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PROGRESS MADE BY THE DEPARTMENT OF DEFENSE
IN REDUCING THE IMPACT OF MILITARY PROCURE-
MENT ON THE ECONOMY

MONDAY, JUNE 12, 1961

CONGRESS OF THE UNITED STATES,
SUBCOMMITTEE oN DEFENSE PROCUREMENT
oF THE JoINT Economic COMMITTEE,
Washington, D.C.

, The joint committee met, pursuant to notice, at 10 a.m., in room

357, Old Senate Office Building, Senator Paul H. Douglas (chairman)
presiding. :

Present: Senators Douglas (chairman) and Proxmire; Represent-
atives Griffiths and Widnall.

Also present: Ray Ward, professional staff member; and Col.
John W. Maxwell, Office of the Quartermaster General.

Senator Douglas. The committee will come to order.

We are very happy to open another hearing on the question of the
procurement planning of defense supplies.

The committee has held a number of hearings in the past, and has
acted as a gadfly with the armed services. After an interview with
the present Secretary of Defense during the winter, I had the privilege
of meeting with him, the Assistant Secretary, Mr. Morris, the Comp-
troller General of the United States, Mr. Campbell, the Director of
the Budget, Mr. Bell, and Congressman Hébert, Congressman Curtis,
and Congressman McCormack of Massachusetts, and in that inter-
view we stressed a number of points that we felt needed attention and
corrective action.

The first point that we stressed was the imperative need for in-
creasing the percentage of Government contracts awarded under
competitive bidding, rather than by negotiation with single suppliers.

We pointed out that the intent of Public Law 413, the Armed
Services Procurement Act of 1947 was that competitive bidding was
to continuc to be the rule and not the exception, and that the anthor-
ity to negotiate was to be granted only on exceptional basis.

We pointed out that President Truman’s letter of February 19, 1948,
cautioned the agencies against the over use of negotiated contracts.
(See appendix, p. 101.)

Nevertheless, the facts were that in fiscal year 1960, according to
the statement of the Defense Department itself, 86.2 percent of the
value of contracts was negotiated, or $19.7 billion, as compared to
only $3.2 billion under competitive bidding.

Ounly 4.5 percent of the number of contracts were formally adver-
tised, and over $15 billion of contracts were negotiated with only one
source, no other source being provided. Some of the results were
that 10 companiestand ftheir subsidiaries received 36 percent of the

1



2 REDUCING IMPACT OF MILITARY PROCUREMENT

dollar value of all contracts; 20 companies received 49 percent; 100
companies received 73.4 percent. (See appendix, p. 145.)

Incidentally, this came to a dollar value of $15.4 billion equal to the
contracts negotiated with a single source, and the evidence was pretty
clear that the percentage of overlapping was very great.

Furthermore, in a speech which I made on the floor of the Senate last
June 13, I summarized 52 reports.! A great public servant, Mr.
Campbell, head of the General Accounting Office, pointed out the
excessive overpayments which had occurred under these negotiated
contracts.

Since then these reports have continued, but it is only fair to state
that they refer to contracts under negotiation prior to January 1961.

We have some 17 of these additional contracts here with us and I
am going to submit the abstracts of these reports for the record at an
appropriate point, and if it does not cause too much work for the
Department of Defense we would like to get their replies (See. p. 68.)

Incidentally, we have never heard what the replies were on the
original 52 statements of GAO on excessive payments under negoti-
ated contracts. ’

Let me say that we found the Secretary of Defense and his associ-
‘ates very cooperative on this point. They promised to materially
increase the percentage of contracts awarded under competitive bid-
ding, set a target figure which, I think it is not improper to say. should
be increased by at least 6 percent from somewhere around 13 to 14
percent to 20 percent. '

We also dealt with the lack -of integration among military supply
systems; urged that the McCormack-Curtis amendment be carried
out more fully so that there could be greater integration between the
services on purchases and storage.?

We urged, also, that the handling of excess and surplus property be
closely scrutinized. We cited the report of the Budget Bureau show-
ing that in a very large percentage of cases where, in a given locality,
at a given time, certain branches of the armed services had surpluses
and other Government agencies and other services had deficits, had
shortages, of these same items, in the same geographical locality, at
the same time.

Nevertheless, in two-thirds of the cases the surpluses were disposed
of in the open market, not with other Government agencies.?

To the advantage of the military, it should be said that I speak of
other Government agencies and that this was not confined to the other
military agencies; that is true.

We, furthermore, requested or expressed our doubts about the
system of stock funding that Defense adopted some years back. We
pointed out that in many cases this meant double appropriations by
the Congress.

The Congress would appropriate money for goods which-would be
put into the stock funds and then we would have to appropriate
money for the services to take them out of a given stock fund, and
we had, therefore, large amounts of funds locked up in excessive ap-
propriations,

1 Sec. 106, Cong. Ree., 12410.
2 P. 72, “Economic Aspects of Military Procurement and Supply,” a report of the Subcommittee on De-

fense Procurement to the Joint Economic Committes, October 1960.
3 P. b4 ibid.
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I understand that the Department of Defense and the GAOQ are
making studies of stock funds and will come up with a conclusion.
(See appendix, p. 155.) I think I am right, however, that perhaps
partially as a result of our suggestion that the funds have been brought
down by $400 million, or will be drawn down by $400 million, in the
budget which is being submitted for the coming year.

Then there were various other points that we raised, but which Ido
not think need elaboration at this time. So we have had continuing
conversations on staff levels between the Department of Defense and
this committee.*

T want to say that I believe the present”directors of the Depart-
ment of Defense are doing their very best in trying to see what defects
there are and to remedy them, but I should warn them that they are
up against a tough proposition.

Old habits are not easily broken, and the job itself is almost stag-
gering in volume. We appreciate your good will in this matter.

We think we can be helpful, and we are not bere in any spirit, and
we were not, before, of criticizing the individuals. But we believe the
sprﬁfices should remove waste and get more value for each defense
dollar.

Senator Dovcras. I have read your statement, Mr. Morris. 1
think it is an excellent one. I understand you said it would take
about 20 minutes. We will be very glad to have you read it. I may
ask questions as you go along.

STATEMENT OF THOMAS MORRIS, ASSISTANT SECRETARY OF
DEFENSE, INSTALLATIONS AND LOGISTICS; ACCOMPANIED BY
PAUL RILEY, DEPUTY ASSISTANT SECRETARY OF DEFENSE FOR
SUPPLY MANAGEMENT, AND CAPT. J. M. MALLOY, USN, CHAIR-
MAN, ARMED SERVICES ;i PROCUREMENT REGULATIONS
COMMITTEE

Mr. Morris. 1 appreciate this opportunity to appear before you
to review Department of Defense progress and objectives in logistics
management. We are familiar with the concern of this committee
in this very broad and highly complex area, as is Secretary McNamara.

The previous hearings and reports of this committee have proven
especially helpful in identifying problem areas in logistics management.
The letter of the committee chairman to the Secretary of Defense
dated May 25, 1961, has also been helpful in focusing attention on
certein areas of interest which this committee desires to pursue. (See
ap%mndix, p- 59.)

want to point up at the outset that Secretary McNamara has
directed a thorough reexamination of Department of Defense logistics
policies and procedures with the objective of effecting immediate
improvements, wherever possible, and developing constructive solu-
tions to problems that remain unsolved.

Secretary McNamara has attached a great sense of urgency to this
review, and I am extremely confident that certain of the basic deci-
sions essential to improvement of logistics management and organi-
zation will be forthcoming very shortly. This committee has noted

4 P. XIand XII ibid.
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the requirement for action of this sort from time to time in its reports
on this subject.

I would like to confine my remarks here to three principal problem
areas which have commanded considerable attention on the part of
this committee. For the next few moments, I would like to speak to
the problems of procurement management, supply management, and
finally, utilization and disposal.

I recognize that-the committee’s interest extends beyond these areas
and we will attempt to respond to any questions in other related areas
which the committee cares to pursue.

1. IMPACT OF PROCUREMENT

Total military expenditures in the past 5 years have been averaging
8}¢ to 9 percent of the gross national product. Within this total, mil-
itary procurement of food, clothing, and other nondurable goods is
relatively small in relation to national totals. However, expenditures
of between $14 billion and $15 billion per year in the procurement of
major hard goods have averaged about 15 percent of the output of
national durable goods.

While defense expenditures are remaining high, they are changing
significantly in composition as shown in exhibit I. ~ In fiscal year 1962,
aircraft expenditures will be 29 percent lower than they were 4 to 5
years ago. This is occasioned by a shift away from the aircraft pro-
gram to missiles, and increasing procurement of ships, electronics, and
communications equipment.

Missile expenditures will be more than double the level of 5 years ago
and will account for 28 percent of the total procurement category, in
expenditure terms.

The ships program also has more than doubled.

ExHIBIT 1

EAPENDITURES FOR MAJOR PROCUREMENT

{BILLIONS OF DOLLARS)
AIRCRAFT

8.6 CdFy 1957

BBl ESTIMATES FY 1962

MISSILES
4.2

% ELECTRONCS

SHIPS ORDNgf\ Nee connuufcmous MAJOR

1.9 VEHICLES  EQUIPMENT G"(‘;?)T)Z

1.1
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Expenditures for Army ordnance vehicles and related equipment
will reach close to $1 billion, well above previous levels and actually
about 234 times the levels of fiscal years 1958 and 1959.

Separately procured electronics and communications équipment,
will be about $1.1 billion in fiscal year 1962, as compared with $700
million in fiscal year 1957.

Such changes are presenting new problems to the managers of de-
fense logistics and to defense contractors. They are necessitating a
new appraisal of our practices in respect to acquisition 6f equipment
and supplies, and I would like to review certain highlights of our prog-
ress and objectives to do a better job in managing how we buy.

(@) Acquisition of equipment and supplies

~ Your committee reports last year stressed the need for greatly
improved management of procurement operations by the Department
of Defense. The reports indicate that we must find means of adver-
tising many requirements which are now procured through negotia-
tion, take steps to increase competition in negotiations where adver-
tised competitive bidding is not practicable, and improve the quality
of negotiations.

I am in full agreement with the committee that we can and must
improve the management of the procurement process, both by the De-
partment of Defense and by our prime contractors. 1 would like to
inform the committee of specific steps we are taking to this end:

1. Formal advertising: During the past year we reissued and re-
emphasized our policy of giving first preference to the use of formal
advertising procedures whenever feasible and practicable, even though
legal authority may exist for negotiation. We also developed a new
procedure known as two-step formal advertising.

This procedure bridges the gap between formal advertising and
negotiation in those instances where precise design in not as important
as specific performance characteristics. Under this procedure, bid-
ders are asked to submit designs to meet specified performance criteria
with no prices included. These designs are then examined by the
Government, and those which will provide an item with desired per-
formance are approved. Bidders with approved designs are then
examined by the Government, and those which will provide an item
with desired performance are approved.

Bidders with approved designs then submit sealed bids on their own
designs and the contract is awarded to the lowest responsible bidder.
This procedure, which has been approved by the General Accounting
Office, should broaden competition and allow the Government to pur-
chase some technical items by iormal advertising which formerly
were procured by negotiation.

Through greater emphasis on the use of formal advertising we hope
to improve the percent of procurement dollars awarded under this
method well above the present 13 to 14 percent. However, there are
also opportunities to obtain much greater competition in the 87 per-
cent of our procurements, which are now awarded under practices
which are described as negotiated. With your permission, I would
like to describe these opportunities in some detail.

2. Opportunities for more competitive procurement: We have
recently completed an analysis of procurements totaling $11.2 billion
placed under contract during the first 6 months of fiscal year 1961.
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Based on this analysis, it is estimated that about 40 percent of our
procurement dollars are placed under some form of competition, while
60 percent are noncompetitive.

It is this noncompetitive area which offers the greatest opportunity
now and in the foreseeable future for substantial price reductions.
Secretary McNamara has directed that immediate steps be taken to
bring all such procurements under much stronger control by injecting
elements of competition as fully as possible. :

I would like to cite the reasons why this appears to be our greatest
area of opportunity.

As shown on the exhibit, the portion of our procurements made
under “informal price competition’ -includes small business set-asides
(which actually conform fo all of the rules of formal advertising),
procurement and subsistence (which is highly competitive but does
not lend itself to all of the rules of formal advertising), small purchases
under $2,500 (where the paperwork costs are not justified), much of
our oversea procurement, and that part of our equipment procure-
ment where the final selection of the contractor is made on the basis
of price. B

In these purchases we do obtain two or more formal written pro-
posals and award to the bidder who offers the best product or service
to meet our needs at the lowest cost. Such procurement is thus fully
competitive but in most cases requires the flexibility of being able to
discuss with bidders our requirements and their proposals in order to
have a satisfactory meeting of minds before the contract is executed.
This form of buying is typical of that which successful private enter-
prise considers to be competitive procurement.

The second type of negotiated procurement which has competitive
elements is called technical and design competition, describing gen-
erally those instances in which we are procuring research, development,

ExHIBIT 2

COMPETITIVE VERSUS NON-COMPETITIVE PROCUREMENT

BASED ON ANALYSIS OF PROCUREMENT FOR THE FIRST HALF OF 1961
IT IS ESTIMATED THAT OUT OF $11.2 BILLION IN AWARDS,

607 was
NON-COMPETITIVE

407 was

g(I)NGLE
URC
COMPETITIVE SOLICITED

TECHNICAL & DESIGN
COMPETITION

INFORMAL PRICE | LMEGOHATED”

COMPETITION FOLLOW-ON

CONTRACTS

(After initia! award
-FORMAL /B on competitive basis)
ADVERTISING | B

OFFICIAL STATISTICS WILL BE BROKEW DOWN 8Y ASOVE
UETHODS OF PROCUREMENT BEGINKING D4 FY 1962,



REDUCING IMPACT OF MILITARY PROCUREMENT 7

test, and engineering services rather than hardware for which definitive
specifications exist. The objective here is to choose the contractor
who demonstrates the greatest capabilities for such creative perform-
ance. Competition is obtained by soliciting known, qualified sources
of such services and evaluating the proposals submitted from a
technical viewpoint.

The contract is then negotiated, usually on the basis of some form
of flexible pricing.

However, in the large area depicted on the chart as “noncompeti-
tive’’—the 60-percent bar—there are many indications that we do
not move early enough to convert single source buying to some form
of competition.

These are the procurements where only single sources are solicited,
or where follow-on production contracts (usually awarded in the first
instance by technical or design competition) are placed with the
development contractor. Our studies reveal that in many cases we
resort to this form of noncompetitive procurement practice because
complete manufacturing drawings and technical data are not obtained
promptly enough after the design is developed and approved.

In a recent case which we have analyzed, the procurement of pro-
duction articles of a major electronic equipment was continued with
the development contractor for 2 years after development was sub-
stantially completed, while we were awaiting receipt of production
drawings. During this time two production contracts were placed.
When drawings were finally received and competition was obtained
on the third production order, the price, including that of the devel-
opment contractor, was dramatically reduced.

We are now in the process of carrying out a searching study of a
number of procurements, such as the above, which have been re-
ported as being placed with single sources. This analysis, in addition
to evaluating the actions taken, will seek to discover additional
methods by which single source procurement can be decreased. In
addition, the Secretary of Defense, by memorandum dated April 17,
1961, called upon the military departments to take all appropriate
steps to increase competition in negotiated procurements. This
memorandum directed that, to the maximum extent, requirements
be defined and funded well in advance of the procurement action;
that necessary technical data be available at the earliest time pos-
sible; and that specifications be prepared in a timely manner upon
which bids or proposals can be requested. The Secretary high-
lighted the fact that the possibility of increased competition depends
heavily upon the actions of procurement managers, particularly
financial requirements, and technical personnel.

We are also making important refinements in our procurement
statistics so that management personnel at all levels, and the Congress,
will have available more complete information on the competitive
aspects of negotiated procurcment. For example, our future statis-
tics will contain a detailed breakdown by each of the negotiation
authorities contained in the Armed Services Procurement Act, indi-
cating the presence or absence of competition. We will know whether
competition was on a price or technical basis, and we will specifically
isolate these sole source procurements which were placed to continue
existing programs in cases where the initial contract was placed on a
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competitive basis. In this way, we expect to be able to analyze more
critically the noncompetitive aspects of our procurement programs.

We have recently changed the Armed Services Procurement Regu--
lation so as to require that the great majority of all defense procure-
ments, whether by formal advertising or negotiation, be publicized
throughout the United States in the Department of Commerce
“Synopsis of U.S. Government Proposed Procurement, Sales, and
Contract Awards.” This new program, covered in regulations issued
last month, will give much greater publicity to pending procurements
and thus will provide increased opportunities for firms interested in
defense procurement to participate. We expect this new requirement
to generate additional competition, particularly in the arca of negoti-
ated procurement.

Senator Doucras. Mr. Morris, would you be willing to have some
questions on this general topic before we pass on to the next topic?

Mr. Morris. Certainly.

Senator Doucras. It was on the 24th of May, I believe, that the
Comptroller General testified before the Subcommittee for Special
Investigations of the Committee on Armed Services of the House,
and I take it that you are familiar with this testimony?

Mr. Morris. I am, sir.

Senator Doueras. He dealt primarily with the purchase of air-
plane replacement parts, and on page 6 of his testimony he stated
that there were over 2,700 different kinds of parts reviewed, 1,670
parts required, at a total price of more than $66 million, that were
not manufactured by the contractor with whom the Government had
the open contract, but were completely manufactured by subcontrac-
tors, and that the total prices paid by the prime contractors to their
suppliers were $22 million less than the total prices paid by the
Government to the prime contractors.

In other words, there was a markup of approximately one-half
from $44 million to $66 million, and that if the Department of Defense
or the Air Force had been able to get to the subcontractors originally,
presumably they could have obtained the price which the subcontrac-
tors obtained from the prime contractors, and we would have saved
$22 million, or one-third of the final price, or one-half of the price
received by the subcontractors.

Now, has the Department any comment to make on this report?

Is this accurate?

Mr. Mornris. Sir, we are currently investigating each of the items
contained in this report. As you know, it is still a draft report.
It has not been officially published. I personally spent all of last
week with my staff visiting several of the inventory control points
where these procurements are made, to determine what kinds of
conditions exist that result in this type of practice-

It is a very complex problem, and not one that can be solved by
the stroke of the pen.

There are undoubtedly a large number of cases—we estimate at
least on the order of a third—where present sole-source procurements
of the type contained in this draft report can be made competitive,
and.we are currently in process of organizing a special staff that will
devote its full time for the next year working in this area of sole-
source procurement.

Senator Doucras. I should make it clear that these cases occurred
prior to January of this year, prior to your taking office, so that
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that is no reflection upon you. But, as I read Mr. Campbell’s report,

it seemed to indicate very strongly that in the vast majority of cases,

the drawings and plans were either in the possession of the Air Force

or could have been easily obtained, and that, therefore, there was

%Ysay reason why these should have been submitted for competitive
idding.

Mr.gMORRIs. If you would care, sir, we would be glad to comment
on some of the reasons why this problem exists.

We visited, for example, the Tinker Air Force Base last Friday,
which is one of the activities, having, I believe, 26 of the examples
covered in this report. ,

We find that they have been systematically studying their 120,000
items of aeronautic spare parts.

Senator DoucrLas. 120,000?

Mr. Morgris. 120,000, all together. In 9 months, they have leen
able to cover completely 14,000 of these items. Tbe review that must
be made to convert from sole-source to competitive procurement is
one that requires engineers and technicians who understand specifi-
cations and know whether they are complete enough for reproduction
by other sources. There are only some five engineers available to
work on this program, at the Tinker Air Force Base, and they have
other duties to perform. The procedure and process, therefore, has
been somewhat slow. They found, out of their 14,000 items reviewed
to date, that 25 percent could be immediately converted; that we did
bave sufficient technical data on hand to convert to competitive
bidding. ' .

Where this has been done, they have been able to obtain a return
on the cost of about 40 to 1. For each dollar they spend, the price
reduction equals about $40 saved. v

Senator Doucras. What was the reduction?

Mr. Morris. Forty to one.

For each dollar they spend in payroll time to analyze these items,
they are getting a return of $40, or 40 to 1. So it is a very worthwhile
thing to them. They are quite aggressively pursuing this.

They need a great deal more help in order to do it faster. There
are, however, many conditions which cause the items other than the
25 percent not to be eligible for conversion to competitive procurement.

For example, in some cases, while we have the data, we are not
legally entitled to use that data for competitive procurement.

It was obtained as proprietary information for our specific use in
maintenance, cataloging and other internal activities, but not for
reprocureineiil purposes.

This was the understanding with the contractor in the first instance.

Senator DoucLas. Who furnished the funds to carry out the re-
search and development on these matters?

Mr. Morris. In those particular cases, sir, the contractor himself
had. These were items he had developed himself for commercial sale,
and we were beneficiaries of that development.

Senator Douaras. You did not furnish the funds?

Mr. Mogris. No, sir, not in the cases where we were not legally
entitled to use the data.

Senator Douvaras. The Department of Defense has taken the
position, has it not, that these developed with funds furnished by the
Department of Defense become the property not of the Department
of Defense but of the contractor or recipient, is that not true?
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Mr. Morris. Where we finance the development, we have complete
rights to use the technical data, specifications, and drawings.

Senator DoucgLras. Including patents?

Mr. Morris. In the case of patents, we have an unrestricted
license, worldwide, to use the patents, where we finance the develop-

» ment of the item.

Senator Doucras. The specific development of the item? What
about general research and development?

Mr. Morris. If you mean a general, basic research kind of under-
taking

Senator Doucras. Yes.

Mr. Morris (continuing). This would depend upon the contractual
arrangement at the time.

Senator Doucras. I do not want to get off into a bypath, but I
thought that our policy differed from the Atomic Energy Commission
where, under the research and development contracts, the patents
and discoveries become the property of the Atomic Energy Commis-
sion, but I had understood that you had followed in the past a dif-
ferent policy. ‘

Am I misinformed on that?

Mr. Mogrris. There is a difference, sir, as I understand it; I have
not inquired in depth into this difference between what the AEC does
and ourselves. .
~ Our policy is one of some 20 years’ standing where we take an
unrestricted right to the patent, worldwide, for our purposes. We
do permit the patent holder to utilize the findings for commercial
exploitation of the item. In this way, we feel we offer a maximum
incentive to our contractors.

Senator Doucras. [ see. :

Mr. Morris. To develop items in our behalf.

Senator Dougras. That is, the Government has the use of it and
without charge, but the contractor has the privilege to control its
use commercially?

Mr. Morris. Correct, sir. The entire subject of technical data
and its effect upon competitive procurement is complex. A com-
petitive procurement goal of 25 to 30 percent of the $1.2 billion we
spend annually for the reprocurement of aviation spares appears to
be attainable. This would be approximately double the percent of
procurements now awarded competitively. But before this goal can
be reached, several complex problems must be solved.

Present procurement and technical data research procedures must
be streamlined to reduce the time required to identify and precisely
describe the items for competitive procurement. This process now
takes up to 90 days under normal conditions.

Drawings and specifications must be updated and be made readily
accessible. Although recent advances have been made in microfilm-
ing, reproducing, and filing drawings, our specifications and drawings
have not been brought under control.

Much legal research will be required to ascertain the proprietary
rights which manufacturers are entitled to. Over half of our draw-
in%svcontain proprietary rights statements.

e need to separate aviation spares into two categories—safety-
of-flight and nonrisk. It is not likely that many of the safety-of-
flight spare parts, the malfunction of which would destroy the aircraft,
can ever be brought under open, competitive conditions.
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Other problems face us. We need to expand the number of quali-
fied sources of supply available to us. Small orders which require
high cost and specialized tooling are numerous and tend to preclude
bidding ‘by many firms, especially small ones. We need more tech-
nically qualified personnel and a system for interchanging engineering
data among them.

We have about 864,000 aviation spare parts in our supply system.
Each year we buy about 364,000 of these to replenish our stocks.
To support the procurement of these spare parts we have over 13
million drawings in our files and 4 to 5 million new drawings and
specifications are coming into our files each year. To streamline and
effectively manage such a vast system is obviously a gigantic task.

During the past few weeks, we have been impressed with the prog-
ress of the military services in finding solutions to many of the prob-
lems I have discussed and reported in the GAO studies. The Aviation
Supply Office, the Air Force Logistics Command, the Army Transpor-
tation Materiel Command, and the DOD Standardization Division
have all been wrestling with these matters for many months. Espe-
cially encouraging are the strides which have been made in training
our procurement personnel, some 4,000 of whom now receive instruc-
tion each year in subjects such as contracting and pricing. These
courses have been designed by outstanding experts, in and outside of
Government. I am satisfied that defense personnel, both military
and civilian, who are engaged in this important work, are, on the
whole, highly competent and are devoted to our objectives. In respect
to our procurement systems and procedures, however, we all readily
agree that we have far to go.

We must harness all of our brain power and energies, roll up our

sleeves, and go to work in the field locations concerned, to plan and
install improved systems, staffing, supervision, and controls.
»&We are moving ahead rapidly to organize a special full-time staff of
the best management and technical specialists that we can find to
undertake these studies and to live with the problem until we have
installed and perfected improved procedures. We are obtaining the
loan of several full-time men at vice president level from industry to
assist in studies of some of these problems. We would welcome GAQ
assigning full-time people to join with us in these efforts.

Senator DouaLas. I see.

Now, I do not want to shut my colleagues off. I will ask one ques-
tion, and then I will suggest that they take over the examination on
this point.

Have vou had a chance to have someone survey these reports by the
Comptroller General on procurement? These are from last May on.

I put the 52 cases up to last May in the record, and these are the 17
from May on. There may be more, but these are the only ones I
could find. '

Have you had a chance to review those? ’

Mr. Morris. As I understand it, sir, there have been about 100
on procurement and supply in the past 2 years. Our staffs have
studied each of these reports and have made written comments on
each to the GAO.

Senator Doucras. Now, let me ask this question:

Do you, in general, find the criticisms of the GAO correct or not?

73406—61——2
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Mr. Morrss. Sir, I think the best way in which to summarize my
findings thus far in respect to the GAO reports are that they, almost
without exception, call to our attention problem areas that need some
corrective action, and that in a high percent of the cases there is evi-
dence I have found that we have taken corrective action, usually
through the issuance of revisions to the Armed Services Procurement
Regulations or amendments to Department of Defense polices and
instructions.

We welcome the GAO activity as one that does help bring to light
matters that otherwise might go unnoticed or not be given proper
emphasis.

Senator Dovcras. I want to congratulate you for that very con-
structive attitude. It has not always been evidenced in past years.

Mr. Morris. As you know, sir, Mr. McNamara has met twice with
Comptroller General Campbell and urged him to extend his audit
service to make it even more useful to the top management of the
Department of Defense.

We feel that there are cases where working more closely together
we could get more timely action on some of these problems, as, for
example, the report that you referred to earlier does cover actions
that took place in 1959, and the report is just now reaching us for
attention.

If a year ago it had been possible, while the findings were still
emerging, to have earlier knowledge of them and to go to work on
the causes of these problems, we might be 12 months ahead.

Senator Doucras. At the present time, as I understand it, the
individual armed services approve departures from full competitive
bidding?

MI‘.%\/IORRIS. That is correct, sir.

Senator Doucras. Under revised statute 3709, this is given to the
Comptroller General.

Would you be willing to have this control put in the hands of the
Comptroller General?

Mr. Morris. I am not sure, sir, that I understand the question
that you have asked.

Senator Dougras. As I understand the law—and I will ask the
staff to correct me if I am wrong—the revised statute 3709 and the
Budget and Accounting Act provide that the Comptroller General has
the final decision as to whether exceptions shall be made from full
competitive bid procedure. :

Would the Department of Defense object to having that law carried
out?

Mr. Morris. Mr. Chairman, I believe that there may be two dif-
ferent questions involved in your specific question. The matters of
determination of when the 17 exceptions shall be applied are day-by-
day determinations to individual procurements.

Exceptions 11 through 16 actually come to the level of an Assistant
Secretary of the Department concerned or higher. The other excep-
tions require a determination at the procuring activity, such as
Tinker Air Force Base.

Now, with our several million procurements per year, with, as you
have pointed out, over half of those in this country above $2,500 being
negotiated, it would probably be impractical for any external agency
to have sufficient manpower on site to rule on each individual case.
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1 1 t};lhink, as a practical matter, that, therefore, procedurally, we must
o that.

Senator DoucLas. Then could the power to grant exceptions be
wansferred from the individual services to the Office of the Secretary
of Defense?

Mr. Morris. Again, sir, from the point of view of procedure,
timing, and manpower, it would not be a practical thing to consider.
We believe that the proper approach and the present approach is to
have a number of highly trained, fully competent personnel in these
large procuring activities to give qualified attention to each individual
case under good audit attention, both from internal audit activities
and GAO.

Senator Dougras. To whom do they report?

Mr. Morris. At the major procuring activities these people report
direct to the commanding officer of the activity. Herein Washington,
for example, the Technical Services of the Army report to the Deputy
Chief of Staff, Logistics, who is, in turn, responsible to the Assistant
Secretary of the Army.

Representative Grirrrras. Mr. Morris, I would like to direct your
attention to your testimony where you point out:

* * * and negotiation in those instances where precise design is not as important
as specific performance characteristics. Under this procedure, bidders are asked
to submit designs to meet specified performance criteria for a desired item with
no prices included.

Would you tell me specifically how specific is the design and how
much does the board of review know about the qualifications of the
prospective manufacturers?

Mr. Morris. I have not examined the actual cases yet that have
been handled in this procedure. I might ask Captain Malloy if he
has had an opportunity to.

Captain MarLroy. Well, the specification range or the range of
specifications that would be available to be apphed to this situation
is very wide.

Generally speaking, where we can describe, say, a black box, and
indicate its outer dimensions and the performance that we expect
from the unit.

With that information and any other that we have, a bidder can
design a black box that will do the job that we are looking for.

The bidder’s proposal to meet our requirement is submitted for
our technical review and it is gone over in great detail.

Those that pass this review are then eligible for the second stage
of the two-step formal advertising.

Representative GrirriTHs. Who are the reviewers?

Captain MaLroy. The reviewers at this first stage are the tech-
nical personnel of the Department. Here in Washington, for example,
in the bureaus of the Navy and the technical services of the Army.

Representative GrirriTEs. How many of them are there?

Captain MaLroy. I really don’t know. Thousands in the Depart-
ment.

Representative GRIFrITHS. Before you set -up the reviewers, do
you determine where the reviewers came from originally and what
has been their past history?

Captain MaLLoy. I am unable to say whether that is done or
not.



14 REDUCING IMPACT OF MILITARY PROCUREMENT

Representative Grirriras. Do you not think it would be advisable?

Captain Marroy. I think that these technical personnel have
to conform to the same type of background scrutiny as the procure-
ment officer or the contracting officer himself, and there are instruc-
tions and rules in the Department to cover this type of situation,
indicating that none of these people should ever put themselves in a
position in which there Wouf)d be any conflict of interest or any
suspicion of conflict of interest.

Representative GrirFiTas, Are they permitted to visit the plant
of the contractor?

Captain MarLoy. Yes, ma’am.

Representative Grirriras. Do they review not only the ability
of the contractor to perform the contract, but to finance the contract?

Captain MaLLoy. The technical people in this first stage do not
provide or do not go through a financial analysis. This aspect of the
procurement is looked at later when the actual bids are submitted.

Representative Grirriras. Is the only test of whether or not the
reviewers are correct in their judgment, whether or not the con-
tractor finally performs the contract?

Captain MaLroy. Of course, this is the ultimate test of the man’s
judgment. If he indicates that in his view the contractor can per-
form, I suppose that would be the ultimate test.

Representative Grirriras. If the contractor performs, it is as-
sumed that the reviewer has done proper reviewing?

Captain Marroy. I would say that is a good indication.

Representative Grirriras. However, there is no way of deter-
mining whether or not a person that was disqualified under this
first test could have performed the contract, so you have no test
as to whether or not the reviewer

Captain Mavrrov. I think this is correct.

(The following was later received for the record:)

CosT REIMBURSEMENT CONTRACTS

A summary of cost-reimbursement contracts of $10,000 or more by program
category in fiscal year 1960 is submitted herewith. Similar data for earlier years
are not available.

It will be noted that of the total of $9 billion in cost-type contracts, 91 percent
was in four categories of procurement: Aircraft, missiles, electronics and commu-
nications equipment, and services.

The aircraft, missile, electronics, and other end-item categories include research,
development, and test work in those programs.

The services category includes research and development not chargeable to
any one of the other listed programs, and technical services, such as the opera-
tion and maintenance of missile test ranges, warning and ecommunications net-
works, and medical care for military dependents, which must be procured on a
cost-reimbursement basis. Of the $1 billion in cost-type service contracts, 80
percent has been identified with these types of services.

In addition to research, development, and technical services, cost reimburse-
ment contracts are necessary in the procurement of specialized types of military
equipment if the design has not been fully developed, if firm specifications cannot
be established, or if there has not been sufficient quantity production of the item
to provide an adequate basis for determining a reasonable price at the time of
the contract award.

The direct influence of expanding weapons development programs is reflected
in the increase in cost-reimbursement contracts not only since Korea but also
during the Korean war period. At that time, cost contracts increased from $3
billion in fiscal year 1951 to about $6 billion in fiscal years 1952 and 1953. The
percentage of cost-type contracts, however, increased only from 13 to 20 percent,
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becatise at the same time that new weapons development was being accelerated,
weapons of standardized design were being put into quantity production.

The value of actual deliveries of completed hard-goods items and spare parts
in fiscal year 1953, the last year of the war, was more than $22 billion, including
$7 billion in the aircraft program, $2.8 billion in ammunition, $2.3 billion in tanks
and other combat vehicles, $1.4 billion in trucks and other noncombat vehicles,
$1.4 billion in production equipment, and $2.6 billion in miscellaneous types of
hard goods. Production in these orders of maznitude clearly involved a large
proportion of standardized products adaptable to fixed-price contracts.

This situation has been completely reversed and the nature of the militaty wea-
pons acquisition program has drastically chanred in the period since Korea.
Instead of volume production of standardized aircraft, tanks, trucks, rifles, and
ammunition to support forces in combat, the major effort has been to develop
and produce modern and completely new weapons that take full advantage of the
unprecedented rate of advance in science and technology.

One concrete illustration of this is that the volume of military research and
development contracts more than doubled in the 4 years from 1956 to 1960, from
$2.4 billion to $5.6 billion.

Furthermore, in order to gain time, production work on many major weapons
has been started before development work has been completed. To permit
incorporation of current technological developments, designs have not been
frozen, and extensive product improvement and model chan zes have been frequent.
In these circumstances, it has not been possible to predict costs at the time of
award, and it has been necessary to use cost-reimbursement contracts for pro-
duction as well as development and test models. These circumstances occur
most frequently in missile, electronics, and aireraft procurement, which account
for most of the cost-reimbursement contracts.

Statistics on contract awards in these categories were available for the first
time for fiscal year 1955. As shown in the following table, the increase in pro-
curement in the aircraft, missile, electronics, and services categories has paralleled
the increase of $5.7 billion in cost-reimbursement contracts since 1955. Missile
and electronics procurement alone increased more than $6 billion in this period,
while there were small decreases in the aircraft and services categories.

The net expansion in this group of programs, the shift to increasingly complex
weapons, and the telescoping of development and production to step up-opera-
tional readiness dates are the factors that have accounted for the increase in the
dollar volume and the percentage of cost-reimbursement contracts.

Net value of military prime contract awards of 810,000 or more (excluding

intragovernmental)
[Dollar amounts in thousands]
Fiscal year 1955 Fiscal year 1860 Increase or decrease
Amount Percent Amount Percent Amount Percent
of total of total of total
All military procurement. .... $14, 051,971 100.0 | $21,181,486 100.0 | +$6,229, 515 0
Aireraft. ool 5, 320, 894 35.6 4, 815. 706 22.7 —505, 188 —12.9
Missile systems._._....... 802, 040 5.4 6, 067, 205 23.9 | 4,265,165 -+18.5
Electronics and commu-
LiGBLONS o ceimeeaeeaae 1,182,514 7.9 3, 092, 030 14.6 | 1,909, 566 +6.7
Bervices. .. cccaecccmccnean 1,804, 410 12.1 1, 758, 916 8.3 —47,494 -3.8
Subtotal 9,109,858 610 14, 731,907 69.5 | +5,622 049 +8.5
ps 630, 357 4.2 1,030, 365 4.9 -+400, +.7
Ordnsnce, vehicles,
related equipment.... 1, 602,020 10.7 1,097, 931 5.2 — 504, 089 —5.5
All other . cioeoaoao. 3, 609, 736 24.1 4,321,283 20. 4 4711, 547 -3.7
Cost reilmbursement contract.| ! 3,295,468 1241 9,021,723 42.6 | .+5,726,255 +18.5

1 Petroleum procurement and army overseas procurement not available in fiscal year 1955. The 24.1 per-
cent ratio is taken against a net total of $13, 661, 308,000. Cost reimbursement type contracts are very small
in both of these categories. .
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Captain MarLoy. We are dealing here with the exercise of judg-
ment which is, I suppose, no more difficult than the judgment that
our contracting officers are making daily with respect to the qualifica-
tion of low bidders.

We try to do a penetrating analysis. These are subject to checks
and balances and reviews, and, hopefully, we are making the right
decision in a high percentage of the cases.

Representative GriFriTas. One of the problems, [ think, in the
contracting field is that the contracting officer can give the contract
to the lowest qualified bidder, and, of course, the lowest qualified
bidder does not mean the lowest bidder.

[t means someone within the contracting officer’s discretion whom
he thinks is qualified, and it is left really to discretion, so that you
very often are in a position to knock out other bidders.

[ think this is very hard for lay people to understand. I think
that you set up standards that are impossible for Congressmen, for
the public generally, to understand. I think it puts you in a position
of looking unfair whether you are unfair or not.

Let me give you an example.

Recently an agency not within your control gave out, I believe,
some sort of missile contract. They disqualified in the first go-
round the only organization in America that put a satellite in orbit.

They said that management was not competent to do it. Now,
this, to me, is impossible to understand, and I think this is impossible
for the public to understand. So that I think, if you are going to
have this type of procedure, that you have to tie it down to some real
standards.

It should not be so ephemeral that it is impossible for reasonable
men to determine whether or not the judgment of the reviewers has
been correct. :

It leaves itself wide open. In fact, the reviewers, in the first in-
stance, are people who bring with them prejudices of their own in
placing the contract. I think this is one of your biggest problems.

Now I would like to ask you additionally. Some 2 years ago, I be-
lieve, an order went out from one of the services that in determining
the price at which a contract would be let, that the contracting officer
was to add to the price of the bidders the price of shipping the item to
the desired point.

Do you still do that?

Captain MaLLoy. Yes, we always take into consideration the cost
of transportation to destination. This is an integral part of determin-
ing the price. - ,

Representative GrirriTas. I think that that is unjust. I think you
are going directly opposite the intentions of Congress, because that is
putting it within your power to discriminate against an industry in
America, a group of taxpayers in America.

I do not think you have the right to ask this question or to add that
part to the bid. . :

Secondly, I would like to ask you: )

Do you still, on a bid-—~that is to be built on & Government facility—
determine the amount of taxes that a private industry would pay if it
had the bid?

For instance, in Cleveland Ordnance District, or in Detroit, where
they have large Government facilities within the cities, if a bid is
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made by any bidder using those facilities, do you add a certain amount
for the taxes that would be paid—that are paid by private industry?

Captain MaLLoy. I would like to answer that question in two
stages.

We do follow the Bureau of the Budget direction, which establishes
certain criteria, one of which is taxes, under which decisions are made
as to whether a particular installation is kept active or is closed.

In that situation taxes and many other things are taken into
consideration. Now, when*we are making a procurement, we have
a general policy that we equalize competitive advantage anong
bidders, so that we endeavor to equalize a situation in which one
bidder would have Government facilities and another bidder would
not.

In that case, we would add the cost of use of the Government
facilities to the bid of the man who had them, so that he would be
competing on a fair basis against the man who is not provided with
those facilities.

In that situation, we do not evaluate the taxes. In other words,
we figure out what is the value of a certain number of machine tools,
of certain facilities, and these then are added to the man’s bid, or in
other situations a bidder could be charged rental under a rental agree-
ment that he would have with us, and the amount of the rental would
necessarily be in his bid price, and, hence, would eliminate the com-
petitive advantage. .

Representative GrirriTas. May I point out that I certainly think
that this should be used very discreetly. In the first place, I have
never believed that you had qualified purchasers, but I certainly do
not believe you have anybody qualified to determine really what the
taxes should be, since the proper amount of taxes is a big fight in every
town on every single facility in the town.

In my judgment, this type of a requirement has worked most
disastrously against the Midwest, where there are large govern-
mental facilities, and where those Government facilities are in the
heart, generally, of the cities. So that I think that the Government
has taken this land away from the people, it pays no taxes, and
now you come along and say:

“Because it pays no taxes, we won’t use it. We are going to put
it under an additional handicap when bidding on a Government,
contract.”

Mr. Morris. I would like to just stress what Captain Malloy has
said. It was true, as I understand it, last year that the provisions
of Budget Burcau Bulletin 60-2 were used on occasicn in evaluating
actual procurements. This is no longer the case.

Representative Grirritas. Good. Thank you very much.

Thank you, Mr. Chairman.

(Nore.—Representative Griffiths later submitted additional written
questions to be answered. (See p. 62.))

Senator DouarLas. Congressman Widnall?

Representative WipnaLL., Mr. Chairman, this is probably a little
bit afield, but is any security check made on your potential bidders
before you submit designs and informational material to them?

Captain MaLLoy. Yes.

If a potential bidder is being asked to bid on a classified project, he
must secure a security clearance before he can receive the blueprints
and drawings.
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Representative WipNaLL. Then if a contract is awarded to that
bidder, how far does the security check go after that? Are all the
subcontractors given a security check?

Captain MaLLoy. Yes, to the extent that they need access to
classified material, it would follow down the entire subcontract chain.

Representative WinnaLL, So that the Government is keeping track
of all of the subcontractors as well as the contractors?

Captain MaLLoy. Yes, sir.

Representative WipNaLL. That is all.

Senator Doucras. Senator Proxmire?

Senator Proxuire. First, Mr. Morris and colleagues, I would like
to commend you on what, I think, is a very constructive attitude
toward the importance of getting lower prices for the Government and,
of course, lower cost for the taxpayer and more competitive bidding.

I want to stress, because I think we have overlooked it, the assertion
in the law, the Armed Services Procurement Act of 1947, which says
all purchases and contracts for supplies and services shall be made by
advertising as provided in section 3, except that such purchases may
be negotiated by the agency without advertising if—and there are
17 specific exemptions. .

Then President Truman, on February 19, 1948, wrote a letter to
Mr. Hunsaker, NACA and the other four agency heads named in the
Act, where, it seems to me, he expressed not only the attitude of the
President, but also most Members of the Congress at that time (see
appendix, p. 101:)

The act states that basic policies of the Government with respect to procure-
ment by the armed services declares that a fair proportion of all procurement shall
be placed with small business concerns.

It also states that all purchases and contracts for supplies and services shall
be made by advertising except under circumstances specified in the act where
exceptions to this general policy may be made.

And he goes on to point out that exceptions result in large firms
getting a much larger proportion, in the first place; and, in the second
place, or course, the taxpayer having to pay more.

Now, what is the record? .

Do you have available to you a record of the procurements by
advertised, by. what you specified as partially competitive, and not
competitive since 1948?

Is that available?

Mr. Mogris. Sir, most of the statistics, I think, are available.
Would you like us to refer to some of them?

Senator Proxmire. If you could give them to me quickly, give
me the share that is advertised, procured by advertised bidding
since 1948, the percentage, if you have it.

Mr. Morris. The figures that we have with us actually go back
only to 1951. '

Senator Proxmire. We will have to settle for that, then.

Mr. Morris. And the figures broken out between formal adver-
tising and negotiations are dated from 1954 forward. ’

In 1954, it was 14.2 percent formally advertised.

Senator PROXMIRE. You say you cannot go back before 19547

Mr. Morris. Not with the data that I have in my possission this
morning. ,

I would be glad to search:




REDUCING IMPACT OF MILITARY PROCUREMENT 19
Senator Proxmire. Will you provide that for the record?

Mr. Mornris. I certainly will, sir. v

Senator ProxMIRE. Do you think you can provide from 1948, too?
Mr. Morris. Yes, sir.

(The information referred to is as follows:)

Net value of formally advertised and negotiated contracts fiscal years 1948-60
[Dollar amounts in millions)

Formerly advertised . Negotiated
Fiscal year ! Total 2

Amount Percent Amount Percent

of total of total
1948 (May 19-June 30) !.cccavn-.- $1,456 $106 13.5 $1, 260 86.5
19491 - 5,463 1,626 29.8 3,837 70.2
1950 1 5,355 1,461 27.3 3,804 72.7
1951 1l 30,823 3,720 12,1 27,103 87.9
19521 el 41,482 4,479 10.8 37,003 89.2
1953 1 7,822 3,089 111 24,733 88.9
1954__. - 12,859 1,822 14.2 11,037 85.8
1955 . - 16, 041 2,401 15.0 13, 640 85.0
1956_ .. - 19, 156 2,902 15.1 16, 254 84.9
1957 . 20, 996 , 423 16.3 17,573 83.7
1058, o emceececemmcaeee y 3,282 13.9 20, 384 86.1
1959._. - 24, 554 3,256 13.3 21,298 86.7
1960. .. -- 22,908 3,170 13.8 19,738 86.2

1 Figures for 1948-53 exclude contracts awarded outside the United States. Figures for subsequent years
include such contracts. .
3 Total excluding intragovernmental orders.

Senator PROXMIRE. 1954 was 14 percent advertised bidding?

Mr. MoRrris. Yes, sir.

In 1955, it was 15; 1956, 15.1; 1957, 16.3; 1958, 13.9; 1959, 13.3;
and 1960, 13.8.

Senator Proxmirg. I think you would agree with me that this hardly
meets the expectation at least of the President, former President
Truman, and certainly to most lay people, Members of the Congress,
the press, and so forth; you would hardly say that 13.8 percent by
advertised bidding constituted the principal way of procurement for
our country.

The exceptions obviously are the overwhelming method of securing
procurement at the present time.

There is no question about that.

Mr. Mogris. Sir, there is no question but what the percentage
figure in the judgment of all of us is too low. We think that the
major stress between formal advertising and negotiation somewhat
obscures the problem and the objective. :

We would like to stress the need for more competition, and raising
the number and dollars of procurement made under competitive
methods. '

Formal advertising is one method which has a number of rigidities
about it that tend to make it a little too artificial to accomplish some
procurements. .

We must call total set-asides in the small business area negotiated,
whereas, in my humble opinion, they are formally advertised in the
straight sense of the word. ‘

Senator PRoXMIRE. In the set-asides, there is advertised bidding
that goes to the low bidder and the Government does have a pro-



20 REDUCING IMPACT OF MILITARY PROCUREMENT

cedure that protects it against excessive cost that would normally
result from negotiation? .

Mr. Morris. Correct, sir. S

But here we must call this negotiated procurement.

Senator Proxmire. How big 1s that category?

Mr. Morris. That is part, sir, of our exception No. 17 on total
set-asides, and exception 1 on unilateral set-asides. The restricted
portion of small business in 1960 was 1.9 plus 1.4, including the labor
surplus set-asides, or 2.9. ‘ :

Senator ProxmIre. 1.9 plus 1.4?

Mr. Morrzs. Yes, sir.

Senator ProxMire. That would add up to 3.3.

Mr. Morris. You are correct, sir.” The correct amounts are; 1.5
and 1.4 which total 2.9. I gave you the wrong figures.

Senator PrRoxMIRE. 2.9. Is that about standard? Is that about
what you have had for the past few years?

Captain MaLLoy. It has been running about that, as I recall.

" Senator ProxMIRE. Is there any other conspicuous—what I would
call conspicuously misclassified procurement?

- Mr. Morris. I believe there are others, sir, that we might mention.
Our foreign procurements, for example, where we do have normally
competitive procurement. Foreign countries do not follow the prac-
tices of American business frequently, so we cannot engage in all of
the routines specified for formally advertised procurement.

These amount to 4.8 percent of our procurement dollars. Our small
procurement- - S :

Senator ProxmIre. This 4 percent are competitive -in the usually
understood sense that you have more than two firms and that it goes
to the low bidder? . :

Mr. Mogrris. This is my understanding of at least a high percent
of such procurements. e

Senator ProxMIirg. By a high percent, you would say?

- Mr. Morris. Well, over three-quarters.

Senator Proxmire. Then 4 percent there?

Mr. Morris. Small procurements, those under $2,500, normally
involve open market type procurements, where due to the size of the
procurement, the procurement officer might simply call by telephone
three qualified bidders in the local area and award to the lowest bidder.

He does not go through all of the processes of advertising.

+ 'Senator ProxMire. [ should think that would be overwhelmingly
competitive in the normally understood sense.

Mr. Morris. We would think so, too, sir. .

Senator Proxmire. Have you run a check or do you have any
indication that this is done this way, that the regulations require it
be done this way?

Mr. Morris. They do, sir.

Senator Proxmire. What does that amount to?

Mr. Morris. That is about 3.3 percent, sir.

Senator PROXMIRE. Any others? ‘

Mr. Morris. There is another 5.5 percent of our procurements
which involve the buying of personal services, public utilities, and
specially designed parts and materials where there is only one

Senator ProxMIRE. Personal services? What is this next category?

Mr. Morgris. Public utilities.
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Senator Proxmirg. All right.

‘What is the next? ]

Mr. Morris. And specially designed parts.

Senator PRoxMIrE. [ would say that that would be outside of
either category, would it not, to get a fair consideration of

Mr. Morris. Correct, sir. : v i -
. Senator Proxiire (continuing). Of the proportion, it seems to me,
we leave that out of either account. '

So then you would calculate how much really on the basis of 95
percent rather than on the basis of 100 percent, added figures you
have given me so far, and you would still find that three-quarters
of the procurement is in what is not competitive bidding?

Mr. Mogris. There are others that I could mention, if I might,
sir.
Senator Proxmire. All right, go ahead.
~ Mr. Mogris. The procurement of subsistence items.

Senator Proxmire. What is that? .

Mr. Mogrris. Perishable subsistence procurement. These are pro-
curements made under highly competitive situations, but they are
made on very short notice, where we 1ust buy on short notice carload
lots of lettuce and other produce to be delivered. .

Normally, as I understand it, bids are received telegraphically
at a point in' time. : _ :

Senator Proxmire. How much is that? - .

Mr. Morgis. This runs about $442 million per year, or 2.2 percent.

Senator Proxmire. All right. _ : .

Mr. MoRris. Another 4 percent are made under the exception
where we desire, for reasons of mobilization planning, to place a
procurement with a specific plant in a specific location. This is to
maintain industrial base. oo B : )

Senator Proxmire. Mobilization planning?

How would you classify : '
. Mr. Mogris. This is exception. 16, sir.

Senator ProxMire. And in what sense is this partially competitive?

Mr. Morris. This in not partially competitive, sir. This is the

type of thing, again, as you spoke of in the case of personal services,
that you probably should reduce the 100 percent against whichwe make
the judgment of how much formally advertised procurement is
conducted. . '
Senator ProxMire. All right.
Mr. Morris. Then another very large portion, which I have not
been able to personally evaluate in total yet, is the follow-on, the firs$
follow-on production procurement to a major contractor who has
developed a missle system for us on an airplane or some major weapon,
and after the investment of many millions of dollars in plant and
tools, as well as perhaps years of development effort, it is just im-
practical to go out on an open competitive basis on the first production
order. It might even cost us a great deal more to do so.

There are exceptions to this that we are beginning to work on.

Senator ProxMire. That is a rationalization of negotiated bidding.
It may be perfectly proper and desirable, but, nevertheless, it 1s
strictly negotiated bidding. ' '

Mr. Morris. That is correct.
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Senator PrRoxMIRE. I imagine you could rationalize all negotiated
bidding in one way or another. _

* It seems to me the Defense Department is not abiding by the law.
L Mr. Mozrris. We do not think we should rationalize, sir.
 Senator PrRoxMiRE. By ‘rationalize,” I mean explain, reason.

i Mr. Morris. There is an explanation that can be had in each case,
but this is the purpose of the analysis we have tried to illustrate.

We think of the 60 percent that is now sole-source—meaning there
is no competition of any kind—our major goal should be to assess
this area and reduce it to the maximum extent.

Senator ProxMIRE. Now let me—I do not want to take too much
time, Mr. Chairman, but I think this will just take a few more minutes.

On page 4, I was interested in the same remarks that Mrs. Griffiths
mentioned.

You talk about your two-step system of trying to get competition.
That is very encouraging and you are to be commended for doing it.
How widely used is this two-step exercise? Is it just an idea that
you are beginning to experiment with or is it used on a substantial
share.of your procurement now?

Captain MaLLoy. Senator, this is a technique which was essen-
tially developed in the Air Force about 2 years ago, possibly 3 years
ago. : :

The Air Force has had considerable experience with it. The Air

Force, you might say, broke this procedure in and got the bugs out

of it. We have now introduced it into the Armed Services Procure-

-ment Regulation. This was fairly recently, certainly within the past
year. -

Senator PrRoxmire. Within the last year?

Captain MaLroy. Yes, sir. '

The procedure is, I think, just beginning to catch on and get moving
in the Army and Navy. You cannot put a procedure like this in over-
night, because of one of the points that Mrs. Griffiths mentioned.

Your technical people have to be acquainted with this procedure.
They have to be trained. Systems have to be established, and, hence,
this is the kind of a new procedure that breaks in rather slowly.

So, to sum up, we have considerable experience in the Air Force, and
we are just beginning to have experience in the Navy and Army.

Senator ProxmIire. Can you give me a notion or the potentiality of
this method? How widely do you expect it to be used?

Captain MaLLoy. I could not estimate that, but I might be able to
be a little bit helpful by indicating that I believe that the Air Force
has used it in the past 2 or 3 years on approximately $70 million worth
of contracts.

Senator ProxMIRE. $70 million?

Captain MaLroy. Yes, sir.

Senator ProxMire. $70 million?

Captain MaLLoy. Seventy.

Senator Proxmire. It is a pretty small proportion, is it not, of
procurement?

Captain MaLLoy. Yes, sir,

Bearing in mind that the great bulk of our dollars are in the major
military weapons, this procedure will have no-application in a large
missile contract.

Senator ProxMIRE. I do not want to belittle this. I just want to
get a precise figure.
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Captain MaLroy. It should be kept in perspective. It will make
a contribution. It will not make a revolutionary contribution. It
is not designed for that purpose. '

Senator ProxMiRE. Is the industry cooperative?

Captain MaLLoy. Yes, sir, it has been so far.

Representative GrirriTas. I would like to make it quite clear that
I do not personally approve of the procedure. I think the procedure
gives you one additional way to disqualify a bidder before you ever
start talking about price. )

Senator ProxMIRE. Now, a little further down you have under
item 2:

Based on this analysis, it is estimated that about 40 percent of our procure-
ment dollars are placed under some form of competition, while 60 percent are
noncompetitive.

That 40 percent is what we were just going over?

Mr. Morris. We were actually looking at parts of both of these
bars. We were talking about informal price competition when we
spoke of small procurements, foreign procurements, and R. & D.
type procurements.

These are the ones in which there is competition either of a price
or technical nature. We have added them thus to compose the 40
percent placed under competitive methods of one type or another.

The 60 percent are noncompetitive quota.

Senator ProxMIRE. Then the other area I wanted to ask about
was where you say: '

In these purchases we do obtain two or more formal written proposals and
- award to the bidder who offers the best product or service to meet our needs at
the lowest cost.

What proportion of your bids has been identical bids? Do you
have many?

Mr. Mogris. Sir, I do not think that we have any way of knowing.

Senator ProxMIRE. Do you not keep a record of identical bids
when they come in? This has become so common with municipalities
in my State and it is so shocking to me that this happens, that it
would seem to me that it might be a useful practice, at least for a
time, to keep a record, since the large procurement agencies procure
so much.

Senator Doucras. If the Senator from Wisconsin will permit me,
the Executive order of the President requires this from now on.

Captain MarLoy. Yes, Mr, Chairman, it does.

The Executive order of the President requires a report to the
Department, of Justice in great detail on identical bids, and it requires,
in addition to the low identical bids, a report of other iden,tica‘l bids
that are received. This Executive order is at the present time being
implemented within the Department of Defense, and there will be a
great volume of identical bids reported in the future under that
Executive order.

Senator ProxMIRE. You say there will be a great volume reported
in the future?

Captain MaLLoy. Yes, sir.

We have had for many, many years regulations which require our
contracting officers to report to the Department of Justice whenever,
in their opinion, violations of the antitrust laws are involved in
identical bids that are received.
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We could supply for the record the information that has been
%enera.ted over the years along those lines. * I believe-it has recently

een furnished to another committee of the Congress.

But we will be reporting in considerably more volume as a result
of the President’s recent Executive order.

Senator ProxMire. Do you have any method of determining
whether the so-called, what might be called, the General Eléctric-
‘Westinghouse pattern, in other words, the dividing up of the market
where firms come in and they seem to rotate in their procurement
bids, is there any method that the Defense- ‘Department has of coping
with this kind of situation or being alert to it, being awaré of it?

-Captain MavLuoy. Senator, bhls 1s, of (‘ourse ‘one of the most
dlfﬁcult things to detect.

Senator ProxmIire. I know,

Captain MavrLoy. To search out and perceive. We have within
the past 3 or 4 months issued specidl instructions to all contracting
officers to be on the alert for just this very type of thing.

I believe that this is

Senator PRoxmIRE. [ should think you could run kind of a statis-
tical pattern on it and determine whether or not there was a fairly
precise year-after-year division of the market that was suspicious.

Captain MavLroy. This is the type of analysis that we make when
erldo get susplclous of a. prlcmg pattern Whlch seems to us to be out
ot line.

We make all kinds of cross-checks and frequently are able to alert
the Department-of Justice to this type of situation.

Senator Proxmire. Thank you, Mr. Chairman.

I do want once again to commend you for moving in the right
direction, although, like so many people, I am unhappy about the
fact that we seem to be making such minor inroads. You say:

In the large area depicted on the chart as “noncompetitive” there are many
indications that we d6'not move early enough to convert smgle source buying to
some form of competition.

" I just wonder, once again, if this is an area that provides a useful,
large inroad that you can make on negotiation.

Mr. Mogris. Sir, we think that it represents the major opportunity
area at this time, and we are devoting our major attention to it.

Senator PROXMIRE Thank you, Mr. Chairman.

Senator DougLas. Congressman Widnall?

Representative WipNaLL.. Mr. Morris, in the case of airplane
enginés where they have been manufactured by a specific manufac-
turér and it comes time to recondition these engines, in the bidding
that takes place for that reconditioning, what valuation is placed on
the experience, the first experience that the services have had with
the engine, maintenance costs and the like, in giving effect to the
original manufacturer’s bid as against somebody new coming into
the field and bidding to recondition the engines?

Captain Marroy. The original manufacturer of the equipment
must bid against all other proposed or prospective contractors, the
question being whether any other contractor has the ability to do the
overhail of the engines. .
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If another manufacturer does have, in our judgment, the ability to
do the job, and his price is lower, he gets the contract, and we do
not add a factor to the principal manufacturer’s bid.

Representative WipNaLL. I have in mind a case which I can docu-
ment, but I have not got it with me, involving the Curtiss-Wright
Corp., where they manufactured the engines originally, and the recon-
ditioning award was made to some new firm, I helieve in Florida.

They have a very sour experience on the reconditioning where it
did not stand up to specs or performance. There were delays and
the services themselves had to help recondition later on and it was at
considerable cost to the Government because it did not go back to the
company that was familiar with the engine and had actually delivered
a very fine engine in the first place, and which had good experience.

It seems to me that statements have been made both by manage-
ment and labor to me that are correct. Itis very costly to the Govern-
ment in dealing with somebody Who was not familiar in the first
instance with those engines.

Is the proper evaluation given to a new bidder, coming in?

Captain MarLLoy. As you describe that situation, it does not appear
that the proper evaluation was made. This, of course, illustrates the
point that we have been talking about this morning.

If we stayed with the original manufacturer, we would have added
to the noncompetitive bar “chart that Mr. Morris has been talking
about and that everybody has such concern, rightly so, about. We
endeavor not to stay with sole sources, but to go to other sources,
and let everybody have a crack at it.

In doing that, we must necessarily undeltake 8 certain exposure,
and that exposure is represented by low bidders who come and bid,
and often are not qualified. In that case we must. exercise our ]udg-
ment and disqualify the low bidder, and: we have regulations that
require us to make an affirmative ﬁndmg, before we award a contract,
that a bidder is, in fact, responsible, because nobody wants us to be
awarding contracts to bidders who are not responsible:

In certain cases, of course, our judgments will be wrong, and we
might have been wrong in the case you described. :

Representative Wipxann. Has there been any pattern that you
can document to show that an original manufacturer does a better
Job, experiencewise, in recondltlomng, than somebody new who comes
in on the job?

Captain MavLoy. I know of no readily available information on
that point. I would think, as a generality, that the original manu-
facturer invariably should do a hetter job, at least ‘initially, as any
new company must acquire experience. However, again depending
on the complexity of the transaction, a second contractor often can
do as good as the developing contractor.

Representative Wip~vaLnL. I know in'the instance that I am speaking
of it has quite a labor impact in that particular area where they take
it and dump it down some other places and they are taking a chance
on it when they come in with a new person, anyway.

Captain Marroy. This is one of the basic problems that we have
in introducing competition into ‘our procurements. This is a good
illustration.

Representative WipNaLL. It requires more than just.a dollar-and-
cents evaluation when th&t bid comes in. T know the spot you are
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put on but other Congressmen will say you have got to look at the
dollar mark completely, but experience certainly counts and main-
tenance costs, as shown on the original article, will certainiy deter-
mine for the services whether or not it is a quality product and
whether or not they are entitled to additional work.

That is all.

Senator DoucLas. I have only one more question, and then we
will pass to the next subject. )

You stated, Mr. Morris, that prior to the recent Executive order
of the President on identical bids, that the practice of the Department
of Defense was for the officials in the various services to report to the
Department of Justice those.cases where they suspected collusive
bidding.

Do you have any record as to the number of cases since the De-
partment of Defense passed this information on to the Department
of Justice? )

Mr. Morris. Yes, we have, sir. )

_Senator Doucras. I would like to have you share that informa-
tion with us. ) o .

Mr. Morris. We'will be glad to submit it for the record, sir. I
do not have the information with me.

(The following was later received for the record:)

The military departments have not generally maintained central records of
the number of cases referred to the Department of Justice involving suspected
violations of antitrust laws, including collusive bidding, Consequently, the
following statistics have been collected from available sources, including reports
rendered by the Department of Justice. While the figures may not be precise,
they are believed to be reasonably accurate.

Since 1953, at which time our current procedures were instituted by the mili-
tary departments, the number of subject cases referred to the Department of
Justice up to April 3, 1961, are:

ATy o o e e e 166
NaAVY o o e e e e e 48
Ar FOTCe. e e = 50

Total, DOD .. e e 264

Senator Douceras. In nonquantitative terms, was there an over-
powering number of cases in which the Department of Defense passed
this information on to the Department of Justice?

Mr. Morris. I am informed that there has not been an over-
whelming number.

Senator DoucrLas. Would you say that there has been a miniscule
number of cases?

Mzr. Mogris. I am sorry, sir, I cannot answer this question with
precision.

Senator Dougras. Well, a minute number of cases?

Mr. Mogris. I am sorry, sir. I do not have the figures. I will be
glad to supply them.

Senator DoucgLas. I mean in nonquantitative terms.

Mr. Morris. Relative to our 7 million or so procurements per year,
I am sure it has been very small.

Senator Proxmire. Will the Senator yield?

Senator Doucras. Yes.

Senator PrRoxMIRE. It seems to me that one of the distinguished
gentlemen said that there would be—I have forgotten the term he
used—but it sounded like a large quantity, a very large quantity, of
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identical bids reported in the future to the Attorney General, so I
presume that this is based on what has happened in the past, and I
presume there have been quite a few.

Senator Doucras. The question is whether in the past they have
gone any further and they have gone into the hands of the Department
of Justice.

Captain MarLoy. Just to comment on the Senator’s remark, the
basis for reporting in the future, of course, is a completely different
basis than we have been operating on in the past. We will be report-
ing situations from now on, of course, that have been well known to
Justice, and which Justice has even brought suit in the courts and
has been unsuccessful. We have not, in view of that background,
been repetitiously reporting to Justice the information they already
knew. The number of reports is not too great for that reason, among
others.

Senator Proxaire. If they come in identically in the past and
Justice has taken legal action but has lost in court, if they come in
with identical bids in the future. you just have to accept it and that
is it?

Captain Matroy. It depends on what kind of a request we get
from the Department of Justice. We tend to work quite closely with
them, and if they, as they sometimes do, ask us to submit to them
all of the information we are requiring on a particular item, we would
undertake a special project for this purpose.

But as to others that have been identical, which to them or to us
do not seem to indicate a violation of the antitrust laws, these would
not be reported under our old system, but in the future they would
be reported.

Senator Proxmire. If the Senator will yield just for one question;
I am so curious about this.

How can you have an identical bid for a substantial procurement
without having prima facie evidence of collusion?

Captain Marroy. Well, I think that the Department of Justice
over the years has been unable to prove in the courts the prima facie
nature of the case against, I believe, the cement industry, where it is
a practice, and, to some extent, in the steel industry as well. Industry,
as 1 recall, justifies these actions on the basis of follow-the-leader
pricing or other types of pricing which have been determined by the
courts to be not a violation of the antitrust laws.

Senator Proxmire. Thank you, sir.

Senator Dougras. If I may jog the memory of the Assistant
Sccretary, I asked the Attorncy General to submit to us every fifth
complaint, every fifth instance of identical bidding which had been
repor{,ed to them during the last 5 years—I think this is a fairly good
sample.

We recieved 95 of these cases and although I have not made a
statistical study, I almost never saw the name of the Department of
Defense as being the referring agency.

The agency which referred the most cases, I would say, was the
Department of the Interior.

So we have a great deal of interest, Mr. Morris, in your analysis
as to what has happened in the past, how many of these cases have
been referred to the Department of Justice, and we hope for an increase
in the future.

73406 —61——3
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If there are no further questions on the matter of procurement, let
us pass on to the rest of your testimony.

Mr. Mogrris. Sir, I did have a few more comments in the procurc-
ment area. Starting with (b):

(b) Improving the management of procurement

I believe that our procurement policies and procedures are basi-
cally sound, and that the quality of our personnel is generally high.
Consequently, we are concentrating our attention on ways to im-
prove the management of our personnel, policies and procedures.

1. First, we are giving increased emphasis to the training of pro-
curement personnel: In the past the military departments have had
separate training programs. While individually excellent, these pro-
grams differ in scope, content, and application. Since the elements
of good procurement are common to all the military departments,
we have concluded that common, unified training will produce better
trained procurement personnel, at less cost. proposed program
to accomplish this will be ready for review by the materiel secretaries
by July 1. We have also instituted a system whereby selected
General Accounting Office reports relating to individual departments
are being distributed to all of the military departments for utilization
in training programs. This is giving us a crossflow of information
on problems and deficiencies which can prove worthwhile as a pre-
ventive measure.

2. Second, we have a major program underway aimed at value
improvement in our procurement operations. The objective of value
Improvement is to get more usable hardware per dollar spent. This
can be achieved in two ways. One is by better control over reim-
bursable costs paid to contractors. The second is by simplifying
our specifications to eliminate unnecessary and overly expensive
features in military end items and components.

Better control over reimbursable costs: Exhibit 3 depicts the trend
in the type of pricing arrangements in defense contracts over a 10-year
period. During this interval there has been a steady decline in fixed-
price contracts, under which the contractor assumes the major risk in
terms of the profits which he can earn and therefore has a maximum
incentive to reduce his costs. Conversely, the percent of our contract
dollars awarded under cost-reimbursement (principally cost-plus-fixed-
fee) arrangements has risen from 13 percent of our total procurements
in fiscal year 1951 to over 42 percent in fiscal year 1960. This trend
has placed an increasing responsibility on our contract administrators
to exercise close surveillance over contractor costs while relieving the
contractor of a stong incentive to keep costs under control. The rapid
rise in cost reimbursement contracts is a reflection of the missile age
and the principle of concurrency under which production is begun be-
fore development is completed. It is part of the price that we have
elected to pay in order to buy maximum time in putting new weapons
into our operational inventory. Our discussions with industry leaders,
however, indicate that some of the cost control features of the fixed-
price technique can and should be applied to cost-reimbursement con-
tracts, at least to the extent of rewarding good cost performance
through greater profit incentives, while penalizing substandard or poor
performance through reduction in profits or fees. We now have major
studies going on in this area and are hopeful of developing a practical
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ExHIBIT 3

TREND IN PROCUREMENTS BY TYPE OF PRICING ARRANGEMENTS

(NET VALUE OF PROCUREMENT ACTIONS)

PERCENT OF
TOTAL ] Fixep PRICE
813 [ COST REIMBURSEMENT
705
| 66.6
574
426
34
29.5
12.7
FY 1951 FY 1954 FY 1957 FY 1960

and acceptable system of rewards and penalties by profit or fee
adjustments. ,

Senator DoucLas. This question of cost-plus-fixed-fee, which fre-
quently controls subcontract price, the Comptroller General has
evoked some of his most caustic criticisms as to bad practices in the
Department.

Mr. Morris. This is correct sir.

Value engineering: A second illustration of opportunities for cost
reduction, and one in which industry can and is making a major con-
tribution, is through the elimination of expensive and sometimes
questionable characteristics called for in our specifications. The
military departments have made considerable progress in value engi-
neering but much more can be accomplished. An interesting case 1n
point is an underwater ordnance device initially bought under Navy
developed specifications at $28 per unit. By calling upon the inge-
nuity of industry to simplify the design and substitute cheaper mate-
rials, the Navy is today buying an acceptable item at $3.59. This
item will be needed by the hundreds of thousands. We are expanding

4l ancn ~f mmdrea AT terAS 1 ~ -
the use of value engineering provisions in coniy acts, wherever appro-

priate, under which the contractor shares in part of the savings when
he is able to propose an acceptable revision in our specifications for
an item or component.

Finally, in the area of improving the management of procurement,
we are establishing a system whereby the Office of the Secretary of
Defense will make greater utilization of management and audit organi-
zations already available in the military departments. It is intended
that the reports of these organizations, along with General Accounting
Office reports, congressional hearings and studies, and industrial
association comments will be analyzed to discover patterns or trends
which need remedial action or rapid adoption throughout the Depart-
ment of Defense. We believe that effective correlation, analysis, and
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followup on the information available will make the Office of the
Secretary of Defense more responsive to departmental problems and
more valuable in assisting the departments to manage procurement
programs in accordance with Department of Defense-wide policies
and procedures.

(¢) Utilization of small business

In his recent testimony before the Select Committee on Small
Business of the Senate, Secretary McNamara stated:

* * * this Administration believes that a prosperous and vigorous small busi-

ness community is essential to our economy * * * we are determined to raise the
percentage of defense contract dollars awarded to small firms.

To carry out this policy, a two-part program has been launched during
the past 3 months. Kirst, we are giving more attention to awarding
contracts to small firms for goods and services other than major
weapons. As an overall defense goal, we have established a 10-
percent increase in the small business share of our prime contract
awards as the target for fiscal year 1962 compared to fiscal year 1960.

Individual quotas of increase have been assigned to each Army
technical service, Navy Bureau and Air Force Command, and.on
down to each procuring activity. Monthly reports will be rendered
to my office showing our progress against these quotas. Furthermore.
we have requested the service Secretaries to require that personnel
responsible for design, engineering, requirements planning, and finan-
cial management be more alert to their role in the small business
program. This they can do by assuring that contracting officers are
allowed sufficient time to seek small business competition and to
make small business set-asides, where appropriate. F urthermore,
more aggressive efforts to convert sole source procurements to com-
petitive procurements at the earliest possible time, as described above,
should open up more opportunities for small business to compete.
Also the “breaking out’ of components from our large weapon or
missile system procurements, whenever this is practical without
affecting the cost and reliability of the weapon system, is another
practice we are emphasizing.

The second part of our stepped-up small business program relates
to the subcontracting programs of our major prime contractors and
large first-tier subcontractors. These contractors must, in fact, serve
as our agents in assuring that a fair share of the defense procurement,
dollar goes to small business. We have recently been in touch with
many of the officials of our principal contractors by letter, and some
in person, requesting their cooperation in improving subcontracting
opportunities for small firms. During the next few months officials
from my office will accompany military department representatives
on survey trips’to various military installations and prime contrac-
tors to assure that appropriate attention is being given to this effort.

Senator_ DougLas. Senator Proxmire, this is a particular interest
of yours. Would you like to ask any questions?

Senator Proxmire. Yes, indeed.

If I might, Mr. Chairman, I would like first to go back to talk
about this fixed-fee situation as compared with cost-plus.

It has gone from 13 percent in 1951 to 42 percent in 1960, and the
only explanation that I see is that we are entering the missile age.

en we go back to the proportion of the procurement that is
missile, it has now stepped up to only 25 percent. This is a fantastic
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increase in cost-plus procurement. I am wondering if there is some
other explanation.

And, also, if it is not true that even with missiles that some of that
is subject to advertised bidding.

Mr. Mogris. I believe that what has happened here is that the
leadtimes of several years is required to bring an Atlas, Minuteman,
Polaris into production.

It involves a long cycle of development, and has at the same time
brought prominently into play this principle of concurrency, where we
begin initial production expenditures before the development is
finalized.

In this way, we have bought time. We have cut 2 years out of the
Polaris operational attainment date. These two things in combina-
tion since the early 1950’s, particularly since Korea, I believe, heavily
account for the trend that we see.

Senator ProxmIrE. Can you supply for the record the statistics on
the cost-plus for missiles and the cost-plus for other major procure-
ments; that is, aircraft?

Mr. Morris. Yes.

Senator PRoxMIRE. And others so that we can see whether there
is a trend in using cost-plus for procurement like aircraft and tanks
and various other things you have been procuring?

Mr. Mogrgis. Yes, sir.

(The following was later received for the record:)

Use of cost-resmbursement-type contracts, by procurement program, fiscal year 1960
[Doliar amounts in thousands]

Cost reimbursement | Cost reimbursement

Program Total
Amount [Percent| Amount (Percent
of total
Total, excluding intragovernmental orders
and actions of less than $10,000 each...._._. $21, 181,486 $9,021, 723 42.6 $9,021, 723 100.0
Major hard goods (subtotal) .ee-eooemcccenann 15, 103, 287 7,734,240 51.2 7,734,240 85.7
Aircraft 4, 815, 706 1,493, 225 310 1,493, 225 16.6
Missile systems 5,067,205 4,234,173 83.6 4,234,173 46.9
Ships... 1,030, 365 184,072 17.9 184,072 2.0
Tank-automotive 483, 969 38, 304 7.8 38,304 0.4
Weapons. - 124, 709 35,233 28.3 35,233 0.4
Ammunition. - oo 489, 243 307,137 62.8 307,137 3.4
Electronics and communtcations
equipment. . - ceeoo oo 3,092,080 1, 442,096 46.6 1,442,096 16.0
ServiceS . o ccccecmmmmeanaan - 1, 756, 916 1,030,677 58.7 1,030, 677 11. 4
All other (subtotal).. . oo ocmmmcccecomareeeaa 4,321,283 256, 806 5.9 256, 806 2.9
Subsistenee. o ceoeeeeaen- 533,325 1,638 0.3 1,638 Q]
Clothing, textiles, and equipage 182,271 2,988 1.6 2,988 Q]
Fuels and lubricants... 1, 162, 860 5, 545 0.5 5, 545 0.1
Miscellaneous hard goo , 510 230, 756 23.2 230, 756 2.6
Construction 1, 446, 317 15,879 1.1 15,879 0.2

1 Less than 0.05 percent

Senator ProxMIRE. It is your judgment that the whole explanation,
then, lies in the missile field, even though missile procurement consti-
tutes only 25 percent?

Captain MarLoy. Senator, I think it goes somewhat beyond mis-

siles because electronics and communications equipment has the same
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characteristics in this regard as the missile program. As we move
away from the long production runs of aircraft, for example, which
used to be the major portion of our program, and the mix becomes
more sophisticated in terms of more complex military hardware,
longer in the development stage, the problem of time that we are
concerned with, as the Secretary’s statement indicates, the program
of concurrency, have all contributed to this trend. We do not like
at all the greater use of cost-reimbursement type contracts. This is
the least preferred type of contract from our point of view, and we
would like very much to see this trend reversed.

Senator PROXMIRE. You see, it seems to me that what confronts us
in Congress, who are interested, as are all Members of Congress, in
working for the public interest, it is so frustrating because the Defense
Department is up against a constant, steady pressure of the industry
people whom they see every day and who, of course, are interested,
No. 1, in negotiated contracts, and against competitive bidding,
whether small or big business.

If they have had any success in the past, they know that they have
ia; Iodt easler situation with negotiated than they have with competitive

idding. ’

In the second place, of course, they prefer a cost-plus situation, at
least in many cases they would. There is no risk, as you indicate
so well in your statement. And they can do nothing but end up
with a profit under these circumstances. At the same time, éven
though you have this pressure, it seems to me that somehow, some
way, the Defense Department must find a will to resist it with the
industrial suppliers, and to find methods of reducing that cost-plus
and to find far more ambitious and far-reaching methods than you
have had so far to require advertised bidding.

Mr. Mogrnris. Sir, I would like to comment, as a person coming
new to a study

Senator Proxmire. This is without anything personal. I think
youhgentlemen have an excellent statement. There is nothing critical
in this.

Mr. Morris. T think it is perhaps inaccurate to lay the problem
that we are looking at, at the feet of the procurement people; that is,
the contracting officers and the buyers. The whole process involves
designers, engineers, the people who plan requirements, the people
who finance requirements, all of these people contribute to the prob-
lems that we are looking at.

We think we must study the entire process and not just the act of
contracting, itself.

We do not find—I have not found—resistance on the part of the
contracting officers to convert more procursments to competition and
to avoid the cost-plus arrangements. They are frequently in a posi-
tion where they have no other choice, to meet the objectives and time
deadlines that they are faced with.

Captain MarLoy. I might point out, Senator, that many of our
contracts which are awarded on the basis of cost reimbursement or
cost plus fixed fee do have competitive features. Just because a con-
tract is placed on a cost-plus-fixed-fee basis does not mean that it is
necessarily noncompetitive. .

Additionally we are required, our contracting officers are required,
by the law to make a finding before using a cost-plus-fixed-fee contract
that such use is likely to result in the least cost to the Government.
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These findings must be made, and are being made, with respect
to every penny of these cost-plus-fixed-fee contracts.

Representative GrirrrTas. Will you yield?

Senator ProxMIRrE. I yield.

Representative GrirriTas. Is not the real problem the fact that
now you are really sailing uncharted seas? There is no way for the
contractor or confracting officer to determine what the cost of these
brandnew items that have never been made before would cost.

They have no standards evaluation; they have no criteria; they
have no experience. )

Therefore, if they are going to bid today, they would bid at a far
greater price than 1f you simply permit them to give you the costs,
audit the costs, and give them some sort of a fee for 1t, is that not
true?

Captain MaLLoy. [ believe you are absolutely right, Mrs. Griffiths.

This is the major reason why we must use, even though we do not
like it, these types of contracts, because we are afraid that if we do
not, the contractor, faced with unknown risks, would necessarily
include in his contract price contingencies which we think we can
eliminate by the use of either the cost reimbursement type contract
or other form of flexible price contract, other than the firm fixed-
price contract.

Senator Proxmrre. I will not disagree with my good friend from
Michigan, but it seems to me this is a shocking increase from 13 to
42 percent in cost-plus-fixed-fee. We always have new items and
we always are moving into new areas, whether it is new kinds of
aircraft, new kinds of tanks, new kinds of weapons, new kinds of ships.

Now, we might have some acceleration in new weapons of various
kinds, but still this is a very;striking and, it seems to me, discouraging
increase.

Now. getting into small business, before you discuss small business
directly, you said that now you publicize in the U.S. Department of
Commerce synopses of U.S. Government proposed procurement sales
and contract awards. (See p. 8.)

This is the proposal of Senator Hary of Michigan, and I think
it was a proposal we tried to put into my small business procurement
bill, but you gentlemen opposed it, and now you say that this is a
great advance and a fine thing, but you will not permit us to write
1t into the law.

If you think it is good enough to call to the attention of the Joint
Economic Committee, why is it not good enough to agree with the
Banking Committee, when we wish to make this legally required?

Captain MaLroy. Senator, T believe it to be true that our com-
ments on the provision of your bill in this regard did not disagree
with the substance of the provisions of your bill on this point, and we
carried forward into our regulation this agreement with the substance
of your bill.

Senator PROXMIRE. Let me just interrupt at this point to say this.
Here is the difficulty.

I think Congress is somewhat more insulated from the pressures
thaﬁl the Defense officials who decide what exceptions you are going
to have.
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There is nothing to prevent you gentlemen from expanding the
exceptions. We are having a disastrous experience with cost-plus
and negotiated bidding. Perhaps we can expect to have this again
on publicizing procurement. Small business’ chance to know where
they can bid will be shortlived if reliance is only on regulations.

If we make it a law, then before you can expand the exceptions,
Congress, at least, has a good, hard whack at it, so that we can pro-
tect small business and give them the maximum amount of information
on what is being procured.

Captain MarLLoy. Senator, this, of course, brings up the inevitable
conflict between the law and the regulation and the need for flexi-
bility in making changes as we go along. We are not at all sure of
the impact of this change in our regulations that we have referred to.

There is the possibility that it will bring upon the Government
rather substantial administrative problems without benefits. If these
can be isolated, if these can be demonstrated, we would probably
make some changes.

Obviously, in view of the interest, the very great interest of the
Congress, and of Congressmen and Senators such as yourself, this is
the type of action which I am sure Mr. Morris would insure that you
and other Members of the Congress would be consulted before we
made any substantive change in the Regulation.

Senator PRoxMIRE. Now, to get back to the substance of your
remarks on small business, you say:

Furthermore, more aggressive efforts to convert sole source procurements to
competitive procurements at the earliest possible time, as described above, should
open up more opportunities for small business to compete.

This is the general kind of approach you are using. You are trying
to assist small business by making the opportunities for procurement
more competitive, recognizing that small business will do better,
generally, where you have advertised bidding than where you have
negotiated bidding.

History has been that small business gets almost 50 percent of
advertised bidding and only about 20 percent of negotiated bidding;
is that correct?

Mr. Mogzis. T believe that is correct, sir.

(The following was later received for the record:)

Senator Proxmire asked: “History has been that small business gets almost 50
percent of advertised bidding and only about 20 percent of negotiated bidding.
Is that correct?”” Mr. Morris answered: “I believe that is correct, sir,”

While the answer given by Mr. Morris is essentially correct, it is also pertinent
to consider the following facts. With respect to procurements that have been
determined to be within the capabilities of known small firms, small business has
fared better on negotiated types of procurement than on advertised. Thus, in
fiscal year 1960, small business received 65 percent of the total negotiated small
business potential of $3.5 billion, as opposed to 48 percent of the total advertised
small business potential of $2.4 billion. Two-thirds of the total dollars small
business firms received resulted from negotiated contracts, while only one-third
came from advertised contracts.

Senator PRoxMIRE. One of the reasons why small business has done
less and less and less well with the Defense Department is because
there has been less and less advertised bidding and more negotiated
bidding; is that right?

Mr. Morris. We have had a very level situation.
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Senator ProxMIRE. These things are together. Small business just
coincides with the taxpayer interest, at least to the extent that the
taxpayer interest is served by competitive bidding.

Mr. Morris. The two programs correlate very directly, sir, the
breaking out of components from large systems, the conversion from
sole source to competitive buying contributes directly to the small
business program.

Senator PRoxuIRE. I am not going to take any time in going over
this because we have gone over it very thoroughly in my Subcom-
mittee on Small Business of the Banking Committee, but I do ask you
gentlemen to reconsider the possibility of supporting measures in a
bill which will give the Small Business Administration the power to
promulgate a small business program, promulgate it and have the final
word on it, recognizing, of course, that they have no opportunity, they
should have no opportunity to deal with specific contracts.

This is your responsibility, but recognizing that they should be able
to promulgate a program.

The reason I say that is because, once again, here is an agency which
is not subject to the same kind of constant, steady, relentless, and so
far successful pressures that the Defense Department is, to permit the
big business, negotiated bidding, cost-plus methods to become the
effective procurement policies of this country.

If small business can move into this area and the Small Business
Administration with its own viewpoint and its own responsibility
in the small business community, it seems to me we are going to have
a much better opportunity for a small business program to emerge
which will permit far more contractors to have an opportunity than
have in the past. Would you like to answer that?

Mr. Moggis. Sir, our feelings are as we expressed them a while
back. We believe that at our level, where we are free of the daily
restraints and pressures of having to do the buying, that we can work
objectively with the Small Business Administration in arriving at
the soundest set of regulations and programs to assure a fair share
to small business.

This i$ the way we would prefer to work.

Senator Proxmire. I know you would. I had a good talk with

Secretary McNamara about it. The difficulty is that you gentlemen
have these overwhelming responsibilities, a far more important re-
sponsibility for the survival of the Nation, than any small business
or even taxpayer responsibility.
" You have that responsibility and you have to give that 95 to 98
percent of your attention. That is why 1 say il we provide a bill
with guidelines that can’ aid our procurement and Jeave you with
your responsibility intact, and at the same time give this responsibil-
ity, focus it and center it on small business for setting up a program
for small business, then it seems to me we can get a program that
will be effective and that will work.

So far we just have not gotten one in the past, although the people
who have been in your position have been people of very good will
and very good intention.

Thaok you, Mr. Chairman.

Senator Douaras. Will you proceed with No. 2?

Mr. Morgis. II. Supply Systems Integration and Management.
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I mentioned in the introduction to my remarks that Secretary
McNamara had directed a comprehensive reexamination of Depart-
ment of Defense logistics policies and procedures. A key portion of
this reexamination is devoted to a determination as to what precise
form the management of common items within the DOD should take.

- Plans are now under development which analyze several alternative
methods of management which could be applied to this range of supply
items. Secretary McNamara has required that these alternate plans
be submitted to him by July 1 of this year. Consideration of these
plans by Secretary McNamara will then permit him to make appro-
priate decisions regarding organization for management of comrmon
iterrs.  His decision will produce the blueprint for both the short-
range and the long-range courses of action which are required to cope
with this problem.

CONSOLIDATED SUPPLY MANAGEMENT

Senator Doucras. Mr. Morris, T take it that this action of the
Secretary responds to the first recommendation that our committee
made in its report of October 1960.5

Mr. Mogrris. It does,sir.

PROJECT 100 OUTLINED (SEE PRESS RELEASE ANNOUNCING “DEFENSE
SUPPLY AGENCY,” SEE APPENDIX, P. 156)

Senator DouGras. I want to congratulate vou on this. Many of us
felt through the years that we were being frustrated in the recommen-
dations that we were making. 1 congratulate the Secretary and the
Department for moving in this direction. Ts this the famous Project
100 that we have heard rumors about? .

Mr. Mozrzss. It is, sir.

Senator DoucLas. T suppose the details are coming out in a few
weeks. Would it be appropriate if you said something about the alter-
native organizational plans that you are considering?

Mr. Morris. I would be happy to outline the project, sir.

The Secretary felt that we had reached a point in our experience
with single managers where we now have four that are fully opera-
tional and four more that are coming into operation, that we could
assess their performance and certain gaps, weaknesses, and oppor-
tunities for future improvement. He therefore asked the General
Counsel to work with the Materiel Secretaries—that is, my office and
my counterparts in the three Departments—to develop for the con-
sideration of himself and the three departmental Secretaries three plans
of approach.

The first plan would be the perpetuation of the assignment to
individual departments of single-manager responsibility for specified
commodities.

The second plan would be the consolidation of all such agencies into
a master agency, reporting, however, in the second plan to the Secre-
tary of one of the three Departments.

The third plan called for a consolidated agency reporting either to
the Joint Chiefs of Staff or to a designee of the Secretary of Defense.

So these are the alternatives that are being studied.

¢ P. XTI, “Economic Aspects of Military Procurement and Supply,” a report of the Subcommittee on
Defense Procurement to the Joint Economic Committee, October 1860.



REDUCING IMPACT OF MILITARY PROCUREMENT 37

; ulSe;mtor DoucLas. Do you expect to get the report by the 1st of
. y~

Mr. Morris. We are committed to deliver the three plans. evalu-
ated, to him by the 1st of July.

Senator Doucras. And when could this committee, or the general
public, know about it?

Mr. Morris. Sir, it is hard to predict how much time he will
need to analyze and review these findings.

Senator Doucras. By next fall, do you suppose?

Mr. Morris. I would think so, sir.

Senator Doucras. Thank you.

Will you continue?

Mr. Morris. Beyond this particularly significant action, however,
certain actions have been taken, or are now being taken independently,
which relate directly to the broad subject of materiel management.
These actions relate specifically to certain points made in the sub-
committee’s report of last October, about which the committee has
indicated its desire to pursue at this time.

(a) Results of the single-manager program

The first four single-manager agencies have now been operational
since 1956. During their early years these agencies had a difficult
struggle to perfect procedures and to gain the confidence of the serv-
ices. They have survived this difficult period and have now reached
8 point of demonstrated payoff. During the past 2 calendar years
the rate of progress by the Subsistence, Clothing, Medical, and Petro-
leum Agencies has been very rapid, as illustrated by exhibits 4 and 5.
Inventories have been drawn down by a total of over $500 million,
and annual savings in personnel and operating costs are now running
at the rate of $20 million per year.

Senator DoucLas. May I pause for & moment here to congratulate
the Department on this record? This is something that the two

ExHIBIT 4

ONE TIME SINGLE MANAGER SAVINGS

MILLIONS
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INVENTORY DRAW DOWN $509
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RATE OF SINGLE MANAGER ANNUAL SAVINGS

Hoover Commissions recommended, that our committee has recom-
mended, and that others have recommended. As a result of the pool-
ing of supplies, you found that you can service the branches of the
armed services for $500 million less in just these four lines alone, and
you are now saving $20 million a year and the end is not yet?

Mr. Morrrs. That is correct, sir.

(b) Expansion and improvement of the single-manager program

In the field of integrated materiel management, we have made
some additional important advances. As you know, in the recent
past the DOD established four new single-manager assignments.
Progress in achieving operational status within these agencies is en-
couraging. The Military General Supplies Agency in Richmond will
assume support of all military services on July 1 of this year. The
Automotive and Construction Supply Agencies will become opera-
tional between now and July of 1962, and the large Industrial Supply
Agency will reach full operational status in April of 1963. These
agencies will bring about 20 percent of our items under integrated
management through employment of the single-manager technique.
Beyond these four new single-manager assignments, on May 2 of this
year the Secretary of Defense directed that the scope of the Military
Petroleum Supply Agency be extended to include ownership of whole-
sale packaged petroleum products in the continental United States.
This extension includes the ownership of general mobilization reserve
stocks for these items. Detailed planning for this broadening of MPSA
responsibilities is now underway. The electronics commodity is also
under consideration for application of integrated management. Al-
though not yet clear as to the precise form of integrated management
that will be applied, some form of integrated management is a certainty.
When this commodity is brought under integrated management, we
will have covered 40 to 50 percent of the centrally managed items in
the military supply systems. Exhibit 6 shows this trend.
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Senator DoverLas. I am told that you have made a study of elec-
tronics management.

Mr. Morris. That is correct, sir.

Senator Doucras. I have here volumes of that study. I do not
say I have read all of this. Is there some dispute going on as to how
the body is to be divided?

Mr. Morris. No, sir.

This excellent material was drawn together over a period of about
13 months, It contains a full and complete factual description of
the way in which the job is now done. That is the reason it is so
thick. The consideration of this study, which was delivered to us
about the 1st of March, has been part of Project 100, and my words
here are meant to indicate that we are finding excellent agreement
that we need to act to better integrate the management in this area.

The precise form should await the outcome of Project 100.

Senator Doueras. I had heard that the Air Force felt that their
recommendation that they be the single manager of electronics; that
the Navy had a similar idea; that the Army, also, had the same idea.

Mr. Morris. We are quite fortunate, sir, in having the capability
to do this in all three Departments.

Senator Doucras. May I say, when the Secretary reaches the final
decision, I hope the various services are treated properly and that
they will also receive support from the general public, because this
could be disruptive of affairs.

Mr. Morris. In order to bring about the integration necessary for
war raadiness as well as for economy of operation, we must standardize
the operations of the several single managers. The prospect of a
multiple system has disturbed your committee and has given us
serious concern. A great deal of effort has been devoted recently to
the matter of standardization of these systems and actions required
to make them mutually compatible. Some encouraging progress has
been made. For example, we have for the first time a uniform issue
priority system in the DOD. This system permits any DOD supplier
to discriminate among demands on the basis of thé mission of the
requisitioner and the urgency of his need without regard to his service
affiliation. We have also developed a uniform documentation system
for the requisitioning and issue of supplies. Developed primarily
with the activities of the various single managers in mind, this uniform
system has been constructed so as to permit its use in intraservice
transactions as well as interservice transactions. We have, in coopera-
tion with the General Services Administration, provided that they,
too, will use our issue priority system and employ the standardized
documentation in filling demands on the GSA from military consumers.
When it is considered that about three-quarters of a million trans-
actions take place each day within the DOD supply systems, stand-
ardization of documentation looms as a major step in the development
of unified supply systems. Because of the essential reprograming of
electronic data-processing equipments which is required, operation
under this new system is scheduled for July 1, 1962. In addition to
these two major tasks which I have just described, we have nearly
completed a series of policies and procedures which will standardize
single manager operations in the functional areas of cataloging,
provisioning, and maintenance.
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(¢) Ezpanding use of GSA supply services

Tt is our policy to make maximum use of the supply facilities of
GSA. As I have just mentioned, we have taken action coopera-
tively to provide for GSA employment of the DOD issue priority
system and standardized documentation. We are now reviewing
each of the 1.2 million items being considsred for management by
the four new single managers. This review is providing a logical
analysis of each item to determine its most appropriate method of
management. An important product of this process is the identi-
fication of those items for which military management is not required.
All other items will be offered to the GSA for their determination
as to appropriate methods of supply inco nsideration of total Gov-
ernment use. Over 45,000 items have already been offered to GSA.

DOD instructions were issued in February of this year which
established the GSA as the primary source of supply for those de-
centralized items carried in its stores depot system and in the Fed-
eral supply schedules. These instructions also provide standard
procedures for conducting business with the GSA. Thus, we have
established the policies as to how and under what circumstances we
will do business with the GSA and the classification program will
progressively amplify what we will obtain from GSA. The GSA is
participating with us in the classification program and, for those
items for which GSA will assume support, we Indicate GSA as the
source of supply in our supply catalogs. During the next 2 years,
we expect to offer approximately 150,000 items to the GSA for their
consideration.

Senator DoucLas. Mr. Morris, I want to congratulate you again
on this step.

It is something that our committee has been recommending for some
years. It was referred to on page XII of our report last fall, and we
said that we felt frustrated in this matter. 1 think you deserve a great
deal of credit for this.®

Mr. Mogris. Thank you, sir. '

As the General Services Administration selects classes of items for
management, we are jointly screening such classes to elimate unneces-
sary varieties and types which may exist between military and civilian
agency users. Significant reductions are occurring in this step. For
example, in a recent screening of 1,400 furniture items to be managed-
by the General Services Administration, it was found possible to elimi-
nate 1,012 or 72 percent. '

As the committee is aware, the DOD use of GSA has been steadily
increasing. Based on sctivity during the first haif of fiscal year 1961,
we expect that our volume of business with the GSA will exceed $600
million in this fiscal year. This will represent an increase of about
$107 million over last year. When the effect of the classification pro-
gram, which will swell GSA item interest, is considered, the outlook
for the volume of support to be provided by the GSA to DOD activi-
ties is entirely consistent with this comimittee’s attitude regarding our
use of GSA facilities. The orderly and progressive review which has
been established, and in which GSA is participating, will serve to es-
tablish the permanent character of GSA’s role in support of our
operations.

s P. X1I, “Economic Aspects of Military Procurement and Supply,” a report of the Subcommittee on
Defense Procurement to the Joint Economic Committee, October 1960,
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Senator DouaLas. Are there any questions on the subject under II?
Mrs. Griffiths?

Representative Grirrrras. Thank you, Mr. Chairman.

May I ask you:

Does the single manager keep a record of the last price paid for
every item?

Mr. Morris. I am certain that he does.

Mr. RiLey. Yes, ma’am. '

Representative Grirriras. And is there also a record of that down
in the card system on Constitution Avenue? :

Mr. Rivey. The price? ’

No, the price is not fed into the machine at the Center. The
stock number description of the item and other item identification
are included in the Armed Forces Supply Support Center’s computer
but the price is not.

Representative Grirriras. How long will the cards that maintain
the price be available in the single manager system?

Mr. RiLey. Each of the single managers—and, as a matter of fact,
our other inventory control points—have a procedure whereby they
continue to update their prices as new procurement contracts come in.

Representative Grirriras. But they do not keep past prices?

Mr. RiLey. They probably keep those records under our record
procedure of storing and keeping information up to the past 2 years,
but just how far back beyond that they go, I am not sure.

- Representative Grirriras. I think 1t would be of great value if
the prices that were paid for particular items and the companies
from whom they were purchased would be available indefinitely.

I think historically it would be of value, but I think it would be
a value, also, in determining prices. I think it would be of value
if such information were passed around to all purchasers.

Do you contemplate so doing?

Captain MavLoy. Mrs. Griffiths, I believe there is the possibility
we are talking about two different things here. © Mr. Riley, I believe,
was commenting upon the accumulation of pricés for the purpose of
setting standard prices in the supply catalogs to maintain the supply
system on a financial inventory basis.

I believe that there is a possibility you are more interested in the
type of record we keep of the acquisition unit cost per contract.

Representative GrirriTHS. Yes.

Captain MarLoy. Now, this type of record is kept in the purchas-
in offices of the single managers as well as our other purchasing offices,
and they keep this information on cards just as long as it has signifi-
cance in their current buying operations.

I could not say at the moment whether this is 1 year or 10 years.
It depends, I suppose, to some extent on the commodity.

Some of these prices get to be very, very voluminous, and, hence,
they would not keep them too long..

Representative Grirrrras. Thank you.

WEAKNESSES IN SINGLE MANAGER PLANS

Senator Proxmrre. I would like, with the chairman’s permission—
to refer to a letter received by the chairman this morning, as I under-
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stand it, from the Comptroller General of the United States, and
it is an extremely interesting comment on this single-manager opera-
tion. I would like to join the chairman in commending you on this
single-manager action. )

I think it is most heartening that this has been done. It cer-
tainly provides a great deal more efficiency and saving. However,
the Comptroller General says this, in referring to several single-
manager plans that have been put into effect:

Others are scheduled for implementation this year and additional plans are
under study. Whether these plans will attain the efficiency and economy an-
ticipated is questionable because the single managers are not vested with the
power and authority to properly manage the areas assigned to them.

As we understand it, the single managers have little to do with the determina-
tion of requirements for a service or control over inventories in the hands of the
using services. Thus, the single manager does not really have the authority or
the ways and means to determine what he needs or what is available to satisfy
needs.

For these reasons we doubt that the establishment of the single manager of a
commodity or service without complete authority to: (1) monitor the supply of
new equipment into the supply system; (2) review, coordinate, and consolidate
requirements; (3) accomplish all procurements; (4) determine the depth and
range of initial supporting spare parts for new items; (5) control all stocks, in-
cluding mobilization and production reserve stocks; (6) control and manage
programs; (7) store and distribute supplies and equipment; and (8) dispose of
material excess to the needs of the Department of Defense, will result in signif -
icant improvements in supply management.

RESPONSIBILITIES OF SINGLE MANAGERS

Do you have comment on that observation?

Mr. Morris. Sir, most of the specific points that are cited there
are responsibilities of the single managers. I think perhaps he may
be referring to the fact that the single manager does not have final
and ultimate authority to decide what to buy and what to stock from
a technical point of view, and we believe that this is correct.

Tt is the user, the technical bureau, service or command, which has
the weapon system to operate and to maintain, that must indicate to
the person who buys, stores, and issues what the basic requirements
are.

SINGLE-MANAGERS’ AUTHORITY

However, the single managers do have full authority to question
requirements that appear out of line. They do, after having satisfied
themselves through raising those questions, complete the whole proc-
ess, consolidating requirements, buying, storing, and distributing as
is outblined in that sequence.

" Senator ProxmirE. The question raised by the Comptroller General
is whether their present authority is sufficient to do the job, and he
goes on to say in one more sentence:

Our studies indicate that the coordination between the services’ procurement
and supply management has not been as effective as it should have been. The
Departments have been reluctant or less than enthusiastic in participation of
cross-servicing programs in the Department of Defense.

I presume this refers to some extent to the single managers with
the notion that they are overruled often and their position is not
supported.

73406—61——4
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PROJECT 100 TO DEAL WITH COORDINATION

Mr. Morrss. It is some of those problems of coordination that this
so-called Project 100 is giving particular attention to. We have not
had uniform procedures and systems. We have not had uniform exer-
cise of the prerogatives of single managers in such areas of standard-
1zation and simplification. These are things that we do want to get
on a strong and uniform. basis.

Mr. RiLey. I would like to add, Mr. Proxmire, that the problems
we have had in cross-servicing before are completely dissipated and
become extinct when you have a single manager, because he is the
controller of the wholesale inventory.

There is no need to cross-service because he becomes the supplier
of those items to all of our customers. In ttose areas where you have
a single manager you have actually consolidated the inventory con-
trol missions of three or four military services, you do away with any
cross-servicing arrangements. ,

Senator PRoxMIRE. So you feel that the points raised by the
Comptroller General are being met to the greatest extent possible,
permitting the user of the commodities being procured to have the
say that he absolutely must bave if he is going to be able to maintain
his command?

Mr. Morgris. I would like to summarize by saying that we agree
fully that there are opportunities to do a much more effective job. We
believe, however, that the integrity of the user to specify what he
needs to maintain and operate these systems is very important, and
that we cannot delegate this to what is primarily a service agency.

Senator PrRoxMIRE. And that the ability of the single manager to
object or to make his position clear at a higher level is

Mr. Morris. Must also be protected.

Senator ProxmiIRrE. I see, and that is working out well. You are
always going to have friction here, of course, but you do think you
are well on your way to more and more improvement?

Mr. Morris. Yes, sir. ,

Senator Proxmire. Thank you.

Senator Douagras. Will you proceed?

ITI. UTILIZATION AND DISPOSAL

Mr. Morris. Inventory investment in the military supply systems
has been sharply reduced during the past few years. As of June 30,
1960, our inventory was valued at $42 billion, a decrease of $10 billion,
or 19 percent, since June 30, 1957. Exhibit 7 portrays this reduction.
Our preliminary figures as of January 1 of this year reflect an addi-
tional reduction of approximately $1 billion, and the effect of con-
tinued application of stringent materiel guidance should show a
reduction of equivalent proportions at the end. of this fiscal year.
This substantial reduction of supply system inventories has produced
a better utilization of assets and has allowed us to continue our
progress in inactivating and disposing of excess warehouse space.
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ExXHIBIT 7

SUPPLY SYSTEM INVENTORIES
($ BILLIONS) '

444

SOFT GOODS

ALL OTHER HARDWARE

ELECTRONICS

AIRCRAFT PARTS

AMMO & ORDNANCE

1957 1958
FISCAL YEARS

(0) Better utilization of assets :

Almost $3.8 billion of the total reduction is a direct result of utiliz-
ing excess and long supply stocks in lieu of new procurement. ,

Senator Doucras. Mr. Morris, again I want to congratulate you.
This is something that this committee has been urging for years, to
use up material already in storage rather than keeping it in storage
and buying new material. I think that is a real achievement.

Mr. Mogris. Sir, let me say—and [ am sure Secretary McNamara
would want me to stress—that we are now beginning to derive the
payoffs from much of the actual work that was started in the past
4 to 5 years. : .
t,hiwe do.not in any way want to appear to be taking full credit for

S.

Senator Doucras. I understand.

Mr. Mogrris. The trend in such utilization has tripled in the last
3 years, reaching a total of $2 billion utilized in fiscal year 1960, as
shown in exhibit 8.

Utilization of DOD excess and surplus through transfer to other
Government agencies or donation as surpius in support of educational
and civil defense programs increased substantially during fiscal year
1960 as well. During this time period, property with an acquisition
value of $240 million was transferred to the civil agencies of Govern-
ment, and property with an acquisition value of $347 million was
donated to educational and civil defense programs. Both of these
levels of performance represent considerable improvement over prior
years. '
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ExHIBIT 8

INVENTORY UTILIZATION .,

WITHIN DEFENSE
($ MILLIONS)

L172

587

1958 1959 1960
FISCAL YEARS

In connection with our screening of excess personal property, our
program is very closely integrated with that of the GSA.” The im-
provement in other Federal agencies’ use of DOD excess personal
property is in large measure the result of jointly developed screening
techniques, under which the GSA screens military and civil activities
simultaneously for selected categories and values of excess property.
These new screening techniques have considerably shortened the
screening time periods for these classifications and, . consequently,
reduced our holding costs; but, most importantly, have improved
utilization rates over prior systems. '

() better utilization of storage space

A direct result of reduced inventories has been the release of millions
of square feet of covered storage space formerly occupied by these
supplies and parts. Our program for phasing out unneeded ware-
houses is far along, as shown In exhibit 9. In June 1957, we had in
active status 348 million square feet of covered storage space. Three
years later, these facilities were reduced by 37 million square feet.
Phaseout plans are now being implemented to further reduce these
facilities by another 41 million square feet by 1965. Some of the
inactivated space is being held in standby; other portions are out-
leased to private industry or made available for use by other Federal
agencies. The remainder is being declared excess and made available
for disposal by the General Services Administration, with the objective
of turning it to constructive commercial use and placing it on local
tax rolls wherever possible.
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ExXHIBIT 9

SUPPLY FACILITIES
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2678 54m6 MILLIONS OF SQ. FT.

22 17 3103 ms POSITION BASED ON
ind bl P P oy = 33:‘: WLREADY ANNOUNCED

Ov, 2605
48 271 206 | 2627 2609[ 1es [ omm ERSEAS :nz
2303

e Toon sec Taun & TomnoEC
1957 1958 1959 1960 1965

(¢) Improvements in utilization procedures

Notwithstanding the achievements which have been occasioned in
the utilization of long supply and the overall reduction in long supply
inventories, there is still much that needs to be done to improve this
management function.

$13 BILLION IN LONG SUPPLY

As of June 30, 1960, our inventories still included $13 billion in
long supply. -We have determined that the conduct of our utilization
program cannot be accomplished exclusively on a precise stock number
to stock number match.

Senator DougLas. Mr. Morris, you know the effort to develop
technical terms which are Greek to the public?

Mr. Morris. Yes, sir.

Senator DouGLas. When you say you have $13 billion in long
supply, does this mean you have $13 billion of supply in excess of
known needs?

Mr. Riney. May I answer that?

N No, sir, this is 8 combination of—if I can use Pentagon jargon
ere

Senator DoucLas. No, putitin English, or better still, in American.

Mr. RiLey. It is a combination of material that we know is excess.

Senator DougrLas. Excess?

Mr. RiLEy. Excess, and is in the process of being screened through-
out the Department of Defense.

Sgnator Doucras. Then I would say it is in excess of the known
needs.

Mr. RiLey. But this is excess to the holding activity or the owner
of that property.
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Senator Doucras. Yes.
Mr. RiLey. It may-not be excess throughout the Department of
" Defense.

Senator DougrLas. Yes.

Mr. RiLey. Then there is another category which the services are
holding because it appears at this point in time to be economic to do
s0 because they may use it-later. So it is a combination of those two.

Senator Dougras. Is that included in the $13 billion?

Mr. Riugy. Yes, sir. '

Now, both of these categories of material are over and above what
we refer to as our peacetime operating requirement and our mobiliza-
tion reserve requirements. '

ARMED FORCES SUPPLY CENTER STUDIES

Senator Doucras. I may say that I think the Armed Forces Supply
Center has been extremely valuable in reducing excess accumulation
and n trying to effect transfers from surpluses in one service to
deficits in another. :

I am told that they have made many of these basic studies for you.
I am also told that certain of these surpluses have an accounting de-
partment for them, and may I say that on the basis of my experience
I regard this unit as extremely efficient, and I hope very much that
you do not allow them to be sacrificed to service jealousies.

Mr. Morris. We consider them very important to the success of
all of this.

Senator Doucgras. Good.

Mr. Morr1s. We now have under development a utilization system
which will be operated on a centralized basis by the Armed Forces
Supply Support Center and, with the assistance of automatic data
processing equipment, will include substitutability, interchangeability,
and other identification and technical data which will facilitate the
exchange of long supply between inventory managers, I am aware
that a system of this scope was considered by this committee as
practical when it reviewed this problem during the hearings last year.
I agree with the committee that such a system is essential to the
economical disposition of long supply, and we are attempting to
design this system so that exchanges will be made to accommodate
total program requirements—rather than shortrange buy-program
requirements—which has been the general practice in the past. I
am persuaded we will be unable to carry out this system design with
the automatic data processing equipment currently available to the
AFSSC. Therefore, we are now analyzing this problem to determine
the specific equipment that will be required.

Senator Douglas. May I suggest that the facilities of the Massa-
chusetts Institute of Technology has an expert on this equipment.

(d) Disposal of surplus personal property i

Mr. Morris. During fiscal year 1960, our disposal of surplus per-
sonal property amounted to $6.7 billion. ~ Of this total, $4.6 billion had
only scrap value and $2.1 billion was sold as usable property. An
additional $100 million was abandoned or destroyed. It should be
noted that the values that I have expressed represent acquisition
prices and have no relationship to age or condition. I should also
like to point out that a substantial portion of our disposable surplus
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property is property which has been withdrawn from. use by our
military units, either because of obsolescence or because of wear and
tear. Included in these figures are the obsolete ships, military air-
craft, and other basic equipment used by our military forces. In
measuring these generations of surplus property, care should be taken
that these figures are compared with out total personal property in-
vestment of $120 billion, rather than the $42 billion carried by our
military supply systems. Of the surplus property sold during fiscal
year 1960, approximately $950 million, at acquisition cost, came from
our supply systems, as such; the remainder came from the in-use
equipment of our operating forces. Cash proceeds for all surplus
sales, including scrap, amounted to $206 million during fiscal year
1960. Selling costs, a significant portion of which are associated
with demilitarizations, totaled $78 million for the same period.

NET PROCEEDS FROM SALES

Senator Doucras. Would you say, then, that the net proceeds are
about $128 million?

Mr. Morgris. Yes, sir.

Senator Doueras. Or $128 million plus?

Mr. Morg1s. Yes, sir. '

Senator Doucras. ‘“Plus’”’ being an undetermined figure?

Mr. Morr1s. Yes, sir.

Senator Doucras. What percentage was this of the amount sold?

Mr. RiLey. $206 million against the 6.7.

Senator Doucaras. Against. 2.17

Mr. RiLey. No, sir, it is the $206 million which is the cash proceeds.

Senator Doucras. That is right.

Mr. RiLey. Should be compared against the

Senator Doucras. I am trying to get the percentage which this
represented upon the acquisition costs of goods sold. We have the
figures here of $4.6 billion scrap value; $2.1 billion sold as usable
property.

Mr. RiLey. It is about 2 percent for the scrap, Mr. Chairman,
and about 5 percent for the usable property.

Senator Doucras. Minus the costs of disposition?

Mr. Riey. Right. :
~ Senator Doucras. That is not a very high figure, is it?

Mr. RiLey. No, sir, it is not, but, of course, this is subject to all
the faults of any averages.

For certain commodities that we sell we get a considerably higher
return than this. ‘

Senator Douaras. Let me say—perhaps this is premature—I have
been disturbed by finding in so-called Army and Navy stores, which,
of course, are private stores, a great many items of clothing and other
items which seem to be from the armed services, and I know that not
all of the items are from the armed services, but certain items which
seem most clearly to be from the armed services selling at a pretty
good price, which are new and which have been acquired at these
surplus disposal sales.

They are items such as shoes and khaki trousers and windbreakers
and various other items which are obviously current needs of the
armed services.
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Has your attention been called to that?

Mr. Ritey. We have received several pieces of correspondence
about this problem, Mr. Chairman. In some cases, when we have
tracked this down, the advertisements of the surplus sales store will
indicate that this is military equipment. There have been cases
where we found that this is not true.

Senator Doucras. That is true. I have run down a number of
those cases, and I found a good many of them are not military equip-
ment, but I also find a good many of them are.

Mr. RiLey. And there are cases where these people have bid and
acquired our excess or surplus property.

Senator Doucras. Have you ever made an inspection -of these
surplus disposal centers? ;

Mr. RiLgy. I have not personally, no, sir.

Senator Douaras. Have you had them inspected?

Mr. RiLey. I do not know of any inspection.

hSegator Dovucras. You have many things to do, I know. Go
ahead.

Mr. Mogris. Of course, the departments do actively inspect these
34 surplus sales points.

Senator Doucras. Yes.

CONSOLIDATION OF SALES OFFICES

Mr. Morris. In the surplus sales area, two actions are prominent.
We have reduced the number of sales offices from 315 to 34. These
34 activities were established progressively during the last 6 months
of this calendar year.

Senator DouaLas. You are getting it down to a number which
is somewhat manageable?

Mr. Morgris. Yes, sir.

Additional consolidations may occur as we have time to evaluate
our needs. Our operations under the consolidated sales offices have
not been in force long enough for us to ascertain the full benefits.
However, the buying public has looked upon this move favorably.
We expect that we will be able to more closely relate sales to market
impact, attract wider markets, improve merchandising, and achieve
standardized sales methods which otherwise would not be possible.

In addition to consolidating our sales offices, we have established a
consolidated bidders information office at San Antonio, Tex. This
office became fully operational on January 1, 1961. Now a prospec-
tive purchaser need only write to the San Antonio office, indicating
what and where he is interested in buying. The operation is mechan-
ized and produces mailing lists for each of the 34 selling activities
which they use when they issue invitations for bid for specific sales.
Specially tailored lists are produced, which are organized by commodity
and by area.

We shall continue to explore all available merchandising techniques
to insure that we are producing the most favorable returns to the
Government. In this connection, we are now testing the use of auc-
tion sales as a part of our merchandising practices.

Under the monitorship of the Department of the Army and with the
collaboration of the Departments of the Navy and Air Force, the
Department of Defense authorized five experimental auction sales to
be conducted, making use of closed-circuit television, prerecorded
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video tape, motion pictures, still slides, representative articles diplays,
or other divised methods, or combination of any of these techniques.
Two of these test sales have been held; the third will be conducted on
June 22; and the fourth on August 30. The final test is still in the
in the planning stage.

Senator Doueras. Where will these sales be conducted?

Mr. RiLey. There are several places. We have had two sales on
the east coast already, Mr. Chairman. There are additional tests
scheduled. One was completed last weekend on the west coast.

Mr. Morgis. The third test, sir, will be at St. Louis, Mo., and Col-
umbus, Ohio, on June 22.

The fourth test will be at San Francisco, Denver, Fort Worth,
Atlanta, Columbus and New York, on the 30th of August. The
site of the fifth test has not been selected.

Senator Douvcras. You have not had auction sales in the past?

Mr. RiLey. Not on this basis, Mr. Chairman. We have had
auction sales; that is, the oral type.

Senator Doucras. At each of the 315?

Mr. RiLey. Yes, sir. We have not used that technique exten-
sively, though, in the past.

Senator Doucras. That is, you have not adopted sales even at
the local station?

Mr. RiLey. There have been a few, but not extensively.

Senator Doucras. How bave you sold the stuff, if you have not
used that?

Mr. RiLey. We have allotted the merchandise and have had the
prospective buyers come in and look at it and submit proposals.

It might be of interest to this committee to know that although
the cost of the television-type auction sale is higher, the returns are
considerably higher. :

In the ones we have had experience with—and this will vary by
type of commodity—on the average we are getting somewhere between
19 and 20 percent return.

Senator DouGras. As compared with the previous figure of what,
2 percent? :

Mr. Ricey. Of 5 percent.

Senator Dougras. In other words, by really throwing this open to
competitive bidding, you have increased the return from 5 percent to
19 and 20 percent, 1s that true?

Mr. RiLey. We have also been very careful in the selection of our
material which we have used for the sale in the TV auction.

Mr. Mogrris. Itis uinatter, essentially, sir, of batter merchandising,
better selling practices, putting more imagination into getting bidders
who will pay a proper price for the material.

Mr. RiLey. Years ago, sir, we used to sell on an as-is-where-is basis.
It would be piled up, people would come in, look over the property,
pick over what they wanted and submit a bid.

Senator Dougras. On individual bids?

Mr. RiLey. Yes, sir.

Senator DoucLas. Connected with all this is the question of whether
you are selling material that should be sold, that might otherwise be
used. For instance, I have your catalog for area 22 at Dayton and
there appears to be alot of coveralls and overalls. 1If those are unused,
éwo.uld think this would be in constant demand within the Armed

ervices.
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Lamps, paint, office supplies, other items of apparel, those are
common-use items; piano, which, of course, is a military combat item;
and then there is an item, I am not quite certain what it means, but
I would think there would be a good many items that could be used.

I am not reproaching you for this, but I merely indicate that there
is more that can be done.

But go ahead.

IV. CONCLUSION

Mr. Mogrris. We have much left to do. "Although progress has
been made, it is our purpose to assure progress will continue. At
present, we have under development many policies and procedures
which must be perfected before integrated management can become
fully effective. In connection with our single manager programs, we
are developing revisions to policies and procedures which will improve
inventory and financial accounting, billing and collection, mobiliza-
tion and catastrophe planning, and military assistance program
planning. .

The problems we encounter in our efforts to attain greater integra-
tion of logistics become more complex as we move into tecbnical
equipment where inventory managers must cope with hundreds of
thousands of items and complex technical data. It bears repetition
that despite the fact that supply system inventories have been re-
duced by $10 billion in the past 3 years, there is still $13 billion in
long supply stocks on hand. More than 75 percent of this long supply
is concentrated in the technical items of supply, a portion of which
are now under consideration for integrated management. It is in
this area that problems of utilization as well as integrated manage-
ment become acute. ,

We intend to search critically for new methods, techniques, and
approaches to improve all phases of logistics management and to
resolve the problems which impede our progress.

Senator Doucras. Thank you very much, Mr. Morris. As I have
said repeatedly, I think the Department deserves a great deal of praise
for what it is doing.

Mr. Mogrris. Thank you. . .

Senator Douaras. This committee has been very critical about pro-
cedures in the past. Perhaps improvements are occurring which at
the time it was my hope, lest it be thought that the committee have
some influence on military policy, whick I know is generally not con -
cedfed, but improvements may have been going on underneath the
surface. .

But I think the tempo of the improvements and the extent of the
improvements has been enormously speeded up under the direction of
Secretary McNamara and under your direction. In justice, I have
been critical of the Department in the past when I thought they had
done a very poor job, and I want to praise you highly for what you
are doing now and to say that we give you full support in your work
in the future, and we will try to protect you from some of these wolves
which might at times, and do at times, put up obstacles.

Now, Mr. Ray Ward has been a moving force in this work for many
years and I want to say I think he is one of the great public servants
of his generation.

His constant following of these matters has been a very large con-
tributing factor to the improvements that have been made.
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Ray is a very modest man and does not take credit for what he
does, but I want to state this:

In no faultfinding fashion he has found certain other instances of
poor handling of commodities which I would like to have him develop.

Mr. Warp. Thank you very much, Mr. Chairman

Mr. Secretarv, this is a matter that we were talking about the
other day.

Mr. Morris. Yes.

SHORT-SHELF LIFE OR PERISHABLE ITEMS

Mr. Warp. It is something that T think is extremely important,
and can best be illustrated by some of these samples which I got
at the Maryland Surplus Property Agency. They had received the
property on a donation basis under Public Law 152. These are all
very common items that are on the Federal Schedule of Supply.
That shows that they are being constantly bought by some Federal
agency.

For instance, here is a littie roll of Triex 36 exposure film, very
commonly used. It costs 66 cents, or that is the price on the Federal
schedule, but it became outdated in June 1959. That is the expira-
tion date.

Here is another little item that the expiration date is May 1957.

Here is some photographic paper that cost $4.12 for 100 sheets;
and another one, $8.33 both outdated.

Here is a 1oll of photostat paper which cost $12.47. It was out-
dated May 1958.

Now, the point that I want to make:

Is there not some way, now that the catalog has been developed
at a tremendous cost, that you can get an inventory of these items
that have short shelf life or that are highly perishable, and get them
into use before the expiration date, either within the Defense Depart-
ment or working with General Services, and before the expiration
date make this material available somewhere else in the Government,
because when this material goes into a schoolroom, this high-priced
photostat paper for example, they just use it for drafting paper or
writing paper. ’

It has completely lost its original utility, and it is really worth
about 10 or 15 cents, or something like that, instead of $12.47.

Mr. Morris. Yes, this is a particularly difficult kind of area on
short-shelf-life items.

We have had special policies which have permitted more flexible
stocking so that we avoid overage conditions deveioping. I am happy
to say on the photographic that the new Military General Supplies
Agency will have cognizance of this item and with that centralized
management we expect to be able to better control some of these
problems in the future.

We have had problems of cutback on requirements which left stocks
on the shelves that probably should have been examined much earlier,
so as to get into redistribution channels items before they became
overage.

This is one that we need to do more work on, I am certain.

Mr. Warp. Thank you very much. I thought these items would
illustrate the point. I know there are a great number of perishable
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items. In fact, the General Services Administration has prepared a
little booklet on limited-shelf-life items, such as rubber goods, paint,
tape, and stencils. There is a great list of things, and if the original
value could be obtained by the quick matching of requirements with
declarations, then, of course, items would not be used for scrap and
salvage purposes.

MILITARY COMMISSARIES

Senator Doucras. There are two points here.

First, on commissaries it is my understanding that commissaries
do approximately $400 million worth of business a year; that there
is a 3-percent markup over the wholesale cost; but my experience
with chain grocery stores, their markup runs from 17 to 19 to 20
percent.

So, there is a hidden Government subsidy of 14 to 16 or 17 percent
within the form of donating service personnel where we have found
%%00 enlisted men working in commissaries. This does not include

’s.

And also there is donated space.

Now, the original purpose of commissaries, as laid down by statute,
was that they would be located only at places where supplies were
not available at reasonable prices, and this is desirable both in out-
of-the-way places such as Alaska and also where local businessmen
take advantage of the services.

But in the process of time this has been a fringe benefit, and when
I proposed that the number of commissaries be reduced, I drew down
upon my head the opposition of almost the entire personnel of the
Armed Forces, although I believe that commissaries are primarily
used by the officers, since the enlisted men are generally fed at mess.

As 1 drive by casually, I find commissaries around Fort McNair,
Fort Myer, Walter Reed, and in other metropolitan centers through-
out, the United States.

It is maintained that these commissaries are necessary because
there are inadequate facilities in the Washington area for purchase
of food or that prices are excessive.

I know this is a deep-rooted fringe benefit, since the pay of the
military is not adequate. But the Department is opposed to military
surplus as well as other forms of surplus. It seems to me that certainly
a number of these commissaries have been overbuilt. Now, has this
matter come to the attention of the Secretary?

Mr. Morris. Mr. Chairman, this responsibility is under the
Assistant Secretary for Manpower, and we have with us two represent-
atives of his office, if you would care to have them comment on this.

Senator Doueras. I will be very glad to have them do that. The
point is that the Secretary of Defense must have certified that the
items are only procured from commissaries if other items are mnob
available at a reasonable distance and price, in a satisfactory quantity
for the civilian employees of the Department of Defense.

That is, the Secretary of Defense must certify under Public Law
86601 that these alternative sources of supply are not available,
and that, therefore, the establishment of a commissary is necessary.

And how many such certifications has the Secretary made during
the last year?

Colonel MaxweLL. By virtue of the fact that between the Army,
Navy, and Air Force we operate 279 commissaries during this fiscal
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year, sir, there would have been that number of certifications made
by the Secretary.

Senator Doucras. On every one?

Colonel MaxweLL. That is right, sir.

Senator Doucras. The one at Fort McNair?

Colonel MaxweLL. That is correct, sir.

Senator DoucLas. And at Fort Myer?

Colonel MaxweLL. That is correct, sir.

Senator Doucras. And at Walter Reed?

Colonel MaxwerL. That is correct, sir.

Senator Doucras. Is it said that groceries are not available in
the Washington metropolitan area at a reasonable distance, a reason-
able price, and satisfactory quality and quantity?

Colonel MaxweLL. The basis for that certification was that prices
were not reasonable. Now, I realize, Mr. Chairman, with the highly
competitive grocery situation, that that may be hard to understand
why we make such a certification.

Senator DoucrLas. You mean that they are not reasonable because
you only put a 3-percent markup on, and Safeway, for example, has
an 18- or 19-percent markup?

Colonel MaxweLL. That is correct, sir.

To explain that briefly, I would like to go back just a bit to the
fact that as of

Senator Doucras. What you are saying is that the prices at Safe-
way and the other chainstores throughout the area are unreasonable?

Colonel Maxwers. I would not make that statement, sir.

Senator Doucras. If this is so, I think it should be referred to the
Justice Department. If there are unreasonable prices being charged
by the grocery industry in the city, this is an object for the Govern-
ment to look into, and you have evidently made a finding that these
prices are unreasonable. If there are monopolistic combinations in
the sale of groceries, which I had always assumed was about one of
the most-competitive industries of which I know, why, this is a matter
that should be looked into.

Colonel MaxweLL. May I just explain our basis for the establish-
ment of reasonable prices?

Senator Doucras. Yes, sir.

I think you will have a lot of explaining to do, but I will be glad
to listen. '

Colonel MaxweLL. As a result of the hearings held by the Philbin
subcommittee, House Armed Services Subcommittee, in 1949, the
Department of Defense was directed to promuigate certain criteria
which would either establish or disestablish commissary stores.

The committee at that time, in addressing itself to the problem
particularly one relating to reasonable price, had two major consid-
erations.

One is the fact that a serviceman’s pay is the same, regardless of
his duty station in the United States.

Second is the fact that the serviceman has a quasi-contract upon
entering the service that he will be permitted to buy his food without
a disproportionate cost to his family because of a duty station in
which he may be established.

Senator Doucras. You mean this is contained in the term of en-
listment? It has traditionally been an opportunity and a privileged
benefit that we have had?
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Colonel Maxwell, I enlisted as a private. I do not remember seeing
any such assurance that I would be furnished cheap food.

Colonel MaxwzLL. As I said, sir, a quasi-contract.

Senator Doucgras. If you say it is a tradition, here is Public Law

86-601, and on page 15, I want to read this provision:
Provided, further, That no appropriation contained in this Act shall be available
in connection with the operation of commissary stores within the continental
United States unless the Secretary of Defense has certified that items normally
procured from commissary stores are not otherwise available at a reasonable dis-
tance and a reasonable price in satisfactory quality and quantity to the military
and civilian employees of the Department of Defense.

Now, if you say that it has been a tradition that this law is broken,
therefore, you must continue breaking it, the real query is whether
tradition is really stronger than the statutes.

I had always thought that this was the fundamental law of the land,
subject to the Constitution. I have never heard that this has been
declared unconstitutional.

Therefore, in the absence of an adverse ruling by the Supreme Court,
I must assume that this is the law.

Colonel MaxweLL. That is right, sir.

Senator Douaras. And, yet, you say you have 279 of these?

Colonel MaxweLL. We have 279 stores. May I just complete—

Senator DougLas. Do you have one at the Charleston Navy Yard
outside of Boston?

Colonel MaxweLL. Sir, I cannot answer that directly.

YS(:,inator Dovuceras. Do you have one in the Portsmouth Navy
ard?

Do you have any in Baltimore or in Norfolk?

I had assumed that Norfolk and Baltimore had groceries of a com-
petitive nature. Are the prices unreasonable there?

Colonel MaxweLL. As I started to explain, I would like to go
abhead just a bit for the determination of reasonable prices. We
have established it for purposes of comparison. ,

Following the need to establish a basis for equitable price and
sales, we appealed to the national industry advisory groups to deter-
mine the appropriate markup established by the retail supermarkets
and chains. That was furnished and established at approximately
20 percent.

Senator Dougras. Yes.

Colonel MaxweLL. That being the criteria on which we deter-
mined reasonableness of price.

Senator Doueras. Do you mark yours up 20 percent?

Colonel MaxweLL. We do not, sir.

Senator Doucras. How much do you mark yours up?

Colonel MaxweLL. We sell ours at invoice cost.

Senator Doueras. No markup at all?

Colonel MaxweLL. We had a surcharge of 3 percent.

Senator Douaras. Three percent; that is what I thought.

Colonel MaxweLL. As required by the Appropriations Act.

Senator Doucras. So you sell at 17 percent less than the markup
in the private grocery trade?

Colonel Maxwerr. That is correct, sir.

Senator DoucLas. And by virtue of that, then you say that the
price in the ordinary grocery trade is unreasonable?
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- Colonel MaxweLL. We determine that prices that exceed the aver-
age markup as established by the various chainstores are unreasonable,
and our primary concern there, we have noted as a result of our price
comparison surveys that retail prices throughout varying regions of
the United States will vary as much as 15 percent.

Now, in those areas obviously the civilian wages are adjusted
accordingly. Our enlisted man’s wages are not. We consider that
whenever a man is in an area because of duty station where he pays
a disproportionate price which does exceed the average retail market
throughout the United States, that those prices are unreasonable.

Now, that, sir, is our basis. For me to sit here and indicate to
- you that the highly competitive food industry does not provide rea-
sonable prices to the civilians in these areas, that would be incorrect.

Senator DougrLas. You say that you only declare a price unrea-
sonable if the markup is more than 20 percent?

Colonel MaxwrrL. That is correct, sir.

Senator Doucras. If the markup is more that 20 percent.

What is the markup for the Safeway stores here?

Colonel MaxwsLL. The price differential based upon the——

Senator Doucras. I am not trying to get any business for Safeway.

Colonel MaxwgLL. Yes, sir. .

The price differential between the Cameron Station and the two
stores used for comparison purposes which were A. & P. and Grand
Union represented approximately 32 percent.

Senator Douaras. 32 percent?

Colonel MaxweLL. Yes, sir.

Now, that is based upon the price comparison of some 80-odd
items that are established by the Bureau of Labor Statistics as repre-
senting the breadbasket, which is the normal purchase of a family
of four living in suburban areas.

Senator Doucras. How many of these 279 commissaries are being
continued because of price and how many because of distance?

Colonel MaxwgLL. I would like to supply that for the record, sir.
I do not have that specific data. .

Senator Douaras. I wonder if you would be willing to do that?

Colonel MaxwgLL. Yes, sir, I can do that.

Senator Douaras. I wonder if this part of the testimony could be
called to the attention of the Secretary.

Mr Morris. I will be happy to, sir.

(The following was later received for the record:)

Beses for continuation of commissaries

Basis Number
Combination of facilities, adequacy, cost and price__.______ .. __ . _.______ 17
Convenience and price. - . oo~ 206
Priceonly. ... ___ . ____ .. ____. R e 54
Adequacy and convenience of available facility__. . _____ . ______._____. -
Adequacy and price_. .. _ e 2
Convenience only ____ . e 0
Total - e e 279

Senator DouGras. Thank you very much. )
Again, let me say that I think you have made a magnificent start
and deserve the support, I am convinced, of the American people.
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I can assure you that I think you will have the support of this
committee, regardless of party, in this matter. I hope you will not
think that we are taking up excessive amounts of your time, if, occa-
sionally, we ask you to report back to us on performance, because we
know that in such a huge organization frequently energies diminish
with time and when difficulties increase.

We asked for common-supply service activities. 1 am inserting a
partial list. You will complete it and advise as to what has been done
or is planned with regard to management, and I am going to ask to
have inserted in the record at the appropriate points my letter to the
Secretary of Defense outlining the scope of the testimony this morn-
ing, a letter which I just received as we went into the hearings from the
Comptroller General, a similar letter just received from the General
Services Administration, and what is due from Commerce, together
with certain other material.

Thank you very much.

Mr. Morris. Thank you, Mr, Chairman.

ParTIAL LIST OF SUPPLY AND SERVICE ACTIVITIES IN THE DEFENSE AGENCIES

Procurement Recruiting; induction, and reception
Warechousing . Military police

Distribution Training

Cataloging Liaison activitics

Surplus disposal Communications |

Financial management Construction and real estate
Budgeting Fngineering

Photography Weather

Post management and housckeeping Military justice

Mapping, aerial Publications

Mapping, other Renegotiation

Disbursing Auditing

Inspection (meat, other) Personnel management

Accounting Training

Medical and hospital services Recordkeeping
Transportation—land, seca, and air Pesearch and development
Intelligence Printing

Legal Statistical reporting, reports control

Public relations
(Nore.—Congressman Curtis, & member of the subcommittee,

asked that several specific questions be answered (see pp. 81-84 ).)
(Whereupon, at 1:50 o’clock, the hearing was adjourned.)



APPENDIX

May 25, 1961.
Hon. RoBERT S. MCNAMARA,
Secretary of Defense,
Washinglon, D.C.

Dear Mr. SEcRETARY: During the last Congresss the Joint Economic Com-
mittee established a Subcommittee on Defense Procurement to consider the
economic impact of military supply and related matters on the national economy.
The subcommittee held hearings on January 28, 29, and 30, 1960, and issued a
report in October 1960. Because of the continuing importance of this subject
the subcommittee has been reconstituted and will hold additional hearings and
issue suitable reports from time to time.

In addition to a review of the progress made on subjects discussed and actions
promised at the January 1960 hearings it is our intention to determine the status
of the programs you have initiated and planned with respect to the implementation
of the McCormack-Curtis amendment under its broad scope to deal with common
supply and service matters.

Specifically, we need (1) a listing of the common supply and service activities
coming within the scope of the act; (2) actions taken to date to improve economy
efficiency, and effectiveness with respect to each of them; (3) other actions planne&
with respect to them (dates of contemplated reports, studies, etc.).!

You will note from the subcommittee report of October 1960 and from the
meeting with you on March 3, 1961, that we are particularly interested in learning
of the developments with respect to single manager operations and any programs
underway to tie them into an overall plan.

We are interested also in developments respecting (1) improvement in the
reduction of negotiated contracts; (2) the management of stock funds; (3) the
disposal of excess and surplus property; (4) the coorerative role of GSA; (5) what
is underway with respect to the development of uniformity in systems, procedures,
forms, etc., for the management of supply and service activities in the zone of
interior and the theaters.

It is the plan of the subcommittee, which has been discussed with Secretary
Morris and Mr. Riley, to hold its first hearing on June 12, 1961.

In order to facilitate the work of the subcommittee, it will be appreciated if you
will designate the person to whom Mr. Ray Ward, staff director, can communicate
in order to make necessary arrangements for witnesses, data, etc.

With best wishes.

Faithfully yours, Paus H. DoU6LAS

1 Since this point was not covered in the prepared statement of Secretary Morris, the following information
was supplied for the record: )

«On March 8, 1961, Secretary McNamara directed the General Counsel to review the activities of the
total Military Establishment and identify those operations which might be organized to serve all military
services. THis review, KnOwn 8s project 8i, is concerned wiih thuse aclivilies wlich have often been con-
sidered ‘common services.”

““Four broad categories of these services are now under consideration:

41, Personnel and administrative services.
“2. Financial services.

3. Operational support and training services.
¢4, Logistics support service.

“Included in these four categories are services such as surplus property disposal, post exchanges, com-
missaries, printing, family housing, internal audit, religious educational material and training, recruiting,
weather, special services (recreation), and oversea dependent education,

“In analyzing these and other common services under the four categories mentioned above, attention will
be given to the possibility of consolidating common services on major military installations, within major
metropolitan areas, within geographical regions, and also on a national basis.

“As you know, progress already has been made in consolidating the managing of certain large common
service activities. Among these are the Military Sea Transportation Service, the Military Air Transport
Service, the Military Traffic Management Agency, and the efense Communications Agency.”
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AssISTANT SECRETARY oF DEFENSE,
InsTALLATIONS AND LogcisTics,
Washington, D.C., May 31, 1961.
Hon. Paur H. DoucLas,
U.8. Senate.

Dear SenaTor Dovucras: Your letter of May 25, addressed to Secretary
McNamara, has been forwarded to me for reply. You advised that hearings
will be held on June 12 before your Subcommitiee on Defense Procurement of
the Joint Economic Committee.

I will be very happy to furnish the subcommittee with all the information you
desire during my testimony. In the meantime, Mr. Ray Ward may contact
Mr. Paul H. Riley, my deputy for supply and services, to work out the neces-
sary arrangements for the hearings.

Sincerely,
Taomas D. Mogrris,
Assistant Secretary of Defense
(Installations and Logistics).

JunE 1, 1961.
Hon. JorN L. MooRre,
Administrator, General Services Administration, Washington, D.C.

Dear Mr. Moore: The Procurement Subcommittee of the Joint Economic
Committee plans to hold hearings on June 12, 1961, with respect to the status of
matters covered by our report of October 1960 and related matters.

During the hearings in January 1960 upon which the October 1960 report was
based, there was considerable discussion of the proper role of the General Services
Administration vis-a-vis the Department of Defense with respect to the manage-
ment of administrative supply and service activities. While you will not be asked
to furnish a witness at the hearing on June 12, 1961, I should like, for the record,
information as follows by that date:

1. A report as to the extent to which common supply activities for hand-
tools, paint, etc., have been turned over to the General Services Administra-
tion by the Department of Defense and. what actions are pending.

2. To what extent has the surplus property program been revested in the
General Services Administration? What are future plans on this matter?

3. What changes, if any, have taken place in the utilities field including
communications and transportation activities?

4. Has the Department of Defense taken exception to any activities of the
General Services Adn:inistration pursuant to the proviso ot section 201(a) of
your basic act? (List.)

5. What action, if any, is pending toward reinstituting a Presidential di-
rective to preclude the Defense Department’s exceptions to actions of the
Administrator under section 201(a) of the basic act?

It may be advisable to have some of your staff available at the hearings
on June 12 in case additional information is needed from the General Services
Administration.

With best wishes.

Faithfully yours,

Paur H. DoucLas,
Chairman, Subcommittee on Defense Procurement,
Joint Economic Commiltee.

(See p. 87.)

JunE 1, 1961,
Hon. Josera CampBELL,
Comptroller General of the United States,
General Accounting Office, Washington, D.C.

Dear MRr. ComprroLLER GENERAL: The Subcommittee on Defense Procure-
ment of the Joint Economic Committee plans a 1-day hearing on June 12, 1961,
with Department of Defense officials to determine what progress has been made
%l% G%arrying out the recommendations of the subcommittee’s report of October

We have also requested the Defense Department to furnish a complete listing
of all common supply and service activities coming within the purview of the



REDUCING IMPACT OF MILITARY PROCUREMENT 61

McCormack-Curtis amendment to the Department of Defense Reorganization
Act of 1958 and what actions, if any, have been taken or are contemplated to
improve management with respect to each of them.

As a followup to your excellent testimony on January 28, 1960, before the
subcommittee, I wonder if you could provide, for the record, your evaluation
of the current status of procurement and related matters as revealed by your
surveys during the past year.

With best wishes.

Faithfully yours,
PauL H. DoucLas.

(See p. 63.)

JuNE 14, 1961.
Hon. Luraer H. HopGEs,
Secretary of Commerce, Washington, D.C.

DeAR MR. SEcRETARY: The Procurement Subcommittee of the Joint Economic
Committee held hearings on June 12, 1961, with respect to the status of matters
covered by our report of October 1960 and related matters.

During the hea.ings in January 1960, upon which the October 1960 report was
based, there was a discussion concerning the impact of surplus disposal of personsal
property upon certain industries. As a result of this discussion the report con-
tained the following recommendation:

5. The Commerce Department should be given definite authority of approval
over surplus property disposals which may have adverse impacts on the national
economy.” (See p. XII of the report.)

The Subcommittee would like a statement that we could include in the record
from you as to what the current situation may be with respect to the impact of
disposals upon certain segments of our industrial complex. Specifically, we
should like to know with regard to tractors, power cranes, locomotive cranes, and
motor graders, and other heavy construction equipment.

It has been noted in the press that there is considerable complaint by dealers in
the construction equipment industry about certain disposals by the Department
of Defense.

Do you consider at this time that the Commerce Department should be given
more definite authority over the disposal of certain classes of surplus property?

With best wishes.

Faithfully yours,
PauL H. DougLas.

(See p. 91.)

TrE SECRETARY OF COMMERCE,
Washington, D.C., July 11, 1961.
Hon. Paur H, DoucLas,
Chairman, Joint Economic Commilttee,
U.S. Senate, Washington, D.C.

DeAR MR. CrarrmaN: This letter is in further reply to your request of June
14, 1961. It supplements the information sent to you under date of June 19,
1961, by Mr. Thomas E. Drumm, Jr., Acting Administrator of the Business and
Defense Services Administration. Specifically, this in reply to your question
“Do you consider at this time that the Commerce Department should be given
more definite authority over the disposal of certain classes of surplus property?”’

We have carefully considered what role this Department might best occup{/Iin
order to render maximum public service. As you have no doubt noted from Mr.
Drumm’s letter, the bulk of our market impact evaluation work derives from in-
quiries from military departments. By and large our agreed procedure, known as
the Drake-Honeywell agreement after the 1954 signatories, has been working satis-
factorily. While there have been instances to the contrary, these have in the main
resulted from situations not anticipated in the agreement and for which no ade-
quate provision had been made. As stated in our June 19 report, the most trou-
blesome current and future problems are associated with the closing of military
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bases in the United States and the establishment of 34 consolidated surplus
sales offices in lieu of the approximately 315 sales offices heretofore in operation.
The sales concentrations resulting from the closing of bases and consolidation of
sales offices have tended to increase both the number and severity of market im-
pact situations. We do not believe that this is merely a transient phenomenon.
It will probably remain with us for some time to come. However, pending the
outcome of current discussions aimed at solving the new and residual problems
under the Drake-Honeywell agreement, we would prefer to work within the
framework of existing law, and to reserve judgment on the question of additional
legislative authority.

Under date of June 2, 1961, Mr. Drumm wrote to Mr. Thomas D. Morris,
Assistant Secretary of Defense for Installations and Logistics, citing several mar-
ket impact problems caused by closing of bases and consolidation of sales offices,
and urging that immediate steps be taken to amend the Drake-Honeywell agree-
ment. In areply dated June 19, Mr. Morris’ assistant, Mr. R. C. Moot, Director,
Supply Management Policy, concurred in the need to develop sales plans for cer-
tain sensitive items and for updating the 1954 agreement.

The technical staffs of the two departments have already had several informal
discussions on these subjects. We now look forward to the development of an
amended agreement which will insure that surplus personal property will be dis-
posed of at a fair return to the Government but with a minimum impact on
civilian markets.

T have asked Mr. Drumm to advise you further on the outcome of these dis-
cussions.

Sincerely yours,
Lurezr H. Hobass,
Secretary of Commerce.

JuNE 22, 1961.
Hon. TrOMAS D. MORRISs,
Assistant Secretary of Defense (Installations and Logistics),
The Pentagon, Washington, D.C

Dear MR. SECRETARY: Members of the Subcommittee on Military Procure-
ment were most interested in your discussion at our hearings of the “two-step
formal advertising” method of procurement used in selecting the successful
bidders.

Could you supply for the record answers to the following questions:

1. Do you consider this two-step system to be advantageous to the con-
tractors or to the Government?

2. If advantageous to the Government what are those advantages,
specifically?

3. Has this method resulted in new Air Force contractors?

4. If so, are‘they new in the sense that they have not had previous
Government contracts? Or are they merely new with respect to furnishing
new types of equipment?

5. To what extent has fthe fnew two-step method permitted contracts
to go to contractors who have had previous contracts in other lines?

Also, for the record, I should like to have a statement from you as to the use
of so-called retail sales at military installations:

(1) At how many installations are these sales being held?

(2) What is the present scope or extent of the sales in terms of dollars?

(3) For the past fiscal year, advise as to the breakdown of sales to: (a) the
public, () the Department of Defense personnel (military and civilian).

(4) What is the authority for these sales?

(5) Is there any plan to review the need for these sales and the policy
regarding them?

With best wishes.

Faithfully yours,

PauL H. DovugLas,

(See’pp. 17, 75, and 80-81.)
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CoMPTROLLER GENERAL OF THE UNITED STATES,
Washington.
Hon. Paur H. DovucLas,
Chairman, Subcommittee on Defense Procurement,
Joint Economic Commiltiee,
Congress of the United States.

DEAR Mg. CratrMan: This is in reference to your letter dated June 1, 1961,
requesting our evaluation of the current status of procurement and related matters
in the Department of Defense as revealed by our reviews since appearing before
rour subcommittee last year. Pursuant to your request, the attached summary
covers reports on reviews and examinations of these areas issued during the period
October 1, 1959, to May 31, 1961. When we appeared before your subcommittee
on January 28, 1960, we presented a summary of the more significant matters
disclosed by our reports on reviews and examinations in the same areas, issued
during the period October 1957 through September 1959.

Our reviews have disclosed conditions in the business management areas of the
Department of Defense that offer excellent opportunities to save substantial
sums of money and, at the same time, increase efficiency and effectiveness in
buying and handling material in the defense effort. Equally important is the
potential for saving a vast amount cf manpower, both military and civilian.

Most of the problems existing are known to the Department of Defense. Each
military department has groups to determine requirements for identical or similar
items, as well as items especially needed by the services. Thus, in our opinion,
it is obvious that a large amount of manpower and money are required to carry
out functions that in many instances represent duplicated or overlapping effort.

We know there are no easy solutions to the problems. We believe, however,
that the problems are of such magnitude and have such a serious impact on the
economy of the country that aggressive efforts must be made to bring about
improvements.

Provisions of the Mc¢Cormack-Curtis amendment to the Department of Defense
Reorganization Act of 1958 that permitted the Secretary of Defense to combine
common supply activities of the military departments under a single agency or
orgainzation were a most important step in the right direction. Several single
manager plans have been put into effect. Qthers are scheduled for implementa-
tion this year and additional plans are under study. Whether these plans will
attain the efficiency and economy anticipated is questionable because the single
managers are not vested with the power and authority to properly manage the
areas assigned to them. As we understand it, the single managers have little
to do with the determination of requirements for a service or with control over
inventories in the hands of the using services. Thus the single manager does
not really have the authority or the ways and means to determine what he needs
or what is available to satisfy needs. For these reasons we doubt that the estab-
lishment of a single manager of a commodity or service without complete author-
ity to (1) monitor the entry of new equipment into the supply system, (2) review,
coordinate, and consolidate requirements, (3) accomplish all procurements, (4)
determine the depth and range of initial supporting spare parts for new items,
(5) control all stocks, including mobilization and production reserve stocks,(6)
control and manage maintenance programs, (7) store and distribute supplies and
equipment, and (8) dispose of material excess to the needs of the Department of
Defense, will result in significant improvements in supply management.

Our studies indicate that the coordination between the services in procurement
and supply management has not been as effective as it should have heen. The
departments have been reiuctant or less than enthusiastic in their participation
in cross-servicing programs initiated by the Department of Defense. In addition
to the desire to maintain a complete and separate identification, there is a natural
tendency to want something brand new instead of simething that is not quite as
good or up to date. The necessity for arriving at a mutually agreeable price for
material owned by another service is also a factor.  All in all, we have found too
many cases where one service is holding or disposing of property that is needed
-and actually being purchased by another service.

We are aware that the Department of Defense is seriously concerned about
the interservice supply problems. We are hopeful that appropriate steps will be
taken at an early date that will result in at least partial solutions to these problems.

Supply management within the services is another area that requires urgent
attention in the Department of Defense. The records used as a basis for deter-
mining needs are frequently unreliable. 'We have found this to be true at almost
all locations where we have made reviews of this nature. We have cited many
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instances in our reports where the services did not know what they had; and even
where the records showed that needed material was on hand, it could not be lo-
cated. The unreliability of records is most serious because of their importance
in determining what is needed, what is in the supply syvstem, and what is to be
bought. We "have found many examples where millions of dollars worth of
supplies were “lost” in the supply system for all intents and purposes. We
have found excessive reserve stocks. In some cases, large amounts of reserve
stocks were being retained where a need no longer existed.

In the procurement area, we have noted the strong tendency of the military
departments to obtain material from single sources or with limited competition.
Maximum competition has not been obtained for many contracts, including those
that must be negotiated. Last year we appeared before the Armed Services
Committees of the House and the Senate on this matter. We were pleased to
learn that subsequently the Department of Defense accepted most of the prin-
ciples advocated. These principles have now been embodied in the Armed
Services Procurement Regulation.

In our audits of defense contracts we found, frequently, that the services were
unable or failed to obtain reasonable contract prices. This was caused in large
part by the failure to obtain the most current cost data available for the procure-
ment in question. We are most gratified that the Department of Defense and
the three military departments have taken action to bring about improvements
in contract pricing. In the past year several important directives have been
issued by the Secretary of Defense and changes have been made in the Armed
Services Procurement Regulation which, if properly implemented, should result
in the Government’s obtaning more fair and reasonable prices.

If the policies outlined in the recent directives and procurement regulations are
followed, many of the deficiencies noted by us in the procurement area should be
minimized, but our experience has shown that the issuance of directives and
changes in regulations does not always get the job done. Unless the Department
of Defense maintains continuous survelliance over the manner in which its regu-
lations and directives are being carried out, less than satisfactory results can be
expected. The management of supply and procurement activities in the De-
partment of Defense is a most vital, important, and continuing job.

Sincerely yours,
RoBERT F. KELLER,
Acting Comptroller General of the United States.

U.S. GENERAL AcCCOUNTING OFFICE SUMMARY STATEMENT OF REVIEWS ON
- PROCUREMENT AND RELATED MATTERS IN THE DEPARTMENT OF DEFENSE

A summary of the more significant matters disclosed by the audits and examina-
tions made by the General Accounting Office in the Department of Defense and
the three military departments, as contained in reports issued to the Congress in
the period October 1, 1959, through May 31, 1961, is submitted hereunder. The
summary includes matters disclosed by our audits in the areas of military pro-
curement, supply and service management activities, military assistance program,
and other activities.

PROCUREMENT

The complexity of modern-day equipment, devices, and systems needed by the
Department of ]gefense makes it increasingly difficult to secure effective compe-
tition or to forecast production costs with a reasonable degree of accuracy. We
pointed out in our testimony before the subcommittee in January 1960 that prep-
aration of accurate cost estimates upon which to base reasonable and equitable
contract prices requires sound and earnest cooperative efforts of the contracting
officials of both the Government and the contractor. Cost estimates represent
not only a basis for establishing prices for a given item or service but also can
provide a contractor with an incentive for attaining efficient and economical
operations. If cost estimates or targets are not realistically prepared, that is,
if they are either intentionally or inadvertently stated higher than current pro-
duction cost experience and other available pertinent information would indicate
to be reasonable to anticipate for future production, they result in unwarranted
costs to the Government and unjustified benefits to the contractor.

Failure to negotiate close prices

In January 1960 we stated that our examinations had disclosed many instances
where we believed the Government had paid excessive prices for goods or services
because of the administrative agency’s failure to obtain and adequately evaluate
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latest available cost data in establishing prices and incentive targets. The 16
cases we reported to the subcommittee at that time cited excessive costs aggre-
gating about $27.8 million; $18 million, which included civil penalties, was re-
covered by the Government.

In reports issued to the Congress since those summarized in our previous
testimony, we found further instances where the Government has paid excessive
prices under previously awarded contracts because of the administrative agencies’
failure to obtain and adequately evaluate latest available cost data in establishing
prices and incentive targets. In 22 additional cases we identified excessive costs
aggregating about $21.6 million, of which about $8.5 million has been recovered.

As one example of the cases in which close pricing was not achieved, we found
that the Air Force negotiated a price for fuel booster repair kits containing iden-
tified excessive charges of about $566,000; this was because a certain quantity of
screws were included in the price proposed for the kits at a cost far in excess of
the price the contractor was paying for the screws at the time of negotiations.
The Air Foree, after receipt of our report, recovered $559,000 from the contractor.

In another case the proposed prices submitted by a subcontractor, for use in
negotiating firm fixed-price subcontracts with a prime contractor of the Air Force,
were based on estimates of cost which were in excess of costs known to the sub-
contractor or which the subcontractor could reasonably expect to incur in per-
forming the subcontracts. The prime contractor accepted, without review, the
prices proposed by the subcontractor. The subcontractor, in commenting on
our findings, informed us that price reductions would be made on its subcontracts,
including those which we did not examine in detail. To date the price reductions
made total $3,408,800.

1t should be noted that our reviews of contracts are generally undertaken after
the establishment of target prices, after the point of initial or final price redeter-
mination, or after final settlement of the contract. For this reason the findings
cited in this statement relate, for the most part, to price negotiations which oc-
curred prior to the period covered by this statement and before the more recent
corrective measures taken by the Department of Defense were instituted. We
have more recently initiated an audit program under which we will consider the
effectiveness of the corrective measures instituted.

The corrective measures aimed at improving the contract negotiating process
taken by the Department of Defense follow:

In October 1959 the Armed Services Procurement Regulation was amended to
provide that, in the absence of effective price competition, the negotiating team
must make a thorough analysis of the contractors’ proposals and must be in pos-
session of current, complete, and correct cost or pricing data before decisions are
made on contract prices. To provide some assurance that the negotiating team
is in possession of such data, the Armed Services Procurement Regulation was
further amended to prescribe a certificate of current cost or pricing data to accom-
pany the pricing proposals obtained. In executing the certificate, the contractor
certifies, to the best of its knowledge and belief, that in the preparation of its,
proposal all actual or estimated costs or pricing data available have been con-
sidered in preparing the price estimate and have been made known to the contract-
ing officer or his representative for his use in evaluating the estimate. The
contractor further certifies that any significant changes in such data, which have
occurred since the preparation of the proposal through the period of negotiation,
have also been made known to the Government negotiator.

The Armed Services Procurement Regulation was revised in January 1961 to
add a provision that a “price reduction for defective pricing data’ clause be in-
serted in any negotiated fixed-price-type contract which is expected to exceed
$100,000, unless the contract price is based mainly on adequate price competition,
established catalog or market prices, or prices set by law or regulation. The
clause provides that, if the contracting officer determines that any price negotiated
in connection with the contract was overstated because the contractor, or any
first-tier subcontractor in connection with a subcontract having a similar clause,
either (1) failed to disclose any signifieant and reasonably available cost or pricing
data, or (2) furnished any significant cost or pricing data which he knew, or
reasonably should have known, was false or misleading, then such price shall be
equitably reduced and the contract modified in writing accordingly. The clause
may be inserted in other contracts or modified to apply to subcontracts (including
lower tier subzontracts) where the contracting officer considers that the circum-
stances of the particular case warrant such action.
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Questionable use of authority to negotiale

It is our firm belief that procuring agencies should make every effort to permit
full and free competition among all individuals and concerns which are ready,
willing, and able to supply their needs and that effective competition may be
expected generally to result in lower prices. The legislative history of the Armed
Services Procurement Act of 1947 indicates that the Congress in expressing its
preference for procurement by formal advertising had a twofold prupose in mind.
First, the Government as a purchaser will receive the best bargain available and,
second, suppliers in a position to furnish the Government’s requirements will
have a fair and equal opportunity to compete for a share of the Government’s
business.

On previous occasions we have expressed our concern with the extent to which
negotiated procurement is being used by the Department of Defense in satisfying
its needs and with the failure of the procuring agencies to obtain competition in
negotiated procurements when competition is available. The most recent of these
occasions was in testimony before the Subcommittee for Special Investigations,
Committee on Armed Services, House of Representatives, on May 24, 1961, in
which we discussed our findings with respect to procurement of aeronautical
replacement spare parts.

We found that in actual practice the military services continued to buy the
vast majority of aeronautical replacement spare parts from the original manu-
facturer of the military equipment involved even though many to the items
bought could have been made by several manufacturers or were items that were
completely fabricated by a subcontractor to the original manufacturer, using
drawings and technical data that were, or should have been, in possession of the
Government. Therefore, it is our opinion that there has been a substantial
amount of unjustified noncompetitive procurement of these parts.

It is our belief that vigorous steps should be taken by the Department of Defense
and the military departments to stop the current excessive use of negotiated non-
competitive contracting and to correct the unsatisfactory conditions that exist in
the military services in the control over and use of technical data. In our state-
ment to your subcommittee in January 1960, we stated that we believe that the
Government is frequently denied the benefits of competition through failure of
procurement officers to obtain or reserve the right to obtain manufacturing draw-
ings prepared by contractors at Government expense and cited some of the con-
ditions found at one large procurement office.

In a report we issued to Congress in January 1961, it was disclosed that, be-
cause the Army Ordnance Corps, Ordnance Tank-Automotive Command, did
not adequately control the delivery, review, and correction of drawings and
engineering data obtained from a contractor under a development contract for
semitrailers, the drawings and engineering data were not suitable for use in time
for followon procurement of 509 vehicles. As a result, the previous manufacturer
was considered the sole source of these semitrailers and received a negotiated
fixed-price contract totaling in excess of $4.5 million. Had suitable drawings
been available for this procurement and had formal advertising been used, it
seems reasonable, on the basis of the price subsequently obtained under formal
advertising procedures and information furnished by the successful bidder, that
the cost to the Government would have been reduced by about $875,000.

In our more current review of the procurement of aeronautical replacement
spare parts, we looked into conditions existing in the Air Force, Army, and Navy
with regard to the receipt, control, and availability for use of technical data
furnished to and paid for by the Government under defense contracts. Briefly,
the following conditions were found:

Department of the Air Force

In the earlier review in the Department of the Air Force, we concluded that
the maximum benefits of competition had not been realized in the procurement of
military equipment, components, and spare parts because of (1) inadequate pro-
vision in contracts for use by the Government of contractor-furnished data
acquired at Government expense, (2) unnecessarily restricted interpretations by
the Air Materiel Command, Wright-Patterson Air Force Base, Ohio, of the
Government’s rights where use of data was not expressly restricted, and (3)
inadequate controls and procedures for the receipt and use of such data. Our
followup review disclosed no instances where the Air Force had failed to include
unequivocal provisions regarding the Government’s rights to technical data in
contracts awarded.
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Although substantial progress has been made by Air Materiel Command since
our first review in 195758, there is a continuing need to establish the rights of
the Government to use data furnished under a significant number of earlier Air
Torce contracts. We found that little progress had been made in the establish-
ment of adequate procedures and controls over the receipt and storage of con-
tractor-furnished data.

Department of the Navy

In a report to the Congress in January 1960, we described what we believed
to be serious deficiencies in the Navy’s receipt, control, and use of contractor-
furnished technical data. These included (1) lack of any assurance that all
drawings required to be submitted by contractors are received, (2) failure to use
drawings for advertised procurement, and (3) indications of misuse by the Avia-
tion Supply Office of the authority to negotiate. In our current review of pro-
curement of aeronautical spare parts we found that, although the Navy files
contained complete and current technical data in a large percentage of the cases
examined, there was still a need for improvement in the Navy procedures for
controlling the receipt of technical data.

With regard to the other two deficiencies, we found that little progress had
been made in using the technical data as a basis for competitive procurement,
Consequently, there continued to be reasons for our doubting that many of the
findings and decisions to negotiate purchases constitute proper use of the author-
ity to negotiate when it is impracticable to obtain competition.

Department of the Army

In our review of conditions existing in the Army with regard to receipt, control,
and use of contractor-furnished technical data for procurement of aeronautical
replacement spare parts, we examined one activity, the U.S. Army Transporta-
tion Materiel Command, St. Louis, Mo.—the Army agency responsible for
aviation supply support.

We found, in general, that the Transportation Materiel Command did not
consider the contractor-furnished data in its files to be adequate for procurement
purposes and, further, that it did not have any effective means of determining
the rights of the Government to use the data for competitive buying. We were
informed that the drawings and other data available to the command were con-
fined, for the most part, to those required in operations maintenance and supply
support. The commmand took the position that what the Government buys from
the prime contractor in the way of drawings and specifications is the responsi-
bility of either the Air Force or the Navy, whichever procures the aircraft for
the Army, and that the Army has little information on the Government’s rights
t0 use the drawings. It is our opinion that, since the U.S. Army Transportation
Materiel Command has assumed the responsibility for procuring its own replace-
ment spare parts for equipment supplied under Air Force and Navy contracts,
it should also assume the responsibility of maintaining, or obtaining access to,
complete technical data files suitable for procurement purposes as well as up-
to-date information on the Government’s rights to use such data.

In our review of aeronautical replacement spare parts, we found that, where
the military services changed from sole-source to a competitive basis of procure-
ment, price decreases averaged about 30 percent. We believe that this demon-
strates the benefits to be derived by the Government from adequate control of
technical data and its use for competitive procurement purposes; and we further
believe that more vigorous action is necessary to maintain ‘gomplete files of such
data and to make them readily available to procuroment officials.

Corrective measures taken by the Department of Defense include the following
changes in the armed services procurement regulation:

In October 1960, the armed services procurement regulation was revised to
state affirmatively a preference for formal advertising whenever this method is
practicable under the existing conditions and circumstances, even though negoti-
ation may otherwise be authorized.
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OFFICE OF THE ASSISTANT SECRETARY OoF DEFENSE,
Washington, D.C., July 26, 1961.
Mr. Ray WaRrbp,
Care of Joini Economic Commitlee,
New Senate Office Building, Washington, D.C.

DeaAr MRr. Warp: In response to your request for copies of the comments made
by DOD with respect to several GAO reports, we are at this time forwarding the
comments on the following reports:

(1) Thompson Ramo Woolridge, fuel booster pump repair kits.
(2) Thompson Ramo Woolridge, spare parts.

(3) Fruehauf Trailer.

(4) Allison division.

(5) Hughes Aireraft.

(6) North American Aviation, Rocketdyne.

(7) Kearfott.

(8) Reaction Motors Division, Thiokol.

In those cases in which we were required to furnish a statement to the Bureau
of the Budget pursuant to BOB Circular A-50 of April 1, 1959, copy of the state-
ment is attached. Otherwise we have attached copies of DOD letters to GAO.
Our basic comments in the latter cases are to be found in the GAO reports them-
selves where they are usually included as an appendix.

With respect to Bendix, Continental, Holly Carburetor, and Avco, no A-50
statement and no comment to GAO on the final report was required. Any com-
ments made by DOD in these cases are referred to in the reports themselves.

We are obtaining the papers on the other cases that you listed and will forward
them as soon as we receive them.

Sincerely yours,
GrRAEME C. BANNERMAN,
Deputy Assistant Secretary of Defense (Procurement).

DOD STATEMENT FOR THE BUREAU OF THE BunceTr (PursuaNT T0 BOB
CircuLar A-50, APr. 1, 1959)

Concerning GAO Report B-133307 dated May 10, 1960, Department of the
Air Force negotiated contract AF 01(601)-20268 with Thompson Ramo
Wooldridge, Inc., Cleveland, Ohio

The problem

General Accounting Office Report No. B-133307 covers an examination of the
pricing of fuel booster pump repair kits under Department of the Air Force
negotiated contract AF 01(601)-20268 with Thompson Ramo Wooldgride, Inc.,
Cleveland, Ohio.

The substance of the allegation contained in the General Accounting Office
report is as follows:

The examination shows that the price paid under referenced contract was
excessive by about $565,600 hbecause one component of the fuel pump repair kits
consisting of 272,710 new-type fillister head screws was included in the price of
the kits at a base standard cost of $1 each whereas the actual cost of this
component to the contractor turned out to be $0.055 each. The General Account-
ing Office maintains that the standard cost set by the contractor tor this component
was not realistic because (i) while the compounent had in faect been previously
purchased at $1 each, the purchase was of a special nature, for only 116 fillister
head screws and required air deliverv within 4 davs to the contractor’s Cleveland,
Ohio, plant, and (ii) the standard did not take into consideration quantity pur-
chasing nor comparative cost standards based on similar components with adjust-
ment for physical variances in the new component.

Recommendations by GAO

1. That every effort be made to obtain an appropriate price adjustment.

2. That the Secretary of Defense direct personnel of the military services to
perform a closer analvsis of proposed prices which are based on standard costs
and application of variance factors to assure that the resultant cost to the Govern-
ment is reasonable.

Statement

The allegation made by the General Accounting Office with respect to the
excessive amount included in the contract price for the fillister head screw is
correct. As noted in the report, the contractor had actually_incurred_a cost
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of $1 each for the fillister head screws under an initial purchase for the Air Force.
However, this figure should not have been used as the basis for establishing a
standard cost for the item in view of the unusual circumstances under which
the initial purchase was made. Also the standard was established without
benefit of comparison with similar components being purchased at a fraction of
the standard cost set for the new component and without benefit of providing
graduated or sliding-scale standards for quantity purchases or production.

After exhaustive consideration by the contractor at the highest level and by
the Office of the Assistant Secretary of the Air Force, the contractor has offered
and the Air Force has agreed to accept a voluntary refund of $559,204.46. This
refund takes into consideration the overpricing of $565,600 under contract AF
01(601)-20268, and four additional items under contracts AT 34(601)-4833 and
AF 01(601)-24098, which involved $176,249.46. The pricing circumstances in-
volved in the four items under the latter two contracts were considered to partake
of at least some of the characteristics of the screw case. The contractor would
agree to no larger refund and has agreed to this settlement with great reluctance.
It is the view of the Assistant Secretary of the Air Force (Materiel), concurred
in by this office, that this is the best adjustment obtainable.

The Air-Force and the contractor are presently endeavoring to establish an
improved system of spare parts pricing intended to result in prices which are
fair and equitable to both parties. Furthermore, Air Force procurement per-
sonnel have been directed to accomplish a more intensive review of all pricing
actions conducted with this contractor,

With respect to contractors generally, increasing emphasis has been placed
on surveys of contractors’ accounting and estimating systems in order to assure
the effectiveness of these systems in producing price proposals that reasonably
reflect the contractors’ latest and most complete cost and price experience. In-
tensive efforts are being made to bring about the correction of deficiencies re-
vealed by these surveys. This is clearly a task of major magnitude and indefi-
nite duration. Following approval of a contractor’s system, surveillance must
continue to be maintained, using testchecks, audits, and other means to insure
the continued effectiveness and dependability of the contractor’s accounting
system and estimating practices.

With specific reference to contractors’ use of standard cost for estimating
purposes, this subject is covered in section 4-1.400 of the Contract Audit Manual.
The increased use of prenegotiation audits in accordance with current procedures
as set forth in ASPR 3-809 and in departmental directives has proven increasing-
ly effective in alerting contracting personnel to inadegquacies and questionable
areas on contractors’ estimating methods, including deficiencies in the use of
standard costs. Present policy and procedures will continue to be reviewed
(1) to insure that maximum effective use is being made of audit services and (2)
to determine whether additional guidance should be provided auditors and
contracting personnel in connection with the analysis and evaluation of con-
tractors’ accounting systems and estimating practices.

DOD STATEMENT FOR THE BUREAU oF THE BupcET (PURSUANT T0o BOB
CircuLAR A-50, ApriL 1, 1959)

Concerning GAO Report B-133307, dated July 29, 1960, “Examination of the
Prices Paid for Spare Parts under Department of the Air Force Contracts AF 01
{(801)-20288 and AF 34(501)-4833 with Thompson Ramo Wooldridge, Inc.,

Cleveland, Ohio” (OSD Case No. 1426)

The problem

GAO alleges that neither the contractor nor the Air Force exercised sufficient
care in pricing spare parts and, consequently, neither party had assurance that
the prices were fairly established and correctly billed. The report alleges that
spare parts pricing billed by Thompson, and paid by the Air Force, included
excessive charges for packaging and excessive amounts for certain spare parts.
The overcharges totaled $56,326. The GAO recommended that the Secretary
of the Air Force require contracting officials to take prompt action to amend
contract billing prices when there are changes in the services to be performed and
to make adequate verification of the charges to the Government.
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Statement

Thompson refunded $51,120 to the Air Force and corrected an error of $5,206
é% 6tlégﬁpackaging charges for parts to be delivered. These adjustments totaled

The Air Force concurred in the recommendation of GAO and took appropriate
action to emphasize the need for thorough review of charges to be borne by the
Government and for taking prompt action to amend contract billing prices when
there are changes in the services to be performed.

DOD StateMENT To THE BUREAU oF THE BUDGET (Pursvant 10 BOB Cir-
CULAR A-50, ArriL 1, 1959)

GAO Report B-133346—Examination of Procurement of 5,000-Gallon Capacity
%&amitrailers by Department of the Army from Fruehauf Trailer Co., Detroit,
ich.

The GAO Report is based upon its examination of the procurement of 5,000-
gallon capacity. semitrailers from Fruehauf Trailer Co. under development con-
tract DA-20-018-ORD-14233 and production contract DA-20-018-ORD-
15786. Both contracts were awarded by the Department of the Army, Detroit
Ordnance District, Detroit, Mich., pursuant to a procurement, directive from the
Ordnance Tank-Automotive Command (OTAC). The development contract as
amended called for the delivery of four pilot models of the semitrailer together
with one set of original drawings prepared to “facility standards.” These draw-
ings were to be sufficiently complete to permit preparation of Ordnance Corps
standard drawings. The contractor’s drawings were received in January 1957,
following the delivery of the pilot models, and conditionally accepted. Fruehauf
was later advised of corrections and revisions required. Revised drawings were
completely accepted in December 1957.

In June 1957 a first production contract for 509 vehicles for the fiscal year
1957 program was awarded to Fruehauf at a unit price of $8,813. This fixed-
price contract was negotiated with the contractor as sole source, since Ordnance
standard drawings were not available. The production contract added an al-
lowance of approximately $21,000 for converting the facility drawings to Ordnance
standards.

In February 1958, when Ordnance standard drawings were available, OTAC
solicited competitive bids by formal advertising procedures for an additional
quantity of 345 semitrailers. Fruehauf bid $7,604 a unit for this procurement.
The successful bidder quoted a price of $6,295 a unit.

The GAO reports that, because the Army Ordnance Corps, Ordnance Tank-
Automotive Command, did not adequately control the delivery, review, and
correction of the drawings and engineering data obtained from Fruehauf under
the development contract, they were not received on time and were not suitable
for use in connectionwith the first production contract. The award of the con-
tract to Fruehauf as sole source may have resulted in an extra cost to the Govern-
ment of approximately $875,000.

The Army takes the position that the drawings as first released by Fruehauf
were facility drawings, prepared by the manufacturer to coordinafe with his
individual production processes. In procurements instituted by OTAC only in
rare and unusual instances have facility drawings been used by another manufae-
turer for production processes. At the time of the questioned procurement, the
preparation of production drawings suitable for obtaining competitive procure-
ment required approximately 12 months after the receipt of acceptable facility
drawings. The time lapse was due in part to the backlog at OTAC caused by
the great volume of drawings furnished in connection with contracts of this type.
During the period January 1957 through February 1958, OTAC received 128,212
drawings involving 137 open contracts of all types. The number of facility draw-
ings furnished in connection with the Fruehauf contract amounted to 211. When
converted to Ordnance standard format, the total was 1,247 pieces. If facility
drawings had been furnished in October 1956, the due date indicated by GAO,
and review could have been immediately undertaken, Ordnance standard draw-
ings could not have been made available for the 1957 procurement. This con-
clusion is based on the time actually required by Fruehauf to translate the draw-
ings to Ordnance standard production drawings, as provided for in contract
OﬁD—15786. Procedures have now been instituted to accelerate review and
acceptance of facility drawings. These procedures are being carefully imple-
mented.
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The GAO computation that, had drawings been available and formal adver-
tising procedures been used for the first production buy, the cost to the Govern-
ment might have been less by approximately $875,000, is based upon a statement
made by the successful bidder in a later procurement. In response to an inquiry
by the GAO, the bidder stated that, had it been solicited for the production in
1957, it would have bid approximately $800 a unit more at that time than it bid
in 1958, due to market conditions and higher material and labor costs in May
1957. In computing the estimated savings, the GAO has used the price of the
successful bidder in 1958 plus $800 a unit. In the opinion of the Army, this
estimate is speculative. The 1958 bids may have been affected by the fact that
subcontract sources had already been established. Further, bids solicited in
1957 on a first production run might have shown a different price pattern than
the one which developed in 1958. In short, while there is no question that com-
petitive procurement if feasible would probably have resulted in lower costs, we
cannot agree with GAOQ’s estimate and consider it unrealistic and conjectural,

The GAO final report and the transmittal letter note that OTAC has revised
and accelerated its procedures. The report and the letter also note that the
Assistant Secretary of the Army (Logistics) made a statement before the Senate
Committee on Armed Services in May 1960 to the effect that the Army is aggres-
sively working to obtain and use drawings and specifications which will permit
increased competition in its procurements.

Attention is invited to ASPR to 9-202.1(C), dated July 1, 1960, which advises
contracting officers of the;Department of ‘Defense policy on the acquisition and
use of data in connection with contracts for experimental, developmental, or re-
search work and subcontracts thereunder. Further, contracting officers are fully
cognizant of the policy that, unless indications are clearly to the contrary, the ap-
proved method of procurement is through formal advertised bidding,.

In conclusion, the Army fully recognizes the significance of competitive procure-
ment as a vital means of reducing costs. Furthermore, the Army contracting
officials responsible for the contracts under discussion were fully aware at that
time of the importance of seeking competition. _This is evidenced by the fact that
the development contract which preceded the Fruehauf production contract was
made on the basis of widespread competition. Similarly, the follow-on contracts
were placed on the basis of competition under formally advertised procedures.
Without doubt, it would have been in the Government’s interest if the procure-
ment in question could also have been handled competitively, but in the judgment
of the contracting officials who were responsible the data available was inadequate
for this purpose. As discussed above, the lack of adequate data in this case was
due to an unusual backlog situation which has progressively improved since that
time. Also, since the time of this procurement increased efforts have been di-
rected to insuring that maximum effective use is made of competition and, to this
end, that DOD policies and procedures for obtaining and utilizing data for pro-
curement purposes are thoroughly understood and effectively applied throughout
the military services.

This particular report will be given widespread distribution so that the facts
may be brought to the attention of procurement personnel in the Navy and Air
Force as well as the Army.

o

DOD STATEMENT FoR THE BUREAU oF THE BupnceET (PURsUANT To BOB
CircuLaR A—~50, APR. 1, 1959)

Coneerning GAQ Report -133341 dated January 3, 1961, on “Examination of

the prices negotiated for J-71-A-11 aircraft engines under contract AF-33(600)—
23143 with Allison Division, General Motors Corp., Indianapolis, Ind.

Statement

The report alleges that the price of $58,985,520 to the Government for J-71—
A-11 aircraft engines delivered during 1955 included estimated costs which were
excessive by approximately $1,480,000. It is further alleged that these excessive
costs resulted from inclusion in the negotiated price of (1) estimated costs for
minor parts and labor which were excessive in the light of cost experience avail-
able at the time of negotiations and (2) increased estimated costs for major com-
ponents at a higher cost than that of inplant production, without providing for
the negotiation of a price adjustment, if the make-or-buy plan were changed.
It is also alleged that the contractor at its own discretion deviated from the plan
and incurred substantially lower costs.
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GAO recommendations

1. That the Air Force make every effort to obtain an appropriate price ad-
justment,

2. That current make-or-buy regulations be amended to provide for price
adjustments where significant changes are made in the make-or-buy structure
on which the contract price was established.

Comments

Bubject contract dated January 5, 1953, provided for a retroactive and pros-
pective revision of price upon delivery of 25 percent of the engines (J-71-A-9)
and spare parts. Certain of these engines were redesignated as J-71-A-11
engines and the instant report relates to overpricing of 257 such engines delivered
in 1955. The contract provided for an optional demand for repricing which
could have been exercised in July 1955 by either party to the contract. This
repricing option was not exercised by either party. However, in April 1955,
prospective prices were established for the J-71-A~11 engines and the repricing
option not having been exercised, the prices became firm fixed price for engines
to be delivered during 1955.

With respect to requesting a refund from the contractor, notwithstanding the
opinion set forth in a letter of June 21, 1960, from the Assistant Secretary of the
Alir Force to the Comptroller General, in response to the draft report of September
15, 1959, informing the Comptroller General that there was not a sufficient
basis on which to reopen and reprice a fixed price contract which presumably
was negotiated in good faith, the Air Force has made a formal request on the
contractor for a refund adjustment in accordance with the recommendations
of the Comptroller General. The contractor has not yet responded to this request
of February 13, 1961.

As to the second recommendation, there is some question as to whether or not
the clause prescribed by ASPR 3-902(h) vests in the contracting officer authority
to require a change in the contract price as a condition to granting authority to
the contractor to make a change in its “Make-or-Buy” program or whether a
specific provision should be inserted in the contract clause to cover such a con-
tingency and whether the regulation as such should be amended to provide
guidance or instructions in this matter. The ASPR Committee has been re-
quested to undertake a study of this matter.

ABSISTANT SECRETARY OF DEFENSE,
INsTALLATIONS AND LoOGISTICS,
Waskington, D.C., May 28, 1961.

The Honorable the CoMPTROLLER GENERAL oF THE UNITED STATES.

Dear Mg, CoMPTROLLER GENERAL: We have reviewed report B-125071 of
April 14, 1961, on the pricing of certain Air Force contracts with Hughes Aireraft
Co. and we concur in your findings and conclusions.

We concur also in the recommendation that this case should be brought to
the attention of contracting officials of the military departments. One means by
which we propose to do this.s through widespread distribution of the report itseif
among procurement personnel and auditors. For this purpose additional copies
of the report will be needed. We would therefore appreciate a loan of the dup-
limats used in the printing of the report. As you know, arrangements for such
loans were recently worked out between Mr. William A. Newman, Jr., of your
office and Mr. W. Carl Blaisdell, Deputy Assistant Secretary of Defense (Comp-
troller), and a few duplimats have already been furnished to this office.

We would also appreciate receiving the duplimats on two other reports that we
think should be given wide distribution: B-133164 dated February 15, 1960, on
the review of the treatment of suppliers’ price reductions by Fairchild Engine
& Airplane Corp., and B-133158 dated January 27, 1961, on the examination
of prices negotiated for coorinated data transmitting sets under Air Force contracts
with Burroughs Corp. )

Your cooperation in this matter is greatly appreciated.

Sincerely yours,
GLENN V. GiBson,
Deputy Assistant Secretary of Defense
(Regquirements and Readiness Planning).
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DEPARTMENT OF THE AIR FORCE,
OFFICE OF THE ASSISTANT SECRETARY,
Washington, May 10, 1961.
Hon. JosEpa P. CAMPBELL,
The Comptroller General of the United Slates.

Dear Mr. CampBeLL: This refers to your letter of February 15, 1961, to the

Secretary of Defense with attached report on examination of the target price of
Department of the Air Force contract AF 04(647)-287 with North American
Aviation, Inc., Rocketdyne Division, Canoga Park, Calif.
# I appreciate and agree with your comment to the effect that actions taken or
contemplated by the Air Force and the contractor in this case should result in an
appropriate settlement for the overestimated material and subcontract costs
disclosed by your examination and should reduce the possibility of a similar
situation occurring in future procurements.

Supplemental agreement No. 19 was executed under the above contract on
April 20, 1961, which effected downward adjustment of the target price in the
amount of $297,167.16 as compared with “about $294,800” figure recommended
in your report. .

We appreciate your calling these matters to our attention and the opportunity
to comment on your report.

. Sincerely,
: JoseEpH S. IMIRIE,
Assistant Secretary of the Air Force.

DEPARTMENT OF THE AIR FORCE,
OFFICE OF THE SECRETARY,
Washington, June 2, 1961.

The Honorable the COMPTROLLER GENERAL OF THE UNITED STATES.

Dear MR CoMPTROLLER GENERAL: Reference is made to our letter of Decem-
ber 21, 1960 in connection with your examination of the pricing of Department of
the Air Force fixed price contract AF 33(600)-28999 with Kearfott Co., Inc,
Little Falls, N.J.

The Air Force has referred this case to the Department of Justice and it is now
being considered by the Civil Division of that Department. We have been asked
by the Justice Department to suspend further negotiations with the contractor on
the matter.

In view of the above, no further action will be taken by the Air Force in this
case, pending advice from the Department of Justice.

We appreciate this opportunity to furnish you with our comments on this report.

Sineerely yours,
. JosEpH S. IMIRIE,
Assistant Secretary of the Air Force (Materiel).

DOD STATEMENT FOR THE BUREAU oF THE BUDGET (PURSUANT TO BOB
CircuLar A—50, ApriL 1, 1959)

Concerning GAO Report B-133304 dated June 10, 1960, on “Pricing of Master
Indicators of the N-1 Compass Under Department of the Air Force Contract
AF 33(600)-28999 With Kearfoit Co., Inc., Little Falis, N.J.”

The problem
The GAO alleges that prices negotiated under subject fixed-price contract

were excessive by approximately $498,700 although historical costs available to

the contractor as a result of prior manufacture of the N—1 compass system should
have resulted in negotiation of prices that were lower by this sum, The GAO
acknowledges that actions taken by the Air Force “if properly executed, should
contribute significantly to the negotiation of fair and reasonable contract prices
and should help to prevent a repetition of the deficiencies which occurred in
negotiating prices under contract AF 33(600)-28999.” (See p. 13 of subject

GAO report.) GAO has recommended that the Air Force take all possible action

to recover for the Government the excess costs incurred under the contract.
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Statement

The Air Force has called this case to the attention of its procurement personnel
as an jllustration of the need for more critical review of historical cost data and
work in process costs.

Demand for an equitable refund was first made on the contractor in January
1960, as a result of GAO findings in its draft report of November 6, 1959, on this
case. Demand was again made on March 1, 1960, at a conference of Air Force
and contractor personnel at Air Materiel Command. The contractor has con-
sistently maintained that it will not make a refund. The contractor'’s refusal
is based on the contention that overpricing brought to light by GAO is an isolated
instance and should not.be considered alone but should be considered in conjunc-
tion with other contracts for the same and similar items. In this connection,
the subject contract, the sixth buy, was awarded in February 1955 and deliveries
were made during 1955 and 1956. Two subsequent buys of the N—1 compass
system were made on which deliveries were made during 1956 and 1957. During
the 3-year period, 1955-57, the contractor was also supplying a comparable system
to the Air Force, the J-4 compass system. The contractor’s records show that
during the 3-year period 1955-57 and based on sales of the two systems aggregat-
ing $25,148,000, the contractor realized profits of $130;000 before interest and
Federal taxes, or 0.005 percent (five-tenths of 1 percent on cost of sales). Based
on_this background, the contractor has refused a refund in the instant case.

It is considered improbable that a refund will be obtained in this case. How-
ever, all possible remedies will be explored before closing the case.

DOD StaTEMENT FOR THE BUREAU OF THE BubpceT (PURSUANT To BOB
CircuLAR A-50, APrIL 1, 1959)

Concerning General Accounting Office Report No. B~133042 on its examination
of the pricing of subcontracts issued to Reaction Motors Division, Thiokol
Chemical Corp., Denville, N.J., by Convair, a Division of General Dynamies
Corp., San Diego, Calif., under Department of the Air Force Prime Contract
AF 04(645)-4

The problem

The GAO alleges that proposed subcontract prices of $511,400, submitted by
Reaction Motors to Convair for fuel booster valves and liquid oxygen booster
valves were excessive by $103,500 because the prices included substantial pro-
visions for unwarranted contingencies and costs of duplicate parts. The GAO
alleges that Convair accepted, and the Air Force approved, the subcontract
prices proposed by Reaction Motors without making a critical review of the esti-
mated costs of producing the valves. Reaction Motors refunded $87,800 to
Convair under these subcontracts and $47,200 under other subcontracts the GAO
did not examine. The final report contained two recommendations:

1. That it is important for the Air Force to determine why an Air Force
review of the purchase orders covered by the report failed to disclose the
existence of excessive costs;

2. That an additional refund of $15,700 was in order.

Statement

In its preliminary draft report the GAO reque ted that the Air Force bring
the findings of the report to the attention of procurement personnel to emphasize
the need for prime contractors to make timely reviews of subcontractors’ pro-
posals and a need for closer surveillance by the Air Force over the prime con-
tractor’s subcontracting practices. An article covering this subject appeared
in the October 1959 issue of the Procurement Information Bulletin.

In connection with the first recommendation the following information has
been developed.

The four fixed-price purchase orders on which the GAQ assesses the extent of
excessive pricing in the report are:

Purchase order No. Date issued Amount
430072-SDM ____ July 3,1957 $145,324
430073-8DM . L |t do____... 203, 799
499979-SDM.__.. Aug. 1,1957 47,745
2282-A____. Apr. 8,1958 24,570

Total 511,438
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Because of the extreme urgency of the Atlas program at the time, the Air Force
administrative contracting officer at Convair waived the requirement for detailed
Air Force review of the purchase orders in question to expedite placement of the
orders.

On the question of the adequacy of the Newark Air Procurement District’s
review of the purchase orders in question, there is considerable doubt on the basis
of the information available to the Air Force at this time, that such purchase
orders were in fact reviewed by the Air Force. The cost analysis files of the New-
ark Air Procurement District were routinely destroyed many months before the
present matter was raised. The only record retained was a cost analysis register
file. An examination of this file indicates that the Newark APD did not in fact
review the purchase orders examined by the GAO, although it did examine pur-
chase orders which followed those to which the GAO report addresses itself.
Apparently the analysis of these followon purchase orders did not encompass an
examination of historical course data to the extent that the excessive prices of the
purchase orders examined by the GAO revealed.

A misleading implication may be drawn from the last paragraph on page 3 of
the General Accounting Office report which states: ‘‘The primary responsibility
for review of subcontract prices proposed by Reaction Motors rested with Convair,
but in early 1958 this responsibility was delegated to the Newark Air Procurement
District, a subordinate unit of the Air Materiel Command.” The primary re-
sponsibility for review of subcontract prices at all times rests with the prime
contractor as a part of his contractual obligation and may not be delegated to the
Air Force or to a subordinate unit thereof. Any review of subcontract prices
made by the Air Force is solely for the added protection of the interests of the
Government and does not relieve the contractor of any portion of his responsi-
bilities under the contract.

As stated on page 11 of the General Accounting Office report, actions taken by
the Air Force and the Department of Defense should strengthen the control and
supervision over contractors’ subcontracting practices. In this connection, in
addition to other actions taken, the Convair purchasing system was surveyed by
Air Force personnel in October 1957 at which time 11 recommendations for im-
provement were accepted by the contractor. At that time Convair was required
1o seek Air Force approval prior to placing any fixed-price subcontract in excess
of $25,000 and prior to placing any cost reimbursement type subcontract. These
limitations are still in effect. During the period from October 1959 to May 1960
the contractor’s purchasing system was again surveyed. As a result of this second
survey, 54 recommendations and observations were given to the company and
the company agreed to adopt 52 of them. In December 1960 the system was re-
surveyed to evaluate the contractor’s progress in making necessary changes. As
a result of the last survey, local Air Force authorities have recommended to
Headquarters, Air Materiel Command, that the $25,000 limitation referred to
above be increased to $100,000. A decision on the recommendation will be made
in the near future.

With respect to the second recommendation, a review was made of the previous
refund of $87,800 and Convair was requested to reopen negotiations with Reaction
Motors to obtain an additional refund of $15,700.  As a result, Reaction Motors
forwarded a check for $15,700 to Convair which has been credited to the Air Force
on contract AF—04(645)-4. ‘

ASSISTANT SECRETARY OF DEFENSE,
I Washington, D.C., July 7, 1961.
Hon. Pauy H. DoucgLas,
U.S. Senate.

DEear SENATOR DovUaLas: This refers to your letter of June 22, 1961, requesting
supplemental information for the record concerning the recent hearings held by
the Subcommittee on Military Procurement.

The enclosure sets forth our replies to the five questions asked relative to retail
sales at military installations. Since your questions concerning two-step formal
advertising required operational experience to be obtained from the military
departments, we have requested this information which should be forwarded to
you within a week.

There is also enclosed a corrected transcript of the hearings, which we are
forwarding at the request of the clerk of the subcommittee.

Sincerely yours,
GLENN V. GiBsoN,
. Acting Assistant Secretary of Defense (Installations and Logistics).

See p. 62.
78406—61——8 (See p. 62)
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ADDITIONAL INFORMATION FOR THE RECORD REQUESTED By SenaTorR Doug-
Las, CHAIRMAN, SUBCOMMITTEE oON MILITARY ProcurEMENT, JOINT
EconomMic CoMMITTEE

DOD USE OF S80-CALLED “RETAIL BALES”

Question. At how many installations are these sales being held?
; Answer. Activities of the DOD use this surplus retail sales technique as
ollows:

U.S. territories and possessions (domestic) ... ___________________________ 147
Overseas. ... _____________ [ IIITTTTTTTTmmTTTeTTTTm 63
Total 210

Iv should be noted that most of these retail sales stores are not open for business
on a continuous basis. In some cases stores are open as infrequently as 1 day
per month. Stores operation is contingent upon the generation of surplus which is
appropriately disposed through this technique.

Question.  What is the present scope or extent of the sales in terms of dollars?

Answer. Activity in the use of the retail sales technique is comparatively
small. Its use, as compared with total sales (excluding scrap) for the first 9
months of fiscal year 1961, is shown in the following table:

{Dollars in millions)

Total sales! | Proceeds Percent
return

Worldwide:

All sales. _ $1,255.5 76.3 6.1

Retail.____. - 18.8 3.1 16.5
Domestic:

All sales._ 1,122.8 62.3 5.8

Retail.__. 12.6 2.3 18.4
Overseas:

All sales._ . 132.7 14.0 10.4

Retail.__ 6.2 .8 12.6

1 This figure is the value at which property was carried on inventory records. Tt does not reflect con-
dition, depreciation, ohsolescence or market value, either appraised or actual. Depreciation accounting
is not maintained by the Department of Defense.

Question. For the past fiscal year, advise™as to the breakdown of sales to: (a)
the public; (b) DOD personnel (military and civilian).

Answer. The Department of Defense does not maintain data which would in-
dicate separately, by customer affiliation, the amounts of property sold through
this technique. = As regards domestic operations, store business is widely known
throughout its locale and there is no basis for estimating the number of customers,
or the volume of their purchases, which might be characterized as “‘general public.”
It is a fairly safe assumption, however, that most sales conducted in oversea op-
erations are to DOD personnel, which is almost entirely attributable to the ge-
ography involved.

Question. What is the authority for these sales?

Answer. Surplus sales are conducted under the provisions of the Federal
Property and Administrative Services Act of 1949, as amended. Sales conducted
within the United States are carried out under the general provisions of title II,
section 203 (e), while oversea operations are carried out under the provisions of
title IV. Retail sales are regarded as a fixed-price negotiated sale. Sales under
section 203 (e) are carried out, under a delegation from the General Services Admin-
istration.

Question. Is there any plan to review the need for these sales and the policy
regarding them?

Answer. Yes. The DOD and the GSA have had this question under consid-
eration since early spring of this year. The policies, criteria, and dimensions of
retail sales are now under study in this Department and determinations as to con-
tinuance or discontinuance of the technique as a merchandising device will be
made as soon as our analyses are completed. It is expected that conclusions will
be reached on this matter in the very near future.
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OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE,
SuppPLY AND LOGISTICS,
Washington D.C., April 17, 1957.
Mr. C. D. Bean,
Commissioner, Federal Supply Service,
General Services Administration,
Washington, D.C.

Dear Mr. Bean: During the last year or so a number of military activities on
occasion have utilized retail sales as another method to sell surplus personal
property. Retail sales are considered negotiated sales and the authority therefore
would stem from section 203(e) of the Federal Property and Administrative
Services Act of 1949, as amended. Accordingly, the use of this provision for
retail sales has been authorized within the framework of regulations of the General
Services Administration, title I, personal property management, chapter IV,
section 302.00.

However, during recent discussions between our respective staff members, the
value of using retail sales was questioned. While the Department of the Army
has been conducting such sales with full knowledge of both our offices, neither
your regulations nor ours specifically provide the desired guidance.

In general, the use of retail sales has been limited to small quantities of miscel-
laneous types of property having appeal to the individual or end user and has
resulted in an appreciable increase in the gross rate of recovery as related to the
acquisition cost of the property sold. Based on the best available cost data, it
is believed that this method also provides maximum net returns. Use of the
retail sale method by more military activities will, of course, broaden our customer
base since it is the only type sale at which military and civilian personnel of the
armed services are permitted to buy surplus property. ’

It is not our intention to consider retail sales as a substitute for the normal
auction, sealed bid or spot bid methods, but rather as an additional tool in our
merchandising program. Therefore, and for the reasons above, this Office proposes
to revise its instructions by prescribing uniform policy for the conduct of retail
sales, and specifically authorize retail sales under these conditions. Briefly, the
following are the major conditions that we feel should be contained in the appli-
cable policy:

(a) Any items of surplus personal property having appeal to and utility
by an individual or end user couid be sold by retail sale.

(®) Sales prices for each item would be fixed on the basis of demand, local
market, area prices, and material condition of the item; but would in no case
be less than 50 percent of acquisition cost for an item in fair value code A,
35 percent for those in code B, 20 percent for code C, and, for those in code
D, no less than 10 percent of acquisition cost.

(¢) No individual item having an acquisition cost in excess of $250 would
be sold by retail sale.

(d) The total quantity of any one item available for retail sale at any one
time would not exceed $5,000 original acquisition cost.

(¢) Total cash purchases by any one individual at any one sale would be
limited to $500.

(f) Sales would be given general publicity and would be open to Govern-
ment personnel as well as the public and all items sold on a first come-first
served basis.

(¢) Disposal personnel and members of their immediate household, in-
cluding agents thereof, of the activity conducting the sale and of the activity
at which the property is located would be prohibited from buying at such

sale.
(k) Detailed cost would be maintained.

In order that this office may proceed on this basis, your concurrence would be
appreciated, along with any comments or suggestions you may have on our
proposal.

Sincerely yours,
W. W. WicKEs,
Staff Director, Surplus Disposal Division,
Office of Requiremenis, Procurement, and Distribution.
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May 27, 1957.
Mr. V. F. Caruro,
Office of the Assistant Secretary of Defense (Supply and Logistics),
Washington, D.C.

Dear Mr. Caruro: By letter of April 17, Mr. W. W. Wickes of your Office re-
quested our guidance and comments regarding the use of retail sales by military
activities.

It is our belief that retail selling should not become a major method of sales dis-
posal. Since Mr. Wickes’ letter states that no substantial overall increase in the
use of the retail method is contemplated, we concur in the presceribing of the guides
outlined, subject to these comments concerning the lettered conditions set forth
in that letter.

Condition (b): It is recommended that the estimated fair market value be the
overriding criterion in price setting. Use of a minimum price schedule based upon
condition appears desirable, but a separate, although comparable schedule, not
identified with the fair value code for transferring excess between agencies, would
insure avoidance of confusion.

Condition (d): This condition could be subject to wide variances of interpre-
tation. We understand that some activities now do continuing retail selling
instead of setting up periodic offerings. To avoid retail selling of portions of bulk
stocks of surplus property, it is recommended that the condition read as follows:
“the total quantity of any one item available during any quarter of a given fiscal
year would not exceed $5,000 of acquisition cost.”

Condition (h): For cost of sales data to be of value, the DOD instruction should
list elements of cost to be maintained, including therein both direct and indirect
overhead expenses involved.

Our concurrence as above applies to a 1-year test of the proposal, it being under-
stood that GSA will be furnished with quarterly reports as to acquisition cost of
surplus property sold, sales proceeds, personnel costs, both military and civilian,
expenses such as rent, light, and heat, and all other applicable overhead items.

If complaints are received during the year’s operation from merchants, trade
associations, chambers of commerce, or other sources, it is expected that effective
corrective measures will be taken immediately by the military services concerned,
even to the point of suspending operations, where required. T will appreciate it if
you will keep me currently informed as to such oceurrences.

At the end of the year’s operation, results will be appraised and decision reached
as to revision of title 1, chapter IV, of GSA regulations. July 1, 1957, can be con-
sidered as the starting date for the test, unless your Office advises that another
date would be preferable.

Sincerely yours,
C. D. BeaN, Commissioner.

AsSSISTANT SECRETARY OF DEFENSE
Washington,D.C., December 27, 1957.

Memorandum for The Assistant Secretary of the Army (Logistics).
The Assistant Secretary of the Navy (Material).
The Assistant Secretary of the Air Iforce (Materiel).
Subject: Sale of surplus and foreign excess personal property by the retail method.
Reference: (@) DOD Instruction 4160.4 dated July 13, 1954, as amended; ()
DOD Instruction 4160.12 dated July 3, 1956.

On occasions, surplus and foreign excess personal property has been disposed
of by the retail sales method. Its use generally has been limited to sales of small
quantities of various types of property which would appeal to the individual or
end user, and has resulted in an appreciable increase in the gross rate of recovery
as related to the acquisition cost of such property. This is attributed partially
to the fact that this method of sale affords individuals an opportunity to buy in
desired quantities for personal use. In addition, it is the only type sale at which
military and civilian personnel of the armed services are permitted to buy surplus
and foreign excess property. Based on available cost data, it is believed that
this method of sale also provides a maximum net return for this type property.

Retail selling is a form of negotiated disposal for which the authority is con-
tained in sections 203(e) and 402 of the Federal Property and Administrative
Services Act of 1949, as amended. While reference (a) authorizes negotiated
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sales under certain conditions, it does not specifically provide for retail sellings as
an authorized method of disposal. Therefore, items of surplus and foreign
excess personal property adaptable to retail sales may be disposed of by this
method. It should not be considered as a substitute for the regular auction,
sealed bid, or spot bid sale, but as an additional tool in the merchandising kit.
Retail sales will be subject to the following conditions and limitations:

1. Individual items of property to be sold by this method may not exceed $250
acquisition cost and the total quantity of any one item (same stock number)
which may be sold by any one installation during any quarter of a given fiscal
year may not exceed $5,000 acquisition cost. However, in foreign areas the
military departments may authorize deviations from these monetary limitations
when conditions warrant such action.

2. Selling prices will be established on the basis of comparable commercial prices
for the same or similar items in the local market area, demand, material condition,
and experience from competitive sales of such items. When in the best interest
of the Government, established prices may be adjusted gradually but shall not
be less than 50 percent of acquisition cost for unused items, 30 percent for used
items not requiring repairs or reconditioning, and 10 percent for all others, except
in the case of salvage items, scrap, and items such as kindling wood, scrap lumber,
used packing boxes, or containers, etc.

3. Sales will be conducted for each on a first-come first-serve basis only, and
the amount of surplus property which may be sold to any one buyer at any one
time shall not exceed $500 total selling price; this monetary limitation does
not apply in the case of foreign excess.

4, Sales may be conducted either on a periodic or continuing basis. How-
ever, each individual activity should schedule its sales on a regular basis with
respect to days and hours of operation.

5. Sales should be given general publicity and will be open to the general
public and to all Government personnel, except those military and civilian per-
sonnel (including members of their immediate household and agents therefor)
assigned to the disposal organization of the installation conducting the sale and
to the disposal organization of the installation at which the property is located.
As a minimum, general publicity should consist of posting on bulletin boards of
local installations and civilian post offices, but may be extended to advertising
in newspapers, trade journals, etc., whenever the situation warrants.

This office has agreed to advise the General Services Administration of any
complaints regarding retail sales of surplus property, should such be received
from merchants, trade associations, chambers of commerce, or other sources,
and actions taken, including suspension of this method of sale at any particular
activity when required. Therefore, it is requested that this office be advised by
memorandum of any of these situations. Report exemption symbol DD-S&L
(EX)72 has been assigned to this requirement.

In addition, the General Services Administration has requested certain infor-
mation on the results of retail selling for analysis, in order to determine whether
its regulations should be amended to permit all Federal agencies to utilize this
method of disposal. In order that such information may be made available, it
is requested that this office be furnished quarterly reports during calendar year
1958, showing (1) acquisition cost of property sold by retail; (2) gross proceeds;
(3) number of activities which conducted retail sales; and (4) the following ele-
ments of cost: (a) personnel (both military and civilian), (b) other direct costs
(advertising, supplies, transportation, etc.) and (c) indirect costs_(space, heat,
and lights). Such indireet costs will be limited to the items specified and may
be estimated. This report may be made in the “Remarks” section of the report
of excess and surplus or foreign excess personal property (DD Form 1143) which
is submitted quarterly in accordance with reference (b).

Report control symbol DD-S&L(Fo)57133 has been assigned to the reporting
requirements of the foregoing paragraph.

It is requested that this office be furnished two copies of the Department’s
implementation, upon issuance.

C. P. MILNE,

Deputy Assistant Secretary of Defense (Supply and Logistics).
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JoLy 13, 1961.
U.S. Government memorandum.
To: Assistant Commissioner, UP, Office of Personal Property.
From: Director, sales division.
Subject: Military retail sales.

With respect to Mr. Mullen’s proposed itinerary (Flint, Mich. ; Wright-Patter-
son; Davis-Monthan; Phoenix; Kelly AFB and Bolling), a Major Krause in Jack
Owens’ office tells me that retail sales are conducted at Davis-Monthan and at
Kelly. The former is limited to aircraft spares for sale only to buyers of aircraft
who may need a certain part in order to fly the plane off the base. The latter is a
regular type operation, open to the general public as well as to DOD employees,
each Wednesday from 3:15 to 5:30 and each Saturday from 8:15 to 12:15.

Through a telephone call to my contact in the office of the ASD (Comptroller),
I was given the following information on retail sales (domestic, all services com-
bined) taken from DOD consolidated statistical reports:

Commercial Military
Total type type Salvage
property property
Fiscal year 1960:
Acquisition cost $18, 119, 000 $8, 379, 000 $1, 209, 000 $8, 531, 000
Proceeds $3, 044, 000 $1, 593, 000 $199, 000 $1, 252, 000
Percent recovery 16.8 19.0 16.5 14.7
Fiscal year 1961 through Mar. 31, 1961:
Acquisition cost $12, 575, 000 $6, 701, 000 $600, 000 $5, 274, 000
Proceeds $2, 315, 000 $1, 282, 000 $103, 000 $930, 000
Percent recovery. 18.4 19.1 17.2 17.6

The above is considerably below a 60-percent recovery rate. Navy conducts
. few, if any, retail sales, so bulk was by Army and Air Force. Through the above
contact, I have made arrangements to receive all back issues of the DOD consoli-
dated statistical reports on its excess, surplus, and foreign excess disposal program
and future issues.

OFFICE OF THE ASSISTANT SECRETARY oF DEFENSE,
INSTALLATIONS AND LOGISTICS,
Washington, D.C., July 13, 1961.
Hon. Paur H. DougLas,
U.S. Senate.

DEear SENaTOR Dougras: This is in further reference to your letter of June 22
requesting supplemental information for the record concerning the recent hear-
ings held by the Subcommittee on Military Procurement.

Attached are Air Force replies furnished in response to your five questions
concerning the two-step formal advertising method of procurement. Both the
Army and Navy have had so little experience with this recently instituted method
of purchasing that they are unable to supply positive answers to your questions.

We trust that the above information will adequately answer your questions.

Sincerely yours,
GrAEME C. BANNERMAN,
Deputy Assistant Secretary of Defense (Procurement).

DEPARTMENT OF THE AIR FORCE,
OFFICE OF THE SECRETARY,
. Washington, July 7, 1961.

Memorandum for the Assistant Secretary of Defense (Installations and Logistics).
(Attention: Deputy Assistant Secretary of Defense (Procurement).)
Subject: Two-step formal advertising.

1. This is in response to your memorandum of June 28, 1961, regarding the same
subject as above. .

2. Replies to the fiirst five questions concerning two-step formal advertising
- encompassed in Senator Douglas’ letter are as follows. The answers are keyed
to the numbers applied to the questions.

(1) The two-step formal advertising method of procurement is considered to
be advantageous to both the contractors and the Government.

(2) The advantages to the Government are—
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(a) An ability to obtain competition in the procurement of complex
technical equipment where otherwise we might have been forced into a sole
source position.

(b) An ability to negotiate the technical aspects of an impending procure-
ment and yet not preciude the use ot formal advertising procedures in making

. the actual purchase. ’

(¢) An ability to assure ourselves of the capability of the contractor to
meet our technical requirements in advance of the contractor’s being per-
mitted to participate in the purely price competition for the business.

(d) An ability to use formal advertising techniques in situations which
prior to the adoption of the technique would have been negotiated.

(3) The use of the two-step procedures has resulted in the introduction of new
contractors as Air Force suppliers.

(4) In some instances contractors were new in the sense that they had not
previously held Government contracts and in other instances contractors were
new only with respect to furnishing new types of equipment.

(5) The Air Force has found that in a large number of cases the two-step
procedure has resulted in contracts being awarded to contractors who have had
previous contracts in other lines. In addition, it has been found that the pro-
cedure has encouraged participation by new contractors or those interested in

diversification.
Hucr E. WitT,
Assistant Deputy for Procurement and Production.

(See p. 62.)

OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE,
INSTALLATIONS AND LOGISTICS,
Washington, D.C., August 15, 1961.
Hon. Pavr H. DovuqLas,
U.S. Senate.

Dear SENaTorR Douaras: Reference is made to your request of June 29, 1961,
and to our letter of July 27, 1961, concerning questions for the record posed by
Congressman Curtis following the recent hearings before your subcommittee.

Attached is a schedule which reflects dollar costs by appropriation title and by
military service, for the costs of weather services during fiscal year 1961. In con-
pection with these cost figures, it should be pointed out that the Army does not
maintain an operating weather services. Almost all weather forecasting is per-
formed by the Air Force for the Army. Army’s forecasting is limited to spe-
cialized work in support of research and development. The Army does, however,
make meteorological observations in support of artillery functions in the field.

It is hoped that the attached sufficiently satisfies the interest of your subcom-
mittee in this matter. We are pleased to furnish this information.

Sincerely yours,

R. C. Moor,
Director, Supply Management Policy.
(See p. 58.)
Expenditures for weather service, fiscal year 1961
{In millions]
Army Navy Alr Foree ! Totzl
Service performed: ,
Military personnel... $1.2 $8.1 $49.7 $59.0
Operations and maintenance. ..o -ccooooocacmoaaoe .9 3.3 27.0 31.2
Research, development, test and evaluation.._..__... .5 1.5 7.2 9.2
Other Procurement ... eveccooocemcccmoomcecceaacfommmmaaaaes 5.2 4.6 9.8
Total. e e 2.6 18.1 88.5 109.2
Other:
Performed by Weather Bureatl ..o vommmeeonfocmro ||
Research, development, test and evaluation. .8 .8
Corps of Engineers (civil functions) .6 .
Operations and maintenance...... 17.0 |occoemaaoe 17.0
Total. 4.0 35.1 88.5 127.6
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OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE,
InsrarLATIONS AND LoGISTICS,
Washington, D.C., August 21, 1961.
Hon. Paur H. DouGLas,
U.S. Senate.

Dear Sexator Doveras: Our letters to you dated July 27 and August 15, in
response to your letter dated June 29, furnished replies to all of the questions sub-
mitted to you by Congressman Curtis with the exception of question 1. As we
told you in our letter of July 27, the Department of the Navy was requested to
obtain this information.

The Bureau of Supplies and Accounts chose the Naval Air Station, Patuxent
River, as a representative activity, and that station has submitted the following
information for the period December 1, 1960, through February 28, 1961:

Total number

of purchase

Dollar category of purchases: lransactions
0 b0 85 190
85 to 810 . 215
810 to 826 .. 412
325 0 $50- - . 419
850 to $100__ 420
8100 to $500_ ____ . 465
$500 t0 $1,000_ __ _______________ o ___.___. © 100
81,000 to $2,500____ __ . 57
Total. . L 2, 278

We trust that the foregoing completes satisfactorily our response to your letter
of June 29, and that Congressman Curtis now has all the information he desires
in connection with the questions he raised. If further data are needed by the
subcommittee, please do not hesitate to let us know.

With kindest regards,

Sincerely,
R. C. Moor,
Director, Supply Management Policy.

ASSISTANT SECRETARY OF DEFENSE,
INsTALLATION AND LocisTICs,
Washington, D.C., July 27, 1961.
Hon. Paur H. DoucLas,
U.S. Senate.

DEar SENaTOR DoucLas: Reference is made to your letter of June 29. Your
letter transmitted 10 questions posed by Congressman Curtis as an outgrowth
of your committee’s recent hearings on the subject of supply management.
Responses to questions numbered 3 through 10 are attached.

Question 1 requested a breakdown, by dollar increment, of purchase trans-
actions at a using installation. The Department of the Navy has been requested
to furnish this information following a detailed analysis of one of its facilities.
We now expect this data to be available about August 15.

Question 2 requested information on each of the military services’ costs for
weather services, showing personnel, supplies, equipment, and other expenses.
for the current fiscal year. Because of the numerous accounts involved, this
question has required extensive data collection which is still in process.

We are pleased to supply this material for the record as you have requested.
The data now being developed will be forwarded as promptly as possible.

Sincerely yours,
PauL H. Riey,
Deputy Assistant Secretary of Defense (Supply and Services).
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DEPARTMENT OF DEFENSE RESPONSES To QUESTIONS Posep BY Joint EcoNoaic
COMMITTEE

Question 3. Has Project 60-11 pertaining to uniformity, forms, procedures, ete.,
been made applicable to the oversea theaters in order that the maximum standard-
ization will be instituted in order to obtain effectiveness and efficiency?

Answer. Where appropriate, precedures and forms developed by the project
are applicable worldwide. Examples are the priorities, requisitioning, and docu-
mentation systems. Provisions have also been incorporated for direct support of
forces deployed overseas from the single manager’s domestic distribution system.
Other procedures, for example those governing provisioning, inventory manage-
ment, and redistribution, are properly confined to the Single Manager Operating
Agency, the distribution outlets, and the domestic customer.

Question 4. What, specifically, is planned in order to obtain overall inventory
control of perishable or short-shelf items such as film, rubber goods, etc., to match
against DOD-wide requirements and, if need be, Government-wide requirements?

Answer. The Department of Defense has improved inventory management by
assigning groups of related supplies, which are common to the military services,
to one of the military departments as a single manager for overall DOD require-
ments. The single manager is responsible for establishing and maintaining central
control of inventories and for prescribing stockage objectives. One consideration
in setting a stock level, in the case of perishable common items, is the element of
deterioration. An example would be film and certain other photographic supplies
which have been placed under the inventory management of the recently consti-
tuted Military General Supply Agency.

Single managers conduct a surveillance in-storage program designed to keep
shelf deterioration at a minimum. Progress is being made in standardizing pro-
cedures in this area among the single managers. Results from such & program
lead to improved procurement, distribution, and issue practices.

The four most recent single manager assignments which will include approx-
imately 700,000 items are still in the initial stages of operational implementation.
The overall inventory control of perishable or short shelf life items which is ob-
tained by single agency management can be illustrated by the experience of the
Medical and the Subsistence Single Manager Agencies.

The Medical Supply Ageney has a system for rotating stocks to assure maxi-
mum utilization. This Agency likewise uses the Food and Drug Administration
to test antibiotics for extension of the potency period. In addition, refrigeration
and dehumidification facilities are used to extend the shelf life. Under this
program only 3.3 percent of material valued at $328 million has been subject to
disposal since 1958. The annual savings in antibiotics procurement alone has
averaged $500,000 per year through extension of the potency period.

The Subsistence Supply Agency operates a surveilance program over annual
pack items to assure maximum utilization and, for the fiscal year 1960, only 12
instances of deterioration were reported, all of which were within the value range
of $50 to $100. This Agency has, under its refrigeration program for operational-
type rations, extended the shelf life from 5 to 7 years.

Question 5. I have long been interested in the use of open and/or supply
schedule-type conuracts so that contractors and subcontrac.ors may use them
for the materials, components, parts, etc., that they require.

These contracts at least afford a yardstick. What is being done specifically
to make this type of contract available if not mandatory for the use of contractors
and subcontractors?

Answer. This Department is preparing a regulaiion, for inclusion in the
Armed Services Procurement Regulation, which would make available to certain
contractors supply sources of the General Services Administration, including
their open-end and Federal supply schedule contracts. We are also considering
giving contracting officers authority to contractually require mandatory use of
such supply sources for specified items. We are trying to synchronize our regu-
lation with proposed Government-wide procedures. Legal details and nccessary
coordination with GSA may require about 30 to 60 days. We hope to publish
this material in our next regular revision of the Armed Services Procurement
Regulation.

Question 6. Are there any service single managerships being considered in
addition to those already established for military traffic management, sea trans-
[l)ggiaa:?tion, and air transportation which were covered in the hearings of January
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Answer. The Secretary of Defense has directed a comprehensive review of
logistics and management policies and practices within the Department of Defense.
This program is now being carried out on a special project basis. A project has
been established and is now being actively pursued which will identify service
functions susceptible to some form of integrated accomplishment. Kach of
several functions will be examined to determine what alternative forms of man-
agement are possible and what form of management is most appropriate. Single
management is one of these alternatives. It can also be expected that Project
100, which is a review of alternatives in logistics organization for common items,
will probably produce certain influences in this regard. We are now examining
services in the fields of personnel and administration, finance, operational support
and training, and logistics support.

Question 7. Has not the absence of central control involving these three trans-
p}cl>rt ﬁsingle managers demonstrated the weakness of single managers, as such, in
this field?

Answer. No. The operations of the transportation single managers and their
operating agencies have actually improved the effectiveness and efficiency of
military transportation and traffic management. The single managers operate
under the policy direction of the Secretary of Defense. It can be said that they
do, in fact, operate under central direction. There is effective and timely co-
ordination between and among the operating agencies of the single managers.
Further, close liaison is maintained with the single managers and their operating
agencies by the Office of the Secretary of Defense to assure adherence to DOD
policies, to determine where new policy or changes to established policy may be
required, and improve wherever possible transportation operations and manage-
ment.

Question 8. I note that the Secretary’s testimony states that the Industrial
Supply Agency will reach full operational status in April of 1963. The testimony
presented before the committee’s hearings in January 1960 was that this Agency
would be in complete operation no later than July 1, 1961. Would this delay
mean that unexpected problems or opposition have been encountered?

Answer. Testimony in January 1960 was based on preliminary estimates which
considerably understated the magnitude of the task of implementing this assign-
ment. Estimates of the item content of this assignment have more than doubled
from 235,000 to 480,000 items. This increase is attributable to the aggressive’
efforts of the military departments to transfer items to the new Agency, and is
indicative of confidence and cooperation rather than opposition to the single
manager program. Implementation has been retarded somewhat by the necessity
to convert available warehouse buildings to office space, but the major factor in
extending the time-phased plan was the magnitude of the task of coding, classi-
fying, and assuming supply management of the tremendous item range encom-
passed by FS group 53 (hardware). This Agency is already operational for FS
groups 86 and 95 (paints and metals, respectively).

Question 9. I note too that the Secretary spoke to the consideration of elec-
tronics for integrated management and the fact that the report was presented to
them about the st of March. Am I correct in my understanding that manage-
ment of electronics will be decided by the Secretary of Defense in the final deter-
mination on Project 100?

Answer. This understanding is correct. Project 100 calls for the development
of three alternative plans of organization and management under each of which
provision is made for the integration of electronic supplies.

Question 10. Does not the Department of Defense now believe that there
must be further coordination and integration of both the supply and service
activities of the military services beyond the point of single manager assignments?

Answer. Whether single managers are strengthened and unified or supplanted
by a different organizational arrangement depends on the outcome of Project
100.

STaATEMENT FROM WALLACE N. FLINT, VICE PRESIDENT, NATIONAL ASSOCIATION
oF Foop Cuains, WasHINGTON, D.C

Gentlemen, I appreciate the opportunity to file this statement presenting infor-
mation relative to the establishment and operation of commissary stores by
the Department of Defense, a subject currently under consideration by this
committee.

Under present law (Public Law 601 of the 86th Cong.), a commissary may
not be established and operated unless the Secretary of Defense has certified,
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“that items normally procured from commissary stores are not otherwise avail-
able at a reasonable distance and a reasonable price in satisfactory quality an
quantity to the military and civilian employees of the Department of Defense.”’

In view of the information adduced by this committee I respectfully submit
that the manner in which this statutory requirement has been implemented by
the Defense Department violates both the policy and the letter of the law.

Since attention at the hearings was focused on the standards for the operation
of commissaries in Washington, D.C., I will place particular emphasis on price
conditions in that area.

First, I do not believe nor have I seen of heard a scintilla of evidence which
would lead a fairminded person to believe that prices of food and grocery items
in the Washington area could by any stretch of the imagination be designated as
“unreasonable.” Material has been assembled and ia included in this statement
which will, I believe, demonstrate to the satisfaction of this committee that food
and grocery prices in the Washington, D.C., area cannot accurately be described
as unreasonable. -

It has been and continues to be extremely difficult for businessmen engaged in
taxpaying enterprises to object successfully to the establishment of military com-
missary facilities because it has been the policy of the military to reach their
decisions in secret and to keep the bases of their decisions from becoming available
to legitimately interested persons in the business community. The information
elicited by this committee has lifted the veil of this secrecy and makes it possible
for the submittal to you of information which will demonstrate the fallacious bases
upon which determination of need for commissary stores has been made.

The reasoning used to reach a justification of commissaries under the statutory
standards is so strained as to result in an untenable position. The statements by
Colone! Maxwell before this committee include the statement that ‘“‘we appealed
to the national industry advisory groups to determine the appropriate markup
established by the retail supermarkets and chains.” I do not know the national
industry advisory groups to which Colonel Maxwell refers, but I can state that
the National Association of Food Chains was not so consulted and would not and
could not under any circumstances determine the “appropriate’”’ markup for mer-
chandise handled by members of their group, Since Colonel Maxwell later uses the
term “‘average’’ rather than “appropriate’ it is possible to assume that in each case
he meant to use the term “average.” The figure which Colonel Maxwell says was
obtained was “approximately 20 percent.” Data on “Operating Results of Food
Chains in 1959’ (latest year for which this report has been completed) as prepared
by the Harvard Bureau of Business Research show that the average gross margin
for 50 food chains was 21.18 percent of sales.

This, let me emphasize, is an average and to state that any figure above the
average is “‘unreasonable’”’ is a completely unrealistic position to take. It is the
same as demanding that everybody be better than the average which is a contra-
diction in terms.

Further, I think it is important for the committee to know that food chain pay-
roll (including supplementary benefits) amounted to 10.37 percent of sales on the
average in 1959. A substantial portion of similar expense apparently is not in-
cluded in figuring commissary operating costs, but rather is paid out of general
tax funds as a subsidy to a limited group of military personnel. Similarly other
expenses of food chains and of independent food distributors, part or all of which
are not considered as expense by the commissaries, include: real estate costs which
for chains are 1.97 percent and taxes (other than those on real estate and income)
which are 0.58 percent. The total of these expenses is 12.92 percent or more than
half of the gross margin of food chains. It is also possible that some part of cer-
tain other expenses such as supplies, insurance, fixture, and equipment costs may
also be met, insofar as commissaries are concerned, by charges to the general tax
revenues rather than charges to the commissary operation itself. Indeed this is
obvious in view of Colonel Maxwell’s statement that the commissaries sell at
invoice cost plus a surcharge of only 3 percent.

Colonel Maxwell’s statement that sale prices of items at Safeway and A. & P.
Stores were 32 percent greater than in the Cameron Station commissary is surpris-
ing. An item which costs a food chain 79 cents would, on the average, be sold
for $1 based on the figures from the Harvard report. Colonel Maxwell states
that there is a surcharge of 3 percent added to commissary invoice costs. This
3-percent surcharge on his 79-cent cost of merchandise would bring a total sale
price at the commissary of 81.37 cents or a figure 18.63 cents less than in the un-
subsidized stores. This means that the commissary is selling on the average at a
price 18.63 percent lower than in taxpaying stores. These data are based on
national averages.
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Comparing specific prices in the nearby stores with the national average is some-
what difficult for technical reasons, but a study of prices made in the Safeway
store near the Cameron Station commissary shows the following:

Median
Percent of | gross margin
consumer |computed for

Items and departments dollar spent Safeway
in the store nearest
department Cameron
Station
Percent Percent
69 grocery 1Eems . - - o 66 14. 54
5 meat items.___ 25 22.65
27 produce items. 9 36.75
Grocery-meat-ProQuee . o oo oo oo oo oo 100 118.57

! Weighted average of 3 departments.

Now even on the basis of Colonel Maxwell’s unreasonable determination of
what is an unreasonable margin this would not justify a finding indicating the
necessity of a commissary.

Thus the comment of Colonel Maxwell that food chain prices were 32 percent
higher than commissary prices is not borne out by the facts. Furthermore, this
is no basis for any determination of justification since it will be clear to the com-
mittee that if the surcharge at the commissary level were to be 1 percent instead
of 3 percent, comparative prices could be made to appear even more “out of line.”
This could be accomplished under Colonel Maxwell’s formula merely by charging
more to the taxpayer and less to the purchaser in the commissary.

It also should be pointed out that the Department of Defense is making a
decision on an entirely different basis than even its own stated basis:

First: Colonel Maxwell says, ‘“The basis for that certification was that prices
were not reasonable.”’

Then in response to Senator Douglas’ question: “What you are saying is that
the prices at Safeway and other chainstores throughout the area are unreason-
able?”’ He says, “I would not make that statement, sir.” And again, “For me
to sit here and indicate to you that the highly competitive food industry does not
provide reasonable prices to the civilians in their areas, that would be incorrest.”’

Now prices are either ‘“reasonable’” or ‘“not reasonable’” and the Secretary of
Defense must have found them “not reasonable’’ (since this is the factor Colonel
Maxwell relies on) in order to justify the commissary at Cameron Station. Yet
Colonel Maxwell was forced to admit that he “would not make that statement’’
of unreasonableness.

Second: Colonel Maxwell establishes the totally untenable position that prices
which exceed the “average markup’’ are unreasonable.

Finally: Evidence was not submitted to show that markup was above the
average. Instead of determining the markup in the stores in the area to compare
with any markup standard, reasonable or unreasonable, established by the Depart-
ment of Defense, the colonel ignores this standard and establishes a comparison
of prices in commissaries with those in nearby taxpaying stores. This not only
violates his own standards but would, if followed, make it “reasonable’ to estab-
lish a commissary just about anywhere by merely manipulating the commissary
“surcharge’’.

Examples
Relation of
margin of
Sale price QGross Sale price [ in taxpay-
Cost at taxpay- margin at com- ing store
ing store missary |to commis-
sary sale
price
Percent Percent
(a) Commissary surcharge 3 percent._.__.. $1 $1.23 18.7 $1.03 19.42
(b) Commissary surcharge 2 percent.. 1 1.23 18.7 1.02 20. 59
(c) No commissary surcharge__...__._._..__ 1 1.23 18.7 1.00 23.00




REDUCING IMPACT OF MILITARY PROCUREMENT. 87

In addition it should be noted that this method of comparison can be further
distorted by the buying practices of commissaries which enjoy special privileges
such as that of being able to negotiate purchases without being subject to the
antitrust laws, notably the Robinson-Patman Act.

The law requires that the items normally procured from commissary stores
be not otherwise available at a * * * reasonable price in satisfactory quality
and quantity. I submit to this committee that prices cannot justifiably be
declared to be ‘“unreasonable’” merely because they are above the average for the
country as a whole for this would automatically mark 50 percent of the prices in
the country as unreasonable which is a wholly fallacious interpretation of the
word “‘unreasonable.” Even more assuredly it is completely erroneous to state
that prices are “unreasonable’” when they involve gross margins below the national
average as is demonstrated to be the case in this compilation based on Safeway
prices.

It is respectfully submitted that it is expecting too much of human nature
to ask that a man or group of men be litigants, investigators, witnesses, judge
and jury and come out with an unprejudiced answer in a matter where their own
self-interest is involved to such an extent as it is in the establishment of com-
missary facilities. This is especially true when it is noted that the present law
includes certain ambiguities which should be clarified. The law requires that
the Secretary of Defense shall “certify’’ as to conditions of distance, price, qual-
ity, and quantity. It does not state to whom such certification shall be made.
Further, there is no definition or even any guides as to what ‘‘reasonableness”
means as to these elements.

It is therefore recommended that the law be amended in two important re-
spects:

(@) To provide more definite criteria for the determination of ‘‘reason-
ableness,”” and,

(b) To remove from the Department of Defense the decision as to whether
or not the facts justify the opening of a commissary, the opening of a com-
missary branch or annex, or the continuation of commissaries which are now
in existence. It is suggested that such decision be placed in the hands of
some disinterested agency and that the decision and the basis and data used
in reaching the decision be made public.

GENERAL SERVICES ADMINISTRATION,
Washington, D.C., June 9, 1961.
Hon. Paur H. DoucGLas,
Chairman, Subcommittee on Defense Procurement,
Joint Economic Committee, U.S. Senate, Washington, D.C.

Dear MR. CrairRMaN: This is in response to your letter of June 1, 1961,
regarding the hearings your subcommittee plans to hold on June 12 on the progress
made by the Department of Defense in reducing the impact of military procure-
ment on the economy.

In connection with the hearings you requested the General Services Administra-
tion to furnish your subcommittee for the record the following information:

(1) A report as to the extent to which common supply activities for hand-
tools, paint, etc., have been turned over to the General Services Administra-
tion by the Department of Defense and what actions are pending.

(2) To what extent has the surplus property program been revested in
the Genera! Services Administration? What are future plans on this matter?

(3) What changes, if any, have taken place in the utilities field including
communications and transportation activities?

(4) Has the Department of Defense taken exception to any activities
of the General Services Administration pursuant to the proviso of section
201(a) of your basic act? (List.)

(5) What action, if any, is pending toward reinstituting a Presidential
directive to preclude the Defense Department’s exceptions to actions of the
Administrator under section 201(a) of the basic act?

Accordingly, there is transmitted herewith a statement covering the above-
listed items.

Also, in accordance with your letter T have requested the tollowing members
of my staff to be available at the hearings on June 12 in case you or your subcom-
mittee desire additional information from the General Services Administration:

Mr. James A. Garvey, Assistant Commissioner, Office of Utilization and
Sales, Federal Supply Service;
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Mr. Loren L. Leeper, Assistant Commissioner, Office of Supply Manage-
ment, Federal Supply Service; and
Mr. Frederick W. Denniston, Assistant Commissioner, Office of Public
Utilities and Representation, Transportation and Public Utilities Service.
Sincerely yours,
JorN L. Moore, Administrator.
(See p. 60.)

STATEMENT OF THE GENERAL SERVICES ADMINISTRATION

1. A report as to the extent to which common supply activities for handtools, paint,
etc., have been turned over to the General Services Administration by the Depart-
ment of Defense and what actions arc pending

The four new military single managers for general, industrial, construction, and
automotive supplies have been assigned approximately 1,160,000 items which
they are currently reviewing. It is expected that GSA will be offered initially,
approximately 178,500 items not requiring military management. In addition,
the individual military inventory control points not currently involved in single
manager operations are expected to offer an additional 100,000 items.

The total of 278,000 items to be offered is expected to be decreased to 161,000
items through joint efforts by DOD and GSA to reduce the number of items carried
in both systems for the same purpose and to increase the number common to both
systems. This reduction will obviously produce substantial economies to the

. Government.

Of the 161,000 remaining after so-called catalog cleanup, experience indicates
that the most economical method of managing many of these items will be through
local purchase by each using activity as needs arise. It is GSA’s estimate that
between 30,000 and 40,000 of these items can be more economically managed
through GSA support programs and these items will be added to GSA’s system
on a progressive basis.

The current status of our negotiations with DOD with respect to paint and
handtools is discussed below.

The Military Industrial Supply Agency has some 3,000 items of paints, brushes,
sealers, and adhesives under its control. Current status regarding offers to GSA
in this commodity area is as follows: MISA has made offers to GSA totaling
approximately 800 items. Of these, 215 have been accepted by GSA for support
to the military. It has been determined that due to item characteristics and
potential demand, the balance of these items can be supplied most efficiently
through local purchase procedures, and MISA has thus decentralized the remain-
der. GSA anticipates that approximately 350 additional items currently under
review by MISA will be offered in the near future. There are also approximately
800 items currently under MISA management which have been coded as being
peculiar to their requirements. It is believed, however, that most of these 800
items are commonly available from commereial sources and not necessarily unique
to the military and we are negotiating with DOD on transfer of such items to GSA.

The Military General Supply Agency has approximately 50,000 hand tools cur-

" rently under review most of which are of a specialized nature. GSA now carries
approximately 2,400 items primarily for support to the Air Force. Approximately
1,250 of these 2,400 items involve mobilization reserves for Army, Navy, or both.
Under agreements recently consummated, GSA will continue to supply these
1,250 hand tools to the Air Force as heretofore for the time being. The validity
of designation of mobilization reserve items by Army and Navy will be reviewed
by MGSA starting shortly after July 1 to determine which of these items warrant
the maintenance of reserve stocks under recently revised DOD criteria. In the
interim period, GSA will procure all requirements for these 1,250 items. There
are approximately 9,000 additional hand tools which have been offered to GSA and
which are now currently under review for selection of those which can be econom-
ically supplied through GSA’s programs. Of the first 1,100 reviewed, approxi-
mately 10 percent were selected for addition to GSA’s system. It thus appears
that most of the items offered do not warrant central management in any system
and will be decentralized for local purchase.

The Committee will also be interested in knowing that under agreements
recently consummated with the Department of the Army and the Department of
the Navy, GSA will procure household-and-quarters furniture requirements for
these two services. This makes GSA the sole buyer of this commodity since it
has been supplying the Air Force, along with the civilian agencies, for some years.
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2. To what extent has the surplus property program been revested in the General
Services Administration? What are fulure plans on this matter?

GSA control over unneeded Federal personal property varies according to the
status of the property and the objectives sought to be attained. The handling
of such property is covered by sections 202 and 203 of the Federal Property and
Administrative Services Act of 1949.

Section 202 of this act authorizes the Administrator of General Services to
prescribe policies and methods to promote maximum utilization of excess property
by executive agencies and provide for the transfer of excess property between
agencies.

Each executive agency is required by section 202 to identify its excess, report
it promptly to the Administrator, perform care and handling of excess property,
transfer excess to other agencies in accordance with authority delegated, and
regulations prescribed by the Administrator, and to obtain excess from other
agencies.

gGSA performs its entire responsibility for utilization of excess without having
formally delegated its legal authority to other agencies. One area requiring
closer control, however, involves the utilization of excess Department of Defense
contractor inventory. GSA representatives have been working with the De-
partment regarding this type of excess and will promulgate shortly Government-
wide procedures which will assure its full utilization by the Federal government.

Section 203 of the act assigns to the Administrator of General Services respon-
sibility for the supervision and direction of the disposition of surplus property of
all executive agencies. The care and handling of surplus and its disposal may be

- performed by GSA or by the holding agency as designated by the Administrator
or by any other agency consenting thereto. Speecific provision of section 203
relates to the donation of surplus property to designated eligible organizations as -
one means of disposal. The Department of Health, Education, and Welfare and,
in a more limited area, the Department of Defense, are assigned collaborative
responsibilities in the donation method of surplus disposal.

By title I, chapter IV, the Administrator has delegated to all holding agencies
the authority to dispose of their surplus in accordance with GSA regulation. In
making this delegation, the Administrator reserved the right to make exceptions
to this delegation by specific order.

The donation program is administered by GSA specifically as the act provides.
All donation transactions are approved by the Administrator of General Services
or those GSA personnel to whom authority to do so has been delegated. As
indicated, the sale of surplus personal property to the public is being carried out
by the holding agencies. In reviewing sales operations during fiscal 1960, it was
apparent that this created a great number of selling points from which relatively
small volumes of property were being sold and that this was both costly and
difficult to administer.

To remedy this situation, the Department of Defense, which sells approxi-
mately 98 percent of Government-wide surplus personal property, has taken
effective steps to overcome this shortcoming. During this past year DOD has
placed control of its surplus personal property sales in 35 consolidated sales
offices, as compared with more than 300 sales installations in the United States
which had previously been in more or less independent operation. Furthermore,
a single bidders’ list control center has been established in San Antonio, Tex.,
to be operated on an interservice basis.

During this same period GSA has developed a program for a similar consolida-
tion of the sales of civilian agencics. In the past, GSA has sold only specific
holdings of civiiian agencies upon their request. However, under the new inte-
grated civil agency personal property sales plan, 10 agencies were asked to enter
into a mutual agreement with GgA whereby GSA would sell all personal property
belonging to those agencies. Eight of the ten agencies have already executed
copies of the mutually developed agreements, and it is anticipated that the other
two agencies will sign similar agreements within the next several weeks. These
10 agencies, plus GSA, represent about 70 percent of the sales volume of the
civil agencies.

Present plans are to continue the sale of personal property for these agencies
during fiscal year 1962. Then, in the following year, GSA plans to assume
responsibility for the sale of personal property for the remaining civilian agencies.
The intent is to improve selling practices by sharply decreasing the number of
selling points and the number of individual offerings; to apply technical experi-
ence to the offerings made; and to improve the opportunity for the public to
participate. :
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Another area in which GSA expects to exercise tighter control in the future is
in the field of negotiated sales of surplus personal property. A change to GSA
regulations, title I, is being prepared and it will require prior approval by GSA
of any negotiated sale of personal property proposed to be made by any executive
agency.

3. What changes, if any, have taken place in the utilities field including communica-
tions and transporiation actiilies?

The General Services Administration represents the Department of Defense
before State and Federal regulatory bodies, as one of all Federal executive agen-
cies, in utility and communication cases, and represents the Air Force in SAGE
cases before the regulatory agencies under 50 United States Code 591. The
Department of Defense represents itself in transportation matters, and the plead-
ings of GSA in such cases generally excepts DOD as a party represented thereby.

No significant changes have taken place in the performance of the above-
mentioned services since the prior hearings held by the Subcommittee on Defense
Procurement of the Joint Economic Committee.

4. Has the Department of Defense taken exception to any activities of the General
Services Administration pursuant to the proviso of section 201(a) of your basic
act? (List.) ]

The Department of Defense exempted its transportation and fraffic manage-
ment from section 201(a) of the Federal Property and Administrative Services
Act of 1949 (40 U.S.C. 481) under the permissive provision of that section. The
order of October 2, 1954, is published in 19 F.R. 6611. The prior history is
shown in the committee’s report of October 1960, appendix 8, page 104. This
exception presently is in effect.

In the communications and public utilities field, GSA ad DOD have areas of
understanding agreements under which they presently operate and which are
published in 15 F.R. 8226-8227 and 22 F.R. 871. (Copies of which are attached.)

5. What action, if any, is pending toward reinstituting a Presidential directive fo
preclude the Defense Department’s exceptions to actions of the Administrator
under section 201(a) of the basic act?

No action toward reinstituting a Presidential directive to preclude the Defense
Department’s exception to actions of the Administrator under section 201(a) is
contemplated to our knowledge.

GSA has-experienced excellent cooperation from the Assistant Secretary of
Defense, Installations and Logistics, and from the Bureau of the Budget in spelling
out the role of GSA in expanded support of military activities. Since the last
hearings of the committee, GSA and DOD have reached a series of agreements
which have established a firm foundation for the role of GSA. These include
the following:

(@) There will be no withdrawal of items from GSA’s supply system without
approval of the Assistant Secretary of Defense (I. & L.).

(b) GSA will be offered all common-use items not requiring military
management.

(¢) GSA will determine which of the items offered can more economically be
handled through GSA’s supply programs, and which are best obtained through
local purchase by the requiring military activity.

(d) GSA will be shown as a primary source of supply in military catalogs for
items to be supplied by GSA.

() DOD will transfer inventories above authorized retention levels to GSA on
items for which GSA will assume support. Tentative procedures for such transfer,
without reimbursement, have already been developed and discussed with the
Bureau of the Budget.

() GSA will participate as a coequal in the Department of Defense accelerated
item reduction program to eliminate duplicative items and to reduce the total
number of different items carried in both systems.

GSA, in turn, has agreed to modify its programs to permit the development of
a more closely integrated GSA/DOD supply system. GSA has agreed to use the
uniform issue priority system recently established by the Department of Defense
in processing military requisitions. It has also agreed to install the uniform
requisitioning system now under final development in the Department of Defeuse.
These changes will insure that military users can order as conveniently from GSA
as from any other military source. GSA has also agreed to establish issue facili-
ties at military locations where major consumers are concentrated, to the extent
feasible and economical. :
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U.S. DEPARTMENT OF COMMERCE,
BUsINESS AND DEFENSE SERVICES ADMINISTRATION,
- OFFICE OF THE ADMINISTRATOR,
: Washington, D.C., June 19, 1961.
Hon. Pavur H. DougLas,
Chairman, Joint Economic Commiitee,
U.S. Senate, Washington, D.C.

DEAR MR. CHAIRMAN: As requested in recent discussions with your staff and in
your letter of June 14, 1961, addressed to the Secretary of Commerce, we are
pleased to report herein on the surplus property activities of the Business and
Defense Services Administration and on related developments during the period
January 1, 1960, through June 15, 1961. We have under discussion within the
Department your request for the Department’s views on its future role in the
disposal of certain classes of surplus property. A separate letter on this matter
will be sent to you shortly by the Secretary. .

In letters to you dated December 9, 1959 and January 27, 1960, we described
the role of the Department of Commerce relative to various Government surplus
disposal programs. We note that these letters and attachments thereto were
published in their entirety at pages 69 to 74 and 516 to0 526 of the hearings before
the Subcommittee on Defense Procurement, January 28, 29 and 30, 1960.

Since there has been no material change in our responsibilities or functions as
described therein, this presentation will update the factual material in the 1959-60
letters, " discuss several recent significant developments affecting disposals, and
describe the surplus disposal problems pertaining to several individual products.

NATIONAL STOCKPILE DISPOSALS

During the period January 1960 through June 15, 1961, the Office of Civil and
Defense Mobilization authorized disposals from the stockpile of various quanti-
ties of the products listed below:

Celestite Nickel, stockpile grade
Chrome ore, subspecification Nickel, nonspecification grade
Cobalt, nonspecification Platinum scrap
Columbium-bearing tin slag Quartz crystal

Copper, nonspecification ‘Quinine

Feathers and down Rubber

Graphite, natural, nonspecification Silk waste and noils

Hyoscine Tin

Kyanite-mullite, nonspecification Tungsten ores and concentrates
Magnesium residue Vanadium pentoxide
Manganese ore, low grade Zine

Mieca, muscovite block
Stained B and lower

Disposal plans for these commodities are published in the Federal Register 6
months before activation, following interagency clearance. Business and Defense
Services Administration recommendations, based on its industry contacts, played
an important part in the development of acceptable disposal plans. .

ATOMIC ENERGY COMMISSION (AEC)

Under our cooperative agreement with the AEC market impact studies were
made for two products since January 1 of 1960;lithium and vanadiuum pentoxide.
Lithium - .

In early 1961 an analysis of the lithium industry was undertaken to determine
the probable impact from the contemplated sale of 2,500,000 pounds of surplus
lithium hydroxide by the AEC and 1,750,000 pounds of lithium compounds by the
Department of the Air Force, upon a commercial market of about 7,500,000 pounds
per year. -

The findings showed that the lithium industry was operating on a marginal
basis; prices were lower than in several previous years; no significant growth of
the total market had occured in the recent past; one of the plants was in an area of
substantial labor surplus; further deterioration of this industry would have national
defense implications; and finally the immediate disposal of any government
surplus would probably undermine current efforts of the industry to develop new
lithium markets. .

73406—61——T
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In April 1961, we recommended to both the ‘Air Force and the AEC that the
surplus lithium be withheld from sale, noting that we proposed to reevaluate the
situation in the spring of 1962, when a calendar year report for 1961 could be ob-
tained. This recommendation has tentatively been accepted by both agencies.

Vanadium pentoxide (V05) . .

Since our recommendation of April 7, 1959, to postpone the sale of V:0; pending
an improvement in the market, and the acceptance of this recommendation by
the AEC, we have periodically reviewed the market condition and advised the
AEC of our findings. Thus on March 13, 1960, it was suggested that AEC
dispose of 8 million pounds of V305 over a 2-year period. The first lot of 1,140,000
pounds was sold on May 23, 1960. A scheduled August 15, 1960, sale of 1,581,000
pounds was postponed until January 25; 1961, following a BDSA report of a soft
market condition reflecting the low operating rate in the steel industry. A sale
proposed for April 15, 1961, was postponed by AEC following receipt of a BDSA
report in late February which showed that commercial inventories had increased
due to the combined effect of a weak export market and slower recovery of the
U.8. steel industry than had been expected. .

DEPARTMENT OF DEFENSE (DOD) DOMESTIC SURPLUS

As indicated in material submitted for the 1960 hearings the bulk of our market
impact evaluation work has to do with military surplus. The presentation that
follows discusses machine tools separately since we deal with these at the “excess’
stage, i.e., while being offered for Government use outside the holding activity.
Market impact referrals for other commodities takes place after the property
has been screened for possible acquisition by all military and civilian agencies
outside the holding activity and is determined to be surplus to the needs of the
entire Government.

Machine tools

During the period July 1, 1959, to June 15, 1961, the Metalworking Equipment
Division of BDSA formed 12 industry inspection teams to make “on site’’ in-
spections and evaluations of machine tools and related production equipment
declared excess at Air Force and Navy storage sites and ordnance plants. In
addition, the Division reviewed hundreds of listings of excess metalworking
equipment items and in a number of instances, made informal recommendations
to the Department of Defense as to the impact upon industry. .

During the fiscal year ending June 30, 1960, approximately 21,960 machine
tools were declared excess. Of this number, about 5,400 tools were claimed by
military departments and the National Industrial Equipment Reserve. Schools
selected some 6,000 and other agencies an estimated 1,800 items under statutory
programs; approximately 8,760 were disposed of as surplus.

In the period July 1, 1960, to June 15, 1961, some 19,800 tools were declared
excess of which about 4,700 were claimed by military departments and national
industrial equipment reserve. Schools and other agencies selected an estimated
5,700 and 1,500 items, respectively. Approximately 7,900 tools were disposed
of as surplus.

Other items of military surplus

During the period January 1, 1960, to June 15, 1961, we made 111 separate
market impact recommendations covering over 50 different kinds of products.
We have summarized these actions on the attached sheets. For each market
impact recommendation requested by the Department ot Defense there is shown
the name of the product, quantity, and acquisition cost to the military. depart-
ment. (The acquisition cost should not be used as a gage of value in today’s
market since some of the items may be nearly 30 years old. Current acquisition
cost of comparable items would in many cases be double the amounts listed.) The
next three columns show the date of BDSA’s report to the requesting agency,
our evaluation of the degree of impact—none, slight, moderate or severe—and our
disposal recommendation. The last column shows the action taken by the dis-
posing agency if it is known. In the interest of economy we do not-as a rule ask
for‘ a repgft of action taken when the market impact is categorized as ‘‘slight”
or ‘“‘none.

Construction machinery and equipment

Because of your expressed interest in disposals of items of construction equip-
ment, we are listing below by class of machine the number offered for sale in
invitations to bid issued by military agencies during the year 1960, the first 6
months of 1961, and the total for the 18-month period.
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Of all the types of construction machinery and equipment listed, the disposal of
surplus military cranes and shovels has caused the most serious adverse impact
on commercial markets in the past year. This is particularly true of machines
in the 3/4- and 1%-yard sizes. It will be noted from the table that offerings of
cranes and shovels have increased from a 6-month rate of 255 in 1960 to 291 in
less than 6 months of 1961. While the sale of some of these has been postponed
at BDSA request, a continuation of high level disposals for the short run seems
probable since 250 crane-shovels are listed as excess in the interagency clearance
catalogs of May and June 1961.

Number of construction equipment items advertised for sale as surplus by military
. agencies, January 1960 to June 1961

Kind of machine 18-month Year 1960 First 6

total months, 1961
Crane-shovel 802 PO ¥ | 201
Ditcher-trencher_ e ceae 51 21 30
Roller-compactor . - 139 72 67
Earthmoving seraper... 310 2156 95
Motor grader_. - 221 164 57
Pickup sweeper. 34 23 11
Earthboring auger. .o oo eeeacaaa - 65 50 15
Portable crusher 47 30 17
Bituminous distributor...._.. 74 35 39
Bituminous finisher 28 11 17
Tractors, miscellaneous types. 1,001 872 219
Miscellaneous attachments ($1,000 or more each).__._.cooeo- 3,681 2, 964 717

There are 32 producers of power cranes and shovels in the United States with
a total productive capacity of about 18,000 machines annually. From the record
shipment of 14,720 machines in 1952 there has been a persistent decline in output
to an estimated 4,000 machines shipped in 1960.

While the overall impact of surplus disposals affects the total U.S. market, the
disruption is most serious when a large number of machines is sold in a given
geographical area in a relatively short period of time.

Smokeless powder and TNT

The recent development of a “‘slurry explosive” has created a serious problem
in the explosives industry arising from military disposals of smokeless powder.
Surplus of smokeless powder is generated in part by rotation of reserve stocks and,
secondly, by breakdown of obsolete and surplus ammunition. Until about 9
months ago much surplus smokeless powder was burned because test sales showed
that it could not be sold for enough money to cover costs of conducting the sale.
The technological development noted above now permits the use of smokeless
powliler in substitution for TNT in slurrys on a pound-for-pound basis in blasting
work.

Information at hand indicates that the generation of surplus smokeless powder
from military sources will approximate 60 million pounds per year for the foresee-
able future.. The surplus inventory now at military bases is about 30 million
Y)ounds. In July of 1960, 95 million pounds was sold by the U.S. Naval Weapons

lant, Washington, D.C., and about half of this is still stored at various ordnance
d&pofts"pending delivery to the successful bidders. Deadline removal dates are
this fall.

In addition to disposals of smokeless powder, military agencies are selling sur-
plus TNT. Acting on previous recommendations of this Department, these
quantities are being limited to 17 million pounds of TNT each year.

As contrasted with the above generations, inventories, and sales, the total U.S.
commercial consumption of high explosives in 1959 was about 100 million pounds.

Discussions are continuing between Department of Defense and BDSA staffs
in an effort to find the optimum solution to this problem.

Containers

In early May the Department of Defense requested our advice on the dis-
posal of 16,000 steel tanks of 1-ton liquid capacity. Total acquisition cost was
$4,416,000.

Our investigation disclosed that there is only one company now making this
type of container. Itsannual sales, which are made up predominately of this item,
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approximate $1 million. Largely because of other surplus disposals of this same
kind of tank, this company is now operating at about 30 percent of capacity.

Subsequent to the initial request the Department of Defense advised that some
of these tanks may be contaminated. Pending examination and determination
of the number that can safely be offered for sale, our disposal recommendation
has been held in abeyance.

Tire chains

There has been a large volume of tire chains sold as surplus in the past few
years. Although complete records are not available, two large disposals, one
completed and one pending, are noteworthy. In August 1960, Benecia Arsenal,
Calif., completed 12 monthly sales totaling 161,000 pairs, weighing 8,000 tons,
and having an acquisition cost of $2.2 million. The pending sale is of nearly
70,000 pairs located at Columbus, Ohio, General Depot, weighing 3,000 tons and
costing $.7 million.

This industry is particularly sensitive to impact of surplus sales because the
product does not become obsolete, rusting does not materially reduce its useful-
ness, sizes can be changed to make them more marketable, and sales are highly
seasonable. o ’

The tire chain industry is relatively small. The 1958 Census of Manufactures
shows a production of about 29,000 tons valued at $20 million. Seventy percent
of the output is from the York, Pa. region which is now classified as an area of
substantial labor surplus. . o

Because of the slight difference in return to the Government from the sale as
scrap or as chains, we have recommended that the lot at Columbus be sold as
scrap. In the meantime we are discussing with the military agency the retention
of some of these for future use and the reworking of others to required sizes in
lieu of new procurement.

Industrial fasteners

Industrial fasteners are now being sold as surplus to the extent of about $1
million per month at acquisition cost. This is a severe impact upon the capscrew
segment of the fastener industry. Capserews represent a large part of the DOD
surplus of fasténer items. For example, a sale at Marietta, Pa., Air Force Station
in 1960 listed 2,618,000 capscrews (63 tons). A sale of surplus now impending at
the Marine Corps Supply Center at Barstow, Calif., includes 7,242,500 capscrews
weighing 297 tons.

Moreover, there is involved in the resale of these capscrews, and other types
of aircraft fasteners, a possible element of danger of failure in use if they have been
reworked in any fashion. It is not unusual for such reworking to be done to effect
changes in size, etc., to meet new purchase requirements. Many surplus cap-
screws are purchased by aircraft supply houses, presumably for resale to aircraft
manufacturers. Two reports of failure of such reworked capscrews have been
received by the Department of Commerce.

This industry is also suffering from the impact of imports roughly comparable
to the impact from sales of surplus and, to our knowledge, is in a depressed con-
dition. Over half of this industry is located in labor surplus areas as designated
by the Department of Labor in January 1961,

The difference in recovery value between disposal as “secrap” and otherwise
is not large and the Department of Commerce has recommended that these items
be sold as “scrap’ under an enforcible warranty.

CONSOLIDATED SURPLUS SALES OFFICES

During the last few months the military departments have completed the
program started a year or so ago to reduce the number of sales offices from 315
to 34. This action will no doubt effect economies in sales administration, improve
merchandising practice, attract more purchasers, and increase the return to the
Government. Nevertheless, it may also increase the impact of surplus sales on
commercial markets, since a basic part of the program is to have basically similar
property only offered in each bid invitation. = Of necessity, the amounts offered
will be larger. The short run impact will be greater than heretofore for those
products having high-weight-to value ratio, since high shipping costs would tend
to make them remain in the area in which they are sold. For example, on June
5 and 6 a widely advertised ‘“West Coast Closed Circuit TV Auction” was held.
Sale sites were Seattle, San Francisco, and Los Angeles, but property located at
18 bases on the west coast was included. A total of 51 power crane-shovels
located at 4 different sites was offered for sale. Normally, the disposal of these
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would undoubtedly have been spread over a number of months since each of the
four bases would have conducted its own sales. Our evaluation of the probable
market impaet of this large offering resulted in 26 crane-shovels being withheld.
In order to prevent emergency situations such as this from arising, discussions
have already been started with Department of Defense officials to amend our
working agreement. We are watching the consolidated sales closely and as de-
velopments indicate will make appropriate recommendations to DOD in the
interest of minimizing both one-time and cumulative adverse market impact.

CLOSING OF MILITARY BASES

The Department of Defense on March 30, 1961, announced plans to discon-
tinue or reduce operations at 73 bases, of which 52 are located in continental
United States. It was stated that this was the first such announcement flowing
from a systematic evaluation of all 6,700 separately identifiable defense installa-
tions and activities.

Recent experience in the closing of Auburn Depot Activity, Auburn, Wash.;
Mallory Air Force Station, Memphis, Tenn.; Marion Engineer Depot, Marion,
Ohio; and the Naval Ordnance Plant, South Charleston, W. V., shows that closings
are accompanied by increases in surplus offerings. Both the size of the individual
lot and repetitive offerings of the same item in different sales increased signifi-
cantly. Increases were particularly noteworthy in the terminél 6 months. The
additional disposals flowing from simultaneous phasing out of many installations
could add materially to both the “spot’’ impact and the cumulative impact
noted heretofore.

We have discussed this new problem with DOD officials and are now working
with them in the development of longer range disposal plans aimed at minimizing
adverse market impact in such instances while at the same time permitting the
timely execution of the administration’s policy of liquidation of unneeded facilities.

We trust this report contains the information you desire. We shall, of course,
be pleased to supplement it as you wish.

Sincerely yours,
Tuomas E. Drumwm, Jr.,
Acting Adminisirator.

(See p. 61.)
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Surplus property market impact actions, January 1960 to June 1961

Cost to BDSA market impact evaluation
Product Quantity Govertn- Action taken (if known)
men
Date Degree of impact Recommendation
A
Ajreraft C—47._ ... (1) Mar. 17,1661 | Slight__.__._.___ Sell with a minimum upset price and Pending.
no restriction on rehabilitation.
Afreraft, C-119.____.____._.._..__...___ $480,884 | May 6,1960 do Sell
Aircraft engine R-2800-31 [0} May 5,1961
Aircraft engine R-2800-27 1,980,000 | May 2,1961
Aircraft engine J-48..._ 2,128,000 | Apr. 28,1961
Aircraft engine J-34. . 350,000 | Apr. 27,1961
Aircraft engine J—48__ 1,680,000 | Apr. 26 1961
Aircraft engine J-34. . 28, 348,000 [-..._.do...____. do.
Alireraft engine R-2800. ,000 | Mar. 27 1961 |__... [« JO Sell but add a statement that no spare
parts are avallable

Aircraft engine J48______.__.______.___ 108 ol 6,048,000 | Feb. 1,1961 do
Aircraft engine J-33...._. 4,725,000 | Feb. 9,1961
Aircraft engine R-2800-31 943,000 | Nov. 29, 1960
Aircraft engine A-10-2_... 2,090,000 | Oct. 21,1960
Aireraft engmc R-2800_ 1,104,000 | Sept. 30, 1960
Aircraft engine J-46..._..__ 201,836 1.____ doo._.._..

Do 2,220,196 | Sept. 19, 1960
Aireraft engine J-33 1,746,000 | July 18 1960
Aireraft engine R-085..__._ 3,808,000 | Apr. 15,1960
Aireraft engine J-33__________ 609,000 |____. do.__...._|.
Aireraft generators. _.______..__ 483,847 | Mar. 3,1961
Aireraflt engine starters_._______ 278,052 | Feb. 27, 1961
Aircraft crankshaft assemblies _ 518,100 dy
Aireraft gyro horizon indicators. . 3
Aircraft rate of climb indicators. . 436, 356
Alrcraft afterburners. _ 625, 000
Aircraft carburetors. . ... __ 250, 500
Aircraft fuselage trucks._. 789,900 | Sept. 29,1960
Aircraft gear box set.. 9,954,000 | Oct. 21,1960
Alreraft parts.________ 3,450 |__.__ do..._._..
Ammonia picrate, yellow 0, Feb. 5,1960
Anchors..___.____ . D TTTTTTTT nIee . Q) [ Dee. 13,1960 8Sold as recommended.
Antennas.. ... ... - S 770,000 | May 18,1961

B

Bath unit, truck mounted._____._.__.__. i T, 267,680 | Mar. 13, 1961
Box, fiberboard 384, 266 337,819 | Sept. 27, 1060 Do.
Bruss slab 70/30 5, ()00 000 pounds.. 1,000,000 ' Mar. 21960
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Cameras. .-~

Can, gasoline..
Coffee roasting p
Construction equipment, crane-shovel

parts.
Construction equipment, crane-shovel.

Construction  equipment, crawler
CIONCS oo o ewcacaccmmammmaancme—man—nn
(Disposal recommendation re-

considered as part of the 50 crane-
shovels listed below.)
Construction equipment, erane-shovel. .

Construction equipment, carthmoving
SCFAPCIS e anceommern mnme aamme smmmmmmens

Dispensers, <enobUOY - o -cwmamammemnonan
Distillation Uit cecnoemcamceanaacna-

Electronic equipment. ..
Engines, diesel_..ccccaenn
DOecaccccccemmman-
Engines, half track.....
Engines, diesel... .-
Ethyl, cellulose . o ccvnacencamnmmnanennas

1 Not available.

406, 640

1, 440, 000
512, 000
275, 200

312, 640

1, 225, 000

507, 708

330, 000
311,040

551, 380
188, 000

July

Sept.
Mar.

Aug.
Feb.

June

June

Mar.

June

Apr.

Jan.
Feb.

Apr.
Aug.
Apr.

Oct.

Mar.

Feb,

Mar.

Jan,

Nov.
t. 16,1960 [

Sep
Jan,

28, 1960
23, 1969
24, 1961
30, 1960
21, 1961

1,1961
12,1061

. 23,1661

23,1961

2,1961

12, 1960

30, 1961
24,1961

6, 1961
10, 1960
10, 1061
30, 1961
10, 1960

3,1960

1,1961

24,1961
30, 1961
18,1960

4,1961

Offer for s: nly and also
in the same bid without restriction.

Offer 5 for sale in June and balance at
rate of 2 per month.
Withhold until late 1861_._..__....._..

Withhold until midyear_ .. _.c.c.ca--

Offer 18 for sale and withhold 32 pend-
ing dovelopment of long-range dis-
posal plan.

JENU (¢ J S U
Arrangements were made to transfer
these to national defense equipment
reserve.

do
Sell 14 in the near future; %, 6 months
afrier; and 3%, 6 months after the 2d
sale,

Pending.

Sale
mended.

Sold 24; withheld 26.

Sold as recommended.

Sold as suggested.

ostponed 88

recom-
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Surplus property market impact actions, January 1960 to June 196 1—Continued

Cost to BDSA market impact evaluation
Product Quantity Govertn- Action taken (if known)
. meny
Date Degree of impact Recommendation
H
Helicopters, Sikorsky_._ ... .___._... Jan. 18,1961

Helicopters, Piasecki...
Helicopters, Sikorsky..

Hoists, power- oo
I

JL0 T RN S A
J

BT o 400 ... 972, 000
K

B T S SO
L

Lithium__ el 1,750,000 pounds.. O]

' M
Magneto, aireraft_ . ... ... .. 2,683 e 335,375
Mask (cold weather).._.______...._.... 102,230 e 265, 796

Mar. 28,1960 |.-

Jan. 18,1961
Jan. 5,1961

Mar. 30,1961

Apr. 21,1960
Sept. 21,1960

Sept. 21,1960

Jan, 18, 1961
July 28, 1960
July 20, 1960
Jan. 15, 1960
Jan. 8, 1960
Jan. 19, 1961

Withhold pending market survey and
revaluation in early 1962.

..... do
Sell 10,000 per month. . _____.____...._
Sell 4,000 per month
ge}} in 2 equal lots 30 days apart_._.._.

ell. .

Sold as recommended.

Withheld.

8old as suggested.
Do.

Do.
Do.
Do.

86
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Radar SetS. o cocomemmacmmmaaonaccaiennn
Receiver-transmitter

Ship (LCVP)....
Ship, frefght . o e eaet
Ships, small, miscellaneous....

Ships ( cvP )

8hips (A RV)
Shlpsl,)smull miscellaneous
Searchlléift.;.: -------------------

Steel plate.
Submarine detecting equipment.__._._.

T
gelescopes (MK74)...

Tents, hexagonal. . o.c..-
'I‘en:: 16 by 16 by 12 feet..

’I‘ubes, condenser.

’I‘urblne blading sets. . oeaeooooaooo N

v
Vehicles, MOtOr. o occecacccccceeee

t Not available.
1 Cost per pound.

547, 500
1,193,150

356, 000
1, 200, 000

209,

1, 328 843
295 920
775,579
277,536

May 24, 1960
Nov. 23, 1860

Apr. 10, 1961
do

Mar. 14, 1961

Aug. 10 1960

May 6,1960

Sell after June 1, 1961
2(5}} 2,000 per quarter

Sell 2,300 on Aug. 17, 1960; balance in 3
separate sales 3 months’ apart.

Recommendation accepted.

Selling as reccommended.

All sold Aug, 17, 1860.

Pending.

Sold as recommended.

_| Selling as recommended.

Sold as scrap.
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Surplus property market impact actions, J anuary 1960 to June 1961—Continued

Cost to BDSA market impact evaluation
Product Quantity Govertn- Action taken (if known)
men
Date Degree of impact Recommendation

60, 508, 428 yards...| $7,826,919 | Nov. 23,1960 | Serious......._.. Recheck entire list. For specificitems | Withdrew 37, 163, 407 yards.
the recommendations included. (See
footnote 3.)

23,435,021 yards_..| 3,248,541 | Feb. 21;1961 |.__._ do__.___.... Sameasabove for 15,822,140yards. Sell Pending; none sold.

balance of 7,612,881 yards,

(Resubmission of residual prop-
erty listed immediately above.)

Webbing ... 1,700,000 yards_.__ 137,372 |.__.. do_...... Slight..._..__.._ Sell if recheck shows no alternate use.
DO e 3,652,000 yards....| 1,381,013 | Aug. 18,1960 | Moderate. . ... .. Sell 152,000 yards. Withhold 3.5 mil- Recommendation accepted.
lion yards for original or alternate
use.

2 Recheck current and future needs; redye; use for suggested alternate purposes; if 5 Source: U.8. Department of Commerce, Business and Defense Services Administration.
years old, recheck condition and use if passable; provide webbing on hand to contractors
for use under “material-provided contracts” for end items such as tents, belts, slings,
harnesses, ete.; retain in reserve stock several types having long leadtime.

00T
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REDUCING IMPACT OF MILITARY PROCUREMENT 101

Tree WHITE Housg,
Washington, February 19, 1948.
Hon. JEROME C. HUNSAKER,
Chairman, National Advisory Commillee for Aeronautics,
Washington, D.C.

My DEar Mg. Hunsaker: I have today signed H.R. 1366 which has been
passed by the Congress to facilitate procurement of supplies and services by the
Departments of the Army, the Navy, and the Air Force, the Coast Guard, and the
National Advisory Committee for Aeronautics, and for other purposes.

H.R. 1366 replaces a series of intricate and sometimes conflicting regulations
which have impaired the efficient operations of procurement officers in the mili-
tary agencies, the Coast Guard, and the National Advisory Committee for Aero-
nautics. I know that under your administration the new act will make possible
more efficient and systematic procurement.

The act states the basic policies of the Government with respect to procure-
ment by the armed services. It declares that a fair proportion of all procurement
shall be placed with small business concerns. It also states that all purchases
and contracts for supplies and services shall be made by advertising, except
under circumstances specified in the act where exceptions to this general policy
may be made.

This bill grants unprecedented freedom from specific procurement restrictions
during peacetime. That freedom is given to permit the flexibility and latitude
needed in present day national defense activities. The basic need, however,
remains to assure favorable price and adequate service to the Government. To
the degree that restrictions have been diminished, therefore, responsibility upon
the Defense Establishment has been increased. " There is danger that the natural
desire for flexibility and specd in procurement will lead to excessive placement
of contracts by negotiation and undue reliance upon large concerns, and this
must not ocecur.

For these reasons, I am asking you to specify detailed standards to guide your
procurement officers concerning the placing of business with small concerns
and the circumstances under which they may waive the general policy of adver-
tising for bids. It is of great importance in procurement matters to establish
standards and definitions to guide all personnel who have authority to place
contracts. Otherwise, differences in interpretation and policies may result in
imprudent contracts and give rise to doubts about the wisdom of this new
procurement system.

As soon as practicable, I would appreciate a report from you concerning your
general plans for implementing this act. 1 am also asking you to report annu-
ally, as of the end of each fiscal year, the total value of contracts negotiated
under the individual paragraphs of section 2(c), and the total value of contracts
placed with small business concerns during the year.

Sincerely yours,
HarrY TRUMAN.

Tdentical letter sent to Secretary of Army, Secretary of Navy, Secretary of
Air Forece and Coast Guard.
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MILITARY PRIME CONTRACT AWARDS

AWARDS TO SMALL BUSINESS

S . Military procurement from business firms
totaled ;21, 301 million in Fiscal Year 1960 (July 1959 -
June 1960), a decrease of $1,443 million from the $22,Thl
million awarded in Fiscal Year 1959,

Small business received $3,440 million in prime cop-
tract awards in Fiscal Year 1960, which was 16.1% of total
procurement from all business firms as compared with 16.6%
in Fiscal Year 1959 (Tables 1 and 2). Reasons for the
lower small business ratio this year are discussed under
the caption "Awards by Program".

The concept of the small business potential is in-
tended to indicate the volume of procurement - on which
small business had an opportunity to bid and the success
of small business in competing for those contracts. It 1s
not practicable to obtain this information on tramsactions
of less than $10,000 each, which number between 5 million
and 6 million per year, but represent only T4 of the total
value. Therefore, in this report, it is arbitrarily ae-
sumed that all transasctions of less than $10,000 are with-
in the capability of small business. This has the effect
of understating the percentage of potential that is award-
ed to small buslness.

Transactions of $10,000 or more with business firms
totaled $19,759 million in Fiscal Year 1960, or 92.8% of
the total. For $13,113 million of these purchases (66.4%)
no actual or potential small business source was known to
the procuring organization. An additional $2,280 million
(11.5%) was not offered to small business for one of the

following reassons: Proprietary contrus; wuw—. ...
maintenance of the mobilization base, emergency procure-
ment, or small business inability to meet quantitative or
delivery requirements (Table 1).

Small business accordingly was invited to bld on a
total of $4,366 million or 22.1% of the transactions of
$10,000 or more, and obtained $2,4kh million or 56.0% of
those awards (Table 4). Of the $1,922 million of these
awards which small business failed to obtain, $476 mil-
lion or 24.8% was lost when no small business firms sub-
mitted & bid, and $1,325 million or £9.0% was lost be-
cause the small business bids were not low. Other fac-
tors accounting for $121 million or 6.2% are shown in
Table 4.

The long term trend of military procurement, . includ-
ing the small business percentage, is shown in Table 3.
After the close of hostilities in Korea, there was &
sharp cutback in military procurement of heavy equipment
(Fiscal Year 1954), and a correspondingly sharp increase
in the percentage going to small business firms. The in-
ternational situation and the increasing emphasis on mod-
ern expensive weapons brought about & steady increase in
the total value of military procurement in each subse-
quent year umtil 1960, The dollars swarded to small
business firms also increased between Fiscal Years 1954
and 1957, levelled off at the $3.8 billion rate in Fiscal
Years 1958 and 1959, and declined vhen the total declined
in Fiscal Year 1960. The small business percentage of
the total has decreased primarily because of the increase
in major hard goods, particularly guided missiles.
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MAJOR HARD GOODS

SERVICES

ALL OTHER

MILITARY PROCUREMENT BY MAJOR CATEGORIES
FISCAL YEARS 1959 AND 1960

NET VALUE IN
CATEGORY - o BILLIONS OF DOLLARS

0 $5 $10
T

PERCENT TO SMALL BUSINESS

JUL '59-JUN ’60

Awards by Program. Data on the net value of pro-
curement actions by Procurement Progrem are shown in
Table 5 for Fiscal Years 1959 and 1960, and in Table 6
for Fiscal Years 1955 through 1960. (The Procurement
Program definitions are identical with those prescribed
by the Office of Civlil and Defense Mobilization for use
in the Defense Materials System.)

Table 6 shows that while small busimess obtained
only 4.3% of the awards of $10,000 or more in the Major
Hard Goods programs during Fiscal Year 1960, they re-
celved 21.4% of the Service Awards and 48.7% of all other
awards. This category includes all awards of less than
$10,000 and all other awards for Subsistence, Clothing
and Textliles, Petroleum Products, Contstruction, and misc-
ellaneous types of hard goods, many of which are commer-
clal products.

JUL ’58-JUN '59

\ /JUI. '58-JUN '59

JUL '59-JUN '60

Small business received scme awards in all the Major
Hard Goods programs, renging from 1.2% of the Missile
funds to 19.0% of the Wempons sawards. However, taking
all these programe together, small business was able to
compete successfully for .only 4.3% of the total awarded
in the Major Hard Goods Categories.

Tbe lower small business ratio of 16.1% in Fiscal
Year 1960 compared to 16.6% last year is the result of
several factors. Awards in the Missiles Systems Program
this year contimued +to increase to 23.4% of +the total
compared to 19,7% last year, and this program affords
less opportunity than any other for small business prime
contracts (1.2%). Two other programs which are closely
related to the Missile Systems Program also contributed
to the small business percentage decline, The Electronics
Program increased from 10.9% to 14.2% of all procurement

$15 o] 10 20 M 30 40 50%
! T —
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and the small business ratio decreased from 10.3% to 7.8%
The small business ratio in the Comstruction Program de-
clined from 65.1% to 50.0%, mainly because of awards of
large contracts for the construction of missile lasunching
sites.

Awards for Experimental, Developmental, Test and Re-
search Work. The net value of contract awards for Exper-
Imental, Developmental, Test or Research work (EDIR) is
shown in Tables 7 and 8. Data for such contracts are in-
cluded in all other tables in this report according to
the applicable contract category. For example, in Tables
5 and 6 these contracts are distributed according to the
programs with which EDTR work is associated. 1In Fiscal
Year 1960, contract aswards for such work totalled $5,551
million. Awards of this type have increased in relative
importance from 13.5% of total procurement in Fiscal Year
1956 to 25.6% in Fiscal Year 1960.

Small business firms received $180 million in EDIR
prime contracts during Fiscal Year 1960, compared to $170
million during the previous year, and the small business
ratio declined slightly to 3.4% from 3.5%.

Fo Advertised and Negotiated Awards. Tables
9 and E% show the dollar volume of procurement placed
with small business and other contractors by formal ad-
vertising and negotiation procedures. Formally advert-
ised contracts accounted for 14.0% of total procurement
from U. S. business firms in Fiscal Year 1960, as compa-
red with 13.6% in Piscal Year 1959. From Table 10 it may
be seen that negotiated contracts accounted for two-
thirds of the value of small business awards.

METHODS OF PROCUREMENT

Teble 11 shows the extent of price competition in
negotiated as well as advertised procurement.

In Fiscal Year 1960, small purchase procedures 1in
the U. 5. accounted for 5,040,654 actions, or 82.6% of
the total number of actions, and these actions represent-
ed 3.6% of the total value. Small purchase procedures
require the negotiation of procurements of $2,500 or less,
because the administrative costs of formal advertising
would be very high in relation to the procurement value.
For actions of more than $100 each, competition is as-
sured by a requirement that a reasonable number of quota-
tions be obtained from qualified suppliers. TFor procure-
ments of less than $100, purchases must be distributed

‘equitably over a period of time among qualified suppliers.

Other negotiated procurement procedures which in-
volve price competition include: formal advertising that
is restricted to small business firms, set-asides in
vbich a portion of the required quantity is reserved for
bidding by small business concerns or firms in labor sur-
plus areas, and other negotiations in vhich awards are
based on price proposals solicited from two or more con-
cerns. These methods accounted for 12.6% of the total
procurement value.

In total, 26.4% of the net value of military pro-
curement in Fiscal Year 1960 wms asdvertised or negotiated
on the basis of price competition. About 67% was negoti-
ated with one-source. Included in the "one-source”figures
are modifications or follow-on orders under existing con-
tracts which may or may not have been originally awarded
as a result of price competition.
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The principal reasons for negotiating procurement
with a single supplier are that high starting costs al-
ready have been paid by the Govermment or suppliers , or
that the procurement is for the contimued development of
equipment by the design source,.-or is for the contim-
ation of existing production programs. In Fiscal, Year
1959 a special survey was made, covering 80% of the total
value of new procurement negotiated with one source sy In
order to determine the extent to which such procurement
resulted from contracts initially awarded after design or
techniecal competition, or represented re-orders against
contracts initially placed by price competition. It was
found that 83% of the one-source procurement studied had
originally involved technical, design, or'price competi-
tion.

NEGOTTATION AUTHORITY

Tables 12, 13 and 14 present data on the 17 types of
negotiation authority specified in Title 10, Section 2304
(a) of the United States Code.

Clause 3, Purchases of not more than $2,500 account-

ed for 86.4% of the mumber of negotiated actions in Fis-
cal Year 1960, and Clause 6, Purchases Outside the United
States for 9.2% (Table 13). These exceptions accounted
for only 9.0% of the negotiated dollars.

In dollar terms, Clause 1k, Technical or Specialized
Supplies Requiring Substantial Initiel Investment ox Ex-
tended Period of Preparation for Mamifacture, was the
most important exceptionm, accounting for 30.6% of total
negotiated procurement. Clause 11, Experimental, Devel-
opmental, Test and Research work, represented 22.2% of
the total, and Clause 10, Impractical to Secure Competi-
tion by Formal Advertising accounted for 16.8% (Table 12).

CONTRACT PRICING PROVISIONS

Tables 15, 16 and 17 show the types of contract
rricing provisions used in military procurement. Statis-
tics on contract pricing provisions are available only
for awards of $10,000 or more. Since the awards of less
than this amount are predominantly fixed price type » the
omission of emall awards understated the fixed price cat-
egory.

01
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(Amounts in Thousands)

Fiscal Years 1959 and 1960

Table 1
NET VALUE OF MILITARY PROCUREMENT ACTIONS AWARDED TO SMALL AND OTHER CONTRACTORS ¥

Procurement Action Category

July 1958-June 1959

duly 1959-June 1960

Total Army Navy Air Force Total Army Novy Aw Force
TOTAL $25,312,065] 6,008,638 $7,671,313) $11,632, 114 $23,688,533 | $5,882,216 $7,420,636| $10 681
INTRAGOVERNMENTAL 758,347 248,148 11,219 368,980 780,875 256,265 154,319 370,291
FOR WORK OUTSIDE U. 8. 1,410,051 663,199 490,918 255,934 1,226,316 604,149 395,223 226,944
EDUCATIONAL AND NON-PROFIT INSTTTUTIONS 399,438 140,226 97,849 161,363 379,896 111,275 125,527 143,094
TOTAL WITH BUSINESS FIRMS, WORK IN THE U.S. 22,744 [ 065| 6,941 10,845,8: 21,301, k46 h,glo,ﬁg 6,;&2‘561 2,6&3,322
Actions of Lesa than $10,000 1,502,532 Wi ) 19, Tt 1,542,605 95,901 22, 365 24, 369
Actlons of $10,000 or More 21,241,697 ( 4,260,507 6,555,139] 10,426,051 19,758,761| L,214,626] 6,323,172f 9,220,983
Small Business Potential 5,999,457 | 2,81, 1,732 1,452, 71 2,%,%2 2,261,:[12 1,;10,22 1,310,232
Actions of Less than $10,000 1,502,532 55%,5%5 5 1 519, ;8% 1,542,065 95,901 22, 395 24,309
Actions of $10,000 or More Offered to
Small Business 4,496,925 | 2,137,221 | 1,346,771| 1,032,933 4,365,724 [ 2,071,874] 1,347,924 945,926
Actions of $10,000 or More Not Offered p p :
to Small Business 16,744,772 | 2,143,28 208,368 18} 1 o 2,142,752] & 28| 8 o
No Known Small Businese Source 14,235,029 | 1,250,033 3,700,392 gf%&iﬁ)‘ﬂ 1‘%‘,112,% 1,133,071 3,35%,201 5,1:25, 39%
Emergency Procurement 90,516 15,957 67,332 7,227 78,282 39,731 28,725 9,826
Maintenance of the Mobilization Base 740, 450 692,622 49,050 (-)1,222 396,906 378,152 ) 36
Items under Proprietary Control or Standardized 879,901 96,839 767,835 15,227 782,786 367,430 ka7,705 (-)12,349
Small Business Cannot Meet Quantitative or
Delivery Requirements 798,876 47,835 623,759 127,282 1,022,l7 224,368 645,899 152,150
WITH SMALL BUSINESS FIRMS 82,850 1,740,121} 1,122,836 212,82& 439,6 1 17{ 1,04 86
Actions of Less than $10,000 3, 3 0, 3. 239,47 273, 467! ) 5, y
Actions of $10,000 or More 2,799,489 | 1,269,800 883, 364 646,325 2,443,960 1,062,053 782,353 599,554
WITH OTHER BUSINESS FIRMS m,%,ﬂg 3,216,944 818, 491 2,%,% 17,861 2,610 5,622,%2 8,781,61
Actions of Less than $10,000 519,17, 226,237 158,718 156, 545, 230,037 | . 156,763 "'EB:TB%
Actions of $10,000 or More 18,4k2,208 | 2,990,707 | 5,671,775| 9,779,726 17,314,821 | 3,152,573 5,540,819| 8,621,429
SMALL BUSINESS PERCENTAGES . v
Percent of Small Business Potential 63.1% 61.84 64.8% 63.3% 58.24 55.2% 59.2% 63.0%
Percent of Total with Business Firms 16.64 35.1% 16.2% 8.5% 16.1% 31.1% 15.5% 9.0%

g/ For definitions and coverage, see Notes on Coverage.
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Table 2

NET VALUE OF MILITARY PROCUREMENT ACTIONS AWARDED TO SMALL AND OTHER qON'lACIOISy

(Amounts in Thousands)

Fiscal Years 1959 and 1960, By Quorter

Fiscal Year 1959 Fiscol Year 1960
Procurement Action Category -
Total Jul-Sep 58 |Oct-Dec S8 Pan-Mor 59| Apr-Jun 59 Yotal Jul-Sep 59 | Oct-Dec 59 | Jan-Mar 60 | Apr-Jun 60
TOTAL 125,312,065 43,020,388 | 46,359,078 (45,506,720 48,424,683 23,688,533 | 42,209,705 | $nam.mbr] MLMLI | 47,681,713
Ay 6,008,68 | 1,231 798 | 1,249,865 | 1,312,237 | 2,208, 5,802,216 | 1,013,168 2,532/ 1,332,604
Navy Lo | vesel | Lmows | 1, | 280l 7,420,636 | 1,878,658 Y L R
ALr Porce ,632, 114 2 1163,966 | 3,320,793 | 2,329,224 | 3,818,131 10,385,601 | 2,321,879 2,549,852 2,325,179 J,Q,-m
THTRAGOVERNMENTAL 78,37 | 200,899 | _238,7%0 | 155,06 | 162752 60,075 | 22,28 aLx 136,613 182,108
Army 218,148 57,012 68,308 58,676 68,152 256,265 57,151 3,6Th ss 581 1
— uyay | s0sm woB2 | 2,88 | 2918 si,ng | bk 932 611 i
Alr Fores 368,980 93,316 136,500 70,382 68,682 370,291 121,659 103,202 ,35'! 17,013
FOR WORK OUTSIDE U.8. 1,600,058 | _395,378 _n2,3% 260,769 Ah1,509 1,226,116 | 383,306 252,604 208,213 302,193
Army 663,199 123,495 9,755 160,256 266,691 604,149 1,669 17,751 %00 2
ed oon | zmbop | akpwoé | wers | eenos 395,223 | 194,765 o, 1es o | ZEd
Alr Yorce 255,934 35,851 8,534 50,836 ‘92,713 226, 9k 51,812 60 ,899 8,112
ETUCATIOMAL & FON-PROYTT IKSTITUTIONS 399,438 83,31b 93,850 | _125,92 96,311 379,89 90,156 81,076 80,424 122,200
Ary 140,226 0,116 20,869 38,646 10,595 m,2715 47,708 21,67, 17,518 6
Navy 97,849 7,900 31,789 31,054 21,106 125,527 2% 22,767 29,589 52,87
Atr Force 151,363, 33,298 35,193 5 34,610 143,094 22,106 k2,63 33,37 hs,077
WITH BUSINESS FIRMS FOR WORK IN THE
u.8. 22,744,229 *| 4,301,797 5,714,038 | h,96h,083 | Z,2%,310 21,301,ub8| 4,511,983 A, 782,026 5,012,347 6,995,088
4,957,065 | 1,007,115 | 1,067,933 | 1,094,657 | 1,817,300 910,527 777,600 1,061, 1,152,013 1,913,501
Havy 6,980,327 | 1,325, LowiR | v | 2esoss 6,745,567| 3,618,151 LR | ueses | aene
Air Yorce 10,845,837 | 1,999,501 | 3,072,686 | 2,151,7Wk | 3,621,926 9,645,352 2,120,234 2,343,953 2,180,606 37000
SIALL BUSINESS POTENTIAL b/ 5,999,057 | L2koML | Leaide | 1,335,280 | 2,150,253 5,908,309 1,311,925 1,232,385 1,200,197 | 2,098,813
Army 2,813,779 556,292 Sk, 529 687,603 | 1,024,955 2,761,715 542,294 601 85 226,568 1,019,068
Ravy 1,732,959 h20,302 350,111 393,397 569,14 1,770,319 m.gg 33 3,890 71
Ar Porce 1,452,719 263,897 378,432 254,201 556,149 1,370,295 336, 83,1 295,739 5! ,Ey
VITH BXALL BUSINESS FIRM3 3,782,850 722,283 811,923 878,819 | 1,369,825 2,539,639 807,645 701,132 139,832 1,191,0%
Army 1,740,121 310,285 360,552 623,266 1,527,917 38, X9 39,802 3n,552 28,254
vy Toek | Bem | nosk | epae | % vores|  z8iems oo | 2w o
Air Force 919,893 163,527 231,51 3,561 361,294 863,737 220,461 173,5% 178,034 291,702
SULL BUSIKESS PERCENT OF FOTSNTIAL G | o8 | __ 6368 [ & | 6D 8.2 _ 6.3 .3 -8 3
Army 61.8 55.8 66,2 6.9 6.8 55.2 6h.2 52.6 55.4 1.
vy 6r.8 59.1 6.8 %4 1.1 59.2 06 .9 387 24
Alr Force 6.3 2.0 a2 6.3 5.0 &0 B5.k a3 &.2 &
EMALL BUSINESS PERCENT OF TOTAL 6.6 16.68 pLY R A 6.8 __17.9% pL pLY 17.08
Army 35.1 30.5 33.8 52.3 3e.3 1 M8 30.0 2.8 »
Navy 16.2 18.8 .0 15.3 16.9 3;.5 14.8 15.2 13.7 ’;’,g
Atr Force 8.5 8.2 1.5 1.6 10.0 9.0 1.4 T4 .2 9.7

Por definitions and.coversge, ses Notes on

a
é All actions of less than $10,000,
5

and sctions

.,M or more offered to small businass.
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Table 3

NET VALUE OF MILITARY PROCUREMENT ACTIONS AWARDED TO SMALL AND OTHER CONTRACTORS ¢/

Fis‘ml Years 1951 - 1960

{Amounts in Millions}

Procurement Action Category FY 1951 FY 1952 FY 1953 FY 1954 FY 1955 FY 1956 FY 1957 FY 1958 FY 1959 FY 1960
TOTAL $32, 64 4 $3,812 $L $16,582 $1 $21, 4 4241 $2! $23, 68
Navy 8,059 10,923 7,907 &, 349 k,659 6,280 6,589 6,991 7,671 7,421
AT Porce 8,918 12,545 1h,h97 5,820 6,685 8,654 9,513 1,213 1,632 10,386
IRTRAGOVERRMENTAL 1,064 68 2 420 b1 43k 62 1
Aray i = s 1% 8 2 5 B
Navy 599 264 143 81 16k 9% 79 100 18 155
Ar Force 105 132 nk 95 18 12 205 228 369 370
POR WORK OUTSIIE U. 8. g 1 418 1, 1,1 1,606 1,602 pIRTLY 1,10 1,226
‘Army i ] 5% % 5 “ms &
Havy 8 "5 "1 206 25 502 551 530 491 3%
Adr Yorce . 3 235 921 285 199 205 322 17k 256 22
EDUCATIONAL & NOK-PROFIT INSTITUTIONS b/ M 'Y ™ 1y 1Y % ig % goi_
Army .
Navy 65 90 98 126
Alr Porce 93 107 162 13
‘WITH BUSINESS PIRMS POR WORK IN THE U.S. 0,82 41,482 822 11,468 b Y 19,1 21,8 22, Tuh 21,302
Ravy 7,452 10,600 7,283 i, 062 4,280 5 5,85k 6,21 6,941 6,746
Air Force 8,740 12,178 13,462 5,450 6,348 8,217 8,193 10,704 10,846 9,645
BMALL EUSINESS POTENTIAL ¢f 'y N A .7y NA é,w 6,250 8, 6,000 %,%
Army 3
Havy 1,908 2,268 1,677 1,733 L7
Air Force 1,060 1,124 1,219 1,453 1,310
WITH GMALL BUSINESS FIRM3 6,436 066 4,608 2,@2 i,alb ;,b;g P‘Fﬁ ;,{%g i‘% i,uho
Army X 3 » R » ) » »
Novy 1,213 2,109 1,5 856 80k 1,1k 1,231 1172 1,123 1,068
Atr Force 861 697 558 576 686 725 56 920 864
SMALL BUSIRESS PERCENT OF POTERTIAL RA RA A A 63. ?:g} [ 63.1 g%_?
Army - - - e T 3. N " s
Ravy 58.4 5h.3 62. 64.8 59.2
Afr Force 6.7 Gh.u 62.0 63.3 63.0
BMALL BUSINESS PERCENT OF TOTAL 20. x}.g xs.? %? 21. 1§g} g_g} 17.1 16.? 16. 1
Navy 16.3 2.1 19.4 211 18.8 19.7 20.9 18.7 16.2 15.5
Afr Force 9.9 5.7 .5 10.3 9.1 8.3 8.2 71 8.5 9.0

For definitions and coverage, see Kotes on Coverage.

Prior to FPiscal Year 1957, data on Educational and Non-Profit Institutions were included in the data for "Business Firms for Work in the U. 8."
All actions of less than ‘10,000 and actions of $10,000 or more offered to small business.

Not Aveilable.
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MILITARY PROCUREMENT FROM SMALL BUSINESS AND OTHER FIRMS
FISCAL YEARS 1951-1960
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AWARDS OFFERED TO SMALL BUSINESS



{ Amounts in Thousands)

Table 4

NET VALUE OF MILITARY PROCUREMENT ACTIONS OF $10,000 OR MORE WHICH
WERE OFFERED TO SMALL BUSINESS FIRMS &/

Fiscal Years 1959 and 1960

Procurement Action Category

July 1958-June 1959

July 1959-June 1960

Total Army Navy Air Force Total Army Navy Air Force
VALUE
OFFERED TO SMALL BUSINESS, ACTIONS OF $10,000
OR MORE $4,496,925 | 42,117,201 41,346,771 $1,032,933 $4,365,724 $2,071,874 41,347,924 $945,926
AWARDED TO SMALL BUSINESS FIRMS 2,799,489 | 1,269,800 883, 364 646,325 | 2,443,960 1,062,053 782,353 599,554
NOT AWARDED TO SMALL BUSINESS FIRMS 1,697,436 847,420 | 463,407 | 386,608 | 1,921,764 | 1,009,821 565,571 346,372
Small Business Did Not Bid 362,623 158,931 83,849 119,843 475,804 286,91 91,897 96,966
Small Business Bid Was Not Low 1,248,775 659,562 358,945 230,228 | 1,325,365 692,312 4148, 1405 184,648
Small Business Bid Was Not Responsive 30,648 7,051 11,213 12,384 36,637 1,760 14,013 10,864
Small Business Bidder Was Not A "Responsible" ‘
Prospective Contractor (ASFR 1-900) 8,231 3,026 2,846 2,359 10,887 4,618 5,026 1,243
Small Business Bid Not Accepted for .
Other Reasons y 47,159 18,841 6,514 21,794 73,071 14,190 6,230 52,651
PERCENTAGE DISTRIBUTION
OFFERED TO SMALL BUSINESS, ACTIONS OF $10,000
OR MCRE 100.. 100.% 100, loo.g loo.gﬁ 100. lOO.gf 100.
AWARDED TO SMALL BUSINESS FIRMS 62.2 60.0 65.6 62.6 56.0 51.3 58.0 63.4
ROT AWARDED TO SMALL BUSINESS FIRMS 1[.5 40,0 .4 37.4 4.0 H&.[ 42,0 ;6.6
Small Business Did Not Bid 8.1 7.5 6.2 1.6 10.9 13.8 6.8 10.3
Small Business Bid Was Not Low 27.8 3.2 26.7 22.3 30.% 33.4 33.3 19.5
Small Business Bid Was Not Responsive 0.7 0.3 0.8 1.2 0.8 0.6 1.0 1.1
Small Business Bidder Not a "Responsthle" T
Prospective Contractor (ASPR 1900) 0.2 0.1 0.2 0.2 0.2 0.2 0.4 0.1
Small Business Bid Not Accepted for
Other Reasons b/ 1.0 0.9 0.5 2.1 1.7 0.7 0.5 5.6

for procurement actions of less than $10,000.

< e

For definitions and coverage, see Notes on Coverage,

Data on reasons for emall business fallure to obtain potential awards are not available
For reasons which in most cases relate to quality or technical evaluation of product.

911
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CHART IV

,_MI‘_I‘..ITA.RY PROCUREMENT ACTIONS OF $10,000 OR MORE OFFERED TO SMALL BUSINESS

JULY 1959 - JUNE 1960

AWARDED TO SMALL BUSINESS

SMALL BUSINESS DID NOT BID

SMALL BUSINESS BID NOT LOW

SMALL BUSINESS BID NOT RESPONSIVE &/

SMALL BUSINESS LOST-BID
FOR OTHER REASONS b/

JULY 1958 - JUNE 1959

AWARDED TO SMALL BUSINESS

SMALL BUSINESS DID NOT BID

SMALL BUSINESS BID NOT LOW

SMALL BUSINESS BID NOT RESPONSIVE &/

SMALL BUSINESS LOST BID

20%

FISCAL YEARS 1959 AND 1960

40%

60% 80%

100%

FOR OTHER REASONS &/

Source : Table 4 9/ Did not comply with

2{ §mall Business Btdder not a *

PERCENT OF NET VALUE OFFERED TO SMALL BUSINESS

or ~ther pr

C

1-307, or not

for other reasoms,

", Armed Bervices Procurement

0.7%
13%
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Table §

NET VALUE OF MILITARY PROCUREMENT ACTIONS, BY PROGRAM ¢/
Fisca! Years 1959 and 1960

{Amounts in Thousands)

July 1958-June 1959

July 1959-June 1960

Program Smoll_Business : Small Business
Total Amount Percent A Percent of | Total Amount | Percent N N Percent of
mount Program moun Program
TOTAL 425,312,065 423,688,533
INTRAGOVERKMENTAL N 758,347 780,875
POR WORK OUTSIDE U. 8. 1,510,051 1,226,
EDUCATIONAL AND NON-PROFIT INSTTTUTIONS 399,438 379,896
VITH BUSINESS PIRMS FOR WORK IN THE U. 8. 22,74l mogy. $3,782,8 16. 21,301,886 | 100 $3,819,6; 161
Actlons of Less than $10,000 1,502,532 B % Fg’ 4542, 7 5%;,579 E—E’
Actions of $10,000 or More b/ 21,21,697 93.% 2,799,489 13.2 19,758, 781 92 2,443,960 12,4
Afrcraft (Total) 6, 487,04 8.5 by 28 2. b 1 2. 126,161 2.6
Alrframea and Related Asgemdlies and Sparea F,Esa,ﬁz& 20.0 1,877 1";‘ RUTH " B bosc)
Alrcraft 2 and Related Sparea 1,208,089 5.3 19,453 1.6 961,581 b5 15,8688 1.7
Othor Aircraft Equipment and Supplies 726,486 3.2 87,92 12.1 80,847 3.2 69,364 10.2
Nissile Syotems 4,490, 3k0 19.7 62,212 1.h »,983,736 23.4 58,976 1.2
Suips 1,094,793 4.8 90,031 8.2 1,009,671 b7 81,960 8.7
Tank-Au-omotive (Total) 16.8 503,84 (3 15.6
Combat Vehicles E%:% N pom “5;2 2“‘571, 0 ?X’fﬁi‘} -
Fop-Combat Vehicles 220,316 kb, 504 20,2 160,977 26,940 16.7
Weapons 186,997 0.8 26,080 13.9 120,755 22,892 19.0
Ammniticn 356,536 1.6 Lk, 965 475,647 2.2 47,152 9.9
and 2,474,270 253,822 3,026,189 14,2 234,780 7.8
Fucls and Lubricants (Total) 1,382 210, 8 4.0 176,973 20.6
Potroleun ” 25 i b A
Other Fuels and Lubricanta 39,34k 13,664 k2,27 15,260 36.1
Separately Progured Coptainers & Handling Equipment 9,549 1,38 5,335 2,071 8.
Textiles, Clothing and Equipage 177,654 0.8 104,482 0.1 176,861 0.8 119,804 67.8
Military Building Bupplies 1h,225 0.1 10,749 5.6 13,269 0.1 4,706 35.5
Subsistence i 490,851 2.2 265,671 58,1 468,734 2.2 268,690 57.3
Tansportation Equipment 453 . 13 8.9 573 . 185 3.3
Production Equipment 147,192 0.7 12,k12 8.b 63,490 0.3 13,880 2.9
Conatruction 1,409,792 6.2 918,132 1,207,317 5.7 603,963 50.0
Miccellaneous (Total) 70k, 1 8s0,104 L0 861 0.0
Construction Equipsent ‘E% é‘.i " B 0.2 % %%
Medical and Dental Bupplies & Equipment 72,962 0.3 3.931 57,624 0. 18,161 1.5
and 50,857 0.2 X 62,108 0.3 21,17 3.1
Material Handling Rquipcent 24,702 .1 5,509 28,678 0.1 6, k1l 22.k
ALl Other Supplies snd Equipmest 517,069 2.3 252,575 768 3.1 219,306 4.9
Bervices 1,875,477 8.2 233,591 1,321,234 6.2 283,126 21.4

Coveragn.
Progran data bolow edi to totals cu thie line; data by progras are not aveilable for actions of less than $10,000.

§/ Por definitions and coverage, see Notes on
‘/ Leas than 0,05 percent.

0c1
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CHART V
MILITARY PROCUREMENT BY PROGRAM
FISCAL YEARS 1959 AND 1960

NET VALUE IN
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Net Value ($ 000)

Table 6
NET VALUE OF MILITARY PROCUREMENT ACTIONS, BY MAJOR PROGRAM Y

Fiscal Years 1955 - 1960

Major Programs FY 1955 FY 1956 FY 1957 FY 1958 FY 1959 FY 1960 FY 1955[FY 1956[FY 1957(FY 1958|FY 1959| FY 1960
TOTAL $16,502,632 | $19,590,435 | $21, 457,425 |$24,196,977 | 425,312,065 | 423,688,533 ’
INTRAGOVERRMENTAL 542,372 134,448 462, 389 531,179 758, 347 780,875
FOR WORK CUTSIIE U. 8. 1,112,015 | 1,405,903 | 1,601,62k [ 1,khk,082| 1,410,051) 1,206,316
EDUCATIONAL & NOK-PROFIT IRSTTTUTIONS v/ v/ 260,715 394,976 399,438 [ 379,896 Percent of Totol
WITH ALL BUSINESS FIRM3 FOR WORK IN THE U.5.-TOTAL | 14,930,246 { 17,750,084 | 19,132,697 | 22,826,740 | 22,744,229 | 21,301,uk6 100.0% | 100.0% | 100.0% | 100.0% { 200.0% | 100.0%
MAJOR BARD GOODS {Total) 421 10,123,541 | 10,771, 13,8 15,439,876 | 14,808,1. 63.1 0 6. 63. 67.8 .
Atrcraft H 23,813 | 3,780, ¥2 " 15, /187, 788, 3 '3‘2".3 3 | &2 33 | %3 B
Missile Systems 801,915 | 3,002,b21 | 1,863,711 | 2,836,984 | 4,490,340 | 4,983,736 . 5.h 5.6 9.8 | 13.0 1,9.5 23.b
Ships 552,279 » 927,467 650,199 | 1,094,793 | 1,009,671 3.7 by b8 3.0 [% 5.7
Tank-Automotive 43h,074 37h,568 364,291 495,028 350,096 403,847 2.9 2.1 1.9 2.3 1.5 1.9
Weapons 331,016 209,287 274,163 212,146 ,997 120,755 2.2 1.2 1.h 1.0 0.8 0.6
Ammnition T34,841 377,592 43h,088 296,039 356,436 475,647 5.9 2.1 2.3 1.5 1.6 2.2
Electroni 1,183,854 | 1,588,882 1,888,686 | 1,967,027 | 2,b74,171| 3,026,189 7.7 9.0 9.9 9.1 | 10.9 | .2
SERVICES 1,447,710 2,326,514 2,770,544 2,719,916 1,875,477 1,321,234 9.7 13.1 14,5 2.4 8.2 6.2
ALL OTHER (Total) 4,060, Thk 5,3@,9? 14 211,21 428,876 172,018 27.2 . .2 | 23. 2h,0 | 28,
Subsistence ’35,;55 50,045 5?0,3o§ K 2“5—"51”0, 5. T3 3. g}; 2. 2. =53 T.zl
Textiles, Clothing & Equipage 165,846 169,732 330,82 242,374 177,654 176,861 1.1 1.0 1.7 1.1 0.8 0.8
Fuels & Lubricants 386,446 868,675 952,059 5,809 961,382 858,925 2.6 4.9 5.0 4.0 L.3 4.0
Miscellaneous Hard Goods 902, 312 1,288,750 3,401 803,214 866,665 917,516 6.0 7.3 L6 3.7 3.9 Lk
Construction 995,567 { 1,302,217 1,633,367 [ 1,52b,963 1,409,792 | 1,207,317 6.7 7-3 8.5 1.0 6.2 5.7
All Actions of Less Than $10,000 1,144,668 1,220,550 1,280,936 1,312, 1,502,532 1,542,665 1.7 6.9 6.7 6.0 6.6 T.2
Percent of All Business Firms
WITH SMALL BUSINESS FIRMS FOR WORK IN THE U.S. -
TOTAL $ 3,214,808 ($ 3,575,315 | ¢ 3,782,526 ($ 3,729,018 |4 3,782,850 | $ 3,439,639 21.5%] 19.6%( 19.86| 17.1%| 16.6%| 16.1
MAJOR HARD GOODS (Tatal) 148 41,80 10 636,684 . k. s . 5.6 b,
Atrerary BY; T sy | R B 2% | 2| 2 8] 5|
Missile Systems 23,07h 20,972 36,156 41,258 62,212 58,976 2.9 2,1 1.9 1.5 1.4 1.2
Ships 86,663 98,7h 125,316 ,686 90,031 87,960 15.7 | 12.5 | 13.5 | 12.k 8.2 8.7
Tank-Autamotive 47,885 46,897 42,069 45,257 58,785 58,763 1.0 | 12.5 | 1.5 9.1 | 16.8 [ 14.6
Weapons 39,940 23,577 16,740 21,713 ,080 22,0892 12,1 | 1.3 6.1 | 10.2 | 13.9 | 19.0
Ammnition 109,946 68,671 62,415 36,167 Ly, 965 47,152 15.0 18.2 FUN'Y 12,1 12.6 9.9
El & cC ons 135,743 161,321 177,915 193,427 253,822 234,780 1.9 | 0.2 9.4 9.7 | 10.3 7.8
SERVICES 527,362 203,647 269,175 226,512 233,591 263,126 36.5 12.3 9.7 8.3 | 125 2.4
ALL OTHER (Total) 2,154,06 2,691 2 29, 2 0 2,8 2,519,8 0 .8 ] 52.6 6.8 2. 48.
Subnistence & | B 558, Lole | MR " 27 | &5 | B3| &3 7.3
Textiles, Clothing & Equipege 84,110 114,012 202,797 153,309 124,482 119,894 50.7 67.2 61.3 63.3 70.1 67.8
Fuels & Lubricants 69,631 193,974 232,856 267,888 210,227 176,971 18.0 22.3 | -24.5 30.9 21,4 20.6
Miscellaneous Hard Goods 343,803 384,061 363,118 312,757 336,600 354,632 38.1 | 290.8 | m.1 38.9 | 38.8 8.7
Construction 651,771 935,081 | 1,039,194 | 1,110,456 918,132 ,963 é5.5 | 71.8-| 63.6 | 72.8 | &5.1 | 50.0
ALl Actions of Less Than $10,000 759,107 812,644 815,397 868,895 983,361 995,679 66.3 | 66.6 | 66.0 | 66.2 | 65.4 | 6k.5

y For definitions and coverage, see Notes on Coversge
y Prior to fiscal yesr 1957, data for Educational and Non-Profit Institutions were included in the data for Business Firms for Work in the U. 8.

.

44!

INIWHIENAD0Yd XUVIITIN J0 LOVAAI ONIDNAHEY



€el

AWARDS FOR EXPERIMENTAL,
DEVELOPMENTAL, TEST AND
RESEARCH WORK



Table 7

| NET VALUE OF MILITARY PROCUREMENT ACTIONS FOR EXPERIMENTAL, DEVELOPMENTAL,
| TEST AND RESEARCH WORKY

Fiscal Years 1956 - 1960

‘ [ Action Category FY 1956 FY 1957 FY 1958 FY 1959 FY 1960
TOTAL EDTR $2, 4ok, ko $3,2§6,3%1 $h,o%,036 $5,239,057 $§,§§1,o?u
1 Army 357,205 32,149 24,932 772,931 ;gg, 5
w Navy 516,117 713,148 986,831 1,254,372 1,580,122
‘ Alr Force 1,501,118 | 2,111,074 2,419,273 3,211,754 3,215,287
‘ EDUCATIONAL & NON-PROFIT INSTITUTIONS b/ M 223,208 288,10 340,65 316,803
Army TL, 377 101, 9% 91,399 1,79
Bavy 62,849 87,449 9%,998 122,562
Alr Force 89,002 98,660 154,068 130,453
WITH BUSINESS FIRMS FOR WORK IN THE U.S. | 2,40k, 440 033,14 h,egg,ggz 23k, 2l
Army 387,205 300,772 522,93 1,532 68'1,8512
Ravy 516,117 650,299 899,382 1,159,374 | 1,k57,560
Mr Force 1,501,118 2,022,072 2,320,613 3,057,686 3,084,834
SMALL BUSINESS FIRMS 13_2,0;6 130,502 138,686 162,?2 1Z9_,651
‘ Army 36,569 35,732 37,207 51,955 2,855
Ravy 15,751 54,6826 52,868 66, Thk 79,457
Alr Force 54,756 39,944 48,551 51,363 51,375
| SMALL BUSINESS PERCENT OF TOTAL EDTR 2.? 4.3 3.7% 3 ? E.u}
Army 9, 9.7 71 7 2
1 Navy 8.9 8.4 5.9 5.8 5.5
3 Air Force 3.6 2.0 2.1 1.7 1.9
EDTR PERCENT OF ALL MILTTARY PROCUREMENT 13.;} 16. 18.2 22.64 ez.gt
Ay ) 9.5 N 15.2 5.
Navy 9.1 12.0 15.5 17.8 23.0
Alr Force 18.1 23.8 22,4 29,2 32.8
EDIR PERCENT OF ALL PROCUREMENT FROM N . 6 o
EDUCATIONAL & NON-PROFTT INSTTTUTIONS b, A . 2, . 3.1
i Army - 559_'? 51 6;‘? B
Navy 96.8 97.3 97.1 97.6
| Air Force 96.0 91.8 95.5 9.2
3 EDTR PERCENT OF ALL PROCUREMENT FROM .
| . BUSINESS FIRMS 13.? 13? 17.1% 21.5% 2k,
| Army 0. . To. 13.7 IB'?
| Navy 9.1 1.0 14,3 16.7 21.6
‘ Air Force 18.1 23.0 2.7 28,2 32.0

a/ For definitions and coverage, see Notes on Coverage.
b/ Prior to Fiscal Yesr 1957, data on Educational & Non-Profit Institutions were included in the data for "Business Firms for Work in tbe
w

u. 8.
HA Rot Awvailable
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Table 8

NET VALUE OF MILITARY PROCUREMENT ACTIONS FOR EXPERIMENTAL, DEVELOPMENTAL,
TEST AND RESEARCH WORK, AND FOR OTHER WORK, BY PROGRAM’-‘/

Fiscal Years 1959 and 1960

EXPERIMENTAL, DEVELOPMENTAL,
. TEST & RESEARCH AWARDS ALL OTHER CONTRACYT AWARDS
Maior Progroms Amount ($000) % of all Awards Amount ($000) % of all Awards
FY 1959 FY 1960 FY 1959 FY 1960 FY 1959 FY 1960 FY 1959 FY 1960
TOTAL B/ $3,239,051 $3,551,054 2.4 2.6 | $iL.004,610 $16,130,288 144 Tl
EDUCATIONAL AND NON-PROFIT INSTTTUTIONS 340, 465 316,809 85.2 83.4 58,973 63,087 14.8 16.6
WITH BUSINESS FIRMS FOR WORK IN THE U.S. -
TOTAL 4,898,592 5,234,245 2.5 24.6 17,845,637 16,067,201 8.5 75.4
MAJOR HARD GOODS (SUB TOTAL) 873,921 b 25.1 2,2 11,56 10,034,22 74,9 671.8
Alrcraft 57: o,gﬁ N £3 10, 5,9&%3 "6,303,59;' 51.2 839L.9
Missile Systems 2,h21,749 3,254,373 53.9 65.3 2,068,591 1,729,363 6.1 3h.7
Ships 113,975 157,069 10.4 15.6 980,818 852,602 89.6 8h.h
Pank-Automotive 16,140 19,594 4.6 b9 333,956 384,253 95.4 95.1
Weapons 32,492 2k,505 17.4 20.3 154,505 96,250 82.6 79.7
Ammmunition 71,239 99,507 20.0 20.9 285,197 376,140 80.0 79.1
Electronics and Comminication Equipment 647,666 T34,163 26.2 2.3 1,826,505 2,292,026 73.8 5.7
SERVICES 883,369 241,599 47,1 18.3 992,108 1,079,635 52.9 81.7
OTHER (SUB TOTAL) 141,302 218,677 2.6 b2 ilﬁzﬁ’{h h,ggg,;bl 97k 95.8
Subsistence 133 537 -~ G.1 90,7 197 100.0 99.9
Textile, Clothing and Equipage 2,558 3,493 1.4 2.0 175,096 173,368 9.6 98.0
Fuels and Lubricants 26,912 16,238 2.7 1.9 954, 470 8h2,687 97.3 9.1
Miscellaneous Hard Goods 75,087 165, TTT 8.7 18.1 791,578 751,739 91.3 81.9
Construction 3,082 259 0.2 * 1,406,710 1,207,058 99.8 100.0
ALl Actions of Less Than $10,000 33,530 32,373 2.2 2.1 1,469,002 1,510,292 97.8 97.9

INAWNTIND0Hd XYVIITIAN 40 IOVANI DNIDAQHY

Excludes awards for work outsicde the U. 8., and also excludes intragovernmental orders.

E/ For definitions and coverage, see Notes on Coverage.
3/ Less Than 0.05 percent.
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Table 9. N
NET VALUE OF MILITARY PROCUREMENT ACTIONS UNDER FORMALLY ADVERTISED AND
NEGOTIATED CONTRACTS, BY TYPE OF CONTRACTOR Y

(Amounts in Thousands) Fiscol Years 1959 and 1960

July 1958-4une 1959 July 1959-June 1960
Procurement Action Category
Total Army | Navy Air Force Total Army Navy Aw Force
TOTAL 425,312,065 46,008,638 $7,671,313 {411,632, 114 $23,688,533 (45,882,216 | 47,420,636 | $10 6681
TRTRAGOVERNMENTAL R 758,347 248,148 | 1k1,219 ' 368,980 780,875 256,265 154,319 370,291
ALL OTHER 2k 18 60, 490 0 11,263,1 2 625,951 266 10,00
Formally Atvertised Sl | LR | Lo | 2 oy | SRR | 158 Lol | g
Negotiated 21,298,036 | 4,406,036 | 6,173,009 10,718,991 | 19,738,137 | 4,278,266 5,901,965 9,557,906
| FOR WORK OUTSIIE U, 8. 1,410,051 663,1. 450,918 2 1,226,316 604, 1 22 226,944
3 Formally Advertised _'T“:?g-f 'y % 7 -w%f _ﬁ:E% % -—37875
: Regotiated 1,243,460 604, 922 383,218 255,260 | 1,034,839 510,867 300,90k 223,068
EDUCATIORAL AND NON-PROFIT INSTTIUTIONS 399,438 140,226 91,849 161,363 312,8§ m,qg 1_22,5§ . 1);3,03'%
Formally Advertised 271 181 [ €0
Regotiated " 399,167 1bo,0L5 91,849 161,273 379,785 1,263 125,509 143,013
WITH BUSINESS PIRMS FOR WORK IN THE U. S. a,gw,sa_g h,gﬂ,osg 5,91_&1,351 10,845,8; a,gl,uw h,gxo,:g 6,745,567 -2,6&5,3%2
| Formally Advertised 3,000,820 | 1,295, 1,249,145 543,379 | 72,977,933 1254, 39 »270,015 53,5
; Fegotiated 19,655,409 | 3,661,069 | 5,691,862 | 10,302,458 18,323,513 | 3,656,136 | 5,475,552 9,191,825
Small Business Potential b/ i 2,81 1 1,452, 71 2,186,715 { 1,770 1,370
“Formally Aavertises 2247 | HIR LB | MR S | BRLI R T2
Regotiated 3,399,350 | 1,568,735 875,335 955,280 3,478,258 | 1,565,705 967,902 944, 651

Actions of $10,000 or More Fot Offered to
Business 16, Tl T72 2,143,286 208 A aEi,l.lB 1 [+) 2,142,752 | 4 248 8 0!

| Formally Advertised )73 | 50,92 | LA 5 547,802 | 755,351 i 863
| Negotiated .| 16,256,059 | 2,092,334 | 4,816,547 | 9,347,178 | 1,845,255 | 2, 090,431 | 4,507,650 8,247,174
|
|
WITH BMALL BUSINESS FIRMS 872,850 1 1,740,121 | 1,122 836 19,8 4396, 1 17 | 1,0% 86;
Fornally Advertised LER | ha M [ o L | 840 Loz on
1 Negotiated ' 2,316,984 | 1,047,013 658,855 611,116 2,264,740 995,041 668, 640 601,059
|
* SMALL BUSINESS PERCERT OF POTENTIAL . 62.1} 61,8% 6!0.? [ ﬁ.g EEg} E;g} 63.
Formally Advertised 56. 55.7 54, .1 .3 .3 «3 H
Hegotiated 8.2 66.7 75.3 64.0 65.1 63.6 69.1 63.6
FORMALLY ADVERTISED AS A FERCENT OF
Total Except Intragoverzmental 13.3% 23.5% 18.0% 4.8% 13.8% 24.0% 18,88 4.6
Business Firms for Work in the U. 8. 13.6 26,1 18.0 5.0 14.0 25.5 18.8 [ 4

5/ For definitions and coverage, see Rotes on Coverage.
b/ ALl actions of less than 000, and actions of $10, or more offered to 88.
>4 {10, $10,000 szall busipe:

8¢l
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Table 10 |

NET VALUE OF MILITARY PROCUREMENT ACTIONS UNDER FORMALLY A VERTISED AND NEGOTIATED CONTRACTS,
BY TYPE OF CONTRACTORY
Fiscal Years 1951 - 1960

{Amounts in Millions)
L )
= =
Tvoe of Contractor FY 1951 FY 1952 FY 1953 FY 1954 FY 1955 FY 1966 FY 1957 FY 1958 FY 1959 FY 1960 g
TOTAL 332,600 | 443,569 431,812 413,279 416,582 $19,590 $21,458 424,197 25,312 $23,689 a |
INTRAGOVERNENTAL 1,064 768 512 w20 ey u3h u62 531 758 781 a |
ALL OTHER 1 42,801 240 12,8 16,061 19,156 20 23,666 2k, 554 22 |
Forually Advertised - Amount gl | g 2 o ] 5, Sz " " :
Z Percent . .28 15.0% 15,18 16.3% 3.9 13.3% L 13.86
Regotiated y— n " " 1,03 13,650 16,258 17,573 20,38 21,28 19,738 2
- Percent 85.8% 85.08 akh. 83.7% 8618 (1 86,28 . 9 |
FOR WORK QUTSIDE U. 8. 62 1,31 118 1,411 1,01 1,406 1,602 1, bbb 1,410 1,226
Pormally Advertised - Amount 111_ ﬁi 5# = :id 163 pr: 157 @] i
- Percent -- 2.3% 1.4 6.2% 6.4% 11,48 11.8% 15.66 o] |
Regoilated - Amount iy ™ o 1 1,0 1,31 by 1,280 1,24 1,0 |
o = Percent - o % Bé—éi Bf'%; E
EDUCATIORAL AND ROR-PROFIT IKSTTIUTIONS b/ RA_ RA TR 7Y RA NA 261 oo ;8_0 :-'a |
Formally Advertised - Amount LD P > |
- Percent 0.1% 0.5% 0.1% 0.1% 5 |
|
Hegosiased - Amount 261 392 400 380 ] |
- Percent 99.9% 99.2% 99.9% 99.9% ry j
WITH BUSINESS FIRMS FOR WORK IN THE U. 8. 82; b1, 482 822 11,448 pL] 17,750 19,1 21,8 22,74 21,302 -] |
Forvally Advertised - Amount 2R | s I ! , , " 578 - o |
- Percent 12.1% 10.8% 1.6 15.66 16.0% 15.9% 176 1.3 13.64 1h.08 > a |
; g
Bogotisted - ‘Amount 27,103 37,003 24,73 9,659 12,54k 14,935 15,812 18,712 19,655 18,324
rite T Pereens o7.9% 85.2% ] HAGH 8loos 8lo1% 85.64 85,78 85.4% B.0f ~ =4
WITH SMALL BUSTNESS FIRMS 6,4 066 4,608 2,502 E,m i,h;g E,-(;% uio E
Formally Advertised . Amount o 7 2, 2,035 , . i » hé _i‘% i |
- Percent 28.08 36,08 ub.2g 39.64 W5 50,48 52 % H.e h.28 2 |
Rogotiated - Amount 1,637 L, 521 2,573 1,752 1,713 1,725 1,810 1,935 2,317 2,265 e |
- Percent 72. o 55.88 Jig 53.3%. 49,68 VT.8% 51.9% 61.28 65.9% |
Wmm on Coverega. - |
J Prior to Fiscal Year 1957, dats on educationsl and non-profit institutions were included in the data for "Business Firms for Work in the U. 8." . |
*  Less than $500,000

R Mot Av\l}lnbh.
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Toble Nt

NET VALUE AND NUMBER OF MILITARY PROCUREMENT ACTIONS UNDER FORMALLY ADVERTISED AND

NEGOTIATED CONTRACTS BY METHODS OF PROCUREMENTY

Fiscal Years 1959 and 1960

Net Value ($ 000) Number
Method of Procurement July 1958-June 1959 | July 1959.June 1960 July 1958-June 1959 | July 1959-June 1960
Amount |Percent] Amount [Percent| Amount [Percent] Amount JPercent
TOTAL
TOTAL #25, 312,065 $23,688,533 6,698,807 7,061,095
IRTRAGOVERRMENTAL 7 758,347 780,875 8LT,430 954,861
ALL OTHER - TOTAL 24,553,718 | 100.¢ | 22,907,658 | 100.0 2,851,467 | 100.0 6,206,234 | 100.0
FORMALLY ADVERTISED 3,255,682 | 13.3 3,169,521 | 13.8 283,220 4.8 213,256 LS5
REGOTIATED WITH FRICE COMPETITION (Subtotal) 017, 40! 12, 2,880,02 12.6 426 0. 61 1.0

Small Business Restricted Advertising "‘30‘}‘"53',5 T;.z" ""53;,&3 1.5 5,807 | O, 'ng% o.T

Small Business and Labor Surplus Set-Asides b/ 437,259 1.8 313,862 1.4 22,848 0.4 28,611 0.5

Other , 278,586 9.3 2,230,232 9.7 24,7 | ok 21,205 0.k
KEGOTIATED PROCUREMERT OF $2,500 OR LESS ¢,

{Price Competition Obtained on Actions of $100 or More) 769,323 3.1 825,287 3.6 4,830,313 | 82.6 5,040,654 | B82.6
NEQOTIATED WITE ONE SOURCE 4/ 16,914,524 | 68.9 E,hzb,lﬂo 67.3 57,626 1.0 57,218 0.9
REGOTIATED-COMPETITIVE STATUS URKNOWN 596,784 2.4 608,357 2.7 626,882 | 10.7 673,354 | 1.0

ARMY
TOTAL $ 6,008,638 $ 5,882,216 2,865,072 2,934,512
INTRAGOVERRMENTAL 248,148 256,265 384,088 407,208
ALL OTEER - TOTAL 5,760,450 | 100.0 5,625,951 | 100.0 2,480,984 | 100.0 2,527,304 | 100.0
FORMALLY ADVERTISED 1,354,454 23.5 1,347,685 24.0 101,068 IS 8 99,198 3.9
XEGOTIATED WITH PRICE COMPETITION (Bubtotal) 1,160,131 | 20.2 1,070,359 | 19.0 29,220 1.2 31,235 1.2

Emall Business Restricted Advertising 129,902 2.3 114,710 2.0 2,585 0.1 1,980 0.1

Gmall Business and Labor Surplus Set-Asides b/ 190,244 3.3 112,830 2.0 10,265 0. 12,164 0.5

Other 839,985 { 1h.6 842,819 | 15.0 16,370 0.7 17,091 0.6
ERGOTIATED PROCUREMENT OF $2,500 OR LESS of

(Price Competition Obtained on Actions of $100 or More) 340,254 5.9 358,042° 6.4 1,996,766 80.4 2,034,215 80.5
WEQOTIATED WITH ONE SOURCE &/ 2,558,898 | hb.b 2,504,356 | Lk.5 14,310 0.6 14,652 0.6
MEGOTIATED-COMPETITIVE STATUS UNKNOWN 346,753 6.0 345,509 6.1 339,620 | 13.7 348,004 | 13.8

5 For definitions and coverags, ses Notes on

Coverage.
Excludes set-asides accomplished through small business restricted advertising.

iJ/ Within U, 8.

A sample taken in Fiscal Year 1959 indicated that st least 83% of this procurement followed design or technical campetition.

01
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Table 11 (Concluded)

Net Value ($ 000) Number
Mothod of Procurement July 1958-June 1959 | July 1959-June 1960 July 1958-Junc 1959 ] July 1959-June 1960
Amount |Percent] Amount Percent] Amount |[Percent] Amount |Percent
NAVY

TOTAL $ 7,670,313 $ 7,420,636 2,075,464 2,283,664

INTRAGOVERNMENTAL 141,219 154,319 194,534 258,636
ALL OTHER - TOTAL 1,530,094 | 100.0 1,266,317 | 100.0 1,880,930 | 100.0 2,025,028 |100.0
FORMALLY ADVERTISED 1,357,085 | 8.0 1,364,352 18.8 74,486 k.o 72,601 3.6
NEGOTIATED WITH PRICE COMPETITION (Subtotsl) 1,223,974 | 16. 1,20 6.6 pLJ 0. 12,522 0.6
Small Business Restricted Advertising "'_53':% Tg' —‘-s%%% 0.9 'Tf%ﬁ "-i 'I:‘fR o1
Small Business and Labor Surplus Set-Asides b/ 215,930 2.9 188, 428 2.6 5,326 0.3 6,028 0.3
- Other 948,T73| 12.6 950,272 | 13.1 3,798 0.2 5,028 0.2

NEGOTIATED PROCUREMENT OF $2,500 OR LESS c_/

(Price Competition Obtained on Action of $100 or More) 207,815 2.8 2k3,325 3.3 1,680,846 | 89.4 1,816,079 | 89.7
REGOTIATED WITH ONE SOURCE &/ 4,647,158 61.7 4,350,091 59.9 16,972 0.9 16,297 0.8
NEGOTIATED-COMPETTTIVE STATUS UNKNOWN 94 ,062 1.2 100,570 | 1.4 98,291 5.2 107,529 5.3

AIR FORCE
TOTAL $11,632,134 $10,385,681 1,758,361 1,842, 91
INTRAGOVERNMENTAL 368,980 370,291 268,808 289,017
ALL OTHER - TOTAL 11,263,134 | 100.0 | 10,015,3% | 200.0 1,889,553 | 100.0 1,553,902 | 100.0
FORMALLY ADVERTISED 544,143 4.8 457,484 4.6 107,666 7.2 101,457 6.5
NEGOTIATED WITH PRICE COMPETITION (Subtotal) I3 .6 601,685 6.0 13,671 . 11,EJ§ 1.2

Small Business Restricted Advertising , 387 i._o 1,922 5 2,'05 6?% 2,530 6.2

Small Business opd Labor Surplus Set-Asides b/ 31,085 0.3 12,622 0.1 7,257 0.5 10,419 0.7

Other 189,828 4.3 437,181 b.b 4,603 0.3 5,086 0.3
NEGOTIATED PROCUREMENT OF $2,500 OR LESS ¢/

(Price Competition Obtained on Action of $100 or More) 221,254 2.0 223,920 2.2 1,152,701 7.4 1,190,360 176.6
NEGOTIATED WITH ONE SOURCE of 9,708,468 86.2 8,570,023 | 85.6 26,34k 1.8 26,329 1.7
NEGOTIATED-COMPETITIVE STATUS UNKNOWN 155,969 1.4 162,278 1.6 188,971 | 12.7 217,821 | 1b.0

¥or definitions and coverage, see Notes on Covers,

Within U, S.

e

Less than 0.05 per cent.

Excludes set-asides accomplished through emall business restricted ndvertising.

A sample taken in Fiscal Year 1959 indicated that at least 83% of this procurement followed design or

techaical competition.
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Table 12
NET VALUE OF MILITARY PROCUREMENT ACTIONS UNDER FORMALLY ADVERTISED AND NEGOTIATED CONTRACTS
BY NEGOTIATION AUTHORITY Y

Fiscal Years 1959 and 1960
{Amount in Thousands)

43!

July 1958-June 1959 July 1959-June 1960
Negotiation Authority Total Army Navy Air Force Total Army Novy Air Force
Amount Percant Amount Amount Amount Amount Percent Amount Amount Amount
ALL ACTIONS, TOTAL 425,312,065 45,008,638 | $T,670, 313 | 411,632,114 423,688,533 $5,882,216 | $7,420,636 | 410 2681
INTRAGOVERIWENTAL 758,367 248,148 141,219 368,980 780,875 256,265 158,319 370,291
FORMALLY ADVERTISED 3,255,662 1,356,456 | 1,357,085 544,143 | 3,169,521 1,347,685 [ 1,368,352 457, 488
REGOTIATED b/ 21,208,036 | 200,06 | 4,506,036 6,173,009 10,718,991 | 19,738,137 | 100.0% b,278,266 5,901,965 | 9,557,906
s“t?u)’ ) { ) 473,606 42 1 b 18; 519,861 o8 16, 64
Naticnal Emergency (Sub-Total 2.2 b 1 1 1 2.2 1 [T 1
a) Labor Burplus Area & Industry Set-Aside ﬁfm 0.5 ‘85,75; E‘,‘?‘Bs §§,§u% _37‘2,315 6.2 ) =55 3
b) Small Business Set-Aside (Unilateral) 6,280 0.3 30,606 4,655 26,019 €0,391 0. 19,261 5,320 35,810
¢) Disaster Area Sez-um _/ - - - - - - - - - -
4) Exper 1 or Mot
More Than uoo 00 250,090 12 89,024 8,359 86,707 289,805 15 101,604 80,022 108,179
(e) Modifications Authorized By m-ung Contract
Hegotiated Prior to Jamuary 1, 195 k0,750 0.1 {-)63,112 55,345 18,517 32,323 0.2 (~)hhy 26,497 6,267
(2) Public Exigency 199,218 0.9 41,140 81,283 76,795 143,924 0.7 17,320 36,742 89,862
(3) Purchases Not More Than $2,500 769,323 3.6 340, 25% 207,815 221,254 825,287 4.2 358,042 243,325 223,920
ghg Fersonal or Professicnal Services 81,665 0.b 42,387 13,492 25,786 , 58,563 0.3 24,559 1,218 22,786
5} Services of Fducational Institutions 335, ‘818 1.6 89,814 84,799 161,205 290,645 1.5 60,196 113,068 125,781
€) Purchases Qutsids U. 8. 1,117,228 5.2 59%, 554 319,539 203,135 940, 321 4.8 505,092 257,13 177,916
T) Medicines or Medical Supplies 33,959 0.2 408 33,018 533 53,228 0.3 622 51,428 1,178
8) Supplies Purchased for Authorized Resale 128,555 0.6 99,514 1,769 17,272 135,966 0.7 107,557 7,796 20,613
9) Perishable or Non-Perishable Subsistence ,096 2.3 4Th, 201 1,986 3,969 b1, 764 2.2 436,632 2,674 2,458
{10) Impractical to Secure Competition by Formal
Advertising 3,966,992 18.6 81, 3h2 1,298,439 2,187,211 3,323,626 16.8 479,158 990,338 1,854,130
(11) Experimental, Developmental, Test or Research 4,027,675 18.9 487,228 503,657 3,036,790 4,390,450 22.2 556,252 635,961 3,198,237
(12) Classified Purchases . 630,148 3.0 100,733 517,293 12,122 964,087 4.9 90,234 874,281 (-)u28
(13) Technical Requiring zation
and Interehangeability of Parts 12,897 - 5,515 7,286 96 38,014 0.2 25,252 12,762
(1%4) Technical or apcmued Sunue- Eequu-ing
Initial
" Period of Preyant!.on for Hum.hccure 7,022,201 33.0 284,379 2,308,903 4,428,919 6,034,520 30.6 464, 612 2,075,603 3,494,205
{15) Negotiation After Advertising 2,268 » 187 939 1,142 5 » - 2k 51
{16) Purchases to Keep Facilitics Available in the
Interest of National Defense or Industrial
Nobiliration 1,345,573 6.3 9ak, 096 362,521 38,956 913,761 4.9 781,689 185,529 46,543
(17) Othervise Authorized by Law 670,814 3.2 278,067 267,126 125,621 696,145 3.5 260,966 267,489 147,690

LNIWIEND0dd ZUVIIIIN 40 LOVAWI HNIDNAIY

s/ TFor definiticns and coverage, see Notes on Coverage.

b/ Statutory suthority for negotiation 1s contained in 10 U.S.C. 2304(s) vhich specifies 17 on 18
Ho disaster areas vere designated by the President for procurement purposes during fiscal years 1959 and 1960

¢  Less than 0.05%.
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Table 13

NUMBER OF MILITARY PROCUREMENT ACTIONS UNDER FORMALLY ADVERTISED AND NEGOTIATED CONTRACTS,

BY NEGOTIATION AUTHORITYE/
Fiscal Years 1959 and 1960

July 1958-June 1959

July 1959-June 1960

Negotiation Avthority Total Army Navy Air Force Total Army Navy Air Forco
Number |Percent Number Number Number Number Porcent Number Number Number
ALL ACTIORS, TOTAL 6,698,897 2,865,072 2,075,464 1,758,361 7,061,005 2,934,512 2,283,664 1,842,919
INTRAGOVERRMENTAL 847,430 384,088 19,534 268,808 954,861 4ot,208 258,636 289,017 V'
FORMALLY ADVERTISED 283,220 101,068 Th, 486 107,666 273,256 99,158 72,601 101,457
REGOTIATED b/ 5,568,247 100. 2,379,916 1,806, sty 1,381,887 5,832,978 100.0% 2,488,106 1,952,427 1,452, 45
Sactlt)m 2304(a) ¢ .
1) Rational Pmergency (Sub-Total) 2 ,ggg 0.5 10 6,858 14 28,818 0. 12,622 6,332 83b
a) Labor Surplus Area & Industry Set-Aside 2,262 0.1 'ﬁ'é?l 573 L%r‘a 'i‘:Tﬁ _-2 5 E5§
b) Small Business Set-Aside (Unilsteral) 9,659 0.2 3,999 1,588 4,072 14,019 0.3 6,428 1,693 5,898
c) Disaster Area Set-Aside cf - - - - - - - - - -
4 1, Devel tal or
Not More Than $100,000 11,218 0.2 4,616 3,927 2,705 12,752 0.2 5,555 4,203 2,994
(e) Modifications Authorized by Existing Contract
Regotisted Prior to January 1, 1 1,761 » 326 TI0 665 652 * 109 266
(2) Public Exigency ' 7,832 0.1 1,571 3,709 2,536 10,310 0.2 bab 3,025 6,871
(3} Purchases Not More Than $2,500 4,830,313 86.8 1,996,766 1,680,846 1,152,701 5,040,654 86.4 2,034,215 1,816,079 1,150,360
(4) Pereonal or Profeseional Services 6,877 0.1 2,965 . 2,329 1,583 4,168 * 1,600 489 2,079
{5) Services of Educational Institutions 6,805 0.1 1,801 1,170 3,834 6,768 0.1 + 1,514 1,24k 4,010
6) Purchases Outside U. 5. 492,131 .9 280, b2k 65,891/ 145,816 536,999 9.2 294,515 78,038 v 164, 446
7} Medicines or Medical Supplies 1,538 » 73 1,061 Lok 2,550 » 1,716 735
(8) Gupplies Purchased for Authorized Resale 29,385 0.5 13,913 . 9,215 6,257 27,799 0.5 14,273 5,686 7,840
(9) Perishable or Fon-Perishable Subsistence 14,1432 0.8 40,120 1,705 2,603 39,721 0.7 36,368 2,431 928
{10) Inpractical to Secure Competition by Formal .
Advertising 90,667 1.6 20,838 23,689 46,140 96,395 1.7 20,800 25,458 50,137
{11) Experimental, Developmental, Test or Research 4,288 0.1 1,400 2,088 5,433 0.1 949 1,545 2,899
12) Classified Purchases 1,455 » Tou 652 79 1,254 » L7 8h2 5
13) Technical zation
and Interchangesbility of Parts 389 * 1 3T 1 318 - 68 250 -
(14) Technical or Specialized Supplies Requiring
ol Initial or
Period of Preparation for Mamufacture 6,808 0.1 537 1,755 4,716 8,947 0.2 1,313 2,332 5,302
(15) Negotistion After Advertising 19 * 2 10 7 10 . - 3 7
(16) 'Purchases to Keep Facilities Available in the
Interest of National Defense or Industrial
Mobilizetion 2,300 0.1 1,829 438 33 2,063 - 1,576 432 55
(17) Othervise Autborized By Law 18,078 0.3 7,374 5,329 5,315 20,765 0. T,343 6,485 6,937
8/ For definitions aod coverage, sec Notes on Covernge.
y Statutory authority for negotiation is contained in 10 U.S.C. 2304(e), which epecifies 17 circumstances vhen negotiation is permitted.
¢/ Ho disaster aﬁr;u were designated by the President for procurement purposes during fiscal years 1959 and 1960,
* Leas than 0.
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Table 14
NET VALUE AND NUMBER OFf MILITARY PROCUREMENT ACTIONS UNDER FORMALLY ADVERTISED AND NEGOTIATED CONTRACTS,
BY NEGOTIATION AUTHORITYY
Fiscal Years 1957 - 1960

Less than 0,05 percent.

Net Value ($ 000) ) Number
Negotiation Authority FY 1957 FY 1958 -FY 1959 FY 1960 FY 1957 FY 1958 FY 1959 FY 1960
Amount | % | Amount | % | Amount | % | Amount | % | Number % | Number-] % | Number{ % [Number] %
ALL ACTIONS, TOTAL 21,457, 425 424,196, 977| 425,312,065 423,688,533 1,908,716, 5,131, 704 6,698,897 7,061,095
INTRAGOVERRMENTAL . - 426,389 531,179 758, 347 780,875 601,821 673,509 847,430 954,860
FORMALLY ADVERTISED 3,422, 662 3,281,856 3,255,682 3,169,521 315,866 275,041 . 283,220 273,256
NEGOTIATED b/ 11,372, 37%100.08 | 20,383, 9421100,0% | 21,298,036 [100.08 19,738,137 100.08 3,011,029 (100,08 4,183,154 [100.0%| 5,568,247 | 100.0% 5,832,978 | 200.08
Section 230k4(a) )
(1) National Emergency (Sub-Total) 2,056,026] 11.7 | 1,252, 04 413,606] 2.2 419,861 [ 2.2 5;,2;5 1. gz,ag 0. 25 0.4 2,818 | o
(n) Labor Surplus Area & Industry Bet-Aside X d %3 23 " 6.5 ‘&'7537,3 0.2 3 3 30 52 ‘éfggg R 3% %2
b) Gmall Business Set-Aside (Unilateral) 2716,648| 1.6 196,895 61,280 0.3° 60,391 | 0.3 5,815 | 0.1 9,715 | 0.2 9,659 | o.2 1,019 0.3
c; Disaster Area Set-Aside ¢, gr| » 12 o| 0.0 ol 0.0 13 » 3 * o| o.0 o| 0.0
4, 1, Devel 1 or
Lens than $100,000 201,025[ 1.2 224,651 1.1 | . 250,090 1.2 289,805 1.5 8,565 | 0.2 9,946 | 0.2 1,208 1 0.2 12,752 0.2
{e) Modification Authorired by Existing
Contract Negotiated Prior to ¥
Joguary 1, 1956 1,569,990} 8.9 794,628 3.9 40,750f 0.2 32,323 0.2 3,766 | 1.0 5,827 | 0. 1,761 J 652 .
52; Public Exigency 212,59 | 1.2 105,652 0.5 199,218] 0.9 143,924 0.7 12,235 0.3 4,844 | 0.1 7,8 0.2 ,310 | 0.2
3) Purchases Not More Than $2,500 &/ 463,219 2.6 602,112 3.0 769,323 3.6 825,287 4.2 | 3,328,414 | 83.0 { 3,658,668 | 87.5 4,830,313 { 86.8 | 5,040,654 { 86.4
§b) Personal or Professicnal Services 57,147( 0.3 58,759] 0.3 81,665 0.4 58,5631 0.3 6, 0.2 ,300 [ 0.1 6,8 0.1 ,168 »
5) Services of Educational Instituticns 248,941 | 1.is 3n,0i0) 1.5 335,818| 1.6 298,645 1.5 ,967 [ 0.2 6,733 | ©.2 6,805 | 0.1 6,78 | o.1
(6) Purchases Outside the U, 5. 1,262,533} 7.2 1,169,689 5.7 1,117,228} 5.2 940,321| 4.8 389,880 9.7 296,339 | 7.1 492,131 | 8.9 536,999 .
E'y Medicines or Medical Supplies 12,032| 0.1 6, 0.1 33,9591 0.2 53,228] 0.3 3,252 | 0.1 1,320 1,538 2,550 .
8) Bupplies Purchased for Authorized Resale: v 133,726 0.8 15,446 0.6 128,555| 0.6 135,966| 0.7 B, b7 | 1 32,041 | 0.8 29,385 { 0.5 27,799 | 0.5
(9) Perishsble or Non-Perishable Subsistence s/ 595,276 3.4 492,258 1 2.4 480,096 | 2.3 uh1, 764 2.2 74,170 | 1.8 52,608 | 1.3 w,h32 | 0.8 9,721 0.7
(10) Dmpracticable to Secure Competition by I :
Formal Advertising 3,452,T121 19.6 [ 3,648,404 | 27.9 | 3,966,992 18.6 | 3,323,626 [16.8 82,160 | 2.0 79,5713 | 1.9 90,667 { 1.7 96,395 | 1.7
n; Experimental, Developmental, Test or Research| 2,265,538 12.9/] 2,961, 4.6 | 4,027,675| 18.9 | 1,390,450 |22.2 2,604 | 0.1 3,79 | ol i, 0.1 5,433 | 0.1
12) Classified Purchases 518,965 .0 315,018] 1,5 630,148 3.0 964,087 | 5.9 156 1,290 1,455 - 1,254 *
13) Technical on
and Interchangeability of Farts 48,2131 0.3 9,843 » 12,897| 0.1 38,016 [ 0.2 89 * 210 » 389 * n8 »
(14) Technical or Specialired Supplies Requiring
1 Initial or
Period of Preparation for Mamfscture 4,907,006 | 27.9 | 7,439,560 36.5 7,022,2011 33.0 6,034,420 {30.6 2,5254{ 0.1 4,873 0.1 6,808 | 0.1 8,47 | 0.2
15) Negotiation After Advertising 753 * 1,006[ ~ + ,268( ~ * 751 * 16 * 49 » 19 - 10 »
16) Purchases to Keep Facilities Availabel in the ~
Interest of National Defense or Industrial .
Hobiliration 1,254,9681 7.1 | 1,M2,136| 7.1 | 1,385,573] 6.3 93,76 | 4.9 1,102 » 2,061 | 0.1 2,300 * 2,063 .
(17) Othervise Authorired by Law 82,543] 0.5 6,438 2.2 670,814 3.1 696,145 | 3.5 2,519 | 0.1 7,464 | 0.2 w,0m | 0.3 20,765 | 0.4
E/ For definitions and coverage, see Notes on Coverags.
B/ Btatutory suthority for negotlation is conteined in 10 U. 8. C. 2304(a), which specified 17 vhen 10
o/ Ko disaster areas were designated by the President for procurement purposes after fiscal year 1956. Figures shown relate to modifications of contacts ewarded in fistal year 1956.
&/ Prior to passage of Publie Law §5-800 (August 2, 1958) Authority 3 applied only to procurement actions of not more than 41,000, and acticns of $1,000 - $2,500 were inciuded as a part of Authority 1.
Por comparative purposes, all ections of 32,500 or less arc shown under uthority 3. :
¢/ Prior to passage of Public Lav 85-800 (August 28, 1958) Authority 9 epplied only to procurement of perishable subsistence. Prior to this time Pprocurement of non-perishable subsistence was included
as 8 part of Authority 1., For comparative purposes all perishable and non-perishable subsistence procurement setions are shovn under Authority 9.
. .
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Table 15

NET VALUE AND NUMBER OF MILITARY PROCUREMENT ACTIONS
BY TYPE OF CONTRACT PRICING PROVISIONY

Fiscal Years 1959 and 1960

Net Value ($ 000) * Number
Type of Pricing Provision July 1958-June 1959 | July 1959-June 1960 | July 1958-June 1959] wly 1959-sune 1960
Amount [ Yo Amount I % Numbu[ Yo Number ] %
TOTAL
GRAND TOTAL 425,312,065 T | $23,688,533 6,696,897 7,061,095
INTRAGOVERRMENTAL 758, 347 780,875 847,430 954,861
ACTIONS OF LESS THAN $10,000 b/ 1,680,383 1,726,172 5,730,723 5,988, 244
(\CTIONS OF $10,000 OR MORE b/ 22,873,335 | 100.0% 21,161,486 | 100.0% | 120,784 | 100.0% 17,9% | 100.0%
FIXED PRICE TYFE, TOTAL 13,520,280 .1 12,159, 76; b 102,144 | 84.6 82.8
Fim 7.2'9'5,531 3.8 5,&5,515 i 87,513 | 7% ?u,gg 1.8
Redeterminable 1,070,589 w7 1,298,138 6.1 4,358 3.6 3,320 2.8
Incentive 3,508,293 15.3 2,879,199 13.6 6,480 5.4 5,569 b7
Escalation 1,442,806 6.3 1,336,611 6.3 3,893 3.2 4,156 3.5
COST REIMBURSEMENT TYPE, TOTAL oks | k0.9 021,72 42.6 18,600 | 15.% 2,2 17.2
No Fee 3.0 5 Z.2 '253. 0! 'Ll?;q.
Fixed Fes 7,836,391 | 3.3 1,803,569 | 36.8 12,371 | 1.2 uyz@ | 1201
Incentive Fee Th1,247 3.2 672,899 3.2 560 0.5 ggb 0.6
Time and Materials 76,701 0.3 6l kg 0.3 1,126 0.9 1,089 0.9
Labor Hour 12,126 0.1 14,360 0.1 215 0.2 0.2
ARMY
GRAND TOTAL $ 6,008,638 $ 5,882,216 2,8 2 2,934,512
INTRAGOVERNMENTAL 248,148 256,265 384,088 407,208
ACTIONS OF LESS TEAN $10,000 b/ 799,274 806,137 2,433,813 2,482,152
ACTIONS QF $10,000 OR MORE b/ [ 216 | 100.0% 4,819,814 {100.0% v,a71 | 100.0% k5,152 | 100.0%
FIXED PRICE TYPE, TOTAL 161,68 63. 101 [ SO 81.8 86.2
T bt | 1 | R | 3| B 6| 2 | 83
Redeterminable 325,123 6;5 510,253 lgg 1,65: 3.4 1,512 g-g
Incentive o * o
Escalation 43,022 0.9 49,969 1.0 525 1.1 699 1.5
COST REIMBURSEMENT TYFE, TOTAL 1 36.3 1,717,894 .6 4| 12.2 6,221 13.8
Yo Fee ' 156,65 3.9 135,075 | ‘5% ;j:ﬁg =z 1,213 2.7
Fixed Fee 1,575,636 | 31.8 1,558,252 | 32.3 3,752 | 8.0 4,489 9.9
Incentive Fee - 0.0 247 * - 0.0 1 *
Time and Materials 21,425 0.4 21,542 0.4 284 0.6 350 0.8
Labor Hour 9,820 0.2 12,778 0.3 180 0.4 168 0.b

g/ For definitions and coverags, see Notes on Coverage.
b/ Except Int: tal.
*  Less than 0,05 percent

9¢1
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Table 15 (Concluded)

Net Value ($ 000) Number
Type of Pricing Provision Wly 1958-June 1959 | July 1959-June 1960 | July 1958-June 1959 | fuly 1959-June 1960
Amount l % l Amount l % Number I % [ Number l %
NAVY
GRARD TOTAL $ 1,671,113 $ 1,420,635 2,075,464 2,203,664
INTRAGOVERRMENTAL 141,219 154,319 194,534 258,636
ACTIORS OF LESS THAN $10,000 b/ 402,738 ko, 64l 1,847,043 1,990,789
ACTIONS OF $10,000 OR MORE b/ 7,127,356 | 100.08 6,825,612 | 100.0% 33,887 | 100.04 34,239 | 100.0%
PIXED PRICE TYPE, TOTAL 263,762 5 LY 10! 0. 3] 85, 28,68 8h.4
s 2oiks | B3 a2 | B3| 2% | B | B | w3
Redeterminable 376,109 5.3 453,776 6.7 861 2.6 571 1.7
Incentive 824,659 | 1.6 396,412 | 13.1 2,036 6.0 1,570 4,6
Escalation 1,384,131 | 19.4 1,272,052 | 3B.6 3,107 9.2 3,131 9.1
COBT REDMBURSEMENT TYPE, TOTAL 1,863,59% | 26.1 2 26 . LS pUN 15.6
Fo Fee ’ —‘gj;!%ﬁ T8 5,590 g%% 3.3 ) —g_f
Fixed Fee 1,646,713 | 23 1,868,797 | 21.4 3,676 | 10.8 4,098 12.0
Incentive Pee , W47 1,2 2,132 0.8 4 . 2 .
Time and Materials 2,796 . " - 123 0.4 100 0.3
Labor Bour 1,836 » 1,168 . 15 » pts .
AIR FORCE
GRAID TOTAL 41,632,100 410,385,651 L,T58,36 1,862,919
INTRAGOVERIMENTAL 368,980 370,291 268,808 289,017
ACTIONS OF LESS THAN 410,000 b/ 478,371 479,390 1,449,867 1,515,303
ACTIOKS OF $10,000 OR MORE b/ 10,784,763 | 100.0% 9,536,000 | 100.0% 39,686 | 100.0% B,59 | 100.08
FIXED PRICE TYPE, TOTAL z,oglakb 4.2 L2614 Wb, i 80.0 2. 7.
Fim K ’ 2,035, !g“B , 529, 2 2§,l7§ 53.% % X
Redeterminable 369,297 3.4 334,093 3.5 1,883 L7 1,230 3.2
Incentive 2,683,012 | 249 1,982,787 | 20.8 4,430 | n.2 3,999 10,4
Escalation 15,653 0.1 14,590 0.2 261 0.7 326 0.8
COST REIMBEURSEMENT TYPE, TOTAL 689,91 2.8 b, 562 | 55.3 20.0 8,684 22,
Yo Peo ’ . 3.8 , .5 , 3 , 5.3
Pixed Tee 4,613,984 | k2.8 b,376,k20 | 45.9 k943 | 12,5 5,691 2h.7
Incemtive Fee 658,800 6.1 620,520 6.5 556 1.4 671 1.7
Time and Materials 52,480 0.5 ,327 0.k % 1.8 639 1.7
Labor Hour 570 . 5% » 20 0.1 21 0.2

" Por definitions and coverage, seec Notes on Coverage.
Except Intragovermmentsl.
Less than 0.05 percent.

e
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Table 16
NET VALUE OF MILITARY PROCUREMENT ACTIONS
BY TYPE OF CONTRACT PRICING PROVISIONY

Fiscal Years 1951 - 1960

Type of FISCAL YEARS
; Pricing Provision 1951 1952 1953 I 1954 1955 1956 [ 957 l 1958 1959 1960
: Net Value ($ 000)
] TOTAL b/ $21,458,131 $34,027,996 | $29,285,004 | $10,941,854 $13,661,308 | $16,101,941 $11,'221,053 $22,161, 627 35;313 335 | 321,181 186
FLXED PRICE TYPE, TOTAL 803613 | 295,70 | 238,219 | LIOLTS | 10,365,840 | 11,200,693 | 1L,505,425 | 13,368,816 13,520,289 | 12,159,763
Firm : .
9,426,234 | 10,128,940 9,307,381 4,157,793 5,418,631 5,859,400 6,360,956 6,168,679 7
T R UEG | hpm g fmm| B LER) GER) [ag) raw
‘ 2,756,1 3,126,3 3,096,550 | 3,210,857 253,712 ’
| Escelation '151:981 '622:2\!;7 '652:8&0 ’15&}:&& '107:258 ‘668:352 '875:'699 1:335:15“ ia:ksgg:ﬂegg f:g;gﬁgf
: COST RETMBURSEMENT TYPE,
i TOTAL 2,721,998 | 6,074,206 5,926,805 3,234,101 3,295,468 | 5,881,248 | 6,001,628 8,772,811 9,353,006 021,72
| Jo Feo 855,019 | 1,523,065 | 482,099 28,7 | 363
‘ =i men 2 n 626,198 338,635 616,629 €86, 581 466,546
i Hesdtes 1,852,066 | 4305583 u,ggiggg z.gggifg 2'235335 3&32;1?;3 s.ﬁigg T2 | 763651 | 7,608 068
‘ - : 703,175
| Time end Materials of 2,933 41,63 33,802 61,517 45,35 €3,703 72,722 8,789 Ty | e
i . Percent
i Total b/ 100.0% 100, 100.0% 100, 100. 200.04 100.0% 100.0% 100.0% 100.0%
FIXED FRICE TIPE, TOTAL 1.3 82,1 -8 105 15:9 6.1 6.6 @b 59.1 7.k
Fim 43.9 29.8 31.8 38.0 39.7 36.4 35.3 2.8
et ol B3| OB | 23 B 22| g | o ze | ae
. X . X . . . 19.2
Escalstion 0.7 1.8 2.2 jor 0.8 b2 4.9 X 23 12:?
COST REIMBURSEMENT TYPE, -
‘ TOTAL 12, 7.9 2.2 2.5 2.1 ».3 334 .6 0.9 2.6
3 Ro Fee b0 L5 1.6 2.6 2.7 3.9 1.9 2.8 o
8 . . . . . . . 2.
Tocentive Fee 8.6 13.3 16.3 23.8 .7 &1 9.9 3.2 53 %6
- - o . . . 1.2 2 .
Tine and Masterials ¢/ 0.1 0.1 0.1 0.6 0.3 o.h 0.4 g.h 3 : ?,E

3/ For definitions and coverage, see Notes on Coverage. Excludes data for the Armed Services Petroleum Procurement Agency (ASPPA) from July 1950 thru December 1956,
but includes dats for the Military Petroleum Supply Agency, the guccessor to ASPPA, beginning January 1, 1957. Excludes Army procurement overseas prior to fiscal
| year 1958, and also excludes some Navy letters of intent in fiscal years 1951 and 1952 for which type of pricing provision was not determined.
! b/ Includes actions of $10,000 or more except in fiscal year 1951 when Navy actions of $5,000 or more and Army actions of $100,000 or more were included.
¢/ Includes Labor-Hour contracts.
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Table 17
NUMBER OF MILITARY PROCUREMENT ACTIONS
BY TYPE OF CONTRACT PRICING PRO\IISIONE/
Fiscal Years 1952 - 1960

Type of ' FISCAL YBARS
Pricing Provision 1952 1953 1954 w9ss | 1956 | 1957 | aese | 1959 | 1960
Number
Total b/ 114,993 93,125 15,596 16,55 84,333 95,4 108,260 120,74 117,99
FIXED PRICE TYPE, TOTAL 109,396 81,718 68,866 68,063 13,000 81,277 91,305 102,144 LTI
P 9k, 502 72,356 53,867 60,329 | 63,110 70,92 T8, 244 87,413 84,690
Releterminadle 9,597 7,158 6,863 3,820 3,816 3,981 4, 562 358 3,320
Incentive 592 1,239 922 2,538 2,511 3,662 4,505 6,480 5,569
Escalation 4,735 6,625 1,214 1,367 3,563 2,113 3,994 3,893 4,156
COST REIMBURSEMENT TYPE, TOTAL 5,661 5,h07 6,73 8,526 11,333 1h,164 16,964 18,600 20,255
No Fee 2,191 1,905 2,413 2,794 3,311 4,321 b, 748 4,328 k,011
Fixed Pee 3,18 2,981 3,652 5,204 1,217 8,79 10,792 12,371 1k,
Incentive Fee - 164 222 120 W6 m 214 560 674
Time end Materials o/ 318 357 43 408 599 933 1,210 1,341 1,292
Percent
TOTAL b/ 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
FIXED PRICE TYPE, TOTAL 95.1 94,2 1.1 8.9 86,5 85.2 8s.3 84.6 82.8
Piro 82.2 7.7 T9.2 78.8 T4.8 Th.3 72.3 T2.4 7.8
Redeterminable 8.3 8.1 9.1 5.0 4.5 b2 b.2 3.6 2.8
Incentive 0.5 1.3 1.2 3.3 3.0 3.8 4.1 5.4 %
Escalation 41 7.1 1.6 1.8 .2 2.9 3.7 3.2 3.5
COST REIMBURSEMENT TYPE, TOTAL [X] 5.8 8.9 11.1 13.5 14.8 15.7 15.4 17.2
Ko Fee 1.9 2.0 3.2 3.6 4.0 4.5 'R 3.6 3.4
Fixed Fee 2.7 3.2 4.8 6.8 8.6 9.2 10.0 10.2 12,1
Incentive Fee - 0.2 0.3 0.2 0.2 0.1 0.2 0.5 0.6
Time and Materials ¢/ 0.3 0.4 0.6 0.5 0.7 1.0 1.1 1.1 11
H
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For definitions and coverage, see Notes on Coverage. Excludes data for the Armed Services Petroleum Procurement Agency (ASPPA) from July 1951 through December 1956,
but includes data for the Military Petroleum Supply Agency, the successor to ASPPA, beginning January 1, 1957. Excludes Army procurement overseas prior to fiscal
year 1958, and also excludes some Navy letters of intent in fiscal year 1952 for vhich type of pricing provision was not determined.

Includes actions of $10,000 or more.

Includes Labor-Lsur Contracts.
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NOTES ON COVERAGE

00ve§e. This report includes prime contracts exe-
cuted by the military departments and procurement agencies
of the Department of Defense, to obtain military supplies,
services, or construction. All new prime contracts are in-
cluded, regardless of the amount; debit or credit changes
in contracts are included only if they involve $10,000 or
more. The reports submitted by the departments as of the
dates specified in this report are intended to include all
contracts and amending actions executed up to that date,
insofar as practicable. In practice, there is some lag in
contract reporting, and some contracts may be unavoidably
omitted from the statistical reports for the month in
vhich they were approved.

Prime Contracts are defined as contractual instruments
vhich obligate funds to obtain supplies, gervices, or con-
struction. (An amendment to a prime contract may deobli-
gate funds.) New or superseding definitive contracts, pur-
chase orders, and the funded portion of preliminary con-
tractusl instruments, such as letters of intent and letter
contracts are included in this report. Contracts. which do
not obligate a firm total dollar amount, or do not speeify
a fixed. quantity, such as open-end, indefinite quan'tity,
or term contracts, are not included in this report. How-
ever, jJob orders, task orders, delivery orders, or any oth-
er orders against such contracts are included.

Procurement Action as used in this report refers to an
action which officially awards, emends, or othervise offi-
cally changes a prime contract. A Procurement action thus
may be a new prime contract, or a debit or credit change
in a contract, such as an amendment » supplemental agreement
change order, cancellation, or termination that changes the
total amount of funds obligated.

Intra-governmental Purchases include ga! Inter-depart-

mental Purchases, pade from or through agencies of govern-
ment other than the Department of Defense, and (b) Inter-

service Purchases, which are orders placed by one military

technical service, bureau or command, against open-end or
indefinite quantity contracts executed by other military
technical services, bureaus or commands or by a Joint pur-

MILITARY PRIME CONTRACT AWARDS

chasing egency. (Requisitions or other means of transfer-
ing supplies within or between military departments are
not included in this report, because they do not increase
or dec;ease the total obligations of the Department of De-
fense,

Net Value refers to the net change in the amount of
obligations resulting from debit and credit procurement
actions recorded during the period. Debit procurement
actions are all new contracts plus contract changes that
increase the amount of obligations by $10,000 or more.
Credit procurement actions are contract modifications that
decrease the amount of obligations by $10,000 or more.

Location of Work. The location of work is the Place
where the item 18 to be manufactured, assembled or other-
wvice supplied by the prime contractors,the place where the
service is to be performed, or the site where the comstruc-
tion is to take place.

Reports from the three military departments for fiscal
year 1954 and subsequent years provide d1information as to
contracts under which the work is to be performed (1) with-
in the United Btates, including its territories and posses-
slone and the Commonwemlth of Puerto Rico, and (2) outside
the United States as so defined. .

The date on location of work for periods prior to Fis-
cal year 1954 are not precisely comparable. Available re-
ports for fiscal year 1953 include data on contracts award-
ed by procurement offices located in the Continental United
States, for work to be done within Continental United
States. These data for fiscal year 1953 therefore differ
from those for fiscal year 1954 &nd subsequent years in
that they exclude data on awards for work to be done in the
territories and possessions, and the Commonwealth of Puerto
Rico from the United States figures.

For fiscal years 1951 and 1952, the available reports
for the Department of Defense as a whole Provide informa-
tion on contracts awarded by procurement offices located in
the Continental United States. While most of those con-

114!
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tracts are for work to be dohe in the United States in-
cluding territories and possessions, and the Commonwealth
of Puerto Rico, somé contracts are for work in forelgn
countries. Data for these years therefore are roughly
but not exactly comparable to current reports.

Business Firms. Included in the data on awvards to
Business Frirms are data on swards to companies, individ-
uals and partnsrghips with which the military departments
have contracts for work performance within the United
States, including the Commonwealth of Puerto Rico, and
other, regions: administered by the U. S. »
Firm in general is a concern that is independently ovned
and operasted, 1s not dominant in its field of operations,
and with its affiliates, employs fewer than 500 employ-
ees, or is certified as a small business concern by the
Small Business Administration. There are a number of im-
portant exceptions to the general rule concerning employ-
ment of less than 500 persons: (1) in the petroleum re-
f£ining industry a small concern is one whose employment
does not exceed 1,000 persons and whose crude oil capac-
ity from owned and leased facilities 1s not more than
30,000 barrels per day; (2) in the construction industry
a small concern is one whose aversge annual receipts in
the preceding three fiscal years do not exceed $5,000,000
($6,250,000 if the concern is located in Alaska): and (3)
in the air transportaticn and sircraft egquipment and
parts industries a emall concern 1s one whose employment
does not exceed 1,000 persons.

Educational and Non-Profit Institutions. Data for
thesz institutions have been segregated from the Business
Firms category and are shown separately for the first
time in the tables' for fiscal year 1957.
prior to July 1956, procurement actions with educational
and non-profit institutions are included in the data for
“r. 8. Business Firms.

Definition of Small Business Potentiml. The small
business potential includes all procurement actions of
$10,000 or more vwhich are offered to samall business.
Since it 1s not practicable to secure “rdtvidual reports
on each of the millions of military procurement actions
of leas than $10,000 each, for purposes of this report it

A Small Busipess

In all records.

18 assumed that all actions of less than $10,000 also are
in the small business potential. (This assumption is not
strictly correct. The effect of making 1t is to over-
ptate the potential and understate the percentage share
of the potential awarded to Small Business.) Excluded
from the potentisl are procurement actions of $10,000 or
more for which no small business source is known to exist
or which for reasons peculiar to -the particular procure-
ment, such as patent or other proprietary rights, deliv-
ery schedules, necessity for interchangeability of parts,
or mobilization base considerations can not be placed
with emall business concerns.

Ratio of Small Business to Total. The ratio of
smell business to total prime contract awards is subject
to wide fluctuation, and figures for any short period of
time are not necessarily representative. The percentage
depends mainly on the type of commodities belng procured
in that particular period. When procurement of soft
goods and easy-to-moke items is & large part of the to-
tal, the small business percentage will be high. When
aircraft, missiles, or other heavy items are purchased in
large volume, the small business percentage will be rela-
tively low.

Comparison with Fiscal Reports. There are certain
differences between the coverage of this report on the
value of military prime contract awvards, and that of the
fiscal reports of the Department of Defense which include
certain data on obligations of funds for procurement and
construction. One difference is that the reports on con-
tract awards do not include funds obligated by project
orders issued to military-owned and military operated es-
tablishments, such as Navy Yards, unless end until the
funds of this type are used to finance contracts with
private business firms or with other goveroment agencies.
Another significant difference is that this report seg-
regates contracts for services from other procurement and
production, whereas the fiscal data on obligations for
procurement and construction do not. It 1s noted also
that the Major Procurement and Production Budget Categor-
ies are not comparable with tbe Office of Defense Mobili-
zation Procurement Program categories used in this re-
port.

Office of the Secretary of Defense
12 0ctober 1960

INANFIND0Ed XYVIITIN J0 IOVAWNI DNIONATHE

71



142 REDUCING IMPACT OF MILITARY PROCUREMENT

100 COMPANIES AND 118 SUBSIDXARY CORPORATIONS
LISTED ACCORDING TO NET VALUE OF MILITARY PRIME CONTRACT AWARDS

Fiscal Year 1960
(1 July 1959 - 30 Jume 1960)

The net value of military prime contract awards of $10,000 or more to
the 100 companies and 118 subsidiary corporations which received the largest
dollar volume of awards in Fiscal Year 1960 totalled $15,410.4 million, or
73.4% of the U.S. total. This was slightly less than the 73.8% received by
the top 100 in Fiscal Year 1959 and the Th.2% in Fiscal Year 1958.

Although the net decrease is small in percentage terms, since 1958
there has been a significant shift of awards, from the top companies on the
list to smaller contractors.

Twelve of the top 25 campanies received a smaller volume of ewards in
Fiscal Year 1960 than in Fiscal Year 1958, and 11 received less than in
Fiscal Year 1953. The 1958-1960 decregse for the 12 companies amounted to
9.5% of the U.S. total. This was partly offset by increased awards to others
in the top 25, but this group of companies as a whole received 4.3% less of
the total than the top 25 received in Fiscal Year 1958.

The shift in the distribution of awards is shown below:

Percent of U.S. Total Awards

Change
Companies FY 1958  FY 1959 FY 1960  FY 58-60
1-5 2.3 25.0 2.8 1.5
6-10 12.4 12.2 1.3 -1
11-15 7.8 8.0 7.3 - .5
16-20 6.2 5.6 5.6 - .6
21-25 5.1 .0 k.5 - .6
26-100 16.4 19.2 19.9 +3.5
TOTAL Th.2 73.8 3.4 -8 7

There are 65 campanies on the 1ist whose main prime contract work is in
research, development, test or production of aireraft, missiles, or electronics.
A large part of the electronics awards are related to ailrcraft, missile, or
varning and control system programs. The 1ist also includes 11 oil coupenies,

8 canstruction firms and 4 shipbuilders. Of the remaining 12 canmpanies, b
received awards for missile fuels, ammunition loading, or chemicals, 2 for trucks
or other vehicles, 2 for transportation services, and 4 for variocus research,
development and testing services. Three of the 100 canpanies are educational

or other non-profit institutions.

The current 1ist contains 18 companies vhich did not appear on the
Fiscal Year 1959 list. As shown in the following table, the principal effect
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of this turn?ver was a decrease of b in the mmber of oil companies, end a
decrease of 3 shipbuilders, counterbalanced by an increase of L aircraft,
missiles end electronics firms, 2 construction firms and 1 chemical producer.

Fo. of C es Livted in
FY 1 but FY 1959 but

Type of Work . not FY 1222 not FY 1%0 Net Change
Aircraft, Missiles & Electronics 6 2 b
Petroleum 0 k SR
Construction 7 5 2
Ships 1 b (-)3
Ammunition and Chemicals 2 1 1
Services 2 2 Y

General Dynamics Corporation with 6.0% of the total awards leads the list,
as it did in Piscal Year 1959. Lockheed Aircraft Corporation moved into 2nd place
(from Sth the previcus year), with 5.1% of the total. Boeing Afrplane Compeny
is in third place, and General Electric Compeny in fourth.

As noted in previous reports, a substantial proportion of the prime contract
dollars are subcontracted to other companies. Approximately 90% of the dollar
volume reported in the Defense Small Business Subcontracting Program during
Fiscal Year 1960 was accounted for by the campenies represented in these top
300 firms. The participating companies reported that slightly more than
half of their receipts for military work were subcontracted, and that cne-third
of their subcantract payments vere made to gmall usiness firms.

Office of the Secretary of Defense

73406 0—61——11
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INDEX OF 100 PARENT COMPANIES WHICH WITH THEIR SUBSIDIARIES RECEIVED THE
LARGEST DOLIAR VOLUME OF MILITARY FRIME CONTRACT AWARDS IN FYSCAL YEAR 1960

Rank Parent Company Rank Parent Company
8k, Air Products, Inc. 52. Kiewit (Peter) Soms Co.
44, American Bosch Arma Corp. 63. Laboratory for Electronics, Inc.
56. American Machine & Foundry Co. 65. Lear, Inc. .
8. American Telephone & Telegraph Co. 85. Leavell-Scott & Assoclates
90. ARO, Inc. 2. Lockheed Aircraft Corp.
26. Aveo Corp. 96. loral Electronics Corp.
51. Bell Aircraft Corp. T9. MacDonald Scott & Associates
18. Bendix Corp. 60. Magnavox Co. (The)
49. Bethlehem Steel Corp. 53. Marquardt Corp.
3. Boeing Airplane Co. 6. Martin Co. (The)
30. Burroughs Corp. Tl. Mason & Hanger - Silas Mason Co.
75. Cities Service Co. 55. Massachusetts Institute of Techrology
27. Chance Vought Aircraft, Inc. 22. McDonnell Aircraft Corp.
24, Chrysler Corp. 38. Merritt-Chapman & Scott Corp.
33. Collins Radio Co. 3k, Minneapolis-Honeywell Regulator Co.
48. Continental Motors Corp. 59. Morrison-Knudsen Co.
67. Continental 01l Co. 76. Motorola, Inc.
86. Cook Electric Co. 21. Newport News Shipbullding & Dry
Dock Co.
45. Curtiss-Wright Corp. 5. North American Aviation, Inc.
10. Douglas Aircraft Co. 28. Northrop Corp.
T4. DuPont (E.I.) de Nemours & Co. 54, Ogden Corp.
98. -Eby, (Martin K.} Construction Co. 69. Olin Mathieson Chemical Corp.
91. Fairchild Engine & Airplane Corp. 89. Overseas Natlonal Airvays, Inc.
92. Firestone Tire & Rubber Co. 35. Pan American World Airways, Inc.
57. Food Machinery & Chemical Corp. 36. Philco Corp.
81. Ford Motor Co. 9. Radio Corp. of America
43. Garrett Corp. 12. Raytheon Co.
1. General Dynamics Corp. 15. Republic Aviation Corp.
Lk, General Electric Co. 83, Richfield 0il Corp.
20. General Motors Corp. 46. Ryan Aeronautical Co.
42, General Precision Equipment Corp. 66. Sanders Assoc., Inc,
64. General Telephone & Electronics Corp. 62. Shell Caribbean Petroleum Co.
17. General Tire & Rubber Co. 4¥7. Socony Mobil 04l Co.
94. Gilfillan Bros. Inc. 13. Sperry Rand Corp.
77. Goodrich, (B. F.) Co. 93. Standard Kollsman Industries, Inc.
39. Goodyear Tire & Rubber Co. 25. Standard 0il Co. (N. J.)
19. Grumman Aircraft Engineering Corp. 32. Standard 0il Co. of California
87. Gulf 0il Corp. 80. States Marine Corp.
82. Hayes Aircraft Corp. 97. Sunray Mid-Continent 0il Co.
61. Hazeltine Corp. 72. System Development Corp.
37+ Hercules Powder Co. 50. Temco Aircraft Corp.
T8. Hoffman Electromics Corp. k0, Texaco, Inc.
11l. Hughes Aircraft Co. 29. Thiokol Chemical Corp.
14. International Business Machines Corp. 31. Thompson Ramo Wooldridge, Inc.
95. International Harvester Co. 38. Tidewater 0il Co.
23. International Telephone & Telegraph Co. T. United Aircraft Corp.
73. Johns Hopkins University 99. U. S. Rubber Co.
T70. Jones (J. A.) Construction Co. 100. Utah-Manhattan-Sundt
41, Kaiser-Raymond-Macco-Puget Sound 68. Westinghouse Air Brake Co.
58. Kaman Aircraft Corp. 16. Westinghouse Electric Corp.
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100 COMPANIES AND THEIR SUBSIDIARIES LISTED ACCORDING TO
NET VALUE OF MILITARY FRIME CONTRACT AWARDS

July 1959 - June 1960

Millions Percent Cumilative
Companies of of U.S. Percent of
Dollars Total U.8, Total
U.S. TOTAL a/ $20,995.0 100.0% 100.0%
TOTAL, 100 COMPANIES
AND THEIR SUBSIDIARIES b/ 15,410.4 3.4 13-4
1. GERERAL DYNAMICS CORP. 1,260.2 6.0 6.0
2. LOCKHEED AIRCRAFT CORP. 968.2 4.6
Grand Central Rocket Co. 1.0 &/
Lockheed Alr Terminal, Inc. 1.5 q
Lockheed Aircraft Service, Inc. 30.0 0.1
Lockheed Aircraft Internstional,
Inc. 5.5 a/
Lockheed Electronics Co. 12.1 0.1
Puget Sound Bridge & Dredging Co. 2.5 0.3
© Total 1,070. 5.1 1.1
3. BOEING AIRPLANE CO. 1,008.7 4.8 15.9
4, GENERAL ELECTRIC CO. 963.1 " 4.6
International General Electric
Puerto Rico, Inc. [ dé
Total 963.1 . 20.5
5. NORTH AMERICAN AVIATION, INC. 907.7 4.3 24.8
6. MARTIN CO. (THE) 596.7 2.8 27.6
7. UNITED AIRCRAFT CCORP. 517.4 2.5 30.1
8. AMERICAN TELEPHONE & TELEGRAPH CO. 0.8 4/
Chesapeake & Potomac Telephone Co. < 9/
Teletype Corp. 13. 0.1
Western Electric Co., Inc. l¥g2-2 2.1
Total . 2.2 32.3
9. RADIO CORP. OF AMERICA Lo5.8 1.9 34.2
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Millions Percent Cumlative
Rank Companies of of U.S. Percent of
Dollars Total + U.S. Total
10. DOUGLAS AIRCRAFT CO. $Lok.9 1.9% 36.1%
11. HUGHES AIRCRAFT CO. 349.1 1.7 37.8
12. RAYTHEON CO. 320.8 1.5
Machlett Laboratories, Inc. 2.2 a/
Sorenson & Co., Inc. 0.4 a/
Total 3235 135 39.3
13, SPERRY RAND CORP. 281.8 1.3
Vickers, Inc. 1k,2 0.1
Total 256.0 5 ko7
1k, INTERNATIONAL BUSINESS MACHINES
CORP. 289.4 1.4
Service Bureau Corp. 0.6 a/
Total 290.0 5 35
15. REPUBLIC AVIATIOR CORP. 265.1 1.3 43,4
16. WESTINGHOUSE ELECTRIC CORP. 257.6 1.2 k4.6
17. GENERAL TIRE & RUBBER CO. 6.6 &/
Aerojet-General Corp. 235.1 1.2
Byers (A.M.) Co. 0.5 4/
Stauffer-Aerojet Co. 1.0 a/
Total 2h3.2 12 45.8
18. BENDIX CORP. 238.8 1.1
Bendix Westinghouse Automotive
Air Brake Co. 0.2 a/
Jones (M.C.) Electronics Co.,Inc. 0.1 i/
Sheffield Corp. 0.3 i/
Total 0.k T k6.9
19. GRUMMAN AIRCRAFT ENGINEERING CCRP. 239.2 1.1
Dynamic Developments, Inc. 0.1 &/
Total 739.3 11 18.0
20. GENERAL MOTORS CORP. 218.4 1.0
Bthyl Corp. 0.3 &
Fri zddaire eg Corp. [
Total T 1.0 49.0
21, NEWPORT NEWS SHIPBUILDING &
DRY DOCK CO. 215.2 1.0 50.0



REDUCING IMPACT

OF MILITARY PROCUREMENT

147

Miliions Percent Curmlative
Rank Campanies of of U.S. Percent of
: Dollars Total U.5. Total
22, McDONNELL AIRCRAFT CORP. $195.0 0.9% 50.9%
23, INTERNATIORAL TELEPHORE &
TELEGRAPE CORP. 124,2 0.6
Federal Electric Corp. 63.5 0.3
Kuthe Laboratories, Inc. 0.6 a/
Mackay Radio & Telegraph Co. </ a/
Royal Electric Corp. 0.2 a/
Total B85 0.9 51.8
24, CHRYSLER CORP. 187.0 0.9 52.7
25, STANDARD OIL cO. (H. J.) 0.0 0.0
Enjay Co., Imc. 0.2 %
Esso Export Corp. 83.0 0.
Esso Research & Engineering Co. 2.1 a/
Ethyl Corp. e/ 0.k i/
Gilbert & Barker Mfg. Co. c g{
Humble 0il & Refining Co. 83. 0.
Standard Vacuum 01l Co. £/ k.0 4/
: Total 173.5 0.8 53.5
26. AVCO CORP. 156.8 0.8
Pre-Flight Industries Corp. 0.1 a/
- Total 156.9 0.8 54.3
27. CHANCE VOUGHT AIRCRAFT, IKC. 141.9 0.7 55.0
28. NORTHROP CORP. 1347 0.7
Page Comminications Engineers, Inc. 5.1 &/
Total 139.8 o7 55.7
29, THIOKOL CHEMICAL CORP. 131.0 0.6
National Electronics
Laboratories, Inc. 0.2 a/
Total 131.2 0.6 56.3
30. BURROUGHS CORP. 119.7 0.6
Control Instrument Co., Inc. b
Total 125, 0. 56.9
31. THOMPSON RAMO WOOLDRIDGE, INC. 43.3 0.2
Pacific Semiconductors, Inc. 0.5
Space Technology Laboratories, Inc. .0 0.
Total 120. 0.6 57.5

-3 -
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Millions Percent Cumlative
Rank Companies of of U.S. Percent of
Dollars Total U.S. Total
32. STANDARD OIL CO. OF CALIFORNIA $ 70.8 0.3%
American Bitumuls & Asphalt Co. 0.1 a/
California 01l Co. 0.3 i/
California Research Corp. 0.1 a/
California Spray-Chemical Corp. 0.1 a/
California Tanker Co. e/ a/
California Texas 01l Corp. g/ 31,6 0.2
Oronite Chemical Co. 0.2 [-%
Standard Oil Co. of Texas 7.5 a/
Total o7 0.5 58.0
33. COLLINS RADIO CO. 97.2 0.5
Alpha Corp. 5.9 Y
Communication Accessories Corp. 74 a/
Total 63T 0.5 58.5
34, MINNEAPOLIS-HONEYWELL REGULATOR CO. 97.5 0.5 °
Marion Electrical Instrument Co. </ 4/
Total J7.5 0.5 59.0
35. PAR AMERICAN WORLD ATIRWAYS, INC. 95.6 0.5
Pan American-Grace Airways, Inc. Y4 a4/
Total 95.6 0.5 59.5
36. PHILCO OQRP. 95.2 0.5
Lansdale Tube Co. </ a/
Total 95.2 0.5 60.0
37. HERCULES POWDER CO. 92.2 0.4 60.4
38. MERRITT-CHAPMAN & SCOTT CORP. 0.6 a/
Devoe & Raynolds Co. 1.0 g{
New York Shipbuilding Corp. 87.4 0.
Tennessee Products & Chemical Corp. 0.3 af
Total 9.3 0.k 60.8
39. GOODYEAR TIRE & RUBBER CO. 24,9 0.1
Goodyear Aircraft Corp. 59.7 0.3
Goodyear Engineering Corp. 0.1 a/
Total BET 0.% 61.2
40. TEXACO, INC. 35.6 0.2
California Texas 01l Corp. g/ 3.6 0.2
Texaco (Brazil) Inc. 0.1 g/
Texaco Puerto Rico Inc. 2.0 a/
Texaco Trinidad, Inc. 0.2 a/
Texas Petroleum Co. 7.3 a/
Total 76.8 0.% 61.6
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Millions Percent Cumulative
Rank Companies of of U.S. Percent of
Dollars Total U.S. Total
1. KATISER-RAYMOND-MACCO-PUGET SOUND b/ $ 75.4 0.4% 62.0%
42. GENERAL FRECISION EQUIPMENT CORP. 0.0 0.0
GPE Comtrols, Imc. 0.1
General Precision, Inc. 70.1 0.
Graflex, Inc. 0.6 a/
Society for Visual Education, Inc. e/ i/
Strong Electric Corp. 171 a/
Total T1.9 0.5 62.4.
43. GARRETT CORP. "TL.5 0.3 62.7
4h. AMERICAN BOSCH ARMA CORP 70.7 0.3 63.0
L45.. CURTISS-WRIGHT CORP. 70.% 0.3 63.3
46. RYAN AERONAUTICAL CO. 65.5 0.3
Aerolsb Development Co. <f &/
Total 65.5 0.3 63.6
47. SOCORY MOBIL OIL CO., INC. 58.2 0.3 )
Mobil Overseas 0il Co., Inc. 2.4 &/
Standard Vecuum 0il Co. £/ k.0 a/
Total k.6 0.3 63.9
48. CONTIRENTAL MOTORS CORP. k5.6 0.2
Continental Avistion &
Engineering Corp. 17.4 0.1
Wisconsin Motor Corp. 0.1 &/
Total 63.1 0.3 64.2
49. BETHLEHEM STEEL CCRP. 0.0 0.0
Bethlehem Steel Co. 62.1 0.3
Bethlehem Steel Export Corp. 0.1 &/
Total 62.2 0.3 64.5
50. TEMCO AIRCRAFT CORP. 61.3 0.3
Yenske Fedrick & Miller, Inc- 0.6 a/
Total 61.9 0.3 64.8

]
W
'
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. Millions Percent Cumlative
Rank Companies of of U.S. Percent of
Dollars Total U.S. Total
51. BELL AIRCRAFT CORP. $21.8 0.1
Bell Helicopter Corp. 38.8 0.2
Bydraulic Research Mfg. Co. 0.3 g/
Lord Chemical Corp. e/ i/
Wheelabrator Corp. 0.2 a/
Total &I.1 0.3 65.1
52, KIEWIT (PETER) SONS' CO. 52.h 0.3 65.4
53. MARQUARDT CORP. 51.6 0.3
Cooper Development Corp. 0.6 g/
Total 2.e 0.3 65.7
Sh. OGDEN CORP. . 0.0 0.0
Avondale Marine Ways, Inc. 50.7 0.3
Commercial Filter Corp. 0.1 a/
Indiana Commercial Filters Corp. 0.1 a/
Total 50.9 0.3 66.0
55. MASSACHUSETTS INSTITUTE OF
TECHNOLOGY 50.6 0.2 66.2
56. AMERICAN MACHINE & FOUNIRY CO. 50.0 0.2
Voit (W.J.) Rubber Corp. </ a/
Total 50.0 0.2 66.4
5T7. FOOD MACHINERY & CHEMICAL CORP. 46.7 0.2 66.6
58. KAMAN AIRCRAFT CORP. 46,6 0.2 66.8
59. MORRISON-KNUDSEN CO. 5.7 0.2
Alaskan Plumbing & Beating Co. 0.2 &/
Ferguson (H.K.) Co. 0.1 q
Total .0 0.2 67.0
60. MAGNAVOX CO. 45.3 0.2 67.2
61, HAZELTINE CORP. bk, 9 0.2 6T.4
62. SHELL CARIBREAN PETROLEUM CO. 24.3 0.1
International Lubrizsut Corp. 0.8 a/
Shell 0il Co. 19. 0.1 .
Total . 0.2 . 67.6
63. LABORATORY FOR ELECTRONICS, INC. L4.3 0.2 67.8



REDUCING IMPACT OF MILITARY PROCUREMENT

151

Millions Percent Cumlative
Rank Companies of of U.S. Percent of
Dollars Total U.S. Total
6k, GENERAL TELEPHONE & ELECTRONICS CORP. $ 0.0 0.0
Automatic Electric Co. 0.k &/
Autamstic Electric Sales Corp. 4.6 a/
General Telephone & Electronics
Laboratories, Inc. 0.2 a/
Lenkurt Electric Co. 1.4 a/
Sylvania Electric Products, Inc. E:Z.O _ 0.2
Total 3. 0.2 68.0
65. LEAR, INC. 43.2 0.2 6.2
66. SANDERS ASSOCIATES, IKC. 40.9 0.2 68.4
67. CONTINENTAL OIL CO. 3B.2 0.2
*  Malco Refineries, Inc. 1.4 a/
Westaott 01l Corp. e/ &/
Total 39.6 0.2 68.6
68. WESTINGHOUSE AIR HRAKE CO. ¢/ a/
Le Tournesu-Westinghouse Co. §Jo a/
Melpar, Inc. ° 352 0.2
Total 39.5 0.2 68.8
69. OLIN MATHIESON CHEMICAL CORP. 35.5 0.2
Liberty Powder Co. 0.9 a/
Liberty Powder Defense Corp. .7 i/
Total E.1 0.2 69.0
70. JONES (J.A.) CONSTRUCTION CO. 36.7 0.2 69.2
71. MASON & HANGER-SILAS MASON CO., INC.  36.0 0.2 69.4
T2. SYSTEM DEVELOPMENT CORP. 35.2 0.2 69.6
73. JOHRS HOPKINS UNIVERSITY (TEHE) 34.8 0.2 69.8
74, DU PONT (E. I.) DE NEMOURS & CO. 3.5 a/
Remington Arms Co., Inc. 31.0 0.2
Total 35.5 0.2 T0.0
75. CITIES SERVICE CO. 0.3 4
Arkansas Fuel 0il Corp. 0.5
Cities Service Gas Co. 0.6 a/
Cities Service 0il Co. 32.8 0.2
Orange State 01l Co. z
Total 3b.2 0.2 70.2
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i Millions Percent Cumilative
Rank Companies of of U.S. Percent of

Dollars Total U.S. Total
T6. MOTOROLA, IKC. : $33.2 0.2
Dahlberg Co. 0.2 af
Motorola Communications & .
Electronics, Inc. 0.7 &/
Total 351 0.2 70.4
T7. GOOIRICH (B. F.) CO. 34,0 0.2
Goodrich-High Voltage
Astronsutics, Inc. e/ &/
Total 350 0.2 70.6
78. HOFFMAR ELECTRONICS CORP. 32.0 0.2
Hoffman Sales Corp. e/ a/
Total 32.0 0.2 70.8
79. MACDORALD, SCOTT & ASSOCIATES 1/ 31.7 0.2 1.0
80. STATES MARINE CORP. 15.8 0.1
States Marine Lines, Inc. 1.2 0.1
Isthmian Lines, Inc. L.6 a/
Total EVR 5.2 T.2
81. "FORD MOTGR CO. 30.5 0.2 TL.h
82. HAYES AIRCRAFT CORP. 30.0 0.2 .6
83. RICHFIELD OIL CORP. 29.6 0.1
American Mineral Spirits Co. 0.2 a/
Total 29.8 0.1 T1.7
84, ATR PRODUCTS, INC. 25.6 0.1
Dynamic Research, Inc, 0.2 a/
Gas Industries, Inc. 3.1 74
Total 28.9 0.1 71.8
85. LEAVELL-SCOTT & ASSOCIATES j/ 28.6 0.1 1.9
86. COCK ELECTRIC CO. 28.3 0.1 72.0
87. GULF OIL CORP. 22.3 0.1
Callery Chemical Co. 4.5 af
Gulf Research & Development Co. 0.1 a/
Mene Grande Oil Co. 1.3 a/
Total B2 0.1 T2.1

Ne-}
1
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Milllons Percent Curulative

Rank Companies of of U.S. ‘Percent of
Dollars Total U.S. Total
88. TIDEWATER OIL CO - $26.0 0.1
Seaside 0il Co. 1.0 a4/
Total 27.0 0.1 72.2
89. OVERSEAS NATIONAL AIRWAYS, INC. 27.0 0.1 72.3
90. ARO, IKC. 26.5 0.1 T2.4
91. FAIRCHILD ENGINE & AIRPLANE CORP. 25.9 0.1 72.6
92. FIRESTONE TIRE & RUBBER CO. 25.9 0.1 12.5
93. STANDARD KOLLSMAN INDUSTRIES, INC. 0.0 0.0
Kollsman Instrument Corp. 25.7 0.1
Richardson-Allen Corp. </ &/
Total 25.7 0.1 72.7
94, GILFILLAN BROTHERS, INC. 25.6 0.1 72.5
95. INTERNATIONAL HARVESTER CO. 20.1 0.1
Hough (Frank G.) Co. 5.2 a/
Macleod & Co. 0.3 a/
Total 25.6 0.1 72.9
96. LORAL ELECTRONICS CORP. 25.3 0.1 73.0
97. SUNRAY MID-CONTINENT OIL. CO. 3.2 d
D-X Sunrsy 0il Co. 21.2 0.1
Total 1 0.1 T3.1
98. EBY (MARTIN K.) CONSTRUCTION CO., INC. 23.7 0.1 73.2
99, UNITED STATES RUBBEF. CO. 23.5 0.1 73.3

100. UTAH-MANHATTAN-SUNDT y 23.4 0.1 73.4
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FOOTNOTES:

8/ Net value of new procurement actions minus cancellations, terminations
and other credit transactions. The data include debit and credit procurement
actions of $10 ,000 or more, under military supply, service and construction
contracts for work in the U. S.; 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 contracts, purchase orders , Job
orders, task orders, delivery orders, and any other orders against existing
contracts. The data 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 pending
cancellations that have not yet become mutually binding agreements between
the government and the company.

1_:/ The assignment of subsidiaries to parent companies is based on
stock ownership of 50% or more by the parent company, as indicated by data
published in standard industrial reference sources. The company totals do
not include contracts made by other U. 8. Government agencies and financed
with Department 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 30 June 1960, Only those subsidiaries
are shown for which procurement actions have been reported.

¢/ Less than $50,000.

4/ Less than 0.05%

g/ Stock Ownership is equally divided between General Motors Corp. and
Standard 0il Co. of New Jersey; half of the total military awards is shown
under each of the parent companies. .

g/ Stock ownership is equally divided between Standard 0il Co. of New
Jersey and .Socony Mobil Oil Co.; half of the total of military awards is shown
under each of the parent companies.

g/ Stock ownership is equally divided between Standard 0il Co. of
California and Texaco, Inc.; half of the total of military awards 1s shown
under each of the parent companies.

_}1/ A Joint venture of Henry J. Kaiser Co., Raymong International, Inc.,
Macco Corp., and Puget Sound Bridge & Dry Dock Co.

y A joint venture of MacDonald Construction Co. and 13 other construc-
tion firms,

_1/ A Joint venture of C. H. Leavell & Co. and T other construction firms.

y A Joint venture of Utah Construction & Mining Co., Manhattan Con-
struction Co. of Oklahoma, and M. M. Sundt Construction Co.

- 10 -
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ConcGrEss oF THE UNITED STATES,
House OF REPRESENTATIVES,
OFFICE OF THE MAJORITY LEADER,
Washington, D.C., March 9, 1961.
Hon. JoserH CAMPBELL,
Comptroller General of the United States,
Washington, D.C.

Dear MR. CampBELL: There was agreement among the congressional repre-
sentatives at the meeting with Secretary MceNamara and his staff on Friday,
March 3, 1961, that a comprehensive review should be made at an early date of
military stock fund operations.

On behalf of Senator Douglas, Congressmen Hébert, Curtis, and myself, I am
requesting that the General Accounting Office make such a review to be concluded
as soon as possible. It is expected that the review will contain conclusions and
recommendations as to the justification for stock funds, their affect on the effi-
ciency and economy of operations of the Department of Defense and legislation
which may be desirable.

During the past several years congressional hearings have revealed a number
of weaknesses in the concept and operation of the stock funds such as (1) diver-
gence of standards of use among the services, (2) use at wholesale and retail
levels, (3) items for inclusion and (4) reimbursement procedures. Recent De-
partment of Defense regulations provide that excess stock fund items are subject
to transfer to other Federal agencies without charge. The operating theory that
no stock fund property will be issued without reimbursement is therefore nullified.
This change in concept makes it necessary that a new theory of operation be
developed. -

I am aware that the Cooper committee made a study of stock funds at the
request of Secretary Wilson and other studies including two by the Budget
Bureau have been made. But I believe that the GAO as an agency of Congress
is the proper agency to take the lead in making a comprehensive study as above
indicated.

I would appreciate your reaction to this request. You may be assured of every
possible assistance which the above-mentioned may be able to give you.

In making this request it is appropriate to again express appreciation to you
and your staff for the many excellent studies and reports you have made in the
field of property management during the past 2 years. These have been of great
value to Members of Congress who do not have the time personally to delve into
the many intricacies of these subjects.

Sincerely yours,
Joun W. McCorMACK, Majority Leader.

CoMPTROLLER GENERAL OF THE UNITED STATES, .
Washington, March 10, 1961.
Hon. Joun W. McCoRMACK,
House of Representalives.

DeArR MR. McCorMack: This refers to your letter dated March 9, 1961, on
behalf of yourself, Senator Douglas, and Congressmen Hébert and Curtis, re-
questing that our Office undertake a comprehensive review of military stock fund
operations. .

We are taking steps immediately to initiate the review and we will be pleased
to keep you advised of our progress. We very much appreciate having the
benefit of your comments concerning weaknesses in the concept and operation
of the stock funds and it is most helpful to have the offer of assistance from you
and your distinguished colleagues in this project.

You may be sure, also, that your kind expressions concerning the efforts of our
Office in the past are the source of great satisfaction and encouragement to all of
us here.

Sincerely yours,
JosErH CAMPBELL,
Comptroller General of the United States.
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News RELEASE, PLEASE NoTE DaTE

DEPARTMENT OF DEFENSE,
OFFICE OF PUBLIC AFFAIRS,
Washington, D.C.

Hold for release No. 885-61
until 3:30 p.m. (e.d.t.),
Thursday, August 31, 1961

SECRETARY McNamaRA ANNOUNCEs DEcisioN To EsTABLISH DEFENSE
SuprPLY AGENCY

Secretary of Defense Robert McNamara today announced a decision to estab-
lish within the Department of Defense a Defense Supply Agency to manage, pro-
cure, and distribute certain common supplies and related services.

Establishment of the new Agency, resulting from studies directed by the Secre-
tary in March 1961 will, the Secretary said, “result in substantial improvement
and economy in our logistic management.

Among the functions to be taken over by the Agency are those now carried on
by the Armed Forces Supply Support Center and the Consolidated Surplus Sales
Office. The Agency will also assume the functions now performed by single
managers in the fields of subsistence (Army), clothing and textiles (Army),
traffic management (Army), petroleum products (Navy), medical supplies
(Navy), general supplies (Army), industrial supplies (Navy), automotive sup-
plies (Army), and construction supplies (Army).

In addition to these commodities and Services, management of selected elec-
trical and electronics materiel will be placed under the Agency as soon as pos-
sible. Further, in aecordance with the unanimous recommendation of the mili-
tary services, studies will be made by the new Agency to determine whether in-
dustrial production equipment, chemical supplies, and aeronautical spare parts
should also be brought under Agency management.

If all of these items are eventually brought under the new Agency, the total
value of the integrated management inventory could approximate $21 billion—
more than five times the total value of the present integrated management in-
ventory of $3.7 billion—and could result in a possible inventory reduction of be-
tween $2 and $4 billion.

The Defense Supply Agency will perform or arrange for inspection of material
and will fund and operate its own distribution system, using existing facilities of
all the services. A stock fund will be set up to finance supplies procured by the
new Agency.

Under the plan, each military service will retain control over the development
and management of its assigned weapons systems as well as items of critical im-
portance to the operation of such systems.

The Director of the Defense Supply Agency will be appointed by and report
directly to the Secretary of Defense. The Agency will be jointly staffed except
as otherwise approved by the Secretary.

®)



