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LETTERS OF TRANSMITTAL

APRIL 19, 1965.
To the Members of the Joint Economic Committee:

Transmitted herewith for the use of the Joint Economic Committee,
and other Members of the Congress, are background materials on
the economic impact of Federal procurement as of April 1965; these
materials update a similar report of April 1964. The materials
provide a useful background for the hearings on the economic impact
of Federal procurement which the Subcommittee on Federal Procure-
ment and Regulation is holding late in April.

Sincerely,
WRIGHT PATMAN,

Chairman, Joint Economic Committee.

APRIL 15, 1965.
Hon. WRIGHT PATMAN,
Chairman, Joint Economic Committee,
U.S. Congress, Washington, D.C.

DEAR MR. CHAIRMAN: Submitted herewith for the use of the
members of the Subcommittee on Federal Procurement and Regulation
and the other members of the Joint Economic Committee and the
Congress, is a report presenting "Background Material on Economic
Impact of Federal Procurement-1965," which updates a similar
report of the committee in April 1964.

This study was prepared by temporary staff consultant Ray Ward
in connection with the Subcommittee on Federal Procurement and
Regulation hearings on "The Economic Impact of Federal Procure-
ment," to be held April 27, 28, and 29, 1965.

The materials contained in this report provide a useful background
on the scope and complexities of Federal procurement and related
activities, particularly the military, and their impact on the economy.

The findings and conclusions are those of the author. The sub-
committee indicates neither approval nor disapproval by publication
of this committee print.

Faithfully yours,
PAUJL H. DOUrGLAS,

Chairman, Subcommittee on Federal Procurement and Regulation.
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BACKGROUND MATERIAL ON ECONOMIC IMPACT OF FEDERAL
PROCUREMENT-1965

INTRODUCTION

The Subcommittee on Federal Procurement and Regulation of the
Joint Economic Committee has for the past 5 years held hearings
and issued reports containing recommendations aimed at the elim-
ination of waste and improving management in Federal procurement
and related property management areas. These are areas requiring
great obligations of Government funds, e.g.: "Contractual Services
and Supplies" for fiscal 1965, $48,959 million; "Aquisition of Capital
Assets," $29,457 million (table 1).

Experience has shown that one of the greatest potentials for im-
proved efficiency and the reduction of waste lies in these areas.

Not only are current expenditures for these objects very great but
they annually augment existing real and personal property inventories
that amounted to $323,881 million as of June 30, 1964 (table 2).

Chairman Douglas has repeatedly stated that the subcommittee
is not interested in strictly military matters-strategy, size of forces,
kinds of weapons, etc.-but has a real concern with the economic
aspects of procurement and related supply management matters and
particularly with economic waste.

The subcommittee has constantly urged responsible agencies to
take steps to reduce the frightening waste caused by overbuying,
failure to utilize available stocks, deterioration of short-shelf-life
items (app. 5, p. 225), lack of standardization, inadequate engineering
drawings, etc., and is pleased that progress is being achieved.

Secretary McNamara and his assistants have made great strides in
eliminating and reducing these and other sources of economic waste
(app. 1 and 2) through a cost-reduction program which now saves $4.1
billion annually and is projected to save $4.8 billion by fiscal 1968 and
annually thereafter.

Of greater importance, the President instituted a Government-wide
cost-reduction program on October 31, 1964, and has declared an
unrelenting "War on Waste." 1

I See " 'War On Waste' Cost Reduction Through Better Management," prepared by the Bureau of the
Budget, Executive Office of the President. (For sale by the Superintendent of Documents, U.S. Govern.
ment Printing Office, Washington, D.C., 20402.)



TOTAL GOVERNMENT OBLIGATIONS AND OBJECTS

Reliable statistics on total Federal expenditures by objects are not available but Bureau of the Budget figures
on obligations by objects show the magnitude of Government-wide procurement and related activities. (Fiscal year
1966 figures not available.)

TABLE 1.-U.S. Government obligations by objects for the fiscal years 196S, 1964, and 1966
GRAND TOTAL-ADMINISTRATIVE BUDGET

[In millions of dollars]

1963 actual 1964 estimated 1965 estimated

Description General General General
and special Public and special Public and special Public
and intra- enterprise Total and intra- enterprise Total and intra- enterprise Total

govern- funds govern- funds govern- funds
mental mental mental
funds funds funds

10 Personal services and benefits-

11 Personnel compensation:
Permanent positions-
Idilitary personnel-
Positions other than permanent
Other personnel compensation

12 Personnel benefits-
13 Benefits for former personnel.

20 Contractual services and supplies-

21 Travel and transportation of persons
22 Transportation o things-
23 Rent. communications. and utilities
24 Printing and reproduction
25 Other services.

Services of other agencies
26 Supplies and materials

30 Acquisition of capital assets-

0W 31 Equipment -------------
32 Lands and structures
33 Investments and loans

(24, 542) (3,973) (28, 515) (26, 254) (4,226) (30,480) (27,314) (4,346) (31, 660)

10,653 2,769 13, 422 11,239 2,936 14, 175 11,600 3,028 14, 628
8,141 (') 8, 141 8,787 (') 8, 787 9, 226 (I)9,226

289 750 1,039 296 793 1,089 288 820 1, 108
702 159 861 758 184 942 734 175 909

3, 553 292 3,845 3,812 312 4, 124 3,894 321 4,215
1,203 2 1,205 1,361 2 1,363 1, 70 2 1,872

(40,007) (6, 043) (46, 050) (43,232) (6,627) (49,869) (42,985) (S. 974) (48, 959)

1 170 39 1,209 1, 173 43 1 216 1,218 44 1,262
1,921 1,069 2,990 1,878 1, 136 3,014 1,912 1,077 2,989
1,287 128 1,818 2,033 142 2, 175 2,097 161 2,258

285 7 262 284 7 261 259 7 266
17, 537 693 18, 230 19,841 6,33 20, 474 19,868 573 20,441

711 5 716 780 6 786 FF839 7 846
16, 726 4, 102 20,828 17, 273 4,659 21,932 r 16,792 4, 104 20,896

(19,732) (8,997) (28,729) (20, 636) (9,863) (30,499) (19,614) (9,843) (29,457)

15, 058 79 15, 137 15, 845 133 15, 978 14,840 131 14, 971
3,615 597 4,212 3,979 784 4,733 3,918 659 4,574
1,059 8,321 9,380 812 8,976 9 788 859 9, 053 9, 912



TABLE L.-U.S. Government obligations by objects for the fiscal years 1968, 1964, and 1966-Continued
GRAND TOTAL-ADMINISTRATIVE BUDGET

[In millions of dollars]

1963 actual 1964 estimated 1965 estimated

Description General General General
and special Public and special Public and special Public
and intra- enterprise Total and intra- enterprise Total and intra- enterprise Total

govern- funds govern- funds govern- funds
mental mental mental
funds funds funds

40 Grants and fixed charges-(24, 068) (2,498) (26, 656) (25, 12) (2, 809) (27,937) (27,192) (2, 617) (29,709)
41 Grants, subsidies, and contributions ---------- 9,936 1, 548 11,486 10, 227 2,030 12,267 11,666 1,721 13,687
42 Insurance claims and indemnities- 4,040 11l 4,161 4,100 142 4,242 4,127 101 4,28843 Interest and dividends -10,076 818 10,894 10, 798 616 11,414 11,198 613 11,81144 Refunds - -4 21 25 3 21 24 (1) 23 23

Unvouchered-108 768 876 217 1,044 1,261 266 573 841Change in selected resources--------------------- 339 243 582 363 -123 240 3 497 500Proposed for separate transmittal ----------------------- ---- - --- ---- 1,275 1 1,276 1,684 200 1,884Not distributed othserwise ---------------------- 18 268 263~ -203 170 -33 443 177 620

Total obligations incurred -108,770------------22, 789 131,5659 117, 202 24,618 141,823 121,048 24. 125 145. 173Less obligations financed from other sources -19,6 17,328 36,854 20,035 18, 503 38,538 20,178 19, 734 39,912
Net obligations incurred- 89,244 6,461 94, 705 97, 167 6,116 103,282 100,870 4,391 105, 261

I Less than $500,000.

Source: Budget Bureau.
NOTE.-Because of rounding, detail may not add to totals shown.
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ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 5

The U.S. Government's reported property holdings increased by
$9 billion from June 30, 1963, to June 30, 1964.

TABLE 2.-Grand recapitulation of the personalLy and realty assets of the U.S.
Government agencies, offices, and establishments of the Government, including the
Department of Defense, as of June S0, 1964, 1963, and 1962

[In millions of dollars]

Classification June 30, 1964 June 30, 1963 June 30, 1962

PERSONAL PROPERTY
Cash:

With Treasurer of the United States -$11, 036 $12,116 $10, 430
On hand and in banks outside the Treasury -689 738 814

Investments (other than public debt) -. 946 5,843 5,694
Accounts and notes receivable ------ 8-- - 5,179 5,269 4,487
Commodities for sale -4,673 4,942 4, 670
Work in process ------------------------ 812 811 660
Materials and supplies --- 9,098 9,167 9,216
Loans receivable -- 30,347 28,361 26,849
Machinery and equipment -13,494 13,942 12,164
Other assets -13,660 11, 815 10, 344
Department of Defense (equipment, supplies, stock inven-

tories, ete.) -134,912 132,577 127,706
Corps of Engineers (equipment, etc.)- 2518 244 232

Total personal property ------- 230,104 224,923 213,316

REAL PROPERTY

Departments and agencies (other than Department of Defense). 20,206 18,640 17, 707
Department of Defense (incuding Corps of Engineers, civil

functions)- ------------------------------------- 43,599 43, 043 41,473
Architect of the Capitol 1 -471 459 440
Other (including construction in progress, etc.) -10,186 9,849 8,476
Realty donated or otherwise acquired at no cost I -290 295 292
Public domain acreage and mineral resources I -19,024 18, 026 17,740

Total, real property -93,777 90,312 86,128

Total, all property -------------------------------------- 323,881 315,235 299,444

' Computed at estimated present-day evaluation.

NoTE.-All properties reported are shown in gross amounts without deductions for allowances for losses
and depreciation. Only wholly Government-owned corporation assets and other wholly owned assets are
included. Assets held under trust arrangements and interagency assets, Including public debt securities
owned, are excluded. The properties have been valued at acquisition cost or estimated cost when the
actual costs were not known. Public domain, donated property and properties under supervision of the
Architect of the Capitol are shown at estimated present-day values. Properties acquired as gifts or without
cost to the Government are shown at estimated present-day values.

Source: Report of Committee on Government Operations, House of Representatives, on real and personal
property Inventory of the U.S. Government as of June 30, 1964.



MAGNITUDE OF DOD PROPERTY MANAGEMENT ACTIVITIES

PROPERTY HOLDINGS

The total of DOD's real and personal property holdings has risen
annually from $129 billion in fiscal year 1955 to $173 billion at the end
of fiscal year 1964 despite concurrent disposal actions of great magni-
tude. Real property holdings increased from $21 to $37 billion and
personal property holdings from $107 to $137 billion during the decade.

However, "supply systems" inventories have been reduced through
improved management by $12 billion during this period and "stock
funds" by $2.4 billion.

TABLE 3.-DOD property holdings as of June 30, fiscal years 1955-64 1
[In millions of dollars]

Total and type of property 1955 1956 1957 1958 1959 1960 1961 9162 1963 1964

Total -128,694 134,082 146,021 149,465 150,660 154,617 158, 508 164,835 171,364 173,455
Real - 21,343 22,918 24,892 26,891 29,689 31,997 34,038 35,378 36,565 36,734Personal -107,351 111,164 121,129 112,574 120,971 1229,620 124,470 129.457 134,799 136, 721
Supply systems -50,780 50, 974 53, 719 47, 652 44,467 42, 002 40, 837 40, 652 40, 096 3, 795

Stock funds 8,113 9, 772 10, 970 8,913 8,162 7,312 6,413 6,154 6, 527 5,749Appropriated funds - 42,627 41, 202 42,829 38, 739 36,305 34,690 34,424 34,498 33,569 33,046

X Sourme: Report of Committee on Government Operations, House of Representatives, on real and per-sonal property inventory of the U.S. Government.

Expenditures for DOD military functions as a percentage of the
gross national product declined slightly for the second successive year.

TABLE 4.-Expenditures for DOD military functions as percentage of gross national
product, fiscal years 1939-64

[In billions of dollars]

DOD military DOD militaryGross function Gross functionFiscal year national riscal year national
product product

Expend- Percent Expend- Percentitures of GNP itures of GNP

1939 -88.2 1.1 1.2 1952 -338.8 38.9 11.51940 -95.7 1. 5 1.6 1953 -359.7 43.6 12.11961 --------- 110.5 6. 0 5.4 1954 --------- 362.0 40.3 11.11942 -__--_--_ 140.5 23.6 16.8 195 -377.0 35.5 9. 41943 -178.4 62.7 35.1 1956 -- ---- 408.5 35.8 8.81944 -202.8 75.8 37.4 1957 -433.0 38.4 8.91945 -218.3 80. 0 36.7 1958 -440.2 39. 1 8.9196 -202.8 42.0 20.7 1959 -466. 7 41.2 8. 81947 -223.3 13.8 6.2 1960 -494.8 41.2 8. 31948 --------- 246.6 10.9 4.4 1961 --------- 506.6 43.2 8.51949 -261.6 11.6 4.4 1962- 539.4 46.8 8 7
1950- 263.8 11.9 4.5 1963 -568.7 48.3 8.51951 -310.8 19.8 6.4 1964- 603.4 49.8 8.2

Source: OASD Comptroller FAD-I19 (fiscal year 1966).
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ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 7

Tables 5 and 6 show an increase of 1,419 military personnel at sa cost
of $1,061,627,000betweenJune30,1963, and June30,1964 while civilian
personnel decreased by 14,373 with a payroll increase of $194,760,000.

TABLE 5.-Number of DOD military and civilian personnel stationed in the United
States (including Alaska and Hawaii) and annual payrolls, by State of duty
location, as of June 30, 1963.

Active duty military personnel Civilian employees

Number, Estimated Number, Estimated
June 30, 1963 1 annual pay and June 30, 1903 annual

allowances 2 payroll 2

United States, total -1, 688,121 $6, 698,101,000 951, 231 66,111,344, 000

Alabama - - - - 23716 94 655,000 33, 966 216,308 000
Alaska - - - - 31,778 129,484,000 5,882 46,226, 000
Arizona - - - - 20,169 84, 286,000 7,144 45, 565, 000
Arkansas - - - - 14, 361 59, 970, 000 4,523 28,716, 000
California - - - - 221, 934 846,675,000 140,121 899,291,000
Colorado - - - - 36,856 150,669,000 14,470 92,207,000
Connecticut - - - - 5,631 21,315,000 2,825 18,169,000
Delaware- - - - 8,092 36,055,000 1,278 8,173, 0o
District of Columbia ---- 18, 636 72,279,000 29,348 188 075 000
Florida - - - - 66,602 276, 718, 000 24, 145 155,018,000
Georgia - - - - 93,043 355,677,000 33,976 216, 830, 000
Hawaii - - - - 41,018 152, 207, 000 18,396 135,559,000
Idaho - - - - 6,267 27,412,000 486 3,104, 000
Illinois - - - - 45,473 179,806,000 28,986 184,980,000
Indiana -- -------- --- 8,705 36,451,000 11,927 76,253, 000
Iowa- - - - 1,482 6,316,000 542 3,445, 000
Kansas - ------------------ 36,824 148, 134,000 5 091 32,3815000
Kentucky - - - - 48,655 179,705,000 11,565 73 ,511,000
Louisiana - ------- 32,452 128,471,000 7, 234 46,097,000
Maine - - - - 14,216 62, 293, 000 1,652 10,594,000
Maryland - - - - 3 48,214 187,136,000 38, 425 245, 384, 000
Massachusetts - - - - 32,355 133,691,000 26,109 166,842,000
Michigan - - - - 22,63 98,978,000 11, 791 75,134,000
Minnesota - --------- -5392 22,1 37,5000 1, 958 12,474,000
Mississippi - - - - 25,017 110, 789,000 5,888 37,557,000
Missouri - - - - 28,596 111,111,000 15,330 97,515,000
Montana - - - - 10,484 46,846,000 1,071 6,840,000
Nebraska - - - - 19,224 85,141,000 4,519 28,782,000
Nevada - - - - 8,142 35,309,000 2,670 17,140,000
New Hampshire - - - - 8,576 37,004,000 9,970 64,173, 000
New Jersey --------------------------- 42,485 165,726,000 25,685 163,451,000
New Mexico - - - - 21,33 93,078,000 10,966 70,039, 000
New York - - - - 39,167 160,584,000 51,676 330,675,000
North Carolina - - - - 88,366 313,289,000 10,044 64,330,000
North Dakota - - - - 11,000 49,222,000 1,180 7,528,000
Ohio - - - - 19,153 83,121,000 38,642 247,837,000
Oklahoma - - - - 37 291 147, 753,000 25,061 160,145,000
Oregon - - - - 201 22,890,000 3,613 22,952,000
Pennsylvania - - - - 15,225 57,684,000 69,046 442,378,000
Rhode Island - - - - 6,229 23,354,000 8,285 53,340,000
South Carolina -- 41,086 159,178,000 14,570 93,532,000
South Dakota-- - - - - 6,674 29, 802, 000 1,668 10,613,000
Tennessee - ------- ---- 17,675 68,368,000 6,264 39,922,000
Texas- - - - 178,281 736,551,000 58,856 375,479,000
Utah - - - -5,529 19,102,000 19,333 123,278,000
Vermont --- -------- 475 2,053,000 64 408,000
Virginia - - - - 88,059 331,643,000 79,029 50, 928, 000
Washington - - - - 48,561 194,194,000 21,963 140,780,000
West Virginia - - - - 596 2,384,000 9g8 6,078, 000
Wisconsin - - - - 4575 19,484,000 2,171 13,859,000
Wyoming - - - - 4 062 18,159,000 869 5, 548,000
Undistributed --- 23,050 83,352,000. ---------------- ---------------

Washington, D.C., metropolitan area -

District of Columbia _
Maryland
V irginia -- - - -- - - - -- - - - -

3 62,094 242,706,000 76,490 489,914,000

: 18 636 1 72,279,000 29,348 188,075,000
3 11,802 50, 287,000 14,257 91, 377, 00
31,656 120,140, 000 32,885 210,462,000

I Excludes naval personnel assigned to fleet units and to other afloat and mobile activities.
2 For number of personnel indicated in preceding column.
3 Partly estimated.

Source: Directorate for Statistical Services, Office of Secretary of Defense, Sept. 16, 1963.



8 ECONOMIC IMPACT OF FEDERAL PROCUJREMENT-1965

TABLE 6.-Number of DOD military and civilian personnel stationed in the United
States (including Alaska and Hawaii) and annual payrolls, by State of duty
location, as of June 30, 1963.

Active duty military personnel Civilien employees

Number, Estimated Number, Estimated
June 30, annual pay June 30, annual

1964 1 edanl lw- 1964 payroll X
ances.

United States, total -1,689, 540 $7, 759,728,000 936,858 $6, 306,104,000

Alabama -21, 40 118,945,000 33,159 222,376,000Alaska------------------ 32,645 144,300,000 6,105 40,969,000
Arizona -19, 588 85,860,000 7,071 47,483,000Arkansas --------------- _ 11,881 68,763,000 4,543 30,435,000
California - 219,719 972,771,000 135,936 916,756,000Colorado----------------- 39,443 190, 314,000 14,526 97,447,000Connecticut -8------------- ,311 23,083,000 3,003 20,278,000Delaware---------------- 9,426 44,837,000 1,296 8,705,000
District of Columbia -19,978 140,750,000 28,709 193,557,000Florida ----------------- 70, 695 331,377,000 24,378 164,382,000
Georgia -98,507 387,760.000 32,766 220,020,000Hawaii - _ 45, 714 191, 534,000 18,597 125,321,000
Idaho -8--- --- 6,030 30,787,000 467 3,136,000
Illinois -47,670 208,202,000 28,754 193,227,000
Indiana -8,071 38,206,000 11,932 80,312,000
Iowa 1,556 7,550,000 610 24,088,000
Kansas -37,709 164,966,000 4,959 33,253,000
Kentucky -49,528 185,574,000 11,753 78,832,000
Louisiana ---------- 31,441 138,747,000 6,832 45,880,000
Maine- - 13,166 54,021,000 1,678 11 280 000Maryland ----------------- 48, 250 221,177,000 39,301 264,297,000
Massachusetts -- 31,682 151,228,000 24,602 165.462,000
Michigan --- - 21,205 105,408,000 11,589 78,434000
Minnesota -1,34 23,888,000 2,047 13,734,000
Mississippi ----------------------------- 20,869 115,226,000 6,047 4o,99,o000
Missouri- 2807 113, 746, 000 15, 869 106,409,000
Montana -9,913 46,471,000 914 6,137,000
Nebraska- -18,08 104,527,000 2 2970,

Nevada-~~~~~~------ 7,770 37,771,000 2,623 17,681,000
New Hampshire------------- 8,146 41,529,000 9,261 62,594,000
NewJersey- - 42,231 184,887.000 24,540 165, 882,000
New Mexico-2 D.C.,------------------- 1,440 111,311,000 10,873 73,125,000
New York- ------- - 37,048 178,474,000 49,986 336,405,000
North Carolina -87,352 340,886,000 10,116 68,183,000
North Dakota- - lo 10,588 52,437,000 1,263 8,475,000Ohio------------------- 19,233 109,186,000 37.054 249,9No,ooo0Oklahoma&---------------- 36,246 153,982,000 24,537 164,802,000Oregon ------------------ 5,233 24,667,000 3,531 23,667.000Pennsylvania -------------- 14,765 71,100,050 66,940 451,348,000
Rhode Island- ---------------- - 6,8 53 34,048,000 8,368 56,5 80,000
South Carolina ------------ -43,436 184,692,000 14,604 cin, 821, 000South Dakota- ----------------- -6,814 33,133,0 0u 1,370 9,185o000Tennessee ---------------- 19,289 78,768,000 6,192 44.600,000¶Texas ------------------ 167.056 774,359,000 58,939 395,616,000Utah------------------- 4,247 21,778,000 19,039 128,018, 000Vermont----------------- 291 1,320,000 73 489,000Virginia ----------------- 388,92 452,529,000 79,114 533,687,000Washington --------------- 50,283 204,483,000 21,883 147,538,050
West Virginia -------------- 523 2,502,000 1,641 6,972,000Wisconsin ---------------- 4,494 22,449,000 2,297 15,442,000Wyoming-5,323 21,313,800 862 5,788,000Undistrihuted(f-------------- 23,125 194,100, 000-----------------

Wesbington, D.C., metropolitan areat. 61,730 347,253, 000 77, 475 522, 254 000
District of Columbia --------- '19,978 140,710,000 2,0 9,5.01'Seryland '~~~~~~ 311,785 54,011,000 14,550 98,036,000
Virginia -'-------------- 29,967 152,502,050 34,216 230, 681,000o

' Excludes naval personnel assigned to fleet units and to other afloat and mobile activities.
For number of personnel indicated in preceding column.

S Pertly estimated.
-Source: Directorate for Statistical Services, Office of Secretary of Defense, Sept. 11, lOWt

SUPPLY SYSTEMS INVENTORIES

The total of "supply systems" inventories from the 'end of fiscal
year 1958 through fiscal year 1964, as has been stated, declined to
.about $39 billion. The stratification of such stocks, or breakdown
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into purpose for which they are held, reflects a distinct change during
fiscal year 1964. In prior years, the strata were peacetime operating
stocks, mobilization reserve stock, economic and contingency reten-
tion stocks, and excess stock. These are shown in table 7 and are
explained in footnotes 2 through 6.

Stratification of supply systems inventories as of June 30, 1964, is in
accordance with improved logistics guidance which calls for applica-
tion of assets first against requirements to support (1) Approved
Forces, i.e., Active and high-priority Reserve Forces of the 5-year
force structure and financial program, and (2) General Forces.
Acquisition of materiel is authorized to support Approved Forces; it
is not authorized to support General Forces. Both have retention
limits. The data for these strata are not comparable with that in
prior years, except in a very general way, and therefore have not
been shown separately in the table (see footnotes) but are included
in subtotal and total.

The criteria for the establishment of economic retention and con-
tingency retention strata have not been drastically revised, although
the exigencies of world situations may result in somewhat different
levels being established under them. The excess strata now repre-
sents those stocks that are beyond limits of a particular service and
for which screening for utilization by other elements of the Depart-
ment of Defense is underway, but for which final DOD disposal action
has not been initiated. They are not significantly different in value
from those reported in prior years.
TABLE 7.-DOD supply systems inventories by inventory stratas as of June 30,'

fiscal years 1958-64
[In millions of dollars]

Total and inventory strata 1958 1959 1960 1961 1962 1963 1964

Total - 46,585 44,203 41,727 40,537 40,299 39,684 38,383

Unstratified -2,440 3,056 2, 083 1,819 1,837 1,425 2,582
Total stratified -44,145 41, 147 39, 644 38,717 38,462 38,259 35,801

Peacetime operating 2 -14,538 15, 306 15,657 14,722 15, 601 15,379 (7)
Mobilization reserve 3__________. 12, 134 11,530 10,893 11,030 10,725 10,921 (7)
Economic retention 4 -5,593 4,703 6, 618 6,343 5,454 5,912 3,596
Contingency retention A -____ 1, 050 1,611 1,361 1,246 1, 040 636 1,248
Excess stocks 6 - ------- 10,418 7,146 5,115 5,377 5,643 5,411 5,528

' Total inventories in this table do not include value of Navy shipboard supplies included in table 1.
2 Peacetime operating stock is that portion of the total quantity of an item on hend which is required to

equip and train the planned peacetime forces and support the scheduled establishment through the normal
appropriation and leadlime periods.

3 Mobilization reserve materiel requirement: The quat~ity of an item required to be in the miliatry,
supply system on M-day, in addition to quantities for peacetime needs, to support planned mobilization
to expand the materiel pipeline, end to sustain in training, combat, or noncombat operations prescribed
forces until production by industry equals consumption.

'Economic retention stock is that portion of the quantity in long supply which it has been determined
will be retained for future peacetime issue of eonunmption as being more economical than future replenish.
ment by procurement.

a Contingency retention stock is that portion of the quantity in long supply of an obsolete or nonstandard
item for which no programed requirements exist and which normally would be considered as excess stock,
but which has been determined will be retained for possible military or defense contingencies.

3 Excess stock as reported herein is stock which is indicated to be above the sum of footnotes 2, 3, 4, and
5 above and for which specific determination as being within the needs of the Department of Defense has
not been made or disposal action initiated.

7 These strata are not available for 1964. The sum of these 2 is $25,429,000,000 which is divided in 1964
into Approved Force stocks ($23,190,000,000) and General Force stocks ($2,239,000,000).

SCOPE OF PROCUREMENT ACTIVITIES

The net value of military procurement actions amounted to
$27.5 billion in fiscal year 1964, a decrease of $600 million from
fiscal year 1963.
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TABLE 8.-Net value of military procurement actions in the United States and
possessions, fiscal years 1951-64

[In billions of dollars]

Net value Net value Net value
Fiscal year of military Fiscal year ofmilitary Fiscal year of militarym ao ns procure- pe arocutoe-

ment actios X ment actions ment actions
1951 -------- 31.9 1956 - 18.2 1961--24.31952 -------- 42.2 19719.9 1962 27.81913 - 28.4 1958 -------- 22.8 16-------- 28.11954 - 11.9 1919 -------- 23.9 1964 -------- 27.51955 -------- 15.5 1960 -------- 22.5196

Source: "Military Prime Contract Awards and Subcontract Payments, July 1963-June 1964," Office ofthe Secretary of Defense.

NET VALUE OF PROCUREMENT ACTIONS BY STATES, FISCAL YEARS
1962-64 (SEE TABLE 9)

The percentage breakdown of military procurement actions by
States and the District of Columbia shows for fiscal year 1964:

Number ofNumber ofPercent of total: States Percent of total-Con. States
Over 20 -1 3 to 4 - 3
10 to 15 -1 2 to 3 -- --- -- 5
5 to 10 - 2 1 to 2- 5
4 to 5- 4 0 to 1- 30

TABLE 9.-Net value of military procurement actions, by States and fiscal year 1'
fiscal years 1962, 1963, and 1964

[Amounts In thousands]

Fiscal year 1962 Fiscal year 1963 Fiscal year 1964

Amount Percent Amount Percent Amount Percent

Total, United States 2_ ........ $27,800,407 -- $28,107,882 -- $27,470,379

Not distributed by State 3_------- 2, 761, 717 2 874, 642-- 3 053, 272State totals 4- - ___-- __-__________-__ 25,038,690 160.0 25,233,240 100. 0 24 417, 107 160.0
Alabama -154,419 .6 194,990 .8 190,681 8Alaska -63,320 .3 103,476 4 101,545 .4Arizona-152,951 .6 285,751 1.1 173,825 : 7Arkansas------------- 84,798 .3 39,114 .2 29,731 .1
California -5,993,244 23.9 25,835,670 23.1 5,100,650 21.0Colorado -565,279 2.3 444,196 1.8 389,511 1.6Connecticut ----------- 1,213,967 4.8 1,048,449 4. 2 1,126,054 4.6Delaware -47,197 .2 67,035 43 30,424 . IDistrict of Columbia -181,954 .7 238,120 9 222,947 .9Florida -645,478 2.6 583,237 2.3 782,191 3. 2Georgia-------------- 337, 478 1. 4 423,290 1. 7 520,169 2. 1Hawaii-------------- 31,875 .1 45,206 .2 52,112 .2Idaho -26,121 .1 8,634 ) 7,804 (5)Illinois -531,008 2.1 486,067 1.9 429,201 1.8Indiana ---------- --- 571, 184 2.3 486, 759 1.9 537, 940 2. 2Iowa -179,153 .7 130,46 .5 103,392 .4Kansas------------- 393,807 1.6 331,687 1.3 289,045 1.2Kentucky-43 ,-- 433510 .2 55,725 .2 40,476 .2

ouisiana-244, 036 1.0 195341 .8 181427 7Mane --------------------- ~ ~~~ 79, 585 .3 58,409 .2 31,531 I1Maryland------------ 449, 491 1.9 606,368 2. 4 547,036 2. 3Massachusetts - 1,310,055 52 1, 060,165 4. 2 1,032,062 4. 2
Michigan -677, 786 2.7 633,047 2.5 591,290 2. 4Minnesota ------------ 297,306 1. 2 273, 757 1. 1 217, 941 .9
Mississippi -100, 220 .4 186.039 .7 155.911 .6Missouri ---------- 545,553 2. 2 646,111 2. 7 1,349,071 5.5
Mnebaska------------- 31,264 .1 79,349 .3 16,422 .1Nebraska ----------------------- 53,172 .2 33,559 .1 33,921 .1Nevada-------------- 8,246 (5) 13,143 .1 6.361 (5)
New Hampsbire-58,926 .2 51,174 .2 64.857 .3NewTersey -1,063,096 4.3 1,251,609 5.0 917, 561 3. 8

See footnotes at end of table, p. 11.
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TABLE 9.-Net value of military procurement actions, by States and fiscal year,'
fiscal year 1962, 1963, and 1964-Continued

[Amounts in thousands],

Fiscal year 1962 Fiscal year 1963 Fiscal year 1964

Amount Percent Amount Percent Amount Percent

State totals4-Continued
New Mexico -$60,729 0.2 $61, 642 0.2 $71,486 0.3
New York -2,668,744 10.7 2,500,146 9.9 2,496,438 10.2
North Carolina -268,990 1.1 256,987 1.0 273,516 1.1
North Dakota -99,627 .4 64, 55 .3 192,025 .8
Ohio -1,129,017 4.6 1,345,686 5.3 1,0298,946 4.2
Oklahoma -135,825 .5 111,204 .5 122,489 .5
Oregon- 46,129 .2 41,777 .2 29,104 .1
Pennsylvania- 952, 058 3.8 887,452 3.5 83, 065 3. 6
Rhode Island - ---- - 57,966 .2 46,970 .2 38,173 .2
South Carolina -65, 212 .3 57, 747 .2 51,621 . 2
South Dakota -112,682 .5 80,630 .3 23,308 .1
Tennessee -183,794 .7 183,478 .7 193, 564 .8
Texas -1,006,253 4.0 1,203,123 4.8 1,294,431 5.3
Utah -298,596 1.2 408,127 1.6 340,040 1. 4
Vermont -16,421 .1 12,258 .1 14,012 .1
Virginia -446,183 1.8 484,989 1.9 690,862 2. 8
Washington -921,115 3.7 1,041,581 4.1 1,085,696 4. 5
West Virginia -133, 782 . 5 162,201 .7 87,327 .4
Wisconsin -2s8 735 1.0 219,427 .9 177, 217 .7
Wyoming -22,551 .1 125,081 .5 49,408 .2

1 See "Notes on Coverage"
2 Includes all contracts awarded for work performance in the United States. The United States includes

the 50 States, the District of Columbia, U.S. possessions, the Canal Zone, the Commonwealth of Puerto
Rico, and other areas subject to the complete sovereignty of the United States, but does not include occu-
pied Japanese islands or trust territories.

a Includes contracts of less than $10,000, all contracts awarded for work performance in the Common-
wealth of Puerto Rico U.S. possessions, and other areas subject to the complete sovereignty of the United
States, contracts which are in a classified location, and any intragoveranmental contracts entered into over-
seas.

4 Net value of contracts of $10,000 or more for work in each State and the District of Columbia.
a Less than 0.05 percent.
Civil functions data are shown separately, and are not included in military functions tabulations.

NOTES ON COVERAGE
It isemphasized that dataon prime contracts by State do not provide any direct indication asto the State

In which actual production work is done. For the majority of contracts with manufacturers, the data reflect
the location of the plant where the product will be finally processed and assembled. If processing or as-
sembly is to be performed in more than one plant of a prime contractor the location shown is the plant where
the largest dollar amount of work will take place. Construction contracts are shown for the State where the
construction is to be performed. For purchases from wholesale or other distribution firms, the location is
the address of the contractor's place of business. For service contracts, the location is generally the place
where the service is performed, but for transportation and communications services the home office ad-
dress is frequently used.

More important is the fact that the reports refer to prime contracts only, and eannot in any way reflect
the distribution of the very substantial amount of material and component fabrication and other subcontract
work that may be done outside the State where final assembly or deliver takes place.

The report includes definitive contracts, and funded portions of letter contracts and letters of intent, job
orders, task orders, and purchase orders on industrial firms, and also includes interdepartmental purchases,
made from or through other governmental agencies, such as those made through the General Services Ad-
ministration. The State data include upward or downward revisions and adjustments of $10,000 or more,
such as cancellations, price changes, supplemental agreements, amendments, etc.

The estimated amounts of indefinite delivery, open-end or call type contracts for petroleum are included in
the report. Except for petroleum cotracts, the report does not include indefinite delivery, open-end, or call
type contracts as such, but does include specific purchase or delivery orders of $10,000 or more which are
placed against these contracts. Also excluded from the report are project orders, that is, production orders
issued to Government owned and operated facilities such as Navy shipyards. However, the report includes
the contracts placed with industry by the Government-operated facility to emplete the production order.

Source: Office of the Secretary of Defense.

ONE HUNDRED COMPANIES AND THEIR SUBSIDIARY CORPORATIONS LISTED
ACCORDING TO NET VALUE OF MILITARY PRIME CONTRACT AWARDS,
FISCAL YEAR 1964 (JULY 1963 TO JUNE 1964)

The 100 companies and their subsidiaries which received the largest
dollar volume of military prime contracts of $10,000 or more in fiscal
year 1964 accounted for 73.4 percent of the U.S. total. This is a

46-048-65-2
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decrease of 0.5 percentage points from the 73.9 percent during fiscal
year 1963. The table below shows that the 73.4 percent of prime
contracts awarded to the top 100 corporate groups during fiscal
year 1964 was somewhat lower than the average over the last 7 years.
The first 10 companies had 1.7 percent more of the total than in
fiscal year 1963, while the remaining companies had an overall
decrease of 2.2 percent. It should be noted that about one-half of
the military work of the large concerns is subcontracted with ap-
proximately 40 percent of the amount subcontracted going to small
business concerns.

Percent of U.S. total

Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Companies year year year yer year year Ye

1958 1959 1960 1961 1962 1963 1964

1st ---------------------- 9.8 7.2 6.0 6.5 5.6 5.9 5.8
2d-6.4 5.2 5.1 5.2 4.7 5.2 5.4
3d-3.6 4.5 4.8 5.2 4.4 4.1 4. 6
4th -3.5 4.1 4.6 4.1 4.0 4.0 4. 1
5th -3.0 4.0 4.3 3.8 3.8 4.0 3.9

1st to 5th -26.3 25.0 24.8 24.8 22. 5 23. 2 23.8
6th to 10th…12.4 12.0 11.3 11.8 11. 1 10. 9 12. 0
11th to 25th -19. 1 17. 6 17. 4 18.2 17. 2 17.8 17. 1

1st to 25th -57.8 54.6 53. 5 54.8 50. 8 51.9 52. 9
26th to 50th -9.1 10.7 11.3 11.0 12. 6 13.7 12. 951st to 75th ----------- 4.8 5.5 5. 4 5.5 6.0 5.5 5. 1
76th to 100th-2.5 3. 0 3.2 2.9 2. 9 2.8 2. 5

1st to 100th -74.2 73.8 73.4 74.2 72.3 73.9 73. 4

The list for fiscal year 1964 contains 19 companies which did not
appear on the fiscal year 1963 list. Of the new names, 11 appear
between the 76th and 100th positions. One of the new names on the
list, Morrison-Utah-Perini-Leavell, a joint venture with contracts
totaling $121.5 million, is in 40th position.

Major corporate changes affecting the list during fiscal year 1964
were as follows: Gilfillan Corp. and Garrett Corp., both of which
appeared on the fiscal year 1963 and fiscal year 1962 lists, became
subsidiaries of International Telephone & Telgraph Corp. and Signal
Oil & Gas Co., respectively. Hiller Aircraft Co., acquired by Fairchild
Stratos Corp. became a subsidiary in the new Fairchild-Hiller Corp.
Minneapolis-Honeywell Regulator Co. changed its name to Honeywell,
Inc.

Over half of the companies were engaged in missile-space, aircraft
and electronics work in fiscal year 1964. The contract work of many
of the companies involved more than one major commodity category.
Based on the category representing the largest dollar volume of
contracts awarded to each company, there were 24 missile-space, 19
aircraft, and 14 electronics firms. The remaining 43 companies fell
into the following categories: Petroleum, 12; services, 7; construction,
7; tank-automotive, 6; ammunition, 5; ships, 4; weapons, 1; and photo-
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graphic equipment and supplies, 1. It is noteworthy that there were
only two construction companies in fiscal year 1963.

The six nonprofit contractors (see index) include one new institu-
tion, Stanford Research Institute, which was not on the fiscal year
1963 list. These nonprofit contractors are generally providing
research, development, and training services in the missile-space and
electronics programs.

Four companies received prime contract awards of more than $1
billion each in fiscal year 1964 compared to five companies in fiscal
year 1963. These companies and a brief description of their more
important contract work are as follows:

Lockheed Aircraft Corp. leads the list for the third consecutive year
receiving $1,455.4 million, or 5.8 percent of the total. The aircraft
contracts include the C-141A Starlifter jet cargo transport, C-130E
Hercules turboprop jet transport, and the P3A Electra jet patrol
bomber. It is a principal prime contractor for the Polaris missile,
is an important contractor for military space vehicles, and performs
research in conjunction with the satellite control network. The
company and its subsidiaries also receive contracts for shipbuilding
and electronics.

Boeing Co. in second place with contract awards of $1,365.2 million
(5.4 percent), occupies the same position as in fiscal year 1963. Its
contract work was almost entirely in aircraft and missiles. The prin-
cipal missile project is the Minuteman ICBM missile. Aircraft proj-
ects include KC- 135 troop and cargo transports, CH-47A Chinook
troop transport, CH-46A Sea Knight assault transport helicopters,
and modification of B-52 Strato Fortress bombers.

McDonnell Aircraft Corp., whose contracts totaled $1,157.4 million
(4.6 percent), ranks third. This compares with a contract value of $497
million and ninth position in fiscal year 1963. The prime contract
work of the company is predominantly for the production of the F-4
series of Phantom II fighter-bomber and reconnaissance aircraft for
Navy and Air Force.

North American Aviation, Inc., received $1,019.5 million (4.1
percent) in awards, dropping from third place in fiscal year 1963 to
fourth place in fiscal year 1964. Its major projects include research
and -development of the B-70 aircraft, the production of the A-5
Vigilante and T-39 Sabreliner aircraft, missile propulsion equipment,
and a wide variety of electronic equipment, including guidance and
control for the Minuteman missile and for ship navigational systems.

13
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Index of 100 parent companies which with their subsidiaries receive the largest dollar
volume of military prime contract awards in fiscal year 1964

Rank Parent company Rank Parent company

Aerospace Corp. (N).
American Bosch Arina Corp.
American Machine & Foundry Co.
American Ship Building Co.
American Telephone & Telegraph Co.
Asiatic Petroleum Corp.
Atlantic Research Corp.
Aveo Corp.
Bendix Corp.
Bethlehem Steel Corp.
Boeing Co.
Burroughs Corp.
Chrysler Corp.
Cities Service Co.
Collins Radio Co.
Continental Motors Corp.
Continental Oil Co.
Control Data Corp.
Curtiss-Wright Corp.
Cutler-Hammer, Inc.
Day & Zimmerman, Inc.
Douglas Aircraft Co.
du Pont (E. 1.) de Nemours & Co.
Dynalectron Corp.
Eastman Kodak Co.
Electronic Communications, Inc.
F. M. C. Corp.
Fairchild-Hiller Corp.
Firestone Tire & RubberfCo.
Ford Motor Co.
General Dynamics Corp.
General Electric Co.
General Motors Corp.
General Precision Equipment Corp.
General Telephone & Electronics Corp.
General Tire & Rubber Co.
Goodyear Tire & Rubber Co.
Grumman Aircraft Engineering Corp.
Gyrodyne Co. of America, Inc.
Hlardeman-Monier-Hutcherson (JV).

Hardeman-Morrison-Knudsen (JV).
Hayes International Corp.
Hazeltine Corp.
Hercules Powder Co.
Honeywell, Inc.
Hughes Aircraft Co.
International Business Machines Corp.
International Harvester Co.
International Telephone & Telegraph Corp.
Johns Hopkins University (N).
Kaiser Industries Corp.

(N)-Nonprofit contractors.
(UV)-Joint venture.

68
95
56

100
22
28
1

48
9

43
3

77
54
40
10

4
31
52
32
24
21
51
82
96
98
67
63
94
44
12
39
83
33
91
65
59
42
80
26
20
46
84
8

79
99
81
55
78
23

Kaman Aircraft Corp.
Kiewit (Peter) Sons' Co.
Lear-Siegler, Inc.
Leavell-Kiewit (JV).
Ling-Temco-Vought, Inc.
Litton Industries, Inc.
Lockheed Aircraft Corp.
Mangovox Co.
Martin-Marietta Corp.
Massachusetts Institute of Technology (N).
McDonnell Aircraft Corp.
Mitre Corp. (N).
Morrison-Perini-Hardeman (JV).
Morrison-Utah-Perini-Leavell (JV).
Newport News Shipbuilding & Dry Dock

Co.
North American Aviation, Inc.
Northrop Corp.
Olin Mathieson Chemical Corp.
Pan American World Airways, Inc.
Radio Corp. of America.
Raytheon Co.
Republic Aviation Corp.
Richfield Oil Corp.
Ryan Aeronautical Co.
Sanders Associates, Inc.
Shell Caribbean Petroleum Co.
Signal Oil & Gas Co.
Sinclair Oil Corp.
Socony Mobil Oil Co.
Sperry Rand Corp.
Standard Oil Co. (California).
Standard Oil Co. (Indiana).
Standard Oil Co. (New Jersey).
Stanford Research Institute (N).
Sverdrup & Parcel, Inc.
System Development Corp. (N)
Texaco, Inc.
Texas Instruments, Inc.
Textron, Inc.
Thiokol Chemical Corp.
Thompson-Ramo-Wooldridge, Inc.
Union Oil Co. of California.
United Aircraft Corp.
United States Steel Corp.
Universal American Corp.
Vitro Corp. of America.
Western Union Telegraph Co.
Westinghouse Air Brake Co.
Westinghouse Electric Corp.

14

45
87
61
83
7

64
69
16
17
85
2

.53
30
71
37
47
72
71
60
66
62
29
49
97
70
86
35
93
89
27
5
6

19
38
25
13
50
11
90
74
92
73
76
36
41
15
14
57
18
88

34

11
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100 companies and their subsidiaries listed according to net value of military prime
contract awards, fiscal year 1964 (July 1, 1968, to June 80, 1964)

Amount Percent of Cumulative
Ratk Companies (millions) U.S. total percent of

U.S. total
I I

U.S. total '. -------------------------------------- -

Total, 100 companies and their subsidiaries 2 ________

Lockheed Aircraft Corp - ---------------
Lockheed Air Terminal, lnL--
Puget Sound Bridge & Dry Dock Co -- -- --

Total
Boeing Co -----------------------------

McDonnell Aircraft Corp - ------------------------
Hycon Manufacturing Co-

Total
North American Aviation, Inc
General Dynamics Corp -- -------------
General Electric Co - ----------------------------

American Telephone & Telegraph Co-
Chesapeake & Potomac Telephone Co
Mountain States Telephone & Telegraph Co-
New England Telephone & Telegraph Co .
New Jersey Bell Telephone Co
New York Telephone Co-
Northwestern Bell Telephone Co
Pacific Northwest Bell Telephone Co
Pacific Telephone & Telegraph Co_
Southern Bell Telephone & Telegraph Co
Southwestern Bell Telephone Co
Teletype Corp ---
Western Electric Co ---------------------

Total-
United Aircraft Corp

Vector Manufacturing Co

Total-

Martin-IMarietta Corp -----
Bunker-Ramno Corp-

Total-
Newport News Shipbuilding & Dry Dock Co
Grumman Aircraft Engineering Corp .
Sperry Rand Corp-

General Tire & Rubber Co
Aerojet-Delft Curp
Aerojet-General Corp
Aerojet-Gecneral Shipyards, Inc
Space Electronics Corp
Space General Corp

Total

International Business Machines Corp
Science Research Associates
Service Bureau Corp

Total

15 Hughes Aircraft Co.
16 Aveo Corp-

17 Bendix Corp-
Bendix Field Engineering Corp
Bendix-Westinghouse Automotive Air Brake Co
Cleveland Instrument Co.
Sheffield Corp.

Total.

See footnotes at end of table, p. 20.

$25, 163. 7

18,484.8

1,357. 0
-. 3
98.7

1,455.4
1,365.2

1,155. 5
1. 9

1,157. 4
1, 019. 5

986. 7
892. 6

155.3
2. 2
1.6
.3
4

.1
4

.1..6
6. 6
1. 2

19.4
452. 4

635. 6
625. 0

.4

615. 4

474. 7
1.5

476. 2
400.2
395. 6
373. 9

4.3
.5

345.1
.9
.5

13.1

364. 4

332. 0
.1
.3

332.4

288. 7
278.7

248.5
8. 2
.2

(4)
.5

257. 4

100. 0

73.4

5. 4

.4

5.8
5.4

4.6
(3)

4.6
4.1
3.9
3. 5

.6
(3)
(3)
(3)
(3)
(3)
(3)
(1)
(3)
(3)
(5) .1

1. 8

2.5
2.5

(3)

100. 0

73.4

5.8
11. 2

15. 8
19. 9
23.8
27.3

29.8

2.5 32.3

1. 9
(3) ------------

1.9 34.2
1.6 35.8
1.6 37.4
1.5 38.9

(3) l------------
(3) ________

1. 4 .
(3) ---- --- -----

.1 .-- - - - -

1.5 40.4

1.3 - - - - - -
(3)
(3)

1.3 41.7

1.2 42.9
1.1 44.0

(3) _ _-__-_--_-__-_ -

(3) - - - - - -

1.0 45.0
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100 companies and their subsidiaries listed according to net value of military prime
contract awards, fiscal year 1964 (July 1, 1963, to June S0, 1964)-Continued

Amount Percent of CmulativRank Companies (millions) U3.8. total percent of
U.S. total

18 International Telephone & Telegraph Corp -$106.8 0. 4
Airmatic Systems Corp.- (4) (3) ___________
American Cable & Radio Corp -3.2 (5) _____
Colorado Research Corp- .1 (3)
Federal Electric Corp- 60.7 .3- _.
International Electric Corp -57.3 .2-----------
ITT Bell1& Gossett, Inc----------------- (4) --------
ITT Cannon Electric, Inc - ------------- 7 ( -)---------ITT General Controls, Inc -.--------------- 7 (5) -----
ITT Giilfillan, Inc- --- 25.0 .1--)
ITT Intelcom, Inc--------------------(4) ------
ITT Semi-Conductors, Inc-.3 ----------------- (- ) (3 ------------
Jennings Radio Manufacturing Corp -2 (')
Kuthe Laboratories, Inc -. 8 ------------- ( -----)-
Mackay Radio & Telegraph Co. 2 ( -)----------
Puerto Rico Telephone Co -() (3) ------------
Suprenant Manufacturing Co -- .3 (3)

Total -- ----------------------------------- 256.1 1.0 46 0
19 General Motors Corp -255.8 1.0 47. 0

20 Thiokol Chemical Corp -251.2 1.0
Shawnee Industries, Inc - ------------ 2.4 (3) ____-_

Total - ------------------------ 253.8 1.0 48. 0

21 Raytheon Co -248.8 1.0
Machlett Laboratories, Inc -- 4.2 (')

Total-------------------------- 253. 0 1.0 49.0
22 Ling-Temco-Vought, Inc -- - - -- 231.3 1.0 --------

Itec Lansing Corp- .I (')
Altec Service Corp- (4) (')
Continental Electronics Manufacturing Co -9.6 (')
Continental Electronics Systems, Inc -1.8 (')
F. F. & M. Electronics, Inc -.---- --------- 2 (')
Kentron Corp 1 (')
Temco Electronics & Missiles Co ------------------------ 3. 7 (3)
Temco Electronics Display Systems- .7 (3)

Total - 247.5 1.0 50.0

23 Westinghouse Electric Corp -23.9 1.0 -
Bryant Electric Co - -------------------- .5 (')
Thermo King Corp -.- (8)

Total - 236.9 1.0 51.0

24 Radio Corp. of America -233.5 1.0
RCA Defense Electronics Corp -. 1 ()

Total --- ------ ------------------------------ 233.6 1.0 52.0

25 General Telephone & Electronics Corp-0 0
Automatic Electric Sales Corp -19.1 .1I
General Telephone & Electronics Laboratories, Inc .-7 (')
General Telephone Co. of the Southwest- (4) (')Lenkurt Electric Co', Inc----------------- 6.6 (2) ------
Sylvania Electric Products, Inc-202.3 68-

Total ----------------------------------------------- 228. 7 .9 52.9

26 Textron, Inc--9 (')
Accessory Products Corp -. 1 ()
Allegany Instrument Co -( ) ()
Bell Aerospace Corp -210.2 .9
Dalmo Victor Co -------- ---- 9 (3)
Jones & Lamson Machine Co -.. 6 (')
Nuclear Metals, Inc -. 2 (')
Pittsburgh Steel Foundry Corp-- 1 (')
Speidel Corp - .-- ( ) (3)
Textron Electronics, Inc -2.3 (3) ------------
Textron Oregon, Inc - 1.0 (8)
Townsend Co - (4) (')

Total -216.3 .9 53.8

See footnotes at end of table, p. 20.
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100 companies and their subsidiaries listed according to net value of military prime
contract awards, fiscal year 1964 (July 1, 1968, to June 80, 1964)-Continued

Amount Percent of Cumulative
Rank Companies (millions) U.S. total peSrnt of

U..total

27 Ford Motor Co ---- ----------- -- -- --------- ------- ------- $66. 4 0.8 ------
Philco Corp -144.8 .6-----------

Total -211.2 .8 54.6

28 Litton Industries, Inc -4.1 - -)
Adler Electronics, Inc -------------- 13.2 .1 -
Aero Service Corp -. 5 C3
Airtron, Inc --. 2 (------------------------ .-2
Clifton Precision Products Co., Inc-- 2 ( -)
Emertron, Inc -.--- ----------------------------- 8 (a)
Ingalls Shipbuilding Corp -57.3 .2
Litton Electron Tube Corp- .I ()
Litton Precision Products, Inc -1.0 ( -)
Litton Systems, Inc -131.6 . 5 .
McKiernan-Terr Cr-------- .4 C-)
Monroe Calculating Machine Co., Inc-:2 (5)
Westrex Corp ----------------------- 4 C') --
Winchester Electronics, Inc -- (4) (3)

Total -210.0 .8 55.4
29 Douglas Aircraft Co ----------------- 203. 2 .8 56. 2
30 Chrysler Corp -170.2 .7 56. 9

31 Northrop Cr------------------- 136.6 .6 .
AstroTology Corp-. I-- -)
Page Communications Engineers, Inc -28.2 I ------------

Total -164.9 .7 57.6
32 Pan American World Airways, Inc - 164 .7 58. 3
33 Standard Oil Co. (New Jersey) -0 0

Esso International, Inc- 99.3 .4-
Esso Research & Engineering Co - 3.7 ( -)
Esso Standard Eastern, Inc -. 2
Gilbert & Barker Manufacturing Co -(4)-- -
Humble Oil & Refining Co -57.9 .2
Jersey Production Research Co -. 1 - -)

Total -161.2 .6 58. 9

34 Kaiser Industries Corp-.1 (a) ------------
Kaiser Aerospace & Electronics Corp -1.3 - -
Kaiser (Henry J.) Co- 1.0 ( -)
Kaiser Jeep Corp 

- 128.9 .5
Kaiser Steel Corp- .8 ( -)
National Steel & Shipbuilding Co -19.6 .1 .

Total ---------------------------------------- 151.7 .6 59.5

35 F.M.C. Corp-130.7 5-
Northern Ordnance, Inc -10.7 ( -)

Total -------- ---------------------------------- 141.4 .6 60.0
36 Hercules Powder Co -- ---------------------------- 136.9 .5 60.5
37 Collins Radio Co -129.0 .5 61.0

38 General Precision Equipment Corp -0 0
General Precision, Inc -124.4 .5 .
Graflex, Inc ----.---------- 8 (;-)
Strong Electric Corp -() C-)

Total -125. 2 .5 61.5

39 Standard Oil Co. (California) -67.4 .3-
American Bitumuls & Asphalt Co -() C -)
CalciKy Oil Co ---------------------- 8.5 (
California Chemical Co -. 1
California Oil Co -- 3.57
California Research Corp- .1 (3)
Caltex Oil Products Co. 6 -37. 5 .2
Caltex Philippines, Inc. 6 -- 4. (
Community Oil Co ----------- -------- .4 -- - --
Standard Oil Co. of Texas- 4.6 l-(3)

Total - --------------------------------------- 122.4 5 62.0

40 Morrison-Knudsen Co Inc.; Utah Construction & Mining
Co.; Perini Corp; and C. H. Leaveil & Co -121.5 .5 62.5

41 Honeywell, Inc 107.5 4 62.9

See footnotes at end of table, p. 20.
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100 companies and their subsidiaries listed according to net value of military prime
contract awards, fiscal year 1964 (July 1, 1963, to June 30, 1 964)-Continued

Amount Percent of Cumulative
Rank Companies (millions) U.S. total percent of

U.S. total

42 Texaco, Inc - - - - - - - - - - - - - - - - - - - - - - --- -22.2 0.1 - - - - - -Caltex Oil Products Cos --------------------------- 37.5 2 ------------
Caltex Philippines, Ines -- .1 (3) _-_-_-_-_
Paragon Oil Cjo ---------------------- 3.4 ( -----)-
Texaco Experiment, Inc- 2.1 (3) ---------
Texaco Export, Inc -37.0 .2Texaco Puerto Rico, Inc ----------------- 1.6 ---)------
Texaco Trinidad, Inc-.2 (3) ___________
White Fuel Co., Inc- 1.6 (3) -__-_-__

Total --- - - - - - - - - - - - - - - - - - - - - --- -105. 7 4 63. 3
43 Massachusetts Institute of Technology -98. 2 4 63. 744 Socony Mobil Oil Co --------------------- 79.4 .3 64.0
45 Aerospace Corp -76. 2 3 64.3

46 Thompson Ramo Wooldridge, Inc -13.- .1
Good-All Electric Manufacturing Co ---- (4) I-(3) --------
M agna C orp -- - - - - - - -- - - - - - - -- - - - - - -(3) - - - - - -
M arlin-Rockw ell Corp .--- --- ---- --- --- ---- -- 8 (3) ------------
Pacific Semiconductors -- 1 (3) ------- -_-
Radio Condenser Co --- - -- - -- - -- - - --- -- - -- 3) -- -
Radio Industries, Inc .3 (3) -----------
Ross Gear & Tool Co. Inc -3 (3) ---------
Space Technology Laboratories, Inc 59. 3 .2 -- -

Total - ----------------------------- 74.3 .3 64.6

47 Continental Motors Corp 52.4 .2 --4-
Continental Aviation & Engineering Corp ------ (17.6 3
Gray Marine Motor Co------------------- 1 ------)-
Wisconsin Motors Corp - --- - 5 (3) -___-_

Total-------------------------- 70.6 .3 64.9
48 Magnavox Co - -69.4 3 65.2

49 Du Pont (E. I.) de Nemours & Co -9. (3) -----
Remington Arms Co., Inc 59.2 .3 ---

Total_-- ----------------------------------------- 69.1 .3 65.5

50 Goodyear Tire & Rubber Co -27.6 l 1
Goondyear Aerospace Corp ------------ ------ 39.9 .2
Kelly-Springield Tire Co 9- - - ( ( 3) -_ -__-_-_
Motor Wheel Corp 9-- - (3) -------

5 Olnepublic Aviation Corp 6-.4 A 6.185 OlnMathieson Chemical Corp - ---------------- 66.2 .3 66.4

53 Burroughs Corp -65.0 .3 -----
Burroughs Control Corp -4 (3) ---- - -

54 Morrison-Knudsen Co., Inc.; Perini Corp.; and Hardeman 65.4 .3 66.7
(Paul), Inc - --- - -- - -- - --Inc- - -- - - -- - -- - - 64.9 .3 67.0

55 Western Union Telegraph Co ------------------ 59. 0 .2 67.2

56 Lear-Siegler, Inc ---- -- 57.2 2 ------------Hallamore Electronics Co------------ (4)---3) -- -----
Lear-Siegler Services, Inc- (4) (3) -----------
Rett Electronics, Inc --- 1.7 (3) --__ -_

Total -- 58.9 .2 67.4

57 International Harvester Co
Hough (Frank G.) Co ------------------- ------
MacLeod & Co

Total
58 John s Hopkins University ----------------------------------

59 System Development Corp -60 Curtiss-Wright Corp - - - - -- - -- -

61 American Machine & Foundry Co =
AMF International Co-
Cuno Engineering Corp

Total _------------
62 Day & Zimmerman, Inc

See footnotes at end of table, p. 20.

46.1 .2
8.8 (3) _ -- --
.9 (3) ------- -----

55.8 .2 67.6
54.9 .2 67.8
53.6 .2 68. 0
51.2 .2 68.2

50.4 .2
C)(3) ----- --- -

.2 (3) --

50.6 .2 68.4
48.6 .2 68.6
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100 companies and their subsidiaries listed according to net value of military prime
contract awards, fiscal year 1964 (July 1, 1963, to June 30, 1964)-Continued

ank Companies

63 Signal Oil & Gas Co -- -------------------------------
Garrett Corp -------------------------------------
Petroleum Heat & Power, Inc -- ----
Southland Oil Corp -- --- ---------------------
T.K.M. Electric Corp -

Total

64 Asiatic Petroleum Corp-
65 Sverdrup & Parcel, Inc ---------------

ARO, Inc -----------

Total
66 Cutler-Hammer, Inc -- ----- --------------------

67 Shell Caribbean Petroleum Co
International Lubricant Corp- - -
Shell Oil Co -------------------------------------

Total
68 Kaman Aircraft Corp-

69 Atlantic Research Corp
Flight Sciences Laboratory, Inc
Northeastern Engineering, Inc

Total

70 Eastman Kodak Co --- -- ---------------------------
Eastman Chemical Products, Inc
Eastman Kodak Stores, Inc
Recordak Corp

Total

71 Control Data Corp
Control Corp
Rainbow Electronics, Inc

Total

72 Continental Oil Co
Douglas Oil Co. of Califoinia -- ---- --
Malco Refineries, Inc
Western Oil & Fuel Co

Total -- --------------------------------------------
73 Hayes International Corp ----------------------------
74 Hardeman (Paul), Inc.; Concrete Industries (Monier) Ltd.;

and Hutcherson Bros. Pty., Ltd.

75 Cities Service Co
Cities Service Gas Co
Cities Service Oil Co

Total
76 Hazeltine Corp-
77 Mitre Corp ----------------------------------------------

78 Westinghouse Air Brake Co
George E. Failing Co
Le Tourneau-Westinghouse Co
Melpar, Inc
Microwave Physics Corp

Total
79 United States Steel Corp

80 Texas Instruments, Inc ---
Metals & Controls, Inc

Total
81 Vitro Corp. of America -------------------
82 Richfield Oil Corp

83 Standard Oil Co. (Indiana)
American Oil Co
Amoco Chemicals Corp

Total

See footnotes at end of table, p. 20.

R
Amount
(millions)

$6.1
41.4

.1

.1

47.7

45.3
.9

44.0

44.9
43.0

24.4
.7

17.2

42.3
42.1

40.9
.1
.5

41.5

39.2
.(4)

1. 7
.5

41.4

40.4
.o14
.7

41.2

34.2
2.6
1.6
1.3

39.7
35.8

35.0

0.. 5
34.2

34. 7
34. 6
34.5

.8

.3
3.5

29. 7
.1

34.4
34.0

32.7
.3

33.0
32.9
31.8

0
34. 6

-3.3

31.3

Percent of
U.S. total

(3)
0.2

e.2
.2

.2

.2

.2

.2

e 2
.2

.2

(e)

.2

.2

(2)

.2

.2

2

.1

0

(3)

.1

.2

(3)

.2

1.2

O.2

.1
0

(a)--- -

Cumulative
percent of

U.S. total

68.8

69.0

69.2
69.4

69.6
69.8

70.0

70.2

70.4

70.6
70.7

70.8

70.9
71.0
71.1

71.2
71.3

71. 4
71.5
71.6

71.7

1�
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100 companies and their subsidiaries listed according to net value of military prime
contract awards, fiscal year 1964 (July 1, 1968, to June S0, 1964)-Continued

Amount Percent of Cumutive
Rank Companies (millions) U.S. total percent of

U.S. total
. . - - - . II

Union Oil Co. of California
Collier Carbon & Chemcial Corp

Total -----------

Bethlehem Steel Corp -----
Bethlehem Steel Co ---------
Bethlehem Steel Export Corp

Total

Electronic Communications, Inc
Benson Mfg. Co
Standard Precision, Inc - ------------

Total-
American Bosch Arnma Corp
American Ship Building Co ---

Firestone Tire & Rubber Co
Dayton Tire & Rubber Co

Total - ------- --------
Gyrodyne Co. of America, Inc
Stanford Research Institute
Hardeman (Paul), Inc. and Morrison-Knudsen Co., Inc

Fairchild-Hiller Corp.
Hiller Aircraft Co.

Total .---------------------------------------

Sinclair Oil Corp
Sinclair Refining Co
Sinclair Petrochemicals, Inc

Total.
Kiewit (Peter) Sons' Co
Ryan Aeronautical Co.
Dynalectron Corp
Sanders Associates, Inc

Universal American Corp
Aroron Corp
Hardeman (Paul), Inc

Total -- ------- ----------------
Leavell, C. H., Co. and Kiewit (Peter) Sons' Co

$31.3
(4)

31.3

0
30.0

.7

30.7

26.1
(4)

-4.5

30.6
30.0
29.7

0. 1
(3)

.I1,

0.1
(3)

.1

.1.
(1)
(3)'

.1)Is)
1.
.1I

71.8

71.9

72.0
72.1
72.2

29.3 (1-
.3 ( - - -- - -

29.6 .1 72.3
29.2 .1 72.4
28.7 .1 72.5
27.4 .1 72.6

15.1 1 …
12.2 (3) ---------

27.3 .1 72.7

0 0
26.6 .1 *

26.6 ,1 72.8
25.9 .1 72.9
25.0 .1 73.0
25.0 .1 73.1
24 5 .1 73.2

.1 (3)
16.4 . -
8.0 (3) _ -----------

24. 5
22.9

.1

.1
73.3
73. 4

1 Net value of new procurement actions minus cancellations, terminations, and other credit transactions.
The datainclude debit and credit procurement actions of $10,000 or more, undermilitary supply, service, and
construction contracts for work in the United States; plus awards to listed companies and other identifiable
U.S. companies for work overseas.

Procurement actions include definitive contracts, the obligated portions of letter of intent and letter con-
tracts, purchase orders, job orders, task orders, delivery orders, and any other orders against existing con-
tracts. The date do not include that part of open-end or indefinite quantity contracts that have not been
translated into specific orders on business firms. The data do not include purchase commitments or pend-
ing cancelations that have not yet become mutually binding agreements between the Government and the
company.

2 The assignment of subsidiaries to parent companies is based on stockownership of 50 percent or more by
the parent company, as indicated by data published in standard industrial reference sources. The com-
pany totals do not include contracts made by other U.S. Government agencies and financed with Depart-
ment of Defense funds, or contracts awarded in foreign nations through their respective governments. The
company names and corporate structures are those in effect as of June30,1964. Only those subsidiaries are
shown for which procurement actions have been reported.

8 Less than 0.05 percent.
4 Less than $50,000.
5 Includes $41,300,000 in prime contracts awarded to Studebaker Corp. for 5-ton trucks prior to the acquisi-

tion by Raiser-Jeep Corp., in February 1964, of Studebaker production facilities in South Bend, Ind.
I Stockownership Is equally divided between Standard Oil Co. of California and Texaco, Inc.; half of the

total of military awards is shown under each of the parent companies.
Source: Office of the Secretary of Defense.
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NEGOTIATED AND ADVERTISED PROCUREMENT ACTIONS

Negotiated procurements for fiscal year 1964 were 85 percent of
total awards with business firms in the United States, down about 2
percent from the previous year. Significantly, the DOD states that
when items can be procured competitively the savings are about
25 percent.'

TABLE 10.-Net value of military procurement actions, with business firms for work
in the United States, classified by method of procurement, fiscal years, 1951-64

Formally advertised Negotiated
Total procurement procurement

Fiscal year net value _ _

Millions Percent Millions Percent

1951 -30,823 $3, 720 12. 1 $27, 103 87. 9
1952 -------------- 41,482 4,479 10. S 37, 003 89. 2
1953 -27,822 3,089 11.1 24, 733 88.9
1954 -11,448 1, 789 15.6 9, 659 84.4
1958 -_ ----------------------- 14,930 2,386 16.0 12, 544 84.0
1956- 17, 710 2,815 11.0 14, 935 84. 1
195---------------------- 19,11a3 3, 321 17. 4 13, 812 82. 6
1958--------------------- 21,827 3, 115 14.3 18, 712 85. 7
1959 -22,744 3.089 13. 6 19655 86.4
1960 --------------- 21,302 2,978 14.0 18, 324 86.0
1961 ---------- 22, 992 2, 770 12.0 20, 222 88.0
1962 --------- 25, 147 3,412 13.1 22, 71 86. 9
1963 ------------- 27,143 3, 538 13.0 23, 805 87.0
1964 - 26, 221 3, 889 14.8 22,332 85. 2

Total, 1951-64 - --- 331, 764 44,390 13.4 287,374 86.6

Source: "Military Prime Contract Awards and Subcontract Payments, July 1903-June 1964," Office of
the Secretary of Defense.

Three types of negotiation authority account for three-fifths of all
procurement. The results for fiscal years 1963 and 1964 follow:

CONTRACT AWARDS BY STATUTORY AUTHORITY (EXCERPT FROM TABLE 11)

Percent

1963 1964

Impracticable to secure competition by formal advettising-15.5 1i 5
Experimental, developmental, test, or research - -19.2 17.8
Technical or specialized supplies requiring substantial initial investment or extended

period of preparation for manufacture -27.8 28.4

Total -_ ------------------------------------------ 62.5 60.7

I About 29 percent of all negotiated procurement is obtained by price competition.



TABLE 11.-Awards by statutory authority (July 1962-June 1963) '
,Dollar amounts In thousands; 1

July 1962-June 1963

&IStatutory authority (10 U.S.C. 2304(a)) Total Defense Other Q
-Army Navy Air Force Supply Defense

Amount Percent Agency agencies

Total -$29,378,720 -- $6,364,736 $8,235, 200 $11,918,441 $2,670,344 $189,999

Intragovernmental -346, 516- - 77,631 102,309 144, 99 16.626 4,951
Total, except intragovernmental -29, 032, 204 100. 0 6,287,105 8,132,891 11, 773, 442 2,653.718 185, 048

Formally advertised ---------------------------- 3,677,879 12. 7 1, 290, 709 885, 561 400, 668 1, 095. 684 257
Other authority (subtotal) - - - 25,354,325 87.3 4,901,390 7,247,330 11,372,774 1,558.034 184,791

(1) National emergency (subtotal) - - -301,547 1. 0 124, 487 65, 498 49, 275 72, 287 0 It

(a) Labor surplus area and Industry set-aiside -185.988 .6 67, 248 35.150 24,609 58 981 0 '(b) Small businesq set-aside (unilateral) --------------------- 101, 128 .4 50, 455 20, 549 21,335 8 789 0(c) Mlodifications authoriced by existing contract negotiated
prior to Jan. 1, 1956 ------------------- 4,738 (2) 2,092 -201 2,746 101 0 I

(d) Balance-of-payments program ---------------- 89,693 (') 4.692 0 585 4,416 0 W

(2) Public exigency ---- 562, 430 1. 9 151, 677 io6, 752 263. 267 40.734 0(3) Purchases not more than $2,500------------------- 1,280,338 4. 4 382, 161 417,242 209,427 181,098 0 'd
(4) Personal or professional services -- -93, 002 .3 40,176 29,400 22,145 0 1.341 98
(5) Services of educational institutions 445, 775 1. 5 57, 623 155,555 215,530 246 16,821 0
(6) Purchases outside United States - -02,448 3.3 428,309 102,968 181,860 249,275 0 0(7) Medicines or medical supplies-------------------- 44,639 .2 1,009 361 2,209 41,060 0 c(8) Supplies purchased for authorized resale--------------- 280,304 1. 0 62,263 34, 000 125,304 58, 737 0 98(9) Perishable or non-perishable subsistence - -535, 647 1. 9 20, 745 15, 356 17,754 481,792 0 bd

(10) Impractical to secure competition by formal advertising- - 4,487, 119 15. 5 791, 384 1, 084, 307 2,374,547 96,980 139, 901 9(11) Experimental developmental test or research - - 5,585, 284 19.2 761, 976 1, 001, 303 3, 797, 240 325 24, 440 td(12) Classified purchases------------------------- 420,463 1.4 261,418 104,568 3,527 0 950
(13) Technical equipment requiring standardization and inter- 0

changeability of parts----------------------- 27, 622 .1 14, 429 10, 696 33 2,464 0(14) Technical or specialized supplies requiring substantial initial 2
investment or extended period of preparation for manufacture-- 8,069, 222 27.8 1,346, 023 3, 234, 474 3,488, 601 124 0 X(15) Negotiation after advertising -5------------------ ,102 (2) 6 668 359 69 0

(16) Purchases to keep facilities available In the interest of national 0 5

defense or industrial mobilization -. 819 150 2.8 69, 627 027, 225 217,480 4,818 0 o(17) Otherwise authorized by law (subtotal)--------------- 1,4388,173 5. 0 478, 063 316, 957 314, 180 327,615 1,338

(a) Joint small business set-asides- 1, 095, 046 3.8 1 344, 655 228,423 2093981 312, 259 311(b) Other -343,127 1.2 133,428 88,534 104,782 15,356 1,027

See footnotes-at end of table, p. 23.



TABLE lla.-A ivards by statutory authority (July 1963-June 1964)

[lDollar amounts in thousands]

July 1903-June 1964

Statutory author'ty (10 U.S.C. 2304(a)) Total Defense Other
________________________ Army Navy Air Force Supply Defense

Agency agencies
Amount Percent

Total - $28, 796, 284 - $6, 240, 373 $8,994,557 $10, 546,444 $2, 701, 243 $313, 667

Intragovernmental------------------------------- 501,740 --- ----- 151, 179 166,452 211,440 23,703 8,972
Tfotal, except lntragoversnmental- -2 234, 0----------- - G,89, 194 8.82, 105 10,335, 004 2, 077,540 304, 695

Formally advertised ---------------------------- 4,071, 587 14.4 1,0616,883 1,192,900 349, 264 1,012,298 152
Other authority (subtotal) -24, 12, 951 85.6 4,572,311 7, 35,110 9,985,740 1, 665,242 304, 543

(1) National emergency, (subtotal) - - -321,793 1.1 113, 453 51, 879 56,265 500,196 0
(a) Labor surplus area and industry set-aside -254,145 .9 76, 895 35,171 47, 391 94, 688 0
(b) Small business set-aside (unilateral) -62, 342 .2 32,838 16, 673 7,868 4,903 0
(c) Modifications authorized by existing contract negotiated

prior to Jam. 1,1956 ---------------------------------- 0 0 0 0 0 0 0
(d) Balance-of-payments program -5 ,306 (2) 3,720 35 1, 006 545 0

(2) Pulblic exigency -------------------------- 585, 523 2.1 154,777 107,168 236,140 27,435 0
(3) I'urchases not more than $2,500 - - -1,337, 665 4.7 366, 551 448,930 308,386 213,798 0
(4) Personal or professional services - - -113, 752 .4 37, 421 61,638 12,996 0 1, 697
(5) Services of educational instititions - - -412, 438 1.5 76,040 153,506 146,980 149 35,763

(6) Purchases outside United States - -957,504 3.4 474, 206 84, 68 146, 506 250, 280 1,824
(7) Medicines or medical supplies - -54,865 .2 738 687 2,048 51,392 0
(8) Supplies purchased for authorized resale - -157, 589 .5 53,096 14, 576 73, 032 16,885 0
(0) Perishable or nonperishable subsistence - -684, 747 2.4 50,058 17, 367 121,627 495, 695 0

(10 I mpractical to secure competition by formal advertising----- - 4,089,688 14. 5 697,668 1,362,048 1,682,035 122,354 224,983
(11 Experinsental, developmental test or research------------ - 5, 016,641 17.8 881,620 879,451 3,218,473 0 37, 097
(12) Classified purchases- 217,184 .8 134, 902 70,426 11,856 0 0
(13) Technical equipment requiring standardization and interchange-

ability of parts -------------------------- 38, 281 .1 16, 749 26,875 168 489 0
(14) Technical or specialized supplies requiring substantial initial

investment or extended period of preparation for manufacture 8,015, 753 28.4 830,577 3,838,501 3,346,615 0 0
(15) Negotiation after advertising - -1,409 () 0 242 1,167 0 0
(16) Purchases to keep facilities available in the interest of national

defense or industrial mobilization - -328,092 1.2 54,282 95,990 177,804 16 0
(17) Otherwise authorized by law (subtotal) - - 1,830, 027 6. 5 630,173 367,083 443,042 386,550 3,179

(a) Joint small business set-asides -1,222, 070 4.3 418,602 220, 198 224,203 358,934 133
(b) Other- -------------------------------- 6,885 218,839 27,616 3,04

I For definitions and coverage, see "Notes on Coverage."
2 Less than 0.05 percent.
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NOTES ON COVERAGE AND GLOSSARY OF TERMS
Business firmss.-Companies, individuals, and partnerships organized for profit.
Civil functionJ.-Nonmilitary activities such as those administered by the Army Corps

of Engineers for rivers and harbors, and flood control work. Civil functions are excluded
from this report.

Coverage compared with fiscal reports.-Amounts in this contract report are shown for
the military department or Defense agency that awards the prime contracts, and not the
department or agency that budgets for the supplies or services. In addition, data for
Army, Navy, and Air Force include prime contracts awarded on behalf of the National
Aeronautics and Space Administration and other Federal agencies, as well as for foreign
countries whose defense purchases are bought on a cash basis. Military assistance pro-
gram (MAP) contracts for grant aid also are included in the awarding department's
figures. Most of the OCD budget for supplies and services is awarded by DSA.

This contract report does not Include obligations for in-house work performed at mili-
tary owned and operated establishments, such as Navy shipyards, Army arsenals, and
Air Force research laboratories, except to the extent that such establishments place
contracts for supplies and services with industry or other Federal agencies.

Obligations for subsistence, clothing, petroleum, and various maintenance and operat-
ing supplies are not included in the "Procurement," "Construction," and "Research,
development, test, and evaluation" categories of fiscal reports, nor are they shown sepa-
rately in such reports.

Category definitions of the contract and fiscal reports are not comparable. For ex-
ample, fiscal reports provide complete costs of end Items, such as aircraft and missiles,
whereas contract reports for these categories exclude separately procured electronics and
weapons.

Defense agencies.-These include Defense Supply Agency (DSA), which was estab-
lished on Jan. 1, 1962, to manage, procure, and distribute certain common supplies for-
merly the responsibility of the military departments; Oflice of the Secretary of Defense
(OSD), most of whose contracts are made on behalf of the Advanced Research Projects
Agency (ARPA); Office of Civil Defense (OCD); and Defense Communications Agency
(DCA), which was established Jan. 1, 1963, and assumed responsibility for leasing of
communications services formerly performed by the Department of the Air Force.
Although OSD and OCD were operative prior to fiscal year 1963, available data begin
with that year.

Fducational and neonprof tinsttution.-One located in the United States. If not located
in the United States, this type of institution is included in the category, "For work out-
side United States."

Intraoevernsmental purchase.-An order written by a military department or Defense
agency purchasing office requesting a nondefense Federal agency to furnish supplies or
services from its stocks, from Its in-house manufacturing facilities or from contracts to be

executed by the other Federal agency. Prior to fiscal year 1963, the term "intragovern-
mental" also included orders written against indefinite quantity contracts executed by
tire General Services Administration (GSA schedules), or awarded by another purchasing
office of the Department of Defense. Effective in fiscal year 1964, contracts made for
foreign governments under military assistance sales arrangements are included in intra-
governmental.

Location of work.-The place where the item is to be manufactured, assembled, or
otherwise supplied by the prime contractor; the place where the service is to be perfornied;
or the site of a construction project.

Military departments.-The Department of the Army, Navy, and Air Force.
Net value.-The net amount of debit and credit procurement actions recorded during

the period.
Prime contract award.-A legally binding instrument executed by a military department

or an agency of the Department of Defense to obtain supplies, services, or construction.
Indefinite quantity, open end, or call contracts do not legally bind the Department of
Defense. However, orders against such contracts are binding obligations. Indefinite
quantity petroleum contracts are excepted from this definition in that the estimated
dollar amount of such contracts is included In this report, and the orders written against
the contracts are excluded.

Procuremenlt acrion.-An action which officially awards or changes a prime contract.This may be the award Of a neW prinne contract, a debit or credit change of $10,000 or more
to an existing prime contract, or an order written against an indefinite quantity, open
end, or term prime contract. Changes may be amendments, job orders, task orders,
work orders, supplemental agreements, engineering changes, cancellations, or termina-
tions.

Smell business conrern.-A firm as defined by the Small Business Administration inthe Federal Register (title 13, ch. I, pt. 121). The definition also is published in theArmed Services Procurement Regulation (1-701). Generally, a small business concern
is one that is Independently owned and operated, Is not dominant in its field of opera-
tions, and with its affiliates does not employ more than a specified number of employees
(usually not more than 600, 7650, or 1,000) depending on the type of product callsd for bytie contract. For consturhtion and some service industries, the criterion is a specified
annual dollar volume of sales or receipts instead of employment.

Subcontract payment.-A cash payment made by one contractor to another for supplies,
services, or construction required to fulfill a prime contract.

United States.-The 0 States, the District of Columbia, U.S. possessions, the CanalZone, the Commonwealth of Puerto Rico, and other aress subject to the complete
sovereignty of the United States, but not including occupied Japanese Islands or trust
territories.
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The breakdown of awards by States and the District of Columbia for
experimental, developmental, test, and research work shows (see table 12):

Number
Percent of total:

30 to 40-
10 to 15-
5 to 10 -------------------
4to 5---------------------------
3to 4------------------------
2 to 3------------------------------
1 to 2-

0 to 1----------

TABLE 12.-Net value of military prime contract awards for experimental, develop-
mental, test, and research work, fiscal year 1964 1

Total Schools and their Other nonprofit Business firms
affiliates institutions 2

Amount Per- Amount Per- Amount Per- Amount Per-
cent cent cent cent

Total distributedIby
Total distributed by

State

New England-

Maine
New Hampshire
Vermont --
Massachusetts
Rhode Island .
Connecticut

Middle Atlantic

New York-
New Jersey-------------
Pennsylvania .

East North Central

Ohio -----------------
Indiana
Illinois
Michigan-
Wisconsin

West North Central

Minnesota
Iowa
Missouri-
North Dakota -
South Dalkota -
Nebraska -- -------
Kansas

South Atlantic

Delaware - -------
Maryland-
District of Columbia -
Virginia ---
West Virginia
North Carolina ------
South Carolina -
Georgia - ------------
Florida -

South Central

Kentucky-
Tennessee-
Alabama-
Mississippi-
Arkansas-
Louisiana .
Oklahoma-
Texas-

[Dollar amounts in thousands]

$5,764,904 1100.0 $442, 190 1100.0 $208,077 1100.0 I $5,114,637 1 100.0

58, 221 9.6 152,117 34.4 2,566 1.3 403,538 7.9

139 (3) 0 0 0 0 139 (3)
11,309 2 450 .1 0 0 10, 859 .2
8,067 '1 166 (3) 0 0 7,901 .2

408,961 7.1 146,752 33.2 1,570 .8 260,639 5.1
6, 36 .1 3,490 .8 30 (3) 3,316 (3)

122,909 2.1 1,259 .3 966 .5 120,684 2.4

895,388 15.6 58,741 13.3 23, 193 11. 2 813,454 15.9

389,851 6.8 39 187 8.9 2,076 1.0 348,588 6.8
310,150 5. 4 4,839 1.1 7,826 3. 8 297,485 5. 8
195,387 3.4 14,715 3.3 13, 291 6.4 167,381 3.3

309,223 5. 5 56,183 12.8 10,160 4.9 242,880 4.9

83,628 1.5 8,588 2.0 9,487 4.6 65,553 1.3
57,378 1.0 3,651 .8 0 0 53,727 1.1
43, 750 .8 23,938 5.4 433 .2 19,379 .4
83 358 1. 5 17,946 4.1 31 (3) 65,381 1.3
41,109 .7 2,060 .5 209 .1 38,840 .8

162, 573 2.8 4,175 .9 6, 043 2.9 152,345 3.0

57,273 1.0 1,824 .4 199 .1 55,250 1.1
2,320 (3) 1,202 .3 0 0 1,118 (3)

54,874 1. 0 910 .2 5,743 2.8 48,221 .9
30,558 5 0 0 0 0 30,558 .6
8,170 .1 80 (3) 0 0 8, 090 .2

124 (3) 23 (3) 101 (3) 0 0
9, 244 .2 136 (0 0 9,108 .2

665, 548 11. 5 82, 164 18.5 22,840 11.0 560,544 10.9

6,249 .1 434 .1 0 0 5,815 .1
217, 772 3.8 60,280 13.6 2,429 1.2 155, 063 3. 0
31,683 .5 7,545 1. 7 14, 060 6.8 10, 078 .2
58,255 1. 0 2,310 .5 7, 754 3.7 48,191 .9
17, 083 .3 34 (3) -1, 722 -. 8 18,771 .4
57,378 1.0 6, 736 1.5 0 0 50,642 1.0

274 (3) 58 (2) 0 0 216 (2)
19, 632 .3 1,503 .4 238 .1 17,891 .3

257,222 4.1 3,264 .7 81 (2) 253,877 5. 0

344,168 5.9 10,380 2.3 4,465 2.1 329,323 6.4

975
45,534
13,630

500
248

1,104
21, 002

261, 175

(3) 548 .1I 0 0
. °8 522 .1 11 .1
.2 457 .1 624 .3

(2) 459 .1 41 (3)
(3) 53 (3) 0 0
( () 554 .1 0 0
.4 1,725 .4 117 ()

4.5 6,032 1.4 3,632 1.7

427
44,861
12, 549

0
165
550

19, 160
251,611

(3) .9
.2

(3)
(3)

.4
4. 9

See footnotes at end of table, p. 26.

of Nates
1
0
3
2
4
1
7

33
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TABILE 12.-Net value of military prime contract awards for experimental, devel-
opmental, test, and research work, fiscal year 1964 1 -Continued

[Dollar amounts in thousands]

Total Schools and their Other nonprofit Business firms
affiliates institutions 2

Amount Per- Amount Per- Amount Per- Amount Per-
cent cent cent cent

Mountain - $386, 282 6.7 $12, 057 2.7 $6, 989 3.4 $367, 236 7.1

Montana - 3,180 .1 18 (3) 0 0 3,162 (3)
Idaho _ 0 0 0 0 0 0 0 0
Wyoming --------- 36,210 .6 0 0 0 0 36, 210 0.7Colorado- 225, 555 3.9 6,352 1.4 1,144 .5 218, 059 4. 3
Utah - --------- 53,345 .9 1,115 .3 0 0 51,830 1.0
Nevada -427 (3) 30 (3) 153 .1 244 (3)
New Mexico 23,127 .4 3,356 .8 5,162 2.5 14, 609 0. 3
Arizona -44,438 .8 786 .2 530 .3 43,122 0.8

Pacific -2, 441, 215 42. 4 64,196 14.6 131,712 63. 2 2, 245, 307 43.9

Washington - - 182,017 3.2 3, 971 .9 106 (3) 177, 940 3. 5
Oregon- 1,311 (3) 1,105 .3 0 0 206 (3)
California - - 2, 257,887 39. 2 59,120 13.4 131, 606 63.2 2, 067,161 40. 4

Alaska and Hawaii- - 2,296 (3) 2,177 .5 109 (3) 10 (3)

Alaska -1,856 (3) 1,798 .4 67 (3) 0 [ 0
Hawaii -440 (3) 388 .1 42 (3) 10 (3)

I Contracts of $10,000 or more each.
2 Includes contracts with other Government agencies.
3 Less than 0.05 percent.

Source: Directorate for Statistical Services, Office of the Secretary of Defense, Dec. 7, 1964.

FIXED-PRICE VERSUS COST REIMBURSEMENT CONTRACTS

Notable progress was made during the past fiscal year in the use of
fixed-price contracts with an increase of 6.3 percent.

TABLE 13.-Net value of military procurement actions, by type of contract pricing
provision,' fiscal years 1952-64

[Dollar amounts in millions]

Fiscal year

1952
1953-
1954
1 955 -- - - - - - - - - - - - - - - - - - -
1956 -- ----

1958-
1959.-- - - - - - - - -- - - - - - - - - -
1960
1961.
1962 -- - - -- -- --
1963 -- -- --
1964

Total net
value of
actions

$34,028
29, 285
10,942
13, 661
16,102
17, 997
22,162
22,873
21, 182
22, 857
25, 780
26, 225
25,328

Type of contract

Fixed price
I_

Dollars

$27, 954
23, 358

7, 708
10, 366
11,221
11,995
13,389
13, 520
12, 160
13,243
15, 667
17, 013
18, 029

Percent
of total

82. 1
79.8
70.4
75. 9
69. 7
66. 6
60. 4
.59. 1
57. 4
57.9
60.8
64.9
71.2

Cost reimbursement

Dlollars Percent
of total

$6, 074 17.9
5, 927 20.2
3,234 29. 6
3,295 24. 1
4,881 30.3
6, 002 33.4
8, 773 39. 6
9,353 40.9
9,022 42.6
9,614 42.1

10,113 39.2
9,212 35. 1
7,299 28.8

' Includes Army, Navy, and Air Force, but excludes Armed Services Petroleum Purchasing Agency.
Beginning Jan. 1, 1957, data for the Military Petroleum Supply Agency, the successor to ASPPA. are
included. Includes oversea procurement except for Army prior to fiscal year 1958. Excludes intra govern-
mental procurement. Excludes procurement actions less than $10,000 in value. Also excludes some Navy
letters of intent (on which pricing provisions had not been determined) during fiscal year 1952.

Source: "Militarv Prime Contract Awards and Subcontract Payments. July 1963-June 1964," Office
ofthe Secretary of Defense.



ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 27

UTILIZATION OF MILITARY STOCKS

Substantial progress was continued in the utilization of existing
inventories thus obviating the need for additional procurements.
From fiscal year 1958 through fiscal year 1964 the amount of utiliza-
tion has steadily risen from $213 to $1,325 million and still greater
improvement is expected in this activity in the future.

TABLE 14.-Utilization of DOD assets, fiscal years 1958-64

[In millions]

Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Utilization of DOD assets year year year year year year year

1958 1959 1960 1961 1962 1963 1964

DOD interservice supply support program
(wholesale) - ---------------------- $32 $119 $141 $228 $353 $420 $396

Intraservice utilization of military service
declared excess property -117 232 408 616 637 626 769

Interservice utilization of military service
declared excess property -64 134 117 131 122 111 160

Total -_-------------------- 213 485 666 975 1,112 1,157 1,325

Source: Office of Secretary of Defense.

DISPOSITION OF DOD SURPLUS STOCKS

The volume of disposal of surplus DOD personal property has
declined about 10 percent from fiscal year 1958 to fiscal year 1964
(table 15) while the percent of total gross proceeds to the total acqui-
sition cost has declined from 3.38 percent to 2.14 percent and the per-
cent of proceeds to acquisition cost (other than scrap and salvage)
has increased about 1 percent (table 16). Meanwhile the costs of
disposal sales have more than trebled as a percent of gross proceeds
from fiscal year 1958 to fiscal year 1964 (table 17).

TABLE 15.-Total dispositions (at acquisition cost) of surplus personal property,
fiscal years 1958-64

[In millions]

Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
year year year year year year year
1958 1959 1960 1961 1962 1963 1964

Utilized by other Government agencies
and MAP $168 $361 $141 $349 $271 $188 $194

Abandoned or destroyed - 62 99 118 44 50 74 117
Authorized donations -221 314 347 275 258 233 273
Sales (other than scrap and salvage)- 2,465.8 2,789.2 2,356. 4 1,771.3 1,236.2 891.6 980
Expended to scrap- 2, 993. 7' 4,576.8 3626.7 4,331.8 2,233.1 2,537.8 3,818

Total dispositions -5,911 8,141 6,589 6,791 4,061 3,941 5,390

46-048-65-3
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TABLE 16.-Proceeds from disposal sales of surplus personal property by the military
departments, fiscal years 1958-64

(In millions]

Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Proceeds from disposal year year year year year year year

1958 1919 1960 1961 1962 1963 1964

From sale (other than scrap) and salvage--- $128 $140 $124 $106 $87 $59 $61
From sale of other property -55 72 70 61 48 40 42

Total- 183 212 194 167 135 99 103

Acquisition cost (total) - 5, 460 7,366 6,983 6,123 3, 482 3,446 4,815

Percent of total gross proceeds to total acqui-
sition cost -3.38 2.88 3.24 2.71 3.87 2.87 2.14

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

TABLE 17.-Costs of disposal sales of surplus property by the military departments
fiscal years 1958-64

[In millions]

Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal Fiscal
Costs of disposal sales of surplus property year year year year year year year

1958 1959 1960 1961 1962 1963 1964

Cost for demilitarization -$24. 0 $20. 5 $26.6 $19.1 $9. 1 $9. 5 $12.7
Costs for preparation and selling -18. 5 37.8 51.8 65.5 69. 0 62. 6 64.6

Total --------------------------- 42. 5 58.3 78.4 84.6 78.1 72.1 77.3
Gross proceeds - 183.0 212.0 194.0 167.0 135.0 99.0 103.0

Percent of sales costs to gross proceeds - 23.0 27.5 40.4 50.6 58.0 75.2 75.0



APPENDIXES

APPENDIX 1

THE DEFENSE SUPPLY AGENCY-UPDATED PROGRESS REPORT, MARCH 1965

The Defense Supply Agency has been in operation for over 3 years. Its
performance has fully justified the establishment of the Agency. DSA has
absorbed the missions and organizations assigned. Today, as a major segment
of the Defense Logistics Establishment, the Agency provides responsive and
efficient service to its customers at less cost.

PRE-DSA ORGANIZATION

Prior to the establishment of the Defense Supply Agency, the Secretaries of
the military departments were designated single managers of selected supply and
service activities for all components of the Department of Defense (fig. 1). Their
responsibilities were carried out by separately organized operating agencies within
their respective military departments. These agencies achieved an enviable
record of effective support ot the military services with significant reductions in
operating costs and inventories. Their experience demonstrated the merits of a
single agency, furnishing common supplies and services to all military departments.

Prior to the time DSA was organized, three commodity managers were assigned
to the Navy, of which one, industrial, was still in the process of assuming manage-
ment of assigned commodity classes. Five commodity managers and one service
manager were assigned to the Army. Two of these commodity managers, auto-
motive and construction, were still in the early phases of activation. Electronics
management is shown under the Secretary of the Air Force because this com-
modity had already been studied and recommended for integrated management;
and the present DSA Electronics Center developed from the Air Force Control
Center for Electronics Materiel, which was turned over to DSA at the time of
DSA's establishment. The Armed Forces Supply Support Center administered
the Defense-wide cataloging, standardization, and materiel utilization pro-
grams and conducted integrated management studies. Not shown are the
property disposal offices, distributed among the military departments, which
were also transferred to the Defense Supply Agency. Omitted also, are the
Military Air and Military Sea Transport Services, which, though single-manager
agencies, have remained in the Departments of the Air Force and Navy.

29
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ORGANIZATION PRE DSA
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ORGANIZATION AFTER DSA

FIELD ACTIVITIES
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FIGuRE 2
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DBA ORGANIZATION

Figure 2 depicts the organization of the supply and service activities shown in
figure 1, after the establishment of DSA. Conversion of the departmental single
managers to field activities of the Defense Supply Agency encountered no major
problems. They were taken over in place with assigned personnel, funds, equip-
ment, and facilities. Their operations continued without interruption under a
new and shortened chain of command. This was also true of the operational ele-
ments of the former Armed Forces Supply Support Center and the military prop-
erty disposal activities, which were assigned to the Defense Logistics Services
Center. Figure 3 depicts the DSA organization today.

Only in the case of headquarters was it necessary to create an entirely new or-
ganization. During the first 3 months of the Agency's existence, the headquarters
staff consisted of a planning group, most of whom were on loan from the military
departments and the Office of the Secretary of Defense. Selection and assembly
of a permanent staff began after the initial organization and staffing plan was
approved in December 1962. The present headquarters' staff, as depicted in
figure 4, assists the Director in the direction and control of the Agency and is
concerned with broad planning and direction of the total DSA mission and the
establishment of long- and short-range objectives and standards of performance.
Its key personnel exemplify the joint military staffing principle and illustrate the
broad and varied experience upon which we are able to draw. Each of the military
departments is represented at the Directorate or immediately subordinate level.
The Assistant Director, Plans, Programs, and Systems is principal staff adviser
and assistant to the Director for development and application of policies, plans,
programs and systems affecting multiple DSA functional activities. The Comp-
troller assists the Director as principal financial management and manpower staff
adviser. The Executive Directors for Supply Operations, Procurement and
Production, and Technical and Logistics Services are principal staff advisers and
assistants to the Director in the development and application of policies, plans,
programs, and systems for their respective functional areas. The Deputy Director
for Contract Administration Services acts for and in the name of the Director,
DSA, in exercising management and operating control over CAS missions, operat-
ing programs and related field activities. The four staff directors and the Counsel,
Inspector General, and Special Assistants perform the normal staff functions of a
major headquarters.

The field establishment is comprised of 18 major activities, identified in figure 5
by name and activity head. The military command positions are staffed on the
basis of balanced military representation and are rotated among the services.
The geographical locations of the 18 major DSA field activities are depicted in
figure 6.
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FIGURE 5

Major field activities
Acity

Defense Clothing and Textile Supply
Center.

Defense Construction Supply Center ---
Defense Electronics Supply Center
Defense General Supply Center
Defense Industrial Supply Center
Defense Logistics Services Center
Defense Medical Supply Center
Defense Fuel Supply Center
Defense Subsistence Supply Center
Defense Documentation Center
Defense Depot, Mechanicsburg
Defense Depot, Tracy _
Defense Depot, Memphis _- _
Defense Depot, Ogden
Defense Industrial Plant Equipment

Center.
DSA Administrative Support Center
Defense Contract Administration Services

Region, Philadelphia.
Defense Contract Administrative Services

Region, Detroit (effective Apr. 1, 1965).

Actift head
Maj. Gen. 0. C. Harvey, USA.

Brig. Gen. R. H. Herman, USAF.
Rear Adm. R. H. Northwood, USN.
Rear Adm. J. S. Dietz, USN.
Maj. Gen. D. L. Hardy, USAF.
Col. F. Mercer, USAF.
Brig. Gen. C. H. Gingles, USA.
Lt. Gen. W. 0. Senter, USAF.
Maj. Gen. R. J. Laux, USA.
Dr. R. B. Stegmaier, Jr.
Capt. A. M. McCrone, USN.
Col. W. L. Tate, USA.
Col. S. L. Gillette, USA.
Col. 0. S. Dews, USA.
Col. S. F. Langley, USAF.

Col. 0. R. Rumph, USA.
Col. W. S. Collison, USAF.

Col. W. E. Besse, USA.
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PROGRESS AND PROSPECTS

DSA has made rapid progress in the assumption of assigned functions (fig. 7).
In January 1962, DSA took over wholesale management of 87,000 items with an
inventory value of $1.5 billion. The number of items centrally managed exceeded
1.3 million, with a value of $2.2 billion, at the end of fiscal year 1964 and will
approximate 1.4 million items by the end of fiscal year 1965. At that time, the
inventory value is expected to drop to 1.9 billion, and the annual rate of procure-
ment will increase to $3 billion. The transfer of personnel, both headquarters
and field, has proceeded in phase with the assumption of management tasks.
As of the end of January 1962, over 9,500 military and civilian personnel had been
transferred to DSA. At the end of fiscal year 1964, DSA personnel numbered
31,141; by the end of fiscal year 1965, this will increase to 33,281. By the end of
fiscal year 1964, DSA had taken over management of all assigned commodities
and services, except for contract administration.

DSA MAJOR FIELD ACTIVITIES
M.w Yo& C(ity

cs~tIQ RTTCE5~ CETE s I Lc tRe TA CENTEACT\ F T U
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FIGURE 6

FIGURE 7

DSA assumption of responsibilities (end of month)

January January End fiscal End fiscal End fiscal
1962, 1963, year 1963, year 1964, year 1965

actual actual actual actual plan

Items managed (thousands) -87 472 1,029 1,328 1,425
Inventory (millions of dollars) -1,88 2,004 2,412 2,232 1,914
Procurement (millions of dollars) - - 1,839 2,670 2,701 3,090
Personnel - 9,500 24,419 25,970 31,141 33,281

DSA OBJECTIVES

When Secretary McNamara established the Defense Supply Agency, he also
established two primary objectives:

First, to insure effective and timely support of the military services in the
event of mobilization, war, or other national emergency, as well as in peacetime.

Second, to furnish this support at the lowest feasible cost.
The order in which these objectives are stated is not accidental; it reflects the

priority which governs all DSA programs. This priority and these objectives
also govern the criteria against which DSA's achievements will be measured.

DSA ACHIEVEMENTS

The Defense Supply Agency has continued support to the military services
without interruption or impairment during major organizational change. This
has involved the extension of central control over a group of heterogeneous
agencies and the development of uniform policy, standards, and procedures.
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The President's budget for fiscal year 1963 was based upon the expectation
that the functions transferred to DSA would be performed for $27.7 million less
than the budgeted cost of performing the same functions within the military
departments. The Congress assessed an additional reduction of $2.7 million,
making a total budget cut of $30.4 million, related principally to a reduction of
3,329 civilian personnel spaces. Consolidation of the Army and Marine Corps
clothing factories has produced a saving of 146 additional personnel spaces.
During fiscal year 1964, DSA operating expense savings reached $39.6 million
(fig. 8). Operating expense savings are expected to total $57.1 million by the
end of fiscal year 1965. The stock fund financial plan provided for a $233 million
drawdown in long supply stocks during fiscal year 1963. The actual achievement
for fiscal year 1963 was $261.6 million. For fiscal year 1964 an inventory draw-
down of $161.2 million was achieved, with an additional $110.6 million planned
for fiscal year 1965.

FIGURE 8

DSA operating expense savings
Fiscal year 1964: Millions

Carryover from fiscal year 1963- - $31. 3
Distribution system -_--------------_--__ 2. 5
Improved use of ADPE- - __--__---------- ___-_-_ 2.3
DASC/DCSC consolidation -_--------------- _-_-___ 2. 0
DSSO closures- -______ -------- _---- 1. 5

Total- -_----_--------------- - 39. 6

Fiscal year 1965 plan:
Carryover from fiscal year 1964- - 39. 6
Additional distribution system savings- - __-_- __- ___-_- _ 9.4
DASC/1)CSC consolidation-Additional- -_-_-__- __ 4. 1
Productivity increase- -___-------- __-- _-- _-- 3. 7
Transfer of management of FSG 62 -_-_-_-__- _-___- ___- _ . 1
DSSO closures-Additional - __-- ---- --. 2

Total- -__----------__ ----__ -------------- 57. 1

PROCUREMENT

In the procurement area, we have made significant progress in increasing
competition, value engineering, participation of small business, and improving
the procurement process. Through these measures, cost reductions, reflected in
the DOD cost reduction program, and totaling $13 million should accrue during
fiscal year 1965. These reductions are anticipated in the following areas:
Increased competition

Improvement appears feasible notwithstanding the relatively high percentage
of competitive awards for the commodities DSA now procures. Our goal is to
raise the fiscal year 1964 rate of 91.5 percent competitive awards to 91.6 percent
in fiscal year 1965 by reducing sole-source awards wherever possible. Improve-
ment of the fiscal year 1965 rate should result in cost reductions totalling $3
million; during the first half of this fiscal year, savings totaled $1.45 million in the
shift from sole source procurement.
Value engineering

Elimination of "gold plating" in specifications, despite limited technical re-
sources, which will be expanded as the situation warrants, has made substantial
progress. Cost reductions aggregating $5.3 million were achieved in fiscal year
1964, and a $10 million goal has been established for fiscal year 1965. Additional
opportunities will be presented as new commodities are assigned. To reap the
benefit of desirable changes normally requires some adjustment in item specifi-
cations. This adjustment is the responsibility of the military departments, since
it is so closely related to qualitative requirements over which they have exclusive
jurisdiction. Accordingly, we must rely upon the departments for prompt action
where desirable changes can be made without impairing performance. During
the first half of fiscal year 1965 savings in this program totaled $6.6 million.
During the current fiscal year a revision to ASPR provided for contractor sharing
of savings resulting from value engineering efforts. In addition to savings under
the immediate contract, contractors may share savings in future acquisitions and
collateral savings in operation and logistic support.
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In another program, an additional $3 million is anticipated in the form of cost
avoidance as a result of continuing efforts to refine our industrial mobilization
plans and to increase the industrial base, thereby releasing mobilization reserve
stocks for current consumption.

Small business
The DSA small business program encourages maximum possible participation

of small business firms in our procurement program.
An aggressive program of business counseling is conducted through participa-

tion in industrial assistance events, in various geographical areas; in the inaugura-
tion of a series of commodity-oriented meetings at which DSA business opportuni-
ties, in well-defined product areas, are presented to potential suppliers. During
the 31 months from April 1, 1962, to December 31, 1964, DSA participated in
89 industrial assistance events in 31 States. As a result of our efforts, small
business firms received 40.3 percent of the total awards to U.S. firms, during the
first 6 months of fiscal year 1965, totaling $598 million.

Labor surplus areas
In fiscal year 1964, awards of $10,000 or more to labor surplus areas totaled

$478 million or 26 percent of the awards made within the United States and
possessions. During the first half of fiscal year 1965, $276 million was awarded
to labor surplus area firms despite a decline in the number of major labor surplus
areas.
Purchase workload

Purchase workload continues to increase; in fiscal year 1964, 2.16 million
purchase requests were processed compared to 2.21 million projected for this
fiscal year. Part of this increase was generated by DSA's assuming responsibility
for oversea procurement support for Army for DSA managed and generically
associated items. Further increases in procurement workload may be projected
for fiscal year 1966 when oversea procurement support for Air Force (less Pacific
and Alaska) for DSA managed and generically associated items, Air Force decen-
tralized and nonstandard items is assumed. In addition, in fiscal year 1966 we
win furnish supply support for the oversea dependent school system.

PROCUREMENT OBJECTIVES

Improvement of procurement process
Efforts to improve the procurement process were intensified during the past

year. Management reviews conducted at a large number of DSA activities
have accentuated for management's attention those areas susceptible to improve-
ment. Action was taken throughout DSA to increase competition, to place
continuing emphasis on the small business and labor surplus area programs, and
to provide more timely and effective supply support. Progress was made in
standardizing and simplifying the administrative tasks related to the procure-
ment process thereby reducing administrative and procurement leadtime and
inventory costs, reducing cost in such areas as small purchases, preaward surveys,
and bid solicitation. Results were reduced number of copies of invitations for
bids forwarded to and returned to bidders; standardization of contract clauses;
the development of a procedure for small purchases designed to expedite payment;
and application of automatic data processing techniques with specific emphasis
on the small purchases area.

We also continued to stress and intensify the DSA program of placing re-
sponsibility for quality on our contractors, with the DSA's role limited to veri-
fication. This program utilizes the vendor's skills and knowledge of his product
and eliminates duplication of effort in the quality and reliability fields with
resulting economies in manpower and funds. Some indication of the increased
effectiveness of inspection by the DSA procurement support offices may be gained
from the following:

In fiscal year 1964 the cumulative cost per $100 of supplies inspected (excluding
lumber) was $0.88. In the first 7 months of fiscal year 1965 the cost was £0.75,
a reduction of 15 percent. This was accomplished while at the same time quality
of inspection improved.

To improve DSA responsiveness and assure customer satisfaction, DSA also
initiated a program called Quality Check, designed to elicit comments and sug-
gestions from the military services on the quality standards and acceptability
of the supplies received from DSA. In the last quarter of fiscal year 1964, DSA
assumed responsibility for inspection of lumber from the Army, and every effort
is being made to reduce inspection costs in this area as well.
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Significant steps were also taken to provide industry with early informationconcerning future plans for large dollar procurements. Closely related to thisis our program for market analysis. This is a program for achieving more econom-ical procurements by conducting studies of factors, such as seasonal patterns,economic changes, obsolescence, and cost to store, which influence the procure-ment cost of the item. All of our centers have identified commodity areas offeringthe greatest potential for savings. Emphasis is being placed on these areas todevelop techniques that will obtain the greatest monetary return with no sacrificein quality.
CONTRACT ADMINISTRATION SERVICES

BACKGROUND
Contract administration services is one of the responsibilities assigned to certainmilitary offices located throughout the United States. The responsibility includesa variety of functions such as precontract award surveys of contractors' facilities;quality assurance; administration of the industrial security program for protectionof classified information; payments to contractors, and other functions requiredin connection with industry performance on defense contracts. These servicesdo not include procurement (contract execution) but rather are performed insupport of contracts placed by the procurement offices/program managers of themilitary departments and the Defense Supply Agency. Military departmentoffices currently performing contract administration services include the Armyprocurement districts, Air Force contract management districts, and inspectors ofnaval material. Collectively these offices number approximately 165.In early 1962, the Secretary of Defense initiated a study to determine whetherincreased efficiency and economy in contract administration were possible. Thestudy known as Project 60 was conducted under the policy guidance of high levelDepartment of Defense military and civilian personnel with participation bymilitary department and National Aeronautics and Space Administration repre-sentatives. As a result of recommendations made in the study report, theSecretary of Defense in October 1963 directed certain changes in procedures andthe establishment of a pilot organization at Philadelphia, Pa., to test the feasibilityof consolidating existing service contract administration activities. The ob-jective of the pilot test was to confirm that a consolidated operation would providethe efficiencies and permit the improved operations envisioned in the Project 60study. Subsequent evaluations provided the basis for decisions to plan for thenationwide consolidation of contract administration services offices under centralmanagement.

On June 4, 1964, the Secretary of Defense assigned the contract administrationservices (CAS) mission to DSA. As indicated previously, the assignment doesnot involve the procurement function. Also excluded are plant representativesof the Army, Navy, and Air Force who are situated at key plants producing majorweapon systems; and such specialized groups as the Army Corps of Engineers,Navy Bureau of Yards and Docks, and Navy supervisors of shipbuilding. Con-current with the June 4 assignment, a National Planning Group was establishedunder the Director, DSA, to develop a detailed national implementation plan(NIP) for effecting the consolidation of field contract administration servicesoffices of the military departments into a nationwide DSA organization. Theconsolidation is to be completed within 2 years. The NIP was approved by theDeputy Secretary of Defense on December 28, 1964. This plan is being used asthe basic working document for implementation.

FUNDING

During fiscal year 1965 the contract administration services operation will befinanced through reimbursement to DSA from military department appropria-tions. During fiscal year 1966 financing will be accomplished through a transferof funds from pertinent military department appropriations. It is anticipatedthat DSA will budget and be funded directly for the total operation in fiscal year1967.
SAVINGS

It is planned that in fiscal year 1969, annual recurring savings will reach alevel of approximately $19 million a year. The savings will result from a reduc-tion in operating costs. The bulk of the savings will be realized from the reductionof approximately 10 percent from the present total of 20,000 employees nowperforming contract administration services nationwide. The reduction in per-sonnel is expected to be achieved over a 3-year period through attrition, retire-ments, and other planned personnel actions with the least possible adverse impactupon the work force. It is believed that this can be accomplished with a minimumor no separation of employees.
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CURRENT STATUS

The National Planning Group was dissolved on January 31 1965, and the per-
manent headquarters organization of the Deputy Director for 6AS was establishedeffective February 1, 1965. Initially the organization will be temporary in
nature, but as the conversion effort progresses and additional personnel areassigned, the permanent organizational posture will be assumed. Personnel who
manned the National Planning Group and who are currently manning the head-quarters organization are on temporary detail from the military departments and
DSA. Current strength is approximately 200. DOD has approved a table of.distribution for the new organization which authorizes an end strength of 170civilian and 37 military positions as of June 30, 1965. Current efforts are being
concentrated on completing the identification of civilian personnel with functional
transfer rights, making employment offers to these employees, and effecting otherrequired personnel actions to accomplish permanent staffing of the organization.
Concurrently, appropriate military personnel are being requisitioned from the
military departments. Additional personnel, to bring the CAS headquarters toits full strength of 336, will be phased in during the last 6 months of 1965, subject
to approval by DOD of a table of distribution covering these added positions.Similar actions are being accomplished to acquire the 87 augmentation personnel
required for the DSA common staff. No slippage in the planned schedule isanticipated; however, temporary detail personnel will continue to be requireduntil permanent staffing can be accomplished.

PROPOSED GEOGRAPHICAL ALIGNMENT
OF CONTRACT ADMINISTRATION SERVICES REGIONS

Industrial Security Clearance Office, Columbus, Ohlo

FIGUBE 9
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NEW ORGANIZATION

The headquarters mission element of the new contract administration services
organization will consist of approximately 336 people located at Cameron Station.
Full utilization will be made of the existing DSA headquarters management/
administrative base through augmentation of such common support elements as
Comptroller, Personnel, Counsel, Administrative Support and others. Aug-
mentation personnel will number approximately 87, for a total added DSA
headquarters strength of 423.

The Deputy Director, CAS, will exercise management and operating control
over the field organization of 11 regions covering the entire United States. The
regions will be subdivided into district, plant, and area offices as required. After
consolidation is completed the existing 165 offices will be reduced to approximately
100. In addition to these activities, an Industrial Security Clearance Office,
responsible for central DOD processing of personnel clearances for contractor
employees, is being established at the Defense Construction Supply Center,
Columbus, Ohio.

Initial manning of the DSA CAS organization will be approximately 20,000
personnel, 97 percent of whom are civilian and the remainder military. Figure
9 shows the regional headquarters locations, the regional boundaries, and the lo-
cation of the Industrial Security Clearance Office.

CONVERSION

Establishment of the contract administration services headquarters and field
organization will be phased over the next 10 months and is scheduled for completion
approximately February 1, 1966. The planned regional activation schedule is
shown below:

Regfon Conversion period

Philadelphia --_-_-____Operational as of September 1964.
Detroit -__--_--____ April 1-June 1, 1965.
Dallas -_------_-- June 1-Aug. 1, 1965.
Boston -___----_-
New York -- ___ Aug. 1-Oct. 1, 1965.
Cleveland --_---__-___
Chicago --_------_-_
Atlanta_-------------- Oct. 1-Dec. 1, 1965.
St. Louis --_--- __-__
Los Angeles -_-_____-__Dec. 1, 1965-Feb. 1, 1966.
San Francisco -______

The field conversion program is proceeding on schedule in accordance with the
timetable outlined above. As indicated, the Philadelphia region is operational,
and the required personnel authorizations have been transferred to DSA. Long
leadtime actions such as location of facilities, obtaining and installing ADP
equipment, etc., essential to conversion of remaining regions have been initiated.
This has been accomplished jointly through the efforts of regional coordinating
committees comprised of military department personnel currently assigned to
field offices and the headquarters staff.

The total personnel strength for the CAS field establishment has been approved,
and major efforts are now being devoted to developing individual tables of distribu-
tion for each region within the overall ceiling. This task involves essentially the
same elements and sequence of events as described previously for the headquarters
organization but on a much larger scale. Personnel placement must be accom-
plished on a nationwide basis by use of consolidated personnel registers in order
that the job rights of affected personnel will be fully protected and overages or
shortages of job skills by region may be matched and applied as appropriate to
other regions, or to the headquarters.

SUMMARY

The CAS national implementation plan provides the policy guidance and the
roadmap by which implementation of the contract administration services mission
will be accomplished. With the cooperation of DOD and the military depart-
ments, progress toward accomplishment of this task is satisfactory and on schedule.
With their continued cooperation and working as a team, the Defense Supply
Agency expects to encounter no major obstacles in achieving full operational status
as planned. It is firmly believed that central management of contract administra-
tion services under uniform procedures will result in both operating expense
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economies and the elimination of existing duplication and overlap, thus permitting
defense contractors to deal more effectively and at less cost with the Department
of Defense.

DISTRIBUTION SYSTEM

The Defense Supply Agency determines requirements for wholesale storage
space; manages, controls, and operates assigned warehouses and depots; and
arranges for the use of storage space and related services and facilities of the
Department of Defense, other Government agencies, and commercial warehouses
as required. The Defense Supply Agency also arranges transportation for initial
distribution of stocks from supplier to point of storage, from point of wholesale
storage or the supplier direct to the customer, and for redistribution as required
between wholesale storage points.

The DSA distribution system was implemented on January 1, 1963, with two
major objectives in mind:

A storage pattern based on the concept of positioning stocks close to the con-
centrations of military posts and ports of embarkation in the United States.

Centralization of all requisitioning procedures and stock control functions in
the l)efense supply centers, effective July 1, 1963.

The centers perform all supply management functions such as requisition
processing, inventory accountability, financial accounting, reporting, billing, and
collecting

The nASA distribution system consists of seven principal depots and four
specialized support depots (fig. 10).

PRINCIPAL DEPOTS

These depots are responsible for the receipt, storage, stock readiness, inventory,
and issue of DSA items of supply, including general mobilization reserve stocks
for the support of specific areas, activities, and/or forces designated by Head-
quarters, Defense Supply Agency. These depots are:

Defense Construction Supply Center, Columbus, Ohio.
Defense Depot, Mechanicsburg, Pa.
Defense Depot, Tracy, Calif.
Defense Depot, Ogden, Utah.
Defense Depot, Memphis, Tenn.
Defense General Supply Center, Richmond, Va.
Atlanta Army Depot, Forest Park, Ga.

DSA DISTRIBUTION SYSTEM

is, Or-~ -- } 's - --- -

A Priauipal Distribution Depets
* Spetialized Missieos
o Fuil Management by DSA

nIUUE 10
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SPECIALIZED DEPOTS

These depots have functions similar to those of the principal depots, except
that their missions are specialized as to type of material or scope of support-
These depots are:

Defense Electronics Supply Center, Dayton, Ohio.
Defense Clothing and Textile Supply Center, Philadelphia, Pa.
Naval Supply Center, Norfolk, Va.
Naval Supply Center, Oakland, Calif.

DIRECT SUPPLY SUPPORT POINTS

The DSA distribution system also includes 18 direct supply support points (not.
included in fig. 10) which have been established in support of large-volume users,,
such as Navy shipyards and repair facilities. These points are under military
service management. The supply mission for DSA commodities at these points.
is restricted to the stocking of a selected range of DSA-owned and centrally man-
aged materiel for the support of onbase industrial and maintenance requirements,.
fleet units, assigned Navy oversea activities, CONUS Navy activities within a 25--
mile radius, and such other Navy activities as may be assigned for accounting.
purposes.

ATTRITION SITES

On January 1, 1962, items assigned to DSA or to be assigned to DSA were-
stored in 77 locations, of which 11 locations became permanent DSA distribution
system activities and 18 became direct supply support points for support of the-
Navy. As of January 31, 1965, DSA material was stored at 23 temporary stor-
age locations, or attrition sites. However, the number of attrition sites wilL
fluctuate because of continuous capitalization of items as a result of item manage--
ment coding and DSA assumption of new missions and item assignments. UntiL
supply missions become stabilized,, a target date for complete elimination of
attrition sites cannot be projected. DSA policy for evacuation of stocks from
attrition sites is disposition-in-place of excesses; redistribution of replenishment.
stocks from attrition sites into permanent depots in lieu of replenishment from
procurement; attrition to satisfy customer demands; and bulk relocation into.
permanent depots when economically justified.

INVENTORY CONTROL POINTS (ICP)

ELECTUONICS
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FIGURE 11

INVENTORY CONTROL POINTS

Control of DSA inventories is currently distributed among eight supply centers.
(fig. 11). The centers assumed inventory control functions for assigned commod-
ities previously performed by the single manageis. Their primary function is to-
compute replenishment requirements for assigned itemsr maintain complete,

SUBSISTIP4CE
I
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records of inventory status and transactions; receive and edit requisitions; procure
materiel; and direct shipment or procurement action, as appropriate. More than
6,000 personnel are employed in this activity at all centers. Other personnel at
the typical center are engaged in such related activities as cataloging, standardi-
zation, procurement, and installation management. The commodities assigned
to the several centers were determined in separate studies conducted over a 6-year
period. Each study was addressed to the peculiar circumstances of a particular
commodity area. Assignments to specific military installations were governed,
in part, by the location of related departmental functions and, in part, by the
availability of space and facilities. Only by accident could these piecemeal
actions have produced an optimum system for all common supplies. There
are wide variations in numbers of items managed as well as various mixtures of
technical, personnel-related, and bulk materiel items. Customer service is
expected to be improved and operating costs reduced through a redistribution of
commodity assignments and some change in the number and location of control
points. Changes will be made, however, only after careful study and consultation
with all interested agencies. The most recent plan calls for consolidation during
calendar year 1965 of the functions of the Medical Supply Center in Brooklyn,
N.Y., and the Subsistence Supply Center in Chicago, Ill., with the Clothing and
Textile Supply Center in Philadelphia. In addition, the functions of inventory
management, except for procurement, of packaged petroleum, gas cylinders, and
chemical supplies will be transferred to the General Supply Center at Richmond.
Procurement responsibilities for packaged petroleum will remain with those of
bulk petroleum at the Fuel Supply Center in Washington.

ITEM REDUCTION

DSA is continuing to give major attention to reduction in the number of items
in assigned commodity classes. As a result of identification of duplicate or
similar items and standardization actions, decisions were made and concurred in
by the military departments to eliminate 80,653 items in the fiscal year 1964
(fig. 12). The decisions made during fiscal year 1964 consisted of 56,809 DSA-
managed items and 23 844 service-managed items. These decisions were based
on a review of 187,132 items during the 12-month period. The goal for fiscal
year 1965 is a total of 107,800 decisions to be based on a review of approximately
320,000 items. By the end of the first half of fiscal year 1965, DSA had completed
review of 155,246 items and received concurrence of military departments on the
elimination of 64,307 items in the DSA-assigned classes.

FIGURE 12
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MATERIEL UTILIZATION

Major emphasis on the redistribution of materiel in long supply between the
services is continuing. Redistribution of such materiel totaled $396 million in
fiscal year 1964.

Mechanized screening of long-supply assets and requirements which became
fully operational during fiscal year 1964 is now an operating program at the
Defense Logistics Services Center. Several test programs which are designed to
capitalize on the available assets and requirement data and to expand the con-
cept to additional appropriate areas are underway.

These include-
(a) A final asset screening of items identifiable to a Federal stock number

and listed on surplus sales catalogs. This screening (termed Project FAST)
is a final effort to effect utilization of available assets prior to disposition
through sale.

(b) Processing contractor termination inventory through mechanical screen-
ing to determine if requirements may be filled from those assets.

WEAPONS SYSTEMS PROGRAM

The weapon systems materiel utilization program, administered by the Defense
Supply Agency in cooperation with the military services, promotes Defense-wide
redistribution and utilization of military weapon systems assets and other large
aggregations of special high-cost materiel generating from phaseouts, tactical
withdrawals, and program terminations. The materiel reutilization dollar poten-
tial from these sources is very substantial.

The program covers, but is not limited to complete weapons (defensive or offen-
sive), complete aircraft, aircraft engines, missiles, combatant ships, armament,
communications equipment, etc., including the components, assemblies, and parts
thereof plus related supporting equipment. This materiel is widely diversified in
character including items of a highly special and technical nature ranging in cost
from a few thousand dollars to $1 million and up.

The weapon systems program has as its major objective the maximum reutili-
zation of weapon systems materiel by the military services and other eligible
Federal agencies. This objective is achieved through (1) the utilization of close
working relationships and liaison between DSA and all echelons of the military
departments and other Defense agencies; (2) the acquisition of early planning
intelligence concerning military systems to be phased out or otherwise discon-
tinued; (3) the development of new or alternate uses and applications of the
materiel; (4) the compilation, printing, and distribution of illustrated brochures
and flyers; and (5) the vigorous promotional efforts by DSA personnel.

The program has materially improved DOD reutilization of excess assets through
intraservicing and interservicing transfers.

The cumulative dollar status of DOD reutilization of weapon systems assets
for the period January 1961 through December 1964 exceeds $632.8 million and
includes assets from the following systems:

Total reutilization
System afoot

Terrier (Marine Corps) - $76. 0
Nike-Ajax (Army) - _--------------_-- _-- __------_67. 9
Honest John (Marine Corps) - 20. 0
Thor (Air Force) - _------ _------- ----- _143. 1
Jupiter (Air Force) -__------------__----_ -------- 50. 9
Skybolt (Air Force)- - _---- _-- _----------_--------_101. 9
Corporal (Army) -_- 9. 3
LaCrosse (Army) -_-_- _------------------------------------ 23. 0
Redstone (Army)- - _-__-_- _----------------------------------- 4. 3
Bomare A (Air Force)- -_---- _----------_---------_ 116. 0
Atlai D (Air Force)- - ___----_----- -_ ----_20. 0
SS-10 (Army) -__------------_ --- ----- 4

STANDARDIZATION AND ITEM GROWTH

In July 1964, responsibility for administration of the DOD standardization
program was transferred to the Office of Technical Data and Standardization
Policy, under the Assistant Secretary of Defense (I. & L.). The Defense Supply
Agency will continue to have standardization management responsibility, how-
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ever, for approximately 2.5 million items or 64 percent of the 3.9 million DOD
items in the Federal supply system.

The favorable downward trend in the growth of the Federal Catalog, achieved
in calendar year 1963, was reversed in the first half of calendar 1964; but during
the second half of the year, the growth begun in the first half was checked, and
the number of DOD items in the catalog started to decline again. During calendar
year 1964, 379,300 items were added to the Defense Catalog, and 364,700 items
were deleted, resulting in a net increase of 14.600 items. The first half of the
year saw a net increase of 24,754 items and the second half, a net decrease of
10,166 items. At the end of 1964, there were 3,940,485 DOD items in the catalog.
The favorable downward trend continued in January 1965 with a net decrease of
S,400 items.

Item reduction through standardization and Federal Catalog improvement is
being vigorously, pursued, and it is estimated that approximately 108,000 items
will be identified for elimination from DSA-managed classes in fiscal year 1965.

ITEM ENTRY CONTROL

DSA has begun implementing item entry control screening procedures which
we developed as a result of a study of methods to control the number of items, in
DSA classes, entering the Defense supply system. The DSA item entry control
program includes the development of improved technical data for screening pur-
poses, preparation of standard criteria for screening proposed new items, and the
screening of proposed new items by technical characteristics prior to assignment of
Federal stock numbers. DSA has implemented an optional service to DOD pro-
visioning activities, by screening manufacturers' part numbers of items recom-
mended by contractors to support new equipments. In addition, the DOD Item
Entry Control Office, established within DSA to develop item entry control pro-
cedures for application to all commodity areas, is studying the various aspects of
item entry control on a DOD-wide basis. This office recently completed a test of
control of item entry at the cataloging stage by a technical review of proposed new
items prior to stock number assignment. The results of this test are still under
evaluation. Considerable study has also been given to the problem of item entry
control at the design stage. A program has been undertaken which will accelerate
development of military standards in the commodity areas resonsible for about 50
percent of all new items entering the supply system. These standards list and
limit items preferred for use in new design. Increased selection of standard ttems
at the design stage is expected to reduce unnecessary introduction of new items
into the Defense supply system.

wAREHOUSING GROSS PERFORMANCE MEASUREMENT SYSTEM

On February 1, 1965, DSA was assigned responsibility for managing the
warehousing gross performance measurement system, in coordination with the
military departments in accordance with instructions provided by the Assistant
Secretary of Defense (Installations and Logistics). The Department of Defense
Warehousing Gross Performance Measurement Office has been established within
DSA to develop, monitor, analyze, and maintain the system. The objective of
the system is to provide a uniform method of evaluating the effectiveness of
warehouse operations and resource utilization in DOD storage activities.

SUPPLY EFFECTIVENESS

In November 1962, DSA implemented a uniform system for the measurement
of supply effectiveness. This system employs standardized reporting by all
supply centers and uses two key indicators to measure effectiveness. The first
indicator, stock availability, measures the performance of centers as inventory
managers by determining the percentage of requisitioned items supplied from
available stock. Overall availability has been relatively high throughout calendar
year 1964, running between 89 and 91 percent, and consistently exceeding the
DSA established overall target of 90 percent. DSA's second indicator of effec-
tiveness, on-time fill, measures responsiveness by determining the percentage of
items shipped within the time limits established by the DOD uniform material
issue priority system. The rate of ontime fill has been steadily improving,
moving from a low of 72 percent in January 1964 to 84 percent in December
1964. This performance rate is only 1 percent below the end fiscal year 1965
target of 85 percent.
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SUMMARY

DSA is believed to have equaled or exceeded the goals set for it when theAgency was established, both in terms of effective support of the military servicesand operational economy.
DSA has maintained and, in some instances, improved on the high standardsof responsiveness to customer demands established by the departmental singlemanagers. DSA's system has been tested in emergency operations and in majormilitary exercises. The quality of its performance is documented.
By the end of fiscal year 1965, DSA will be performing currently assignedmissions with 7,800 fewer civilian and military personnel than were identifiedwith the performance of the same missions within the military departments.This amounts to annual recurring savings of $57 million.
DSA is not going to solve all supply problems; some of these are bound up inthe complex relationship of strategy and economics, the forward sweep of tech-nology, and the rapid obsolescence of military materiel. The concept of aconsolidated agency reducing decisionmaking time is sound, however, and operat-ing costs are reduced accordingly.



APPENDIX 2

UPDATED STATEMENT OF SECRETARY MCNAMARA ON THE 5-YEAR COST REDUCTION
PROGRAM

We are now at the halfway point in the 5-year cost-reduction program inaugu-
rated on July 1, 1962. I can report that every military department and Defense
agency has, for the second successive year, far exceeded its goals. As a result, we
hope to be able again to raise our sights and establish a new target above the
current goal of $4.8 billion of recurring annual savings when we review the program
on July 1, 1965.

PROGRESS OF DoD COST REDUCfiON PROGRAM
.Bdlions RECURRHMG ANNUAL SAVINGS

FY '66 BUDGET $4.8 Bil

REDUCTION --

$4.1 Bil. -

*4.0 Actual for , - 54.0 Bil.

iscal Year

$1. csRu.' (>9>\", ,"3.4 Bil.

2.0 -$2.8 at- 0.o, ,

\ ," -'-''-'''
2.0 / o ,

1.0 $750 MA.

0

FY 196' 1962 1963 1964 1966 1968.
(Bose Yr.V (Budget) (Budget)

This achievement is a tribute to the entire Defense Establishment. The top
management of the Department can plan the program, establish objectives,
prescribe the organization and procedures and follow up on the execution. But
in the final analysis, its success depends on the skill, understanding, and support
of the people who must actually carry out the program.

Indeed, a program of this type can succeed only if-
(1) It is vigorously supported by the entire management of the Depart-

ment, from the Secretary on down to the lowest managerial level.
(2) Firm, clearly defined goals are set for each level of management and

the objectives, methods, and procedures of the program are clearly explained
to the people who have to achieve the goals.

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

(4) Both the goals and the results are thoroughly audited by an inde-
pendent group to insure the savings being reported are valid and can be
pro erly substantiated.

The Defense Department's cost reduction program has been developed with
these principles in mind. Firm, time-phased goals have now been fixed for 27
distinct management areas. These goals are the aggregates of the individual

47
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goals established for each of the services and Defense agencies. The service goals
are further subdivided down to the lowest level of logistics management so that
all of our key managers know exactly what is expected of them.

Within my own office, the Assistant Secretary of Defense (Installations and
Logistics) has been made directly responsible for the effective operation of the
program throughout the Department. The Assistant Secretary of Defense
(Comptroller) has been given responsibility for the review, examination, and
validation of all goals and savings reported under the program. The service
secretaries and agency heads have been made responsible for the accomplishment
of the goals. They are required to review and approve personally the reports of
progress. Within each of the military departments and the Defense Supply
Agency a senior official has been given specific responsibility for the day-to-day
administration of the program. And, with 2>G years of experience behind us,.
this program is now a realitv rather than a promise.

The fiscal year 1966 budget now before the Congress is some $4.1 billion less
than it otherwise would have been because of this program. The detailed goals.
and accomplishments of the various programs we have established in pursuit of
these objectives are shown in table 1 (p. 56), but I have summarized them below:

[In billions of dollars]

Savings Savings
reflected in goal by
fiscal year fiscal year

1960 budget 1968

1. Buying only what we need -------- 2.0 2.0
2. Buying at the lowest sound price-1.0 1.1
3. Reducing operating costs--- 1 1.7

Total -4.1 4.8

In previous appearances before this committee, I have discussed the character
of these programs in some detail. At this time, I would simply like to give you
a progress report, highlight some of the savings actions of the past year, and
outline some of our plans for the future.

A. BUYING ONLY WHAT WE NEED

1. Refining requirements calculations
Better analysis of our materiel requirements will continue to offer major op-

portunities for savings in the cost-reduction program. Basically, this effort
is aimed at pruning out of each proposed new procurement program every non-
essential item. The value of such savings reflected in the fiscal year 1966
budget totals $1.7 billion. They result from literally thousands of individual
reviews made by managers at all levels to insure that inventories of end items,
spare parts, and consumables are held to the absolute minimums required to
meet the needs of approved forces and mobilization objectives. Some examples
of these actions are:

The Army was able to reduce scheduled procurement of M-85 machineguns
when study showed that M-2 models already on hand could satisfy all 50-
caliber vehicular gun needs except for the M-60 tank. Procurement quan-
tities were reduced by 8,800 guns, at a savings of $21,120,000.

The Navy and Air Force conducted comprehensive reevaluations of their
requirements for air-to-air and air-to-ground missiles and other nonnuclear
ordnance in fiscal year 1964. By basing these requirements on a more
detailed analysis of the threat to be countered and improved measures of
individual weapons effectiveness, previously planned procurements were
reduced by $152 million in fiscal year 1964. Even larger reductions are
being made in fiscal year 1965-66.

The Army restudied its training needs for the 7.62-millimeter cartridge
(used in the M-14 rifle and the M-60 machinegun) and cancelled the planned
procurement of over 400 million rounds, with a savings of $30 million.

B. Increased use of excess inventories
At the end of fiscal year 1961, excess and long-supply stocks held by the three

military departments totaled $13.1 billion. In that year only $956 million of
such stocks had been returned to productive defense uses. since then, we have in-
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stituted procedures under which all new proposed procurements must be matched
against these stocks to determine if a suitable excess item may not be substituted
instead. The result has been a steadily increasing substitution of excess stocks
for new procurements as shown below:

[In millions of dollars]

Value of excess Increase over
Fiscal year- stocks returned fiscal year

to productive use 1961

1961 -956
1962--------------------------------------------------------------------1,080 124
1963 ------ 1, 120 164
1964----------------------------------------- - 1,287 331

Some recent examples of the reutilization of excess:

The Army received 60 excess aircraft engines from the Air Force for
use on its Caribou aircraft, saving - $2, 010, 000

The Marine Corps received over 87,000 excess 3.5-inch rockets from
the Army for use in training and to fill mobilization needs, saving- 1, 045, 000

The Air Force received 15,000,000 rounds of excess 20-millimeter
ammunition from the Navy to meet valid operational require-
ments, saving- -_---------------------- ___30, 900, 000

S. Eliminating goldplating through value engineering
We cannot afford to buy qualitative features in our weapons, equipment, and

supplies which are not essential to meet the standards of performance, reliability,
and durability required by the military mission. Last year, we estimated that,
by "purifying" our specifications to eliminate "frills" or "goldplating" and by
employing greater ingenuity in seeking out less costly materials and designs, we
could eventually save $145 million annually. That estimate has proved to be
far too conservative; in fact, actions initiated through fiscal year 1964 alone will
ultimately save $224 million in the cost of Defense hardware-half again more
than last year's goal.

Looking ahead, we are now convinced that savings of $500 million annually
will ultimately be attainable through "value engineering" techniques. This
improved outlook stems in great part from the excellent assistance we are now
receiving from industry in challenging unnecessary quality features in our pro-
curement specifications and in seeking out more economical ways to do the job.
Last year, 580 cost savings of this type were proposed by our principal defense
contractors, and we expect this number to increase significantly in the future.

Some examples of recent savings achieved by eliminating "goldplating" are:

Unit cost
l Savings on

current
Before After procurement

redesign redesign

M449 projectile: Eliminated components, simplified manu-
facturing and assembly processes -$116 $71 $4,480,800

Xenon searchlights: Redesigned the reflectors to eliminate the
excessive supporting members -1,767 465 1,476,600

Container for Lance missile propulsion system: Substituted
lightweight design made of fiberglass and aluminum for a
bulky steel container -2,732 869 174,400

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

4. Inventory item reduction
During the past year, we have also reemphasized the standardization of material

within and among the military departments-in order to reduce the varieties,
sizes, and types of items in use. To oversee this effort, a new staff organization,
the "Office of Technical Logistics Data and Standardization Policy," has been
established. During fiscal year 1964, some 2,450 specifications and 583,000
individual items were eliminated. Actions taken since fiscal year 1961 have cut
supply management costs by $61 million annually.
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B. BIUYING AT THE LOWEST SOUND PRICE

During the past 4 years, we have devoted much attention to strengthening the
policies and practices governing the 10 million purchase actions made annually by
the Department of Defense. As a result, we believe that most of the steps needed
to realize the savings potential in this area of the 5-year cost-reduction program
have now been initiated. To date, these actions have resulted in a marked
increase in competitive procurement and the elimination of cost-plus-fixed-fee
(CPFF) contracts in all but those few cases where it is generally agreed that this
is the most suitable type. Procurement savings stemming from these measures
will amount to over $1 billion in fiscal year 1966 and future years, as shown on
table 1, page 56.
1. Shifting from noncompetitive to competitive procurement

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

In fiscal year 1961, 32.9 percent of the value of our contracts were awarded on
the basis of price competition. However, our analysis of this performance showed
that with better planning by our more than 800 design, engineering, and require-
ments staffs, this rate could and should be raised to about 40 percent. In fiscal
year 1964, the rate had been raised to 39.1 percent and we now expect to reach
40 percent by the end of this fiscal year and 40.5 percent by end fiscal year 1966,
as shown below.

CO~v;r~c~ws'- ,'VVAWN DiiD O'N BY$'65 OF COM"VIPETITION
AS A P :CENGr OF TOTAL CONI.i AC AWARDS

.5

F62 '63 '64 '65 1966F I 1961
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In reaching our objective we will have shifted more than $1.7 billion of our
annual procurement program from noncompetitive to competitive type contracts
at an average savings of 25 cents for each dollar shifted. As a result of this
shift, anticipated savings of $414 million have been reflected in the fiscal year 1966
budget request. Some recent examples of the savings achieved are shown below:

Noncompet- Competitive Percent Total
Item Itive unit unit price reduction savings

price

Antiexposure coverall -$358. 0 $171. 12 52 $91, 340
Helicopter armament subsystem- 19,471.00 10.218. 00 47 2,165,337
Electronics assembly (Polaris guidance) -48,287.00 37,127.00 23 4,924,466
Gimbal assembly (Polaris guidance) -77,834. 00 47,168. 00 39 13,696,015
Radio receiver-transmitter (AN/ARC-51) - 4,670. 00 3, 207.00 31 1,918, 712
Target control system (AN/SRW-4B) -44,804.00 31,619.00 29 265, 787
Test set, target control system (AN/S RM-2)- 34,973.00 23, 746. 00 32 44,909
Radio transmitter-receiver (AN/S RC-20) -12,375. 00 9,025.00 27 556, 100
Submarine antenna (AT-317) -2,327.00 1,759.00 24 67,175
Accessory kits (MK 706/PRC-41) -1,344.44 878.32 35 151,022
Signal comparator (CM-122) -36,000.00 26,550.00 26 340,200

We believe that there are only a few remaining commodity areas in which we
can expect to achieve significant further increases in the degree of price competi-
tion. These include (1) a few additional military end items for which detailed
specifications are available, such as ships, tanks, guns, and electronic equipment;
(2) spare parts; and (3) services for the maintenance and repair of equipment and
facilities: We will be concentrating our energies in these areas in the coming
months.
2. Shifting from cost-plus-fixed-fee (CPFF) to fixed price and incentive contracts

When we use CPFF contracts, the contractor is fully reimbursed for all allow-
able costs and in addition is guaranteed a fixed fee as profit. This type of con-
tract places all of the risk on the Government, and provides equal reward for both
good and poor contractor performance. In addition, movement away from CPFF
contracts forces our military buying agencies to prepare much more precise work
statements for our contractors and contract costs to be controlled much more
closely-as a result, cost overruns and schedule slippages are minimized, while
at the same time higher performance and better reliability are achieved.

CPFF contracts are the least efficient method of contracting and should be used
only where no other form of contract is suitable, e.g., in exploratory research or
study projects where no meaningful measure of performance can be established
in advance. We estimate that for every dollar we can shift from CPFF to the
higher risk arrangements of incentive and fixed price contracts, we save at least
10 cents.

In fiscal year 1962, we set a goal of reducing the proportion of CPFF contracts
from the peak of 38 percent reached in March 1961 to a level of 12.3 percent by
fiscal year 1965. As you can see on the chart below, this objective has been met
ahead of schedule, and our fiscal year 1966 budget request is $599 million less
than it would have been had no reduction been made in the proportion of CPFF
contracts.
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Several other measures are contributing to improved weapon systems contract-
Ing:

Letter contracts, which foster loose management by both the Government
and its contractors, reached a peak of $3.1 billion in December 1962, dropped
to a low of $638 million in September 1964, and are still declining under the
tight controls now being applied by all procurement offices.

A similar program of administrative controls has been launched to hold
down the number and value of "unpriced" change orders with the goal of
reducing them by at least 10 percent.

The performance of major contractors in meeting their contractual com-
mitments, and in achieving cost reductions, is now being centrally recorded.
Defense Department purchasing offices are required to evaluate this record
prior to selecting contractors for new development projects and prior to
negotiating fees on noncompetitive contracts.

As contractors assume a larger share of the cost risk through incentive
and fixed-price arrangements, we are relaxing a number of detailed reports
and controls (such as prior approval of overtime) which are necessary under
CPFF arrangements. These actions will save administrative costs both for
Government and for industry.

C. REDUCING OPERATING COSTS

The third objective of the cost-reduction program is to increase the efficiency
of our various supply, maintenance, communications, transportation, and other
support activities. In total, our goal in this area is to achieve annual savings of
$1.7 billion by fiscal year 1968. During fiscal year 1964, we actually realized
savings of $757 million and the fiscal year 1966 budget estimate is $1,067 million
less as a result of the following actions.
1. Terminating unnecessary operations

In the spring of 1961, I pointed out to the House Armed Services Committee:
"Technological progress causes obsolescence not only in weapon systems, but

also in the often highly specialized facilities constructed for their deployment and
maintenance. Just as we continually measure our weapon system development
and procurement programs against the ever-changing yardstick of military need,
so too must we review our worldwide complex of installations in light of our
present and future requirements. Facilities and installations which fail this test
of true need only encumber the national security effort and waste resources."

Since then we have been continually reviewing the approximately 6,700 sep-
arately identifiable Defense installations and activities throughout the world.
The original list of 73 closure actions, which I announced at that time, has now
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grown to 669, and the recurring annual saving from $220 million to over $1
billion, after deducting all one-time closing and relocation costs. The present
:status of the program is shown below:

Number of actions to close or reduce -__- _- _-_ - - 669
Real estate released (acres) - 1, 480, 267
Industrial plants with commercial potential made availabel for sale_ -_ 65
Positions eliminated- - __-------- --------- 149, 881
Recurring annual savings - _-----------_ $1, 038, 000, 000

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

We know that in some cases these actions produce temporary hardships for
individual employees and local communities, and I described in the first section
*of this statement the many actions the Department of Defense and the Govern-
ment as a whole have taken to assist them. But, we now have extensive evidence
that when obsolete or surplus military facilities are made available for long-term
civilian uses, they are frequently of even greater economic benefit to the communi-
ties immediately concerned. Together with the General Services Administration,
we have made an analysis of what has happened to the military properties released
since 1961. The results of this analysis clearly demonstrate the wide range of
productive civilian uses to which these facilities can be put.

New use Locations States Acres

Other Federal agencies --- 29 21 23,101
Civic airports ----- 18 10 5,763
Schools and universities ----------- 54 28 7,655
Public domain-s 3 627,785
Parks, recreation, community development -66 28 35,407
Private industry for production-22 10 6, 218
Individuals and small companies--5 30 26,6 50

Altogether, communities in 44 different States have been beneficiaries of these
disposals, and the return to the U.S. Treasury has been over $84 million. Some
of the most interesting cases involve the use of former military facilities by private
industry. For example:

The Navy Ordnance Plant at York, Pa., employing some 1,100 workers was
due to be closed in 1965. Instead, the plant and its equipment were sold
for $9.6 million to a private company which promptly rehired the entire
work force and has since increased.employment by 60 percent.

The Army's Signal Depot facilities at Decatur, Ill., were sold to private
interests. Today, its new owners employ half again as many civilians as did
the Army and they are still adding workers.

The former Snark missile base at Presque Isle, Maine, was closed in June
1961 with the loss of 1,200 military and civilian jobs. Today, the old base is
a part of an industrial complex which has added 2,000 jobs. The base itself
has provided educational, commercial aviation, local government, and in-
dustrial facilities.

The list of base closings announced late last year is one of the largest such
actions we have taken thus far. Although totaling only 95 (80 in the United
States), they have virtually doubled the number of military and civilian positions
eliminated as well as the ultimate level of recurring annual savings. In fact,
about 146,000 military and civilian personnel will be dislocated by these closings.
About 83,000 of the jobs will be moved to other locations but the remaining
63,000 positions will be eliminated. The civilian career employees holding such
positions, as I noted earlier, will be offered a job opportunity elsewhere in the
Defense Establishment and where moving costs are involved, they will be paid
by the Government.
* Included in this list of 95 closures are some very large facilities: Brookley-AFB,
at Mobile, Ala., with more than 13,000 military and civilian jobs; the air materiel
area of Norton AFB, at San Bernardino, Calif., with about 8,500 jobs; Hunter
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AFB at Savannah, Ga., with about 5,800; Schilling AFB at Salina, Kans., with5,400; Lincoln AFB at Lincoln, Nebr., with 6,800 jobs; Portsmouth NavalShipyard in New Hampshire, with 7,600 jobs; the New York Naval Shipyard,with about 9,800 jobs; and Amarillo AFB at Amarillo, Tex., with about 7,100jobs. Because of the magnitude of some of these installation closings, theiractivities will be phased out over a period of years. In the case of the Ports-mouth Naval Shipyard, which is the principal employer in the Portsmouth area,the phaseout will be extended over a 10-year period.
Although many more jobs are involved in the realinement of the SAC basestructure and the Air Force major depot system, the decision to close two navalshipyards has attracted the greatest attention. These are both very largeinstallations but it has been recognized for many years that the Navy has toomany shipyards for the workloads that can be anticipated over the next 10years, in peace or in war. The 11 yards are now working at about 63 percent ofoptimum capacity and by 1967 would have been down to 53 percent. Utilizationof the private shipyards has recently been estimated at between 40 and 55 percentof optimum.
Accordingly, about a year ago I appointed a special Shipyards Policy Board tostudy the entire naval shipyard system and to recommend to me what actionshould be taken to place this system on a more efficient basis. The Board com-pleted its work last November and made the following recommendations:

(1) The New York Naval Shipyard should be closed.
(2) The Portsmouth Naval Shipyard should be phased out by a gradualphasedown prior to 1975.
(3) The Mare Island and San Francisco Naval Shipyards should be mergedimmediately under a single commander.
(4) The Department of the Navy should prepare a 5-year modernizationprogram for the remaining naval shipyards, with priority to projects offering a3-year "payback" due to decreased costs.
(5) The Department of the Navy should establish more precise procure-ment evaluation standards so as to assure that bidders receiving awards ofconversion, alteration, and repair work are qualified in terms of financial,management, technical, and facilities capabilities. Where there are signifi-cant measurable benefits to the fleet related to the location and servicesprovided by specific private and naval shipyards, these should be consideredin deciding between work to be contracted versus work to be performed

"in-house", and in choosing among private contractors.
I have approved these recommendations. On the basis of my own review of theBoard's report and my visits to the shipyards during the last year, I am fullysatisfied that the selection of the yards to be closed or merged was made solely onthe basis of objective operational, strategic, and economic criteria, includinggeographic location, relative industrial capabilities, cost, etc. What I want toemphasize here is that the Department of Defense has now moved to make itsshipyard complex more efficient. The Navy is presently preparing a 5-yearmodernization plan for the yards which will be retained, the first increment ofwhich is contained in the current year's program and the second has been includedin the fiscal year 1966 budget request. If we are to realize the benefits of thismodernization, as well as the economies promised by the consolidation, the work-load of the new vard complex should be planned so as to serve these objectives.Our studies show that on the basis of "incremental costs" (as contrasted with"total costs") there is little or no advantage in contracting certain ship repairwork to private yards. We believe that, at least in the short run, annual savingsof $10 to $15 million would be possible if the proportion of conversion, alteration,and repair work in public yards was raised from 65 percent to about 80 percent,thereby spreading fixed overhead costs over a larger workload. It wiU continueto be in the national interest to direct a portion of such work to the private yardsin order to help maintain a competitive industrial base. Thus, in the future, thescheduling of any specific year's ship construction and repair program should bedirected principally to achieving the most effective utilization of both naval andprivate shipyard capacity. To this end, we are requesting the elimination of thestatutory '35/65" ratio for the allocation of ship repair, alteration, and conversionwork between privately owned and public shipyards contained in section 539of the Defense Appropriation Act for 1965.

B. Consolidation and standardization of operations
This element of the cost-reduction program comprises our efforts to eliminateunnecessary overhead and personnel expense through the consolidation of commonsupport functions previously performed separately by the military departments
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a. Defense Supply Agency operating expense savings.-The Defense Supply
Agency (DSA) was established in January 1962 to integrate the management of
some 1.9 million different items of common supply. The resultant savings are
indeed impressive. Operating savings alone in fiscal year 1964 amounted to $42
million, and the fiscal year 1966 budget request anticipates economies of $57
million. The following table illustrates some of DSA's accomplishments.

Prior to Reduction
DSA End, fiscal

(January year 1985
1962) Amount Percent

Items managed (thousands)1 ,875 1,630 245 13
Inventory value (millions)-$2,486 $1,914 $572 23
Personnel ----------------- 41,039 33, 168 7,871 19

b. Consolidation of contract administration services.-Last June, I directed that
a single organization be established under DSA to manage the 150 field offices
and 20,000 personnel concerned with the administration of Defense contracts
after they are awarded, including such functions as materiel inspection, production
expediting, industrial security, and payment of contractor invoices. We have
excluded from this consolidation only the administration of highly specialized
contracts, such as those for major weapon systems, construction, shipbuilding,
and subsistence. The headquarters of this new organization will be operational
this February, and all field units will have been integrated into DSA by June 1966.
We estimate that, as a result, the administrative costs of our contractors will be
reduced by $60 million annually, which will, in time, be reflected in lower pro-
curement costs for us. Additional savings of $19 million will be realized from the
elimination of 1,835 personnel spaces as previously separate contract adminis-
tration offices in 29 cities are consolidated.

In a related action, we have decided to consolidate in a single organization the
contract audit activities now performed by three separate audit agencies. This
move will simplify the contractor's audit relationship with the Defense Establish-
ment, establish standard policies, organization, and procedures and we believe
will eventually permit significant manpower savings as administrative and
management functions are merged.

c. Departmental operating expenses.-Savings in this area, estimated at $95
million in fiscal year 1966, result from the more efficient use of electronic com-
puters; continued reduction in the number and volume of forms, reports, and
paperwork; further simplification of procedures; and increased productivity of
personnel.
S. Increasing efficiency of operations

The final category of cost reduction projects are concerned with the logistic
support services of communications, transportation, and maintenance. These
activities annually involve about $15 billion of Defense expenditures. The fiscal
year 1966 budget anticipates savings of over $364 million as a result of our actions
in these areas and our goal for fiscal year 1968 is to achieve annual savings of well
over $500 million. As a group, these activities offer a very great potential for
future savings and we intend to exploit this potential intensively.

a. Improved telecommui ications management.-The fiscal year 1966 budget
request anticipates savings-of $129 million through the elimination, consolidation,
and integration of leased lines, tariff rate reductions and more effective use of exist-
ing Defense and commercial communications services and facilities.

b. Improved transportation and traffic management.-The fiscal year 1966 budget
request anticipates savings of $35 million through increased use of less expensive
means of passenger travel and cargo transportation, and lower cost of household
goods shipments.

-c. Improved equipment maintenance manaegement:-The fiscal year 1966 budget
anticipates savings of $156 million from many sources including transfer of certain
types of maintenance functions from depot level to base level; reductions in the
scope and frequency of inspections when experience indicates this can be done with-
out adverse effect on readiness; increased use of an "inspect and repair only as
necessary" policy; increased emphasis on improving manpower productivity at
overhaul and repair shops; substitution of commercial-type vehicles for tactical
vehicles wherever permitted by mission requirements; and increased use of civil
service employees in lieu of more expensive contract technicians.
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d. Improving real property and housing management.-The fiscal year 1966:
budget estimate anticipates savings of $41 million as a result of such actions as-
control of costs through the establishment of cost standards; higher productivity
of the work forces; reductions in utility costs; and the consolidation of public
works functions.
4. Military assistance program

Because we believe that good management is just as important in the military
assistance program as it is in other Defense programs,we are including that acti-
vity in our cost-reduction effort with the establishment of a savings goal of about
$100 million.

TABLE 1.-Department of Defense cost reduction program

[In millions of dollars]

A. BUYING ONLY WHAT WE NEED

1. Refining requirement calculations:
(a) Major items of equipment
(b) Initial provisioning
(c) Secondary items
(d) Technical manuals .
(e) Production base facilities
(f) Technical data and reports

2. Increased use of excess inventory in lieu of new procurement:
(a) Equipment and supplies.
(b) Idle production equipment .
(c) Excess contractor inventory

3. Eliminating "gold plating" (value engineering)
4. Inventory item reduction

Total buying only what we need

B. BUYING AT THE LOWEST SOUND PRICE

1. Shift from noncompetitive to competitive procurement:
Total percent competitive -
Total'amouht of savings

2. Shift from CPFF to fixed or incentive price:
Total percent CPFF 5_________________.________________
Total amount of savings.

3. Breakout for direct purchase.

Total buying at lowest sound price _-.

C. REDUCING OPERATING COSTS

1. Terminating unnecessary operations
2. Consolidation and standardization of operations:

(a) DSA operating expense savings 4.
(b) Consolidation of contract administration
(c) Departmexjtal operating expenses savings.

3. Increasirtg'efficiency of operations:
(a) Improving telecommunications management
(b) Improving transportation and traffic managemehti- -
(c) Improving equipment maintenance management...
(d) Improving noncombat vehicle management
(e) Reduced use of contract technicians .
(f) Improving military housing management
(g) Improving real property management
(h) Packaging, preserving, and packing

4. Military assistance program

Total reducing operating costs

Total program .- -- -

Estimated savings to be realized in-I

Fiscal Fiscal Fiscal Fiscal Fiscal
year year year year year
1963 1964 1965 1966 1968

90
163
481

----- 36-

------ i-

18
72

487
218
643

10
14
2

57

14
76

373
134
607

4

,15

15

747
184
799

8

75

83
72

860 1,621 1,168 1,973 2,001

37.1 39.1
237 448 216 414

20.7 12. 0
100 438 599

I 2

237 553 652 1,015 1,114

123 334 359 551

31 42 63 57 .

----- 95 20 953 .---

80 131, 49 129 .----
24 7 12 35 .

65 109 108 .
2 is 12 21

20 9 27
6 13 8 14

23 25 9 27
7 1 3 1,-711

289 757 641 1,067 1,711

1,386 2,831 1 5 2,461 4,055 4,826

I Includes certain 1-time savings not expected to recur in future years.
* Fiscal year 1961 was 32.9 percent; total annual conversion from sole source by end of fiscal year 1966 of

$1,800,000,000 savings are 25 percent per dollar converted.
3 For the 1st 9 months of fiscal year 1961, CPFF was 38 percent, a reduction of $6,800,000,000 is required

to reduce that percentage to the fiscal year 1966 goal of 12 percent; savings are 10 percent per dollar converted.
4 Excludes DSA inventory drawdown without replacement of $38,000,000 for fiscal year 1962; $262 000,000

In fiscal year 1963; 8161,000,000 in fiscal year 1964; $111,000,000 in fiscal year 1965; and $131,000,000 in fiscal
year 1966, a total of $703,000,000.

a Amount reflected in the original fiscal year 1966 budget; actual accomplishment Is expected to exceed
this amount.



APPENDIX 3

U.S. General Accounting Office indew of reports on Defense activitie8 is8ued to the
Congress during the period Feb. 28, 1964, through Feb. 28, 1965

Index Report Date Title of report Department
No. file No. I l

B-133396 1 Feb. 28,1964

B-146854 I--- do-

3 B-146733 Mar. 6,1964

4 B-146867 - do

Mar. 6,1964

Mar. 10,1964

Mar. 17,1964

-- do-

Mar. 18,1964

- do

11 B-146824 Mar. 19,1964

12 1 B-146727 I Mar. 20,1964

Mar. 23,1964

-do

Mar. 30, 1964

16 1 B-146740 I- do

Mar. 31,1964

do

Apr. 3,1964

201 B-146880 I- do. ----

Apr. 8,1964

Apr. 9,1964

do

Unnecessary Costs Incumred as a Result of Awarding
Without Competition a Contract for Overhaul and
Modification of Aircraft Engines. (See p. 140.)

Overpricing of CAX-12 Aerial Reconnaissance Cam-
eies by Fairchild Cameia & Instrument Corp.,
Syosset, N.Y., Under Negotiated Fixed-Price Con-
tract AF 33(600)-38860. (See p. 141.)

Overpricing of Steam Generators for Nuclear Aircraft
Carrier. (See p. 141.)

Shipment of Household Goods Improperly Classified
as Professional Items by Military Personnel To
Avoid Payment for Excess Weight. (See p. 186.)

Overpricing of Contracts Negotiated for T38A Elec-
trical Power Systems with Westinghouse Electric
Corp. (Seep. 142.)

Wasteful Practices in the Management of Age-Con-
trolled Aeronautical Spare Parts. (See p. 122.)

Unnecessary Costs Incurred in Furnishing Ammuni-
tion for Test-Firing M14 Rifles. (See p. 123.)

Excessive Costs Incurred as a Result of Multiple Man-
agement of Supplies at the Atlantic Missile Range.
(See p. 92.)

Overpricing of the Nuclear F Sgate U.S.S. Baubridncy
Purchased From the Bethlehem Steel Co., Quincy,
Mass. (See p. 142.)

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by the Aero-
space Division of Martin-Marietta Corp., Baltimore,
Md.E Denver, Colo.: and Orlando Fla. (See p. 94.)

Excessive Costs Incurred in Using Contractor-Fur-
nished Personnel Instead of Government Personnel
by the Pacific Region of the Ground Electronics En-
Cineering Installation Agency, Air Force Logistics
Command. (See p. 197.)

Followup Review of the Failure to Use Excess Spare
Parts and Assemblies in Aircraft Production. (See
p. 72.)

Unnecessary Per Diem Payments for Military Person-
nel Reporting Early for Temporary Duty Assign-
ments. (See p. 187.)

Additional Costs in the Procurement of P6M Seaplane
from Glen L. Martin Co., Baltimore, Md.(See p. 178.)

Overpricing of B-198 Electrical Power Systems Pur-
chased From Westinghouse Electric Corp. by Gen-
eral Dynamics Corp. Under a Cost-Plus-a-Fixed-Fee
Prime Contract. (See p. 144.)

Unnecessrry Per Diem Payments to Military Person.
nel During Construction of Nuclear-Powered Sub-
marines. (See p. 188.)

Unnecessary Planned Procurement of Major Assem-
blies for the M151 Utility Truck. (See p. 123.)

Unnecessary Costs Incurred in the Procurement of the
M405 Rocket Handling Unit. (See p. 179.)

Excessive Costs of Duplicate Automatic Teletype
Switching Centers in the Military Services. (See
p. 93.)

Excessive Costs Resulting From the Operation of
Separate Departmental Public Information Offices.
(See p. 93.)

Improper Charges to Government Cost-Type and
Incentive-Type Contracts Held by Grumman
Aircraft Engineering Corp., Bethpage, N.Y. (See
p. 144.)

Uneconomical Practices In the Management of Mobili-
zation Reserve Stocks of Construction Equipment
and Commercial-Type Vehicles. (See p. 124.)

Unnecessary Costs Incurred for the Naval Radio Re-
search Station Project at Sugar Grove, W. Va. (See
p. 180.)

Army.

Air Force.

Navy.

Army.

Air Force.

Do.

Army.

Air Force.

Navy.

Defense.

Air Force.

Navy.

Do.

Do.

Air Force.

Navy.

Army.

Do.

Defense.

Do.

Navy.

Do.

Do.

l

2

B-146845

B-146865

B-146848

B-146866

B-146718

B-146812

6

7

8

9

10

13

14

15

B-146551

B-146885

B-118695

17

18

19

B-146793

B-146870

B-146872

21

22

23

B-146877

B-146765

B-149779

_ I s



58 ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965

U.S. General Accounting Office index of reports on Defense activities issued to the
Congress during the period Feb. 28, 1964, through Feb. 28, 1965-Continued

Index Report Date Title of report Departmenti No. file No.

Apr. 13,1964

- do

26 j B-146747 Apr. 17,1964

Apr. 20,1964

Apr. 23,1964

Apr. 27,1964

B-146732 Apr. 28,1964

B-146732 I Apr. 29,1964

32 B-132990 Apr. 30,1964

33 1 B-146551 I May 4,1964

May 12,1964

May 15,1964

-do

May 19,1964

-- -do- - - -

May 21,1964

- do _

41 B-146588 - do --

42 B-146890 - do .

43 B-146717 May 25,1964

44 B-125016 June 2,1964

do

June 5,1964

Unnecessary Procurement Resulting From Failure
To Review Requirements for Nonrecoverable Spare
Parts During Fiscal Year 1963. (See p. 124.)

Unnecessary Cost Incurred by the Government by
Not Using Surplus Stockpiled Materials to Satisfy
Defense Contract Needs. (See p. 73.)

Unnecessary Interest Costs Incurred by the Govern-
ment Because of Improper Retention of Overpay-
ments by Burroughs Corp., Detroit, Mich. (See
p. 145.)

Improper Utilization of Trained Enlisted Personnel.
(See p. 198.)

Unnecessary Cost to the Government in the Leasing of
Electronic Data Processing Systems by the Boeing
Co., Airplane Division, Wichita, Kans. (See p. 95.)

Overpricing of B-58 Aircraft Components Under Cost-
Plus-Incentive-Fee Purchase Orders Issued to
Sperry Gyroscope Co. Division of Sperry Rand
Corp., Great Neck, N.Y., by Convair, a Division of
General Dynamics Corp., Fort Worth, Tex. (See
p. 145.)

Unnecessary Costs to the Government in the Leasing of
an Electronic Data Processing System by the Chrys-
ler Corp., Defense Operations Division, Center Line,
Mich. (See p. 96.)

Unnecessary Costs to the Government in the Leasing
of an Electronic Data Processing System by the Con-
tinental Aviation & Engineering Corp., Research
Division, Detroit, Mich. (See p. 97.)

Impairment of Combat Capability and Unnecessary
Costs Due to Inefficient and Uneconomical Supply
and Maintenance Practices for Communications
and Electronic Equipment Within Certain Units
of the 8th U.S. Army, Korea. (See p. 203.)

Payments to Army and Air Force Reserve Officers on
Annual Active Duty Training for Days on Which
No Training or Necessary Travel Was Performed.
(See p. 189.)

Unnecessary Retention of Spare Parts at Western
Pacific Supply Depots. (See p. 74.)

Unnecessary Procurement Due to the Failure to
Identify and Utilize Available Missiles Spare Parts,
8th U.S. Army, Korea. (See p. 75.)

Unnecessary Packaging Costs Incurred in the Procure-
ment of Repair Kits From Hamilton Standard
Division United Aircraft Corp., Windsor Locks,
Conn. tSeep. 184.)

Unnecessary Costs Being Incurred by Leasing Tele-
type Equipment Rather Than Using Available
Government-owned Equipment. (See p. 83.)

Improper or Unnecessary Payments of Pay, Travel,
and Other Allowances to Crew Members of the
U.S.S. Kitty Hawk. (See p. 189.)

Procurement of Militarily Designed Transmitter
When Commercially Designed Equivalent Was
Available at Less Cost. (See p 125.)

Excessive Relocation Payments to Employees Trans-
ferred From One Company Location to Another by
Lockheed Missiles & Space Co., Sunnyvale, Calif.,
a Division of Lockheed Aircraft Corp. (See p. 146.)

Unnecessary Costs Incurred for Aircraft Parts Sup-
plied by Overhaul Contractors. (See p. 66.)

Inefficient and Uneconomical Utilization of Military
Maintenance Personnel, Fort Campbell Ky. (See
p. 198.)

Overstated Cost Estimates Included in the Initial
Target Prices of Incentive Contracts AF .33(600)-
36319 and AF 33(600)-38098 With the Boeing Co.,
Seattle, Wash., for the Bomarc "A" Weapon Sys-
tem. (See p. 147.)

Unnecessary Costs to the Government for Unreason-
able Delay by Collins Radio Co., Cedar Rapids,
Iowa, in Releasing Special Tooling. (See p. 147.)

Illegal Award of Advertised Construction Contract
and Excessive Costs for Contract Modifications.
(See p. 148.)

Available Government Quarters and Messes Not
Used by Military Personnel Attending Classes at
Contractors' Facilities. (See p. 87.)

Air Force.

Do.

Army.

Do.

Defense.

Air Force.

Army.

Defense.

Army.

Defense.

Navy.

Army.

Air Force.

Defense.

Navy.

Do.

Defense and
National
Aeronautics
and Space
Administra
tion.

Army.

Do.

Air Force.

Army.

Army and Air
Force.

Air Force.

24 B-146874

25 1 B-125071

27 B-146890

28 B-146732

29 B-118695

30

31

34 B-133058

35 B-132990

36 B-146882

37 I B-146872

38 B-146889

39 1 B-146861

40 i B-146886

45 1 B-146894

46 B-146895
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U.S. General Accounting Offlce indea. of reports on Defense activities issued to the

Congress during the period Feb. 28, 1964, through Feb. 28, 1965-Continued

Index Report Date Title of report DepartmentNo. file No.

47 l B-118663 I June 9,1964

48 l B-118768 I June 11,1964

49 l B-146732 - do

June 12,1964

June 15,1964

52 l B-146732 I- do

53 | B-133177 June 16, 1964

54 l B-146883 - do

55 l B-133063 I June 18,1964

do _

June 19, 1964

June 22,1964

59 1 B-146891 I---do ---

60 B-146896 --- do

61 B-146906 - do-

62 B-146912 June 24,1964

63 I B-146903 I June 25,1964
64 B-146732 I June 26,1964

65 B-133341 June 29,1964

June 30, 1964

68 I B-146900 - do

70 B-146914 I July

71 1 B-146912 July

2, 1964

6, 1964

7, 1964

Overstatement of Contract Target Price Negotiated
With American Bosch Arma Corp., Arma Division,
Garden City, N.Y. (See p. 149.)

Erroneous Payments Made for Military Pay, Leave,
and Travel at Biggs Air Force Base, Tex. (See
p. 190.)

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by General
Dynamics Corp., Fort Worth Division, Fort Worth,
Tex. (See p. 98.)

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by Aerojet-
General Corp., Sacramento, Calif. (See p. 99.)

Excessive Prices Negotiated by the Defense Petroleum
Supply Center for Storage of Petroleum in a Com-
mercial Facility at St. Ignace, Mich. (See p. 149.)

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by Auto-
netics, a Division of North American Aviation, Inc.,
Anaheim, Calif. (See p. 100.)

Unnecessary Costs Incurred Due to the Development
and Procurement of an Expensive Utility Cap With
Serviceability Limitations. (See p. 71.)

Unnecessary Costs Incurred for M61 Machinegun
Components under Contracts with General Electric
Co., Burlington, Vt. (See p. 150.)

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Equipment by the
Finance Center, Fort Benjamin Harrison, Indian-
apolis, Ind. (See p. 100.)

Unnecessary Costs for Rebuild of Used T97 Track for
Tanks. (See p. 185.)

Unnecessary Procurement of Photographic Supplies
for the Atlantic Missile Range. (See p. 75.)

Overpricing of Contracts DA-20-089-ORD-8406 and
DA-36-034-ORD-897 with Chrysler Corp., Newark,
Del. (See p. 150.)

Uneconomical Contracting for Service-Station-Type
Vehicle Maintenance at Olmsted Air Force Base,
Pennsylvania. (See p. 185.)

Combat Readiness of Aircraft of the Ist and 2d Ar-
mored Divisions Impaired by Inadequate Mainte-
nance at Fort Hood, Tex. (See p. 203.)

Unnecessary Planned Procurement of AN/UPM-98
Radar Test Sets. (See p. 76.)

Cancellation and Curtailment of Specialized Rotary
Wing Pilot Training Courses Because Ielicopters
were Grounded for Lack of Serviceable Engines.
(See p. 204.)

Unjustified Disposal of Aircraft Parts. (See p. 76.)..
Unnecessary Costs to the Government Through the

Leasing of Electronic Data Processing Systems by
by the Operating Contractor, ARO, Inc., Arnold
Engineering Development Center, Arnold Air Force
Station,Tenn. (See p. 105.)

Unnecessary Costs Incurred in the Procurement of
Aircraft Engine Ring and Vane Assemblies From
the Allison Division of General Motor Corp. (See
p. 126.)

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by the Good-
year Aerospace Corp., Akron, Ohio. (See p. 102.)

Overcharges to the Government for Change Orders
Issued Under Navy Contracts Awarded to the
Ingalls Shipbuilding Corp., a Division of Litton
Industries, Inc., Paseagoula, Miss. (See p. 151.)

Overcharges for Aircraft Products Liability Insurance
Under Various Contracts Awarded to Pratt &
Whitney Aircraft Division of United Aircraft Corp.,
East Hartford, Conn. (See p. 151.)

High Deadline Rate of Air Defense Equipment and
Excess Spare Parts at an Oversea Location Due to
Supply Support Deficiencies. (See p. 205.)

Overstatement of Requirements for Aircraft Elec-
tronic Systems Resulted in Improper Procurement
Actions. (See p. 127.)

Unnecessary Payments for Temporary Lodging
Allowances to Military Personnel in Naples, Italy.
(See p. 89.)

Air Force.

Do.

Defense.

Do.

Do.

Do.

Army.

Do.

Do.

Do.

Air Force.

Army.

Air Force.

Army.

Do.

Do.

Do.
Air Force.

Navy.

Defense.

Navy.

Do.

Army.

Navy.

Defense.

46-048--.85-5

50 l B-146732

51 l B-133149

56

57

58

B-146773

B-146711

B-146873

66 I B-146732

67 I B-146751

69 j B-132990 July
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U.S. General Accounting Office index of reports on Defense activities issued to the
Congress during the period Feb. 28, 1964, through Feb. 28, 1965-Continued

Index Report Date Title of report Department
No. I file No.D

July 13, 1964

July 14, 1964

- do ---

July 15,1964

78 1 B-133149 I- do _- |

77 | B-146862 I July 20,1964

July 22,1964

-_ _do

July 23,1964

July 24,1964

July 27,1964

-do

84 B-125037 July 28,1964

85 B-146732 July 31,1964

86 | B-146897 I -- do -

87 | B-146732 I - do-

S8 I B-152600 I do .

--do

90 I B-125071 I- do..do--

B-146922 I Aug. 4,1964

92 | B-132998 I- do ..d-

93 | B-133019 I do-

94 | B-146732 I Aug. 5, 1964

- do ----

Aug. 11, 1964

Aug. 12,1964

-do

Excessive Quantities of Heavy Trucks and Buses at
Selected Military Installations. (See p. 85.)

The Uneconomical Acquisition and Use of Teletype-
writer Circuits and Equipment by the Army and
Air Force. (See p. 127.)

Overprocurement of Containers for 6-Inch, 54-Caliber
Ammunition Cartridges. (See p. 128.)

Lack of Appropriate Consideration of Cost Savings
Obtainable by Canceling the Procurement of Ineffec-
tive Rocket Packs for F8-U Aircraft. (See p. 180.)

Unnecessary Annual Expenditures by the Depart-
ments of the Army and the Navy for Leasing Com-
mercial Facilities To Store Petroleum Products in
the Los Angeles, Calif., Area. (See p. 119.)

Unnecessary Costs Incurred When Privately Owned
Vehicles are Used for the Convenience of Personnel
on Temporary Duty Assignments. (See p. 190.)

Adverse Effects of Inefficient Supply Management at
the U.S. Army Engineer Depot, 8th U.S. Army.
Korea. (See p. 129.)

Combat Capability of an Infantry Battalion in Europe
Impaired Because of Inadequate Maintenance of
Combat and Combat-Support Vehicles. (See p. 205.)

Continuing Inadequate Control over Programing and
Financing of Construction. (See p. 206.)

Ineffective Administration of Allotments of Pay by
Military Personnel. (See p. 191.)

Unnecessary Procurement of Special Tooling for Pro-
duction of Engines for M1i1 Utility Trucks. (See
p. 186.)

Unnecessary Repair of Aeronautical Spare Parts and
Components by the San Antonio Air Materiel Area.
(See p. 77.)

Unneccessary Payments of Basic Allowance for Quar-
ters to Military Personnel. (See p. 87.)

Unneccessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by General
Electric Co. Flight Propulsion Division, Cincinnati,
Ohio and West Lynn, Mass. (See p. 103.)

Costs Incurred for Completion of a Solid-Propellant
Continuous-Mix Facility for Which There Was No
Planned Use. (See p. 207.)

Unneccessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by General
Electric Co., Heavy Military Electronics Depart-
ment, Syracuse, N.Y. (See p. 104.)

Overpricing of Survival Kit Equipment Furnished by
Rocket Jet Engineering Corp., Glendale, Calif., to
Scott Aviation Corp., Lancaster, N.Y., for the F-4
Aircraft Program. (See p. 182.)

Excessive Prices Negotiated for Installation and Test
of Radar Systems Under a Negotiated Fixed-Price
Contract With Aveo Corp., Electronics Division,
Cincinnati, Ohio. (See p. 153.)

Overpricing of Modification Kits and Spare Parts
Purchased From Hughes Aircraft Co., Culver City,
Calif., Under Negotiated Firm Fixed-Price Con-
tracts. (See p. 154.)

Improper Reimbursement for Personal Property
Taxes to Hoffman Electronies Corp., El Monte,
Calif., Under Defense Contracts and Subcontracts.
(See p. 154.)

Unnecessary Costs Incurred in the Procurement of
Ground Speed and Distance Indicators Prom Doug-
las Aircraft Co., Inc. (See p. 181.)

Unnecessary Procurement of Certain Hi-Valu Aero-
nautical Parts and Components Managed by the
San Antonio Air Materiel Area. (See p. 129.)

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by General
Motors Corp., AC Spark Plug Division, Milwaukee,
Wis. (See p. 105.)

Ineffective Interservice Utilization of Selected Elec-
tronic Equipment. (See p. 84.)

Improper Procurement Actions Resulting From Over-
statement of Requirements for Wooden Pellets.
(See p. 77.)

Review of Financial Claims for Logistic Support of
United Nations Forces in Korea. (See p. 208.)

Unnecessary Costs Resulting From Noncompetitive
Procurement of Military H-Ton Trucks. (See p.
130.)

Defense.

Do.

Navy.

Do.

Defense

Do.

Army.

Do.

Air Force.

Army.

Do.

Air Force.

Navy.

Defense.

Air Force.

Defense.

Do.

Air Force.

Do.

Defense.

Navy.

Air Force.

Defense.

Do.

Navy.

Army.

Do.

72 B-146913

73 B-146872

74 B-146917

75 B-146915

78 | B-132990

79 B-146716

80

81

82

B-133316

B-125037

B-146793

83 | B-133019

89 I B-133143

91

95 B-133313

96 B-146934

97 B-125099

9S B-146921
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U.S. General Accounting Office ind ew of reports on Defense activities iasited to the
Congress during the period Feb. 28,1964, through Feb. £8, 1965-Continued

Index pr Date Title of report Department
No. l

99 B-146732 Aug. 12,1964

100 I B-1467n2 I Aug. 13,1964 I

Aug. 18,1964

- do

103 B-146920 Aug. 20,1964

Aug. 21,1964

105 B-146772 - do.

106 B-125037 - do-

107 B-133256 --- do-

i Aug. 24,1964

- do

Aug. 25,1964

Aug. 28, 1964

- do.

Aug. 28,1964

114 1 B-146884 I Aug. 31,1964

115 I B-146938 i- do _

116 B-146772 --- do

117 B-146732- do __

Sept. 3,1964

Sept. 4, 1964

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by the Boeing
Co' Aero-Space Division, Seattle, Wash. (See p.
ioeS

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by Genera
Electric Co., Light Military Electronics Depart-
ment, Utica, N.Y. (See p. 107.)

Overstated Material Cost Estimates Included in Firm
Fixed Prices Negotiated for T-37 Airplanes Produced
by Cessna Aircraft Co., Wichita, Kans. (See p. 156.)

Overstated Cost Estimates for Miscellaneous and
Minor Outside Production Items Included in In-
centive Target Prices Negotiated With the Boeing
Co., Seattle, Wash., for KC-135 Airplanes. (See
p. 155.)

Excessive Cost to the Government in Rentals of Elee-
trical Accounting Machines by General Dynamics/
Astronautics, a Division of General Dynamics Corp.,
San Diego, Calif. (See p. 156.)

Unnecessary Costs Resulting From Government Pro-
duction of M60 Machineguns and Repair Parts
Rather Than Procurement From the Comnerci
Source. (See p. 130.)

Combat Capability of Vehicles Impaired and Unneces-
sary Procurement Costs Incurred Because of Lack
of Repair Parts Support by the Army Tank-Auto-
motive Center. (See p. 206.)

Failure To Use Available Government-Owned Hous-
ing at Fort Leonard Wood, Mo. (See p. 89.)

Utilization of Excess Parts as Government-Furnished
Property Under Production and Modification
Contracts. (See p. 78.)

Evaluation of Department of Defense Comments
Concerning General Accounting Office Report
Entitled " Failure To Curtail Operation at Govern-
ment Expense of Military Commissary Stores in
Continental United States Where Adequate Com-
mercial Facilities Are Available." (See p. 209.)

Procurement of Unneeded Spare Assemblies Resulting
From Negligence of the Raytheon Co., Lexington,
Mass. (Seep. 131.)

Excessive Payments of Living Quarters Allowance to
Civilian Employees in Japan. (See p. 191.)

Failure To Use Excess Air Force Aeronautical Instru-
ments to Satisfy Navy Needs. (See p. 78.)

Overprocurement of Ammunition by the U.S. Marine
Corps. (See p. 132.)

Rent-Free Use of Government-Owned Facilities in
Production of Commercial Aircraft Engines by Pratt
& Whitney Aircraft Division of Uinited Aircraft
Corp., East Hartford, Conn. (See p. 157.)

Unreasonable Charges to Government Cost-Type
Contracts for Depreciation on Buildings Acquired
from the Government at No Cost by Stanford Re-
search Institute, Menlo Park, Calif. (See p. 158.)

Uneconomical Practices in Management and Utiliza-
tion of Government Quarters at U.S. Naval Air Sta-
tion, Barber's Point Oahu, Hawaii. (See p. 90.)

Improper Disposal of Needed Brake Lining Kits.
(See p. 79.)

Unnecessary Cost to the Government Through the
Leasing of Electronic Data Processing Systems by
Lincoln Laboratory, Massachusetts Institute of

Technology, Lexington, Mass. (See p. 107.)
Followup Review of Government Production Coin-

pared to Procurement of Weapons and Belated
Par~ts. (See p. 132.)

Cost of Welding Equipment Improperly Included in
Price Redetermination Proposal Under Contract
with Ford Motor Co' Dearborn, Mich. (See p. 153.)

Unnecessary Cost to the Government Through the
Leasing of Electronic Data Processing Systems by
Lear Siegler Inc., Instrument Division, Grand
Rapids, MicO. (See p. 108)

Increased Costs Resulting From Ineffective Use of
Automatic Data Processing System in Supply
Management at the Philadelphia Naval Shipyard,
Philadelphia, Pa. (See p. 209.)

Defense.

Do.

Air Force.

Do.

Do.

Army.

Do.

Do.

Do.

Defense.

Army.

Air Force.

Defense.

Navy.

Do.

Army.

Navy.

Army.

Air Force.

Army.

Do;

Defense.

Navy.

101 I B-146918

102 1 B-146916

104 B-146883

108

109

110

111

112

113

B-146901

B-146869

B-133313

B-146917

B-146892

118

119

B-146848

B-146793

120 I B-146732

121 B-146936

R_1-fiO7
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U.S. General Accountinig Office indem of reports on Defense activities issued to the
Congress drinsg the period Fob. 28, 1964, through Feb. 28, 1965-Continued

Index Report Date Title of report Department

No. file No.

Sept. 4, 1964

Sept. 11, 1964

Sept. 15, 1964

125 1B-133313 Sept. 17,1964

Sept. 18.1964

Sept. 22,1964

- do-

Sept. 23,1964

-do

Sept. 24, 1964

Sept. 30, 1964

133 B-146931 - do

134 1B-133149 - do ---

135 1B-146932 Oct. 1,1964

-136 1B-146946 Oct. 2,1964

137 1 B-146876 I- do--

138 B-146942 Oct. 5,1964

139 1B-146732 I- do

12,1964

16,1964

142 1B-146945 - do

143 B-153839 I-do-

Unnecessary Costs Resulting From the Purchase and
Use of Paint Products in Uneconomical-Size Con-
tainers. (See n 133.)

Unnecessary Costs Being Incurred lor the Mainte-
nance and Payment of Allotments of Military
Personnel. (See p. 199.)

Unnecessary Costs to the Government for Insurance
on Government-Owned Inventories and Special
Tooling Held by Contractors Under Negotiated
Fixed-Price Contracts. (See p. 159.)

Lack of Progress Under the Defense Standardization
Program Resulting in Unnecessary Procurement
and Supply Management Costs for Electronic Items.
(See p. 71.)

Uneconomical Procurement of Motor Vehicle Parts
and Accessories. (See p. 133.)

Unnecessary Repair of Aeronautical Spare Parts and
Components Managed by Oklahoma City Air Mate-
riel Area. (See p. 80.)

Ineffective Administration of Military Leave. (See
p. 192.)

Impairment of Capability To Meet Mission Require-
ments and Waste of Funds in the D-Day Augmenta-
tion Forces of the Naval Reserve Surface Program.
(See p. 199.)

Failure of the Air Force To Consider Available Army
Aircraft Crash Firetrucks in its Planned Procure-
ments. (See p. 86.)

Unnecessary Testing Costs Included in the Prices of
Klystron Tubes Purchased from Radio Engineering
Laboratories, Inc., Long Island City, N.Y. (See

Unnecessary Cost to the Government Through the
Leasing of Electronic Data Processing Systems by
the Bacchus Works, Hercules Powder Co., Magna,
Utah. (Seep. 109.)

Unnecessary Procurement of Cargo Transporters.
(See p. 134.)

Excessive Prices Negotiated by the Defense Fuel Sup-
ply Center for Storage of Petroleum in a Commerical
Facility at Grand Forks, N. Dak. (See p. 161.)

Unnecessary Costs Incurred in the Procurement of
Defective Torpedo Tubes from the Youngstown
Welding & Engineering Co., Youngstown, Ohio.
(See p. 161.)

Unnecessary Costs Incurred in the Purchase of Auto-
matic Flight Control Systems for A-4 Series Aircraft.
(See p. 66.)

Uneconomical Leasing of Motor Vehicles for Use in
Assembly and Checkout Operations at Minuteman
Missile Launch Sites and Avoidanco of Congressional
Controts Relating to Acquisition of Motor Vehicles.
(See p. 120.)

Unnecessary Costs Incurred in the Procurement from
AC Spark Plug Division of General Motors Corp..
of Bomlbing-Navigational System Components
Manufactured by International Business Machines
Corp. (See p. 67.)

Unnecessary C oats to the Goveronment Through the
Leasing of Electronic Data Processing Systems by
General Dynamics/Astronaultics, a Division of
General Dynamics Corp., San Diego, Calif. (See p.

Unnecessary Disposal of Spare Components Procured
for the Hawk Air Defense Guided-Missile System.
(See p. 80.)

Overcharges Included in Prices Negotiated for Change
Orders Issued Under Fixed-Price Contracts
Awarded to Avondale Shipyards, Inc., New Orleans,
La. (See p. 162.)

Overpricing of Valves Purchased From the Garrett
Corp., AiResearch Manufacturing Division, Phoe-
nix, Ariz., by General Dynamics Corp., Astronautics
Division, San Diego, Calif., for the Atlas Interconti-
nental Ballistic Missile. (See p. 163.)

Unnecessary Per Diem Payments Made to Military
Personnel Assigned to Temporary Duty at Bath,
Maine. (Seep. 88.)

Defense.

Army.

Defense.

Do.

Navy.

Air Force.

Army.

Navy.

Army and
Air Force.

Air Force.

Defense.

Army.

Defense.

Navy.

Do.

Air Force.

Do.

Do.

Army.

Navy.

Air Force.

Navy.

122

123

B-146939

B-125037

124 B-146926

126

127J

128

129

B -146940

B -133019

B-125037

B-14W852

130 1 B-146714

131 B-146919

132 1B-146732

140 1B-146901

141 1 B-146898

Oct.

Oct.
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Index Report Date Title of report Departinent
No. file No.

144 | B-146948 I Oct. 21.1964

145 | B-146732 I Oct. 23,1964

146 B-146906 Oct. 26,1954

147 B-146733 Oct. 29,1964

Oct. 30, 1964

;.49 B-146732 I- do

150 B-146905 Nov. 17, 194

151 B-133307 Nov. 19, 1964

-145952 Nov. 23,1964

153 1 B-146705 I Nov. 24. 1964

154 B-146956 Nov. 25,1964

1551 B-133251 I- do ---

156 B-133386 Nov. 27,1964

Nov. 30,1964

158 B-146882 I- do

Dec. 2, 1964

Dec. 3, 1964

161 I B-133312 I- do

162 B-125097 - do-

163 B-132999 Dec. 8, 1964

164 B-1i3878 Dec. 9,1964

165 B-146860 Dec. 10,1964

Use of Private Executive Aircraft Rather Than Com-
mercial Aircraft Resulted in Unwarranted Charges
to Government Cost-Reimbursable-Type Contracts
by Lockheed Missiles & Space Co., Sunnyvale,
Calif. (See p. 163.)

Excessive Costs to the Government in the Sale and
Leaseback of an Electronic Data Processing System
by the Aerojet-General Corp., Sacramento, Calif.
(See p. 112.)

Unnecessary Costs Incurred in Sole-Source Procure-
ment of Portable Radar Sets. (See p. 182.)

Unwarranted Allowance for Material Price Increases
to Newport News Shipbuilding & Dry Dock Co.,
Newport News, Va., for Construction of the Aircraft
Carrier U. S.S. Eeterprise. (See p. 164.)

Retention of Uneconomical Units In the Reserve Offi-
cers' Training Corps Program. (See p. 200.)

Unnecessary Cost to the Government Through the
Leasing of Electronic Data Processing Systems by
General Electric Co. Missile and Space Division,
Valley Forge, Pa. (See p. 112.)

Uneconomical Use of Facilities by the Hawaii Na-
tional Guard. (See p. 92.)

Inventions Not Disclosed and Confirmatory Royalty-
Free Licenses Not Obtained Under Selected Re-
search and Development Contracts With Certain
Divisions of Thompson Ramo Woolridge, Inc. (See
p. 165.)

Expensive Operation of Mountain Recreation Facili-
ties at Armed Forces Recreation Center. Kilauea
Military Camp, Hawaii Volcanoes National Park.
(See p. 210.)

Overstated Cost Estimates Included in Target Prices
Negotiated for B-52G Airplanes Produced by the
Boeing Co., Wichita Branch, Wichita, Kans. (See
p. 166.)

Excessive Prices for Powerpack Assemblies Pur-
chased From Sparton Corp., Jackson, Mich., by
Various Prime Contractors. (See p. 166.)

Overstatement of Target Cost of AN/FPS-7 Radar
Equipment Under Fixed-Price Incentive Contracts
AF 30(635)-12300 and AF 30(635)-11072 with General
Electric Co., Heavy Military Electronics Depart-
ment, Syracuse, N.Y. (See p. 167.)

Inventions Not Disclosed and Confirmatory Royalty-
Free Licenses Not Obtained Umsder Selected Re-
search and Development Contracts With Lockheed
Missiles & Space Co., Division of Lockheed Aircraft
Corp., Sunnyvale, Calif. (See p. 168.)

Unnecessary Cost to the Government in the Leasing
of Electrical Accounting Machines by General Dy-
namics/Astronautics, San Diego, Calif., and Lock-
heed Missiles & Space Co., Sunnyvale, Calif. (See
p. 121.)

Unnecessary Costs Resulting From Indirect Procure-
ment of Transmitters from Hamilton Standard D)i-
vision of United Aircraft Corp. (See p. 68.)

Unnecessary Cost of the Government Through the
Leasing of Electronic Data Processing Systems by
Defense Electronic Products, Radio Corp. of Amer.
ica, Camden, N.J. (See p. 113.)

Unnecessary Vacancies in Available Capehart
Wherry, and Other Government-Owned Family
Housing at Fort Knox, Ky. (See p. 91.)

Savings Resulting From Resale of Reusable Ammuni-
tion Containers Procured From the United King-
dom. (See p. 168.)

Unnecessary Transportation Costs for Small Arms
Ammunition Components Purchased for the Mili-
tary Assistance Program. (See p. 211.)

Overstaffing of civilian personnel at the Naval Ammu-
nition Depot, Hawthorne, Nev. (See p. 201.)

Unauthorized use of military personnel and govern-
ment property at Fort Gordon, Ga., for activities
related to the Masters Golf Tournament. (See p.
211.)

Overstated costs included in price of turbojet engine
parts purchased from Solar Aircraft Co., San Diego,
Calif., by General Electric Co., West Lynn, Mass.
(See p. 169.)

Defense.

Do.

Army.

Navy.

Army and
Air Force.

Defense.

Do.

Do.

Do.

Air Force.

Army.

Air Force.

Defense.

Do.

Air Force.

Defense.

Army.

Do.

Do.

Navy.

Army.

Air Force.

148 B-146947

152 B-

157 1 B-146920

159 1 B-146732

160 B-125037
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U.S. General Accounting Office indew of reports on Defense activities issued to the
Congress during the period Feb. 28, 1964, through Feb. 28, 1965-Continued

Index Report Date Title of report Department
No. file No.
_ I

166 1 B-146805 Dec.

167 B-146718 I Dec.

10, 1964

11, 1964

168 B-133201 Dec. 14,1964

169 B-133019 Dec. 18,1964

170 1 B-146961 Dec. 21,1964

171 B-125016 - do

172 B-154092 Dec. 22.1964

173 I B-133118 I- do -.---

174 B-133245 Dec. 23,1964

175 1 B-146954 Dec. 28,1964

176 B-152600 Dec. 30,1964

177 j B-146760 Jan. 5,1965

178 I B-146888 I Jan. 6, 1965

179 B-146829 I do ----- ---

180 B-14673 S Jan. 7,1965

Jan.

Jan.

Jan.

13, 1965

14, 1965

19, 196

do

185 B-118734 Jan. 25, 1965

186 B-146732 Jan. 27,1968

Jan. 29,1965

-do

---do -------

Unnecessary costs incurred in negotiated procure-
ments of batteries for aircraft ground equipment by
Rome Air Materiel Area, Rome, N.Y. (Seep. 135.)

Further comment on overpricing of the Nuclear
Frigate U.S.S. Bainbridge purchased from the
Bethlehem Steel Co., Quincy, Mass. (See p. 170.)

Overcharges for long-distance telephone channels
leased by the 8th U.S. Army, Korea. (See p. 172.)

Unnecessary procurement of AN/APN-99A radar
system components resulting from failures of Warner
Robins Air Materiel Area to make excess spare
components available for installation on new air-
craft. (See p. 81.)

High costs of unnecessary daily compilation of statis-
tical data by use of automatic data processing
equipment. (See p. 212.)

Failure To Recover Unpaid Royalties Retained by
Collins Radio Co., Cedar Rapids, Iowa. (See p. 172.)

Illegal Payments of Hazardous-Duty Submarine
Pay to Military Personnel Assigned to Submarine
Force Command Staffs. (See p. 193.)

Failure To Consider Available Assets Resulted in
Overstated Needs for Avionics Test Equipment by
the Aviation Supply Office, Philadelphia, Pa. (See
p.894.)

Ineffective Supply Management Causing Shortages
and Excesses of End Items and Repair Parts in
Okinawa. (See p. 136.)

Overpricing of Buffer Amplifiers Purchased From
H RB-Singer, Inc., State College, Pa., by the Boeing
Co., Wichita Branch, Wichita, Kans., for B-47
Aircraft. (See p. 173.)

Unnecessary Costs Incurred in the Procurement of
Selected Subsystems and Accessories for F-A and
Other Types of Aircraft. (See p. 69.)

Unsupported Costs Included in Price of Nuclear
Submarine Valves Purchased From Crane Co.,
Chicago, Ill., by Westinghouse Electric Corp.,
Pittsburgh, Pa., Under Cost-Plus-a-Fixed-Fee
Contracts. (See p. 174.)

Additional Costs Resulting From the Failure To Pro-
cure Parts Used in Overhauling Special Air Mission
Aircraft Engines Directly From the Overhauling
Subcontractor Curtiss-Wright Corp. (See p. 70.)

Procurement of Defective Fuel Servicing Semitrailers
and School Buses. (See p. 175.)

Unnecessary Cost to the Government Due to Exces-
sive Rentals for Electronic Data Processing Equip-
ment at Lockheed Missiles & Space Co., Sunnyvale,
Calif. (See p. 176.)

Unnecessary Costs Incurred in the Procurement of
Radar Components and Related Parts. (Seep. 183.)

Erroneous Payments Made for Military Pay, Leave.
and Travel at Elmendorf Air Force Base, Alaska.
(See p. 193.)

Unreasonably High Prices Paid by Government
Prime Contractors and Subcontractors for GG49
Gyroscopes Purchased from the Only Qualified and
Approved Source, Honeywell, Inc., Aeronautical
Division, Minneapolis, Minn. (See p. 176.)

Unnecessary Costs to the Government in the Leasing
of Electronic Data Processing Systems by McDon-
nell Aircraft Corp., St. Louis, Mo. (See p. 115.)

Unnecessary Costs Resulting from Leasing Rather
Than Purchasing Electronic Data Processing Equip-
ment at Mare Island Naval Shipyard, Valiejo, Calif.
(See p. 116.)

Unnecessary Cost to the Government Through the
Leasing of Electronic Data Processing Systems by
Lockheed MissUes & Space Co., Sunnyvale, Calif.
(See p. 117.)

Accumulation and Retention of Excess Missile Spare
Parts Due to Inadequate Supply Management
Practices of the U.S. Army, Europe. (Se p. 137.)

Planned Disposals of Needed Automotive Repair
Parts. (See p. 82.)

Unnecessary Transportation Costs Incurred Because
Available Government-owned Containers Were
Not Used for the Movement of Household Goods.
(See p. 82.)

Air Force.

Navy.

Army.

Air Force.

Army.

Defense.

Navy.

Do.

Army.

Air Force.

Navy.

Do.

Air Force.

Army.

Defense.

Navy.

Air Force.

Defense.

Do.

Navy.

Defense.

Army.

Do.

Defense.

64

181 B-146774

182 B-125037

183 1 B-146761

184 I B-146732

187

188

189

B-146964

B-146772

B-146931
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U.S. General Accounting Office indew of report8 on Defen8e actiVitie8 issued to the
Congress during the period Feb. 28, 1964, through Feb. 28, 1965-Continued

Index Report Date Title of report Department
No. fileJNo.

Feb. 2, 1965

191 1 B-146968 - do

192 B-132992 Feb. 9,1965

-do

Feb. 17,1965

Feb. 19, 1965

196 I B-146899 I do .

197 j B-146917 Feb. 23,1965

198 I B-146970 I Feb. 24,1965

199 B-146868 Feb. 26,1965

- do

- do ---

Increased Costs Due to Failure To Obtain Competition
in Procurement of Electronic Parts on Qualified
Products Lists at the Defense Electronics Supply
Center, Dayton, Ohio, Defense Supply Agency.
(See p. 137.)

Unnecessary Costs Resulting From the Use of State-
side Personnel in Civilian Positions at Naval
Installations on Guam, Mariana Islands. (See p.
202.)

Potential Savings Through Procurement of Operating
Supplies From General Services Administration
Sources by Martin-Marietta Corp., Denver Di-
vision, Denver, Colo. (See p. 121.)

Accumulation of Excesses and Unnecessary Procure-
ment of Missile Spare Parts Because of Supply
Management Deficiencies at 3d U.S. Army Logisti-
cal Support Group Installations in Florida. (See p.
138.)

Erroneous Payments for Military Pay, Leave, and
and Travel at Ellsworth Air Force ase, S. Dak.
(See p. 194.)

Erroneous Payments for Military Pay, Leave and
Travel at Charleston Air Force Base, S.C. (gee p.
195.)

Unavailability of Certain Aircraft at an Oversea Lo-
cation Due to Maintenance and Supply Deficiencies.
(See p. 206.)

Unnecessary Procurement of Shipping Containers
and Packaging Materials for 2.71-inch Rockets.
(See p. 82.)

Unnecessary Costs Incurred in the Procurement of
Reusable Metal Containers for the Bullpup Missile.
(See p. 139.)

Loss of Revenue Resulting From the Practice of Re-
quiring That Surplus Marine Anchors Be Sold as
Scrap. (See p. 139.)

Improper Application by the Hallierafters Co., Chi-
cago, Ill., of Government's Share of Vendor Credits
for Volume Discounts Under Contracts AF 33-(600)-
40992, AF (600)-40994, and AF (600)-42414. (See p.
178.)

Excess Travel Time Allowed Military Personnel
Using Privately Owned Vehicles on Permanent
Change of Station Travel. (See p. 196.)

Defense.

Navy.

Air Force.

Army.

Air Force.

Do.

Army.

Navy.

Do.

Commerce,
Defense, and
Navy.

Air Force.

Defense.

190 I B-146965

193 B-118755

194 B-132993

195 1 B-125037

200

201

B-146967

B-137441



APPENDIX 4

DIGESTS OF U.S. GENERAL ACCOUNTING OFFICE REPORTS ON DEFENSE
ACTIVITIES ISSUED TO THE CONGRESS DURING THE PERIOD FEBRUARY 28, 1964,
THROUGH FEBRUARY 28, 1965

(Filed by Subject Matter)

DIRECT VERSUS INDIRECT PROCUREMENT
C-64-124'Index No. 41

B-146888, May 21, 1964
Unnecessary Costs Incurred for Aircraft Parts Supplied by Overhaul Contractors,

Department of the Army
In our review of the cost of aircraft parts supplied by Department of the

Army overhaul contractors under 58 selected contracts through November 1963,we found that unnecessary costs estimated at $1.9 million were incurred because
the Aviation Materiel Command, St. Louis, Missouri, permitted these contractors
to purchase parts which were available to the Army at a substantially lower cost
either under existing supply contracts with parts suppliers or from inventory.
These unnecessary costs were caused by the failure of the Aviation Materiel
Command to identify from available information parts which would be needed
in the overhaul work and by its failure to determine the most economical source
of parts which were identified.

The Department of the Army, in letters dated December 24, 1963, and January
30, 1964, agreed with the principle of our finding and stated that action had been
taken to implement our proposal that the Aviation Materiel Command be re-
quired to maintain a current list of parts needed in overhaul operations and that
this listing be the basis for determining the most economical sources of repair
parts. We believe that the actions stated to have been taken by the Aviation
Materiel Command should result in improvements in determining the most
economical sources of repair parts.
Index No. 136 C-65-65
B-146946, October 2, 1964
Unnecessary Costs Incurred in the Purchase of Automatic Flight Control Systems

for A-4 Series Aircraft, Department of the Navy
Our review disclosed that, during the 2-year period ended June 30, 1963, the

Government incurred unnecessary costs of about $1.1 million in the procurement
of A-4 series aircraft because the Bureau of Naval Weapons Purchased Automatic
Flight Control Systems through the Douglas Aircraft Company, the airframe
manufacturer, instead of purchasing them directly from the actual manufacturer
of the system. In the earlier stages-of the development of the A-4 Automatic
Flight Control System, it may have been necessary that Douglas maintain engi-
neering and procurement responsibility for the system to assure that it was
compatible with the other systems. It should have been apparent to the Bureau
as early as November 1960, however, that the continued involvement of Douglas
in the procurement of this system was no longer essential because the system
had been proven reliable and fully operational through extensive test programs
and it was readily obtainable from the actual manufacturer. Moreover, in June
1960, Douglas had advised the Bureau that any additional design changes to the
system were not in the best interests of the Government as to time and costs.
Despite these facts, the Bureau took Do action to authorize the purchase of this
system from the manufacturer of the system until 2 years later. Had the Bureau
initiated action in November 1960 to provide for the direct procurement of this
system, it could have obtained savings of about $1.1 million through the elimina-
tion of profits allowed Douglas on the cost of this system.

X Cross-reference code to chronological listing in subcommittee files.

66
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In view of the significantly lower cost to the Government when aitcraft sub-
systems and assemblies are furnished by the Government instead of the aircraft
manufacturer, we proposed to the Secretary of Defense that all subsystems and
accessories of a significant value that are not associated with the structure of the
airplane be furnished by the Government unless there are valid reasons for per-
mitting the airframe manufacturer to retain procurement responsibility. Spe-
cifically, we proposed that (1) all subsystems and accessories be furnished by the
Government unless it is established in writing that there is a valid need for the
airframe manufacturer to be responsible for procurement of the item and (2)
that the Secretary of Defense require that reports be submitted to his office by
the Navy on items that are to be purchsaed from the airframe manufacturer and
the reasons that purchase in this manner is deemed necessary.

In commenting on our findings and proposals the airframe contractor agreed
that the basic design of the Automatic Flight Control System may have been
stabilized in October 1959, but it disagreed with our finding that the subsystem
was susceptible to direct procurement by the Navy in November 1960, as indi-
cated in our report. The Assistant Secretary of the Navy (Financial Manage-
ment) agreed that savings could and should be obtained by timely and adequate
consideration of contractor-furnished subsystems and assemblies for direct
procurement by the Government. The Assistant Secretary stated further that
the Navy had initiated a study of its procedures for selecting items of equipment
to be furnished by the Government and that our proposals were being considered
as a possible solution to the problems of timely conversion from contractor to
Government-furnished equipment. He advised us, however, that it was the
Navy's position that the Bureau's action in delaying the direct procurement of
the A-4 Automatic Flight Control System was both proper and reasonable.

The record does not support the position of either Douglas or the Navy on the
matters included in this report. In this respect, we found that the basic design
of the System had been stabilized in October 1959. Douglas had advised the
Navy in June 1960 that further design changes were not in the interest of the
Government and that qualification and service life tests had been completed in
November 1960.

In view of the study being conducted. by the Bureau of its procedures for select-
ing items of contractor-furnished equipment suitable for direct procurement by
the Government, we did not make any recommendations at the time of the sub-
mission of our report. We requested, however, that the Secretary of the Navy
furnish us with the results of the Bureau's study so that we may consider whether
the measures the Navy proposes to take will be adequate to correct the deficiencies
disclosed in our report. The effectiveness of the implementation of these measures
will be tested as part of our continuing review of the activities of the Department
of Defense.
Index No. 138 C-65-67
B-146942, October 5, 1964
Unnecessary Costs Incurred in the Procurement from AC Spark Plug Division of

General Motors Corporation of Bombing-Navigational System Components
Manufactured by International Business Machines Corporation, Department
of the Air Force

Our review of the procurement of the ASB-15 Bombing-Navigational Subsystem
for B-52 aircraft disclosed that the Air Force will incur unnecessary costs of at
least $754,000 as a result of having procured certain components from the prime
svstems conctractor, AC Spark Plug Division of General Motors Corporation,
instead of buying them directly from the actual manufacturer, the International
Business Machines Corporation. The Air Force was fully aware that the com-
ponents were to be purchased by AC Spark Plug from the manufacturer and had,
in fact, been purchasing the identical components directly from the manufacturer
in connection with a similar subsystem. The additional cost which will be in-
curred consists of the profit allowed to AC Spark Plug on the cost of the subcon-
tracted components. This additional cost will be incurred because the Air
Force failed to place sufficient emphasis on the savings possible through direct
procurement, in relation to other factors such as time, quality and performance,
in deciding to buy the components from the prime systems contractor. In this
instance the potential for substantial savings does not appear to have been offset
by any potential loss of time, quality, or performance, and, in our opinion, con-
sideration of all these factors should have resulted in a decision to procure these
components directly from the actual manufacturer.
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The Air Force has stated that in the acquisition of the ASB-15 subsystem, it
was determined that the best assurance of timely program success was for a re-
sponsible contractor to provide engineering control over all aspects of the con-
figuration and that AC Spark Plug would not accept systems responsibility unless
it had control over the engineering design of the various components. AC Spark
Plug stated that the required capability of the ASB-15 could be achieved only by
complete compatibility of all components and that, to accomplish this, the prime
contractor must establish close relationships with its suppliers and assume re-
sponsibility for the quality of all components. AC Spark Plug contended that
this would be difficult to accomplish if the prime contractor did not have a con-
tractual relationship with the suppliers.

We do not question the extent of AC Spark Plug's contribution to this program
As a general rule, however, we believe that the Government's interest will be
served best if the equipment it requires is procured directly from actual manu-
manufacturers to the maximum extent practicable. In this way the Government
can avoid the pyramiding of overhead and profits by higher tier contractors.
If the services of a systems contractor are required to perform certain testing and
to provide engineering and technical direction, we believe that this can be con-
tracted for separately and that appropriate fees or profits can be paid for such
effort. In this case, such an arrangement would not have resulted in any ex-
pense not already being borne by the Government under the existing contracts
with AC Spark Plug, but would have avoided the profit that AC Spark Plug will
realize on the cost of components which the Air Force could have bought itself.

In our opinion, the indirect procurement of this equipment which could have
been brought directly at considerable savings indicates a failure of contracting
officials to exercise reasonable care in the expenditure of Government funds.
Furthermore, this indirect procurement appears to us to be contrary to the policy
expressed in the Air Force regulation governing systems procurement.

The Air Force has taken the position that its regulation was fully complied with
in this procurement. From this we conclude that this regulation is susceptible
of being interpreted and applied, by responsible officials, in a manner which fails
to place sufficinet emphasis on economy, in relation to other factors, in deciding to
buy subsystems and components through prime system contractors instead of
directly from actual manufacturers. Accordingly, we recommended that the
Secretary of Defense have reviews made on a continuing basis at Air Force pro-
curement activities to attain a greater degree of assurance that major components
and subsystems are procured from actual manufacturers, whenever feasible, in
accordance with prescribed Air Force policy.
Index No. 158 C-65-87
B-146882, November 30, 1964
Unnecessary Costs Resulting From Indirect Procurement of Transmitters From

Hamilton Standard Division of United Aircraft Corporation, Department of
the Air Force

The Department of the Air Force decision to acquire transmitters through
Hamilton Standard Division, United Aircraft Corporation, Windsor Locks,
Connecticut, the prime contractor for an air traffic control system, instead of
procuring the transmitters directly from the manufacturer and supplying them
as Government-furnished equipment, resulted in unnecessary costs of about
$104,000. The Air Force paid Hamilton Standard Division $472,600 for 276
TED-9 transmitters, even though these items could have been procured direct
for the manufacturer for $368,600. The $104,000 difference consists primarily of
the indirect costs of Hamilton Standard Division, including material handling
and general and administrative expenses, and provision for profit.

The TED-9 transmitters were purchased by Hamilton Standard as substitutes
for like transmitters which originally were to have been furnished by the Air Force
for incorporation by Hamilton Standard into AN/MRN-20 Air Traffic Control
Sets. Except for initiating and administering the purchase order, Hamilton
Standard performed the same functions on the TED-9 transmitters that it would
have performed on the other transmitters under the original contract for the air
traffic control systems. Since the amount of the original contract was not reduced
to eliminate Hamilton Standard's costs and related profit for such effort, it seems
reasonable to conclude that all or a major part of the $104,000 represents a
duplicate and unwarranted payment of costs and profit.

In response to our suggestion that an appropriate refund be obtained, the
Department of the Air Force, in a letter dated August 5, 1964, informed us that
an investigation had been started to establish the amount of any refund due.
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We requested that we be informed of the results of this investigation. The
Department of the Air Force informed us also that it had reemphasized to all
procurement personnel that, unless there is a sound reason for doing otherwise,
awards should be made directly to the manufacturer and that a task group had
been appointed to study the overall problem of direct procurement from the
manufacturer.
Index No. 176 C-65-106
B-152600, December 30, 1964
Unnecessary Costs Incurred in the Procurement of Selected Subsystems and

Accessories for F-4 and Other Types of Aircraft, Department of the Navy
Our review of the procurement of selected subsystems and accessories for in-

stallation in F-4 and other types of military aircraft being produced under con-
tracts awarded by the Navy indicated that unnecessary costs of about $4.1 million
had been incurred in the procurement of quantities of two subsystems and an
accessory because the items were procured by the airframe manufacturers rather
than furnished by the Government. Additional subsystems and accessories
valued at about $1 billion, and involving over $123 million in fees or profits to be
paid by the Government. are currently planned to be sub-contracted by the air-
frame manufacturers during fiscal years 1965 through 1969. About $73 million
of these fees are applicable to F-4 aircraft. A significant portion of these fees
could, in all likelihood, be avoided if those items susceptible of direct procurement
were furnished by the Government.

Although all three of the items of equipment included in our review met the
Bureau of Naval Weapons criteria for Government-furnished equipment the
Bureau continued to purchase them through the airframe manufacturers and paid
the manufacturers substantial fees for procuring them. The $4.1 million of un-
necessary costs comprises these fees plus, in one case, the difference in the prices
paid by the airframe manufacturer and the lower prices paid by another Govern-
ment purchasing activity for an identical item. On the basis of our findings,
we estimated that the Government would incur additional unnecessary costs of
about $2.7 million for the F-4 and other types of aircraft planned for procurement
in fiscal vears 1965 through 1969 if the Bureau continued to purchase the three
items through the airframe manufacturers.

Our findings were presented to the Department of Defense for its review and
comment. In bringing our findings to the attention of the Secretary of Defense
we proposed that the emphasis of the Navy's program be changed so as to provide
that (1) all subsystems and accessories of a significant value that are not associated
with the structure of the airframe be furnished by the Government unless it is
established in writing that there is a valid need for the airframe manufacturer to
be responsible for procurement of the item and (2) the Secretary of Defense require
that reports be submitted to his office by the Navy on items that are to be pur-
chased from the airframe manufacturer and the reasons why purchase in this
manner is deemed necessary.

The Department of Defense advised us that it had undertaken a special study
for the purpose of reviewing current procedures and providing more detailed
guidance in this area, if determined to be necessary, on a Defense-wide basis.
In addition, the Navy concurred in our proposal that greater emphasis be placed
upon the conversion of contractor-furnished equipment to Government-furnished
equipment for aircraft weapon systems. Toward this end, the Bureau has under-
taken specific interim and long-range studies and had initiated action to develop
definite policies that will result in increased procurement of aircraft subsystems
and accessories by the Government rather than by the aircraft manufacturer.
The Navy believes that once it has established formal policies for the conversion
of contractor-furnished equipment to Government-furnished equipment, and
has placed greater emphasis upon Government-furnished equipment, it will be
unnecessary to make detailed reports to the Office of the Secretary of Defense as
proposed in our report draft.

With regard to our findings on the three equipments discussed in our report,
the Navy advised us that (1) the Bureau had taken action to provide the hori-
zontal situation indicator and survival kit as Government-furnished equipment in
fiscal year 1965 and (2) it was presently investigating the feasibility of purchasing
the ejection seats installed in the F-4 aircraft directly from the Martin-Baker
Aircraft Company. Moreover, the Navy advised us that it had made arrange-
ments with the Air Force to consolidate its procurement needs with Air Force
procurements for the horizontal situation indicator system.



70 ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965

We requested that the Secretary of the Navy advise us of the results of the
Bureau's study of its procedures for selecting items of contractor-furnished equip-
ment suitable for direct procurement by the Government and of the corrective
measures taken. In addition, we requested that the Secretary of the Navy advise
us of the Bureau's decision relative to the direct procurement of the Martin-Baker
ejection seats for the fiscal year 1965 procurement of F-4 type of aircraft. The
effectiveness of the actions taken by the Navy will be tested as part of our con-
tinuing review of the activities of the Department of Defense.
Index No. 178 C-65-108
B-146888, January 6, 1965
Additional Costs Resulting From the Failure To Procure Parts Used in Over-

hauling Special Air Mission Aircraft Engines Directly From the Overhauling
Subcontractor Curtiss-Wright Corporation, Department of the Air Force

The Air Force incurred an estimated $390,000 of unnecessary costs for parts
used in the overhaul of engines used in executive-type aircraft of its Special Air
Mission fleet because it chose to procure the parts through its prime contractor,
Lockheed Aircraft Corporation, rather than directly from the engine overhaul
subcontractor, Curtiss-Wright Corporation. The additional cost represents the
difference between the prices charged to Lockheed by Curtiss-Wright and the
prices we estimate would have been paid by the Air Force had it procured the
same parts directly from Curtiss-Wright. Prices paid by Lockheed to Curtiss-
Wright were charged to the Government under its contracts for overhauling the
Special Air Mission fleet aircraft. Our estimate of unnecessary costs pertains to
the 5 years ended June 30, 1963. For each year of continued purchase of the
parts through Lockheed, additional costs of about $80,000 may be incurred.

During the 5-year period ended June 30, 1963, Curtiss-Wright supplied parts
for the overhaul of Special Air Mission aircraft engines as a subcontractor to
Lockheed at a total price of $891,469. The parts purchased through Lockheed
could have been procured by the Air Force directly from Curtiss-Wright for
approximately $500,000 under annual call-type contracts negotiated for parts
used in the overhaul of Curtiss-Wright military-type engines in the Air Force
inventory. Parts purchased under the call contracts were priced in accordance
with a formula which took into account the standard cost of each part and a
negotiated mark-up factor, and generally tended to produce prices lower than
those applicable to parts sold to commercial customers. Many of the parts
found in the military-type engines are common to those of the Special Air Mission
fleet engines. Moreover, our review established that the Air Force could have
also purchased those Special Air Mission aircraft engine parts which were not
common to military engine parts at comparable price reductions if it had procured
the parts under the call-type contracts.

In its comments on our draft of this report, the Air Force stressed the fact that
the Special Air Mission aircraft comprised a small specialized fleet of commercial
models whose operation was patterned after that of commercial airlines and that
the disproportionate cost of supporting a small specialized number of aircraft
influenced its decision to procure spare parts commercially. As examples of the
types of costs which would render direct Government procurement of the engine
parts uneconomical, the Air Force cited costs of establishing a Government-owned
inventory of parts, obsolescence, material handling, warehousing, and administra-
tive costs such as requisitioning and cataloging of parts. However, the Air
Force furnished no actual amounts of the anticipated cost except to estimate the
annual warehousing cost at $50,000.

Our review indicated that this estimate of warehousing cost was exorbitant
and apparently based on the accumulation of a much larger inventory than needed.
We found that considerably more than 50 percent of the parts for these engines,
constituting 42 percent of their total dollar value, were common to parts having
other military usage. Over the 5-year period we reviewed, parts furnished by
Curtiss-Wright in the overhaul of these engines averaged only $100,000 a year,
costed at Government prices. In view of this, we believe that the cost of the Air
Force assuming the management of the inventory would be far less than the
savings to be realized.

Curtiss-Wright informed us that it would be willing to use in its engine overhauls
parts furnished from Government inventories procured under the call contracts at
military prices. Lockheed concurred, provided the parts could be made available
in a timely manner.

The decision by Air Force officials to permit Lockheed to contract with Curtiss-
Wright for the parts, as part of the engine overhaul subcontract, was apparently
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made without sufficient appreciation of the additional cost to the Government
which this method of procurement entailed. We therefore recommended (1) that
the Secretary of the Air Force take appropriate action to provide for the direct
procurement under existing call contracts with Curtiss-Wright of parts, used in
overhauling the R 3350-75 and R 3350-34 engines for the Special Air Mission
fleet, which are common to parts already being procured in support of other
Curtiss-Wright engines in the Air Force inventory, and (2) that, in view of the
considerably smaller required investment in inventory and related costs than was
indicated in prior Air Force considerations of direct procurement, the Secretary
reconsider also placing the remaining engine parts under the call contracts.

STANDARDIZATION

C-64-136
Index No. 53
B-133177, June 16, 1964
Unnecessary Costs Incurred Due to the Development and Procurement of an

Expensive Utility Cap With Serviceability Limitations, Department of the
Army

Our review of the Department of the Army's development and procurement
of a utility cap disclosed that the Government incurred unnecessary costs of
about $1.4 million through December 1963 and will incur further unnecessary
costs of about $1.3 million through fiscal year 1965 because the Army, after the
military services could not agree on a common utility cap, developed its own cap
using material and a design significantly more expensive than that being used by
the Navy and the Marine Corps. Further, while the Marine Corps and the Navy
have found their utility caps to be acceptable over a period of years of use, the
Army cap, on the basis of tests conducted by the Army and the other military
services, had and still has many serious drawbacks. On the insistence of the
Army, however, the Defense Clothing and Textile Supply Center, despite its
authority to control the introduction of new items into the supply system, pro-
cured material for the Army's new cap before the services had completed their
tests and then procured over $3 million worth of the caps despite the known
deficiencies and high cost involv3d.

The Deputy Assistant Secretary of Defense (Supply and Services) in comment-
ing to us on this matter, furnished reasons and justifications why the Army intro-
duced its new cap into the supply system. As disclosed in our report, however,
the introduction of the cap was not necessary since there were other acceptable
caps already in the supply system. Further, the Defense Supply Agency and
the Defense Clothing and Textile Supply Center were opposed to the introduc-
tion of the Army's cap into the supply system, but their actions to prevent it
were inadequate.

We recommended that the Secretary of Defense require the Director, Defense
Supply Agency, to direct and control projects that involve two or more military
services in order to achieve greater objectivity, to attain maximum practical
standardization, and to prevent the unnecessary introduction of items into the
supply system, especially when there are other acceptable items available in the
system. We recommended further that the Defense Supply Agency or its dele-
gated agency be required to exercise its authority in controlling the introduction
of new items requested by the military services to prevent the procurement of
items that have known deficiencies or are unnecessarily expensive.
Index No. 125 C-65-54
B-133313, September 17, 1964
Lack of Progress Under the Defense Standardization Program Resulting in

Unnecessary Procurement and Supply Management Costs for Electronic
Items, Department of Defense

Our review of the item-reduction phase of the Defense standardization program
disclosed that progress has been negligible in the area of electronics, resulting in
unnecessary procurement and unnecessary supply management costs totaling
millions of dollars annually. Furthermore, this lack of progress has not been
adequately identified because in semiannual progress reports submitted to the
Congress, standardization accomplishments have been greatly overstated.

We found that unneeded items are being retained in the military supply system
because the services fail to take appropriate and timely action to complete item-
reduction projects initiated under the Defense standardization program. Failure
of the services to accomplish item-reduction projects results principally from the
lack of authoritative direction and control by the Department of Defense stand-
ardization activity over work assigned to the military departments.
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Our examination, limited to certain electronic item-reduction projects initiated
by the Army Signal Corps, revealed that potential savings of approximately $17
million in supply management costs have been lost annually because the services
failed to coordinate and complete the work required to eliminate the unneeded
items. For example, in one case the Department of the Army had a number of
item-reduction projects prepared at a contract cost of $210,000. These projects,
in which 5,900 items were proposed for elimination from the supply system,
were forwarded to the Departments of the Air Force and the Navy during 1959
for review and coordination. Because of procedural disputes and general pro-
crastination, these projects were finally canceled during 1963, and most of the
unneeded items proposed for elimination have remained in the supply system.

Furthermore, a limited review of purchases of nonstandard electronic items
disclosed 70 instances of unnecessary procurement, valued at approximately
$173,000, which we believe are attributable to the lack of progress under the
Defense standardization program.

In semiannual progress reports, required by law to be submitted to the Congress
by the Department of Defense, standardization accomplishments have been
grossly overstated as a result of duplicative and improper reporting of accomplish-
ments by the various military services. For example, we found that, of the 68,000
item reductions reported by the Army Electronics Materiel Support Agency during
the years 1960, 1961, and 1962, 35,257 were reported more than once. Conse-
quently, the lack of progress under the standardization program has not been
identified to the Congress, nor has the need for corrective action been made
evident. The overstatements of accomplishments resulted mainly from the lack
of understanding of the reporting objectives by the originators of the claimed
reductions and from the unquestioned acceptance of data compiled at field
installations.

We brought our findings to the attention of the Secretary of Defense and pro-
posed that (1) the central management role of the Defense standardization activity
be strengthened to provide more effective gaidance, direction, and control of the
Defense-wide standardization effort and (2) an improved reporting system be
devised which would include adequate controls to assure reliability of data on
standardization progress reported semiannually to the Congress. In this con-
nection, we were advised by the Deputy Assistant Secretary of Defense (Supply
and Services) that a top-level management group was studying the standardiza-
tion program with a view to recommending organizational and policy changes
necessary to provide a strong central management organization with overall
responsibility for the direction and control of all Defense standardization work.

Recently the Department of Defense announced the establishment of an office
under the Assistant Secretary of Defense (Installations and Logistics) to adminis-
ter the Defense-wide standardization program. Although this new office will
likely strengthen the administration of the standardization program through more
centralized management, we believe that continued surveillance by the Secretary
of Defense is warranted to assure that appropriate action is taken to preclude the
recurrence of deficiencies such as we have identified in this report.

Relative to our second proposal that a more reliable system be devised for
reporting standardization accomplishments to the Congress, the Deputy Assistant
Secretary stated that he subscribes to the necessity for better definition of stand-
ardization accomplishments and increased reliability of data but that he considers
unilateral reductions of multiuser items by one of the several service users con-
stitute valid accomplishments. We recommended that, if partial reductions of
multiuser items are reported, they should be identified in such a manner as to
avoid subsequent overstatements of achievement when other users eliminate the
same items.

FAILURE TO USE AVAILABLE MATERIAL, EQUIPMENT AND FACILITIES

Index No. 12 C-64-94
B-146727, March 20, 1964
Follow-up Review of the Failure to use Excess Spare Parts and Assemblies in

Aircraft Production, Department of the Navy
We made a follow-up review of the failure to use excess spare parts and assem-

blies in aircraft production by the Department of the Navy. Our initial report
on this matter entitled "The Failure of the Department of the Navy to Use Its
Excess Spare Parts and Assemblies in the Production of Navy Aircraft," was
issued to the Congress on February 15, 1963.
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At the time of our earlier review, the Navy had excess spare parts and assemi-blies valued at about $294,000 that were usable in the production of S2-typeaircraft. In response to our report on that earlier review, the Navy told us thatit planned to use as many of these parts as possible in the production of S2-type
aircraft ordered by the Navy during fiscal year 1963. Grumman Aircraft Engi-neering Corporation, the manufacturer of the S2-tvpe aircraft, subsequently
informed the Navy that about $107,000 worth of these excess items could beused in production of the aircraft the Navy had ordered during fiscal year 1963.
However, the excess items were not used for this purpose because the Navy
delayed so long in furnishing these items that Grumman's production schedules
would not permit it to wait for the Navy to transfer the parts and assemblies.
If the excess items had been furnished to Grumman, the Government would
have been able to negotiate an appropriate reduction in the cost of the aircraft.

After we inquired into this matter during May and June 1963, the Navy took
action to determine the quantities of excess items that could be made available
to Grumman for use in the production of aircraft after fiscal year 1963. By the
time this action was taken, an additional $298,000 worth of spare parts and assem-
blies applicable to S2-type aircraft had become excess to needs, thereby increasing
the Navy's excesses of these items from $294,000 to about $592,000 worth. The
Navy initiated action for the transfer of about $288,000 worth of these excess
items to Grumman for use in aircraft production during fiscal years 1964 and
1965. Although Grumman's use of these items will result in a significant reduc-
tion in these inventory excesses, Grumman could have used additional excess
items valued at about $63,700 if the Navy had started furnishing excesses to
Grumman in fiscal year 1963.

In response to our initial report, the Navy informed us that it would issue
instructions that would, in effect, provide a permanent program for the use of
excess spare parts and assemblies in the production of aircraft. However, not
all the instructions necessary to implement this program were issued. We believe
that, if these instructions had been issued promptly and responsibility for proper
implementation of the procedures prescribed by these instructions had been
formally assigned to specific individuals, excess items would have been furnished
to Grumman a year earlier and that additional excess items valued at $63,700
would have been transferred to Grumman.

Subsequently, the Navy informed us that it agreed that additional instructions
relating to the Bureau of Naval Weapons' furnishing excess spare parts to aircraft
manufacturers were needed and would be issued. To preclude the recurrence of
the condition discussed above, we recommended that the Secretary of the Navy
monitor the preparation and issuance of these additional instructions.
Index No. 25 C-64-107
B-125071, April 13, 1964
Unnecessary Cost Incurred by the Government by Not Using Surplus Stockpiled

Materials to Satisfy Defense Contract Needs, Department of the Air Force
Our review disclosed that, although the Government already owns, and isstoring at considerable cost, large quantities of titanium and aluminum which are

surplus to its current stockpile requirements, the Air Force is incurring millions ofdollars of unnecessary cost through procurement by its contractors of substantial
quantities of these materials for use in the manufacture of the MINUTEMAN
weapon system. We found that the Air Force had not considered obtaining the
surplus titanium and aluminum for its MINUTEMAN requirements because the
Government's disposal policies, as established by the Office of Emergency Plan-
ning for such indirect use, are not clearly defined and do not specifically direct
Government agencies to arrange for their prime contractors and subcontractors
to utilize surplus stockpiled materials in the manufacture of articles they are
furnishing to the Government agencies. We found also that Government agen-
cies are not reporting their indirect requirements to the Office of Emergency
Planning and that no single Government authority is actively engaged in a pro-
gram directed to utilizing the Government's surplus materials for these indirect
requirements.It seems clearly inappropriate for the Government to continue to buy materials
when it possesses surplus quantities of such materials and to bear the costs of
maintaining these surplus stocks. The finding discussed in this report illustrates
the savings that might be realized through wider use by contractors of surplus
Government-owned materials in the manufacture of articles produced for the
Government. So that these savings may be realized, we believe it is essential
that (1) existing disposal policies be amended to clearly set forth the policies
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relating to the indirect use of surplus materials (2) procedures be established for
keeping a single authority constantly aware of Government contractors' require-ments for surplus materials, and (3) this authority be given responsibility for
arranging for these requirements to be satisfied, where practicable, from surplus
stocks. We believe that these actions would result in reductions in (1) the Gov-ernment's surplus inventories of materials, (2) Government expenditures forarticles manufactured and furnished by its contractors, (3) storage costs forsurplus materials, and (4) interest cost on the Government's investment in surplus
materials.

We recommended, therefore, that the Director, Office of Emergency Planning,further amend the disposal policies contained in Defense Mobilization Order V-7,
dated December 10, 1959. This amendment should clearly set forth the policiesrelating to the indirect use of surplus materials and, as in the case of direct Gov-ernment use of such materials, specifically direct Government agencies to arrange
for its prime contractors and subcontractors to utilize surplus materials in the
manufacture of articles they are furnishing to the Government, whenever suchaction is found to be consistent with overall disposal policies and in the best
interests of the Government. We recommended also that the President giveconsideration to requiring Government agencies to identify their direct and in-
direct material requirements which can be satisfied through the use of materials
surplus to the Government's stockpile objectives and to placing in a single author-
ity responsibility for arranging for these requirements to be met, where practicable
from the inventories of Government-owned surplus materials. Similar recom-
mendations were made in our report to the Congress (B-125067, dated May 31,1962) entitled "Review of Policies and Procedures for the Use of Excess StockpileMaterials by Federal Government Agencies."
Index No. 34 C-64-117
B-133058, May 12, 1964
Unnecessary Retention of Spare Parts at Western Pacific Supply Depots, Depart-

ment of the Navy
Our examination into management of inventories of ship and submarine spareparts stocked in Western Pacific supply depots disclosed that the Department of

the Navy was retaining excessive quantities because a policy established by theShips Parts Control Center provided for these depots to retain as much as twice
the stock for mobilization reserves as Navy records indicated was actually needed.
At the same time that these depots had excess stocks, the Ships Parts Control
Center was buying or had need for additional quantities of the identical items.After we called this matter to the attention of the Ships Parts Control Center, itrevised its policy and released parts worth over $1 million for other uses. Spare
parts valued at $736,500 were returned to the United States to meet needs that
otherwise would have been met by purchase of additional quantities.

We submitted our findings to the Departments of Defense and the Navy fortheir review and comment. In view of the action taken by the Ships Parts
Control Center, we did not make any suggestions regarding its retention policy.However, we advised the Departments that the fact that a wasteful policy wasallowed to continue for an extended period of time indicated a need for morestringent control over matters affecting the management of ships parts. We ad-
vised the Departments also that it was our belief that the lack of written docu-
mentation of this policy was a significant factor in its long duration. Had thepolicy been set forth in written instructions, it is much more likely that it would
have come to the attention of management personnel and consequently would
have been revised at an early date. Moreover, the very act of reducing thepolicy to writing, and the considerations that should have been required in doing
so, might have led its originator, or those whose approval would have been re-quired, to reject the policy. Therefore, we suggested that the Ships Parts Con-trol Center establish controls to assure that all its policies that have a significant
effect upon supply management are reduced to writing and distributed to appro-priate management personnel.

Although the possibility of detecting the wasteful policy would have beenenhanced by having it in written form, it is nonetheless difficult to understand
how the personnel at both the Ships Parts Control Center and the supply depots-
Yokosuka, Guam, and Subic Bay-could for years have failed to challenge apolicy that in many cases provided for stocking twice as many parts as Navy
computations indicated were needed for mobilization reserves. We believe thatthe failure to challange this policy by the many Navy personnel who must have
become aware of it demonstrates a lack of vigilance and alertness in taking the
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steps necessary to prevent unnecessary expenditures of Government funds.
Accordingly, we have advised the Departments that it is our view that the extent
to which such vigilance and alertness is demonstrated should be recognized in
evaluating personnel for promotion and reassignment and in other personnel
actions.

We suggested also that this report be distributed to appropriate supply manage-
ment personnel to illustrate the type of situation that can result in unnecessary
cost to the Government and to demonstrate the need for more alertness and
vigilance over policies affecting the procurement and management of spare parts
and related supplies.

The Department of the Navy advised us that it concurred in our findings and
had taken action on our suggestions.
Index No. 35 C-64-118
B-132990, May 15, 1964
Unnecessary Procurement Due to the Failure to Identify and Utilize Available

Missiles Spare Parts Eighth United States Army, Korea, Department of
the Army

Our review disclosed that the failure of the Department of the Army to identify
about $1.1 million worth of expensive NIKE spare parts in Korea and in excess
of the needs of the Eighth United States Army resulted in unnecessary procure-
ment of at least $100,000 worth of additional quantities of some of these parts.
The primary underlying causes were that (1) the Eighth United States Army
failed to identify the parts and to report them as excess and (2) Army regulations
permitted overstockage at overseas depots and tended to limit redistribution
of excess spare parts.

We advised the Department of Defense and the Department of the Army of
our finding and proposals for corrective action. The Acting Assistant Secretary
of the Army (Installations and Logistics), commenting for the Department of
the Army on behalf of the Secretary of Defense, concurred with our finding and
advised us of actions taken by the Army to correct the deficient supply manage-
ment practices disclosed in our review. We were informed that the Eighth
United States Army had disposed of its NIKE spare parts excesses in accordance
with instructions from the National Inventory Control Point. We were advised
also that Headquarters, United States Army, Pacific, had taken steps to increase
surveillance of supply practices in the field and that the Army was in the process
of implementing additional procedures to provide National Inventory Control
Points with more complete information on the status of overseas stocks. These
procedures, if effectively implemented and adhered to, should improve the
capability of the National Inventory Control Points to recognize excess stocks
in overseas commands and to more accurately determine procurement require-
ments. However, since the deficiencies described in this report were primarily
failures to comply with established procedures, we believe that the proposed
improvements in supply management must be accompanied by increased emphasis
on individual responsibility at all supply levels and by continuous supervisory
review.
Index No. 57 C-64-140
B-146711, June 19, 1964
Unnecessary Procurement of Photographic Supplies for the Atlantic Missile

Range, Department of the Air Force
The Department of the Air Force incurred a loss of about $137,000 when

photographic supplies procured for use at the Atlantic Missile Range were dis-
posed of after deterioration during prolonged storage. The supplies were pur-
chased by the Air Force for use by Pan American World Airways, Inc., the range
contractor.

We found that about $56,000 worth of photographic paper and film became
excess because Pan American purchased the same items from suppliers, although
aware that the material was being held for its use by the Air Force. Also, $34,000
worth of items were procured unnecessarily by the Air Force because Pan Ameri-
can failed to provide the Air Force with accurate or up-to-date requirements
data. The other items disposed of consisted of excess supplies which had been
procured by the Air Force at a cost of about $50,000 although firm requirements
for the items did not exist. The Government was able to sell some of the deteri-
orated supplies for about $3,000.

We brought our findings to the attention of the Secretary of the Air Force and
proposed that he take action to recover about $90,000 from Pan American.

46-048-65--6
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In response, the Air Force informed us that it was taking action to recover the
amount of loss (about $56,000) resulting from the contractor's purchase of sup-
plies which the Air Force could have furnished, but that records and supporting
documents were no longer available which might have permitted similar action
to be taken to recover the $34,000 spent unnecessarily because Pan American
overstated its requirements. The Secretary of the Air Force further informed
us that, pursuant to our proposal, he had brought this case to the attention of
procurement personnel as an example of the waste of public funds which may
occur when procurements are undertaken on behalf of a contractor without
first obtaining a clear and unequivocal agreement with the contractor.

Pan American acknowledged responsibility for some of the losses but char-
acterized them as isolated instances, comparatively minor in amount, for which
it should not be penalized.

We recommended that, in addition to the action initiated to obtain recovery
from Pan American of the excessive costs incurred as a result of the contractor's
purchases of supplies which were available from the Air Force, appropriate action
be taken by the Secretary of the Air Force to recover the losses sustained by the
Government when unnecessary supplies were procured because of Pan American's
failure to furnish accurate requirements data. We requested that we be advised
of the final action taken in order that we may consider whether any further
action is required by our Office.
Index No. 61 C-64-144
B-146906, June 22, 1964
Unnecessary Planned Procurement of AN/UPM-98 Radar Test Sets, Depart-

ment of the Army
In our review of the procurement and management of radar test sets in the

Department of the Army, we found that the Army Electronics Command had
needlessly taken actions to procure AN/UPM-98 radar test sets valued at $484,000
to satisfy a specified application. These unnecessary procurement actions were
taken because stock already in the Army supply system that would have satisfied
this application was not properly accounted for by using organizations and
because the Electronics Command did not reconcile the data received from using
organizations with other available information. After we brought this matter
to the Army's attention, it was determined that $184,000 worth of the AN/UPM-
98 radar test sets already procured could be used to satisfy another Army appli-
cation and plans for the procurement of an additional $300,000 worth of sets were
canceled.

Since the computation of quantities to be procured is directly dependent upon
the quantity of stock on hand, it is essential that adequate controls be main-
tained to assure reasonable completeness and reliability of the inventory data
reported. We believe that it becomes virtually inevitable that deficiencies in
reporting will go undetected unless reconciliations are made between the quan-
tities reported and those for which using organizations should account.

The Deputy Assistant Secretary of Defense (Supply and Services) advised us
that the Army recognized that many problems existed in reconciling reports of
stocks for one period with reports of stocks for the next period. He stated,
however, that a new system and procedures for reviewing editing, and verifying
the accuracy of inventory reports had been established and that, as experience
is gained, the reporting system should improve considerably and minimize the
incidence of human error.

We plan to evaluate the effectiveness of this new system in our future reviews.
Also, we recommended that the Secretary of the Army require all Army com-
mands to make periodic independent internal reviews to determine compliance
with the requirements of the new system.
Index No. 63 C-64-147
B-146903, June 25, 1964
Unjustified Disposal of Aircraft Parts, Department of the Army

We found that the United States Army Aviation Materiel Command was in
the process of disposing of various quantities of 975 aircraft parts valued at about
$414,000 which were needed by the Army. The unjustified disposal actions were
taken because the Aviation Materiel Command's supply analysts failed to follow
instructions for determining which parts were excess to the Army's needs and
because responsible supervisors did not adequately review these disposal actions.

When we informed Aviation Materiel Command officials that the parts author-
ized for disposal were needed by the Army, they took immediate action to return
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the 975 parts to depot stock, thus realizing current and potential savings of about
$414,000. Also, the Aviation Materiel Command suspended disposal action on
quantities of an additional 1,475 parts valued at about $694,000 pending further
review to determine whether the Army had requirements for the parts. The
return of any of these items to depot stock to meet Army requirements should
result in additional savings to the Government.

The Department of the Army, in a letter dated March 26, 1964, agreed that
the screening of the parts declared excess and the review of disposal actions had
not been carried out in accordance with existing regulations. The letter further
stated that action had been taken to insure at least periodic supervisory reviews
of all disposal actions and that the Aviation Materiel Command had reemphasized
the need for supply analysts to comply with established disposal procedures.

The actions taken by the Department of the Army should be adequate to
preclude a repetition of the conditions cited in our report, provided proper em-
phasis has been placed on individual responsibilities for carrying out assigned
duties, including disciplinary action where appropriate. We plan, however, to
review the effectiveness of these actions at a later time.

Index No. 83 C-65-12
B-133019, July 27, 1964

Unnecessary Repair of Aeronautical Spare Parts and Components by the San
Antonio Air Materiel Area, Department of the Air Force

Our review of the need to repair aeronautical spare parts and components
managed by the Air Force's San Antonio Air Materiel Area disclosed that spare
parts and components were repaired although sufficient serviceable items were
available to meet current or long-range needs, as evidenced by Air Force require-
ments determinations. We estimate that the total cost incurred during fiscal
year 1963 by San Antonio because of the unnecessary repair of medium-value
spare parts and components approximated $700,000.

We believe that the unnecessary repair resulted, in part, from inadequate
training of commodity managers and from insufficient supervisory review of their
performance. These deficiencies indicate a failure of San Antonio officials to
fulfill their responsibilities, and we believe that the inadequacies in their per-
formance should be considered when making personnel evaluations and manage-
ment assignments.

The Air Force has indicated general agreement with our findings and has ad-
vised us that actions designed to improve its performance in this area are being
taken. We believe that these actions, if properly carried out, should be of benefit
in eliminating the deficiencies cited in our report. We recommended, however,
that the Secretary of the Air Force require that periodic reviews be made at San
Antonio by officials of his office to assure that the corrective measures taken in this
instance are adequate and that the corrective measures are not subsequently
abandoned.
Index No. 96 C-65-25
B-146934, August 11, 1964

Improper Procurement Actions Resulting From Overstatement of Requirements
For Wooden Pallets, Department of the Navy

The Navy began action to buy 52,000 wooden pallets, estimated to cost $312,-
000, although it had on hand sufficient identical or similar wooden pallets to meet
its needs. The Navy began this purchase action because the Ordnance Supply
Office overstated its requirements in a recommendation to the Bureau of Naval
Weapons in March 1963 that $312,000, recovered from the sales of shipping and
handling material-principally containers and boxes-to foreign countries under
the military assistance program, be expended for 52,000 Mark 2-0 pallets. Al-
though the number of pallets required had not been properly computed, the
Ordnance Supply Office informed the Bureau of Naval Weapons that 52,000
pallets were 'urgently required." Because of the stated urgency, the Bureau of
Naval Weapons authorized the procurement of the pallets.

At the time of our review, the Purchase Division at the Ordnance Supply
Office, Mechanicsburg, Pennsylvania, had been instructed to buy the pallets and
was preparing bid invitations to be sent to prospective vendors. After we brought
our finding to the attention of Ordnance Supply Office officials, the entire purchase
action was canceled.

It seems evident that the Navy would not have started this procurement
action had the responsible Government employees used greater care in determining
its wooden pallet requirements. We believe that this case illustrates the need for
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a greater sense of individual responsibility on the part of Government employees
for economy in Government operations. Therefore, we recommended to the
Secretary of the Navy that he direct that appropriate consideration be given to
such actions in evaluating the responsible individuals for future promotions and
assignments.

Index No. 107 C-65-36
B-133256, August 21, 1964
Utilization of Excess Parts as Government-Furnished Property Under Production

and Modification Contracts, Department of the Army
The General Accounting Office has made a follow-up review of the actions taken

by the Army Tank-Automotive Center, Department of the Army, on our recom-
mendation to require screening of excess items in the Army supply system to
determine if they could be utilized as Government-furnished property under
production and modification contracts. Our review, disclosed that the costs of
contracts awarded by the Center during the period 1959 through 1963 were re-
duced by over $5.5 million because certain repair parts were identified as excess
to Army needs and were furnished to contractors.

In 1958 we conducted a review of the development and procurement of combat
and tactical vehicles by the Center. During that review we noted that the
Center had not established procedures to require that repair parts in long supply
be screened to determine if they could be used by contractors engaged in the
production and modification of military vehicles. Although the Center had, from
time to time, furnished small quantities of such items to contractors, there were
no procedures in effect to assure that Government stocks be systematically screened
in connection with the award of contracts. The importance of having effective
screening procedures is indicated by the fact that the Army annually initiates
disposal of large quantities of excess parts. For example, in fiscal year 1963 the
Tank-Automotive Center directed disposal of $125.8 million worth of excess items.
During that year the Government realized a return of only about 6.7 percent of
cost on such items actually sold.

We discussed the lack of screening procedures with Center officials in 1958, and
they agreed to institute procedures designed to identify surplus items that could
be utilized under Government contracts. During our follow-up review, begin-
ning in January 1964, we examined selected procurement actions occurring during
the period 1959 through 1963 and identified contract price reductions of about
$5.5 million resulting from the use of long supply items as Government-furnished
property. One notable example was the March 1961 purchase of 739 transmission
sets used in the M60 tank. The contractor was furnished with excess parts
valued at $2.2 million, and the contract price was reduced from $8.3 million to
$6.1 million. On another contract, awarded in September 1963 for the modifica-
tion and rebuild of M48AI tank engines, the Government saved about $700,000
by furnishing the contractor with engine parts that were not needed in the Army
system.
Index No. 111 C-65-40
B-133313, August 28, 1964
Failure To Use Excess Air Force Aeronautical Instruments To Satisfy Navy

Needs, Department of Defense
Our review of the management of certain aeronautical instruments disclosed

that excess stocks valued at $575,000 which were on hand in Air Force inven-
tories were not being used to meet Navy requirements. The Navy had procured
some instruments, at a cost of $109,000, from commercial sources to partially
meet its needs. However, procurement action had not been taken on the re-
maining instruments that the Navy needed. After we called this matter to the
attention of the Navy and the Air Force, instruments valued at $209,000 were
transferred from the Air Force to the Navy and additional transfers were planned.

Our review disclosed that interservice supply support failed for the following
reasons:

1. Air Force and Navy personnel did not use adequate care in reviewing
records to ascertain stock needs and excesses or in responding to inquiries
from the other service.

2. The Air Force stocked certain instruments in need of repair. The
Navy did not repair such instruments, and consequently Navy personnel
were reluctant to accept those in need of repair.

3. The Navy carried many similar items under one Federal stock number
while the Air Force assigned several separate stock numbers to those items.



ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 79

The differences in numbers for identical items impeded identification of the
items the Navy needed.

The establishment of a system for communication among the services of re-
quirements and inventory data has improved the interservice utilization of items
that are used by more than one service. However, our review of the interservice
utilization of aeronautical instruments has shown that this system has not reached
its full potential and that unnecessary costs are being incurred because of the
system's deficiencies.

The Deputy Assistant Secretary of Defense (Supply and Services), in a letter
dated May 15, 1964, agreed that the facts set forth in our report were essentially
correct and stated that the Department of Defense concurred with our findings.
He cited several projects, programs, procedures, and controls that had been
initiated to provide better interservice utilization of supplies.

These are steps in the right direction. However, our experience has disclosed
that project or program development, and procedures and directives do not, of
themselves, guarantee that wasteful practices will be avoided unless supplemented
by independent review by officials at a high level. For example, we have issued
several reports on the failure of the military services to effectively utilize available
materials on the basis of interservice needs, but we continue to find that inter-
service utilization of inventories is not effective.

In the interest of accomplishing more effective interservice utilization of avail-
able supplies, we recommended that the Secretary of Defense require that this
subject be incorporated in the internal audit programs of each of the services and
that these programs be effectively supervised by the Office of the Secretary of
Defense.

We recommended also that the Department of Defense bring this report to the
attention of individuals concerned with interservicing programs to illustrate that
the effectiveness of procedures depends to a large extent on the ability and initia-
tive of the individuals who are charged with the responsibility for carrying out
the procedures.

It seems evident that the substantial unnecessary costs that the Government
incurred in the cases cited in this report could have been prevented if the respon-
sible Government employees had used greater care and initiative in the perform-
ance of their assigned duties. We believe that these cases illustrate the need for
a greater sense of individual responsibility on the part of Government employees
for economy in Government operations. Therefore, we recommended that the
Secretary of Defense direct that appropriate consideration be given to such
actions in evaluating the performance of the responsible individuals for such
purposes as determination of future assignments, responsibilities, and entitlement
to within-grade promotions.
Index No. 116 C-65-45
B-146772, August 31, 1964
Improper Disposal of Needed Brake Lining Kits, Department of the Army

Our review of the supply management of repair parts at the Army Tank-
Automotive Center, Warren, Michigan, disclosed at the Army disposed of 113,550
brake lining kits valued at about $169,000 although a need existed for the kits
at the time of their disposition. This occurred because Army Tank-Automotive
Center supply personnel did not stop an authorized disposal action for the
kits when a subsequent study disclosed increased requirements. At the time
this occurred, Center officials had failed to instruct supply personnel to investi-
gate previously authorized disposal actions when changed conditions indicated
a need for the items. The Armv has alreadv incurred unnecessary costs of about
$14,200 through procurement of similar brake lining hits since the disposal
action was initiated. Also, the most recent supply study by the Center shows
a need for about 80,000 additional hits and this requirement could have been
met with the kits that had been disposed of improvidently. Additional un-
necessary costs will be incurred as future purchases are made to fill the remainder
of the current anticipated total requirement.

We brought this matter to the attention of the Secretary of Defense and sug-
gested that the Secretary of the Army issue specific instructions to all inventory
control points to assure that procedures require follow-up on disposal actions
when a subsequent need is determined. We have been advised by the Depart-
ment of the Army that such instructions have been issued and that the matter
is also being brought to the attention of the other military departments.

The corrective action initiated by the Department of the Army should, if
carried out, prevent future occurrences of the type described in this report. We
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believe, however, that consideration should be given to expanding the newlv
established procedures to include follow-up at cognizant inventory control points
in the other military departments and the Defense Supply Agency. Accordingly,
we recommended that in those cases where procurement needs of common use
items are substantial, the cognizant inventory control points of the other military
services and the Defense Supply Agency also be questioned regarding the possi-
bility that surplus items are still being held in the system.
Index No. 127 C-65-56
B-133019, September 22, 1964
Unnecessary Repair of Aeronautical Spare Parts and Components Managed by

Oklahoma City Air Materiel Area, Department of the Air Force
Our review of the need forrepair lof aeronautical spare parts and components

managed by the Air Force's Oklahoma City Air Materiel Area disclosed that spare
parts and components were being repaired although sufficient serviceable spare
parts and components were available to meet the Air Force's current or long-
range worldwide needs, as evidenced by comparison of Air Force inventories with
requirements. We found that costs totaling about $286,000 were incurred during
the first 3 months of fiscal year 1964 for the unnecessary repair of spare parts
and components. Substantial additional quantities of spare parts and components
were scheduled to be repaired unnecessarily during the remainder of fiscal year
1964. Following disclosure of our findings in September 1963, Oklahoma City
Air Materiel Area officials canceled scheduled repairs which were estimated to cost
$6,380,000. Our limited tests showed that items managed by the Oklahoma
City Air Materiel Area had been repaired unnecessarily also during the preceding
fiscal year. We believe that the unnecessary repair resulted primarily from
insufficient emphasis being placed on timely review of repair schedules following
receipt of more current supply data, from inadequate supervisory review of
the performance of commodity managers, and from inadequate regulations
pertaining to the repair of line-generated items.

The Air Force generally agreed with our findings. The Air Force stated that
it was seriously concerned over this matter and that actions designed to improve
performance in this area were being taken. We were advised also that Head-
quarters, Air Force Logistics Command, had undertaken a complete operations
analysis of fiscal year 1964 repair schedules at all its Air Materiel Areas and that
we would be advised of the results of this analysis. We believe that these actions,
if properly carried out, should be of benefit in eliminating the unnecessary repair
of aeronautical spare parts and components. We recommended however, that
officials of the Office of the Secretary of the Air Force review the adequacy of the
corrective measures taken at each of the Air Materiel Areas. We plan to review
the effectiveness of these actions in our continuing reviews at the Air Force Air
Materiel Areas.

We have previously reported a number of instances where the military services
incurred substantial amounts of unnecessary costs because they had failed to
correlate repair needs with available stocks. In these cases we reported that one
service was repairing items even though another service had sufficient quantities
of the items in serviceable condition to meet the needs of both services. In this
case, however, there seems even less justification for incurring repair costs since
the Air Force had in its own inventory sufficient stocks of spare parts and com-
ponents m serviceable condition to meet its needs.

In order to prevent unnecessary repair costs in the future, we believe that,
in addition to the actions being taken by the Air Force, the persons determining
repair needs in all the military services should be made aware of their personal
responsibilities to schedule only necessary repairs. Therefore we recommended
that the Secretary of Defense require that each of the services obtain from the
persons determining repair needs written certifications that serviceable items are
not available in any of the military services to meet its needs.
Index No. 140 C-65-69
B-146901, October 12i 1964
Unnecessary Disposal of Spare Components Procured for the Hawk Air Defense

Guided-Missile System, Department of the Army
Our review disclosed that the Government had incurred unnecessary costs of

about $85,000 in the procurement of HAWK missiles and launchers because the
Army Missile Command had failed to provide available spare components to the
contractors for their use in the missile and launcher production. The available
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components were antenna sections and support rings purchased as spares but
which were considered by the Missile Command to be in excess of spare require-
ments. These spares could have been used in new launcher and missile produc-
tion but were disposed of as scrap during the period September 1961 to July 1962.
The unnecessary disposals of these usable components resulted from the Missile
Command's inadequate procedures for managing the disposition of excess spare
parts. In 1963, after we discussed this matter with Missile Command officials,
they provided a remaining quantity of support rings to the launcher contractor
and recovered $4,738 of the unnecessary procurement costs.

The Acting Assistant Secretary of the Army (Installations and Logistics), com-
menting on our finding for the Secretary of Defense, advised us that in May 1964
the Missile Command extablished procedures for more thorough consideration of
possible uses for excess repair parts.

In view of the large quantities of spare parts that are disposed of annually, and
our findings with respect to utilization of such parts, we recommended that the
Department of Defense make a study of Defense-wide practices and procedures
for the utilization of excess spare parts.

Index No. 169 C-65-99
B-133019, December 18, 1964

Unnecessary procurement of AN/APN-99A radar system components resulting
from failures of Warner Robins Air Material Area to make excess spare
components available for installation on new aircraft, Department of the
Air Force

In our review of the management of AN/APN-99A radar system components,
we found that the Aeronautical Systems Division of the Air Force Systems Com-
mand unnecessarily procured components costing about $1,106,000, did not termi-
nate procurement of additional unneeded components costing about $301,000, and
subsequently initiated action to procure additional unneeded components esti-
mated to cost about $668,000. These unnecessary procurements resulted from
the failure of officials of the Warner Robins Air Material Area, Air Force Logistics
Command, to offer spare AN/APN-99A radar system components, which they
had determined were excess to Air Force needs, to the Aeronautical Systems
Division for installation on new aircraft during manufacture. After we advised
officials of the Aeronautical Systems Division that spare AN/APN-99A radar
system components were excess to Air Force needs, arrangements were made to
obtain needed components from Warner Robins Air Material Area. The Aero-
nautical Systems Division purchase requests for components estimated to cost
about $668,000 were then canceled.

We believe that the deficiencies disclosed by our review demonstrate a lack of
proper attention by personnel at Warner Robins to the utilization of excess spare
components to meet the requirements of the Aeronautical Systems Division.
Also, we believe that our findings evidence a lack of effective supervisory and
management control at Warner Robins over the training and performance of
inventory managers.

The Air Force concurred with our findings and has informed us that, as we had
proposed, (1) appropriate Warner Robins personnel have been instructed in the
techniques employed in processing notifications to the Aeronautical Systems
Division of items which are excess to Air Force needs and available for aircraft
installation and (2) the Air Force Logistics Command had brought our findings to
the attention of all inventory managers and their supervisors through corres-
pondence directed to their respective Air Material Areas. We have been informed,
also, that administrative controls have been effected at Warner Robins to eliminate
the conditions cited in our report and that periodic reviews of the effectiveness of
procedural techniques have been and will continue to be made.

We believe that, in addition to the actions taken, there is a need to develop
among inventory managers a greater sense of personal responsibility for conserv-
ing the Government's funds. We recommended that, in order to do this, the
Secretary of the Air Force emphasize to inventory management officials that
failures to take appropriate actions to prevent procurement of unneeded equip-
ment will be considered in making future personnel evaluations and management
assignments. We recommended also that the Secretary of the Air Force require
that, as a last step prior to the award of contracts for equipment needed in the
production or modification of aircraft, the Systems Division obtain from appro-
priate inventory management officials certifications that, after considerations of
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determined needs for spare equipment, world wide inventories of such equipment
are inadequate to meet the needs of the Systems Division.

Index No. 188 C-65-120
B-146772, January 29, 1965

Planned Disposals of Needed Automotive Repair Parts, Department of the Army

Our review of planned disposals of automotive repair parts disclosed that the
Government would have incurred substantial unnecessary costs had we not

brought to the Army Tank-Automotive Center's attention the fact that needed
automotive repair parts were being processed for disposal. We found that, dur-

ing the period February through October 1964, automotive repair parts valued

at about $195,900 were scheduled for sale as surplus at an estimated net loss of
about $182,000 although they were needed by the Army. For example, 46 tank

carrier assemblies valued at $9,016 were to be disposed of although the Center
would need these parts in the near future.

The disposals were taking place because Center officials failed to establish an
interim procedure for use in screening surplus parts against requirements until
an automated procedure would be placed in effect in fiscal year 1965. It was
not until we brought this matter to the attention of Center officials that action
was taken to provide for the screening of requirements against excess property.
As a result, the disposal of repair parts valued at about $195,900 was averted
thereby preventing a net loss to the Government of about $182,000. The interim
procedure will be continued until adequate control is established through the use

of the automated procedure and should result in additional savings.

Index No. 189 C-65-121

B-146931, January 29, 1965

Unnecessary Transportation Costs Incurred Because Available Government
Owned Containers Were Not Used for the Movement of Household Goods,
Department of Defense

We have found that the Department of Defense incurred during 1963 unneces-
sary transportation costs estimated at $2,675,000 because of restrictive instructions
of the Department and the failure of transportation officers to arrange for the use
of available Government-owned metal containers (CONEX transporters) for
the movement of household goods of military personnel from Europe to the United
States. We reported our finding to the Congress because the amount involved is
significant and because future costs for transportation of household goods can be
reduced if adequate corrective measures are taken.

About $2,150,000 of the total unnecessary costs represents the estimated trans-
portation cost of returning empty CONEX transporters to the United States,
which cost could have been avoided had the transporters been furnished to com-
mercial carriers engaged in shipping household goods to the United States for the
military services. For example, we found that empty CONEX transporters
were being shipped from Spain to the United States at the approximate cost of
$125 each for the standard-size container. The remaining $525,000 resulted from
payment of the higher transportation rate applicable when carriers furnish their
own containers for household goods shipments. Had these CONEX containers
been used for the household goods, the transportation rate would have been
reduced by $1.50 for each hundredweight of household goods shipped, in accord-
ance with the rates negotiated between the Department of Defense and the various
associations representing the household goods carriers.

The Department of Defense, in commenting on our findings, agreed that some
unnecessary costs had been incurred and advised us of specific actions being taken
to eliminate such costs, consistent with maintaining satisfactory service in the
movement of household goods. These actions included provisions for making
more use of the CONEX transporters in the shipment of household goods from
overseas to the United States and for making more realistic cost comparisons for
determining the method of shipment producing the lowest cost to the Government.

Index No. 197 C-65-130
B-146917, February 23, 1965

Unnecessary Procurement of Shipping Containers and Packaging Materials for
2.75-Inch Rockets, Department of the Navy

Our review of selected procurements of shipping containers and packaging
material for the 2.75-inch rocket during fiscal year 1964 disclosed that the Depart-
ment of the Navy had failed to use excess stocks valued at $178,000 to meet
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Department of the Army requirements. The failure to use excess stocks occurred
despite the existence of Department of Defense policies which are intended to
ensure effective interservice utilization of excess supplies that are used by more
than one military service.

The improper actions involving the interservice utilization of supplies and
equipment disclosed in this and other reports prepared by this Office reflect a
failure to comply with existing procedures or a failure to exercise appropriate
judgment on the part of individuals at the operating level charged with the
responsibility for carrying out the Department of Defense interservice supply
utilization program.

At the time the Navy received Military Interdepartmental Purchase Requests
from the Army for the shipping containers and packaging materials, the Navy
had on hand items valued at $137,000 which were excess to its known needs and
which could have been furnished to the Army. Nevertheless, the Navy initiated
procurement of additional quantities of the items to fill the Army's requests.

In addition, the Navy had destroyed shipping containers which could have been
used by the Army, and as a result identical containers, costing about $41,000,
were purchased for the Army by the Navy. Although these containers were
destroyed before the receipt of the Army request, notification to the other military
services before the containers were scheduled to be destroyed would have dis-
closed Army needs for the containers and precluded their destruction.

At the time of our review, the contracts for the $178,000 worth of items cited
in the report had already been initiated, but deliveries had not been completed.
After we called this matter to the attention of the Navy, procurement actions
amounting to $103,000 were canceled and Navy stocks were utilized to satisfy
the Army requests. Also, the Deputy Assistant Secretary of Defense (Supply
and Services) in a letter dated November 25, 1964, advised us that the Department
of Defense concurred in the findings set forth in our report and that the Depart-
ment of Defense and the Department of the Navy had taken actions to introduce
improvements in the utilization of ammunition and related material as well as
in the total program of material utilization.

The actions being taken should minimize the possibilities of recurrence of un-
necessary procurement actions resulting from the failure to utilize available stocks,
provided that adequate surveillance over the improved procedures is maintained
by responsible officials in the Department of the Navy and in the Department of
Defense. In view of the improved procedures being initiated by the Department
of Defense and the Navy we did not make any further procedural recommenda-
tions. In the interest of improving interservice utilization of available supplies,
however, we recommended that the Secretary of Defense bring our report to the
attention of individuals concerned with interservicing programs to illustrate that
the effectiveness of procedures depends to a large extent on the ability and initia-
tive of the individuals who are charged with the responsibility for carrying out
the procedures.
Index No. 37 C-64-120
B-146872, May 19, 1964
Unnecessary Costs Being Incurred by Leasing Teletype Equipment Rather Than

Using Available Government-Owned Equipment, Department of Defense
The military departments needlessly spend over $750,000 annually by leasing

teletype machines from commercial communications companies, for use in the
continental United States, instead of using identical or functionally equivalent
Government-owned teletype machines which are not being used and are considered
excess by the military departments. In our examination we identified sufficient
excess Government-owned teletype machines to replace 1,221 teletype machines
being leased for $756,720 annually. We determined that $318,468 could be
saved annually if each military department replaced leased teletype machines
with its own excess Government-owned teletype machines. Additional savings
of $438,252 could be attained by transferring excess Government-owsned teletype
machines from the Army and Navy to the Air Force where they could replace
identical or functionally equivalent leased teletype machines.

These unnecessary expenditures, which represent almost 30 percent of the
amount spent annually by the military departments for leasing teletype machines,
are caused by the failure of the Department of Defense to provide suitable manage-
ment controls, including procedures and regulations, that would require the
military departments to use available Government-owned teletype machines at
installations which have access to Government maintenance.
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The Acting Assistant Secretary of Defense (Installations and Logistics) has
agreed that there are instances where Government-owned teletype machines can
replace leased teletype machines but has stated that such replacements cannot be
accomplished on a large scale because of numerous problems that would be en-
countered in the substitution of Government-owned surplus and/or obsolescent
teletype machines for leased teletype machines. On the basis of our review,
however, we do not believe that the problems are such that large-scale replace-
ments cannot be accomplished.

We recommended, therefore, that the Secretary of Defense require the military
departments to thoroughly review the present leasing of teletype machines and
take immediate action, wherever possible, to use the excess Government-owned
teletype equipment identified in our review rather than to lease identical or
functionally equivalent equipment. We recommended also that the Secretary
require the military departments to determine whether there are, at bases not
included in our review, additional Government-owned teletype machines which
can be substituted for leased equipment.
Index No. 95 C-65-24
B-133313, August 5, 1964
Ineffective Interservice Utilization of Selected Electronic Equipment, Department

of Defense
In our review of the Army's needs for various electronic equipment during

1962 and 1963, we found that equipment valued at $882,700 was available in the
other services but was not transferred until we brought this matter to the Army's
attention. After the equipment was transferred, the Army was able to satisfy
orders from troop installations and to reduce the need for procurements of this
or later versions of the equipment. The Army did not take action to obtain this
equipment prior to our review primarily because interservicing procedures did
not specifically require the Army (1) to recheck with other services for available
assets when a long delay intervened between the initial inquiry and the award
of a contract and (2) to request other services to transfer currently needed equip-
ment although such equipment was to be replaced by procurement of improved
models. In addition, the other military services failed to properly reply to the
Army's requests for assets because inventory managers were reluctant to release
materiel-although they were required to do so by interservicing procedures-or
they did not determine whether assets were available for transfer.

The Assistant Secretary of Defense (Installations and Logistics) stated that
the facts set forth in our report were substantially correct. He stated further
that during and subsequent to the period covered by our report, the Department
of Defense developed and instituted many improved supply management and
interservicing procedures for electronic and other types of equipment. Further
discussion with responsible Department of Defense personnel disclosed that recent
changes in various interservice programs should preclude the recurrence of certain
of the deficiencies disclosed in this report.

While new programs have been instituted, and greater emphasis has been placed
on interservice utilization of assets, the success of such programs will depend upon
the manner in which inventory managers in the services carry out their respon-
sibilities to assure that all releasable equipment is transferred when it is needed
by another service. We recommended therefore that the Secretary of Defense
direct each of the services to emphasize to all the inventory managers that the
maximum utilization of assets within the Department of Defense requires that
they make every effort to identify and transfer all releasable assets to the other
services upon request. We recommended also that the Secretary of Defense
require the internal audit staffs, in their reviews of the Interservice Supply Sup-
port Program, to examine closely any instances in which interservice coordination
has been hindered so that faulty procedures may be corrected and any improper
actions of responsible individuals, including inventory managers, may be noted
in their personnel files for consideration in promotion, reassignment, and other
personnel actions.

Index No. 173 0-65-103
B-133118, December 22, 1964

Failure To Consider Available Assets Resulted in Overstated Needs for Avionics
Test Equipment by the Aviation Supply Office, Philadelphia, Pennsylvania,
Department of the Navy

On March 29, 1963, the Navy's Aviation Supply Office, Philadelphia, Pennsyl-
vania, was planning to purchase 95 test sets for use in testing electronic equipment
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which was to be installed in Navy aircraft. In making its computation of needs
for the test sets, the Aviation Supply Office did not give consideration to two
other test sets it had on hand which could be used to satisfy a portion of its
needs; all three of the test sets could be used interchangeably for testing certain
electronic equipment. After this matter was brought to the attention of the
Aviation Supply Office, plans to purchase 59 of the test sets costing about $186,000
were canceled.

We found that the Aviation Supply Office did not consider all the test sets
which were available because all sets were not included on equipment allowance
lists. Allowance lists are listings which designate quantities of equipment that
installations performing aircraft maintenance are authorized to maintain. The
Aviation Supply Office uses these allowance lists together with other pertinent
supply data in determining quantities of test equipment to be purchased or
disposed of. We found that the two older test sets had been deleted from the
June 1961 allowance lists and therefore were not considered by the Aviation
Supply Office in the computation of its needs.

In commenting on our findings, the Navy advised that the older test sets had
been deleted from the allowance lists but stated that in one case the deletion was
inadvertent and not a procedural defect and that in the other, the set was an

"interim" test set, usable for only a short time. We proposed that effective
instruction and management controls should be provided to assure that items
of significant value remain on appropriate allowance lists. The Navy concurred
in the intent of our proposal but stated that in its opinion the procedures now in
effect are sufficient.

Our review shows that, by considering only those assets on allowance lists in
making its determination of needs, the Aviation Supply Office was overlooking
equipment which was adequate to meet field requirements and which would limit
the quantity of new equipment needed to be purchased. It is obvious, therefore,
that the existing procedures are not sufficient to assure that all alternate and
interchangeable equipment is considered in computing needs. We recommended,
therefore, that the Secretary of the Navy direct that procedures in effect in the
Aviation Supply Office and the Naval Air Technical Services Facility be strength-
ened to assure accurate determination of an item's availability and verification of
its performance capability. In this respect, the Aviation Supply Office should,
in the computation of requirements for additional or new support equipment,
consider as available assets not only equipment shown on allowance lists but
equipment classified and listed as alternate equipment and shown as such on
Naval Air Technical Services Facility listings.

In prior reports issued to the Congress applicable to the supply management of
aeronautical material within the Navy, it was disclosed that deficiences pre-
viously reported by this Office have continued to persist despite the assurance
that corrective action had been taken. The continuing reoccurrence of deficiencies
in supply management illustrate that program development, procedures and
directives do not, of themselves, guarantee that wasteful practices will be avoided.
Therefore, we suggested to the Secretary of the Navy that this report be brought
to the attention of cognizant supervisory personnel responsible for reviewing
supply management activities within the Navy, to illustrate that the value and
effectiveness of directives and procedures depend to a large extent upon the
ability and initiative of the individuals charged with the responsibility of applying
them.

Index No. 72 C-65-1
B-146913, July 13, 1964
Excessive Quantities of Heavy Trucks and Buses at Selected Military Installa-

tions, Department of Defense
Our review of the utilization of 505 commercial-type heavy trucks and buses

at five military installations disclosed that 78, or about 1 in 6, were excess to the
installations' needs. The excesses, having a replacement value of about $589,000,
were at four of the five installations. We found that the excesses had accumu-
lated because responsible management officials had not instituted controls or
taken the action necessary to assure that quantities of these vehicles were kept
commensurate with needs.

The Department of Defense is continually buying trucks and buses to replace
those that are worn out and to meet additional needs. Although procurement is
made centrally by the Department of the Army for all the military services, each
service submits its requirements to the central procuring agency on the basis of
the needs determined at the installation level. Consequently, the failure of an
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installation to identify and report excess vehicles prevents the transfer of theexcess vehicles from that installation to other installations having need for such
vehicles and thereby can result in unnecessary procurement.

In view of the likelihood that the lack of adequate management control overstocks of heavy trucks and buses was leading to unnecessary procurement, we
brought our findings to the attention of the Department of Defense and sug-gested that the Department make a special review of the use of heavy vehicles atother military installations to identify existing excesses and that additional
procedures be instituted to improve the management control over such vehicles
on a continuing basis.

The Department of Defense commented upon our findings and advised us thatour conclusions were generally correct, as evidenced by reductions of motorvehicle inventories effected at the four installations cited. We were advised also
that the Department had instructed the military services to review their reporting
systems with the view of establishing procedures under which excess vehicles
could be more easily identified. The Department did not consider it necessary,
however, to make special reviews of the utilization of heavy vehicles by othermilitary installations to determine whether these installations also had excess
stocks of heavy vehicles. The Department based its position on its confidence inthe general adequacy of the regulations in effect during our review.

Our findings related to a review of about 2 percent of the total dollar value ofheavy vehicles held by the Department of Defense. If our findings are repre-
sentative of the general situation with regard to such vehicles, the aggregate valueof excess heavy vehicles at all Department of Defense locations could be as muchas $30 million. In view of the significant value of the excesses that could exist
at other military installations and because the regulations now in effect areessentially the same as those in effect at the time of our review, we do not concurin the Department's view that special reviews of heavy vehicle needs are notwarranted. Consequently, we recommended that the Secretary of Defense
direct the military services to perform a special study of their needs for heavy
trucks and buses in relation to their stocks of such vehicles. We recommended
also that the Secretary of Defense maintain close surveillance over the militaryservices' programs for improving their reporting systems to assure that the sys-tems include such management controls and checkpoints as are necessary to
provide reasonable certainty that excesses will be identified and appropriate
action will be taken. We plan to inquire into the sufficiency of the action taken
by the Department of Defense at an appropriate time in the future.
Index No. 130 C-65-59
B-146714, September 23, 1964
Failure of the Air Force To Consider Available Army Aircraft Crash Fire Trucks

in Its Planned Procurements, Department of the Army, Department of the
Air Force

The Department of the Air Force failed to consider 130 available Class 1500
aircraft crash trucks of the Department of the Army in its plans to procure, bythe end of the fiscal year 1966, about 168 similar vehicles at a cost of about $12.5
million. Although the Army was using 112 Class 1500 vehicles, each costing
about $70,000, the vehicles could be released for smaller vehicles, each costing
about $16,000, which are considered adequate for Army purposes. In addition,
18 Class 1500 vehicles costing about $1.3 million are in Army depot stocks or
are being used by Air Force Reserve Recovery Squadrons. These Squadrons
have a very low priority for equipment, and, in some cases, the need for the squad-
rons themselves is questionable.

As disclosed in our May 16, 1962, report to the Congress, "Review of Develop-
ment and Management of Selected Aircraft Crash Fire Trucks in the Department
of Defense" (B-146714), the Army procured the Class 1500 vehicles for use incombating missile propellant fires but later found it impracticable to fight such
fires. At about the same time, the Air Force and Navy had a need for similarvehicles for use in fighting fires resulting from aircraft crashes. When we called
this matter to the attention of the Department of Defense in October 1961, the
Air Force and Navy were directed to determine whether utilization of the Army's
trucks was feasible. Our current review has disclosed that the Air Force deter-
mined, without the aid of appropriate tests, that the Class 1500 vehicle was not
suitable and refused to utilize it.

We brought our current review findings to the attention of the Secretary of
Defense on April 15, 1964, and recommended that independent tests of the Army
Class 1500 vehicle as a crash truck be conducted to determine whether the vehicle
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is adequate for that purpose and, if so, that the Air Force be required to use
it instead of purchasing a similar quantity of P-4 crash trucks. The Department
of Dcfense advised us that our recommendation was being carried out and that,
if the Class 1500 vehicles successfully pass the tests, arrangements would be made
for the transfer of some of the vehicles to meet Air Force requirements currently
planned to be filled by the P-4 crash truck.
Index No. 46 C-64-129
B-146S95, June 5, 1964
Available Government Quarters and Messes not Used by Military Personnel

Attending Classes at Contractors' Facilities, Department of the Air Force
The Government has incurred unnecessary costs in connection with training

programs conducted at contractors' plants because Government facilities avail-
able nearby were not fully utilized to house and feed servicemen attending the
training classes. In our review of training programs conducted by eight contrac-
tors between March 1961 and December 1963, we found that unnecessary costs
of about $110,000 had been incurred at four of the contractor locations where
Government quarters and messing facilities were nearby and could have been
used. The servicemen, however, arranged for food, lodging, and transportation
individually and received maximum per diem allowances.

Our review was directed primarily to training programs of the Air Force.
However, we considered the availability of quarters and messing facilities of all
the military departments, and our findings at one location involved Navy as well
as Air Force personnel. With respect to the Air Force, we believe that the failure
to fully utilize Government facilities was attributable to the lack of aggressive
action on the part of the Air Training Command in making necessary arrange-
ments for the housing, feeding, and transporting of trainees attending classes in
the vicinity of Government installations. As a result of our review, Air Force
regulations have been revised to provide for greater consideration of the possible
utilization of Government facilities in connection with training programs. Cur-
rent information furnished by the Air Force indicates that such facilities are now
being used to a greater extent. For example, at two of the four locations covered
by our review, more than $80,000 will be saved because Government facilities
are now being used in connection with current training programs.

The Department of Defense has advised us that it is the policy of the Depart-
ment of the Navy to use available Government quarters and messing facilities,
wherever practicable, in connection with its training programs at contractors'
plants and that the principal using agencies within the Department of the Army
have been instructed to examine their procedures in handling temporary duty
assignments to civilian contracts schools in order to make maximum use of Gov-
ernment quarters and messing facilities.

Our review indicated that in certain instances greater cooperation between the
military services and between the several Air Force commands could result in
additional utilization of Government facilities and further reduce the cost of
training programs. We therefore recommended that the Secretary of Defense
direct the military services and their subordinate commands to cooperate fully
in providing the facilities and personnel necessary to furnish meals and lodging to
servicemen attending classes at nearby schools or contractors' plants, whenever
such action will result in savings to the Government. In making such arrange-
ments, it should be recognized that it may be necessary and proper to expend
funds for extra help or for making quarters ready for occupancy if overall savings
to the Government can be anticipated as a result of a reduction in per diem costs.
Index No. 84 C-65-13
B-125037, July 28, 1964
Unnecessary Payments of Basic Allowance for Quarters to Military Personnel,

Department of the Navy
The Government is incurring unnecessary costs estimated at $191,000 annually

because-military personnel on permanent duty at the Naval Hospital, Oakland
California; the Naval Air Station, Whidbey Island, Washington; and the Naval
Air Station, Patuxent River, Maryland, are paid quarters allowances when they
could be occupying available rent-free Government quarters. The payments
were made as a result of what we believe were unreasonable management decisions
that Government quarters were not available. These decisions were made on the
basis that the Government quarters (1) were located at a nearby naval installation
rather than at the duty site, (2) were reserved for transient personnel despite the
availability of other rent-free accommodations for these personnel, and (3) were



88 ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965

scheduled for deactivation to reduce station operating costs although there is acontinuing need for the quarters. Moreover, since we found deficiencies in theassignment of Government quarters at three of the six installations we reviewed,
we believe that the failure to utilize available quarters could be widespread
throughout the naval establishment.

The Assistant Secretary of the Navy (Financial Management) in commenting
on our findings expressed the position that it would be inappropriate to assignavailable Government quarters at the Naval Air Station, Alameda, to officers atthe Naval Hospital, Oakland, California, because of the inconvenience and
adverse living conditions involved in such assignments. He further contended
that bachelor officers' quarters at the Naval Air Station, Whidbey Island, are notadequate for occupancy by officers permanently assigned to that station. How-ever, after a review of the facts in each case, it is our opinion that these quarters
are adequate and could be occupied by the officers involved without unduly
inconveniencing them or adversely affecting their living conditions.

We were further advised by the Assistant Secretary that the Navy recognizethat there is a need to reactivate the housing at Solomons Annex, Naval AirStation, Patuxent River, and that such housing would be reactivated as current
and forseeable requirements dictate. However, since basic allowance for quarters
is currently being paid to Navy members who could be occupying the quarters atSolomons Annex, we are of the opinion that these quarters should be immediately
reactivated.

In light of the findings disclosed in our report and because of the shortage ofavailable military housing as reported to the Congress by the Secretary of Defense
during the appropriation hearings for fiscal year 1964 and the attendant need toutilize military housing to the maximum practicable extent, we recommended
that the Secretary of the Navy direct that-

(1) Action be taken to discontinue the payments of basic allowance for
quarters to the officers below the rank of lieutenant commander at the Naval
Hospital, Oakland, and the Naval Air Station, Whidbey Island, since
adequate Government quarters are available for use by these officers.

(2) The Government-owned housing at Solomons Annex be activated
immediately.

(3) A study be made of the administration of military housing in the
Department of the Navy to determine whether conditions similar to those
discussed in this report exist at other naval installations and that appropriate
corrective action be taken as required.

Index No. 143 C-65-72
B-153839, October 16, 1964
Unnecessary per Diem Payments Made to Military Personnel Assigned to

Temporary Duty at Bath, Maine, Department of the Navy.
Our review disclosed that about $637,000 in unnecessary payments of per diem

were made to ships' crew members for temporary duty between December 1959
and June 1963 in connection with the construction of ships at a commercial
shipyard in Bath, Maine, because available Government quarters and messine
facilities at the Naval Air Station, Brunswich, Maine, about 7 miles from Bath,
were not used by the crew members. The unnecessary payments could have been
avoided if the responsible Navy officials had directed that the Brunswick facilities
be used by the crew members. We found that such facilities could have been made
available without detriment to the crew members involved and would have
resulted in savings to the Government. For example, 12 officers and 78 enlisted
men reported for temporary duty at Bath at various dates between June 19 and
October 10, 1961, and were paid per diem totaling about $64,900. During this
period there were at least 170 vacancies in the enlisted men's barracks and at
least 16 vacancies in the officers' quarters at BrunswicL. Had Government
quarters and messing facilities been utilized by these crew members, per diem and
transportation costs would have amounted to only about $22,300. Thus, the net
unnecessary cost to the Government because these crew members did not use
available quarters and messing facilities totals about $42,600.

At the time of our review, we estimated that, if Government quarters and
messing facilities at Brunswick were not made available to the crew members
of nine ships scheduled to be constructed at the Bath shipyard during fiscal years
1964, 1965, and 1966, an additional $818,000 in unnecessary payments of per diem
would be made by the Navy.

The Department of the Navy stated that it agreed with our proposal that
available G overnment quarters and messing facilities at the Naval Air Station,
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Brunswick, should be used by the ships' crew members at Bath to the maximum
extent practicable but that it did not fully agree with our conclusions. The Navy
advised us, however, that the Commandant, First Naval District, was being
directed to perform an independent and comprehensive study of the operations
at Bath to determine the extent to which the facilities at Brunswick could be
used. The Navy stated that maximum utilization would be made of the facilities
on the basis of this study. WVe requested the Secretary of the Navy to advise us
of the decision reached in this matter and the basis for it.

In addition, since naval vessels are undergoing construction or conversion by
private contractors at other locations in close proximity to naval installations,
we believe that situations similar to that discussed in our report may exist else-
where. Accordingly, we recommended that the Secretary of the Navy direct
that studies be conducted at those locations to determine whether maximum
utilization is being made of available Government quarters and messing facilities
by nucleus crews. In addition, we recommended that the Secretary of the Navy
provide for the review of this area in the course of periodic internal or management
reviews.
Index No. 71 C-64-155
B-146912, July 7, 1964

Unnecessary Payments for Temporary Lodging Allowances to Military Personnel
in Naples, Italy, Department of Defense

Unnecessary payments of temporary lodging allowances, amounting to about
$114,600 annually, are being made to military personnel stationed in the Naples,
Italy, area because members do not move into suitable permanent quarters as
soon after arrival as the quarters become available or because members pre-
maturely surrender permanent quarters before their departure from Naples.
These unnecessary payments were made because the commanding officers of the
various naval activities in Naples had not established a program under which
the necessity for members to occupy hotel or hotel-like accommodations could
he determined and because the administration and management control over the
payment of temporary lodging allowances had not been effective.

The Department of Defense and the Department of the Navy did not agree
with all our findings concerning the temporary lodging allowance program in
Naples. They contend that, because of the conditions existing in Naples, the
time required for the members to obtain or vacate permanent accommodations
is not excessive. However, our evaluation of the facts surrounding the acquisition
of permanent quarters disclosed the availability of a sufficient number and variety
of apartments to permit the members to select suitable homes in shorter periods
of time than those for which temporary lodging allowances were claimed. More-
over, we could find no apparent justification for the premature surrender of
permanent quarters by the members before leaving Naples.

The Department of Defense did acknowledge that some deficiencies existed,
and we were advised that the Navy had improved its admistrative control and
had implemented an internal review procedure to detect abuse of the temporary
lodging allowance program affecting Navy personnel in Naples.

In our opinion, however, further improvements are needed in the control and
administration of temporary lodging allowance payments. Accordingly, we
recommended that the Secretary of Defense assign to the Commander, Fleet Air
Mediterranean and Naval Activities Mediterranean, responsibility for establishing
and administering a uniform temporary lodging allowance program for all military
personnel in the Naples area. This program, which could be coordinated by the
Commanding Officer, Naval Support Activity, should include provisions for-

1. Denying payment to members reporting for duty at Naples until after
they have registered at the Navy Housing Office.

2. Immediately terminating payments to members who refuse to move
into suitable quarters determined to be available by the Navy Housing
Office or who vacate quarters before departure earlier than determined to be
necessary by that Office.

Index No. 106 C-65-35
B-125037, August 21, 1964
Failure To Use Available Government-Owned Housing at Fort Leonard Wood,

Missouri, Department of the Army
Our review of the utilization of Government-owned quarters at Fort Leonard

Wood, Missouri, disclosed that the Government was unnecessarily paying to
enlisted men quarters allowances estimated to be over $125,000 annually to
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provide their own housing while Government-owned quarters remained needlessly
vacant for long periods of time. An average of 93 housing units, representing
an investment by the Government of over $1.6 million, were unnecessarily vacant
during the 8-month period ended August 16, 1963. The unnecessary vacancies
occurred because the number of housing units designated for officer occupancy
continually exceeded officer needs and the installation failed to assign these
quarters to enlisted personnel. Had these housing units been occupied, the
Government's mortgage payments could have been offset by the savings in
quarters allowances, as originally intended by the Congress.

The Deputy Assistant Secretary of Defense (Family Housing) advised us that
various corrective actions had been taken since the completion of our review,
including the assigning of officer-designated quarters to enlisted personnel.
We recommended that the Secretary of Defense take the necessary action to
assure that the military services review the allocation of quarters to officers
and enlisted personnel at all installations and make any necessary redesignations
in order to obtain the maximum utilization of Government-owned housing.

Index No. 115 C-65-44
B-146938, August 31, 1964

Uneconomical Practices in Management and Utilization of Government Quarters
at United States Naval Air Station, Barber's Point, Oahu, Hawaii, Depart-
ment of the Navy

Unnecessary payments of allowances of at least $162,000 annually were made
to Navy personnel because family housing units at the United States Naval Air
Station, Barber's Point, Oahu, Hawaii, were vacant for excessive periods of
time, although there was a waiting list of prospective tenants. For example,
one unit remained vacant for 24 days when these quarters could have been cc-
cupied by an officer who received quarters and temporary lodging allowances of
$744 for this period becaused he was not furnished quarters. Another unit re-
mained vacant for 75 davs when they could have been occupied, with the result
that $1,350 in similar allowances were paid unnecessarily. We attribute the
excessive vacancy periods to a lack of adequate planning for maintenance and
renovation work and to poor coordination among the organization responsible for
such work, the office responsible for assigning tenants to family housing units,
and the prospective tenants.

Our findings indicated that the average vacancy period of 17 days between
incoming and outgoing tenants of the Government housing could be substantially
reduced by relatively minor adjustments in procedures. In response to our
suggestion that certain corrective procedures be adopted, the Commanding Officer
at Barber's Point advised us by letter of December 24, 1963, that he agreed with
our findings and that corrective actions had been taken or proposed. In letter of
May 15, 1964, the Commanding Officer at Barber's Point stated that, for the first
4 months of calendar year 1964, the average vacancy period had been reduced to
5.4 days and that the occupancy rate, based on the normal 24-month tour of duty,
was 99.26 percent. The Commanding Officer estimated that the saving to the
Government for this 4-month period was about $59,600. In light of the corrective
actions taken or proposed by the Commanding Officer, we did not make any
further recommendations in our report concerning the management or utilization
of family housing at Barber's Point.

The Department of the Navy concurred with our findings and advised us that
our findings would be brought to the attention of all commands having jurisdiction
over management and utilization of quarters, as an example of the type of de-
ficiencies existing in such areas. Prior to our review, various directives pertaining
to the utilization of Government-owned housing had been in effect. These
directives did not include provisions for reviews by Navy auditors of the utilization
of quarters. As disclosed by various reviews made by this Office, the issuance of
directives cannot be relied upon to assure that necessary corrective actions are
taken. We believe that, as an adjunct to such directives, periodic management
reviews and internal audits are essential to identify locations where maximum
utilization of housing is not being achieved. Accordingly, we recommended that
the Secretary of the Navy provide for the review and evaluation of the adequacy
of the utilization of Government-owned housing units during the course of regular
management reviews and internal audits. Such reviews and evaluations should
help to realize the significant savings obtainable through maximum utilization of
Government-owned housing.
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Index No. 160 C-65-90
B-125037, December 3, 1964
Unnecessary Vacancies in Available Capehart, Wherry, and Other Government-

Owned Family Housing at Fort Knox, Kentucky, Department of the Army
We estimate that the Government unnecessarily paid over $389,000 at Fort

Knox, Kentucky, during the 18-month period ended June 30, 1963, for quarters
allowances to military personnel to provide their own housing, although Capehart,
Wherry, and other Government-owned family housing units at this location re-
mained vacant. On the basis of our examination of housing records, we estimate
that 2,739 vacancies were unnecessary for an average of 38 days each during this
period, for a total in excess of 104,000 days. This vacancy time is equivalent
to 1-year vacancies for 285 housing units which represent an investment by the
Government of over $3 million. Had these housing units been occupied, the
Government's mortgage payments could have been offset by the reductions
in quarters allowance payments, as intended by the Congress.

One of the reasons for the unnecessary vacancies in Government-owned family
housing units was the failure of the Family Housing Officer to obtain applications
from and maintain a waiting list of all military personnel arriving on post who
were eligible to occupy Government-owned family housing. Another reason
for the unnecessary vacancies was the failure of the Housing Officer to control
the time taken to process and renovate family housing units for reoccupancy.

We also found that on March 26, 1963, a report on the status of family housing
at Fort Knox was prepared which showed that 60 members, with dependents,
eligible for Government-owned family housing were living in substandard private
housing; 604 eligible members, with dependents, were living in private housing
costing more than their quarters allowance; and 30 eligible members, with de-
pendents, were living in private housing considered to be an excessive distance
from the post. The report showed also that 78 eligible members whose dependents
were not living in the area desired to move their dependents to Fort Knox and
occupy Government-owned family housing, when available. The adverse effect
on a service member's morale resulting from inefficient management of Govern-
ment-owned family housing at Fort Knox cannot be measured, but there seems
little question that it is substantial since his family's comfort and welfare are
involved.

The Deputy Assistant Secretary of the Army (I&L) (Installations) advised
us that the Army concurred that the procedures in effect were not satisfactory
for providing complete centralized control over the management of family housing.
He advised us also that command actions had been taken at Fort Knox in response
to our proposals to improve controls. He stated, however, that we had failed
to consider factors pertinent to a realistic evaluation of vacancy time, in computing
our estimate of the unnecessary costs. As shown in the report, we reviewed our
facts and the bases for our estimate and found them to be correct. We believe
that agency officials should not make assumptions as to the basis for our calcula-
tions of unnecessary costs involved in our findings but should make positive
determinations because incorrect assumptions generally tend to reduce the full
monetary loss to the Government and may tend to diminish the interest of
responsible officials in the matter.

In order to assure maximum utilization of Government-owned family housing
at all times and to eliminate any unnecessary payments of quarters allowances,
we recommended that the Secretary of Defense require that internal auditors of
the various services give special attention to the utilization of Government-owned
family housing and that the services issue instructions to provide that inefficient
performance of personnel in carrying out their assigned duties in relation to the
management of Government-owned family housing be appropriately noted in
their personnel records for consideration in connection with assignments, promo-
tions, and other personnel matters. Since our report shows that ineffective
management of Government-owned family housing may be widespread, we recom-
mended also that the Secretary of Defense bring our report to the attention of
all personnel responsible for the utilization of Government-owned family housing
throughout the Department of Defense and point out the need to maintain
complete waiting lists and to expedite the renovation and reoccupancy of Govern-
ment-owned family housing units.

46-048-65--
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Index No. 150 C-65-79
B-146950, November 17, 1964

Uneconomical Use of Facilities by the Hawaii National Guard, Department of
Defense

The National Guard Bureau has unnecessarily expended about $183 000 of
Federal funds in fiscal years 1962 and 1963 by constructing a facility in Hawaii
that was not needed in meeting operation requirements, and it may expend an
additional $560,000 for construction in Hawaii if unnecessary projects that have
been approved and programed by the National Guard Bureau are approved by
the Department of Defense and the Congress. Also, a project costing $40,000
was canceled after we questioned the need for the facility.

We found that on the island of Oahu the National Guard Bureau had con-
structed a three-unit armory at Fort Ruger and was planning to construct a
headquarters building, a vehicle maintenance shop, and an engine buildup shop
at Hickam Air Force Base as well as a one-unit armory at Pearl City to satisfy
space requirements that could be met more effectively by the Hawaii National
Guard's utilizing its neighboring Air Force activity on Oahu.

The Deputy Assistant Secretary of Defense (Properties and Installations) has
stated that his investigation into the programing and construction of the allegedly
unneeded facilities does not disclose that these actions resulted from failures of
National Guard management. He pointed out that the programed projects we
questioned had not yet been through the complete review process of the military
departments and the Office of the Secretary of Defense and that they would be
subject to detailed review to determine whether the requirements could be met
by existing facilities.

We believe it is evident that the National Guard Bureau has failed to give
sufficient consideration to the economies possible through more intensive use of
existing facilities in Hawaii. This failure has resulted in the unnecessary expendi-
ture of about $183,000 and potential additional expenditures of about $560,000
for unneeded facilities. Although review by the military departments and the
Department of Defense may result in the cancellation of some or all of the planned
projects in question, it is our opinion that adequate reviews by the National Guard
Bureau would have disclosed that these facility requirements could have been
met by more realistic utilization of existing Hawaii National Guard facilities and
by taking advantage of the facilities available from the active Armed Forces on
Oahu. It is our opinion, also, that these projects should not have been submitted
to higher levels for approval.

We recommended, therefore, that the Secretary of Defense cancel the pro-
gramed construction projects that we identified as being unnecessary and require
the Hawaii National Guard to utilize all available facilities before resorting to
construction. We also recommended that the Secretary of Defense establish
meaningful management controls within the National Guard Bureau to assure that
3nly justifiable construction projects are approved, programed, and constructed.

COMMON SERVICLS WHICH COULD BE CONSOLIDATED

Index No. 8 C-64790
B-146866, March 17, 1964

Excessive Costs Incurred as a Result of Multiple Management of Supplies at the
Atlantic Missile Range, Department of the Air Force

Over $1 million a year in administrative costs could be saved if supply man-
agement at the Atlantic Missile Range were consolidated under the control of
either the Air Force or Pan American World Airways, Inc. These savings would
be realized from reductions in operating costs resulting from the anticipated
decreased volume of supply actions and the need for fewer personnel. Addi-
tional significant savings would likely accrue from a consolidation of the require-
ments of all organizations at the missile range which would permit the lowering
of overall stock levels and a consequent reduction in the amount of funds pres-
entlv invested in inventories. Reductions in inventories and their management
by a single organization should, in turn, minimize the accumulation of excess.
stocks and result in more economical utilization of available storage facilities.
and in reductions in the Lost of supporting equipment, maintenance, and utilities.

Our proposal to consolidate the maeagemnent of supplies was favorably received
bv Pan American World Airways, Inc. In addition, the National Aeronautics.
and Space Administration, a major user of the Atlantic Missile Range, indicated
its acceptance of the proposal. The Air Force, in commenting on our proposal,
stated that it agreed in principle that the consolidation of supplN management.
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functions would be advantageous to the Government but did not indicate that
it accepted consolidation under a single manager. Rather, the Air Force informed
us that jointly with Pan American World Airways, Inc., it had taken action to
reduce duplication between the two organizations by assigning the management
of selected items to each organization. In our opinion, the action initiated by
the Air Force will not achieve the desired elimination of waste inherent in a
multiple management type of operation. The potential annual savings of more
than $1 million is predicated on the establishment of a single manager supply
system, and any action short of this measure will prevent the Government from
realizing savings to the fullest extent possible.

We therefore recommended that the Secretary of Defense designate a single
organization to provide supply support to all organizations at the Atlantic Missile
Range, take prompt action to effect the consolidation of all supply activities at
the range, and advise us of the action taken. The single manager should have
responsibility for all supply items except those, such as missile components, which
are peculiar to the requirements of individual contractors using the range and,
consequently, do not readily lend themselves to centralized management. Recog-
nizing the advantages of maintaining sufficient flexibility to permit the independ-
ent procurement of supplies by individual users in special circumstances, we
further recommended to the Secretary of Defense that, in cooperation with
representatives of the range users, procedures be devised which would permit
such independent procurement actions within reasonable limitations.
Index No. 19 C-64-101
B-146872, April 3, 1964
Excessive Costs of Duplicate Automatic Teletype
Switching Centers in the Military Services,
Department of Defense

The military services will unnecessarily expend about $3,570,000 during the
period July 1964 through December 1966 because the Department of Defense is
delaying the closing of unnecessary duplicate automatic teletype switching centers
at Stockton, California, and Cheltenham, Maryland, until calendar year 1966
although they could be completely closed at the latest by December 31, 1964.
Of this amount, an unnecessary expenditure of about $1,555,000 could be pre-
vented by canceling the leases for 36 switching cabinets and auxiliary equipment
at these Navy switching centers by June 30, 1964, and the remaining unnecessary
expenditure of about $2,015,000 could be prevented by canceling the remaining
leases by December 31, 1964.

The military services operate teletype switching centers adjacent to each other
on the west and east coasts. We found that the message traffic could be handled
by two instead of three switching centers on each coast. We proposed to the
Department of Defense that the message switching functions at Stockton,
California, and Cheltenham, Maryland, be eliminated. The Department of
Defense agreed that the switching centers could be closed and stated that their
discontinuance in the near future had been considered, but that, after- examining
the number of spare terminations (equipment) at the Army and Air. Force
switching centers involved, it was found that the required terminations didinot
exist in sufficient quantities to completely take over the Stockton and Cheltenham
automatic teletype switching functions at this time. Our review disclosed, how-
ever, that the switching of messages for 42 percent of the Stockton and Chelten-
ham tributary stations could be talken over by the nearby Army and Air Force
switching centers and that the leases on enough equipment could be canceled
by June 30, 1964. to effect substantial savings. The remaining switching func-
tions could then be transferred to the Army and Air Force switching centers, and
all the remaining leases could be canceled by December 31, 1964.

We recommended, therefore, that the Secretary of Defense take immediate
steps to eliminate the duplicate facilities by systematically transferring the
switching functions of Stockton and Cheltenham without waiting until the entire
centers are closed.
Index No. 20 C-64-102
1-146880, April 3, 1964
Excessive Costs Resulting From the Operation of Separate Departmental Public

Information Offices, Department of Defense
Our review of public information activities 'within the Department of Defense

disclosed that excessive costs resulted from the operation of separate departmental
public information offices.
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During the last half of fiscal year 1963, there were approximately 450 persons
engaged in public information activities in the Office of the Assistant Secretary of
Defense (Public Affairs) and in the public information offices at the headquarters
level of military departments, at a total cost of about $3.8 million annually. In
our opinion consolidation of the public information activities under a single
Defense organization would permit improved distribution of workload and more
efficient utilization of personnel without detracting from the effectiveness of the
mission and would save an amount estimated at more than $1 million annually.

We submitted a draft report of out findings to the Department of Defense for
comment, indicating the savings which we estimated would result from a con-
solidation of the public information activities of the military departments and the
Office of the Assistant Secretary of Defense (Public Affairs).

In responding to our draft report by memorandum dated January 21, 1964, the
Assistant Secretary of Defense (Public Affairs) advised us that action had been
taken to consolidate, within his office, certain of the public information activities
of the military services and that additional steps are under active consideration to
consolidate within his office other activities now under the information offices of the
individual services. He advised also that detailed management improvement
studies are now in process in connection with certain field information activities
under the individual services.

We believe that the actions already taken by the Assistant Secretary of Defense
(Public Affairs) to eliminate duplication of effort and improve operating efficiency
are commendable. However, we believe that further savings and management
improvements can result from consolidation of activities in the areas identified
above as being under consideration or study. We recommended to the Secretary
of Defense that the studies involving these additional areas of public information
activities be diligently pursued and we requested that we be informed as to the
actions taken as a result of such studies.

LEASE VERSUS PURCHASE (ADP EQUIPMENT, PLANT FACILITIES AND MOTOR VEHICLES)

Index No. 10 C-64-92
B-146812, March 18, 1964
Unnecessary Costs to the Government in the Leasing of Electronic Data Process-

ing Systems by the Aerospace Division of Martin Marietta Corporation,
Baltimore, Maryland; Denver, Colorado; and Orlando, Florida; Department
of Defense

If the contractor, Aerospace Division of Martin Marietta Corporation, Balti-
more, Maryland; Denver, Colorado; and Orlando, Florida, continues to lease the
electronic data processing systems, the Government will incur unnecessary cost of
about $7.7 million over a 5-year period because the contractor will pay rentals
greater than the full purchase and maintenance cost to the Government, including
interest on the investment. The amount of the unnecessary cost will increase to
about $13 million at the end of a 6-year period, and the Government will have
incurred unnecessary costs totaling about $37 million at the end of a 10-year
period. Furthermore, neither the Government nor the contractor will own the
equipment even though amounts significantly in excess of the purchase cost of
the equipment will have been paid.

While our report dealt only with the cost of leasing versus purchasing data pro-
cessing equipment installed at Martin Marietta, it was based on the concept of
central ownership and management of data processing equipment by the Govern-
ment as a whole rather than from the standpoint of individual contractors or using
agencies as has been the practice in the past. The General Accounting Office, as
part of an over-all program for the review of the financial advantages of purchas-
ing rather than leasing electronic data processing equipment, has issued a series of
reports on this subject to the Congress, including B-I 15369 dated March 1963 and
B-146732 dated April 1963. In these reports we recommended that the President
of the United States establish in his organization a central management office
suitably empowered with authority and responsibility to make decisions on the
procurement and utilization of data processing equipment, with the objective of
obtaining and utilizing all needed facilities at the lowest cost to the Government.
We further recommended that, until the necessary coordinating organization is
established, the Secretary of Dcfense direct that the acquisition and use of data
processing equipment be administered by one department or agency of the mili-
tary establishment which would act as a clearing house for data processing equip-
ment requirements and usage.

The contractor generally disagreed with our finding that the Government was
incurring unnecessary costs through the leasing of electronic data processing
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equipment by Martin and commented upon the economic advantages of leasing
rather than purchasing from its own standpoint as an individual Government
contractor. Our finding, however, is predicated on the fact that most electronic
data processing equipment is general purpose in nature and can be used to perform
different kinds of tasks once programmed to do so. Such equipment, if no longer
needed for its originally intended purpose, can be placed in use for other purposes
in other activities if purchased by the Government rather than leased by the
contractor.

The Department of Defense, in its comments to us on the subject of lease
versus purchase, advised us that it agreed with the basic concept that the equip-
ment should be acquired and utilized on the basis of maximum economic ad-
vantage to the Government as a whole. We were advised also that the military
departments had initiated studies to reappraise leases of electronic data process-
ing equipment by Government contractors and that, upon completion of these
studies, the Department of Defense would take the necessary action to realize
financial savings that may be available. We were further advised that the
Department of Defense was considering a revision of the Armed Services Procure-
ment Regulation that would, under certain conditions, limit reimbursement of
lease costs to the equivalent of contractor ownership costs.

We recommended to the Secretary of Defense that immediate consideration be
given either (1) to purchasing the equipment installed at Martin or (2) to limiting
the amounts Martin is permitted to charge to Government contracts to an ap-
propriate allocation of the cost of ownership. The allocation of the cost of
ownership should be based upon a realistic estimate of the total useful life of the
equipment and should not be limited to the period of time it is anticipated to be
used in its present application. Also, the Department of Defense, on September
28, 1963, issued a directive which requires that consideration be given to purchas-
ing data processing equipment for use at Government installations and at con-
tractors' plants where the equipment is used solely on Government work. This
directive, however, does not apply to contractors engaged predominantly in
Government work. We therefore recommended that this directive be amended
to include a requirement that consideration also be given to purchasing equipment
installed at contractors' plants such as Martin-Marietta where not all, but a
substantial part, of the cost of such equipment will become a part of Government
contract prices. Consideration should also be given to providing for the contractor
to pay a reasonable charge for its use of the equipment in its non-Government
activities.

Index No. 28 C-64-110
B-146732, April 23, 1964
Unnecessary Cost to the Government in the Leasing of Electronic Data Processing

Systems by The Boeing Company, Airplane Division, Wichita, Kansas,
Department of Defense.

Our review of the leasing of electronic data processing systems by Thle Boeing
Company, Airplane Division, Wichita, Kansas, primarily for use in performance
of Government contracts, has disclosed that this method of procurement is
substantially more costly. to the Government, in the form of reimbursable costs
and as elenments of. contract prices paid by the Government, than it would be
for the Government to purchase this equipment and furnish it to the contractor
for use on Government work. For instance, for the equipment installed in the
above plant at the tiiie of our review, the leasing costs exceed purchase costs by
about $3.7 million over a 5-year period, about $6.3 million over a 6-year period,
and about $17.3 million over a 10-year period. Moreover, although the Gov-
ernment would have paid during these periods the indicated amounts in excess
of the full purchase price, the Government would not own the equipment and
would be required to continue payment of rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness of
the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equip-
ment, the decisions affecting such costs should be based on the usefulness of
such equipment throughout the Government.

The contractor generally disagreed that purchase of the equipment would be
advantageous. The Department of Defense, however, in its recent comments
to us on the subject of lease versus purchase, has advised us that it agrees with
the basic concept that the equipment should be acquired and utilized on the
basis of maximum economic advantage to the Government as a whole. We
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have been advised also that the military departments have initiated studies to
reappraise leases of electronic data processing equipment of Government con-
tractors and that, upon completion of these studies, the Department of Defense
will take the necessary action to realize financial savings that may be available.
We have been advised further that the Department of Defense is considering a
revision of the Armed Services Procurement Regulation that will, under certain
conditions, limit reimbursement of lease costs to the equivalent of contractor
ownership costs.

We recommended to the Secretary of Defense that immediate consideration
be given either (1) to purchasing the equipment installed at Boeing or (2) to
limiting the amounts Boeing is permitted to charge to Government contracts to an
appropriate allocation of the cost of ownership. The allocation of the cost of
ownership should be based upon a realistic estimate of the total useful life of the
equipment and should not be limited to the period of time it is anticipated to be
used in its present application. Also, the Department of Defense, on September
28, 1963, issued a directive which requires that consideration be given to purchas-
ing data processing equipment for use at Government installations and contrac-
tors' plants where the equipment is used solely on Government work. This
directive, however, does not apply to contractors engaged predominantly in
Government work. We therefore recommended that this directive be amended
to include a requirement that consideration be given also to purchasing equipment
installed at contractors' plants, such as Boeing/Wichita, where not all of the cost
of such equipment but a substantial part of it will become a part of Government
contract prices. We recommended also to the Director, Bureau of the Budget,
that Circular No. A-54 be amended to include a similar requirement. In addition,
we recommended that both of these directives be amended to require the contractor
to pay a reasonable charge for using this equipment in its non-Government
activities.
Index No. 30 C-64-112
B-146732, April 28, 1964
Unnecessary Costs to the Government in the Leasing of an Electronic Data

Processing System by the Chrysler Corporation, Defense Operations Divi-
sion, Center Line, Michigan, Department of the Army.

Our review of the leasing of an electronic data processing system, by Chrysler
Corporation, Defense Operations Division, Center Line, Michigan, primarily for
use in performance of Government contracts, has disclosed that this method of
procurement is substantially more costly to the Government, in the form of
reimbursable costs and as elements of contract prices paid by the Government,
than it would be for the Government to purchase this equipment and furnish it to
the contractor for use on Government work. For instance, for the equipment
installed in the above plant at the time of our review, the leasing costs exceed
purchase costs by about $56,000 over a 5-year period, about $141,400 over a 6-year
period, and about $505,000 over a 10-year period. Moreover, although the Gov-
ernment would have paid during these periods the indicated amounts in excess of
the full purchase price, the Government would not own the equipment and would
be required to continue payment of rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness of
the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equip-
ment, the decisions affecting such costs should be based on the usefulness of such
equipment throughout the Government.

The contractor acknowledged that the concept of a central control agency for
data processing equipment may have some merit when viewed from an overall
Government position and that the Government might experience lesser costs in
the performance of its contracts if such an agency were established, but stated
that this premise lacked validity when applied to its own individual operation.
The Department of Defense, in its recent comments to us on the subject of lease
versus purchase, has advised us that it agrees with the basic concept that the
equipment should be acquired and utilized on the basis of maximum economic
advantage to the Government as a whole. We were advised also that the military
departments have initiated studies to reappraise leases of electronic data process-
ing equipment of Government contractors and that, upon completion of these
studies, the Department of Defense will take the necessary action to realize
fihancial savings that may be available. We were advised further that the De-
partment of Defense is considering a revisien of the Armed Services Procurement
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Regulation that would, under certain conditions, limit reimbursement of lease
costs to the equivalent of contractor ownership costs.

We recommended to the Secretary of Defense that immediate consideration
be given to either (1) to purchasing the system installed at Chrysler's Defense
Operations Division or (2) to limiting the amounts Chrysler is permitted to charge
to Government contracts to an appropriate allocation of the cost of ownership.
The allocation of the cost of ownership should be based upon a realistic estimate
of the total useful life of the equipment and should not be limited to the period
of time it is anticipated to be used in its present application. Also, the Depart-
ment of Defense, on September 28, 1963, issued a directive which requires that
consideration be given to purchasing data processing equipment for use at Gov-
ernment installations and contractors' plants where the equipment is used solely
on Government work. This directive, however, does not apply to contractors
engaged predominantly in Government work. We recommended, therefore, that
this directive be amended to include a requirement that consideration be given
also to purchasing equipment installed at contractors' plants, such as Chrysler's
Defense Operations Division, where not all of the cost of such equipment but a
substantial part of it will become a part of Government contract prices. We also
recommended to the Director, Bureau of the Budget, that Circular No. A-54
be amended to include a similar requirement. In addition, we recommended
that both of these directives be amended to require the contractor to pay a
reasonable charge for using this equipment in its non-Government activities.

Index No. 31 C-64-113
B-146732, April 29, 1964
Unnecessary Costs to the Government in the Leasing of an Electronic Data

Processing System by the Continental Aviation and Engineering Corpora-
tion, Research Division, Detroit, Michigan, Department of Defense

Our review of the leasing of an electronic data processing system, by Con-
tinental Aviation and Engineering Corporation, Research Division, Detroit,
Michigan, primarily for use in performance of Government contracts, has dis-
closed that this method of procurement is substantially more costly to the Govern-
ment, in the form of reimbursable costs and as elements of contract prices paid
by the Government, than it would be for the Government to purchase this equip-
ment and furnish it to the contractor for use on Government work. For instance,
for the equipment installed in the above plant at the time of our review, the
leasing costs exceed purchase costs by about $72,400 over a 5-year period, about
$139,000 over a 6-year period, and about $414,300 over a 10-year period. More-
over, although the Governmenr would have paid during these periods the in-
dicated amounts in excess of the full purchase price, the Government would
not own the equipment and would be required to continue payment of rental
for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contraetors have generally considered the usefulness
of the equipment only at the one location where installed. It is our view, how-
ever, that, when the Government in effect bears the predominant cost of such
equipment, the decisions affecting such costs should be based on the usefulness
of such equipment throughout the Government.

The contractor generally disagreed with our finding and commented upon
the economic advantages of leasing rather than purchasing from its own stand-
point as an individual Government contractor. The Department of Defense,
in its recent comments to us on the subject of lease versus purchase, has advised
us that it agrees with the basic concept that the equipment should be acquired
and utilized on the basis of maximum economic advantage to the Government
as a whole. We have been advised also that the military departments have
initiated studies to reappraise leases of electronic data processing equipment
of Government contractors and that, upon completion of these studies, the
Department of Defense will take the necessary action to realize financial savings
that may be available. We have been advised further that the Department
*of Defense is considering a revision of the Armed Services Procurement Regula-
tion that will, -under certain conditions, limit reimbursement of lease costs to the
equivalent of contractor ownership costs.

We recommended to the Secretary of Defense that immediate consideration
be given either (1) to purchasing the equipment installed at Continental or (2)
to limiting the amounts Continental is permitted to charge to Government con-
tracts to an appropriate allocation of the cost of ownership. The allocation of
the cost of ownership should be based upon a realistic estimate of the total useful
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life of the equipment and should not be limited to the period of time it is antic-
ipated to be used in its present application. Also, the Department of Defense,
on September 28, 1963, issued a directive which requires that consideration be
given to purchasing automatic data processing equipment for use at Government
installations and contractors' plants where the equipment is used solely on Govern-
ment work. This directive, however, does not apply to contractors engaged
predominantly in Government work. Therefore, we recommended that this
directive be amended to include a requirement that consideration be given also
to purchasing equipment installed at contractors' plants, such as Continental,
where not all of the cost of such equipment but a substantial part of it will become
a part of Government contract prices. We also recommended to the Director,
Bureau of the Budget, that Circular No. A-54 be amended to include a similar
requirement. In addition, we recommended that both of these directives be
amended to require the contractor to pay a reasonable charge for using this equip-
ment in its non-Government activities.
Index No. 49 C-64-132
B-146732, June 11, 1964
Unnecessary Costs to the Government in the Leasing of Electronic Data Proc-

essing Systems by General Dynamics Corporation, Fort Worth Division,
Fort Worth, Texas, Department of Defense

Our review of the leasing of electronic data processing systems by General
Dynamics Corporation, Fort Worth Division, Fort Worth, Texas, has disclosed
that this method of procurement is substantially more costly to the Government,
in the form of reimbursable costs and as elements of contract prices paid by the
Government, than it would be for the Government to purchase this equipment
and furnish it to the contractor for use on Government work. For the equip-
ment installed in the above plant at the time of our review, the leasing costs ex-
ceed purchase costs by about $2 million over a 5-year period, about $3.9 million
over a 6-year period, and about $11.5 million over a 10-year period. Moreover,
although the Government would have paid during these periods the indicated
amounts in excess of the full purchase price, the Government would not own the
equipment and would be required to continue payment of rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness
of the equipment only at the one location where installed. It is our view, how-
ever, that, when the Government, in effect, bears the predominant cost of such
equipment, the decisions affecting such costs should be based on the usefulness
of such equipment throughout the Government.

The contractor generally disagreed with our finding and commented upon
the economic advantages of leasing rather than purchasing from its own stand-
point as an individual Government contractor. The Department of Defense, in
commenting on the subject of lease versus purchase, has advised us that it agrees
with the basic concept that the equipment should be acquired and utilized on the
basis of maximum economic advantage to the Government as a whole, but ex-
pressed reservations as to its application where contractor operations are involved.
We have been advised also that the military departments have initiated studies to
reappraise leases of electronic data processing equipment by Government con-
tractors and that, upon completion of these studies, the Department of Defense
will take the necessary action to realize financial savings that may be available.
We have been advised further that the Department of Defense is considering a
revision of the Armed Services Procurement Regulation that will, under certain
conditions, limit reimbursement of lease costs to the equivalent of contractor
ownership costs.

We recommended to the Secretary of Defense that immediate consideration be
given either (1) to purchasing the equipment installed at General Dynamics/
Fort Worth or (2) to limiting the amounts General Dynamics is permitted to
charge to Government contracts to an appropriate allocation of the cost of own-
ership. The allocation of the cost of ownership should be based upon a realistic
estimate of the total useful life of the equipment and should not be limited to the
period of time it is anticipated to be used in its present application.
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Index No. 50 C-64-133
B-146732, June 12, 1964

Unnecessary Costs to the Government in the Leasing of Electronic Data Process-
ing Systems by Aerojet-General Corporation, Sacramento, California,
Department of Defense

Our review of the leasing of electronic data processing systems by Aerojet-
General Corporation, Sacramento, California, primarily for use in performance
of Government contracts, has disclosed that this method of procurement is
substantially more costly to the Government, in the form of reimbursable costs
and as elements of contract prices paid by the Government, than it would be for
the Government to purchase this equipment and furnish it to the contractor for
use on Government work. For the equipment installed in the above plants at
the time of our review, the leasing costs exceed purchase costs by about $901,000
over a 5-year period, about $2.8 million over a 6-year period, and about $10.8
million over a 10-year period. Moreover, although the Government would have
paid during these periods the indicated amounts in excess of the full purchase
price, the Government would not own the equipment and would be required to
continue payment of rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness
of the equipment only at the one location where installed. It is our view, how-
ever, that, when the Government in effect bears the predominant cost of such
equipment, the decisions affecting such costs should be based on the usefulness
of such equipment throughout the Government.

The contractor disagreed with our finding that the Government was incurring
unnecessary costs through the leasing of electronic data processing equipment by
Aerojet-General and stated that ownership and management of data processing
equipment by the Government is neither practical nor economical. The Depart-
ment of Defense, in commenting on the subject of lease versus purchase, has
advised us that it agrees with the basic concept that the equipment should be
acquired and utilized on the basis of maximum economic advantage to the Govern-
ment as a whole but expressed reservations as to its application where contractor
operations are involved. We have been advised also that the military depart-
ments have initiated studies to reappraise leases of electronic data processing
equipment of Government contractors and that, upon completion of these studies
the Department of Defense will take the necessary action to realize financial
savings that may be available. We have been advised further that the Depart-
ment of Defense is considering a revision of the Armed Services Procurement
Regulation that will, under certain conditions, limit reimbursement of lease
costs to the equivalent of contractor ownership costs.

We recommended to the Secretary of Defense that immediate consideration be
given to either (1) purchasing the equipment installed at Aerojet-General or (2)
limiting the amounts Aerojet-General is permitted to charge to Government
contracts to an appropriate allocation of the cost of ownership. The allocation
of the cost of ownership should be based upon a realistic estimate of the total
useful life of the equipment and should not be limited to the period of time it is
anticipated to be used in its present application.

The Department of Defense, on September 28, 1963, issued a directive which
requires that consideration be given to purchasing data processing equipment for
use at Government installations and contractors' plants where the equipment is
used solely on Government work. This directive does not apply, however, to
contractors engaged predominantly in Government work. Therefore, we recom-
mended that this directive be amended to include a requirement that consideration
also be given to purchasing equipment installed at contractors' plants, such as
Aerojet-General, where not all the cost of such equipment, but a substantial part
of it, will become a part of Government contract prices. We also recommended
to the Director, Bureau of the Budget, that Bureau of the Budget Circular No.
A-54 be amended to include a similar requirement. In addition, we ecommended
that both of these directives be amended to require the contractor to pay a reason-
able charge for its use of the equipment in its non-Government activities.
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Index No. 52 C-64-135
B-146732, June 15, 1964
Unnecessary Costs to the Government in the Leasing of Electronic Data Process-

ing Systems by Autonetics, a Division of North American Aviation, Inc.,
Anaheim, California, Department of Defense

Our review of the leading of electronic data processing systems, by Autonetics,
a Division of North American Aviation, Inc., Anaheim, California, primarily for
use in performance of Government contracts, has disclosed that this method of
procurement is substantially more costly to the Government, in the form of
reimbursable costs and as elements of contract prices paid by the Government,
than it would be for the Government to purchase this equipment and furnish
it to the contractor for use on Government work. For the equipment installed
in the above plant at the time of our review, the leasing costs exceed purchase costs
by about $3.2 million over a 5-year period, about $5.9 million over a 6-year
period, and about $17.8 million over a 10-year period. Moreover, although the
Government would have paid during these periods the indicated amounts in
excess of the full purchase price, the Government would not own the equipment
and would be required to continue payment of rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness
of the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equipment,
the decisions affecting such costs should be based on the usefulness of such
equipment throughout the Government.

The contractor agreed that, in view of the increasing use of highly complex
and expensive electronic data processing equipment, every effort should be made
to assure that such equipment is effectively and economically employed. The
Department of Defense, in commenting on the subject of lease versus purchase,
has advised us that it agrees with the basic concept that the equipment should
be acquired and utilized on the basis of maximum economic advantage to the
Government as a whole, but has expressed reservations as to its application
where contractor operations are involved. We have been advised also that the
military departments have initiated studies to reappraise leases of electronic
data processing equipment by Government contractors and that, upon completion
of these studies, the Department of Defense will take the necessary action to
realize financial savings that may be available. We have been advised further
that the Department of Defense is considering a revision of the Armed Services
Procurement Regulation that will, under certain conditions, limit reimbursement
of lease costs to the equivalent of contractor ownership costs.

We recommended to the Secretary of Defense that immediate consideration
be given either (1) to purchasing the equipment installed at Autonetics or (2) to
limiting the amounts Autonetics is permitted to charge to Government constracts
to an appropriate allocation of the -cost of ownership. The allocation of the cost
of ownership should be based upon a realistic estimate of the total life of the equip-
ment and should not be limited to the period of time it is anticipated to be used
in its present applications.

The Department of Defense, on September 28, 1963, issued a directive which
required that consideration be given to purchasing automatic data processing
equipment for use at Government installations and contractors' plants where the
equipment is used solely on Government work. This directive, however, dies
not apply to contactors engaged predominantly in Government work. We, there-
fore, recommended that this directive be amended to include a requirement that
consideration be given also to purchasing equipment installed at contractors'
plants, such as Autonetics, where not all the cost of such equipment, but a sub-
stantial part of it, will become a part of Government contract prices. We recom-
mended also to the Director, Bureau of the Budget, that Bureau of the Budget
Circular No. A-54 be amended to include a similar requirement. In addition,
we recommended that both of these directives be amended to required the con-
tractor to pay a reasonable charge for using this equipment in its non-Government
activities.
Index No. 55 C-64-138
B-133063, June 18, 1964
Unnecessary Costs to the Government in the Leasing of Electronic Data Proc-

essing Equipment by the Finance Center, Fort Benjamin Harrison, Indian-
apolis, Indiana, Department of the Army

Our review of the leasing of certain electronic data processing equipment by
the Army Finance Center, Indianapolis, Indiana, disclosed that this method of
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procurement was substantially more costly to the Government than it would
have been for the Army to exercise an option to purchase offered by the manu-
facturer. We brought this matter to the attention of the Army and estimated
that, if it continued to lease this equipment, the Government would incur un-
necessary costs of about $1.15 million in the next 5 years and, thereafter, about
$485,000 for each additional year the equipment was retained.

We have subsequently been informed that the Department of the Army has
purchased this equipment, together with another similar piece of equipment, and
that it expects a net savings to the Government of about $500,000 in less than 3
years. The Department of Defense in commenting on the subject of lease versus
purchase also advised us that it agrees with the basic concept that equipment
should be acquired and utilized on the basis of maximum economic advantage to
the Government as a whole.

The Army Finance Center has basic responsibilities in the military pay area.
We have discussed on several occasions the need for overall improvements in the
administration of the military pay system with Department of Defense officials.
In a letter dated May 14, 1963, we pointed out to the Secretary of Defense that,
although the pay system for the four services is governed by essentially the same
laws and regulations, each independently implements and administers its own
system. This has resulted in wide variations in equipment needs and uses. The
Secretary of Defense has agreed that there is a considerable potential for cost
savings in this area and has informed us that a study is now being made of the
entire military pay structure. It is recognized that, because of the complexity
of the military pay system, this and other necessary actions prior to implemen-
tation will take an appreciable period of time.

Therefore, in view of the potential for substantial savings in the not too distant
future, and the fact that it is reasonable to expect that equipment of this nature
could be used in other Government functions if it is no longer needed in the Army
Finance Center as a result of changes in the military pay system, purchase of
this equipment by the Department of the Army is the most economical method
of accomplishing the Army's data processing work in the pay area during the
interim period.
Index No. 64 C-64-148
B-146732, June 26, 1964
Unnecessary Costs to the Government Through the Leasing of Electronic Data

Processing Systems by the Operating Contractor, ARO, Inc. Arnold Engi-
neering Development Center, Arnold Air Force Station, Tennessee, Depart-
ment of the Air Force

Our review of the leasing of electronic data processing systems by ARO, Inc.,
operating contractor of the Air Force's Arnold Engineering Development Center,
Arnold Air Force Station, Tennessee, has disclosed that leasing is substantially
more costly to the Government, in the form of reimbursable costs to the contrac-
tor, than it would be for the Government to purchase this equipment and furnish
it to the contractor. This equipment is used almost exclusively for Government
work. For the equipment installed at the Arnold Engineering Development
Center at the time of our review, the leasing costs exceed purchase costs by about
$424,000 over a 5-year period, about $432,000 annually after the 5-year period,
and about $2.6 million over a 10-year period. Moreover, although the Govern-
ment would have paid during these periods the indicated amounts in excess of the
full purchase price, the Government would not own the equipment and would be
required to continue payment of rental for further use.

In our draft report, which was forwarded to the Secretary of Defense on No-
vember 7, 1963, we pointed out also that about $116,000 could be saved over the
remaining portion of a 5-year life, or over $900,000 during a 10-year life, if certain
of the components of the systems were purchased as of December 31, 1963. We
proposed that the Air Force consider the purchase of the components of these
systems.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness of
the equipment only at the location where installed. In our opinion, however,
when the Government bears the predominant cost of such equipment, the decision
affecting such costs should be based on the usefulness of such equipment through-
out the Government. The Department of Defense, in recent comments to us on
the subject of lease versus purchase, has stated that it agreed with the basic con-
cept that the equipment should be acquired and utilized on the basis of maximum
economic advantage to the Government as a whole, but expressed reservations
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as to its application where contractor operations are involved. We were advised
also that the military departments had initiated studies to reappraise leases of
electronic data processing equipment leased by ARO, Inc., as well as at other
contractor locations and that, upon completion of these studies, the Department
of Defense would take the necessary action to realize financial savings that may
be available.

In view of the potential savings available to the Government if the electronic
data processing equipment rented by ARO, Inc., is purchased, and the fact that
delavs would minimize or eliminate these savings, we recommended that prompt
consideration be given to the purchase of this equipment by the Department of
Defense.
Index No. 66 C-64-150
B-146732, June 30, 1964
Unnecessary Costs to the Government in the Leasing of Electronic Data Processing

Systems by the Goodyear Aerospace Corporation, Akron, Ohio, Departmelnt
of Defense

Our review of the leasing of electronic data processing systems by Goodyear
Aerospace Corporation, Akron, Ohio, primarily for use in performance of Govern-
ment contracts, has disclosed that this method of procurement is substantially
more costlv to the Government in the form of reimbursable costs and as elements
of contract prices paid by the Government, than it would be for the Government
to purchase this equipment and furnish it to the contractor for use on Government
work. For instance, for the equipment installed in the above plant at the time
of our review, the leasing costs exceed purchase costs by about $174,000 over
a 5-year period, about $402,000 over a 6-year period, and about $1.3 million over
a 10-year period. Moreover, although the Government would have paid, during
these periods, the indicated amounts in excess of the full purchase price, the
Government would not own the equipment and would be required to continue
payment of rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness of
the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equip-
ment, the decisions affecting such costs should be based on the usefulness of such
equipment throughout the Government.

The contractor disagreed with our finding and commented that it would be in
the interest of all concerned if this equipment were to be leased rather than pur-
chased. The Department of Defense, in its recent comments to us on the subject
of lease versus purchase, has advised us that it agrees with the basic concept that
the equipment should be acquired and utilized on the basis of maximum economic
advantage to the Government as a whole. We have been advised also that the
military departments have initiated studies to reappraise leases of electronic
data processing equipment of Government contractors and that, upon completion
of these studies, the Department of Defense will take the.necessary action to
realize financial savings that may be available. We have been advised further
that the Department of Defense is considering a revision of the Armed Services
Procurement Regulation that will, under certain conditions, limit reimbursement
of lease costs to the equivalent of contractor ownership costs.

We recommended to the Secretary of Defense that immediate consideration be
given either (1) to purchasing the equipment installed at Goodyear or (2) to
limiting the amounts Goodyear is permitted to charge to Government contracts
to an appropriate allocation of the cost of ownership. The allocation of the cost
of ownership should be based upon a realistic estimate of the total useful life of
the equipment and should not be limited to the period of time it is anticipated to
be used in its present application. Also, the Department of Defense, on Septem-
ber 28, 1963, issued a directive which requires that consideration be given to
purchasing automatic data processing equipment for use at Government installa-
tions and contractors' plants where the equipment is used solely on Government
work. This directive, however, does not apply to contractors engaged predomi-
nantly in Government work. Therefore, we recommended that this directive be
amended to include a requirement that consideration be given also to purchasing
equipment installed at contractors' plants, such as Goodyear where not all the
cost of such equipment, but a substantial part of it, will become a part of Govern-
ment contract prices. We also recommended to the Director, Bureau of the
Budget, that Circular No. A-54 be amended to include a similar requirement.
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In addition, we recommended that both of these directives be amended to require
the contractor to pay a reasonable charge for using this equipment in its non-
Government activities.
Index No. 85 C-65-14
B-146732, July 31, 1964

Unnecessary Costs to the Government in the Leasing of Electronic Data Proc-
essing Systems by General Electric Company Flight Propulsion Division,
Cincinnati, Ohio, and West Lynn, Massachusetts, Department of Defense

Our review of the leasing of electronic data processing systems, by General
Electric Company, Flight Propulsion Division, at its plants in Cincinnati, Ohio,
and West Lynn, Massachusetts, primarily for use in performance of Government
contracts, has disclosed that this method of procurement is substantially more
costly to the Government, in the form of reimbursable costs and as elements of
contract prices paid by the Government, than it would be for the Government to
purchase this equipment and furnish it to the contractor for use on Government
work. For the equipment installed in the above plants at the time of our review,
the leasing costs exceed purchase costs by about $1.3 million over a 5-year period,
about $2.6 million over a 6-year period, and about $8 million over a 10-year period.
Moreover, although the Government would have paid during these periods the
indicated amounts in excess of the full purchase price, the Government would not
own the equipment and would be required to continue payment of rental for
further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness of
the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equip-
ment, the decisions affecting such costs should be based on the usefulness of such
equipment throughout the Government.

The contractor generally disagreed with our finding that the Government was
incurring unnecessary costs through its leasing of data processing equipment.
The Department of Defense, in commenting on the subject of lease versus pur-
chase, has advised us that it agrees with the basic concept of acquiring and utilizing
electronic data processing equipment in the most economical manner, but ex-
pressed its intention to avoid furnishing data processing equipment to contractors
as Government-furnished equipment unless the equipment is Government-owned
and in an excess status.

In view of the need for more effective and coordinated management of the
procurement and utilization of data processing equipment in the Federal Govern-
ment and the substantial financial savings that can be realized through improved
management of this function, we again recommended that the President of the
United States establish in his organization a central management office suitably
empowered with authority and responsibility to make decisions on the procure-
ment and utilization of data processing equipment with the objective of obtaining
and utilizing all needed facilities at least cost to the Government.

As an interim measure, pending action on the above recommendation, we
recommended that the Secretary of Defense coordinate the acquisition and use
of data processing equipment both within the military establishment and at
defense contractors' locations where the work being performed is predominantly
for the Government. In this regard, we recommended that the Secretary of
Defense give immediate consideration to either (1) purchasing the equipment
installed at General Electric or (2) limiting the amounts General Electric is
permitted to charge to Government contracts to an appropriate allocation of the
cost of ownership. The allocation of the cost of ownership should be based
upon a realistic estimate of the total useful life of the equipment and should not
be limited to the period of time it is anticipated to be used in its present application

The Department of Defense, on September 28, 1963, issued a directive which
requires that consideration be given to purchasing data processing equipment for
use at Government installations and contractors' plants where the equipment is
used solely on Government work. This directive does not apply, however, to
contractors engaged predominantly in Government work. Therefore, we recom-
mended that this directive be amended to include a requirement that considera-
tion be given also to purchasing equipment installed at contractors' plants, such
as General Electric, where not all the cost of such equipment, but a substantial
part of it, will become a part of Government contract prices. We also recom-
mended to the Director, Bureau of the Budget, that Bureau of the Budget Cir-
cular No. A-54, be amended to include a similar requirement. In addition, we
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recommended that both of these directives be amended to require the contractor
to pay a reasonable charge for using this equipment in its non-Government
activities.
Index No. 87 C-65-16
B-146732, July 31, 1964
Unnecessary Costs to the Government in the Leasing of Electronic Data Process-

ing Systems by General Electric Company Heavy Military Electronics De-
partment, Syracuse, New York, Department of Defense

Our review of the leasing of electronic data processing systems by General
'General Electric Company, Heavy Military Electronics Department, Syracuse,
New York, primarily for use in performance of Government contracts, has dis-
closed that this method of procurement is substantially more costly to the Govern-
ment, in the form of reimbursable costs and as elements of contract prices paid by
the Government, than it would be for the Government to purchase this equipment
and furnish it to the contractor for use on Government work. For the equipment
installed in the above plant at the time of our review, the leasing costs exceed pur-
chase costs by about $1 million over a 5-year period, about $2.1 million over a
6-year period, and about $6.8 million over a 10-year period. Moreover, although
the Government would have paid during these periods the indicated amounts in
excess of the full purchase price, the Government would not own the equipment and
would be required to continue payment of rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness of
the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equip-
ment, the decisions affecting such costs should be based on the usefulness of. such
equipment throughout the Government.

The contractor generally disagreed with our finding that the Government was
incurring unnecessary costs through the leasing of electronic data processing
equipment by General Electric Company and commented upon the economic
advantages of leasing rather than purchasing from its own standpoint as an
individual Government contractor. The Department of Defense, in commenting
on the subject of lease versus purchase, has advised us that it agrees with the
basic concept of acquiring and utilizing electronic data processing equipment in
the most economical manner, but expressed its intention to avoid furnishing data
processing equipment to contractors as Government-furnished equipment unless.
the equipment is Government-owned and in an excess status.

In view of the need for more effective and coordinated management of the
procurement and utilization of data processing equipment in the Federal Govern-
ment and the substantial financial savings thatc an .be realized through imroved
management of this function, we again recommended that the President of the
United States establish in his organization a central management office suitably
empowered with authority and responsibility to make decisions on the procure-
ment and utilization of data processing equipment with the objective of obtaining
and utilizing all needed facilities at least cost to the Gover iment.

As an interim measure, pending action on the above recommendation, we
recommended that the Secretarv of Defense coordinate the acquisition and use of
data processing equipment both within the military establishment and at defense
contractors' locations where the work being performed is predominantly for the
Government. In this regard, we recommended that the Secretary of Defense
give immediate consideration to either (1) purchasing the equipment installed at
General Electric/Syracuse or (2) limiting the amounts General Electric is permitted
to charge to Government contracts to an appropriate allocation of the cost of
ownership. The allocation of the cost of ownership should be based upon a realistic
estimate of the total useful life of the equipment and should not be limited to the
period of time it is anticipated to be used in its present application.

The Department of Defense, on September 28, 1963, issued a directive which
requi es that consideration be given to purchasing data processing equipment for
use at Government installations and contractors' plants where the equipment
is used solely on Government work. This directive does not apply, however, to
contractors engaged predominantly in Government work. Therefore, we recom-
mended that this directive be amended to include a requirement and consideration
be given also to purchasing equipment installed at contractors' plants, such as
General Electric/Syracuse, where not all the cost of such equipment, but a sub-
stantial part of it, will -become a, part of Government contract prices. We also
recommended to the Director, Bureau of the Budget, that Bureau of the Budget



ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 105

Circular No. A-54 be amended to include a similar requirement. In addition,
we recommended that both of these directives be amended to require the contrac-
tor to pay a reasonable charge for using this equipment in its non-Government
activities.

Index No. 94 C-65-23
B-146732, August 5, 1964

Unnecessary Costs to the Government in the Leasing of Electronic Data Processing
Systems by General Motors Corporation AC Spark Plug Division, Milwaukee,
Wisconsin, Department of Defense

Our review of the leasing of electronic data processing systems by General
Motors Corporation, AC Spark Plug Division, Milwaukee, Wisconsin, primarily
for use in performance of Government contracts, has disclosed that this method of
procurement is substantially more costly to the Government-in the form of
reimbursable costs and as elements of contract prices paid by the Government-
than it would be for the Government to purchase this equipment and furnish it to
the contractor for use on Government work. For the equipment installed in the
above plant at the time of our review, the leasing costs exceed purchase costs by
about $1.2 million over a 5-year period, about $2.3 million over a 6-year period,
and about $6.7 million over a 10-year period. Moreover, although the Govern-
ment would have paid during these periods the indicated amounts in excess of the
full purchase price, the Government would not owni the equipment and would be
required to continue payment of rental for further use.

In deciding whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness
of the equipment at only the one location where it is installed. It is our view,
however, that, when the Government in effect bears the predominant cost of such
equipment, the decisions affecting the costs should be based on the usefulness of
such equipment throughout the Government.

The contractor generally disagreed with our conclusion that the Government
was incurring unnecessary costs through the leasing of electronic data processing
equipment by the AC Spark Plug Division and commented upon the economic
advantages of leasing rather than purchasing from its own standpoint as an
individual Government contractor. The Department of Defense, in commenting
on the subject of lease versus purchase, has advised us that it agrees with the basic
concept of acquiring and utilizing electronic data processing equipment in the
most economical manner, 'but expressed its intention to avoid furnishing data
processing equipment to contractors as Government-furnished equipment unless
the equipment is Government owned and in an excess status.
* In view of the need for more effective and coordinated management of the pro-
curement and utilization of data processing equipment in the Federal Govern-
ment and the substantial financial savings that can be realized through improved
management of this function, we again recommended that the President of the
United States establish in his organization a central management office suitably
empowered with authority and responsibility to make decisions on the procure-
ment and utilization of data processing equipment with the objective of obtaining
and utilizing all needed facilities at least cost to the Government.
- As an interim' measure, pending action on the above recommendation, we
recommended that the Secretary of Defense coordinate the acquisition and use
of data processing equipment both within the military establishment and at
defense'contractors' locations where the work being performed is predominantly
for the Government. In this regard, we recommended that the Secretary of
Defense give-immediate consideration to either (1) purchasing the equipment
installed at the AC Spark Plug Division or (2) limiting the amounts which the
AC Spark Plug Division is permitted to charge to Government contracts to an
appfopirate allocation of the cost of ownership. The allocation of the cost of
ownership should be based upon a realistic estimate of the total useful life of the
equipment, and should not be limited to the period of time it is anticipated the
equipment will be used in its present application.

The Department of Defense, on September 28, 1963, issued a directive which
requires that consideration be given to purchasing data processing equipment
for. use at Government installations and at contractors' plants where the equip-
ment is used solely on -Government work. This directive does not apply, how-
ever, to contractors engaged predominantly in Government work. Therefore,
'we recommended that this directive be amended to include a requirement that
consideration also be given to purchasing equipment installed at contractors'
tplants, such as the AC Spark Plug Division, where not all the cost of such equip-
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ment, but a substantial part of it, will become a part of Government contractprices. We also recommended to the Director, Bureau of the Budget, that Bureauof the Budget Circular No. A-54 be amended to include a similar requirement.In addition, we recommended that both of these directives be amended to requirethe contractor to pay a reasonable charge for using this equipment in its non-
Government activities.
Index No. 99 C-65-28
B-146732, August 12, 1964
Unnecessary Costs to the Government in the Leasing of Electronic Data ProcessingSystems by the Boeing Company, Aero-Space Division, Seattle, Washington,

Department of Defense.
Our review of the leasing of electronic data processing systems by the BoeingCompany, Aero-Space Division, Seattle, Washington, primarily for use in per-formance of Government contracts, has disclosed that this method of procure-ment is substantially more costly to the Government, in the form of reimbursablecosts and as elements of contract prices paid by the Government, than it wouldbe for the Government to purchase this equipment and furnish it to the contractorfor use on Government work. For the equipment installed in the Aero-SpaceDivision at the time of our review, the leasing costs exceed purchase costs byabout $10.3 million over a 5-year period, about $17.8 million over a 6-year period,and about $47.6 million over a 10-year period. Moreover, although the Govern-ment would have paid during these periods the indicated amounts in excess ofthe full purchase price, the Government would not own the equipment and

would be required to continue payment of rental for further use.
In considering whether equipment of this nature should be leased or pur-chased, Government agencies and contractors have generally considered theusefulness of the equipment only at the one location where installed. It is ourview, however, that, when the Government in effect bears the predominant costof such equipment, the decisions affecting such costs should be based on theusefulness of such equipment throughout the Government.
Tthe contractor disagreed with our conclusion that unnecessary costs will beincurred through the leasing of electronic data processing equipment at the Aero-Space Division. In commenting on the subject of lease versus purchase, theDepartment of Defense has advised us that it agrees with the basic concept ofacquiring and utilizing electronic data processing equipment in the most economi-cal manner, but expressed its intention to avoid furnishing data processing equip-ment to contractors as Government-furnished equipment unless the equipment

is Government owned and in an excess status.
In view of the need for more effective and coordinated management of theprocurement and utilization of data processing equipment in the Federal Govern-ment and the substantial financial savings that can be realized through improvedmanagement of this function, we again recommended that the President of theUnited States establish in his organization a central management office suitablyempowered with authority and responsibility to make decisions on the pocurementand utilization of data processing equipment, with the objective of obtainingand utilizing all needed facilities at least cost to the Government.
As an interim measure, pending action on the above recommendation, werecommended that the Secretary of Defense coordinate the acquisition and use ofdata processing equipment both within the military establishment and at defensecontractors' locations where the work being performed is predominantly for theGovernment. In this regard, we recommended that the Secretary of Defensegive immediate consideration to either (1) purchasing the equipment installed atBoeing or (2) limiting the amounts Boeing is permitted to charge Governmentcontracts to an appropriate allocation of the cost of ownership. The allocationof the cost of ownership should be based upon a realistic estimate of the totaluseful life of the equipment and should not be limited to the period of time it is

anticipated to be used in its present application.
The Department of Defense, on September 28, 1963, issued a directive whichrequires that consideration be given to purchasing data processing equipment foruse at Government installations and contractors' plants where the equipment isused solely on Government work. This directive does not apply, however, tocontractors engaged predominantly in Government work. Therefore, we recom-mended that this directive be amended to include a requirement that considera-tion be given also to purchasing equipment installed at contractors' plants, suchas Boeing, where not all the cost of such equipment, but a substantial part of it,will become a part of Government contract prices. We also recommended to the
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Director, Bureau of the Budget, that Bureau of the Budget Circular No. A-54 be
amended to include a similar requirement. In addition, we recommended that
both of these directives be amended to require the contractor to pay a reasonable
charge for usings this equipment in its non-Government activities.

Index No. 100 C-65-29
B-146732, August 13, 1964

Unnecessary Costs to the Government in the Leasing of Electronic Data Process-
ing Systems by General Electric Company, Light Military Electronics
Department, Utica, New York, Department of Defense

Our review of the leasing of electronic data processing systems by General
Electric Company, Light Ailitary Electronics Department, Utica, New York,
for use in performance of Government contracts has disclosed that this method
of procurement is substantially more costly to the Government, in the form of
reimbursable costs and as elements of contract prices paid by the Government,
than it would be for the Government to purchase this equipment and furnish
it to the contractor for use on Government work. For the equipment installed
in the above plant at the time of our review, the leasing costs exceed purchase costs
by about $840,000 over a 5-year period, about $1.6 million over a 6-year period,
and about $4.9 million over a 10-year period. Moreover, although the Govern-
ment would have paid during these periods the indicated amounts in excess of
the full purchase price, it would not own the equipment and would be required
to continue payment of rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness
of the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equip-
ment, the decisions affecting such costs should be based on the usefulness of such
equipment throughout the Government.

The contractor generally disagreed with our conclusion that the Government
was incurring unnecessary costs through the leasing of electronic data processing
equipment. In commenting on the subject of lease versus purchase, the De-
partment of Defense has advised us that it agrees with the basic concept of
acquiring and utilizing electronic data processing equipment in the most economical
manner but expressed its intention to avoid furnishing data processing equipment
to contractors as Government-furnished equipment unless it is Government
owned and in an excess status.

In view of the need for more effective and coordinated management of the pro-
curement and utilization of data processing equipment in the Federal Government
and the substantial financial savings that can be realized through improved man-
agement of this function, we again recommended that the President of the United
States establish in his organization a central management office suitably em-
powered with authority and responsibility to make decisions on the procurement
and utilization of data processing equipment, with the objective of obtaining and
utilizing all needed facilities at least cost to the Government.

As an interim measure, pending action on the above recommendation, we recom-
mended that the Secretary of Defense coordinate the acquisition and use of data
processing equipment both within the military establishment and at defense con-
tractors' locations where the work being performed is predominantly for the
Government. ID this regard, we recommended that the Secretary of Defense give
immediate consideration to either (1) purchasing the equipment installed at
General Electric or (2) limiting the amounts General Electric is permitted to
charge Government contracts to an appropriate allocation of the cost of ownership.
The allocation of the cost of ownership should be based upon a realistic estimate of
the total useful life of the equipment and should not be limited to the period of
time it is anticipated to be used in its present application.

Index No. 117 C-65-46
B-146732, August 31, 1964

Unnecessary Cost to the Government Through the Leasing of Electronic Data
Processing Systems by Lincoln Laboratory, Massachusetts Institute of
Technology, Lexington, Massachusetts, Department of the Air Force

Our review of the leasing of electronic data processing systems by Lincoln
Laboratory, Massachusetts Institute of Technology, Lexington, Massachusetts,
has disclosed that leasing is substantially more costly to the Government, in
the form of reimbursable costs to the contractor, than it would be for the Govern-
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ment to purchase this equipment and furnish it to the contractor. This equip-
ment is used exclusively for Government work. For the equipment installed
at Lexington, Massachusetts, and Ewajalein Island at the time of our review,
the leasing costs exceed purchase costs by about $2.7 million over a 5-year period,
about $2.3 million annually after the 5-year period, and about $14.4 million over a
10-year period. Moreover, although the Government would have paid during
these periods the indicated amounts in excess of the full purchase price, the
Government would not own the equipment and would be required to continue
payment of rental for further use. Our review disclosed that the contractor,
43 years earlier, had also recognized the advantages of purchasing the largest
of these systems, an IBM 7090 located at Lexington, Massachusetts; however,
a recommendation to do so was rejected by the local management group of the
Department of Defense.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness
of the equipment only at the location where installed. In our opinion, however,
when the Government bears the predominant or, as in this case, the entire cost
of this equipment, the decision affecting such costs should be based on the use-
fulness of this equipment throughout the Government. The Department of
Defense, in commenting on the subject of lease versus purchase, has stated that
it agreed with the basic concept that the equipment should be acquired and utilized
on the basis of maximum economic advantage to the Government as a whole
but expressed reservations as to its application when contractor operations are
involved. We were advised also that the military departments had initiated
studies to reappraise leases of electronic data processing equipment at Lincoln
Laboratory as well as at other contractor locations and that, upon completion
of these studies, the Department of Defense would take the necessary action
to realize financial savings that may be available.

The Department of Defense, on May 21, 1964, advised us of the results of its
reappraisal to date. The Department, for the first time, expressed its intention
to avoid furnishing data processing equipment to contractors as Government-
furnished equipment unless the equipment is already Government owned and in an
excess status. It concluded that lease versus purchase decisions pertaining to
equipment at contractors' plants should be based on anticipated usefulness of the
equipment solely at the plant where it is installed rather than on a Government-
wide basis as we advocated. We believe, however, that the need for more effec-
tive and coordinated management of the procurement and utilization of data
processing equipment in the Federal Government is evident. In view of the sub-
stantial financial savings that can be realized through improved management of
this function, we again recommended that the President of the United States
establish in his organization a central management office suitably empowered
with authority and responsibility to make decisions on the procurement and utili-
zation of data processing equipment with the objective of obtaining and utilizing
all needed facilities at least cost to the Government.

As an interim measure, pending action on the above recommendation, we
recommnended that the Secretary of Defense coordinate the acquisition and use-of
data processing equipment both within the military establishment and at defense
contractors' locations where the work being performed is exclusively or predomi-
nantly for the Government. In this regard, we recommended that, in view of the
potential savings available to the Government if components of the electronic
data processing systems rented by Lincoln Laboratory are purchased and of the
fact that delays would minimize or eliminate these savings, the Secretary of De-
fense give prompt consideration to the purchase of these components.
Index No. 120 C-65-49
B-146732, September 3, 1964
Unnecessary Cost to the Government Through the Leasing of Electronic Data

Processing Systems by Lear Siegler, Inc., Instrument Division, Grand
Rapids, Michigan, Department of Defense

Our review of the leasing of electronic data processing systems by Lear
Siegler, Inc., Instrument Division, Grand Rapids, Michigan., has indicated that
leasing would be substantially more costly to the Government, in the form of
reimbursable costs and as elements of contract prices paid by the Government.
than it would be for the Government to purchase this equipment and furnish it
to the contractor. This equipment is used predominantly for Government work.
For the equipment installed at Lear Siegler, Inc., at the time of our review, the
leasing costs exceed purchase costs by about $345,000 over a 5-year period, about
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$383,000 annually after the 5-year period, and about $2.3 million over a 10-year
period. Moreover, although the Government would have paid during these
periods the indicated amounts in excess of the full purchase price, the Government
would not own the equipment and would be required to continue payment of
rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness
of the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equip-
ment, the decisions affecting such costs should be based on the usefulness of such
equipment throughout the Government.

The Department of Defense, in commenting on the subject of lease versus
purchase, has stated that it agreed with the basic concept that the equipment
should be acquired and utilized on the basis of maximum economic advantage
to the Government as a whole, but expressed reservations as to its application
when contractor operations are involved. We were advised also that the military
departments had initiated studies to reappraise leases of electronic data processing
equipment leased by Lear Siegler as well as at other contractor locations and that,

,upon completion of the studies, the Department of Defense would take the
necessary action to realize financial savings that may be available. The Depart-
'ment of Defense, on May 21, 1964, advised us of the results of its reappraisal
to date. The Department, for the first time, expressed its intention to avoid
furnishing data processing equipment to contractors as Government-furnished
equipment except where excess Government-owned equipment is available for
such use. It concluded that lease versus purchase decisions should be based on
-anticipated usefulness of the equipment solely at the contractor's plant rather
than on a Government-wide basis as we advocated.

We believe, however, that the need for more effective and coordinated man-
agement of the procurement and utilization of data processing equipment in the
Federal Government is evident. In view of the substantial financial savings that
can be realized through improved management of this function, we again recom-
mended that the President of the United States establish in his organization a
central management office suitably empowered with authority and responsibility
to make decisions on the procurement and utilization of data processing equip-
ment with the objective of obtaining and utilizing all needed facilities at least
,cost to the Government.
- As an interim measure, pending action on the above recommendation, we rec-
ommended that the, Secretary of Defense coordinate the acquisition and use of
*data processing equipment both within the military establishment and at defense
contractors' locations where the work being performed is exclusively or pre-
dominantly for the Government. In this regard, we recommended that the
Secretary of Defense give prompt consideration to either (1) purchasing the equip-
-ment installed at Lear Siegler or (2) limiting the amounts Lear Siegler. is per-
mitted to charge to Government contracts to an appropriate allocation of the
-cost of ownership. The allocation of the cost of ownership should be based upon
.a realistic estimate of the total useful life of the equipment and should not be
limited to the period of time it is anticipated to be used in its present application.

The Department of Defense, on September 28, 1963,. issued a directive which
requires that consideration be given to purchasing data processing equipment for
-use at Government installations and contractors' plants where the equipment is
used solely on Government work. This directive does not apply, however, to
-contractors engaged predominantly in Government work. Therefore, we recom-
mended that this directive be amended to include a requirement that considera-
-tion be given also to purchasing equipment installed at contractors' plants, such
as Lear Siegler, where not all the cost of such equipment, but a substantial part
-of it, will become a part of Government contract prices. We also recommended
to the Director, Bureau of the Budget, that Bureau of the Budget Circular No.
A-54 be amended to include a similar requirement. In addition, we recommended
-that both of these directives be amended to require the contractor to payj a reason-
.able charge for using this equipment in its non-Government activities.

Index No. 132 C-65-61
B-146732, September 30, 1964

Unnecessary .Cost to the Government Through the Leasing of Electronic .Data
Processing Systems by the Bacchus Works Hercules Powder Company,
Magna,Utah, Department of Defense

Our review of the leasing of electronic data processing systems by the Bacchus
Works, Hercules Powder Company, Magna, Utah, has disclosed that leasing is
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substantially more costly to the Government, in the form of reimbursable costsand as elements of contract prices paid by the Government, than it would be forthe Government to purchase this equipment and furnish it to the contractor.This equipment is used predominantly for Government work. For the equip-ment installed at Hercules Powder Company as of September 30, 1963, we esti-mated that the leasing costs will exceed the purchase costs by about $1.3 millionover a 5-year period, about $1.1 million annually after the 5-year period, and about$6.8 million at the end of a 10-year period. A reduction by the equipment manu-facturer in the hourly extra-use rate charged for use of the machines in excessof the basic monthly rental period, effective July 1, 1964, will reduce these excesscosts of leasing, but does not seriously diminish the economic advantages of pur-chasing the equipment. Moreover, although the Government will have paidduring these periods almost all the indicated amounts in excess of the full purchaseprice, the Government will not own the equipment and w ill be required to continuepayment of rental for further use.
In determining whether equipment of this nature should be leased or purchased,Government agencies and contractors have generally considered the usefulnessof the equipment only at the one location where it is installed. It is our view,however, that, when the Government in effect exclusively or predominately bearsthe cost of such equipment, the decisions affecting such costs should be based onthe usefulness of the equipment throughout the Government.
The Department of Defense, in commenting on the subject of lease versuspurchase, has stated that it agreed with the basic concept that the equipmentshould be acquired and utilized in the most economical manner. In implementa-tion of this concept, the Department of Defense has determined that automaticdata processing equipment leased by military activities, with an acquisition costof over $225 million, can be purchased at an economic advantage to the Govern-ment. We were informed that, through reprograming of certain uncommittedfunds, the Department planned to make available about $201 million for thepurchase of this equipment during fiscal year 1964 and that the remainder ofthe funds would be requested in subsequent budgets.
We believe, however, that there is a need for more effective and coordinatedmanagement of the procurement and utilization of data processing equipmentin the Federal Government. In view of the substantial financial savings thatcan be realized through improved management of this function, we again recom-mended that the President of the United States establish in his organization acentral management office suitably empowered with authority and responsibilityto make decisions on the procurement and utilization of data processing equipmentwith the objective of obtaining and utilizing all needed facilities at least costto the Government.
As an interim measure, pending action on the above recommendation, werecommended that the Secretary of Defense coordinate the acquisition and useof data processing equipment both within the military establishment and atdefense contractors' locations where the work is performed exclusively or pre-dominantly for the Government. In this regard, we recommended that theSecretary of Defense give prompt consideration to either (1) purchasing theequipment installed at Hercules Powder Company or (2) limiting the amountsHercules Powder Company is permitted to charge to Government contracts toan appropriate allocation of the cost of ownership. The allocation of the costof ownership should be based upon a realistic estimate of the total useful life ofthe equipment, and the useful life should not be limited to the period of time itis anticipated the equipment will be used in its present application.
The Department of Defense, on September 28, 1963, issued a directive whichrequires that consideration be given to purchasing data processing equipmentfor use at Government installations and contractor's plants where the equipmentis used solely on Government work. This directive does not apply, however,to contractors engaged predominantly in Government work. Therefore, werecommended that this directive be amended to include a requirement thatconsideration also be given to purchasing equipment installed at contractors'plants, such as Hercules Powder Company, where not all the cost of such equip-ment, but a substantial part of it, will become a part of Government contractprices. We also recommended to the Director, Bureau of the Budget, thatBureau of the Budget Circular No. A-54 be amended to include a similar require-ment. In addition, we recommended that both of these directives be amendedto require contractors to pay a reasonable charge for using this equipment innon-Government activities.
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Index No. 139 C-65-68
B-146732, October 5, 1964
Unnecessary Costs to the Government Through the Leasing of Electronic Data

Processing Systems bv General Dynamics/Astronautics, a Division of
General Dynamics Corporation, San Diego, California, Department of the
Air Force.

Our review of the leasing of electronic data processing systems by General
Dynamics/Astronautics, a division of General Dynamics Corporation, San Diego,
California, has disclosed that leasing is substantially more costly to the Govern-
ment, in the form of reimbursable costs and as elements of contract prices paid by
the Government, than it would be for the Government to purchase this equipment
and furnish it to the contractor for use on Government work. This equipment is
used exclusively for Government work. For the equipment installed at General
Dynamics/Astronautics at the time of our review, we estimated that the leasing
costs will exceed purchase costs by about $5.2 million over a 5-year period, about
$3.9 million annually after 5 years, and about $24.9 million at the end of 10 years.
A reduction by the equipment manufacturer in the hourly extra-use rate charged
for time the equipment is used in excess of that covered by the basic monthly
rental period, effective July 1, 1964, will reduce these excess costs of leasing, but
does not seriously diminish the economic advantages of purchasing the equipment.
Moreover, although the Government would have paid during these periods the
indicated amounts in excess of the full purchase price, the Government would not
own the equipment and would be required to continue payment of rental for
further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness of
the equipment only at the one location where installed. We believe, however,
that when the Government in effect bears the predominant cost, or as in this case
the entire cost, of such equipment, the decisions affecting such costs should be
based on the usefulness of such equipment throughout the Government.

The Department of Defense, in commenting on the subjcet of lease versus
purchase, has stated that it agreed with the basic concept that automatic data
processing equipment should be acquired and utilized on the basis of maximum
economic advantage to the Government as a whole. In implementation of this
concept, the Department of Defense has determined that automatic data process-
ing equipment leased by military activities, with an acquisition cost of over $225
million, can be purchased at an economic advantage to the Government. The
Department informed us that, through reprograming of ccrtian uncommitted
procurement funds, it planned to make available about $201 million for the
purchase of automatic data processing equipment during fiscal year 1964 and that
the remainder of the funds would be requested in subsequent budgets. However,
the Department expressed its intention to avoid furnishing data processing
equipment to Government contractors as Government-furnished equipment
unless the equipment is already Government owned and in an excess status.

We believe, however, that the need for more effective and coordinated manage-
ment of the procurement and utilization of data processing equipment in the
Federal Government is evident. In view of the substantial financial savings that
can be realized through improved management of these functions, we again
recommended that the President of the United States establish in his organization
a central management office suitably empowered with authority and responsibility
to make decisions on the procurement and utilization of data processing equipment
with the objective of obtaining and utilizing all needed facilities at least cost to
the Government.

As an interim measure, pending action on the above recommendation, we
recommended that the Secretary of Defense coordinate the acquisition and use
of data processing equipment both within the military establishment and as
defense contractors' locations where the work being performed is exclusively or
predominantly for the Government. In this regard, we recommended that the
Secretary of Defense give prompt consideration either (1) to purchasing the
equipment installed at General Dynamics/Astronautics or (2) to limiting the
amounts General Dynamics/Astronautics is permitted to charge to Government
contracts to an appropriate allocation of the cost of ownership. The allocation
of the cost of ownership should be based upon a realistic estimate of the total
useful life of the equipment and should not be limited to the period of time it is
anticipated to be used in its present application.
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Index No. 145 C-65-74
B-146732, October 23, 1964
Excessive Costs to the Government in the Sale and Leaseback of an Electronic

Data Processing System by the Aerojet-General Corporation, Sacramento,
California, Department of Defense

Our review of the leasing of an electronic data processing system by the Aerojet-
General Corporation, Sacramento, California, under a sale and long-term lease-
back agreement disclosed that, unless the administrative agency closely monitors-
the charges made to Government contracts, the Government will incur excess
costs of about $356,000. Although these excess costs would be contrary to the-
current provisions of the Armed Services Procurement Regulation, which limit
rental costs in sale and leaseback arrangements to the amount which the con-
tractor would have received had he retained legal title to the facilities, we foundl
no evidence that the administrative auditors had taken or planned to take any
action to question the payment of this amount to the contractor. In reply to our
draft report, however, the Department of Defense agreed that the leaseback pro--
visions of the Armed Services Procurement Regulation were applicable to this
lease and stated that, when the rental cost under this lease reaches the point of
exceeding ownership costs, the limitations provided by the regulation would be
invoked.

The contractor disagreed with our finding and stated that the excess costs were-
hypothetical and would only be incurred at some time in the future in the un-
likely event that the equipment was not replaced prior to the expiration of the*
lease. However, it seems clear to us that the excess costs are not hypothetical and;
will be incurred unless the administrative agency closely monitors the charges.
made to Government contracts.

We recommended that the Secretary of Defense take appropriate action to'
assure that the amount of rentals Aerojet charges to Government contracts is
closely monitored and that any rentals or costs that might be incurred by Aerojet
in excess of ownership costs of the data processing system not be permitted for-
reimbursement. We recommended also that the Secretary of Defense reemphasize
the need for Government contracting officials to carefully review all types of
contractors' lease arrangements to assure that the Government's interests are-
adequately protected when decisions are made concerning lease versus purchase of
data processing equipment.

Index No. 149 C-65-78-
B-146732, October 30, 1964
Unnecessary Cost to the Government Through the Leasing of Electronic Data

Processing Systems by General Electric Company Missile and Space Di-
vision, Valley Forge, Pennsylvania, Department of Defense

Our review of the leasing of electronic data processing systems by General'
Electric Company, Missile and Space Division, Valley Forge, Pennsylvania, has
disclosed that leasing is substantially more costly to the Government, in the form
of reimbursable costs to the contractor and as elements of contract prices paid by-
the Government, than it would be for the Government to purchase this equipment
and furnish it to the contractor for use on Government work. This equipment is
used primarily for Government work since about 99.8 percent of the work of the-
General Electric Company, Missile and Space Division, is performed under-
Government contracts.- For the equipment installed at General Electric at the-
time of our review, we estimated that the leasing costs exceed purchase costs by
about $2 million over a 5-year period, about $2 million annually after the 5-year
period, and about $12 million over a 10-year period. A reduction by one equip-
ment manufacturer in the hourlv use rate charged for use of the machines in excess-
of the basic monthly rental period, effective July 1, 1964, will reduce these excess-
costs of leasing, but does not seriously diminish the economic advantages of
purchasing the equipment. Moreover, although the Government would have
paid during these periods the indicated amounts in excess of the full purchase-
price, the Government would not own the equipment and would be required to-
continue payment of rental for further use.

In considering whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness-
of the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equip--
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ment, the decisions affecting such costs should be based on the usefulness of such
equipment throughout the Government.

The Department of Defense, in commenting on the subject of lease versus
purchase, has stated that it agrees with the basic concept that the equipment
should be acquired and utilized in the most economical manner. In implemen-
tation of this concept, the Department of Defense has determined that automatic
data processing equipment leased by military activities, with an acquisition cost
of over $225 million, can be purchased at an economic advantage to the
Government. The Department informed us that, through reprograming of
certain uncommitted funds, it planned to make available about $201 million for
the purchase of this equipment during fiscal year 1964, and that the remainder of
the funds will be requested in subsequent budgets. The Department, however,
has expressed its intention to avoid furnishing data processing equipment to
contractors as Government-furnished equipment except where excess Government-
owned equipment is available for such use.

We believe that the need for more effective and coordinated management of
the procurement and utilization of data processing equipment in the Federal
Government is evident. In view of the substantial financial savings that can
be realized through improved management of this function, we again recommended
that the President of the United States establish in his organization a central
management office suitably empowered with authority and responsibility to make
decisions on the procurement and utilization of data processing equipment with
the objective of obtaining and utilizing all needed facilities at least cost to the
Government.

As an interim measure, pending action on the above recommendation, we
recommended that the Secretary of Defense coordinate the acquisition and use
of data processing equipment both within the military establishment and at
defense contractors' locations where the work being performed is exclusively or
predominantly for the Government. In this regard, we recommended that the
Secretary of Defense give prompt consideration either to (1) purchasing the
equipment installed at General Electric Company, Missile and Space Division,
or (2) limiting the amounts General Electric is permitted to charge to Government
contracts to an appropriate allocation of the cost of ownership. The allocation
of the cost of ownership should be based upon a realistic estimate of the total
useful life of the equipment and should not be limited to the period of time it is
anticipated to be used in its present application.

The Department of Defense, on September 28, 1963, issued a directive which
requires that consideration be given to purchasing data processing equipment
for use at Government installations and contractors' plants where the equipment
is used solely on Government work. This directive does not apply, however,
to contractors engaged predominantly in Government work. Therefore, we
recommended that this directive be amended to include a requirement that
consideration be given also to purchasing equipment installed at contractors'
plants, such as General Electric, where not all the cost of such equipment, but
a substantial part of it, will become a part of Government contract prices. We
recommended also to the Director, Bureau of the Budget, that Bureau of the
Budget Circular A-54 be amended to include a similar requirement. In addition,
we recommended that both of these directives be amended to require the
contractor to pay a reasonable charge for using this equipment in its non-
Government activities.
Index No. 159 C-65-89
B-146732, December 2, 1964
Unnecessary Cost to the Government Through the Leasing of Electronic Data

Processing Systems by Defense Electronic Products, Radio Corporation of
America, Camden, New Jersey, Department of Defense

Our review of the leasing of electronic data processing systems by Defense
Electronic Products, Radio Corporation of America, Camden, New Jersey, has
disclosed that leasing is substantially more costly to the Government, in the form
of reimbursable costs and as elements of contract prices paid by the Government,
than it would be for the Government to purchase this equipment and furnish it
to the contractor. This equipment is used predominantly for Government work,
since about 99 percent of the work of Defense Electronic Products is performed
under Government contracts and subcontracts. For the Equipment installed at
the six Defense Electric Products plants at the time of our review, we estimated
that the Government's share of the leasing costs would exceed the purchase
costs by about $3.4 million over a 5-year period, about $2.3 million annually
after 5 years, and about $15.1 million at the end of 10 years. A reduction by one
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of the equipment manufacturers in the hourly extra-use rate charged for use of
the machines in excess of the basic monthly rental period, effective July 1, 1964,
will reduce these excess costs of leasing, but does not seriously diminish the eco-
nomic advantages of purchasing the equipment. Moreover, although the Govern-
ment would have paid during these periods the indicated amounts in excess of the
full purchase price, the Government would not own the equipment and would be
required to continue payment of rental for further use. Our review disclosed also
that 2 years earlier, in November 1961, the contractor had recognized the advan-
tages of purchasing the largest of these electronic data processing systems, but its
recommendation to do so was rejected by the Air Force.

In determining whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness of
the equipment only at the one location where installed. It is our view, however,
that, when the Government in effect bears the predominant cost of such equip-
ment, the decisions affecting such costs should be based on the usefulness of the
equipment throughout the Government.

The Department of Defense, on September 28, 1963, issued a revised Directive
4105.55 which requires that consideration be given to the relative merits of
purchasing data processing equipment for use at Government installations and
at contractors' plants where equipment is acquired and operated solely to process
Government data at Government expense. This requirement is the same as that
included in Bureau of the Budget Circular No. A-54 dated October 14, 1961,
which prescribes policy guidance to the heads of executive departments and
establishments on the selection and acquisition of data processing equipment.
Neither of these directives applies to equipment acquired and operated by con-
tractors, such as Defense Electronic Products, engaged predominantly in Gov-
ernment work.

After we, in our reports, brought the advantages inherent in the purchase of
electronic data processing systems to the Department of Defense's attention, it
determined that automatic data processing equipment leased by military activi-
ties, with an acquisition cost of over $225 million, can be purchased at an economic
advantage to the Government. The Department informed us that, through
reprogramming of certain uncommitted procurement funds, it planned to make
available about $201 million for the purchase of automatic data processing equip-
ment during fiscal year 1964 and that the remainder of the funds would be re-
quested in subsequent budgets. However, the Department expressed its inten-
tion to avoid furnishing data processing equipment to Government contractors
as Government-furnished equipment unless the equipment is already Government
owned and in an excess status.

We believe, however, that the need for more effective and coordinated manage-
ment of the procurement and utilization of data processing equipment of both
Federal Government agencies and their contractors is evident.

The Department of Defense has recently drafted a proposed revision to section
XV of the Armed Services Procurement Regulation which it expects will assist
materially in establishing standards and criteria to ensure that the interests of
the Government are adequately protected in contractors' lease-versus-purchase
determinations. The instruction contemplates that the determination as to
whether purchase of lease is the appropriate method of acquiring the equipment
will be based upon the anticipated useful life of the equipment to the particular
contractor. This criterion is the same as previously expressed by the Department
and is inconsistent with our view that a determination to purchase or lease data
processing equipment should be based on the economic usefulness of the equipment
to the Government as a whole.

In view of the substantial financial savings that can be realized through im-
proved management of the procurement and utilization of data processing
equipment, we again recommended that the President of the United States
establish in his organization a central management office suitably empowered
with authority and responsibility to make decisions on the procurement and
utilization of data processing equipment with the objective of obtaining and
utilizing all needed facilities at least cost to the Government.

As an interim measure, pending action on the above recommendation, we
recommended that the Secretary of Defense coordinate the acquisition and use
of data processing equipment both within the military establishment and at
defense contractors' locations where the work is performed exclusively or pre-
dominantlv for the Government. In this regard, we recommended that the
Secretary of Defense give prompt consideration either (1) to purchasing the
electronic data processing equipment installed at Defense Electronic Products
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or (2) to limiting the amounts Defense Electronic Products is permitted to charge
to Government contracts to an appropriate allocation of the cost of ownership.
The allocation of the cost of ownership should be based upon a realistic estimate
of the total useful life of the equipment and should not be limited to the period
of time it is anticipated the equipment will be used in its present application.

With respect to Directive 4105.55, we recommended to the Secretary of Defense
that this directive be amended to include a requirement that consideration also
be given to purchasing equipment installed at contractors' plants, such as Defense
Electronic Products, where not all of the cost of such equipment, but a substantial
part of it, will become a part of Government contract prices. We recommended
to the Director, Bureau of the Budget, that Bureau of the Budget Circular No.
A-54 be amended to include a similar requirement.

We further recommended that both of these directives be amended to require
contractors to pay reasonable charges for using this equipment in non-Government
activities.
Index No. 184 C-65-114
B-146732, January 19, 1965

Unnecessary Costs to the Government in the Leasing of Electronic Data Process-
ing Systems by McDonnell Aircraft Corporation, St. Louis, Missouri,
Department of Defense

Our review of the leasing of electronic data processing systems by McDonnell
Aircraft Corporation, St. Louis, Missouri, primarily for use in performance of
Government contracts, has disclosed that this method of procurement is sub-
stantially more costly to the Government, in the form of reimbursable costs and
as elements of contract prices paid by the Government, than it would be for the
Government to purchase this equipment and furnish it to the contractor for use
on Government work. For the equipment being leased from the manufacturer
and installed in the above plant at the time of our review, the leasing costs exceed
purchase costs by about $1.1 million over a 5-year period, about $2.4 million over
a 6-year period, and about $7.8 million over a 10-year period. Moreover, although
the Government would have paid during these periods the indicated amounts in
excess of the full purchase price, the Government would not own the equipment
and would be required to continue payment of rental for further use.

A reduction by the equipment manufacturer in the hourly use rate charged for
use of the machines in excess of the normal usage upon which the monthly rental
was based, effective July 1, 1964, will reduce these excess costs of leasing, but
does not seriously diminish the economic advantages of purchasing the equipment.

In determining whether equipment of this nature should be leased or purchased,
Government agencies and contractors have generally considered the usefulness of
the equipment only at the one location where installed. It is our view, however,
that, when the Government bears the predominant cost of such equipment, the
decisions affecting such costs should be based on the usefulness of such equipment
throughout the Government.

The Department of Defense, on September 28, 1963, issued a revised directive
4105.55 which requires that consideration be given to purchasing data processing
equipment for use at Government installations and contractors' plants where the
equipment is used solely on Government work. This directive does not apply,
however, to contractors engaged predominantly in Government work.

The Department of Defense, in commenting on the subject of lease versus
purchase, has stated that it agreed with the basic concept that the equipment
should be acquired and utilized in the most economical manner. In implementa-
tion of this concept, the Department of Defense has determined that automatic
data processing equipment leased by military activities, with an acquisition cost
of over $225 million, can be purchased at an economic advantage to the Govern-
ment. The Department informed us that, through reprogramming of certain
uncommitted funds, it planned to make available about $201 million for the
purchase of this equipment during fiscal year 1964 and that the remainder of the
funds will be requested in subsequent budgets. The Department, however, has
expressed its intention to avoid furnishing data processing equipment to con-
tractors as Government-furnished equipment except where excess Government-
owned equipment is available for such use.

The Department of Defense has recently drafted a proposed revision to section
XV of the Armed Services Procurement 'Regulation which it expects will assist
materially in establishing standards and criteria to ensure that the interests of
the Government are adequately protected in contractors lease-versus-purchase
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determinations. The instruction contemplates that the determination as to
whether purchase or lease is the appropriate method of acquiring the equipment
will be based upon the anticipated useful life of the equipment to the particular
contractor. This criterion is the same as previously expressed by the Department
and is inconsistent with our view that a determination to purchase or lease data
processing equipment should be based on the economic usefulness of the equipment
to the Government as a whole.
. We believe that the need for more effective and coordinated management of
the procurement and utilization of data processing equipment in the Federal
Government is evident. In view of the substantial financial savings that can be
realized through improved management of this function, we again recommended
that the President of the United States establish in his organization a central
management office suitably empowered with authority and responsibility to make
decisions on the procurement and utilization of data processing equipment, with
the objective of obtaining and utilizing all needed facilities at least cost to the
Government.

As an interim measure, pending action on the above recommendation, we
recommended that the Secretary of Defense coordinate the acquisition and use of
data processing equipment both within the military establishment and at defense
contractors' locations where the work being performed is exclusively or pre-
dominantly for the Government. In this regard, we recommended that the
Secretary of Defense give prompt consideration either (1) to purchasing the
equipment installed at McDonnell, or (2) to limiting the amounts McDonnell is
permitted to charge to Government contracts to an appropriate allocation of the
cost of ownership. The allocation of the cost of ownership should be based
upon a realistic estimate of the total useful life of the equipment and should not be
limited to the period of time it is anticipated to be used in its present application.

With respect to Department of Defense Directive 4105.55, we recommended
that this directive be amended to include a requirement that consideration also
be given to purchsaing equipment installed at contractors' plants, such as
McDonnell, where virtually all the costs of such equipment will become a part of
Government contract prices. Also, we recommended that the Director, Bureau of
the Budget, amend Bureau of the Budget Circular No. A-54 to include a similar
requirement. In addition, we recommended that both of these directives be
amended to require the contractor to pay a reasonable charge for using this
equipment in its non-Government activities.
Index No. 185 C-65-115
B-118734, January 25, 1965
Unnecessary Costs Resulting From Leasing Rather Than Purchasing Electronic

Data Processing Equipment at Mare Island Naval Shipyard, Vallejo,
California, Department of the Navy

Our review disclosed that the Department of the Navy's leasing rather than
purchasing International Business Machines computers-one 705 and two 1401's-
at the dates of installation at the Mare Island Naval Shipyard, Vallejo, California,
resulted in unnecessary costs of about $1,571,000 and may result in additional
unnecessary costs of about $575,000. Our review disclosed further that no
consideration was given to purchasing the equipment at the time of installation.
The Navy, however, had other opportunities to purchase the equipment since
lessees of International Business Machines equipment can purchase electronic
data processing equipment any time after the date of installation at reduced
prices. Although consideration was given to purchase of the equipment in 1959
and 1963, purchase action was not initiated because of the lack of funds.

In February 1964, the Navy made substantial purchases of electronic data
processing equipment other than that on lease at the shipyard even though pur-
chase of the shipyard equipment would have produced savings sooner. The
reasons for failure to purchase the equipment were (1) the Navy plans to install
a new computer system at Mare Island at June 30, 1965, and (2) the Navy followed
the Department of Defense policy of considering the usefulness of the system only
at the location where it was installed. Considering the usefulness of these systems.
to the Government as a whole, savings of about $472,000 could have been realized'
if the equipment had been purchased at February 29, 1964. About $441,000 of
the savings could have been realized if this equipment had been purchased by
July 31, 1964.

In view of the vast requirements of the Government for electronic data pro-
cessing equipment, it is neither efficient nor economical to consider only the needs
.of a single installation when deciding whether to purchase or lease electronic data
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processing equipment. Our review indicated that the decision to treat each
installation individually when making such decisions resulted from the interpreta-
tion which the Department of Defense placed upon Bureau of the Budget Cir-
cular No. A-54.

The limitations of this policy were previously reported by this Office in our
report to the Congress, titled "Review of Problems Relating to Management and
Administration of Electronic Data Processing Systems in the Federal Govern-
ment" (B-115369, April 30, 1964). In that report we recommended to the Di-
rector of the Bureau of the Budget that the circular be revised to prescribe that,
-as a minimum, the method of acquisition will be that which results in the greatest
financial advantage to the Government, after considering the needs of the entire
department or agency rather than only the circumstances pertaining to each
installation. In addition we have recommended that the circular require that,
in collaboration with the 1Bureau of the Budget and the General Services Admin-
istration, as appropriate, each agency give consideration to the possible use by
other Government agencies of the equipment being considered after the period
of expected use by the acquiring agency.

In our report to the Congress on our "Study of Financial Advantages of Pur-
chasing Over Leasing Electronic Data Processing Equipment in the Federal
Government" (B-115369, March 6, 1963), we pointed out that there was no
effective coordinating machinery in the Government to give proper consideration
-to lease-purchase decisions from the standpoint of advantage to the Government
:as a whole. Our findings in this case further point up the need for the establish-
ment of a central management office which would administer a procurement and
utilization program for electronic data processing equipment at the lowest possible
,cost, as we recommended to the President of the United States in the above-
mentioned report.

With regard to this particular case, we proposed that the Navy inquire into
the firmness of the planned replacement date for the 705 and the 1401 computers
:and, on the basis of its findings, reappraise the savings possible through purchase
'of the equipment. Also, if any or all the equipment could not be purchased at
.a cost savings for use at Mare Island, we proposed further that the Navy deter-
mine whether the Department of Defense or other military services could make
sufficient use of the equipment, after its replacement at Mare Island, to make the
purchase of the equipment economically advantageous.

In response to our proposals, the Navy has advised us that its plans to replace
the computers at Mare Island in June 1965 remain unchanged but that the Navy
will initiate action to circularize this equipment for consideration of use by the
other military services or by the Office of the Secretary of Defense in accordance
-with instructions issued by the Department of Defense on August 12, 1964.
'This instruction, which was issued after our findings had been brought to the
-attention of the Department of Defense, prescribes basic policies and procedures
governing the continued utilization of excess and replaced automatic data pro-
cessing equipment.

In view of the actions being taken by the Department of the Navy, we did
not recommend any further corrective measures. We did, however,, ask the
Secretary of Defense to advise us of the outcome of the Navy's screening of this
equipment to other potential users.

Index No. 186 C-65-116
B-146732, January 27, 1965

Unnecessary Cost to the Government Through the Leasing of Electronic Data
Processing Systems by Lockheed Missiles & Space Company, Sunnyvale,
California, Department of Defense

Our review of the leasing of electronic data processing systems by Lockheed
Missiles & Space Company, Sunnyvale, California, has disclosed that leasing is
substantially more costly to the Government, in the form of reimbursable costs
to the contractor and as elements of contract prices paid by the Government,
than it would be for the Government to purchase this equipment and furnish
it to the contractor for use on Government work. Because over 99.9 percent of
the work of Lockheed Missiles & Space Company is performed under Government
-contracts, the Government assumes virtually all of the excess cost.

For the 12 selected systems installed at Lockheed at the time of our review, we
estimated that the leasing costs would exceed purchase costs by about $10 million
-over a 5-year period, about $6.3 million annually after 5 years, and about $41.4
million at the end of 10 years. A reduction by the equipment manufacturer in
the hourly extra-use rate charged for use of the machines in excess of the basic
monthly rental period, effective July 1, 1964, and a change in the method of com-
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puting maintenance charges, effective February 1, 1964, will reduce these excesscosts of leasing but does not seriously diminish the economic advantages ofpurchasing the equipment. Moreover, although the Government would have paidduring these periods the indicated amounts in excess of the full purchase priceplus maintenance costs, the Government would not own the equipment and wouldbe required to continue payment of rental for further use.In determining whether equipment of this nature should be leased or purchased,Government agencies and contractors have generally considered the usefulnessof the equipment only at the location where installed. It is our view, however,that, when the Government in effect bears the predominant cost of such equip-ment, the decisions affecting such costs should be based on the usefulness of theequipment throughout the Government. For example, the contractor returned acomponent of one of the systems to the manufacturer in January 1963. Duringthe 30-month period in which this component was installed at Lockheed, leasepayments totaled about 97 percent of the cost to purchase and maintain thisunit for the same period. This component, if owned by the Government, couldhave been transferred to another Government or contractor activity, rather thanreturned to the manufacturer when it was no longer needed at Lockheed.In our reports, we brought the advantages inherent in the purchase of electronicdata processing systems to the attention of the Department of Defense. TheDepartment then determined that automatic data processing equipment leasedby military activities, with an acquisition cost of over $225 million, can be pur-chased at an economic advantage to the Government. The Department, how-ever, expressed its intention to avoid furnishing data processing equipment toGovernment contractors as Government-furnished equipment unless the equip-ment is already Government owned and in an excess status.We believe, however, that there is a need for more effective and coordinatedmanagement of the procurement and utilization of data processing equipmentin the Federal Government. In view of the substantial financial savings thatcan be realized through improved management of this function, we again re-commended that the President of the United States establish in his organizationa central management office suitably empowered with authority and responsi-bility to make decisions on the procurement and utilization of data processingequipment with the objective of obtaining and utilizing all needed facilities atleast cost to the Government.
As an interim measure, pending action on the above recommendation, werecommended that the Secretary of Defense coordinate the acquisition and useof data processing equipment both within the military establishment and atdefense contractors' locations where the work is performed exclusively or pre-dominantly for the Government. In this regard, we recommended that theSecretary of Defense give prompt consideration to either (1) purchasing theequipment installed at Hercules Powder Company or (2) limiting the amounts

Hercules Powder Company is permitted to charge to Goverment contractsto an appropriate allocation of the cost of ownership. The allocation of the costof ownership should be based upon a realistic estimate of the total useful life ofthe equipment, and the useful life should not be limited to the period of timeit is anticipated the equipment will be used in its present application.The Department of Defense, on September 28, 1963, issued a directive whichrequires that consideration be given to purchasing data processing equipmentfor use at Government installations and contractors' plants where the equipmentis used solely on Government work. This directive does not apply, however,to contractors engaged predominantly in Government work. Therefore, werecommended that this directive be amended to include a requirement thatconsideration also be given to purchasing equipment installed at contractors'plants, such as Hercules Powder Company, where not all the cost of such equip-ment, but a substantial part of it, will become a part of Government contractprices. We also recommended to the Director, Bureau of the Budget, that Bureauof the Budget Circular No. A-54 be amended to include a similar requirement.In addition, we recommended that both of these directives be amended to requirecontractors to pay a reasonable charge for using this equipment in non-Govern-ment activities.
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Index No. 76 C-65-5
B-133149, July 15, 1964

Unnecessary Annual Expenditures by the Departments of the Army and the Navy
for Leasing Commercial Facilities To Store Petroleum Products in the Los
Angeles, California, Area, Department of Defense

Our review of the utilization of Government-owned petroleum storage fa-
cilities disclosed that 378,000 barrels of petroleum tankage were being leased
unnecessarily at three commercial facilities in the Los Angeles, California, area
by the Defense Fuel Supply Center, for storage of Army and Navy petroleum
products, at minimum annual storage costs of $245,950. The leasing of the fa-
cilities was unnecessary because 148,000 barrels of this tankage were excess to
stated mobilization and operating needs, and the remaining 230,000-barrel
requirement could be met through use of available storage capacity at Govern-
ment-owned petroleum storage facilities in the area.

During our review, and for a substantial period prior thereto, there was idle
petroleum storage capacity at the Government-owned petroleum storage facilities
at San Pedro, California, that was adequate for the storage of the petroleum
products stored in commercial facilities in the same area. After our review,
additional capacity became available at the Air Force facility in Norwalk, Cali-
fornia. Although it would be necessary to clean and reline the available tanks at
the Navy San Pedro facility to accomodate the fuels stored in the commercial
facilities, our review indicated that this conversion could be made at an estimated
cost of $330,679. The savings to the Government from elimination of the three
commercial leases would amount to at least $245,950 a year after recovery of the
conversion costs.

After our discussion with Department of the Navy personnel, action was taken
to provide the necessary funds to convert some of the available tankage at San
Pedro, California, and the Navy allowed two of the commercial leases to lapse
at June 30, 1963. Although elimination of leasing costs resulted in an annual
savings of $136,650 after recovery of the conversion costs amounting to about
$167,900, no action was taken by the military services to coordinate the total
storage requirements in the area for all the services with the total available Gov-
ernment-owned petroleum storage facilities. As a result, a commercial facility was
still being leased at the time of our report, to store Army gasoline at an annual
cost of $109,300.

On January 17, 1964, the Deputy Assistant Secretary of Defense (Installations
and Logistics) advised us that the conversion of 120,000 barrels of the available
tank capacity at San Pedro had been completed but that present operating and
mobilization requirements preclude the present conversion of additional tank
capacity at the San Pedro petroleum facility to accommodate the Army's storage
needs. We were advised, however, that a study was being made to determine
whether other Government storage at Norwalk, California, could be made avail-
able to meet the needs of departments other than the Air Force.

Subsequently, the Air Force declared 240,000 barrels of storage capacity at
Norwalk excess to its needs. However, we have been informed that no decision
had been made regarding the use of this excess capacity by the other services,
nor, specifically, regarding use by the Army for the mobilization reserve stocks
presently stored in a commercial facility in the area.
. The Deputy Assistant Secretary of Defense (Installations and Logistics) ad-
vised us also that a fully coordinated Department of Defense policy was imple-
mented as a result of our report to the Congress dated July 31, 1963 (B-133149),
concerning excess tankage in the San Francisco, California, area. This policy,
now incorporated into the revised Defense Supply Agency Manual, requires that
a military department coordinate with the other military departments to insure
that neither excess Government-owned storage nor excess commercial facilities
under contract are available or suitable to satisfy specific requirements.

A recent storage utilization conference, conducted subsequent to the establish-
ment of the Department of Defense policy, did not result in action being taken
to terminate the remaining commercial lease. Therefore, there is some question
whether the policy as stated in the Deputy Assistant Secretary of Defense letter
has been fully effective. Accordingly, we recommended to the Secretary of De-
fense that the effectiveness of the implementation of the policy be further re-
viewed. Specifically, we recommended that further consideration be given to
the necessity for leasing the commercial facility at San Pedro, California, to store
automotive gasoline primarily for Army mobilization reserve requirements while
there is available-and unused-tankage capacity for such storage in Govern-
ment-owned petroleum facilities in the Los Angeles area.
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Index No. 137 C-65-66
B-146876, October 2. 1964
Uneconomical Leasing of Motor Vehicles for Use in Assembly and Checkout

Operations at Minuteman Missile Launch Sites and Avoidance of Congres-
sional Controls Relating to Acquisition of Motor Vehicles, Department of
the Air Force

Leasing rather than Government purchasing of motor vehicles for use by the
Boeing Company in the assembly and checkout operations at Minuteman missile
launch sites under Department of the Air Force contracts will result in increased
costs which, on the basis of information available at the time of our review, will
amount to about $1,852,000 for the 1,634 vehicles which Boeing originally esti-
mated would be required. For example, we estimate that the cost of leasing a.
Ford Galaxie sedan for a period of 24 months was $1,023 higher than the cost that
would have been incurred if the Government had purchased the vehicle; the cost
of leasing a Plymouth 9-passenger Suburban station wagon was $1,125 higher.
and the cost of leasing a Chevrolet one-half ton panel truck was $1,141 higher.
The increased costs are attributable to the fact that (1) rental charges are based
on purchase prices of vehicles which are substantially higher than the purchase
prices for comparable vehicles obtainable through the General Services Adminis-
tration and (2) other costs, such as contractors' administration charges and profits,
would not be incurred if the Government purchased the vehicles.

We found also that a means of avoiding controls established by the Congress
over the numbers. types, cost, and utilization of vehicles to be obtained for use
by Government personnel is provided under the lease method. The Air Force
required Boeing to make available for use by Air Force and other Government.
personnel as many as 188 vehicles a day during the period covered by our review

In commenting on these matters the Deputy Assistant Secretary of Defense
(Supply and Services) advised us that he recognized that some cost advantages
would have accrued from Government purchase of the vehicles. It was his
opinion, however, that the action taken by the Air Force wag the best possible
at that time under the circumstances; that congressional controls pertaining to
vehicles were not avoided since they do not apply to vehicles leased by a contractor
and used in the execution of a Government contract; that no new policy should
be undertaken by the Department of Defense on the purchase of passenger
vehicles, but, in peculiar circumstances, such as described in our report, exceptions
to the policy on a case-by-case basis should be made where demonstrable economic
benefit to the Government could be obtained; that consideration was being given
to the need for publication of special guidance to assure recognition of these situa-
tions early in the planning and procurement cycle and that potential savings
should not be overlooked. We do not concur that action taken to obtain vehicles
was the best possible in the circumstances, or that congressional controls relating
to vehicles for use by Government personnel were not avoided.

As a more economical means of obtaining vehicles for the assembly and checkout
operations at missile launch sites and other locations where there is a requirement
for substantial numbers of vehicles and where the contractor does not possess-and
normally, does not, require such transportation capability in its operations, we see
no reason why, with proper planning and man'agement on the part'of Government
organizations concerned, vehicles should not be provided as Government-furnished
equipment. In those cases where it is contemplated that contractors will purchase
or hire vehicles which are to be used solely for the movement of Government
personnel, we feel that justification for such acquisition should be included in the
annual budget estimates pursuant to Bureau of the Budget letter of July 1, 1961,
and as formerly required by 5 U.S.C. 78(d). In order to avoid delays, emergency
requirements could be obtained by short-term lease until the needs have been
reviewed by the Congress.

We recommended that the Secretary of Defense initiate appropriate action to
provide that, where substantial numbers of motor vehicles are required for use by
contractor personnel on major projects and where the contractor does not possess
and normally use such transportation capability, the vehicles be acquired through
direct purchase by the Government and be furnished to the contractors for use in
performing the projects. We recommended also that existing regulations pertain-
ing to the operation and maintenance of Government vehicles be modified to the
extent necessary to enable contractors to meet the exigencies and special needs of
such pr6jects Further, we recommended that; upon 'completion of a contractor's
work on a major project, those Government-furnished vehicles suitable for reten-
tion be used to replace uneconomically reparable vehicles included in the
inventories of Government branches and that vehicles not required for replace-
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ment be disposed of in accordance with established procedures. In regard to
vehicles for use of Government personnel in their work on major projects, we
recommended that the vehicle requirements be included in the annual budgets
submitted to the Congress for review and approval.

POTENTIAL SAVINGS THROUGH USE BY DEFENSE CONTRACTORS OF GSA PROCURE-
MENT SCHEDULES

Index No. 157 C-65-86
B-146920, November 30, 1964
Unnecessary Cost 'to the Government in the Leasing of Electrical Accounting

Machines by General Dynamics/Astronautics, San Diego, California, and
Lockheed Missiles and Space Company, Sunnyvale, California, Department
of Defense

Our review of the leasing of electrical accounting machines by General Dy-
namics/Astronautics, San Diego, California, and Lockheed Missiles and Space
Company, Sunnyvale, California, has disclosed that additional extra-shift rental
costs, amounting to over $78,000 annually, are being incurred because the con-
tractors are leasing this equipment under the terms and conditions of the standard
commercial rental agreements instead of the more favorable terms and conditions
of the General Services Administration rental agreements. Furthermore, exist-
ing Department of Defense and General Services Administration regulations do
not provide for the leasing of electrical accounting machines under General Serv-
ices Administration Federal Supply Schedule contracts by these contractors.
Inasmuch as work at these contractor locations is performed almost exclusively
under Government contracts, the additional costs will be borne by the Govern-
ment. After we brought this matter to its attention, the General Services Ad-
ministration initiated a revision to the Federal Procurement Regulations which
would permit Government contractors, such as General Dynamics/Astronautics
and Lockheed Missiles and Space Company, to utilize the General Services Ad-
ministration rental agreement.

The Department of Defense has informed us that it is now considering a revision
to the Armed Services Procurement Regulation which will require defense con-
tractors to utilize, under appropriate circumstances, the General Services Ad-
ministration agreements in the leasing of electrical accounting machines. The
Department further advised that, should the Armed Services Procurement
Regulation be revised, commercial rental agreements of the contractors involved
could be terminated and the General Services Administration agreements could be
obtained.

In view of the potential savings to the Government through use of the General
Services Administration rental agreements, we recommended that the Secretary
of Defense, in conjunction with the Administrator of General Services, take prompt
action to effect appropriate revisions in the Armed Services Procurement Regula-
tion to implement the concept of Government contractor use of the General
Services Administration rental agreements. We recommended further that the
Secretary of Defense take the necessary actions to effect replacement of the existing
commercial electrical accounting machine leases with the General Seivices ,Admin-
isttttionI lases at Gefi'eal "Dynamics/Astr6oiautics -and Iidkheed Missiles 'and
Space Company and also at other qualifying contractor activities of the Depart-
ment of Defense.
Index No. 192 C-65-125
B-132992, February 9, 1965
Potential Savings Through Procurement of Operating Supplies From General

Services Administration Sources by Martin-Marietta Corporation, Denver
Division, Denver, Colorado, Department of the Air Force

Our review of the procurement of operating supplies by Martin-Marietta Cor-
poration, Denver Division, Denver, Colorado, has disclosed that substantial
savings can be achieved in Government costs under Air Force contracts through
greater utilization of General Services Administration supply sources. Under
current practices, the contractor is purchasing operating supplies from commercial
sources at'prices higher than the prices of comparable items available to Govern-
ment users.through General Services Administration supply sources. During the
3-year period 1960 through 1962, Mlartin-Marietta's procurements through 'com-
inercial sources, rather than through General Services Administration sources,
resulted in additional costs to the Government of over $422,000 for selected items
reviewed. The additional costs included in the contractor's total procurements
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of operating supplies, on the basis of the percentage disclosed by our review of the
selected items, could amount to as much as $1.6 million during the 3-year period.

Furthermore, existing Department of Defense and General Services Adminis-
tration procurement regulations do not provide for the use by the Denver Divi-
sion of Martin-Marietta of General Services Administration sources for the con-
sumable supplies discussed in our report because the contractor is also performing
a minute amount of commercial work and because the costs of such consumable
supplies are not charged to Government contracts direct but are charged through
the contractor's overhead.

After we brought this matter to the attention of the General Services Adminis-
tration, that agency initiated a revision to the Federal Procurement Regulations
which would permit Government contractors, under circumstances such as those
discussed in our report, to utilize its supply sources.

We recommended to the Secretary of Defense that, in consonance with a similar
review being made by the General Services Administration, he review the pro-
visions of the Armed Services Procurement Regulation with the objective of pro-
viding a clear and unequivocal basis for the use of General Services Administration
supply sources in the performance of Government work along the lines proposed
by that agency.

We recommended also to the Secretary of Defense that he require contract
administrators to review existing defense contracts and incorporate the necessary
contract provisions so as to permit the use of General Services Administration
supply sources. We further recommended to the Secretary of Defense that con-
trols be established to assure that either General Services Administration supplies
are utilized by defense contractors, where such use would result in significantly
reduced costs of Government contracts, or the costs of operating supplies charged
to Government contracts and reimbursed to the contractors be limited to the
approximate costs which would be incurred if General Services Administration
supply sources were utilized.

SHORT SHELF-LIFE ITEMS

Index No. 6 0-64-87
B-146865, March 10, 1964

Wasteful Practices in the Management of Age-Controlled Aeronautical Spare
Parts, Department of the Air Force

Our review disclosed that $4.8 million worth of spare parts had been condemned
and committed to disposal by Air Force depots without any examination to deter-
mine their serviceability. Ineffective control over the storage of age-controlled
parts in warehouses and technical orders which were lacking in clarity further
prevented the Air Force from obtaining the benefit of these parts while they were
still serviceable. Examples of such parts would be valves containing synthetic
rubber washers which tend to deteriorate if stored for prolonged periods.
. These deficiencies stemmed chiefly from an unrealistically inflexible policy
of the Air Force Logistics Command which required that age-controlled items
whose prescribed shelf lives had expired be automatically condemned without
regard to their possible remaining usefulness and from the failure of the Command
to furnish clear-cut direction to field organizations responsible for management
of items in this category.

After bringing these matters to the attention of officials in the Department
of the Air Force, corrective action was begun, in the form of revisions to existing
Air Force regulations and directives, to correct some of the deficiencies. The
changes provide that disposition of age-controlled items with expired shelf lives
is to be governed by the results of periodic engineering, tests of the parts. These
tests have already resulted in the extension of the shelf life of age-controlled items
in one large Federal stock class, valued at about $4 million, from 42 to 60 months.
In addition, an estimated $3 million worth of condemned parts were returned to
active stock in fiscal year 1963. The Air Force estimates that the savings resulting
from the retention in active inventories of age-controlled items which were pre-
viously subject to automatic condemnation and disposal may reach $15 million by
June 1965.

In our opinion, the success of the Air Force program for management of age-
controlled parts will largely depend on the extent to which logistics personnel at
the respective Air Materiel Areas comply with the revised procedures. We,
therefore, recommended that the Secretary of the Air Force take action to provide
for periodic internal reviews to assure that age-controlled parts with expired shelf
lives which are capable of continued retention in the active inventory are so
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retained. We recommended also that the Secretary issue clarifying instructions
pertaining to identifying age-controlled parts and issuing the older items in advance
of those having a greater amount of remaining useful life.

Upon inquiry we were informed by the Department of Defense that the Depart-
ment of the Navy maintains a sizable inventory of age-controlled parts and that
it also follows the practice of automatically committing to disposal upon expiration
of their shelf lives those parts which it has categorized as "consumable" items.
In view of the demonstrated savings which appear realizable in the Department
of the Air Force by its departure from this practice, we recommended that the Sec-
retary of Defense consider instituting procedures in the Department of the Navy
to provide for similar inspections for physical condition of consumable items prior
to expiration of their shelf lives, as are now provided by the Air Force for itsinventory of age-controlled parts.

OTHER SUPPLY MANAGEMENT MATTERS
Index No. 7 C-64-89
B-146848, March 17, 1964
Unnecessary Costs Incurred in Furnishing Ammunition for Test-Firing M14Rifles, Department of the Army

The Government incurred unnecessary costs of about $145,000 because theArmy shipped to a contractor, for use in test-firing M14 rifles, ammunition that
either had been (1) manufactured and shipped to Army depots by the rifle manu-
facturer, (2) unnecessarily packaged and then unpackaged by the same contractor,
or (3) 'manufactured by a different contractor and shipped to the rifle manu-
facturer. Army officials were not alert to the obvious savings that could have
resulted by having the contractor retain its own unpackaged ammunition for
test-firing M14 rifles. As a result of our bringing this matter to its attention, the
Army modified its ammunition contract with the contractor to provide for the
diversion of unpackaged ammunition for test-firing M14 rifles being produced bythe same contractor. Such action will result in savings to the Government of
$45,000 in cost of packaging under the current contract. The contract price was
further reduced by $40,610 when the contractor and the Army agreed to diversion
of certain unpackaged ammunition that did not meet contract specifications but
which was considered by the Army as being satisfactory for test-firing the rifles.

We proposed to the Secretary of Defense that he bring the matters covered inthis report to the attention of management officials of the military departments
and emphasize the responsibility of all individuals to be alert to situations whereeconomies can be achieved. The Deputy Assistant Secretary of the Army
(Installations and Logistics) advised us that, in accordance with our proposal,
the facts of this report would be disseminated to contracting and auditing personnel
throughout the Department of Defense.
Index No. 17 C-64-99
B-14Q793, March 31, 1964
Unnecessary Planned Procurement of Major Assemblies for the M151 Utility

Truck, Department.of the Army
Our review of the Department' of the Army's procurement of major assemblies

for the M151 utility truck disclosed that the Army was preparing to incur un-
necessary costs of $284,000 in the procurement of spare engines and other major
assemblies. The planned procurement was canceled after we brought to the
attention of the Army the fact that all required major assemblies had previously
been bought. Responsible Army officials either misunderstood or were unaware
of the Army's policy of prohibiting any rebuild of M151 major assemblies and/or
trucks and of providing for the procurement of only a limited quantity of re-
placement major assemblies.

The Deputy Assistant Secretary of the Army for Logistics advised us on
September 30, 1963, that the Army agreed with our finding and with our proposal
that the Army bring this report to the attention of its management officials and
emphasize the responsibility of each individual to be fully aware of Army policies
and to carry them out in an economical and efficient manner.
* The Deputy Assistant Secretary of 'the Army stated that the lack of awareness
of the Ai151 maintenance policy was caused primarily by the failure of the Army
Tank-Automotive Center's Field Service Directorate to assure that the require-
ments it placed on the Center's Industrial Directorate properly reflected Army
maintenance policy and appropriate urgency. He stated further that certain
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organizational and procedural changes which had been initiated to correct the
unsatisfactory condition were expedited when our finding became known.

The Deputy Assistant Secretary of the Army advised us of further corrective
measures that have been taken to prevent the recurrence of this problem.

Index No. 22 C-64-104
B-146765, April 9, 1964

Uneconomical Practices in the Management of Mobilization Reserve Stocks of
Construction Equipment and Commercial-Type Vehicles, Department of
the Navy

Our review disclosed inadequacies in the management by the Department of

the Navy of its mobilization reserve stocks of commercial vehicles and construc-
tion equipment which resulted in unnecessary costs of about $66,400. The

unnecessary costs were incurred because newly acquired vehicles that had been

earmarked for operating use were shipped via mobilization storage centers instead

of being shipped directly to the users, vehicles being transferred to operating use

were not shipped from the nearest storage location, and usable batteries were

declared excess and either given away or sold as scrap.
Our review dealt with only a sample of all transactions involving mobilization

reserve stocks. In view of the deficiencies disclosed by our review, it seems likely

that, if transactions for all the mobilization reserve stock had been examined, we

would have found a total of unnecessary costs substantially greater than the

amounts disclosed by our review.
The Navy advised us that continuing action was being taken to prevent

further unnecessary disposal of usable material; however, it did not concur with

the specific measures we suggested to prevent unnecessary expenditures, generally

on the basis that the deficiencies were not supported by the specific examples

cited. The record does not support the Navy's position on the matters included
in our report.

Our findings show that there is need for a stronger sense of personal responsibility
on the part of individuals who have responsibility for management of the mobiliza-

tion reserve stock and who consequently are required to make decisions involving

the expenditure of Government funds. We believe that the basic cause for the

absence of this sense of personal responsibility is the failure of the Navy to provide

for management controls to properly evaluate the performance of the individuals
responsible for these decisions. Therefore, we recommended that the Secretary

of the Navy (1) provide for more thorough internal audits and management
reviews of these decisions at the Bureau of Yards and Docks, (2) use the results

of these internal audits and management reviews in evaluating the work per-

formance of the individuals having responsibility in this area, and (3) appropriately

consider, when making personnel evaluations and management assignments, the

manner in which these individuals have discharged their responsibilities and

performed their duties.

Index No. 24 C-64-106
B-146874, April 13, 1964

Unnecessary Procurement Resulting From Failure To Review Requirements for

Nonrecoverable Spare Parts During Fiscal Year 1963, Department of the
Air Force

In our review of the Department of the Air Force management of nonrecoverable

spare parts, we found that procurement was initiated for approximately $13 million

worth of such parts which were already in excess of current requirements. The'

need to reduce excess parts under contract or to be procured was not detected

because the Air Force knowingly excluded nonrecoverable spare parts from its

mid-fiscal-year 1963 review of supply requirements. These parts are primarily

low-cost items but, nevertheless, are a significant part of the inventory. They

are either consumed in use or are considered by the Air Force to be more eco-

nomical to replace then to repair and, consequently, are disposed of when they

become unserviceable.
Headquarters, Air Force Logistics Command, had decided not to include non-

recoverable spare parts in its semiannual requirements review in mid-fiscal-year
1963, and, as a result, the Air Force had contracted for $6 million worth of un-

needed parts and had initiated purchase requests to place an additional $7 million

worth of parts under contract. After we brought this matter to the attention of

Air Force officials, action was taken to terminate all of the procurement except

contracts for $1.8 million worth of supplies which had progressed beyond the

point where the contracts could be economically terminated.
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The Air Force, in commenting on our report, agreed that some needed termina-

tion action had not been taken because nonrecoverable spare parts had been
excluded from the requirements review. The Air Force attributed the situation
to revisions in its method of computing requirements for nonrecoverable spare
parts in July 1962, which resulted in temporary deficiencies until the new system
was ers hlished.

We believe that it should have been apparent to the Air Force that adoption of
the new management system would take some time to become operational and
that meanwhile it would be necessary to determine the inventory status of the
nonrecoverable spare parts by other available means in order to effect timely
contract terminations and avoid losses through overprocurement. A similar
lapse in inventory control by the Air Force during a transitional period, which
resulted in unnecessary procurement actions, was reported by us in May 1963 in
our report to the Congress on "Review of Realignment of Item Management
Responsibilities in the Air Force Logistics Command Pursuant to Implementation
of the Federal Cataloging Program."

The Air Force informed us also that, effective October 15, 1963, it placed in
operation another part of the system for management of nonrecoverable spares
which replaced the former semiannual requirements computation with one of much
greater frequency. The new system should help to prevent deficiencies of the
nature disclosed by our review.

In order to prevent losses to the Government which could occur while major
changes in supply management practices are being instituted, we recommended
that the Secretary of Defense emphasize to the military department the need for
officials of their respective supply organizations to.adopt adequate interim control
measures which shall remain in effect during the transitional period, or until such
time as the new procedures become fully operative.
Index No. 39 C-64-122
B-146881, May 21, 1964
Procurement of Militarily Designed Transmitter When Commercially Designed

Equivalent Was Available at Less Cost, Department of the Navy
During the period June 1958 to July 1962, the Department of the Navy pur-

chased more than 1,100 militarily developed AN/WRT-2 radio transmitters.
Our review disclosed that, at the time these purchases were being made, the Navy
was aware that a commercially developed AN/URC-32 radio transceiver, with
practically equal operational capabilities, was available at less than one half the
cost of the AN/WRT-2 communication system. The same quantity of com-
mercially developed transceivers could have been purchased at about $29 million
less than..the cost of the militarily developed'communication systems. Also,
Navy plans include future pricurements of 768 additional AN/WRT-2 trans-
mitters which could result in further costs of as much as $20 million more than the
cost of a like number of equally capable AN/URC-32 transceivers.

Prior to the first large purchase of the AN/WRT-2 transmitters, Navy engineers
recognized the operational similarity between this set and the AN/URC-32
transceiver and recommended that the commercial transceiver be purchased.
This recommendation was not accepted.

Our findings were presented .to the Department of Defense for comment. In
its reply for the Department of Defense, the Navy informed us that military
necessity required the more expensive transmitter because its higher power output
rating would give reasonable assurance that communication requirements would
be met under manv adverse conditions whereas a radio with lesser power would
be unable to assure communications. Navy tests and fleet experience did not
bear out this claim.

We recommended that the Secretary of Defense appoint a panel of technically
qualified personnel to make an independent and objective evaluation of the
relative capabilities of the AN/WRT-2 and AN/URC-32 and to determine which
of the equipments should be procured.

Also, we recommended that the Secretary of the Navy establish procedures to
ensure that directives in which specific equipments are prescribed to meet stated
requirements be revised when actual experience in the fleet demonstrates equip-
ment capabilities to be beyond the requirements for the use prescribed. We
believe that the adoption of such a policy would have the practical effect of
providing more realistic guidance in the selection and procurement of Navy
equipment.
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Index No. 65 C-64-149
B-133341, June 29, 1964
Unnecessary Cost Incurred in the Procurement of Aircraft Engine Ring and

Vane Assemblies From the Allison Division of General Motors Corporation,
Department of the Navy

* Unnecessary cost of about $310,000 were incurred by the Department of the
Navy because of its failure to terminate orders for aircraft ring and vane assem-
blies that were excess to its needs. In August 1962, after orders for redesigned
ring and vane assemblies for the J71 engines had been placed by the Aviation
Supply Office, a redetermination of aircraft engine requirements by the Bureau of
Naval Weapons disclosed a significant reduction in the need for the J71 engine.
However, the Bureau did not promptly notify the Aviation Supply Office of the
reduced requirements and the orders for the excess assemblies therefore were
not terminated. Had the Aviation Supply Office been promptly notified by the
Bureau, it would have been in a position to initiate timely action to terminate
production of the excess assemblies and thereby prevent the unnecessary expendi-
ture of about $310,000 of Government funds.

A significant savings could still have been realized as late as January 1963 when
we called this matter to the attention of the Aviation Supply Office. At that
time, the Aviation Supply Office requested termination cost information from its
prime contractor, the Allison Division of General Motors Corporation, Indian-
apolis, Indiana. Allison indicated that no substantial savings could be effected.
The Aviation Supply Office, after reviewing the information furnished by Allison,
concluded that termination would not be economical and, therefore, no termina-
tion action was taken. We found, however, that Allison had not advised the
Aviation Supply Office correctly, and, as a result of our findings the Aviation
Supply Office is recovering from the contractor over $97,000 that was unnecessarily
expended as a result of the incorrect termination cost information.

The Navy could have avoided the unnecessary cost of about $310,000 in the
procurement of J71 engine ring and vane assemblies through more effective coordi-
nation and communication between the Bureau of Naval Weapons and the Avia-
tion Supply Office. The ability of the Aviation Supply Office to effectively
provide aeronautical material to support aircraft engines, electronic systems,
and other equipment procured by the Bureau is often dependent upon the Bureau's
determinations of the need for major items. It is important that any change in
requirements determined by the Bureau be communicated promptly to the Avia-
tion Supply. Office in order for the Aviation Supply Office to make sound decisions
and take timely action regarding both outstanding and planned procurements.

In commenting on our findings, the Navy enumerated corrective measures
which may to some extent reduce unnecessary procurement of aircraft engine
parts by the Aviation Supply Office. However, we believe that the Navy has
not taken the corrective action that is necessary to preclude recurrence of the
situation described in our report. In this regard, the Navy has not corrected the
basic cause of these unnecessary costs which is the failure to inform the Aviation
Supply Office promptly of specific changes in aircraft engine requirements. We
therefore recommended that the Navy establish procedures to assure that the
Bureau of Naval Weapons provide the Aviation Supply Office, on a timely basis,
with the results of its requirement studies to enable the Aviation Supply Office to
evaluate this information and take whatever action is required in connection with
outstanding and planned procurements by that office for equipments and com-
ponents associated with the end-items covered in these requirement studies.

The Navy in commenting on the draft of our report indicated that adherence
to its normal procedures for considering the initiation of a contract termination
would in effect accomplish the objective of our suggestion that the accuracy and
reliability of contractors' termination estimates be tested. In view of the Navy's
comments, we did not make any further recommendation on this matter in our
report. However, we will examine into the effectiveness of these procedures in
the additional reviews conducted at the Aviation Supply Office.

The manner in which management officials at the Bureau of Naval Weapons
and the Aviation Supply Office acted in the instances cited in our report clearly
emphasizes the need for a greater sense of individual responsibility over the ex-
penditure of Government funds. Therefore, we recommended also that the Secre-
tary of the Navy direct that appropriate consideration be given to such actions
in evaluating the responsible individuals for future promotions and assignments.
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Index No. 70 C-64-154
B-146914, July 6, 1964
Overstatement of Requirements for Aircraft Electronic Systems Resulted in

Improper Procurement Actions, Department of the Navy
The Navy issued contracts and purchase requisitions for 333 receiver/trans-

mitter groups, valued at about $2,329,000, although it already had sufficient
stocks of this equipment on hand to meet its needs. Our review of the Navy's
plans to buy OA-917B/ASQ-17 receiver/transmitter groups for installation in
new aircraft being procured in 1962 disclosed that 127 of those being procured
were in excess of the Navy's needs. Action had been taken to purchase the
unneeded items because the Aviation Supply Office in its computation of needs
considered that the receiver/transmitter group was being worn-out and needed
to be replaced more frequently than it actually was and, accordingly, the Aviation
Supply Office provided for more spares than were needed. The overstatement
of needs for spares resulted from errors by field installations in reporting the pur-
poses of past issues of the receiver/transmitter group. The field installations, in
reporting past issues, failed to distinguish between issues of spares to replace worn
or damaged equipment and issues for initial installation in aircraft.

Since our findings indicated that issues for replacement purposes had been
overstated and that as a result the quantities to be purchased in 1962 were larger
than necessary, we suggested to the Aviation Supply Office that a further review
of the needs for the receiver/transmitter group might disclose additional quantities
that could be made available for installation in new aircraft to be procured in
subsequent years. In response to our suggestion, the Aviation Supply Office.
made a further study of its needs and concluded that 206 additional units already
in the Navy supply system could be made available for installation in aircraft
being procured in fiscal years 1963 and 1964. In view of the results of its reevalua-
tion of the Navy's needs in response to our findings, the Aviation SUpply Office
canceled outstanding contracts and purchase requisitions for a total of 333 units,
valued at $2,329,000.

The Navy advised us that it had studied the alternatives for correcting the
relatively ineffective and inaccurate system for the classification of issues in.
effect at the time our review. The Navy advised us that, as a result of its studies,.
it had developed a new concept which was being included in the Navy Uniform.
Control Point Data Processing System being programed for computers. This,
system will become operational between February and July 1965. The principal
change will be that the classification of issues as recurring or nonrecurring demands
will be made by an inventory control point, such as the Aviation Supply Office,
rather than by the requisitioner as under the present system. The Navy also
advised us of measures it was taking to improve the system for accumulating and,
reporting issue data pending implementation of its new concept.

Although the Navy has repeatedly taken steps to improve the accuracy of issue.
data, the problem of inaccurate data has been a persistent one that has been
difficult to deal with effectively. The new system the Navy proposes to institute
is considerably more far-reaching than the previous steps the Navy has taken on
this problem. If the Navy effectively implements this new system, we believe
there is a strong likelihood that a significant improvement will be made in the,
accuracy of the Navy's determinations of needs for spare parts and components,
Index No. 73 C-65-2
B-146872, July 14, 1964

The Uneconomical Acquisition and Use of Teletypewriter Circuits and Equip-
ment by the Army and the Air Force, Department of Defense

The Departments of the Army and the Air Force unnecessarily expended about
$441,000 during calendar year 1962 by leasing teletypewriter circuits and equip-
ment that were excess to their needs. Of this amount, about $395,000 was spent
unnecessarily to lease an excessive number of teletypewriter circuits and circuits
with excessive capacity, while the leasing of teletypewriter machines that were
not needed caused excessive costs of about $46,000. These unnecessary expendi-
tures resulted largely from a failure by the Defense Communications Agency to
provide adequate management control over planning and filling requirements to
assure that teletypewriter circuits and equipment were efficiently and economi-
callv utilized.

We had proposed to the Secretary of Defense that the leases for the unneces-
sary circuits and equipment be canceled. The Department of Defense has in-
formed us that corrective actions have been initiated to reduce circuit and equip-
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ment costs to the Government by over $66,000 annual]y. We have been further
informed that, since the completion of our review, many of the circuits included
in our proposals have been placed under a service known as TELPAK at re-
duced costs. Also, the American Telephone and Telegraph Company has dis-
continued offering standby circuit arrangements under which the Army could
have reduced its circuit costs, and the Department of Defense therefore does not
contemplate additional cost reductions. However, the circuit and equipment
costs can be further reduced by over $60,000 annually if the Department of
Defense eliminates additional unnecessary circuits not leased under TELPAK
and equipment which have not, at the time of our report, been eliminated.

The Department of Defense also informed us that the Secretary of Defense
issued a memorandum of July 2, 1963, which instructed the Defense Communica-
tions Agency to strengthen the controls over leasing and utilizing teletypewriter
circuits and equipment. The Department feels that the instructions and estab-
lished controls will accomplish in an orderly manner the objectives mentioned in
our report. During subsequent reviews we will examine into the effectiveness of
these controls.

We recommended that the Secretary of Defense require the Army and the Air
Force to take immediate action to discontinue leasing the unnecessary teletype-
writer circuits and equipment, as noted in our review, which had not been elimi-
nated. Because there are teletypewriter circuits and equipment at many other
military installations not included in our review, we also recommended that the.
Secretary of Defense require that studies be made to determine whether there are
excesses at other locations. Also, we requested that the Secretary of Defense
advise us of all actions taken by the military departments as a result of these
recommendations.
Index No. 74 C-65-3
B-146917, July 14, 1964
Overprocurement of Containers for 5-Inch, 54-Caliber Ammunition Cartridges,

Department of the Navy
In our review of the procurement of ammunition components by the Depart-

ment of the Navy, we found that during the 2 years ended June 30, 1963, the
Navy Ordance Supply Office, Mechanicsburg, Pennsylvania, purchased 81,000,
5-inch, 54-caliber cartridge containers, costing about $698,000, that it would not
need in the foreseeable future. In addition, it was planning to purchase 24,000
more containers, costing over $237,000, in fiscal year 1964. The procurement
actions were unnecessary because the quantity of containers on hand plus the
quantity which would be returned to stock, determined on the basis of planned
use, was more than adequate to meet total requirements. We were unable to
determine why the Ordnance Supply Office made the unnecessary procurements
since it could not supply us with any information to support the decisions to buy
containers in such large quantities.

At an early date in our review, we discussed these overprocurements with
Ordnance Supply Office officials. As a result, the planned procurement of 24,000
containers was canceled.

The Department of the Navy has agreed that an overprocurement of containers
occurred and has informed us that the Ordnance Supply Office has initiated
corrective action by issuing instructions to modify and strengthen pertinent pro-
cedures. Although this is a step in the right direction, there is a tendency on the
part of local officials to relax their vigilance once procedures, designed to correct
specific, identified weaknesses, have been prescribed. We have found that, as a
consequence, the issuance of directives will not assure that wasteful practices are
avoided unless supplemented by independent reviews by officials at a higher
level. In the interest of accomplishiffig this result, we recommended that the
Secretary of the Navy require that such reviews be incorporated in Navy internal
audit programs. We recommended also that the Secretary of the Navy bring
this case to the attention of the individuals responsible for computations of needs
and procurement of ammunition items to help prevent recurrence of situations
like those described in this report.

It seems evident that the substantial overprocurement of ammunition con-
tainers and the omission of significant quantities of these items from inventory
reports could have been prevented if the responsible Government employees had
used greater care in the performance of their assigned duties. We believe that
this case illustrates the need for a greater sense of individual responsibility on the
part of Government employees for economy in Government operations. There-
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fore, we recommended that the Secretary of the Navy direct that appropriate
consideration be given to such actions in evaluating the responsible individuals for
future promotions and assignments.

Index No. 78 C-65-7
B-132990, July 22, 1964

Adverse Effects of Inefficient Supply Management at the United States Army
Engineer Depot, Eighth United States Army, Korea, Department of the Army

Our review at the United States Army Engineer Depot, Ascom, Korea, dis-
closed that the effectiveness of missile systems, communication systems, aircraft
and construction equipment was impaired- $376,000 of unneeded stock was
ordered; at least $101,000 of unnecessary procurement was in process; and inven-
tory losses of about $12.6 million were not adequately investigated as a result of
inadequate supply management. This review was undertaken at the reauest of
the Chairman of the Military Operations Subcommittee, Committee on Govern-
ment Operations, House of Representatives, who brought to our attention certain
allegations concerning unexplained disappearances of materiel from the Depot.
We found that the deficiencies were due to a lack of efficient and experienced
supply management personnel to manage the Depot and supervise its key opera-
tions of inventory, storage, and stock control and has resulted in a general loss of
physical and accounting control of the $45 million property for which the Depot
is responsible.

Inadequate supply management resulting in generally unreliable stock records
and loss of stock control have prevailed at this Depot since at least 1957. The
magnitude of this condition is indicated by the fact that since January 1, 1959,
inventories conducted at the Depot have necessitated monetary adjustments to
accountable records in excess of $107 million. These adjustments have involved
inventory gains of about $54 million and inventory losses of approximately $53
million.

We suggested to the Secretary of the Army that action be taken to have the
military personnel assigned to key Depot management positions, who have had
no prior training or experience in supply management, replaced with personnel
who are adequately trained for the positions involved. In the interim we sug-
gested sending a team of experienced supply management personnel to the Depot
to assist in reestablishing stock control and to initiate a training program to
instruct personnel in proper supply procedures. We further proposed that the
Secretary of the Army take appropriate disciplinary action against those indi-
viduals who approved significant inventory loss adjustments without directing
timely and adequate investigations into the causes of the losses.

We were advised by the Department of the Army that it generally agreed with
our findings and had taken corrective action in line with our proposals. With
respect to our proposal concerning disciplinary action, the Army advised that
"It must be recognized, however, that in a large organization such as the Army,
it is often impossible to determine the particular individual or individuals responsi-
ble for a specific deficiency." We believe, however, that a sense of personal
responsibility is essential to effect sound management, and we recommended
to the Secretary of the Army that, in the revised procedures being developed and
installed at the Depot, provision be made, to the extent practical, for clear and
definite assignments of individual management responsibility for all phases of
Depot operations. Also, many of the same deficiencies noted in our current
review were previously reported by us in our March 19, 1959, report to the
Congress entitled "Review of Selected Supply and Related Disposal and Procure-
ment Activities of the Eighth United States Army, Korea" (B-132990). Despite
promises of corrective action at that time, however, we found that conditions in
many respects were little changed. We recommended that the Secretary of
Defense follow up to assure that adequate corrective action is now taken.

Index No. 93 C-65-22
B-133019, August 4, 1964

Unnecessary Procurement of Certain Hi-Valu Aeronautical Parts and Components
Managed by the San Antonio Air Materiel Area, Department of the Air
Force

In our review of the management of Hi-Valu aeronautical parts and components
by the San Antonio Air Materiel Area of the Air Force Logistics Command, we
found that San Antonio procured, or failed to take appropriate action to prevent
the procurement of, unneeded Hi-Valu aeronautical parts and components costing
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about $634,000 and erroneously determined that it had a need to procure addi-
tional Hi-Valu aeronautical parts and components costing about $579,000.Item control officers also failed to take actions to terminate outstanding procure-
ments totaling about $1,000,000 following determinations that needs for certain
Hi-Valu aeronautical parts and components had decreased.

Following disclosure of our findings, San Antonio officials took actions withrespect to the items mentioned above which resulted in the termination of the
procurement of Hi-Valu items costing about $341,000. Also, arrangements weremade by these officials to make long-supply inventories of these items, valued at
about $436,000, available to the Aeronautical Systems Division for use in future
aircraft production, thus eliminating:the need for procurement of like items by the
Aeronautical Systems Division. Actions were taken also to correct the erroneous
requirements determinations that we had identified.

The deficiencies disclosed by our review primarily resulted from failures of itemcontrol officers to adhere to existing procedures and to consider all available in-formation pertinent to the management of their items and from inadequate super-
visory and management control over these personnel. The Air Force has advised
us of actions taken to improve its management of aeronautical parts and com-
ponents. These actions, if properly carried out, should be of benefit in eliminating
the deficiencies cited in our report. However, we recommended that the Secre-tary of the Air Force require that periodic reviews be made at San Antonio byofficials of his office to assure that corrective measures taken are adequate and that
they are not subsequently abandoned. Also, we plan to review the effectiveness
of these actions in our future reviews at San Antonio.
Index No. 98 C-65-27
B-146921, August 12, 1964
Unnecessary Costs Resulting From Noncompetitive Procurement of Military

5-Ton Trucks, Department of the Army.
Our review of the procurement of military 34-ton trucks by the Department ofthe Army has disclosed that the Government has incurred unnecessary costs ofabout $12.1 million because the Army did not competitively procure 5-tontrucks even though it could have purchased Chrysler Motors Corporation's

drawings in 1960 that would have provided information sufficient for use in com-petitive procurement. Army officials rejected Chrysler's offer to sell the drawings
for $224,000 because Chrysler would not furnish drawings for proprietary items
and because remaining drawings offered for sale were thought to be insufficientto provide a basis for competitive procurement. However, the Army hadobtained competition in the procurement of other vehicles where proprietary'
items were involved, and two truck manufacturers other than Chrysler advised
the Army and us that they would be willing to furnish competitive quotations forproduction of the /-ton trucks. Such quotations would be based on using the
drawings Chrysler agreed to sell and the Chrysler proprietary components.

After we brought this matter to the attention of the Army, it canceled the$17.8 million fiscal year 1965 planned procurement of the 5-ton trucks and in-formed us that it would not again procure the 5-ton trucks except in a genuine
emergency. The Army informed us also that in fiscal year 1966 a newly developed154-ton truck will replace the 5-ton truck in the forward areas. In addition, the
Army plans to study the feasibility of replacing the 54-ton truck used in rearareas with a competitively procured austere truck. We have found through
further discussions with Army officials, however, that its plans as to the type ofaustere vehicle and the method of procurement are still in the early formative
stages.

We suggested that, to assure maximum competition in the procurement of the
austere truck to replace the %-ton truck and to simplify logistic support problems,
the Secretary of the Army (1) if possible, utilize a specification setting out desired
performance standards that will permit the adaptation of existing commercial-
type trucks to the Army requirements, and (2) incorporate into the specifications
only the essential military requirements, thus minimizing changes which would
be required in the commercial model.
Index No. 104 C-65-33
B-146883, August 21, 1964
Unnecessary Costs Resulting From Government Production of M60 Machine

Guns and Repair Parts Rather Than Procurement From the Commercial
Source, Department of the Army

Our review of the Department of the Army's procurement of M60 machine
guns disclosed that the Government incurred unnecessary costs of about $845,000



ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 131

because the Army produced M60 machine guns and spare parts at Springfield
Armory, a Government arsenal, rather than procuring them from the established
commercial source. This occurred because the Armory continued work on an
order far the production of the guns after the order was canceled by the Army
Weapons Command. Subsequently, the Weapons Command issued another
order to the Armory for guns and shortly thereafter considered canceling this
order when it recognized that its established commerical source was providing
acceptable guns at a lower price. However, because the Armory had continued
to produce the guns under the canceled order contrary to instructions, substantial
costs had been incurred which made termination uneconomical.

The Acting Assistant Secretary of the Army (Installations and Logistics), in
commenting to us on this matter, furnished the Army's justifications for and
reasons why the Springfield Armory continued with production of the M60
machine guns. As disclosed in our report, however, the unnecessary costs could
have been avoided had Springfield Armory terminated work when directed by
the Army Weapons Command so that the Command could have placed the order
subsequently with the commerical source. We believe that the improvident
actions of the responsible officials in this matter should be noted in their personnel
records for consideration in promotion, reassignment, and other personnel matters

The Acting Assistant Secretary of the Army advised us that the Command
has taken corrective actions, including the establishment of make-or-buy pro-
cedures, to preclude the recurrence of matters such as the one disclosed in our
report.
Index No. 109 C-65-38
B-146901, August 24, 1964
Procurement of Unneeded Spare Assemblies Resulting From Negligence of the

Raytheon Company, Lexington, Massachusetts, Department of the Army
A review of the procurement of 10 assemblies by the Department of the Army

from the Raytheon Company disclosed that about $1.1 million worth of spare
parts had been procured for HAWK missile field maintenance test equipment
which had been replaced. These spare parts were procured under cost-reim-
bursable contracts whereby Raytheon had undertaken broad responsibilities for
development and production of the HAWK missile system, including the require-
ment to furnish the Army spare parts lists for this system.

The unnecessary procurement was a result of Raytheon's submission to the
Army of superseded spare parts lists when Raytheon had knowledge that (1) the
items on the lists were for nontactical equipment that had been superseded by new
tactical equipment already on quantity procurement and (2) the spare parts lists
would be used by the Army for the purpose of.determining procurement needs.
Furthermore, Raytheon failed to question the validity of the Army's orders even
though Raytheon had knowledge that the parts had been superseded and that
the orders were based on spare parts lists which were outdated. After delivery
to the Army, the unneeded parts for nontactical equipment were declared excess
and, for the most part, disposed of as scrap.

In commenting on our report, Raytheon attributed the submission of super-
seded spare parts lists and the resulting procurement to "calculated risks" taken
by the Government in proceeding with accelerated production of the HAWK
missile system. Raytheon avoided dealing with its failure to question the Army's
procurement of these superseded spare parts and stated that it recognized no
obligation with respect to this erroneous procurement. The Department of the
Army agreed substantially with Raytheon's position and stated, in essence, that
the procurement of unneeded parts was due to a combination of unforeseen
circumstances.

Considering Raytheon's contractual responsibilities to furnish the Army infor-
mation on spare parts requirements, we have concluded that Raytheon was
negligent in its submission of misleading spare parts lists and in its failure to
question the validity of the Army's orders that were based on these spare parts
lists. We therefore consider the cost incurred to be unreasonable under the
applicable contracts, and we are requesting the Secretary of Defense to have the
amount of $1,077,000 withheld from current payments due to Raytheon under
defense contracts.

We recommended to the Secretary of Defense that this case be brought to the
attention of officials in charge of weapons systems procurement programs to
stress the need for special controls to prevent procurement of obsolete parts
when production of redesigned equipment is started prior to formal approval of
the design changes.
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Index No. 112 C-65-41
B-146917, August 28, 1964
Overprocurement of Ammunition by the United States Marine Corps, Department

of the Navy
Our review of Marine Corps procurement programs for ammunition items

disclosed that unnecessary procurements aggregating about $4.1 million were
made or planned for ammunition in excess of needs. These unnecessary procure-
ments resulted from errors in computing the amounts needed to maintain stocks
of ammunition at levels commensurate with requirements for these items and
from the failure of the Marine Corps to adequately review procurement actions
which had been initiated. After we discussed our findings with Marine Corps
officials, uncompleted contracts and procurement actions in progress aggregating
$2.5 million were canceled or reduced. The balance of the unnecessary procure-
ments valued at about $1.6 million represented proximity fuzes that had already
been delivered and were in long supply.

On June 17, 1964, the Assistant Secretary of Defense (Installations and Logis-
tics), commenting on a draft of this report, advised us that the Marine Corps
concurred in our findings and in the recommendations contained in our draft
report. We were informed that improved procedures and controls had been
initiated by the Marine Corps which were designed to prevent or quickly detect
overprocurement situations and that negotiations were currently underway to

* transfer the long supply of proximity fuzes from the Marine Corps to the Army
and Navy to fill stated needs by those services.

The actions taken or being taken should minimize recurrence of the types of
overprocurements discussed in this report if responsible Headquarters, Marine
Corps, officials continue to periodically review all functions related to procurement
acti% ities. However, we feel that additional independent reviews should be
made of the procurement activities and practices of Headquarters, Marine Corps,
to insure that unnecessary procurements of the nature disclosed during our review
are precluded. We have found that statements of policy, or issuance of regula-
tions and instructions, will not, in themselves, assure corrective action unless
independent reviews are made. Accordingly, we recommended that the Secre-
tary of the Navy pro.ide for periodic reviews of Headquarters, Marine Corps,
procurement activities in the Navy internal audit programs.
Index No. 118 C-65-47
B-146848, August 31, 1964
Follow-Up Review of Government Production Compared to Procurement of

Weapons and Related Parts, Department of the Army
The General Accounting Office has made a follow-up review of Government

production compared to procurement of weapons and related parts. Our objec-
tive was to determine whether decisions to produce at Government arsenals or
to procure from commercial sources are being made in the best interest of the
Government.

Our follow-up review related to matters disclosed in our report to the Congress
entitled "Unnecessary Costs Resulting From Government Production of M14
Rifle Repair Parts Rather Than Procurement From Commercial Sources, De-
partment of the Army," B-146848, dated February 7, 1964. We reported that
the Army Weapons Command, Rock Island, Illinois, was incurring unnecessary
costs by arbitrarily placing orders for repair parts with Government arsenals
without comparing costs to be incurred at the arsenals with the prices being
charged by commercial sources and without considering certain other factors.
As a result of our bringing this matter to the attention of the officials of the Army
Weapons Command, the Command established "make or buy" committees to
determine whether to place orders with Government arsenals or with commercial
sources. The committees were to review all factors, such as the mission responsi-
bility of the arsenals, relative costs, and urgency of delivery, before arriving at
their "make or buy" decisions.

Our follow-up review of the actions taken by the "make or buy" committees
at the Army Weapons Command, at Rock Island Arsenal, Rock Island, Illinois,
and at Springfield Armory, Springfield, Massachusetts, disclosed that decisions
to procure certain items from commercial sources rather than to produce the
items at Government arsenals resulted in savings of $2.1 million, exclusive of
fixed overhead, during the period January 1963 through May 1964. Fixed
overhead, for comparison purposes, has been eliminated because such costs would
be incurred regardless of the volume of work performed at the arsenals.



ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 133

In comparing the costs of producing these weapons and parts at Government
arsenals with the costs of procuring them from commercial producers, we found
that generally the costs at the arsenals were higher because (1) volume of pro-
duction was limited, (2) general-purpose equipment was used whereas automated
equipment was used by commercial firms and (3) materials and components
were procured in small quantities.

On April 11, 1964, we were informed by the Acting Assistant Secretary of the
Army (Installations and Logistics) that, in accordance with the recommendation
in our report, the Army was developing similar "make or buy" procedures for
all Army commands where both Government arsenals and commercial suppliers
were capable of producing needed materiel. We were informed also that regula-
tions covering this matter would be published in the near future. It is expected
that additional savings will result as judicious decisions are made by the various
"make or buy" committees.
Index No. 122 C-65-51
B-146939, September 4, 1964
Unnecessary Costs Resulting From the Purchase and Use of Paint Products in

Uneconomical-Size Containers, Department of Defense
The failure of Department of Defense installations to requisition paint products

in the most-economical-size containers feasible is resulting in unnecessary costs of
about $330,000 annually. The Department of Defense annually uses about 15
million gallons of paint products. Of this amount, using activities request about
4 million gallons in l-gallon cans and the equivalent of about 240,000 gallons in
quart cans. Our review of requisitions for paint products in 1-gallon cans dis-
closed that, for about 55 percent of the quantity tested, it would have been
feasible for the using activity to have requested the paint products in 5-gallon cans
with resulting savings of about 10 cents a gallon. Similarly, our review of requisi-
tions for paint products in quart cans disclosed that, for about 78 percent of the

{quantity tested, it would have been feasible for the using activities to have re-
quested the paint products in 1-gallon cans with resulting savings of about 57
cents a gallon.

Our review disclosed also that the inventory manager (the Defense Industrial
Supply Center) and operating activities had not established procedures and con-
trols to assure availability and use of paint products in the most-economical-size
container feasible. On the basis of our tests, we estimate that, if the maximum
practicable use were made of 5-gallon cans in lieu of 1-gallon cans and 1-gallon cans
in lieu of quart cans, the Department of Defense could save about $330,000
annually.

The Department of Defense, in commenting on our findings, agreed with our
conclusion that savings can be realized by ordering and using paint products in the
largest size containers practicable. We were advised that, in accordance with our
proposals, each military department and the Defense Supply Agency would take
necessary action to inform its field activities of the possible economies which can be
achieved through the use of the most-economical-size containers and that each of
the military departments would direct requisitioning activities to order paint
products in the largest size containers practicable. Also, we were informed that,
in accordance with our proposal, the military departments would distribute our
report to cognizant inventory managers, to illustrate the type of situation that can
result in unnecessary costs to the Government.

Supply management responsibility for paint products was transferred to the
General Services Administration on September 30, 1963, and we therefore brought
our findings to the attention of that agency. The Administrator of General
Services, in commenting on our findings, advised us that his agency (1) was
currently stocking paint products in 1- and 5-gallon containers, (2) would continue
to make available to the Department of Defense paint items in the most economical
sizes, and (3) was reviewing this area with a view to improving the management of
this commodity.
Index No. 126 C-65-55
B-146940, September 18, 1964
Uneconomical Procurement of Motor Vehicle Parts and Accessories, Department

of the Navy
The Government is incurring unnecessary costs, estimated to be at least $200,

000 annually, because purchasing officials at Navy installations procure motor
vehicle parts and accessories in the open market at prices in excess of those
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available under General Services Administration Federal Supply Schedule con-
tracts. These unnecessary costs result primarily because procurement officials
fail to determine prior to purchase that the parts and accessories can be pur-
chased at lower prices under the Federal Supply Schedule contracts. For ex-
.ample, the Naval Supply Center, Oakland, California, purchased General Motors
Corporation truck parts costing $835.75 from an independent supplier in Concord,
California. These items could have been purchased at Federal Supply Schedule
contract prices for the General Motors warehouse in Oakland for $510.14, a
saving of $325.61. The Armed Services Procurement Regulation and imple-
menting Navy regulations permit this condition because they do not require
procurement officials to obtain and use Federal Supply Schedule pricing data for
evaluating prices of motor vehicle parts and accessories purchased in the open
market.

In bringing our findings to the attention of the Department of Defense, we
proposed that the Secretary of the Navy direct that Navy regulations be revised
to provide for procurement officials to be specifically required to evaluate the
reasonableness of prices offered in the open market for the purchase of motor
vehicle parts and accessories in light of current prices available under Federal
Supply Schedule contracts, and that purchases be made at prices no higher than
those obtainable under these contracts. The Navy agreed with the basic intent
of our proposal that the lowest sound price should be obtained for automotive
parts and accessories procured in the open market and stated that it recognized
that the use of Federal Supply Schedules to evaluate the reasonableness of prices
offered in the open market is a vital pricing tool of procurement officers. The

.Navy stated that there was no question that savings were possible particularly
where blanket purchase agreements could be negotiated with contractors' repre-
sentatives at Federal Supply Schedule prices.

Because of the Department of Defense-wide applicability of our proposal,
,the Navy is submitting for consideration of the Armed Services Procurement
Regulation Committee, a proposed revision to the Armed Services Procurement

:Regulation which will require procurement officers to consider Federal Supply
Schedule contracts when purchasing motor vehicle parts and accessories.
* The action taken by the Navy, if properly implemented, should result in sub-
stantial savings to the Government in the purchase of motor vehicle parts and
accessories. Since the greatest savings can be achieved through the use of blanket
purchase agreements in conjunction with Federal Supply Schedule contracts, we
believe that procurement officials should be specifically required to use this method
of procurement wherever possible. We therefore recommended that the Secre-
tary of Defense direct that the Navy's proposed revision to the Armed Services
Procurement Regulation be expanded to require procurement officials to enter into
blanket purchase agreements for the purchase of motor vehicle parts and ac-
cessories wherever possible.

The Navy agreed also with our proposal that regular internal audits provide
'for consideration of this matter to assure that procurement officials are complying
-with these requirements.

We were advised also that, in accordance with our proposal, a review would be
made of the practices followed by the other military departments in the procure-
*ment of motor vehicle parts and accessories and that the contents of our report
would be brought to the attention of the Armed Services Procurement Regulation
Committee and Department of Defense Personnel.
Index No. 133 C-65-62
B-146931, September 30, 1964
Unnecessary Procurement of Cargo Transporters, Department of the Army

We have found that the Department of the Army unnecessarily procured
29,000 reusable steel containers (cargo transporters) at a cost of $6,474,000 during
the calendar years 1960, 1961, and 1962. This unnecessary procurement resulted
because in computing requirements the agency (1) failed to determine its needs
on the basis of actual usage of the containers and (2) failed to consider the total
number on hand. This information was available in the records, but responsible
personnel did not properly discharge their responsibility to assure that the best
available information was utilized in requirements computations.

In commenting on our findings, the Department of the Army agreed that the
procurements of these containers were in excess of peacetime requirements and
advised us that it had canceled fiscal year 1963 procurements and had not author-
ized any further procurement of this equipment. It also stated, however, -that
the procurements were based upon requirements to meet not only peacetime
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needs but mobilization needs as well and that since these total requirements had
not been exceeded no overprocurement did in fact occur. Therefore, the
Army did not believe it necessary to attempt fixing responsibility for the
overprocurement.

However, our review disclosed that no mobilization requirement had been
established for some of these containers. For the remainder, although a mobiliza-
tion requirement had been established, none of the procurements discussed in
our report were made to fill this requirement. Further, there is a question as to
whether this requirement will materialize even if mobilization should occur.
We believe, therefore, that the failure of responsible personnel to properly perform
their duties resulted in this overprocurement and the fact that there may be a
future requirement for some of these containers in no way lessens the significance
of these deficiencies.

We recommended, that the Secretary of Defense direct the Department of the
Army to inquire into the circumstances surrounding the transactions discussed
in our report for the purpose of fixing responsibility for the unnecessary procure-
ment. We also recommended that the results of this inquiry be made a matter
of record and that appropriate action be taken with respect to those individuals
who have failed to fulfill their responsibilities.
Index No. 166 . C-65-96
B-146805, December 10, 1964
Unnecessary Cost, Incurred in Negotiated Procurements of Batteries for Aircraft

Ground Support Equipment by Rome Air Material Area, Rome, New York,
Department of the Air Force

Our review disclosed that the Department of the Air Force incurred unnecessary
costs of about $67,000 in two negotiated procurements of batteries used in ground
support equipment for the F-105 aircraft program because personnel of the Rome
Air Material Area, Griffiss Air Force Base, Rome, New York failed to request
price quotations from another supplier that had previously furnished the same
battery under an advertised contract at a significantly lower unit price. If the
Rome Air Material Area had solicited this other supplier in the procurement of
610 nickel cadmium batteries, it would have been able to buy the batteries for
$165 each instead of the $274.50 each which it paid to the supplier receiving these
awards.

The unnecessary costs of $67,000 were the result of the failure of the commodity
manager, the buyer, and the contracting officer, to use information on past pro-
curements which was available in the Air Force records maintained at the Rome
Air Material Area. Also, the facts and circumstances used to justify the deter-
minations to negotiate the last two procurements of this nickel cadmium battery
demonstrate the perfunctory manner in which such justifications apparently
were prepared. The contracting officer concluded that it was impracticable to
secure competition by means of formal advertising when in fact such method of
procurement had been used previously. The stated basis for this conclusion was
that the contemplated procurement was for replacement parts in support of
equipment specially designed by the manufacturer and that data available were
not adequate to assure that the parts or components, if supplied by other than the
referenced design source, would perform the same function in the equipment as the
function of the part it was to replace. However, the fact that satisfactory bat-
teries had been obtained previously through formal advertising in a reasonable
period of time was obviously not considered in arriving at this conclusion.

The Department of the Air Force, in a letter dated August 5, 1964, agreed with
our findings and stated that these unnecessary costs were the result of an initial
error compounded by the pressure of an abnormal workload that impeded the
normal supervision of buying personnel.

We recommended to the Secretary of Defense that he consider the manner
in which responsible officials have discharged their duties when making personnel
evaluations and management assignments. Also, we recommended that, the
Secretary of Defense take the action necessary to reemphasize to procurement
personnel the importance of making full use, in selecting potential suppliers, of
records of past procurements as an aid to obtaining fuller competition and avoid-
ing unnecessary costs. Further, we recommended that the Secretary of Defense
take the action necessary to assure that all procurement personnel who have
authority to prepare and to sign statements of determinations and findings
comply with the sections of Public Law 87-653 dated September 10, 1962, which
require that each determination that formal advertising is not a feasible and
practical method of procurement be based on a written finding which clearly sets
out the facts and circumstances permitting procurement by negotiation.
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Index No. 174 C-65-104
B-133245, December 23, 1964
Ineffective Supply Management Causing Shortages and/Excesses of End Items

and Repair Parts in Okinawa, Department of the Army
Our selective review of Army supply management functions for which the

United States Army, Rvukyu Islands, is responsible disclosed numerous instances
of ineffective supply management causing shortages and excesses.

Our review disclosed that as of June 30, 1963, various types of ammunition
valued at about $4.6 million were accumulated in excess of needs and were not
reported to higher headquarters for disposition instructions. For example, we
found that supply officials ordered 23,278 rounds, valued at $510,952, for the 3d
Marine Division in Okinaw-a even though they had been previously notified
that this requirement no longer existed. This ammunition was therefore excess
when received in Okinawa.

As a result of our bringing this matter to the attention of responsible off cials of
the United States Army, Ryukyu Islands, ammunition valued at about $836,600
that was not needed in Okinawa l as shipped to fill requirements in Vietnam,
Thailand, and Korea. We found that the accumulation of the remaining am-
munition in excess of needs had led to unnecessary storage and transportation
costs of about $312,900.

We found also that there were shortages of about $2.9 million worth of combat
essential equipment plus an indeterminate quantity of spare parts which were
needed for certain military units in the Far East in the event of hostilities, v' hile
at the same time excesses of other equipment valued at $4.7 million were either
on hand or on order. For example, our review of requirements disclosed that
there was a shortage of 465 7.62-mm machine guns valued at $243,195 and an
exce6s of 276 2N-ton trucks valued at $2,355,384 because supply personnel
determined needs on the basis of erroneous data. As a result of our bringing
this matter to the attention of responsible officials, action was taken to order
about $715,000 worth of the needed items and to report about $737,800 worth
of unneeded items as excess.

In addition, we found that requisitions for repair parts which were urgently
needed by users for the maintenance of end items could not be filled for extended
periods of time, although the required parts were in stock and available for issue,
because inventory control weas lost for periods up to 6 months during the time that
logistical responsibility for these repair parts was being transferred between supply
groups. As a result of our bringing this matter to the attention of responsible
officials, new procedures were established, effective August 12, 1963, w hich were
designed to improve the coordination of the transfers between the groups.

The Deputy Assistant Secretary of the Army for Logistics, in commenting to
us on the matters covering shortages and excesses of items, advised us that, in
accordance with our proposal, the Commanding General, United States Army,
Ryukyu Islands, had taken certain corrective actions, such as making mandatory
the posting of changes in customer requirements as soon as they occur and the
publication of revised policies and procedures. Be also advised us of organi7a-
tional changes that were intended to improve supply management. In addition,
he advised us that the United States Army, Pacific, had taken steps to increase
surveillance of supply practices in the field and would assume centralized supply
control of depot inventories in the Ryukyu Islands that would enhance supply
management practices.

The Deputy Assistant Secretary of the Army for Logistics advised us also, in
line with our proposals, that the matters covered in our report had been brought
to the attention of officials of the United States Army, Pacific, and the United
States Army, Ryukyu Islands, and that the Commanding General of the Ryukyu
Islands had full authority under Army regulations and the Uniform Code of
Military Justice to take action deemed appropriate against the responsible per-
sonnel. He advised us further that such actions do become a part of the individual
personnel records and will be available for consideration in promotion, reassign-
ment, and other personnel matters.

In view of the actions taken or to be taken, we did not make any further recom-
mendations. However, in subsequent reviews of supply management of the
Department of the Army, we plan to make further inquiry into the effectiveness
of the actions taken.
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Index No. 187 C-65-117
B-146964, January 29, 1965
Accumulation and Retention of Excess Missile Spare Parts Due to Inadequate

Supply Management Practices of The United States Army, Europe, Depart-
ment of the Army

We have found that inadequate supply management practices of the United
States Army, Europe, resulted in the accumulation and retention of substantial
quantities of excess expensive, repairable spare parts for the CORPORAL missile
system. Moreover, the deficient practices were of such a nature that most of
the excesses were not apparent and resulted in unnecessary procurement of parts
valued at $370,000.

The conditions discussed in our report resulted to some extent from inadequate
supply procedures. We believe, however, that the more significant causes of
these conditions were the failure of United States Army, Europe, personnel to
follow existing regulations and the failure of higher level personnel to assure that
the regulations were followed.

By letter dated August 31, 1964, the Deputy Assistant Secretary of the Army
(I&L) Logistics acknowledged that the deficiencies described in the report did
exist at the time of our audit. He also commented on our proposals and furnished
details of corrective actions that had been taken by the United States Army,
Europe, since our audit.

We believe that the actions taken by the Army in response to this and prior
reports should result in more efficient and economical supply support for Army
equipment.

Index No. 190 C-65-122
B-146965, February 2, 1965
Increased Costs Due to Failure to Obtain Competition fin Procurement of

Electronic Parts on Qualified Products Lists at the Defense Electronics
Supply Center, Dayton, Ohio, Defense Supply Agency, Department of
Defense

Increased costs estimated to be as much as $1.5 million have been incurred
annually at the Defense Electronics Supply Center, Dayton, Ohio, through the
failure to obtain competition in the procurement of electronic parts in Federal
Supply Class 5960 listed on Qualified Products Lists. Ineffective administration
in the use of Qualified Products Lists in the procurement of electronic supply items
has resulted in (1) undue reliance on use of formal advertising procedures as as-
surance of competition even though only one qualified bid was received and (2)
awarding of sole-source negotiated contracts without an attempt being made to
obtain competition.

Although the Armed Services Procurement Regulation provides that qualifica-
tion requirements be questioned in instances where competition is not being ob-
tained, there appeared to be a reluctance on the part of contracting officers to
ascertain the continuing necessity for such qualification requirements. Our
review showed that, in the relatively few cases where additional suppliers became
qualified or the qualification requirement was waived, competitive bids were
received and the prices were reduced significantly.

We suggested to the Secretary of Defense that, to obtain effective competition,
(1) unnecessary qualification requirements included in military specifications be
eliminated, (2) substitute methods of quality assurance be used when competition
is inadequate for items appearing on Qualified Products Lists, and (3) aggressive
action be taken to increase the number of sources for items included on Qualified
Products Lists.

In reply, the Deputy Assistant Secretary of Defense has expressed the opinion
that the substance of our suggestions is now being carried out by the Defense
Supply Agency and the services. He has stated that the Defense Supply Agency,
the Defense Electronics Supply Center, and the military services are now fully
aware of the problems presented in our report. He has stated further that the
services are actively engaged in reducing, through more critical review, the need
for qualification requirements and, where this cannot be accomplished, ensuring
that ample competition exists for items to be procured through the use of Qualified
Products Lists.

In view of the corrective action being taken by the Department of Defense, we
did not make any recommendations for further procedural improvements.
However, we plan to review the measures taken by the Defense Supply Agency
and the services to eliminate the unnecessary use of Qualified Products Lists and the
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efforts being made to obtain effective competition where such lists are used for the
procurement of electronic materiel, as well as other commodities. We recom-
mended that consideration be given to the identified' failures to comply with
provisions of the Armed Services Procurement Regulation when evaluating the
responsible individuals for promotion or reassignment.
Index No. 193 C-65-126
B-118755, February 9, 1965
Accumulation of Excesses and Unnecessary Procurement of Missile Spare Parts

Because of Supply Management Deficiencies at Third United States Army
Logistical Support Group Installations in Florida, Department of the Army

In our review of supply management practices of the units of the Third United
States Army Logistical Support Group in Florida, we found that, during the 15-
month period ended in February 1964, deficencies in the practices of the units had
resulted in the accumulation by these units of at least $735,000 worth of expensive
missile spare parts in excess of their needs and in at least $41,000 worth of un-
necessary procurement for additional quantities of such parts by the Army
Missile Command. The primary supply management deficiencies were: (1) the
failure to return unserviceable parts that were not locally repairable to the depots
for repair and (2) the failure to establish and maintain adequate inventory controls.

Over $686,000 worth of the excesses were located at Homestead -Air Force Base
and amounted to about 27 percent of the value of the entire inventory of missile
spare parts at that location. The remainder of the excess was located at Key-
West Naval Base. These excesses were not identified and reported to the Missile
Command because adequate accounting records were not maintained and stock
requirements for most items were computed in accordance with prescribed policies
and procedures. As a result, these excess parts were not considered by the Missile
Command as available to meet worldwide requirements, and procurements of at
least $41,000 were made which could have been prevented if the excesses in Florida
had been recognized and utilized to reduce procurement needs.

The Department of the Army generally agreed with our findings pertaining to
the accumulation of excesses and the inadequate inventory controls at the Logis-
tical Support Group. The Army stated that, although the Commanding General
of the Third United States Armv was aware, prior to our review, that the supply
operation within the Logistical siupport Group was not functioning at the desired
degree of effectiveness, many of the deficiences continued to exist because of such
circumstances as inexperienced military and civilian personnel, the increased work-
load due to reorganization, and the use of temporary facilities. The Army out-
lined certain corrective actions that have been taken to improve the overall supply
management operation at the Logistical Support Group installations and other
actions initiated on a worldwide basis that are designed to increase surveillance
of supply practices at stockage points.

With regard to our proposal that disciplinary action be taken against the persons
responsible for the reported deficiencies, the Army stated that investigation did
not disclose neglect or malfeasance on the part of individuals and, therefore,
would not justify disciplinary action under the Uniform Code of Military Justice.
The Army stated further that the majority of such cases did not result from gross'
negligence or criminal intent, but from poor judgment, misinformation, misin-
terpretation, lack of experience, lack of knowledge, or circumstances beyond the
control of the individual or command concerned.

We believe that the deficiencies described in our report are similar to those
described in several previous reports and result from lethargy and indifference
on the part of responsible personnel who lack the proper motivation to perform
adequately in discharging their responsibilities. Changes in regulations and
procedures cannot be expected to overcome the lack of supply discipline shown
by these types of continuing deficiencies unless a greater sense of personal respon-
sibility is instilled into the individuals assigned to carry out the procedures.
One way to instill a greater sense of responsibility is by taking appropriate disci-
plinary action when performance does not measure up to requirements. Disci-
plinary action can be administered in other ways besides formal charges under the
Uniform Code of Military Justice, such as the reflection of poor performance in
effectiveness reports; official reprimands; and, in the case of civilian personnel,
the withholding of within-grade promotions or dismissals when warranted.

We, therefore, recommended to the Secretary of the Army that positive actions
be initiated to instill a greater sense of personal responsibility into the individuals
assigned to carry out prescribed routine supply procedures. Such actions should
include the taking of appropriate disciplinary action against the individuals
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whose failure to carry out prescribed policies and procedures caused the.deficien-
cies discussed in our report. We also recommended to the Secretary of the Army
that, when new supply procedures are introduced, they be instituted in con-
junction with a thorough training program and an indoctrination of responsible
individuals with a clear delineation of their responsibilities.

Index No. 198 C-65-131
B-146970, February 24, 1965

Unnecessary Costs Incurred in the Procurement of Reusable Metal Containers for
the Bullpup Missile, Department of the Navy

Our review of the purchases of Bullpup missile containers disclosed that the
Government has incurred unnecessary costs of about $556,000 because of the
Navy's mismanagement of the program. We found that Navy contracting
officials awarded contracts to three container suppliers at an average unit price
which was about 30 percent, or $80, higher than the average unit price previously
paid by the missile manufacturer for identical containers from the same suppliers.
At the average unit price difference of $80, the total difference for the quantity
ordered was about $386,000. We found also that the Government incurred
unnecessary costs of about $129,500 for the extra handling and storage of Bullpup
missiles because containers were not delivered according to schedule. We found
further that the Government was charged $40,500 for the repair of defective
containers. About $22,800 of these costs were directly attributable to poor
workmanship on the part of the container supplier and should not have been
borne by the Government.

In commenting on our findings, the Navy advised us that the higher prices
paid for missile containers appeared justified because the monthly rate of pro-
duction required of the container suppliers was significantly higher than that
previously required of the same suppliers under earlier contracts. Therefore, the
Navy stated that its decision not to attempt to negotiate a reduction in the pro-
posed prices to make them more comparable to prices previously paid was due
to the higher production rate and the closeness of prices proposed by the container
suppliers. The record does not support the Navy's position on this matter. Our
review did not disclose any mitigating circumstances which justified the higher,
prices charged or the Navy's failure to attempt to negotiate an equitable reduction
in the proposed prices.

As a result of our review, the Navy Purchasing Office has started action to
collect $102,800 from one delinquent container supplier, whose contract contained
a late-delivery damage clause, for failure to deliver containers on schedule.
Although the contracts of the other three delinquent suppliers do not contain a
specific late-delivery clause providing for a predetermined rate of assessment for
damages, these contracts do make time of delivery of the essence, and therefore
actual damages for delay, to the extent ascertainable, should be recovered from
the delinquent suppliers. Accordingly, we recommended that the Secretary of
the Navy ascertain each delinquent supplier's proportionate amount of liability
for the $129,500 damages suffered by the Government and take appropriate
action to obtain proper recovery. We recommend also that the Navy take action
to recover from one of the container suppliers the improperly assumed costs of
$22,800 incurred for the refinishing of the defective containers.

Index No. 199 C-65-132
B-146868, February 26, 1965

Loss of Revenue Resulting From the Practice of Requiring That Surplus Marine
Anchors Be Sold as Scrap, Departments of Commerce, Defense, and the
Navy

During the period 1960-63, the Navy disposed of about 14.3 million pounds
of surplus heavy anchors (those of 8,000 pounds and over) with a requirement
that the anchors be scrapped. The Government lost as much as $471,900 in
revenue as a result of this action, since the value of the anchors as scrap was less.
than their value as anchors.

The Navy's action in selling the heavy anchors with a scrapping requirement
resulted from a recommendation from the Business and Defense Services Admin-
istration, Department of Commerce, which indicated that the sale of surplus
heavy anchors in usable form must be prohibited to protect the anchor industry
in the United States. In response to this recommendation, the Department of
Defense directed the Navy to include the scrapping requirement in the sales
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contracts. Thus, the Navy was not permitted to sell the heavy anchors at theirfair market value.
In decision, B-150468, issued on July 2, 1963, this Office held that the scrap-ping requirement included in a contract and Invitation for Bids could not be

legally justified on the basis that a possible economic dislocation might thereby
be avoided. In this decision it was stated, "We must conclude that Congress
intended to permit GSA and authorized executive agencies to contract by nego-tiation for the sale of surplus goods which, if contracted for by advertised bidding,
might have an adverse economic impact on the national economy, but did notgrant any agency the discretion to avoid possible economic dislocation by sellingsurplus below the actual fair market value, if sold by advertised bidding, or belowthe estimated fair market value if sold by negotiation."

Prior to that decision, a company had obtained some surplus Navy anchors
under a contract containing a scrapping requirement. The Department of Jus-tice has instituted legal proceedings against this company to recover possession
of these anchors. In view of the pending litigation, the question of the legality
of using the scrapping provision in sales contracts is beyond the scope of ourreport.

Our review disclosed that, during the period the scrapping requirement was ineffect, the Navy disposed of about 1,000 heavy anchors weighing about 14.3million pounds. Analysis of the sales price received for the heavy anchors sold
during this period, with the provision that they be scrapped by the purchaser,
disclosed that the Government received a return of about 1.7 cents a pound. Weestimate that, had the entire 14.3 million pounds of heavy anchors been sold as
whole anchors in small lots during the period 1958-63, the Government would have
received as much as $471,900 more than it received through selling these anchorswith the requirement that the anchors be scrapped.

As a result of our review, the Department of Defense has advised us that its
policy direction has been changed to preclude further scrapping of surplus anchors
unless it is determined that sale of anchors as individual items would not resultin the highest return to the Government.

The Department of Commerce advised us that it did not concur with the Gen-eral Accounting Office position with regard to the sale as scrap of surplus heavyanchors. The record, however, does not support the Department of Commerce
conclusions on the matters included in our report.

The Department of Defense has primary responsibility for safeguarding theGovernment's interest in sales of surplus personal property by the military serv-
ices. Despite this responsibility for safeguarding the Government's interest, theDepartment of Defense revised its anchor-selling practice and directed that heavy
anchors be sold with a scrapping requirement. In our opinion, the Department of
Defense, in order to properly safeguard the Government's interest, should havestudied and evaluated other disposal methods. The record indicates that theDepartment of Defense accepted the Department of Commerce scrapping recom-
mendation without adequately investigating alternative disposal methods. Webelieve that, had the Department of Defense deferred the sale until the anchormarket could absorb the surplus anchors at the most advantageous price to the
Government, or used the "small lot sale" method of disposing of the anchors overan extended period of time, the sale of the surplus anchors would have resulted inas much as $471,900 in additional revenue.

DEFENSE CONTRACTS
Index No. 1 C-64-82
B-133396, February 28, 1964

Unnecessary Costs Incurred as a Result of Awarding Without Competition a
Contract for Overhaul and Modification of Aircraft Engines, Departmentof the Army

The Department of the Army incurred unnecessary costs of about $193,000
in awarding a contract for overhaul and modification of aircraft engines because
it did not have adequate technical data available for use in obtaining competition.
If the Army had taken action to acquire the technical data at the time it wasfirst known that there would be a continuing need for overhaul and modificationof the engines, the data would have been available and could have been used toobtain competition in contracting for this work.

The Army, in a letter dated November 1, 1963, referred to its comments onour report on the follow-up review of noncompetitive procurement of aeronautical
replacement spare parts within the Department of the Army (B-133396) dated
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June 28, 1963, advising us of action being taken to increase competitive procure-
ment in support of aviation. The Army stated that the emphasis being placed
on increasing competition in the procurement of aeronautical repair parts applies
equally to maintenance and modification services. Accordingly, the Army
stated that effort would be intensified to facilitate competition by acquisition of
technical data as early in the procurement process as was feasible.

Index No. 2 C-64-83
B-146854, February 28, 1964

Overpricing of CAX-12 Aerial Reconnaissance Cameras by Fairchild Camera
and Instrument Corporation, Syosset, New York, under Negotiated Fixed-
Price Contract AF 33(600)-38860, Department of the Air Force

Although realistic cost data were not available, the Air Force negotiated firm
prices totaling $1,636,998 for various CAX-12 cameras and components, for use
by the Navv, under contract AF 33(600)-38860 with Fairchild Camera and
Instrument Corporation, Syossett, New York. The Air Force did not make an
adenuate evaluation of the contractor's proposal and supporting data and, as a
result, was not aware that the proposed prices were based on cost estimates that
included substantial provisions for contingencies as well as clerical errors and that
information on previously experienced costs was not adequate for developing
realistic estimates of the costs of future production. Subsequent to the award of
contract-38860, the Air Force purchased additional cameras and carrying cases
which increased the contract price to about $2,091,922. This price was about
$814,000, or 64 percent, greater than the costs incurred by Fairchild in performing
the contract.

An adenilate evaluation of Fairchild's proposal and supporting data by the Air
For'e would have disclosed the substantial provisions for contingencies and the
clerical errors included in the contractor's cost estimates and would have dis-
closed also that the proposed prices were not supported by cost data adequate for
the development of realistic estimates of the costs of future production. ]Recogni-
ticn of these factors would have provided a basis for the negotiation of a contract
subject to price revision as accurate cost data became available. This should
have resuited in the negotiation of lower prices and in substantial savings to the
Government.

In commenting on our findings, the Deputy for Procurement Management,
Otfce o0 the Secretary of the Air Force, informed us by letter dated September 25,
19tI, that a review of this case had been completed and that e ery effort would
be made to obtain a refund. Fairchild informed us that, in its opinion, the profit
which resulted from this contract was due primarily to efficiency of its design and
manufacture and that to request a price reduction was neither fair nor equitable.

Index No. 3 C-64-84
b-146733, March 5, 1965

Overpricing of Steam Generators for Nuclear Aircraft Carrier, Department of the
Navy

We submitted a report on overpricing of steam generators for nuclear aircraft
carrier. 'These generators were purchased from Foster Wheeler Corporation,
Livingston, New Jersey, under firm fixed-price subcontract 56-P-3006-P awarded
by I'iant Apparatus Division, Westinghouse Electric Corporation, Pittsburgh,
Pennsylvania, as prime contractor under Department of the Navy cost-plus-a-
fixed-ice contract NObs-72205.

Our review disclosed that the purchase price of over $4 million was negotiated
without a review by the Navy or Westinghouse of the cost estimate used by
Foster Wheeler in establishing the final negotiated price. The proposed price
which Foster Wheeler submitted to Westinghouse was based on estimates that
contained undisclosed contingency allowances and provisions for costs that, in
all likelihood, would not be incurred, and n fact were not incurred, in producing
the steam generators. Westinghouse did not obtain or review Foster Wheeler's
cost estimates; therefore, in negotiations, Westinghouse was not in a position to
identify or take exception to any of the items included in Foster Wheeler's pro-
posed price. The Navy approved the award made by Westinghouse without
requiring Westinghouse to review or evaluate the hcost estimates used by Foster
Wheeler in preparing its proposed price. Had the Navy required such a review
or made its own review of the cost estimates, it would have been in a sound position
to negotiate a price reduction of about $489,600 for the steam generators.

After being advised of our findings, the Navy indicated that it would make a
study of this procurement and that, if this study showed that the Government
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had, in fact, incurred excessive costs because of unsatisfactory negotiation and
pricing of the Foster Wheeler subcontract, the Navy would make an effort to
obtain an appropriate price adjustment. Notwithstanding the Navy's action,
Westinghouse and Foster Wheeler have advised that they disagree with our con-
clusions and will oppose any Government efforts to obtain a price adjustment.

The cost-plus-a-fixed-fee contract between Westinghouse and the Navy pro-
vided that the Government would reimburse the prime contractor for the sub-
contiact prices it negotiated in performance of the prime contract. However,
the prime contractor's right to reimbursement became absolute only after the
prime contractor had discharged all its duties. One significant duty imposed on
Westinghouse was the obligation to establish subcontract prices which were
reasonable. It is our view that Westinghouse failed to discharge its duty in this
regard and we therefore issued formal exceptions in the amount of $489,600
against the accounts of the disbursing officers who made the payments to West-
inghouse.

Also, in order to emphasize the importance of obtaining evidence to substantiate
the resonableness of quoted prices and related cost estimates, we recommended
to the Navy that it bring this case to the attention of its contracting officials.
Index No. 5 C-64-86
B-146845, March 6, 1964
Overpricing of Contracts Negotiated for T38A Electrical Power Systems With

Westinghouse Electric Corporation, Department of the Air Force
The Government has incurred unnecessary costs of about $190,000 because

the negotiated prices for T38A electrical power systems and spare components
under contracts AF 33(600)-40529, -41603, and -42266 with Westinghouse
Electric Corporation, Lima, Ohio, included overstated cost estimates for material.
The cost estimates proposed by Westinghouse were accepted by the Air Force.
Westinghouse furnished pricing certifications on all three contracts which stated
that (1) all actual or estimated costs or pricing data available had been considered
in preparing the price estimate and had been made known to the contracting
officer or his representative and (2) any significant changes in the above data
that had occurred prior to price negotiations had been disclosed. Contrary to
its pricing certifications, Westinghouse did not disclose during negotiations that
the proposed material costs were not representative of the material costs it
expected to incur. In fact, the contractor had procured most of the material
prior to negotiations at prices lower than those included in its proposal. In
its relations with the Government, the contractor has a responsibility to make a
complete disclosure of the costs which it may reasonably expect to incur or in
fact has incurred. The use of obsolete, inaccurate cost data to obtain excessive
prices is clearly improper. The Air Force contracting officers also have a re-
sponsibility to protect the interests of the Government by reviewing the proposed
prices by such methods as are necessary to assure that the prices proposed are
reasonable. A pricing certification by the contractor does not relieve the con-
tracting officers of this responsibility.

We recommended that the Department of the Air Force, in coordination with
the Department of Justice, take steps to obtain a suitable refund under the con-
tracts, consistent with maximum protection of the Government's interests in
terms of the penalties that may be appropriate. We further recommended
that the Secretary of the Air Force bring this case to the attention of Air Force
contracting officers to illustrate the need for a complete disclosure of current
cost information and pricing data by contractors during price negotiations as
well as the need for adequate review of proposed prices. We recommended also
that the Secretary of the Air Force require contracting officers to assure that,
when assistance is requested from cognizant audit groups, the audit is made
at or near the time the contract negotiations take place.
index No. 9 C-64-91
B-146718, March 18, 1964
Overpricing of the Nuclear Frigate U.S.S. Bainbridge Purchased From the Beth-

lehem Steel Company, Quincy, Massachusetts, Department of the Navy
We reviewed the overpricing of the nuclear frigate U.S.S. Bainbridge purchased

from Bethlehem Steel Company, Quincy, Massachusetts, by the Department of
the Navy. The U..S. Bainbridge was the first, and to this date the only, nuclear-
powered frigate delivered to the Navy. It was the second nuclear-powered ship
built by Bethlehem which also built the nuclear-powered cruiser, the U.S.S_
Long Beach.
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Our review disclosed that the Navy contracted to pay Bethlehem about $5
million more for the construction of the U.S.S. Bainbridge than was warranted
on the basis of available cost data and the circumstances existing at the timepof
negotiations.

Construction of the U.S.S. Bainbridge was undertaken by Bethlehem Steel
Company under a preliminary contractual arrangement (letter contract) which
provided that, with certain limitations, the Government would reimburse
Bethlehem for costs incurred until an appropriate prce could be established and
other necessary contractual arrangements could be made. In January 1962,
after 3 years of price negotiations during which time numerous offers and counter-
offers were made, a fixed price of $87 million was accepted by the Navy. In
substantiation of this price, Bethlehem submitted a statement to the Navy
showing cost incurred to the point where construction of the ship was about 75
percent completed and estimated costs to complete the ship, which totaled about
$82 milion. Thus, Bethlehem's cost statement showed that it would receive a
profit of $5 million, or 6.1 percent of cost, if its actual cost approximated its

estimates.
Bethlehem's statement of actual and estimated costs included a provision for

contingencies of about $3.4 million and $1.6 million in duplications and over-
statements of costs including (1) costs for change orders that were to be priced
separately, (2) excessive charges for overhead costs, and (3) overstatement of
material costs. Analysis of these estimates and related data disclosed that, if
Bethlehem completed the last 25 percent of the ship with a level of performance
commensurate with that applicable to the first 75 percent of the ship, it would
be likely to incur costs of about $77 million or $5 million less than indicated by
the total of its cost statement.

According to the Navy, it was aware that Bethlehem's estimates to complete
the Bainbridge were high and it had cost estimates of its own which indicated
that Bethlehem's costs would be several million dollars lower than the amount
shown by Bethlehem's cost estimates. Accordingly, prior to acceptance of Bethle-
hem's price, the Navy proposed pricing arrangements that were more flexible
than the fixed-price terms proposed by Bethlehem. The Navy, however, was
unable to get Bethlehem to agree to what it considered a reasonable, flexible
pricing arrangement. Consequently, according to the Navy, it accepted the
*$87 million price on the basis that it had no acceptable alternative. In reaching
this conclusion the Navy considered (1) that the letter contract was not a suitable
'contractual arrangement for completion and delivery of the vessel and (2) that
the ultimate cost might be higher under a cost-type arrangement since it is the
Navy's view that on a cost-reimbursable basis the contractor would not have
been under any incentive to have effected reductions in the completion cost of
the Bainbridge.

Although the Navy has contended that the letter contract was not a desirable
contractual form for completion and delivery of the ship, in our opinion, the Navy
was not compelled to accept an excessive price in order to obtain a definitive
contract. Had further negotiations been unsuccessful, the ship could have been
completed under the terms of the letter contract and the price and other terms
could have been settled on a quantum meruit basis; that is, the Government
would pay the reasonable value of the services performed. Furthermore, the
extra motivation toward efficiency and economy which fixed-price contracting
normally provides was greatly diminished in this case because three-quarters of
the work had already been completed on a cost reimbursable basis. Therefore,
we believe that the Navy overvalued the advantages of fixed-price contracting
in this case and that to obtain a fixed price it granted Bethlehem a price that
included provisions for contingencies of substantial amount that would require the
Government to pay for the cost of uncertain events whether or not these events
occurred, as well as for costs not properly chargeable to this contract. We
therefore conclude that the Navy paid Bethlehem more for this ship than was
warranted on the basis of available cost data and the circumstances existing
at the time of negotiations.

We recommended that the Secretary of Defense take all action that is available
to him to obtain a price adjustment from the Bethlehem Steel Company for the
overpricing disclosed by our report. We also recommended that the Secretary
of Defense establish regulations to require that, if work is more than half completed
under a letter contract, a fixed-price contract will not be used unless it can be
affirmatively established that it is in the Government's interest to put the contract
on a fixed-price basis and the use of a fixed price is specifically approved by the
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Secretary of Defense. Had such a regulation been in effect in the instant case, webelieve that the final settlement could have been made on a quantum meruitbasis and that a substantially lower price would have been obtained.
Index No. 15 C-64-97
B-118695, March 30, 1964.
Overpricing of B-58 Electrical Power Systems Purchased From WestinghouseElectric Corporation by General Dynamics Corporation Under a Cost-Plus-a-Fixed-Fee Prime Contract, Department of the Air Force

The Government has incurred excessive costs of about $81,000 because thenegotiated prices for major components of the B-58 electrical power systems pur-chased from Westinghouse Electric Corporation by General Dynamics Corpora-tion and charged to the Air Force under a cost-plus-a-fixed-fee contract includedoverstated cost estimates for material, labor, and overhead. The B-58 electricalpower systems were furnished by Westinghouse under General Dynamics' changeorder 3 of purchase order 273, issued under prime contract AF 33(600-38975.Westinghouse Electric Corporation and General Dynamics Corporation disagreedwith our findings except for the overpricing of one major part for which a refundhas been made. Had General Dynamics made an adenuate analysis of the costinformation available at the time of the negotiations, it would have been apparentthat the costs proposed for material, labor, and overhead were significantly higherthan the costs Westinghouse expected to incur or, in fact, had already incurred.As a result of our findings, General Dynamics requested and Westinghouse sub-mitted a refund of $24,264, applicable to one of the major parts purchased.Where competition is lacking it is the responsibility of the prime contractor indealing with subcontractors to protect the interests of the Government by requir-ing current and valid cost information at the time of negotiation and reviewingthe proposed prices by such methods as are necessary to assure that the pricesaccepted are reasonable in relation to the most current cost information available.Moreo\ er, the Air Force contracting officials should assure themselves that theprime contractor is properly carrying out its responsibility in the award ofsubcontracts.
We ha\ e been advised that the Air Force is making a detailed review of pricingunder change order 3 of purchase order 273 and will take the necessary correctiveaction as indicated by its findings. Since our findings raise Questions as to thereasonableness of the pricing under purchase order 514 for later production ofsimilar items, we believe that the Air Force review should be extended to coverthe pricing under that purchase order. We requested the Secretary of the AirForce to advise us as to the results of the review and as to the action taken toobtain a suitable refund. Also, we requested him to comment on the need for arevision in administrative procedures of the Air Force or its prime contractors toavoid future overpricing.

Index No. 21 C64-103B-146877, April 8, 1964
Improper Charges to Government Cost-Type and Incentive-Type Contracts Heldby Grumman Aircraft Engineering Corporation, Bethpage, New York,Department of the Navy

Grumman Aircraft Engineering Corporation, Bethpage, New York, improperlycharged Government cost-type and incentive-type contracts with $188,000 ofcosts that were incurred under other contracts during the period 1958 through1961. The other contracts were for research and development projects thatwere of primary interest to Grumman. Under the terms of these eight othercontracts, the Government was to provide Government-owned technical data and,in all except one case, was to pay nothing or was to make a token payment of $1.In the one case the Government contracted to pay about one-third of the cost ofthe project. Our review indicated that the Government had met its obligationunder these contract~s and that the amounts charged to the Government cost-typeand incentive-type contracts represented Grumman's share of the cost of theresearch and development projects. Accordingly, there was no basis for chargingthese costs to other Government contracts.
Navy auditors reviewed various aspects of the contractor's costs for 1958 and1959 and questioned a portion of the costs of the research and development projectstotaling $93,000 that had been improperly charged to five incentive-type con-tracts. However, they neglected to have corrections made for the remaining$95,000 of these costs which had been charged to cost-type contracts. Therefore,



ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 145

at the time of our review, $95:000 of these costs remained improperly charged to
Government cost-type contracts.

After Grumman s attention was called to this matter, the necessary adjust-
ments were made.

Since the costs of the research and development projects which the Navy found
improperly charged to incentive-type contracts were a part of general and ad-
ministrative expenses that were distributed on a pro rata basis to all Grumman's
contracts, it should have been obvious that similar costs were improperly charged
to cost-type contracts. We therefore advised the Department of Defense and the
Department of the Navy that it was our view that this case demonstrated a need
for Navy auditors to be more thorough in challenging and obtaining correction
of improper charges to cost-type and incentive-type contracts. Accordingly, we
suggested that the Department of Defense advise all military audit groups that,
whenever improper charges are detected on one contract or group of contracts,
there is a need to review the appropriateness of similar charges to other contracts
that might be affected. To further emphasize this need we also suggested that this
report he distributed to appropriate military audit groups.

The Department of Defense and the Department of the Navy advised us that
they fully concurred with our findings and that action had been taken to put our
suggestions into effect.

Index No. 26 C-64-108
B-146747, April 17,1964
Unnecessary Interest Costs Incurred by the Government Because of Improper

Retention of Overpayments by Burroughs Corporation, Detroit, Michigan,
Department of the Army

Our review of three fixed-price redeterminable contracts with Burroughs
Corporation, Detroit, Michigan, disclosed that the Government has incurred
unnecessary interest costs of over $208,000 because the contractor improperly
retained for long periods of time about $4.9 million of payments made by the
Government during the performance of these contracts. The contractor was
required to make refunds when actual costs being incurred were less than the
estimated costs included in billing prices. However, the contractor did not
disclose that refunds were due because it had overstated its actual costs. Further,
the Army was not aware that refunds were due because it accepted the contractor's
cost representations without reviewing available supporting data.

In commenting on our findings, the contractor acknowledged that overpay-
ments had been retained but contended that this action was justified. Our
review of the facts, as demonstrated in our report, does not sustain this contention.

The Department of the Army, however, agreed with our findings and conclu-
sions and advised us that, in accordance with our proposal, action had been
initiated to recover from Burroughs the interest costs unnecessarily incurred by
the Government. We recommended that the Department of the Army coordinate
its actions with the Department of Justice to assure that it does not jeopardize
any interests or rights of the Government that may be available under existing
statutes.

We recommended also that the Secretary of Defense require that cost data
submitted by contractors for determining whether refunds are due the Govern-
ment be certified as accurate, complete, and current and that contract adminis-
trative agencies periodically check the validity of contractors' quarterly reports
so that any amounts properly due the Government can be expeditiously recovered.

Index No. 29 0-64-111
B-118695, April 27, 1964

Overpricing of B-58 Aircraft Components Under Cost-Plus-Incentive-Fee
Purchase Orders Issued to Sperry Gyroscope Company Division of Sperry
Rand Corporation, Great Neck, New York, by Convair, a Division of Gen-
eral Dynamics Corporation, Fort Worth, Texas, Department of the Air
Force

Our review of the procurement of B-58 aircraft components disclosed over-
pricing of cost-plus-incentive-fee purchase orders issued to Sperry Gyroscope
Company, Division of Sperry Rand Corporation, Great Neck, New York, by
Convair, a Division of General Dynamics Corporation, Fort Worth, Texas, under
Department of the Air Force prime contracts AF 33(038)-21250 and AF 33(600)-
328l1.

We found that, in negotiations for primary navigation systems for B-58 air-
planes, Sperry proposed and Convair accepted target costs which were overstated
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by about $3,289,000 because Sperry (1) estimated the unit prices for proposed
purchased parts at prices which were higher than the prices which Sperry was al-
ready paying for the parts, (2) applied an arbitrary increase of 100 percent to the
unit price estimated for each of the purchased parts proposed, and (3) then added
a 10 percent provision for contingencies to the already inflated cost estimates.
Unless adjusted, these overstatements will result in increased costs to the Govern-
ment for target and incentive fees of about $1,084,000.

Convair and the Air Force did not take effective steps to negotiate sound prices
based on experience for the B-58 primary navigation systems. Since competi-
tion was limited, the Air Force should have required Convair to make a critical
analysis of the costs proposed by Sperry. Such an analysis should have included
a comparison of proposed costs with the latest available supplier's prices.
Further, ordinary business prudence should have caused Convair to require
Sperry to furnish current cost information since more than a year had elapsed
between the time Sperry prepared its cost estimate and the time the target costs
were negotiated. However, Convair accepted Sperry's proposed costs without
obtaining the latest available cost data or other evidence as to the reasonableness
of its estimates. Further, appropriate surveillance of Convair's subcontracts
with Sperry by Air Force officials would have disclosed to them that the target
costs of these purchase orders were substantially higher than warranted by cost
information available prior to the time the target costs were negotiated.

We believe it is unreasonable for Sperry and Convair to benefit, and the Gov-
ernment to suffer, because these contractors established overstated target costs.
Therefore, we recommended that the Air Force, in cooperation with the Depart-
ment of Justice, take action consistent with the Government's interests to recover
the amount of the overpayment in addition to such statutory penalties as may be
appropriate.

In commenting on a draft of this report, neither Sperry nor Convair disagreed
with the factual content of the report but contended that under the circumstances
reasonable target costs had been negotiated. The Air Force withheld substantive
comments pending its own investigation of our findings.
Index No. 40 C-64-123
B-146886, May 21, 1964
Excessive Relocation Payments to Employees Transferred From One Company

Location to Another by Lockheed Missiles & Space Company, Sunnyvale,
California, a Division of Lockheed Aircraft Corporation, Department of
Defense and National Aeronautics and Space Administration

Our review of employee relocation costs charged to the Government, under
defense and space contracts, by the Lockheed Missiles & Space Company, Sunny-
vale, California, a division of Lockheed Aircraft Corporation, disclosed unneces-
sary costs during a 12 month period totaling $101,200, resulting from the com-
pany's excessive payments of daily relocation allowances to its employees. These
excessive payments were caused by Lockheed's practice of paving employees
transferred from one location to another a daily relocation allowance for a period
greatly in excess of the period actually needed to establish a new residence.

After we presented the finding of our review to the company, Lockheed revised
its relocation policy to preclude such payments in the future. The Department
of Defense and the National Aeronautics and Space Administration informed us
that action would be taken to eliminate any such costs included in contract
prices by Lockheed's division at Sunnyvale, California, during the years 1958
through 1962. We recommended to these agencies that they examine relocation
practices of other divisions of Lockheed Aircraft Corporation with a view toward
eliminating any additional unnecessary cost to the Government as a result of the
company's relocation policy. We deferred further collection action pending
receipt of advice as to the measures taken by these agencies.

The entire subject of relocation costs is being studied by the Department of
Defense and the National Aeronautics and Space Administration, and a proposed
revision to regulations concerning this matter has recently been circulated to
industry for comment. Pending the completion of this study, contracting and
auditing personnel have been alerted to carefully examine the propriety of reloca-
tion costs charged to the Government under defense and space contracts.
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Index No. 43 C-64-126
B-146717, May 25, 1964
Overstated Cost Estimates Included in the Initial Target Prices of Incentive

Contracts AF 33(600)-36319 and AF 33(600)-38098 with the Boeing Com-
pany, Seattle, Washington for the Bomare "A" Weapon System, Department
of the Air Force

Our examination disclosed that the initital target prices negotiated by the Air
Force and the Boeing Company for the production of Bomarc "A" missiles under
contracts AF 33(600)-36319 and AF 33(600)-38098 included certain proposed
costs which were overstated by about $23,034,500. The overstated initial target
costs, which made available to Boeing additional profits of at least $2,303,450,
were attributable to cost estimates proposed by Boeing that (1) did not incorporate
the most accurate, complete or current cost or pricing data available at the time
of negotiations even though Boeing certified that such data were used for contract
-38098, (2) were not properly related to contract requirements, (3) were not based
on reasonably firm designs and specifications or adequate cost data, and (4) were
not adequately evaluated.

We belive that it is unreasonable for the Government to incur increased costs
and for contractors to realize increased profits as a result of cost estimates which are
unsupported by realistic cost or pricing data or which are based on contract
requirements that are not reasonably firm at the time of price negotiations.
Where realistic cost data are not available or where contract requirements are
unresolved, we believe that pricing action should be deferred until realistic data
become available and reasonably firm contract requirements are established.

Boeing has agreed to negotiate certain adjustments with the Air Force under.
contracts -36319 and -38098 to reduce a portion of the overstated initial target
costs discussed in our report. The Office of the Assistant Secretary of Defense
(Installations and Logistics) advised us that the Air Force agreed that sub-
stantial additional downward adjustments in the overstated initital target prices
should be sought from Boeing under these contracts, but that it intended to defer
negotiations for this purpose until complete Air Force audits of the contracts had
been made and evaluated. We were advised that the negotiations were expected
to begin in May 1964. In our opinion it would be unreasonable for the Govern-
ment to bear increased costs because of any portion of the overstated cost estimates
disclosed by our review and for Boeing to benefit by obtaining increased profits
because of these overstated cost estimates.

We recommended that the Secretary of the Air Force take aggressive action to
obtain appropriate adjustment of the overstated initial target costs discussed in
our report and, in coordination with the Department of Justice before an admin-
istrative settlement of contract -38098 is reached, take steps to enforce rights
which the Government may have because of the false certificate given by the
contractor with respect to making known to the Air Force negotiator all available
cost and pricing data for his use in evaluating Boeing's cost proposal.

We recommended also that the Secretary of Defense establish policies, and
have appropriate officials establish criteria and procedures to properly implement
such policies, which will provide (1) that, whenever adequate data for the develop-
ment of realistic estimates of the probable cost of future production for areas
of contract cost or performance are lacking, negotiation of prices be deferred for
those areas until such time as sufficient and adequate data for developing real-
istic prices become available, (2) that, wherever an audit of a contractor's initial
price proposal is appropriate, the audit be performed, whenever practicable, prior
to negotiating contract prices and that, where it is impracticable to perform the
audit before prices are negotiated, the audit be performed as soon as possible
after the prices are negotiated, and (3) that, where it is found that prices included
in the contract are not based upon the most accurate, complete, and current
pricing information or experience available when the contract prices were nego-
tiated, the contracting officer negotiate prompt adjustment of all such prices
and initiate action to enforce all rights that vest in the Government because the
contractor used cost or pricing data that were inaccurate, incomplete, or not
current.
Index No. 44 C-64-127
B-125016, June 2, 1964
Unnecessary Costs to the Government for Unreasonable Delay by Collins Radio

Company, Cedar Rapids, Iowa in Releasing Special Tooling, Department of
the Army

The Government has borne unnecessary costs of $418,000 as a result of the
failure of Collins Radio Company, Cedar Rapids, Iowa, to transfer Government-
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owned special tooling in a timely manner to a subsequent producer of R-390A
radio receivers for the Armv. Late receipt of this special tooling at the subse-
quent producer's plant necessitated Government authorization to accelerate
production in order for the contractor to meet the original contract completion
date. Collins' delay in transferring tooling constituted a breach of its contract
that required immediate packing and prompt delivery of the special tooling as
directed by the Army.

Collins advised us that it believes that its conduct in transferring special tooling
to Stewart-Warner, the subsequent producer, represented a reasonable perform-
ance of its contractual obligations under all the circumstances and that in no event
should it be held responsible for the increase in contract price negotiated by
Stewart-Warner for the acceleration of its delivery schedule. Collins also pointed
out that the Army's contracting officer at Fort Monmouth, New Jersey, had
reviewed the entire matter previously and concluded that it should be relieved of
any responsibility.

We believe, however, that the facts in our report clearly demonstrate that
Collins did not promptly fulfill its contractual requirements to transfer the tooling
in a timelv manner and therefore committed a breach of contract. Furthermore,
none of the points presented by Collins, in an effort to exonerate the company of
any liability in this matter, were valid as they pertain to its responsibility under
the contract. We also found that the administrative contracting officer at Fort
Monmouth, Mr. John J. Natale, did not include material facts demonstrating the
breach of contract by Collins in his report relieving Collins of accountability for
the delays in transferring the tools. We believe that his action in this matter
should be made a part of his personnel record so that it may be considered in
promotion and other personnel matters.

The Deputy Assistant Secretary of the Army (Installations and Logistics)
advised us that the Army agrees with our finding that Collins breached its contract
and, in accordance with our proposal, is taking action to recover from Collins
the $418,000 resulting from its delay to transfer the tooling as well as an addi-
tional $46,200 for rental of the tooling during its unauthorized use.
Index No. 45 C-64-128
B-146894, June 2, 1964
Illegal Award of Advertised Construction Contract and Excessive Costs for

Contract Modifications, Departments of the Army and Air Force
We found that the work contemplated under an advertised construction

contract, for about $12 million after modifications, awarded to The Lane Con-
struction Corporation, Meriden, Connecticut by the United States Army Corps
of Engineers, differed so substantially in kind and quantity from that advertised
that the contract must be considered as having been illegally awarded. Prior
to award of the contract the Air Force decided that it required a new narrow-
gauge-type runway lighting system, and a decision was made to incorporate the
change through a contract change order. The contractor also knew prior to
award that this significant change would be made to the lighting system.

The new narrow-gauge lighting that was subsequently added to the contract
was estimated to cost $1.2 million. The estimated cost of the remainder of the
lighting system included in the work for which bids were solicited was about
$914,000. The known change in the scope of the work therefore was of such
significance that it was inappropriate and illegal to award the contract in an
unrevised form. To allow such a procedure would be grossly unfair to other
bidders and would not afford the Government the full advantages of true
competition.

Instead of awarding the contract for work significantly different from that
known to be required, the contracting officials should have followed other methods
available to them to assure that the Government received the best possible price.
For example, they could have reissued invitation for bids after all known require-
ments were incorporated therein or, if time or other circumstances did not permit
procurement by formal advertising, could have used competitive negotiated
procurement.

The only proper method for payment under the circumstances is on the basis
of the fair value of the work performed. Thus, the Army should make a study
to determine the value of the work performed and recover any amounts paid
to the contractor in excess of reasonable value. We requested that the results of
the study be furnished to this office.

In a review of limited data available to the Government on the cost of work
added to the basic contract by modifications, we also found indications of excessive
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*costs of about $85,000 attributable to the contracting officer's failure to properly
-evaluate the contractor's cost proposals for the modifications. In making the
study to determine the value of the work performed, agency officials should be
particularly on the alert for excessive charges of this type.

This case illustrates that contracting officials must carefully consider all per-
tinent factors before bids are solicited and when negotiating prices for work to be
accomplished under negotiated modifications to an advertised contract. The

-successful bidder has such inherent advantages that, as a practical matter, the
Government is almost precluded from bringing free competition into modification
negotiations. We recommended that the Secretary of Defense bring this report
to the attention of contracting officials to emphasize (1) the legal requirement for
including in the invitation for bids the work actually required at the time of the
award and (2) the possible adverse effects of amending advertised contracts by
negotiated change orders.

We Lelieve that the actions of the Army and Air Force officials responsible for
the illegal award and the unnecessary and questionable expenditures in connection
-with work accomplished under modifications to the basic contract showed poor
judgment and/or lack of recognition of their individual responsibility for care and
-compliance with existing laws in managing their activity. Under these circum-
stances the Army and Air I orce should consider the manner in which this respon-
sil ility was inet in evaluating the performance of these officials in making future

.assignments.

Index No. 47 C-64-130
B-118663, June 9, 1964
-Overstatement of Contract Target Price Negotiated With American Bosch Arma

Corporation, Arma Division, Garden City, New York, Department of the
Air Force

Our review of the contract target price negotiated in September 1960 for
Department of the Air Force fixed-price incentive contract AF 04(647)-684 with
American Bosch Arma Corporation, Arma Division, Garden City, New York
disclosed that the negotiated target cost was overstated by $216,153. This over-
-statement occurred because the contractor proposed, and the Air Force accepted,
-estimated costs of purchased parts that were higher than were reasonable in view
-of suppliers' known prices at the time of negotiations. Unless adjusted, this
-overstatement will result in increased costs to the Government in the form of
-unwarranted profits to the contractor of $52,958.

'1he Air Force has agreed with our findings and has informed us that the con-
tracting officer will, in accordance with pertinent terms of the contract, reduce
-the contract target price by the amount set forth in our report.
4Index No. 51 C-64-134
B-133149, June 15, 1964
Excessive Prices Negotiated by the Defense Petroleum Supply Center for Storage

of Petroleum in a Commercial Facility at St. Ignace, Michigan, Department
of Defense

The prices negotiated by the Defense Petroleum Supply Center, Department of
Defense, under contract ASP-15734 for storage of petroleum in a new commercial
facility at St. Ignace, Michigan, included excessive amounts of $67,000 for interest
-on the contractor's construction loan and $223,190 for operating costs. In addi-
tion, the prices negotiated for future renewal periods are excessive because they
-amount to $761,551 more than the estimated operating costs of $9S3,269 for the
7 option years. These option prices represent a return or profit to the contractor
-of more than 77 percent of estimated operating costs. The excessive prices
resulted from (1) submission by Northwestern Oil and Terminal Company to the
Defense Petroleum Supply Center of estimates of interest and operating costs
to be used in the negotiation of the contract prices which the company knew,
-or had reason to know, were excessive and (2) failure of the Defense Petroleum
Supply Center negotiating and contracting officials to effectively review and
-evaluate the cost data furnished.

By letter dated September 27, 1963, Northwestern Oil and Terminal Company
disagreed with the findings and conclusions contained in the draft of the proposed
report which we submitted to the contractor for review and comment. We have
carefully considered the comments and financial data submitted by the contractor
and find that the record, including the information submitted by the contractor,
supports our finding that the negotiated prices of contract ASP-15734 are exces-
-sive.
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On October 10, 1963, the Deputy Assistant Secretary of Defense (Procurement}
informed us that the Department of Defense agreed with our findings and that-
the Defense Supply Agency would determine whether an adequate basis exists
for seeking a voluntary refund from the contractor of the excessive amounts for
interest and operating costs that were included in prices already paid to the
Contractor. In addition, we were informed that every effort would be made to
reduce substantially the contract option prices before additional options to renew
were exercised.
Index No. 54 C-64-137
B-146883, June 16, 1964
Unnecessary Costs Incurred for M61 Machine Gun Components Under Contracts

With General Electric Company, Burlington, Vermont, Department of the
Army

Our review of prices for M61 machine gun components under Department of the
Army contracts with General Electric Company, Burlington, Vermont, disclosed
that the Government incurred unnecessary costs of $74,500. We found that the
contractor (1) failed to disclose information during negotiations that a new manu-
facturing process had been adopted which significantly reduced the cost-of manu-
facturing a part and (2) improperly included in the contract price an amount for
items which were furnished by the Government. In addition, the Army failed to de-
termine whether conditions had changed, during the 4 months from the time the con-
tractor submitted its proposal until the contract modification was executed, and
to obtain an updated pricing certification so that consideration could have been
given to obtaining the entire quantity of another part from the lower priced vendor
of the two vendors contemplated in the contractor's original proposal.

The Deputy Assistant Secretary. of the Army for Logistics and the contractor,
in commenting on this matter, stated that costs were excessive by only about
$29,000 but believed that there should be an offset of about $20,000 for another
item. However, we had recognized this offset in our determination of excess
costs. The Deputy Assistant Secretary and the General Electric Company dis-
agreed that the balance of $45,000 represented excess costs because the savings
resulting from the use of a lower cost subcontractor could not have been foreseen
at the time the contract was modified. On the other hand, we found that, had
the contracting officer inquired into whether the entire quantity could have been.
obtained from the lower priced vendor, consideration could have been given to
either requiring the negotiated price be based on obtaining all the items from the
lower priced vendor or setting aside the amount applicable to the part involved
until the matter could be resolved. We recommended that the Secretary of De-
fense direct the Secretary of the Army to take all means necessary to effect an
appropriate recovery from the General Electric Company.

The Deputy Assistant Secretary agreed with our proposal that contracting
officers should be alert to changes in contractors' production methods or subcon-
tract programs that affect costs and stated that the Army Materiel Command was
disseminating briefs of all our reports to contracting officials and that copies of the
reports were being furnished to the United States Army Logistics Management
Center, Fort Lee, Virginia, for training purposes.
Index No. 58 C-64-141
B-146873, June 22, 1964
Overpricing of Contracts DA-20-089-ORD-8406 and DA-36-034-ORD-897

With Chrysler Corporation, Newark, Delaware, Department of the Army
Our examination of Department of the Army contracts DA-20-089-ORD-840&

and DA-36-034-ORD-897 with Chrysler Corporation, Newark, Delaware, dis-
closed that the Government had incurred excessive costs which we estimated to be
about $4,780,000 because an adjustment to the tentative contract prices for
changes in the cost of certain components was not based on the cost of the com-
ponents that had been included in the price originally. These excessive costs
resulted from the failure of the contractor, the contracting officer, and the Army
Audit Agency to identify accurately the costs of the components considered in
negotiating the tentative contract nrices.

The overpricing of these contracts had been the subject of considerable discus-
sion between the Department of the Army and the contractor and on April 22,
1964, a reduction of $4,500,000 to the final contract prices was negotiated.

We have been informed that the amount of $4,500,000 to be offset against other.
amounts due Chrysler was arrived at after considerable negotiation between the
parties but that there are no detail records available in support thereof. We. are.
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therefore unable to identify the specific reasons why this amount differs from our
computation. Although the records do not provide a basis for making a precise
determination of the amount involved, we do not believe that any further action
to obtain an offset of an additional amount from the contractor is warranted.

The Department of the Army advised us that action had also been taken to
illustrate the specific problems involved in this report by disseminating the facts of
this case to contracting and audit personnel throughout the Department of
Defense.
Index No. 67 C-64-151
B-146751, June 30, 1964
Overcharges to the Government for Change Orders Issued Under Navy Contracts

Awarded to the Ingalls Shipbuilding Corporation, a Division of Litton
Industries, Inc., Pascagoula, Mississippi, Department of the Navy

We reviewed the pricing of a group of change orders issued under shipbuilding
contracts awarded to the Ingalls Shipbuilding Corporation by the Navy. The
amounts negotiated for these change orders, which resulted in an increase in
price of the shipbuilding contracts of about $2 million, were based on Ingalls'
estimates of the costs it would incur in making the changes. Our review disclosed
that the Government had been overcharged about $170,300 and undercharged
about $9,900, or overcharged a net amount of $160,400, because these estimates
were excessive in relation to the most current and accurate cost data available
prior to price negotiations or did not allow sufficient credit to the Government
for cancellation of items included in the price of the shipbuilding contracts.
Also, we found that the Government was overcharged an additional $15,100
because of mathematical errors made in the pricing of these and other change
orders issued under the same contracts. The Supervisor of Shipbuilding who
was responsible for negotiating the prices of these changes for the Navy did not
make an adequate review of Ingalls' cost estimates and supporting data and
apparently was not aware of the overcharges.

Ingalls advised us that it did not believe that the Government was overcharged
or that the Government was knowingly misled during negotiations. However,

it did not supply details to support its vie s and, early in our review, declined to
hold further discussions of individual cases with our auditors.

The Navy concurred in some of our findings and promised to take appropriate
action to effect recovery of the amounts of the overpricing in these cases. In
other cases, the Navy did not agree; principally because it considered that all
change orders deleting items required under the original contract should be priced
at current prices regardless of the price established for the requirement under
the original contract. We do not agree with the Navy's position. When require-
ments are decreased it seems more reasonable to use the price in the basic contract
and thereby to put the parties in the same position as the one in which they would
have been if the item had been omitted from the initial contractual requirements.

In our report, we recommended that the Secretary of Defense establish guide-
lines to be used by contracting officers in pricing change orders which delete
contract requirements. We also recommended that the Secretary of Defense
(1) institute action to recover the overcharges cited in this report, (2) have an
analysis made of other change orders issued under these contracts to determine
which ones would, by virtue of the amounts involved, appear to merit review,
and (3) have audits made of these change orders with a view toward recovery of
any overpricing disclosed by the audits.

Insofar as future change orders are concerned, the Navy agreed to provide for
the audit of contractors' price proposals whenever the gross value of the change
exceeded $10,000. If properly implemented, this arrangement should enable the
Navy to detect the principal types of deficiencies disclosed by our review.

We also recommended that the Department of Defense inquire into the pro-
cedures followed by the other military services in negotiating change order prices
to ascertain whether such procedures will provide adequate assurance that
reasonable prices are obtained.
Index No. 68 C-64-152
B-146900, June 30, 1964
Overcharges for Aircraft Products Liability Insurance Under Various Contracts

Awarded to Pratt & Whitney Aircraft Division of United Aircraft Corpo-
ration, East Hartford, Connecticut, Department of the Navy

During the years 1955 through 1961, the Pratt & Whitney Aircraft Division,
United Aircraft Corporation, charged the Government about $2.2 million of the
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costs of providing aircraft products liability insurance on items sold commercially..
Pratt & Whitney knew that it cost substantially less to insure products sold to
the Government than to insure those sold commercially. However, it included
the full cost of this insurance in a pool of general and administrative expenses
which it apportioned between its Government and commercial work on the basis
of the manufacturing and development costs incurred in performing such work.
Consequently, during the 7-year period, Pratt & Whitney charged the Govern-
ment $3.7 million of its premium costs for aircraft products liability insurance
although the portion of the premium costs actually incurred on sales to the
Government amounted to only $1.5 million. Conversely, Pratt & Whitney's
commercial work on which the premium cost was $3 million bore only $0.8 million
of these costs.

United Aircraft Corporation did not disagree with our findings and advised us
that it had agreed to the disallowance of a portion of this cost in the final pricing
of contracts for 1962. It stated, however, that there was no legal or equitable
basis for changing the prices negotiated for the contracts involved because (1)
the contracts had been finally settled and (2) the accounting method it consistently
used in establishing Government contract prices resulted in charging its com-
mercial business with certain indirect expenses which were wholly military in
nature.

The Department of Defense advised us that it agreed with our findings. Fur-
ther, we were advised that, as a result of our findings, the Navy had taken excep-
tion in the final pricing of contracts for 1962, to costs of $305,000 representing
aircraft products liability insurance premiums not properly chargeable to Govern-
ment contracts. The Department further advised that the Navy would take
similar action to the extent applicable in connection with Navy contracts at the
other divisions of United Aircraft Corporation and that care would be taken to
prevent such charges urider any future Navy contracts with that Corporation.
In addition, the Department of Defense advised that it would bring this case to
the attention of audit and contracting officials to demonstrate the need for appro-
priate review and analysis of the principles and procedures used by contractors
in apportioning overhead costs to Government contracts. With regard to re-
covery of the $2.2 million overcharges for the years 1955 through 1961, the De-
partment informed us that it believed that efforts to seek recovery of the over-
charges would not be consistent with the best interests of the Government because
(1) there was no legal basis for recovery and (2) the Navy, after an extensive
review of Pratt & Whitney's accounting system, considered that reopening the
negotiated overhead rates for those years would expose the Navy to counterclaims
and offsets that would greatly outweigh the overcharges in question.

The Department has taken measures that deal with all aspects of our findings
except with regard to recovery of the overcharges for the years 1955 through 1961.
We are continuing our review of Government contracts held by the Pratt &
Whitney Aircraft Division, United Aircraft Corporation. In connection with
this review and with a view toward determining the reasonableness of the De-
partment's position that it would not be in the Government's interest to seek re-
covery of the overcharges for the years 1955 to 1961, inclusive, we are examining
into the claims of United Aircraft Corporation and the Department of Defense
that counterclaims and offsets would outweigh the $2.2 million overcharges.
Index No. 88 C-65-17
B-152600, July 31, 1964
Overpricing of Survival Kit Equipment Furnished by Rocket Jet Engineqring

Corporation, Glendale, California, to Scott Aviation Corporation, Lancaster,
New York, for the F-4 Aircraft Program, Department of Defense

Our review of the pricing of survival kit components supplied by Rocket Jet
Engineering Corporation, Glendale, California, to Scott Aviation Corporation,
Lancaster, New York, for F-4 aircraft showed that, in sole-source procurement of
these components totaling $1.5 million, Scott Aviation repeatedly accepted sub-
contract prices proposed by Rocket Jet without benefit of cost data or other
evidence of the reasonableness of the prices. This review was conducted as a
part of our examination of the F-4 program undertaken at the request of the
Chairman of the Committee on Appropriations, House of Representatives.

If Scott Aviation had obtained information on Rocket Jet's most recent pro-
duction costs before negotiating prices, it would have been in a position to nego-
tiate a reduction of about $208,000 in the proposed prices. Such action, after
allowing for administrative charges and profit added by higher tier contractors,
would have reduced the cost to the Government for these procurements by about
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$317,000. In addition, in awarding a subcontract to Rocket Jet in 1963, Scott
Aviation violated Public Law 87-653, as well as the terms of a contract it held
with the prime contractor, by failing not only to obtain a required pricing certifi-
cation, but also to include a contract provision giving the Government the right
to recover any overpricing. To the extent that Rocket Jet's price was unreason-
able, and because of Scott Aviation's failure to comply with statutory and con-
tractual requirements, we believe that recovery in behalf of the Government
should be made.

Later in 1963, in connection with a subsequent order, Scott Aviation obtained
cost data from Rocket Jet, including a certification that such data were complete
and current. After obtaining the information, however, Scott Aviation made no
review of the reliability of the cost data. Such a review would have revealed
that Rocket Jet had no real support for the cost data certified and furnished to
Scott Aviation and that current production costs of the items were substantially
less. In our opinion, Rocket Jet's action constituted misrepresentation. We
believe, therefore, that action to recover damages sustained by the Government,
as a result of Rocket Jet's part in this transaction, should be considered under the
legislation which imposes penalties for false claims against the Government
(31 U.S.C. 231).

We informed the Secretary of Defense of our findings and proposed that compe-
tition be brought into this type of procurement at the earliest practicable date
and that until this can be done the Department of Defense insist on critical reviews
of proposed prices and compliance with the provisions of Public Law 87-653.
We proposed also that the Secretary of Defense obtain appropriate recovery for
the Government and, where misrepresentation or violation of the law is involved
such action be taken only after consultation with the Department of Justice.

In commenting on our proposals, the Department of Defense advised us that,
with respect to future orders f6r survival kits, action has been taken to obtain
competition in fiscal year 1965. Moreover, if any purchases are required in the
meantime, adequate cost data will be obtained and evaluated before prices are
established. The Department advised also that action has been taken to recover
any excessive amounts that may have been included in the prices for the survival
kits, without prejudicing any action which should be taken by the Department of
Justice.
Index No. 89 C-65-18
B-133143, July 31, 1964
Excessive Prices Negotiated for Installation and Test of Radar Systems Under

a Negotiated Fixed-Price Contract With Aveo Corporation, Electronics
Division, Cincinnati, Ohio, Department of the Air Force

The price negotiated by the Air Force in May 1963 with Avco Corporation,
Electronics Division, Cincinnati, Ohio, for installing and testing radar systems
under a fixed-price order, dated October 1962, was excessive by about $119,200
because Aveo proposed and the Air Force accepted an allowance for labor that
was greater than Avco could reasonably expect to incur on the basis of prior ex-
perience. Labor costs previously incurred by Avco for work of a similar nature
were not adequately considered in the negotiation of this price, although recent
cost experience was available in Avco's records. After our findings were brought
to the attention of Air Force and Avco officials, Aveo refunded $119,200 to the
Air Force-AF-64-29 $119,200.

Avco advised us that in preparing its proposal certain circumstances had been
considered, which the contractor believed would increase labor costs, and that
these circumstances had apparently not been considered by us. However, our re-
view disclosed no evidence that the circumstances cited by the contractor were con-
sidered in computing estimated costs for the proposal or were dis.loseato the
Air Force for consideration in establishing the contract price.

The Air Force advised us that it believed that its evaluation of Avco's proposal
was adequate but that the contractor had not made its most recent cost experience
known to the negotiators. Our review showed that, although the contractor's
proposed price was evaluated at least three times, no attempt was made to obtain
or use basic data, relative to the contractor's recent labor cost experience, which
were readily available in the contractor's books and records.

In negotiating prices of Government contracts where effective competition is
not present, all available data should be considered by the buyer and seller at
the time of negotiation so that the prices will be fair and reasonable to both parties.
It is evident that, if Avco's prior cost experience which was available at the time
of negotiation had been properly considered, it would have provided a realistic
basis for the negotiation of lower prices on this contract. Although in this case
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the Government has received an appropriate refund, this is not an adequate
substitute for establishing prices at the time of negotiations that are based on
full consideration of all available data.

The Secretary of Defense has recently emphasized to the Secretaries of the
military departments the importance of assuring that contractors' cost proposals
are prepared on a sound basis and are reviewed in sufficient detail to support an
informed opinion as to their reasonableness. The Secretary of Defense pointed
out that, although contractors are responsible for submitting current, complete,
and accurate proposals, the military departments are not relieved of their
responsibility to adequately evaluate these proposals.

In this case, three separate evaluations were made of Avco's proposal, but no
consideration was given to the contractor's most recent labor cost experience.
Therefore we recommend that the Secretary of Defense, in line with his recent
emphasis on this point, have this report brought to the attention of Air Force
contracting officials to illustrate the importance of adequately considering
contractors' most recent cost experience when negotiating prices.
Index No. 90 C-65-19
B-125071, July 31, 1964
Overpricing of Modification Kits and Spare Parts Purchased From Hughes

Aircraft Company, Culver City, California, Under Negotiated Firm Fixed-
Price Contracts, Department of the Air Force

In our review of the pricing of modification kits and spare parts procured
during the period July 1956 through April 1960 under Department of the Air Force
negotiated firm fixed-price contracts AF 04(607)-2173, AF 04(607)-2676, and
AF 09(603)-33098 with Hughes Aircraft Company, Culver City, California, we
found that the prices negotiated for certain modification kits and spare parts
were overstated by about $722,200 in relation to cost and pricing information
that was available to the contractor prior to or during price negotiations but was
not made known to Air Force contracting officials. Acceptance of the over-
stated prices apparently resulted from the failure of the Air Force administrative
contracting officer to examine into the accuracy and currency of the cost and
pricing information on which the contractor's price proposals were based.

After we discussed our findings with responsible Air Force and Hughes officials;
Hughes refunded $722,191 to the Government. Hughes informed us that
changes in its pricing procedures had been made and implemented, including
documentation of files, to assure that the most current data available would be
used in pricing proposals.

The Air Force informed us that the Air Force Logistics and Systems Commands
had completed a preliminary review of our findings and, as proposed in our
preliminary report, had directed that a comprehensive review and analysis be
made of the pricing of other items under contracts -2173, -2676, and -33098 with
Hughes. We requested the Air Force to inform us of the results of this review
and the action taken or contemplated on this matter.
Index No. 91 C-65-20
B-146922, August 4, 1964
Improper Reimbursement for Personal Property Taxes to Hoffman Electronics

Corporation, El Monte, California, Under Defense Contracts and Subcon-
tracts, Department of Defense

Our review of personal property taxes included in the prices of defense con-
tracts and subcontracts with Hoffman Electronics Corporation, El Monte, Cali-
fornia, disclosed that the corporation had improperly claimed and was reimbursed
$55,619 by the military departments for taxes paid to Los Angeles County. Hoff-
man claimed reimbursement in certain instances because a new tax had been
assessed against Government-owned property, whereas the taxes included in the
claim primarily related to contractor-owned property and were of a type for which
provision had already been made in the contract prices. In other instances, pay-
ment of the taxes had not been protested by Hoffman, as required, which pre-
cluded the obtaining of any refund from the county when the taxes on Govern-
ment property were subsequently declared invalid by the California courts. In
addition to the improper reimbursement of $55,619, Hoffman retained $3,433 of
a tax refund from Los Angeles County which should have been returned to the
Government.

We brought to the attention of the Department of Defense our finding that
the Government had unnecessarily borne additional costs and that Hoffman had
benefited in like amounts because of its erroneous representation to the Govern-
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ment of relevant facts. We proposed that the Department of Defense, in coordi-
nation with the Department of Justice, take action to obtain appropriate recovery
from Hoffman.

The Department of Defense agreed with our proposals and stated that it would
take appropriate action to recover these amounts.
Index No. 101 C-65-30
B-146918, August 18, 1964
Overstated Material Cost Estimates Included in Firm Fixed Prices Negotiated

for T-37 Airplanes Produced by Cessna Aircraft Company, Wichita, Kansas,
Department of the Air Force

In our examination of four Department of the Air Force fixed-price contracts
awarded to the Cessna Aircraft Company, Wichita, Kansas, for the production
of T-37 airplanes, we found that the Government would have been in a sound
position to negotiate prices about $326,800 less than those that were established
had it been aware of pertinent information which was available to Cessna either
at the time the proposals were prepared or at the time of negotiations.

The firm fixed prices negotiated by the Air Force and Cessna for T-37 airplanes
produced under contracts AF 33(600)-33891, -35569, -36776, and -38888 included
material cost estimates that were overstated by about $275,300. During price
negotiations for the last three of these contracts, Cessna certified that, in the prepa-
ration of its proposals, actual prices of materials, actual labor costs, and other
actual cost data had been considered in preparing the forward pricing estimates
and had been made known to the Air Force negotiator for his use in evaluating the
estimates and that all pricing data considered in the negotiation conferences were
current. Contract -33891 was negotiated before such certificates were required
for negotiated contracts. The estimates included costs for some parts in excess of
contract requirements and for one part that was to be furnished by the Govern-
ment without cost to the contractor. Also, in some instances the cost estimates
were not based on the latest available pricing information. Cessna added about
$51,500 to the overstated cost estimates to provide for material rejections, general
and administrative expenses, and profit. Had the Government been aware of the
overstatements, it would have been in a sound position to negotiate prices about
$326,800 less than those established.

The Assistant Deputy for Procurement Management, Office of the Assistant
Secretary of the Air Force, informed us by letter dated April 3, 1964, that the
Air Force planned to obtain appropriate adjustments of the prices negotiated for
these contracts. The contractor advised us that it was in agreement with the
basic facts as stated in the report and that it would be glad to review the report
with the Air Force. In addition, we were informed that both the Air Force and
Cessna were reviewing T-37 contracts issued subsequent to those cited in this
report to determine whether they included similar overstated cost estimates.

In view of the steps being taken to obtain adjustments of the prices paid Cessna
for T-37 airplanes under the four contracts we examined and the review being
made of other T-37 contracts, we recommended to the Secretary of the Air Force
that Air Force actions to obtain appropriate price adjustments from Cessna be
coordinated with the Department of Justice to assure that any interests or rights
of the Government that may be available under existing statutes not be jeop-
ardized.
Index No. 102 C-65-31
B-146916, August 18, 1964
Overstated Cost Estimates for Miscellaneous and Minor Outside Production Items

Included in Incentive Target Prices Negotiated With the Boeing Company,
Seattle, Washington, for KC-135 Airplanes, Department of the Air Force

Our examination of the estimated costs for miscellaneous and minor outside
production items included in incentive target prices proposed by the Boeing
Company, Seattle, Washington, in 1960 and 1961 for KC-135 airplanes under
contracts AF 33(600)-41979 and AF 33(600)-43416 disclosed that these estimated
costs were overstated by about $1,475,100 in relation to costs the contractor
could reasonably expect to incur. After Boeing revised its target price proposals
several times during negotiations, the Air Force negotiated overall reductions in
the target prices proposed by the contractor. We found no evidence, however,
(1) that the Air Force was aware of the overstated estimated costs for miscellane-
ous and minor outside production items disclosed by our review or (2) that the
contractor, during negotiations, reduced its proposed prices because of these over-
statements. Unless the contract target prices are reduced appropriately, the

46-04S-65-11
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Government will incur unnecessary costs of about $541,590 in the form of un-
warranted target and incentive profits to Boeing attributable to the overstated
cost estimates.

Under both contracts Boeing certified that (1) all available pricing data had been
considered in preparing its estimates and (2) all significant data considered in
negotiations was current. However, it is evident that, in estimating target costs
for miscellaneous and minor outside production items, Boeing did not give ade-
quate consideration to all available pricing data since it did not make appropriate
adjustments to the historical data used as a basis for its estimates. We believe
that the target prices negotiated under contracts -41979 and -43416 would have
been reduced substantially had the Air Force been aware of the overstated data
used by Boeing in estimating costs for miscellaneous and minor outside production
items.

We were advised by responsible contractor officials that the procedures followed
by Boeing in estimating costs for other contracts for KC-135 aircraft were similar
to the procedures used in preparing cost proposals for contracts -41979 and -43416.
Therefore it appears that pricing deficiencies similar to those set forth in our
report may exist in the target prices negotiated under these other contracts. The
Air Force informed us that it had undertaken an audit and review of the costs
negotiated for miscellaneous and minor items under the contracts discussed in
our report and those awarded earlier and that it would inform us of the results of
this review.

In commenting on our findings, Boeing acknowledged that the miscellaneous
and minor item cost estimates for contract -41979 were overstated by $180,817
because historical data on which the estimates were based included costs of items
for which separate cost estimates were included in other parts of the proposals.
The contractor stated that it would initiate appropriate action to process an ad-
justment of $60,573 for overstated target and incentive profits under that contract.
However, Boeing stated that it did not believe that any other reductions in the
target prices of either contract -41979 or -43416 were appropriate.

We recommended that the Secretary of the Air Force make every effort to
obtain, through or in coordination with the Department of Justice, appropriate
price reductions for the overstated costs for miscellaneous and minor outside
production items included in the target prices negotiated for contracts -41979
and -43416. We recommended further that, if Air Force review of target prices
negotiated under other contracts for KC-135 airplanes discloses that the Govern-
ment incurred additional costs as a result of similar overstatements in the target
prices negotiated, appropriate refunds or contract price adjustments be obtained.
Index No. 103 C-65-32
B-146920, August 20, 1964
Excessive Cost to the Government in Rentals of Electrical Accounting Machines

by General Dynamics/Astronautics, a Division of General Dynamics Corpora-
tion, San Diego, California, Department of the Air Force

Our review of the leasing of electrical accounting machines by General Dy-
namics/Astronautics, San Diego, California, has disclosed that extra-shift rentals
paid for use of electrical accounting machines, during a 3-year period in which
use time was manually recorded, were excessive compared with rentals based
on use time as subsequently recorded by meters. Although the condition was
corrected in November 1962, when the automatic time-recording meters were
installed, General Dynamics did not attempt to recover excessive rentals paid
prior to November 1962 until we brought this matter to its attention. We
estimate that rentals paid on the basis of manually recorded use records during
the period we reviewed exceeded, by about $158,100, rentals which would have
been paid on the basis of meter readings.

The contractor has advised us that, after verifying our calculations, it re-
quested a refund of $158,102 from the lessor of the equipment, the International
Business Machines Corporation. By letter dated February 26, 1964, the De-
partment of the Air Force informed us that the requested adjustment in rentals
was refused on the basis of existing rental agreements. The Department of the
Air Force has also advised that, as a result of this refusal, the Air Force is now
reevaluating the matter and investigating related aspects, such as the manner
in which time was manually recorded and paid for, and that we will be informed
of the results of these investigations.

International Business Machines Corporation has stated that it relies upon
the reports of extra-shift usage from its customers and that, until General Dy-
namics directly substantiates some inaccuracy in its prior reports for the 3-year
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period, there does not appear to be any basis on which a refund should be
volunteered.

Inasmuch as General Dynamics and International Business Machines Corpora-
tion seem uncertain as to whether a refund is in order, we recommended that the
Department of Defense, in coordination with these corporations, take action to
resolve the matter with due regard for the interests of the Government. We
recommended also that the Department of Defense take the initiative in seeking
the adoption by Department of Defense activities and contractors of a standard
metering device to record use time and, at the same time, minimize burdensome
clerical functions in the recording of chargeable use time.
Index No. 113 C-65-42
B-146892, August 28, 1964
Rent-Free Use of Government-Owned Facilities in Production of Commercial

Aircraft Engines by Pratt & Whitney Aircraft, Division of United Aircraft,
Corporation, East Hartford, Connecticut, Department of the Navy

During the 9-year period 1951 through 1959, Pratt & Whitney Aircraft, Division
of United Aircraft Corporation, East Hartford, Connecticut, used Government-
owned facilities without the payment of rent in the production of about 10,700
piston engines which were sold to commercial customers for over $500 million
The Navy granted Pratt & Whitney the rent-free use of these facilities under the
condition that any benefits from use of the facilities realized by commercial engine
production would be reflected in the prices paid by the Government for military
engines. Our review disclosed that Pratt & Whitney's commercial piston engine
production did realize benefits from the Government-owned facilities, but the
record of the negotiation of prices paid by the Government for military engines
did not identify any allowances in recognition of these benefits.

Since there is no evidence that Pratt & Whitney complied with the condition
prescribed by the Navy for rent-free use of the facilities, the Navy is entitled to
collect rental for use of Government-owned facilities in the production of com-
mercial piston engines. Using a basis consistent with that used by the Navy and
Pratt & Whitney to compute rental for the use of Government-owned facilities in
commercial piston engine production after 1959, we estimate the rental due for the
9-year period at about $5 million.

After our first inquiries into the arrangements under which these facilities were
being used on a rent-free basis, the Navy and Pratt & Whitney entered into an
agreement under which a rental was to be paid after January 1, 1960, for the use of
Government-owned facilities in the production of piston engines for commercial
customers. The rent paid by Pratt & Whitney for this use of Government-owned
facilities during 1960, 1961, and 1962 totaled about $819,000. No rental was
requested by the Navy, however, for the preceding 9-year period during which
Pratt & Whitney had used these facilities in the production of commercial piston
engines without payment of rent.

The Navy had established a specific condition for Pratt & Whitney's rent-free
use of Government-owned facilities during the period 1951 through 1959, but
failed to take such steps as were necessary to assure that it received the proper
benefits in the negotiation of engine prices. From our review of Navy records and
discussions with responsible officials, it appears that the matter was simply over-
looked.

Pratt & Whitney does not agree that it should pay rental for its use of Govern-
ment-owned facilities in the production of commercial piston engines during the
years 1951 through 1959. Further, we were advised that, under its accounting
system, commercial piston engine production has been charged with certain costs
applicable to the production of military engines, and therefore the Government
received cost savings that outweigh the amount of rent we attribute to the use of
Government-owned facilities in commercial piston engine production. In dis-
cussions with us, the Navy has not taken a final position on the matter but has
indicated that it concurs in Pratt & Whitney's views that, under its accounting
system, costs applicable to military engines were charged to commercial engines.

Both Pratt & Whitney and the Navy presented us data in support of their
position. We examined the data presented and found that consideration had
not been given to all relevant matters and that the data were therefore incon-
clusive. Briefly, we found that it is true that, under Pratt & Whitney's accounting
system, engines produced for commercial customers were allocated a portion of
costs that were solely applicable to military work; however, it is also true that
engines produced for military use were charged with costs applicable to commercial
work. While we have not made a complete review of all of Pratt & Whitney's
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costs during the period 1951 through 1959, we have examined into specific in-
stances cited by Pratt & Whitney and the Navy. We found that both overlooked
instances in which military engines bore costs more properly applicable to com-
mercial engines in amounts sufficient to offset the specific cost savings they claimed
the Government had received under Pratt & Whitney's accounting system.
Thus, while it is possible that such offsets exist, none of the data presented to us
showed conclusively that the Government had received any cost savings as a
result of the system of accounting used by Pratt & Whitney.

The record is clear that Pratt & Whitney was granted the rent-free use of the
Government-owned facilities under a specific condition established pursuant to
the contract terms. Our view did not disclose any evidence that the contractor
had fulfilled this condition. We therefore recommended that the Secretary of
the Navy take such action as is necessary to collect a reasonable rental from
Pratt & Whitney for its use of Government-owned facilities in the production of
commercial piston engines during the years 1951 through 1959. If Pratt &
Whitney is able to provide any conclusive evidence that, under its accounting
system, the Government received cost savings at the expense of the contractor's
commercial work, the Navy can give appropriate consideration to such evidence
when it is provided.

We consider that the contractual arrangements for the use of these facilities
were contrary to the best interest of the Government. This type of facilities
arrangement should not recur, however, since the Armed Services Procurement
Regulation now requires that rent be collected for contractors' use of Govern-
ment-owned facilities in commercial work.
Index No. 114 C-65-43
B-146884, August 31, 1964
Unreasonable Charges to Government Cost-Type Contracts for Depreciation on

Buildings Acquired From the Government at No Cost by Stanford Research
Institute, Menlo Park, California, Department of the Army

The Government has been charged unreasonable costs of $246,923 because the
Stanford Research Institute, Meenlo Park, California, allocated to Government
contracts depreciation on buildings that the Institute received at no cost. These
buildings were transferred by the Government for a sum of 1 dollar to Stanford
University, under the provisions of the Lanham Act, and then transferred by the
University to the Institute without charge.

The Institute did not comment specifically on the depreciation charge but, in
substance, stated that the buildings had not been given to the Institute by the
Government but instead had been sold by Stanford University to the Institute in
an entirely separate transaction. However, our review disclosed that the Univer-
sity and the Institute were closely related and that the transaction was essentially
the same as if the Institute had dealt directly with the Government.

The Deputy Assistant Secretary of Defense (Procurement) advised us that, in
his opinion, the Army's action in this case was reasonable and that it would be
inappropriate to seek recoupment for these charges. This opinion was based on
the results of a recent Department of Defense review of the facts and circumstances
surrounding the original transfer of the buildings from the University to the Insti-
tute and the relationship between the two organizations. We were also advised,
however, that action was being taken to prevent further charges for depreciation
*on these buildings in current and future negotiations with the Institute. In ad-
dition, we were advised that the Department of Defense had initiated a review
-of its relevant policy to determine the need for additional guidance in this area.
Upon completion, we will be advised of the results of this review.

With respect to the amounts of the unreasonable depreciation charged to
Government contracts, the General Accounting Office will not allow credit for
payment of depreciation made to Stanford Research Institute in the absence of a
specific determinination by the contracting officer that the costs are reasonable and
should be paid to the contractor. The courts have held that under the terms of
such contracts, the contracting officer has the legal responsibility for determining
allowable costs of performing a contract.
Index No. 119 C-65-48
B-146793, August 31, 1964
Cost of Welding Equipment Improperly Included in Price Redetermination

Proposal Under Contract With Ford Motor Company, Dearborn, Michigan,
Department of the Army

Our review of the Department of the Army's procurement of M151 utility
trucks disclosed that the Government was about to incur unnesessary costs of



ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 159

$223,000 because the Ford Motor Company included the cost of contractor-
owned welding equipment in its price redetermination proposal for contract
DA-20-01S-ORD-23240. Although the Government had no need for the equip-
ment, the contracting officer accepted it and had it sent to a Government ware-
house thereby allowing the contractor to charge the Government for the
equipment. After we brought this matter to the Army's attention, action was
taken to return the welding equipment to the contractor and the contractor
deleted the unamortized cost of this equipment from its price proposal.

The Deputy Assistant Secretary of the Army for Logistics advised us on
November 27, 1963, that the Army agreed with the factual contents of the report
and acknowledged that through inadvertence the procurement officer accepted
the welding equipment in question. He stated that, although mitigating factors
were present, disciplinary action was taken against the procurement officer.

The Deputy Assistant Secretary stated that arrangements had been made with
Ford for the return of the welding equipment. Subsequently, we found that in
March costs applicable to the equipment were eliminated from Ford's price
redetermination proposal and the welding equipment was returned to Ford.

We proposed to the Secretary of Defense that he bring the matters covered in
this report to the attention of procurement officials of the military departments
and emphasize their responsibility to assure that costs are incurred only for items
needed by the Government. The Deputy Assistant Secretary of the Army for
Installations and Logistics advised us that, in accordance with our proposal, the
facts of this report would be disseminated to contracting and auditing personnel
throughout the Department of Defense.
Index No. 124 C-65-53
B-146926, September 15, 1964
Unnecessary Costs to the Government for Insurance on Government-Owned

Inventories and Special Tooling Held by Contractors Under Negotiated
Fixed-Price Contracts, Department of Defense

In our review of insurance costs incurred by four major contractors during
5-year periods ended in 1961, we found that the Government incurred unnecessary
costs of about $1,237,500 because the military services required these contractors
to bear the risk of loss or damage to certain Government-owned parts, materials,
inventories, work in process, and special tooling in their possession under fixed-
price contracts. We estimate that prices negotiated with these contractors for
fixed-price contracts included costs for insurance and related profit, totaling about
$1,250,000, that could have been avoided if the military services had followed the
Government's established policy of self-insurance. During the 5-year periods,
the amounts received by the contractors for losses on this property totaled only
$12,500. At another major contractor's plant, the Government assumed the
risk of loss or damage to such property in the possession of the contractor and,
as a result, avoided costs of about $295,800 during a comparable 5-year period.

It is an established policy of long standing that the Government will bear the
risk of loss or damage to its property. This policy is based on the theory that
the magnitude of the Government's resources makes it more advantageous for
the Government to assume its own risks rather than to insure them through
private insurers at rates sufficient to pay all losses and operating expenses together
with a profit for the insurer. In consonance with this policy, the Armed Services
Procurement Regulation provides, generally, that the Government will bear the
risk of loss or damage to its property which has been furnished to contractors
under either fixed-price or cost-type contracts. The Armed Services Procurement
Regulation provides also that, under cost-type contracts, the Government will
acquire title to all contractor-acquired property purchased for or chargeable
to the contracts and will assume the risk of loss or damage to this property.
Under negotiated fixed-price contracts, although the Government obtains title
to certain parts, materials, inventories, work in process, and special tooling
where such contracts provide for progress payments by the Government during
contract performance, the progress payments clauses provide that, unless the
Government expressly assumes the risk of loss of property to which it has acquired
title pursuant to these clauses, the contractor shall bear the risk of loss or damage
to such property before its delivery to and acceptance by the Government.
Consequently, at a contractor's plant, the Government may assume the risk of
loss or damage to certain property to which it has title although the contractor
may be responsible for loss or damage to other property to which the Government
also has title. The Armed Services Procurement Regulation states that because
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of problems of administering the contract, especially those connected with prop-
efty responsibility and inventory control, the risk of loss on property to which the
Government holds title because of progress payments must be on the contractor
to the same extent that it would be if the contractor held title to the property.

In commenting on our findings, the Acting Deputy Assistant Secretary of
Defense (Procurement) stated that he recognized the possible savings at whichour report was directed but that these potential savings could not be evaluated
without considering the significant services, such as inspection, safety, investi-
gative, claims adjusting, and legal services, provided by insurers and funded out
of premiums. Also, he believed that the facts of our report alone did not suffi-
ciently support a recommendation for altering existing policy and assuming the
risk of loss for property to which the Government has title pursuant to a progress
payment clause in a negotiated fixed-price contract. HIe believed, however,
that it would be useful to reexamine Departmenit of Defense insurance policies
with respect to the criteria for utilizing Government assumption of risk or private
insurance.

We believe that, generally, the Government should bear the risk of loss on
parts, materials, inventories, work in process, and special tooling held by con-
tractors under negotiated fixed-price contracts where the Government has obtained
title to these items pursuant to progress payments clauses in the contracts. We
recommended that the Secretary of Defense take action to provide for Government
assumption of risk of loss or damage to all Government-owned property of this
type in the possession of contractors under negotiated fixed-price contracts unless,
in individual cases, contracting officials can show that assumption by the con-
tractor of the risk of loss on such property is less costly to the Government.
We recommended also that when the Government bears the risk of loss on this
property, the contractor be required to represent that no costs for insurance on
such property are included in the prices established for negotiated fixed-price
contracts.
Index No. 131 C-65-60
B-146919, September 24, 1964
Unnecessary Testing Costs Included in the Prices of Klystron Tubes Purchased

From Radio Engineering Laboratories, Inc., Long Island City, New York,
Department of the Air Force

In our examination into the procurement of klystron tubes from Radio Engineer-
ing Laboratories, Inc., Long Island City, New York, under Department of the
Air Force contracts AF 30(635)-24412 and AF 30(635)-25699, we found that the
Department of the Air Force incurred unnecessary costs of about $65,000 because
the prices negotiated for klystron tubes included labor and overhead costs for
testing that was neither required nor performed. Prior to the negotiation of
prices with the Air Force, Radio Engineering Laboratories had determined that
stabilization testing of these tubes, which were to be purchased from the tube
manufacturer, was no longer required because of the improved reliability of the
tubes. However, Radio Engineering Laboratories did not reduce its proposed
prices for the tubes nor were the costs for testing excluded in establishing the
contract price.

Radio Engineering Laboratories certified that it used current, complete, and
correct cost or pricing information in preparing its proposals under contract
-25699 and that the Air Force negotiator was advised of all significant changes
through March 6, 1962; however, the contractor did not inform the Air Force
negotiator that the testing of certain klystron tubes was no longer necessary and
would not be performed under this contract. Contrary to the Armed Services
Procurement Regulation, the contractor did not prepare, and the Air Force did
not obtain, a pricing certificate for the proposed prices for the tubes procured as
spare parts under contract -24412.

During the course of our review, representatives of the contractor confirmed
our finding that the prices proposed under contract -24412 included specific
amounts for factory and engineering labor and overhead costs for testing the
tubes to be furnished as spare parts. They stated also that, at the time the Air
Force audited the estimated prices and during the time of negotiating the prices
for these spare parts, the contractor didnot inform the Air Force contracting
officials that it would no longer be necessary to test these tubes.

After we received the contractor's written comments on our draft of this report
we met with its representatives to afford them a further opportunity to reply to
our finding. These officials advised us that Radio Engineering Laboratories had
notified the Air Force procurement office at Rome Air Materiel Area, Rome, New



ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 161

York, that the testing was no longer necessary and the Air Force waived the re-
quirement on December 2S, 1961. Despite the waiver of this testing requirement,
Radio Engineering Laboratories included testing costs in its pro posed prices of
the tubes. Although the Rome Air Materiel Area advised the New York Air
Force Contract Management District of the waiver, contracting officials of the
District were unaware of the deletion of the testing requirement and they failed
to exclude the testing costs in negotiating the spare parts prices.

We believe that, at the time of negotiations, Radio Engineering Laboratories
should have disclosed to the Air Force negotiators that testing of klystron tubes
was no longer being performed. We believe further that a critical review of the
contractor's price proposals and supporting data by Air Force contracting officials
would have disclosed that the prices of klystron tubes included factory labor and
overhead costs for testing that was not required. Had this information been
known to Air Force negotiators, it would have furnished a sound basis for nego-
tiating lower prices for spare parts.

We recommended that the Air Force take immediate action under the terms of
the defective pricing data clauses of the contracts to recover the excess amounts
included in the contract prices for the testing of klystron tubes through or in
coordination with the Department of Justice to assure that any interest or rights
of the Government that may be available under existing statutes are not jeopard-
ized. We recommended, also, that this case be called to the attention of audit
and procurement officials of the agency to illustrate the adverse effect to the
Government of not adequately reviewing available cost information.

Index No. 134 C-65-63
B-133149, September 30, 1964

Excessive Prices Negotiated by the Defense Fuel Supply Center for Storage of
Petroleum in a Commercial Facility at Grand Forks, North Dakota, De-
partment of Defense

The prices negotiated by the Defense Fuel Supply Center, Department o
Defense, under contract ASP-17894 for storage of petroleum in a new commercia
facility at Grand Forks, North Dakota, contained $787,000 which reasonably
should not have been included. Specifically, the prices negotiated for the firm
5-year period of this service contract (effective from October 1, 1959, to September
30, 1964) provided the contractor with $625,000 in excess of targeted construction
costs and included $162,000 in payment of a termination settlement that was not
a valid cost. The contractor did not disclose to the Government negotiators the
known facts regarding the lower anticipated construction costs, nor did the
Government negotiators exert a reasonable degree of effort to obtain valid cost
estimates for the purpose of evaluating the reasonableness of the contractor's
proposals.

It is not reasonable for the Government to incur additional costs and for Western
Terminal Company to benefit by a corresponding amount because the contractor
did not provide a current construction cost estimate and the Defense Fuel Supply
Center did not obtain the complete information necessary to properly evaluate the
contractor's price proposal. Further, it is not reasonable for the Government to
incur additional costs in payment of the invalid termination settlement. There-
fore, we recommended that the Department of Defense take all available and
appropriate action to obtain recovery of the overstated and improper costs from
the Western Terminal Company and that such actions be coordinated with the
Department of Justice to assure that any interests or rights of the Government
that may be available under existing statutes not be jeopardized.

The manner in which management officials of the Defense Fuel Supply Center
acted in the negotiation of this contract clearly emphasizes the need for a greater
sense of individual responsibility over the expenditure of Government funds.
Therefore, we recommended that the Secretary of Defense direct that consideration
be given to the facts contained in this report in evaluating the responsible individ-
uals for appropriate personnel actions.

Index No. 135 C-65-64
B-146932, October 1, 1964
Unnecessary Costs Incurred in the Procurement of Defective Torpedo Tubes

from the Youngstown Welding and Engineering Company, Youngstown,
Ohio, Department of the Navy

The Government incurred unnecessary costs of about $214,500 in the purchase
of torpedo tubes from the Youngstown Welding and Engineering Company
because (1) the contractor produced defective torpedo tubes and the defects were
not detected by the Navy because of inadequate inspections at the contractor's
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plant prior to acceptance and at destination prior to installation aboard a Polarissubmarine and (2) the Navy failed to properly protect this material duringremoval, packaging, crating, and shipment back to the manufacturer's plant forrework.
The Department of the Navy concurred with our finding that unnecessarycosts were incurred in the purchase of defective torpedo tubes and advised usthat it would initiate action to recover $26,000 from the contractor for additionalcosts incurred by the Navy because of delivery of defective torpedo tubes by thecontractor. The Navy stated also that a substantial portion of $120,000 paid forrepairs of damages resulting from failure to protect the tubes while they werein the custody of the Navy actually represented the cost of changes necessary toovercome the contractor's defective welds. The Navy stated further thatdisciplinary measures have been taken against the naval inspector responsible forinspections during the manufacturing process and that management evaluations

would be made with respect to individual performance in connection with thereturn of the defective material.
The contractor, in commenting on our findings, stated that he more thanfulfilled his obligations under this contract and that no further liabilities shouldexist. However, Youngstown did not furnish any additional information todisprove our findings that Youngstown manufactured and delivered defective

torpedo tubes and that the Navy paid certain costs for which Youngstown shouldhave been held liable.
We recommended that the Secretary of the Navy determine the costs incurredbecause of specification changes made owing to the inability of the contractor torepair defects occurring during the manufacture of the torpedo tubes and that theSecretary take appropriate action to recover these amounts from The Youngs-town Welding and Engineering Company. In this connection, we recommended

also that the Secretary of the Navy take all available and appropriate action,including coordination with the Department of Justice, to assure that any interests
or rights of the Government that may be available under existing statutes arenot jeopardized. We requested that we be advised of the action taken and theamount of the recovery effected. In addition, we recommended that the Secretarvof the Navy bring the deficiencies discussed in this report to the attention of allinspectors of naval material to illustrate the adverse consequences that resultfrom a failure to follow prescribed inspection procedures.
Index No. 141 C-65-70
B-146898, October 16, 1964
Overcharges Included in Prices Negotiated for Change Orders Issued Under Fixed-

Price Contracts Awarded to Avondale Shipyards, Inc., New Orleans, Louisiana,Department of the Navy
A selective review of change order prices negotiated under fixed-price contractsNObs-4295 and NObs-4353 awarded to Avondale Shipyards, Inc., New Orleans,Louisiana, by the Department of the Navy disclosed overcharges to the Govern-ment totaling $261,773. These overcharges occurred because Avondale proposedprices which (1) did not allow the Government sufficient credits for deletions orsubstitutions affecting prior contract requirements and (2) included costs formaterials which were in excess of known costs or of known or estimated require-ments. Had the Supervisor of Shipbuilding made appropriate reviews andanalyses of the contractor's price proposals during change order price negotiations,he would have been in a sound position to negotiate reductions of $261,773 (orabout 18.76 percent) in the cost of these change orders.
For example, a change order was issued changing the specifications for the ships'sonar domes to withstand a force in excess of that required by the original contractspecifications. Avondale proposed a price for this change on the basis of the useof high tensile steel and HY-80 steel and allowed credit on the basis of the use ofA-36 steel. Appropriate review and analysis would have disclosed that the priceestablished for the basic contract already included a cost for sonar domes based onthe use of high tensile and HY-S0 steel. Although this change order should havebeen performed at no cost to the Government, the Government was charged anadditional $79,000.
Our review covered only 105 or about 18 percent of the approximately 600change orders negotiated during the 2 years ended June 30, 1963, under only twoof the Government contracts awarded to Avondale. It appears, therefore, thatthe Supervisor of Shipbuilding might have identified substantial further over-charges to the Government, and obtained appropriate price adjustments, had he
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performed adequate reviews and analyses of the other change order prices proposed
by Avondale.

Avondale informed us that it disagreed that it had in any way overcharged the
Navy, but it did not offer any explanations for the specific overcharges cited in our
report. Avondale, instead, offered explanations of a general nature expressing its
belief that it would be better off if contract requirements were not changed.

Index No. 142 C-65-71
B-146945, October 16, 1964
Overpricing of Valves Purchased From the Garrett Corporation, AiResearch

Manufacturing Division, Phoenix, Arizona, by General Dynamics Corpora-
tion, Astronautics Division, San Diego, California, for the Atlas Intercon-
tinental Ballistic Missile, Department of the Air Force

Our examination into the price negotiated by General Dynamics Corporation,
Astronautics Division, San Diego, California, and The Garrett Corporation,
AiResearch Manufacturing Division, Phoenix, Arizona, and approved by the
Air Force, for pneumatic relief and shutoff valves for the Atlas missile disclosed
that the firm fixed price was based on cost estimates for material and testing which
were overstated in relation to cost data available to AiResearch at the time the
proposal was submitted to General Dynamics. As a result of the overstated
cost estimates, the Government has incurred increased costs of at least $80.900
and an undetermined amount for additional fees to General Dynamics. Although
General Dynamics requested AiResearch to furnish its latest experienced cost
data on material and testing in order to properly evaluate the proposed costs for
these items, AiResearch did not make these data available. AiResearch certified,
however, that all available actual cost or pricing data had been considered in pre-
paring the price estimate and that any significant changes in the data from the
time it prepared its estimate to December 28, 1961, had been made known to the
buyer. We believe that it is unreasonable for the Government to incur increased
costs and for AiResearch and General Dynamics to realize increased profits or
fees because the subcontractor did not disclose, and the prime contractor did not
obtain, all available cost or pricing data.

AiResearch advised us that, even though it believed that the most current
data reasonably available were used, it was willing to offer a refund of $80,900
to General Dynamics. Also, General Dynamics stated that, since we had recom-
mended that the Air Force in coordination with the Department of Justice obtain
appropriate refunds under the contracts, it planned to discuss this matter further
with the Air Force to determine what actions, if any, General Dynamics should
take. The Air Force informed us that it had requested the Department of
Justice to review this matter to determine and advise the Air Force whether
there was any objection to General Dynamics' accepting the refund of $80,900
offered by AiResearch. The Air Force informed us also that it would advise us
further on this matter after the Department of Justice had completed its review.
In view of the actions that are being taken, we plan no further action on this
matter pending advice from the Air Force on the results of the review by the
Department of Justice.
Index No. 144 C-65-73
B-146948, October 21, 1964
Use of Private Executive Aircraft Rather Than Commercial Aircraft Resulted

in Unwarranted Charges to Government Cost-Reimbursable-Type Con-
tracts by Lockheed Missiles & Space Company, Sunnyvale, California,
Department of Defense

Our review of the use of private executive aircraft by the Lockheed Missiles &
Space Company (Lockheed), Sunnyvale, California, a division of Lockheed
Aircraft Corporation, Burbank, California, has disclosed that during calendar
year 1962 Lockheed incurred costs of about $1,029,000 in operating its private
executive aircraft fleet when equivalent commercial air transportation was avail-
able at an estimated cost of about $164,000. Lockheed charged all costs of
operating its private executive aircraft to overhead and allocated the overhead
to its various contracts. Since Lockheed operates almost exclusively under
contracts with the Department of Defense and the National Aeronautics and
Space Administration, the Government was charged with almost all the $865,000
of additional costs Lockheed incurred in 1962 by operating its own fleet of aircraft
instead of using commercial air transportation. It appears that additional costs
of a similar nature had been incurred in earlier years inasmuch as Lockheed has
had a private executive aircraft operation since 1957.
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Lockheed has advised us that it does not believe that the additional costsincurred through the use of private executive aircraft instead of commercial airservices represent unnecessary costs or unwarranted charges to Government
contracts. In support of its view Lockheed states that maintaining its ownaircraft saves executives' time and prevents delays on important Government
projects by enabling it to rush materials wherever needed.

On the basis of the results of our tests, we conclude that Lockheed could haveperformed effectively under its Government contracts without any aircraft of its
own by using commercial aircraft, chartered aircraft, and available Government-
sponsored air services. We recognize, however, that Lockheed has prime re-
sponsibility for Government programs of high priority and that, despite the avail-
ability of commercial, chartered, and Government-sponsored air services, themilitary services might deem it beneficial for Lockheed to maintain some minimum
aircraft capability of its own to meet emergencies or unusual situations. We
found nothing to indicate, however, that there was any need for Lockheed tomaintain an aircraft capability of the extent it had in 1962-five aircraft and 15pilots. Further, since the majority of Lockheed's contracts with the Government
are cost-reimbursable-type contracts, Lockheed in effect was functioning as anagent for the Government and was receiving a fee for this service. In operating
a fleet of private executive aircraft in excess of actual needs and at considerably
greater cost, Lockheed did not exercise the degree of care that was warranted by
its contractual relationship with the Government. Accordingly it is our viewthat, with the possible exception of the cost of maintaining a minimum capability,
the cost incurred by Lockheed in maintaining its own fleet of aircraft does notmeet the tests of reasonableness as defined by the Armed Services Procurement
Regulation and that such costs should not be accepted as valid charges to Gov-ernment contracts.

We recommended that, in negotiation of the allowable overhead rate for 1962,the Air Force disallow all Lockheed's costs of operating its fleet of aircraft thatare in excess of the costs that would have been incurred if maximum use had beenmade of commercial aircraft, chartered aircraft, and Government-sponsored
air services and if a minimum capability for unusual or emergency needs had
been maintained. We recommended also that the Air Force make similar reviews
for prior years and seek recovery of any unwarranted charges disclosed by thosereviews. We further recommended that the Air Force apply these same criteria
in determining rates for 1963 and subsequent years.

Pending advice from the Air Force as to the action taken in response to ourrecommendations, credit in the disbursing officers' accounts will be withheld, tothe extent permitted by statute, for amounts by which the costs of Lockheed's
executive aircraft operation exceeded the costs for comparable commercial,
chartered, and Government-sponsored aircraft services.

In addition, we recommended that the Secretary of Defense provide all militaryservices with guidelines to be followed in determining the allowability of costs ofcompany-operated aircraft operations to be included in prices of negotiated
Government contracts, and that these guidelines be based upon the principles
set forth in our report.
Index No. 147 C-65-76
B-146733, October 29, 1964
Unwarranted Allowance for Material Price Increases to Newport News Ship-

building and Dry Dock Company, Newport News, Virginia, for Construction
of the Aircraft Carrier U.S.S. Enterprise, Department of the Navy

In its evaluation of the final price for fixed-price incentive contract NObs
3959 for the nuclear-powered aircraft carrier U.S.S. Enterprise, the Navy included
an amount of $237,000 as incentive profits that resulted from an unwarranted
adjustment for increases in material prices.

Contract NObs 3959 provided that to determine incentive profit in finalsettlement an adjustment would be made in material costs to compensate forchanges in prices from those that prevailed in November 1957, the approximate
starting point of the contract. At the Navy's request, the prime contractor,
Newport News Shipbuilding and Dry Dock Company, computed such an adjust-
ment and submitted it to the Navy. Under the terms of the contract, the NavyContract Audit Division, was charged with determining the amount of theadjustment. Despite the responsibility assigned Navy auditors under thecontract terms, we found no evidence that the Navy auditors made more than a
mathematical check of the contractor's computations. Further, both Newport
News and the Navy should have known that a significant portion of this adjust-
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ment was unwarranted because, except for steel, materials purchased or on
order at January 31, 1960, were included in the target costs, established in March
1960, at actual purchase order prices and not at prices prevailing in November
1957. Since the target costs for such items were based on actual purchase
prices, no adjustment to give effect to changes in prices was warranted. Con-
sequently, the adjustment made by the Navy resulted in an unwarranted increase
in incentive profit.

Neither Newport News nor the Navy concurred in our findings on the basis,
principally, that in final negotiations they had not agreed on the exact cost ele-
ments to be included in the computation of incentive profit, but instead had
negotiated a lump sum settlement and amended the contract accordingly. The
record indicates that the lump sum price was, in essence, based upon the incentive
provisions of the contract, and the price was within $38,480, or two one-hundredths
of one percent, of the amount of the Navy's evaluation of the price as determined
in accordance with the incentive provisions of the contract. Since the price as
determined in accordance with the incentive provisions of the contract included
the unwarranted adjustment for increases in material prices, it is reasonable to
assume that the Navy negotiators would have attempted to obtain a lower price
and that they would have been in a strong position to obtain it, had they been
aware that the price included the unwarranted adjustment.

We recommended that the Secretary of Defense take all available action to
obtain appropriate recovery from Newport News.

The Navy advises that the Navy audit in this case met acceptable standards.
It appears, therefore that the Navy has not been demanding enough of its auditors
or has not been taking full advantage of the professional services auditors can offer.
We recommended, therefore, that the Secretary of the Navy direct that the per-
formance standards for Navy auditors be reassessed to assure that conformance
to those standards will provide contracting officials with information and counsel
which they need for the protection of the Government's interests in negotiating
and finalizing contract prices. In addition, we recommended that the perform-
ance of individuals in relation to such standards be considered in management
decisions affecting personnel actions. Also, we asked the Secretary of the Navy
to advise us of the results of the review the Navy has indicated it will undertake
of its procedures for assuring the free flow of all necessary information to its
auditors.
Index No. 151 C-65-80
B-133307, November 19, 1964

Inventions Not Disclosed and Confirmatory Royalty-free Licenses Not Obtained
Under Selected Research and Development Contracts With Certain Di-
visions of Thompson Ramo Wooldridge, Inc., Department of Defense

Our review of the administration of patent policies under contracts with certain
divisions of Thompson Ramo Wooldridge, Inc., showed that the contractor was
not complying with various patent provisions of its defense contracts and that
Government administrative personnel had not established the necessary surveil-
lance to assure compliance with contract terms. For example, at the time of our
review, the contractor had failed, in violation of contract terms, to disclose to the
Department of Defense 18 inventions which had been made under defense con-
tracts up to 3Y2 years earlier. For some of these inventions, the contractor
already had patent applications on file. In another such violation, the contractor
delayed disclosures of numerous inventions to the Department of Defense for
unreasonable periods of up to 4 years.

As a result of such violations, the Government's patent rights were jeopardized
since it was not aware of inventions in which it had contractual rights to royalty-
free use or to obtain title to the invention. Consequently, the Government may
have paid royalties unnecessarily for the use of such inventions and may have lost
its rights to such inventions because of intervening patents by third parties.

The Department of Defense.informed us that a study group was being estab-
lished to consider the matters included in this report and that our office would be
promptly advised upon completion of the study. We recommended that the
Department of Defense amend the patent provisions of the Armed Services
Procurement Regulation to include contract clauses requiring adequate financial
sanctions in the form of liquidated damages in the event of contractor failures or
delays in complying with contractual patent provisions.
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Index No. 153 C-65-82
B-146705, November 24, 1964
Overstated Cost Estimates Included in Target Prices Negotiated for B-52G Air-

planes Produced by the Boeing Company, Wichita Branch, Wichita, Kansas,
Department of the Air Force

Our examination of target prices negotiated by the Department of the Air
Force and the Boeing Company, Wichita Branch, Wichita, Kansas, for the
production of 140 B-52G airplanes under contracts AF 33(600)-34670 and AF
33(600)-37481 disclosed that the prices included target costs that were based on
cost estimates for sustaining tooling labor, production labor, and subcontracting,
which were overstated by about $7,575,500 in the areas we examined. Unless
the contract prices are adjusted to eliminate the overstated cost extimates in-
cluded in the target costs negotiated for these contracts, the Government will
incur increased costs of about $1,261,000 in the form of additional profit to Boeing.
After we brought our findings to their attention, the Air Force and Boeing agreed
to reduce the target costs by only $597,340, representing a reduction in the in-
creased costs to the Government of about $60,400.

Boeing estimated target costs for sustaining tooling labor for contracts -34670
and -37481 as though the B-52G was of the same design as earlier models, even
though both Boeing and the Air Force had determined that the B-52G was
essentially a new design. This method of estimating did not recognize that cost
reductions experienced in the early production of a newly designed airplaine
are normally much greater than they are in later production. As a result, the
cost estimates for sustaining tooling labor were overstated by about $4,499,000.
Also, in establishing the initial target cost with Boeing for contract -37481, the
Air Force included an allowance of about $2,479,000 to compensate Boeing for
anticipated losses in labor efficiency during production of the last 39 B-52G air-
planes without a sound basis for such an allowance. In addition, the ratget cost
for contract -37481 included cost estimates for subcontracting that were over-
stated by about $597,500 in relation to the latest cost information available.

We recommend that the Secretary of Defense take vigorous action to obtain
for the Government appropriate reductions in the contract prices for the over-
stated cost estimates included in the target prices negotiated by the Air Force
and Boeing for the B-52G airplanes purchased under contracts -34670 and
-37481. Further, we recommended that this report be brought to the attention
of responsible Government officials to stress the importance of (1) requiring con-
tractors to document fully in writing, and to furnish to the Government's con-
tracting officials, the bases and methods used in preparing cost estimates included
in proposed prices and (2) carefully evaluating contractors' proposals and docu-
menting clearly in writing the nature and extent of the evaluations made of the
various elements of costs in relation to costs previously experienced and costs
which reasonably should be expected for future production.
Index No. 154 C-65-S3
B-146956, November 25, 1964
Excessive Prices for Power Pack Assemblies Purchased From Sparton Corpora-

tion, Jackson, Michigan, by Various Prime Contractors, Department of the
Army

Our review of subcontracts awarded to Sparton Corporation, Jackson, Michi-
gan, by various Government contractors disclosed that the Government incurred
unnecessary costs of about $115,600 during the 2-year period ended August 1963
because Sparton, as sole supplier of power pack assemblies to Government prime
contractors, proposed prices that were based on substantially higher cost estimates
than its experienced production costs warranted at the time of the price proposals.
These prices, along with the prime contractors' applicable general and adminis-
trative expenses and profit, were included in the prime contractors' prices to the
Government. Neither the prime contractors nor the Government contracting
officers made an adequate analysis of production-cost data at the time the prices
were proposed. Further, the subcontractor was not required to certify that its
cost data as submitted to the prime contractors were accurate, complete, and
current, despite the significant amount of orders over a period of time, because
the Armed Services Procurement Regulation requires this certification onlv for
individual transactions over $100,000 and at the discretion of contracting officers
for procurements of less than $100,000. Each of Sparton's subcontracts was for
an amount under $100,000. Moreover, the present Department of Defense policy
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discourages cost analysis and the obtaining of cost data from contractors where
the amount of the award is anticipated to be under $100,000.

Sparton contends that it was not the sole-source supplier to Army prime con-
tractors and that it had made an average profit of only 4.3 percent on Govern-
ment business over a period of about 8 years. Although the Army awarded con-
tracts to another firm for replacements, Sparton provided all the power pack
assemblies to prime contractors for use in production. The prime contractors
procured the assemblies from Sparton on a sole-source basis and accepted the
priczs quoted by Sparton without competition because the drawings that were
furnished to them by the Army contained Sparton's name. Regarding overall
profits, the Armed Services Procurement Regulation provides that each contract
shall be priced separately and independently and that no consideration shall be
given to profits or losses on other contracts.

The Deputy Assistant Secretary of Defense (procurement) advised us that the
Army had initiated an audit of the subcontracts discussed in this report and that
a determination would be made after completion of the audit as to whether it
would be appropriate to seek a price adjustment. He advised us also that the
Department of Defense, in accordance with our proposal, was revising its pricing
procedures to require submissions of cost data and related pricing certifications
from contractors that are expected to do a considerable amount of business with
the Government over a period of time, even though individual contracts may be
in amounts of less than $100,000, so that agency contracting officials 'can evaluate
the contractors' price proposals.

We recommended to the Secretary of the Army that every attempt be made to
effect an appropriate recovery from Sparton.

Index No. 155 C-65-84
B-133251, November 25, 1964

Overstatement of Target Cost of AN/FPS-7 Radar Equipment Under Fixed-
Price Incentive Contracts AF 30(635)-12300 and AF. 30(635)-11072 with
General Electric Company, Heavy Military Electronics Department,
Syracuse, New York, Department of the Air Force

The Government may incur unnecessary costs of about $103,000 because target
costs were overstated by about $538,000 on Department of the Air Force fixed-
price incentive contracts AF 30(635)-12300 and AF 30(635)-11072 with General
Electric Company, Heavy Military Electronics Department, Syracuse, New 'York.
The major portion of the target-cost overstatements is attributable to the failure
of General Electric to use the most current cost information pertaining to pur-
ohased parts and components in the negotiation of contract target costs. For
example, General Electric's cost proposal for contract -12300 included estimated
material costs of $100,000 for 10 panoramic antennas, or $10,000 each. According
to Air Force records, no adjustment was made in the proposed costs for these
antennas in the target price negotiations for contract -12300, although prior to the
negotiations, General Electric 'had issued a purchase order at the price of $2,400
each for six antennas of the same type required under the prior contract -11072.
Subsequent to the negotiations, General Electric purchased the 10 antennas for
contract -12300 at a unit price of $1,920, or a total price of $19,200. Had
General Electric adjusted its proposed cost of $10,000 per unit to the unit price
of $2,400, which became available over 2 months prior to target price negotiations,
the target price negotiations, the target costs, including overhead, would have
been reduced by $93,300.

In a letter dated February 12, 1964, the Deputy Assistant Secretary of Defense
(procurement) stated that the Air Force had initiated action to adjust appro-
priately the target costs of the contracts specified. Local Air Force officials have
advised us that in March 1964 the Air Force asked the contractor to voluntarily
reduce the target prices but that General Electric refused, stating that it con-
sidered the negotiated target prices fair and equitable. The local Air Force
officials stated that a further effort would be made to negotiate reduced target
prices on these contracts.'

In a letter dated March 12, 1964, General Electric stated that it had made a
review of the target costs negotiated and had concluded that the target costs
of these contracts were reasonably stated and that a good job of estimating and
negotiating had been done. W"e therefore extended our review to consider the
specific points raised by the contractor. This additional work confirmed the
overstatements disclosed by our earlier review, but we adjusted the overstate-
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ments by minor amounts to give consideration to understatements in target costs
called to our attention by the contractor.

Since the time of the negotiations discussed in this report, substantially more
emphasis has been placed on the use of cost and pricing data in negotiating con-
tract prices. This emphasis has been manifested in regulations and directives
issued by the Department of Defense and the military departments and in con-
gressional action. Public Law 87-653, effective December 1962, now requires,
with certain exceptions, that contractors submit cost or pricing data and certify
that the date submitted is accurate, complete, and current, We intend, in our
continuing review, to evaluate the effectiveness of these actions. °

The reasonableness of the cost estimates included in the negotiated target cost
under incentive-type contracts has an important bearing on total costs to be
incurred by the Government. An overstatement of the target cost not only
increases the target profit without any sound justification but also permits the
contractor to receive as additional incentive profit a share of cost undrrruns
which result from inequitable cost-estimating practices rather than from efficiency
or economy in contract performance.

We recognize the complexities involved in the preparation of a realistic price
proposal for submission to the procuring agency under contracts of the magni-
tude of those discussed in our report, and the substantial effort required of con-
tracting officials and their technical and advisory personnel for an adequate
evaluation of the proposal. However, we believe it is unreasonable for the Gov-
ernment to incur increased costs in the form of profit to the contractor based
on estimated costs which are inadequately supported, related to improperly ana-
lyzed or unresolved requirements, or not adjusted in accordance with changes
in the scope of the work. We therefore recommended that Air Force officials
continue their efforts to obtain appropriate adjustments in the target prices of
the contracts.
Index No. 156 C-65-85
B-133386, November 27, 1964
Inventions Not Disclosed and Confirmatory Royalty-Free Licenses Not Obtained

Under Selected Research and Development Contracts With Lockheed
Missiles & Space Company, Division of Lockheed Aircraft Corporation,
Sunnyvale, California, Department of Defense

Our review of the administration of patent policies under research and de-
velopment contracts with Lockheed Missiles & Space Company, Division o
Lockheed Aircraft Corporation, Sunnyvale, California, showed that the contractor
had not been complying with various patent provisions of its defense contracts
and that Government administrative personnel had not established the necessary
surveillance to assure compliance with contract terms. For example, at the time
of our review, the contractor had failed, in violation of contract terms, to disclose
to the Government 58 inventions which had been made under defense contracts
up to 23 months previously. In another such violation, the contractor delayed
disclosures of numerous inventions to the Department of Defense for unreasonable
periods of up to 46 months.

As a result of such violations, the Government's patent rights were jeopardized
since it was not aware of inventions in which it had contractual rights to royalty-
free use or to obtain title. Consequently, the Government may have paid royal-
ties unnecessarily for the use of such inventions and may have lost its rights to
such inventions because of patents obtained in intervening periods by third
parties.

The Department of Defense informed us that a study group had been established
to consider the matters included in this report and that our office would be
promptly advised upon completion of the study. We recommended that the
Department of Defense amend the patent provisions of the Armed Services
Procurement Regulation to include contract clauses requiring adequate financial
sanctions in the form of liquidated damages in the event of contractor failures or
delays in complying with contractual patent provisions.
Index No. 161 C-65-91
B-133312, December 3, 1964
Savings Resulting From Resale of Reusable Ammunition Containers Procured

From the United Kingdom, Department of the Army
The Army awarded a contract to the United Kingdom for 105-mm ammunition

at a total contract price of about $23.3 million, including abour $2.9 million for
containers, without making provision for the resale of the reusable ammunition
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containers to the United Kingdom. The Army, although it was paying the
United Kingdom $9.70 for new containers and $8.73 for used containers, either
was making no attempt to recover the containers or was selling them as scrap for
about 30 cents each. After we called this matter to the Army's attention, the
Army negotiated a modification to the contract with the United Kingdom for
resale of the containers. As a result, the Army will net $2.85 for each reusable
container returned to the United Kingdom. On the basis of the estimated number
of reusable containers yet to be recovered, the Army will realize about $320,000
more than it would have received by selling these containers as scrap. We believe
that the Army would have been in a position to negotiate a more favorable price
for the reusable containers with the United Kingdom had it not waited more
than 4 years to modify the contract. Furthermore, the Army would have re-
covered an additional $67,000 on the 29,400 containers that were sold as scrap
or are unaccounted for if they had been resold to the United Kingdom at the
established net sales price of $2.85 per container.

On July 14, 1964, we brought this matter to the attention of the Department
of Defense and proposed that the Secretary of the Army take appropriate action
to require that (1) Army regulations be amended to include the requirement that
procurement activities, during contract negotiations, make contractual provision
for maximum recovery of the value of nonexpendable property, (2) an aggressive
program be undertaken to recover all available metal containers for 105-mm
ammunition in Europe and return them to the United Kingdom for credit, in
accordance with the terms of the contract modification, and (3) the personnel
records of officials responsible for the conditions specified in this report be appro-
priately noted when consideration is given to promotion, reassignment, and other
personnel matters.

The Deputy Assistant Secretary of the Army for Logistics advised us on Septem-
ber 21, 1964, that the Army agreed with our proposal that reuse of ammunition
containers should be considered in effecting procurement actions and that the ex-
tension of this concept to all nonexpandable property was being studied. The
Army also concurred in our proposal that an aggressive program be undertaken to
recover all available containers and return them to the United Kingdom for credit.
The Deputy Assistant Secretary also advised that 23,500 containers were awaiting
shipment to the United Kingdom, and about 100,000 containers still holding
ammunition were in depots in Europe.

With respect to our proposal that the personnel records of officials responsible
for the deficiencies noted in our report be appropriately noted and considered in
subsequent personnel actions, the Deputy Assistant Secretary advised that Army
regulations provided adequate procedures "to assure that poor or improper per-
formance of duty is appropriately recorded and considered in subsequent per-
sonnel actions." He further advised that the initiation of appropriate action in
this connection is an inherent responsibility of command and that a copy of our
draft report had been furnished the Commanding General of the United States
Army, Europe.
Index No. 165 C-65-95
B-146860, December 10, 1964
Overstated Costs Included in Price of Turbojet Engine Parts Purchased From

Solar Aircraft Company, San Diego, California, by General Electric Com-
pany, West Lynn, Massachusetts, Department of the Air Force

Our review of the procurement of second-stage engine nozzles from Solar Air-
craft Company, San Diego, California, disclosed that the Government will bear
an additional cost of about $65,000 for J85-GE-5 turbojet aircraft engines unless
appropriate adjustment is made under Department of the Air Force fixed-price
incentive contract AF 33(600)-43054 held by the prime contractor, General
Electric Company, West Lynn, Massachusetts. The additional cost is the result
of the acceptance, by General Electric, of the cost of second-stage engine nozzles
procured from the subcontractor, Solar, on a noncompetitive basis at a fixed
price which was excessive in relation to cost data available at the time the fixed
price was negotiated.

Although this was a sole-source procurement, General Electric did not review
Solar's prior cost information but accepted the price proposed by Solar on the
basis that the price was lower than the price paid under previous purchase orders.

Solar certified that the information contained in its proposal was based upon
all available actual or estimated costs as compiled from its books and records
and that the information was accurate, but the subcontract prices proposed and
negotiated for engine nozzles were substantially higher than warranted by cost
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data available at the time of the proposal. In support of the proposed priceSolar submitted a cost and price analysis which merely represented its estimateof the various elements of cost and the related profit included in the price.In negotiating subcontract prices that will ultimately be borne by the Gover-ment, the prime contractor has a responsibility to make all reasonable effort toassure that the prices are fair. In the absence of adequate competition, it isgenerally necessary for the prime contractor to obtain and analyze cost or pricingdata in support of prices proposed by suppliers and engage in genuine negotiationswith the suppliers. In this instance, General Electric did not take this precaution.We believe, therefore, that the contractor failed to discharge its responsibility tothe Government. Furthermore, we believe that a critical analysis of Solar'sproposal and consideration of Solar's previous incurred costs by Air Force con-tracting officials would have disclosed that the proposed price was higher thanwarranted by Solar's prior cost experience. It does not seem proper for the AirForce to approve such prices without the knowledge that the reasonableness ofthe prices has been clearly demonstrated through adequate competition or thatprices are fair and reasonable in relation to available cost information.
The prime contract with General Electric included a defective pricing dataclause which provided for an equitable reduction in price if such price was over-stated because the contractor, or any first-tier subcontractor in connection witha subcontract in excess of $100,000, either (1) failed to disclose any significantand reasonably available cost or pricing data or (2) furnished any significantcost or pricing data which the contractor knew or reasonably should have known

were false or misleading.
Since Solar's failure to disclose significant available cost data to GeneralElectric resulted in additional cost to the Government, we recommended that theSecretary of the Air Force take immediate action under the terms of the defectivepricing data clause of the prime contractor to recover the excessive portion of theprice for second-stage engine nozzles furnished by Solar Aircraft Company, whichwas included in the contract price for turbojet aircraft engines produced by theGeneral Electric Company. We recommended also that this case be called to theattention of procurement officials of the agency to illustrate the need to obtaincurrent, complete, and accurate cost or pricing data in sufficient detail to supportand establish the reasonableness of estimated costs included in prime contract and

subcontract prices.
Index No. 167 C-65-97
B-146718, December 11, 1964
Further Comment on Overpricing of the Nuclear Frigate U.S.S. BainbridgePurchased From The Bethlehem Steel Company, Quincy, Massachusetts,

Department of the Navy
In March 1964 we reported to the Congress that the Department of the Navyhad contracted to pay Bethlehem Steel Company, Shipbuilding Division, Quincy,Massachusetts, about $5 million more for the construction of the nuclear frigate,U.S.S. Bainbridge, than was warranted on the basis of available cost data and thecircumstances existing at the time of negotiations. The circumstances follow.The U.S.S. Bainbridge was started under a letter of intent to contract, com-monly called a letter contract, which provided that construction work beginpromptly but that the price be negotiated later. During the first three quarters

of the construction period, the Navy made repeated attempts to negotiate a rea-sonable price including terms which would have protected Bethlehem againstunexpected cost increases but would not have paid Bethlehem for such increasesif they were not incurred. Bethlehem, however, rejected all offers by Navy
contracting personnel.

After about 75 percent of the construction work had been completed, nego-tiations culminated in the tentative acceptance of a price of $87 million by theBureau of Ships. This agreement was tentative because all sizable Navy con-tracts must be approved by the Office of Naval Material before they become bind-
ing upon the Government.

Accordingly, the Bureau of Ships recommended to the Office of Naval Materialthat it approve the contract at a fixed price of $87 million. Representatives ofthat Office reached the conclusion that the price was too high and suggested analternative. However, the alternative was refused by Bethlehem which ada-mantly rejected any terms other than a fixed price of $87 million. The Office ofNaval Material was unwilling to approve acceptance of this price and referredthe matter for decision to Mr. Kenneth E. BeLieu, Assistant Secretary of theNavy (Installations and Logistics). Navy files disclosed that Mr. BeLieu verbally
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approved acceptance of the fixed price of $87 million. A fixed-price contract in
that amount was awarded to Bethlehem on January 11, 1962.

Subsequently, we reviewed Bethlehem's statement of costs-totaling $82
million-and identified substantial contingencies and allowances for costs not
properly chargeable to contract NObs-4239 that had been included in Bethle-
hem's cost statement. In this respect we found that Bethlehem's statement of
actual and estimated costs included a provision for contingencies of about $3.4
million and duplications and overstatements of costs totaling about $1.6 million
including (1) costs for change orders that were to be priced separately, (2) excessive
charges for overhead costs, and (3) overstatement of material costs. Analysis
of these estimates and related data disclosed that, if Bethlehem completed the
last 25 percent of the ship with a level of performance commensurate with that
applicable to the first 75 percent of the ship, it would be likely to incur costs of
about $77 million, or $5 million less than indicated by the total of its cost state-
ment. Accordingly, we recommended that the Secretary of Defense take all
action available to him to obtain a price adjustment from the Bethlehem Steel
Company for the overpricing of $5 million. We recommended also that the
Secretary of Defense establish regulations to require that, if work is more than
half completed under a letter of intent, a fixed price contract will not be used
unless it can be affirmatively established that it is in the Government's interest
to put the contract on a fixed-price basis and that the use of a fixed price be
approved by the Secretary of Defense.

The Department replied to our report by letter of June 1, 1964, from the Deputy
Assistant Secretary of Defense (Procurement). Although the Department does
not assert that the price negotiated with Bethlehem was reasonable, it does not
propose to attempt recovery of $5 million, the amount of overpricing disclosed
by our review. The Department bases its position on its policy that adjustment
of contract prices should not be sought unless there is a legal basis or unless the
contractor has made misrepresentations which misled the Government nego-
tiators.

The Department also does not plan to establish any special regulations govern-
ing the conversion of letters of intent to fixed-price contracts. Instead, the
Department proposes to reduce the instances in which letter contracts will be
used. The Department has defended its action primarily on the basis that a
fixed price is preferable to the continuation of cost-reimbursable arrangements
under letter contracts because of the built-in motivation to stretch out the work
under a letter contract. The Department indicated that it knew of no reason to
assume that this motivation could be controlled by Government monitoring of
costs.

We concur in the Department's views that letter contracts should be avoided
whenever possible; however, pending their complete elimination, we believe that
the Department should be prepared to deal with them. Further, similar situa-
tions arise in connection with cost-type contracts of which the Department of
Defense has large numbers. In this respect, we previously reported a similar
case involving a cost-type contract with Brown-Raymond-Walsh for construction
of military bases in Spain. In this case, conversion of a portion of the contract
to a fixed-price basis after most of the work had been completed under a cost-
reimbursable arrangement resulted in millions of dollars of additional costs to the
Government. Therefore, after giving careful consideration to the Department's
views, we concluded that further action is warranted in this case and made the
following recommendations:

1. We recommended that the Secretary of Defense reconsider the applica-
tion of Department of Defense policy to this case and seek appropriate
recovery from Bethlehem, because Bethlehem contributed to the overpricing
of contract NObs-4239 by submitting a proposal containing duplications,
overstatements, and unidentified contingencies of substantial amount.

2. We recommended also that the Secretary of Defense take action to
assure that Bethlehem's actions in this case receive appropriate consideration
by Government procurement officers in the award and administration of any
subsequent contracts.

3. In view of the substantial pricing penalty accepted by the Navy to
extricate itself from the cost-reimbursable arrangement with Bethlehem in
this case and with Brown-Raymond-Walsh under the Spanish base con-
struction program, we recommended that the Secretary of Defense direct that
reexamination be made of the administrative controls over costs being
incurred under cost-reimbursable contracts and take such steps as are needed
to make its controls adequate to assure reasonable economy and efficiency to

46-048-65--12
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the Government in the performance of cost-reimbursable contracts. Such
controls are needed because of the use of cost-reimbursable-type contracts
by the Navy as a suitable arrangement for procurements where cost data is
lacking and production costs cannot be forecast with sufficient accuracy to
provide a reasonable basis for firmer pricing arrangements.

Index No. 168 C-65-98
B-133201, December 14, 1964
Overcharges for Long-Distance Telephone Channels Leased by the Eighth United

States Army, Korea, Department of the Army
Our review of long-distance telephone channels leased by the Eighth United

States Army, Korea, disclosed that since June 1962 the Government has paid to
the Republic of Korea over $161,000 more than it should have for the use of
long-distance telephone channels because (1) the Ministry of Communications,
Republic of Korea failed to initiate negotiations to reduce the monthly tariff
rates charged to United States military services in accordance with contract
provisions and (2) Eighth United States Army personnel responsible for contract
administration failed to verify that the amounts billed the Government were
based upon the most economical rates available. We found that, when the
Korean National Assembly passed a new telecommunications law reducing rental
rates 20 percent to all subscribers, this reduction was not passed on to the United
States Army.

After we brought these deficiencies to the attention of the Department of the
Army, the Deputy Assistant Secretary (I. & L.)-Logistics advised us in a letter
dated September 23, 1964, that in accordance with our proposals actions had
been initiated to renegotiate the contract with the Ministry of Communications,
Republic of Korea and that rental payments were being withheld until a fair
settlement could be reached. The Deputy Assistant Secretary also stated that
new procedures were being established to increase liaison and coordination
between Eighth Army personnel and the Ministry of Communications. He further
stated that appropriate disciplinary action would be taken in this matter in
accordance with existing procedures.

In view of the corrective actions proposed and initiated, we made no further
recommendations; however, we requested the Department of the Army to inform
us of the results of its negotiations with the Ministry of Communications regarding
the recovery of overcharges for long-distance telephone channels leased by the
Eighth United States Army.
Index No. 171 C-65-101
B-125016, December 21, 1964
Failure To Recover Unpaid Royalties Retained By Collins Radio Company,

Cedar Rapids, Iowa, Department of Defense
Our review disclosed that the Collins Radio Company, Cedar Rapids, Iowa,

retained about $406,000 in unpaid royalties under 40 of its contracts with the
three military services which should have been returned to the Government.

The terms of 14 of these contracts included specific provisions for recovery of
unpaid royalties, amounting to $53,000. For instance, the price of one Army
contract included about $17,500 for payment of royalties and the contract con-
tained a provision requiring a refund to the Government of unpaid royalties.
Although no royalties were ever paid under the contract, at the time of our review
Collins had retained the money for a period of over 3 years and was not making
any effort to refund it to the Government.

The remaining $353,000 represents royalties added by Collins to the price of
items which either (1) were non-royalty-bearing at the time the royalty charges
were made or (2) became royalty free during the period of contract performance.
In addition to the fact that the contractor's obligation to pay royalties was
canceled, the Government was granted royalty-free use of the patents covering
more than one-third of, these royalties. This right of royalty-free use by the
Government and Collins was a direct result of extended antitrust actions by the
Department of Justice against other companies who owned or controlled a vast
number of patents. The regulations in effect at the time these contracts were
executed required agency officials, in circumstances where the Government
obtained royalty-free use of inventions, to enter into negotiations for voluntary
reduction of royalties.

This matter was brought to the attention of the Department of Defense and
the three military departments. The Department of Defense informed us that
unpaid royalties would be recovered from Collins in all cases where a legal or an
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equitable basis for refund existed and that action had been initiated to carry out
this recovery. We recommended that all recoveries of unpaid royalties retained
by Collins because of its own negligence in not refunding the related amount
include interest.

We proposed that the Secretary of Defense direct the military audit agencies
to examine into unpaid royalties at other major defense plants and institute
recovery action where appropriate. The Secretary informed us that this proposal
had been implemented. In this connection, however, we recommended that the
Secretary of Defense make available copies of our report to the military auditors
to illustrate the nature and significance of unpaid royalties and the circumstances
under which refunds may be due the Government. In addition, we requested
that the Secretary of Defense send us a report summarizing the findings of his
auditors at each of the contractors' plants examined.
Index No. 175 C-65-105
B-146954, December 28, 1964
Overpricing of Buffer Amplifiers Purchased From HRB-Singer, Inc., State College,

Pennsylvania, by the Boeing Company, Wichita Branch, Wichita, Kansas,
for B-47 Aircraft, Department of the Air Force

In our examination of prices negotiated for buffer amplifiers for B-47 aircraft,
we found that, under an Air Force prime contract, the Boeing Company, Wichita
Branch, Wichita, Kansas, awarded follow-on purchase orders to HRB-Singer,
Inc., State College, Pennsylvania, at prices totaling $158,581 that were about
$86,440, or 120 percent, higher than costs recently experienced, as shown by the
information available to HRB-Singer at the time the prices were established.

Although it did not obtain competition in purchasing the buffer amplifiers,
Boeing accepted the prices proposed by HRB-Singer without cost information
on HRB-Singer's prior production experience or other evidence to support the
reasonableness of the proposed prices. For example, the proposed unit price of
$3,602 was accepted for model B4-3 buffer amplifiers on the first follow-on order,
even though HRB-Singer could have determined from cost information available
prior to the award of the purchase order that the unit price was $2,663, or about
283 percent, higher than costs previously experienced in producing this item.
Similarly, for the second follow-on order for B4-3 buffer amplifiers, the proposed
unit price of $1,989 was accepted even though HRB-Singer could have deter-
mined from information available prior to the time of its proposal that the unit
price was $818, or about 70 percent, higher than recently experienced costs.
Had adequate information on prior costs been obtained and considered in the
negotiations, Boeing would have had sound bases for negotiating more realistic
prices than those which were established with HRB-Singer for these orders.

The Air Force has advised us that Boeing initiated action to obtain a refund
but that HRB-Singer was adamant in its position that the purchase orders with
Boeing were fixed price and not subject to price revision. We have been advised
that the Air Force does not concur with the position taken by HRB-Singer and
that action is being taken to assure compliance with the Armed Services Procure-
ment Regulation and other pertinent directives in all future awards to HRB-
Singer.

The position taken by HRB-Singer in refusing to make a voluntary refund is
not in consonance with the position generally taken by other contractors who
under similar circumstances have agreed to negotiate adjustments of the prices
and have made voluntary refunds to the Government. The action outlined by
the Air Force to be followed by contracting officials in future dealings with
HRB-Singer should serve to emphasize the need for these officials to use all
means necessary to support effective price negotiations and to avoid placing
undue reliance on contractors' unverified representations, to assure reasonable
pricing.

Since the time of the negotiations discussed in our report, the Armed Services
Procurement Regulation has been revised to furnish additional guidance to
Government contracting officials and prime contractors and to place increased
emphasis on the review and evaluation of cost and pricing data furnished by
contractors and subscontractors in support of proposed prices under negotiated
procurements. The regulation also has been revised to direct contracting officers
to withhold making awards and to refer procurement actions to higher echelons
within the agency when contractors either refuse to provide necessary cost or
pricing data or insist on a price or demand a profit or fee which the contracting
officer considers unreasonable.

The effectiveness of these instructions, however, will depend upon the manner
in which they are followed. For example, the manner in which the Air Force
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contracting officials approved the orders and the Army Audit Agency auditorsmade their evaluation of the prices proposed by HRB-Singer for the first follow-onorders and concluded that the prices were reasonable illustrate the need for agreater sense of responsibility on the part of these individuals for adequatelyprotecting the interests of the Government. Therefore, we recommended thatthe Secretary of Defense stress the need for real personal concern by each memberof the procurement team that their responsibilities are carried out in a mannerthat will adequately protect the interests of the Government and, when makingfuture personnel evaluations and management assignments, appropriately con-sider the manner in which they had discharged their responsibility and performedtheir duties.
Index No. 177 C-65-107
B-146760, January 5, 1965
Unsupported Costs Included in Price of Nuclear Submarine Valves PurchasedFrom Crane Company, Chicago, Illinois, by Westinghouse Electric Corpo-ration, Pittsburgh, Pennsylvania, Under Cost-Plus-a-Fixed-Fee Contracts,Department of the Navy

In our examination of the procurement of 23 nuclear submarine valves fromCrane Company by Westinghouse Electric Corporation under Department ofthe Navy cost-plus-a-fixed-fee contracts, we found that the negotiated price of$692,045 included unsupported costs of about $65,000. In addition, the valveprices included profit applied at a higher rate than that normally awarded byWestinghouse to other vendors. Westinghouse did not obtain or review Crane'scost estimate; therefore, at the time the prices were established, Westinghousewas not in a position to identify or take exception to any unsupported costprovisions included in Crane's proposed price or to negotiate for a lower profitrate. The Navy consented to the award made bv Westinghouse without requiringWestinghouse to review or evaluate the cost estimates used by Crane in preparingits price proposal. Had the Navy required such a review, or had the Navymade its own review of the cost estimates, it would have been in a better positionto effectively negotiate an appropriate price for the valves.
After being advised of our findings, the contracting parties stated that theydisagreed with our conclusions and indicated that the price was reasonablebecause it had been established on the basis of adequate competition and wascomparable to amounts previously established under price-redeterminablesubcontracts. Accordingly, neither Westinghouse nor the Navy indicated thatit proposed to take action to recover for the Government the amount of ourfindings.
As explained in detail in our report, the competition obtained in this procure-ment was too limited to provide assurance that the prices quoted by Crane werereasonable. In this respect, we found that only three vendors were permittedto bid and each of them could anticipate receiving some portion of the valvebusiness over a period of time. Thus, there was little incentive for suppliers tosubmit their most competitive price since to do so might merely reduce subsequentprices for all three suppliers. Furthermore, the requirements were not firmand the bidders could anticipate some price revisions after their bids were sub-mitted. Similarly, comparison of the price of the current subcontract withearlier prices could not be considered an effective means of determining thereasonableness of the current price since there were differences in the technicalrequirements for the valves under prior contracts and the prior prices includedprovisions for nonrecurring costs and costs not directly associated w ith theproduction of the valves.
We believe that the failure to obtain and analyze cost data in this case can, ina large measure, be attributed to the fact that the procurement regulation neithercontained reasonable instructions as to what constituted effective price competitionnor commented upon the limitations of price comparisons in evaluating prices forspecialized, frequently changed military equipment. Had such instructions beenin existence at the time of this procurement, it seems likely that neither Westing-house nor the Navy would have accepted Crane's price without an analysis ofits cost estimates.
The Department of Defense has recently revised the Armed Services Procure-ment Regulation to provide guidelines as to what constitutes price competition.However, the situations in which price comparisons are of limited value have notbeen discussed nor, to our knowledge, are revisions to the regulation being con-sidered. Therefore, we recommended that the Department revise its regulation topoint out the inherent dangers in relying on price comparisons under inappropriate
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circumstances and to provide a clear description of the circumstances under which
this price evaluation technique may be used.

Under the terms of the Navy's prime contracts with Westinghouse, a designated
representative of the Comptroller of the Navy has the responsibility for the
determination of allowable costs under the applicable contracts with Westinghouse
and therefore the extent to which Westinghouse should be reimbursed for the
subcontract prices. We understand that such a determination has not been made
insofar as these contracts are concerned. Accordingly, we recommended that the
Comptroller of the Navy reconsider, in final settlement, the propriety of reim-
bursement to Westinghouse of appropriate portions of the payments made to the
Crane Company in light of the information contained in our report. Further, we
requested that we be advised of such final determinations made with respect to
the allowability of these costs and of the bases therefor.
Index No. 179 C-65-109
B-146829, January 6, 1965
Procurement of Defective Fuel Servicing Semitrailers and School Buses, Depart-

ment of the Army
We estimate that the Government will incur unnecessary costs of at least

$167,000 for repairs because the Army accepted defective fuel servicing semitrail-
ers and school buses costing about $4.75 million.

Although the semitrailers, produced by Great Dane Trailers, Inc., had defects
such as inadequate interior pipe coating, mislocated valves, and improperly fabri-
cated and assembled piping systems, they were accepted by the Army. In addi-
tion, the Army Tank-Automotive Center failed to furnish to the inspection activ-
ity copies of test reports from Aberdeen Proving Ground, Maryland, that indi-
cated defects and a need for improved manufacturing quality until substantially
all the tankers had been delivered to the Government.

The school buses, produced under a contract awarded to the Ford Motor Com-
pany, did not meet contract requirements because of defects such as insufficient
clearance between the steering wheel and the driver's seat, a too high windshield
and dashboard cowling that obstructed the driver's vision, and congestion in the
area of the brake and clutch pedals. These defects arose when Superior Coach
Corporation, the manufacturer of the bus bodies, raised its commercial body to
meet the military specification for ground clearance. Subsequent to the award
of the contract, but prior to the inspection of the pilot model, the military speci-
fication for ground clearance was changed. This change would have eliminated
the need for Superior Coach to modify its commercial body. Had the Army,
Ford, and Superior recognized the solution and incorporated the change into the
contract, this situation would have been avoided. Furthermore, the Army
inspectors failed to make an adequate inspection of the buses before accepting
them.

The Deputy Assistant Secretary of the Army for Logistics advised us that the
Army agreed that the fuel tankers and buses were defective. He stated, however,
that the Army's estimate of costs that may be incurred to repair the fuel tankers
was much less than we had estimated. In its estimate of the unnecessary costs,
the Army appears to have ignored or failed to adequately consider pertinent infor-
mation indicating that the costs would be substantially higher. This could have
diminished the interest of top management in the problem presented.

The Deputy Assistant Secretary stated that the Army would initiate action for
recovery of the unnecessary costs from the Ford Motor Company but added that
the Government had no tenable basis to seek recourse against Great Dane.
Since the Army has incurred or will incur additional costs to repair the defective
tankers that were not repaired by Great Dane and is also incurring additional
costs to repair even those that supposedly were repaired by Great Dane, we
recommended that the Secretary of the Army reconsider the position taken with
relation to Great Dane and seek recovery of all unnecessary costs resulting from
the production of the defective equipment.

The Army has advised us that our report will be brought to the attention of
management personnel to demonstrate the importance of the adequacy of in-
spection and quality control functions and the need for dissemination of necessary
information to all interested parties. In addition, the procedure for reporting
test results has been revised to provide for direct distribution of reports by the
test activity to the appropriate inspection activity for necessary action. Further,
an investigation is being made to determine whether disciplinary action against
Tank-Automotive Center personnel is warranted.
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Index No. 180 C-65-110
B-146732, January 7, 1965
Unnecessary Cost to the Government Due to Excessive Rentals for Electronic

Data Processing Equipment at Lockheed Missiles & Space Company, Sunny-
vale, California, Department of Defense

Our review of the leasing of electronic data processing equipment by the Lock-
heed Missiles & Space Company, Sunnyvale, California, has disclosed that rentals
paid by the contractor for use of the equipment during a 20-month period were
excessive because the manual time recording method used did not accurately
record machine use time. This condition was subsequently corrected by the
contractor through the installation of automatic timing devices on the electronic
data processing equipment. On the basis of use time recorded by the contractor
after automatic timers were installed, we estimate that excessive rental payments
to the equipment manufacturer during the preceding 20 months amounted to
about $604,000, essentially all of which has been charged to Government contracts.

The contractor advised us that it would request an adjustment of past rentals
from the equipment manufacturer. The contractor later informed us that the
equipment manufacturer had declined to make a refund unless it could be sub-
stantiated on some basis other than meter readings.

In a letter dated June 3, 1964, the equipment manufacturer, in commenting
on our finding, stated that it accepted and relied upon Lockheed use reports as
it does for all customers in billing for any use in addition to that provided for in
the basis rental period, and, until Lockheed directly substantiates some inaccuracy
in its prior reports for the 20-month period, there does not appear to be any basis
on which a refund should be volunteered.

In a letter dated August 27, 1964, the Deputy Assistant Secretary of Defense
(Procurement) agreed that automatic timing devices are more accurate in record-
ing machine use time and have resulted in substantial savings in rental payments.
He stated also that the Air Force representatives had met with the equipment
manufacturer to discuss this matter and determine whether, under the circum-
stances, a price adjustment would be appropriate. The Air Force was informed
by the equipment manufacturer that no adjustment was warranted on the
grounds that rentals were computed in full accordance with the terms of the
rental agreements and because the contractor's computations were based on
manual time recording which was the system in use before automatic timers
were developed. The Deputy Assistant Secretary believed, therefore, that it
would be inappropriate to seek an adjustment for past rental payments under
these circumstances.

It is apparent, however, that, after the installation and use of the automatic
timing devices, the amount of chargeable use time was significantly reduced.
We believe that the rentals were paid on the basis of an inaccurate determination
of use time; and, on the basis of the accepted method of meter measurement
which was in effect at Lockheed, and now is in general use, a refund is justified.
We recommended, therefore, that the Department of Defense, in coordination
with the equipment manufacturer and Lockheed. take action to resolve the matter
with due regard for the interests of the Government.
Index No. 183 C-65-113
B-146761, January 19, 1965
Unreasonably High Prices Paid by Government Prime Contractors and Sub-

contractors for GG49 Gyroscopes Purchased From the Only Qualified and
Approved Source, Honeywell, Incorporated, Aeronautical Division, Min-
neapolis, Minnesota, Department of Defense

Our examination into the pricing of selected GG49 miniature integrating
gyroscope procurements negotiated with the only qualified and approved source-
Honeywell, Incorporated (formerly Minneapolis-Honeywvell Regulator Company),
Aeronautical Division, Minneapolis, Minnesota-disclosed that Government
prime contractors and subcontractors had paid prices, totaling about $4,703,000
for the six purchase orders we examined, which were about $1,485,000 or 46 percent
higher than costs recently experienced and available to Honeywell at the time the
prices were established. Prime contractors and subcontractors of the Departments
of the Air Force and the Army and of the National Aeronautics and Space Ad-
ministration negotiated prices with Honeywell without sufficient information on
prior costs, effective price competition, or other adequate evidence to support
the reasonableness of the prices negotiated. Although about 98 percent of the
GG49 gyroscopes delivered by Honeywell through December 31, 1963, have been



ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965 177

for the Government's use, this company generally has refused to furnish cost data
to the Government's prime contractors and subcontractors or permit representa-
tives of the military departments and the National Aeronautics and Space
Administration to review its records of costs previously experienced in producing
these gyroscopes.

On these purchase orders, with one exception, Honeywell certified that it had
considered all available actual or estimated cost or pricing data in preparing its
proposed prices and, in most instances, certified that these data had been made
known to the buyers for use in evaluating the proposed prices. We found, how-
ever, that the data provided the buyers were totally inadequate for use in esti-
mating or evaluating the cost of future production because the data were either
incomplete or not current. In addition, Government prime contractors and
subcontractors were required by the terms of their contracts to include in purchase
orders they awarded a provision for audit by agency personnel; however, agency
contracting officials approved purchase orders awarded to Honeywell, even though
they did not include this provision, because Honeywell would not accept purchase
orders which included the right of access to its records by the contracting agencv.

In the absence of effective competition, it is imperative that either the Govern-
ment or the contractors purchasing for the Government be in possession of ac-
curate, complete, and current cost or pricing data prior to the award and approval
of contracts and purchase orders. Without the right of access to contractors'
records, the purchaser has no effective means with which to evaluate the reason-
ableness of proposed prices and must rely solely on the integrity of contractors'
cost certifications or other representations. In addition, no means are available
to the purchaser either to confirm the validity of the certifications or to effect
price adjustments for defective data, as required by Public Law 87-653.

Honeywell advised us that it believed its pricing policies had resulted in rea-
sonable prices which were in the best interests of the Government; that the pricing
policy used for the GG49 gyroscopes had resulted in a minimum investment by the
Government and should, conversely, give industry the opportunity for the greatest
reward in consideration of factors such as technical competence, facilities, and
cost. In our opinion, our report illustrates a clear and flagrant defiance of pro-
cedures which were established to enable the agencies and contractors purchasing
for the Government to obtain information necessary to evaluate the reasonable-
ness of proposed prices. Honeywell refused to supply current cost data or permit
access to its records and data so that the purchasers could review the prices of
reasonableness and verify the representations which had been made that the data
considered were accurate, complete, and current.

The Department of Defense and the National Aeronautics and Space Admin-
istration have advised us that their current procurement regulations, particularly
since the enactment of Public Law 87-653, will minimize the recurrence of situa-
ations similar to those disclosed in our review at Honeywell's Aeronautical Di-
vision. The fact that Public Law 87-653 has been enacted to prevent the recur-
rence of situations similar to those discussed in our report cannot be construed to
mean that this objective will be achieved automatically. Positive and aggressive
action must be taken by personnel responsible for administering procurement
regulations to provide assurance that the spirit and intent of Public Law 87-653
are adhered to in the award and approval of negotiated procurements.

The Department of Defense informed us that it was conducting an investiga-
tion of GG49 gyroscope procurements from Honeywell and that we would be
advised further regarding the recovery of the excess costs to the Government when
sufficient information was available. The National Aeronautics and Space Ad-
ministration advised us that it was prepared to take a joint course of action with
the Department of Defense to obtain a voluntary refund from the contractor;
however, it also stated that it was prepared to pursue a separate course of action
if necessary to fulfill its responsibilities. The agency also informed us that we
would be advised of the action taken in seeking a voluntary refund from Honey-
well.

We recommended that the Secretary of Defense and the Administrator of the
National Aeronautics and Space Administration take vigorous action to obtain
for the Government appropriate price adjustments for the excessive amounts
paid Honeywell for GG49 gyroscopes in the purchase orders we examined as well
as for other procurements of GG49 gyroscopes from Honeywell. In addition, we
recommended that they require contracting officials to exert all possible efforts
to obtain compliance with the measures necessary to protect the interests of the
Government; that, if there is no alternative but to accede to the demands of the
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contractor, appropriate disclosure of the matter be made to the Congress to keep
it informed on procurement problems; and that recommendations be made for
such remedial legislation as may be deemed necessary.

We further recommended that this case be brought to the attention of procure-
ment officials to illustrate how, when procurement regulations are disregarded,
the Government may be forced to accept unilateral decisions by contractors which
are not in the best financial interests of the Government.
Index No. 200 C-65-133
B-146967, February 26, 1965
Improper Application by the Hallicrafters Co., Chicago, Illinois, of Government's

Share of Vendor Credits for Volume Discounts Under Contracts AF 33(600)-
40992, -40994, and -42414, Department of the Air Force

Our review of price adjustments extended by vendors to the Hallicrafters Co.,
Chicago, Illinois, for volume discounts on electronic equipment items purchased
under Department of the Air Force contracts disclosed that the Government had
not received its share of the credits allowed by a vendor. Subsequent to our dis-
closures, Hallicrafters made appropriate accounting and billing adjustments which
should result in a recovery of about $57,200 by the Government.

The Department of the Air Force concurred in our findings relating to Halli-
crafters' treatment of vendors' credits and informed us that it had taken measures
to minimize the recurrence of similar situations. We were advised that this case
would be brought to the attention of contracting officer and audit personnel within
the Department of Defense to illustrate the need for careful review of procurement
and accounting practices of contractors operating under cost-reimbursement and
incentive contracts. We were advised also that appropriate action would be
taken in the final repricing of the fixed-price incentive contract held by Halli
crafters to ensure that the amount due the Government is fully recovered.

Although expressing basic agreement with the contents of our report, Halli-
crafters objected to the tone of the report as unduly critical of the contractor and
requested that we recognize in the report its long-standing reputation for integrity
and excellence of performance on Government work.

In view of the proposed action by the Departments of Defense and the Air
Force concerning corrective measures, we made no further recommendation. We
did, however, ask that the Secretary of the Air Force advise us of the Air Force's
final action on the recovery of its share of credits in the repricing of the fixed-
price incentive contract.

DEVELOPMENT AND PROCUREMENT OF NEW TYPES OF EQUIPMENT AND SYSTEMS

Index No. 14 C-64-96
B-146885, March 23, 1964
Additional Costs Incurred in the Procurement of P6M Seaplane from Glenn L.

Martin Company, Baltimore, Maryland, Department of the Navy
We submitted a report on additional costs incurred in the procurement of

P6M seaplanes from the Glenn L. Martin Company, Baltimore, Maryland, by
the Department of the Navy. The P6M program, which was begun in 1951 to
fulfill a need for a fast jet-powered seaplane for laying mines, was terminated in
August 1959 because of delays, increased costs, and unexpected difficulties
experienced with the aircraft.

Our review disclosed that the Navy Bureau of Aeronautics (since reorganized
as the Bureau of Naval Weapons) spent more than $445.4 million over a 10-year
period for the P6M seaplane program and did not receive a single serviceable
aircraft. The Bureau ordered quantity production of 24 operational P6M-2
seaplanes before a reasonably satisfactory seaplane had been developed. The
award of this production contract for the 24 operational aircraft and contracts
for supporting items at a time when it was known that there were serious unsolved
problems with the prototype aircraft resulted in expenditures of $209.2 million
which might have been saved if these contracts had not been awarded. Also, our
review disclosed that significant cost increases were incurred by the Navy in this
program because of design and engineering errors committed by the contractor
as well as a failure by the contractor to adhere to the Navy's aircraft testing
procedures. Under the terms of the contracts, the cost of the contractor's errors
are borne exclusively by the Government.

The Martin Company by letter dated March 29, 1963, commented on a draft
of our report. The Martin comments dealt generally with the difficulties antici-
pated and experienced in making the technical advances needed to develop an
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aircraft to meet the Navy requirements for the P6M. The Martin reply did not
comment on the specific findings or deficiencies related in our report.

In commenting on our findings and conclusions, the Navy agreed that serious
problems with the P6M were known and that solutions were not certain when it
ordered quantity production, but informed us that, in accordance with its policies
and practices at the time, the Navy feels that it was justified in entering into and
continuing the production program until terminated in August 1959. The Navy
acknowledged, however, that, on the basis of a current assessment, it should have
terminated the program at an earlier date. The Navy agreed with our proposal
that in the future costly quantity production of new weapon systems should not
be authorized until the contractor has given adequate evidence that a satisfactory
operational product has been developed. The Navy informed us that its current
programing system and new program change and review procedures established
by the Office of the Secretary of Defense would assure that the objective of our
proposal would be carried out.

The Navy, in commenting on the additional costs incurred by the Government
because of the contractor's errors, advised us that the contractor could not be
held financially responsible for such additional costs in accordance with the con-
tract terms. The contracts provide that the contractor will not be responsible
for the additional costs resulting from correction of defective work unless the
defective work resulted from fraud, lack of good faith, or willful misconduct on
the part of the contractor.

It is unreasonable for the Government to incur the costs resulting from errors
or defective workmanship on the part of a contractor. This seems particularly
true when the Government has selected that contractor for its competence in the
field. Accordingly, we are of the opinion that provision should be included in
development and production contracts which will place financial responsibility on
the contractor for additional costs incurred due to engineering errors or design
deficiencies resulting from poor performance on the part of the contractor. We
recognize that a distinction must be made between additional costs incurred in
development contracts when the reasons are associated with technological risks
in new areas as opposed to lack of competence on the part of a manufacturer in
his specialized field or a failure to apply the developed state of the art involved.
Therefore, we recommended to the Secretary of Defense that the present contract
clauses be revised and implemented to require the contractor to assume financial
responsibility under cost-plus-a-fixed-fee development and production contracts
for additional costs incurred due to performance which is less than should be ex-
pected of a skilled contractor. We recommended also that administrative pro-
cedures include realistic criteria upon which the quality of the contractor's
performance can be evaluated.
Index No. 18 C-64-100
B-146870, March 31, 1964
Unnecessary Costs Incurred in the Procurement of the M405 Rocket Handling

Unit, Department of the Army
The Army incurred unnecessary costs of about $7.4 million in the production of

a new trailer for transporting the Honest John rocket when knowledge was availa-
ble that it had design limitations and did not represent an improvement over
existing Honest John ground handling equipment. The Army procured trailers
of a new design at a cost of about $10.4 million when a similar number of trailers
of the type already in use would have cost only about $3 million. This procure-
ment occurred because the Army failed to properly consider the higher cost and the
sharp increase in weight of the new trailer in relation to the benefits that could
realistically be expected when it was known prior to the quantity procurement that
the new trailer could not meet the original objective of its development, that is, to
eliminate the requirement for a wrecker. In addition to the above procurement
that took place during the 4-year period ended August 1962, current orders placed
in August 1963 to produce additional new trailers at an estimated cost of $392,000
will further increase the unnecessary procurement costs by about S297,000.

We proposed to the Secretary of the Army that the management control of
weapon systems programs be strengthened by improvements in the decision-
making processes to provide for closer accountability for program decisions and
program actions.

In commenting on our findings and proposals, the Deputy Assistant Secretary of
the Army for Logistics generally concurred in our recommendations and stated that
action had already been taken to implement them. He advised us however,
that it was the Army's position that the new trailer offered sufficient tactical
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advantages over the previous trailer to warrant its production. However, Army
records show that the only advantage of the new trailer over the earlier one is its
limited capability to perform the rocket loading function which is more adequately
performed by the wrecker specifically assigned to Honest John units for this
purpose. As pointed out in the Deputy Assistant Secretary's letter, the deploy-
ment of the new trailer did not eliminate the wrecker from the system as the
primary vehicle for loading operations.

Subsequent to the submission of our findings to the Departments of Defense and
the Army, we learned of the current plans to produce additional new trailers. We
recommended that the Secretary of the Army consider canceling these plans and
producing a similar quantity of the previous trailers instead.
Index No. 23 C-64-105
B-149779, April 9, 1964
Unnecessary Costs Incurred for the Naval Radio Research Station Project at

Sugar Grove, West Virginia, Department of the Navy
Our review of the Naval Radio Research Station project at Sugar Grove, West

Virginia, commonly referred to as the Big Dish, disclosed that unnecessary costs
were incurred by the Department of the Navy in the construction and cancellation
of the radio telescope and other facilities. The unnecessary costs resulted from
(1) the stated urgent military need for the project for national defense purposes
which led to the decision to concurrently design and construct the project and (2)
the delay of almost 2 years by the Department of Defense in deciding that the
project would have to be canceled.

The project was canceled in July 1962 shortly after completion of a compre-
hensive scientific and engineering review and evaluation of the utility capability,
and estimated costs of the project. Two of the factors that led to the decision to
cancel the project were the decrease in the potential usefulness of the Big Dish
because of other scientific advances, and the constant increase in the costs of the
project which were estimated to range as high as $200 million to $300 million late in
1961. We believe that, if a similar review had been made in 1960, the project
would have been canceled almost 2 years earlier, and the earlier cancellation would
have saved a significant portion of the $52 million paid or payable after fiscal year
1960. Our belief is based upon reports prepared in 1960, and earlier, by scientists
within and outside the Government who reviewed specific problem areas and
indicated serious doubts that the instrument, if completed, would have the desired
capabilities.

The Department of Defense has taken steps that should be helpful in the
management of future research and development projects. The Department has
recently developed a procedure for a detailed definition of major projects to
provide management with a plan from which a realistic appraisal may be made
before a project is authorized for development. Also, procedures issued in 1962
provide for (1) an integrated programing system for the review and approval, on
a continuing basis of proposed new programs and of changes to previously ap-
proved programs and (2) a program change control system and related progress
reporting. The new procedures, if properly followed, could help to prevent
unnecessary losses resulting from similar situations in the future. In view of the
actions taken and planned, we made no recommendations in our report. The
effectiveness of the actions taken will be tested as part of our continuing review of
Department of Defense activities.
Index No. 75 C-65-4
B-146915, July 15, 1964
Lack of Appropriate Consideration of Cost Savings Obtainable by Canceling the

Procurement of Ineffective Rocket Packs for FSU Aircraft, Department of
the Navy

The Navy incurred costs of $13,300,000 for rocket packs for F8U aircraft that
proved to be of limited capability and were subsequently removed from active
use because of maintenance and operational problems. Our review disclosed that
about $4,000,000 of these costs might have been avoided if information available
during the production period had been forwarded to the proper Navy echelon
for reconsideration of the need for the weapon in light of its limited capability.

Our review of the procurement of rocket packs for F8U aircraft was limited to
inquiry into the consideration the Navy gave to eliminating the rocket pack
installation from the aircraft after test results in early 1958 showed that the rocket
packs were ineffective for their primary mission and did not include inquiry into
the reasonableness of an earlier decision to concurrently develop and produce the
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rocket packs before adequate test results became available. In this respect, we
previously reported that the Navy's system of concurrent development and pro-
duction of aircraft and components had resulted in substantial unnecessary cost
in cases where the aircraft or components did not fulfill the mission for which
they had been intended. In response to one of our previously issued reports, the
Navy advised us that it had adopted a new management system under which the
quantities of aircraft produced in the development stage would be minimized and
the losses from ineffective equipment would accordingly be reduced. In view of
this new system, which was introduced subsequent to the matters discussed in
this report, we did not inquire into the reasonableness of the decision to con-
currently develop and produce these items but, instead, limited our review to the
action taken by the Navy once test results indicated that the rocket packs were
ineffective for performing their primary mission.

The Navy provided for the inclusion of rocket packs in F8U aircraft based on
a Chief of Naval Operations' requirement that the aircraft have an air-to-air
weapon to be used to destroy enemy aircraft. By early 1958 tests showed that the
rocket pack was ineffective as an air-to-air weapon and had presented safety
problems. A study in March 1958 by Chance Vought Aircraft, Incorporated,
the aircraft manufacturer, showed that elimination of the rocket packs from 306
aircraft was possible and that such action would save about $4,000,000. How-
ever, the matter was not brought to the attention of the Chief of Naval Operations,
who had established the requirements for this aircraft and its weapons, and no
action was taken to cancel the procurement of the rocket packs for this aircraft.

About 2 years later, in June 1960, the Navy ordered all the rocket packs dis-
armed and their use discontinued because of difficulties encountered in their
operation and maintenance.

In commenting upon our findings, the Navy stated that it considered it unlikely
that the procurement of the rocket packs could have been canceled in 1958, even
if the matter had received proper consideration at that time. However, in view
of the significant problems being experienced with the rocket packs, we believe it
likely that the Chief of Naval Operations would have terminated the requirement
for the rocket packs if he had had an opportunity in March 1958, to evaluate the
pertinent data on the rocket pack's safety and effectiveness in light of its cost.
In any case, it is clear there was too much informality in the handling of this
matter and that, under the management system which the Navy employed in the
F8U procurement, there was no procedure to provide assurance that important
matters like this would be brought to the attention of management officials at the
levels where such decisions should be made. Had such a system existed, the
matter could have been referred to the Chief of Naval Operations, and the value
of the rocket packs as a weapon could have been appropriately evaluated in
relation to its costs.

When an item fails to meet the requirement for which it was designed and pro-
curred, the need for that item should be reevaluated in the light of its cost, i,e.,
the savings that can result through terminating its procurement. Since the period
covered by our review was several years ago, we made an inquiry to determine
whether in the intervening period the Navy had instituted procedures for bringing
such matters to the attention of the Chief of Naval Operations. We were advised
by the Navy that since that time it has become the general practice to do so.
However, the Navy also advised us that the practice operated in an informal
manner and that responsibilities and requirements under it had not been reduced
to writing.

We believe there is a need for greater assurance that failure of costly components
of weapon systems to perform their intended functions properly be brought to
the attention of the Chief of Naval Operations so that he may reconsider the need
for the components in the light of the decrease in their effectiveness from what
was originally planned. Accordingly, we recommended that the Secretary of the
Navy establish written instructions which will provide formal procedures for the
accumulation and transmission of pertinent data on such matters to the proper
management level and will provide the basis for fixing responsibility for seeing
that the procedures are effectively put into practice.
Index No. 92 C-65-21
B-132998, August 4, 1964
Unnecessary Costs Incurred in the Procurement of Ground Speed and Distance

Indicators From Douglas Aircraft Company, Inc., Department of the Navy
The Department of the Navy has incurred unnecessary costs of approximately

$200,000 as a result of the premature procurement of a production quantity of an
aircraft ground speed and distance indicator for a loft bomb release computer
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system before an acceptable indicator was developed and before any assurances
existed that an acceptable indicator could be developed.

After receiving a contract for the production of A4D aircraft, Douglas Aircraft
Company, Inc., suggested that a ground speed and distance indicator be sub-
tituted for a Government-furnished timer in the aircraft's loft bomb release
computer system. It was hoped that the indicator would improve the perform-
ance of the aircraft's bombing system. The Navy concurred in this suggestion
and amended the prime contract with Douglas to authorize the procurement of
the indicator.

Prior to tests of the indicators procured by Douglas pursuant to this Navy
authorization, the Navy issued another contract for A4D aircraft. The specifica-
tions included in this contract directed that an indicator be used in the Govern-
ment-furnished bomb release computer system. Tests of the first indicators
delivered to Douglas by the manufacturer (which was subsequent to the date of
the second contract) disclosed that the indicator was unsatisfactory in that it
did not respond properly to signals produced by another system that was to
activate it. Subsequent to these adverse test results, Douglas prepared purchase
orders for 194 indicators on the basis of Navy requirements set forth in the second
contract. In accordance with the provisions of this contract, these purchase
orders were submitted to the Navy for approval. Although there was no proven
solution to the deficiency disclosed by the tests, and although the Navy knew, or
should have known, of the test results, the Navy approved the procurement of
the additional 194 indicators rather than required the use of the proven timer
until such time as a satisfactory indicator was developed.

Subsequently, it was determined that the problem connected with the use of
the indicator could not be overcome without substantial redesign effort, and
Douglas therefore asked the Navy's permission to return to the use of the Navy's
timer in the loft bomb release computer system of the A4D aircraft. Douglas
canceled its orders for the additional 194 indicators at a cost of approximately
$200,000 to the Government.

The Navy informed us that, in the years subsequent to the events discussed in
our report, the policy with respect to the introduction of changes into contracts
for naval aircraft had emphasized increasingly the need for control over such
changes, so as to assure as sound as possible determinations as to whether a
particular proposed change is warranted. In addition, the Navy informed us
that directives regarding Government approval of subcontracts now provide
detailed requirements and guidance to Navy contracting officers to protect the
interest of the Government. However, the Navy stated that, in order to clarify
the situation, it was submitting a proposed change for the Armed Services Procure-
ment Regulation to the effect that contracting officers would be required to assure
that proposed purchases are in accordance with prudent business practices, after
verifying the technical justification of the particular supplies, equipment, or
services. In view of the above actions taken by the Navy, we did not make any
further recommendations on this matter. The effectiveness of the actions taken
will be -valuated in our subsequent examinations of Navy procurement activities.
Index No. 146 C-65-75
B-146906, October 26, 1964
Unnecessary Costs Incurred in Sole-Source Procurement of Portable Radar Sets,

Department of the Army
Our review of sole-source procurements by the Department of the Army

disclosed that the Government had incurred unnecessary costs of more than $2.2
million in the sole-source procurement of 502 AN/PPS-4 portable radar sets.
These unnecessary costs were incurred because agency officials procured the radar
sets without waiting until known deficiencies in the sets had been corrected and
technical data suitable for use in competitive procurement had become available.
The deficiencies known prior to procurement were that the radar sets were not
consistently accurate in determining the range of a target, were unable to detect
a target satisfactorily, and were cumbersome to operate. After the contract for
the sole-source procurement was awarded, it was necessary to stop production
for 15 months while modifications were being made to correct these deficiencies
This delay unnecessarily increased the cost of the corrected units by $356,220.
In addition, we estimated that, on the basis of competitive prices obtained in a
subsequent procurement, unnecessary costs of about $1.86 million had been
incurred because these sets had been procured without competition. In fact
the successful bidder's Drice under the competitive procurement was more than
55 percent below the price paid to the sole-source producer.
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The Acting Assistant Secretary of the Army (Installations and Logistics)

agreed with the facts presented in the report and advised us that the report would
be brought to the attention of procuring commands. He also indicated that,
subsequent to the procurement in question, more extensive controls were in-
stituted regarding procurement of new equipment that included the requirement
that a summary of all objections to a proposed procurement be submitted to
higher authority. This summary is to include engineer- and service-test results.

The Acting Assistant Secretary also stated that disciplinary action was not
believed to be warranted because the decisions with respect to this procurement
were made in accordance with the then accepted policy and that, when considered
in light of the then prevailing policy, the facts presented were considered proper
justification for these decisions. Officials in the Office of the Assistant Secretary
of the Army (Installations and Logistics) subsequently advised us that, at the
time of this procurement, there was an absence of guidance and control over the
procurement of new equipment, generally, but that the Army's policy was that
development and production of an item could be effectively accomplished simul-
taneously. Procuring officials in this instance, however, had been aware of the
user and engineer objections prior to awarding this contract but had requested
approval from higher authority for the award without disclosing this information.
We believe, therefore, that these actions should be noted in the personnel records
of responsible officials, for consideration in future promotions, reassignments, and
other personnel actions.
Index No. 181 C-65-111
B-146774, January 13, 1965
Unnecessary Costs Incurred in the Procurement of Radar Components and

Related Parts, Department of the Navy
The Department of the Navy unnecessarily procured for use in F-8 aircraft

26 AN/APQ-83 radar sets, costing over $1 million, after the decision had been
made to use an improved radar set (subsequently designated AN/APQ-94) in the
aircraft. The Navy justified the procurement on the basis that the purchase
would avoid storage or increased production costs of the F-8 aircraft that would
result if delays in the deliveries of the new radar sets occurred and that such air-
craft storage or increased production costs would be potentially greater than the
costs of the AN/APQ-83 radar sets. However, on the basis of the information
available at the time, the costs that could reasonably have been anticipated for
storage of aircraft as a result of delays in deliveries of the AN/APQ-94's aggre-
gated less than $200,000. The expected delay in deliveries of the new radar sets
did not occur, however, so none of the 26 AN/APQ-83 radar sets were ever installed
in aircraft, and the additional storage or increased production costs were not
incurred.

Although five of the components of the unneeded AN/APQ-83 radar set could
be used on the improved set, AN/APQ-94, three of the components-radar setgroup, amplifier, and control unit-representing about 80 percent of the cost of
the complete radar set, could be used only on the AN/APQ-83 radar. Accordingto the Aviation Supply Office, there was no need for these items as complete com-
ponents; however, that Office assumed control of them for disassembly and use ofparts as spares in support of radar sets installed in aircraft produced under an
earlier contract. Although this information was available, the Aviation Supply
Office procured additional spare parts, costing about $56,000 from commercial
sources that could have been obtained by the removal of identical parts from theradar set group component. All three components usable only on the AN/APQ-83
radar were, for the most part, subsequently determined to be excess to all future
Navy needs.

The matters discussed in our report were brought to the attention of the Secre-
tary of Defense, and, at his request, the Assistant Secretary of the Navy (Finan-
cial Management) advised us of the Navy's position regarding our findings. The
Navy explained that the main reason for purchasing the additional AN/APQ-83
radar sets was to prevent aircraft storage or slippage in aircraft deliveries because
of possible delayed receipt of the improved radars. However, the Navy ac-
knowledged that the ascertainable cost of storing the aircraft while awaiting re-.ceipt of the improved radar to be installed in such aircraft would have resulted in
approximately $1 million less cost to the Navy than the purchase price of the
additional AN/APQ-83 radar sets. The Navy estimated that slippage in aircraft
production schedules would have cost $5.2 million. It is our view that the Navy
-would not have held up production of the aircraft but would have stored the air-
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craft awaiting receipt of the improved radar as they did in the previous contract.However, we have not reviewed the Navy's basis for the estimated slippage cost
inasmuch as the Navy's reply indicated that the storing of aircraft would have
been a less costly alternative in case of delayed delivery of improved radar.

The procurement of over $1 million worth of unneeded equipment to avoid thepossibility of incurring a substantially lesser amount of aircraft storage costs, aswell as the purchase by the Aviation Supply Office of about $56,000 worth ofspare parts that could have been obtained by reclamation of identical parts fromthe unneeded AN/APQ-83 components, represents wasteful expenditures ofGovernment funds. It seems evident that the substantial unnecessary cost thatthe Government incurred could have been prevented if the Government employeesresponsible for procurement had used greater care in evaluating the information
that was available. Accordingly, we recommended that the Secretary of theNavy require that, whenever the Navy initiates plans for the procurement ofequipment solely as an insurance or contingency measure, the basis for such pro-curement be clearly stated in the procurement justification documents and, inthose cases involving a substantial amount of funds, the justification for suchprocurement be evaluated by the Office of the Secretary of the Navy prior to
contract award.

MAINTENANCE, REPAIR, AND OVERHAUL
Index No. 36 C-64-119
B-146882, May 15, 1964
Unnecessary Packaging Costs Incurred in the Procurement of Repair Kits From

Hamilton Standard Division, United Aircraft Corporation, Windsor Locks,
Connecticut, Department of the Air Force

In our review of the packaging costs of repair kits procured by the Department
of the Air Force from Hamilton Standard Division, United Aircraft Corporation,Windsor Locks, Connecticut, we found that about $344,000 of unnecessarypackaging costs had been incurred by the Government. These unnecessary
costs were incurred because, in some cases, the contractor improperly chargedthe Government for kit packaging when such packaging was not actually per-
formed; in other cases, although packaging was performed and paid for, it was
unnecessary because the parts involved were retained at Hamilton Standard's
plant for use on Government overhaul work and need not have been ackaged
into kits. When we brought our findings to the attention of Hamilton Standard
and agency officials, the Government received credits of about $144,000 for those
kits on which packaging had not been performed by the contractor.

Hamilton Standard should have adjusted the prices for those kits that were
not packaged at the time the invoices were submitted to the Government forpayment. Moreover, the conditions described in this report clearly indicate alack of effective contract administration on the part of the Department of theNavy personnel at Hamilton Standard and ineffective management on the part
of the Air Force activities originating the requirements and providing the fundsfor the procurements. These Air Force and Navy officials did not adequately
protect the Government's interest in that they failed to make certain that the
Government received appropriate price reductions for those kits on which packag-ing was not performed. Furthermore, since they were aware that, in practice,
many of the parts ordered from Hamilton Standard would be used in the overhaul
of Air Force equipment at the contractor's plant, action should have been takento contract with Hamilton Standard in such a way as to defer the packaging ofall kit parts until the shipping destinations were known, thereby avoiding theunnecessary costs of packaging those parts into kits that were to be retained
for use in the contractor's Government overhaul operation.The Deputy Assistant Secretary of Defense (Procurement) advised us by letterdated December 27, 1963, that corrective action had been initiated essentially inaccordance with suggestions we had made. He stated that the military depart-ments and procuring agencies were being made aware of our findings in order toillustrate the need for prompt adjustment of contract prices when the scope ofwork is changed. He advised also that Hamilton Standard had accepted anamendment to its current contract to the effect that parts ordered by the Govern-ment but used by the contractor on Government overhaul contracts would not be
packaged into kits and that appropriate reductions would be made in the kitprices. The military departments have been directed to incorporate similarprovisions in current and future contracts whenever applicable. Also, petrinent
contract clauses prescribed by the Armed Services Procurement Regulation werebeing reviewed to assure that they adequately protect the Government's interest
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in Department of Defense contracts for procurements involving packaging costs
for parts, equipment, or supplies, which may be used by contractors in 'connection
with other activities or services performed for the Government.
Index No. 56 C-64-139
B-146773, June 18, 1964
Unnecessary Costs for Rebuild of Used T97 Track for Tanks, Department of

the Army
The Government has incurred unnecessary costs that we estimate to be over

$7.2 million because the Department of the Army rebuilt used T97 track for
tanks instead of procuring new track. Personnel involved in the decision to
rebuild the track overlooked the fact that the low-grade steel used initially would
preclude economical rebuild and did not provide for timely tests of the rebuilt
track. When the rebuilt track was installed on tanks, the track experienced
premature failures, creating safety hazards to personnel and impairing the combat
effectiveness of the Army. The Army could have procured new track at a cost
of $5.3 million and obtained the same total mileage as that obtained from the
track that was rebuilt at a cost of $12.5 million.

The Acting Assistant Secretary of the Army (Installations and Logistics)
advised us on March 11, 1964, that the T97 rebuild program did not achieve
the economy and effectiveness expected and that decisions made in good faith
and with best intent were based on judgment which, in retrospect, was not wholly
sound. We believe that the question involved is not just a matter of mere
judgment but a matter of obtaining all pertinent facts upon which a reliable
judgment may be made. Considering the importance of the proposed rebuild
program both in terms of the cost involved and in the Army's dependence upon
the rebuilt track to maintain its tanks in operating condition, we believe that it
was reasonable to have expected the responsible officials to inquire more fully
into the available information at the time the decision to rebuild was made and
to require appropriate testing to assure the acceptability of the rebuilt track.
Accordingly, we believe that the actions of Army officials responsible for these
unnecessary expenditures should be made a part of their personnel records so that
these actions may be considered in connection with promotion and other personnel
matters.

We recommended that the Secretary of Defense bring this report to the atten-
tion of management officials within the military departments and emphasize
the importance of (1) testing to assure that materiel after rebuild will meet
operational requirements and (2) determining the relative costs of rebuild stnd
new procurement, giving consideration to the effective service life of each.
Index No. 59 C-64-142
B-146891, June 22, 1964
Uneconomical Contracting for Service-Station-Type Vehicle Maintenance at

Olmsted Air Force Base, Pennsylvania, Department of the Air Force
Our review of vehicle maintenance contracts at Olmsted Air Force Base, Penn-

sylvania, disclosed that the Air Force paid unnecessarily high prices for service-
station-type maintenance during a 27-month period. The charges for such
maintenance, totaling $137,000, were established in many instances by using the
contract rates agreed to for skilled mechanical work, but the services that were
provided required little or no mechanical skill. After we brought our findings
to the attention of responsible Air Force officials at this base, contracting for
service-station-type maintenance was terminated, and the work is being per-
formed at lower cost by Air Force direct-hire personnel.

Records we examined and informal estimates made by Middletown Air Materiel
Area officials indicate that the combined annual cost of service-station-type
maintenance and mechanical repair work will be about $100,000 lower under the
present method of operation. A portion of this cost reduction is attributable to
the reduction in certain elements of scheduled maintenance effected 3 months
before discontinuing contractor-furnished maintenance. The estimated annual
cost reduction, attributable solely to using Air Force direct-hire personnel instead
of contractor-furnished labor, is about $40,000. Savings to the Government of
about $80,000 at this site will result from the decision to not exercise the contract
option providing for 2 additional years of contract operation.

The Air Force Logistics Command issued instructions to nine Air Materiel
Areas and selected other Air Force organizations on February 7, 1963, to have
service-station-type maintenance performed by Air Force personnel to the
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extent that personnel are available and to contract for the remainder of work.
We believe that a matter for primary consideration is whether performance of
vehicle maintenance by Air Force or by contractor personnel is more economical.
We therefore recommended to the Secretary of the Air Force that agency officials
at each Air Force installation be held responsible for a continuing evaluation of
the adequacy of their vehicle maintenance operations, in terms of the timely
availability of well-maintained vehicles to using organizations at the lowest
possible cost to the Government. We recommended also that the Secretary of
the Air Force establish adequate procedures and a program of inspection and
follow-up to see that local officials are properly discharging this responsibility.
Index No. 82 C-65-11
B-146793, July 27, 1964
Unnecessarv Procurement of Special Tooling for Production of Engines for M151

Utility Trucks, Department of the Army
Our review of the Department of the Army's procurement of major assemblies

for M151 utility trucks disclosed that the Government spent up to $269,000
buying unneeded special tooling intended for use in the manufacture of spare
engines for M151 utility trucks. The action to buy additional special tooling
was taken because the responsible Army officials apparently thought the need
for spare engines was urgent and more tooling was needed to meet production
schedules. These officials either misunderstood or were unaware that.the Army's
new maintenance policy for M151 trucks greatly reduced the need for spare
engines. Consequently, the existing special tooling was adequate, both as to
quantity and condition, to satisfy current production needs.

The Deputy Assistant Secretary of the Army for Logistics acknowledged that
the procurement of the additional set of tooling was unnecessary at that time
but stated that the special tooling had been beneficial to the Government and
should result in savings substantially greater than its cost because it would
allow competition in the procurement of the engines. We found, however, that
competition existed even when only the one set of tooling was available.

The Deputy Assistant Secretary advised us that a program had been initiated
by the Army Tank-Automotive Center to enlighten management officials on
policies having a significant bearing upon their respective areas. We believe
however, that Government officials ale responsible for knowing and implementing
pertinent policies that affect their duties and that therefore the personnel records
of Center personnel responsible for the conditions discussed in this report should
be appropriately noted and considered in promotion, reassignment, and other
personnel actions.

PAY AND ALLOWANCES
Index No. 4 C-64-85
B-146867, March 5, 1964

Shipment of Household Goods Improperly Classified as Professional Items by
Military Personnel To Avoid Payment for Excess Weight, Department of the
Army

Service members transferred from one duty station to another may ship house-
hold goods at Government expense within prescribed weight allowances and may
ship professional items without regard to weight limitations. When household
goods exceed the applicable weight allowance, the service member is charged for
the excess weight. The classification of household goods as professional books,
papers, and equipment enables the member to avoid being charged for the excessive
weight.

The Government has incurred unnecessary costs that we estimated at about
$250,000 a year because Army military personnel improperly claimed weight for
more professional books, papers, and equipment than they actually had shipped
and thereby avoided excess weight charges for shipments of household goods. We
found that the improper claims for professional items were allowed because trans-
portation officers had not examined shipments to satisfy themselves that the
weights claimed were actually for professional items. Examinations were not
made primarily because there were no clear definitions in the travel regulations
of what should properly have been classified as professional books, papers, and
equipment.

By letter dated December 4, 1963, the Assistant Secretary of Defense (Man-
power) advised us that the Department of the Army had issued instructions re-
quiring inspection of shipments and verification that professional items claimed
actually qualify as professional books, papers, and equipment in those cases where
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the weight of professional items claimed would affect the assessment of excessweight charges against members. The Assistant Secretary further advised thataction was being taken by the Defense Traffic Management Service in order that
this procedure would apply to all services.

We recommended to the Secretary of Defense that (1) the Joint Travel Regu-lations be amended to provide definite criteria as to what may be claimed as pro-
fessional books, papers, and equipment, (2) the Secretaries of the military depart-ments be instructed to issue regulations requiring that transportation officers pre-pare and forward with original bills of lading certifications regarding their inspec-
tions of the professional items to be allowed in those cases where the weight ofprofessional items claimed would affect assessment of excessive weight charges
against members, and (3) the Secretaries of the military departments be required
to instruct all local commanders to take appropriate disciplinary action againstpersonnel who make improper claims to avoid payment of charges for excess
weight on shipments of household goods.
Index No. 13 C-64-95
B-146551, March 23, 1964
Unnecessary Per Diem Payments for Military Personnel Reporting Early for

Temporary Duty Assignment, Department of the Navy
Unnecessary per diem payments, estimated at over $600,000 annually, are madeby the Department of the Navy because military personnel report to temporary

duty assignments during transfers between permanent posts of duty and arepaid per diem prior to the dates that the temporary duty for which the member
has been assigned to that station is scheduled to begin. The manner in whichresponsible Navy officials administer regulations pertaining to reporting fortemporary duty results in unnecessary per diem payments. In addition, con-tributing factors are (1) that authorized leave is not taken by Navy memberswho elect to report early and (2) that, in some instances, order-issuing commands
establish reporting dates that are in advance of dates the temporary duty isscheduled to start. Thus, Navy members are permitted to report early either attheir own discretion or at the discretion of the order-issuing commands, despitethe fact that there is no need for their early arrival at the temporary duty stations.

In bringing our findings to the attention of the Department of Defense, we
proposed that the Navy issue instructions to prohibit the fixing of a reporting
date on transfer orders prior to the date temporary duty was to begin and toprovide that payment of per diem for periods of early reporting be discontinued.
The Department of Defense advised us that it did not feel that the Navy should
be required to issue rigid instructions, but that it had requested the Navy toreview the regulations to insure that early reporting to temporary duty stations
is reduced to an absolute minimum.

On February 5, 1964, the Department of Defense furnished us a copy of a Bureauof Naval Personnel Notice issued by the Department of the Navy on January 6,1964. This notice reiterates the Department of Defense policy of not paying perdiem except under certain specific conditions to members reporting at a temporaryduty station earlier than the date specified in the orders and instructs all commands
issuing or delivering orders to members which involve temporary duty to makeevery effort to comply with this policy. While the notice issued by the Navy
outlines the Department of Defense policy on the payment of per diem for earlyreporting at temporary duty stations and directs responsible commands to make
every effort to comply with this policy, specific guidelines for uniform implementa-
tion of the. policy have not been prescribed. We believe that this notice permits
an undue dependence on independent judgment which may result in inconsistentand improper application. Accordingly, we recommended that the Secretary of
the Navy issue definitive instructions and guidelines which will provide for uni-
form implementation of Department of Defense policy with respect to the pay-ment of per diem for early reporting at temporary duty stations. We recom-mended also that the Secretary of the Navy direct that internal audit programs
providing general guidance for Navy auditors be expanded to require attention tothe possibility of unnecessary per diem payments for periods of early reporting at
temporary duty stations.

We also proposed that the Secretary of Defense determine whether early report-
ing exists in the Army and Air Force and, if it is found, take action to have the
practice discontinued. The Department advised us that it had been determined
that the payment of per diem during periods of early reporting was not prevalentin either the Army or the Air Force and that adequate controls presently exist in
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these services. We plan to give consideration to these matters in all services in our
continuing review of operations of the military services.

Index No. 16 C-64-98
B-146740, March 30, 1964
Unnecessary Per Diem Payments to Military Personnel During Construction of

Nuclear-Powered Submarines, Department of the Navy
Unnecessary per diem payments were made to military personnel during con-

struction of nuclear-powered submarines by the Department of the Navy. The
Government incurred unnecessary costs of about $6.1 million because the Bureau
of Naval Personnel placed prospective crew members of nuclear-powered sub-
marines at construction sites on temporary duty rather than permanent duty.
The prospective crew members were placed on temporary duty and were allowed
per diem despite available facts that showed that (1) the duty at the particular
shipyard sites would be for extended periods in excess of 6 months, (2) the pros-
pective crew members could, and in fact did, live under permanent-type duty
conditions, and (3) the prospective crew members would not, and did not, incur
extra living expenses as a result of their duty assignments. Per diem payments
to the prospective crew members were stopped on the date the nuclear core for
the ship was scheduled to be put on board, referred to as the "in service, special
date." At this date these individuals were assigned to the construction site on a
permanent-duty basis, as were any other prospective crew members reporting after
that date, although no actual change in duty location or in living conditions
occurred at that date. Prospective crew members assigned on a permanent-duty
basis are entitled to receive permanent-duty allowances.

Our finding of unnecessary costs of about $6.1 million covered per diem pay-
ments to prospective crew members assigned to construction sites of 33 nuclear-
powered submarines from the date of assignment to the in service, special date.
In addition, if the Navy were to continue the same policy regarding per diem
payments, the prospective crews of other nuclear-powered submarines, under
contract as of October 1963, which have not reached the in service, special date,
would receive per diem payments which we estimate would result in unnecessary
costs to the Government totaling about $9.2 million.

We proposed to the Secretary of Defense that, irrespective of the in service,
special date, the Secretary of the Navy be directed to assign prospective crew
members of nuclear-powered submarines to construction sites under permanent-
duty orders when the duty at that location would exceed a reasonable period,
that is, 6 months. The Department of Defense advised us by letter of January
8, 1964, that it agrees with our proposal and that the Navy is taking the necessary
implementation action.

The action being taken by the Navy to assign prospective crews of nuclear-
powered submarines to construction sites on permanent duty when the duty at
that location would exceed a reasonable period, or 6 months, should result in a
saving of about $9.2 million in per diem payments in the next 3 years. In addi-
tion, while construction of nuclear-powered surface vessels was not included in
our review, prospective crews were assigned to those construction sites on the same
basis as to construction sites of nuclear-powered submarines. The corrective
action being taken by the Navy should also result in additional savings in per
diem payments to prospective crews assigned to those construction sites.

We proposed also to the Department of Defense that the Joint Travel Regula-
tions be revised to eliminate the reference to the in service, special date, as affecting
entitlement to per diem, and to clearly indicate that, where duty is of a permanent
nature, the duty be designated permanent with no per diem allowed. The
Department of Defense advised us that it concurs in this proposal. The Joint
Travel Regulations were revised as of February 1, 1964, to conform to our proposal.

We attempted to ascertain the justification for the policy, permitting these
individuals to be placed on a per diem basis despite the knowledge that their
tours of duty at the same location would greatly exceed the customary 6-month
limit, as contrasted with the intent of the law and regulation to place individuals
on permanent duty when their period of duty would exceed 6 months. Despite
an examination of records and discussions with Navy officials, we were unable to
determine the basis for the regulations which permitted the payment of per diem
under these conditions. The responsible Navy officials advised us that payment
of per diem was justified on the basis that such payments were permissible under
the existing regulations. In our opinion, this attitude is wholly inconsistent with
the fact that regulations must generally be written with some flexibility to permit
reasonable administration in the handling of varying conditions encountered.
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Accordingly, we recommended to the Secretary of Defense that the findings
discussed in this report be brought to the attention of officials of the Department
of Defense responsible for administering and approving changes to travel regula-
tions in order to demonstrate the types of uneconomical practices that can arise
where regulations are administered injudiciously.
Index No. 33 C-64-116
B-146551, May 4, 1964
Payments to Army and Air Force Reserve Officers on Annual Active Duty

Training for Days on Which No Training or Necessary Travel Was Per-
formed Department of Defense

Our review of payments to Army and Air Force Reserve officers for periods of
annual active duty training disclosed that the officers were paid for days on which
no training or necessary travel was performed. We estimate that these unneces-
sary payments totaled about $620,000 in fiscal year 1963. This unnecessary cost
was due to deficiencies in service regulations which permitted Reserve officers
to be paid for days of active duty training in excess of the number required for
training and necessary travel by the most economical mode of common carrier
transportation available.

We were informed by the Assistant Secretary of Defense (Manpower) and the
Deputy Assistant Secretary of Defense (Accounting and Audit) that the military
departments had been instructed to take appropriate action in this matter.
Index No. 38 C-64-121
B-146889, May 19, 1964
Improper or Unnecessary Payments of Pay, Travel, and Other Allowances to

Crew Members of the U.S.S. Kitty Hawk, Department of the Navy
Improper or unnecessary payments of pay, travel, and other allowances totaling

about $110,400 were made to crew members of the U.S.S. Kitty Hawk by the
Department of the Navy during the period May 1, 1961, through June 30, 1962.
These improper or unnecessary payments included about (1) $66,500 for trans-
porting members' dependents and household effects and for dislocation allowances
paid because a home port was temporarily established on the East Coast when the
Navy had already planned for the ship to be based on the West Coast, necessitat-
ing a second move of dependents and household effects, and (2) $17,000 for per
diem and $26,500 for pay, travel, and other allowances for which claims were
computed incorrectly or which were paid contrary to regulations.

Factors contributing to these unnecessary payments were (1) inadequate
consideration of the possible additional cost to the Government by personnel
responsible for making specific decisions, (2) submission of claims by crew mem-
bers that misstated or omitted pertinent facts, (3) failure of disbursing officers to
adequately examine information and documentation supporting the crew mem-
bers' claims, and (4) ineffective administrative review of disbursing procedures
and transactions.

The Department of the Navy commented on our findings in letters of November
15, 1963, and February 3, 1964. The Navy did not agree that the management
decisions which resulted in the establishment of a temporary East Coast home
port for the Kitty Hawk were inappropriate since the Navy felt that the initial
establishment of a West Coast home port would have created inequities adversely
affecting moral for the members resulting from the enforced separation from their
families for extended periods or from the movement of dependents to San Diego
at the risk of having the port changed and depriving them of entitlement to
payment for transportation of their dependents. We recognize the importance of
considering morale as well as economy in the making of decisions involving entitle-
ment to allowances. In the instant case, however, Philadelphia was the home
port for less than 2 months before a change was announced. and only a small
number of the ship's crew was involved insmuch as the designation of Philadelphia
as the temporary home port permitted etntitlement for reimbursement for two
moves to only 183 members out of a crew of more than 1,500 members. Generally
about one half of the crew members have dependents.

The Department stated further that it felt that, while its administrative
reviews of travel and per diem payments had not been adequate, administrative
reviews of pay and allowance had been adequate. Our findings indicate, however,
that improvement is needed in both areas.

We recommended that the Secretary of the Navy take action to (1) ensure
that management decisions directing permanent moves of members give considers-
tion, to the extent possible, to economy as well as to the adverse effect on the
morale of the members and their families when required to frequently relocate
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their households, (2) improve the training of personnel engaged in the adminis-
trative review of military pay and allowances, particularly with respect to the
'effect that travel payments have on entitlements to pay and allowances, and (3)
discontinue the practice of relieving members from repaying improper payments
received on the basis of misstated or factually incorrect claims or of seeking relief
for such members.
Index No. 48 C-64-131
B-118768, June 11, 1964

Erroneous Payments Made for Military Pay, Leave, and Travel at Biggs Air
Force Base, Texas, Department of the Air Force

Our review of payments made for military pay, leave, and travel at Biggs Air
Force Base, Texas, disclosed that ineffective administration of finance and
personnel office activities was resulting in erroneous or potentially erroneous
payments to service members at the rate of about $83,600 a year. The errors
disclosed by our review were attributable primarily to carelessness on the part of
clerical personnel in the personnel and finance offices and inadequate supervision
and review of their activities. Furthermore, we found that internal Air Force
audits and inspections were not successful in fully identifying the extent of errors
or in causing the unsatisfactory conditions to be corrected. Errors in payments
to service members not only cause additional expense to the Government, but
also have an adverse effect on morale, when action must be taken subsequently to
recover amounts paid in error.

Corrective action was taken at Biggs Air Force Base as a result of our review,
to revise procedures, reorganize pertinent offices, and establish an effective review
function. However, deficiencies in these areas have been cited in the past in
reports by various audit activities, and as a result many new directives have been
issued and procedures have been initiated. Yet numerous errors continue to
be made. From this we conclude that improvement of these conditions will not
come about by the issuance of directives and the initiation of revised procedures,
unless there is continuous attention by management to the manner in which they
are applied.

From our work in the area of pay and allowances, it has become increasingly
clear that the extreme complexity of the military pay system, which makes
effective administration exceedingly difficult, is a basic source of many of the
problems found at installation level. In April 1963 we issued a report to the
Congress on the causes of overpayments of military pay and allowances (B-
125037), in which we commented in considerable detail on this basic problem.
The Department of Defense has advised us that a comprehensive study is being
made to determine the changes required in the structure of the military com-
pensation system and that this study is expected to be complete by June 30, 1964.
We intend to evaluate the effectiveness of the actions taken, as part of our con-
tinuing interest in military pay and allowance matters.

Index No. 77 C-65-6
B-146862, July 20, 1964
Unnecessary Costs Incurred When Privately Owned Vehicles Are Used for the

Convenience of Personnel on Temporary Duty Assignments, Department of
Defense

Our review of travel time and allowances granted military and civilian personnel
of the Department of Defense who use privately owned vehicles for their own
convenience when performing temporary duty travel revealed that unnecessary
costs estimated to be in excess of $2 million are being incurred annually for un-
necessary travel time and allowances. It is probable that unnecessary costs are
similarly being incurred in connection with temporary duty travel by civilian
personnel of other departments and agencies of the Government.

The provisions of the Joint Travel Regulations, which govern military personnel
travel, and the Standardized Government Travel Regulations, which govern
civilian personnel travel, permit the computation of travel time and allowances
of personnel who use privately owned vehicles for their own convenience to be
based on surface common carrier service even though commercial air service has
become generally accepted and in many instances is more economical, when all
costs are considered. This has resulted in workdays being authorized for travel
which more reasonably and equitably should be charged as leave, in payments of
excessive per diem, and occasionally, excessive allowances to civilians for trans-
portation costs.

Our review disclosed also that Marine Corps personnel using privately owned
vehicles for temporary duty travel were allowed nearly 3 times as many days for
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travel, without charge to leave, as Army, Navy, and Air Force personnel for similar
travel. This situation results from the fact that Marine Corps regulations, under
certain conditions, allow travel time based on 250 miles a day rather than on
constructive rail schedules.

We advised the Department of Defense, the Bureau of the Budget, and the
United States Civil Service Commission of our findings and proposed that cor-
rective action be taken. The agencies generally concurred in the conclusions set
forth in the report and indicated that corrective measures would be taken. In the
normal course of our audits we plan to review the effectiveness of the implementing
actions.
Index No. 81 C-65-10
B-125037, July 24, 1964
Ineffective Administration of Allotments of Pay by Military Personnel, Depart-

ment of the Army
Inadequate administration of the Army allotment system results in erroneous

payments of about $2 million annually. We estimate that at least $340,000 of
this amount is lost to the Government because it is not subsequently recovered
from the servicemen. In addition, the Government incurs substantial adminis-
trative costs to identify the erroneous payments, determine the causes, and take
action to recover the money. The most common type of error disclosed by our
review is the failure at the installations to properly make deductions from the
servicemen's pay for the allotments paid at their request. The erroneous pay-
ments are primarily due to the fact that at Army installations military personnel
in the personnel and finance offices who are responsible for administering the pay
of servicemen, including allotments, are not properly trained, do not remain on
the job long enough to benefit from their experience, are required to perform other
military duties, and generally do not exercise the proper degree of care in their
work.

This Office, primarily as a result of post audits of records and vouchers evidenc-
ing payment of pay and allowances, has reported over the past years to each of
the military services and the Department of Defense a large volume of recurring
overpayments. Our latest such report-Review of the Causes of Overpayments
of Military Pay and Allowances, Department of Defense-dated April 16, 1963,
covering fiscal years 1957 through 1961, pointed out that over the years payments
of allotments have constituted one of the major types of overpayments. Our
present review shows that there has been little or no improvement in this area.

The Assistant Secretary of the Army (Financial Management) has advised us
that, in response to our proposals, the Army is studying the feasibility of greatly
increasing the use of professional civilians, is testing a pay system which consoli-
dates functions in finance offices to eliminate the divided responsibility between
personnel and finance offices, and is taking other actions to improve military pay
administration. We hope that these actions, which appear to be a start in the
right direction, will lead to the improvements needed in the administration of
allotments. On the basis of our past experience, however, we believe it is doubtful
that the end results will show any real or significant change unless top management
officials are able to work on this problem with continuous and concentrated effort.

Index No. 110 C-65-39
B-146869, August 25, 1964

Excessive Payments of Living-Quarters Allowances to Civilian Employees in
Japan, Department of the Air Force

Excessive payments of living-quarters allowances were made by the Air Force
to its civilian employees in Japan because of the failure of Headquarters, United
States Air Force, to authorize reduced grants of living-quarters allowances when
such reductions were required or contemplated by statutory regulations. We
estimate that during the calendar year 1962 the employees, as a group, received
grants that were about $125,000, or 40 percent, in excess of their estimated
allowable expenses. On the other hand, our review at Army and Navy installa-
tions disclosed that local officials authorized reduced grants when it was appro-
priate to do so.

An example of the Air Force practice is the case of an employee who was
granted a rate of $2,700 a year on April 17, 1962, retroactive to September 1961.
This rate was more than two times his estimated expenses of $1,200 a year shown
by a statement filed by him on April 12, 1962, with the responsible officials in
Japan.
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In administering living-quarters allowances, the Air Force granted the maximum
prescribed rates for post of duty, family status, and grade to employees becoming
entitled to living-quarters allowances under a flat-rate system effective from
April 2, 1961. Regulations of the Secretary of State required the Air Force to
reduce such maximum rates under certain circumstances set forth therein. How-
ever, Headquarters, United States Air Force, failed to authorize any reductions,
although it was aware that employees were receiving excessive allowances or
windfall profits.

In effect, the position of Headquarters, United States Air Force, was that
employees were entitled to the maximum rates, regardless of windfall profits
to the employees. This position of Headquarters, United States Air Force,
showed a lack of concern for avoiding unnecessary expenditure of Government
funds and was also contrary to the intent of the regulations. Moreover, granting
of higher applicable maximum rates to promoted employees whose allowable
expenses were substantially well covered by the rates being paid to them immedi-
ately prior to promotion was contrary to not only the intent but also the express
letter of the regulations and was therefore illegal. This action, in disregard of
the regulations, was authorized by Headquarters, United States Air Force, on a
retroactive basis despite the knowledge that the propriety of increasing the rates
under such circumstances had been questioned by this Office and by the Account-
ing and Finance Officer, Pacific Air Force.

In commenting on our findings on the administration of living-quarters allow-
ances by Headquarters, United States Air Force, the Department of the Air
Force agreed that immediate action should have been taken to revoke increased
grants to promoted employees, but, nevertheless, maintained that the employees
were legally entitled to the increased grants. Otherwise, the Department of the
Air Force defended the administration of living-quarters allowances as being
within the discretion of the agency as permitted by the regulations. As mentioned
above, our position is that the increased payments to promote employees are
illegal. As to payments to others, the position of the Air Force appears to us to
show a lack of concern for conserving funds.

Under these circumstances, we think it appropriate that the Secretary of the
Air Force review the actions of the responsible officials concerned and take
whatever disciplinary action may be warranted.

We are notifying the Secretary of Defense that he should determine and report
to us the illegal payments made and undertake collection of such amounts.
We are deferring issuance of notices of exception pending receipt of advice as
to the action taken.

If properly enforced, the revised living-quarters allowance system established
by the Department of Defense effective April 14, 1963, should assure the grant
of living-quarters allowances in substantial compliance with the regulations.
Index No. 128 C-65-57
B-125037, September 22, 1964
Ineffective Administration of Military Leave, Department of the Army

Failure to record leave taken and errors in computing periods of leave charged
at five Army installations during calendar year 1963 resulted in erroneous accruals
of leave, which could result in errors in payments amounting to $377,000 to
members upon separation from the service. On the basis of our past experience,
we estimate that these errors would have resulted in $325,000 in overpayments
and $52,000 in underpayments if we had not brought them to the attention of the
Army. The morale of servicemen is adversely affected when they are called upon
to refund overpayments.

These errors were due to inadequate training and supervision of service members
responsible for the clerical operations involved and to the high turnover rate of
these personnel. This situation has persisted over the years in spite of our num-
erous reports on the causes of leave errors.

Our present review showed that little or no improvement had been made in this
area, and we proposed that the Secretary of the Army take action to insure
effective implementation of the recommendations in our report of April 1963.
We proposed further that appropriate officials at the installations involved note
on servicemen's travel orders the dates and places of departure and arrival and
that these endorsements be used in computing the leave that was taken in con-
junction with travel to new permanent duty stations.

The Deputy Under Secretary of the Army (Personnel Management) concurred
in our proposals for effecting better training, continuity of assignment, and use
of travel order endorsements as a control procedure; however, he stated that the
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Uniform Code of Military Justice could not be used for disciplinary action against
those responsible for inefficient performance. Our proposal was not intended to
restrict action to that provided for under the code. We recommended that
inefficient performance of personnel in carrying out their assigned duties be noted
in their personnel records for consideration in connection with assignment,
promotion, and other personnel matters.

Index No. 172 C-65-102
B-154092, December 22, 1964

Illegal Payments of Hazardous Duty Submarine Pay to Military Personnel
Assigned to Submarine Force Command Staffs, Department of the Navy

Illegal payments of hazardous duty submarine pay of about $1,000,000 were made
during fiscal year 1963 to certain Navy personnel on duty in staff positions of Sub-
marine Force Commands. These personnel were not crew members of sub-
marines and seldom performed duty on board submarines.

For example, on February 12, 1962, an officer reported for duty to Commander,
Submarine Squardon 4, and was assigned to the submarine U.S.S. Thornback for
administrative purposes. During the fiscal year 1963, he performed duty on
board submarines a total of 6 days, none of which was on board the submarine
to which he was administratively assigned; nevertheless, he received submarine
pay for the entire fiscal year in the amount of $2,580. These payments resulted
from the policy of the Chief of Naval Operations to authorize hazardous duty
submarine pay to personnel assigned to staff duty with Submarine Force Com-
mands on a continuous basis which is the same pay basis as that used for personnel
who are crew members and who serve on board the submarines.

Under present statutory provisions off-board-based submarine staff members
who do not perform the majority of their assigned duties on a submarine are not
legally entitled to incentive pay on a continuous basis for the performance of
submarine duty. In view, however, of the length of time the Navy has been
paying submarine on a continuous basis to members of submarine force command
staffs and, for other reasons, we will not question payments of the type involved
made prior to March 1, 1965. This delay will afford an opportunity for the
Department of the Navy to present the matter to the Congress with a recom-
mendation for new legislation if deemed appropriate and to make adjustments in
personnel assignments or to take such other action as may be considered
advisable.
Index No. 182 C-65-112
B-125037, January 14, 1965

Erroneous Payments Made for Military Pay, Leave, and Travel at Elmendorf
Air Force Base, Alaska, Department of the Air Force

Our review of payments made for military pay, leave, and travel at Elmendorf
Air Force Base, Alaska, disclosed that ineffective administration of finance and
personnel office activities was resulting in erroneous or potentially erroneous pay-
ments of about $212,600 a year. The errors disclosed by our review were attrib-
utable primarily to carelessness and failure of clerical personnel in the personnel
and finance offices to follow established procedures, and to inadequate supervision
and review of their activities. Furthermore, we found that internal Air Force
audits performed by the office of the Auditor General were not successful in fully
identifying the extent of errors or in causing the unsatisfactory conditions to be
corrected. Unless these conditions are corrected, erroneous payments will con-
tinue to be made. Errors in payments to service members not only cause addi-
tional expense to the Government, but also have an adverse effect on morale, when
action must be taken subsequently to recover amounts paid in error.

Action has been taken at Elmendorf Air Force Base to correct the errors dis-
closed by our review, and operating procedures have been revised in an attempt
to prevent such errors in the future. Revised procedures and the issuance of
directives will not improve these conditions, however, unless there is continuous
attention by management to the manner in which they are applied. Deficiencies
in the administration of pay and allowance functions have been cited many times
in previous reports, yet numerous errors and improper payments continue to be
made. For example, since our defensewide report of April 1963, "Review of
Causes of Overpayments of Military Pay and Allowances" (B-125037), we have
issued 19 additional reports dealing with about $14 million of improper or poten-
tially improper payments of military pay, leave, and travel allowances in the
Department of Defense.
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Our findings lead us to conclude that there must be continuous attention by all
levels of management to the administration of those personnel and finance activi-
ties affecting military pay and allowances. In addition, we believe it is imperative
that officials responsible for administration of these activities critically evaluate
the performance of supervisors and clerical personnel assigned to them and that
necessary disciplinary action be taken in cases of carelessness or inefficiency. In
this connection, the Department of the Air Force has advised us that a letter
has been sent to all major air commands emphasizing the official and personal
responsibility of personnel engaged in the administration of leave and military
pay and allowances and stressing that a continuing high error rate should be an
important factor in evaluating the performance of individuals.

From our work at Elmendorf Air Force Base and other locations where we have
examined into pay and allowance matters, it has become increasingly clear that
the complexity of the military pay system and the profusion of leave regulations,
which make effective administration exceedingly difficult, are basic sources of
many of the problems found at installation level. We believe that simplification
of the military pay structure and consolidation of leave regulations are required in
order to provide a basis for more efficient administration of these areas of expendi-
tures. The complexity of the military pay system and the need for simplification
were discussed at length in our April 1963 report to the Congress, cited above, on
the causes of overpayments of military pay and allowances.

We have been advised that the Department of Defense, with the participation
of the several services, is conducting a comprehensive study to determine the
changes required in the structure of the military compensation system, to deter-
mine the feasibility and desirability of incorporating certain special pay and
allowances into basic pay and to determine changes required in collateral benefits.
In view of the studies now under way in the Department of Defense, we did not
make any specific recommendations. Our findings, however, were brought to the
attention of the Congress since it is likely that congressional action will be required
to effectively simplify the military pay system.

The Air Force has indicated that action has been taken to correct the deficiencies
cited in our report and that management within the Air Force is placing increasing
emphasis on effective compliance with procedures and regulations, particularly
in the leave accounting and military pay and allowance areas. We intend to
evaluate the effectiveness of the actions taken, as part of our continuing interest
in military pay, leave, and travel matters.
Index No. 194 C-65-127
B-132993, February 17, 1965

Erroneous Payments for Military Pay, Leave, and Travel at Ellsworth Air Force
Base, South Dakota, Department of the Air Force

Our review of military pay, leave, and travel at Ellsworth Air Force Base,
Rapid City, South Dakota, disclosed that ineffective administration of finance and
personnel office activities was resulting in erroneous or potentially erroneous
payments to service members of over $107,000 a year. The errors disclosed in our
review were attributable primarily to pressures of excessive workloads on the
clerical personnel, aggravated by understaffing, and to inadequate supervision
and review of their activities. In addition, we believe that the complexity of the
military pay system and the profusion of leave regulations are basic sources of
many of the problems at installation level.

Furthermore, we found that internal Air Force audits and reviews performed
by various audit activities, including the Auditor General, were not successful in
identifying the extent of errors or in causing the unsatisfactory conditions to be
corrected.

Unless the conditions described in our report are corrected, erroneous payments
will continue to be made. Errors in payments to service members not only cause
additional expense to the Government, but also have an adverse effect on morale
when action must be taken subsequently to recover amounts paid in error.

Corrective action has been taken at Ellsworth Air Force Base to establish more
effective procedures and controls, alleviate personnel shortages, and otherwise
improve operations in order to prevent the types of errors found in our review.
However, on the basis of our experience in these matters, we do not believe that
revised procedures and controls will materially improve these conditions unless
there is continuous attention by management to the manner in which they are
applied. Deficiencies in the administration of pay and allowance functions have
been cited many times in previous reports, yet numerous errors and improper
payments continue to be made.
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Our findings lead us to conclude that there must be continuous attention by
all levels of management to the administration of these personnel and finance
activities affecting military pay and allowances. In addition, we believe it is
imperative that officials responsible for administration of these activities critically
evaluate the performance of supervisors and clerical personnel assigned to them
and that appropriate personnel action be taken in cases of carelessness or in-
cfficiency. In this connection, the Air Force has advised us that a letter has been
sent to all major air commands emphasizing the official and personal responsibility
of personnel engaged in the administration of leave and military pay and allow-
ances and stressing that a continuing high error rate should be an important
factor in evaluating the performance of individuals.

From our work at Ellsworth Air Force Base and other locations where we
have examined into pay and allowance matters, it has become increasingly clear
that the complexity of the military pay system and the profusion of leave regula-
tions, which make effective administration exceedingly difficult, are basic sources
of many of the problems found at installation level. We believe that simplifica-
tion of the military pay structure and consolidation of leave regulations are
required in order to provide a basis for more efficient administration of these
areas of expenditures. The complexity of the military pay system and the need
for simplification were discussed at length in our April 1963 report to the Congress
on the causes of overpayments of military pay and allowances.

We have been advised that the Department of Defense, with the participation
of the several military services, is conducting a comprehensive study to determine
the changes required in the structure of the military compensation system, to
determine the feasibility and desirability of incorporating certain special pay
and allowances into basic pay, and to determine changes required in collateral
benefits. In view of the studies underway in the Department of Defense, we
did not make any specific recommendations. Our findings, however, were
brought to the attention of the Congress because our reviews indicate that they
are illustrative of conditions which exist at many installations in the Air Force and
because it is likely that congressional action will be required to effectively
simplify the military pay system.
Index No. 195 C-65-128
B-125037, February 19, 1965
Erroneous Payments for Military Pay, Leave, and Travel at Charleston Air

Force Base, South, Carolina, Department of the Air Force
Our review of military pay, leave, and travel at Charleston Air Force Base,

South Carolina, disclosed that ineffective administration of finance and person-
nel office activities was resulting in erroneous or potentially erroneous payments
of about $134,800 a year. The errors disclosed by our review were attributable
primarily to carelessness, a shortage of trained personnel which was caused in
part by a high rate of turnover in personnel, and inadequate supervision and
review. In addition, we believe that the complexity of the military pay system
and the profusion of leave regulations are basic sources of many of the problems
found at installation level.

The resident Air Force Auditor General at Charleston Air Force Base had
issued four reports between January 1962 and October 1963, covering areas of
military pay and travel allowances. Examination of these reports indicated that
his reviews had not detected many of the various types of errors disclosed by
our audit, and none of the reports dealt with military leave accounting at base
level, the most significant area of deficiency we noted. Also, in view of the
number of errors we found, it is evident that effective corrective action had not
been taken as a result of the Auditor General's reports.

Unless the conditions described in our report are corrected, erroneous pay-
ments will continue to be made. Errors in payments to service members not
only cause additional expense to the Government, but also have an adverse effect
on morale, when action must be taken subsequently to recover amounts paid in
error.

Officials at Charleston Air Force Base advised us that action would be taken
to correct the deficiences noted in. our review. However, weaknesses in the ad-
ministration of pay and allowance functions have been cited many times in pre-
vious reports, yet numerous errors and improper payments continue to be made.

Our findings lead us to conclude that there must be continuous attention by
all levels of management to the administration of those personnel and finance
activities affecting military pay and allowances. In addition, we believe it is
imperative that officials responsible for administration of these activities critic-
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ally evaluate the performance of supervisors and clerical personnel assigned to
them and that appropriate personnel action be taken in cases of carelessness or
inefficiency. In this connection, the Air Force has advised us that a letter has
been sent to all major air commands emphasizing the official and personal respon-
sibility of personnel engaged in the administration of leave and military pay and
allowances and stressing that a continuing high error rate should be an impor-
tant factor in evaluating the performance of individuals.

From our work at Charleston Air Force Base and other locations where we have
examined into pay and allowance matters, it has become increasingly clear that
the complexity of the military pay system and the profusion of leave regulations,
which make effective administration exceedingly difficult, are basic sources of
many of the problems found at installation level. We believe that simplification
of the military pay structure and consolidation of leave regulations are required
in order to provide a basis for more efficient administration of these areas of
expenditures. The complexity of the military pay system and the need for
simplification were discussed at length in our April 1963 report to the Congress
on the causes of overpayments of military pay and allowances.

We have been advised that the Department of Defense, with the participation
of the several military services, is conducting a comprehensive study to determine
the changes required in the structure of the military compensation system, to
determine the feasibility and desirability of incorporating certain special pay and
allowances into basic pay, and to determine changes required in collateral benefits.
In view of the studies under way in the Department of Defense, we did not make
any specific recommendations. Our findings, however, were brought to the
attention of the Congress because our reviews indicate that they are illustrative
of conditions which exist at many installations in the Air Force and because it is
likely that congressional action will be required to effectively simplify the military
pay system.
Index No. 201 C-65-134
B-137441, February 26, 1965
Excess Travel Time Allowed Military Personnel Using Privately Owned Vehicles

on Permanent Change of Station Travel, Department of Defense
Our review of travel time allowed military personnel of the Department of

Defense who use privately owned vehicles on permanent change of station travel
revealed that unnecessary costs estimated at about $14.8 million were incurred
during fiscal year 1963. These unnecessary travel costs which approximate
$14 million annually were a result of regulations of the military services which
provided that members and their dependents who used their privately owned
vehicles on permanent change of station travel were allowed travel time of 1 day
for each 250 miles of travel involved or fraction thereof of 125 miles or more.
As a result, workdays were being authorized for travel which more reasonably
should have been charged as leave.

In our draft report we advised the Department of Defense and the Bureau of
the Budget that the use of 250 miles per day as a basis for computing allowable
travel time was unrealistic. We proposed that the basis for computing allowable
travel time for military personnel using privately owned vehicles on permanent
change of station travel be increased to a minimum of 325 miles per day where
the member is accompanied by dependent children under 16 years of age and to a
minimum of 375 miles per day otherwise. We also proposed that Executive
orders and implementing instructions governing the travel of members of the
military services ordered to active duty in excess of 30 days be amended to be
consistent with our recommendation covering regular military personnel.

In reply dated October 1, 1964, the Assistant Secretary of Defense for Man-
power stated that the basis for computing the number of miles per day of travel
time by privately owned vehicles had been under consideration since 1959. He
expressed disagreement with our findings and reached the conclusion that a rate
of 300 miles per day as a basis for computing allowable travel time was reasonable
and stated that such rate would be made effective January 1, 1965. As a result,
the extent of unnecessary costs will be decreased. However, unnecessary costs of
approximately $7 million will continue to be incurred annually since the results
of our tests showed that the proposed increase in per-day mileage rates is still
unrealistic.

Although this matter had been under consideration by the Department of
Defense since 1959 and action was taken in September 1962 to increase the mileage
requirement for civilian employees to 300 miles per day, instructions to the mili-
tary services to change the mileage rate for military personnel were not issued
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until October 1, 1964. On the basis of our review of military travel for fiscal year
1963, we believe that this delay in changing the daily mileage rate for regular
military personnel to that established for civilian employees approximately 2 years
earlier resulted in unnecessary costs estimated to be in excess of $16 million. A4

The reply of the Assistant Secretary of Defense for Manpower has not presented
any conclusive data to support his position that 300 miles per day is a reasonable
rate for permanent change of station travel by privately owned vehicles. Accord-
ingly, we recommended that the rate for such travel be increased to a minimum
of 325 miles per day where the member is accompanied by dependent children
under 16 years of age and to a minimum of 375 miles per day otherwise, as sup-
ported by the results of our review.

We recommended to the Director, Bureau of the Budget, that the pertinent
Executive orders be amended to increase the basis for computing allowable travel
time for members called to active duty in excess of 30 days to correspond with
that recommended for regular military personnel. We recommended also that
the Standardized Government Travel Regulations be amended to establish a basis
for computing allowable travel time for civilian employees of the Government
using privately owned vehicles on permanent change of station travel consistent
with that recommended in the report for military personnel.

MANPOWEM
Index No. 11 C-64-93
B-146824, March 19, 1964
Excessive Costs Incurred in Using Contractor-Furnished Personnel Instead of

Government Personnel by the Pacific Region of the Ground Electronics
Engineering Installation Agency, Air Force Logistics Command, Department
of the Air Force

We submitted a report on excessive costs incurred, in using contractor-furnished
personnel instead of Government personnel, by the Pacific Region of the Ground
Electronics Engineering Installation Agency, Air Force Logistics Command,
Department of the Air Force.

Our review disclosed that the Air Force practice of using contract technical
services personnel to augment in-service manpower is costing the Government
considerably more than it would cost if similar services were obtained through
the use of civil service employees. We estimate that during fiscal year 1963 the
cost of using contractor personnel was approximately $230,000 greater than it
would have been had Government personnel been employed at Detachment
No. 2, Ground Electronics Engineering Installation Agency, Fuchu Air Force
Base, Japan. This unnecessary cost would be reduced in succeeding years to the
extent that the January 1964 increase in civil service salaries and earned in-grade
steps of Government employees exceeds future contract price increases.

We found that the Government not only provides the facilities and supervision,
but also plans and programs the work to be done by contractor-furnished per-
sonnel. On the other hand, the services provided by the contractor consist pri-
marily of payroll functions. personnel matters, and limited training of the con-
tractor's employees. We found also that the comparable income received by
most contract technical services employees from the various contractors was less
than that received by Government civil service employees and that the additional
cost of using contractor-furnished personnel represented mainly profit and over-
head costs of the contractors. Many of these costs would not be incurred or by
necessary if civil service employees were used in positions now filled by contract
technical services employees. In addition, we noted instances where contractor
employees were being used to fill positions that did not require their technical
background in communications and electronics.

The Ground Electronics Engineering Installation Agency has recognized that
contractor-furnished employees cost the Government substantially more than
would an equal number of civil service employees and has asked for authority to
convert a number of contract technical services positions to civil service positions.
However, the lack of manpower authorization has prevented the replacement of
contractor personnel with Government personnel.

The Department of the Air Force disagreed with our position that it would be
more economical to use civil service employees than contractor-furnished em-
ployees at Detachment No. 2. After considering these matters, we still conclude
that the use of contractor-furnished personnel is uneconomical and that it has
become a permanent means of augmenting in-service manpower. Therefore, we
recommend to the Secretary of Defense that the Department of the Air Force
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undertake expedient and aggressive measures to assure conversion of contract
positions to civil service positions so that "in-house" capability can be developed
wherever and whenever practicable.
Index No. 27 C-64-109
B-146890, April 20, 1964
Improper Utilization of Trained Enlisted Personnel, Department of the Army

Our review of the utilization of trained enlisted personnel by the Department of
the Army disclosed that about 35,000 trained enlisted personnel'are misassigned
throughout the Army, with the result that $48.7 million in training costs is being
wasted. These personnel are not utilized in duties commensurate with their
military or civilian training and/or experience because of a personnel management
system that generates misassignments. Although it was impossible for us to
determine in each case where or when the initial improper assignments occurred,
we were able to identify the primary deficiencies in the Army's personnel system
that enable this situation to continue. These deficiencies are that (1) installation
commanders are able to utilize personnel in any duties they deem appropriate and
(2) assignments to installations are made on the basis of data that do not accu-
ratelv reflect the true needs of those installations. As a result of these deficiencies
personnel are assigned to installations where they are not needed and are utilized
for duties other than those in the occupational specialties for which they are
trained. These circumstances adversely affect the validity of the Army's training
requirements so that excessive numbers are trained at substantial costs to the
Government.

The Department of the Army advised us that our findings indicated a 4-percent
misassignment rate and that this rate was consistent with the Army's own deter-
minations but was not considered excessive. We believe, however, that the
number of misassignments can be reduced through more effective controls as
employed by the Air Force. Our recent review in this area in the Air Force
showed that there were significantly fewer misassignments in the Air Force than
in the Army. We believe that one reason for this situation is that Air Force
installation commanders. are required to utilize personnel as directed by major
commands and any change in an assignment must be specifically approved by
the major command. '

We recommended that the Secretary of the Army revise current Army regula-
tions to preclude installation commanders'from changing the primary occupational
specialty of enlisted personnel without obtaining authorization from higher com-
mands on the basis of clear justification. In order that corrective action may be
taken where practicable, we recommended also that the Secretary of the Army
require installation commanders to report to higher commands all enlisted per-
sonnel who are not being utilized in their primary military occupational specialties.
Index No. 42 C-64-125
B-146890, May 21, 1964
Inefficient and Uneconomical Utilization of Military Maintenance Personnel Fort

Campbell, Kentucky, Department of the Army
In our review of the aircraft maintenance activities at Fort-Campbell, Kentucky,

we found that aircraft mechanics of the 101st Airborne Division were deprived
of experience and training essential to the accomplishment of the unit's mission
because they were assigned duties unrelated to their primary qualifications and
because most of the aircraft maintenance work which they could have and
should have performed, was performed by a commercial contractor at a cost of
about $237,000 annually. This failure of responsible officials to effectively utilize
military personnel not only results in unnecessary contract costs but also under-
mines the basic purpose for which Strategic Army Corps units are established.

The Department of the Army, in a letter dated March 6, 1964, concurred in
our recommendation that the Secretary of Defense initiate action to assure that
the military maintenance companies perform at maximum capability and in-
formed us that a special review of contracts for aircraft maintenance was being
directed by the United States Continental Army Command. We were also
informed that an ad hoc committee had been appointed by the Department of
the Army to review the utilization of military aircraft maintenance personnel
tnd the need for commercial contractors. Since these actions are responsive to
the proposals we made to the Secretary of Defense, we made no further recom-
mendations in our report.
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Index No. 123 .*65-52
B-125037, September 11, 1964
Unnecessary Costs Being Incurred for the Maintenance and Payment of Allot-

ments of Military Personnel, Department of the Army
Excessive costs of at least $1.4 million annually are being incurred at the Army

Finance Center, for the maintenance and payment of military allotments. These.
costs consist of salaries and fringe benefits for 353 personnel who are in excess of
the number needed to perform the allotment function effectively, out of the 945
civilian personnel assigned to this function as of December 1963. Our review of.
personnel records and personnel costs for March 1963 disclosed that the Army
had 511 civilian personnel costing about $2.2 million annually which we estimate
were excess to its needs. Since that date, however, the Army has released 158
of the estimated 511 excess personnel in the allotment function.

The functions involved in the processing and payment of allotments at the
finance centers-of the Army, Navy, and Air Force are substantially the same.
Despite this fact, we found that the ratio of the number of personnel employed
to the number of allotment transactions processed was almost two times greater
in the Army than in the other services. This is due principally to the fact that
(1) the individual production in the handling and processing of allotment docu-
ments in the Army is about one-half that of the other services, (2) the Army
requires considerably more people to reconcile allotment payments with related
deductions in the pay accounts of the service members, and (3) the error rate in
the payment of allotments is greater in the Army than in the other services.
The average number of allotment transactions processed annually per employee
in the Army is only 2,684 compared with 4,938 in the Navy and 5,099 in the
Air Force. Also, in performing the allotment reconciliation, the Army uses 175
people to perform this function compared with 5 in the Navy and 30 in the Air
Force.

The Department of Defense in .commenting on our findings stated that it
shares our concern for the variances of costs of operations at the finance centers
and that the services have and will continue to explore all approaches which offer
potential economics in the administraton of the allArment systems at the finance
centers and in field operations. In view of the substantial overstaffing in the
allotment area at the Army Finance Center, we believe that more direct action is
needed. We therefore recommended to the Secretary of the Armly that a com-
prehensive review be made by his office of the efficiency and effectiveness of
the Army's allotment function. This review should cover the areas of super-
vision, training, and management control over the personnel resources at the
center and should have as its objective an increase in employee productivity
with a consequent reduction in the number of personnel needed in the allotment
function.
Index No. 129 C-65-58
B-146852, September 23, 1964
Impairment of Capability To Meet Mission Requirements and Waste of Funds

in the D-Day Augmentation Forces of the Naval Reserve Surface Program,
Department of the Navy

Our review of the training and readiness of the Navy's Surface Program forces
within the Selected Reserve disclosed that, in the event of war, the program could
not accomplish, to a large extent, its specific mission of providing trained D-Day
Augmentation Forces available for immediate assignment to the active fleet.
Furthermore, significant portions of the $40 million or more spent on this program
each year are being wasted.

In congressional hearings the Navy has testified that it has developed, within
the Reserve component, powerful forces known as the Selected Reserve and that
these forces are designed to provide a capability and readiness to respond in-
stantly in case of attack or warning and to provide rapid augmentation of the
Naval Establishment through a wide range of lesser emergencies. We found,
however, that in the main the immediate readiness of Surface Program forces
is illusory in that these forces are principally raw recruits, high school students
subject to possible deferral, and others who have not had even 1 day of active-duty
experience.

We found also that the remaining reservists, Who had skills acquired from
prior active duty, were engaged in recruiting and training young enlistees and in
administration duties and only a relatively few were maintaining or advancing
their qualifications for wartime skills. Thus, the primary function of the Surface
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Program has been downgraded to the training of new enlistees. This situation
is particularly serious in view of the Navy's testimony that in this age of thermo-
nuclear and intercontinental ballistic weaponry it cannot rely, as it has in the past,
upon mobilization plans which provide for a long and carefully scheduled buildup
of forces.

In addition, our review disclosed that many of the new enlistees were not
qualified, unless minimum requirements were waived, to receive the specialized
skill training authorized in the Reserve divisions to which they were attached.
In some instances, they lacked even the required mental qualifications and, when
sent on active duty, had to be discharged by the Regular Navy. Over 400 such
reservists were discharged during 1962 after they had cost the Government about
$260,000. We also found that many of the reservists ordered to active duty
were retrained without regard to the training they had received in the Reserve.
As a result some $2 million in 1962 alone was unnecessarily spent on these recruits
while in Reserve drilling status.

Although the Surface Program is' substantially short of meeting both its quanti-
tative and qualitative mobilization requirements, the Navy's comments, which
are recognized in the report, did not concede any inability of the program to per-
form its mission. The Department of Defense, however, did not concur with
the Navy on this matter. The Department informed us that it had noted that
there are an excessive number of unqualified personnel in the program forces and
concluded that "these personnel are Ready Reserves in name only."

The Navy's use of its pay-status Reserve primarily to recruit and train new
enlistees is inconsistent with the intent of the Congress to have the Reserves
composed predominantly of experienced men capable of providing quick support
to the active fleet. We recommended therefore, that the Secretary of Defense
take the necessary action to eliminate the Pre-active-duty phase of training from
the Naval Reserve Surface Program. In this connection, we believe that the
Surface Program, trimmed in size but containing men with practical, shipboard
experience would be considerably more useful in emergency situations than the
present program with substantially larger numbers of personnel whose training
and readiness capabilities are in serious doubt. Also, the revised program would
eliminate the waste of many millions of dollars spent in training those reservists
in drill-pay status who, upon entering on active duty, are fully retrained by the
Regular Navy.
Index No. 148 C-65-77
B-146947, October 30, 1964
Retention of Uneconomical Units in the Reserve Officers' Training Corps Pro-

gram, Departments of the Army and Air Force
Our review of the number of officers commissioned by Army and Air Force

Reserve Officers' Training Corps (ROTC) units in relation to the Government
resources involved revealed that many schools, primarily those affiliated with
Air Force ROTC, are producing so few officers each year that their retention in
the program does not appear justified. For example, one Air Force unit, which
has nine military personnel assigned to the schools, produced two officers in 1962
at a cost to the Government of $65,700 each; whereas, the national average cost
for all schools was $6,500 per officer commissioned. At another school only one
officer was produced in 1963 at a cost to the Government of $38,700.

This condition appears to be caused by the lack of a Department of Defense
policy which would lead to disestablishment of ROTC in schools which are
judged to be ineffective or unnecessary for the accomplishment of objectives.
We estimate that, by terminating ROTC at these schools and using alternative
sources of junior officers, the Air Force could save up to $2 million per year
without reducing the total number of officers commissioned.

Officials of both the Army and the Air Force have indicated that a number of
units at participating schools are ineffective and should be disestablished. Fur-
ther, contractual agreements provide that either the school authorities or the
military services may unilaterally discontinue ROTC units. Officials having
the authority and responsibility for the establishment of ROTC in schools, how-
ever, have failed to terminate uneconomical units unless agreed to by the school.
Since schools are generally reluctant to discontinue ROTC, we find that ROTC,
once established in a school, generally continues even though performance is
unsatisfactory.

The Deputy Assistant Secretary of Defense (Reserve Affairs) generally agreed
that efforts to disestablish unproductive ROTC units have not been satisfactory.
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He advised that the Army and Air Force had initiated a joint study designed to
withdraw one service or the other from institutions where both services were
represented and the production of officers did not warrant the current expenditure
of funds.

The Deputy Assistant Secretary advised also that the Departments of the
Army and Air Force were reviewing the status of ROTC units at institutions
where only one service was represented, but that they did not plan to move in
this area until the effect of new ROTC legislation on officer production was known.
This legislation, which is designed to make the program more attractive to college
students, was enacted in October 1964.

The actions described by the Deputy Assistant Secretary appear desirable;
however, during our review we noted that similar studies with similar. objectives
conducted over the years have been relatively ineffective. We noted also that,
,during the period that uneconomical units were retained in the program, the
military services rejected applications from new schools that might have provided
better production. For these reasons, we recommended that the Secretary of
Defense require (1) that units identified as uneconomical by the Joint Army
and Air Force study of collocated units, be promptly disestablished, and (2) with
regard to schools where only one service is represented, that the Army and Air
Force identify and disestablish unproductive or unnecessary units when the
effect of new legislation has been determined.

Index No. 163 C-65-93
B-132999, December 8, 1964

,Overstaffing of Civilian Personnel at the Naval Ammunition Depot, Hawthorne,
Nevada, Department of the Navy

Our selected review of manpower utilization at the Naval Ammunition Depot,
Hawthorne, Nevada, disclosed that the Depot was staffed by at least 55 employees
in excess of requirements, at an annual unnecessary cost to the Government of
about $313,000. During the course of our review, Depot officials took appropriate
action to eliminate about 35 unnecessary positions, reduced the personnel comple-
ment at the Depot by 32, and assured us that further reductions of excess personnel
would be made. This overstaffing existed because of the failure (1) to identify
-and discontinue the practice of assigning personnel to perform unessential work,
(2) to identify and eliminate inefficient work procedures, and (3) to reduce the
number of assigned employees as workloads decreased. For example, our review
of 76 of the 116 positions in the Storage Branch of the Ordnance Department
disclosed that an average of 27 employees on a full-time basis, at an estimated
annual cost of $153,000, were performing unessential restow and miscellaneous
work. Restow consists of rearranging ordnance material within magazine and
warehouse areas in order to consolidate like materials to get more usable storage
space. Restow work is scheduled in advance along with other work performed
in the Storage Branch. We found that most of the restow work was performed
to absorb what would otherwise have been idle time, rather than to improve the
storage of the ordnance material. The substantial overstaffing continued to
exist primarily because management officials of the Bureau of Naval Weapons
and the Depot failed to make systematic and comprehensive reviews to determine
whether personnel resources were adequately controlled and utilized in an effective
and efficient manner, and because realistic staffing guides and work measurement
standards had not been established.

The Department of the Navy, in commenting on our findings, agreed that some
overstaffing existed at the Depot and advised us that 47 of the 55 excess positions
discussed in this report had been eliminated. However, the Navy was not com-
pletely in accord with the proposals and criticisms included in our report. The
Navy stated that our review had resulted in some constructive changes and had
assisted the Depot in carrying out its own program. It stated also that staffing
guides, work measurement standards and procedures and techniques for evaluating
manpower utilization, which we had suggested that the Navy establish at alu
naval ammunition depots, and at the Hawthorne Depot in particular, had been
developed and put into effect. The Navy stated also that the Bureau of Naval
Weapons and officials of the Depot had made periodic and appropriate reviews
of manpower utilization at the Depot. We found, however, that this was not
the case at the Naval Ammunition Depot, Hawthorne. The necessary guides,
standards, techniques, and procedures had not been established at the Depot
and such manpower reviews as were made either failed to identify conditions
requiring improvement or did not result in the corrective action needed. The
Navy has assured us that, during the review by the manpower utilization team
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scheduled to be made at the Depot in November 1964, due consideration will be
givev to the findings discussed in this report with a view to eliminating overstaffing
in areas where necessary reductions have not been made. The Navy has stated
also that during the review determination will be made as to whether staffing
guides and work measurement standards already prescribed, as well as the tech-
niques promulgated by the Secretary of the Navy and implemented by the
Bureau of Naval Weapons, are being followed.

In view of the Navy's contemplated manpower utilization review at the Depot,
which will cover all the deficiencies discussed in this report, we did not make any
recommendations of this matter. However, we requested that the Secretary of
the Navy advise us of the findings disclosed by the review, including information
as to any further. reductions in personnel that resulted from the study.
Index No. 191 C-65-123
B-147968, February 2, 1965
Unnecessary Costs Resulting From the Use of Stateside Personnel in Civilian

Positions at Naval Installations on Guam, Mariana Islands, Department of
the Navy

Unnecessary costs of about $516,000 are being incurred annually because at
least 146 employees recruited from. the United States occupy civilian positions
on Guam that could be filled by qualified Guamanians. For the sake of con-
venience, we have referred to these individuals as stateside employees in this
report.

These unnecessary costs consist of annual payments to stateside personnel of
about $219,000 in salary differentials, $160,000 for home leave and transportation
costs for travel of the employees and their dependents between Guam and the
United States, and $137,000 for compensation in excess of wages which would be
received by local residents for the same type of work. For example, four state-
side clerks were working in positions for which local civil service registers had been
established. Qualified Guamanians were on these registers and could have been
hired to fill these positions. The failure to hire local employees for these four
clerk positions resulted in excess costs totaling about $14,330 a year.

These unnecessary costs are being incurred because Navy management officials
have not made a concerted effort to replace stateside personnel with qualified
Guamanians despite a Navy policy that provides for the use of local residents of
Guam in civilian positions to the maximum extent possible. This condition
exists to some degree because the Navy has not established an effective program
for implementing and enforcing this policy and because Navy regulations permit
the continued employment of stateside employees at overseas installations in
positions that could be filled by local residents at substantially less cost to the
Government.

The Navy agreed that some stateside employees occupy positions on Guam
that could be filled by qualified Guamanians with resultant savings in pay, leave,
and travel; however, the Navy felt that our estimate of the number of such em-
ployees involved was questionable. The Navy stated that it had given consider-
able attention to this matter and that the failure to solve the problem was a reflec-
tion of its difficulty. The Navy stated that the observations and proposals made
by our Office could be useful and may contribute ultimately to improved policies
and instructions regarding the use of stateside employees at overseas locations.

Despite the stated Navy policy of using local residents to the maximum extent
possible and notwithstanding that qualified Guamanians could have been utilized
in positions occupied by stateside employees at substantially less cost to the
Government, Navy officials retained the stateside employees in their positions
rather than replace them with Guamanians. We believe that the failure to
replace stateside employees is due to the reluctance of the Chief of Industrial
Relations to take a firm position in implementing Navy policy of using Guaman-
ians to the maximum extent possible. The Navy reply implies that this reluctance
stems from the prevailing consensus of officials of the Navy management bureaus
that to return stateside employees to positions in the United States would involve
inequitable and unjust treatment of career employees and would create unaccept-
able disturbances in stateside activities.

In our view, there is no justification for the bureau officials to adopt such a
position since, as discussed in our report, a systematic replacement program could
be followed without adversely affecting the personnel involved or unduly dis-
turbing present stateside activities.

It appears that only a limited number of positions at naval installations on
Guam need be filled by employees from the United States, and, since substantial
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savings can be realized by replacing certain stateside personnel with qualified
Guamanians, we recommended that the Secretary of the Navy direct that:

1. The Chief of Industrial Relations, in conjunction with responsible
bureaus and the Commander, Naval Forces, Marianas, develop and imple-
ment a coordinated program for replacing stateside personnel with Guaman-
ians to the maximum practicable extent.

2. The Commander, Naval Forces, Marianas, establish and implement a
program to train and develop Guamanians to replace stateside employees
in positions requiring higher levels of skill and responsibility.

COMBAT READINESS OF EQUIPMENT

Index No. 32 C-64-115
B-132990, April 30, 1964

Impairment of Combat Capability and Unnecessary Costs Due to Inefficient
and Uneconomical Supply and Maintenance Practices for Communications
and Electronic Equipment Within Certain Units of the Eighth United States
Army, Korea, Department of the Army

Our review of supply and maintenance practices within the Eighth United
States Army, Korea, disclosed that the capability of certain units within the
Eighth Army to perform sustained combat during fiscal year 1963 was seriously
impaired because significant quantities of required communications and electronic
equipment had been inoperable for periods up to 150 days. This condition existed
because (1) responsible personnel at all levels, from the using units to the depot,
failed to fulfill their supply management responsibilities to stock the necessary
parts, (2) maintenance personnel were misassigned and were lax in repairing
material, and (3) unit commanders failed to aggressively comply with instructions
of the Commanding General of the Eighth Army to correct known supply and
maintenance deficiencies.

While repair-part shortages were causing equipment to be inoperable, other
materiel valued at over $2.5 million was prematurely or needlessly ordered from
supply sources in the United States and Japan. Orders for materiel valued at
$343,000 were canceled as a result of our review, materiel valued at $S38,000 was
returned to the United States at unnecessary handling and transportation costs
of about $187,000, and the remainder was delivered to fill future needs as they
develop. Further, some using units were retaining parts no longer needed
although other units needed the same parts, and new batteries in storage and
used batteries were being disposed of even though they were still usable. These
supply management deficiencies are attributable to the laxity of supply personnel
in performing their assigned duties.

In January 1964, the Deputy Assistant Secretary of the Army (I. & L.), Logis-
tics, provided us with comments of the Department of the Army and of the Eighth
Army. He acknowledged the existence of the deficiencies cited and advised us
that, in accordance with our proposals, the following actions were being taken
by the Eighth Army: (1) unannounced command maintenance management
inspections were being conducted of all Eighth Army units on a maximum 4-hour-
notice basis, and all found unsatisfactory are reinspected within 60 days, (2)
unannounced alerts were being conducted to test the operational readiness of
signal equipment, (3) aggressive action was being taken to provide adequate
follow-up on all deficiencies identified during maintenance inspections, and (4)
command action had been taken to eliminate from Korea all military personnel
not properly carrying out their assigned functions, including supply and mainte-
nance responsibilities.

In addition, the Deputy Assistant Secretary of the Army stated that, world-
wide, the Department of the Army had established specifically assigned materiel
readiness responsibilities for officers at all echelons of command. This should
provide a basis for more closely equating an officer's performance and subsequent
efficiency rating with his effectiveness in accomplishing his assigned overall
materiel readiness responsibilities.
Index No. 60 C-64-143
B-146896, June 22, 1964
Combat Readiness of Aircraft of the 1st and 2d Armored Divisions Impaired

by Inadequate Maintenance at Fort Hood, Texas, Department of the Army
Our review of the combat readiness of the aircraft of the armored divisions at

Fort Hood, Texas, revealed that the aircraft were not being maintained as they
could and should have been maintained and that, as a result and to the extent
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that aircraft are used in combat, the combat readiness of these divisions was
impaired.

At the time of the preparations of the 1st Armored Division for emergency
deployment during the Cuban crisis, most of the division aircraft required exten-
sive maintenance to correct numerous deficiencies and shortcomings, many
affecting safety of flight. Most of these deficiencies and shortcomings should
have been identified and corrected as part of normal daily operations prior to the
emergency. Deployment occurred intermittently during a 26-day period. For
various reasons, not all the maintenance was performed before deployment and
in one instance this contributed to the crash and complete loss of a $200,000
aircraft. Our review of the 2d Armored Division, a Strategic Army Corps unit
in an alert status of advanced operational readiness, disclosed that its aircraft
were not in any better condition of combat readiness than those of the 1st Armored
Division.

We identified ineffective daily inspections, inadequately trained personnel, the
failure to perform maintenance when defects were recognized, and the lack of
repair parts as the primary causes of the numerous deficiencies and shortcomings.
These causes were the results of the failure of personnel to perform the work to
which they were assigned and the failure of divisional authority to assure thatthe work was being accomplished and that the skills and knowledge of maintenance
personnel were being developed.

In commenting on our draft report, the Army stated that it could not accept
our evaluation of the condition of the aircraft which it believed was based largely
on a misunderstanding. The Army felt that a decision by the Commander of the
1st Armored Division to assure himself of a minimum of 50 hours' flying time for
each aircraft before departing from Fort Hood left the impression that serious
deficiencies were being corrected, when in fact they were not, and further that the
circumstances and conditions that existed in both the 1st and 2d Armored Divi-
sions were not unusual. We believe, however, that our review has clearly dis-
closed that the aircraft should not have been in an impaired condition in the first
place because most or all of the deficiencies and shortcomings should have been,
but were not, detected and corrected in the normal course of day-to-day operations.
Furthermore, we believe that it was clearly the intention of the Army that this
be done.

The Army concurred with our proposals that involved a need for improved
procedures, but did not concur with our proposal for disciplinary action against
responsible individuals. In the last several years, we have reported on a number
of instances of ineffective readiness that could have been prevented. As far as
we know, the Army has not in any of these instances identified or disciplined any
individual who may have been responsible. Instead, the Army has consistently
stated that changed or improved regulations would correct or better the ineffective
readiness. While we believe that improving regulations and procedures is
important and necessary, we believe also that it is equally important that the
Army enforce these regulations by taking disciplinary action in those cases where
day-to-day maintenance work is not being effectively performed.

We, therefore, recommended to the Secretary of Defense that he direct the
Army to take more effective action in identifying and disciplining those individuals
personally responsible for failing to properly maintain Army equipment in accord-
ance with their assigned responsibilities.
Index No. 62 C-64-146
B-146902, June 24, 1964
Cancellation and Curtailment of Specialized Rotary Wing Pilot Training Courses

Because Helicopters were Grounded for Lack of Serviceable Engines, Depart-
ment of the Army

Our review of the specialized rotary wing pilot training program in the Depart-
ment of the Army disclosed that, during fiscal years 1962 and 1963, many trainin g
courses necessary for the attainment of required skills were either canceled or
curtailed at the Aviation School, Fort Rucker, Alabama, because 22 UH-lA
aircraft, valued at $6,500,000 were grounded up to 60 percent of the time for
lack of serviceable engines. A major cause of the unavailability of serviceable
engines for the UH-1A aircraft was the Army's failure to promptly provide spare
parts to the contractor responsible for overhauling these engines despite advance
knowledge that these parts would be required for contract performance. We
attribute this failure to a lack of coordination among responsible officials of the
United States Army Aviation Materiel Command.

We advised the Secretary of Defense of our finding and proposed that procure-
ment officials, in coordination with the materiel management officer, determine
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the parts to be furnished by the Government prior to the award of overhaul
contracts and take appropriate action to assure that the parts will be available
when required.

By letter dated April 2, 1964, the Acting Assistant Secretary of the Army
(Installations and Logistics) stated-that the United States Army Aviation Ma-
teriel Command procedures are now in agreement with our proposal for coordi-
nation between materiel management and procurement personnel.

Index No. 69 C-64-153
B-132990, July 2, 1964
High Deadline Rat&l of Air Defense Equipment and Excess Spare Parts at an

Overseas Location Due to Supply Support Deficiencies, Department of the
Army

Our review of supply support furnished to an air defense system at an overseas
location disclosed that de ciencies in the supply management of repair parts had
caused a high deadline rate of essential equipment representing an investment of
about $30 million and had resulted in large stocks of repair parts for which there
was little or no demand.

One of the supply deficiencies that caused key equipment to be nonoperational
was the lack of repair parts that were not authorized for stockage at using unit
level. Many of these were parts that were frequently required to repair inopera-
tive equipment, while other parts for which there had been no demand for over a
year were authorized for stockage. Other inefficient supply management practices
contributed to a high rate of nonoperational equipment.

Index No. 79 C-65-8
B-146716, July 22, 1964
Combat Capability of an Infantry Battalion in Europe Impaired Because of

Inadequate Maintenance of Combat and Combat-Support Vehicles, Depart-
ment of the Army

Our review of the adequacy of maintenance of combat and combat-support
vehicles disclosed that armored personnel carriers and 21 2-ton cargo trucks
assigned to the 1st Battalion, 30th Infantry, 3d Infantry Division, In Europe
were not properly maintained and as a result the combat capability of this
battalion was impaired. These vehicles had numerous defects requiring im-
mediate corrective action but action was not being taken because responsible
commanders were not assuring themselves that the required maintenance was
beinig performed by personnel under their command. In practically all cases,
insofar as we were able to determine, there were no other serious problems that
would have prevented the required maintenance from being performed. In
view of the location of this battalion, it seems particularly important that the
vehicles not be allowed to fall into such a condition.

Our review, although it covered only one infantry battalion, disclosed further
evidence of the serious maintenance problem in the Army. We have, in a number
of reports, previously brought to the attention of the Army the fact that the
combat capability of various units had been impaired because significant quanti-
ties of combat and combat-support equipment had not been properly maintained.
Unfortunately, as shown by this review, the actions taken on the basis of earlier
reports have been inadequate. Also, these inadequate results demonstrate again
that the issuance of directives by higher headquarters will not alone assure the
attainment of the desired objectives.

The Acting Assistant Secretary of the Army (Installations and Logistics)
acknowledged that the deficiencies and defects in vehicles existed at the time of
our review but disagreed with our conclusions regarding the effect on combat
capability and the lack of command attention. In our opinion, however, the
216 major deficiencies and about 2,300 other defects on the 66 armored personnel
carriers and cargo trucks, representing about 43 percent of these types of vehicles
assigned to the unit, conclusively demonstrate that the capability of those vehicles
was significantly impaired. The lack of command attention is evidenced by
failure of personnel to record needed repairs, to promptly correct known de-
ficiencies, and to detect deficiencies during quarterly maintenance inspections.

The Acting Assistant Secretary advised also of numerous actions taken at de-
partmental and Headquarters, Seventh Army, levels to improve materiel readiness.
Although these actions are desirable, greater command attention will be required
to realize any long-term improvement in this area. We believe that it is essential
that commanders continually stress to personnel the importance of their responsi-
bilities for carrying out their assignments in an effective manner and that any
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failures on their part to do so should be noted in their personnel records and
appropriately considered in promotion, reassignment, and other personnel actions.
We recommended that the Chief of Staff, United States Army, require division
and Army commanders to report to him on'the disciplinary and other actions taken
as a result of their personal inspections and on the inspections and audits made by
command maintenance management teams, The Inspector General, Army Audit
Agency, our Office, or other organizations.

Index No. 105 C-65-34
B-146772, August 21, 1964

Combat Capability of Vehicles Impaired and Unnecessary Procurement Costs
Incurred Because of Lack of Repair Parts Support by the Army Tank-
Automotive Center, Department of the Army

Our review of supply operations at the Army Tank-Automotive Center dis-
closed that the lack of repair parts in the Army depot supply system continued to
impair the combat capability of certain of the Army's combat and combat-support
vehicles and caused unnecessary costs, estimated at $1.4 million during 1962, for
procurement of parts locally which are normally procured centrally at lower prices.
F or example, at Fort Riley, Kansas, we found that 23 M48A1 tanks were dead-
lined or operated in a substandard condition for a period of from 43 to 136 days
because of the lack of seven parts. The factors which we identified as contributing
to the lack of parts were (1) delays by the Tank-Automotive Center in determining
needs for parts, (2) failure of the Center to procure parts when known to be needed,
(3) failure of the Center to award contracts within a reasonable period, and (4)
failure of troop installations to order parts as needed with the result that, at the
time of crises, large numbers of unanticipated orders for parts were placed on
Army depots.

The Acting Assistant Secretary of the Army (Installations and Logistics), in
commenting on our findings, acknowledged that shortages of repair parts occurred
during 1961 and 1962 and stated that the expenditure of additional funds was
warranted by the need to keep combat and combat-support vehicles operative
We found, however, that, although the Army advised us it had endeavored to keep
the expenditure of funds for local procurements to a minimum, the management
deficiencies contributing to the lack of parts and resulting in local procurement
were the same as those deficiencies identified in our earlier review and reported to
the Congress on March 14, 1963 (B-146772).

The Acting Assistant Secretary advised us also of numerous measures taken to
improve supply management at the Center. Despite the actions taken as a
result of our earlier review, however, we found no substantial improvement. We
recommended that the Commanding General, Army Materiel Command, require
the Center to submit periodic reports on the progress being made to improve
operations in order that concentration can be placed on the weak areas.
Index No. 196 C-65-129
B-146899, February 19, 1965

Unavailability of Certain Aircraft at an Oversea Location Due to Maintenance
and Supply Deficiencies, Department of the Army

Our review of the maintenance and supply support of certain aircraft at an
oversea location disclosed that the availability of operational aircraft in this
oversea area during 1962 and 1963 was less than that stated by responsible
Army officials as necessary to meet mission requirements. This was due pri-
marily to the unavailability of technically qualified maintenance personnel as well
as to the failure to stock parts which usage experience indicated would be needed.

GENERAL
Index No. 80 C-65-9
B-133316, July 23, 1964

Continuing Inadequate Control Over Programing and Financing of Construction,
Department of the Air Force

We found that the Department of the Air Force constructed or extensively
altered real property facilities without authorization from the Congress, even
after the enactment of legislation in 1961 to restrict the use of funds to those
projects which had been specifically authorized in annual military construction
authorization acts or which were urgently required and whose costs were within
prescribed statutory limitations.

Our report describes numerous violations of statutory limitations on the use of
appropriated funds for construction purposes. At Lockbourne Air Force Base,
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Ohio, golf and riding facilities were constructed without disclosure to the Con-
gress, at a cost of $286,000, by using a portion of the funds which had been au-
thorized for an airfield runway. An incomplete facility was constructed at
Newark Air Force Station, Ohio, with minor construction funds, in the amount of
$195,000, after Air Force officials had deleted several basic items such as plumbing,
lighting, and heating to keep the project cost under $200,000 in an apparent effort
to avoid the statutory requirement of obtaining congressional authorization.

At five installations, six projects totaling about $125,000 in cost were classified
as urgently needed, to permit their construction without prior congressional
approval, although it was apparent that the projects were so labeled not so much
-on the urgency of their need but on the likelihood that they would not be approved
for accomplishment with military construction funds. Examples of projects
cited as urgently needed were a parking lot for an officers' swimming pool at
Andrews Air Force Base, Maryland, and a building converted to a food inspection
facilitv but actually used primarily for performing veterinary services for sentry
dogs and pets of base personnel at Lockbourne Air Force Base, Ohio.

Two other projects, constructed at Lowry Air Force Base, Colorado, and at
Lockbourne Air Force Base, Ohio, at a combined cost of approximately $115,000
-were each split into two or more projects, which resulted in violations of the
$25,000 statutory limitation imposed on the use of such funds for construction
purposes.

We also found that a broad interpretation by the Secretary of Defense of the
work constituting airfield pavement repair, while technically not a violation of
statutory requirements, enabled the Air Force to overlay in increments an air
field parking apron at Otis Air Force Base, Massachusetts, at a cost of $1.6
million without authorization from the Congress.

The Department of Defense, in commenting on our findings, stated that the
Air Force actions resulted from its misinterpretation of the directives and regula-
tions of the Department of Defense governing construction. We were informed,
however, that the basic construction directives were being revised to bring about
needed improvement in the management of the military construction program.

We are hopeful that the new directives will result in tightening management
control in this area. It has been our experience, however, as demonstrated in
-our report and as acknowledged by the Department of Defense in its comments,
that the issuance of directives will not in itself assure that the objective of proper
management control over a program will be attained. Accordingly, we recom-
mended that the Secretary of Defense provide for periodic site reviews by an
office directly responsible to him to closely monitor at all levels of command the
:activities of Air Force officials having responsibility for the programing, financing,
and construction of facilities. In view of the apparent need for clarification of
items constituting real property, we recommended also that the Secretary of
Defense broaden the definition of real property to specifically include certain items
which the Air Force has not considered as being in this category.

In accordance with the provisions of section 3679, Revised Statutes, the viola-
tions cited in our report must be reported by the Secretary of the Air Force to the
President and to the Congress, together with a disclosure as to the disciplinary
-action taken. We suggested to the Secretary of the Air Force that the report
identify by name the persons responsible in each case and that a copy of the report
be filed in the personnel record of each individual named so that the information
will be available for consideration in future actions relating to promotions and
:assignments. We will also issue notices of exception against the individual
disbursing officers in appropriate instances.

Under present laws and regulations, repair projects of almost unlimited cost,
*such as airfield pavements, can be approved and undertaken by the Department
of Defense and the military departments without congressional review. We
recommended that the Congress consider enacting legislation to provide for
congressional approval of repair projects costing in excess of a specified amount.

Index No. 86 C-65-15
3-146897, July 31, 1964

'Costs Incurred for Completion of a Solid Propellant Continuous-Mix Facility for
Which There Was No Planned Use, Department of the Air Force

Our review of a solid propellant continuous-mix facility at Thiokol Chemical
'Corporation, near Brigham City, Utah, disclosed that the Government incurred
costs of about $825,000 because the Air Force decided to complete the facility
although it was known at the time that there was no foreseeable requirement for
the facility of for the process.
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The'Air Force based its decision to complete the Thiokol project on the ground
that it was necessary to continue advancing state-of-the-art technical develop-
ment on large solid propellant rocket motors to be cast and cured on site and that
such a facility, having the capabilities of disassembly and transportability, could
significantly enhance responsiveness to the future needs of the national launch
vehicle program. We found, however, that completion of the Thiokol project
was not warranted because (1) in the opinion of knowledgeable Air Force tech-
nical personnel responsible for state-of-the-art development in the area of solid
propellant rocket propulsion within the Air Force Systems Command, the project
would not materially advance technology because similar efforts made for the
Army and Navy already had demonstrated general feasibility of the continuous-
mix technique and (2) it was not economically feasible to complete the facility
with transportability and disassembly capabilities so that it could be used when
casting and curing rocket motors at the site where the motors would be used.
It appears that the decision to complete the Thiokol facility was motivated pri-
marily by the desire to develop a logical justification, for use in budget hearings
before the Congress, concerning the expenditure of nearly $4,000,000 on a facility
which could not be used as planned, rather than by a legitimate requirement for
a continuous-mix process and the related facility.

The Air Force has advised us that the decision to complete the Thiokol project
was a matter of judgment and that, because more than 80 percent of the dollars
had been expended and clear technological advances were indicated, it considered
completion of the project advantageous to the Government. The evidence we
reviewed, however, showed that it was the considered and emphatic opinion of
the Air Force organization responsible for research and technology in the area of
solid propellant rocket propulsion that completion of the Thiokol process would
not materially advance related technology.

It seems clear to us that the Air Force was not justified in spending nearly
$825,000 of Government funds for completing the solid propellant continuous-mix
facility at Thiokol. It was known in April 1962, at the time the decision was made
to complete the facility and prove the workability of the process, and also as
recently as December 1963, that there was no foreseeable requirement for such a
process in programs planned by the Air Force. Similar processes already had
established general feasibility, one process having already advanced into
production.

We recommended, therefore, that the Secretary of Defense initiate action to
assure that, prior to approval of future projects of this nature involving significant
expenditures, full consideration be given to the evaluations by the agency's
technical organizations. We recommended also that the Secretary of Defense
initiate action to assure that the justification prepared for consideration of future
projects of this nature include a determination that the anticipated objectives and
benefits have not previously been achieved and a statement of the plans for using
the new facilities in or applying the new processes to Government programs.
Index No. 97 C-65-26
B-125099, August 12, 1964
Review of Financial Claims for Logistic Support of United Nations Forces in

Korea, Department of the Army
At the outbreak of the Korean War, the United States agreed to furnish virtually

all of the logistical support required by the member governments of the United
Nations participating in the Korean conflict. Support was furnished through
regular Department of Defense appropriations on the basis that reimbursement
would be made in United States dollars. Subsequently, discussions designed to
obtain reimbursement were initiated by the United States with the governments
involved.

Our review of financial claims for logistic support of United Nations forces in
Korea disclosed that in some cases there has been a considerable delay in effecting
settlement. Despite 13 years of negotiations, starting in 1951, reimbursement for
support supplied Australia, New Zealand, and the United Kingdom was not
effected until March 1964 and France still owes $9 million for similar support.
About $182,000 for support furnished the United Kingdom subsequent to June
1958 is still outstanding and will be presented for payment in the near future.
In contrast to the delay in effecting collections from Australia, New Zealand, the
United Kingdom and France, early settlements were effected with several other
countries that were furnished logistic support by the United States. In addition
to the above, however, a total of about $195 million is still due from a number of
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countries and the Department of State believes most of the amount to be un-
collectible at this time, due largely to the financial situation of the countries
involved.

We brought these matters to the attention of representatives of the Department
of State and the Department of the Army, who indicated no disagreement with
our findings. We believe that steps should now be taken to (1) determine the
proper disposition of balances currently outstanding, (2) determine whether the
United Nations will pay for logistic supplies furnished nations which are unable
or unwilling to pay for them, and (3) keep the Congress advised of the status of
the unpaid balances. Therefore we recommended that (1) the Secretary of State
determine the balances that are collectible, consider any further steps that should
be taken to effect collection from the countries involved or, as a last alternative,
from the United Nations; and (2) the Secretary of Defense advise the Congress
of the outstanding amounts due when presenting departmental appropriation
requests and whether or not collection is ultimately made.

Index No. 108 C-65-37
B-146975, August 24, 1964
Evaluation of Department of Defense Comments Concerning General Accounting

Office Report Entitled "Failure To Curtail Operation at Government
Expense of Military Commissary Stores in Continental United States Where
Adequate Commercial Facilities Are Available"

On April 16, 1964, we sent to the Congress a copy of our report to the Chairman,
Joint Economic Committee, concerning the failure to curtail operation at Govern-
ment expense of military commissary stores in the continental United States
where adequate commercial facilities are available. Copies of correspondence
consisting of a letter dated June 16, 1964, from the Assistant Secretary of Defense
(Manpower) to the Chairman, Joint Economic Committee, containing the com-
ments of the Department of Defense on our report, and a letter dated July 9, 1964,
to the Chairman, Joint Economic Committee, containing our evaluation of the
comments of the Department of Defense were furnished to the Congress on August
24, 1964.

Our letter of July 9, 1964, to the Chairman, Joint Economic Committee which
contained comments on specific points included in the Assistant Secretary of
Defense (Manpower) letter of June 16, 1964, concluded with the following
recommendation:

"In view of the implicit position of the Department that its criteria for deter-
mining the legal justification for commissary stores will be continued despite
the findings in our report, we wish to repeat our suggestion that '* * * the
Joint Economic Committee consider recommending to the Congress the enactment
of legislation to establish precise conditions under which the operation of military
commissary stores may be authorized'."
Index No. 121 C-65-50
B-146936, September 4, 1964
Increased Costs Resulting From Ineffective Use of Automatic Data Processing

System in Supply Management at the Philadelphia Naval Shipyard, Phila-
delphia, Pennsylvania, Department of the Navy

The Philadelphia Naval Shipyard expected to realize annual savings of $114,000
in the cost of processing supply data through the use of automatic data processing
equipment. The savings the Shipyard had expected to achieve by using auto-
matic data processing equipment were in personnel reductions, the savings from
which were expected to more than offset the cost of leasing and using this equip-
ment. After this equipment was installed at the Shipyard, however, the cost of
processing supply data increased over $290,000 during a period of about 1Y2 years
in which the equipment was used for this purpose.

We found that the Shipyard did not realize the expected savings in personnel
costs because effective use was not made of the automatic data processing equip-
ment in supply management. In this regard, the shipyard failed to do the
programing work necessary to permit the equipment to perform certain planned
functions and thus the expected personnel reductions did not occur. Also, the
Shipyard had not planned for use of the equipment in performing several supply
functions that involved time-consuming manual effort although these functions
were of repetitive types which automatic data processing equipment is well suited
to perform rapidly and efficiently. Because costs had increased rather than
decreased as a result of the use of automatic data processing equipment, the
Shipyard removed the supply functions from this equipment after about 1, years'
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use. To perform its supply functions, the Shipyard reverted to the method of
performing supply functions that existed prior to the acquisition of the automatic
data processing equipment.

The Deputy Assistant Secretary of Defense (Supplies and Services) indicated
that the Department of Defense did not agree with our findings; however, the
Deputy Assistant Secretary stated that appropriate measures had been under-
taken to establish a standard reporting system through which officials of the
Department of Defense would be able to monitor not only the progress in install-ing automatic data processing systems but also other significant management
areas as well.

The Navy has informed us that it is planning to install a uniform automatic
data processing system at all its shipyards and that this system would apply tosupply management functions. According to the Navy's plans, this system is tobe installed at the Philadelphia Naval Shipyard in February 1965. In view of
of the plans of the Department of Defense to establish a standard system forreporting on significant management areas relating to automatic data processing
systems and the plan for installing an automatic data processing system at the
Philadelphia Naval Shipyard in the near future that will perform supply functions,
we did not make recommendations for specific action at the Shipyard. The
experience of this Shipyard demonstrates a need, however, for the Department toequip itself to provide for more than just a monitoring and surveillance function.
In this respect, it seems to us that the Shipyard's problems resulted from itsinability to complete the transition from its prior system to the automatic data
processing system. We believe that the Shipyard's problem in this area could
have been overcome had more effort, particularly the effort of skilled specialists,
been channeled into solving the Shipyard's problems and making the system
perform properly.

It is likely that other military installations that use automatic data processing
systems may encounter problems in the transitional stage similar to those en-
countered at the Philadelphia Naval Shipyaid. We therefore recommended that,
as a part of its plans for monitoring the installation of automatic data processing
systems, the Department of Defense plan to have automatic data processing
specialists from both the Department and industry provide such assistance as
may be necessary for the prompt and effective resolution of problems encountered
by military installations in the transitional stage.
Index No. 152 C-65-81
B-146952, November 23, 1964
Expensive Operation of Mountain Recreation Facilities at Armed Forces Recrea-

tion Center, Kilauea Military Camp, Hawaii Volcanoes National Park,
Department of Defense

Our review of the operation by the Department of Defense of the Armed Forces
Recreation Center, Kilauea Military Camp, Hawaii Volcanoes National Park,

-disclosed that during fiscal year 1963 the Government spent more than $850,000,
or over $20 per guest-day, to provide mountain recreation facilities for military
personnel and their dependents. These expenditures were in addition to about
$250,000 expended from funds produced by daily guest fees and revenue-producing
activities at the camp. We questioned the need for such a costly recreation
facility in Hawaii and proposed to the Secretary of Defense that he either place
the Armed Forces Recreation Center on a completely self-supporting financial
basis or close the camp as a recreation facility.

The Assistant Secretary of Defense (Manpower) informed us that he did not
agree with these proposals on the basis that the Department of Defense policy
was to provide adequate recreation facilities through financial support tendered
by the Federal Government and that closure of the recreation center would have
an undesirable effect on the morale of forces stationed in the Hawaii area. How-
ever, less than 8 percent of the eligible military personnel and their dependents
stationed in the Hawaii area visited the recreation center during fiscal year 1963
and the occupancy of the transient living quarters averaged less than 40 percent of
capacity. This limited utilization indicates that this recreation center does not
contribute significantly to the morale of military forces.

We do not disagree with the basic policy of the Department of Defense with
regard to providing free-time recreation facilities for servicemen, but we believe
that, where recreation facilities are otherwise available, and where there appears
to be little demand for facilities involving substantial costs, the propriety of
spending large amounts of appropriated funds is questionable. This facility is
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unique in that it is located on an island about 250 miles by sea from the Island of
Oahu, where most of the military personnel to be served by the recreation center
are located. Further, there are numerous Government and public recreation
facilities in Hawaii that are readily accessible to the areas where military personnel
are concentrated. These factors have undoubtedly contributed to the limited
utilization of the recreation center at Kilauea Military Camp. Consequently, we
believe that the extensive use of Government funds to support a recreation facility
that is neither needed nor highly utilized is not warranted. Therefore, we
recommended to the Secretary of Defense that he take steps to place the recreation
center on a completely self-supporting financial basis or, if the Secretary of
Defense finds that the recreation center cannot be placed on a self-supporting
basis, that he take steps to have it closed.
Index No. 162 C-65-92
B-125097, December 3, 1964
Unnecessary Transportation Costs for Small Arms Ammunition Components

Purchased for the Military Assistance Program, Department of the Army
Our review of transportation costs incurred in the shipment of small arms am-

munition components disclosed that the Government incurred unnecessary
transportation costs of about $157,000 during the period March 1962 to June
1963 because ammunition components purchased for the military assistance
program were shipped from manufacturers' plants to the Lake City Army Ammu-
nition Plant, Independence, Missouri, and then to ports rather than directly from
manufacturers' plants to ports. For example, 1.1 million pounds of brass strips
for cartridge case cups for Greece were purchased from a company in Indianapolis,
Indiana, and shipped to the Army Ammunition Plant before being shipped to
Seattle, Washington, for export. The brass strips could have been shipped from
the manufacturer's plant to Greece through a nearer port at a savings of about
$13,000, or more than one third of the transportation costs actually paid. Army
officials at the Ammunition Procurement and Supply Agency, Joilet, Illinois, and
at the Army Ammunition Plant did not require a comparison of transportation
costs for shipments direct to ports with the costs for shipments via the Army
Ammunition Plant to determine the savings that could be affected. This infor-
mation was not required because a proper evaluation of the procurement program
had not been made at its inception to identify those items that could be shipped
from the manufacturers' plants direct to ports. After we disclosed our finding
in this matter, management officials issued instructions requiring that direct
shipments be made whenever feasible. Direct shipments will result in savings
in transportation costs of about $212,000 on orders placed prior to October 1, 1964,
and significant savings are expected to be achieved as additional direct shipments
are made from manufacturers' plants.
. The Deputy Assistant Secretary of the Army (I & L) (Logistics), by letter of

August 14, 1964, acknowledged that additional, rather than unnecessary, costs
for transportation were incurred, but stated that such costs were justified in order
to assure the success of the procurement program. We found, however, that
since Remington Arms Company, Inc., the operator of the Army Ammunition
Plant, had had previous experience in small arms ammunition production, a proper
evaluation of the program at its inception would have identified those items that
could be shipped direct to ports with resulting savings in transportation costs.

The Deputy Assistant Secretary stated also that he did not feel that there had
been a lack of alertness on the part of operating officials to effect cost reductions
and that consequently a notation to that effect in their personnel records, as we
had proposed, was not warranted. We believe, however, that the fact that the
Army representatives at the Ammunition agency and at the Army Ammunition
Plant failed to take timely constructive action to use direct shipments when
feasible demonstrated the lack of alertness on their part to effect cost reduction.

We recommended that, inasmuch as the same condition may prevail with regard
to other procurement programs, the Secretary of the Army direct management
personnel to adequately evaluate such programs, giving proper consideration to
savings that can be realized in transportation costs by proper routings.
Index No. 164 C-65-94
B-153878, December 9, 1964
Unauthorized Use of Military Personnel and Government Property at Fort

Gordon, Georgia, for Activities Related to the Masters Golf Tournament,
Department of the Army

We found that military man-hours valued at over $20,000 were used at Fort
Gordon to prepare Government quarters and provide transportation for military
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and civilian visitors attending the 1963 and 1964 Masters Golf Tournaments at
Augusta, Georgia. The use of appropriated funds for unofficial purposes is not
authorized. Furthermore, we believe that the use of Government quarters to
provide accommodations to civilians for unofficial purposes, especially at lower
rates than charged for competitive commercial facilities, is improper.

We reported this matter to the Secretary of Defense in May 1964 and proposed
that Fort Gordon's practice of providing accommodations and transportation
and other services in connection with the Masters Golf Tournament be discon-
tinued and, if there are similar programs at other locations, that they also be
discontinued.

The Under Secretary of the Army in commenting on our findings and proposals
stated that Fort Gordon's practices in connection with the Masters Golf Tourna-
ment were authorized under the Department of Defense program for maintaining
active community relations. He stated that overt participation by the Army in
major community events has been a practice for a number of years and that the
Masters Golf Tournament fits well within the definition of community relations
opportunities, as provided by Army regulations. We do not believe that the
community relations programs encompass the preparing of Government quarters
and the providing of transportation for visitors attending national sporting
events in an unofficial capacity. It seems clear that these expenditures were for
the pleasure and comfort of the individuals involved and did not engender any
benefit to the Department of Defense or the national defense in the form of
improved community relations. We, therefore, recommended that the Secretary
of Defense give further consideration to our proposals and that he clarify and
modify as necessary the concept of community relations programs that exists in
the Department of the Army.
Index No. 170 C-65-100
B-146961, December 21, 1964
High Costs of Unnecessary Daily Compilation of Statistical Data by Use of

Automatic Data Processing Equipment, Department of the Army
We estimate that costs amounting to about $365,000 a year have been incurred

at 10 Army depots in processing and reporting cost information more frequently
than necessary. These unnecessary costs were composed of the costs of rental,
labor, and material incident to the use of automatic data processing equipment in
performing the unnecessary processing and reporting operations. The reported
information is required periodically, but it was being processed and reported daily
as a result of the failure of officials at the depots to realistically consider the need
for such information. For example, at Pueblo Army Depot the cost of processing
and reported on a daily basis amounted to about $108,000 a year, while the cost of
processing and reporting direct labor and material on a weekly basis and of indirect
labor on a monthly basis would amount to about $32,000, or a difference of
$76,000.

In commenting on our finding, on behalf of the Department of Defense,the
Assistant Secretary of the Army for Financial Management, by letter of August 26,
1964, agreed that daily accumulation and reporting of cost information, except in
unusual circumstances, is not necessary for management purposes. He advised
us that the provision for accounting simplification contained in the Army regula-
tion would be brought to the attention of depot commanders and that our finding
would be disseminated Army-wide as guidance for corrective action in management
practices.

We recommended that the Secretary of Defense direct appropriate officials to
determine whether needless compilation of cost data is taking place at other depots
in the Department of Defense and, further, that he direct that specific action be
taken to eliminate any such needless compilation as is found. We also recommend-
ed that he direct our report to the attention of internal review staffs and data
systems offices throughout the Department of Defense to assure that the review
efforts of those groups provide for realistic appraisal of the uses to which automatic
data processing equipment is applied.
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DEVELOPMENT OF AN INTEGRATED FEDERAL SUPPLY SYSTEM

EXECrUTIVi OFFICE OF THE PRESIDENT,
BUREAU OF THE BUDGET,

Washington, D.C., June 7, 1968.
Hon. PAUL H. DOUGLAS,
Chairman, Subcommittee on Defense Procurement, Joint Economic Committee,
U.S. Senate, Washington, D.C.

DEAR SENATOR DOUGLAS: In furtherance of the discussions held in your office
on May 7, I enclose two copies of a memorandum of understanding between the
General Services Administration and the Department of Defense, signed by the
Administrator of General Services and the Assistant Secretary of Defense (In-
stallations and Logistics).

This memorandum represents agreement on the transfer to the General Serv-
ices Administration of the procurement and management of all handtool and
paint items, except those which are related to "weapons systems." These items
will remain the responsibility of the Department of Defense.

The Bureau of the Budget will continue to work with the two agencies on car-
rying on the administrative steps necessary to effect the transfers in an orderly
manner and in accordance with the time schedule referred to in paragraph 3 of
the memorandum of understanding.

With this set of issues resolved, the Bureau and the General Services Adminis-
tration will now proceed to examine GSA's role in relationship to other civilian
agency supply systems. -By agreement among the Bureau, the Department of
Defense, and the General Services Administration, we shall not pursue other
possible transfers between Defense and GSA until there has been a full assess-
ment of the effect upon the Defense Supply Agency of this agreement. It seems
to us imperative that DSA now have an opportunity to consolidate its respon-
sibilities with respect to the three military departments.

Sincerely,
ELMER B. STAATS, Deputy Director.

ASSISTANT SECRETARY OF DEFENSE,
INSTALLATION AND LOGISTICS,

Washington, D.C.

MEMORANDUM OF UNDERSTANDING BETWEEN THE GENERAL SERVICES ADMINIS-
TRATION AND THE DEPARTMENT OF DEFENSE

Subject: Procurement and management of handtools (FSG-51 and FSC-5210)
and paint (FSG-S0).

Based upon our thorough consideration and evaluation of all of the facts, data
and other information developed during the course of the joint GSA/DOD/BOB
study designed to estalbished an integrated system for procurement and manage-
ment of the above two commodities, the following understanding between the
Department of Defense and the General Services Administration has been
consumated:

1. The Department of Defense shall retain responsibility for the procurement
and management of all "weapons systems" items; i.e., those items which are
subject to continuous redesign or modification during the production phase, or
directly related to a weapon when the weapon is essential to a primary opera-
tional mission of a military service.

2. The General Services Administration shall assume responsibility for the
procurement and management of all other handtool and paint items. With
respect to the items for which GSA will have procurement and management
responsibility, the following specific operational relationships shall be assumed:

(a) The Department of Defense to be responsible for:
- (1) Performing catalogiug operations and publishing the DOD

section of the Federal Catalog;
213



214 ECONOMIC IMPACT OF FEDERAL PROCUREMENT-1965

(2) Developing and publishing Military Specifications and Standrads
and revisions and amendments thereto;

(3) Preparing proposed Federal Specifications and Standards and
revisions and amendments thereto, as agreed;

(4) Conducting mobilization planning;
(5) Determining general mobilization reserve requirements;
(6) Funding applicable costs of mobilization reserve stocks;
(7) Determining desired positioning of general mobilization reserve

stocks;
(8) Performing industrial mobilization planning.

(b) The General Services Administration to be responsible for:
(1) Procurement and management;
(2) Determining the method of supply necessary to be responsive to

military needs;
(3) Procurement, on request from a military activity, of any item

designated for local purchase;
(4) Performing quality control functions for items procured;
(5) Developing, in coordination with DOD, and publishing Federal

Specifications and Standards and revisions and amendments thereto:
(6) With respect to any general mobilization reserve requirements,

positioning such stocks in GSA depots as agreed to by the funding
Defense agency; maintaining stock accounts for the owning agency;
performing or arranging for performance of custodial functions, protec-
tion and surveillance of such stocks; rotating "shelf life" item stocks to
the extent demand exists. When program changes result in reduction or
elimination of mobilization reserves, utilizing the resulting long supply
as the first source of supply to meet GSA stock replenishment or
direct delivery requirements; reimbursing the owning agency after
transfer of ownership to GSA at current GSA cost prices.

(7) Performing industrial mobilization planning where necessary on
items procured, as requested by DOD.

(8) "Buying back" quantities of GSA stock items, or similar items,
from military requisitioners to meet GSA stock replenishment needs or
for direct delivery to meet other customer requirements, reimbursing the
owning agency at current GSA cost prices, less return transportation,
after transfer of ownership to GSA or to other customers.

3. Implementation of an understanding with DOD on the above-recommended
basis would, of course entail policy and procedural changes which could be jointly
developed by the two agencies. We recommend that such implementation be
undertaken immediately and be completed not later than September 30, 1963,
with respect to paint (FSG 80), and the previously identified 153 handtool items,
and no later than December 31, 1963, with respect to the remaining items which
would come to GSA under this recommendation for procurement and management.

This agreement shall not constitute a precedent for the alinement of supply
management responsibilities of GSA and DOD with respect to any other
commodity managed by the two agencies.

BERNARD L. BOUTIN,
Administrator of General Services.

THOMAS D. MORRIS,
Assistant Secretary of Defense (Installations and Logistics).

JUNE 20, 1963.
Mr. ELMER B. STAATS,
Deputy Director, Bureau of the Budget,
Executive Office Building, Washington, D.C.

DEAR MR. STAATS: I am in receipt of your letter of June 7, 1963, and the en-
closed memorandum of understanding between the GSA and DOD concerning
the procurement of handtools and paint.

On the surface, it appears to me that a fair and reasonable solution to the
problem has been charted and all parties are to be commended on it.

Your suggestion that DSA be given a period of time in which to consolidate
its responsibilities is meritorious and the same reasoning applies to GSA. This
is consistent with the thought behind recommendation No. 4 of our report of
October 1960.

I expect, however, that you will also present to the subcommittee within the 6.
month's period agreed upon at our meeting on May 6, 1963, at least a plan for the
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orderly development of a Federal supply system as contemplated by the Federal
Property and Administrative Services Act of 1949.

Faithfully yours,
PAUL H. DOUGLAS, Chairman.

CONGRESS OF THE UNITED STATES,
JOINT ECONOMIC COMMITTEE,

December 19, 1963.
Mr. BERNARD L. BOUTIN,

.Administrator, General Services Administration,
Washington, D.C.

DEAR MR. BOUTIN: It will be recalled that at a meeting in my office on May
7, 1963, attended by yourself; Mr. Jones, of the Bureau of the Budget; Secretary
Morris, of the Department of Defense; and Congressman Curtis and myself, of
the Defense Subcommittee of the Joint Economic Committee, that conclusions
were reached on two points:

1. That an agreement would be made in a month as to the respective responsi-
bilities of GSA and DOD on the procurement and management of paint and
handtools. (Mr. Staats' letter of June 7, 1963, indicates that an agreement has
been reached on this point.)

2. That a plan would be developed and presented to the subcommittee within
*6 months' time with respect to the development of a Government-wide supply
system as intended by Congress in the policy declaration in section 2 of the
Federal Property and Administration Services Act of 1949. It is understood that
the interested parties have been working on this plan since our meeting on May 7.

I am not unmindful of the size and complexity of this assignment but also
.appreciate its importance when considering the procurement impact on the
national economy which is a responsibility of our subcommittee.

The subcommittee will hold hearings early in March 1964 and will appreciate
.a full report at that time on progress respecting the points outlined above. You
will be notified later as to details of the hearing and other points to be covered.

Faithfully,
PAUL H. DOUGLAS, Chairman.

JANUARY 10, 1964.
Hon. PAUL H. DOUGLAS,
~Chairman, Joint Economic Committee,
Congress of the United States, Washington, D.C.

DEAR MR. CHAIRMAN: As recognized in your letter of December 19, 1963,
GSA and DOD have reached agreement on management of paint and handtools.
Under this agreement supply management for both civil agency and military
requirements for paint and handtools becomes the responsibility of GSA. Respon-
sibility for paint was, in fact, assumed by GSA on October 1, 1963. We are now
supplying military and civil agency requirements for this commodity, and the
arrangement is proceeding satisfactorily.

GSA responsibility for supplying military handtool requirements became effec-
tive January 1, 1964. Under transitional arrangements for assumption of this
responsibility which have been finalized, we are confident that military and civil
agency requirements for handtools will be supplied in an efficient and economical
manner.

We have been working cooperatively with DSA representatives toward the
integration of our respective supply systems into a coordinated Government-wide
supply system to serve the needs of both the military and civil agencies efficiently,
economically, and without unnecessary duplication. These discussions are pro-
gressing satisfactorily. It is presently expected that a proposed statement of
understanding will be agreed upon in principle in the near future subject only to an
actual test to determine its adequacy.

The joint DOD/GSA agreement for assumption by GSA of responsibility for
the disposal of DOD surplus personal property, which matter also was considered
by your committee during the hearings on March 28, 29, and April 1, 1963, is
still pending before the Bureau of the Budget, although we have been anticipating
.an expression of their views for some time now.

During the course of our discussions with Department of Defense, we have also
had under review supply management for civil agencies, looking toward integra-
tion of all supply management functions into a fully coordinated, unified national
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supply system to serve the entire supply requirements of the Federal Government
in an efficient and economical manner, eliminating costly overlapping and duplica-
tion. Discussions have been had toward this end with a number of civil agencies
including Department of Commerce, National Aeronautics and Space Administra-
tion, Federal Aviation Agency, Veterans' Administration, and Post Office Depart-
ment. Because of the interrelationship between the management of supply
requirements of the Department of Defense and the management of the overall
supply requirements of the entire Federal Government, affirmative steps to
integrate civil agency requirements into the unified system have been deferred
pending development of satisfactory GSA/DSA supply management relationships.
Now that this matter is rapidly approaching a reasonable solution, we expect to
proceed immediately with the civil agency aspects.

We will, of course, be pleased to report to the subcommittee fully on all of the
foregoing matters during the hearings you have scheduled for March 1964, at
which time we are confident that we will be able to show major progress toward
accomplishment of the intent of Congress as stated in section 2 of the Federal
Property and Administrative Services Act of 1949, as amended, to provide for
the Government an economical and efficient system for the procurement and
supply of personal property and nonpersonal services.

Sincerely yours,
BERNARD L. BOUTIN, Administrator.

ASSISTANT SECRETARY OF DEFENSE, . .
INSTALLATIONS AND LOGISTICS,
Washington, D.C., January 7, 1964.Hon. PAUL H. DOUGLAS,

Chairman, Joint Economic Committee,
Congress of the United States.

DEAR MR. CHAIRMAN: Reference is made to your letter dated December 19,
1963, concerning actions taken this year in connection with the supply manage-
ment responsibility for paint and handtools used by the Department of Defense,
and other supply management matters.

Complete information concerning these and other appropriate matters will be
furnished your committee upon request, as in previous years. As you know,
Mr. Ray Ward, of your staff, has already been in contact with representatives of
my office in connection with certain material desired by the committee.

Advanced notification of proposed hearings by your committee is greatly appre-
ciated, and we would like to be advised as soon as a firm date has been established.

Sincerely,
THOMAS D. MORRIS,

Assistant Secretary of Defense,
Installations and Logistics.

EXECUTIVE OFFICE OF TEE PRESIDENT,
BUREAU OF THE BUDGET,

Hon. PAUL H. DOUGLAS, Washington, D.C., January 25, 1964.
Chairman, Subcommittee on Defense Procurement,
Joint Economic Committee, Congress of the United States,
Washington, D.C.

DEAR SENATOR DOUGLAS: Please accept my apologies for this tardy acknowledg-
ment of your letter of December 19 notifying the Bureau of the Defense Subcom-
mittee's plans to hold hearings in March.

A good deal has happened since the meeting in your office on May 7. You
have been kept advised of the success which we have had in transferring respon-
sibility for paint and handtools from the Department of Defense to the General
Services Administration.

With respect to the second numbered point in your letter of December 19,
the General Services Administration and the Department of Defense have
carried on extensive and fruitful conversations for next steps in bringing about
better integration of the supply system. I am sure they will report fully upon
these developments at the time of the hearing.

We have also made some progress on other fronts, not the least encouraging
piece of that progress being acceleration of the civilian supply catalog. The
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subsistence study about which we told you has been completed, and the Bureau
is now having discussions with Defense, General Services Administration, and
Veterans' Administration on improvements in subsistence procurement and
distribution.

I shall appreciate it if, at the appropriate time, you will send to us, to the
General Services Administration, and to the Department of Defense any specific
points to which you would like to have us discuss at the time of the hearing.

Sincerely, ELMER B. STAATs. Devutv Director.

MEMORANDUM FOR THE ASSISTANT SECRETARY OF DEFENSE (INSTALLATIONS AND

LOGISTICS) AND THE ADMINISTRATOR OF GENERAL SERVICES

Subject: Agreement between DOD and GSA governing supply management
relationships.

1. Attached is a proposed agreement covering the subject which has been
worked out between our respective representatives.

2. Essentially, the agreement is designed to eliminate avoidable duplication
between DSA and FSS in performance of supply management responsibilities
pertaining to civil agency and Defense requirements for personal property.

3. It recognizes the essentiality of each agency maintaining separate supply
management capability and provides for the fitting together of those separate
capabilities in a coordinated Government-wide supply system.

4. Key terms used in the agreement are defined for the sake of clarity and the
principles governing our coordinate operations are set forth. The agreement
provides for FSS assumption of Government-wide supply management responsi-
bilities for groups, classes, or items selected under criteria established by the
agreement and for DSA assumption of supply management responsibility for
Defense requirements determined under the same criteria. Provision is included
for DSA assumption of Government-wide supply management responsibility for
selected groups, classes, or items under stated circumstances. Adequate safe-
quards are incorporated to insure that the responsibilities of DSA and FSS to
insure effective and economical support of Defense and civil agencies are fully
discharged. To this end, the agreement accepts the need for Defense manage-
ment of certain items which are also managed by the Federal Supply Service for
civil agencies.

5. Express provision is made for cross-utilization of facilities, capabilities, and
services where such action will promote economy and efficiency of supply support
to Defense and civil agencies.

6. The criteria embodied in the agreement under which assignment of supply
management responsibility as between DSA and GSA will be determined is
limited to those groups, classes, or items which now are or hereafter may be
assigned within DOD for integrated management by DSA.

7. The agreement includes an understanding that GSA's total supply man-
agement capabilities will be available to DOD in times of national emergency
and that GSA will honor the Defense priority system in peacetime.

8. The agreement recites the method by which supply management responsi-
bilities assigned thereunder will be implemented and expresses the intention of
the parties that the assignment determinations thereunder will fix the manage-
ment responsibilities of DSA and GSA, as between themselves, for a minimum
period of 5 years.

9. It is proposed to proceed with a test of the commodity management cri-
teria set forth in the proposed agreement. This test will call for actual joint
application of the criteria to certain groups, classes, or items to be jointly se-
lected by DSA and FSS. The test will be initiated immediately following your
approval of this memorandum and will be expedited to completion at the earliest
possible date. The agreement is subject to such modification of criteria or other
terms as the test may show to be necessary or desirable and is therefore not bind-
ing on either parties except for the conduct of the test. AU such modifications
as prove to be necessary or desirable will be incorporated and the agreement
in final form presented for your formal acceptance at that time.

10. We consider that the principles underlying this agreement are sound. The
agreement, including the criteria and other terms embodied in it if proved to be
feasible in practical application, could represent a fulfillment of the obligation
of DOD and GSA to Joint Economic Committee Chairman Douglas to develop
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a plan for a Government-wide supply system, which was the subject of his recent
reminder letter, dated December 19, 1963.

A. T. McNAMAIRA,
Director, Defense Supply Agency.

JANUARY 10, 1964.

Approved:
THOMAs D. MORRIS,

Assistant Secretary of Defense (I. & L.).
JANUJARY 13, 1964.

JOHN M. McGEE,
Acting Commissioner, Federal Supply Service.

JANUARY 9, 1964.
Approved:

BERNARD L. BOUTIN,
Administrator of General Services.

JANUARY 10, 1964.

AGREEMENT BETWEEN GSA AND DOD GOVERNING SUPPLY MANAGEMENT RELATION-
SHIPS

This agreement is entered into between the Department of Defense and the
General Services Administration in furtherance of the principle of providing for
the Federal Government an efficient and economical Governmentwide system
for the procurement and supply of personal property and nonpersonal service,
eliminating unnecessary overlapping and duplication within the Government's
supply system, and to establish a sound and continuing basis for assignment of
responsibility for management of commodities determined to be susceptible to
integrated management within the Department of Defense and those susceptible
to integrated management within the Federal Government as a whole.

It is hereby agreed that-
1. The maintenance of centralized supply management capability by the De-

fense Supply Agency within the Department of Defense as an integral part of
the military supply system and by the Federal Supply Service within the General
Services Administration as a source of supply for all executive agencies is essential
to the performance of the basic statutory responsibilities and missions of their
respective parent agencies; and

2. The supply management capabilities of each of the respective agencies can,
through cooperative arrangements, successfully be fitted together to form a co-
ordinated supply system for the Federal Government, with clearly defined re-
sponsibilities of each component, and with sufficient control concerning assigned
responsibilities retained by each to assure successful performance of basic missions.

3. Definitions.-Key terms used herein are defined for the purposes of this
agreement as follows:

a. Supply services within the scope of this agreement include-
(1) Preparation and maintenance of specifications.
(2) Preparation of supply catalogs.
(3) Coordination of standardization activities.
(4) Determination of method of supply.
(5) Development of arrangements for supply support.
(6) Computation of inventory replenishment requirements.
(7) Purchasing.
(8) Provisioning for the commodities concerned; if required.
(9) Stock control.
(10) Mobilization planning.
,(11) Receipt.
:(12) Storage.
(13) Issue.
(14) Contract administration services.

*b. Integrated Supply Management.-The performance by a separately organized
:agency of supply services in support of other agencies.

c. Centralized Supply Management.-Performance or supervision by a single
.agency of the complete range of supply services.

d. Centralized Inventory Management.-Maintenance and control of commodity
inventories for distribution to eligible users.

e. Centralized Purchasing.-Establishment by a central supply manager or
,other agency of centrally controlled procurement activities as sources of supply
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for commodities which are delivered to user or to another agency's inventory
distribution system.

f. Decentralized Commodities.-Commodities authorized by the central supply
manager for procurement by using agencies, through direct placement of orders
on commercial supply sources, including Supply Schedules negotiated by a central
supply manager.

g. Support of Decentralized Commodities.-Arrangements made by the central
supply manager to obtain commodities authorized for local procurement when a
using activity is unable to procure for itself.

h. Primary Federal Supply Service Group or Class.-A Federal supply group or
class which is assigned, on the basis of agreed criteria, as a group or class for
management by the Federal Supply Service for both civil agency and Defense
users. This does not require that every item within the group or class qualify
under the agreed criteria for assignment to the Federal Supply Service, but that
the number of items not so qualifying be sufficiently small to permit them to be
segregated under the exception procedures provided for in paragraph 10.

i. Primary Defense Supply Agency Croup or Class.-A Federal supply group or
class which is assigned, on the basis of agreed criteria, as a group or class for man-
agement by the Defense Supply Agency for Defense ursers, subject to the excep-
tion procedures cited in (h) above. Certain Primary Defense Supply Agency
groups or classes may be assigned, by agreement, for both Defense and civil
agency users.

j. Split Management Classes.-Federal supply classes which do not qualify as
primary Federal Supply Service or primary Defense Supply Agency classes.

4. a. The following classes or items within classes are not within the scope of the
provisions of paragraph 10 of this agreement, except as provided in subparagraph
(b) below:

(1) Classes of items which have not been designated within DOD on the
date of this agreement for integrated management within DOD;

(2) Items within classes which have been retained on the date of this
agreement for management by each of the Military Services under DOD
approved coding criteria; and

(3) Items within classes which have been retained for management by
Federal civil agencies.

b. The provisions of this agreement shall apply to any additional groups or
classes of items which may hereafter be determined to be susceptible to integrated
management with DOD and shall become effective as to such additional groups
or classes of items upon their management classification.

5. a. It is the primary mission of-
(1) The integrated military supply management system assigned to the

Defense Agency to provide supply support to organized military units; and
(2) The Federal Supply Service to support the common supply require-

ments of executive agencies.
b. These different purposes provide a sound basis for differentiation of the

respective supply management assignments of the Federal Supply Service and the
Defense Supply Agency;

c. For their intended purposes and for support of their respective users, both
DSA and FSS have access to managerial talent and systems; each is responsible
for supply management requirements of sufficient magnitude to realize the
economies of scale; and

d. Supply requirements common to both military and civilian agencies can,
under certain circumstances, be met by assignment of centralized supply manage-
ment responsibilities or selected supply services for Governmentwide support of
certain groups, classes, sub-classes, or individual items to either FSS or DSA.

6. The intent of the statutory supply responsibilities vested in the General
Services Administrator and the Secretary of Defense can best be realized by
DOD and GSA observance of the following principles:

a. The Defense Supply Agency is responsible for insuring maximum responsive-
ness and economy in the supply of all Defense-used commodities not retained for
management by the Military Services and, in the discharge of this responsibility,
will make maximum use of the supply management capabilities of the Federal
Supply Service, consistent with the requirements of military readiness.

b. The Federal Supply Service, in discharging its responsibility to provide for
the Government an economical and efficient system for the procurement and
supply of personal property and nonpersonal services with "due regard to the
program activities of the agencies concerned," accepts the necessity for retention

46-048-65-15
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of control within the Department of Defense of supply services essential to the
conduct of military missions.

c. The Defense Supply Agency will furnish supply management services to all
Federal agencies under conditions specified elsewhere herein.

d. Where utilization by each agency of the specialized capabilities and facilities
of the other will promote increased responsiveness to the needs of civil agency and
Defense users and economy and efficiency for the Government as a whole, certain
supply management services may be retained by a military or civilian agency or
assigned by the central supply manager to another agency. It is agreed, however,
that DSA and FSS shall continue to strive to work out mutually satisfactory
arrangements for full coordination in performance of specification, cataloging,
and standardization functions. Supply services which may be retained by or
assigned to other agencies include:

(1) Preparation and maintenance of specification.-In the case of supplies
for civil agency use, this function may be performed by the central supply
manager or assigned by such manager by agreement to another agency; for
Defense-used commodities, final responsibility is retained by the Military
Services.

(2) Cataloging and coordination of standardization actions.-For civil
agencies, coordination of these functions is a responsibility of the central
supply manager; for Defense Department components, this responsibility
is retained by the Department of Defense for all commodities used by it.

(3) Contract Administration Services.-For purposes of this agreement,
responsibility for this function, including quality control, will remain with
the agency responsible for centralized purchasing.

(4) Purchasing support.-Use by each agency of the purchasing capabilities
of the other, particularly where both agencies draw upon the same com-
mercial or industrial sources.

(5) Warehousing sup port.-Use by each of the warehousing facilities of
the other where facilities of both agencies are located or would need to be
located in the same geographic areas.

e. The role of the Federal Supply Service as coordinator between the Defense
Supply Agency and civil agencies and the role of the Defense Supply Agency as
coordinator between the Federal Supply Service and the Military Services is
intended to insure consistency of policy and procedures governing centralized
supply management, particularly with respect to changing existing arrangements
or establishing new arrangements, but these coordinating responsibilities do not
preclude direct day-to-day communications between supply sources and users
within the purview of established supply support arrangements.

7. The Federal Supply Service shall assume centralized supply management
responsibility for all Federal users for those commodity groups or classes which
are designated by agreement, in accord with criteria set forth in paragraph 10
below, as primary GSA classes, except for those services listed in paragraph 6 for
retention by the Department of Defense.

8. The Defense Supply Agency will perform centralized supply management
services for Defense users and for other Federal agencies, as agreed, for those
commodity groups or classes which are designated as primary Defense Supply
Agency classes. Specifically, the Defense Supply Agency agrees to consider
support of all Federal agencies for groups and classes in the following commodity
areas: Subsistence, Clothing and Textiles, Medical, Petroleum, and Electronic
supplies. Agreement with respect to the classes to be supported and the range of
supply services to be furnished is contingent upon (a) determination by DSA that
support of civil agencies will not impair DSA's capability to support military units
in war or peace and will not significantly increase DSA's operating costs or inven-
tory investment; (b) determination by GSA that the establishment of a separate
capability by the Federal Supply Service to support Federal civil agencies would
result in significantly higher costs to the government than support by the Defense
Supply Agency; and (c) completion by GSA of arrangements for extension of
integrated supply management for the commodity areas in question to the Federal
civil agencies. Should the General Services -Administration determine, with
respect to any other classes or items, that Governmentwide economies and
improved responsiveness can be gained through support of all Federal agencies by
the Defense Supply Agency, it shall make a recommendation to that effect to the
Department of Defense.

9. In split management classes, civil agency and Defense users will look to the
Federal Supply Service and the Defense Supply Agency, respectively, for coordina-
tion of supply management actions affecting items in such classes and for support,
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where necessary, of decentralized items. Sub-groups or items within such classes
which are designated for management by the Federal Supply Service, will be
referred for centralized purchasing or centralized inventory management by the
Federal Supply Service.

10. The Federal Supply Service and the Defense Supply Agency will undertake
a joint review of all groups, classes, or items designated for integrated manage-
ment within the Department of Defense with a view to agreeing upon assignment
of supply management responsibilities as between the Defense Supply Agency
and the Federal Supply Service to be determined under the following general
criteria applied first, by groups; second, by class; third, by subclass or family
relationships; and last, by individual item. Both parties to this agreement affirm
that the criteria set forth below as governing the assignment of management to
DSA constitute a sound basis for the exercise of the statutory authority vested
in the Secretary of Defense to exempt the Department of Defense from actions
taken by the Administrator of the General Services Administration under Federal
Property and Administrative Services Act, as amended; and that the criteria
governing assignment to the Federal Supply Service are applicable to all Defense-
used items not qualifying for such exception.

a. The use of the criteria set forth below will require adequate controls to
assure consistency of application. Provision must also be made for review and
negotiation after application of the criteria to assure that a supply management
method is adopted which will provide optimum governmentwide economy con-
sistent with military readiness. It is therefore agreed that-

(1) A procedure for application of these criteria will be jointly developed
and approved by the Director, Defense Supply Agency, and the Commis-
sioner, Federal Supply Service, GSA.

(2) The controls referred to above and the procedures for application of
the criteria will be developed and implemented by a committee which will be
established in accordance with Annex A to this agreement.

(3) All items which do not meet the requirements of DSA management
criteria 2 through 5 below will be reviewed by the committee to determine
the appropriate management assignment in the light of the other criteria
and the general policy set forth above.

(4) Any item may be referred to the committee for comprehensive analysis
when it is considered that application of the criteria in accordance with
established procedures does not provide optimum governmentwide economy
consistent with the requirements of military readiness.

(5) The committee will give special attention to detailed review of items
which are identified as meeting the DSA managed criteria but are also
extensively used by Federal civil agencies.

b. Supply Management Assignment Criteria

DSA Managed GSA Managed

1. Groups, classes or items essential to 1. Groups, classes or items used
the conduct of military missions (for throughout the Federal Government (for
committee use only). committee use only).

2. Items specially designed for military 2. Items which are commercial in
use. nature and similar to those produced by

3. Items subject to return for depot industry for general consumption by the
level repair. civilian economy.

4. Items essential to operational readi-
ness of weapons systems and military
designed equipment.

5. Items which are essential to health,
safety and survival of personnel in the
p erformance of military missions.

c. In the conduct of the joint review, first priority shall be given to the identi-
fication of commodity groups or classes which, because they consist predominantly
of items satisfying the appropriate criteria set forth above, can be assigned as
primary Federal Supply Service or Defense Supply Agency groups or classes.
*Upon such designation, the group or classes shall not be subject to further review
except that either agency may, upon its own initiative propose specific items for
excepted assignment and shall j Justify its proposal by a clear demonstration that the
proposed exception satisfies the criteria agreed upon for the proposed assignment.
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d. Where group or class assignments cannot be agreed upon, the joint review
will then identify families of items within classes which satisfy the criteria for
management assignment to the Federal Supply Service or the Defense Supply
Agency. Items within such families which are clearly identifiable with special
military users may be proposed and justified as item exceptions under the condi-
tions set forth above for exceptions to group or class assignments. All remaining
items will be subject to individual joint review under the agreed criteria.

e. It is recognized that by reason of scope and diversity of usage, certain items
will, to some degree, satisfy both sets of criteria set forth above. In such in-
stances, exhaustive item-by-item analysis will be made with a view to assigning
central supply management responsibility for such items to the Federal Supply
Service wherever consistent with assured support of military forces. Where the
Secretary of Defense determines that military considerations require central man-
agement within the Department of Defense of items which are also widely used
by civil agencies, management by both the Defense Supply Agency and the Federal
Supply Service will be accepted under the terms of this agreement. Centralized
purchasing of such commodities will be assigned to the Federal Supply Service in
those instances where the Federal Supply Service purchases the items centrally
for civil agencies.

f. Within the commodity ranges assigned to each agency for centralized supply
management, the joint review will explore all opportunities for full utilization by
eacy agency of the specialized functional capabilities and facilities of the other
pursuant to subparagraph 6(d) above.

g. The Defense Supply Agency and the Federal Supply Service will retain final
responsibility for insuring the availability of items in split management classes
which are decentralized for local procurement by Defense and civil agency users,
respectively. Where Federal Supply Schedules exist for Defense-used decen-
tralized items in these classes, the Department of Defense will use such schedule
as the primary source of supply. The Federal Supply Service agrees that cen-
tralized inventory management will not be provided for these items to Defense
users without prior coordination with the Defense Supply Agency. The Depart-
ment of Defense, in turn, agrees that it will not provide centralized inventory
management for decentralized items supported in whole or in part by Federal
Supply Schedules without prior coordination with the General Services Adminis-
tration.

h. It is recognized that, under existing circumstances, items in split manage-
ment classes otherwise satisfying criteria for assignment to the Federal Supply
Service may not qualify for centralized inventory management under policies and
criteria established by it. In these instances, the Federal Supply Service will so
advise the Defense Supply Agency, identifying those items which it is prepared
to support through Federal Supply Schedules. With respect to such of those
items which the Defense Supply Agency thereafter determines to require central
inventory management to assure support of military forces, the Defense Supply
Agency may assume centralized inventory management. With respect to such
of those items as the Defense Supply Agency determines do not require centralized
inventory management within the Department of Defense, final responsibility for
assuring availability to support military forces remains in the Defense Supply
Agency.

11. The General Services Administration will honor the Defense Uniform
Materiel Issue Priority System during times of peace, and in the event of national
emergency, the full supply management capabilities, facilities, and resources of
the Federal Supply Service will be available for the supply support of the Depart-
ment of Defense, and upon determination by the President that such control is
required in the interest of national security, will come under the operational con-
trol of the Secretary of Defense. The Department of Defense will take this
assurance into account in formulating emergency plans, and to this end, jointly
with the General Services Administration, will insure that their respective systems
and procedures are so coordinated as to facilitate effective support of military
emergencies.

12. Upon approval of this agreement, the Defense Supply Agency and the
Federal Supply Service will proceed to formulate findings and determinations
with respect to commodity and functional assignments consistent with the pro-
visions of this agreement, including the identification of related funds, personnel,
property, and records. Supply management assignments resulting from these
actions will be made effective upon completion of all findings, but actual manage-
ment transfers will be so scheduled as to insure adequate dissemination of infor-
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imation and direction to subordinate and supported elements as necessary to effect
-orderly transfer and realignment actions.

13. The parties to this agreement anticipate that these determinations will
stabilize their respective management assignment for a period of at least five
years as between themselves, except for the review of additional supply classes
determined to be susceptible to integrated management, as provided for in para-
,graph 4(b) above. Provision will be made for protection of the integrity of
agreed management assignments through coordination of procedures with respect
to standardization actions and the replacement of items managed by each agency
by new items entering the supply system.

14. This agreement, providing a method for determining and implementing
assignment of supply management responsibilities between DSA and GSA, is
intended to constitute for a minimum period of five (5) years the vehicle of fixing,
.as between themselves, the supply management responsibilities of DSA and GSA,
it being understood and agreed that this agreement may be revised or modified
from time to time, by mutual assent, for purposes of clarification, refinement, and
improvement, upon the basis of experience thereunder.

Approved:
PAUL R. IGNATIUS,

Assistant Secretary of Defense,(I. & L.).
December 12, 1964.

Approved: BERNARD L. BOUTIN,

Administrator of General Services.
November 6, 1964.

CHARTER PROVISIONS FOR DSA/FSS MATERIEL MANAGEMENT REVIEW COMMITTEE

Committee composition
The committee will be comprised of equal representation from DSA and FSS.

Purpose
(1) Develop and maintain procedures for application of agreement criteria;

(2) assure consistency in the application of the criteria; (3) expedite the resolution
of problems; and (4) coordinate with other related programs.

Functions
(1) Analyze the item content of FSC Groups, Classes or other item categories

to identify item groupings which can be assigned to FSS or DSA management
without extensive item by item coding or with a limited coding process.

(2) Determine which FSC Groups or Classes must be subjected to comprehen-
sive coding for determination of appropriate management assignment in accord-
ance of with the agreement. Develop proposed schedules for coding and

(a) Indoctrinate coding activities in coding procedures or source data
requirements to facilitate analysis by the committee.

(b) Monitor and validate the coding operation for compliance with the
intent of the agreement.

(c) Review coding and designate FSC Groups, Classes, item families, and
individual items for assignment to the DSA or the FSS for management.

(d) Develop proposed time phased plan for implementation of the agree-
ment and transfer of item cognizance, including development of data to
indicate resource implications.

(e) Develop recommendations for deviation from the proposed agreement
in the assignment of item management when such action is determined to
be feasible for assuring economical and responsive supply management.

(f) Negotiate under the terms of the agreement to develop item manage-
ment assignment recommendations which are economically feasible and
acceptable to the DOD and the GSA.

(g) Provide professional advice to higher echelon on material management
matters and the potential impact of transferring item management in terms
of Xesources.

(h) Develop smooth interagency working relationships as related to com-
modity management and the interface of material cognizance with legislative
matters.

4¢-048-65-16
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Responsibility and authority
(1) Proposals developed by the committee will be forwarded concurrently to

the Director, Defense Supply Agency, and the Commissioner, Federal Supply
Service, or their designated representatives, for final approval prior to imple-
mentation. Guidance to the committee will be provided from these same
channels, as required.

(2) Problems which cannot be resolved by the committee will be referred
concurrently to the Director, Defense Supply Agency, and the Commissioner,
Federal Supply Service, GSA, for resolution.

REPORT ON SUPPLY MANAGEMENT OF PAINT AND OTHER SHORT-SHELF-LIFE-ITEMS,
DEPARTMENT OF DEFENSE, GENERAL SERVICES ADMINISTRATION, AND OTHER
FEDERAL AGENCIES

COMPTROLLER GENERAL OF THE UNITED STATES,
Washington, D.C., April 2, 1965.

B-150417
The Honorable PAUL H. DOUGLAS,
Chairman, Subcommittee on Federal Procurement and Regulations,
Joint Economic Committee,
Congress of the United States.

DEAR MR. CHAIRMAN: In accordance with recommendations of your Sub-
committee in September 1964 and discussions with your staff, we have examined
into the supply management of paint and other short-shelf-life items in the De-
partment of Defense, the General Services Administration, and, to a limited
extent, other Federal agencies.

Our review effort, which was limited in order to provide the Subcommittee
with information by March 1965 as requested, identified the inadequacy of existing
control procedures as well as a need for closer supervision over the implementation
of prescribed procedures. The results of our limited review indicated that losses
from paint and related products occurred primarily because of deficient supply
management practices in the Department of Defense and that similar deficient
practices, in civil as well as defense agencies, had caused losses from other short-
shelf-life items.

A joint shelf-life materials study group, consisting of representatives of the
General Services Administration and the Department of Defense and set up
pursuant to your Subcommittee's request, also identified certain management
deficiencies. The group prepared a report of its findings and recommendations
which was submitted to the Deputy Assistant Secretary of Defense (Supply and
Services) on February 10, 1965. Copies of the report were made available to us
informally on February 24, 1965, with the understanding that at that time it did
not represent a firm position of either agency.

The study group's recommendations included a proposed Department of
Defense instruction and an interagency agreement, which we believe are desirable
to provide a basis for procedural improvements in certain areas. However, cer-
tain of the other recommendations made by the study group require clarification.
Moreover, problem areas discussed in the sections of our report dealing with the
management of paints and other shelf-life items do not appear to be covered in
the proposed procedures. In our opinion, the proposed procedures, if expanded
to cover the deficiencies noted in our reviews and if properly implemented, should
result in reduced future losses from short-shelf-life items. In our future reviews,
we will inquire into the effectiveness of these procedures.

Inventory reductions totaling about $3.6 million occurred during the transfer
of paint and related products from the Defense Supply Agency to the General
Services Administration and the Department of the Navy. Of these inventory
reductions, items worth $2.5 million were identified as (1) excess to requirements-
$545,300, (2) deteriorated and unfit for use or otherwise classified as not ready
for issue-$823,300, and (3) not accounted for as a result of deficient stock rec-
ords-$1,155,400. The additional $1.1 million was for paint disposed of by the
Navy as excess or otherwise not usable.

In addition, our limited review disclosed that, prior to the transfers, the Defense
Supply Agency decreased its inventory balances by approximately $2 million
because stocks of these materials could not be physically located or were unfit for
use.

Although we were unable to determine and fully develop all the conditions
leading to the losses due to excess or deteriorated paint, we found evidence that
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basically the losses were attributable to deficient supply management practices
within the Department of Defense. These practices primarily involved (1) the
use of inaccurate data in computing requirements, (2) failure to issue the oldest
stocks first, (3) failure to fill requisitions of items in short supply from excess
stocks of substitutable material, (4) failure to promptly return excess stocks to
the supply system for reissue, and (5) failure to terminate procurement actions
when requirements for items decreased.

During the course of our reviews of Federal agency operations, we have identi-
fied and continue to identify unnecessary costs resulting from basic deficiencies in
supply management, many of which are clearly related to deterioration identified
in short-shelf-life items. These deficiencies involve (1) stocks becoming overaged
and deteriorated because of ineffective inventory controls and warehouse practices,
(2) premature disposal because of failure to extend shelf-life expiration dates, and
(3) unnecessary procurement and accumulation of stocks because of ineffective
requirements controls and failure to utilize substitutable items in excess or long
supply. We have also identified a need for better interagency coordination in
redistributing stockpile excesses and oldest stocks to meet Government-wide needs.

In view of the time limitation on reporting to your Subcommittee, we were
unable to solicit comments on this report from the Department of Defense, the
General Services Administration, or other Federal agencies involved.

We trust that our report provides you with the information required. If we
can be of further assistance, please let us know.

Copies of this report are being sent today to the Secretary of Defense and the
Acting Administrator, General Services Administration, for their information,
pursuant to arrangements with your staff. We plan to make no further distribu-
tion of this report unless copies are specifically requested. and then only. after your
approval has been obtained or public announcement has been made by you con-
cerning the contents of our report.

Sincerely yours,
JOSEPH CAMPBELL,

Comptroller General of the United States.

Introduction

At the request of the Subcommittee on Defense Procurement, Joint Economic
Committee, in its report on the "Economic Impact of Federal Supply and Service
Activities, September 1964," the General Accounting Office has examined into
certain aspects of the management of short-shelf-life items, with particular. em-
phasis on paints and related products, in the Department of Defense (DOD),
General Services Administration (GSA), and to a limited extent, other Federal
agencies.

Our review was conducted primarily at activities within the Defense Supply
Agency, the DOD, and the Federal Supply Service, GSA. Additional informa-
tion concerning the scope of our review is contained on page 42 of this report.

Background information
General

Basic policies governing the operation of Government supply systems are
generally prescribed by the Office of the Secretary of Defense and~the Administra-
tor, General Services Administration. These agencies constitute the largest sup-
ply systems servicing military and civilian agencies.

Department of Defense
Prior to the establishment of the Defense Supply Agency (DSA) in January

1962, each military department was responsible for operating and maintaining a
supply system for the common-use items needed by its own forces, except that, for
certain items, support for all military services was provided by single supply
managers as directed by DOD. With the creation of DSA, various single manager
functions previously assigned to the respective services were transferred to DSA.
These single manager assignments included such commodity areas as clothing, con-
struction, electronics, general, medical, petroleum, subsistence, and industrial
supplies and equipment.

Control of DSA inventories is distributed among eight Defense Supply Centers.
Their primary functions are to compute replenishment requirements for assigned
items; maintain complete records of inventory status and transactions; procure
needed items; and direct shipment action, as appropriate. Other related activities
at a Center include cataloging, standardization, and installation management.
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The DSA warehousing and distribution system for military supplies and equip-
ment is an integrated system consisting of 7 principal distribution depots, 4
specialized support points, and 18 direct supply support points. DSA commodities
are stocked in these 29 installations and 47 military departmental using locations
throughout the United States. DSA managed approximately 1,328,000 line
items with an inventory valued at about $2.23 billion at June 30, 1964. Pro-
curement of supply materials and equipment by DSA amounted to about $2.7
billion during fiscal year 1964. The number of personnel assigned to DSA
activities was 31,141 at the end of the fiscal year.

The policies established by the Office of the Secretary of Defense (OSD) are
issued in the form of DOD directives and are required to be implemented by each
of the military services and DSA.

General Services Administration
Under the General Services Administration, the Federal Supply Service (FSS)

is responsible for (1) the procurement and supply distribution of standard com-
mercial-type goods and (2) the procurement of certain services for Federal agencies
including the Department of Defense. In addition to this Government-wide
procurement responsibility, FSS catalogs items, develops Federal standards and
specifications, and provides inspection and other quality control services. FSS
also establishes Government-wide supply management programs and regulations
to promote uniformity and efficiency in supply operations for civilian agencies.

FSS buying is divided into three major areas: (1) replenishment of supplies
and equipment stocked in GSA supply depots and shipped to Federal agencies
when needed, (2) establishment of about 120 Federal Supply Schedules covering
more than 700,000 items procured under about 1,300 indefinite quantity term
contracts, and (3) definite quantity purchases on a wide variety of other supply
items for Federal agencies. Procurement operations are performed by the
Central Office and the regional buying groups.

The FSS warehousing and distribution system for supplies and equipment
consists of 15 major supply depots, 7 supply depot annexes, 4 auxiliary storage
facilities, 23 self-service stores, 4 export operation facilities, and 6 other specialized
facilities. FSS managed approximately 34,900 line items with an inventory
valued at about $182.7 million as of June 30, 1964. Procurements by FSS
amounted to about $1.55 billion for fiscal year 1964, of which $301 million was for
supply system replenishment, $264.4 million was for direct delivery to ordering
agencies under FSS-awarded contracts, and $985.5 million represented orders
placed by civilian and military agencies directly with suppliers tinder the Federal
Supply Schedules. The number of personnel assigned to FSS activities was 3,972at the end of fiscal year 1964.

The policies established by GSA for management of personal property are issued
in the form of Federal Property Management Regulations (superseding GSA,
Title I, Personal Property Management Regulations) and are required to be
implemented by each of the civilian agencies and FSS.
Short-shelf-life items

A shelf-life item has been defined as any item that has deteriorating char-
acteristics to a degree that a limited storage time period must be assigned. OSD
has not issued any overall policy directive on management of limited shelf-life
items. DSA and each of the military bervices, however, use the same basic
instruction, the Joint Storage and Materials Handling Manual, and have pre-
scribed certain operating procedures for limited shelf-life items. These instruc-
tions generally provide for (1) use of the first-in, first-out method of issuing at the
depot level, (2) surveillance cycles, including testing and examination of stock
samples as appropriate, to determine suitability for extending shelf-life time of the
stocks, (3) condition codes for reporting to the appropriate manager, stocks of
items which are not in a readv-for-issue status and require testing or examination
to determine their suitability for issue, and (4! consideration of shelf-life limitations
when computing economic order quantities.

We have been informed that about 36,300 line items with limited shelf life,
valued at approximately $654 million, were managed within DOD as of December
31, 1964. DSA managed approximately 7,300 of these items, valued at about
$123.6 million, as of that date.

GSA has not issued any specific policy directives on management of limited
shelf-life items for guidance of civilian agencies. FSS has published two hand-
books which are available for use by Government agencies: (1) a document
entitled "Storage Guide for Limited Shelf-life Items" dated April 1961 and (2) a
scientific management document entitled "Economic Order Quantity" dated
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February 1961. The former document generally describes the limited shelf-life
periods under various storage conditions for various semiperishable commodities.
The latter document indicates that special consideration would have to be given
in the use of the economic order quantity inventory and procurement procedures
when applied to limited shelf-life items. The FSS also issued, for use of its
regional offices and supply depot personnel, (1) an instruction dated July 1961
establishing responsibilities and operating procedures for procuring, storing,
inspecting, and issuing stock items having limited shelf life and (2) an inventory
management handbook dated December 1960 which restricted the reorder amount
of a limited shelf-life item carried in the FSS supply depot system.

We were informed that FSS managed about 3,500 limited shelf-life items,
valued at approximately $25 million, as of December 31, 1964.
Transfer of procurement and management of paint

Prior to October 1, 1960, the inventory management responsibility for Federal
Supply Group (FSG) 80, paints and related items, was assigned to the Mobile
Air Materiel Area, Mobile, Alabama, for the Air Force; the General Stores Supply
Office (GSSO), Philadelphia, Pennsylvania, for the Navy; and the Engineer
Supply Control Office, St. Louis, Missouri, for the Army. The General Services
Administration carried out most of these activities for all other agencies outside
the Department of Defense.

As of October 1, 1960, central inventory management responsibilities for
FSG 80 were transferred from the individual military services to the Defense
Industrial Supply Center (DISC), Philadelphia, which was formerly known as
the Military Industrial Supply Agency and prior to that as GSSO. At that time,
stocks of paint and related products were located at depots such as the Navy's
Supply Centers, the Air Force's Air Materiel Areas, and the Army's General
Depots. These depots subsequently became the DISC distribution system for
paint and related products and were responsible for (1) issuing items to the actual
users, (2) receiving items from manufacturers or other depots, (3) storing, con-
trolling, and maintaining stocks, and (4) reporting supply data to DISC.

The information reported to DISC was the basic data used by DISC to compute
the systems requirements. These requirements were satisfied through procure-
ment or redistribution of stock to depots which needed replenishment.

Under its system, DISC centrally managed about 1,500 different types of paint
and related products and made annual procurements averaging about $24.7
million to replenish these items. As of September 30, 1963, DISC had inven-
tories of paint and related products amounting to $16 million, as shown below:

Federal supply Commodity Inventory value
class (minions)

8010 -_ Paint-type items --------------- $12.8
8020 -Paint brushes - ---------.--------------------------------- 6
8030 -Preserving and sealing compounds -- 2.3
8040 - Adhesives -. . 3

Total -- --- 16&0

Stocks undelivered under existing contracts amounted to about $4.4 million.
Items included in Federal Supply Class (FSC) 8010, paint-type items, are

deteriorative in nature if not consumed within a certain period of time from the
date of manufacture. The shelf-life periods of paint and related products range
from 6 months to 5 years. Generally, DISC technical records showed a shelf-life
period of 2 years for most items with provisions to extend this period.

In order to identify the shelf-life period of each item, the date of manufacture
is marked on its packaging. As-a rule, when items on hand had reached their
shelf-life expiration period, the depots tested them to determine whether they
were suitable for use, and, if so, the expiration periods were extended. This
procedure was continued, if necessary, until the items were unfit for use and were
disposed of.

A DOD/GSA understanding in June 1963 provided the general framework for
GSA's assumption of procurement and management of -handtools and paint.
GSA was to be responsible for cataloging, preparing and publishing specifications,
determining method of supply, performing procurement, and performing quality
control functions. DOD was to be responsible for- conducting mobilization
planning; determining requirements for and desired positioning of mobilization
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reserve stocks; and, in coordination with GSA, performing certain cataloging
and specifications operations. Implementation of the understanding called for
the assumption by GSA of procurement and management of paint by September
30, 1963.The agencies in August 1963 agreed on the basic conditions for the transfers
of paint and related transfers of personnel and funds. Both DSA and GSA were
financed through the use of stock funds. The transfer of accountability for
paint involved a reduction in the stock fund of the transferring organization
(decapitalization) and an increase in the stock fund of the receiving organization
{capitalization). The amounts were based on DSA's recorded inventories.
Since it was recognized that the recorded inventories might not agree with the
actual physical inventories, a reserve was to be set up in GSA's stock fund to
allow for variances due to losses including deterioration.

The GSA/DSA agreement on the transfer of accountability and decapitalization
of FSG 80 brushes, paints, sealers, and adhesives was reached in August 1963.
This agreement recognized that (1) a limited quantity of paint and related products
would be held by DSA for mobilization reserve purposes and (2) other quantities
of paint would be decapitalized to the Department of the Navy for fleet support
purposes and for direct use by certain naval shore installations. The agreement
detailed (1) the scope of stock to be decapitalized including locations of stock
covered by the initial decapitalization and subsequent decapitalizations and stocks
excluded from decapitalization, (2) decapitalization reports, (3) reports of receipts
by GSA depots, (4) requisition processing, (5) physical movement of stock,
(6) procurements, and (7) returns of material.

On the basis of these agreements, DISC transferred its FSG 80 inventories to
the GSA and Navy during the period October 1963 to October 31, 1964. The
value of inventory transferred is shown below: Value of

iVentwcof

(milliomn)
General Services Administration -$13. 1
Navy- -7. 1

Total- - 20. 2
The first transfer of accountability for paint stocks to GSA was made on October

1, 1963, and amounted to $8,365,641 consisting of 4,918 items of paint stocked at
12 military depots.

In April 1964 the Director of the Bureau of the Budget (BOB) issued a deter-
mination order with respect to the transfer of funds and inventories from the
Department of Defense to the General Services Administration incident to the
assumption by the latter agency of the responsibility for certain paint and hand-
tool items. Approximately $2.38 million in operating funds for fiscal year 1964
were transferred from DOD to GSA.

The BOB agreed to a proposal that GSA pick up the inventory transfers of
paint and handtools in accordance with DSA's recorded values and establish a
$20- million reserve for losses due to transportation factors, material unsuitable
for issue, excesses as identified, and other inventory adjustments. On or before
June 30, 1966, the final inventory is to be identified and the reserve is to be written
off as appropriate.
* The principal officials of the Department of Defense, General Services Admin-
istration, and other Federal agencies responsible for the activities discussed in
this report are listed in the appendix.

Findings
Deficiencies and problem areas in supply management of paint and related products

Inventory reductions totaling about $3.6 million occurred during the transfer of
paint and related products from DSA to GSA and the Department of the Navy.
Of these inventory reductions, items worth $2.5 million were identified as (1)
excess to requirements-$545,300, (2) deteriorated and unfit for use or otherwise
classified as not ready for issue-$823,300, and (3) not accounted for as a result of
deficient stock records-$1,155,400. The additional $1.1 million was for paint
disposed of by the Navy as excess or otherwise not usable.

During the period June through September 1963, prior to the transfers, DISC
decreased its inventory balances- of paint and related products by approximately
$1.4 million because stocks of these materials could not be physically located.
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Prior to transfer, DISC also disposed of about $618,000 worth of paints and related
products which were determined to be unfit for use.

We believe that the major factor which led to these actions could be attributed
to the poor supply management practices in the Department of Defense prior to
October 1, 1963. Specifically, it appears that losses because of excess and de-
teriorated paints have resulted primarily from (1) the use of inaccurate data in
computing requirements, (2) failure to issue the oldest stocks first, (3) failure to
fill requisitions of items in short supply from excess stocks of substitutable material,
(4) failure to promptly return excess stocks to the supply system for reissue, and
(5) failure to terminate procurement actions when requirements for items have
decreased.

In view of the limited time in which to develop the information required for
reporting to the Subcommittee, we have been unable to make a complete analysis
of the basic causes and total effect of the problems we identified. However, the
circumstances creating this situation are discussed in greater detail in the following
sections of the report.

As of December 31, 1964, recorded inventories of paint and related products
totaling about $13.1 million had been decapitalized and accountability had been
transferred from DSA to GSA. We were informed by GSA officials that all the
stock, except for about $4.4 million worth located at the Naval Supply Center,
Oakland, had been inspected as to usability by GSA inspectors who had physically
or visually inspected the paint. The selection of specific lots of paint to be
physically inspected was made on a statistical sample basis and was carried out
by GSA regional personnel at the locations where the paint was stored. We were
informed by GSA personnel that, except for paint valued at about $455,000, all
paint had been moved from military to GSA depots by January 31, 1965.

According to GSA records, inventory balances of about $1.3 million worth of the
decapitalized paint had been written off by GSA as of December 31, 1964. The
three categories of this write-off were as follows:

Category Amount
Excess usable paint -$120, 300
Excess deteriorated paint -517, 300
Stock adjustments (net shortages) -655, 400

Total write-off - 1, 293, 000
The excess usable paint was reported to have been in good condition but excess

to stockage requirements. We were informed that the excess deteriorated paint
was found by inspection and quality control testing to be unusable for stock issue.
Our review of about $168,000 of approximately $637,000 worth of excess usable
and deteriorated paint and related products has shown that about $122,000 worth
was set aside for transfer to the Department of Health, Education, and Welfare
for donation to States for educational, public health, or civil defense purposes;
about $27,000 worth was shipped to other Government agencies, and about
$19,000 worth was sent to a disposal sales center.

The amount shown as stock adjustments-$655,400-is the difference between
gross shortages of about $927,400 netted against gross overages of about $272,000,
as disclosed by GSA's physical inventories. The shortages represent recorded
inventories which could not be found. The overages represent paint found which
either was not recorded or was in excess of the recorded quantitites. Accordingly,
GSA found that differences totaling about $1.2 million existed between actual
and recorded inventories.

A limited survey at the GSA San Francisco Regional Office disclosed that as of
January 31, 1965, more than $5.1 million of the total of $13.1 million worth of
paint and related products had been decapitalized to the GSA San Francisco
Regional Office. The amounts and locations of this material were as follows:

Location Amount
Naval Supply Center, Oakland, Calif -$4, 451, 800
Naval Supply Center, San Diego, Calif -704, 648
Tracy Defense Depot, Tracy, Calif - 2, 161

Total - 5, 158, 609
We noted that the GSA write-off of paint and related products worth $1.3

million as of December 31, 1964, did not include the results of the quality control
inspection by GSA of the items located at San Diego and Tracy or the uninspected
items located at Oakland.
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However, review of GSA records at the San Francisco Regional Office disclosed
that approximately $285,000 worth of paint received from the Naval Supply
Center (NSC), Oakland, and $21,000 worth of paint received from NSC, San
Diego, had been found not ready for issue after GSA inspections. The total
amount of paint and related products which had been inspected at these two
locations was not readily available.

Further, the potential disposal of approximately $425,000 worth of fluorescent
paint is presently before the Commissioner, FSS, for decision. (See pp. 230 to 231.)

In addition, Navy financial records at the Fleet Material Support Office (FMSO)
showed that about $6.6 million worth of paint and related products were capitalized
and retained by various naval activities; whereas, DISC records showed that
$7.1 million worth of these items had been transferred. This difference of
$500,000 in inventory value could not be explained by FMSO officials. Also,
the FMSO financial records showed that, subsequent to the transfer, naval
activities had disposed of paint and related products worth about $1.1 million
which was either excess or otherwise not usable.

The poor supply management practices pertaining to paint and related
products noted during our review are discussed below.

Overprocurement resulting from inaccurate data in computing requirements
In computing requirements for paint and related products, DISC, on the basis

of demand data, computed a forecast of gross needs and then deducted the assets
that were available to arrive at the quantities to purchase. Errors in these supply
factors can cause significant overbuying of shelf-life material which may ultimately
be disposed of, as illustrated by the current inventory status of red-orange
fluorescent paint kits.

During the period March to December 1960, DISC purchased about 38,40O
fluorescent red-orange paint kits costing about $953,500. The quantities bought
were at the time computed to be enough for a 15-month period. According to
DISC records, however, it had on hand, about 3 years later, over 21,600 kits of
this paint valued at $520,320. This item has a shelf-life period of 2 years, but
this period may be extended if stocks of the item are tested and found to be fit
for use. This stock was recently tested and found to be in good condition and
ready for issue.

This red-orange fluorescent paint was used by the Air Force for marking air-
craft to aid in preventing midair collisions. Prior to the transfer of management
responsibility to DISC, in October 1960, the item was managed by the Mobile
Air Material Area (MOAMA). In order to have enough stock in its inventory
when it began to manage the item, DISC began to procure this kit in March 1960.
We were informed by DISC personnel that their computations were essentially
based on demand and asset data furnished to them by MOAMA. Following are
the computations made by DISC to procure this paint.

1. During mid-December 1959, MOAMA advised DISC that Air Force
sales of this kit were averagijng about 1,955 a month and that it had on
hand paint equivalent to about 5,100 kits. On this basis DISC computed
that it needed for a 9-month period about 17,600 kits, less the 5,100 on
hand, or a net requirement of 12,500. In March 1960, DISC purchased
under contract N155-52069 12,600 kits.

2. In May 1960, MOAMA advised DISC that its monthly sales were still
1,955 kits and that it had on order 9,872 kits but none on hand. On this
basis, DISC determined that it needed about 29,300 kits for a 15-month
period, less the 12,600 it previously ordered plus the 9,872 of Air Force
kits, or a net requirement for about 6,900. This quantity was purchased on
contract N155-565S8 awarded in Augjist 1960.

3. During September 1960, MOAMA again advised DISC that it had
sales of 1,955 kits a month and that it had 892 on hand and none on order.
As before, DISC computed that it needed 29,300 for a 15-month period and
after deducting the 19,500 ordered previously plus the 892 reported by the
Air Force, it determined a net requirement for about 9,000 kits. This
quantity was purchased under contract N155-59280 awarded in December
1960.

In addition to the above purchases amounting to 28,500 kits, DISC purchased
for the Air Force 9,872 units under contract N155-33053 in April 1960. These
kits were ordered by MOAMA on a Military Interdepartmental Purchase Re-
quest. MOAMA personnel determined that these kits were required to meet
Air Force needs until DISC assumed management.

On the basis of our review, we estimate that, of the 38,372 kits procured to
support the Air Force about a 2-year period, at least 25,300 were in excess of
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actual requirements. We found that MOAMA conducted a review in June 1961
of the over purchase. Its review disclosed that issues of these kits had been
about 9,000 annually or an average of 750 a month, but did not disclose how
MOAMA had determined that 1,955 kits were needed monthly. On the basis
of 750 kits a month, however, DISC would have needed 11,250 for a 15-month
month period instead of 29,300, or about 18,100 less than the quantity purchased.
Likewise, the Air Force order for 9,872 kits to support operations, until DISC
assumed supply management, was overstated by about 7,200.

Since detailed records covering the periods prior to the above procurements
were not available at DISC or MOAMA, we were unable to verify the sales
factor developed by MOAMA. However, our review indicated that the monthly
issue rate of 1,955 kits was significantly overstated. According to DISC records,
demand data since October 1960 averaged about 460 kits a month, which was
even less than the 750-issue factor developed by the Air Force. We found that
orange fluorescent paint was initially used by the Air Force during 1957 to mark
training aircraft. During 1959, this program was expanded to cover many other
types of aircraft. As a result, the issue experience prior to 1960 apparently
included that required for the initial painting of these aircraft.

According to DISC records, about 21,600 kits were in its supply system as of
September 30, 1963. Of these, 19,500 were transferred to GSA and 1,800 to
the Navy. The remaining 300 kits could not be located and were written off.
We also noted that DISC records, as of September 1963, showed an annual issue
of about 5,200 kits. Thus, the quantity on hand would constitute about 4 years'
supply.

In reviewing the history of this item after transfer of management to GSA,
we found that the GSA stock status register of October 22, 1963, showed that,
of an initial decapitalization, there remained 8,904 kits on hand to provide for
a monthly demand of 288, or an annual issue of about 3,450 kits.

Nevertheless, in February 1964, GSA contracted under an indefinite quantity
contract for an estimated 1,410 kits along with other fluorescent paint items with
a 50-percent minimum delivery guarantee to the supplier. We understand from
discussions with the FSS contracting officer that the estimated quantities covered
by the contract were based on purchase history data cards along with demand data
supplied by DISC. We found no evidence that GSA, in estimating the require-
ment for 1,410 kits, gave consideration to the additional assets being transferred
from DISC.

In March 1964, the Navy Department notified- GSA that, because of a change
in the color configuration requirements for Navy aircraft which eliminated the
use of fluorescent paint for a number of aircraft models, a significant reduction
would result in the usage of fluorescent paint items by the Navy. In April 1964,
GSA notified its regional offices of this matter and in May 1964 the FSS central
office halted all further procurement of fluorescent paint items.

The FSS contract expired August 31, 1964, but only 368 kits of the 705 minimum
quantity under the contract had been ordered by GSA and there remained a
balance of 337 kits of this line item, at an estimated cost of $7,750, still required
to be taken by GSA under the minimum guarantee provisions of the contract.
We understand that GSA is negotiating with the contractor regarding the settle-
ment of the contract.

As of January 28, 1965, there were approximately 15,400 excess kits valued at
about $425,000 in the GSA supply system. Efforts have been made by GSA
without success to dispose of these kits now carried in the FSS stores stock
system. We understand that the problem of disposition of this fluorescent paint
as well as other fluorescent paint items is presently before the Commissioner of
FSS for decision.

Failure of DOD activities to issue first those items having shortest remaining
shelf-life period

Our review indicated that the DISC system relating to issuance of shelf-life
material needs improvement. We found evidence that (1) DISC and its distri-
bution depots in several instances failed to issue paint items that were in long
supply as substitutes for similar paint being procured and (2) distribution depots
in several instances issued quantities of an item with longer shelf-life than older
stocks which were available. Our comments on these problem areas follow.

DISC and its distribution depots in some instances failed to issue paint items in
long supply as substitutes for similar paint being procured.-Frequently, identical
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paint and paint products are packaged in containers of different sizes (i.e., pint,
quart, 1-gallon, and 5-gallon containers). Each item, although identical, has a
different Federal stock number.' We found that DISC in several instances was
purchasing paint items in a particuilar size container while at the same time it had
on hand long-supply quantities of identical items in containers of different sizes.
As a result, short-shelf-life items in some instances were not effectively utilized.
Moreover, the failure to use the older items could ultimately result in their being
disposed of because of deterioration, as illustrated by the following examples

DISC carried in its stocks a certain olive drab enamel paint in a 1-gallon
container and also in a 5-gallon container. This paint, according to DISC
records, had a shelf-life period of 2 years. During February and July 1963,
DISC procured 20,800 gallons of this paint in 1-gallon containers at a cost
of about $32,000. However, much, if not all, of this requirement could
have been satisfied by issuing long-supply quantities of identical paint in
5-gallon containers.

DISC records showed that as of March 18, 1963, there were about 12,400
5-gallon containers on hand and that the average annual usage was only
about 4,000. Since the recorded shelf life for this item was 2 years, the-
DISC system had on hand at least 4,400 5-gallon containers of this paint
in excess of its remaining shelf-life period, which was equivalent to about
22,000 1-gallon containers.

The issue of paint in 5-gallon containers in response to orders for quantities
in 1-gallon containers might in some instances result in waste. However,
since the paint in 5-gallon containers was in an excess supply position and
was subject to deterioration and total loss, it would have been advisable to
use the excess 5-gallon containers to the extent possible to fill the 1-gallon
orders. Furthermore, our tests of actual issues during a 2-month period
disclosed that about 98 percent of quantities ordered were in multiples of
5 gallons and, consequently, the 5-gallon containers could have been substi-
tuted for the 1-gallon containers with little waste.

Further review showed that the requirement for paint in 1-gallon con-
tainers could be met with minimum redistribution of the 5-gallon containers.
The following tabulation shows the scheduled deliveries from procurement
of paint in the 1-gallon containers and the location of stock of paint in 5-
gallon containers.

Scheduled Location of
Distribution depots deliveries of 5-gallon con-

1-gallon tainer mven-
containers tory (gallons)

Naval Supply Center, Oakland, Calif-6, 700 50,500.
Naval Supply Center, Bayonne, N.J-5,300 3, 500.
Columbus General Depot, Columbus, Ohio -4,900 7,000-
Naval Supply Depot, Mechanicsburg, Pa - --------- 2,600
Naval Supply Center, Norfolk, Va -1,000-
Memphis Army Depot, Memphis, Tenn -400
Atlanta Army Depot. Atlanta, Ga ------ --- 300
Utah Army Depot, Ogden, Utah -600

Tota_._-_-_------_---- ___ -______--- 20,800 62,000'

The cost of redistribution could have been avoided to some extent by
directing, when applicable, that requisitions for this paint in 1-gallon con-
tainers be satisfied from Oakland's inventory of 5-gallon pails regardless of
the depot receiving the order.

According to DISC records at September 30, 1963, DISC had on hand
about 36,800 gallons of this paint in 5-gallon pails. Of this quantity, 10,650
gallons were classified as being unfit for use. On October 1, 1963, DISC
transferred 21,300 gallons of ready-for-issue paint to GSA and 2,350 gallons
to the Navy. DISC was unable to account for the difference of 2,500 gallons.
Later in October, DISC reclassified the 10,650 gallons that were earmarked
as unfit for use to its ready-for-issue material account and also transferred'
this stock to GSA. We were unable to locate any documents justifying this
reclassification.

Because our review was limited, we were unable to determine the total'
quantity of this paint that was disposed of. However, our tests- indicate
that as of January 30, 1965, significant quantities of this material were
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classified as unfit for use or could not be physically located. In this con-
nection, records at DISC and certain GSA locations show that about 700
gallons of paint in 5-gallon pails were disposed of. In addition, GSA was
unable to locate 7,055 gallons of the transferred inventory.

Since DISC records showed that a large portion of its inventory of this
item had been located at NSC, Oakland, we checked the Navy's stock of the
item at this location. We found that the NSC had recorded inventory of
only 1,420 gallons in 5-gallon pails on hand. However, there were actually
11,770 gallons in stock, of which 7,570 gallons were classified as being unfit
for use. We were unable to determine whether this was part of the material
which GSA could not locate. We brought this matter to the attention of
NSC, Oakland, officials so that proper disposition could be made of this
material.

Distribution depots in several instances issued quantities with longer shelf life
than older stocks which were available.-Our tests indicated that DISC distribu-
tion deposits in several instances issued quantities of items having a longer shelf-
life period while quantities of the same items having a shorter shelf-life period
were on hand. This practice could 'result in stocks unnecessarily becoming unfit
for use and eventually being disposed of. Following is an example illustrating
the failure to issue older stocks first.

As of June 11, 1963, the NSC, Oakland, California, had on hand 3,905
units, each containing 5 gallons of a certain prime coating valued at $11 a unit,
or a total of about $43,000. Also, the shelf-life period had expired for 1,364
units, or about $15,000 worth of this primer. However, the period had been
extended from 1962 to 1963 for part of this paint and 1964 for the remainder.

We analyze the inventory transactions relating to this primer to deter-
mine practices followed in issuance of the item. We found that about 1,063
units having a longer shelf-life period were issued even though sufficient
quantities having a much shorter shelf-life period were available for issue,
as shown by the following schedule:

Quantities

Contract No. Manufacturing Shelf-life on hand
under which date expiration Issued June 11,
primer was Received 1963
purchased New Old

DSA-5-7374.--- April 1963 - March 1965 - 2, 204 719 -- 1,485
DSA-5-4746 --- January 1963 - December 1964 . 500 16 484
DSA-5-19-81- October 196 - September 1964... 900 328 572
N-155-53925 - October 1960 February 1964 650 - - 311 339
N-155-55733- September 1960...- August 1963 - 8,975 -- 7,950 1,025

Total - _ _-- _ -_----_--_--_-_- 13,229 1, 003 8,261 3,905

According to DISC records, NSC, Oakland, had about 3,325 units of this
paint on hand as of September 30, 1963. Of this quantity, 1,538 were classi-
fied as being unfit for use. On October 1, 1963, DISC transferred about
1,000 units of the ready-for-issue material to GSA and 787 to the Navy.

We were informed by DISC personnel that in December 1963, NSC,
Oakland, was questioned as to the status of the 1,538 units that were in an
unfit condition. DISC was advised that this paint was available and reclas-
sified as being fit for use. Igo documents were available at DISC to justify
the basis of this reclassification. However, DISC, in March 1964, ordered
the transfer of the 1,538 units to GSA but NSC, Oakland, could not locate
this inventory. As of February 28, 1965, DISC still had not accounted for
this shortage.

Failure of end-users to promptly return excess stocks to supply system for
reissue

The DISC inventory management system includes several distribution depots
which maintain inventories, receive and issue stock, and report supply transactions
and other data to DISC for its use in computing material requirements. The
military service installations requisition DISC-managed supplies from these
distribution depots. These military installations are referred to as end-users.

Our review disclosed instances where the end-users of paint supplied by DISC
distribution depots failed to promptly return paint that had become excess to
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installation needs. Delays in returning excess short-life items result in unneces-
sary procurement or disposal because of deterioration, as illustrated by the
following example:

On October 12, 1961, Brookley Air Force Base (AFB), Alabama, recorded
an inventory gain on its supply records of 34,620 gallons of a certain enamel
paint valued at about $69,200. According to DISC records, this paint had
a shelf-life period of 1 year. Brookley AFB personnel informed us that the
34,620 gallons of paint had been excess to the installation's needs since
October 1961. We found, however, that action was not initiated until
November 1962 to return this material to the DISC distribution depot
located at Mobile Air Material Area. When the transfer was attempted, the
paint could not be located. In March 1963, about 16 months after the
paint at Brookley AFB was identified as excess, 37,900 gallons, including an
additional 3,280 gallons, were found and returned to DISC inventories at
MOAMA. DISC was not aware of the existence of the 37,900 gallons of
this paint and had'initiated a purchase action for an additional 20,900 gallons
in February 1963.

Subsequently, DISC determined that the paint returned by Brookley
AFB was manufactured during 1959 and 1960 and instructed MOAMA to
return it to the user. In May 1963, Brookley AFB had this paint tested
and, as a result, about 16,600 gallons valued at about $33,200 were con-
demned and earmarked for disposal. The remaining 21,300 gallons were
accepted by DISC since there was still a requirement for this item. Never-
theless, DISC, in July 1963, awarded the contract for the 20,900 gallons.

According to DISC records, there were 9,300 gallons of this paint on hand
as of September 30, 196.3, and an additional 44,900 gallons undelivered under
existing contracts, *or total assets of 54,200 gallons. During the period
September 30, 1963, through January 1, 1964, DISC transferred about
35,200 gallons to GSA and 5,400 gallons to the Navy, leaving about 13,600
gallons unaccounted for. We brought this matter to the attention of
DISC officials in order to have them investigate this shortage. As of Feb-
ruary 28, 1965, this problem was still unsolved.

Failure to terminate procurement actions when requirements decrease
During our review at DISC, we noted that in some instances personnel were

failing to promptly review outstanding procurement for items which were no
longer needed because requirements had subsequently decreased. The situation,
if widespread, can result in significant overprocurements and eventual disposal
of material having limited shelf life. The following example illustrates the
savings which can be accomplished through prompt review of outstanding purchase
actions covering items for which requirements have decreased.

On January 27, 1963, DISC personnel prepared a requisition for the pro-
curement. oL3,000 gallons of olive drab lacquer in 5-gallon pails, having a
2-year shelf life, at an estimated cost of $8,100. This requisition was based
on a computation showing gross requirements for 4,020 units, less assets
aavailable of 3,340 units, or a net requirement for about 600 units.

Our review of stock status data about 3 months later showed that the
gross requirements had decreased to 2,622 units and the assets available,
excluding the scheduled purchase, were 2,850 units, or a long supply of 228
units. We requested DISC personnel to review this matter in view of the
proposed procurement of unneeded stock.

As a result of our request, DISC personnel reviewed the requirements for
this item and we were advised that the purchase requisition was canceled.
Also, they informed us that the excess position resulted from a military
user's returning 350 units, thereby increasing the assets available and result-
ing in a general decrease in the expected issue of the item.

Deficiencies and problems in the management of other short-shelf-life items
During the course of our reviews of Federal agency operations, we have noted

many basic deficiencies in supply management operations which resulted in sub-
stantial losses and additional operating expenses, not all of which were specifically
identified in terms of effect on short-shelf-life items. In the succeeding sections
of this report, we have presented those deficiencies in supply management opera-
tions which illustrate the need for special handling of short-shelf-life items. They
are-

1. Stocks becoming overaged and deteriorated because of ineffective in-
ventory controls and warehouse practices.
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2. Premature disposal because of failure to extend shelf-life expiration
dates.

3. Unnecessary procurement and accumulation of stocks because of in-
effective requirements controls and failure to utilize substitutable items in
excess or long supply.

4. Need for better interagency coordination in redistributing stockpile
excesses and oldest stocks to meet Government-wide needs.

Stocks becoming overaged and deteriorated because of ineffective inventory
controls and warehouse practices

ATwvy aeronautical parts.-Our review of practices followed in the storage and
warehousing of aircraft parts and equipment at the Naval Air Station, Pensacola,
Florida, disclosed that limited-shelf-life aircraft parts became overaged because
(1) warehouse records were not marked to indicate shelf-life material and (2) shelf-
life stocks were not reviewed regularly to determine the remaining storage life and
insure timely transfer to a limited use or unserviceable category. This condition
was reported to the Congress in June 1958 (B-133014). The Navy advised us in
August 1958 that it had implemented our recommendations for corrective action
and that instructions had been issued directing naval installations to issue oldest
material first.

We subsequently conducted a follow-up review at this installation and found
that, despite new instructions, stocks unnecessarily became overaged because of
the continued failure to issue oldest stocks first. This resulted from deficient
warehousing practices including (1) placing new stock in front of older stock in
storage bins and shelves and (2) uncrating and issuing newer bulk stock before
older stock was used up. Parts valued at about $2 million had to be withdrawn
from stock and restored to usable condition at an estimated rework cost of
$400,000. Many of these items could have been used without rework if oldest
stock had been issued first.

We reported this condition to the Congress in November 1961 (B-133014) but
made no recommendations because the Navy, in commenting on our findings in
September 1961, had advised us that new instructions, coupled with rewarchousing
of stock at the installation, would ensure that the oldest stock would be issued
first.

Our second follow-up review, which is substantially completed, indicates that
the prescribed corrective measures have not been put into actual practice. Ware-
house personnel are not following first-in, first-out procedures for issuing shelf-life
material.

Air Force aeronautical parts.-We identified ineffective warehouse controls as a
principal reason why the Air Force was prevented from utilizing substantial
quantities of age-controlled aeronautical spare parts before their established shelf
life expired. This condition was aggravated by the failure of the Air Force to
clearly identify, for use of its warehousemen and item managers, the items re-
quiring age control and their established shelf life. I

Air Force instructions require that parts with the earliest cure dates I be issued
first. The instructions, however, did not sufficiently emphasize the importance
of segregating warehouse stocks in a manner which would ensure that parts would
be issued in sequence of earliest cure dates. In reviewing warehousing practices
at three depots, we found that parts with the earliest cure dates were not readily
identifiable and were not consistently issued first because (1) cure dates were not
shown on warehouse locator cards and (2) cure-dated stocks were physically
intermingled with other stocks.

We reported to the Congress in March 1964 (B-146865) that these conditions
led to the premature disposal of $4.8 million worth of spare parts, which is dis-
cussed on page 30 of this report. In May 1964 DOD advised us that, as a result
of our recommendations, the Air Force had revised its regulation on age control
of property in storage to provide for new criteria on the application of age control,
segregated storage, and identification of aged items.

Rubber tracks for Army combat vehicles.-Our report to the Congress in February
1963 (B-146773) disclosed unnecessary cost to rebuild unused rubber tracks for
Army combat vehicles because the Army allowed the tracks to deteriorate in
storage. We found that this condition was aggravated by the failure to protect
the items. Substantial quantities of the tracks were kept in unprotected outside

I Established shelf lives for aeronautical spare parts begin generally with the dates that material such a
rubber is fabricated into components, which are referred to by the Air Force as cure dates.
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storage for years despite existing procedures calling for inside storage and theArmy's knowledge that outside storage accelerated rubber deterioration. TheArmy's failure to utilize the tracks before they deteriorated is discussed on page 33
of this report.In commenting on the lack of protection, the Army advised us that its policyfor inside storage was receiving current reemphasis.

Premature disposal because of failure to extend shelf-life expiration dates
Photographic supplies-Department of Defense.-We found that Army andNavy depots disposed of at least $826,000 worth of photographic film and paperwithout first applying relatively simple tests to determine whether the serviceexpiration dates could be extended. Tests made during our review indicatedthat substantial quantities of these items were disposed of because the Army andNavy assumed that they were too old to be usable. In contrast, the Air Forcesalvaged for future use $1,228,000 worth of outdated film and paper by utilizinginexpensive testing techniques. DOD, in commenting on this deficiency, advisedus that existing instructions provided general guidelines on evaluating the qualityof stored supplies and that the Army and Navy were being directed to institutea program for quality surveillance of photographic film and paper. This situa-tion was reported to the Congress in January 1962 (B-146711).Air Force aeronautical parts.-The Air Force required that certain age-controlledspare parts be condemned as unfit for use, irrespective of condition, as soon astheir shelf lives expired. These parts included primarily synthetic rubber items,such as gaskets, seals, washers, diaphrams, and assemblies containing such com-ponents. This deficiency coupled with the ineffective warehouse controls,described on page 27 of this report, resulted in the disposal at four Air ForceDepots of $4.8 million worth of parts, many of them serviceable, without (1) anyphysical examination for continued serviceability of the shelf-life components orf2) consideration of the fact that inexpensive components which had become

defective could be economically replaced.This condition was reported to the Congress in March 1964 (B-146865).Subsequent to our review, the Air Force issued instructions providing that disposi-tion of age-controlled items with expires lives be subject to engineering tests.According to Air Force estimates, savings from the retention of age-controlleditems that were previously subject to automatic condemnation and disposal may
reach $15 million by June 1965.

Unnecessary procurement and accumulation of stocks because of ineffectiverequirements controls and failure to utilize substitutable items in excess or
long supply

Photographic supplies-Department of Defense.-Unnecessary costs were in-curred in the management of photographic supplies as a result of ineffectivecontrol of requirements and lack of interservice use of available assets. Includedin an inventory of 27,300 photographic items valued at $150 million were sub-stantial quantities in excess of actual requirements which resulted in disposalsbecause of obsolescence and expiration of shelf life. Our review also identified
unnecessary purchases of film, paper, and chemicals.The basic operating deficiencies, identified in our report to the Congress inJanuary 1962 (B-146711), which led to the accumulation of excess or long-supply
inventories were as follows:

1. Erroneous computation of requirements.
2. Unnecessarily carrying in stock at least 5,000 of the 27,300 photographic

supply items readily available from commercial sources.3. Failure to either recognize or utilize substitutable items in long supply.4. Failure to accomplish interservice utilization of excess or long-supply
stocks.5. The same supply support being provided by both the Governmentadministrative organization and a contractor operating at a missile site.Subsequent to our review, the supply management of photographic items com-mon to the military services was transferred to the newly established Defense

Supply Agency.In our report to the Congress in June 1964 (B-146711), we identified thatphotographic film and sensitized paper worth $140,000 deteriorated in storageprimarily as a result of the failure of the Air Force to obtain a clear and unequiv-ocal agreement with a contractor and its failure to verify the contractor's require-ments before undertaking to procure and stock items. The items were procuredby the Air Force for use at a missile range by the contractor whose responsibilities
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included processing of film for photographic coverage at the range. Because of
the lack of a clear agreement and verified requirements:

1. About $56,000 worth deteriorated because the contractor purchased the
items from suppliers after being advised by the Air Force that, under an
arrangement with the contractor, identical items had been procured and were
available at its depot.

2. About $34,000 worth deteriorated because the contractor had not
furnished accurate requirements data or promptly advised of its reduced
need for certain of the items.

3. About $50,000 worth deteriorated because the Air Force procured the
items before it was assured that the contractor needed and would requisition
the items.

Subsequent to our review, the Air Force took action to recover from the contractor
the $56,000 incurred as a result of its purchase of supplies which were available
from the Air Force. We recommended similar action to recover also the $34,000
loss resulting from the contractor's failure to furnish accurate requirements data.

Photographic supplies-National Aeronautics and Space Administration.-
During a review of the management of photographic supplies by the National
Aeronautics and Space Administration (NASA), we found that the failure of
local supply management officials to follow prescribed supply procedures was the
principal cause for an inventory of photographic film, paper, and developer that
was greatly in excess of quantities required for adequate supply support.

The inventory of photographic supplies at NASA's Manned Spacecraft Center
contained a total of 365 different items worth about $286,000. Actual issue
experience showed that 250 items, valued at $171,000, which constituted about
70 percent of all photographic items managed, were not required. NASA supply
procedures provided that quantities carried in inventory are to be based on prior
usage and deterioration rates and that they require regular determination at the
local level of quantities which are excess to needs. The failure to implement
these procedures resulted in purchases even though quantities on hand were
already excess to requirements and in retention of many items in the inventory
despite little or no demand for their issuance.

Although we did not identify any disposals of shelf-life items, the creation of
excess inventories to this extent could have very easily resulted in the expiration
of the effective shelf-life period and in spoilage had we not called it to the attention
of the agency. NASA advised us that, as a result of our review, the inventory
was reduced by 181 line items with a cost value of about $150,000 by steps in-
cluding redistribution to other NASA units and other Government agencies.
We were also informed that steps had been taken to ensure more effective imple-
mentation of the prescribed procedures. Our findings on this situation were
reported to the Congress in January 1965 (B-133340).

Rubber tracks for Army combat vehicles.-As indicated on page 28 of this report,
a contributory cause of unnecessary costs of about $5 million incurred by the
Army was the lack of adequate storage protection which accelerated the deteriora-
tion of rubber tracks. The primary cause for this loss was the fact that the Army
could have used, but did not use, the tracks before they deteriorated.

We found that the Army procured and issued new stocks of a modified version
of the rubber track even though by a slight modification it could have issued the
older tracks of the prior version. The subsequent deterioration required rebuild
at a cost of $3.4 million. In other instances the rubber tracks could have been
issued without modification as Government-furnished property for use in pro-
duction of new vehicles. Instead, the vehicle producers purchased new tracks.
As a result, these tracks subsequently deteriorated in storage and required rebuild
costing $1.7 million.

In commenting on these deficiencies, the Army indicated that its policy was to
meet requirements by modifying and issuing older tracks and that this matter
was receiving current reemphasis (report to the Congress dated February 26,
1963, B-146773).

Wet storage batteries-Navy.-In our report to the Congress in April 1964
(B-146765), covering the review of certain aspects of the Navy's management of
mobilization reserve stocks of commercial-type vehicles, we identified unnecessary
disposal of usable wet storage batteries and procurement of new items because of
ineffective supply utilization.

The Navy Construction Battalion Center, Davisville, Rhode Island, a mobiliza-
tion reserve storage point for commercial-type vehicles, disposed of wet storage
batteries even though it concurrently had need for such batteries. Although
other storage points maintained wet batteries in storage from 2 to 3 years until
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they were used or no longer met specific gravity standards, the Davisville Centerremoved the batteries from the vehicles; and, unless there was a definite known
need, the batteries were declared excess and committed to disposal. We foundthat these batteries, valued at about $29,800, could have been utilized at theCenter in vehicles being shipped from storage. Instead, the Center purchasedand installed new wet storage batteries in these vehicles. The Navy concurredwith our proposal that closer surveillance be maintained to prevent further dis-
posals of usable materials.

Need for better interagency coordination in redistributing stockpile excesses and
oldest stocks to meet Government-wide needs

Civil and military agencies of the Government stockpile substantial reservesof material, including items with limited life, to meet a sudden expansion ofrequirements. For items where normal peacetime consumption is low in relationto quantities stockpiled for wartime needs, losses from deterioration are probablyunavoidable to some extent. However, in reviews currently in process, we areconsidering whether deterioration losses might be reduced by more effectiveGovernment-wide coordination of the computation of requirements and the
ratation of stockpile items.

We are reviewing medical supplies subject to deterioration in the civil defensemedical stockpile managed by the Public Health Service (PHS), Department ofHealth, Education, and Welfare (HEW). PHS has estimated that items valuedat about $62 million are subject to deterioration within the next several years orare already of questionable usability. Potential losses are of increased significance
in that, when limited-life items presently in the stockpile are replaced, the newitems would likewise be subject to deterioration. Thus losses from deterioration
amounting to many millions of dollars could continue indefinitely unless aneffective program is established for rotation of limited-life items into current use.It appears that deterioration losses might be reduced by transferring limited-lifecivil defense stockpile items to the Department of Defense and Veterans Adminis-tration (VA) for current use in medical care programs of these agencies. PHSestimates that during the next 3 years about $8.2 million worth of potency-datedantibiotics will need replacement. Our limited review has disclosed purchases ofpotency-dated antibiotics by VA, totaling over $600,000, and by DOD's DefenseMedical Supply Center (DMSC), totaling about $3.1 million. Large quantitiesof these items were in the stockpile, and issuance of them for current use by theseagencies would enable replacement of the stockpile with fresh stock, therebyreducing deterioration losses which undoubtedly will otherwise occur.PHS had only limited success in attem pting to arrange for transfers to DOD andVA. We believe that exploration of the matter has been impeded by the dividedagency responsibilities and the natural reluctance to accept items that have beenin storage for some tmee. Qualified officials ff the Food and Drug Administrationand the National Institutes of Health have told us, however, that stockpiledantibiotics and biologicals which meet product specifications after laboratorytesting are just as suitable for use as newly manufactured products.We have brought this matter to the attention of the Secretary, HEW, theSecretary of Defense, and the Administrator of Veterans Affairs, suggesting thatthey review the feasibility of using for current Government requirements limited-life items, acquired or to be acquired, for the civil defense medical stockpile and,on the basis of this review, take action to establish programs for the systematicrotation of those items that can be used in the current programs of other agencies.
We are awaiting the response of these officials.
Joint Department of Defense General Services Administration study project

The Subcommittee on Defense Procurement, Joint Economic Committee,recommended that a joint project be set up (1) to identify and use throughoutthe Government the existing short-shelf-life items now in stock and (2) to deviseways and means to reduce losses from these items in the future. By memorandumaddressed to the Director, Defense Supply Agency, on September 25, 1964, theDeputy Assistant Secretary of Defense (Supply and Services) requested that thejoint project be established to (1) identify items having limited shelf life, (2)standardize the shelf-life time periods to the extent possible, and (3) explore
maximum Government-wide utilization prior to disposal.We met with the DSA project officer on October 7, 1964, and suggested thatconsideration also be given to utilization of the existing items now in stock. Heagreed that it would be helpful if the objectives of the joint project included (1)an inquiry into instances of actual shelf-life losses, (2) the matching of existinginventories with requirements, and (3) the grouping of interchangeable items so
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that the quantities of items not likely to be issued before shelf-life expiration might
be utilized as substitutes.

The first meeting of the joint project study group was held October 14, 1964.
Under the chairmanship of a representative of DSA headquarters, it included
representatives of the General Services Administration, certain DSA Supply
Centers, and the Army, Air Force, Navy and Marine Corps. We were informed
later that, because of a lack of time and its interpretation of the Subcommittee
recommendation, the study group had limited its efforts to identifying shelf-life
items and devising procedures to reduce future losses.

The study group's joint report, dated February 10, 1965, was submitted to the
Deputy Assistant Secretary of Defense (Supply and Services) and to GSA. Its
recommendations include a proposed DOD instruction on identification, control,
and utilization of shelf-life items and a proposed agreement between GSA and
DOD governing cross-servicing of shelf-life assets. On February 24, 1965, copies
of the joint report were furnished to us informally with the understanding that
at that time it did not represent a firm position of either GSA or DOD. In view
of time limitations, we have been unable to fully evaluate the report's conclusions
and recommendations.

Our limited review indicates that the proposed instructions and interagency
agreement call for procedural improvements needed in the areas of item iden-
tification, shelf-life time period standardization, procurement practices applicable
to shelf-life items, and determination and utilization of potential excess shelf-life
items.

These corrective actions are desirable. However, certain of the other recom-
mendations made by the study group require clarification. Moreover, our
reviews have disclosed problem areas that do not appear to be covered by the
proposed instruction and agreement. These are described in the preceding
sections of this report and include ineffective inventory controls and warehouse
practices, inadequate identification and use of interchangeable items, and an
apparent lack of effective rotation of stockpiled items in meeting current require-
ments on a Government-wide basis. We believe that correction of these de-
ficiencies is important to minimize deterioration losses.

The study group recommended that drugs and biologicals requiring refrigeration
be excluded from redistribution because of the possibility that storage and trans-
portation may result in lowered potency. In view of the extensive quantities of
these sensitive items in both civil and military stockpiles, we believe that the
interagency use procedures should include tests to determine the potency of the
items at the time current needs are to be filled.

The study group found that 840 shelf-life items, identified by the same Federal
stock numbers, were managed by different agencies and that 580 of these items
had been assigned varying shelf-life periods. Its recommendations included
resolving the differences in shelf-life periods and coordinating the utilization of
these items. Although such coordination would tend to reduce losses from
deterioration of shelf-life items, the results of this review and our previous reviews
indicate that there may be instances where increased effectiveness would best be
attained by consolidation rather than by attempting coordination. In this
respect, GSA and DOD, in December 1964, agreed to study the management of
all common-use items with the objective of single supply management of individual
types of items by one or the other agency. We believe that this study should
be vigorously pursued. In addition, consideration should be given to the feasi-
bility of consolidating supply management functions of other Government
agencies where shelf-life items are presently under multiple management, such as
identical medical supplies managed by various civil agencies as well as the DOD.

The study group's report states that all agencies practice first-in, first-out
issuance of shelf-life items. Our review of warehousing practices indicates that
this is probably a prescribed procedure or technique but that it is not being
effectively implemented in practice. We have reported on serious deficiencies in
this area on pages 26 to 29.

In its proposed instructions, the study group has provided for the marking of
shelf-life items as either Type I or Type II. Type I is defined as an item which
is disposed of when the established date has expired because it has a definite
storage period that cannot be extended. We believe that this matter deserves
further consideration and clarification to avoid an unrealistically rigid policy
requiring that dated items be automatically condemned without regard to their
possible remaining usefulness. See page 236 of this report dealing with items in
a similar category that the Air Force had condemned as unserviceable upon
expiration of their stated shelf life without an examination to determine actual

46-048-65-17
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condition or whether the assembly containing the nonextendable dated item could
be restored to full serviceability merely by replacing the outdated item.

In our opinion, the proposed procedures, if expanded to cover the deficiencies
noted in our reviews and if properly implemented, should result in reduced future
losses from shelf-life items. In our future reviews of supply management activities,
we will inquire into the effectiveness of these procedures.

Scope of review

Pursuant to the September 1964 report of the Subcommittee and subsequent
discussions with the Subcommittee staff, our review of the management of short-
shelf-life items was limited in order to provide the results by March 1965. Our
work was primarily directed to (1) examining into the magnitude of and conditions
leading to losses on paints and related products transferred from the Defense
Supply Agency in October 1963, (2) identifying deficiencies and problems in the
management of other short-shelf-life items disclosed during the course of our
reviews of Federal agency operations, and (3) evaluating the results of a joint
study undertaken, pursuant to the Subcommittee's request, by representatives
of the General Services Administration and the Department of Defense.

We made a limited examination into the pertinent policies, procedures, and
controls of the Department of Defense and the General Services Administration.
We reviewed the decapitalization and transfer of responsibility for paints and
related products from the Defense Supply Agency to the General Services Admin-
istration. In addition, we reviewed information pertaining to the prior manage-
ment of these and other shelf-life items. We also discussed with representatives of
the joint study group the results of their efforts and reviewed a report of their
findings.

Our review was conducted at the Defense Supply Agency headquarters, Wash-
ington, D.C.; the Defense Industrial Supply Center, Philadelphia, Pennsylvania;
the Mobile Air Materiel Area, Department of the Air Force, Mobile, Alabama;
the Naval Supply Center, Oakland, California; and the Navy Fleet Material
Support Office, Mechanicsburg, Pennsylvania.

In addition we performed certain review work at the General Services Adminis-
tration central office and regional offices located at Washington, D.C.; Kansas
-City, Kansas; and San Francisco, California.

Principal officials of the Department of Defense, the General Services Administration,
and other Federal agencies responsible for activities discussed in this report

Tenure of office

From- To-

DEPARTMENT OF DEFENSE
Secretary of Defense:

Thomas S. Gates, Jr -December 1959- January 1961.
Robert S. McNamara -January 1961 - Present.

Assistant Secretary of Defense (Installations and Logistics) (for-
merly Supply and Logistics):

E. Perkins McGuire -December 1956- January 1961.
Thomas D. Morris -January 1961 December 1964.
Paul R. Ignatius -December 1964-- Present.

Deputy Assistant Secretary of Defense (Supply and Services):
Paul H. Riley -January 1961 - Present.

Director, Defense Supply Agency:
Lt. Gen. Andrew T. McNamara, U.S. Army -October 1961 - June 1964.
Vice Adm. Joseph M. Lyle, U.S. Navy ---- July 1964 - Present.

Commander, Defense Industrial Supply Center (formerly Military
Industrial Supply Agency and General Stores Supply Office):

Capt. John W. Bottoms, U.S. Navy -September 1958.--- June 1961.
Capt. Robert L. Watson, U.S. Navy -June 1961 October 1961.
Read Adm. James S. Dietz, U.S. Navy -October 1961 --- May 164.
Maj. Gen. Donald L. Hardy, U.S. Air Force -May 1964 ---- Present.

-Commander, Defense Medical Supply Center:
Rear Adm. William L. Knickerbocker, U.S. Navy -January 1962 - June 1963.
Maj. <len. Bryan C. T. Fenton, U.S. Army -July 1963 ------ April 1964.
Brig. Gen. Charles H. Gingler, U.S. Army -May 1964 - - Present.

DEPARTMENT OF THE AIR FORCE

.Secretary of the Air Force:
Dudley C. Sharp -December 1959-- January 1961.
Eugene M. Zuckert -January 1961 - Present.
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Principal officials of the Department of Defense, the General Services Administra-
tion, and other Federal agencies responsible for activities discussed in this
report-Continued

DEPARTMENT OF THE AIR FORCE-Continued

-Assistant Secretary of the Air Force (Installations and Logistics)
(formerly Materiel):

Philip B. Taylor-
Joseph S. Imirie -----------.----
Robert H. Charles - ------ ..----------

-Commander, Air Force Logistics Command (formerly Air Materiel
Command):

Gen. Samuel E. Anderson-
Gen. William F. McKee - ---------------------------
Gen. Mark E. Bradley-

,Commander, Mobile Air Materiel Area:
Mal. Gen. Daniel Callahan-
Maj. Gen. Emmett Cassady-
Ma]. Gen. Charles Root-

DEPARTMENT OF THE NAVY

'Secretary of the Navy:
Fred Korth ---------------
*Paul H. Nitze ------------------

Assistant Secretary of the Navy (Installations and Logistics):
Kenneth E. BeLi-u-
Graeme C. Bannerman-

Chief, Bureau of Supplies and Accounts: Rear Adm. John Crum-
packer.

Commanding Officer, Fleet Material Support Office: Capt. Ed-
ward E. Brighton.

GENERAL SERVICES ADMINISTRATION

Administrator of General Services:
Bernard L. Boutin --------------------------
Lawson B. Knott, Jr. (acting)-

Commissioner, Federal Supply Service:
C. D. Bean ----------------------------
H. A. Abersfeller …

Assistant Commissioner, Office of Procurement, Federal Supply
Service:

L. L. Dunkle, Jr. (acting)-
L. L. Dunkle, Jr ----------

Assistant Commissioner, Office of Supply Distribution, Federal
-Supply Service: Lewis E. Spangler.

DEPARTMENT OF HEALTH, EDUCATION, AND WELFARE

Secretary of Health, Education, and Welfare:
Abraham A. Ribicoff-
Anthony J. Celebrezze-

Surgeon General, Public Health Service: Luther L. Terry
Chief, Division of Health Mobilization, Public Health Service:

Carruth J. Wagner-
Gabriel P. Ferrazzano-
Arnold Hi. Dodge (acting)-

VETERANS' ADMINISTRATION

Administration of Veterans' Affairs:
James S. Gleason, Jr-
William J. Driver-

Chief, Medical Director:
William S. Middleton-
H. Martin Engle (acting)-
Joseph Hi. McNinch-

Director, Supply Service:
Glenn C. Parmelee-----------------------------------------
Donald P. Whitworth-

Tenure of office

From- I To-

April 1959 February 1961.
April 1961 September 1963.
November 1963 - Present.

March 1959 - July 1961.
August 1961 - June 1962.
July 1962 - Present.

August 1957 - July 1961.
August 1961 - January 1966.
January 1965 - Present.

January 1962-
November 1963

February 1961
February 1965-
May 1961 -.

July 1962-

November 1961-- -
December 1964

September 19566---
May 1964-

November 1963.
Present.

February 1965.
Present.
Present.

Present.

November 1964.
Present.

May 1964.
Present.

January 1963 - July 1963.
July 1963 - Present.
July 1963 - Present.

January 1961-
July 1962-
March 1961-

February 1959-
August 1962-
July 1964-

July 1962.
Present.

Do.

July 1962.
June 1964.
Present.

February 1961 - January 1966.
January 1965 - Present.

. March 1955-

. March 1963-
June 1963-

* April 1954 - -
* January 1965 -

February 1963.
May 1963.
Present.

December 1964.
Present.



APPENDIX 6

GSA SELECTED STATISTICS AND STATEMENTS OF SAVINGS AND ECONOMIES JULY 1, 1954, TO JUNE 30, 1964
SOURCE OF DATA

This publication contains selected financial and operating statis-tics covering GSA's operations and growth for the fiscal years
1955-64. These statistics are presented for each GSA "service"
by major program activity.

Financial data and related operating statistics, where applicable,
are based on actual year data contained in budget justifications
submitted to the Bureau of the Budget. Data not contained in

budget submissions are based on other official published financialand operating reports.
As indicated by appropriate footnotes, data for fiscal year 1964and prior years have been adjusted to show comparative transfers

to Transportation and Communications Service and Utilization andDisposal Service, both of which were established subsequent toJune 30, 1961.

Selected statistics, fiscal years 1955-64
PUBLIC BUILDINGS SERVICE

Operating expenses (obligations in millions of dollars),

Repair and improvement:
Obligations (million dollars)
Workload (million square feet)

Buildings management (million dollars):Income by source:
Operating expenses, PBS
Reair and improvement
Ot er GSA fgnc s
Other agencies --------------------------

1955

106.4

18. 2
105. 0

I) -
(2)

Total - 2153. 3

Expense by type:
Government-owned space-. 60. 2
Leased space- ------------- -------- 61.2
Other -19.5

Total-140.9

1956

106.6

33.1
108. 5

108.3
6.9

7.6
47.8

2170.6

66.4
62.4
27.2

156.0

1957

114.4

45.8
111.2

116.3
10.2
9.5

51.7

2187.7

62.6
66.4
43.1

1958 1 1959
1960I -' _______________________ .1 _______________________

130.5

76. 0
114.4

129. 0
29.0
8. 0
55. 6

2 221. 6

81.5
73. 2
49.5

172.1 204.2

139.9

76.9
114.4

130. 7
24.1

8.9
56.4

220.1 226.2

89.7 94.5
80.4 86.9
49.8 44.5

219.9 225.9

150.1

53.1115.6

138.0
14. 0

7.9

1961 1962

164.6

61.2
121.4

162.3
14.2
7.9

67.7

242.1 259. 2

179.5

62.6
128.5

163.6
16. 2
9.1

70.3

111. 7
88. 5
42.6

242.8 249.0 273. 64

193.6

64.8
144.1

176.3
15.9
11.6
71.6

275.4

118.6 121.9
96.1 113.3
44.3 38.4

._ ., . w .- . ', m: I . I .. _ a . . I I I l l ___.

1964

217.1

76.0
156.3

197.1
17.4
11.0
95.1

320.6

126. 6
129.1
65.2

320.9D

A~d

0
0

V.

0

0

0

"I
0n

06

0

It

1960



Bulldlngs management workload (millions of aver-
age net square feet):

Lovernment-owned space, financed by-
Operating expenses (see above) .
Other agencies and other GSA funds

Total

Leased space, financed by-
Operating expenses (see above)
Other agenCies and other GSA funds.

Total.

Total, all space
Construction (million dollars):

GSA direct:
Construction:

Agropriations ----------- -------
Obllga

t
ions .

Sites and expenses:
Appropriations ----------------------
Obligations-

Payments, purchase contracts:
Appropriations -- ------------
Obligations ------- ---------------

Transfer to "GSA-Construction":
Agpropriation -- ---------------

bllgations.

Number of employees, end of year:
Central ofice -------------------------
Field.

Total --------

56.4 56.4 54.9 54.9 6 56.1 I 57.7
9.7 10.9 14.6 19.3 22.9 26.0

62.9 1 69.2 1 73.5 7.&6
29.9 36.5 40.1 46.5

66.1 67.3 69.5 74.2 78.0 83.7 928 104.7 113.6 125.1

23.7 20.3 20.5 21.4 22.0 22.1 22.0 24.0 26.9 30.6
12.1 13.1 13.5 14.4 14.5 14.0 13.9 13.0 14.0 12.8

35.8 33.4 34.0 35.8 36.5 36.1 35.9 37.0 40.9 43.4

101.9 100.7 103.5 110.0 114.5 119.8 128.7 141.7 154.6 168.5

3.0 5.7 0.5 3.9 173.1 - - 166.0 215.4 190.9 118.6
18.6 4.3 5.5 4.1 55.0 95.7 127.4 79.4 246.3 130.6

15.0 6.0 20.3 39.9 25.0 21.0 24.9 30.5 40.0
.2 3.6 13.2 7.9 30.3 8.8 18.9 14.5 36.2 33.8

.-- ------ .2 1.3 .3 1.7 4.0 5.2 5.4 6.2
.1 .1 1.3 3.7 4.7 5. 0 5 2

7.1 17.5 65.4 43.5 133.4 24.3 56.3 66.1 51.8 84.5
7.6 14.6 59.5 39.6 85.8 46.6 62.6 49.3 41.2 69.9

303 329 367 439 453 422 446 434 465 475
19,316 19,688 19,786 19,936 19,873 20,045 20,490 19,793 20, 122 21,591

19,619 19,917 20, 153 j 20,375 j 20,326 20,467 20,93a1 20,227 20,587 22,066

See footnotes at end of table, p. 249.
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Selected statistics, fiscal years 1955-64-Continued
FEDERAL SUPPLY SERVICE

1955 1958 1957 1958 1959 1960 1961 1962 1963 1964

Stores depot sales, including fuel (million dollars) 75.9 96.4 116.4 120.7 145.5 154.3 183.2 229. 6 259.7 287.8
Direct de very sales including items paid direct by

using agency (million dollars) 148.2 112.8 148. 0 140. 6 176.7 153.1 160.3 201.9 213.8 229.9
General supply fund inventories, end of year (million

dollars)------------------------------- 26.3 29.8 37.1 41.1 53.1 55.5 66.3 94.8 105.6 182.7
Federal supply schedule pi irchases (million dollars) 308.9 333.2 373.7 411.3 511.7 540.2 644.8 697.1 782.0 985.
Operating expense obligations (million dollars):

Expenses, supply distribution -13.1 15.0 16.1 18.5 20.9 4 22.1 4 24.0 30.1 (4) (5)
Operating expenses, FSS: e Definite-Appropria-

tion _- --------------------------- 2.0 2.6 3.0 3.4 3.7 42.9 43.4 7490 39.8 47.8
Other (advances and reimbursements) -1.3 1.7 2. 0 2.8 3. 5 3.5 4.1 3.8 8 4.1 8 5. 7

Number of employees end of year:
Expenses, supply distribution:

Central office -142 268 300 319 297 343 375 433 (1) (I)
Field-_- ------------------------------ 1,478 1,479 1,497 1,464 1,522 1,553 1, 753 2,120 (0) (8)

Total -1,620 1,747 1,797 1,783 1,819 1,896 2,128 2, 813

All other: 6
Central office - ------------------------- 106 202 247 246 254 209 240 297 720 813
Field-289 279 321 342 387 374 465 294 2,709 3,159

Total - -------------------------------- 395 481 568 588 641 583 714 9 5 9 1 3,429 10 3,972

Total, Federal Supply Service: 6
Central office -248 470 547 575 563 568 638 730 720 813
Field - -------------------- --------------- 1,930 1,959 2,102 2,144 2,284 2,376 2, 703 2,414 2,709 3,159

Total ----------------- ------------- -- 2,178 2,429 2,649 2,719 2,847 2,944 3,341 3,144 3,429 10 3, 972

c:0
0

0

0

0
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UTILIZATION AND DISPOSAL SERVICE

191.0
87.0
9.0

57.0

Real property:
Excess property (acquired cost, million dollars):

Excess workload for year
Utilization transfers
Withdrawn by holding agency .-.
Determined surplus -------

Inventory end of year-
Surplus Property (acquired cost, in million

dollars):
Surplus workload for year
Sold
Donations
Recalled from surplus

Inventory end of year
Sales:

Appraised FM value .
Sales price
Percent return

Personal property utilization (acquisition cost,
million dollars):

Excess property workload
Utilization transfers
Donations
Usable property sold it .
Sales price ---------------
Percent return

Operating expenses (cost, in million dollars): 12
Real property activities
Personal property activities

Subtotal
Expenses, disposal of surplus real and related

personal property.

Total

Number of employees, end of year: I5
Central ofiuce
Field --------------------------------------

Subtotal
Reimbursable

Total ------------------------------- | 1661 216

333.0
11.0
8.0

261.0

184. 0
6.0
7.0

96.0

449.0
32.0
11.0

312.0

671.0
16.0
13. 0

427.0

1,131.0
10. 0
24.0

766.0

998. 0
79.0
8.0

545. 0

1,162.0
87.0
10.0

657.0

1,262.0
114.0
31.0

675.0

1,033.0
101. 0
77.0

527.0

38.0 53.0 75.0 94.0 215.0 331.0 366.0 408.0 442.0 328.0

278.0 417.0 358.0 460.0 704.0 1,293.0 1,376. 0 1,398.0 1,361.0 1,333.0
31.0 87.0 27.0 80.0 81.0 320.0 413.0 442.0 360.0 340.0
26.0 19.0 26.0 26.0 31.0 67.0 116.0 91.0 69.0 49.0
39.0 0.0 12.0 16.0 7.0 29.0 27.0 100.0 53.0 122.0

182.0 306.0 293.0 338.0 585.0 877.0 820.0 765.0 879.0 822.0

7.6 26.4 0.7 31.1 27.1 71.4 71.6 71.5 75.0 84.6
7.4 26.0 11.6 40.1 31.0 78.0 71.6 78.9 77.8 90.1

98.7 108.3 119.6 128.9 114.4 109.2 100.0 110.3 103.7 106.5

809.4 620.3 642.4 1, 093.4 1,258.0 1,500.0 1,680. 7 1,473.8 1,828.4 3,681.2
71. 1 94.9 83.2 138.0 141.4 218.0 310.1 362.7 476.1 623.0

130. 1 194. 1 212.8 289.0 361.0 413.0 387.7 350.7 343.8 392.5
2.3 2.3 2.0 11.7 19.3 17.1 24.4 39.8 39.5 65.8

.7 .8 .6 1.7 1.7 2.7 3.6 5.8 7.5 9.3
30.4 34.8 30.0 14.5 8.8 15.8 14.8 14.6 18.9 14.1

1.5 2.7 2.3 2.3 2.4 3.6 3.6 4.0 4.5 4.3
.6 .8 1.1 1.6 1.9 2.2 3.0 4.0 4.6 4.9

2.1 3.5 3.4 3.9 4.3 5.8 6.6 8.0 9.1 9.2

.2 .3 .4 .7 1.0 1.9 1.2 1.2 1.0 .8

2.3 3.8 3.8 4.6 5.3 7.7 7.8 9.2 10.1 10.0

37 50 71 71 82 87 96 122 128 122
129 166 225 278 281 330 401 499 529 526

166 216 296 349 363 417 497 621 657 648
------------------------------------------------ ------------------------ ----- 61 5

206 349 363 417 497 1 626 662 648

Fee footnotes at end of table, p. 249.
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Selected statistics, fiscal years 1955-64-Continued
NATIONAL ARCHIVES AND RECORDS SERVICE

1955 1956 1957 1958 1959 1960 1961 1962 1963 1964

Regional records centers (thousands of cubic feet):
Accessions - --------- - ---------------- 659 733 629 581 692 688 694 741 735 771
Disposals - 248 285 325 346 405 411 570 537 555 542
Inventory, end of year -------- ------ 2,472 2,908 3,186 3,391 4,677 5,301 5,362 5,438 5, 784 5,994

Reference services (thousands):
Regional centers-900 1,226 1,663 1,944 2,621 2,946 2,972 3,110 3,125 3,104
National personnel records centers -601 642 685 559 530 483 1,842 1, 764 1, 690 1, 640

Operating expenses (obligations in million dollars) -- 6.3 6.6 7. 0 7.9 9.1 9.4 14.2 13.9 14.4 14. 7

Al records centers-3.4 3.8 4 0 4.2 4.8 5. 0 8. 9 8.6 8.6 8.6
All other activities-2.9 2.8 3. 0 3.7 4.3 4.4 5.3 5.3 5.8 6.1

Number of employees, end of year -918 969 991 1,096 1, 156 1,168 1,846 1,848 1, 795 1,739

All records centers-534 584 590 680 658 655 1,310 1,306 1,235 1,172
All other activities - 384 385 401 416 498 513 536 542 560 567

Central office -336 338 353 357 440 452 470 464 492 490
Field --------- ------------------------- 582 631 638 739 716 716 1,376 1,384 1,303 1,249

TRANSPORTATION AND COMMUNICATIONS SERVICE Is

Regulatory proceedings:
Transportation eases:

Entered - --------------------------
Concluded.
Pending, end of year-

Utility cases, GSA:
Entered --------------------------
Concluded-
Pending, end of year.

Utility eases, delegated
Communications, including SAGE cases:

Entered - .---- -------- -----
Concluded-
Pending, end of year

Estimated freight savings (million dollars)
Interagency motor vehicles pools: 14

Studies completed (cumulative)
Pools activated (cumulative)

5
3
7

1
3
2

7
6
8

1-- - - -

1

8.1:9.3::::: ::::::::::::8-- -- .- 1 --- ---
14
12

21
7

22

6
2
5

2
2

9.7

29
22

16
18
20

7
3
9
2

1

12.1

42
33

9
7

22

2
3
8

3

16. 9

56
44

12
11
23

5
7
6

10

7
2
9

15.6

68
56

9
14
18

4
4
6

11

9
3

15
24. 1

73
60

2
4

16

5
2
9
9

2
2

15
16. 9

78
66

10
9

17

2
5
5
4

7
4

19
19.1

78
75

2
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Operating expense (thousand dollars): 
1

Obligations -----------------------------

Operating expenses
Other --------------

Federal teleoommunieationsfund (thousand dollars):"
Income - ---------------------------
Expense - -- ------ ------------

Number of employees, end of year:
Regular:

Central office-
Field - -------

Total.

General su)py fund: It
Central office --- ---
Field - -------

Total-

Federal telecommunications fund: I?
Central office - ---------------
Field - -----

Total-

Total, Transportation and Communications Service:
Central office-
Field - --

Total -

1, 679 1 1,694 1,959 2,515 1 2,995 2,977 3,305 4,046 4,800 5,120

1,573 1,672 1,829 2,305 2,758 2,755 3,057 3,807 4,554 4,915
6 22 130 210 237 222 248 239 246 214

12.9 14.4 15. 6 17. 1 19.3 21. 1 22.7 27.1 33.6 41.8
12.9 14.4 16 4 17.0 19.4 21.2 22.8 26.7 33.3 39.6

178 163 193 214 193 165 165 190 223 221
g0 101 98 126 125 169 168 183 195 177

268 264 291 339 318 334 333 373 418 398

10 12 16 14 12 12 14
-- 163 201 284 338 375 449 485 502 535 681

163 201 284 348 387 465 499 514 647 695

------- 12
1,274 1,398 1,488

1,274 1,366 1, 500

178 163 193 224 205 181 179 202 235 247
253 302 382 463 500 618 613 1,959 2,096 2,346

l~~~~~~~~~~~~~3 _ 2,6 2,_ ___2_AA , AsSR| A
431 4661 57 6871 701 799

8ee footnotes at end of table, p. 249.
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Selected statistics, fiscal years 1955-64-Continued

DEFENSE MATERIALS SERVICE

1955 1956 1957 1958 1959 1960 1961 1962 1963 1964

All programs:
Inventories, end of year (million dollars):

National stockpile- 5,399.7 5,717. 2 6, 041. 8 6,169.0 6, 216. 2 6,153. 5 6,107. 2 6,049. 6 5,816.5 5,677. 3
Supplemental stockpile - - -216.6 291.0 604.1 784.2 950.6 1,141.1 1,276.1 1,388. 2
Defense production -441.7 167.2 679. 6 1,140.1 1, 368.2 1,448.7 1,482.9 1,495.8 1,499.5 1,463.6
Department of Interior -- 17.9 23.0
RFC/FFC - - -9.2 9.5 9.5 9.5 9.5
C Gommodity Credit Corporation - 49.3 162.6 143.5 226.5 98. 5 119.1 108.8 99. 9 57.4 15.3

Total - 5,890.7 6,447.0 7,108.6 7,860.0 8,296. 5 8,485. 0 8,659. 0 8,786.4 8,049.5 8,514.4
Number of storage locations, end of year (excludes

NIER)-273 242 224 216 217 215 213 208 165 168
OCDM warehousing:

Warehouses in operation- 15 18 21 24 23 22 22 21 is 61 Is 52
Inventory, end of year (million dollars)- 58. 5 78.3 85.0 96.2 99.5 99. 5 100.8 117.5 19 208.9 19 216. 8

Strategic and critical materials:
Expenses (obligations, million dollars):

New materials purchases-680.8 229.4 191.2 80.8 4.3 1.6 .6 1.0 .7 .6
Upgrading of materials- - - -2.3 4.5 .6 3.6 .4 .1 (20)
Rotation purchases-68.2 90.1 70.2 40.2 48.1 14.4 8.5 13.4 .4
Storage, industrial equipment, and operating

expenses -21.0 17.2 18.2 20.3 25.1 19.0 17.6 17.1 16.5 15.2

Total - ----------- ------------- 660.0 336.7 279.6 143. 6 82.0 35.6 30.3 31.9 17.7 15. 8
Defense Production Act (million dollars):

Cumulative gross transactions contracted, end of
year -7,187.2 7,113.3 7,315.9 7,550.1 7,489.9 7,492.7 7,481.3 7,508.7 7,566.0 7,635.8

Deliveries of strategic materials -482.0 266.7 216.2 495.2 246.6 135.1 72.0 57. 0 21.5 4.0
Gross expenditures for operations -44.6 349.6 281.7 552.0 310.1 224.1 163.8 129.9 90.8 74. 4

Number of employees, end of year:
Central office- 251 284 233 214 176 152 143 138 138 130
Field -400 398 688 596 513 513 525 793 909 889

Total- 651 646 918 810 729 665 668 931 1,047 1,019
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RELATIONSHIP OF AO FUND EMPLOYMENT TO TO1iAt GSA EMPLOYMENT

Total GSA employment - 25,729 26,426 27, 410 27, 891 27, 946 28,213 29,944 31,519 32,660 . 34,897
Total AO fund employment:

Number -1,772 1,826 1,951 2,009 2,005 21 1, 960 211,982 2,157 2,297 2,289
Percentof total U -A- 6.9 6.9 7.1 7.2 7.2 6.9 6.6 6.8 7.0 6.6

Finance and administration - 1,076 1,729 1,834 1,884 1,879 1,829 1,857 2,023 2,159 2, 151
Percentoftotal GSA -6.5 6.8 6.7 6.8 6.7 6.4 6.2 6.4 6.6 0.2
Legal services- 96 97 117 125 126 131 125 134 138 138
Percentof total GSA -0.4 0.4 0.4 0.4 0.5 0.5 0.4 0.4 0.4 0.4

I Not available.
2 Includes telecommunication Income for the following fiscal years not identifiable

by source: 1955, $12,900,000; 1986, $14,400,000; 1987, $15,800,000; 1988, $17,100,000.
Decrease represents transfers to "Transportation and Communications Service."

4 Reflects transfers of costs of buying and inspection relating to Federal supply
schedules from "Operating expenses, FSS," to "Expense, supply distribution."

& Financed from OE-FSS effective July 1, 1962.
e Adjusted to show comparative transfers to "Operating expenses, Utilization and

lDlsposai Service," beginning In fiscal year 1962.
Adjusted to exclude costs for "Motor vehicle management" transferred to TCS anld

"Property rehabIlItation" transferred to UDS.
' Reifnbursable activity only.
'Excludes 322 employees assigned to 0CDM warehousing program. Transferred to

DMS in August 1962.
10 Includes 3,462 employees financed from OE, FSS, and 530 from reimbursable funds.
11 GSA conducted sales for other agencies, program commenced in fiscal year 1959.
I' Adjusted to show comparative transfers from "Operating expenses, Public Build-

ing Service (real property)," and "Operating expenses, Federal Supply Service (per
sonal property)."

1a Established in fiscal year 19062.
1" Transferred from Federal Supply Service during fiscal year 1982.
1a Motor vehicle and communications management transferred during fiscal year 1964

from FS8 and PBS, respectively.
1e Activated July 3, 1963.
17 Telecommunications function transferred from Public Buildings Service during

fiscal year 1962
Is Includes storage locations under fallout shelter supply program: June 30, 1963, 40;

Dec. 31, 1963, 37. No activity prior to fiscal year 1963.
'9 Includes propositioned hospitals.
20 Does not include value of material used as payment of upgrading fees (1964,

$936,000).
21 (lives effect to comparative transfer of employees to "Salaries and expenses, Office

of Administrator."
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250 ECONOMIC IMPACT OF FEDERAL PROCUREMENT-19665

Savings and economies to the Government as a result of GSA operations,' fiscal years
1964 through 1969

[In millions of dollars]

Selected annual totals Actual, Anticpated

l 1965 1 1966 1967 1968 1 1969

1. Savings through improvement of operating proce-
dures and techniques and increased productivity
in supply, transportation, and communications
operations:

(a) Savings from large-volume buying of sup-
plies and materials for distribution through
the GSA supply system and FSS schedule
purchasing by using agencies

(b) Reduction in freight costs of GSA and other
Government agencies through consolida-
tion of shipments, negotiation of rates with
carriers, etc

(c) Reduction in public utilities and communi-
cations costs through operation of the
Federal Telecommunications System, con-
solidation of switchboards, execution of
areawide contracts, negotiation and repre-
sentation before regulatory bodies, etc

2. Savings and economies from more effective utiliza-
tion of Government resources and improvement
of consolidated services:

(a) Reduction in costs by evacuation of high-
cost Government and commercial storage
facilities, through greater use of lower cost
Government facilities, and by avoidance
of costs through extension of the rotation
cycle

(b) Avoiding rental of office space by increased
emphasis on moving dead or inactive rec-
ords to GS 4 records centers to release sub-
stantial quantities of office space for reuse.
Also, filing equipment, steel shelves, and
transfer cases were put back into active
use, thus avoiding new procurement of
similar items

(c) Increased emphasis on better space utiliza-
tion, the conversion of warehouse and
other special use space to office space, and
the conversion of excess military and post
office installations to office space, have
avoided the leasing of space to house the
Federal Establishment; also eeonomies
from the conversion of manual operations
by use of mechanical devices for elevators,
boilers, protection, and cleaning, etc.:

(1) Conversion of special use and excess
space to office space

(2) Conversion of manual operations by
use of mechanical devices

(d) The expansion of the motor pool program
(activated in 1954) as compared with pre-
pool operations by agencies continues to
pay dividends to the Government-
Annual savings-

(e) The transfer of excess personal and real prop-
erty among Federal agencies and the re-
habilitation of personal property affords
maximum possible use of available Gov-

ernment-owned property and thus mini-
mizes expenditures for new property.
Efforts of GSA's Utilization and Disposal
Service have contributed to the continued
growth of these programs and also resulted
In an increased return on sales:

(1) Utilization transfers (acquisition
cost) __

(2) Proceeds from sales of-
(a) Personel property
(b) Real property

(3) Rehabilitation of personal property
(acquisition cost)

See footnotes at end of table, p. 249.
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Savings and economies to the Government as a result of GSA operations 1, fiscal years
1964 through 1969-Continued

[In millions of dollarsi

Anticipated
Selected annual totals Actual, Anticipated

1964
1965 19G6 1067 1968 1969

3. Through constant attention to improving our or-
ganization, making maximum use of automatic
data processing techniques, expansion of common
services for use by other agencies, and improve-
ment of our operating procedures, we have made
savings which may be termed "administrative
improvements."

(a) Expansion of GSA printing plant operations
for use by other agencies in the field .2 .5 .7 .8 1.0 1.5

(b) Automation of mass paperwork operations
in accounting, payrolling, billings, and
collections-.1 .3 .5 .3 3.3 .2

(c) Economies resulting from audit of contrac-
tor operations and adoption of employee
suggestions for improvement of procedures 1.1 .2 .3 .3 .3 .4

Total _ - -______-- 1 295.2 11,401.6 1,491.4 1,686.0 1,671.8 1,768.4

I Prepared by GSA.
0


