houses of Congress. If I may beat my breast
I will say T voted against nearly all of these purchases.

Representative Curris. So did I. [Laughter.]

Chairman Doucras. But, nevertheless, they went through. Having
gone through, then I think it is proper to seek to keep prices from
going up.

Representative Curris. No; two wrongs do not make a right.
[Laughter.]

Senator Doueras. A compensatory action to avoid evils which other-
wise would occur. This was a compensatory action.

All right, Mr. Knott. Mr. Curtis and I have to have these byplays
in order that the afternoon may be complete. [Laughter.]

Mr. Kxorr. Establishing Government policy to use excess strategic
and critical materials to avoid cash outlays for new procurement has
resulted not only in the avoidance of substantial Federal expenditures,
but also has reduced the Federal drain on materials currently in short
commercial supply. The volume of Government use of excess strate-
gic and critical materials has increased to $142.9 million for the first
6 months of this fiscal year. This includes approximately $78 million
In copper transferred to the Bureau of the Mint.

That is where a lot of it went.

Representative Curtis (presiding). Yes, that is where a great deal
of it went.

UTILIZATION OF REAL PROPERTY

Mr. Kxort. One of the subcommittee’s recommendations dealt with
the Government’s utilization of real property.?* Government-owned
real property holdings in the United States on June 30, 1965, con-
sisted of properties which cost $59.8 billion. This is an increase of
$27 billion since June 30, 1955, an average of $2.7 billion per year
for the 10-year period. The bulk of this increase, $19 billion, was

2 Report, July 1965, p. 6.
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in the Department of Defense of which $9.7 billion was for Air Force
installations, $4 billion for the Corps of Engineers, and $4.3 billion
for Navy and Army. From the civilian agencies, the major portion
of the $8 billion increase was for AEC, NASA, Interior, Agriculture,
and GSA. During this same 10-year period, the Government has,
through an aggressive program using GSA facilities, improved utili-
zation or disposed of considerable amounts of real property as indi-
cated by the following statistics:

Transfers, sales, donations, and other disposals of Government property

[In millions of dollars}

Number of Acquisition
properties cost
Utilization transfers within the Government_ _____. ... . 1,391 865
Sales of SUrPIIS PrOPEItY _ - o oo oeaccemmemmm oo 2,637 2,410
Donations and other disposal actions_ oo 2,209 1,084
Total e 6,237 4,359

In addition, we had on hand on June 30, 1965, property which orig-
inally cost the Government $1.2 billion of which $313 million was n
the excess category and available for further utilization within the
Government, and $855 million was surplus and available for disposal.
Thus, in the 10-year period, real property which cost $5.5 billion was
reported to GSA by Federal agencies as excess to their needs.

Representative Cortts. Could I ask—in your computation, these
costs would include buildings ?

Mr. Kxorr. Yes,sir.

Representative Curtis. So, it would be raw land, cost of acquiring
raw land and then if they build the buildings on it that would go in
there in the cost ?

Mr. Kxorr. That is right, and that is why while terminology again
is a problem here, I think acquisition cost is not really representative,
and in the text in most cases we tried to indicate this is the Govern-
ment’s investment.

Representative Curtis. That was what was confusing me. Per-
haps In your accounting system, where the Government has raw land,
for example, you would have the acquisition cost and then when you
put an improvement on it, you would add to it so that your total figure
1s the full amount of the investment.

Mr. Kxorr. Right,sir.

Representative Curtis. Very good.

Mr. Kxorr. In the past decade, we have seen the scope of Govern-
ment activities change to keep pace with changes in technology and
the social and economic needs of the Nation. New requirements for
airpower, missile power, space exploration, water and recreational
resources, dams, electric power, and the Great Society programs for
education, training, health, and other things, all have required new
Federal facilities.

Therefore, it is possible that the real property holdings of the Gov-
ernment will continue to grow in the aggregate to meet similar changes
in requirements which will undoubtedly occur in future years.

We are acutely aware of the need for holding new acquisitions by
the Government to an absolute minimum and for getting unneeded
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properties back onto the local tax rolls as rapidly as possible. To this
end, we have been working closely with the Bureau of the Budget on
a program designed to intensify the review of real property holdings
by the individual agencies to increase excess declarations to GSA and
to accelerate the disposal of property which has been determined sur-
plus to the Government’s needs. This effort is expected to result in
the issuance of regulations and detailed procedures to assure that these
objectives are achieved.

Representative Curtis. May I interrupt?

Mr. Kxorr. Yes, sir.

FEDERAL GOVERNMENT PAYMENTS IN LIEU OF TAXES

Representative Curtis. Here is an area where I have been trying
to encourage, for accounting reasons as well as others, that the Federal
Government pay in lieu of local taxes.

Mr. Kxorr. Yes, sir.

Representative Currs. Now, we have got some Federal Govern-
ment land holdings that are, in effect, subject to payment in lieu of
local taxes.

Mr. Kvorr. Right.

You have one in Missouri. Those RFC properties.

Representative Curris. The RFC properties. I have always felt it
was good cost accounting for two reasons: One, local real estate taxes
largely cover community services, sewers, streets, police, fire and so
forth, from which the Federal Government’s holdings benefit. The
other reason, and probably an equally important one, is that it makes
the Federal Government realize what the actual cost of its holdings is
in this respect and, therefore, encourages it not to hold highly valuable
land when some cheaper land would serve its purposes equally well.

Mr. K~xort. Right.

Representative Curtis. Would you comment on that briefly.

Mr. Kxort. Certainly, there is a great deal of merit to that and
those RFC properties have gradually been depleted. I think GSA
has only about three left.

Representative Corris. Yes.

Mr. Kxort. Defense may have two or three.

Representative Curtis. This is one of the advantages of the lease-
purchase program of post offices, I would say. It keeps that land and
the facility in the local tax base.

Mr. Kxort. Yes.

Representative Courtis. And I know in other areas there are ar-
rangements for payment in lieu of local taxes. I think in relation to
some of the housing—public housing programs—they pay a certain
amount but it usually is at the raw land value rather than at the value
of the improvement on the land.

Mr. Kxorr. Well, you know one of the things that the Corps of
Engineers did to lessen the impact of its acquisitions for recreational
purposes around the reservoirs that it has built is this sharing of the
revenues that it receives from the leasing of lands for agricultural
purposes.

Representative Curtis. Yes.

Mr. Kxorr. That started out at 25 percent and then increased to 75
percent of the proceeds, and this, in some instances, amounts to more
than the taxes that the land was producing before it was acquired.
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Representative Curtis. I do not want to put an undue burden on
your office, but could you supply for the record a résumé of how we
handle these Federal estates in relation to this problem of local taxes?
I suspect we have a variety of ways of doing it—I know the RFC
situation, but I suspect there is quite a number of different arrange-
ments. Perhaps I should ask the Budget Bureau this question,

Mr. Kxorr. There was a very fine report by one of the Hoover
Commission task forces: It was an intergovernmental relations study
that identified some 27 programs of shared revenues and payments in
lieu of taxes.

Representative Curris. That is what I am getting at.

Mr. Kxorr. And I became familiar with that back in the late 1930’s.
You know the Congress, for a period beginning about 1950 through
about 1960, I think, averaged no less than 30 or 40 bills every year on
payments in lieu of taxes, and they fell into patterns of about a half
dozen different varieties.

Representative Corrrs. Mr. Ward just sent me a note that 25 per-
cent of U.S. Forest Service receipts go to States.

Mr. Knorr. Actually, it was the pattern for the Corps of Engineers
provision. That is the Weeks’ law.

Representative Curris. On the handling of the Government proper-
ties, perhaps I should ask the Bureau of the Budget to report on the
various techniques you use there.

Mr. Kxorr. Yes, sir.

Representative Corris. Thank you. I will follow up on that with
the Bureau of the Budget. (See p. 198.)

Mr. Kxorr. In the 10-year period ending in 1965, GSA was able
to transfer within the Government, excess property originally acquired
at a cost of $865 million, thus avoiding new acquisitions. In 1965,
these actions reached the record high of $242 million. A few recent
examples are the former military property at the port of Whittier,
Alaska, was transferred to the Alaska Railroad for emergency use
following the disastrous earthquakes; 10 facilities originally costing
$57 million were made available to the Office of Economic Oppor-
tunity for use as Job Corps centers; and in the last 3 years GSA has,
in its construction program, been able to use existing Government-
owned sites which, if purchased on the open market, would have cost
$31 million.

Additionally, rental of sites held by GSA pending construction and
arrangements for interim use of excess and surplus property produce
income of about $2 million each year.

Of course, one of the things we have to guard against in this time
of increasing values in property is that merely because the Govern-
ment owns it and it is no longer required by one agency we ought not
to allow it to be used by another agency for an uneconomic use.

Representative Curris. That is very good.

Mr. K~orr. I think it is much better to deny that use and require
that agency to buy more suitable land from private ownership and to
get this property back into its highest and best use.

Representative Curtis. I could not agree more. Incidentally, if we
actually did have an amount in lieu of taxes that went with that land,
the agency would not be so anxious, perhaps, to acquire it if they
knew that the amount to be paid in lieu of taxes had to come out of
their annual budgets.
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OFTIMUM TUSE OF REAL PROPERTY

Mr. Kxorr. This is very true. We have a proposal right now to use
a piece of property in Hawaii for a fruitfly laboratory and while it
may be that there is no other land that can be used for this purpose
I want to be convinced that this is so before we use that kind of
property that is worth far in excess of $100,000 an acre. (See ap-
pendix 7, p. 302.)

Representative Curtis. I am tremendously impressed with that.
It is so important to get that land back in the tax base of the com-
munity to take care of the cost of schools, et cetera. ILet the Federal
Government utilize land which is not as valuable and would not mean
as much if it were taken out of the tax base.

Mr. Kxorr. That is true.

REAL PROPERTY DISPOSAL PROGRAM OF GSA

GSA is_continuing to convey surplus real property for public use
purposes, in accordance with existing statutes, at discounts ranging up
to 100 percent. Qualifying uses include education, health, airports,
historic monuments, wildli%e conservation, and parks and recreation.
The investment in properties donated during the 10-year period ending
June 30, 1965, totaled $577 million.

We believe, however, that disposal by sale is most beneficial to the
public local communities, and the Federal Government. Sales put the
property back into the civilian economy, as you have pointed out,
Mr. Curtis, thereby adding property to local tax rolls, reduce the cost
to the Government for protection and maintenance, and return sales
proceeds to the U.S. Treasury.

Equally important is that many of these sales are to user-buyers
thus bringing needed payrolls into the communities where the prop-
erties are located. In the past 4 years, sales by GSA of 92 industrial
facilities to user-buyers furnished employment for more than 56,000
employees with an annual payroll of over $390 million. As Secretary
McNamara indicated in his testimony of January 24, efforts of GSA
have resulted in the timely and effective sale of large facilities no
longer needed by the Federal Government. (See p. 31.) The fol-
lowing are several examples of the sale of such properties:

Ezamples of property disposal sales

[Dollars in millions}

Name and location Sale price End-use/femployment

Naval Ordnance Plant, Macon, Ga___.__._..___.__ $6.8 | Production of ordnance material; 800
employees.

Seattle Army Terminal________.__._._______._____.__ 4.0 Coxfusmerc]ial maritime facility in port
of Seattle.

Naval Ordnance Plant, York, Pa.......___._____ 9.6 | Production of ordnance material; 1,100
employees. .

Naval Industrial Weapons Plant, Southington, 22.0 | Powerplant and engine production for

Conn. aircraft.
High Energy Fuel Plant, Muskogee, Okla____.____ 1.7 | Industrial development.
San Jacinto Ordnance Works, Houston, Tex.______ 11.0 Do.

With the exception of the latter one, all of these were effected
promptly so that there was, for example, in the case of Macon, Ga., a
direct transfer of most of the work force.
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ECONOMIC ADJUSTMENT PROGRAM

Representative Curris. That leads me to ask you: The committee
has been tremendously impressed with Secretary McNamara’s reports
of what they tried to do in the way of economic adjustment when you
close down a military facility. (See p. 33.) . ) .

I judge from your testimony here that GSA participates in this
economic adjustment operation, or do you?

Mr. Kxorr. Yes.

Representative Curris. Have you developed something along this
line ?

Mr, Kxorr. As a matter of fact, in the early days when this pro-
gram was first inaugurated, we made trips from the Washington level
around to a number of these installations with Defense. I believe
that it is pretty well standardized and is done at the local level where
our local people meet with their people at the time the announcement
is made to discuss general procedures.

One thing that is helpful, certainly for the Department of Defense
but to some extent is disadvantageous to us, is that there is a fairly
long stretch-out period for the deactivation of some of these installa-
tions and it is very difficult for us to know what we can do with a
prospective purchaser.

Representative Curris. Yes.

Mr. Kxorr. It has both an advantage and a disadvantage. Some-
times, if there is a contract operator in the plant, why, then we have
a readymade customer, but if it is Defense operated and it is going
to take some time to clear it out, that makes it difficult.

Representative Curris. You might review, if you have not already,
the actual setup that Secretary McNamara seems to have. T remem-
ber the testimony related to what happened in Decatur, I1l. There,
through anticipation of the closing down, they were able to make the
transition so there was no unemployment. I am thinking to a large
degree of the employment of the people there.

Mr. Knorr. Yes, sir. I recall that transaction very well, and our
great problem there was to get the local people to stand still long
enough for us to get what was a good transaction for them in terms
of a company that could produce for them as well as a return for the
Government.

Representative Curtrs. Yes; very good.

Mr. Knorr. The success of our disposal program is due in part to
our efforts to stimulate public interest through streamlining of pro-
cedures and modification of regulations relating to the terms of sales,
interest rates, and the methods of offerings for disposal. In some
cases, bidders may submit bids on an entire property or on any com-
binations of parcels of real estate and packages of equipment which
may be needed by bidders in their proposed operation of the facility.

Turning now to our advertised and negotiated procurements, in
fiscal year 1965, 77 percent of GSA’s total procurement dollars were
expended under publicly advertised, competitive bidding procedures.
This includes awards made to small business firms under restricted
advertising procedures but does not include orders placed with com-
mercial suppliers under indefinite contracts by other agencies. Our
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experience thus far indicates that this level will be maintained in fiscal
year 1966. In GSA, negotiated procurements consists primarily of
contracts for professional services such as architects and engineers,
small purchases under $2,500, military priority requirements, and spe-
cialized procurements for oversea use by AID and State Department.

This is a purified figure in that this relates only to the advertised
competitive bidding, but it does not take into account the rather ex-
tensive competitive bidding that we have on negotiated procurement.

Representative Curris. Right.

Mr. K~orr. Which would 1mcrease the picture.

Representative Curris. Could I ask on that: do you get assistance in
extending your advertised bidding through the breakout techniques
like the——

Mr. K~xorr. The second step ?

Representative Curtis. No, where you have a prime contractor. I
do not imagine you have so many of these as the military, but cases
where you ask the prime contractor to break out of the contracts, so
that when he lets to the subcontractors, advertised bidding might come
in at that level.

Mr. Knorr. Yes.

Representative Curtis. Have you developed

Mr. Knorr. No, but they do use our term contracts. (See p. 139.)

Representative Curris. For instance, in an item like a missile or a
Polaris submarine, maybe 80 percent of the components are what might
be called common use items. You can, through the breakout proce-
dure, ask that the prime contractor, although there has to be a negoti-
ated bid with him, use the “advertised bid” technique in his breakout
of contracting of the subs,

Mr. Kxorr. Now, we did that in the case of the building that we
built for Commerce at the World’s Fair, because that had to be a
negotiated contract or, cost plus, and the only way we could handle
that was to select a general contractor and then to require him to do
the bidding.

Representative Curtis. That is the technique, but you have not de-
veloped this to any great extent?

Mr. Knorr. No, and the only time it will occur on our advertised
construction contracts, because they are advertised to the prime, the
only time it will occur at the lower level is when there is a change in a
material, for example, and two or three alternates will be offered and
we will require that the general require the sub to get bids and that is
a part of the basis for our decision.

Representative Curris. Yes, very good.

Mr. Kxorr. Orders placed with small business firms in 1965 totaled
$527.8 million or 56.8 percent of all prime contracts awarded by GSA.
This was an increase of $200 million over the 1963 level. In the first
6 months of this fiscal year, $301 million was placed with small busi-
ness firms and if this rate continues, dollar awards in 1966 will exceed
those in recent years.

Mr, Curtis, this is about the wrapup of the things looking over
our discussions last year and the things the committee indicated their
prime interest in that we felt we wanted to report affirmatively with
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you, but we have our staff here. We would be happy to go into these
areas more fully or into any collateral areas that you see fit.

Representative Curris. On behalf of Chairman Douglas and my-
self, I want to thank you for an excellent presentation and a very
responsive one to the very points the committee has raised.

T think that we will use the technique of supplying to you a number
of written questions, which we have done in the past and which seems
to be one way of moving this dialogue forward. (See appendix 11, p.
393.)

ADVERTISED BIDS AT LOWER COSTS

I have a couple of points I noted here. Does your experience
ting your goods and services at a lower cost through the advertised
technique?

Mr. Kxorr. Yes, sir; and one of the most refreshing things in that
connection has been the work that we have done through our business
service centers with new businesses.

We have kept in the last year or so a tab just to see how well this
was paying off as a GSA activity. We kept tabs on some of those
that we have counseled with, came in and bid, and we found that ac-
tually we reduced our procurement, as I recall, about 10 percent, by
the participation of these new bidders in the field. This was a new
departure.

ADVERTISED BIDS HELP SMALL BUSINESS

Representative Curris. We have also found, and I want to be sure
that your correlation would be the same, that as advertised bids go up
as a percentage of all bids, that small business tends to increase its
participation.

Mr. Kxott. Yes, sir.

Representative Curris. Do you find that to be true?

Mr. Kxorr. I think that is true.

Mr. Grirrry. I think that is very true, Mr. Curtis.

AREAS OF POTENTIAL SUPPLY SIXORTAGES

Representative Curtrs. Let me direct a question I asked Secretary
Ignatius this morning in respect to the GSA.

The full Joint Economic Committee is concerned with the overheat-
ing of the economy. We are looking, of course, for areas where there
might be a shortage of materials and, equally important, skills.

Could you supply a list for us of what areas you might have seen
in your procurement where we might be getting shortages in either
raw materials or skills?

Mr. Kxorr. Yes, sir; I would be happy to. We have been doin,
some reviews in that area recently, but I would like to be precise a,ng
furnish you with a list.

Representative Curtis. It is a sort of early warning. I know you
have seen it and this committee, I think, would benefit by having what-
ever information you might have there.
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(General Services Administration later supplied the following in-
formation :)

List oF ITEMS REPORTED BY BUYING ACTIVITIES AS PRESENTING PROBLEMS OF
PROCUREMENT DUE TO SHORTAGES OF MATERIALS OB PRODUCTIVE CAPACITY

Material shortages

Item Raw materials
Copper products : Copper
Copper wire
Tubing
Brass valves
Neoprene-covered electrical items Neoprene
Leather-faced gloves Leather
Productive capacity
Antimalarial drugs (critical) Surgical dressings
Bandages Textile items :
Paper products : Heavy canvas
Kraft papers Denim and duck
Fiberboard Tarpaulin
Cartons Sheeting
Toilet paper Mattress covers
Paper towels Blankets
Colored writing paper Cushioning material
Lumber and plywcod Selected handtools

Twist drills

Representative Currts. The Comptroller General gave usa report in
March 1966 of the cost of sale of surplus property and disposition of
proceeds in the Department of Defense.  (See p. 273.)

I would like to have you review it, not from the standpoint of com-
menting on the Department of Defense, but from your standpoint of
whether or not these were common problem areas in this very difficult
area of disposing of surplus properties.

Mr. K~orr. Yes, sir.

Representative Currts. I would add another personal comment. I
am most anxious to try to get GSA more in the area of disposal of
properties and get the Military Establishment out of it. I appreciate
the reasons why they think they can dispose of their own material bet-
ter than could an agency like GSA. But let me ask this general ques-
tion: Are there any continuing discussions between you and DSA or
the Defense Department, because I am not sure DSA could handle
this. This would be the Defense Department.

Mr. Kxorr. DSA is handling it.

Representative Curris. DSA does handle it ?

Mr. Kxorr. Yes.

Representative Curris. Well, I think some of the services handle
some of their surplus disposals themselves, do they not? Is it all now
under DSA ¢

Mr. Krorr. Yes.

Representative Curris. That is one achievement anyway. Then,
the question is: What are your negotiations, or your understanding,
with DSA in respect to taking over more of this disposal ?

Mr. Kxorr. Well, we had reached a fairly high plateau of discus-
sions with them about the time we had the hearings last year, but
frankly, Mr. Curtis, as we moved along and we became more familiar
with the way in which their utilization program was entwined with
their sales program and we became aware of their own efforts to cut
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back on the number of sales depots which they actively did, they have
pursued this, and I think from what I can understand, have done a
splendid job of consolidating those within the last year, we felt it was
inopportune for us to move in, that actually we would simply slow
down their operation and probably could not make a case that GSA
could do it more efficiently.

Representative Curris. I am not going to ask you to get into the
position of competition here. I think the committee has to do it.
Frankly, the “punkin fund” technique is actually a colloquialism used
in the Defense Department. They get the use of funds or some of it
that they derive from sales. That is a very unhappy basis for having
the Defense Department remain in this business of disposal of surplus
properties. I do not want to draw you into this because this would
be wrong. We will pursue this

Mr. K~orr. Thatisthe crux of the thing.

The other things were factors, but the financing was the heart of
it, and we discussed it with the Bureau of the Budget and simply
decided that at this point the timing was bad.

EXECUTIVE OFFICE POLICY ON PROCUREMENT OF COMMERCIAL-TYPE ITEMS

Representative Curtis. Now, also I would like to have your com-
ments for the record on the recent Bureau of the Budget promulga-
tion, I think A-76, on Government in Business, for the record? (See
below.)

Mr. Kxotr. Yes, sir.

Representative Curtis. And then I also wanted to thank you for the
charts on this real property.?? This has been very helpful to the com-
mittee; in fact, as I again say, this whole presentation here has been
most fruitful.

(The comments on BOB Circular A-T6 referred to above was later
furnished by GSA ;)

BOB CIRCULAR A-76

The President, in a memorandum of March 3, 1966, to the heads of departments
and agencies said in part—*“Decisions which involve the question of whether
the Government provides directly products or services for its own use must be
exercised under uniform guidelines and principles.” Under the direction of the
President the Director of the Bureau of the Budget issued Circular A-76, also
dated March 3, 1966, setting forth policies governing the Government’s procedures
in this area.

In addition to those activities specifically required by law the circular lists
circumstances under which the Government may provide a commercial or in-
dustrial product or service for its own use as follows :

(@) Procurement of a product or service from a commercial source would
disrupt or materially delay an agency’s program.

(b) It is necessary for the Government to conduct a commercial or in-
dustrial activity for purposes of combat support or for individual and unit
retraining of military personnel or to maintain or strengthen mobilization
readiness.

(¢) A satisfactory commercial source is not available and cannot be de-
veloped in time to provide a product or service when it is needed.

(d) The product or service is available from another Federal agency.

(e) Procurement of the product or service from a commercial source will
result in higher cost to the Government.

22 Staff Materialg, 1966, pp. 8-15.

60-599—66——10
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Each agency is directed to establish an inventory of its commercial or indus-
trial activities having an annual output of products or services costing $50,000
or more or a capital investment of $25,000 or more by June 30, 1966.

A requirement for certain cost comparigsons is also included in the circular
along with selected periodic reviews of existing commercial or industrial activi-
ties at least once before June 30, 1968, and every 3 years thereafter.

A Government commercial or industrial activity is one which is operated and
managed by an executive agency and which provides for the Government’s own
use a product or service that is obtainable from a private source.

We anticipate no signifieant impact on GSA from the new circular in view of
the fact that we have been acting under the provisions of Bureau of the Budget
Bulletin No. 60-2, since 1959. The bulletin included basically the same policy.
The circular restates and expands substantially the elements which were con-
tained in the previous issuance.

However, the General Services Administration is now undertaking to inventory
and review as required all activities meeting the definitions contained in the
circular.

Selected examples of activities which will quite probably be included in GSA’s
inventory:

Printing and duplicating facilities.

Office machine and furniture repair shops.
Cleaning of public buildings.

Operating equipment servicing.

Supply system laboratories.

Representative Curtzs. Mr. Ward, do you have any specific ques-
tions you would like to direct ?

Mr. Warp. No, but there was a gentleman here who wanted to say

something about A-76 for the record but it seems he has gone.

BUY AMERICAN ACT

Representative Curris. One other thing: Were you in the room
when T asked Secretary Ignatius—or perhaps it was Admiral Lyle—
about the problem of handtools as the “Buy American Act” affects
GSA? I am most anxious that that be resolved so that the different
treatment of “Buy American Act” does not foul us up in this technique
of procurement. (See pp. 83, 188, 214, 408.)

DIFFERENT POLICIES AMONG AGENCIES

Mr. K~orr. Right. Obviously, we are pursuing different policies
here. 'We have taken this up with the Bureau of the Budget several
times. The Bureau is well aware of this. I understand they are com-
ing before the committee.

: Representative Courris. Yes, we will be sure and ask them about
that.

Mr. Kxorr. And we have talked with them about it very recently.

I think that even so—and I am not trying to pass this to the Bureau
of the Budget-—I think that even so, to the extent that we have within
the last 2 or 3 years more and more taken on the procurement of things
such as handtools and paint that we might have urged with the Bureau
that even though there may be other reasons why in our normal pro-
curements there should be a difference between our procedure and
Defense, that in those defense related items we might well have been
allowed to follow that.

Representative Curtis. That is right. That is one way of going,
hut in my judgment we have to resolve this.
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Mr. Kvorr. I agree with you.

Representative Curris. I was very happy. I think it was Secretary
Ignatius who volunteered, as a matter of fact, that we would get into
this and——

BOB MUST RESOLVE PROBLEM

Mr. Kxorr. We have talked several times, but this decision rests
with the Bureau of the Budget. There is no misunderstanding be-
tween us and Defense. We recognized the difference, but the differ-
ence, the policy rests with the Bureau. (See p.408.)

Representative Curris. Apparently the Executive has the power to
resolve this.

Mr. Knorr. I think so.

Representative Curtis. At least we cleared that up. We do not
have to amend the law. The Executive has the power to correct this
through policy determination.

Mr. K~vorr. Exactly.

Representative Curris. Very good. Thank you very much.

The committee will stand adjourned and will meet tomorrow at 10
a.m. when we will hear testimony from Mr. Staats, the Comptroller
of the United States. In the afternoon, Mr. Schultze, Director of the
Bureau of the Budget.

(Whereupon, at 4 p.m. the hearing recessed to reconvene Thursday,
March 24, 1966.)

USE OF GOVERNMENT SUPPLY CONTRACTS BY CERTAIN CONTRACTORS

(This item is submitted in accordance with Mr. Ward’s request of
Mr. Abersfeller.)

The Federal procurement regulations provide for the use of GSA supply
sources by prime contractors in performing cost-reimbursement type contracts
when authorized to do so by the Federal agency awarding the contract. The
appropriate subpart of the Federal procurement regulations is attached.

In addition to the specific provisions of the Federal procurement regulations,
the Administrator, General Services Administration, has authorized the use
of GSA supply sources by State and local instrumentalities operating under the
Office of Economic Opportunity programs. Also, the community action program
and the Job Corps center contractors of the OEQO use GSA supply sources.

‘When authorized to do so, these contractors may procure any items in GSA
stores stock or contained on Federal supply schedule contracts, provided they
comply with the policy and procedures set forth in the Federal procurement
regulations.

SUBPART 1-5.9—Use oF GSA SuppLy SoURCES BY PRIME CONTRACTORS IN
PrRrOBMING CoST-REIMBURSEMENT TYPE CONTRACTS

§1-5.990 Scope of subpart.

This subpart prescribes policies and procedures for the guidance of Federal
agencies in authorizing the use of General Services Administration (GSA) sup-
ply sources (Federal Supply Schedule contracts and GSA stores stock) by their
prime contractors in performing cost-reimbursement type contracts (see
§ 1-3.404).

§1-5.901 Policy.

(a) When a Federal agency deems that is is in the best interest of the
Government to do so, the agency shall authorize its prime contractors to utilize
GSA supply sources in performing cost-reimbursement type contracts. Before
issuing such an authorization the agency should determine the advantage to be



140 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

obtained therefrom in the performance of such contracts in terms of price, de-
livery, contract administration, and any other significant factors, and shall take
into account any recommendations of the prime contractor.

(b) Except as otherwise specifically authorized by the Administrator of Gen-
eral Services, Government prime contractors and their subcontractors shall
not be authorized to utilize GSA supply sources in connection with the perform-
ance of any fixed-price type contract, or any subcontract thereunder, or any sub-
contract under a cost-type contract, whether or not such contract provides for
price adjustment, escalation, redetermination or modification, or cost-reduction
incentive.

§1-5.902 Authorization to prime contractors.

(2) Authorization to prime contractors to utilize GSA supply sources shall
be given only if title to property ordered on a purchase basis under Federal Supply
Schedule contracts will pass to and vest in the Government directly from the
Federal Supply Schedule contractor (rather than through the prime contractor),
and title to Government-owned property ordered from GSA stores stock will
remain in the Government.

(b) Authorizations to cost reimbursement type prime contractors to order
equipment on a lease or rental basis under Federal Supply Schedule contracts
shall be given only on the condition that such leased or rented equipment will be
used solely in the performance of cost reimbursement type Government contracts.

(e¢) Authorizations shall be in writing and shall cite the number of the cost-
reimbursement type contract ; specify any applicable limitations on the authority,
including the period of eligibility ; and contain any other pertinent information
(e.g., requirements relative to ordering, receiving, inspection, and payment).

(d) Copies of each authorization shall be forwarded to the General Services
Administration, Federal Supply Service, Office of Supply Management, General
Services Building, Washington, D.C., 20405, and to the GSA regional office serving
the geographical area in which the facilities of the authorized prime contractor
are located.

§5.903 Procedure for placing orders.

§1-5.903-1 Orders under Federal Supply Schedule contracts.

Orders placed by cost-reimbursement type prime contractors under Federal
Supply Schedule contracts shall be placed in accordance with the provisions
of the applicable Federal Supply Schedule and the authorization. They shall
be accompanied by a copy of the authorization (unless a copy was previously
furnished to the Federal Supply Schedule contractor) and shall contain a state-
ment as follows :

“This order is placed in behalf of the ______ (insert name of authorizing Fed-
eral agency) ____.._ , in furtherance of U.S. Government contract No. ______
(insert number of cost-reimbursement type contract) ______ , pursuant to written
authorization dated , [t }. In the event of any incon-
sistency between the terms and conditions of this order and those of your Federal
Supply Schedule contract, the latter will govern.”

§1-5.903-2 Orders for GSA stores stock.

Orders placed by cost-reimbursement type prime contractors for GSA stores
stock shall be placed in accordance with the authorization. They shall show the
address to which billings are to be sent and shall contain a statement as follows :

“This order is placed in behalf of the __________ (insert name of authorizing
Federal agency) ___._____ , in furtherance of U.S. Government contract No...____
(insert number of cost-reimbursement type contract) __.___.___ , pursuant to
written authorization dated ”

§1-5.904 Furnishing information to contractors.

Federal agencies shall assist their prime contractors authorized to use GSA
supply sources in obtaining pertinent Federal Supply Schedules and the GSA
Stores Stock Catalog and appropriate supplements thereto, and shall furnish them
with any other helpful information.

! Insert “‘a copy of which is attached,” or “a copy of which you have on file,” or other
suitable language, as appropriate.
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§1-5.905 Payment for GSA stores stock.

Bills for GSA stores stock will not be rendered by GSA until after shipment
has been made. Agencies should direct their cost-reimbursement type prime con-
tractors to make prompt payment. Contractors should be given permission to
pay any such bills upon receipt. Necessary adjustments will be made by GSA
subsequent to payment.

§1-5.906 Control of property acquired under authorizations.

Cost-reimbursement type contracts under which prime contractors are author-
ized to utilize GSA supply sources should contain specific provisions covering the
control, use, and accountability of property acquired from those sources.
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THURSDAY, MARCH 24, 1966

Coxneress or THE UNITED STATES,
SUBCOMMITTEE 0N FEDERAL PROCUREMENT
AND REGULATION OF THE
Joixt Ecoxomic COMMITTEE,
Washington, D.C.

The subcommittee met at 10 a.m., pursuant to recess, in room S—407,
the Cdaipitol, Hon. Paul H. Douglas (chairman of the subcommittee)
presiding.

Present: Senator Douglas; Representatives Griffiths and Curtis.

Also present: Ray Ward, economic consultant ; Douglas C. Frecht-
ling, minority research assistant; and Hamilton D. Gewehr, adminis-
trative clerk.

Senator Doucras. The hearings will continue this morning with
testimony from the Comptroller General of the United States, an old
friend, Mr. Elmer Staats, who has recently assumed the duties of that
high and important office.

Mr. Staats, you have been a very able servant of the executive branch.
I hope you realize that you are now a servant of the legislative branch.

‘Will you come forward, please ?

I think you are accompanied by Mr. Frank Weitzel, the Deputy
Comptroller, and by others.

The Hoover Committee tried to have the General Accounting Office
transferred to the executive branch, which would have meant that the
executive branch would have been reviewing its own actions. This I
always believed was a great mistake and Congress rightly kept juris-
diction in this, although it made some of the bureaucrats downtown
angry. You have always been a good servant of the publie, but you are
now responsible to the legislative branch. You will find the pressure
a little different.

May I say that we have relied on the General Accounting Office very
much in the past, and we have found the staff to be devoted and com-
petent. They have been of great help to us going into the question of
waste in the Defense agencies, and they have been very useful and I
am delighted that you are surrounded by such able colleagues. My
letter of January 26, 1966, about these hearings will be inserted at
this point.

JANUARY 26, 1966.
Hon. FRANK H. WEITZEL,

Acting Comptroller General of the United States,
Washington, D.C.

DEeArR MR. WEITZEL : The Subcommittee on Federal Procurement and Regulation
plans to hold hearings again this year on the general subject of the impact of
Federal procurement on the economy and we will review the recommendations in
previous reports, especially those of July 1965.

143
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It will be appreciated, therefore, if you and such staff as you may select will be
prepared to give the subcommittee your views and recommendatlons on the
following :

1. General findings and trends in the Federal procurement area as revealed by
GAO studies and reports for calendar year 1965. This will include competitive
and negotiated bidding, utilization of existing materials, management of short-
shelf-life items, sales and disposal policies and procedures, utilization of receipts,
and other related matters.

2. A review of the program initially suggested by the GAQ for the procurement
and management of ADPE under existing law, regulations and procedures. Par-
enthetically, the persistent and informed efforts of the GAQO in this field deserve
the highest praise.

3. The adequacy of the controls and regulations pertaining to Government-
owned inventory in the possession of contractors. This point is stated on page 11
of our report of July 1965.

4. The requisitioning procedures and practices of users of the facilities of the
central supply agencies, DSA and GSA. See page 6 of the July 1965 report.

As in previous years, the subcommittee solicits your views as to those areas of
procurement administration which should be given the highest priority of atten-
tion during the current year. We also desire a statement of the accomplishments
and savings of the GAO during 1965, and will need 100 copies of your statement
at least 1 day prior to the hearing date.

It will be appreciated if you will again furnish the subcommittee with an index
and the synopses of reports pertaining to the subjects we have had under discus-
sion. If further information is needed, please contact our economic consultant,
Mr. Ray Ward, phone No. 173-8169, study room 161, Library of Congress Annex.

You will be advised of the hearing date as soon as details can be developed, but
we will commence as soon after March 1 as may be practicable.

Faithfully yours,
PAUL H. DoUGLAS,
Chairman, Subcommittee on Federal Procurement and Regulation.

You may proceed, Mr. Staats.

STATEMENT OF ELMER B. STAATS, COMPTROLLER GENERAL OF
THE UNITED STATES; ACCOMPANIED BY FRANK H. WEITZEL,
ASSISTANT COMPTROLLER GENERAL; ROBERT F. KELLER, GEN-
ERAL COUNSEL; WILLIAM A. NEWMAN, JR., DIRECTOR; HAROLD
H. RUBIN, ASSOCIATE DIRECTOR; JAMES H. HAMMOND, ASSOCI-
ATE DIRECTOR; RICHARD GUTMANN, ASSOCIATE DIRECTOR;
J. K. FASICK, ASSOCIATE DIRECTOR, DEFENSE ACCOUNTING AND
AUDITING DIVISION; EDWARD H. MAHONEY, ASSOCIATE DIREC-
TOR, ACCOUNTING AND AUDITING POLICY STAFF; AND ARTHUR
J. SCHOENHAUT, DEPUTY DIRECTOR; GREGORY AHART, ASSIST-
ANT DIRECTOR; AND IRVINE CRAWFORD, ASSISTANT DIRECTOR,
CIVIL ACCOUNTING AND AUDITING DIVISION

Mr. Staars. Mr. Chairman, as you have indicated, I have appeared
before this subcommittee on several occasions in behalf of the Bureau
of the Budget and I am here today in my new capacity as Comptroller
General, a post which I assumed only last week.

I would like to make three general points before I read my prepared
statement.

I have said on many occasions that I have had a very high regard for
the work and the staff of the General Accounting Office. Secondly,
I want to stress the importance which I personally hold to the work of
this subcommittee. I think I made this statement last year. It has
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been constructive in supplying a discipline for all of us who carry some
responsibility in this field. This subject covers approximately one-
half of the total budget of the Defense Department and it covers a
very significant part of the budgets for the other agencies. I for one
would hope that the subcommittee would continue its interest in this
field and 1t is my intention that this subject receive a very important
part of the attention of the General Accounting Office.

Senator Dougras. Thank you very much, Mr. Staats.

Mr. Staars. It will be my desire to be cooperative with this commit-
tee and other committees of the Congress and we will pledge our best
efforts to that end.

Senator Doucras. You always did that when you were in the
Budget Bureau and I am sure this will continue.

Mr. Staars. From March 1 through December 31, 1963, we have
issued more than 180 reports to the Congress relating to reviews of
Government activities. Many of these reports continue to demon-
strate the need for improved management of Government operations
in order to reduce costs.

This continuing need for improvement does not mean that the
Government departments and agencies involved are not considering
our reports and making progress toward the correction of these prob-
lems. We believe that they are giving close attention to most of the
matters reported by us and they have taken a number of actions in-
tended to correct the particular situations our audit reports have
disclosed.

Cash collections and other measurable realized or potential savings
in Government operations directly attributable to action taken or
planned on findings developed by the General Accounting Office
totaled an estimated $186.8 million during fiscal year 1965.

Senator Doveras. I understand these [pointing] are some of the 180
reports here?

Mr. Sraars. This is, I am told, just 80 of them, Mr. Chairman.
[Laughter.]

Representative Curris. These are just the part that apply to our
studies ?

Senator Dougras. Yes.

Mr. Sraars. But it is an impressive total, nevertheless.

Corrective actions of this magnitude indicate the degree of interest
of Government departments and agencies in improving management
policies and practices and in avoiding the incurrence of unnecessary
costs. However, the fact that our audits continue to disclose the need
for further improvements indicates that the management processes
require continual attention.

In view of the significant impact of Department of Defense pro-
curement on the national economy, our comments today will be con-
cerned primarily with activities of the Department of Defense or
with other governmental activities closely related to Department of
Defense operations. We also have with us additional analogous in-
formation on civilian agencies which we are prepared to discuss if
you so desire.

In this statement we will discuss our findings relative to the (1)
requisitioning procedures and practices of military installations utiliz-
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ing Defense Supply Agency activities, (2) adequacy of controls per-
taming to (Government-owned inventory in the possession of con-
tractors, (3) use of proceeds from the disposal of surplus personal
property, (4) procurement and management of automatic data proc-
essing equipment, (3) management of short shelf life items—that is,
items which deteriorate after a specified period of time—and (6) con-
solidation of common military supply and service activities.

In addition, we will comment on four areas of defense activities
which we believe merit particular attention; namely, (1) the need
for more effective inventory controls, (2) potential savings through
greater utilization of excess material to avoid procurement, (3) the
need for adequate technical data to permit competitive procurement,
and(1 (4) the effectiveness of supply systems in meeting operational
needs.

Your staff has been furnished copies of more than 80 reports relat-
ing to our reviews of Department of Defense activities. Background
material prepared for your use by your stafl contains brief digests of
these reports. (See “Staff Materials,” 1966, pp. 62-123.)

The subcommittee requested that we inquire into the requisitioning
procedures of military users of supplies managed by the Defense Sup-
ply Agency and the General Services Administration. Our survey
m this area has disclosed a large number of unnecessary or incorrect
high-priority requisitions as well as repetitive requisitions for small
quantities of material. Our report on the use of high-priority requisi-
tions was submitted to your subcommittee and the Secretary of De-
fense on March 18. (See appendix 6, p. 289.) Our review of fre-
quent requisitioning of small quantities 1s in progress.

In our report on high-priority requisitions, we state that the defi-
ciencies in supply management and the lack of effective controls, in
our opinion, have led to the degradation of the high-priority system
and the incurrence of significantly increased costs.

We reviewed selected high-priority requisitions issued by five mili-
tary installations and filled during a 2-week period ending September
3, 1964, by the Defense Supply Agency Depot at Tracy, Calif. We
found that approximately 70 to 80 percent of the requisitions in our
sample had been designated high priorities unnecessarily or incor-
rectly.

In many instances the urgency of need could have been avoided by
utilizing materials already in stock, timely requisitioning of known
requirements, and maintaining stocks and levels sufficient to meet pro-
gramed or recurring requirements.

For example, an Air Force base issued a high-priority requisition
for 100 units of a splice to replenish bench stock in the base aircraft
maintenance unit. The Defense Supply Agency filled the requisition
by expediting shipment of 100 units of a substitute splice. However,
at the requisition date, the base had over 350,000 units of the sub-
stitute splice on hand.

We have an example of that, Mr. Chairman, if the committee would
be interested. T have it here with ustoday.

Representative Curris. Isthat a visnal example?

Mr. Staats. Yes.



ECONOMIC IMPACT OF FEDERAL PROCUREMENT 147

Representative Ctrris. Yes, let’s see it.

Mr. Staats. Mr. Rubin, could you show that to the members of the
committee.

Mr. Roein. Mr. Chairman, this is the splice that was requisitioned ;
this was the splice substituted.

Senator Doucras. Identical?

Mr. Rusin. No, they are not identical, but this is an acceptable
substitute.

Representative Ccrris. Was the stock number the same or what
brought about the confusion? Or why did they not know they had it ?

Mr. Rouein. Well, the stock catalog indicated this was an acceptable
substitute. Nevertheless, they requisitioned the other one.

Representative Corris. In other words, this was not an error in the
cataloging ?

Mr. Ruein. No, it was in the catalog as an acceptable substitute.

Representative Curtis. Could we spell that out for the record: the
two stock numbers ¢

Mr. Rusin. Yes, the one that was requisitioned, the stock number on
that is FSN-5940-232-5209. The substitute item is FSN-5940-840-
0139.

Mr. StaaTs. In other instances, requisitioners failed to conform to
the Department of Defense criteria on the relative urgency of need
and assigned high priorities to fill relatively unimportant and routine
requirements, such as stock replenishment, predetermined allowances,
and administrative purposes.

The use of high priorities was subject to certain controls, which in-
cluded local administrative and military audit agency reviews and
challenges by the supply and transportation agencies. In fact, sub-
stantial savings resulted from the challenging by transportation per-
sonnel of the requisitioners’ need for high-speed transportation of
large volume shipments. In our opinion, however, the existing con-
trols were not fully effective because they did not identify the basic
causes of requisitions being unnecessarily or incorrectly designated
high priorities.

A Defense Department study group has recently completed a study
of the priority system and has recommended changes to strengthen the
system. However, we believe that correction of these problems re-
quires the establishment of a management control system which would
measure the extent and financial effect of the use of high priorities by
requisitioning activities in order to preclude unnecessary, as well as
incorrect, use of high-priority requisitions.

Our examination into the ordering of small quantities of material
has not been completed. On the basis of our work to date, however,
we are of the opinion that the Government’s cost to distribute common
supplies from the central inventory points, such as the Defense Supply
Agency and the General Services A dministration, is being significantly
increased as a result of the repeated ordering by military activities and
their direct supply support points of small quantities of low-cost ma-
terial rather than the less frequent requisitioning of larger quantities
on a more economic basis.

In pursuing the reasons for this condition at selected installations of
the Air Force Logistics Command and the Army Supply and Main-
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tenance Command, we found that the installations were not stocking
adequate quantities of low-cost material needed for their recurring
requirements. As a result, these stocks were frequently depleted and
replenished in small quantities.

Representative Curris. Is it true they assume they have insufficient
warehouse or storage space ?

Mr. Staars. Could Y ask Mr. Newman or Mr. Rubin?

Mr. Rusi~. The items we are talking about are relatively small and
would take relatively little space. I do not think space is a factor.

Representative Currts. That is what I wanted to discover.

Mr. Staats. This oceurred at the Air Force installations visited, be-
cause in the interest of conserving operating funds, the command
limited stock levels to 60 days, thereby precluding the requisitioning
of quantities on an economic basis.

For example, at an Air Force base the anticipated demand for the
current year for spools of wire was 12 spools, representing a total
value of $24. However, the base supply office established the stock
level at two spools pursuant to the command’s instructions, which
directed deviation from the established Air Force requirement for
maintaining a 390-day stock level when annual demand was $25 or
less. Had the 390-day stock level been retained, 1 routine requisition
for 13 spools could have been issued, thus avoiding the issuance of 4
high-priority requisitions as well as 4 routine requisitions.

Mr. Rubin has an additional example here, I believe, if the com-
mittee would be interested.

Mr. Rupin. Thisexample is a plastic sleeve, which was requisitioned.
We have a requisition for $1.04. Thirteen feet of this was requisi-
tioned. e have a record of six requisitions during the period of about
9 months for a total of $22.32 worth of materiel. We estimate it cost
over $36 to process the requisitions; a cost of over $6 apiece.

If they had used their normal criteria for base stock control, they
would have only required two requisitions instead of the six.

Representative Curris. For the sake of the record, it looks like a
tubular plastic object about an inch wide and about a quarter of an
inch thick,

Mr. Rusi~. The price is 8 cents a foot.

Representative Curtis. 8 cents a foot.

Mr. Rusin. It is a protective cover for flexible electrical insulation.

Representative Curris. For the record, give us the stock number.

Mr. Rusin. The stock number is FSN 5970-284-8619.

Mr. Sraars. Army instructions generally provide for a 420-day
stock level when annual demand is $100 or less. Nevertheless, at the
Army installations visited, we found that repetitive, small quantity
requisitions were being issued because of the maintenance of 45-day
stock levels. During our review the command revised its instructions
to correct this condition by authorizing the economic ordering of mate-
rial when annual demand was $300 or less.

The Department of Defense has developed a quick reaction system
based on minimal stock at using activities. Qur preliminary examina-
tion at other commands of the Air Force, Army, and Navy indicated
that stock replenishment practices vary from periodic ordering of
economic quantities to repetitive ordering of small quantities.
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The varying practices of the military activities preclude an estimate
at this time of the total increased cost to the Government. The mag-
nitude of the condition is indicated, however, by the fact that in fiscal
year 1965, military activities issued to four Defense Supply Centers
about 11.1 million requisitions, and 6.6 million of these, or about 60
percent, involved material costing $10 or less per requisition, averag-
Ing about $3 each.

On the basis of cost information at the military and Defense Supply
Agency installations, we computed that the average cost to issue and
handle a requisition was more than $6.

Turning to the question of controls over Government-owned prop-
erty in possession of contractors:

In accordance with recommendations contained in your subcom-
mittee’s 1965 report and discussions with a member of your subcom-
mittee, we have performed a limited survey of the adequacy of controls
over (Government-owned property in the possession of Defense con-
tractors. Our report was released to you and the Secretary of Defense
on March 17. (IS)ee appendix 4, p. 240. See also, p. 88.)

Our survey indicates that there is a need for the Department of De-
fense to improve the quality of the work being performed by Govern-
ment property administrators. Under the prevailing practices at the
four contractor plants we visited, the required surveillance of con-
tractor controls over Government-owned property is only partially
performed or is poorly documented.

For example, we found that there was insufficient review as to
whether there was an actual need for the contractor to retain Gov-
ernment-owned equipment. At one plant where the property ad-
ministrator had not made an assessment of the use of production equip-
ment, we noted that the capacity of turret lathes and grinders on hand
far exceeded the machine capacity needed for projected business, as
computed by the contractor. In addition, the number of machines
was greater than the number of available operators.

We found that the Department of Defense had drafted new regula-
tions relating to the activities of the property administrator. These
proposed regulations, now under review within the Department of
Defense, appear to require greater effort on the part of the property
administrator in surveillance over Government-owned property than
is generally being devoted to this area at the present time.

Before the Department’s new regulations can be fully effective, we
believe that further study needs to be given to the problem of how much
responsibility contractors should have for reasonable care of Govern-
ment property in their possession. The effect of the Department’s cur-
rent policy for noncompetitive contracts is that contractors are gener-
allv not held liable for the loss, damage, destruction, or disappearance
of Government property while it is in their possession unless it can
be proven that the loss resulted from willful misconduct or lack of good
faith on the part of the contractor’s managerial personnel.

This policy was adopted many years ago when it was believed that
further liability on the part of the contractor would lead to increases
in contract prices not commensurate with the benefits received. Since
there have been significant changes in Department of Defense procure-
ment practices in recent years, we believe that reevaluation of the
policy is warranted.
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We are therefore suggesting that the subcommittee consider recom-
mending to the Department of Defense that it undertake a thorough
study to determine, under current and foreseeable conditions, the most
effective and economical method of obtaining adequate control over
Government-owned property in the possession of Defense contractors.

CHECK OF RECORDS AXD INVENTORIES

Senator Doveras. Mr. Staats, may I ask this: Were you able to
reconcile the inventories, or did you find actual loss of machine tools
and equipment ?

Mr. Straats. With respect to machine tools as such?

Senator Doueras. Or any type of equipment? Did you find that
some of the equipment owned by the Government used by the private
contractors had disappeared ?

Mr. Staars. Again, Mr. Chairman, I would like Mr. Rubin, who
made this study, to comment.

Mr. RupiN. Mr. Chairman, we were unable to obtain total infor-
mation on the amount of losses. There is no central record main-
tained. However, we do have some examples in the report submitted
to the subcommittee.

On page 15 of the report, for example, we give two situations that
we did note in our review at four plants. In one case there was a
fire in a building in which $8 million worth of Government-owned
property was destroyed. The property involved includes some
equipment and also material. (See appendix 4, p. 246.)

In another example which we also have on the same page, we have
some Government property missing, plant equipment which was
missing, and again, for which the contractor was not held respon-
sible for. This property included such items as fire extinguishers,
workbenches, vises, storage cabinets, racks, and tables.

Senator Doucras. Did you find any cases of where certain tools
were being used by the private manufacturer, yet no payment being
made for them ?

INADEQUATE USE RECORDS

Mr. Rusin. We have found such examples. We might say that
the basic problem was the fact that the records were not clear as to
the extent of use. In other words, there was inadequate record-
keeping as to the utilization of equipment, whether it was being used
on Government work or commercial work or not being used at all.
The records were very unclear in this respect.

Senator Doucras. Did you find evidence that Government-owned
equipment might be used on private business without being paid for?

Mr. Ruein. We have found some evidence of this. We have some
previous reports several years ago which went into this to some
extent. As I say, our main finding was the lack of records as to what
controls did exist.

Senator Doucras. Mrs. Griffiths, who initiated this query, has
just come in.

Mr. Rubin is testifying on the care of property owned by the
Government by private contractors. I was questioning him as to
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whether there is evidence of property having been lost or evidence
of property used but not being paid for. Perhaps you would like
to continue.

Representative Grrriras. Go right ahead.

Representative Curtis. I would like to agk this: Thisis the military;
is there any indication that we have a similar situation with the space
agency and AEC? I am thinking of those where there might be this
kind of property, possibly the National Institutes of Health. These
are other governmental agencies that might have contracts out where
Government property is used.

I was wondering if their standards were better or much different
from the Defense Department as far as this problem is concerned?

Mr. Staars. Mr. Curtis, I do not believe we have gone into this
particular aspect of it in depth; this would be a good area to explore,
I would think.

Representative Curtis. We would like to see what is done elsewhere
in the Government to determine if another agency will show a better
record which might indicate to us how this can be improved.

Mr. Staars. Mr. Weitzel tells me we have made some studies in
this, but not in depth.

Mr. WerrzeL. Mr. Chairman, we have done some work with the
Intergovernmental Operations Subcommittee of the House Govern-
ment Operations Committee for better inventory controls of Gov-
ernment property that was in use under research or grant contracts.

Representative Curtrs. I know a study that you did for me concern-
ing the use of surpus property that was given to educational institu-
tions. This is a little different matter, but your study revealed there
was such lack of control that some of this equipment had gone into pri-
vate hands and was not used for educational purposes at al%.

Mr. Werrzer. This is correct, Mr. Curtis, and we do feel that
through your interest and through the issuance of this report, the
Health, Education, and Welfare officials as well as the State officials
in that particular State and in other States were alerted to the
necessity of tightening up their controls, including audits, requiring
better reports and seeing that the property was used for the purpose
for which it was donated.

Mr. Staats. You also have, Mr. Curtis, the situation where you
have a mixed plant, a plant which has contracts with several differ-
ent Government agencies, representing a different kind of problem,
and there it is largely a question of designating the agency that is to
have the responsibility for control.

Representative Curris. This gets into the same problem that in-
volved McDonnell Aircraft and others on whether they should buy a
computer themselves, which is mainly used for Government work, or
whether the Government should buy and then, under an accounting
system, charge them for it.

This is all part of this same problem.

Mr. Staats. It is the same issue exactly.

If there are no further questions on this point, the next part of my
statement relates——



152 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

TENURE OF PROPERTY OFFICERS

Representative Grirrrrus. Let me ask some.

I think that one of the interesting things to know is how long a
property officer remains in a certamn plant. That is part of this
problem of the loss of equipment which, I am sure, is in part due to
the fact that a contract may be taken from a plant, but not the equip-
ment. By the time a new contract is put into that plant, the prop-
erty officer is different for the Government.

Mr. Staars. It isa matter of turnover of personnel.

RECORDS OF PROPERTY OFFICERS

Representative Grrrrrris. A turnover of personnel. He walks in
and for the first time I discovered yesterday and from your reports,
without any record of his own of what property there 1s there. So
that he has to ask the plant itself: “What kind of Government-owned
property do you now have?”

RESPONSIBILITY FOR PROPERTY

Now, they are not going to have to pay in case some of the property
is missing, so that I think you have really a very difficult problem.
There is nobody who really cares, nothing has ever happened to any-
body in case property has been missing, has there?

Mr. Staats. The review which is underway in the Defense Depart-
ment at the present time, I am told, will try to fix this responsibility
more clearly than it has in the past, and I think the situation does
prevail that you indicate; if you have the contractor responsible, then
you have to more or less take his word for it.

Representative Grirrrras. That is right, and I do not share Secre-
tary Ignatius’ theory at all that in plants where there is Government-
owned property that it is being used; if it is being used for private
contracts, that the Government is collecting a fee. I do not believe
that.

Mr. Staars. Mrs. Griffiths——

Representative Grirrrres. There may be some instances, but they
certainly are not competent to say that it is true in every instance,
because they donot have that good a record.

FURTHER STUDY REQUIRED

Mr. Staats. We think this is an area for further study. Mr. New-
man has given a lot of thought to this problem.

Mr. Newnman. What you say is the truth. This area has been
neglected by the Department of Defense. We have issued a few re-
ports showing instances where adequate rent has not been collected
from contractors.

Representative Grirrrras. Of course it has been neglected.

Mr. Newyax. And as for the records that are being kept, I know
during World War IX they had quite elaborate records that had to be
kept for the Government 1tself. However, with improvements in the
contractor’s internal controls basic accounting systems, and today we
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more or less use the contractors’ records in the same manner as his
cost records are used for reimbursing him under the supply contract.

As for our control in the Government we have an agreement and a
list of the supplied pieces of equipment with serial numbers. This is
the basic document that we have with the contractor, so this equip-
ment should not get lost. As a matter of fact, we need to emphasize,
as the Department of Defense is now planning to do, whois responsible
for the accountability of this equipment.

Representative GrrrriTas. Of course, not every tool, jig, die, or fix-
ture has a serial number.

Mr. Newnmax. Iam particularly talking about lathes—

Representative Grrrrrras. You are talking about large equipment,
a $100,000 piece of equipment or $20,000, but not parts.

Mr. Newnman. Not necessarily that high. In the production line
you may have a particular lathe needed that the contractor could not
buy, so the Government will furnish it. Ina battery of lathes where
we have a production line, that lathe may be right in the center of the
processing line mixed with his own lathes. We do not have detail
property records in the Government of all the equipment the con-
tractor has. The point about continuity of property administrators,
is a problem. They are having problems retaining property adminis-
trators, because the salaries, I understand are not commensurate with
the responsibilities.

SHOULD CHECK FOR UNNEEDED PROCUREMENTS

Representative Grrrrrrus. I think one of the other things that
really should be checked closely is, are you ordering equipment, buying
new equipment when in reality you have many guplications of that
equipment in contractors’ plants?

Mr. Newman. This is a big area. This is something we should get
into.

Representative Grrrrrras. Because it would be a great saving today
if you could stop this from happening.

1 think another thing that has happened, as I pointed out yesterday,
is that some of this is being removed from the contractors’ plants when
it should not be removed. It is being moved into storage when it in
reality is needed; all you are doing is taking the contracts away from
subcontractors.

HOARDING EQUIPMENT BY CONTRACTORS

Mr. Werrzer, Mrs. Griffiths, our report pointed out and showed
concern on the part of the Defense Department that in some plants
contractors were making minimum use of this equipment, so it would
not be declared surplus to their needs. They could keep it for possible
later use and did not declare it.

DOD DIRECTIVES DISREGARDED

One of the biggest problems we found was the Department of De-
fense’s own existent directives were not being observed at the four
plants we visited, as we mentioned on page 11 of our report. (See p.

60-599—66——11
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244.) They had not been observed with regard to the requirement of
periodic assessment of actual use of production equipment.

Representative Grirrrras. Nobody ever checked up?

Mr. Wertzen. Exactly. We were glad to note Mr. Malloy, the As-
sistant Deputy Secretary of Defense, yesterday told the committee that
this report had been helpful and these regulations had been adopted
years ago, as we said, and they are reconsidering them in the light of
present conditions.

ROLE OF DCAS IN PROPERTY MANAGEMENT

Representative Curris. Mr. Chairman, could I mention here, too,
one development in the Defense Department of the Contract Adminis-
trative Service? I have been tremendously impressed with the de-
velopment of this and the elimination of guplication. In the same
plant there would be a Navy-contract administrator, one for the Army,
and so on. Each had different jobs, and did not even know what the
others were doing.

As T understand this picture, the Defense Department has now cre-
ated a new service, Contract Administration. I am curious and I wish
I had asked this question yesterday, as to whether the DCAS looks out
after this kind of Government property.

Does anyone know? Is that supposed to be under it ?

Mr. Newman. Yes, sir.

Representative Curtis. It is.

I do not know whether you people can report on the development of
a service like this, but to the extent that you could report on it this
possibly is one area where this reform will come about.

Mr. Newman. As a matter of fact, Mr. Curtis, we are planning to
get in and evaluate what has been done.

For example, the first project that was set up in the Defense Con-
tract Administration Services was in Philadelphia. I visited the
office about a year ago.

Also, the internal auditors have issued three reports on the DCAS
property administration. We are working closely with them to find
out their evaluation. But I was amazed to find out just how deeply
the service is going into the contract administration. They are cover-
ing areas that have not been touched in years.

Representative Curris. I think this is a great innovation.

Mr. NewmaN. You must realize that in the past at a contractor’s
plant like Douglas, the plant representative was responsible for prac-
tically the whole administration of the contract activities at that
particular plant.

. Representative Curris. And there has never been any real train-
in ,

l%Ir. NewwmaNn. Correct, specialists.

Representative Curris. And this now should develop an esprit de
corps. There should be real, not just on-the-job training, but training
that takes them out into the field for special training. And I think all
of this is being contemplated.

Mr. Newman. Along the line that Mrs. Griffiths spoke about, the
internal auditors—the Defense Contract Audit Agency up in Secre-
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tary McNamara’s office can get into contractors’ plants to check on
the property. It should be part of their job to see that this equip-
ment is there.

Representative Curris. We had an informal briefing on the develop-
ment of the Contract Administration Services about 3 or 4 weeks ago.
I would appreciate very much if you have not looked over it, if you
would doso. (See appendix 8, p. 305.)

Mr. Newman. I have not seen it.

Representative CurTis. Any comments you care to make on it would
be helpful.

Mr.pSTAATS. We would be glad to do that and supply comments
to the committee, either as part of the record or separately.

Mr. Ruein. Mr. Curtis, if I might add, our study did not cover
the property they are administering. However, internal auditors
of the Defense Supply Agency did cover them. We have furnished
to the committee copies of three internal audit reports they have pre-
pared on this very subject in view of the committee’s interest. (See
Pp. 249-272.)

Representative Curris. Very good.

Mr. Staats. Turning next to the use of proceeds from disposal of
surplus property :

At the request of Congressman Curtis of this subcommittee, we
have examined into the expenses incurred by the Department of De-
fense in the disposal of surplus property and the use of proceeds from
such sales. A report on our findings was submitted to Congressman
Curtis, the Secretary of Defense, and the subcommittee on March 18.
(See appendix 5, p. 273.)

Our selective review of 1965 disposal transactions showed a number
of instances where sales proceeds of approximately $1 million were
retained by military installations or were used to reimburse operating
expenses contrary to Defense criteria.

For example, proceeds from scrap sales were utilized by an indus-
trial fund activity principally to defray major maintenance costs at
the installation, even though the scrap material was obtained from
vessels undergoing overhaul or modification. According to Defense
criteria, such proceeds should be deposited in the Defense surplus pro-
ceeds account rather than be retained by the industrial fund activity.

Also, contrary to Department of Defense-established criteria, costs
were reimbursed from sales proceeds for (1) performing reclamation
work in connection with the disposal process; (2) handling unneeded
material before it entered disposal channels; and (3) processing in-
dustrial fund scrap material, the proceeds of which were retained by
the industrial fund activity.

We found during the course of our survey that there is need for
improvement in the identification of disposal costs and the reporting
thereon and for more intensive reviews of disposal activities by internal
auditors of the Department of Defense.

We believe that this condition developed primarily because the
Defense Supply Agency, the organization responsible for managing
the Defense-wide disposal program, did not provide adequate guid-
ance, require the implementation of uniform accounting methods, or
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exercise positive control over the disposal operations of the military
services.

As a result of the lack of effective direction and control of the dis-
posal program and the accounting therefore, we believe that manage-
ment officials have not been provided with adequate information to
properly appraise the various disposal functions so as to identify
adverse conditions warranting corrective action. The availability of
reliable management data is particularly important in the case of this
program where there is no limitation on the amount of disposal sales
proceeds that can be used to finance operations.

Defense Supply Agency officials advised us recently that they had
proposed, for the consideration of the Department of Defense and
the military services, a uniform cost accounting structure for disposal
operations. This proposal had not progressed sufficiently to permit
our review and appraisal prior to the completion of our work.

We believe that more effective accounting and reporting of trans-
actlons involving the use of surplus sales proceeds and more intensive
internal reviews are necessary to provide that only those expenses which
are related to disposal operations, and are not provided for in other
appropriations, are reimbursed from surplus sales proceeds.

Senator Doveras. Mr. Staats, I wonder if you could give, for the
record, the total amount that the Defense Department realized from
the sale of surplus. In the background material on page 40, I find
that in 1965 acquisition cost of surplus personal property amounted to
$3,958 million, or virtually $4 billion; that the amount realized was
$108 million, or that the percentage of gross proceeds relative to total
acquisition cost was less than 8 percent.

Does that not seem to you a rather low figure? Thisisa gross ac-
quisition cost.

Now, if you will read the next table, the return of $108 million re-
alized cost them $78 million to sell, so that the net proceeds were $20
million out of $4 billion, or one-half of 1 percent, and sales costs
were 72 percent of gross sales proceeds.

Mr. Newman. You will notice, Mr. Chairman, how that keeps going
up, too. From 1958 it was 23 percent and it was up to 72 1 1964,
This is an area that needs attention.

Mr. Staars. Mr. Chairman, T agree that the percentage is very low,
but one of the factors here, as you realize, is that included in this
category are military weapons items.

This would include ships and military weapons, so that the realiza-
tion on those items would necessarily be very low.

Senator Doueras. Did you inspect any of the auction places where
Government surplus was put up, such as clothing, shoes, equipment
of one type or another?

Mr. Staats. You are referring to auctions, Mr. Chairman, did I
understand correctly ¢

Mr. Rubin?

Mr. Rusy. Our study was directed basically to how they disposed
of the proceeds rather than going into the efficiency of the sales them-

2 Staff materials, 1966, p. 40.
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selves. Consequently, we may have observed an auction very briefly,
but this was not the objective of our review—what disposition was
made of the proceeds received.

I might also mention in connection with your previous question as
to the reason for the rather large ratio of expenses to proceeds, rather
the low net return, we discussed that to some extent in our report.

On page 5 (see appendix 5, p. 276) we have a schedule which out-
lines the proceeds and expenses incurred or charged against the pro-
ceeds from 1958 to 1965, and we also bring out the fact that there was a
rather substantial increase in the ratio of expenses to proceeds begin-
ning in 1958. We also point out on page 6 that in 1960 the House Ap-
propriations Committee, in its reports on the appropriations bills,
pointed out that it wanted to encourage the disposition of excesses and
consequently it encouraged that they charge expenses to the proceeds
from sales.

‘And this may account for some of the increase.

Representative Curtis. I would observe that it does. In fact, there
is a colloquialism used among the military called the “punkin fund.”
This is called the “punkin fund” because this money is loose, and this
is the real reason, I would argue, why the efforts of this committee to
have surplus property disposal handled by GSA has been resisted
bitterly by the Defense Department.

Of course, if they have a “punkin fund” here, they do not want
to let go of these free funds that not only show up in the increased
cost of disposing, but also in the surplus over that which does not go
to the individual installation, but does remain under the power of
the Defense Department to spend.

Am I correct in that latter assumption? I want tobe sure.

Mr. RuBin. Well, there are several categories. In some cases it
would go to the defense fund; in other cases it might remain at the
installation level.

Representative Curtis. Even that over and above what they try to
account for in disposal costs?

Mr. RuBin. I am thinking in terms of expenses they charge against
the proceeds at an installation.

Representative Curtis. I was trying to separate the two. I know
that is the one where they get the “punkin fund” up by trying to charge
to the disposal cost. But then after they have done all that, there is
still a net. I did not think they had control over spending the net.

Does not that net go to general funds——

Mr. Rusin. The net goes to the defense supply fund.

Representative Curris. But it does not come back to the General
Treasury ?

Mr. RupIN. Yes; the residue in that fund would. We explain that
also in the report in our background section.

Representative Curtis. Well, this, of course, is one of the big areas.
Madam Chairman, I think, for the sake of the record, we should have
page 40 of this staff report of March 1966 reprinted in the record at
this point.

Mrs. Grirrrrus (presiding). Without objection, it will be printed.



158 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

(Page 40 of report follows:)

TABLE 16.—Proceeds from disposal sales of surplus personal property by the
military departments, fiscal years 195865

{In millions]

Fiscal year—
Proceeds from disposal

1958 1959 1960 1961 1962 1963 1964 1965

From sale (other than scrap and

salvage) o oo $128 $140 $124 $106 $87 $59 $61 356
From sale of other property__. 55 72 70 61 4 40 42 53
Total oo coeoocaemae 183 212 194 167 135 99 103 108
Acquisition cost (total) .o ........_. 5460 | 7,366 | 5983 | 6,123 | 3,482 | 3,446 4,816 3,958
Percent of total gross proceeds to
total acquisition cost_ ... .. __._.. 3.38 2.88 3.2 2.7 3.87 2. 87 2.14 2.72

Percent of proceeds to acquisition
cost (other than scrap and salvage). 5.18 5.2 5.25 5,98 7.02 6. 66 6.22 5.64

TABLE 17.—C0sts of disposal sales of surplus property by the military
departments, fiscal years 1958-65

(In millions)
Fiscal year—
Costs of disposal sales of surplus
property
1958 1959 1960 1961 1962 1963 1064 1965
Cost for demilitarization__.______.____ $24.0 | $20.5{ $26.6 | $19.1 $9.1 $0.5 | $12.7 $13.2
Costs for preparation and selling...._ 18.5 3.8 51.8 65.5 69.0 62.6 64.6 65.1
Totale e o ecome o cemcccmcmcceee 42.5 58.3 78.4 84.6 78.1 72.1 713 78.3
Gross proceeds. - - acv-vecocasmecoanana 183.0 | 212.0| 194.0| 167.0| 1350 90.0 | 103.0 108.0
Percent of sales costs to gross pro-
ceeds. 23.0 21.5 40.4 50.6 58.0 75.2 75.0 725

Representative Curris. Acquisition costs of disposal property in
1958 were $5.4 billion, $7.3 in 1959, then in successive years it was
$5.9, $6.1, $6.1, $3.4, $3.4, $4.8, $3.9. This reveals the size of disposal
operations and then the increased costs of disposing and, of course, the
net figures that Senator Douglas has pointed out show the total
picture.

I think T would have a tendency to defend the low figure somewhat
along the lines, Mr. Staats, that you have mentioned. A lot of this
is only usable for scrap, so you are not going to get a very big return
on your acquisition dollars.

On the other hand, as I have observed for years, the garbage pail
techniques of checking your original procurement become very im-
portant. In other words, you look at what has come out in waste
as a method of checking back on your original procurement system
to see whether there was overprocurement, et cetera. So this is a very,
very important area.

Mr. NewMaN. If I may, Mr. Curtis, during a recent trip last year to
Europe Mr. Gutman and I visited a number of these disposal activities,
because we were vitally concerned about getting into this area.
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Now at one installation in particular that I visited there was a bi
gasoline truck, just like you see on the streets of Washington, an
that gasoline truck could not be sold “as is” on the economy in that na-
tion; it had to be reduced to scrap. With many military items there
is the problem of demilitarizing as well as cutting them down to size
for scrap.

Now, what we recover is “scrap value” which is much less than
what we could recover, if we could sell the equipment “as is” to the
people in the country.

Representative Curris. You have a demilitarizing problem; you
also have the problem that you occasionally run into in the Department
of Commerce. I remember an instance where they had a lot of cook
stoves. Then the stove industry came in and raised Cain about their
selling all this surplus on the market, pointing out what it would do to
their normal trade channels. Thisis a legitimate concern. But it also
indicates that possibly the stove people were probably pretty happy
about this overbuying when it was occurring.

This is a very difficult area, as you point out. I think it is a very
important area to give us some insight into the whole range of pro-
curement practices. I now am expressing a personal view here. I
feel very deeply that we ought to get this disposal of surplus out of
the military establishment. They have to be in it to do the demilitari-
zation ; that can be done by an accounting process where they can be
reimbursed for their costs. They do not have to actually handle the
sale of the scrap or of the unit if it is going to be sold as a unit.
The GSA could be set up to handle this whole area of disposal. This
is frankly what I would like to see unless your studies or others came
up to show that my preconceived notions are in error.

Mr. Staars. Mr. Curtis, perhaps the Budget Bureau will comment
more on this point this afternoon, but there needs to be a more defin-
itive study than has been made to date as to the relative cost of the
(sihift of this disposal operation, in my opinion, than we have had to

ate.

There has been a good deal of discussion about it. I think it is a
perfectly valid question, but there needs to be more definitive study
than we have had to date as to whether or not this would be feasible
and more particularly, in my mind, the question of whether there
would be real economies.

Representative Curtis. Yes, but you can see how impatient I become
after 16 years of going after this and having the Defense Department
still not come up with a study. Then I run into a situation like the
development of the “punkin fund,” which makes it very clear to me
that it is not studies the Defense Department is concerned about, but
it is frankly hanging on to control of considerable sums of money.

I am not begrudging them the money if we have knowledge of how
tile_ay are spending it, but we do not have. And I am impatient about
this.

Mr. Staars. I personally would welcome a study which I do not
think is impossible to carry out.

I think also on this point it would be more meaningful if we could
break down this figure so that we could exclude or at least classify
these items so that we could get a better idea as to what the return is.
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I think this might then indicate to us the areas where we need to give
our attention. These figures are very difficult to understand.

Representative Curtrs. I could not agree more with the need for
knowing what we are doing, but when the people who have the knowl-
edge that we need do not come forth over a period of years forthrighly
to give us the information, I begin to think that they have no very
good arguments for retaining that activity under their control. Ob-
viously, if they had good arguments, they would have been coming
forward with them. I want to get the military uniform off of it,
frankly, because I also feel this is a further way of hiding away from
some of these economies.

Yes, I, indeed, am impatient. Here it is 1966, and we still do not
have the studies. Many of the recommendations—and praise be to
Secretary McNamara—of this committee and the old Bonner subcom-
mittee, have been implemented after great struggles. I think the fig-
ures show-—in fact, Secretary McNamara says—savings of $4 to $5
billion a year from carrying out some of these suggestions that have
been made bX this, committee, the second Hoover Commission, the
first Hoover Commission and others. But here we are in an area where
resistance is all over the place.

The checks of you people reveal and the details show that there is
not a good system. It comes very close in some of these instances to a
question of legality of expenditures. I hate to even get into this area,
because I go on the assumption that by and large we are dealing with
honest people, and fine people. But we have to get a system set up
where those who have the better instincts have an opportunity to
exhibit them, rather than the other way around.

Mr. Werrzer. Mr. Curtis, your mention of legality reminds me of
a case similar to the stove case you mentioned that we ran into in the
General Accounting Office, where a surplus property dealer bought
some used anchors from the Navy Department and then protested
to us the requirement in his contract that he had to scrap the anchors.
We followed this up with the Navy Department and found this pro-
vision had been put in at the request or with the concurrence of the
Commerce Department to help the new anchor industry and prevent
competition of these good used anchors with new anchors.

We ended up with a decision which held that this requirement was
illegal, because Congress had not provided in the surplus property
disposal laws for this kind of exemption from competition, resulting
in surplus property sales at less than fair market value, and our
decision held that this was an illegal requirement.

Representative Curris. That is the point on this so-called demili-
tarization and it illustratesit. You can hide behind the military cloak,
saying that this is something that must be demilitarized, like a tank.
Of course, you have to demilitarize that, or a machinegun, something
like that. That kind of thing cannot be sold in the market and should
not be. But when you talk about the military aspect of an anchor,
it is clearly a phony argument to say that has to be demilitarized.

Mr. Werrzer. As a result of our decision, the Navy did revise its
regulations on disposal of surplus anchors and I believe has substan-
tially increased the proceeds from them.

Representative Corris. Thank you very much.

Chairman Doucras. Mrs. Griffiths?
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FEASIBILITY OF COMBINING DSA AND GSA EQUIPMENT RESERVES

Representative Grirrrras. The DOD has a large equipment reserve,
about $3.4 billion, I understand. Isthatright?

Mr. StaaTts. I believe that is right.

Representative Grirrrras. So has the GSA a large reserve. Why
can they not be combined—the GSA’s large equipment reserve and
the DOD’s, why can they not be combined ?

Mr. Staats. The GSA reserve, if I understand it correctly, is the
industrial mobilization reserve. Is that not correct? It is held, of
course, in standby and serves a somewhat different purpose. Some
of this has been used since the buildup in Vietnam; a great deal of it
was used at the time of the Korean war.

GAO WILL CHECK

As to whether or not they could be combined, what the problems
would be, I frankly have not given the subject any study. Perhaps
others here have, but I have not personally given it any study. I
will be glad to look into it.

Representative Grrrrrras. Thank you.

Mr. Staats. To summarize this section of our report, we believe that
(1) the Secretary of Defense should strengthen the central manage-
ment role of the Defense Supply Agency to provide more positive and
effective direction and control over disposal operations of the military
services, (2) a uniform cost accounting system should be implemented
that would provide more definitive cost identification, (3) an im-
proved reporting system should be established to provide management
with necessary data for appraising program operations, and (4) pe-
riodic internal audits should be performed to validate reimbursed
disposal expenses.

The next section of our statement related to automatic data
processing.

Because of its extent and significance, the high costs involved, and
the impact on Government activities, we have from time to time re-
ported to the Congress on Government-wide developments in auto-
matic data processing. (See also p. 122, et seq.)

Our most recent report of this nature was submitted to the Congress
on August 31, 1965. This report, entitled “Management of Auto-
matic Data Processing Facilities in the Federal Government,” con-
tained our views on the report on management of automatic data
processing in the Federal Government prepared by the Bureau of the
Budget and transmitted to the Congress on March 2, 1965.

Because of the importance of the Bureau’s report, our office reviewed
it in light of the findings and recommendations which have resulted
from our work in this field in recent years.

In our report we stated that:

We consider the Bureau’s report to be a useful document for highlighting many’
of the automatic data processing management problems requiring attention in
the interests of achieving greater efficiency, economy, and effectiveness in the
application of public funds.

The report emphasized the need for the Government to make deci-
sions on the procurement and utilization of automatic data processing
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equipment on the basis of Government-wide factors rather than on
the Easis of individual installation needs. It also stressed the need
for the Government to adopt a program under which equipment, for
use by Government contractors would be purchased and furnished on
a selective basis in lieu of the present arrangement whereby contrac-
tors make individual decisions regarding the purchase or lease of this
equipment.

In our statement before this subcommittee last year, we pointed out
that significant economies were being achieved by the Government
because of the increased emphasis being placed on purchasing rather
than leasing of automatic data processing equipment in Government
agencies.?

The Bureau of the Budget has estimated that about 50 percent of
the currently installed equipment is owned by the Government, com-
pared with about 15 percent owned in 1962. The Bureau has also
estimated that the net savings resulting from equipment purchases
made during the past 3 years will amount to about $200 million within
the first 5 years of use. Our studies indicate that savings of this
magnitude should be achieved and that annual recurring savings
will amount to over $100 million for each year of use of this equip-
ment beyond the 5-year period.

As we pointed out during the hearings before this subcommittee
last year, we believe also that substantial savings can be achieved
through purchasing rather than leasing of automatic data processing
equipment by Government contractors. The Bureau of the Budget
has informed us that it considers that the criteria set forth in its
Circular No. A-54 of October 14, 1961, prescribing conditions under
which determinations are to be made by Government agencies as to
whether to buy or rent automatic data processing equipment also
should be applied to cost-reimbursement-type contracts.

In addition, the Bureau of the Budget recommends that an amend-
ment to the Armed Services Procurement Regulation, proposed by
the Department of Defense in July 1964, be made effective at the
earliest practicable date and that it also be adopted by the National
Aeronautics and Space Administration. The proposed amendment
would allow a cost-reimbursement contractor to buy or rent computer
equipment, but would limit the cost to be passed on to the Government
to the equivalent of ownership costs if, under specified criteria, pur-
chasing 1s determined to be the most appropriate method of procure-
ment. Inasmuch as the Department of Defense has not adopted this
amendment to date, we have recently requested information as to the
status of this matter. :

And T have been advised, Madam Chairman, that the Department
of Defense will issue this regulation August 1.

Representative Curris. Of 19667

Mr. Staats. 1966 yes.

Last year the Congress enacted Public Law 89-306 (H.R. 4845, ap-
proved October 30, 1965), which made provision for the economic and
efficient purchase, lease, maintenance, operation, and utilization of
automatic data processing equipment by Federal departments and
agencies. (For text,see p. 125.)

2 Hearings, 1963, p. 112, et seq.
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On November 29, 1965, we advised the heads of the executive de-
partments and agencies that we were undertaking a Government-wide
study of present and planned uses of automatic data processing sys-
tems in the Federal government with particular emphasis on com-

atibility and standardization of such systems and equipment, includ-
ing related communication facilities.

This study will include further inquiry into the trend of develop-
ment, use, and cost of automatic data processing systems in relation
to the flow of data and information within Government systems and
between Government and private industry systems.

$3 BILLION ANNUAL COMPUTER BILL

Representative Cortis. Mr. Comptroller General, in order to get
this in context, I understand that the Federal Government bill on
data processing equipment now is approaching about $2 billion a
a year; is that about it?

Mr. Sraars. It is about $2 billion a year if you exclude cost re-
imbursement for use of ADP by contractors. %‘hat figure is not a
very well-established figure, but it approximates a billion dollars, so
if you want to include total cost to the Government for all ADP
costs, then the figure of about $3 billion would be correct.

Representative Curris. I wanted that in context to demonstrate
for the record the size of what we are talking about.

Mr. Staats. It is a very major item, yes. And I must say we plan
to give more emphasis in the GAO to this area than we have been in
the past with our staff.

Representative Curtis. Yes.

Mr. Staats. Last year, when we discussed our report on supply
management of paint and other short-shelf-life items, we stated that
existing control procedures were inadequate and there was a need for
closer supervision of the implementation of existing procedures. We
suggested that procedures be established to provide a basis for effec-
tive inventory controls and warehouse procedures, adequate identifica-
tion and use of interchangeable items, and effective rotation of stock-

iled items in meeting current requirements on a Government-wide

asis.

During the past year the joint General Services Administration/De-
partment of Defense study group initiated action to strengthen its
proposed procedures for controlling short-shelf-life items.

We understand that review and revision of a proposed Department
of Defense instruction has not been completed and that the Depart-
ment of Defense has not yet reached final agreement with the General
Services Administration on cross-servicing procedures for maximiz-
ing government-wide utilization of short-shelf-life assets. However,
the proposed procedural revisions appear to cover the problem areas
which we reported to this subcommittee last year.

With respect to the implementation of the cross-servicing agree-
ment in the civilian agencies, the General Services Administration is
preparing procedures for its Federal Supply Service, and it intends to
issue a Federal procurement management regulation for the guidance
of other Federal agencies. However, our latest information 1s that a
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draft of the regulation has not been prepared. We understand that
July 1,1966, is the expected date of issuance of a temporary regulation.

During the hearings last year, we suggested that programs be estab-
lished and implemented to maximize the systematic rotation and trans-
fer of limited-life medical stocks from the civil defense stockpile to
the Department of Defense and the Veterans’ Administration for im-
mediate use.

In our report to the Congress on this subject issued in I ebruary
1966, we pointed out that in October 1965, as a result of a recommenda-
tion made by the subcommittee in its report issued in J uly 1965, offi-
cials of the Public Health Service, Department of Defense, Veterans’
Administration, and General Services Administration established an
interagency coordinating committee to review and resolve standardiza-
tion problems and to develop a firm routine for maximum utilization
oflshort-shelf-life and excess items in the civil defense medical stock-

ile.

P The Public Health Service also has established interagency agree-
ments with the Veterans’ Administration and the Department of De-
fense governing the rotation of items in the civil defense medical stock-
pile. During calendar year 1965 and January 1966, items valued at
a total of about $3.8 million were transferred from the stockpile for
use in current programs, primarily those of the Department of De-
fense. (See app. 11, p. 394.)

In July 1965 we issued a report to the Congress on the need for im-
provement in the management of vaccines stored in the civil defense
medical stockpile. In order to prevent the total loss of one or more
types of vaccines in the event of damage to or destruction of a storage
depot, the Public Health Service initiated action to effect correction
of a storage problem resulting from the inadequate deployment of the
vaccines.

Also, with regard to a need for conversion of vaccines from the bulk
state to finished products so as to enable distribution in a timely man-
ner, the Public Health Service advised us that certain of the vaccines
had been converted and that a target of 1970 for completion of the
conversion program was dependent upon the availability of sufficient
funds.

We understand that no funds were provided for this purpose in the
1967 budget request submitted to the Congress. We also understand
that arrangements have been made recently with the Department of
Defense to accept some of the vaceines in the stockpile to avoid dete-
rioration. (Seep.394.)

COMMON SUPPLY AND SERVICE ACTIVITIES

Turning to the subject of consolidation of common military supply
and service activities, this subcommittee has had a continued interest
in the consolidation of common military supply and service activities
and, as you know, substantial progress has been made by the Depart-
ment of Defense in this area in recent years.

RECRUITING SERVICES

Among the areas your subcommittee has identified for possible con-
solidation were the individual recruiting organizations and facilities
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of the four military services. Our review of this area has disclosed
that the military services are carrying out their nationwide recruitin
programs through separate networks of many hundreds of branc
stations, and that as a result there is substantial duplication of expense
for office space, utilities, personnel, office equipment, motor vehicles,
recruiting forms and supervision and administration.

We believe that, in addition to the savings that could be realized,
consolidation of the recruiting offices of the four military services
would help achieve the purpose of the President’s program to improve
and facilitate communications and contacts with the public.

In commenting on our preliminary report, the Department of
Defense stated that a study was underway to develop plans for relocat-
ing and combining separate recruiting offices to the extent practicable
and advised that this study would identify an appropriate geograph-
ical area for conducting a test of consolidated recruiting offices.

PRIORITY AREAS NEEDING ATTENTION

In concluding this statement, we would like to comment briefly on
four areas of defense activities which we believe merit particular
attention.

1. Inwentory Control

The first is the need for more effective inventory controls.

In the hearings last year, we reported that inventory discrepancies
totaling about $3 million had been identified in connection with the
transfer of supply management of paint and related products from the
Defense Supply Agency to the General Services Administration. A
followup review currently being conducted has identified additional
paint costing approximately $1.3 million which, because of inventory
discrepancies, was not transferred to General Services Administra-
tion. Prior to the identification of this available inventory, General
gervices Administration purchased identical items costing about

565,000.

Our reviews have disclosed other instances of procurement which
could have been avoided by accurate inventory information. For ex-
ample, our report issued in January 1966 (B-146917) on a review of
the management of projectile fuze covers disclosed that savings of
almost $600,000 could be realized over a 5-year period through im-
provements 1n inventory management procedures and practices.

In addition to unnecessary procurement and the resultant creation of
excess and surplus property, the lack of effective accounting control
over inventory recelpts, issues, and transfers may also lead to short-
ages in parts needed to maintain combat readiness. The need for im-
provement, in the control of inventory is of vital concern to our office,
and we intend to give this matter increased attention during our future
reviews.

2. Use of Excess Material

The second area is potential savings through greater utilization of
excess material to avoid procurement.

As of June 30, 1965, the declared excess stocks of the Department
of Defense amounted to $3.6 billion. As of the same date, there were
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also stocks valued at $3.5 billion which had not been declared excess,
but which were considered to be subject to redistribution to avoid
procurement. In recognition of the need to effect the most economic
use of these stocks, a system for matching proposed procurements with
available excess or potential excess stocks, known as project plus, was
established during October 1963.

The Department of Defense has reported significant savings as a
result of this effort. Nevertheless, our reviews have continued to
identify instances of excess stocks which were not being used to avoid
unnecessary procurement actions.

We believe that these instances are primarily due to the following
basic problem areas which, although recognized by agency personnel,
require more aggressive action to provide for the effective use of excess
stocks.

(@) Identification of all substitutable and interchangeable stocks
and the means of insuring the acceptance of such stocks by the re-
quiring service in lieu of the procurement of preferred items, partic-
ularly in the area of nontactical supplies and equipment.

(6) Development of a means of insuring that end item components
which are in excess supply are made available as Government-fur-
nished material inthe procurement of the end items involved.

(¢) Improvement in the reporting of information on all excess
stocks and scheduled or anticipated procurements to provide more
effective coordination between availability and need.

Unless an effective system is designed and implemented to over-
come these problems, there will be continuing failure to use all excess
stocks and the resultant procurement which may be avoided. We in-
tend to give this matter our continued attention in the scheduling of
future reviews.

3. Adequate Technical Data

The third area is the need for adequate technical data to permit
competitive procurement.

As we have pointed out in previous hearings before this subcommit-
tee, one of the basic problems the services have encountered in en-
deavoring to increase competitive procurement has been their inability
to furnish adequate technical data for the purpose of informing pros-
pective suppliers of what is required.

Our studies of a major aircraft program show that this problem
still exists. Many steps have been taken by the Department of Defense
to increase the extent of competitive procurements, which is considered
to result in savings estimated at 25 cents for each dollar shifted to
competitive procurement. Nevertheless, it is important that special
effort be undertaken to obtain adequate and complete technical data
so that further savings obtainable through competitive procurement
may be achieved.

At the request of the chairman, House Committee on Appropria-
tions, we have been conducting cost studies of the entire F—4 aircraft
program. Our survey of technical data procured under that program
indicates that, although the Government paid at least $15.9 million
for technical data acquired under the F—4 aircraft program, data cost-
ing. as much as $7.5 million were inadequate for reprocurement or
mailntenance purposes.
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We found that complete drawings were missing and many drawings
were technically incomplete, illegible, or marked with restrictive
legends. As a result, F—4 aircraft parts could not be purchased on a
competitive basis, which usually results in substantially lower prices
to the Government.

Representative Courris. Could you tell me, what do you mean by
“restrictive legends”?

Mr. Newaan. Well, in many cases the production drawings relating
to certain parts or certain ({)ieces have restrictive legends. The con-
tractor has gone ahead and probably made an improvement in the
part, or designed a new part, and puts a “proprietary right” stamp
on the drawing. Tn this particular case I would like Mr. Fasick to
answer it. He 1s more familiar with it.

Mr. Fastck. This usually involves a claim by a contractor, almost a
unilateral claim of proprietary data.

Representative Curtis. I see, yes.

Mr. Fasick. And the problem here is that the military have not been
challenging this or studying or investigating it to determine the valid-
ity of the proprietary claims.

Representative Curtrs. I see. This is most important, because this
is one of the techniques that can be used if your specifications are
such that only company X happens to be able to meet that particular
one. It alone can be the bidder, while it could be an item that does
not have to be this restrictive.

Am T hitting at the right thing?

Mzr. Fastcr. This is quite right. In some cases these claims might
be valid, but I think one of the problems is they are not being
challenged.

Mr. Staats. Mr. Keller has something to add to this.

Mr. Kerrer., The question of proprietary data is a difficult and some-
times controversial matter. I think, as Mr. Fasick has pointed out, it
is necessary for the Government to challenge and verify claims by con-
tractors of proprietary rights, and also to make the terms of the re-
search contract quite clear as to the Government’s right to data for
production purposes.

Representative Curtis. Let me ask one thing. It would not be just
the proprietary rights from a legal standpoint; it could be just an
economic factor that if company X were making the widget in this
particular way, company Y, company Z and so forth could not change
their line to produce it and yet it would not be necessary to.

In other words, you can have your specifications and drawings in
such a way that you have to restrict it to one supplier, when really those
restrictions are not necessary. I guess that goes beyond what you
meant by restrictive legends.

Mr. Kerter. That is right. I think your point is well taken. We
continually run into the question in other areas. We receive many
protests alleging that specifications are drawn in such a way that only
one company can bid.

When we satisfy ourselves that an allegation is true, we say this is
not a valid competitive procurement because you have lined it up for
one manufacturer only.

Representative Curris. Yes. Thank you.
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RIGHTS TO PATENTS

Representative GrirriTas. I would like to ask you, I saw a headline
the other day and did not read the story. As T recall, it was that those
things that a contractor develops on Government money, will now
belong to the contractor.

Did you read that? Do you know what they were referring to?

Mr. Kerrer. I think you are referring to a news report that a sub-
committee of the Senate Judiciary Committee, which has been con-
sidering legislation along this line, had reported a bill dealing patent
rights to the full committee.

As I recall the article, it said the legislation would provide that the
Government must make up its mind at the time of the contract as to
who is going to own the rights, the Government or the contractor.

As you are aware, the question of ownership of patents developed
under Government contracts has been going on in Congress for many,
many years. Whether this legislation will be finally enacted or not,
I would not hazard a guess.

Representative Grrrrrras. Well, it has been going on, not just in
Congress, it has been going on every place. They fought the whole
World War I and IT protecting the people’s patent right where, in
theory they did not have the right, but they did by national agreement
protect it.

Representative Curtis. I was largely on the other side of this argu-
ment, but it certainly is a relative one.

Representative Grirrrras. Well, I think it is terribly tough where
the Government supplies the money and you are going to get into addi-
tional problems of noncompetitive bidding. I donot happen to believe
that you have to have competitive bidding to have low price. I am
probably the only person on this committee that feels that better
than competitive bidding would be well-informed, well-paid pur-
chasers.

Then I think you would get a low price. I think it is far better, be-
cause while you talk about competitive bidding, all you have to do is
look at the innumerable bids that have been opened and the Attorney
General’s action where the bids have been exactly the same from in-
numerable companies.

EXECUTIVE BRANCH NOW HAS DEFINITIVE POLICY

Mr. Staatrs. The only thing I could add, I believe for the first time
the executive branch, at least, has prepared a definitive policy. It isa
highly complicated area, as you know, but under the leadership of
Dr. Hornig, there has been for the first time put together an executive
branch policy in this area.

Up until about a year ago we did not even have that, so I believe
we are making some progress, but it is a matter which ultimately, in
my opinion, Congress should legislate upon.

Representative Curris. We have different policies, as I recallit. In
the Atomic Energy Commission they go one way, and this will be a
uniform one.

Mr. Staars. That is correct. This is fairly recent; I do not have the
precise dates in mind, Mr. Curtis, but as I recall it is within the last
year that we have it.
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Representative Courtis. Fine.

Mr. Staars. To continue my statement: Furthermore, the ability
to obtain maximum economy and efficiency in the maintenance of F—4
aircraft has been precluded because of the inadequacy of technical
data.

Had adequate technical data been received for parts which we
selected for review, and had these purchases been made on a competi-
tive basis, we estimate that the Government would have saved about
$4.5 million. Moreover, we estimate that the Government would be
able to save an additional amount of about $6.8 million on planned
future procurement of these parts.

In addition, we found that one of the Navy’s major overhaul and
repair activities had experienced difficulties in the overhaul and repair
of F—4-type aircraft because of the lack of technical data. In this
connection, we found numerous instances where the engineering draw-
ings needed for the repair, overhaul or manufacture of F—4 aircraft
parts were not available when needed.

In recent years the Department of Defense and the military services
have directed considerable efforts to resolving problems of the man-
agement of technical data. We are currently reviewing the broader
aspects of technical data acquired under varlous weapon system pro-
grams to evaluate the effectiveness of the corrective action being taken
and to offer suggestions as to additional steps to be taken to achieve
the desired goals.

4. E'ffectiveness of Supply Systems

Fourth and finally, effectiveness of supply systems in meeting opera-
tional needs.

Surveys and reviews performed by this office from 1961 to 1965
of supply practices in Okinawa, Korea, Japan, and Hawaii indicate
that the military supply systems have not, in some instances, been
responsive to demands.

For example, the supply systems in the Pacific theater have expe-
rienced such problems as large numbers of unfilled requisitions, a high
percentage of items out of stock at depots, and extensive utilization of
high priority requisitions.

In view of the possible effect on military operations, the high dollar
value of inventories involved, and the observed or indicated special
actions initiated by the Department of Defense to resolve some of
the supply problems, we are undertaking a broad long-range Defense-
wide survey of supply system responsiveness to military needs in the
Far East. The purpose of the survey is to obtain information as to
the effectiveness of the supply systems in meeting operational needs
and to identify supply practices and/or problem areas which require
correction.

This concludes our statement, Madam Chairman. We will be
pleased to answer any further questions that you have.

Representative GrirFiTHs. Are you saying that right now that
there are shortages in Vietnam?

Mr. Newnma~N. Madam Chairman, we have not done any military
supply work in Vietnam since 1963. We have done a considerable

amount of work in Korea and Okinawa and in Japan during the 4 or 5
years,

60-599—66——12
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Representative Grrrrrras. And do we not have sufficient supplies,
sufficient inventory for Korea, Okinawa, and Japan ?

Mr. Newman. Our reports, we have 1ssued about 14 reports and we
have another one in the mill now, where we have problems, what we
call zero balances in the inventory records.

Representative Grirrrras. Of what type of items?

Mr. Newnman. Well, I would like Mr. Gutmann to take care of that.

Mr. GurmMany. Almost every type of item that the Army uses could
be represented among the out-of-stock items. This would include
parts for vehicles, for aircraft, for weapons of various kinds.

Representative Grrrrrras. Right now?

Mr. GurmanN, Yes, ma’am.

Representative Curtis. Is there an indication of “cannibalism ?”
That is a good test of short supply like this.

Mr. GurmaxN. Yes, sir. Cannibalism is a rather prevalent prac-
tice, as you know, to keep maximum number of equipments function-
ing in a situation of short supply of parts.

Representative Curris. That is the way we did in World War IT
out in the Far East. But it is a test of whether your supply system
has, in effect, collapsed to some degree. That is why I was wondering
whether there was evidence of cannibalism there.

Mr. GurmaNN. Yes, sir; there has been.

We have in the past year tested the effectiveness of a supply system
primarily by looking into the readiness of selected units. We would
look at vehicle units in Korea or aircraft units here and there, missile
units, and determine whether or not the supply system is getting parts
to the user when, where he needs them in order fo keep his equipment
running.

Representative Currts. From this description, does it look like there
1s lack of trained supply personnel? This sounds like that is what it
would be, some aspects, extensive utilization, high priority requisition,
thousands of errors daily in requisitions and other paperwork. It
looks like a shortage of trained personnel.

Mr. Gormaxy. Yes, sir; I think this is one of the problems. We
have an extraordinarily—it seems to me, an extraordinarily complex
supply system. While we train our people, we train a supply ser-
geant; he has so many, many things to do and so much information to
gather from his catalogs and so on to requisition an item that we are
beginning to think about means by which the supply system can be
simplified.

I emphasize we are beginning to think about this because, as I say,
we have emphasized in the past the degradation of material readiness
as a result of the failure of people to do things.

One question is, Why do they fail to doit? Your question is train-
ing, have they been trained to do it? They have been trained to do
1t in some cases. In some cases their training has not been adequate.

For example. in Korea we use a lot of local nationals and similarly
in Okinawa. We have language problems there.

Some of the supply deficiencies, if we can call them that, occur be-
cause these people have not been adequately trained. But then at the
next each echelon where we are dealing with trained supply people,
we find mistakes have been made, demand data has not been prop-
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erly accumulated, so that the forecast for the need for parts can be
made accurately.

Then this leads us to the question of, well, if these people are trained
and they are not doing the job, is it a management system problem ?
Is it a motivation and leadership problem? Or can we alleviate all of
these things to some degree by simplifying the system ¢

Representative Curtis. Very good.

Representative Grirrrras. About 10 years ago a man from Detroit
who worked for ordnance was inspector, was sent out to Korea and he
came back and told me afterward he had written a report which inci-
dentally was filed in the wastebasket, but which I thought was very
interesting.

Tanks that were received in Seoul or Inchon or someplace moved
26 miles on a railroad car and when they arrived at their destination
were not operational. The parts had been stolen off of them. Is this
one of the problems?

Mr. Gurmany. I am not familiar with this particular situation—

Representative Grrrrrras. But is this a problem today with your
inventory ?

Representative Curris. With stealing.

Mr. Gurmans. In many countries in the world, and I think prob-
ably Korea has a well-earned reputation for being among the worst,
pilfering is a severe problem.

Representative Grirritas. And that is what depletes your inven-
tory?

Mr. Gurman~. To some extent. Extensive security measures are
applied, of course, fencing and patrols and dogs and so on, but these
people are in such desperate straits that a gallon of gasoline is a week’s
salary to them.

Mr. Werrzer. Madam Chairman, mention was made of the shortage
of qualified maintenance personnel. One of the reports that is di-
gested in your background material issued this month is No. 37, our
Report B-132990 of April 30, 1965; 2° in that report we pointed out
that our review of the maintenance and supply support of aviation
units of the 8th U.S. Army in Korea showed that during a 6-month
period ending December 31, 1963, the availability of operational air-
craft assigned to several units of the 8th U.S. Army in Korea had
been less than necessary to meet fully mission requirements, caused to
a large extent by (1) shortages of technically qualified maintenance
personnel; (2) ineffective utilization of those qualified maintenance
personnel who were available; and (3) inadequate supply support.

The Department of the Army in that case indicated an agreement
with our gndings and advised us of corrective actions taken. The
details of that report are classified, I believe. But that is one example
of the types-of things we have found.

Mr. Newman. Madam Chairman, If I may; in the area of the sub-
jects covered in the hearings on requisitions, we just made a recent
analysis of our reports that we have issued in the area of requisitions
and filling requisitions from inventories.

We went back and we looked at 100 of our reports, but the signifi-
cance of it falls into about 10 deficiencies. If I may read this, it would

% Staff materials, 1966, p. 89.
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give you an indication of the problems we are facing in this supply
system.

Representative Grrriras. Please do.

Mr. NEwman. No. 1. Requisitions could not be filled because stock
cards did not accurately show correct balance of stock on hand.

Representative Grirrrras. Why not ¢

Mr. Newman. There were three reportson that in that area.

No. 2. Requisitions could not be filled, although sufficient stock was
available, but in salvage yard awaiting disposal.

No. 3. Requisitions could not be filled because reparable and reusable
stock was not returned for repair and reissue.

No. 4. Requisitions could not be filled because suitable substitutes
could not be identified.

No. 5. Requisitions could not be filled because of erroneous stock
identification numbers.

No. 6. Stock was permitted to deteriorate because the oldest stock
was not issued first. This is important in short life items.

No. 7. Stock was permitted to deteriorate because available inside
storage was not used.

No. 8. Reclaimable and reusable needed stock was committed to
disposal.

No. 9. Requisitions were filled in uneconomical units of issue. That
isinour current report tothe committee.

No. 10. Retention of unnecessary items in the supply system ham-
pered supply management operations and increased operating costs.

Now, for example, we are working on an excess material problem
over in Europe. Mr. Gutmann and I found during our trip last year,
that there is considerable material on hand that may eventually be
declared surplus.

We found in talking to the people in charge, there was about $400
million worth of excess supplies. Their problem was that when a
requisition came in for an item, if they did not have it, they did not
know which items of the $400 million could be substituted for the item.
This is one of the problems that they were facing in filling requisitions.

The general did not want to declare the $400 million surplus, because
he thought the items could be substituted for other items.

Now, of course, we have to realize that the Department of Defense
is constantly giving serious attention to the problem. There is
nothing comparable with it in commercial business. It is a gigantic
problem and we are going to have to keep at it and keep at it. But I
will say this: That the Army, the Navy, and the Air Force, and the
Department of Defense are very receptive to our findings.

We are trying ourselves to do a better job. Instead of individual
examples, we will try to come up with broader reports and solutions to
problems in an area that will help to improve conditions.

These gentlemen who are going to be working on this supply pro-
gra.rri in the Far East, to find out how it can be improved, are our best
people.

Mr. Staats. I would just like to add to what Mr. Newman has said,
that while many of the things we have said here today appear critical,
and I think in some respects are critical, there is certainly no lack
of desire on the part of the Secretary or the Deputy Secretary or the
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Assistant Secretary of Defense to cooperate with us and, indeed, they
are taking, as you know, many, many actions in this field themselves
so that we are all working for the same end.

Representative Grirriras. Good. Keep right on.

BUDGET BUREAU CIRCULAR A-76

Representative Curris. I would like, Mr. Staats, since you now have
a different hat on, to say personally how pleased I am to see you in this
capacity. But now the question relates to something that really was
done under the Bureau of the Budget. But now the Government Ac-
counting Office under your jurisdiction is going to have to do some
interpreting, too. This involves Bureau of the Budget Circular A-76,
which has finally been promulgated. Broadly, it concerns this busi-
ness of where Government should be in business directly, certain areas
they must, but also where should they not be? (See app. 1, p. 203.)

Already a number of private concerns have read this and are worried
about whether, for example, is there the presumption still in favor
of procuring from commercial sources, as was stated in 60-2% 26

I presume that it is, but here is a chance for the interpretation by
the Comptroller General. Would you read A-76 as saying that this
presumption still exists?

Mr. Staats. The word “presumption” may not be the precise word
I would use, Mr. Curtis, but the policy here has not been changed,
which is basically to rely upon private industry to supply the com-
mercial and service products that the Government requires for its
own use.

The effort in this circular has been: (1) to try to point out more pre-
cise guidelines than we had previously; (2) to provide a statement of
policy for this administration, because there were many people both
in and out of Government who were not certain, since the previous
issuance was in 1959, as to whether or not it did represent the policy of
this administration; (3) we made an effort to more clearly fix the
responsibility at the agency head level than we had before, where
previously it was the contracting officer or the administrator down the
line who made this judgment, or it was an item which was buried
within a large budget total.

We not only will now require that the decisions be made at least at
the Assistant Secretary level, but also that there be separated out in
the budget separate identification of these items, even though it may be
a relatively small item in a several hundred dollar budget item, they
will now have to be separately identified.

And (4), we have felt that it was of such importance that we dis-
cussed it with the President and the President himself issued the state-
ment from the White House on March 3, so that we have more clearly
a statement of presidential policy than we have had in the past.

Where some people felt this was a Budget Bureau action, we felt
it was important, and the President agreed that it was a matter that he
should act on himself, and his statement, I think, adds a great deal.

23 For text of Bulletin 60-2 see app. 1, p. 208.
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STATE AND LOCAL TAXES AS COST

Now, the one area where we had the greatest difficulty had to do
with the question of whether to include State and local taxes on the
Government side for the purposes of a cost analysis.

bRepresentative Cuortis. This is a question I am deeply concerned
about.

Mr. Staats. You have used the words “finally issued.” I think
that is a well-chosen phrase. This was the area in which we had our
greatest difficulty and controversy in negotiating out a statement of
policy in this area.

Part of the reason we ran into this difficulty was the question of
feasibility, of how do you actually compute State and local taxes for
this purpose ?

We found that under the old circular which, for example, did make
reference to State and local taxes, State and local taxes were being
completely disregarded because no one could find a way to do it.
You have the case of the prime contractor who deals with subcon-
tractors in many jurisdictions: the tax rates are continually being
changed.

That was one consideration.

The other consideration was that we felt the main concern had to
do with “new starts,” as we call them. These would be cases where
the Government is deciding in the first instance to make this decision
to make or buy.

For that reason we added a 10-percent factor to cover the so-called
new starts. That takes into account the State and local taxes, but it
also takes into account the possibility of error.

Thirdly, it takes into account the point you are referring to, that
we felt the bias here, if any, should be in favor of contracting out.

So that is the history of the consideration of State and local taxes.

I doubt if it is possible to ever develop a statement which is going
to satisfy the people who feel that the (government is still doing too
much or for the other side—many people within Government, particu-
larly I am referring here to the employee organizations—who feel
that we are contracting out too much at the expense of the taxpayer.

So that this is

Representative Curtis. This is the great area in my judgment that
has to be developed and will change.

Mr. StaaTs. Thatis correct.

Representative Curtrs. It will change here. But a lot of this we
are going to have to live with and see how it develops. I have one
way of starting that out.

Here is a specific case that I will turn over to you for interpretation
as Comptroller General, not—but the question 1s this: I will read it.
because it is in their words—*“Bureau of the Budget Circular No. A-76
defines a Government commercial or industrial activity as one which
is owned and managed by an executive agency and which provides
for the Government’s own use a product or service that is obtainable
from a private source.”

Is a Government-owned, contractor-operated facility considered
to come under this definition? If not, what guidelines are applicable
cplisi;{ering the Government bears total investment costs and business
risks?




ECONOMIC IMPACT OF FEDERAL PROCUREMENT 175

In other words, this is a private company that apparently is in com-
petition with another private company which, though, is using simply
under contract operating a Government facility. And the question
is: How would you interpret A~76 ?

Mr. Staats. I would be very happy to put on my new hat and give
you my best judgment on that.

Representative Curtis. I will turn this over to you and then we can
supply this for the record. It will help, I think, if we take specific
cases. The sooner we can get an understanding of that, I think the
more helpful it will be.

(The materials which follow relate to the preceding testimony :)

Position Paper

POLICY FOR ACQUIRING COMMERCIAL OR INDUSTRIAL PRODUCTS AND SERVICES FOR
GOVERNMENT USE

Union Carbide Corp., Linde Division, is a major supplier of cryogenic propel-
lants (liquid oxygen-liquid nitrogen) to the Government. In anticipation of in-
creased Government requirements in Florida, Linde Division has recently com-
pleted a 400 T/day production facility at Mims, Fla., adjacent to Cape Kennedy.

NASBA recently undertook a two-step procurement action (IFB CC-1-6) for
the supply of cryogenic propellants to Cape Kennedy from commercial sources.
Linde Division offered the lowest cost product to NASA under this procurement
with product to be supplied from Linde plant at Mims plus operation of AF
plan 74 at West Palm Beach to be made available by the Government.

In spite of the established commercial capabilities and favorable costs to
NASA, this proposal is to be evaluated against a Government-owned, contractor-
operated facility. Such Government-owned, contractor-operated facilities would
require relocation and modification of plant 74 at West Palm Beach, Fla., together
with plant 73 at Cape Kennedy.

We have attempted to determine established policy which might apply to Gov-
ernment competition with commercial operations in such situations, however. no
clearly defined guidelines are apparent. It is our considered opinion that direct
Government competition with private industry is not warranted under the cir-
cumstances and that expenditures of funds to facilitate such operations by a
Government agency is not in the public interest and should not be undertaken
until a clearly defined policy is established.

Question

Bureau of the Budget Circular No. A—76 defines a Government commercial or
industrial activity as one which is operated and managed by an executive agency
and which provides for the Government’s own use a product or service that is
obtainable from a private source. Is a Government-owned, contractor-operated
facility considered to come under this definition? If not, what guidelines are
applicable, considering the Government bears total investment cost and business
risk?

(Answer supplied by General Accounting Office.)

Circular A-76 is not intended to cover the operation of a Government facility
by a private company. Circular A-76 is designed to provide guidelines for com-
petition by the Government with private industry. Where two private com-
panies are competing for Government business, the decision to select one or the
other company is necessarily based on many factors, such as price comparison,
which would include an evaluation of Government-furnished tools, equipment,
facilities, etc. Whether Government-owned property occupied by a contractor
should be retained by the Government is a separate question not included in
Circular A-76.

The specific case referred to involves the procurement of cryogenic propellants
from commercial companies. It is understood that both companies competing
for this procurement propose using Government facilities to a certain extent.
The case does not involve competition by the Government with a private com-
pany in the operation of a facility and, consequently, does not come within the
scope of Circular A-76.
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PAYMENTS IN LIEU OF TAXES

Representative Curtis. One of my thoughts is that we should get
into a setup where at least the real estate of the Federal Government
is set up on the basis of payments in lieu of local taxes, as we have in
the law now for Government property that was once owned by RFC
and still carries with it the responsibility of paying in lieu of local
taxes.

Mr. Staars. All of that property still carries the payments; that
is correct.

Representative Curtis. In other words, the technique seems to have
worked well in that area. I have felt that that is one way of getting
some good accounting procedures in the Federal Government and also
a discipline for the Federal agencies not using costly land and build-
ings when cheaper land or buildings could be used.

Also, a method of probably resolving this problem, if we use the 10
percent, and T understand your problem of trying to estimate what it
would be, but at least we could get out of that the real estate property
tax, which is the essential tax for local government financing.

I am not sure of this, but it is an area that I am interested in develop-
ing. I asked a question of the GSA as well as the Defense Department
in order to find out what the printing costs are in Government and
how much is contracted out, and so forth. (See app. 11, pp. 401, 409.)

This is just one of these other areas that it seems to me we have not
looked at. I know the Government printing bill is considerable. We
use the Government Printing Office for a great deal of it, but I think
every governmental agency probably lets out a lot of printing con-
tracts and so forth.

Mr. Staars. This is correct.

Representative Corris. Has GAQ ever been in this at all ?

Mr. Staars. Mr. Weitzel or others would have to speak for the
GAO side of this, but I would like—

Representative Curris. If you have, could you direct us to what
studies you might have made?

Mr. Werrzer. Mr. Curtis, we are working now with and for the
Joint Committee on Printing on certain studies which they are super-
vising. It might be that Mr. Hammond would want to add a little
bit to that.

Mr. Hammoxp. We have had a study underway for about a year
now. Itinvolves the cost that the Department of Defense is incurring
for printing that equipment contractors furnish with the equipment.

Representative Curris. It is a limited study, then, rather

Mr. Hammonp. That particular part of it dealt with the comparative
costs of the Department of Defense getting manuals through the equip-
ment contractors as contrasted with costs that would be incurred under
contracts awarded by the Government Printing Office.

We have other reviews in process, generally covering the supply
management of printing; what technical manuals they get and whether
they buy them in the most economical quantities.

SCOPE OF GOVERNMENT’S PRINTING BILL

Representative Cortis. What I am really directing this to covers the
broad aspects on computers. We use the figure of a $2-billion bill, with
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a $3-billion estimate when you include other things. Was it ever at-
tempted to find out comprehensively what our printing bill is: how
much is done by the Government Printing Office; how much is done
in other in-house operations of the Federal Government; how much
is contracted out ?

Mr. Staats. It also has elements of the make-or-buy problem of
A-76, particularly with reference to reproduction facilities that the
agencies themselves operate. They have the option of developing
production facilities or contracting out.

Now, to some degree this is subject to control of the Joint Com-
mittee on Printing.

Representative Curtts. That would only really be the Government
Printing Office that they would have, would it not?

Mr. Staats. They also have authority with respect to the reproduc-
tion facilities operated by the agencies themselves.

Representative Ctrris. Oh, do they? I did not realize that. I
thought they were just over the Government Printing Office.

Mr. Staats. We can supply the details of that for the record, if
you wish.

Representative Curtis. If it isin order, I do not want to make—well,
it is an important project, but if you could get a comprehensive esti-
mate of this problem, why, it would be

Mr. Staars. We would be happy to do that, Mr. Curtis, but if I
may, I would think that the leadership on a study of this kind in terms
that you have in mind might come from either the Budget Bureau or
GSA or both. '

Representative Curris. That is why I started out by saying I was
not sure this is exactly the area that you would be concerned with. I
was going to direct this to the Director of the Budget this afternoon,
but I thought possible GAO had happened to make comprehensive
studies in thisarea. It would be helpful to know it.

I will pursue it in this other way, but to the extent that you have
data or could have data that would help us on this, we would appreciate
having it.

Mr. Staars. Suppose we get you at least the estimate.

Representative Curtis. Right, very good. Thank you.

(Information later supplied by General Accounting Office follows:)

AUTHORITY OF THE JOINT COMMITTEE ON PRINTING

[Extracts from United States Code, title 44]

Sec. 4. The Joint Committee on Printing shall have power to adopt and employ
such measures as, in its discretion, may be deemed necessary to remedy any
neglect, delay, duplication, or waste in the public printing and binding and the
distribution of Government publications. (Mar. 1, 1919, ch. 86, § 11, 40 Stat.
1270.)

Sec. 111. All printing, binding, and blank-book work for Congress. the Execu-
tive Office, the Judiciary (other than the Supreme Court of the United States),
and every executive department, independent office and establishment of the
Government, shall be done at the Government Printing Office, except (1) such
classes of work as shall be deemed by the Joint Committee on Printing to be
urgent or necessary to have done elsewhere; and (2) printing in field printing
plants operated by any such executive department, independent office, or estab-
lishment, and the procurement of printing by any such executive department,
independent office, or establishment from allotments for contract field printing,
if approved by the Joint Committee on Printing. (July 5, 1949, 63 Stat. 405.)
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Sec. 111a. Such printing, binding, and blank-book work authorized by law, as
the Public Printer is not able or equipped to do at the Government Printing
Office, may be produced elsewhere under contracts made by him with the ap-
proval of the Joint Committee on Printing. (Feb. 28, 1929, ch. 367, §1, 45
Stat. 1400.)

According to information contained in a study made of the Federal printing
program which was completed by the Joint Committee on Printing on January
23, 1966, total annual Government expenditures for printing exclusive of Central
Intelligence Agency, National Security Agency, and map and chart plants,
amounts to about $254 million. The study shows that of this amount about $136
million was for printing production by the Government Printing Office ($69 mil-
lion). and by other Government agencies ($67 million), and about $118 million
of printing was procured from commercial sources. Further, we estimate that
the printing of technical manuals procured by the Department of Defense through
equipment contractors amounts to an additional $25 to $30 million a year.

GAO’S ROLE IN PROPERTY ACCOUNTING

Representative Grirrrrus. May I ask, what are you doing about
implementing Public Law 152, section 205 and section 206, in laying
down lines for property accounting? Where you have the requirement
to set up property accounting methods.

Mr. Staars. Thisis approval of accounting systems ?

Representative Grirriras. Yes.

Mr. Staars. Mr. Weitzel here, I think, should probably, in view
of my recency in this position, would probably be better qualified.

Mr. Werrzer. Madam Chairman, we do take into account provisions
of sections 205 and 206 of the Federal Property and Administrative
Services Act, Public Law 152 of 1949, in promulgating our general
principles and standards for accounting for agencies, which is done on
a full gasis under the Budget and Accounting Procedures Act of 1950,
and we also perform our property audit responsibilities as a part of
our general audit program not only in the Defense Department, but
in the civilian agencies and under our International Operations Divi-
sion in overseas locations, and as evidenced by some of the reports you
see here in this group of 80, and the others in the civilian area, we have
gone into such areas as improper or poor inventory controls, excess
equipment, overstocking, for example, of photographic equipment at
a laboratory——

Representative GrirrrTHs. Are you going to or do you consider that
you have any authority regarding contractor-held Government-owned
inventory ?

Mr. Newman. Yes, we do; and as evidenced by our report furnished
to the subcommittee March 17, we have made some recommendations
to the Department of Defense in this area.

Representative Grrrriras. Thank you very much. We are always
grateful to have you here.

Mr. Newman. Madam Chairman, you asked about Public Law 152.
I'would not want to leave the impression, as our statement might indi-
cate, that the Department of Defense is not improving its accounting
systems.
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Recently, as you know, the new Comptroller of the Department of
Defense, Mr. Anthony, took Mr. Hitch’s place. The emphasis is now
on getting the backup material on financial management and during
the past 3 or 4 months there has been considerable effort in this area to
get the accounting systems set up in the military in accordance with
the principles laid down by the Comptroller General.

I am very much encouraged. It is going to be a long—take quite a
few years to get in a good accounting system and have information to
back up Secretary McNamara’s 5-year budget plans.

Representative Grirrrres. Thank you very much.

The meeting for this afternoon, the witness will be Mr. Hughes, the
Deputy Director of the Budget, and the meeting will be at 2:30.

Weare very grateful to you for being here.

Mr. Staars. Thank you, Madam Chairman.

(Whereupon, at 12 noon the hearing was recessed, to reconvene at
2:30 p.m., the same day.)

AFTER RECESS

(The committee reconvened at 2: 40 p.m., Hon. Martha W. Griffiths,
member of the subcommittee, presiding.)

Representative Grirrrras. Thank you, very much, for waiting, Mr.
Hughes. I am sorry to be late.

I would like to congratulate you, too, on your new promotion.

Mr. Hucaes. Thank you.

Representatives Grrrrrras. It is very worthy and wonderful.

For the record, Mr. Hughes is quite familiar with the affairs of
the Government. He has been for many years in charge of the
Division for Legislative Reference in the Budget Bureau.

The letter of February 2, 1966, from Chairman Douglas to Mr.
Schultze about these hearings will be placed in the record at this
point.

{The letter follows:)

FEBRUARY 2, 1966.
Hon, CaARLES L. SCHULTZE,
Director, Bureaw of the Budget,
Washington, D.C.

DearR MR. SCHULTZE: As you probably know, the Subcommittee on Federal
Procurement and Regulation began hearings on January 24, 1966, on ‘“The
Impact of Federal Procurement on the Economy.”

The press of many matters makes it difficult to set a definite schedule for
other witnesses this year, but we plan to resume hearings shortly after March 1.
At that time, we will want the Budget Bureau witnesses to testify on the
specific recommendations pertaining to your Bureau in our report of July 1965.

A progress report on the procurement and management of automatic data
processing equipment under the new legislation will also be helpful to the
subcommittee, and related thereto, information as to the full employment of
the Defense Supply Agency’s Battle Creek, Mich., center in the utilization of
inventory stock of the Government.

The growing inventory of real property holdings, despite sizable declarations
of excesses and surpluses, makes it desirable to review with you the program
for identifying and placing unneeded property on the tax rolls or in justifiable
public use.
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Of growing economic importance to the subcommittee is the subject we have
previously discussed; namely, the promulgation of guidelines governing the
establishment and continuation of activities that might be performed by the
private sector.

You will be advised as soon as a suitable date for the hearings can be
arranged. As in former years, we will need 100 copies of your statement at least
a day before the hearing date. If further information is needed by you, please
contact our economic consultant, Mr. Ray Ward, phone No. 173-8169, Study
Room 161, Library of Congress Annex.

Faithfully yours,
Paur H. Doucras,
Chairman, Subcommittee on Federal Procurement and Regulation.

Representative Grrrrrras. You may proceed with your statement,
Mr. Hughes.

STATEMENT OF PHILLIP S. HUGHES, DEPUTY DIRECTOR, BUREAU
OF THE BUDGET; ACCOMPANIED BY HAROLD SEIDMAN, ASSIST-
ANT DIRECTOR FOR MANAGEMENT AND ORGANIZATION; AND

GEORGE MULLINS, CHIEF OF PROPERTY AND SUPPLY MANAGE-
MENT

Mr. Huenes. Thank you, Madam Chairman.

With me, I might introduce them, on my right is Mr. Harold Seid-
man, Assistant Director for Management and Organization, and on
my left, Mr. Mullins, Chief of the Property and Supply Management
Branch of the Bureau.

Madam Chairman and members of the subcommittee, this is the
first time that I have had the opportunity to participate in this sub-
committee’s annual review of executive efforts to improve the procure-
ment and management of Federal property. You have had extensive
testimony from the other agencies on our joint undertakings to con-
tinue progress during the past year. The sustained interest and strong
support of the subcommittee have helped in sharpening issues, pro-
viding points of departure for new work, and glving us an oppor-
tunity to assess the strengths and weaknesses of proposed solutions to
difficult problems. )

I appreciate this opportunity to report on four areas in which the
subcommittee has expressed interest. They are:

1. Revision of Bureau of the Budget Bulletin 60-2, which now has
been accomplished by issuance of Bureau of the Budget Circular
A-T6.

2. Management and utilization of automatic data processing equip-
ment.

3. Progress in the development of rational and efficiently coordi-
nated supply system.

4. Improvement in the management of Federal real property.

There 1s progress in each of these areas. The major credit belongs
to the operating agencies; but, as in the past, the Bureau has partici-
pated actively under the leadership of my predecessor, Elmer B.
Staats, who today appeared before you in his new role of Comptroller
General of the United States. Mr. Staats’ broad range of ersonal
knowledge and the perspective gained in his 6 years of collaboration
with the subcommittee uniquely qualify him as a witness on the matters
before you. However, I look forward to working with the subcom-
mittee on these matters and I can assure you that there will be no less-
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ening of the cooperation of the Bureau of the Budget in matters of
concern to the subcommittee.

I should like to turn now to each of the four areas just referred to.
First, the issuance of Bureau of the Budget Circular No. A-76, re-
placing bulletin No. 60-2. (Seeapp. 1, pp. 203, 208.)

On March 3, 1966, Bureau of the Budget Circular No. A-76 was
issued to all executive agencies. The circular restates the guidelines
and procedures to be applied by executive agencies in determining
Whetﬁer commercial and 1industrial products and services used by the
Government are to be provided by private suppliers or by the Gov-
ernment itself. The new circular replaces Bureau of the Budget Bul-
letin No. 60-2, which was issued in 1959. The circular was issued
pursuant to a memorandum from the President also dated March 3,
1966, and addressed to the heads of executive departments and agencies.

With your permission, Madam Chairman, I suggest that the Presi-
dent’s memorandum and the circular be included in the record of these
hearings.

Representative Grrrrrras. Without objection this will be done.
(See appendix 1, p. 203.)

Mr. Huemes. The new circular reaffirms the Government’s basic
policy of relying upon the private enterprise system to supply its needs.
At the same time, it recognizes that it is necessary or in the national
interest in some instances for the Government to provide products and
services which it uses.

As Mr. Staats reported to this subcommittee when we were in the
process of drafting the circular, there is no substantial change in
the basic policy of relying upon private enterprise unless there are
definite reasons for not doing so. The principal differences between
the new circular and the bulletin it replaces are as follows:

(1) In the earlier bulletin, the justification for relying primarily
on commercial sources was the importance of the private enterprise
system to the economy. We agree with that proposition, of course; but
we do not believe it is the only reason for the policy. Government
ownership and operation of commercial facilities also involves inherent,
risks and uncertainties to the Government itself and to the Nation
generally, including unanticipated losses due to obsolescence, changes
or reductions in the Government’s requirements, removal of property
from tax rolls, and diversion of managment attention from the Gov-
ernment’s primary objectives. The new circular states that the Goy-
ernment should not provide products and services for itself except for
reasons which “are sufficient to justify the assumption of these and
similar risks and uncertainties.”

(2) While the bulletin contained general guidance concerning the
cost factors to be considered, there has been a, great deal of misunder-
standing about the costs which should be charged to the Government.
Our Circular No. A—76 provides more detailed guidelines for conduct-
ing cost comparisons. We believe this feature will result in a much
more effective implementation of the policy. The basic principle
for comparing costs is that all of the costs which the Government
would incur under each alternative should be considered—even if they
are not paid from an agency’s current appropriation.

(3) The bulletin provided that Government activities should be
avoided unless costs involved in the use of commercial sources would
be “disproportionately higher.” Since the meaning of this term was
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not entirely clear, the circular provides for a more definite cost stand-
ard by indicating that Government activities should not be initiated
unless costs will be at least 10 percent less than would be incurred if
the product or service were obtained from commercial sources.

(4) The circular assigns responsibility for carrying out the policy
to the head of each agency. In addition, the President’s memorandum
directs each agency to designate an assistant secretary or other official
of comparable rank to assure that the policy is properly carried out.

(5) The bulletin called for a one-time inventory of commercial
industrial activities to be submitted to the Bureau of the Budget.
The circular provides for an inventory which is to be maintained on
a continuing Easis by each agency.

Now, with respect to the automatic data processing program, exec-
utive branch efforts to improve the management and utilization of au-
tomatic data processing equipment are being helped considerably by
Public Law 89-309, which the Congress enacted on October 30, 1965.
This act provided specific ADP authorities to the Bureau of the
Budget, General Services Administration, and National Bureau of
Standards and established the procedural means which are needed to
bring about improvements in this field. In addition, we are being
guided by the recommendations for improvement that are contained
in the report to the President on the management of ADP, which was
published as Senate Document No. 15 in March 1965.

Since our report to you last year, the Bureau of the Budget, General
Services Administration, and the National Bureau of Standards have
made internal organizational adjustments to carry out their increased
responsibilities for ADP management, and have provided additional
resources for broadening and intensifying their efforts. In addition,
working relationships among these agencies have been made closer
and more effective. These relationships are aimed at achieving full
coordination of the complex and diverse activities to be carried out.
This is essential to the full implementation of Public Law 89-306,
and is a general prerequisite to effective action in ADP management.
We plan to utilize the Federal Automatic Data Processing Council to
extend this coordination effort to agencies which are the major users
of computers.

Much of the current and future effort is necessarily devoted to the
study and development of the ways and means for carrying out the
new or expanded programs which have been recommended. These
programs include (1) the improvement of procurement and contract-
ing procedures, giving particular attention to the single-purchaser
concept, to the problems associated with the provision of software in
support of computer hardware, and to the cultivation of additional
sources of procurement; (2) the establishment of service centers and
other joint utilization arrangements; (3) the achievement of compati-
bility among ADP equipment and related software through appropri-
ate standardization efforts; (4) the establishment of maintenance and
equipment, replacement policies; and (5) the provision of a more
comprehensive and timely information system to permit effective man-
agement action.

Last year we reported that 46 percent of our computer inventory
was Government-owned, the remainder being leased from the manu-
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facturers of the equipment. The percentage of owned computers is
now about 50 percent, and estimates derived from the recent budget
reviews indicate that this figure will be slightly higher by the end of
fiscal year 1967,

Utilization of computers continues its upward trend. Last year the
average monthly utilization of all computers was 330 hours, as com-
pared to 313 and 283 hours for the preceding 2 years. If we exclude
the small computers, many of which are used sporadically in the solu-
tion of scientific computational problems, the average monthly utiliza-
tion of the larger and more expensive computers ranges from 374 to
457 hours per month.

We are continuing our efforts to achieve maximum utilization of ex-
isting computers for new work in lieu of acquiring additional com-
puter capacity. To facilitate the sharing of computers wherever
possible, the GSA has, in the past year, established 13 regional sharing
exchanges located in metropolitan areas where there is a high concen-
tration of automatic data processing requirements and we plan to
expand this program further.

Excess Government-owned and leased equipment is being redis-
tributed for extended use within the Government as a result of special
screening procedures instituted by GSA and by the Defense Supply
Agency for the military departments. In calendar year 1965, GSA
redistributed equipment valued at $9.4 million. Defense Supply
Agency redistributed equipment within the Department of Defense
valued at $25.5 million.

IMPROVEMENTS IN SUPPLY SYSTEMS

Most of the developments with respect to improvement in supply
systems have been discussed in detail by other witnesses. I shall com-
ment briefly on a few actions in which the Bureau has been especially
interested.

Last year, we reported that a joint study had been arranged by the
Bureau of the Budget to determine whether perishable subsistence
items should be purchased on a consolidated basis. Since then, a test
conducted in the Chicago area has been completed and evaluated by
the participating agencies which included the Defense Supply Agency,
the General Services Administration, the Veterans’ Administration,
the Public Health Service, and hospitals managed by the military
services.

The test indicated that a complete consolidation at this time would
not be desirable but that substantial improvements can be accom-
plished through cross-servicing arrangements which are now being
implemented in several regions. The test also has shown that more
complete consolidation action may become feasible after the principal
agencies concerned have had an opportunity to develop standard speci-
fications. Arrangements are being made to accomplish that objective.

We also commented last year concerning a consolidation of com-
mon supply services at Cape Kennedy. This action has been taken.

We have been interested for some time in accomplishing the opti-
mum amount of standardization and consolidation of supply functions
in the Post Office and the GSA. We are pleased that an understand-
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ing has been reached between these two agencies which should lead to
substantial progress during the next several months.

As reported by representatives of GSA and the Defense Supply
Agency, progress has also been made in joint efforts to consolidate
the management of selected common commodity classes and in de-
veloping an effective approach to improve the management of short
shelf-life items.

We agree with the views expressed in the subcommittee’s report of
July 1965 concerning the major opportunities for improved inven-
tory management and utilization of Federal property by means of the
Detense Logistics Supply Center in Battle Creek, Mich. Bureau
representatives have visited this installation during the past year and
we intend to devote further attention to this excellent opportunity for
further improvement.*

Finally, the Federal catalog has been completed and is now on a con-
tinuing maintenance basis.

Representative Grirrrras. How many items are there in the Federal
catalog?

Mr. Hocurs. Mr. Mullins?

Mr. Muriins. It is about 4.2 million items. That includes both mili-
tary and civilian.

Representative Grirrrras. How many are not:

Mr. Muruixs. It,also, includes a small number of NATO items.

Representative Grrrrrras. How many items are not in the catalog?

Mr. Murrins. How many are not ?

Representative GrirriTas. Right.

Mr. Morrins. Well, the catalog has been completed but there is a
continuing flow of new items phasing in and old items phasing out. I
cannot remember now—it is a surprisingly high percentage of turn-
over constantly. Turnover in some of the classes is over 50 percent—
with half the items phasing out and being replaced in a year. Others,
of course, such as common hardware items and ordinary items do not
turn over very fast, but so far as the backlog of uncompleted identifi-
cation of the items; that is, just getting a number assigned to each
item, which was the first phase of the catalog, that has been done.

The Defense portion was done several years ago, about 7 years ago,
but there have been problems in getting several of the civilian agencies
on the same basis as the military has been for some time.

Representative Grrrrrras. Thank you.

You may proceed.

Mr. Hueues. With respect to the improvement in the management
of Federal real property, we fully share the subcommittee’s interest
in the program for identifying and placing unneeded Federal real
property on the tax rolls or in disposing of it for other purposes which
are in the national interest. The management and maintenance of
real property is costly, and disposal of unneeded real estate benefits,
not only the Federal Government but also the States and local tax
jurisdictions. Burean of the Budget Circular No. A2 provides guide-
lines for identification and disposal of unneeded real property. Dur-
ing the past year, we have completed a review in several principal

2 See Report, July 1965, pp. 3—4.
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agencies to determine whether our circular was effective and what
should be done to improve it. Although agencies are accomplishing
regular reviews of real property holdings and are identifying un-
needed real property for utilization or disposal, we believe that other
measures are necessary. Suggestions for changes which would update
and strengthen our circular are now being discussed with the agencies.
We are also working with the General %ervices Administration and
the principal agencies concerned with real property to develop other
more effective approaches to the problems of real property manage-
ment.?® (See also, p. 128.)

In conclusion, the year since our last appearance before this sub-
committee has been a year of progress, although much remains to be
done. Working relationships among the principal agencies are dem-
onstrating their effectiveness. These same relationships will assure
prompt attention to new problems as they arise. We welcome the con-
tinuing interest and support of your subcommittee to this end.

Representative Grrrrrras. Thank you, very much. We will, with-
out objection, add the text of Bureau of the Budget Circular A-2, of
Qctober 18,1963, at this point in the record.

Mr. Hugues. Thank you.

(Circular referred to follows:)

EXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington D.C., October 18, 1955.

CiroUuLAR No. A-2

To: The heads of executive departments and establishments.
Subject: Review of real property holdings (other than public domain).

(1) Purpose—It is desirable that the Federal Government divest itself of
real property holdings which are not needed. The head of each agency is re-
quested personally to insure that intensified action is taken to identify and
declare as excess real properties which are not needed. The purpose of this
circular is to establish general guidelines for the accomplishment of this objective
with respect to real properties within the continental United States, exclusive
of the public domain.

(2) Policy guidelines.—Real properties or portions thereof generally shall be
declared excess when:

a. They are not being used by the owning agency and there are no ap-
proved plans for future use.

b. Substantial net savings to the Government would result if properties
used for essential purposes were sold at their current market values and
other suitable properties of substantially lower current values were sub-
stituted for them.

c. The costs of operation and maintenance are substantially higher than
for other suitable properties of equal or less value which can be made
available by transfer, permit, or purchase.

d. They are being leased to private enterprise but could be sold under
provisions of the leases and in accordance with existing laws, if the Gov-
ernment’s requirements for goods or services produced on such properties
would be met satisfactorily with the properties in private ownership.

e. They are being used by the Government to produce goods or services
which are available from private enterprise, except when it is demonstrated
clearly in each instance that it is not in the public interest to obtain
such requirements from private enterprise.

(3) Financing arrangements.—It is recognized that, in some instances, action
cannot be accomplished in accordance with these guidelines without first

23 See Report, July 1963, p. 6.
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incurring expenses for which appropriate financing arrangements or legislation
must be obtained. There should be no delay, however, in making the neces-
sary studies and in submitting proposals for such financing arrangements or
legislation, including estimates of replacement costs and ultimate net savings,
as part of the budget submissions.

(4) Implementation.—The head of each agency should insure that:

a. Instructions and criteria are developed and issued for the application
of the guidelines established herein. It is requested that copies of such
criteria and instructions be sent to the Bureau of the Budget by November
30, 1955.

b. Thorough reviews of real property holdings are initiated promptly
and carried through on an annual basis.

c. Properties or portions of properties are declared excess without delay
if continued ownership is not justified.

By direction of the President :
Rowranp R. HuGHES, Director.

Representative Grirrrras. You point out that—

The bulletin called for a one-time inventory of commercial industrial activities
to be submitted to the Bureau of the Budget. The circular provides for an
inventory which is to be maintained on a continuing basis by each agency.

Mr. HucHrs. Yes.

Representative Grrrrrras. How are you going to do that? Are
they going to report annually to the Bureau of the Budget ?

Mr. Hucres. There is no specific provision for reporting in the
bulletin or in the related Presidential memorandum.

The bulletin, however, does set up arrangements under which the
inventory and the activities under the circular are better integrated
with the budget review process than has been the case heretofore, and
it would be our hope that the budget review process would be the
vehicle for assuring maximum compliance with the circular and con-
formity with the principles that it establishes.

The circular has just been issued. If the arrangements which it
contemplates for review and checking via the budget process are not
adequate, we would obviously plan to back them up by some other
means, but our basic technique is the budget review process.

Representative Grrrrrras. How many people are there in the
Budget Bureau?

Mr. Hueaes. We have, I think, the current strength of about 508
total employees; I have forgotten the proportion, roughly two-thirds
professional, one-third stenographic and clerical.

Representative GrrrrrrHs. %[ think this is one more really large field,
I would assume, to put upon you—$100 billion budget and struggling
with what we own and whether we ought to get out of business or so
forth and so on.

As a matter of fact, do you feel that the bulletin really will result
in more purchases from the private sector or not?

Mr. Hucenzs. I do not know that I can answer that question now,
Madam Chairman. Our hope for the bulletin is that it will more
accurately prescribe the policies of the Federal Government and the
procedures through which they are to be achieved.

We do not regard the circular as making any change basically in
the policies of the Federal Government in this regard. Rather, we
think of it as a clarification of the policies that we have operated under.

The significant changes that it makes are the clearer definition of
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cost criteria, the integration of the contracting out or the private
purchase part of our Government’s activities with the budget process,
per se, and we hope a somewhat clearer definition of the criteria under
which the Government would make its choices as between in-house
activities and dealing with the private sector.

Representative GrirriTas. Will it make more facts available to
somebody on which to make the decisions as to whether or not you
buy in the private sector?

Mr. Hueres. We think it will. The responsible individual under
the terms of the circular is the agency head. The circular spells out
criteria for his guidance in carrying out the policies and the procedures
that the circular sets forth. We think the cost criteria and the stand-
ards generally that are contained in the circular are superior to those
that were in the bulletin and will provide him with more precise in-
formation upon which to make judgments.

Representative Grrrrrras. Now that the President has requested
that all agencies adopt a budget program by functions, is it not pos-
sible, after refining the definition of the functions to identify the com-
mon features and bring about a degree of integration where prac-
ticable? Issuch a plan underway?

Mr. Hucugrs. I believe you have reference to the program we have
underway to establish a so-called program planning and budgeting
system which over a period of years, as we see it, will develop program
goals within each agency and facilitate the selection of the best and
most efficient means of achieving those goals and then confront the
responsible officials of the Government, including the President, with
clear choices on a cost and effectiveness basis.

As part of this process, it does seem to me that property management
as well as the selection, choosing between Government-performed
activities and private-sector activities, that these sorts of choices would
be sharpened and made easier.

Representative Grirrrras. I was really thinking of your combinin
services as in the case where we urged the Department of Defense an
the GSA to identify common supply and service activities, analyze
them and determine then if they could not be combined or integrated.
How much of that are you doing or can be done ?

Mr. Hucres. We are just underway with the program planning and
budgeting system. I think to my knowledge at this point this type
of thing 1s not being done as a part of that operation.

We are still in the 1nitial stages of this; we are still trying to identify
broad program goals and make choices among the alternative pro-
cedures for achieving these goals.

We are, however, as a part of our normal budget review activities,
interested in the consolidation of functions wherever that is possible
and would be doing this sort of thing in that context apart from the
program planning and budgetin%l.

Mr. Serdman just points out, this is a normal management and orga-
nization function of the Bureau and we would accordingly be carrying
1t out.

Representatives Grirrrras. Thank you.

Mr. Curtis?
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MANAGEMENT OF HARDWARE AND PAINT

Representative Curtis. Following up on that, this is something this
subcommittee has been trying to stimulate the Bureau of the Budget
to become a little more active in and I well recall using or taking a few
specific cases.

One was the case of handtools which was finally by arrangement
moved from the Department of Defense and put over into GSA.?*

BUY AMERICAN ACT

Now we have run into a little difficult problem here where the Buy-
American Act is applied by the Defense Department. I think they
are using something like a 50-percent additional cost before they will
buy outside the United States. The GSA uses a figure, I am not, sure,
of 7 percent, 6 percent, or 12 percent, but at any rate a much lower
figure. This is creating a real problem for this kind of in-house
structuring, because obviously the people who sell to the Defense
Department, the Defense Supply Agency, are going to want to con-
tinue there rather than move it over to the General Service Adminis-
tration, even though it might be better procured there. (See p. 138,
et. seq.

1\??)%3, what is the Bureau of the Budget doing about getting some
consistency in this? This does not have to do with whether it is De-
fense or not; Defense is doing it because of the legitimate concern
that has been expressed in regard to our international balance of pay-
ments. But if procuring for Defense purposes is to have one standard,
for Buy American and another Government agency has another
standard, it just is going to create chaos in our procedures.

Has the Bureau of the Budget gone into this, and if so, what are
your observations?

Mr. Hucmes. Well, Mr. Curtis, we are aware of this situation and
our understanding of the facts of the situation squares entirely with
that which you have just outlined.

In short, the Buy American policy within the Defense procurement
orbit is different than that with respect to General Services Admin-
istration.

This has concerned us as it obviously has you and the subcommittee.
We have in all candor been unable to conclude, we the Budget Bureau
and we the Administration, have not been able to reach a conclusion
as to what should be done.

The dilemma here, I think, is probably quite obvious. We have
the 6 percent differential on the one hand, and 50 percent, on the other.
Obviously, if the two policies are to be brought into conformity, we
need to move one direction or the other, or else find middle ground
somewhere in between the two.

Any direction of motion poses some quite serious problems. If we
are to liberalize, if that is the right term, the Defense procurement
policy, we create for ourselves balance-of-payments problems which
a}ff’ 1 think, quite obvious, and at a time when we do not wish to do
this.

On the other hand, if we shift from our General Services policy
and tighten the criterion there to make it more equal or more nearly

 See Report, July 1963, pp. 47-48; se also Report, September 1964, pp. 10-11.
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equal to the Defense criterion, we are confronted with the impact of
this on our trade negotiations, which are at an important period.

Representative Curtis. Yes, but whether it is Defense or Govern-
ment procurement elsewhere, you have the same dilemma. There is no
justification at all for different policy. It should be one policy.

The Federal Government has the problem of balance of payments,
thedF ederal Government has the problem of our trade, dealing with
trade.

Now, if these were peculiar military items, that might be one thing,
but they are not. It is an overall policy. Unless you can tell me
there are some peculiarities about the military purchasing that would
require a different Buy American interpretation on other Government
purchases.

What you have described up to date is a policy that affects any
Government procurement.

Mr. Hucues. I think that is correct, Mr. Curtis.

The dilemma, is which direction do we move at this point, and what
are the consequences of that movement?

At this point in time we have not to our own satisfaction been able
to conclude that a definitive movement away from one policy or the
other recognizing the disparity between the two was desirable.

Representative Cortis. You mean that you would continue to have
two different policies? Either one is correct or the other is correct.

Mr. Huenes. I do not think this is that kind of an issue, Mr. Curtis.

EXTRA COST UNDER BUY AMERICAN ACT

Representative Curris. Can you tell me why we procure some Gov-
ernment products one way and why we procure others in another way.
There might be a difference because of military reasons, but there is not
as near as I can see. We are talking about two things, balance of pay-
ments and our trade.

I might interject a third one—it is costing us a lot of money to im-
pose the Buy American Act. I think it it around $70 million in addi-
tional costs which the military have undergone as a result of their
imposition of Buy American. So there is a third ingredient.

I think about the only thing for me to do is start taking the floor
of the House and lambast this thing. It just does not make sense, and
if you or anyone in the administration can point out to me any logical
reason for having one policy for one arm of Government and another
for another, I would be interested. But you have not given me that.

Mr. Hucmes. I think, Mr. Curtis, on the point of costs, your obser-
vation is quite correct—either the adoption of either percentage differ-
ential involves additional costs to the Government—the higher the
percentage the higher the costs. These are considerations in the
adjustment of either percentage to establish a common percentage,
perhaps somewhere between the two.

The existence of the percentages, though, as you pointed out, as this
has been the case over a period of a number of years——

Representative Curris. When did the Defense Department begin to
apply the 50 percent? I think it was only about a year ago, was i not?
Am T in error?
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Mr. MorLins. Longer than that.

Representative Curris. What does——

Mr. Moruins. It was in the summer of 1963—about, I would say,
roughly ‘August of 1963.

Representative Curris. Yes.

Mr. HucHEs. There have been differentials before that, I believe,
Mr. Curtis. I do not have the dates or amounts in mind.

Representative Curtis. I went into this a little bit with Secretary
Ignatius yesterday and at least I satisfied myself for the time being
that the power was vested in the executive branch to set these at dif-
ferent levels. But I had never realized that this was so flexible, that one
arm of the Government could use 50 percent, another arm could use a
6 percent, and undoubtedly there are probably other departments that
might )have a different percentage. (See appendixes 2 and 11; also
p- 193.

Do you know whether that is true?

Mr. Hucurs. To the best of my knowledge, Mr. Curtis, there are
just the two sets of differentials. I would like to ask Mr. Mullins if
he knows of others or if he has comments on that.

SAME POLICY FOR SIMILAR ITEMS

Representative Grirritas. I want to ask you, could you not have
the same policy for similar items, identical items ?

Mr. Huenes. The range of possibility here is infinite under the
statute, Madam Chairman,

As T understand it, the statute is general in its terms and leaves
essentially to regulations the establishment of the percentages.

The ones we have are a matter of historical derivation, I think.
The problem is to make the best move that we can in present circum.-
stances without doing undue damage either to our balance-of-pay-
ments problem or to our trade negotiations, and we in the Bureau—
certainly I personally—are unable to do this at this point.

Representative Curtis. Now, Secretary Ignatius, at least, encour-
aged me by saying that he was going to look into this right away as far
as the handtool situation is concerned because we might just as well
give up as far as getting things out of the Defense Supply Agency over
to GSA. (Seep.85.)

If we are going to have this kind of thing, of course, American
domestic industry will resist every movement, with understanding.

And then you have the Buy-American Act, because it is interpreted
differently, impeding the logical organization of procurement be-
tween DSA and GSA.

Mr. Hueres. Mr. Mullins, do you have any comments on either the
tool problem or in the general subject ?

Mr. Muruins. Well, I think I might clarify the issue a little bit.

For many years the executive agencies relied only upon what the
law provides, the Buy-American Act, and the BuyAmerican Act pro-
vides no guidance as to any differential. It merely says that you may
make an exception if the costs are unreasonable. So, this became a
matter of deciding what was unreasonable.

So then an Executive order was issued which established as a gen-
eral guideline, a 6-percent differential with the further provision
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that if the domestic competitor was either a small business or in a
labor surplus area, an additional 6 percent, making a total of 12
percent——

Representative Curris. There is where that 12 percent came in ?

Mr. Morrins. Yes; and that applies only if it is either a small
business or in a labor surplus area. That is, if the low domestic
competitor is in one or obth of those two categories.

Representative Currrs. Yes.

Mr. MuLLins. Now, there are situations of time urgency, or of
other special kinds of problems so that the executive order did allow
some flexibility. It authorizes the head of an agency to make an
exception when he believes that it is either necessary for his program
or for some other reason in the national interest.

Representative Curris. I think the law says, notwithstanding any
other provision of the law, and unless the head of the department or
independent establishment concerned shall determine it to be incon-
sistent to the public interest or the cost to be unreasonable.

Mr. Murrins. Yes, and then the Executive order goes on beyond
that.

NEED FOR CONSISTENT POLICY

Representative Curtis. It goes beyond that.

Well, all T would urge is that the Bureau of the Budget zero in on
this thing, because I think we have to have a consistent policy on
this, because what we are talking about here, what the Defense Depart-
ment was talking about was national policy, and this is a national
concern as far as the balance of payments is concerned and if it is
true there, why, it should be across the board in all our procurement
practices.

Mr. Hucurs. Congressman Curtis, I would certainly agree this is
an area that does need attention, that the difference here is difficult
to rationalize except on pragmatic lines, the ones I have outlined, and
we will be struggling with it. (See appendix 11, p. 408.)

SURPLUS PROPERTY DISPOSAL

Representative Curris. I have been disappointed in the Bureau of
the Budget in not being more forceful in bringing the agencies to-
gether. This leads me to that other question on the disposal of surplus
property.

This committee has been trying to get the GSA and DSA together
to work out arrangements where GSA handles that part of the dis-
posal surpluses that are logical and DSA do its job.

My own judgment is that there is very little that DSA needs to do
in the disposal area. I understand that the Bureau of the Budget
sort of threw up its hands on this, could not get the two agencies to-
gether on an agreement, and this is where it sits right now.

Isthat true?

Mr. Hueres. Congressman, as I understand the situation, we have
been aware of your interest in this; we have explored rather exten-
sively with GSA and DSA the possibility of achieving economies or
greater efficiency through consolidation of their activities or a shift
one way or the other.
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We are not at the moment convinced that a change from DSA to
GSA or vice versa, for that matter, would produce savings. So far
as we know, the two agencies themselves are dubious, at least about
the possibility of savings.

We have asked them to indicate to us, in support of any proposed
shift, whether savings are possible and it is at this point that the
matter rests.

Now, in short, we are not convinced that savings will accrue from
any change in the existing arrangements.

“PUNKIN FUND’

Representative Curris. Are you aware of what has been called the
“punkin’ fund”?

Mr. Hucnres. Yes, sir; in general terms, I think so.

Representative Curris. Do you not think, with that in existence, it
would be most unusual if the DSA would ever feel that there were any
efficiencies in having this or any part of it transferred over to the GSA.
‘Why would not the Bureau of the Budget at least move in to put some
controls over this so-called use of the “punkin’ fund”?

Mr. Hueaes. Well, I think they are two separable questions as you
have suggested, Mr. Curtis.

The financing of DSA via this fund is certainly a departure from,
let us say, orthodox financing arrangements by appropriation.

Representative Corris. That is a nice way of describing it.
[Laughter.]

Mr. Hucenes. It, I think, is probably justified by its defenders and
Y am neot at this point one of them. It is justified by its defenders as an
incentive device under which some of the fruits of property disposal
accrue to those who manage it and thereby you gain a measure of—
they gain a measure of encouragement and incentive.

INCREASED COSTS OF DISPOSAL

Representative Curtis. So you say. I donot know whether you are
familiar with the figures, but ever since that technique was developed,
the costs of disposal have gone way up. Here it is on page 40 of this
document we published in March of 1966. The total of the cost of dis-
posing of this property was $42.5 million in 1958; and 1959, $58.3 mil-
lion; but then the “punkin’ fund” comes in and all of a sudden the
costs go up to $78 million in 1961; and in the suceeding years $84 mil-
Lon, $72 million, $77 million, and $78 million.

The amount of disposed property does not justify those increases.
So it looks like we did not end up with efficiency as a result of this.

Mr. Hueaes. Well, two considerations, Mr. Curtis:

My understanding is that some of the more recent figures do show a
measure of improvement, but we will—I would like the opportunity if
we could, to match up our figures with yours and present for the record
either confirmation of your results or alternate figures which may be
as I believe they are at this point. (See p. 198.)

There remains, I think, the question of whether an arrangement of
this sort does lend some measure of encouragement to disposal. I think
we raise—
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Representative Currrs. That is the other end—to encourage them
to actually get property that should be disposed of over into that
category as opposed to what I have been discussing, the efficiency of
actually disposing of it?

Mr. Hoenes. That is right.

Representative Curtis. I would relate them really to the efficiency
of disposing rather than constantly gleaning over their inventories to
get property that should be disposed of.

Mr. HueHES. This is the point, Mr. Curtis.

Again, I am somewhat in the role of a defender of this procedure
and I would like to avoid that role institutionally, if not otherwise,
but these are the considerations here and we do intend to pursue this
matter.

(The Bureau of the Budget later supplied the following infor-
mation :)

There is no difference in the basic cost data in the subcommittee’s possession
and the figures in our possession. It is also true that the trend has been
upward in recent years in terms of total dollars spent for utilization and dis-
posal work. However, the amount spent should be evaluated on the basis of
the volume of work performed and the results achit#ved. Total utilization and
disposal costs as related to the volume of proceeds received were lower in
1965 than in 1964 and also slightly lower than in 1963. Performance during
the first half -of-fiseal-year 1966 is slightly better than in fiscal year 1965.

In analyzing these-figures, it should be understood that only a small portion
of the costs are incurred in selling surplus property. Most of the costs are
incurred for the physical handling of the property, including demilitarization
of equipment, sorting and processing of scrap, arranging property into lots for
sale, storage, transportation, etc. These operations, which account for more
than 80 percent of all costs financed from proceeds are performed in military
bases and are not involved in the selling operations which were, at one time,
considered for possible transfer to GSA. There has been improvement in the
years since DSA assumed responsibility for the sales program in the costs of
actual sales operations as related to the proceeds being received, as indicated
in the last column of the following table:

[Dollar amounts in millions)

Total ex-
pense of all Cost of Percent cost
utilization Total Percent surplus of sales
and disposal proceeds total costs sales operations
activities fi- received to proceeds | operations to proceeds
nanced from received
proceeds
$77.9 $144.7 54.0 $16.5 11.4
74.5 109.9 67.8 16.9 15.4
80.5 111. 4 72.3 15.5 13.9
81.7 121.1 67.6 14.0 11.6
59.3 810 65.2 10.2 11.2

Representative Grirrrras. Will you yield?
Representative Curtis. Yes, I will yield.

VARIATION OF POLICIES UNDER BUY AMERICAN ACT

Representative Grirriras. How many different policies of purchase
could we have had if the Buy American plan worked out exactly as the
law is written, if you let every agency, every department head decide?
Did anybody ever figure it out? It must be an unlimited number.

Mr. HuerEes. Mr. Mullins.
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Mr. Murrins. There is a rather pragmatic answer, I think, since for
some years that is exactly what did happen. There was an informal
understanding among agencies so that for quite a number of years
before the Executive order was issued I believe most agencies used a
differential of right around 20—I think a 25-percent differential.

Now, they made exceptions, but there was a gradual accommodation
among agencies, I might say, rather of an informal nature, with no
central Executive order until, I believe, the Executive Order 10582
which governs this matter was issued sometime in the 1950’s—1954—
that was the first time that there ever was any central guidance on what
would be a proper percentage of differential. (See appendix 2, p. 217.)

And then, of course, even that provided flexibility, as we know.

Representative Grrrrrras. The act should be amended, we ought to
take back this power. Change it. It certainly is poorly drafted, I
must say.

Thank you very much, Mr. Curtis.

Mr. Huenzs. Just as a speculation, Madam Chairman, I wonder if
the Il)zlmguage of the act does not reflect somewhat the difficulty of the
problem.

Rl;alpresentative Grrrrrras. T am sure—obviously, it is a tremendous
problem.

Representative Curits. We have our own little Smoot-Hawley
tariff.

APPLICATION OF CIRCULAR A—76

I will probably continue to have questions, of course, on Circular
A-76 as it develops. I had one particular one that I asked Mr. Staats
this morning. X will just read it here, because it is posed by a specific
question :

Do Government-owned, contractor-operated facilities come under
your definition of your commercial-industrial activity ¢

I will turn this over to you as a specific. Where a private concern
apparently is in competition with another private contractor, but the
other private contractor is using Government-owned facilities, does
that come under your definition here in A-76?

Mr. Huenes. The short answer to your question, Mr. Curtis, is that
Government-owned, contractor-operated facilities do not.

Representative Curtrs. Do not?

Mr. Hucazes. Do not come under the provisions of the circular.

I believe Mr. Mullins can probably help you with some of the specifics
in this.

Mr. Murrins. Ibelieve I am familiar with the case you have in mind.

It is true that as the circular is written a Government-owned, con-
tractor-operated plant is not considered as a Government activity.
However, all that we intended to say there is that just ownership alone,
absent any action or service, is not a problem of competition with pri-
vate enterprise. We are taking the position that even if there is no
competition or private enterprise question whatsoever, or even if it is
not a commercial activity, the Government should not own a facility
unless it has to.

Representative Curris. Yes.

Mr. Mornins. In other words, we need to make a distinction be-
tween the problem of competition in commercial-industrial activities
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and the problem of unnecessary ownership. We ought to be hitting
the unnecessary ownership regardless of whether it is a commercial-
industrial activity. That should not make any difference at all.

Representative Curris (presiding). I see your distinction and I
agree with that. I do think you go on to say that where you can see
for some reason or other the Government military installation might
need to have a standby installation, they would continue to own it.
I imagine that could happen, although that would be the contract to
utilize that would be subject to competitive bids, so that would be
where that would come in.

This specific case does not involve this. This specific case, as I
judge it, would probably be a Government facility that we should not
be owning, or at least I would guess it. I do not know that.

I will supply this specific case for your consideration.

Mr. MurLins. I am quite sure it is the same one that I have had

Representative Curtis. It probably is. There is no secret about it.
The company called it to my attention and is the Union Carbide
Corp., is that the same one?

Mr. Murrins. Yes.

Representative Curris. And the major supplier of—and I cannot
even pronounce it—cryogenic propellants to the Government. Ap-
parently there is a Government facility at Mims, Fla. The question
that comes to my mind is how would you in lieu of taxes, for example,
be figured there? The Government facility would not be paying
taxes, probably, local taxes, and probably the cost therefore to the
contractor who uses that facility would be lower than if he had to
construct his own plant and equipment and then pay local taxes on it.

Mr. MuLuins. Yes. In this case you had one concern competing
on the basis of using a Government-owned plant.

Representative CurTis. Yes, that is right.

Mr. Morrins. And their bid is based upon that premise.

The other one has its own plant but would like to use part of the
Government’s plant, too.

Representative Curris. To equalize the competitive aspect, as I
understand it.

Mr. MuLLins. Because his own plant does not have quite as much
capacity as he would require.

Representative CurTis. I see, yes.

Mr. Murrins. I believe our offhand view on this particular case
was that this was not a case of Government versus private enterprise,
rather this is a case of two very aggressive private enterprises trying
to get some Government business.

Representative Curtrs. That is true. But you do get into the same
problem when you get your Government facilities and that is why
I think it becomes important.

Does the circular apply only to new activities or does it also cover
existing ones?

Mr. Hucass. It covers existing as well as new activities.

ROLE OF BOB EXAMINERS IN ENFORCING POLICY

Representative Curris. Well, then, on that, have the Bureau of the
Budget examiners been instructed to require agencies to justify all



196 ECONOMIC IMPACT OF FEDERAL PROCUREMENT

commercial-industrial activities pursuant to the new policy and if so,
what are these instructions?
I am talking about the existing ones now.

EXAMINERS EXPECTED TO EXAMINE IN-HOUSE ACTIVITIES

Mr. Huenes. The examiners, Mr. Curtis, would be expected in the
course of their normal activity as Budget examiners to examine con-
tracting-out activities, the services purchased from private businesses
as well as Government-performed services, and to review them from
the standpoint of the newly issued circular.

Our forthcoming budget on which we are now working will reflect
these reviews by the examiners in the course of their normal respon-
sibilities.

AGENCY HEAD BASICALLY RESPONSIBLE

Representative Curris. Well now, will the BOB be policing this
itself, or are you going to just require the agencies to review them-
selves and report ?

Mr. Huenges. The basic responsibility is a part of the program
administration responsibility which rests on the agency head.
However, one of the features of the new circular, one of the
differences between it and the bulletin 60-2 is the effort that we have
made in the circular to integrate the activities that it covers with the
normal budget review process and the examiners will be expected to
police the circular, if you will, in the course of their review of agency
budgets and of budget exclusion as the most proper procedure.

NO PRESENT INVENTORY OF COMMERCIAL-INDUSTRIAL ACTIVITIES

Representative Curris. Have you provided or compiled a list of
the commercial-industrial activities that might be reviewed under
this new policy?

Mr. Hueres. So far as I know, there is no new inventory yet. The
agencies are to prepare an inventory within their respective areas and
maintain that inventory on a current basis.

Representative Curtis. That is something, of course, this commit-
tee will watch with great interest as this develops. T am very pleased
that the circular is now out, and as it was pointed out by Mr. Staats
this morning that this has Presidential backing.

The other 60-2 was issued by the Bureau of the Budget without a
Presidential directive, as he explained it, and that the President actu-
ally issued his own comments on this, too.

PX’S AND COMMISSARIES NOT COVERED BY A-76

Are the PX’s and the commissaries included in this A~76, would
you say?

Mr. Hucuss. They are not.

Representative Curtis. Why not ?

Mr. Hueues. Mr. Mullins?

Mr. Muruins. They have been excluded on the ground that they do
not provide a service to the Government; it is a service to employees,
to people who are not in the Government. (See p. 44; see also ap-
pendix 1, p. 203.)
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Representative Cortis. Have you got any other exceptions like this?
[Laughter.]

I will have to absorb that a bit. At first blush, that is a pretty lame
excuse. You could get Government into all aspects of things under
that kind of an operation. I am shocked. You can get Government
mto housing, you can get it—well, there is just no end to the thing.

Let me ask, maybe we better go back to the other, how was it under
60-2, and is that still in effect ?

Mr. MuLuins. No, it is not, but it provided the same thing. Neither
this circular nor the bulletin has ever had any bearing on commissaries
or PXs.

Representative Curtis. We have a directive on the commissaries.
What was the directive the Secretary of Defense put out. That was
under appropriation langunage.

Mr. HucHEs. My recollection is he had a little problem with it, did
he not?

Representative Curtis. In my judgment, it never was enforced;
in fact, it was openly violated. After considerable work had been
done to try and get good standards in there, the thing was just frankly
violated and that is the situation today.

We will be following this, and possibly on this and other areas we
may submit written questions which would be in the record. (See
appendix 11, p. 406.)

I want to get to Federal real property. I am very much pleased
with this development report.

Another subcommittee of the Joint Economic Committee, namely,
the Subcommittee on Economic Statistics, held hearings last year on
the study that the George Washington University had put out on
“Measuring the Nation’s Wealth.” In this they tried to figure out
what our inventory is in this area of real property, as well as the
other properties. I also know the Government Operations Commit-
tee of the House developed inventories of Government property over
a period of years but has discontinued them.

Mr. Morrixs. However, GSA still puts out such a report.s

Representative Curtis. Do you think we have a fairly comprehen-
sive inventory of real property holdings that we can work with?

Mr. Murrins. Each year since 1954 there has been published a report;
which showed the real property holdings of the Federal Government.

At first, I believe that was a report prepared by GSA and submitted
to the Senate Committee on Appropriations. Later, the House Com-
mittee on Government Operations took the position that it should not
be limited to real property, so using the data that GSA prepared, aug-
mented with data on personal property supplied by the Treasury De-
partment and other parts of the Government, the House Committee on
Government Operations put out each year, until this last year, a report
that showed all of the assets of the Government, personal and real,
not only personal property but also cash, accounts receivable, every-
thing that you could call an asset.

Representative Curris. Yes.

% See Staff Materials, 1966, pp. 8-15.
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Mr. Muriins. Now, that report was discontinued, as I say. This
is the first year that we have not had it, but the real property portion
of it was carried on by GSA and that report for the last year, the one
ending last July 1,is due momentarily, any day.

Representative Curris. The reports of the committee, as I read them
each time, would say that they were just still trying to get on top of the
whole thing and that there were many really blank areas in this, par-
ticularly when it came to the values to place on some of these assets,
real estate and so on.

PAYMENTS “IN LIEU OF TAXES”

Well, what I was leading up to is this: We have got a diversity of
ways of handling this problem of in lieu of local property taxes. Of
course, State taxes also, but I am mainly concerned about property
taxes.

I know we have by law some property, real property, that was form-
erly in RFC that carries with it a provision of how the payment in
lieu of taxes shall be made.

Mr. Ward has told me that the U.S. Forest Service, in effect, pays in
lieu of taxes through a 25-percent return, I guess, on their timber sales
and other receipts.

Mr. HuenEs. Shared revenue arrangements.

Representative Curris. I dare say there are all sorts of different
techniques throughout Government. I was wondering whether the
Bureau of the Budget might not undertake to make a review of all
these various methods. l\ﬁzybe you already have, particularly in lieu
of the 10-percent figure that you have now put in this A-76 when you
relate it to the pro%lem of Government in competition.

First, let me ask you, has the Bureau of the Budget a comprehensive
review of this problem ?

Mr. Hocues. We do not, Mr. Curtis. We are aware of the diversity
of arrangements which you have mentioned. There are a variety of
them contained in a whole panorama of statutes each for a particular
program or resource purpose.

As far as T am aware, the RFC arrangement which you mentioned
is the most direct of these and grew out of the technique and the some-
what technical activities of the Reconstruction Finance Corporation.

In years past and as far as I recall, it has been a number of years
since, we have worked on the general subject of payments in lieu of
taxes and in an endeavor to develop a satisfactory statute—satisfactory
both in terms of the executive branch needs and in terms of the pos-
sibility of enactment.

‘We have not made it ; I am not aware of any very recent activity, but
let me check with my colleague.

Mr. Serman. My recollection is quite some years ago we did make
a thorough review and worked and developed legislation which the
then-S(iena,tor Humphrey introduced in the Congress, but it was not
enacted.

Representative Curris. Could you supply that?

Mr. Serpman. I want to check my recollection. This has been about
10 years ago.



ECONOMIC IMPACT OF FEDERAL PROCUREMENT 199

Representative Currs. I was going to ask if you would expand on
this for the record and give us all dates, because I would like to get to
it.

I would think this would be a very valuable tool in real property
management if you had an in lieu of local taxes. I would think 1t
would be very good accounting procedure in encouraging govern-
mental agencies to get rid of unneeded real estate if they have to
be paying out of their current funds in lieu of taxes. It also would be
a method of encouraging them to use less valuable real estate locations
which would serve their needs rather than the more valuable. I think
more of them as a real property management tool, plus, of course, this
would be a great way of getting money back into the communities for
financing schools, streets, sewers, and the kind of things that we have
the Federal Government doing in a direct way. This would possibly
be a very beneficial way of doing it. -

Mr. Hucnzs. Yes, this is a desirable aspect of this kind of a
proposal.

One of the problems with solving this problem is the difficulty of
coordinating it and integrating it with the wide variety of arrange-
n%ents that have developed over the years instead of payments in lieu
of taxes.

I guess the best known and perhaps in some ways the most extensive
is the so-called impacted areas program.

Representative” Currzs. That’s right. That started out on that
theory of in lieu of taxes and then we got off base and into another
theory. But it started out just as you say.

I am interested in the RFC formula. I am curious to know how
that might have worked. You do have—you are concerned with all
sorts of different local taxing groups with different assessed——

Mr. Hucmes. Different rates and assessments and assessment

olicies.
P Representative Curris. That is why I thought maybe the RFC
formula, if it has worked well, might be the kind that we could use
throughout the Federal Government, but I do not know.

Mr. Semman. Mr. Curtis, I might say the RFC formula did raise
problems; that was not a payment in lieu of taxes, that property was
subject to direct local taxation. We found differences; for example,
Pennsylvania included the buildings and structures as well as the
real property as part of it. Other jurisdictions did not and it created
someh quite serious problems of discrepancies from one jurisdiction to
another.

The intention there was to limit it to the taxation of the real
property.

Representative Curtis. And not the buildings?

Mr. Semnax. Not the buildings.

Representative Curts. I think that so long as Uncle Sam is not
made a particular target and everyone in the community—by “every-
one in the community” I mean other businesses, owners of real estate—
meet the same formulas then, there is this divergency of real estate
taxes. It is probably a perfectly healthy thing fhat there is a
divergency.

But to the extent you can supply to the record what has been done
and any comments you would like to make on this, I would appre-
ciate it.
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Mr. Huengs. All right, sir, we certainly will. (See p. 409.)
(Information furnished subsequently by the Department follows:)

There is no general legislation providing for payments of taxes or payments
in lieu of taxes on Federal property. However, statutes provide for payments
under a variety of specific circumstances.

The properties formerly controlled by the RFC were subject to taxation and
such payments are continuing although the RFC has been liquidated and former
RFC properties remaining in the Federal inventory are now managed and con-
trolled by the GSA and the DOD.

Payments made for assistance to schools in federally affected areas are not,
strictly speaking, payments in lieu of taxes on Federal property since the amounts
paid are not directly related to the value of the Federal property involved but
are related to the number of pupils attending schools whose parents are em-
ployed in Federal programs.

There is also a wide variety of shared revenue payments under which portions
of funds received by the Federal Government for specific products or services it
renders are paid to State or local government bodies. Following is a listing of
these arrangements:

National forests and grassland funds.

Payments to States under the Flood Control Act of 1954.

Payments to States and counties from grazing receipts, grasslands, and
sales of public lands.

Payments to Klamath area, Arizona and Nevada.

Coos and Douglas Counties, Oreg., shared revenues.

Mineral Leasing Act payments.

Payments to Alaska from Pribilof Island fund.

Wildlife refuge fund and grassland payments.

Federal Power Commission payments to States.

Tennessee Valley Authority payments in lieu of taxes.

Internal Revenue collections, Virgin Islands.

Tax collections for Puerto Rico.

Bureau of Customs: Refunds, transfers, and expenses of operation, Puerto
Rico and the Virgin Islands.

In addition to these types of arrangements, the Atomic Fnergy Commission
has discretionary authority to make payments. Payments also are made under
various Government programs for property acquired ags security for defaulted
loans.

Although there is no general legislation for payments of taxes or amounts in
lieu of taxes on federally owned property, this subject has received a great deal
of attention during the past 25 years. On April 19 and 20, 1956, the Senate
Committee on Government Operations held hearings on seven bills relating to
payments of taxes or in lieu of taxes but no legislation was enacted. However,
during the 86th Congress, the Senate passed a bill, 8. 910, which would have
provided for a general program of payments in lieu of taxes. On May 25. 1960,
the House Committee on Interior and Insular Affairs held hearings on this bill..
There have been no hearings on general legislation of this type since 1960.

(The Senate report on S. 910 (S. Rept. No. 869, 86th Cong., 1st
sess.), provides a more detailed historical background on this subject.
A copy of that report is in the files of the subcommittee.)

Representative Curtis. A point that has been called to my attention
is that the committee has these instances of allegedly unnecessary re-
tention of high value land. One of them is Fort Gordon in Georgia,
and the slowness, shall we say, of the agency concerned to do some-
thing about it.**  (See also appendix 7, p. 302.)

Question. What can the Bureau of the Budget do or what does the
Bureau of the Budget do toward bringing these matters to a head so
that they are not delayed ?

Mr. Hueres. Well, as Mr. Mullins, I think, in his answer to an
earlier question indicated, there is a separate circular with respect to

8 See synopses of GAO reports in “Staff Materials, 1966, pp. 78 and 84.
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property holdings, Circular A~2, which spells out the criteria and
standards under which property shall be retained or disposed.
(See p. 185.)

With respect to the specific situations which you have in mind, we
would be glad to look into them and see——

Representative Curtis. Let us supply those to you and then make
your comments in the record, if you would, please.

Mr. Huenrs. We will be glad to do that.

Representative Curris. We can use these as examples to give us how
the overall policy operates.

(The following material was later supplied by the Bureau of the
Budget:)

The Bureau of the Budget was advised informally that comments were re-
quested concerning property at Fort Gordon, Ga., and at Fort De Russy, Hawaii,
which the Comptroller General recommended for disposal on the ground that it
was not needed by the Department of Defense. (C.G. reports dated Apr. 22, 1965,
B-146988 and Apr. 28, 1965, B-135295.)

The property at Fort Gordon, Ga., is a portion of a 344-acre tract purchased
in 1942. The property included a hotel which was converted to a hospital.
In 1950, the hospital was discontinued and transferred to the VA. Other parts
of the land were reported excess and disposed of except for 258 aacres for which
Fort Gordon is accountable. The property includes 30 buildings, and a golf
course, and its predominant use is for recreational purposes except for some of
the buildings used as Army Reserve units, an Army Intelligence unit, housing
and miscellaneous purposes. The Comptroller General recommended immediate
disposal of the property on the ground that other golf courses and recreational
facilities were available in the Augusta area, that space was available for con-
struction of an 18-hole golf course in Fort Gordon if needed, and that the mis-
cellaneous activities could be housed elsewhere.

The Department of Defense agreed that the recreational and other activities
on the 258 tract could be transferred and action was initiated to relocate the
intelligence and Reserve units and to report as excess a 12-acre portion of the
property. However, the Department did not agree to immediate disposal of the
land used for a golf course and other recreational purposes until adequate sub-
stitute facilities could be completed on other available land at Fort Gordon.
The Department indicated plans for construction of such facilities using non-
appropriated funds and estimated that work could be completed some time in
1968.

The property at Fort De Russy, Hawaii, is located in the beach and resort area
of Waikiki and is used primarily as a recreation center for armed services per-
sonnel. A small portion is used for training of Reserve personnel and for hous-
ing. The Comptroller General recommended that the entire property should be
disposed of on the ground that adequate recreational facilities are available else-
where on the island and that other activities could be transferred in order to
make the valuable property in Fort De Russy available for disposal.

The DOD response to the Comptroller General’s report was held in abeyance
until completion of a study of the utilization and retention of all military instal-
lations in the State of Hawaii. That study was completed and on March 22, 1966,
the Department advised the Comptroller General that Fort De Russy would be
retained because the recreational facilities and housing are needed for armed
services personnel. A decision concerning possible relocation of Reserve train-
ing activities is deferred pending completion of organizational changes in Army
Reserve structure.

The Bureau of the Budget has not conducted independent studies of the prop-
erties at Fort Gordon and Fort De Russy. We have conducted a general review
in some of the principal agencies to determine whether the policy guidelines and
procedures provided in Budget Circular No. A-2 should be revised and have found
that agencies generally are conducting regular reviews of their real property
holdings. The Department of Defense, in particular, has carried on an aggresive
and effective program of identifying and reporting as excess its bases and parts
of bases which are not required. However, as a result of our study, we have
concluded that stronger guidelines are needed and the circular is being redrafted.

60-599—66——14
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Representative Curris. Without objection, all relevant letters, state-
ments, and other material may be inserted in the record of the hearings
and members may submit such questions as they deem appropriate for
the witnesses for answers. (See app. 11, p. 393.)

Very good, and thank you very much for very helpful testimony.

Mr. Hueres. Thank you very much, Congressman Curtis.

Representative Curris. The subcommittee is adjourned.

(Whereupon, at 3:55 p.m., the hearing was adjourned, to reconvene
at the call of the Chair.)



APPENDIXES

APPENDIX 1

PoLICY FOR ACQUIRING PRODUCTS AND SERVICES FOR GOVERNMENT USE

ExXECUTIVE OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,
Washington, D.C., March 3, 1966.

CiercuLAaR No. A-T6

To : The heads of executive departments and establishments.
Subject: Policies for acquiring commercial or industrial products and services
for Government use.
1. PURPOSE

This circular replaces the statement of policy which was set forth in Bureau
of the Budget Bulletin No. 60-2 dated September 21, 1959. It restates the guide-
lines and procedures to be applied by executive agencies in determining whether
commercial and industrial products and services used by the Government are
to be provided by private suppliers or by the Government itself. It is issued
pursuant to the President’s memorandum of March 3, 1966, to the heads of
departments and agencies. (See p. 208.)

2. POLICY

The guidelines in this circular are in furtherance of the Government’s general
policy of relying on the private enterprise system to supply its needs.

In some instances, however, it is in the national interest for the Government
to provide directly the products and services it uses. These circumstances are
get forth in paragraph 5 of this circular.

No executive agency will initiate a “new start” or continue the operation of
an existing “Government commercial or industrial activity” except as specifi-
cally required by law or as provided in this circular.

3. DEFINITIONS

For purposes of this circular:

(@) A “new start” is a newly established Government commercial or indus-
trial activity or a reactivation, expansion, modernization, or replacement of
such an activity involving additional capital investment of $25,000 or more or
additional annual costs of production of $50,000 or more. Consolidation of two
or more activities without increasing the overall total amount of products or
services provided is not a “new start.”

(b) A Government commercial or industrial activity is one which is operated
and managed by an executive agency and which provides for the Government’s
own use a product or service that is obtainable from a private source.

(¢) A pr